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October 12, 1977 

A DISCUSSION OF CURRENT 
SOCIAL SECURITY PROPOSALS 

I N T RO 0 U CT I 0 I4 

On October 6, 1977, Congressman A1 Ullman, Chairman of 
the House Ways and Means Committee, announced that the Com- 
mittee had reported to the House an amended bill, BR 9346, 
to reform the Social Security program. Because of increasing 
concern over the well-known impending crisis in the financing 
of social security and because of increasing attention to 
other problems of the program, legislators have recently con- 
sidered several different reform proposals. Both President 
Carter and the Republican minority have submitted their own 
reforms, which were considered by the Subcommittee on Social 
Security of the Ways and Means Committee in September. The 
present bill reflects the compromises and mixtures of these 
proposals as well as others. 

PROVISIONS 

1. Tax Increases: The bill increases both the payroll 
tax rates over the increases scheduled in current law as well 
as the taxable wage base through 1981, after which it would 
rise in accordance with the wage level. The bill also pro- 
vides for automatic loans to the Old Age, Survivors, and 
Disability (OASDI)  Funds from the general revenues of the 
federal government whenever the fund's assets drop below 
25% of the annual disbursements. 
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Discussion: Economists genera l ly  agree  that  there are 
three ways t o  deal w i t h  the  "short-term" def ic i t  of social 
s e c u r i t y  financing: i nc reas ing  the  t a x  rates, inc reas ing  t h e  
wage base, or  genera l  revenue financing. However, the Repub- 
l i c a n  proposal, submitted by Congressman Barber B. Conable (NY) , 
on September 9,  tried to avoid these a l t e r n a t i v e s  by allowing 
f o r  l oans  among the  Trus t  Funds (as opposed t o  loans from the 
genera l  revenues, as i n  t h e  p re sen t  b i l l ) ,  by postponing to  
the age of 68 the po in t  a t  which f u l l  b e n e f i t s  would be ava i l -  
able, and by temporary r ea l loca t ion  of scheduled Medicare t a x  
inc reases  t o  the  Trus t  Funds. P res iden t  Carter had proposed 
genera l  revenue f inanc ing  of social secu r i ty ,  bu t  t h i s  proved 
unpopular w i t h  Democrats and Republicans alike. The p resen t  
b i l l ,  however, provides  f o r  a l l  three methods, though genera l  
revenue f inanc ing  is introduced under the gu i se  of borrowing 
and only  under emergency condi t ions.  The  b i l l  also opts f o r  
i nc reases  i n  t h e ' t a x  rates and the  wage base i n  place of the 
idea of delaying the  age for  f u l l  b e n e f i t s  u n t i l  68. These 
provis ions  would s e e m  p o l i t i c a l l y  a t t r a c t i v e  s i n c e  they do 
no t  a l i e n a t e  older workers w h o  expect  t o  re t i re  a t  65 .  But 
the  t a x  inc reases ,  i n  a per iod of i n f l a t i o n ,  are l i k e l y  t o  
prove economically harmful, even though the "hidden" costs 
of social s e c u r i t y  taxes are not  as p o l i t i c a l l y  con t rove r s i a l .  
The  i nc reases  i n  the t a x  rates, which w i l l  reach a t o t a l  com- 
bined con t r ibu t ion  of 14.9% by the year  2011 and of 12.9% by 
1981, w i l l  f a l l  heav ie s t  on those i n  the  middle income bracket 
(approximately $20,000 aayear)  ,. and must be added to  the tax 
burden a l ready  borne by t h i s  category. Furthermore, the  
funding of social s e c u r i t y  from inc reases  i n  the payro l l  tax 
rate and i n  the  wage base does not  consider  tha t  i n  per iods  
of high unemployment, income to  the  Funds f r o m  these sources  
w i l l  be diminished and t h a t  i nc reases  i n  these t axes  w i l l  t h e m -  
s e lves  con t r ibu te  t o  unemployment and higher  prices. The  prob- 
l e m  of these provis ions ,  then, i s  t h a t  they inc rease  t axes  and 
allow f o r  movement toward genera l  revenue f inanc ing ,  a s t e p  
that would r a d i c a l l y  a l ter  the na tu re  of the  Social Secur i ty  
program from one of a r e t i r emen t  insurance p lan  t o  a f ede ra l ly  
funded welfare program, w i t h  a l l  i ts  a t t endan t  problems and 
increased  cos t s .  

