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CONSIDERA&ION OF FINANCE COMMITTEE
MARCH 15 REPORT TO THE BUDGET COMMITTEE

TUESDAY, MARCH 1, 1977
United States Senate,
Committee on Fin%nce,
Washington, D.C.

The Committee met, pursuant to notice, at 10:10 a.m.
in room 2221, Dirksen Senate Office Building, Hon. Russell
T. Long (Chairman of the €Committée) presiding. |

Present: Senators Long, Byrd, Nelson, Gravel, Bentsen,
Hathaway, Haskell, Matsunaga, Moynihan, Curtis, Eackwgod,
Roth, Laxalt and Danforth.

The Chairman. May I suggest that we start discussing
what we have before us?

I want to welcome Senator Laxalt to our Committee. We

did not have the privilege of having him at our previous
meeting. We know that he will make a major contribution,
We look forward to benefitting from his suggestions and
advice as to whaﬁ some of these things are, in his good
judgwent, might improve upon the suggestions for the
Committee.

With éhis understanding that those of us here, although

not at this moment constituting a guorum, represent all

points of view, conservative, moderate, liberal, Democrats,
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Republican, I think we can go ahead and talk about what we
have here. Then we can finalize any decisions that we want

to make after we have a quorum.

So why do you not go ahead, Mr. Stern, and start

eiélaiﬁiﬁg to us.

Mr, Stern. I might review very quickly what the purpose
of this is. |

Under the Congressional ﬁudget Act, each Comm;ttee
reports to the Budget Committee by March 15th its views and
estimates on the areas within its jurisdiction for the coming
fiscal year that will end on October‘lst. In the case of the
Finance Committee tﬁat.means all revenues, expenditures
which cover, I'guess, about half of the Budget, tax expendi-
tures and the public debt.

In particular, the estimates relate both to existing law
and proposed legislation, so that the philosophy of this is
that if you intend to legislate in an area in a way that will
have impact on the upcoming fiscal vear, you should provide
for its budgetary impact at this point. If you do not make
any allowance'for.iﬁéfit means that basically you are not
going to legisléte.ihtsuch a wa& as to have budgetary impact
in that area in the fiscal year.

The blue book that you have before you reproduces the
charts that are over there (Indicating). The second cha;t

here -gshows the economic assumptions —-
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The Chairman. What page?

Mr. Stern. Page 12 of the blue book, Chart number two.,
The charts ~dre all reproduced in the blue book., This shows
the difference in the economic assumptions between the Ford
Budget and the Carter Budget.

We simply set them forth here because you wili be
seﬁtipg them forth in your letter to the Budget Committee.
The estimates, such as Social Security, Unemployment Compensa-
tion and so on do reflect the economic assumptions. I guess,
that we would recommend as you go th:ough that you accept
the Carter Budget assumption simply because they do assume
enaétment of The Economic Stimulus Program.

The Chairman. That:geems fair. We do hot need to decide
it now.

Why do we not think in those terms, and then we will
move on to éhe next thing. ‘

Senator Packwood. May I ask a quick question?

The Chairman. Yes.

Senator Packwood. On the inflation rate, you are figuring
5.1 for '77 an& 5.7 for '78, is that right?

Mr. Stern. The percentage ﬁight be slightly different.
They are both based on 1976.

Senator Packwood. Accumulated total?
Mr. Stern. Yes, sir.

The next chart simply outlines all the different areas in
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which the Finance Committee does have jurisdiction over
expenditures. There wi{}k?e separate charts on each of
these: Social Security‘ﬁwh benefits; Supplemental Security
Income for the aged, blind and disabled; welfare programs for

families; social services; Unemployment Compensation; health

" programs; Revenue Sharing; the Sugar Act, should you decide

to extend 'it; interest on the public debt.

Going now to chart four on page 16, this shows Social
Security cash benefits under existing law and the difference
between the Ford Budget and the Carter Budget. There is no
difference in the estimate of outgo.i The difference in
estimated income is a slight difference; it is based on a
difference of economic assumptions.

You can see £hat the éssets in the Trust Fund at the
end of fiscal year 1978 will be about $35 billion, which is
$4.5 billion less than the assets of the beginning of the

-

year, an excess of outgo over income of $4.5 billion.durfng-

‘fiscal year 1978,and fiscal year 1977 it will be in excess

of about $4 billion. In 1976, it was in excess of about
$3 billion.

Over those three years, tﬁat is somefhing like an $11 or
$12 billion decline in the Social Security cash benefit
Trust Fund assets.

Senator Hathaway. The $88.9 billion, does that antici-

pate any increase in the tax?
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Mr., Stern. This is an existing law entirely. No
assumption under new legislation.

Senator Hathaway. The increase in income is due to more

people working?

Mr. Stern. The increase in income is due to the fact
that the wage base goes up, increase in number of people
working.

Chart 5 projects out through fiscal year 1982 what will
happen to the 0ld Age Survivor's Insurance and disability
insurance trust funds combined. You can see that while the
income goes up each year, the outgo éoes up by even more,
so that the excess of outgo over income each year gets laréer
and larger.

One measure that was used to judge the actuarial sound-
ness in the short rangé of the Social Security system in
1972,when the automatic éost—of—living provisions were enacted
at that point it seemed reasonable that the trust funds ought
to have about nine month's worth of benefits in them, just as
a kind of contingency fund.

In fact,'at the start éf fiscal year 1978, this coming
October, the assets in the fund; as we saw in the chart, was
$40 billion, will only fepresent 42 percent of the year's
benefits, perhaps about five months worth of benefits. :By

1982 they will only represent 15 percent, or perhaps a month

‘and a half of benefits.
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Senator Laxalt. What was the rationale behind the ﬁine
month period? ¢

Mr, Stern, It was an arbitrary decision., Actually, the
Advisory Council that reported at that time recommended that
the Trust Fund ought to have somewhere between 75 and 125
parcent of the year's assets. .

I think that ﬁost people would regard this as unreasonabl
low, par#icplarly the fact that it continues to decline. What|
is.gismi;sed by this chart is when you lump the retirement .
and survivor's benefits together with the disability benefits,
it comes ;;t as shown on the chart;

The Disability Insurance Fund is projectéﬁ to become
exhausted during calendar year '79. You would need some kind
of legislation %o prevént that fund from totally running out
of nioney.

We have also indicated on this chart, on the bottom
line, the impact of the tax changes that President Ford
recommended. He recommended increasing the Social Sgcurity
tax rate by .2 percent in 1978, by an additional .6 of a
percent in 1979, an additional .3 percent in l980,yand from
there on out. |

That would have broughF in an additional $1.3 billion
in fiscal '78 going on oumjgy fiscal '82, ié would have

brought in an additional $17 billion.

This proposal has been eliminated from President Caxrter's
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the Carter assumption rather than the Ford assumption and
we do not put through a tax increase, we would be on the safe

side.

If you buy the Ford assumption of the tax increase and
then we f;il to pass the tax increase, we would be in trouble
once the Second Budget Resolution is passed. Is that
correct?

Mr. Stern. That is right.

I guess I spoke too quickly. What I said was true in
general revenues. In the case of Social Security, thexre is
a peculiarity.

Thg aﬁount that you raise in taxes shows up as budget
authority Which is limited under the budget. However, the
point really is, if you are going to enact an economic stimulup
that includes tax benefits for business, presum;bly you would
not want to, at the same time, be raising the Social Security
payroll tax for business.

You certainly can raise the Social Security gax any time
beginning in fiscal '79 without running'into any problem,

Of course,. it‘bnly relates to what you do before October 19,
1978.

Yes, sir. Our assumption is that you probably would not
want to raise the Social Security tax in fiscal year '78.
There are other thingé that you can do.

Senator Hathaway. Increased revenue distorts it?

-2




10

.1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

make any difference as far as what we migh’:}&'ant to do in the

1-9

Mr. Stern. In the peculiar case of Social Security, the
way it works is that the taxes that are raised by the payroll
tax do not themselves go into the Trust Fund. The technical
language of the law is that an amount egqual to the tax collec-
tions is appropriated to the Trust Fund. Therefore; technicall
it is budget authority and budget authority is subject.

Senator Hathaway. It'is offset by the’taxes raised?

Mr. Stern. I would, not think, in fact, that the
Budget Committee would have a problem if you raised taxes and
benefits at the same time. Your problem is that you really
do not have too much latitude to raiée.benefits at this point.

The outgo is pretty substantially‘E}gher than the inéome
as it is.

As you will see in a minute, both the Ford Budget and the
Carter Budget proposed certain kinds of cutbacks in the
benefits, and you may want to be looking at some of the lower
priority elements of Social Security as a way of helping you
with your short-term financing so that you do not have to
raise taxes.

The Chaifman. I do not understand what you have told
us. You have said it twice; I still do not understand it.

You had better say it again to see if you can get it through
to us, at least to me.

Do I understand you to be saying that it really does not
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1-10
way of Social Security, whether we propose to raise the
Social Security tax or not? Is that right?

In other words, assuming that we are going to recommend
spending more money for Social Security cash benefits to
handle our budget problem with the Budget Committee and under
budget law, do I understand you to say that it does no£ make
any difference whether we raise the Social Security tax or
not?

Mr. Stern. The question of outlays is looked at separ-
ately from the question of revenues, so that if you were
su@ject to a ceiling on outlays, the way the Budget Act works
now, if you are subject to a ceiling on outlays it does not
matter whether you have raised the revenues to pay for them -
or not.

I would have Lo say that that appli@s only after the
Second Budéet Resolution, which is the one that makes things
subject to a poiht of order.

Senator Curtis. I am not sure that I understand that.

Do you mean at any time that this Committee decides to
raise the Socia; Security benefit, it might be a percentage

-

raise’ itxnight have to do with the retirement test.’

/
If they abolish the retirerent test to age 65, that
would cost $é.9‘ billion. If we found the taxes to raise

that, would we be in violation?

I want to know would we be in violation of the Budget?
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Mr., Stern. There is a distinction made before the
First Budget Resolut}on, the one you do in the spring, and
the one that you do in the fall. The one that you do in the
spring sets targets which are not backed up by parliamentary
procedure. No matter what is in the Budget Resolution you
can still come out with any legislation that you want to and
not be subject to a point of order.

I guess the Budget Committeé might oppose you, but not
subject to a point of order, no matter what you do. |

After the Second Budget Resolution, the answer is that
outlays are looked.at separately from revenues. If you go
out with a bill that raises outlays $2.9 billion, even though
you have raised revenues by the same amount; it would be
subject to a p&int of order.

Senator Curtis. Would it?

I thouéht that the power of the Budget Committee was over
all matters, and we could adjust within that.

The Chairman. Thexe is a blank side on the other side
of that blackboard. Let us write it down so that we can
lock at it.

It seems to me if you -- péint "Income" in big letters
up in the top lefthand corner.

Now, drop down about four spaces and put "Expenditures."

