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SOCIAL SECURITY FINANCING PROPOSALS

MONDAY, JUNE 13, 1977
U.S. SENATE,

SUBCOMMITTEE ON SOCIAL SECURITY,

oF THE CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:35 a.m. in room
2221, Dirksen Senate Office Building, Hon. Gaylord Nelson (chair-

man of the subcommittee) presiding.” -
Present : Senators Long, Byrd, Jr., of Virginia, Nelson, Hathaway,

Curtis, Dole, Laxalt, and Danforth. ]
[The committee press release announcing these hearings follows:]

[Press Release]

FINANCE SUBCOMMITTEE ON SOCIAL SECURITY SETS HEARINGS ON SOCIAL SECU-
RITY FINANCING PROPOSALS

The Honorable Gaylord Nelson (D., Wis.), Chairman of the Subcommittee
on Social Security of the Committee on Finance, announced today that the
Subcommittee plans to hold hearings on proposals for maintaining the finan-
cial soundness of the Social Security program.

Senator Nelson stated that the Honorable Joseph A. Califano, Jr., Secretary
of Health, Education, and Welfare, will be the leadoff witness on June 13.
Secretary Califano will present testimony concerning the actuarial status of
the social security trust funds and the Administration’s proposals for legisla-
tion to improve their financial integrity.

The hearings will begin at 10:00 a.m. on Monday, June 13, 1977, in Room
2221, Dirksen Senate Office Building. :

Nelson said, “The social security system directly affects the lives of most
Americans. Some 33 million receive monthly compensation from the social
security trust funds and over 100 million persons presently are contributing
to the system. It is absolutely essential that the financlal soundness of the
social security trust funds be restored to assure present and future benefi-
ciaries of the economic security they expect and deserve.”

President Carter sent a legislative package to Congress on May 9, 1977, to
deal with both short and long range social security financing problems. These
proposals included:

Instituting a special counter-cyclical system of financing from general
revenues which would replace the social security taxes that are lost when
the unemployment rate exceeds 6 percent.

Removing the ceiling on the amount of an individual's wage or salary
on which the employer pays social security taxes.

Restorng the basic (Old Age, Survivors and Disability Insurance)
(OASDI) social security tax that is paid by the self-employed to the tra-
ditional rate of 114 times the tax on employees.

Making some shifts of funds among the different soclial security trust
funds.

Imposing increases in the amount of wage or salary c¢cn which an em-
ployee must pay social security tax. The increase would be $600 in each
of four future years—1979, 1981, 1983 and 1985. .

(1)
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Changing the test of whether an individual may claim social securlty
benefits as a dependent, in conformity with Supreme Court decisions re-

quiring men and women to be treated equally.
Correcting the excessive adjustment for inflation which was applied to

future soclal security benefits.
- Advancing to 1985 one-quarter of the 1 percent increase in the OASDI
tax that is.currently scheduled to go into effect in 2011 and advancing
the remaining three-quarters percent to 1990.
Other hearings on social security financing are scheduled for June 16, 23
and 24 and July 15. The witnesses for these hearings are as follows:

June 16
Wilbur Cohen, Former Secretary of Health, Education, and Welfare,
Dean, School of Education, University of Michigan
Robert Ball, Former Commissioner of Social Security
Rita Ricardo Campbell, Senior Fellow, Hoover Institution on War, Revo-
lution and Peace, Stanford University, and former member, Social
Security Advisory Council
June 23 "
Representatives of the following organizations:
American Federation of Labor and Congress of Industrial Organizations
Chamber of Commerce—National Association of Manufacturers Business

Roundtable ~
United Automobile, Aerospace, and Agricultural Implement Workers of

America
National Federation of Independent Businessmen
June 24
Willlam Hsiao, Consultant, Professor of Economics, Harvard University
Robert Myers, Consultant, Former Chief Actuary, Social Security Admin-

istration
Otto Eckstein, President, Data Resources, Inc. and Professor of Econom-

, ics, Harvard University
July 15 .
Representatives of the following organizations:

National Council of Senior Citizens
American Association of Retired Persons—National Retired Teachers

Assoclation
National Small Business Association
American Council of Life Insurance '

Writien Statements—Witnesses who are not schseduled for oral presenta-
tion, and others who desire to present their views to the Subcommittee, are
urged to prepare a written statement for submission and inclusion in the
printed record of the hearings. These written statements should be submitted
to Michael Stern, Staff Director, Committee on Finance, Room 2227 Dirksen
Senate Office Building, not later than July 20, 1977.

Senator Nerson. The Senate Finance Subcommittee on Social Se-
curity today begins hearings on proposals to restore the financial
status of the social security trust funds.

At the present time, the social security trust funds are not in bal-
ance. Expenditures from the social security trust funds are outpacing
income to them.

This imbalance jeopardizes the financial integrity of the social
security system, and it has caused much skepticism among workers
contributing payroll taxes to the system about whether they and their
families can depend upon social security benefits when they retire, if
they should become disabled, or should die leaving dependents.

In fact, there are two cash benefits deficits: a short-term deficit
caused by recent economic conditions—excessive unemployment and

\
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high inflation—and a long-term deficit resulting from changing eco-
nomic and demographic assumptions used for the actuarial estimates,

According to the 1977 social security trustees report, the funds
supporting the old-age and survivors insurance program will be de-
Eleted by 1983, and the disability insurance funds will be exhausted

y 1979. Expressed another way, the Administration has stated that
at least $83 billion in additional funds are needed by 1982 to maintain
the present social security program on an actuarially sound basis,
These immediate financial shortfalls are compounded by the projected
long-term deficits.

In the 75-year period ending in 2051, the long-run average deficit
for the cash benefits programs is estimated at 8.2 percent of the tax-
able payroll. This is equivalent to $66 billion per year if based on 1977
constant dollars. :

Dealing with these deficits is no easy task. Ultimately it means re-
ducing current benefits, increasing taxes, or combining these two
approaches. But no matter what financing mechanism is used to com-
pensate for the social security deficits, any proposal or set of pro-
posals which impose new taxes or decrease benefits will inevitably be
extremely controversial,

Nevertheless, the social security trust funds cannot be allowed
to go bankrupt. At stake is the stability of one of this country’s most
important and enduring institutions. The economic and social well
being of the American people hangs in the balance. ,

That is why action during the 95th Congress is so important. Con-
gress has a legal and moral responsibility to the American people to
insure that social security benefits are available to them when the
expect and deserve protection from earnings losses or from the high
costs of being hospitalized.

On May 9, 1977, the administration announced a full-scale program
to (%)elal with both immediate and longer term social security financing

roblems.

P Of the various proposals made by the Carter administration, two
of them are of particular significance: using general revenues to help
finance the social security trust funds during periods of excessive
unemployment and removing the ceiling on the amount of an indi-
vidual's wage or salary on which the employer pays social security
taxes, These two proposals, more so than any of the others, would
establish landmarks in the social security law if adopted by Congress.

Until this time, general revenues have not generally been used to
finance the social sccurity cash benefits programs, nor the hospital
insurance program. And the wage base upon which employers pay
social security payroll taxes thus far has been equal to the wage base
upon which workers contribute their share of the payroll tax. The ad-
ministration’s financing proposals would modify the traditional meth-
od of financing the social security benefits programs. These proposals,
as well as the-others submitted by President Carter, will be closely
examined during the course of these hearings. ~

One thing is very certain. Before any new taxes are imposed to pay
for fiscal shortfalls or to maintain current benefits, it is vitally im-
portant for Congress and this subcommittee to consider every viable
option and to ascertain the economic and social benefits and costs of
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these new financing mechanisms. The subcommittec will be especially
interested in identifying sectors of the population which will bear
the burden of any new social security taxes and the effects of such
new taxes upon them, as well as upon the economy in general. ‘

Finally, it should be noted that the status of the social security
system has been the subject of a great deal of debate over the past
few years. Some people have questioned the effectiveness of the social
security programs in satisfying the needs of our ({mpulution, while
others have concentrated on both the immediate and long-term finan-
cial problems of maintaining the programs now in effect. But these
two 1ssues cannot be discussed alone, one without the other, because
each is a crucial part of the problem as well as the solution. A dis-
cussion of financing social security trust funds is inextricably linked
to a discussion of the adequacy and amount of benefits to be provided.

Senator Laxalt.

