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SOCIAL SECURITY FINANCING

WEDUSDAY, APIL 5, 1978

U.S. SENATE,
SUBCOMXITTZE ON SOCIAL SECURITY OF TH

Coxxmrzz ON FINANCE,
Wahington, D.C.

The subcommittee met, pursuant to notice, at 9 a.m. in room 2221,
Dirksen Senate Office Building, Hon. Gaylord Nelson (chairman of
the subcommittee) presiding.

Present: Senators Nelson, Long, Haskell, Byrd, Jr., of Virginia,
Danforth, Curtis, Dole, and Roth, Jr.

[The committee press release announcing these hearings and the bills
S. 2459 S. 2501, S. 2503, S. 2607, S. 2741,S. 2746, S. 2808 and S. 2812
follow:)

FINANCE COMMITTEE ON SOCIAL SECURITY SETs HEABINO ON FINANCING OF
PROGRAM

Senator Gaylord Nelson (D., Wis.), Chairman of the Subcommittee on Social
Security of the Finance Committee, today announced that hearings will be held
on Wednesday, April 5, and Thursday, April 6, 1978, on the subject of social
security financing. The hearings will begin at 10:00 A.M. and will be held in
Room 2221 Dirksen Senate Office Building.

Senator Nelson noted that legislation enacted by Congress at the end of last
year has alleviated concern over the ability of the social security program to meet
its obligations well past the turn of the century. Last year's law made certain
changes in the benefit structure and provided sufficient addiltonal taxes to fund
the modified program through approximately 2025. He pointed out, however, that
there Is continuing widespread concern over the level of payroll taxes that was
needed to achieve this objective of providing adeqijate funds for the social secu-
rity program. The purpose of these hearings is to receive testimony on the al-
ternatives that may be available to finance the program which would permit
a reduction in the level of payroll taxation. Senator Nelson noted that certain
proposals to meet this objective have already been advanced Including the bill
S. 2503, which he has introduced, to fund the disability insurance and hospital
insurance programs from general revenues and the bill S. 2501, Introduced by
Senator Hathaway, to provide a general revenue contribution towards the cost
of the old-age, survivors, disability and health insurance programs.

Request. to Tetfy.-The Chairman advised that witnesses desiring to testify
during this hearing must submit their requests to Michael Stern, Staff Director,
Committee on Finance, 2227 Dlrksen Senate Office Building, Washington, D.C.
20510, not later than Friday, March 24, 1978.

Coneomdated Teatimony.-Senator Nelson also stated that the Subcommittee
urges all witnesses who have a common position or with the same general inter-
est to consolidate their testimony and designate a single spokesman to present
their common viewpoint orally to the Subcommittee. This procedure will enable
the Subcommittee to receive a wider expression of views than it might otherwise
obtain. The Chairman urged very strongly that all witnesses exert a maximum
effort to consolidate and coordinate their statements.

(1)
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LegUiative Reorgpna*ion Aot--Senator Nelson stated that the Legislativo
Reorganization Act of 19M8, as amended, requires all witnesses appearing before
the Committees of Congress "to file in advance written statements of their pro-
posed testimony, and to limit their oral presentations to brief summaries of
their argument."

Witnesses scheduled to testify must comply with the following rules:
1. A copy of the statement must be filed by the close of business two days

before the day the witness is scheduled to testify.
2. All witnesses must include with their written statement a summary of

the principal points Included in the statement.
3. The written statements must be typed on letter size paper (not legal

size) and at least 75 topiee must be submitted by noon the day before the
witness Is scheduled to testify.

4. Witnesses are not to read their written statements to the Subcommit-
tee, but are to confine their ten-minute oral presentations to a summary of
the points included In the statement.

5. Not more than ten minutes will be allowed for oral presentations.
Written Tetimony.-The Chairman stated that the Subcommittee would be

pleased to receive written testimony from those persons or organizations who
wish to submit statements for the record. Statements submitted for Inclusion In
the record should be typewritten, not more than 25 double-spaced pages in
length and mailed with five (5) copies by Friday, April 21, 1978, to Michael
Stern, Staff Director, Committee on Finance, Room 227 Dirksen Senate Office
Building, Washington, D.0, 20510.
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95t CONGRESS S. 2

IN TILE SENATE OF TIIE UNITED STATES

J. ..%nY 31 (legislative day, . 30), 1978

Mr. .o irtihutced the following bill; which was read twice and refered
to the Committee on Finance

A BILL
To amend the Internal Revenue Code of 1954 to allow an in-

dividual a credit against tax equal to 15 percent of the social
security taxes paid by that individual during the taxable
year.

1 Be it enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,

3 That (a) subpart A of part IV of subchapter A of chapter

4 1 of the Internal Revenue Code of 1954 (relating to credits

5 allowable) is amended by adding at the end thereof the

6 following new section:

7 "SEC. 44C. SOCIAL SECURITY TAX CREDIT.

8 " (a) IN GENERAL.-In the case of an individual there

9 shall be allowed as a credit against the tax imposed by this
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1 chapter for the taxable year an amount equal to 15 percent

2 of any social security tax paid by that individual during the

3 taxable year.

4 "(b) SOCIAL SECURITY TAx.-

5 " (1) IN (;ENE!RL.-For purpOSCS of this section,

6 the term 'social security tax' means any tax imposed by

7 section 1401, 3101, 3201, or 3211 (but only to the

8 extent attributable to taxes imposed by section 3101).

9 " (2) STATE AND LOCAL GOVERNMENT EMPLOY-

10 EE.-For purposes of paragraph (1), any tax imposed

11 on an employee of any State or political subdivision

12 thereof-

13 "(A) which is paid by the State to th Federal

14 governmentt under an agreement under section 218

15 of the Social Security Act, and

16 "(B) which, under such agreement, is equiva-

17 lent to the tax imposed by section 3101,

18 shall be treated as a tax imposed by section 3101.

19 "(c) LI.MITATION.-The credit allowed by subsection

20 (a) shall not exceed the tax imposed by this chapter for

21 the taxable year, reduced by the sum of the credits allow-

22 able under a section of this part having a lower number

23 or letter designation than this section, ether than the credits

24 allowable by sections 31, 39, and 43.
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1 "(d) RmULATIONS.-The Secretary shall prescribe

2 such regulations as may be necessary to carry out the pro-

3 visions of this section.".

4 (b) The table of sections for such subpart is amended

5 by inserting after the item relating to section 44B the fol-

6 lowing new item:

"Sec. 44C. Social security tax credit.".

7 SEC. 2. The amendments made by this Act shall apply

8 to taxable years beginning after December 31, 1977, with

9 respect to any social security tax (within the meaning of

10 section 44C (b)) paid after September 30, 1978.
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IN TIlE SENATE OF THE UNITED STATES

FVRRUARY 6 (legislat ive day, JANUAUY 0), 1D78

Mr. IIATII.%w.%y (for himself, Mr. ltini*:, and Mr. EAmn.ro)N) introduced the
following bill; which was read twice and referred to the Committee on
Finance

A BILL
To amend the Social Security Act and the Internal Revenue

Code of 1954 to provide for Federal participation i , the
costs of the old-age, sr'vivomr, and disability insurance pro-
grnn and the niedicare program, with appropriate reduc-
tiolls in social security toxI,. to reflect such participation,
and with a substantial increase in the amount of an individ-

ual's annual earnings. which iIny be counted for benefit

and tax purposes.

1 Be it enacted by the Senate and louse of Reresenta-

2 lives of the United States of America in Congress assembled,

3 REDUCTIONS IN SOCIAL SECURITY TAXES

4 SECTION 1. (a) (1) Section 1401 (a) of the Internal

5 Revenue Code of 1954 (relating to rate of tax on self-

6 employment income for purpo.es of old-age, survivors, and

i I I I l - - A- -
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1 disability insurance) is amended by striking out para-

2 graphs (2) through (7) and inserting in lieu thereof the

3 following:

4 "(2) in the case of any taxable year beginning after

5 December 31, 1977, and before January 1, 1979, the

6 tax shall be equal to 7.10 percent of the amount of the

7 self-employment income for such taxable year;

8 "(3) in the case of any taxable year beginning after

9 December 31, 1978, and before January 1, 1981, the

10 tax shall be equaT to 4.80 percent of the amount of the

11 self-employment income for such taxable year;

12 "(4) in the case of any taxable year beginning after

13 I)ecember 31, 1980, and before January 1, 1985, the

14 tax shall be equal to 4.875 percent of the amount of the

15 self-employment income for such taxable year;

16 "(5) in the case of any taxable year beginning after

17 December 31, 1984, and before January 1, 1990, the

18 tax shall be equal to 5.275 percent of the amount of

19 the self-employment income for such taxable year;

20 "(6) in the case of any taxable year beginning after

21 December 31, 1989, and before January 1, 2010, the

22 tax shall be equal to 6.00 percent of the amount of the

23 self-employment income for such taxable year; and

24 "(7) in the case of any taxable year beginning



8

3

1 after December 31, 2009, the tax shall be equal to

2 7.20 percent of the amount of the self-employment in-

3 come for such taxable year.".

4 (2) Section 3101 (a) of such Code (relating to rate of

5 tax on employees for purposes of old-age, survivors, and dis-

6 ability insurance) is amended by striking out paragraphs

7 (2) through (7) and inserting in lieu thereof the following:

8 "(2) with respect to wages received during the

9 calendar year 1978, the rate shall be 5.05 percent;

10 "(3) with respect to wages received during the

11 calendar years 1979 and 1980, the rate shall be 3.20

12 percent;

13 "(4) with respect to wages retcived during the

14 calendar years 1981 through 1984, the rate shall be 3.25

15 percent;

16 "(5) with respect to wages received during the

17 calendar years 1985 through 1989, the rate shall be

18 3.55 percent;

19 "(6) with respect to wages received during the

20 calendar years 1990 through 2009, the rate shall be 4.00

21 percent; and

22 "(7) with respect to wages received after Decem-

23 ber 31, 2009, the rate shall be 4.80 percent.".

24 (3) Section 3111 (a) of such Code (relating to rate of
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1 tax on employers for purposes of old-age, survivors, and dis-

2 ability insurance) is amended by striking out paragraphs

3 (2) through (7) and inseiling in lieu thereof the following:

4 "(2) with respect to wages paid during the cal-

5 endar year 1978, the rate shall be 5.05 percent; -

6 " (3) with re.,pect to wages l)aid during the calen-

7 dar years 1979 and 1980, the rate shall be 3.20 percent;

8 "(4) with respect to wages paid during the calen-

9 dar years 1981 through 1994, the rate shall be 3.25

10 percent;

11 "(5) with respect, to wages paid during the cal-

12 endar years 1985 through 1989, the rate shall be 3.55

13 percent;

14 "(6) with respect to wages paid during the cal-

15 endar years 1990 through 2009, the rate shall be 4.00

16 percent; and

17 "(7) with respect to wages paid after December 31,

18 2009, the rate shall be 4.80.".

19 (b) (1) Section 1401 (b) of such Code (relating to rate

20 of tax on self-eniploynient income for purposes of hospital

21 insurance) is amended by striking out paragraphs (2)

22 through (6) and inserting in lieu thereof the following:

23 "(2) in the case of any taxable year beginning

24 after December 31, 1977, and before January 1, 1979,
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I the tax shall be equal to 1.00 percent of the amount of

2 the self-employment income for such taxable year;

3 "(3) in the case of any taxable year beginning

4 after December 31, 1978, and before January 1, 1981,

5 the tax shall be equal to 0.70 percent of the amount

6 of the self-employ'ment income for sutch taxable year;

7 "(4) in the case of any taxable year; beginning

8 after Decenmber 31, 1980, and before January 1, 19815,

9 the tax shall be equal to 0.75 percent of the amount

10 of the self-employment income for such taxable year; and
11 " (5) in the case of any taxable year beginning

12 after December 31, 1984, the tax shall be equal to

13 0.90 p}erccnt of the aliioluit of tie -elf-enploynlient il-

1.4 come for such taxable year.".

15 (2) Section 3101 (b) of such Code (relating to rate

16 of tax on employees for purpis of hos--pital insunutce) is

17 amended by striking out paragraphs (2) through (0) and

18 iiierling in lieu thereof the following:

19 "(2) with respect to images received during the

20 cdlenlr year 1978, the nite shall be 1.00 percent;

21 "(3) with respect to wages received during the

22 calendar years 1979 and 1980, the rate shall be 0.70

23 percent;

24 "(4) with respect to wages received during the
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1 calendar years 1981 through 1984, the rate shall be

2 0.75 percent; and

3 "(5) with respect to wages received after Deccin-

4 her 31, 1984, the rate shall be 0.90 percent.".

,5 (3) Section 3111 ()) of stich ('ode (relating to rate of

6 tax on employers for Purposes of hospital insurance) is

7 amended by striking out paragraphs (2) through (6) ind

8 inserting in lieu thereof the following:

9 "(2) with respect to wages paid during the cal-

10 endar year 1982, the rate shall be 1.00 percent;

11 " (3) with respect to wages paid during the cal-

12 endar years 1979 anud 1980, the rate shall be 0.70 per-

13 cent;

14 "(4) with respect to wages paid during the cal-

15 eudar years 1981 through 1984, the rate shall be 0.75

16 percent; and

17 "(5) with respect to wages paid after December 31,

18 1984, the rate shall be 0.90 percent.".

19 (c) (I) Section 201 (1) (1) of the Social Security Act

20 is amended by striking out clauses (a) through (K) Aud

21 in,.erting in liem thereof the following: " (0 ) 1.55 per

22 eeiituim of the wages (as so defined) paid after December 31,

23 1977, and before January 1, 1979, and so. reported, (I)

24 1.00 per centuni of the wages (as so defined) paid after

25 December 31, 1978, and before January t 1981, and so
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1 reported, (I) 0.96 per centum of the wages (as so defined)

2 paid after December 31, 1980, and before January 1, 1983,

3 and so reported, (J) 1.01 per centum of the wages (as so

4 defined) paid after December 31, 1982, and before Janu-

5 ary 1, 1985, and so reported, (K) 1.18 per centum of the

6 wages (as so defined) paid after December 31, 1989, and

:7 before January 1, 1990, and so reported, and (L) 1.80 per

8 centurn of the wages (as so defined) paid after December 31,

9 1989, and so reported,".

10 (2) Section 201 (b) (2) of such Act is amended by

11 striking out clauses (G) through (K) and inserting in lieu

12 thereof the following: " (0) 1.090 per centun of the amount

13 of self-employment income (as so defined) so reported for

14 any taxable year beginning after December 31, 1977, and

15 before January 1, 1979, (I) 0.750 per centum of the

16 amount of self-employment income (as so defined) so

17 reported for any taxable year beginning after December 31,

18 1978, and before January 1, 1981, (I) 0.720 per centwn

19 of the amount of self-employment income (as so defined) so

20 reported for any taxable year beginning after December 31,

21 1980, and before January 1, 1983, (J) 0.7575 per centum

22 of the amount of self-employment income (as so defined)

23 so reported for any taxable year beginning after December

24 31, 1982, and before January 1, 1985, (jK) 0.885 per

25 centum of the amount of self-employment income (as so



13

- 8

1 defined) so reported for any tLxable year beginning after

2 December 31, 1984, and before January 1, 1990, and (L)

3 1.350 per centum of the amount of self-employment income

4 (as so defined) so reported for any taxable year beginning

5 after December 31, 1989,".

6 (d) The amendments made by this section shall apply in

7 the case of taxes imposed with respect to self-employment

8 income for taxable years beginning after December 31, 1978,

9 and with respect to wages paid or received during calendar

10 years after 1978.

11 FEDERAL PARTICIPATION IN COST OF OLD-AGE, SURVIVORS,

12 AND DISABILITY INSURANCE PROGRAMS

Ig-3- Sj.,c. 2. (a) In order to provide that one-third of the

14 costs of the old-age, survivors, and disability insurance pro-

15 gram under title II of the Social Security Act, and one-third

16 of the costs of the hospital insurance program under part A

17 of title XVIII of such Act, shall hereafter be borne by the

18 Federal Government (withthe remainder of such costs being

19 financed from taxes hnposed (as at present) on employees,

20 employers, and the self-employed but at substantially reduced

21 rates as provided by section I of this Act) -

22 (1) section 201 (a) of the Social Security Act is

23 amended by striking out "100 per centum" in the mat-

24 ter preceding paragraph (1) and inserting in lieu

25 thereof "150 per centun";

32-012 0 - 78 - 1
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(2) Section 201 (b) of such Act is amended by

2 striking out "100 per centum" in the matter preceding

3 paragraph (1) and inserting in lieu' thereof "150 per

4 centum"; and

(3) section 1817 (a) of such Act is amended 4y

6 striking out "100 per centum" in the matter preceding

7 paragraph (1) and inserting in lieu thereof "150 per

8 centum".

9 (b) The amendments made by subsection .(a) shall

10 apply in the case of taxes imposed with respect to self-

11 employment income for taxable years beginning after Decem-

12 ber 31, 1978, and wages paid or received during calendar

13 years after 1978.

14 INCREASE IN CEILING ON AMOUNT OF ANNUAL EARNINGS

15 COUNTED FOR BENEFIT AND TAX PURPOSES

16 SFC. 3. (a) Section 230-(c) of the Social Security Act

17 is amended-

18 (1) by striking out "and (2)" and all th4t fol-

19 lows in the first sentence and inserting in lieu thereof

20 "and (2) the 'contribution and benefit base' with re-

21 spect to remuneration paid (and taxable years begin-

22 ning) in 1979 shall be $100,000.";

23 (2) by striking out "in 1982 and subsequent years,

24 the dollar amounts" in the second sentence and inserting
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to

1 in lieu thereof "in 1980 and subsequent years, the dollar

2 amount"; and

3 (3) by striking out "the years involved" in the

4 second sentence and inserting in lieu thereof "the year

5 1979".

6 (b) The amendments made by sub section (a) shall

7 apply with respect to remuneration paid (and self-employ-

8 ment income for taxable years beginning) after December

9 1978.

10 (c) As soon as practicable after the date of the enact-

11 ment of this Act, the Secretary of Health, Education, and

12 Welfare, in consultation with the Secretary of the Treasury,

13 shall prepare and submit to the House of Representatives and

14 the Senate a draft of any technical, conforming, or other

15 changes in the Social Security Act, the Internal Revenue

16 Code of 1954, and other laws which may be necessary to

17 take account of or reflect the amendments made by subsec-

18 tion (a).
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95TH CONGRESS
2D SEB8IoN S 250~3

IN 111IE SOFNA\'P TIE UNITED STATES

F~mit.r egshttive uy. ,.l.%nY 30), 1979
Mr. N"nui,s (hiroy, Jiiif. Mr. I.:AmltE'os', Mr[. I).A.rWFrihi, MI. Uiiii'oFF, Mr.

I:NTs , I[i. If.VI'rlAw.A', MV. ,.VIrrS, Mr. IIAKF.LL, Mir. MOYNIIIA., Mr.
.M, Ts ,. Mr. ( ,1J 2 SL, Mr. JIo)LIl,'Gs, Mr. J.rr, Mr. IlmL'DL sToN', and
Mr. Jlm z) intrcolued (he folowing bill; which wals read twice and
referred to the Committee on Finance

A BILL
'ro aend the Siliol Security Act and the Internal Revenue

Code of 1954 to provide that disability insurance benefits

and the medicare program shall be financed from general

revenues (pursuant to animal authorizations) rather than

through the imposition of employment and self-employment
taxes as at present, and to adjust the rates of such taxes (for

purposes of financing the old-age, survivors, and disability

insurance program) accordingly.

1 Be it enacted byl the Senate and House of Representa-

2 tires of the United States of America in Conqress a.weible(d,

3 That this Act may bW cited aw the "Social Security Refinane-

4 ing Act".

5 Si.w. 2. (a) Section 3101 of the Internal Revenue Code
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1 of 1954 (relating to rate of tax on employees under Federal

2 Insurance Contributions Act) is amended to read as follows:

3 "SEC. 3101. RATE OF TAX.

4 "In addition to other taxes, there is hereby imposed on

5 the income of every individual a tax equal to the following

6 percentages of the wages (as defined in section 3121 (a) )

7 received by him with respect to employment (as defined in

8 section 3121 (b)) -

9 " (1) with respect to wages received during the

10 calendar years 1979 and 1980, the rate shall be 4.330

11 percent;

12 "(2) with respect to wages received during the cal-

13 endar years 1981 through 2001, the rate shall be 4.400

14 percent;

15 "(3) with respect to wages received during the

16 calendar years 2002 through 2010, the rate shall be

17 4.600 percent;

18 "(4) with respect to wages received during the

19 calendar years 2011 through 2023, the rate shall bo

20 5.400 percent; and

21 " (5) with respect to wages received after Decem-

22 ber 31, 2020, the rate shall be 6.800 percent.".

23 (b) Section 3111 of such Code (relating to rate of tax

24 on employers under Federal Insurance Contributions Act)

25 is amended to read as follows:
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1 "SEC. 3111. RATE OF TAX.

2 "In addition to other taxes, there is hereby imposed on

3 every employer an excise tax, with respect to having indi-

4 viduals iii his employ, equal to the following percentages

5 of the wages (as defined in section 3121 (a)) paid by him

6 with respect to employment (as defined in section 3121

7 (b))--

8 "(1) with respect to wages paid during the cal-

9 endar years 1979 and 1980, the rate shall be 4.330

10 percent;

11 "(2) with respect to wages paid during the calen-

12 dar years 1991 through 2001, (he rate shall be 4.400

13 percent;

34 " (3) with respect to wages paid during the calen-

15 dar years 2002 through 2010, the rate shall be 4.600

16 percent;

17 " (4) with respect to wages paid during the calendar

18 years 2011 through 2022, the rate shall be 5.400 per-

19 cent; and

20 "(5) with respect to wages paidafter December 31,

21 2020, the rate shall be 6.800 percent.".

22 (c) Section 1401 of such Code (relating to rate of tax

23 on self-employment income) is amended to read as follows:

24 "SEC. 1401. RATE OF TAX.

25 "In addition to other taxes, there shall be imposed for
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1 each taxable year, on the self-employment income of every

2 individual, a tax as follows:

3 "(1) in the case of any taxable year beginning after

4 December 31, 1978, and before January 1, 1981, the tax

5 shall be equal to 6.495 percent of the amount of the self-

6 employment income for such taxable year;

7 " (2) in. the case of any taxable year beginning after

8 December 31, 1980, and before January 1, 2002, the

9 tax shall be equal to 6.600 percent of the amount of the

10 self-employment income for such taxable year;

11 "(3) in the case of any taxable year beginning after

12 December 31, 2001, and before January 1, 2011, the tax

13 shall.be equal to 6.900 percent of the amount of the self-

14 employment income for such taxable year;

15 " (4) in the case of any taxable year beginning after

16 December 3i, 2010, and before January 1, 2021, the

17 tax shall be equal to 8.100 percent of the amount of the

18 self-employment income for such taxable year; and

19 " (5) il the case of aimy taxable year beginning after

20 December 31, 2020, the tax shall Ie equal to 10.200

21 percent of tihe amount of the self-employment income for

22 such taxable year.".

23 Sinkc. 3. (a) Section 201 (a) of the Social Security Act is

24: amended-

25 (1) by striking out" (other than sections 3101 (b)

26 and 3111 (b))" each place it appears in paragraph (3)
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1 (2) by striking out ", less the aniounts specified in

2 clause (1) of subsection (b) of this section" in para-

3 graph (3) ;

4 (3) by striking out "(other than section 1401

5 (b))" each place it appears in paragraph (4) ;

6 (4) by striking out ", less the amounts specified in

7 clause (2) of subsection (b) of this section" in para-

8 graph (4) ; and

9 (5) by striking out the last sentence.

10 (b) Section 201 (b) of such Act is amended by striking

11 out all that follows the second sentence and inserting in lieu

12 thereof the following: "There are hereby authorized to be

13 appropriated to the Federal Disability Insurance Trust Fund

14 for each fiscal year such sums as may be determined, in an

15 annual authorization Act applicable to that year, to be neces-

16 sary to provide for the prompt paynient of the benefits de-

17 scribed in the first sentence of subsection (h) and the ad-

18 ministrative expenses incurred in connection therewith, and

19 to provide an adequate contingency reserve.".

20 () Section 201 (g) (2) of such Act is amended-

21 (1) by striking out "the Trust Funds" in the first

22 sentence and inserting in lieu thereof "the Federal Old-

23 Age and Survivors Insurance Trust Fund";

24 (2) by striking out "3101 (a)" in the first sentence

25 and inserting in lieu thereof "3101"; and



21

6

1 (3) by striking out tile last sentence.

2 SEc. 4. (a) Sec.tion 1817 (a) of the Social Security

3 Act is amended by striking out all that follows the second

4 sentence and inserting in lieu thereof the following: "There

5 are hereby authorized to be alproPpriatcd to the Trust Fund

6 for each fiscal year such sums as may be determined, in an

7 annual authorization Act applicable to that year, to be nec-

8 essary to provide' for time prmpt payment of benefits under

9 this part and tile administrative expenses incurred in con-

10 nection therewith, and to provide an adequate contingency

11 reserve.".

12 (b) Section 1817 (f) of such Act is repealed.

13 SFc. 5. (a) The second sentence of section 706 (d)

14 of the Social Security Act is amended by striking out para-

15 graphs (1), (2) , and (3) aId inserting in lieu thereof the

16 following:

17 "(1) a separate report with respect to the old-age

18 and survivors insurance program under title II and of

19 the taxes imposed uder sectiois 1401, 3101, and 3111

20 of the Internal Revenue Code of 1954,

21 " (2) a separate report with respect to the disability

22 insurance program under title II and of the financing

23 thereof,

24 " (3) a separate report with respect to the hospital
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1 insurance program under part A of title XVIII and of

2 the financing thereof, and

3 "(4) a separate report with respect to the supple-

4 mentary medical insurance program established by part

5 B of title XVIII and of the financing thereof.".

6 (h) Sections G051 (e) and 641:1 (c) (3) of time Internal

7 Revenue Code of 1954 are repealed.

8 (c) Section 6(c) (2) of the Railroad Retirement Act

9 of 1974 is amended by striking out "(excluding, for this

10 purpose, the amount of the employee tax attributable to that

11 portion of the tax rate derived from section 3101 (b) of the

12 Internal Revenue Code of 1954) ".

13 Sw,". 6. The amendnwnts mmdc by stibsclion (a) and

14 (bi) of section 2 of this Act, and the amendments made by

15 subsection (b) and (c) of section 5, shall apply with respect

16 to wages paid on-and after January 1, 1979. The amend-

17 ment made by subsection (c) of section 2 of this Act, shall

18 apply with respect to taxable years beginning after Decem-

19 her 31, 1977. The animendments made by sections 3 and 4

20 of this Act shall apply with respect to fiscal years ending

21 after the date of the enactment of this Act. The amendment

22 miade by subsection (a) of section 5 of this Act shall apply

23 with respect to reports submitted on and after the date of

24 its enactment.
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951r11 CONGRESS

2D SESION 5.,2607

IN TIE SENATE OF TILE UNITED STATES

F:ilu.%nv 2,'4 (legilativo day. Frmtu.%nv G), 1978

Mr. If sia:i.r introduced the following bill: which Avnq vend twice and ref'ived
to I he committeete on Finnwe

A BILL
To amend the Internal Revenue Code (if 1954 to provide a

refund or credit of 10 percent of the employer and self-

employed social security taxes paid by a taxpayer.

1 Be it enacted by the Senate and House of Representa-

2 tires of the United Stetes of America in Congress assembled,

3 That (a) sulclimpter B of chapter 65 of the Internal

4 Revenue Code of 1954 relatingg to rules of special appli-

5 cation for credits and refuids) is amended by a(dling at the

6 c d thereof the following new section"

7 "SEC. 6129. REFUND OF CERTAIN SOCIAL SECURITY

8 TAXES.

9 ''(a) REFUND.-EXCC])t 11 ' pOvided ili subsection (e)

10 the Secretary shall pay (witholut interest) to anly taxpayer
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I an amount equal to 10 percent of the amount of social

2 security taxes paid by s(ich taxpayer during the taxable year.

3 "(l) PrElToD CovEiErD; 'tMtE Foi FiLX: CLAIM.-

4 "(1) PERIOI COVEIED.-A taxpayer shall not file

more than one claim under silbsection. (a) with respect

6 to social security taxes paid during any taxable year.

"(2) T[mE FOR F, LING CLAI.-No claim shall I1e

s allowed under subsection (a) with respect to social

9 security taxes paid during any taxable year unless filed

10 by the taxpayer not later than the time prescribed by

11 law for filing a claim for credit or refund of overpayment

12 of income tax for such taxable year.

13 " (C) )EFINITIONS; SPECIAL R I'LE. For Iumiose S of

14 this section-

15 "(1) SOCIAL SEC URITY T.Ax.-TIe term 'social

16 seciurity tax' Ineanis any tax-

17 " (A) imposed under stetion 1401, 3111,

18 3211 (a) (to the extent attributable to any tax iii-

19 posed mider section 31 II), or 3221 (b) ; or

20 " (B) paid by a State to tle Fcderal govern-

21 ment under an agreement uudcr section 218 of the

22 Social Security Act which, under such agreement,

23 is e(juivalent to the tax imposed by section 311.

24 " (2) T.%x.tr. YFu.\1.-Tiac term 'taxable year'
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1 means a taxable year of any person for purposes of

2 subtitle A.

3 "(3) P\YMIbENTS TO POLITICAL SUBDIVISIONS.-

4 Any State receiving anty paylnent under the provisions

5 of this section shall agree to pay (and any such pay-

6 ment shall be made on the condition that such State pay)

7 to any political subdivision thereof a percentage of the

8 aggregate aniontf of suht )ayment for a taxable year

9 equal to the percentage of the amount paid by such

10 State under section 218 (e) (1) (A) of the Social Secu-

11 rity Act for which such State was reimbursed by such

12 political subdivision.

13 " (d) APPI'LICABLE LAWS.-

14 "(1) IN (pEUL.-.I provisions of law, includ-

15 ing pewilties, applicable ini respect of any social security

16 tax slhall, insoffar as applicable and not inconsistent with

17 this section, apply in respect of payments provided for

18 in tltis section to the same extent as if such payments

19 constitited refunds of payments of the tax so imposed.

20 " (2) EXAMINATION OF BOOKS AND WITNESSES.-

21 For the purposes of any claim made under this section,

22 or the correctness of any payment made in respect of

23 such claims, the Secreta.y shall have the authority

24 granted hy pairagraphs (1), (2) , and (3) of section
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1 7602 as if tie claimant were the person liable for tax.

2 , 44 (e) Ixcom. TAx C ,lEIT IN LIEu OF PAYMENT.-

3 "(1) PERSONS NOT SUIIJECT TO INCOME[ TAX.-

4 Payment shall be miade under subsection (a) only to-

5 "(A) a State, or

6 "(B) an organization exempt fromn tax under

7 section 501 (a) (other than ai organization re-

quired to inake a return of the tax imposed under

9 subtitle A for its taxable year)

10 " (2) ALO\VANCE OF CREDIT AGAINST INCOME

11 TAX.-For allowances of credit against the tax imposed

12 b'y subtitle A, see section 44C.

1:1 "(f) ]EN(U'LA'IONs.-TIhe Secreary may by regila-

I1 tionjs lrCS(.rihe Iw londitionis, not ineoili-sItet with the

SpIvisi nis of this section, under which payments may be

i mled it1iider this section.".

17 (1)) The table of sections for subchapter B of chapter 65

18 of such Code is amended by adding at the end thereof the

1:) following uew item:

"See. 642.). 1-ftmid of ,e,(itin swi:I security txs.".

'20 Si-. 2. (a) Subpart A of part I V of subchapter A of

21 chapter I of the Internal Reveime Code of 1954 relating ,

22 to credits allowable) is anclded by adding at the eud there-

2:", of the following new section:
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1 "SEC. 44C. CERTAIN SOCIAL SECURITY TAXES.

2 "(a) GENERAL RuLE.-There shall be allowed as a

3 credit against the tax imposed by this subtitle for the tax-

4 able year an amount equal to an amount payable to the

j taxpayer under section 6429 (determined without regard

C to subsection (e) thereof).

7 "(b) EXCEPTI..-Credit shall not be allowed under

s subsection (a) for any amount payable under section 6429,

9 if a claim for such amount is timely filed and, under section

10 6429 (e), is payable under such section.".

11 (c) (I) Section 6401 (b) of such Code (relating to

12 amounts treated as overpayments) is amended-

13 (A) by striking out "oil and 43" and inserting in

14 lieu thereof "oil) , 43",

15 (B) by inserting ", and 44C (relating to social

16 security tax credit) " after "credit) ", and

17 (C) by striking out "and 43," and inserting in lieu

18 thereof ", 43, and 44C,".

19 (2) Section 6201 (a) (4) of such Code (relating to

20 assessment authority) is amended-

21 (A) by striking out "or 43" in the caption thereof

22 and inserting in lieu thereof ", 43, or 44C",

23 (B) by striking out "oil) or section 43" and in-

24 serting in lieu thereof "oil) , section 43", and
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1 (C) by inserting "or section 44C (relating to social

2 security tax credit) ," after "income) ".

3 (d) The table of sections for subpart A of part IV of

4 subchapter A of chapter 1 of such Code is amended by in-

5 serting at the end thereof the following new item:

"See. 44C. Certain social security taxes.".

6 SEc. 3. The amendments made by this Act shall apply

7 to taxable Years beginning after December 31, 1977.
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2DSmiolf S. 274 1

IN TIE SENATE OF TILE UNITED STATES

MARCH! 14 (legislative day, Fv:nntu.r.v" 6), 1978

Mr. Dowricz intr(duced the following bill ; which was read twice ad referred
to the Committee on Finance

A BILL
To amend the Intenial revenue Code of 1954 to allow a refund-

able credit against income tax liability for increases in social

security taxes resulting from increases in social security tax

rates effective after Deceinber 31, 1977.

1 Be it enacted by the Senate and House of Representa-

2 tive.? of the United States of America in Congress assembled,

3 SECTION 1. ALLOWANCE OF CREDIT.

4 (a) Ix (ENERMl.-Subpart A of part IV of subchapter

5 A of subchapter 1 of the Internal Revenue Code of 1954

6 (relating to credits allowable) is amended by inserting

7 before section 45 the following new section:

32-022 0 - 78 - 3
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1 "SEC. 44C. INCREASES IN SOCIAL SECURITY TAX LIA.

2 BILITY.

3 "(a) GENERAL RULE.-

4"(1) EMPLOYEES AND SELF-EMPLOYED INDIVID-

5 UALS.-In the case of an individual, there shall be al-

6 lowed as a credit against the tax imposed by this chap-

7 ter for the taxable year an amount equal to the excess

8 social security tax liability of the individual for the tax-

9 able year.

10 "(2) EMPLOYER.-In the case of a taxpayer

11 which is an employer, there shall be allowed as a

12 credit against the tax imposed by this chapter for the

13 taxable year an amount equal to the excess social securi-

14 ty employer tax liability of the taxpayer for the tax-

15 able year.

16 "(b) DEFINITIONS, SPECIAL RULES.-

17 " (1) EXCESS SOCIAL SECURITY TAX LIABILITY.-

18 For purposes of this section, the term 'excess social

19 security tax liability' means the amount by which-

20 "(A) the liability of the individual for taxes

21 imposed under sections 1401 and 3101 for the

22 taxable year, exceeds

23 "(B) the amount of such liability which would

24 be determined for the taxable year if-
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1 "(i) the rates of tax imposed under sec-

2 tion 1401 totaled 7.9 percent, and

3 "(ii) the rates of tax imposed under sec-

4 tion 3101 totaled 5.85 percent.

5 "(2) SPECIAL RULE FOR STATE AND LOCAL GOV-

6 ERNMENT EMIPLOYEES.-For purposes of this section,

7 any tax imposed on an employee of any State or political

8 subdivision thereof-

9 "(A) which is paid by the State to the Fed-

10 eral government under an agreement under section

11 218 of the Social Security Act, and r

12 "(B) which, under such agreement, is equiv-

13 alent to the tax imposed by section 3101, shall be

14 treated as a tax imposed by section 3101.

15 "(3) EXCESS SOCIAL SECURITY EMPLOYER TAX

16 LIABILITY.-The term 'excess social security employer

17 tax liability' means the amount by which-

18 "(A) the liability of the taxpayer under subehap-

19 ter B of chapter 21 for the taxable year exceeds

20 "(B) the amount of such liability which would be

21 determined for the taxable year if the rates of tax

22 imposed under section 3111 totaled 5.85 percent.".

23 (b) REFUND OF ExCESS CREDIT.-
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1 (1) Subsection (b) of section 6401 of such Code

2 (relating to excessive credits) is amended-

3 (A) by striking out "and 43 (relating to earned

4 income credit)," and inserting in lieu thereof "43

5 (relating to earned income credit), and 44C (relat-

6 ing to credit for increases in social security tax lia-

1bility) ,", and

8 (B) by striking out "39 and 43" and inserting

9 in lieu thereof "39, 43, and 440".

10 (2) Paragraph (4) -of section 6201 (a) of such

11 Code (relating to erroneous credit under section 39 or

12 43) is amended-

13 (A) by striking out "39 or 43" in the caption

14 and inserting in lieu thereof "39, 43, or 44C", and

15 (B) by striking out "or section 43 (relating to

16 earned income)," and inserting in lieu thereof "sec-

17 tion 43 (relating to earned income), or section

18 44C (relating to credit for increases in social se-

19 purity tax liability),".
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1 (c) CLJRuw..ic AMENDMENT.-The table of sections

2 for such subpart A Is amended by inserting immediately be-

3 fore the item relating to section 45 the following:

"Sec. 44C. Increasein s-cial security tax liability.".

4 SEC. . EFFECTIVE DATO.

5 The amendments made by section 1 shall apply with re-

6 spect to taxable years ending after September 30, 1978.
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~S, 2746

IN TilE SENATE' OF TIIE UNITED ST.\TES
MARCell 15 (hVgis1lati'c (1:!y, Fr,'.PjT.R.Y- 6), 1978

Mr. li.virit:t, of Montana introd'lcedl tihe following bill; wIlie'h wis read
twice and referrd to the Conmittce on Finance

A BILL
To inaintaili in effect for 1978 and succeeding years the social

secIllity tax rate hilch was in effect for 1977, and to pro-

vide that there shall be paid into the social security trust

fhnds fioin general revenues an amount equal to the differ-
ete ini social security taxes actually received by them and

ihe nmiount which would have been received by 1lhemt1 if

the social security tax rates lr'seribed by e'xistilg lawv for

S1141 years had coliiued i effect.

lBc d ci wccd by the AStcIIe and lousc of Rcprcsenta-

t Iices of the Unitld Stles of Ainerica in Congress assembled,

, That (a) (1) section 3101 (a) of the Internal Revenuo

4 Code of 1954 (relating to tax on employees for purposes

5 of old-age, survivors, and disability insurance) is amended

; to read as follows:
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"(a) OLD-AGB, SURVIVORS, AND DISABILITY INSUR-

2 ANCE.-In addition to other taxes, there is hereby imposed

3 on the income of every individual a tax equal to 4.95 per-

4 cent of the wages (as defined in section 3121 (a)) received

5 by him after December 31, 1977, with respect to employ-

6 ment (as defined in section 3121 (b) ).".

7 (2) Section 3111 (a) of such Code (relating to tax on

8 employers for purposes of old-age, survivors, and disability

9 insurance) is amended to read as follows:

10 "(a) OLD-AoB, SURVIVORS, AND DISABILITY INSUM-

11 ANCE.-In addition to other taxes, there is hereby imposed

12 on-every employer an excise tax, with respect to having in-

13 dividuals in his employ, equal to 4.95 percent of the wages

11 (as defined in section 3121 (a)) paid by him after Decem-

15 ber 31, 1977, with respect to employment (as defined in

1 section 3121 (b)) .".

17 (3) Section 1401 (a) of such Code (relating to tax on

18 self-employment income) is amended to read as follows:

19 "(a) OLD-AGB, SURVIVORS, AND DISABILITY INSUR-

20 ANC.-In addition to other taxes, there shall be imposed for

21 each taxable year beginning after December 31, 1977, on

22 the self-employment income of every individual, a tax equal

23 to 7 percent of the amount of the self-employment income

24 for such taxable year.".

25 (b) (1) Section 3101 (b) of such Code (relating to tax
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1 on employees for purposes of hospital insurance) is amended

2 to read as follows:

3 "(b) HOSPITAL INSURANCE.-In addition to the tax

4 imposed by the preceding subsection, there is hereby

5 imposed on the income of every individual a tax equal to

6 0.90 percent of the wages (as defined in section 3121 (a))

7 received by him after December 31, 1977 with respect to

s employment (as defined in section 3121 (b))

9 (2) Section 3111 (b) of such Code (relating to tax on

10 employers for-purposes of hospital insurance) is amended to

11; read as follows:

12 "(b) HOSPITAL INSURANCE.-In addition to the tax

13 imposed by the preceding subsection, there is hereby

14 imposed on every employer an excise tax, with respect to

15 having individuals in his employ, equal to 0.90 percent of

16 the wages (as defined in section 3121 (a)) paid by him

17 after December 31, 1977, with respect to employment (as

18 defined in section 3121 (b)).".

19 - (3) Section 1401 (b) of such Code (relating to tax on

20 self-employment income for purposes of hospital insurance)

21 is amended to read as follows:

22 "(b) HOSPITAL INSUJANCH.-In addition to the tax

23 imposed by the preceding subsection, there is hereby

24 imposed for each taxable year beginning after December 31,

25 1977, on the self-einploymeut iticome of every individual,
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a tax equal to 0.90 percent of the amount of the self-

2 employment income for suchitaxable year.".

3 SE. 2. In the administration of sections 201 and 1817

•i of the Social Security Act-

(1) there shall be deemed to have becn-imposed

by the Internal revenue Code of 1954 the same amount

7 of taxes as would have been imposed by such Code had

8 tli lIr.,t .,-Utiot of this Act not been enacted, and

9 (2) there shall be deemed to have been paid an

o l aniount of such taxes equal to the difference in the

l amount actually paid and the amount which would have

12 been paid if the first section of this Act had not been

13 enacted and all persons liable for the payment of such

14 tax had made timely payment of the difference in the

I) amount for which they were actually liable and the

1 o amount for which they would have been liable if the

17 first section of this Act had not been enacted.
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21) SESSION S* MIDM

IN TIE SENATE OF TIE UNITED STATES

MARCHi 23 (legislative day, FEBRUARY 6), 1978

Mr. Dol introduced the following bill; which was read twice and referred
to the (ommiltee on Finance

A BILL
To amend the Internal Revenue Code of 1954 to allow an in-

dividual a credit against tax equal to 20 percent of the social
security taxes paid by that individual during the taxable year

and for other purposes.

1 Be it enacted by the Senate and House of Representa-

2 tires of the United States of America in Congress assembled,

3 That (a) subpart A of part VI of subchapter A of chapter 1

4 of the Internal Revenue ('ode of 1954 (relating to credits

5 allowable) is amended by adding at the end thereof the

6 following new section:

7 "SEC. "C. SOCIAL SECURITY TAX CREDIT.

8 " (a) IN GENERAL.-In the ease of an individual there

9 shall be allowed as a credit against the tax imposed by this
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1 chapter for the taxable year all amount equal to 20 percent

2 of any K0cial security tax paid by that individual during the

3 taxable year.

4 "(b) SOW'AL S.CUrITY TAX.-

5 " (1) IN ;ENE. I-L.-For pilrPOSCS of this section,

6 the tern 'social security tax' ineaus any tax imposed by

7 section 1401, 3101, 3201, or 3211 (but only to the

8 extent attributable to taxes imposed by section 3101).

9 " (2) STATE AND LOCAL GOVERNMENT EMPLOY-

10 E..s.-For purposes of paragraph (1), any tax imposed

11 on an employee of any State or political subdivision

12 thereof-

13* "(A) which is paid by the State to the Federal

14 Government under an agreement under section 218

15 of the Social Security Act; and

16 " (B) which, under such agreement, is equiva-

17 lent to the tax imposed by section 3101, shall be

18 treated as a tax imposed bysection 3101.

19 "(0) RE o'r ATIOs.-The Secretary shall prescribo

20 such regulations as may be necessary to carry out the pro-

21 visions of this section.".

22 (b) (1) Section 6410(b) of such Code (relating to

23 amounts treated as overpayments) is amended-

24 (A) by striking out "oil) and 43" and inserting

25 in lieu thereof "oil), 43",
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1 (B) by inserting ", and 440 (relating to social

2 security tax credit)" after "credit)", and

3 (C) by striking out "and 43," and inserting in

4 lieu thereof ", 43, and 44C,".

5 (2) Section 6210'(' (4) of such Code (relating to

6 assessment authority) is amended-

7 (A) by striking out "or 43" in the caption thereof

8 and inserting in lieu thereof ", 43, or 440",

9 (B) by striking out "oil) or section 43" and insert-

10 ing in lieu thereof "oil), section 43", and

11 (C) by inserting "or section 44C (relating to social

12 security tax credit) ", after "income) .".

13 (c) The table of sections for such subpart is amended

14 by inserting after the item relating to section 44B the fol-

15 lowing new item:

"Sec. 44C. Social security tax credit.".

16 SEC. 2. (a) The amendments made by this Act shall

17 apply to taxable years beginning after December 31, 1977.
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2DSmorS.28 12
IN THE SENATE OF THE UNITED STATES

MARCH 23 (legislative day, FEBnUARY 6), 1978

Mr. DANFoRtI (for himself, Mr. JAwTs, Mr. Pucy, Mr. CHAE, Mr. LuoAR,
and Mr. SmvpiNs) introduced the following bill; which was read twice
and referred to the Committee on Finance

A BILL
To amend the Internal Revenue Code of 1954 to provide a credit

against income tax for social security taxes paid by an

individual.

1 Be it enacted by the Senate and House of Representa-

2 tivac of the United States of America in Congress assembled,

3 That (a) subpart A of part IV of subchapter A of chapter

4 1 of the Internal Revenue Code of 1954 (relating to credits

5 allowable) is amended by inserting before section 45 the

6 following new section:



42

2

1 "SEC. "C. SOCIAL SECURITY, ETC., TAXES.

2 "(a) GENERAL RULE.-In the case of an individual,

3 there shall be allowed as a credit against the tax imposed by

4 this chapter for the taxable year an amount equal to 10 per-

5 cent of the social security, etc., taxes paid or incurred by tho

6 individual for the taxable year.

7 "(1)) DEFINITION or, SOCIAL SECURITY, Ec,,

8 TAxEs.-For purposes of this section, the term 'social se-

9 curity, etc., tax' means the liability of an individual for tax

10 imposed under section 1401, 3101, or 3201. For purposes

11 of this section, any tax imposed on an employee of any

12 State or political subdivision thereof-

13 "(1) which is paid by the State to the Federal

14 Government under an agreement under section 218 of

15i the Social Security Act, and

16 "(2) which, under such agreement, is equivalent to

17 the tax imposed by section 3101,

18 shall be treated as a tax imposed by section 3101.".

19 (,b) REFUND OF EXCESS ClEDIT.-Subsection (b) of

20 section 6401 of such Code relatingg to excessive credits)

21 is amended-

22 (1) by striking out "and 43 (relating to earned

23 income credit) ," and inserting in lieu thereof "43

24 (relating to earned income credit), and 440 (relating

25 to credit for social security, etc., taxes) ," and



43

3

1 (2) by striking out "39 and 43" and inserting in

2 lieu thereof "39, 43, and 44C".

3 (C) The table of sections for such subpart A of such

4 Code is amended by inserting immediately before the item

5 relating to section 45 the following:

"See. 44C. Social Security, Etc., Taxes.".

6 (d) The amendments made by this Act shall apply

7 with respect to taxable years beginning after December 31,

8 1978.
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Senator NELsoN. The Senate Finance Subcommittee on Social Se-
curity today begins 2 days of hearings on alternative proposals to
finance the social security program.

Witnesses this morning include: Michael Blumenthal, Secretary of
the Treasury; Alice Rivlin, Director of the Congressional Budget Of-
fice; and Leon Keyserling, former Chairman of the Council of Eco-
nomic Advisers.

The social security system is, in my judgment, the most successful
social program ever enacted by the Congress. In a little more than 40
years, social security has developed into a program of major impor-
tance to just about every American family. Practically every American
is either a beneficiary, a contributor building protection for the future,
or the dependent of a contributor. Ninety-three percent of people 65
or older are eligible for social security benefits. Ninety-five of 100
young children and their mothers are protected by social security life
insurance and four out of five people of working age have protection
against the loss of income due to long-term disability.

More than 83 million people, 1 out of every 7 Americans, receive a
social security benefit each month. About 107 million people paid into
the program in 1977.

During these past four decades, the social security system has worked
very well. Without the various social security programs, millions of
people would be in desperate circumstances.

Over the past few years, however, many individuals who have
studied and analyzed social security have raised a number of questions
about the operation and purposes of the programs. At the same time, a
number of demographic, social, and economic changes have occurred
in the past 40 years which have created new and different demands
on the social security system that never were contemplated by the
original designers of the program.

These questions that have been raised and the changes that have
taken place in our society have, in turn, led many people to conclude
that a comprehensive review of social security is essential at this junc-
ture to determine the future direction of these important programs.

The issues which need to be studied and carefully considered by
Congress and the American public include: whether all employees,
State, local, and Federal, should be included in the social security
system; an evaluation of whether the social security benefit structure
and replacement rates should remain at levels which have been estab-
lished; reform of the disability insurance program; whether the vari-
ous social security programs should be removed from the social secu-
rity tax and financed with general revenues; and the relationship
between private pension plans and social security.

Last year, many of us fully recognized that these issues needed
further study and evaluation, but time constraints prohibited Con-
gress from dealing with these important topics at that time. Congress
had to deal last year with the urgent question of how to handle the
immediate financial crisis in the social security programs.

Additional income had to be provided to cover the cost of present
benefits and to place the trust fund reserves in a sound financial condi-
tion to assure workers who are now contributing social security taxes
that their benefits would be available as they become entitled to them.
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The financial crunch that threatened the integrity of the Social Se-
curity System was created primarily by excessively high inflation and
high unemployment.

When the actuaries of the social security program projected the
future status of the trust fund several years ago, it was .hen thought
that sufficient funding was provided by the wage base and tax rates
provided in the 1972 and 1973 social security laws. However, because
unemployment has been higher in the last few years than anticipated,
and because of inflation, the tax rates and base were not sufficient.

As a result, the short-term fiscal stability of the funds was put in
jeopardy. So, Congress did act last year.

For example, Congress last year recognized the need to explore many
of the issues that had been raised about social security programs and
action was taken to initiate investigations into each of these important
areas.

For example, the Senate and House Social Security Subcommittees
established an agenda of hearings on many of the questions that have
been raised about social security and these inquiries are now
proceeding.

In addition, the legislation which was approved last year extended
until October 1979, the date on which the Social Security Advisory
Council is to report to Congress and the President on the status of the
various social security programs and make legislative recommenda.
tions for improving the operation of these programs.

The Advisory Counci1 recently was appointed and their work is
getting underway. Finally, last year's social f-curity legislation es..
tablished a National Commission on Social Security.

This Commission is to make a broad study which includes the fiscal
status of the tirust funds, universal coverage of State, local, and Fed-
eral employees, adequacy of benefits, alternative methods of financing
social security benefits, integration of the social security system with
private retirement programs and other related issues. The Commis-
sion is to present its full report to the President and to the Congress
within 2 years after a majority of the members have been appointed.

After these studies and investigations of the social security system
are completed, it may well be the case-although I do not think so-
that the legislation enacted last year is, in fact, the best alternative. But
in the meantime, social security payroll tax rates and wage bases need
not be increased beyond the tax rate and wage bases provided in the
1972 and 1973 laws, in my judgment, because the resolution of many
of the issues which have not been carefully nor completely examined
will affect the financing of the social security programs.

For example, universal coverage of State, local, and Federal em-
ployees, the readjustment of retirement replacement rates, or reform
of the disability insurance program ultimately will affect both social
security trust fund expenditures and revenues.

Congress, can maintain the wage bases and tax rates provided under
prior laws by diverting a portion of the administration's proposed re-
duction of some $33 billion in personal and corporate income taxes to
be effective in fiscal year 1979 to pay for this proposal.

The President proposed the reductions in personal and corporate
income taxes, in part, because of the increased social security taxes

32-022 0 - 78 - 4

i
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that would have to be paid. Congress now has the opportunity because
of the fortuitous circumstance in which the President has recommended
tax reductions in personal and corporate income taxes to directly re-
duce the proposed increases in payroll taxes.

At the same time, the Federal deficit-which everyone is concerned
about-would not have to be increased any more than the President
suggested. This action would have the advantage of reducing payroll
taxes, provide roughly equivalent stimulation to the economy, and
prevent inflationary pressures created by increased labor costs as a
result of the increased social security taxes.

Under this approach of imposing a moratorium on the 1977 law,
social security tax rates and wage bases in calendar years 1979, 1980,
and 1981 would remain at the levels prescribed in the 1972 and 1973
laws. To make up the difference between the revenues that would be
collected under the higher tax rates and wage bases provided under
the 1977 legislation, general revenues could be used to support a por-
tion of the hospital insurance program and a part of the tax that now
supports the hospital insurance programs could be reallocated to help
finance the retirement and disability insurance programs.

A growing segment of Congress has come to accept the proposition
that general revenues ought to be used to fund one or more of the social
security programs, particularly the hospital insurance program. This
is not a new idea. The Carter administration, two Social Security Ad-
visory Councils. social security experts, economists and other knowl-
edgeable individuals, have supported the concept of infusing general
funds into one or another of the social security trust funds for some
time.

I see the Secretary has arrived. I will ask that the balance of my
statement be printed in full in the record and defer to Senator Haskell.

[The remainder of Senator Nelson's statement follows:]
Last year, the Administration's social security bill proposed a direct transfer

of general revenue funds in years In which the unemployment rate exceeds six
percent. During consideration of the social security bill last year, r proposed
in the Senate 1'nance Committee to use part of the payroll taxes that support
the hospital insurance program for financing the retirement and disability in-
surance programs so that payroll tax Increases could be kept to a minimum.
Unfortunately, neither of these ideas was adopted by Congress.

In my opinion, the time has come for the hospital insurance program to be
removed from payroll tax financing. Whether a person gets sick, is admitted
to a hospital and uses social security hospital Insurance benefits is strictly an
incidence of an individual's good health or lack of it, and not of the payroll
taxes that have been paid over their working years. Yet, everyone covered by
social security, whether healthy or not, is obligated to contribute payroll taxes
in proportion to their annual earnings. In recognition of these factors, the 1975
Social Security Advisory Council recommended that fifty percent of the cost of
the hospital insurance program be funded by general revenues.

A three year moratorium on the implementation of the social security legisla-
tion enacted last year would not create the situation in which the social security
cash benefit funds would be left unprotected. Rather, It would give Congress and
the American public the time to rationally discuss each of the relevant issues
and to enact any necessary legislation. The 1977 Social Security legislation
could be Implemented at a later time should no further action by taken by
Congress.

Whether this proposal or any of the other proposals that have been sug-
gested by various members of Congress Is the best way to proceed this year Is
not yet certain. However, it does seem clear to me that Congress will act this
year on social security financing. The House Budget Committee voted yester-
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day to reduce next year's scheduled increases in social security taxes. The House
Democratic Caucus is meeting this morning to consider the issue of reducing
social security taxes by infusing general revenues into one or another of the
social security trust funds, and the prospects of their approving a resolution
to do so look very good. In the Senate, numerous members have sponsored vari-
ous measures to reduce the impact of last year's social security tax increases,
and the support for these measures has come from Republicans and Demo-
crats alike and from a broad cross-section of political interests.

The hearings that will be held today and tomorrow by this Subcommittee and
the other hearings which have been planned will be helpful in determining which
direction Congress takes on this very important topic.

Senator HASKF.LL. Mr. Chairman, I have a statement that I will
put in the record, but I do want to make a few observations. I will
be interested to hear from the distinguished Secretary of the Treas-
ury on the rationale which I gather the administration has adopted
for reducing a progressive tax (the Federal income tax) to offset a
vast increase in a regressive tax (the social security payroll tax).
I think that would be one subject of interest.

I support the proposals made by the chairman of the subcommit-
tee and also by Senator Hathaway to use general funds to partially
support social security. Due to the extent of the income transfer
in tho social security program, probably at least one-third should be
paid out of general funds.

I also concur with the subcommittee chairman on the need to re-
view the benefit studies. I hope that the Advisory Council referred
to in his opening statement will introduce some element of rational-
ity into the social security program in the areas first of qualification
and second of benefits. Because, at least as I view it, the system has
grown higgledy-piggledy over a couple of generations and it is high
time that the whole subject is re-examined and made into one rational
whole.

That is my only observation, Mr. Chairman.
[The prepared remarks of Senator Haskell follow:]

Mr. Chairman, I welcome these hearings. The Nation's social security sys-
tem faces a grave crisis, one which can only be resolved by a fundamental and
permanent departure from our traditional approach to financing it.

The present short-term financing problems surrounding social security origi-
nated during the years of severe recession, high unemployment, and Inflation.
These economic problems have reduced revenues collected for social security
through payroll taxes while at the same time, benefits have increased greatly
through cost-of-living indexing.

The long-term financing crisis is far more frightening. Its ultimate solu-
tion may be beyond the workings of government. Improved life expectancy and
dropping birthrates are combining to profoundly alter the ratio of workers pay-
ing social security taxes to the number of older Americans drawing benefits.
This changing make-up of our population has far-reaching implications for the
future of social security and our approach to funding it.

In order to restore the solvency of the trust funds, significant new revenues
must be raised. These new revenues can only come from increased payroll taxes,
general tax revenues, or a combination of the two. The alternative to tax in-
creases is a drastic reduction in benefits.

The course Congress chose last year was to raise social security taxes to an
unprecedented level. That tax increase represents the largest peace time tax
increase this Nation has seen in decades. These increa-s's will hurt the economic
recovery and will add to both inflation and unemployment. Our ability to con-
tinue to rely exclusively on the payroll tax to support social security has clearly
reached the breaking point.

The answer, I believe, lies in the use of general tax revenues to finance a
significant portion of social security.
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There is extensive redistribution of income within the social security system.
While it is difficult to determine precisely the magnitude of this income transfer,
it Is clearly enormous--from men to women, from single persons to married
couples, from working wives to non-working wives, and above all, from this
generation of workers to this generation of beneficiaries. The very breadth of
this income transfer argues for the use of a broader and more progressive tax
base-the Federal Income tax system-to finance it. I believe that part of the
burden of this massive income redistribution should properly be borne by the
Federal tax structure.

I have cosponsored Senator Nelson's bill to finance Medicare and disability
insurance with general revenues and am sympathetic to Senator Hathaway's
proposal to use general funds to pay for one-third of social security's costs.

On March 1, I introduced legislation which would substitute for the Presi-
dent's proposed corporate income tax rate reduction, a 10 percent refundable
tax credit against the social security liability of employers, including tax
exempt organizations and public employers. My bill distributes tax relief more
equitably than the President's proposal-namely, to those employees who will
be burdened with increased social security taxes. Fully 78 percent of the Presi-
dent's corporate rate reductions go to corporations with annual profits of $10
million or more. My bill would provide tax relief to all employers-large and
small, profitable and unprofitable incorporated and unincorporated.

I introduced my bill at a time when it appeared that Congress was not pre-
pared to directly reduce the social security taxes it increased last year. The
momentum behind a rollback or moratorium has grown enormously since then.
I strongly support such a rollback, as a partial or even complete substitute for
the President's tax proposals. My overriding concern is that Congress act this
year to undo the damage of last year's social security financing bill.

Senator NELSON. Senator Curtis?
Senator CURTIS. Mr. Chairman, I have a very brief one, and I think

I can save time by reading it.
Mr. Chairman, I want the record to show that I appreciate very

much the gracious chairman, in his permission to let me make a state-
ment, since I am not a member of the subcommittee. This statement
is my own views only, and I will proceed with it.

The Congress is facing a real test. We must now answer to the peo-
ple concerning the payment of their promised social security benefits.
This is a concern, not only for the retired, but those who will retire.

It is well that we consider a few of the facts that we are facing. The
problems in social security financing were created by the Coigress
and the Congress must face up to those problems. It is unthinkable
that the Government's commitment to pay these benefits should be re-
pudiated, lessened, or paid with IOU's.

With the general funds of the Government operating with a huge,
uncontrollable. deficit, any form of paying benefits out of the general
fund. including a tax credit or deduction of the payment of social
security taxes would in reality be paying the beneficiaries with IOU's.
I am sure that eventually it would convert the social security retire-
ment system into a welfare program.

The high social security taxes that some of our people are now feel-
ing are not the result of the action taken in the latter part of 1977.
These high social security taxes are the result of previous actions of
the Congress.

The victims of an excessive social security tax are the middle-class
people, and particularly those earners who are in the tipper brackets of
the middle class. In my opinion, this is because the COngress, instead
of spreading the tax burden evenly, has chosen to soak the more for-
tunate. Now, with the growth of our economy plus the ravages of in-
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flation, this so-called more fortunate group becomes a great portion
of the rank and file.

One of the basic evils which has been practiced in the past has been
to raise social security revenues by overextending the covered wage
base. At the present time, with social security taxes levied on earnings
up to $17,700 per year, only one-sixth of the social security taxpayers
have earnings in excess of this wage base. So when we raise needed rev-
enue by levying only on one-sixth of the taxpayers, the burden becomes
heavy and ruinous. This is further compounded by the factor of the
built-in features of the law which bring bout automatic increases in
the wage base.

Another evil that has been perpetrated in our social security system
has been the voting of increased benefits without providing for the
revenue in any manner. In 1972, the Congress voted for a 20-percent
increase in benefits without providing the necessary revenue. Much of
the added revenue that the Congress voted in 1977 will go to reimburse

-the social security fund for this past unsound action.
In other words, our people will have to pay added taxes not for cur-

rent and future benefits but for past debts.
In the action taken on the social security tax in late 1977, the Con-

gress could have provided for the deficit in the social security fund by
levying a tax rate increase of one-half of 1 percent on the earnings of
each social security taxpayer. This failed on a rollcall vote in the Sen-
ate, and the Congress, once more, increased the covered wage base.

In considering the social security financing, we should keep in mind
that the benefit formula is very properly tilted in favor of low income
persons. This is right, and I favor it. We should also keep in mind that
the provision in our tax law for the earned income creditlikewise, very
properly benefits the people of low income.

We should not continue to raise revenue under the pretense that we
are soaking the few by increasing the covered wage base or by adding
to the burden of the employers.

The Congress has provided for a commission to study all of these
problems and come un with a recommendatio. within 2 years. It is my
hope that what is said at these hearings wi be helpful to that com-
mission. In the meantime, we should not sacrifice soundness in our ef-
forts to get a quick answer.

I thank the Chairman.
Senator NELSON. Senator Long ?
Senator LoNo. Mr. Chairman, I will abbreviate my full statement

and ask that it appear in full in the record.
Social security-was designed as an income insurance program with a

social orientation. That remains a fundamentally sound approach for
a national social security program. Over the years, however, the social
welfare aspects of the program have tended to become more predomi-
nant relative to the insurance aspects. That was especially true during
the period when the fund was receiving more income than it was pay-
ing out in benefits. We could pay more benefits when-chanaes in the
actuarial assumptions warranted. It was a very attractive thing to do
politically and the Congress, as well as this committee, indulged in
it.. I do not criticize anyone for it. If anyone should be blamed, I am
partially the culprit myself.
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We need to reexamine some of those welfare aspects, such as the min-
imum benefit and the extent to which the benefit structure is weighted
in favor of those with low incomes. We need to look at the extent to
which these highly skewed benefits actually serve those with low life-
time earnings and the extent to which they give an unintended bonus
to those who worked under social security for only a few years and
who have other income in addition to their social security income.

We should look for ways to limit the unexpected growth of the dis-
ability program. For example, an actuarial study published this year
indicates that something like one out of three disability beneficiaries
may be getting total benefits which greatly exceed what their take-
home pay was before they were disabled. This indicates a real prob-
lem in the way in which disability benefit amounts are determined.

Other elements of the program can be reexamined-for example,
the nature and scope of dependency and survivorship benefits. Are the
assumptions of the 1930's about a mother's role still valid? Are we
spending too much on the built-in increases in benefit levels which
will far outpace inflation in the coming years?

Social security benefits cost real dollars. We cannot pay them hy
simply printing money which adds to the general deficit that is al-
ready $60 billion a year. Cong did the responsible thing last year
in facing up to that fact and voting the added taxes needed to pay
those benefits. If we now want to cut thot* taxes, the only responsible
courses are either to find a way to reduce the costs those taxes must
support, or to find some other new source of revenue to carry at least
part of that burden.

In spite of my statement here, I have an open mind in that I am
willing to consider everybody's ideas and everybody's arguments, in-
cluding all the very able witnesses who will be here today. They cer-
tainly have a lot to contribute.

None of these issues should be decided on an ad hominem basis.
It is not really important who is right but what is right in discuss-
ing an issue of this sort.

I thank you, Mr. Chairman.
[The prepared remarks of Senator Long follow:]

OPENING STATEMENT OF SENATOR RUSSELL B. LONG

Last year Congress faced a social security program which was rapidly run-
ning out of money. Some people wanted us to "solve" the social security deficit
by using funds from the general Treasury. But there are no extra general funds,
Just a general fund deficit. There is ro way to spare the taxpayer the task of
paying for the benefits of the social security program. If we can't raise the taxes
to meet the program's costs, then our only real alternative is to find a way to
reduce those costs.

Last year's legislation did make some reductions in the cost of the program.
Low-priority benefit features that would have cost more than $1 billion in 1979
were eliminated. But, if we want to put a real dent In the level of taxes needed
to support the program, we are going to have to take a fundamental look at its
basic structure. we are going to have to find ways to eliminate any unintended
benefits which cost money but don't serve the purposes of the program. We are
going to have to look for elements of the social security program which can be
handled more efficiently by other programs.

Social security was designed as an Income insurance program with a social
orientation. That remains a fundamentally sound approach for a national social
security program. Over the years, however, the social welfare aspects of the pro-
gram have tended to become more predominant relative to the insurance as-
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pects. We need to reexamine some of those welfare aspects such as the minimum
benefit and the extent to which the benefit structure is weighted in favor of
those with very low incomes. We need to look at the extent to which these
highly skewed benefits actually serve those with low lifetime earnings-and the
extent to which they give an unintended bonus to those who worked under social
security for only a few years.

We should be looking for ways to limit the unexpected growth of the dis-
ability program. For example, an actuarial study published this y"r indicates
that something like one out of three disability beneficiaries may be getting total
benefits which are greater than their take-home pay before they were disabled.
This Indicates a real problem with the way in which disability benefit amounts
are determined.

Other elements of the program can be reexamined-for example, the nature
and scope of dependency and survivorship benefits. Are the assumptions of the
1930's about a mother's role still valid? Are we spending too much on the built-
in increases in benefit levels which will far outpace inflation over the coming
years?

Social security benefits cost real dollars. We cannot pay for them by simply
printing money which adds to the general fund deficit of $60-plus billion. Con-
gress did the responsible thing last year in facing up to that fact and voting the
added taxes needed to pay those benefits. If we now want to cut those taxes,
the only responsible courses are either to find a way to reduce the costs those
taxes must support, or to find some other new source of revenue to carry at
least a major part of the burden.

Senator NELSON. Our first witness this morning is Secretary
Blumenthal.

Mr. Secretary?

STATEMENT OF HON. W. MICHAEL BLUMENTHAL, SECRETARY OF
THE TREASURY

Secretary BLUMENTHAL. Mr. Chairman and distinguished members
of the Committee, I appreciate the opportunity to appear before you
this morning and to present the Administration's views on the ques-
tion of social security financing and social security taxes. I apologize
for being a few minutes late. I was unavoidably detained at a meet-
ing at. the White House.

I have a formal statement which I have submitted to you, Mr. Chair-
man. In the interests of time, I will dispense with reading it, if that
is all right with you.

Senator NEI.so.. That is fine. The statement will be printed in
full in the record, and you may present your statement, however you
desire.

Secretary BLUIMENTH1AL. I would like to just make a few comments
for a few minutes, Mr. Chairman, to summarize what is in my state-
ment and to extend my comments on the contents of that statement.

I think it is important to recognize that social security taxes are
high and have been rising, but that is due to some problems that were
faced last year. Both the short-term problems that arise as a result
of the very severe stagflation of the mid-1970's, the worst recession
in many years and the worst inflation in many years, which, on the
one hand reduced the inflow into the system and on the other hand
boosted the benefit pay-out above previous projections.

Also, the longterm problem arose, in part, from the over-indexing
which had been factored into the system, into the benefit formula in
1972, as well as due to some changes in our projects for future birth
and mortality over the next several decades.
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The decisions that the Congress took last year in the social security
amendments of 1977 in fact dealt with the immediate problem of the
disability trust fund. reserves being threatened with depletion by
1979 and the old-age survivor's trust fund reserves being depleted by
1983 and it restored the reserves to an appropriate level.

Those actions last year, therefore provide an opportunity and some
time to take a further look at some point in the future as to whether
the proper level of taxation has been reached, whether some changes
should be made and what amendments can be considered.

-We do not believe, Mr. Chairman, that this year is the time to
undertake any changes. We feel that these are very basic questions.
There are a number of studies underway that are intended to deal
with these questions in a fundamental way. We think it needs to be
done carefully. All of the implications need to be considered, includ-
ing the pros and cons of using general revenues.

You will recall that we did recommend early on last year that this
:hould be done. The Congress chose tM do otherwise and we accepted
that. We framed our income tax proposals in the light of that decision
and put those proposals forward for this year. We think that if
the social security system is reconsidered it ought to be done very
carefully, and with all of these problems in mind-the question of
coverage, the question of future benefits. The various points that have
been made by the members of this committee in their opening state-
ment need to be considered carefully rather than attempting a quick
fix and a rollback only a few months after the Congress has acted
to restore the proper reserve position and the funding of these trust
funds.

Certainly the question of whether and how to preserve the link be-
tween costs and benefits, which has been the basis of the social security
system since its inception, has to be kept. carefully in mind; that is to
be done for the retirement aspects of the system only or for all as-
pects of the system really needs to be borne in mind.

Now, let me just spend a couple of minutes, Mr. Chairman, on the
causes of the concern in the Congress-which is a very real and a very
understandable one, and we certainly understand it-the causes of the
concern in the Congress over the present level of taxation and the sug-
gestions by some that the amendments that were voted last year be
either amended again or rolled back or suspended or modified in some
form or other.

The concern arises from the fact that it is felt that for some tax-
payers, the increases in social security will be excessive. In this regard,
I am responding, I think, to Senator Haskell's concern that he ex-
pressed, namely, why do we say that the reductions in the income taxes
should stand, whereas the regressive effects of making alternate reduc-
tions in payroll taxes should not be enacted this year.

Let me say in the first place, it was never intended, when the income
tax reductions were put forward, that this be an offset to the increase
in social security taxes. We did not frame our income tax proposals in
that light.

We framed our income tax proposals in the light of what we con-
sidered to be the proper reduction for individuals as well as for busl-
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ness, to provide, together with the spending proposals, the right stim-
ulus for the economy, to continue to bring down unemployment, and
to contain inflation.

It so happens that for virtually all income groups, or at least for
the vast majority of income groups, the reductions in the income taxes
that we have proposed offset, and in many instances more than offset,
the increases in payroll taxes that were voted in 1977 and that will be
in effect for 1979. go that, by virtue of the income tax reductions that
we have proposed, most taxpayers will, in fact, have a net reduction
in their taxes, if you take account of both the payroll tax increases
and the income tax reductions that are proposed.

Second, as we can certainly discuss, Senator Haskell, the reductions
in income taxes that we are proposing are quite progressive. They
are virtually all concentrated at levels below $30,000 so that, in fact,
they do favor, as they should and as we intended them to, taxpayers
at the lower and middle income level.

Taking account, therefore, of these two factors, the increases in
social security taxes on the one hand-and it has to be borne in mind
that most of these are due to 1972 legislation and not due to the 1977
legislation-but taking all of those into account and the offsetting
reductions in income tax, we find, for example, that for the typical
four-person family where there are two wage earners and the split
is 50-50-up to practically $36,000-$35,791-there is no increase in
taxes, and below that amount there is a net reduction.

When you take a 70-30 split, and you know you can have any num-
ber of splits, but just as another illustration, the break-even point is
$,429,337. and 90 percent or more of all taxpayers fall below that level.

And the various tax tables that we have previously presented to the
Congress which certainly would be available to you, Senator, indicate
for each income group the net effect and illustrates the point, that in
fact, in a very progressive way -

Senator HASKF.LL. Let me'be sure that I understand what you are
saying. You are. saying that your recommendation, or the adminis-
tration's, let me put it that way, for an income tax decrease for indi-
viduals gives them greater relief than a rollback of social security
I just want to understand what you are saying. Is that what you are
saying?

Secretary BLuMENTI[AL. No; I am not making a comparison. I am
saying that the income tax relief for individuals that is recommended
by the administration, being heavily concentrated at the lower and
middle income levels, does, in fact, provide sufficient reduction so
that, on a net basis, even after taking social security tax increases into
account, the four-person two-earner families have a net tax reduction
for incomes up to either $29,337. if their is a 70-30 wage split, or
$35,791 if there is a 50-50 wage split.

And, if you take the 50-50 split, you will see that at $10,000 of in-
come, payroll taxes would increase by $28 but income taxes would de-
crease by $312. At $15,000, payroll taxes increase by $42, and income
taxes decrease by $258.

At $20,000, the increase in payroll taxes is $56 while income taxes
would decrease $270. At $25,000, it is $70 and $320, and so on up to the
break-even point of $35,791.
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In other words, I am merely dealing with the question of progres-
sivty and regressivity. The income tax cuts that we suggested are
highly skewed toward the lower and middle income groups, pre-
cisely the groups that you were concerned about and the groups that
would, if we had not done that and concentrated on payroll tax deduc-
tions, similarly have benefited.

Senator HASK:ELL. Thankyou.
Secretary BLU.FmnEN.-T L. Finally, I would like to say that the point

needs to be made that there is nothing new in the notion-and we have
had it, really, since the beginning of the system-that it is a trust
fund in which the amount coming in should stand in some relation to
the costs of the system. Moreover, the income tax system, as a whole,
has always been more progressive, that is based on the ability to pay,
than the payroll tax system has been. That is merely carrying forward
what has always been the case.

But we have skewed our income tax reductions so heavily toward
the lower and middle income group that in this particular instance it
happens to offset, and more than offset, these payroll tax increases that
were necessary in order to preserve the integrity of the social security
system.

Now, we do not believe that the matter should not be considered. In-
deed, the four or five commissions that have been working on this prob-
lem will do so. Wre will continue to work on it. I presume the Congress
will do the same.

There are very serious inuestions to be considered: whether or not
and how general revenues ought to be used; the question of coverage
and how that is going to be resolved; the level of benefits; how closely
the link between costs and benefits is to be preserved for the future and
for what aspects of the program, that is for the insurance as against
the more welfare type aspects. All of these are very serious questions.

We do not believe that there is any urgent need, in view of the Pres-
ident's tax proposals that are before the Congress, that these questions
be resolved this year. At least for 1979, the vast bulk of taxpayers, in
our view, are adequately protected. And it is for this reason that the
administration recommends that this matter not be dealt with this year
but be studied carefully and looked at at a future point.

Thank you, Mr. Chairman.
Senator NE.LSON;. Thank you, Mr. Secretary.
First, let me sav, as I know you understand, that the concept of using

the general funds to support the retirement system or hospital insur-
ance or disability insurance is certainly not new. Way back in the
thirties, when the system was destined there were strong advocates at
that time before disability was in the system, before hospital insurance
was in the system, that the social security system be funded one-third,
one-third, one-third, employer, employee, Federal Government.

Last year, as you made reference to, the administration supported
the concept itself. The administration proposed, and the Senate con-
curred, that there be a differential rate applied to employers, I think
for very good and sound reasons. I regret that it was not adopted in
conference.

But the consequence of that would have been that the obligation
against the fund would be reduced by raising the rate on the employer



55

because the obligation in the fund is determined by payments made
by the employee, as you know.

Second, that increase involved the general fund substantially because
it is deductible.

Further, the administration did support an insurance, a guarantee
of the social security trust fund by the general fund by triggering in-
fusions of general fund moneys when the unemployment rate went
over 6 percent.

And then, a proposal that I made to the Finance Committee, without
success, was also supported by the administration and that is that the
increase in taxes in the 1977 law that would go into the hospital insur-
ance trust fund be diverted into the retirement fund.

So, on those three points, the administration did take a positive
-stand in support of the principle of using general fund moneys for
supports of some aspects of the social security system, specifically the
hospital trust fund, which was recognized by the administration and
others of us who supported that concept, that the hospital insurance
fund reserve would be depleted by 1987; in any event, that it is almost
a certainty, I think at least, that when a national health program of
some kind is adopted, the hospital insurance fund will come out of
social security and become a part of that.

Now, those of us who supported those concepts, including the admin-
istration, did not prevail last year. Now, we face an opportunity to do
what the administration was advocating last year, and I, quite frankly,
do not understand why the administration takes the position that it is
not timely.

I think it is about at least 6 years late, in any event, but anyway,
the opportunity now presents itself. There are several proposals, as
you know, Mr. Secretary.

One that will be made, that makes the minimum change in the law
as adopted last year, would provide that you leave the base rates as
they were adopted in the 1977 law, but reduce the tax rate, either to
hold it at 6.05 or reduce it to 5.85 by putting general fund moneys into
the hospital-retirement fund, thus taking around $6 billion of the pro-
posed administration's cut, so to speak, and diverting it.

In other words, instead of having a $23 billion tax cut or a $23.5
billion tax cut, it would be a $17.5 billion tax cut. That could be accom-
plished in a number of ways, by proportionately reducing the'tax cut
proposals the administration makes to personal income and for cor-
porate income.

Having made this long, Shavian preface, let us talk about the real
world for a moment. The Budget Committee of the House recom-
mended yesterday a $7.5 billion infusion of general funds recom-
mended to go, as I understand it, into the hospital insurance program
which would be equal to about 25 percent of the hospital insurance
program.

It appears that the Congress is going to act, in fact it looks like al-
most a certainty on the House side, at leastif I can trust Tip O'Neill's
judgment. He said something would prevail three to one. Now, my
query is, what would be the preference of the administration if, in
fact, something is going to happen?

Secretary BLU MENTIAL. I can only respond, Mr. Chairman, by say-
ing that the preference of the administration and the position of the
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administration continues to be the proposal that we have made before
the Congress with regard to the President's tax reform program,
which includes some important reductions.

The Budget Committee's action implies changing that by reducing
the total amount and by diverting some of those funds into the reduc-
tion of payroll taxes, as I understand it. That is not what we are rec-
ommending. We do not favor that.

Now, if Congress were to enact a payroll tax cut-of course, I can-
not, at this point, predict what the President would do in that situa-
tion. I said at the outset when I presented the President's proposals
to the Congress that tax police is a two-way street and that we intend
to work closely with both Houses of Congress to fashion a tax program
that is acceptable and sensible, and we will do that with regard to
anything which emerges from the Congress.

But our preferred position, and the one that we maintain and the
one that we urge upon the Congress, is that -hich the President sent
up here and which I am presenting.

Let me, in that regard, comment on the very good question, Mr.
Chairman, and certainly very understandable one that you raise, which
is, if you proposed that last year, why are you opposing it now I

Senator NE!SN. I did not propose it. I supported you last year.
Secretary BLUMEZ;THAL. What I mean is, if the administration,

proposed it last yea, why are we now-as I understood your ques-
tion-why are we now opposing taking action, for example, that
would be very much along the lines that we proposed last year. I
understood that to be at least an implied part of your puzzlement
over the administration's position. Am I right in that?

Senator NELsoN. Yes; if it was good enough for you 8 months ago,
why is it not good enough for you now.

Secretary BLUMENTHAL. I would say that there has been a certain
amount of water over the dam. The congress has acted. The Congress
did not act, did not see fit, to adopt the administration's proposal.
The Congress, in its wisdom, adopted another set of proposals.

In the light of that, the President then moved ahead and sent to
the Congress an income tax reform and an income reduction proposal.

We are now in the month of April. We do not believe that a further
change in payroll taxes, given the fundamental issues which need to
be addressed, which I have commented on in my testimony, can be
adequately done this year with the amount of time available.

There is no implication in our opposition to making changes this
year that we oppose their being made at some future point. There is
no implication, either pro or con, to the use of general revenues under
certain circumstances. I may have some personal views on this, but
as far as the administration 'is concerned, there is no implication that
we are-Thereby saying we are unalterably opposed to general revenue
financing. Obviously, we are not, because last year we did propose a
solution that included general revenue financing, as you correctly
pointed out.

The fact is we already have a $80 billion deficit, and we do not wish
to enlarge it. We consider the income tax proposals important. We
do not want to cut down the reductions for business or for individuals
because of the need to stimulate investment and productivity in this
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country. We think that is very important, as well as to restore some
of the profitability to American industry, and we want to make sure
that the next change in the social security system is a comprehen-
sive one and a well thought out one; it is for that reason that we
just do not think that this is the year to go ahead with it.

Senator NuLwSOi. I think I have taken more time than is the gen-
eral practice in this committee. The Congress has rethought its >osi-
tion and now we are trying to join you in your fending them off. I
would think you would welcome them with open arms.

My question then really is, if you are going to get runover by a
truck, in what position do you want to be lying when they run over
you?

Secretary BLUMENTHAL. I think we do not accept the inevitability
of the truck running over us. We feel that it is important to con-
centrate on convincing the driver that safe driving is of importance
in this matter and that arriving at a certain point a little later by
reducing the speed limit and observing all of the roadblocks may be
the better part of wisdom.

Senator NELSON. OK. You cannot talk to the driver unless you get
in the cab with him.

Senator Long?
Senator LONG. Mr. Secretary, up until now it has been my thought,

as a member of this committee, that we could find the votes to raise
the money to pay for social security benefits including benefits under
the program that is right now a runaway program, and that is the
disability program. It is a runaway spending program. It is already
exceeding the estimates by three to one and it-is projected to-go worse
than that.

In the past, we could find the money to pay for these social in-
surance benefits on the basis of telling the Senate and the House that
if you want these benefits, you are going to have to vote for the tax
to pay for it. In England-I wish you would check this out, I think
you will find it correct-in England when they started financing their
social insurance benefits by just adding them to the deficit, by just
telling the Chancellor of the Exchequer to print some more pounds,
their government got into very serious problems and they are still
trying to extricate themselves.
_ Up until now, we have been able to control the spending under this
program by saying that the taxes must be there to pay for the bene-
fits. Some years ago one of our dear friends who was running for re-
election that year had himself an amendment to provide some ad-
ditional benefits of a type that we do not have now. Partly on a per-
sonal basis and partly on the logic of his case he found enough votes
to add this new type of spending to the social security program.

I went to him thereafter and I said, now, if you want that amend-
ment to survive the conference between the Senate and the House,
you had better find yourself a tax to pay for it. I told him that when
we get to the House, those people are going to tell us that they have
to run every 2 years and if they have the courage to pay with taxes
for what they are recommending, they are not going to let us, we
people who only one-third of us are running for office every 2 years,
get away with handing them a bunch of giveaway provisions which

- are only paid for out of printing press money.
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As it happened, that particular Senator, having made his fight
and having prevailed by a fairly thin margain, did not see fit to
offer the tax to pay for it, and so it was dropped in conference.

Members of the Congress can understand that. If you really think
something is worth doing, you ought to be willing to vote for the taxes
to pay for it, and that is the discipline of this program.

We probably have available to us, just in proposals presently before
us, every one of which I would like to vote for, another $200 billion
of spending in social welfare areas. If we vote for them are we going
to pay for them by telling the Federal Reserve to print the money?
Let's face it. You talk about paying out of general revenues-there is
no general fund to pay with. All there is is a printing press down at
theFederal Reserve Building. If we are going to try to pay for it out
of Federal Reserve printing, that is very, very inflationary, and the
polls nowadays are beginning to indicate that the people are more
concerned about inflation than they are about taxes.

If I am going to try to help my friends in the House get themselves
reelected, or anybody else who is running here get himself reelected to
office, am I doing him any favor when I get him out of the tax trap
and put him over in the inflation trap-so that instead of trying to
explain why he voted for the tax, now he has to explain why he did
something even more unpopular, gave us runaway inflation-.

It would seem to me that we would be better off if we want to do this
type of thing to say that here are certain type of benefits that were sup-
posed to pay for themselves. If you think it is worth doing, let's put
the tax on to pay for it.

My attitude with the administration, from the President on down,
about this same problem is to say that I will vote for whatever tax it
takes to pay for these social security benefits, including whatever it
takes to make that program solvent. We have the responsibility to
fund and pay for the benefits we are voting here.

There was a time when we could get away with this kind of .thing.
We were working on a different actuarial basis. We were supposed to
build up a trust fund of $200 billion. In fact, during that time, we
could simply change the assumptions and pay out additional benefits.
We could do all kinds of nice things, give people a 20-percent increase
that nobody had planned on, and then say, that is not enough, some-
body wants to make it more than that.

But then we got in the position that this fund was not supporting the
Government. .Q we voted a tax increase last year. Now, is your admin-
istration going to be fiscally responsible to ihe extent of bringing us
policies where we are going to pay for these huge spending programs,
or are you going to bring the programs up and say, well, just print
more money down at the Federal Reserve ?

Secretary BLUMENTHAL. Senator, this administration is fiscally
responsible. The President feels very strongly that the importance
of reducing the budget deficit is critical. He feels very strongly that
the problem of inflation is a serious one. He is very concerned about
it. He is addressing himself very actively to a number of measures to
counteract the inflationary problem. He certainly is not going to
propose spending programs and pay for them-by using the printing
presses.
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And may I just inject, since I am supposed to protect my turf, that
the printing presses are located in the Bureau of Engraving and
Printin and not in the Federal Reserve, although they have something
to say abut the speed with which they run. The actual printing occurs,
I am sorry to say, under the responsibility of the Treasury. I fi'el I
have to say that or my colleagues over there will read me the riot act
when I come back.

But the President feels very, very strongly about exactly the point
that you raised, and I think you can be assured that he will insist on
fiscal responsibility, on counteractng inflation, and on the reduction
of the deficit as quickly as possible.

Senator LoNG. Let me tell you a more serious problem that you
are facing than just this fight about this particular legislative proposal.
The House would not pass your debt limit bill for you when it came
up. All you could get was a simple extension of the existing debt limit.

Now, there are some of us who have, down through the years, gone
in there and said it would be highly irresponsible not to pass that debt
limit bill, that we have voted for these things that make the debt
limit go up and that we ought to pass the debt limit bill in order to
pay for the spending for which the Congress has voted.

But to expect the conservatives and the moderates to go along with
that type of thing, it would seem to me that you are going to have to
present a-good faith appearance on your end of it that you are being
responsible in what you are recommending down here.

Now, if you do not want to do it that way, I can very well see both
the House and the Senate giving you a real challenge on that debt
limit bill. I know what will happen then. Over a period of time, some-
thing has to give. But for awhile nobody gets paid, or the Govern-
ment has to operate without money, and both sides try to explain to
the public that this is something that is just horrible but it is the other
guy's fault. I do not think anybody is the winner out of all of that.

It seems to me that if this administration is going to go along with
policies which, over a period of time, could be disastrous, responsible
people up here who disagree with you on that type of program would

_ be well-jistified in taking you on, on that type of a challenge.
I would hate to see it happen, but I could understand that if people

feel that your policies are irresponsible and are going to lead us to a
fiscal disaster, they might very well say that if that is the case, they are
not going to vote for that debt limit. Let's just not pay anybody, from
the President on down to the lowest employee or the people on welfare.
Let's just have a confrontation about this thing because we are headed
for disaster.

I would think that that is about the last thing that this administra-
tion needs right now. I think you have enough problems without that.
But that 4s the type of challenge that I am afraid you are in for.
You are getting it in the House already, and I would say that as one of
those who has led the charge to pass your debt limit bills. You are
in trouble in the House with it already and when those Senators and
those Members of the House who feel that the Federal Government is
being irresponsible and is running up more and more deficits without
jurisdiction and without finding ways to pay for them, feel that the
administration, from the President on down, is letting them down on
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the issue of fiscal responsibility, then it seems to me it is time that they
have to start looking at what is available to them to resist. You have
to pass a debt limit bill to pay out a deficit for more and more spending
programs.

I would hope that we could work together on a basis that whatever we
want to do in addition to this $60 billion deficit, we do on the basis of
finding some revenue to pay for it.

I have enough trouble voting for the Panama Canal without having
to go in there and carry the burden of more taxes, but I am willing to
do that type of thing provided that it is necessary and that what we
are doing is worth spending the money for. In the last analysis, should
that not be the test of a new spending program, whether we are will-
ing to pay for it?

Secretary Blumenthal
Secretary BLUMENTHAI I fully agree. I fully agree. I think infla-

tion is the most important problem that we have. It impacts on the
situation of the dollar, which is of great concern to the President and
to me, and I think everything that you have said not only is in full
accord with my own views, but I think you would find that the Presi-
dent is equally on your side in that kind of philosophy.

Senator Lom. Thank you.
Senator NELsoN. Well, Senator Long, you have been a very good

witness. I agree with all of your testimony.
Senator LONG. Well, I am glad you agree, Mr. Chairman.
Senator NELSON. I agree with everything you have said and I do not

think it is in conflict with anything that is being proposed. If the
administration is going to cut $33 billion in taxes, social security taxes
are taxes, personal income taxes are taxes, corporate taxes are taxes,
they are all taxes. And the consequence is similar, with a few differ-
ences. The social security tax, at least, cuts down on the inflation better
than the income tax does.

But, in any event, I do not see that they are in conflict. If there is
going to be a tax cut, to say that there is something special that costs the
general fund more money if you cut social security taxes than it does
to cut personal and corporate taxes, I do not quite follow you.

Senator Haskell?
Senator HASKELL. Mr. Secretary, you talked about inflation-
Senator LoNe. May I just say one more thing I Take as an example a

runaway spending program, the disability insurance. That program
was supposed to be costing about a third of what it is costing. It is pro-
jected to cost about $14 billion now, but the way it is going it could be
costing us $50 billion.

It has been proposed that we take that program and put it outside
the social security program and then take health insurance, which
could easily cost $80 billion, and put that outside the program, $80
billion is not all that program could cost-total expenditures on health
are about $180 billion a year.

If you put the two of them together just those two could cost $200
billion, unless you are going to exercise fiscal restraint with regards to
them. It has been proposed to put those over a category that we are just
going to finance those out of the deficit. It does not impress me to say we
are paying for it with an income tax. That is not the proposal. We are
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not raising that much money with an income tax. We are talking
about paying for it out of a deficit where we take that away from a
category where it has to be paid for with taxes and put it into another
category, to take it from a solvent fund and put it into a bankrupt
fund, which you are going to pay for out of printing press money. That
is not going to solve the problem. That is what bothers me about
it.

Senator IASKELL. Air. Secretary and my colleagues, I think that
Senator Nelson is right-taxes are taxes. The question really is, in
my view, is which taxes should be reduced and which should not. It
seems to me that that is the problem.

Now, there is a great concern about inflation and the various indi-
cators would lead us to believe that increased inflation is on the way.
It seems to me-and I would like to get your view, Mr. Secretary-that
an increase in social security taxes, which we have, is far more infla-
tionary than a rollback could with a smaller income tax cut. In other
words, Congress is about to admit it laid an egg last year, and that you
folks were right, and it would occur to me that an increase in social
security taxes, which will obviously be passed on in the form of cost of
goods and services, has a more inflationary impact than leaving, for
example, the income tax where it is.

Would you concur with that view, or would you differ with it?
Secretary BLUMENTHAL. Senator, if you were to take $5 billion in

reductions from the income tax reduction proposals and shift them
to the social security reduction, leaving aside the administrative com-
plications that we previously talked about, and if the split were to be
even between employers and employees, we estimate that the impact
of that action, without taking into account other factors on the GNP
deflator, would be roughly to reduce that deflator-would be anti-
inflationary as you suggest---by somewhere between one-tenth and two-
tenths of 1 percent. In other words, a very, very marginal decrease.

I cannot resist the temptation in echoing the great concern that we
have with inflation, and that I personally have with inflation, to draw
your attention to a farm bill that is presently making its way through
this Congress and, I believe, through your body, the impact of which
on inflation, by some calculations, would be 20 to 30 times as much as
the shifting of that $5 billion from one type of tax to the other. And,
when you further bear in mind, and that is my last point, Senator,
that by reducing the income tax reduction, particularly as they affect
business, and clearly there would have to be some reductions there as
well, and thereby restrict the ability of business to expand capacity as
we get closer to capacity limits, that has an inflationary impact, be-
cause it begins to speed the day when we hit bottlenecks in the econ-
omy, bottlenecks that may well offset, or more than offset, the one-
tenth to two-tenths of 1 percent reduction that the statistics, accord-
ing to the Congressional Budget Office, I believe, indicate that this
thing would do.

Senator HASKLL. Well, Mr. Secretary, a hearing is not a very good
place to indulge in economic argument, but I would mention this,
that you have indicated previously that people generally will be better
off with your income tax reduction than under Senator Nelson's roll-
back of social security taxes coupled with general fund financing of
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HI and DJ. I think the Congressional Budget Office is going to come
up with some different figures.

So, let's leave individuals aside for the moment. Let's just look at
your suggestions on the business side.

You have suggested corporate rate reductions. My figures would in-
dicate that 78 percent of this relief will go to concerns with annual
profits of $10 million or more and that unincorporated business would
not benefit.

It appears to me--but I am sure you probably will differ-that it
is far more equitable to roll back last year's social security tax rate
and wage base increases when you are looking at the business sector
as a whole, when you are looking at the small business sector, the un-
incorporated business sector, and it does not appear to be equitable to
give, just talking about the business sector, 78 percent of the relief
to entities making $10 million or more.

Now, I do not know what your viewpoint is. Obviously, you have
made the proposal so you have the rationale, and I would like to hear
your rationale.

Secretary BLUMTNTHAL. The business tax proposals involve many
elements, some of which will be of considerable benefit to small busi-
ness and unincorporated business. They also include, and I think that
needs to be mentioned, a liberalization of the investment tax credit
which is available to all-

Senator HASKELL. But which, by and large, benefits the very large
corporations. I think you would agree with that, Mr. Secretary.

Secretary BLVMENTRHAL. Well, it would benefit anyone who makes
an investment.

Senator HASKELL. Percentagewise.
Secretary BLUMENTHAL. Well, we have more companies in this

country, or rather more of the business of this country, in absolute
dollar terms, than is accounted for by larger economic entities. But if,
for example, we take the income tax reductions, the four points to
which you have referred, two of those are at the bottom end, so small
companies, up to $50,000 of income, would get a full 10-percent reduc-
tion in their income tax, which is more percentagewise than what the
larger ones get. So it is skewed, again, toward the small ones.

We have liberalized the tax treatment for small business in a num-
ber of ways. So, I really think there are some benefits there, but it
will encourage, in our judgment, the investment in productive facili-
ties for all companies, large and small, incorporated and unincorpo-
rated, and that will generate more revenues in this country with which
to pay for some of these benefits that we deservedly want to make avail-
able to others.

