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AUG 25 1975

“r. Coone lobinson, Lrscutive Secralary
State of Czlifornia

Comamissics on Aging

328 37 Streat, Suite 13

P. 3. Box 330

Sacyrasento, L2liforaia 35332
Joar Yir. Zabinson:

Your lotier of Juse 12 o the Prosideat regarding the direction of the
fcataistration on matters affsciing the slderly bas been raferred to
=a for response. Plzage Torgive the delay in replying, The Prssident
i3 always iaterasted i3 having Cosments and ssgoestions on matiers of
nubiic nolicy.

You =ay be assursd that the Pregident zed this Adsinistration ars
 desply concernad over the Tisameial difficoities Taced by »any older
‘epricans today. The Prasidest 1s making avery =ffort to combat
recassion, inflatisn, and the esergy crisis. which affect ail Ssericass,
while at the sase tise sseing o iif that the elderiy, =he gsunerally
have Tawer regources io draw upom than 2o younger adulils, are helped

o mmet thess added burdsas,

You are zmare, [ am surs, 23t the President Jdid aot propess io ra-

. duga ur Tresze social sscurity benefits, Lot o Bold the aanual

social szourity bansfits iscreass o 53 2s 3 meaas of combating fe-
fiation, The aciual iacreesa was 3% effective ia June and was raflected
in checks recedved July 3. Tals spring, the President sisped 3 322.3

individuals recaiving Secial Sscurisy, Xailroad Bstiresent, and Supplemental
Sseurity Incoes benetfits, ixteasion of unessioyment cosmpensailion hessfits,
tax recates Tar 1574, zad tax reductica far 1275 are Toaturss 57 the bill
that barafit many older persons. 2130, rules cosceraing tax daductions for
cxpuases of caring for 2a elserly ralative wors liberaiized,

Siace 1271, socizl security bsaelits have Desn incrsasad several tises
for 31 2i1lion recipiznts, aad the Susplsswatal Sscurity Income (531)
prodra®m has baen astablished io saiotain 2 nininus income leval for
tha slderiy poor.
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Attention has been given to private-sactor income maintenance plans

aisc. ©On Lzbor Tay 1374, the President signed into law the Imployee
Qatirement Incowme Security ict, which will offar the aporoximataly

35 million parsons covered by nrivate employae benafit slans and their
beneficiaries naw protactions and guarantees. ERISA encourages the
growth of private pension and welfara plans, insurss that participants

do not Tose benefits hecause of unduly restrictive 2ligibility provisions
or bacause the plan did pot zccumulate and retain sufficient furds to
meet its obligations, and provides greater eguity in tax treatment of
orivate savines for retiresment.

In vetoing two bills recently passed by Conaress in the aresas of
employment and housing, the President stressed the {zportance of
holding down the faderal deficit and avoiding exacerbation of
budgatary and sconomic pressures. He has besn particularly con-
cerned about ovar-stimulating the economy and s2iting off an-
other round of inflation that would be serinusly haraful to
alderly persons on Tixed incomes a3 well as to nearly every oL v
other segment of society. ",

Last year, the President sigéed a historic housing bill having a | =

number of provisicns with considerable potential for older X 4,f/
Americans--the Housing and Comrunity Davelopment Act of 1374, N4 §ys 2/

For axampia, Section 8 of the Act provides for subsidized housing
for Tow-income renters, while the newly revisad Section 202
authorizes dirsct, low-interest federal loans for construction of
housing for the eldarly, among others. This expandad, rors
flexibla housing program, when fully operatisnal, can go far to-
ward raliaving critical hoqsing problams for many older parsons.