Senator Laxarr. Mr. Chairman, T am delighted to be here this morn-
ing to do what I can to assist in finding a solution to what has to be one
of the most pressing social problems of our time. In virtually every
advanced industrial country mounting social security deficits are pos-
ing profound social, political, and economic problems. Although the
United States was one of the last-industrial countries to establish n
social insurance structure, I would like to see our country become
the first in the world to solve its financing problems. Hopefully, these
hearings will assist us in formulating financing solutions which will
not only restore our own system to a firmer footing but also provide
a model for other countries facing similar difficulties,

As the chairman has noted, our emphasis today and in subsequent
meetings is to be strictly focused on financing. Although not politi-
cally expedient, I believe this to be both necessary and commendable.
The need, particularly in the disability and QASI trust funds, is
obvious: Trustees predict that they will face exhaustion by 1979 and
1983 respectively.

Yet, perhaps less obvious is the fact that just facing the problem
will be good politics. True, almost nothing can be done to raise addi-
tional funds without making someone worse off. But I have long felt
that the American people genuinely want to have their representatives
deal with difficult problems in a responsible way.

Of course, as of yet we have no specific legislation before us. What
is more, if the rough treatment recently received by the administra-
tion’s proposals in the Ways and Means Committee is any indication,
it will probably be some time before we have any legislation. Even so,
the Carter package is likely to constitute a bench mark, or perhaps
more accurately, a lightning rod during these proceedings and I
would like to venture several observations of my own at this time.

(1) Decoupling is essential. There are few things in social security
on which there 1s anything approaching universal agreement. One
of these is the over indexing technical error made by the 1972 Social
Security Act Amendments. Replacement ratios made sensitive to
increases in both wages and prices by that act will soon be completely

out of whack.
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. Certainly our retirees need to be protected from the ravages of
inflation and the intent of the 1972 amendments was to do rec1se}]y

___________ - that. However, we must separate the indexation of the benefit sche

ule from the positive at which future retirees will enter that schedule.
I am looking forward to the experts’ discussion of the comparative
merits of the relative wage approach vs. the real wage approach to
h}(:'lp shed some light on the most effective means for accomplishing
this,
(2) General revenue financing is wrong. The social security trust
funds are just moving into deficit. The Treasury has been there for a
long time. Although my good friend, Congressman Bill Archer, de-
scri%ed the proposal for general revenue financing in the Ways and
Means Committee as the blind leading the blind, I think general
revenue financing for social security is more a case of adding fuel
to the fire—the fire of ever greater Kederal deficits.

Also, although social security is not in a strictly technical sense an
insurance program, social security recipients and their employers
have contributed substantial sums toward their retirement. They are
entitled to the benefits they receive irrespective of their overall finan-
cial condition. To use general revenue funding is to ignore this con-
tribution aspect. With taxpayers’ moneys being expended, it is logical
to assume that they should be allocated on the basis of need. Once
this happens, sociaf security becomes indistinguishable from AFDC
or any other welfare program. Personally, I cannot accept any di-
minution of the earned right principle.

(3) The wage base for employers should not be removed. We need
to encourage the creation of high wage, productive jobs rather than
discourage 1t. And the last thing we need is to stimulate another round
of inflation. Yet, the proposal to remove the wage base on employers
succeeds in both discouraging job creation and sparking inflation. The
Secretary may really believe that employers will absorb the additional
$30 billion out of profits and furthermore that businesses will not be
deterred from creating high wage jobs by the additional costs in-
volved. But I don’t. I see the removal of the employers’ wage base
as costly for consumers and workers alike.

(4) The reserve level should not be lowered. The present 50 per-
cent level is already inadequate to assuage public concern ahout the
financial integrity of the system. Although the administration argues
that with the Treasury backing inherent in general revenue financ-
ing, the reserve level can safely be reduced to 33 percent, I see this
as merely adding to the public perception of social security as a
financial house o§ cards. I am even more concerned that in the event
general revenue financing is denied, the adninistration will still seek

to reduce the reserve level.
CONCLUSION

Quite obviously I am unhappy with a good portion of the Carter
package. I certainly commend the President for confronting a diffi-
cult problem. But I believe we need to do better. Perhaps Chairman
Ullman is right and we need a whole new approach to social security
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financing., Without question we have overloaded the payroll tax with
backbre:ﬁxin consequences. )

Where to from here? Frankly, I am not sure. I sense a need for in-
novative new initiatives, but I am uncertain as to precisely what they
should be. Consequently, I am eagerly looking forward to these pro-
ceedings in the hope that they will assist us in finding responsible
answers to some very difficult questions. Thank you.

Senator NELsoN. The subcommittee is pleased to welcome Secretary
of Health, Education, and Welfare Joseph Califano, Under Secretary
of Health, Education, and Welfare Hale Champion, and the Com-
missioner of Social Security Bruce Cardwell before the panel today.
Your testimony and comments will be an important part of these -
hearings. You may proceed however you so desire.

STATEMENT OF HON. JOSEPH A. CALIFANO, JR., SECRETARY, DE-
PARTMENT OF HEALTH, EDUCATION AND WELFARE, ACCOM-
PANIED BY JAMES BRUCE CARDWELL, COMMISSIONER, SOCIAL

SECURITY ADMINISTRATION

Secretary Cavirano. Mr. Chairman, I wonld like to submit my
statement for the record. If I may just go to those charts over there
and summarize it through these cfmrts———ench member of the sub-
committee, I believe, has charts.

I would like to initially note, I bring you a message from the Presi-
dent; T just left a Cabinet meeting. He wanted to first express his
appreciation to you, Mr. Chairman, and to the subcommittee for
hearing our proposals on this subject so promptly; and secondly, to
note that next to the energy program, he considers this the most ur-
gent piece of business before the Congress because of the tremendous
concern of older Americans about the viability and integrity of the
trust funds.

Senator Nerso~. Would you please identify your associate?

Secretary Cartraxo. With me is Mr. Bruce Cardwell, Social Se-
curity Commissioner, who will be with me this morning to help me
answer any questions.

Mr. Chairman and members of the committee, this is a quick over-
view of the social security system. We now have, in the basic retire-
ment program, 28,600,000 beneficiaries to whom we will make pay-
ments in 1977 of a little over $73 billion.

We have in the disability insurance program 4.8 million bene-
ficiaries to whom we make payments of $11.5 billion.

We have, in the hospit:{) insurance program and supplemental
medical insurance program, another 25 million people with benefit
protection. About $22 billion in health benefits will be paid in 1977.

Senator NELsoN. Do any of your charts go back a number of years
and project, year by year, the number of beneficiaries and the pay-
ments made under the cash benefits?

Secretary Cariraxo. They do not. That material will have to be
provided for the record. These charts do not project that. It has been

oing up.

. [The following was subsequently supplied for the record:]
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NUMBER OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE (OASDI) BENEFICIARIES AND AMOUNT OF OASD!
BENEFITS PAID, SELECTED YEARS, 1950-75

Beneficiaries Benefit

(thousands) (millions)
13,477 1 $961
17,961 14,98
14, 845 11,245
20, 867 18,311
26,229 31,963
31,122 66, 923

1 0ASI only.

Secretary Cavrirano. The principles of social security financing
have essentially been pay-as-you-go financing with each year’s reve-
nues normally financing that year’s benefits and the trust funds serving
as contingency reserves. There are four separate trust funds—old age
and survivors’ insurance, disability insurance, and hospital insur-
ance—vwhich are paid through the earmarked payroll taxes—and the
supplementary medical insurance trust fund—which is financed by
monthly premiums paid by the beneficiaries and general revenues.

The short-term financing problems we face are that there have been
annual deficits in the cash program since 1975. We have been taking
in less money in the disability insurance program and the OASI
program than we have been paying out. If we do not move to correct
it, the disability insurance trust fund will be absolutely depleted
within about over 2 years. The old-age survivors’ insurance trust fund
will go broke by 1983, within 5 or 6 years. We need additional revenue
in these two funds.

This chart graphically illustrates, in a sense, Mr. Chairman, what
has been happening to the reserves and what will be happening, the
dramatic decline in the Disability Insurance Trust Fund and the
decline in the old-age and survivors insurance trust fund.

Senator Harnaway, The previous chart talks about sound reserve,
What do you mean?

