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NATIONAL COMMISSION ON SOCIAL SECURITY
REFORM RECOMMENDATIONS

TUESDAY, FEBRUARY 22, 1983

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

The committee met, pursuant to notice, at 10:03 a.m. in room
2221, Dirksen Senate Office Building, Hon. Robert Dole (chairman)
presiding.

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

[The opening statement of Senator Dole follows:]

OPENING STATEMENT OF SENATOR Bos DoLE

Good morning. Today we continue our hearings on the recommendations of_the
National Commission on Social Security Reform. t week we heard from individu-
al members of the National Commission and from the Commissioner of Social Secu-
ritﬁ. This week we will have three full days of hearings to receive testimony from

ublic witnesses, Members of Congress, and the Director of the Office of Personnel
anagement. A wide range of organizations will be heard that represent opposing
views on each of the major provisions recommended by the National Commission.

Public hearings are an important part of the legislative process. And, the fact
that the Finance Committee is devoting two weeks to these hearings suggests the
importance we place on social security and the recommendations of the National
Commission. Certainly we will hear a great deal of criticism of individual provisions
in the next three days. This is to be expected, with such a broad proposal dealing
with such a vital issue. A number of the pro Is are clearly in need of refine-
ment—such as the proposal to tax benefits—and the Commission members recognize
that fact. We welcome assistance in that regard.

However, I hope that every witness—and each of my colleagues—will remember
that, as a compromise package, the Commission recommendations necessarily re-
quire concessions from all of us. Criticism that is not accompanied by a concrete
alternative—one that is capable of gaining bi-partisan support—does us very little
good. The social security trust funds have reached the point that continued inaction
will be fatal to the system. Legislative action will only be possible with bi-partisan
concensus.

At this point, I am optimistic about the prospects for early passage of the consen-
sus package. The House has already completed hearings and, today, the social Secu-
rity Subcommittee is beginning to mark up legislation. Chairman tenkowski and
I have agreed to work toward final passage of a bill before the Easter recess. So far,
everything is going as scheduled.

With that in mind, I welcome today's witnesses. We will begin with testimony
from three groups that have a keen interest in social security reform—the Ameri-
can Association of Retired People, the National Council of Senior Citizens, and the
National Council on the Aging. I look foward to hearing your testimony.

The CHAIRMAN. Good morning. Today we begin three days of
hearin%s on social security. We hope to conclude the hearings this
week. Public hearings are important, and we hope that everyone

1)
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who feels the need to testify will have that opportunity. However,
we are also hoping to avoid repetitious testimony and have been
negotiating with a number of witnesses to encourage them to con-
solidate their testimony.

It seems to me that there is a general concensus forming on the
social security package, although obviously, not everyone is in
agreement. I hope that some of the witnesses today who oppose the
compromise will have better ideas—not just criticism. We must
have some indication of what the alternatives are.

We are pleased to welcome this morning Mr. Brickfield, execu-
tive director, American Association of Retired People; Joseph
Rourke, assistant to the executive director, National Council of
Senior Citizens; and Jack Ossofsky, executive director, the National
Council on the Aging, as our first witnesses.

Cy . would you like to begin?

STATEMENT OF CYRIL F. BRICKFIELD, EXECUTIVE DIRECTOR,
AMERICAN ASSOCIATION OF RETIRED PERSONS, WASHINGTON,
D.C.

Mr. BrickFIELD. Yes, thank you, Senator.

Mr. Chairman and members of the committee, my name is Cyril
F. Brickfield,-and I am the executive director of the American As-
sociation of Retired Persons [AARP]. Your committee has always
had to deal with our Nation’s priorities, and you have often con-
fronted hard choices about the social security system. Rarely have
you dealt with that program under more difficult circumstances.
Its financial condition demands prombvt action. There is an effort
underway to convince everyone that the recommendations of the
distinguished Commission on Social Security Reform must be ac-
cepted with no changes.

Both you and we, of course, know that is not true. Even though
the Commission’s report generated a rare concensus among key po-
litical leaders, agreement on a flawed prescription, Senators, can
produce damaging results. We believe it has some dramatic flaws.

The committee recommended revenue increases are inadequate—
$165 billion—to assure of the system’s short-term solvency. It relies
too heavily on benefit cuts and increased taxes on workers. It
would hasten the imminent crisis in medicare by continued inter-
fund borrowing. It would impede the economic recovery essential to
deal with both the short- and long-term problem.

We are particularly concerned about three key recommenda-
tions. Those concerns flow from our keen awareness that social se-
curity is a family program. All beneficiaries are the parents and
grandparents of the working taxpayers. They want for themselves
no unfair or unearned portion of the Nation’s economic resources.
Nor do they want to become an increasing burden on their children
and grandchildren.

We properly represent our 14 million members only when we
recognize the community of their concern. They care about their
peers. They care about their children. They care about their Nation
and its economic health. That's why we believe changes should be
made in three key Commission proposals.
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They are the recommended $40 billion cut in COLA benefits over
the next 7 years, the recommended $58 billion increase in payroll
taxes, and the recommended taxation of benefits of those with in-
comes above a certain level.

The proposed COLA cut may sound innocuous. It has been re-
ported widely that it would only mean a one-time benefit loss, that
it would reduce benefits by $40 billion over 7 years, however, -illus-
trates its compounding effect. It would most hurt those least able
to afford the loss. Many of them are widows. Some 3 million
widows who depend on the system for 85 to 95 percent of their
income.

The proposed payroll tax increase would be an unfair burden on °
workers by asking them to pay more—as Congress did in 1977—
while telling them that they will get less in retirement. It would
also be unwise economic policy, dampening changes for economic
recovery and aggravating unemployment.

The proposal to tax half the benefits of those with incomes above
a certain level would make a fundamental change in the system
itself, introducing a back door means test. It would likely erode
confidence and support among younger workers; particularly, when
they come to understand that as much as 10 to 25 percent of their
expected benefits would be taxed away.

Instead of raising payroll taxes, instead of cutting COLA’s and
taxing benefits, we believe the needed revenue should be raised

“temporarily through more broadly based tax sources. If Congress
can raise over $20 billion from a nickle-a-gallon gas tax to rebuild
roads and bridges, it can use a similar approach for social security.

Our submission for your committee record provides a much more
detailed analysis of these issues, and presents our constructive al-
ternatives.

Every opinion poll we have seen indicates that those alternatives
are supported, not only by our members, but by Americans of all
ages.

We look forward to working with you, members of the commit-
tee, as you develop legislation that is responsible, effective and fair
for everyone involved.

I thank you very much, Mr. Chairman.

[The prepared statement of Mr. Brickfield follows:]



STATEMENT of the

AMERICAN ASSOCIATION OF RETIRED PERSONS

INTPODUCTION

The social security system is facing the most serious
challenge it has ever faced in its 48 year history. Anxiety
among beneficiaries over ;he system's short-term solvency has
intensified. Public confidence -~ particularly that of younger
workers -- in the system's future viability has b;en dangerously
eroded.

Congress now has the responsibility for developing a solution
to social security's short-term dilemma -- a solution that is
fair and that will last at least the decade., At the same time,
Congress must address the system's 1cng-term)deficit so that
younger worker support for the program can be restored.

As an organizatioﬂ.representing 14 million beneficiaries, we -

.share in that responsibility and we realize that the well-being

of the 36 million beneficiaries of social security critically depends
upon the continued willingness of 116 million workers to finance

the program through their payroll taxes.

It is with this perspective that our Association offers its
criticisms of and alternatives to the package of recommendations
made by the National Commission on Social Security Reform. We
are\advocates not just for older Americans, but also for the
workers who support the system and who have reasonable

expectations of benefiting from it when tl'ey reach retirement age.



From this perspective, AARP finds the Commission's package
to be an inadequafe as well as an inappropriate response tc the
system's short- and long-term problems. First, the Commission's
package falls short of solving social security's short- and
long-term financing problem. 1In the short term, the package
raises only $165 billion ~-- substantially short of the $200
billion which is likely to be needed to guaruntee the system's
solveﬁcy. Similarly for the long term, the packaye leaves
unresolved one~third of the 75-year deficit, estimated af.

1.8% of taxable payroll. . Unfortunately the one Commission
reco.nnendation that contributes the most to lessening the
long~term deficit -~ taxation of benefits -- is irrational,
sets a dangerous precedent, and will have its harshest impact
not on curren£ recipients, but on future recipients.

‘ We recognize that a "compromise” solution to social
security's difficulties is needed and that every compromise
requires all groups to give up something. Unfortunately, the
Commission's short-term package requires workers and bene-
ficiaries to give up more than their fair share -- s124 billion
out of the $165 billion in the package comes from benefit cuts
and payr>ll tax increases. For the short term, there are far
less onerous and less economically damaging options available.
And for the long-term, rational reform that harnesses the
system's ability to inflience retirement decision holds more
promise than the blatant m:ans-testing of the program achieved

by taxing benefits,



Three key elements of tha package -~ payroll tax increases,

taxing benefit and cost-of-living adjustment cuts -- we find

to be unnecessarily burdensome for current workers and for both

current and future beneficiaries.

*

The payroll tax increases in this package are not small;
they are large, and they are on top of some of the steepest
payroll tax incrcases in the program's history. With
unemployment having reach:d its highest level since

1940 and with the risk of ze-igniting inflation still with
us, the last thing Congress should do is substantially

and directly add to the coat of labor.

The proposal to tax one-half of social security benefits
must be scrutinized not just for its impact on current
recipients, but for its impact >5n tqe future benefits

of current workersl In the future, :zxing benefits will
reduce the benefits of nearly all recipien:s, except the
relatively poor. It represents a means-testing of the
program, a strong disincentive to save for retirement and,
over the lonj-term, could ser..cusly undermine Lhe suprora
for the system amcng mcderate- ird higher-paid workers

who will lose 10-25% of their benefits urder this proposal.

The cost-cf-living adjustmert (COLA) cut recommended by

the Commission is not a temporary, one-time delay =-- it is
a permanent cut. Congress must acknowledge that fact as
well as the fact that the oldest and lowest-income segments
of the elderly population will bear the brunt of any COLA

cut,

In an attempt to provide a more complete solution for both

short- and long-term problems,'AARP is recommending to this

Committee constructive alterpatives that not only will provide

the additional funds to close the system's financing gaps, but

also are more fair and balanced in their treatment of workers and

retirees.



PAYROLL TAX INCREASES

Over the 1983-89 period, the Commission is recommending
an increase in payroll taxes of $40 billion for workers and
their employers (providing a refundable income tax credit
to the worker in 1984 only) and $18 billion for self-employed
individuals by making the OASDI tax rates for these individuals
equal to the combined employee-employer rate. (This would be
accompanied by an income tax deduction as a business expense

for one-half the combined rate.)

Impact: Under this proposal, for the average worker
earning $19,500 in 1983, payroll taxes will be increased by
approximately $263 (excluding a $62 income tax credit payable
to this worker in 1984) over the 1983-90 period. (This cal-
culation assum;s average annual wage growth of 6.5% and
excludes any tax increase that will occur solely as a result
of such wage growth.) This $263 increase is on too of the $840
in increased payroll taxes this worker will be paying as a
result of previously scheduled payroll tax increases. Thys,
the total 1983-90 increase in payroll taxes for this averaae
worker would be over $1,400, an increase of over 8.3% in payroll tax
liability.

For the self-employed individual, this increased payroll tax
levy is very substantial. Even considering the offsetting
effect of the proposed income tax deduction, this proposal will
mean a net tax increase of approximately $400-$700 per year
(depending upon adjusted gross income levels) for the average

self-employed person.



Analysis: Our Association believes raising payroll taxes
is the worst source of additional revenue for social security.
Our alternative is to raise revenue from non-payroll tax sources
and earmark them on a temporary basis for social security. These
proposals are described in detail in a later section of our
statement.

Payroll tax increases represent bad economic policy, bad
tax policy and are extremely burdensome for workers. They

represent bad economic policy since such increases tend to add

to inflation and unemploymgnt and will make raecovery from the
current recession even more difficult. On the inflation side,
payroll tax increases create upward pressure on prices as
employers try to push their large increase ih costs forward in
the form of higher prices. On the unemployment side, payroll
tax increases raise the cost of hiring and retaining workers --
particularly youth, minorities and semi-skilled workers for whom
unemploymerit rates are now in the 20-50% range. Payroll tax
increases will dampen employment levels, making unemployment an
even more intractable problem and further reducing income to

the social sécutity trust funds.

In analyzing the impact of the 1977-82 payroll tax increases
(which were smaller than the increases now under consideration),
CBO estimated that by 1982, the 1977 tax hike would have depressed
job levels by one-half million and would have added 0.5% to the

inflation rate.
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Raiging payroll taxes in our opinion also represents bad
tax policy, since it would greatly increase government's reliance
on a relatively regressive fofh of taxation which bears down
most heavily on low-income workers, particularly families.

A recent SSA study concluded that over half (51%) of all family
units now pay more in social security taxes than they do in
income taxes (assuming that the worker bears both the employee
and employer portion of the tax). ?or low-incom; family units
with total incomes under $9,000, almost two-thirds (65%) pay

more in social security taxes than income taxes.

Even if these payroll tax increases are partially offset
by an income tax credit or income tax deduction (for the
self-employed), the net effect will be to rdise revenue
derived from a-regressive.source while cutting revenue
derived from a progressive source. We seriously question
' the advisability of providing any additional income tax cuts
or preferences. In the wake of one of the largest income
tax cuts in recent history and in the face of some of the
largest budget deficits in history, we should be seeking to

restore the income tax base, not erode it.

Raising payroll taxes at this time is also dangerous
for the social security system and its beneficiaries since
it could foster a split between the young and old. Payroll
tax increases are highly visible on pay stubs and could increase
younger workers' disratisfaction with the system since such
tax increases will substantially decrease workers' take home
pay at a time that high unemployment is already reducing their

real incomes.
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TAXATION OF SOCIAL SECURITY BENEFITS

Under current regulations, social security benefits (as
well as railroad retirement benefits) are excluded from gross
income for federal income tax purposes. The Commission pro-
posal would require that one-half of social security benefits
be included in adjusted gross income for federal income tax
purposes, if a taxpayer has an income (excluding social security)
above $20,000 for an individual or $25,000 for a married couple.
The revenue from this provision would be credited to the
social security cash-benefit trust fund.

Over the 1983-89 period, this provision is supposed to
raise $27 billion in revenue and is expected to add enough
revenue to reduce the long-term deficit (estimated at 1.8%

taxable payroll) by 0.6%.
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Impact on Current Beneficiaries: If effective in tax

year 1984 about 10-1l1l% of social security recipients would
be affected. Their extra tax liabilities and social security
benefit losses would be as follows:

Extra Tax Liability* (% Benefit Loss)

Single AGI . Socialsgégggit! Sociii'ggguritz
$20,000 $644 (12.9%) $774 (12.9%)
$25,000 —— = 730 (14.6%) ' 880 (14,6%)
$30,000 818 (16.4%) 988 (16.4%)

Extra Tax Liability* (% Benefit Loss)

$8,400 $13,000
Married AGI Social Security Social Security
$25,000 $ 942 (11.2%) y $1,517 (11.7%)
. $30,000 . . 1,059 (12.6%) : © 1,703 (13.1%)
$35,000 1,176 (14.08) 1,935 (14.9%)
$40,000 . 1,386'(16.51) 2,145 (16.5%)

* Assuming no itemized deductions
Income tax liabilities under many state laws may also increase

proportionally.

Analysis: For current retirees and those approaching
retirement, this proposal represents an abrupt reduction of
11-25% in social security income and an unfair change in the
rules of the game. Even at income levels of $25,000 and above,
such a precipitous loss in income can mean a severe disruption

in retirement planning for many. Most social security recipients

20-000 O—83—2
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will have virtually no means to offset such a loss since -
they have very limited and usually no access to the labor

market.

Additionally, in the future, the $20-25,000 thresholds,
could easily be lowered {as has already been done with unemploy-
ment compensation) thus subjecting lower and moderate income
heneficiaries to the tax. Once the precedent of-taﬁing benefits
is set, the elderly will feel that no one's benefit is safe,
especially if the Commission's proposals fail to meet the
system's short-term financing needs. And, even if the thresholds
remain the same, inflation will effectively reduce them. In
fact, by 1990 using the inflation assumptions underlying the
Commission's proppsals, these thresholds wquld be reduced to
$13,660 fof an individual and $17,076 for a couple in today's

dollar terms.

There are also serious technical problems with the current
proposal. The most major is a notch problem affecting
taxpayers whose AGIs just slightly exceed the thresholds. Tax-
payers in this situation could find their tax liabilities
25-30% higher (36~58% for married couples) than taxpayers with
income just below the thresholds. As illustrated in the
example on the next page, a person with an AGI of $19,000 (just
below the threshold) would have $567 more in income at his disposal than
a person (with just $100 more in income) who has an AGI at the threshold
of $20,000.
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Person Xover age 65 with $19,900 AGI under current law.
Tax liability: $ 2,668

Disposable income: $22,232

Person Y over age 65 with $20,000 AGI under current law.
Current tax liability: $ 2,691
Disposable income: $22,309

Tax liability including
¥ of Social Security: $ 3,335

Disposable income: $21,665
(Assumes $5,000 of social éecurity income, no itemized

deductions and 1984 tax rates)

Person X with $19,900 AGI would have $567 mbébre income at his
disposal than Person Y with $20,000 AGI.

Correction of this notch problem by the tax-wriéing com-
mittees will mean that either beneficiaries with AGIs below
the current thresholds (possibly as low as $14-15,000) would
be affected in order to effect a more gradual phase-in or the
expected revenue of $30 billion would be substantially reduced,
perhaps even cut in half. -

In adéition, a substantial "marriage penalty”" exists in the
taxation of benefits proposal. Two single elderly taxpayers would
be in a far more advantageous tax situation than a married couple

with same income.
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Impact on Younger Workers: Younger workers have even

more at stake under the Commission proposal because in the
future, virtually all Social Security recipients (except

those who are relatively poor} will have 5-25% of their Social
Security benefits recaptured via the income tax system. This
will occur because under this plan the $20-25,000 thresholds
are not indexed. This is why this proposal contributes so much
to ameliorating the long-term term deficit. 1In fa;t, the
proposal to tax one-half of social security benefits only

for persons with AGIs above $20-25,000 generates the same
amount of revenue over the long-term (0.6% of taxable payroll)
as the same proposal without thresholds (See January 1983
Report of National Commission on Social Secu{ity Reform,

Appendix K,-page 50}. N

Under current tax law, aged taxpayers pay no income taxes
until their AGIs {excluding social security) exceed $4,300
for an individual and $7,400 for a married couple. Within 25-
30 years, the $4,300 "minimum®" taxable threshold will meet the
$20,000 threshold and the $7,400 "minimum" taxable threshold will
meet the $25,000 threshold contained in the Commissions proposal.
These estimates assume the short-term 1nf1$tion rates underlying
the Comnission's package and the long-term (1990+) inflation
rates contained in the II-B assumptions of the 1982 Social

Security Trustees Report.
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Therefore, in 25 to 30 years, the thresholds in the
Commission's taxation of benefits proposal will be inoperative.
The proposal will affect the future social security beneficiary
population in almost the same manner as it would affect the cur-
rent social security beneficiary population assuming there are no
protective thresholds at all. The following table illustrates
the impact on current beneficiaries of the Ccommission’'s proposal

assuming no thresholds.

Simulated Impact on Current Beneficiaries (with no thresholds)

Single AGI ' Extra Tax Liabilité' (% Benefit Loss)
. assuming ,000

social security)

$ 4,300 $297 ( 5.9%)
$10,000 . e 395 ( 7.9%)
$15,000 . 515 (10.3%)
Married AGI Extra Tax Liability* (8 Benefit Loss)

{assuming $8,400
social security)

$ 7,400 $483 (5.7%)
$15,000 654 (7.8%)
$20,000 756 (9.0%)

* Assuming no itemized deductions.
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The Commission's proposal as currently drafted would
affect 10-11% of current beneficiaries. However, in the
future given erosion of the thresholds, at least half of
the beneficiaries population would be affected and perhaps
even more since retirees of the future are likely to enter
retirement with more income from savings such as private
pensions, IRAs and the like. In fact, a worker age 35 today who
establishes an IRA this year and continues té pay into it at the
maximum can expect to draw from that IRA alone an annual income
of $20,000 when he or she retires.

It is ironic that those who save for their retirement
will be penalized the most by the Commission's proposal.
Taxing social security benefits thus discourages saving and
encour?ges reliance on social security as the sole source of
income. It also represents an income-testing of the program
which is a fundamental change in the system and one that will
turn it, in effect, into an overt welfare program. This
outcome is contrary to Commission's own sta{ement: "The
National Commission considered, but rejected proposals to....
....change it to a program under which benefits are conditioned
on the showing of financial need."” (Report of the National

Commission on Social Security Reform, January 1983, p. 2-2).
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It is often argued that social security should be taxed in
the same manner as private pensions and government employee
pensions. Social security, however, is structured differently
from pension systems which usually provide annuity-type benefite
awarded through a proportional benefit structure. In contrast,
social security is social insurance with significant welfare/
social adequacy components such as its weighted benefit formula
and the provision of "free" dependent benefits. -

One cannot analyze this benefit taxation proposal in
isolation of the heavily weighted social security benefit

structure. Even the 1979 Social Security Advisory Council when it
recommended taxing Social Security benefits suggested that it

be coupled with the adoption of a revised two-bracket benefit
formula that would treat higher-paid workers more fairly and
give them more reasonable rates of réturn on their payroll tax
.contributions (see Report of the 1979 Advisory Counci of Social
Security, p. 76). Already under the current schedule of pay-
roll tax rates and using conservative estimates, as of the year
2000 a single male earning the taxable maximum retiring at age
65 will not receive his "money's worth" out of social security
-- that is, the present value of his future benefits is less
than the present value of the OASI taxes he and his employer
will pay plus a rea;onable rate of interest (see Memorandum to
Members of the National Commission on Social Security Reform
from its Executive Directo; Robert Myers, Auéust 12, 1982). The
same is true beginning in 2020 for single women earning at the

maximum and retiring at age 65.
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The proposal to tax social security benefits will lower
rates of return for this high-earning group even further and
make their already negative rates of return worse. If the
Commission's proposal to tax benefits is enacied into law, the™
popular "myth" among younger workers that social security is a
bad gdeal will be confirmed and for many, become reality. At
some point, one can expect that increasing numbers of workers
will begin to view social security as a bad buy and be less
inclined to want to support the system. This could work to
the particular detriment of future lower-ihcome beneficiaries
who will be heavily dependent on social security for minimum
income support.

Given that this package also imposes large payroll tax
inc;gases on workers, the message to younger workers is: pay
more now and get legs when you retire. And, to increasing
numbers of workers, this proposal says: don't plan to get out
of the system what you put into it. This combination of
polic;;s is likely to cause a decline in younger workers'
support for the program and that could precipitate an

inter-generational conflict in the future.
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CUTS IN COST-OF-LIVING ADJUSTMENTS

The Commission proposes $40 billion in savings from
a six-month freeze in COLAs effective in 1983, followed
by a permanent six-month delay in payment of tie COLA
for every year thereafter. In July 1983, unlike current
law, no COLA will be paid:; instead,\En January 1984, a
COLA will be paid reflecting the inflation occurring be-
tween the first quarter of 1§§%_gﬂg"the first quarter of
1983. This means that beneficiar.es will have to wait a full
year until 1284 to be compensated for the inflation they ex-
perienced in 1982. The next COLA will be paid in January
1985, reflecting the inflation occurring between the third
quarter of 1983 and the third quarter of 198;. This particular
shift in the measuring period will have the effect of
dropping six months of inflation out of the COLA calcu-
lation -- that is, the inflation occurring between the

first and third quarters of 1983.

Impact on Beneficiaries: In 1983 alone, this six-

month freeze will mean a benefit loss of approximately
$132 for the average retiree and a loss of §222 for the
average couple. Over the period 1983-89, as a result

of the repetitive delay, the retiree would lose nearly
$1,100, while the couple would lose $1,800. (These cal-

culations assume average monthly benefit amounts of $416 .
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for a single person ($700 for a couple}) and an average
annual inflation rate of 5.3% over the 1983-89 period.)
Thus, this COLA freeze and delay is not a one-time,
temporary cut, but one that is permanent, causing a loss
in each year it is in effect.

For the roughly 4 million older persons ;lready
living in poverty with annual incomes of less than
$4500-$5700, cuts in social security COLAs will be brutal.
For the 3 million elderly hovering just above poverty,
social security COLA cuts will push them below this
threshold--dramatically increasing elder}y poverty rates

which are already the highest of any adult age group.

The unfortunate effect of any "across-the-board"
social security cut, like a COLA cut, will be to dis-
proportionately hurt the oldest and lowest-income seg-
ments of the aged population because they depend on
social security for the bulk of their total income.
According to Census Bureau statistics, single elderly
persons age 65+ with incomes below $4,A00 (approxi-
mately the 1981 poverty threshold) depend on social
security for roughly 85-95% of their total income;
elderly persons age 62+ in a family unit with incomes
below $5,500 (the 1981 poverty threshold for couples})
similarly depend on social security for 80-85% of their
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total income. The more heavily dependent on social
security a person is, the more onerous a cut in social

security is for them.

Poverty among elderly persons living alone (es-~
pecially women, many of whom are widows) is extremely
high and has risen over the last three years. In 1981,
the poverty rate for all persons age 65+ was 15.3%--the
highest poverty rate for any adult age group. This
"average"” foverty rate compares to poverty rates among
the single aged social security population of:

i7.6l for single women 65 - 71
31.7% for single women 72+
26.9% for single men 65 - 71
20.1% for single men 72+

' So many of the elderly are clustered just above the
poverty threshold that relatively small drops in social
security income will cause poverty rates to escalate
dramatically. Among single.social security recipients
age 62+, 17% of them or over 1.4 million persons had in-
comes in 1981 between $4,400 and $5,500, within $1,000
of official poverty. Among families headed by a person
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62+, 16.5% or about 1.7 million persons had incomes with-
in $3,500 of the official poverty line. Thus, in 1981,
over 3 million social security recipien;s, while not of-
ficially defined as "poor” had incomes low enough to put
them at risk of becoming officially poor should sub-

stantial cuts in social security be legislated.

In addition to the elderly's high poverty rates,
Census statistics show them to be heavily concentratead
in the lower reaches of the income distribution, es-
pecially compared to the non-elderly. Over one-half
have total incomes below $10,000 and relatively few are
in theuupper income reaches. The mediaﬁ income for
elderly-headed households was $9,903, which is less than
one-half the median income of non-elderly households
($22,028). ‘These statistics and trends are illustrated
by tables that follow.