In the eritical area of healtn cara for clder persens, the
Administration is werking on a number of proposals and projecis
that should contribute to better use of present and poteantial
resourcas for delivery of sarvices ta the olderly with 2 goal ef
irproving health and quality of 1ife. The newly established
Hational Institute on Aging will not only conduct and support
rasearch on tha hiological aspects of aging, but will examine the
social and physical envivonment for its effect on the aging process,
dindful of wide-spread criticism of long-term care Tacilities for
the elderly, the Department of Health, Education and Walfara

is collecting data on conditions in nursing homes nationally 30 as
to ba able {0 racosmend sound policies and programs to improve long-
term care for the elderly. Also, a natioral rating system for
aursing home recaiving Madicaid and Hedicare funds is currently
being developed,



Housing and health services ars two of a number of areas in which
the Adwinistration on Aging (HEW) is undertakinc cooperative afforts
with other foderal agencies. AJA, which is charged with serving as
an advecate for the elderly, is working with the Public Haalth
Serviea and the Department of Housing and Urban Javelopmeni ra-
spectively toward the hettar use of present and potential resources
for dejivery of services to older Zmericans.

Thare are currently sevaral programs aimed at heloing slder ‘mericans
who wish to work Tind amployment. Title IX of the Ulder Americans
Compranensive Services /Amendments provides for establishment of part-
time esployment opportunities in comswnilty service activities for
persens 55 years or older who have limited incomes. Under this are
spacialized employwent programs such as Senior Community Service
Projeets, Senior Cemmuaity Aides, Green Thumb, and Uperation
“ainstream. Thare will e at least 12,400 job slots funded in Fiscal
Year 1875. Also cartain ACTION programs pay a stipend to aiderly
vo?uﬂteers who particizate in Foster Srandparents and similar pro-

jec

Thare are other areas in which faderal activitiss on behalf of tge

alderly have incraased recently. The Older Americans Act of 1985,
which markad its 10th anniversary last ronth, is making a major con-

tribution to the well-being of a growing number of elderiy persons |

in the kation. Your agency is but ons of the designated agencias
on aginq now ;anc*ienxnn in every State and in 412 communi*ies, for
the purrosa of coordinating existing and potential resources, and
arov1d1ng information and referral services. The pational nutrition
Frogram for the Elderly now serves 223,000 meals a day, five days a
week. |The recent action p?actag the annual operating level for this
program at 5159 =illion (an increase of $50.4 willion over the
nr~v1ous year) will mean more eld»r?y parsons sarvad at existing meal
°ites and new sites %o be aaened in comsunities not previously served,
Undar the new Title XY of the Social Security Act, funds will b
available to the States that can bz used for ﬁeveTcpwent of coordi-
nated, comprehensive social sarvice programs for low-income older
neaple. Tha law requires that sarvices provided be coordinated

with plans for such arograms as those sat up undar the Jlder Americans
Act.

The Administration has repeatedly urged State and local officials on
aging to make full use of federal revenue-sharing funds on behal? of
the elderly. The philosophy behind the ilew Federalism, supported by
the Ford Administration, has been to direct greater accountability to
alected officials in States and localities, believing that they can
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ar=ine and solve local problems.
ates have used revenue sharing for older persons only fo
layartheless, health services and housing ars

the areas in which some towns and countizs have sucessfully

Rabinson

utilized ravenuz sharing to benefit older residents.

Thank you for writing to share the views of the California
n Aginag with the Fresident,
consideration to such opinions in

alder Americans.

cc: Sarah

0S/0HD/A0A
LHertz/1ms

lassangale

8/11/75

I ©an as

Js/ Stenlev B. Thomas Jr.

Stanley B, Thomas, dJdr.
Azzistant Secratary
for Human Uovelopment

o
n.k'k

To date, studies indicate

wwsission
sure you that he gives careful
tha formulation of policy affecting
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928 '*J’ STREET, SUITE P14
P.O, BOx 330
SACRAMENTO, CALIPORNIA 93302
(918} 322-5830

June 19, 1975

The Honorable Gerald R. Ford
President of the United States
The White House

1600 Pennsylvania Avenue
Washington, D.C. 20500

Dear President Ford: be : i

At their regular monthly meeting on June 12, the California
Comm1331on on Aging expressed thelr CQnt;gglng_cgneerﬁ—aeeug
the dire
the welfare of the elderly.