Secretary Caviraxo. With our plan, Senator Hathaway, if you pro-
tect for severe economic recession, that is, unemployment above 6
percent, then 35 percent is a sound reserve level which our plan pro-
vides. If you do not do that, we think the reserve should be at least
50 percent. When 1 say we, I am reporting what the professional ac-
tuaries of the social security system are saying.

Senator Hatiaway. Is that 50 percent of the annual payout?

Secretary Carniraxo. Yes.

Senator NrrsoN. You project 35 percent to be sound, if the general
fund is used for purposes of meeting deficits that occur where un-
employment is more than 6 percent?

éocretary Cavmrano. That is correct, Mr. Chairman. If general
revenues are available, That 15 percent difference is, we believe, sound
with the use of general revenues to cover severe unemployment,

Our objective was to put together a plan to submit to the Congress
that woul]d avoid increases on tax rates to employees. The commit-
ments the President made during the campaign were to not impair
the economic recovery ; to eliminate annual deficits beginning in 1978;
to help reduce the long-term deficit ; and to have adequate trust fund re-
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serves—3a5 percent level under our proposal by 1982, This plan fulfills
the President’s pledges to the American people. .

These are short-term nceds. The old-age survivors’ disability
insurance and hospital insurance trust funds needs above current
revenues, above revenues from 1977 tax rates, $117 billion.

Senator Curtis. Over how long a period of time?

Secretary Cavirano. Five years. The 1978-82 period.

Senator Curtis. You need about $23 billion a year? .

Secretary Cariraxo. That is about right, yes, sir. There is presently
scheduled n the law the hospital insurance tax rate increase to go
into effect in 1978 and 1981. They will provide $34 billion without any
action. That leaves a need for $83 billion during this 5-year period.

We have looked at several ways of doing this. We looked at ways
in which you can juggle the money in the existing trust funds and try
to hang on through a couple of more years. We considered that to be
playing Russian roulette, and rejected it.

There are tax rate increases that we believe produce inadequate
reserves and the conventional plan that would provide adequate re-
serves by equally taxing employees and employers. We can describe
this in any number of ways.

For the record, the tax rate increases we believe would provide
inadequate reserves are two, One is the proposal that was made in the
Ford administration that would have taxed employees and employers
an additional 0.55 percent each. We believe that that fund would not
provide a trust fund viability level of 50 percent by the end of this
5-year period. It would leave the funds at about 30 percent and that
we believe would be actuarially unsound.

The alternative plan that has been proposed by several to this
committee, and on which you will be hearing testimony from the
National Association of Manufacturers, is to provide a tax increase
of 0.3 percent. That, we believe, is cven more severely inadequate
than the other one. We think more funds are needed.

In 1983, we would be at 30 percent, as I indicated, under the Ford
administration plan. We would be all the way down to 18 percent
under the NAM alternative.

In the recession we have been through in 1975, 1976 and 1977, the
trust funds would have been depleted in 48 months if there had been
only 30 percent reserves and depleted in 36 months with 18 percent
reserves.

Senator Curris. Does that allude to the figures that you came up
with that the recession of 1978, 1980, caused social security to suffer

a loss of $14.1 billion?
Secretary CaLirano. I am not sure, Senator, what you are referring

to.
Senator Curris, The unemployment rate from 1975 to 1978, I un-
derstand your statement to say that that caused a loss of revenue to
the social security fund of $14.1 billion.

Secretary Carirano. That is correct. If you wait until I get to the
chart, I will lay it out. -

Senator Curris. Those figures are very much subject to a challenge,

Secretary Cavirano. The conventional plan to provide what we
consider to be adequate reserves would provide any combination of
increase of tax rates and wage rates equally on employer or em-
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ployce, to produce this effect. It will take $38 billion from our
economy, more than the Carter proposal would take out of the
economy. That, I might add, is nearly twice as much the amount of
money that Congress just put in, the $20.1 billion, in the stimulus
package, although the figures are not directly comparable. This is a
5-year period,

It would incrense taxes on employees by $31 billion, more than the
administration plan would over this 5-year period. It would increase
taxes on employers by $4 billion more than the administration plan.
It would increase taxes on the self-employed of our nation by $3

billion more than the administration plan. )
Senator Curris. Would you tell us what you mean by “conventional

lan.”
P Secretary Carwraxo. Any combination of increases in the tax rate
and/or the wage base that is distributed equally between employer
and employee, with no dip into general revenues or countercyclical
finaneing of the kind that we propose.

Senator Curtis. In other words, if you maintain what you have in
the earlier chart, a pay-as-you-go basis, it would call for increases of
taxes set forth under your heading of “conventional fund”?

Secretary Cariraxo. If you,do it that way on a pay-as-you-go basis,
we believe we are al-o doing it on a pay-as-you-go basis with our plan.
If you did it conventionally, equally distributing tax and/or wage
base increases between employer and employer, it would cost you that

much money.
Senator Curris. Are you designating your plan as the unconven-

tional plan?

Secretary Cartraxo. I am designating our plan as a plan that is
designed to bring the social security system soundly into the next
century in a way that does not wallop the low income wage earner.

Senator Nrrsox. If T may ask a question on that, I understand you
to say that if you increase the taxes in the conventional way on both
the employer and employee, it would cost the employers $4 billion
more a year than the administration proposal which would not in-
crease the taxes on the employee, but rather would take the ceiling off
the income that will be taxed on an employee’s salary. Is that correct ?

Secretary Carirano. By the employer.

Senator Nersox. By the employer?

Secretary Carirano. That is correct.

Senator Nerson, That $4 billion is achieved by projecting an in-
crease in the taxes against salary over a period of time without tak-
in% the limit off both sides?

L=

ecretary Caviraxo. That is correct.
Senator Nerson. I notice that in your statement you make reference

to the fact that taking the ceiling off the taxes paid by the employer
on employees’ salaries does not affect significantly the taxes paid by
the small businesses?

Secretary Carirano. Tha* is correct, Mr. Chairman. I was going to
mention that after I had finished here; you are absolutely correct.

The fact is, more than 87 percent of the wage base of this nation is
already subject to social security taxes. When we talk about lifting
. the wage base for the employer to pay a tax on the entire wage base

we are simply picking up that last 13 percent. Second, most small
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businesses, the grocers, the dry cleaners, the local clothing stores, the
local gift shops, the local general stores, do not have any employees
who are being paid more than $16,500. They are already paying, the
truly small businesses in this country, taxes on 100 percent of the
wage base of themselves and their employees. The larger businesses
which have high-priced corporate executives are the businesses who
are not paying on 100 percent of their wage base.

Senator Curtis. Just how much money how much of a dollar in-
crease would it cost if a business had the $40,000 employee? What
social security tax is he paying this current year in dollars and how
much would he have to pay under your proposal?

Secretary Carirano. I cannot figure that out in my head. By the
time I get back to my seat, I am sure that we can give you an answer.

Senator Curtis. It is much more than double. He is paying on
$ﬁ6,000 now. Now, if you apply the same rate to $40,000, you double
the tax.

Secretary Cariraxo. You are right on a very important issue,
Senator. Employers who have high-priced payrolls—are not the truly
small business in this country.

Senator Curris. It includes the Government, of course.

Secretary Cariraxo. The Federal civilian employees are not within
the social security system.

Senator Curtis. I understand that.

Secretary Cavriraxo. State and local governments, under our plan,
would have an increase, for example, ol 2.5 percent in their taxes.
Under the conventional plan as proposed, it would increase by almost
10 percent of their taxes. I have a series o1 figures that I will get to
explain this.

Senator Laxarr. Mr. Secretary, in tablé 38 of the material that has
been supplied to us there is an indication that under your plan the
gercentage increase in employer tax liabilities would be $18.9 for all

rms. There is an indication—in fact there is a statement—that is, to
small firms, the percentage increase would be 14 percent, and it is the
large firms, 14.7.

How do we reconcile this with your statement to the effect that
small firms are not going to be penalized?

Secretary Cavrirano. There are a variety of small firms, Senator.
I do not have the figures that vou have in front of you.

Senator Laxarr. Table 38, Mr. Secretary.

Secretary Carrraxo. I do not have that,

Senator Laxart. Under the classification, “small firms are those
with fewer than 1,050 employees,” you made reference to the very
small business firm. I do not know what categorization you had in

“mind.