Senator HASKELL. Mr. Chairman, I have no further questions. I
t cannot se, Mr. Secretary, just taking the business sector, giving

percent of the benefits to corporations making over $10 million or
more when, in this country, as I think you know and you might agree,
that small business employ about 53 percent of the prvate work force
and produces about 50 percent of the productive capacity of the
country.

And yet the administration is providing 78 percent of their benefits
to the very large corporations. It seems to me far more equitable
simply to roll back social security taxes because then all business--



63

Secretary BLUMENTHAL. Senator, I would be happy if that were of
interest to you, to submit to you and for the record a listing of all
those parts of the President's tax program which are of particular
benefit to small business. There is quite a list of them andI do not
want to take the time to go into all of them now.

One particular one that I think needs to be included in the statistics
is the recommendation that is now a part of the President's urban
proposal to provide a targeted job tax credit that is of particular
benefit to small companies and very much favored by them.

So, I think if you take the totality of our tax program and all of
the elements that are targeted to small business and the independent
businessman, I think you would be satisfied. And, I will, with your
permission, submit that list to you for the record. We would be satis-
fied that we have not neglected the very statistics which you cite.

[The following was subsequently supplied for the record:]
The following items in the President's 1978 Tax Reform Program are of par-

ticular benefit to small business:
1. We propose to reduce the normal rate of tax on corporate income. The rate

will be reduced from 20 percent to 18 percent on the first $25,000 of income, and
from 22 percent to 20 percent on the second $25,000.

2. We propose to make the $50,000 surtax exemption permanent. The surtax
exemption is now scheduled to revert to $25,000 for taxable years ending after
December 31, 1978.

3. We propose to simplify and liberalize the rules (subhapter S) that allow
mall corporations to be taxed in a manner similar to partnerships We will allow
t.ubchapter S corporations to have more shareholders and more different kinds
of shareholders. We will also make it possible for a subchapter S corporation to
carry its losses over into the future. In addition, we will act to mitigate the con-
sequences of inadvertent technical errors made by a subchapter S corporation.
sequences of inadvertent technical errors made by a subchapter S corporation,

4. We propose to make it easier for an investor to deduct losses on stock in a
small business. We will double the amount that can be taken as an ordinary loss
on stock in a small business in any one taxable year. Among other changes, we will
make it possible for corporations and trusts (and not just individuals) to take
ordinary losses on small business stock.

We are proposing a new, simplified method of depreciation for small business.
Although the emphasis is on simplicity, this new system affords small businesses
the same tax advantages enjoyed by the largest corporations.

6. Our several proposals to tighten up on tax shelters will help to make it easier
for small business to raise the capital it needs.

7. We propose to eliminate tax concessions such as DISC and deferral that
place small business at a competitive tax advantage.

8. We are proposing a targeted jobs credit that will be of particular benefit to
small business.

Senator NELsON. Thank you.
Senator Danforth.
Senator DANFORTH. I think my principal problems with your state-

ment is that your statement is just not true.
Secretary BLUMENTHAL. It is not true?
Senator DANFOrTH. It is not true.
The administration has ballyhooed its tax cut proposal with a

tremendous amount of public relations. You come here before us and
make these tremendous claims about how middle-income people are
going to be paying less in taxes as a result of the administration's pro-
gram. The P resident goes before Congress in the state of the Union
message and says that 96 percent of the taxpayers are going to be
paying less taxes rather than more as a result of this program and the
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fact of the matter is that it is not true, and the reason it is not true is
that you have talked only about social security tax increases. You have
not mentioned the effect of inflation in pushing people into higher
brackets.

And when you compute both the effect of what we have done in social
security tax increases last year with previous social security tax in-
creases that have already been programed together with the effect of
inflation's putting people into higher brackets it is not true that most
people are going to be paying less taxes. Most people are going to be
paying more taxes.

The only people benefited by what is happening, by the year 1980-
and it is going to get worse as years go on, because inflation continues
to put people into higher and higher brackets, more each year-but by
1980, the only people to benefit by the composite of what we are doing
are people earning between $7,60 and $12,500. And families of four
that are earning more than $12,500 each year by 1980 as a result of the
combined effects of your proposed tax reduction together with social
security tax increases and the effects of inflation, are going to be
paying more, not less, in aggregate taxes.

"I would like, at this point, simply to set the record straight on that
fact.

Secretary BLUMENTIAL. May I respond to that, Senator?
Senator DANFORTI. Certainly.
Secretary BLUMENTHAL. In citing the figures which I did here this

morning, I was referring to the combined impact of social security
tax increases that have been passed by the Congress and the recom-
mended reductions by the administration in the income tax; I cited
the next impact of those changes without taking account of inflation.

We have previously submitted figures to the Congress, taking ac-
count of inflation and I will be glad to give you one or two illustrations
of them.

Senator DANFORTi. You give me yours and I will give you mine.
Secretary BLUMENTHAL. Yes, sir.
As prepared by our Office of Tax Analysis, if you include both the

increases in social security, the recommended decreases in income tax
and the impact of inflation for 1979-I do not have it for 1980-for
1979, the next impact of that for a four-person family, two wage earn-
ers, was a 70-30 split at $10,000 of income, is a net $129 tax reduction.
At $12,000, it is $102; at $15,000, $90; at $17,000, a $37 reduction; at
$20,000, $47; at $25,000, $31: the break-even point is at $26,212.

Now, we have similar tables available for you, Senator, that lays
this out for other areas, but I want to hasten to join you in agreeing that
taking inflation into account as you go out to 1980 and to 1981 and you
assume that no further action on taxes is taken, which-is not necessarily
what the administration is recommending, and on which no decision,
obviously, at this point has been made or can be made, you are quite
right that increasingly, these excessive rates of inflation that we have
been experiencing in this country are going to push people up into
brackets where they are in the hole, which is one of the reasons why
Senator Long is absolutely right in pointing to the problem of infla-
tion. I knov- that Senator Byrd has talked about it at great length for
a long time. 1 agree with both of them; I agree with you.
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That is why this is such a critical problem, and why the President
is right now, addressing himself very centrally to that issue. We must
bring the rate of inflation down and we have got to look at the impact
of inflation on taxes as we go along, and there will be an opportunity
to do just that, and to have an impact in 1980 and 1981.

Senator DA-FORTH. I think it is fair to look at all of the ingredients
in this, not just some of the ingredients, not just to look at the effects
of social security tax increases, but the effects of inflation's putting
people into higher brackets. Not to pick the most favorable figures
imaginable, but to pick the most realistic figures and look not just at
1979 but look at 1980, and that is what we are talking about.

What we are going to be doing in tax policy this year is going to be
affecting 1980. I mean, it takes awhile to pass a tax bill and my com-
putations indicate that the break point for a family of four is $12,500
and that, for example, if a family of four, which earns $18,000 would
be paying $135 more by 1980 than it paid last year, and so on, and
it gets more and more exaggerated as you go up.

I just wanted to make that point to you, that I just think that the
kind of representations that the President made in his state of the
Union message and that you made before us today are really untrue
in that they pick out the most favorable possible facts and they totally
ignore the effects of inflation on tax brackets.

Secretary BLUMENTIAL. Senator, I must ask for permission to say
another word on this. I think that the administration cannot be justi-
liably accused of providing insufficient data, or incomplete calculations,
with regard to the tax program.

We submitted to the Congress, and we put out to the public and to
all interested parties, voluminous data that provide all kinds of cal-
culations, taking into account the kinds of issues that you have men-
tioned here. I would therefore, respectfully suggest that when the
President says that 96-and what lie said, I think, has to be carefully
.een and examined-that 96 percent of the recommended reductions in
income taxes for individuals will go to people who earn less than
$30,000 a year. That is a correct statement, and that statement was made
in order to demonstrate that the reduction on income taxes alone was
not intended to provide major benefits to high income people but was
concentrated on the lower and middle incomes.

You can say look at 1980, look at inflation-and we never pretended
that this program was designed to deal with the inflationary impacts
in 1980.

Senator DANFORTIi. I have other questions that I want to get to. I
just wanted to make a very simple point here. To reiterate, the whole
tone of the PR statements made by the administration prior to the
President's tax message, the whole tone of the Presidentts own com-
ments at a press conference the week before the state of the Union
speech in which he said that tax cuts will offset for social security in-
creases and will offset for the effects of inflation, the whole tone of the
state of the Union message, and the whole tone of the tax tables that
were released and printed in the newspapers on the front page after
the President's tax message was released, were absolutely misleading
and false. And the fact of the matter is that by 1980, which is the year
after next, most people in this country are going to be paying more to
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the Federal Government rather than less, and I think that that is a
point that has to be made openly and honestly to the American people.

Secretary BLUMENTHAL. Senator, I just-cannot agree. The issue be-
fore us this morning, as I understand it, is whether or not in the re-
mainder of this year, it is necessary to make a downward adjustment
in social security taxes.

I am here to say that the administration does not believe that it is
necessary that this be done this year, but I have equally said that this
is an important matter and it needs to be looked at carefully and can
be looked at next year, which gives us time for 1980.

I really think that we are, in no way, trying to mislead anyone. We
made it very clear that the impact of all taxes, all Federal taxes under
this proposal for 1979, is to keep them at roughly 14 percent of per-
sonal income. We never pretended, and we never indicated, that it
would remain that way as we move into 1980, 1981, and 1982 if no
further action is taken, which is what you are saying.

Of course, we are all pushed up into higher brackets and, of course,
that would be an unfavorable development, and one that the admin-
istration is not suggesting. But to accuse us of being misleading or of
doubledealing really is somewhat unfair.

Senator DANFOKRH. Well, Mr. Secretary, it is not my style to run
around making a lot of accusations about people, and I do not want
to keep beating this particular dead horse, but I will say that I did
feel that it was misleading, and I did feel that it was inaccurate and
unfair to the American people to lead them to believe that they were
going to get tax relief when most of them, in fact, will not, and that
is my only point.

I would like, if I could, to move on to some other subjects with you.
You go on for about threepages in your statement here telling us

how we need more studies before we do anything on social security.
Now, has this whole area not been studied to death by this pointl Do
we not have studies and reports that are coming out of our ears on
social security financing?

Secretary BLUMENTHAL. I really think that the issues involved here
are quite complex and there is not a full agreement, nor even a full
understanding, on the issues and underlying facts involved with re-
gard to the question of coverage, with regard to the question of inte-
gration of private plans, with regard to the likely impact of hospital
cost increases; and the Congress itself has commissioned bodies to
study these matters and report to it. So has the President.

That having been done, and on the basis of a judgment bv the Con-
gress as well as the President that more information and advice is
needed by experts in this field, I was merely suggesting that we did not
need to rush into making decisions, fundamental long run decisions
this year. But that since these data are becoming available from people
who really know this field well, it would be wise to take their finding,
into account as we make fundamental decisions.

Senator DANroirrir. T will tell you what my concern is. It is that I
think we probably do have a basis for reasonable judgment about the
long term problem of social security on the basis of numerous studies
which have already been done. What I am concerned about is that we
are going to rush into a short term, kind of a band aid quick fix ap-
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preach to social security which we will tell ourselves will last a year
or two or three until we study the thing, and then it is going to have
two effects-one, itis going to be like a shot of novacaine. It is going
to release the pain and, therefore, it is going to relieve the pain tem-
porarily, and, therefore, it is going to relieve the pressure for signifi-
cant reforms and changes in social security financing, and that is a very
real concern.

Second, I think there is a tendency for short term quick fix solutions
to become the long term solution, and that frankly, is what concerns
nie about the kind of rush-rush approach that we are taking now.

Now, I would like to ask you just a few other questions and then I
will-I am sorry I have taken so long.Secretary BLUM'ENJTA,. May I say that I ar with you on that,
since I am delighted to agree with everything that you have just said.

Senator DA;Forr. Thank you.
Now, there have been some reports--I think Congressman Ullman

has taken the position that perhaps the crude oil equalization tax can
he used to finance social security, and I think yesterday the New York
Times reported that the administration was considering that. Is that
correct?

Secretary BLUMENTHAL. No, sir, we think the COET is needed on
its own merit and our position on the opening up of social security
taxes this year is really the fundamental way in which we look at it.
We are not sure how that would work. We do not know how much
revenue would be available. There are all kinds of suggestions that
have been made for the use of revenue from a COET tax. It is very
difficult for us to tell exactly how the two things would be linked. It is
not our preferred solution to the problem; we are not recommending it.

We think a COET tax ought to be passed. If the Congress passed the
COET tax and saw fit to link the two things, we would certainly look
at it.

Senator DANFORTH. But you would not think that that would be a
tradeoff for social security financingI

Secretary BLUMENTHAL. We are not recommending that, but if the
Congress did that, we would look at it.

Senator DANFORTH. Under Senator Haskell's line of questioning, it
would be, in fact, the substitution of one regressive form of taxation
for another regressive form of taxation, would it not?

Secretary BLuMENTHAL. It could be put that way. I think, however,
that the COET tax is of critical importance. I must say, Senator, that
I he continuing weakness of the dollar, which ic of great concern to all
of us, and should be, to all Members of Congress, which undermines
political as well as economic stability in this country and around the
world, is, in considerable measure, due to both fears of inflation in this
conntrv as well as the absence of an energy program.

The COET, in my judgment, is a critical part of an energy program,
so I would hope that that tax, although it has regressive elements, be
passed, for it is absolutely essential.

So, you think we should consider it as we have, on its own merits, and
we have rejected it on its own merits, rather than view it as a way of
financing social security?

Secretary BLUMENTHAL. Well, I certainly hope that you will not
reject it.
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Senator DANFORT. We already have.
Secretary BLUMENTHAL. I would hope that before this matter is

disposed of, that you would reconsider it and that you would pass a
COET tax and I would think that the failure to do so, in my judgment,
involves serious risks.

Senator DANFORTH. Mr. Chairman, could I just ask one more line
of questions? I am sorry I have t ken so long.

Senator NELSON. I wonder if you would allow the other Senators
some time first?

Senator DANFORTI. Surely.
Senator NELSON. Senator ByrdI
Senator BYRD. I want to make two brief observations. I am convinced

that social security is more important to more people than any other
Government program. The Congress and the administration have a
deep obligation to the American people to be sure that what we do in
regard to social security is a soundly based program.

I think it would be a cruel hoax on the elderly of our Nation and
those who will become elderly if we handle the social security financing
in a cavalier way-the way that we often handle the general operation
of Government.

The second comment I wanted to make is that we were talking about
increases in taxes. The Government has a tremendous amount of money
that is being misused. It is not in your Department, Mr. Secretary, but
you are part of the same administration.

I was appalled and astonished, I might say, when the Inspector Gen-
eral of the Department of Health, Education, and Welfare issued a
report this week stating that HEW misspent in 1 year between $6.5
billion and $7.5 billion. That money was misspent, according to the
Inspector General, through waste, mismanagement, and fraud.

Now, if the administration would get that Department under con-
trol, if the administration would save that $7 billion which, according
to its own Inspector General, is being misspent through waste, misman-
agement, and fraud, that would go a long way toward taking care of
some of these financial problems that the Government has and would
make the discussion about additional taxes somewhat moot.

So, I realize., Mr. Secretary-it is not your Department, and I do not
address that to you, but to the administration in general.

Secretary BLUMENTHAL. MaV I just comment on that point, Senator,
that I am sure that everyone,'from the President on down in the ad-
ministration, is just as appalled by instances of waste, mismanagement,
and fraud as you are, and while I am not acquainted with this report
and Secretary Califano would obviously want to respond to it, I know
that he is doing an excellent job in seeking to manage his Depait-
ient-it is a large one-and he is working very hard on precisely these

kinds of issues. But I am sure he will want to respond to it in more
detail.

Senator BYRD. Well, that is such a gigantic figure that most of us
cannot comprehend it-$7 billion. I did check the amount of revenue
that the Federal Government receives from income taxes by States. and
I find that that figure of $7 billion is twice as much as the 5 million
people of Virginia pay each year in Federal income taxes, and Vir-
ginia has the 12th largest population of any State in the Union.
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I also find, in looking over the revenue figures showing personal in-
come taxes paid into the Federal Treasury, that the total income taxes
from 15 different States combined only .equals $7 billion, the amount
which HEW misspent through waste, mismanagement, and fraud.

Thank you, Mr. Chairman.
Senator NnNo. Senator Dole I
Senator DOLE. I just have two questions.
I understand that the administration thinks we should not do any-

thing this year on social security tax rollbacks, is that correct I
Secretary BLUMENTHAL. That is correct, Senator.
Senator DoL. And if the Congress did, in its wisdom or lack of it,

pass a tax rollback, would you recommend that the President sign that
or veto it?

Secretary BLUMENTHAL. I really cannot say, Senator. I tried to
make it very clear that we are opposed to any action this year. We
do not recommend it, we do not wish to see it this year. I think there
are important matters to be considered here and they ought to be
carefully done.

If the Congress, nevertheless, acted, obviously, the President and
all of us would have to look at it and then make recommendations
in the light of wlat we see; but we recommend that it not be done.

Senator DoLz. You indicated your sympathy and understanding
about inflation and the fact that many American taxpayers are pushed
up into higher brackets because of inflation. Can I assume from that
that you would support indexing?

Secretary BLUMENTHAL I do not support at all, Senator, a me-
chanical or formal indexing built into the tax system. I think the
evidence and the experience of countries that have gone down that
road indicate that it is probably the death knell to efforts to try to
get inflation under control for it builds it into the system. It is very
hard to get off this once it has begun.

Every finance minister that I have talked to has said to me, do
not allow your country to get into that situation.

What we have, in fact, is a different kind of indexing, if you want
to call it that. We have the Congress of the United States which every
so often, every couple of years or so, takes a look at the tax system
and measures the percentage of personal income that is accounted for
by Federal taxes and makes adjustments.

And, indeed, the proposals that we are making to the Congress this
year, as I just indicated, would keep that percentage about steady
through 1979.

Without those proposals, we would, in fact, be increasing the tax
bite for the American taxpayer even in 1979. So I think that is
greater flexibility that allows all of us to look at particular circum-
stances and make adjustments as needs be. I prefer that kind of
indexing.

Senator Dorx. One thing indexing would do is deny Congress the
chance to cut taxes. We always like to cut taxes in even numbered
years. We probably would not have that opportunity if we had index-
ing. It would uvoid that ritual.

I am interested in your remarks on the jobs tax credit as it relates
to the urban program. I know the urban program would help small
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business. I recall your recent appearance before the Budget Conmit-
tee where you indicated some displeasure with the program, and
indicated the administration was not really implementing the jobs
tax credit program.

Is there some drastic change in the proposal in the urban programI
Is it targeted? Is that the reason you can now support it because

it is targeted at the hard-core and unemployed young people?
Secretary BLUMENTJAL. Senator, the jobs tax credit was passed

without the support of the administration. We did not recommend
it last year. It is not that we did not implement it, but that we felt
that it probably did not have a significant impact in increasing
employment.

Clearly, if it did, it would have that, impact primarily for small
business, for labor-intensive business, and that is why I cited it.

Now, the particular proposal that we have made is to take the
existing program as it is on the books and to alter it somewhat in
order to target it on the inner city and emphasize hard core unem-
ployment and incremental employment. We will not know for some
time whether that will have an impact. We hope it does.

Therefore, we certainly prefer this approach, as part of our effort
to help revitalize the cities, to the existing jobs tax credit which we
do not think would have that effect,

Senator Dom. I share that view and I think that was the intent.
Perhaps the suggestion made by the President, and by you, Mr. Secre-
tary, will keep.

Finally, I think every Member of Congress has at least introduced
one bill, either on social security, a tax credit or tax reduction,
someway to escape the wrath of those who will be paying increased
social security.

We have not adopted any bill that would add Members of Congress
to the system. We have introduced a lot of bills that would make
certain that everybody else would be taken care of or at least would
not have to pay'the big tax increase. We do have a social security
rollback, I understand there may be an amendment offered to include-
the Social Security Administrator in the social security system, and
perhaps Members of Congress.

All of the efforts to find revenue to take care (if the rollback, it has
been suggested that the Congress pass this awful crude oil equili-
zation tax. Others have "uggested an inport fee on imported oil of
$5 to $6 a barrel as a way to pick up revenue to offset the cost.

Has that. idea had any support?
Secretary BLUM.X'rTAL. Senator, the President's strong urging on

the Congress continues to be that the Congress enact some energy leg-
islation with an equalization tax. I can only add that. from whorp I
sit, the situation of the dollar is serious. I think that it is something
thnt all of us should bear in mind and we need to deal with it.

Senator DoLs. Is the President thinking of just Passing an energy
bill, just to say-we passed a bill ? Why do we not just pass the three
bills finished and let the world know that we have pressed some energy
legislation so the dollar would be sound.
-Secretary BLUTF.MNTHA.. We need two things. We need a fight, a

real fight, against inflation and we need effective energy legislation
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that shows the world that we have the will to act and that shows the
world that there will be a reduction, either in energy imports or at
least on the rate of increase in imports that we have been having.

It is our considered judgment, Senator, that without the tax, that
argument is difficult to make.

Senator DoLE. The tax does not produce any more energy.
Secretary BLUMENTHAL. Well, it is not all that needs to be done.

I am fully in accord with those who say that, in addition to that
there needs to be more emphasis and additional consideration of leg-
islation of ways to stimulate production in this country, but you needto do several things.

You need to conserve, you need to produce more energy and you
need to restrain the urge to import an consume as much as possible.
The fee would be a very poor alternative. It is certainly not one that
the President would like to do. It is simply that the overall interna-
tional situation is such that he simply needs that legislation.

So I would urge that the Congres
Senator Domv. Is there a possibility as an alternative, maybe to pres-

sure the Congress, the President niight impose an import fee of $5
to $6 a barrel? That suggestion appeared in the media.

Secretary BLUMENTHAL. It has been suggested to him. He has
made no decision on this matter, Senator. In any case, I do not really
believe that he would ever do this in order to pressure the Congress.
I think the only circumstances under which he would even consider
thatU-and, as I say, he has not really made any decision on this at
all-would be if he feels that the international situation, the situation
with respect to the dollar, is such that he has to act.

But that is not a decision that he has made, and he continues to feel,
and I certainly want to echo him in this, that what is most urgently
needed is speedy consideration of the energy legislation including
the COET and getting it disposed of.

Senator DOLE. Three pieces of the energy plan have been tentatively
agreed on and could be acted upon now by the Congress. They are
the ones that save the most energy. Maybe it would help, to pass those
bills, without waiting for natural gas, the tax credits and the equali-
zation tax. I do not know. It is a matter of strategy if there is still
an effort to put together the whole package.

But I think if we were taking some action, it might have the posi-
tive impact we need.

Secretary BLUMENTHAL. We continue to feel that the package has
to be put together and my own view would be, based on my contact
with people all across the world, that they really look at these two
remaining pieces as being the critical ones that they are waiting for.

Senator DOLE. Thank you.
Senator NELsoN. May I say that I did not announce in the begin-

ning a 10-minute rule and in fact violated it myself, but I would
hope that we could finish with Secretary Blumenthal by 11. A roll-
cail will occur then. I will conduct the hearings right straight through
the noon hour, but if it is possible for Senator Curtis and Senator
Roth to divide the time between now and 11, if you do not object,
in light of the rolcall-

Senator CURTIS. I just have one question.
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Senator NF.LSON. All right. I am just calling attention to the fact
that we do have a rollcall and we have two more witnesses and we
will be running through the noon hour, in any event.

Senator Cuwrws. I believe, Mr. Secretary, that the Secretary of the
Treasury is one of the trustees of the social security fund. It is also
my understanding that the annual trustee's report was due on April 1
and it has not yet en submitted.

Is there any-reason for that being held back?
Secretary BLUMENTIL. I think that we want to be sure to submit

a good report. I must plead guilty on behalf of all of the trustees to
a certain degree of delinquency here afld beg your indulgence. It
will be forthcoming very shortly. We just simply have not completed
ell of the work, and we want to be sure that we submit a really good
report. It will be forthcoming very shortly, and I am sorry that we
are late.

Senator CuT-xs. That is all I have.
Senator NELSON. Senator Roth?
Senator ROTH. Mr. Secretary, last fall, when the COET came up

for consideration, I made a proposal in the Finance Committee and
on the Senate floor that if we were going to adopt the COET in con-
ference, the funds from the tax should be used to help bail out the
social security trust fund.

At that time-I do not know whether it was because it was a Repub-
lican proposal or not-it was opposed by the administration. And on
the Senate floor, I think I only got something like 18 votes.

I am pleased to see that Mr. Ullman has discussed this idea in the
last several days. But I am not clear as to what the position of the
administration is. If I understand you correctly-and I am not sure
that I do-while you are not urging it, you seem to be saying that it
is a compromise that you would accept? Is that correct-that you
would agree to having COET funds being used to bail out social
security?

Secretary BLUMENTHAL. I really cannot say, Senator. Let me repeat
our view on this. We do not believe that social security taxes ought
to be opened up this year, for all of the reasons that I have explained
here this morning. We think that COET ought to be passed on its own
merits, and it is not our preferred solution o do that and to link it
to social security.

If, however, the Congress did that, we would certainly want to
look at it and the President would want to consider it and we really
cannot go beyond that. There are so many uncertainties.

I have heard here this morning reference to the fact that COET
has been rejected. I hope that that is not true, or that that can be
reconsidered. There have been so many proposals to use the revenue
from the COET in a variety of ways that it is difficult for-us even
to gage how much money would be available.

So, it is a bird that is out there in the bush someplace. Meanwhile,
we have-

Senator RoTH. On that point, Mr. Secretary, first of all, let me say
that I oppose the COET. I made the motion to strike it in commit-
tee. But it was my position that if an effort was going to be made to
acquiesce to the Htouse position on it that it would be better utilized
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for this kind of proposal than for a lot of new spending programs,
as had been proposed.

I am very concerned about the whole state of the economy and about
the only thing this administration is doing, as far as I can -f_, is to
continue to impose new taxes.

Now you tell us that you still want the crude oil taxes, which
would impose billions of dollars in new taxes on the economy in 1979.

Are you saying that we should still be taking more money out of the
economy through higher taxes? What are we going to do to build con-
fidence both on the part of the American people and business in the
economy and in this Government?

I spent a week back home and confidence is very low. In answer to
Mr. )anforth's question earlier, you say, well, we can have future tax
cuts. I think the biggest problem facing this administration in trying
to instill confidence into what it is doing is to bring some certainty
into the picture.

You are saving now that you want to look at social security taxes in
the future, that maybe you are going to have future tax cuts. When are
you going to have an overall strategy?

There has been a lot of criticism in the international area that you
have no overall strategy and the same thing is happening here in the
domestic area. There is a lack o- confidence, it is partly because under
your tax program people over $17,000 are going to be paying higher
taxes. Those are not wealthy people.

A person who makes $20,000 today is the equivalent of $11,000 or
$12,000 10 years ago. In 10 years, you are going to have to have an
income of $35,000. It is no wonder that middle America is upset and
disturbed, and you keep calling them rich. Anybody who makes
$25,000 is rich today, according to your figures. I deny that.

I want to go back again. Are you saying that we ought to take an-
other $3 billion out of this economy?

Secretary BLUMENTHAL. No, sir, we have always recommended that
the COET tax, which we think needs to be passed in order to restore
or fortify international confidence because of its relationship to the
dollar, that those resources be returned to the economy, not that they
be taken out as a tax and be kept out of the economy.

So, we are certainly not suggesting that the COET tax which is
needed as part of the energy program be a tax that would be levied on
the people and not returned in some way.

Senator RoTh. Do you think taking, for example, something like
$25.8 billion out this year in taxes, according to the Joint Committee
on Taxation, and putting part of it back in, as you say, is going to
build certainty into the economic picture?

Secretary BLUMENTHAL I thin that unless we have an energy pro-
gram that promises to reduce consumption, reduce imports and boost
production in this country, we will not have certainty, Senator. We
will not have confidence, and we will not have certainty.

I think that is one of the critical questions before this country.
Senator RoTir. Vell, Mr. Secretary and Mr. Chairman, I do not

want to belabor the point longer, but I just want to observe that I think
that is of critical importance, that a comprehensive tax cut program
be developed-and that includes social security-and anything short
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of that is nec going to provide the confidence that we need to get this
economy moving upwards.

I would just urge this administration once more to try to do some-
thing thp. will build confidence and help not only those on the lower
end of the economic scale, but middle America.

I think your tax program is a ripoff. It is taking dollars away from
those who are the most energetic, the hardest working, and I just fear
that if we continue along this present course it is going to get worse
rather than better.

Thank you, Mr. Chairman.
Senator NELSON. Senator Danforth.
Senator DANFORTjT. Mr. Secretary, as indicated earlier, my concern

is that what we will do is to have a quick cure which will turn out to be
a final cure, and it seems to me that if that is going to happen-which I
think there is a considerable likelihood that we are going to do some-
thing. that Congress will want to do something on social security
quicily-I do think that it is good to be looking down the road so that
we can see how what we do, if anything, now, will fit into a bigger pic-
ture of what will be coming.

And I wonder if you could quickly spell out generally what the ad-
ministration's reaction would be to the following more long termapproaches:First, a movement toward universal coverage, bringing in Federal

employees on some phased basis with no net reduction of their total, of
their aggregate, benefits.

Second, a different decoupling formula than the one that we enacted
last year, whether it would be possible to find a cheaper decoupling. It
seems to me that we solved the double indexing problem in the most
expensive possible way and whether we could not take another look
at that.

Third, there has been a proposal among some House Members to, 20
years or so down the road, 1 month a year, increase the age at which
social security benefits are paid.

Secretary BLUMENTHAL. Senator, I am not in a position, unfortu-
nately, today to indicate what the administration's position will be on
these matters the next time they are considered and what the proposals
are that we would be making. these are the sorts of things that I think
do require careful study.

I think the issues you raise, plus some others, are the right issues-
the question of coverage and the projections with regard to age plus
some of the others that I have mentioned, but I am simply not in a
position to give you a position at this time.

Senator DANFOT. Then I will just conclude by making this obser-
vation. I think that there is a real danger in prolonged studies not
just the fact that it is a duplication of all the myriad studies that have
gone before, but I think the danger is that if we go for a quick fix, the
quick fix will become permanent and the more likely it is becoming
permanent is a function of the length of time that the study takes.

I think each of these three areas that I have mentioned are areas
that have been debated, considered, analyzed, and the administration,
for example, on the decoupling problem had a proposal. It analyzed
it before it came to Congress last year. Hearings were held on it. Con-
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gress looked into it-in fact, this committee has a whole study of this
problem that we commissioned and we paid for. And I think it is true
that, for the long-term social security financing problem, the whole
question of decoupling, wage indexing, price indexing, is the No. 1
area as far as meeting or addressing long-term social security financing
goes.

So, I would hope that, instead of just chewing it over and over and
over in the three or four pages of studies that you have outlined in
your statement, that somehow we could really get on the stick now, so
that at the time we are considering the possibility of the quick fix, we
can be looking ahead immediately toward the long-term situation and
so that there is some date certain or time certain to complete all of
these numerous studies.

Do you have any idea how long it would take to do a reasonable job
of completing the studies I

Secretary BLUMENTuAL. I really do not. There are, for most of
those that have been mentioned in my testimony, there are deadlines
that are set as to when reports have to be in. I cited them, not because
we do not have any knowledge and do not know a great deal about
these matters,-but only because they are in process, based on decisions
made by the Congress and by the President and because, in fact, if
Congress accepts our recommendation and does not change the taxes
this year, we would have time to have the results of those analyses, in
any case, next year.

But I would hope that next year we could come up with some
proposals.

Senator DANFORTH. Next-ear.
All right. Let me a3k you just one other big, general question. We

are talking, and we have been, about financing and it is a question of
sort of what pocket the money comes out of. -Do you pay the bill by
social security taxes, do you pay the bill by general revenue, do you
pay the bill-by a crude oil equalization tax, how do you find the money
necessary to fund the system, the benefit structure which is now in
place.

A couple of these proposals, namely the decoupling proposal, and
namely the putting off the age that the benefits vest, a couple of these
proposals really go not to the financing, not to the inflow of revenue,
but go to the benefit system itself.

Do you believe that the benefit structure needs to be looked at?
Secretary BLUMENTHAL. Personally, I think that-and this is a

personal viewpointr-my personal viewpoint is that the question of
benefits and costs must be considered together, that the areas that you
have touched on plus the others that I have touched on in my testimony
and in my informal remarks are all legitimate areas of inquiry,
including the benefit issues that you have raised.

Congress decided on a decoupling last year which did a great deal
to correct the overindexation that was in the system. I think thatall
needs to be looked at. Where you come out with a benefit package, I
do not know. -

Senator DANFOrTH. We did it in the most popular, politically popu-
lar, way. We solved an obvious technical problem that everybody
admitted, but we did it in the most politically popular way.
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Would the administration, in the current parlance, be willing to bite
the bullet and would the administration be willing to say, look, when
you talk about social security benefits you are talking about some-
thing that is very volatile politically, but we are willing to come to
grips with it.

Secretary BLUBIENTHAL.-I cannot tell you this morning, Senator,
whether or not the administration would favor a further change in
the decoupling formula. It is just a matter on which I am not
familiar.

Senator LoNo. "Mr. Secretary, the Treasury Department had pre-
pared tables showing the combined social security and income tax
burdens for various income levels under both present law and under
the President's tax proposals. These have been reprinted as tables 15
through 18 on pages 16 and 17 of this staff blue book on financing of
social security programs.

Would you please supply for the record similar tables of the pro-
posals of Senators Nelson, Hathaway, Iaskell, Dole, Danforth, and
the other proposals described on pages 18 through 27 of the staff
blue book?

Furthermore, I believe it would-be helpful if you could give us
some tables to reflect the result of inflation so that we could see, with
regards to a person whose income increases by virtue of inflation,
where he stands, all things considered. Has his tax been increased or
lowered, in terms of constant dollars?

Secretary BLUMENTHAL We will do so.
Senator DANFORTIL Mr. Chairman, could I just ask also if that

could include 1980 as well as 1979?
Senator LoNe. If you could do it, we would like to have that.
Secretary BLUMENTHAL. Yes, sir.
[The following was subsequently supplied for the record:]



TREASURY DEPARTMENT ANALYSIS OF IMPACT OF VARIOUS SOCIAL SECURITY FINANCING
-' PROPOSALS BY INCOME CLASS ;

TABLE 1A.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
ADMINISTRATION TAX PROPOSALS AS OF 1979: 4-PERSON, 1-EARNER FAMILIES

1977 taxes

SocialInl~!me £Auritv

1979 taxes: Present law

SocialIncn~ma security

1979 taxes: Administration
proposals

SocialIncome security

Change in total taxes

From
1979
taxes

From under1977 present
Wage income tax I tax Total tax 13 -tax"4 Total tax & -tax" Total taxes law

$5,000 ............................ -$300 $292 -$8 -$300 $306 $6 -$300 $306 $6 $14 0
$10,000 .......................... 446 585 1.031 446 613 1,059 134 613 747 -284 -$312
$15,000 .......................... 1,330 877 2,207 1.330 920 2,250 1,072 920 1.992 -217 -258

$20,000 .......................... 2,180 965 3,145 2,180 1,226 3.406 1,910 1.226 3,136 -9 -270
$25,000 .......................... 3.150 965 4.115 3.150 1,404 4.554 2.830 1.404 4,234 119 -320
$30,000 .......................... 4,232 956 5,197 4,232 1,404 5,636 3,910 1.404 5.314 117 -322

$40,000 .......................... 6,848 965 7.813 6.848 1,404 8,252 6,630 1.404 8,034 221 -218
$50,000 .......................... 9,950 965 10,915 9.950 1.404 11,354 9.870 1,404 11,274 359 -80
$100,000 ......................... 28,880 965 29,845 28.880 1,404 30,284 29.470 1,404 30,874 1.029 590

I Assumes deductible expenses equal to 23 percent of income.
2 5.85 percent tax rate: $16,500 maximum taxable earnings.
I Assumes extension of expiring 1977 provisions.

4 6.13 percent tax rate; $22,900 maximum taxable earnings.
A Assumes deductible expenses equal to 20 percent of income.

"4-4



TABLE 1B.--COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979,
AND ADMINISTRATION TAX PROPOSALS AS OF 1979: 4-PERSON, 2-EARNER FAMILIES*

1979 taxes: Administration
1977 taxes 1979 taxes: Present law proposals Change in total taxes

From
1979
taxesSocial Social Social From underIncome security Income security Income security 1977 presentWage income tax I tax 2 Total tax I I tax ' Total tax tax4 Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$300 $306 $6 $14 0 00$10,000 .......................... 446 585 1,031 446 613 1,059 134 613 747 -284 -$312
$15,000 .......................... 1,330 877 2.207 1,330 920 2,250 1,072 920 1,992 -215 -258

$20,000 .......................... 2,180 1,170 3,350 2,180 1,226 3.406 1,910 1,226 3,136 -214
$25,000 .......................... 3,150 1,463 4,613 3,150 1,532 4,682 2,830 1,532 4.362 -251
$30,000 .......................... 4,232 1,755 5,987 4,232 1,839 6,071 3,910 1,839 5,749 -238

-270
-320
-322

$40,000 .......................... 6,848 1,931 8,779 6,848 2.452 9,300 6,630 2.452 9,082 303 -218
$50,000 .......................... 9,950 1,931 11,881 - 9.950 2,808 12,758 9.870 2,808 12,678 797 -80$100,000 ......................... 28.880 1.931 30,811 28,880 2,808 31,688 29,470 2,808 32,278 1,467 -410

IAssumes deductible expenses equal to 23 percent of income.
9 5.85 percent tax rate; $16,500 maximum taxable earnings.

' Assumes extension of expiring 1977 provisions.
'6.13 percent tax rate: $22.900 maximum taxable earnings.
*Each spouse assumed to earn 50 percent of income.



TABLE 1C.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: 1977 TAX UNDER PRESENT LAW
VERSUS 1979 TAX UNDER ADMINISTRATION PROPOSAL (1979 DOLLARS), 4-PERSON, 1-EARNER FAMILIES

[1979 dollars]

1977 taxes I 1979 taxes Change in tax

Income Income Income
1979 levels of wage income tax a FICA tax' Total tax tax ' FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -400 292 -108 -300 306 6 100 14 114
$10,000 ................. 291 585 876 134 613 747 -157 28 -129
$15,000 ............................ 1,204 877 2,082 1,072 920 1,992 -132 42 -90
$20,000 ............................ 2,013 1,087 3,100 1,910 1,226 3,136 -103 139 36
$25,000 ........................... 2,931 1,087 4,018 2,830 1,404 4,234 -101 317 216
$30,000 ............................ 3,945 1,087 5,032 3,910 1,404 5,314 -35 317 282
$40,000 ............................ 6,313 1,087 7,400 6,630 1,404 8,034 317 317 634
$50,000 ............................ 9,193 1,087 10,280 9,870 1.404 11,274 677 317 994
$100,000 ........................... 27,667 1,087 28,754 29,470 1,404 30,874 1,803 317 2,120

I Assumes a 12.6-percent increase in income due to inflation from 1977
to 1979.2 Assumes itemized deductions equal to 23 percent of gross income under
present law.

'Calculated under 1977 wage base ($16,500) and tax rate (5.85 percent).
Employee share only.

A Assumes itemized deductions equal to 20 percent of gross Income underthe proposa I.& Calculated under 1979 wage base ($22,900) and tax rate (6.13 percent).

Employee share only.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis.

a



TABLE 1D.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: 1977 TAX UNDER PRESENT LAW
VERSUS 1979 TAX UNDER ADMINISTRATION PROPOSAL (1979 DOLLARS), 4-PERSON, 2-EARNER* FAMILIES

[1979 dollars]

1977 taxes 1979 taxes Change in tax
Income Income Income1979 levels of wage income tax 3 FICA tax Total tax tax 4 FICA tax I Total tax tax FICA tax Total tax

$5,000 .............................
$10,000 ............................
$15,000 ............................
$20,000 ..........................
$25,000 ............................
$30,000 ............................
$40,000 ............................
$50,000 ............................
$100,000 ...........................

-400
291

1,204
2,013
2,931
3,945
6,313
9,193

27,667

292
585
877

1,170
1,463
1,755
2,174
2,174
2,174

-108
876

2,082
3,183
4,394
5,700
8.487

11,367
29,841

-300 306 6 100 14 114
134 613 747 -157 28 -129

1,072 920 1.992 -132 42 -90
1,910 1,226 3,136 -103 56 -47
2,830 1,533 4,363 -101 70 -31
3,910 1,839 5,749 -35 84 49
6,630 2,452 9,082 317 278 595
9,870 2,808 12,678 677 634 1,311

29,470 2,808 32,278 1.803 634 2,437

4 Assumes itemized deductions equal to 20 percent of gross income underthe ropsa.Aculated under 1979 wage base ($22,900) and tax rate (6.13 percent).
Employee share only.

*Assumes each spouse earns 50 percent of total family income.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis.

I Assumes a 12.6-percent increase in income due to inflation from 1977
to 1979.

2 Assumes itemized deductions equal to 23 percent of gross income under
present law.

I Calculated under 1977 wage base ($16.500) and tax rate (5.85 percent).
Employee share only.

00
0



TABLE 1E.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS

1980 TAX UNDER THE ADMINISTRATION PROPOSAL (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1980 tax under administration
1977 tax under present law proposal Change in tax

Income Income Income
1979 levels of wage income tax ' FICA tax 3 Total tax tax a FICA tax ' Total tax tax FICA tax Total tax

$5,000 ..............................
$10,000 ............................
$15,000 ............................

$20,000 ............................
$25,000 ............................
$30,000 ............................

$40,000 ............................
$50,000 ............................
$100,000 ...........................

-$400
291

1.205

2,014
2,932
3,945

6,313
9,193

27,666

$292 -$108
585 876
877 2,083

1,087
1,087
1,087

1,087
1,087
1,087

3,101
4,019
5,032

7,400
10,280
28,753

'Assumes deductible expenses equal to 23 percent of income.
'Calculated under prior law rate for 1977 (5.85 percent) and prior law base

for 1977 ($16.500) employees' share only.
3 Assumes deductible expenses equal to 20 percent ot income.

' Calculated under present law rate and base for 1980 (6.13 percent and
$25,900), employees' share only.

0 Assumes an increase in income equal to 12,6 percent from 1977 to 1979
and 5.7 percent from 1979 to 1980.

-$257
224

1,174

2,006
2,969
4,114

6,947
10,289
30,040

$306
6 3
919

1,226
1,502
1,502

1,502
1,502
1,502

$50837
2,094

3,232
4,471
5,616

8,449
11,791
31,542

$143-67
-31

-8
37

169

634
1,096
2,374

$1428
42

139
415
415

415
415
415

$157-39
11 0o

131
452
584

1,049
1,511
2,789



TABLE 1F.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER THE ADMINISTRATION PROPOSAL (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES I

1980 tax under administration1977 tax under present law proposal Change in tax
Income Income Income1979 levels of wage income tax 2 FICA tax s Total tax tax d FICA tax 1 Total tax tax FICA tax Total tax

$5,W000 ..... ....... ..............
$10,000 ............................
$15,000 ............................

$20,000 ............................
$25,000 ...........................
$30,000 ............................

$40,000 ............................
$50,000 ............................
$100,000 ...........................

-$400
291

1,205

2,014
2,932
3,945

6,313
9,193

27,666

$292
585
877

1,170
1,463
1,755

2,174
2,174
2,174

-$108
876

2,083

3,184
4,394
5,700

8,487
11,367
29,840

-$257
224

1,174

2,006
2,969
4,114

6,947
10,289
30,040

$306
613
919

1,226
1,533
1,839

2,452
3,0033,003
3,003 33,044 2,374 829 3.203

$50
837

2,094

3,232
4,502
5,953

9,399
13,29233,044

$143
-67
-31

-8
37

169

634
1,0962,374

$14
28
42

56
70
84

278
829829

$157
-39

11
00

48
107
253

912
1,9253.203

I Assumes each spouse earns 50 percent of total family income.2 Assumes deductible expenses equal to 23 percent of income.
I Calculated under prior law rate for 1977 (5.85 percent) and prior law basefor 1977 ($16,500), employees share only.a Assumes deductible expenses equal to 20 percent of income.

A Calculated under present law rates and credit for 1980 (6.13 percent and$25,900), employees' share only.
*Assumes an increase in Income equal to 12.6 percent from 1977 to 1979and 5.7 percent from 1979 to 1980.



TABLE 2A.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2459 (SENATOR EAGLETON)I AS OF 1979: I-PERSON. 1-EARNER FAMILIES

1977 taxes 1979 taxes: Fresent law 1979 taxes: S. 2459 Change in total taxes

From
1979
taxesSocial Social Social From under

Income security Income security Income security 1977 presentWage income tax 2 tax ' Total tax " " tax 6 Total tax 3 tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$300 $306 $6 $14 0
$10,000 .......................... 446 585 1.031 446 613 1,059 354 613 967 -64 -$92
$:5.000 ......................... 1.330 877 2,207 1,330 920 2,250 1,192 920 2.112 -95 -138

$20,000 .......................... 2,180 965 3,145 2,180 1,226 3,406 1,996 1,226 3,222 77 -184
$25,000 .......................... 3,150 965 4,115 3,150 1.404 4,554 2,939 1,404 4,343 228 -211
$30,000 .......................... 4,232 965 5.197 4,232 1,404 5,636 4,021 1,404 5,425 228 -211

$40,000 .......................... 6,848 965 7,813 6,848 1,404 18,252 6,637 1,404 8,041 228 -211
$50,000..................... 9,950 965 10,915 9,950 1,404 11,354 9,739 1.404 11,143 228 -211
$100,000 ......................... 28,880 965 29,845 28,880 1.404 30,284 28,669 1,404 30,073 228 -211

I Social security tax calculated under present law rate and base for 1979
(6.13 percent and $22.900), employees share only. Income tax reduced by
nonrefundable credit equal to 15 percent of FICA liability, employees' share
only.

$Assumes deductible expenses equal to 23 percent of Income.
3 5.85 percent tax rate; $16,500 maximum taxable earnings.4 Assumes extension of expiring 1977 provisions.
' 6.13 percent tax rate; $22,900 maximum taxable earnings.



TABLE 2B.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW
S. 2459 (SENATOR EAGLETON) I AS OF 1979: 4-PERSON, 2-EARNER FAMILIES*

AS OF 1979, AND

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2459 1 Change in total taxes

From
1979taxes

Social Social Social From underIncome security Income securi Income security 1977 presentWage income tax tax ' Total tax 4 1 Total tax 3 tax Total taxes law

$5,000................ -$300 $292 -$8 -- $300 $306 $6 -$300 $306 $6 $14 0$10,000......................... 446 585 1,031 446 613 1,059 354 613 967 -64 -$92$15,000 .......................... 1,330 877 2,207 1,330 920 2,250 1,192 920 2,112 -95 -138
$20,000 .......................... 2,180 1,170 3,350 2,180 1,226 3,406 1,996 1,226 3,222 -128 -184$25,000 .......................... 3,150 1,463 4,613 3,150 1,532 4,682 2,920 1,532 4,452 -161 -230$30,000 .......................... 4,232 1,755 5,987 4,232 1,839 6,071 3,956 1,839 5,795 -192 -276
$40,000 .......................... 6,848 1,931 8,779 6,848 2,452 9,300 6,480 2,452 8,932 153 -368$50,000 .......................... 9,950 1,931 11,881 9,950 2,808 12,758 9,529 2,808 12,337 456 -421$100,000 ......................... 28,880 1,931 30,811 28,880 2,808 31,688 28,459 2,808 31,267 456 -421

• Q.a securiwy xax calculateo, under Present law rate and bass for 1979(6.13 percent and $22,900) employees* share only. Income tax reduced bynon-refundable credit equal to 15 percent of social security tax liability,employee share only.
2 Assumes deductible expenses equal to 23 percent of income.

5.85 percent tax rate* $16,500 maximum taxable earnings.'Assumes extension of expiring 1977 provisions.
s 6.13 percent tax rate; $22,900 maximum taxable earnings.
*Each spouse assumed to earn 50 percent of income.



TABLE 2C.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW YERSUS

1979 TAX UNDER S. 2459 (SENATOR EAGLETON)1 (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2459 1 Change in tax

Income Income Income
1979 levels of wage income tax 2 FICA tax 3 Total tax tax 2 FICA tax Total tax tax FICA tax Total tax

$5,000 I
$10,000............................
$15,000 ............................

$20,000 ............................
$25,000 ............................
$30,000 ............................

$40,000 ............................
$50,000 ............................
$100,000 ...........................

-$400
291

1,205

2,014
2,932
3,945

6,313
9,193

27,666

$292
585
877

1,087
1,087
1,087

1,087
1,087
1,087

-$108
876

2,083

3,101
4,019
5,032

7,400
10,280
28,753

-$300
354

1,192

1,996
2,939
4,021

6,637
9,739

28,669

$306
613
919

1,226
1,404
1,404

1,404
1,404
1,404

$6
967

2,111

3,222
4,343
5,425

8,041
11,143
30,073

$10063
-13

-18
8

76

324
547

1,003

$1428
42

139
317
317

317
317
317

$11491
29

121
324
393

641
863

1,320

I FICA calculated under present law rate and base for 1979 (6.13 percent
and $22.900), employees' share only. Income tax reduced by nonrefundable
credit equal to 15 percent of FICA liability, employees' share only.

2 Assumes deductible equal to 23 percent of income.

3 Calculated i ii~dr prior law rate for 1977 (5.85 percent) and prior law base
for 1977 (?*16.500).

- Assumes a 12.6-percent Increase In Income from 1977 to 1979.



TABLE 2D.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2459 (SENATOR EAGLETON)l (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES2

1977 tax under present law 1979 tax under S. 2459 1 Change in tax
Income Income Income1979 levels of wage income tax A FICA tax 4 Total tax tax 8  FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$300 $306 $6 $100 $14 $114
$10,000 ............................ 291 585 876 354 613 967 63 28 91
$15,000 ............................. 1,205 877 2,083 1,192 919 2,111 -13 42, 29

$20,000 ............................ 2,014 1,170 3,184 1,996 1,226 3,222 -18 56 38
$25,000 ............................ 2,932 1,463 4,394 2,920 1,533 4,453 -12 70 58
$30,000 ............................ 3,945 1,755 5,700 3,956 1,839 5,795 11 84 95

$40,000 ............................ 6,313 2,174 8,487 6,480 2,452 8,932 167 278 445
$50,000 ............................ 9,193 2,174 11,367 9,529 2,808 12,337 336 633 970
$100,000 ........................... 27,666 2,174 29,840 28,459 2,808 31,267 793 633 1,426

I FICA calculated under present law rate and base for 1979 (6.13 percent
and $22,900). employees' share only. Income tax reduced by nonrefundable
credit equal to 15 percent of FICA liability, employee share only.

2 Assumes each spouse earns 50 percent of total family Income.

a Assumes deductible expenses equal to 23 percent of income.
. Calculated under prior law rate for 1977 (5.85 percent) and prior law base

for 1977 ($16,500). employees' snare only.
*Assumes a 12.-percent increase in Income from 1977 to 1979.



TABLE 2E.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2459 (SENATOR EAGLETON) 1 (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2459 1 Change in tax

Income Income Income
1979 levels of wage income tax! FICA tax 2 Total tax tax I FICA tax Total tax tax FICA tax Total tax

$5,000 .............................
$10,000 ............................
$15,000 ............................

$20,000 ............................
$25,000 ............................
$30.000 ............................

$40,000 ............................
$50,000 ............................
$100,000 ..........................

-$400
291

1,205

2,014
2.932
3,945

6,313
9,193

27,666

$292 -$108
585 876
877 2,083

1,087
1,087
1,087

1,087
1,087
1,087

3,101
4,019
5,032

7.400
10,280
28,753

-$257
429

1,249

2.087
3,046
4,178

6,897
10.110
29,176

$306
613
919

1,226
1,502
1,502

1,502
1,502
1,502

$50
1.042
2,169

3,313
4,548
5.679P

8,398
11,612
30.677

$143
138
44

72
114
232

584
917

1.509

$14 $157
28 166
42 86

139
415
415

211
529
647

415 998
415 1,332
415 1,924

I FICA calculated under present law rate and base for 1980 (6.13 percent
and $25,900). employees' share only. Income tax reduced by nonrefundable
credit equal to 15 percent of FICA liability, employees' share only.

I Assumes deductible equal to 23 percent of income.

a Calculated under prior law rate for 1977 (5.85 percent) and prior lawbase
for 1977 ($16,500).

*Assumes an increase In Income equal to 12.6 percent from 1977 to 1979
and 5.7 percent from 1979 to 1980.



TABLE 2F.-COMBI NED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2459 (SENATOR EAGLETON)1 (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2459' Change in tax
Income Income Income

1979 lelIs of wage income tax I FICA tax Total tax tax I FICA tax Total tax tax FICA tax Total tax

$5,000 .............................. -$400 $292 -$108 -$257 $306 $50 $143 $14 $157
$10,000 ............................ 291 585 876 429 613 1,042 138 28 166
$15,000 ............................ 1,205 877 2,083 1,249 919 2,169 44 42 86

$20,000 ............................ 2,014 1,170 3,184 2,087 1,226 3,313 72 56 128
$25,000 ............................ 2,932 1,463 4,394 3,041 1,533 4,574 110 70 180
$30,000 ............................ 3,945 1,755 5,700 4,127 1,839 5,966 182 84 266

$40,000 ............................ 6,313 2,174 8,487 6,754 2,452 9,206 441 278 719
$50,000 ............................ 9,193 2,174 11,367 9,885 3,003 12,888 692 829 1,521
$100,000 .......................... 27,666 2,174 29,840 28,950 3,003 31,954 1,284 877 2,113

'FICA calculated under present law rate and base for 1980 (6.13 percent 'Calculated under prior law rate for 1977 (5.85 percent) and prior law
and $25.900). employees' share only, Income tax reduced by nonrefundable
credit equal to 15 percent of FICA liability, employee share only.

I Assumes each spouse earns 50 percent of total family income.
a Assumes deductible expenses equal to 23 percent of income.

base for 1977 ($16,500), employees, share only.
*Assumes an increase in income equal to 12.6 percent from 1977 to 1979

and 5.7 percent from 1979 to 1980.

I



TABLE 3A.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2501 (SENATOR HATHAWAY) AS OF 1979: 4-PERSON, 1-EARNER FAMILIES

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2501 1 Change in total taxes

From
1979
taxes

Social Social Social From under
Income security Income security Income security 1977 present

Wage Income tax 2 tax a Total tax 2" tax A Total tax I tax Total taxes law

$5 ,000 ...........................
$10,000 ..........................
$15,000 ..........................

$20,000 ..........................
$25,000 ..........................M30 000 ..........................

-$300
446

.1,330

2,180
3,150
4,232

$40,000 .......................... 6,848
$50.000 .......................... 9,950
$100,000 ......................... 28,880

$292
585
877

-$8
1,031
2,207

965 3,145
965 4,115
965 5197

965 7,813
965 10,915
965 29,845

-$300
446

1,330

2,180
3,150
4,232

6,848
9,950

28,880

I Social security tax calculated under 3.9 percent rate and $100,000 base,
employees' share only.

2 Assumes deductible expenses equal to 23 percent of income.

$306
613
920

1,226
1,404
1,404

1,404
1,404
1,404

$6
1,059
2,250

3,406
4,554
5,636

8,252
11,354
30,284

-$300
446

1,330!

2,180
3,150
4,232

6,848
9,950

28,880

$195 -$105
390 836
585 1,915

780
975

1,170

1,560
1,950
3,900

2,960
4,125
5,402

8,408
11,900
32,780

-$97
-195
-292

-185
10

205

595
985

2,935

-$111 00
-223
-335

-446
-429
-234

156
546

2,496

3 5.85 percent tax rate, $16,500 maximum taxable earnings.
'Assumes extension of expiring 1977 provisions.
'6.13 percent tax rate; $22,900 maximum taxable earnings.



TAB E 3B.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2501 (SENATOR HATHAWAY) AS OF 1979: 4-PERSON, 2-EARNER FAMILIES*

1977 taxes

Social
Income security

tax I tax a

1979 taxes: Present law

Socia:
Income security

tax 14 tax & Total

1979 taxes: S. 2501 '

Social
Income security

tax 3 tax

Change in total taxes

From
1979
taxes

From under
1977 present

rotal taxes law

$5,000 ...........................
$10,000 ..........................
$15,000..........................

$20,000 ..........................
$25,000 ..........................
$30,000 ..........................

--$300
446

1,330

2,180
3,150
4,232

$40,000 .......................... 6,848
$50,000 .......................... 9,950
$100,000 ......................... 28,880

$292
585
877

1,170
1,463
1,755

1,931
1,931
1,931

-$8
1,031
2,207

3,350
4,613
5,987

8,779
11,881
30,811,

-$300
446

1,330

2,180
3,150
4,232

6,848
9,950

28,880

$306 $6
613 1,059
920 2,250

1,226
1,532
1,839

2,452
2,808
2,808

3,406
4,682
6,071

9,300
12,758
31,688

-$300
446

1,330

2,180
3,150
4,232

6,848
9,950

28,880

$195 -$105
390 836
585 1,915

780
975

1,170

1,560
1,950
3,900

2,960
4,125
5,402

8,408
11,900
32,780

-$97
-195
-292

-390 -446
-488 -557
-585 -669

-371
19

1,969

I Social security tax calculated under 3.9 percent rate and $100.000 base,.mr oyees' share only.
onssues deductible expenses equal to 23 percent of income.

8 5.85 percent tax rate; $16.500 maximum taxable earnings.

' Assumes extension of expiring 1977 provisions.
'16.13 percent tax rate; $22,900 maximum taxable earnings.
*Each spouse assumed to earn 50 percent of income.

Wage Income

-$111
-223
-335

-892
-858
1,092



TABLE 3C.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2501 (SENATOR HAT AWAY)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present Jaw 1979 tax under S. 25011 Change in tax

Income Income Income
1979 levels, of wage income tax 2  FICA tax 3 Total tax tax ' FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$300 $195 -$105 $100 -$97 $3
$10,000 ............................ 291 585 876 446 390 836 155 -195 -40
$15,000 ............................ 1,205 877 2,083 1,330 585 1,915 125 -292 -168

$20,000 ............................ 2,014 1,087 3,101 2,180 780 2,960 166 -307 -141
$25,000 ............................ 2,932 1,087 4,019 3,150 975 4,125 218 -112 106
$30,000 ............................ 3,945 1,087 5,032 4,232 1,170 5,402 287 83 370

$40,000 ............................ 6,313 1,087 7,400 6,848 1,560 8,408 535 473 1,008
$50,000 ............................ 9,193 1,087 10,280 9,950 1,950 11,900 757 863 1,620
$100,000 ........................... 27,666 1,087 28,753 28,880 3,900 32,780 1,214 2,813 4,027

F FICA calculated under 3.9 percent rate and $100,000 base, employees' U Calculated under prior law rate for 1977 (5.85 percent) and prior law base
share only. for 1977 ($16.500).

2 Assumes deductible equal to 23 percent of income. *Assumes a 12.6-percent increase In income from 1977 to 1979.

i

i



TABLE 3D.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2501 (SENATOR HATHAWAY)1 (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1979 tax under S. 2501 1 Change in tax

Income Income Income
1979 levels of wage Income tax I FICA tax ' Total tax tax a FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -- $400 $292 -$108
$10,000 ............................ 291 585 876
$15,000 ............................ 1,205 877 2,083

$20,000 ................... ........ 2,014 1,170 3,184
$25,000---------------------. 2,932 1,463 4,394
$30,000 ............................ 3,945 1,755 5,700

$40,000 ............................ 6,313 2,174 8,487
$50,000 ............................ 9,193 2,174 11,367
$100,000 .......................... 27,666 2,174 29,840

I FICA calculated under 3.9 percent rate and $100.000 base, employees'
share only.

I Assumes each spouse earns 50 percent of total family income.
a Assumes deductible expenses equal to 23 percent of Income.

-$300 $195 -$105 $100 -$97 $3
446 390 836 155 -195 -40

1,330 585 1,915 125 -292 -168 CC
to

2,180 780 2,960 166 -390 -224
3,150 975 4,125 218 -488 -269
4,232 1,170 5,402 287 -585 -298

6,848 1,560 8,408 535 -614 -79
9,950 1,950 11,900 757 -224 533

28,880 3,900 32,780 1,214 1,726 2,940

' Calculated under prior law rate for 1977 (5.85 percent) and prior law base
for 1977 ($16.500). employees share only.

*Assumes a 12.6-percent increase In income from 1977 to 1979.



ca

I'3'3

TABLE 3E.--COMBINED INCOME AND SOCIALSECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2501 (SENATOR HATHAWAY)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2501 Change in tax
Income Income Income1979 levels of wage Income tax 2 FICA tax I Total tax tax 2 FICA tax Total tax tax FICA tax Total tax

$5,O000. . . ........... .........
$10,000 ............................
$15,o000 ............................

$20,000 ............................
M ..00O, .....................

$30000............................

$4000..
$50,000 . ....................
$100,o ...........................

-$400
291

1,205

2,014
2,932
3,945

6,313
9,193

27,666

$292 -$108
585 876
877 2,083

1,087
1,087
1,087

1,087
1,087
1,087

3,101
4,019
5,032

7,400
10,280
28,753

-$257
521

1,387

2,270
3,271
4,403

7,122
10,335
29,401

$195 -$62
390 911
585 1,972

780
975

1,170

1,560
1,950
3,900

3,050
4,246
5,573

8,682
12,285
33,301

$143
230
182

256 -307
339 -112
458 83

809
1,142
1,734

-$97
-195
-292

$46
35

-110

227
541

1,282
2,005
4,547

I FICA calculated under 3.9 percent rate and $108,000 base, employees' "Assumes an Increase In income equal to 12.6 percent from 1977 to 1979share only, and 5.7 percent from 1979 to 1980.' Assumes deductible eusl to 23 percent of Income.
o Calcu ltd under prior law raft for 1977 (5.85 percent) and prior law base

for 1977 ($16.500).

473
863

2,813



TABLE 3F.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT
LAW VERSUS 1980 TAX UNDER S. 2501 (SENATOR HATHAWAY)I (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1980 tax under S. 2501 I Change in tax

Income Income Income
1979 levels of wage income tax a FICA tax Total tax tax 3 FICA tax Total tax tax FICA tax Total tax

$5.000 ............................. -$400 $292 -$108 -$257 $195 -$62 $143 -$97 $46
$10,000 ............................ 291 585 876 521 390 911 230 -195 35
$15,000 ............................ 1,205 877 2,083 1,387 585 1.972 182 -292 -110

$20,000 ............................ 2,014 1,170 3,184 2,270 780 3,050 256 -390 -134
$25,000 ............................ 2.932 1,463 4,394 3,271 975 4,246 339 -488 -148
$30,000 ............................ 3,945 1,755 5,700 4,403 1,170 5,573 458 -585 -127

$40,000 ............................ 6.313 2,174 8,487 7,122 1,560 8,682 809 -614 195
$50.000 ............................ 9,193 2,174 11,367 10.335 1,950 12,285 1,142 -224 918
$100,000 ........................... 27,666 2,174 29,840 29,401 3,900 33,301 1.734 1,726 3,460

I FICA calculated under 3.9 percent rate and $108,000 base. employees'share only.
SAssu=es each spouse earns 50 percent of total family income.
a Assumes deductible expenses equal to 23 percent of Income.

I

* Calculated under prior law raie for 1977 (5.85 percent) and prior law base
f3r 1977 ($16,500), employees" share only.

*Assumes an Increase in income equal to 12.6 percent from 1977 to 1979
and 5.7 percent from 1979 to 1980.

CD
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TABLE 4A.--COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979. AND
S. 2503 (SENATOR NELSON) AS OF 1979: 4.PERSON. 1-EARNER FAMILIES

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2503' Change in total taxes

From
1979
taxesSocial Social Social From underIncome s ty InCome security Income security 1977 presc itWage income tax t a= Total tax" 08 tax'. Total tax 3 tax Total taxes law

$5,00 ........................... -$300 $292 -$8 -$300 $306 $6 -$300 $217 -$83 -$76 -$89
$10,000 .......................... 446 585 1.031 446 613 1.059 446 433 879 -162 -180 co
$15,000 .......................... 1.330 877 2.207 1.33) 920 2.250 1,330 650 1,980 -228 -270 CA

$20.000 .......................... 2.180 965 3,145 2,iC0 1,2 3,406 2,180 866 3.046 -99 -360
$25.000 .......................... 3.150 965 4,115 3.150 1.404 4.554 3.150 992 4,142 26 -412
$30.000 .......................... 4,232 965 5197 4,232 1,404 5.636 4,232 992 5.224 26 -412

$40.000 .......................... 6.848 965 7,813 6.848 1.404 8.252 6.848 992 7.840 26 -412
$50,000 .......................... 9950 965 10.915 9,950 1.404 11,354 9.950 992 10.942 26 -412
$100,000 ......................... 28880 965 29,845 28,880 1.404 30.284 28.880 992 29,872 26 -412

' Social Security tax calculated under 4.33 percent rate and $22.900 base; 5.85 percent tax rate, $16.500 maximum taxable earnings.
Sshae#nl. Assumes extension of expiring 1977 provisions.

' Asums deducbY expenses equal to 23 percent of Income. '6.13 percent tax rate; $22.900 maximum taxable hearings.



TABLE 4B.--COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1077 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND

S. 2503 (SENATOR NELSON)' AS OF 1979: 4 PERSON, 2-EARNER FAMILIES*

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2503 ' Change in total taxes
From
1979
taxes

Social Social Social From under

income seu Te'" Income security 1977 present
security tx. Total tax 2 tax Total taxes law

Wage Income tax' tax a un -

$5.000 ...................... $300 $292 -$8 -300 $306 $6 -$300 $217 -$83 -$76 -$89

$10,000 ......................... 446 585 1.031 446 613 1,059 446 433 879 -152 -180

$15,000 ................... 1,330 877 2,207 1 330 920 2,250 1,330 650 1,980 -228 -270

$20,000. .................. 2,180 1,170 3,350 2,180 1,226 3.406 2,180 866 3.046 -304 -360

$25,000 ....................... 3,150 1,463 4,613 3,150 1,532 4,682 3,150 1,083 4,233 -380 -449

$30,000 ................... 4,232 1,755 5,987 4,232 1,839 6,071 4,232 1,299 5,531 -456 -540

$40,000 ................... 6,848 1,931 8.779 6,848 2,452 9,300 6,848 1,732 8,580 -199 -720

$50,000 ........................ 9,950 1,931 11,881 9,950 2,808 12,758 9.950 1,983 11,933 53 -825

$100,000 ................. 28,880 1,931 30,811 28.880 2,808 31,688 28,880 1.983 30,863 53 --825

e~l, 
Assumes extension of exiig1977 provisions.

'Social SecrIty tax calculated under 4.33 percent rate and $22,900 base; $2s.umepetens expr 977 poxio ns.

employees share only. &6.13 percent tax rate; $2 maximum taxable earnings

'Assumes deductible expenses equal to 23 percent of inome- *Each spouse assumed to earn 50 percent of Income.

s 5.85 percent tax rate; $16,500 maximum taxable earnings.



TABLE 4C.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2503 (SENATOR NELSON)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2503 Change in tax

Income Income Income
1979 levels of wage income tax & FICA tax I Total tax tax a FICA tax Total tax tax FICA tax Total tax

$5,000 .............................
$10,000 ............................
$15,000 ............................

$20,000 ............................
$25,000 ............................
$30,000 ............................

$40,000 ............................
$50,000 ............................
$100,000 ..........................

-$400
291

1,205

2,014
2,932
3,945

6,313
9,193

27,666

$292 -$108
585 876
877 2,083

1,087
1,087
1,087

1,087
1,087
1,087

3,101
4,019
5,032

7,400
10,280
28,753

-$300
446

1,330

2,180
3,150
4,232

6,848
9,950

28,880

$217
433
650

-$83
879

1,980

866 3,046
992 4,142
992 5,224

992 7,840
992 10,942
992 29,872

$100 -$76
155 -152
125 -228

166 -221
218 -95
287 -95

535
757

1,214

-95
-95
-95

'FICA calculated under 4.33 percent rate and $22,900 base; employees'
share only.

IAssumes deductible equal to 23 percent of Income.

'Calculated under prior law rate for 1977 (5.85 percent) and prior tlw bes4
for 1977 ($16.500).

eAsumunes a 12.6-percent Increase in Income from 1977 to 1979,

$24
3

-103

-55
123
191

439
662

1,118



TABLE4D.-COMBI NED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2053 (SENATOR NELSON)' (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES'

1977 tax under present law 1979 tax under S. 2053' Clame in tax

Income Income Income
1979 levels of wage income tax I FICA tax4 Total tax tax" FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$300 $217 -$83 $100 -$76 $24
$10,000 ............................ 291 585 876 446 433 879 155 -152 3
$15,000 ............................ 1,205 877 2,083 1,330 650 1,980 125 -228 -103

co

$20,000 ............................ 2,014 1,170 3,184 2,180 866 3,046 166 -304 -138 0O
$25,000 ............................ 2,932 1,463 4,394 3,150 1,083 4,233 218 -380 -162
$30,000 ............................ 3,945 1,755 5,700 4,232 1.299 5,531 287 -456 -169

$40,000 ............................ 6,313 2,174 8,487 6,848 1,732 8,580 535 -442 93
$50,000 ............................ 9.193 2,174 11,367 9.950 1.983 11,933 757 -191 566
$100,000 ........................... 27,666 2,174 29,840 28,880 1,983 30.863 1,214 -191 1,023

1 FICA calculated under 4.33 percent rates and $22,930 base. employees' 4 Calculated under prior law rate for 1977 (5.85 percent) and prior law base
share only. for 1977 ($16,500). employees" share only.

I Assumes each spouse earns 50 perce,,t of total family income. *Assumes a 12.6-percent increase in income from 1977 to 1979.
'Assumes deductible expenses equal to 23 percent of income.



TABLE4E.-COM BI NED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL I NCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2503 (SENATOR NELSON) ' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2503' Change in tax
Income Income Income1979 levels of wage income tax 2  FICA tax 3 Total tax tax 2  FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$257 $217 -$40 $143 -$76 $67
$10,000 ............................ 291 585 876 521 433 954 230 -152 78$15,000 ............................ 1,205 877 2,083 1,387 650 2.036 182 -228 -46

$20,000 ............................ 2,014 1.087 3,101 2,270 866 3,136 256 -221 35
$25,000 .......................... .2,932 1.087 4,019 3,271 1.061 4,332 339 -26 313
$30,000 ............................ 3,945 1,087 5,032 4,403 1,061 5,463 458 -26 431

$40,000 ............................ 6,313 1,087 7,400 7,122 1,061 8.183 809 -26 783
$50,000 ............................ 9,193 1,087 10,280 10,335 1,061 11,396 1,142 -26 1,116
$100,000 ........................... 27,666 1,087 28,753 29.401 1,061 30,462 1,734 -26 1,708

I FICA calculated under 4.33 percent rate and $25,900 base; employees'
share only.A Assumes deductible equal to 23 percent of income.

a Calculated under prior law rate fqo 1977 (5.85 percent) and prior law base
for 1977 ($16,500).

•Assumes an Increase in income equal to 12.6 percent from 1977 to 1979
and 5.7 percent from 1979 to 1980.

co
0o



TABLE 4F.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS

1980 TAX UNDER S. 2503 (SENATOR NELSON) 1 (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1980 tax under S. 2503 I Change in tax

Income Income Income ^A ,, ,

1979 levels of wage income tax a FICA tax ' Total tax tax a ICA tax I otal tx %OA r -,

$5,000 ............................. -$400 $292 -$108 -$257 $217 -$40 $143 -$76 $67

$10,000 ............................ 291 585 876 521 433 954 230 -152 78

$15,000 ............................ 1,205 877 2,083 1,387 650 2,036 182 -228 -46

$20,000 ............................ 2,014 1,170 3,184 2,270 866 3,136 256 -304 -48

$25,000 ............................ 2,932 1,463 4,394 3,271 1,083 4,354 339 -380 -41

$30,000 ............................ 3,945 1,755 5,700 4,403 1,299 5,702 458 -456 2

$40,000 ............................ 6,313 2,174 8,487 7,122 1,732 8,854 809 -442 367

$50,000 ............................ 9,193 2,174 11,367 10,335 2,122 12,457 1,142 -53 1,090

$100,000 ........................... 27,666 2,174 29,840 29,401 2,122 31,522 1,734 -53 1,682

1 FICA calculated under 4.33 percent rates and $25,900 base, employees 4 Calculated under prior law rate for 1977 (5.85 percent) and prior law base

share only. for 1977 ($16.500), employees" share only.
a Assumes each spouse earns 50 percent of total family income. *Assumes an increase in Income equal to 12.6 percent from 1977 to 1979
3 Assumes deductible expenses equal to 23 percent of income. and 5.7 percent from 1979 to 1980.

!



TABLE 5A---COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979. ANDALTERNATIVE (SENATOR NELSON)' AS OF 1979: 4 PERSON, 1-EARNER FAMILIES

1977 taxes 1979 taxes: Present law 1979 taxes: Alternative, Change in total taxes

From
1979
taxesS.~cial Social Social From underIncome security Income security Income security 1977 presentWage Income tax • tax ' Total tax 4 1 tax A Total tax 2 tax Total taxes law

$5,000 ......................... -$300 $292 -$8 -$300 $306 $6 -$300 $303 $30 .......................... 446 585 1,031 446 613 1,059 446 605 1,051$15.000 .......................... 1,330 877 2,207 1,330 920 2,250 1,330 908 2,238
$20,000 .......................... 2,180
$25,000 .......................... 3,150

,000 .......................... 4,232

$40,000 .......................... 6,848
$50,000 .......................... 9,950$100,000 ......................... 28,880

965 3,145 2,180 1,126 3,406 2,180 1,143 3,323965 4,115 3,150 1,404 4,554 3,150 1,143 4,293965 5,197 4,232 1,404 5,636 4.232 1,143 5,375
965 7,813 6,848 1,404 8,252 6,848 1,143 7,991965 10,915 9,950 1,404 11,354 9,950 1,143 11,093965 29,845 28,880 1,404 30,284 28,880 1,143 30,023

$10 -$3
20 -8
30 -12 Q

178 -- 83
178 -261
178 -261

178 -261
178 -261178 -261
178 -261

' Social security tax calcupied under prior law rate and base for 1979 (6.05 a 5.85 Percent tax rate- $16,500 maximum taxable earnIngs.Percent and $18,900). employees share only. 'Assumes extension of expring 1977 provision.'Assumes deductible; expenses equal to 23 percent of Income. 6.13 percent tax rate; $ 2 2
, mxmum taxable earnings.



TABLE 5B.--COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT
AND ALTERNATIVE (SENATOR NELSON) AS OF 1979: 4 PERSON, 2-EARNER FAMILIES*

LAW AS OF 1979.

1977 taxes 1979 taxes: Present law 1979 taxes: Alternative I Change in total taxes

From
1979
taxes

Social Social Social From under
Income security lwome security Income security 1977 present

Wage income tax, tax 3 Total ax 2 tax 6 Total tax ' tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$300 $303 $3 $10 -$3
$10,000 .......................... 446 585 1,031 446 613 1,059 446 605 1.051 20 -8
$15,000 .......................... 1,330 877 2,207 1,330 920 2,250 1,330 908 2,238 30 -12

$20,000 .......................... 2,180 1,170 3,350 2,180 1,226 3,406 2,180 1.210 3,390 40 -16
$25,000 .......................... 3,150 1,463 4,613 3,150 1,532 4,682 3,150 1,513 4,663 50 -19
$30,000 .......................... 4,232 1,755 5,987 4,232 1,839 6,071 4232 1,815 6,047 60 -24

$40,000 .......................... 6,848 1,931 8,779 6,848 2,452 9,300 6,848 2,287 9,135 356 -165
$50,000 .......................... 9,950 1.931 11.881 9,950 2,808 12,758 9,950 2,287 12,237 356 -521
$100,000 ......................... 28,880 1,931 30,811 28,880 2,808 31,688 28,880 2,287 31,167 356 -521

I Social security tax calculated under prior law rate and base for 1979
(6.05 percent and $18.900), employees' share only.

IAssumes deductible expenses equal to 23 percent of income.
v 5.85 percent tax rate: $16,500 maximum taxable earnings.

4 Assumes extension of expiring 1977 provisions.
' 6.13 percent tax rate; $22,900 maximum taxable earnings.
* Each spouse assumed to earn 50 percent of Income,

0
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TABLE 5C.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER ALTERNATIVE (SENATOR NELSON)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1979 tax under alternative' Change in tax
Income Income Income1979 levels of wage Income tax 2 FICA tax 3 Totaltax tax 2 FICA tax Total tax tax FICA tax TOWa tax

$5,000........................ -$400 $292 -$108 -$300 $303 $3 $100 $10 $110$10,000 ........................... 291 585 876 446 605 1,051 155 20 175$15,000........................... 1,205 877 2,083 1,330 908 2,238 125 30 155
$20,000 ............................ 2,014 1,087 3,101 2,180 1,143 3,323 166 56 222 W$25,000. .......................2,932 1,087 4,019 3,150 1,143 4,293 218 56 275'?. ............................. 3,945 1,087 5,032 4,232 1,143 5,375 287 56 343$40,000 ............................ 6,313 1,087 7,400 6,848 1,143 7,991 535 56 591$50,000. 9,193 1,087 10,280 9,950 1,143 11,093 757 56 814$100,000 ........................ 27,666 1,087 28,753 28,880 1,143 30,023 1,214 56 1,270

'FICA tax calculated under prior law rate and base for 1979 (6.05 percent ' Calculated under prior law rate for 1977 (S.85 Percefst)a nd prior law baseand $18.900) employees' share only. for 1977 ($16,5W).Assumes deductible equal to 23 percent of income. Assumes a 12.6-percent increase in income from 1977 to 1979.Asue 1Z.ecn nraeI noefo 97t 99



TABLE 5D.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT
LAW VERSUS 1979 TAX UNDER ALTERNATIVE (SENATOR NELSON), (1979 DOLLARS) 4-PERSON, 2-EARNER FAMIUES'

1977 tax under present law 1979 tax under alternative, Change in tax
Income Income Income

1979 levels of wage income tax a FICA tax ' Total tax tax 5  FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$300 $303 $3 $100 $10 $110
$10,000 ............................ 291 585 876 446 1 605 1,051 155 20 175
$15,000 ............................ 1,205 877 2,083 1,330 908 2,238 125 30 155 I-,

$20,000 ............................ 2,014 1,170 3,184 2,180 1,210 3,390 166 40 206 14
$25,000 ............................ 2,932 1,463 4,394 3,150 1,513 4,663 218 50 268
$30,000 ............................ 3,945 1,755 5,700 4,232 1,815 6,047 287 60 347

$40,000 ............................ 6,313 2,174 8,487 6,848 2,287 9,135 535 113 648
$50,000 ............................ 9,193 2,174 11,367 9,950 2,287 12,237 757 113 870
$100,000 ........................... 27,666 2,174 29,840 28,880 2,287 31,167 1,214 113 1,326

1 FICA tax calculated under prior law rate and base for 1979 (6.05 percent ' Calculated under prior law rate for 1977 (5.85 percent) and prior law base
and $18,900), employees' share only. for 1977 ($16,500), employees' share only.

2 Assumes each spouse earns 50 percent of total family Income. *Assumes a 12.6-percent increase in Income from 1977 to 1979..
$Assumes deductible expenses equal to 23 percent of income.



TABLE 5E.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977TAX UNDER PRESENT LAW VERSUS1980 TAX UNDER ALTERNATIVE (SENATOR NELSON) 1 (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1979 levels of wage income

1977 tax under present law
Income

tax 2 FICA tax I Total tax

1980 tax under alternative'
Income

tax 2 FICA tax Total tax

Cange in tax
Incometax FICA tax

tax FICA tax Tots) tax
$5.000 .....................$10,000 ..........................$15,000 ............................
$20,000. ....................

$30,0Q0 ............................
$4,,00 ......................... .50,000 ...................... "....$1oo.ooo ........................ :...

-$400
291

1,205

2,014
2,932
3,945

6,313
9,193

27,666

$292 -$108
585 876
877 2.083

1,087
1,087
1,087

1,087
1,087
1,087

3,101
4,019
5,032

7,400
10,280
28,753

I FICA tax calculated under prior law rate and base for 1980 (6.05 percent; nd $20.400) employees, share only.Assumes deductible equal to 23 percent of income.'4!,qLtqo urdor prior law rat# for 1977 (5.85 percent) aq4 prior law 0#*9

for 1977 ($16.500).
-'Ssqtv an increase in income equal to 12.6 percent from 1977 to 1979and 5,7 pqrnt trom 1979 to 190.

-$257
521

1,387

2,270
3,271
4,403

7.122
10.335
29,401

$303
605
908

1.167
1.167
1,167

1.167
1.167
1,167

$46
1,126
2,295

3.438
4,439
5,570

8.289
11.502
30,568

$143
230
182

256
339
458

809
1.142
1,734

$10
20
30

80
80
80

80
8080

$153
250
212 __

337
420
538

889
1,223
1,815

Total tax



TABLE 5F.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977TAX UNDER PRESENT LAW VERSUS

1980 TAX UNDER ALTERNATIVE (SENATOR NELSON)1 (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1980 tax under alternative Change in tax

Income Income Income
1979 levels of wage income tax A FICA tax ' Total tax tax a FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$257 $303 $46 $143 $10 $153
$10,000 ............................ 291 585 876 521 605 1.126 230 20 250
$15,000 ............................ 1,205 877 2,083 1.387 908 2.295 182 30 212

$20,000 ........................... 2,014 1,170 3,184 2,270 1,210 3,480 256 40 296
$25,000 ........................... 2,932 1,463 4,394 3,271 1,513 4.784 339 50 389
$30,000 ........................... 3.945 1,755 5.700 4,403 1.815 6,218 458 60 518

$40,000 ............................ 6.313 2,174 8,487 7,122 2.335 9,457 809 161 970
$50,000 ............................ 9.193 2,174 11,367 10,335 2.335 12,670 1.142 161 1,303
$100,000 ........................... 27.666 2,174 29,840 29,401 2.335 31,736 1,734 161 1,895

i FICA tax calculated under prior law rate and base for 1980 (6.05 percent
and $20.400). employees' share only.

'Assumes each spouse earns 50 percent of total family Income.
'Assumes deductible expenses equal to 23 percent of income.

4 Calculated under prior law rate for 1977 (5.85 percent) and prior law base
for 1977 ($16,500). employees' share only.

'Assumes an Increase in income equal to 12.6 percent from 1977 to 1979
and 5.7 percent from 1979 to 1980.



TABLE 6A.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2741 (SENATOR DOMENICI) AS OF 1979: 4 PERSON, 1-EARNER FAMILIES

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2741 9 Change in total taxes

From
1979
taxesSocial Social Social From underIncome security Income security Income security 1977 presentWage Income tax a tax 8 Total tax S, tax 4 Total tax, tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$314 $306 -$8 0 -$14$10,000 .......................... 446 585 1,031 446 613 1.059 418 613 1gi31 0 -28$15,000 .......................... 1,330 877 2,207 1,330 920 2.250 1.288 920 7 0 -43
$20,000 ......................... 2,180 965 3.145 2.180 1,226 3.406 2,124 1.226 3,350 $205 -56$25,000 .......................... 3,150 965 4.115 3,150 1,404 4.554 3,086 1,404 4,490 375 -- 64$3,000 .......................... 4,232 965 5,197 4,232 1A404 5.636 4.168 1.404 5.572 375 -64
$40,000 .......................... 6,848 965 7,813 6,848 1,404 8.252 6,784 1.404 8,188 375 -64$50,000 .......................... 9.950 965 10.915 9.950 1.404 11,354 9 886 1.404 11,290 375 -64$100,000 ......................... 28,880 965 29,845 28,880 1.404 30.284 28,816 1.404 30,220 375 --64

I Social security tax calculated under present law rate and base for 1979(6.13 percent and $22.900) employees share only. Income tax reduced byrefundable credit equal to the Increase In FICA liability due to the change inthe rate from the prior law rate for 1977 (5.85 percent).

SAssures deductible expenses equal to 23 percent of income.
a.85 percent tax rate- 16.500 maximum tmble earnings.
Assumes extension of expiring 1977 provisions.

'6.13 percent tax rate; $22.90 maximum taxable earnings.

0CD
-4



I

TABLE 6B.--COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979. AND

S. 2741 (SENATOR DOMENICI) AS OF 1979: 4-PERSON. 2.EARNER FAMIUES ,

1977 taxes 1979 texs: Present low 1979 taxes: S 2741 Chengelint tl taes

From
1979
taxes

Social social Social From under
I e *@curt IncomeIncome secure 1977 Prement

We"- Income tx I tax a Total U " t Totl tax 9 tax Total taxes law

5000 ........................... -S300 $292 -$8 -$300 $306 $6 -$314 $306 -$8 0 -$14

$10.000 .......................... 446 585 2,031 446 613 1.059 418 613 1.031 0 -28

$15.000 .......................... 1,330 877 2.207 1,330 920 2.250 1.288 920 2.207 0 -43

$20.000 .......................... 2.180 1,170 3.350 2.180 1.226 3.406 2.124 1.226 3.350 0 -56

$25,000 .......................... 3.150 1.463 4,613 3.150 1,532 4.682 3,080 1532 4,612 0 -70

$30,000 .......................... 4.232 1.755 5.967 4,232 1,839 6,071 4,148 1.839 5.967 0 -84

$40.000 .......................... 6,848 1.931 8,779 6,848 2.452 9.300 6.736 2.452 9.188 $409 -112

$50,000 .......................... 9.950 1.931 11.881 9,950 2.308 12.758 9.822 2.808 12.630 749 -128

$100.000 ......................... 28880 1.931 30,811 28.880 2,80 31.688 28.752 2.808 31.560 749 -128

' Social security tax calculated under present low raft and bee in 1979 9 5.AS percet tax rate- $16,50 maximum teaie earns.
(6.13 t and S22.900 emPlio~es shae o Income tax reduced by *Aesumes eiob 1977 prOns.
refjndble credit e Ia to increase in FICA Iablity due to the changein S63pecttarte Z.0mammtxaesrng.
the rate romn the p qew rate for 3977 (S.6S percent). *Each spouse ansumed to earn 50 oercent of inCOme.

v Assumes deuctble expenses equal to 23 percent of income.



t TABLE 6C.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS

T 1979 TAX UNDER S. 2741 (SENATOR DOMENICI)1 (1979 DOLLARS) 4-PERSON, 1-.EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2741 Change in tax

Income Income Income

1979 levels of wage Income tax 2 FICA tax a Total tax tax I FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$314 $306 -$8 $86 $14 $100

$10,000 ............................ 291 585 876 418 613 1,031 127 28 155

$15,000 ....... .................... 1,205 877 2,083 1,288 919 2,207 83 42 125

$20,000 ............................ 2,014 1,087 3,101 2,124 1,226 3,350 110 139 249

$25,000 ............................ 2,932 1,087 4,019 3,086 1,404 4,490 154 317 471

$30,000 ............................ 3,945 1,087 5,032 4,168 1,404 5,572 222 317 539

$40,000 ............................ 6,313 1,087 7,400 6,784 1,404 8,188 471 317 788

$50,000 ......................... 9,193 1,087 10,280 9,886 1,404 11,290 693 317 1,010

$100,000 ........................... 27,666 1,087 28,753 28,816 1,404 30,220 1,150 317 1,466

* acuaedude rirla at or177..... percent .ari prora__

v FICA calculated under present law rate and base for 1979 (6.13 percent
and $22,900) employees' share only. I income tax reduced by refundable credit
equal to the increase in FICA liability due to the change In the rate from the
prior law rate for 1977 (5.85 percent).

2 Assumes deductible equal to 23 percent of income.

I Calculated under prior law rate for 1977 (5.85 percent) and prior law basefor 1977 ($16.500).
*Assumes a 12.6-percent increase in Income from 1977 to 1979.

D
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TABLE 6D.--COM BINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2741 (SENATOR DOMENICI)1 (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1979 tax under S. 2741 Change in tax
Income Income Income1979 levels of wage income tax 3 FICA tax 4 Total tax tax 3  FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$314 $306 -$8 $86 $14 $100$10,000 ............................ 291 585 876 418 613 1,031 127 28 155$15,000 ............................ 1,205 877 2,083 1,288 919 2,207 83 42 125
$20,000 ............................ 2,014 1,170 3,184 2,124 1,226 3,350 110 56 166$25,000 ............................ 2,932 1,463 4,394 3,080 1,533 4,613 148 70 218$30,000 ............................ 3,945 1,755 5,700 4,148 1,839 5,987 203 84 287

$40,000 ............................ 6.313 2,174 8,487 6,736 2,452 9,188 423 278 701$50,000 ............................ 9,193 2,174 11,367 9,822 2,808 12,630 629 633 1,262$100,000 ........................... 27,666 2,174 29,840 28,752 2,808 31,560 1,085 633 1,719

I FICA calculated under present law rate and base for 1979 (6.13 percentand $22,900), employees share only. Income tax reduced by refundable
credit equal to the increase in FICA liability due to the change in the rate from
the prior law rate for 1977 (5.85 percent).

2 Assumes each spouse earns 50 percent of total family income.

I Assumes deductible expenses equal to 23 percent of income.
4 Calculated under prior law rate for 1977 (5.85 percent) and prior law basefor 1977 ($16,500). employees' share only.
*Assumes a 12.6-percent increase in income from 1977 to 1979.

0



TABLE 6E.-COMBINED INCOME'AND SOCIAL SECURITYAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS

1980 TAX UNDER S. 2741 (SENATOR DOMENICI)l (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1986 tax under S. 27411 Change in tax

Income Income Income
1979 levels of wage income tax 3 FICA tax a Total tax tax FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$271 $306 $36 $129 $14 $143
$10,000 ............................ 291 585 876 493 613 1,106 202 28 230
$15,000........................ 1,205 877 2,083 1,345 919 2,265 140 42 182

$20,000 ............................ 2,014 1,087 3,101 2,214 1,226 3,440 200 139 339
$25,000 ............................ 2,932 1 1,087 4,019 3,203 1,502 4,704 271 415 686
$30,000............................ 3,945 1,087 5,032 4,334 1,502 5,836 389 415 804

$40,000 ............................ 6,313 1,087 7,400 7,053 1,502 8,555 740 415 1,155
$50,000 ............................ 9,193 1,087 10,280 10,266 1,502 11,763 1,074 415 1,488
$100,000 ........................... 27,666 1,087 28,753 29,332 1,502 30,834 1,666 415 2,081

, FICA calculated under present law rate and base for 1980 (6.13 percent a Calculated under prior law rate for 1977 (5.85 percent) and prior law
and $25,900) employees' share only. Income tax reduced by refundable base for 1977 ($16,500).
credit equal to the increase in FICA liability due to the change in the rate *Assumes an increase in Income equal to 12.6 percent from 1977 to 1979
frcm the prior law rate for 1977 (5.85 percent). and 5.7 percent from 1979 to 1980.

a Assumes deductible equal to 23 percent of Income. i



TABLE 6F.--COM BI NED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2741 (SENATOR DOMENICI)' (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1980 tax under S. 2741 Change in tax
Income Income Income1979 levels of wage Income tax FICA tax 4  Total tax tax I FICA tax Total tax tax FICA tax Total tax

1

$5,000 ............................. -$400 $292 -$108 -$271 $306 $36 $129 $14 $143
$10,000 ............................ 291 585 876 493 613 1,106 202 28 230
$15,000 ............................ 1,205 877 2,083 1,345 919 2,265 140 42 182

$20,000 ............................ 2,014 1,170 3,184 2,214 1,226 3,440 200 56 256
$25,000 ............................ 2,932 1,463 4,394 3,201 1,533 4,734 269 70 339
$30,000 ..... ...................... 3,945 1,755 5,700 4,319 1,839 6,158 374 84 458

$40,000 ............................ 6,313 2,174 8,487 7,010 2,452 9,462 697 278 975
$50,000 ............. I ............... 9,193 2.174 11,367 10,198 3,003 13,201 1,005 829 1,835
$100,000 ........................... 27,666 2,174 29,840 29,263 3,003 32,267 1,597 829 2,426

'FICA calculated under present law rate and base for 1980 (6.13 percent
and $25.900). employees' share only. Income tax reduced by refundable
credit equal to the increase In FICA ability due to the change in the rate
from the prior law rate for 1977 _5.85 percent). Income.SAssumes each spouse earns 0 percent of total family

Au deductible expenses equal to 23 percent of income.

4 Calculated under prior law rate for 1977 (5.85 percent) and prior law base
for 1977 ($16,500). employees' share only.

*Assumes an increase in Income equal to 12.6 percent from 1977 to 1979
*nd 5.7 percent from 1979 to 1980.

tO3

C



"TABLE 7A.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2746 (SENATOR HATFIELD) AS OF 1979: 4-PERSON, 1-EARNER FAMILIES

1977 taxes 1979 taxes: Present law 1979 taxes: S. 27461 Change in total taxes

From
1979
taxesSocial Social Social From underIncome security ' Income security Income security 1977 presentWage income tax 2 tax 2 Total tax 2 4 tax S Total tax 2 tax Total taxes law

$5,000 ........................... -- $300 $292 -$8 -$300 $306 $6 -$300 $292 -$8 0 -$14
$10,000 .......................... 446 585 1,031 446 613 1,059 446 585 1,031 0 -28
$15,000 .......................... 1,330 877 2,207 1,330 920 2,250 1,330 877 2,207 0 -43

$20,000 .......................... 2,180 965 3,145 2,180 1.226 3,406 2,180 1,170 3,350 $205 -56
$25.000 .......................... 3,150 965 4,115 3,150 1,404 4,554 3,150 1,340 4,490 375 -64
$30,000 .......................... 4,232 965 5,197 4,232 1,404 5,636 4,232 1,340 5,572 375 -64

$40,000 .......................... 6,848 965 7,813 6,848 1,404 8,252 6,848 1,340 8,188 375 -64
$50.000 .......................... 9,950 965 10,915 9,950 1,404 11,354 9,950 1,340 11,290 375 -64$100,000 ......................... 28,880 965 29,845 28,880 1,404 30,284 28,880 1,340 30,220 375 -64

' 1979 Social security tax calculated under prior law rate for 1977 (5.85
Iper nt) and present law base for 1979 ($22,900), employees' share only.

'Assumes deductible expenses equal to 23 percent of income.
8 5.85 percent tax rate- $16,500 maximum taxable earnings.
4 Assumes extension of expiring 1977 provisions.
& 6.13 percent tax rate; $22,900 maximum taxable earnings.



TABLE 7B.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2746 (SENATOR HATFIELD)' AS OF 1979: 4-PERSON, 2-EARNER FAMILIES*

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2746 1 Change In total taxes

From
1979
taxesSocial Social Social From underIncome security Income security Income security 1977 presentWage income tax ' tax 3 Total tax ' tax A Total tax ' tax Total taxes law

:55,U0 ..........................
$10,000 .........................
$15,000 ..........................

$20,000 ..........................
$25,000 ..........................
$30,000 ..........................

$40,000 ..........................
$50.000 ..........................
$100,000 .........................

