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IMPROVING PUBLIC CONFIDENCE IN
SOCIAL SECURITY

FRIDAY, JUNE 2, 1989

U.S. SENATE,
SUBCOMMITTEE ON SOCIAL SECURITY AND FAMILY POLICY,

COMMITTEE ON FINANCE,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:33 a.m. in room
SD-215, Dirksen Senate Office Building, Hon. Daniel P. Moynihan
(chairman of the subcommittee), presiding.

Also present: Senator Pryor.
[The press release announcing the hearing follows:]

11Pres iFleaw No li-2.k, May Is, I10J]

FINANCE SUBCOMMITTEE TO HOLD HEARING ON BILLS To IMPROVE PUBLIC CONFIDENCE
IN SOCIAL SECURITY

WASHINGTON, DC-Senator Daniel P. Moynihan, (D., New York), Chairman of the
Senate Finance Subcommittee on Social Security and Family Policy, announced
Thursday that the Subcommittee will hold a hearing on two bills aimed at improv-
ing public confidence in the Social Security program.

The hearing is scheduled for Friday, June 2, 1989 at 9:30 a.m. in Room SD-215 of
the Dirksen Senate Office Building.

Both bills to be considered at the hearing were introduced by Senator Moynihan.
One bill would remove the Social Security Administration (SSA) from the Depaft-
ment of Health and Human Services and establish it as an independent executive
branch agency headed by a bipartisan board. The other would require the Secretary
of Health and Human Services to provide periodic account statements to workers to
inform them how much they have paid into the Social Security system and how
much they and their families could potentially receive in Social Security retirement,
disability, and survivors benefits.

In announcing the hearing, Moynihan said, "Social Security is our most impor-
tant domestic program, a true government success story, and it is vital that we
maintain a system in which the public can have full confidence. Establishing SSA
as an independent agency administered by a bipartisan board, as it was originally,
would improve the public's confidence in Social Security by insulating it from parti-
san politics and improving administrative efficiency.

"Also, having SSA send out biennial account statements would overcome a prob-
lem we currently have, which is that we never hear from Social Security until we
become beneficiaries, even though we see money withheld for Social Security from
every paycheck. The Canadian government sends out Social Security account state-
ments and they report it has been extremely successful in improving public under-
standing of their system. I am sure we could expect the same result here," Moyni-
han said.
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OPENING STATEMENT OF lION. DANIEL P. MOYNIHAN, A U.S.
SENATOR FROM NEW YORK

Senator MOYNIHAN. I'd like to welcome our guests this morning,
some of the more distinguished persons in the history of our Social
Security system and some of the newer, more vigorous advocates.

This is a hearing of the Subcommittee on Social Security and
Family Policy, and it addresses two large questions of organization
of our social insurance system. There are two bills, S. 216 and S.
1079, and they have related purposes, one being much more sign ifi-
cant than the other. First, S. 216 has to do with the organization
within the executive branch of the Social Security Administration,
a matter which we have dealt with from time to time over half a
century.

We have the very distinct privilege of having with us today Mr.
Robert Myers, the former Chief Actuary of Social Security who in
1934 worked on the planning group that put together the Social Se-
curity Act of 1935-and if ever it could be said of a group that they
built better than they knew, it would be of that group-and with
him his Iong colleague and friend, the Honorable Robert Ball, who
joined the Social Security Administration in 1939 and served as
Social Security Commissioner for 11 years, from 1962 to 1973,
longer than anyone else who has held that post.

The Social Security Administration began as an independent
body. It had a bipartisan governing board and an administrator,
and set about laying the basis of the American social insurance
system. It was a small group and a beginning program, and it may
have seemed of no great consequence when, after some time, the
Social Security Administration was taken down from its independ-
ent status and put under an umbrella agency later to be called the
Department of Health, Education and Welfare, and now Health
and Human Services. Of course, the very existence of such a de-
partment was a statement about the acceptance in American na-
tional life of the initiatives that we associate with the New Deal.
They were now to be institutionalized.

That seemed reasonable at the time because still Social Security
was a rather small activity. Only a few persons had entered the re-
tirement stage, and it was not until the Eisenhower Administration
that disability insurance was added, and SSI in 1974, and with the
maturing of the Social Security System activities of the Social Se-
curity Administration became very large indeed.

And even as they reached the point of today where the budget of
the Social Security Administration is 62 percent of the budget of
the Department of Health and Human Services, you could almost
not find the Social Security Administration in the administrative
hierarchy of the Department. Typically the Commissioner works in
Baltimore and is just not very much to be seen.

The office of Commissioner has declined from the unequaled ele-
gance and efficacy of Robert Ball's tenure and the majestic years
with Robert Myers, who taught actuarial science to the world from
his eminence as Chief Actuary of Social Security. We have come
down to a succession of perfectly well-meaning but essentially inef-
fective administrators. In 16 years we have had 10 administrators
of Social Security, 10. 1 recall one young man in the Carter Admin-
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istration who, in the saying of the military, simply punched his
ticket as head of Social Security. He left the Secretary's office,
went over there for 12 months, got that on his resume, and then
opened a law firm, which took me, as I recall, to the floor of the
Senate to say, "Now what has happened to the sense of public serv-
ice here?"

Well, one of the things that happened is the organizational reali-
ty that this extraordinary program which provides monies for 39
million people every month-39 million people-which collects
them from 125 million people, has no real identity or independ-
ence. And the need for this was recognized with great clarity in the
report of our National Commission on Social Security Reform in
1983 when a bipartisan commission, headed by Alan Greenspan,
now the Chairman of the Federal Reserve, and including the distin-
guished Republican leader of the Senate, we endorsed the proposal
that we return to an independent agency, perhaps headed by a bi-
partisan board. We convened a study group headed by our very
able, former head of the GAO, Elmer Staats, which suggested per-
haps a single executive with an advisory board. That's something
reasonable persons can clearly argue about and differ with intelli-
gence.

But the fact is that something needs to be done because there is
a great problem that has emerged. First of all, in substance the
trust funds are in some important sense unguarded. In 1985 this
Committee learned that the Treasury Department had in effect
taken enormous sums of money out of the trust funds and used
them for the general purposes of government.

It can be said of the amounts of money that they are so large
that they are nonindictable. Nobody can be indicted for removing
$28 billion from a trust fund. As my distinguished friend and
former Governor and an attorney, Mr. Pryor, would know that if
you took $28,000 from a trust fund, the probability is jail. But $28
billion in 1985; $10 billion the previous year, 1984. Well, these sums
have no meaning in the normal range of experience.

But the most important thing is that when this was done, no one
was told. It was done in circumstances where the Secretary of the
Treasury had a difficult choice to make. He was up against the
debt ceiling. He had to have cash and he could not borrow it. It
was a dilemma that was real. But it was one that being real, all
the more should have been shared with the Congress, elementally
shared with the Secretary of Health and Human Services, surely
told to the Social Security Board of Trustees, of which the Treasury
Secretary is one, the Secretary of Labor another, and two public
trustees which we established in 1983. Not told to anybody. Why?
Because there was no organizational imperative to do the elemen-
tally responsible thing.

In 1983 we moved Social Security to a partially funded basis-we
had been on a pay-as-you-go basis-but only to see Social Security
surpluses spent and not saved. The surpluses, of course, should be
used to increase saving and provide for the retirement of the baby
boom in the next century. And the Social Security trust funds now
rise at $1 billion a week, but that has not imposed any sense of re-
sponsibility on the Office of Management and Budget to see that
the money is saved. To the contrary, the Treasury has used it as if
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it was general revenue. They issue a debt certificate to the trust
funds, but spend the money for whatever purposes are at hand.
And, depending on your political dispositions, you can say they
spend it on battle ships or the spend it on food stamps. I do not
know which. But they spend it on things other than that for which
the money was collected to be put in trust.

Not surprisingly, confidence in our Social Security System is
very low. In the late 1970's a nationwide public opinion study that
was conducted by Peter D. Hart Research Group found that 61 per-
cent of non-retired adults had little or confidence that the Social
Security would be there when they retired, 61 percent. In 1985 the
very distinguished firm of Yankelovich, Skelly & White found that
66 percent, two-thirds, of non-retired adults thought it unlikely
that they would see their retirement benefits.

Now when people think about government, they must look to its
reputation. What does it say of America, of our public, that as
much as two-thirds think the government takes this money from
them and will never give it back. I mean, you know, there is a
word for that. I think Senator Pryor would find a word for it in
court. And if that is the case, we have to respond.

A measure that we think will help, and we have introduced this
bill, would be to mail out to Social Security contributors on a peri-
odic basis a statement of what they have contributed, what their
employer has contributed, and what, at the rate they are going,
they could expect ir, the way of a retirement benefit, a disability
benefit, death, survivors benefits, and such like. This is easily done.
The technology is well within our hands.

The Canadians do it beautifully. We will hear about then later
on. The government of Canada has been hugely cooperative, and
Mr. Donald Walsh, who is the head of the division of Canada Pen-
sion Plan that makes those arrangements, will testify later on. The
largest expense in Canada is the price of the stamp. I mean, it is
easily done.

And you can see a pattern where a young person in their 20s will
look at the piece paper and wonder what it is and throw it away
immediately. And a person in their 30s, will look at it and put it
somewhere but lose it. By the time you are 40 you will have a
drawer where you start putting this thing, and then you will start
thinking about what this means to your future, and you should be
able to do.

I guess I joined Social Security in 1942 and they have been
taking money from me ever since. But whether they know I exist, I
have no evidence of that fact. Well, actually I do. I wrote in and
asked them. I had to write them three times, but I did get an
answer and they do have my name. But if you do not ask, you are
never told.

And so, these are the purposes of our hearings. We do this in one
last context, if I can be indulged one more time. Something is afoot
in the land that wants to, on the one hand, plunder the Social Se-
curity trust funds and, on the other hand, play to a strangely
latent and easily aroused sense of fear about the equity of the
system, about its dependability.

We have seen an element of demagoguery that this field has
never before known. We had to hold a hearing early this year on
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the so-called "notch" question. The issue of the notch-I can reveal
something and I do not know if it has been printed. If there is any-
body here that would like to print it, I welcome them do. If C-Span
would record it, I wish they would. Among the candidates in the
Iowa Primary for President of the United States in 1988, the issue
of the notch was known as "the question that came from hell." It
aroused passions as nothing else, and it could not be explained to
the satisfaction of audiences anywhere.

An altogether spurious proposition, but demagoguery had
brought it to the point of a national issue. I think we settled it ear-
lier this year in our hearings. But still, had this been addressed
with some executive energy in the early 1980's when it began to
appear, we could have been spared all that.

But there is no executive energy in the Social Security Adminis-
tration. It in no way claimed the attention and time of the people
who would have to make the decision. And so we find that right
now that program, which you might properly consider our most
successful of all the social initiatives of the 20th Century, is the
one most assailed with charges of wrongdoing, inequity, and indeed
worse, real charges of bad faith and illegality.

Which is a large subject, but this is a large committee, and we
have large witnesses before us, and this lecture hereby ends.

I am very happy to have my distinguished colleague, the able
Senator from Arkansas, former Governor of Arkansas, to open our
hearings as in the traditional courtesy of the Senate.

[The prepared statement of Senator Moynihan appears in the ap-
pendix.]

Senator MOYNIHAN. Senator Pryor, good morning, sir.

OPENING STATEMENT OF lION. I)AVII) PRYOR. A U.S. SENATOR
FROM ARKANSAS

Senator PRYOR. Senator Moynihan, Mr. Chairman, thank you.
Not only are you today one of the chief advocates and the chief

architects of the saving of the Social Security system--I say that
with no reservation-you are also a friend. You are a colleague. To
some degree, we are even co-conspirators in one or two issues. But
you are also a professor, Professor Moynihan, and we always learn
from you. And to be able to sit at this side of the table and listen to
you give us a history of this issue puts everything into perspective,
and I do not think anyone can begin to match your eloquence, Mr.
Chairman, in this area. And I thank you for that opportunity--

Senator MOYNIHAN. You are very generous, Senator.
Senator PRYOR [continuing]. Not only to be here, but to listen to

you.
I think what you are attempting to do, to create an independent

agency, is a concept whose time has come, and I deeply appreciate
the opportunity to join with you in this effort.

Recently the Social Security Administration was probably consid-
ered the flagship of all Federal agencies for efficiency and quality
of public service. SSA, in my opinion, has lost that reputation for
excellence and problems continue to mount.

A hearing that I recently held as the Chairman of the Special
Committee on Aging revealed that SSA is presently, today, at-
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tempting to shift much of its business to a badly overburdened and
often inappropriate toll-free telephone system. When people from
the State of Arkansas pick up the phone and ask about their Social
Security problems, they may be speaking to someone in Buffalo,
New York, where they have to bare their soul and bare their
records. The program is being impersonalized and dehumanized.

Further, we uncovered that millions of Social Security recipients'
numbers have been verified for private companies such as credit
bureaus and banks, all, in my opinion, in strict violation of the Pri-
vacy Act and against previous SSA policy.

We must, I think, move very rapidly to stop this trend toward a
deteriorating quality of management. I therefore share your belief
that one way to accomplish this is to now make SSA much more
independent. The bill that you have introduced, Mr. Chairman, S.
216, points the Congress, I think, in the right direction: increasing
the independence and improving the management of the SSA
which operates the most successful program in the history of the
Nation, and perhaps of the world.

As perhaps you know, Mr. Chairman, in previous Congresses I
have sponsored similar legislation, and would like at this point to
take this opportunity, Mr. Chairman, to ask you to add my name
on as an original co-sponsor of S. 216, your bill.

Senator MOYNIHAN. I will do so with a great sense of apprecia-
tion and would ask if I might have the same privilege of joining
you on your representative payee bill.

Senator PRYOR. Thank you, Senator. I am very flattered to have
you as a co-sponsor.

Anything else we can co-sponsor with each other this morning?
[Laughter.]

Mr. Chairman, I think that this is long overdue. I think it would
increase, as you say, public confidence in the system. It will demon-
strate to every American that this Congress considers the program
above the politics that change from administration to administra-
tion, from year to year, from whim to whim.

Beyond the fact that SSA should be administered by high-caliber
public servants who have a strong commitment to their work and
the people they serve, we must assure that the administrators of
this important program are freed from the unnecessary and ineffi-
cient political pressures.

When you discussed a moment ago, Mr. Chairman, about-I
think you said in the last 16 years, we have had 10 administrators?

Senator MOYNIHAN. Yes, sir.
Senator PRYOR. I would like to put in the record that during the

last 8 years that during 3 of those 8 years we had acting commis-
sioners and not full-time, full-fledged confirmed commissioners.

Senator MOYNIHAN. Yes, yes.
Senator PRYOR. Because the Social Security system is so large,

representing 21 percent of the Federal expenditures in fiscal year
1989-and so vital-as you mentioned, 39 billion people receive
benefits, and a 130 million pay into the system-that it deserves, I
think, to be administered by its own agency. As you mentioned
also, it was originally an independent agency.

While there is no question that we must insulate SSA from polit-
ical concerns, we must also ensure that it remains accountable.
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This is a tough balance to find. And I think just to make it inde-
pendent-I am first to admit-if we make it independent, that in
itself is not an end. If we create a new board, that in itself is not
an end. SSA must be accountable, and we must remain mindful
first, not only of its mission, but of the constitutional implications
of our approaches to ensure independence.

We created, for example, the Postal Commission back in the
early 1970's. I am not so sure that the postal service is better be-
cause of that today, or perhaps if it is worse. But I think some of
the mistakes we made in that creation, we might learn from some
of those past mistakes as we move forward in this issue.

Finally, Mr. Chairman, I think independence of the judicial ap-
peals process within SSA is critical. This, in my opinion, is part of
the soul, it is part of the soul of the Social Security program that
in my opinion has attempted to be subverted and dismantled in the
last decade. The independence of the appeal process has turned
into an adjudicative nightmare. The independence of the ALJs has
been threatened, and we have seen in the past an assault on mil-
lions of disabled individuals who could not argue their case, and
the ALJs were threatened at the very top with their positions and
their careers. We must address this particular issue.

Mr. Chairman, I think too that we must keep in mind that ex-
perts remain divided on how to structure the leadership of an inde-
pendent agency. That is so important as we move forward in this
debate. We must consider that debate. I know we will, and I think
that we must strive to find the most prudent management of Social
Security to benefit the millions of Americans who participate and
who will be participating for generations to come.

Mr. Chairman, I have a longer statement I would like to have
placed in the record, if possible. That concludes my statement.
Once again, I appreciate being able to join you in this effort.

[Senator Pryor's prepared statement appears in the appendix.)
Senator MOYNIHAN. We are very much in your debt, Senator.
May I ask just a couple questions?
You are Chairman on the Committee on Aging. With respect to

the leadership, you are asking the question do we want to have a
three-person bipartisan panel, or do we want to have a single exec-
utive. A good question, which we will just have to reason among
ourselves, but I think we accept the proposition of an independent,
free-standing agency.

Senator PRYOR. Right.
Senator MOYNIHAN. Two, would you share an opinion I have-it

cannot be more because it is impossible to get the facts-that
during the 1980s the Social Security Administration began to re-
spond to just plain budgetary pressure from OMB to start cutting
back on disability benefits.

Do you have some feeling of that kind?
Senator PRYOR. I have been in several hearings, Mr. Chairman,

on that issue, and I know that you have. Back in 1980, Senator
Bellmon of Oklahoma was a Member of the Senate.

Senator MOYNIHAN. Yes, sir. A very distinguished Senator.
Senator PRYOR. Late one evening-if I can reconstruct a little

legislative history-Senator Bellmon got up on the floor. He did
not make long speeches, and he said, "We ought to do something
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about those who are drawing benefits to check them out and see if
they are qualified and eligible to receive those benefits."

Well, this was done, and before you knew it, this was written in
granite, and it became the Bellmon mandate. I think if we called
now-Governor Bellmon in Oklahoma City and said, "Governor,
what did you really intend by this?", I do not think that he would
have intended what did happen ultimately through the edicts of
OMB.

Senator MOYNIHAN. Right, through the edicts of OMB. That is
right.

Senator PRYOR. And that was where the OMB directed, mandat-
ed, the Administration to go for it, and this is the point also where
the ALJs basically were called on the carpet---

Senator MOYNIHAN. ALJ is "Administrative Law Judge."
Senator PRYOR. Absolutely.
They were basically called on the carpet and they had, just like

AFL-CIO and the U.S. Chamber of Commerce and the conserv-
atives and liberals and whoever rates us, they rated these poor
ALJs out there, Mr. Chairman, all over the country. They had a
rating sheet for them. "Hlow many times did you hold for the Ad-
ministration? How many times did you hold for the claimant?"
And they tallied up all these percentages and whatever, and those
people that held for the claimant too many times, they were literal-
ly called on the carpet.

Senator MOYNIHAN. Yes.
Senator PRYOR. Their careers-the SSA denies this-their ca-

reers basically were put in jeopardy and their professional careers
were threatened. In other words, get in line and start putting more
of these people-take them off.

Senator MOYNIHAN. And that is the equivalent of the Office of
Management and Budget stating that there are going to be fiscal
outcomes of an adjudicatory process which was designed to estab-
lish what is just and fair.

Well, that is outrageous, and yet there is nobody there to be out-
raged, or nobody was. I can tell you-I do not know about Arkan-
sas-but in the Southern District of New York, some of the dis-
abled people were able to get lawye'-s and appeal beyond the ad-
ministrative law judge, and the United States attorney for the
Southern District of New York finally said, "I will not defend the
government in court." Now that is a big statement. "No, I will n4,m
defend the government." That would not happen if an agency was
standing on its own feet and had a Congress it could come to and
say, "Listen, you make the law. We are going to-." You know, it is
not a question that the money was not available. It was a question
of OMB did not want it spent, or so I think. I do not assert it. It is
just that the possibility is horrendous.

And one other thing. Would you not say that the agency has sub
mitted to actual directions from the Office of Management and
Budget to cut its size in the most extraordinary manner? They cut
17,000 jobs out in the last few years-17,000 jobs, Mr. Secretary-
well, you know, from a very lean agency. But I suppose the fewer
people who are there to hear complaints, the fewer complaints, you
know, the fewer restitutions-I do not know the reasoning. But
closing offices, cutting staffs, behavior never explained to the Con-
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gress, and I doubt ever even heard of by the Secretary of Health
and Human Services.

Would you not agree with that?
Senator PRYOR. Mr. Chairman, 10 years from now if a person-

well, 10 years from now I will probably be out of here drawing
Social Security, and if I want to go to the local Social Security
office in my hometown down in south Arkansas--Camden, a won-
derful little community, 17,000 people-they all vote for me,
anyway--[Laughter.]

There is not going to be a local Social Security office.
Senator MOYNIHAN. Yes.
Senator PRYOR. If I want to talk to anyone about my claim, I am

going to have to pick the phone and dial some 1-800 number.
Senator MOYNIHAN. Someone with an accent, speaks with an

accent from Buffalo.
Senator PRYOR. They may have. They may even have a Sout!,Wrn

accent. They may be from South Carolina or somewhere like that
or from Buffalo, New York. Who knows?

I am going to have to bare my soul. I am going to have to get all
my papers out and say, "Here is what my income was," and all
this. And once again, we are dehumanizing this service.

You know in former years there was a link between people in my
hometown and the seven or eight people that worked in that little
office. They knew the claimant.

Senator MOYNIHAN. Yes.
Senator PRYOR. They had raised their children together. They

probably sang in the choir together. They knew what their own sit-
uation was. We are losing that, and when we lose that, we lose the
confidence, I think, and the credibility and sort of the soul--

Senator MOYNIHAN. And we see that in the fact that almost two-
thirds of non-retired adults do not think they are going to get
Social Security.