Secretary Caviraxo. Using that definition small firms would do
only slightly better under our plan than the conventional alternative.
We estimated that 1981 tax liability would be .09 percent higher under
the administration law and 14.1 percent higher than present law
under the conventional alternative. They pay more if you use the
traditional alternative. We have a-list of firms and industry who fare
much better under our plan than they do under the plan.

Senator Laxarr. How do they break out in terms of size?

Secretary CaLiraxo. When you say small firm you are talking about
a definition of small business by numbers of employees which includes
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large numbers of employces. For 11 out of 15 industry categories, the
" tax increase under our plan is less than the tax increase under the

conventional alternative. Firms in these 11 industries account for 81
percent of all employment in small firms, in the traditional, legal
definition of that term.

Senator Laxavr. How big are they in terms of staffing levels?

Secretary Canirano. I don't remember the number. Bruce?

Mr. Carowerr, All of our data about small business are based on
firms of 1,000 employees or less. The Secretary, though, was isolating,
in his original discussion, those firms that we know to be very small—

small shops.
Senator Laxart. What percentage of the work force would they

constitute ?

Secretary Cariraxo. In the small firms, in the small business defini-
tion of 1,000 or less, 84 percent—Ilet me put it this way, the 11 cate-
gories of industry that do better, that pay less taxes under our pro-
posal than they would under conventional plans, employ 84 percent
of the people that are employed in all small firms, 1,000 or less.

Senator Laxacrr. According to the chart they are going to pay on
the same level as the larger firms.

Secretary Cavirano. Not in those 11 categories. Let me give you
some examples. In agriculture, forestry and fisheries, under President
Carter’s plan, there will be an increase of tax liabilities for smaller
firms of 4.8 percent. Under the conventional plan, the increase would
be 11.5 percent. In hospitals and nursing homes, which we are very
sensitive about because we are trying to drive the costs down, the in-
crease under the administration plan would be 2.7 percent; under the
conventional plan, 10 percent. In educational institutions, the increase
under the administration plan would be 6.2 percent ; the increase under
a conventional plan would be 12.5 percent. In State and local govern-
ment the increase under the administration plan would be 2.5 per-
cent ; und- - the conventional plan, 10.5 percent. In construction, under
our plan, the increase would be 13.7 percent. Under a conventional
plan it would be 16.5 percent.

This chart demonstrates how we propose to raise the $83 billion
over the 5-year period of 1978-82. We propose that, whenever the
unemployment in the Nation exceeds 6 percent per year, for that year
the general revenues provide to the social security trust funds the
amount of money that would have been raised through social security
taxes had the unemployment rate been only 6 percent. So in a year
when we have 8 or 9 percent unemployment, the money that is lost
on social security taxes for that difference between 6 percent and the
actual unemployment rate be provided from the general revenues.

That provision, in terms of history, would have taken effect only 4
years since World War I1. There have been only 4 years when un-
employment has been so severely high that it has been over 6 percent.

Senator Curtis. Mr. Secretary, I apologize for interrupting you so
many times, but I so terribly disagree with your whole hypothesis on
your $14 billion that I feel I must get it into the record at this point.

The social security trustees estimated unemployment for 1978 at
5.2 percent. The actual unemployment was 8.5 percent.

The actual tax loss was $1.8 billion, and for 1976 the trustees es-
timated 4.9 percent unemployment. The actual unemployment was
7.7 percent and the falloff in social security taxes was 1.7 percent

95-197—77—2
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Now, that $14 billion, as I understand it, is arrived at by an eco-
nomic law that is not accepted any place; is about three times too
high; and I think that it would be more forthright to take the posi-
tion that we have been slow to collect the taxes and quick to increase
the benefits, and we have a deficit there, rather than try to blame it
all on a recession in 1975 and 1976. That accounts for one-third as
much as you claim.

Secretary Cavirano. Mr. Chairman, let me say that we will sub-

——mit-in detail the figures for the record. This $14 billion covers 1975
and 1976 and in 1977 we are still above 6 percent unemployment, and
we will not get out of that posture until 1978. I believe these are
numbers that were put together by the Social Security Administra-
tion experts, I am not blaming all of the shortfall on the recent
severe recession of 1975 and 1976. There are a lot of other problems
here relating to the social security system that have nothing to do with
the recession that we have gone through. ’

[The following was subsequently supplied for the record:]

UNEMPLOYMENT RATES, 1975-79, AND AMOUNTS OF RESULTING COUNTERCYCLICAL GENERAL REVENUES
THAT WOULD BE CREDITED TO THE SOCIAL SECURITY TRUST FUNDS

Payments to be deposited (billions)

Unemployment
Year rate (percent) 0ASD! HI Total
8.5 4.8 0.9 $5.7

7.7 s3. 7 $ .6 4.2

7.1 2.6 .5 3.1

6.3 .8 .2 1.0

5.8 eeecacmrenueeenenraeaanaaan e nnn—an

............. 119 2.2 14,1

Senator Laxart. Mr. Secretary, you indicated in your testimony to
the House that the triggering mechanism would be a rather rare
occurrence. You testified to the fact that it happened only four times
since World War II.

Secretary Caviraxo. That is correct.

Senator Laxart. With the present situation we have with the grow-
ing work force and looking to the years in the future, is this not going
to be just a way of life? Are we not going to build $14 billion or more
into the social security program as a permanent thing?

Secretary Cariraxo. I think that it would be a tragedy in this
country if unemployment in excess of 6 percent becomes a way of life.

I am sure you do not want it to be a way of life. We are already
ahead of our projections in reducing the unemployment rate. I cannot
remember what the unemployment rate was for the prior month. We
hope to drive it down below 6 percent by the far end of 1978, so I
do not think that it will be a way of life. Moreover, I think it is im-
portant to note that this provision is proposed for 5 years. There
have been many provisions in the social security law that have used
general revenues. We need this provision in for 5 years to see how it
works. We believe that it will work. This provision gives us more than
just the $14 billion. With this provision, there is an insurance policy
for the older Americans in this country so that they know that the
funds will always be there no matter how bad the economy is. We
are also able to move to a trust fund level of 35 percent of what has
to be paid out rather than a level of 50 percent. So we save another
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%2]% billion that we need not.raise, and that provision totals $38
illion.

If this provision is not put into the law, then it is our view that
the Congress will have to pass tax increases of one kind or the other
to raise $38 billion to put it into the social security system. We believe
that that is unnecessary.

Another $30 billion, as I indicated, would be raised by taxing the
employer on the full earnings of the employece. We would raise $4 bil-
lion by increasing the empToyee earnings base in 1979 and 1981 by
$600 each year. We would raise another $7 billion by shifting some
funds from the Hospital Insurance Trust Fund on a temporary basis
to the Old Age Survivors, and Disability Insurance Trust Funds.

We have a tremendous cushion with which to do that. The hospital
costs containment program will save the American taxpayer $10.1
billion over this 5-year period in unnecessary Federal payments,

We increase the self-employment tax rate to 114 times what the
employee pays. That is the traditional level of that tax rate.

Lastly, we have a new eligibility test. The subcommittee is familiar
with the Goldfarb case, that held that the social security law dis-
criminates against women because of the imposition placed on their
husbands in proving dependency. We propose a simple dependenc
test. Whichever spouse has the lower income over a 3-year period,
which we would probably take off the tax return, or a simple form
like that, that spouse would be designated the beneficiary. That saves
us $3 billion.

Senator Daxrorrir. Before you move that chart, the $14 billion in
countercyclical general revenues, when would this go into the Social
Secur(ilt Trust Fund? Would it be instantaneous or would it be
sprea

Secretary Cavirano. This would go into the Social Security Trust
Fund in 1978, 1979, and 1980. .

Senator Danrorrir, Each year?

Secretary Cavrirano. Part of it each year.

Senator DanrorTH. Do you know how much each year?

Secretary Caviraxo. We can provide it.

Senator Daxrorrin. It would be 14 divided by five; roughly, about
$3 billion a year?

Secretary CaLirano. We can get you these figures.

[The following was subsequently supplied for the record:]

PLANNED PAYMENT SCHEDULE OF COUNTERCYCLICAL GENERAL REVENUES

[In billions]
Prorated amount Amount for
for 1975-76 prior year's
Year unemployment unemployment Total
2.9 2,6 5.5
‘2.8 $ . ‘3.6
28 iimennieea 2.8
.5 1.0
.5 2 .7
IS R, .5
3.4 31 6.5
3.3 1.0 4.3
k2% R, 3.3
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Senator DanrorrH. It is 14 over 3 years?