_‘-———'—'—_—__—\———-.—‘——"".—'—.

Priority areas of need include income maintenance, housing,
health care and employment. Yet, in each of these cate-
gories of need your administration has failed to support
actions that would help to alleviate the problem and improve
the condition of older Americans. Your administration has
impounded funds appropriated by the Congress for housing
programs of particular importance to the elderly and you have
vetoed employment bills and failed to support an adequate
senior public service employment program.

l
The Commission has instructed me to express to you their
dissatisfaction with these actions. They see a pattern of
priorities developing that disturbs them because it neglects
the needs of the elderly. The Commission repectfully suggests
that this is a matter for your immediate and serious consid-
eration.

o GBS fo.

Sincerely,

Boone Robinson
Executive Secretary

BR: jb
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social secuyiny

should say at i Lhae

have . characteristics wiich
re essential :i..' we are to reach Ceements On a
Ling proposal within the Admini ::;'i:re.:.' this » ang
Ppresent it to Congress early next year. characterist &

axrc:

lt T

he prepozals previde fex citable (rathey
than declining) replacement rates.

2. The replocement rates
ciLosely an possible; :
characteriastics of cach mode: Lo the
replacement rates 3
present law at the time of transition to
a decocupled systoin.

P
-

3. ©he proposals do not attompt to "fix _ -
everything that is wrong" with the social



.
security syatem. In other woxds, they
aim at a minimum of chancge from the
effccts of the presern+ law.

Vhile, as we cbsexved in our previous discussions, most
possible decouvpling models can be adjusted {0 @.ber the
vweighting in the benefit formula and/or o permit a declinc
in replacement rates over time, we bziieve that any
initiative which has as its objective correcting the-

imbalances in the system at an ocrly dute (w.c., calendar 1976

legiclaticn) has little chance of succeeding in that timef:
unless the above principles are adhered to. ‘lioreover, onc
of the twe alternatives which we wilil be prusenLAng to
Secretary Hathews has as its primary raison d'etre the
fact that it resulits in alimost no change from the present
law system in effect at the tima, other than, of course, the
"fundamental chance of decouvpling the benefit structure.

Let me.discuﬁs.this particular model or option first.

Y

_D'f‘m,r»?:'.z'@f HEROLE: L sttt asates oot X _

“h“ first deccupling model we will sug
called the "hiuh AO.” As noted, it inva i

minimun of change f£rom preésent law in effect at tbe tima
the apprcach is Lmn‘aucn::&. Benefits would be based o
actual dellar carnings averaged over 20 years; this is

the aversging pericd under present law for peoyle reeching
age 62 (the age at wnich a social °cbr“i'y seneficiary can
firet obtain retirement benefits) in 1876. A weighted
"bencfit formula has been devised that would so closely
‘approximate benefits payable under present law at the time
‘of 5mp3c%2rﬁation that it would be unnecessary to devise a
'special provision te assure a smooth t*an>1rlcn LO thc new
éi“ ‘)‘,[ Q].rl, i ey e asempessianttis B

The arcat vivtuve of this option is its simileaity to present
law. Lt appears to change very little other than eliminating
the long-tena conseqguences of running a coupled system. It
minimizes transitional difficulties. It would, however, be
vulnaerable to criticism on the grounds that it has one '

effect that does not exist, or at least would exist to a
‘much moxe limited degree, under present law. While present
law over time will extend the wage averaging period to