Here is what Mike is saying, as I understand it. Just

assume any level of income, Mike, for Social Security purposes

¢
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Just put a figure down there. |

Let us assume any level you want to on expenditures.
Here is what Mike is saying, as I understand it. In the
Social Security area if we cut that income figure, if we
estimate an income figure once the Second Budget Resolution
is passed, we are bound by it. If we estimate an income
figure and then we recommend a cut in that $90 billion by a
cut in incame, that would be subject to a poiﬁt of order.

Mr. Stern. Yes.

The Chairman. Now, furthermore, if we assume«$94 billion
in expenditures and then we recommend an increase in that,
that would be subject to a point of order, right?

Mr, Stern. Yes, sir.

The Chairman. Here is what Mike is saying. Once that
Second Budget Resolution is in effect, we are bound by those
figures, sé that if you proceeded to increase the income -
put $8 billion, plus $8 billion -- even though you raise the
income by $8 billion you are still bound by the $94 billion
under Expenditures.

Is that right?

Mi. Stern. Yes, sir.

The Chairman. So that different from these tax bills
in the Social Security area where we raise money and then
propose spending it, if we do not have it in those estimates

even though we raise the tax, we still cannot spend the money.
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Iz that right, Mike?

Mr. Stern. Yes, sir,

Senator Laxalt. How do we meet the Retirement Test,
then?

Mr. Stern. The idea is that you can . do : these
things. You just have to plan for them in advance: If you
have not made accomdation, in the case the Chairmap is talking
about -~

Senator Laxalt. Say there is §3 hill;on in Retirement
Test; How would we apply these figures?

Mr. Stern. What the Budget-ﬂct'is trying to encourage
you to do is say at this point you are going to raise taxes
by $3 billion and raise outlays by $3 billion. Once you
provide for it in the Budget Resolution, then you can go
ahead and do it.

If ydﬁ have not provided for it at some later time.and»
you go ahead and say we will pay for it and do it, then you
would be subject to a point of order. '

Senator Bentsen. Any substantial variance of income
or expenditurérafter the Second Budget Resolution, afe you
not subject to 5 point of order?

Mf; Stern. Yes, sir. '

Senator Bentsen. Up or down, either way?

Mr. Stern. Not éven a substantial one.

Senator Bentsen. Up or down, either one of them?
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Mr. Stern. Yes, sir.

Senator Bentsen. Why Social Security is so different,
when Social Security or the tax dbes not spe;ifically go
inté the fund, th;t money comes by the appropriations route
even though it is collected for that purpose. It still does
not go directly across.

Why does that not also fall into the same category as
taxes? Does it not?

Is it not treated the same way?

Mr. Stern. The Social Security tax increase as such is
treated as a tax increase. The autoﬁatic appropriation into
the Trust Fund is treated as another category called
"Budget Authority.”

Senator Bentsen. Is it not treated as an expenditure?

Mr, Stern. In most programs, Budget Authority is rather
similar to-expenditures. It just occurs before the expendi~-
ture does.‘ It authorizes an agency to spend money.

In the peculiar case of the Social Security Trust Fund,
Budget Authority means the authority to appropriate money
into the fund; so in this case, what you would be doing is
you would be inéreasing Budget Authority by $3 billion
income, that is to say revenue by $3 billion and expenditures
by $3 billion,

When you are working on a revenue bill alone ~~ by which

I mean income tax -- you do not have this additional peculiari
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Senator Bentsen. Do they not look beyond the veil énd
are you not violating the Resolution if you raiée it, say,
$3 billion on Social Security on the Second Resolution?

Mr. Stern. We are suggestiné, if you have not made
revision in that resolution for legislative ac;ion, you would
be subject to a point of order if you did do it. '

All of the features of the Budget Act really are bhasicall]
designed to do the planning in advance.

The Chairman. The point that we are making here, the
peint that Mike is making -- we should all try +n understand’
this -- that the money tha£ we plan fo speﬁd in ;Aditional
benefits under Social Securitf must be in there by the time
we pass that Budget Reso}ution.

It is easier to put in if you start right out with the
First Budget Resolution saying that we put it in, easier:to
get it right from the beginning than to wait until the last
minute and put it in the Second. All right? |

You-are making this ?oint. You cannot do with Social
Security what you can do with the ordinary tax bill.

The ordiﬁary tax bill,.iéli,understand it, we can
recommend that fou have a ta#uiﬁcrease here and a tax cut
over there, and one balances the other, can we not?

Mr. Stern. That is correct;

The Chairman. At least that is what we contend. I take
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Mr. Stern. Yes, sir.

<

The Chairman. We éiéxhéve this big fight last year over
whether they could specify within our bill what we are
going to do. By the time we got through with all of that,
the answer is that they cannoty It it is the Senate's rule
to sustain us, Wé can do it whichever way we want to do it.

It is a little bit different over here. It seems toc be
that we have to recognize that Qe cannot wait if we are going
to increase the Social Security benefits and put a tax on to
pay for it at the time, the whole thing would be subject to |
a point of order -- not that we.could not incfeaée the
revenue; that would be no problem.

That:woiild not violate the Budget Resolution, would
it?

Mr. Stern. No, sir..

fhe Chairman. The hell of it is, they'haQe us caught
when we go to increase expenditure or increase the budget
authority, so if we are.going to recommend an increase in
Social Security benefits, we ought to be thinking about it
now.

The sooner you think aboué it, the easier it is going
to be to get it done, providing that you have the votes for
it.

As you indicate with the retirement test, if we are

going to do something along that lLne, we had better be thinkin

g
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about it now before we send this thing in there.

Senator Laxalt. I have not understood since I have been
here what the effect of the March 15th Resolution is.
Apparently it is a recommendation only and we are not locked
in at all, as a Congress or as a Senate or as a Committee,
until September 15th., |

Are you saying, Mr. Chairman, for the matter‘of our
internal proeesses here that we should settle as much as we
can at this point on where we are going to be?

The.:€hairman. Let us talk about the one that you
5rought éP? = |

'Senator Laxalt. The retirement test is a good example.

The Chairman. You have brought up a good example.
Let us take the retirement test.

If you want to eliminate the retirement test, that is a
substantiai cost. What is the estimated cost on that?

Mr. Stern. §$3.billion.

The éhairman. Let us say -- all right. That would be
up there on that chart.

You want.to recommend something that is going to be
a 83 billion inerease in expenditures. If you do not do
anything about it, then you come along in September and
suggest that we do that, now when you do that, that means

if we have nothing in the First Budget Resolution, then

you come along with the Second Budget Resolution, it is
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going to look like a big increase in the deficit. Of course,
we could recommend increasing the tax to pay for it.

The tax increase was to put over the expenditure
increase. If you are going to recommend an increase in
spending and you do not get around to putting that into the
Budget until September, that is a little tougher to6 do at that
point because they have not been thinking in those terms.

If you put it in now, then it is in there. Then you
came along to September it is already in, and all you are
talking about then is continuing something agreed to in
March and that is easy to sell on thé budget side -- we put
this in and you people agreed with us. Now we are just
carrying it out,

At least we want it in the Second Budget Resolution
because this is something we wané to.do. It is easier to do
it if you do it that way.

Mr, Stern. Also, Senator Laxalt, we do not want to
exaggerate the tentative or target nature of the First
Budget Resolution. The Budget Committge tends to take it
very seriousl&, to the point that the .Chairman of Budget is
going over and fightiﬁ&ﬂahendmehts based on targets
in the First Budget ﬁesolution. |

Even though it is true that it is not parliamentarily
binding, he regards it as a moral commitment, you might say.

The Chairman. When you go between now and September yhen

t
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yﬁu aré not bound by, the Budget Resolution, you go to the
Floor and seek to do this thing, it is true that you are+not
bound by it. The Senate has not agreed to bind itself by it,
but the Chairman of the Senate Budget Committee will be out
there with the support of that Committee saying, this is a
budget buster, not in the Budget Resolution, not at this
peoint binding in the Senate, not:subject to a péint.of
order.

They will be saying this is irresponsible. It is not
in the Budget Resolution. Ikt means an increase in expenditureg
and the funds are not there to pay for it, or the authority
is not in the budget.

0f course, you can say well, we want to -~ our proposal
is to increase the tax as well ag increase the expenditures.
We are being fiscally responsible. At thé same time, it
sets a stage for an argument about whether you should increése
that expenditure figure,

Senator Laxalt. As a practical matter, March 15th is
it, and we are finé tuning in Septenmber?

Mr, Sterﬁ. In terms of what legislative action you are
taking, I would say that the exéerience 1aét year wés that
you pretty much, fﬁga‘gs.pmedict those areas that you were
going to act on legislatively in the spring.

Senator Curtis.. Here is our practical problem. There is

‘virtue, of course, in looking ahead and seeing what added
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expenditures we are going to be inqorporating into Social
Security. By putting them in March,  we approved them
before we investigated and hold hearings.

The Chairman. You see? If we are going to act in this

area, the sooner you put it in your budget assumptions, the

" better off you are going to be,

In other words, if you want to repeal tﬁe retirement
test and it is not in this budget, the sooner that you come
up with it and say we ought to put some money in here to
repeal that retirement test, the better off we are going to
be. ‘ | '

Mr. Stern. The letter that actually goes to the Budget
Committee tends to lump together everything in the income
security area.

For example, if you were going to make provision for
something in Social Security, something in welfare, something
in unemployment compensation, that would be in one figure.

It is nog defined as X amount for this particular legislative
proposal.

You do héve that kind of flexibility. The decision you
are reaching is not aeiégislétéée decision, a budgetary
decision on how much you want to allow to accomodate the
legislation you are going to have later.

The last two years, which have been the first two years

’of“the budget process, this Committee has been very picky
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ﬁ;ﬁt saying these are budgetary and not legislative at this
point.

The Chairman. At the moment, if nobody has any sugges~
tions about changing these figures; I suggest we simply move
on to the next item. We can come back and change it if you
want to.

Mr, Stern. We are now on Chart 6, which is on page
20.

Senator Curtis. May I ask one thing about Chart 5?

What increase in Social Security benefits is included?

Mr, Stern. In the checks that éeOple will be getting
in July of this year, it assumes a 4.9 percent increase.
This is an unrealistically low number. The cost of living
has already gone up more than that.

‘ Senator Curtis. Chart 5 is limited. The only increase
included there is the automatic?

Mr. Stern. The automatic each year.

The Chairman. If that is unrealistically low, why do
we not recommend changing that right now?

Senator éurtis. Who méae it? Dpid we do that?

Mr. Stern. It was in the Ford Budget} it was not
changed ini the €arter budget.

The Chairman. You say it is unrealistically low. What
is a more realistic figure?

Mr. Stern. The cost of living is measured over a
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twelve month period. Already by the tenth month it had

exceeded 4.9. I think it would be 5.5 percent, something

like that.

If you like, we can increase the outgo figures accordingly.

The Chairman. Why do we not do that? I suggest that
we do it another billion or so.