-$300
446

1,330

2,180
3,150
4,232

6,848
9,950

28.880

$292 -$8
585 1,031
877 2,207

1,170
1,463
1,755

1,931
1,931
1,931

3,350
4,613
5,987

8,779
11,881
30,811

-$300
446

1,330

2,180
3,150
4,232

6,848
9,950

28,880

-$306
613
920

1,226
1,532
1,839

2,452
2,808
2,808

$6
1,059
2,250

3,406
4,682
6,071

9,300
12,75831,688

31,688 28,880 2,679 31,559 748 -129

-$300
446

1,330

2,180
3,150
4,232

6,84,
9,95028,880

$292 -$8
585 1,031
877 2,207

1,170
1,463
1,755

2,340
2,6792,679

3,350
4,613
5,987

9,188
12,62931,559

0
0
0

0
00

$409 -112
748 -129748 -129

1 1979 Social security tax calculated under prior law rate for 1977 (5.85percent) and present law base for 1979 ($22,900), employees' share only.'Assumes deductible expenses equal to 23 percent ot income.'5.85 percent tax rate; $16,500 maximum taxable earnings.

4 Assumes extension of expiring 1977 provisions.
'16.13 percent tax rate; $22,900 maximum taxable earnings.
*Each spouse assumed to earn 50 percent of income.

-$14
-28
--43

-56
-69-84



TABLE 7C.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2746 (SENATOR HATFIELD)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2746, Change in tax

Income Income Income
1979 levels of wage income tax 2 FICA tax' Total tax tax 2 FICA tax Total tax tax FICA tax Total tax

$5,000 .............................
$10,000 ............................
$15,000 ...... ..............

$20,000 ............................
$25,000 ............................
$30,000 ............................

$4 ,000 ............................
$50,000 ............................
$100,000 ...........................

-$400
291

1,205

2,014
2,932
3,945

6,313
9,193

27,666

$292 -$108
585 876
877 2,083

1,087
1,087
1,087

1,087
1,0871,087!

3,101
4,019
5,032

7,400
10,280
28,753

-$300
446

1,330

2,180
3,150
4,232

6,848
9,950

28,880

$292 -$8
585 1,031
877 2,207

1,170
1,340
1,340

1,340
1,340
1,340

3,350
4,490
5,572

8,188
11,290
30,220

$100
155
125

166
218
287

535
757

1,214

253 788
253 1,010
253 1,466

1 1979 FICA tax calculated under prior law rate for 1977 k5.85 percent) and
present law base for 1979 ($22.900). employees' share only.

'Assumes deductible equai w 23 percent of income.

a Calculated under prior law rate for 1977 (5.85 percent) and prior law base
for 1977 ($16,500).

*Assumes a 12.6-percent increase in income from 1977 to 1979.

0
0
0

$83
253
253

$100
155
125 'm

249 C.A
471
539



TABLE 7D.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2746 (SENATOR HATFIELD)' (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 3

1977 tax under present law 1979 tax under S. 2746 ' Change In tax
Income Income Income1979 levels of wage income tax a FICA tax Total tax tax a FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$300 $292 -$8 $100 0 $100$10,000 ............................ 291 585 876 446 585 1,031 155 0 155$15,000 ............................ 1,205 877 2083 1,330 877 2,207 125 0 125

$20,000 ............................ 2,014 1,170 3,184 2,180 1,170 3,350 166 0 166 --$25,000 ............................ 2,932 1,463 4,394 3,150 1,463 4,613 218 0 218
$30,000 ............................ 3,945 1,755 5,700 4,232 1,755 5,987 287 0 287
$40,000 ........................... 6,313 2,174 8,487 6,848 2,340 9,188 535 $166 701$50,000 ............................ 9,193 2,174 11,367 9,950 2,679 12,629 757 505 1,262$100,000 ........................... 27,666 2,174 29,840 28,880 2,679 31,559 1,214 505 1,719

1 1979 FICA tax calculated under prior law rate for 1977 (5.85 percent) and oCalculated under prior law rate for 1977(5.85 percent) and prior law basepresent law base for 1979 ($22,900). employees' share only. for 1977 ($16500), employees* share only.2 Assumes each spouse earns 50 percent of total family income. *Assumes a 12.6-percent Increase In Income from 1977 to 1979.
I Assumes deductible expenses equal to 23 percent of income.



TABLE 7E.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2746 (SENATOR HATFIELD), (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2746 Change in tax

Income Income Income
1979 levels of wage income tax ' FICA tax I Total tax tax 2 FICA tax Total tax tax FICA tax Total tax

$5,000 ...................... I ...... -$400 $292 -$108 -$257 $292 $36 $143 0 $143
$10,000 ............................ 291 585 876 521 585 1,106 230 0 230
$15,000 ............................ 1,205 877 2,083 1,387 877 2,265 182 0 182 O-,

$20,000 ........................... 2.014 1,087 3,101 2,270 1,170 3,440 256 $83 339 "4
$25,000 ............................ 2,932 1,087 4,019 3,271 1,433 4,704 339 346 686
$30,000 ............................ 3,945 1,087 5,032 4,403 1,433 5,836 458 346 804

$40,000 ............................ 6.313 1,087 7,400 7.122 1,433 8,555 809 346 1,155
$50,000 ............................ 9,193 1,087 10,280 10,335 1,433 11,768 1,142 346 1,488
$100,000 ........................... 27,666 1,087 28,753 29,401 1,433 30,834 1,734 346 2,081

' 1979 FICA tax calculated under prior law rate for 1977 (5.85 percent) and a Calculated under prior law rate for 1977 (5.85 percent) and prior law base
present law base for 1980 ($25.900), employees' share only. for 1977 ($16.500).

a Assumes deductible equal to 23 percent of income. "Assumes an increase in income equal to 12.6 percent from 1977 to 1979
end 5.7 percent from 1979 to 1980.



TABLE 7F.-COMBI NED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2746 (SENATOR HATFIELD) '(1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1980 tax under S. 2746 Change in tax
Income Income Income1979 levels of wage income tax FICA tax 4 Total tax tax 3  FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$257 $292 $36 $143 0 $143$10,000 ............................ 291 585 876 521 585 1,106 230 0 230$15,000 ............................ 1,205 877 2,083 1,387 877 2.265 182 0 182
$20,000 ........................... 2,014 1,170 3,184 2,270 1,170 3,440 256 0 256$25,000 ............................ 2,932 1,463 4,394 3,271 1,463 4,734 339 0 339$30,000 ............................ 3,945 1,755 5,700 4,403 1,755 6.158 458 0 458
$40,000 ............................ 6,313 2,174 8,487 7,122 2,340 9,462 809 $166 975$50,000 ............................ 9,193 2,174 11,367 10,335 2,866 13,201 1,142 692 1,835$100,000 ........................... 27,666 2,174 29,840 29.401 2,866 32,267 1,734 692 2,427

1 1979 FICA tax calculated under prior law rate for 1977 (5.85 percent) andpresent law base for 1980 ($25.000). employees' share only.
I Assumes each spouse earns 50 percent of total family income.
I Assumes deductible expenses equal to 23 percent of income.

4 Calculated under prior law rate for 1977 (5.85 percent) and prior law basefor 1977 ($16,500). employees' share only.
*Assumes an increase in income equal to 12.6 percent from 1977 to 1979and 5.7 percent from 1979 to 1980.



TABLE 8A.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2808 (SENATOR DOLE) AS OF 1979: 4 PERSON, 1-EARNER FAMILIES

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2808 Change in total taxes

From
1979
taxes

Social Social Social From under
Income security Income security Income security 1977 present

Wage income tax 2 tax 3 Total tax' 2 tax & Total tax I tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$361 $305 -$55 -$47 -$61
$10,000 .......................... 446 585 1,031 446 613 1,059 323 613 936 -95 -123
$15,000 .......................... 1,330 877 2,207 1,330 920 2,250 1,146 919 2,065 -142 -185

$20,000 .......................... 2,180 965 3,145 2,180 1,226 3,406 1,935 1,226 3,161 16 -245
$25,000 .......................... 3,150 965 4.115 3,150 1,404 4,554 2,869 1,404 4,273 158 -281
$30,000 .... I ..................... 4,232 965 5,197 4,232 1,404 5,636 3,951 1,404 5.355 158 -281

$40,000 .......................... 6,848 965 7,813 6,848 1,404 8,252 6,567 1,404 7,971 158 -281
$50,000 .......................... 9,950 965 10,915 9.950 1,404 11,354 9,669 1,404 11.073 158 -281
$100,000 ......................... 28,880 965 29,845 28,880 1,404 30,284 28,599 1,404 30,003 158 -281

I Social security tax calculated under present law rate and base for 1979
(6.13 percent and $22,900), employees share only. Income tax reduced by
refundable credit equal to 20 percent of employee social security tax.

'Assumes deductible expenses equal to 23 percent of income.

35.85 percent tax rate: $16,500 maximum taxable earnings.
4 Assumes extension of exoiring 1977 provisions.
A 6.13 percent tax rate; $22,900 maximum taxable earnings.



TABLE 8B.--COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2808 (SENATOR DOLE)I AS OF 1979: 4-PERSON, 2-EARNER FAMILIES*

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2808 1 Change in total taxes

From
1979
taxes

Social Social Social From under
Income security Income security Income security 1977 present

Wage income tax 3 tax a Total tax 2 4  tax a Total tax 2 tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$361 $306 -$55 -$47 -$61
$10,000 .......................... 446 585 1,031 446 613 1,059 323 613 936 -95 -123
$15,000 .......................... 1,330 877 2,207 1,330 920 2,250 1,146 920 2,066 -141 -184

$20,000 .......................... 2,180 1,170 3,350 2,180 1.226 3.406 1,935 1,226 3,161 -189 -245
$25,000 .......................... 3,150 1,463 4,613 3,150 1,532 4.682 2,844 1,532 4,376 -237 -307
$30,000 .......................... 4,232 1,755 5,987 4,232 1,839 6,071 3,864 1,839 5,703 -284 -368

$40,000 .......................... 6,848 1,931 8,779 6,848 2,452 9,300 6,358 2,452 8,810 31 -490
$50,000 .......................... 9,950 1,931 11,881 9,950 2,808 12,758 9,388 2,808 12,196 315 -562
$100,000 ......................... 28,880 1,931 30,811 28,880 2,808 31,688 28,318 2,808 31,126 315 -562

I Social security tax calculated under present law rate and base for 1979
(6.13 percent and $22,900), employees' share only. Income tax reduced by
refundable credit equal to 20 percent of employee social security tax.

x Assumes deductible expenses equal to 23 percent of inc~me.

2 5.85 percent tax rate- $16,500 maximum taxable earnings.
d Assumes extension of expiring 1977 provisions.
A 6.13 percent tax rate; $22.900 maximum taxable earnings.
*Each spouse assumed to earn 50 percent of Income.



TABLE 8C.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2808 (SENATOR DOLE)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2808 I Change in tax
Income Income Income1979 levels of w~ge income tax ' FICA tax a Total tax tax 2 FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$361 $306 -$55 $39 $14 $53$10,000 ............................ 291 585 876 323 '613 936 32 28 60$15,000 ............................ 1,205 877 Z083 1,146 919 2,065 -59 42 -17
$20,000 ............................ 2,014 1,087 3,101 1,935 1,226 3,161 -79 139 60$25,000 ............................ 2,932 1,087 4,019 2,869 1,404 4,273 -63 317 254$30,000 ............................ 3,945 1,087 5,032 3,951 1,404 5,355 6 317 323
$40,000 ............................ 6,313 1,087 7,400 6,567 1,404 7,971 254 317 571$50,000 ............................ 9,193 1,087 10,280 9,669 1,404 11,073 476 317 793$100,000 ........................... 27,666 1,087 28,753 28,599 1,404 30,003 933 317 1,250

1 FICA calculated under present law rate and base for 1979 (6.13 percentand $22,900), employees share only. Income tax reduced by refundable
credit equal to 20 percent of employee social security tax.

2 Assumes deductible equal to 23 percent of income.

2 Calculated under prior law rate for 1977 (5.85 percent) and prior law basefor 1977 ($16,500).
*Assumes a 12.6 percent increase in income from 1977 to 1979.



TABLE8D.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL I NCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2808 (SENATOR DOLE) 1 (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1979 tax under S. 2808 I Change in tax
I ncome Income Income1979 levels of wage income tax a FICA tax 4 Total tax tax a FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$361 $306 -$55 $39 $14 $53$10,000 ............................ 291 585 876 323 613 936 32 28 60
$15,000 ............................ 1,205 877 2,083 1,146 919 2,065 -59 42 -17
$20,000 ............................ 2,014 1,170 3,184 1.935 1,226 3,161 -79 56 -23$25,000 ............................ 2,932 1,463 4,394 2,843 1,533 4,376 -88 70 -18
$30,000 ............................ 3,945 1,755 5,700 3,864 1,839 5,703 -81 84 3
$40,000 ............................ 6,313 2,174 8,487 6,358 2,452 8,810 45 278 322
$50,000 ............................ 9,193 2,174 11,367 9,388 2,808 12,196 196 633 829
$100,000 ........................... 27,666 2,174 29,840 28,318 2,808 31,126 652 633 1,286

I FICA calculated under present law rate and base for 1979 (6.13 percent
and $22,900), employees share only. Income tax reduced by refundable
credit equal to 20 percent of employees' social security tax.

2Assumes each spouse earns 50 percent of total family income.

IAssumes deductible expenses equal to 23 percent of Income.
Calculated under prior law rate for 1977 (5.85 percent) and prior law base

for 1977 ($16,500). employees' share only.
*Assumes a 12.6-percent increase in income from 1977 to 1979.



TABLE 8E.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES.#* 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2808 (SENATOR DOLE)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2808 Change in tax

Income Income Income
1979 levels of wage income taxI FICA tax ' Total tax tax1  FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$318 $306 -$11 $82 $14 $96
$10,000 ............................ 291 585 876 398 613 1,011 107 28 135
$15,000 ......................... 1,205 877 2,083 1,203 919 2,123 -2 42 40

$20,000 ............................ 2,014 1,087 3,101 2,025 1,226 3,251 11 139 150 WA
$25,000 ............................ 2,932 1,087 4,019 2,971 1,502 4,473 39 415 454
$30,000 ............................ 3,945 1,087 5,032 4,103 1,502 5,604 157 415 572

$40,000 ............................ 6,313 1,087 7,400 6,822 1,502 8,323 508 415 923
$50,000 ............................ 9,193 1,087 10,280 10,035 1,502 11,536 842 415 1,257
$100,000 ........................... 27,666 1,087 28,753 29,100 1,502 30,602 1,434 415 1,849

1 FICA calculate under present law rLte and base for 1980 (6.13 percent 2 Calculated under prior law rate for 1977 (5.85 percent) and prior law base
and $25.900). employees share only. Income tax reduced by refundable for 1977 ($16.500).
credit equal to 20 percent of employee social security tax. 0 Assumes an increase in income equal to 12.6 percent from 1977 to 1979

2 Assumes deductible equal to 23 percent of income, and 5.7 percent from 1979 to 1980.



TABLE 8F.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2808 (SENATOR DOLE)' (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2808 ' Change in tax
Income Income Income1979 levels of wage income tax ' FICA tax ' Total tax tax 3 FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$318 $306 -$11 $82 $14 $96$10,000 ............................ 291 585 876 398 613 1,011 107 28 135$15,000 ............................ 1,205 877 2,083 1,203 919 2,123 -2 42 40
$20,000 ........................... 2,014 1,170 3,184 2,025 1,226 3,251 11 56 67$25,000 ............................ 2,932 1,463 4,394 2,965 1,533 4,497 33 70 103$30,000 ............................ 3,945 1,755 5,700 4,035 1,839 5,874 90 84 174
$40,000 ............................ 6,313 2,174 8,487 6,631 2,452 9,083 318 278 596$50,000 ............................ 9,193 2,174 11,367 9,734 3,003 12,738 542 829 1,371$100,000 ................... ; ........ 27,666 2,174 29,840 28,800 3,003 31,804 1,134 829 1,963

I FICA calculated under present law rate and base for 1980 (6.13 percentand $25.900), employees share only. Income tax reduced by refundablecredit equal to 20 percent of employee social security tax.
2 Assumes each spouse earns 50 percent of total family income.I Assumes deductible expenses equal to 23 percent of income.

'Calculated under prior law rate for 1977 (5.85 percent) and prior law basefor 1977 ($16,500). employees share Only.
*Assumes an increase in income equal to 12.6 percent from 1977 to 1979and 5.7 percent from 1979 to 1980.



to

r TABLE 9A.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2811 AND S. 2812 (SENATOR DANFORTH)1 AS OF 1979: 4-PERSON, 1-EARNER FAMILIESt1979 taxes: S. 2811 and

1977 taxes 1979 taxes: Present law S. 28121 Change in total taxes

Social
Income security Income

Wage income tax 2 tax' Total tax "6

$5,000 ............................ -$300 $292 -$8 -$300
$10,000 .......................... 446 585 1,031 446
$15,000 .......................... 1,330 877 2,207 1,330

$20,000 .......................... 2,180 965 3,145 2,180
$25,000 .......................... 3,150 965 4,115 3,150
$30,000 .......................... 4,232 965 5,197 4,232

$40,000 .......................... 6,848 865 7,813 6,848
$50.000 .......................... 9,950 965 10,915 9,950
$100,000 ......................... 28,880 965 29,845 28,880

1 Social security tax calculated under present law rates and base for 1979
(6.13 percent and $22,900), employees' share only. Income tax calculated
under S. 2811 proposals and reduced by a refundable credit equalto 10
percent of employee social security tax liability.

Social Social From
security Income security 1977

tax? Total tax2 tax Total taxes

$306 $6 -$431 $306 -$124 -$117
613 1,059 224 613 837 -194
920 2,250 1,109 920 2,029 -179

1,226 3,406 1,888 1.226 3,114 -31
1,404 4,554 2,788 1,404 4,192 77
1,404 5,636 3,802 1,404 5,205 8

1,404 8,252 6,386 1,404 7,789 -24
1,404 11,354 9,050 1,404 10,453 -462
1,404 30,284 27,528 1,404 28,931 -914

' Assumes deductible expenses equal to 23 percent of income.
8 5.85 percent tax rate* $16,500 maximum taxable earnings.
&Assumes extension O expiring 1977 provisions.
16.13 percent tax rate; $22.900 maximum taxable earnings.

From
1979
taxes
under

present
law

-$130
-222
-221

-292
-362
-431

-463
-901

-1,353



TABLE 9B.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND

S. 2811 AND S. 2812 (SENATOR DANFORTH)I AS OF 1979: 4-PERSON, 2-EARNER FAMILIES*

1979b'taxes: S. 2811 and
1977 taxes 1979 taxes: Present law S. 28121 Change in total taxes

From
1979
taxes

Social Social Social From under
Income secure Income Income security 1977 present

Wage income tax taxN Total taxG se xz Total tax, tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$431 $306 -$124 -$117 -$130

$10,000 ......................... 446 585 1,031 446 613 1,059 224 613 837 -194 -222
$15,000 .......................... 1,330 877 2,207 1,330 920 2,250 1,109 920 2,029 -179 -221

$20,000 .......................... 2,180 1,170 3,350 2,180 1,226 3,406 1,888 1,226 3,114 -236 -292
$25,000 .......................... 3,150 1,463 4,613 3,150 1,532 4,682 2.775 1,532 4,308 -305 -374
$30,000 .......................... 4,232 1,755 5,987 4,232 1,839 6,071 3,758 1,839 5,597 -390 -474

$40,000 .......................... 6,848 1,931 8,779 6,848 2,452 9,300 6,281 2,452 8,733 -46 -567
$50,000 .......................... 9,950 1,931 11,881 9,950 2,808 12,758 8,909 2,808 11,717 -164 -1,041

$100,000 ......................... 28,880 1,931 30,811 28,880 2,808 31,688 27,387 2,808 30,195 -616 -1,493

I Social security tax calculated under present law rates and base for 1979
(6.13 percent and $22,.900). employees share only. Income tax calculated
under S. 2811 proposal and reduced by a refundable credit equal to 10
percent of employee social security tax ability.

IrAssumes deductible expenses equal to 23 percent of income.

15.85 percent tax rate- $16,500 maximum taxable earnings.
' Assumes extension o expiring 1977 provisions.
6 6.13 percent tax rate: $22,900 maximum taxable earnings.
*Each spouse assumed to earn 50 percent of total family income.



TABLE 9C.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW VERSUS
1979 TAX UNDER S. 2811 AND S. 2812 (SENATOR DANFORTH)' (1979 DOLLARS) 4-PERSON. 1-EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2811 and S. 2812 1 Change in tax
Income Income i Income1979 levels of wage income tax 2  FICA tax ' Total tax tax 2 FICA tax Total tax tax FICA tax Total tax

$5.000 ............................. -$400 $292 -$108 -$431 $306 -$124 -$31 $14 -$17
$10,000 ............................ 291 585 876 224 613 837 -68 28 -40$15,000 ............................ 1,205 877 2,083 1,109 919 2,029 -96 42 -54

$20,000 ............................ 2,014 1,087 3,101 1,888 1,226 3,114 -126 139 13
$25,000 ............................ 2,932 1,087 4,019 2,788 1.404 4,192 -144 317 173 "
$30,000 ............................ 3,945 1,087 5,032 3,802 1,404 5,205 -144 317 173

$40,000 ............................ 6,313 1,087 7,400 6.386 1,404 7,789 73 317 389
$50,000 ............................ 9,193 1,087 10,280 9,050 1,404 10,453 -143 317 174
$100.000 ........................... 27,666 1,087 28,753 27,528 1,404 28,931 -139 317 178

1FICA calculated undor present law rate and base for 1979 (6.13 percent 'Assumes deductible equal to 23 percent of Income.and $22,900) employees' share only. Income tax calculated under S.2811 'Calculated under prior law rate for 1977 (5.85 percent) and prior law baseproposalsand reduced by a refundable credit equal to 10 percent of employee for 1977 ($16.500).FICA liability. *Assumes a 12.6-percent increase in income from 1977 to 1979.



TABLE 9D.--COMBI NED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS

1979 TAX UNDER S. 2811 AND S. 2812 (SENATOR DANFORTH) 1 (1979 DOLLARS) 4,-PERSON, 1-EARNER FAMILIES 2

1977 tax under present law 1979 tax under S. 2811 and S. 28121 Change in tax

Income Income Income
1979 levels of wage income tax a FICA tax ' Total tax tax 1 FICA tax Total tax tax FICA tax Total tax

$5,000 ........................... -$400 $292 -$108 -$431 $306 -$124 -$31 $14 -$17

$10,000 ......................... 291 585 876 224 613 837 -68 28 -40

$15,000 ........................ 1,205 877 2,083 1,109 919 2,029 -96 42 -54

$20,000 ......................... 2,014, 1,170 3,184 1,888 1,226 3,114 -126 56 -70

$25,000 ........................ 2,932 1,463 4,394 2,775 1,533 4,308 -157 70 -87

$30,000 ........................ 3,945 1,755 5,700 3,758 1,839 5,597 -187 84 -103

$40,000 ............................ 6,313 2,174 8,487 6,281 2,452 8,733 -32 278 246

$50,000 ........................ 9,193 2,174 11,367 8,909 2,808 11,717 -284 633 350

$100,000 ...................... 27,666 2,174 29,840 27,387 2,808 30,195 -279 633 354

Asums ..dutibe.xpese eqas ...... peren 0! .....

I FICA calculated under present law rate and base for 197? (6.13 percent
and $22,900), employees' share only. Income tax calculated under 5. 2811
proposals and reduced by a refundable credit equal to 10 percent of em-
ployee FICA liability.

3 Assumes each spouse earns 50 percent of total family Income.

a Assumes deductible expenses equal to 23 percent of income.4 Calculated under prior law rate for 1977 (5.85 percent) and prior law base
for 1977 ($16,500), employees' share only.

*Assumes a 12.6.percent Increase In Income from 1977 to 1979.



TABLE 9E.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW
VERSUS 1980 TAX UNDER S. 2811 AND S. 2812 (SENATOR DANFORTH) 1 (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2811 and S. 28121 Change In tax

Income Income Income
1979 levels of wage income tax 2  FICA tax I Total tax tax 2 FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$439 $306 -$132 -$39 $14 -$25
$10,000 ............................ 291 585 876 214 613 827 -77 28 -49
$15,000 ............................ 1,205 877 2,083 1,099 919 2,019 -106 42 -64

$20,000 ............................ 2,014 1,087 ,,101 1,875 1,226 3,101 -139 139 0
$25,000 ............................ 2,932 1,087 4,019 2,766 1,502 4,268 -166 415 249
$30,000 ............................ 3,945 1,087 5,032 3,777 1,502 5,279 -168 415 247

$40,000 ............................ 6,313 1,087 7,400 6,142 1,502 7,644 -171 415 244
$50,000 ............................ 9,193 1,087 10,280 9,022 1,502 10,524 -171 415 244
$100,000 ........................... 27,666 1,087 28,753 27,492 1.502 28,994 -174 415 241

1 FICA calculated under present law rate and base for 1980 (6.13 percent 2 Assume deductible equal to 23 percent of Income.
and $25,900) employees share only. Income tax calculated under S. 2811 ' Calculated under prior law rate for 1977 (5.85 percent) and prior law base
proposals and reduced by a refundable credit equal to 10 percent of employ- for 1977 ($16,500).
ee FICA liability. *Assumes an increase in income equal to 12.6 Percent from 1?7 q 1979

and 5.7 percent from 1979 to 1980.



TABLE9F.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW VERSUS
1980 TAX UNDER S. 2811 AND S. 2812 (SENATOR DANFORTH)1 (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES'

1977 tax under present law 1980 tax under S. 2811 and S. 2812 1 Change In tax

Income Income Income
1979 levels of wage income tax ' FICA tax ' Total tax tax I FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$439 $306 -$132 -$39 $14 -$25
$10,000 ............................ 291 585 876 214 613 827 -77 28 -49
$15,000 ............................ 1,205 877 2,083 1.099 919 2.019 -106 42 -64

$20,000 ............................ 2,014 1,170 3,184 1,875 1,226 3,101 -139 56 -83 c
$25,000 ............................ 2,932 1,463 4,394 2,763 1.533 4.295 -169 70 -99
$30,000 ............................ 3,945 1,755 5,700 3,744 1,839 5,583 -202 84 -118

$40.000 ............................ 6,313 2,174 8.487 6,047 2.452 8,499 -266 278 12
$50.000 ............................ 9,193 2.174 11,367 8.872 3.003 11,876 -321 829 509
$100,000 ........................... 27,666, 2,174 29,840 27,342 3,003 30,346 -324 829 505

1 FICA calculated under present law rate and base for 1980 (6.13 percent I Assumes deductible expenses equal to 23 percent of income.
and $25,900), employees' share only. Income tax calculated under S. 2811 ' Calculated under prior law rate for 1977 (5.85 percent) and prior law base
proposals and reduced by a refundable credit equal to 10 percent of em- for 1977 ($16,500), employees' share only.
ployee FICA liability. *Assumes an Increase in Income equal to 12.6 percent from 1977 to 1979

i Assumes each spouse earns 50 percent of total family income, and 5.7 percent from 1979 -to 1980.



TABLE 1OA.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979. AND

S. 2812 (SENATOR DANFORTH)' AS OF 1979: 4 PERSON. 1-EARNER FAMILIES

1977 taxes 1979 taxes: Present law 1979 taxes: S. 2812 1 Change in total taxes
From
1979
taxes

Social Social Social From under
Income ec Income security Income security 1977 present

Wage Income tax a x S taxi Total tax tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$331 $306 -$25 -$17 -$31 02
$10,000 .......................... 446 585 1,031 446 613 1,059 385 613 998 -33 -61 ,

$15,00 .......................... 1,330 877 2,207 1,330 920 2,250 1.238 920 2,158 -49 -92

$20,000 .......................... 2,180 965 3,145 2,180 1,226 3,406 2,057 1,226 3.283 138 -123
$25,000 .......................... 3,150 965 4,115 3,150 1,404 4,554 3.010 1.404 4,414 299 -140

$30,000 .......................... 4.232 965 5,197 4,232 1,404 5,636 4,092 1,404 5,496 299 -140

$40,000 .......................... 6,848 965 7.813 6,848 1.404 8,252 6,708 1.404 8,112 299 -140
$50,000 .......................... 9,950 965 10,915 9,950 1,404 11,354 9.810 1,404 11,214 299 -140

$100,000 ......................... 28,880 965 29,845 28,880 1,404 30,284 28,740 1,404 30,144 299 -140

' Social security tax calculated under present law rates and base for 1979 a 5.35 percent tax rate $16.500 maximum taxable earnings.
(6.13 percent and $22.900) employees' share only. Incoe tax reduced by a 4 Assumes extension of expiring 1977 provisions.
refundable credit equal to 1b percent of employee social security tax liability. 86.13 percent tax rate; $22,900 maximum taxable earnings.

' Assumes deductible expenses equal to 3 percent of Income.



TABLE 10B.-COMPARISON OF SOCIAL SECURITY AND INCOME TAXES UNDER 1977 TAX PROVISIONS-PRESENT LAW AS OF 1979, AND
S. 2812 (SENATOR DANFORTH)I AS OF 1979: 4 PERSON, 2-EARNER FAMILIES *

1977 taxes 1979 taxes: Present law 1979 taxes: S. 28121 Change in total taxes

From
1979~taxas

Social Soclat Social From under,
Income security Income security Income security 1977 presemt

Wage income tax3 tax' Total tax tax6 Total tax tax Total taxes law

$5,000 ........................... -$300 $292 -$8 -$300 $306 $6 -$331 $306 -$25 -$17 -$31
$10,000 .......................... 446 585 1,031 446 613 1,059 385 613 998 -33 -61
$15,000 .......................... 1,330 877 2,207 1,330 920 2,250 1,238 920 2,158 -49 -92

$20,000 .......................... 2,180 1,170 3,350 2,180 1,226 3,406 2,057 1,226 3,283 -67 -123
$25,000 .......................... 3,150 1,463 4,613 3,150 1,532 4,682 2,997. 1.532 4,529 -84 -153
$30,000 .................... j .... 4,232 1,755 5,987 4,232 1,839 6,071 4,048 1,839 5,887 -100 -184

$40,000 .........................., 6,848 1,931 8,779 6,848 2,452 9,300 6,603 2,452 9,055 276 -245
$50,000 .......................... 9,950 1,931 11,881 9,950 2,808 12,758 9,669 2.808 12,477 596 -281
$100,000 ......................... 28,880 1,931 30,811 28.880 2,808 31,688 28,599 2,808 31,407 596. -281

I Social security tax calculated under present law rates and base -for 1979
(6.13 percent and $22.900) employees share only. Income tax reduced aef__dable credit equal to ib percent of employee social securitytax liability.

a Assumes deductible expenses equal to 23 percent of Income.

'5.85 percent tax rate* $16,500 maximumtaxable earnings.
'Assumes extension of expiring 1977 provisions.
s 6.13 percenttax rate; $22,900 maximum taxable earnrihgs.
*Each spouse assumed to earn 50 percent of Income.

I."co
to



TABLE 10C.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW
VERSUS 1979 TAX UNDER S. 2812 (SENATOR DANFORTH)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2812 1 Change in tax

Income Income Income
1979 levels of wage income tax FICA tax I Total tax tax ' FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$331 $306 -$25 $69 $14 $83
$10,000 ............................ 291 585 876 385 613 998 93 28 121
$15,000 ........................... 1,205 877 2,083 1,238 919 2,158 33 42 75

$20,000 ....... ..................... 2,014 1,087 3,101 2,057 1,226 3,283 43 139 182
$25,000 ............................ 2,932 1,087 4,019 3,010 1,404 4,414 78 317 395
$30,000 ............................ 3,945 1,087 5.032 4,092 1,404 5,496 146 317 463

$40,000 ............................ 6,313 1,087 7,400 6,708 1,404 8,112 395 317 711
$50,000 ............................ 9,193 1,087 10,280 9,810 1,404 11,214 617 317 934
$100,000 ........................... 27,666 1,087 28,753 28,740 1,404 30,144 1,073 317 1,390

1 FICA calculated under present law rates and base for 1979 (6.13 percent 'Calculated under prior law rate for 1977 (5.85 percent) and prior law base
and $22,900), employees share only. Income tax reduced by a refundable for 1977 ($16,500).
credit equal to 10 percentt of employee FICA liability. *Assumes a 12.6-percent increase In Income from 1977 to 1979.

'Assumes deductible equal to 23 percent of income.



TABLE 10D.--COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW
VERSUS 1979 TAX UNDER S. 2812 (SENATOR DANFORTH)' (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES

1977 tax under present law 1979 tax under S. 2812 Change In tax

Income Income Income
1979 levels of wage Income tax a FICA tax ' Total tax tax 8 FICA tax Total tax tax FICA tax Total tax

$5,000 ............................ -$400 $292 -$108 -$331 $306 -$25 $69 $14 $83
$10,000 ............................ 291 585 876 385 613 998 93 28 121
$15,000 ............................ 1,205 877 2,083 1,238 919 2,158 33 42 75

$20,000 ............................ 2,014 1.170 3.184 2,057 1=226 3,283 43 56 99 ':
$25,000 ............................ 2,932 1,463 4,394 2,997 1,533 4,530 65 70 135
$30,000 ............................ 3,945 1,755 5,700 4,048 1.839 5,887 103 84 187

$40,000 ............................ 6,313 2,174 8,487 6,603 2,452 9,055 290 278 568
$50,000 ............................ 9,193 2,174 11,367 9,669 2,808 12,477 476 633 1,110
$100,000 ........................... 27,666 2,174 29,840 28,599 2,808 31,407 933 633 1,566

1FICA calculated under present law rate and base for 1979 (6.13 percent 'Assumes deductible expenses equal to 23 percent of Income.
and $22.900). employees' share only. income tax reduced by a refundable 'Calculated under prior law rate for 1977 (5.85 percent) and prior law base
credit equal to 10 percent of employee FICA liability. for 1977 ($16,500), employees' share only.

3 Assumes each spouse earns 50 percent of total family Income. *Assumes a 12.6-percent increase In Income from 1977 to 1979.



TABLE 10E.-OMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES:* 1977 TAX UNDER PRESENT LAW
VERSUS 1980 TAX UNDER S. 2812 (SENATOR DANFORTH)' (1979 DOLLARS) 4-PERSON, 1-EARNER FAMILIES

1977 tax under present law 1980 tax under S. 2812 Change In tax

Income Income Income
1979 levels of wage income tax I FICA tax I Total tax tax 2  FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$287 $306 $19 $113 $14 $127
$10,000 ............................ 291 585 876 460 613 1,073 168 28 196
$15,000 ............................ 1,205 877 2,083 1,295 919 2,215 90 42 132 .

$20,000 ............................ 2,014 1,087 3,101 2,148 1,226 3,374 134 139 273 r"
$25,000 ............................ 2,932 1,087 4,019 3,121 1,502 4,623 189 415 604
$30,000 ............................ 3,945 1,087 5,032 4,253 1,502 5,755 308 415 722

$40,000 ............................ 6,313 1,087 7,400 6,972 1,502 8,473 659 415 1,073
$50,000 ............................ 9,193 1,087 10,280 10,185 1,502 11,687 992 415 1,407
$100,000 ........................... 27,666 1,087 28,753 29,251 1,502 30,752 1,584 415 1,999

1 FICA calculated under present law rates and base for 1980 (6.13 percent I Calculated under prior law rate for 1977 (5.85 percent) and prior law base
and $25,900). employees' share only. Income tax reduced by a refundable for 1977 ($16,500).
credit equal to 10 percent of employee FICA liability. wAssumes an Increase in Income equal to 12.6 percent from 1977 to 1979

' Assumes deductible equal to 23 percent of income, and 5.7 percent from 1979 to 1980.



TABLE 10F.-COMBINED INCOME AND SOCIAL SECURITY TAX FOR EQUIVALENT REAL INCOMES: * 1977 TAX UNDER PRESENT LAW
VERSUS 1980 TAX UNDER S. 2812 (SENATOR DANFORTH)' (1979 DOLLARS) 4-PERSON, 2-EARNER FAMILIES 2

1977 tax under present law 1980 tax under S. 2812 Change In tax

Income Income Income
1979 levels of wage Income tax I FICA tax 4 Total tax tax 4 FICA tax Total tax tax FICA tax Total tax

$5,000 ............................. -$400 $292 -$108 -$287 $306 $19 $113 $14 $127
$10,000 ............................ 291 585 876 460 613 1,073 168 28 196
$15,000 ............................ 1,205 877 2,083 1,295 919 2,215 90 42 132

$20,000 ............................ 2,014 1,170 3,184 2,148 1,226 3,374 134 56 190 <
$25,000 ............................ 2,932 1,453 4,394 3,118 1,533 4,651 186 70 256
$30,000 ............................ 3,945 1,755 5,700 4,219 1,839 6,058 274 84 358

$40,000 ............................ 6,313 2,174 8,487 6,877 2,452 9,329 564 278 842
$50,000 ............................ 9,193 2.174 11.367 10,035 3,003 13,038 842 829 1,671
$100,000 ........................... 27,666 2,174 29,840 29,100 3,003 32,104 1,434 829 2,264

1 FICA calculated under present law rate and base for 1980 (6.13 percent 'Calculated under prior law rate for 1977 (5.85 percent) and prior law base
and $25,900), employees' share only. Income tax reduced by a refundable for 1977 ($16,500). employees' share only.
credit equal to 10 percent of employee FICA liability. *Assumes an Increase in Income equal to 12.6 percent from 1977 to 1979

'Assumes each spouse earns 50 percent of total family Income. and 5.7 percent from 1979 to 1980.
' Assumes deductible expenses equal to 23 percent oT income.
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Senator BymR. What do you consider to be the rate of inflation to-
day I

Secretary BLUXrXTHAL Well- the economic assumptions upon which
the President's proposal is based were an underlying rate of 6 percent
to 6.5 percent. There has been some recent evidence that it may be a
bit higher than that.

Let me just inquire, I am not sure what the level of inflation was
that was used as the basis for the figures that I cited, including
inflation. We used numbers that were consistent with the budget.

Senator BYRD. Well, those numbers-they were outdated, were they
not f

Secretary BLUMENTIIAL. Slightly. Not very much.
In other words, there is some evidence that the underlying rate of

inflation is above the level of 6 percent to 6.5 percent, but not by much.
We would, in constructing the additional tables, make them consistent
with our official forecast m order to keep some comparability in the
assumptions.

Senator BymR. Thank you.
Senator LoNo. Thank you. I have no further questions.
Thank you very much, Mr. Secretary.
[The prepared statement of Secretary Blumenthal follows :]

TESTIMONY OP HON. W. MICHAEL BLUMENTHAL, SECRETARY OF THE TREASURY

Mr. Chairman and Members of this distinguished Committee: When this Ad-
ministration came into office in 1977, it was confronted with a difficult and per-
sistent financial solvency problem in the social security system. Briefly, the
problem had two facets: one, short-term and the other, long-term. The short-term
financial condition of the trust funds had deteriorated as a result of the worst
recession since the Thirties, which reduced receipts below projections, and the
worst inflation since World War i, which boosted benefit outlays above projec-
tions. The prospect of continuing financial deterioration was present, even though
annual Increases in the wage base had adready been mandated in law. Reserves
In the Disability Trust Fund were expected to be depleted by 1979, and the Old
Age and Survivors Trust Fund was expected to run out of reserves by 1983,
according to estimates by the Funds' Trustees. Overall, the combined OASDI
Trust Fund. which had a $41.1 billion reserve at the end of 1976, would have been
exhausted by 1982.

The longer-term solvency problem was the result, in part, of an Indexing flaw
which had been introduced Into the beiifit formula in 1972 and which overcom-
lx( usat(t benefits for inflation. About one-half of the projected long-term deficit
of the Trust Funds was the result of this inappropriate indexing calculation.

The other half of the long-term deficit reflected changes in the projected corn-
positikn of our population over the next 75 years. Declines in birth and mortality
rates are expected to change the present three-to-one ratio of workers to bene-
ficiaries to a two-to-one ratio in the next century, thus increasing the projected
growth in benefits and decreasing the projected growth in receipts. As a conse-
quence. for the 75-year period running to 2051, the trust funds were expected to
incur an average deficit of 8.2 percent of future taxable payrolls. The Trustees
of the Social Security Trust Funds told the Congress, in their 1977 report, that
the system was in critical need of financial support to restore the solvency of the
system in both the short- and longer-term.

This was essentially the problem worrying the American people, and the issue
squarely faced last year by this Administration and the 95th Congress. Both
responded to the concerns of the American public, which overwhelmingly supports
the social security system and which, clearly, favors raising additional taxes to
save the system from insolvency.

Many proposals were made during 1977, both in the Administration and the two
branches of Congress. After considerable debate and deliberation, the Congress
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enacted the Social Security Amendments of 1977 which effectively eliminate the
anticipated trust fund deficits, and restore trust fund reserves to healthy levels
adequate for meeting contingencies. This was done by increasing both payroll
tax rates and the wage base on which the taxes are levied.

It is worth noting that al of the payroll tax Increases taking place this year-
amounting to $5.2 cillion-are the result of leglslition enacted in 1972, even
before the financial situation of the funds reached critical levels. And more
than half of the tax Increase scheduled for 1978 ($8.6 billion of the $15 billion
projected rise in tax collections) reflects pre-1977 legislation.

I emphasize this point to put the near-term problem into perspective. The fact
is that the need for substantial Increases in revenues for social security system
baq been evident for some time. Even without the special drain on the trust
funds resulting from the recession and inflation of the inid-70's, the changing age
structure of the population and the desire to improve retirement benefits required
increased tax levies on the working population. While the problem was exacer-
bated by the economic events of 1973-76, the fundamental need to "pay now to
enjoy later" has been recognized for several years and partially accommodated
by automatically raising the tax base.

The legislation enacted in 1977 wisely did not attempt to cure the entire
solvency problem In one huge step. The rise in taxes attributable to the 1977
amendments Is relatively small for the bulk of taxpayers. For example, the work-
er earning $15,000 in 1979 will pay $920 for social security contributions. Of this,
908 reflects the social security amendments of 1972; only 12 is attributable to the
additional taxes enacted last year. In fact, the additional tax will not exceed
$260 for any one earner In 1979, and the top increase of $260 will only occur if the
employee earns $22.900 or more. Of the 113 million projected contributors to
social security in 1979, only $10 million or 9 percent will earn $22,900 or more,
whereas 103 million will earn less than $22,900. For those below the $22,900
breakpoint, most will have hardly any social security tax increase next year
resulting from the legislation enacted by the 95th Congress.

I emphasize this point because the public's attention has been directed to the
potential tripling in the dollar amount of social security tax payments over the
next 10 years as a result of the recent legislation. This potential has to be put
into perspective. First, half of the prospective Increase is the result of legislation
in force since 1972. Second, the emphasis on the rise in potential tax payments
overlooks the rise in projected earnings. The burden of social security taxes-
that is, the share of income absorbed by these taxes-will rise to be sure, but by
far less than the dramatic tripling emphasized in press accounts.

1979 FICA TAX (EMPLOYEE)

FICA tx

Wage or salary income Prior law 1977 law Difftreoc

.000-----------------------302 306
$s1000 ...................................... 605 920o
$20000 .---------------------------------------- 144 12
$20,000 ----------------------------------------------- 114 1 I 2$25, 00.......... ....................... .144I 1, 404 +6

It Is Important, therefore, in considering the 1977 legislation, neither to over-
state the impact of the additional taxes imposed nor to underestimate the bene-
fits that will accrue to participants in the social security system. The tax In-
creases enacted by this Congress were designed to be least burdensome on the
low and moderate income workers covered by social security. And these increases
would be more offset by the proposed reductions in income taxes recommended In
the President's tax program. For a four-person, one-earner family, the proposed
income tax reduction would offset the rise in social security taxes-both those
resulting from the 1977 amendments and those reflecting earlier legislation-up
to more than $20,000 in annual income. For four-person, two-earner, families, the
offset is complete up to more than $80,000 In annual income. Thus even with the
scheduled rise in social security taxes next year, the overall Federal tax burden
would be reduced, in 1979, for the vast bulk of American taxpayers.

At the same time, the social security tax increases have removed the Immediate
threat of trust fund deficits, thereby allaying the fears of $33 million social
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security beneficiaries. We believe that most Americans are willing to pay addi-
tional taxes levied to keep the system solvent, an indication of how highly out
electorate values the prospect of dignity in retirement.

By virtue of the new tax schedule, the Congress has effectively eliminated the
projected short-term deficiL Instead of having completely depleted reserves by
1982, the 1982 reserve ratio in the OASDI fund (that in beginning-of-year reserve
as a percent of the 1982 outlays) would be 80 percent, a level considered reason-
able to meet contingencies.

BEGINNING RESERVE RATIO IN OASDI TRUST FUND

iAmunsb in perctnq

paw to 1977 1977
sMudM s smeadments

Year.
1977 ....................................................................... 47 47
1978 .......................................................................
1979 ....................................................................... 729
1980 ....................................................................... 18 261991 ....................................................................... 9 2
1982 ....................................................................... 0 

In addition, the 1977 Amendment substantially Improves the longer range
actuarial status of the trust funds, by removing the Indexing flaw which over.
compensated benefits for inflation. The OASDI trust funds will run a surplus
for the next 25 years of 0.97 percent of taxable payroll. Over the next 75 years,
it is estimated that instead of an average deficit of 8.2 percent of taxable payroll,
the fund will have a mild deficit of 1.46 percent on the average.

Having developed-after careful study and long deliberation-a system of
contributions adequate to meet the needs of this and future generations of re-
tirees, It would In our judgment be unwise to undo this progress by hasty action.
Such action is also unnecessary, because the Income tax reduction and reform
proposals submitted by the President-so sorely needed to meet other important
economic and social objectives--would at the same time offset the near-term
scheduled rise inoctulsecurtty taxes.

What is needed Is more careful deliberation and examination of the options
available to us. The Congress will, in coming months, have several opportunities
for weighing alternatives, since there are four separate commissions or study
groups looking at various aspects of the social security problem. The National
Commission on Social Security, which was authorized under the 1977 Social
Security Amendments and whose members are appointed partly by the Congress
and partly by the President, has been given the mandate of studying and report-
ing within two years on the fiscal status of the Old Age, Disability and Health
Insurance Trust Funds and the adequacy of such trust funds to meet the Imme-
_ia1p,_And long-range financing needs of such programs. The Commission will
examine the scope of coverage, the adequacy of benefits, the Impact of social

.secrity, disability and health Insurance programs on other government income
transfer programs and alternative financing methods.

The quadrennial Advisory Council on Social Security is also authorized to re-
view the status of the social security trust funds Including the scope of coverage,
methods of financing social security problems, and the Impact of social security
on public assistance programs. The Council Is required to submit reports of its
findings and recommendations to the Secretary of Health, Education and Welfare
by October 1, 1979.

An additional study is authorized under the 1977 Amendments. It will evaluate
the integration of the social security and the Federal Civil Service retirement
systems. In addition it will evaluate the impact of full coverage of State and local
employees under social security. The report of this study is due by the end of
next year.

Finally, the President has proposed the establishment of a Commission on Re-
tirement Policy to provide a comprehensive analysis of the retirement and dis-
ability structure of the United States, including the Nation's retirement and dis-
ability needs for the next 60 years and the financial ability of the existing public
and private retirement systems to meet those needs; the financing mechanisms
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and benefit structures of the present public and private systems; the overlaps
and gaps In the present benefit structures; and the role of individual savings
in meeting retirement and disability needs.

As this list of commissions and studies indicates, the wide range of the com-
plex issues involved in any modification of the social security system will be
thoroughly examined in coming months. It is clear that decisions taken with
respect to any of these issues have wide ramifications. For example, the issue
of expanding the coverage of the social security system through integration of
the system with other public and private pension systems is an important ele-
ment in calculating future costs and, therefore, the necessity for additional
revenues.

It may be that a reexamination of the benefits schedule will also suggest
changes in the system's financing requirements. In this connection, it is worth
noting that a recent poll indicated that respondents were about evenly divided
when confronted with a choice between future tax increases and limits on such
increases even at the cost of lower benefits. To me, the poll suggests that the
public accepts and endorses the concept of a strong link between contributions
and benefits, at least for the retirement aspects of the system. Any actions to
sever or strain this link must keep in mind the strength of this tradition, a fac-
tor which underlays the decisions taken by the Congress in enacting the 1977
amendments to the social security system.

In light of the complexity of the Issues involved, and also in light of the com-
ing availability of thorough, dispassionate and highly competent examination
of the social security system, it is our conclusion that-any changes should have
the benefit of these forthcoming reviews.

Senator Loxo. Now I am going to suggest that we change our ap-
proach somewhat so we can hear all three of the scheduled witnesses
in the morning session.I have discussed this with Senator Nelson and
in fact it is in considerable measure his suggestion that we proceed this

w" order that we hear all the witnesses in the morning session, I am

going to ask that Mr. Keyserling come and present his testimony in
chief at this time and we will interrogate Mr. Keyserling after we have
heard Ms. Rivlin. If we do that, we can hear both witnesses in the
morning session and we can interrogate in the afternoon.

Would you be so kind, Mr. Keyserling, as to present your statement
at this time? Senator Nelson is going to be back in just a moment or
two as soon as that vote gets going, so if you want to wait for him, you
can.

[A brief recess was had.]
Senator Nnasox. Our next witness is Mr. Leon Keyserling, former

Chairman of the Council of Economic Advisers. The committee is
very pleased to have you appear this morning and give us the benefit
of your testimony. We regret you were so long delayed in having the
opportunity to testify.

Go ahead, Mr. Keyserling.

STATEMENT OF LEON KEYSERLING, PRESIDENT, CONFERENCE ON
ECONOMIC PROGRESS, AND FORMER CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS

Mr. Ksmms ltuo. Mr. Chairman and members of the subcommittee,
I have listened eagerly to the comments of the members of the sub-
committee. I must say that I wish that they could all hear immedi-
ately, from what I have to say now, that I am in almost entire
agreement with all of what they have said, insofar as all of them have
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directed various aspects of criticism to the fax proposals offered by the
President.

What it really boils down to is that they have begun, with the
statement by Senator Haskell, to assert that what we need is "one ra-
tional whole", and that has been reflected also in some of the state-
ments of the minority members of the committee. One rational whole.

In other words, we need to put together what we have done over
the years in tax policy and what we ought to learn from it. What is
the condition of the economy and how does tax policy relate to it?
What is the outlook for the economy and how does tax policy relate
toit?

We need to reconsider whether it is enough, as we have done so many
times, to say, the economy needs stimulation, let's give it a shot in the
arm; and then, on a sort of irrational or catch-as-catch-can basis,
decide how much each taxpayer gets without any real examination
of where you want to pour the stimulus into the different parts of the
economy, to get the maximum results, from the viewpoint both of the
economic performance and those equitable considerations which I
think we are a rich enough Nation to indulge in.
- Now, just as I have agreed, from that point of view, with so much
of what I have heard from members of the subcommittee, I am sorry
to say that I must profoundly disagree with a good deal of what I
have heard from the Secretary of the Treasury.

Going back to the legal maxim, to tell the truth, the whole truth,
and nothing but the truth, I certainly would not accuse him of mis-
represenation, but he has certainly not portrayed the whole situation
reflecting a proper analysis of how the tax program now proposed by
the administration would work, and has neglected also the broader
question, which I think should have come first from a businessman, as
to what kind of a tax reduction will do most for the improved per-
formance of the American economy.

Now, the analysis I am going to make, within the time limits, and
I could say a lot more, is divided into three parts.

First, to try to look at the American economy. Now, we heard a
good deal here in the discussion before the subcommittee about a quick
fix. The only quick fix in this whole proposition is the administra-
tion's proposal. An administration that came before us with the $50
tax cit and changed its mind in a month; an administration that was
for lifting the burden of the social security tax last year and is for
not lifting it this year; an administration that does not offer the kind
of pragmatic examination of how the taxes bear upon the economy; an
administration that says it is going to do a lot more next year but
does not know what, is hardly in a position to inveigh against Sena-
tor Nelson's proposed more social security which, in my view, repre-
sents the measured analysis of people who have been studying this for
a long, long time and with whom others may disagree but who at
least-

Now, let me just say a word, which I hope will not sound prideful.
Between 1933 and 1935 1 spent a great part of my time in helping to
draft and prepare the supporting materials for the original Social
Security Act of 1935. Senator Long was correct in saying--and I am
not claiming major responsibility, but merely to say that I was in it-

82-02.--7--10
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it was one of the greatest legislative achievements within the lives of
anybody in this room.

During the 43 years since 1935, I have been endeavoring to look
at how national policy affects the economy and to learn by observing
what is actually happening in the great laboratory of the American
experience, a process which I often find so lacking when I hear top
administrative officials testify.

We started out in 1964 on a binge of tax reductions. That one was
the most glamorous and heralded of all. I was before this committee
at that time; I had my reservations about it. It turned out just about
the way I expected. It had not been thought through. We poured the
money into the wrong places. It gave the economy a shot in the arm
for a year or two and then we had the beginning of the basic troubles
that we have had since-more inflation, slower growth, more unem-
ployment, bigger budget deficits

The members of this subcommittee here-today are entirely correct
in saying that the whole problem involves among other things the
problem of a balanced budget and relates to the problem of inflation.
B3ut to draw the connecting link, you have to realize also that every-
thing relates, in the final analysis, to how much wealth and product
is turned out by the American economy per capita, because what is
turned out is used, and the people benefit by it, in terms of rising liv-
ing standards. And when it is not used, it is not turned out. The plant
capacity goes down to 82 percent, -the unemployment goes up to 10
percent if you count it right, including drop-outs and the full-time
equivalent of part-time unemployment.

So, this is the central problem. I have a number of charts in my tes-
timony which I will not even talk about today that show the incon-
testible and absolute connection between the condition of the Federal
budget and the condition of the national economy, between the
amount -of inflation and the condition of the national economy. So
anybody who is talking about worrying about inflation as they con-
sider tax proposals, anybody who is worrying about the condition of
the Federal budget as it affects tax proposals should always bear in
mind that a healthy budget and healthy price trend depend upon high
production and low unemployment. The condition of the Federal
budget is not affected by whether you shift the tax take from one label
to another, or whether you pay the money out of one fund or another.
The condition of the budget is affected by how much the Government
takes in and how much the Government puts out in totality, and it
is affected mostly on the take-in side, because it can be shown over the
years, we had to put out a lot of money during the 7 years I was with
Truman. We had the biggest war since World War TI on our hands,
bigger than the Vietnam war, related to the size of the economy. But
because we realized that you could not squeeze the blood of Federal
revenues out of the turnip of a starved economy, and that-the Govern-
ment would balance the budget if you had the economy running full
tilt, we had a budget surplus, despite that war and despite everything
else, because we were committed to calling forth the great secret
weapon of the American economy's unique productive power.

Likewise with inflation. This tradeoff has been htng around our
neck for 24 years and the Treasury is still spouting it. I heard the Sec-
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retary say that he was worried that if we got near to bottlenecks next
year or the year after that, we would have to worry about inflation.
Let's translate that into plain English-he is worried that we might
get back to the full use of our economy too fast, and that if we get plant
capacity up from 82 percent to 92 percent, get unemployment down
from 10 percent, if you count it right, to 4 or 5 percent, on the way to 4
or 3 percent, that we run into bottlenecks and that we will have in-
flationary problems.

This erroneous idea-that the full restoration of production and em-
ployment add to inflation-is an absolute reiteration of what has
entered into the administration's tax proposal and what has entered
into other current programs, and what is going to give us, in another
year or two, what we have had with meticulous regulatory every few
years, another recession bigger than the last one, accompanied by still
more inflation and accompanied by a still bigger budget deficit.

Now, this first chart of mine. I will spend very little time on this.
This shows what I call the roller-coaster economic performance, how
the American economy has behaved for the last 25 years. What is the
outstanding characteristic? The outstanding characteristic, and you
can find it by looking at chart I in your copy of my testimony if you
cannot see the blown-up chart clearly, the outstanding characteristic is
first, that we move upward and downward and sideward with met-
ronome regularity and the only way it has not been like a metronome is
that each recession has gotten worse and each upturn has gotten poorer.

The last recession was the worst; the current upturn has been the
poorest. The current upturn has left us, near its peak, with more un-
used resources than three of the five recessions at their troughs.

Now, that is what we have to deal with, and that is what tax policy
has to deal with.

Now, let's come to the next chart.--and I think, under the circum-
stances, we may do as well, if you look at my testimony, instead of
straining to look at the blown-up charts that f have there.

What are the costs of this People talk about costs and benefits, the
cost of this over those 25 years at a constantly increasing cost per year
has been $5.3 trillion of national production, 1977 dollars, conserva-
tively estimated, as indicated by the footnotes.

Tfe cost has been 72 million man-woman-and-teenager-years of un-
employment above the levels consistent with the full employment, and
that is where the Federal deficit has come from, and that is where the
impoverishment of the social security fund has come from, and that is
where the plight of our cities has come from, although they may have
committed some local aberrations. That is where it has all come from,
the deficits in employment and production.

The budget deficits, the--I would not say bankruptcy, but the
troubles of the social security program, the whole ball ot wax, is a
matter of using tax policy to help get the American economy moving
again.

Now, I am going to move next to the chart which is on chart 16, com-
parative growth rates. It is a striking thing that neither the Secretary -
of the Treasury nor the administration, nor the Economic Report of
the President, nor the analyses-let me say a word about studies. We
can study things forever. Everything I am talking about-this is only
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one person's view. One person can only present one study, but at least
let me say that this is a study that runs back tormy participation in the
original Social Security Act of 1935 and everything since. It is not a
quickie.

We do not have, we cannot find those who say: Let us really look
at how these recessions came about. They say they came about because
we had inflation. It is a pleasing thesis, but it is not so. The inflation
came after the recessions came about. The inflations were caused by
the inefficiencies of the recession.

There was no inflation before the Great Crash except falling farm
prices, there was no inflation before the recession of 1957, there was no
inflation before the next recession. Most of the recessions did not have
inflation before them. That is not how they happened.

I am against inflation. We had an excellent average price record
during the Truman administration. But inflation was-cause by the re-
cessions, rather than vice versa.

I have a lot of charts that prove that. How did the recessions come
about? They came about through imbalances of the economy. Now,
there is only one ultimate explanation of these recessions. You get a re-
cession when the people, through their consumer expenditures, and
governments, through their outlays, are not buying enough to keep the
plants and the people fully employed.

This thesis is as old as the hills, but it is as green as truth. So long
as people are buying enough to keep the plants employed and the peo-
ple employed, there is not recession. The recession occurs when you get
so-called "overcapacity." You get overcapacity, not because the Ameri-
can needs are not there, not because you could not use our current
plant-I want to see the plant grow by 6 or 8 percent a year-not
because Americans have reached the limits of their standard of living.
Goodness knows, they all need a better standard of living except a few
fortunate ones, like me, who have gotten too much tax reduction,
because the tax reduction has been misdirected.

But, as this chart 5 shows, every time you have an upturn, the in-
ventment, which I am not inimical to, in .increasing plant, grows 3-or 4
times as fast as what I call ultimate demand, represented by what con-
sumers buy and what Government buys.

Now, we call Government buying investment, but it is consumption.
When the Government helps to build a school it is consumption of steel
just as when I buy a razor blade. The Government does not produce the
steel. You have to measure that against the steel production capacity.

I am not arguing for Government outlays as against private con-
sumer spending. I am saying that more of it should be private
consumer spending. But, for the purpose of the analysis, all I am
saying is that the demand has not been there to keep the economy
running at anywhere near full operations.

Now, that is shown on this chart 5-I have analyzed this over the
years. When you have an upturn, the investment grows many times
faster than the consumption. You get overcapacity. Then they cut-
back.

Well, of course, the cutback in investment along with the long
enduring inefficiencies in consumption produce a recession.
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When you have recession, the investment is very volatile and it
goes way down. Then people begin screaming, well, the investment
has gone way down, that is what you have to stimulate. '

But let's look at it today. It is not going forward fast enough, but
we still have 82 percent idle plant, so it still follows that when they sit
around the table they are not going'to invest more by giving them
tax bonanzas when they have 82 percent plant operations and when

their own people are saying to them, the outlook for the cars that
people are going to buy and the houses that people are going to build
and the durables that people are going to buy and everytig else
they are going to buy does not justify our moving at a much faster
rate.

But the string thing about the last 2 years, despite the inadequate
upturn, is that during this upturn period again, although we have
not gotten anywhere near the plant capacity, if you look at the last
section of that chart from the fourth quarter of 1975 to the fourth
quarter of 1977, a period of 2 years, the investment was growing at
7.6 percent per year, the ultimate demand at 7.2 percent, both
expressed in real dollars.

And if you look to the bottom half of the chart, you see the sup-
porting factors of this in the ratios between the growth in consumer
incomes and purchasing power terms adjusting to the price change
and the growth in available income for business investment, also
adjusted.

What follows from this ? What follows, ver7 simply, is that we are
now in the situation where I say, in ,all sobriety, that with the kind
of tax program that the administration 'has, with the kind of money
policy that we have been getting and are going to get which actually
has been counteractive to most of the tax stimulus because the terrific
increase in interest rates is inimical to business investment and is
inflationary per se, taking all of those things in combination, we are
headed already into a diminution of economic growth and we aem
headed, within a year or two, into another downturn.

Now, what is this import for tax policy ? This imports for tax policy
that it is not enough to drive up to the filling station and say fill her
up, and when the attendant says, should I pour the gasoline into the
tires and pour the oil into the radiator and pour the air into the-gas
tank-I was saying to Senator Long, we need to stimulate the econ-
omy. I am for tax stimulus, but I am not censuring only this quickie
that the administration has. I have been reviewing every tax reduction
that we have had since we started out with a big bang in 1964 with
the help of some very wonderful propaganda by Walter Heller, and I
was before this committee at that time, and I said, you are going to
get a little stimulation of the economy for a year or two. If you threw
$20 billion into the streets you would get that, and if the people
scrambled for it it would be distributed better in economic vitality and
social terms than the way they are distributing it. And I said, within
2 years you are going to have a revival, with a vengeance, of inflation.
You are going to have a decline of the economic growth rate, you are
going to have an increasing deficit in the Federal budget, all of that
springing from the misdirection of the tax cuts-and, of course,
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horribly misdirected money policy and other factors-all of itspring-
ing from this, and nobody analyzing until this day, where did we go
wrong? Where did we go wrong the tax cuts in 1969 and 1971r I
may not have the exact years, there have been so many-and 1974f
Every time I turn around there are more of them,and I am not against
them, but I want us to look at what they should be.

What I have reviewed here, what I reviewe4 here--I do not think
anybody else has done it in the same detail-two things. The changes
in the personal tax income structure and the changes in the division
of taxes between the investment consumption and the consumption
function.

Let me first state my conclusion. First of all, everybody talks about
Federal taxes but do not look at the whole tax structure.* Now, I have
a chart here which relates to the whole tax structure, and that must
be chart 19, I would guess. It is called "Taxes as Perent of Income,
U.S., 1968."

Now, why do I not go later than 19681 I do not go later than 1968
because I have had to develop this without staff, without resources.
If I went from 1968 to 1977, everybdy knows that the situation will
be much worse because of the regressive property taxes, the sales taxes,
the State and local taxes have soared much faster than other types
of taxes. Other types of taxes have mostly been reduced some.

But the reductions in the Federal tax have not been of the progres-
sive nature designed to compensate for the regressive increases in the
other taxes. ,

But looking at it in 1968-and T say it would be very much worse
in 1978-when you look at the Federal income tax, you say, my, we
have a fine, progressive income tax system. But when you look at
total taxes-which, incidentally, includes social security taxes, prop-
erty taxes, sales taxes, excise taxes, special taxes-and I have studied
them in many of the localities and the States-what do you see?

A family with income under $2,000 as of then was paying a higher
percentage in total taxes than anybody up the line. You say, how did
they pay it. They paid it because they had to pay the property taxes,
whether they rented or owned the home. They had to pay the sales
taxes, and if they did not have enough, they took it out of welfare, so
the Government was trying it.

And if you look all the way across the structure, you see that par-
ticularly hard hit are the people in what w' call the middle-income
groups. And, when you get up above $50,000, you pay only a little
higher percentage of your income in taxes than at the lower rates,
except the very lowest.

I get amazed when Treasury Secretaries and others come and talk
to us-and in that sense, Senator Danforth was more right even than
he thought. T have in mind the truth, the whole truth, and nothing but
the truth. There is no truth-and I am not implying any deliberate
misrepresentation-there is no relationship to the analysis of things as
they are actually happening and the administration's position that
the American people are going to be benefited, either progressively
or generallv, by the tax proposal they have in mind for this year
and what they seem to have in mind for next year.

It goes far'beyond the matter of people being pushed up in the tax
structure by inflation.
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I am not most worried by people being pushed up in the structure
by inflation, because a lot of people have been pushed up in income
by inflation, and if I could make a careful study of that, Icould show
that the people in the top ranges, including myself, have benefl#ted by
inflation even though they are pushed into higher tax brackets, and
every lower down has been hurt, including the people who pay
the socia~lsecurity taxes.

But it is absolutely right, absolutely right, that looking at the
structure as a whole, it is regrasive, it is getting worse, it has been
getting worse for many years, and I care alout this on social grounds
because we are a rich enough Nation to do Justice by our people but
I care about it more on economic grounds because, for the anyis
reasons I have given, it has aborted every recovery, because as soon
as the recovery starts, as I showed on my last chart, the distribution
of the tax cuts, particularly the allocation between investment and
consumption, helps to increase the imbalances in the economy, and
you soon again get oversupply, so-called, or it has not worked down
at all the excess capacity. We have hardly worked down excess
capacity, either of plant or manpower.

So, that is how it happens
Now, I am going into review of the taxes. First of all, let's look

at chart 21, the personal tax cuts. That is when we really started on
a big scale. We were going to save America, if not make the world
safe for democracy, with tax cuts. Did we do it I

So the Secretary of the Treasury then, the Secretary.of the Treas-
ury now, they come and they say, look at how progressive it is. Look
where the tax cuts are. The smallest percentage tax cuts are those
high up in the income structure. The biggest percentage tax cuts are
the people low down in the income structure. Look how progressive
that is

Well, the percentage tax cut is just a figure on a piece of paper.
It does not mean anything to anybody. What means something to the
economy and what means something to the people is how much their
income changes in consequence of the tax cut&

In other words, what matters to me is not if I get an X percent
tax cut. The figure that matters to me is the Y, how much more in-
come do I have after I get the tax cut than I had before I got the
tax cut.

Now, when you put it out that way and show the 1964 returns, you
see that the people lower down, even in the $50,000 income, they 'have
a 2.7-percent increase in disposable income. I am talking-about
increases now, in percentage terms.

Sure, the people higher up have to get a bigger tax reduction in
dollars because they are higher up, but they do not have to, and they
should not, get a biggr reduction in the proportion, a bigger increase
in the percentage of their after-tax income.

Now, looking at 1964, which is the harbinger of everything that
has come since, those with $200,000 income got a 16-percent increase
in disposable income; the middle fellow, at $25,000, got 3.8; the fel-
low at $15,000 got 2.7.

Now, you will say, there was-not room to give the fellow lower
down a bigger percent increase. There surely was. There was not room
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to give him as many dollars because he had less income, but you
could give him more of a percentage increase You might even ulti-
mately come to the question that if the taxes paid by the fellow way
downlis so low that you have to find some other way of 'helping him
rather than tax redution-and there are many other ways. For ex-
ample, and I will come to this if we have the right kind of.'perform-
ance of the economy we would begin to see that the people on social
security got the kind of benefits that they ought to be having. They
account for most of the poverty. They have lagged behind everything.
They have lagged behind cost-of-living adjustments plus productivity
gains plus the progress of the economy. We say we cannot afford it.
This gets back to the condition of the economy and what tax changes
do to affect those conditions in the economy.

I have not got time to go into that here, but it is all in my testi-
mony. It is spelled out in detail. It is spelled out how we can balance
the Federal budget. And I ought to know, because we in the Truman
administration had the biggest problems of any administration be-
tween World War II and now, the biggest war, fhe biggest inflationary
inheritance from the war. We had the lowest rate of inflation, we
had the lowest rate of unemployment. We had an average Federal
balanced budget, and it has not occurred at any time since, and not be-
cause conditions were different, but because we did what I am not
talking about.

President Truman recognized that the strength of everything comes
from the wealth and productivity of the American economy and that
the purpose of every imaginable policy is to be tested by that and by
some modicum of social justice, because we are rich enough tqo afford
it.

But that is not a real dichotomy. I know that Senator Long recog-
nizes this, and many of the others. If I made a formula foi' what
is the best economics for America, what this country needs more than
anything else, I am not for equal distribution of income by any means.
I am not a socialist. We need a hell of a lot better distribution than
we have now to make the economy work, for the very reasons I have
given.

Therefore, the social purpose and the economic purpose are not
antitheses, as so many economists say. They are one and the same
purpose, and that has been forgotten. That is forgotten by the Secre-
tary of the Treasury and that is forgotten by the administration and
that has been forgotten by some prior administrations and that is why
we are the way we are now.

My other charts, instead of stopping with 1964, they go through
the whole period. For example, if you look at my chart 22, 1 look
at the tax cuts all the way from 1945 to 1963 and again go through
the same process, looking first at the percentage tax cuts, second at
the percent increases in after-tax income.

Well, when you look at the percent increase in after-tax income
which reallv count; $200,000, 47-percent increase; $100,000, 36-percent
increase,; $50,000, 26-percent increase; $25,000, 17-percent increase;
$15.000, 9-percent increase; $U00, 5-percent increase.

How can you justify it? How can you justify it on any grounds,
economic, social, moral, political, anything?
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Now, then, I g6 aloiig through: later years; from 1963 to 1975. For
some reason, from 1968 to 1976 we got a 'little bit better, but we did
not begin. to redress the gross 'disparities 'in the reductions 'I have
traced until 1963. We began to get somewhat better.

But even from the 1963 to 1975, if yoh look at the effect on disposable
income, 'you will see the highest effect at the top. $20,000 and above,
all the way to over $50,000, you have a much bigger increase in dispos-
able income !on a percentage basis than at any level lower down, and
that is superimposed, not as a correctioii, but let's call it a minor
deviation from the huge default'all the way from 1945 to 1963, which
I just traced.

And all this does not present the picture fully because here again, I
must emphasize, this is jutt the Federal tax, structure. If I combined
these figures with the trends in the State and local taxes, the property
taxes, ife sales taxes, the other taxes-in other words, if I constructed
a counterpart for the chart I showeA1 you on the imposition of the total
tax burden for 1968, if I reconstructed that chart, you would be aghast
at the result& And if I carried it further forward to 1978, it would
be just that much worse for all of the reasons that I have given you.

oW, we come to the administration's prop osls 'on which the Secre-tary lingered. I have done that both excluding* and including the social
security changes.

I have done this in charts 24 and 25. Let's take 25. This includes the
social security tax increases.

Now, under the social security' icomtbx increase, here is what
the administration calls a very progressiV"te m, I-supp that itlooks a little bit pro.ive, tat on the $25,000 income, which as
someone correctly said is not a very big income now, they gt an 0.6
percent increase in disposable income and-they get an 0.6 percent
loss- nd on a $50,000 income they get an 0.9 percent loss, and on
$100,000 income they get a 1.5 percent loss, but this is a very marginal,
veiy small move in a progressive direction, and 'if I combined this
with what I showed from 1945 to 1963 and 1963 to 1973 and 1973 to
1978, if you put the whole thing together, you would still show that
the personal tax changes, even before you'get t~irthe effect of the State
and local and other taxes which make up the whole tax system, even
before that, it has been moving in a wildly regressive direction.

Now, that is bad for the economy for the reasons that I have stated.
Now, let me come to the allocation of the taxes between investment

and consumption, which in some way bothers me even more, or twice
as nuch. Before showing these charts, let me say that they are entirely
underindicative of the situation because they profoundly mask what a
member of this committee-I do not remember who it was that called
attention to this. I guess it was Senator Haskell, to where the tax
cuts for the investment purpose go in terms of the distribution between

- huge, medium-sized and large business. An extremely large part of the
corporate tax reductions go to those who are very high in the corporate
structure. Relatively little goes to those who are in the middle or lower
down.

As to that-which goes to those at the top, one wonders what they do
with it. I will tell you again what they did with it. I will say the same
thing I said in 1964. They have not needed it for the purpose of
stimulating investment.
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I do not like to mention names, but I will just mention a couple,
willy-nilly, General Motors, some of the others. They have needed
money taken out of a deficit Federal budget at the expense of pro-
grams, tax reduction and otherwise, that the people really need to
stimulate investment like I need a hole in the head. Their profit figures
do not show that they need it. We know that this is not why they are
not investing even more. They ae investing now at a rate related to
the outlook for the economy over the next year or two, and that is why
business does not have confidence.

Now, I began worrying about that in 1964 and I had a chart on that
that showed 1964, but here I have consolidated the whole period, 1962
to 1965. I have had to make some allocations of the tax concessions
normally to consumption, in the higher income brackets to allocate
some of that to savings and investment. Obviously, the tax reductions
that I have gotten. to use a personal example since 1994, are just in-
credible. I did not need them, I did not deserve them, but the point I
am making now is what did I use them for ? They did not increase
my standard of living one dollar. I invested them

The people lower down do not invest anything, they just disave,
So you cannot determine the allocation between investment and con-
s1mption simply by looking at the norminal figures offered by the ad-
ministration. You have to make an allowance for this factor of
saving saving for investment.

Well, when you do that and you go 1962 to 1965, as.I show on my
chart 26, there was $8.6 billion going to investment, there was $10.6
billion going to consumption.

Now, that slight variant, of course, only in my judgment, there is
absolutely no relationship to the respective needs of the economy.
And that misallocation has repeatedly produced the aberrations and
imbalances and repeated recessions and overcapacity that I have
referred to.

But the trouble is that later on it gets worse, because as you get
later on, if you look at the 1971 tax outs, which were a monstrosity-
and I understand that some members of this committee had some feel-
ings about them-in 1971, permanent effects, chart 27, right side, 7.4
to investment 2.7 to consumption, three times as much to investment
and look at what has happened to us since then.

IHave we gotten a robust and lusty picture of investment? No. We
have gotten what I said since 1964. We say, my goodness, if only we
could stop all of this American capital from flowing overseas. It in-
creases our balance-of-payments problem, it creasess our problem of
trying to have to prohibit the influx of foreign goods at lower costs to
the American consumer, but to the disadvantage of American indus-
try and labor. Where does that come from?

That comes because the tax bonanzas have given some of these cor-
porations more money than they can use in America. And then we say
we raised the interest rates to keep them at home. They do not go over-
seas for interest rates. They go overseas for profits. They are not af-
fected by the interest rates anyway because they finance from internal
borrowing. It is everybody lower down that is affected by the interest
rates.

Let me say parenthetically to this committee, you are the Finance
Committee, but until you tackle the problem, in one way or another,
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as Members of the Congress, of the kind of prevalent money policy that
we have-now, I show on some of my charts that this money policy has
transferred more than $1 trillion from borrowers to lenders in 25 years,
which is more than $40 billion average per year. That $40 billion trans-
fer is almost entirely-there is no economic advantage in transferring
income from borrowers to lenders. There is no inflation advantage in
tripling the cost of money. It is inflationary per se.

That $40 billion transfer a year has several times counteracted what-
ever was done with tax reductions, even if they were done right.

So, that is why I picked up the phrase at the beginning, we have to
look at this thing as a rational whole, that matter of the money pol-
icy. That is a parenthetical here-well, it is parenthetical but it is vital.

In 1971, as I say, we really went on a binge of the maldistribution of
the product. Now I come finally over to the President's tax proposals
and I will go to the last chart. I have already said that the so-called
widely heralded progressive nature of the personal tax reductions
under the President's proposal are a mere bagatelle, a mere watch in
the night, compared to what has been going on for 25 years and es-
pecially for the 14 years since 1964.

Now, let's look at the estimated division, proposed cuts between in-
vestment purposes and cuts for consumption. Superimposed upon thee
review that I have made of the earlier years when the thing has been
so terribly distorted. Now I have shown it at the top, excluding the
proposed t&x reforms and I have shown at the bottom, including the
proposed tax reforms.

Let's take the midpoint between the top and bottom of our $15 bil-
lion for investment and about $10 billion or $11 billion to consumption.
It is, in my view, preposterous, absolutely preposterous, and again
skewed very heavily-and the Secretary of the Treasury did not an-
swer the question, is this going mostly to the people who need it least.
He cannot answer it, because the answer is not there.

Now, what do I come to as conclusions I I am not here to suggest to
this committee detailed apportionment of tax reduction. Let me say
first. that [ have grave concern about the constant use of tax reduction
as the solution to every problem. Justice Holmes said taxes are the
price we pay for civilization, which is true, and the CBO has shown,
and I have shown-nobody has shown the opposite-that dollar for
dollar, if you put a dollar into well-directed public outlay where you
can select the purpose, you get more for your money, you get more
employment. you get a lower cost to the Federal budget, you get more
activation of the economy, therefore, it is better than the same amount
of tax reduction.

That. again, is an aside, just like the money thing, but I think you
have to look at the whole.

But I will limit myself to the assumption, for the moment, that the
size of the tax reduction under consideration by this committee is cor-
ret. And I address myself only to the contours of it.

I say that the contours of it. it should be very much more progres-
sive on the personal side, and I also favor the use of a large part of
the corporate tax reduction, and perhaps use of some of the tax deduc-
t ion in the top brackets on the personal side. to make the personal tax
reduction considerably more progressive and to abate portions of the
social security tax, or to do both.
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I have some dollars here-I think it is about $10 billion to $12 billion
to play around with, due to lesser personal tax reductions at the top,
and much less tax reduction for the corporations, for economic rea-
sons that will be-benoficiaj to all.

There is no boon that could be given to the American corporation
equal to the boon f more people with money to buy their products.
T at is where the trouble is. There is not an automobile company or
a chemical company, going across the rang, tlere is not a single one
of them that cannot find the money to build more plants when their
own experts advise them that they are going to be able to use more
plants by selling more products.

They have favored positions at the banks. They are not much hurt
by the high interest rates because they finance with internal sources
and they finance out of the price struturm.

They will build-and I am not saying this to be critical of them-if
the people are there to buy. So, there is a $10 billion to $12 billion fig-
ure there to use--I do not like the term "play around with"---to use
based on experience, to correct some of these errors of the past, to do
a better progressive job within the personal tax structure, and to shift
some of the burden-well, rather, to give some of the benefits to reduc-
tion of the increase in the social security tax.

Now, let me say a word, finally, about the matter of the deficit that
Senator Long referred to. I am so glad to be before this committee.
I notice that Senator Byrd is here. I appeared about 10 times before
his father, and if you look at the last hearings, I am very proud of this,
I have it framed. When I appeared before him the last time he said,"You know, Mr. Keyserling..".-and Senator Long was there--he
said, "I have di with Mr. Keyserling at times, but I have al-
ways respected his views and he is one of the best-informed witnesses
we have ever had before this committee, and I am always glad to have
him here." I am very proud of that, because we did disagree on some
things.

And, Senator Long, we have had a friendship and a working rela-
tionship for a long, long time.

So, let me say a word about this business about printing press money.
You know, I do not want to be facetious with it, but I go out and make
a talk and people say, oh, you are talking about printing press money,
and I take a dollar bill out of my pocket and I say, that comes off 'a
printing press, and I take a quarter out of my pocket and I say, that
comes off a printing press. All money is printing press money.

The only question is whether the increase in the supply of money is
properly related to our capacity to increase the production of goods
and service so that we -will have the production of goods and services
to match the printing press money, if you want to call it that.

If the printing press money grows too big in relation to that, you
have classic inflation, which we have not had since World War I. We
have had a different kind of inflation, an inflation caused by our
lagaRrd and sick economy.

If the printing press money is too small to do that, then we have a
classic deflation.

Therefore, getting to the matter of the deficit, the real economics of
what the Government does to the economy is what it puts in and what
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it takes out. In other words, if the Governmen including everything,
including the-traditional tax structure, including the social security

-- program, which President Johnson decided, for one reason or another,
to blend into the Federal budget where it did not use to be there be-
fore, looking at the whole picture--and that is the only thing that I
look at as an economist, the Government takes in a certain amount
every year and the Government puts out a certain amount every year.

If the Government puts out, in total-I am using abstract figures
representing only a tiny fraction of the actuality, if the Government
puts out a total every year of 100 and takes in every year a total of 80,
the Government is putting out 20 Xnore than it is taking in and that
has a $20 billion stimulatory effect, if it is properly directed. If it is
improperly directed, it may be wanted. If it is not needed, it is all
wasted.

If the-Government puts out 80 ,nd takes in 100 it hos a $20 billion
surplus, about which the same thing may be said. -'

Now, when I look at the whole picture today, I am not worried about
the total size of what the Government would be putting in and taking
out if the total size of this tax reduction were enacted. I said I was
testifying on the assumption of a tax reduction of this magnitude.

I am terribly worried about its composition, because the great, over-
whelming question in my mind is, what is going to happen to revenues
That is the key to the thing. The deficit we hve now-- looknobody
knows better than I how much waste there is in some of the big depart-
ments; I have also seen it in big business When I was a private con-
sultant. I would go up there to consult with them alone and they Would
have 40 people in the room, you know. I have seen it everywhere and
it ought to be reduced and there is room for a lot of savings, and all
of that.

But the big problem is that we are not getting the revenues because
you cannot squeeze the blood of revenues out of the turnip of a starved
economy and this Congress can sharpen its pencils on reorganization
of boxes and on firing of people--and a lot of them ought to-be fired-
and do everything else that it can do, so long as everything is not
directed toward the use of the tax policy to activate the economy
rather than to move it into another recession, you are going to have a
$70 billion deficit and an $80 billion deficit and a $90 billion deficit
and there is nothing in the world that will stop it.

I will guarantee to the last dollar that if you direct your tax policy
and your money policy to bringing the economy back to full resource
use within a. reasonable period of years, there is no economist who can
construct a model for the budget that will not be in balance in the
American economy if you are not into another all-out war.

That is the only way to do it, and that is the only way to do it and
I am amazed when people who talk about the deficit being the cause
of the inflation, like my dear friend Arthur Burns, deliberately having
created in the Federal budget a $25 billion additional charge yearly
for higher interest rates which explains $25 billion of the deficit and
saying out of one side of his mouth that those higher interest rates
stop inflation and out of the other side of his mouth that the deficit is
the cause of the inflation, when about one-third of the deficit is the
higher interest rates that he put into the budget.
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Now, I am not saying this to criticize him. I am saying this merely
to talk about the weird-conflict iti'so much of our national economic
policy.

Well, Mr. Chairman and members of the committee, I' have been
delighted to be with you and I implore that you take a look at this tax
reduction package and try to bring it into line, not with argumenta-
tion, not with theory, but with one of the few attempts, I believe, to
look at what has actually happened and how it has happened and what
the results will be.

To quote Justice Holmes again, "A page of history is worth a
volume of logic." I do not see any history going into these repeated
stabs at doing something. In that-sense, the quickie is profoundly
wron We are doing something. We are going to do something this
year. e did something last year. We did something the year before.
It all trails off because there is not a look at the whole picture.

Any head of a big corporation that used the kind of logic or the
kind of analysis or &be kind of policies in his company that he uses
when he gets into the Government, he would not last there 36 days.

Thank you very much.
Senator Nso . Thank you, Mr. Keyserli
You made reference to the tax cuts over the years for fairly large

corporations, investment tax credits and tax cuts, and you made ref-
erence to the administration's proposed cuts that the Congress will
be considering pretty soon.

My notes indicate that, of the reductions for corporations. those
with taxtable income of under $50,000 get 3.5 percent of the dollars
in the proposed tax cut. Thmoe over, with a taxable income of over $10
million get 66 percent; those with a taxable income of over $1 million
get. 81 percent.

Would you structure that tax cut--if, in fact, there should be one
for corporations--to go more heavily to those under $1 million.

Mr. KXrmmmNo. Let me make a comment upon your statistics and
then I will comment on it. I think your statistics are broadly correct;
let me show you how they are frequently misused, just as I think the
tatistics on ths so-called progressive nature of the personal tax cuts

were misused here this morning by the administration.
It does not mean anything--suppose I said that, since there are

so many corporations with small incomes than there are large ones
that if you measure it in dollar terms, the small corporations get a
bi er percentage of the tax cuts.

That is what the Secretary was saying this morning about the per-
.onal tax cuts, that because there were so many people of moderate
and lower income, the thing is progressive and they are going to get
more dollars. That is not what matters. What matters is what share
they are getting relative to their numbers and relative to their place
in the structure.

That is why your figures are so relevant, because they show just
what counts. They show just what percentage of the benefits go to
various parts of the structure and therefore, who is getting the gravy
thnt is being drained out of this Feral budget deficit

I think you are entirelv correct. I am coming to the matter of re-
structuring. I think that both in tax policy and in spending plicy
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and in money policy we have not done what we used to do in the olden
days when I think we made a better record. We applied the principle
of selectivity.

Now, it is very easy to say it is a little bit harder, but you cannot
have a $500 billion budget without being very, very careful about
what you are using it for and merely regurgitating each year what
you used it for the previous year with some slight changes in doing
that. It is obvious.

Now, this equally true of money policy and of tax policy. I have
always favored, when the Government is doling out money in tax
reduction-well, it is explicit in what I said about the apportionment
between the corporation tax reduction and the individual tax reduc-
tion, what I said about the apportionment of the personal tax
reduction.

Now, if it is sound, and I am sure it is sound, when you are reducing
personal income taxes, or increasing them, you give a great deal of
attention to the structure, it is equally sound on the corporate side.
And therefore, I think that regardless of what the corporate tax
reduction is in dollars, it should be arranged on some selected basis,
which I could not suggest in detail without more study, that trained
it toward those who need help most.

In other words, I do not think that the variations of the general
progressive tax structure related to business size have gone far
enough, or have been given enough thought.

So, my answer to your question, in general, would be yes
Senator NELSON. Ybu stated in your testimony that, in your judg-

ment, some money should be transferred--some tax cut should be
allocated to the reduction of social security taxes.

Mr. Krrzsvao. Yes; and the point I was making is, as I said,
that since the real economic consequence and the real consequence to
the budget is how much you put in and how much you take out, and
the real way to look at a deficit is how much more the Government
is putting out than it is taking in, however it is labelled, therefore,
the real issue up for consideration-and I think one of the Senators
put it well-the real issue up for consideration is, given a fixed amount
of tax benefit after allowing for the counteracting social security act
increases--and, as I say,1 am not contesting here the aggregate;
I am going along with what is proposed, just to simplify my argu-
ment, although I might propose something very diffeent--but,
hating gotten that far, the only remaining issue is not the size of the
deficit, because the deficit looked at the way I look at it will be the
same either way; what you call printing press money will be the
same either way; the inflow or the outflow would be the same either
way, in total.-

Therefore, what I would look at is what effect different combinations
have upon the vitally important matter of the receipt side of the pic-
ture and the stimulation of the economy. And it is from that point of
view, not because of a predilection of the social security recipient, I
think that any measure that does less on increasing and more on de-
creasing the taxes of those in the middle and lower parts of the struc-
ture, aside from the social security considerations, will be more bene-
ficial to the economy than what decreases the after-tax holdings of
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those very much higher up on the income tax structure, whether 9n the
personal side or on the investment side, especially since they do blend
in the sense that those high up on the personal Nid save % large part of
their money for investment.

Senator wrLsoN. One more question. What is the difference if there,
is one, insofar as the inflation question is concerned, in giving a tax
cut to a corporation and individual in personal and corporate income
taxes versus cutting social security taxes I

Mr. KrrsmmiNo. I agree with the argument that one of the most
inflationary kinds of increases in taxes is an increase in the social se-
curity tax. Incidentally, that is another reason why it is so regressive,
whether it is increased or not, because itis passed along to the consumer
no matter where the imposition comes in the first instance.

I think that is one of the most inflationary kinds of taxes.
But my general answer is broader than that, because I am compel-

lingly convinced of the proposition that the most inflationary thing for
the economy is to maintain policies which keep us operating 10 percent
to 20 percent, 10 percent on the labor force side, 20 percent on the busi-
ness side, below our potential. This is the most inflationary thing.

Now, I have been hammering on this for 20 years. I have four or five
charts on it here. If you look at them you will see that what was a
theory has become a compelling fact. By now, it has become so conclu-
sive that most of the embers of the Congress over on the House side
when they were cons' ering the Humphrey-Hawkins bill, they were all
coming down on tM side that at least we a" that getting the econ-
omy really operating is the central attack on inflation.

There is no other central attack. When the economy is operating the
way it is now, your productivity goes down to zero. Everybody wants
to write books and make studies about increasing productivity. When
the plants are fully used, the productivity goes up 4 or 5 percent, so the
per unit costs are tremendously lower.

We have an administered price system where-and I am not saying
it critically-they attempt to compensate for, profit objectives and
higher costs by raising their prices faster when volume is low. I have
studied every industry over the years. They all do that. The only people
who do not dio that are people who operate in a free market and they
are mostly farmers.

Doctors do not operate in a free market, and they do it also. That is
the way it works.

There is no better cure for the inflation than to get the use of re-
sources more ample.

Senator LoNG. I have a high regard for you. I have sought you out as
a witness before this committee on occasions because I have asked you
to come before us and give us the benefit of your thought, and it has al-
ways been very helpful, as I am sure it will be today.

Your chart with regard to people in the lower income brackets and a
percentage of the tax cuts that they receive--which one is that ? Some-
where. I think, in the early group.

Mr. Kzys miLNo. Chart 19 relates to the 1964 tax cuts.
Senator LoNG. Let's see if this is the one. Chart 19 would serve the

purpose for what I wanted to ask about.
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Now, it is true that measured against the income of those people in
the low brackets-I am talking about those below $4,000, particularly
if you take under $2,000-the tax appears to be extremely high, but
have you cranked in the welfare payments and the social security pay-
ments and the medicaid and the various grants in kind which those
people are also receivingI

Mr. KEYSERLING. InsQfar as feasible these income statistics include
money income from all sources. They have not completely cranked in
the payments in kind, Senator, which is very difficult.

Senator LoNG. Some years ago, I was impressed by the same figures,
the same type of comparison, but when we looked at how much we were
paying those people, particularly in income in kind, such as food
stamps and medicaid and various other things, the results are different.
While it is true that measured by earned income you would have a
shocking presentation of what their taxes appeared to be, on the other
hand, i they are paying 50 percent, let's say, as against their earned
income, that what they would be getting from Government would be
more like 150 percent, measured by the same figure.

We would be paying them out more than three times what they are
paying themselves, so that if you look at the mix, you look at what we
are paying them, both in cash and in kind, and then add them to what
they are paying, they are big winners.

In other words, it would- be sort of like me standing there trading
you $1 bills for $5 bills. I would be willing to trade you $1 bills for $5
bills as long as you would be willing to continue that transaction.

Mr. KFYsaamNo. Well, Senator, I do not disagree with your figures
at all, but I do not think they affect the basic thrust of this chart, for
a number of reasons.

In the first place, if you look at the chart, and start out with $6,000,
move up from $6,000 to $25,000 which carries you, broadly speaking,
out of that class that you are talking about. We still have a tremen-
dously less increase, percentagewise, of disposable income than at
$50,000 and over.

So, even if you exclude the people who are subject to these peculiar
circumstances that you referred to, the chart shows very much the
samo thing.

And as for the people very low down, I would say this. Granted there
is a lot in what you say, but I do not think it makes sense for the Gov-
ernment to put too much taxes on the wrong people and, therefore, to
pay part of it back in welfare because they cannot pay those taxes
without dying.

I think it would be much saner, much politically sounder, and much
better in every way to tax them less and not to have to nay them back
so much in welfare, which is apart from the question of whether some
of the welfare payments are too high, or the immensely more important
task of making jobs available to most of those on welfare.

So, anyway you look at it, I think that we should try to get an equita-
ble and a possessive and an economically viable tax system along the
lines I have indicated, and that it is not adversely affected by the point
that you make.

Senator Loo. Let me just say this, Mr. Keyserling. This is the first
time I have heard your thoughts about full employment and full use

33-023 0 - 79 - It
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of our human resources. I thought they were right, and I still think
they are right, and I think they ought to be an essential part of any
program that we pursue, be it one that we are initiating here in the
Finance Committee, or one that they are moving through some other
committee, because I really think that the idea of providing every per-
son with the opportunity to put his resources to work and his talents
where they can be used best for the benefit of himself and society
should be fundamental to our whole way of doing business. .

Mr. KEYsERLiNo. You are absolutely right and I think further-not
really further, because it is inseparably connected-that that should
therefore be the major thrust of tax policy and money policy and
everything else.

You can get an ideal tax system, an ideal money policy that does not
do that and it is a gross failure, by definition.

Senator Lox.o. If it does all the other things and it fails to do that, I
think it is just not a very good policy.

Thank you.
Senator NELSON. Thank you very much, Mr. Keyserling, for your

very thoughtful contribution to the hearings today. I appreciate your
taking the time to come. Your statements and thoughts will be printed
in full in the record.

[The prepared statement of Mr. Keyserling follows.]

STATEMENT oF LEON H. KEYSERLINO'

Mr. Chairman and Members of the Subcommittee:
I appreciate this opportunity to testify, and believe that what I have to say

offers some. helpful material not available from other sources.
Although we recognize that taxation is for the basic purpose of raising revenue,

tax policy in recent years has been directed mainly toward stimulating a laggard
economy, which is consistent with the basic purpose, because it is the condition of
the economy, as I shall subsequently show, which determines whether the Fed-
eral Budget is in surplus or in deficit.

But although tax policy in recent years has been directed toward the right pur-
poses, it has not been based upon an analysis which indicates sufficiently how
much tax reduction is needed; and far more importantly still, there has not been
anywhere sufficient analysis of the composition of the tax cuts in order for them
to achieve the purpose intended. Consequently, the use of tax policy to stimulate
the economy during recent years has been disappointing to say the least.

My testimony therefore begins with an analysis of the economic problem, fol-
lows this with my views as to what needs to be done to remedy that problem, and
ends with the implications of all of this for the use of tax policy at this time.

As my Chart 1 shows, the American economy, especially since 1953 to date, has
gone through a roller-coaster performance of stagnation, recession, and inade-
quate upturns. From 1953 through 1977, the real average annual growth rate was
only 3.2 percent, and from 1969 through 1977 only 2.3 percent, while from 4 to 5
percent is required to maintain reasonably full use of our human and other pro-
ductive resources.

My Chart 2 shows that this roller-coaster performance has caused us to forfeit
almost 5.3 trillion dollars of total national 'production measured in 1977 dollars,
this estimate being very conservative as indicated by the footnotes to the chart.
Correspondingly, during 19.53-1977 inclusive, we have fallen short of reasonably
full employment by more than 72 million man-, woman- and teenager-years of
useful work opportunity. My Chart 4 supplements this by estimating conserva-
tively how much we would lose from 1977 through 1983, if instead of making dras-
tic new efforts we continue the course of national economic policies and programs
along lines not too different from the erroneous paths traveled in the past.

'Chairman, Council of Economic Advisers under President Truman. President, Confer-
ence on Economic Progress.
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The remedies we must seek lie in analyzing correctly why the roller-coaster
economic performance has occurred. Contrary to the ideas of many, upturns have
not been converted five times since 1953 to stagnation and recession by inflation.
Actually, prices were virtually stable before the commencement of the economic
deterioration in at least three of the five cycles Instead, the deterioration com-
menced in consequence of upturn or boom periods when investment In plant and
equipment which add to the ability to produce have grown very much faster than
ultimate demand in the form of consumer expenditures plus public outlays. When
the downturns have cume, investment of course has declined the most, but none-
theless ultimate demand has declined to levels insufficient to restimulate invest-
ment sufficiently and to fulfill the function of ultimate demand itself In bringing
about complete recovery. Again, frcm fourth quarter 1975 to fourth quarter 1977,
investment in plant and equipment was growing at a rate in real terms almost
twice as fast as ultimate demand. This problem is depicted on my Chart 5, which
also shows how disparities in various types of income have contributed mightily
to the Imbalances just described.

