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SPENDING REDUCTION PROPOSALS

THURSDAY, MARCH 26, 1981

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

The committee met, pursuant to notice, at 10:08 a.m., in room
2221, Everett McKinley Dirksen Office Building, Hon. Robert J.
Dole (chairman of the committee), presiding.

Present: Senators Dole, Packwood, Armstrong, Grassley, Moyni-
han, and Baucus.

The CHAIRMAN. We can go ahead and start. We have other
members coming and going this morning, as we have in the past.

Our first witness this morning on the administration’s spending .
reduction é:eroposal is Gregory Ahart, Director of Human Resources
Division, General Accounting Office, Washington, D.C.

As I say to other witnesses, you may proceed in any way you
wish. Your entire statement will be made a part of the record.

There probably will be some questions from members.

STATEMENT OF GREGORY AHART, DIRECTOR, HUMAN RE-
SOURCES DIVISION, GENERAL ACCOUNTING OFFICE, WASH-
INGTON, D.C., ACCOMPANIED BY ANDREW KULANKO, AREA
MANAGER, HUMAN RESOURCES DIVISION; LARRY ALDRICH,
GAO EVALUATOR, LOS ANGELES REGIONAL OFFICE

Mr. AHART. Thank you, Mr. Chairman.

I have with me this morning Mr. Larr% Aldrich from our Los
Angeles Regional Office and Mr. Andrew Kulanko on my staff in
the Human Resources Division. »

I have a relatively short statement, but I will summarize it in
the interest of time.

We have been asked to discuss principally today the minimum
social security benefit reduction. We issued a report on this provi-
sion in December 1979, which recommended that the minimum
benefit be repealed. ‘

We have t:‘forted on other provisions of the Social Security
Act which, if modified or eliminated, could result in significant
savings to the trust fund. ,

We would be happy to share with you our thoughts on these, if
time permits, and if the committee desires.

I would like to explain briefly what our 1979 study encompassed,
what the results showed, and why we believe the minimum benefit
should be eliminated. -

I should point out that the President’s proposal to eliminate the
minimum benefit differs from ours in that it applies to e‘i)eople on
social security, as well as people who will become entitled to bene-

)
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fits in the future. Our recommendation applied only to future
beneficiaries.

We found that the minimum benefit provision, which was intend-
ed to help the poor, has in recent years mainly benefited retired
government workers with pensions and homemakers supported by
their spouses’ incomes.

Ironically, most needy people receive no additional income from
the minimum benefit because they are covered by the SSI program
which requires a dollar-for-dollar offset for other income received.

Updated estimates show that eliminating the minimum for new
beneficiaries would save $405 million during fiscal years 1982
- through 1986, net of a $245 million increase in supplemental secu-
rit;i:hincome.

e Social Security Act has always had a provision for a mini-
mum benefit. Its original purpose was to aid administration and to
avoid paying benefits that would be of little value to the benefici-

. mYnitially, the lowest monthly benefit possible was $10.

The Congress increased the minimum benefit over time because
it believed most of the benificiaries were r and needed assist-
ance. In recent years, the Advisory Council on Social Security and
others have pointed out that increasingly the minimum benefit is
being paid to people who have not relied on their covered earnings
as their primar{' source of income.

The Council labeled the minimum benefit a windfall when paid
to these people. By its very nature, it does provide an unearned
bonus or windfall. It establishes a minimum whenever the regular
formula for computing benefits results in a smaller amount. '

The phrase, “eliminate the minimum benefit,” is somewhat mis-
leading implying that minimum beneficiaries will no longer receive
social security benefits. This is not the case. They would receive the
payment resulting from applying the regular benefit formula to
their work history of earnings. ‘

In our study, we wanted to determine the income characteristics
of the people who received the minimum benefit. We analyzed
selected Federal records on a random sample of beneficiaries who
were awarded minimum benefits during 1977.

We found three distinct minimum beneficiary groups. First,
those who generally received no additional income from the mini-
mum provision. That accounted for 44 percent of our sample. Those
with other primary income, which accounted for 30 percent, and
those for which there was insufficient data to determine the indi-
vidual's financial status, the remaining 26 percent. .
 Included in the 44 percent, who receive no additional income
were 18 percent who were supplemental securit{ income recipients.
As I have previously mentioned, there is a dollar-for-dollar offset
required under this program. @ - ‘ =

, about 23 percent of our sample were dually entitled. That
is, they were entitled to social security on either their own or their
spouse’st account, and the spouse’s account provided the higher
payment. | 3

the 30 percent of our sample for which Federal records
showed other 13rima!.)r3'0 sources of income, half received a Federal -
pension averaging $900 a month, and one-third depended primarily
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on their working spouses, who were earning an average of at least
$13,700 a year. ‘ :

We were unable to determine from Federal records the extent to
which the 26 percent depended on social security for their sup{x_:ort.
However, a more limited detailed analysis of a sample of beneficia-
ries in the Los Angeles area showed that most had some other
primary means of support, such as State or local pensions. -

Turning now to the characteristics of minimum beneficiaries, we
found that most minimum beneficiaries were part-time or intermit-
tent workers, never a permanent part of the labor force covered by
social security. .

Generally, they could not have depended primarily on the cov-
ered earnings because they were too low. Their average covered
?g;gings were only about $22 a month for the period 1953 through

Only 3 percent had covered earnings of as much as $4,000 during
any single year and only one-third had covered earnings of as
much as $2,000 in any year.

Contrary to the concept of partially replacing covered earnings
upon retirement, they received benefits that were about four times
larger than their average monthly covered earnings.

Many persons had not worked in covered employment for several
yearS§ before receiving social security. For these people, social secu-
rity was a new source of income rather than a replacement for lost
covered earnings.

Social security amendments in 1977 froze the entry level of mini-
mum beneficiaries at $122 a month as of January 1979.

According to the Social Security Administration it would take
more than 30 years for the freezing action to eliminate minimum
benefits. Recognizing this and considering the financial condition of
the social security trust funds, we recommended that the Congress
repeal the minimum social security benefit provision for new bene-
ficiaries. '

That concludes my summary with respect to the minimum bene-
fit provision, Mr. Chairman.

As I mentioned earlier, there are additional areas we have re-
ported on where savings could be realized. Phasing out student
benefits could save about $5 billion over a 5-year period.

Phasing out the death benefit could save about $2 billion during
a 5-year period. Rounding benefit payments to the nearest penny,
rather than the next highest dime, as is done now, would save
about $390 million over the next 7 years.

Also, in a few weeks we will report that revising the benefit
formula to stop the advantage it now provides to workers who
worked for only short periods in covered employment could reduce
expenditures by an estimated $11 to $15 billion over the next 10
years.

That concludes a summary of my statement, Mr. Chairman. We
would be pleased to respond to any questions that you or other
members of the committee might have.

The CHAIRMAN. I think with reference to that last statement,
that report, you say, will be available soon?
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Mr. AHART. That report will be available. I think we would be in
a position to make a draft of it available most any time, Mr.
Chairman.

The CHAIRMAN. It might be helpful because we are looking for
some flexibility, I guess is the best way to put it, as we soon start
trying to find some savings for this committee’s jurisdiction. That
might be very helpful.

r. AHART. Let us see if we can make a draft available to the
committee for its use.
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BY THE COMPTROLLER GENERAL

Report To The Congress

OF THE UNITED STATES

Revising Social Security Benefit
Formula Which Favors Short-Term
Workers Could Save Billions

People who have worked for only a short
period under social security receive propor-
tionately more for their social security tax
dollar than lifetime workers. In this. report,
GAO presents two alternative formulas for
computing benefits which would end this
favorable treatment. Adoption of either alter-
native could save the overburdened social
security trust funds from $11 billion to $15
billion over the next decade, depending on
the method used.

HRD-81.53

&
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CC/ /W TROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20840

B-202579

To the President of the Senate and the
Speaker of the House of Representatives

This report discussas an idiosyncrasy of the social security
benefit formula. It #'.:ws how people who have worked for only a
short period under social security receive proportionately more

- for their social security tax dollar than lifetime workers. The
report also identifies two alternative formulas for computing
benefits that would end this advantage for the short-term worker
and discusses the estimated savings that would result by imple-
menting either altrrnative.

We recommend that the Congress consider these alternatives
for ending this advantage to the short-term worker. The Social
Security Administration has estimated that such action could save-
the socfal security trust funds as much as $15 billion over th
next decade. B

We are sending copies of this report to the Director,

Office of Management and Budget; the Secretary of Health and
Human Services; and the Commissioner of Social Security.

Acting COnd'ollor General )

of the United States



COMPTROLLER GENERAL;S REVISING SOCIAL SECURITY BENEFIT
REPORT TO THE CONGRESS FORMULA WHICH PAVORS SHORT-TERM
WORKERS COULD SAVE BILLIONS

DIGEST

The social security benefit formula ensures

that low wage workers receive a proportionately:
higher return on their payroll tax contribution
than workers with higher wages. This favorable
rate of return is based on a "social adequacy”
or welfare objective. The formula alro provides
this advantage to average or high wage earners
who work for only short periods under social
security (short-term worker advantage), although
such an advantage may not be warranted for them.
This advantage is created by spreading the
worker's covered earnings over a lifetime (in-
cluding many years with no or only noncovered
employment) and applying the resulting artifi-
cially low average wage to a benefit formula
that, for social adequacy purposes, is favorable
for low wage earners. (See pp. 1 to 4.)

Short-term workers have contributed a relatively

v small amount of social security tax because they"
have had little work in covered employment. They
receive, however, a higher return on their con-
tribution than the average wage earner because of
the benefit formula used to attain the program's
social adequacy objective. In many instances,
short-term workers have substantial income in’
additi?n to their social security. (See pp. 3, 4,
and 90 M

Adverse economic conditions currently threaten
the financial stability of the social security
program. According to the Social Security Ad-
ministration, stopping the short-term worker
advantage could save as much as $15 billion
over the next decade. Stopping the short-term
worker advantage could also end “"windfalli"
social security benefits to retired government
(Federal, State, and local) workers who also
receive a pension from their noncovered employ-
ment. (See pp. 7 and 15.)

Taar Shest. Upon remova eport -
canrd“gﬂwuhlnnogbgnun
i HRD-81-53
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Because a social adequacy benefit seems inappro-
priate for the average or high wage earner, and
in view of the concern about the financial
stability of the social security program, the
Congress should consider revising the social
security benefit formula to remove the advantage
thu:91§ provides to the short-term worker. {See
p. .

GAO identified two methods of removing the
short-term worker advantage:

-=The contigﬁetion factor approach would allow
full ® only to people who have worked

a lifetime in covered employment by adding a
step to the benefit computation process which
applio- a factor based on the portidn of a
person‘'s lifetime spent in covered employment
to tho)conputod benefit amount. (See pp. 10
to 12.

-=The bend 22&7- t method would limit the amount
of each year's earnings that may be applied

against the highest rate of the benefit for-
mula. (See pp. 12 to 15.)

MENCY COlmNTS

The Department of Health and Human Services had
no comment on GAO's report. (See app. I.)

ii
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CHAPTER 1
INTRODUCTION

The social security benefit formula is weighted in favor of
the low wage worker. Such workers get greater social security
payments relative to payroll taxes paid than do average or high
wage earners. Because this formula is applied to a "lifetime"
average wage in employment covered by social security, the weight-
ing not only helps the lifetime or long-term low wage worker, bhut
also favors the high or average wage earner who had only short-
term or sporadic work covered by social security taxes. The
weighting advantage is based on a social adequacy or welfare
objective which may not be warranted for short-term workers.

HOW BENEFITS ARE COMPUTED

A worker's social security benefit is determined by a multi-
step process. First, the worker's covered earnings are updated -
(indexed) to reflect increases in the average wage of people work-
ing under covered employment. These indexed earnings, expressed
as a monthly rate, are called average indexed monthly earnings
(AIME). The worker's AIME is applied o the benefit formula to
determine the individual's primary insurance amount (PIA). The
PIA is the monthly amount payable to a worker retiring at age 65
or upon disability. It is also used to determine benefits for
workers retiring before age 65 and for dependents and survivors
of insured workers. For workers initially qualifying for benefits
in 1979, the formula 1/ for computing the PIA is:

90 percent of the first $180 of AIME, plus
32 percent of the next $905 of AIME, plus
15 percent of the AIME above $1,085.

The PIA computed under this formula, however, cannot be less than
the minimum PIA of $122, or the special minimum benefit calculated
by multiplying $11.50 by the number of years of covered employ-

ment 2/ in excess of 10 (and up to 30). -

1/This formula was established by the Social Security Amendments

of 1977. It is adjusted automatically as average wages in-
crease. For example, the formula for a person becoming eligible
in 1980 is: 90 percent of the first $194 of AIME, plus 32 per~
cent of the next §$977, plus 15 percent of the AIME above $1,171.
Transitional provisions of the 1977 amendments allow workers
attaining age 62 in 1979-83 to elect benefits based on the for-~
mula existing before the amendments.

2/A year of covered employment for this provision generally re-

quires earnings in that year equal to or greater than one-fourth
of the social security tax base.

80-480 0 - 61 - 2
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THE BENEFIT FORMULA IS WEIGHTED
FOR SOCIAL ADEQUACY

The social security benefit formula is a compromise between
the objectives of individual equity and social adequacy. Indivia-
ual equity is a reasonable relationship between taxes paid and
benefits received. 8Social adequacy is a welfare objective which
attempts to assure everyone of a basic income level. The benefit
formula provides individual equity by relating benefits to the
earnings on which taxes are paid. This relationship is modified
to achieve social adequacy goals by weighting the formula in favor
of workerfs with low average earnings and by a minimum benefit
provision.

LOW_WAGE WORKERS RECEIVE
SIGNIPICANT ADVANTAGE !

The weighting of the social security benefit formula and the
minimum benefit significantly favor the low wage worker. For
example, compare the return of benefits on payroll taxes paid for
the average wage earner with that of a low wage earner and that
of a beneficiary with the $122 minimum benefit.

Comparison of Return on Taxes Paid

: Average Low wage Minimum
Description wage earner earner beneficiary
AIME (note a) ) $ b/e17 $ 248 $ 100
Lifetime social security
taxes paid (note c) 5,186 1,578 635
January 1, 1979, PIA 366 184 122
S8ocial security benefits 3,716 1,867 1,239
for 1979 (note d)
Portion of taxes returned
by 1979 benefits (percent) 72 118 195

a/Barnings indexed to 1977.
E/AIME of a career average earner, age 62 in 1979.

¢/This is an estimated tax based on a method discussed on page 6.
Actual tax can vary significantly.

d/Based on the January 1979 PIA reduced for retirement at age 62
and increased by the 9.9-percent cost-of-living adjustment
effective for the June 1979 benefit.
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The effect of the weighted benefit formula and the minimum
benefit is evident when comparing the return of the three 3
beneficiaries-~-the lower the covered earnings, the greater the
return on taxes paid.

SHORT-TERM WORKERS ALSO
RECEIVE A HIGHER RETURN

. The social security computation method allows people who
worked intermittently under covered employment the same favorable
return on payroll taxes as those who worked under social security
throughout their lives at low wages.