TOTAL 1981 MONEY INCOME OF HOUSEHOLDS BY AGE OF HOUSEHOLDER

Income Class Age of Householder
15-64 65+
under $5,000 7.8% 20.8%
$ 5,000 - $9,999 - 11.1% 29.7%
$10,000 -~ $14,999 13.3% 18.5%
$15,000 - $19,999 12.6% 11.0%
$20,000 and over 55,2% 20.0%
Median Income $22,028 $9,903

Source: Bureau of the Census. Money Income and Poverty Status
of Families and Persons in the U.S.: 1981,
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Given the elderly's vulnerable economic situation and
the heavy depe;dence on soclal.security for the bulk

of income support (especially among the oldest and the
poorest), any substantial COLA cuts could throw millions
of them into poverty and lead to a severe deterioration
in their overall standard of living. Based on a 1982
study done for AARP by Data Resources Inc. (DR1), social
security COLA cuts proposed last year (i.e., a oné-

year freeze followed by CP;-3\ thereafter), would have
thrown an additional 1.2 million elderly into poverty by
1985 and 2.1 million by 1990. (Copies of study available

upon request.)

’

SSI Offset: The Commission proposes to increase
SSI's $20 "unearned” income disregard to $50 beginning in
June 1983, in an attempt to insulate the SSI populatioﬂ
from the six-month COLA freeze.

First, this SSI proposal is not an adequate response to_the
drop in income that will occur for low-income social securitv
beneficiaries. Unfortunately the SSI program'reaches only
1.4 miliion elderly poor, while there are already 4 million
elderly living below the poverty threshold and another
3 million hovering just above poverty line.

Second, a significant portion (approximately one-third)
of the SSI population has no "unearned" income; they are

nearly totally reliant on the SSI program for income. These
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recipients would receive no protection from the cut
entajiled with the SSI six-month COLA freeze/delay.

in order to brovide more thorough protection for the
low~-income population, AARP recommends an expansion of
the SSI proqtam.by= (1) increasing the SSI payment guarantee
to at least 125% of poverty (currently SSI payment guarantees
are equal to 72% of poverty for singles and 86% of poverty
for couples); (2) eliminating the assets test; (3) increasing
the unearned income disregard; and (4) eliminating the
one-third reduction for persons living in the household
of another. '

Significant costs will probably be involved with
these reforms. Therefore, we suggest that these costs
be covered by some of the short-term revenue raising

devices we recommend later in this statement.
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AUTOMATIC STABILIZER: Lower of Wages or Prices

The Commission proposes that beginning in 1588, if
OASDI trust ratios div below 20%, an automatic-COLA
cut (equal to the lesser of wages or prices) would be
triggered. When and if the trust funds reach 32%, then
a pay-back mechanism will be triggered. .
This stabilizer is certain to be triggered for three
reasons: .
1) the entire Commission package is likely io
raise an insufficient amount of money (in .
fact, only a 22% reserve ratio is expected

in 1988 under Commission assumgtions);

2) the economic assumptions underlying the
package are optimistic -- in 1988, 7% un-
employment, 5.3% inflation and 3.5% real

GNP growth rates are expected; and

3) in determining whether the OASDI trust fund
. ratio has declined below 20%, the trust
funds must be reduced by any outstanding loan
(including interest) from the Hosvital Insurance'(HI)
trust fund (OASI has already borrowed
$12.4 billion from HI and may borrow more if

interfund borrowing is extended).
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However, even if this “automatic stabilizer" is
triggered, it may fail to financially stabilize the
system. The rationale behind this stabilizer assumes
that in the future the system's financing will be suf-
fering mainly from high inflation (and high costs) --
when in fact sluggish growth and high unemployment may
cause the system to lose on the revenue side. Under
an economic scenario of low inflation and high unem-
ployment, this “automatic stabilizer™ could not yield
the COLA savings neceséary to stabilize the system. It
is far more appropriate and rational under a lower in-
flation/high unemployment scenario to use an automatic
stabilizer that will trigger more revenue for the systenm,

not benefit reductions.

Impact on Beneficiaries: If we experience a re-

surgence of inflation, then this stabilizer could destroy
the inflation protection for both current and future
retirees by severely reducing real benefit levels. Some
attempt to justify this proposal on the grounds that

social security needs to be made financially "self-
adjusting”™ and "self-stabilizing.” Hiding behind that
rationale is a proposal that would make the system more
financially stable at the financial exp;nse of beneficiaries.
The proposed mechanism would transfer the full financial

risk of economic problehs -~ gpecifically, high inflation

20-000 0—83—3 -
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and low or negative real wage growth -- from government
and the social security system directly to recipients
who, relative to other groups in society, are least able
to bear that risk.

It is often argued that.social security recipients
have been doing a lot better than the working population
since, in some recent years, price increases (and COLAs}
have outpaced price increases. Some proponents of the
wage cap proposal seem to thus be-advocating it on the
grounds of equity -- in other words, it is inequitable
to allow the incomes of retirees to rise more rapidly than
the incomes or wages of workers who must support govern-
ment programs through. taxes.

First, it must be ppinted out that wages usually
represented the bulk of workers' incomes. Therefore, any
wage increase received tends to protect most of a worker's
income -~ an income which tends to be double that of the
average social security income. In contrast, social
security does not represent the elderly's total income.
In fact, in 1980, social security accounted for only 40%
of the elderly's total inccme. Income from pensions and
other assets (for which little or no automatic inflation
protection is available) represented 36% of their total

income. (See following chart) Thus, full cost-of-1living
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adjustments maintain the real value of less than half of
most retirees' income. And for the low-income elderly
population (with total incomes of $5,000 or less), social
security represents 80% or more of their income. It
simply cannot be alleged that full social security cost-
of-living increases are allowing all retirees' total
incomes to rise more rapidly than the incomes of workers.
This is only true for the lowest-income segments of the

aged population who need inflation protection the most.

SHARES OF INCOME SOURCES FOR

THE AGE 65+ POPULATION ,
[}

.

OTHER (5%) .

OTHER
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Second, it must be pointed out that wage increases
have historically exceeded price increases and this trend
is expected to resume in the near term. Unless Conaress
is willing to adjust benefits according to the rise in

wages on_a permanent basis even when wages begin to out-

pace prices in the future, th;n the wage indexing cannot
be sold on the grounds of equity. Beneficiarﬁes will
‘feel -~ and rightfully so -- that they will always be
getting the "short end of the stick." The overall rationale
for cost-of-living adjustment mechanisms must be consistent.
These mechanisms are not for the purpose of passing along
to current retirees increases or decreas?s in the standards
of living of'current workers, but rather for the purpose
of maintaining benefit purchasing power.

It has also been pointed out that siﬁce 1970, while
prices rose 149% and average weekly earnings rose only
121%, social security benefits rose 205%., The obvious im-
plication is that not only have the aged beaten inflation
since 1970, but also the improvement in their living
standards has greatly exceeded that of working people. It
was not pointed out, however, that in 1968 the poverty
rate among the aged was over 25% and among Sged recipients
of social Security was 44%. Congress intentionally and

properly acted to help alleviate this national disgrace by
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increasing soclal security benefits in 1972 by an amount
well in excess of the inflation rate. 1In the intervening
decade, since 1974-75, Congress has provided cost-of-
living increases that by and large served only to maintain
the purchasing power of social security benefits. The
poverty rate trends compared to social security increases
are illustrated on the following page.

Workers have reasonable expectations over their
future working lives of making up any real income loss they
are currently suffexin§ as a result of high inflation or
unemployment. Retirees, because they are not wage-earners
and have many fixed components to their income, have no
expectations for zecéuping the inflation losses they have
already incurred and would incur under a wage cap COLA
proposal. )

In addition, this automatic stabilizer has the serious
potential for destabilizing future workers' replacement
rates (i.e., the degree to which social security replaces
a worker's pre-retirement earnings). This could occur with
respect to workers retiring in the future at age 65, since
the Primary Insurche Amounts (PIAs) of these workers are
determined at age 62+ and then are kept up-to-date (between
their 62nd and 65th birthdays) by the COLA_provided in

each of these three years. Workers retiring in a recessionary
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.

period (when wages lag behind prices) would find their
real lifetime benefits reduced, especially when compared
to another cohort of workers retiring during a period of
robust wage growth. FPor example, with this automatic
stabilizer in effect, an economic experience similar to
1978-81 would have lowered replacement rates by as much
as 8% for certaiﬂ.tetirees. (See Conqressiogal Budget

Office, Financing Social Security: Issues and Options for

the Long Run, November 1982, p. 52)

Similarly, these types of technical problems can
arise with th; "catch-up" provision suggested by the )
Commission. When this proposal is examiped closely, one
finds that once a benefit loss is incurred, the "catch-up"”
provision may not begin go restore the loss until several
years later. Since the restoration proce;s could easil§
span a decade, many older persons who would have suffered
the benefit loss will die; while many persons who did not
suffer the benafit loss will reap the rewards of the re-
storation. According to 1977 statistics, approximately
one million retired social security recipients leave the
social security rolls per year and 1.6 million are new
entrants.

In addition, a lower of wages or prices COLA

mechanism is likely to be out of sync with the needs of
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beneficiaries, because it would reduce COLAs most steeply
when inflation rates are high--which is the very time
when beneficiaries are most in need of full inflation pro-
tection. Similarly, any "catch-up" would likely occur
during periods of low inflht{on when such compensation

is least needed. In addition, if low or negative real
wage differentials continue over a period of years, then
the proposal would inevitably ratchet down real benefit
levels year after year to a point where it would be ex-
tremely unlikely that éhey could ;ver be built back up

again by the proposed "catch-up” mechanism.

I
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INTERFUND BORROWING

Over the past year, the OASI fund has been permitted
to borrow funds from the DI and HI funds. This borrowing
authority is to become inoperative by June 1983. The
Commission suggests, however, that OASDI be permitted
to borrow from the HI fund through 1987,

This provision could be financially disastrous for
Medicare. OASI has already borrowed $12.4 billion
from HI, and no schedule of repayment of these
loans has been recommeﬁded. Without any additional bor-
rowing, depletion of the HI trust fund is expected in
1989-90. If interfund borrowing is extended, HI's de-
pletién could occur seve}al years sooner and easily prompt
massive cutbacks in or even a mean-testing of Medicare.
Neither Congress nor the Administration at this time 1;
prepared to grapple with Medicare's cost problems in the

comprehen;ive, fundamental manner necessary.

UNIVERSAL COVERAGE

Over the past few years various proposals have been
advanced to mandate social security coverage in one fornm
or another for public-employee groups, as-a means for
generating additional short-term revenue. The Commission's

recommendation is to mandate coverage for newly~hired
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federal employees and to ban any further withdrawals of
state and local government employee groups.

As a matter of principle, AARP believes that employee
groups, which are not presently covered by social security,
should not be forced into the system against their will,
especially in the obviously ﬁnfair manner contemplated by .-
most proposals. It is not surprising that the employee
groups affected react so negatively to such coverage
proposals, since these proposals are always made in the
context of a financial "rescue” for social security.

Adding to this anxiety, most coverage proposals, including
the Commission's, lack the necessary safeguards to guarantee
benefits for current retirees and worke;s and omit details
regarding the proper coordination between social security

and newly~created, supplementary public éystems. -
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“"UNFUNDED" GENERAL REVENUES IN THE COMMISSION'S PACKAGE

As presently drafted, the Commission's recommenda-
tions entail the use of substantial amounts (over $65
billion over the 1983-89 period) of general revenue either
by a direct infusion of general funds into the trust funds
or by requiring the expenditure of general funds through
an offsetting income tax cut or offsetting improvement
in a general revenue financed program {(i.e., SSI).

Most of the revenue (nearly $38 billion out of the
$65 billion) will requirc a draw on existing general funds
since no specific mechanism (except taxation of benefits)
is suggested by the Commission for the purpoge of raising
the newly iequired geheral funds. Listed below are €s-
timates of the amoun;s of general revenue contained in the
Commission package: '

1983-89 General
Commission Provision Revenue Amounts

1. Taxation of one-half of social
security benefits (direct infusion
into OASDI trust funds; however,
revenue is raised by specific
tax mechanism) $26.6 billion

2. Credit OASDI trust funds for
military wage credits and unnego-
tiated checks $17.2 billion

3. Refundable employee income tax
credit payable in 1984 for OASDI :
tax rate increase $ 4.3 billion

4. Reduction in income taxes of
self-employed resulting from
deduction c¢f one-half of their

.

OASDI taxes as a business expense $12.0 billion
5. 1Increase in SSI unearned income

disregard from $20 to $50 a month $ 5.3 billion

TOTAL $65.4 billion

Analysis: As described in the following section, the
"unfunded” general revenues contained in thi; package
should bs specifically raised through apnropriate tax
mechanisms to avoid drawing on existing general funds
and thereby making the’ general budget deficit problem
that much more difficult to deal with.



38

AARP ALTERNATIVES: SHORT-TERM FINANCING

AARP proposes that --instead of relying heavily upon
COLA cuts, taxing benefits or payroll tax hikes-- revenue
should be temporarily raised from other more broadly based
tax sources which would not unfairly burden workeérs or older
Americans nor dampen chances for economic recovery. These
revenues could be temporarily earmarked for the social

security trust funds. Such revenues could come from a

variety of options, as described below.

. Estimated
. FY 83-87
OPTION . : Revenue Yield
(in billions)
Reduce 1983 rate cut to S% $88 -
Modify deductibility of interest on
consumer credit ** $20
Impose a windfall profits tax on
natural gas following decontrol* §20
Double excise tax on liquor* $18
Double excise tax on beer and wine* $ 7
Maintain excise tax on cigarettes (86-87)** $ 4
Modify treatment of employer-paid
health insurance premiums** $26
Repeal certain oil and gas industry
tax preferences** $40
TOTAL $223

SOURCES: *CBO, Reducing the Federal Deficit: Strategies
and Options, February 1982

** Senate Budget Committee: Tax Expenditures,
March 1982
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While this table does not cover all available options, it

can be used as a starting point for the consideration of

non-payroll tax sources of revenue for social security.

Detailed descriptions of each option follow.

1.

Reduce 1983 rate cut to 58. This change alone would

raise $88 billion over five years for the social
security system. This option could be }edesigned

in a number of ways depending upon the needs of the
economy and of the social security trust funds.

Rather than reducing the rate cuts, a surcharge could

be placed on the income tax. Also, the full ten

percent rate cut could be postponed, with the revenue
gain going to social security. Asranother alternative
the rate cgt could be modified according to income class.

Modify deductibilit} of interest on consumer credit.

Currently interest paid for consumer credit (such as

on a credit card payment) is fully deductible. Figures
show that the benefit of this provision is heavily
weighted toward upper income taxpayers. This provision
could be reworked to target benefits more effectively
and to raice revenue. A total elimination of this tax
expenditure would raise nearly $44 billion over the

next five years.

e
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Impose a windfall profits tax on natural gas fol-

lowing decontrol. This tax would be imposed fol-

lowing decontrol on January 1, 1%85.

Double excise tax on ligquor. This proposal would

raise a tax which was last increased in 1951.

Double excise tax on beer and wine. This tax also

was last raised in 1951,

Maintain excise tax on cigarettes (86-87). The Tax .

Equity and Fiscal Responsibility Act of 1982 raised
the cigarette tax from 8 to 16 cents a pack for
fiscal years 83-85, After FY 85, the tax would re-
vert back to 8 ants a pack. Thlsfproposal would
keep the tax at 16 cents.

Modify treatment of'emg;pyet-paid health insurance‘

premiums. Currently health insurance premiums and
medical care expenses paid by the employer can be
deducted by the employer and are not considered in-
come to thé employee. In addition to causing a large
revenue loss (more than $100 billion over the next
five years) it has been argued that this provision
helps to drive up the cost of medical care.

Repeal certain oil and gas industry tax preferences.

One such preference, the percentage depletion al-

lowance, is a write~off of 18 percent (in 1982) of

the gross income (up to a limit) from select oil

and gas wells. This method often allows the well
owner to recover much more than the cost of extraction.
Another provision, expensing for intangible oil and
drillkng costs, would allow certain costs to be
written off in the year they occ\urred rather than
adopting the general approach of depreciating these
costs over a period of years. Given the major re-
structuring of thg corporate income tax that Congress
enacted in 1981, these preferences should be

carefully reviewed.
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AARP ALTERNATIVES: LONG-TERM FINANCING

Social security's long~term deficit is practically
ignored by the Commission's recommendations. The backage
is void of any rational, structural reforms that are
responsive to the serious demographic trends with which
the system must cope. i

AARP is convinced that social security faces a long-
term deficit of serious proportions. Public recognition
of this long-term deficit is increasing as reflected in
public opinion polls. To help restore younger workers'
confidence in the system, we urge the Congress to address
the system's long-term problems by aggressively encouraging
and rewarding increased work effort on the part of future
older persons. .

Some social seccurity po}icy analysts have argued that
there is no need to recommend long-term changes in social
security since, after 1990, the OASDI programs are expected
to build up large surpluses and to be financially healthy
until well into the next century. These analyses also
maintain that many positive factors -- economic g?owth,
favorable demographics, increased immigration =-- could wipe
away the long-term deficit. We believe it is unwise to
rely on huge surpluses developing after 1990, since adverse
economic conditions, like those we are now experiencing,
could easily erase those projected surpluses and make the

projected long-term deficit worse.
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WORK PROMOTION STRATEGY
In order to ailay younger workers' fears and deal with
a long-term deficit that is very likely to materialize, our
Association favors a long-term solution -- an aggressive
work-promotion strategy for future older persons. The
components of our strategy include:
--an actuarially-based delayed retirement °
credit of 8-10% (rather than the current 3%) for
each year a person continues to work and elects

to delay applying for benefits after reaching age
65;

~-an increase in the early retirement penalty
from current 20% to 30% (to be phased in over
5-10 years);

--increased access to social security disability
and SSI benefits for workers age 62-65 who
suffer from chronic health impairments;

--a phase.out of the earnings limitation for
persons age 65+, while retaining it for those
under age 65. :

~

The main components of this work promotion strategy,
however, must be legislated now to'be phased-in in the"
not-too-distant future so that its potential effectiveness
on the work patterns of older persons can be tested.

In order to achieve a voluntary delay of retirement
decisionsg, social security must provide stronger work
incentives than it does today. To this end, the Association
recommends three changes. First, the delayed retirement credit
(available to persons who elect to delay retirement past
age 65) should be substantially increased. Under present

law, workers receive a small 3% bonus for each full year they
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Zelay filing for benefits. By increasing the delayed
retirement credit éo the actuarially fair level of 8 to
10%, the credit would provide more adequate compensation
for continued work_and therefore provide a stronger
incentive for persons to remain working full-time and
delay filing for benefits. Congress should not wait
until 2010, as recommended by the Commission, to-have
this change fully phased-in.

Second, in order to provide a stronger incentive to
keep working (and a stronger disincentive to retire early)
in the case of able~-bodied workers between the ages of 62
and 65, the disincentive for early retirement applied at
age 62 should be gradually increased from 1;% present level
of 20% to 30&.. with thisuchange, older workers would receive
a 10% increase in their benefit amounts for every year
between age 62 and 65 they postpone filing for benefits.
This 10% benefit increase is larger than the 6.6% increase
provided by current law and should, therefore, act as a
stronger financial incentive for willing and able older
persons in this age group to remain employed through or
beyond age 65. As it is today, two out of every three
retired worker beneficiaries begin receiving benefits
before age 65. This is a trend that will be insupportable

in the future.

20-000 O—83——4
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Any increase in the early retirement disincentive,
however, must be accompanied by expansion of the DI and
SSI programs so that.older workers age 62-64 who are chronically
disabled or involuntarily unemployed have reasonable benefit
options available to them. Under current disability
provisions, the consideration of 9on-medica1 factors
(age, education, vocational problems, reemploymept prospects)
in awarding DI benefits is particularly crucial for older
workers in gaining access to the program. Therefore, non-
medical factors should continue to be considered in
determining disability and their application should be
liberalized in the future.

As a third component of this work promotion strategy,
the Association supports'eiimination of the earnings limit
for persons age 65+. The li@it has acted as thé major work
discentive for the elderly and its elimination must be a
key element of any attempt to change social security so
that it encourages increased work effort.

We understand that concern exists about the "cost" -of
such a reform. However, we would point out that having
a factor in social security that causes people to limit
their work effort imposes a significant "cost"™ on society.
We are convinced that the economic "cost"™ in terms of
lost production and lost tax receipts that results from
having the earnings limitation is greater than the "“cost"
of the additional social security outlays that repeal would

entail.



45

An important article on the subject of cost was

published in the September 1979 Social Security Bulletin.

It is entitled, "Tax Impact for Elimination of the
Retirement Test," and is authored by Josephine G. Gordon
and Robert N. Schoeplein of the Office of Reseaxch and
Statistics, SSA. This study concluded that elimination
of the retirement test for workers age 65-69 would generate
an additional $678.6 million in payroll taxes and an extra
$997.8 million in federal individual income taxes. This
additional revenue, when combined ($1.656 billion), would
offset 79% of the $2.1 billion SSA had estimated at that
time it would cost to repeal the test. 1In addition, it has
_been estim§ted by SSA that it costs more thgh §68 million per
year to administer the tegt due to the complicated forms
and periodic reporting that it necessitates. -
Some analysts argue that higher income persons would
exclusively reap the benefits of eliminating the earnings
limit. These analyses ignore the fact that over half of
workers age 65+ hold their earnings below the earnings limit
and they would alsq benefit from repeal of the limit. Their
benefit would be in the form of the higher wages which they
could earn, not in the form of higher social security benefits.
SSA statistics reflected in the féllowing table indicate that
in 1977, 51% of male workers age 65-71 kept their earnings

below $3,000 (the earnings limit in effect at that time).
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TABLE 1. Number & percentage distribution of workers with
taxable earnings, by amount of earnings and sex,

1977.
AMOUNT OF EARNINGS MEN 65~-71 WOMEN 65-71
Total Number 1,461,000 897,000 ~
Total Percent 100 100’
Less than $3,000 S1% 63%
$3,000 - 6,999 ) 18% 20%
$7,000 -14,999 i 17% 14%
$15,000 or more 14% 3%

’

Source: Continuous Work History Sample, SSA
Office of Research & Statistics, 1977

-~

In addition to this social security work strateqy, other
complementary changes are needed. All mandatory retirement practices
must be prohibited. Tax policies to encourage businesses to hire
older workers should be formulated. The federal government
should actively encourage alternative work programs (job-
sharing, phased retirement, part-time jobs, etc.) and sponsor
job opportunity, placement and retraining programs specifically

targeted on older workers.

~
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We are hopeful that the comhineé effect of this three-
pronged package of social security work incentives would
be to make the voluntary postponement of the decision to
retire much more attractive for those older persons who
are capable of continuing to work. In the process, they
would be contributing to their owb_financigl well-being,
as well as the financial well-being of social seéurity and
other government programs through the increased payroll and
income taxes they would be paying. Some of these increased
taxes could go toward supporting those older persons who
are less able or unable to continue to work.

We are recommending our work promotion strategy as an
alternative to_the age saaproposal. The aqé 68 plan should
be avoided because it would unfairly penalize disadvantaged-
older workers who become invéluntarily unemployed or who -
are physically unable to keep working. Supporters of the
age 68 proposal argue that because older persons are living
longer, they will be able to work longer. Health statistics
indicate a contrary trend; in 1980, higher proportions of
men age 6C-69 reported being unable to work due to chronic
health problems than in 1970. (See Jacob Feldman, Statement
before the National Commission on Social Security Peform,
June 21, 1982).

Despite the fact that life expectancy rates have been
increasing, many of the elderly, particularly women and
minority groups, still find it necessary to "take «arly

retirement” due to unemployment and health problems.
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Furthermore, evidence exists to. demonstrate that those
working at physicaily demanding jobs tend to have shorter
life expectancies. A recent study also found the men
accepting benefits before age 65 had higher mortality rates.

(See Congressional Budget Office, Financing Social Security,

1982.) - .

These trends indicate that the age 68 proposal runs
the grave risk of substantially cutting sccial security
benefits for a large, vulnerable segment of the future
elderly population, thereby -greatly increasing the likelihood.
of their living in poverty. Moreover, since raising the
retirement age would cut the future benefits of current young
workers (thus m;kinq social security a much dess "good buy"
for them)..such a cut would likely undetmin; further their

support for the programs.
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SORTING-OUT SOCIAL SECURITY's DIVERGENT GOALS

The current social security (OASI).structure re~
flects a mix of earnings replacement and welfare/
social adequacy goals. To carry out the earnings re-
placement or pension goal, benefits are loosely tied
to prior earnings histories. To carry out the welfare/
social adequacy goals, benefits are computed utilizing
a heavily weighted formula which provides relatively
higher benefits (in relation to prior earnings) to
lower wage-earners and relatively lower benefits to
higher wage-earners. Special minimum benefits are also
provided to assist l9ng-term, low waqe:éarners. In ad-
dition, benefits are provided to workers' dependents
whether or not they have ever contributed to the system.

The pursuit of both earnings replacement and welfare/
social adequacy goals is appropriate within the context
of programs that constitute social security. However,
social security, as currently structured, attempts to
achieve these often divergent and conflicting goals .
utilizing basically one benefit structure and one tax
mechanism-~the regressive payroll tax. This intermingling
of goals within a single benefit and tax structure has

led to many inequities and generated waste and duplication.
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It has financially impaired the system's ability to
achieve fully either of the goals of sufficient earnings
replacement and the absence of poverty.

Many higher-income persons, for example, receive un-
intended benefit subsidies from the system's welfare/
social adequacy elements and, ironically, these benefits
are largely financed by the tax payments of lower and
middle-income workers and their working spouses. At the
same time, many lower-income persons who are truly needy
and who have borne a éisproportionate share of the pay-
roll tax burden throughout their working lives are unable
to attain even a bare subsistence leve]l of living on their
social security benefits. .

To date, social security has been able to mix the
earnings replacement and welfare/social adequacy funcéions
without suffering any significant decline in public support.
A favorable ratio of workers to beneficiaries and healthy
economic growth rates have made it financially feasible
for the system to provide large benefits in relation to
what beneficiaries contributed to the system throughout
their working lives. In the next century, however, bene=
ficiaries may receive diminiching, and in some cases,
negative rates of return on their social security contiri-

butions. This is likely to occur due to several factors:
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the dramatic age shift in the population, the large
payroll tax increases that are already scheduled (and
the additional ones that could be legislated), the pos-
sibility of large benefit cuts (such as raising the

age for full benefits), unfavorable economic conditions,
and the possibility of scarce resources.

Under these conditions, the system is likely to be
scrutinized as to how well it functions, who pays the taxes
and who receives the benefits. Therefore, to reduce the
increasing benefit and tax inequities inherent in the
present structure and assure that the system as a whole
opera;es in a costjeffective manner_aqﬁ in a manner that
is unéerstandable towthe individual, the Association
recommends that social security's earnings replacement
goal be more clearly distinguished from its welfare/
social adequacy goals.

The earnings replacement function should be carried
out through a benefit structure which stresses individual
equity in awarding benefits and is financed from payroll
taxes. The welfare/social adequacy functions should be
carried out through a benefit structure specifically de-
signed to meet those objectives. This latter structure
should be financed out of general revenues generated from

progressive tax mechanisms or other appropriate tax sources.
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Should healthy economic growth rates such as those
the nation enjoyed in the 1950's and 1960's fail to
resume in the fuﬁure or should the cost'ptessures that
will accompany the aging of the post-war baby boom
population prove more difficult to deal with than is
presently anticipated, a restructured systém would at
least allow future policymakers to make coherent and
rational choices regarding the allocation of scarce
resources. The Congress would be better able to target
benefits on the more economically disadvantaged segment
of the elderly population without providing unintended
windfglls‘to the more affluent. This-ls something that
is nearly impossible to do under a social security's
current structure. ) -

ALTERING BENEFIT FORMULA

As an alternative means for dealing with social
security's long-term deficit, proposals have been ad-
vanced to manipulate the benefit formula in a manner
that would attempt to make across-the-board reductions
in benefit levels for all future beneficiaries. The
Association opposes all such proposals. Since social
security is now, and will likely continue to ke the
primary source of income for the elderly, it is inevitable

that these proﬁosals will not only cause a significant
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deterioration in the future elderly's living standards,
but also a resurgence of high poverty rates among the

lower-income elderly population.