Senator PRYOR. And back to the disability. I held a hearing in
the early 1980's, about 1982 probably, Mr. Chairman, and I will
never forget. I had a witness there-Dr. Sullivan now will appreci-
ate this-and this was a little lady that had been cut off and
denied her benefits. She had been told by Social Security that she
could get a job as a secretary and as a typist. Well, she appeared
before our Committee, before our hearing-we had 700 people
there, Fort Smith, Arkansas, and I never will forget this little lady.
She came in there. Her gas, her water, her electricity had been cut
off. She had no source of income. She was legally blind and had one
arm, and they said, "You can be a secretary." Now this happened
hundreds of thousands of times, and it happened to people who did
not know how to defend themselves, and I hope we do not repeat it.

And I think you are on the right track, Mr. Chairman, and I do
not want to take further time of the Committee. I know Secretary
Sullivan here will have a good statement. I hope he supports us, by
the way, in our effort.

Senator MOYNIHAN. The-I-well, we will see. [Laughter.]
Senator, we so very much appreciate it.
Senator PRYOR. Thank you, Mr. Chairman.
Senator MOYNIHAN. You have been right where it really matters

on that Committee.
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If you have a moment to join us, it would be wonderful. But if
you do not, we know you have other things to do.

Senator PRYOR. Well, I would if I might, if I could just listen to
what the Secretary--

Senator MOYNIHAN. Please, sir.
Senator Pryor. -has to say because I will be very interested.
Thank you.
Senator MOYNIHAN. It is your committee too.
Senator PRYOR. Thank you.
Senator MOYNIHAN. And now for the unenviable task of repre-

senting the views of the Office of Management and Budget, we
hear our good friend who has made such a fine impression on all of
us here in the Congress and this Finance Committee.

Dr. Sullivan, we had you here just yesterday. We do not want
you to think that you are going to spend your entire life before the
Finance Committee, but these are matters-yesterday morning you
were seeing the intense public anxiety over catastrophic health in-
surance. This is a more general proposition.

So we welcome you, sir. We look forward to your testimony.
Perhaps I might just say, I will put it in the record as if read,

and you can either read it or summarize it or exactly as you wish,
sir.

STATEMENT OF lION. LOUIS W. SULLIVAN, SECRETARY,
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Secretary SULLIVAN. Thank you very much, Mr. Chairman and
Senator Pryor.

I certainly also appreciated that very fine historical overview
about the Social Security agency. I think that it is a very impor-
tant part of our governmental responsibility, and I think that it is
very good to have that reviewed and those comments.

As usual, I am very grateful for the opportunity to appear before
this Committee to discuss a number of programs, the one yesterday
on catastrophic health insurance and today concerning the organi-
zation of the Social Security Administration.

Let me begin by indicating that none of us, the President nor I
nor members of the Congress nor the Social Security Administrator
nor our staffs, disagree that the goal of Social Security should be to
provide high quality service to the American public. That is
what our Department is for, and we are certainly committed to
that.

We agree that we must do everything possible to achieve that
goal and maintain the highest standards of public service at the
Social Security Administration. I am committed to that in my role
as Secretary. I am committed to excellence in all of our programs,
both those involving maintaining and strengthening our health
care system, and those programs concerned with economic security
for all Americans.

As you know, Mr. Chairman, one of my top priorities has been,
and continues to be, the implementation of the jobs regulations,
and we were very pleased that we were able to get those regula-
tions out on time.
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Senator MOYNIHAN. Indeed, you did. Not that they were uniform-
ly well received, but you have to start somewhere, and you did.

Secretary SULLIVAN. Yes, sir. Thank you.
And we are, as you know, meeting with two of the Governors

next week to have some discussions about their concerns.
Senator MOYNIHAN. And you and I discussed a meeting with Mr.

Cesar Paralis of the American Public Welfare Association.
Secretary SULLIVAN. Yes.
Senator MOYNIHAN. We thank you for your openness in these

matters, Mr. Secretary.
Secretary SULLIVAN. Thank you.
It is our position, however, that making the Social Security Ad-

ministration an independent agency is not in the best interests of
the American people. We believe that making the agency independ-
ent would be counterproductive.

There are several good reasons for keeping the Social Security
Administration within the structure of the Department of Health
and Human Services. First, separating the Social Security Adminis-
tration from the Department of Health and Human Services would
undercut the President's role as manager of the Executive Branch.
Second, it would weaken important links with other HHS agencies.
Finally, independent agency status would eliminate many adminis-
trative economies inherent in a large government department. For
these reasons the Administration opposes making Social Security
Administration an independent agency.

In my opinion the Social Security Administration will best func-
tion by remaining part of the Department of Health and Human
Services. I would like to comment on these three points in greater
detail.

As you have indicated, Mr. Chairman, the Social Security pro-
gram was administered in its first years as an independent agency.
By 1939, before actual payment of monthly benefits began, it
became an integral part of the Federal Security Agency, the fore-
runner of the Department of Health and Human Services.

The FSA was established to group agencies with related missions
under common leadership in order to coordinate policy making,
management, and operations. At that time it was wisely recognized
that it was impractical to expect the President to manage directly
all of the major programs and agencies of the Federal government
without having them grouped under Cabinet officers.

However, proposals to re-establish the Social Security Adminis-
tration as an independent agency arose in the 1970s as a result of a
concern on the part of some that Social Security policy decisions
were being dictated by partisan political and short-term budgetary
considerations and that SSA faced serious systems and organiza-
tional problems. Yet, during the discussion of these proposals, aside
from some first-person testimony, there was no factual evidence in-
dicating that making Social Security Administration independent
would improve its capacity to do its job more effectively. To the
contrary, there are clear disadvantages to establishing SSA as an
independent agency.

First, separation would weaken the President's management of
the Social Security Administration. Bill S. 216 purports to establish
SSA as an independent agency with limited Executive Branch ac-
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countability, but such actions directly undermine the role of the
President as Chief Executive and his ability to develop coherent
economic and social policies for the Nation.

As a Cabinet member the Secretary of Health and Human Serv-
ices reports directly to the President, who is turn directly accounta-
ble to the electorate. The President and the Secretary of HHS are
thus in an excellent position to provide policy leadership on Social
Security issues.

Moreover, the independent agency proposals under consideration
would weaken SSA's ties with Executive Branch support agencies
under the President's leadership. Those agencies have the expertise
and the resources to help SSA with its space and procurement
needs, in the case of the General Services Administration, and with
its personnel needs, in the case of the Office of Personnel Manage-
ment.

I even question the need to link management with separation.
From a public service perspective SSA's performance overall in get-
ting its work done is significantly better today than it was a few
years ago. This has recently been recognized in March by the Gen-
eral Accounting Office, who remarked that "our improvements"-
and I quote-"are already paying dividends."

In fact, I am informed that business consultant Tom Peters, co-
author of the book "In Search of Excellence," is planning a televi-
sion special for sometime this summer in which the Social Security
Administration is the only example of a well-managed public sector
entity. The other examples he cites are all in the private sector.

With the help of system.-raQdarnization and streamlined process-
es and procedures, the Social Security Administration generally
has eliminated its work backlogs and now provides quicker, more
accurate service to beneficiaries. The improvements SSA has made
in the quality of service and efficiency refute arguments that inde-
pendent status is essential for administrative or operational rea-
sons. Of course, there are some management problems that remain
at SSA, but these problems can be solved with strong management
and are being addressed.

Let me restate this point from my perspective as a physician. We
do not need the meat-ax approach of bureaucratic amputation
when the surgical skills, or better management, are a more appro-
priate prescription -w , plastic surgery.

Second, separation would weaken important links with other
agencies. These links are valuable to SSA and the public it serves.
The Social Security Administration benefits from its close ties to
other agencies under the HHS umbrella. Conversely, separation
may threaten the timely service of programs for the elderly, under-
mining the very intent of our work.

As you know, many agencies in HHS are concerned with issues
closely related to those dealt with by the Social Security Adminis-
tration. To name a few, the Administration on Aging funds social
services for the elderly. The National Institute on Aging is con-
cerned with health programs for the aged, and the Health Care Fi-
nancing Administrations, Medicare and Medicaid programs, are
vital in providing health care to older citizens and persons with dis-
abilities.
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Local Social Security offices also serve as a one-stop shop for the
elderly. Typically beneficiaries of Social Security benefits receive
information regarding the Medicare program through their local
Social Security office. Local offices also perform outreach, provid-
ing local community groups with opportunities to learn about
Social Security and Medicare programs.

Moreover, as a catastrophic health insurance program is imple-
mented, these links between Social Security programs and Medi-
care will become even more important and less amiable to separa-
tion. The Department's catastrophic coordinating committee is cur-
rently involved in planning the implementation of this new pro-
gram. The Social Security and the Health Care Financing Adminis-
tration are represented on this committee, allowing for important
cross-agency coordination and communication.

These links even extend beyond programs for the elderly. Few re-
member that the programs administered by SSA also impact our
youngest citizens, many of whom are in poverty. Separation would
undermine their ability to coordinate services with IIHS programs.
For instance, at the end of Fiscal Year 1988 children accounted for
9.2 percent of all disability beneficiaries. Similarly, by the end of
Fiscal Year 1988 4.8 percent of retirement and survivors' insurance
benefits were received by children. Benefit payments to those chil-
dren totalled approximately $11 billion in Fiscal 1988.

Due to either the disability or the death of a parent, Social Secu-
rity's child beneficiaries are among those who are particularly reli-
ant upon the services and programs available through the iHS
network. Both the Head Start Program and the Administration on
Developmental Disabilities provide targeted assistance to disabled
children.

Children of deceased workers might also receive cash assistance
through the Aid to Families with Dependent Children program,
AFDC. The Supplemental Security Income program also provides
assistance to children. Approximately 290,000 blind and disabled
children were receiving SSI payments at the end of 1987. Entitle-
ment to old age survivors and disability insurance and SSI child's
benefits also allows our youngest citizens to access to Medicare and
Medicaid programs.

SSA also serves as a primary gateway to information concerning
other programs. The SSA is an especially key contact point for
younger beneficiaries who may not be receiving the wide range of
information about benefits the aged receive from private organiza-
tions. Any breakdown in SSA's gateway function to other HHS pro-
grams would prove detrimental to both children and older benefici-
aries.

The vital link forged between SSA and other HHS agencies will
become more critical in the future. As the aging of the baby-boom
generation occurs, more policy and service coordination between
our agencies will be necessary, and there will be a growing need to
coordinate the cash payments provided through OASDI and SSI
programs with the health services and social services provided
through all parts of HHS.

Finally, the removal of the Social Security Administration from
the Department of Health and Human Services would eliminate
many of the administrative economies inherent in a large govern-
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ment department, requiring the expenditure of trust fund monies
for the establishment of duplicative and expensive payroll, person-
nel, and other support structures now operating efficiently with
the Department.

In fact, separation of SSA from HHS might create a bureaucratic
and fiscal nightmare, wasting precious fiscal resources accumulat-
ed in the trust funds and perhaps even endangering the viability of
those trusts. In other words, as Secretary Bowen stated to this
Committee some 2 years ago I believe, "If it ain't broke, don't fix
it."

To this point I have only discussed the broad problems of separa-
tion, but now I would like to focus on a unique issue raised by the
particulars of S. 216. The fact that independent status would in no
way help SSA do a better job and would create serious new prob-
lems for the agency are sufficient reasons to oppose S. 216. Howev-
er, independently the bill is fatally flawed in creating a bipartisan,
three-person executive to head SSA. Independent agency status
would cause serious problems for SSA. A plural executive would
almost certainly prove as ineffective as the initial Social Security
Board.

The 1984 Congressional Study Panel addressed this issue and rec-
ommended that SSA, if made independent, continue to be headed
by a single administrator. The General Accounting Office has also
testified repeatedly that it believes the more effective form of lead-
ership for an independent Social Security Administration to be a
strong, single administrator at the head of the agency, assisted by
an advisory board on policy matters that would have no role in
SSA operations.

In addition, S. 216 provides for an SSA executive director ap-
pointed by, and primarily responsible to, the three-member board.
In contrast to current law the administration of the Social Security
programs would be carried out by an individual selected without
either the advice or consent of the Senate or nominated by the
President. The nation's largest domestic program would thus be
run by an individual neither accountable to any elected official or
the American people.

A Social Security Administration governed by a three-member
board also raises questions regarding the constitutionality of the
legislation. In particular, the Administration is concerned by Sec-
tion 101(bXl) which states that the President would be able to
remove members of the board only for "neglect of duty or malfea-
sance in office."

An attempt to limit Executive Branch oversight of SSA's statuto-
ry duties and responsibilities by restricting the President's removal
authority raises serious separation of powers concerns. Restrictions
on the President's removal power over such officers impede the ex-
ercise of the President's constitutional obligation to "take care the
laws be faithfully executed."

The bill also directs the board to report on certain matters to
both the President and Congress and to report with respect to
other matters exclusively to the Congress. These concurrent report-
ing requirements also raise serious practical as well as constitu-
tional concerns.
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Mr. Chairman, you have also requested that I comment on the
other bill, S. 212--

Senator MOYNIHAN. That is correct.
Secretary SULLIVAN [continuing]. Which would require that SSA

implement in three phases a program to mail personal earnings
and benefit statements to all workers. As you know, Commissioner
Dorcas Hardy announced in August of last year an SSA initiative
to provide personalized earnings and benefit estimate statements to
all workers upon request. Thus far, over 10 million workers have
asked for the form to request an earnings statement and over 5
million workers have returned the completed request.

There are two basic reasons why earnings statements are cur-
rently available only upon request rather than to everyone as S.
212 would require. First, SSA systems of records have current ad-
dresses for beneficiaries, but not for people still working. This is a
concern, not only because some workers might not get their state-
ments, but also because mail delivered to the wrong address in-
creases the potential for confidential, personal information to get
into the wrong hands.

Second, there is concern that benefit estimates based on auto-
mated projections or future earnings might be much less reliable,
particularly for workers many years away from retirement age,
than benefit estimates based on the workers' own projections of
future earnings. Allowing workers to provide their own estih-ates
of earnings and the address to which the statement should be
mailed avoids both problems.

Mr. Chairman, we are continuing to explore alternatives for issu-
ing SSA initiated statements. The objective is a process that will
give the public the information it wants and can most readily use,
will distribute the statements in a manner that safeguards confi-
dentiality, and yet is as cost effective as possible and will keep SSA
workloads manageable.

To achieve this, we believe strongly that we must test the vari-
ous options fully before settling on a final design. Because no state-
ment content or distribution methodology is clearly without prob-
lems, SSA plans to conduct several tests, beginning with the first
one this July, to focus on those issues. We are concerned about con-
fidentiality even during the test modes. So one version will use
blank forms, rather than personal information, to test the reliabil-
ity of the addresses. Other tests will involve distribution of state-
ments through several large employers with whom we will negoti-
ate special arrangements for safeguarding the information released
to the individual Social Security number holders.

We will be happy to provide information regarding the results of
the tests to this Committee as they are conducted. We believe, how-
ever, that it would be premature to enact legislation requiring
statements to be sent to all workers before ways are found to
secure good addresses to ensure the privacy of the information and
to estimate earnings in future years.

In conclusion, I would reiterate that the Bush Administration,
like prior administrations of both parties, strongly opposes separat-
ing the Social Security Administration from the Department of
Health and Human Services and making it an independent agency.
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Indeed, if this legislation were to reach the President's desk, I
would recommend that he veto it.

In regard to benefit statements, we are working to find ways to
provide reliable statements to as many workers as possible. There-
fore, we do not think legislation in this area is needed at this time.

That concludes my statement, Mr. Chairman, and I am very
pleased to have this opportunity to testify.

[The prepared statement of Secretary Sullivan appears in the ap-
pendix.]

Senator MOYNIHAN. We thank you, Doctor, and we are more
than sensible of the claims on your time, so we will not keep you at
length. But I do want to ask a couple of things.

First of all, and sensible, as is the practice and has been for more
than a half century, testimony of this kind is cleared with the
Bureau of the Budget, now the Office of Management and Budget,
but sir, on Page 16, you say to us that "Any attempt to limit execu-
tive branch oversight of SSA's statutory duties and responsibilities
by restricting the President's removal authority raises serious sepa-
ration of powers concerns. Restrictions on the President's removal
power over such officers impede the exercise of the President's con-
stitutional obligation to 'take Care the Laws be faithfully execut-
ed.' Article I, Section 3."

Now I do not want to start a panic on Wall Street just before the
end of the closing hour, but are we to understand the President
wants to take away the fixed terms of members of the Federal Re-
serve Board? Is this the beginning of an assault upon independent
agencies? Does Alan Greenspan know that his tenure is in jeop-
ardy?

Do not answer, sir. [Laughter.]
I mean quite seriously, is this a new position from OMB because

I suppose, you know, it can be made, that no one should serve in
the Executive Branch, save at the pleasure of the President. But if
the Federal Reserve Board members are not going to serve-they
are appointed for 12-year terms. The chairman is appointed for a 4-
year term.

Is it the view of the Bush Administration that they serve at the
pleasure of the President?

Secretary SULLIVAN. Mr. Chairman, if I could comment, my com-
ments, frankly, are limited to the Social Security Administration
here, and we do feel that it is very important that this administra-
tor, which is a very important agency, as you have indicated and
Mr. Pryor has indicated also, be a person nominated by the Presi-
dent and approved by the Senate. So there is really that executive
and legislative oversight process concerning the selection of that in-
dividual.

Senator MOYNIHAN. I am not a lawyer, and of course, neither are
you, but I do know that the law of certain persons, such as my dis-
tinguished colleague, is keep your case very narrow before the
judge. You have been walked up here to tell us that a common ad-
ministrative arrangement in Twentieth Century American govern-
ment, national government, is unconstitutional.

Senator Pryor?
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Senator PRYOR. I have no questions of Dr. Sullivan. I tell you
what I am tempted to do, Mr. Chairman, is one of these days-and
do not answer this--[Laughter.]

One of these days, I want to find out when witnesses come before
this or other committees in the House or Senate, what impact
OMB has on your positions or your ultimate statements that you
read to committees of the Congress. Now I am not going to ask that
now, but someday I think that would be an interesting hearing.

I thank Dr. Sullivan--
Secretary SULLIVAN. Senator, I will not--
Senator PRYOR [continuing]. And I thank you, too, Mr. Chairman.
Senator MOYNIHAN. Why don't you make up a question you

would like to answer? [Laughter.]
Secretary SULLIVAN. Well, I would like to comment, Mr. Chair-

man, on the perspective that the agency is lost within HHS or is
not given--

Senator MOYNIHAN. Yes.
Secretary SULLIVAN [continuing]. Sufficient attention to indicate

the following. We take our responsibilities in oversight of the
Social Security Administration very seriously, and let me recite for
you some examples of that.

First of all, we have weekly meetings of our senior staff, which
includes our Social Security Commissioner, where there is active
discussion of various issues. We do have an office for the Commis-
sioner of the Social Security Administration within the Humphrey
Building, though as you have noted, the majority of our employees
are in Baltimore.

As you know, I was confirmed before the Senate on March 1.
Within the first 2 weeks of my confirmation, although we have, as
you know, a large number of things that we must address attention
to, I visited Baltimore, visited our employees in the Social Security
agency.

I have also, thus far, of the 10 regional offices that we have scat-
tered around the country, have visited seven of those offices thus
far and have in those visits talked with and met with our regional
Social Security Commissioners. In our policy discussions, issues
concerning the Social Security responsibilities play a very active
role. So we do view our role in the Department as really represent-
ing vigorously those interests of the Social Security Administra-
tion.

We are very much aware this is our largest agency. It has a
number of issues that are of concern to all Americans, older Ameri-
cans as well as children, as I indicated in my statement. We believe
that because our Department is concerned with a number of
income security and health and welfare programs that there is in-
evitably many cross-linkages and many coordinating programs be-
tween those. And we do believe that being part of one department
where we have task forces within the Department to provide that
coordination that this really serves very well, and we do believe
that this would disrupt those coordinating functions if this were to
occur.

I am not sure what has happened with your telephone service
since AT&T broke up. But I can tell you, I have had personally
many problems, which fortunately are getting better, but as a
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result of our disruption of that for the legal and antitrust reasons,
and also, of course, the Post Office Commission has not been exact-
ly a model of the result of, you know, plural executive, their com-
mission.

So we think that we have a good system. I also indicate that we
have not closed any Social Security offices. We do not intend to.
We have installed the 800 line as another option that is available
for those people who may, for a variety of reasons, either infirmity
at home or other reasons, may choose to use that telephone system.
But we still have our offices open and our employees there so that
an individual client has the option available to them as to whether
they want to go in person to an office, or whether they want to use
an 800 number. So that is a new option.

So we feel that there have been many things that I could cite
more where our administrative efficiencies have increased, and
therefore, we believe that we are not frankly given credit for those
things which we have worked hard to provide to the American
people and also be aware of trying to operate as efficiently as possi-
ble.

Senator MOYNIHAN. Sure. That is a very fair-minded statement
and I appreciate it. I do not want to presume on my time around
this place, but we welcome you to Washington. You have made
such a marvelous impression. I do hope you do not think there is
any credit to be got for what you do in this city. [Laughter.]

It is honor. [Laughter.]
Senator Pryor?
Senator PRYOR. Are we about to have a nominee for Commission-

er of Social Security, SSA?
Secretary SULLIVAN. Yes, we are. The precise date, I frankly

cannot give you because, as you know, the tedious background
checks and financial disclosure reviews, et cetera, that all of our
individuals have to go through, that is underway now. But we have
indeed recommended an individual to the White House, and that
name, I believe, will be coming forward as soon as that process--

Senator PRYOR. Well, I am sure that notwithstanding what hap-
pens to Senator Moynihan, I know I can speak for all of us, in
saying that when that nominee comes, we want to expedite his or
her confirmation process.