35 ycars, thereby providing an implicit length-of-service
factor for the lifetime worker, the proposed system would

be frozen at 20 years. ' The result is that in the future the

high-20 system-would not treat workers with more than 20 years

D RN
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of covered work any morc favorably than otheruvise comparable
workers with only 20 yeaxrs of covered work history. It is
algo subject to critieism which can b2 leveled at the present
system: the use of actual dollar wages in a dynamic cconomy
may tend to give undue weight to recent cairnings as

compared with earnings ot an earlier time. Such an arra gam
ment counld be viewed by some as “discriminatory” against
workers who had their best relative carnings eurly in life
(e.g., some women and unckilled woxliersg). -9
Poth of these criticisms are substantially blunted under the

e ——— . e A e St 8 U St

' alternative avproach which we have called a 35-yeay indexed
nodel. nder this model the computaticon pevicd would
lengthen each year until it n¢c1ﬁ:cvi reacliza@ 35 veaxrs, as

'under present law. A workesr*s actx l earnings, bQ\\\L\r

{would be indexed in relation to cmr,J?.-zc_}\-_ carninrgs in the

.?oconoﬂy so that they are updated to the paxiod imm"miVLo?y

T
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| preceding the pericd in which the worker
t disabled, cr died. in this uwrmuv,, as
apprcach, a weiohted benefii formula (adju

i2ecame

;_r.
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'in averag: nug_h) would he uveed to L::ohﬁh initis) :
JDbenefites, and en individuzl's ¥ WO ke adjustcd for

L lilte e

iincr@ames in the cost of living a_ta? enb"LfbA“ﬂ"
Wage indexing is an essential
in this model. PEecause of the
possible to provide as close an
payable under present law, 50 it z;nLy be
necessary to provide a specieal tr 1sitional provision to
assure that people would not get 1@55 s payable undcr
presenits lavw at the time the new syst effect.

= 3, .o e -. el - - W A
featuvire needed fox stability:
. i oy & b .- - oo 3
i “e“Lng, LL wounla not be

Keiy) of Lbe benefits
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. The 35-ycar indexcd mocdel is more CCmUl st than the high-20
-medel, prlnirmly bazcause of the indexing. While the indexing
would eliminate criticisms leveled at the high~20 model (and
at prescnt law) that recent earnings are trecated more
favorably in the bznefiit struckture than earlier earnings, it
also means that cexrtain classes of keneficiaries will w“
treated differently (less favorably) than under present
‘The most notable efiect would be on benefits paid to the
young disabled worlier ‘'or the survivors of a young woxrlkcr who
has died. Underxr present -law such irndividuals receive hicgh
benefits in comparison to long-service workers, primarily
because the earnings on which their benefits are based are
all fairxly recent and therefore tend to produvce hicher average
‘wages for benefit calculuation purposes. Indexing the system
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would result in their wages being treated on a par with long-
" goervice workexs for purposes of calculating a benefit. The
result would be to lowex their benefits, both relative to
benefite for long-service workers and also in btoiuh.

dollar terms. Phis is an iahereni feature oi indexing, and
furthex comnplicated provisions would b2 reguired il one
wished the present law effccet to be maintairncd.

o ".,-

While the use of the long carnings compuhation pariod
(eventually 35 years) provides a fairly unmdt;n?iwi'implicic
recognition of length of service, it doss not distinguish
hetween workers who have low average ecarnings becauvse ox
regulaer low wages and those who had fairly high wages but

. yorked in Yewer vears. Those who helieve rsh a distincvion
should he made (ond that the heavier weightl T low
average eainings should not ulpTv Lor the 15* gxroup of
.workcnu} vould favor including in the plan an emnplicit length-
of-serviace provisicn.