Mr. Stern. About a half a billion dollars.

The Chairman. I suggest that we do that.

Senator Bentsen. What you are doing is reflecting what
is actually happening, not something over which we have an
option?

Mr. Stern. This is existing law.

The Chairman. If you just project the rate at which it
is going up, you project to where it is and the rate at
which inflation is moving.

In other words, how much have we had -- about how much
a month have we had going last year?

Mr. Stern. It is.just slightly less than a balf a
percent. On the average it would be 6 percent over a year.

Our thought is that it is probably about 5.5 percent
for the twelve-month period between the fifst quarter of
1976 and the first quarter of 1977, theiperiod that you
measure in calculating what the benefit increase is going to
be in the checks that'go out in July.

Since it already had reached 4.9 percent by January, it
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will probably be slightly higher than that. We would juét

make it about 5.5 percent instead of 4.9 percent.

is just a more realistic estimate, that is all.

Mr, Stern. Yes, sir. -

Senator Hathaway. Half a billion?

Mr.:)Stern. Yes, about a half a billion.

Senator Hathaway. I think we should put -~ should we
not put it at more, since energy costs will go up this

year and it will raise the Consumer Price Index?

Mr. Stern. Under the law, you.éan compare the first
quarter of 1575 with the first quarter of 1977, so some of
those increases just may not be reflected in this period.

The Chairman. Senator Laxalt?

Senator Laxalt. At which point should I introduce
#eférencé’é@iphasing out the retirement test, at this point?
Are we going to do that after consideration of general
matters?

The Chairman. You can suggest it now, if you want to.
First, let us discuss this.

Shall we jﬁst tentatively decide that.we will estimate
5.5 rather than 4.5?

Senator Hathaway. Yes.

The Chairman, Without objection, we will do tha;. It

'is about a $500 million difference.

1-23

The Chairman. I suggest that we put that in there. It
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Mr. Stern. Yes.

Sehator Bentsen. Did you not move it to a billion?
What did you move it from?

Mr. Stern. About a half of a percent, maybe .6 percent
times about an $80 billion base load. That comes to about
$500 million.

The Chairman. We are only talking about one fiscal
year, a half a fiscal year.

Mr. Stern. Fiscal year 1978.

The Chairman. Without objection, we will do that.

Senator Laxalt? )

Senator Laxalf. I would like to have included, members
of the Committee and Mr. Chairman, within our letter to
Budget, a reference to a.proposed phase-out of the retirement
test.

I recognize that the pricetag, which is some $2.9 billion
currently, probably has too heavy an immediate fiscal impact.
There are some thirty co-sponsors to do away with . .the test
entirely, strong support within the Senate generally.

I do not‘personally think that it is possible, however,
without making a judgment at this time. We have a phase
program over five years which in the first year would

reflect some $200 million.

Without any firm decisions at this point, recognizing it

is complex and requires some hearings, I understand I am going




ii?

g

a

10
. n
12
13
14
15
16
17
]8
19
20
21
22
23
.24

25

1-25
to be ranking on Social Security, I would like to have

igcluded in our Budget letter encugh flexibility by way of
language so that we can proceed and not be‘locked out.

I would like to move that.

The Chairman. Phase out the éarnings test?

Senator Laxalt. Earnings test on Social Security.

Mr. Stern How much money would you want to include?

Senator Laxalt, $200 million for the first fear.

Senator Hathaway. You are not proposing an increase in
tax?

The Chairman. We can talk about the tax increase later
on. The thing is going to be in a deficit anyway. If we
want to put a tax to reduce the deficit, we can. This $200
million is not going to make too much difference.

Senator Curtis. Is that a fractional phase-in?

Senator Laxalt. I can give you the rate here.

Senator Curtis. You can reach it otherwise. You can
go from 72 to 71 rather than give peanuts to the guy who
is 66. The average retirement, age of retirement,.is somewhere
between 67 and 68 anyway.

Senator Laxalt. Senator Curtis, actually our formula
is based upon lowering the age over a five-year period from
the present 72 to 65, resulting eventually in the $2.9 billion|
loss under the current basis.

The Chairman. What would you do?
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1 Senator Laxalt. The first phase of reduction would be ‘

2 71 from 72, would be a cost of $200 million from fiscal '77

3 to '78; then it goes on down from there.

4 The Chairman. He is estimating what you are talking
5 about.
5 Senator Curtis. What I want to know, are we voting, when

7 | we vote in favor of something like this, are we voting in
8 favor of keeping enough leeway so that we can make a decision

9 later on, or voting for it on its merits?

o 10 I am not going to vote for any increased expansion of

™. n benefits when we have from $5 to $8 billion more paid out

12 than we are collecting now, but on the other hand, I am not
éf 13 aéve{se to preserving the issue so that it can be investiga-
@? | 14 ted later on.

“ 15 Senator Bentsen. I do not want to get committed to what
il 16 the formulé is at this stage.

o 17 Senator Laxalt. As I tried to indicate, Senator Curtis,
& 18 all we want is lead time to examine the problem at this

19 point. This has been kicking around here for a long while.
20 It has never gotten beyond this point, and we want to be

5 protected so far as the budget:process:is concerned so that

21

2 we can examine it in detail and come back to the Committee
g 23 as a whole.

24 The Chairman. ILet me make you a suggestion. If you want

>

25 to, we can just vote on the two at the same time.
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You see, one does not tie us to the other, so why

do we not just say, well, all right, we will recommend this
$200 million increase, and you. have down here in the Ford
Budget a $1.3 billion, which really would not be bad at
all.

To help reduce the deficit in that fund, we could just
as well add the $1.3 on the basis that if we can, we would
like to start moving tc reduce that deficit., That does not
tie us to any particular =-- it would just put more income
ini there.

Lloyd Bentsen has been giving an awful lot of thought
to this. I believe his thought is you ought to reduce some
of the liberality in the program.

At the same time, I believe even by your studies, do you
not conclude that you should raise some more revenue in any
event?

Senator Bentsen. You can change the formula; the
formula that was put in really is notzaappiopriate and does
not work and results in some windfalls ipr some people along
the line awayé. It does impair the fuﬁékzand you can pick
up about a half of that deficit.by chanéiﬁg the formula.

People are coming around to that opinion that the
formula is wrong, but that is not going to be enough. You

are going to have to go to other sources and take care of

the additional benefit. That is what you are referring to.
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Should that formula, in any way, be reflected in whét
we are discussing now?

Senator Curtis. I think it should.

Mr. Stern. That is pretty longrange. It does not
affect fiscal '78 in any significaﬁt way.

Senator Curtis. I think that any increase in' the
Social Security revenue that we think that we might dig up
ought to be here.

When we get on the Floﬁt, they are going to argue that
any tentative increase in benefits be put in here as
budget blessing and they will raise £he question of why do
you noé‘have your taxes in here?

Mr. Stern. I was only referring to what Senator Bentsen
was talking about, the longer range modification of the
benefit structure. Any immediate revenues, of course, that
you put in would have an .effedt.in fiscal year '78.

The Chairman. The Ford Budget recommended 1.3. We can
always go above that if the Committee and the Congress wants
to do so.

It seemszto me that there are going to be other
recommendations.that come in hére, suggestions of things
that we couilld do to provide more Social Security benefits.
Some of them will have a lot of merit to them. We might want

to go beyond‘what is being suggested by Senator Laxalt --

of course, we are not bound by it.
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Why do we not rgcommend, let us say, about a $500
million increase and then recommend an increase of, by let
us say $1 billion? We would be increasing the tax by at
least twice of what we increase the benefits by, and then
try to find a way to raise some money for it.

For example, if you want to go above that, nobody is
going to get mad at us. If we want to recommend -- that is,
the Budget Committee will not get mad, the Administration
will not get mad, if we recommend reducing the deficit in the
fund, and even the taxpayers will not get mad unless we
succeed in passing it. |

Mr. Stern. That amounts to the $500 million you alreédy
agreed to increase under present law.

The Chairman. ’It is nice to talk about fiscal
responsibility until somebody starts paying it.

So thét would leave us with these options: a) to
increase the spending on one end and b) to increase the taxing
on the other.

Mr. Stern. What you would wind up with would be an
increase of $i.0 billion, $1 billion in revenue and $1 billion
in benefits: $500 million due io a re~estimate under
existing law, and $500 million under new legislation.

The Chairman.‘ You might take a look at some of these

other suggestions that have been made and let them pass the

Committee that we do not buy- H¥9f9 are a whole lot of things
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that we might want to do.

You might want to do something about the retirement
test. You might want to do something about these other
things.

My impression is that the Senate -- I know if the
Committee cannot do it, the Senate can think of ways to
spend Social Security money as fast as you can think of ways
of raising it.

Why do you not get a list of all these different things,
Mike, that the Senéte.has suggested in years gone by, some of
which I have stood there like Horatio‘at the bridge and got‘
overrun by a vote of 90 to 3 trying to resist. Put some of
those in there.

Here are some of the things that the Senate would like
to do, and that we think there ought to be Qome money- in to
do some of fhese. 'That is just tentative. We can come back
and change it later on.

Let us go to the next page.

Mr. Stern. Chart number 6 on page 20 shows Social
Security cash benefit programs in terms of the Federal fund
contribution. There are two main items hefe. The major
item is » Supplemental Security Income for tﬁe aged, blind
and disabled.

There are also $3/4 of a billion in Federal fund payments

Eo.hhe Trust Fund. The largest single amount here goes for
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military service credits, that is people who servei basically

in World War II who get their service credited toward the
Social Security retirement purposes.

That particular cost is re-imbursed by the general fund.

Another amount are the benefits for certain people QGer'7

Senator Curtis. That has been phased out.

Mr. Stern. That was phased out fairly gradually. As
the number of people eligible goes down, the amount of benefit
keeps going down.

The Chairman. How long would it take us to phase out
those benefits?

Mr., Stern. By the turn of the century.

The Chairman. It seems to me that we ought to phase
down, we ought to accelerate that phase do&n.

Senator Hathaway. What are these benefits?

The Chairman. How much do they cost?

Mr. Stern. $228 million in fiscal year 1978, which is
a reduction of $8 million from fiscal year 1977. That is
a pretty slow phase~out rate.

These are people who were aged 72 at the time that the
amendment was passed and did not get any public assistance
benefit and also were not eligible for Social Security.

It was not a need test, so there were some wealthy

individuals.

Senator Curtis. Have we granted them the increases?

130
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Mr. Stern. Yes.

Senator Curtis. You could save quite a little by
preserving their basic benefit under the amendment.

The Chairman. We ought to take another look at this and
we ought tc have the guts to ctt down on some of these
benefits that are not justified.

I recall when we first started this, Senator Prowdee
had this amendment that said that everybody who was not
getting a check ocught to get one. At the time when fhétxfirst
started, I made a speech against the Prowdee amendment. I
said this thing could cost a trillioﬁ dollars a year.