Secretary SULLIVAN. Yes.
Senator PRYOR. Because I need not remind you, Mr. Secretary,

that one-eighth of the Bush Administration is over, you know. We
are into June. I am talking about if there is a 4-year term. [Laugh-
ter.]

So time is running and--
Secretary SULLIVAN. Do you want me to comment on that, sir?
Senator PRYOR [continuing]. And we see this throughout the De-

partment of Treasury, the Department of Commerce. We see these
huge holes out there, and I think it is critical that those be filled.

Thank you, Mr. Chairman, and thank you, Mr. Secretary.
Secretary SULLIVAN. Thank you.
I would also point out that indeed while we will have a new

name coming forward, our present Commissioner is still in place,
still working--

Senator MOYNIHAN. Sure, sure.
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Secretary SULLIVAN [continuing]. And still participating in all of
the administrative activities and policy development.

Senator MOYNIHAN. And may I just say in closing that I appreci-
ate your reference to Ms. Hardy's, Dorcas Hardy's, initiative in
making the income earnings and records available. That was an ad-
mirable and very nicely carried out exercise, and she has done her
best in difficult circumstances and that deserves to be acknowl-
edged by this Committee as it was by you and it was very gracious
of you to do so.

And Doctor, thank you very much, and we will look forward to
the nominee, and as Senator Pryor said, we will hold a hearing im-
mediately, and I cannot imagine you will have any difficulty at all.

Secretary SULLIVAN. Thank you, Mr. Chairman and Senator
Pr yor.

senator MOYNIHAN. Now we are going to move on to a very dis-
tinguished panel of persons who have between them almost a cen-
tury of involvement with this subject and our guest from Canada.
Our panel of wise men consists of-we will just read down; we just
took the alphabetical order; it does not matter-Hon. Robert M.
Ball, who is former Commissioner of Social Security, Mr. Robert J.
Myers who was present at the creation, as the saying has it, and
Mr. Donald Walsh, who is the Director of the Record of Earnings
and Contributor Information Services of the Canada Pension Plan.

Mr. Walsh, this is the first time that I am aware that a Canadi-
an official has appeared before our Committee, and I see that you
are accompanied by Mr. Michel Belanger, who is your assistant,
and behind you is Ms. Colette Beauregard.

Ms. Beauregard, would you come to the witness table, too. We
would like to have you there, or-unless Mr. Walsh prefers you to
be behind him so you can whisper in his ear? [Laughter.]

Sure, we want to have you here just to welcome you. This is
something that has not happened before. I hope it will happen
again soon.

Bob Ball, set to.

STATEMENT OF HON. ROBERT M. BALL, FORMER COMMISSIONER
OF SOCIAL SECURITY, WASHINGTON, I)C

Mr. BALL. Mr. Chairman, this morning in addition to testifying
for myself, I am representing the Save Our Security Coalition--

Senator MOYNIHAN. Yes.
Mr. BALL [continuing]. SOS, as it is known. It represents over 100

organizations that have about 40 million members, roughly divided
evenly between those who are currently contributing to the pro-
gram and those who are drawing the benefits. The Coalition has a
large number of labor unions, senior citizens groups, disabled
groups, church groups, and charitable organizations.

Senator MOYNIHAN. A group well and favorably known to this
Committee, sir.

Mr. BALL. Thank you, Mr. Chairman.
I have a rather long-statement that I would like to submit for

the record, and--
Senator MOYNIHAN. All statements will be placed in the record

as if read, and then you can read it as you wish.
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Mr. BALL. And I will try to summarize rather quickly the major
points and leave for questioning--

Senator MOYNIHAN. Yes.
Mr. BALL [continuing]. Other things that you may want to bring

out.
Let me say first that I think the case for an independent agency,

regardless of how it is set up, whether a single administrator or a
board, can be made entirely on administrative grounds. As the
Grace Commission pointed out, an age&icy of this size, affecting just
about every American home and with over 60,000 employees and
1,300 district offices around the country, is large enough to have its
own services of all sorts. It has personnel, budgeting, financial serv-
ices and so on.

But if you have at the Secretary's level also the same sort of
services, the better the people are at the Secretary's level, the more
they will want to be involved in the decisionmaking process of the
lower-echelon agency. Duplication, therefore, is almost an inevita-
ble result of the kind of organization that now exists. So I do not
want to spend time on that basic issue; the case for an independent
agency is quite overwhelming just in administrative terms.

But, Mr. Chairman, the importance of the board setup as com-
pared to a single administrator goes way beyond the question of
the most efficient form of organization. I believe it would make a
big contribution to the restoration of confidence in the system to
have the responsibility for policy development and the administra-
tion of this program under the direction of a bipartisan board.

The board form of organization emphasizes the trustee character
of Social Security. It emphasizes the fact that people are building
today rights that in many instances will be not be exercised for 40
or 50 years in the future. With both parties represented the board
form emphasizes that day-by-day administration will be completely
separated from political considerations. Instead of having a direct
line of political appointees you have the kind of independence that
emphasizes the separateness of the program from partisan political
considerations.

I would say, though, that I do not believe you would want to
push-and the bill does not-the degree of independence of the
board to such a point that it would be comparable, say, to the Fed-
eral Reserve Board. I believe that a board form of organization for
the Social Security Administration should still leave the President
in charge of the approval of legislative recommendations, for exam-
ple.

Senator MOYNIHAN. Yes, yes.
Mr. BALL. And the relationship with the control agencies in gen-

eral can be much as with a department. I do think that Social Se-
curity can do a better job of its own space procurement and its
own--

Senator MOYNIHAN. May I stop you there? That is important.
Mr. BALL. Yes.
Senator MOYNIHAN. Should that be provided in statute?
Mr. BALL. In your bill, Mr. Chairman, as you know, you have

provided for demonstrations of a considerable degree of independ-
ence in personnel and space maragement, and although I am ready
to say it would be okay to move now, I think your idea of a demon-
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stration-trying it out-is probably sound. So you and the other
sponsors of the bill do have that very much in mind.

Along with the goal of restoring faith in the program that you
get from a board is also an assurance that you will avoid the big
swings in policy that have taken place in Social Security in the last
10 years. I just do not believe it would have been possible under a
board form of administration for a situation to develop where hun-
dreds of thousands of disabled people were thrown off the rolls and
then a very large proportion of them put back on the rolls when
the cases eached the hearing stage-or the development of a situa-
tion where literally hundreds of cases were overturned by Federal
judges, and a very large proportion of the Governors refused to
carry out their contract agreement with Social Security to make
disability determinations because they were so opposed to the
policy directives of the agency.

A board would not have adopted such policies. And if they had,
by any chance, the minority member of the board with any back-
bone would have been alerted to their policy at the very beginning,
called a press conference, and called it to the attention of the Con-
gress, and you would not have put up with it.

It is not only very dramatic things such as the disability debacle
that a board organization would have prevented, but a board orga-
nization would have given more stability to more mundane matters
of policy. I do not believe, for example, that there would have been
such a large number of reorganizations of the Social Security Ad-
ministration staff as have recently occurred, reorganization which
take a !ot out of the ability of staff to concentrate on their work.
But the succession of commissioners, many of them coming in for
very short terms, very frequently moved to reorganize the whole
set-up within Social Security. A board would not do that.

Or take the question of this big reduction in staff which had been
going on-17,000 people by the end of the fiscal year 1990) if the
Administration's policies are followed. There should have been
some reduction in staff as a result of further automation. That is
perfectly proper and correct.

But I think a board would have said, "Do we have the level of
service in place that we should have? Do we want to put all the
savings from automation into a reduction of staff? Do we want to
do everything we can just to save administrative money or can we
do a better job? The cuts were worked out, more or less, by an
agreement between the top people at Social Security and OMB to
put all the savings that were predicted into a reduction in staff,
and then the agreement was arbitrarily carried out without a real
matching of the implementation of the automation with the timing
of the staff reductions--

Senator MOYNIHAN. Well, it is not as if you had a real problem of
overhead. You did not.

Mr. BALL. No, the program is operating at roughly 1 cent out of a
dollar of contributions for administration.

Senator MOYNIHAN. Yes.
Mr. BALL. It is true that in the most visible workloads in Social

Security, those that the public sees, the case can be made, as the
GAO has, that as compared with a few years ago the public reac-
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tion to service is good. But there are many workloads in Social Se-
curity that are not so visible to the general public.

Post adjudication, so-called-the questions that you brought up
earlier, Mr. Chairman, of looking into the disability cases that have
been diaried to determine whether people are still eligible. When
staff is short these questions get pushed aside. The public does not
object. You may be spending more program money in Social Securi-
ty by saving administrative money because you are not looking
carefully at cases that really should be taken off the rolls.

You get these big swings from overharshness to a lack of atten-
tion to cases that should be looked at. And you have other work-
loads not covered in surveys of public attitudes such as this whole
representative payee situation. Social Security has the authority to
appoint people as representative payees without going to court
and--

Senator MOYNIHAN. Senator Pryor was concerned about that.
Mr. BALL. Yes.
And representative payees have to be carefully monitored. You

have to be sure that those people are really accountable for the
money that they are spending on behalf of someone else.

These things and many others can not be measured by going
around and asking a sample of people whether they think they
were well treated in the Social Security office. You have to look at
the total workload. I believe a board would have said, "We do not
want to take all of these cuts just to save a little bit more adminis-
trative money when the administrative costs are so low. What we
ought to be looking at is the level of' service plus our ability to
process all the workloads-making sure that we are not saving ad-
ministrative money and losing program money."

So in one instance after another, Mr. Chairman, I think a board
organization is the right way to go, not a single administrator.

Now I do have one suggestion on the board setup and its relation
to the executive director that you may want to consider. Those who
favor the single administrator as the head argue that a deadlock or
conflict might develop between, say, the chairman of the board and
an executive director, who has a set term and who has defined
duties under the Act.

I would propose that you should make it clear in the bill that the
board is in charge-that is the way it was in the original board.
You could have the board appoint an executive director working
under their direction and serving at their pleasure. I do not think
that would mean a lot of turnover in executive directors. If you go
to the trouble of selecting a good person, you are not going to get
rid of him or her lightly.

But it is conceivable-I think unlikely, but conceivable--if the
executive director has a fixed term, you might get to the place
where there is some difference between the board and the board
and this executive director. I think it should be clear that the
board is in charge.

With that, Mr. Chairman, I would like to turn very briefly to the
other bill and say that the Save Our Security Coalition is also very
much in favor of the bill to require the Social Security Administra-
tion to make available on their own initiative statements to indi-
viduals about their wage records and estimates of their future ben-
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efits. I believe this too would add greatly to confidence in the pro-
gram.

As you have pointed out, you have contributed many years and
you have never heard from Social Security. That is, of course, true
of millions and millions of people. I think it was a great step for-
ward for the Social Security Administration to furnish estimates of
future benefits on request, but I do not think it is enough. I think
they should on their own initiative furnish such statements to par-
ticipants.

Now some people have said, "But why make it a matter of law?
Why not just ask the Social Security Administration to begin to do
this?' There is a good reason to make it a matter of law, and the
reason is money.

It always helps a Federal administrator seeking funds to perform
a function to have a statutory base for the function when going to
OMB and asking for money. Otherwise, it is just another idea of
the administrator that he would like to do something which then
comes into conflict with everything else that people want to do. But
if he has a statutory function to perform, you at least put him or
her up a couple of steps in the argument with OMB about funding
that function.

So I would think that it is important to keep it in the bill, that
you should not be talked out of it on the ground that, "Well, we
would like to do this kind of thing anyway. You do not need to
make us." I think it is helpful to them over time to have it in law.

I am somewhat regretful about the timetable in the bill. I
assume that Social Security fef-ls they cannot get to sending out
these statements to everybody until about the year 2000. I under-
stand why they would want to be cautious, but I hope that over
time the date could be speeded up and that this action, which I be-
lieve would help a lot in making people realize how important
Social Security protection is to them, can be taken more quickly.

There is a great undervaluation of the significance of Social Se-
curity protection in the country. It is not only that somewhere
around 50 percent do not think that they will get the benefits at
all, but the 50 percent who do think they are going to get them do
not realize how good the protection is. They do not realize, for ex-
ample, that the benefits are going to be kept up to date with wages
up until the time they start to receive them. I think most people
know that they are protected against inflation after that, but they
do not realize there are automatic provisions keeping protection up
to date throughout their working careers.

People need this information for their own planning. To what
extent do they want to have savings in addition? To what extent do
they want to buy life-insurance? Their whole financial planning is
based on Social Security, but they do not have a good understand-
ing of what they will get.

So, Mr. Chairman, I believe your two bills together would add
greatly to the feeling of security about Social Security, and there
are many other goals of the bills that are also very important.

As you suggested in your opening statement, the shift from the
almost total authority of the managing trustee, the Secretary of
the Treasury, to a board managing the fund that would have as its
sole interest the protection of Social Security funds as against the
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kind of conflict of interest that a Secretary of the Treasury gets
into is also an important point. And there are others, but I think I
have taken enough time.

Thank you.
[The prepared statement of Mr. Ball appears in the appendix.]
Senator MOYNIHAN. You never take enough time in this Commit-

tee, but we could not more agree, could not more appreciate. Why
don't we just hear everybody, and then you can comment on each
other and we will get some comment from here.

Robert Myers, welcome again, sir.

STATEMENT OF ROBERT J. MYERS, FORMER CHIEF ACTUARY
AND DEPUTY COMMISSIONER, SOCIAL SECURITY AI)MINISTRA-
TION, SILVER SPRING, MD
Mr. MYERS. Thank you, Mr. Chairman.
First, I would like to thank you very sincerely for the nice things

that you said about my work, going back to 1934. All I can say is
that I was very fortunate to be in the right place at the right time
in 1934.

I think that you would also be interested to know about a coinci-
dence in connection with the visit of Mr. Walsh from Can-ada. This
is a matter of rather belated reciprocity. In 1965, when Canada was
considering the adoption of the Canada Pension Plan, I was hon-
ored by being asked to testify before a Senate committee of the Ca-
nadian Parliament to describe our Social Security system. So, I cer-
tainly welcome having Mr. Walsh here.

Senator MOYNIHAN. Isn't that serendipitous?
Mr. MYERS. I believe that the two bills introduced by the distin-

guished Chairman would greatly improve confidence in the Social
Security system. I would mention some information that I have
about public confidence which is a little more optimistic than the
figures that the Chairman quoted.

An annual survey made by the American Council of Life Insur-
ance shows that the proportion of respondents who are not too con-
fident or not at all confident in the future of the system rose from
37 percent in 1975 to about 68 percent in 1982-84. Then, presum-
ably because of the successful 1983 legislation in which the distin-
guished Chairman played such an important role, the lack of confi-
dence decreased to 45 percent in 1988. That still leaves a long way
to go, but I think that the Chairman's two bills will certainly help
out in that respect.

Senator MOYNIHAN. May I say that was my fault. I should have
called attention to that. I just was moving too quickly. People do
notice. People did respond to that 1983 legislation. Something hap-
pened.

Mr. MYERS. As the Chairman has said, the Social Security Ad-
ministration was originally an independent agency with a biparti-
san board, and this continued until 1946. Since then several groups,
including the National Commission on Social Security in 1981 and
then the National Commission on Social Security Reform in 1983,
recommended that this independent-agency basis should be re-
stored.
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One of the difficulties with the current organizational structure
is that it produces an excessive number of layers of responsibility
and authority for programs which represent such immense social
and financial magnitude. The making of decisions is often exces-
sively slowed down by such layering of authority. As a result, nec-
essary and desirable action is often delayed so long as to be useless.

One very good example of this is the infamous notch that the dis-
tinguished Chairman mentioned. When I returned to the Social Se-
curity Administration in 1981 as Deputy Commissioner, I developed
and worked out with the staff a method that the problem could at
least be greatly alleviated. That proposal could have been enacted
in 1981, except there were so many levels of authority that it never
got up to the top to get approval in time. It would have partially
remedied the situation, not by giving more to the people born after
1916, but rather preventing the excessive bonanzas that people
born before 1917 got by working beyond age 62.

Senator MOYNIHAN. You would have had some pretty grateful
members of the U.S. Congress. [Laughter.]

Mr. MYERS. By 1983, it was really too late to do anything, but the
situation would have been greatly relieved if action had occurred
in 1981.

Senator MOYNIHAN. There you are. You know a problem is
coming. You have an idea what to do with it, but you cannot-you
are too many layers away from where they say yes or no.

Mr. MYERS. Exactly.
I would go even further than the bill as to the organization of

the Social Security Administration into an independent agency. I
would include Medicare in the new independent agency so that we
have one organization or one institution that handled all of our
social insurance programs. After all, Medicare and OASDI really
are closely integrated programs.

I would suggest one change in the bill that I think would prevent
the proposed agency from being too independent and would answer
some of the criticisms that have been made here today about the
proposal. As the bill establishes the bipartisan board, the members
have 6-year terms on a staggered basis. The result could be that, at
one time, a majority of the board could be of the opposite political
party from the President of the United States. This could, I think,
create undue squabbling and so forth.

Senator MOYNIHAN. Don't we have a two-party representation,
sir?

Mr. MYERS. Yes, the board would have to have two parties on it,
at least one member from one party and two from the other. The
problem is that the two members could be of the opposite party
from that of the President.

Senator MOYNIHAN. Oh, just the-you have a Republican presi-
dent and the majority on the board is Democratic.

Mr. MYERS. Yes.
Senator MOYNIHAN. Yes.
Mr. MYERS. What I would suggest as a solution is that the chair

should always be named by the President, and the chair's term
should be coterminous with that of the President. Then, the other
two members would be appointed on a staggered basis and be of
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different parties. In that way, the board would always have two
members who were of the President's party.

Senator MOYNIHAN. Would you have the goodness to put that-
just write that down for us and send it along to the committee?

Mr. MYERS. It is in my statement, Mr. Chairman.
Now, as to the proposal to provide earnings and benefit estimates

on an automatic basis, I think that this is very desirable. This was
recommended by the National Commission on Social Security in
1981. It is necessary and desirable to phase it in, as you have done,
because it is a big job. I think that the Social Security Administra-
tion is to be congratulated on what they have already done on a
voluntary basis.

Senator MOYNIHAN. Yes.
Mr. MYERS. There is, however, one serious flaw in the present

procedure, and I would hope the bill would do something to pre-
vent this. In computing the projected benefits the S.A assumes
that earnings rise in the future, with real earnings rising at 1 per-
cent per year. So, the benefits that are shown are rather high in
terms of real dollars, until one realizes that the earnings on which
they are based are also higher. I think that the statement should
have shown for the projected retirement benefits also what the
final earnings of the individual were assumed to be. The important
thing, as you well know, as to Social Security benefits is not their
absolute dollar amount, but rather what their dollar amount is rel-
ative to final earnings. So, I would like to see a provision in the bill
that not only should retirement benefits be projected, but also the
final earnings on which those retirement benefits were based
should be shown.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Myers appears in the appendix.]
Senator MOYNIHAN. And have someone make a realistic judg-

ment about, "is that going to happen to me?"
We have not had a 1 percent real growth in earnings for the last

15 years. In 1987 real family income just got back-to the 1973 level,
as you know.

Mr. MYERS. However, in the assumptions underlying the benefit
projections, just as in the actuarial cost estimates for the program,
it is assumed that earnings rise more than prices. That assumption
has been built into the projection, which I think is desirable, but
people should realize that in the benefit estimates which they are
getting, particularly younger people, with retirement 30 or 40 years
off, their real earnings are also assumed to be higher. They should
therefore be able to compare the benefits with their final earnings
and realize their relative financial position. Otherwise, some people
may think that they will get so much from Social Security that
they do not need to do anything else for themselves.

Senator MOYNIHAN. Ah.
Well, shall we ask Mr. Walsh how they deal with that question

in our neighbors to the north?
And again, welcome, sir. I was so pleased to hear Mr. Myers say

that this is reciprocity here. It is very generous of you and Mr. Be-
langer and Ms. Beauregard to come down, and this is an important
occasion for us.
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STATEMENT OF DONALD F. WALSH, DIRECTOR, RECORD OF
EARNINGS AND CONTRIBUTOR INFORMATION SERVICES,
CANADA PENSION PLAN, INCOME SECURITY PROGRAMS
BRANCH, DEPARTMENT OF NATIONAL HEALTH AND WELFARE,
OTTAWA, ONTARIO, CANADA
Mr. WALSH. Thank you very much, Mr. Chairman.
We are very pleased to be here this morning and welcome this

opportunity to share with you our experiences with our Contribu-
tor Information program. I prepared a brief overview of our pro-
gram and would like to quote from this booklet.

Senator MOYNIHAN. It will be placed in the record, and we also
have-you provided us a Contributor Information Program briefing
book, which is your sort of manual, your office manual, and I
would like to have that placed in the record also. It is a very useful
sort of explanation of how you go through things.

[The information appears in the appendix.]
Mr. WALSH. Thank you, Mr. Chairman.
As you are aware, Mr. Chairman, the Canada Pension Plan is a

compulsory program not unlike the Social Security scheme here in
the United States. Eligibility to receive benefits and the amounts of
benefits payable are determined by the total earnings and contribu-
tions credited to an individual throughout his or her working life-
time.

A survey conducted in 1982 revealed that less than one-half of I
percent of all contributors to the Canada Pension Plan had applied
for a statement showing the credits they had accumulated. It was
evident to our administration that the public at large were not
aware of the significance of their contributions and the relation-
ship they bore to the pensions that could be payable.