We are hcpéful

<
2 73 -~ ~ - du se da T .
and cost b2 presentea O whe ‘if;’ saleh v
P j: s~ & 1
K

3 within

-~ - NQ' - -‘~ o e
2 weehks 6 so end soon thes

ter to the D¢ tic Cowngal,
OMB, etc. am enclooindg pte-iuin ry axart: the two
plans aénd other ]P'vjﬂCﬂt ‘Ssxc papuns. (Rt adivencd sape)

o gy pomp. T ) —_ AT Tt o
SEA/i1g Pozition on Modnols

In my opinion, the 35-yeaxr indexed model is probably superion
o the high~20 model in. a "social eguity"” scnse. The great
virtue of the hion~-20 model, as I have not 95, 18 A9 iEn
rcplicublcn of present law effects. It raises a minimam

numbexr of issuves about treatment of beneficiaries in a way
differenit than under present law and reguires no ac

hi,zﬁ“r“L"vely
.cumbexsome and coztly transition. On the othcr hand, it cdoes
a poor job of preventing ‘"windfazll" benefits fxom being

avayvdced ©o b""- ~gervice workers and lacks what many
the advantacges which flow from wadge indesxing--advantac
which bacome wore significant in a volatile economy.

e s

I believe the issue between the two models is really onc of
deciding whether the progremmatic “"deficiencies" of the
high-Z0 model override its advantages ané political .
saleability -as at least an interim measurce to decouplce the
systenm and improve the long-term financial picture thhout
disxupting the relationships between wages and bencfits and
be;uccn beneficiary groups that now exist under present law.




S ) 5
In any event, we will be recommending to the Secretaxy that
he scnd forward to higher authority both cptions, with
whatever recommendations he may choose €O make.

. »

Cost Tstimates

£

While we have not vet finalized our cost estimates foxr the
two modcs"'*, it would appear that they would yield mucu the
same result throughout the 785-year valuation period used
in OASDI esti Linates the follewing tabkle provides a xrouah
indicator of the eLfect 0% either wodel as compared with
prescnt law.

07.8DI IRNCOUE AN DU’J""\G‘ 45 B

; )y ABLE PAYROLL
(Buployee and Lm3¢ovu:, Combinied)
W '~ Present L
w . , :
Time Pericd . - Expenditures Tay Incom: 5 quicﬂh

A075-1000 11.10% | - god o A
2000-2024 i 15.12 . 300 - 4,10

. 2025-2048 | 22.09 . 11.90 ~10.18

10752050 . 16.26 . 10.94 L e BORS

‘.O

T
Decoupled System
Time Poricd Expenﬁitures Tax Income Deficit

1975-1699 i 11,065 - 9.90% -1
2000-2024 3383 11.02 -2
2025-2049 16.78 . oW “11.80 - 4
1975~2050 13.83 10.24 o i

The amounts in the table should be taken as order of
maonlbuc figures rather than precise estxnu a8, Current
economic projections are changing, and the precise effect
of dccoupling undger either model has not becn complctely
pinned dowa. It should also be noted that these figures
-are premised on the cconomic assumptions usced in the 1975
Trustees Reports. While a change in these “qsumptlons
should not have much effcct on a decoupled system, it could




have a marked ofifect on the present coupled system. Thus,
_while it appears from the dstt that decoupling is of little
significuince to ::ystn;‘.m costs over the next 25 yvears (and

nicht therefore bhe postponced for some time), 1Un1L1cant
'c'lcz'.).v"‘.rtm:c:'~ from the short-term assunpticons uacd in the
Shnstoes Renvorta, which we r.w believe are cp ﬂVSth,

could exact o financial penality over the lon ng rnu if we.
fail to decouvple the system soon. ' '

Financing
Let me turn now to the subject of f£inancing. The above
table illustrates some of the key deficiencies in the

present financing arrvangements. Basically it
given current economic ascumptions, the deficldd v
next 25 yeurxrs is on the oxder of 1.2 to 1.3 perxcent oX
payroil (emnioyee and employer, combined) whether or no
system is Avc01uT0u. After that, of Course th> defici

L

|
-4
T

.escalates raridly undes lav. Oux
proposals weuld have a signiiicant d:

-

would by no means climinate the problea

Obviously, shoct-range financing is rao st liate
problem facing the social security cs bane: Zograan.
The cash benefits trust funds are declining wlly and
will be exhausted in the early 1980's. They will rcach a
retio of aosets to oulgo of 33 per cent (or less if econnmic
recovery is not as rapid es predicted) by the beginning of
calendzr 19%8. As you recall, this spring we propo Od )
adopﬁ*on of a one~third ratio as the minimun to which the
trust Funds should ke a!loncd to £all, and I believe there
was general consensuvs withir Administration that this
was the lowiest standard that CUuld be accepted (scme thought
it too low). Given this stancdard, I believe it is necesgary

to provide at least some increased revenue to the system
du“nug calendar year 1977.