Secretary Carirano, That is correct.

Senator DaNrorTi. On the $30 billion by increasing the base?

Secretary Carirano. That goes into effect in 1979, 1980, and 1981.
The years and amounts on that are in my statement. )

During the 3-year period, we essentially take one-third of the dif-
ference 1n each of those 3 years. And 87 percent of the total payroll
in covered employment now is taxed by the social security system.
We basically take that remaining 13 percent in steps of a-third each in
those 3 years. :

Senator Danrortir. $10 billion a year. Would that not continue
into perpetuity.

Secretary Carirano. That would be a permanent aspect of the law.

Senator Daxrortir. That $10 billion more a year revenues for social
security ¢ .

Secretary Caviraxo., That is right. The alternative, as far as I
know, the alternative is $30.4 billion.

Senator Danrorrir. What alternative?

Secretary Carirano. If you went with the conventional plan,
equally taxing the employer and employee without countercyclical
provisions, the employers would end up paying $40 billion instead of
$30 billion.

Senator Danforth, we would increase the base for the employer tax
to $23,400 in 1979, $37,500 in 1980, and to the total payroll in 1981,

Senator Daxrortiz. In 1981 and years thereafter, the estimated

revenue for those years would be what?

Mr. Carowerr., I do not understand your question.

Secretary Carirano. In 1981 and after, how much revenue per year
is raised by taxing employers,

Mr. CarpweLL. The figures go like this. We would add $2.6 billion

i1181979, $6.1 billion in 1980, $10.3 billion in 1981, and $11.4 billion in
1982,
The consequences of lifting the earnings limit thereafter depends on
your outlook for the future total costs of social security. We know
that if we did not lift the earnings limit, the annual revenue loss
would be in the $10 billion range by the early 1980’s, and it would go
up and up and up.

Senator DaxrorrH. All right.

Senator Curtis wants to know if the benefits would increase.

Secretary Carirano. No. That is another advantage we get out of
taxing the employer and not the employee. As we increase the base of
the employee, we increase the benefits of the employee. There are
other ways of increasing benefits as well. By not further increasing
the base of the employee, we do not increase benefits by reason of
that action. We can increase the tax base of the employer without in-
creasing the employees’ benefits.

Senator Curtis. On the next line, you do.

Secretary Cariraxo. On this line we do in the short term, in two
$600 increases, one in 1979 and one in 1981.

Senator Curris. You have not increased the henefits?

Secretary Carirano. It will, but in a way that we think is deserved

by the American worker.
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Senator Curris. Do you now have those figures on what the dollar
increase the employer would have to pay on a $40,000-a-yoar em-
pl(éyee over the present? - .

ecretary CaLirano. The wage Lase in 1981 would be $21,900. If an
individual makes $40,000 under our proposal, the employer would pay
$2,500 in taxes, the employee would pay $1,426. Under that conven-
tional alternative, the employee would pay an additional $540 in
taxes, He would pay $1,993. His employer would pay less; he would
pay $1,993. Under present law, the $40,000-a-year employee would
pay $1,380; the employer would pay $1,380. Under our proposal, the
$40,000-a-year employee would pay more than $500 less than under
any conventional proposal.

genator Laxarr. Mr. Secretary, you made reference to a possible
savings of $9 to $10 billion. Where is that reflected ?

Secretary Cavirano. Right here, because we are constantly cautious
and conservative here, we only use $7 billion. We believe we will save
at least $10 billion in this period if the Congress enacts the hospital
costs containment proposal,

Senator Laxacr. Do you have an alternate proposal if the Congress
does not see fit to pass that?

Secretary Cavtrano. It is another example where Congress will
have to make a tough decision. If they do not grant the hospital costs
containment proposal they will have to raise revenues to pay the
liospitals in this country another $10 billion over that 5-year period.
That is to permit the hospitals to increase their costs at 3 times the
cost of living for the rest of the economy rather than 114 times.

Senator Danrorrir. Mr. Secretary, I am sorry to interrupt. I know
you have your sequence.

But I just want to make one point. On this chart, insofar as the
taxes raised on employers, the social security tax paid by employers
is deductible for Federal income tax purposes. The social security
tax paid by individual taxpayers is not deductible, so that you have
a tax rate of 52 percent, you have about half of the tax, in effect,
being picked up out of general revenues by the deductibility of em-
ployers’ taxes being paid. So the result of any increase in the em-
ployers’ tax is a reduction in revenues and it amounts to a transfer
of half of that increase from general revenues.

Secretary Cariravo. Senator, absolutely. Since the social security
svstem started it has been substantially subsidized by general revenues
because employers have been deducting the taxes that they have been
paying and, in effect, the general treasury has paid for a large part
of the social security svstem since the day it was started.

Senator Danrorrin. Right. That has been fignred into the adminis-
tration's computations on what is going on? T know the President
has stated his interest in balancing the budget by 1981. Here you have
a loss of $5 billion a year as a result of this.

Secretary Carrrano. Indeed, we would lose more money if we did
not have our plan, If we went the traditional approach we would lose
additional general revenues., If you think the President has talked
about balancing the budget to you, you should hear what he has said
to me,

Senator Daxrortir. I am not arguing with you. I wanted to see if
this has been considered.
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Secretary Carirano. It has been.
This chart, just briefly, illustrates what happens under current

law throughout this period. At the end you can see the tax rate stays
the same under the current law and under the Administration’s
proposal; as Senator Curtis noted, the wage base goes up by $1,200
under the administration proposal, the tax rate goes up to 6.85 per-
cent, an increase of over 6.3 percent and the wage base goes to $31,200
under the conventional proposal,

Senator Curris. 1 WilFask one more question on that. I would like
to know what percent of the employees under your plan would get
a reduction in social security tax; what percent would get an increase;
what percent would have no change?

Secretary Canirano. Senator, under our plan, the average worker
will gay absolutely no additional taxes during this entire 4-year
period; not 1 cent. Under the conventional plan, the average worker
would pay, in 1979, $47 in additional taxes; in 1980, $50 in additional
taxes; in 1981, $74 in additional taxes; in 1982, $77 in additional
taxes. This was one of the critical parameters in trying to put this

together. .
Senator Curtis. There is an enormity of employees that will have

increased taxes. .

Secretary Carirano. Those employees are the big wage earners, the
employees earning more than the maximum amount under social se-
curity would have, under the administration plan, an increase of $36
in 1979, but under the conventional plan their taxes would sky-
rocket by $230. In 1980, it stays at $36 under the administration’s
plan and goes up to $256 under the conventional plan. In 1981, 1982,
where it would only be $76 under the administration’s plan, it is about
eight or nine times that amount under the conventional plan, $613
in 1981, $663 in 1982,

Senator Curris. Not the averages, but what percent of the workers
would have an increase in social security tax? An average does not
mean anything.

Secretary Carirano. There is no increase in the tax rate on any
worker in this country during this period of time under the Presi-
dent’s plan—the tax rate increases in the hospital insurance program,
as I noted in the beginning, are already scheduled to go into effect.
So there will be an increase in that sense, an increase on every worker
in that sense.

Mr. Carowerr. Senator Curtis, the Secretary pointed out that about
13 percent of the current work force have earnings above the wage
base. Your workers earning more than the maximum, say about 13
percent of the work force, would experience some increase, the in-
crease that the Secretary describes there.

Secretary Cavirano. They are, Senator, those most able to pay.
They are the ones most able to pay. What they have under our plan
is an incredibly modest increase in taxes compared to what would
happen under the conventional plan. Your $40,000 a year worker pays
only an additional $36 in 1979. I think he can afford it.

Senator Curtis. All that means is, if you take some money out of
the general fund, you do not have to raise quite as much. That is all

you are saying.
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Secretary Cavrirano. You also have to have the tax on the employer.

Senator Curtis. Yes; at $40,000 it is approximately doubling the
tax for the employer on that particular employee.

- Secretary Cavrrano. The answer is, yes. The employee, however,
pays $537 less under the administration plan than under the con-
ventional plan. .