The Canada Pension Plan Administration recognized a need to
better inform the public and in 1983 conducted a pilot project to
assess their reaction to an information package which included a
statement of their credits paid to date, pension calculation esti-
mates, and descriptions of the various pensions payable. From that
survey, more than 91 percent of the recipients indicated that they
intended to retain the documents for future reference. As well,
more than 75 percent of those surveyed stated that the documents
were very informative and helpful.

In view of this very positive response to the pilot project, the
Canada Pension Plan Administration implemented a contributor
information program in 1985. The primary purpose of this program
was to encourage the public's involvement with the Canada Pen-
sion Plan. Its objectives were to provide advice and information to
all contributors regarding the Canada Pension Plan, to promote an
understanding and awareness of the significance of their contribu-
tions as they relate to potential benefits, to make contributors
aware of the importance of ensuring that the earnings and contri-
butions records were accurate and complete, and also to ensure
that the benefits that they had accrued were applied for.

I should add also, Mr. Chairman, that the pension entitlement
estimates that are shown on our contributor statements are calcu-
lated using actual figures only and reflect a pension value that
would be payable as of the date that the statement is issued. The
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Canada Pension Plan Administration has refrained from attempt-
ing to project earnings and pension estimates over a lifetime due to
the many variables involved, and more importantly, did not want
to mislead the individual into a false sense of security that may not
materialize if changes occurred in the employment patterns for the
remainder of his lifetime.

The Canada Pension Plan Contributor Information Program has
now just completed its fifth year of operation in March of 1989. In
total we have sent more than 17 million statements to contributors
between the ages of 20 and 92. Most of the contributory population
have now received these statements at least twice. Our program is
designed to send a new statement once every 3 to 4 years. A con-
tributor, however, still retains the right under our legislation to re-
quest a statement of his credits pnce in any 12-month period.

Of the 17 million statements that we have mailed to date, only
slightly more than 700,000 were returned as undeliverable due to
either an incomplete address or the death of the contributor. This
program has been directly responsible for more than 200,000 in--
quiries regarding pension entitlement or requesting an investiga-
tion of missing or incomplete earnings and contributions informa-
tion.

The total known costs of our program from 1981 to 1989 was in
excess of $8 million. The last fiscal year, 1988/89, we had delivered
more than 4 million statements to our contributory population.
The total cost per statement was approximately 56 cents of which
31 cents was postage alone.

Senator MOYNIHAN. That famous stamp. The stamp costs more,
costs the most.

Mr. WALSH. Yes.
Although the Canada Pension Plan Administration has not con-

ducted a formal survey during the past 5 years, it is reasonable to
conclude that the Contributor Information Program has been well
received by the general public. It is generally agreed that the Con-
tributor Information Program has achieved all of its stated objec-
tives, and at the present time the Department of National Health
and Welfare has no intentions of-ceasing this program.

[The prepared statement of Mr. Walsh appears in the appendix.]
Senator MOYNIHAN. Thank you, Mr. Walsh, and I would like to

say for the record here that you have been thoughtful enough to
prepare a sample Canadian contributor statement, and it really is
remarkably clear and readable and it tells you about your retire-
ment pension, your disability pension, your disabled contributor's
child's pension, death benefit, survivor's pension, orphan benefit.

If I could just say, when I did finally get my statement from
Social Security, it was interesting to me that the thing I really fo-
cused on was survivor's benefits. Now I knew I had survivor's bene-
fits for heaven's sake, but I knew and I did not know. It is probably
one of the things least appreciated by contributors-you do not
know you have survivor's benefits until you get killed. Wouldn't
you say, Bob, that this is not really part of the awareness of the
working-age American that, you know, the family is protected?

And I must say I admire this little statement that goes out. It
says, "Canada Pension Plan Terms and Conditions," and it would
leave you to feel that, you know, you are part of an insurance
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system, and these are the terms and conditions of your contract. It
says, "Important: This document should be kept with your valuable
papers," and that gives you a nice sense that, yes, we know you are
here. You have some rights here.

Have you two seen these?
Mr. MYERS. Yes.
Senator MOYNIHAN. Canadians do things well.
Mr. Myers, sir.
Mr. MYERS. Mr. Chairman, if I might say something?
Senator MOYNIHAN. Please.
Mr. MYERS. I quite agree with you. What Canada is doing is

really excellent in this way, but I do want to comment on the point
that they do not make projection of earnings. I think that for their
system this is right, but for ours it would be wrong. The reason is
the systems are quite different. The Canada Pension Plan, the con-
tributory plan, is just part of the picture. They also have a flat ben-
efit that--

Senator MOYNIHAN. That is right, yes.
Mr. MYERS [continuing]. They get. Whereas ours, the two are

merged and you just cannot separate them. So with our system, in
order to get a meaningful picture of the retirement benefits, you
must have some sort of a projection.

Whereas, of course, the survivor and disability benefits, as in our
statements, as also in the Canada Pension Plan statements, it says,
"If you die today or if you are disabled today, this is what you will
get." We can determine benefit amounts that way, but under
OASDI you cannot say what retirement benefit a person has
earned to date, whereas in the Canada Pension Plan you can clear-
ly do that.

Senator MOYNIHAN. Yes, I think that is fair, but you would also
agree that there is a nice sense of a fiduciary relationship that you
get out of these things.

Mr. MYERS. Yes, it is an excellent statement.
Senator MOYNIHAN. Yes.
Well, we would like to thank you all-Mr. Walsh, did you want

to say something?
Mr. WALSH. I would just like to add in closing, Mr. Chairman,

that my department would be very willing to cooperate with the
SSA during their project stage, or the project development stage,
and share the pains that we went through in developing our pro-
gram and offer them any assistance that they may like to have. So
we would be most cooperative in that regard.

Senator MOYNIHAN. That is very generous and we thank you for
that. We hope you will thank your Minister for making it possible
for you to come down, and again, we are most privileged to have
the three of you here.

Once again, I want to thank Mr. Ball, Mr. Myers. You views
carry very great weight with this committee and they ought to.

Gentlemen.
Mr. MYERS. Thank you.
Mr. BALL. Thank you, Mr. Chairman.
Senator MOYNIHAN. Well, our next panel, and a very distin-

guished, if younger, group, or pair rather, of public officials, Mr.
Royal Shipp, who is the Deputy Associate Director for Research Co-

22-116 0 - 90 - 2
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ordination at the Congressional Research Service, and Mr. Joseph
Delfico, well and favorably known to this group as the Director of
Income Security of the Human Resources Division at the General
Accounting Office.

I should make clear that, Mr. Shipp, you were executive director
of the congressional panel on Social Security organization, which
was headed by Elmer Staats, and one of the panel members was
my old colleague and dear friend, Martha Derthick, and again, we
will proceed as we have. We will put both of these statements in
the record as if read, and you can summarize them exactly as you
wish. Take your time. We are here to hear from you, and we want
this record to be as full as it should be.

Mr. Shipp.
We just follow the sort of random--
Mr. SHIPP. Yes.
Senator MOYNIHAN [continuing]. Computer printout of who

comes first, and you are first in this case.

STATEMENT OF P. ROYAL SHIPP, DEPUTY ASSOCIATE I)IRECTOR
FOR RESEARCIl COORDINATION, CONGRESSIONAL RESEARCH
SERVICE, WASHINGTON, I)C
Mr. SHIPP. Thank you, Mr. Chairman, I am pleased to appear

before your committee to discuss the conclusions and the recom-
mendations of the congressional panel on Social Security organiza-
tion, which I was the executive director.

This study panel was authorized by the Social Security Amend-
ments of 1983. Public Law 98-21 specified establishment of a three-
member panel to study how an independent agency might be im-
plemented if the Congress decided to enact one, including the possi-
bility of a three-member board. The panel took this direction
rather literally and throughout its report specified that it was not
dealing with the question of whether an independent agency was a
good idea--

Senator MOYNIHAN. Yes.
Mr. SHIPP. But if the Congress enacted one, how it should be or-

ganized.
You have noted, Mr. Chairman, that Elmer Staats was the

panel's chairman. Martha Derthick was one panel member, and
Arthur Hess, with a long-time career working in the Social Securi-
ty Administration, was the other. These panel members were se-
lected jointly by the chairman of the Finance Committee and the
Committee on Ways and Means.

The panel's report was issued 5 years ago. There is no way to
know, of course, whether that panel, or a different panel, would
have reached exactly the same conclusions if they were studying
the question today.

The panel began its work in November of 1983 and issued its
report in June of 1984. Copies of the report are available. It is a
short report as these things go. An analytical staff prepared back-
ground information and planned public hearings, by did little re-
search. The panel members themselves constituted--

Senator MOYNIHAN. Well, they were able to think about this sub-
ject on their own.
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Mr. SHIPP. Yes, and that was the idea of setting up a panel of
experts. And as I have indicated in my statement, the conclusions
and the recommendations and even the language in the report re-
flect the thoughts and the writing of the panel members to a
degree unusual in this kind of work.

The panel set about to gather information by holding public
hearings, receiving testimony from 53 separate witnesses. The
panel commissioned some consultant reports on various aspects of
the independent agency question-issues it was particularly con-
cerned about. An important report was completed by the National
Academy of Public Administration, giving recommendations on the
kinds of management authorities that a Social Security Adminis-
tration should be granted. Another contractor was a health care
consulting firms on the issues of health care policy and administra-
tion, and a third was with a very qualified attorney who had
worked extensively on the extent and nature of independence that
could be granted in setting up an agency. We wanted to give the
panel members a range of options to consider.

At that time, as you know, Mr. Chairman, the Social Security
Administration was perceived to suffer from major problems. The
trust funds had gone through two major financial crises in the pre-
ceding decade. Major changes in program responsibilities had oc-
curred, with the requirement to implement the Supplemental Secu-
rity Income Program in 1974 and the removal of Medicare from the
agency in 1977. There had been problems with SSA's automation
plans. At the time this panel met and did its study, 9 commission-
ers had presided over the agency in the previous 12 years. Four of
those nine had been in acting capacities only. And SSA had under-
gone a series of disruptive reorganizations-three or four in the
previous half dozen years. An the survey data, some of which you
mentioned earlier, on the decline in public confidence, was avail-
able to the panel and to the staff.

The panel's recommendations came in three areas. First, the
panel concluded that an independent agency, if it were to be set
up, should include only the OASDI and SSI programs. The panel
considered carefully the question of Medicare, and decided for a
number of reasons that Medicare should not be part of an inde-
pendent Social Security agency.

There were three major reasons for this: (1) it would make more
difficult the task of strong operational management of the Social
Security program itself; (2) it would make more difficult a coherent
approach to health care policy in the executive branch, and (3) it
would leave the Department of Health and Human Services with-
out sufficient responsibilities to merit departmental status.

On the other hand, the panel concluded that with the Health
Care Financing Administration-Medicare and Medicaid-still in
the Department, it would continue to constitute a coherent Cabinet
unit. In fact, the name Department of Health and Human Services
would describe the Department's functions even more accurately.

At that time SSA included other smaller programs. I guess ev-
erything is small compared to Social Security. These other pro-
grams-AFDC, Child Support Enforcement, Refugee Assistance,
and Low Energy Assistance-were part of the Social Security Ad-
ministration in 1981. These programs have subsequently been re-
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moved from the Social Security Administration and set up in a
new Department of Health and Human Services agency. The
panel's report recommended that an independent agency not in-
clude these four programs, and that point is moot, of course, now.

Senator MOYNIHAN. I guess I should, of the many, many things I
do not know, I did not know that AFDC had been in Social Securi-
ty technically.

Mr. SHIP. Yes.
Senator MOYNIHAN. They removed and it has not been seen

since. I mean where it went, nobody knows.
Mr. SHIPP. Well, it was out and then it was in, and then it was

out again.
Senator MOYNIHAN. Yes.
Mr. SHIPP. The panel recommended a single administrator to be

the head of this agency with a nine-member advisory board. The
nine-member board would have advisory functions only. The oper-
ational responsibility, the management responsibility, would be
lodged in a single administrator.

The panel did consider its charge carefully to evaluate the merits
of a three-member board and decided against it, I think largely on
grounds that a clean and crisp organizational responsibility should
be lodged in a single official. Also the fact that the-the panel rec-
ommended that this administrator have a 4-year term of office, to
be consistent with the term of the President. In other words, a new
President could appoint a Social Security Administration for a 4-
year term.

The final set of panel recommendations involved the delegation
of management authorities. You have discussed already, Mr. Chair-
man, some delegation of authorities for personnel matters, for fa-
cilities, and for computer acquisitions. The panel's recommenda-
tions were consistent with these suggestions and with ideas for
management authority delegations that have been developed since
1984.

The panel would have established a transition process for moving
from the current system to a new independent agency. The Com-
missioner of Social Security at the time would be named acting ad-
ministrator of the new agency. This acting administrator would be
charged with responsibility for consulting with the GAO, with the
GSA, and with the OPM and agreeing on how these delegations
might take place and what kinds of oversight responsibilities still
should remain with the regulatory agencies.

With that, Mr. Chairman, let me conclude. If you have any ques-
tions, I will be glad to try to respond to them.

[The prepared statement of Mr. Shipp appears in the appendix.]
Senator MOYNIHAN. We will hear your colleague, Mr. Delfico.
Mr. SHIPP. Yes.
Senator MOYNIHAN. And we welcome you, sir--
Mr. DELFICO. Thank you.
Senator MOYNIHAN [continuing]. After that formidable study on

the Social Security trust funds, which you did for this Committee
and which still echoes and is still unresolved, but you asked the
right questions and they remain to be answered.

Good morning again, sir.
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STATEMENT OF JOSEPH F. DELFICO, DIRECTOR, INCOME SECU-
RITY ISSUES, HUMAN RESOURCES DIVISION, GENERAL AC-
COUNTING OFFICE
Mr. DELFICO. Good morning and thank you, Mr. Chairman.
I would first like to touch on a few key points regarding S. 216-

the bill to create an independent SSA. Since the National Commis-
sion on Social Security Reform advocated independence, about 8
years ago, many changes to the agency's operational environment
have occurred which could affect the perceived need for independ-
ence.

The financial crisis surrounding the Title 2 trust funds, as you
know, has subsided. The threat of wholesale automated data proc-
essing systems failures has also been reduced, and our work shows
there has been major management improvements over the past
years at SSA.

What we found is that SSA's longstanding management prob-
lems were caused by the lack of, in our view, strong, stable leader-
ship, the lack of adequate management processes, and the lack of
sharply focused and consistent priorities within the agency. Correc-
tions to any of these problems, or at least to most of them, can
occur whether SSA is independent or continues to be part of HHS.
But, in our view success is more likely if a single administrator
runs the agency rather than a board.

Under S. 216, as you know, the leadership of SSA is invested in a
three-member board which is assisted by an executive director to
direct operations. We believe the board structure as envisioned in
the legislation would have an advantage of helping to improve the
policy development activities within the agency.

However, our work has convinced us that the board structure
has significant operational and management weaknesses. We testi-
fied in April of this year that we believe that the most effective
form of leadership would be a single administrator with a fixed
term of office. Our work has shown that boards are not as effective
as single administrators, particularly for managing operating agen-
cies like SSA.

Over the years, we compared the board structure with that of a
single administrator for several Federal agencies, including the Nu-
clear Regulatory Commission, the Federal Communications Com-
mission, and the Consumer Product Safety Commission. We con-
cluded that these agencies would have been more effective if they
were managed by a single administrator, and we have reports on
each one of these agencies.

There is other evidence which suggests that boards are not as ef-
fective as single administrators. Studies such as those by the
Hoover Commission, the Ash Counsel, and the Railroad Retirement
Commission have recommended changes to improve board-run
agencies or found little value in the board leadership of agencies
and have advocated their abolition.

Given the problems that SSA has experienced in its operation
and the frequent need for direct and swift, clear management
action, we do not believe that it should have a leadership structure
that could result in diffused and sometimes confusing direction
over its operations. The best leadership structure, as I mentioned
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earlier, for an independent SSA would be a strong single adminis-
trator as the head of the agency appointed for, we believe, an 8.
year fixed term and assisted by an advisory board--

Senator MOYNIHAN. Eight years.
-.--- Mr. DELFICO. Yes, with an advisory board for policy matters.

With regard to the personal earnings and benefit statement and,
the legislation that you have introduced, we stated last year in our
testimony before the Subcommittee that we believe there is merit
in providing covered workers with better information about their
Social Security earnings and benefits as would be required by your
legislation.

One of the several advantages is that, in our view, it provides
people with the opportunity to verify the accuracy of their earnings
records and if necessary, to resolve any discrepancies they may
have. The failure to post or to accurately record earnings informa-
tion could affect both workers' eligibility for and the amount of
Social Security benefits.

As we have reported in the past, SSA recorded $-58.5 billion less
in workers' earnings than the Internal Revenue Service recorded
for the period 1978 through 1984. Because of this, 9.7 million indi-
viduals could have uncredited earnings and that beneficiaries lost,
on the average nearly $17 a month. SSA is currently working
though to resolve these discrepancies, and we are working with
them to do that.

Since the inception of PEBS, SSA responded to nearly 4.6 million
requests for earnings statements from covered workers. In turn,
through April 1989, these statements generated about 54,000 cases
in which earnings discrepancies were found by the requesters. SSA
estimates that 3 percent of all requested earnings would result in
follow-up work to clear up discrepancies. In the long run, PEBS
may be SSA's most effective tool for assuring the accuracy of earn-
ings records, and we are in much favor of that.

However, before legislatively mandating a personal earnings and
benefits statement, the Subcommittee should consider the range of
costs for doing so. Along these lines, SSA is currently conducting a
pilot test to determine whether it is feasible and useful to periodi-
cally send similar statements to all covered workers. This test will
also determine the costs and the resource impact, as well as the
operational problems. This effort should be done in about a year
from now at which time we will be able to and you will be able to
determine the alternatives and costs for routinely providing earn-
ings and benefits statements to all covered workers.

Mr. Chairman, that concludes my testimony. We would be happy
to answer any questions if you have any at this time.

[The prepared statement of Mr. Delfico appears iii the'appendix.]
Senator MOYNIHAN. Yes.
Listen, the two of you, thank you very much, and I am going to

ask you to do something which I know both of you like to do, which
is to think. Go away and think about this subject for us a bit.

We have, I believe, something different from a problem in public
administration here. I think we have a political problem, and you
are, both of you, distinguished public servants and you have
learned to make that distinction.
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You, Mr. Delfico, say, for example, "given the frequent need for
direct, swift and clear management action." I do not think there is
a frequent need for direct, clear, and swift management action in
Social Security. Why do I think that? Because it works so well in
spite of the leadership it has had in the last 20 years. I mean, you
know, despite everything government could do at the top, the
checks go out. They are never a day late or a dollar short. Thirty-
nine million people get these checks.

But on the other hand, many do not believe they are going to get
them. That is the political problem. We have the big problem that
you focused on, which is that we are getting a billion dollars a
week in surplus and it comes from a payroll tax-the first penny
ou earn as a waitress, you pay taxes on it--and that money is
eing used to finance the current consumption of government.
I mean I do not want to get out of control here, but the Soviet

Union has just introduced a graduated income tax and we have
just abolished ours, you know. That has got me confused, and we
found $28 billion sort of going off in one direction and nobody
knew.

My thought about a governing board is simply that there be a
minority voice there. You know, if the Democratic party, which is
the party of prudence and care and concern, should become too
prudent, you know, say maybe a Republican might want to say,
"Loosen up a bit, friends and take care of the widows," or vice
versa.

The voice that needs to be heard is the voice of large issues.
"Now just wait a minute. Are we saving this money or are we
not?" The administrative issues or the management issues are of a
kind that can be routinized and, you know, you are not a captain
on a bridge where you have to make a quick decision. You know,
"What is that over there? Is that a missile coming at me, or are
those swallows?" And it can make a difference whether you get it
right.

Will you think about that? Because we know and understand and
respect advice. But I think it is up to us to perhaps give you the
contrary case, and I do not think we have done that well. But do
you hear a little bit about what I am saying'?

Mr. DELFICO. Mr. Chairman, I do, and we have struggled over
this ourselves. Clearly, in the 4 years we have been dealing with
this particular issue, the line between politics and operations,
policy and operations wavers back and forth, but there is a clear
line. We, as you see from our statement, and very concerned about
the management and the administration of SSA.

Senator MOYNIHAN. Yes.
Mr. DELFICO. It is the most complex agency, in my view, in gov-

ernment to run. It runs like no other agency, and they have done a
marvelous job with a single administrator. Our concern is to
change horses in midstream, as far as the management is con-
cerned, with a board. Boards are usually indecisive, slow, and inef-
fective in running agencies. This gives us some--

Senator MOYNIHAN. Well, in another capacity we have watched
that with some considerable concern in the nuclear regulatory
body. But we have issues of public confidence.

Mr. DELFICO. I understand.
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Senator MOYNIHAN. Arid say there are three people up there and
there are two parties. They watch each other and they do not have
to be told what to do by someone in OMB and your money is going
to be there. What worries me is that people do not believe it, and
if, on your question-and I will not keep you any longer-but your
question about should we mail out these statements on a regular
basis. Ten years ago, sir, I would have listened to OMB with great
attention on that and deference, which I still do. But do you know
the mail you do get today from some groups about your Social Se-
curity condition? Have you ever seen those things?

Mr. DELFICO. Not unless I ask for it.
Senator MOYNIHAN. I mean about how they are going to take it

away from you.
Mr. DELFICO. Oh, I see. Yes.
Senator MOYNIHAN. You know, "Attention: Post Master. Official

Document. Your livelihood is about to be ripped apart," and people
get scared. I am quite serious about this. I have 18.5 million people
I represent, and I go around to a lot of town meetings.