My Chart 3 shows the trends in full-time unemployment and In the true level
of unemployment from 1953 through December 1977. The striking feature of the
top cross section of this chart is Its indication, seldom recognized, that unemploy-
ment has increased chronically In the long run. For example, unemployment in
December 1977, after about 2% years of recovery, was higher than at the trough
of three of the five recessions sint* 1953. The lower cross sections of this chart
show the differential rates of unemployment among different groups, which so
greatly aggravate the unemployment problem.

Chart 6 depict.s how, by the fourth quarter of 1977, the deficiency In private
consumer expenditures was the dominant factor in the total G.N.P. deficiency.

The )unch line of Charts 5 and 6 are that efforts to stimulate the economy now
should focus predominantly upon the stimulation of consumer spending, plus In-
creases in Federal outlays or reductions in Federal taxation, or more properly a
combination of the two. As I shall show, the tax proposals of the President for
1979 are very wide of meeting this essential requirement

My Chart 7 sets forth my estimate of major goals for 198, indicating the mag-
nitudes of the task. That I am not inimical to private business Investment is
shown on the chart by the fact that I project the need for a higher growth rate
in that sector than In G.N.P., consumer spending, or Government outlays at all
levels. But it is a very serious departure from experience and logic to derive the
conclusion that Federal stimulus should concentrate largely upon stimulating
business investment directly. Stimulating ultimate demand will do far more to-
ward accelerating the rate of business Investment growth, and, later on in my
testimony, I will show how erroneous was the following of an opposite course for
the 1ist decade and a half or so. hat the results were bad is indicated by the
extremely poor average performance of the economy over the years which I have
already depicted.

One of the objections to as much Federal stimulus as Is now needed, whether
through increaFed outlays or tax reductions, or preferably a combination of the
two, is that this will increase the Federal deficit and will therefore be inflation-
ary. But my Chart 8 contains estimates that, if we take the steps necessary to
bring the economy back to reasonably full resource use by 1983, which means be-
ginning vigorously now, the average annual benefits in terms of total national
production will be more than 7 times the size of the difference in average annual
costs in the Federal Budget. Moreover, this is the only appropriate road to a
balanced Budget.

My Chart 9 Indicates that the growing and horrendous deficits in the Federal
Budget have been practically entirely due to the poor performance of the U.S.
economy, and my Chart 10 estimates how a sufficiently stimulative policy would
bring the Budget into balance by around 1983, while continuation of policies much
as they have been would leave us with a huge deficit in 1983.

Another objection to an appropriately stimlative policy is that It would be
inflationary. But after a quarter century of experience, more and more qualified
people are coming to recognize the unquestionable trust that the so-called "trade-
off" between unemployment and Inflation is for the birds, that inflation is highest
when unused resources are high, and lowest when unused resources are low. This

The increased Federal outlays shown on this chart could be replaced by correspond-
Ingly more tax reduction, without changing the import of the chart.
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is demonstrated on my Charts 11 and 12, and my Chart 18 explains one of the
most Important reasons for this, in that productivity growth is very rewarding
when resource use is high, and very-discouraging when resource use is low, which
adds to per unit costs and foments price Increases.

I do not feel that the stimulus provided by the President's program is adequate,
nor that it represents a proper allocation between tax reduction and Increased
public outlays. I have always believed and still believe that the Finance Com-
mittee should give much further consideration to the use of carefully selected
public investment In lieu of tax reduction. That preferable course does more for
the economy, does more to meet the great priorities of our national needs, creates
more Jobs per dollar spent, and is therefore less costly in terms of the Federal
Budget.

But I shall not develop this point here today, believing that a word to the wise
is sufficient. However, I feel bound to point out how many more billions of dol-
lars we would have available for stumulating the economy through Federal
action, whether in the form of increased outlays or further tax reduction, if
the prevailing monetary policy still in effect had not wrought Its ravages on
the economy during the past quarter century. My Chart 14 demonstrates the
close connection between the excessive tightening of the money supply and
the onslaught of recessions and stagnations. This in Itself Is inflationary, for
reasons already stated.

My Chart 15 depicts the fantastic increases In Interest rates from 1952 through
1977, which have transferred more than 1.3 trillion dollars from borrowers, both
private and public, to lenders. These soaring interest rates have imposed an
additional burden upon the Federal Government of more than 130 billion dol-
lars during the quarter century. It does not require a scholar in the fiield of
economics to recognize the transfers of money and spending power in these
directions are not only socially iniquitous, but also have Intensified the im-
balances in the economy which I have already depicted and which have produced
the roller-coaster economic performance.

My Chart 16 demonstrates how much more the Federal Budget could have done
over the years to help meet the great priorities of our national needs, without
worsening the condition of the Federal Budget and indeed benefiting it through
efficient rather than Inefficient use of funds, if the Federal Budget were not
burdened by billions of dollars in excess interest costs, and almost 18 billion
dollars of these In 1977 alone. And my Chart 17 depicts the horrible costs imposed
upon the average American family by the prevalent monetary policy.

I do not want to seem pessimistic, but I doubt again as, I have doubted before
with subsequent vindication, whether tax reductions and other measures to
stimulate the economy will be of more than slight consequences unless the Con-
gress exerts itself vigorously to change the policies of the Federal Reserve
Board. I respectfully submit that this is a responsibility of every Member of the
Congress, and certainly the Members as influential as those on the Senate Finance
Committee.

I shall now turn, drawing my conclusions from the fundamental analysis I
have already offered, to an evaluation of the tax reduction program proposed by
the President which is now the subject of these hearings. As I have already
stated, my Judgment Is that the stimulative program proposed by the President is
much too small, and that the balance between the tax reduction proposed and
the increases in Federal Budget outlays otherwise proposed is unsatisfactory. But
I shall not discuss these issues here. I shall here assume that the President's tax
proposals are of the right size; but my view is that they are sorely misdirected
in their structural composition, both in terms of economic stimulus and in terms
of social equity.

My Chart 18 depicts the distribution of income in the U.S., and the trends from
1947 through 1976. It is apparent that the distribution is extraordinarily uneven,
while admitting as I do the need for vast differences in income based upon many
considerations. Further, the distribution appears to have become more uneven
over the years. In 1976, the three lowest Income fifths received considerably
smaller shares of the total than they did in 1947, and this usually follows when
real economic growth has averaged too low and unused resources averaged too
high. High unemployment, more than all else, redistributes income regressively.

The unfavorable situation with regard to income distribution operates very ad-
versely upon economic performance through its adverse effects upon consumer
spending, in that those lower down on the Income ladder spend relatively more
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and save relatively less of their hicome for consumption than those higher up. By
the same token, the very uneven distribution tends to promote the periodic invest-
ment excesses to which I have referred, In that those higher up In the structure
spend a larger portion of their income for investment purposes. Actually, the
chart understates the maldistribution, because it depicts before-tax income,
while tax trends viewed as a whole have tended to make the distribution wor%_
as demonstrated by my subsequent discussion of these tax trends.

The U.S. tax system, viewed as a whole, should be utilized to improve the dis-
tribution of income for all of the reasons earlier stated. But although the Federal
tax system has remained progressive over the years, when account is taken of all
forms of taxation at all levels, the distribution of the tax burden is amazingly
regressive. This is depicted on my Chart 19. Although I have not been able to
bring the chart beyond 1968, the situation has worsened during the more recent
years, for we all know that the most regressive types of taxes such as property
and sales taxes have increased much faster than changes in Federal taxes have
compensated for these increases.
social security tax Increases, indicates that, while the impacts as a whole would

There were periods when changes in the Federal personal income tax struc-
ture were extremely progressive, when one considers that the real effect of
tax rates changes is not to be found in the rate of tax change but in the effect
upon personal income after taxes. Measured in this correct way, my Chart 20
demonstrates how extremely progressive were the personal tax increases during
the World War II era, 1939-45.

But when the time care after World War 11 to decrease personal income tax
rates, the changes became extremely regressive in their effects upon after-tax
income. The most notable use of tax reduction to stimulate the economy was in
1964. And as my Chart 21 demonstrates, the personal tax cuts in this year
provided larger and larger increases in after-tax income on a percentage basis as
those paying the taxes were higher in the income scale. For example, among
married couple with two children, those with $3,000 income received only a 2.0
percent gain in after-tax income, those with $15,000 income received only 2.7
percent gain, and those with $200,000 income received a 16 percent gain.

My Chart 22 applies the same type of analysis to the period 1945-1963, and
speaks for itself as to the unsatisfactory distribution of after-tax income gains.

Next, my Chart 23 applies the same analysis with respect to personal income
tax cuts to the period 1983-1973. Here again, looking at the percentage increases
in after-tax income, the income groups with incomes of under $3,000 to $50,000
received smaller Increases in after-tax incomes than the groups with over
$50,000.

We may now turn to the estimated effects, for the year 1979, of the personal
tax cut proposed by the President, first excluding the social security (FICA)
tax changes. Looking at the effects upon after-tax income, the proposal ap-
pears to be marginally progressive, but to a degree so small that it does not
begin to compensate for the regressive trends over the years which I have
already depicted, and certainly not progressive enough to meet the economic
and social needs of today and tomorrow. This is shown on my Chart 24. And
my Chart 25, applying the same analysis to the President's proposals including
social security tax increases, indicates that, while the impacts as a whole would
be marginally progressive but not nearly enough so, the percent gain in after-
tax income would be lower than if the social security tax changes were not
applied in the case of married couples with two children at $10,000 incomes,
$15,000 incomes, and very much lower In the case of families with $20,000 in-
comes, $25,000 incomes, and $30,0000 incomes. In the case of those with $40,000
incomes, to the contrary, the gain in after-tax incomes would be the same per-
centage with or without imposition of the increased social security tax.

More important still, in its bearing on balance or imbalance within the econ-
omy, there is to be considered the impacts of the distribution of tax reduction
between the investment function and the consumer function. As shown by my
Chart 26, the allocation of the tax cuts between 1962 and 1966 directed more
dollars to the stimulation of consumption than to the direct stimulation of invest-
ment, but not near!j enough more In terms of the economic requirements for
the establishment of balance. Actual economic developments bear this out.

But this was not as bad as what happened later on. Looking at the 1971 tax
cuts as depicted by my Chart 27, 7.4 billion dollars were allocated directly to
the stimulation of investment and only 2.7 billion to the stimulation of con-
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sumption. And what happened to the economy in the years thereafter, as I have
already depicted, was the appearance of the types of imbalances which not too
long thereafter resulted in stagnation and then the most severe recession since
the Great Depression of the 1930s.

My Chart 28 depicts the allocation between investment and consumption dur-
ing the period 1962-1973 as-awhole. Here again, the- allocation was far off the
mark of the requirements for economic balance, and by 1974-1975 the results
were felt in the deepest economic recession since the Great Depression of the
1930s.

Finally in this phase of my analysis, my Chart 29 depicts for the year 1979
the allocation between investment and consumption under the President's tax
proposals, both excluding the proposed tax reforms and including such tax re-
forms. In both cases, the allocation to investment is actually higher than the
allocation to consumption, and including the proposed tax reforms, it comes to
14 billion dollars as against 10.5 billion.

Coming on top of the erroneous trends in earlier years, I am sadly convinced
that the main effect of the personal and corporate tax cut proposals of the Presi-
dent might well stimulate the economy for a brief spell, as did the tax cuts of
1964 and at times later on, but in the longer run would increase the severe
existing imbalances in the economy and help to bring on another period of stag-
nation and then recession, possibly deeper than the most recent one.

In accord with my analysis, what do I now deferentially recommend to this
Subcommittee? I recommend that the allocation of tax cuts to the investment
purpose, averaging about 15 billion dollars for 1979 (as the midpoint between
the proposed cuts with and without the tax reforms) should be reduced by about
10-12 billion dollars, leaving tax cuts of only about 3 to 5 billion dollars for the
direct stimulation of investment. I further recommend that the direct cuts for
investment be redirected on a more selective basis to those who need help-most
in the business structure, especially small and mid-size business, for it has been
the unalterable tendency of the tax stimuli to investment during the years in
the past under review to be directed far too largely to those who need help least,

- and far too little to those who need help most.
In addition to the 10 to 12 billion dollars thus being saved, I recommend, for

reasons abundantly clear, that 2 to 4 billion dollars of the 1979 proposed tax
cuts allocated to consumption be abandoned insofar as they are applicable to the
higher ranges of the income structure.

The two proposals just made would yield 12 to 16 billion dollars for other
types of tax cuts. I recommend that a very large portion of these, somewhere
between 8-11 billion dollars, be utilized to reduce the impact of the proposed
increase in the social security taxes over the period of time for which these
Increases are imposed, and that the balance be used to increase the tax reduc-
tions allocated to the consumer function in the lower half of the income
structure.

I cannot vouch for the precise accuracy of my estimates or recommendations.
But they are close enough to precise accuracy to provide, I believe, a sound guide
to this Subcommittee and to the Senate Finance Committee, toward a redirection
of tax action, which will avoid the errors of the past and their very adverse
economic consequences, and contribute to objectives we all have in common-the
sure and paceful move of the U.S. economy toward full resource use, and the
doing of a modicum more of social justice.



CHART I

THE "ROLLER-COASTER" ECONOMIC PERFORMANCE:
ECONOMIC GROWTH RATES, 1922-1929,1941-1945. AND 1947-1977
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CHART 2

COST OF DEPARTURES FROM FULL ECONOMY. 1953-1977'j
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CHART 3

UNEMPLOYMENT. % RATES & DISTRI WTKON. 1953-1977
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CHART 4

BENEFITS OF FULL ECONOMIC GROWTH, 1977-19832.800 
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(hART 5

COMPARATIVE GROWTH RATES. 1961-1977-'
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CHART 6

THE GROWTH IN CONSUMER SPENDING
HAS BEEN MUCH TOO SLOW, 1960-1977'

(Avero-Annuol Rates of Change, Constant Dollars)
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CHArt T

MAJOR GOALS FOR 1983. CONSISTENT WITH 1983
GOAL FOR REDUCTION OF UNEMPLOYMENT'
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('HART 8

.-.-.-..... ...... _
"COSTS"'WBENEFITS"THROUGH 1983, CONSISTENT

WITH REACHING UNEMPLOYMENT-REDUCTION GOAL
BY 1983
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(lART 1)

G.N.P DEFICIENCIESYAND BUDGET DEFICITS
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FROM FEDERAL DEFICITS IN AN UNHEALTHY ECONOMY
TO A HEALTHY BUDGET IN A HEALTHY ECONOMY
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CHART 11

REAL ECONOMIC GROWTH RATES. EMPLOYMENT Ek UNEMPLOYMENT, INFLATION.
AND FEDERAL BUDGET CONDITIONS. DURING VARIOUS PERIODS. 1947-1977'/
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CHART 12

RELATIVE TRENDS IN ECONOMIC GROWTH
UNEMPLOYMENT, 8 PRICES, 1952-1977
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CHART 13

IMPACT OF ECONOMIC GROWTH
UPON PRODUCTIVITY GROWTH
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CHAT 14

COMPARATIVE TRENDS IN NON-FEDERALLY HELD
MONEY SUPPLY, G.N.P. AND PRICES, 1955-1977"
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CHART 15

INCREASES IN AVERAGE INTEREST RATESAND
EXCESS INTEREST COSTS DUE TO THESE INCREASES,

1952-197'r
Ip Up

Up14&.4%
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Federal Public Det L'

SM7-1977 esimote.
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CHART 16

EXCESS INTEREST COSTS IN THE FEDERAL
BUDGET 1965-1977 CONTRASTED WITH OTHER

COSTS FOR SELECTED BUDGET PROGRAMS'-I

Millonsof Dollais

EXCESS AvTEREST
COSTS N T

FEDERAL BUDDE T
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('hART 17

THE BURDEN OF 1,138.9 BILLI ON IN
EXCESS INTEREST COSTS, 1953"1976'

UPON THE AMERICAN PEOPLE
Colre4or "ore

HOW $47.5 BILLION A YEAR, 1953 -1976
- EQUAL TO ANNUAL EXCESS INTEREST-
MIGHT HAVE HELPED LOW-INCOME FAMILIES
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$2,400

$475 bIN
Mee #ear
,Necewa
B0 Thoe FoMaImeld lie Mout

'10% 
mom

For Ee Foly

Averapg Wco
of These Femilie

iN 1971

Fomlle
With lcons tier

(2 6 Mhotmn 1TS)

1475 IlMN
Mere o leer

9 Ttee Fao ie

S509 Mere
Aeae For EaW F..1I

Amt Thee
o bm 1976 l

Fomiloe
Wilk Incom Undk

$2,0O
(12 Mill m 19761
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CHART 18

SHARE OF FAMILIES IN TOTAL FAMILY INCOME
BY QUINTILES, 1947, 1953, 1960,and 1976

(Picmt of MoMr hcme)
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CUART 19

TAXES PAID AS PERCENT OF INCOME.US. 1968'

TOAL TAXS
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CHART 20

PERSONAL TAX INCREASES, 1939-1945
Percent Federal Tax Increase Anid Percent Decrease In After-Tox Income

Married Couple With Two Children At Various Income Levels!/

$3,000
(Tax Rate Raised From 0 To 69%

Aftor-Tax Income Do"$2061

6.9%
Percent Percent IDropIn

TOt Incease After-Tax Income

$5,000
Taz Role Rased From 0.6% To 12.6%

After-Tat Income Don $600)
2 000%
t-- 7 7

12.1%

Percent Percent Drop In
Tax Increase After-To, Income

$7,500
(Tex Rote Raised From LS%To 163%

Aftler-Tax Income Don $1I2.)

1 002%

15.0%

Percent Percent Drop In
To Increase After-Tot Income

$10,000 $15,000 $25,000
(TaxRote Raised From 2.6% To 192% (Tax Rote Raised Frm 45% To 240% (To' Rate Raised From 7.5% To 328%

Al lu-Ta Income Down $,6%) After-Ta Income Dom $2,932.) After-Ta, Ince Daws $6,332.1
636.5% 4389% 339.0%

... 17.0% 20.5%274

Percent Percent Drop in Percent Percent Drop In Porcent Percent Drop In
Tax Increase Afler-Tat Income To Increase Afltr-Ta Income Tax Increase After-Tax Income

$50,000 $100,000 $200,000
(Tax Role Raised From 14.3%To43% (Tax RatoeRsed From 26.2% To 5%6% (Ta Role Rosed From 41.0% To1.2%
After-Tat Income Down $I6,005) After-Tax income Down $33,396.) After-Tax income own $60,373)

224.2% 127.3% ~73.6%

!!iii!!!i: 4.3%51.2%
37.3%45.3%

Percent Percent Oropln Portent Percent Drop in Percent Porcnl Drop In
Tdi Increse After-To. income Tax Inweose Atlotr-Tat Income To acom Allt-Tax incom

-/ Federal tax for 1939 o'¢ 1945. as applied to adjusted groas income, estimated by CEP,
assuming I0 percent dedu:tion for taxes, interest, contributions, eta. Allowance woo also
mode for earned incomii credit in 1939.
-V No tax ot this level ir, 1939.
Note: Tax roles shown are effective tax rates.

f
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CIA1T 21

1964 TAX ACT, PERSONAL TAX CUTS
Percent Tax Cut And Percent Gain In After-Tax Income

Married Couple With Two Children At Various Income Levels '

$ 3,000 Income
1oo )%

2.0%

Percent Percent Gain In
Tax Cut After-Tax Income

$10,000 Income

16.9%

Praent Pteo ain In
Tax Cwt A/tW-Tax Income

$ 50.000 Income

15.1%

6.2%

Percent feit awn In
Tax Cut Mmw-Tax Income

$ 5,000 Income

25.7%

1.6%

Perewt Pa ooin 
Tax Cut Aftr-Tox income

$15,000 Income

15.7%

Tax Cut Aftr'-Tax Income
+ 1

$100,000 Income

14.4%

rT " Pnt an In
Tax Cut After-Tax Incame

$7500 Income

20.0%

~2J%

efMP ~em, Gan In
Ta" Cut At-Tox Income

$25,000 Income

15.7%

Tax C t o erTain In
Tax Cut A/ft-Tax Income

$200,000 Income I/.

lIKAOL

Pacet Percet Gain In
Tax Cut Ater-Tw Income

!/Adjussed gemS Incm levelS. -2'gwtlmtd

NOte= Stnard deductions for $ 3,000 Income level. Typicol Itemized deductions
fotr oltf income lvls.

i i



184

CHART 22

PERSONAL TAX CUTS, 1945-1963:
Percent Federal Tax Cut And Percent Gain In After-Tx Income
Married Couple With Two Children At Various Income Levels2'

$ 3,000 Income
(To Role CW Fm 9%To 2.0%

Tax Cut From $206. To $60L)
709%

5.2%

Percent Percent Goin In
Tel Cut Aftr-Tox Iecome

$10,000 Income
(Tax Rote Cut From 19.2% To 37%
Tu Cut From S, 915 To 1,372.1

28.4%
S 6.7%

Percent Percenl Gain in
Te Cut After-To% Income

$ 5,000 Income
(ToK Rote Cut Rot 12.6% To 8.4%
Toel CutFm $630.To $420.)

33.3%

Percent Percenl Gain In
Toel Ct After-Tom Income

$15,000 Income
(Tom Role Cut From 24.0%To 16.6%
Tel Cut From $3,6OGTo $2,48fI

30.9%
S 9.8%

Percent Percent Gain In
Tos Cul After-To Inohm

$ 7,500 Income
(TOe Roe Cut From 165% To 11.7%
To& Cot From $ 1,23 To $677.

28.3%

.M 5.5%

Percent Percent Goif.1I
Tem Cut After-Tof Income

$25,000 Income
(Tom Rote Cut From 32.8% To 21.3%
Toe Cut From StO Te $5,311)

35.1%

Pecent Percet Goin
Tom Cut After-Tom income

$50,000 Income $100,000 Income $ 200,000 income
(Tot Role Cut From 463% To 32.0% (Tol-Rote Cut From 59.6% To 44.7% (Tax Role Cut From 71.2% To 57.6%
Toe Cut From 52414STo $15,976.) "oa Cut From $59625To $44,724.) Toe Cut Froa $l42,406 To$l152t

47.2%

31.0% 26.7% 25.0% 36.9%

Percent Percent Goin In Percent Percent Goi B Percent Percet Gain Is
Te Cut After-Te income Tes Cul After-To. ncom Te Cue After-To: Incom

I/ The amount of Federal te, 4e applied to adjusted gross income, was estimated for 1945
by CEP and for 1963 by Treosury Dept. Both estimotes oeeume 10 percent deduction for tox,
interest, contributions, medical core, etc.
Note. Tax routes shown ore effective ta rotes.
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PERCENTAGE TAX CUT AND PERCENTAGE INCREASE IN INCOME
AFTER TAX, VARIOUS INCOME GROUPS, 1963-1973"
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CHART 24

ADMINISTRATION PROPOSAL. PERSONALTAX CUTS IN
79 EXCLUDING SOCIAL SECURITY (FICA) TAX CHANGES

Percent Tax Change and Percent Change in After-Tax income
Morrled Couple with Two Children at Various Wage Incom LevelsJ-I

$5,000 Income
Tax rate remans at -6.0%
After-tax income remain

at $5.300

0% 10% I

Percent Percent gon In
toxcut afer-tax Icome

$20,000 Income
Tax rat cut from 10.9%

to 9.6%
After-tax income up from
$17,820 to $18,090

t2.4%

Percent percent gain in
tax cut after-tax Income

$40,000 Income
Tax rate cut fn.,, 17.1%

'-6.6%
After-tax Incone up from
$33,152 to $33,370

3.2%- 0.7%

Perc Prcen gain In
toxcut after-tox inome

$10,000 Income
Tax rote cut from 4.5%.

to 1.3%
After-tax income up from

$9,554 to $9,866

I-
Percent Percent gain In
taxcut after-tax income

$25,000 Income
Tax rate cut from 12.6%

to11.3%
After-tax inco *up from
$21,850 to $22,170

102%

Percent Paercet ga In
tax cut after-toxax nc

$50,000 Income
Tax rate cut from 1.9%

to 19.7%
After-tox income p from
$40,050 to $40,130

0.8% 0.2%

Percent Percent gan in
toxcut after-taxinme

$15,000 Income
Tax rate cut from 89%

to7.1%
Afttax inco up from

$13,670 to $13,928

19.4%

Percent Percent gain In
taxcut a~ertax a ",m

$30,000 Income
Tax rote cut from 14.1%

to 13.0%
Ner-tax income up from
$25,766 to $26,090

76%

Percent Pertcen gain I
tax cut after-tax incme

$100,000 Income
Tax rate roed from
28.9% to 29.5%

ter-tax incor downfram
$71,120 to $70,530

2.0% 0.8%

Porcent Percent losing
tax increa after-tax income

./One wageowne ;*detblo ePnem mied at 20 peroeaf Immos.
Saou.4 Oeprtmeifcf toTrmowry, Office of Tax Arahmis

v
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CHART 25

ADMINISTRATION PROPOSAL. PERSONAL TAX CUTS IN
'79INCLUDING SOCIALSECURITY (FICA)TAX INCREASES

Percent Tax Change and Percent Change in After-Tax Income
Married Couple with Two Children at VriousWog Income Levels1'

$5000xncm
Tax rate remain Ot 0.1%

Aftr-tax Income downfrom
$4,997 to $4,994

0% 0%

Percent Percent issin
tax cut after-tax income

$10,000 Income
Tax rate cut from 10.3%

to7.5%
After-tax income up from

$ 8,969 to $9,253

S 3.2%

Percent Percent gain In
toxcut after-tax income

$15,000 incom
Tax rote cut from 14.7%

to 13.3%
ANter-tox come up from
$12,793 to $13,009

A 
98

Percent! Percent *I
tax OAt after-tax Icl

$20,000 he $25.000 o m $30.000 income
Tax rate remains at 15.7% Tax rae rased from Tax rateraised from
After-tax income up from 16.5% to 16.9% 17.3% to 17.7%

$16,855 to $16,864 After-taxIcome downfrom After-toxlcome doenfrom
$20,885 to $20,766 $24,803 to $24,686

2.9% 2.3%,
10% 0.1% 0.6% o.%
Percent Percent gain In Percent Percent Iossln Percent Percent 10sin
tax cut after-tax income tax Increoseafter-taxin tax ncrese after-tax income

$40,000 income
Tax rote rolled from

19.5%to20.1%
After-tax Income downfrom

$32,187 to $31,966

2.8% 07%

Percent Percent Io In
tax Increase after-tax income

$50.000 Income
Tax rate rolsed from

21.8% to 22.5%
After- tax Ince down from

$39,085 to $3M,726

3.3% 09

Percent Percent os in
tax incmse after-tax income

$ I00,000 Income
Tax rime raised from

29.8% to 30.9%
Atter-tox income downfrom

$70,155 to $69,126

Percent Percent ios In
tax Increase after-tax knome

I/One wage earner, deductible epenes am d 20 pocen of Wocme; FICAt a calculated
wider prior low rate ond bose for 1977 (5.85% ond $16,W)mind premil krv rote and batfor
1979 (6.13% and $22,900),em l eltors 0nly.

Sowce: Depiartment fte Treasury, Office of Tax ANilysis



188

CHART 26

ALLOCATION OF TAX CUTS, 1962-1965:
INVESTMENT AND CONSUMPTION PURPOSES

(Billions of Dollars)

19.2

EXCISE TAX CS
965

PERSONAL TAX
CUTS1964

TAX CONCESSIONS
TO INVESTOS,

CORPORATE TAX
CWTS4

8.6
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Mr, M
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./v kio cts for toe w m unWr $0,000.

.1 Estimated portion of personal to cuts for those with Icoomes of S K%000 and over, wih they would
W for consumption.
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ALLOCATION OF 1971 TAX CUTS:
BETWEEN INVESTMENT AND CONSUMPTION

(Billions of Dolrs)

oe

C7S, 1 7 -j :"PERNA N T E F F E 9 7 3 A N D RE.1 FT E R

0
Est AIiocotion Etimated Alloction

TOMl Tax To Investme To Cowmnmtion ToMi Tax To Investment To Consumption
cuts cuts
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c 0DW7.4
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Nd Truck

4.5- Excise 4.l2i7 eTmb 1.2 

wma1 a
Nb5USTmm 3.9 hleme Taxcnumqna0hr3.. PldWCV4M 2.7

2.4 Tm T wum

-/.lt. ,spo by tH Am-Swmo Cofeenme Conm e, nd Ammt Oeeoen Rang (AOR) Sy pomiged b h Treasury Deparme*t.
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CHAwR 28

ALLOCATION OF TAX CUTS,1962-1973
BETWEEN INVESTMENT AND CONSUMPTION

(Billions of Dollars)

Total Tax Cuts

44.4

Estimated
Allocation

to Investment

Estimated
Allocation

to Consumption

Imstmer
Tax Credit,

1bADR System,
and Other Tax
Concessions to
Investor

Corporate Tax
Cuts ard Reforms

Excise
Tax
cutsi 2R

15.5

Perswol
Tax
Cuts
and
Tax
Refatmsl

JJA1Ioofon to kietmem bosed on stimatl eavi by Wos with Igh Incoms.
,AIIloxationto consumption bas "-".anount sioimled to be poised an to pw"eos of good w nonlbWnees use.

Note:Cmp~ l may not add to tal owing to rounding -
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CHAT 29

ESTIMATED DIVISION-PROPOSED TAX CUT
BETWEEN CUTS FOR INVESTMENT PURPOSES

AND CUTS FOR CONSUMPTION PURPOSES
(Effects on Calendar 1979 Tax LioIlIhy)

EXCLUDING PROPOSED TAX REFORM

TOTAL TAX CUTS/

31.5

SCorporate boe
Telephone eciw

ESTIMATED ALLOCATION TO
CONSUMPTION PURPOSES

15.1

ESTIMATED ALLOCATION
TO INVESTMENT PURPOSES

16.4

INCLUDING PROPOSEDTAX REFORMS]

TOTAL TAX CUTS 1'

24.5

/ nenoy imn
-cowl.k

ESTIMATED ALLOCATION
TO INVESTMENT PURPOSES

14.0
pal~ ofi prene

tax Woritzu

'"lephom

ESTIMATED ALLOCATION TO
CONSUMPTION PURPOSES

10.5 Potoopon

Pomnfwn

JJ f Htiufo ro , dwWMaeW, oil by Dlprn f lTVeWy.
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Senator NELSoN. Our next witness is Alice Rivlin, Director of the
Congressional Budget Office.

I regret you were delayed so long in appearing.
If you would, please identify your associates so that the hearing

record will be accurate. Your statement will be printed in full in the
record, and you may present it however you desire.

Ms. RrVLINr. On my left is June O'Neill, who is the head Df our
Human Resources Costing Unit and on her left is Bill Beeman who
is our Assistant Directorlor Fiscal Analysis.

Senator NELSON. Thank you.

STATEMENT OF ALICE M. RIVLIN, DIRECTOR, CONGRESSIONAL
BUDGET OFFICE; ACCOMPANIED BY JUNE A. O'NEILL, HUMAN
RESOURCES COSTING UNIT; AND WILLIAM J. BEEMAN, ASSIST-
ANT DIRECTOR FOR FISCAL ANALYSIS

Ms. RrVLIN. I know the committee is running short of time, Mr.
Chairman.

Senator Nn.sox. I will be here as long as you wish to take. You
have waited to testify.

Ms. RwLiN. Well, my statement is germane to the issue and it is not
terribly long. Let me read part of it and summarize parts of it.

Senator N.LsoN. All right.
Ms. RTvLIN. The social security amendments enacted in December

1977 accomplished two major tasks. First, the procedure for indexing
benefits was "decoupled" so that the formula fo:- determining the
benefits of new retirees will no longer overcompensate for inflation.
Second, the legislation provided for sufficient revenues to fund ex-
pected oudays in both the old age and survivors insurance and the
disability insurance programs over the next 40 years. These actions
did much to reassure the public that the social security system would
continue to be a dependable source of income for retired and disabled
person."

That financial soundness was achieved, however, through increases
in the payroll tax rate on both employers and employees and in the
covered earnings base. As you know, the increases will be substantial
over a period of time.

Since the 1977 amendments were enacted, concerns about the impact
of the social security tax increases on both individuals and the economy
have grown. One concern/is that, in an economy not yet fully recovered
from a recession, tax increases could dampen consumer demand and
employment. The administration's proposal to cut personal and cor-
porate income taxes by $25 billion in fiscal year 1979 was prompted,
in part, by a perceived need to offset the dampening effect of the
social security tax increases on the economy.

Another concern, less easily offset by changes in other taxes, is that
payroll tax increases may aggravate inflation at a time when prices
are already increasing at far too rapid a rate.

PROPOSALS FOR CHANGE

In response to the concerns over rising social security taxes, several
Members of Congress have proposed legislation that would reduce
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the payroll tax and that could therefore be viewed as partial or full
substitutes for the administration's proposed income tax cut. Some
of the proposed alternatives would reduce social security taxes con-
siderably-even below the levels in effect before 1977-and would
require significant permanent changes in the way social security is
financed. Others would simply maintain the system for a few years
until a solution to the difficult underlying problems of financing and
the benefit structure could be found.

The next part of the prepared statement lists and describes briefly
several of these proposals: a simple rollback to the 1977 law; a rollback
with general fund transfers for the-

Senator NnsZoN. You said a rollback to the 1977, do you mean-
Ms. RIvuN. The pre-1977 law.
Also described are: a rollback with a general fund transfer for

health insurance--which you proposed, Mr. Chairman, in testimony
before the Senate Budget Committee; an elimination of the disability
insurance and health insurance taxes-the Nelson-Mikva bill; one-
third general revenue financing-the Hathaway-Burke bill and final-
ly, tax credits on the personal income tax as a means of relieving the
burden, of the employee part of the social security tax increase.

I asm me that you ar familiar with the provisions of those proposals
and will not describe them in any greater detail. They are discussed in
the fuller statement.

Continuing at the top of page 6, the various alternatives for re-
ducing the burden of the payroll tax differ from each other and from
the President's tax cut proposal in terms of their distributional effects,
their effects on employment and prices, and their long-term implica-
tions for the finances and benefits of the social security system. I will
discuss some of these considerations in tum.

D ITRBUTION IMPACTS

The fraction of workers whose earnings fall below the taxable maxi-
mum under social security has risen steadily since 1985. By 1981, under
current law, 94 percent of the covered workers will have all of their
earnings below the covered maximum as may be seen in table 6 of the
prepared statement.

Senator Nusox. Ninety-four percent will have income below the
taxable maximum ?

Ms. RmLI. In other words, 4 percent of all covered workers will
have their entire earnings subject to the social security tax.

Senator NzJsox. That is the percent of the employees covered I
Ms. RmvLiN. It is the percent of workers in covered employment who

have all of their earnings below the taxable maximum.
Senator NxisoN. All of whose earningsI
Ms. RwvLtw. Yes.
Senator N usoN. Do you have a figure for what it was when the

social security system started ?
Ms. RIVN. Yes. If you will look at table 6 on page 20, you will

see that the percentage was approximately the same in 1937. What has
happened over theyears is that, when the social security system was
begun, the taxable maximum was only $8,000, but most people did not
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earn that much. Thus, 96.9 percent had earnings that were $3,000 or
less.

The propo tion declined over the years, until 1965. Since then, as
the maximum has been raised by legislation, the proportion has risen
again. By 1981 or 1982, we wil/be approximately back to where we
were when the system started. In other words, all of most people's
earnings will be subject to the tax.

These increases in the tax base have converted the social security
system from a regressive tax on earnings back to a more nearly
proportional tax on the earnings of covered workers.

Tie social security tax is not proportional, however, when calculated
as a percent of total family income, which includes transfer income,
property income, and income from other sources. Earnings account for
a relatively small proportion of the income of the lowest-income
families--transfer income is important for them. Thus, the social
security taxes rise as a proportion of income from the low to the middle
ranges of family income, remain at a roughly constant proportion
through the middle, and decline at the top, where property income
becomes more important and a larger fraction of earnings exceed the
taxable maximum. These distributional effects may be seen in table 7
in the prepared statement.

By contrast, the Federal income tax is a steadily progressive tax
throughout the income distribution. Hence, changes that result in the
substitution of income tax revenues for social security tax revenues
tend to increase the progrecsivity of the Federal income tax system.

The focus of attention at the moment, however, is not so much on
the effect, of substituting one kind of tax for another as on the contrast
between the effects of alternative tax cuts on various income groups.
Table 8 compares the effects of alternative tax cuts on families
at different income levels.

The Nelson-Mikva bill for eliminating the health insurance and
disability insurance taxes as well as the refundable 10-percent credit
would both result in equal percentage reductions in social security
taxes across the boavd. About 18 percent of the tax relief under these
bills would go to families with incomes under $15,000; 32 percent
would go go to families between $15,000 and $25,000; and 50 percent
would go to those with incomes over $25,000.

The Hathaway-Burke proposal for one-third general revenue fi-
mancing, which rduces tax rates but raises the earnings base, would
benefit lower income families more than an across-the-board reduction
in employee payroll tax liabilities. Under the Hathaway-Burke bill,
25 percent of tie tax relief would go to families with incomes under
$15,000 a year and 31 percent to those with incomes over $25,000. This
higher income group includes the 4 percent of all families with in-
comes over $50.000 a year, who would actually pay more taxes under
the Hathawav-Burke bill because that bill raises the base even further.
Conversely, the Nelson proposal to roll back both the tax rates and the
tax base to their pre-1977 levels would benefit those at the higher end
of the income distribution relatively more. because these groups had
the, greatest, increase in their tax burden under the 1977 amendments.

There are a couple of different ways of looking at these data, and
table 9 shows the income, not by families, but by tax units, because
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that is how we happen to have the data for the administration bill.
Table 9 compares the distributional impact of the several social se-
curity tax rollback provisions with that of the administration's
proposal.

The administration's proposed tax reduction with the reforms is
more skewed toward the lower and middle income tax filing units than
any of the social security tax reduction proposals, except for the Hath-
away-Burke bill. Without the reforms, however, the administration's
proposals are somewhat more generous to the upper part of the income
range than an across-the-board reduction in social security tax pay-
ments--such as the Nelson-Mikva bill or the refundable tax credit-
would be. but les so than the Nelson proposal for a rollback of the
social security rates and base to their pre-1977 level.

The distributional effects of the various proposals can, of course, be
compared in many ways. I have attached to my prepared statement a
supplement that contains tables giving more detailed information.

In evaluating the distributional impact of the various alternatives,
two caveats should be kept in mind. First, the proposals are distribut-
ing ve r different total amounts of tax relief. Presumably, the social
security proposals that reduce tax revenues by relatively small amounts

could be combined with an income tax cut. The net effect on the income
distribution would then be the average of these two kinds of reductions.

Second, our analysis of the distributional effect refers only to the
employee and the self-employed portion of the social security tax. The
eventual distribution of the employer's share of the tax, which is
nearly as large, is very difficult to determine. If the major impact of
that reduction is to lower prices, then consumers in general, including
those who pay no social security taxes, would benefit according to their
expenditures. which in turn. are roughly distributed proportionally
to income. If, however, a reduction in the employer share ultimately re-
stilted in an increase in wages of covered employees, then the distribu-
tion of the employer share would be much like that of the employee
share.

AGGREGATE ECONOMIC EFFECTS

Now, let me turn to the aggregate economic effects, which are the
other st f issues to be discusted in evaluating these proposals.

A major argument for the administration's proposal for cutting per-
sonal income taxes is that economic growth is likely to slow signifi-
cantly if measures are not taken to offset the dampening effects of leg-
islated increases in social security taxes combined with the automatic
increases in effective Federal income tax rates that are induced by
inflation. A although a reduction in income taxes can stimulate demand,
unlike a reduction in social security taxes, it cannot reduce inflationary
pressures.

A reduction in the employee share of social security taxes would
directly increase the take-home, pay of workers, which in turn would
raise overall demand. The reduction in the employer share of the pay-
roll tax operates in a more complicated way.

Payroll taxes are a cost of production and, as such, are likely to be
at least partially reflected in the prices of goods produced. Initially,
a reduction in this tax may increase profits. But as firms try to expand
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sales, competition, combined with reduced costs can be expected to con-
tribute to a moderation in price increases-a one-time moderation oc-
curring over the year or so following the tax cut.

In the long run, wages might also be bid up as firms attempted to
expand and increase their work forces. By reducing the rise in the
price level, or by raising wages, the cut in the employer share of the
social security tax would also increase purchasing power and would
then serve as an additional stimulus to economic activity.

CBO estimates that if a large part of the employer share of the tax
were passed on in the form of lower prices, a $10 billion decrease in
the payroll tax could be expected to lead to a reduction in the price
level of 0.2 of a percentage point after about a year. The proposal to
roll back the tax increases scheduled for 1979 would keep taxes from
rising by about $3.6 billion and would therefore be expected to pre-
vent, an increase in the price level of less than 0.1 of a percentage point.

The frathaway-Burke and Nelson-Mikva bills reduce payroll taxes
by larger amounts--by $35 to $37 billion in calendar year 1979. They
are estimated to reduce the rise in the Consumer Price Index by one-
half to three-fourths of a percentage point during the first year after
enactment.

The administration's tax proposals have a slight negative effect on
prices because the inflationary effects associated with the increased
growth would be roughly offset during the first year by the favorable
price effects that would result from the proposed reduction in unem-
ployment insurance taxes and in the telephone excise taxes.

The two social wcurity tax reductions are greater in magnitude and
so would eventually produce a greater stimulus to output and employ-
ment than the President's proposed tax reduction. Dollar for dollar,
however, the first full-year effects are expected to be quite similar.

CBO is not able to distinguish different employment and price ef-
fects among the various proposals to cut payroll taxes for both em-
ployers and employees, except insofar as the differences relate to the
size of the tax changes. However, since the proposal for a 10-percent
refundable tax credit for employees and the self-employed would leave
the payroll tax burden on employers unchanged, production costs and
prices would not be directly affected by this measure. This proposal
would have stimulative effects on economic activity similar to per-
sonal income tax cuts, but it would not have a price effect.

LONG-TERM 18UES

In the short run, payroll taxes could be reduced by significant
amounts without raising general tax rates, if one was willing to live
with a larger deficit. Substituting the Hathaway-Burke bill for the ad-
ministration's proposed income tax cuts would increase the Federal
deficit in fiscal year 1979 by $3.6 billion; substituting the Nelson-Mikva
bill would raise it by about $9.7 billion, qs may be seen in table 11. By
fiscal year 1980, each would add $13 billion more to the Federal deficit
than would the administration's proposed cut.

In the long run, however, both these social security tax reduction
proposals imply considerably larger losses in Federal revenues than
the President's'tax proposal. By 1983, under both proposals, the pay-
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roll tax losses would be around $70 billion more than current law, as
compared with $35 billion under the President's proposal.

Revenue losses of this magnitude mean that in the future there
would be substantially less room in the budget for spending increases
than there would otherwise have been, or effective tax rates may have
to be allowed to rise.

Choosing between the payroll tax and the income tax as a source of
funding for social security involves not only the question of whether
the income tax has more desirable economic and distributional conse-
quences than the payroll tax but also the implications of general reve-
nue funding for social security.

Opponents of general revenue funding for social security argue that
such indirect financing would inevitably lead to program expansion
inasmuch as the true cost of benefit liberalization would be obscured if
benefit increases were not explicitly tied to the tax increase. Further-
more, they argue that it would weaken the insurance nature of the pro-
gram, through which individual workers earn the right to benefits
through work in covered employment. Since the value of the health
insurance benefit is not directly tied to past contributions, this argu-
ment is less persuasive for the medicare program. Retired beneficiaries
may fear that, by cutting the tie between contributions and benefits,
general revenue financing would lead to the introduction of a needs
test for benefits

There is another alternative to raising payroll taxes that would avoid
the use of general revenue funding-that is, the use of social security
benefits could be restructured so that future costs do not increase as
rapidly as they are now scheduled to do. This could be done by limiting
benefits in specific categories of future beneficiaries or by an overall
modification of the benefit structure.

Simply for illustration, we have included a few such possibilities
in table 12.

Unfortunately, the choices for financing social security in the long
run are very difficult to make. Even the increases in payroll taxes
scheduled under the current law are not likely to be sufficient to
provide funds to cover outlays much beyond the year 2020.

Ultimately, then, the choice must be made between raising taxes-
whether income or payroll taxes-and providing for a lower level of
benefit. The implications of this basic choice should be debated care-
fully over the next few years.

Thank you, Mr. Chairman.
Senator NELSon. Thank you very much.
Just for purposes of explanation in the record, the bill that was put

in by Mr. Mikva and myself opposed the transferring of hospital in-
surance and disability insurance out of the social security progm.
However, I made it clear at the time I introduced the bill that I had
some serious reservations about the disability aspects because it is
wage related.

No. 2, 1 made it clear that in any event we would anticipate trans-
ferring one or both over an extended period of time, not in 1 year.

My own view is still the same, that I have serious doubts about trans-
ferring the disability insurance. I do happen to believe that we ought
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to transfer the hospital insurance benefits as that ultimately will be-
come part of whatever national health insurance program we propose.

Third, we will not be making that proposal in respect to the Presi-
dent's pending tax cut. At most I would be recommending some infu-
sion of general fund moneys into the hospital insurance program and
then reduction of the amount of the tax cuts proposed for personal and
corporate taxes.

Theme is one further proposal, which I mentioned this morning, that
is being discussed and I have not had a chance to look at any charts
on it, but it might be helpful, if it is not too much of a burden, for you
or your people to look at it. That would be a proposal that left the
base rates as they are, that. is, 1972-73 law, as amended and put general
fund money into the hospital insurance program and reduced the tax
rate.

Now, that would have a different coloration respecting progressivity,
obviously, because it would not be addressing itself to any change in
the base rate, but it would address itself to a question of either holding
the rate where it is, reducing it to 5.85 or some such measure like that.

It is much simpler than any of the other proposals I have looked at
and it may be much more practicable. I understand the House Demo-
cratic caucus voted this morning 150 or thereabouts to 57 in favor of a
program, as I understand it, along that line., of some money going into
the hospital insurance program. Whether they dealt with the question
of wage base, I do not know.

Ms. RIvLIN. We would be glad to look into that further, especially
when we get a copy of what the House caucus did.

Senator NmlSON. Do you have any questionsI
Senator DANFO-RTI. Thank you, really, for a very helpful statement,

which I am going to have to digest.
I just wanted to ask you views on timing.
It, seems to me that., and I think you indicated this in the concluding

part of your comments about, looking at the. benefit structure long
range. It seems to me that, what we have received by virtue of the great
public outery on social security tax increases, is an" invitation to take a
whole new look at social security and, as I pointed out earlier to Mr.
Blumenthal, what I am concerned about. is that there is such im-
mediate pressure on Congress to do something, some sort of rollback,
that we are going to blow the opportunity to have a more comprehen-
sive examination of what the future holds.

So what I would like to ask you is the following. First, how long do
you think it would take, given all the studies that have taken place and
all of the studies that are in the works, when do you think we would be
prepared to make a judgment as to the long-term configurations of
social security benefits and financing?

Second, if we are going to have an interim quick-fix approach to
social scurity, what kind of interim quick fix is the most easy to undo ?

I mean, maybe a 10 percent tax credit would be easier to undo than
financing medicare out of social security, I do not know. But that is the
kind of concern that I have.

Ms. Rrvx. On the first question, it seems to me that it may be a mis-
take to think that there will be one moment for rethinking the whole
social security system-taxes and benefits-and that you can only do it
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once. Last year, 1977, a great deal of attention was focused on th0 whole
financing problem-in its longer and shorter run aspects. While there
was a good deal of disagreement about what to do, I do not think it can
be said that the debate was not thoughtful and well-informed. The re-
suit was a bill that did take care of the problem of underfunding for
quite a long time into the future.

On the other hand, there may now be a moment for looking more
carefully at the benefit side. Of course, benefits were affected by de-
coupling and, in my opinion, that was probably the most important
single aspect of the 1977 amendments. But the question about how to
restructure the benefits is very complicated, and I do not think that
anyone can say what studies exactly are needed. If, however, one were
going to reexamine the whole benefit structure, one probably ought to
take a year or so to do it.

I am not sure that reexamination has to be tied necessarily to changes
in the financing.

With respect to what quick fixes would be most easily undone, a hold
everything is probably the easiest thing. Some form of a rollback
would be the easiest thing to undo. It would be just delaying something
until one could decide what to do next.

But the Congress always has the power to change its mind, and I
guess I would not worry terribly if you could not change your mind
again on almost any of these things.

Senator DANFORTI. I think the problem is not the power. The power
is the political reality.

What politicians want to do is what is popular and what they dread
is doing something that is unpopular. For example, on the decoupling
question, everybody conceded that something had to be done about de-
coupling, that it was a technic l mistake that was made that had to be
corrected, and yet, we paid ye little attention to the form that do-
coupling took.

The reason that, we paid very litt attention to the form that, de-
coupling took is that anything other t n wage indexing was viewed
as unpopular and therefore, we did not want to do what was unpopular.

Now, I believe it is true that that decisionwhich was made in a very
hasty way, that that decision on decoupling was, in the long range, the
most expensive thing we did. And it seems to me that the question such
as the form that decoupling takes is already one that has been pretty
well studied.

What I would like to do and what I think we should do is to look at
the big picture and start looking at the big picture very quickly and try
to make a decision as quickly as we can, and not follow a sort of an
emergency short term approach to social security which would, in
effect, preclude, as a political reality, the possibility of looking at the
big picture in the future.

Ms. R%, iv-.. Let just respond by saying that I think that there are
great differences in the complexity of these various issues. Decoupling
was an extraordinarily complex issue. Hardly anybody understood it.

Senator DANroRmi. But it has been very well studied, has it not?
Ms. RrvLIx. Oh, it has been very well studied, but it is inherently

extremely complicated, whereas some of the other issues are not so
complex. It seems to me that the question of the one-third, one-third,
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one-third on general revenue financing--as in the Hathaway-Burke
bill-is a pretty simple idea. It may have very far-reaching philo-
sophical connotations and people may be quite emotional about
whether they are for it or against it, but it is not hard to understand.
It seems to me that the financing issues as they have come up now-
that is about the level of the tax and the extent of general revenue
financing-are of a different order than decoupling.

Senator DA NowrH. Decoupling is a complex issue, but as far as ex-
pert analysis is concerned, as far as studies is concerned, the analysis
has taken place, it has been done. It is a question of those of us and
Congress just getting it through our thick skulls what the issues are.

So. I do not know what is to be gained by putting that off a year or
two. It seems to me that our analysis of what the studies already show.

Similarly, the question of universal coverage, that would not take
very long to analyze, would it ? Nor would the question of whether or
not to T)ut off benefits, say, after the year 1990 or after the year 2000,
a month a year.

Those are concepts that have floated around and it seems to me
that the basic problem with each of them is not with lack of knowl-
edge, but the bisic problem with them is lack of popularity, lack of
political salability. And the only way that you can get to a real
analysis of the whole benefit question, of the unpopular question, the
only way that you are ever stble to get to that is with the pressure of
something else that is unpopular on the other side, and what else is
unpopular is the fact that people are being taxed too much.

Ms. RIvLIN. Well, you may well be right and you are a much bet-
ter expe.-t on the politics of the situation than am I.

Senator DANFORTH. Your feeling of what is most easily undoable
is to simply roll back the increase I

Ms. RIVLTN.. That would be my off-the-top-of-thehead reaction. To
hold everything-which clearly does not solve the problem, but just
puts off-would be the simplest to undo.

Senator DApoRTH. Roll it back and pay for-just do nothing, have
no infusion of funds into the social security trust funds? Just roll
back the taxI

Ms. R V IN. I do not want to get backed into a position of advocat-
ing that. But in response to the question of what would be easiest to
undo, it seems to me that that would be it.

Senator DANFORTH. Could we do that responsibly?
Ms. RIVLiN. You cou!d do it for a year, probably.
Senator DANFORTLI. W', cow'Id punt for a year.
Ms. RrvLiN. I am not saying that that would be desirable, but you

probably could do it.
Senator DANFORTI. So, then the other things we could do would be to

take a part of it, medicare, say, and finance that out of general reve-
nues. That is another way of-that is just simply one of several ways
of putting in general revenue financing?

Ms. RivuN. That is correct.
Senator DANForH. Is that approach easier to undo than say, just

putting in general revenue funds?
Ms. RivUrN. You are asking what is essentially a political ques-

tion of an economist. Offhand, it does not seem to me that that is a
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very complex thing to turn around. But to go to general revenue
financing for any portion of the social security system is probably a
major step, and it is one that ought to be taken very thoughtfully.
It seems that the medical portion is the most logical portion to ao
because it is not related to earnings and the case for tying it to the
payrool tax on earnings is a weak one.

Senator DAziowrm. How about the 10 percent tax credit I Would
that not be the easiest to undo, because you would be financing it for
a year. It is always easy to-I do not know. You would still have
the high rate of social security taxes, you would just be giving it back
out of the income taxes.

Ms. Ri xv. Again, it is a simple thing to do, but the history of tax
credits is that they are not easy to reverse.

Senator DANmrH. That is right, although a tax credit would seem
to me to be easier to reverse than a tax reduction justified on the basis
of compensation for a social security tax increase. A tax reductionapplies to everybody.Us. RmLiN. Yes; I do not know whether or not that fine distinc-

tion would be apparent to the taxpayer, however.
Senator DANrOwrH. I am sorry to be asking you political questions.

You are not the Kiplinger letter, or something like that, but I ap-
preciate your answers.

Senator NELSON. None of the things proposed would be easy to undo.
The reason I support putting money into the hospital insurance pro-
gram is because I would not want it undone. I would want it as being
nonrelated added to the system in 1964, simply moved out of the
system an therefore it seems to be a very simple proposal-unless
you do not believe in it, of course.

But if you start that course, I would not expect it to be undone. I
would expect that ultimately at least 50 percent of hospital insur-
ance, if not all of it, would then come out of the general fund.

On the decoupling question, I think Senator Danforth is right, we
got all kinds of information. But I would wager that not 10 per-
cent of the Congress understood or had studied the decoupling ques-
tion, let alone the public. Therefore, the wage replacement, the wage
indexing, was not understood, I do not believe, by most Members of
Congress because they did not have enough time on it, and not under-
stood by the general public, and if you would discuss the question of
price indexing, wage indexing or something in between, taking out
the productivity say, on the wage indexing, would say a very small
percentage of the people understood it, in the Congress or outside,
because it is complicated and they did not have the opportunity to
address themselves to it. A dialog on it, I think, is very important,
and I would say to Senator Danforth that we do not intend to wait
for a long time. We intend to commence hearings, as I said last year,
on the whole question of universal coverage, termination of the Fed-
eral retirement plan, or at least, as a minimum, putting every new
employee under social security, the relation of the social security sys-
tem to the private pension plans, the replacement rate, all of these
things. Congress agreed last year that we would start addressing our-
selves to them, the sooner the better.
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Ms. Rwrjir. Let me say, in defense of the Congress, it seemed to me
that on decoupling you handled a very complicated issue and you did
resolve it in a way that certainly made the bill better than the existing
situation.

Senator DANFoWri. Anything was better than the existing situation,
so what. we did was just take the most popular approach, that is what
we did, without any thought. We asked ourselves, what is the most
popular? Where will there he the least amount of hollering, and it was
just as simple as that.

Senator NELso,,-. I really do not think that. is correct because how
can you say that something is popuplar when 90 percent of the people
did not know what it was, including the Members of the Congress.
It was not a popularity question.

Senator DAN oFoIt. It. was not. 90 percent of the people, but those
who were aware of it had very definite views on it. and they constituted
something of a pressure group themselves.

But, my view is that the whole thing just needs another look. Essen-
tially, when yon talk just about. financing in and of itself without look-
ing at the payout question, it is kind of like going to lunch and you
say, I do not. have enough money to pay for my lunch, so what am I
going to do? in I going to borrow money from the guy at the next
table or am I going to use the Master Charge or American Express?
It is a little bit. of six of one, half a dozen of the other. There may be
marginal differences in the effect on inflation and distribution ques-
lion.; and s forth, uit mavbe we should ask. not only whether we lse
the Master Charge or the American Express. Maybe we should be
asking whether we should I eating so much, whether we should be
ordering up this particular spread of food.

I would like to see a very thorough study and I think that this is a
classic ease of the issue, if you will pardon my going back to the same
metaphor, of the free lunch question.

Senator NEL"oN. I think it is broader than that. I have advocated,
and did in the reorganization plan. that we create a pension committee,
because nobody is currently charged with that responsibility. You have
Finance, the committee in charge of social security; the. Xrmed Serv-
ices Committee in charge of the retirement program for the military;
and the old Post Office Civil Service in charge of the Civil Service one,
and none of them knows what the other is doing, and none of it. is
very well planned.

I had hoped that we could create a pension committee and my pro-
posal was to put it inside the Budget Committee where, the expertise is.

But, in any event, I agree with Senator Danforth. There has not been
a careful, constant, evaluation and reevaluation of where we are, going
in social security, just as there has not been for the Federal retirement
plans.

Well, your testimony was very valuable. We appreciate all the work
that you have done in putting together these. useful charts and useful
-nalyses.

Thank you very much.
Ms. RrvLiN.. Thank you, Mr. Chairman.
[The prepared statement of Ms. Rivlin follows:]
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STATEMENT or ALICE M. RIVLIN, DiECm, C owNO SIONAL BuD1ror Omicz

Mr. Chairman, the social security ,amendments enacted in December 1977 ac-
complished two major tasks. First, the procedure for Indexing benefits was
"decoupled," so the formula for determining the benefits of new retirees will no
longer overcompensate for inflation. Second, the legislation provided for sufficient
revenues to fund expected outlays in both the old age and survivors insurance
(OASI) and the disability insurance (Di) programs over the next 40 years.
These actions did much to reassure the public that the social security system
would continue to be a dependable source of income for retired and disabled
persons.

That financial soundness was achieved, however, through increases in the pay-
roll tax rate (on both employers and employees) and in the covered earnings base.
Under the new law, these increases start modestly for 1979. The average worker
would pay only about $10 to $15 more in payroll taxes during 1979, although the
17 million workers earning more than the current maximum could find their
payroll taxes Increased as much as $260 In 1979.

By 190 the tax rate in OASDI and the health insurance (HI) programs com-
bined, will rise to 7.65 percent on employers and employees-a 19 percent Increase
over the pre-1977 law. By that year, the earnings base will rise to about $59,000
a year-a 33-percent increase over past law. "

Two decisions mandated these large increases. The first was the acceptance of
a benefit structure in which total benefit payments, even under the new decoupled
benefit formula, are expected to rise significantly over the next 50 years (see
Tahle 1). The second decision that made the payroll tax increases inevitable was
the rejection of general revenue funding.

Since the 1977 amendments were enacted, concerns about the impact of the
social security tax increases on both individuals and the economy have grown. One
concern is that, in an economy not yet fully recovered from recession, tax in-
creases could dampen consumer demand and employment. The Administration's
proposal to cut personal and corporate income taxes by $25 billion in fiscal year
1079 was prompted in part by a perceived need to offset the dampening effects of
the social security tax increases on the economy. Another concern, less easily off-
set by changes In other taxes, is that payroll tax increases may aggravate in-
flation at a time when prices are already increasing at far too rapid a rate.

PROPOSALS FOR CHANGE

In response to the concern over rising social security taxes, several Members of
Congress have proposed legislation that would reduce the payroll tax and that
could therefore be viewed as partial or full substitutes for the Administration's
proposed income tax cut. Some of the proposed alternatives would reduce social
security taxes considerably--even below the levels in effect before 1977---and
would require significant permanent changes in the way social security is
financed. Others would simply maintain the system for a few years, until a
solution to the difficult underlying problems of financing and the benefit structure
could be found.
Simple rollback to pre-1977 law

One temporary expedient is to roll back the tax rates and the taxable earnings
base to what had been scheduled prior to the 1977 amendments. If no additional
funds were made available, receipts would not be sufficient to cover outlays and
the existing trust fund reserves would have to be used to make benefit payments.
CBO estimates that the OASI and DI funds, even if combined, would fall to about
$13 billion by the end of fiscal year 1981 and would probably be exhausted in
fiscal year 1983. Because payroll tax receipts are highly sensitive to changes in
the economy, the funds would he depleted sooner in the event of an economic
downturn. A simple rollback would therefore leave the social security system In a
vulnerable position.
Rollback with general fund transfer for HI

In testimony before the Senate Budget Committee on March 20, 1978, Senator
Nelson proposed rolling back the total payroll tax rate (OASDI and HI) and the
taxable earnings base to their scheduled levels before the 1977 legislation, while
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maintaining the financial positions of the three social security programs as they
would be under current law, by shifting tax receipts from HI to OASDI. The HI
trust funds would in turn be kept at the levels they would have attained under
current law by general revenue transfers. CBO estimates that about $4.6 billion
would be required In general fund transfers in fiscal year 1979, with a cumulative
total of $30.8 billion through fiscal year 1981. If no new legislation were passed
by 1981, the provisions of the 1977 act would be implemented In 1982.
Biminaiote DI and HI taxes (the Nelson.Mikra. bU)

A more far-reaching proposal, Introduced by Senator Nelson (8. 2506) and Oon-
gressman Mlkva, would finance the disability and hospital components entirely
from general revenues and would eliminate the DI and HI taxes now levied on
earnings. OASI tax rates would be slightly lower than under current law, but the
earnings base would be the same. Major transfers from general revenues--$85
billion in fiscal year 1979 and $84 billion by fiscal year 198-would be needed to
keep the DI and HI programs at current law levels.

One-third general retcne y11anolng (the Hathaway-Burk biU)
Another far-reaching proposal, Introduced by Senator Hathaway (8. 2501) and

Congresmnan Burke, would lower payroll tax rates in OASDI and HI consider-
ably, but It would raise the annual earnings level on which taxes and benefits are
based to $100,000 In 1979 and would Index the level thereafter. The federal pov-
ernment would insure that total revenues into the social security trust funds
equal 150 percent of the amount collected In payroll taxes, thus ensuring that one-
third of the total trust fund income would be derived from general revenues.

The Hathaway-Burke bill would require higher revenues, partly because the
higher maximum results In a higher level of future outlays and partly because
the bill stipulates that the OASDI system must be balanced fully over the next
75 years, whereas the other plans Imply likely deficits after about the year 2020.
As a result, larger OASDI trust fund reserves would be accumulated under the
Hathaway-Burke bill than under current law. The Hathaway-Burke bill would re-
quire a transfer from the general fund of $45 billion in fiscal year 1979 and $66
billion by fiscal year 1983.
Tax Credits

An alternative method of reducing the burden of Increases In social security
taxes is to allow a refundable credit against personal income taxes for a portion
of social security tax payments. A refundable credit of 10 percent of only the em-
ployee and the self-employed social security tax liability would reduce income
tax receipts by $6.5 billion In fiscal year 1979.

Such a credit against income taxes formally retains equal rates and wage bases
for both employer and employee while effectively reducing the tax burden on em-
ployees and providing Indirect general revenue funding.

Social security tax rates and the tax base for the next fire years, under current
law and under the several alternatives for reducing social security taxes, are
shown in Table 2. Table" 3, 4, and 5 show the effects of these changes on payroll
tax receipts, on required transfers from the general fund, and on trust fund
balances.

The various alternatives for reducing the burden of the payroll tax differ from
each other and from the President's tax cut proposal, in terms of their distribu-
tional effects, their effects on employment and prices, and their long-term Impli-
cations for the finances and benefits of the social security system. I will discuss
each of these considerations in turn.

DISTRIBUTIONAL IMPACT

The fraction of workers whose earnings fall below the taxable maximum has
risen steadily since 1965. By 1981, under current law, 94 percent of covered work-
ers will have all of their earnings below the taxable maximum (see Table 6).
These increases in the tax base have converted the social security tax from a re-
gressive tax on earnIngs to a more nearly proportional tax on the earnings of
covered workers.

The social security tax is not proportional, however, when calculated s a per-
cent of total family Income, which includes transfer income, property income, and
income from other sources. Because earnings account for a relatively small pro-
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portion of the income of lower-income families (transfer income is important for
them), OASDHI taxes rime as a proportion of Income from the low to middle
ranges of family Income, remain at a roughly constant proportion through the
middle, and decline at the top, where property income becomes more important
and a larger fraction of earnings exceed the taxable maximum (see Table 7).

By contrast, the federal Income tax Is a steadily progressive tax throughout the
income distribution. Hence changes which result in a substitution of income tax
revenues for social security tax revenues tend to Increase the progressivity of the
federal tax system.

The focus of attention at the moment, however, is not so much the West of
substituting one kind of tax for the other as the contrast between the effects of
alternative tax cuts on various Income groups. Table 8 compare the effects of al-
ternative tax cuts on families at different income levels.

The Nelson-Mlkva bill for eliminating HI and DI taxes and the refundable 10
percent credit would both result In equal percentage reductions in social security
taxes across the board. About 18 percent of the tax relief under these bills would
go to families with incomes under $15,000 a year; 82 percent would go to families
with incomes between $15,000 and $25,000; and 50 percent would go to those with
incomes over $25,000.

The Hathaway-Burke proposal for one-third general revenue financing, which
reduces tax rates but raises the earning base, would benefit lower-inoomefamilles
more tban an across-the-board reduction in employee payroll tax liabilities. Under
the Hathaway-Burke bill, 25 percent of the tax relief would go to families with
incomes under $15,000 a year and 81 percent would go to those with Incomes over
$25,000. This higher Income group includes the 4 percent of all families with
incomes above $50,000 a year, who would actually pay more taxes under the
Hathaway-Burke bill. Conversely, the Nelson proposal to roll back both the tax
rates and the tax base to their pre-1977 levels would benefit those at the higher
end of the income distribution relatively more, because these groups had the
greatest increase in their tax burden under the 1977 amendments.

A comparison of the effects of the various social security tax reduction pro-
posals with the Administration's proposed income tax cut Is shown in Table 9.
Data giving the effects of the President's tax cut on families classified by their
total Income are not available. As an expedient, Table 9 uses currently available
information that gives distributions for individuals and couples filing income
tax returns.-

The Administration's tax reduction, with reforms, Is more skewed toward the
lower- and middle-income tax filing units than Hathaway-Burke bill. Without the
reform, the Administration's proposal is somewhat more generous to the upper
part of the income range than an across-the-board reduction In social security tax
payments would be (Neson-Mikva or the refundable tax credit), but less so than
the Nelson proposal for a rollback of the OASDHI rates and base to their pre-1977
levels.

The distributional effects of the various proposals can, of coMse, be compared
in many ways. I am attaching a supplement that contains tables giving more de-
tailed Information.

In evaluating the distributiomimpact of the various alternatives, two Caveats
should be kept in mind. First, the proposols are distributing very different total
amounts of tax relief. Presumably, the social security proposals that reduce tax
revenues by relatively small amounts could be combined with an Income tax cut.
The net effect on the Income distribution would then be the average of the two
kinds of reductions.

Second, our analysis refers only to the employee and self-employed portion of
the social security tax. The eventual distribution of the employer's share of the
tax, which is nearly as large, is very difficult to determine. If the major impact

' Because Table 9 shows the distribution of Income tax filing units rather than for
families, the percentages in each income class are not the same as in Table .& For exam-
ple, the tax filing unit data include as separate units many young people and others filing
tax returns who are classified as low-income, although they may be members of htsber-
income families. This and the fact that the data refer to 1917 income levels account for
the Inordinately large percentage shown in Table 9 as having incomes below $5,000. In
addition, the two sets of data also use diferent definitions of income. Despite these differ-
ences, the tables tell the same general story with respect to the comparative erects of the
different proposals.

32-02 0 - 7S - 14
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of that reduction Is to lower prices, then consumers in general, Including thoUe
who pay no social security taxes, would benefit according to their expenditures,
which In turn are roughly distributed lroportionally with Income. If, howeer, a
reduction In the employer share ultimately resulted in an Incree In the wages
of covered employees, then the distribution of the employer share would be muth
1Ike that of the employee share.

AOGMKrWZ E400OMIC Er9t

A major argument for the Administration's proposal for cutting persona In.
come taxes is that economic growth Is likely to slow significantly, If measures
ar, not taken to offst tile dampening effects of legislated Increases in moeal
security taxes combined with the automatic Increases Il effective federal Income
tax rates that they are induced by Inflation. Although a reduction In income taxes
(iin stimulate demand, unlike a reduction In social security taxes, It cannot reduce
Inflationary pressures.

A reduction In the employee share of social security taxes would directly In-
enasae the take.-hotse pay of workers, which In turn would raise overall demand.
'rie reluction In the employer share of the payroll tax op.:ratea In a more coot.
plicated way. Payroll taxes are a cost of production and, as such, are likely to
be at least partially reflected In the prices of goods produced. InlUally, a redue-
lion ili this tax may Increase profits. But, as firms try to expand sales, compet-
tion, cmoilnbd with reduced cot, can be expected to contribute to a moderation
In price Increasen-a one-time moderation occurring over the year or so follow-
lg the tax rut. In the long run, wages might also be bid up, as Arms attempt to
expand and Increase their work forces. fly reducing the rise In the price level.
or by raising wages, the cut In the employer share of the social security tax
would also Increase purchasing flower and would then serve as an additional
stInulnnt to economic activity.

('ite ttimates that If a large part of the employer share of the tax were
p. ,4d on in the form of lower prices, a $10 billion decrease In the payroll tax
could be ,expected to lead to a reduction In the price level of two-tenths of a
pereentage point after about a year. The proposal to roll back the tax Increase
scheduled for 1979 would keep taxes from rising by P.6 billion and would there-
fore be expected to prevent an increase the price level of less than one-tenth
of a pernt utage point.

Tls llathaway-Ilurke and Nelson-Mkva bills reduce payroll taxes by $85 to
$37 billion in calendar year 1979; they are estimated to reduce the rise In the
(-osunler price Index by one-half to three-fourtha of one percentage point during
tie first year after enactment (see Table 10). The Admintstration's tax proposals
have a slight net negative effect on price, because the Inflationary effects asao-
ciated with increawsd growth would be roughly offset during the first year by the
favorable priv effei.tm that would result fnm Ihe prolosdl reduction in unetnploy-
ment Insurance taxes and In telephone excise taxes.

The two social security tax reductions are greater In magnitude and so would
eventually produce a greater stimulus to output and employment than the Presl-
dent's proposed tax reduction. Dollar for dollar, however, the first full-year
effects are expected to be quite similar.

CBO is not able to distinguish different employment and price effects among
the various proposals to cut payroll taxes for both employers and employees.
except insofar ns the differences relate to the sine of the tax changes. However,
since the proposal for a 10 percent refundable tax credit for employees and the
self-employed would leave the payroll tax burden on employers unchanged.
production costs and prices would not be directly affected. This proposal would
have stimulative effects on economic activity similar to a personal income tax cut.
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LONG-TE3 I88U1

In the short run, payroll taxes could be reduced by significant amounts with-
out raising general tax rates. Substituting the Hathaway-Burke bill for the Ad-
ministration's proposed income tax cuts would increase the federal deficit in fiscal
year 1970 by $3.6 billion; substituting the Nelson-Mikva bill would raise it by
$9.7 billion (see Table 11). (By fiscal year 1980, each would add $13 billion more
to the federal deficit than would the Administration's proposed cut.)

In the long run, however, both these social security tax reduction proposals
imply considerably larger losses in federal revenues than the President's tax
proposal. By 1983, under both proposals, the payroll tax losses would be around
$70 billion more than current law, as compared with $35 billion under the Presi-
dent's proposal. Revenue losses of this magnitude mean that in the future there
will be substantially less room in the budget for spending increases than there
would otherwise have been, or effective tax rates may have to be allowed to rise.

Choosing between the payroll tax and the income tax as a source of funding
for social security Involves not only the question of whether the income tax as a
source of funding for social security involves not only the question of whether
the income tax has more desirable economic and distributional consequences than
the payroll tax but also the implications of general revenue funding for social
security.

Opponents of general revenue funding for social security argue that such in-
direct financing would inevitably lead to program expansion, inasmuch as the
true cost of benefit liberalization would be obscured if benefit increases were not
explicitly tied to tax increase. Furthermore, they argue it would weaken the
Insurance nature of the program, through which Individual workers earn the
right to benefits through work in covered employment. (Since the value of the
III benefit Is not directly tied to past contributions, this argument may be less
persuasive for the medicare program.) Retired beneficiaries may fear that, by
cutting the tie between contributions and benefits. general revenue financing
could lead to the introduction of a needs test for benefits.

There Is another alternative to raising payroll taxes that would avoid the use
of general revenue funding-that is, social security Ijeneflts could be restructured
so that future costs do not Increase as rapidly as they are now scheduled to do.
This could be done by limiting benefits for specific categories of future benefici-
aries or b)y an overall modification of the benefit structure. Table 112 shows the
differences in social security costs under a few illustrative options for reducing
benefits. Changes in the benefit structure would, of Course, require more detailed
study and analysis.

Unfortunately, the choices for financing social security in the long term are
very difficult to make. Even the Increases in payroll taxes scheduled under eur-
rent law are not likely to be sufficient to provide funds to cover outlays much
beyond the yer 2020. Ultimately, then, the choice must be made between raising
taxes-whether income or payroll taxes-and providing for a lower level of
benefits. The imlifications of this basic choice should be debated carefully over
the next few years.



TABLE 1.-ESTIMATED OASDI OUTLAYS AS A PERCENT OF TAXABLE PAYROLL AND OF NATIONAL INCOME

CEadturee Eq~dea
esperceataf aspceetef

teambe meotealparl Nom

Calendar year:
1977 ....................................................................... 10.9 .6
1978 ....................................................................... 10.9 5.6
1979 ....................................................................... 10.3 .3
190 .................... ..... . ............................... 10.1 5.2
1990 ....................................................................... 10.6 . 4
2000 ....................................................................... 10.7 5.6
2010 ...................................................................... 13.2 6.2
2020 ...................................................... $0 7.72030 ........................... .......................... 1 R I,.1 L
2040 ....................................................................... 16.7- - & 6
2050 ..................................................................... 16.2 6.3

Source: Social Security Administration and CBO estimates.

TABLE 2.--OASOHI TAX RATES AND TAXABLE EARNINGS UNDER ALTERNATIVE FINANCING PLANS, CALENDAR
YEARS 19794-3

Employer and e nploe rates, each
OASDI earnings

Calendar year OSAI Dr combined HI OASDMI bae'

Currant law:
1979 ............... 4.320 .750 5.060 1.050 6.130 22, 900
1980 ............... 4.3300 .750 5.080 L.050 6.130 25,900
1981 ............... 4.525 .825 5.350 1.300 6650 29,700
192 ............... 4.575 .825 5.400 1.300 6.700 32,100
1983 ............... 4.575 .825 5.400 1.300 6.700 34,800

Prior to 1977 act:
1979 ............... 4.350 .600 4.950 1.100 6.060 18 00
1980 ............... 4.350 .600 4.950 1.100 6.050 20,700
1981 ............... 4.300 .650 4.950 1.350 6300 2200
1982 ............... 4.300 .650 4.950 1.350 6.300 24000
1983 ............... 4.300 .650 4.950 1.350 6.300 26;100

RoUback with general
revenue transfer to HI:

1979 ............... '5.300 .............. 5.300 .750 6050 18,900
1980 ............... 15.400 .............. .&400 .650 6.050 20,700
1981 ............... s5.750 .............. 5.750 .550 6.300 22 200
19'8 .. ............................................... ..... o.............
1983s. .................................................................................................Onwthird general rove-

funding (S. 2501, H.R.

S.............. 3.20 .............. 200 .7 &ON ioo
19 ............... '3.200 .............. 3.200 .700 3900 109.000
1981 ............... 13.250 ............... 3.250 .750 4.000 118,000
1982 .............. s 3. 250 ............... 3. 250 .750 4.000 127,000
1983 ............... t3.250 .............. 3.250 .750 4.000 138000

Elimination of DI and HI
takes (S. 2503, M.R.
107:' 4.330.4.330.4.330 900

19 ............... 4.330 ............... 4.30 ............... 4.330 2900
1981 ............. 4.400............... 4.400 .............. 4.400 29, 700
1982 ............... 4.400 .............. 4.400 .............. 4.400 32,100
1983 ............... 4.400 .............. 4.400 .............. 4.400 34,00

'Automatic Increases based on CO economic assumptions.
OASI end Dl combined.

5 If no new legislation passed, reved to current law.
4 DI and HI revenues will be entirely from general revenues.
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TABLE 3-SOCIAL SECURITY REVENUES' UNDER CURRENT LAW AND CHANGES UNDER ALTERNATIVE
PROPOSALS, FISCAL YEARS 17943, IN BILLIONS OF DOLLARS

Change In revenues from carree law under:

One.thlrd
RevMe Rollback eon"rl Elimination of

under Rollbeck with geneal revenue fund- HI and 01 toxes
current to pre-1977 fund transfer WO(5.02,7

Fiscal year law law to HI (Nelson) H.R. 10 754)

OASDI ........................... 100.0 -4.2 +11.4 -24.5 -14.8
HI ............................... 20.2 +.8 -4.6 -4.4 -20.2

OASDHI ....................... 120.2 -3.4 -3.2 -28.9 -35.0
1980:

OASDI ........................... 114.4 -8.7 +.3 -34.1 -16.6
NI ............................... 23.4 -. 2 -9.1 -6.2 -23.4

OASDHI ....................... 137.8 -8.9 -8.8 -40.3 -40.0
1961:

OASDI .......................... 132.1 -1.5 +1.1 -42.8 -22.0
HI ............................... 30.5 -. 6 -17.1 -10.6 -30.5

OASDHI ....................... 162.6 -16.1 -16.0 -53.4 -52.5

OASDI ........................... 150.5 -22.0 ' -51.5 -27.6
HI ............................. 35.8 -1.2 ' -13.6 -35.8

OASOKI ...................... 186. 3 -23.2 -65.1 -63.4
1913:

OASOI ........................... 165.6 -24.5 £ -57.0 -30.7
HI ............................... 39.3 -1.2 ' -14.6 -39.3

OASDHI ....................... 204.9 -25.7 -71.6 -70.0

'Revenues Include net payroll tax receipts and Federal employee contributions; general revenue and Interest Income are
excluded.

' Under this proposal, if no new legIslation Is passed by the end of 1981, the rates and base will rvert to those legislated
in the 1977 Social Security AmendmentL Some additional revenue loss would then occur In the first quarter of fiscal year
1982 (the list quarter of calender year 1981).

Source: CBO etimatas.

TABLE 4.-TRANSFERS FROM GENERAL REVENUES REQUIRED FOR OASDHI TRUST FUNDS UNDER ALTERNATIVE
FINANCING PROPOSALS, BY FISCAL YEARS, IN BILLIONS OF DOLLARS

Alternative

One-third
general

Rollback revenue Elimination
With general funding of HI and DI

revenue I(3250 taxes ( 2503
Fiscal year transfers to HI H. H.R. 10754$

1979 ............................................... 4.6 45.2 34.8
1980 ............................... 9.1 48. 3 39.81U1 ............................................................. 17.1 54.1 50.0

6 5........................................................................... 60.2 58.3
1983 ........................................................................... 66.1 64.0

Cumulative, 1979-83 ......................................... 30.8 273.9 246.9

Source: CBO estimate.
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TABLE 5.-TRUST FUND BALANCES AT THE END OF FISCAL YEARS 197943 UNDER ALTERNATIVE FINANCING
PLANS

[in billions of dollars

Rollback One-third Elimination ofwith general general DI and HI
Rollback to revenue revenue taxas H.R

Current pre-1977 transfers to funding 10754
Fiscal year law law HI (S. 2501)(H.R. S. 2501

1068)

1979:
OASDI ........................... 33.9 29.6 34.8 46.3 33.9
HI ............................... 12.7 13'r - 12.7 15.9 12.7

OASDHI ....................... 46.6 43.1 47.5 62.2 46.6
1980:

OASDI ......................... 35.5 21.8 36.7 54.2 35.8
HI ------------------------------ 13.8 14.5 13.8 19.5 13.8

OASDHI ....................... 49.3 36.3 50.5 73.7 49.6
1981:

OASDI ........................... 43.2 12.6 45.6 64.3 41.6
HI ............................... 18.4 18.4 18.4 23.7 18.4

OASDHI ....................... 61.6 31.0 64.0 88.0 60.0
1982:

OASDI ........................... 58.0 2.6 60.6 77.5 51.6
HI .............................. 24.3 23.1 24.3 27.6 -24.3

OASDHI ---------------------- 82.3 25.7 84.9 105.1 75.9
1983:

OASDI ........................... 75.8 -8.7 78.6 92.5 63.7
HI ............................... 296.2 26.6 29.2 30.2 29.2

OASOHI ...................... 105.0 17.9 107.8 122.7 92.9

Source: CBO estimates.

TABLE 6.-THE TAXABLE EARNINGS MAXIMUM AND THE PERCENTAGE OF COVERED WORKERS WITH ENTIRE
EARNINGS BELOW THE MAXIMUM, 193742'

Workers at
Percentage or above

Taxable below maximum
maximum maximum (millions)

Year:
1937 ....................................................... 3,000 96.9 1.0
1940 ......................................................... 3,000 96.6 1.2
1945 ......................................................... 3,000 86.3 6.4
1950 ......................................................... 3,000 71.1 14.0
1955 ......................................................... 4,200 74.4 - 16.7
1960 ......................................................... 4,800 72.0 20.3
1965 ......................................................... 4,800 63.9 29.1
1970 --------------------------------------------------------- 7 900 74.0 24.2
1975 ......................................................... 14,000 84.9 15. 2
1977 ......................................................... 16,500 85.0 14.9
1978 ....................... 17,700 85.0 16.5

As legislated by Public Law 95-216:- -----------------------
1979 ......................................................... 22,900 91.0 10.2
1980 .......................................... 25,900 92.0 9.3
1981 ......................................................... 29,700 94.0 7.1
1982 ......................................................... 32,100 94.0 7.2

' Workers with total annual earnings below the maximum amount annually taxable. Beginning In 1951, includes self-
employed.

Source: "Social Security Bulletin, Annual Statistical Supplement, 1975," table 39, p. 72; table 40, p. 73; and, Social
Security Administration estimates.
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TABLE 7.-INCOME TAX AND OASDHI ESTIMATED TAX PAYMENTS AS A PERCENT OF TOTAL FAMILY INCOME'

Sum ofOASDHI tax, Income and
Individual employee's OASDHI

Family income (1978 dollars) Income tax share taxes

$1 tO $2,999 ------------------------------------------ 0.1 1.8 1.9
$3,000 to $4,999 -------------------------------------------------- .5 1.8 2.3
$5,000 to $7,9 ................................................... 2.4 3.0 5.4
8,000 to $11 999 ............-------------------------------------- 5.5 4.1 9.6

$12,000 to $14,999 ---------.-------------------------------------- 8.2 4.6 12.8
j15000 to $19,999 ........................................ .--------- .5 5.0 15.5

'OGO to $24,999 ------------------------------------------------ 12.5 5.0 17.5
5,000 to $34,999 .....................--------------------------- 15.2 4.8 20.0
5,000 to $49,999 ----------------------------------------------- 18.6 4.2 22.8

50,000 and more .---------------------------------------------- 28.2 2.5 30.7
All fam ilies ------------------------------------------------------- 14.8 4.2 19.0

I Family Income includes Income of all family members from wages and salaries, self-employment Income, interest
dividends, rents, social security pensions, welfare and other transfer payments. Income refers to estimated 1978 Income,
OASDHI tax payments reflect the current law rates and base scheduled to go Into effect In 1979. Income tax payments
are rough estimates and may underestimate income tax payments. Families include single person families.

Source: CBO projections of Census Bureau data.

TABLE 8.-COMPARISON OF EFFECTS OF VARIOUS TAX REDUCTION PROPOSALS ON FAMILIES CLASSIFIED BY
THEIR INCOMESt

[Amounts In percent]

Distribution of Distribution of tax relief resulting from-

Elimination
of HI and
DI tax or ,i

Across-the- tO perrent general
Family income board Income refundable revenue Rollback to
(1978 dollars) Total families Total income tax cut tax credit financing pre-1977 law

1,000 to $4.999 ......... 16.4 2.7 0.1 1.1 1.6 ..............
5,000 to $7,999........ 10.3 3.5 .6 2.7 3.6 0.5

$8 000 to $11 999 ........ 12.9 6.9 2.6 6.7 9.4 1.1
$12,000 to $14.999 -...... 9.2 6.7 3.7 7.4 10.4 1.3I15,000 to $19 999.. 14.3 13.3 9.5 15.8 22.3 4.7
20'000 to $24,999 ....... 11.2 13.4 11.3 16.0 22.0 17.6
25000 to $34,999 ....... 14.2 22.1 22.8 25.1 29.2 32.4
35,000 to $49,999 ....... 7.5 16.4 20.6 16.2 12.1 25.4

$50,000 and over ........ 4.0 15.1 28.8 9.1 -10,7 16.9

Total ------------ 100.0 100.0 100.0 100.0 100.0 100.0

Family Income Includes Income of all family members from wages and salaries, self-employment Income Interest,
dividends, rents, social security pensions welfare, and other transfer payments. Income refers to estimated 1918 Income.
OASDHI tax payments reflect te curreni law rates and basr scheduled to go into effect in 1979. Income tax payments
;re rough estimates and may underestimate income tax payments. Families include single person families.

Source: CBO projections of Census Bureau data.



TABLE 9.-DISTRIBUTION OF TAX REDUCTIONS By INCOME CLASS RESULTING FROM CARTER TAX CUT PROPOSAL, AND VARIOUS SOCIAL SECURITY TAX CUT PROPOSALS, CALENDAR 1979

Distribution of t tWax reduction from

Disbri-
Disti- button Carter tax
btlo of cur- cut proposal Rollback On-third Re1dale

Distribution o11976 ret law to Elmilaion gened 10
of 1977 expanded tax Ha- Wih Without pre-1977 of NI and DI reue 10ve

Exln Class tax returns 8  -Incom abilities reforms reforms a law payroll taxes fnaning tax credit

22 ---------------------- 24.9 5.3 0.1 3.4 24 6.0 5.5 6.1 5.5
22.9 13.7 6.1 15.9 1L6 7.0 13.3 14.4 13.3
18.------------------------ 1 3 1.4 13.4 23.2 18.2 6.6 18.5 20.3 18.5

Eo 13.4 1.8 17.0 24.5 20.7 11. 25.7 28.1 2L7
11.3 21.7 24.2 27.3 27.2 49.3 23.2 22.2 232
3.8 11.4 16.3 9.0 12.8 12.3 10.5 8.3 10.5

------------------------------------------ L4 10.7 23.0 1-3&3 7.2 6.0 3.3 0.6 3.3

To ...... . . . . ..--------------------------------- 10.0 100.0 100.0 I 10LO 100.0 100.0 100.0 100.0

Tod W S dtx cCbons)- k --------- -------------- -------------- ----------- $16.8 23S 56 19.1 $1.4 6.5

i 7M Tnmary tax mode, upon which the income tax nations of this lae are based has not yet
been vpdtd to -flect 13 Iscome eels. Inseed, it superimposes the proposed 1h t law oan
196 IM me uds. If 78 income lels m used. m axpays wuld be shfted inlo blowh r
inme classes. In order to make the social y reei yc paw rable to the Presidenrs
tax st pepos , us *ie s wempoes 1119 s erIty lans I c 7 Ome Wls.

5 Ex~peided Ince Is aboader cocet than the "adlmaed oes come" cocep that appears
on Incme lax reurn ad that the Tressmy has und for lx al lma s In previous year Ex-
pnde Income Incdes fth untied bd ai l ust de Inn excess of cost.

dercistis In es of stralit lInek and other Wj; I& ncue In the minimm

tax; however, It excludes invemN inters up to the amount of invstmet Income. It thwelr
comes cloe to "red" total economic income tas does the usual adjusted Vss Incom flse.

'All cf the distributions In this tlale are based on inwone tax return flln units. As a result, & -
ets and second earners from hi-income families will appear in low income catoe if they
file seprate tax returns allwinglo ast

' Includes only $240 personal credit and rate chanim.
a Tax Increases

I cludes only employee and sef-employed shar of social security lax C.
Sou ce: Treasury Department and CBO estimates.
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TABLE 10.-EFFECTS OF THREE ALTERNATIVE TAX CUT MEASURES, AS COMPARED WITH BASELINE PROJECTIONS,
CALENDAR YEAR 1971

One-third

remus Elmation of
finncing DI a HI

(hathawayl taxes (Ndonl President's
Bork# Mikys) tax propsals

First-yer direct revenue loss (billion of dollars) .................... 35.3 36.8 25.0
Effects in calendar year 1979:

GNP (billions of 1972 dollars) ................................... 16.0 17.0 14.0
Unemployment rate (percent) .................................... 3 .3 .3
Percent chan*. general price level ............................... 6 .6 .1

iThe data In thl st 2 columns refers to arendkar year 1,I79; the figure In the last column refers to fiscal year 1979
Since the President's program starts one quarter easier in the fall of 1978, the GNP and unemployment effects shown
below are bigger per dollar of revenue loss for the last coumn. Socal security revenue losses are recorded on a trust-fund
basis.

TABLE II.-SUMMARY OF REVENUE EFFECTS OF H.R. 10668, AND THE PRESIDENT'S
BUDGET BASIS

PROPOSAL ON UNIFIED

[Dolars In billions

Fiscal years.-

-- 1979 1980 1981 1982 1983

S. 2501, H.R. 10668 (one-third general
revenue fimncing):
Individual..................... 14.9 20.7 27.4 33.2 36.8
Businesses..................... 10.7 15.0 19.9 24.1 26
States ........................... 3.0 4.1 5.4 6.7 7.4

Total .......................... 28.6 39.8 52.7 64.0 70.8
S. 2503 H I. 10754 (elimination of HI,

and al taxes):
Individuals ...................... 18.0 20.7 27.0 32.6 35.7
Business ......................... 13.1 15.1 19.7 23. 6 25.8
States ........................... 3.6 4.1 5.3 6.5 7.2

Total .......................... 34.7 39.9 52.0 62.7 68.7
President's tax cut and reform proposal

Individual Income tax:
Tax reductions .................... -22.5 -25.7 -28.2 -33.4 -38.5
Tax reforms ...................... 4.2 7.4 8.9 10. 6 12.3

Total .......................... -18.3 -18.2 -20 3 -22.8 -26.2

Corporation Income tax:
Tax reductions .................... -6.3 - 9.4 -11.1 -11.8 -12.8
Tax reforms ...................... 1.1 3.0 4.3 5.0 5.2

Total .......................... -5.1 -6.5 -6.8 -6.8 -7.6

Telephone excise and unemployment
Insurance tax reductions ............. -1.6 -2.0 -1.6 -1.2 - 1. 1

Total .......................... -25.0 -26.6 -28.6 -30.8 -34.9

Source: "The President's 1978 Tax Program," Department of the Treasury, Washington, D.C. and CBO estimates.
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Table 1,.-Peroentage CThange from Current Law Costs of Various Benefit
Options Over the Long Term

Options: Percentage
Change

Current law (90/32/15) ---------------------------------- -
Wage indexing option A (43/43/43) ----------------------------- 17
Wage indexing option B (66/38/29) ------------------------------- 9
Wage indexing option C (57/33/25) ------------------------------ 5
Wage indexing option D (77/28/13) ------------------------------ 18
Price indexing (Hsiao formula) ------------------------------- 24
Change in treatment of spouse benefit:

No dependent's or survivors' benefits (current wage indexed
system) -------------------------------------------------- -20

Earnings splitting (current wage indexed system) -------------- 9
Earnings splitting and wage indexing option C ----------------- 21

NoTE.-These estimates refer to projected total benefit payments to the cohort
lorn in the period 1934-36. The various wage indexing options are designated by
the percentages in the benefit formula. For example, under current law the for-
mu la is 90 percent of the first $180 of average indexed monthly earnings (AIME) ;
3"2 percent of the next $905 of AIME; 15 percent of all AIME above $1,085. In each
option the AIME brackets remain the same, however.



CUMULATIVE DISTRIBUTION OF 1919 EARNINGS

--Share subject to payroll taxes

100 Rollback
$18,900 TAX MAX100 Rllbac

90 !

80
CURRENT LAW $100,000

70 $22,900 TAX MAX TAX MAX

60 Share of
Earnings '

o 0 Taxed

83.91 89.82

40

30

20

10N

t

0 10 20 30 40 50 100
Covered Earnings ($1000)

Ro llback: f___

Change in Liability $0 to $-15 s-IS to $-260 $-260
From rate change 0 to -15 -15 -15
From Tax Max change 0 0 to -245 -245

Average reduction $10 $100 $260
Earners in Income group 90 million 6.7 million 11.3 million

CHART 1.



C3WLU ATIVX DISTRIBUTION 0r 1983 EARNINGS
-- Share subject to Payroll taxes

O0LLA= I

Share of

Ertnings

Tom"

717.
CURUM LAM

$34,80 TM Ma
.7i!I=
*11 t aS

, . ,

0 14 28 42 56
Covered Earnings (01000)

Rollback to pre-1977:

Change in Liability

From rate change
From TAx Hx change

Average reduction
Earmers in Income group

LII rzzAi
$0 to $-103 -103 to $-706

0 to -103
0

-103
0 to -603

$70 $305
98 "Illion 11.2 million

CHART 2.

100

90

I
so

70

60

50

40

30

20

10

0

$13,00

TAX MX

*-~* A
v

1 3870

$-706

-103
-603

$706;
7.5 million

:t=M3=C=C=:J



217

TABLE I.-1979 IMPACT OF PUBUC LAW 1-216, COMPARED TO PRIOR LAW

C, mings level

S111)~ m over I.0

Workers affected on millions) .................................... 90.0 6.7 11.3
Pewe of ttal workers ......................................... 8.3 6.2 10.5
Avwage tax Icrease per worker ............................... ++10 +111 +0-
Range of tax Increases ............................................. -1 s5-,w

TABLE 1la-W IMPACT OF PUBUC LAW 95-216, COMPARED TO PRIOR LAW

Earnings level

Upto $25801
$25,800 Wx4, over $3X0

Workers affected (in millions) ...................................... 98. 0 11.2 7.5
Percent of total workers ........................................... 84.0 9.6 6.4
Average tax Increase per worker .............................. +170 +$315 706
Rangs of tax Increases ....................................... $013 $ 35-706 $706

,Includes all workers, Including those working part time and seasonally. The number therefore exceeds labor force
estimates based on fullrtime equivalent year-round workers.

TABLE 2--CHANGE IN PAYROLL TAX LIABIUTY FOR EARNERS AT DIFFERENT INCOME LEVELS UNDER VARIOUS
PROPOSALS, CALENDAR YEARS 1979 AND 1983

Payroll tax Increase (M) or decrease (-) for employees compared to current law

Number Elimination of On-third 10 percent
of earners Percent Rollback to pro- HI and DI pneral revenue refundable

Income level (millions)o of earners 1977 laws taxes' financing' credits

0 to $18900 ........ 90.0 83.3 0 to -15 ...... 0 to -$34 ..... 0 to -$421 ..... 0 to S-116.

$18,00 to $22,900.. 6.7 6.2 -$Is to -$260. -3 1t -$412 to -$116 to

$22,ootoS,0,0.. 11.3 10.5- ......... -6 -.. ........ j 1  -jwo.
$30,000 t$5OOO- ....................................................... -a uto
$50,00o $0,000 ...................................................... +$wt
$100,000 plus ........................................................... +.