In addition, the Association believes this is the
totally wrong way to deal with the long-term deficit.

By cutting everyone's benefits across-the-board, these
proposals would make benefits less of a good buy for
younger workers than they are now and would reinforce
the inequities inherent in the existing social security
benefit structure. '

Proposals to phase-in reductions in the bend-points
of the current benefit formula are alsq likely to create
inequities among different cohorts of retirees, since
those returning before the phase-in would be unaffected
while those retiring after the phase-in would have their
lifetime benefits substantially reduced. The bend-point
option also creates inequities within each cohort of re-
tirees by changing the relative distribution of benefits.
For example, under the bend-point option, those with the
highest earnings and those with the lowest earnings would
experience a greater decline in their lifetime benefits
than those with average earnings. This distortion occurs

because as the bend-points are shifted, workers with
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earnings near either of the two formula bend-points
experience the largest benefit reductions.

Apart from the distortions inherent in the bend-
poirits proposals, this reform approach completely ignores
the revenue potenti#l of any work promotion strategy
which; by harnessing the system's ability ?9 influence
retirement decisions, could generate more income for
social security over the long-term and thereby minimize
any future need to raise taxes or reduce benefits.

In attempting to deal with socdial security's long-
term difficulties, Congress can choose between two
reform strategies. Either it can attempt to perpetuate
the s;stem's present benefit and financing structures
and choose between rai§1ng payroll taxes further or
reducing benefits substantially. Or it can attempt
to restructure the system so that the system, first,
encourages older persons to work longer and second,
awards benefits in a more fair, efficient and equitable
manner by using rational benafit and financing structures
to carry out the system's divergent goals of earnings

replacement and welfare/social adequacy.

The Association supports this latter reform strategy.
Not only would it relieve cost pressures on the systeﬁ,
but it would provide current young workers with the as-
surance that social security represents a “good buy"
oxr fair return on their investment, and that, in their
later years, they will have-good prospects for achieving
income adequacy and avoiding poverty. Thig is an as-
surance that the system as presentiy structured does

not provide.
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STATEMENT OF JOSEPH ROURKE, ASSISTANT TO THE EXECU-
TIVE DIRECTOR, NATIONAL COUNCIL OF SENIOR CITIZENS,
WASHINGTON, D.C.

The CHAIRMAN. Mr. Rourke.

Mr. Rourkg. Mr. Chairman, and members of the committee, I
am Joseph Rourke, assistant to the director of the National Council
of Senior Citizens. ] am a volunteer on their Washington staff. I
appreciate the opportunity to speak to you on their behalf on a
subject vital to their welfare—social security.

Ihhave Eric Schulman, our director of legislation, on my right,
with me.

The National Council of Senior Citizens was founded in 1961
during a fight for medicare legislation, but our roots are deeply em-
bedded in social security. Few of our members are not touched by
this program. NCSC leaders and members share a deep and abiding
commitment to the preservation and improvement of social secu-
rity and work hard toward the goal that this Nation’s senior citi-
zens will live in dignity, security, and relative independence.

Mr. Chairman, the National Council of Senior Citizens com-
mends the members of the National Commission on Social Security
Reform for their accomplishments. While the Commission’s recom-
mendations contain provisions not readily embraced by groups and
individuals whose perspective on social security. and its financing
differ markedly, several noteworthy points about the Commission’s
work in the compromise package must be made.

One, the Commission unanimously endorsed the preservation of
both the system’s fundamental structure and the principles on
which it is based. By doing so, the Commission rightfully rejected
proposals which would reform, replace or eventually destroy the
Nation’s vital social insurance program.

The Commission clearly established the scope of the financing
problem and largely focused on the short-term financing of social
security. In doing so, the members dispelled the unfounded predic-
tions of the system’s financial demise and the claims that major
structural change was required.

The National Council of Senior Citizens believes that these ac-
complishments are essential if we are to maintain today’s workers
?lrlld retiree’s confidence that social security will adequately protect

em.

In their discussions, the Commissioners focused on three time pe-
riods spanning the next 75 years. The first, between now and 1989,
was the Commission’s principal concern. The second period, 1990 to
2020, by most accounts, will be a time of relative ease for social se-
curity, as the trust fund builds up a surplus. The third, from 2020
to 2050, will be a time of uncertainty for social security.

\However, the nature of the problem and the solution it requires
will depend heavily upon the performance of the economy, unem-
ployment, and inflation rates over time, and birth and immigration
rates.

The short-term—1983 to 1989. The Commission not only agreed
that a short-term problem exists between now and 1989, but it also
firmly placed the blame for the problem on the poor economy.
During the year in which the Commission worked, the Nation’s
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economy fell deeper into recession and unemployment swelled to
unprecedented post-war levels. Sensitivity to the harmful impact of
the recession on the OASI trust fund revenues led the Commission
to base its short-term projections on extremely pessimistic econom-
ic assumptions. It projected that $168 billion or 1.8 percent of pay-
roll would be needed by the trust funds in the short term. Yet, we
cannot help but wonder, Mr. Chairman, how much lower that pro-
jection would have been if Reaganomics was not such a failure. We
wonder, too, how much smaller the burden on beneficiaries and
workers would be if the future of Reaganomics were more optimis-
tic.

The National Council has reviewed and evaluated the compro-
mise package, and we have come to several conclusions. First, the
immediate short-term problem is resolved by the concensus recom-
mendations which are expected to have a secondary impact on the
long-terin period. Second, the recommendations are targeted
toward the source of ﬁnancin%hproblems—the impact of the poor
economy on the trust funds. Thus, trust fund revenue is replen-
ished through existing tax sources rather than changing the bene-
fit structure.

However, our evaluation indicates that in one important res;
the package is flawed. It fails to equitably distribute burdens
among those who are most able to bear them. In particular, we be-
lieve that the recommendation to freeze the COLA until January 1,
1984 penalizes the low-income elderly.

The 1972 amendments to the Social Security Act created an
annual adjustment to monthly cash benefiis to help maintain the
real value of the social security benefit dollar. The annual COLA
was designed to be protection against inflation for the beneficiary
who had little or no means of increasing income to compensate for
rising costs. It also removed beneficiaries’ income security from the
whims of politics and guaranteed an adjustment each year that in-
flation exceeded 3 percent. )

The COLA is needed by all social security recipients to maintain
their already reduced standard of living. They have lost their earn-
ing power, and any other income, such as private pensions, is not
fully indexed, if at all. To the one out of four elderly people who
live in or near poverty and to those for whom social security is a
major source of income, the COLA is vital. For them, the loss of a
few dollars a month could really mean giving u‘) a needed prescrip-
sion drug, a few hot meals, paying utility bills, or visiting their

octor.

We point out another undesirable consequence of this COLA
freeze. While the Commission recommended a chanfe only for the
social security COLA, attemgtss are underway to apg‘ﬁ' the freeze to
welfare programs, such as SSI and food stamps. This strategy is
unfair to the recipients of those programs, whether or not they are
social security beneficiaries. Moreover, the strategy links programs
that are and should remain separate. The SSI and social security
COLA could be granted at the same time but a change in one pro-
gram should not penalize recipients of the other program.

"We suggest that if any change in the SSI COLA is to be made, it
should be accomplished after the July 1983 COLA is granted. An-
- other midyear adjustment can be made on January 1, 1984 so that
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future SSI and social security COLA’s could be granted simulta-
neously. Such a shift would not impose financial hardship on SSI
recipients.

Mr. Chairman, while we find the COLA freeze distasteful and
unfair and would urge that it be modified or eliminated from the
package if at all possible, we will not fight its enactment as part of
a total compromise package. But, if the compromise does become
unravelled, and there are any significant modifications or addi-
tions, we will not hesitate to enlist vigorous efforts to defeat the
COLA provisions.

Long term—2020 through 2050. In a recent interview on the CBS
television show ‘“Face the Nation,” Secretary of the Treasury,
Donald T. Regan, said in response to the question about the admin-
istration’s economic forecast:

I don't really believe that anyone can forecast with any degree of validity beyond
1 year. As a matter of fact, most business economists last year, along with the ad-
ministration, missed the whole thing. As late as the middle of the year, business
forecasters and the administration forecasters were saying that we would have a re-

covery in the second part of 1982, It did not happen. So that meant none of us pro-
jected 6 months in advance with any degree of correction.

The United States and Canada are the only two nations in the
entire world that make actuarial estimates for their national pen-
sion programs 75 years in the future. One important——

The CHAIRMAN. I wonder if you might summarize. We are going
to have to stick to the schedule. We have 18 or 19 witnesses today.

Mr. Rourke. OK. :

In closing, let me stress that social security is deeply embedded
in the American way of life. The people want it, need it, and could
not do without it. .

Thank you very much.

The CHAIRMAN. Thank you. .

[The prepared statement of Mr. Rourke follows:]
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Statement by
Joseph Rourke
Assistant to the Executive Director
National Council of Senior Citizens - \
925 15th Street, N.W.
washington, D.C. 20005
before the
U.S. Senate Committee on Finance
February 22, 1983

Mr. Chairman, members of the Committee, I am Joseph Rourke,
Assistant to the Executive Director of tﬁe National Council of
Senior Citizens. 1 have been a member of NCSC for almost ten
years and am a volunteer on the staff here in Washington, D.C.
NCSC is a national organization which represents 4.5 million
elderly people in every state through 4,500 senior clubs and
state and area councils. I appreciate the opportunity to speak
to you on their behalf on a subject vital to their welfare:
Social Security.

The National Council of Senior Citizens was founded in 1961
during the fight for Medicare legislation, but our roots are
deeply embedded in Social Security. Few of our members are not
touched by this program. NCSC leaders and members share a deep
and abiding commitment to the preservation and improvement of
Social Security and work hard toward the goal that this nation's
senior citizens will live in dignity, security, and relative in-
dependence. -

Because of milestones such as Social Security and Medicare,
this country has made great strides toward achieving that end.
Testimony to Social Security's success is that 14 to 15 million

elderly people are kept out of poverty. However, future success



59

will not be assured without continued effort by groups such as
NCSC and its members, and by sensitive public leaders from the
Congress to the White House. The work of the National Commission
on Social Security Reform and this series of hearings are such
efforts.

Although the Commission was appointed to avert what some
viewed as an impending crisis, we must consider their work as
part of a process of adjustment to a dynamic, maturing social
insurance structure. President Franklin Delano Roosevelt's words
when he signed the Social Security Act nearly 48 years ago illus=~
trate this concept well:

- The civilization of the past hundred years, with its
startling industrial changes, has tended more and more

to make life insecure. Young people have come to wonder

what would be their lot when they come to old age. The

man with a job has wondered how long the job would

last... We can never ensure 100 percent of the popula-

tion against 100 percent of the hazards and vicissi=-

tudes of life, but we have tried to frame a law which

will give some measure of protection to the average

citizen and his family against the loss of a job and

against poverty-ridden old age. This law, too, repre-
sents a cornerstone in a structure which is being built

but is by no means complete.

And.so we are here today to address the issue of how the
Social Security system can be adjusted to meet its financial
needs while assuring its ability to serve the citizens &t was
created to protect.

The National Commission on Social Security Reform

Mr. Chairman, the National Council of Senior Citizens com=-
mends the members of the National Commission on Social Security
Reform for their accomplishments. Wwhile the Commission's recom-

mendations contain provisions not readily embraced by groups and

20-000 O~-83—5
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individuals whose perspective on Social Security and its financing
differ markedly, several noteworthy points about the Commission's

work and the compromise package must be made:

1. The Commission unanimously endorsed the pres-
ervation of both the system's fundamental

structure and the_ principies on which it is
based. By doing so, the Commission rightfully

~ rejected proposals which would reform, replace
or eventually destroy the nation's vital social
insurance program.

2. The Commission clearli established the scope
of the inancin roblem and largely focuseg
on the short-term %1nanc1ng of Social Security.
In doing so, the members dispelled the un-
founded predictions of the system's financial
demise and the claims that major structural
change was required.

The National Council of Senior Citizens believes that these

accomplishments are essential if we are to maintain today's
workers and retirees' confidence that Social Security will ade-
quately protect them.

Recommendations of the National Commission on Social Security

Reform

~ The package of recommendations reported by the National
Commission has been praised by many people, including the Commis-
sion Chairman, as a true compromise: nobody likes it. The National
Council of Senior Citizens is no exception. Yet we recognize the
value of the compromise and will not try to destroy it.

We understand that the compromise represents a very delicate
agreement among participants who hold opposimy views on SOCia;
Security and on the remedies that should be enacted. We belleQe,
therefore, that the Commission's recommendations must be examined

and judged as a whole package. To depart from that perspective
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would destroy the package and jeopardize the progress made thus
far toward correcting trust fund imbalances without overburdening
any affected groups. If changes are to be made, they should be
accomplished within the framework of the compromise and not upseé
the balance.

In their discussions, the Commissioners focused on three
time periods spanning the next 75 years: The first, between now
and 1989, was the Commission's principal concern. The second
period, 1990 ~ 2020, by most accounts, will be a time of relative
ease for Social Security as the trust funds build up a surplﬁs.
The third, from about 2020 - 2050 will be a time of uncertainty
for Social Security. However, the nature of the problem and the
solutions it requires will depend heavily upon the performance of
the economy, unemployment and inflation rates over time, and
birth and immigration rates.

° The Short Term: 1983 - 1989

The Commission not only agreed that a short-term problem
exists between now and 1989, but it also firmly placed the blame
for the problem on the poor economy. During the year in which
the Commission worked, the nation's economy fell deeper into re-
cession and unemployment swelled to unprecedented post-war levels.
Sensitivity to the harmful impact of the recession on the OASI
trust fund revenues led the Commission to base its short-term
projections on extremely pessimistic economic assumptions. It
projected that $168 billion or 1.8 percent of payroll would be
needed by the trust funds in the short term. Yet, we cannot help

but wonder, Mr. Chairman, how much lower that projection would
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have been if Reaganomics was not such a failure. We wonder too,
how much smaller the burden on beneficiaries and ;vorkers would
be if the future of Reaganomics were more optimistic.

NCSC has reviewed and evaluated the compromise package and
we have come to several conclusions. First, the immediate, short-
term problem is resolved by the consensus recommendations which
are also expected to have a secondary impact on the long-term
period. Second, the recomendaﬁions are targetted toward the
source of fin;mcing problems: the impact of the poor economy on
the trust funds. Thus, trust f\indx revenue is replenished through
existing tax sources rather than changing the benefit structure.

However, our evaluation indicates that in one important re-
spect the package is flawed. It fails to equitably distribute
burdens among those who are most able to bear them. In particular,
we believe that the recommendation to freeze the COLA until Jan-
uary 1, 1984 penalizes the low-income elderly.

Proposal to Freeze the COLA

The 1972 amendments to the Social Security Act created an
annual adjustment to monthly cash benefits to help maintain the
real value of the Social Security benefit dollar. The annual
Cost-of-Living,-Adjuntment {COLA) was designed to be fzrotection
against inflation for the beneficiary who had little or no means
of increasing income to compensate for rising costs. It also
removed beneficiaries' income security from the whims of politics
and guaranteed an adjustment each year that inflation exceeded
three percent.

The COLA is needed by all Social Security recipients to main-

tain their already reduced standard of living. They have 1lost
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their earning power, and any other income, such as private pen-

sions, is not fully indexed, if at all. To the one out of four

" - elderly people who live in or near poverty and to those for wh&m

Social Security is a major source of income, the'COLA is vital.
For them the loss of a few dollars a month could really mean
giving up a needed prescription drug, a few hot meals, paying
utility bills, or visiting the doctor.

We are being told that the COLA delay would result in a one-
time $120 loss for the average older beneficiary. However, this
is not the case. There is also a cumulative -effect; a six-month
freeze could in fact result in a total loss of about $1,100 per
beneficiary between now and 1990. Moreover, the freeze is re-
gressive and will hit hardest the low-income elderly with little
or no other financial support. This group is also one with little
social or family support. -

. In addition, it has been suggested that if such a COLA delay
is to be implemented, now is the best time to.do it, given cur-
rent low inflation rates. Recent Bureau of Labor Statistics fig-
ures show that the change in the CPI for all items from 1981 to
1982 was 6.1 percent. However, what this fails to show is that
the vast majority of elderly persons spend almost 95 percent of
their budgets on food, shelter, medical care and energy. The cost
of at least two of these items is increasing faster than the CPI:
in 1982, health care costs rose 11.6 percent and energy costs
rose 9.6 percent. The COLA therefore does not even truly compen-
sate the elderly for the costs of many of their most basic needs.

Mn<:Chairman, we are not only concerned that the COLA does

not adequately compensate the elderly for inflation and that
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freezing it would impose hardship on many older persons. We are.
also goncerned that the three percent inflation rate which trig-
gers a COLA will not be reached this year. Certainly such a low
inflation rate is desirable, although currently it is the result
of a recession devastating to workers and older people. Forx the
elderly to receive no COLA when inflation continues at high levels
in areas such as health and energy would be tragic.

As we have Qade clear, for those older people living on the
edge of poverty, such a loss would be too mucﬁ for th;h to bear.
We urge you to look at this and consider either reducing the trig-
ger rate or susbending it for this year.

We must -also point out another undesirable consequende of
this COLA freeze proposal. While the Commission recommended a
change only for the Social Security COLA, attempts are underway
to apply the freeze to welfare programs such as SSI and Food
Stamps. This strategy is unfair to the recipients of these pro-
grams, whether or not they are Social Security beneficiaries.
Moreover, the strategy links programs that are and should remain
separate. The SSI and Social Security COLA could be granted at
the same time but a change in one program should not penalize
recipients of the other program.

We suggest that if.any change in the SSI COLA is to be made,
it should be accomplished after the July 1983 COLA is granted. An-
other mid-year adjustment can be made on January 1, 1984 so that
future SSI and Social Security COLAs could be granted simultane-
ously. Such a shift would not impose financial hardship on SSI

recipients.
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To summarize our position on the COLA freeze, we acknowledge
that the COLA delay has been proposed in the context of the com-
promise package. It is part of a package that contains proposals
which, on an individual basis, are unacceptable to a wide range
of individuals and groups. Were this proposal offered under dif-
ferent circumstances, clearly we would vehemently object and
employ concerted efforts to defeat it.

Yet that is not the case in this instance. This compromise
was worked out after much bargaining and negotiation, and we be-
lieve that it is a generally acceptable compromise. If enacted
as is, it will resolve Social Security's short-term financial
difficulties. It would contribute to increasing the public's
confidence in the system and remove lingering doubts that the
Social Security system is doomed. These goals are of paramount
importance to our members and all Social Security beneficiaries.

Therefore, while we find the COLA freeze distasteful and un-
fair and would urge that it be modified or eliminated from the
package if at all possible, we will not fight its enactment as
part of the total compromise package. But, if the compromise does
become unraveled, and there are any significant modifications or
additions, we will not hesitate to enlist vigorous efforts to
defeat the COLA provisions.

The -Mid-Range (1990 =~ 2020)

The National Commission and the Social Security Trustees
. recognize much of this period as one of financial strength. The
Commission predicts that "income will significantly exceed outgo"*

through the early 2000's under the intermediate cost estimate.

*Report of the National Commission on Social Security Reform,
January 1983.
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Payroll tax rates already written into law, even if acceler-
ated, will increase revenue to the OASI trust fund after 1990.
Concurrently, the OASI costs will decrease during this period
because the over-65 population will grow more slowly due to lower
fertility rates during the Great Depression_years of the 1930's.
At the same time, the post-war baby boom generation is expected
to be in the labor force, contributing to growth of payroll tax
revenues and maintaining a steady worker to beneficiary ratio for
the next 30 years or So.

Considering this mid-term projection, the National Council
of Senior Citizens believes that the Commission's recommendations
are focussed in the proper time frame. Their recommendations take
the system through the critical short-term period, and, recogniz-
ing the surpluses predicted for the mid-term( assure nearly 50

years of Social Security solvency.

The Long-Term (2020 - 20S50)

In a recent interview on the CBS television show "Face the
Nation" Secretary of the Treasury Donald T. Regan said in response
to a question about the Administration's economic forecast:

...I don't really believe that anyéhe can forecast with

any degree of validity beyond one year. As a matter of

fact, most business econcomists last year, along with

the Administration, missed the whole thing. As late as

the middle of the year, business forecasters and the

Administration forecasters were saying we'd have a re-

covery in the second part of 1982. 1t did not happen.

So that meant none of us projected six months in advance

with any degree of correctness. (January 23, 1983)

The United States and Canada are the only two nations in the
entire world that make actuarial estimates for their National
pension programs seventy-five years into the future. One im=-

portant problem with this is that even a slight error in any of
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the projections, for instance unemployment, would have tremendous
implications for the solvency of the Social Security system.

We are alarmed that given the uncertainty of the future, we
sit here today contemplating radical changes in the structure of
the system. These changes have been suggested in order to resolve
a perceived problem which will not occur for almost 50 years, if
at all. We strongly oppose proposals such as raising the retire-
ment age for Social Security eligibility now to address a problem
which may or may not occur in the far distant future.

If this were the only reason for our opposition to a proposal
such as raising the retirement age for Social Sechity eligibil-
ity, it would be sufficient. However, there are others:

1. This proposal is a benefit cut. 1If the age is raised
to 68, benefits would be cut by 20 percent relative to those re-
ceived at age 65; if it is raised to age 67, the cut is 13 per-
cent; and if it is set at age 66, the cut is 7 percent.

2. The proposal would hit the same people who are now being
asked to bear a great part of the additional financing burden
through increased payroll taxes: current workers.

3. The proposal is particularly unfair to those who have
had to perform heavy labor throughout their lives. Compared to
white collar, higher paid workers, industrial -employees will ex-
perience more physical difficulty if forced to work longer, and
will achieve little financial gain.

4. thle it is true that Americans are living longer, we
are experiencing more major disabling illnesses as life ex-

pectancy increases. Medical advances have been successful in
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reducing infant mortality rates and diseases of the young, but
fewer advances have been made in diseases such as diabetes, arth-
;itis and heart disease prevalent among the old. Chronic diseases
cause 83 percent of all days of restricted activity reported by
those over 6S5.

This proposal would not build confidence in the system among
young people. 1In fact, it would erode it. Many fear that such a
move would be the first step toward making a Social Security re-
tirement an unreachable goal. Perhaps that is why in a recent New
York Times/CBS News Poll, people of all ages were united in their
preference for 65 as the age of retirement. The idea was re-
jected by a 57 percent to 39 percent vote. This was the same
poll which showed that by an ovérwhelminq 58 percent to 27 per-
cent, young people felt the system would be unable to pay bene-
fits when they retired. Clearly, raising the retirement age is
no solution for them.

The broad-based opposition to raising the retirement age
holds true for another proposal that has been suggested: reducing
the replacement rate benefit formula from its current 42 percent
of previous earnings to 40 percent. This is a real benefit re-
duction of five percent. The National Council is unwilling to
accept such a solution, primarily because we are not convinced of
the problem.

Mr. cChairman, while many of our members have communicated
their concern about the six-month COLA delay, a number have raised
objections to these long-term benefit cuts as well. They do so
out of concern for today's workers and out of their concern for

preserving ‘the integrity of the Social Security system. But they
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are also concerned about their own welfare. Should Social Security
begin to lose its broad base of support, they know the system

would be in serious trouble, since it is supported by today's

workers.

The NCSC believes that the goal of a 75-year actuarial
balance in the Social Security trust funds is a meritorious one.
We stand firm in our opposition to major changes in the system in
order to attain this goal. However, we would be willing to
_support the Democratic alternative in order to resolve the remain-
ing one-third or so of the problem. A payroll tax increase can

"be easily repealed if it proves unnecessary, whereas an increase
in the retirement age, as many have said, would have to be phased
in over a long period of time.

In closing, let me stress that Social Security is deeply
imbedded in the American way of life. The people want it, need
it, and could not do without it. One can hardly imagine an
America without its Social Security system. Social Security will
be only as strong as the American people and their elected repre-
sentatives want to make it. Those who recognize that the system
is woven into the fiber of our society, and that without it we
as a nation will weaken, must assure a stable future for Social
Security. When that happens, and it must happen soon, we w}ll

all be better off.
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STATEMENT OF JACK OSSOFSKY, EXECUTIVE DIRECTOR, THE
NATIONAL COUNCIL ON THE AGING, INC., WASHINGTON, D.C.

The CHAIRMAN. Jack.

Mr. Ossorsky. Thank you, Mr. Chairman.

My name is Jack Ossofsky. I'm the executive director of the Na-
tional Council on the Aging, and I appreciate the invitation of the
committee to share our organization’s views with you.

I request permission for my statement to appear in the record,
Mr. Chairman. I will comment on just a few aspects of it.

_ The CHAIrRMAN. All statements will be made a part of the record
in their entirety.

[The prepared statement of Mr. Ossofsky follows:]

\
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STATEMENT BY THE NATIONAL COUNCIL ON THE AGING, INC.

Mr. Chairman, Members of the Committee,

My name is Jack Ossofsky. -1 am here as Executive Director of the
National Council on the Aging, Inc., a private non profit organization now
in its 33rd year of service to older persons and the nation. Our members
consist of individuals, agencies, orginizaﬂons and institutions from

all sectors of society concerned with or serving older Amer{cans.

In additfon to our broad membership constituency we include in our
ranks the professional organizations of senfor centers, adult day care,
_senfor housing, older worker employment services, rural service providers,
and a coalition of over 200 national! voluntary agencies which werk to

enhance the fndependent Yiving of older people.

We serve as a national resource for information on the implications of
aging for the individual and for our socfety. We undertake research,
provide training and develop and test new modalities to assure quality

services and expanded opportunities for the aging.

The 1ssues of income maintenance continue to be of urgent concern to
the nations older persons and are therefore of major concern to us. We
consequently welcome the opportunity to share with you the position of
our organization on the proposals promulgated by the National Commission

on Socfal Security Reform.
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The National Council on the Aging believes that significant progress
has been made on behalf of today's and tomorrow's older Americans by the
Natfonal Commission on Social Security Reform.

We commend particularly the Commission's reaffirmation of the basic
soundness of the Social Security system and 1!} rejection of proposals to
make the system voluntary, change its funding mechanism or convert it into -
a means-tested system. These proposals would have damaged the capacity of
the Socfal Security system to protect the fncomes of older Americans and
should now be put to rest for a!i time.