Oh, you know the 67-year old business person gets this stuff and
he or she has seen a lot of things and may not be concerned, but
the 82-year old widow gets it and is terrified. You know, "Are they
going to take my Social Security away from me?"

A new kind of problem has emerged in the 1980's. This is a new
thing, and it affects the level of public acceptance and understand-
ing. We have a problem of stability, of understanding and confi-
dence.

And we thank you both very much. We asked for your advice
and we are going to take it with great attention.

Mr. Shipp, I do not think this Committee has ever had a chance
to thank you and Mr. Staats' Commission for its work. I would like
to-the public never says its thanks very well, as you know very
well.

Thank you both, gentlemen.
Mr. DELFICO. Thank you, Mr. Chairman.
Senator MOYNIHAN. And now we have a final and concluding

panel. I am conscious of the time that our guests have had to wait
here, and we are approaching the noon hour when we are supposed
to conclude. So we are going to go right ahead. I am going to ask
that if we could keep the statements to some reasonable length so
we can conclude on time.

Our panel consists of Mr. Gene Lehrmann, who is Vice Chair-
man of the Board of Directors of the American Association of Re-
tired Persons, the largest membership organization in the world, I
guess-well, I suppose the Baptists would get mad if I said that-
but certainly the largest public association of its kind in our coun-
try today; Mrs. Martha McSteen, who is President of the National
Committee to Preserve Social Security and Medicare, and formerly
an Acting Director of Social Security; and Mr. John Sturdivant,
who is National President of the American Federation of Govern-
ment Employees.

And we welcome you all.
Mr. Lehrmann, this randomized list has you first, and we wel-

come you, sir.
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STATEMENT OF GENE LEHRMANN, VICE CHAIRMAN, BOARD OF
DIRECTORS, AMERICAN ASSOCIATION OF RETIRED PERSONS,
MADISON, WI
Mr. LEHRMANN. Thank you very much. Good morning, Mr.

Chairman.
I am Gene Lehrmann, a member of the Board of Directors of the

American Association of Retired Persons. The Association appreci-
ates the opportunity to testify--

Senator MOYNIHAN. May I just say that the statement will be put
in the record as if read, and you summarize or extemporize as you
like.

Mr. LEHRMANN. Very good. Thank you.
The Association appreciates the opportunity to testify on improv-

ing confidence in Social Security. AARP believes that confidence in
Social Security will be enhanced by establishing an independent
agency to administer the program and by providing personal bene-
fit statements to workers. We commend the Chairman for his lead-
ership on these issues of importance to Social Security.

The AARP supports S. 216, introduced by the Chairman to create
an independent agency to administer the Social Security and Sup-
plementary Security Income programs. Adoption of this legislation
would ensure that both programs are administered in a stable and
professional manner.

Confidence in SSA has been eroded over the past several years,
due in part to the agency's longstanding problems in management
and service delivery. Strong, stable, and independent leadership at
SSA could help correct some of these problems.

Throughout most of its history, SSA was hailed as a hallmark
Federal agency, providing quality service to the public in a cost-ef-
fective way. However, since the late 1970s, SSA has endured suc-
cessive and rapid turnover in its top leadership. As the General Ac-
counting Office reported, the short tenure of many recent SSA
commissioners has contributed to the agency's inability to establish
clear management priorities or develop a consistent direction.

Likewise, its current status as part of the Department of Health
and Human Services has made it more difficult for SSA to operate
solely from a Social Security agenda.

Senator MOYNIHAN. Yes, yes.
Mr. LEHRMANN. Furthermore, the current status of SSA makes it

vulnerable to the imposition of policies and practices which inhibit
the agency from fulfilling its mission. The most conspicuous exam-
ple of such policy making is the Office of Management and Budget-
ing ordered 5 years 17,000 persons staff reduction. That action was
unwarranted since the programs administrative cost, financed out
of the trust funds, already are extremely low. Decisions such as
that one, made without consideration of what is best for Social Se-
curity, undermine the faith of current and future beneficiaries in
the ability of the Social Security Administration to provide a com-
petent, effective, and humane means of delivering services.

AARP believes that S. 1079, which requires that workers receive
Social Security account statements, would bolster worker confi-
dence by reassuring them of the program's ability to provide ade-
quate financial benefits. Such statements also have additional ad-
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vantages. They remind workers of the comprehensive benefits pro-
vided by Social Security. These statements are also valuable retire-
ment planning tools. In addition, they contain important informa-
tion regarding a worker's earning record. In order for a worker to
receive the proper benefit amount, these statements must be accu-
rate.

AARP supports the principals behind both S. 216 and S.1079.
They represent important means of bolstering worker confidence in
Social Security. We look forward to working with the Chairman
and the Committee towards enactment of both these pieces of im-
portant legislation.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Lehrmann appears in the appen-

dix.]
Senator MOYNIHAN. We thank you.
Why is it that when the AARP comes before us, they always say

everything they have to say in 41/2 minutes? It is a skill which we
have never developed on this side.

We will wait until we have heard from everyone, and now we
hear from Mrs. McSteen.

STATEMENT OF MARTHA McSTEEN, PRESIDENT, NATIONAL COM-
MITTEE TO PRESERVE SOCIAL SECURITY AND MEDICARE,
WASHINGTON, I)C
Mrs. MCSTEEN. Mr. Chairman, I am Martha McSteen, President

of the over 5 million-member National Committee to Preserve
Social Security and Medicare.

We welcome the emphasis you are placing on improving public
confidence in Social Security. Social Security is the foundation on
which workers build to protect themselves against the loss of
income due to retirement, disability, or death, yet confidence in the
system has been shaken.

Seniors are concerned about a decline in service and in the
future of the system. The young are concerned that Social Security
will not be there for them when they retire despite the taxes that
they-now pay. All are concerned about "their" Social Security and
that Social Security be fair, whether to workers or disabled widows,
notch babies, or working spouses. No proposal would do so much to
restore public confidence in the system as would the adoption of
your legislation to make Social Security an independent agency.

The National Committee's legislative plan made your proposal a
priority because it is our conviction that a return of Social Security
to independent status would remove the agency a step from the po-
litical pressures that have lessened the effectiveness of the agency
and undermined the public confidence in the integrity of the
agency.

The hallmark of the Social Security Administration through the
years has been service to the public. When the millions of Ameri-
cans who worked hard and paid Social Security taxes came to file
for benefits, they rightly expected to receive accurate information
about their entitlement in a timely and courteous manner. Gener-
ally, Americans were well served. As time passed, however, the



39

leadership of the Social Security Administration became politically
oriented.

Senator MOYNIHAN. Yes.
Mrs. MCSTEEN. In the past I have spoken in opposition to the

concept of an independent agency because I had faith that the
Social Security Administration could be effectively managed to ful-
fill its commitment to the present and future generations. I have
changed my point of view because I believe that faith has been
broken.

Mr. Chairman, you have already demonstrated leadership in re-
storing that faith, as you did most recently as a member of the Na-
tional Economic Commission. Seniors have been able to count on
you. Your introduction of the Social Security Trust Fund Saving
Act and your legislation to require SSA to periodically send a per-
sonal earnings and benefit estimate statement to every worker
over 25 are both bills that strengthen Social Security and would
help to restore confidence in the system.

Current fears and misconceptions will be overcome only when re-
sponsibility for Social Security and Supplemental Security Income
is placed in the hands of a bipartisan board committed to the pro-
grams and given full authority to select and employ an executive
to manage the agency. Social Security should be managed solely in
the interest of American workers and retirees and not to satisfy po-
litical agendas.

Mr. Chairman, the National Committee supports the creation of
the Office of Beneficiary Ombudsman, as called for in your legisla-
tion. We also urge you to adopt a beneficiary bill of rights.

Our country will continue to face a number of important Social
Security issues in the future. Now is the time to reassure all Amer-
icans that Social Security is sound, reliable, and still has the flexi-
bility to adjust to current and future needs. Never has there been a
greater need for stability in the system and confidence in manage-
ment. Your proposal for an independent agency is truly essential to
restore public confidence in Social Security.

Mr. Chairman, thank you for this opportunity to comment.
[The prepared statement of Mrs. McSteen appears in the appen-

dix.]
Senator MOYNIHAN. Mrs. McSteen, I want you to know, I have

had a plan for years-it has not come to anything-but if there
was room for one more statue in Washington, it would be to a
public official who changed his or her mind. [Laughter.]

There ought to be one. I mean you are a career civil servant,
public servant, a very distinguished one, and now you are in an ad-
vocacy position. You have seen both sides of this issue and you
have come around. It is really very impressive, and thank you for
that.

And, of course, Mr. Sturdivant.

STATEMENT OF JOHN N. STURDIVANT, NATIONAL PRESIDENT,
AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES, AFL-
CIO, WASHINGTON, DC
Mr. STURDIVANT. Thank you, Mr. Chairman.
I will just summarize my remarks. I have a prepared statement.
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Senator MOYNIHAN. Yes, sir.
Mr. STURDIVANT. I am president of the American Federation of

Government Employees, AFL-CIO. Our union represents more
than 700,000 Federal employees throughout the government, in-
cluding some 55,000 workers in the Social Security Administration.

Thank you for this opportunity to testify on the establishment of
Social Security as an independent agency and the issuing of annual
account statements for prospective Social Security beneficiaries.

AFGE supports the establishment of Social Security as an inde-
pendent agency, whose function would be to administer the OASDI
and SSI programs. The bill being considered here today, S. 216, ac-
complishes this goal and specifies that the new independent SSA
would be directed by a board consisting of three members with
broad authority in setting policy directions, which would also in-
clude personnel management policy.

We believe that an independent Social Security board has the po-
tential to provide an important foundation for positive change at
SSA. Its authority could serve as an important first step in depoliti-
cizing the agency and assuring that those who run the agency have
as their greatest concern the integrity of the Social Security system
and the interests of the public that it serves.

However, as it stands, the existing bill has some shortcomings
with respect to its provisions for employee rights and protections,
such as those which exist in the Civil Service system. In our writ-
ten testimony, submitted for the record, we detail the amendments
we feel are needed before we fully endorse the bill. These amend-
ments are aimed at protecting the employees of SSA and assuring
that the merit principals upon which the Civil Service system rests
are honored in the new agency.

AFGE also supports S. 212, the bill which directs SSA to provide
annual statements of personal earnings and potential benefits for
all workers covered by Social Security. We support this bill because
we feel it would enhance public confidence in the Social Security
system, give workers a welcome opportunity to reconcile their pri-
vate records with those of the SSA, and finally, because it would
encourage the SSA to pay more careful attention to the posting of
earnings.

Our only concerns relate to the implementation of the new law.
As a new service, the issuing of these statements will cost money
and additional resources. One of AFGE's greatest difficulties with
the SSA has to do with understaffing, a problem which has arisen
from reduced staffing levels at the same time that the workload
has increased due to new functions and an increased number of
beneficiaries. To accommodate the costs associated with the provi-
sions of the new service, we ask that the Congress be certain to
provide the additional resources necessary to meet the increased
demands which will come from this new law.

Again, I wish to express my appreciation to the Committee for
moving forward so quickly in this Congress with both pieces of this
legislation. We want to see the SSA established as an independent
agency, and we believe that it can be accomplished in a manner
which also provides clear employee protections. We look forward to
working with the Committee in order to address our concerns with
the existing bill.
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Thank you for the opportunity to appear before you today to
present AFGE's views on these important bills, and I would be
happy to try to respond to any questions that you might have, Mr.
Chairman.
-[The prepared statement of Mr. Sturdivant appears in the appen-

dix.]
Senator MOYNIHAN. Thank you, sir.
May I say that it is a very special thing to have you here. I am

indeed getting in my anecdotage, and there is nothing to be done
about that. But the first assignment I had as a young Assistant
Secretary of Labor in President Kennedy's Administration was to
be Secretary to the Committee on Employee Management Rela-
tions, which recommended in the course of his first year in office
that at long last, after the postal employees had been organized for
a century--

Mr. STURDIVANT. Yes.
Senator MOYNIHAN. [continuing]. That there be union recognition

in the Federal government, and the AFGE was a little group of
about 40,000 people in those days, and you now have 700,000, and
you have every right. You do your work well. Any points you want
to make in your testimony about what you would like to see in this
bill will be listened to with great attention by this person, this
member of the Committee, and you are representing your employ-
ees.

Mr. STURDIVANT. Thank you, Mr. Chairman.
One of the things that-in fact, I just came back from Chicago

where--
Senator MOYNIHAN. You are representing your members, not em-

ployees.
Mr. STURDIVANT [continuing]. I had an opportunity to visit the

Harold Washington Program Service Center in Chicago, and I just
have to continue to point out the problems we are having with the
understaffing in the Social Security Administration.

Senator MOYNIHAN. Let me ask Mrs. McSteen and Mr. Lehr-
mann.

Do you get reports of this as a problem, Mr. Lehrmann?
Mr. LEHRMANN. Yes, periodically we do get reports from people

who are trying to get information and who have to wait in long
lines to get information. So there is, we think, a lack of direct re-
sponse to people and something that is very important as far as
older people are concerned.

Senator MOYNIHAN. Mrs. McSteen?
Mrs. MCSTEEN. Yes, there is great concern and I receive not only

letters from the members, but also anonymous calls from Social Se-
curity people who complain about what is going or not going on.

Senator MOYNIHAN. Yes.
You know, it is not as if they were not a lean operation. I mean

it costs 1 penny on the dollar to look after 39 million beneficiaries
and 125 million contributors. It was Bob Ball, I think, who said it
very nicely that when automation came along, yes, you are going
to save some manpower, and that is good. But should you then
have said, "Well, since we do not have a problem of overhead here,
can we use this to provide better services where we are a little
short?" instead of cutting 17,000 people out of a group of F0,000. If
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they have done that at the Pentagon lately, I have not heard of it.
Have you?

Listen it is a matter of great importance to this Committee that
the AARP and your organization, Mrs. McSteen, should be here
and that we have uniformity. We have agreement on the three
major organizations, and you do not always agree, nor should you.
But you do agree here, and you have all earned the right to speak.
I mean, the organizational effort, the attention to detail, the com-
mitment that you all have brought to this are very good. I want to
say this could not be a more positive note on which to end this
hearing.

I want to ask our very capable staff if they have any particular
questions they would like to---

I would like especially to thank Mr. Ed Lopez, who is the profes-
sional staff who has put the hearing together.

I thank our indefatigable recorder. We have given you a lot to
work with today.

I think this promises a very important change in the confidence
senior Americans, senior citizens, can have in a system that is ab-
solutely essential to them, and they have paid into it and they have
a right to receive benefits. But perhaps more importantly, the
people who are now in the working years, their support of the
system is absolutely essential, and they have to know that they are
supporting something that will be there when they need it and also
to know it is there when they might need it now in circumstances
of personal difficulty.

I am very pleased. I am grateful to you all. I am grateful to our
audience for its kind attention, and we will call the hearing closed.

[Whereupon, at 12:07 p.m., the hearing was concluded.]
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PREPARED STATEMENT OF ROBERT M. BALL

Mr. Chairmam and members of the committee: My name is Robert Ball. I was
Commissioner of Social Security from 1962 to 1973. Prior to my appointment by
President Kennedy I was a civil service employee of the Social Security Administra-
tion for some twenty years. Since leaving the government in 1973, I have continued
to write and speak about Social Security and related programs. I was a member of
the 1978-79 Advisory Council on Social Security and more recently was a member
of the National Commission on Social Security Reform, the Greenspan Commission,
whose recommendations were included in the 1983 Amendments.

I am testifying today as the Chair of the Independent Agency and Administration
Committee of the Save Our Security (SOS) Coalition. SOS is a coalition of over 100
national, state, and local organizations with a combined membership of over 40 mil-
lion people divided more or less equally between those currently contributing to the
Social Security program and those currently receiving benefits. The coalition in-
cludes labor organizations, organizations of the elderly, organizations of the disabled
and religious, and charitable and educational organizations. The coalition was
founded some ten years ago by the late Wilbur J. Cohen, myself and many other
individuals and organizations with a strong interest in preserving a sound Social Se-
curity system. Its present Chair is Arthur J. Flemming, former Secretary of Health,
Education and Welfare. The views expressed here, of course, are not necessarily
those of any other organization with which I am associated.

I would like first to tell why we in SOS strongly favor the passage of S. 216 and
then why we also strongly favor passage of S. 1079.

THE IMPORTANCE OF REESTABLISHING AN INDEPENDENT SOCIAL SECURITY BOARD

SOS believes it would add significantly to public understanding of the trustee
character of Social Security as a retirement and group insurance plan if the pro-
gram were administered by a Board directly under the President. Social Security
with over 60,000 employees and some 1300 district offices across the country is one
of the very largest direct line operations of the Federal government. It does not
make sense administratively to have this huge program, which intimately touches
the lives of just about every American family, operated as a subordinate part of an-
other government agency. The management of Social Security could be made more
responsive to the needs of its beneficiaries and contributors if it were free from the
frequent changes in the levels of service to the public which grow out of short-term
decisions about employment ceilings and the varying management value systems
which follow the frequent changes of Health and Human Services Secretaries and
their immediate staffs. But most important, an independent Board would be visible
evidence that contributory social insurance was a trust responsibility with vast com-
mitments for the future and therefore different from other government programs.

Just about every American has a major stake in protecting the long-term commit-
ments of the Social Security program from fluctuations in politics and policy. The
administration of Social Security by a separate Board would strengthen public confi-
dence in the security of the long-run commitments of the program and in the free-
dom of the administrative operations from short-run political influence. It would
give emphasis to the fact that in this program the government is acting as trustee
for those who have built up rights under the system. We are, therefore, very much
in favor of the passage of S. 216.

(43)
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It seems to us that setting up social Security as an independent agency under a
bi-partisan Board is particularly important at this time. There has been an erosion
of public confidence in the system due in part to financial problems in the late
1970's and early 1980's, and although the financing of the program is now on a
sound basis, it is going to take some time to restore full public confidence. Making
the program an independent agency under a Board form of organization with bi-
partisan membership would be a helpful step in bringing about this much needed
restoration of confidence.

The issues here are not by any means entirely administrative. The argument for
an independent agency is largely administrative, but the argument for the Board
form of organization on a bi-partisan basis with the continuity arising from term
appointments is desirable primarily to underline the long-range character and trust-
ee nature of the government's responsibility. In addition, the fact that the Board is
bi-partisan acts as a brake on major swings in policy, particularly those of doubtful
validity. It seems unlikely that under a Board form o organization we would have
had the major shifts in the administration of the disability program that has char-
acterized the last several years. A Board with a minority member would have been
unlikely to remove hundreds of thousands of people from the disability rolis and
later restore benefits to a large percentage of them through the appeals process.
Nor would a Board have adopted a policy stance that caused many Governors under
contract with Social Security to refuse to carry out Social Security's directions. And
a Board would have been unlikely to pursue a course overturned by the courts in
literally hundreds of cases. I would have expected, rather, that at least the minority
member of the Board would have raised public questions about the policy before it
was adopted, and it is even more likely that a majority of the Board would have
thought a long time before adopting such a damaging set of policies. Under the or-
ganizational set-up in effect in the 1980's, policy seems to have gone directly into
action by agreement between OMB and the Commissioner of Social Security without
much review, certainly without a bi-partisan review.

Even on smaller matters such as administrative reorganizations, 1 believe a Board
would have been more conservative and advisedly so. For awhile Social Security
seemed to be getting a new Commissioner every year or two and with each new one
a sweeping reorganization. Such constant change is damaging to performance.

Another example of an administrative decision where the checks and balances of
a bi-partisan board might have been useful is in the planned reduction of Social Se-
curity's staff over the six-year period from 198. to 19!0. The plan has been for a 20
percent reduction from the 1984 full-time equivalent level of approximately S0,000
people down to 63,000.

There is little doubt but that some reduction in staff has been desirable due to the
further automation of Social Security procedures. But a question can be legitimately
raised about the plan adopted. It may be true, as some studies have suggested, that
Social Security is delivering a level of service that the public perceives as not great-
ly inferior to what it delivered in 1981, but I believe a bipartisan Board would have
carefully examined whether service could and should have been improved fru;in the
1984 level as automation was further introduced, rather than translating the tech-
nological advances entirely into reduced staffing. I believe, too, a bipartisan Board
would have looked at some of the less visible operations of Social Security-the se-
lection of representative payees and an accounting of their trusteeship, the reinves-
tigation of disability recipients diaried for possible recovery, post-entitlement work
generally and the administration of the Supplementary Security Insurance pro-
gram, including the vigor of the outreach program.

The reduction of 17,000 full-time equivalent positions was a number negotiated
with the Office of Management and Budget primarily with the object of reducing
administrative costs. But in OASDI the more relevant question may be how to
maintain good public service and how to improve service, not how to get by with
fewer people. A bi-partisan Board might well have taken the view that, since admin-
istrative costs are only about I cent out of each Social Security dollar and are paid
for out of dedicated deductions from workers' earnings and matching contributions
from employers, savings from automation should go first to improved service-
making sure that district offices are efficient and pleasant places for the public to
carry on its business with Social Security, making sure there is adequate outreach
service from the district offices to people who have difficulty getting to the office,
making sure there is adequate public information activity, making sure handi-
capped people have sufficient help with their Social Security business, making sure
the telephone service is adequate so that people do not have to wait on the phone
for long periods of time in order to reach an office, and, in general, making sure the
administrative values are those of the highest level of a public service agency.
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What has actually happened is a negotiated arrangement between Social Security
and OMB, with the emphasis on the reduction of staff and lower administrative cost
and without the kind of emphasis on service levels that is important in this kind of
program. It may even be that saving administrative money has cost more in benefit
payments because of an inability to pay proper attention to the integrity of the pay-
ment rolls. I believe a bi-partisan Board very likely would have done better, or the
minority member would have made an issue of it, just as I believe he or she would
have protested the policy decisions that led to the disability disaster.