1983,0o32580. ..... ..90 85.4 oto-$103 ..... 0t-o .9 . 0o-697 ..... oto- .
S2,8OOo$ 14,8. 11.2 9.6 -$03to -$593t.0 -$69710t -$1731

$3,800 too $5830.. 7.5 6.4 $706.... ...-.. .-(300 to ;1000-oo ...................................................... 0to---$1000 plus ........................................................... +$1,1;68 to

+S3,188.

'Includes all workers, Including Ue working part time and seasonally. The number therefore exceeds labor force
estimates based on full-time equivalent year-round workers.

'Rollback to pro-1977 law tax rates and wage base formula. This column also shows the tax Increases resulting from
1977 law If the signs In front of each number are reversed.

5 Eliminate taxes for HI and DI but retain the 1977 law wage base, as provided In S. 2503 (Senator Nelson and others)
and H.R. 10754 (Representative Mikvs and others).

4 Reduce rates by about q, and increase maximum wage base to $100,000 in 1979 and an estimated $138,000 In 1983,
as provided In S. 2501 (Senator Hathaway and others) and H.R. 10668 (Representative Burke and others).

8 Refundable credit against income tax liability equal to 10 percent of social security taxes paid. Variants of this proposal
are contained in a number of recently Introduced bills



TABLE 3.-OISTRIBUTION OF TAX REDUCTIONS BY INCOME CLASS RESULTING FROM CARTER TAX CUT PROPOSAL, AND VARIOUS SOCIAL SECURITY TAX CUT PROPOSALS. CALENDAR YEAR 1979

In percent)

Distribution of total tax reduction from-

Distri-
Distri- bution Carter tax
bution of cur- cut proposal Rollback One-third Refundable

Distribution of 1976 rent law to Elimination general 10-percent
of 1977 expanded tax !!a- With Without pre-1977 of HI and DI revenue income

Expanded income class tax returns 3 income bilitis reforms reforms 4 law payroll taxes financing tax credit

$0 to $5,000 ...............................- 28.9 5.3 0.1 3.4 2.4 6.0 5.5 6.1 5.5
$5 to $1b000 .. . "....---------------------------------- 22.9 13.7 6.1 15.9 11.6 7.0 13.3 14.4 13.3
$10to $15,00.------------------- ----- '----- 18.3 18.4 13.4 23.2 18.2 6.6 18.5 20.3 18.5
$15 to $20,000 ----------------------------------------- 13.4 18.8 17.0 24.5 20.7 11.9 25.7 28.1 25.7
$20 to $30,000 ----------------------------------------- 11.3 21.7 24.2 27.3 27.1 49.8 23.2 22.2 23.2
r3Oto $50,000 ...------------------------------------ 3.8 11.4 16.3 9.0 12.8 12.8 10.5 8. 3 10.5

ver $50,000 ... --------------------------------- 1.4 10.7 23.0 1-3.3 7.2 6.0 3.3 0.6 3.3
Total -------------------------------------------- 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Total 1979 individual tax cut (in billions) ' ...................................................... $16.8 $23.5 $3.6 $19.1 $18.4 $6.5

I The Treasury tax model, upon which the income tax portions of this table are based has not yet
been updae to reflect 1978 income levels. Instead, it superimposes the proposed 1979 tax law on
1976 income levels. If 1978 income levels were used, many taxpayers would be shifted into higher
inc.xne classes. In order to make the social security changes roughly comparable to the President's
tax cut proposals, this table superimposes 1979 social security taxes on 1977 income levels.

2 Expanded income is a broader concept than the "adjusted gross income" concept that appears
on income tax returns and that the Treasury has used for tax analysis tables in previous year. Ex-
panded income includes th untaxed half of capital gains, percentage depletion in excess of cost.
depreciation in excess of straight line, and cthei "tax preference" items included in the minimum

tax; however, it excludes investment interest up to the amount of investment income. It therefore
come% closer to "real" total economic income than does the usual adjusted gross Income figure.

a All of the distributions in this table are based on income tax return filing units. As a result. depend-
ents and second earners from high-income families will appear in lywer income categories if they
file separate tax returns showing low earnings.

' Includes only $240 personal credit and -ate changes.
s Tax increases.
6 Includes only employee and self-employed share of social security tax cuts
Source: Treasury Department and CBO estimates.

t0
0
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TABLE 4.--COMPARISON OF MAJOR GAINERS AND LOSERS FROM SUBSTITUTION OF SOCIAL SECURITY
PAYROLL TAX CUTS FOR CARTER ADMINISTRATION'S PROPOSED INCOME TAX CUTS

Gainers I Losers '

Substitute eliminilon of HI !.r OI for Carter Income tax cuts:
All families ex&,%pt these In losers column ................

Single persons with earned Incomes below $35,000.;,..
Substitute ,t general revenue financin, for Carter income

tax cuts:

Families with earned Incomes between $10,000 and
$20,000 with 2 or more dependents.

Single persons with earned incomes above $35,000.

All 2-earner families except for those in losers column .... 2-earner families with earned Incomes between $10,000
and $15,000 and 2 or more dependents.

1-earner families except for those In losers column ........ 1-earner families with incomes over $30,000.
1-earner families with 2 dependents and earned In-

comes between $9,000 and $14,000.
Single persons with earned incomes below $30,000 ------ Single persons with earned Incomes above $30,000.

I Lower total tax burden with social security tax cut rather than income tax cuL
5 Higher total tax burden with social security tax cut rather than income tax cut Some additional families at higher

income levels than those indicated may do worse under a social security tax cut if they have unusually large numbers
of dependents.

TABLE 5.-TAX SAVING RESULTING FROM SOCIAL SECURITY PAYROLL TAX CUTS, COMPARED WITH SAVING
FROM CARTER ADMINISTRATION INDIVIDUAL INCOME TAX CUT PROPOSAL FOR FAMILIES OF DIFFERENT
SIZES AT DIFFERENT INCOME LEVELS, CALENDAR YEAR 1979

Oln dollars]i

Additional tax Saving (-) or
increase (+) compared with

Carter proposal
One-third

Tax change general
from Carter Elimination of revenue

Present law tax cut HI and DI financing
Adjusted gross income tax liability 3 proposal a (H.R. 10754) (H.R. 10668)

Single person:
0, 000 ..... .............................

$2000 ............................................
5,000 ............................................
$0.a0 ....... ::...................................

i-person family; no dependents; 1 earner:5,000 ............ ...........................0,0 .......................................

2-persn famly no dependents; 2 earners Icm

L15,00 ........................................10,000 ............ ..............

5,000 ........................................0,000 ..............................

5,000 .........................................000 ........................................

2-person family; no dependents; 2 earners (income
dIvided 70-3)

S5000 ........................................
10000 ...................................
15,00 ........................................5'o0o ........................................

20,000 ...........................
5,000 ........................................

10s0a0 ........................................15 000 -----------------------------------------
10000 ........................................

15,000 :---------------- ----------------------
::::::::::::::::::::::

5. otoe t n ftbe

2781,199
2,126
3,232
4,510
5,950
9,232

12,985

0
761

1,651
2,555
3,570
4,712
7,427

10, 610

0
761

1,651
2,555
3,570
4,712
7,427

10,610

0
761

1,651
2,555
3,570
4,712
7,427

10,610

-99
-34
-21

-126
-245
-365
-488
-400

0
-147
-99

-165
-260
-322
-317
-260

0
-147
-99

-165
-260
-322
-317
-260

0
-147
-99

-165
-260-322
-317
-260

+9
-146
-249
-234
-167
-47
+75
-12
-90
-33

-171
-195
-152
-90
-95

-152

-90
-33

-171
-195
-190
-218
-403
-564

-90
-33

-171
-195
-190
-218
-311
-422

-12
-189
-313
-319
-184
+131
+644
+946

-111
-76

-235
-281
-169
+88

+473
+806

-111
-76

-235
-281
-297
-347
-575
-598

-111
-76

-235
-281
-297
-347
-262
-113
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TABLE 5.-TAX SAVING RESULTING FROM SOCIAL SECURITY PAYROLL TAX CUTS, COMPARED WITH SAVING

FROM CARTER ADMINISTRATION INDIVIDUAL INCOME TAX CUT PROPOSAL FOR FAMILIES OF DIFFERENT
SIZES AT DIFFERENT INCOME LEVELS, CALENDAR YEAR 1979-ContInued

II dolbrsil I

Additional tax Wavis (-) or
inee (+) coMPra with

Carter proposal

One-third
Tax dwage pal
from Carter Elimition of revenue

Present law tax cut HIa nd 0 I nanci
Adjusted gross Income tax liability I proposl I (H.. 10754) (H.R. 10o

4-person family; 2 dependents, I arm:

-3000 0 +32 +15000 ........................................ 1,330 -2A -12 -76
2000-------------------------------2,.... 150 -20 -90 -176
1O O .................. .................... 

to -2/0 -90 -176
0005,000 ------------------------------ -30 -30 -90 -109

30000-------------------------------4,..... 232 -322 -90 +-
,000--- ............................ 6,8. -218 -194
oo :"0"09 .,950 -0 -3324-person family; 2 dependents; 2 earners (Income dl-vided 50--50):

.. 0 -90 -111
00............ . .. """"............. 446 -312 +132 +8000 ........................................ 1,330 -258 -12 -76

'ooo ........................................ 2,180 -270 -90 -176'0003 ........................................ SO -320 -130 -233
'000 ........................................ 4,232 -322 -218 -347000-------------------------------o3 48 -218 -502 -674

.00.--- .-.--.---...--......-.--.. ----. 950 -80 -744 -77
4-perO family; 2 dependent; 2 earners (income dl-vlded7O-30): --- 11

(0......................................... . 300 0 -90 -111
........................................ 446 -312 +132 +1115000 ........................................ 1,330 -258 -12 -76

W,000 ....................................... 10 -270 -90 -176
z5,000--------------------------------..... 3,150 -320 -130 -238

0000 ........................................ 4,232 -322 -218 -347000................................... . 6,84 -218 -410 -X

The sts 4 taxsasns excludeth effects of reduce ons In the employer share of payrol taxes, as wel a theof cuts In business Income We&
3 Assumes deductible expenses equal t 23 percent of income
8 Assumes deductible expenses equal to 20 percet of Income. Incudes only $240 perm credit aod rate ahal.es.

The effects of the PretsIdent's proposed tax reform are omitted.
Source: Treasry Department and CBO estimates.

TABLE 6.-NUMBER OF TAXPAYERS WITH LARGER TAX CUT UNDER SOCIAL SECURITY TAX CUT PROPOSALS THAN
UNDER CARTER INCOME TAX CUT PROPOSAL, BY INCOME CLASS (1971 LAW)

Perent of ta pr with
larger tax 6t underAverete tax ethr

cut u der Orthlrd
Numberof Carter propo Elmntion" generalreturns Percent of sal w o of HI r

(thousands) returns reforms and 01 fladns

Adjusted IrosIncome dass:to-........................ 24 27.8 .0 74.5 7.2
to ........................ 19,300 21.7 17.0 58.9 66

Fto-1....................... . 145 17.0 194.0 5& 660

toa ................. 10,7030 12.0. O .0 14.3 6.9
- -to ....... 13,211 14.8 17.0 46.L1 71.3to 4,433 5.0 76.0 L 3 6G&

ito too::: 1,182 1.3 .0 4.7 50.4
1,00plus----------------298 .3 $1, 50L.0 3.4 49.0
TOtal----------------------.. 38.000 100.0 $292.0 52.1 70.0
Total calendar 1979 tax reduction

forlndlvldO( ion) .................................. $25 $19.1 $18.4

Senator NEIsox. The hearings will resume tomorrow morning at 9
o'clock.

[Thereupon, at 1 p.m., the subcommittee recessed, to reconvene at
9 a.m., Thursday, April 6,1978.]



SOCIAL SECURITY FINANCING

THVUDAY, APRIL 6, 1978

U.S. SENATE,
SUBWo, ON SOCIAL SECUrY OF TuE

CoMMrrr ON FNANcz,
Washington, D.C.

The committee met, pursuant to recess, at 9:05 a.m. in room 2221
Dirksen Senate Office Building, Hon. Gaylord Nelson (chairman oi
the subcommittee) presiding.

Present: Senators Nelson, Danforth, Curtis, and Dole.
S Senator NELsoN. This morning the Finance Subcommittee on Social
Security begins the second day of hearings. Yesterday the committee
received testimony from Secretary Blumenthal, Leon Keyserling, and
Alice Rivlin.

This morning, our first witness is Mr. Barry Bosworth, Director of
the Council on Wage and Price Stability.

Mr. Bosworth, your statement will be printed in the record in full as
if read. You may present it however you desire.

STATEMENT OF BARRY P. BOSWOETH, DIRECTOR, COUNCIL ON
WAGE AND PRICE STABILITY

Mr. BoswoiR. Thank you, Senator. I thought I would just sum-
marize my remarks.

First, I think it is important to realize how the different ways that
the Government policies, including tax policy, can impact importantly
on the rate of inflation. Normally, people believe that the Federal
budget is a good measure of the Government's impact on the economy.

Unfortunately, in the last decade or so, the truth is that the Federal
budget is almost no measure whatsoever of what the Federal Govern-
ment is doing to the economy. This is particularly true in the area of
inflation because, while we normally think of total spending and total
tax revenue, the Federal Government also affects prices and costs in
the private sector in a variety of other ways. First, through its regula-
tory actions, the Federal Government affects costs for environmental
health and safety and similar type regulations that raise costs in the
private sector and therefore contribute to price increases.

There is a vast array of other Federal Government regulatory activi-
ties. Administrative actions of the Government and the Congress fre-
quently affect the rate of inflation in ways that are not measured well
in the budget.

Another area where this shows up is tax policy. It is just not the
total level of taxes that matters in terms of the Federal Government's

(221)
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impact on the economy, but also the composition of those taxes and
the fact that different types of taxes have different impacts on the
economy.

Specifically, this is true with respect to the question of social security
taxes.

Secretary Blumenthal testified before you yesterday and outlined
the administration's opposition to any current changes in the social
security taxes. I would like to take this opportunity in a more general
context to discuss the more technical aspects of how social security
taxes can have a very important impact on the rate of inflation.

Principally, it seems to me, the issue comes down to the realization
that increases in social security taxes increase the cost of producing
goods and services. Employment taxes raise unit labor costs in the
private sector and these unit labor cost increases will be passed for-
ward in the form of higher prices.

Social security taxes lie between several extremes. The first ex-
treme is that some taxes--such as sales tax increases--are very obvi-
ous to people. Higher sales taxes are passed forward to the consumer
in the form of higher prices.

Most existing economic analysis, however, argues that income taxes
placed on individuals are not likely to be passed forward in the form
of higher prices. Social security taxes lie in between those two
extremes.

The employee portion of the social security tax is very much like
an income tax. It is borne by the worker and he pays its cost. His
after-tax income is reduced when such taxes are increased and unit
labor costs are unchanged. Therefore, prices tend to be unchanged.

But the employer portion of the tax is a cost of doing business It
will not be absorbed by employers, and to argue as some people have
that the employer portion of the social security tax is borne by busi-
ness is to imply that since World War II one would have expected
to see profit rates go to zero in this country.

It seems obvious instead that the employer portion of the tax is
simply passed forward to consumers, borne by the worker in higher
prices.

In the context of some of the recent discussions of social security
tax changes, a large number of different proposals have been put
forward. I think some of the principles of the magnitude of the impact
can best be illustrated by referring io a specific version, one that you
yourself have put forth together with some other Senators, and that
is the proposal that health insurance and disabiltiy insurance be
divorced from the social security system.

This proposal, if it were financed through general revenues, would
cost approximately $30 billioTi.

Now, in trying to examine the inflationary impact of that change in
social security taxes, half of the $30 billion would be in the form of
employee taxes, and, as I said earlier, changes in the employee portion
of social security taxes will have no inflationary impact one way or the
other.

Senator N ESO.N. May I ask a questionI
There are economists who argue that any cost imposed on the em-

ployee results in the long pull, short pull or both, in an increase in
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wages, that if they were not paying social security tax they would be
negotiating a higher wage; if they were not getting health insurance,
they would be negotiating a higher wage.

W at is your view about that I .
Mr. Boswowrn. There is a distinction to be made. Normally, the term

referred to is who pays the burden of the tax in real terms. In the proc-
ess, the worker will ultimately pay the burden of a social security tax
increase, but if he could have had 'his wagors raised simply because the
Federal Government increased his taxes, ten he should have increased
his wages and kept the money before the tax was ever imposed.

In all of the economic analyses that I have seen, they have always
found that the employee portion of the tax does not lead to a higher
wage increase for him. He is not able, just because taxes have gone up,
to go out in the market and-demand a higher wage rate. The only way
he can really do that is by saying that,isince my after-tax income has
gone down, I am going to refuse to work; I will withdraw my sup-
ply of labor, the supply of labor will decline and therefore my wage
base will go up.

All the studies show that the decision to work or not to work is very
insensitive to wage rates.

Senator NELSON. There is a big gap between the decision to work or
not to work and that is in the negotiating process, all kinds of contracts
are negotiated in which the employees agree that they will take this
fringe benefit and that fringe benefit as a part of the bargain that they
negotiate, and if they did not get that fringe benefit, they are asking
for 10 cents an hour more for salary.

Very frequently they say, all right, we take this health benefit and
that benefit and our wage demand will be lowered proportionately.

It does not seem to me that you can argue that there is no relation-
ship at all. If there were no health benefits, no social security, it seems
to me in the long pull that they will be getting more money, more
hourly wage rate as a substitute for what they did not get in health
benefits, retirement benefits, and so forth.

Mr. BoswowRr. They would get a higher hourly moriey wage. For
example, assume we eliminate the pension fund. Then the worker
would need a higher wage, so he could contribute to his own pension
fund. The question is, what happens to the employer's unit labor cost,
the cost of production, the amount of money paid by the employer?
Simply because social security taxes go up, the employer on the other
side of the bargaining table is not willing to say that, in addition to the
increase in social security taxes, I am now going to pay a higher money
wage to my workers to compensate them for lower take-home pay.

From the employer's point of view on the other side of the bargain-
ing table, it is irrelevant where those cost increases come from. If social
security taxes go up, he says that he can afford to pay less directly to
the worker. The worker, on the other hand, says that my take-home pay
has gone down. I would like to get a higher wage to replace that.

A bargain will be struck in between those two. How much of the
social security tax rate will be recovered by the worker will depend on
the strength of his bargaining power.

The point is, most of the empirical literature suggests that the
worker will not be able, and in the past has not been able, to recapture a
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general tax increase in the form of higher money wages. The empirical
evidence does not demonstrate that when social security taxes have been
increased, the employee has been able to negotiate a higher money
wage.

Senator NELSOn. I must say thatit is hard for me to believe that it
is not a factor. If there were no private retirement plans, no health in-
surance plan, no social security, none of these plans, are you saying that
the wages in the country would still be just the same? That just isn't so.

Mr. Bosworm. Compensation to the employee paid by the employer
is a part of the cost of production. One could argue the same,

Senator NELsoN. One could argue that. After all, when you look at
the negotiating process and they end up with a package which increases
the package that costs 50 cents an hour and 25 percent in fringe benefits
and 25 percent or 50 percent of that 50 cents is fringe and 50 percent is
increase in wages, your argument is that if they did not get the fringe
benefits they would only get 25 percent?

Mr. Boswowrr. No; just the opposite. I am saying that if they did
not have the fringe benefits they would get money wage increases ex-
actly equal to that amount but the total payment by the employer
would be no different. Turn it around to the other side and look at it
from the employer's point of view. What does he care?

Senator NiLSOx. If that is what you are saying, I agree with you. I
did not understand that that was what you are saying.

That also means, then,, that with respect to the increase in social se-
curity, you have to buy the whole package then, the increase in the cost
of social security to the employee is going to be negotiated back. That
takes away their purchasing power. They want to keep their purchas-
ing power, they will fight to get it back. Somewhere in the process they
get it back. Therefore, it increases the cost of labor, that portion of
social security that the employee pays also increases the cost of labor
and also contributes to the increased cost of the product.

Mr. BoswoRTH. He-vill try to get it and he will get a portion of it
back. The portion that he gets back, you are absolutely right, means
higher prices.

My only point was saying that on the portion paid by the employer,
that adds one for one to unit labor costs. All the employer taxes go
right forward into higher prices. As for the employee portion, initially
it reduces his money wages. He then starts to get a portion of that back.
The portion that he gets back, as you say, increases unit labor costs and
is passed forward into inflation.

How big is that proportion ? In the past when social security tax in-
creases have been imposed, that proportion has been relatively small.
On the employer side it is 1.0; on the employee side it is somewhere
between 0 and 1 and it appears to be fairly close to 0 ,

I am saying that most of the inflationary impacts of these tax
changes are associated with the employer portion. In addition, there
is some further inflationary impact from the employee portion, but
it is smaller. The coefficient is not 1.0.

Senator NELSo. I do not know how one would figure that. It would
depend upon the negotiations of a particular employer or employee
in a particular circumstance. The fact of the matter is, historically
in this country, the real purchasing power of the worker has con-
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tinued to go up. In the long pull, he is increasing his real purchasing
power.

So, whatever is happening to his income, he is negotiating suc-
cessfully enough to increase his real purchasing power and somewhere
in there is that increased cost of social security to him or whatever
else, because he is negotiating for take-home pay and, if I look at the
schedules right, he is managing to increase his real purchasing power,
so anything that is happening to him is getting into that bargaining
and coming back in his pocket.

Therefore, it may not, in 1 year. Therefore, in the long pull, what-
ever he is paying for social security he is getting back. That is added
to the cost of labor and adding to the cost, it seems to me, of the prod-
uct, just as the employer side of the payment of social security is,
is that not correct I

Mr. BoswoRH. To some extent, but, in the long rul, he does not get
it all back.

Senator NELSOn. All right. I do not know whether he does or not.
He is getting something back, because he is staying ahead. He is in-
creasing real purchasing power. Those who are not organized may not
be, those at the minimum wage are not. They are always behind.

But those who have been organized-
Mr. BoswoR'rH. Let me try one other way to illustrate the differ-

ence. All I am trying to say is that the employee tax is very much
like an income tax. To suggest that every time workers' income taxes
and social security taxes have been increased, they simply managed to
pass them forward into higher wages and have not had their after-
tax income reduced is simply not true. Their after-tax income is
sharply reduced by these tax increases. They have not been able to
negotiate wage increases to offset the effect of increases in social security
taxes and income taxes on their after-tax income. It has reduced
their take-home pay. It has fallen back on them. They have not been
able simply to go to the employer and ask for more money. It is not
that easy to get your employer to give you more money and it is not all
passed 'forward. It is passed backward onto the worker.

Senator NELsoN. If that were, in the long pull, correct, how does he
increase his real purchasing power ?

Mr. Boswown. Since 1969 the American worker has not been able
to increase his purchasing power.

Senator NELSON. I am talking about the long pull. As a matter of
fact, the worker, in the statistics that I have looked at on the average,
has had an increase faster than the inflation rate.

Mr. BoswoRm. Yes; because normally the Federal Government does
not increase income taxes and social security taxes so rapidly that all
of the growth in productivity is eaten up. In the last decade, however,
both income taxes and social security taxes have gone up almost as
rapidly as productivity and workers have had almost no gain in after-
tax real income.

Senator NELsoN. That is right. There has been rapid inflation.
Nevertheless, if my memory is correct, looking at it from 1969 up to a
year ago the workers wages in this country rose slightly higher more
rapidly than the increased cost of living, and this has been a bad period
for him because inflation has been very rapid.
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All I am saying is that in the long pull he has increased his real pur-
chasing power and, somehow or another, everything that costs him
anything is in that negotiating picture. It has got to be. He is looking
at his take-home pay.

I am not saying it is one for one the same year. I think that it is a
myth to suggest that scrnehow or another you can increase the tax on
the employee and never, in any way, does he ever t it back. He gets
it back-those who can bargain get it back in the long pull and it be-
comes part of the cost of doing business, part of the cost.

It is not one on one the same.
Mr. Boswoirni. It is not even one on one in the long run. The notion

that income taxes can simply be passed forward in the form of higher
wages for workers and their after-tax income is not reduced by Gov-
ernment taxation is wrong. Even in the long run, while I adnit that
ome workers in some places get mad and they push to get a wage in-

crease to offset a tax increase, the notion that workers can just avoid
tax increases by passing it on forward by getting offsetting wage in-
creases-the notion that that number is anywhere near one for one in
the long run-is very misleading. Workers pay those taxes. They can-
not get wage increases in the long run that anywhere near compensate
them for the magnitude of the taxes.

Senator NELSO.. Everybody pays their taxes. Everybody's real pur-
chasing power has gone up in this country. Across the board, there is a
whole lot more purchasing power by the people in this country, in
little towns, big towns and everywhere, than when I was a kid. We
have more disposable income, more real income, can buy more goods,
better houses, more cars, better education, more clothes. How did they
do itI

In the long pull, everything goes into the package and all of the
people are getting more purchasing power and to say that a factor in
that is not an increase in income taxes, social security taxes, and that
they are getting it for some other reason strikes me as nonsense. You
would have to produce a whole lot more evidence to tell me how that
happens than I have ever seen.

Mr. Boswonrm. Senator, somehow it seems to have gotten turned
around here. I have never heard it suggested, I guess, that individuals
just got after-tax income. They raised their after-tax income and
pushed the cost of income taxes aind social security taxes forward onto
others.

The growth in workers' real incomes is a function of productivity
growth. Normally, Federal income taxes and other taxes do not rise
rapidly enough to eat up all of the worker's increased income, so he
finds that there is some growth in after-tax income. In recent years,
however, those tax rates have risen more rapidly and productivity
growth has slowed down. Thus, gains in real incomes after taxes have
been small.

You are right to suggest that, to some extent, those tax increases
have made him mad, and he has gone out and tried to get a higher wage
increase. To some extent those increases in personal income taxes and
social security taxes are pushed forward in the form of higher prices.

But the worker cannot push all of those forward. He pays that tax
largely by himself.
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Senator NELSON. I suppose it is not a very productive dialog. The
way the worker operates through his union is to look at his pocketbook
and he sees his property tax go up, doubled in many places in the last
10 or 12 years, so he has less money and he sees his social security taxes
taking more out. And he sees prices going up in the grocery store. All
of those are factors in the bargaining situation. You cannot say that
the property tax is a factor, the food cost is a factor, but the increased
cost of taxes on social security, that is not a factor at all. The econo-
mists set that aside. He is not in bargaining about that. He is bargain-
ing about the whole picture and in the picture is the increased cost of
social security. To suggest otherwise is nonsense, and I would like to
see you isolate that in your theory about how he does not get his taxes
back.

I think you economists talk a lot of nonsense, but I would like to
see that point proven. You guys remind me of Truman when he said
if you took all the economists in the world and laid them end to end
they would all point in a different direction.

Go ahead. I just thought to say that the increase in the social security
tax does nothing to affect the cost of the product does not make any
sense.

Mr-.lBosworm. I am sorry. _
Senator NimsoN. Almost none at all. One to one for the employer,

you said and it does not affect the price of the product, but almost
immeasurably-

Mr. Bosworn. I do not want to pursue the dialog. I am trying to
put various types of taxes on the continuum. I think sales taxes, be-
cause they are so clearly a cost of doing business and associated' with
the level of production are about one for one. An increase in sales
taxes will be passed through in higher prices. Income taxes tend to lie
at the other end of the continuum. It is harder to pass those forward.
Not zero, I agree with you. Increased income taxes make workers push
to try to get a wage increase.

The impact of that on prices tends to be small. It tends to be closer
to zero. In between that lie things like excise taxes-which can be
avoided by switching your consumer purchases-and social security
taxes. Within the social security taxes there are two components: The
employer portion and the employee portion. The employer portion is
relatively easy to push forward in the form of higher prices to con-
sumers. The tax goes up, the cost of doing business goes up, and the
employer raises his prices for the goods he charges in a fairly direct
action.

But the employee part of the tax initially goes backwards. Then, as
you say, he tries to increase his wage demands. The impact of that on
prices simply tends to be smaller.

I am not trying to say it is zero: I do not think you are trying to say
it is one. But if we establish a continuum on how big that effect is, then
when you try to take a social security tax increase and try to estimate
its effect, we have tried to take something like a $30 million change in
social security as an illustration. Fifteen billion dollars of that would
be paid by the employer. That is about 1 percent of unit labor costs in
this country. It would be passed forward in the form of higher prices.
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A 1-percent increase in unit labor costs would be about a 1-percent
increase in prices.

Second, though, when prices go up for the same reason that you were
talking about earlier, workers will, because of the higher cost of living,
try to get a higher money wage in future negotiations. Over future
years, those tax increases will have a second, increasing inflationary
impact on the economy as they lead to higher cost of living adjust-
ments and wage contracts and others that again push up unit labor
costs and again lead to higher prices.

Therefore, in the statistical measures that we have tried to get by
looking at past changes of these types in prices, a social security tax
increase has a direct impact on the economy that is inflationary and
the second impact is to roughly double that impact after about 2 years.

I do believe that the employer portion of that is more inflationary
thin the employee portion, without saying that one is zero and one is
one.

Senator Nirsox. What did you say the increase is this year? I have
forgotten. Thirty billion dollars ?

Mr. Boswowrxi. Yes, if you took, as an example, the $30.1 billion,
which is close to your proposal for taking out the medical care and dis-
ability insurance out of the social security program.

Senator NELSONq. All right. Now that we have that straight, go
ahead. I interrupted you at some point. Had you finished?

Mr. Bosworm. Yes.
Senator NF.LSox. I thought I had interrupted what you were saying.

Did I understand you to say that $15 billion represented 1 percent of
the labor costs?

Mr. Boswoarr. That would be about 1 percent of the unit labor costs
assuming, as you have said earlier, that not quite all of that can be
passed forward immediately.

Senator NELSoN;. I thought you were simply saying that it was $15
billion.

Mr. BoswoRTri. I am taking $30 billion in social security. Half of
that would be the employee portion. Half of that would be the em-
ployer portion, and half of $30 billion is $15 billion. Fifteen billion
dollars divided by total labor compensation in this country is about
$1.3 billion. In other words, $15 billion is about I percent of total unit
labor costs.

Once unit labor cost goes up 1 percent, prices will rise in a parallel
fashion at 1 percent, so the direct inflationary effect of that proposal is
1 percent on the price level.

But when prices go up, for the same reason that you were mentioning
earlier, workers try to get that cost of living back into the wage in-
creases and we get a second round of inflationary impact that would
about double the impact after 2 years.

Senator NEuLso. Double
Mr. Bosworri. Yes.
Senator NELsoN. After 2 years?
Mr. Bosworm. Right.
Senator NELSOX. Thank you very much. I appreciate your taking

the time to come and testify this morning.
[The prepared statement of Mr. Bosworth follows:]
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STATEMENT or Bany Boswoi&H DxnRaron OF THE COUNCuL ON WAOZ AND
PaUCZ STABILITY

My name is Barry Bosworth. I am Director of the Council on Wage and Price
Stability in the Executive Office of the President.

My purpose in appearing before your subcommittee is neither to support nor
oppose any specific Social Security tax measure. Treasury Secretary Blumen-
thal made clear in his appearance before your subcommittee yesterday the Admin-
istration's opposition to changing the Social Security tax formula this year.

The Administration did propose some financing changes last year as part of its
comprehensive review of the tax structure. Congress, however, did not favor such
action. Thus, when the Administration developed its overall fiscal policy in
January, it did so on the assumption that the present method of financing would
not be changed. It seems inappropriate now to suddenly reverse that course.

The Administration's economic program was put in motion just a little over
two months ago as a comprehensive plan for 1978 and 1979. It should be given
time to work. Beyond this, the Administration feels that proposed income tax
cuts will adequately compensate for the short term impact of higher payroll
taxes.

I would like to discuss briefly the effect of taxes on inflation.
Government tax policy can have an important influence on the level of prices.

And, thus, changes in tax laws, at times, have had significant Impacts on the
rate of inflation. The measurement of this inflationary impact is complicated by
the fact that different types of taxes affect prices in different ways. The issue
is closely related to the question of who bears the burden of a tax. The impact
of some taxes is felt directly by the individual or firm who pays the tax. In
other cases the tax burden may be passed forward in the form of higher prices-
or backwards in the form of lower wages to workers or lower incomes to the
owners of capital or land.

At the one extreme, for example, general sales taxes are assumed to be passed
forward in the form of higher prices. They represent a cost of production just
like raw materials or labor payments, and consumers cannot avoid a general
sales tax by shifting their purchases. An excise tax on a specific product, on the
other hand, will not be fully reflected in higher prices, if consumers respond to
the initial price rise by Teducing their demand and lower production reduces the
costs of supply. If consumers are not sensitive to prices (as in the case of tobacco
and alcohol) the tax will still be largely passed forward In higher prices.

On the other side, it is believed that the burden of the general income tax Is
borne largely by the person who pays the tax and that it is not reflected in
higher wages or taxes. The only means of avoiding such a tax Is by reducing one's
income. But most studies find that the choice between work and leisure is not
very sensitive to different wage rates. If a person is able to pass the tax forward
by increasing the price he charges for his services, he should have and would
have done so in the absence of a tax. If a tax is placed on income from a specific
occupation, of course, the tax would be passed forward. This is because individ-
uals would shift out of that occupation, reducing the supply, until the wage was
raised to a level that yielded an after-tax return equivalent to other occupations.

These general Illustrations can be used to examine the Impact of the social
security tax. The employee portion of the tax is very similar to the income tax
and is paid by the worker. Since the vast majority of workers are now covered
by the tax, it can only be avoided by withdrawing from the workforce. It might
be argued that some labor groups have considerable market power and that they
might demand compensatory wage increases. But the empirical evidence does
not support such a view. Reasonably, if they had the power to obtain an even
higher wage, they should have exercised that power to the maximum, even in the
absence of a tax increase.

The employer portion of the tax, however, is quite different. It increases
employment costs and the marginal cost of production In precisely the same
fashion as a general tax increase. It will be largely reflected in higher prices
since consumers cannot shift their purchases toward goods whose costs of produc-
tion are not affected by such a general tax. It will, of course, affect the composi-
tion-of consumer purchases as the price increases will vary with the importance
of labor costs in total production costs for Individual products.

If the employer tax were not treated like-any other employment cost and
passed forward in higher prices, it would be borne by the employer himself. But,
this would imply a secular decline In the profit share of GNP as social security
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taxes were increased during the postwar period. Such a secular decline has not
occurred.

Initially, the burden of higher employer taxes Is reflected in higher consumer
prices. But, this does not fully measure the burden of these taxes. They do, in
addition, raise the price of labor relative to capital Thus, over the longer term.
business firms will seek to reduce their costs by shifting toward methods of
production that substitute capital for labor. This reduces the demand for labor
and, thus, wage rates. Several studies indicate that, over the long term, the
burden of both the employer and the employee portion of social security taxes
Is borne by the worker. Today, the cost of social security adds over 12 percent
to employment costs. By 1981 it is scheduled to reach over 18 percent. Costs of
this magnitude have a significant influence on hiring decisions.

The impact on inflation of a social security tax reduction can be made more
concrete by outlining the impact of a specific tax reduction. Senator Nelson and
others have suggested that health and disability insurance be divorced from the
social security tax system and financed out of general revenue. This would imply
about a $30 billion reduction in social security taxes.

First, if this were concentrated in the form of employee tax reductions, there
would be little or no impact on prices. But, if we assume that the reduction Is
applied equally to the employer and employee portions of The tax, employment
costs would decline by about $15 billion in the private nonfarm sector. This
would reduce unit labor costs by about one percentage point.

Existing studies of changes in prices and unit labor costs strongly suggest that
the reduction in prices would be proportionate to the reduction in unit labor
costs and that the adjustment would be largely completed within one year.
Thus prices would also decline by one percent.

But, this would not be the end of the matter. Changes in prices lead to com-
pensatory adjustments in wages through formal cost-of-living adjustments In
labor contracts and Informal adjustments In other wages. These wage changes
impact back on prices. We estimate that these indirect influences approximately
double the impact on the price level of an autonomous price change within a
two year period. Thus, a $30 billion tax cut would lower the price level by about
two percent over a two year period.

Senator NmLsoN. Our next witness is Mr. Robert Ball, former Com-
missioner of Social Security.

Your statement will be printed in full in the record and you may
proceed in whatever way you desire.

STATEMENT OF ROBERT BALL, FORMER COMMISSIONER OF SOCIAL
SECURITY AND SENIOR SCHOLAR, INSTITUTE OF MEDICINE, NA-
TIONAL ACADEMY OF SCIENCES

Mr. BALL. Thank you, Mr. Chairman. I do have a rather long state-
ment here and I will select portions of it with your permission.

I would like to spend just a few minutes-before focusing on what I
know is the main concern of the committee at this time, the financing of
Social Security-to emphasize the benefit aspects of the 1977 amend-
ments. It seems to me that, though the press and the radio and televi-
sion have done a very extensive job in getting across to high-paid
workers how much more they will have to pay into Social Security-I
might say, with some exaggeration-I really do not believe the country
recognizes how good social security benefits now are.

My impression is that people think they are paying for social secur-
ity benefits that will be at about the level being paid today, and that,
of course, is far from the truth.

Under the 1977 amendments, as you know, benefits will rise in rela-
tion to the general level of living in the country. If you take workers
who are today in their early 40's-people who will be retiring around
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the turn of the century-you get benefits for the average worker, now
earning around $10,000, about $15,000 when he first retires. If he has a
wife who is entitled, it would be half again as much for the couple. So
they would have a benefit in the year of $22,500.

Senator NELSON. What do you mean, a benefit of $22,500?
Mr. BALL. Per year, for a worker now getting $10,000 on the assump-

tion that wages will rise over this period about 53W4 percent a year.
Senator NELSoN. I was going to say I think you make a very im-

portant point. People look at the wage, for example, the wage base. If
you turned it around and said all right, we will keep your taxes exactly
the way they are and leave the wage base at $16,500, those people who
retire 40 years from now would have about enough income to live I
day, and that is all.

As a matter of fact, the computations we put in the record, which
are startlingly dramatic, indicate that if you have a 5.75 percent in-
crease in costs, productivity, inflation by the year 2050, that workers
who are making $10,000 today will be making $650,000 at a 5.75 percent
increase.

It doubles about every 12 years and you are right there at $650,000.
If you did not increase the base people would be retiring with a retire-
ment system that would support them 2 or 3 days out of the month 25
years from now.

Mr. BALL. Mr. Chairman, it is not just a matter of those above the
base, but of people below the base, too. As they have higher wages the
system now automatically keeps their benefit protection up to date so
that at the time of their retirement, the benefit will be about the same
proportion of wages then current, as benefits are of wages now current.

This is, I think, a very important accomplishment of the Congress
and the administration to get these benefit changes this last year. It
has made the American social security system in my opinion, one of the
best four or five systems in the world.

Workers can now count on retiring with a combination of social se-
curity and for those who are fortunate enough to have a private pen-
sion supplementation, that will provide a very reasonable level of
retirement income. What was done in the 1977 amendments on the bene-
fit side needs a lot more emphasis.

My own view is that much of the adverse reaction to higher contribu-
tions that we are hearing about from higher paid workers is partly, at
least, due to the fact that they do not understand the kind of a system
that they are now paying for, so I would just like to stress that aspect
of it in the beginning, Mr. Chairman-before we get to the question of
financing.

I attached to this statement a table which indicates-these are esti-
mates done by the office of the actuary, Social Se,',rity Administration
based on the quite reasonable assumption of assumptions of 534 percent
average increase in wages-what benefits people will get who are low
wage earners, average earners and higher paid by the year 2000-that
is, people now in their early 40's, ones who are now paying in.

Senator NELSON. Where is that?
Mr. BALL. Table No. 1, projected benefits for persons retiring at age

65 in selected years. I was talking about this-last column, the year
2000. As you see, the low wage earner, by that time, would have for
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himself-that is just a single person, not a couple-he or she would
have a benefit of about $9,500. The average worker, almost $15,Q00, and
the higher paid, $21,500.

Then, a couple would have half again as much.
These are the same percentages of wages at that time as for those

who will retire in a few years under the new wage indexing system; it
is the same percentage. I am not indicating that the Congress went
overboard and provides for fantastically high benefits, not at all. What
Congress did do was stabilize the wage-benefit relationship so that
peoplelooking ahead can count on-in retirement, or in the case of-dis- -
ability, or for their families in the case of death-getting the same pro-
portion of earnings that are current later on as people will be getting
under wage-indexing in the next year or two.

And that turns out to be a level of benefit which I do not think the
American people understand. I think that what they are thinking
about when they think of Social Security are the relatively small dol-
lar amounts that are being paid now and they are thinking, gee, look at
all of the money I am going to pay in and all I am going to get back is
$200 or $300 a month.

So that was the first point I wanted to make, Mr. Chairman.
Second, it seems to me that it was also a very major accomplishment

of the Congress and the administration to restore the financial integrity
of the Social Security Administration. That, too, was accomplished
by the 1977 amendments. Now, many of us wanted those pro-
visions to be somewhat different than they turned out to be. Some did
not want the wage base increases at all, or to be as high as they were.
Some wanted a higher contribution rate, some less.

Personally, I supported the proposal that the President made. But
in the nature of things, it was impossible to develop a proposal that
everybody likes, and I do not think it takes away anything from the
accomplishment of the Congress in restoring financial integrity to the
system to say that the plan adopted probably fits very few people's
idea of the absolutely best possible financing plan. It was, however,
a well thought through and carefully designed plan that has aecom-
plished the purpose of reassuring people that for the next 50 years
the cash benefit programs under Social Security are fully financed,
according to the official cost estimates, which, I happen to think, are
somewhat on the conservative side.

This is what is important-that the Congress did act in restoring
confidence in the financing-there are bound to be differences of opinion
about exactly how this was done.

I have put in my statement, Mr. Chairman-I do not want to take
up too much of your time with the detail of it,--on page 8 a demon-
stration that the contribution increases between now and 1984 for
most workers are really not very great.

For instance-this is in table 2 attached to the statement--take the
$10,000 a year worker, who is about the average worker today. He will
pay $8 a year more in 1979 than under the old law, and then he will
pay $8 a year more in 1980 thin under the old law, and $35 more in
1981 and $40 more in the period 1982 to 1984-that is $3.33 a month
more for the average worker.
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Let me skip to the higher paid where the protest is coming from.
And I will start with the $20,000 worker. Now, because of the wage
base increase that is scheduled in 1979, that $20,000 a year worker
in the next year will pay $82.55 for the year, more than under the old
law. But then, in 1980, it will only be $16 more than under the old law,
because the old law would have caused the wage base to go up anyway,
and in 1981, $70 more and in 1982, $84.80, which is $7.07 a month.

It is the very highest paid group, workers up in the $30,000 to
$40,000-less than 10 percent of the earners in the country where the
1977 amendments do have a significant effect. It is not true though,
that social security taxes were tripled by the 1977 amendment as has
often been stated.

That, of course, is just not so. They were not tripled by the 1977
amendments. The situation is that a worker who is earning $42,600
or more by 1986-

Senator NELsoN. $42,000?
Mr. BALL $42,600 by 1986. It is true that such a worker will pay

$3,045.90 under the official estimates as compared with the $1,070.85 he
is paying this year. Now, that is true. But a very large-

Senator Cu rrs. May I interrupt, sir ?
Mr. BAn.. Yes.
Senator CuRis.-How much of that increase is due to the 1977 act

and how much was already built into the system?
Mr. BALI. Well, under the system as it was, his payment would

have gone to $2,012.40, without any change in law at all, and the rest
of the increase, roughly $1,000, is as a result of the 1977 amendments.
This increase arises because more of his earnings will be included for
both tax purposes and benefit-credit purposes. He will get both. It
is not just a tax; he also gets additional benefit credit.

Now, the way retirement systems financed by a percentage of pay-
roll always work is that if earnings go up, the dollar amount of
contributions to the retirement system goes up. Just take the Civil
Service Retirement System for Federal employees. In 1977, the highest
paid civil servant was paying $2,772 a year, but after-

Senator NELsoN. What year?
Mr. BATu In early 1977, before March.
Senator NFmLSO. And what level?
Mr. BALL The maximum civil service grade, 18. I have forgotten

exactly what the salary was then, but this figure is 7 percent of it.
The maximum earner was paying $2,772 in early 1977, but in March
of 1977, as a result of pay raises, the maximum went up, to $3,325.
The maximum earner under civil service will get more protection
and he will pay more.

I do not see that the 1977 amendments to social security which
apply only the same flat-percentage rate to higher paid workers that
is paid by lower paid workers constitutes a sufficient reason for the
strenuous reaction reported in the newspapers and on the radio and
television.

First of all, it is not anything like a three times increase. It is
much smaller than that, and the big increases are for less than 10
percent of the earners, and all these high-paid earners are being
asked to do is pay the same flat rate that lower paid workers pay.
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* That does not seem to me to be a great injustice.
Senator NLso;N. Let me say that I agree with you. The benefits

have gone up. I think it is a good system and I support the tax in-
creases that were imposed, as long as you retain in tis system the
benefits, as well as hospital insurance and disability insurance. This
method of taxes to pay for it is not the one I would have selected. I
did support the administration's differential on the employer's side.
Nonetheless, it is still a good, sound financing system.

However, I think you are correct in that there is very little under-
standing by most people of what the benefits are and, in fact, I would
guess what causes shock among many is that they did not even know
what was in the 1972 law.

-Mr. BALL. Yes.
Senator NELSON. In other words, that did raise the base projected

into the future, so that they did not know what was in the 1972 law
and then suddenly they are looking at the 1977 law, and people have
a difficult time imagining the rate of increase in salaries and wages in
this country.

And if you sit down and explain to them that if you remain at the
same base, $16,500 with a maximum tax you have a very little benefit
coming to you in the year 1995, and you might as well not have a sys-
tem at all.

I think it is a lack of understanding. Both sides, both the executive
branch and Congress should have acted at least 1 or 2 years earlier.
So we had to act very quickly to effect that fund, and there was not
enough educatbonr. time for a good understanding by the Congress,
let alone the rThe, on the whole issue. Because it is a complicated
business and m .iy members of the Congress themselves did not have a
chance to study the whole issue in depth, I have had the question raised
with me about why raise the base so high.

When you point out where wages and salaries are going at 5 percent
per year and the necessity for raising the base, once you have under-
standing, you usually have agreement on it.

Mr. BA, .-. I think that is right, Mr. Chairman.
There is one side issue here I think is worth commenting on, because

you might want to consider doing something about it, regardless of
the fundamental decision on financing.

That is, some of the strong reaction from higher paid workers that
is observable each January comes about because of the fact that the
social security contributions for them are not collected evenly over the
year. This year 85 percent of the workers in the country will pay the
same percentage of their earnings toward social security all through
the year. In January they will notice only a small increase in the rate.

What happens to the 15 percent of higher paid workers, however,
is that towards the end of the year they pay nothing toward social
security. They have a deduction up to November or December, then
all of a sudden, they have a big increase in take-home pay. Then in
January, wham, there is a big deduction in the take-home pay equal
to the full amount of the social security contribution.

Some people may think all of the renewed deduction is an increase.
This year, for example, only a tiny part of the January deduction
was an increase, but what happened was that higher paid workers who
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had been paying nothing at all were once again paying in January.
Some of them may have interpreted this as a dramatic increase in so-
cial security taxes.

Senator N LSONWhy does it work that wayI
Mr. BALL. Under the law, a worker has social security deductions

made up to the time that he reaches the maximum earnings subject
to deductions. For example, with the maximum earnings based at
$17,700 this year, a $25,000 worker will not pay any contributions at
all after his earnings total $17,700 in October.

It would be administratively more complicated, but you might want
to give some thought to having the higher paid pay evenly through-
out the year. But this is sort of a side point.

Mr. Chairman, as I think you can see, I am not one of those who is
urging action this year to change the 1977 amendments. But, neverthe-
less, if it is going to be done-if pressure is such that some action has
to be taken, would like to call to your attention three principles-

Senator NELsoN. May I say just a word at that point?
People are pushing for a change this year for different reasons.
Mr. BALL. Yes.
Senator NFLsor. My reason is the same one that I had last year when

I advocated transferring money from the hospital insurance trust fund
to pay for cash benefits. It is my viewpoint, Abner Mikva's viewpoint
and many others, that we can simply take the opportunity of the pro-
posed tax cut to continue to push the concept of transferring hospital
insurance out of the social security system, and use the "payroll tax"
revenues that would accrue to pay for cash benefits.

Now, there are others who, for different reasons, would like to have
the taxes rolled back. That is not my reason.

Mr. BALL. I understand that, Mr. Chairman. It also brings up the
point that it is not difficult to get a great many people to criticize the
action that resulted in this increase in taxes. It seems to be much more
difficult to get people to agree on what should take its place, and many
of the proposals that have been made seem to me much worse than the
present law. What could happen, if action is taken, is a deterioration
of the situation for social security rather than a help to it.

Senator NELSON. I agree with that. Many proposals are being
given serious consideration that I would not support.

Mr. BALL. The three principles that seem to me to be very important
to maintain, if there is to be a change, is first a continued recognition
that the social security system is a compact-I am not saying contract,
but a compact-between the contributor and the U.S. Government, and
that this compact is a long-range one.

We are making promises now to people who are going to have a
right to expect that those promises are kept 35 or 40 years from now.
And therefore, it seems to me that the financing plan of social security,
the broad general plan, ought to be set up on a stable basis. Not that
it cannot be changed from time to time as cost estimates change; I
do not mean that. But it seems to me not an appropriate institution to
modify for short-term budgetary, fiscal or economic reasons.

I do not see how you can maintain the confidence of the 100 million
contributors to the system and the 34 million beneficiaries if this insti-
tuition is tinkered with in relation to very short-term economic diffi-
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culties. I believe such difficulties should be addressed outside of this
institution, built, as it is, on a long-term compact.

The second point that I would like to stress, Mr. Chairman, is that
in any changes that are made, it seems to me of great importance that
you maintain the contributory principle for all parts of the system,
not just the old age and survivors part or not just the disability part
or not just medicare. Continuing to have deductions from workers
earnings meet a very significant part of the cost of the program is the
only way, I believe, that over the years you can be sure the system
is not turned into a "welfare" or needs-tested program.

If you take all financing out of general revenue-let's take disability,
for example-if you paid all of disability out of general revenue, I
think it would occur to Congress, if not this year, in a year or two,
to say well, if it is paid for entirely by general revenues, why pay only
to people who have worked under social security? Why pay only to
people who have so many quarters of coverage under social security?

People would say, if it is a general revenue system, that everybody
should be entitled, if they meet the disability standards. And, then, I
think they would-also say, if it is a general revenue system, why relate
it to the worker's past earnings? Why not relate it to need and pay
the most to those who have the least.

And, instead of an insurance system replacing part of the income
that is lost because people become disabled, I think inadvertently we
would drift into either a flat benefit system or a means tested system,
and I would guess a means tested systerrh over time.

So it seems to me that the contributory principle is very important
in preserving the nature of the system. I believe it is necessary, also,
in medicare, to keep some significant deduction from workers' earnings
or the question will logically arise, "Why take care of the medical bills
of people who can take care of themselves I"

It is the fact that the worker has paid for his protection and his
employer has paid for his protection that mahitains the right to
payment down through the years.

I do not argue from this, Mr. Chairman, that there can be no general
revenue in the system. I happen to believe it would be desirable to
have some general revenue support for the system over time, and,
specifically, I like the idea that if action is to be taken this year, that
a general revenue contribution pay a portion of medicare. I think this
would probably be the best way to go, leaving the cash program alone.
Old age, survivors and disability insurance is wage-related and medi-
care benefits are not. Perhaps you could change the nature of the
financing of medicare so that it was on a tripartite basis--just hospital
insurance under medicare-a third from general revenues, a third
from the employer, and a third from the employee.

But I would urge you to keep a significant contribution from the
employee in the medicare system as well as the other parts of the pro-
gram because of the danger otherwise of its becoming a means-tested
program.

Senator NELSON. I think that is a good point, and I believe it is im-
portant to keep general funds out of the cash benefits program for the
reasons you have stated plus the fact that it is impossible to control the
benefits if they are going to be coming out of the general fund, because
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the Congress then is under tremendous pressure to vote for increased
benefits and it is very hard to show why you would not, because the
one who wants the benefit can show considerable need, that is, not
enough income.

On the other hand you do not impose the tax to pay for it.
I view the hospital insurance program a bit differently from those

that are wage related such as disability or your retired cash benefits
since there is no wage relation to that benefit at all. You get a hospital
benefit that is exactly the srtme, no matter what your wage is.

So it seems to me, at least, that if we use general funds, as I have
advocated, it be confined solely to the hospital benefits program and
I think you make a good and thoughtful argument for the proposition
that there still should be a contribution from the employer-employee
into the hospital plan, whatever the formula may be. I am not firmly
fixed in my own mind whether it ought to be 50 percent general fund
and one-half employer/employee or one-third/one-third/one-third.

But I think it is sound to maintain that contributory relationship
because, as you say, if there is not, then the argument is why. not cover
everybody because everybody put something into the general fund.

Mr. BALL. Right, and then I think the next thing people will say
is give it only to those who are in need.

The final principle that it seems to me it would be important to keep
in mind in any change would be that what is done ought to make
people feel that the system is soundly financed, as they now have a
right to feel following the 1977 amendments.

We went through 3 years of talk about the bankruptcy of the social
security system. Now, after the 1977 amendments, you've settled that
problem. The 1977 amendments have soundly financed the program
for the next 50 years.

It seems to me it would be a great mistake, by taking action this
year, to raise again the question of whether theibong-range financing
of social security is sound. I would urge that if there is a change that
the change be one which approximately, at least, keeps the system in
the same long-range financing position as is true of the law as it now
stands.

I am quite concerned about such proposals as the diversion of a
temporary crude oil tax to social security as a substitute for part of

-the long-range plan. The question immediately arises, "What happens
at the end of the temporary period?" If it is a temporary tax, you do
not have long-range security, and Congress would have backed away
from their long-range plan.

So these temporary adjustments to hold off the scheduled increases
for next year, I am afraid, have the effect of undermining people's
confidence in the long-range financing plan. I would hope, if any ac-
tion is taken, that it be on a basis that continues a long-range financing
plan that goes at least approximately the same long-range security
as the present plan.

For example, under the plan that you were just mentioning, Mr.
Chairman, if the Congress made a policy decision that from now on
you were going to finance medicare on a tripartite basis: A third out
of general revenue, a third from employers and a third from employees,
that would not affect the cash program at all and, at the same time,

32-022-78----16
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medicare financing would not be weakened. That kind of a change,
it seems to me, would not be upsetting to people.

There is one other proposal-and I am sure you realize that I am
not pushing any of these--that if you are going to act might be worth
considering. The tripartite financing of medicare may not address
what I understand to be the political concern of people who have to
run for office--and I can sympathize with them; it is easy for me to
sit here and say hold the line, because I never have to appear before
constituents. But the tripartite financing of medicare may not be
aimed enough at the reaction of the higher paid worker, which I
gather is what is creating the concern.

As far as the higher paid worker goes, I see two alternatives that
would affect social security financing only slightly. One would be to
let the 1979 wage base go into effect as scheduled but then, on the em-
ployee side, cancel the ad hoc wage base increases for 1980 and 1981.
This would respond directly to the people that we are told are upset
and excited and would have little effect on social security financing.
The income from the higher wage base on employees in the years 1980
and 1981 is almost all used up in the long run to pay out higher benefits
to tho highest paid workers, and you would leave the system on a long-
range actuarial basis just about where it is now, as long as, of course,
you retained the wage bases in present law on the employer's side,
just leave the wage base changes as they are for the employer, but-

Senator DOLE. How would that work?
Mr. BALL. Well, Senator Dole, the wage base is scheduled now to go

up in 1979 to $22,900 and the proposal I was describing would leave
that as it is. But then, in 1980, under present law, the maximum earn-
ings base would go to $25,900 and, instead of that, under this proposal,
on the employee's side, in 1980, the $22,900 would rise only to the
extent average wages had risen, which, of course, would be a lot less
than now scheduled.

But you would leave the base at the present low amount for em-
ployers. As 1 say, the system does not lose much money in the long
run by this change because almost everything that is taken from
higher paid employees goes back to them again in benefits. But the
system gains on the employer side.

And then do the same in 1981, where the base is scheduled to go to
$29,700. Instead you could have the employee base go up just the
additional amount called for by the increase in average wages but leave
the employer base where it is under present law.

Now, of course, this raises again the argument of unequal contribu-
tions between employers and employees, but I know no easy solution
in making these changes. It is just possible that people will feel dif-
ferently this year than they did last year on an issue like this.

Senator NELSON. What base would you then get in 1982? Back to
the 1977 law?

Mr. BALu. No; in 1982, the employee base would be whatever the-.
you see, I had $22,900 for the employee in 1979 and under the plan,
this amount would just be increasing automatically by the amount
of increase in average wages so that when you got to-

Senator NELSON. Average wages do not increase that base. More
people reach that base because of wages.
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Mr. BALL. But the maximum base, Mr. Chairman, also goes up
automatically with average wages so I just have it go up automatically
after 1979 for employees and after 1982 for employers. I have not
made an estimate--

Senator NELSON. But how does that affect what we did in 1977,
affect what base is adopted for 1982, 1983, 1984, 1985, and on?

Mr. BALL. On the employee side, it would make them very consider-
abl lower.

senator NELsoN. I know, but what I am trying to get at is what does
the employees' base become if you suspend, under your suggestion,
the increase--you accept the 1979 base, suspend the 1980, 1981 base
increases except for average wage increases.

What becomes of the base in 1982?
Mr. BALL. The base in 1982 is the cumulative result of having the

$22,900 go up automatically with average wages. There would be
no more ad hoc increases in the law for employees. It just goes up
automatically.

I would guess, by 1982 it might be somewhere around $27,000
instead of the $31,000 now estimated under present law.

Senator NELSON. Well, you would permanently suspend the ad hoc
increases?

Mr. BALL. Yes, on the employee side, except for the 1979 one, and
out of that-

Senator NELsoN. That is a slightly different version of what the-
Senate adopted last year.

Mr. BALL. Yes, but I think there is quite a difference strategically,
Mr. Chairman, in that these higher wage bases are already in the law
and you would just not be rescinding them on the employer side. You
would be cancelling two of them on the employee side. The result
would be much lower contributions from higher paid employees than
is presently scheduled. This would meet what I understand is, at
least, a major part of what the objection has been.

Senator NELSON. That, of course, would have two results that I see
anyway. The benefits to the employee, of course, will be reduced pro-
portionately.

Mr. BALL. For these higher paid workers.
Senator NELsON. And it also reduces the obligation of the employer,

in the long pull, in the sense that he is contributing to the retirement
amount which that employee is going to get.

Mr. BALL. Well, I would still be charging him, under this plan, at
the same rate as if the employee were going to get higher benefits.

Senator NEUsoN. I understand that, but the final benefit rate of each
employee is going to be lower than it would be if you increased the
base on both sides.

Mr. BALL. Right.
Senator NF.isoN. And the employer can deduct his, and if he is in

the 50-percent bracket, he deducts 50 percent. But his contribution is
a deductible expense.

But the total amount of the money that has to go into the fund to
pay benefits is reduced overall when you reduce the contribution of
the employee, because the employee's benefits are determined by his
contribution, not the employer's contribution.
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Mr. BAL That is correct. The employee's benefits are determined
by the employee wage base. I do not want to leave you with the impres-
sion that employers would be paying less than they would under
present law. They would be paying the same. But the higher p aid em-
ployee would pay less and the higher paid employee would getless, and
that seems to be what some of them, at least, want.

Now, I should point out to you that on the basis of economic anal-
ysis, this probably does not have as good an effect on inflation as re-
ducing the employer's contribution. I do not think Mr. Bosworth
would like this proposal, because it is the increase in the employer
contribution that he was arming was inflationary. I just want to point
out that negative aspect of the proposal to you.

Another possibility along the same line is that instead of the 1979
increase on the employee side, one could make even that somewhat
smaller. The President originally recommended four $600 increases.
You could put those together and make the 1979 base $2,400 above
what it would have been under the old law and from then on have it
increase automatically with average wages.

There is something to be said, in my opinion, for having these wager
base increases for employees less than they would be from 1980-on un-
der present law. If the Congress wishes to make changes now, which I
am not advocating, there is a good case for not having the wage bases go
up quite so much with the consequent effect of having higher paid'
workers get such high social security benefits in the long-range future.

I really have been surprised that the insurance organizations have,
evidently, in the last legislative session, been more willing to accept
these higher wage bases for employees than an unequal contribution
for employers and employees. I would have thought that their busi-
ness interests would have been on the side of holding down the em-
ployee wage base increases and restricting the expansion of social
security for the higher paid. Such expansion may affect life insurance
and private pension plans. It is possible, it is just possible-I have
not talked with anybody-that leaving the employer base where it is
now and modifying the' employee base in a way which does not damage
long-range social security financing might be a little more acceptable
to insurance and business interests now than it was last year. I havi
no way of knowing.

Senator NELsoN. I think the dilemma is that we do not know what,
in fact, the public would like to have because there is not a broad
enough understanding of what the system does.

Mr. BALL. I think that is right.
Senator Nzsox. And it may very well be that if we had had more

time to examine in great depth over a longer period the replacement
rate question and the base question, people would come down on the
side of supporting the base and rates as they are.

If I had my option, I would take what the Congress did, because I
would want the higher retirement rate, but I am not sure that it is
understood by the public what the dynamics of the system are in an
economy in which you are looking 20 years and 30 years and 40 years
down the road. I o not think it is well understood by the employee
what this means to him or her in terms of replacement rate when they
retire. And, if they did know, a substantial majority might support
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it. At least, many people I have talked to who did not understand it
previously have come around to the view that that is a pretty good
system.

So our dilemma is that people do not understand it.
Mr. BALL. I think that is absolutely right, Mr. Chairman and, for

that reason, I come down on the side of urging that the Congress not
act this year-action which would have to be done in haste-but rather
wait for the reports from these three or four commissions, councils,
and studies that the Congress itself has set up. I believe that what
you did last year was pretty good.

That completes my statement.
Senator Nmsox. Senator Curtis?
Senator CtmriS. Mr. Ball, we are delighted to have you here. I share

your view that we should not take hasty action.
Will you be a member of the Commission that the Congress set up?
Mr. BALL. Not the Commission, Senator. I have been appointed a

member of the statutory advisory council that is a permanent part of
the law and is appointed every 4 years. Secretary Califano appoints
that council and then they report to him and to the Congress.

Senator CURTIS. I was under the impression that there were two to
be appointed by-

Mr. BALL. There is a commission-
Senator CURTIS [continuing]. By the House, two by the Senate, and

five by the President.
Mr. BALL. That is correct, and that is an entirely separate commis-

sion.
Senator CuRis. I thought you had been designated as one of those.
Mr. BALL. No; I have not sir. I am on the advisory council.
Senator Curs. All right..
I was impressed by the conversation with the chairman about the

lack of understanding of this system. Do you think that before any
changes of any significance are made that there ought to be a complete
cost-benefit analysis, projected out so that people can see it and see
what is going on into the future?

Mr. BALL. Yes. I think that has been done, Senator. It is just that
people, the ordinary individual, has not had access to it. The social
security actuaries and the trustees make these reports, of course, as
you know, periodically and they do a good job.

Senator CurIs. I cannot think of anything that has been pre-
pared and submitted to the public so that he can choose whether he
wants a social security retirement of $9,500 or $21,000 as compared to

-what he could get for such and such a cost.
I think that we have operated on a temporary basis, always under

stress, and he has had only a part of the picture.
I think that it is true what you point out, that some do not realize

that they would get a greater benefit, but I think also there might be
some who would say that benefit is too large, that part of that should
be left to the private sector.

Mr. BALL. Well, that is why I was saying that one possibility is to
hold down the employee wage base increases some, an action which
does leave more room for the private sector.

Senator Curris. Well, I think your recommendation that we not do
anything this year is very wise.
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Now, you have been around here a long time. You should be an ex-
pert as a Congress watcher. You have seen proposals submitted here
and what happened and so on, so I would have one more question.

Suppose we decided to pay 20 percent of the cost of old age and sur-
vivor programs out of general funds. How long would it be until we
would raise that to 22 percent and then to 25 percent. How many
years?

Mr. BALL. I certainly have watched Congress a long time, but not
enough to make that sort of a prediction, Senator.

Senator CURTIS. I think it would be a confession of the error in your
recommendations that we go into general fund financing, because we
always act in desperation and we need some money and we have to do
something and where can we get it, and somebody suggests, 40 years
from now, let's raise the wage base or something or other so that we
can have a paper balance here, and nobody seems to complain about
20 percent out of the general fund so why not, instead of adding to
the payroll taxes, why do we not make tlis 22 percent and take care
of our needs.

I think, as a Congress watcher, you would realize that the course
that it would take.

Senator NELSON. Are you talking, Senator Curtis, about the cash
benefits program?

Senator CuRTIS. Yes.
Senator NiELSON.. I would agree. I would not want to do that.
Mr. BALL. I feel that if the Congress does put general revenue fund

money into social security that there would be a safeguard against
what'you are suggesting, Senator, if the general revenue contribu-
tion is for some very specific purpose.

Senator CunTis. NTow, how would you establish such a safeguard?
Mr. BALL. I am not advocating this now but, talking about the long

run, I could easily see a case to be made for general revenues, even
in the cash benefit program, for a specific purpose.

As you know, social security has a considerable weighting in favor
of low-paid workers and a minimum benefit for the low paid regular
worker. Some portion of general revenue funding for that part of the
system, which, in effect, relieves the general taxpayer of having to
f.ay more for welfare, might be a rationale where you could hold the
line.

But, as. say, I am not pushing that view.
Senator CuTrs. Well, the next Congress could change that.
Mr. BALL. Oh, yes. The next Congress can put in more general

revenue.
Senator Cumlis. And, you see, the next Congress would have a new

crisis, and so we took a little out of the general fund and the heavens
did not fall, so we can help it a little bit.

Mr. BALL. Of course, in the medicare program, as you realize, part
B now has-that is, the supplementary medical benefits for physician
charges-has a very considerable amount from general revenues, and
at the beginning of the medicare program there was a blanketing-in
arrangement under hospital insurance that took quite a lot from gen-
eral revenues, and that has, so far, not spread. In fact, of course, in the
hospital part there is less from general revenue now than there used
tobe.
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But I do not quarrel with the idea that there is not anything stable
about saying 20 percent.

Senator CURTis. Here is another thing that worries me about this
idea of just ascend on a ladder, wage base benefits, the whole thing,
just keep on going. The poor unfortunate guy who lives to be 92, he
will have had his benefit established at the time of his retirement., and
he has to go out and with his widow's mite compete in the grocery
store against all of this pie in the sky that is held out for somebody
who is going to retire later.

Mr. BALL. Of course, he is protected against any increase in the cost
of living. Both the 1972 and the 1977 amendments keep benefit pay-
ments up to date with inflation, and I think that is very important.

Senator Cuwris. That is one factor, but when we talk about the
figures for a compulsory Government retirement that have been men-
tioned here, it still would not put him anywhere near in the ballpark.

I would guess that the older a person gets, the less independence he
would have, because not only is he older and his faculties are slipping
away, but his private resources may have been spent more when he
was 65.

This continuous inflation, every figure going up, is a great thing,
from one viewpoint. It is nice to buy a house this year. You will pay
a lot more than it is worth with the full knowledge that in 2 years or
5 years you can sell it at a tremendous profit, but it reaches a time
when nobody can buy a house.

I do not want to take time for an economic discussion, but I do
appreciate having you here, and I concur with your recommendation
that this is complex and we ought to take a little time.

Mr. BALL. Thank you, Senator Curtis.
Senator NELSoN. Thank you very much. We appreciate your taking

the time to come this morning.
[The prepared statement of Mr. Ball follows:]

STATEMENT OF ROBERT M. BALL, SENIOR SCHOLAR, THE INSTITUTE OF MEDICINE
OF THE NATIONAL ACADEMY OF SCIENCES

Mr. Chairman and members of the committee: My name is Robert Ball and I
am now a Senior Scholar at the Institute of Medicine of the National Academy
of Sciences. From April 1962 until March 1973 I was Commissioner of Social
Security and prior to that served for approximately 20 years in various positions
in the Social Security Administration and its predecessor organization, the Social
Security Board. I am testifying today as an individual, and my opinions do not
necessarily represent those of any organization with which I am associated.

THE BENEFIT PROVISIONS OF THE 197? AMENDMENTS

Before turning to the question of social security financing, which I realize Is
the main interest of the Committee at this time, I would like to review the very
Important benefit changes that were made by the 1977 amendments. There has
been much public discussion of the increases in the social security contributions,
but It is my impression that the fundamental restructuring of the benefit provi-
sions has been largely overlooked. Through the press, radio, and television, higher-
paid workers have been made aware of the fact that they will be paying more
Into social security in the future but I am not at all sure they are aware of what
they will be paying for.

Current contributors to social security are not paying for benefits of the general
level of those being paid by social security today;, but are paying rather for bene-
fits which 10, 15, 25, or 40 years from now will not only maintain the purchasing
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power that present benefits have but will reflect general increases in the level of
living resulting from cumulative increases in productivity. For example, workers
now in their early 40s who will be retiring at 65 around the turn of the century
will be entitled to benefits when they retire which seem very high by today's
standards. A worker of this age, earning average wages of about $10,000, who
continues to earn the average wage will start out in retirement with a social
security benefit of about $15,000 a year, with an additional amount of about $7,500
payable to a spouse. (This is on the assumption that wages will rise, on the aver-
age, about 5% percent a year, reflecting both inflation and productivity in-
creases.) The low earner (now earning, say, slightly less than $5,000 a year)
whose earnings rise in proportion to increases in average earnings will get a
retirement benefit of about $9,500 at the time of retirement around the year
2000-half again as much for a couple. Those who pay on the new maximums set
by the 1977 amendments and are now in their early 40s will retire with benefits
of about $21,000-over $30,000 a year for the couple. (The attached table 1 shows
projected benefits for persons retiring at age 65 in various future years and also
states the assumptions used by the Office of the Actuary of the Social Security
Admi,!'ftration in making these projections.)

The amounts are the estimated annual benefits payable at the time the bene-
ficiary comes on the social security rolls. Once on the rolls, benefits are inflation
proof. For retired people, disabled people, widows, and motherless or fatherless
children benefits will be increased automatically in accordance with increases the
consumer price index, as they were under the old law. Fifteen years after retire-
ment, say, the social security beneficiary will still be able to buy the same level of
living As at the time of retirement. (In contrast, in the case of the usual private
pension benefit-since private pension plans seldom index benefits to the cost
of living-the protection would have dropped substantially, to only about 55 per-
cent of its original purchasing power, assuming prices rose at the average rate of

-4 percent a year.) And social security benefits are not only inflation-proof, but
tax exempt.

People below age 40 will get even higher benefits because benefits are related to
wage levels at the time benefits are first payable. Specifically, social security bene-
fits will be based on a worker's lifetime average wage updated to reflect the level
-of living current shortly before the worker retires, becomes disabled, or dies. This
updating, or indexing, will be accomplished by increasing a worker's actual earn-
ings in a given year by the same percentage that earnings generally have in-
creased. For example, if a worker earned $3,000 in 1954, retired at age 62 in 1979,
and earnings levels were, say, three times higher in 1977* than in 1974, the $3,000
would be increased to $9,000. Each year's earnings will be updated in this same
way, with the result that social security enefit protection for the 100 million
current contributors and their families will be automatically kept up to date
wiith wages and, therefore, with the level of living in the country as a whole.
Benefits will be related to the level of living current just prior to the time the
individual begins to receive benefits and then, as I said, the benefit payments
will be kept up to date with increases in the cost of living.

This new system of basing benefits on average indexed monthly earnings has
sometimes been referred to as "stabilizing the replacement rate." That is, the re-
lationship of benefits to recent earnings will remain approximately the same over
the long run as it is for those who will be retiring under this new wage-indexing
system next year. In other words, the $15,000 a year benefit for the average
worker I referred to earlier will still be about 41 percent of the average wage
around the year 2000, just as the benefit for the average worker retiring at age 65
under the wage-indexing system in the near future will be about 41 percent.

In general, the effect of basing benefits on average earnings indexed to wages
is similar to the effect achieved by basing benefits on a short-term average of the
years of highest earnings as, for example, in the Federal civil service system,
where benefits are based on an average of the highest three years of earnings, or
as in many private pension plans, where the benefits are-based on the highest
five years of earnings. Both approaches--a short-term average of the years of
highest earnings or indexed earnings-result in constantly increasing levels of

*Wages are Indexed to the year prior to the year before benefits are computed because
under the new annual reporting provisions this is the latest year for which data are
:available.
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benefit protection that compensate for inflation and also reflect increases in pro-
ductivity. However, because it bases benefits on a whole lifetime of earnings
rather than just a few years, the new social security method does a better job of
relating the benefit amount to the individual worker's contribution to production
over his working lifetime.

Under this new approach, social security protection-not Just retirement pro-
tection but also survivors' and disability protection-will reflect whatever hap-
pens to the productivity of the economy. If there are big productivity increases in
the future, as there have been in the past, social security protection will rise ac-
cordingly. In the unlikely event of very slight Increases in productivity, or none at
all, social security protection will rise very little, or not at all, automatically keep-
ing social security protection in line with the level of living of current workers.
This is as it should be.

An incidental advantage of changing to this system of wage-indexing is that the
protection, while following the level of living of current workers, will not-by the
happenstance of the way wages and prices interact-result in benefit protection
either running ahead of increases in wages or falling behind, as was possible un-
der the old law. A. major factor of uncertainty has been removed by this change to
indexed wages. Contributors can now tell ahead of time what their social security
protection will mean to them in relation to the level of living current at the time
they retire, and private pension planners will know the remaining area of income
loss to which their planning should be addressed. By the same token, one major
element of uncertainty has been removed from long-range cost estimating. All In
all, these changes in the social security benefit provisions are the most important
since the amendments of 1950.

Mr. Chairman, this restructuring of the benefit provisions of the Social Security
Act-together with protection under supplementary pension plans--goes a very
long way toward assuring that in the future American workers at all levels of
earnings will have reasonably adequate protection against the loss of wages due
to retirement, total disability, and death. It makes the American social security
system of cash benefits one of the best four or five systems in the world. The Con-
gress and the Administration have every reason to be proud of this accomplish-
ment. The problem is that few people seem to be aware of what has been done.

Attached to this statement as an appendix is a short description of other im-
portant benefit changes made by the 1977 amendments. They, too, are of consider-
able significance. They provide an incentive for work after age 65 by increasing
social security benefits 3 percent a year up to age 70 so that an individual who
waits to 70 to retire will get 15 percent more in social security benefits than he
would have otherwise. And at age 70, beginning in 1982, people will get their
social security benefits without regard to the amount of their earnings. Widows or
widowers over age 60 will no longer lose benefits by marrying. The special mini-
mum benefit payable to those with low earnings but with regular social security
coverage has been increased, and the provision protecting wives against the loss
of social security rights because of divorce has been greatly strengthened.

RESTORING THE FINANCING IXTEGRIrT OF TRE SOCIAL SECURITY SYSTEM

An equally important achievement of the 1977 amendments was to restore finan-
cial integrity to the social security system. Under the amendments it is conserva-
tively estimated that the social security program-kept up to date with- rising
earnings as described and with benefits guaranteed to be inflation-proof-is fully
financed over the next-0 years. Now many organizations and individuals advo-
cated financing provisions somewhat different from those finally adopted. Some
wanted partial financing from general revenues. Some objected to the size of the
increases in the maximum earnings base. Some favored higher contribution rates;
some lower. I supported the recommendations made by the President and prefer
what he proposed to what was enacted, but the important point is that action was
taken and financial Integrity restored to the system-even though in the nature of
things the specific plan could not be satisfactory to all. The stability of the sys-
tem is more important than whether the financing plan meets any particular per-
son's definition of the best possible plan.

Just about every American family is now affected importantly by the social
security system. Over 100 million workers and their employers contribute to the
program each year and In fiscal year 1979 social security will pay out over $100
billion in cash benefits. Currently more than 34 million people, including retired
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and disabled people, their dependents, widows, widowers, and children of de-
ceased workers get a benefit each month. This is one out of every seven Ameri-
cans. While social security is our most important anti-poverty program, keeping
some 12-13 million Americans above the governflent-defined poverty level, it is
much more. Social security not only protects those who would otherwise be poor
but is now the base on which practically everyone builds protection against loss
of family income because of retirement, disability, and death. Today, 93 percent of
the people 65 and older are eligible frsocial security benefits, and 95 out of 100
young children and their mothers are protected by the life insurance (survivors')
features of social security. Four but of five people in the age group 21-84 have pro-
tection under social security against the loss of income caused by total disability.

It Is self-evident that the financial integrity of this program is essential to the
citizen's faith in his government. The restoration of the financial integrity of the
social security system was, therefore, a major achievement by the Congress and
the Administration and one which is approved, I believe, by the great majority
of rank and file citizens. Indeed, contribution increases for most people are quite
modest.

Let's look at the dollar increases per year that will occur under the 1977 amend-
ments as compared to the law in effect prior to that time. The increases between
now and 1985 are small except for the highest-paid 15 percent of earners, most of
whom will for the first time pay at the same rate as lower-paid workers; up to
now, of course, they have been paying at a lower rate. This means substantial in-
creases for them. As shown in table 2, the $10,000 a year worker-about average-
will pay $8.00 a year more In 1979; $8.00 more in 1980; $35.00 more in 1981;
and $40.00 ($3.33 a month) more in 1982-84. For the same years the figures for the
$15,000 workers are $12.00, $12.00, $52.50 and $60.00, or $5.00 a month more by
1984. Because of the wage base increase, the $20,000 a year worker would pay
$82.55 a year more in 1979, but then in 1980 only $16 more than under the old
law; in 1981, $70.00 more; and in 1982, $84.80 ($7.07 a month) more. It is the
highest-paid who have the major increases but, of course, they also get additional
credit toward benefits. The $30,000 earner will pay $260.32 more in 1979; $353.47
more in 1980; $595.35 more in 1981; and then in 1982-84 the $30,000 worker has
an increase of $535.80. For the $40.000 worker the increase by 1984 will be $656.40.
These figures include the contributions for both cash benefits and Medicare.

The figures I have been giving are limited to the period between now and 195.
There are additional rate increases in the cash benefit program now scheduled
for 1985 and 1990-5.7 percent in 1985 as compared to 5.4 in 1984, and 6.2 in
1990. I would not suggest that these rates be changed at the present time but
it is perhaps well to note that under pay-as-you-go principles they are higher
than necessary according to the official cost estimates. According to these esti-
mates, which I believe to be on the conservative side, the rates under a completely
self-financed system would not need to be higher than 5.5 percent for the cash
benefit program until after the year 2000.

The contribution rate and wage base increases In the 1977 amendments have
been publicized frequently in the last few months as causing a "tripling of con-
tributions." It is true that it is estimated that the worker earning $42,600 by
1986 will pay in $3,045.90 as compared with the maximum contribution for both
Medicare and cash benefits of $1,070.85 this year, but it is also true that such a
person's contributions would have increased to an estimated $2,01240 under the
old law because like all workers the higher-paid were scheduled to pay addiftonal
amounts as earnings rose. And, of course, in other retirement systems, too, the
contributions rise as earnings increase. Under the Federal civil service retire-
ment system the maximum contribution for a civil servant early in 1977 was
$2,772 a year, but after March of 1977 the maximum went up to $3,325 as a result
of a pay increase.

The increase for the $42,600 earner and above from $2,012.40 in 1986 to $3,045.90
is the result of including more of his earnings for social security contributions
and benefit credits than was true under the old law. Increases of this size affect
less than 10 percent of the persons covered under social security, and, In any
event, why are increases of this size thought to be so outrageous for these higher-
paid people? For years we have heard a great deal about making social security
financing more progressive. This is what the 1977 amendments did by applying
the same rate to these higher-paid people that is applied to lower-paid people.
It is not a higher rate, just the same rate, and this apparently is what all the
fuss is about.
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Although I favor, over time, having some general revenue contribution to
social security, it does not seem to me reasonable to turn to general revenues
primarily to keep the highest-paid earners from having to pay the same contri-
bution rates as the lower-paid. And where do these high earners who are object-
ing think the general revenue money will come from? After all, the income tax
has a progressive rate and in all likelihood, over time, those higher-paid earners
now calling for lowering their contributions to social security would pay more
if general revenues are partly substituted for fiat-rate social security contribu-
tions, and then, too, they would not get the additional benefit credits that they
do under present law. It does not seem unreasonable to me to ask higher-paid
earners to contribute the same proportion of their earnings as lower-paid workers.

It is quite possible that to some extent the negative reaction of some higher-
paid workers to social security contributions arises from the method of collection.
At the present time, workers have 5.05 percent deducted from their earnings for
social security cash benefits each pay period up until the time that their total
earnings exceed $17,700. This means that for 85 percent of earners in the country,
the 5.05 percent is deducted all year long and takehome pay remains the same.
For the remaining 15 percent of earners, however, there comes a time, almost
always late in the year, when no social security deductions are made at all.
Take-home pay goes up in December and then in the first pay period of January
it goes down by the full amount of the social security deductions, not just by the
amount of any increase in the rate. The new law provides that by 1981 about 94
percent of the workers In the country will have the same social security rate
deducted from their earnings throughout the year and have their full earnings
counted for benefit purposes. I wouldn't be surprised if once this takes place
we hear less about the Impact of social security contributions each January
than we do now! Perhaps consideration should be given to collecting social
security contributions throughout the year for all earners. The public relations
gain might well compensate for the Increased administrative difficulty.

Mr. Chairman, I am not urging action this year to modify the financing provi-
sions adopted in 1977. I believe it would be better to wait until a careful re-
view of all relevant factors can be made by the Congress and the Executive
Branch and then if changes are to be made, they can be ones that will last. I
think it is unwise to make frequent changes in these long-range financing arrange-
ments for this vital program. However, If changes are to be made this year,
there are certain basib principle " that it seems to me are Important to keep In
mind.

BASIO PRINCIPLES TO BE FOLLOWED IN ANY CHANGE IN FINANCING ARRANGEMENTS

1. The flnan(Ong should be ba-sed on a stable plan and not altered from year to
year depending on short-term budget goals or eoonomio or fisoal policy.

Social security is a long-term compact between the contributor and the United
States government. It is difficult for the public to maintain faith in the system
if it appears that the financing plan is subject to change because of short-run
budgetary, economic, or fiscal goals. This does not mean that the plan should
not be changed as estimates of cost change, but it does mean that the long-term
social security financing plan should not be reopened to meet short-run goals
extraneous to the program's basic purpose. In the course of a year social secu-
rity ordinarily pays out about the same amount as it takes in and as an institution
is quite neutral in economic effect. It should be kept that wa.
2. The contributory principle should be maintained.

Although I favor the partial use of general revenues In the financing of social
security, it seems to me of the first importance that a considerable part of the cost
be met directly by deductions from worker's earnings. This is the only sure way
of retaining a program over time in which the benefit amounts are related to
past earnings and paid without a test of need. I just don't believe that people
would support giving higher-paid workers larger benefits than lower-paid work-
ers if the program were paid for entirely by general taxes. A program supported
by general revenues would end up paying either fiat benefits or paying more
to those who had less income of their own, as In an assistance program. The
continuance of an earnings-related program depends on those who get the higher
benefits paying higher contributions that are earmarked specifically for the
social insurance program. And I think that It is important to relate benefits to
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past earnings because economic security Isn't just a matter of having enough
to meet some budgetary minimum for food, clothing, and shelter-the same for
all. Economic security depends, rather, on being able to count on a level of liv-
ing-paid for by a combination of social security, private pensions and personal
savings-when one can't work that is not too far below that attained while,
working. Also, relating benefits to past earnings helps adjust for differences in
the level and the cost of living between urban and rural areas and between dif-
ferent regions of the country. There Is a case to be made, too, that relating
benefits to past earnings reinforces the general system of economic incentives.
Those who t.arn more get more social security protection.

Our social security system is insurance against the los of earned income. It
is weighted in favor of those with lower earnings and those with dependents
but the amount also varies by the amount of the earnings lost because of retire-
ment, disability, or death. We would be losing a lot if we drifted toward a flat
benefit program and even more If we drifted toward a system where benefits
were conditioned upon assets and income.

It is the deduction from workers' earnings--the contribution-that guarantees
we will continue to pay earnings-related benefits without a test of need. Also the.
contribution makes future benefit payments more certain. The compact In social
security requires paying contributions while earning; the worker and his
family then receive certain benefits under defined conditions when earnings have
ceased or may be presumed to have been reduced. Such a system Involves very
long-term commitments. Beneficiaries are likely to be paid over many years once
they come on the rolls, and contributors today are being promised benefits which
may not begin for 40 or more years In the future. Yet Income from current con-
tributors is used to pay current beneficiaries rather than being held for the re-
tirement of the contributor and thus the ability to meet future obligations depends
on-future contributions. The security of future benefit payments under such an ar-
rangement is greatly reinforced by social security contributions having been
paid by the people who will benefit under the system. Putting it another way:
the moral obligation of the government to honor future social security claims is
made much stronger by the fact that the covered workers and their families have
made a specific sacrifice in anticipation of social security benefits; they and their
employers have contributed to the cost of the social security system, and thus
they have built up the righf to expect social security protection in return. Very
Importantly, the contributory nature of the system helps to make clear that it
would be unfair to introduce eligibility conditions, like a means test, that would
keep benefits from people who had paid toward their own protection.

Furthermore, the contribution helps determine how people feel about the pro-
gram. It is the contribution that connects social security with the philosophy of
self-help. Most people like it that way. They feel good about receiving a social
security benefit because they and their employers have paid for it.

If disability protection were separated from the financing arrangements of old-
age and survivors insurance and supported entirely from general revenues, as
has recently been suggested, It seems to me it would not be long before the con-
cept of insuring people against the loss of Income because of disability would
change. If paid for entirely from general revenues, what Is the justification for
limiting payment to those who have had specific earnings In social security covered
employment, and what is the justification for making the payments In accordance
with the amount of those earnings? Instead of a system built on insurance
principles such as we now have, and protecting all against loss of earned Income
because of total disability, we might soon find that a system supported entirely
from general revenues would he more consistent with welfare principles, paying
only those in need and In accordance with the amount of the need.

Welfare programs are desirable adjuncts to social Insurance but they serve
an entirely different function. Only social insurance protects the individual before
he becomes poor and helps maintain the worker and his dependents In a way
related to the level of living achieved while working. Disability insurance is an
Important part of social insurance protection for everyone, not just the poor.

Although it Is not a wage-related benefit, it is also important to retain the
contributory principle in Medicare. Without deductions from workers earnings
as the way of paying for an important part of the cost of the program, Medicare,
too, over time, might well be turned into a welfare program. After all, the reason-
Ing would go, why pay the costs of medical care out of general revenues for
people who can pay for the care out of their own funds? Instead of an insurance
program protecting the resources of those covered, we might well find ourselves
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with a program like Medicaid which gives help only after one has used up one's
-resources and joined the poor.

-For these reasons it seems to me of great importance to retain deductions from
workers' earnings as a major part of the financing plan for all parts of the social
security program.

3. Any changes in the financing plan should give the same long range security
as the present plan

We have just been through a three-year period in which the future bankruptcy
of social security has been predicted over and over again. The 1977 amendments
have restored the financial integrity of the program. It would be a great mistake,
in my opinion, to do something now that would once again make people feel
insecure about the program's future. Any action that has the appearance of re-
opening the fundamental financing decisions made in 1977 and casting doubt on
whether future scheduled increases will actually go into effect has this potential.
Any change, therefore, should fit in with a long-range plan that leaves social
security financing approximately as well off as it Is today.

I am particularly conceir.-d about proposals designed merely to postpone the
rate and base schedules for the next few years such as a temporary tax on crude
oil earmarked for social security. This would have the short-run effect of making
the 1979 scheduled increases unnecessary, but it would raise the disturbing ques-
tion of what happens after the temporary tax expires. Such a move can hardly
give current contributors confidence in the ability of the system to meet its long-
term obligations. It seems to me unwise as well to shift blame for oil price in-
creases to social security. We should be striving to maintain the popularity of this
important institution and not saddle it with extraneous problems. If the proceed,
of a crude oil tax are to be redistributed, why to social security beneficiaries?
There must be a fairer way to keep this money in the spending stream.

CONCLUSION

Mr. Chairman, I'm sure it is clear from what I've said so far that I would hopo
that the Congress would not act in haste this year and make changes in the
amendments just approved on December 20th of 1977. As I said earlier, I sup-
iorted the President's original recommendations and, therefore, over time, would
like to see some modifications in the financing plan set up In 1977, but I do not see
a need to rush into it, and in my opinion most of the "solutions" being proposed
are much worse than present law.

If action seems inevitable, I, of course, have preferences. There are two ap-
proaches which follow the three principles I outlined earlier--basing the financing
on a long-term, stable plan, maintaining the contributory principle, and leaving
the fnancial situation of the program approximately as strong as It is today-
which you might want to consider.
1. Tripartite financing of hospital insurance under medicare

One approach would be to leave the cash benefit program Just as It Is In present
law without any change whatsoever, but move toward financing hospital insur-
ance with equal contributions from employees, employers, and from the govern-
ment. There is a change in long-range policy and can be made, I believe, without
adverse effects on either the cash benefit program or medicare. If the Congress
wanted to accomplish this change all at once and make it effective In 1979, it
would work out that employers and employees would not have to pay any addi-
tional contributions In 1979 for either Medicare or the cash stal security pro-
gram. The 1977 legislation provides for an estimated increase in combined social
security and Medicare contributions of $6.4 billion over the old law. This Is the
equivalent of 0.7 percent of social security payrolls. Next year the contribution
rate for the hospital part of Medicare is scheduled to rise from the present I
percent of payroll to 1.05 percent of payroll on the employer and a like amount
on the employee, for a total of 2.10. If instead, the rate were reduced to .70 for
the employer, and a like amount for the employee, and the government were to
contribute $6.4 billion, the equivalent of .70 percent of payroll, hospital insurance
would, of course, be financed on a tripartite basis. The cash benefit rate which
is scheduled to rise from 5.05 to 5.08 would be allowed to go into effect, but the
combined rate for cash benefits and Medicare would be 5.78, somewhat less than
the 5.85 rate It was last year. The effect would be to substitute $6.4 billion In
general revenue funds for Medicare for the increase in $6.4 billion for both the
cash program and Medicare that would result next year from the scheduled In-
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crease In the earnings base and in the contribution rates. People would pay less
in total but the financing of the cash benefit program would be unaffected..

Carrying the theory of tripartite financing for Medicare into the future would
mean that the combined rate for Medicare and the cash program in 1981 would
be 6.22 instead of the 6.65 under present law; 6.27 in 1982 and 1984 Instead of 6.70
under present law; 6.60 instead of 7.05 in 1985; and so on.

A modification of this plan would leave the combined contribution rate four both
programs at 6.05 percent where it is today during the years 1979 and 1980 instead
of letting the rate rise to 6.13. This would call for reducing the Medicare rate for
next year from 1.05 to .97. A general revenue contribution for these two years to
make up this loss would need to be only .08 percent of payroll and would, of course,
go only to Medicare. Then, beginning in 1981, the first year that present law sched-
ules a significant increase in the contribution rate, full tripartite financing could
be adopted for Medicare with the same results as described for the other plan.
This hi-odification prevents an actual decrease in the rate over that being charged
this year and then having to go higher again a couple of years later. Under
this alternative there would be a payment of less than a billion dollars from gen-
eral revenues in each of the two years 1979 and 1980, but it does prevent any in-
crease in the contribution rate until 1981. (Actually it would be possible not to
have any infusion of general revenues during these two years and just let the
hospital insurance fund decline by these amounts, and then In 1981 move to a
tripartite basis of financing.)

A third possibility would be to move into tripartite financing for Medicare
by reducing the combined contribution rate to the 5.85 rate in effect last year
which would mean less than tripartite financing in 1979 and 1980, but, as pre-
viously described, full tripartite financing could begin in 1981. This approach
would forestall most but not all of the contribution increases scheduled for 1979.

Of course, any of these plans to move to tripartite financing for Medicare
could be combined with reductions in the cash benefit rates now scheduled for
1985 and 1990 since these rates are higher than necessary.
B. Reducing the aize of the employee wage base (inreases

Although I believe that shifting to tripartite financing for hospital insurance
under Medicare would be sound, It does not directly address what I understand
to be the political problem arising out of the 1977 amendments--the size of the
contribution increases for the highest-paid workers. It seems to me a good way
to meet this problem would be to let the 1979 wage base increase go into effect
but then do away with the ad hoc wage base increases for employees scheduled
for 1980 and 1981. If the employer wage base increases were kept as they are
in present law, such a change would have very little effect on the long-range
actuarial balance of the cash benefit program since just about all of the income
to the system from increases in the employee wage base is paid out later in higher
benefits to higher-paid people. It would be desirable to keep the 1979 scheduled
base increase for the purpose of short-range financing, but, in any event, it is
the cumulative effect of the three ad hoc wage base increases, rather than just
next year's increase, that apparently is so upsetting-to some higher-paid people.

An alternative to this proposal would be to cancel the 1980 and 1981 wage
base increases for employees and, in addition, lower the 1979 base increase some-
what. As you will remember, the President's original proposal included four
$600 increases in the employee wage base. If next year's wage base increase were
to include a $2,400 ad hoe increase instead of the estimated $4,000 increase now

scheduled as compared to present law, the base for 1979 would be $21,300 instead
of $22,900. Under any of these plans for changing the wage base, it Is assumed,
of course, that the base would continue to rise automatically in accord with
increases in average earnings as was the case under the old law and is the case
today after the last of the ad hoc increases Is made in 1981.

Mr. Chairman, although I have suggested two approaches to changing the
financing-arrangements that seem to me quite acceptable, I do believe it would
be the wiser course not to legislate on this matter at all this year. I have very

considerable sympathy for the position of the Administration that it would be
best to wait until the Congress has available the reports of the various com-
missions and councils created by the Congress to look into social security financing

questions. It is easy enough to get many people to object to the specifics of what
was done in 1977, but it will not be so easy to get agreement on what modifica-
tions, if any, should be made.

Let me close as I started, by saying that, taken as a whole, the 1977 amend-
ments seem to me to be a major accomplishment of the Congress and the Admin-
istration. The 1977 amendments contain the most important benefit changes in



251

the program since 1950 and the financing changes provide for full financing of
the cash benefit program for the next 50 years.

APPENDIX

OTHER IMPORTANT BENEFIT CHANGES

1. The new system provides an incentive for work after age 65 by increasing the
Social Security benefit 3% for every year a person postpones retirement between
age 65 aud age 70. Thus a person who works until age 70 will get a benefit 15%
higher than if he had retired at 65. (Under the old law the increment for working
after 65 is only 1% a year.)

2. Beginning in 1982, persons age 70 or over will receive benefits without regard
to whether they are retired or not (under the old law this was true when people
reached age 72). The test of what constitutes retirement for those between 65
and 70 has been liberalized. The exempt amount under the test will be increased
for them (but not for those below 65) from the $3,000 figure in effect in 1977 to
$4,000 in 1978, to $4,500 in 1979, to $5,000 in 1980, to $5,500 in 1981, and $6,000
In 1982. For those under 65, as under the old law, the exempt amount of $3,240
In 1978 rises automatically with increases in the general level of earnings. This is
also the case after 1982 for the higher exempt amount applicable to those over
65.