¥While the -decoupling proposals, particularly the 35-year
indexed model, could have some trancitional costs associated
with them, our present thinking is that these costs would
not be of a magnitude which would significantly affect the
design of a short-teim finzncing solution. The possibility
of transitional coste dmply incrxeases the need for bringing
additional financing into the program in calendar 1977.

I think you are thoroughly familiar with the various options
for producing additional revenue:



e I w2 *TJnLnntc general revenve finoncing
as an option at this time, ve are ileft with
3 tax rate increases, contribut Lop and benefit
- base incrcases, Oor a combinztion of the two.
-~ A shift of fincncing from I'T <o OaShI is
! also poesible, but the HI sitvaticn has

changed somewhat since the discuvssions gL o .
of this spring. : Ias
. % F iR
HWe should note that, dve primarily to increases in the i
estimates of outgo, the 25~year deficit for the HI prooran
has risen to .44 perxcent of peyroll. The HI ;Psmt to outge

- ~—
o8t the shart

1876 to 52 pecews 11“ by 7, S61, de“nne il ¢
al revenues o ’cs.s;

aund C“DlO‘

ratios are projecied to decoline froem 75 perces
of calencoz
L of add
payroll
wage kiise e applice
pProgril wou .L(l cause this
adding xevzanue to the HI
sa volatile uhuhp in our

. ,.;

ratio ie nzcessary in the
it would L2 unwise to éuogb a “ina_

predicatcd on a shift of revenues
= a

of course, con be a patiter for fuzl
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The cgsential qguestion on sho L= n
& gne proeposes & stz 455 & S T
proposas to ameliorate the effcct of such & tax
low~income workers by useing a modest increase
bage to provida part oi the »n
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.With respect t e
look at the ef changes in th2 wage basz on long-term
costs an’>“ co ecoupled cyctemsc. TE must ba

recognized at the outset ﬁhg; tax rate increases have no
effcct on outco, while wage basge increases under any sy

& wage base increase, we have taken
= 8
)

P s

must to some degree increase program outlayvs in the lony
run. A L

The data di Rl vcd hezlow show the effect of a major increase
in the wage bage--to $24,000 in 1977, rather than the p?ﬂqent
law estinate o©fF ¥16,800~m1n compzaxison with the short-x ngv
revenue-producing equivalent, a tax increase of .75 ppL ent
of payroll (empleyer and cmployee, combined).
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IRCOME KINUS 0OUTED,
EXPRESSED 25 A PJ',L(* EMTAGE OF TAXEKBLIE I‘J‘x')"‘OL.J:
FOI ROUIVALERY,SHORT-RAN T REVERDE--PRODUCING MEASURLES

Pax Riate Incrcase: .75% of taxable payrell ian 1977
Pasxable Dase Increase: 9o $24,000 23 1977 >
Totel Pirst Second Third
75 Years 25 Years 25 Yesars 25 Yﬂrrﬂ
Syuteom {18 75--2040) {1975-1299) 2000~-2(:24) 12025~20°8)

TAX RAWGE INCRELSE

Coupled .73% 0.6Go% 0.75% G.75%
Coupled -0.21 0.65 0.7 ~1.39
TAX. T TRCREnT T

Decoupled 0.73 . G639 6.75 : 0.75

Decoupled DA s .