2. Decoupling: The b i l l  undertakes t o  "decouple" bene- 
f i ts  from the inc reases  i n  the c o s t  of l i v ing .  A t  the p resen t  
t i m e ,  both the w a g e  base and the b e n e f i t s  i nc rease  automati- 
c a l l y  w i t h  i nc reases  i n  the  c o s t  of l i v ing .  The Committee's 
b i l l  would index earn ings  t o  reflect average yea r ly  inc reases  
i n  wage l e v e l s  up t o  the second year  before  the worker becomes 
e l igible  . 

Discussion: The coupling provis ions  of the p resen t  sys- 
t e m  are the immediate cause of the short-term d e f i c i t  t h a t  
t h rea t ens  s o c i a l  s ecu r i ty .  Since b e n e f i t s  are now ca lcu la t ed  
on the basis of earn ings  (wage base) and then ad jus ted  to  the 
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Consumer Price Index, there i s  a double adjustment for  i n f l a -  
t ion .  
faster than wage l e v e l s  and adds enormously to  the costs of 
the  program. B o t h  the  Pres ident  and the Republicans made 
decoupling proposals  t ha t  were very s i m i l a r  to  the  Committee- 
proposal. One a l t e r n a t i v e  t o  these proposals would be t o  
index the b e n e f i t s  t o  the  p r i c e  l e v e l s  rather than to  the 
wage l eve l s .  Some p r e f e r  t h i s  approach because the wage l e v e l  
tends t o  reflect p r i c e  inc reases  and b e n e f i t s  indexed t o  it 
are thus doubled, But under t h i s  a l t e r n a t i v e ,  it would be 
necessary f o r  Congress t o  make adjustments i n  the  rate a t  which 
b e n e f i t s  rep lace  earnings,  s ince  the t w o  would not  be d i r e c t l y  
l inked.  T h i s  approach could lead t o  the p o l i t i c i z a t i o n  of the 
social s e c u r i t y  ptogram and the replacement r a t i o s ,  as there 
would be cont inua l  po l i t i ca l  pressure  to  raise t h e m .  

This  has  the effect of causing b e n e f i t  l e v e l s  t o  rise 

3. Coverage: HR 9346 f o r  the first t i m e  mandates s o c i a l  
s e c u r i t y  coverage f o r  three categories of workers not  previously 
included: f e d e r a l  employees present ly  covered by the C i v i l  Ser- 
v i c e  Retirement and other re t i rement  systems,. s ta te  and l o c a l  
government employees, and the employees of non-profit  organiza- 
t ions .  T h i s  extension,  the Committee estimates, would add about 
6 t o  7 m i l l i o n  add i t iona l  workers t o  social secu r i ty .  Provis ion 
is also made f o r  a comprehensive s tudy of the i n t e g r a t i o n  of 
social s e c u r i t y  and C i v i l  Service Retirement and o the r  federal 
re t i rement  systems. 

’ Discussion: T h i s  proposal de r ives  e s s e n t i a l l y  from the  
Republican reform’measurej which would have provided f o r  coverage 
o f - f e d e r a l  employees. But n e i t h e r  the Republican nor the Carter 
‘proposals extended t o  state and local government employees nor 
t o  non-profilt organizat ions.  Since there has been an increas ing  
t rend  of w i t h d r a w a l  from social s e c u r i t y  by state and local 
governments -- New York Ci ty  has selected a p r i v a t e  re t i rement  
p lan  which w i l l  save it $183 mi l l i on  a year  -- t h i s  extension 
is l i k e l y  t o  prove unpopular i n  some areas and w i l l  s e e m  un fa i r  
t o  those who have chosen a l t e r n a t i v e s .  As of March 1 9 7 6 ,  332 
groups i n  the category of s ta te  and l o c a l  government employees 
had withdrawn from t h e  system. 