3. Individuals receiving widows or widowers benefits who marry after becoming
60 will no longer lose any benefits to which they were previously entitled, al-
though, as in the past, if a spouse's benefit based on the new husband's or wife's
earnings is higher than the amount they had previously been receiving, they will
get the higher amount.

4. The minimum benefit provision has been revised. The minimum for those
who contribute regularly to the program will be increased. For those with 30
years of coverage it rises from $180 to $230 next January. The minimum payable
to those with relatively little coverage will be frozen at the dollar level that will
be payable under the benefit table in effect in December 1978 (now estimated to
be about $121). Once on the rolls, this minimum benefit will rise in accord with
increases in the cost of living, as do all other benefits. The minimum for those
who contribute regularly to the program will be increased in line with increases
in the cost of living for both current and future beneficiaries.

The changes in the minimum benefit provisions will help to make sure that
all regular contributors to the social security system receive benefits that are
reasonably adequate to meet their retirement needs, while at the same time avoid-
ing the payment of expensive benefits to those who have contributed to the pro-
gram for only short periods of time.

5. The provision protecting wives against the loss of social security rights be-
cause of divorce has been considerably improved. Under the old law, on divorce,
a woman retained her rights to benefits as a wife (or later rights as a survivor)
providing she had been married for at least 20 years. This period has been re-
duced to 10 years.

TABLE I.-PROJECTED BENEFITS FOR PERSONS RETIRING AT AGE 65 IN SELECTED FUTURE YEARS I

Annual benefit amount for
Earnings In previous year workers with following earnings

Low Average Maximum Low Average Maximum

Calendar year of
retirement:

1979 ............... $5,271 110,572 $17,700 $3,142 $4.932 $6,165
1980 ............... 5,62 11,396 22,900 3,375 5,315 6,69
191 ............... 6,05 12,205 25,900 3,635 5,740 7,251
192.............. 6,475 12,986 .700 3,485 5,438 6.8091983 ............... 6,863 13,766 31,800 3.607 5,643 7,257198 ............... 7, 28 14., 557 33,900 3,.1 6,010 7781985 .......... 7,675 15 394 36,000 4,099 6,09 8,390
1990 .............. 10,150 20. 359 47,700 5,451 8,519 11,509
199 .......... 13:424 26:925 63,000 7,198 11,243 15,605
2000 ............... 17,753 35609 A 400 9,519 14,870 21,427

1 Low earnings are defined as $4,600 in 197;. Succeeding values following the trend of the average 1st quarter earnings in
covered employment. Average earnings are defined as 4 times the average 1it quarter earnings for all workers In co% ered
employment ($9,266 in 1976). Maximum earnings are defined as the amount of the contribution and benefit base in each
year. In each case it is assumed that the worker has had an unbroken pattern of earning. at the relative level indicated.

following increases in 1[t-quarter wages were assumed: 1977, 5.99 percent; 197, 8,10 percent; 1979,7.80 percent;
1980, 7.10 percent; 1981, 6.40 percent; 1932, 6 percent; 1983 and later, 5.75 percent.



TABLE 2.-ANNUAL INCREASES IN CONTRIBUTIONS AT SELECTED EARNINGS LEVELS AS A RESULT OF THE 1977 AMENDMENTS

$10,000' $15,000' $20,000 a $30,000 $4000 6
Old New Old Now Old New Old New Old Newlaw law Increase law law Increase law law Increase law law Increase law law Increase

Cash benefits ony:
1978 ......................
1979 .....................
1981 .......................

1982-84 ...................
1985 ......................
1986 ......................
1987- 9 --------------------
1990-2010 ................
2011 and later ............

lcludin medicare:
1978 .................
1979 ........................

13$ ...................1981 ....................1982414 --------------------

1987-89--------------- ....
1990--2010...............

2011 and later ............

$486 $ $10 $472.50 $757.50 $15.00 $376.15 $893.85 $17.70 $876.15 $893.15 $17.70 $76.15 $893.85 $17.70505 10 742.50 762.00 19.50 935.55 1,016.00 80.45 935.55 1,163.32 227.77 935.55 1,163.32 227.77495 508 13 742.50 762.00 19.50 990.00 1,016.00 26.00 1,009.80 1,315.72 305.92 1,009.80 1,315.72 305.92495 535 40 742.50 802.50 60.00 990.00 1,070.00 80.00 1,084.05 1,58895 504.90 1,084.05 1,518.95 504.90495 540 45 742.50 810.00 67.50 990.00 1,080.00 90.00 1,15830 1,620.00 461.70 1,158.30 1,717.20 558.90495 570 75 742.50 855.00 .112.50 990.00 1.140.00 150.00 1,381.05 1,710.00 328.95 1,381.05 2,171.70 790.65495 570 75 742.50 855.00 ,112.50 990.00 1,140.00 150.00 1,455.30 1,710.00 254.70 1,455.30 2,230.00 124.70495 570 75 742.50 855.00 112.50 990.00 1,140.00 150.00 1,415.00 1,710.00 225.00 1,485.00 2,230.00 795.00 I495 620 125 742.50 930.00 187.50 990.00 1 240.00 250.00 1,485.00 1,860.00 375.00 1,544.40 2,480.00 935.6055 620 25 892.50 930.00 37.50 1,190.00 1,240.00 50.00 1,75.00 1,863.00 75.00 1,85.40 2,480.00 623.60 ,
605 605 0 907.50 907.50 0 1,070.85 1,070.85 0 1,070.85 1,070.85 0 1,070.85 1,070.85 0605 613 8 907.50 919.50 12.00 1,143.45 1,226.00 82.55 1,143.45 1,403.77 260.32 1,143.45 1,403.77 260.32605 613 8 907.50 919.50 12.00 1,210.00 1,226.00 16.00 1,234.20 1,587.67 353.47 1,234.20 1,587.67 353.47630 665 35 945.0 97.50 52.50 1,260.00 1,330.00 70.00 1,379.70 1,975.05 595.35 1,379.70 1,975.50 595.35630 670 40 945.00 1,005.00 60.00 1,260.00 1,340.00 80.00 1,474.20 2,010.00 535.80 1,474.20 2,130.60 656.40630 705 75 945.00 1,037.50 112.50 1,260.00 1,410.00 150.00 1,757.70 2115.00 357.30 1,757.70 2,686.05 928,35645 715 70 967.50 1,072.50 105.00 1,290.00 1,430.00 140.00 1,896.30 2,145.00 24870 1,896.30 2,860.00 963.70645 715 70 967.50 1,072.50 105.00 1,290.0 1,430.00 140.00 1,935.00 2,145.00 132.60 2,012.40 2,860.00 847.60645 765 120 967.50 1,147.50 180.00 1,290.00 1 530.00 240.00 1,935.00 2295.00 360.00 2,012.40 ,060.00 1,047.60745 765 20 1,117.50 1,147.50 30.00 1,490.00 1,530.00 40.00 2,235.00 2,295.00 60.00 2,324.40 3,060.00 73560

sWage bass estimated to exoed $20,000 in 1990 and after.
Wage base estinuted to exceed $20.000 In 1979 and after.

'Wage bn estimated to exceed $30,000 In 1987 and ar.

'Wage base estimated to exceed $30,000 in 1982 and after.
& Wage bas estimated to exceed $40.000 In 13$6 and after.

Year
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Senator NLSON. Our final witness this morning is Mr. Robert Myers,

former chief actuary, Social Security system. Mr. Myers, the eonmit-
tee is very pleased to have you this morning.

Your statement will be printed in full in the record. Please proceed.

STATEMENT OF ROBERT 1. MYERB, PROPVUSR 0F ACTUARIA SOT-
ENCE, TEMPLE UNIUElITY, AND FORMR CIE ACTUARY,
SOCIAL SECURITY ADMINISTRAtION

Mr. Mysas. Thank you, Mr. Chairman.
I believe that the social security amendments enacted last year by

the Congress were a very well-considered legislative step. They both ra-
tionalized the benefit structure and enhanced the financmng situation in
a very good manner.

The short-term financing problem was completely solved, and the
long-term problem was very substantially solved. For this reason I
believe, as the previous witness said, that the best thing to do now
would be to leave the system alone for a while and consider it later in
a more timely manner.

There were several things about the 1977 amendments that I, too, did
not like. I did not like the three sharp ad hoc increases in the earnings
base, and I preferred, instead, the approach that Senator Curtis had
taken of a small increase in the tax rate applicable to everybody, just
as had been done many times in the past without any great furor being
set off.

The other thing that I would have preferred to see was what this
committee and what the Senate did, establishing complete, long-range
actuarial balance by having higher tax rates scheduled in the law 20
to 30 years from now. I realize that the Congress will take action before
then, but at least the public would then have seen the coming financial
burdens.

At the present time, there is a great hue and cry, even a panic, in the
ress about the financial burdens created by these amendments. As Mr.

hall said, I think these are largely exaggerations. The figure is often
quoted about $227 billion of additional taxes in the next decade. This,
I think, is a good estimate, but it must be realized that it isnot in terms
of current dollars, but rather in terms, in part, of inflated dollars in
the future.

Moreover, I think it is very important to look at this matter from a
relative standpoint, namely, $227 billion is only a 14 percent relative in-
crease. In fact, for average-wage workers and even for workers making
about 11/2 times the average, the increase for the next decade will only
be 6.5 percent relatively. It does not seem to me that that is too heavy
a burden to bear to put the Social Security system on a sound financial
basis.

I believe that any proposals to partially finance the Social Security
system from general revenues are undesirable for a number of reasons.

First, as has been frequently stated, there just are not any general
revenues available at the moment. Second, I believe that the time-tested
principle that benefits have been earned by contributions would be
greatly weakened.

Also, I think that the procedure is basically misleading and decep-
tive, because many unsophisticated people will be led to believe that

32--022-78-17
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they are going to be getting something for nothing, that somebody
else is paying for it, or that there is some third party, the Government,
that has money of its own.

I noted in the newspaper yesterday two very vivid examples of this.
It was stated that, if there were a tax rollback, this would save some
taxpayers as fiiuch as $294 next year. This is utter nonsense I It would
save them that money on the one hand, but they would also have to
pay the general revenues cost on the other hand, and the latter would
largely offset the former.

The other statement was in regard to the proposal for equal tri-
partite financing for social security. The newspaper article said that
that plan would cost the Government more than $30 billion. This is
nonsense. Who is the Government? It is only us, the taxpayers. The
Government does not have money of its own, as we all know.

I think that we have to face the basic fact of life that taxes under-
lying general revenues will really be paid by all people, even if they
are indirectly being passed on. I certainly agreed with you, Mr. Chair-man, in your colloquy with Mr. Boswor that you just cannot deter-

mine the incidence of taxes. It is like trying to solve the age-old riddles
of which came first, the chicken or the egg, or how many angels can
sit on the head of a pin. I think that economists can have great in-
tellectual exercise in trying to imagine, through econometric models
and computer printouts, just who is paying the taxes. But I think that,
after the initial incidence, the situation gets so confused and the taxes
so passed on that we really just cannot ever say who really pays the
taxes. As you said, Mr. Chairman, the net effect is that, over the past
years, people have had an increase in their real income and what makes
it up and what takes away from it, no one can ever separate out in
the end.

Of course, there is another way of not increasing taxes, by just hav-
ing printing press money. Then here, too, everbody is going to pay
for the cost of the Government subsidy in d tly through more
inflation....

If there were to be any use of general revenues I would suggest
several possible principles. First of all, I do not believe that there
should be any general revenues introduced into the disability part of
the program as against the old-age and survivors part, because they
are both equally earnings-related social insurance programs. In fact,
if we are trying to say which is more "insurance", I would say that
the disability program is more insurance than the old age part, be-
cause the essence of insurance is the taking into account of probabilities
that a risk will occur to people who are exposed to it. There are cer-
tainly far more people who are exposed to the risk of disability than
will incur it, whereas the vast majority of people will reach retirement
age and will receive retirement benefits.

I believe that one of your suggestions, Mr. Chairman, was to have
a 3-year moratorium-in other words, to roll back the tax rates and
the tax bases to what they were under the previous law and then to
make up the difference in income to the trust funds out of general
revenues. I would suggest that, if this were done, I would like to see
it done, not by grants from general revenues, but by loans repayable
with interest. As a result, the true cost over the long-range operations
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of the system would still be borne by its contributors and their
employers.N the hospital insurance program is to be at all financed out of

general revenues, I believe that the entire financing should be out of
general revenues. In other words, I do not believe that these two fi-
nancing sources, payroll taxes--or contributions--and general reve-
nues should be mixed together. Do it either one way, or do it the other
walTwould further say that if hospital insurance were to be finanrett

completely out of general revenues, then I think that this should be
through earmarked taxes Then, people will be aware that they are
paying something for it and not that it is just coming from general
revenues out of the heavens.

Finally, Mr. Chairman, I think that there have been a number of
proposals to have income tax credits for a portion of the social security
taxes that are paid. I am not at all in favor of this, but I would say
that, if I had to make the choice, I believe this to be the least worst
procedure, because it would still leave the cost of social security visible,
although it would be, in a sense, doing the job with mirrors.

In summary, then, Mr. Chairman, think that the American people
should be economically mature and responsible enough so that they
should pay directly and visibly for their social security program rather
than have part of the cost apparently come from general revenues that
some mysterious third party is paying rather than themselves.

Thank you, Mr. Chairman.
Senator NFLsoxN. Thank you.
Do you have any questions, Senator CurtisI
Senator CURTrs. I want to commend you for the conciseness of your

statement. I think you have covered the points that were really bother-
ing us at this time: should we do something, what are the dangers of
getting into the area of general funds financing.

You should be a pretty good Congress watcher, too. You have been
watching a long time. And I am sure both you and Mr. Ball have
been disappointed--sometimes elated, but more often disappointed.
Would you be inclined to feel that we probably would have a problem
if we started to either give a credit or a deduction for part of the
social security tax, that we would have to do the same thing for the
civil service ,,ontributions and the funds paid in by the railroad retire-
ment.

Mr. Mrms. Yes, Senator Curtis. Of course, it is always a dangerous
pastime being a Congress watcher, or particularly a Congress pre-
dieter, but I certainly would agree with the views that you were ex-
pressing in your colloquy with Mr. Ball that, if you once start down
this path of a Government subsidy to the social security system, then it
is always easier and seemingly less painless to say "well, let's increase
the general revenues proportion just a little bit so that it will not hurt
people financially." In the same way, too, then you would have to
have similar treatment for the civil service retirement system so as
to be consistent. Therefore, that was why it was my view that, if you
are going to put general revenues in at all, you might as well provide
all of the financing in that manner through, earmarked taxes, and
then have it visible that that is what you are doing.
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Senator Curnxs. And you mentioned that you had reference to the
health insurance?

Mr. M as. Yes, Senator Curtis, I did. I am not in favor of financing
it that way, but I say if you do a little bit you might as well do the
job completely and make it visible to everybody that this is what you
are doing and you are going to pay for it m a different way and show
what way that is.

Senator Curis But those who are under the civil service retirement
system. the amount that is deducted from their wages out of their
pay check is supposed to be taxable, is it not?

Mr. MYERs. Yes, it is, Senator.
Senator Cuiris. And is that also not true of the railroad retirement

people? I am inclined to think it is.
Mr. MYErs. In the railroad retirement system now, although the

workers originally paid half the cost, they now pay-through some
,ollective bargaining, by taking a smaller pay increase-only the same
as workers under social security, and the railroad employers now pay
the difference. In other words, the employer now pays under railroad
retirement the social security tax rate plus 91 percent of payroll.

Senator Cuwris. I am getting at what happens to the individual
railroad worker when he files his tax return. He does not get to deduct
his port ion that he has paid in, does he?

M r. M-rRs. No, he does not.
Senator Cu-r. So, my point is this, not to have you predict what

the Congress' decision will be, but we should, if wemake social security
taxes deductible, or possibly so, or give a credit for them, I think we
should do it with the full realization that these other groups, civil
service workers and railroad workers, will be asking the same con-
sideration.

Mr. ME-YRs. Yes, I am certain that they will, and they would have
a i ev considerable case in equity to ask for this.

Senator Curs. The more attention a person gives to this whole
area. the more one realizes how complicated it is and how many angles
can affect our people. Do you concur that there would be much to gain
on the part of the committees in charge of this if we waited, a r ast
for the most part-probably entirely if we could-for the report of
th, Commission authorized by the Congress as well as the other

Mr. Mvror.s. Yes, I certainly think that the action that was taken-
althougih 1 did not like every part of it, just as Mr. Ball did not like
every part of it-was a reasonable action. a sound action, a well-
thought-out action. I think that it would be very desirable for the
Congress to wait now until it hears from the two advisory groups
that had been set up by legislation.

Senator Cuis. Also, as to the timing of the 1977 Act, it was com-
pleted jus before a raiPe in the social security tax burden resulted
under the previous law. It might well be that some of the demands to

repeal or roll back what was done in 1977 were because it would not be
visible for several months, and it might not touch at all the problem
that caused the complaint.

Mr. MYERs. I would certainly agree with von. Senator.
Senator Crwrrs. I thank you very much: I think you have been most

helpfuL
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Mr. MYERs. Thank you.
Senator NELsoN. Thank you very much, Mr. Myers, for your con-

tribution.
Senator Danforth I
Senator DANFORTI. I am sorry I am late, but I wondered if I could

ask one question of Mr. Ball and ir. Myers, to ask them both for
their comments.

Last year we were told that we were facing a major problem with
social security financing, that OASI and DI were going bIoke, that
we had to act, that we had a $75 billion deficit we were facing or had
to make up over a period of 5 years, something like that. And so we
got to work increasing revenues to social security.

And now there has been a tremendous public outcry against what
we did. People say that social security taxes are too high, so now
there is a tremendous amount of pressure on us to remedy that
situation.

So when you think about it, what we can do is limit it. We have
something that has to be put on a sound actuarial footing. How do you
p ut it on a sound actuarial footingI Well, you can increase revenues
for the funds.

How do you increase revenues for the funds f One, you can increase
social security taxes. Two, you can increase other taxes, the crude oil
equalization taxes, income taxes, something else and then put those
into the social security trust funds.

Three, you can just draw out of general revenue which is now, as
Chairman Long points out, at a deficit, and just increase the deficit
in the Federal budget in order to finance social security. That is about
it.

On the other hand, you can also look at the whole social security
system and determine, are there some structural problems in social
security that can be remedied? Can you alleviate the tax burden by
reducing some of the cause of the tax burden, whether that tax burden
comes in form of increased social security taxes or increased income
taxes or a crude oil equalization tax, or that tax which is known as
inflation.

And there are, it seems to me, some things that could be done to the
social security system which may or may not be advisable.

For example, we could take another look at the way in which we
decoupled. We could determine whether wage indexing is really
the way to go, or we could take another look at universal coverage.
Is there some way that we can bring in governmental employees with-
out depriving them of any vested rights

Or, how about the age at which the benefits accrue ? I think it was
Congressman Conable that by 1990 we start, 1 month at a time, moving
back the age.

Now, let me just ask you this. Is it reasonable to look at the cause
question? Should we be examining the cause rather than just the
immediate need that the public asks us to meet, namely, reducing
taxes?

Second, if we do look at the cause question, the structural question,
how long does it take? We have already had all of these studies.
When could we come on line with at least a reasonable approximation,
or a sense of direction, that we are moving toward?
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Third, if there is an unbearable pressure on Congress to do some-
thing by way of rolling back taxes or providing a credit or financing
social security in part out of the general revenue, how could we ac-
complish that on a short-term basis and not in a way which, in effect,
would preclude long term structural solutions I

Mr. BALL. Senator -
Senator DANFOWM. One thing I have learned in the last 15 months

since I have been here is how to ask very long questions.
Mr. BALL. It is a series of questions, I think, Senator.
Certainly there are things that can be done and, I would say, should

be done, that would reduce the cost of social security somewhat. I
also think there are some things that should be done, on the other
hand, that would increase the cost of social security.

Among the things that I think should be done to reduce the cost, I
would put first one of those that you mentioned, and that is to move
towards universal coverage by including Federal employees under
social security, but of course, keeping the Federal civil service system
as a separate system supplementary to social security, just as private
pensions are supplementary to social security.

There is no reason that people have to lose protection as the result
of such a change. But the situation today is that because a Federal
employee-and I would include those State and local employees who
are not already under social security; two-thirds are under and a third
are not.-the situation is that Government employees not covered regu-
larly under social security get an unwarranted break by reason of the
fact that they can pick up coverage under social security at very
advantageous rates by working for relatively short periods in covered
employment. This way they get. the advantage of the weighted benefit
formula that was meant for low-paid people, not for those who are
under the system a relatively short time but may have high wages in
noncovered employment.

The result is that everybody else in the social security system has
to pay higher contributions, amounting for emloyers and employees
combined to about one-third of 1 percent of payroll. Now, such an
extension of coverage would reduce the cost of social security by about
on.-third of 1 percent of payroll and it could be done without dam-
aging protection for civil servants. There are other plans that could
be worked out too, it does not have to be just a straight extension of
social security coverage the way I have described it. There could be
an exchange of credit plan or various other approaches could be
taken, but I would put a change in the relationship between social
security and Government employee plans as a high priority for reduc-
ing costs.

The 1977 amendments call for HEW in consultation with other
agencies to report on how to accomplish this purpose. I have forgotten
the reporting date, but I think it is a couple of years off. You asked
also about the time required to make such a change.

I personally would be very much opposed to changing the wage
indexing system that you adopted in 1977. I think it was a major
accomplishment to set the benefits as a proportion of wages current at
the time a person comes on the roll.
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I say that, not only from the standpoint of the protection of the indi-
vidual. I think it is very important, for the individual to know that
the average worker will get 41 or 42 percent of wages payable at the
time of his retirement just as the average worker who will be retiring
under the wage-indexing system in the next few years will get a bene-
fit equal to that proportion of current wages.

But also I believe what was done was the careful and conservative
thing to do. If you were, for instance, to index to prices instead of
wages which was suggested by one of the reports to the Congressional
Research Service, I believe you understate the cost of what would
actually happen in the development of the system. I think the cost
of a price-indexed system would look so low that it would seem very
easy politically to increase benefits substantially, and then again you
woul not project the full cost of the liberalized system up to
date with wages, but instead to prices and yet it is unlikely that the
system would be allowed to play a smaller and smaller role. Ad hoo
increases would probably be made keeping it u to date with wages
but the full cost of these changes would never be shown.

So both from the standpoint of what I think people have a right to
count on and also from the standpoint of correctly accounting for the
long-range costs, I think what you did was just right. I hate to see that
issue opened up again, sir.

But I do not want to take up all the time in reply to this. Bob, I am
sure, has several things to suggest, too.

I did want to make one other point though-you raised the question
of not just saving money within the social security system, but
changes in social security that might save general revenue funds and
have other cost-saving effects.

What I am about to suggest I am sure will be an unpopular pro-
posal and would not be one that I would want to add to a platform
in running for office, but I see absolutely no logical reason why the
full social security benefit is tax exempt. It seems to me that higher
paid people should be asked to pay social security taxes on some por-
tion of their social security benefit.

If you want to make a rough approach to a fairer tax treatment,
you could say the employer pays half, the employee pays half, there-
fore include half of the benefit in gross income for income tax pur-
poses. And most older people would not pay any taxes on social secu-
rity anyway because they would not have high enough total income.
But the higher paid person, of course, would. What I am suggesting
would be somewhat analogous to how civil service benefits or benefits
in a private contributory plan are treated.

Finally, your question was, well, if you have to do something, what
should you do this year, even though you might not want to act-and
I think it is better not to act-

Senator DANFORTH. What is the most undoable thing that we could
do?

Mr. BALL. Yes.
I had two proposals that I suggested earlier, Senator Danforth, and

I will just quickly refer to them. They are in my statement.
One would be to adopt the principle of financing the medicare pro-

gram one-third by employers, one-third by employees, and one-third
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out of general revenues. If you adopted that principle right away,
you would in 1979, substitute from general revenues the full $6.4
billion that would otherwise be raised in social security contribu-
tions. This change does not upset the cash system at all and it seems
to me to have stability by reason of adopting a new principle, not
just postponing the effective date of the 1977 amendments.

The other was to hold down the size of the employee wage base
increases. I do think on the merits, one could argue that the size of
the wage base increases for employees in the 1977 amendments were
somewhat high. Without affecting the long range costs of the system
very much at all, one could hold the increases in the wage base for em-
ployees at much lower levels than the law now provides. You could
do that without affecting the long-range financing because almost all
of the money from increasing the employee side of the wage base is.
later paid out in benefits to higher paid worker. So you could hold
that down without really upsetting the-

Senator DANFORTH. Only for the employees?
Mr. BALL. Only for the employees, and the employer base you

would let stand as in present law. Mr. Myers, I am sure, has diter-
ent sugestions.

Mr.'RMxRs. As usual I can agree with some of Mr. Ball's proposals,
and I disagree with others. As to decoupling, I believe that the ac-
tion that Congess took last year was just fine. I would hate to see
it changed. I think that, if we were to move over to a form of price
indexing, it would be largely illusory sAvings, as well as not good
benefit design, to tell people that they are going to get relatively
lower benefits in the future, because you know that there would be
political pressure so that will not happen.

So, it will be thought that there are going to be savings, and they
just will not eventuate.

As to coverage, I am very strongly in favor of extending cover-
age to all workers in the country, which means Federal employees
and the State and local government employees who are not now
covered would be covered. This will produce some savings to the
system, but the point of doing it is not only the savings but also to
prevent windfalls. I think that there should be universal coverage
so that there is a uniformity throughout the country of everybody
having this basic floor protection.

As to your comment about the retirement age being increased, I
very heartily favor this over the long run. I think this is going to,
have to come. It is a very unpopular thing to say currently, because
just like proposing taxes on social security benefits, people think
that everybody is going to be taxed immediately. In the same way,
proposals to raise the retirement age make people think that this is
going to happen overnight.

As you pointed out,-Senator Danforth, all the proposals have beer
to do this very gradually, beginning in the distant future. Although
these proposals that have been made to date have pot met with much
public support, I think that this current discussion is the way that
it has to be accomplished eventually. It is an idea whose time will
come, and the more it is talked about now and in the future people
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get used to it and eventually say that it is reasonable. I think that
eventually it will occur, and it will solve a lot of the long-range fi-
nancial problems that are coming 30 years from now.

People should realize that the person who is age 65 in about 30
years from now is going to be a relatively ouner person than some-

ody who is aged 65 now. They will then have longer life expectancy
and better health, so that you might well sajy that, in real terms, ag
68 in the year 2000 or 2010 is certainly equivalent to what age 65 was
back when the social security system was started in 1935, and it may
be more or less like age 65 is today.

Now, as to what could and should be done, I would certainly rather
leave the system alone, and I would certainly oppose any general
revenues. I would make, however, one suggestion on the earnings
bases. I think that the earnings bases, particularly the ad hoc in-
creases after next year will not really produce very much additional
financing. In other words, the jump to $22,900 next year will pro-
duce quite a lot of revenue, but the subsequent jumps will not really
do so, and I do not think that they are necessary for the short-range
financing of the program.

So I might suggest that you could take the action of letting the
base go into effect next year at $22,900 and make changes thereafter
completely automatic on both the employer and the employee. This
is where I differ from what Mr. Ball suggested. He was saying that
this should be done just for the employee. say that parity should be
maintained by increasing the base equally for both employers and
workers. I am confident that you would then have enough money
on a cash flow basis to finance the program adequately.

The much higher bases that go into effect mn 1980 and 1981 under
the provisions of the 1977 act really only have the effect thereafter
of building up the f und to a very large size. I think that, as the
Chairman did as part of one of his proposals-and something that
I very much agreed with, even though I did not agree with the basic
proposal-the tax schedule should be shifted around a little bit. The
rates should be a little lower in the first decade or so, and then a little
higher thereafter so as to parallel more closely to the trend of bene-
it payments and not build up a large fund.

Thank you, Mr. Chairman.
Mr. BALL. Mr. Chairman, I do not want to get into a debate with Bob

here, but just for the record, I want to make it clear that I do not favor,
at this time, putting into the law a change in the first eligibility age for
retirement benefits. That does not mean, though, that I disagree with
the general line of argument that says we ought to do everything we
can to increase employment opportunities for older people, particu-
larly as we look into the next century where we have this huge bulge in
the elderly population.

My thought is that with a greater opportunity to work in the next
century, more older people will work. I hate to change the ge of first
eligibility become some will not be able to work and yet they will not

be disabled enough to get social security disability benefits, and they
will not have jobs either.
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But those who can work, if there is an opportunity, some at least
will, and that also will reduce the cost.

Senator DANFOrH. The biggest saver, the biggest saver, on the long
term problem would be to change the indexing method, is it not I

Mr. MyERs. It would, if you could make it stick, but I just do not
think that you could possibly hold the line and not have ad hoc benefit
increases. r think that any savings would be largely illusory, and they
just would not occur in ractice.

Senator DANFORTH. You mean we would give them awayI
Mr. BALL. Senator Danforth, one way to look at this issue is to look

backwards. Supposing the social security system had been established
in 1900, and if at that time everybody said, "Well, the average worker
ought to get a replacement rate of benefits to recent earnings of around
41 or 42 percent, but, they said, people are going to be a lot better off
by 1975 and they will have saved more money and they will be in a
position to take care of themselves, so we will establish a 42-percent
rate for 1900, but in 1975 we will reduce that replacement rate to 25
percent. That is about what this price indexing proposal does o7er the
next 75 years."

Well, a 25 percent replacement rate in 2050 would be just as inade-
quate as a 25 percent replacement rate seems today.

You can only look at these things in relative terms. A retirement in-
come is only as good as the degree to which its replaces the level of
living people are used to, and that 1900 decision-I agree with Bob-
would not have been allowed to stand in 1975. The 25 percent rate
would not have been allowed to occur. Benefits would have been kept
up to the 42 percent rate, but you would not have anticipated the cost.

Senator DAmFORTH. Thank you.
Senator NE.LsoN. Do I understand both of you to say a possibility

was to allow the wage base rate in the 1977 law to go into effect for 1979
and thereafter rely on the automatic increase?

Mr. MyEnS. The only difference between us was that Mr. Ball wanted
to do that for just the employees, while I would do it for both em-
ployers and workers.

Mr. BALL. I just wanted more money.
Senator NELSOn. Do you happen to have in your head, or in your

figures there, what would the wage base be in the year 2000?
I am trying to get some ballpark figure of what wage base we would

be taxing under operation of the law 20 years from now.
Mr. MYERS. I am sorry, Mr. Chairman, I would not want to take a

guess at that, because the power of compound interest over 20 years,
as you know, is a very powerful thing. I could easily supply it for
the record.

Senator NELSON. I would appreciate it if you would. I would like
to have a comparison between what that would mean in terms of taxa-
tion, of wage base level versus what the 1977 law did and what the
1972 law did.

So if you would submit that for the record, I would appreciate it.
Mr. MyES. I would be glad to do that, Mr. Chairman.
[The following was subsequently supplied for the record:]
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MAXIMUM TAXABLE EARNINGS BASIS UNDER SOCIAL SECURITY

Proposal of
Present Previous Robert J.

law law Myers

Year:
1978 ......................................................... $17,700 $17,700 1 17, 700
1979 ......................................................... 22,900 18,900 122,900
1980 ......................................................... 25,900 24,600
1981.................................................129700 21,900 26400
1962 ......................................................... 31,800 23,400 282e0
1983 ......................................................... 33,900 24,900 30,00
1984 ......................................................... 36,000 26,400 31.800
1985................................................ 38,100 27,900 33,600
1990................................................ 50,400 36,900 44,4009 ...................................................... 66,600 48,900 58,80
2000 ...................................................... 8,200 64800 77,700

'Prescribed by law; all other flures based on what would happen under the automatic-adjustment provisions accord-
In to estimates of the Office of the Actuary, Social Security Administration for 1980-85, and according to the assumptioss
I the 1977 trustees report for years after 1985.

Senator NELsoN. You both are taking a different position. Mr. Ball
would allow the operation of the 1977 wage base to continue into effect
employers- you would leave the operation of the law to affect both of
them, equally.

Mr. Myers, would your proposal adequately fund the system if you
did that?

Mr. MyEth. Mr. Chairman, my proposal would adequately fund it on
a short-range basis but, in the long run, you would need some addi-
tional money either in part, say, from the savings from covering gov-
ernmental workers or possibly a slightly higher tax rate beginning in
11'90 or the year 2000, or something like that. But, from the cash flow
standpoint, I am confident there would be enough money to get you
past the particularly troublesome financing point of 1980 and 1981.

Mr. BALL. Mr. Chairman, would it be useful for the record if the
effect of freezing both, on the long-range costs, were put in at this
pointI

Senator NEWO.N,. If the whatI
Mr. 13LI,. If the effect on the long-range costs of the system, of

dropping the 1980 and 1981 ad hoc increases in the wage base for both
employers and employees were put in the record?

Iam not offering to do it; it would take an actuary, either Bob or
the social security actuaries, but I think it would be an interesting
figure. I am talking about what would be added to the present actuarial
imbalance bv not having the employers base go up after 1979, except
in a accord with average wage increases.

Mr. MYERS. Mr. Chairman, I would be glad to do that, and of course
I will check with my actuarial colleagues at the Social Security Ad-
ministration. I think that this is a computation that can relatively
be done easily, but I would check it out with them to be certain that
they agreed.

Senator NF.r,8oN. If you would be willing to help for the record.
[The following was subsequently supplied for the record:]

[Memorandum] April 15. 197&.

From: Robert 3. Myers

Subject: Financing Aspects of Proposal to Eliminate Ad Hoc Increases in Earn-
ings Base In 1980-8L

This memorandum will present cost estimates for a proposal that would elimi-
nate the two ad hoc increases in the maximum taxable earnings base under the
Old-Age, Survivors, and Disability Insurance system and the Hospital Insurance
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-system that were established for 1980 and 1981 by the 1977 Act-namely, to
$25,900 in 1980 and to $29,700 In 1981. Left unchanged would be the increase to
$22,900 in 1979. The bases for 1980 and 1981 (and future years as well) would
be determined under the automatic-adjustment provisions, in accordance with
changes in the general wage level-and are estimated to be 24,600 in 1980 and
24,400 in 1981. As a result, for 1981 and after, the earnings bases (and the taxes
for the maximum-earnings case) would be 11 percent lower than under present
law.

The short-range cost estimates for the OASDI and HI systems are shown in
Tables 1 and 2, respectively (data supplied by the Office of the Actuary, Social
Security Administration). The balances In the OASDI trust funds under the
proposal are, of couise, somewhat lower than under present law in all years
after 1979, but nonetheless the reserve ratio (fund at beginning of year as per-
centage of outgo during year) never falls below the "critical" level of 25 percent,
and It rises steadily after 1981. Similarly, the balances in the HI trust fund under
the proposal are lower than under present law, but they are higher in each year
after 1982 than under the previous law.

As to the long-range OASDI financing status under the proposal, the actuarial
deficiency would be increased by 0.17 percent of taxable payroll-to 1.63 percent
of taxable payroll (or slightly less than it would have been under the original pro-
posal of the Carter Administration). This increase in the long-range actuarial
imbalance could be counterbalanced either by (a) compulsory coverage of Fed-
eral employees or (b) an increase in the employer and employee tax rates of 0.1
percent each beginning In 1990.

RomT. 3. Myns.

TABLE I.-ESTIMATEO SHORT-RANGE PROGRESS OF OASDI TRUST FUNO UNDER PROPOSAL TO ELIMINATE AD

HOC INCREASES IN EARNINGS BASE IN 1980 AND 1981

(Amounts In blllio ] _ -

Proposal Present law

Reserve Reserve
Fund at ratios Fund at Ratio

calendar year Income I Outgo end of year (percent) end of year (percent)

1918 ............................... $92.4 $97.2 $31.0 37 $31.0 37
1979 ........................... 106.5 106.9 30.7 29 20.7 29
1980-- . . . . . . . . 118.1 117.1 31.7 26 32.7 26
1981 ............................... 134.4 127.4 38.7 25 42.3 26
1982 ........................... :.- 146.7 138.3 47.2 28 54.2 31
1983 ............................... 157.4 149.2 55.4 32 66.3 36

168.4 161.1 62.7 34 78.0 41
1 . - -- - ---------- - 189.0 173.8 77.9 36 98.2 45
1986 ............................... 203.1 187.2 93.7 42 119.6 52
1987 ............................... 217.1 201.5 109.3 47 141.3 59

1 Indudes Interest Income.-1 Fund balance at beginning of year as percentlg of outgo benefitss and administrative expenses) during year.

TABLE 2.-ESTIMATED SHORT-RANGE PROGRESS OF HI TRUST FUND UNDER PROPOSAL TO ELIMINATE AD HOC
INCREASES IN EARNINGS BASE IN 1980 AND 1981

boler amounts in bilions|

Proposal Present law

Reserve Reserve
Fund at ratio' Fund at Ratios

Income' Outgo end of year (percent) end of yer (percent)

Calendar year:
1978 ....................... $19.2 $19.0 $10.7 55 $10.7 55
1979 ....................... 23.1 22.2 11.6 48 11.6 48
1980 ........................... 25.5 25.7 11.3 45 11.5 45
1161 ........................-..-- - - 33.4 29.7 15.0 38 15.9 39
1982 ........................... 36.3 33.9 17.5 44 19.1 47
1983 ........................... 38.8 38.5 17.7 45 20.3 50
1984 ........................... 41.2 43.7 15.3 41 19.0 47
1985 ........................... 45.1 49.1 11.2 31 16.1 39
1986 .......................... 51.0 54.9 7.3 20 13.6 29
197 ........................... 54.1 61.2 .2 12 8.2 22

1 includes istrest ileome.
a Fund balance at beg~nning of year as percentage of outgo (benefits and edministratle epnees) during year.
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Senator NxLso. I have another followup question to that question
Senator Curtis asked you, Mr. Ball, and I understood you to say that
we already had the answers in writing and Senator Curtis did not
think what he was asking about was in writing. And I am not sure I
understand either his question or your answer.

I was assuming his question was this, and if it was, I think it would
be helpful to have it. We were discussing the question of how well
people understand what their benefits are, or will be, relative to the
wa ges and salaries of future years.

Another words, I understood you to reply that you are maintaining
an average replacement rate of 42 percent. It seems to me-and I think
that is what Senator Curtis was looking for-that it would be very
useful and valuable educationally for both Congress and the public to
have a projection of the average wage in the year 2000. taking into con-
sideration productivity and inflation rates. What is the person who is
now making $20,000 projected to be making in the year 2000?

What social security tax will he be paying, and what retirement
benefit will he be eligible for at that time? People look at a wage scale
of today and are alarmed because they have a tendency to view it as
static, and are alarmed at what it looks like several years down the
road.

And, as I said earlier, we got this figure from the Social Security
Administration, if you take a $10,000 wage earner today and project a.
5.75 percent increase per year in the year 2050, that would be $650,000.
That $10,000 a year eaTner, if you froze his taxes where they are and
the wage base stays where it is, would be able to buy about two meals a.
month on that retirement.

Could we get some figures that would show that?
Mr. BALL. Yes, Mr. Chairman. On the first part of it, the question of

what people will get at different earnings levels. I have put that in the
attaclunent to my statement. That is table 1. But the table does not
have the second part-what people would pay in.

Now, the question of figuring yotrr "money's worth" under social
security, as I am sure you realize, is both very complicated and, at the
same time, very sensitive to the assumptions you use when you take
into account disability and survivors protection and all of the various
possibilities that have to be taken into account.

And, bv and large, until quite recently, the social security actuaries
have been somewhat reluctant to get into this issue. However, my
understanding is that they are about to publish a report which, under
a vely special set of assumptions, does address this question for people
at different ages, taking males separately and females separately. The
report will show what people get in the way of protection-not just
dollars in retirement, but protection-including survivors and disabil-
ity protection-as compared with what they would be paying in. Of
course, taking interest into accotmt, and so on.

So the further step which I think you and Senator Curtis were ask-
ing for, is now being worked on seriously and I think they do have
some preliminary material.

Mr. Myrx:s. What Mr. Ball said is correct. The Office of the Actuary
of the Social Security Administration is putting out some material on
this subject and, being good actuaries, they are doing it in a very
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guarded fashion, saying that so much depends on the assumptions.
is is particularly true with regard to any interest rate that you use.

If the interest rate is changed by a half a percent or 1 percent, then
you get quite a different story.

I still am of the view that I have been for years that, if you could
really analyze this precisely, the answer is that people do get their
money's worth. Even the highest paid young worker gets his money's
worth out of the system, if you take into account all contingencies, like
the chances of getting married, disabled, retiring, and so forth.

So often the examples that show that social security is a bad buy
make certain assumptions to start with that are going to obviously lead
to that answer. They will take a single person who is never going to get
married and have children, or they will use a very high interest rate, as
though the person can make, say,_ 8 or 10 percent interest on his own
investments and then forget that on the other side of the coin there is
the factor of inflation as it affects benefit amounts. As you well know,
the social security benefits are, in a sense, inflation-proof in that they
are automatically adjusted for changes in the CPI.

These are very difficult calculations to make and really, if you want
them to be precise, it is just impossible because of all of these factors.

Senator NELSON. I understand what you are saying and I know how
difficult that is. When you say to someone who paid the $940 last year
that in the year 1990, 12 years from now, he or she is going to
be paying $4,000, it is a real shock, unless you include in that discus-
sion the cost of living in 1990, the wage level, and so forth.

I know you have to make some assumptions, but it would be helpful
of you could, as a practical matter-

Mr. MyEs. Yes, Mr. Chairman. That, of course, can be done very
easily and precisely. What I was saying that cannot be done precisely
is to try to figure out and take into account all the possibilities, whether
the person is going to live or die and so fortlL

If the person knows that he is going to live to age 100, it is a good
buy. If he knows that he is going to die at age 65, a month after retire-
ment, then it is not a good buy. But that is the case for any type of
insurance. If you knew exactly when you were going to die, you would
know whether or not to buy a life insurance policy, or when to do so.

Mr. BALL. Mr. Chairman, I just wanted to be sure that I had been
clear that attached to my statement is an estimate of where earnings
will go, year by year, and where benefits will go year by year so that
people can see how much they would get under the assumptions used.
The table goes up to the year 2000.

Senator NELSON. If you say to somebody today, you will pay this
much in and you will be able to retire, at, say $10,000 in 1995. To many
people who do not think about it-and maybe most of them do not
think about it-that might sound like a pretty good retirement. But in
1995, it is not going to be very much.

Mr. M ERs. As you say, Mr. Chairman, it is entirely a matter of
things being relative that count. Not the absolute dollars, because a dol-
lar today is not worth what it was in 1900, nor will it be what a dollar
will be in the year 2025.

Senator NELSON. One more question. You commented on coverage
of Federal employees, Mr. Ball, and we are going to have hearings on
that, so I do not intend to go into it in any detail.
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But, as I understood your comment, you would merge social security
and the Federal retirement system and you would maintain the Fed-
eral retirement systemI

Mr. BA1. Yes, Mr. Chairman. I think it is important that it really
not be phrased as merging the two systems. What I think should be done
is to treat Federal employees as private employees are treated who are
under a pension system. In other words Federal employees would be
under social security and, then, they would have a separately organized
retirement plan just as the American Telephone and Telegraph Co. or
the American Express Co. does. A separately organized plan-nothing
to do with social security except it takes into account social security-
a plan of their own which is supplementary, built on social security.

But it still operates separately and the retired workers get additional
amounts. The object would be to have the combined amount of social
security and this new, modified civil service, independent retirement
system-the combined amount from the two-give as much protection
as the civil service retirement system now does alone.

I think you should design the system so that the civil servant did not
lose out, and the combined amounts were as much as is payable under
the present civil service system, but I would keep the systems separate.

Senator NELsoN. Well, you have a couple of serious questions there,
it seems to me. In some places they are combined. Under the Wisconsin
State retirement, plan, the employee makes a contribution and his con-
tribution goes to social security, to cover him fully on social security,
and another part of it goes to the Wisconsin retirement plan.

Mr. BALL. But there is a separate retirement plan.
Senator NLsoN. Oh, yes. An absolutely separate fund.
And, as of the last time I looked at it, it is actuarially sound, which

many of them are not, because you cannot amend Wisconsin's system
on the floor of the legislature. It has to go for an actuarial report first,
which would make good sense here in the Congress. And everytime the
actuarial report comes back it scares people and they don't keep on
increasing the benefits, so the Wisconsin retirement system is sound.

However, there is no way in the world that we can continue the cur-
rent benefit structure-you have people who are covered by the Federal
retirement system and have a long-term investment in it and you can-
not turn around and take that away. They have earned it, or at least
they have been covered by it and have anticipated receiving its benefits,
and, if you were going to eliminate the system, you would have to
grandfather.

One cannot defend a system in which Congress and the Federal em-
ployees retire based upon 21/2 percent times the number of years work-
ed times the last 3 years average earnings versus a social security in
which you average out the earnings over a lifetime, minus 5 years, or
something like that, and the benefits are much higher than the amount
of contributions-in other words, we are making the people under so-
cial security pay for the system, they and the employer, and Federal
employees are not. But if we are going to do what you suggest, it seems
to me you ought to gLmdfather people who are in there and let the
system die and have social security and give them an IRA plan or
something.

fr. BALL. Mr. Chairman, I am sure that Mr. Myers will have a com-
ment on this, too, but I wanted to make clear for the record exactly
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what I believe should be done, and that is, I believe that the civil serv-
ice retirement system should be kept as an independent system, but
modified, the provisions in it changed; and that, at the same time, social
security coverage should be extended to Federal employees. The Fed-
eral civil service system would then have been modified in such a way
that the two work together to provide a level of benefits comparable to
what civil servants now have from their system alone,

But you should get it out of a combined system which is like the
Wisconsin retirement fund. It is a separate system, built on social
security. You cannot just add the two together.

Senator NELsON. If I am not mistaken, you would just about have to
double the contribution, put people up into the 15 percent rate.

Mr. MyRs. You are quite right, Mr. Chairman. You cannot just add
the one on top of the other, both because of the very high contribution
rate that would result and, likewise, the unreasonable benefits that
would result.

But it is possible, as Mr. Ball says, to have a coordination of the
system so that each is independent of the other, just as the private
pension plans of most industrial companies coordinate with social
security, and I am sure that your Wisconsin retirement system does
too.

I would also very strongly agree with you, and I am crtain that it
can be done, that all of the accrued rights to date can be protected.

An example of this was what the Congress did with the railroad
retirement system under which there were many undue benefit wind-
falls in the past because the railroad workers also worked under social
security. When Congress fixed this situation up, all these windfalls
that had accrued to date were preserved, for employment up through
1974, but for work after 1974 there would be none of these windfalls.

Senator NELSON. I understand and agree with that. However, I rec-
ognize that the current Federal retirement system has some differences
from social security. They offer some benefits in social security that
are not in the Federal system.

However, the replacement rate in the law we adopted-the low re-
placement rate is 33 percent, is that not correct, for the person in the

highest bracket I
Mr. MYE.Rs. Yes, it is around that.
Senator NeLsOn. Well, as am actiiiry, you know right off the top of

vour head without getting your pencil out that the replacement rate
of a lifetime under social security for the top bracket contributor is
33 percent and the replacement rat for a Federal employee today after
a lifetime in the Federal service is 80 percent. And we are fully fund-
ing the social security one and obviously way underfunding, from con-
tributions by the employee, the Federal system.

Mr. Myms. Under this approach of a coordinated system, if em-
ployees were under social security, they would get the 33 percent from
social security, at least up to the earnings base, and then the rest of the
80 percent would be under the supplementary independent civil service
retirement system.

Senator NzsoN. But then what you are saying to the public is that
you are going to give a better program forever to Federal employees
than they can get.
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Mr. MrFnRs. It is just like, say, that U.S. Steel Co. has a better pack-
age for its employees because it has social security plus its own plan.

Senator NzLSoN. But I am talking about equal contributions to your
Federal plan and equal contributions to the social security.

Mr. BALI. Well, I think we have to get more into the situation in the
present civil service retirement system. I think some of your questions
are directed at that and we have not quite responded.

Social security, after the 1977 amendments, for all intents and pur-
poses, is fully financed, solely by employer and employee contributions.

With the civil service retirement system, on the other hand, we have a
more complicated situation-I am talking now not about the congres-
sional part of the system but the larger system. The employee pays?7
percent and then the individual agencies carry 7 percent in their --
budget. But, in- addition to that there is a major payment out of the
general revenues of the Federal Government as a subsidy to the system
and I think I have seen estimates by Mr. Myers that show it is really
not. a 14 percent system, but in the long run it is something more than
a 25 percent of payroll system as it now stands because I think your 25
percent estimate did not even take into account the cost of living
increase.

Mr. MYins. That is correct. The total cost of the civil service retire-
ment system is far more than the 14 percent of payroll that is visible
to most people. The total cost is at least 25 percent and possibly as high
as 32 percent of payroll.

Mr. BALL. You could-I do not know whether you want to get into
it this morning, but. I think there are some parts of the Federal civil
service system which may not be necessary to preserve for new em-
ployees. The very early retirement provisions that allow people to leave
at 55 with no actuarial reduction and allows them to take other jobs
and build up additional protection in those new jobs while getting
benefits--these provisions may be more liberal than you want for the
long run. A way of phasing out such provisions, would reduce the
Government subsidy, would be to apply new provisions only to new
employees and then you would not have interefered with-

Senator NiuxsoN. I don't want to get into it in any depth right now
because we are going to have some hearings on it pretty soon and we
may want your viewpoint on it then.

Senator'DA romrr. I would just like to quickly recap this point, be-
cause I threw out the idea last fall in a finance committee markupabout the possibility of bring in Federal employees and it was about
11 in the morning, as I recall2 that I just off the top of my head
suggested it, without even offering an amendment. By noon, my office
was filled with lobbyists for Federal employees.

It is not true to say that the mail on the Panama Canal is the most
lopsided mail that I have received. The mail on universal coverage is
the most lopsided mail that I have received as a Senator.

At last count, my mail on the question of universal coverage was 843
letters against it, 1 letter in favor of it.

Now, that is why I want to recap what I understand the situation to
be. It is possible, as I understand it, by some form of integration of so-
cial security with a separate Government pension program to develop
a program which would one, lock in all of the vested rights of Federal

22- 022-7-1--S
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employees that they now have; two, provide them with the same bene-
fits that they now get, although in the form of two checks rather than
one; three, not require additional payin by them; and four, improve
the short term financing problem of social security. Is that not right?

Mr. MyrPm. You are quite correct, Senator Danforth. That could be
done, and I think it was always the intention that that would be done.
However, when universal coverage was proposed, the Federal employee
groups come down in opposition like a swarm of bees. In part, perhaps,
this is so because they do not listen. They do not understand what the
proposal is.

Senator DANFOirH. That is why I want to make it clear that it is pos-
sible to accomplish it. It would help the social security trust funds. It
would put them on a better basis. It would help the short term social
security financing problem. It would help the ordinary citizen who
now feels that he is suffering financial burdens because of social secu-
rity. It would help the public's confidence in the system because the
public, I think, cannot understand how a Congress consisting of 535
people, a President, and a Social Security Administration, consisting
of many people, can all gang up, propose increases in their taxes, when
not a single person in that group has to pay another dime as a result
of social security tax increases.

So I think that it would help the public's perception and it would
help the short term social security financing problem, but it would have
no negative effect, no negative effect, on the Federal employee, as I
understand it, other than he would have to endorse two checks rather
than one.

Mr. MAiyzs. Senator Danforth, I think that what you say is quite
correct. There is only one point where there would be any valid objec-
tion from Federal employees, namely those who hope to manipulate
the system and get windfalls by having a career in Federal service and
then either moonlighting or working under OASDI for some time
after retirement or other separation from service I might say that I
am a vivid example of that. I did not do it intentionallybut it is going
to work that way for me.

I left Federal service in 1970, and I have been under OASDI cov-
erage since then. My primary benefit is about 80 percent of what it
would have been if I had been in social security the entire 40 years of
my work life. The only offset to that, as far as the social security sys-
tem is concerned, is that, although I am now 65, 1 do not intend to retire
and take that benefit. I intend to keep on working indefinitely into
the future.

But this is the type of windfall that occurs now because, Federal
employees can have a career under civil service retirement and then
go out and pick up a very substantial social security benefit-not nec-
essarily a minimum one. Of course, those who pick up a minimum ben-
efit by just working enough to get their needed quarters of coverage
get a larger relative windfall.

But the big advantage of universal coverage, I think, would be to
stop these windfalls and that is where the social security system would
gain. Such coverage would not hurt a career Federal employee. It
would only have an adverse effect on those who either intentionally or
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unintentionally will obtain the windfalls from social security by get-
ting sufficient coverage by employment outside of the Government.

Senator NELSON. Thank you very much, gentlemen.
Senator DANFOrrm. Thank you.
[The prepared statement of Mr. Myers follows:]

STATEMENT O ROBERT J. My'na

Mr. Chairman and Members of the Subcommittee: I am currently Professor
of Actuarial Science at Temple University, and I also do extensive consulting
work In the field of Social Security and employee benefits.

I was Chief Actuary of the Social Security Administration from 1947 until
my resignation in 1970. Before 1947 and back to 1934, 1 held other actuarial posi-
tions with the Social Security Administration, and its predecessor agencies. At
present, I am a member of the National Commission on Social Security, estab.
listed by the 1977 Amendments. As to my professional qualifications, I am a Fel-
low of the Society of Actuaries and a Member of the American Academy of
Actuaries.

Tt views that I am expressing here are solely my own and are not necessarily
those of any organization with which I am affiliated.

With much regret, and with due respect, Mr. Chairman, I am constrained to
say that for reasons that I will bring out hereafter, I am strongly opposed to the
provisions of S. 203, with one exception. I agree with the feature in the bill
which provides that the schedule of OASDI tax rates beginning In 1985--es-
pecially considering the Increase in 1990--could be revised downward until about
the year 2005, and then should be revised upward as compared with present law.
This would have the desirable effect of not portraying excessively large Increases
In the balances of the OASDI trust funds in the next two decades following 1985.

For similar reasons, I am opposed to the provisions of S. 250L

Finanlds status of OASDI &iyteet afWtr 1077 amendments
I strongly believe that the 1977 Amendments were a great step forward In re-

storing the solvency of the OASDI system over the long range. Despite the many
excellent things done by this legislation, there were two points on which I would
have preferred other action.

First, the ultimate tax rates beginning about three decades from now should
have been somewhat higher, so as to result in full actuarial balance, rather than
leaving a long-range deficit averaging 1.46% of taxable payroll. It is significant
to note that the Senate version of the legislation would have accomplished the
desired result of long-range actuarial balance.

Second, I did not believe It desirable that the maximum taxable earnings base
should be increased by the three ad hoc jumps In 1979-81. I particularly did not
believe that $1,800 of the Increase In 1981 was justifiable, because It arose solely
as a result of the amendment by Congressman Fisher eliminating compulsory
coverage of governmental employees, which was rather an illogical method of fi-
nancing such an amendment. Instead of these increases in the earnings base, I
preferred the approach taken by Senator Curtis of increasing slightly the tax
rates, as has beenlone so often In the past-which amendment lost by only one
vote on the Senate floor.

At the present time, there Is an undue and misleading cry of crisis-even
panic-about the financial effects of the 19T7 Amendments. One frequently hears
that this legislation increases taxes over the next decade by $227 billion, a stu-
pendous figure. It is also stated that individual taxes will be tripled as between
1977 and 1987. Both figures are correct under certain circumstances. However, not
all of the facts are presented and, accordingly, quite erroneous conclusions are
drawn.

For one thing, the dollars being referred to for future years not today's dollars,
but rather those after allowance Is made for assumed inflation. The $227 billion
of additional taxes over the next decade is actually only about 14 percent higher
than would have been levied under previous law.

The stated threefold increase in taxes for individuals applies only to those
who currently earn more than $25,000 per year. And even then, proper analysis
would point out that the taxes for such an Individual would-in large part
because of inflation-have been doubled under previous law. Accordingly, the
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correct increase for this group is a 50 percent one, not 200 percent. Even so,
this is a very significant Increase, and one that, in my opinion, was undesirably
caused primarily by the sharp ad hoe increases in the taxable earnings base.
Workers currently at the $17,700 level or lower will, on the whole, have their
taxes for 1978-87 increase by only 6.5 percent under present law as compared
with previous law.

COMMENTS ON 2508

S. 2508 has the primary purpose of eliminating payroll taxes as a financing
support for the Disability Insurance and Hospital Insurance programs, leav-
ing only Old-Age and Survivors Insurance so financed. The efect of this on
payroll taxes would be to reduce such taxes in all future years for persons
at all earnings levels, despite the sharp ad hoe increases in the earnings base
in 197I-81.

A number of arguments have been advanced in favor of such action, and I
shall take them up in turn. It is significant to note that the complaint against
the higher taxes has come primarily from those now earning more than about
$18,000 per year, because those at lower earnings levels will have relatively
small increases in their payroll tax rates over the years-much less than has
occurred at many times in the past, when there were few complaints from the
public.

oZRAILL OOVOW OF OovUNMZNT GU3R au51

I believe that financing any part of the OASDI or HI programs from general
revenues or a government subsidy at the same time that there is also financing
through payroll taxes is extremely undesirable. The presence of government
subsidies would very likely change the general character of the system for the
worse. It will weaken the concept that the benefits involve an insurance right
and have not truly been "earned" by the recipient Also, introducing even a
small amount of government subsidy on an ongoing basis will likely loosen
cost controls and will be like an alcoholic taking "Just one little drink".

Another significant factor about a government subsidy to OASDI or HI that
has been so well brought out by so many is that there just isn't any money in
the General Treasury currently.

But my primary objection to a government subsidy to OASDI or HI i that
such a procedure is basically misleading and deceptive. Many unsophisticated
people will believe that, through this process, they will get something for
nothing-or, In other words, that somebody else will pay for their benefits. In
fact, some might even be so naive as to believe that the General Treasury has
money of its own that could be used for these purposes.

Any informed person, of course, knows that financing of OASDI and HI
from general revenues will result in tax burdens of the same dimensions on
the taxpayers of the country, who are essentially the same people. In other
words, if new taxes are levied to obtain the necessary general revenues, they
will very likely, in the long run, be paid by virtually the same people who are
subject to the payroll taxes--and probably to about the same extent indvidu-
ally. It is true that the initial incidence of any new taxes may appear to fall
less heavily on some groups than others. But over the long run, such incidence
will undoubtedly change, and it is really Impossible to determine. I believe
that economists who make extensive theoretical studies with econometric mod-
els and computer runs are living in a dream world If they believe that they can
precisely determine the incidence or regressivity of any tax.

It is possible, of course, that new taxes would not be levied to meet the gen-
eral revenues needed under S. 2508, although I would urge the sponsors to
responsibly propose the tax source therefor in a specific manner and, In
fact, to provide for such taxes to be earmarked for this purpose. Under such
circumstances of not raising new taxes, the result would be printing-press
money. This, in turn, would create additional inflation. Thus, in the end, the
cost would really be borne through higher prices by the entire population, fall-
ing largely on the same covered workers who think that they will have higher
net incomes because of lower payroll taxes under the bill.

It has been argued In favor of financing Social Security in part through gen-
eral revenues that the payroll taxes are regressive. In my opinion, this is not
the case when the full picture of both benefits and taxes Is viewed.

It is also frequently pointed out that many workers pay more in Social Re-
curity taxes than In federal Income taxes. This argument Is really like com-
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paring apples and baseballs. I view Social Security taxes as individuals' ex-
penditures for a type of personal service and, therefore, quite different from
other taxes. I believe that people should have their personal dignity retained
by paying the same rate for personal expenditures as do other people and meet
the full cost thereof, rather than establish a caste system of "bargain" rates.
If there is a problem of insufficient income for those with low earnings, it
should be solved directly-namely, through the income tax route, such as the
earned income credit for families with children, or through some other in-
comes program, even including recognition of Social Security taxes as deduc-
tions or credits in the computation of income tax liability-rather than indi-
rectly by reducing the generally-applicable normal cost for a particular type
of expenditure, such as Social Security contributions.

FINANCING OF DI AND HI FaoM GENERAL REVENUES

S. 2503 would finance DI and HI completely through general revenues, but
would leave OASI financed completely from payroll taxes. Why should there
be this differentiation? Some people would assert that DI and HI are not truly
"insurance", but rather are "welfare" and thus should be financed from gen-
eral revenues. In my opinion, this Is not at all correct.

I believe that OASI, HI, and DI are all truly "insurance" in the broad sense
of the term of a pooling of risks in a program that is governmentally admin-
istered and has definite provisions for payment of benefits as a right, and likely,
definite financing therefor. This, of course, is not the definition that applies
to private insurance, because the elements of contractual rights and individ-
ual equity are not present in Social Security, but this is what essentially dis-
tinguishes social insurance from private insurance.

Those who assert that HI is not "insurance" do so on the grounds that the
benefits are not earnings-related, as are those in OASDI. To my mind, this Is
not a sufficiently distinguishing characteristic, because HI still has the broad
sharing of the risks, and, furthermore, OASDI does not by any means have a
strictly proportionate relationship between benefits and the previous earnings
level.

When we consider DI, which has earnings-related benefits, I completely fail
to see any reason why it should be called "welfare" instead of "insurance".
Actually, there is more of an insurance element in the disability benefits than
in the old-age benefits, because there is only a relatively small probability that
an insured worker will receive the former, whereas there Is a very high prob-
ability that most workers, particularly the older ones, will receive retirement
benefits.

Possibility of Government subsidy to social security program
If I were asked to state what I believe to 'be the "least worst" approach to

financing the Soci! Security program partially through direct general reve-
nues, my suggestion would be to finance the HI program completely from gen-
eral revenues. At the same time, of course, the benefit protection should be
made available to all persons in the country who meet the age or disability
requirements, rather than only protecting insured workers. Moreover, as an
inseparable part of such a proposal, the general revenues would be financed
completely by a highly visible, special earmarked tax, such as a fixed percent-
age of adjusted gross income for income tax purposes or a fixed percentage of
the actual income tax payable.

A perhaps preferable approach to take temporarily, if the Congress feels a
need to re-examine the financing procedure adopted In the 1977 Amendments, as
the Chairman of this Subcommittee has suggested, would be to provide for the
tax rates and taxable earnings base for 197-S1 to revert to what was con-
tained in the law previously and then for loans from the General Treasvri,
repayable with Interest, representing the difference between the tax receipts
,on the two bases.

[Thereupon, at 11:35 a.m., the hearing in the above-entitled matter
recessed, to reconvene nt the call of the Chair.]
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COMMUNICATIONS RECEIVED BY THE COMMITTEE EXPRESSING AN INTEREST IN THESE
HEARINGS

STATWM T o ANmaw J. BIrmL, Dmfm o IaGisLATIoN, AFL-CIO
The AFL-CIO urges the subcommittee to help preserve the United States indus-

trial fastener industry and the jobs of American workers in the cities and towns
where this crucial industry is located. The Trade Act of 1974 specifically allows
the Congress, by majority vote in both Houses, to disapprove a Presidential deci-
siom that Ignores the advice of the International Trade Commission on relief for
injured United States industry. The AFL-CIO believes the fastener decision
urgently requires action by the Congress.

The industrial fastener industry underlies the industrial base of the United
States. Nuts, bolts and large screws are necessary parts of economic activity here.
The injury from rapid increase in imports of industrial fasteners has been docu-
mented by findings of fact throughout the government.

The industry has twice sought relief under See. 201 of the Trade Act of 1974.
The International Trade Commission denied relief to the industry in 1975. But
on December 12, 1977, the second time around, the industry was declared injured
by a 8 to I majority of the International Trade Commission and higher tariffs
were recommended. The ITC found:

Imports have risen from 21 percent of the United States market in 1968 to 45
percent in 1977.

Comparing the first six months of 1975 to the first six months of 1977:
Sales of the domestic industry declined from $407 million to $38 million.
Producers' shipments fell from 640 million pounds to 496 million pounds.
The average number of workers has dropped from approximately 15,800 to

18,000, a loss of 2,800 Jobs.
Profits have declined from $58 million to $40 million.
Four U.S. producers in the domestic industry ceased production.

Job losses have continued to plague the Industry. Employment dropped between
1976 and 1977-and is still below 1975 recession levels. (See table 1.) The De-
partment of Labor has certified 19 petitions, covering over 4,000 workers as eligi-
ble for trade adjustment assistance since 1975. --

The Labor Department has surveyed the firms In this industry and found that
much of the workforce includes skilled machinists, tool and die makers and beat
treaters, skills which have been developed from experience and training. The
workers in this industry have a higher level of education than workers in all
manufacturing industries.

Losses of such skilled jobs cannot be remedied by vague data about unemploy-
ment rates. Many of the locations where bolt, nut and large screw production
exists have unemployment rates below the national average, according to the
United States Department of Labor, but that national average was 6.6 percent in
September 1977, still a recession level of unemployment. Furthermore, the un-
employment in inner cities of Philadelphia, Cincinnati, Cleveland, Is worse be-
cause unemployment rates are even higher there.

The Labor Department also indicated that "Provided appropriate job oppor-
tunities materialize, the Comprehensive Employment and Training Act (CETA)
programs appear to be capable of meeting the training needs of many of the dis-
placed workers iii the present fiscal year." This type of analysis gives no hope at
all to American workers. It cannot make up for the precipitous loss of jobs-from
20,232 in 1969 to 13,873 in 1975 and down to 1Z744 in 1977. -

In short, the United States Department of Labor's data shows that these work.
era in the United States will be displaced and have been displaced, often from
skilled jobs, often In central cities where other jobs are not readily available. But
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even if other jobs were readily available, the production of fasteners requires an
education and training level that is above the national manufacturing average.
The hardships to workers-skilled and unskilled-has been ignored in decisions.

The Trade Act of 1974 gives the President 60 days to make a determination of
whether or not the recommendation of the International Trade Commission will
be followed. On February 14, the President rejected the ITC recommendations
declaring:

1. Domestic producers' shipments and exports Increased in 1976 and the first
half of 1977.

Comment: This fact has not, however, cured the injury to the industry on the
loss of jobs. Producers' shipments dropped 28 percent between 1974 and 1976. Im-
ports were 64 percent of shipments in 1977. (See attached table 2.) The rise in
1977 for the full year was 1 percent. The job total for all of 1977 was below 1976,
which was below the recession level of 1975.

2. Import relief would add to costs of United States manufacturers who use
fasteners to produce cars, machinery, equipment and construction items.

Comment: The record shows that the cost of fasteners constitutes less than
one-tenth of one percent of the cost of production in most industries. Therefore,
the total inflationary impact would be relatively unimportant compared with the
inflationary impact of becoming totally dependent on imported fasteners whose
price will rise when-The United States Is unable to produce them. The ITO report
shows that import prices rose higher than United States prices during a fastener
shortage in 1974.

3. "The Department of Labor has stated that re-employment prospects for un-
employed fastener workers are fair since many of these workers are located in
areas with unemployment rates below the national average."

Comment: This is an almost unbelievable statement. It shows a callous disre-
gard for the impact of unemployment on workers and a lack of understanding of
Americans' needs for jobs and income. But even in cold economic terms, it is an
unrealistic statement. The national average of unemployment is over 6 percent, a
rate which is a sign of a labor surplus market In almost any economic study. The
list of some fastener locations shows how the economic impact in employment can
affect states as far apart as Alabama and Californla. But the greatest concentra-
tion is in the hard hit North Central and Northeastern states. (See Table 8.)

4. Provision of import relief would subject United States Jobs to the possibility
of retaliation.

Comment: The International agreements of the General Agreement on Tariffs
and Trade allow the United States to protect its industry when it is injured.
Compensation Is not required; it may be sought. An Industry which is protected
for national security reasons is exempt from any compensation.

5. Import relief would adversely affect United States International economic
interests-especially in view of the trade negotiations

Comment: The Congress passed the Trade Act of 1974 to authorize negotia-
tions. The import relief section was In keeping with prospects for negotiations.

6. The appreciation of the yen will relieve competitive pressures from Japanese
fastener exports to the United States.

Comment: The price of fasteners will be higher if the Japanese have realistic
pricing and base their sales on costs. Thus this is an argument for Inflation from
abroad-an argument that makes no sense in terms of the United States' need
for industry at home.

Most of all, the President's statement Is notable because it encourages the
expansion of United States subsidiaries abroad at the expense of the United
States economy: The President stated: "Furthermore, domestic, pro-
ducers or their wholly owned subsidiaries Imported or purchased 20-25 percent
of total 1976 shipments of imported fasteners." Thus the failure to act to protect
the Industry at home will encourage the increase in imports now underway. Since
the ITC found that the largest producers have foreign affilites-the failure to
act can encourage foreign expansion of United States subsidiaries abroad, with
encouragement to ship to the United States market.

The Office of Federal Preparedness of the General Services Administration
has stated that present capacity to produce fasteners is not great enough to meet
the demands of a national emergency.
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This Committee should be aware that, despite the injury findings, some fasten.
era are now on the list of items receiving zero tariffs or preferences from less

developed countries. Therefore, an inrush of fasteners from protected economies,
such as India and Taiwan, may further harm the United States industry and cost
more jobs unless the Congr ess acts. Under Section 508(e) (2) of the Trade Act of
1974, an action under Section 200 makes an item ineligible for Tariff preferences.

Losing the fastener industry will be even more serious to the overall economy
than the loss of large parts of the shoe industry and almost the entire black
and white TV industry. These industries were decimated by the same type of
delay and unrealistic trade decisions in the past ten years. To make such deci-
sions about the fasteners of an industrial economy is a shortsighted and callous
view that places vague international claims above the well-being of the people
and industries who make up the United States.

Immediate action by the Congress to recommend disapproval of the President's
determination not to give import relief to the fastener industry is necessary. Dis-
approval will put the ITC recommendations for a tariff rise into effect.

The AFL-CIO urges this subcommittee to recommend immediate action by
the Congress to over-ride the President's decision and to support the resolution
that will put the International Trade Commission's recommendations into effect.
This is a necessary first to step to assure fair trade for Americans-at. home and
abroad.

TABLE .- AVERAGE NUMBER OF PERSONS EMPLOYED IN U.S. ESTABLISHMENTS IN WHICH BOLTS, NUTS, AND
LARGE SCREWS WERE PRODUCED, TOTAL AND PRODUCTION AND RELATED WORKERS ENGAGED IN THE PRO.
DUCTION OF ALL PRODUCTS AND OF BOLTS, NUTS, AND LANE SCREWS, 1960-77

Production and related wodre
enpted In the production of-

Bolts, and large
Period Tol screws Nuts

0- .........................................- ............ 20,2
1970-------------------------------------18,146
1971-------------------------------------17.2101973............................................ 17,531973 ....................... "....'.............'.'. ........
1974 ................................................... 1. 17,30 1%006 438
W S1 ....................................................... I 705W
1976 ....................................................... 1-3,077 %60 3387
1077 ....................................................... It744 %187 3,57

I Net evalabe
Somee: Compoed from data submItted Is response to queiennadue of the U.S. laormob Trade Commission,
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TABLE 2.-BOLTS, NUTS, AND LARGE SCREWS OF IRON OR STEEL: U.S. PRODUCERS' SHIPMENTS, IMPORTS FOR
CONSUMPTION, EXPORTS OF DOMESTIC MERCHANDISE, AND APPARENT CONSUMPTION, BY TYPES, 196W-77

(Quantity In thwsads of pounds; value In thousands of dollars

Quanty
Rtito (percent of

Imports to-

Producer's Apparent Apparent
Item and period shipments Imports I Exports I consumption Shipments consumption

Bolts and larg screws:
1969 ............ 1,141 0 20 81,914 1,266249 i1 16
1970 ............ 1,069,401 224.629 77,457 1,216,573 21 19
1971 ............... 978,951 215.833 71, 667 1,1 117 22 19
1972 ............... ,112,776 279,382 84,355 1,307,803 25 21
1973 .............. ,190.6S3 329,038 102,665 1,417.026 28 23
1974 .............. 1,217, 178 474, 829 127,350 1,564,702 39 30
1975 ............ 828, 898 329, 758 129,006 1,029,6M 40 32
1976 ............. 881,236 474,084 150,078 1,205,242 54 39
1977 ............. 8 8129 491,140 166,203 1: ,23066 55 40

fluts:
1969 ............... 340,307 165,661 13,134 492,834 49 34
1970 ............... 28284 176, 062 11,691 462,655 59 3
1971 .............. 263,535 163,415 11,560 415,390 -62 39
1972 ............... 303,089 194 812 1,690 480 211 64- 41
1973 ............. 0, 074 21, 52s 21,730 528 70 43
1974 ............ 312,173 30, 613 31,802 581,984 97 52
1975 .............. 194172 205,03 43,480 35730 106 5
1976 ............. 219,145 230 390 47191 402,344 105 57
1977 ............. 214,784 225,776 52. 062 38 498 105 58

Total:
1969 ............... 1,482,107 372.024 95,048 1,759,033 25 21
1970 ............... 1,367,685 400,691 89,148 1,679,228 29 24
1971 ............... 1 242,486 379, 248 83,227 1,538 ,507 31 25
1972 ............... 1415,865 474,194 102,045 ,7 014 34 27
1973 ............ 1 499,727 544 563 124,395 1,919,895 36 28
1974 ............ 1529,351 776,442 159,107 2,146,686 51 36
1975 ............ , 023,070 534 796 172, 486 1,385,380 52 39
1976 ............ 1,100,381 704,474 197, 269 L 607, 586 64 44
1977 ............ 1,112,913 716,916 218,265 1,611,564 64 44

Quantity does not include bolts nuts, and screws Imported free of duty from Canada under the Automotive Products
Trade Act (APTA); quantity of sudi articles is not reported in the official statistics of the U.S. Department of Commerce
Value of imports includes bolts, nuts, and screws imported free of duty from Canada (APTA).

In official import statistics of the U.S. Department of Commerce, the TSUS items containing screws were reported In
rr-.s pieces during 1969-74; for these years, the staff converted the gross pieces into pounds.
A Includes bolts, threaded rods and studs, and nuts if nuts and bolts are in the same shipment It Is estimated by the

staff of the U.S. International Trade Commission that bolts of iron or steel accounted for approximately 90 percent of
total exports.

Io'Includes screws, rivets, washers, and similar articles. It Is estimated by the staff of the U.S. International Trade Com.-
mission that large screws of iron or steel accounted for approximately 60 percent of total exports by quantity and about
45 percent, by value, of total exports.

Source: U.S. producers' shipments compiled from data submitted In response to questionnarmes of the U.S. Internationil
Trade Commission; Imports and exports compiled from official statistics of the U.& Department of Commerce.

TABLE 3.-LOCATIONS OF PLANTS PRODUCING BOLTS, NUTS AND SCREWS OF IRON OR STEEL

Firm name Stats City County

Lamson & Sessions Co ........................... Alabama Birmingham Jefferson,
Vulcan Rivet & Bolt Co ......................... do..........do............. Do.
Amerace Corp .................................. Arkansas Pocahontas Randolph,
Mono. Ind. Inc. Metal Prod Group ................. California Santa Monica Los Angles.
Bethlehem Steel ......................................do........ Vernon Do.
Russell, Burdsall & Ward .................... do........ Los Angeles Do.
Standard Pressed Steel ......................... .... do......... Santa An* Orange.
Central Screw Co ............................... do .... do......... Sonoma Sonoma,
Clark Bros. Bolt Co ............................ Connecticut Milidale Hartford,
Allen Mfg. Co ...................................... do ......... Hartford Do.
Holo-Krome Co ................................ do ..... .... Elmwood Do.
Socker Screw Corp. of America .............. do......... Norwalk Fairfield
Lamson & Sessions ......................... Illinois ChcaJo Cook.
Illinois Tool Works ................................... do .................. do ............. Do,
Phoell Mfg. Co .......................... do............ do ............ o.
International Harvester Co ................... do............do. ... -..- Do,
Victor Products Co.................................... do ............ o.
Safety Socket Screw Co ............................... : do ............ Do,
ITT Harper ...................... do......... Morton Grove Do.
Stanscrew/Capwell .................................. do ......... Bellwood Do.
Russell, Burdsall & Ward .............................. do ......... Des Plains Do,
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Firm same State City County

Iliinois Tool Works ................................... do.- . Eil Cook & Kane%
Illinois Too Works ................................... . Grove Vilap Cook.
Rockford Products .................................... do ............. Rockford Winnebago
National Lock Fasteners .............................. do ............. Rockford Do.
MacLean-Fogg Lock Nut Co ........................... do ............. Mundelein Lake.
Russell, Burdsull & Word .............................. do ............. Rock Flls White Side,
John Deere Plow & Planter Works ...................... do ............. Moline Rock Island
Central Screw ...................................... do ......... Broadview Du Pago.
Ford Motor Co ....................................... do ......... Indianapolis Marion.
Gripco Fastener Divislon-Mite Corp ................ Indiana Montpler Blackford.
Hunchler Products Inc ............................... do ......... Huntngton Huntingtoo.
Grilco Fastener DIviuon-Mlts Corp .................... do . .. South Whitley Whitley.
Bethlehem Steel ..................................... do ............. East Chicago Lake.
Modulus Co ......................................... do ......... Gary Do.
Standard Lcknut & Lockwasher Inc .................... Carne Hamltn,
Illinois Tool Work ............................. Kentucky ........... Russellvile Logan.
Reed & Prince Mfg. Co .......................... Maine Worcester Worcestere
Stillwater Assoc ..................................... do ......... E ast Freetown Bristol.
Continental Screw ................................... do ......... ew Bedford Do.
Goo. W. Moore Inc ................................... do ......... Waltham Hancock,
Decker Mfg. Corp ............................... Michigan Ablon Calhoun.
Federal Screw Works ................................. do ......... Detroit Wayne.
Zimmer Mfg. Industry ................................ do ......... Detroit Do.
Ford Motor Co ....................................... do ......... Dearborn Do,
Towne Robinson Fastener Co ................. do......... Dearborn Do,
Federal Screw Works ................................. do ......... Romulus Do.
Everlock Detroit Inc ............. do.......... Troy Macomb,
International Screw Co .............. ......... : Mount Cemens 0o,
MSP Industies ............. do......... Center Une DO.
Kind Screw Works ................................... do ......... Madison Heights Do,
Molloy Mfg Co ...................... do........... . lsor Do,
G. B. DuPont Co. Inc ................................ do ......... Troy Do.
Ring Screw Works .................................... do ......... Warren DOc.
Zelda Fastener Co. Inc ...................... do ........... Walled Lake Oakland,
Federal Screw Works ...................... do.... ... Troy Do.S G.B. DuPont Co. Inc ........................ do...... ... Lapeer Lapeer,
Ring Screw Works .................................... do ......... Fenton Genesee,
Lewis Bolt & Nuts Co ............................ Minnesota .......... Minnea polIs Hennepin.
Keystone Consolidated ........................... Mississippi ......... Greenville Washington.
Jacobson Mfg. Co ..... ow Jorrey ......... Kenilworth Union.
Amerece Corp .......... . do............. Union Do,
Trans National Fabs r.aors ...... ............ do ......... Linden Do,
Armco Steel ................. .. ........... Missouri ............ Kansas City Jackson & Clay.
St. Louis Screw & Bolt Co............. .... ......... St. LouIs SL LouIs,
Teals Machine Co. Inc .................. ........ New Yor' .......... Rochester Monroe.
Standard Pressed Steel .................. Ohio .......... Cleveland Cuyahog
Federal Stel & Wire ...................... do........... do .. ........... Doe
Atlas Bolt & Screw ...................................do ............ do ........... Do.
Lamson & Sessions ............................... do ................. do. Do.
E. W. Ferry Screw Products Inc ....................... .do ............ do ....... Do.
The Ferr Cqp & Screw Co ........ d........... .ddo o........... -Do.,
Auto Bolt & ut Co .................................. do ............do. Do.
United Screw & Bolt Corp ................... do ................. . Do,
Cuya gaBot & Screw Co ....................... do ............ do .......... o,
Modulus Corp ........................... do ........... Chart n Falls Do,
KLI Inc. (Kerr Lakeside Inc.) ................. do. - Euclid Do.
Lake Erie Screw Corp ................................ do ......... Lakewood DO.
Lamson & Sessions .................................. do ......... Bedford HeIlghts Do.
Lamson & Sessions .......................... do...... ... Kent Portagb
Joseph Dyson & Sons Inc ............................. do ......... East Lake Lake.
Russell, Burdsall & Ward ................... do......... Mentor Do,
Jos. Dv.m. & Sons ................................. do ......... Palnesyille Do.

If. rut Crp ................................... do ......... Sandusky E]Ie.
A.rkco Steat r ................................... do ......... Middletown Butler.
Russell, Burdsall & Ward ........................ Orepn .......... Tigard Washington.
Russell, Burdsall & Ward ........................ Pennsylvaina .... Coraopolis Allegheny.
Modulus Co ......................................... do ......... Mt. Pleasant Westmoreland
Bethlehem Steel ..................................... do ......... Lebanon Lebanon.
WM. H. Otte Miller Co ................................ do ......... York York.
Veder Industries Inc ................................. do ......... Lancaster Lancaster,
Erie Bolt Corp..: .................................... do ......... Erie Edo.
Standard Pressed Steel ................... ....... do ............. Jonkintown Mont ry.
Bethlehem Steel ..................................... do ............. Bethlehem Lahlgih.
Pawtuckett Sorw Co ............................ Rhode Island ....... Pawtuckett Providence.
Pawtuckett Fasteners Inc ............................. do ......... Pawtuckett DO.
Standard Nut & Bolt Co ............................... do ......... Cumberland Do.
Greer.Smyrna Inc ............................... Tennessee. ... Smyrna Rutherford,

-- id So. Bolt & Screw Co .......................... Nashvill Davidson,
Northwest Bolt & Nut Co ...... ... . Washington ......... Seattle Kin.
Bethlehem Steel ........................ do....do...--o.........

*Two plants,
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SuXiaaNY or STATRMEN? BY BaIM 8SnMwA, DInMO, Duwrmlim or SoMIAL
SscuaiTr, AMERICAN FDxaATioN OF LABOR AND CONGRESS OF INDUSTRIAL ORGA-
NIZATIONe ON SOCIAL SZUmR FINANCING

We appreciate the opportunity to present our views on the financing of the
Social Security program. There is no need to remind you, Mr. Chairman, of the
tremendous importance of Social Security to Americans of all ages. You have
participated in the development of the Social Security System for many years
as a key member of the Senate Finance Committee and more recently as Chair-
man of the Subcommittee on Social Security. And we know that you have always
been receptive to proposals to Improve Social Security, to broaden It, to make
it serve the needs of the American people more adequately-provided thbse pro-
posals did not endanger the basic soundness of the system as a whole.

Only a few months ago, on December 20, 1977, President Carter signed Into
law H.R. 9846, the Social Security Amendments of 1977. The AFL-CIO supported
President Carter's Social Security proposals and, consequently, we were not
satisfied with a number of major provisions of the new law that were contrary
to them. Had the President's proposals been adopted, payroll tax increases for
most workers not already scheduled in the law would not have been necessary.
However, H.R. 9346 did put the Social Security cash benefit programs on a sound
financial basis now and well into the next century. We are glad that Congress
recognized the vital importance of acting promptly to resolve the program's
serious financial problems In order to guarantee benefits to million of retirees
as well as active workers who depend on the program for their protection.

Nevertheless, workers hard pressed to meet current living costs are rightly
concerned about increases in the payroll tax. Understandably, many of our
members, bave expressed their concern to us about the burden of these taxes.
In a country claiming commitment to the principle of progressive taxation based
on ability to pay, Social Security financing remains regressive-low and middle

-income workers contribute a higher proportion of their income than do the
wealthy--although with the recent changes in a few years it will be less regres-

sive than at any time except in the early years of the program.
These concerns prompted the AFL-CIO Executive Council to issue a statement

on Social Security financing at its recent meeting in February. This statement
as well as other relevant material are appended to this statement. I respectfully
request they be included in the record of the hearing.

Social Security financing, like any tax legislation, involves the highly charged
issue of how to distribute the tax burden. The fairest and most feasible funding
source for supplementing the payroll tax Is general revenues with these revenues
based as much as possible on progressive taxation. For many years the AFL-CIO
has urged that the payroll tax be supplemented by general revenues. We oppose
any funding source such as sales or value added taxes which would place the
financing burden on those least able to bear it.

Increasingly, bills providing some general revenue financing have been intro-
duced in Congress. This year, S. 2503 was introduced by the Chairman of this
Subcommittee along with 28 cosponsors providing general revenue financing
of the Disability Insurance and Health Insurance programs S. 2501 has been
introduced by Senator Hathaway to reduce Social Security taxes by providing

_ one-third general revenue financing towards the eost of the Old Age, Survivors,
Disability and Health Insurance Program. Congressmen Mikva (H.R. 10754)
and Burke (H.R. 10688) have introduced companion bills to S. 2503 and S. 2501
respectively. Other bills have been introduced.

Many European countries use general revenues to supplement employer-
employee taxes in financing their social insurance systems. The Committee on
Economic Security, which developed the original Social Security law, considered
that such a general revenue contribution eventually would be needed. Indeed, the
original Social Security legislation submitted to Congress in 19M contemplated
an eventual government contribution.

The principle of a general revenue contribution already has been accepted
since some general revenue funds are being used to pay for benefits based on
wage credits for military service, hospital insurance benefits for non-insured
people, special age 72 benefits, and half of tie cost of the Supplemental Medical
Insurance Program (Part B) of Medicare. Using federal general revenue for
Social Security is not a radical concept. Rather it Is an old idea that has not
been fully and properly implemented.
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We urge Congress to adopt the principle of S. 2501, a bill introduced by Senator
Hathaway, which would finance one-third of the total cost of Social Security by a
governmental contribution. We urge as a first step toward that objective a roll.
back in the 1979 payroll tal to 5.85 ,percent and replacement of all scheduled
future tax rate increases with general revenues. This approach would Insrem
roughly one-third general revenue financing by 190.

We oppose a rollback in the future wage base increases mandated by the new
law. These wage increases would affect only the baghet paid workers, nitully
less than 15 percent of the work force and ultimately only 6 percent. The Increases
In the wage base are important not only as a means of financing the program but
also for reducing the regressive aspects of the tax. These higher paid workers
wim simply be paying the same percentage of their salaries in payroll taxes that
low and middle income workers have been paying all of their working lives.

We oppose S. 2503, an alternative to S. 2501, which also uses general revenue
and reduces the payroll tax. The AFL-CIO strongly supports the introduction of
general revenue financing into all the Social Security programs (OASDHI). How-
ever, we believe that financing the Disability and Medicare programs totally from
general revenues as does S. 2503 without any worker contribution would under-
mine the social insurance principle of benefits as a matter of right. If adopted,
It could in time lead to income and means tests. A major factor in Social Security's
popularity is the absence of a welfare stigma. The public looks upon benefits as
an earned right because workers have made contributions during their working
lives. Therefore, we oppose general revenue financing of any of the Social Security
programs that does not maintain the contributory principle although we strongly
favor general revenue supplementing payroll taxes.

S. 2503 would also disproportionately help high income wage earners at the
expense of low and middle income workers. Its substitution for either the Ad-
ministration or AFL-CIO tax proposals would mean that low and middle income
workers would receive less in tax cuts. For example, based on the combined in-
come and Social Security tax payments now scheduled, a worker with a spouse
and two children earning $10,000 a year in 197 would receive a $284 annual tax
cut under the Adininistraton's tax proposal and $312 under the AFL-CIO pro-
posal. This worker would receive only $180 under S. 2503.

The AFL-CIO urges rolling back the payroll tax In 1979 to 5.85 percent and
maintaining the rate at the level on into the future with all scheduled future tax
rate increases replaced by general revenue. This would reduce the current rate
of C.05 p,, nt and prevent the Increase to 6.13 percent now scheduled for 1979.
The cost to reimburse the Social Security Trust Funds in 1979 would be ap-
proximately $5.4 billion. Though payroll taxes would decrease by $5.4 billion,
the additional corporate income resulting from the payroll tax reduction would
be taxable and no longer deductible as a business expense. Thus, the net loss to
the Treasury would Ne less.

Rollback of the payroll tax is preferable to the Administration's proposal to
lower the corporate tax rate and to make the investment credit -permanent. It
would have a number of beneficial effects which would not result from the Ad-
-ministration's proposals. Among these gains are the following:

1. It would provide additional immediate stimulus by increasing consumer
-buying power. Measures designed to affect investment spending operate with
much longer lags and less effectively than measures that stimulate consumer

,spending.
2. It would benefit all employers with a reduced payroll tax and not just those

who take advantage of the Investment credit. In short, it would stimulate em-
ployment by benefiting employers who employ labor rather than those who sub-
stitute new equipment for labor.

3. It would immediately reduce production costs and thus be more Ukely to
result in lowered prices. The immediate effect of a cut in the corporate Income

-tax is to increase after tax profits with little likelihood of price reductions.
We hope our suggestions on the subject of Social Security financing will be

helpful to the Subcommittee in reaching speedy conchusions as to needed action.
In particular, we urge that the general revenue funding we have recommended be
introduced in time to avoid the future payroll taxes now scheduled in the law.
We are certain that American workers cru have every confidence that this Sub-
committee and the Congress will act promptly to ease the burden of the payroll
tax and, at the same time, will insure that the program continues on a sound
financial basis.
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8TAT=MENT BY B=r SZOMAN, DRzETO, DzPAxTMENT oF SocUt Souur'r,
AMERIAN FEDERATION OF LABOR AND CoNoRs OF INDUSTRUL O"AIATION
ON SOCIAL SBcuRY FNAxcIxo

We appreciate the opportunity to present our views on the financing of the
Social Security Program. There is no need to remind you, Mr. Chairman, of the
tremendous importance of Social Security to Americans of all ages. You have
participated in the development of the Social Security System for many years
as a key member of the Senate Finance Committee and more recently as Chairman
of the Subcommittee on Social Security. And we know that you have always
been receptive to proposals to improve Social Security, to broaden it, to make it
serve the needs of the American people more adequately-provided these pro-
posals did not endanger the basic soundness of the system as a whole.

Only a few months ago, on December 20, 1977, President Carter signed into law
H.R. 9346, the Social Security Amendments of 1977. This law makes a number of
major and far-reaching changes in the financing of the program as well as a num-
ber of other significant changes in the provisions of the law.

The AFL-CIO supported President Carter's Social Security proposals and,
consequently, we were not satisfied with a number of major provisions of the
new law that were contrary to them. Had the President's proposals been adopted,
payroll tax increases for most workers n6t already scheduled in the law would
not have been necessary. However, H.R. 9346 did put the Social Security cash
benefit programs on a sound financial basis now and well Into the next century.
We are glad that the Congress recognized the vital importance of acting promptly
to resolve the program's serious financial problems in order to guarantee benefits
to millions of retirees as well as active workers who depend on the program for
their protection.

Nevertheless, workers hard pressed to meet current living costs are rightly
concerned about increases in the payroll tax. In a country claiming commitment
to the principle of progressive taxation based on ability to pay, Social Security
financing remains regressive-low and middle income workers contribute a
higher proportion of their income than do the wealthy--although with the recent
changes in a few years It will be less regressive than at any time except the early
years of the program.

The AFL-CIO has deep concern about the burden of Social Security taxes on
workers. Understandably, many of our members have expressed their concern
to us about the burden of these taxes. Such concerns prompted the AFL-CIO
Executive Council to issue a statement on Social Security financing at its
recent meeting in February. This statement as well as other relevant material
are appended to this statement. I respectfully request they be included in the
record of the hearings.

Social Security financing, like any tax legislation, Involves the highly charged
issue of how to distribute the tax burden. The fairest and most feasible funding
source for supplementing the payroll tax is general revenues with these revenues
based as much as possible on progressive taxation. For many years the AFL-CIO
has urged that the payroll tax be supplemented by general revenues. We oppose
any funding sources such as sales or value added taxes which would place the
financing burden on those least able to bear it.

During last year's debate on Social Security financing, key members of Con-
gress Indicated that alternatives to the payroll tax must be found and many men-
tioned general revenue financing. Since it was also an important element In the
President's proposal for Social Security financing, the subject of general revenue
financing was discussed in far greater depth by the Congress than in the past,
leading to very serious consideration of the concept, better understanding of its
implications and why it is needed. Mounting public concern over increased pay-
roll taxes arising from the recent legislation has also prompted Congressional
interest in the issue of general revenueffhancing.

Increasingly, bills providing for some general revenue financing have been
introduced in Congress. This year, S. 2503 was introduced by the Chairman of
this Subcommittee along with 23 cosponsors providing general revenue financing
of the Disability Insurance and Health Insurance programs. S. 2501 -has been
Introduced by Senator Hathaway to reduce Social Security taxes by providing
one-third general revenue financing towards the cost of the Old Age, Survivors,
Disability and Health Insurance Program. Congressmen Mikva (H.R. 10754)
and Burke (H.R. 10668) have introduced companion bills to S. 2503 and 8. 2501
respectively. Other bills also have been introduced.
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There has been support for a government contribution from general revenues
from the inception of the program. Organized labor supported the the payroll tax
at the time the Social Security program began dispite Its burden upon low income
workers. However, organized labor and many other supporters of this legislation
viewed exclusive reliance on the payroll tax as a transitional stage.

Mr. Chairman, if you will examine the record of the past you will find that in
the early years of the program the Social Security Board, Advisory Councils, and
Congressional spokesmen, as well as organized labor asserted the need for a
general revenue contribution at some appropriate stage of the development of
the system. Organized labor believed, as did many others, that exclusive reliance
on the payroll tax was necessary during the initial phase of the program In ex-
change for the benefits of the new protection. But, at the same time, we felt that
ultimately action would have to be taken to limit the burden upon low and middle
income groups.

In fact, the original Social Security legislation submitted to Congress In 1935
recommended a government contribution to cover past service credits and even
mentioned 1965 as the most likely year when such contributions would be re-
quired. Provisions for a government contribution were actually included in the
Social Security Act from 1944 to 1950 and though removed in the amendments
of 1950, its removal was against the recommendation of the Advisory Council
on Social Security.

In addition, government contributions are already being used to meet a minor
but nevertheless a significant portion of program costa-wage credits for military
service, hospital insurance for the non-insured, matching funds for the Part B
premium and for the age 72 special benefits. In short, Mr. Chairman, general
revenue financing is not a new proposal but an old one that now needs to be
more fully implemented.

We urge Congress to adopt the principle of S. 2501, a bill introduced by Senator
Hathaway, which would finance one-third of the total cost of Social Security by
a governmental contribution. We urge as a first step toward that objective a
rollback In the 1979 payroll tax to 5.85 percent and replacement of all scheduled
future tax rate increases with general revenues. This approach would insure
roughly one-third general revenue financing by 1990.

We oppose a rollback in the future wage base increases mandated by the new
law. These wage base Increases would affect only the highest paid workers,
Initially less than 15 percent of the work force and ultimately only 6 percent.
The increases in the wage base are important not only as a means of financing
the program but also for reducing the regressive aspects of the tax. These higher
paid workers will simply be paying the same percentage of their salaries in pay-
roll taxes that low and middle income workers have been paying all of their
working lives.

These wage base increases will also go a long way toward restoring the origi-
nal proportion of covered wages upon which workers' contributions were made
when Social Security was started. When enacted, the Social Security program
covered the full earnings of 97 percent of covered workers. The new law increases
this percentage from 85 to 94 percent.

The wage base increases also raise the benefits of those affected since the addi-
tional amounts will increase the average wage on which benefits are based. This
results in keeping benefits better related to earnings and reflects the fact that
Social Security is important to workers with above average earnings as well as
those with average or low incomes.