e

4 v 0.36

hclucsions that can be drawn frem these
), T8

There are Sew O
endpgint of 1
ke

'u;tg. Firoua

e

~e

the fiscal integrity of the
m, X balieve the data show that a wage
- | Linitely ceontraindicated as long as the
program rcmains Otplcd. thile the rase and tax chandes
both improvre the Lirnancieal position of the trust funds

throughout the 75-vezr valuation period in a decoupled
system, the improvement afforded by the wage base is

significantly less. Even in a docouvjcd progxam, a
najor increase in the waJe bavw (such as the $24,000 amount



.
used in the above example) forces one to make & subjective
decision as to whether the social, political ox nacro-
econotic cffects that he may sce as arquments for a wace
base increase are enovgh to compansate for the additional
long-»ange expenditures that such an increase would
entail. 2An important point to uote, iovavey, ic
the more modest the size of thie base incxoa
the abrsolute difference between LhC eficcits ox.
increcase and a comparable tax increase. Ve ML
that a wage base incgrease to $1%,500 in 1977, as
in the illustrative exwamnle shovn below, wourld
TC1¢1;VH1V mninssz effect on long-range costs as
wich an cquivalent tas rate inoreasc-—pr obubly
0.2 pzrcent of

progsai.

U
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payroll ia the luast 25 years of

To give you scome idea of Trrom vihich one
night choose in adlresrf 1 Linancing
prob;em, we have prepaved two illx;u:uLiMe examples ‘of
financing p ‘ograms winich would caxyy the 0L8DHI pregram
thyough 1285. One example emplove cuw tarr rate iﬁu reases;
the other uses & modest increasca iJ the w e base (to

L€
s e

12,8500 in 1977) in ccabinaticn with et Tate
Relatively minoy inc¢reascs in the taw rato: cvalo
shown wonlo wnder current assumptions, b : 5 C e
finance either a coupled or a occovo1eu SYs Lcn wntil about
the turn of the century.
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$23 10u $28,L00
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Denotes change rom present law in year it occurs.

1/ Figures are purcly theoretical because, on the basis of the undﬂ"
lying assumptions, it is estimated that the DI trust fund will be
exhausted in 1980 and the OASI trust fund will be exhausted in 198

2/ Funds exhausted by 1°82.



The cssential prerequisite to developing any kind of

v definitive long-range financing plo:osc! is agrcement within
the nrdministraition on the basic featuréns and eiiccts of a
‘decoupling proposal. Given tue proposi.

3

e will b2 putting

forwaxd to the Seecrxctary, it ie clear that gignificont
increases in tax rates or other revenuc-nroducing measures
will be )C‘C‘U‘L"‘("’“-alth\'\“"'h Gine et i aricon with the presentc
coupled systemu, the loung-temn de ficit is éat apy“odih@tclv
in balf.
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With this background I think it night be vseful to discuss
bricfly whai we at 8S4 feel vould be the most enpropria
procedures foxr dealing with the quesid 1

in the social szcurity system which ave rot dizectly xe
o decoupling nDzy se. As you kasw, it is

taking on this gquestien in the conte:xt of

,.!1

SN O STruoTaa:

financing couvld dangzrously & ate
financi problam. To put it ey
depart from a straightliomwaxrd nd
adeqguately finaonce the pre ”cmt nee
we stand of b~73’~; the wholea in
the XAdministrotion and in the &

the Gegree ci control the ”hlniwu rats
cov*:c:;:uugr ueiiucxnrionm on social se
this kind is likely.to ! nininm
election year, I believe that the Admini
is beet gserved 1f we iz i
to the minimum change nccessary to Lfinz
the systeim. '

Reedless to say, bobh v hll £he Admii

=h Arstration ang the.
Congress there are various pa rcies at interest who wvoulad
like to use tha de couo-*nﬂ/ wnancing icsue as a vehicle
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for pzking further changes or veforms to the social securit
rSLC. I vould

aaroce that thexe "“"'.?'2:'2;;?1'5 &

mber of

Gt N e

. changes and reforms that should be mede.  The ig,
as you know, that ."one man's reform is awother Son
~and trvlng ©o get agrcement on what shouvld be donse bound
to be a lOﬁq,,urduous, 2nd contentious process. thile I

think such .a p“occuu is, . in the long run, desirable and .
ncccssary, I don't beliecve we can affoxd Lo let it intrude
on tho immediate objecctive.