0f course, Senator Prowdee had failed to require that
these people be American citizens. Mao Tse-Tung would have
gotten a pension; Charles de Gaullé would héve gotten‘%
pension; MNikita Rhruschev would have gotten a pension.

People.we never knew who existed in tﬁe darkest of
Africa or that tribe they discovered of the Stone Age people
in the Philippines, they would have all gotten a pension.
People who only God knew existed on this planet would have
been given oné.

So we finally got it down Qhere it oniy applied to
American citizens. Even so, we had some of the most ridicu-~
lous situations. We had some wealthy people thag bad a lot
of income and thought we were fools, absolute idiots.

They said Congress could not have conceived anything ?
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with the intent of this. We lost more respect than we

gained dppreciation by voting the money to them.
If it does not come to them on the basis of need, if they
do not meet & needs test on the other hand and they do not

paid anything in the fund and no one has paid anything into

- the fund on their behalf, really that is sort of fiscal

idiocy that was popular at that time and ought to be recon-
sidered, and we ought to start phasing out on this.

Someone offered it -- the idea at the.time was that a
Republican ought to demonstrate that he could be more liberal
than Democrats and had to think of a benefit that Democrats
had not even thought of, and did.

But looking back on it, if we are goiné to try to start
balancing this fund, we ought to start paying it to people
who have no claim whatsoe%er on any basis other than just
the fact that they have been drawing payment.

You ought to propose to start phasing down on the program
Why wait until the turn of the century to discontinue
something tha# was not justifiable to begin with?

What is the next thing?

Mr. Stern. The next item is the chart on the Supplementa
Social Security Income program. This is a program for aged
and disabled individuals.

At the present time, it is about a 50-50 program, slightl]

‘more aged than disabled recipients in the program. Since the
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program has begun, the overwhelming majority of applicanés
are disabled people, so it is moving in the direction of being
a program for the disabled.

The Chairman. Moving more towards being a disabled
program?

-

Mr. Stern. Yes, sir.

Senator Curtis. It replaced thé grant-in-aid?

Mr. Stern. Yes, éir. There were programs of aid to the
totally disabled and aid to the aged which were Federal-state
programs that were run by state governments. This is run by
the Social Security Administration.

The benefits now are $168 for dn individual and $252 for
a couple.

Senator Curtis. What is the minimum benefit under
Title II?

Mr. Stern. About $110 for én individual.

Senator Curtis. How much?

Mr. Stern. About $108.

Senator Curtis. And the Prowdee benefits, they do not
share in thaté'

Mr. Stern.' No, the Prowdee is a flat benefit of $74
per individual.

Senator Curtis. The $110 is for everyone who qualifies

in the regular manner and gets a minimum of that much?

Mr. Stern. It is subject to actuarial reduction, but
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basically that‘is correct.

Senator Curtis. That is a primary benefit?

Mr.Stern. Yes, sir.

Senator Curtis. Does it apply to survivors?

Mr. Stern. That is correct. ’

Senator Curtis. No survivor benefit of less éhan $110°?

Mr. Stern. If you have a family and have children, they
do not each get $110. The minimum primary insurance benefit
is $110. |

Senator Curtis. Forx one child?»

Mr. Stern. One child alone would be 70 percent of that,
which is $81. The minimum benefit is $108, not $110.

The Chairman. It occurs to me in the SSI we ought to pe
riding herd more closely on this disability, both in this —-
I would:say, does this SSI include all those widows the
Welfare Department has forced on us?

Mr. Stern. Are you referring, Mr. Chairman, to the
fact that there is a fairly large increase in the ‘number of
AFDC recipien;s who were found to be disabled during the
period just before the Federal government took over the
disability program?

The Chairman. Yes.

Mr. Stern. Yes, sir.

The Chairman. It was not a bad idea. I just criticized

our people in Louisiana for not being as sharp as those welfard

1°4
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people in New York. They call all these ladies, anybody
who had a little nerves, a little thing, they made them
disabled, took them off the rolls and'put them on SSI.

If it was going{to be done, it was foolish. our » people
did not think about it in Louisiand,while the people in New
York out-snook us.

We have all kinds of people, not in just this respect.
I just signed a letter yesterday that indicates tﬁat some
of the inequities in the disability program, and we ought.
to start looking mbre closely at these disability cases.

Senator Curtis. The disability programs, both under
the Title II éocial Security program and under the SSI érogram
really do deserve some more looking into, both in how you
define disability and what kinds of incentives which you
offer people to work again, because both of those programs
have gone far beyond whét had been anticipated in terms of
caseload growth.

That has proven true of the disability insurance programs
for some time. It is also true of the SSI prograﬁ which
was conceived as a program for the aged with enacted but
has turned out to be a program for the disabled plus those
aged who were carried over from the old Aged Program.

The figures are something like 80 percent of the new
applicants are disabled.

Senator Matsunaga. How is need defined in the SSI
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program?

Mr. Stern. Basically it is a guaranteed minimum income
for an individual ¢f $168 a month, a little more than $2,000
a year.

If your income is below that, you are eliglble.

Senator Matsunaga. 72 would be an age where most would
be disabled anyhow, in one way or the other.

The Chairman. He just got through saying that 80
percent of your applicants are not aged.

Senator Moynihan. Does the Social Security Administra-
tion have any sort of scalé of disability?

As I recall, Mr. Chairman, we put Aid to the Blind in
this progrém. That is a cexrtain kind of absolute disability.
Then there is a disability of having a sore back.

Do we have any idea, is there any scale of disability?

Mr. Sﬁern. There is a statutory definition which
basieally says, if a person is unable to engage in substan-
tial, gainful activity.

Senator Movnihan. I feel that way most every other
morning.

Mr. Stern. As an administrétive matter, the way they
look at it, they look to see if a person will be unable to
engage in substantial, gainful activity for at least a year,
so in your case, it looks as though the next morning you

could do it, You would not be eliéible.
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The Chairman. Here is where we stand. We have a 1§t of
people on those rolls who can engage in gainful activity, and
just for starters when some of these enterprising Welfare
Directors saw the potential before the program went into
effecty to say, look, if we have someone here on the AFDC
rolls and we have to put up 50 percent of the money to pay
that person, if we could bring that person here and declare
that person to be disabled, that would put that person over
on the Federal rolls with the Federal government paying 100
percent of the cost.

Being pressed for revenues, a lo£ of them seem to do
that. New York was the big gainer on that. Everybody that
they could clasgify as being disabled, they did, the month’"
before the program went into effect, and it was of some help
to their state budget.

| We are'not proposing to take that back away from them.
Goodness knows, they needed the relief at the time. But we
have a lot of people on those rolls, both in that capacity
and others, that we would like to take jobs.

Furthermore, the record shows that the healing process
of the bedy"is such that most péople are géing to improve,
they are going to get better, and we ought to have an
objective of trying to get these people who are disabled for
the time being back oﬁ the employment rolls somewhat.

Eventually, if we get around to it, we are doing a real
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good job in this society. We will start setting aside for
disabled people or partially disabled pgople the jobs that
they can do.

For example, here is a"person who might have lost a leg,
but he can sit right there as a gate-keeper all day long and
check people in and out-of the plant gate. If they set aside
that job for that person rather than somebody who won a
wrestling match or a prize fight for an amateur championship
doing the same job, checking people in and out of the plaﬁt
gate.

There is an insurance company executive who makes this
point, that stresses rehabilitation -- and he was stfessing
it when Franklin Roosevelt was President ~— you do not have to
go any further than the White House there to get your best
example of a man who is practically a paraplegic who is able,
nevertheleés, to hold the biggest job in the country.

If that man can do it, why cannot other people find
jobs and be shifted into work that they can do of.a gainful
nature? '

If we do.not watch out, we are going to make it so
attractive for people to draw tﬁese checks; and also attract
the chiselers into the program, that it is going to cost a
fortune that was never anticipated. We ought to be working
to try to save money in this area, because I could tell you

a case of my own experience of people drawing the money who "are
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not entitled to it right now, the disability part.

For now, we might as well just put this in, and then if
we can find some way to save some money on it before thé year
is out, then we could use that to pay some other benefits.

I do not have in mind overall economy in the program,
but I think we should cut it down where it is not jusfified
and use that to pay for the kinds of things that are justi-
fied.

For now, why do we not leave it the way it is.

Mr. Stern. I thimk the next chart, chart 7, you really
pretty much made your decision. I dé not know what you
want to do, for the propesed legislation under thé Social
Security cash benefit programs. Any savings that you can
achieve in the short run by modifying the benefits structure,
it would just give youvmore latitude in some of the "areas
that you wént to get into.

The Chairman. Thgse are suggestions.

Mr. Stern. Thestoprpartiinelndes.suggestions that were
made by Presidents Ford and Carter. Both of them éndorsed
these proposais. : fiC: o

At the bottom of the page,'we simply éut soﬁé'édditional
areas to show that there are ;ther matters, at lgast the
staff would suggest to you might cut out some of the lower
priority exéenditures under Social S%Surity.

You are going to want, one way or the other,: to put more
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money in the Social Security Trust Fund in the short run.
One way you can help is by reducing some of the expenditures
rather than making it all up through an increase in taxes.

If you want to go into these, we can. It is all up to
you.

The Chairman. I would propose now that we just pass
over it. I recommend to everybody that they look at it.

Do you éssume that this {ékgoing to happen, or not?

Mr. Stern. I assume that you have made your decision on
what you want to do. In this pamphlet they are simply
listed. It is up to you to decide. |

If you decide, for example, £hat you are going to
increases taxes by $1killion and you are going to increase
benefits by $1 billion, you will be;ﬁﬁve the Carter Budget
by $1 billion, just by the fact that he assumes enactment
of about $1 billion worth of legislation, $1 billion worth
of savings, $900 million.

The question is, how do you want to react to that,
between the retroactive payments, the earnings test on an
annual. basis énd the other two items here; $900 million
worth of cuts in the Carter Budéet compared to what is
present law.

The Chairman. Let us go down thig and talk about it,

"Avoid certain retroactive payments." What is that about?

Mr. Stern. Right now, you allow Social Security
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applicants to elect to get benefits for a year prior to the
date of application. If a person comes in at age 64, let us
say, he can elect to have his benefits started as though he
were age 63. They will be actuarily reduced, but he will get
a year's worth of retroactive payments, and by eliminating
that practice, you will not have any effect on the'longrangé
Trust Fund, because it will be actuarily reduced anyway.

You will have an immediate, shortrange impact. You will
reduce ;. outlays > by $400 million.

The Chairman. Are you supposed to save $400 million?
ft has a minus. ,

Mr. Stern. That is correct. 'Practically everything on
this page is.savings.

The Chairman. Then, if you apply thg earnings limit --

Mr. Stern. Right now, the earnings test is applied two
different Qays: one way by looking at annual earnings. If
they are less than $3t99949, there is no reduction in your
Social Security benefits for ﬁhat year. e

There is alsoc a monthly test, and if you have less than
$300 a month in it, you get your full benefit for that month.