But a more se r ious  problem of t h i s  proposal is  the cons t i -  
t u t i o n a l  and legal aspect .  I t  is  a w e l l  recognized p r i n c i p l e  
of c o n s t i t u t i o n a l  l a w  tha t  the federal government cannot r equ i r e  
the states t o  spend money. T h i s  p r i n c i p l e  has been r ecen t ly  
upheld by a 5-4 Supreme Court decision (Nat ional  League of 
C i t i e s  vs. Usery). Since state and l o c a l  governments would be 
required,  as employers, t o  pay s o c i a l  s e c u r i t y  cont r ibu t ions ,  
it may be that mandating inc lus ion  v i o l a t e s  the U.S. Constitu- 
t ion .  A similar problem arises i n  the  extension of coverage t o  
non-profi t  o rganiza t ions . ,  Since these organiza t ions  are exempted 
f r o m  paying taxes  by the  501 (c) 3 c l ause  of t h e  I n t e r n a l  Revenue 
Code, it would seem t h a t  compulsory exclusion would v i o l a t e  their 
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tax-exempt s t a t u s .  While it is  c l e a r l y  i n  the  power of Con- 
gress t o  resc ind  t h i s  s t a t u s ,  this provis ion  w i l l  seem u n f a i r  
t o  many and a reneging of tax-exempt s t a t u s  by t h e  Congress. 
I t  could also establish a l e g i s l a t i v e  precedent from which o the r  
aspects of tax-exempt s t a t u s  could be reduced. 
'of federal and state and local government employees is  bel ieved 
t o  br ing  i n  about $10.5 b i l l i o n  from each group by 1984, it is  
doubt fu l  that coverage of non-profit  o rganiza t ion  employees who 
are no t  now vo lun ta r i ly  covered by social s e c u r i t y  -- about 
400,000 persons -- would inc rease  con t r ibu t ions  t o  the Funds 
s i g n i f i c a n t l y .  

Although coverage 

4.  Tota l i za t ion :  The  b i l l  au tho r i zes  the Pres iden t  t o  
e n t e r  i n t o  b i la te ra l  agreements w i t h  fo re ign  coun t r i e s  t o  pro- 
v ide  f o r  l imited coordinat ion of social s e c u r i t y  systems between 
these nat ions.  T h i s  p rovis ion ,  known as " t o t a l i z a t i o n , "  would 
do t w o  th ings .  F i r s t ,  it would allow workers who had been 
covered i n  a fo re ign  s o c i a l  s e c u r i t y  system as w e l l  as i n  the 
American system t o  draw b e n e f i t s  from both coun t r i e s  based on 
t h e i r  r e spec t ive  systems. Secondly, it would no t  allow work 
covered by one system t o  also be covered by the o the r .  

Discussion: This  proposal developed from a b i l l  of the 
Ford Administration (HR 14429)  of 1976, and appears t o  be f a i r l y  
non-controversial .  It would be extremely b e n e f i c i a l  t o  i m m i -  
g r an t s  t o  the  U.S. ( e spec ia l ly  from Germany, s ince  a t  the pres- 
e n t  t i m e  former W e s t  German c i t i z e n s  are seeking t o  r e s t o r e  
their p r i v i l e g e  of making voluntary con t r ibu t ions  t o  the West 
German social s e c u r i t y  program and of rece iv ing  b e n e f i t s  from 
it. T h i s  w a s  e l iminated i n  1972.) I t  i s  also of i n t e r e s t  t o  
Germans who f l ed  Nazi and Communist persecut ion  and are now 
seeking to  draw b e n e f i t s  from the  West German government based 
on t h e i r  work experience i n  Germany. F ina l ly ,  it would a l s o  
assist U.S. bus inesses  and t h e i r  employees abroad who a t  the  
p resen t  t i m e  very o f t e n  are required t o  pay con t r ibu t ions  t o  
both fo re ign  and the  U.S. systems b u t  r ece ive  b e n e f i t s  from 
only one country. The U.S. has a l ready  negot ia ted  t o t a l i z a t i o n  
agreements w i t h  West Germany (1976) and I t a l y  (1973) , bu t  these . 
cannot go i n t o  effect u n t i l  t h i s  provis ion  i s  authorized by 
Congress . 