We oppose S. 2503, an alternative to S. 2501, which also uses general revenue
and reduces the payroll tax. The AFL-CIO strongly supports the introduction of
general revenue financing into all the Social Security programs (OASDHI).
However, we believe that financing the Disability and Medicare programs totally
from general reve ues as does S. 2503 without any worker contribution would
undermine the social insurance principle of benefits as a matter of right. If
adopted, it could ic time lead to income and means tests. A major factor In Social
Security's popularity is the absence of a welfare stigma. The public looks upon
benefits as an earned right because workers have made contributions during their
working lives. Therefore, we oppose any general revenue financing of any of the
Social Security programs that does not maintain the contributory principle al-
though we strongly favor general revenue supplementing payroll taxes.

S. 2503 would also disproportionately help high income wage earners at the
expense of low and middle Income workers. Its substitution for either the Ad-
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ministration or AFL-CIO tax proposals would mean that low and middle income
workers would receive less in tax cuts. For example, based on the combined In-
come and Social Security tax payments now scheduled, a woker with a spouse
and two children earning $10,000 a year In 19M would receive a $M annual tax
cut under the Administration's tax proposals and $312 uder the APD-CPO pro-
posaL This worker would receive only $180 under 8. 20.

On the other band, high wage earners would do very well under S. S. fr
example a two wage earner couple with no children, each earning $20,000, would
gain $720 annually. Reductions would be even greater in future years for those
at incomes above $20,000.

The AFL-CIO urges rolling back the payroll tax in 179 to 15.8% end main-
taining the rate at that level on Into the future with all scheduled future tax
rate Increases replaced by general revenue. Ihis would reduce the curr nt rate
of 6.05 percent and prevent the Increase to 6.18 percent now scheduled for 19.
The cost to reimburse the Social Security trust funds In 10 would be appkoxl-
mately $5.4 billion. Though payroll taxes would decrease $5.4 bilflon, the add -
tlonal corporate income resulting from the payroll tax reduction would be taxaMe
and no longer deductible as a business expense. Thus, the net low to the Treahftr
would be less.

Rollback of the payroll tax is preferable to the Admhzistratlon's proposals to
lower the corporate tax rate and to make the investment credit permanent. It
would have a number of beteficlal effects which wuId not reset frm the Ad-
ministration's proposals. Among these gains are the following

1. It would provide additional immeneate stimulus by lnereasing consumer
buying power. Measures designed to affect Investment spending operate with
much longer lags and less effectively than measures that stimulate consumer
spending.

2. It would benefit all employers with a reduced payroll tax wA not Just those
who take advantage of the Investment credit. In short, ft would stimulate em-
ployment by benefiting employers who employ labor rather than those who sub-
stirute new equipment for labor.

8. It would immediately reduce production costs aed thus be more likely to
result In lowered prices. The immediate effect of a cut in the corporate Income
tax is to increase after tax proft with little likelihood of price reductions.

We hope our suggestions on the subject of Social Security financing will be
helpful to the subcommittee In reaching speedy conclusions as to needed action.
In particular, we rge that the general revenue funding we have recommended
be Introduced in time to avoid the future payroll taxes now scheduled In the
law. We are certain that American workers can have every confidence tbat this
Subcommittee and the Oongress will act promptly to ease the burden of the
payroll tax and, at the same time, will Insure that the program continues on a
sound financial basis.

The Social Security program has come a long way since It was first enated In
1M5 toward helping the aged, disabled and survivors So aeleve a better life.
But there are still many areas where the law needs to be Improved. Therefore,
In addition to supporting sound and equitable financing, the APL-OIO pledges
to continue in the future, as we kave In the past, to strive to Improve the Social
Security program in order to better protect American worker--active and re-
tired. We hope that we can look to this Subcommitte for sympathetic attention
to these needs In future years.

STATEMENT VT TrH AFL-CIO lkWU V9 oUMcL ON SOCtaL SEOURITY FINAnIoNo

7be recent Social Security legislation made a number of major changes to the
program's financing, including significant increases in the payroll tax and in the
wage base. Some of these changes impact severely on those least able to pay.
President Carter's original financing proposals, which wVe supported by the
AFL-CIO, would have avoided new payroll tax increases for most workers.

Social Security Is now on a sound actuarial basis nto the next century. But
Social Security financing remains regressive. Despite this nation's commitment
to the principle of progressive taxation based on ability to pay, low and middle-
income workers contribute a higher proportion of their Income to Social Security
than do the wealthy.

The AFL-CIO has repeatedly stated that the payroll tax should be supple-
mented by general revehues, since that revenue is based on a more progressive
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tax system. 0ongre should use general revenue funding to reduce the existing
tax burden and to avoid future tax rate increases now scheduled in the law.

Representative James A. Burke of Massachusetts has introduced a bill, H.B.
1066, which would achieve a long-sought AFL-CIO goal of having one-third of
the total cost of Social Security financed by a governmental contribution. We urge
Congress to adopt the principle of H.RL 1066% through a series of steps starting
with a rollback in the 1979 payroll tax to 5685 percent, with all scheduled future
tax rate increases replaced by general revenues. This would achieve one-third
general revenue financing within an acceptable period of time.

We emphatically reject alternative sources of financing, such as sales or value-
. added taxes, which would continue to place the financing burden on those least

able to bear it. At the same time, additional funds to finance any improvements
in ocial Security could come from requiring employers to contribute to the pro-
gram on the basis of total payrolls. The wage base should be used only to deter-
mine the employee's contribution and average wage for figuring benefitL

The rollback n the Social Security tax rate would provide an effective stimulus
to consumer buying power and benefit both employees and employers through
reduced Social Security tax payments.
Estimated Anaua Geeral Remves ontribu#tose Requtred to Rolbaok and

Maintlak Parroll Tax at 5 Back on Bmvobee and Nmplor-1974-1881
is bliomu 1

1979 5 t.4
1980 --------------------------------------------------- 6.1
1981 18. 4
19 ------------------------------------------------- 22.8
198- - ------------------------------------- ------ 2C0
1984 -------------------------------------------- 25.
1965 8O-------------------------------- ----------------- 80
1986 - 44.6
197 ------------------------------------------------- 47.7

2 The net loss to the Treasury would be less since corporate Income tax payments would
rise because employers would bav les payroll taxes to deduct as a business cost from
their taxable income.

COMPARISON OF SOCIAL SECURITY TAXES UNDER PESE LAW WITH THOSE UNDER PROPOSAL TO HOLD PAY-
ROU. TAX AT 5.6 PERCENT

1990 and1979 11 195 IM6 sftsr

TaX "t (Pren ............................... 5 5 6.13 6.65 7.06 7.15 7.65
MaxImum wage aed'I........................... $2z900 SP7,700 $8lO 420 $47,0
MaxIamtax .......................................... 1, 9 2686 284 649
Tax for 310,000 earer ........................... $515 6 M 715 765
Tax for I5000 "r ........................... M7 W0 , 1,0 1,073 I, 148
Tax for 100 1rnw 1979 ................ ,170 1,226 1,330 1,410 1,430 1,530
Tax fo ONO :Peal (1)...........1,463 1,403 L 662 1,762 1,787 1,913
Tuo $30000 sesn.!P ..................... 1,756 1,403 1,975 115 2,145 2,295

Medmum taxable wags are stmatod based os tihoe hded in the law sad on ntmd @djustmts based
o Increases In swap covwed %wss

PBIL-DELpHU, PA., March 81, 1978.
Re reform of social security system.
Mr. MzO mSTzL n,
Stag Director, (ommittee on PManoe, Dirkse He te Ofio BuMSWsu,
Waashigton, D.O.

GOrrLzuzm: This statement is made by Ronald A. Anderson, on behalf of the
Social Security Citizens' Foundation. The Foundation is a 5501(r) (8) public
foundation that Is seeking to bring together those who have the experience, the
vision, and the courage, to devise a new and safe system to provide non-discrimi-
natory security for all people.

I. Social ,Security must be made safe, sufficent, and non-discriminatory.
T7hat it Is not safe is evident from your present concern with the problem and

from the fact that after paying benefits for only nine years from 1940 to 1949, it
was necessary to continually "refinance" the system by raising the tax rate and
the tax base. Social Security must be made suffient to support the average

82-022 0-8----19
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worker on his old age. This is not the 19th century America when a respectable
person could be expected to provide for his own old-age needs. That is now im-
possible. What can be saved in spite of the high cost of living and high taxes is
eroded by Inflation.

Discrimination must be eliminated. There should be no distinction between men
and women nor any discrimination against persons working after 65. The HOW
Task Force on the Treatment of Women under Social Security recognizes that
there is a marked discrimination against women. See 51 Federal Register 10734-6.
The reduction of benefits received by a working senior citizen is economically un-
sound and penalizes the senior citizen for exercising what would otherwise be re-
garded as an inalienable right; the right to work.

II. What went wrong with the Social Security system? The system was based
on experience with private pension plans and not the needs of people. An Insur-
ance company has no concern about what the voter thinks. An insurance company
benefits by Inflation because it can pay off its fixed obligations with cheaper
dollars.

The passing years have shown the futility of the actuarial approach of Just
raising the taxes a little more every few years. That system has failed because a
growing percentage of a growing population is living longer and inflation makes
the support more expensive.

IIL Proposed changes: It is believed that there can be a self-suWtaining Social
Security system. In general terms, It would require (a) The separation of the
welfare aspect (aid to the disabled) from the retirement. Retirement and welfare
are two different financing operations. It is unsound from a business standpont
to make the retirement fund pay for the nation's disabled. It is also a violation
of the mandate of Article 1, 18, clause 1, of the federal Constitution which re-
quires that taxes be uniform. If as a nation we want to.take care of our disabled,
everyone, as a nation, should pay the cost We do not tax the workers to-build an
aircraft carrier to defend the nation. Everyone pays.

(b) The retirement fund must be handled on a productive basis so that the tax
money can grow larger before it is paid out.

As described in the brochure of the Social Security Citizens' Foundation, this
calls for the following changes to the present system:

(1) Separate the retirement part of Social Security from the general welfare
part (such as aid to disabled persons).

(2) As to retirement, keep Social Security taxes compulsory but give each per-
son the option that his Social Security taxes and those paid by his employer shall
be paid

(a) to government trustees to hold for him In an individual trust.
(b) to a bank selected by the person to be held in an individual tax-exempt

retirement account.
(c) to an Insurance company as premiums on a retirement income policy.

On death, any balance will pass tax-free to a named beneficiary.
(3) End all discrimination and cover both employees and all self-employed per-

sons and women working at home who want to participate by voluntary contribu-
tions. E)nd all discrimination against persons who are married and persons who
work after retirement age.

(4) The general welfare part of Social Security will be financed by the general
tax revenues either directly or through General Revenue Sharing.

(5) Freeze the Social Security tax at 5 percent.
Attached to this letter are (A) pages from Who's Who in American law to

introduce me. I will be In the 1979 Dictionary of International Biography; (B)
a brochure of the Social Security Citizens Foundation; (C) a copy of the Foun-
dation's certification as a 1501 (c) (3) tax exempt public foundation, and (D) a
monograph written by me on some aspects of the Social Security problem.

I applaud your courage in tackling this enormous problem and in having the
intelligence to ignore the assurances of the "experts" that everything is all right
For the sake of America In the 21st century, I wish you God's ald.

Sincerely, RNALD A. AurDUSON.

WHO's Wxo iN AMnxoAx IAW--STANDADS or ADMuIssIo

The fundamental means of identifying and selecting blographees for Who's
Who in American Law is an individual's position within the American Juridical
structure. Therefore, the names included herein reflect the following areas of
the legal profession:
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Other biographees of Who's Who in American Law- are chosen because of
individual achievements within the legal profession.
ANDERSON, RONALD ABERDEEN, b. Chgo., Dec. 11, 1911; A.B., U. Pa., 1988,
J.D. 1936. Gowan research fellow U. Pa. Law Sb., 1907; research asst. procedural
rules com Pa. Supreme Ct., 1937-0; law elk. Estates Ct., Phla., 1940-ft; prae-
ticed law, Phila., 1937-MO; prof. law and govt. Drexel U., Phila., 1940-; tchr.
law, econs. and polt. sci. Charles Morris Price Sch. Advt, Phila., 1946-8. VoL,
Central br. YMCA. Phila., bd. dirs., 194742; founder, bd. dir. Save Am. Man-
power, Social Security Citizens Found.; bd. dire. Chapel of Four Chaplains Mem.
Am., Pa., Phila. bar assns., Am. Bus. Law Assn., Am. Hotel Law Inst. (dir.).
Author: Anderson on the Uniform Commercial Code, 6 vols.; Couch Cyclopedia
on Insurance, 2d edit., 24 vols.; Anderson's Pennsylvania Civil Practice, 17 vols.;
Purdon's Pennsylvania Forms, 15 vols.; Social Forces and the Law; Government
Regulation of Business; Hotelman's Basic Law; Insurer's Tort Law; Running a
Professional Corporation; sr. author Principles of Business; Business Law
Principles and Cases; cons. editor Pennsylvania Law Ency., 45 vols. Office: 252 S.
Van Pelt St. Philadelphia PA 19103 Tel (215) 54-3285.

a0a
That's the word from Social Security.
What to do? SES

Give America a new social security system based on S E S.

S is for SECURE-.
Make retirement benefits secure.

E Is for EQUALITY-
Protect everyone. Stop discrimination and forfeiture because of sex, mar-

riage, or working after retirement age.
S Is for SUFFICIENT-

Make social security payments sufficient.
No more promises that cannot be kept

Let's work together for the real thing: Join the Social Security Citizens'
Foundation.

FACZ THz TRUTH
In 1977 you wil pay 34 times what you paid for Social Security tax In 1949

If you earn $16,500 or more. The existing Social Security system can only bring
depression or crushing taxation for the future. A new system Is needed.

Social Security cannot keep going without raising taxes or reducing benefits or
postponing retirement. Social Security cannot hold up much longer. Of course
everyone will do their best to keep it going but this means: (1) more taxes, or
(2) reducing the benefits, or (3) postponing retirement.

Do you want this?
One or more of these things must be done just to keep the present system going,

even with all its discrimination and with Its insufficient payments.
Don't you want a Social Security system which is safe, and which does not

need higher taxes to keep It going?
Don't you want a Social Security system that does not discriminate against

women and working senior citizens?
Above all, don't you want a Social Security system that will make payments

that will be sufficient to support you?
Remember that you are going to live longer than those who went before.
What will become of you?
If you are concerned, join with me to find a better Social Security system. Join

before it is too late.
We cannot sit Idly by. Do not think that the system will not collapse because

it Is backed by the government. Governmeiqts can go broke. Look at New York.
Look at some 37 states that are having financial difficulties. Can Oncle Sam ball
out everyone and everything? And who will bail out Uncle Sam? '

The Social Security trust fund is running dry. By the government's own figures,
It will last three, maybe seven years. When It goes, all taxes will go up in a des-
perate effort to save the system and to protect those entitled to benefits. Higher
taxes means less money for you. It means more inflation for everyone.
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Remember that whenever unemployment rises; or work stops because of lack
of Arab oil or natural gas, the amount paid as Social Security taxes drops and
the reserve fund runs out that much faster.

WHAT CAN WE DO?

In union there is strength. While there is yet time, we must bring together the
forward thinkers of our country to devise a new Social Security system that will
work and that will not drive us all broke. America needs new experts who can
devise a system for the future and learn from the mistakes of the past.

JOIN THE SOCIAL SECURITY CITIZENS' FOUNDATION

An individual life membership is $1. A perpetual membership for a corporate
employer is $100. This is a non-profit corporation. It is an IRS approved section
501(c) (3) tax-exempt foundation.

The purpose of the Foundation is to promote the development of a sound, non-
discriminatory Social Security plan through the cooperation of the foremost
leaders of our great land. No executive salaries are paid by this foundation. Every
dollar received for membership is used 100 percent in striving for the great goal
of a safe and non-discriminatory Social Security system.

WHO 18 RUNNING THE FOUNDATION?

Ronald A. Anderson, Esq., Is the Director and President of the Foundation. He
has written more law books than any other author, in this or in any country. He
is well-known nationally to judges and lawyers as the author of Anderson on the
Uniform Commercial Code, the Second Edition of Couch Cyclopedia of Insurance
Law, and many other texts. He is listed in Who's Who in America Law and Is--
well-known to universities as the author of Principles of Buenas Law, Govern,-
ment Regulation of Buiness, and Social Forces and the Law. He Is Professor of
Law and Government at Drexel University, Philadelphia, and the chairman of
the Research Committee of the Drexel College of Business and Administration.

Dr. Andrew G. Verzllli, forensic economist and statistician, is the Secretary and
Treasurer of the Foundation. He is Associate Professor In Economics at Drexel
University and has researched widely in government, Industry and university
sponsored projects.

Dr. Paul E. Dascher is the Vice-President. He Is the head of the Accounting
Department at Drexel and is well-recognized as a researcher and forward thinker
in accounting problems.

These three volunteers are bringing together those who have the knowledge,
the experience, and the courage to find a better social security system. These
experts and leaders will be An Advisory Board that will guide the Foundation.
The membership of the Board will soon be announced.

WHAT IS THE PEOPLE'S OPTION PROGWA.?

As a starter, the ?oundatlon is considering the PEOPLES' OPTION PRO-
GRAM (POP). Its key features are:

(1) Separate the retirement part of Social Security from the general wel-
fare part (such as aid to disabled persons).

(2) As to retirement, keep Social Security taxes compulsory but give each
person the option that his Social Security taxes and those paid by his em-
ployer shall be paid

(a) to government trustees to hold for him In an individual trust,
(b) to a bank selected by the person to be held In an individual tax-exempt

retirement account, or
(c) to an insurance company as premiums on a retirement Income pofcy.

On death, any balance will pass tax-free to a named beneficiary.
(8) End all discrimination and cover both employees and all self-em-

ployed persons and women working at home who want to participate by
voluntary contributions. End all discrimination against persons who are
married and persons who work after retirement age.

(4) The general welfare part of Sodcil Security will be financed by the
general tax revenues either directly or through General Revenue Sharing.

(5) Freeze the Social Security tax at percent.

(
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POP will give the young person now starting to work a retirement fund of a
quarte million to a half million dollars. No one else can spend this. It isa there
when he retires. What Is left stays In his family.

DO YOU HAVE A BETTER PLAN

POP cannot go broke and does not depend on rising taxes to keep going. Per-
haps you do not agree with this. That Is not important.

(1) You cannot deny that there is a Social Security problem.
(2) You cannot deny that in union there Is strength. United we can make

a better plan.
(3) If you don't like POP, don't Just find fault; come out with a better plan.

Join the Social Security Citizens' Foundation. Remember, America Is wait-
ing. How long can our country wait?

The problem becomes more difficult every year. As each year goes by the popu-
lation has increased. Each year the cost of living has increased. Each year our
nation's resources are less and less. The problem of Social Security may be m-
possible to solve in ten years. We must get to work at once.

DO NOT PANIC

Panic does no good. But do not hide like an ostrich and ignore the danger. Our
country faces trouble. Not Just trouble for the senior citizen, but trouble for
everyone. Everyone will be taxed beyond the limit in the effort to have the present
Social Security system. Trouble not Just for the senior citizen, but for the young
worker who will get nothing at 605 in spite of the years of Social Security taxes
that were taken out of his pay and paid by his employer. Not just the senior
citizen, but every business, every bank, every insurance company, and every
holder of investments. YOU are threatened by

SS. DEFzIcrr PLUs U.S. DmeCrr EquALs ?

If you doubt that there are two deficits, take the goverament's own figures.
Social Security had a $3 billion deficit in 1975. The official estimate is a deficit
of 4.6 billion dollars in 1978. This Is calculated to rise to a $20 billion deficit in
1900. On the basis of today's dollar, the deficit in 2060 will be $4 trillion, or 4
million million dollars, or :12 times the dailr expenses of our entire national
government for 1976.

DEFICIT8 SPEAK LOUDER THAN EXPERTS

Should we Ignore the growing deficits? Are we protected because the experts
say the present Social Security system is safe? Remember that the experts once
said the earth was fiat. The experts said the sun revolved around the earth.
The experts said that everything was made of earth, fire, water, and air. The ex-
perts said it was impossible to create an atom bomb. The experts said it was
Impossible to Journey to the moon. The experts said that our national population
would never exceed 180 million. It is today over 216 million. The experts say
the bumble bee cannot flAy. Should we trust our futures to experts who cannot
see tomorrow?

ADVANTAGES OF THE PEOPLE'S OPTION PROGRAM

No guessing games with the future. You get your money. You get more money.
Your family gets more money when you die. You do not pay more for the general
welfare than your neighbor. You help finance the industrial future of America.
The Foundation program Is not hurt by a depression, but is an anchor against
depression. Future generations are not burdened with taxes. POP encourages
self-reliance. POP ends discrimination in Social Security.

JOIN THE FOUNDATION NOW

$l'fdr a life membership. $100 for perpetual membership for a corporation.

PROTZT YOURSELF. SAVE OUR COUNTRY

Let's give 2076 something to celebrate!
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DzVA=MNT O1 THE TzuAsuay,
INT'i .L REvENUE Szavzcr,

WaaEngton, D.O., Pebruary ,7,1976.
SOCIAL rCUaITY CITISN'Sa FOUNDATION,
Philadelphia, PG.

DEa APPLICANT: Based on information supplied, and assuming your opera-
tions will be as stated in your application for recognition of exemption, we have
determined you are exempt from Federal income tax under section 501(c) (8)
of the Internal Revenue Code.

We have further determined you are not a private foundation within the
meaning of section 500(a) of the Code, because you are an organization de-
scribed in section 509 (a) (2).

You are not liable for social security (FICA) taxes unless you file a waiver
of exemption certificate as provided in the Federal Insurance Contributions Act,
You are not liable for the taxes imposed under the Federal Unemployment Tax
Act (FUTA).

Since you are not a private foundation, you are not subject to the excise
taxes under Chapter 42 of the Code. However, you are not automatically exempt
from other Federal excise taxes.

Donors may deduct contributions to you as provided in section 170 of the
Code. Bequests, legacies, devises, transfers, or gifts to you or for your use are
deductible for Federal estate and gift tax purposes if they meet the applicable
provisions of section 2055, 2106, and 2522 of the Code.

If your purposes, character, or method of operation is changed, you must let
your key District Director know so he can consider the effect of the change
on your exempt status. Also, you must inform him of all changes in your name
or address.

The block checked at the beginning of this letter shows whether you must
file Form 990, Return of Organization Exempt From Income Tax. If the Yes
box is checked, you are required to file Form 990 only if your gross receipts each
year are normally more than $5,000. It d return Is required, it must be filed by
the 15th day of the fifth month after the end of your annual accounting period.
The law imposes a penalty of $10)°a day, up to a maximum of $5,000, for failure
to file the return on time.

You are not required to file Federal Income tax returns unless you are subject
to the tax on unrelated business income under section 511 of the Code. If you
are subject to this tax, you must file an income tax return on Form 9O0-T. In
this letter we are not determining whether any of your present or proposed
activities are unrelated trade or business as defined in aecion 518 of the Code.

You need an employer identification number even if you have no employees.
If an employer ideatiflcation number was not entered on your application, a
number will be assigned to you and you wili be advised of It. Please use that
number on all returns you file and in all correspondence with the Internal Revenue
Service.

We are informing your key District Director of this action. Because this letter
could help resolve any questions about your exempt status and your foundation
status, please keep it In your permanent records.

Thank you for your cooperation.
Sincerely yours, JEANNE S. GESAY,

Cohel, Ruling Section 1, Rsemp# Organzatiox Technical Branch.

Soom, Szcuny, YOU, AND ToMoaaow

(By Ronald A. Anderson, Director of Social Security Citizens' Foundation)

What do you expect from Social Security? What will your grandchildren?
America took a gaint step when the Social Security Act was adopted In 19865.

When Roosevelt signed the law, he said that it was a cornerstone but that much
building remained to be done, We have delayed too long in completing the building.

Social Security must be made safe. It must stop discriminating. It must begin
providing smcflelent support. f

is it safe? This year the President told you in his State of the Union message:
"Simple arithmetic tells us all that the Social Security trust fund is headed for
trouble." The former and present Secretaries of HEW and the special advisors to
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the Secretary of the Treasury have variously uld that the Social Security system
will bankrupt the nation by the year 2000; that It cannot keep its promises; and
that the deficit in the system by the middle of the net century will be $4 trillion.

Why this grim outlook? The answer is ea . The workload now carried by the
Social Security system is far greater than it was designed to carry. The senior
dUsen cement of the population Is much larger. It has rism from 6 percent in
1985 to 10.5 percent. The National institute of Aging forecasts that the senior
citizen segment could become 10 percent of society. The total population is far
greater than was anticipated. Now 216 million, it Is 20 percent greater than was
ever believed possible. The result Is that while there were only about 7 million
senior citsens ID 1965, there are now over 22 million. Moreover, the person of 65
was expected to live 11M years tu 1395 but now has an expectancy of 15 years.
And In addition, Social Security has been broadened to include welfare payments,
as for disabled persons. All of this against the bac of a steadily rising cost
of living. Small wonder that Social Security ran a deficit of 8 billion last year, Is
running a deficit this year of $4.6 billion, and will exhaust the reserve fund by
1960 or shortly thereafter. The present Social Security system discriminates
against married working couples and senior citien working after the age of
retirement.

Social Security today is not suficient. It is not suffilent for the millions who
are totally dependent upon Social Security. This Is sam particularly In the ce of
widows of retired workers The reduced amount of Social Security reesived by
the widow is not uAcent.

Does America really want a Social Security system that provides suficient
money to live through retirement years In a manner in harmony with our beUef
in the dignity of the human being? We will find the answer to this If we ftrst an-
swer the question: 'Can the ordinary person save enough for support through the
post-retirement years?" Sadly, the answer Is now "no." I chllenge anyone. to take
the medium range salary and save anything for the future after paying for food,
clothing& ftel transportation, taxes or rent.

And consider what happens to today's savings. Aeume that our worker saves
$80 this week. What will the rising cost of living do to that saving? The most
optimistic predict that the cost of living will drop to an Increase of 8 percent a
year. It Is now 6.1 percent. If It drops to 8 percent, the $80 saved today will have
a purchasing power of$S1 in 24 years. In 80 years, it will be $106

It should be obvious that the ordinary employee cannot take care of his retire
ment years. It should also be obvious that for most American the pioneer era of
self.rellance has gone forever. Very few can produce their own food, their own
cothing. their own fuel, and their own shelter.

If the human being cannot take care of himself, Is It not obvious that Social
Security must be improved to do the Job-What was good enough In 196 will be
no good In 2085. Social Security must be made safe, non-diucrlminatory, and su-fi.
cdent; and In a way which will not bankrupt the nation.

In order to build for the future and carry on the work begun In 1TT6-protection
of the human being-we must find a new system of Social Slecurity. To date, the
experts have produced nothing better than a proposal to raise Social Security
taxes to increase the revenue by 12 percent to 20 percent. Within a few years, the
cost of living will take up this Increase and still more taxes will be required. Look
at the history of Social Security. No payments were made until 140. By 1949, the
system was headed for trouble. Since 1960, Congress has repeatedly raised the
maximum tax baen and the tax rate. Instead of a 1 percent tax on a maximum of
$8000, It Is now a tax of 5.85 percent with a maximum base of $15^00. Next year
the maximum base will be $1,500 and the tax will be at least 6.16 percent-
which makes the maximum tax on the worker about 54 times what It was 26 years
ago.

This pattern of constantly raising the taxes does not solve the problem. Worse
than that, it produces a cost of living Increase that aggravates the problem.

In the belief that the forward thinkers and leaders can find a better way of
meeting the Individual and national needs if they could be brought together, the
Social Security Citizens' Foundation has been formed. It is a non-profit corpora-
tion. It Is an IRS tax-exempt 1601 (c) (8) foundation. No executive salaries are
paid.

The Foundation has proposed i plan In order to start the discussion. The first
step of this plan, called the People's Option Program (POP). Is to separate wel-
fare payments made by Social Security from retirement benefits. Retirement taxes
should be spent only for retirement.
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The next step Is to freese the Social Security tax at 5 percent of salary.
The third step Is to take the 5 percent paid by the employee and the 5 percent

paid by the employer and give the employee the option of how that money should
be held. The payment must be made, just as now, but the employee has the choice
of how the fund is held. The option given to the employee Is (1) let the govern-
ment bold the money for him In an Individual trust, (2) put the money in a tax-
sheltered account In his bank, or (8) pay the money as premiums to his insurance
company on a retirement policy.

By treating every person's account separately, there Is no chance of It being
spent for someone else. By providing tax sheltering, the amount can grow with In-
flation so that today's worker will probably receive about one-quarter of a million
dollars on retiring. Any money remaining In the account upon the death of the
senior citizen will pan to a named beneficiary free of any tax.

Under POP, each person has his own retirement fund which is not affected by
whether there I unemployment or a decline In the birth rate. The buying power
of the senior citizens coming from their Individual accounts will promote full
employment and prosperity for all. And best of all, each senior citizen Is sup-
ported by his own retirement account. The rest of the nation Is not taxed to pro-
vide for him. This Is modern self-reliance.

There are many details to be worked out. But we must get busy and do it. The
basic plan of POP is sound. It has been used successfully for a number of years
by self-employed persons having individual Keogh Plan retirement accounts and
by employees making voluntary contributions to qualified pension trusts of their
employers.

Yet to be worked out are the mechanics of transition from the present plan to
the new plan. It seems clear that the present plan must be continued for the bal-
ance of the lives of our present senior citizens. At the same time, POP will be
started up. Of course It will be expensive for the nation to run two plans at the
same time. Just as it is expensive for you to buy a new home before you have
sold the old one. But in the long run, the cost of this transaction will be far leas
than the cost of staying with the present Social Security system and running Into -
the $4 trillion deficit of the next century.

Self-employed persons and women working at home who wish to make volun-
tary contributions can enter POP. We must solve the problem of the woman work-
ing at home who cannot afford to make voluntary contributions.

The present forfeiture of benefits by senior citizens working after retirement
will be abolished.

Some may be frightened by the complexity of keeping records for POP. Thanks
to the computers we now have, this does not present any problem.

Those of you who have the experience, the knowledge, the vision, and the cour-
age to find a better Social Security system are needed. For more information
about the Foundation and how you can help create a better Social Security-sys-
tem, write to the Social Security Citizens' Foundation, P.O. Box 2024, Philadel-
phia, Pa. 19108.

We the people of the United States can find a better Social Security system.
This is how we can repay our debt to 1776. This is how we can be sure 2076 will
celebrate the birth of our nation-and not mourn its economic death.

DuBoxs, PA., March 9, 1978.
Tirn SNATrz FINANCE COMmiTTe, -
Dlrkten Senate O#ce Building,
Washington, D.C.

DrAa Comnrirzn Msmnzzs: I would like to express my displeasure over the
recently enacted Social Security Bill.

You have effectively raised my tax by 50 percent or more over the next nine
years without any guarantee that I will have a pension when I retire. You,
the President and Congress must be naive or absolutely crazy. Did you not con-
sider the impact on the middle-income wage earner-the productive element of
this country? We are forever being asked or directed to carry an ever Increasing
burden.

If the taxes being presently deducted from my earnings were being set aside
for my retirment or disability, as it was originally intended, my objections would
not exist. But you persist In allowing the Federal government employees a much
better break and you continue to make the Social Security Fund a public welfare
program.
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Our present mania for public welfare programs and pension In government, as
well as the private sector, will surely bankrupt this great country someday.

We should learn a lesson from Great Britain with its socialism dominated by
unions and in near bankruptcy and economic chaos-thanks to oil they may
survive for another generation.

The "Quality of Life" and "Standard of Living" of the Producers Is diminishing
while the Congress and the President preach otherwise.

Very truly yours,
Brm Bnmvrm.

MiNNaA-ous, MINN., April 1, 1978.
MICHAEL STUN,
Staff Dirctor, Committee on Finamsc, Room 207, Dirkaen Senate Ojice Bildhsg,

Washingtow, D.C.
DEaa ML STEN: You will probably be Inundated with both testimony and

communications regarding the social security payroll tax increases for which the
Subcommittee on Social Security will be having hearings April 6 and &

Somehow, I hope someone manages to convey the probable very serious
ramifications of both this terribly regressive taxation for those in our society
who are least able to afford it and the almost certain Inflationary aspects of it.
This is obviously a difficult matter for Congress to decide but nonetheless, it is
most profound.

It seems to me that In the drive to create a welfare state, someone with a bit
of astute logic should look around to the rest of the world to see Just how desira-
ble this has been for them. I recognize that commitments have already been made
to those In the Social Security system and this being the case, there is obviously
a need to carry through, but financing from general revenue funds would seem
to be less damaging. This would give the Congress an opportunity to come to its
senses and to perhaps cut out some of the other more foolish expenditures in
order to reduce both the inflationary aspects and the terribly regressive aspect
of this for our citizens.

Sincerely, Draw VAN Horns, CPBO7.

STATEMENT or NATIONAL SMALL BusiEzsa AssociATION

This statement is submitted on behalf of the National Small Business Asso-
ciation (NSB) representing 50,000 individual members and 1,000 of the 1,200
Standard Industrial Classifications. We appreciate the opportunity to comment
on refinancing of the- Social Security System.

Because of the limited time available for the preparation of our statement,
our comments must be general in nature.

The "point" Committee calling for change in the financing of Social Security
is the Joint Economic Committee (JEC) and some of the conclusions contained
In its Report 1 should be challenged.

Here in table form is our estimated Impact of the Social 6ecurity Amendments
passed last year insofar as benefits and taxes are concerned. As an example, the
old law was out of control-a worker or his employer at age 50, in the next 15
years, based on the old law, would have paid $25,200 for a $15,700 benefit. Under
the new law, the same worker would pay $39,000 for a $12,000 benefit.

' Analysts of Social Security Legislation prepared for members of the Joint Economic
Committee. February 15. 1978.
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We make these observations:
1. Since there is little or no prefundlg, every dollar paid by a working citizen

Is passed immediately back to a retired citIen. In fact, during the next few years,
while the trust funds are declining, more dollars must be returned than are
taken In.

2. Financing the system from Federal deficits (there are no Federal revenues
left) will Involve creating money, and/or borrowing money from the nation's
capital markets (which long-term would be better left for productive investment)
and inflation. This is precisely the vicious circle we are now in. Inflation kills
investment we desperately need. It raises interest rates since investors have
become quite sensitive to inflation and even the expectation of Inflation.

3. We are currently funding the Social Security System on a pay-as-you-go
system. The costs are going up. In addition, we expect these costs to continue to
increase even if the optimistic assumptions used by the government are realised.
If they are not, the cost will Increase even more. The central question before you
is whether the answer is hiding this fact by financing from general revenues.
What it reaches the point at which it can no longer be hidden, will not workers
be Justifiably angry at the manner in which they were treated and the unantici-
pated burden they will be hit with? Some day the "piper must be paid."

4. The Joint Economic Committee (JEC) says:
"A rise in the employee tax reduces disposable income Just like an increase In

the personal tax. Consumption therefore declines and the resulting additional
slack in the economy reduces production and employment"

The effects of tax depends on how It Is used by the government. In the case
of Social Security taxes, they are simply transferred to another individual so,
for example, instead of your wife and you having $1,000 to spend on consumption
while your grandparents have only $250, the grandparents may have $00 while
you and your wife have $750. In today's economy there can be little doubt that in
both cases there would be the full $1,250 worth of consumption going on.

Under the JEC proposal, however, you and your wife should be left with $1,000
to spend while the Federal government "created" $250 so your grandparents could
still have $500. So there is now $1,500 to spend on the same amount of goods and
services where before there was $1,250. Also, $250 has been borrowed from the
capital markets. The JEC would call this expansionary-but it Is about time we
recognized that it is simply inflationary and counter-productive. You have also
caused the basic money supply to grow which to some is very Inflationary.

5. The JEC Report says :
"It is important to keep in mind that the present system operates as a regres-

sive income tax."
Perhaps the following example should be looked at more closely:
A. An employee entering the work force today who earns a salary above the

wage base can, under the assumptions used in the foregoing table, look forward
to paying $312,000 in taxes for a $66,500 annual benefit or approximately $5,800
for each $100 of monthly income at age 65.

B. A similar employee who earns $7,500, however, can under the same assump-
tions, look forward to paying $106,500 In taxes for a $36,100 annual benefit or
approximately $3.500 for each $100 of monthly income.

If, as the JEC says, the Social Security System is regressive, then so Is a sys-
tem that would let a worker earning $7,500 purchase a car for $3,5 while forc-
ing a worker earning the wage base to pay $5,600 for the exact same car. The
system may not take as much money from the workers with higher earnings as
the JEO might like, but is not regressive. Obviously, if a way could be found to
take more taxes from the higher-paid employee, it would be technically even more
progressive than it is now, but at what point does it stop being progressive and
start being legal confiscation from a small segment of our population?

& From the point of view of stability, does it make any difference-measuring
total impac*-whether taxes are taken out of the economy by Social Security or by
Federal income taxes? The effect will be same. If, however, the Social Security
System is financed through the general deficit (as opposed to raising income taxes
to the required level to pay the benefits), the JEO would call it expansionary.
Would not inflationary be closer to the mark ?

7. Using the Social Security Administration's assumptions, which even the JVC
agrees may be optimistic, the current system is over 1% out of balance. There-
fore, the problems are primarily long-range not short-range, in nature and stem
from a consistent unwtllitigness of Congress and the American people to face the
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true cost of the system and present it openly to the American public. The current
system has this one decided advantage. It makes honest men of all of us because
the lack of money to pay benefits cannot be hidden. Where would we be if the
prior defective law had been financed through general revenues? How much longer
would It have taken to force a resolution of the problem? How much future dam-
age would have been done it Congress could have delayed addressing the problem
for say, five more years?

& The economy as a whole is seeing a tremendous inflationary impact from the
cumulative effects of continual Federal deficit spending. If proponents of general
revenue a/stance claim It will not be financed through the Federal deficit, this
means Federal Income taxes will have to be raised. Is there any reason to think
this will have any different effect on the economy than an increase in Social
Security taxes? The JOC says "Such (general revenue) assistance would reduce
the aggressivity of the Social Security system.. ." First the JBG states the tax Is
regressive. Next the JEC overlooks the benefits which are quite progressive.
Then the J100 declares the entire system is regressive. This reasoning does not
follow the principles of logic.

The JBC appears to have decided the American people would not be willing to
accept their responsibilities to prior generations unless they are prevented from
seeing the true cost of such responsibilities by burying it in the general deficit
where It will show up as an Indistinguishable part of the current high inflation
and general economic malaise afflcting our nation's economy.

9. If the 50W50 employer/employee tax rate is removed, this is borrowing from
the future since, at the ne*t Increase in wage base, there will be additional bene-
fits pnreated but only half the additional taxes will be collected. This is because an
increase in the wage base would only increase an employee's tax since the em-
ployer would already be paying tax on his entire payroll. It would also remove
an important buffer in the current system since, as it now operates when the wage
base is increased, it generates proportionately more taxes than benefits. This Is
because people at higher Income levels pay proportionately more taxes for their
benefits than those at lower income levels.

10. Today's retired people are our grandparents and parents, not some abstract
prior generation, and some day they will be us. Therefore, it Is about time the
nation was given a true estimate of the cost of the benefits so that there are no
future surprises such as the tax increase we have just had.

The Social Security System Is reaching a mature situation where the true costs
are making themselves known and this is coupled with the possibility that, if birth
rates remain low, it will approach a declining situation with still higher costs.
The current tax system forces the problem to be faced openly and resolved. The
alternative is to bury it in general revenues.

Perhaps the only realistic solution is to continue parity financing by employer
and employee, but lower these payroll costs by separating from the system those
parts--disability benefits for example--which actuarially cannot be calculated.

Quite frankly we do not know the answer. There is no easy answer, but whether
the present system continues, whether general revenues are utilized in whole or in
part, the '"pper must be paid".

Thank you for giving us the opportunity to express our views.

STATZMZT OF JAMmS A. SlErm

When I arrived home Wednesday evening, April 5, the headlines of our local
newspaper told of the House Democratic Caucus vote, 150-57, to use Income
taxes and other general revenues to finance Social Security. The weekly tax
guide I brought home from my office to read explained in its first article about
legislative proposal S. 2501 and S. 2503. These two articles have appalled me
about as much as I have ever been in my life.

I would like to start by telling you a little bit about myself. I am presently 8T
years old and am truly one American who has lived "The American Dream".
I have spent the last 11 years working morning, noon, and night building a
small financial planning business. I have worked with American families and
small business owners helping them set up goals, measuring their taxes, living
expenses and savings, recommending ways In which they too can grow personally
and financially in our capitalistic, free society. I have been successful at my
business by setig up three priorities In my life:
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The first and most important i to be true to myself. To live my life with such
standards that I can look In the mirror each day and say I have done the best
I can with what I have.

The second is to be fair and loving to my family. To instill In them the highest
character and Integrity along with values that a man could be proud to see his
children grow up with.

The third is to my clients. To be fair and honest with them. To give them the
highest service they deserve. Most important, to recommend to these clients
nothing that I would not do myself.

I like to think that during the past 11 years I have done little to sacrifice higher
values for lesser values as far as the above standards are concerned.

Because of the way I am and the way I have lived my life, I find now I
must set a higher standard that must come before all else. For if I do not,
then I would be denouncing everything else I stand for. This new standard will
be to destroy the hypocrisy and out and out thievery this present Government
is considering to bestow on the people of this country and more selfishly, my
three children.

Since 1968 I have spoken out to my elected officials, written letters and tried
to tell people in general of the tremendous problems the future held for Social
Security. The primary cause of the problem came from our elected officials who
continually, year after year, told the ignorant American people that our good
Government would give them greater and greater benefits. The cost of these
benefits would not be dollars, but only votes to keep the promisors in office.
It came time to pay. When some studies began to show that our Social Security
could be under funded by as much as 4% trillion dollars, you Just couldn't hide
it any longer. It was time to stand before the American-people and give them
the b*td news.

Although I am aware of about every solution proposed to try and make So-
cial Stcurity viable, suffice to say this Government had the guts to go in front
of the people and say in effect "Folks, it's time to pay up. Folks, It's now time
to start paying the billions of dollars it requires so you can receive those great
benefits we have promised you"--or so it seemed?

Based upon the income I earn, my family and I will be affected by the-maxi-
mum amount of taxes passed by the recent Social Security law. In the next
20 years this will take thousands of dollars out of this family's pocket. How-
ever, since there is little we could do about it and since drastic measures had to
be taken, we must accept it. It now seems that you feel bad in taking our money.
You wish to take our children's future instead.

Now we come to find our Government is really gutless. Now we come to find
that our Government thinks it can continue to lie to the American people
because It has found a new way to steal. That convenient way is to simply take
general tax revenues and to start feeding them into Social Security. This way
the Ignorant American public will not know what is really happening to them.
This way those in power in the future can continue to lie to the American people
and promise more and more benefits without any factual accountability.

I think not Not while I have a breath left in my lungs. Not whili I have a
dollar left in my pocket. I may eventually wind up in jail and you may even
destroy me. I may have to give up my business, to sell my boat, my cars, my
home, my stocks and bonds, give up my savings accounts, my life insurance,
my retirement program and all my other assets; but while I have a breath left
in my lungs and a dollar In my pocket you will not so callously and blatantly,
completely and absolutely destroy the future of my three children.

What I propose to do is as follows:
1. Send this letter to every member of the United States Government who I

can get addresses of.
2. Have this letter published In every newspaper that will publish it.
3. Have this letter read on every radio and T.V. station that will read It.
4. Speak In front of any groups which will listen to me.
5. To purchase time from any media which will sell it to get this message

across to the people.
6. To meet with my attorneys to find any legal way to stop my federal income

tax payments if this money is used to pay Social Security benefits.
7. To personally discontinue any income tax payments as long as one penny

goes to Social Security benefits.
& Anything else that I can think of or any responsible idea someone else can

tell me about.

32-022 0 - 78 - 20
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I like to think that in my 8? years I have had more "quality of life", happi-
ness, and human freedom than 90 percent of the people who have ever lived on
this earth. I also constantly tell others that anything in life worthwhile requires
sacrifice. I guess it is time for me to be honest with myself and pay up. It may
require me to beg for food for my family, but By God, you will not destroy my
children's future when they can't even defend themselves.

How(To Krw SOCIAL SECumRrT OuT or TnoUBLa

(By Peter A. Diamond, Professor of Economics, Massachusetts Institute
of Technology)

In December, Congress passed the 1977 Amendments to the Social Security
Act. While they voted important changes in both benefits and taxes, most of
the attention has gone to the new tax increases. Over the first decade the new
taxes are expected to raise an additional $227 billion. This is a 14 percent
increase in revenues. Even with this large increase, taxes are still Inadequate
to finance the benefits promised in the new Amendments over the long run. To
cover the forecasted long run deficit would require about as much revenue again
as is expected from the tax increase.

Table I.-Forecaated deficit or cash benefits (OASDI) as a percentage of
taxable payroll, for the next 75 years

Percent
Deficit before new amendments ------------------------------ 8.20

Decrease in benefits ------------------------------------------- 4.98
Increase in taxes ------------------------------------- 1.78

Deficit currently forecast ----------------------------------- 1.46
Source: Social Security Administration, based on intermediate estimate.
And the forecasts will get more dismal with each passing year as the retire-

ment of the postwar baby boom generation comes closer; for when that happens
we will have far more retirees per worker than currently.

TABLE 2.-OASDI PROGRAM AS A PERCENTAGE OF TAXABLE PAYROLL

Years Benefits Taxes Surplus

1977 to 2001 ...................................................... 10.60 1. 57 +0.972002to 2026 ..................................................... 13.46 12.40 -1.06
2027 to 2051 ...................................................... 16 69 12.40 -4.29

The current tax increase has generated a sizeable backlash. A similar re-
sponse can be expected to the larger tax increases on the horizon. The outcry
against these tax increases can be met in three ways. One way is to do nothing,
in the expectation (probably correct) that we can all learn to live with higher
payroll taxes. After all, we have learned to live with rising payroll taxes In
the past. Or, as is popular with many Congressmen, some other tax increase
can be substituted for part of the payroll increase. This would cost the same,
but might be less visible and, in some part, paid by different taxpayers. Or
lastly, and best of the three options, the growth in benefits for new -retirees in
the future can be slowed down. One way to slow benefit growth Is to delay the
normal retirement age and this approach has been endorsed by many, including
the New York Times. However it is the wrong way to go about It, since delay-
ing the normal retirement age imposes the largest cut in benefits on early re-
tirees, many of whom are in distress anyway.

BLOWING BENEFIT GROWTH

The case for a further slowdown in the growth of benefits Is worth reviewing
before considering the implications of a delay in the normal retirement age.
In the 1977 Amendments, Congress cut expected Social Security benefits sub-
received by new retirees will stay roughly constant from year to year. For a
stantially. Under the new system, on average, the fraction of past earnings
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married couple with one earner, who has regularly earned the median income,
retirement benefits at 65 will be about two-thirds of earnings just before re-
tirement. These benefits are not subject to payroll or income taxes. What is
more, they grow each year to keep pace with inflation. For those with lower
earnings, benefits are a larger fraction of past earnings; for those with higher
earnings, a smaller fraction.

There are a number of good reasons to think that it would be a better re-
sponse to current circumstances to have slower benefit growth for future re-
tirees than the new Amendments provide. One reason is that future workers
and retirees will certainly be better off than current ones because of the his-
toric rise in standards of living. Today we expect higher income individuals to
finance more of their own retirements themselves. So, too, we should expect
those future retirees who have higher incomes than current retirees to finance
a larger fraction of their retirements themselves. This is in keeping with the
traditional goal of Social Security to provide a floor for retirement income. A
second reason for smaller benefits is that we will be less able to afford them.
Total Social Security benefits are expected to grow substantially relative to
both aggregate wages and GNP. With individual benefits roughly keeping-pace
with average wages, this rapid growth comes primarily from the great increase
in the fraction of the population of retirement age, particularly when the baby
boom generation retires. Right now there are about 20 retirement age persons
for every 100 persons of working age. By 209-5, we will have 30 potential retirees
per available worker-a 50 percent increase. Since the Social Security Trust
Funds are small, such a large change must be met by higher taxes, lower benefits,
or a combination of the two. There is no clear reason why all of the costs of
adjusting to this change should fall on either workers or retirees. It is appro-

""71f ASDI 3

1J0000
I

I
I I

5 __

2.1

Figure I

190 1990 200 2010 2020 2030 2040 2050
CMDEN YEAR



300
he Aged s a Percentage of the Working Population, 1900-2050

Percent

30

20

10

02 1950 2000 2050j

Scores: 1900-70. Bureau of the Census. Cenms alPorultiom. 19'0, vol. 1. Chaacterisics of tA, Popu.
uisl., pt. I. United States Summay. sec. I (GPO. 1973). p. '76; Buieau of the Census estimates for 1975-

3OOA 3uweu o( the Census. Cwrrent PoWaletio Reports. series P-25. no. 601. tables 8. 11

Figure 2

priate to share the burden of changed circumstances by both raising taxes and
decreasing benefits. A third argument for slower benefit growth comes from the
nature of the political process. It is inevitable that there will be future changes
in the Social Security system. Both taxes and expenditures are likely to turn out
at least somewhat different from what is forecast. As the social structure changes,
the current system will do less well as satisfying future social needs. For example,
when the current system of spouse benefits was designed most families had a
single wage earner. Now a majority of families have two wage earners. There
is a wide consensus that the present spouse benefits no longer represent a good
system for determining benefits for different families. Similarly, the great in-
crease in the frequency of divorce creates a need to change a system that was
designed when divorce rates were much lower. Responding to a changed situation,
Congress finds benefit increases much easier to legislate than benefit cuts or tax
increases. If we expect to make changes in benefits, it is better to legislate bene-
fits which may be smaller than we will eventually want. Then, Congress can
use this slack to smooth the process of redesigning benefits. Such slack should
shorten the time until needed reforms are voted and should improve the de-
sign of reform. The current system,. however, is designed to have n) slack even
when the ratio of retirees to workers does not change.

DELAYING THE NORMAL RLTMEZNT AGE

Now we can examine the implications of the proposal to delay the normal
retirement age by three years. To undersand how this might work, let us see
how the choice of retirement age affects benefits under the new Amendments.
To figure the benefits for a new retiree, the Social Security Administration
first figures the benefits he or she would get if the new retiree were 65 and
without dependents. If the retiree is younger than 65, benefits are reduced-a

,!
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Figure 3. Benefits at different retirement ages
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62 year old retiree is subject to a 20 percent reduction. If the new retiree is over
65, benefits are increased. Someone retiring at 70 gets 15 percent more in benefits.
What is more, everyone over 70 can receive benefits whether or not they have
stopped working. How would this change if the normal retirement age were
changed to 68? The first step would be the same--benefits would be calculated
assuming the new retiree were the normal retirement age 68. If the retiree is
68 he receives precisely these benefits under this proposal. However, under pres-
ent law he would receive a 9 percent increase in benefits for working three years
beyond normal retirement at 65. The result of delaying the normal retirement
age is that someone retiring at 68 does not receive the 9 percent increase. For a
new retiree who is 65, a delay in normal retirement Implies a 20 percent reduction
In benefits rather than full benefits for retirement at the normal age. The dif-
ference between current law and this proposal is shown In Figure 4 which shows
that anyone retiring before reaching 73 receives smaller benefits.

Delaying normal retirement presumably also delays the age at which benefits
are paid without retirement. With a three year delay, those between 70 and
72 who have high earnings lose their benefits from this proposal. In addition,
the determination of benefits for people between 62 ard 64 would change. They
might be denied benefits altogether (as are those between 59 and 61 today).
Or, the definition of disability might be weakened for them, writh the same
reduction in benefits for those meeting only the weaker disability requirement
as for early retirement at present (20 percent for a 62 year old). Or, they might
be eligible for retirement benefits with the same reduction in benefits per year
as at present for the number of years they are shy of 68 (a 40 percent reduc-
tion, rather than 20 percent, for a person of 82). Or possibly both of these bene-
fit opportunities might be available.

The argument for delay of normal retirement Is straightforward. Starting
in 2010 there will be a rapid drop In the proportion of younger workers In the
adult population. Employment opportunities for older workers will Improve.
What Is more, they will be healthier and longer-lived than are older workers
today. If everyone worked an extra three years, there would be more payroll
tax revenue and fewer benefit recipients. The savings for the Social Security
fund would be substantial. With the proposal, those who do work three years
more will actually be accepting a cut in benefits since they will lose three years
of benefits as a result of working longer. But there Is no guarantee that very
many people will choose to work the extra three years just because of the
change in benefit calculations. Some people become unemployed and are unable
to find another suitable job. Those In poor health may find It more and more
trying to continue working and want to stop if any money Is available for re-
tirement. Still others will feel they have enough money, even with the decrease
in benefits, and will choose to stop working. For all of those people, the decline
in benefits follows the pattern described below, and this pattern does not make
sense.

There is no good reason to have earlier retirees bear such a large proportion
of the needed benefit decrease. By delaying the normal retirement age 68 year old
retirees lose 8/ percent of benefits; 65 year old retirees lose 20 percent of bene-
fits; and 62 year old retirees without sufficient disability lose 25 percent of
benefits. But younger retirees generally have longer retirements to finance. And
nany of those needing to retire early will have had shorter times to accumulate
money since they started saving for retirement. It seems perverse to have these
early retirees face disproportionately large cuts. It seems even more perverse
when we consider the circumstances of those who are now the earliest retirees--
those at age 62.

At present well over half of new male retirees and of new female retirees are
under 65, and 60 percent of them are claiming retirement benefits at 62. These
people were surveyed In detail in 1968, when the unemployment rate was only
3.6 percent. Even with such low 'unemployment, 41 percent of 62 year old male
retirees had been out of work at least six months before becoming eligible for
benefits. One in six of the male retirees had been out of work for at least three
years before getting Social Security benefits. Over half of them say that bad
health is the main reason for leaving their last job. It would be intolerable to
provide no benefits for people who retire under these circumstances. Since many
of these early retirees have low benefits already, cutting their benefits by 25
percent seems unreasonably harsh. Even If a weaker definition of disability
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were adopted for older workers, many of the hard cases would still be mised;
for example, some are unable to find a suitable Job without having sufficient
measurable disability and others are weakened and find work much harder with-
out having had a single experience which would permit a finding of disability.
If benefit decreases were related to the size of benefit rather than the date
of retirement there would not need to be so much concern about inadvertently
concentrating benefit decreases on those least able to bear the cut. Of course, the
more generous the treatment of early retirees the less money saved by delaying
normal retirement.

INCENTIVES FOB LATER RETIREMZNT

To legislate a delay in the normal retirement age does not guarantee that a
large fraction of workers will work longer (much less three years longer). With
such a delay, there is a change in the incentives to work longer. If these new
Incentives were very successful, this would strengthen the case for delay. How-
ever there are better systems for encouraging a longer working life. Merely
delaying the normal retirement age would preserve the structure of work in-
centives contained in the new Social Security Amendments. Dissatisfaction with
the structure before the new Amendments led to two of the legislated changes--
a tripling in the rate of increase in benefits for working beyond age 65 and a
decrease (from 72 to 70) in the age at which benefits are paid without retire-
ment. While this represents some improvement, dissatisfaction remains because
the payoff for working longer Is still not well designed.

Let us look at the incentives for later retirement and examine how they
might be changed to encourage more work without too great a financial cost.
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The financial Incentive for lat r retirement is the larger Ineome that come
from working longer. The Incentive In made up of two parts--an Immediate
gain and an Increase In future benefits. The Immediate monetary gin from
working Is the rs wage plus fringe benefits less income taxes, leas Vayroll
taxes, less sales taxes when the Income Is spent, lees cost of working (like com-
muter costs), less any pension benefits which are not received as a eomquenc
of continuing to work. For someone eligible for a pension on r t, the
Immediate pin from working Is the amount the net wse exceeds the pensdon.

The second pert of the financial incentive to work is any growth In pension
benefits as a result of postponement In the start of benefts. Social Security
benefits Increase when bene its are not claimed by a worker who Is between 62 and
70. For those between 2 and O6, additional work decreases the ae of the re-
duction for retrement betore ed, For those between 05 and T0, additional work
raises the size of the Increase for retirement after 65. Addilionally. the earnings
of someone over 62 might rnise his lifetime average earnings. (As the calculation
is done, they can not lower one's lifetime earnings.) Any Increase tn lifetime
average earnings results in an Increase In benefits.

To pay benefits Independent of work at age TO Increaws the Incentive to work
for those over 70. alme they do not forego benefits any longer. This payment also
Increases the Incentive for work at younger age for anyone considering working
past 'tO. Thee younger workers can Ihen see when the Increases in benefits from
further work will show up as cash in hand. Moving the date of benefit collection
closer makes pension growth more valuable and so a greater Incentive to work.

Both parts of the Incentive to work can be measured In dollars. But different
workers will regard the two parts differently. Those with longer life expectancy
will find future benefit Increases more valuable than those with shorter Ufe expee.
tancy. Those planning on retirement sooner will begin to receive cash sooner from
future benefit Increases and so find future benefit Increases more valuable. Those
with a greter need for money currently will find future benefit increases less
valuable. The way that current work Increases future benefits Is complicated
and not widely understood; many workers may underestimate the value of this
incentive. Thus the Incentive for further work needs to be carefully divided be-
tween higher current income and the Increase In postponed benefits.

CfANGUI.G WORK iNCtXTIVIC

It has often been suggested that everyone over 65 receive benefits whether or
not they are employed. We could even start paying everyone benefits at 62. To
finance such a benefit increase we would have to decrease the level o? benefits or
Increase taxes further. Such a change would eliminate much of the problem of
work incentives. However it will also eliminate two of the Important features
of Social Security-higher benefits to those with greater need and insurance for
those who are unable to continue working. Even among the elderly, earnings of
workers are a very large iource of incon..e. Those who continue to work are much
better off than those who do not. So. ir. order to give greater benefits to those
with greater need. It Is better to give higher benefits to those who retire early,
financed by lower benefits for those who retlre late. In (his way we also provide
insranee for each worker. If a worker stays healthy and employed, he does not
receive benefits. If he needs to retire he can collect larger benefits than could
be financed It all the working elderly received benefits. If postponed benefits grow
too rapidly, there is no saving to finance larger benefits In the event of early re-
tirement. The growth In benefits must not fully compensate a worker for the
benefits he foregoes by continuing to work. But, the Insurance which Is provided
by a slower growth In postponed benefits creates a problem with the Incentive to
work. The need for effective Incentives must be balanced against the desire to
provide Insurance and to give larger benefits to those with greater need.

Taking all these considerations together, does delaying the normal retirement
age give us a good set of incentives for further work? The answer Is no. It
makes benefits too small for those who need to retire early; It gves too small a
return for work past the normal retirement age, and It gives to6 much of the
Incentive In the form of larger future benefits rather than current income. As
noted earlier, a delay In the normal retirement age would concentrate benefit
cuts on early retirees. It also Is not efficient in providing Incentives.

A delay In normal retirement would preserve the unsatisfactory current pattern
of much more rapid growth la postponed benefits for those who are younger. The
strength of an incentive from a postponed benefit Increase depends upon the
amount of the Increase and the number of years the worker expects to collect
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the higher benefits. The older the worker, the fewer the expected years of benefit
collection. Therefore, to maintain incentives, postponed benefit growth must be-
come more rapid, not less rapid. as the worker ages. In addition, benefit increases
from previous postponement imply that older workers are giving up larger benefits
by continuing to work. Unless their wages are growing even more rapidly, larger
benefits represent a decrease current net gain from working. Typically, wages of
older workers do not grow more rapidly than their benefits; the benefits grow with
inflation and Increase as the individual continues to work. If no other changes
are made, It would be good to further increase the rate of benefit growth for
those working past normal retirement.

However incentives will be even better if some of the Incentive is paid in
partial benefits for those who do continue to work. For example, 15 percent of
benefits might be paid to people who are 65 and continue to work, with 85 per-
cent subject to the same retirement test as at present. For those who reach 66,
30 percent could be paid independent of retirement. This percentage could grow
until full benefits were paid at 70 as is now the case. This approach encourages
people to work longer in a better way than we have now or would have with
delayed retirement.

tABLE 3.-PROPOSED PARTIAL PAYMENT OF BENEFITS

lin percent]

Independent Subject to
of earnings

Age retirement limitation

62 to 64 ........................................................................ 0 100
65 ............................................................................. is 85
65 ............................................................................. 30 70
67 ............................................................................. 45 55
6. .............. 60 40
69 .............. . . . . . . . . . . . . . 75 25
70 plus ......................................................................... 100 0

SLOVNG, BE.NEFT GROWTH

A delay in the normal retirement age is unduly harsh on many unfortunate
early retirees and does not have a good system of work incentives. To finance an
Improvement in work Incentives and to avoid the prospective tax increases, an
alternative method of slowing the growth in benefits is needed. One method
would be to phase In a series of across-the-board decreases In the benefit tables
which apply to new retirees In the future. A better method would be to replace
the wage indexing in the 1977 Amendments by the use of a price Index in the
calculation of earnings and benefits. In this way the benefits in dollars of con-
stant purchasing power would be determined by the individual's history of earn-
ings in dollars of constant purchasing power. After a transition, retirees of dif-
ferent ages would receive the same benefits if they had the same average earnings
in dollars of conrtant purchasing power. Under the present system, retirees who
are younger receive larger benefits than those who are older and who had the
same average earnings in real dollars. This difference causes wage-indexing to be
a more expensive system. Price-indexing is also fairer to older retirees who would
naturally share in the growth of the economy when that growth is used to
finance further benefit Increases.

There is now considerable pressure to decrease the payroll tax. Rather than a
simple shifting to another tax, reexamination of the future growth of benefits Is
called for. The proposal to delay the normal retirement age does not stand up
under close scrutiny. It is time for a more thorough overhaul of the method of
determining benefits.

KRUIEER-CAMIPBELL, INC.,
Oakland, Caltf., April 11, 1978.

MICHAEL STmUw,
Staff Director, Committee on Finance,
Dirkwen Senate Oje Building,
Wea sngton, D.C.

Gentlemen: We have been following with interest some of the proposed legisla-
tion which would provide a general revenue contribution towards the cost of
Social Security benefits.
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The fatal danger with such proposals Is that the onerous and direct burden
to employees and employers for Social Security taxes will no longer be apparent
to the general public It part of the benefits are funded from general revenues,
the public will not feel the pain.

For years Congress has recklessly increased the Social Security benefits for
political and not humanitarian reasons. Election year Social Security increases
have been as predictable as tomorrow's sunrise.

We want the public to know the price that they are paying for the reelection
of their senators and congressmen. To start to disguise the increases by partial
funding from general revenues would only exacerbate a situation which is al-
ready out of control.

As a small employer, we pay a combined total of 12.01 percent of our covered
compensation to provide benefits for a program which has exceeded the original
purpose for which it was intended.

Therefore, we urge you to keep the Social Security tax structure as it is, i.e.
a direct burden on employees and employers so that they may continue to be
aware of the inordinate costs of these programs.

Sincerely,
ROYAL G. KRIEGER, President.

RIcH ARD M. CAMPBELL, Vice President.

THE BusINEss ROUNDTABLE,
New York, N.Y., April 17, 1978.

Hon. GAYLORD NELSON,
Chairman, Subcommittee on Social Security, Finance Committee, 2227 Dirksen

Senate Office Building, IVa8hington, D.C.
DEAR Mn. CHAIRMAN: It is my privilege to submit for the written record the

statement of The Business Roundtable In response to your hearings on Social
Security legislation this year.

Sincerely,
JOHN POST.

Enclosure.
STATEMENT OF "HE BUSINESS ROUNDTABLE

The 1977 action of the Congress to strengthen the financing of the Social
Security System had, and continues to have, the support of The Business Round-
table, as a most viable and practical approach to assure benefits to present and
future Social Security participants.

Congress recognized that the financing of Social Security was in serious trouble,
that income was less than outgo and that the Trust Funds were on the verge of
bankruptcy. Congress and the President faced up to the difficult and unpopular
task of increasing Social Security taxes to maintain the necessary balance be-
tween income and outgo and restore confidence in future financing.

The recent action of the Congress reinforced the historical allocation of costs
as among employees and employers, and generated business confidence by adher-
ing to long standing and proven principles which unlerlie the System.

We know that Congress did not complete the Job of Social Security review in
1977. Congress has specifically called for a restudying in the months ahead of
many of the controversial and complicated Social Security Issues, including a
re-examination of the financing of the program.

Some of the media have highlighted the payroll tax increases without indi-
cating the necessity for them, their magnitude with respect to the overall program
or exactly which taxpayers will bear the brunt of the increase. This has produced
some vocal reaction from the public, although a recent Gallup poll shows that In
general the average person realizes the increases were needed.

We believe that the payroll tax changes enacted in 1977 need to be put into
proper perspective. These changes increased the tax rates and the wage base In
future years. The additional tax rate increase in 1979 and 1980 is .08 percent
which means that an Individual earning $15,000 will only be paying an additional
$12 per year. We do not believe this nominal increase warrants legislative action
to "relieve the tax burden" for this individual.

The bulk of the additional taxes for these two years will be placed on the
higher paid Individual as a result of the increase In the wage base. We realize
that concern for the reported reaction of this constituency exists, and the three-
to-one vote in the House Democratic Caucus urging the Congress to amend the



307

1977 Social Security law through the use of general revenue funds reflects this
concern.

We believe, however, that the Congress should not react hastily to political
pressure. The National Commission established by the Social Secuirty Amend-
ments of 1977 will likely begin its work in the next few months. The work of the
Commission should be allowed to proceed with its objectives, i.e. to take a hard
look at the System and changes thereto. Its carefully conceived recommendations
can be utilized early in the 96th Congress.

It has been stated that Social Security taxes will Increase by $227 billion over
the next 10 years. The fact is that Social Security is a major, costly government
program paying retirement, disability, survivors, hospital and other benefits to
millions of beneficiaries each month-almost 34 million beneficiaries in November
1977 alone-benefits totalling over $9.5 billion per month. Sufficient taxes have
to be raised to pay this large obligation; this required the $227 billion increase
enacted by Congress.

Now there are proposals that would undo the action of Congress and start
financing some of the Social Security costs out of general revenues. We believe
that Congress should stand its ground.

General revenue financing undermines basic Social Security principles, includ-
ing benefits paid as a matter of earned right. Additionally, the pay-as-you-go pay-
roll tax financing program encourages greater accountability and legislative re-
sponsibility. Under our present system the legislator who urges Increased benefits
has the duty to finance them directly through increased Social Security taxes
and cannot submerge them in general revenue taxation.

Again, we urge that the review work already planned by Congress move ahead
in orderly fashion. We further urge that Congress not act now in haste so as to
possibly undo its courageous work last year.

DONALD S. MfACNAUOHTON,
Chairman. S ocial Security Task Porce, The Business Roundtable and Chair-

man; The Prudential Insurance Company of America.

STATEMENT OF VINCENT L. CoNNERY, NATIONAL PRESIDENT,
NATIONAL TREASURY EMPLOYEES UNION

I am Vincent L. Connery, National President of the National Treasury Em-
ployees Union. Our union is the exclusive representative of nearly 100,000 Federal
employees throughout the Departments of Treasury and Energy.

We very much appreciate this opportunity to present our views on the funding
of the Social Security Systenl,.particularly any proposals which may require
universal coverage for Federal employees.

In this regard, at the outset, we must register our unequivocal opposition to
S. 2880, which would require that all Federal employees hired after January 1,
1980 must be enrolled under the Social Security system. We believe that this bill
is premature and violates the Congressional mandate that a two-year feasibility
study be conducted before any action is taken to place Federal workers under the
Social Security System.

The issue of combining Civil Service retirement and Social Security benefits
is highly complex. To fully appreciate the intricacies involved, it Is helpful to
review the history of the Civil Service retirement system.

In 1920, the United States Congress enacted legislation which for the first time,
established a universal pension system for career employees in the Federal serv-
ice. The purpose of the system was then, as now, to provide these employees with
an adequate Income which would allow them, upon retirement from Government
Service, to live out their remaining years In dignity and comfort.

Since its Inception, however, the Civil Service Retirement (CSR) system has
received only tenuous support from the Government whose employees it was de-
signed to serve. While Congress statutorily mandated the amount of the Federal
employees' contribution to the system, the government's share, as the employer,
was largely left to the discretion of the Chief Executive.

In many instances, despite the recommendations of pension experts and actu-
aries, the government's contribution was less than that required to meet normal
costs; in other instances, the government made no contributions at all. As a
matter of fact for the first eight years of its existence, the Civil Service Retire-
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ment system was entirely financed by employees who contributed at the rate of
2.5 percent of salary from 1921 through 1927; 3.3 percent in 1928; and 3.5 percent
in 1929.

We know of no other major pension system in the world which could have
remained viable under these conditions where the employer did not meet its share
of normal costs. In our opinion, the continued existence of the CSR system should
be viewed as a tribute to those pioneer Federal employees who carried the major
share of the financing burden In the early years of the system.

From 1929 through 1957, the Chief Executive did recommend appropriations
in varying amounts to meet the government's share of normal costs and to Uqui-
date its debt to the system, the unfunded liability, by the end of the century. How-
ever, from 1929 through 1935, the employees' contribution, which was set by
statute at 3.5 percent of salary, vastly exceeded the government's contribution,
which ranged during this period from a high of 2.6 percent of covered payroll in
1934 to a low of 2.3 percent in 1932. In the remaining years of this period, the
government contribution rate was set at either 2.4 percent or 2.5 percent. Not
until 1936 did the government's contribution exceed that of the employees.

From 1936 through 1942, the Federal employee's contribution to the retirement
system remained fixed by Congress at &5 percent. During this period, the govern-
ment's varied between 4.1 percent of covered payroll in 1942 to an all-time high of
7.1 percent in 1940. It was not until 1974, however, that the government's contribu-
tion rate would begin again to approach the 1940 level.

In 1943, the employees' contribution was raised to 4.7 percent of salary. Con-
currently, the government's share dropped to 2.2 percent. Similarly, from 1944
through 1948,,the employees' contribution was increased and fixed at 5.0 percent
of saftry. During this period, the government's payment was again, with the
exception of 1948, when the government contributed 5.2 percent of covered payroll,
less than that of the employees. In these years, the government's contributory rate
was 3.3 percent in 1944; 3.4 percent in 1915; 4.4 percent in 1946; and 4.3 percent
in 1947.

In 1949, the employee contribution rate was, again, adjusted upward to 5.8 per-
cent, while the government's share in that year fell to 4.1 percent. During the
next seven years, 1950 through 1956, the employee contribution rose to 6.0 percent,
while the government's share fluctuated widely, plummeting in 1954 and 1955 to
less than one percent of covered payroll. In 1957, the Government's contribu-
tion rose to 5.2 percent of payroll while the employees payment increased to 6.3
percent.

By 1958, this erratic approach to funding the government's obligations to the
Civil Service Retirement system had precipitated an unfunded liability of $27.5
billion dollars. In an attempt to make up for the government's past deficiencies
in meeting its obligations to the CSR fund, Congress, in 1956, enacted the Civil
Service Retirement Act Amendments, which became effective in fiscal year 1958.

In accordance with the provisions of this Act (Public Law 84-854), each em-
ploying agency was required, for the first time, to contribute a portion of its op-
erating appropriations, in an amount matching the employees' contribution, to
the CSR trust fund. The initial contributory rate for agencies in 1958 was 5.6
percent of covered payroll; thereafter, it has matched the employees' contribution
rate, set as 6.5 percent from 1959 through 1969; 6.7 percent in 1971; and 7.0 per-
cent thereafter.

Public Law 84-854 further mandated that, in an effort to determine the cost of
future obligations, Congress estimate the amount of appropriations from general
funds that wound be necessary to meet the normal costs of the retirement program
plus the interest payments on the unfunded liability. However, the law did not
require that these appropriations actually be made, but left that to the Presi-
dent's discretion. Interestingly enough, aside from the agencies' share, no contri-
butions from general revenues were made to the fund in 1958, 1959, or 1960. There-
after, unitl 1971, the government's contribution from general revenue was less
than one percent.

By 1969, when Congress enacted Public Law 91-93, the unfunded liability
of the Civil Service Retirement Fund was in excess of $60 billion. Public Law
91-93 was the result of years of study of the Civil Service Retirement system by
Congress and the Civil Service Commission, apd it was designed to put the sys-
tem on a sound financial footing.

Earlier, a Cabinet-level Committee on Federal Staff Retirement systems had
predicted that, if the haphazard method of government funding continued, the
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Civil Service Retirement system would be depleted by 1990. In order to prm-
vent the demise of the Retirement program, Public Law 91-93 proirded for
several new concepts to be utilized in financing the Civil Service Retirement
system.

First, the law set the agency and employee contribution rates at 7.0 percent
each, for a combined income to meet normal cost of 14 percent of covered pay-
roll Second, the law required that the government amortize future liabilities
created by benefits increases in equal installments over P thirty-year period.
Third, the government was required to pay all interest on the unfunded Uability.
Lastly, the law directed that retirement benefits based on military service be
paid from general revenues. With few exceptions, the financing mechanisms
established by Public Law 91-93, are still in use today.

In the Report of the Private Sector Consultants on the Financing of the 0ivil
Service Retirement System 1 submitted to the Civil Service Commission in April
of last year, the consultants state that the primary reason for the continued
growth of the CSR unfunded liability--currently In excess of $116 billion-has
been the failure of the Federal government to meet its obligations to the fund. We
have attempted by this brief summary of the history of the government's irre-
sponsible approach to financing the system, to confirm and underscore our con-
currence with this finding.

Even the distinguished Chairman of this Subcommittee has acknowledged
that the primary reason the Civil Service Retirement fund is "in a critical finan-
cial condition" is the government's history of failure to meet its share of match-
ing contributions to the CSR fund. Yet, there are those in Congress and the
media who are seeking to convince the public that the blame for the fund's cur-
rent deficiency must be borne solely by the Federal worker.

Recent criticism of the Civil Service Retirement system have categorized the
benefits as "luxurious" and disproportionate with those of other pension systems.
These attacks have gathered momentum to coincide with recent, vituperative
characterizations of Federal employees as "lazy" and "incompetent," do-nothings
who get a free ride at the taxpayers' expense.

We believe that these distortions are total unwarranted, and are part of a
consolidated, well-orchestrated effort to undermine the job and retirement secu-
rity of Federal employees. Many, in fact, are aimed at Justifying raids on the
Civil Service Retirement and Disability funds.

Just last year, in an attempt to divert the CSR funds to the ailing Social Secu-
rity system, some members of the House Ways and Means Committee led an
abortive effort to mandate Social Security coverage for all Government workers.
The rationale behind this effort was that since the financing for the government's
past and future obligations to the CSR system would have to come from general
revenues, and since the Social Security system was In such need of additional
revenues to remain solvent, that the logical solution to the financing problems
of both systems was to merge the two. *Such logic is comparable to mixing apples
with oranges.

Unlike the Social Security system, which was established in 1937 as a means
of supplementing the income of this nation's elderly or disabled citizens, the
Civil Service Retirement system was intended to be a vested pension system,
financed by government and employee contributions. We submit to this Committee
that Federal employees have fulfilled their responsibility to the system more
than admirably.

In 1977, the maximum retirement contribution for Federal employees was
$2772. In 1978, this was increased to $332. By participating in the system, which
is mandatory, the employee is entitled to an annuity computed on a percentage
of salary, which varies in accordance to the length of government service. Ac-
cording to the staff report of the Civil Service Oommission's Bureau of Retire-
ment, Insurance, and Occupational Health issued in April 1977, these "luxurious"
benefits amount to little more than $6000 per year, on which the annuitant is
taxed.

By contrast, in 1977, the average worker under the Social Security system,
contributed a maximum rf $965 to the system. This year, because Congress
enacted emergency financing legislation to "save" the Social Security trust funds,
the maximum contribution will rise to $1,071. Yet, for this rathe- nail contribu-

I Park R. Davidson, Burlington Industries, Inc.: Dan M. McGill; University of Pennsyl-
vania; Marc M. Twinney, Ford Motor Company. Report of the Private Sector Consultants
on the Financing of the Civil Service RetirementSystem; April 15, 1977.
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tion when compared to that required of Federal employees, Social Security re-
tirees may draw annuities of up to $5000-and their pensions are tax exempt.

In addition, there are millions or & ioal ex.urlLy ejpIeuLs-widcwS and
dependent children, for example-who have never contributed one cent to the
social Security funds, yet, they are eligible for benefits which cost the taxpayers
billions of dollars each year.

We believe that the fundamental Issue before this Committee is not that the
benefits under the Civil Service Retirement system are too liberal to be under-
written by the Federal government, but rather, that the benefits Congress has
extended under the Social Security system are grossly underfinanced.

Congress recognized this problem last year in enacting Public Law 95-216, the
provisions of which are designed to put the Social Security trust funds on a
sounder financial footing. There was, in the course of considering the legislation
in the Ways and Means Committee, an effort to absorb the Civil Service trust
funds by mandating universal Social Security coverage for Federal employees.

Proponents of this plan viewed the infusion of these untapped revenues into
the ailing Social Security trust funds as a sort of "quick fix" to stave off the
system's impending demise. Fortunately, the wisdom of the full House came to
the fore, and Congress decided Instead, to study the Issue of universal man-
datory coverage for two years before making any changes in the Civil Service
Retirement system.

Under the circumstances, we wholeheartedly endorsed this Congressionally
mandated study and we believe that It would be ill-advised and precipitous to
take any action to revise the CSR system, until its completion. A most thorough
and deliberate examination of all the issues involved must be constructed before
there is any attempt to merge the Civil Ser Ice retirement and Social Security
systems.

There are now many unanswered questions. For example, If an integration
of the CSR and Social Security System is mandated, how will the Civil Service
system be financed? Would a merger of the two systems require a dual con-
tribution by employees to underwrite the cost of benefits accrued under both
systems? If such a system were in existence now, the contribution rate would
be 13.05 percent, assuming that the employee were required to contribute at
present rates.

Clearly, many Federal employees could not now afford such rates and as the
Social Security tax rate continues to rise each year, in accordance with the
provisions of Public Law 95-216, the contribution rate would become even more
prohibitive.

In addition, the study group must determine if employees would be given the
option of electing coverage under only one system. Would participation in one
system be mandated and supplemented by partial coverage in the other at a
lesser rate of contribution? If Congress mandates that Federal employees be
enrolled under the Social Security System, with the option to elect supplemental
coverage under the CSR system, would the reduced contributions to the CSR
fund be sufficient to insure that the future benefits of employees already vested
in the CSR system will not be sacrificed?

Three times before, in 1960, 1965 and 1972, the Ways and Means Committee
has Investigated the question of merging the two systems and three times, it
concluded, that no acceptable method of accomplishing the merger had been
discovered. Now a two-year study of this Issue is Just commencing. Yet, on
April 11, the Chairman of this Subcommittee, without full knowledge of the
complexities of the Issues, and despite a Congressional mandate that no action
be taken on the issue pending completion of a study, introduced legislation which
would require that effective January 1, 1980, all new Federal employees be
enrolled under the Social Security system.

We are indeed, disappointed and highly concerned by the Chairman's action.
We believe that until the Congressionally mandated feasibility study is com-
pleted, no action of this type should be undertaken. If the study, upon comple-
tion, can ansver some of the pressing questions surrounding universal Social
Security coverage and assure us that a merger of the twe systems will not effect
a dilution of benefits for present and future Federal retirees, we will carefully
examine the proposal. Until that time, however, we will remain firm in our
opposition to S. 2880 and all other legislation aimed at mandating Social Security
coverage for Federal employees.
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CRAM ER TRUSTS,
Hollywood, Fla., April 3, 1978.

Mr. MICHAEL STERN,
Staff Director, Committee on Finance,
Dirk~en Senate Ofi cc Building,
Washington, D.C.

DEAR MR. STERN : As a preface to this submission, it has been my good fortune
to be a beneficiary of Social Security for many years and not dependent upon
the monthly payments for existence. Therefore, I feel somewhat obligated and
wish to contribute my energetic efforts to be beneficial to those who rely upon
the maximum or the eiitire source of Income for their existence especially since
it has been and continues to be necessary to almost annually to increase the tax
base of the workers, the employers and the self-employed in an apparently hope-
less effort to maintain solvency of the fund thereby increasing the cost of goods
and services vitally necessary for those whose Social Security benefits remain
fixed and least able to withstand any increase in living costs.

After 40 years of experience with ,"ir Sc-,ial Security System, Congress is still
unable and perhaps incapable of creating a legislative program that is financially
sound and equitable to those whose sole existence Is contingent upon the bene-
fits received but periodically subjected to continual refinancing approximately
every two years to avert insolvency. It is my opinion and quite sure generally
accepted that mixing politics with sound operation of any project is bound to
fail eventually and such is the case of our present system.

The recently enacted legislation substantially increasing contributions by
employees, employers and the self-employed appeared to be a serious misjudg-
ment of its ultimate effects particularly for those who suffer greatly from infla-
tion brought about by the additional costs as well the future beneficiaries who
expect to receive increased benefits only to eventually find the same conditions
evident today, that is, the fund will be unable to meet its obligations and then
find the need for substantial increase in the payroll taxing Income.

There appears to be no end to the present routine of deficit operation unless
the political motivation is definitely removed and replaced by a sound and
solvent system.

A Social Security or Pension system will never succeed if the expected benefits
are continually manipulated and generally exceed what has been actually paid
for. This is where the politicians get into the act and until now have been
successful by promising retirement benefits that cannot be delivered and they
unfortunately continue their Washington tenure every 2 and 6 years.

I am sure our highly successful and top-rated Insurance companies could de-
velop a plan that would adequately satisfy the needs of our Social Security
System at a lower cost and greater benefits such as pointed out by the Travelers
Insurance Company in a recent article, as follows:

THE SOCIAL SECURITY MESS

Sir: Your poignant analysis of our Social Security mess (Fact and Comment,
Nov. 15 p. 27) gives even more crdence to the need of a private pension plan for
the average worker. A comparable $1,500 annual deposit made for the average
worker of 25 into a private fund for 40 years and earning 7% compound interest
would amount to a tidy sum of $320.315. This money would purchase at age 65,
a conventional single-premium annuity that would pay over $2,600 a month to
the annuitant for life, or ten years certain to his beneficiary if death occurred
before he reached age 75, providing a far greater benefit thr.n ever projected by
the most optimistic of our bureaucratic actuaries.

ALBERT R. COMAN, Jr.
The entire system of Social Security could be allocated to 4 or 5 of the most

experienced Insurance Companies and once and all time remove the political
together with other unsound factors now responsible for the condition of the
Fund and Its high cost of operation.

With our legislative bodies in the House of Representatt vs and Senate about
to again "Muddy" the Social Security waters, I not only sincerely but desperately
recommend the project be totally removed from those who during 40 years could
not develop a solvent and workable system and place the project with those of
successful experience over the years and remove the plague in store for our pres-
ent beneficiaries and the current tax supporting employees, employers and the
self-employed who by this time find little hope for relief.
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I am certain the general pubh d ost heartily accept this recommended
change.

Social Security has now become~e very significant part of our economy and
therefore cannot be ignored much longer without serious political consequences.
Delays can only hasten the problem of insolvency, relief and social welfare al-
ready considered inadequate in the World's richest community.

Finally, I am fully aware that from a political standpoint, the suggestion
herein advocated will not find many supporters especially among those who have
been involved in the creation, administration and operation of this practically
insolvent system. Because of the importance of your Committee Assignment, I
trust the matter of Social Security will receive a unbiased hearing and result in
a Non-Political solution at the very best remedy for blending a vital requirement
with a sound economy.

Respectfully,
WM. W. PAUL

C. H. STUART, INC.,
Newark, N.Y., April 91, 1978.

SENATE FINANCE SuBcoMMTTEE ON SOCIAL SECURITY
Dirksen Senate Oe Building,
Washington, D.C.

GENTLEMEN : Please include the following statement as testimony for the rec-
ord on the subject of Social Security financing.

C. H. Stuart Inc. is a New York state corporation. Our administrative offices
and primary manufacturing facilities are located in the upstate village of New-
ark, New York state and we also have manufacturing facilities In Merrimack,
New Hampshire and Hialeah, FlorldL. We distribute our products using the direct
or in-home method' This distribution is carried out by a sales force which, during
any given year, numbers between 75,000 and 100,000 people. To recruit, train
and supervise such a force requires a management team of close to 10,000 people.

To remain competitive with other methods of retailing is difficult because of
the high operating costs which are characteristic of direct selling.

Therefore, any increase such as the scheduled increases for Social Security
would be a burden and we respectfully request that consideration be given to
other ways of keeping the fund solvent. One such proposal would be to include
government workers under the Social Security program and thus broaden the
base.

Another proposal would be to remove the medicare program and thus return
th, Social Security program to its original purpose. We at C. H. Stuart recom-
mend that full consideration be given to each of these proposals so that the
scheduled increases in payroll taxes will be unnecessary.

Thank you for including this statement.
Cordially, RIcHARD W. GOODMAN,

Vtca President, Governmental and Consumer Affairs.

MACHINERY AND ALLIED PRODUCTS INSTITUTE,
April .1, 1978.

Hon. GAYLORD NELSON,
Chairman. Subcommittee on Social Security of the Finance Committee, Dirkscen

Senate Oflce Building, Washington. D.C.
DEAR SENATOR NELSON:

HEARINGS ON SOCIAL SECURITY FINANCING

The Machinery and Allied Products Institute welcomes this opportunity to
express its views regarding the financing of the social security system. The Insti-
tute's membership Is vitally concerned with the issues and believes a thorough
review of the problems brought about by the 1977 amendments to be of critical
national Importance.

Before proceeding to our specific suggestions, two general observations are In
order. First American business and Individual taxpayers are being "piecemealed
to death" by the Administration's tax programs. The massive tax Increase
enacted in the recent social security legislation, the tax aspects of the energy
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program proposed but not yet passed by Congress, tax provisions recommended
currently by the President in his message to Congress, the significant "tax
reforms" included in the 1976 Tax Reform Act and their implementation which
is not yet complete, and tightened administrative rules and procedures of the
Internal Revenue Service, which seem to represent an ongoing process, all must
he examined together in order to develop intelligent and constructive tax recom-
mendations and action. This overall approach has been followed only to a mini-
mum degree, and the country will suffer unless a roconcillati!rn of the various
actions or recommendations is brought about.

A corollary to the proposition Just stated is in order. Tha Administration
launched what became the Social Security Financing Amendments of 1977, the
Congress modified and enlarged upon the recommendations of the Administra-
tion, and it appears that the Administration entered no serious dissent during
the process of congressional action. Finally, the President signed the amendments
into law and Indicated that income tax reductions as a part of the proposed
Administration tax package would offset the increased taxes created by the
social security amendments. This is an optimistic view, to say the least.

All of this was done in a significant degree of haste and in almost a "crisis"
atmosphere. Then the public reacted in a strongly critical manner. Now the
Secretary of the Treasury comes before the Subcommittee on Social Security
of the Senate Committee on Finance and argues for avoidance of haste I& fur-
ther action on social security, having in mind that there was strong sentiment
building in the Congress for a rollback or deferment of certain social security
tax increases embodied in the 1977 amendments. With due respect, this sequence
of events does not bring credibility to the Administration's position.

In addition, as implied in the discussion above of the piecemealing technique--
which simply can't work-the executive branch, and more particularly the Con-
gress, are now confronting the situation where the relationship and interaction
betwen the social security amendments which are tax in nature, the proposed
tax reductions in the President's tax package, and the effect of certain tax
reform provisions in that tax package will create confusion and counterproduc-
tive result.

In terms of social security itself, this Subcommittee has already heard testi-
mony pointing out that the 1977 amendments will:

1. Exact tax increases that may total as much as $227 billion in the next 10
years--reputedly the largest tax enactment in the history of the United States.

2. Possibly push Congress to cut personal and corporate income taxes to offset
the dampening effects of the social security tax increases on the economy.

3. Aggravate inflation at a time when prices are already increasing at far
too rapid a pace.

As to the last point, the inflationary results of the social security tax, par-
ticularly the employer portion of the tax, was discussed at some length by Barry
Bosworth, Director of the Council on Wage and Price Stability, when he appeared
on April 6, 1978 before this Subcommittee. An excerpt from his testimony follows:

The employer portion of the tax, however, is quite' different. It increases
employment costs and the marginal cost of production is precisely- the same
fashion as a general tax increase. It will be largely reflected In higher prices
since consumers cannot shift their purchases toward goods whose costs of pro-
duction are not affected by such a general tax. It will, of course, affect the
composition of consumer purchases as the price increases will vary with the
importance of labor costs in total production costs for individual products.

If the employer tax were not treated like any other employment cost and passed
forward in higher prices, it would be borne by the employer himself. it, Ots
would imply a secular decline in the profit share of GNP as social security taxes
were increased during the postwar period. Such a secular decline has not occurred.

Initially, the burden of higher employer taxes is reflected in higher consumer
prices. But, this does not fully measure the burden of these taxes. They do, in ad-
dition, raise the price of labor relative to capital. Thus, over the longer term,
business firms will seek to reduce their costs by shifting toward methods of pro-
duction that substitute capital for labbr.

Assuming Mr. Bosworth is correct-and we believe he is--the effect of the
substantially increased employer social security taxes certainly does not fit into
the President's program to curb inflation and increase employment and decrease
unemployment.

In short, as already stated, social security cannot be reviewed In a vacuum; it
must be interrelated to the other current tax proposals.

32-022 0 - '8 - 21
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Second, social security is and should continue to be an independent program.
Proposals to employ, one way or another, signiffcant amounts of general revenues
to fund the system do not provide viable solutions-they will only create mount-
ing problems. The reasons are obvious. First, as often has been stated, there are
no excess general revenues available. Second, the earned-benefit relationship be-
tween the right to benefits and the performance of work is sound. Third, a shift
from the earned-benefit approach is likely to result in the adoption of a benefit-
need relationship and the creation of a dole system. Fourth, general revenue
financing would increase the pressure for adding benefits at a time when it is
critically important to reduce as much as is practical all future cost burdens on
the system.
The current dilemma

Turning to our suggestions as to appropriate congressional action, we think it
necessary to put the problems in context. Last year's amendments-although
hastily constructed in conference-were necessary in part and long-expected.
Congress and the public had known for several years that unless action was taken,
the system faced trust fund deficits in the 1980s. By the same token, there was
general agreement that there was an indexing flaw which was greatly aggravating
the projected long-term deficits. The "corrective" action was, we think, appropri-
ate, but Congress in its zeal to "solve" the financing problems both over- and
under-reacted.

To explain, to shore up the system's shortrange financing, Congress attempted
to provide for sufficient revenues to fund expected outlays in both the Old Age
and Survivors Insurance (OASI) and the disability insurance (DI) programs
over the next 40 years. In our view, this was an over-reaction. What was critical,
and still is, was the short-run needs of the system over the next 2-5 years. The
"40 year" solution simply postponed the urgent need to study the longer-run issues
and come to grips with many fundamental questions.

As to the under-reaction, it is clear that the "decoupling" action taken, while in
theory sound, did not come close to being a long-run solution. While Congress
recognized the need for a good deal of additional study and in fact created the
"National Commission on Social Security," the decoupling approach adopted
clearly created a false impression that Congress was passing comprehensive finan-
cial solutions for the system over the long haul.

In fact, the 1977 amendments already have returned to haunt Congress because
of public awareness that the financing solutions-even of a partial nature-are
extremely costly. To us, this suggests that Congress must, while proceeding cau-
tiously, provide a legislative response this year. To postpone any ameliorative
action, as appears to be the Administration position, would have the effect of ig-
noring the realities surrounding the 1977 amendments and have no credibility.

On the other hand, to leap in with newly proposed long-run solutions which
would: (1) change the fundamental character of the system, e.g., federal revenue
financing and/or alter the principle of tax parity between employer and employee
tax contributions, or (2) add further to the long-run costs, e.g., raising the annual
earnings level on which taxes and benefits are based, would be unwise as well.
What is needed is a clear recognition that the 1977 amendments provided imper-
fect and overkill solutions and-that more time must be spent on a fuller examina-
tion of the solutions before Congress allows sweeping changes of the magnitude
accomplished in 1977 to be implemented.
Our proposal

We recommend that Congress pass a bill that will accomplish the following:
1. Eliminate: (a) the "legislated" increases in the taxable wage base above

those provided in present law in 1979, 1980 and 1981; and (b) the schedule of
social security tax rate increases over present law in 1979, 1981, 1982, 1985, 1986,
and 1990. Instead, we suggest that effective January 1. 1979 a tax rate increase of
about .5 percent for employers and employee% each be substituted as an interim
financing solution for the short run.

This approach, even though it will increase social security taxes, has the merit
of (a) following the past practice of instituting relatively small increases in the
tax rate which-at least to date-have not raised a significant hue and cry and
(b) avoiding the commitment to future cost increases brought about by taxable
wage base increases over and above the increases triggered by the pre-1977 law. It
is also fairer in our view since it helps solve the short-term problem by spread-
ing the tax increase more evenly over all the future beneficiaries of the system
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and eliminates the bias of taxing most heavily those individuals and their em-
ployers earning at or above the projected wage base levels.

2. Congress should also carefully reexamine the numerous benefit "increases"
set forth in the 1977 amendments to determine if any or all can be postponed
pending a study of the system.

3. Finally, the bill should commit Congress to a full study of the future for the
social security system with a goal in mind that comprehensive legislation should
be enacted in the next 2-3 years.

What needs review
We think Congress must begin its study of social security financing with the

recognition that the system's taxes are an important part of the total tax picture
so that the full impact of the program will be clear. Specifically, we recommend
Congress look carefully at the following:

1. Permitting the system to borrow among its funds to avoid artificial crises.
2. Reducing those welfare aspects of the system which are out of keeping with

an earned-benefit approach including the elimination of the progressivity of the
current benefit formula, an overhaul of the spouse's benefit provisions, and re-
moval of the minimum benefit.

3. Moving toward establishment of universal coverage, i.e., including all fed-
eral, state and local government employees, of the system.

4. Reforming the administration of the preretirement and disabUity programs.
5. Changing the retirement ages.
6. Providing realistic statutory "integration" rules for private plans, including

the adoption of incentives to encourage the growth of the private system.
7. Examining the degree to which, over the years, the social security system has

been eroding corporate financial resources otherwise available for the private
pension system.

Over and above these agenda items, a study of the legislative history of the
1977 amendments show that Congress has only just begun the process of examin-
ing the needs of the social security system. Clearly absent is a total reexamina-
tion of the system with a heavy emphasis on the benefit side. While reducing
"promised" benefits will not be easy, the payroll tax-as the current public reac-
tion makes obvious-is being stretched beyond its limit and the answer lies in pro-
viding only as much of a system as we can afford.

As a guideline in a study for more comprehensive solutions, we think Congress
must view the system in the full context of: the system's welfare aspects, its lack
of universality, and the total tax burden carried by employees and employers. In
short, "band-aid" solutions, even extensive ones such as the 1977 amendments,
will not receive public support, and will only worsen the long-run problems.
Concluding comment

-The social security system is now over 40 years old and it is very timely for a
thorough congressional review of the role that social security can effectively play
in the future. It is both not enough and unnecessary to push through crisis-type
proposals.

The passage of the 1977 amendments makes it clear that Congress can no longer
routinely pump up the payroll tax to pay for escalating benefits. While Congress
must respond to the system's financing needs, it cannot ignore the public's new
willingness to make the needed trade-offs between future benefits and taxes.