Senator Cuortis. I did not get a responsive answer. I asked what
would be the increase in taxes for the employee over the 1977 rate, and
the base is $11,500 there; you would go up to $40,000, so it would be
more than double what it is now.

Secretary Carirano. I can read you the numbers again, or submit
them for the record. In terms of what happens to employers, I think
we have covered that in response to Senator Danforth’s question.

[The following was subsequently supplied for the record :]

EMPLOYEE AND EMPLOYER SOCIAL SECURITY CONTRIBUTIONS FOR $40,000 WAGE EARNER IN 1981: PRESENT
LAW, ADMINISTRATION FINANCING PROPOSALS, AND TRADITIONAL FINANCING ALTERNATIVE

Administration Traditiona)

Present law Proposal alternative

3 6.30 6. 85

321, 900 123,100 $29,100

Employse contribution. . . 1,375.70 31, 455,30 1,993, 35
Employercontribution. . . .eeveiaeanene i ceieaanas - §$1,319.70 $2, 520. 00 1,993.35

1For employee; none for employer.

- Senator Byrp. Would the Senator from Nebraska yield?

Senator Curris. I do not have the floor,

Senator Byro. Mr. Califano, you have been comparing your plan
and seeking to sell the merits of your plan by comparing it to the
conventional rate-base financing plan.

Who developed that and who advocates it? .

Secretary Carirano. As I indicated, I am saying weused that term
to mean any combination of wage base increases and/or tax increases
equally distributed.

Senator Byro. Has anyone advocated that plan?

Secretary Cavrirano. That is the conventional way. There are advo-
cates of that plan, yes.

Senator Byrp. It seems to me that what you are doing is setting
that up in order to make your plan look more desirable. I do not know
angone who is advocating it.

ecretary CaLirano. We are setting that up to say that, if you want
to raise money to keep the social security trust funds at a level we
think is viable and to equally distribute tax and wage base increases
between employee and employer, is one way to do it.

I indicated, when I began, the other alternatives, the two other al-
ternatives; to one that was proposed in the Ford administration
budget in January 1977 that we consider to be inadequate, and the one
that is proposed by the NAM and most businessmen, or a lot of
businessmen that they represent, which would drive those trust funds
down to 18 percent. We just think you cannot play that dangerously.

Senator Byrp. You mentioned 13 percent that you are not now
planning. How much money in dollars would that bring in?
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Secretary CavLirano. We will bring in $30.4 billion by taxing that
proportion of the employer wage base. 87 percent, as I said, of the
wage base, the total wage base in this country is already taxed by the
social security system. By picking up that last 13 percent we would
pick up $30.4 billion,

Senator Byrp. Per year?
Secretary Cavirano. Over this 5-year period. That is the total, and

it goes this way: from $2.6 billion in 1972 to $11.4 in 1282. Then as
your projections go out, that figure will go up.

What I have described briefly is our proposal to deal with the short-
run crisis in the social security trust fund in the social security system.
We have made some suggestions that deal with long-term financing
problems.

Projected over 75 years, with all of the problems of projerting
anything out over 75 years, the trustees report indicates that the
system will be in deficit by 8.2 percent of payroll. Half of that deficit
is due to a faulty method of adjusting benefits for inflation and it
brings us to a proposal to (lecoup;e. The rest of it is due to a shifting
age population, the demographic changes in the country. Toduay, there
are three workers for every retiree. By the year 2030, there will only
be two workers for every retiree.

Senator Curris. On whose authority do you make that last state-

ment? .
Secretary Caviraxo. Two workers and three workers?

Senator Curtis. Yes.

Secretary Cavirano. That is in the trustees report. It is the best we
can do demographically. We have actuaries, in the Social Security
Administration.

Senator Curtis. There are not any experts that can estimate the
birth rate. The Social Security Act, when it was originally enacted,
was based on the fact that the depression birth rate would exist and
would continue. Following World War II, the facts developed that
they were totally wrong, and it saved the social security fund from
collapsing a long time ago; it was their own error. -

I think that most of the authorities would agree that there is no
statistical base on which to determine future birth rates. ’

Secretary Cavirano. Senator, there is no question about the diffi-
culty of estimating anything 75 years from now. All one has to do is
look at the last 5 years. I think these men and women in the acturial
business have done the best that they know how to do. Nobody can
predict 75 years. :

Senator Curtis. I would like to ask one more thing. All of these
figures are based upon how many future raises in benefits?

Secretary Cavirano. They are based upon existing law with the
changes we propose. :

Senator Curris. No increase in benefits for the next 75 years?
Sceretary Cavnrrano. We will show you what happens to benefits
in another chart, only what is written in existing law. -
Senator Curris. You are basing your costs upon the assumption

that the Congress will not raise benefits in the future.

Secretary Carirano. Whether Congress raises benefits in the future
is something for the Congress to determine. I would hope when



19 _
Congress raises benefits in the future they will also raise the money
to cover those benefits,

Senator Curtis. Of course, they have not done that, '

Secretary Carirano. They have done pretty well.

Senator Curtis. Just before the last Presidential election, the
chairman of the Ways and Means Committee sent us a bill increasing
benefits 5 percent with a certain adjustment in revenue. Then he de-
cided to run for President. He raised it to 20 and said he did not need
to change the income. ‘ ‘

I think if you are realistic, your costs there will show that we raise
benefits regularly every 2 years just before election, and sometimes
every year,

Secretary CavLirano. One of the key elements in benefits is the way
in which we have been adjusting for increases in the Consumer Price
Index. We make the same consumer price adjustment for workers
that we have in the past. We are giving the current existing worker a
double shot of inflation increase. Let me try to explain this as best
I can. Our proposal is to give only one increase for the cost of living.
For example, a person who had earned $10,000 a year before retire-
ment is getting benefits equal to 40 percent of earnings, or $4,000 a
year, If there is an increase of 6 percent because of the automatic
cost-of-living increase in inflation, you multiply that 6 percent by the
40 percent, That person will receive benefits of 42.4 percent of prior
earnings, or $4,240 if currently retired.

For active-duty workers, they would also get that increase in their
future benefits, but their wages are increasing. If their wages have
increased to $10,600, and the benefit formula had increased to 42.4
percent, they would be entitled, when they did retire, to $4,494.

It is our proposal, essentially, to let the active duty workers’ future
benefits reflect wage increases due to inflation and productivity but
not adjust again for inflation. If we do not change this, we will
have workers in this country who will be receiving more than 100
percent of their active duty pay.

We have benefit levels that are reasonably high now. The proposal,
I should note, would also keep benefits at about the relative levels they
are today, a commitment the President made during the Presidential
campaign.

Senator Nrrson. May I ask a question? As I recall from your testi-
mony, that was one of the two major causes of the deficit.

Secretary Carirano. That is correct, Mr. Chairman. Almost half
the deficit in the long term.

Senator Nerson. I am interested in a little bit of history so that we
might avoid this kind of thing in the future,

Where did this proposal, this consequence come from? The Social
Security Advisory Council, the Congress, or where?

Secretary Cavirano. It was a proposal that many people in Con-
gress suggested, a proposal also recommended by the Nixon adminis-
tration. The manner in which it was done, I honestly believe, from
everyone whom I have talked to, was inadvertent. People did not
fully appreciate what would happen.

Senator NELsoN. I suspect that is so, since nobody seemed to know
it at the time of its passage into law.
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My question is, what were the methodologies, the procedures, for

tting this result? We ought to know o we can avoid such a

lunder in the future.

Senator Carirano. I think the recommendation was made by the
Nixon administration. Congress enacted it. I do not know exactly—I
do not know if there is anyone to blame for the mistake here.-

Senator NELsoN. Someone is to blame for the mistake, Congress,

maybe a lot of people.
id the Social Security Advisory Council itself evaluate this, or

their statisticians?

Mr. CaxpwerL. Mr. Chairman, the previous Advisory Council rec-
ommended that the system be indexed and that is what this formula
was intended to do when it was adopted in 1972.

They did not prescribe the formula. This particular approach to
indexing tends, as I see it, looking back on it, to follow the traditional
behavior of the Congress in the way in which they authorized benefit
increases for social security.

They would tend to authorize the higher benefit rate for both cur-
(Iient workers and current retirees. That is what the present formula

oes.
Senator Cerris. It has always done that, has it not?

Mr. CarowEeLL. Yes, sir. -

Senator Curris. To do otherwise would be to say to the eniployee,
if you get an increase in wages it does not, per se, give you an increase
in social security.