5. Retirement Earnings T e s t :  T h i s  b i l l  would inc rease  
the c e i l i n g  on earn ings  a retired person aged 65 to  72  could 
r ece ive  without a reduct ion  i n  b e n e f i t s  from the cu r ren t  $3,000 
t o  $4,000 i n  1978 and $4,500 i n  1979. Thereafter, the c e i l i n g  
would be ad jus ted  i n  accordance w i t h  c o s t  of l i v i n g  inc reases  
as under c u r r e n t  l a w .  T h e . b i l 1  would also e l imina te  the  cur- 
r e n t  monthly measure of re t i rement .  Under t h i s  c u r r e n t  pro- 
v i s ion ,  f u l l  monthly b e n e f i t s  are paid t o  a r e c i p i e n t  who does 
not  earn  m o r e  than 1 /12  of the annual r e t i r emen t  t e s t  i n  any 
month. 

Discussion: T h i s  aspect of social s e c u r i t y  is widely re- 
garded as u n f a i r  t o  persons between 65 and 72  who w i s h  t o  
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continue t o  work. A t  the  p resen t  t i m e ,  the  b e n e f i t s  for such 
persons are reduced by $1 for  every $ 2  they r ece ive  above $3,000. 
However, the argument f o r  the Retirement T e s t  is  t h a t  s o c i a l  
s e c u r i t y  has the  purpose of providing for  re t i rement ,  and t h a t  
i f  a person cont inues t o  earn  income, he is no t  f u l l y  retired 
and so should n o t  r ece ive  the same b e n e f i t s  as one who is. I n  
addi t ion ,  it is  pointed o u t  t h a t  complete a b o l i t i o n  of the 
Retirement T e s t  would add $6 t o $ 7 b i l l i o n  i n  FY78 costs alone. 

However, as more and more of the  U.S. populat ion comes t o  
be composed of older persons, and as more and more of these 
persons w i l l  want t o  cont inue t h e i r  working l i f e  beyond the age 
of 65, it is  reasonable t o  assume that the  c u r r e n t  b i l l  w i l l  no t  
answer their demands. 
i n  t he  next  t w o  years  appears l a r g e l y  a cosmetic device.  
approach does nothing t o  m e e t  the  demand to  e l imina te  the Re- 
t i rement  T e s t  or t o  raise its c e i l i n g  appreciably.  I n  the 
Republican proposal,  the c e i l i n g  would have been raised t o  $5,000 
i n  1978 and t o  $7,500 i n  1979,  af ter  which it would have been 
el iminated e n t i r e l y .  There are var ious  means by which the c o s t s  
of such e l imina t ion  might be regained o r  reduced. 
technique is  by a l l o c a t i n g  the  income taxes  of the working eld- 
e r l y  t o  social s e c u r i t y  or ,  i f  the T e s t  is  to  be r e t a ined  and 
no t  e n t i r e l y  e l iminated,  by a l t e r i n g  i t s  r u l e s  (e.g., reducing 
the  age f o r  which exemption begins or decreasing t h e  benef i t -  
reduct ion ra te) .  