We recognize that the Commission faced and, in the main, surmounted,
major potitical obstacles in reaching the compromise package which it has
sent to the President and the Congress. We, however, regret that some
of the compromises reached piace a8 considerable and unnecessary burden on
the program's beneficfaries. This is particularly regrettable since the
public has, in every poll taken duri;g the last several years, continued
to reject the options of lowered benefits or reduced cost-of-1iving ad-

Justments for retired people. They have instead continued to express a
preference for increased Socfal Security taxes over reduced benefits for
present or future beneficiaries.

In a national poll conducted by Louis Harris, which our organization
commissioned in the summer of 1981, 92% of the Amerfcan people over age

18 rejected the proposal to.reduce benefits of those already retired. In



73

another poll conducted by Mr. Harris on October 29, 1982, 86% of the
public opposed such cuts. ’

In our 1981 study, 72% opposed cutting back the cost-of-1iving in-
creases presently provided beneficiarfes. In a poll conducted by The Los
Angeles Times on November 14-18, 1982, 54% of the pudlic opposed delaying
or reducing cost-of-1iving increases.

As recently as January 18-23, 1983 in a poll undertaken dy the
Washington Post and ABC News, 58% of the public, when asked to choose be-
tween benefit cuts and tax increases, preferred raising taxes. Only 21%
preferred cutting benefits.

It is significant to note that in that poll, according to the Wash-
Ington Post of January 27, 1983, "aimost nine fn 10 said the current bene-
fits paid to retirees are efther too low or 'about right' and only efght
percent satd benefits are 'too high'."

We are mindful of the attempt to ease some of the burden of the pro--
posed delay in the cost-of-1iving adjustment by introducing a long over-
due improvement in the formula used to compute eligibility for older poor
persons who recefive both Social Security benefits and Supplemental Security
IncoRe (SSI). But less than half of the older poor receive $SI and no
effort s beifig made to enrol) other eligible poor people into that pro-
gram.

Even this modest attempt to protect the older poor is endangered by
the President's Fiscal 1984 Budget Proposals which recommend a freeze on
cost-of;living adjustments for SSI and food stamp benefits. The older
poor would be placed in multiple jeopardy if each of the sources of their

cash and other income supports were curtafled.
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These proposals purport to deal with possible shortfalls of the fund
50 to 75 years from now. Not only are such shortfalls based on highly
questionable assumptions, they fly in the face of what Americans want the
Congress to do.

The NCOA Harris Poll of 1981 found that 59 of the publfic disapproved
of the proposal to gradually raise the retirement age for full Socfal Se-
curity benefits from 65 to 68. Only some 35% approved. The Los Angeles
Times survey of 1982 found that £°X% still oppose such an increase in the
retirement age. The October 1382 Harris Poll found that 58% of the pub-
1ic oppose this proposition. -

The proposals to change the program's benefit formula to reduce bene-
fits to future retirees should also be discarded. In the 1981 NCOA-Harris
poll, B5% of the pudlic disapproved of reducing benefits for those retir-
ing in the future. Only 11% approved.

We urge the Congress not to take away another option from those
approaching retirement who are burdened by 11lness or unemployment or whose
conditions of work or other circumstances make it necessary for them to
retire at age 65 or earlier. We support the posftive inducements recom-
mended by the Commissfon to provide significantly higher benefits to those
who retire later than age 65. That is useful for those who can and wish
to waft. It 4s good pudlic policy. But 1t would be bad public policy to
penalize those who can not wait by reducing their options and thefr bene-
fits.

On Octobder 7, 1982 the Board of Directors of the National Council on
the Aging promulgated seven principles by which to measure any changes pro-
posed in the Soctal Security system. We reaffirm them and urge the Congress

to measure {ts reaction to the Commission's recommendations by them.
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We urge the Congress, as it reviews the Commission's recommendations,
to reject the option of delaying the cost-of-1iving fncrease for the So-
cial Security program's beneficiarfes and to enact other available and
mo;e acceptable options in its place. We also urge that no freeze be
placed on related fncome supports of the older poor. To do otheru1§g
will accelerate the recent descent of older persons into the ranks of the
poor and further impoverish those already there.

The National Council on the Aging has in fts possession thousands
of petitions signed by individuals of all ages urging the Congress to se-
cure the Socfal Security program without cutting benefits. A delay in
the payment of the cost-of-l1iving adjustment is fndeed a cut in incomes of
oltder people, a $40 billion cut over the next seven years according to the
Commission's own projection,

In its place the National Council recommends that the Congress move
up the already enacted Social Security taxes due to go into effect in 1988
to the point where they produce the needed annual income to the system's
trust funds. Not only would this alternative assure the natfon's aged that
their conditions and concerns are accurately perceiv;d and acted vpon, but
it would be in keeping with the oft expressed wishes of the young as well.

Several other proposals outside of those fncluded in the bipartisan
compromise are being promulgated by some members of the Commission and others
stil) bent on destroying the s;cial Security compact between our govern-
ment and the people. The proposals concern changing th;-program's funda-
mental and nationally-supported retirement age, that was wisely left in
place by the Commission, and the formula used to determine benefits for

future retirees.

20-000 0—83——86
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These principles are:

1. Social Security should continue to provide benefits as s matter
of right to all current and future retirees without reduction
from current levels;

2. Social Security benefits should be protected from erosfon by
cost-of-1{ving acjustments;

3. The ages at which one is entitled to partia‘l and full retirement
benefits should not be changed.

4. The Social Security system should cover all workers, including
government and nonprofit organization employees;

S. General revenues should be avaflable to guarantee payments to
beneficiarfes when economic conditions require it.

6. Social Security should consider the special needs of married
women whose working patterns were determined {during their
marriage) by the income and child raising needs of the family.
Likewise, it should consider the plight of sfngle women who,
under the system as it now operates, are treated in an inequitable
manner.

7. Social Security should be removed from the unified budget to in-
sulate it from undue political considerations.

The Commissfon's proposals came a long-way in meeting the test we

have lasd out. Where they fall short.‘we believe they can be rectified

with minimal dislocation of the rest of the compromise.
It must be remembered that the Socfal Securfty system has, as of

Jast year, already been diminished by the elimination of minimum benefits

for new retirees, by a reduction of dependent student benefits and a 1imi-

tation on eligibility for lump sum death benefits. In the last year too

many disabled beneficfaries have been exposed to massive and unfair attacks
on their eligibility. These and the continuing need for benefit improve-
ments especfally for women, the older poor and the "old-old” still await
a compassionate response from the Congress. Let us not compound the
damage already done to the system by now manfpulating the retirement age
or the benefit calculation formula. .

Let us restore the financial soundness of the Social Security system
and the public's reason to have faith in it and in the courage of the

Congress.
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Mr. OssoFsky. Last year, our Board of Directors adopted a set of
criteria by which to judge proposals for social security reform. The
seven criteria are included in my statement. Using these criteria,
our conclusion is that the Commission and its members made sig-
nificant progress on behalf of today’s and tomorrow’s older persons.
We commend the Commission and its recommendations to you,
with some reservations. We believe their compromise package,
given the constraints under which it was developed is a good one.
On the whole, merits support.

In one area, however, we feel the compromise places a consider-
able and, indeed, unnecessary burden on the program’s benefici-
aries by delaying for 6 months the cost of living adjustment that
would come due this July. That one recommendation will result in
a $40 billion saving to the trust fund at a cost of $40 billion to the
social security system’s beneficiaries by 1990.

We consider this a regrettable choice because of the heavy
burden this places on vast millions of older persons, and because it
runs contrary as well to the views of the majority of the public. In
every recent study of the public’s attitudes and views of social secu-
rity and recommended solutions to its current problems, the public
has clearly rejected the option of lowered benefits or reduced cost
of living adjustments for retirees. Americans of all ages have in-
stead continued to express a preference for higher social security
taxes over reduced benefits or curtailed COLA's for present or
future beneficiaries.

Our formal statement cites the results of several such polls. We
would urge the committee to heed this public view, and seek other
available and more acceptable options for meeting the trust funds’
needs. For example, we would push forward the recommendations
made by the committee that the Congress move up even more rap-
idly the already enacted social security taxes to the point where
they could move the needed increase in income for the system to
meet its needs.

We believe the public would, in keeping with views expressed
often and consistently, prefer this solution. We are also concerned
that the older poor will be inadequately protected from the impact
of the COLA delay by the Commission’s recommendations to im-
prove the formula used to compute eligibility for supplemental se-
curity income.

Bear in mind that more than half the older poor do not receive
SSI benefits and no effort is being made to enroll them in the pro-
gram. Their circumstance is further endangered by the President’s
fiscal 1984 budget proposals, which call for a freeze on cost-of-living
adjustments for SSI benefits and food stamps, increased patient
cost under medicaid, higher contributions and lower benefits under
medicare, and further reductions in the public housing program.
The older poor would be placed in multiple jeopardy if each of
these sources of income support or cash benefits are curtailed.

As a minimum, we urge that you assure that no such freeze
takes place in the cost of living adjustments of SSI and food
stamps. That the other lifeline programs of the vulnerable aged be
protected.
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We further urge that you mandate a vigorous outreach effort to
assure that all those eligible for SSI are informed of their rights
and encouraged to use them.

We believe our concerns can be dealt with through modest shifts
in the package, with no dislocation in the major thrusts in the pro-
gram suggested by the Commission for Social Security Reform. Our
support for the rest of the Commission’s proposals is based on the
assumption that no other devices will be introduced that result in a
reduction of benefits to today’s or to tomorrow’s beneficiaries. We
-particularly urge, Mr. Chairman, that the Congress reject recom-
mendations to delay th: age of retirement eligibility from 65 to
some older age. Once again, public opinion uniformly rejects this
option. But beyond that, a delay in retirement age to 66 would rep-
resent a reduction in benefits at age 65 of 7 percent, a delaéysto age
67 would be a benefit cut of 13 percent, and a delay to age 68, a cut
of 20 percent in the retirement benefit.

We urge the Coniress not to reduce benefits in this way, and not
to take away another option from those approaching retirement
who are burdened by illness or unemployment, or whose conditions
of work or other circumstance makes it necessary for them to
retire at age 65 or, indeed, even earlier.

We strongly support the positive inducements recommended by
the Commission to provide significantly higher benefits to those
who retire later than age 65. That is useful for those who can and
wish to wait. It's good public policy, but it would be bad public
policy to penalize those who cannot wait by reducing their options
and benefits.

We urge you to protect the system’s beneficiaries as well as the
system itself to respond to the clear direction of public opinion in
seeking solutions to the system’s needs, and to restore the public’s
faith in the system.

We urge, too, that your actions reflect the context of other en-
acted or proposed budget cuts which impinge on the aging, particu-
lar’il% the older poor.

ank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Long, you are the early bird this morning.

Senator LonG. Well, let me just say to you gentlemen that I as-
sumed the burden of this committee some years go—1977 I guess it
was—in gassin a tax increase to pay for all these social securit,
benefits. I ran for reelection and that was an issue. I was reelecte«i.
Some of those who voted with me on that occasion to pass that tax
didn’t make it. It wasn’t particularly an asset to them to have that
stuck on their back, but they had voted the biggest tax increase in
history—I don’t know whether that was a correct statement or
not—but I guess over a period of years for what it was projected
for, maybe it was. I hope that you gentlemen here understand that
the public has kind of had enough of us just doing this all by rais-
ing taxes. At some point they want us to take a closer look at the
Erogram. I guess that is what is involved in the recommendations

ere. I sympathize with everything you have said. { don’t take
issue with that. But I just hope you understand that at that time
even when we were putting on the biggest tax increase in hxsto%:—
that's what we were accused of doing—I never denied that. The
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taxes just went up, and up again, and up again later on. You
wouldn’t be here if they had given us a correct estimate. If we had
known it was going to cost more than that, we would have made it
big enough so you wouldn’t have to come back and testify on this
bill here. It would have all been taken care of. But it wasn’t. If we
are going to be asked to go for more taxes, even if it's only a speed-
up, moving those forward so they pay those taxes sooner than they
did before, I hope you understand that even when we did that we
came to a few things here and there that we thought had been—an
unintended benefit or something that was not fully justified based
on the circumstances as they stood at that time, but I hope you un-
derstand that some of us that have gone all the way in looking
after the aged people, and voted for a high figure. Even voted to
increase it down through the years. -

Mr. BrICKFIELD. Do you want a comment on that, Senator?

Senator LoNG. Yes, sir.

Mr. Brickrierp. OK, that’s true. The 1977 increases were going
tobosave the system for 50 years so we were told. Fifty years lasted
about—

- Senator LoNG. I thought it was about 70. I thought we took care
of it as far in the future as we could look.

Mr. BrickrieLp. Well, President Carter, when he signed the bill,
said it would preserve the system for 50 years. Fifty years turned
out to be 5 years. Not even that. As you said just a moment ago
{%ur decision was based on wrong figures and wrong estimates.

is is one of AARP’s major concerns, today. The Commission’s fig-
ures don’t add up. The package is not likely to yield the $168-bil-
lion that the Commission claims it will. This is a concern of ours.
"~ The near-term solution is unlikely to hold. I was reading Social
Security Commission Svahn’s testimony with respect to what is
being suggested by the Social Security Reform Commission. It must
be remembered they were at it for a year, Senator. The Commis-
sion met once a month, and the staff vas at it day in and day out.
After all that time, they are coming in with a barebones solution.
That's what it is. It's a barebones solution. There isn’t a great deal
of reform in this package. They are principally increasing taxes
and cutting benefits.

We say that if you translate the $168 billion—and I understand
the estimate has n trimmed to $165 billion now that will only
provide for a reserve ratio in the trust fund of something like 2
months. For the last 3 years we at AARP have been very much
concerned that a two months’ reserve isn’t enough of a cushion.
Commissioner Svahn in his testimony went on to say that the re-
serve could drop to 11 percent, which is about 6 weeks reserve.
Nlowg?is that the kind of a solvency Congress seeks as we move
alon, ¢ .

We are also very much concerned that the $165 billion figure in-
cludes what we would call funny money. Look at the figure for the
military wage credit. OMB said that the credit may only be only $6
or $8 billion. But somehow or other the estimate was pum up to
$15 million, and then to $18 billion by the Commission. If it isn’t
$18 billion, but something less then the aggregate $165 billion
figure will not materialize.
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Senator LoNG. Let me just tell you this. I have voted for every
big increase, every increase whatever the name, since this pro-
gram—since I came here 34 years ago. I have voted for every tax to
pay for it. Gotten out there on that floor and put the pressure on
othett: guys, twisted people’s arms to make them vote for taxes to
pay for it.

t me just tell you the person who is for the program now. I am
strong for the program. I wasn’t on the Commission to make this
recommendation, but as a person who has been involved in all
that—some of us have gone about as far as we can go in trying to
golve this whole problem by just voting for more and more taxes.
Now there comes a time when—you have your polls. You read your
polls. I pay for some myself and get a pretty good estimate of what
people think. If I had to say where I am going to vote as a fellow
who had voted for all this, then it comes on the side of voting for
all these taxes. We've got people on this committee who have con-
fided in me that since the day they came on the committee have
never been pushed do anything but vote for more taxes and less
benefits. That's not a happy thing for a politician to do—keep
voting for more taxes and less benefits.

But the mistake was, I think, that there were some people who
gave us some poor estimates. God knows they gave us a poor esti-
mate back when they told us we could vote for that automatic cost-
of-living increase, plus a 20-percent across-the-board benefit for ev-
erybody with nothing to pay for it except an optimistic assumption.

ou know, since that time, there has been some burden on us to
vote for taxes, and vote for the type recommendation you are talk-
ing about here. Mind you, I appreciate the fact that iw{ou are here
giving us the best advice you know how to give us. I hope you un-
derstand our problem.

Mr. OssoFsky. Senator, and Mr. Chairman, if I may. I under-
stand the point you make, Senator. The reality of the situation is
that there is much that all of us are compromising in this package,
and that it doesn’t leave a very pleasant flavor in anybody’s
mouth. The reality is that the estimates you were given at one
point were based on a certain logic of our economy in the future of
our country, which has gone off track. The estimates made by
those actuaries were the best of circumstances without anticipating
what would happen to an inflation and a depression at the same
time in the country.

. The fact of the matter is that those votes that you passed lifted
millions of older Americans out of poverty. They were a good thing,
and a right thing to have done. They were not wrong at all.

What is wrong is what has happened since then to our economy,
pushing more people into unemployment, more takers out of the
systems, and less contributors to the systems. As the Commission
itself vigorously stated in its bipartisan statement, the system as
such is sound; it’s the economy around it that is sick.

Now under those circumstances, Senator, I'm not sure that I can
fault those who made the predictions. The fact remains that what
we have got to do is take a look at the context in which we are
asking people to pay higher taxes and whether indeed this kind of
tgx is glc.ceptahle, whereas many other taxes are not acceptable to
the public.
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Senator LoNGg. Well, I hope you understand, though, from my
point of view they should have taken into account the fact that you
are foing to have some recession from time to time. If they had, we
would have had enough money.

The CHAIRMAN. I think the witnesses on the first panel indicated

the problem those of us on the Commission had. I see the AARP—
you say you are opposed to the payroll tax increases in the pack-
age, but gou are certairly riot opposed to new taxes. You recom-
mend $223 billion in new taxes, as long as they don’t affect you.
You would reduce the 1983 income tax rate cut to 5 percent; you
would modify deductibility of interest on consumer credits; you
would have a windfall profits tax on natural gas; you would double
‘the excise tax on liquor, on beer and wine; maintain the exise tax
on cigarettes; repeal certain oil and gas industry tax preferences;
and modify treatment of employer paid health insurance premi-
ums. A couple of those items are good tax policy, but you set the
record so far for tax increasing. And you are only the first witness.
[Laughter]

The CHaIlRMAN. The tax increases in the consumers package are
chicken feed compared to $223 billion——

Mr. BrickFIELD. Well——

The CHAIRMAN. You will get a chance to answer. Let me address
the $223 billion that you are trying to add to the tax burden of the
American people. I think therein lies the dilemma that the Com-
missioners faced. Everybody had a great idea as long as they didn’t
have to contribute. For example, my mother didn’t think the COLA
adjustment was a very good idea. The new Federal employees don’t
like to be brought into the system and the business people don’t
like the acceleration of taxes.

Now didn’t the AARP support the 1977 tax increase?

- Mr. BrickrIELD. To be very honest, Senator, we remained silent
on it. We didn’t like it. We thought it was wrong.

The CHAIRMAN. Were you opposed to it?

Mr. BrickrIELD. No; we were not opposed to it.

The CHAIRMAN. You remained silent?

Mr. BrickrIELD. Yes, sir.

The CHAIRMAN. You thought it was wrong?

Mr. BrickrieLp. We thought it was wrong. We tried to make
changes in 1977, but we were not successful. Then gzople told us,
“What are you going to do? Go out on a limb and against the
o_xizly t;remedy the legislative process produced?”’ So we remained
silent.

But we are not doing that today, Senator, as you well know. .

The CHAIRMAN. No; you keep suggesting li'ou are going to come
up “}r‘ith g package. If this is the package, how many sponsors do

you have’

Mr. BrickrieLp. Well, we find major flaws in this, Senator.

The CHAIRMAN. I mean if yours is a better J;ackage—-

Mr. BrickrieLp. We haven’t taken a head count but there is a
great deal of sentiment in support of many of our provisions. We
are not offering our ideas as a package. We are suggesting this list
of tax sources as options for ways to fund the system. We recognize
that you have to pay the social security bill. The bill has to be paid
~ one way or another. Now what we are saying, Senator—and I think
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this is most important—is that after 45 years the system should be
restructured. We have less than four workers for each beneficiary.

The CHAIRMAN. Let me go ahead with other questions. I will
come back to that later.

Mr. BrickrieLp. But I just want to say as long as I am on the
record that payroll taxation in and of itself is no longer the sole
answer.

The CHAIRMAN. Well, as I understand it, AARP opposes the ac-
celeration of payroll tax increases because you fear it is going to
create some intergenerational conflict. But in July 1981, during
Social Security Subcommittee hearings on social security financing,
Mr. Hughes of AARP stated that he didn’t think there was any in-
tergenerational conflict, and that social security was a good buy for
young people.

Now we are talking about an acceleration of 0.3 percent which
will be offset by a refundable tax credit in the first year. I don’t see
how in 2 years your views could have chanrlged 80 dramaticall;;.

I'm not quarreling with the opposition. The AARP is a highly re-
spected organization. I'm just suggesting that we are trying to save
social security and doing so requires consensus. I appreciate the
comments of the other witnesses, particularly the statement of Mr.
Rourke. As I understand your statement, you are willing to stay in
the ‘l>)oat unless we start knocking the bottom out of it. Is that cor-
rect?

Mr. Rourke. That’s right. ‘

The CHAIRMAN. I think that’s a constructive approach. If we
start saying, well, we are not going to bring newly hired Federal
employees into the system, or we are not going to accelerate the
pa{roll tax, then you want us to take another look at the COLA
delay? Is that correct?

Mr. RouRrkE. Yes. :

The CHAIRMAN. You would agree that although this isn’t a per-
fect package, it's the best that anybody has come up with.

at about extending the retirement age? Lotggevity has in-
creased considerably since social security was enacted. Could I have
your opinion on that?

Mr. Ossorsky. We are opposed very strongly to that, Senator. As
my statement points out, the reason for that is that it removes an
option for peosle who don’t have an option. Those people who in
spiule( of extended longevity cannot continue an onerous or heavy
work.

" In some countries, for example, they have different figures
or—— )

The CHAIRMAN. You are opposed to that?

Mr. Ossorsky. Yes, sir.

The CHAIRMAN. Mr. Rourke?

Mr. Rourke. We are opposed to it, too.

The CHAIRMAN. You are opposed to it?

Mr. BrickrieLD. We are opposed to it, Senator, but we have a so-
lution to suggest. I think that is what you inquired about when we
first started today’s hearing. We think that rather than raising the
retirement age——

The CHAIRMAN. That's in your extended statement. Mr. Pepper is
opposed to raising the retirement age to 66 and he will be 83 in
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September. He doesn’t make a very good case for that position.
They sent the wrong person. [Laughter.) o

ey should have sent one of the 30-year-old Members of Con-
gress to make that recommendation.

Mr. BrRICKFIELD. It would under our recommendation.

The CHAIRMAN. Mr. Chafee. :

Senator CHAFEE. Thank you, Mr. Chairman.

I have trouble with the presentation here of Mr. Brickfield. He's
against raising payroll taxes. You are against cutting COLA’s, and
taxing benefits, and somehow you think you are going to raise this
money through broadly based tax resources. But the country is
running at $150 to $200 billion deficit. If there are any dollars out
there, I think we had better pick them up and try and cure the
economy as Mr. Ossofsky was concerned about.

Mr. BrICKFIELD. Senator, what we are suggesting is, at least in
principle, already in part of the Commission’s package. Take, for
example, the taxation of benefits. That’s in there. If a person has
an adjusted gross income of $20,000-—— '

Senator CHAFEE. These answers have got to be brief.

Mr. BrickriELD. The revenue is earmarked Senator. Income tax
revenue is earmarked for social security. That’s what the Commis-
sion’s proposal does. It would put that tax money into the trust
fund. Now we are saying why not earmark——

Senator CHAFEE. You are against that.

Mr. BrickFieLD. Pardon?

Senator CHAFEE. You are against that.

Mr. BrickriELD. No; we are not as a concept. We support ear-
marking revenue from tax sources other than the payroll tax.

. Senator CHAFEE. It's in your statement that you think that this
applies a means test.

Mr. Brickrierp. That’s why it is very hard to give a short
answer. The trouble with the taxing of social security benefits is, at
a minimum, three-fold. First of all it does tax benefits. It’s a bene-
fit cut. Second, it puts in a means test.

It sets a wrong precedent for social security. It puts a burden on
only 11 percent of the people. If everybody is going to share the
burden or share the pain then the tax should be broad based to in-
clude everyone. Earmarking a portion of revenue from the income
tax—earmarking it for the trust fund—is a way to go. We say you
should do that in other areas, too. We set forth a list of options.

Senator CHAFEE. Well, one of the facts that we have before us—
this is, as you recognized, a very, very difficult situation that we
are faced with. I, for one, am committed to preserving this fund so
that it will be there for future generations as well as present gen-
erations. I don’t think it is satisfactory-to say, as Mr. Ossofsky
does, that the only thing that is wrong is that the economy isn't
performing right.

Now if you have got a solution to make the economy perform
right, we would be glad to hear it. But it isn’'t enough to rail
agaiust Reaganomics and say, but for Reaganomics everything
would be hunky-dory in this country.

Mr. Ossorsky. Well, you may not consider it enough, but I con-
sider that to be a very apt statement, Senator.
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Senator CHAFEE. All right, tell me how we can straighten out the
economy because we are also involved with that in this committee
Mr. Ossorsky. Well, I don’t believe our problem, Senator, is just
a matter of insufficient resources for social security. I believe it is
what we have done with national resources in the country as a
whole. One of the solutions that is not part of this package at all—
it has been discussed many times and is part of the solution used
in much of the western world—is a tripartite funding of social se-
curity where general funds of the Government are injected into the
system as well. We don’t even talk about that option because we
are faced with a terrible deficit. The cause of that deficit is having
given away significant tax revenues of the Federal Government, in-
creased enormously the funding for military purposes and de-
creased the funding for human services.

Senator CHAFEE. Well, that can be debated. If that would solve
a}lll the problems of the country, that would be nice if we could do
that. -

But let’s just look at what has happened to benefits for the elder-
ly as we compare them to benefits for other people. Since 1970, the

1 has gone up 164 percent; benefits for the elderly have gone up
- 227 percent. Now I think—those are social security benefits. Social
security, period. )

Now it seems to me that the social security beneficiaries have
done well. As a matter of fact, we had testimony the other day—I
can’t remember the exact figures—but basically it was that in the
past 10 years the purchasing power of those in social security has
increased 48 percent on two bases. .

Mr. Ossorsky. From what base, Senator?

Senator CHAFEE. From whatever the basis was.

Mr. OssorFsky. But, you see, we have in the process moved out
significant millions of people from poverty. We were dealing with
about a fourth of the aged below the Government’s own level of
poverty. We have reduced that until the last 2% years, when the
number of older people are falling again into the poverty brackets.

Now the fact of the matter is that that infusion simply rectified
serious problems which our whole economy faced because a mas-
sive segment of the population was terribly pressed by poverty.

Senator CHAFEE. Well, at the same time wages have gone up
nearly less than half that, just about half of that. My time is short
here. All I am saying is that it would be extremely helpful if we
could have constructive suggestions that are going to meet this
problem. We know we have got a problem,

I agree with you, Mr. Brickfield, that I think the projections we
have had are low. I think they are wrong. I think we are in a far
deeper problem than this Commission has been told. I didn’t serve
on the Commission, but I think that the statistics are even worse
than those that came before the Commission.

Thank you. *

The CHAIRMAN. Mr. Armstrong.

Senator ARMSTRONG. Mr. Chairman, I'm grateful to the witnesses
for their testimony and also to each of their organizations for the
contribution that they have made to the written record of this pro-

§
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ceeding. And I have reviewed quickly the written statements, and I
encourage others to do so as well, |

I have two or three questions. I would like to ask Mr. Rourke
whether or not his support of the Commission’s recommendations
is conditioned upon his belief in the actuarial figures. In other
words, if you were to come to the belief that, in fact, the Commis-
sion recommendation would not solve the problem for a prolonged
period of time, and that we might be back here in 1984 or 1985 or
1986 to revisit this, would you still support the Commission’s plan?