The purpose of that was to:meet the situation where a
person retires in July ~-- most people do not particularly
retire at the end of December -~ so you might have full

earnings for the full-half of the year and be totally retired

.for the second half of the year,
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However, it has been used by people who have controi
o§er where they work, working full time, not working one
month in the summer. You are eligible for these benefits
during that particular month where youa do not do any work.

This is what this proposal is aimed at getting at.

'The Chairman. You pick up $200 million if you do that.

There would be some opposition to doing that, would
there not? |

Senator Hathaway. That is the trouble with ali of
these. We are doing this without the benefit of any hearings
or anything else. It is difficult té make a decision.

Mr. Stern. This is not legislative, but a budgetary
decision. >

Senator Hathaway. If we cut it down, we cannot raise
it up again.

Mr. Stern. If you cut ;t down, you are obligated to
find some way of finding the money, some way or other.

Senator ﬁathaway. We may not find some other way if we
want to keep these in.

The Chaifman. I think that what Bill Hathaway.says has
some merit to it, that I am inciined to doﬁbt the wis@om
of including these.

Are these in the Budget?

Mr. Stern. That is right, ves, sir.

The Chairman, We would be recommending leaving them out,
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saying that you might be able to do it, but we are not

sure Fhat you can do it.

If we leave it out and then do something with it, we are
that much better off, I take it.

Mr. Sterp.A That is right.

The Chairman. In other words, here afe some things
where you can pick up some money. aIﬁlthe mothers' benefits
when all children are over 15, for example, I can.just see us
going up there on the Floor with that, someone proposing it.
I doubt if you could sell it right here in the Committee.

One of the children is 16 and they want to cut off the
mother's benefit. I would not want to do that the same year
I run for office, I would not think and I do not think anyone
else would.

The question is, can you do that? Who wants to lead the

‘charge for 'it?

Bill, you are a conservative. Would you like to lead
the charge to do that?

Senator Roth. I will leave it to the Ranking Member.

The Chairman. The more I think about it, we might as
well just say, if we can do somé of this,»fine. Why count
on it.

Is there anything down here that we could sell real
easy?

Mr, Stern. I thinktitrhas beencgeherally traditional: for|

1l
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Presidents of both parties to include a number of legislative
proposals that would be uneffective in the Budget because the
Budget hére“is looked at in fotal. That is why there is no
real difference between the Ford and Carter Budget.

The Chairman. It makes the Budget look good.

Who was it -- we had some President recently who recom-
mended that the Congress show the great courage of calling
off, just calling off, the cost-of-living increase t%at the
old people were supposed to automatically get. It went over
like a lead balloon down here.

Everybody wanted to make a_speeéh for home consumption
and got up and made a speech for that, remember that?

In fact, it was response to the biil . The President was
recommending that we pass a law to say that these old people
will not get the cost of living increase in their Social
Security. .-In other words, if no law were passed, they would
be unable to get it;

He could not get it by to introduce the bill to do that.
Sixty-nine of us joined together and co-sponsored a resolu-
tion to say tﬁat the President should be told not no, but
hell no, to any.suggestion of tﬁat kind.

At the same time, it made the Budget look better that
the President had the courage to recommend that the old

people not get the cost-of-living increase. I assume he was

' a
just gambling that the old people would never hear about the
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{

foocl thing because it would never pass anyhow, but the people

who worry%aboutfthe £iscal=splvency of:thergoVvernment. would

-applaud him for making the recommendation.

On all of this, I would just as soon not get into it.

Let me ask you, here is one item that would cost some
money. I think there is -- what is this about the employer
tax on tips, $100 million?

Mr. Stern. That actually is a revenue increase. Right
now,‘only employees pay taxes on tips, and this was the
recommendation that the employer, to pay the employer tax
on the tips, too. |

The Chairman. A revenue iﬁcreasg?

Mr., Stern. Yes, sir,

The Chairman. A rsvenue reduction in spénding,

Mr. Stern. That is right.

The Cﬁairman. I suggest that go with the others. I do
not feel like carrying the ball for it. If anybody wants to
lead the charge for it, they can speak up.

Mr. Sterﬁ. The next chart is orn page 26, welfare program
for families.. The main one there is aid to families with
dependent children. |

This year it was $5.7 billion in fiscal year '77; it is
projected to go up to $6 billion in fiscal year 1978.

That assumes a slight decline in the caseload. Perhaps

'one of the reasons for that is the new child support program.
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The total collections under the child support program are
going up from.$200 million roughly in fiscal year '76, last
fiscal year, to $440 million in the current fiscal year and
$650 million in f'iscal year '78.

Over the three years, it has more than tripled since that
program began. Those are total collections because of the
incentive payments. The states and localities took most of
the benefits off that and the Pederal share of collections
will still be slightly greater than the Federal share of

administrative costs, In terms of overall savings, there is a

LTI

-

For example, in fiscal year '78, the non-Federal saving
will be $350 million while the Federal saving will be $51
million, so that progran has started out by having a signifi-
cant impact on total cost of aid to families with dependent
children. ' |

The Work Incentive Program has continued at about the
same level in '78 as in '77, and that program in the current
year is registering $1.3 million people and placing $220,000.
The ;éme amouﬁts are expected in fiscal year '78. The
adminietrative eosts are those associated &ith aid to families
with dependent children.

As far as proposed legislation in that area, both the
Ford Budget and the Carter budget propose that the treatment:

‘of wqueéxpenses be modified, which will save us some money.
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This Committee has also recommended that kind of proposal

in the past. It might be something that you might want to
do.

The other things that were proposed in the Ford Budget
that have really been cut out in the Carter Budget we would
not really recommend, that is cutting back on the Work
Incentive Program and the Child Support Program.

The Chairman. Here is one'thing that has been missed

so far. We can look at it later on, but if you assume for

- the sake of argument that we go along with what the House is

suggesting is job incentiﬁe, that woﬁld be about a 25
percent savings on the first $4260.

Mr. Stern. 40 percent credit.

The Chairman. 40 percent credit on the first $4200;
right? ‘ ‘

Mr. Sfern. Yes,'sir.

The Chairman., That is $1600,

If, in addition to that, those people continue to gét
that 20 percent tax credit provided by the Talmadge amend-
ment -~ and f would hope that they do. Because where you
move some person off the welfafe rolls, we are making a big
savings for the government, state and local government, and
if we can eliminate some of tﬁe réd:itdpe in tgat area, that

might make it sufficiently attractive to help move a lot more

' people.
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You say we are moving 250,000 a year off these welfare
rolls into employment. Coupling those, you may make it |
sufficiently attractive that you might treble that number that
you are moving off the welfare rolls, and if you could, I
think that that would be a tremendous forward progress.

But now, if we do that, we are going to save in one
area; but we will lose money in another, and that'would mean
in the Work Incentive Program, the cost would go up, would
it now? ~

‘ Mr. Stern. The amounts shown here are the actual
training arnd that kind of thing undef the Work Ihcentive
Program. This is not the Work Incentive tax credit amount
shown here.

The Chairman. Senator Roth?

Senator Roth. Is this an area where we are going to
have hearings? As I recall, there was some .discussion last
year.

The Chairman. I would hope, when we are looking at the
tax bill that they send over to us, that we will look at what
the House appérently did not pay too much attention to, and
that is that while you are tryihg to provide jobs for a lot
of people who are not working now, that you also ought to take
a loock at these people who are drawing welfare checks and

try to include those in the people that you are trying to put
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For a hardcore, poverty case living on welfare, you‘are
going to need more incentive to get th;se people off those
rolls and into the work force than those people who'have
had long work experience, but for the time being are out of
work.

I would hope if we are going to go along with -anything
such as the House is suggesting for a jobs credit ;hat we
take a look at how this might be geared to the welfare
program an@ make it more attractive for folks to take a job,
also more attractive for someone to hire them.

One reason they do not hire theﬁ right now, and one
reason they do not take the job, the amount they make over
and above the welfare, if you look at what happens when their
check is reduced, they get éo little‘gain that there is not
much point in taking the job.

So I would hope that we would take a closer look at that
when we have it before us and try to move some people over.

In addition to that, we might want to give the states
more latitude with respect to their own welfare programs to
make it more attractive, to experiment with some things. .that
might be the difection that we might latervwant to move in.

We 160k at the welfare reform bill. We woild be.in a
lot better position to consider it if we gave the states some
latitude to do the vefy kinds of things that we regard as

welfare reform. See how it is working in those states.
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Those are two things we might want to look at.

When the welfare reform comes along, then, of course,
we will want to take a look at all of éhis, every bit of it,
the whole thing.

Obviously, you have no business considering a welfare
bill in a vacuum as though there is not a tax law over here
that is relevant. You have to look at all of it.

The question is that we should add more at the Work
Incentive Program here. At the moment, I guess the answer
for the moment would be, if you think it is all right, all
you are putting up here is an amount.of money that would be
continued.

Is that right, Mike?

Mr: Stern. Thét is right.

If you are more successful with your tax credit, you
may have iéss people involved in the Work Incentive Program
so that this money will go further.

The Chairman. All right.

What is the next point?

Mr. Sterh. Chart 9, Social Services on page 30.

Right now, you have exactly four différent Social
Security programs: the basic grant program under Title XX

of the Social Security Act. It authorizes $2.5 billion in

 entitlements. Almost all of that is being used.In fiscal

'year '77, you- provided, in addition, another $200 million
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for child care funds. The other two programs are the

Child Welfare Services program under which about g.quarter of
killion dollars have been authorized, and about a fifth of
that amount has actually been appropriated.

Finally, the new program that was created last year under
Senator Hathaway's amendment for three years provides rehabil-
itative services for qhildreﬁ who are recipients of Supple-
mental Security Income. XIniaddition, there is an additional
amount for the adults who have been getting rehabilitativé
services.

So thoée‘altogether amount to about $2.8 billion.

The Carter Budget does recommend extending the additional
child care funding and we would simply like to suggest to
you that you might want to consolidate the different Social
Services program if you are going to get into it. If you are
going to gef into child care, you might want to c&nsolidate
the different programs and combine it to one authority,
instead of having four separate authorities, since most of
the money is in the basic grant program.

The Chairman. This is one area where it seems to me
that we neglected people in the.previous Congress. We put
a tight 1id on the amount of money for social services.

If you will recall at the time, it was just running up through

the ceiling and Bill Roth was one of those who pointed out

that we have to do something about it, and we all agreed. It
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was completely getting out of hand.

But, having put that tight lid on, we did not let this
thing adjust with the cost of living the way the other things
adjusted. I read an article -- and maybe I can find it; I am
sure that it was syndicated, and went nationwide; I suspect
that it did -~ which indicated that because of the tight 1lid,
and there was no adjustment for increasing the cost of
living, that about a billion dollars of additional money was
needed in the Social Services area to provide better services
to the poor. .

Has that been taken into accouné here?