Merely t o  raise the  c e i l i n g  by $1,500 
T h i s  

One such 

The e l imina t ion  of the monthly t es t ,  which apparent ly  
grew o u t  of the Carter proposal as w e l l  as from a similar pro- 
posa l  of t h e  Ford Administration, is ca l cu la t ed  t o  save $173 
m i l l i o n  i n  PY78. 
s e c u r i t y  b e n e f i t s  when they have worked only p a r t  of t he  year. 

6. Sex Discrimination: The b i l l  a t tempts  t o  remove pro- 
v i s i o n s  i n  the p resen t  l a w  which a l l eged ly  d i sc r imina te  a g a i n s t  
women. 
a marriage to  endure for 20 years  before  an aged divorced spouse 
becomes e l i g i b l e  fo r  b e n e f i t s ,  and which reduces b e n e f i t s  t o  
aged widows and widowers who remarry. 
the  du ra t ion  of a marriage t e r m  from 20 t o  5 years  and would 
fo rb id  reduct ions i n  o r  terminat ions of b e n e f i t s  f o r  r e c i p i e n t s  
who remarry. 

These proposals are drawn from the Republican 
proposals.  One ob jec t ion  t o  shortening t h e  dura t ion  of the . 
marriage term is  t h a t  it adds some incen t ive  t o  d ivorces  a t  a 
t i m e  when many o t h e r . s o c i a 1  and economic pressures  combine t o  
d i s s o l v e  marriage and the  family. Though reform l e g i s l a t i o n  
should no doubt recognize increas ing  d ivorce  rates as  a fac t  
of l i f e ,  there i s  no reason t o  encourage them. I t  would be 
possible perhaps t o  reduce the t e r m  from 20 t o  1 0  years rather 
than t o  5 years, thus  giving couples who face marital problems 

I t  would prevent  persons from rece iv ing  social 

Included i n  t h i s  are c u r r e n t  provis ions  which r e q u i r e  

The b i l l  would shorten 

Discussion: 
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a ionger time to resolve them before they become eligible 
for benefits as divorcees. Furthermore, there are other 
specific discriminatory problems of social security to which 
the present bill does not address itself. There are other 
groups besides women who feel the injustices of discrimination 
built into social security -- among them low income workers, 
who must pay the regressive tax of social security, and young 
persons generally, whose current contributions may be entirely 
absorbed if the current system is not adequately reformed. 

tors -- and by their constituents -- that the Social Security 
system, the nation's oldest and broadest government-sponsored 
retirement plan, is facing bankruptcy. Because of long-term 
changes in the birth-rate and age composition of the American 
population, and because present payments are unwisely linked 
to inflation and dependent on the employment rate, it has 
become clear that the Disability Fund will be exhausted by 

- 1979 and the Old Age and Survivor's Fund will run out of money 
sometime in the early 1980's. 

Summary: It is becoming widely understood by legisla- 

Reform is, therefore, imperative. But the reforms pro- 
posed in HR 9346 do not meet all the requirements of the crisis. 
There is no effort to deal with the long-term demographic prob- 
lems posed by the changing composition of American society and 
indeed hardly any recognition of them. The short-term crisis 
is to be met merely by increasing taxes -- at a'time when 
nearly all economists are calling for a reduction in taxes -- 
and by imposing these new burdens on those who are least able 

the young and middle-income categories and\ 
those businessmen whose enterprises can only be harmed by these 
new costs. Nor does the bill seriously meet the charges of 
discrimination, since it ignores the inequitable effects of 
social security on the older recipients and workers, on the 
low-income workers, and on the young as well. The expansion 
of coverage to new groups of employees is intended to make 
social security more "fair," but apparently fairness consists 
in compelling everyone to join a program which those who are 
able to withdraw from it are increasingly doing. The present 
proposal has all the marks of compromised meas,ures designed 
by politicians to satisfy political anxieties and issues -- 
and not to respond to the problems of the Social Security pro- 
gram or to the needs of those who support and benefit from it 
and who would be jeopardized by its failure. 

' to afford them: 

Sam Francis 
Policy Analyst 