For example, assume that three workers retire at age 62 in
1979: a short-term worker who earned average wages while working
and two career workers--a low wage earner and an average wage
earner. The short-term worker has covered earnings in 7 of the
28 possible years since 1950 (one-fourth of that time) at indexed
monthly earnings of $817 during the covered earnings period. The
low wage earner has covered earnings in 23 years since 1950 (or
the full computation period 1/) at indexed monthly earnings of
$248. The average wage earner has the same indexed monthly earn-
ings as the short-term worker ($817), but worked at that wage
throughout the period used to compute social security benefits.
The following table shows the return on taxes paid for the three
workers under the social security computation method.

1/The computation period for social security benefits is generally
defined as the number of years between 1950 (or the year the
worker turns 21, if later) and the year that the worker attains
age 62, becomes disabled, or dies, excluding the 5 years of .
lowest covered earnings.
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Return on Taxes Paid by Short-Term and Career Workers

Short-term Career workers
worker Average
Average wages Low wages wages
Monthly indexed earnings: .
wWhile working § 817 $ 248 $§ 817
Used in formula
(AIME) (note a) T 248 248 817
PIA (note b) 184 184 366
Taxes paid (note c) 1,578 1,578 5,186
1979 benefits 1,867 1,867 3,716
1979 benefit per tax dollar l1.18 1.18 .72

a/The AIME is based on the total indexed earnings of the highest
23 years since 1950 divided by 276 months (12 x 23).

b/Por illustrative purposes in this report, we do not show the
effect on PIA of the transitional provisions of the 1977 amend-
ments.

¢/This is an estimated tax based on a method discussed on page 6.
The actual tax can vary significantly.

The short-term worker with average wages received the same
favorable return as the career low wage earner--$1.18 for every
dollar in taxes paid. Although the short-term worker's earnings
while working were the same as the average wage earner, his or
her return was greater ($1.18 for each tax dollar versus $0.72).

The short-term worker advantage may account for as much as
two-thirds of a person's benefit. In the above-mentioned example,
it is 39 percent--$0.46 ($1.18-$0.72) of each $1.18 of benefits.
This advantage is created by spreading the worker's covered earn-
ings over a lifetime 1/ (including many years with no or only non-
covered employment) and applying the resulting artificially low
average wage to a benefit formula that, for social adequacy pur-
poses, is favorable for low wage earners.

1/A lifetime is considered as the computation period used in the
social security benefit formula. See the footnote on the pre-
vious page for the general definition of the computation period.

\
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OBJECTIVE, SCOPE, AND METHODOLOGY

During our recent review of minimum social security bene-
fits, 1/ we became aware of the advantage that short-term workers
receive from the benefit formula. We believed that this advantage
was equal to or greater than the advantage of minimum social
security benefits and that stopping this advantage could help the
financially troubled social security trust funds. Therefore, we
initiated this review of the short-term worker advantage to deter-
mine ite significance and identify alternative benefit formulas.

our minimum benefit study and the Advisory Council on Social
Security's December 7, 1979, report indicated that individuals
who work under social security for short periods often have sub-
stantial retirement income other than social security, and that
those without additional income may be better served through such
means-tested programs as Supplemental Security Income. We did not
seek new information on the needs of short-term workers because we
believed that the primary issue was that people should not derive
an advantage from the benefit formula solely because they had not
worked much of their life under social security. Therefore, we
sought to identify alternatives to the present benefit computation
method and the savings that could result,

We reviewed the legislative history of the benefit formula
and studies by various groups, such as the Advisory Council on
Social Security and held discussions with Social Security Adminis-
tration (8SA) officials. Based on this research, we identified
two methods of stopping the short-term worker advantage, both of
which preserved social adequacy objectives for low wage workers
under social security for all or most of their working life.
Although there could be many alternatives for stopping the short-
term worker advantage, the alternatives we chose will not require
significant modification to the benefit formula and will not alter
the basic structure of benefits to workers with many years of
employment under social security.

We discussed the two alternatives with social security ac-
tuaries and asked them whether they had the data base on which to
estimate the potential saving to the social security trust funds
if either method was implemented. They responded that the data
base that they used to estimate the impact of the 1977 amendments
to the 8ocial Security Act could be used for this purpose and
later gave us the requested estimates. We did not verify the
validity of these estimates because of the extensive effort that
would be required.

1/"Minimum Social Security Benefits: A Windfall That Should Be
Eliminated” (HRD-80-29, Dec. 10, 1979).
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In this report, we use the "return on social security taxes"
as an indicator of the relative equity between lifetime and short-
term workers. While it is useful as such, it should not be used
as an indicator of the value of a participant's taxes relative to
the value of benefits received. This “return” does not consider
the time value of money, future benefit increases, life expectancy
of beneficiaries, the insurance value of social security coverage,
and many other factors.

The method we use to illustrate the inequity of the short-
term worker advantage has pitfalls as any method illustrating this
inequity will. This is because we are dealing with an issue that
has many variables because it involves both the benefit formula
and a person’'s work history. First, there is not just one social
security benefit formula, but rather a basic formula with several
alternative formulas. Second, the characteristics of individual
work histories are numerous and varied, including some who work
in covered employment during only their early working career and
others who join the system at an older age, while others have
erratic earnings over their lifetime. PFinally, the formula that
is required in a specific case may not include all of a person's
work history.

While we believe that our illustrations are useful in dis-
cussing the short-term worker advantage, the method we use to com-
pute a person's "return on social security taxes” is not designed
for the analysis of specific individuals. For example, to compute
a person's "lifetime"” social security taxes we used an estimated
tax rate derived from the indexed earnings and social security
taxes paid each year by a worker reaching age 62 in 1979 who had
earnings equal to the maximum tax base for 1951-78. Then, we
applied this single rate to the indexed earnings in only those
years that were included in the computation of benefits. The
actual lifetime tax for an individual might be quite different
than what we would compute with this method because many people
have covered earnings in years that are not included in the com-
putation of benefits, and the actual tax rate has not been con~-
stant, but has increased over the years.

Our work was done principally at SSA headquarters in
Baltimore, Maryland.
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CHAPTER 2

CAN SOCIAL SECURITY AFFORD THE SHORT-TERM WORKER ADVANTAGE?

The Advisory Council on Social Security and the Congress have
expressed concern over the short-term worker advantage, asking
such questions as: (1) do beneficiaries with a few years of
covered employment often have other primary means of support and
(2) can the trust fund afford to favor beneficiaries who have done
little to earn social security? 1In 1949 the House passed legis-
lation that proposed using a "continuation factor" to remove the
short-term worker advantage. The Senate rejected this proposal.
However, today circumstances are different, particularly in regard
to the solvency of the social security program.

SOCIAL SECURITY FUND FACES
AN _IMPENDING SHORTAGE

The Board of Trustees for the Federal 0Old-Age and Survivors
Insurance and Disability Insurance trust funds projects that the
old-age and survivors fund will be exhausted in late 1981 or early
1982, 1In its 1980 report, the Board recomuended that the shortage
be addressed in part by adopting legislation which would allow any
of the three social security trust funds 1/ to borrow from each
other. While the Board's report projected adequate combined trust
fund balances through the end of the 1980s, it warned that revised
short range estimates would probably be necessary because of recent
adverse economic changes. ’

Recent SSA estimates show a precariously low combined trust
fund balance by the end of 1984, According to théese estimates,
the balance of the combined funds will be 7.5 percent of antici-
pated 1985 expenditures. This is less than 1 month's outgo. If
this occurred, 8SA could not make full payments in January 1985.

The assumptions on which these estimates are based appear
optimistic, and 1f so, the combined funds could run short before
1985. The assumptions include consumer price index (CPI) in-
creases in 1981 and 1982 of 9.7 and 8.9 percent, respectively--low
compared to the 1980 increase of 14.3 percent. This tends to show
lower benefit increases than would be expected with higher CPI
increases. On the other hand, average covered wage increases of
9.7 and 9.8 percent are assumed for the same period. These rates .
are higher than ever experienced before and tend to show higher
revenues than might be expected.

]

1/0lda-Age and Survivors Insurance, Disability Insurance, and
Health Insurance trust funds.
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The financial stability of the trust funds is more than a
short range problem. The Board's 1980 report imiicated that inter-
fund borrowing would assure long range (through 2054) solvency of
the combined funds only under optimistic assumptions. These as-
sumptions include annual, long range CPI increases of only 3 per-
cent and long range unemployment rates of only 4 percent.

CONCERN OVER THE ADVANTAGE
FOR SHORT-TERM WORKERS

The Advisory Council on Social Security expressed concern
about the short-term workers' advantage in the social security
benefit formula. 1In its December 1979 report, it stated:

“* * % people who spend only a relatively small portion
of their working lives under social security will
generally have been supported at least in part by
other sources of income during their lives. Because
most such workers will not have relied solely on
their own covered earnings during their potential
working lives, a benefit that replaces those ldst
earnings can similarly not be expected to be their
sole support in retirement. Attempting to provide

a poverty-level benefit to people with a history of
less than full-time attachment to the labor force
would seriously erode the wage relatedness of bene-
fits and would significantly increase program costs.
The job of assuring a minimally adequate income to
those part-time workers who are in need is more
properly the role of means-tested programs, such as
supplemental security income."

Our minimum benefits study 1/ supports the Advisory Council's
belief that many people who spend only a relatively small portion
of their working lives under social security generally have been
supported by other,income. Our report showed that most minimum
beneficiaries awarded benefits in 1977 had little work in covered
employment. Most of those beneficiaries were supported by other
income. Por example, about 15 percent were retired Federal civil
servants supported by Federal pensions and 35 percent were home~
makers depending primarily on either their spouse's income or
their spouses's social security benefits.

) The short-term worker advantage has been labeled a "windfall"
when paid to retired government (Federal, State, and local) em-
ployees who also receive a pension from their noncovered employ-
ment. This is because many government retirees receive a social

1/"Minimum Social Security Benefits: A Windfall That Should
Be Eliminated” (HRD-80-29, Dec. 10, 1979).

8
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security benefit that is weighted in favor of the low wage workers
and their low covered earnings are not representative of their true
earnings considering covered and noncovered employment. 8Such an
advantage to retired government employees with substantial pensions
is particularly inappropriate because the weighting is based on the
social adequacy or welfare objective of the social security pro-
gram. Stopping the short-term worker advantage would eliminate
this "windfall” to retired government employees.

Stopping the short-term worker advantage would not affect
the "windfall® to retired government employees who had part-time
work in employment covered by social security throughout their
government career. However, there is no consensus as to what
this "windfall” is or even as to whether such a part-time worker
receives a "windfall."

In the past, the Congress has been concerned about benefit
advantages to short-term workers. In 1939, the House Ways and
Means Committee reasoned that an advantage or bonus to workers
with few years of covered employment was justified in the early
years of the social security program because people had had in-
sufficient time to earn substantial benefit rights. However, the
Committee believed that in the long run such bonuses were unwise
and endangered the solvency of the system. The formula estab-
lished in 1939 was designed to increase the adequacy of the
system during its early years as well as relate benefits to
length of covered employment. N

'‘In 1949, the House passed legislation to modify the social
security benefit formula. The propcsed computation method was
similar to the 1939 method exczpt that it used a “"continuation
factor” to establish a resszonable dlifferentiation between the
benefits of short-term anrd lifetime workers.

The Senate Finance Committee rejected the continuation factor
as well as the feature of the formula that related benefits to
length of covered employment--a l-percent increment in the benefit
amount for each year of covered employment. The Committee believed
that basing benefits on lifetime average earnings provided “suffi-
cient differentiation” between the short-term and lifetime worker.
S8hort~term workers' benefits were smaller because periods without
covered employment lowered their average earnings.

Circumstances which may'have a bearing on the gquestion of
sufficient differentiation are different now than when the con-
tinuation factor was rejected. At that time, there was no fed-
erally guaranteed minimum income level for aged, blind, and dis-
abled, such as provided by today's Supplemental Security Income
.program. Also, the Congress had not expressed a concern about
social security "windfall” to retired government workers. Perhaps
more important, the social security program was not in danger of
insolvency.
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CHAPTER 3

) STOPPING THE SHORT-TERM WORKER

ADVANTAGE COULD SAVE BILLIONS

Restructuring the social security benefit formula to remove

* the advantage provided to people with few years of covered employ-
ment could save social security trust funds as much as $15 billion
over the next decade. -

We identified two methods of removing the short-term worker
advantage. One is the "continuation factor" adjusted for use with
the current social security benefit formula. An SSA actuary sug-
gested the other method called the "bend point" method.

CONTINUATION FACTOR

The continuation factor removes the short-term worker advant-
age by allowing full benefits only to people who have worked a
lifetime 1/ in covered employment. It does this by adding a step
to the benefit computation process, which applies a factor-~based
on the portion of a person's lifetime spent in covered employment--
to the computed benefit amount. For example, persons who worked
throughout their lifetime in covered employment would receive all
of their computed benefit and those who worked only half of their
lifetime would receive 50 percent of their computed benefit.

The following example illustrates how the continuation factor
would be applied to a short-term worker whose findexed earnings
were $817 a month during the period that he worked. Assume that
a worker retires at age 62 in 1979 with indexed wages of $68,628
earned during 7 (84 months) of the 23 years used in computing
benefits. Under the 1979 formula, this worker's PIA is $184.

. Using the continuation factor, the worker's PIA would be $lll,
computed as follows:

1/A lifetime is considered as the computation period used in the
social security benefit formula. See the footnote on page 3
for the general definition of the computation period.

10
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Step 1 Average indexed earnings in years worked:

$68,628 '
months = §817

Step 2 Application of the 1979 benefit formula to average

earnings:
90 percent of §$180 = $162
32 percent of 637 - 204
y . $817 . $366

Step 3 Continuation factor for portion of period worked:

28 quarters (note a) §7 years) = .304
quarters years .
Step 4 PIAs §366 x .304 . - 9/8111

a/8ee the footnote on page 16 for the definition of quarters of
coverage used in the continuation factor.

b/For illustration, we are showing the computed PIA. Under law,
however, a worker's PIA cannot be lower than the $122 minimum
benefit. Also, transitional provisions discussed in 1/ on page
1 have not been applied.

* The continuation factor is designed to equalize the return on
social security taxes for workers who have had equal earnings dur-
ing the period that they have worked. To illustrate, compare the
return under the 1979 formula to that with the continuation factor
for (1) the above short-term worker, who had indexed earnings of
$817 a month while working and (2) a lifetime worker with the
same monthly wage.

11
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Illustration of Continuvation Factor
Equalizing Return on Taxes Pa

With
continuation .
Under 1979 formula factor
Short-~term Lifetime Short-
worker worker term worker
Monthly indexed earnings $ 817 § 817 $ 817
Lifetime social security
taxes: 1,578 5,186 1,578
PIA: 184 366 a/lll
Monthly benefits
(note b) 147 293 89
Total 1979 benefits
(note c¢) 1,867 3,716 1,131
Yearly benefit for
taxes paid 1.18 .72 .72

a/For illustration, we are showing the computed PIA. Under current
law, however, a worker's PIA cannot be lower than the $122 mini-~
mum benefit.

b/Reduced for early retirement.

g/Benofits for January through December 1979 adjusted for the
June 1979 benefit increase.

With the present formula, this short-term worker received
$1.18 in 1979 social security benefits for each $1 of lifetime
social security tax. The person who worked a lifetime at the
same wage received 46 cents less. The continuation factor eli-
minates this inequity and provides the same rate of return to
each.