Mr,'Stern. What wé contemplated when we wrote down tgése
other proposals is to consolidate Social Services funding
for fiscal year '78, you may combine all of these into a
$3 billion authorization. That would be $200 million more
than is go;ng out now.

In future years you could increase that amoynt -- say

'$3.5 billion in fiscal '79, $4 billion in fiscal year '80 and

so on, depending on the numbers that you wanted to use.
The $200 million figure that appears at the bottom of the fif
page assumes a éonsolidated $3 5illian program rathér than.
just adding that $200 million for child care.

The Chairman. You.are suggesting here ~- is this your
suggestion? ,

Mr. Stern. That is the staff's suggestion, yes, sir. .
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The Chairman. Which would be $3 billion for the program.

Mr. Stern. Yes, sir. It assumes that what you do is
combi;e the different social services programs under the
basic authority in Title XX and that you increase the level,
at’ least for fiscal year '78, to a total of a $3 billion
entitlement level with the different parts added together
adding up to $£2.8 billiion.

The Chairman. That sounds all right to me, but I wish
that maybe we could seek to get the research that we can find
on the subject,

What i read indicated that theré are a lot of poor
people who would liké to take jobs and would if we could
find some way, for example, of providing some day care for
their children while they are working, or some additional
social service that makes it possible.

Wéistérted out being very restrictive in this area
because we thought the costs had pyramided and gone completely
out of line. Senator Moynihan was not ﬂere at the time when
we talked about this, but the Social Services Program was
S0 completely.open—ended that people were undertaking to
call everything a social servicé. They.were calling public
education a social service.

> Mississippi was a little slow getting in on the

program, but they had a little request in for us to increase

the matching for social services in Mississippi from about, I
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think, $4 million up to $400 million so that they could
participate.in the program. I think even highways they are
going to call a Social Service.

To get the genie back inside of the bottle is going to
be tough. We said-wé.are only going to allow a certain
amcunt of money and everybody gets their share.

Looking at it now, I think that we have a $2.4 billion
for them to work with, and we made no adjustments in it.
Now I think that you would find ~- let's take the simple
situation. Here is a mother. She wants to go to work but
she ‘has little ¢hildren and nobody to look after those
children. |

It yoﬁ can provide some day care for the child, Mama

"will go out and take a job and put in a hard day's work

everyday so as to improve the condition of the family.
If she takes a job, she comes off the welfare roll.

We provide a social service to the child, the Mama goes
off and works to help tﬁe family and they both do better.
That is what we ought to be trying to bring about.

If we look here as a budgetary matter, we cannot spend
money under social services that we are spending on welfare,
is that not right?

Mr, stern. That is correct.

The Chairman. We ought to try to relate one to the

" other and put enough money in here, especially anywhere where
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you have a mother with just one child. If we could provide
day care service to the mother and she would take a job and
mowe that family out of poverty, the least we could do is'
say at least in that situation we would do it. We ought to
have enough money for it.

To fail to do that is an oversight,

Mr. Stern. Do you want to add more than this amount?

The Chairman. Well, I think we ought to do‘it in a
somewhat more informed way.

Why do not you and I try to do some research and get
the Library of Congress to help us sée what has been written
on this subject. Maybe they can provide it for Louisiana
consumption alone.

For failure to keep up with the cost of living on
Social Security, they were having to put mothers back on the
welfare rolls who ought to be workiﬂg. If they are doing
it in Louisiana, it has to be happening elsewhere.

We have not increased the funds. We ought to provide
what is necessary; That is all I am thinking of.

Mr. Sterﬁ. A limitation was set in the law in 1972,
except for the additional child.care money.that you provided
for fiscal '77, I believe it has been the same amount for

five years.

The Chairman. It seems to me that that program ought

"to be at least a $3 billion program right now, as of January ai
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for the coming year, it probably could be $% billion in
that program, $1 billion more than that §2.4 billion.

I would like to have some research to back it up, if you
could help us find some.

Mr. Stern. Yes, sir. We will see what we can come up
with by tomorrow morning.

The Chairman. All right.

Mr, Stern. Chart number 10 is unemployment compehsation.
The differences in the estimates between the Ford and Carter
budgets on the outgo side are because of the more optimistici
Carter Budget assumptions. .

On the income side, they question the Ford Budget figures|
They thought that they were unrealistically high %s to
.eéfimatés ofifncome;‘-‘

In any case, the benefits are assumed to go down in 1978
compared to.1977. Similarly, if you loock down to Federal
funds, the advances to the Trust Fund are estimated to go
down sharply in the Carter Budget.

The Chairman. I am going to suggest, gentlemen, that
we work from the figure in the Carter Budget and let eveiybody
study’ this thing overnight, and if you want to discuss a
change in any of those figures or in the total, just make
your suggestion tomorrow or the next day.

Mr, Stern. One thing we should call your attention to

on that chart, at the bottom of the chart, the President has
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proposed that the emergency benefits program be expanded.

This is a program that today provides benefits up to €5

weeks.

Because not much was known of the nature of the benefici-

aries, Congress required that a study be undertaken of who
they are, and they found out on the average, the recipient's

1975 income as a family was over $10,000, so that we would

like to suggest that you might think in terms of placing some

kind of a needs test when you extend these benefits sodso
much of the money does not go to people ‘whose income is that
high. |

The Chairman. In other words, if the average family --

Mr, Sﬁern. The typical case is a woman whose family
is working full-time. They are earning $8,000 and then she
gets $2,000 in emergency benefits. I think that you can
question how serjously she is in the labor market in a
situatioﬁ like thati

The general assumption is that the person who is unem-
ployed gets low benefits and has to live on a small amount
of money and is loocking for work. That assumption just may
not be warranted in this case.‘ | |

In that case, you would have a rather lower amount of
allowance for new legislation in the unemployment area. If

you assume that vou are going to apply some kind of a needs

test.
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The Chairman. How much would you reduce it by?

Mr. Stern. This estimate reduces the cost from $400
million to $100 million. It does it by assuming that you
would have a needs test on a family basis based on 40 percent
of the median income in the statg. Also, the benefits would
be going out in September instead of December, since cyclically
that is a period of lower unemployment.

Senator Hathaway. Does that include the restrictions
I think we put on last year to eliminate some of the state
restrictions, like not taking a job longer than 24 miles?

‘

Mr. Stern. The estimates are fdzzY here. No separate
account was takén.onfihisgquestionudfhthe3sﬁitabilipyurequire-
ment.

Senator Hathaway. We did put that in last year.

Mr, Stern. It did not make it into law. It was agreed
on by the Senate; it‘was taken ouL in conference.

Senator Matsunaga. The proposal is that after 26 weeks
have expired?

Mr. Stern. Thirty-nine weeks.

Senator Méé%ppaga. Is there a proposal to go beyond that
amount? "

Mr. Stern. Under present law, you can get benefits for
&waeeﬁéyc-EheéEresf&enpxhasarecommended extending that to
52 weeks. The House Unemployment Subcommittee met and

fecommended going up to 65 weeks.

Tt} e
a1

|
|
|
|
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It is sort of a long time tc be transitional =~ '
particularly if youi family income is $10,000.

The Chairman. Why do we not recommend the lower éigure?

Mr. Stern. It would be $300 million in fiscal year '77;
$100 million in fiscal year '78. -

Senator Byrd. Is that 52 weeks?

Mr. Stern. This assumes 52 weeks. It assumes as the
39th week approaches;,; the unemployment offices would have some
kind of a needs test that would be based on family income.

So, for example, the average family -- the family with
the $10,000 worth of income -- would not be eligible.

Sneator Byr¥d. Would not be eligible éor the additional
thirteen weeks?

Mr. Stern. The thirteen weeks at all.

The people who do meet the negds test will be eligible
for thirteen weeks. |

The Chairman. Senator Moynihan?

Senator Moynihan. Mr. Chairman, you said that we could
make our decision on this tomorrow?

The Chaifman. Any suggestions that vou would like to
make. We could decide this one right now,'if you want to.
If you want to.

Senator Moynihan. I would prefer a chance -~ this is

our subcommittee. I WOuld like to learn a little bit more

‘about it, since you made the suggestion.
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The Chairman. We will pass this.

Mr. Stern. This is unemployment, actually. It would be
Senator Hathaway's committee, this particular issue.

Senator Hathaway. After conferring with Gaylord -- he
is Chairman of a comparable committee on the Labor Committee -~
we ought to wait until tomorrow to make a decision.

The Chairman. We will bring this back up later on.

Mr, Stern. The next item oﬁ page 38, Chart 11, "Health
Programs," this shows the two Medicare trust funds under |
existing law. I do not know if-there'are any particular =~
decisions to be made on this page. We have simply shown what
the amounts are under present law.

We.- should point out to you that the Federal fund payment
for the Medicare trust funds is a very large increase.l'In
fiscal year '76, éhe Federal fund payment, this is mostly
partly the supplementary medical insurance premium,  the:
Federal share of that was $4 billion in 1976. In two years
it has gone up to.$7.2 billion. Tﬁat is a Qery large
increase.

Similarly Medicaid, the increase in the total program
size, including the Federal, st;te and local share, goes
from $14.6 billion in 1976 to $20.7 billion in 1978, a

41 percent increase. But the increase in the number of

Basically you are paying a lot more money for serving the

L
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same amount.

The Chairman. Mr. Califano wants to find some way to
control these costs. I do not think Mr. Constantine belives
that Mr. Califano has the best answer yet.

Mr. Constantine. We are almost there, Mr. Chairman. We
are going to discuss that on Chart 13.

The Chairman. Why do we not assume that, and go to the
next one?

Mr. Stern. Chart 12, very quickly, is the five year
projections of the hospital insurance and supplemental
insurance programs under existing law.

The Chairman. Is that projecting inflation as well,
or just increasing cost?

Mr. Constantine. It is inflation, increased cost,
increased beneficiarigs, and we think that we ought to point
out, Mr. Chairman, that when you do take up fhe disability
program that that is kind of a time bomb for Medicare also.
We cover the disabled ﬁnder Medicare after they have been on
the disability rolls for two years, so that to the extent that
peqple are pouriﬁg onto the disability rolls two years
after they get 6n the rolls, théy also swiﬁch over to
Medicare and incre;se that cost.

We have asked the Actuary of Social Security for

adjustments to the estimates as to the impact on Medicare of

"these greater than anticipated increases in the disabled.
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The Chairman. Would you mind repeating that? I am not
sure that I fully understand.

| Mr. Constantine. Yes, sir.

Under the 1972 Social Security amendments, you extended
Medicare coverage to the disabled‘on Social Security after
two years. No one anticipated the large numbers of people
being determined disabled, so consequently two years after
they are determined to be disabléd, they are also eligible
for Medicare, regardless of age.

The effect of that is a greaterfthan—anticipated increase
in the cost of the Medicare fund and we have asked the
actuaries to see what impact that sharp increase in the
numbers of disabled will have on these cost estimates for
Medicare. They have not gotten back to us yet. We hope to
have that at the end of the week.