As I sce it, there are two kinds of .changes that ncople
want to make in the system. The first wroup of clianges
address what I would call “"programmatic“ or “eguity"
concerns: concerxrns that various provisions of the program



do not trecat ceriain classes of beneficiaries equitobly, ox
canverscly, provide them vxfh greater benefits thon they
descexve. I think this type of concern can very ecagily be
trcated outside the context of dscownling, and is iittle
affected by either oif tihwe d*couﬂlinq rodels ve would be

proposing (practically not a2t all by the high-20 wmodel).

o Nto

The other categoxy of change, whilch has 2 .
the tag “capital for mation,” s more diffienle o daal with
as separate and distinct from the decoupling u ]

very crude teras ve eguate “capital formintiont
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axgument that cocial security revenuws should wreasea
uub,uantuui*v nd/ux program coste significantly reducad,
then dec n:al-'..c is central to the issve since :2_".: ofrers a

means to decrease lenc—iterm systemn outiszva by varicus
‘decLLe»‘ I acsume that those particularliyv conc 4 waith

ioa% aapects of the zystem would argue

SBETCT TS lacement rates.

the ‘“capital forma

ik
for reduced oxr deacli
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JFow 1o Proceed from This Point

We liave thought morxe about the
stage study gioup 0f sowe kind
drav-;q'ﬁrcn“"pﬂ@L.c 3

In shoxrt, while agrecme at this
stage broad review nig -;-*? have thaot ex U“(: nWorae we 'l"}zjn}‘:
about it, the more we are concernczd wve ald have trxoublie in

whethar a cccond=
,U.‘Jc;;l\,c..\.--CZ:\iU.S- in
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regte a second~

axrs

exccuting a “special" siudy-croup approach.

The present law requires a ncw Advisory Council be formed year
after next, and we are, at this moment, just coning off the

1275 Advisory Counci What we would suggest is a commitiuent

o AOR S SO )
o

now- to the effext th the broeder and in-—-depth issues of
‘economic impact, capital formation and the lile would be
specifically assigned to that group, and the membw_unwp oL
the glouo would be established with that in mind.

\

*The 1975 Council did, in fact, take intoc account some of {he
questions that are niow so bothersome. This last Advisory
Council, which was bazsically a consecrvative groun (both
politically and fiscally) and whoue most influential members
were from the private sector, gave particular atiention to
capital formation, but, in the end, decided that there wacn't
much that one could, ox should, do about it. Thcy reached
.the conclusion that maintaining the prezZent social seccurity
replacement rates and providing financing designed essentially

to match outgo were the only, viable courses of uCLlon for
both the ncar and mldulc term. .
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Dacovpling/Financianag vs.' Vellfare Reform

"Cne last point. I recognize “hat pres ht analvtic and decision-—-
naking procadurcs axe not well-equipped to deal with the

quo.,u on of majox long-~term structwral change in the incoma
maintenance svsteom generallvy., Bill Horrill <nd pthors ag

BEW are, of course, working sa idecas for suveh long~texrm

change, but sdnititedly we can cnly treat with selected

piocc° of the puvzzle. I'm not surce how te address this
guesticn in a broad and comprehensive context--what lkwachanisn
might be cwployed with some 'chance of success-~but I feel

quite cextain 1“~h this is not a subject that nceds to,

oxr should, get t.qwi ed up with the present decoupling/iinancing
issuves,

Siucerely youxg,
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James B. Cardwell
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