So there is in the bi-partisan Board organization, I believe, a check on unwise
action as well as an institutional arrangement which will give people confidence in
the handling of the finances of the program and confidence in the objectivity of ad-
ministration. By and large, these are the advantages of a Board form of organiza-
tion rather than day-today administrative efficiency.

The case for an independent agency can be made on administrative grounds
alone. As pointed out by the Grace Commission, making a huge operation like Social
Security a subordinate part of a Department creates duplicating staff' services and
repetitive levels of decision-making. Duplication is almost unavoidable. Social Secu-
rity is big enough to have its own personnel services, budgeting, comptroller activi-
ties and everything it takes to make a big organization work. At the same time, a
Secretary's staff feels the need to understand and control the activities of the subor-
dinate unit so that the relationship between the agency and the outside world tends
to be filtered through a second level of staff activity.

Now it is true that, in practice, during the initial period the Social Security Ad-
ministration was part of a department, it enjoyed a very substantial degree of inde-
pendence. This was certainly true when I was there, but I have a strong impression
that the independence has eroded. It is vcry likely that one reason there was such a
contrast in the implementation of the Medicare program, which went -extremely
smoothly, and the implementation of the Supplemental Security Income program,
which was pretty bumpy, ,'as the degree of delegation which the Secretary and his
staff were willing to make to the Social Security Administration. In the implemen-
tation of Medicare there was a very strong delegation to Social Security, and it was
the only way that the program could have been put into effect successfully in the
time available. The tasks were enormous, and if decisions had been held up at the
Secretary's level, there would have been an impossible situation. In that setting,
Social Security operated almost as if it had been an independent agency, making its
own arrangements with the rest of the government and receiving great hell) and
support from the rest of the government.

In the case of the implementation of the Supplemental SVcurity Income program,
policies had to be cleared in the Secretary's Office whether they were fundamental
questions of direction or not, whether they were solvly adnilinistrative issues, pro-
curement issues, or whatever, and the result was inevitable delay, duplication, and
lack of clarity in instructions out to the field where the work was being done.

So it is possible to administer the Social Security program well within a l)epart-
ment, providing there is more or less complete delegation to the organization. On
the other hand, there is almost no contribution, if any, to the smooth functioning of
Social Security from being a subordinate part of a 1)eparitment, and in recent years
there have been very strong disadvantages in the layers of clearances required.

Mr. Chairman, I believe S. 216 also greatly improves both the appearance and re-
ality of the trustee function. Under present law, the managing trustee of the Social
Security trust funds is the Secretary of the Treasuy. lie is very much in charge.
The other trustees do not have much authority under the Act although they do
have responsibility in connection with the trustees' annual report to Congress. In-
vestment is just about completely in the hands of the Secretary of the Treasury,
with the Board as a whole charged only with reviewing the general policies followed
in managing the trust funds and recommending changes in such policies. Ordinarily
this does not create difficulty because the statute itself carefully determines the
coupon rate on new investments in securities issued solely to the trust funds, which
in recent years have been the only investment instruments used. The areas in
which the statute grants discretion to the Treasury are: 11) the extent to which the
funds might buy and sell United States' securities on the open market; (2) the
extent to which the funds might buy and sell securities guaranteed as to principal
and interest by the United States; and (3) what the maturity dates should be on the
obligations issued exclusively to the trust funds. The trustees for a long time have
adopted a policy on maturity date, designed to come as close as possible to having
the whole portfolio evenly distributed over a 15-year period. Nevertheless, the man-
aging trustee has considerable statutory discretion on all three of these matters.
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There is something of a conflict of interest between the Secretary of Treasury's
role as the primary trustee of the trust funds and his role as the chief financial
officer of the government. In his role as Secretary of the Treasury he is obligated to
reduce the burden to the general treasury of interest payments to the trust funds.
As the managing trustee of the trust funds lie is charged with securing the highest
possible rate of return for those funds. Most of this conflict has been resolved by
statutory rules that are intended to be fair both to the trust funds and to the Treas-
ury. Yet there is a problem in having one person attempt to exercise both of these
functions. In recent years an outstanding example of a direct conflict of interest has
occurred in connection with the debt ceiling. When the Treasury bumps up against
the debt ceiling it, of course, is unable to borrow for any purpose, including the pay-
ment of interest on the outstanding debt of the United States or the payment of
Social Security benefits. The managing trustee of the Social Security trust funds
more than once has resolved the issue in favor of the Treasury rather than the trust
funds. Specifically, he has cashed in Social Security debt to give room to the Treas-
ury to borrow. In place of interest-bearing securities in the trust funds, the Treasury
made a notation of what was owed to the trust funds, with the intention of later
making good, but it took an act of Congress to make up for the loss of interest and
to restore the integrity of the funds. In the meantime, the trust funds had been put
at some risk of interest loss, and there was, at a minimum, a public relations prob-
lem of loss of faith in the integrity of the Social Security funds. There was no last-
ing financial damage from this activity on the part of thc Secretary of the Treasury,
but it demonstrated clearly the possibility of a conflict of interest between his or her
role as chief financial officer for the whole government and as a managing trustee
of the trust funds.

The Secretary of the Treasury is needed as the day-to-day administrator of the
Social Security funds. Only he is equipped to carry out the routine functions of fund
management, but I believe that the provisions of your bill, Mr. Chairman, are a big
improvement in shifting policy decisions to a new Board of Trustees. S. 216 subjects
the Secretary of the Treasury to policy direction by a Board that has the interests of
the Social Security trust funds single-mindedly at the center of its responsibility.
This is a good move. Policy should be set by a Board of Trustees that does not have
the kind of conflict of interest that a Secretary of the Treasury has inherently.

Some people who oppose setting up Social Security as an independent agency
have argued that Social Security will not be as well represented in the councils of
government as it is today because there will be no one at the Cabinet table to ex-
plain and defend the interests of the Social Security program. Although there is
some merit in this contention, I do not find it persuasive. Surely any President
would invite the Chairman of the Social Security Board to attend Cabinet meetings
when the discussion involved Social Security. Nevertheless, to emphasize this point
you may find it desirable to have the Committee report on this bill make clear that
it is the intention of the Congress that the Chairman of the Social Security Board be
directly involved in White House and Cabinet discussions of all matters that affect
the present and future of the Social Security program.

There is no single right way to organize the functions of the federal government.
Some of the possibilities are to group things together by subject matter similarity.
This is the principle that brought together the two medical care payment programs
of Medicaid and Medicare. Another possibility, however, is to group by type of ad-
ministration, that is whether a program is administered primarily at the Federal
level or primarily at the state level, with the Federal role being one of financing
and standard setting. Still another possibility is putting together those things that
have a similar program approach, such as grouping together all social insurance
programs where the right to benefits grows out of past work and contributions, as
compared to welfare programs where the object is to bring people up to a minimum
standard of living based on an examination of their income and resources.

All of these approaches and others have been used in the past. The principle of
direct Federal operation and the similarity of approach in social insurance led origi-
nally to Medicare being administered by the Social Security Administration, and
there is a case to be made for the return of Medicare to a newly established Social
Security Board. In favor of it are not only the organizational considerations I men-
tioned, but the fact that Social Security has district offices all over the country that
can help people with information about Medicare and with the filing of claims, a
resource not now available to the Medicare beneficiary. But the practicalities are
against such a move at this time. After Social Security is removed from the Depart-
ment of Health and Human Services what remains in the Department are largely
health related programs, and if the Medicare program were also to be removed, the
rationale for the Department is considerably weakened. And undoubtedly the re-
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moval of Medicare would be strongly resisted by most people primarily interested in
health programs. Thus we support the decision of the Chairman to establish an in-
dependent Social Security Board with responsibility solely for Old-Age, Survivors
and Disability Insurance plus the closely related Supplemental Security Income pro-
gram (SSI).

The organizational principle that justifies including SSI in this new entity is the
avoidance of obvious and important duplication in the operation of direct benefit
programs of the federal government. It would be ludicrous to establish a nationwide
network of offices to administer SSI separately from Social Security when most
beneficiaries of SSI are also Social Security beneficiaries. The two programs can be
handled by the same administering agency at greatly reduced cost and greatly in-
creased convenience for beneficiaries if they are kept together. So this should be
done, even though one has to recognize that administering ,hese two programs in
the same agency has created some public confusion, and I must say also, at least in
the beginning, some confusion on the part of the staff in the Social Security Admin-
istration. The SSI program is paid for entirely out of general revenues and is a
direct welfare program. Everybody needs to understand that. The reason for having
the two together are for the convenience of the public and for administrative sav-
ings to the government. They are philosophically and financially very distinct pro-
grams.

At the same time there is no reason for Social Security to be involved once more
in the AFDC program. AFDC is a statt-administered program and there is no signif-
icant beneficiary overlap with Social Security or SSI.

The bill leaves AFDC in the Department as I believe it should. When I was Com-
missioner of Social Security I was at first responsible for the AFIX' program and
the Old-Age Assistance program, the predecessor program to SS, and several small-
er programs, as well as Old-Age, Survivors and Disability Insurance. but except for
broad research and legislative issues there were almost no situations in which there
was any need to consider policy in OASDI at the same time one considered policy in
the other programs. They were just completely separate operations and almost en-
tirely separate policy entities. I had to turn my attention from one program to the
other. You could not look at them together, and they got nothing out of being
grouped together. The time spent in staff meetings by the heads of one agency lis-
tening to the problems of others could have been spent better in other ways.

I would, however, give the research arm of the new Social Security Board a man-
date to pursue research in the whole area of economic security. It is not desirable,
in my view, to restrict the research mandate as narrowly as the bill does. In social
insurance, over the years, one of the most important research questions in the pro-
vision of economic security has been the relationship of social insurance to welfare,
on the one hand, and private activities on the other hand. I would use language
similar to that in the present Social Security Act in describing the research function
of the new agency. If there is some degree of overlap with other agencKies in the
research area, it can be worked out informally without restricting the mandate by
statute. In research there is always more to do than there is money to do it.

I believe the relationship of the new Social Security Board to the Executive Office
of the President, particularly the Office of Management and Budget should be simi-
lar to any Cabinet department. I do not argue that the independence of a Social
Security Board should remove it from the ordinary oversight of the President and
his control agencies. Legislative proposals, for example, should be made by the
President. However, in certain respects Social Security is large enough to conduct
its own service activities and to do so more efficiently. For example, I would certain-
ly grant the new Social Security Board very strong delegations in the personnel
area to determine its own recruitment policies and classification work, and I note
that the bill provides for this on a demonstration basis. I believe, on the whole,
Social Security could do a better job in space management and space procurement
than working through the General Services Administration. It should certainly have
its own General Counsel, as the bill provides, but such Counsel should have the
same relation to the Justice Department as any other Department of government
would have when it came to dealing with the courts.

The object here is not to set up an entity with the same degree of independence,
say, as the Federal Reserve Board which operates very largely outside the Presi-
dent's control in almost all respects. The object here is to secure a combination of
administrative efficiency and to demonstrate an objectivity of administration and a
trusteeship of established rights that is called for by long-range commitments. These
goals by no means require the elimination of the oversight function of OMB and the
other control agencies of the President.
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There is really no logical basis for the present grouping of programs in the De-
partment of Health and Human Services. The relationship of Social Sec-urity to
other agencies within HHS is not very close. In fact, Social Security's relationship
with other government departments is frequently much closer. For example, Social
Security must closely coordinate its coverage decisions and its work with the Inter-
nal Revenue Service which has responsibility for collecting Social Security taxes. I
can think of very little of any importance that Social Security has in common with
the other agencies grouped within the Department of Health and Human Services.

Mr. Chairman, there is just one point in the bill, in addition to the point on re-
search, that gives me pause. Those who advocate an independent agency under the
direction of a single individual rest their case to a considerable extent on the possi-
bility of overlapping functions between the Board and an administrator. They argue
that distinctions between policy and administration are not clear enough to keep
the Chairman of the Board and the administrator out of each other's hair. They
argue that getting agreement within a Board is inherently more difficult than the
decision of one person, and that if you have both a Board and an administrator you
compound the difficulty of responding quickly to administrative problems or in car-
tring out day-to-day operations. They make a good poi t. If all that was at issue was

e efficiency of day-to-day operations, it is probably true that a single head would
be a slightly better form of organization. But as I have tried to point out, there is
much more at stake here than day-to-day operations. Still it is desirable to set up
the Board organization so as to minimize any potential for conflict between the
Board Chairman and executive director, the day-to-day operator.

The relationship that I envision is not too different from that of the Chairman of
a board of a corporation or a non-profit organization and the chief executive officer.
I would give the Board responsibility for selecting the tap administrator, as the bill
does, but I would also give the Board the power to define the duties of the job and
remove the top administrator in the unusual situation where they couldn't get
along. I think there is the potential for a problem if the executive director with re-
sponsibility for operations has a set term and duties defined in statute that are sep-
arate from those of the Board. I think it ought to be made clear that the Board in
all respects is the top authority that it is the Board that is responsible for the whole
program in all its aspects and that they hire a chief executive officer to carry out
their will. I would hope the legislation would put all responsibility in the Board and
let them get the help they need to carry out the work.

This would not by any means result in frequent turn-over in the administrator
any more than is the case in a corporation where the Board of l)irectors hires and
fires the chief executive officer. A Board will not go to the trouble of selecting a top
officer of the caliber needed for this job and then force him or her out without good
reason. That just makes their life more difficult. I believe a Board will be very re-
sponsible in the selection of a person whose primary duties are administrative and
will stick with him or her as long as that chief executive officer is doing a good job.
But don't make it too difficult for them to replace that officer in the event that
things don't go well.

Mr. Chairman, we in SOS fully support S. 216 and believe that its passage would
make a major contribution over the long run to the smooth functioning of our Social
Security system and to the restoration of complete confidence in the integrity of the
program.

THE IMPORTANCE OF PROVIDING A STATEMENT OF ACCOUNT TO AL. PARTICIPANTS IN TIlE
SOCIAL SECURITY SYSTEM

We in SOS also believe it would add significantly to public understanding of
Social Security and to confidence in the program if each contributor regularly re-
ceived a statement of his or her earnings and an estimate of the benefits payable.
As you know, progress has been made toward this goal as computer capacity at
Social Security has expanded, and such statements are now furnished on request.
However, I do not believe this is enough. The government owes it to contributing
workers to keep them up to date on the protection they have earned, in part, so that
people can plan well ahead of time to provide supplementary retirement protection
to the extent they feel they need it and to provide additional protection for their
survivors and dependents in the event of death or disability. Equally important, I
believe such statements would reassure people about the dependability of Social Se-
curity and also help them realize what important protection they are getting for the
contributions they and their employers are making.

It is shocking that nearly 50 percent of the people in the country, according to the
latest polls, do not have confidence that they will receive Social Security benefits as
promised. I believe that the passage of S. 1079 would help immeasurably to improve
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contributor confidence in the program. As it is now, people contribute to Social Se-
curity year after year after year and never hear anything back. They must wonder
what happens to their money!

We believe also that there is a tendency to very substantially undervalue the
amount of protection Social Security provides; estimates of protection earned by the
individual worker is the best way to change this misperception. Probably most
people realize that once Social Security benefits are awarded they are kept up to
date with increases in the cost of living, but probably not many realize that prior to
the time benefits are awarded social Security protection is kept up to date automati-
cally with increases in the level of living. I am doubtful that the majority of contrib-
utors have absorbed the fact that benefits automatically rise with wages-not just
with prices-and that workers retiring 25 and 50 years from now will be awarded
benefits equal to the same proportion of wages current at that time as workers re-
tiring today receive as a proportion of today s wages. Dollar benefits will, of course,
be much higher, but benefits will also be higher in real terms to the extent wage
increases outpace price increases. It is not possible to get this story across without
relating it to the individual's own situation; he or she needs to see concretely how
much protection they are earning.

We have a good old-age, survivors and disability insurance program today and it
is very popular, but understanding of the program is only about an inch deep and
that makes it vulnerable to demagogic attacks.

I hope very much that S. 1079 passes quickly. I am only sorry it will take so long
after passage to get the operation into full gear, but I assume the year 2000 is the
first year the Social Security Administration thinks it can do the full job. I can un-
derstand why they want to be cautious, but maybe later this timetable can be speed-
ed up.

I have carefully considered one objection that is sometimes made to furnishing
estimates of retirement benefits to people who are still many years from retirement.
The objection is that the estimate is bound to be off because earnings levels, which
determine benefit amounts, will differ from the assumptions used in making the es-
timate,, and people will be upset if their actual benefits turn out to be less than the
estimate. There is some merit to this objection, but I believe the problem can be
largely avoided by giving great emphasis in the statements to the fact that what is
being furnished is only an estimate and that the actual benefit will differ from the
estimate. I believe it would also be desirable to offer to make an estimate based on
the worker's own assumptions as is done today. I believe sufficient safeguards can
be included in the statement to keep the perceived problem to a minimum. It seems
to me unless an estimate of future retirement benefits is furnished, the statement
loses a great deal of its effectiveness.

Finally, one might raise the question why a bill is necessary. Why shouldn't
Social Security just take the steps required by the bill on its own initiative'? There is
one very good reason: "money." Social Security staff will have been reduced by
about 17,000 man years by the time the next budget cycle is completed. The Social
Security Administration is scrambling to get the absolutely essential tasks done. It
is important to have in law a definition of' this new task in order to increase the
likelihood that adequate resources will be provided to carry out the job. Even if an
Administration is very sympathetic to the administrative needs of Social Security,
which has not been the case in the recent past, it is very helpful in arguing with
OMB about needed resources to have a statutory base for a workload. So it is of
great importance to get these earning statements out, and it is of great importance
to require it by statute.

Mr. Chairman, let me congratulate you on both of these bills. We believe their
passadge would make enormous contributions to the continued success of our Social
Security system.

PREPARED STATEMENT OF JOSEPit F. Dk,.LFICO

Mr. Chairman and Members of the Subcommittee:
I am pleased to present our views on S. 216, a bill to make the Social Security

Administration (SSA) an independent agency and S. 1079, a bill to require SSA to
provide personal earnings and benefit statements to workers covered by Social Secu-
ri1216 would, among other things, create an independent Social Security Adminis-

tration headed by a 3-member bipartisan board, establish a Beneficiary Ombudsman
within SSA, and authorize SSA certain exemptions from the budget, personnel, and
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administrative requirements of the Office of Management and Budget, Office of Per-
sonnel Management, and General Services Administration.

Few goals are more important than those embodied in this legislation-to in-
crease public confidence in Social Security-and we clearly support this goal. As we
have stated previously in testimony before the douse Ways andMeans Social Securi-
ty Subcommittee, independence has merit to the extent it promotes the stability and
quality of leadership at SSA. It should be noted, however, that if SSA becomes inde-
pendent, it will lose cabinet-level sponsorship; this could affect its ability to effec-
tively argue against budgetary cuts and assure its programs are effectively integrat-
ed with related programs. In addition, regardless whether SSA is an independent
agency or not, it would still be subject to budgetary and policy reviews by both OMB
and the President.

Since the National Commission )n Social Security Reform advocated an independ-
ent SSA in 1981, many changes to the agency's operational environment have oc-
curred which could affect the perceived need for independence. The financial crisis
surrounding the title II trust funds has subsided; the threat of wholesale automated
data processing (ADP) systems failures has been reduced; and our extensive work to
identify SSA's management weaknesses, reported on in March 19M.7, has, we feel,
provided a blueprint for management improvement. In response to our work and
their own initiatives, SSA's current leadership embarked on an extensive set of
management and public service improvements that are already paying dividends.

Our work showed that most of SSA's longstanding problems were caused by the
lack of strong, stable leadership; adequate management processes; and sharp y fo-
cused and consistent priorities. Corrections of most of these problems, in our view,
can occur whether SSA is independent or continues to be part of III1S.

STRONG AND STABLE IADERSI)sIr FOR SSA

Under S. 216, the leadership of SSA is invested in a three-member board which
would be assisted by an executive director to direct operations. The board structure
as envisioned in this legislation would have the advantage of helping to improve
policy development activities within SSA. However, our work has convinced us that
the board structure has significant operational and management weaknesses.

It is our conviction that strong, stable and focused leadership is essential for sus-
tained action in solving SSA's management and o rational problems, particularly
as the agency starts addressing the technological. social, and demographic chai-
lenges of the 21st century. Many of SSA's problems have been exacerbated by the
fact that since 1973, SSA has had 10 commissioners or acting commissioners and
has experienced at least five major reo)rganizAtions causing many redireetions in op-
erating policy, ADP modernization, and associated staff morale problems.

We testified in April of this year that we believe the most effective form of leader-
ship would be a single administrator with a fixed term of office. Our work has
shown that boards are not as effective as single administrators for managing an
agency like SSA. Over the years, we compared the board structure with that of a
single administrator for several Federal agencies, including the Nuclear Regulatory
Commission, the Federal Communications Commission, and the ('onsumer Product
Safety Commission. We concluded that those agencies would have been more effec-
tively managed by a single administrator. Some of the basic assumptions about a
board structure-stability, insulation from political and economic pressures, and di-
versity of viewpoints-have not been borne out in practice. Furthermore, we found
that the performance of these organizations suffered because of 1 D untimely deci-
sions, (2) a tendency by board members to micromanage the daily operations of the
agency, and (3) diffused accountability. We also found that administrative matters
distracted board members from policy making and other substantive decision
making-the primary purpose of and principal justifications for the board structure
of leadership.