Mr. Rourke. At the present time, I support the Commission’s
plan as it is. Even if something happens to it later on, it’s the best
thing we have at this time, and I think we need it.

Senator ARMSTRONG. Mr. Ossofsky.

Mr. Ossorsky. Yes, I would say the same.

Senator ARMSTRONG. Even if you had reason to think that we
might be back here in 1985?

Mr. Ossorsky. Yes, that wouldn't surprise me very much. I don’t
know how long one measures the long-range future in social secu-

rity.

genator ARMSTRONG. Until after the next election anyway.

Mr. Ossorsky. I spent 15 years as a pension plan administra-
tor——

Senator ArRMSTRONG. Mr. Brickfield, if you had reason to be-
lieve—well, you have already testified that you do have reason to
believe that we might be back here in 1985.

Mr. BrickrIELD. Yes, we think the Commission’s present finan-*
: clti9a815numbers don’t add up, Senator, and we could well be back in

Senator ARMSTRONG. Could I ask Mr. Ossofsky—you have men-
tioned that in your view Congress erred in giving away a substan-
tial portion of Federal tax revenues. And while I don'’t entirely
agree with that characterization of our action, I am wondering if
you would care to state for the record what you believe an appro-
priate share of the GNP is to be in tax revenue?

Mr. Ossorsky. I'm not sure I have a rule of thumb for that, Sena-
tor. I don’t know that it relates only to GNP. I'm looking at what
happened to the deficit.

nator ARMSTRONG. What would you relate it to?

Mr. Ossorsky. I'd relate it to what the needs of the country are,
the resources available from those who are in the best position to
meet those needs, and some equitable balance fashion of developing
a tax system, and an elimination of a variety of loopholes that have
been given over the years that many on this committee questioned
over the years.

Senator ARMSTRONG. But it is your general view that tax levels
are simply too low?

Mr. Ossorsky. My general view is that tax levels, Farticularly
corporate tax levels as enacted by the Congress in the last 2 years,
&re still much too low.

Senator ARMSTRONG. Could I ask Mr. Ossofsky if you have re-
viewed the incentive prtgg(vsals to encourage people to work longer
t}fy:;,l hage been submitted by AARP? And if so, what do you think
of them?

I regret having to ask, as others have, that you be brief.
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Mr. Ossorsky. Oh, that’s fine. I believe that we ought to provide
as many incentives for people to be able to continue to work in the
labor force as possible, itive incentives. Indeed, what I am sug-
gesting as well is that the recommendations of the Commission are
?ound because they provide a higher benefit for those who work
onger.

y concern is those people who can’t work longer either because
of the difficulty or onerous nature of their work or illness.

Senator ArRMSTRONG. Well, in general, do the AARP incentive

roposals fulfill that need? In other words, do you support them?
Boes your organization support them?

Mr. Ossorsky. I support those positions that AARP has taken to
encourage more people to be able to stay in the work force.

Senator ARMSTRONG. Thank you.

Mr. Rourke, how about your organization? The same? In other
words, do you support in general at least the AARP proposals to
encourage people to work longer?

Mr. RourkEe. Well, we would support the proposals which do pro-
vide incentives and encourage people to remain in the work force
longer. What we would not support would be measures which
might be punitive upon those who were, as Jack said, unable or un-
willing to continue working. In other words, actuarially reduce
benefits of a greater level than they already are for people who
retire at 62,

Senator ARMSTRONG. I think Mr. Brickfield is eager to acknowl-
edge his appreciation for the support of the other two organiza-
tions. I saw you were straining to sa somethini.

Mr. Brickrierp. Well, I can’t help but think, Senator, that we
are all against raising the retirement age to 66.

Senator ARMSTRONG. Not me.

Mr. BRICKFIELD. I'm talking about the members of the panel.

Senator ARMSTRONG. Oh.

Mr. BrickrieLp. And we are against cutting COLAS. But my or-
ganization, at least, isn’t just saying, don’t cut them. We are recom-
mending what we think are viable options. We support postponing
retirement but on a voluntary basis. I would like to bring to the .
attention of the members of this committee that our recommended
system is in part already in place. Today, under social security if
you continue to work beyond 65, you can earn bonuses toward your
social security benefit. It's there in the law today. The trouble with
the provision is that the increase is actuarially too small. The
bonus should be somewhere around 8 or 10 percent instead of
today’s 3 percent. We say that this option should be pursued, and
that this is the way to go.

The CHAIRMAN. t does that cost?

Mr. BrickrieLp. Pardon?

The CHAIRMAN. How many billions does that cost?

Mr. BrickrieLp. Well, it's in the—— :

Senator ARMSTRONG. Mr. Chairman, I see that my time has ex-
gired. If I might ask the indulgence of the Chair for maybe another

0 seconds, let me just say that the specific proposals to which Mr.
Brickfield refers appears on page 43 of their extended statement.
And I really do commend it to all members because it's a part, in
my judgment, of the final solution, and certainly ought to be.
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I also want to say that AARP has, 1 think, really performed ¢
valuable service by not only telling us what they are against, but
also what they are for. And while I don’t agree with them entirely,
I think it’s useful.

Finally, Mr. Chairman, I would ask, just since the issue got
raised, that I might be permitted to insert in the record of this pro-
ceeding a brief summary of the change in the tax burden of this
country showing the rising share of the gross national product
which is accounted for by taxes, even after the alleged giveaways of
large Federal revenues. The fact is taxes are still going up. They
are not going down even after the rate cuts which have been put
into effect. And the reason is because they are insufficient to offset
the large projected tax increases that are already on the books.
Social security taxes quadrupled in the 1970’s. They will triple
again in the 1980’s even if we do nothing about the recommenda-
tions of the National Commission on Social Security Reform.

And so when you add up everything—gas tax, sales tax, cigarette
tax, whiskey tax, income tax, and social security tax—the total:
burden as a percentage of GNP is rising; it is not declining. Now
it's arguable where it ought to go, but I would at least like to have
that in the record.

The CHAIRMAN. Thank you. .

[The chart by Senator Armstrong follows:]
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Senator MircHELL. Would the Senator yield for just one comment
or question?

Senator ARMSTRONG. Yes.

Senator MitcHELL. You've identified all the areas in which taxes
have been raised, the areas in which taxes have been reduced—is
there a single area in which taxes have been raised that is related
to ability to pay? And is there a single area in which tax has been
reduced that is not related to ability to pay?

T]he CHAIRMAN. Withholding on interest and dividends. [Laugh-
ter.

Senator MitcHELL. I've heard you say that is not a tax increase,
Mr. Chairman——

The CHAIRMAN. Right. [Laughter.]

Senator MiTCHELL [continuing]. Many, many times. .

The CHAIRMAN. The ability to pay is the part I heard. [Laughter.]

Senator Moynihan.

Senator MoyNIHAN. Mr. Chairman, may I thank each of the
members of the panel for very thoughtful statements. I was struck,
Mr. Rourke, by your remark that we are also concerned that the 3-
percent inflation rate which triggers a COLA "will not be reached
this year. I think the members of the- committee might want to
note this. It almost certainly will. There is a shave of a chance, but
it will be about 3.2.

But I would like to point out that we dre proposing a 6-month
COLA delay with respect to an inflation rate that is two-tenths of 1
percent above that level when there is no increase at all. It’s not
regarded as significant if 3 percent and below. So if we are picking
a year to do it, it's the best year we have had in a long time.

And the other thing is to say—and this I would address to Sena-
tor Chafee—the long run can always look ominous, indeed, and as
Keynes said, in the long run we are all dead. But we have some
new figures from the actuaries, which were sent to us by Mr.
Svahn, about the status of the OASDI trust fund at the end of each
year between now and 1992. And we are not in very robust shape
this year. We will have, at the end of it, $26 billion. But by 1992,
the actuaries on the mildl ;essimistic IIB projection have a ten-
fold increase. Already at §§ 7 billion. I mean as best as you can
forecast. And 10 years is not a bed forecast to make.

We can get this system back in shape a lot faster than we are
going to get medicare in shape. The forecasts we have are really

uite reassuring to this point that Mr. Rourke was making about
this decade, the middle term and the long run. Does that make you
feel any better or less worse? -

Senator CHAFEE. Well, maybe I'm just being a gloomy soul, but
we have been through these predictions so many times, and they
always turn out to be wrong on the low side. And as I understood
the statistics that just came in, they made the situation far more
serious than what the Commission was working with. Am I not cor-
rect on that?

Senator MoyNIHAN. But may I also say .that there is a demo-
fraphic base. In the 1980’s, about 600,000 persons a year turn 65.

n the 1990’s, it's about 300,000. Some things that you really do
know, those are events that have happened and of which you can
be a little more confident.
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That’s all I wanted to say.

The CHAIRMAN. Thank you, Senator Moynihan.

Senator Symms.

Senator Symms. Thank you, Mr. Chairman.

Gentlemen, 1 appreciate your testimonies and the contribution
you are making to the record here also, as pointed out earlier. But

what I would like to ask you is how do you feel about the idea that.

has been floated around by several different Senators, myself as
one of them, that we liberalize people’s ability to invest into their
own IRA with an exchange—in other words, if they a get a bigger
tax rate on the front end, say, that they could go up to 50 percent
of giving up social security benefits in the future for exchange for a
bigger tax deduction now by investing into their own personal IRA.
Does that idea have any appeal to your associations?

Mr. BrickrieLp. Well, we have given some study to it, Senator.
And we are certainly for encouraging workers to invest in IRA’s.
We just hope, though, that if this Commission package goes
. through that their IRA income doesn’t {rigger the taxation of their
social security benefits and cause them to lose benefits. That’s one
of the problems with the Commission’s proposal to tax benefits—it
might discourage people from saving for their retirement.

nd one other thing. The observation was made earlier that this
ggar the COLA may be only 3 percent, but you have got to remem-

r next year and the year after that. We are taﬁn'ng about a
COLA that’s in place for a long time. We are not just talking 3 per-
cent this year.

I remember Mr. Greenspan telling me in front of a number of
people that the economy is very volatile. And who knows what it is
going to be in 1990. So please don’t take 1 year of the COLA at 3
percent and presume it is all right for the years ahead as well.

Our ition, very simply, is that because there is a declining
rafio of workers relative to beneficiaries, the system can no longer
rely solely on just payroll taxes. You have got to get to other non-
pagzoll tax sources of income.

nator Symms. Well, I guess maybe I didn’t make myself clear
on my question. What I am talking about is, let’s say, for example,
that right now that each American can invest $2,000 a year into an
IRA. If we were to allow them to invest more if they were able to,
into the IRA, in exchange for down the road a lessening of the
bentefits that they would get back from social security up to 50 per-
cent——

Mr. Ossorsky. Senator, I would tell you categorically that our as-
sociation would not support that idea. At a time when we are seek-
ing to reinforce the income. to the social security trust fund, and
develop one national program for all—

Senator Symms. No. I'm not talking about letting them off from
paying their social security tax. I'm talking about élow_ing them to
trade back to the Federal Government the freedom; if you will, to
if they choose to take some of their money and invest it in an IRA
that they are saying they will take reduced benefits in the future.
And that they go into a contract on that.

Mr. Ossorsky. I understand, but that still raises serious questions
about the stability of the social security program, its benefits, some
clear-cut indication of what your benefits can be in the future.

<
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It makes it difficult for people._to plan.

Senator Symms. Well, it would ease the burden. You recognize
the problem we have of the chain letter system of the people
paying in and people taking out. And the continual increase in the
number of J)eople taking out vis-a-vis those that are paying in. So if
you don’t do something down the road to reduce the drain on the
system, what do you do when you get down to where there is only
one and a half or two workers——

Mr. Ossorsky. I would think that it would be very useful to find
inducements for people to be able to get more IRA’s. I think that’s
a useful system. It undergirds their economic security. But I would
do that quite separate and apart from anything related to the
social security system.

Senator Symms. Sir.

Mr. BrickrieLp. Well, you know there is a pro to tax bene-
fits based on adjusted gross income. And if an IRA goes through
the years, 20 years, 30 years, the adjusted gross income ma
high enough that it would work a penalty, Senator. And you have
got to think these things out long term..

Senator Symms. Do you favor this tax in the benefits?

Mr. BrIickFIELD. No, we do not.

Senator Symms. Uh huh.

Mr. BrickrieLp. Absolutely not. But we are suggesting options
for funding this part of the Commission’s package.

Mr. RoURrkE. First on the IRA’s I would agree with Mr. Os-
sofsky’s statement completely. T think this is a very bad thing to
get into. I think it’s a general crack in the door to——

Senator Symms. Well, it would encourage savings. You can’t
think that’s bad, if social security taxes don’t-go into investing in
new plants and %?ui]pment. We would all agree on that, I hope.

Mr. Rourke. Well, it’s opening the door to harming social secu-
rity without any question.

nator Symms. Thank you very much.

I see my time has expired. Mr. Chairman, if I could just make
one observation, I would just say to these genetlemen that I do ap-
Ereciate them being here. I just spent the last 10 days during the

reak in Idaho holding town meetings. And not only there, but in
_other parts of the country that I have been, I find senior citizens
attend those town meetings at a higher percentage than any other
group. Most of my audiences would be two-thirds senior citizens.
And I hardly found—I found 1 person out of 1,250 that I personally
visited with that week that wasn’t willing to give up an increase in
his COLA in exchange to save the social security system. And yet I
find those of you that represent these people here in Washington
all on the bandwagon that we can’t have a freezing of the COLA's.
I have had many of them say, “Why don’t you even reduce our
benefits? ' I said, “We are not talking about reducing your bene-
fits. We are talking about keeping your check the same for a time
reriod until the wages of the workers can catch up with the benefit
evels of the recipients.”” And to a person the)l'.eﬁree with this. Yet
in Washi n, once we leave the rest of the ity of the country
and come back to this 7-square miles somehow anyone that talks
about having a leveling off or a slowdown in the rate of increase
says it is somehow cutting benefits. ~T

20-000 0—83——1
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Senator CHAFEE. Senator Bradley.

Senator BRapLEY. Thank you, Mr. Chairman.

Would each of you tell me, do you support the inclusion of new
Federal workers in the social security system?

_Mr. Ossorsky. We do in the National Council on the Aging. Yes,
sir.

Mr. Rourke. We-are accepting the package as it is. :

Mr. BrICKFIELD. Senator, we would support it but only on volun-
tag basis.

nator BRADLEY. On a voluntary basis?

Mr. BrickrIieLD. Yes. If you are going to bring in new hires under
the social security system, you have to provide safeguards both for
their social security and their supplemental pensions, otherwise
they would not have adequate retirement income.

Senator BRADLEY. OK. Let me ask if you would support gradually
phasing medicare out of the social security system and placing it in
general revenue ﬁnancinf?

Mr. Ossorsky. I would hesitate to say “Yes,” but only on the
basis of the current history of reduced benefits that are constantly
being developed when it is separate. I would be very worried about
doing that at this point.

Mr. RourkE. I would like to pass on that one.

Senator BRADLEY. You don’t want to take a position?

Mr. Rourke. That’s right.

Senator BRADLEY. OK.

Mr. BrickFieLp. No, we would be against taking medicare out of
the social security system. Workers now pay payroll taxes that en-
title them to medicare. If you switch to general revenues, you run
the risk of a means test.

Senator BRADLEY. Could you tell me, please, Mr. Brickfield, what
is the difference between taking medicare oat of the system and
having it financed with general revenue tax dollars, and dedicating
$223 billion from general revenue funds to social security?

Mr. BrickrFIELD. Several reasons. One is, we are not here today
suggesting——

“ nator BRADLEY. No, what's the difference? The difference in
ime.

Mr. BRICKFIELD. Our pro s are aimed at the short term, Sen-
ator, measures which will have a temporary existence. I think
what you are suggesting is a long-term, permanent change.

Senator BRADLEY. You mean the tax dolar you see coming into
the system over the next—for example, you have recommended you
reduce the rate cuts to 5 percent. You are saying do that only until
1987 and then have another 5 percent cut?

Mr. BrickrieLp. Until 1989. -

Senator BRADLEY. And then have another 5 percent cut?

Mr. BrickriELD. No.

Senator BRADLEY. See, the thing I am saying is that your tax rec-
ommendations are permanent.

Mr. BrickrieLp. No, they are intended to be only temporary.

Senator BRADLEY. When are you suggesting that you reduce the
excise tax on liquor and beer?

Mr. BrickFieLD. It would be short term; and it could be for 6 or 7
years.
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Senator BRADLEY. So, then, you are supporting a decrease in
taxes of 5 percent in 1988?

Mr. BrickriELD. Yes, because we are advised by the actuaries
and by the Commission that come 1990 the system is going to be no
longer in a deficit situation. . :

Senator BRADLEY. So all these general revenue tax dollars that
ﬁ:u have recommended go into the social security system would all

retracted at the end of 5 or 6 years?

Mr. BRICKFIELD. Yes.

Senator BRADLEY. In other words, in 1988 you would have a 5-
percent cut and you could then deduct your consumer credit. You
could then have half what you pay on taxes for liquor and ciga-
rettes. Is that correct?

Mr. BrickriELp. What we are saying to get over the short term,
Senator, is that you ought to earmark special taxes—not payroll
taxes—to meet the short-term deficit. That money should be paid
directly into the social security trust fund to get the system
through the remainder of this decade.

Senator BRADLEY. All right.

Mr. OssoFsKy. Senator, if I inay reapond to your question a little
bit fuller. In the dollar terins, it may not appear to be a difference.
Part of what has been suggested by the Commission is removing
the social security system from the unified budget. Indeed, to look-
in? at setting up a separate entity for the system.

t would be quite different if that system were paid a lump sum
of dollars from the general revenue resources than keeping it
within the Department of Health and Human Services where that
g;ogram becomes a different entity and faces the kinds of cuts in

nefits that are now being imposed for a variety of other reasons
than the integrity of the social security system.

Senator BRADLEY. All right. Your answer is the answer that I
have heard from a variety of senior citizens’ meetings that I have
held. That is that you don’t want them taken out because you are
afraid that it is easier to get at if it is not an entitlement.

Mr. Ossorsky. That's correct.

Senator BrRADLEY. Could each of you in very brief form, since
each of us is asked in our own State to do this—could you give me
one statement as to in your view what social security is all about? I
mean what's the purpose of social security?

The CHAIRMAN. In five words or less.

%enator BrADLEY. In five words or less. We will give them 30 sec-
onds.

Mr. Ossorsky. To undergird the economic security and health se-
curity of older Americans.

Mr. Rourke. I would ee with that. [Laughter.]

Mr. Brickrierp. And I would add, Senator, to help the elderly
maintain their purchasing power.

Senator BRADLEY. Am [ finished, Mr. Chairman?

The CHAIRMAN. That’s already eight words. [Laughter.]

Go ahead if you need to.

Senator BRADLEY. Well, I would suggest that in addition to pro-
tecting the elderly we have to consider some effect of those who are
paying into the system, and that it's important to look at the com-
munity that social secvrity expresses. And if you take from your
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basic statement of purpose how the solution should be achieved,
you should do everything but ask the elderly to make any sacrifice
whatsoever because the purpose of the system is to protect the el-
derly. And I think that if you look at social security that way you
come out as you have, Mr. Brickfield, in recommending the solu-
tion. You come out that it is in a sense an expression of community
and you have to share in the sacrifice.

And I think that as we are asked in 30 seconds on TV to tell the
listening audience what social security is all about, it helps us in
considering your own point of view to see how you have viewed it.

The CHAIRMAN. Mr. Wallop.

Senator WaLLop. Thank you, Mr. Chairman.

I appreciate the response to Senator Bradley’s questions as to
what the purpose of social security is because each of you has just
defined why there should be such a thing as a means test. If it it is
to undergird the elderly, undergird the health and purchasing
power of the elderly, or it is to assist the elderly in maintaining in
each of those instances—and I believe that’s right. That is what it
originally set out to do. So why, just taking the outside extreme,
would the retired chairman of General Motors with an income in
excess of a couple hundred thousand dollars a year need $1,000 a
month from the Federal Government when somebody undergirding
it is more important?

Mr. BriCKFIELD. Senator, the chairman of General Motors doesn’t
need it. But that is an extreme example. You have got to remem-
ber that of the 25 million Americans over 65, 7 million of these
people are below or near the poverty level. That is why across-the-
board cuts in COLA’s, do not impact evenly across the board.

Senator WaLLop. But, Mr. Brickfield, I am not talking now about
across the board. I'm talking about your definition, the one that
you and others at the table have supplied, we are not talking about
across the board, we are talking the phrase ‘“means test.” And the
chairman of General Motors is an extreme. Where does it stop
being an extreme?

I mean in terms of trying to do for those 7 million people you are
talking about who are at or below the poverty level, surely there is
some kind of a philosophical base in there where those with a lot
upon whose security and health do not depend on social secu-

rity——

lelllr. OssorsKy. As is traditional in these halls, one often asks for
an opportunity to extend those remarks in the record. In five words
or less it is hard to give you a thoughtful answer.

Senator WaLLopr. Well, 1 believe that the record will remain open
and I would like to see an extension of the remarks.

Mr. Ossorsky. The reality is, Senator, that among the critical
things that should have been added is as of a matter of right. And
it's true, Senator Bradley, that among the other things that need to
be considered is that we are protecting not only older people,
though they are the majority——

Senator WaLLor. Hey, this is my question.

Mr. Ossorsky [Continuing]. But many younger people. The
answer to your question is that they should not be means tested. It
demeans people to have their programs means tested in the
manner you described.
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Senator WaALLop. I haven’t described the matter, Mr. Ossofsky.
Please understand that I am just-asking—a philosophical question.
And when you answered a question, you just simply said while it
should be there——

Mr. Ossorsky. But the means testing—who should receive eco-
nomic undergirding is in itself a demeaning—the question leads to
a demeaning answer,

Senator WaLLoP. I would just have to say I disagree with that. I
think that your dignity as somebody at or below the poverty level
is far less demeaned by having somethings at or above the poverty
level as it is below. And I think that there are a lot of Americans
that agree with that thinking.

Let me talk to another aggi_qf__%lgsophical inconsistency, and
see if there isn't a reason why. You all stated hesitancy, reluc-
tance, or opposition to the idea of advancing the retirement age.
And yet in each of the other answers that you give to a variety of
things you talk about actuarial realities. I believe, Mr. Brickfield,
that you said the late retirement bonuses that are there are actu-
arially too small. I mean how can you be actuarially dedicated on
one side and actuarially ignoring the process of the progress of life
in this country, which is the fact that people do live longer and are
healthier and stronger than they were when the system was put in
place? Don’t you have to take your actuarial attitude philosophical-
ly straight across the board?

Mr. BrickriELp. We don’t think we are inconsistent, Senator. We
are against moving the age for full benefits to age 66 because
purely and simply it's a benefit cut. There is a way of better ad-
dressing the problem. We are saying that a solution is already in
place in the statute, but unfortunately, the amount of benefits that
one can earn, which is now pegged at 3 percent, is actuarially not
enough. They should be increased to 8 or 10 percent to encourage
workers to delay their retirement.

Senator WaLLor. Well, Mr. Brickfield, actuarially we live now to
74 years old whereas before when the retirement system was put in
place we weren’t expected to live as long as the retirement age. It
was a bonus if you got to be 65.

Mr. BrickrieLp. This actuarial adjustment would help, Senator.
This would keep people in the work force, which is, as I understand
it, the policy of the Congress. Only a few years ago Congress did
away with mandatory retirement. We are trying to encourage
people to continue to work. And while they are working they earn
bonus credits. Additionally, while working they will not be collect-
ing social security, and they will be paying income taxes and pay-
roll taxes.

Senator WaLLoP. I agree with that, but it is just inconsistent

The CHAIRMAN. Senator Mitchell.

Senator MircHELL. Thank you, Mr. Chairman.

I would like to say at the outset that the reaction that Senator
Symms indicated he received among his constituents in Idaho is
identical to that which I received from _my constituents in Maine. I
held a series of 26 meetings dévoted solely to this subject, attended
predominantly by senior citizens. And there was an overwhelming
feeling of a willingness on their part to participate in' whatever sac-
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rifice is necessary to rescue the system or to continue it as a viable
system.

One of the areas of principal concern is the cost of living adjust-
ment. Many people agree—and I don’t know whether you do or not
so I won’t say everyone—that one of the principal causes of the
current cash crisis was the change made in 1972 which provided
for the first time automatic annual cost-of-living increases, and
which indexed the benefit increase with the increase in prices, .
while increasing the cap on the wage base subject to tax in accord-
ance with the increase 1n wages.

The National Commission did not deal with that directly except
to recommend a so-called stabilizer that when the trust funds fell
below a certain level—20 percent—that the stabilizer would take
effect and make the annual adjustment the lesser of the two.

My <}uestion is since that is a principal cause of the current prob-
lem—if you agree with that. You may not—don’t you feel that it
would make sense to address that cause directly, and make that
change immediately; not contingent upon some level of the trust
funds? If you have got the cause, why not address the cause?

I know, Mr. Brickfield, that you are opposed to that. And I don’t
know what Mr. Ossofsky and lzir. Rourke would have, but what is
the problem with that? I will say that overwhelmingly the elderly
constituents with whom I met, once they understooé the nature of
the problem, said they would accept such a change. That they feel
it would be an appropriate thing.

Mr. Ossorsky. Senator, it's clear that people do feel that way
when asked the question in that kind of a setting and respond that
way. The data that I present in my testimony comes out of a vari-
ety of national polls, all of which are contrary to the views you re-
ceive in that kind of a setting.

Senator MiTcHELL. But that is because I submit to you, Mr. Os-
sofsky, the people asked those questions in the poll have not had
the benefit of an explanation of the problem. That’s a crucial dis-
tinction, I think.

Mr. Ossorsky. Senator, that may be one way to interpret it. The
other is that it may give them a very weighted picture of what the
problem is. You, for example, indicate——

Senator MrrcHeLL. Do you agree that a principal cause of the
current fproblem is the change made in 1972, and the resulting re-
versal of economic history between 1972 and 1982 in which, con-
trary to previous economic history, prices rose faster than wages?

Mr. Ossorsky. No, sir. I don’t believe that’s the heart of our prob-
lem. I think that is some aspect of the problem. I think the heart of
the problem is the current high level of unemployment.

Senator MircHELL. Well, do you agree that that is a principal
cause? Nobody disputes the high level of unemployment.

Mr. Ossorsky. No.

Senator MitcHELL. Do you, Mr. Rourke, think that's a principal
cause of the current problem?

Mr. SHULMAN. Let me just say that we believe that—that—infla-
tion ran so high between then and now that it created the—so I
mean the point is then to look at the inflation rate.

Senator MrrcHELL. But the purpose of the cost of living adjust-
ment is to allow for increases in inflation.
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Mr. SHULMAN. And, of course, if inflation had not gone quite as
high as it has then the severity of the——

Senator MitcHELL. That's right, of course. We understand that.

Do you think it is the principal cause of the current problem?

Mr. SHULMAN. Inflation in and of itself?

Senator MircHELL. No. Inflation and the fact that the benefit in-
crease is tied to the price rate increase while the contribution in-
crease was tied to the wage level increase.