BEND POINT METHOD

The bend point method removes the short-term worker advantage
by limiting the amount of each year's earnings that may be applied
against the highest rate (90 percent) of the benefit formula to
12 times the first "bend point" of that formula. The first bend
point is the AIME above which the benefit formula rate changes from
90 to 32 percent. (See p. 1.) The bend point is $180 for a person
retiring at age 62 in 1979. Under this method, the 1979 PIA for
the person who had indexed monthly earnings of $817 for each of
7 years would be computed as follows:

12
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Step 1 Lifetime indexed earnings $68,628
7 years at $817 a month
16 years at $0 earnings

Step 2 Limit for maximum rate
7 years at $180 a month
(7 x 12 x $180) $15,120

Step 3 Computation period :
(23 years) : 276 months

Step 4 AIME .
($68,628 divided by 276) $ 248

Step S Amount of AIME at maximum rate
($15,120 divided by 276) $ 54

Step 6 Amount of AIME at lower rate
($248 minus $54) $ 194

Step 7 PIA: 90 percent of § 54 = § 49
32 percent of $194 = 62

, si11 a/$l11
a/Without considering the $122 minimum benefit.

The bend point method gives the same PIA as the continuation
factor except when a worker's monthly indexed earnings fluctuate
above and below the bend point. For example, assume that the
worker used to illustrate the continuation factor on page 11 had
monthly indexed earnings of $147 for 2 years and $1,085 for 5
years. The bend point PIA is computed as follows:

13



24

Step 1 Lifetime indexed earnings
2 years at § 147 a month $ 3,528

5 years at $1,085 a month $65,100 $68,628
Step 2 Limit for maximum rate -
2 years at $147 a month $ 3,528
5 years at $180 a month 10,800
$14,328 $14,328
Step 3 Computation period
(23 years) ‘ 276
months
Step 4 AIME
($68,628 divided by 276) $ 248
Step 5 Amount of AIME at maximum rate $ Sl

($14,328 divided by 276)

Step 6 Amount at lower rate
($248 minus $51) $ 197

Step 7 PIA: 90 percent of $ 51 = § 46
32 percent of §$197 = 63

$109 a/$109
a/Without considering the $122 minimum benefit.

Using the continuation factor, this person‘'s PIA would be
$111. The bend point method gives a smaller PIA of $109 because
the monthly indexed earnings of each year subject to the 90-percent
rate is limited to $180 a month; whereas under the continuation
factor, the 90-percent rate is applied to the first $180 of the
average indexed monthly earnings during the period worked which
allows earnings from years when the monthly indexed earnings were
above the $180 bend point to compensate for years when they were
below. When a worker's earnings fluctuate like this, the bend
point method produces a smaller PIA. Otherwise, the two methods
result in about the same benefit.

Some may argue that the continuation factor or bend point
method unfairly discriminates against women, because many of them
were not working during their childbearing and childrearing years.
The continuation factor or bend point method, however, does not
unfairly discriminate against women. Either of these changes
eliminates an inequity in the social security formula that pays
higher benefits to anyone, female or male, who has worked sporad-
ically. The SSA estimates on page 16 indicate that nearly half

14



25

of the benefit reduction would apply to male workers or their
families.

One possible explanation for why women may be less affected
than some might expect is that many retired women who were occa-
sionally employed during their childbearing years are "dual bene-
ficlaries.” That is, they are entitled to social security benefits
on either their own account or their husband's account, whichever
is higher. 1In such cases, it is less likely that a woman's benefit
would be affected by either of the revised computation methods if
;ho benefit from her husband's account was higher than that from

er account. .

ESTIMATED SAVINGS

S8SA estimates (see next page) show potential trust fund sav-
ings for the next decade varying from $11.4 billion to $15.6 bil-
lion, depending on which method is used. Since the short-term
worker advantage cannot be totally removed without eliminating the
effect of the §122 minimum benefit provision, the estimates show
the potential savings both when the minimum benefit is retained
and when it is eliminated in conjunction with the introduction of
the new method of computing benefits.

This S8SA estimate is based on the assumption that the new
method would have applied to workers who attained age 62, became
disabled, or died after 1980. Because of inflation, later imple-
mentation of the new formula would result in greater savings during
the first 10 years. This savings, of course, would continue beyonad
the 10-year period: and most likely, at an increasing amount. While
the total savings are significant, SSA believes that stopping the
short-term worker advantage alone would not prevent depletion of
the social security trust funds.

15
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1

Estimated Impact of Restructuring Benefit Formula

Trust fund savings
With continuation

Fiscal factor With bend point
year With No With No
(note a) minimum minimum minimum minimum

{ {millions)

1 $ 41 $ 47 $ 48 $ 55

2 146 166 171 194

3 291 328 341 382

4 490 567 574 661

5 768 911 896 1,057

6 1,094 1,312 1,270 1,515

7 1,481 1,780 1,706 2,043

8 1,905 2,294 2,181 2,622

9 2,358 2,833 2,690 3,233
10 2,839 3,397 3,233 3,874

10~-year

savings $11,413 $13,635 $13,110 $15,636

Beneficiary data

Portion of beneficiaries 24 29 28 33
awarded lower benefits
(percent)

Portion of benefit
reduction from:
Female workers 52 54 53 55
Male workers 48 46 47 45

a/This savings will vary depending on how quarters of coverage are
defined. For this estimate, quarters of coverage were derived
from the indexed earnings in the years used to compute benefits
(computation years) with a quarter deemed to be equal to the
earnings required for a gquarter of coverage in the indexing year.

NEAR MAXIMUM SAVINGS WITHOUT
ELIMINATING THE MINIMUM BENEFIT

The greater savings under both methods (see table above) in-
clude both (1) eliminating the $122 minimum benefit and (2) remov-
ing the short-term worker advantage. Savings near this amount are
possible without eliminating the minimum benefit if the continua-
tion factor is required only when the beneficiary has less than
full coverage--fewer quarter years of covered employment than

16
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there are in the worker's benefit computation period. When the
continuation factor is required, the factored benefit would prevail
over the minimum provision; if the factor is not required, the
minimum would apply. Using this method, the minimum benefit provi-
sion would not be eliminated. It just would not apply to the short-
term worker.

Requiring a person to have full coverage before receiving full
benefits is not as severe as it may seem. First of all, the 5
lowest years of earnings are not included in the benefit computa-
tion. Thus, a worker can have 5 years with no covered employment
and not have his or her benefits reduced. Also, a person can earn
1 year of coverage in 1 or 2 months of covered employment (since
under the 1977 Social Security Amendments, coverage is based on
yearly earnings--in 1978, $1,000 in covered wages earned a year of
coverage). Finally, when computing benefits any covered employment
after age 62 replaces periods without employment before age 62.

SUBSTANTIAL SAVINGS POSSIBLE
WITH LIMITED APPLICATION

To reflect the traditional compromise between social adequacy
and individual equity objectives the continuation factor's "full
coverage before full benefit" requirement could be modified and
still achieve substantial savings. The following schedule shows
SSA's estimate of the savings possible by requiring the continua-
tion factor at different covered employment levels.

Savings With Limited Continuation Factor (note a)

Level of employment required to avoid

Fiscal continuation factor (more than)
year EI) 2/3 12 173
{millions)
1 $ 36 $ 31 - $ 17 S S
2 129 109 59 17
3 254 215 121 34
4 440 374 228 80
5 712 613 385 154
6 1,031 894 569 248
7 1,405 1,218 784 354
8 1,824 1,581 1,027 470
9 2,262 1,963 1,277 600
10 2,714 - 2,351 1,528 736
10-year total $10,807 $9,349 $5,995 $2,698

a/Data presented under the assumption that if the continuation
factor is required the minimum benefit provision does not apply.

17
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The schedule shows, for example, $10.8 billion savings during the
decade if the factor were applied only to people who had covered
cmployment in no more than three-fourths of the computation years.

Limited implementation of the continuation factor has a disad-
vantage in that it introduces some significant differences between
the benefits of people who have just enough quarters to avoid ap-
plication of the continuation factor and those who fall just a
little short. Such a sharp distinction between these people may
not be desirable. Also, some of the savings shown on page 17 may
not be achieved because of the relatively modest effort required
of some people to attain the additional coverage necessary to
avoid application of the continuation factor.

18
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CHAPTER 4
CONCLUSION AND MATTER FOR

CONSIDERATION OF THE CONGRESS

CONCLUSION

The social security benefit formula favors not only people
who have had low earnings over a lifetime of continual employment,
but also those whose average earnings are low because of many years
without covered employment. While the importance of providing
greater replacement of preretirement earnings to those who worked
at low wages for a lifetime is well recognized, one could question
whether intermittent workers should get a similar advantage. They
have not relied on their earnings covered by social security before
retirement and often have other primary means of support after re-
tirement. Such an advantage for those with other income may be an
unnecessary drain on the social security trust funds. Needy short-
term workers could be cared for through a means-tested program,
such as Supplemental Security Income.

We identified two methods of removing the short-term worker
advantage. SSA estimates that removing the short~term worker
advantage could save up to §$15 billion during the next decade de-
pending on which method is used and how it is implemented. SSA
believes, however, that these savings alone would not prevent de-
pletion of the social security trust funds.

MATTER FOR CONSIDERATION
OF THE CONGRESS

Because a social adequacy benefit seems inappropriate for the
average or high wage earner and in view of the concern about the
financial stability of the social security program, the Congress
should consider revising the social security benefit formula to
remove the advantage that it provides to the short-term worker.

AGENCY COMMENTS

The Department of Health and Human Services, after reviewing
a draft of this report, said in a March 2, 1981, letter to us,
that it had no comment. (See app. I.)
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APPENDIX I APPENIDX I
‘)'.,u"’“l&9
{ DEPARTMENT OF HEALTH & HUMAN SERVICES Office of nspector General
*
““"M-

Washington, D.C. 20201

Mr. Gregory J. Ahart

Director, HRuman Resources
Division

United States QGeneral
Accounting Qffice

Washington, D.C. 20548

Dear Mr. Ahart:

The Secretary asked that I respond to your request of Jan-
uary 30, for our comments on your draft report entitled,
"Social Security Benefit Pormula Favors Workers Who Paid
Social Security Taxes Only a Short Period--Revising the
Formula Could Save Billions." We have carefully reviewed
your report and have no comments at this time.

Program officials did note some technical questions relating
to definitions of terms and computation methodology; however,
these problems have been resolved informally with your office
and appropriate clarification will be reflected in the final
report.

Thank you for the opportunity to comment oh this draft
ceport before its publication.

Sincerely yours,

% = SO
Bryan B. Mitchell
Acting Inspector General

Enclosure

(105086)
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The CHAIRMAN. Now, you indicate that your proposal is some-
what different from the President’s. The President’s is about a
billion dollars, and yours, you say, was 400——

Mr. AHART. I think the difference, of course, is that the Presi-
dent’s proposal would apply the elimination of the minimum bene-
ﬁ}\l‘. to hhose people now on the rolls, as well as to those coming on
the roll. .

The CHAIRMAN [continuing]. Right.

Mr. AHArT. That makes a difference when you net out against
the supplemental security income program. I think the President’s
figure was about $5.2 billion, as against our net figure of $400-some
million over that 5-year period. So, it is quite a difference.

The CHAIRMAN. Do you have any information—did your survey
uncover any information on the age distribution of minimum bene-
fit recipients? -

There has been some concern that a great many of these recipi-
 ents are quite elderly and are drawing the minimum benefit for a

number of years.

Mr. AHART. This was not included in our study, Mr. Chairman,
because we were looking only at people that had just come on the
rolls in 1977, and our recommendation only went to eliminating
the benefit for new beneficiaries.

Now, obviously, if you eliminated the benefit for people already
on the rolls, you would, obviously, get some of those beneficiaries
who are quite elderly and probably need that income.

I don’t know what that breakdown would be by age. We have not
studied it. I suspect that the Social Security Administration could
provide that kind of information.

The CHAIRMAN. Could you explain to me, maybe I missed the
point on the 44 percent of the sample generally receive no addition-
al income. .

Will you spell that out for me?

Mr. AHART. Well, the two largest parts of that fraction, Mr.
Chairman, are, first, 18 percent who are eligible for, and are receiv-
ing supplemental security income. What happens in that program
is that they have a supplemental security income entitlement of,
say, $300. Anything that they receive from other sources, including
minimum benefits under social security of, say, $122, is offset
against that. So, if they are eligible for SSI and are receiving the
minimum benefit, they would receive the full amount_ of $300, but
they would receive $122 of that from the trust funds and the
remaining $178 from the SSI program. If the minimum benefit
were eliminated, they would get some lesser amount from the trust
funds and a greater amount from general revenues, but their net
take would be the same.

Now, the other part of that fraction, the main part, I should
mention——

The CHAIRMAN. That would be 26.

Mr. AHART [continuing]. Well, the 23 percent, included within
the 44 percent is made up of people that are dually eligible. These
are generally people whose spouse is eligible and they are entitled
under their spouse’s social security account to so much.

They are also in their own right entitled to a minimum benefit.
What happens in that situation is that under the social security
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accounting method they get a benefit which is higher than the
minimum, but the $122, or whatever the minimum benefit portion
is, is shown as being drawn on their account. The remainder is
being drawn on their spouse’s account.

But, if you eliminated the minimum benefit, they would get less
on their own account, more on their spouse’s account, but still get
the same check every month.

The CHAIRMAN. ere is some reference to Los Angeles here,
let’s see, you indicate that you couldn’t determine from the Federal
records the extent to which the 26 percent depended on minimum
social security benefits for their suﬁggrt.

As I understand the finding in Angeles indicated that most
of those people had some other primary means of support? .

Mr. AHART. Yes. What we did there, Mr. Chairman, was that in
our main study and our main sample, we looked only at Federal
records, the information that is already available in the Federal
record system. In Los Angeles, we decided to supplement that by
going out with questionnaires to beneficiaries and getting informa-
tion from them as to what their financial situation was. And by
that device we were able to narrow that fraction for which we
didn’t have sufficient information down from 26 percent in our
main sample to 15 percent in our Los Angeles sample and learn
more about it.

We considered going with a questionnaire on a nationwide basis,
but that was a little bit too expensive for our purposes. However,
from the Los Angeles experience we do know that a substantial
part of that 26 percent are ple who do have other sources of
income, but which cannot gzoidentified in the Federal record
system.

The CHAIRMAN. Senator Packwood.

Senator PaAckwoob. I have no questions, Mr. Chairman.

The CHAIRMAN. Senator Armstrong had a couple of questions,
but he may have gotten called away.

Let me see if I can ask the questions that Senator Armstrong
had in mind.

Probably one that has been raised—raised earlier a couple weeks
ago, and we discussed this—was elimination of this minimum bene-
fit would be administratively expensive.

Do you have any cost estimates on what it would cost to elimi-
nate the provision and implement the proposal?

Mr. AHART. I would have to break that down two ways. Again, I
think you have to talk separately about what the President has
proposed and what we have recommended.

As far as our recommendation is concerned, since it ap]plies only
to new beneficiaries, it should not result in any additional adminis-
trative expenses because you still have to make the computation
for people coming on the rolls.

ow, the President’s proposal would require a recomputation for
all those le now receiving minimum benefits that are already
on the rolls. P think that could get rather expensive administrative-

y.

If I understand that proposal correctly, what would be required
would be that for each one of those people that are now receiving
minimum benefits, Social Security would have to go back and
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recompute what they would have been entitled to under the regu-
lar formula and then bring that up to date with the cost of living
increases that have been made since they went on the rolls to come
up with a new benefit amount.