Mr. CaroweLL. No. If one receives an increase in wages and is below
the wage base it would raise his or her social security.

Senator Curris. If you make this change, it will not?

Mr. Carowerr. The higher wages would still increase the worker’s
future social security benefit rates. Current CPI adjustments for re-
tirees would not. g -

Secretary Carirano. The wage inflation, if you will, continues.
The increases in the wages will continue to be reflected in the benefits
received. An individual will not, at the same time, have the potential
benefit increase every time the Consumer Price Index goes up the
way the current retiree does.

Senator Curtis. You are talking about the automatic increase ?

Secretary Cavrrano. That is what I am talking about.

Senator Curris. The automatic increase would apply only to re-
tirees? o

Secretary CarLirano. Yes; that is correct.

Senator Curris. He would get the basic increase. He would get it
by reason of a promotion, if his wage increase were not based on the
credit?

Secretary Cariravo. I do not think that even the most optimistic
planners think there will be no inflation whatever in wage increases.

Senator Byrp. May I follow up on Senator Nelson’s question ?

Senator Nerson. This formula came into effect in 1972, never prior
to that and ended up with this consequence.

Secretary Cariraxo. That is absolutely correct, Mr. Chairman.

Senator NeLsown. I just want to make one point. This has nothing
to do, particularly, with this hearing, but the way we deal with pen-

\
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sions is a disaster. You have the Armed Services Committee doing one
thing for soldiers. You have the old Post Office and Civil Service
Committee doing something else for Federal employees. Then you
have the Finance Committee handling social security and none of
them knows what the other is doing. We ought to cut out the whole
business and take it out of all of these committees and stick it in the
Budget Committee or someplace else,

I cannot understand how, even with the old math, some 8th grade
graduate could not have made a computation to tell us we would get
this disastrous result. What bothers me, in dealing with this matter of
tremendous consequence, is that everybody in the United States, the
executive branch, the Congress, the Social Security administration, all
the actuaries could have let this blunder happen. f

I think we have to design some method to avoid that in the future.

Senator Byro. I would like to ask a question at this point.-

Senator Nelson mentioned the Advisory Council. Did the last Ad-
visory Council in 1975 not récommend against general revenue fi-
nancing ?

Mr. Carowern. As a practical matter, they actually recommended
consideration of a form of general revenue financing. Their idea was
to shift the financing for hospital insurance onto the general fund
and reassign the hospital insurance tax rates over to the retirement,
survivors’, and disability insurance systems.

Senator Byrp. Insofar as the general social security trust fund is
c;)ncgrn%d, did not the Council recommend against general revenue
sharing !

Mr. gCARDWELL. No, I do not think that is a fair statement. They
recommended a revision of the formula right along the lines of this
proposal, but they recommended, in consideration of the long-term
deficit that one alternative might be to use general revenues to help
finance the health insurance portion of the program.

Senator Byrp., Only the health insurance portion?

-Mr. CarpweLrn., Yes,

Senator Byro. They did not recommend it?

Mr. Carowerr. They did not reconimend it for cash.

Senator Byrp. That is what I was getting at. Thank you.

Senator Lo~a. May I ask one question? Here is what bothers me
about this proposal. We will be under the burden of going to the
Senate and asking the Senate to vote more taxes to fund this program.
That does not particularly bother me. If we do not do it the way you
recommend, we will agree on something to see that there is enough
money to pay for these benefits. But the way we have mustered the
votes to pay for this program down the years was to take a bill that
would expand benefits and say to the Senate, if you want these bene-
fits then you have to vote for the tax to pay for it. That is how we
found the votes to pay for it,

_ When you talk-about financing social security out of general reve-
nues. I think that is very misleading. We do not have any general
revenues to finance it with.

The income tax is not paying for the full cost of general government,
The Federal Government is running a $60 billion deficit. The only
way you are going to find the general revenues is just by stepping up
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the printing press and running off a lot of printing press dollars to
pay for social security, which is the way the deficit in the Federal
fund is being covered now.

If we are going to let the Senators and the House Members feel
that they can vote these further benefits for hospital costs, disability
and other things by gust running off more printing press money, how
do you expect us to find the votes to get those fellows to vote g)r the
tax to pay for some of these?

That is the burden on us: to find people to vote for the taxes to
pa{ for benefits that they want to fund. It is not easy to do.

f we offer them the easy way out, to say we will just finance this
thing by running off more printing press money, that is how I read
this general fund. There is no generall fund except that printing press
down at Federal Reserve. IHlow are we going to fund this thing and
find the folks to pay for all of this without funding first the general
fund, the so-called Federal fund, then the trust funds, out of print-
ing press money? Are we not going to have ourselves an insurmount-
able political problem to persuade these Senators and House members

to vote for these tax increases?
They are going to say, you do not need that. Just print up some

more money.

Secretary CarLirano. Senator, I would not pretend to argue with
you about the politics of this but I would make the point simply : one,
we are only talking about $14 billion. We are talking about $14
billion as, in effect, an insurance policy. As you undoubtedly know,
the $14 billion only becomes an expenditure, 1f you will, if the trust
funds actually reach the point where that money has to be spent. Since
this is not expected to occur, it will not show up in the budget.

There is no need for you and your colleagues to pass any law rais-
ing an additional $14 billion in taxes over a 5-year period. There is
no need to pass a law to raise an additional $3 billion a year, if you will,
to do this. This is, in effect, an insurance policy.

We would hope that the time would never come when we would be
in the kind of recessionary situation where you would have to have
that money. If the situation were that bad, if the economy of this
country were so bad that we had to dip into the general funds in
_order to pay these benefits, it would make probably a lot of sense to

have those benefits paid and to have a deficit like that. It is not that
much money. That 1s the best I can answer.

Senator Daxrorrir. Mr. Secretary, regardless of the $3 billion and
the countercyclical general revenue into this you are going to lose,
from the Treasury, about $5 billion a year, good times and bad times,
because of the increased deduction resulting from the increased em-
ployer share of social security.

Secretary Carirano. That is correct, Senator. No question about
that. That is in our calculations and that is slightly less over that
~ 5-year period than the funds that would be paid if we had an equal
distribution. That is right.

Senator Loxg. Here is how I read it. We have succeeded now in
raising taxes by calendar year 1977, $32 billion more—I am looking
at page 33 of the blue book—$32 billion more than was paid out, so
we are ahead of our debts by that much in our funds.
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President Johnson and other administrations pressed for a con-
solidated budget so they could include these surpluses in the social
security fund in an overall budget, and I thought that was sound:
and supported it, to make their overall programs look a little better
than they would have otherwise, because we were collecting down
through the years more money than we were paying out in this area.

It bothers me with the Federal funds fairly badly in deficit to
start financing this program with printing press money as well. That
is why it seems to me, just by way of responsibility, we should try to
muster the courage to vote whatever taxes are needed to fund this
program before we offer Senators and ITouse Members the easy way
out in saying, we will just increase the debt limit, tell the Federal
Reserve to print more money down there,

You and I know, if we start financing things in a general approacii,
in that fashion, inflation will get so bad that the faster we print money
to pay the debt, we will have to print more money to meet the increase
in the cost of living.

I do not think you want to get us to that kind of inflationary spiral;
I know I do not. That is why I ask you, is it absolutely essential that
we fund this thing by reaching for so-called general funds when
there are no general funds there?

Alll you can do is create more money in the banking system in order
to do 1t.

Senator Laxaur. Chairman Long, is there not built into this pack-
age $30 billion that amounts to a tax increase on employers in this
part of the package?

Senator Lona. There are taxes in the program, yes. What I am con-
cerned about is not so much the taxes. The benefits are there. We are
going to have to reduce some of the benefits and a windfall that was
never intended.

On the tax increases, it seems to me that if we need more taxes, we
should measure up for it and call upon the Congress to vote for it.
I dislike this idea of letting the Senate and the House think we
can escape our painful duty of voting the taxes to pay for the social
security program.

Secretary Carirano. Senator, all T can repeat is what I said. The
$14 billion will only be nceded, in tax terms, if the moncy has to be
spent over the 5-year period. We believe that the proposal that we have,
with the taxes that we include in it, will make the system-sound for
the next 25 years. We do not shrink from recommending taxes if we
think they are necessary. We honestly do not think that taxes are
necessary beyond what we have proposed.