Mr. SHuLmaN. I guess I would agree with Mr. Ossofsky that it is
certainly part of the problem.

Senator MiITcHELL. What do you think, Mr. Brickfield?

Mr. BRickFIELD. The problem now is tied to high unemployment,
Senator. A 1-percent increase in unemployment means the Govern-
ment loses $30 billion in income; lo-grcent unemployment is dev-
astating to social security income. it's the economic recession
that we are really talking about.

. ?gnator MircHELL. Not $30 billion for social security, Mr. Brick-
ield.

Mr. BrickrieLp. Well, I have got to tell you, Senator, on the issue
of wages or prices. Look at that stabilizer mechanism. It's a real
sleeper. If it’s triggered it will be another benefit cut because it’s
based on the lower of wages or prices. :

Senator MITCHELL. No question about that, but you don’t want to
cut any benefits. N

Mr. BrickriELb. No; we don’t.

Senator MiTcHELL. Let me just make one further comment, if I
may, Mr. Chairman, on your suggestion, Mr. Brickfield. As Senator
Armstrong said, taxes have really gone up. And he ticked off a
whole range of areas where taxes gave gone up. What he identified
was the real problem that we now face—the tax policies that are
being pursued. We are cutting taxes related to ability to pay. We
are raising taxes unrelated to ability to pay. The effect of which is
a massive shift in the burden of taxation in our society away from
those at the upper end of the income scale, and onto the backs of
the middle class. And that’s what is happening in this country
today. And the dividing line is somewhere between $40,000 and
$50,000. If you make more than $50,000, you are going to be paying
a lot less in taxes, and not more.

Your proposal, Mr. Brickfield, would raise excise taxes, precisely
the kinds of taxes that are being raised and that are increasing the
burden on the backs of the middle class and the people you repre-
sent.

Mr. BrickrieLp. Well, we would rather raise income taxes, Sena-
tor, but we are putting this list out as options. We are saying that
you should not rely on payroll taxes as the sole resource anymore,
not after 45 years.

Senator MrrcHELL. You may be putting it out as options, but you
have got a whole list of excise tax increases here which I think just
aggravate the problem.

I have gone over my time, so I will let the others inquire. Thank
you, Mr. Chairman,

The CHAIRMAN. Senator Heinz.

Senator Heinz. Thank you, Mr. Chairman.
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When Senator Symms was here earlier, he mentioned that a few
senior citizens showed up for his town meetings. I had four town
meetings in Pennsylvania yesterday, and one on Friday. It seemed
to me like about two-thirds of the people who showed up were Fed-
eral employees. [Laughter.] ‘

And some of them were pretty senior Federal employees. And
there were some questions on the social security recommendations
that we make. By the way, other than Federal employees already
employed who will get their civil service retirement benefits, |
found absolutely no one being critical. Indeed, for the most part I
found people saying, ‘‘Congratulations, you got the job done, and
we are willing to do our part whether we are working business or
working people or senior citizens, we are willing to do our part to
make this compromise stick together.” And I commend the Nation-
al Council of Senior Citizens and National Council on Aging for
their support of the package. .

I would like to ask Cy Brickfield a few questions about the long-
term suggestions that the AARP has made for social security. As
noted in his colloquy with Senator Bradley and his recommenda-
tions as to the short term, and I think we have probably gone over
them enough anyway, you basically support as the means of ad-
dressing the long-term deficit, which now appears to be anywhere
from 1.8, 2 percent of taxable payroll to 2.1 percent of taxable pay-
roll a work promotion strategy. .

Mr. BrIiCKFIELD. Right.

Senator HEinz. I think the work promotion strategy is something
we ought to have, irrespective of what the problems of social secu-
rity are. And I have attempted, though, to cost out your work pro-
motion strategy. And as far as I can tell, we, first of all, do some of
the things that you have suggested. We will be phasing in an actu-
arially based delayed retirement credit. In addition to that, you
propose somewhat increasing by about 50 percent the early retire-
ment penalty. And it looks to me like at most that might bring in
about 0.2 to 0.3 additional of taxable payroll. Pretty modest com-
pared to the 1.8 or 2.1 percent we have to come up with.

The other two recommendations you make, irrespective of their
merits, are increasing access to social security disability and SSI
benefits—that’s going to cost money—and phasing out the earnings
limitation which is going.to cost money. So it looks to me that
based on the analysis we have done that we are not going to make
a lot of improvement in social security over the longer term.

Let me ask you this question. If, over the longer term, there are
really only two ways to address social security’s 75-year solvenc
problem—and let’s assume that we do everything we can for work
promotion and it doesn’t work as well as we want—we either have
to address the benefit side and slow the growth of benefits, or we
have to increase payroll taxes. Which would you favor as the
means of addressing the long-term problem of social security? Slow-
ing the growth of benefits or increasing payroll taxes?

r. BRICKFIELD. Senator, let me state our position. We do go for
the work incentive program. And you know about that. We say
that's partially in place. And we are for penalties for early retire-
ment. And we think that would help.
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But there are other things. The earnings limitation. You know
when you earn $6,000 a year Kou start losing two for one. And I
must say the administration has been been—well, the President
has been at it for 10 years. This is the way we seek to go.

And, yes, you have to raise taxes. I said earlier that somehow or
another you have to pay the bills. But we are saying that payroll
taxes are no longer the solution. You have to look to other sources
of income.

And, finally, we are not too sure, Senator, of the figures on
which the Commission based its judgments.

Senator Heinz. Well, if the Chair will give me 30 seconds more.

The CHAIRMAN. Oh, sure.

Senator HEInz. ] thought that you said in your testimony and in
answer to a lot of other questions that these other sources of reve-
nue were temporary. If indeed they are temporary, we have to get
back to the-issue of how we solve social security's long term prob-
lems. We both know we have got them. And time doesn’t permit it,
but I think it would be quite helpful to get on the record, given a
choice between increasing taxes over the long term, or slowing the
frowth of benefits over the long term, what it is that you are really
or because the answer you gave me didn't tell me.

Mr. HAckING. Senatoi, the record is very clear. AARP in ad-

- dressing the long term wants to raise revenues. But we think that
revenue should be raised by getting future older people to continue
in employment for periods longer than they currently do. And to
maximize their work effort as a way of obtaining that objection, we
suggest a work promotion strategy which includes the elements
that have already been identified here. What your actuaries didn’t
give you in trying to cost out our proposal is the net effect of thes:
combinations of changes on the retirement decision behavior. That
is the essence of the whole thing. If you get people to work longer,
you get more revenue both for social security and for the general
coffers of Government. They didn’t give you any estimate on that. I
know they didn't.

Senator HEINzZ. My time, unfortunately, is expired.

The CHAIRMAN. Senator Pryor.

Senator PrYor. Yes, thank you, Mr. Chairman. I have about
three questions and I will try to make them very brief. And it's
just to sort of wade through this thicket of attempting to figure out
just exactly what this very fine group is saying. Relative to the
mandatory versus voluntary aspect of the pro system by the
Commission, are all three groups saying that t eg' think the Feder-
al employee should be under a voluntary system? Is that what Mr.
Brickfield is saying.

Mr. BrickFiELD. Basically, in our long range we believe in uni-
versal social security, Senator. But at the present time we do not
think that they should be mandated into the system; they should
come on a voluntary basis. And if they do come in, you have got to
have something more than social security. You have got to give
them a pension as well so that in retirement they have adequate
income.

Mr. Ossorsky. Senator, we believe that the Commission was
sound on this issue. What it proposed is that all new Federal em-
ployees be brought into the system, but that an additional supple-
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mental plan, similar to a private employer’s plan be established.
On the understanding that that would be done, we believe that all
the employees ought to be hrought into the system.

Mr. SHULMAN. I think that we have to look” at the equity ques-
tions in terms of the system. And we are assuming and hoping that
that system will provide relative parity to the current system. But
we would support the proposal as it—-—

Senator PrYoR. So we are not talking about a mandatory system
for one and a voluntary system for others?

Mr. SHuLMAN. No, sir.

. Senator PrRYOR. Good. I wanted to ease that ‘;)oint in my mind. I
thought I had misinterpreted what you had said. :

The second question—you talked about some of the polls that are
done. I believe you mentioned some. Have you polled the social se-
curity recipient in a State or a region or in a county relative to
how they feel about the merger? We think we know how the Feder-
al employees feel. We see a strong negative there, I assume. But
what do we hear about the social security recipient? What do they
say about this?

r. OssoFsky. I can ﬁive you those figures, Senator. I don’t
happen to have them with me, but the Harris poll that we commis-
sioned just prior to the White House Conference on Aging indicat-
ed that the public as a whole—and there was very little difference
as I recall between social security recipients and younger people—
76 percent approved requiring workers not now paying social secu-
rity taxes; for example, Federal Government employees, to pay
those taxes. Only 8 percent of the public disagreed with that
notion. '

Senator PrRYor. That's public.

Mr. Ossorsky. That’s not social security recipients alone, but we
have that data. My recollection is that there was not any signifi-
cant difference between social security recipients and nonrecipients
in our study.

Senator %RYOR. I feel that there may be a perception—some of
my colleagues may agree or disagree—that the social security re-
clﬂient might feel that this is, as they say, another add-on or an-
other drain from the social security system. I think that'’s a percep-
tion that they have in their mind right now.

Are you detecting this in polling?

Mr. Ossorsky. No, sir.

Senator PrRYOR. Or letters or anything?

- Mr. Ossorsky. Not at all. Around the country, what we hear,
Senatﬁr, is that Members of the Congress ought to be in the system
as well,

The CHAIRMAN. We are as of January 1984.

Senator PrRYOR. January 1984 we will be in there. I learn some-
thing abogt this everyday.

Mr. BrICKFIELD. Senator, I have here a poll chart. It'’s not ours.
It's a CBS poll made jointly with the New York Times. It shows
that people would rather increase taxes than cut benefits. It's here,
and 1 will submit it for the record. They would rather increase
social security taxes than cut benefits.

[The information from Mr. Brickfield follows:]
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. . . postpone the yearly increases
in Social Security benefits?** 2 44
“Even if it meant increasing income taxes or
increasing the size of the Federal deficit,. "~ **. :
would you be willing to use other government : = 58% -
revenues to help pay Social Security benefits?”* ok

Poil of 1,597 respondents conducted Jan. 16-19, 1983.

. Those with no cpinion are not shown.
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Mr. BrickrieLp. We are talking to people across the Nation. And
you have to ask who are these younger people. Who are they? And
do you know who they are in the short term? The next 6 or 7
years, they are the 40- and 50-year-olds that are paying into the
system. And many of them have an elderly parent, or two parents,
or in many instances four parents that are alive, if they are mar-
ried couples. And they look upon social security as a godsend, and
they are willing to pay increased taxes for social security.

Senator Pryor. Thank you. I think my time has expired.

The CHAIRMAN. Senator Durenberger.

Senator DURENBERGER. I have one question, Mr. Chairman. I
apologize for not being here for the testimony. And I know this is
not the way to look at this problem, but as I look through the Com-
mission’s report they indicate, for example, that cash benefits
today, not counting the value of hospital care, as a percent of pre-
retirement income has increased, I believe, from 29 percent some
time ago to 49.3 percent today.

And if you factor in the value of medical benefits provided
through medicare, and since all these benefits are tax free, current
benefits are about 60 percent of after tax preretirement income.
Now it seems to me that one way possibly to approach this prob-
lem—and it’s the one that' somebody down at the White House
must have approached last year when they came up and started to
play with the bend point—is that maybe we ought to be thinking in
terms of, at least with half of the hat on, a percentage of preretire-
ment income since when we have our other hats on in this commit-
tee and are trying to do things for savings in this country—we are
trying to improve the pension system, and the Keogh plans and
IRA’s and a wide variety of things. And as we look to the future—
I'm looking beyond the eighties—clearly we want this social insur-
ance system to be just one part of an overall income security

system in this country.

- If we are a great country, we measure the value of our income
security system by how many jobs it provides people, how much
savings they can do, and how much of that savings and investment
they can retain for their so-called rainy days. We supplement it,
then, with a second part of an income security system which we
call social insurance. And in it we include not only social security
but unemployment compensation and workers compensation, and
other kinds of insured programs, and then we have for those who
fall through what is now called the safety net—the welfare pro-
gram—in its various dimension.

But has anybody or any of you looked at this in the long term in
terms of the function of social security up against those other pro-
grams as an ideal percentage of preretirement income?

Mr. BrickrieLp. We haven’t recently. But, of course, the reform
commission did not either, Senator. One can’t look at social.secu-
rity in a vaccum. You've got to look at it against the IRA’s, and the
Keogh plans, and what is being paid for in medicare, and other
programs. There was the Presidential Commission on Pension
Policy that recommended a mandated 3-percent pension system-—
the l\l‘IIcCollough plan it is called. All of these should be looked at
together.
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But that’s not what the Social Security Commission opted to deal
with today. :

Senator DURENBERGER. No; I understand that. But before we
finish this spring apparently we are going to try to deal with my
kids in some fashion, and to try to make some kind of a commit-
ment to my kids as well as the people in their forties and fifties. If
I go to my kids saying AARP doesn’t like the taxation of social in-
surance because it discourages savings and investments, my kids
coné: back to me and say “why” because it’s just part of one large
system.

Mr. BrICKFIELD. I'm saying to you, Senator, the package that the
reform Commission has put forward is going to tax your kids. They
are going to pay much more because of the increases in the tax.
And do you know what the kids can look forward to when their
retirement time arrives. To a 10- to 25-percent cut in their expected
benefits. That’s what the Commission is saying to them.

Senator DURENBERGER. Well, my kids aren’t approaching life in
terms of retirement on social security. And I don’t think any kids
in this country ought to. I mean they ought to think in terms of a
job, and what that job can provide for them by way of earned
income that they can save and invest and buy a home and stocks
and all that sort of thing. And social security—I ought to be able to
tell them, social security is what comes on top of it. I don’t think
they think today or would want to think in terms of taxing or not
taxing.

Mr. Ossorsky. Amd, indeed, Senator, as time goes by, more people
are covered by private pension, the Congress has changed tax
policy to some extent, IRA’s and Keoghs are coming into being, but
for this generation of older that is not the case, for most of today’s
older people.

To respond to your specific question, I would say that preretire-
ment income is not a veri useful basis for examining postretire-
ment income when you take into account longevity and what has
happened to the cost of living. Someone who retired in 1960 on
what appeared then to be a reasonably decent pension cannot con-
sider that income today a reasonably decent pension. And we need
COLA'’s to modify that kind of situation. Most private pensions are
not in any way adjusted to keep up with the cost of living. That'’s
the reason we n social security to do that.

Senator DURENBERGER. Well, I ask the &uestion only because we
are not just dealing with social security. We are dealing with other
things. We are also dealing with medicare. On one of these occa-
sions we are going to be around here debating the future of that
particular form of retirement benefit. And I just wanted to know
whether or not any of you were looking at this in the broader con-
text as we look at my kids as well as the people that are our cur-
rent generation.

Thank you very much.

The CHAIRMAN. Senator Grassley.

Senator GrRassLEY. Thank you, Mr. Chairman.

It’s been 6 f'ears since Congress has addressed the social security
system. And I guess it was 6 years before that that it had previous-
ly been addressed. And so this is a once in a term opportunity or
maybe for some of us once in a lifetime opportunity to have some
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sort of input into social security. If there is anything that I could
get out of this debate, one thing that I would desire would be to tell
everybody in this country that we have made enough decisions to
make social security sound for as far as we look into the future,
and that’s usually 75 years.

And I suppose the Commission bought the proposition that two-
thirds of the loaf was better than a full. So you found opportunities
for the short-term solutions, but couldn’t reach a consensus on
long-term solutions so we, in the Congress, have to do that.

I guess I would like your view, No. 1, on whether or not you
think it is very important to find a long-term solution; and, No. 2,
is somewhere between tax increases and the changing the program.
And just one of those suggestions is increasing the retirement age
to 66. There are a lot of other things that could be done. Do you see
a chance for a solution if you desire one? Because I would like to
see one. In fact, I think we would be irresponsible. I would even say
Chairman Dole would be irresponsible if he gets a once in a 6-year
opportunity to be able to tell the people of this country that we
have an opportunity, and we didn’t pass it up to make this a sound
system into the country. . v

Mr. Ossorsky. Well, Senator, first of all we think you have to
- have long-term goals so you have to plan for long-term goals. And
as you go into the future, if need be, you can adjust them. But as
you pointed out, every 6 to 7 years, if you have to come back
again—and what we are very much concerned about today, Sena-
tor, is that there is not enough money in the package right now,
and you could very well be back in 1985, and then what do you say
to the people? Had a wrong set of assumptions?

Senator GrassLEY. What I am looking forward to is not to having
a process by which we have a forced review. I think we ought to
have a review of this system every so often, but not a forced
review, not a crisis review. We ought to be making retirement pro-
gram policies in a calm and clear and noncrisis atmosphere.

I don’t know why we could not hope for the U.S. political leaders,
as well as interest groups like yours, to hope for an environment
like, for instance, the German people who for 70 or 80 years have
not been forced to crisis proportions, to find solutions to their prob-
lems. And most of those decisions have been made outside of the
political environment. And I would think that social security, like-
wise, ought to be made outside of the political environment. And
that’s the way it was intended until people figured that they didn't
need to look to the long term; only look to the short term.

Mr. OssoFkY. Senator, I would agree with you that that is some-
thing that we would all want to achieve. Indeed, the example of
the German system which sets the tone for much of the rest of the
Western world in the development of these systems includes many
things which we have rejected. A much larger part of gross nation-
al income going into gross national product, going into the social
security system. No hesitation about tripartite funding for the
system. Many of the assumptions that are built into the conclu-
sions you reach and the recommendations that you make, end up
being faulty assumptions because we are dealing with less of a sci-
ence and more of an art.
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I think we have got to anticipate that the Commission did try to
come a long way in the long-term issue as well as the short-term.
There are clearly some gaps, but I think it’s a little bit beyond our
capacity to truly resolve every prediction for the next 75 years. I
think we have made a very good beginning in.the Commission’s
recommendations. And I am terribly worried about having other
changes seep through that Commission strategy that undo the
chance of a compromise at this point. .

Senator GrassLEY. Well, there are so many danger signals on the
horizon, and one of those is that down the road in just 5, 6, or 7
years disability and medical insurance is going to be in the same
crisis proportions as we are here with this one, and yet we are still
relying on interfund borrowing to take care of the problem.

§2 you know we have only taken care of the short term. We are
looking more at the next election than we are at the next genera-
tion.

The CHAIRMAN. Well, I want to thank the panel. We still have
four witnesses before noon, and others scheduled at 1 o’clock. We
will continue to work with not only the witnesses, but members of
staff of the various organizations on the compromise proposal. You
may have suggestions as we go along. If the compromise falls
apart, then, obviously, it’s a new ball game. We will probably just
borrow more money, and hope for the best.

Thank you very much. : -

Our next panel is Mr. Philip Alden, vice president, Towers,
Perrin, Forster & Crosby, New York, and member, Emplo%ree Bene-
fits Committee, U.S. Chamber of Commerce; Ms. Grace Ellen Rice,
asgistant director, National Affairs Division, American Farm
Bureau; William Dennis, director of research, National Federation
of Independent Business; and Dr. Carlson, executive vice president,
chief economist, National Association of Realtors.

You can proceed in the order called. Your statements will be
made a part of the record. If you can summarize your statements
and give us some- time for questions, it might make for a better
-record.

Mr. Alden.

STATEMENT OF PHILIP ALDEN, VICE PRESIDENT, TOWERS,
PERRIN, FORSTER & CROSBY, NEW YORK, AND MEMBER, EM.-
PLOYEE BENEFITS COMMITTEE, U.S. CHAMBER OF COMMERCE,
WASHINGTON, D.C.

Mr. ALpEN. Thank you, Mr. Chairman and members of the com-
mittee. I am Philip Alden, vice president of Towers, Perrin, Forster
& Crosby, a nationwide employee benefit and actuarial consulting
firm. I appear this morning on behalf of the U.S. Chamber of Com-
merce where I serve as a member of its Employee Benefits Commit-

The chamber has publicly commended the National Commission
for many of its conclusions and recommendations. Many of those
same recommendations have now been embodied in S. 1, the Social
Security Amendments of 1983. American citizens need and want
their Government to solve the massive financial problems of the
social security system. They are entitled to expect from this Con-
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gress a solution that is fair to employees, employers, and retirees
alike, that in economic terms hopes for the best but prepares for
the worst. And it is more than an artful, ?olitical compromise that
treats the symptoms of social security’s illness but fails to cure its
fundamental cause.

S. 1 can provide the needed solution, but only if certain of its
provisions are modified or strengthened. Specifically, the U.S.
Chamber makes these six recommendations.

One, the bill should move more aggressively toward the goal of
universal coverage.

Two, automatic cost of living adjustments must be rigorously lim-
ited. We believe a 1983 adjustment should be waived. And that be-
ginning in 1984, automatic COLA’s should be capped. A limit of 60
percent would closely parallel the historical rerationship between
private sector COLA’s and the incrzase in the CPL

Three, we caution this committee against continuing to rely
heavily on payroll tax increases to insure the solvency of social se-
curity.

Four, we are opposed to even the temporary use of general reve-
nue financing, such as the proposed 1984 tax credit.

Five, we are also not in favor of the proposed method of subject-
ing social security benefits to income tax. That method is arbitrary.
It is structurally unsound. And it is a disincentive to personal
thrift and savings.

Finally, we urge the adoption of a gradual increase in social se-
curity’s normal retirement age, and a continued moderation in the
income replacement ratio.

These changes will help assure financial solvency well into the
2lst century. In the time remaining, I would like to elaborate brief-
ly on each of these six points. Public opinion polls clearly show
that the Nation demands that all workers participate in social se-
curity. Arguments by groups opposed to universal coverage should
not be allowed to cloud this message. Ironically, social security
would be clearly beneficial to most employees in Government serv-
ice. It offers better disability and survivor benefits in many cases.
And because it affords immediate vesting and full portability,
social security would be clearly superior for the close to one-half of
all Federal Government employees who terminate their service
before accruing vested pension rights.

The provisions of S. 1 aimed at delaying or modifying COLA ad-
justments reflect a well known fact. Namely, that the cost of auto-
matic indexation is extraordinarily high, and more than anything
else is responsible for the financial crisis we now face. The Nation
cannot afford, the taxpayers cannot afford timid ineffectual ap-
proaches to this problem. The so-called COLA stabilizer, indexing
by the lesser of wage or price increases, would not take effect until
1988 at the earliest. And the shift to a year end COLA adjustment,
desirable though it may be, does nothing to change the rate of
growth in benefits. Neither does it justify full CPI indexation for
social security beneficiaries at the expense of workers whose real
wages have actually declined in recent years. ’

e advocate a l-year freeze followed by indexing of social secu-
rity at 60 percent of the increase in the CyPI. Such a change would
add an estimated $78 billion to the trust funds in the next 5 years
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alone. It is a prudent and responsible action, balancing fairly the
needs of the recipients of social security against those who pay the
taxes. It is a simple and workable change. Moreover, it would
largely, if not totally, eliminate the need for a last resort fail-safe
mechanism, such as the Commission proposed be enacted by Con-
gress.

The chamber is concerned that further payroll tax increases will
slow our economic recovery, increase unemployment and place
American goods and services at a still greater competitive disad-
vantage in world markets. It’s been only 5 years since the last
major increases in taxes, and less than 5 years in the future, mas-
sive increases will doubtless be needed to rescue medicare. There is
no one in Congress able to foresee where this road is taking us.

The chamber is opposed to masking the effects of the proposed
payroll tax increase in 1984 by granting a tax credit to employees.
Such action gives the public a mixed signal. Let’s be clear. Either
the revenue is needed, or it is not. Either way, we must not aban-
don the practice of equal sharing of the cost of social security be-
tween employee and employer. It's one of the few effective controls
we have against irresponsible expansion of the social security
system. , -

I'm sorry my time has elapsed. I did want to say that in addition,
that we fail to see how anyone can object to the advancing of the
social security normal retirement age beyond age 65. We feel there
is no long-run alternative that is as satisfactory.

Thank you, Mr. Chairman.

(The prepared statement of Mr. Alden follows:]

20-000 O —83--—8
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1 am Philip Alden, Vice President of Towers, Perrin, Forster and Crosby,
a nationwide employee benefit and actuarial consulting firm. I appear this
morning on behalf of the U.S. Chamber of Commerce where 1 am preseantly a
member of the Employee Benefits Cowmittee. I am pleased to have the

opportunity to present the U.S. Chamber's recommendations on Social Securtiy.
SUMMARY

The Chamber of Commerce of the United States commends the National
Commigsion on Social Security Reform for its conclusion that the fundamental
structure of the Social Security system must be retained; for its diligeat,
bipartisan efforts in clarifying, and offering proposals to solve, urgent
short-term Social Security financing problems; and for the constructive
contribution it has wade in placing these issues before the Congress and the
public.

The Commissi&n, however, scknowledged that its proposals do not entirely
solve the long-term problems in the system; those should be addressed so that
younger workers can have confidence in Social Security and our government's
commitment to this important program. For the near-term, further refinewments
can be made to assure that deficiencies are fully corrected and that emergency
action is not again necessary in a few years. Most importantly, the burdens
of the corrections must be shared equitably by employees, employers and
retirees ~~ an elewent missing from the Commission's compromise.

Among the changes that Congress should carefully consider are:

. further expanding the coverage of government employees toward a goal of
full universal coverage -
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e structural adjustments of COLA formulas
e gradual increase in the normal retirement age
® an adjustment of the rate by which benefits replace wages in the
long term
e avoiding reliance on increased payroll taxes or general revenue
_ financing.
Details of the U.S. Chamber's recommendations are on page 16 of this
statement.
American citizens need to have their government solve the massive
financial problems of Social Security in a manner which guarantees this vital

system will continue to function in the future with fairness and integrity.
BACKGROUND

Social Security is this nation's ;ost important domestic program,
touching the lives of nearly every U.S. citizen. One in seven Americans dravs
a benefit while almost fifty percent of the populace pays Social Security
taxes. ’

Among private sector employers, about 98 percent participate in the
program through payment of payroll taxes and most construct their retirement
and disability benefits around Social Security. The business community has no
interest in dismantling Social Security.

Nonetheless, we do recognize that, in the last decade, Social Security
has been considerably expanded while other benefit programs have been reduced
as a result. We believe the time has come to end that expansion and rely wore
on private efforts. We are dismayed to see that the National Commission's

report offers no help in this regard.

THE PROBLEM
The intense publicity the financial difficulties of Social Security has
received over the past two years has put the question squarely before the
public: Can we afford the Social Security system we have created? A careful
examination of the financial projections for Social Security in the
short-term, long-term and in the area of Medicare financing clearly indicates

that we cannot.
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In the near term, the nation is now aware of the fact that, unless

action is taken, the Old-Age and Survivors lnsurance Fund (OASI}, the largest

of the three payroll tax financed Social Security Trust Funds, will be unable

to make timely retirement and survivor benefit payments beginning in July of

this y

been t

ear.

For the past several years, OASI has been spending far more than it has

aking in.

We estimate it is currently, outspending revenues by $17,000

a minute. During this time the program hss had to rely on reserves built up

over a périod of years to meet its wonthly benefit obligations.