That would be a rather major administrative undertaking and I
would guess quite expensive. Again, not for the ones coming on the
rolls, but rather for those on the existing rolls.

The CHAIRMAN. Senator Moynihan, do you have any questions?

Senator MoyNIHAN. No, thank you, Mr. Chairman.

The CHAIRMAN. Senator Armstrong was called away and if he
has additional questions, I might—would it be all right if he sub-
mits those in writing and you can respond to the record?

Mr. AHART. Certainly, Mr. Chairman.

The CHAIRMAN. Thank you very much. I appreciate it.

[The prepared statement of Hon. Gregory J. Ahart follows:]

STATEMENT OF GREGORY J. AHART, DirRecrorR oF HUMAN RESOURCES Division

We are pleased to be here today to discuss the Minimum Social Security Benefit.
As you know, we issued a report in December 1979 recommending that the Congress
eliminate the minimum for new beneficiaries.

In addition to that report, we have also identified and reported on other provi-
sions of the Social Security Act which if modified or eliminated could result in
significant savings to the social security trust funds. I will mention these later in
my testimony and we would be happy to share with you our thoughts on each of
these if time permits and the Committee is so inclined.

You have asked, however, that today we focus our attention on the minimum
benefit provision. I would like to now explain briefly what our 1979 study encom-
Eeassed, what the results showed, and why we believe the minimum benefit should

eliminated.

At the outset, I should point out that the President’s proposal to eliminate the
minimum benefit differs from our recommendation in that it applies both to people
on social security as well as people who will become entitled to benefits in the
future, while our recommendation applied only to future beneficiaries. Also, our
study was directed at beneficiaries just coming onto the rolls—not those already on
the rolis for an extended period of time.

We found that the minimum benefit provision, which was intended to help the
poor, has in recent years mainly benefited retired government workers with pen-
sions, and homemakers suprorted by their spouses’ incomes. Ironically, most needy
people receive no additional income from the minimum provision because they ar-
already covered by the Supplemental Security Income program, which requires a
dollar for dollar offset for other income received.

Since our report, the Social Security Administration has provided updated esti-
mates showing that eliminating the minimum for new beneficiaries would save the
Government $405 million during fiscal years 1982-1986. This figure is the net of a
$650 million savings in social security and a $245 million increase in Supplemental
Security Income.

THE MINIMUM BENEFIT PROVISION

Before discussing our study, I would like to comment on the purpose and nature
of the minimum benefit. The Social Security Act has always had a provision for a
minimum benefit. Its original pur was to aid administration and to avoid
paying benefits that would be of little value to the beneficiary. Initially, the lowest
monthly benefit possible was $10.

Over a period of several years, the rate of increase for minimum benefits was
more than twice that for other social security benefits. The Congress increased the
minimum benefit because it believed most of the beneficiaries were poor and needed
assistance.

In recent years, however, the Advisory Council on Social Security and others have

inted out that, increasingly, the minimum benefit is being paid to people who

ave not relied on their covered earnings as their primary source of income. Such
people include government workers who received substantial income from their
government pensions. Also included are homemakers whose spouses have substan-
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tial income. The Advisory Council on Social Security labeled the minimum benefit a
“windfall” when paid to these people.
The minimum benefit, by its very nature, provides an unearned bonus or windfall
to people who have had very low lifetime earnings covered by social security. It
- establishes a minimum for all eligible beneficiaries that is used whenever the
regular formula for computing benefits results in a smaller amount. For example, if
the worker’s benefit as computed by the formula was only $40, he or she would
receive the higher minimum benefit of $122. The difference of $82 is an unearned
bonus created when the Congress raised the level of the minimum benefit to assist
people who-had little or no other income.

e phrase “eliminate the minimum benefit” is somewhat misleading, implying
that minimum beneficiaries will no longer receive social security benefits. Of course,
this is not the case. When the minimum provision is repealed, these people will
receive the payment resulting from applying the regular benefit formula to their
work history. They would no longer receive a bonus if the application of this
formula resulted in a lower amount.

INCOME CHARACTERISTICS OF MINIMUM BENEFICIARIES

In our study, we wanted to determine the income characteristics of the people
who receive the minimum benefit. We analyzed selected Federal records on a
random sample of beneficiaries who were awarded minimum benefits during 1977.

® The selected Federal records analyzed included, for example, payment data on the
lSéxg%lemental Security Income program and Federal pensions. They did not include
ata.

The results of this analysis showed three distinct minimum beneficiary groups:

(1) Those who generally receive no additional income from the minimum provi-
sion—44 percent of the sample were in this group.

t (2) Those with other primary income—30 percent were in this group.

(3) Those for which there was insufficient Federal data to determine the individ-
ual’s financial status—26 percent.

I said, about 44 percent of our sampled beneficiaries received no additional
income from the minimum provision, primarily because of offsets required in other
Federal benefits. For example, 18 percent of sampled beneficiaries were Supplemen-
tal- Security Income recipients. Generally those who receive the social security
minimum benefit and also qualify as Supplemental Security Income recipients do
not receive any increase in their overall monthly income from the minimum benefit
provision because of the dollar for dollar income offset required under the Supple-
mental Security Income program. Also, about 23 percent of our sampled minimum
beneficiaries were “dually entitled.” That is, they were entitled to social security on
either their own or their spouse’s account, and their spouse’s account provided a
higher pa(ment. Under the law, the dually entitled person is paid the higher of the
two entitlements. Consequently, the minimum benefit provision does not increase
the benefits of the dually entitled person.

Of the 30 percent of our sample for which Federal records showed other primary
sources of income, half (or 15 percent of the sampled beneficiaries) received a
FederaLXension averaging $900 a month, and one-third (or 10 percent of the sample)
depend rimarily on their working spouses who were earning an average of at
least $13,700 a year.

We were unable to determine from the Federal records the extent to which the 26
percent of the sample depended on the minimum social security benefit for their
support. However, a more detailed analysis of a sample of beneficiaries in the Los
Angeles area showed that most of these people had some other primary means of
support, such as state or local pensions.

WORK CHARACTERISTICS OF MINIMUM BENEFICIARIES

Much discussion has been focused on the minimum beneficiaries retirement
income needs. But also important to the question of whether to retain minimum
benefits, are the minimum beneficiaries’ work characteristics. We found that most
minimum beneficiaries were part-time or intermittent workers—never a permanent
part of the labor force covered by social security. ’

Sampled minimum beneficiaries generally could not have depended primarily on
their earnings from covered employment because they were too low. Their average
covered earnings were only about $22 a month for the period 1953-76. Only 3
percent of the minimum beneficiaries had covered earnings of as much as $4,000
during any single year in that time period, and only one-third had covered earnings

. of a8 much as $2,000 in any one of those years. . ,
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Contrary to social security’s concept of partially replacing a person’s covered -
earnings upon retirement, sampled beneficiaries received benefits that were about
four times larger than their average monthly covered earnings before receiving
social security.

Many persons had not worked in covered employment for several years before
receiving social security. Nearly half had not worked in covered employment for 5
years, and about one-third for 10 years. For these people, social security was a new
source of income upon becoming eligibile for the minimum benefit, rather than a
replacement of lost covered earnings. .

e Social Security Amendments of 1977 froze the entry level of minimum
beneficiaries at $122 as of January 1979, but allowed cost-of-living increases for
these beneficiaries after they become eligible for social security. Under these
amendments, anyone becoming eligible for the minimum benefit would initiall
start drawing benefits based on the minimum primary insurance amount of $122,
but would thereafter receive benefit increases based on the Consumer Price Index,
as under the prior law.

According to the Social Security Administration, it will take more than 30 years
for the freezing action to eliminate minimum benefits.

Recognizing this and considering the financial condition of the social security
trust funds, we recommended that the Congress repeal the minimum social security
benefit provision for new beneficiaries.

That concludes my comments on the minimum benefit provision. As I mentioned
at the beginning of my statement, however, there are additional areas we have
identified and zx:forted on where additional savings in the social security program
could be realized. These include the phasing out of both post-secondary student
benefits and the lump sum death benefit and rounding benefit amounts to the
nearest penny or nearest dime. Phasing out student benefits could save about $5
billion over a 5-year period. The Congressional Budget Office estimates that phasing
out the death benefit could save about $2 billion during the 1982-1986 period. In
1978, we estimated that rounding social security benefit payments to the nearest
penny rather than to the next highest dime would save about $386 million over the
next 7 years. OQur reports on these and other matters were summarized in our
December 1980 report to the Congress ‘“Implementing GAO’s Recommendations on
the Social Security Administration’s Programs Could Save Billions (HRD-81-37).

Also, we expect to issue a report to the Congress in a few weeks which will discuss
the need to revise the social security benefit formula to stop the advantage it
provides to short-term workers who work for or;hv short periods in employment
covered by social security. Such a revision could reduce social security expenditures
by an estimated $11 billion to $15 billion over the next lt{;i'ears depending on the
method used and whether the minimum benefit is eliminated.

That concludes my statement Mr. Chairman, we would be happy to respond to the
Committee’s questions. .

The CHAIRMAN. Our next witness is Robert M. Ball, a former
Commissioner of Social Security, 1962 to 1973.

Mr. Ball, we are happy to have you before the committee again,
and you have had a lot of experience.

You may proceed any way you wish.

STATEMENT OF ROBERT M. BALL, FORMER COMMISSIONER OF
SOCIAL SECURITY, 1962-73, WASHINGTON, D.C.

Mr. BaLL. Thank you, Mr. Chairman.

I have a rather long statement that I would like to have included

in the record with your permission.

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

Mr. BaLL. And, Mr. Chairman, I would also like to submit a two-
age memorandum supplementary to that statement which is re-
ated to a lon -ranf)(ir cost estimating problem. This memorandum

was develgpedg by Dr. Chen, who is the research director of the
McCahan Foundation for Research in Economic Security. I think it
is a major contribution to this subject.

The CHAIRMAN. Do we have that too?

Mr. BaLL. I have not distributed it. I just have the one copy.
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The CHAIRMAN. Oh, I see, fine.

W;at’id like to have a copy of that. That will be made a part of the
record.

Mr. BaLL. Thank you, sir.

[The information follows:]

SociaL SECURITY CoST A8 REPRESENTED BY THE PERCENTAGE OF TAXABLE PayvroLL

(By Yung-Ping Chen)?

The cost of social security in a given year is generally expressed as a percentage
of the taxable payroll in that year. This study analyzes the relationship between the
cost of social security and the representation of that cost as a percentage of taxable
payroll. A given level of social security expenditures will be represented by a higher
percentage of taxable payroll if the taxable payroll declines as when the cash form
of pay becomes a smaller part of total employee compensation. With the assumption
of a continuous decline in wages and salaries as part of total compensation, the
OASDI cost in the year 2035 is estimated to be 17.17 percent of taxable payroll. If
the ratio of cash pay to total pay does not decline as assumed, the cost will be
represented by a smaller percentage of taxable payroll. What follows is a summary
of the analysis.

Based :cron the latest official intermediate-cost estimates for the 75-year p':i'ec-
tion period 1980-2055, OASDI cost as a peroenta%e of taxable payroll is estimated to
decline from 1980 to 2000, to rise from 2000-2035, and then to decline from 2085
2055. There would be a 65-percent increase in cost from 2000-2035, reaching 17.17
percent of taxable payroll in 2035, the highest in the 75-year period.

Because these higher percentages imply very much higher social security tax
rates,l}t is iﬁpportant to recognize a very significant factor pertaining to the taxable
pa itself.

or all practical pu;poeea, the taxable payroll can be thought of as analogous to
the cash component of employee compensation and self-employment earnings sub-
ject to social security taxes. Over the years, wages and salaries as a percentage of
total employee compensation have continually declined: 84.2 percent in 1980, com-
to 90 percent in 1970 and almost 96 percent in 1940 when social security first
an monthly benefit p:f'ments. During the last four decades, supplements to
wages and salaries (generally known as fringe benefits, though not al lt:rim;e bene-
fits) have grown substantially in both absolute and relative terms.

Significant but little-known about the projected percentages of taxable payroll is
the assumption of a continuous decline in the ratio of cash to total employee
compensation. The assumed decline is at the annual compound rate of .4 percent
from 1980 to 2055: from 84.2 percent in 1980 to 62.2 percent in 2055. According to
this trend, as supplements to wages and salaries grow, the taxable payroll shrinks
relatively because cash my becomes a smaller part of total compensation. Conse-
quentﬁ', a given level of benefit payments will mean a higher percentage of taxable
payroll.

or example, suppose today out of $1,000 of employee compensation, $840 is cash
pay and hence is taxable payroll, and suppose 584 is required for paying social
security benefits. Taxing $84 out of $840 means a 10-percent tax on le payroll.
Now suppose in a future year, for every $1,000 of emplogee compensation only $620
will be in cash form and therefor is taxable gyroll, and suppose the same amount
of social security benefit pa{ment, $84, will be required. Taxing $84 out of $620 of
cash pay means a tax rate of more than 13.5 percent of taxable payroll.

Of course, the assumed trend toward increasing proportions of supplements (or
fringes) may or may not materialize. Because of the practice of expressing social
security cost in terms of taxable payroll, it is important to recognize that the
relative shrinkage of the cash versus noncash forms of compensation will raise the
percentage of taxable Ig«yroll required, even when the cost of social security sta
the same over time. For this reason, one must be careful about comparing the
percentages of taxable payroll required for OASDI costs over time.

Mr. BaLL. Mr. Chairman, I've summarized, as the committee
requested; the major points that I'd like to make concerning the
President’s proposals for the budget. The summary is on page 2 of
my statement and I would like to comment briefly on each of the
items. Hopefully, I can get through my original statement in 10

1Speaking for himself, Yung-Ping Chen is research director, McCahan Foundation for Research
- in Economic Security, professor of economics of the American College, Bryn Mawr, and consultant
to the 1981 White Hvouoe Conference on Aging.
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minutes or less, so we can have time for whatever questions the
committee has.

The first point that I would like to stress is that although social
security has turned out to be our most effective antipoverty pro-
gram, and that it keeps about 14 or 15 million people above the
poverty line who otherwise would be below it, that is not all it is.
Social security today is the base upon which all private savings for
these risks of retirement in old age, for total disability and for
death of a family breadwinner is built.

Every private pension in the country assumes that its pensioners
will be receiving social security. All savers assume that they have a
base of social security. This means to me that the most important
characteristic of the social security system is dependability. It must
be a system people can count on.

I distinguish sharply the social security contributory wage-relat-
ed program from other programs supported by the general rev-
enues of the Federal Government. Over the years, we have built
brick-by-brick a social insurance system in which people have a
compact with the government. They pay in earmarked social secu-
rity taxes in return for defined protection.

Now, I'm not one that says that that compact can never be
changed. Of course, the Congress can make changes, but I would
urge that they be made with care over a long period of time. It is
quite inappropriate as part of an annual budget process to make
long-range changes in the protection that people have been paying
toward and counting on in this program.

I feel it was a great mistake when the change was made after
fiscal year 1969 to include the social security system in the unified
budget. The two major committees of the Congress concerned with
social security have never proposed changes in the social security
system except changes that they felt were related to the internal
logic of the system and they were careful to recommend, to the
best of the ability of the estimators, full financing for the program.