There is other evidence which suggests that boards are not as effective as single
administrators. Studies, such as those by the Hoover Commission, the Ash Council,
and the Railroad Retirement Commission, have recommended changes to improve
board run agencies or found little value in the board leadership of agencies and
have advocated their abolition. Additional details on these studies are in appendix I
to this statement.

Given the problems SSA has experienced in its operations and the frequent need
for direct, swift, and clear management action, we do not believe that it should have
a leadership structure that could result in diffused and sometimes confusing direc-
tion over its operations. The best leadership structure for an independent SSA
would be a strong single Administrator as head of the agency, appointed for an 8-
year, fixed term and assisted by an advisory board for policy matters.
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Although we believe that authority for managing the operations of the agency
should be vested in a single administrator, a board could be established to advise
the administrator on the many economic and social policy issues affecting the finan-
cial solvency of the Social Security programs. This would also give the Administra-
tion and Congress an opportunity to receive bipartisan views on such issues and
help insulate the programs from major shifts in policy direction. The major goals of
S. 216 could be achieved by adopting this organizational structure while still provid-
ing for a strong single administrator.

RESPONSIBILITIES OF KEY OFFICIALS SHOULD BE CLARIFIED

If the Congress decides to implement a board, the provisions of S. 216 that delin-
eate the responsibilities of the board, and the executive director should be clarified
to clearly establish accountability for directing SSA's operations. Title I of the bill
prescribes that the board govern, by regulation, programs under titles II and XVI of
the Social Security Act and establish and oversee efficient and effective operations
in SSA. Title I also prescribes that the executive director will be SSA's chief operat-
ing officer, responsible for administering the programs. The legislation should clari-
fy that the Executive Director should be responsible for directing the operations of
the agency.

In addition, the bill appears to provide authority for the board to establish SSA's
organizational structure, an authority that might better be given to the executive
director, who will have to direct operations using that structure. Also, the bill gives
the board authority for developing long-range plans for the agency. However, we be-
lieve the executive director should do the agency's operational planning.

OTHEk CONCERNS

We oppose the provisions requiring the Comptroller General to carry out the in-
herently contradictory functions of both consulting in the implementation of demon-
stration projects and reporting on their effectiveness. Although evaluating the effec-
tiveness of executive agency programs is a primary function of GAO, helping to im-
plement those programs would appear to undermine our ability to independently
evaluate them.

Section 101 establishing the beneficiary ombudsman does not state to whom this
official reports. The role of the ombudsman in representing beneficiaries could be
rendered ineffective unless this person reports at a high level within the organiza-
tion, such as to the board or to a single administrator.

We have some concerns about section 103 of S. 216 relating to personnel, procure-
ment, and budgetary matters and these are discussed in appendix II.

PERSONAL EARNINGS AND BENEFIT STATEMENT

As we stated in our testimony before this subcommittee on July 1.1, 19S8, we be-
lieve there is merit in providing covered workers with better information about
their Social Security earnings and benefits, as would be required by S. 1079. Htowev-
er, before legislatively mandating a personal earnings and benefits statement, we
believe the subcommittee should consider the feasibility and costs for doing so.

As you know, SSA began providing such information in August 198S to those who
request it through a "Personal Earnings and Benefit Statement" IPEBSt. These
statements provide workers with a summary of earnings from 1937 through 1950; an
annual breakout of earnings from 1951 to the present with the FICA tax paid each
year; benefit estimates for retirement before age 65, at full retirement age, and at
age 70; estimates-for survivors and disability benefits; and insured status informa-
tion for each type of benefit.

Currently, SSA is conducting a pilot test to determine whether it is feasible and
useful periodically to send similar statements to all covered workers. This test will
also determine the costs and resource impacts, as well as operational problems, asso-
ciated with sending unsolicited PEBS. MSA plans to complete this effort by mid-
1990, at which time it will be able to present to the Congress and the administration
alternatives and costs for routinely providing earnings and benefit statements to all
covered workers.

PEBS serves several purposes. First, it provides people with the opportunity to
verify the accuracy of their earnings records and, if necessary, to resolve discrepan-
cies. The failure to post or to accurately record earnings information could affect
both workers' eligibility for, and the amount of, Social Security benefits. As we
stated before this subcommittee last year, SSA recorded $58.5 billion less in workers
earnings than the Internal Revenue Service recorded for the period 1978-1984. We
estimated that 9.7 million individuals would have uncredited earnings and that
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beneficiaries lost, on average, nearly $17 a month. SSA is currently working to re-
solve these discrepancies.

Since the inception of PEBS, SSA responded to nearly 4.6 million requests for
earnings statements from covered workers. In turn, through April 1989, these state-
ments generated about 54,000 cases in which earning discrepancies were found by
the requestors. SSA estimates that 3 percent of all requested earnings statements
will result in follow-up work to clear up discrepancies. In the longrun, PEBS may be
SSA's most effective tool for assuring the accuracy of workers' earnings records.

PEBS also facilitates planning for economic security during retirement, enables
workers and their families to make more informed retirement decisions. According
to a study done for the American Association of Retired Persons (AARP), 7 out of 10
non-retired Americans believe such planning is important. Obviously, Social Securi-
ty is a critical element in retirement planning. Early information on prospective
benefits payable under Social Security would enable covered workers to plan for
supplemental sources of income to complement what they will receive under Social
Security.

Finally, PEBS could hell) educate the public about Social Security and build
public confidence. Some of the current public dissatisfaction with Social Security is
due to a lack of information on the various benefits. Better information and under-
standing of all the benefits provided by Social Security should result in improved
public confidence. In this regard, the Home Testing Institute conducted studies fot
SSA in December 19S7 and November 19S on people's "confidence in" and "knowl-
edge or' Social Security. Results showed a measurable increase in both categories
between 1987 and 1988. SSA attributes this increase, in part, to IPEBS. which was
launched in August 19S8.

As we stated previously before this Subcommittee, any legislation that would re-
quire SSA to send all workers a statement of earnings and benefit estimates should
be drafted with an understanding of the administrative actions that would be re-
quired and the cost and resource impacts. Our work at SSA has shown that if legis-
lation is enacted without considering these factors. SSA will have to resort to error
prone, inefficient, and labor intensive manual processes. In reference to S. 1079.
SSA indicates they will not be able to automate adequately some provisions by their
effective dates and some of the mandated requirements cannot he implemented
without large increases in work years. Consequently, before legislatively mandating
a personal earnings and benefit statement, we believe the subcommi ttee should con-
sider the results of SSA's ongoing research on alternatives for providing such infor-
mation.

Finally, Section lic) authorizes the disclosure of address information by IRS to
SSA. However, this may not go far enough in requiring IRS to provide SSA current
address information from its various taxpayer files. IRS considers this information
tax data and has often ben reluctant to disclose this information for other than tax
purposes.

Mr. Chairman, that concludes my testimony. We would bei happy to answer any
questions and work with the subconmittee in revising the bills to reflect our con-
cerns.
Enclosure.

APPENDIX I.-SUMMARY OF MAJOR STUDIE-S ON BOARD FORMS OF LEADERSHI'

A number of studies done over the last 50 years have been critical of the board
form of organization, primarily for regulatory commissions. The studies reiterated
the weaknesses of collegial regulatory bodies and recommended actions to correct
the identified problems and vest responsibility for management in a single adminis-
trator.

1937-BROWNLOW COMMIrfFE REPORT

In 1937, the Committee on Administrative Management (the Brownlow Commit-
tee) published its report which stressed the lack of coordination among independent
regulatory commissions and between the independent agencies and other govern-
ment branches. The report highlighted the need for reorganization to improve co-
ordination. The proposed solution was to abolish the independent regulatory com-
missions and integrate them into the executive branch where the commissions
would become agencies within the executive departments. Once relocated, the com-
mission functions would be divided between an administrative section directed by a
single administrator and a judicial section that would remain independent in the
making of regulatory decisions.
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The main thrust of the Brownlow Committee Report was that policy and adminis-
tration could be coordinated in the several regulatory fields only if the agencies
were responsible to a Cabinet head and ultimately to the President. The Executive
Reorganization bill of 1938, which contained man-, of the recommendations of the
Brownlow Committee, was defeated in the Congress, partly out of concern that it
would give too much power to the President.

1949-HOOVER COMMISSION REPORT

Unlike the Brownlow Committee, the first Hoover Commission concluded that the
regulatory commissions had a rightful place in the political system, but to expecta-
tions. The Commission's recommendations found that they had generally failed to
perform tended to be concerned with the organizational status and administrative
structure of commissions. The Commission's report argued that the regulatory com-
missions would be more effective and efficient if the administrative responsibilities
were vested in the commission chairperson. Echoing the Brownlow Committee, the
Hoover Commission also noted the lack of coordination between the commissions
and the agencies in the executive branch with similar regulatory responsibilities. To
overcome this problem, it recommended that the position of administrative manage-
ment director in the Bureau of the Budget (now OMBI be established to "suggest
ways and means to improve and thereby reduce the cost of disposing of business
before administrative agencies."

1960-REDFORD REPORT AND LANI)IS REPORT

In 1960, two reports were published addressing in a more limited way the special
problems related to operations and coordination posed by independent regulatory
commissions. These reports suggested coordinating mechanisms to ensure a greater
degree of accountability to the executive branch. The first of these, the Redford
Report, prepared for the President's Advisory Committee on Government Organiza-
tion, suggested statutory changes to allow policy direction from the President. The
second report, the Landis Report, proposed that the administrative powers of the
commission chairperson be enhanced and that staff positions be made more attrac-
tive by delegating authority. The report further suggested that the formulation of
regulatory policy come under presidential guidance to ensure uniformity. Such guid-
ance would be provided by naming special White House assistants to oversee and
coordinate regulatory policy.

197 1-AS1 ('OUNCII. REPORT

The 1971 report of the President's Advisory Council on Executive Organization
(the Ash Council) found the board form of organization for the regulatory commis-
sions to be essentially ineffective and unable to respond well and in a timely fashion
to economic, technological and social changes, and public needs.

These weaknesses were attributed by the Council primarily to independence from
presidential authority, collegial administration, and the judicial cast of agency ac-
tivities.

The Council's report recommended a major restructuring of the independent regu-
latory commission system "to assure coordination of regulatory matters with nation-
al policy goals, to improve the management efficiency of regulatory functions, to im-
prove accountability to the Congress and the Executive Branch, and to increase the
probability of superior leadership for regulatory activities." This was to be accom-
plished by eliminating, in most cases, the plural-member commissions and replacing
them with organizations headed by single administrators responsible to the Presi-
dent.

The Ash Council Report was the subject of extensive discussion for several years
after its release. Although the report has had its supporters, most commentators
have been unconvinced, believing that the Council failed to make a logical case be-
cause it lacked factual or analytical evidence for most of its conclusions. The
changes and reforms directly attributable to the Ash Council were negligible.

1972--REPORT BY THE COMMISSION ON RAILROAD RETIREMENT

In 1972, The Commission on Railroad Retirement concluded that the Railroad Re-
tirement Board should no longer operate as a separate independent agency and that
it should be headed by a single administrator rather than a board. In arriving at
their conclusion on independence, the Commission stated that independent agencies
lack the strength of a presidentially-appointed cabinet officer which prevents them
from achieving maximum administrative effectiveness and that an independent
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agency serving a single clientele has a more difficult task in representing the best
interests of the general public.

The Commission's report was critical of the beard form of organization and stated
that an agency which hias responsibilities of an administrative nature should prefer-
ably be headed by a single administrator. The Commission observed that boards
suffer real handicaps in the achievement of effective administrative or managerial
leadership.

In developing its conclusion, the Commission reiterated the findings of the 1971
report by the President's Advisory Council on Executive Organization which ex-
toZled the merit of vesting responsibilities in a single administrator as opposed to a
board.

1984-REPORT BY THE NATIONAL ACADEMY OF PUBLIC ADMINISTRATION

The National Academy of Public Administration INAPA) concluded that single
administrators are far more effective and accountable than boards. Their report
stated that even if a beard's role is carefully defined and its membership carefully
selected, it is almost impossible to keep such a board from interjecting itself into the
management of the organization. In discussing the disadvantages of boards, the
NAPA report stated

"... the likelihood is that they would end up confusing and debilitating the au-
thority of the agency head, creating conflict for the staff, and becoming another
layer of management which adds little and detracts much. Furthermore, the compo-
sition of such beards becomes an issue in itself, and all too often breeds preoccupa-
tion with diversionary issues of balance, representativeness, or political fairness,
rather than the ability of such beards to contribute to the success of the program."

APPENDIX II.-GAO's SPECIFIC CONCERNS ABOUT SECTION 103 lFRSONNEL;
BUDGETARY MATiERS; FACILTIES AND PROCUREMENT

The central management agencies of the executive branch have an appropriate
role in broad policy development and oversight of agency operations, but these roles
should be carried out as unobtrusively as possible. Thus, we support removal of de-
tailed controls, which is the intent of this legislation, but not if achieved in a way
that erodes the ability cf the central management agencies to apply policy and regu-
lations consistently throughout the Federal government.

CONTRACT AUTHORITY FOR COMPUTiR PURCHASES AND) FACII.ITIES CONSTRUCTION

We support the provision that allows contract authority for computer purchases
and facilities construction to (1) cover the total cost of such acquisitions and 12) be
available until expended. But this authority should be provided only after SSA's
currently inadequate financial controls have been substantially strengthened. While
such funding may increase the likelihood that projects will be completed without
interruptions once they have been approved, there is no assurance that the govern-
ment will get what it pays for without reliable financial information and reporting
on costs and performance.

COMPREHENSIVE WORKFORCE PLAN

We agree with the requirement that SSA requests for staffing and personnel be
based upon a comprehensive workforce plan. Our ongoing work shows that SSA
needs to improve its work measurement system for it to be a reliable basis for work
force planning, but we believe SSA can make these improvements.

DEMONSTRATION PROJECT FOR PERSONNEL

We have concerns regarding the requirements for proposed demonstration
projects relating to personnel matters. We believe the proposals are overly broad,
with no limits on the number of employees participating in or the time period for
the projects. The time frame for evaluating the results and reporting appears to be
too short to permit any valid conclusions. Finally, we note that the Office of Person-
nel Management (OPM) already has authority in chapter 47 of title 5, U.S.C., to
permit similar demonstration projects.

PAY FOR KEY TECHNICAL AND PROFESSIONAL STAFF

We believe that raising the current level of pay for SSA's key technical and pro-
fessional staff, as the bill would allow, should go a long way towards attracting and
retaining quality people. However, we are concerned that the legislation appears to
grant the board authority to appoint staff totally at its own discretion, without spe-
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cific regulations or criteria to protect the interests of the government. While there
may be a legitimate need for SSA to have an increased number of senior executive
service and executive-level positions, SSA should be required to justify the extent of
such an increase in accordance with OPM regulations. We also believe that the
amount of salary that can be paid to hire high-quality managers and technical staff
under the bill is too low. As we have stated on many occasions in the past, executive
pay levels should be raised. It is difficult to attract highly skilled technical manag-
ers from the private sector, where pay scales are much higher. SSA officials have
told us repeatedly that they have had difficulties attracting high-quality executives
because of inadequate pay levels.

BOMB'S INVOLVEMENT IN APPORTIONMENT PROCESS

We also have concerns over the provision in the bill that would restrict OMB's
involvement in the apportionment process. We do not favor constraining OMB's au-
thority under the Antideficiency Act. But recognizing the concern over how OMB
might use the process, the provision in the bill could be revised to require OMB to
report to the Congress any restriction of or deduction from SSA's apportionment
with an explanation of why OMB took that action.

PREPARED STATEMENT OF GENE LEHRMANN

The American Association of Retired Persons (AARP) appreciates this opportunity
to testify on improving confidence in Social Security by establishing an independent
agency to administer the program and by providing personal benefit statements to
workers. These are important matters and we commend Senator Moynihan for his
dedicated leadership in both areas.

I. INDEPENDENT AGENCY

AARP supports S. 216, introduced by Senator Moyrihan, which would create an
independent agency to administer the Social Security and Supplemental Security
Income (SSI) programs. Adoption of S. 21W would improve public confidence by en-
suring that these programs are administered in a stable and professional manner.

The Social Security Administration (SSA) one of the largest and most widely
known Federal agencies, directly serves the needs of over 38 million beneficiaries
and indirectly touches the lives of almost all Americans. It issues new and replace-
ment Social Security cards, maintains the wage records of 133 million workers, and
processes millions of claims and information requests annually. SSA's workload will
continue to increase as the population ages and the workforce continues to grow. In
order to accommodate this growing workload and improve the quality of service to
beneficiaries, SSA must function in a stable environment that is conducive to long-
range planning. Also, it should be run by competent, professional management and
adequately staffed by knowledgeable people in order to serve the public effectively.

A. History
When Social Security was enacted in 1935, an independent Social Security Board

was ?stablished to administer the programs in the Social Security Act. It operated
as a free-standing agency with jurisdiction over both social insurance and means-
tested programs. In 19:39 this board was placed under the then newly-organized Fed-
eral Security Agency. In 1946 the board was abolished and replaced by a single ad-
ministrator. When the Department of Health, Education and Welfare replaced the
Federal Security agency in 1953, the Social Security Administration was grouped to-
gether with an array of welfare, rehabilitation, drug, education and health services
programs in the new department. In 1977 the Medicare and Medicaid programs
were removed from SSA's jurisdiction.

Today the Social Security Administration is the largest federal agency without in-
dependent status. (Only the Veterans' Administration was bigger, and it recently
was elevated to cabinet status.)

B. THE NEED FOR STABLE AND INDEPENDENT LEADERSHIP

The need for strong, stable, and independent leadership at SSA is one of the most
powerful arguments for creating an independent agency. Throughout most of its his-
tory it was hailed as a hallmark Federal agency providing quality service to the
public in a cost effective way.

However, since the late 1970's SSA has endured successive and rapid turnover in
its top leadership. Between 1978 and 1983, there were three Commissioners of Social
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Security, each serving two years or less, followed by several acting commissioners.
In fact, SSA has had ten commissioners over the last fifteen years; in contrast to
only eight commissioners in the preceding 25 or so years. With the change of admin-
istrations, the status of the current commissioner remains unclear. This situation
creates problems for SSA.

The short tenure of the many recent SSA commissioners, has contributed to the
agency's inability to establish clear management priorities or develop a consistent
direction. As the General Accounting Office (GAO) reported in 1987 1"The Social Se-
curity Administration: Stable Leadership and Better Management Needed to Im-
prove Effectiveness") SSA has been unable to correct significant, long-standing prob-
lems in management and service delivery, provide a cleat, and consistent sense of
direction to its components, adequately control its systems modernization efforts, or
focus on personnel management.

The changing faces in the commissioner's office have also produced counterpro-
ductive agency reorganizations that often accompany a change in leadership. Be-
tween 1975 and 1983 four major internal reorganizations took place. Not only do
such reorganizations consume precious time that otherwise could have been used to
implement existing plans, but they also inhibit the growth of a stable cadre of pro-
fessional managers.

The current relationship between the Social Security Commissioner and the secre-
tary of Health and Human Services (II1S) can contribute to leadership problems at
SSA. Social Security is but one part, albeit a very significant part, of the -111S um-
brella. The secretary, of necessity, must divide his or her time among the various
HHS components. Moreover, the secretary acts as an intermediary between the
Commissioner and the President. At times this can be beneficial, but at others it
can be detrimental, especially when the 1111S Secretary knows little about Social
Security or is understandably preoccupied with other departmental business.

C. The Need For Improved Operational Efficiency and Effecticeness
SSA is responsible for large-scale activities of crucial importance to millions of

Americans, and it ought to have a greater say over its own resources, policy, and
budget. Yet as the GAO reports the agency's operations sometimes have been
marked by confusion and the absence of a sense of direction.

SSA's efforts to modernize its automated data processing system exemplify the
problems inherent in SSA's current status. It takes years to plan, design, and build
a comprehensive computer system of the magnitude needed by SSA. However, the
size and complexity of the ADP problem is hard to grasp for new management. As a
result, some of the shorter-term commissioners, perhaps recognizing the tenuous-
ness of their position, focused only on one or two aspects of the problem. This meant
that the agency fell further and further behind, Although Commissioner Hardy has
sought to modernize the ADP system rapidly, problems persist, especially in the
software development area.

The current status of SSA makes it more vulnerable to the imposition of policies
and practices of other Federal agencies. The most conspicuous example of such
policy making belongs to the Office of Management and Budget (OMBI ordered five
year, 17,000 person staff reduction. The OMB proposal largely resulted from a desire
for short-term budget savings, not from considerations of what is best for the overall
management of the agency and the public it serves.

Reducing the number of staff in local SSA offices has diminished the quality of
service to Social Security beneficiaries. OMB'S action was unwarranted since the
program's administrative costs, financed out of the trust funds, already are extreme-
ly low. Such staff reductions have no real effect on the current causes of the Federal
deficit.

While not as significant as OMB in impact, the role of the Office of Personnel and
Management (OPM) and the General Services Administration (GSA) also affect the
agency's operations. OPM policies and procedures, especially OPM-established
salary rates, have hampered the agency's efforts to recruit and retain some comput-
er specialists. Also, OPM has not -always provided SSA with lists of qualified person-
nel for other top level positions in a timely manner. GSA has sometimes been slow
in obtaining space, and, in some cases, actually procured unsuitable sites.

AARP supports the provision in S. 216 would grant an independent Social Securi-
ty agency with demonstration authority to perform certain management functions
controlled by OPM and GSA. specifically, it would be able to recruit, compensate
and manage personnel; and acquire and maintain facilities and automated data
processing (ADP) equipment.
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D. Developing Public Confidence
During the late 1970's and early 1980's public confidence in Social Security waned

noticeably because of the financial difficulties the system faced prior to 1983, and
the use of Social Security as a "political football" during the annual budget debate.