The Administration's position of doing nothing until next year will compound
the failure of the 1977 changes.-While politically a do-nothing approach may ap-
pease those who supported the Administration's stand, it is the wrong approach
from every other point of view.

Certainly that the necessary "reforms" will be accomplished is highly desirable.
It will aid in a number of ways. It will enable the government to proceed with
stimulating the economy first so that when social security is reviewed for longer-
range tax changes, Congress will have a better perspective on the interrelation-
ships. It will lessen the fear of inflation which often leads to further inflation.
Further, it will force Congress to undertake a long-needed complete review of the
system. While we understand the magnitude and difficulty of such an undertak-
ing, we think it is a must.

Given a redefined goal and policy direction, the program can meet the critical
needs of its future beneficiaries at a cost that today's taxpayers will find tolerable.

* $
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We appreciate this opportunity to express our views and if we can be of assist-
ance to the Subcommittee in its challenging task of reviewing the social security
system's current financing, we hope that you will call upon us.

Respectfully,
CHARLES STEWART,

President.

CIANDRO CORP.,
'ittsfield, Maine, March $7,1978.

Mr. MICHAEL STERN,
Staff Director, Committee on Finance, Dirkeen Senate Oflce Bvildinq, Wash-

ington, D.C.
DEAR Ma. STERN: I would suggest that there are three basic problems with the

Social Security Program.
1. Congress has abdicated its fiscal responsibility by granting Social Security

benefits to more people than contributed to the system.
2. Congress has granted more benefits to the people who did contribute to the

system than they themselves put in.
3. Congress has not required of the Social Security System the same rules It

promulgates for private systems:
(1) Fund the current and past service costs currently -and not out of

future contributions.
(2) Invest the current contributions so that the Investments earn money

to offset future required contributions.
In short, if Congress would require of the Social Security System what it re-

quires of private pension plans, the 8S8 would be solvent today.
Moreover, if Congress would demise half of government bureaucracy, the take-

home pay of the American worker would be enough to fund his own future
Social Security.

Very truly yours,
WILLIAM J. WnCK, CPA, Vice President-Finance.

BRoEKER HENDRICKSON & Co.,
Fargo, N. Dak., March 31, 1978.

In re social security financing.
Mr. MICHAEL STERN,
Staff Director, Committee on Finance, Dirken Senate Office Building, Washing-

ton, D.C.
LADIs AND GENTLEMEN: It is time for Congress to put politics aside and "bite

the bullet" on the funding of our Social Security Program.
It is not a satisfactory answer to say past Congresses failed to meet their

obligations to the American labor force. We must finally look to the future and
start providing the base funding necessary to make our Social Security Program
stable and financially sound.

It is not a satisfactory solution to take one dollar from general revenues for
this program. If our general fund had excess revenues, this might be plausible.
But to even consider further unbalancing an already dangerously unbalanced
general budget by such political nonsense Is a serious reason for the world's
confidence in the dollar to slip another full notch.

Cordially yours,
CHARLES E. BAILLY, CPA.

AMARH.LO, Tzx., April 1,1978.
Subject: Hearing on Social Security Financing. -

MICHAEL STERN,
Staff Director, Committee on Finance, Dirksen Senate Ofice Building, Washing-

ton, D.C.
A simple resolution of the Financing of Social Security would be to reduce the

amount of benefits paid. My suggestion would be to eliminate payments of benefits
to anyone with an income of $20,000.00 per year.

SincereIj,
F. E. CoAN.
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NATIoNAL GRANGE,
WaMngton, D.O., March 1, 1978.

Hon. RUSSELL B. LONG,
Chairman, Finance Committee,
U.8. Senate, Waehington, D.C.

DR-iB MB CHAiRMAN: The National Grange has been concerned about the rapid
Increase in the social security tax rate and the expanding wage base to be subject
to the tax. The system is like a locomotive running out of control-the more bene-
fits piled on the system, the greater the speed of increases in the earnings tax.
Being a regressive tax, the contrary should be true-the tax rate and base should
be held low, not accelerated.

The delegate body of the National Grange, at its last Annual Session, held in
November of 1977, adopted the policy statement on "Social Security" which is
attached.

'lbe Grange feels that unless drastic steps are taken this noble experiment In
old-age insurance will be jeopardized because of the high cost of financing. The
solution lies in stripping from the system those programs that are of a general
welfare nature and are unrelated to retirement and financing those programs
(even though they are operated through the Social Security system) from general
revenues and not from the Social Security survivors fund.

At the present time about 6-million-plus workers are not contributing to Social
Security financing. This means that they are not making any contributions to
the welfare programs funded out of the Social Security Fund. In financing such
programs from general revenues, all will be contributing to caring for thp dis-
advantaged, not just those covered by Social Security.

We would appreciate this letter being made a part of the hearing record.
Thank you.

Sincerely,
JoHN W. SCOTT,

Master.
SOCIL SECURIY

The original intent of the Congress in enacting the Social Security program
was not to provide a general pension plan for all citizens, but was to provide a
means of supplementing retirement income for employed persons. By requiring
persons to contribute to the plan during their working years, the plan was In-
tended to favor persons who earned their living and, most importantly, it was
designed to be self-supporting. It was a program wherein each person could
reasonably expect to receive, during his or her retirement years, a reasonable re-
turn on those contributions he or she so diligently made during his or her working
years.

Over the years, the Social Security program has undergone many dramatic and
far-ranging changes. Changes have been made which permit benefits under cir-
cumstances where insufficient contributions have been made. New benefits have
been provided which are, in essence, welfare benefits and thus the Social Security
program has shifted its emphasis from a self-supporting supplemental retirement
program-to a combination of public retirement and welfare benefits. No longer
is the plan self-supporting and, In fact, the Social Security trust fund is
threatened by bankruptcy.

Today the Social Security program is perceived as a plan which should provide
an acceptable level of retirement income as well as provide the welfare-type
benefits such as disability and dependents' fncome, Medicare and Supplemental
Security Income (payments to those persons in need at age 65 or over). Employed
persons are being asked to make contributions upon the same basis as they were
when the Social Security legislation was originally enacted but they are continu-
ally asked for greater contributions. Such increased contributions are not sought
with any view of providing a fair and greater return for the contributions made
but are sought to keep the Social Security trust fund solvent and to permit pay-
ment of the increased welfare-type benefits.

It is noted that all welfare programs are funded by revenues out of the general
budget. Why then should the public be subjected to the ruse of Social Security
which is welfare paid for out of the working person's pocket? Is this fair return
for one's contribution made during his/her gainful employment?

The Social Security program is no longer a financially' viable program. The
original valid objectives of the plan have floundered and it is-unrealistic to ad-
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dress the problem by urging amendments to the Social Security Act which are
mere temporary measures. To do so Is of doubtful public benefit. The time has
come to address the issue squarely and realistically, now therefore be it

RESOLVED, that tie National Orange advocate complete rescission of the
Social Security Act and the implementation of a totally new program. Such new
program should be a retirement program which will provide supplemental retire-
ment benefits to persons upon the basis of their fair contribution to the plan and
which considers past contributions made. It should not include welfare benefits
funded by working persons. If it is deemed that such welfare-type benefits are
desirable, then they should be handled in the traditional manner, which is to
include them as a part of the total welfare program and to fund such social
legislation out of revenues in the general budget.

FINANCIAL STRATEGY CO.,
Denver, Colo. March 31. 1978.

MICHAEL STERN,
Staff Director, Committee on Finance, Dirksen Senate Office Building, Washing-

ton, D.C.
DEAl Mt. STERN: I wish to address my total opposition to the Social Security

payroll tax increases scheduled to take effect in the coming years. I am raising
my voice, and at the polls it will be my vote to my indignation of Congressmen
and Presidents that have and continue to support rising social security taxes,
and in fact, any tax increase.

I support proposals suc!, as Senator Nelson, which would put a three-year
moratorium on presently scheduled Social Security tax increase to permit further
study of the entire program.

Sincerely,
THOMAS S. BRISTER.

STATEMENT BY J. B. IICCLINTOCK FOR TIlE AMERICAN COUNCIL OF LIFE INSURANCE

M. Chairman and Members of the Subcommittee: I am J. B. McClintock, vice
president of the Nationwide Life Insurance Co. I am here as Chairman of the
Committee on Social Security of the American Council of Life Insurance to
present the views of the Council on the financing of the Social Security system.
The Council has a membership of 472 life insurance companies which, in the
aggregate, have 92 percent of the life insurance In force in the United States
and hold 99 percent of the reserves for insured pension plans.

At the outset, I would like to point out that the life insurance business has
supported the Social Security program ever since the inception of this program
in 1935. We firmly believe that Social Security performs a vital and indispensable
function in providing a floor of protection for our older population in the areas
of retirement and health and for all of our population in the areas of disability
and survivor protection. For this reason, it is especially important that the
system function properly and be financed adequately.

Our long-standing position has been that Social Security should be financed
solely through payroll taxes paid by covered workers and employers. We continue
to hold this position. Such payroll taxes enable covered workers and employers
to share the cost of the program in a responsible fashion. Payroll taxes have the
capability of producing the large sums necessary to finance Social Security.
Moreover, payroll taxes have the virtue of being highly visible which maintains
the vital link between benefit costs and their financing.

Accordingly, we were pleased when the 1977 Social Security Amendments sub-
stantially reduced the impending large deficits in the system by adopting pa.vroll
tax increases and other measures, principally decoupling, which reduced ittlong.
run cost. To be sure, we are, and continue to be. disturbed over the large ad hoe
increases in the earnings Imse that were adopted in the 1977 legislation for
1979-81. We opposed these ad hoe increases In the earnings base because they
also significantly increased the benefits over the long-run and tended to move
the program beyond its true function of providing a basic floor of protection.
Nonetheless, we believe that, in adopting the 1977 Amendments. the Congress
took a courageous and substantial step toward placing Social Security on a sound
financial footing.
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For this reason, we are concerned over what appears to be strong sentiment
in both Houses of the Congress to reduce the payroll taxes and to use general
revenue to finance a substantial part of the costs of the Social Security system.
We realize, of course, that higher taxes are never popular and that, at the present
time, some taxpayers are reacting adversely to the prospect of increased Social
Security taxes in the future, possibly because they are misinformed about the
extent of the increases. However, we believe that the infusion of general revenues
Into Social Security would be undesirable, and we strongly recommend that the
Congress continue to rely on payroll taxes to finance Social Security. Tha sub-
stitution of general revenues for payroll tax financing of the Social Security
system weakens the link between Social Security benefits and costs. General
revenue financing also involves the grave risk of adding to inflationary pressures,
by increasing our already huge budgetary deficits, unless accompanied by com-
pensating tax charges in other areas and/or by reduced government spending.

Moreover, we believe that much of the apparent protest on the part of tax-
payers to their prospective increases in Social Security taxes under the 1977
legislation Is due to misunderstanding about the magnitude of the actual increases
In these taxes. The tax Increases are considerably smaller than is generally as-
sumed. For example, the $227 billion tax increase that one frequently hears as
representing the additional Social Security taxes imposed by the new law over
the next 10 years is, in the aggregate, only about 14 percent higher than the taxes
that would have been paid under prior law. After removing the effect of inflation,
the real additional cost in terms of today's dollars will be substantially less than
these figures indicate.

Moreover, while the Social Security taxes-of individuals who currently earn
over $25,000 a year will generally be tripled over the next decade under the new
law, these taxes would have been doubled in any event had the old law remained
in effect. Further, and quite importantly, the worker with average earnings, or
even somewhatt above average earnings, will pay only about 6.5 percent more in
taxes over the next decade than under previous law. Finally, It is important to
remember that the financial cost of the system if general revenues are used will
have to be paid by some form of taxes. The statement that there is no such thing
as a free lunch, though trite, is true. If Social Security payroll taxes are cut and
general revenue financing is used to make up the difference, we will have to raise
the necessary revenue by paying larger amounts of other taxes-for example,
higher individual Income taxes. So, in the final analysis, the use of general reve-
nue to finance Social Security should not be Interpreteil ,s a reduction in total
tax burdens. Rather, it means that we are turning from payroll taxes, which are
the most appropriate and visible means of financing Social Security, to some
other-source of revenue less suitable for this purpose.

All these considerations support the conclusion that Social Security should
continue to be financed through payroll taxes, without injecting any general
revenues to support the system.

Despite the persuasive reasons against general revenue financing, if the Con-
gress should decide to reduce present payroll taxes and to finance a part of the
Social Security costs through general revenues, we suggest that this be done
as follows:

(1) The reduction in Social Security taxes should be achieved mainly by reduc-
ing the earnings base. Specifically, the ad hoc increases In the base for 1979-81
adopted under the 1977 legislation should be eliminated and the base should be
re.rtored to the levels which would be attuned under the law as it was before
the 1977 legislation. Because these ad hoc increases have been responsible for the
largest portion of the increases in tax burden, this action would provide relief to
those individuals whose Social Security taxes are scheduled to be increased most
substantially under the 1977 legislation. Moreover, elimination of the ad hoc
Increases in the earnings base would reduce the costs of the system by ?lowing
down the rapid growth In benefit levels in future years. This would be in accord
with the principle that Social Security should provide a basic floor of protection,
preserving the freedom of the Individual to provide for retirement needs above
this floor through personal savings and private plans. The reduction in future
earning bases that we suggest places Increased emphasis on private savings as
contrasted to Social Security, which properly is a transfer program, and it would
help to increase capital formation which is so necessary for a dynamic economy
and high levels of employment and income.

We believe that these reasons for elimination of the ad hoc Increases in the
earnings base scheduled by the 1977 legislation and the restoration of the base
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to the levels scheduled under the prior law are so strong that this change
should be permanent, and ad hoe increases should not be scheduled subsequently.

(2) Should the Congress decide to provide for a rollback in the Social Secu-
rity tax rate, we urge that such a reduction be modest. The Social Security tax
rate should not be reduced below the level scheduled under the law as it existed
prior to the 1977 Amendments. However, as Chairman Nelson has suggested, the
tax rate scheduled for some years hence should be reduced slightly, and the tax
rate for the distant future should be increased slightly, so as to prevent the
trust funds from building up to very large heights a decade or so from now. We
strongly oppose drastic reduction in the tax rate-for example, a reduction to
well under 5 percent, as proposed by a number of bills that have been introduced
in both Houses of the Congress-because this would severely impair the integrity
of the system.

(3) The loss of revenue resulting from the elimination of the ad hoe increases
in the earnings base and a modest reduction in the tax rate described above
could be compensated for by allocating a portion of the Hospital Insurance
(HI) tax receipts to financing the Old-Age, Survivors and Disability Insurance
program (OASDI). Provided that the funds are used in this way, we would not
object to the use of general revenues to make up the decrease in HI tax receipts
as so allocated.

In making this suggestion, we want to emphasize that we believe that payroll
taxes have been and continue to be a highly satisfactory means of financing the
HI program. We suggest the infusion of general revenues into HI only If the
Congress is determined to use general revenues to finance a reduction in Social
Security payroll taxes. We offer this suggestion because we believe that HI
benefits, which are not wage related, do not require financing through payroll
taxes to the same extent as retirement, survivors, and disability benefits, which
are wage-related. There is already bome precedent for using general revenues to
finance the HI program in that a substantial part of the cost of the supple-
mentary Medical Insurance program (Part B of Medicare) is already financed
out of general revenues.

(4) Under no conditions should general revenues be used to finance any part
of the OASI or DI programs. Instead, it is highly vital to the proper functioning
of these programs that they continue to be financed through payroll taxes. Un-
like HI, retirement, survivors, and disability benefits paid under OASDI are
wage-related-and properly so. Accordingly, they should continue to be financed
by payroll taxes, which are also wage-related according to the amount of cov-
ered earnings. This maintains the principle that the individual workers and the
employers should contribute directly to the cost of providing retirement, sur-
vivors, and disability benefits in a way which is highly visible, and which
directly links benefits and costs.

We are in agreement with the views expressed by Chairman Nelson In his
statement before the Senate Budget Committee on March 20 in regard to the
need for further study of the Social Security system. There is need for further
study as to the best way to obtain universal coverage by including Federal, State,
and local employees under Social Security. Thorough examination must be given
to the replacement rates provided under Social Security, including such aspects
as what should be the proper level of benefits, and how the cost of the system can
be kept under control in view of the apparent resistance now being encountered In
financing the system through higher taxes. The proper relationship between
private pension plans and Social Security benefits should also be studied, in-
cluding appropriate means of providing greater incentives to enhance economic
security through private savings and pension programs. It is imperative to give
prompt attention to substantial reform of the Disability Insurance program, which
is now out of control, as costs continue to soar. The decoupling legislation that
was enacted last year has been helpful in this regard. Further action is urgently
needed to place reasonable limits on disability benefits so as to preserve adequate
work incentives and to improve the administration of the DI program.

We note that provision has already been made for the study of many of these
issues through the appointment of an Advisory Council on Social Security and
by the steps which have been taken to establish the National Commission on
Social Security and the President's Retirement Commission. It is gratifying
to know that the Department of Health, Education, and Welfare Is studying ways
to cover government employees under Social Security and issues relaitng to
the treatment of women and dependents under Social Security. We look forward
to the findfigs of these important studies.
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Finally, we strongly urge that the Congress, in its consideration of Social
Security Issues, should g1vb adequate recognition to the need to strengthen
private provision for retirement needs. As we have indicated, the Social Security
system--performs a vital and indispensable function In providing an economic
floor of protection. The events in recent months have illustrated the potential
problems that can arise if too great a burden is placed upon Social Security.
Proper encouragement of individuals to make provision for part of their retire-
ment needs through their own personal savings and through private pension
plans would decrease the financial strain on the Social Security system. This
objective would be furthered by granting tax deductions to employees for
their own contributions to employer-sponsored pension plans and by Increasing
the maximum tax deductions granted for income set aside in Keogh plans
(H.R. 10 plans)_ and Individual Retirement Accounts.

I appreciate this opportunity to present the views of the American Council of
Life Insurance to this distinguished Subcommittee.

STATEMENT OF THE HEALTH INSURANCE ASSOCIATION OF AMERICA PRESENTED BY
GERALD S. PARKER

My name is Gerald S. Parker. I am a vice president of The Guardian Life
Insurance Company of America. We are a life insurance company located at
201 Park Avenue South, New York, N.Y. I am appearing here today on behalf
of the Health Insurance Association of America, an association of approximately
310 insurance companies, whose members write approximately 93 percent of all
of the health insurance by commercial insurance companies in the United States.

We read the papers. We think we appreciate the kinds of pressure you are
under to do something about the high cost of Social Security while at the same
time being fiscally responsible. We know too well that there are no easy answers.

But the companies in our association have an enormous amount of hands-on
experience in one aspect of the Social Security cost problem-that of disability
benefits. We'd like to make that experience available to help you solve at least
some of the problems.

Before going to the details of those problems, however, we must state that the
HIAA does not support the use of general revenues for the funding of any part
of the Social Security OASDHI program, either temporarily or permanently. We
feel that such a step would be too easily lead to irresistable pressures for further
use of general revenues to solve the inevitable future financial crisis and would
at the same time mask the urgency of vitally needed, but easily ignored, hard
decisions involving benefit formulas, universal coverage, disability claims admin-
istration, and retirement age levels.

In addition, if the general revenues are taken from income taxes, they will
be extracted from the same people whose payroll taxes would be reduced.

On March 22, the Washington Post reported Administration figures clearly
showing that more than three fourths of the additional Social Security taxes
scheduled to be collected in the next two years under the 1977 amendments will
arise from the increase in the maximum wage base from $17,700 to $25,900. The
average wage earner would pay only $623 more in Social Security taxes cumu-
latively over the next ten years than under the old law, but each of the 13 percent
n _.aLwnkers who earn at or above the maximum wage base will pay about
$C.257 more during the same 10-year period.

This is the same group that will be hit hardest by an increase in the income
tax if general revenues are to be the source of the financing rather than the
payroll tax. So you would simply be giving money back to them to put in their
right hand pockets while extracting it from their left hand pockets.

Of course one can say that the general revenues don't all come from income
taxes. But If the money to finance the benefits in the next few years is taken from
general revenues without in increase in taxes, then obviously it must come out
of borrowing, which is simply the creation of additional debt. That cannot help
but add fuel to the already extremely dangerous inflationary pressures arising
out of the enormous deficits we are running, even without this additional demand.
Of course, additional inflation would mean additional benefits, and the merry-go.
round would go on.
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Wh le we oppose the use of general revenues to help with the funding of the
Social Security programs, there are, some other actions that could increase the
available funding by more than they would add to the benefit costs. Among these
is the requirement of universal coverage. We believe that Federal employees
should be included in Soclay Security. We propose that Social Security be Inte-
grated with the Federal civil service pension plan and that Federal employees pay
regular Social Security taxes, but that these amounts be deducted from their
present contributions to the civil employees' pension plan. Thus, the deductions
from civil employees' pay would not be increased, and their pensions on retire-
ment from the civil service would not be decreased, but they would not be able to
retire from the civil service and then aquire substantial additional Social
Security benefits by work in jobs covered under Social Security for relatively
short periods of time. On final retirement, a civil service employee would receive
an amount equal to the civil service pension he would now get, composed partly
of civil service pension and partly of Social Security benefits. Should his em-
plcyment pattern be such that his Social Security benefit would exceed his civil
service pension on retirement, then that is the sum he would receive on final
retirement.

As to State and municipal employees, we should prefer that local governments
not have the option of electing out of Social Security. But if there are constitu-
tional problems with this change, we propose that the Congress enact incentives
to the cities and States to include their employees and disincentives not to do so.
In particular, we point out that it is extremely wasteful for State and municipal
plans to provide benefits in addition to and unintegrated with Social Security
benefits.

But funding is only part of the problem. The other side of it is the benefit
formula. In the area of disability benefits, we think we can help a great deal
there.

Demographic studies indicate that there will be only two active workers for
each retired worker during the early part of the 21st century. If replacement
ratios for retired persons are then running to something like 42 percent of the
wages of average earners Immediately prior to retirement, even counting only
the primary insurance amount and not allowing for the spouses' benefits, it
doesn't take very much arithmetic to conclude that It will take something like
21 percent of the taxable earnings of each employed worker to pay the retire-
ment benefits of each retiree. Add the spouses' benefits and the benefitaAo the
disabled, along with Medicare and overhead, and it is not difficult to see the
combined Social Security tax running somewhere between 30 percent and 40
percent of taxable wages.

At some point, the presently scheduled level of benefits is going to have to be
redticed. There isn't going to be any other option. There will never be enough
money for all the benefits now projected.

We have studied this problem and tried to approach it on a basis that is both
sound from a social aid economic standpoint and realistic from a political stand-
point. We believe there are excesses ir. the benefit pattern now. We believe many
of these excesses are not generally recognized. We believe the public would not
approve them if they knew of them. and certainly would not be willing to pay
additional taxes to maintain them. We should like to talk about these excesses.

THE REPLACEMENT RATIO IS THE PROBLEM

We define the replacement ratio as the ratio of the Initial monthly Social
Security benefit available to a disabled (or retired) beneficiary and his depend-
ents to the amount of his average monthly earnings in the year preceding his
disability (or retirement).

As underwriters experienced in the writing of disability income insurance on
a group and individual basis, we live every day with the close relationship be-
tween the ratio of disability benefits to previous earnings. The replacement ratio
has a dramatic effect on the Incidence and duration of disabilities among persons
insured. The table which appears immediately below this portion of my testimony
Illustrates this: '

Data by the Equitable Life Insurance Society of the United States as reported
in Employee Benefit Plan Review.

' Source: "Profit Problems in Noncancellable Disability Income Insurance," Conning
& Company, 41 Lewis Street, Hartford, Conn.
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Ratio of gross group disability benefits oa.t to ofaeotual
to gross pay before disability: claim# (percent)

Under 50 percent -------------------------------------------- 56
50 percent_ -------------------------------------------------- 71
Over 50 to 60 percent ----------------------------------------- 88
Over 60 to 70 percent ---------------------------------------- 108
Over 70 percent -------------------------------------------- 187

On the left, you see the ratio of the gross disability benefits to the gross pay of
the employees prior to the beginning of disability. On the right, you see the ratio
of actual claims experienced in those expected. "Expected claims" means the
claim levels for which provision was made in the premiums. The dramatic in-
crease in the ratio of the actual to the expected demonstrates how the replace-
ment ratio affects claim costs. Notice that the actual claims exceeded expected
when the ratio of benefits to prior earnings reached about 65 percent.

It may surprise you that benefits exceeding a replacement ratio as low as 65
percent seem to be enough to discourage recovery. Keep in mind that Social Secu-
rity benefits are not taxable as income, and when this study was done, employer-
furnished disability benefits were also tax exempt up to $100 a week under the
"sick pay exclusion."

There are other data available to demonstrate results consistent with those,
and they can be made available to your staff at their convenience.

We believe that much of the unexpected Increase in claim costs for disability
benefits under the Social Security Act in recent years has arisen, not from unem-
ployment, but from an excessive replacement ratio. Beginning next year, the de-
coupling contained in the 1977 amendments will go a long way toward reducing
the excessive replacement ratios contained under the prior law, as is demon-
strated by exhibit I, which is attached to this statement. The exhibit shows that
the primary insurance amount under the old law provided a replacement ratio of
about 81% percent to low earners, about 60 percent to average earners, and about
42% percent to high earners. This reduces under de-coupling to about 60 percent
for low earners, 43 percent for average earners, and 34 percent or less to high
earners.

This is very constructive as far as it goes. But all the tables we have seen until
now showing how effective the 1977 amendments and the de-coupling were have
shown only the ratio of the primary insurance amount to prior average earnings.

The primary insurance amount is what a beneficiary without eligible depend-
ents receives. But if he has a dependent spouse and a child under 18 (or under 22
and a full time student), the maximum family benefit is payable. When you look
at the maximum family benefit, as shown in exhibit I, you have a completely
different story.

Here, the replacement ratio will decrease with de-coupling, but especially for
low and average earners, it will remain above the amount which will motivate
recovery, rehabilitation, and return to work. Even for maximum earners, it
remains high enough so that it seriously impacts any market for private supple-
mentation.

We think the Congress could ask itself some questions about the reason for the
dependents' benefits and for their amounts. This is not to suggest that we are
insensitive to the needs of widows and orphans. Far-from it. Most of our member
companies are life insurance companies largely devoted to filling those needs.
But should the total family of a disabled person receive more than the survivors
of a dead one? And if they should, how much more?

The amount the disabled beneficiary earned before his disability was not
affected by the number of his dependents. Indeed, it would probably be illegal for
an employer to attempt such discrimination. The family benefits were provided
originally for the spouses of retired workers, and in those cases the benefit total
would not reach the maximum family benefit or affect disability payments. They
were provided for the survivors of deceased workers, who, with young children,
often had little other income or opportunity to earn it. Obviously, no one could
oppose providing family benefits for the dependents of such deceased workers.
It seems quite proper that the level of such benefits should approach the percent-
ages of income prior to the death of the wage earner provided in the current law.

But this is quite a different thing from providing the same level of benefits
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for the family of a disabled worker, especially when it may mean his spendable
income is as large as, or even larger than it was before he became disabled.

While eliminating or reducing the dependents' benefits for the dependents of
disabled workers is one way the replacement ratio could be kept within reason,
it is not the only way. There are a number of approaches that could be explored.

One approach is evident from an examination of the formula for determining
the maximum family benefit. As of 1979, the maximum family benefit Will be 150
percent of the first $230 per month of primary insurance amount, and 272 percent
of the next $102 per month. It will go down to 134 percent of the next $101, then
back up to 175 percent of the excess over $433. It is the bulge in the second break
point that creates a substantial part of the problem in the low to average earning
brackets. If you will look at the next to last column in Exhibit I, you will see
that the maximum family benefit will be 150 percent of the Primary Insurance
Amount for the low earner, down from 173.5 percent this year. For the average
roarner, it will increase next year from 175 percent to about 180 percent. For the
high earner, it will remain abollt 175 percent. One alternative approach might be
to use a simple figure such as 150 percent all the way.

Even just the elimination of the second break point would help a great deal.
For a worker whose PIA is exactly $332 per month in 1979, the maximum
family benefit will he 188 nercent of the prlmqry Insurqnce amount! And above
only $374.50 per month of Average Indexed Monthly Earnings, the 272 percent
factor applies to the next $102 per month of PIA! That's not a very high AIME.

Another approach to preventing excessive replacement ratios would be to limit
the total disability income benefit for a family to a given percentage of AIME,
such as 50 percent. If it is felt that this would be too hard on very low income
wage earners, then a sliding, or graded percentage cap could be used, tied to the
break points so that the cap would be progressive, more or less as the Primary
Insurance Amount now is. Because relatively low earners now constitute the
largest group of beneficiaries, a suitable cap on the replacement ratio for them
would have the greatest effect in reducing the cost of the benefit, but we recog-
nize that this must be balanced with social principles. Still, we feel that It is
very important to recognize that these disability benefits are not subject to
income tax and to leave some incentive for recovery and rehabilitation. We are
convinced that replacement ratios that exceed about 75 percent of former gross
earnings are excessive, even the lowest levels. If a graded cap were to be used,
we would suggest that it begin at 75 percent for the lowest income earners and
grade down to perhaps 35 percent for the highest levels of income. And it should
integrate with workers' compensation.

Precedent for still another approach to the problem can be found in the reduc-
tion of retirement benefits where retirement occurs prior to age 65. If retirement
occurs at age 62, then the PIA is 80 percent of that applicable to retirement at
age 65 with the same AIME. It would appear that support could be developed
for using the sqme 80 percent to establish PIA for total disability. Particularly
if combined with a modification of the formula for determining the maximum
family benefit, this approach could be very helpful in reducing excessive re-
placement ratios.

There are also several technical changes that could have minor useful effects
in reducing excessive replacement ratios. Among them are the following:

a. The percentage of AIME payable to beneficiaries in the third breakpoint
could be cut from 15 percent to 10 percent of AIME, thus making the benefit
pattern somewhat more progressive and reducing the cost by reducing benefits
for the higher paid workers. This would lessen the Increase in costs that arises
from the very sharp increase in the wage base enacted last year. Of course a
reduction in the wage base would also be very helpful in this regard.

b. The rate of change in the breakpoints in the present formula could be cut
below the presently planned rate. As the law now stands, the breakpoints would
be increased in proportion to the ratio of average wages for the year second pre-
ceding the year of determination to the average wages of 1977. Less than 100
percent of the quotient of that calculation would slow the Increase in benefits in
the future in a gradual way that could be assimilated by beneficiaries. Another
way to do it would be to increase the breakpoints at the rate of increase In the
Consumer Price Index rather than the rate of increase in average wages, so long
as wages increase at a more rapid rate than the Consumer Price Index. To be
doubly safe in this area, it could be provided that the breakpoints would in.
crease at the rate of the increase in wages or the increase in the Consumer Price
Index, whichever Is the lesser.
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c. It has been suggested limiting the amount of disability income benefit to an
amount not greater than the maximum retirement benefit then available. The
enactment of the de-coupling provisions removed most of the need for this ap-
proach, but disability benefits for young beneficiaries are still higher than those
for retirees in the higher earnings brackets. Adoption of this proposals could
produce this equity and save some benefits that could otherwise be payable to
young, high earners.

d. Another action that could somewhat reduce the benefit levels would be the
elimination of the 5-year drop-out provisions under which the five lowest earnings
years are eliminated in calculating AIME. As this might affect chrefly those in
lowest earnings brackets, more research needs to be done on it.

ADMINISTRATION

Finally, we come to the matter of administration. The Department of Health
Education and Welfare is due to report recommendations on disability reform
in June, and we urge that that report be given prompt consideration by the
Congress. We oppose the 3-year moratorium for study of Social Security benefits
and problems, because we believe many reforms are needed- now and can be
achieved in the near future. If they are, real future savings will result. We be-
lieve that action should be taken to correct the faults in the disability side of
the program at the earliest possible moment, and we hope it will be done by this
Congress. We urge that any study period of other improvements and changes not
extend beyond two years at which time the reports from the President's Advisory
Council, the National Commission, and presumably studies by the staffs of the
Senate Finance Committee and the House Ways and Means Committee will have
been completed.

We have reviewed the proposed rules published by the Social Security Ad-
ministration for administering disability claims in which vocational factors must
be considered, as published in the Federal Register, Volume 43, Number 45, on
March 7. While it is difficult to know how effective these rules would be if im-
plemented, it is our view that almost anything that will lead to greater uni-
formity of interpretations and administration of claims will give better results
than the relative confusion which exists today.

In addition, we urge the most serious study of the California AMCE Pilot Pro-
gram that began last year in that state, the requirement of personal contact
between the applicant and the reviewer, a visit if necessary to the applicant, and
automatic review dates after prescribed periods of disability so that claimants,
once approved, cannot remain on benefit indefinitely without being checked to
determine whether they are still disabled.

The subject of c' im administration is an extremely complex one. The picture
one tends to hear auout when one is thinking of and discussing totally disabled
beneficiaries is the 55-year-old unskilled laborer who can no longer do heavy
work and has neither the education nor the ability to be retrained for anything
much else. And of course there are many cases of this kind. Obviously, no one
,#pects that such person will be returned to a productive economic life. But there
are some other kinds of claimants that you don't hear of. Let me tell you about
some of them.

I know of a disabled former New York City sanitation worker. He was earn-
ing about $18,000 per year where, his back was hurt on the Job. This wJ 3 or
4 years ago. Between his New York City benefit for on the Job injury and.ls Social
Security disability benefit, his tax free income is now about $24,000 per year. Do
you think he has any motive to return to work?

I believe that the newspapers in Washington have had several stories during
the past few months of abuse of disability plans by public employees. Some of
you may have seer, the 60 Minutes program of Mike Wallace and his Associates
exposing the way in which air traffic controllers have been able to be placed
on disability because of the mental or emotional strain of their jobs. Often, they
are able to conduct profitable businesses on the side after retiring on disability
from their Government work.

Some of you have seen the news story in the New York papers recently in which
it was discovered that a man who had been retired as a New York City fireman
for disability had won a foot race to the top of the Empire State Building. In

S H.R. 8076.
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Pennsylvania, we understand that there is a strange illness problem among the
police approaching retirement. It is known as "trigger finger stiffness". It is co-
incidental, perhaps, that the disability benefit might exceed the retirement beue-
fit. Or is it?

Nor are these situations confined to the public sector, although they are par-
ticularly difficult to deal with there as there is not even any provision in the
Social Security Act for integrating its benefits with many public on the job
injury and sickness programs as there is for integration with private workers'
compensation programs. But we have, among our companies, persons on disability
from such ailments as "responsibility phobias" in which the disabled person
claims that any attempt on his part to make a decision or do anything involving
responsibility so upsets him that he is unable to function. Any insurance com-
pany claim man can give you horror stories by the dozen that illustrate the
difficulty of dealing with what seem to be subjective disabilities.

If a person alleges that his back hurts, it's almost Impossible to prove that
it does not. If he alleges that he has chest pain, no one in the world can prove
that he has not have angina pectoris. If he alleges that attempts to work make
him unable to sleep, or unable to digest his meals, or too nervous to cope with
every day life, it is next to impossible to prove that he is not disabled. Only
if we can prove that he is actually working do we have a chance to do so.

That is why the replacement ratio concept is so absolutely vital to the control
of the costs of disability coverages. I would remind you that the 1977 Trustees
report assumes that disability incidence rates will continue increasing, reaching
an ultimate level in 1986 that is one third greater than the estimated 1977 level.
If you can even prevent that from happening, you will make enormous savings
in the future tax requirements. If you can reduce it somewhat, the benefits to
the tax payer will even be greater. And controls on the replacement ratios are
what will give you the best hope of achieving that.

There are a number of simple concepts that ought to be included in any study
attempting to rationalize and improve claim administration. Time and space do
not permit detailed discussion of them today, but I should like to list some of
them with the thought that we would review them in greater detail with your
staff later this year. We submit for your consideration, the following additional
concepts to be included in any administrative and legislative attack on claim
management.

1. Any claim management plan should recognize the concept of lengthy, but
temporary disabilities from which ultimate recovery Is expected or should be
expected because of the age, education, and probable trainability of the claimant.

2. No claimant should be placed on benefit status unless there is a plan for
automatic review after a given period of time of any disability not clearly
terminal.

3. The law and regulations that make the obligation or opportunity for rehabili-
tation appear to be more a threat than an opportunity to a disabled person, ought
to be removed.

4. Some rules for evaluating medical corroboration of subjective pain should
be required.

5. The intensity of Federal review of decisions ought to be greatly increased
from the present 5 percent sample. We believe this could result in the termina-
tion of benefits of a great many people who are not really disabled and could
save very substantial sums.

Our association has committees studying the question of claim administration
in considerable depth, and we hope to be able to provide further recommenda-
tion to the Congress in this area during the next few months.

We appreciate the opportunity to be heard today. Thank you.
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CHART I.--1977 SOCIAL SECURITY LAW BENEFIT CHANCES, AGE 29 DISABILITY

Maximum
family

Primary benei Maximum
insurance as per- family

Annual amount cent of benefit
earnings Primary replacement Maximum primary replacement

Year of In prior insurance ratio family insurance ratio
disability year amount (percent) benefit amount (percent)

Low earner:
1978 -------------- $3,985 $270,70 81.6 $455.40 168.2 137.1
1979 -------------- 4,308 215.00 59.9 322.50 150.0 89.8
1985--------------6, 273 318.00 60.8 477.00 150.0 91.2Averate earner:1978 ............: 10,001 494.00 59.3 864.30 175.0 103.8

1979 -------------- 10,811 382.00 42.4 689.50 180.5 76.5
1985...-...-..--- 15,742 564.00 43.0 1,020. 30 180. 9 77.8

$17,700 earner in 1978:
1978 -------------- 16,500 622.30 45.3 1,089.90 175.0 79.2
1979 -------------- 17,700 503.00 34.1 880. 30 175.0 59.7
198 --------------- 25,774 743.00 34.6 1,300.30 175.0 60.5

Maximum earner:
1978 -------------- 16,500 622.30 45.3 1,089.90 175.0 79.2
1979 -------------- 17,700 503.00 34.1 880.30 175.0 59.7
1985 -------------- 36,000 867.00 28.9 1,517.30 175.0 50.6

*
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FINANCING OF THE SOCIAL SECURITY PROGRAMS

The social security payroll tax generates funds. to pay the benefits
and administrative costs of three separate programs. These are old-age
m(l survivors insurance (OASI), disability insurance (DI), and hos-
pital insurance or part A of medicare (HI). Although the payroll
deduction for social security taxes is shown as a single amount on the
cm loyee's pay stub, a specific portion of that tax is earmarked for
ead of these three programs. The revenues generated for each pro-
p'am are maintaine in a separate trust fund and can be used only

,or that program.
Over the past few years, the funding of these social security pro-

grams became increasingly inadequate as a result of the economic
situation coupled with unanticipated growth in ro ram costs. In the1977 report of the board of trustees of the OADI trust funds, the
disability insurance fund was projected to be exhausted by the end
of 1979 and the combined OASI and DI funds were expected to be
exhausted by 19S2. On the basis of the assumptions used for the 1977
report of the trustees, it was estimated that the HI trust fund would
be exhausted in 1987. Each of these programs also faced continuing
deficits on into the future.

As a result of the deteriorating financial situation of the social
security cash benefit programs, legislation was enacted in 1977 to
address the problems. The legislation revised certain benefit provisions
in a manner which resulted in some reduction in outgo, and also pro-
vided for additional income by increasing both the social security tax
rates and the amount of annual earnings subject to social security
taxation.

The tables which follow show the situation which existed prior to
the enactment of the 1977 amendments and the changes which resulted
from those amendments.

(1)



TABLE 1.-TAX RATES FOR THE SOCIAL SECURITY TRUST FUNDS

(In percent]

Prior law Present law (1977 amendments)

Calendar year OASI D2 OASWI HI Total OASI I D1 2 OASDI HI 3 Total

EMPLOYERS AND EMPLOYEES. EACH

1977 ....................................... 4.375 0.575 4.95 0.90 5.85 4.375 0.575 4.95 0.90 5.85
1978 ....................................... 4.350 .600 4.95 1.10 6.05 4.275 .775 5.05 1.00 6.05
1979-80 ................................... 4.350 .600 4.95 1.10 6.05 4.330 .750 5.08 1.05 6.13
1981 ........................................ 4.300 .650 4.95 1.35 6.30 4.525 .825 5.35 1.30 6.65

1982-84 .................................... 4.300 .650 4.95 1.35 6.30 4.575 .825 5.40 1.30 6.70
1985 ....................................... 4.300 .650 4.95 1.35 6.30 4.750 .950 5.70 1.35 7.05
1986-89 .................................... 4.250 .700 4.95 1.50 6.45 4.750 .950 5.70 1.45 7.15 CA

to 1990-2010 ................................. 4.250 .700 4.95 1.50 6.45 5.100 1.100 6.20 1.45 7.65 OP
2011 and later ............................. 5.100 .850 5.95 1.50 7.45 5.100 1.100 6.20 1.45 7.65

SELF-EMPLOYED PERSONS

1977 ....................................... 6.185 0.815 7.0 0.90 7.9 6.1850 0.8150 7.0 0.90 7.9
1978 ....................................... 6.150 .850 7.0 1.10 8.1 6.0100 1.0900 7.1 1.00 8.1
1979-80 .................................... 6.150 .850 7.0 1.10 8.1 6.0100 1.0400 7.05 1.05 8.1
1981 ....................................... 6.080 .920 7.0 1.35 8.35 6.7625 1.2375 8.00 1.30 9.3

1982-84 .................................... 6.080 .920 7.0 1.35 8.35 6.8125 1.2375 8.05 1.30 9.35
1985 ............................. 6.080 .920 7.0 1.35 8.35 7.1250 1.4250 8.55 1.35 9.90
1986-89.. ............. ............ 6.010 .990 7.0 1.5 8.5 7.1250 1.4250 8.55 1.45 10.00
1990-20X0 ................................. 6.010 .990 7.0 1.5 8.5 7.6500 1.6500 9.30 1.45 10.75
2011 and later ............................. 6.000 1.000 7.0 1.5 8.5 7.6500 1.6500 9.30 1.45 10.75

I Oldabe and survivors insurance.3 Di Sablity insurance. 3 Hospital insurance (part A of medicare).
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TABLE 2.-ANNUAL EARNINGS SUBJECT TO
SOCIAL SECURITY TAX

Present law
Under prior (1977

Year law amendments)

1977 ..... ....................... $16,500 $16,500
1978 .................................. 17,700 17,700
1979 .................................. 18,900 22,900
1980 .................................. '20,400 25,900

1981 .................................. 121,900 29,700
1982 .................................. '23,400 '31,800
1983 .................................. '24,900 ' 33,900
1984 .................................. '26,400 ' 36,000

1985 .................................. ' 27,900 '38,100
1986 ................. ................ ' 29,400 ' 40,200
1987 .................................. 131,200 ' 42,600

' Estimated.

TABLE 3.-ANNUAL TAX AT SELECTED EARNINGS LEVELS
(Employer/employee each]

Prior law Present law (1977 amendments)

Maximum Maximum
Year $10,000 $15,000 tax $10,000 $15,000 tax

1977 ........ $585 $878 $965 $585 $878 $965
-1978 ........ 605 908 1,071 605 908 1,071
1979 ........ 605 908 '1,143 613 920 1,404

1980 ........ 605 908 '1,234 613 920 1,588
1981 ........ 630 945 '1,380 665 998 1,975
1982 ........ 630 945 11,474 670 1,005 '2,131

' Estimated.

3



TABLE 4.-ESTIMATED OPERATIONS OF THE OASI AND DI TRUST FUNDS, COMBINED, DURING CALENDAR YEARS 1977-87 UNDER
PRESENT AND PRIOR LAW

(Dollar amounts in billions]

Net increase in funds
Present

law (1977
amend-

Funds at end of year
Present

law (1977
amend-

Funds at beginning ofyear as a percentage of
outgo during year

Present
law (1977

amend-

Prior law ments) Prior law ments) Prior law ments) Prior law ments)

Calendar year:
1977 ............... $82.1 $82.1 $87.6 $87.6 -$5.5 -$5.5 $35.6 $35.6 47 47
1978 ............... 90.7 92.4 97.6 97.2 -7.0 -4.8 28.6 30.8 36 37
19791 .............. 99.6 106.5 107.4 106.9 -7.8 -. 4 20.8 30.4 27 29
19801 .............. 108.9 119.1 117.9 117.1 -9.0 2.0 11.8 32.4 18 26

1981 1.............. 117.4 137.1 128.9 127.4 -11.5 9.6 .3 42.0 9 25

19821 .............. 125.2 150.2 140.1 138.3 -14.9 11.9 -14.6 53.9 (2) 30
19831 .............. 132.9 161.3 152.0 149.2 -19.2 12.1 -34.8 66.0 (2) 36
19841 .............. 140.7 172.9 165.1 161.2 -24.4 11.7 -58.2 77.7 (3) 41

19851 .............. 148.4 194.2 179.2 174.0 -30.8 20.1 -89.0 97.9 () 45
19861 .............. 156.2 209.0 194.4 187.6 -38.1 21.4 -127.2 119.3 (2) 52
19871 .............. 164.4 223.7 210.5 202.0 -46.1 21.7 -173.3 141.0 (3) 59

tD . . - t. ate that the DI trust fund would have been exhausted 3 Funds exhausted.

In 1979 under prior law, the figures for 1979-87 under prior law are theoreti-
cal.

Less than 0.5 percent.
Note: The above estimates are based on the intermediate set of assump-

tions shown In the 1977 trustees report.

Income
Present

law (1977
A.

Outgo
Present

law (1977
am,nd-



TABLE 5.--ESTIMATED OPERATIONS OF THE OASIS TRUST FUND DURING CALENDAR YEARS 1977-87 UNDER PRESENT AND PRIOR LAW
[Dollar amounts in billions]

Funds at beginning ofyear as a percentage of
Income Outgo Net increase in funds Funds at end of year outgo during year

SPresent Present Present Present Present
law (1977 law (1977 law (1977 law (1977 law (1977

amend- amend- amend- amend- amend-
Prior law ments) Prior law ments) Prior law ments) Prior law ments) Prior law ments)

Calender year:
1977 ............... $72.5 $72.5 $75.6 $75.6 -$3.1 -$3.1 $32.3 $32.3 47 47
1978 ............... 79.8 78.6 84.0 83.6 -4.2 -5.0 28.1 27.3 38 39
1979 ............... 87.7 90.8 92.0 91.6 -4.3 -. 8 23.8 26.5 31 30
1980 ............... 96.1 101.5 100.6 100.0 -4.4 1.5 19.4 28.0 24 26

1981 ............... 102.8 116.0 109.4 108.4 -6.7 7.6 12.7 35.6 18 26
1982 ............... 109.7 127.2 118.4 117.4 -8.7 9.7 4.1 45.3 11 30
19831 .............. 116.7 136.6 127.9 126.3 -11.2 10.3 -7.2 55.6 3 36
19841 .............. 123.9 146.4 138.3 136.0 -14.4 10.5 -21.5 66.1 (1) 41

1985, .............. 131.1 162.0 149.5 146.4 -18.4 15.7 -39.9 81.7 (2) 45
19861 .............. 136.9 174.1 161.4 157.3 -24.5 16.8 -64.4 98.5 (2) 52
1987' .............. 144.4 186.3 174.1 168.9 -29.7 17.4 '-94.2 115.9 (2) 58

I Because it is estimated that the OASI trust fund would have been ex-
hausted In 1983 under prior law, the figures for 1983-87 under prior law are
theoretical.

' Fund exhausted in 1983.

Note: The above estimates are based on the intermediate set of assump-
tions shown In the 1977 trustees report.

0X

C.0
C3
"4



TABLE 6.-ESTIMATED OPERATIONS OF THE DI TRUST FUND DURING CALENDAR YEARS 1977-87 UNDER PRESENT AND PRIOR LAW
(Dollar amounts in billions)

Funds at beginning of
year as a percentage ofIncome Outgo Net increase in funds Funds at end of year outgo during year

Present Present Present Present Present
law (1977 law (1977 law (1977 law (1977 law (1977

amend- amend- amend- amend- amend.
Prior law ments) Prior law ments) Prior law ments) Prior law ments) Prior law ments

Calendar year:
1977 ................ $9.6 $9.6 $12.0 $12.0 -$2.4 -$2.4 $3.3 $3.3 48 48
1978 ................ 10.9 13.8 13.6 13.7 -2.8 .2 .5 3.5 24 24
19791 .............. 11.8 15.7 15.3 15.3 -3.5 .4 -3.0 3.9 3 23
19801 .............. 12.8 17.6 17.4 17.1 -4.6 .5 -7.6 4.4 (1) 23

1981. .............. 14.6 21.1 19.5 19.0 -4.9 2.1 -12.5 6.5 (2) 23
1982 1 .............. 15.5 23.0 21.7 20.9 -6.2 2.1 -18.7 8.6 (1) 31
19831 .............. 16.2 24.7 24.1 22.9 -8.0 1.8 -26.6 10.4 (2) 38
19841 .............. 16.8 26.5 26.8 '25.2 -10.0 1.3 -36.6 11.6 (2) 41

19851 .............. 17.3 32.1 29.8 27.7 -12.4 4.5 -49.1 16.1 (2) 42
19861 .............. 19.3 34.9 33.0 30.3 -13.6 4.6 -62.7 20.8 (2) 53
19871 .............. 20.0 37.4 36.4 33.1 -16.4 4.3 -79.1 25.1 (1) 63

I Because it is estimated that the DI trust fund would have been exhausted
in 1979 under prior law, the figures for 1979-487 under prior law are theoreti-
cal.,

I Fund exhausted in 1979.

Note: The above estimates are based on the Intermediate set of assump-
tions shown in the 1977 trustees report.



TABLE 7.-ESTIMATED OPERATIONS OF THE HI TRUST FUND. DURING CALENDAR YEARS 1977-87 UNDER PRESENT AND PRIOR LAW
(Dollar amounts in billions]

Funds at beginning of
year as a percentage ofIncome Outgo Net increase in funds Funds at end of year outgo during year

Present Present Present Present Presentlaw (1977 law (1977 law (1977 law (1977 law (1977
amend- amend- amend- amend- amend-Prior law ments) Prior law ments) Prior law ments) Prior law ments) Prior law ments)

Calendar year:
1977 ............... $16.1 $16.1 $16.2 $16.2 -$0.1 -$0.1 $10.5 $10.5 66 661978 ............... 20.9 19.2 19.0 19.0 1.9 .2 12.4 10.7 55 55
1979 ............... 23.4 23.1 22.2 22.2 1.2 .9 13.6 11.6 56 48
1980 ............... 25.6 25.7 25.7 25.7 -. 1 (1) 13.4 11.5 53 45
1981 ............... 33.2 34.0 29.7 29.7 3.6 4.3 17.0 15.9 45 391982 ............... 36.2 37.1 33.9 33.9 2.3 3.3 19.3 19.1 50 471983 ............... 38.6 39.7 38.5 38.5 .1 1.2 19.4 20.3 50 501984 ............... 41.0 42.3 43.7 43.7 -2.6 -1.4 16.7 19.0 44 47
1985 ............... 43.3 46.3 49.1 49.1 -5.9 -2.8 10.9 16.1 34 391986 ............... 50.2 52.4 54.9 54.9 -4.7 -2.5 6.2 13.6 20 291987 ............... 53.4 55.8 61.2 61.2 -7.6 -5.4 -1.4 8.2 10 22

1 Less than $0.05 billion. Note: The above estimates are based on the. intermediate set of assump-
tions shown in the 1977 trustees report.

CoW0
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TABLE 8.-CALENDAR YEARS 1978-83: ADDITIONAL CONTRI-
BUTION INCOME RESULTING FROM 1977 AMENDMENTS

[In billions)

Increase
in OASDI

Increase self-em.
Realloca. in tax ployment

Increase tion of rates tax rates
In contri. tax rates for em. to 1 -j

bution and between ployees times
benefit OASDI and em- employee

Calendar year base and HI ployers rate Total t

OASDI:
1978 .................
1979 ........ $4.0
1980 ........ 6.3

HI:

1981 ........
1982 ........
1983 ........

8.0
8.8
9.4

1978 ................
1979 ........ 4
1980 ........ .4

$1.6
1.11.1

1.2
1.3
1.4

-1.6
-1.1
-1.1

,.......,..,..

$1.5 ..........
1.8 ..........

8.1
10.3
11.1

$0.2
.8
.9

1981 ........
1982 ........
1983 ........

OASDHI:
1978 ..........
1979 ........
1980 .........--

1981 ........
1982 ........
1983 ........

2.1 -1.2 .
2.4 -1.3 .
2.5 -1.4 .

4.9 ..........
7.6 ..........

10.1 ..........
11.2 ..........
11.9 ..........

, ...... ,.. .... °... .9

............... I.... 1 .0

................... 1 .1

....... I............ (1)
1.5 .......... 6.4
1.8 .......... 9.4

8.1
10.3
11.1

.2

.8

.9

18.4
22.4
23.9

'Includes relatively small amounts of additional taxes payable by employers on
employees' income from tips and reduction in taxes due to the provision on totaliza-
tion agreements.

2 Amount is less than $50,000,000.
Note: The above estimates are based on the intermediate set of assumptions

In the report of the trustees for 1977.

8

$1.7
6.6
9.2

17.6
21.3
22.9

-1.6
-. 2

.2

....................

....... °....o.......
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TABLE 9.-FISCAL YEARS 1978-83: ADDITIONAL CONTRIBU.
TION INCOME RESULTING FROM 1977 AMENDMENTS

[In billions]

Increase
In OASDI

Increase self-em.
Realloca- in tax ployment

Increase tion of rates tax rates
In contrl- tax rates for em- to 14

button and between ptoyees times
benefit OASDI and em- employee

Fiscal year base and HI ployers rate Total '

OASDI:
1978 .................. $1.2 ................. $1.3
1979 ........ $1.7 1.2 $1.1 .......... 41
1980 ........ 5.8 1.1 1.7 .......... 8.7

1981 ........ 7.9 1.2 6.7 $0.2 16.1
1982 ........ 10.0 1.4 10.4 .8 22.6
1983 ........ 10.7 1.5 11.8 .9 24.9

HI:
1978 .................. - 1.2 .......... .......... - - 1.2
1979 ........ .4 - 1.2 .......... .......... - - .8
1980 ........ 1.3 - 1.1 .......... ..........- .2

1981 ........ 1.9 -1.2 ................... . .6
1982 ........ 2.7 - 1.4 .......... .......... 1.3
1983 ........ 2.9 - 1.5 .......... .......... 1.3

OASDHI:
1978 .......... ........... ...........
1979........ 2.1 ........... 1.13
1980 ........ 7.1 .......... 1.7 .......... 8.8

1981 ........ 9.8 .......... 6.7 .2 16.7
1982 ........ 12.6 .......... 10.4 .8 23.9
1983 ........ 13.5 .......... - 11.8 .9 26.3

-Includes relatively small amounts of additional taxes payable by employers on
employees' Income from tips and reduction in taxes due to the provision on totaliza.
tion agreements.

I Amount is less than $50,000,000.
Note: Based on assumptions underlying President's 1979 budget.

9



TABLE 10.-ESTIMATED AMOUNT OF CHANGES IN OASDI BENEFIT PAYMENTS UNDER 1977 AMENDMENTS, CALENDAR YEARS 1978-83
[In millions)

Calendar years-

1978 1979 1980 1981 1982 1983

Total amount of change in benefit payments ........................... -$440 -$492 -$844 -$1,446 -$1,696 -$2,577

Benefit structure-net total .............. ....................................... -70 -351 -803 -1,473 -2,3771

Decoupling and wage-indexing formula (net) ................................... -94 -423 -895 -1,563 -2,466
5-year transition guarantee .................................................... 24 79 118 150 180
Frozen minimum benefit ................................................................... -7 -26 -60 -106
3-percent delayed retirem ent credit ............................................................................................ 15

Changes in retirement test-net total .............................. 54 266 359 404 895 981

Increases in exempt amount 1 ...... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  267 491 585 640 709 762
Reduction in exempt age from 72 to 70 in 1982 ................................................................... 403 441
Elimination of monthly measure ................................... -213 -225 -226 -236 -217 -222

I-'



Establish the retirement test exempt amount for beneficiaries aged
65 and over as a measure of substantial gainful activity for blind
disabled workers ..............

Elimination of retroactive payments of actuarially reduced benefits.. -339
Limitation on in leases in actuarially reduced benefits ................ -90
Increase in benefits of surviving spouses, resulting from deceased

workers' delayed retirement credits ........................... i ...... 3
Delayed retirement credits for workers with actuarially reduced

benefits ...................................................
Reduction in benefits of spouses receiving public retirement pensions.. -68
Eliminate reduction in widowed spouses benefits due to remarriage

after age 60 ......................................................................
Reduction in duration of marriage required for divorced spouses bene-

fits from 20 years to 10 years ....................................................
Increase in special minimum benefits .......... .............
Changes in annual wage reporting provisions .......................... (3)
Authorization to enter into totalization agreements 2 . . . . . . . . . . . . . . . . . . .  (3 )
Higher benefits resulting from Increases in wages subject to tax ..................

1 1 1 2 2
-536 -550 -559 -565 -569
-280 -500 -751 -948 -1,157

4 5 7 10 13

14
-106

22
-108

24
-110

26
-112

30
-116

130 155 166 178 189 ;

67
12

1
5(1)

80
14
4
4

21

86
14
9
4

62

92
15
18
5

161

98
16
26

6
281

3 Exempt amount increased for beneficiaries aged 65 and over to $4,000
in 1978; $4,500 in 1979; $5,000 in 1980; $5,500 in 1981; and $6,000
in 1982.

2 The estimates represent additional OASDI benefit payments that would
result from implementation of totalization agreements already signed with
Italy and West Germany. No agreement can become effective if either House

of Congress disapproves the agreement within 90 days after it is submitted
to Congress.

Less than $500,000.
Note: A positive figure represents additional benefit payments, and a

negative figure represents a reduction In benefit payments.
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TABLE 11.-CHANGES IN THE ACTUARIAL BALANCE OF THE OASDI SYSTEM
OVER THE LONG-RANGE PERIOD (1977-2051) UNDER THE SOCIAL SECURITY
ACT AS AMENDED THROUGH PUBLIC LAW 95-216

(As percent of taxable payroll]

Item OASIS D OASDI

Under the act prior to amendments in Public Law
95-216:

Long-range expenditures ..........................
Long-range tax rate ...............................
Long-range actuarial balance .....................

Effects of 1977 amendments:
Decoupling ........................................
New (wage-indexed) benefit formula ..............
Frozen minimum at the December 1978 level....
Changes in the special minimum .................
Reduction in spouses benefits for Government

pensions. ......... ....
Changes in the retiremen ite'st'.'.. * * , * - - * " *..
3-percent delayed retirement credit ..............
Delayed retirement credit for widows .............
Remarriage after age 60 of widowed-spouse ben-

eficiaries ........................................
Elimination of retroactive payments of actuarially

reduced benefits ................................
Change in the method of increasing actuarially

reduced benefits................................
Changes In SGA for the blind .......................
Employer tax liability on tips deemed to be wages.
Correction of coverage regarding limited partner-

sh ips ............................................
Tax relief for related corporations ................
10-year marriage requirement for divorced

beneficiaries ...................................
Annual reporting of earnings .....................
Changes in the earnings base .....................
Change In self-employed tax rate to 150 percent

of em ployee-tax rate ............................
Change in employee-employer tax schedule ......
Total effect of Public Law 95-216 .................

Under the act as amended through Public Law
95-216:

Long-range actuarial balance .....................
Long-range tax rate ...............................
Long-range expenditures ..........................

15.51
9.45

-6.06

9.63
-5.91

.07
0

.04
-. 11
-. 04
-. 01

-. 01

.01

.24

0

0
00

-. 01
.45

.08
.57

4.98

-1.08
10.01
11.09

3.68
1.55

-2.14

2.32
-1.24

.02
0

0
0

.,.. .... .

... ,.....

0

0

0
0
0

0
0

0
0

.08

.02

.57
1.75

19.19
10.99

-8.20

11.95
-7.16

.08
0

.04
-. 11
-. 04
-. 01

-. 01

.01

.24
0
0

0
0

0
-. 01

.54

.10
1.14
6.74

-. 38 -1.46
2.11 12.12
2.49 13.58

Note: Expenditures and taxable payroll are calculated under the Interraediate set of
assumptions (alternative II) which are described in the 1977 Report of the Boad of Trustees
of the Federal Old-Age and Survivors Insurance and Disability Insurance Trust Funds. These
assumptions incorporate ultimate annual increases of 5Mi percent In average wages In coy
ered employment and 4 percent in Consumer Price Index, an ultimate unemployment rate
of 5 percent and an ultimate total fertility rate of 2.1 children per woman. Taxable payroll is
adjusted to iake into account the lower contributions rates on self-employed income, on tips,
and on multiple-employer "excess wages" as compared with the combined employer-
employee rate.

12
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TABLE 12.-COMPARISON OF THE ESTIMATED EXPENDITURES WITH THE SCHED-
ULED TAX RATES FOR THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE
SYSTEM AS AMENDED THROUGH PUBLIC LAW 95-216, CALENDAR YEARS
1977-2055

(In percent of taxable payroll]

Estimated expenditures

Old-age and
survivors Disability

Calendar year insurance Insurance Total Tax rate Difference

1977 .................... 9.39 1.50 10.89 9.90 -0.99
1978 .................... 9.33 1.53 10.86 10.10 -. 76
1979 .................... 8.80 1.47 10.28 10.16 -. 12
1980 ................... 8.63 1.48 10.11 10.16 .05
1981 .................... 8.51 1.49 10.00 10.70 .70

1982 .................... 8.59 1.53 10.11 10.80 .69
1983 .................... 8.65 1.57 10.22 10.80 .58
1984 .................... 8.71 1.62 10.33 10.80 .47
1985 .................... 8.79 1.66 10.45 11.40 .95
1986 .................... 8.85 1.70 10.56 11.40 .84

1987 .................... 8.91 1.74 10.65 11.40 .751988 .................... 8.81 1.78 10.60 11.40 .80
1989 .................... 8.76 1.83 10.59 11.40 .81
1990 .................... 8.71 1.87 10.58 12.40 1.82
1991 ............. . 8.70 1.91 10.61 12.40 1.79

1992 .................... 8.69 1.95 10.64 12.40 1.76
1993 .................... 8.68 1.99 10.67 12.40 1.73
1994 .................... 8.68 2.03 10.71 12.40 1.69
1995 .................... 8.68 2.07 10.75 12.40 1.65
1996. ................... 8.66 2.12 10.78 12.40 1.62

1997 .................... 8.64 2.18 10.82 12.40 1.58
1998 .................... 8.63 2.23 10.86 12.40 1.54
1999 .................... 8.63 2.28 10.91 12.40 1.49
2000 .................... 8.63 2.34 10.96 12.40 1.44
2001 .................... 8.64 2.40 11.04 12.40 1.36

2005 .................... 8.71 2.64 11.35 12.40 1.05
2010 .................... 9.30 2.88 12.17 12.40 .23
2015 ................... 10.45 2.99 13.44 12.40 -1.04
2020 ................. 11.97 3.02 14.99 12.40 -2.59
2025 .................... 13.49 2.91 16.40 12.40 -4.00

2030 .................... 14.35 2.78 17.13 12.40 -4.73
2035 .................... 14.45 2.70- 17.15 12.40 -4.75
2040 .................... 13.97 2.72 16.69 12.40 -4.29
2045 .................... 13.50 2.79 16.29 12.40 -3.89
2050 .................... 13.35 2.82 16.18 12.40 -3.78
2055 .................... 13.41 2.83 16.24 12.40 -3.84

25-year averages:
1977-2001 ......... 8.75 1.85 10.60 11.57 .97
2002-2026 .......... 10.59 2.86 13.46 12.40 -1.06
2027-2051.......... 13.93 2.77 16.69 12.40 -4.29

75-year average:
1977-2051 .......... 11.09 2.49 13.58 12.12 -1.46

Note: Expenditures and taxable pay roll are calculated under the intermediate set of as-
sumptions (alternative Ii) which are described In the 1977 Report of the Board of Trustees
of the Federal Old-Age and Survivors Insurance and Disability Insurance Trust Funds. These
assumptions incorporate ultimate annual increases of 511 percent In average wages in cov.
ered employment and 4 percent in Consumer Price Index, an ultimate unemployment rate of
5 percent, and an ultimate total fertility rate of 2.1 children per woman. Taxable payroll is
adjusted to take into account the lower contribution rates on self-employment income, on
tips and on rnultiple-employer "excess wages" as compared with the combined employer-
employee rate.
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Most of the tables in this document present estimates of the cost of
the social security program (or of proposals to modify the financing of
that program). These estimates are bascd on a set of economic and
demogra phic a-ssun)tions made by the actuaries who calculate the
estimates. In the annual actuarial evaluation of the social security
Program by the trustees of the social security trust fund, three sets of
alssumJiptions are adopted, representing a range of possible develop-
ments which could be characterized as optimistic, intermediate, and
pessimistic. The intermediate assumptions are generally referred to
and, in fact, underlie most of the tables in this document. Table 13,
below, however, shows the range of estimates resulting from the three
sets of assumptions used by the trustees in developing their 1977
reports.

TABLE 13.-LONG-RANGE ESTIMATES OF THE OASDI PROGRAM
UNDER 3 SETS OF ACTUARIAL ASSUMPTIONS

(In percent of taxable payroll]

1977-2001 1977-2051

Expend- Tax Surplus Expend- Tax Surplus
Assumptions itures rate or deficit itures rate or deficit

Alternative 1.... 10.30 11-.57 +1.27 12.66 12.12 -0.54
Alternative ll... 10.60 11.57 +.97 13.58 12.12 -1.46
Alternative Ill.. 10.95 11.57 +.62 15.38 12.12 -3.26

ALTERNATIVE FINANCING PROPOSALS

As shown in table 4, the 1977 Social Security Amendments reversed
the short-range deficit situation of the program under which the
combined cash benefit trust funds had been projected to be exhausted
by the end of 1982. Instead, under the new law, the cash benefits
fund reserves reach a low of 25 percent of 1 year's outgo at the begin-
ning of 1981 and then build up to 59 percent of a year's outgo by the
start of 1987. As shown in the table, ihis result arises partly from a
reduction in benefit costs under the new amendments but more
substantially as a result of increased payroll tax revenues. (Over the
text 10 years, program costs decline by a total of $32 billion while

income grows by $282 billion.)
The substantial increases in the level of payroll tiixes required by the

1977 legislation have been a cause of concern leading to a number of
l)rol)osal- (lesignel to lessen the impact of those taxes. In general there
appear to be three approaches which could be used to achieve that
result: (1) Reducing the cost of the social security program; (2) pro-
viding some other source of funding; and (3) reducing income taxes to
offset the impact of the increased social security taxes.

As of the date this document was prepared, a number of proposals
designed to lessen the impact of social security taxes have been put
forward. Some of these proposals deal witW the social security payroll
tax incidence in a general way while others are targeted at specific
elements such as the tax on employers or the tax that arises from in-
creases in rates as compared with prior law or as compared with 1977.
Some of the elements comprising the social security tax for the next 3
years (1978-80) are shown in table 14 below.

14
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TABLE
ENT
TAX

14.-SOCIAL SECURITY
LAW COMPARED WITH
LEVELS

TAX LIABILITY UNDER PRES-
PRIOR LAW AND WITH 1977

(In billions of dollars]

Prior law tax rates
and- 1977 tax rates and-

Present Prior Present Prior
Present law law law law 1977

Calendar year law base base base base base

1978, total ......

Employees ........
Employers .........
Set femployed.....

1979, total ......

Employees ........
Em ployers ........Self-employed ... ..

1980, total ......

Employees ........
Em players .........
Self-employed .....

* 107.1 107.1 107.0 103.5 103.5 101.2

51.0 51.0 51.0 49.3 49.3 48.2
51.6 51.6 51,5 49.8 49.8 48.8
4.5 4.5 4.5 4.4 4.4 4.3

. 126.2 124.6 118.3 120.6 114.4 109.2

60.2 59.4 56.4 57.5 54.5 51.9
60.7 59.9 57.0 57.9 55.1 52.7

5.3 5.3 4.9 5.2 4.8 4.5

* 142.4 140.6 132.0 136.0 127.6 118.1

68.0
68.5
5.9

67.1
67.6

5.9

62.9
63.7

5.4

64.9
65.3
5.8

60.9
61.5
5.2

56.1
57.2

4.7

Note: The above estimates are based on the economic assumptions that underlie
the President's 1979 budget.

. 11mili8tration tax packae.-The President has proposed a package
involving numerous changes in the tax laws (particularly the in-
come tax laws) which would result in net reductions in revenue
aniounting to some $25 billion. In submitting this package to Congress,
the President indicated that one of its objectives was to offset the
impact of the social security tax increases. Tables 15 to 18 below are
reprinted from the materials prepared by the administration in con-
nection with its tax proposals to show the combined impact of social
security and income taxes in 1978 and 1979. The amounts shown
as social security taxes (FICA) under "present law" in these tables
are actually 1977 taxes and do not reflect the increases in the tax rate
and tax base in 1978 and 1979 under either present law or the law
as it was in effect prior to the 1977 ainendments. (The increase in
social security taxes-which went into effect January 1, 1978 is the
result of the law in effect prior to the 1977 amendments while addi-
tional increases are provided under the 1977 legislation starting
January 1, 1979.)
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TABLE 15.-1978 COMBINED INCOME TAX AND SOCIAL SECURITY (FICA) TAX
BURDENS: 4 PERSON, 1-EARNER FAMILIES

(In dollars]

Present law tax 1978 proposed tax Change In tax
Wage Income FICA Total Income FICA Total Income FICA Total
Income tax ' tax I tax tax ' tax tax tax tax tax

$5,000 ...... -300 292 -8 -300 303 3 0 11 11
$10,000 ..... 446 585 1,031 192 605 797 -254 20 -234
$15,000 ..... 1,330 877 2,207 1,166 908 2,074 -164 31 -133
$20,000 ..... 2,180 965 3,145 2,042 1.071 3,113 -138 106 -32
$25,000 ..... 3,150 965 4,115 3,025 1,071 4,096 -125 106 -19
$30,000 ..... 4,232 965 5,197 4,150 1,071 5,221 -82 106 24
$40,000..... 6,848 965 7,813 6,748 1,071 7,819 -100 106 6
$50,000 ..... 9,950 965 10,915 9,855 1,071 10926 -95 106 11
$100,000... 28,880 965 29,845 28,640 1,071 29,711 -240 106-134

1 Assumes deductible expenses equal to 23 percent of income.
' Calculated under prior law rate for 1977 (5.85 percent) and prior law base for 1977

($16,500), employees' share only.
'Calculated under present law rate and-base for 1978 (6.05 percent and $17,700), em-

ployees' share only.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis.

TABLE 16.-1979 COMBINED INCOME TAX AND SOCIAL SECURITY (FICA) TAX
BURDENS: 4 PERSON, 1-EARNER FAMILIES

[In dollars]

Present law tax 1979 proposed tax Change In tax

Wage Income FICA Total Income -FICA Total Income FICA Total
Income tax a tax I tax tax 3 taxa tax tax tax tax

$5,000 ..... -300 292 -8 -300 306 6 0 14 14
$10,000... 446 585 1,031 134 613 747 -312 28 -284
$15,000.... 1,330 877 2,207 1,072 919 1,991 -258 42 -216
$20,000.... 2,180 965 3,145 1,910 1,226 3,136 -270 261 -9
$25,000.... 3,150 965 4,115 2,830 1,404 4,234 -320 439 119
$30,000.... 4,232 965 5,197 3,910 1,404 5,314 -322 439 117
$40,000..... 6,848 965 7,813 6,630 1,404 8,034 -218 439 221
$50,000..... 9,950 965 10,915 9,870 1,404 11,274 -80 439 359
$100,000... 28,880 965 29,845 29,470 1,404 30,874 590 439 1,029

' Assumes deductible expenses equal to 23 percent of Income under present law.
I Calculated under prior law rate for 1977 (5.85 percent) and prior law base for 1977

($16,500), employees' share only.
' Assumes deductible expenses equal to 20 percent of income under proposal. "'"*
' Calculated under present law rate and base for 1979 (6.13 percent and $22,900), em-

ployees' share only.
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TABLE 17.-1978 COMBINED INCOME TAX AND SOCIAL SECURITY (FICA) TAX
BURDENS: 4 PERSON, 2-EARNER FAMILIES'

(In dollars]

Present law tax 1978 proposed tax Change In tax

Wage Income FICA Total Income FICA Total Income FICA Total
Income tax 2 tax I tax tax ' tax ' tax tax tax tax

$5,000 ...... -300 292 - -8 -300 303 3 0 11 11
$10,000..... 446 585 1,031 192 605 797 -254 20 -234
$15,000 ..... 1,330 877 2,207 1,166 908 2,074 -164 31 -133
$20,000 ..... 2,180 1,170 3,350 2,042 1,210 3,252 -138 40 -98
$25,000 ..... 3,150 1,463 4,613 3,025 1,513 4,538 -125 50 -75
$30,000..... 4,232 1,755 5,987 4,150 1,815 5,965 -82 60 -22
$40,000..... 6,848 1,931 8.779 6,748 2,142 8,890 -100 211 111
$50,000..... 9,950 1,931 11,881 9,855 2,142 11,997 -95 211 116
$100,000... 28,880 1,931 30,811 28,640 2,142 30,782 -240 211 -29

1 Assumes that each spouse earns 50 percent of total family income.
I Assumes deductible expenses equal to 23 percent of income.
I Calculated under prior law rate for 1977 (5.85 percent) and prior law base for 1977

($16,500). employees-share only.
&Calculated under present law rate and base for 1978 (6.05 percent and $17,700), em-

ployees' share only.

TABLE 18.-1979 COMBINED -INCOME TAX AND SOCIAL SECURITY (FICA) TAX
BURDENS: 4-PERSON, 2-EARNER FAMILIES'

[in dollars

Present law tax 1979 proposed tax Change in tax
Wage Income FICA Total Income FICA Total Income FICA Total
income tax 2 tax 2  tax tax ' tax J tax tax tax tax

$5,000 ...... -300 292 -8 -300 306 6 0 14 14
$10,000..... 446 585 1,031 134 613 747 -312 28 -284
$15,000 ..... 1,330 877 2,207 1,072 919 1,991 -258 42 -216
$20,000..... 2,180 1,170 3,350 1,910 1,226 3,136 -270 56 -214
$25,000..... 3,150 1,463 4,613 2,830 1,533 4,363 -320 70 -250
$30000 ..... 4,232 1,755 5,987 3,910 1,839 5,749 -322 84 -238
$,00...7 6,948 1,931 8,779 6,630 2,452 9,082 -218 521 303
$50,000 ..... 9,950 1,931 11,881 9,870 2,808 12,678 -80 877 797
$100,000.... 28,880 1,931 30,811 29,470 2,803 32,278 590 877 1,467

I Assumes that each spouse earns 50 percent of total family income.
2 Assumes deductible expenses equal to 23 percent of income under present law.
3 Calculated under prior law rate for 1977 (5.85 percent) and prior law base for 1977

($16,500), employees' share only.
'Assumes deductible expenses equal to 20 percent of income under proposal.
'Calculated under present law rate and base for 1973 (6.13 percent and $22,900). em.

ployees' share only.
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S. 2459 (Senator Eagleton).-S. 2459 is one of a number of proposals
which have been introduced to offset the impact of social security
taxes by a reduction in income taxes which is directly based on social
security tax liability. The bill would allow as a credit against income
taxes an amount equal to 15 percent of the amount paid by an em-
ployee or self-employed person after September 30, 1978 in social
security or railroad retirement taxes. The credit would not be refund-
able but would be limited to the amount of the individual's income
tax liability. The credit would not apply to the employer portion of
the social security tax. The 1979 revenue reduction resulting from this
bill would be approximately $8 to $9 billion.

S. £501 (Senator Hathaway and others). S. 2501 would modify
the financing of the social security program so that the cost of the
program would be paid one-third by employees, one-third by their
employers and one-third from the general revenues of the United
States. In order to provide general revenue funding, the bill would
make a permanent appropriation to the social security trust funds
equal to 150 percent (rather than the 100 percent provided under
)resent law) of the social security taxes collected from employees,

their employers and the self-employed.
The new financing provisions would become effective January l,

1979. The revised schedule of taxes is shown in table 19.
In addition, the bill would increase the social security tax base to

$100,000 in 1979 with automatic increases thereafter. The estimated
increases in the tax base for years after 1979 are shown in table 20.

Estimates of the reduction in social security payroll taxes which
would result from the enactment of S. 2501, along with the payments
from general revenues that would be appropriated, are shown in
table 21.
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TABLE 19.-SOCIAL SECURITY TAX RATES UNDER PRESENT LAW AND UNDER S. 2501, EMPLOYEE AND EMPLOYER. EACH

Current law S. 2501

OASIS Dl OASDI HI Total OASI DI OASCI HI Total

Calendar year:
1978 ..........
1979-80 ......

b- 1981 .........
co . 1982 .........

1983-84....
1985 ..........
1986-89 .......

1990-2009 ....
2010 .............
2011 and later .....

4.275 0.775 5.050 1.000 6.050 4.275 0.775 5.050 1.000 6.050
4.330 .750 5.080 1.050 6.130 2.700 .500 3.200 .700 3.900
4.525 .825 5.350 1.300 6.650 2.770 .480 3.250 .750 4.000
4.575 .825 5.400 1.300 6.700 2.770 .480 3.250 .750 4.000

4.575 .825 5.400 1.300 6.700 2.745 .505 3.250 .750 4.000
4.750 .950 5.700 1.350 7.050 2.960 .590 3.550 .900 4.450
4.750 .950 5.700 1.450 7.150 2.960 .590 3.550 .900 4.450

5.100 1.100 6.200 1.450 7.650 3.100 .900 4.000 .900 4.900
5.100 1.100 6.200 1.450 7.650 3.900 .900 4.800 .900 5.700
5.100 1.100 6.200 1.450 7.650 3.900 .900 4.800 .900 5.700
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TABLE 20.-SOCIAL SECURITY TAX BASE UNDER PRESENT
LAW AND UNDER S. 2501

Calendar year Present law S. 2501

1977 .................................. $16,500 $16,500
1978 .................................. 17,700 17,700
1979 .................................. 22,900 100,000
1980 .......................... 25,900 '108,000

1981 .................................. 29,700 116,400
1982 .................................. '31,800 '124,500
1983 .................................. 133,900 1132,600
1984 .................................. '36,000 '140,400

1985 .................................. '38,100 148,500
1986 .................................. '40,200 '156,900
1987 .................................. '42,600 '165,900

' Estimated-Base increases automatically as wage levels rise.

TABLE 21.-REDUCTION IN OASDI AND HI TAX CONTRIBUTION INCOME AND
AMOUNT OF GENERAL FUND CONTRIBUTIONS UNDER S. 2501, CALENDAR
YEARS 1979-87 AND FISCAL YEARS 1979-83

(In billions]

Reduction in tax contribution Amount of general fund
income contributions I

OASDI HI Total OASDI HI Total

Calendar year:1
1979 ................ $29.7 $5.3 $35.0 $33.3 $7.2 $40.5
1980 ................ 34.9 6.2 41.2 40.8 8.8 49.5
1981 ................ 44.5 11.7 56.2 44.8 10.1 54.9
1982 ................ 50.3 13.0 63.3 48.1 10.9 58.9
1983 ................ 54.1 13.9 68.1 51.4 11.6 63.0

1984 ................ 57.9 14.9 72.9 54.8 12.4 67.2
1985 ................ 61.3 12.6 73.9 63.3 15.6 79.0
1986 ................ 65.1 16.3 81.4 68.1 16.9 85.1
1987 ................ 69.5 17.7 87.2 72.6 18.0 90.7

Fiscal year: 3
1979 ................ 24.7 4.5 29.2 24.1 5.2 29.4
1980 ................ 33.5 6.0 39.5 40.1 8.6 48.7
1981 ................ 42.8 10.5 53.3 45.2 10.1 55.3
1982 ................ 51.5 13.4 64.9 50.3 11.4 61.7
1983 ................ 56.8 14.6 71.4 54.9 12.4 67.3

I Based on the intermediate assumptions in the 1977 trustees report.
2 S. 2501 provides for general fund contributions amounting to 50 percent of payroll tax

contributions for each trust fund.
I Based on the 1979 budget assumptions.
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S. 2503 (Senator Neson and others).-S. 2503 would modify the
financing of the social security programs so that the disabilitylii-
surance program and part A of the hospital insurance program would
be financed from general revenues. Under the provisions of the bill,
the Congress would passlegislation each year authorizing the amount
of money that could be appropriated for the two programs and
these authorizations would then go through the regular appropriation
process. The bill states that the authorization for each program would
be for "such sums as may be determined . . . to be necessary to pro-
vide for the prompt payment of the benefits . . . and administrative
expenses . . . and to provide an adequate contingency reserve".

These changes would be effective for fiscal years which end after
the date of enactment. (If enactment occurred prior to September 30,
1978, authorization and appropriations would be needed for fiscal year
1979.)

In addition, the bill would revise the schedule of social security
taxes as shown in table 22.

Estimates of income, outgo, and assets under present law and tinder
S. 2503 for calendar years 1979-80 are shown in table 23. Table 24
shows the reduction in taxes for calendar years 1979-87 that would
result from enactment of the bill. The table also shows the estimated
additional general revenue income that would be needed to maintain
the DI and HI trust funds at their 1979 ratios of assets to expenditures
(25 percent for III and 56 percent for DI).
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TABLE 22.-SOCIAL SECURITY TAX RATES UNDER CURRENT
LAW AND UNDER S. 2503

EMPLOYEE AND EMPLOYER, EACH
(In percent]

Current law
S. 2503,

Calendar year OASI DI OASDI HI Total OASI

1979 and 1980 .... 4.330 0.750 5.08 1.05 6.13 4.33
1981........ .4.525 .825 5.35 1.30 6.65 4.40
1982-84 ....... 4.575 .825 5.40 1.30 6.70 4.40
1985 .......... 4.750 .950 5.70 1.35 7.05 4.40
1986-89 .......... 4.750 .950 5.70 1.45 7.15 4.40

1990-2001 ........ 5.100 1.100 6.20 1.45 7.65 _ 4.40
2002-10 .......... 5.100 1.100 6.20 1.45 7.65 4.60
2011-20 .......... 5.100 1.100 6.20 1.45 7.65 5.40
2021 and later... 5.100 1.100 6.20 1.45 7.65 6.80

SELF-EMPLOYMENT TAX

Current law S. 2503
Year OASI DI OASDI HI Total OASIa

1979-80 ...... 6.0100 1.0400 7.05 1.05 8.10 6.495
1981 .......... 6.7625 1.2375 8.00 1.30 9.30 6.6
1982-84...... 6.8125 1.2375 8.05 1.30 9.35 6.6
1985 .......... 7.1250 1.4250 8.55 1.35 9.90 6.6
1986-89 ...... 7.1250 1.4250 8.55 1.45 10.00 6.6
1990-2001 .... 7.6500 1.6500 9.30 1.45 10.75 6.6
2002-10 ...... 7.6500 1.6500 9.30 1.45 10.75 6.9
2011-20 ...... 7.6500 1.6500 9.30 1.45 10.75 8.1
2021 and

later ......... 7.6500 1.6500 9.30 1.45 10.75 10.2

'This would be the only payroll tax under S. 2503.
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TABLE 23.-ESTIMATED OPERATIONS OF THE OASI TRUST FUND UNDER PRES-
ENT LAW AND UNDER THE PROGRAM AS MODIFIED BY S. 2503, CALENDAR
YEARS 1977-87

(Amounts In billions)

Net Increase In
Income Outgo fund

Present Present Present
Calendar year law S. 2503 law S. 2503 law S. 2503

1977 .................... $72.5 $72.5 $75.6 $75.6 -$3.1 -$3.1
1978 .................... 78.6 78.6 83.6 83.6 -5.0 -5.0
1979 .................... 90.8 90.8 91.6 91.6 -. 8 -. 8
1980 ................. .101.5 101.9 100.0 100.0 1.5 1.9
1981 .................... 116.0 113.4 108.4 108.4 7.6 4.9

1982 .................... 127.2 122.2 117.4 117.4 9.7 4.8
1983 .................... 136.6 130.9 126.3 126.4 10.3 4.5
1984 .................... 146.4 140.0 136.0 136.0 10.5 3.9
1985 .................... 162.0 149.3 146.4 146.4 15.7 2.8
1986 .................... 174.1 159.1 157.3 157.4 16.8 1.7
1987 .................... 186.3 169.4 168.9 169.1 17.4 .4

Assets at beginning of year as a
Assets at end of year percentage of outgo during year

Present Present
law S .2503 law S. 2503

1977 .................... $32.3 $32.3 47 47
1978 .................... 27.3 27.3 39 39
1979 .................... 26.5 26.6 30 30
1980 .................... 28.0 28.5 26 27
1981 .................... 35.6 33.4 26 26

1982 .................... 45.3 38.2 30 28
1983 .................... 55.6 42.7 36 30
1984 .................... 66.1 46.6 41 31
1985 .................... 81.7 49.5 45 32
1986 .................... 98.5 51.1 52 31
1987 .................... 115.9 51.5 58 30

Note; The above estimates are based on the intermediate assumptions in the 1977
trustees report.
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TABLE 24.-REDUCTION IN OASDI AND HI TAX CONTRIBUTION INCOME AND
AMOUNT OF GENERAL FUND CONTRIBUTIONS UNDER S. 2503, CALENDAR
YEARS 1979-87 AND FISCAL YEARS 1979-83

(In billions)

Amount of general fund
Reduction in tax contribution Income contributions'

OASIS DI OASDI HI Total DI Hi Total

Calendar year:'
1979 .......... $($0.1) $14.2 $14.1 $19.8 $34.0 $14.1 $20.9 $35.0
1980 .......... "1(.4) 17.2 16.8 23.8 40.6 17.2 25.9 43.1
1981 .......... 2.5 20.6 23.2 31.8 55.0 19.0 29.9 49.0
1982 .......... 4.6 22.4 27.0 34.7 61.7 20.9 34.1 55.1
1983 .......... 5.0 24.0 29.0 37.2 66.1 23.0 38.9 61.9

1984 .......... 5.3 25.6 31.0 39.7 70.7 25.3 44.1 69.4
1985 .......... 11.0 31.1 42.1 -43.9 86.0 27.7 49.6 77.4
1986 .......... 12.3 33.6 45.9 50.2 96.0 30.3 55.3 85.7
1987.......... 13.1 35.8 48.9 53.8 102.7 33.2 61.7 94.9

Fiscal year:
1979 .......... I(.1) 10.7 10.6 14.9 25.5 10.6 14.9 25.5
1980 .......... '(.3) 16.8 16.5 23.2 39.7 16.9 24.5 41.5
1981 .......... .2.0 20.3 22.2 30.7 52.9 18.8 28.5 47.3
1982 .......... 4.5 23.3 27.8 36.2 64.0 20.7 32.8 53.4
1983 .......... 5.4 25.4 30.8 39.5 70.3 22.8 37.3 60.1

I Amount required to maintain a constant level of trust fund assets at end of year as a
percentage c outgo during year. At the end of 1978. these percentages are 25 percent for
the D t rust fund and 56 percent for the HI trust fund, for the intermediate assumptions in
the 1977 trustees report.

I Based on the Intermediate assumptions in the 1977 trustees report.
I Amount shown in parentheses represents an increase rather than a reduction.
' Based on the 1979 budget assumptions.

Alternative proposal (Senator Nelson).-In testimony before the
Senate Budget Committee, Senator Nelson described a proposal under
which there would be a 3-year moratorium on the social security
financing provisions enacted'last year.

Under this proposal, the-total OASDHI tax rate and base would be
returned to the levels provide(] under the law in effect prior to the
enactment of the Social Security Amendments of 1977 (Public Law
95-216) but the distribution of ihe taxes between the three programs
(old-age and survivors insurance, disability insurance, and hospital
insurance) would be changed so that the payroll tax would provide
sufficient funds to support the cash-benefits programs '(old-age, sur-
vivors and disability insurance). In effect, hospital insurance -payroll
taxes would be reduced and the difference would be made up by
payments from general revenues as follows:

Payments from general rTeenueBYear: Bflttis
1979 --------------.-------------------------------- $6.4
1980 ----------------------------------------- 9.4
1081 ------------------------------------------------ 18.3

Total --------------------------------------------- 34;0

24



357

The tax rates under prior law, present law and the proposal are
shown in table 25,-and the maximum amounts of earnings taxable
under.present law and the proposal (which is the law in effect prior to
the enactment of the 1977 amendments) are shown in table 26. The
effect these changes would have on the social security trust funds is
shown in tables 27 and 28.

TABLE 25.-SOCIAL SECURITY TAX RATES UNDER PRESENT AND PRIOR LAW
AND NELSON ALTERNATIVE

fIn percent] __

Prior law Present law Nelson alternative
Calendar year OASDI HI Total OASDI HI Total OASDI HI Total

_7 mployers and
employeS, each: -1 e .............. 4.95 .90 5.85 4.95 0.90 5.85 4.95 0.90 5.85

1978 .............. 4.95 1.10 6.05 5.05 1.00 6.05 5.05 1.00 6.05
1979 .............. 4.95 1.10 6.05 5.08 1.05 6.13 5.30 .75 6.05
1980 .............. 4.95 1.10 6.05 5.M 1.05 6.13 5.40 .65 6.05
1981 .............. 4.95 1.35 6.30 5.35 1.30 6.65 5.75 .55 6.30
1982 .............. 4.95 1.35 6.30 5.40 1.30 6.70 5.40 1.30 6.70

Self.employed
persons:

1977 .............. 7.00 .90 7.90 7.00 .90 7.90 7.00 .90 7.90
1978 .............. 7.00 1.10 8.10 7.10 1.00 8.10 7.10 1.00 8.10
1979 .............. 7.00 1.10 8.10 7.05 1.05 8.10 7.35 .75 8.10
1980 .............. 7.00 1.10 8.10 7.05 1.05 8.10 7.45 .65 8.10
1981 .............. 7.00 1.35 8.35 8.00 1.30 9.30 8.65 .55 9'20
1982 .............. 7.00 1.35 8.35 8.05 1.30 9.35 8.05 1.30 9.35

TALE 26.-SOCIAL SECURITY TAX BASE UNDER PRESENT
AND PRIOR LAW AND NELSON ALTERNATIVE

Nelson
Calendar year Prior law Present law alternative

1977 .................... $16,500 $16,500 $16,500
1978 .................... 17,700 17,700 17,700
1979 .................... 18,900 22,900 118,900
1980 .................... '20,400 25,900 120,400
1981 .................... '21,900 29,700 121,900
1982 .................... 124,400 '31,800 131,800

A Estimated.
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TABLE 27.-ESTIMATED OPERATIONS OF THE OASI AND DI TRUST FUNDS, COM-
BINED, UNDER PRESENT LAW AND-UNDER THE PROGRAMS AS MODIFIED
BY NELSON ALTERNATIVE PROPOSAL, CALENDAR YEARS 1977-81

[In billions)

Assets at end of
Income Outgo Net increase in funds year

Present Pro- Present Pro- Present Present Pro-
Calendar years law posal 'aw posal law Proposal law posal

1977 .......... $82.1 $82.1 $87.6 $87.6 -$5.5 -$5.5 $35.6 $35.6
1978 .......... 92.4 92.4 97.2 97.2 -4.8 -4.8 30.8 30.8
1979 .......... 106.5 106.4 106.9-106.9 -. 4 -. 4 30.4 30.3
1980 .......... 119.1 119.5 117.1 117.0 2.0 2.4 32.4 32.8
1981 .......... 137.1 137.8 127.4 127.3 9.6 10.5 42.0 43.3

TABLE 28.-ESTIMATED OPERATIONS OF THE HI TRUST FUND UNDER PRESENT
LAW AND UNDER THE PROGRAM AS MODIFIED BY A NELSON ALTERNATIVE
PROPOSAL, CALENDAR YEARS 1977-81

[In billions

GeneralNet increase In Assets at end of fund
Income I Outgo fund year , contri

butions
- Pres- Pres- Pres- Pres- under

Calendar ent Pro- ent Pro- ent Pro- ent Pro- pro.
years law posal law posat law posal law posal posal

1977 ........ $16.1 $16.1 $16.2 $16.2 -$0.1 -$0.1 $10.5 $10.5 ........
1978 ........ 19.2 19.2 19.0 19.0 .2 .2 10.7 10.7 ........
1979 ........ 23.1 23.2 22.2 22.2 .9 1.0 11.6 11.6 $6.4
1980 ........ 25.7 25.3 25.7 25.7 (-) -. 5 11.5 11.2 9.4
1981 ........ 34.0 33.1 29.7 29.7 4.3 3.4 15.9 14.6 18.3

3 Includes general fund contributions.
'Less than $0.05 billion.

S. 2607 (Senator Haskell).-S. 2607 would provide for a tax credit
equal to 10 percent of the social security and railroad retirement tax
liabilities of employers and self-employed individuals. The credit
would be refundable anti, in the case of nonprofit organizations and
State and local governments, a payment in lieu of the tax credit would
be made. The bill does not provide any credit against the employee
share of social security taxes. The bill would be effective for taxable
years after 1977. The calendar 1979 revenue reduction under this bill
would be approximately $6 billion.

S. 2741 (Senator Domenii).-S. 2741 would provide for a refundable
tax credit to employers, employees, and self-employed persons. The
amount of the credit would be equal to the increase in social security
tax liability over the amount of liability which would have cx:, ted if
the social security tax rates (but _not the tax base) had been frozen at
the 1977 levels (5.85 percent for employers and employees, each, and
7.9 percent for self-employed l)ersons). For calendar year 1979, this
bill would result in a revenue reduction of approximately $6 billion.
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S. 2746 (Senator ltateld of Mlontana).-The bill S. 2746 would roll
back the present 6.05 percent social security tax rate to the 5.85 level
which was in effect in 1977.-That 5.85 percent rate would remain in
effect permanently thereafter. The revenues generated by the 5.85
percent tax would, however, be augmented by General Treasury
funds so as to provide the same total income to the trust funds as
they would receive tnler present law. (The bill also would roll back the
self-employment tax rate to the 7.9 percent level in effect in 1977 and
make up ihe difference by general transfers to the trust funds.) The
bill does not modify the tax base provisions of present law. Under
S. 2746, which is effective for years after-1977 the following amounts
of general revenues would be substituted for payroll tax revenues:

(In billions]

Calendar year: Amount Calendar year-Con. Amount
1978----------------- $3.3 1983 ---------------- $24.9
1979 ------------------ 5.5 1984 ----------------- 21.
1980 -------------------- G. 3 1985 ----------------- 39.0
1981 ----------------- 19.0- 1986 -------------------- 45.8
1982 ----------------- 23. 1 1987 ----------------- 49. 2

(The fiscal year 1979 general revenue fund transfer would be $5.0
billion.)

S. 28O8 (Senator Dole).-S. 2808 would provide a refundable income
tax credit equal to 20 percent of employee and self-employed (but not
employer) social security and railroad retirement taxes'effective for
taxable years after 1977. The bill would result in an estimated revenue
reduction of approximately $12 billion in calendar 1979.

S. 2812 (Senator Danforth).-S 2812 is generally similar to S. 2808
except that it provides for a 10-percent rather than a 20-percent credit
and would be effective for years after 1978. The credit would be refund-
able and would apply to employee and self-employed (but not em-
ployer) social security and railroad retirement taxes.

0
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