Up until now, social security has not been considered a proper
subject for getting quick savings in a unified budget, and I hope it
won’t be now. This is quite aside from the merits of any particular
proposal.

I would argue that with the benefit rights, based on past contri-
butions and earnings, with the promises stretching into the distant
future that the annual budget process is not the way to handle this
program.

Second, Mr. Chairman, the unprecedented proposal to reduce
benefits for people already on the rolls seems to me a kind of
action that can undermine the sense of dependability that pension
plan managers need, that individuals need, and that the country
needs to have about a contributory social insurance program like

- this.

If I could just take the example of the minimum benefit, which
Mr. Ahart was commenting on. It so happens that I have never
been enthusiastic about the regular minimum benefit. I have con-
sistently argued against increasing the minimum benefit through-
out the years, but it seems to me that to take people already
receiving it and recomputing their benefits is the wrong way to go
about modifying any benefit. If I'm right, as I think I am, that the
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most important characteristic of the program is dependability, such
a proceedure is very harmful to social security.

It also seems to me that the action which the Congress took in
1977 of gradually phasing out the minimum benefit was just right.
It may take 30 years to get completely rid of it that way, but it has

" major effects quickly. And as you remember, the action of the
Congress was to freeze the minimum at $122 and since all other
benefits and the insured status requirements are related to wages
and brought up to date as average wages increase, the $122 mini-
mum just phases out and without making people feel that they
have had promised benefits taken away from them.

I think that is an excellent example of how direction should be
9halx§%$d in this long-range social security system, just what you did
in .

Senator, did you want me to proceed?

The CHAIRMAN. Go ahead.

Mr. BALL. It is not enough, in my view, to merely not change the
benefits for people already receiving them. To stick with the mini-
mum benefit: a person now 60 or 61 who expects the payment, I
think, also has a serious grievancé against the program if the
benefit is suddenly taken away.

Phasing out or modifying the general direction of a provision
seems to me, completely appropriate.

I will skip, Mr. Chairman, in the interest of time, to just a touch
on the financing of the program. Underlying many of these recom-
mendations has been the idea not solely of savings in the short
term unified budget, but a kind of pervasive feeling that we need
to cut back on social security somehow because of the difficulties in
financing it.

__ I would like to separate out, just for quick comment, three peri-

ods of financing social security.

The CHAIRMAN. Did you, by chance, see the proposal that Con-
gressman Pickle—he didn’t introduce it yesterday but at least he’s
chairman of the Social Security Subcommittee of Ways and Means.

I think there was some story in the paper this morning about
sgme‘,; suggestion had been made. Have you had a chance to look at
that?

Mr. BaLL. Yes, Mr. Chairman, though Mr. Pickle was very care-
ful to indicate it was not his proposal——

The CHAIRMAN. Right.

Mr. BALL [continuing]. Or the committee’s proposal. It was just
for discussion and there are possibly many modifications that will
be made in it. I am aware of the general provisions.

The CHAIRMAN. I didn’t want to interfere, but I think you pre-
sented it properly. It is not his proposal, but one of the better ones
that he has seen in the past years.

Mr. BaLL. I like many things in that proposal and disagree
profoundly with many others, as I am sure you would expect.

One thing they’ve come up with, I think, is very interesting and
that is their suggestion that the States and localities pay the
Federal Government more promptly by having the money flow to
the Federal Treasury with the same speed that is required of other
employers.

-
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That doesn’t sound like much. It actually turns out to save the
social security system something over $1 billion in fiscal year 1982
because of the speedup in collections, with additional interest earn-
li)x;;gs ft_‘or social security in later years. That doesn’t hurt anybody’s

nefit.

Mr. Chairman, just very briefly, on the general financing situa-
tion, there is a very short-term problem in the Old Age and Survi-
vors Insurance Fund, which you are fully aware of and I'm not
going to take time on it, except to distinguish it from what might
be called the middle-range problem. :

This very short-range problem can be dealt with, if you wish, b
relatively minor measures such as interfund borrowing and a real-
location of rates if you are willing to accept quite optimistic eco-
nomic assumptions, particularly if accompanied by moving the
scheduled 1985 increase up to 1984.

My own view on the very short-term problem is that it would
probably be better to take somewhat more pessimistic economic
assumptions and do a more fundamental type of restructuring the
financing as in Mr. Pickle’s draft bill. He suggests that one-half of
Medicare be financed from general revenue and that you move
over to the cash program the social security contribution rate that
you free-up from that change.

I think we need to build back a major contingency fund in social
security. We need to make sure that if the projections turn out to
be wrong in two or three years that social security is not back on
tllle front pages. I believe we should have a conservative financing
plan.

So, as I say, it would be possible under optimistic economic
assumptions to get by with relatively minor changes for short term
financing.

Now, middle-range financing, say the next 25 years—I think the
situation here is very much misunderstood. Under the official esti-
mates of the trustees, cash social security benefits actually decline
as a percentage of payroll during this period. There is not a con-
tinuing increase in cost arising from an older and older population
during the next 25 years.

The aging-of-the-population problem for social security, insofar as
it exists, is a next century problem. It occurs, if at all, when the
bal%;())oom generation reaches retirement age, say from about 2005
to .

Although we do have an increase in the number over 65 in the
next 25 years, this increase is balanced by an increase in the
people paying in. During this period, the baby-boom feneration is
of working-age. So, the demography question is really the long-
range question in my statement. I have many comments on the
assumptions used in making the long range cost estimates.

In summary, I'd say, it seems to me a mistake to cut back on
long term protection in social security on the theory that we know
what is going to happen some 50 to 75 years from now and to take
action, such as increasing the first age of eligibility for full bene-
fits, as if we did. I go into that question in some detail.

So, to conclude, Mr. Chairman, I have not commented individual-
ly on the President’s pro s because they are fairly technical
and it would take time. I think it is clear to you already, but let me
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make it very explicit: I oppose each one of the cuts on the merits,
as well as opposing the use of the budget process to set social
security policy. I would hope that the most objectionable feature,
which is to cut benefits for people on the rolls—not just the mini-
mum, but student benefits, too—would be changed by this commit-
tee at the very least. This committee and the Ways and Means
Committee have acted like a board of directors for the social secu-
rity system over the years and have given social security policy
continuity. I hope you will reject these sudden, unprecedented
policy changes.

Thank you very much.

The CHAIRMAN. Thank you, Mr. Ball.

In case Pat has to leave early, I am going to be here in any
event, I'll yield to Senator Moynihan.

. Senator MoyNIHAN. Oh, no, Mr. Chairman, I am going to be
ere. \

Mr. Chairman, I think it would be best if the Republicans be
allowed to plan the budget.

The CHAIRMAN. Senator Packwood had to leave temporarily and
he said if he didn’t return, he wanted to have this question asked.

As I understand it, the administration has recommended repeal
of the medicare payment for pneumococcal vaccine. Do you have
any policy observations you can share with the committee regard-
ing this recommedation?

Mr. BaLL. I like the way you passed it last year and I see no
reason to withdraw on that, Mr. Chairman.

The efficacy of the pneumococcal vaccine is well established. The
Office of Technology Assessment went into this very thoroughly, as
well as outside groups. This is not an expensive benefit. I believe,
however, that it was a real breakthrough to add a preventive type
of benefit to the medicare program. \

Up until now, Medicare has been almost entirely payment for
curative services. I think it is great to start thinking about at least
a limited number of services that are of proven preventative value,
as a way of, in the long run, saving money, as well as, of course,
promoting health.

So, to repeal the provision that would encourage people to get
the pneumococcal vaccine, which is very important because it is a
disease that affects older people in very large numbers, would seem
to me a mistake.

The CHAIRMAN. As I recall, we had quite a struggle over that
amendment. We finally, in the last hours of Congress, as I recall,
attached enough savings to pay for the amendment and that was
accepted by the House with some reluctance. So, we thought we
had it paid for.

Well, in any event, I appreciate that comment.

Now, as I understand, you wouldn’t at thic time do anything to
social security based on the reasons set forth including not enough
notice to those who may be affected. Do you have any comments—
and you may have made recommendations in your statement—on
cost-of-living adjustments?

This has been an area where the President says he will not
tread. In fact, he has told members of both parties that he does not
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want to tamper with that area. Do you think that’s an area that
should be addressed in the future by the Congress?

Mr. BALL. Senator, if a technical review of the cost-of-living
provision on an objective basis by the experts that work in this
area—and I'm not one of them—demonstrated that the_ cost-of-
living measure now used, the CPl, was not the best measure of a
true increase in the cost-of-living, I think, of course, it should be
changed.

I would be opposed, however, to arbitrary changes which are
designed in such a way that the people who get social security
benefits and the other people whose benefits are tied to the cost-of-
living do not have their benefits kept up-to-date as prices rise.
Retired people are very vulnerable to inflation with no bargaining
power to make up for the situation later.

So, it seems to me very, very important to protect the concept of
the cost-of-living. I would not, certainly, hold—I'm not capable of
judging; I'm not expert enough—to hold that the exact way the CPI
is now constructed is correct.

Many economists have been saying things like the mortgage
interest rate part of the CPI has created a situation in which
people have been over-compensated in the past. But, of course, it’s
true that it you were to change it, and mortgage interest rates
_ started to go down—since you are just measuring the difference—
you would be taking the action just at a time when you might have
saved money from doing nothing. Also there is considerable lag and
the benefits are not fully kept up to date with the CPI.

So, I think there are complications.

The CHAIRMAN. So, as I understand, you would not touch the
student benefits either. In any event, you would make it prospec-
tive and not impact on anyone currently receiving these benefits.

Mr. BaLL. Mr. Chairman, my own view is that the benefits
payable to the sons and daughters of deceased people, retired and
disabled people who are attending school is a perfectly legitimate
part of this social insurance system. That to many, many workers
it is important to leave when they die, for example, money that
can help their children as long as they are in school, so that I
dislike the idea of getting rid of this part of social security. But it is
certainly true that I dislike some part of the proposal more than
others, and the idea of affecting people who are either already
getting it, or just about to get it seems t¢ rae particularly damaging
to people’s faith in the program to which they have been contribut-
ing.

It undermines faith in the dependability of the benefits.

The CHAIRMAN. But as I understand, that benefit is based on the
earxcllisngs record; it doesn’t have much to do with the educational
needs——

Mr. BaLL. Right.

The CHAIRMAN [continuing]. Or the cost of education, or the
financial status of the student.

Mr. BaLL. Absolutely. You are absolutely correct, Mr. Chairman,
and I think that is the way it should be. Consistent with the
concepts of social insurance, this benefit is a partial substitute for
parental support. It is trying to put this motherless or fatherless
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child in a position similar to those who still have parents to depend
on. ‘

The other programs, such as the Basic Opportunity Grant pro-
gram is supplementary to either parental support or to the social
security benefit for those people who are truly in need. Social
security does not have, and shouldn’t in my opinion, the idea of
directing the benefit just to people who can meet an income or an
asset test.

I'm particularly disturbed, Mr. Chairman, by the fact that in the
budget recommendations, it is argued, in effect, that there is a
better way to meet the purpose of the students benefits, while at
the same time there isn’t additional money allowed for people who
would turn to Basic Educational Opportunity Grants if the social
security benefit were cut, or to turn to the loan program—as a
matter of fact, as you know, it is now suggested that the loan
program should have an income test. So, on principles, I dislike to
change in general. I particularly dislike applying it to people al-
ready getting a benefit, or, those about to get it, say, a widow with
a 16-year-old son or daughter who has been counting on this help
for the child when he or she goes to a technical school or wants to
finish high school and go on to college.

I had thought this was a settled issue. I remember the President
in the debate with President Carter made a strong point that any
proposals that would come out of the task force that he said he was
going to set up would not pull the rug out from under people who
were already receiving benefits.

So, I find proposals or the minimum and the student benefits
something of a surprise and in disagreement with the position
which he took in that debate.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Thank you, Mr. Chairman.

One of the things I would like to ask our distinguished witness
are just twofold. It seems to me in discussing, for example, the
student benefit we are always—you know, you have the mother-
less, the fatherless child, and so forth. What proportion of the
people receiving this benefit are, in fact, children of a mother who
has died and continued to be supported by a perfectly well em-
ployed father; it is fairly high is it not?

Mr. BaiL. I don’t have the figures, Senator, but I would suspect
that it was the smaller proportion, and relatively small.

The children of retirees are also eligible, and that would be quite
small. On the other hand, the children of the disabled might be a
fairly sizable number.

Senator MOYNIHAN. Yes.

Mr. BaLL. I think the reason people tend to use the motherless or
fatherless child is that taken together they make up the bulk of
this beneficiary category.

Senator MoyYNIHAN. I guess I have just the simple view that we
have never yet found an increase in this program that wasn’t
warranted, necessary, and untouchable. We now have, I guess, for
every pirson receiving retirement benefits, there are three people
in the work force; is that not right?

Mr. BaLL. Well, three covered workers under social security, yes.
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Senator MoyNiHAN. In the year 2000, there will be two. It is
getting to be—we thought we had taken care of this for the next 25
years in 1977, and it seems we took care of it for about four. I
wanted to ask this: the thing that I am surprised, Mr. Chairman, I
even note today the most striking the proposals the President has
sent us have to do with children in the AFDC program where has
been cutting and cutting and cutting.

We don’t even have anybody here to talk about children, save,
Mr. Smith who will speak to some of the medically—children who
need medical treatment of special kind.

Mr. Ball, I wonder if you have some comment on—the children
are left out of this; they are not indexed; they are not fully sup-
ported by the Federal Government and when we talk about their
program, we talk about it in terms of behavior of adults.

The Washington Post, as you know, has proposed that the AFDC
program be abolished so people could stop bitching about it. It
becomes such a symbol of things. If you listened to Presidents and
Secretaries, and so forth, it’s not just this one, at least, you would
think that the population of the AFDC program consisted entirely
of adult males.

What do you think—I've observed in the President’s budget that
it is the children who are going to find themselves most reduced.
The retired people aren’t going to be touched at all, and how did
we get into this situation? Why did we—first, you are a repository
of national memory here, how come the AFDC was made a State
sharing program and the retirement system was not?

Mr. BALL. Senator, I don’t—just before I directly answer your
question—I don’t think it is quite right to say that retired people
aren’t touched by the President’s proposals.

In the minimum benefit proposal he would reduce benefits for 2
million people now receiving those benefits. But leaving that aside,
I certainly agree with the general position from which you are
asking your question: the reductions in the AFDC program seem to
me extremely bad. This program, which, of course, is a means
tested program operated by the States—they, by and large, deter-
mine the level of payment with the Federal Government putting
up more than half the money—goes to the poorest of the poor. It is
very, very largely for women who have small children. It should be
one of the last places, it would seem to me, to be cut.

Now, I don’t want to put it in competition with the social insur-
ance program. The reason that the retirement benefits under social
insurance are treated quite differently, I believe, is because as you
know so well, social insurance has quite a different purpose and is
structured very differently. Social insurance is contributory, is
based on past earnings, and is not, by any means, just for low-
income people, but is the base on which everybody builds protec-
tion. Every pension plan in the United States is built on the idea
that their pensioners can also expect a social security benefit.

So, you have a different kind of support for social security. The
AFDC prc:fram doesn’t have a broad constituency; it isn’t based to
the same degree on a sense of right, and I deplore that.