When fou look at what you are going to do, as you
mentioned earlier, to review the whole question o. disability
determinations under Social Security, the impact on Medicare
costs is another factor that has to bé taken into consider-
ation.

The Chairman. We are looking here at something thaﬁ is
projecting ahead now, let me see, between -- if you will

look at the expenditure coét, if you take the two of them

they look like about -~ let us say $26 billion for '78 and

$36 billion, or ten more, for '82., Is that right?
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Mr, Constantine., No, sir. $46 billion in 1982,

The Chairman. $46 billion.

So you are talking about $26 billion now and $46 billion
in 198272

Mr. Constantine. Yes, sir.

The Chairman. Now, to those figures, is that'assuming
a cost-of-living increase of about 6 percent a year?

Mr. Constantine. Higher than that, Mr. Chairman, because
hospital costs, of coﬁrse, are increasing at greater rates
than that, a considerably greater rate than the cost of
living generally.

For example, last year the hospital per diem cost, per
day cost, rose 18 percent. The cost of living, I believe,
went up 6 percent.

Senator Matsﬁnaga. Does this take into consideration
the President's proposal?

Mr. Constantine. No. This is under existing law.

We believe this is probably understated somewhat.

The Chairman. This will almost double in cost, based on
the way it is going now.

Mr.. Constantine. Yes, sir;

The Chairman. You think that that is understated, that
it is going to be a lot more?

Mr, Constantine. Yes, sir. We have never found an

estimate that was on target yets« We never found an over-estimd

te
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or an accurate estimate of these costs.

The Qhairman. All right.

What is next?

Mr. Constantine. Chart 13 includes the proposed changes.

I guess the bhiggest change Mr. Chairman, is the
President's proposal to limit hospital revenue increases
per hospital admission in the fiscal year beginning October

1 to not more than essentially 10 percent. That would be
across—the-board. -

The proposal is for all hospital care, not just Medicare
and Medicaid. The effect of that on Medicare and Medicaid
is‘estimated at $700 million savings in Medicare and $100
million in Medicaié.\

Based upon the specifics of the proposal that was
feleased which thg Administration says is not a final proposal
by any meaﬁs, and _that théy are shifting, we believe that
the proposal, at least as initially reported, was unwérkable,
unadministerable, inequitable and inflationary.

Apart from that, it was a good proposal.

The objeétives of the Administration are certainly not
unreasonable —-Athat is, to get a handle ahd moderaﬁe these
costs. They have appointed some people and they are working
on an approach. Everyone is hopeful that they will come up
with something that is workable.

Until they do, we think it is unrealistic to assume that
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this $700 million savings in the Carter Budget can be
achieved by new legislation, focusing in on hospitals

only.

W

Obviously they may come up with something that is workablg
We think at this point in time it would be unrealistic to
assume that savings. On the other hand, under existing
law, the Secretary does have authority to make some changes
and tighten up on the Medicare and Medicaid programs, and we
believe that he ;ould achieve, with some rather strong
implementation of existing law, savings of the $800 million
that they indicate here. That is $760 million in Medicare,
and $100 million in Medicaid. .

We think, therefore, that you might want to delete the
$800 million savings in new law and.dhow :ar pompatrable: $avings
under existing law as possible, under existing law.

There are a number of ways in which the statutes can be
used, and the Secretary has asked for some suggestions. We
have submitted some.

The Chairman. How much could you save, based on the
Carter Budgeté

Mr. Constantine. We woulé say you should delete the
$700 million and the $100 million until such time as they
come up with a proposal which is feasible.

At this time, they have not come up with one. It is a




12
13
14
15
16
117
i3
15
20
21
22

23

24

25

1-67
It is inflationary.

As a matter of fact, one of the things that concerned
us, there already has been anticipatory inflatioqs in
hospitals, hospitals anticipating this kind of lid have
already been- increasing their charges subétantially.

They are trying to get their base up so when the
limits do apply ultimately they will have a higher bargaining
point. We sﬁspect for that reason the coét estimates for
fiscal '78, excluding any legislation, may be low. We would
simply suggest that you delete the $800 million, the $700
million and the $100.million, from tﬁe new legislation and
show it as under existing law, because they can achieve it
if thgy want to, with forceful implementation of what is on
the books now.

The Chairman. Here is the point. As I understand it,
the Presidénﬁ made the commitment on the $700 million on
limitations to Part B, is that right?

Mr. Constantine. No, sir. The $700 million is on
hospitals, the $700 miilion is the same hospitals under
Meéedicaid. |

The $200 million is the Part B premium, and we would
like to discuss that in a minute.

The Chairman. That looks like a pick-up of revenue —-
or is that a loss? |

Mr. Constantine. That is a loss of revenue. That is an
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increased cost of $200 million. |

TheAChairman. I see.

How about the $700 million up here?

Mr. Constantine. That, we believe, Mr. Chairman, is a
delusion.

The Chairman. Is that a reduction of expenditures?

Mr. Constantine. Yes, sir. We think that is an illusion
at this point, tintil such time that they come up with a
proposal that is defensible and capable of being implemented.

The Chairman. You think that will be left out?

Mr. Constantine. Yes, sir, at this point in time.

Senator Hathaway. Cancelling it out?

Mr. Constantine. You can cancel it out, that the
Administration can achieve comparable savings by administra-
tive action under existiqg law, and if you do not mind, if
the Committee would recommend it, we would be glad to draft
a letter including staff suggestions into how they might
achieve those savings.

The Chairman. You think that the same $700 million could
be saved, you just think it could be saved under a different
way. |

Mr. Constantine. Under existing law rather than under
new law.

The Chairman. We can just leave the figure, if you

‘think that is the better way to do it.




9

(]

@

9

.
N
YN

9

N

e

10

.11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1-69
Mr. Constantine. VYes, sir.

The Chairman. This $200 million, tell me about that.

Mr. Constantine. Yes, sir.

What the Administration proposes is freeze the Part B
premium which pays:.for doctor's bills, the supplemental
medical insurance premium, at the $7.20 a month which oldei
people pay. This is scheduled to go up to $7.70, 50 cents a
month, in July.

We found it very difficult to understand the reasoning
for it. The Part B premium increases are presently limited
to not increase more than the same pefcentage by which
Social Security benefits, cash benefits, were increased in
the prior year.

The effect of that is to limit any increases in Pért B.
At the present time, for example, effective July 1, the
actuarial value of Part B, the cost of providing the Part B
benefits to an aged beneficiary, is $24.60 a month, of which
they would only pay $7.70.

The disabled, for example, the cost of providing the
Part B benefité'to.them is $50 a month of which they pay only
$7.70. So that £he Federal govérnment is far and away picking
up the lion's share.

We already match for the poor. The Federal government is
paying for that under Medicaid.

For example, for the old age assistance recipients under
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$1,370,000,000.

These things pyramid, and again, it is on an undiffer-
entiated basis.' In the case of Part A, the hospital,
deductible, the states are required by law to pay for
Medicaid.beneficitaries.-.Half: é6futhe elderly have private
health insurance that pays those deductibles and Medicare,
if the older person cannot pay it, already picks it up as
a bad debt to the hospital. We pick up the full cost.

Those are the kinds of pressures that this kind of thing
does generate. But the main thing is, it is probably some-
thing that should be considered more in the context of
National Health Insurance, and also that you have aiready_
limited the amount by which the premium can go up to not
a greater percentage than the Social Security casp benefits
increase.

The Chairman. Here is the point that is plaguing me
about this problem. |

There are some very well-intentioned people I am sure --
I guesé that at one time I was one of them -- who feel that
we can provide all of these benefits by taxing the rich,
you know, let the rich so-and-so's pay for.all of this. Why
tax the poor man?

Having looked at these tax bills for the last two or

three years, it looks more and more to me as though maybe
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upper income taxpayers and from that point on we will ha&e
reached a point of diminishing returns. We could put more
taxes on, but we could not bring in more revenues.

After you get beyond a certain point, the higher the
tax rate brings in less revenue than more revenue. Everybody
has heard the argument, at what point do you reach the point
of diminishing returns.

We are going to be talking about health benefits and
also about some of these other benefits that -~ health bene~
fits alone. What we are projecting here is not a new
program, not the President's health érogram, we are talking
about a $20 billion incréase on just what is there now,
are we not?

.Mr. Constantine. Yes, sir.

The Chairman. Looking down the road five years, we need
$20 billion more just to keep doing what we are doing.

All right, now, I do not have any doubt that we are
going to go beyond that, and about the lowest entrant in the
health insurance derby is something Senator Ribicoff and I
put in that oﬁly cost $1ﬁ}billion the first year. We can not

give you the assurance that it is going to stay down to

$10 billion.

The high cost would be about $80 billion. I guess,

political guesswork, you would fall somewhere between, with

about $40 or $50 more, so you have $20 billion you have to
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raise just to keep doing what you are doing.

S0 you arxe going to be needing somewhere between the
$20 billion that you can project now and whatever figure
that you want to put on there, at least $10 billion, maybe
as high as $80 billion added just in that one area.

That is not counting what we want to do in other social
welfare programs.

There is no way that you can finance that by just taxing
the so-called rich. You are going to have to put some heavy
taxes on if you are going to pay for it, and that is going
to have to come out of middle income‘people, because you are
not going to tax it out of the poor. '

The trend is to try to take the burden off these very
low income people -- and I heartily approve of that. Whether
you like it or not, you are going to have to tax on a basis
where it is going to hit consumers, it is going to hit
middle-income people. There is no way that you can raise
that much money without hitting middle income pesople, and it
is going to hit them hard.

Senator ﬁafsunaga. Earlier, Mr. Constantine spoke
about saving $800 million under'existing léw without proposed
changes administratively. Has the staff made any study about
the difference in actual Medicare and Medicaid costs per

capita-wise in Hawaii as compared to the national average,

‘where in Hawaii the cost was less than one-~half the national
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average, where the Administration of Medicare and Medicaid
programs was handled by the Hawaiian Medical Services Associ-
ation, a nonprofit organization.

I think perhaps a lot of savings can be done right there
by proper administration.

" Per capitarwise,:asIIzsaid, if you will check’ the
record, in the case of Hawaii, 50 percent of the national
average administratively -- perhaps we could make a lot of
savings.

Mr, Constantine. There is no question about it that
the administration of Medicaid, genefally speaking, is not
a paragon of efficiency. It is not an example for the world
of how we do it, and this Committee has worked, as you know
on at least having statutes that will enable effective
administration. That is putting it in one ear.

The Cdngress cannot administer the laws. There are
legislative proposals -- I know Senator Talmadge is working
closély with the President and the Administratigﬁ,and
Presildent Carter has endorsed his general administrative
reform efforts.

Senator Matasunga. Perhapé we could ﬁse the HMSA in
Hawaii as a model.

Senator Byrd (presiding). What decision does the staff
need at this point?