Senator Long. Over the past years, Mr. Secretary, I have had to
fight on the floor against amendments to provide benefits that would
be paid out of the deficit. I dislike the 1dea of getting this on the
basis of where Senators and Members of the House can come up with
these politically appealing proposed benefits, and take the view that
that can be financed without any tax.

The last big increase was financed by changing the assumptions on
which the program was based. We cannot do that anymore, can we?

Financing it just by changing it will not work. We are going to
have to find money somewhere for it.
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Secretary CavLirano. That is right, Mr. Chairman, We feel that we
have found enough money here, As you know, we are asking for a
decoupling plan of stabilizing the benefit rate level. We are asking
for an additional $30 billion in taxes on employers. We are in-
creasing the wage base on employees by $600 in 1979, $600 in 1981
which will effectively increase the amount of money that will pay for
this system,

Senator Byrn, et me ask you a question. The money you are asking
for from the general revenues, would they be subject to the appro-
priations process like the other revenue amounts?

Secretary CaLirano. There would not have to be an appropriation,
for the countercyclical general revenues.

Senator Byrn. It would be subject to the annual appropriations™
process?

Secretary Carirano. Not subject to an annual process, you would
authorize a transfer to the trust funds from general revenues. Ex-
cept for administrative expenses and certain benefit payments, there
are no annual appropriations to the social security system now.

Senator Byrp. Even though the funds would be coming from the

general revenue? -
Secretary Cariraxo. .\s I said, there are general revenue funds in

the social security system now.
Senator Byrp. Only on the basis of figuring that business deducts

from their taxes.

Secretary CaLirano. There are the so-called Prouty benefits,

Senator Byrp. Is that not a minute part of the total?

Senator Cariraxo. There is also the supplementary medical in-
surance program. There is a portion of the hospital insurance pro-
gram.

Senator Byrn. Appropriated annually?

Secretary Cavirano. The Prouty benefits are not. The hospital in-
surance program has a number of eligibles who have not paid in
and these are funds appropriated annually. The minute pieces of it
are appropriated annually. There was a period pre-1957 for which
we folded in contributions for military personnel out of general
revenues, There are funds from the general revenues that we folded in
for the Japanese internees. They are small amounts, appropriated
annually. We thought we were following the traditional way of mov-
ing in this area other than in these special cases.

Senator Byrp. What we are saying is that we can do all of this
and no one has to pay for it.

Secretary Carirano. The people have to pay for it, as is indicated
in the tax increases which we have proposed.

Senator Byrp. What are the tax increases? What do they amount
to, the total?

Secretary Cariraxo. The tax increases amount to $30 billion on the
employers. The increases from the increase in the wage base of the
employees in 1979 and 1981 and returning to the traditional relation-
ship of the self-employed tax rate to the nonself-employed tax rate.

enator Byrp. Your program comes to a $30 billion increase on the
employers. As I recall your answer to my question earlier, a $30 bil-
lion increase on that 13 percent of the employees who do not pay

on the full amount?
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Secretary Carirano. No, only a modest increase on those employees.
There is no tax rate increase for employees in the short-run in this
plan. Those increases come only by increasing the wage base, once in
1979 by $600 and once in 1981 by $600.

Senator Byrp. The increase is $30 billion.

Secretary CavLirano. For employees, that is correct.

Senator Hatnaway. On that point, is there any problem with re-
spect to the definition of earnings so that employers cannot dodge
by giving deferred income plans to their employees, or stock options?

Secretary Carrraxo. We stick essentially with the definition of
earnings that we have now. We will look carefully at that.

As T indicated, this would bring us into balance through at least
the year 2000 and, we believe, reduce the long-term deficit to man-
ageable proportions. In the long run, there are other features of the
plan. There is the scheduled tax rate inciease of 1 percent to go into
effect in the year 2011. We would bring one-quarter of that increase
back into 1985, equally on employer and employee and three-quarters
of that 1 percent into effect in 1990. There are a lot of other questions,

uestions of the kind that Chairman Nelson raised that we would give
the Social Security Advisory Committee to consider.

‘This is a snapshot of the impact over the 25-year period. If all of
this were enacted, instead of a deficit under present law of 2.} percent
of payroll for the next 25 years, we would have a surplus of 0.5 per-
cent of payroll.

In the long run, through the year 2051, with all of the problems of
estimating out that far, under present law, we would have a deficit of
8.2 percent of payroll. If our plan went into effect, we would be left
with what we estimate would be a deficit of 1.9 percent of payroll.
Again, we think that is fine in the context of how difficult it is to
estimate out there.

In summary, we believe the plan solves the short-term_problem
without a tax increase; it fulfills the President’s commitment in that
regard. It brings the cash benefit program into actuarial balance
through the turn of the century which fulfills his conunitment. It
reduces the long-term deficit to manageable proportions without re-
ducing the benefits of future 1etirees, which was another commitment
made; and it fulfills the overall commitment, which was to restore
the social security system to a sound financial position.

Senator Laxart. You indicate we are solving the short-term prob-
lem by no tax rate increase. Unless I misunderstand the testimony
entirely, we are socking the employeis of this country to the tune of
$30 billion.

Secretary CarLirano. Without a tax rate increase to the employee.
That was the President’s commitment.

Senator Laxart. You cannot talk about employees only. The em-
ployers are going to be taxed severely.

Secretary Cavriraxo. Less than they would be under the conven-
tional plan, Senator.

Senator NeLson. What you are saying, if you follow the current
method of financing the employer would pay $31 billion in that
period rather than $30 billion. Is that correct?

Secretary Caviraxo. That is correct, Mr. Chairman.
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Senator Hatnnaway. Mr. Secretary, do you have any -figures to
show, with the decoupling, how long that would maintain the sol-
vency of the fund ? . .

Secretary Carirano. It does not help us very much in the early

- years. You have to get far out to get the help. We can give you those.
It would run out in 1979 or 1982 or 1983. o

[The following was subsequently supplied for the record :]
1iln responding to this question, estimates were made for the following proposed
changes: : ‘

1. %‘ﬁe maximum annual amount of earnings on which an employer pays social

security taxes, i.e., the earnings base of employers would be increased in three
steps until it is removed entirely in 1981, as under the Administration’s financing
proposals. The earnings base for employers under present law and under the
proposal for the years 1978-81 are as follows:

Calendar year Present law! Proposal

L N $1,700  $17,700
1979 , 900 23,400
1980 20, 400 37,500
21,900 [O]

i The figures shown are the amounts assumed under the Intermediate set of assumptions in the 1977 trustees report.
2For wages paid in 1981, and in all later years, employers would pay social security taxes on all wages paid to an employee,

2. During the pericd 1979-85, part of the contribution rate for the hospital
insurance (HI) 8rogram would be reallocated to the OASDI program in order to
transfer to the OASI and DI trust funds part, but not all, of the additional taxes
that the HI trust fund would otherwise rececive because of the climination ¢f the
base for employers. The amount reallocated wculd be .05 percent, each, for
employvees, employers, and self-emplcyed cPersons in each year 1979-85. The
contribution rates under present law and under the proposal are as follows:

-~ [In percent]
Present law Proposal
Calendar year 0ASDI HI Total 0ASDI H Total
Employees and em-

ployers, each:
4.95 1.10 05 4,95 1.10 6.05
4.95 1.10 6.05 5,00 1.05 6.05
4.95 1.35 6.30 5.00 1.30 6.30
7.00 1.10 10 1.00 1.10 8,10
7.00 110 8.10 1.05 1.05 8.10
7.00 1.35 . 35 7,05 1.30 8.35

3. The Administration’s decoupling proposal would become effective on Janu-

ary 1, 1979.
On the basis of the intermediate set of assumptions in the 1977 Trustees Report,

it is estimated that the combined assets of the OASI and DI trust funds will be
exhausted in 1982. If present law were modified by the changes described above,
we estimate that the combined trust funds would not be exhausted until 1985,
3 years later than under present law,

Senator Hatiaway. There was a study that said if we decoupled
and had a very modest increase in the tax it would carry the fund
through about the year 2000. I do not recall the author of the study.

" Mr. Carowert. That decoupling plan would be one that would
reduce benefits. If you change the formula to reduce benefits you re-

duce the financing needs of the system.





















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