Senator MoyNIHAN. May I just make—my time is up and I don’t
want to keep you, Mr. Chairman, but I just want to make one

point.

80-480 0 - 81 - 4
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After the last election when there was—it didn’t seem that it
was necessary to spend too much time planning the new Democrat-
ic legislative program, we set to work doing some, well, scholarship,
if you might say, and we worked out a set of projections starting on
these matters that go back from a series that we developed from
1940, 1950, 1960, 1970 and, Mr. Chairman, you would be particular-
ly sensitive, I think.

We can establish at a very high order or probability now, that
means it is on the curve, that as of today a cohort of children born
in 1980, 52 percent will live in a single parent female-headed
family before they are 18. And of the children born in 1980, 32
percent—we round it to a third because we’re not that hard—one-
third will be supported by the AFDC program.

It is next to the public school, clearly the most important public
program for children the country has and the President’s proposals
reduce it—I'm not saying they are all wrong at all, but I mean, you
know, it is fundamentally important that no one comes up here to
speak about the subject.

If we don’t do it, no one will, and particularly the groups who
might most be expected to be here aren't.

But that is a striking figure, a third of the children. And that is
the one that’s not indexed, and in the new proposals would take all
the work incentives out. It would make a difference between a
mother working and a mother not working practically zero in net
income, which seems not to be the way our committee has tried to
work in the last 15 years or so.

I thank you very much.

The CHalrMAN. Thank you.

Mr. BaLL. Senator, Mr. Chairman, could I comment on one other
point that Senator Moynihan made as he was giving preparatory
remarks to a question? I don’t want to leave the record with the
implication that I agreed with his statement that we now have
three workers contributing to one person retired and we would
later have two contributing for one. It is correct that we have
approximately three to one now, and it is projected by the official
cost estimates that sometime about 2025 it will turn out to be two
to one. But I want to throw some doubt on that. That depends upon
a whole series of assumptions about the payers-in. It assumes, for
example, that we will continue to have a smaller proportion of
older people employed than we do today. That instead of reversing
that trend after the baby boom retires when there well may be
more opportunities for older people to work.

It assumes that immigration will not grow any faster than the
present legal limit. One response to a labor shortage situation in
the early part of the next century might be increased immigration.

It assumes that fertility rates will not rise above the replacement
rate. I think these assumptions can be defended, but I think they
can also be challenged. It is not a certain thing. The long-range
actuarial deficit in the official cost estimates for social security
depends largely on what happens from 50 to 75 years from now.

Now, another very important point is that in addition to the
number paying in and the number paying out, the high cost that
the social security actuaries get 50 to 75 years from now is based in
part on the assumption that total compensation for workers will be
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less and less made up of wages and salaries in the future and more
and more in fringe benefits. Wages and salaries, of course, are all
that are subject to social security taxes so this assumption in-
creases the estimate of the needed rate of social security taxes.

Now, to some extent, I think it is justified, to assume some
increase in the proportion of compensation represented by fringe
benefits. But their present projection just takes the past trend of
four-tenths of 1 percent a year, projects it indefinitely for 75 years
in the future without ever coming to a leveling off place. It does
not seem to me reasonable to think that workman’s compensation,
unemployment insurance, social security, private pensions are all
indefinitely going to keep increasing at the expense of wages and
salaries paid currently. So, I think that is something worth looking
into, too.

Senator MoYNIHAN. That is a fair peint, thank you.
b T};e CHAIRMAN. Do you have any other questions, Senator Moyni-

an?

Senator MoyNIHAN. No. Thank you, Mr. Chairman.

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

We will probably be asking you for additional advice when we
get into the nitty-iritty of this.

Mr. BaLL. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Mr. BaLL. It is a pleasure to be here again. I have spent many
days in this room.

Statement follows:]

STATEMENT OF RoBERT M. BaLL, U.S. SENATE, COMMITTEE ON FINANCE

Mr. Chairman and Members of the Committee: My name is Robert Ball. From
April 1962 until March 1973, I was Commissioner of Social Securitx and prior to
that served for approximately 20 years in various positions in the Social urity
Administration and its predecessor organization, the Socisi Security Board. Since
leaving the government, I have continued my deep interest in social security and
have written and lectured extensively on the subject. I was a member of the most
recent statutory Advisory Council on Social Security, which reported to the Execu-
tive and the Congress in 1979.

I am testifying today, however, as an individual, and my opinions do not necessar-
ily represent those of the Advisory Council or any other organization with which I
am or have been associated. -

I appear today to oppose the social security recommendations in the budget. 1
want to make six points:

(1) Because social security is a self-financed social insurance system, with rights

wing out of past earnings and contributions and with benefit promises coming
ue many years in the future, the annual budget is not the appropriate mechanism
for considering program modifications.

(2) It will undermine people’s faith in social security to take the unprecedented
action of reducing the social security benefits of those already receiving them.

(3) The individual proposals for modification of the social security system are, in
my opinion, undesirable.

(4) If any of these modifications are to be made, ample notice should be given so
that people who now have reason to count on the promised protect.on are not
adversely affi .

(5) To strengthen public confidence in the system, rather than chipping away at
benefit protection, there should be an increased allocation of social security taxes to
the cash benefit program.

(6) It is not necessary or desirable to cut benefit protection because of a fear that
social security costs in the next centur’sl' will be increasingly difficult to bear.

(1) The nature of social security makes the budget process an inapprop=iate vehicle
for considering program changes.—The purpose of the annual budget is to make
choices among expenditures, giving preference in the budget period to one expendi-
ture over another, and also to determine who pays what and how n.uch for the
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expenditures. Social security promises—stretching into the distant future, resting on
past earnings and contributions, and with separate financing—are not a proper part
of this essentially competitive process. The obligations of social security resuit from
an agreement to furnish certain protection in return for certain payments by
workers and employers and the self-employed. The agreement can, of course, be
changed. But the changes need to be made with great care, with respect for accrued
rights, and for reasons that relate to the internal logic of the program. Otherwise,
popular support, which rests on the dependability of program promises, cannot be
maintained.

Thus, it seems to me that social security policy decisions need to flow, as they
have in the past, from the careful consideration of program modifications by this
Committee and the Committee on Ways and Means in the House of Representatives
and not be dictated by overall budget policy in a particular year. .

Perhaps it is worthwhile to summarize, for the record, some of the characteristics
of social security that distinguish it sharply from most other programs of govern-
ment. The details of the social security law are so complicated, and the rules and
regulations so numerous, that sometimes one forgets that the basic idea is very
simple. All there is to it is that, while people work and are earning, they pay social
security taxes on their earnings, with their taxes matched by the employer, and
with the self-employed, too, paying in while they work. When earnings stop or are
greatly reduced because of retirement or because one is too disabled to work, or
because a family has suffered an income loss when a wage earner dies, then benefits
are paid by the system to partly make up for these lost earnings. The cash benefit
part of social security is ‘“income insurance”—protection against the loss of income,
just as other insurance protects against the loss of a house through fire or the loss
of an automobile in case of an accident. It is a social insurance program, similar in
many respects to a huge group insurance and retirement program. It is based on a
compact between the contributing worker and the government, which promises to
pa%: benefits under defined conditions in return for earmarked social security taxes.

he program affects just about every American family. Today it provides monthl
benefits to 35,000,000 people—one out of every seven Americans. Another 115 mif:
lion Americans are building protection through payments into the program. Social
security is self-financed by the contributions of these covered workers and their
employers and the self-employed.

here is not only a legal right to the defined benefits—a denied claimant can go
to a Federal court for redress in the event of improper denial—but the right to
g;otection is an earned right, earned by the work and contributions of those who

nefit from the system. The payments reflect the beneficiaries’ previous levels of

living and thus serve in some measure as a reward for diligence, and the benefits
are payable without the scrutiny of individual means and needs and so permit
supplementation by the recipients’ savings. Because they are payable as an earned
right, the benefits accord with the self-respect of people accustomed to providing for
themselves.

Social security is built on the conservative principle of self-help, with the protec-
tion growing out of past work, but it has, nevertheless, created a revolution, trans-
forﬁl{;;g life for millions of people from poverty and in security to relative economic
well-being.

In 1935, when the Social Security Act was passed, less than 15 percent of the jobs
in the United States were covered by any sort of retirement, disability, or survivors’
insurance system, and only a tiny proportion of those over 65 were drawing retire-
ment benefits. Many people ended their lives in a now almost forgotten institution,
the “county poorhouse.” This year 95 percent of the people reaching a%e 65 will be
eligible for social security payments, and most of those who are not will be eligible
for retirement pay from some other government system, such as railroad retire-
ment, Federal civil service, or a state or local plan. Social security and other
government retirement plans are now providing just about universal protection.
This is a remarkable achievement of just the last generation, and it has been built
carefully, block by block.

Everyone knows how important social security is for the elderly, but it is also of
great importance to earners who are middle-aged and younger, r:ot only because
they are building protection for themselves when they retire—no one stays young—
but because they have protection currently against the risk of becoming totally
disabled and because their families have protection against the loss of income due to
their deaths. Increasingly, too, middle-aged and younger workers understand the
importance of social security as a better way of sux;porting the older generation
than the direct support that they would otherwise have to provide to their own
parents and relatives.
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Recent polls show much appreciation of the imﬁgrtance of social security protec-
tion, but at the same time they show concern about its dependability. Given the
importance of social security to just about everyone, I believe we must do everthing
we can to strengthen public confidence in the dependability of social security
romises. This requires considering program modifications from the standpoint of
ong-range desirability of the change rather than from the standpoint of the current
status of the unified budget. ‘

Although social security is our most important anti-poverty program—keeping
some 13 to 14 million persons above the poverty line—it is much more than that.
Today, social security is the base on which just about everyone builds protection
against income loes. In one way or another, all private pension systems, for exam-
ple, count on the fact that the pensioner will also receive social security benefits,
and the individual saving on his own for supplemental protection counts on social
security as the base. The most in#)ortant characteristic of this basic system of social
security must be dependability. How else can individuals and private pension man-
agers plan how to supplement the program?

(2) Reducing Benefits for Those Now Receiving Them Is Unprecedented and Will
Undermine Confidence in the System.—The worst feature of the social security
budget recommendations is that they provide for cutting the benefits of those who
have met all the requirements in present law, have submitted proof that they meet
the uirements, have received and award letter signed by the Commissioner of
Social Security certifying their entitlement to benefits of a certain amount, and are
actually receiving such benefits. It is now pro that the law be changed and
that the benefits alreg(t)ig awarded to some three million persons receiving the
minimum benefit and 800,000 persons receiving the benefit payable to young survi-
vors and dependents attending school be cut substantially.

Quite aside from the merits of modifl'yinf or not modifying the program to elimi-
nate particular benefits in the future, I believe it would greatly undermine faith in
the general dependability of social security to lower benefits for those already
receiving them. If such cuts can be made for minimum beneficiaries, for example,
who is safe?

I had thought this was a well agreed upon point. For instance, in the debate with
President Carter on October 24, 1980, President Reagan said, in proposing a new
task force on social security, ‘. . . with the premise that no one presently dependent
on social security is going to have the rug pulled out from under them and not get
their check.” Later in the same debate he said that beneficiaries ‘. . . must contin-
ue to get those checks.”

(3) I Disagree with the Individual Proposals on the Merits.—(a) The elimination of
the minimum benefit. | am not one of those who beliexe that no deliberalizing
changes can ever be made in social security, but I do believe that such changes
should be made gradually, with respect for accured rights, and with due notice.

I do not favor the retention of the regular minimum benefit for social security
over the lonﬁ run. I believe such a minimum provides too large a benefit return for
workers with relatively slight attachment to social security coverage, and I have
consistently opposed increases in the minimum benefit for many years.

However, it seems to me that the gradual phase-out of the minimum benefit, as
provided for by the 1977 amendments, was exactly right; it is unfair to change the
rules in the middle of the game and tell ple who have been counting on these
benefits that they will get much less than they have been told they would.

Under present law, as a result of the 1977 amendments, the initial value of the
primary insurance amount is frozen at $122; in the future, an age 65 retiree will
receive no more than $122 unless his or her Preretirement earnings justify a higher
benefit. Over the years—since all other benefits are updated to current earnings—it
will become increasingly unlikely that workers with sufficient earnings to be in-
sured will be eligible at age 65 for a benefit of as little as $122. Thus, over time, the
regular minimum benefit will gradually phase out. This seems to me a very ood
example of how a modification In social security policy can be made without risking
the loss of public confidence that comes from recomputing benefits for those now
receiving them, or changing the rules for those who are counting on getting certain
benefits in the future.

(b) Elimination of benefits for young survivors and dependents attending school.

Since the social security amendments of 1965, the life insurance protection that
workers have been paying toward has included the continuation of survivors' bene-
fits to children after age 8 and through 21 if the child attends school full time. The
full-time school attendance requirement ma{ be satisfied in high school, technical
school, junior college, or regular college. Such benefits are also payable to sons and
daughters of retired or disabled workers unde. the same conditions. Some 800,000
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young people attending school are now receiving social security benefits to partly
make up for the loss of parental support due to death, retirement, or total disa ility.

The ability-to provide at least some help toward the continued schooling of one's
children in the event one dies, retires, or becomes disabled has seemed an important
protection to many, many workers. The Administration argues, however, that these
social security benefits should be dropped and that the sons and daughters of
deceased, retired, or totally disabled workers should look instead to the Basic
~Educational Opportunity Grant Program for low-income students and a revised
student loan program that would have income limitations. Yet, the grant program
has not been fully funded in the past, and, under the budget pro , the funding
is not increased to make up for the elimination of the social security benefit.

Given the current cost of higher education, verﬁ frequently, in any event, the
social security benefit needs to be supplemented by the other programs, just as
parental support from those who have not died, retired, or become tota’lll“\; isabled
needs frequently to be supplemented by the grant and loan programs. The partial
replacement of parental support by the social security benefit helps to equalize
educational opportunity for these young survivors and dependents of retired and
di?abled workers. It is not in conflict with programs designed to supplement paren-
tal support.

This partial replacement of parent support for youths attending school seems to
me a legitimate use of social insurance funds, but in the event the Congress decides
otherwise, I would hope that, at least, it would not reduce benefits already being

rovided or eliminate the benefit for those who have had every reason to count on
its later receipt. But let me return to that issue in a minute.

(¢) Elimination of the lump-sum death benefit for insured workers whe do not
have a surviving spouse or child eligible for monthly benefits. -

Social security pays a lump-sum benefit when insured workers die. The benefit is
paid tu the spouse who was living with the deceased worker. If the worker has no
spouse, or if the worker’s spouse was not living with him, the benefit is paid to the
person(s) who paid the funeral expenses. The benefit is the lesser of: (a) three times
the worker's primary insurance amount; or (b) $255. The dollar ceiling has been
$255 since the early 1950s. In recent years, three times a worker’s primary insur-_
ance amount has, in every case, been more than $255 so that all [ump-sum pay-
ments have been for $255.

It is very important to many people that they leave enou%h insurance to provide
for their burial and to pay for the expenses of their last illness. They are greatly
concerned that their death not be an expense to friends, family, or relatives or that
they not be buried at public expense. The current payment of $255 is clearly
inadequate for this purpose, and I would favor raising the ceiling to at least $500, as
propesed by the last Advisory Council. To move in the opposite direction and drop
the benefit, except where there is a surviving spouse or child eligible for monthly
payments, would lead many people to buy the most inefficient type of private
insurance—the so-called “industrial” policies which are sold door to door, with
premiums collected weekly or monthly. Because administrative expenses for such

licies are very high compared to their low face value, only about one-half or even
ess of the premium revenues are ever paid to claimants.