Mr. Constantine. We would recommend that you delete the
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plus $200 million at this time to freeze the supplementa?y
medical insurance premium. ’

Senatoxr Byrd. What is the wish of the Committee?

Without objection --

Senator Hathaway. I do not know, Mr. Chairman. As the
Chairman pointed out, before he left the room, there is
considerable opposition to that, I think.

Senator Byrd. The Chairman raised a good point.

Senator Hathaway. If we have no other place to get the
money, we are going to be stuck. It is like some of thesel
others that we were talking sbout earlier that appear at first
blush here in the Committee to be pretty good ideas.

When we start to bounce them off of other Senators not
on the Committee we find they ére put back in. Then we do
not have the money. ‘

‘Mr. Stern. 1In this'particuldr case, if you do put the
money, you would be creating an expectation.

Senator Hathaway. Why?

Mr. Stern., It is a proposal by the President. It costs
$200 million. ‘If you put $200 million in at the point where
you evaluate it,'if you then decide it is ﬁot a_good-idea
substantively, the argument would be made, well, it has been
provided for, the money is in the budget, why not do it?

Mr. Constantine. There are a lot of ways that you can

improve benefits in Medicare, This is one of the most
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undifferentiated ways, .50 cents a month. It creates a
precedent that may well come back to haunt you. And, as
Mike says, it does create an expectation that you are
going to do it. There are a lot of ways that you can improve
benefits a lot more equitably than in this area.

There is already a limit as to how much you can increase.
The General Revenue is picking up a lion's share qf this, by
far.

Senator Hathaway. I reglize that.

Why did the Administration recommend it?

Mr., Constantine. We asked them'why. It was kind of
interesting. They said that this was a campaign commitment.
Of course, it was a balanced budget, and so on.

-

We also asked them what this 50 cents a month was

designed to do. The best they could come up with was that

this was some kind of rebate.
We just did not know what a 50 cent rebate a month does
for people.
Senator Hathaway. It will not overheat the economy.
Senator Byrd. What does the Committee prefer to do in
this regard? What do you want to do?
i Senator Hathaway. I would probably vote against it,
if we take a vote. .

We have some other items to think on overnight. Why do

.we not postpone this?
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Senator Byrd. Why do we not postpone this and go
to the next item?

Mr. Constantine. There is one left.

Senator Hathaway. One other question.

You talked about administrative savings that could be
made under present law. Are you including the tremendoﬁs
paperwork burden? .

I understand from Gaylord that some studies have been
made, that paperwork under Medicare alone amounts to 10
percent of the room cost in a hospital.

Sgﬁator NekXson..: Have you checkéd those figures?

Mr. Constantine. It varies.

We_asked Social Security's research people. ,A lot of
hospitals complained about the paperwork and so on from the
beginning of time, and we have asked Social Security to look
into the validity of it in terms of how much paperwork do
we require in relation to what they have to do for their
Blue-Cross subscribers and their paying patients and self-
paid.

Nothing ﬁas come back as yet. Nothing has come back on
that, Senator.

I do not doubt in a given hospital that it might be that
high.

Senator Nelson. I have not gotten ahold of it. I have

‘been told that there is a West Virginia study. * There is 'one
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being done now in one of the clinics in Wisconsin.

They were talking 10 percent. That would be 10 percent
of §150,ithati.ts $15caiday. If that is so, I think it is a
good task to find out what the Medicare costs are versus
Blue Cross.

Thé important question is what either one of them looks
at in paperwork. I have looked at Blue Cross, and that is a
lot of paperwork. o

It is worthwhile finding out what the paperwork costs.
If it is anywhere near 10 percent, if that is so, it is an
astonishing burden to have per patieﬁt day in a hcspital.

It is uhbeligvable to me. I have not looked at the West
Virginia report, so I am going on secondhand information.

Mr. Constantine. ﬁedicare and Medicaid hospital‘eosts
benefit often from creative accounting in hospitals. They
tend to shift costs over to us, obviously, because we are
there.

Some of the claims are slightly exaggerated. We do have
an awful lot of paperwork; there is a fair amount of it that
can be avoided.

Senator Neison. What kind of controls are there on
patient days per operation?

Does the law require a certain review system set up?

Mr. Constantine. ¥Yes, sir., It is operative now in

Wisconsin -~ the PSO program. We have a hundred of them.
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I would say about thirty orforty of them are really
operative.

In New York City, they are achieving results in the
Manhattan PSC. In other areas, they have had a significant
benefit. They are scattered.

Wisconsin is going on it now. They did put a limit on
the maximum stay by diagnosis, then the doctor just requests
an extension; but there is an automatic checkpoint with the
other physicians.

Senator Nelson. A peer review; whatever the surgery is
for an ordinary cése, there is a staﬁdard time that anybody
in a certain health condition ought to stay for an appendec~-
tomy, gall bladder or what have you. Then anybody who is
keeping a patient longer must justify it to the peer review
group.

Mr. Constantine. Yes, sir.

What it amounts to, the data show, for examplé, in the
Northeast that patients stay 50 percent longer than they do
in the West. When they are 65 and older, they average 9
days in the Wést and 13 days in the East.

Senator Neison. That is the efféte Eést; probably not
a fair comparison.

The Chairman (presiding). Let me ask you this about thesg

estimates. In scheduling this meeting, how much material
L2
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Mr. Stern. Actually, you would be able to finish

tomorrow if you come back and pick up on the decisions that

yvou have put over, if you stop, say at the end of this chart.

Just one more item on this chart.

You really have -= you have the revenue area,. what you
want to do in terms of the tax stimulus plus a couple of
other programs, the Revenue Sharing and Sugar Act, and then
coming back to the decisions that you did not make today.

You ought to be able to finish tomorrow.

The Chairman. '-We could put off Chart 13, then, and

hopefully finish tomorrow? ' |

Mr. Stern. I hope so.

The Chairman. Did you allow us two days for this, or

three days?
Mr. Stern, Three days.

The Chairman. I would suggest we finish this chart,

then, and then come back tomcrrow.

What do you suggest we do? Are you suggesting a change

on that item?

- e

Senator Hathaway. We -deferred it until tomorrow,

whether or not we would take Mr.'Constantine‘s recommendation

of knocking out the plus 2.

The Chairman. Defer that until tomorrow.

Senator Nelson. It is my understanding that -- is staff

saying you can make the same economies elsewhere but the
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impact would not be the same?

Mr. Stern. There are two séparate issues. One is the
savings issue; the other one you have just been discussing,
the freeze, is not a discussion of whether you save money or
not. |

Senator Roth. Is not the staff really suggeczting that
by taking it out, you are keeping your flexibility?

Mr. Conétantine. I would like to’be able to say yes,
Senator. What we are really saying is that there does not
seem to be any rational justification for the item relative
to a lot of other needs and the fact that it sets a precedent.

Senator Roth. I understand.

The basic thrust of what you want done, it seems to me
a number of us hawe.taken-the positién:.to keep us as flexible
as we can.

Mr. Sternf You keep yourself flexible by not assuming
a savings. The President's budget does, in this case. It is
a question of the President's budget including an gdditional
cost.

Mr. Consfantine. You lose your flexibility to that
extent if you leéve it in. That is the issue that you want

to defer.

Senator Roth. If we follow your suggestion and take
it out, we keep our flexibility and still reserve the right

to move on the President's proposal, if we so choose?
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The Chairman. He would limit reimbursement rates,.
right?

Mr. Constantine. There were two parts.

The Chairman. The $700 million you are talking about?

Mr. Constantine. On hospital revenues, yes, sir.

The Chairman, You would limit what you are going to
pay hospitals?

Mz, Conétantine. Limit the increase in hospitals per
admission to not more than 10 percent next year, in effect.

The Chairman. You do not think that is feasible?

Mr. Constantine. We do not thihk it feasible. We think
it is inflationary. We think you can manipulate it, at this
point in time.

The Chairman. You think that this would come out at
this point in time?

Mr. Cdnstantine. Yes, éir, at this point in time;..
hopefully you can reconsider, when they come back with
something. It would be a savings if they could work up
s;mething that is workable. You can always put in a savings
later.

The Chairmén. Here is the'way that i£ looks to me.

If we do what you are suggesting =-- they are recommending a
$700 million savings that you do not think is going to work,
right?

Mr. Constantine. At this point in time, yes, sir.
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The Chairman. You think that that should come out,'
but you think that they could save that much money administra-
tively out there in the Department?

Mr, Constantine. Yes, sir.

The Chairman. If that is the case, should we put in
this saving that you think could be achieved administratively?
Should we put that in to replace this?

Senator Hathaway. I think that is a good idea.

The Chairman. If so, we wind up back wherg we started
off from,

Mr. Stern. That is right. The.difference in terms of
your report to the Budget Committee is that you show a separate

line for existing and new legislation instead of showing the

-

amount that the President has for existing legislation and a

minus $700 million, you;hmg a line $700 gillion less for
existing legislation.

Senator Matsunaga. We would-move that to the previous
chart?

Mi: Skerm...~.. That is correct. That also applies to
the Medicaid césts control line. Another $100 milliorn overall
it is $800 millién.

The Chairman. We put that on a different line, is that
not it?

Mr. Stérn. Yes,‘sir. Existing legislation.

fenator Matsunaga. Mr. Chairman, may I ask this?
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It was earlier suggested by Mr. Constantine that
hospitals in anticipation of the freeze have already gone
ahead and increased. Will’ghis mean that if we eliminate
this, perhaps they may lower or remain? Those hospitals who
have not increased may not increase.

Mr, Constantine. Generally, they are increasing. We
think that the existing law estimate without this $800 million
is,going to"be low as a result of the anticipation of that,
but the trouble is, we cannot put a pricetag on it now. It
is too soon to get those data. By the time we get around, I
would say maybe around the lst of July, we will probably
have some fairly substantial increases.

Senator Matsunaga. The inclusion of this -Treeze-~—
would tend towards inflation?

Mr. Constantine. Yes, sir. #

1hgi€h&irman:rgﬁ~want to say, for thé benefit of the
new members of tﬁe Committee who are here, let me strongly
urge you to take this pamphlet home with you, study it before
we come back tomorrow, and if need be, consult with members
of the staff aﬁd ask whatever questions you want té, whichever
staff personnel fcu have the greétest confidence in, that
you think mngF best be able to help you, because in some
respects you are getting locked in.

When we send this thing over there -- you are not locked

iq to where you cannot get backed out, but it is a lot easier
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not to get in the trap to begin with than it is to try toA
get yourself out once vou find yourself in it.

So to the extent that that might_be the case, I just
cannot urge too strongly that you study this and be sure
that you think'you understand what we are doing here, which I
am not sure that any of us can safely say that we do.

In some respect, we should speak up now, or hold our
peace thereafter. You are not fully locked in, but to some
degree, you are, after we.send this thing over there.

Then we will meet at 10:00 o’clock tomorrow.

(Thereupon} at 12:20 p.m., the Committee fecessed,

to reconvene on Wednesday, March 2, 1977.)