(See Table 1)

(in billions)
TABLE 1

OLD-AGE AND SURVIVORS INSURANCE TRUST FUND 1977-1981
YEAR INCOME EXPENDITURES NET INCOME*
1977 $72.4 ~$75.3 $-2.9
1978 78.1 83.1 -5.0
1979 90.3 93.1 -2.8
1980 105.8 107.7 -1.9
1981 125.4 126.7 -1.3

Source: Social Security Administration

* The shortages are met by drawing down Trust Fund reserves

The past several years have been hard on the Social Security
the projections for the next decade are no better. (See Table 2)

TABLE 2

program and

COMPARISON OF INCOME (EXCLUDING INTEREST) AND OUTGO

(in

billions)

Alternative LIl Estimate

OASL DI
0ASDI,
Calendar Net Net Net

Year Income Qutgo Income Income  Qutgo Income Incoune
1982 $124.9 141.9  §$-17.1 §22.2 $18.1 § +4.1 $-13.0
1983 134.5 157.7 -23.2 24.3  13.1 +5.2 $-18.0
1984 147.3 177.2 -29.9 26.6 20.3 46.3 -23.6
1985 170.1 199.8 -29.7 33.9  22.2  +11.7 -18.0
1986 188.8 224.0 -35.2 37.8  24.3 +13.5 -21.7
1987 208.3  250.2 -41.9 41.8 26.5 +15.3 -26.6
1988 229.5 2717.7 ~48.2 46.0 28.9 +17.1 -31.1
1989 252.0 306.8 ~54.8 50.5 31.6 +18.9 -35.9
1990 294.6  337.5 -42.9 63.4 34.4 +29.0 -13.9

Source: - National Commission on Social Security Reform
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Compounding the problems, long-term projection; sre even worse.
Although estimates vary, all agree that benefits, as now structured, will
exceed payroll tax collections over the next 75 years. The 1982 Trustees
Report estimates that the combined average deficit for the OJd Age and
Disability Insurance trust funds may average 1.821 of payroll. In other
words, the average payroll tax rate would have to be 1.82% more than is now
scheduled by law. (See Table 3) That rate increase equals about $1.6
trillion in additional revenues needed to fund the program in the future.

TABLE 3

SOCIAL SECURITY BOARD OF TRUSTEES
ESTIMATES OF OASD1 DEFICITS

AVERAGE SCHEDULED AVERAGE ESTIMATED

TAX RATES* EXPENDITURES* DIFFERENCE
25 Year Estimate 12,01 11.37 + .64
50 Year Estimate 12.40 14.08 -1.68
75 Year Estimate 12.40 16.81 -4.41
75 Year average -1.82

Source: 1982 Trustees Report

* Excludes Medicare tax and Medicare expenditures.

These estimates do not, however, fully represent the funding problems of
the Social Security program because they exclude the tremendous funding
problems ahead for the Medicare program -- the third of the three payroll tax
financed Social Security trust funds. These problems may being as early as
1987.

As the aduinistrators of that program warned Congress in their 1982
Trustees Report:

Although the Hospital Insurance Trust Fund is not in
immediate danger of being unable to provide benefits which
becode payable, the present financing schedule is mot
adequate to ensure the payment of benefits even through the
remainder of this decade. Disbursements exceed income in
the near future leading to complete exhaustion of the fund
in the latter half of the 1980's. The interfund loan to
the Old-Age and Survivors Insurance Trust Fund will not be
repaid in time to delay the time of exhaustion of the
Hospital Insurance Trust Fund, thus further weakening the
financial status of that Fund. In order to bring the
hospital insurance program into close actuarial balance,
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either disbursements of the program will have to be reduced
or financing increased by more than one-third.

That report goes on to warn that, averaged over the next
twenty-five years, Medicare expenditures could exceed income by
3.73 percent of taxable payroll. (See Table 4)

TABLE &

ACTUARIAL BALANCE OF THE HOSPITAL INSURANCE PROGRAM,
UNDER ALTERNATIVE SETS OF ASSUMPTIONS

(Average for the 25-year period 1982-2006, expressed as a percent of taxable
payroil.)

Alternative
T II-A 11-B 1L

Average contribution rate, scheduled

under present law 2.86X 2.86% 2.86% 2.86%
Average cost of the program, for

expenditures and for trust fund

maintenance 3.72 4.49 4.93 6.59
Actuarial balance -0.86 -1.63 -2.07 -3.73

Source: Hospital lnsurance Trustees Report

In the longer-term (over the next seventy-five years) the funding
shortfalls for Medicare get worse. Estimates vary about the geverity of the
long-term funding problems but all agree that very serious deficits will occur
soon and will continue to grow in severity, year-by-year, unless action is

taken.
SOLUTIONS

There are only two ways to solve the deficit problems of Social
Security. We can either fund those deficits by raising revenues or identity
the reasons why program costs have been exceeding revenues and take
appropriate action to reduce those costs.

There are three ways to raise Social Security revenues: increase the
payroll tax, find alternative sources of revenues, or increase the tax base by
adding more taxpayers.

Raising Payroll Taxes 1In 1977, Congress attempted to solve the funding

problems of Social Security by enacting what was, at that time, the largest
peacetime tax increase in U.S. history. Those increases, much of which have

yet to be paid, have not solved the funding problem.
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Social Security taxes have increased so rapidly that further increases
risk public resentment against the program itself.

In the first fifteen years of the program, the maximum tax increased by
an average of only $§1 a year, from $30 to $45 a yesr. Ten years later, in
1960, the maximum tax had tripled, Over the next 10 years, it almost tripled
again. But in the last 10 years, the maximum grew sixfold and will continue
this steady climb until all of the increases passed in 13977 have taken
effect. That occurs in 1990 when the tax rate will rise to 15.3 percent of
taxable payroll with the employer and the employee sharing equally in that
burden. (See Table 5)

TABLE 5

PAST AND FUTURE TAX RATES AND TAXABLE EARNINGS BASES FOR EMPLOYER AND
EMPLOYEE COMBINED. R

TAXABLE
EARNINGS CASDHI MAXIMUM TAX
YEAR BASE TAX RATE (EMPLOYER/EMPLOYEE EACH)
1940 $ 3,000 2.0% $ 30.00
1945 3,000 2.0 30.00
1950 3,000 3.0 45.00
1955 4,200 4.0 84.00
1960 4,800 6.0 144.00
1965 4,800 7.25 174 .00
1970 7,800 9.6 374 .40
.- 1975 14,100 11.7 824.85
1980 25,900 12.26 1587.67
1985 40,500 (A) 14.1 2855.25 (A)
1990 57,000 (A) 15.3 4360.50 (A}

(A) Based on intermediate (II-B) assumptions of the 1982 Trustees Report.

Source: Social Security Administration

In addition to the scheduled rate increases, the maximum amount of
earnings taxable 1e indexed to increases in average earnings for all employees
nationwide. In other words, more earnings are subject to Social Security
taxes every year. By 1990, the maximum tax for an individual employee may
well be over $4,300, plus & matching contribution by the employer.

This rapid escalation of payroll taxes has had a devastating impact on
small business and individual workcrs. Between 1950 and 1980, the Social
Security tax paid by the average worker increased over 2,000 while that same
worker's wages increased only 490%. Moreover, today many workers pay more in

Sozial Security taxes than they do in federal income taxes.
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Social Security taxes are creating havoc for business too, especially
small business. Not only has business been subject to the same rate of
increase in ply}oll taxes as individuals, but tax depoeit requirements have
been speeded up to require employers to make Social Security tax deposits
within three days of the date wages are paid. This speedup of deposits, in
conjunction with the incressed amount of payroll taxes, has severely affected
the cash flow of many small businesses. For large employers, the problem is
amplified by the large sums of capital tied up in payroll deposits.

Using General Reveiues Another option to alleviate the Social Security

shortfasll is to de-emphasize the system's self-supported financing.

Congress could supplement Social Security Revenues through general
revenue loans, direct subsidies or other, less direct, methods. This option,
while politically less painful than raising taxes, would not be in the best
interests of Social Security or the nation.

Many arguments can be made against funding the system with general
‘revenues. Foremost is the contention that most workers perceive their
benefits as a right earned by their payroll tax contridbutions. They do not
regard Social Security as welfare, which accounts for the great popularity of
the system. Large government contribtutions would weaken this perception and
the system's acceptability.

General revenue financing would also compromise the '"fiscal brake'" that
is inherent in a self-supporting program. The present financing mechanism
provides a close rie between benefit liberalizations and additional taxes to
pay for them. General revenue financing would destroy this restraining
feature and increase the tendency to overextend Social Security by enacting
unrealistic new benefits.

Compounding this overexpansion would be the tendency to "means-test'
benefits, that is, to use the Social Security program to aid the elderly poor,
disabled and survivors by providing for much greater skewing of benefits than
now exists. This too, would destroy the earned-right concept of Social
Security.

Moreover, these questions must be asked: With recent deficits at record
levels, what general revenues would be used? Would higher deficits slow
econowic growth? And would slower growth mean less payroll tax revenue for
Social Security? Therefore, does not dependence on general revenues worsen

the problem?
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Universal Coverage Yet another way to increase revenues is to find more
taxpayers. Mandating coverage of all federal employees and those state and
local government and non-profit organrizsetion employees not now participating
in Social Security appears to be a logical choice. This addition would
provide significant revenues to the trust funds at & time when they are
desperately needed to avoid insolvency. It would also be beneficial in the
long term. Moreover, it would end the resentment now felt by workers who see
an elite minority of the population not fully aiding in the support of the
nation's elderly, widowed, orphaned and disabled through the Social Security
program.

Ninety percent of the American workforce is covered by Social Security,
but about 7,000,000 workers, mostly federal, state and local government
employees, are not. Nonetheless, about 80% of these uncovered employees do
qualify for Social Security benefits as a result of working in covered
employment at some time in their career or qualifying as a dependent. As a
trule, such employees obtain benefits which are about two-thirds of the awmount
they would have earned if their full career had been in coverea employment.
Yet, on the sverage, they pay less than one-third of what career-long covered
employees pay into the program. This windfall can not be justified.

1f mandatory universal coverage were effective January 1984, over $100
billion in additional revenues could be expected by 1989, That sum would not
be raised by raiding the retirement trust funds for federal, state and local
government employees. Those funds belong to these employees and must be used
exclusively to pay promised pensions to both present and future
beneticiaries. WNo one not proposes using those funds for Social Security.
What is proposed, however, is that all working Americans have Social Security
as their base line pension. Employer-provided pensions, where available,
should be supplemental to, and integrated with, Social Security just as they
are now by the msjority of private and public sector pensions.

The only other option available to Congress is to reduce future Social
Security costs. The current Social Security program is much more expansive
than its architects ever inteaded,

The system was originally designed to do nothing more than provide a
base layer of protection for the elderly. In fact, when President Franklin
Roosevelt signed the Social Security Act into law on August 14, 1935, he
stated:
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Today a hope of many yesrs standing is in large part

fulfilled...we have tried to frame a law that will give some

measure of protectiou to the average citizen and to his family

against poverty ridden old age.

However, the program has developed into one far from that original
concept. The great prosperity of the 19508 and 1960s led to surpluses it the
Social Security trust funds and Congress expanded and liberalized the

program. (See Table 6)

TABLE 6

MAJOR EXPANSIONS OF SOCIAL SECURITY

1939: Spouse and survivor benefits.

1952: Benefits increased by 13 percent.

1956: Disability insurance benefits; early retirement benefits for women.
1958: Dependent benefits for disabled workers.

1960: Disability insurance eligibility liberalized.

1961: Early retirement benefits for men

1965: Medicare benefits; benefits increased by 7 percent.
1968: Benefits increased by 13 percent.

1970: Benefits increased by 15 perceat.

1971: Benefits increased by 10 percent.

1972: Benefits incressed by 20 percent; sutomatic cost of

living adjustments to benefits and benefit formula.

Insufficient consideration was given to the future funding of those
liberalizations. 1In six of the last seven years, Social Security's costs have
exceeded revenues. In 1950, the program provided benefits for 3.5 million
people at a cost of one billion dollars, representing 2.5 percent of all
federal expenditures. This year, over 36 million Americany will receive
benefits, amounting to about $200 billion, equal to 25 percent of the federal
budget. By 1986, benefits are expected to exceed $300 bdbillion annuaily. (See
Table 7)
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TABLE 7

OASDHI TRUST FUND GROWEH 1950-1983

- Number of Percent of Total

YEAR INCOMEA) oUTGOA) BeneficiariesB) Federal Expenditures
1950 2.9 1 3.5 2.5

1955 6.2 5.1 8.0 7.5

1960 12.4 11.8 14.8 12.7

1965 17.9 19.2 20.9 15.5

1970 43.0 38.2 26.2 18.7

1975 80.6 80.5 324 22.6

1980 145.8 148.6 35.6 26.7

1983 206.6C) 216.3C) ’~==-D) 26.1E)

A) in billions

B) in millions

C) Estimate based on alternative II-B assumptions.

D) Figure for 1983 not available. Figure for 1982 was over 36 million.
E) Estimate based upon national income account projection.

Social Security's rate of growth can be measured further by noting that
program costs, in recent years, have been almost doubling eyery five years --
from $38 billion in 1970, to $80 billion in 1975, and to $148 billion in 1980,
and an estimsted $275 billion in 1985.

This great rise in the cost of Social Security is not caused simply by
more people collecting benefits. The benefit levels have risen dramatically
also. This rise can be weasured by noting the wage replacement rate for
Social Security. (i.e., the ratio between Social Security benefits and
pre-retirement wages). Through the early years of the program and up until
1970, the wage replacement rate for the average worker om retirement was
between 30 and 34 percent. During the 1970's that rate begdn to rise sharply
until 1981 when that same average worker could expect a pretax wage

replacement of about 55 percent. (See TABLE 8)
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TABLE 8

SOCIAL SECURITY WAGE REPLACEMENT RATE 1955-1981

YEAR Low Income Workers Average lncome Workers Maximum Income Worker
1955 49.6 34.6 32.8
1960 45.0 33.3 29.7
1965 40.0 3l.e 32.9
1970 42.7 34.3 29.2
1975 5%.5 42.3 30.1
1980 64.0 51.1 32.5
1981 68.5 54.7 33.4

The 1977 Social Security Amendments moderated this rate substantially.
Those rates are still, however, well above their historical levels.
It has become obvious that, if this trend continues, Americans no longer

will be able to afford Social Security.
THE NATIONAL COMMISSION'S RECOMMENDATIONS

On December 16, 1981 President Resgan announced the appointment of the
National Commission on Social Security Reform. The goal of the Commission was
"to work with the President and the Congress to reach two specific goals:
propose realistic, long~term reforms to put Social Security back on a sound
financial footing; and forge a working bipartisan coasensus so that the
necessary reforms will be passed into law.” .

On January 15, 1983, the bipartisan Commission issued its
recommendations. Those recommendations would attewpt to solve the funding
problem of the Old-Aged and Survivors Insurance (OASI) and the Disability
Insurance (DI) Trust Funds through a combination of program reforms. The
Commission decided not to address the Medicare funding problems- but instead to
leave its resolution to the 1982 Advisory Council on Socisl Security, which is
expected to issue its report by July 1, 1983. The Commission recommended
changes in the areas of expanding coverage, modifying benefit growth and
increasing taxes. The Commission's recommendations follow:

Financial Status

e For the short-term (1983-89), $150-200 billion in either additional

income or in decreased outgo (or a combination of both) should be

provided for the OASDI Trust Funds.
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Benefits

Taxes
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For the long-term, an actuarial imbalance for the 75-year valuation
period averaging 1.80% of taxable psyroll exists for OASDI.

As of 1/1/84, cover all non-profit employees.

As of 1/1/84, cover newly hired federal employees.

Ban withdrawal by state and local governments now under the system.
Eliminate "windfall" benefits for persons with pensions from
non-covered employment, effective for those first eligible to retire
after 1983.

Delay the automatic increase in benefits (COLA) for six months
(January instead of July) and make all future increases payable on a
calendar year basis.

Beginning in 1988, stabilize the program by providing that when
trust fund reserves fall below 20X of annual outgo, the
cost-of-living adjustment (COLA) would be calculated by using the
lesser of average wage increases or the Consumer Price Index
increases until reserves return to 20%. When reserves reach 32%
additional benefits would be paid waking up for any previous
paywents that were less than CPI.

Various proposals designed to lessen the perceived inequities in the

treatment of women under Social Security.

Increase the tax rate for the years 1984, 1988 and 1989 by advancing
scheduled tax rate increases as follows:

Year Present Law Proposed
1983 [ 3523 6.7%
1984 6.7 7.0
1985 7.05 7.05
1986 7.15 7.15
1987 7.15 7.15
1988-89 7.15 7.51
1990 7.65 7.65

. and after

Provide a refundable tax credit to employees for the year 1984 for

the part of the employee rate which has been increased.
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e Tax one-half of the Social Security benefit of beneficiaries with
adjusted gross incomes {excluding Social Security) above $20,000 if
single and $25,000 if married filing joint return. The proceeds
would be returned to Social Security.

. Make the self-employment tax rate (currently 75% of the combined
employer/employee rate) comparable to the full rate and allow a
business deduction (currently not allowed) for one~half of the total
tax.

e Apply Social Security taxes to salary reduction pension plans
qualified under Section 401(K) of the Internal Revenue Code.

Miscellaneous

o Reallocate tax rates between OASI and DI trust funds.

o Extend interfund barra;ing for 1983-87.

® Make lump-sum payment from the generael fund to the Social Security
trust funds for military wage credits and the value of uncashed
checks.

¢ Increase the delayed retirement credit (currently 3X) to 8% over the
period 1990-2010.

e Improve the investment procedures for Social Security trust funds.

e Add two public members to the Board of Trustees of the Social
Security Trust Fund.

® Remove Social Security from the unified federal budget.

e Study the feasibility of making the Social Security Administration a
geparate, independent agency.

The financial impact of all the Commission's recommendations sre shown

in Table 9.

In addition, the Commission recommended that a ''fail-safe' mechanism be
incorporated iato Social Security‘so that benefits could continue to be paid
on time despite unexpectedly adverse conditions which occur with little
notice. The Commission could not agree, however, on the form that fail-safe
mechanism.should take.- '

Furthermore, the Commission acknowledged that its recommendations did
not fully solve the long-term funding problems of OASDI. On the issue of
closing this gap, the Commission agreed to disagree. A majority stated that
the long-term funding gap' should be closed through raising the retirement age,

with a wminority advocating a future payroll tax increase.
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Table 9

SHORT-RANGE AND LONG-RANGE COST ANALYSIS OF OASDI PROPOSALS =
by the National Commission on Social Security Reform

Short-Term Long-Range
Savings, Savings
1983-89 (percentage
Proposal (billions) of payroll)
Cover nonprofit and new Federal employees&l +$20 +.30%
Prohibit withdrawal of State and local
government employees +3 --
Taxation of benefits for higher-income persons +30 +.60
Shift COLAs to calendar-year basis +40 +.27
El{minate windfall benefits for persons with
pensions from noncovered employment +.2 +.01
Continue benefits on remarriage for disabled
widow(er)s and for divorced widow(er)s -.1 -
Index deferred widow(er)'s benefits based on
wages (instead of CPI) -.2 -.05
Permit divorced aged spouse to receive benefits —
vhen husband is eligible to receive benefits -1 -.01
Increase benefit rate for disabled widow(er)s
aged 50~59 to 71%% of primary benefit -1 -.01
Revise tax-rate schedule +40 +.02
Revise tax basis for self-employed +18 +.19
Reallocate OASDI tax rate between OASI and DI - -
Allow inter-fund borrowing from HI by OASDI - --

Credit the OASDI Trust Funds, by a lump-sum

payment for cost of gratuitous military service

wage credits and past unnegotiated checks +18 -
Base automatic benefit increases on lower of CPI

or wage increases after 1987 if fund ratio is

under 20X, with catch-up if fund ratio

exceeds 32X - -—
Increase delayed retirement credit from 3% per

year to 8%, beginning in 1990 and reaching a/

8% in 2010 b/ - -.10%
Additicnal long-range changes— - +.58
Total Effect +168 +1.80
al This cost estimate assumes that retirement patterns would be only slightly

affected by this change. If this change does result in significant changes
in retirement behavior over time, the cost increase would be less (or possibly
even a small savings could result).

b/ Alternate methods for obtaining this long-range savings are presented in the
Additional Statements of the members (in Chapter 4).

c/ Includes effect of revised tax schedule.

NOTE: .See text for complete description of the proposals.
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U.S. CHAMBER APPRAISAL

Tne Commission's report presents the Congress with three options.
Congress can reject its recommendations, accept them without change, or
improve upon the Commission's recommendations.

There are several persuasive reasons why Congress should reject this
report's compromise solution, but one overriding reason why Congress should
accept it.

Firet and foremost, the bipartisan comprowmise is not a cooplete
solution, The Commission admits it does not resolve the long-rerm crisis nor
does it suggest how the Medicare crisis might be resolved. Now, there is some
evidence that the short-term crisis may not be corrected by the compromise
either., The American public wants Congress to make the hard choices required
to restore full solvency to Social Security.

Second, the compromise is tax heavy -- $111 billion over the next six
years — and these taxes will measurably slow economic recovery and growth.
Prior to the release of the Commission's report, the Chamber's Econowmic
Forecast Center projected the impact tax increases of this magnitude might
have on economic activity and unemployment. Depending upon the extent to
whicti the scheduled tax increases are accelerated, the result would be a gross
natioual product $18.3 billion to $112.6 billion lower and, more importantly,
increased unemployment of 600,000 to 2.2 million by 1990. Slower growth and
less employment will mean less revenues for Social Security. That is exactly
what occurred following the 1977 Social Security tax hike.

Third, the Commission's recommendations violate several principles on
which Social Security has relied since its inception over 40 years ago. Of
particular concern is the massive introduction of general revenue financing
and the taxation of benefits. General revenue financing undermines the fiscal
discipline so necessary to adequate funding of the program. It substitutes
I0U's for payroll taxes. Taxing benefits introduces a needs test and
underuines efforts to encourage supplemental retirement savings.

Finally, the Commission, after carefully documenting over-escalation of
benefits &8s a contridbuting cause of the current problems and demonstrating the
need to slow future escalation of benefits, fails to include correction of the

problem in its recommendations.

20-000 O—83——9
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The argument why Congress.ought to accept the compromise report include
the very important consideration that there is little time to construct

another solution that everyone could accept.
CHAMBER RECOMMENDATIONS

Faced with choosing between political realities and long held
principles, the Chamber urges the Congress to accept the Commission's
compromise as a necessary beginning for constructing a balanced and complete
solution to the financial ills confronting Social Security, and improve the

compromise as indicated below.

Short-term Improvements

To respond to the short-term financial crisis, the Chamber recommends
the following:

1. Strengthen the COLA delay, as well as stabilizer provisions, by
extending the delay to twelve months and, thereafter, initiate a COLA
formula of 60% of CPI.

This permanent change in the COLA formula would place Social
Security increases on parity with the past long-run average COLA yield
in the private sector and, therefore, create equity with private sector
practices. Moreover, this change would dramatically increase the
solvency of Social Security and significantly add to the level of public
confidence advocated by the Commission. The National Commission’s COLA
stabalizer (lesser of price or wage increases), even if adopted in 1983
instead of 1988 as planned, would save less than $4 billion between now .
and 1988 according to the National Commission's estimates. Sixty
percent of CPI would add $78 billion to the trust funds over that same
period based on Office of Management and Budget inflation forecasts.

“i.e Commission recognized the need for Congress to enact some
failsafe, or last resort, mechanism to assure the solvency of the Social
Security Trust Funds in case the combination of short-term reforms plus
stabilizers proved inadequate. The COLA change we advocate would
greatly reduce the likelihood that a failsafe would ever be necessary.
The Chamber supports the objective of a failsafe, but would oppose the

use of general revenues, even on 8 temporary basis, for this purpose.
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We expressly caution agsinst over-reliance on payroll taxes as &
solution to the finsncial problems facing Social Security. Increasing

payroll taxes will slow economic recovery, increase unemployment and

affect the financial capacity of business, particularly small firms,

Cover all federal, state and local government employees, not put new
federal employees or recommended by the Commission, with full universal
cover;ze as the goal.

All pudlic opinion polls clearly show that the nation demands that
all vorkers participate in the Social Security progrem. Congress ashould
heed this demand and expand upon the recommendations of the National
Commission. It is inequitable to the vast majority of working
individuals that an elite minority is eacmpt from fully aiding in the
support of the nation's elderly, disabled, widowed and ;rphnned that is
provided by Social Security.

Current arguments used by those opposed to universal coverage should
not be allowed to cloud this clearly necessary change. Social Security
pnrticipe;ion would not bankrupt government pension programs and, in
fact, would be beneficial to most of those in government service.

Social Security would supply those workers with a portability of
retirement credits oot currently available to them. 1n addition, Social
Security would, in many cases, supply better disability and survivor
benefits. It must be remembered, when considering the arguments of
those opposed to universal coverage, that are estimated one-half of all
those entering government service do not stay long eanough to vest in
government pension programs. These people would be greatly aided by
universal coverage.

Benefits should not be subject to income taxation. This would be
consistent with the Commission's recommendation that Social Security
benefits continue to be available without regard to financial need.
Taxing benefits would add a "needs test" to Social Security. That is,
benefit levels would be determined by financial status rather than as an
earned .right. This would be a major change in the basic concept on
which Social Security was founded.

Dedicating income tax revenucs to Social Security is in reality
general revenue financing of the program. No other social insurance

program has income tax revenues earmarked for allocation to that
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program. When unemployment insurance benefits are taxed, the proceeds
do not go back iuto the unemployment insurance trust funds, unor do taxes
on Civil Service Retirement, Military Retirement or private pensions.

In addition, taxing Social Security benefits would be inequitable
because it would discriminate against those who have taken the
responsibility of providing for their own retirement. It would, in
effect, be a dieincentive for individuals to establish IRA's or other
pension arrangements and lead to more dependency on Social Security.

The revenues associated with this provision should be more equitably
recovered through appropriate revisions of the COLA provisions and
expanded coverage of federal, state and local government eamployees.

4, Delete general revenue financing, it would undermine the structural
discipline of the Social Security program. The 1984 tax credit for the
accelerated portion of the payroll tax would not contribute to the
financial solution of Social Security's problems, but it would increase
the federal deficit,

Long-term Improvements

To complete the solution of the long-term financial imbalance of Social
Security's trust funds, the Chamber supports the recommendation of the
majority of the Commission's members to gradually increase the normsl
retirement age.

The life expectancy of Americans is not atatic, but continues to
increase. Thus, the retirement age should be thought of as an evolving,
rather than a static concept. Those aged 65 today are probably at least as
healthy, on the average, as thos; aged 62 some years ago. Persons aged 68
some years hence may well be as robust as those aged 65 today. Iwmprovements
in public health, nutrition, and medical care all play a part in this
increasing longevity. Not long ago, this fact was recognized by Congress with
the increase, in general, of the mandatory retirement age of 70.