Protection against the costs of last illness and funeral expenses seems to me a
legitimate objective of social insurance and an efficient way of Eroyiding the protec-
tion. I believe the benefit should be improved somewhat rather than reduced in

scope.
. (d) Adding currently insured status to the eligibility requirements for disability
insurance.

When the prograrn was first passed, in addition to meeting the present test of
fully insured status, plus having worked 20 quarters of coverage out of the 40
calendar quarters ending with the quarter in which the individual mes disabled,
a worker had to meet a test of working in 6 quarters out of the last 13. This test of
recency of work was removed from the program by the Congress in 1958 because
this test was preventing many totally disabled workers from getting benefits, even
though they had paid into the system for a long period of time.

Many total disabilities do not occur at a precise moment in time. Unlike the

rson disabled in an automobile accident or by a stroke, say, a worker may suffer

rom a de%enerative illness that just gets gradually worse. Since the definition of
disability for social security purposes is very strict—inability to engage in any
substantial gainful activity—a worker may be significantly disadvantaged in the
labor market for a considerable period of time before he meets the definition. Thus
it is not unusual to find workers with a mental illness or any one of a number of
progressive diseases, such as emphysema, who have a history of intermittent em-
ployment for a considerable period before a final determination of disability can be
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made. Thus under the 6 out of )3 test, by the time the individual was ‘“‘disabled
enough'’ to meet the strict definition in social security, he or she was no longer able
to meet the test of recent employment. !

I believe the decision to remove the test of recency was the correct one, and I
believe that, if it were once again included in the program, many deserving people
would be made ineligible for benefits.

The Congress made a very thorough review of the disability provisions of social
security over a period of several years prior to the 1980 amendments. I see no
justification for opening up this program for reexamination so soon again. Many of
the provisions of the 1980 amendments have not even been given & chance to
operate.

Present cost projections for the disability profram show the system to be well
financed, and there seems to be no good reason for cutting down on the protection
now provided in order to save money.

All in all, I do not think social security policy should be made in order to gain
sh:rt-term advantages for the unified budget, and this proposal seems to have no
other merit.

(e¢) Providing that combined disability benefits from various Federal and State
programs should not exceed a worker's previous earnings.

nder present law, the combined amount payable by social security and by
workmen’s compensation cannot exceed 80 percent of the average of the highest five
years of the worker’s earnings since 1950, or the earnings in the highest year out of
the five ﬁ]ars preceding the year in which the worker became disabled, whichever is
higher. The eaminﬁs in these tests are automatically updated as average wages
covered under social security rise. The states are given the opportunity to reduce
their workmen'’s compensation benefits to a point where the combined workmen’s
compensation and social security benefits do not exceed the 80 percent test, and
many states have taken advantage of this provision to do so. However, if the states
do not act, then the social security benefit is reduced to accomplish the same

pu .

ere are no other provisions in the Social Security Act for adjustment because of

the payment of other disability benefits, but a high proportion of private pension

lans do adjust their disability benefits if a social security disability payment is

ing made. I think they all should, but it \;ould be a considerable departure from

revious Federal policy toward private pension plans to require them to do so by
ederal law, and this has not been proposed.

There is an argument from the standpoint of incentives to have an overall cap on
government benefits paid for the same disability, but there is certainly also a strong
point to be made on the other side—that is, the most important benetits affected by
such a proposal would be veteran’s compensation (not proposed for inclusion under
the cap by the Administration) and payments to miners who are disabled because of
lung disease. In both of these cases the argument is made with considerable merit
that the payment is designed not only to make up for a loss of earning caﬂacitg, as
social security is, but is also an indemnity payment for an injury. If it is thought of
as an indemnity, there is not the same problem in getting more in total benefits
than one might have been able to earn while at work.

In any event, if such a cap were to be considered, it seems to me of great
importance that the test of earning capacity be similar to that in the present law
governing the total of workmen’s compensation and social security benefits rather
than a test of a career average of earnings, as is used in the new provision limitin
family benefits under the disability program. What counts from an incentive stand-
point is the worker’s demonstrated recent capacity to earn, with this test kept ug to
date as wages move up. An average of lifetime earnings, or even the highest
earnings, stated in terms of wage levels of many years ago, is hardly a fair measure
of what would currently be a level of benefits ag'ecting incentives to work. It also
seems to me that if any such cap were to be considered, the contributory social
security benefit is the one that ought always to be paid in full, and that any
adjustment should be in the smaller, noncontributom ams paid from general
revenues. Thus, even if such a cap were to be considered, if done in the most logical
way, it would have no effect on social security costs.

(f? Elimination of the provisions for reimbursing state agencies for the vocational
rehabilitation of social security disabilitv beneficiaries.

inning in 1967, the disability insurance fund began reimbursing the state
rehabilitation ncies for the cost of rehabilitating social security beneficiaries.
The provision for paying for rehabilitation out of the disability trust fund was
adopted because, with limited funds available from lar rehabilitation prog;ams,
the state a’gencies tended to avoid the very seriously disabled social security benefi-
ciaries in favor of those with only partial disabilities, who were easier to rehabili-

-
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tate. From social security’s viewpoint, paying for rehabilitation is a good business
proposition. Every beneficiary who goes to work saves the program money.

My own view is that social security should probably spend more to get its
disability beneficiaries into productive employment. I agree with the last Advisory
Council’s suggestion that a study should be made of using not only the state
agencies but possibly private rehabilitation agencies as well.

(g) The budget also calls for stepped-up review of the continued eligibility of
disabled beneficiaries.

Such stepped-up review, which I support, was provided for by the 1980 amend-
ments to the Social Security Act. I think the Social Security Administration should
be allowed to fully implement the new law without still further mandated reviews
at this time.

(4) Any changes that are made should be graded in over time and not take away
from those who have every reason to believe they are currently protected.—It is not
enough simply to protect the rights of those already receiving benefits, although
doing this would be a big improvement over the proposals of the Administration. In
the case of benefits for surviving and dependent children attending school, for
example, there are large numbers of widows and children who are now counting on
the continuation of the child's benefit when the child goes to technical school or
college. Millions of pamphlets have been sent out explaining their rights under the
law. To eliminate this benefit, for say a child now 16 or 17 years old, or to eliminate
the minimum benefit for a 61-year-of;i, say, who is counting on it next year seems to
me very likely to undermine confidence in the general dependability of the system.

If such changes are to be made, and I am against them, then at least make them
in a way that will cause the least resentment. Give people a chance to adjust, to
make other plans. Rushing the proposals through in a way to get quick savings for
the unified budget would, I believe, weaken confidence in the dependability of social
security as a whole. If the government can so easily change its compact with the
contributing worker without notice and without lead time in regard to these bene-
fits, it might in future years decide to make other changes affecting millions of
other contributing workers. Yet, dependability is the most essential characteristic of
the system if it is to retain public support. And why should state and local employ-
ees or Federal employees want to come into social security unless they can count on
the stability and predictability of the benefit promises?

(5) There should be an increased allocation of social security taxes to the cash
benefit program.—The financing of social security is on a pay-as-you-go basis with
most of the funds collected in a given year being paid out in benefits in that year. It
is intended that there should be a contingency fund sufficient to tide the program
over periods in which fluctuations in economic conditions may cause a temporary
imbalance between income and outgo. While the interest earnings on such a contin-
gency fund are useful, they do not form any substantial part of the long-range
financing of the social security program.

This pay-as-you-go system can ordinarily be expected to work well. As long as
increases in wages exceed increases in prices, the income to the system (determined
as a percentage of payrolls) will usually be enough to cover the cost of benefit
increases, which are tied automatically to price increases. Pay-as-you-go financing is
also sensitive to the rate of unemployment, which, of course, also affects ?arroll
size. Recently, the contingency funds have been drawn below a reasonably safe level
because we have had the unusual combination of prices rising faster than wages
and, at the same time, a relatively high unemployment rate.

It is clear that some congressional action will be nceded shortly to avoid a short-
term financing problem in the old-age and survivors’ insurance part of socal secu-
rity (the disability insurance program and the hospital insurance part of Medicare
are not in difficulty). The reallocation of rates between old-age and survivors’
insurance and disability insurance signed into law on October 9, 1980 was intended
as a stop-gap measure and is probably sufficient only through calendar year 1981.
The action required can be quite minimal, or we can take the occasion—as I think
we should—to make rather fundamental changes in financing.

The Carter Administration proposed borrowing among the three social security
funds—the old-age and survivors’ insurance fund, the disability insurance fund, and
the hospital insurance fund—as a way of meeting the short-term problem in old-age
and survivors’ insurance between the end of 1981 and the point at which the
presently scheduled 1985 contribution rate increases take hold. If the economy
improves rapidly and substantially, this provision alone might well make the pres-
ent financing of the cash benefit program sufficient for the next 50 years and the
financing of the hospital insurance program under Medicare sufficient at least into
the 1990s. Under other economic assumptions, however, this plan would be inad-
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equate in the 1984-1985 period, and Congress would once again need to address the
question of social security firancing.

My own view is that it would be desirable to make fundamental changes in social
security financing right away so that financing of the cash benefit program would
be assured at least into the next century and without having to raise the tax rate
for old-age, surviveis’ and disability insurance for at least the next 25 years. It is
very disturbing to beneficiaries and contributors alike to keep running into these
short-term crises because of an insufficient margin in the short-term rates. And it is
disturbing to contributors to keep facing a series of rate increases.

What I woul(idpropose is that beginning in 1982 the rate for cash benefits, OASI
and DI combined, be set at 6 percent of earnings rather than the presently sched-
uled 5.4 percent. During 1982, hospital insurance under Medicare could be financed
by the present contribution rate of 0.65 percent for the employee, 0.65 percent for
tg’e employer and a drawing down of the hospital insurance trust fund, making the
overall social security tax rate for 1982 6.65 percent (the same as 1981), rather than
6.70 percent, as scheduled for 1982 in present law. Beginning in 1983, general
revenues would be introduced to pay half the cost of hospital insurance. The
contribution rate for hospital insurance would stay at 0.65 percent through 1984,
and would be increased to 0.80 in 1985 (present law calls for an increase in the HI
rate of 0.05 in 1985 and an additional 0.10 in 1986).

_The 6 percent rate proposed for the cash benefit program would stay at that level
for at least the next 25 years. It is to be compared with the present schedule for
cash benefits of 5.35 for 1981, 5.40 for 1982-84, 5.70 for 1985-89, and 6.20 for 1930
and thereafter. The scheduled 1990 rate of 6.20 is estimated to ({)roduce very large
excesses of income over outgo for at least 15 years or so after 1990, and the proposed
6 percent rate, starting in 1981, would finance the cash benefit program from 1981
well into the next century.

The idea of financing half of hospital insurance under Medicare out of general
revenues is not original with me, but has been advocated for some time by Congress-
man Barber Conable, the ranking Republican on the Ways and Means Committee,
and has now been endorsed b{qthe National Commission on Social Security.

Perhaps because Part B of Medicare already has the major part of its cost covered
by general revenue financing, and perhaps also because the benefits in both parts of

edicare are not geared to past earnings as they are in the cash benefit program,
there has been less reluctance to move away from total reliance on an earnings or
payroll tax in the Medicare program as compared with the cash benefit part of
social security.

At the present time, the hospital insurance part of Medicare (Part A) is financed
almost entirely from a tax on employers’ payrolls and deductions from workers’
earnings, as in the case of cash benefits under social security. The exceptions are
minor: contributions from general revenues, for example, to pay for non-contribu-
tory credits for military service, and for hospital insurance benefits paid to people
uninsured under social security at the time the hospital insurance program began.
On the contrary, about 70 percent of the costs of Supplementary Medical Insurance
{Part B} under Medicare, which reimburses for the cost of physicians’ services, is
paid from general revenues, and the rest of the cost is met from premiums paid
currently by those insured under the program. If both Parts A and B of Medicare
are looked at together, about 20 percent of the revenues for Medicare comes from
general taxes.

Although what I have described is my preferred plan, there are, of course, others:

The very minimal change of inter-fund borrowing proposed by the Carter Admin-
istration would, under optimistic economic assumptions, get the cash benefit pro-
gram through the next ears (and the hospital insurance program into the 1990s)
under the contribution sc{;edules provided by present law. If necessary, this ap-
proach could be suprlemented by some advances from general revenue during the
1984-85 period, should they be needed.

Another approach would be to provide for inter-fund borrowing as proposed by
the Carter Administration, but, at the same time, move the 1985 scheduled increase
in the contribution rate for cash benefits to 1984. This again would be sufficient
only under optimistic economic assumptions.

A plan which would have the same result for social security financing as the one I
propose but which would not depend on any general revenue financing for hospital
insurance, would be to provide for a direct increase of 0.65 percent in the cash
benefit rate in the near future. Such an increase would, of course, take the place of
the various scheduled increases for the cash benefit program in present law.

In any event, there is no need to turn to cutting benefit protection to meet the
short-term financing problem in the OASI mrt of social security; there are any
number of satisfactory ways of financing the benefit protection promised by present
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law. What I have proposed has the advantages, as compared to the first two of the
proposals I have just described, of not depending on either the realization of optimis-
tic economic assumptions or an infusion of general revenues for the cash benefit
program. Compared with the third proposal, it would not require an increase in
social security taxes for the cash benefit program until at least well into the next
century.

(6) Neither Demography Nor the Economic Future of the United States Requires
Cuts in Social Security Protection.—In discussing the social security cost implica-
tions of the future demography of the United States, it seems to me of the first
importance that we be clear in distinguishing between those matters we can be
quite certain about and those matters which are more speculative. The broad
outline of the growth in the absolute number of the elderly population over the next
50 years is quite certain—perhaps a 600,000 a year average increase in the number
of those over 65 for about 15 years in the future, then a considerable slowing down
in the rate of increase for 10, followed by a huge increase, averaging well over a
million a year, for the following 25 years, and then a more or less leveling off for
many years after 2030. The people who will become 65 between now and 2045 have
already been born, and the application of expected mortality rates (which include a
substantial allowance for improved mortality) to the existing population produces
the results described. In other words, give or take a few million, the number of
people over 65 will rise from 26 million today to 35 million by 1995, rise relatively
slowly for the next 10 years, and then be followed by a huge increase in just a 25
year-period from about 37 million in 2005 to 65 million in 2030, with the number
over 65 leveling off after that.

It is a fact that, for approximately the next 15 years, large numbers of people will
be reaching age 65 because birth rates were relatively high in the period from 1915
to 1930. It is also a fact that the number over 65 will not increase as much for the
10 years after 1995 because of the low birth rates during the great depression. And
it is a fact that the baby-boom generation of post World War II starts to reach 65 in
the early part of the next century.

Much less certain is the widely held belief that shortly after the turn of the
century, just at the time the number of elderly starts to increase so rapidly, the
growth in the 20 through 64-year-old population—ordinarily thought of as the
working age population—will come to a virtual halt and remain stable for many
years. It is the possibility of the relative growth in the number of retirees compared
to those at work that causes concern about long-range financing of social security.
Between now and about 2005, there continues to be a major growth in the 20 to 64-
year-old group—again a near certainty—so that the ratio of those over 65 to this
younger age group changes relatively little during this period. Thus, there is no
significant demographic problem for social security for the next 25 years at least.
'll‘ht]a proportion taking out and the proportion paying in will probably change very
ittle. .