In addition, there have beea startling demographic changes in the
American workforce since 1935. At that time, we had about 16 workers for
every retiree. Today there are about three workers for every retiree and when
the post World War II baby crop reaches retirement age, that ratio will be

down to two to one. These changes have had a dramatic effect on the Social
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Security program and make it essential to pave the way now for & higher normal
retirement age under Social Security in the future.

In addition, we recoumend a moderation of future replscement rates,
Several proposals were studied by the National Commission to accomplish this
goal. These reduciions can and should be phased-in so that no curreant
beneficiary or those about to retire would be affected.

MEDICARE
The Commission has chosen not to deal specifically with the serious
"financial imbalance that will affect the Medicare Hospital Insurance Trust
Fund beginning in the 1990's. 1Iastead, the Social Security Advisory Council
will address this problem. Congress should acknowledge the problem and press
on to complete the solution to the total problem of the combined Social
. Security Trust Funds as promptly as possible.

CONCLUSION

Social Security reform is urgently needed. Congress must act in the
next several months, The National Commission has placed the issues before the
public. We urge Congress to refine the National Commission package of
recommendations with the improvements we have suggested so that the solvency
of the Social Security system will be assured and public confidence in the
system will be restored.
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STATEMENT OF GRACE ELLEN RICE, ASSISTANT DIRECTOR, NA-
TIONAL AFFAIRS DIVISION, AMERICAN FARM BUREAU FEDER-
" ATION, WASHINGTON, D.C.

The CHAIRMAN. Grace.

Ms. Rice. Mr. Chairman, Farm Bureau is the Nation’s largest
general farm organization. We represent farmers throughout the
country, who produce virtually every commodity grown on a com-
mercial basis in this Nation. Our members participate in a compre-
hensive policy development process at the county, State, and na-
tional levels. In January of this year, Farnr Bureau members
adopted a_policy on social security, part of which I would like to
highlight now.

We support a freeze in social security benefits until Congress
makes basic reforms in the social security program. We prefer sta-
bilizing benefits rather than increasing social security taxes. Bene-
fits must be based upon an employee’s contributions to the system.
Any adjustment in social security benefits should be based on a
percentage of the annual decrease or increase in average wages.

We oppose any proposal to finance social security retirement
income benefits out of general revenues. We urge that all employ-
ees, both in the private and public sector, be included in the social
security program. We recognize each individual’s right to partici-
pate in pension plans in addition to social security. And we urge
Congress to separate the income supplement benefits in the social

-security program from the medical benefits, Medical program bene-
fits should be separated from retirement benefits and funded with
general revenues.

Social security financing is one of the top legislative priorities for
Farm Bureau in 1983. The financial consequences of the report of
the National Commission to Farmers as self-employed business
people cannot be over-emphasized, nor can the long-term effect of
the Commission’s failure to address the growth of social security
benefits. Just as Farm Bureau seeks a balanced budget through re-
duced Federal spending rather than tax increases, we seek social
security solvency through stabilized benefits rather than increased
payroll taxes. !

Some of the Commission’s recommendations are supported by
Farm Bureau policy. We commend actions to include nonprofit em-
ployees and new Federal employees within the program. We com-
mend efforts to eliminate double dipping and to delay the cost of
living adjustment for 6 months. But we don’t believe that these
points are enough. They cannot counterbalance the overwhelming
weight of the report that works against the interests of farmers
both as self-employed people and as employers.

I would like to highlight briefly the effect of the Commission rec-
ommendations on farmers as self-employed individuals, as employ-
ers and as beneficiaries.

Farmers constitute a significant percentage of self-employed
people—14 percent. In 1978, which are the most recent figures we
had, there were 1.1 million farmers out of a total of approximately
7.6 million self-employed people. The proposed OASDI tax rate for
the self-employed, 100 percent of the com\bined employer-smployee



129

rate, will further reduce the net income of these farmers at a time
when farmers already have severely low farm income.

If the acceleration of currently scheduled increases occurs in con-
junction with the new combined rates is adopted, we have calculat-
ed that farmers would be faced with—or I should say self-employed
people in general would be faced with an increase of approximately
30 percent in the OASDI rate.

Although an income tax deduction of one-half of the tax liability
would become available to offset income, it is of little benefit to
self-employed farmers who are in low tax brackets and who have
little farm income.

Farmers are employers as well as being self-employed. Farmers
employ approximately 2 million farmworkers. And when one con-
siders that a farmer must pay his or her own self-employment tax,
plus the employer’s share for laborers, the effect of increased social
security taxes becomes apparent. Farmers will be reluctant to hire
new farmworkers and the local and national agricultural econo-
mies will continue to suffer. )

Farmers are social security beneficiaries. Farm Bureau member-
ship includes currently active farmers who are social security tax-
payers and retired farmers who are social security beneficiaries.
Although farmers now have access to retirement tools such as
IRA’s and Keogh plans, social security is an important pension
plan for many retired farmers. This fact underscores Farm Bu-
reau’s commitment to an actuarially sound system that can be
achieved only through stabilized benefits and realistic payroll tax
structures. -

Perhaps the most significant shortcoming we believe of the Com-
mission report is its failure to adequately address necessary
changes in the benefit structure of the system. We believe that the
bulk of funding in the short term comes disproportionately through
tax increases rather than reductions in the growth of benefits.

This past August our board adopted a program which we termed
“freeze and fix.” Under this program, COLA’s for all Federal pro-
grams would be frozen for a 3-year period during which time Con-
gress would be able to take a look at all the entitlement programs
and make basic changes in the structures. For instance, in the
social security program we would recommend indexing COLA’s to
%hfl increase or decrease in wages rather than the Consumer Price

ndex.

In conclusion, we would ask the Senate Finance Committee to
consider three changes to any legislative embodiment of the Com-
mission report.

We would ask that the committee maintain the current differen-
tial for self-employment taxes, prevent the acceleration of current-
ly scheduled rate increases, and freeze COLA’s in the social secu-
rity system for 3 years, and readjust the benefit structure.

Thank you.

The CHAIRMAN. Thank you very much.

[The prepared statement of Ms. Rice follows:]
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STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION
TO T SUBCOMMITTEE ON SOCIAL SECURITY
SENATE FINANCE COMM TEE
REGARDING SOCIAL SECURITY FINANCING

Presented by
Grace Ellen Rice, Assistant Director, National Affairs Division

February 22, 1983

-~ Summary of Farm Bureau's Comments and Recommendations =--

The recommendations of the National Commission on Social Security
Reform place a disproportionate share of financing the Social Security
system shortfall on taxpayers, particularly self-employed individuals
such as farmers. .

Farmers will be confronted with increased taxes on two fronts.
First, they will be faced with a new self-employment tax rate
consisting of 100 percent of the combined employer-employee rate.
Second, the acceleration in currently scheduled increases will mean
higher employer contributions for farm employees.

Another major flaw in the National Commission's report is its
failure to address the growth rate in Social Security benefits.
Benefits cannot continue to increase at a rate faster than the growth
of taxpayers' wages.

As the Senate Finance Committee examines the National
Commission's report for inclusion in a legislative Ppackage, we urge
the Committee to:

1. Maintain the current differential for self-employment taxes;

2. Prevent the acceleration of currently scheduled rate
increases;

3. Freeze the COLAs in the Social Security system for three
years during which time Congress would make basic reforms
such as linking COLAs to a percentage of the annual decrease
or increase in average wages.
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STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION
TO THE SUBCOMMITTEE ON SOCIAL SECURITY
SENATE FINANCE COMMITTEE
REGARDING SOCIAL SECURITY FINANCING

‘ Presented by
Grace.Ellen Rice, Assistant Director, National Affairs Division

February 22, 1983

The American Farm Bureau Federation is the nation's largest
general farm organization. Farm Bureau is organized in over 2800
counties and represents farmers who produce virtually every commodity
grown on a commercial basis in this country. Farm Bureau members, who
now number over three million member families in 48 states and Puerto
Rico, participate in a comprehensive policy development program at the
county, state, and national levels.

At the 64th annual meeting of the American Farm Bureau Federation
held last month in Dallas, Texas, voting delegates of the member State
Farm Bureaus adopted the following policy on Social Security:

Social Security

The Social Security system is actuarially unsound.
We support a freeze in Social Security benefits until
Congress makes basic reforms in the Soclal Security
program. We prefer stabilizing benefits rather than an
increase in Social Security taxes. Benefits must be
based upon an employee's contributions to the system.

Any adjustment in Social Security benefits should be
based on a percentage of the annual decrease or increase
in average wages. We oppose any proposal to finance
Social Security retirement income benefits out of general
revenues or to exempt low income taxpayers from paying
Social Security taxes because of the level of their
incomes.

We oppose the earned income restriction for those on
Social Security.

We recommend that employers and employees continue
to share equally in the payment of Social Security taxes.
We support the continuation of the separate deduotion of
FICA (Social Security) taxes to make them clearly iden-
tifiable. )

- We urge that all employees, both in the private and
public sector, be lncluded in the Social Security
rogram. We recognize each individual's right to par-
gic pate in pension plans in addition to Social Security.
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We urge Congress to separate the income supplement
benefits in the Social Security program from the medical
benefits. Medical program benefits should be separated
from retirement benefits and funded with general
revenues.

. We recommend that the accumulated wage level of farm
workers for Social Security deductlons be increased from
$150 to $1,000, and that the minimum days worked require-~
ment be increased to 40 days. The accumulated income
level should be indexed to all future increases in the
federal minimum wage. We recommend that full-time stu-
dents 17 years old and younger be exempted from Social
Security withholding.

We oppose the payment of Social Security benefits to
all convicted criminals who are serving sentences in
federal and state institutions. We oppose Social
Security payments to alien workers who reside outside the
United States or its territories, but support U.S. citi-
zens receiving payments wherever they live.

We urge correction of the inequity in the method of
determining earnings of self-employed persons subject to
Social Security taxes when substantial portions of these
earnings are related to a return on their investment in
business property. A rent equivalent should be made on
allowable deduction from earnings for. this purpose.

We oppose placing an fmputed value on the
wor ¢/services of the housewife,and requiring the husband
to pay Social Security taxes on that imputed value.

Social Security financing reform is among eleven issues approved
by the American Farm Bureau Federation's Board of Directors as Farm
Bureau's top legislative and regulatory priorities in 1983. The
financial consequences of the report of the National Commission on
Social Security Reform to farmers as self-employed business people
cannot be over-emphasized, nor can the long-term effect of the -
Commission's failure to address the growth of Social Security
benefits. Just as Farm Bureau seeks "a balanced budget through reduced
federal spending, rather than tax increases, we seek Social Security
solvency through stabilized benefits rather than increased payroll

" taxes.

Some of the Commission's recommendations can be supported by Farm
Bureau policy. We commend actions to include non-profit employees and
new federal employees in the program. We commend efforts to eliminate
double-dipping and delay the Cost of Living Adjustment (COLA), but
these few good points are not enough. They cannot counterbalance the
overwhelming weight of the report that works against the interests of
farmers, both as self-employed individuals and as employers.
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FARMERS AS SELF-EMPLOYED BUSINESS PEOPLE

Farmers constitute a significant percentage of self-employed
individuals (14 percent). The most recent figures available to us
fron the Internal Revenue Service and the Social Security
Administration indicate that in 1978 there were 1.1 million farmers
eut of a total of approximately 7.6 million self-employed people. The
average annual net income of these farmers was $7,400. Another
300,000 farmers had both farm and non-farm self-employment income.

The proposed 0ld Age, Survivors', and Di{sability Insurance
(UASDI) tax rate for the self-employed (100 percent of the combined
employer-employée rate) will further reduce net income at a time when
farmers already have severely low farm incomes. For example, the
current tax rate for self-employed individuals is 8.05 percent or
approximately 75 percent of the combined employer-employee rate. If
the proposed combined employer-employee rate for the self-employed 1is

. enacted, the rate would rise to 10.8 percent in 1984. 1If the
acceleration of currently scheduled increases occurs in conjunction
with the new rate, self-employed people would be faced with a rate of
11.4 percent. This would represent a 40 percent increase in the 0ASDI
rate for the self-employed. Although an income tax deduction of one
half of the tax liability would become available to offset income, it
is-of little benefit to self-employed farmers who may have little farm
income. .

Even without the -new self-employment rate and the rate accelera-
tion, some self-employed individuals will find themselves paying
inoreased taxes in 1983 because the taxable wage base continues to
rise. The wage base increased from $32,400 in 1982 to $35,700 in
1983. This increase means that maximum taxes rose from $3029.40 to
$3337.95--an increase of $308.55 or ten percent,

ARMERS AS EMPLOYERS

—_—

Farmers are the employers of over 2 million farm workers.
According to U.S. Department of Agriculture statistics, in 1977,
350,000 farmers had a workforce of 2.4 million farm employees covered
under Social Securlt*. The average number of workers reported by an
employer was nine. hen one considers that a farmer must pay his/her
own self-employment tax and the employer's share for laborers, the
effect of increased Soclal Security taxes becomes apparent.

Although the proposed increase in the contribution rate for
employers and employees would accelerate "only" .3 percent in 1984, it
cunmulatively represents a large increase for farm. employers. In
addition, the Commission's recommendation to provide a refundable tax
credit to employees, but not emgloyers, to compensate for the
accelerated tax increases in 1984, destroys the parity that currently
exists between the employer-employee contributions. Farm Bureau
policy speaks directly to this recommendation by supporting equal
contributions. The denial of the credit to employers is not
equitable,
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FARMERS AS SOCIAL SECURITY BENEFICIARIES

Farm Bureau membership includes currently active farmers who are
Social Security taxpayers and retired farmers who are Social Security
beneficiaries. Although farmers now have access to retirement tools
such as Individual Retirement Accounts and Keogh Plans, Social
Security is an important pension plan for many retired farmers. This
fact underscores Farm Bureau's commitment to an actuarially sound
Social Security system that can be achieved only through stabilized
benefits and a realistic payroll tax structure.

BENEFIT GROWTH MUST BE ADDRESSED: "FREEZE AND FIX"

Perhaps the most significant shortcoming of the Commission report
is its failure to address necessary changes in the benefit structure
of the_Social Security system. The bulk of the funding in the short
term of 1983-1989 comes disproportionately through tax increases
rather than reductions in the growth of benefits.

The recommended six month COLA delay and the proposed plan to
link COLA's to the lower of the incresse in the Consumer Price Index
or wages in 1988 if the fund ratio falls below 20 percent are starting
points for the re-examination of the benefit structure. They,
however, fall far short of any meaningful reform-that could restore
solvency of the trust funds.

In August, 1982, the American Farm Bureau Federation Board of
Directors adopted a policy designed to get at the heart of benefit
growth in all federal entitlement programs. Known as "Freeze and
Fix", this plan calls for a three-year freeze in COLAs for all
federal programs, including Social Security. During the three-year
freeze period, Congress would have the responsibility to fix the flaws
in the benefit structures. Farm Bureau recommends reducing the growth
rate in entitlement programs by linking COLAs to the increase or
decrease in wages rather than prices. This type of modification would
promote a more equitable burden-sharing between beneficiaries and
taxpayers; and would allow for growth of benefits, but not at a rate
faster than the wages of taxpayers who must finance the Social
Security program. Benefits would not be cut but the growth rate
would be.

CONCLUSION

Recent news reports indicate that the Social Security shortfall
may be more severe than originally forecast by the National
Commission. Thus, it becomes more imperative and more timel{ for
Congress to rescue the system, not just from its financial difficulty,
but from the political environment that has paralyzed Congress in
recent years. Members of Congress were elected to make difficult
decisions and as voters we expect the responsible use of our resources
as taxpayers.
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Farm Bureau re-emphasizes its commitment to a-sound Social
Security system by recommending a freeze in benefits until Congress
makes basic reforms in the program. -In the.Jdnterim, we seek a reduced
benefit growth rate, not a benefit cut, for beneficiaries. Long term
reforms will require separating retirement from welfare functions and
re-establishing a reasonable benefit return compared to tax
contributions.

As Che Senate Finance Committee examines the National
Commission's report for inclision in a legislative package, we urge
the Committee to: .

1. Maintain the current differential for self-employment taxes;

2. Prevent the acceleration of currently scheduled rate
incresses;

3. Freeze the COLAs in the Social Security system for three
years during which time Congress would make basic reforms
such as linking COLAs to a percentage of the annual decrease
or i{ncrease in average wages.

Thank you for your careful consideration of Farm Bureau's
statement. )



136

STATEMENT OF WILLIAM DENNIS, DIRECTOR OF RESEARCH, NA-
TIONAL FEDERATION OF INDEPENDENT BUSINESS, WASHING-
TON, D.C.

The CHAIRMAN. Mr. Dennis.

Mr. DENNiS. Thank you, Mr. Chairman. I would ask that my
entire statement be inserted in the record.

The CHAIRMAN. All the statements will be made a part of the
record.

Mr. DENNis. Thank you.

[The prepared statement of Mr. Dennis follows:]
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\ ? ]; ‘ National Federation of
l Independent Business
STATEMENT OF

WILLIAM J. DENNIS, JR.

DIRECTOR OF RESEARCH
NATTONAL FEDERATION OF INDEPENDENT BUSINESS

Before: Senate Finance Committee
Subject: National Commission Recommendations and Related Measures
Date: February 23, 1983

Mr. Chairman, NFIB, on behalf of its more than 500,000 small and
independent member businesses, appreciates the opportunity to
present our views on some important problems of the Social Security
system and the recommendations provided by the National Commission

on Social Security Reform.

Small business has a vital interest in Social Security. This
interest is not only a function of the benefits small employers and
their employees hope to draw at some future date, but also of the
fact that a majority of small businesses now pay more in payroll
taxes (of which FICA is far and away the largest) than any other

form of taxation.

The National Commission Recommendations

While our subsequent copments on the Commission's
recommendations accentuate the negative, we think it important to

note at the outset that there are recommendations with which we
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concur. We have mentioned some of them in our remarks. Further, we
understand that the immediacy of the short-term problem limits the
alternatives available. However, the 'consensus package' of
recommendations produced by the National Commission lacks policy
consistency. Parts don't hang together; various elemente are
contradictory; mirrors sometime appear to be used; and the package
almost completely ignores inter and intragenerational equity

problems.

The best example of these liabilities can be found in a single
provision--the texation of benefits. That part of the package makes
one-half of Social Security retirement benefits taxable if an
individual has $20,000 or more of other income ($25,000 or more for
a couple). The amount of revenues generated from this new tax
l11ability are then returned to the OASDI fund rather than to general

revenues of the Treasury as would normally be the case.

While taxation of benefits has less parochial interest for small
business than other portions of the package, it has been less than
two years since a major expansion in the attractiveness of
Individual Retirement Accounts (IRAs). The policy objectives behind
IRA expansion were: 1) to encourage mére people to save greater
ampounts for retirement; and 2) to increase the national savings
rate. Those were bona fide objectives, and the results seem to

indicate that the IRA vehicle for achieving those objectives has
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been successful. However, taxation of benefits as proposed by the
Commission runs contrary to that policy. Instead of encouraging
people to save for-retirement, the recommendation discourages
them--at least from saving too much. So, what is the Federal policy
toward saving for retirement? 1Is it the one whigp enjoyed
bipartisan support in 1981 and gradually filtered into both major
versions of the tax bill, or is it the one which now allegedly

enjoys bipartisan support in the consensus packege?

The rationale for this change is that current beneficiaries
receive a large windfall (social transfers); these windfalls are not
needed by the relatively wealthy elderly, runs the argument, and
taxing benefits allows the Treasury to recover some of the money.

It is, of course, clear that there are enormous windfalls being
granted current beneficiaries. While one must wonder why such a
circuitous and inefficient means of eliminating social subsidies to
relatively wealthy retirees has been recommended, it must bé
epphasized that future generations of retirees not only will never
receive windfalls; they are also guaranteed & negative return on
their Social Security investment. Further, since the $20,000 and
$25,000 figures are not indexed, the practical effect is to have the
real dollar figure creep lower and lower precisely as windfalls are

drying up and negative returns are becoming the order of the day.

Finally, s general revenue is a general revenue is a general

revenue--no matter what the Commission calls it. Funneling the new

20-000 O—83—10
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receipts resulting from benefit taxation into the OASDI is
employment of general revenues any way you cut it. 1It's not that
NFIB 1is opposed to general revenues. We are not, and under
particular conditions we favor them. Our questions stem from the
fact that general revenues are being brought in through the "back
door' without consideration of alternative revenue sources, the

eventual gize of the general revenue component, etc., etc.

While the tenor of the recommendations is questionable,
specifics are as well. The most important of these for small
business is the $40 billfon in new payroll taxes (almost $60 billion
with SECA).

Our entire system of Federal taxation 18 gradually shifting
toward a head tax on labor. Approximately one-third of all Federal
revenues collected (excluding borrowing) now orlginntes from the
payroll tax in contrast to less than 15% just 25 years ago. Between
1970 and 1990, there has been or is currently scheduled in law ¢
FICA rate hikes, 20 FICA base hikes, 3 FUTA rate hikes, and 3 FUTA
base hikes. During that 20 year period, the maximum tax on an
enmployee will have risen from $470 to $5070. For a more typical
employee, one earning $8,000 in 1970 and $25,000 in 1990, Federal
payroll taxes will have risen from $470 to $2,346. That means a
small employer, hiring 10 people, would have had a tax increase of

$18,760--more than the cost of one additional employee.
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While this single employee from a macro perspective may appear
inconsequential, it is important to remember that there are well
over three million small employers. Thus, the macro effect of these
increases is hardly inconsequential. In fact, of the five
simulations of alternative tax policy directions produced by DRI and
Wharton for Business Week, the simulation accelerating payroll
(FICA) taxes resulted in the highest unemployment rate and the
1/

lowest rate of reel GNP growth.=

Another payroll tax increase can be found in SECA. While it is
difficult to argue that someone paying a 75% share of taxes should
receive a 1007 share of benefits, it is clear that self-employed
people receive unequal tax considerations (in the oppbsite
direction) in other areas. A self-employed person is half edmployer
and half employee, and should be treated as such. Thus, while it
night be reasonable to charge such a person the employer and
employees' share of FICA, a self-employed person should be able to
deduct the employer's share (1/2) of FICA taxes, private health
insurance premiums, etc. It has been suggested that if a SECA hike
were adopted, a credit of some kind rather than a deduction be
provided. Clearly the credit provides the self-employed a 'better
deal"” in the short run. But in the long run, just the opposite will
occur because reasonable deductibility questions can then be avoided
and equally legitimate claims for credits from other. sectors will be

entertained.
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The Comnission also recommended a tax credit be given employees
to cover the 1984 payroll tax increase. Vhile temporary in nature,
the credit crestes a terrible precedent by: 1) breaking the
traditional employer-employee cost sharing arrangement; and 2)
providing an example for other groups who may advance legitimate
claims for similar treatment. (The parallel between our views on
this point and the one made in the previous paragraph should not be
lost.)

NF1IB supports the inclusion of all new Federal employees at a
sinimum-~-inclusion of all non-vested Federal employees is
preferable. The eqilty argument is simply too compelling to adopt
any other course. On a sloganeering level, the argument runs "if
its good enough for the public, it's good enough for the public
employees'. But beneath that veneer, there is a considerably more
substantive argument beyond the so-called '"double dipping'
question. Current retirees receive large social subsidies from the
current generation of FICA taxpayers. Since Federal employees do
not participate in the system, they do not contribute to the
subsidization of the elderly inherent within the existing benefit
structure. Thus, there {s an anomalous situation of a relatively
wealthy group of taxpayers being exempt from support of the nation's

largest social welfare program.

Incorporating non-vested Federil employees, it will be argued,

is not fair because these individuals will have received no Social
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Security credit for the non-covered period of their Federal

gervice. That argument has some legitimacy, but it is not
insurmountable--quite the contrary. If-a wage credit is provided,
similar to one recommended by the Commission for the credits given
the non-covered service of military personnel, then the equity
argument based on that perspective is eliminated. Since the
Commission did not include such an option among their working /
papers, we cannot provide a revenue estimate. However, the adaition

of non-vested Federal employees is $8 billion plus the credit.

‘There will be a need for benefit cuts as part of the overall
short-term package. The question, of course, 1s how they can be
achieved Qith minimal inconvenience to the elderly. 1In this regard,
it is important that representatives of the elderly provide
guidance. The Commission has made certain recommendations to cut

the COLA.

_Alternatives are, of course, available. For example, CPI-2% in
combination with something else, a pro-ration of a new beneficiaries

COLA, etc. The combinations are seemingly endless.

Finally, the 'consensus' recommendations did not cover either
the long-term or short-term deficit. The long-term needs no further
elaboration--anywhere from 0.6 to 0.9% of payroll needs yet to be

covered. However, the short-term numbers, though alleged to cover
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the short-term defieif, seem strange. While we are certainly open

to correction, consider the following: even if we assume the $168
billion is a sufficient aggregate amount to cover the 1983-89

period, a cash-flow problem would still seem to exist. The

financing problem comes early in that seven year period--particularly
in '83, '84 and '85. By '88 and '89, revondaa begin to approximate
expenditures. Yet 47% of all deficit reduction measures are
"backloaded"; they have been placea into '88 and '89. That would
appear to mean the earlier period is short, and I know of no one

vanting to repeat this exercise in the next two or three years.

Since NFIB believes that the ultimate solution to the problem
lies in separating the annuity and transfer components of the
program, movement toward the long-term influences our view of the
short~term financing ptoblgm. Thus, 1f given the choice between $40
billion in payroll taxes and $40 billion in general revenues
directed toward funding the social subsidy part of the program, we
would clearly choose the latter.

R;iaing the wage base beyond indexed increases rather than the
tax rate has drawn little attention this year. 1In a choice between
the two, it 18 clear that small business does better by wvage base
increases. The reason is that small firms employ relatively fewer
people earning more than the base. /Ihe problem with the base

increase, however, is that it takes us further from the long-term
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objective of tiering contributions and benefits more closely. Thus,

we would prefer alternatives to either rate or base hikes.

The Commission's long-term recommendations are essentially a
residual of its short-term recommendetions. In other words, most of
the short=term deficit reduction measures have a long-~term effect,
and that long-term effect constitutes virtually the sum of the
Commission's long-term suggestions. The primary exception 1is the
lesser of prices or wage with a recapture (COLA change), a cash
management provision rather than one resolving any finance or equity
question. (The delayed retirement bonus is an important substantive
change.) As a result, the Conmission's long-term recommendations
structurally change nothing beyond that which has been suggested for
the '83-'89 perfod. NFIB feels this timidity inappropriate,

avoiding rather than addres;ing serious problems.

A Long-Term Reform Proposal

Currently, Old-Age and Survivors Insurance (OASI), the best-
known part of social security, combines annuity and transfer
elements. That is, only a part of the benefits currently paid under
OASI to retired persons and survivors represents a ''return’ on wage
and self-employment taxes historically paid by beneficiaries. 'The
rest of OASI benefits, by contrast, aren't '"earned"; they are in

excess of the amount retired persons would be receiving had they
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saved rather than paying taxes, and bought annuities with those
savings. Such unearned benefits are the policy equivalent of pure

transfer payments.

As has been pointed out at length elsewhere, this mixing of
elements, in addition to being conceptually degenerate, confuses
policy and misallocates the burden of socidl transfer costs. In
particular, funding of a transfer progra