In the longer run, however, there could be sizeable increases in the cost of social
security cash benefits if we continue to have low birth rates, immigration rates
limited to the present legal level, a substantial increase in the rate of disability, a
work force that retires about as early as today, and a continued long-range decline
in the proportion of workers' compensation paid in wages as compared to fringe
benefits. These are the assumptions made in the last Trustees’ Report, and on
strictly a pay-as-you-go basis (no reserves) these assumptions produce a need for a
contrigution rate from 2025 on of about 82 percent of earnings as compared to 6
percent or less for the rest of this century. If this turns out to be the case, however,
it is of great importance to recognize that the very assumptions which produce an
increasing ratio of older people to those at work also result in a declining ratio of
children to those at work. If, instead of the ratio of those over 65 to those 20
through 64, we take what has been called a total dependency ratio, the ratio of
those over 65 plus those under 20 to the group 20 through €5, we get a much
different picture than if we look only at the elderly. It J'ust isn't true that reason-
able demographic assumptions show a larger number of dependents for each worker
after the early part of the next century. Instead, what they show is a shift in the
composition of the dependency group—fewer children, more elderly.

Today we have about 75 people either over 65 or under 20 for every 100 in the aﬁe
group 20 through 64. Over the next 25 or 30 ycars, this proportion drops steadily
until it reaches a low point of 68 per 100 around 2010. In other words, up to that
year, there are actually fewer dependents per worker than. we have now, and it
takes until about 2020 to get back to where we are today. Even at the high point in
the total dependency ratio in 2035, we get a ratio of only 86 per 100, as compared to
90 in 1970 and 95 in 1965. In the future people may need to shift some of the
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resources that were once spent to raise children to building the kind of world they
want for themselves and others in retirement.

In spite of the relative stability of the total dependency ratio, under the Trustees’
assumptions the percentage of covered payroll needed to suggort the social security
system would increase. This is true, in part, because about 80 percent of the cost of
social security is for the elderly. Under the central set of assumptions used by the
Trustees, some 50 years from now only two covered workers per beneficiary will be
paying into the system as compared with 3.2 today. As stated earlier, this depends
on assumptions that include fertility rates not rising above the rate necessary to
replace the population, continuation of retirement at approximately the same early
age as today, immigration held to the gresent legal limit of 400,000 a year, and an
increase in the incidence of total disability to a level substantially higher in the
future than it is today.

Another powerful assumption in the ]ong-ran?e cost estimates is that the percent-
age of payroll to cover social security costs will continually have to rise because a
smaller and smaller proportion of workers' compensation is assumed to be in the
form of wages as compared to fringe benefits. Yung-Ping Chen, the Research Direc-
tor of the McCahan Foundation for Research in Economic Security, has pointed out
that, if wages and salaries were to remain at 84.2 percent of total employee comgen-
sation as they are today, then the pay-as-you-go social security tax rate would be
considerably less than presently estimated. This is true because the official esti-
mates assume that wages as a groportion of total workers’' compensation will have
dropped from 84.2 percent in 1980 to 71.5 percent in 2020, to 67.4 percent in 2035,
and to 62.2 percent in 2055.

All of these assumptions can be defended with varying degrees of persuasiveness,
but the‘y:I can also be questioned. If one goes along with what has been assumed, then
the cash benefit program, kept up to date with wages and prices, can be financed
well into the next century for a 6 percent contribution rate or less. In the longer
run, on a strictly gay-as—you-go basis, a self-financed system would require about an
8%z percent contribution rate.

Such a rate would not be an overwhelminf burden. German workers already pay
8 percent for old-age, surviviors’ and disability insurance lprotection, and, in add-
tion, the general revenues of the German government pay for 19 percent of the cost
of the system. But I am not at all sure that such a rate will be needed. No matter
what assumptions are made about fertility rates, immigration, retirement age, etc.,
it does not make startling differences in the estimated cost of the social security
system for the next 25 years. In the near term, financing problems, if any, arise
from the lack of an adequate contingency reserve to see the system through major
economic fluctuations. The important factors in the short run are the depth and
length of recession periods, the level of unemployment and inflation, and the
relation of price increases to wage increases, and the variations should be manage-
able with adequate contingency reserves. But for the next century, predicted costs
vary widely, depending on demographic factors, whether the proportion of worker’s
compensation subject to social security taxes continues to decline more or less
indefinitely, and on many other unpredictable trends. We just don't know very
much about what will happen on many of these crucial factors some 25 to 50 years
from now. We can be quite certain about the large increase in the absolute numbers
of the elderly, but we really don’t know very much about future fertility rates, the
extent to which women in the future will work in the paid labor force rather than
as homemakers, the extent to which, under conditions of fewer new entrants to the
labor force, employers will offer inducements to older workers to stay on at their
jobs longer than they do today, what our immigration policy will be, all the other
factors which will affect the ratio of “payers-in” to ‘‘takers-out” and whether at
some point workers will seek increases in current wages rather than more and more
fringe benefits. We just don’t know whether social security costs measured as a
percentage of payrolls will significantly increase in the next century or not.

In any event, it can be expected that, over the long run, productivity increases
translated into higher levels of living will make any increase in contribution rates
that might be necessary easier to bear. Most people do not question some increase
in productivity in the future. The argument is mainly over how large these in-
creases will be. Even modest increases of 1% percent a year, on the average—for
example, the Trustees’ assumptions of a 4 percent annual price increase and a 5%
percent wage increase over the long run (a much lower percentage increase than
the 2 to 2.5 percent which, up until recently, has been the historical average)—
translate into a doubling of real wages after social security taxes by about 2025. As
a percentage of GNP, social security cash benefits, according to the intermediate
estimates of the Board of Trustees, gradually drop from 5.05 next year to 4.30 by
2003, and then rise to a peak of 6.36 in 2030, falling again to 5.82 in 2055. It seems
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to me quite wrong to consider making reductions in social security protection now
based on the notion that in the distant future the costs of the present social security
!:aw will somehow become much more difficult to support. This is not likely to be
the case. .

In summary, there is no reason to expect that in the long run the economic
burden supporting the present social security law will be greater than it is today: (1)
It is not at all clear whether, and to what extent, there will actually be an increase
in the ratio of those drawing benefits to those paying in. (2) In terms of the basic
economic situation in the future, there will not be more dependents per worker
than there were, say, in 1970—there will be more older people but fewer children.
{3) It can be expected that the real wage level will be much larger in the long-range
future than it is today-—perhaps about twice as high by 2025 after social security
taxes—so that any increase required in social security contributions would be much
easier for workers in the future to bear. (4) Under present law, social security
benefits as a percentage of gross national product (using the assumptions in the
middle-range estimates of the latest Trustees’ report) show a considerable drop
between now and the early part of the next century and a relatively small increase
thereafter—in the range of 5.05 next year, 4.30 shortly after the turn of the century,
6.36 in 2030, and 5.82 in 2055. (5) Finally, the decrease in the part of workers’
compensation subject to social security taxes may well have been exaggerated.

CONCLUSION

All in all, I believe that the social security system that emerged from the 1977
amendments is a good one. The most recent polls show clearly that social security is
a popular program, that the majority of people do not favor cuts in benefits, and
that, if necessary, they are willing to pay higher social security taxes to support the
level of protection now provided. People just do not react to social security taxes as
they do to other taxes since social security taxes are earmarked for specific protec-
tion, and they do not react to social security benefits as they do to other government
expenditures because they see the benefit resulting from a compact between the
government and the contributor.

The major task in legislation for social security is to strengthen public confidence
in the system'’s financing, in the dependability of the benefit payments, and in the
intention of the government to honor the commitments that have been made. Social
security continues to be immensely popular, but the reports of fiscal crisis and
bankruptcy, the proposals to suddenly cut back on benefits that people have been
counting on, and the failure of government to make clear that the self-financed
system of social security cannot appropriately be manipulated for short-term budget
objectives are contributing to weakening the public's confidence in the system.

The CHAIRMAN. I am going to ask, if no one objects, that the next
witness by Jan Deering, board of directors of the Association of
Junior Leagues.

Jan, are you prepared and ready to go?

Following that, we will have a panel consisting of Mr. Hacking
and Mr. Clayman.

I might indicate as I have to other witnesses, your entire state-
ment will be made a part of the record.

You may proceed in any way you wish.

We are happy to have you here.

STATEMENT OF JAN DEERING, MEMBER OF BOARD OF DIREC-
TORS, THE ASSOCIATION OF JUNIOR LEAGUES, INC; ACCOM-
PANIED BY SALLY ORR, DIRECTOR OF PUBLIC POLICY OF
THE ASSOCIATION OF JUNIOR LEAGUES, INC.

Ms. DeerING. Thank you. It is a pleasure to be here and a
privilege, particularly in light of the support that you have shown
the children of our State of Kansas, as well as those throughout
the Nation.

Accompanying me this morning is Sally Orr, director of public
policy for the Association of Junior Leagues.
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I am here today on behalf of the association to request your
continued support for the child welfare reforms and subsidized
adoption provisions included in the Adoption Assistance and Child
Welfare Act of 1980, Public Law 96-272, passed by the 9oth Con-

gress.

We strongly urge you to maintain titles IV-B and IV-E of the
Social Security Act separate from the block grants for social serv-
ices proi)osed y President Reagan.

We also ask that you recommend adequate funding for these
programs. Specifically, we urge you to recommend an appropri-
ation of $220 million for title IV-B for fiscal year 1982.

The Association of Junior Leagues is an international women’s
volunteer organization with 235 member leagues in the United
States, representing approximately 132,000 individual members.

The junior leagues promote the solution of community problems
through voluntary citizen involvement, and train their members to
be effective voluntary participants in their communities.

The association’s commitment to the improvement of services for
children is long standing. Junior league volunteers have been pro-
viding services to children since the first junior league was founded
in New York City in 1901.

Many of the experiences of individual junior leagues advocating
for reforms in their communities made them aware of the need to
move for reform at the Federal level.

Often the difficulties that junior league advocates encountered
were caused by Federal fiscal policies that encouraged famil
breakup by providing easy access to foster care funds while provid-
ing little or no funding for preventive programs that would help
families to remain together.

There were also no Federal funds available to encourage adop-
tion of children with special needs.

The growing awareness for the need for change at the Federal
level led the delegates to the association’s 1978 annual conference
to vote that the association should advocate to see that opportu-
nities and services essential for the optimal, physical, intellectual,
emotional, mental and social growth of children are provided.

In 1979, the association moved to fulfill this mandate by voting
support of legislation in child welfare reform and child health and
establishing a legislative network to secure passage of legislation in
these areas.

To date, 194 junior leagues, 21 State public affairs committees
and 1 regional council have joined the network.

Junior leagues across the country continue to work for foster
care reform and the development of subsidized adoption programs.

Their support of child welfare reform and a subsidi adoption
program at the Federal level stems from their knowledge of the
stimulus that carefully targeted Federal programs can be for
needed reforms at the State and local level.

My own junior league, the Junior League of Wichita, completed
an extensive survey of community services for children in 1975,
subsequently focusing on the need for foster care reform.

A position statement on foster care adopted by the Junior
League of Wichita in 1978, and reaffirmed annually since then by
the league, calls for many of the reforms mandated by Public Law
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96-272. Similar position statements have been adopted by the two
other junior leagues in Kansas, Topeka and Kansas City, Kans., as
well as the State public affairs committee of the Junior Leagues of
Kansas, which represents the approximately 1,500 junior league
members in the States.

I have copies here with me of these position statements should
you be interested in seeing them.

In 1978, the three junior leagues of Kansas joined with the
Kansas Children’s Service League, a statewide not-for-profit agency
that provides a wide range of services to children, to establish the
Kansas Action for Children, a statewide advocacy group.

The Kansas Action for Children monitors the delivery of services
to children and publishes “Action for Children’s Sake,” a weekly
legislative news sheet focusing on legislation affecting children,
that is sent to over 3,500 individuals and organizations in the State
of Kansas. .

All three junior leagues in Kansas worked actively for the pas-
sage if Public Law 96-272. Our experiences have shown the need
for the reforms mandated by the child welfare and adoption assist-
ance sections of that legislation.

Of the more than 4,700 children in foster care in Kansas, 402 of
these children have been in foster care for more than 8 years.

I was amazed at the difficulty I had getting these statistics and I
personally feel that this information should be for public record.

Although Social and Rehabilitative Services of Kansas adopted a
permanency planning project in January 1980 for children in place-
ment over 1 year, the opportunities for the type of permanency we
seek for children are very slim for older children in our State.

In fact, caseworkers speak of a stagnant population that was
passed over 10 years ago. We know from the work of national
groups that homes can be found for children, including those with
special needs.

In Kansas, however, of the 201 children placed for adoption in
1980, less than 10 percent were over 11 years old. Furthermore,
intake for the State's 9-year old adoption sibsidy program was
closed last month because of lack of funds.

At this very moment in Kansas, 10 children for whom adoptive
families have been approved remain unadopted and in foster care
because there are no funds for subsidy.

Implementation of the subsidized adoption program mandated by
Public Law 96-272 would give these children permanent homes and
permanent families.

Kansas has no regular judicial or independent review for chil-
dren in foster carc. Experiences with foster care review systems in
other States indicate that regular reviews such as those required in
Public Law 96-272 result in achievement of permanency for chil-
dren either by reuniting families, or when this is not possible,
terminating parental rights freeing the child for adoption.

We are certain that many of those children who have been in
foster care for the past 8 years would be in permanent homes today
if Public Law 96-272 had been enacted earlier.

Kansas Social and Rehabilitative Services is predicting a 300-
percent increase next year in confirmed child abuse cases. If serv-
ices are not available to help these families, the children inevitably
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will end up in foster care at considerable expense to the taxpayer
and emotional distress to the child.

The work of other junior leagues has highlighted the need for
the development of the prevention and reunification required by
the child welfare reform sections of Public Law 96-272.

For instance, eight junior leagues in California played an active
role in the passage of their State's family protection act, legislation
that provided for a 4-year demonstration project mvolvmg State
and county financial cooperation to provide services to prevent the
removal of children from their homes either voluntarily or by the
juvenile court.

Demonstration projects have been established in San Mateo and
Shasta Counties.

Representatives of the San Francisco and Palo Alto junior
leagues, two of the eight junior leagues that supported passage of
the FPA, serve on the evaluation committee for the project. The
effects of the demonstration project have been dramatic in San
Mateo County.

According to a member of the Palo Alto Junior League who
serves on the evaluation committee, there was a 33-percent de-
crease in the admissions to foster homes and institutions in the 3-
year period from September 1977 to September 1980.

This significant drop came at a time when the reduction in out-
of-home placements statewide was only 1 percent.

One of the services offered by the San Mateo project is respite
care.

My experience, as a speech pathologist during the past 20 years,
has made me acutely aware of the critical need for respite care. I
have known many caring parents of handicapped children who,
because they have never been able to be away from their children
for any length of time, have broken under the daily strain. They
either become abusive or found it necessary to place the children in
foster care, or both.

Advocacy groups across the country can also attest to the need
for the type of subsidized adoption programs provided by the new
title IV-E of the Social Security Act.

Junior leagues in New Jersey have played key roles in securing
the passage of these p