Current and future beneficiaries must know they can count on a Social Security
system that not only provides adequate financial benefits, but also provides compe-
tent, effective and humane means of delivering the services associated with these
benefits. An independent agency should he less affected by political factors-it
should be better insulated from the fluctuations in politics and policy that produce
sudden shifts in direction. An independent agency would strengthen the agency's
long-term commitments and protect it from unwarranted upheavals in senior level
management. It would make a strong statement to the American people that Social
Security is self-financed and that policy and budget decisions affecting the program
ought to be reached independent of other Federal Government short-term decisions
wherever possible. A free-standing Social Security agency recognizes that the pro-
gram represents a social contract between the American people and their govern-
ment which has lasted over 54 years, and that will endure for a long time to come.

AARP believes an independent SSA represents an important step toward further
rebuilding of public confidence in the program. It would be a clear signal to the
American people that Congress is committed to protecting the Social Security pro-
gram for the long-term and ensuring that the daily functioning of the Social Securi-
ty program would be stabilized. The confidence of the American people can only be
maintained if they are assured that the program is being administered in a fair,
efficient and professional manner.

II. SOCIAL SECURITY ACCOUNT STATEMENTS

Fortunately, the pessimism that surrounded Social Security in the early 19.S's is
dissipating, but an encouraging upsurge in public confidence cannot be taken for
granted. AARP believes that the improved workers' confidence in the Social Securi-
ty system needs to be cultivated through all available means, and we believe that a
periodic Social Security statement to workers could enhance that confidence.

Such a statement has several additional benefits besides building worker confi-
dence in the system. First, by listing the benefits the program provides, it reminds
workers that Social Security is a comprehensive family protection plan that replaces
income lost by the worker and his/her family when the wage earner retires, be-
comes disabled, or dies. Workers will be able to see that -Social Security deserves
their support.

Also, the benefit statement is a valuable retirement planning tool, especially for
those who are nearer to retirement. S. 1079 recognizes the value of these statements
and makes them mandatory for workers 60 and over by FY 1994. AARI' believes
that to maximize the value of these statements they should include information
about offsets, the effects of divorce, and other relevant information that could affect
the benefit amount.

The Social Security statements also contain important information regarding a
worker's earnings record. Workers who receive these statements on a regular basis
will be able to verify their earnings records and make any corrections before the
statute of limitations has expired.

In 1987, the General Accounting Office reported serious inaccuracies in SSA's
earnings records from the 1979 to 1984. ILeft uncorrected, these mistakes could
result in some workers receiving an incorrectly calculated benefit amount. Wage
earners who have received the SSA-provided Personal Earnings and Benefit Esti-
mate statement (PEBES) have the opportunity to make the corrections if they can
document the errors.

Based on the initial response to SSA's announcement regarding PEBES many per-
sons sought information about their status under Social Security. However, it ap-
pears that interest has waned. S. 1079 provides for an ongoing publicity campaign to
maintain interest by mandating that the Secretary take the necessary steps to
inform the public about the statements.

AARP has a few concerns about the legislation, but these reservations are major.
First, the Association believes the bill should contain language specifying that the
benefit statements be written in simple and understandable language. Second, any
statement on Medicare benefits should not only include a description of benefits but
also should include the current and future dollar value of these benefits. Also, bene-
fit estimates to younger worker need to be carefully explained. Long-term benefit
projections are subject to change because of unforeseen events, and an incorrectly
estimated benefit might even undermine confidence. Finally, AARP believes SSA
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staffing levels should be carefully monitored so that workers who normally perform
other tasks are not reassigned to tasks associated with these statements, including
answering questions generated from those who receive them.

AARP supports the principles behind S. 1079 and S. 216 and is prepared to work
with the chairman in promoting the legislation.

PREPARED STATEMENT OF' MART1;A A. MCSTEEN

Mr. Chairman, I am Martha A. McSteen, President of the over five million
member National Committee to Preserve Social Security and Medicare.

We welcome the emphasis you are placing on improving public confidence in
Social Security. Social Security is the foundation on which workers build to protect
themselves against the loss of income due to retirement, disability or death. Many
employers use the Social Security system as a base for structuring employee bene-
-fits. The Social Security system is indeed essential to the American way of life. Yet
confidence in the system has been shaken. Seniors are concerned about a decline in
service and in the future of the system. The young are concerned that Social Securi-
ty will not be there for them when they retire despite the payroll taxes they pay.
All are concerned about "their" Social Security and that Social Security be fair,
whether to workers, disabled widows, working spouses or Notch babies.

No proposal would do as much to restore public confidence in the system as would
the adoption of your legislation, S. 216, to make Social Security an independent
agency once again. The National Committee's Legislative Plan for the O1st Con-
gress specifically calls for supporting legislation that would return the Social Securi-
ty Administration to an independent agency. We made your proposal our priority
because it is our conviction that a return of Social Security to independent status
would remove the agency a step from the political pressures that have lessened the
effectiveness of the agency and undermined public confidence in the integrity of the
agency.

The hallmark of the Social Security Administration through the years has been
"Service to the Public." For many years this value was upheld. When the millions
of Americans, who worked hard and paid Social Security taxes, came to file for ben-
efits, they rightly expected to receive accurate information about their entitlement
in a timely and courteous manner. Generally, Americans were well-served. As time
passed, however, the leadership of the Social Security Administration became politi-
cally oriented. Taxpayers who ask questions about Social Security are now experi-
encing misinformation, confusion and bureaucratic rigidity due to political leader-
ship.

In the past I have spoken in opposition to the concept of an independent Agency,
because I had faith that the Social Security Administration could be effectively
managed to- fulfill its commitment to the present and future generations. I have
changed my point of view because I believe that faith has been broken.

For example:
* Surveys of managers and employees conducted by SSA, the General Accounting

Office and the American Federation of Government Employees union have all re-
ported declining service as a result of budget-driven staff reductions.

* The Administration has been less than vigorous in opposing proposals to cut or
tax Social Security benefits in 1985, 1987 and 1989.

* The Administration has refused to initiate action to stop the use of Social Secu-
rity trust funds to balance the budget or to reduce the unnecessarily high payroll
tax rates.

e Public education campaigns about the value of Social Security to today's work-
ers have been weak and ineffective.

* The failure to reconcile all earnings in a timely manner has further shaken the
confidence in Social Security as doubt arises about the posting of earnings that de-
termine future benefits.

Mr. Chairman, you have already demonstrated leadership on a number of these
issues, as you did most recently as a member of the National Economic Commission.
Seniors have been able to count on you to fight benefit cuts. You have introduced
the Social Security Trust Funds Sanctity Act (S. 219) and the Social Security Trust
Funds Saving Act (S. 922), which would end the use of Social Security trust funds
and payroll taxes to balance the budget. Your legislation (S. 1079) to require SSA to
periodically send a Personal Earnings and Benefit Estimate Statement to every
worker over 25 is an important element in a public education campaign to point out
the value of Social Security to today's workers.
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If Social Security was already an independent agency, however, we believe that it
would already have addressed most of these issues and given Congress the benefit of
its recommendations.

Current fears and misconceptions will be overcome only when responsibility for
Social Security and Supplementary Security Income is placed in the hands of a bi-
partisan board committed to the program and given full authority to select and
employ an executive to administer the agency in accordance with the board's direc-
tives. Social Security should be managed solely in the interest of American workers
and retirees, and not to satisfy political agendas.

Board meetings, conducted in public:, would result in policy decisions and sugges-
tions for program modifications that would take into consideration the views and
desires of America's workers to whom Social Security rightly belongs. No longer
would recommendations for major modifications arise unexpectedly from ideological
wellsprings, such as the 1981 Administration proposal for a 26 percent benefit cut.

An independent board whose primary commitment is to workers and retirees
would have both the authority and the forum for stimulating public debate before
changes were proposed. Board members appointed for set terms would be free to
defend Social Security from ideological excesses and unwarranted attacks whether
from the right or the left. And board members could demand that the executive,
employed to administer the agency, devotes his or her effort full-time to professional
program administration, rather than to divisive partisan political activities.

A Social Security Board should be given full authority for management of the Old
Age, Survivors and Disability Insurance Trust Funds. If all investment decisions are
made by the board, public confidence in the integrity of the trust funds will be en-
hanced and there would be no repetition of the 1985 trust fund disinvestment. There
would be, in our view, no need for additional trustees beyond the members of the
Social Security Board. While the Secretary of the Treasury would continue to
manage the money, he or she should no longer be a trustee.

The National Committee takes no position on the appropriate number of members
of the Social Security Board or on the length of their terms. The key element of this
legislation is the protection of Social Security, not the size or tenure of the board.
We support the provisions of the legislation that would authorize separate advisory
councils for Social Security and Medicare.

Mr. Chairman, the National Committee supports the creation of an Office of Ben-
eficiary Ombudsman as called for in your legislation. We also urge you to adopt a
Beneficiary Bill of Kights. Social Security beneficiaries must have someone to whom
they can take problems when they have been wronged or are dissatisfied with the
service received. An ombudsman could provide fe-edback to the Board ab)ut policies
that are inequitable. A Beneficiary Bill of Eights, similar to the recently passed
Taxpayer Bill of Eights, would increase the confidence of workers and beneficiaries
in Social Security. The appendix to my statement includes a proposed Beneficiary
Bill of Eights for your consideration.

Our country will continue to faze a number of important Sceial Security issues;
the use of the trust funds, the financing of Social Security, taxation of benefits, and
the retirement test are just some of the measures that directly affect the financial
well-being of nearly every American. Now is the time to reassure all Americans
that Social Security is sound, reliable, and still has the flexibility to adjust to cur-
rent and future needs. Never has there been a greater need for stability in the
system, and confidence in its management. Your proposal for an independent
agency is truly essential to restore public confidence in Social Security.

Mr. Chairman, thank you for :he opportunity of appearing before your Subcom-
mittee.
Enclosure.

NATIONAL COMMIirEE To PRESERVE SOCIAl SECURITY AND MEDICARE

PROPOSED SOCIAL SECURITY BENEFICIARY BILL OF RIGHTS

Information provided to the Social Security Administration will not be released to
unauthorized parties. The proliferation of the use of Social Security account num-
bers as identifiers for public and private purposes threatens the security of Social
Security records. Information from Social Security records should not be divulged to
other individuals, outside interests or other Federal, State or local agencies, except
as provided by law, or without the written consent of the number holder or his or
her legal representative. Under no circumstances, should the Social Security Ad-
ministration sell, exchange, verify or otherwise release information from Social Se-
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curity records to commercial interests without the written consent of the Social Se-
curity account number holder.

Individuals conducting business with the Social Security Administration are enti-
tled to privacy.

Adequate space and appropriate sound barriers are not nov/ provided when bene-
ficiaries are interviewed by claims and service representatives so as to insure the
confidentiality of conversations.

Claims and service representatives faced with heavy workloads have been known
to conduct group interviews during which participants are asked and expected tu
answer questions of a personal nature in the presence of other members of the
group. This is wrong and violates the participants right to privacy.

Individuals inquiring as to benefit eligibility or otherwise conducting business
with the Social Security Administration, whether in person or by telephone, are en-
titled to a record of contact containing, at a minimum, a summary of the business
transacted and the identity of the Social Security representative by whom they were
assisted.

Inadequate training and/or too frequent employee turnover has resulted in inac-
curate information being provided to claimants by inexperienced representatives.
Months and even years of benefits can be lost if a claimant relies on the informa-
tion provided and does not insist on filing a claim. A written record of the inquiry
and response would entitle the claimant to retroactive benefits when the error was
subsequently detected. The record of contact would also permit the Social Security
Administration to identify the source and frequency of erroneous responses and to
take corrective action.

A written record of contact with a confirmation mailed to callers is particularly
essential for telephone service. Communication which is not fate to face, deprives
the service representative of the opportunity to observe reactions of the questioner
to be sure information provided is understood. A record of a telephone contact ques-
tioning eligibility for Social Security or Supplementary Security Income benefits
should be routinely accepted as a protected filing date for benefits if a formal appli-
cation is completed within ninety days.

Within reason, individuals should h-ive the right to choose the type of service they
prefer and the service they choose should be competent and courteous.

Social Security District and Branch Offices should be located in convenient, well-
lighted and well-maintained areas of a community. Access by public transportation
should be a major consideration in site selection, but adequate parking should also
be available. Properly designed signs and locator maps should direct clients to of-
fices located in multiple-office complexes or malls. Handicapped access should be
provided at every location.

District and Branch Offices should remain accessible by telephone. Efforts to
intercept all callers and demand use of an H(H1 number has left clients and family
members of Social Security employees unable to reach local offices in emergencies.

Regardless of the type of service, claims and service representatives must give
each client adequate time to understand fully the information being provided or the
questions being asked by the client.

Social Security applicants are entitled to timely service, including appointments
and hearings scheduled with a minimum of delay, timely issuance of initial and re-
consideration determinations and hearing decisions, and timely post-entitlement
changes.

Because SSA has selected certain work activities for productivity measurements,
other work activities are frequently neglected such as postentitlement name and ad-
dress changes and underpayment recomputations.

Four to six week waits for appointments, which are now commonplace, highlight
the inadequacy of present staffing. Such waits aggravate financial hardship, particu-
larly for individuals filing disability claims. Applicants who make appointments to
apply for benefits should be assisted in completing their applications during the ap-
pointment so that return visits are not required. Every effort should be made to be
responsive to requests for walk-in service, especially for persons recently bereaved
who need to report a death or file for survivor benefits or for those who have trav-
eled extensive distances.

Wage records should be posted in a timely manner and every effort made to
insure their accuracy through reconciliation with IRS tax records.

Recent problems with reconciliation of earnings records highlight the necessity to
give priority attention to this issue. Accuracy of benefit payments depends oil the
integrity of wage records which are often thirty to forty years old.
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PREPARED STATEMENT OF SENATOR DANIEL PATRICK MOYNIHAN

We meet today for a subcommittee hearing on two bills aimed at improving public
confidence in the Social Security program.

S. 216 would remove the Social Security Administration from the Department of
Health and Human Services and reestablish it as an independent executive branch
agency headed by a bipartisan three-member board. This would be a return to the
original structure. The Social Security Act of 1935 established the original Social
Security Board, which was charged with administering the Old-Age Insurance pro-
gram created by the Act. I am pleased that today we will hear from Mr. Robert J
Myers, who played a role in planning the original program and has spent his life on
it. We also have with us the Honorable Robert M. Ball, whose association with SSA
started in 1939 and who served as Social Security Commissioner for 11 years, from
1962 to 1973, longer than any one else who has held that post.

SSA was placed into a larger umbrella agency in 1939. That may have seemed
symmetrical then. Social Security was still a small program. Today, SSA's budget
accounts for over 62 percent of the budget of the Department of Health and Human
Services, And yet it is difficult to find SSA in the HHS management hierarchy.

In addition, SSA has had 10 Commissioners in the last 16 years. Little needs to be
added here. One served in the Carter Administration for only 12 months. Not in an
acting capacity. A Commissioner, confirmed by the Senate. Twelve months.

And then there is the extraordinary disinvestment fiasco. We learned in Novem-
ber 1985 that the Treasury Secretary had been secretly disinvesting the Social Secu-
rity Trust Funds. And in no small sums. $28 billion in 1985. $10 billion in 1984. And
did the Social Security Commissioner know? Was the secretary of Health and
Human Services told? No, and neither were the public trustees informed, nor the
Congress. It was a covert activity.

We shouldn't be surprised that the American public has no confidence in the
Social Security program. In 1979, Peter D. Hart Research Associates conducted a
nationwide public opinion survey for the National Commission on Social Security on
the public's attitude toward Social Security. The survey showed that 61 percent of
nonretired adults had little or no confidence that funds would be available when
they retired. The public's confidence had sunk even lower by 1985 when a survey by
Yankelovich, Skelly & White showed that 66 percent, two-thirds, of rionretired
adults thought it unlikely they would see their retirement benefits. Two-thirds!

Public survey data for 1988 from the American Council of Life Insurance show
that there has been some improvement in public confidence in Social Security in
the last few years, probably as a result of the Social Security Amendments of 1983.
The survey results indicate that the percent of nonretired adult Americans who are
not confident in the future of Social Security has declined to 51 percent. I welcome
the news. But I suggest that the fact that half of American workers do not believe
in Social Security is not something we should be satisfied with. And I put it that
this lack of public confidence remains the biggest problem facing Social Security.
The system is, after all, a compact across generations. The willingness of young
workers to fund the system rests on the confidence that it will be there for them
when they need it.

Reestablishing SSA as an independent agency headed by a bipartisan board will
help restore public confidence in Social Security by showing that the Government
recognizes that this program, with its 39 million recipients and 125 million contribu-
tors, is too important for even the possibility of political manipulation. This is the
reason the independent agency idea was endorsed in the January 1983 report of the
bipartisan National Commission on Social Security Reform. It is past time to act on
this recommendation. We must let the American public know that the Government
takes seriously its role as trustee for the Nation's pension system.

The second bill to be considered, S. 1079, would require SSA to send biennial ac-
count statements to workers telling them what they have paid into the system and
what they can expect to get back in the way of benefits.

People really know very little about the way Social Security works. As a result,
they are easily misled. Easily alarmed. Witness the rise of movements which seem
to have little purpose save to terrify the aged.

The problem is that you never hear from SSA until you retire or die. We pay into
Social Security all our lives, and in every paycheck see the money withheld, but
nary a word from the Social Security Administration.

The solution is to do what Canada did. We have now moved to a partially funded
system as they did in the 1960s. Now it is time to have regular reports of the kind
they instituted in 1985. And I note that the Canadian Social Security agency,

22-116 0 - 90 - 3
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Canada Pension Plan, has been kind enough to provide a representative, Mr. Donald
Walsh, to testify today as to their experience with this program.

A final word. A warning really. Either we d') these things or we see the system
picked apart. Plundered for cash by OMB and demagogues.

OVERVIEW OF PRESENT LAW AND ESTIMATED BUDGET EFFECTS OF THE
MEDICARE CATASTROPHIC INSURANCE PROGRAM AND DESCRIPTION OF
POSSIBLE PREMIUM OPTIONS

(PREPARED BY THE STAFF OF THE JOINT COMMITTEE ON TAXATION, MAY 25, 1989)

INTRODUCTION

The Senate Committee on Finance has scheduled a hearing on June 1, 1989, on
the estimated budget effects of the Medicare catastrophic insurance program and
supplemental premium options under the Medicare Catastrophic Coverage Act of
1988.

This document,' prepared by the staff of the Joint Committee on Taxation, pro-
vides a discussion of present law, estimated budget effects, distribution of the sup-
plemental premium, and possible premium options.

Part I of the document provides a summary description of present law relating to
Medicare benefits and financing of the benefits. Part II compares the estimated
budget effects of the Medicare catastrophic insurance program when the Act was
enacted and the current estimates by the Congressional Budget Office and the Ad-
ministration. Part III provides data on the distribution of the current Medicare sup-
plemental premium by income group, and Part IV discusses possible options to
modify the premium. Finally, the Appendix describes the method for deriving the
distributional estimates.

I. PRESENT LAW

A. MEDICARE BENEFITS

In general
Medicare is a nationwide health insurance program for the aged and certain dis-

abled persons. Medicare consists of three parts: the hospital insurance program
(Part A), the supplementary medical insurance program of Part B (SMIN), and the
catastrophic drug insurance program of Ptrt B CDI.

Individuals who have attained age 65 and who are eligible for monthly social se-
curity or railroad retirement benefits are covered under Part A of Medicare at no
cost. Part A coverage is also available at no cost to certain disabled individuals who
have not attained age 65 and to persons who have end-stage renal disease. Persons
who have attained age 65 and who are not eligible for social security or railroad
retirement benefits may obtain Part A coverage providing they pay for the cover-
age. The monthly premium for such coverage, as of January 1, 19,89, is $156.

Within limits, Part A of Medicare provides coverage for inpatient hospital care,
skilled nursing facility (SNF) care, home health care, and hospice care.

Coverage under Part B, which includes the SMI and the CDI programs, is volun-
tary. All persons age 65 or older and individuals eligible for Part A benefits by
virtue of disability or end-stage renal disease may elect to enroll in both these pro-
grams by paying the monthly premium. Enrollees may not elect to enroll in only
one of these programs.

SMI covers doctor's services, other medical and health services e.g., laboratory
and other diagnostic tests, ambulance services, outpatient services at a hospital),
and certain home health services not covered under Part A. SMI covers 80 percent
of the reasonable charges for such services, subject to a deductible. Beginning in
1990, enrollees in Part B will also be eligible for prescription drug benefits.

Benefits under the Medicare Catastrophic Act of 1988
The Medicare Catastrophic Act of 1988 ("the Act") significantly expanded the ben.

efits covered by Medicare. Major changes to the benefits are described below.

'This document may be cited as follows: Joint Committee on Taxation, Oterview of Present
Law and Estimated Budget Effects of the Medicare Catastrophic Insurance Program and Descrip-
tion of Possible Premium Options (JCX-9-89), May 25, 1989.
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Part A benefits
Inpatient hospital care.-Under the Act, Medicare pays all hospital inpatient costs

above an annual deductible amount ($560 for 1989). Underprior law, the number of
days covered by Medicare was limited for a single spell of illness, covered individ-
uaIs paid a deductible for each spell of illness, and coinsurance amounts were pay-
able after the 60th day in each spell of illness. The Act eliminated the concept of a
spell of illness, which began with a hospital admission and ended on the 61st day
following discharge from the hospital or from a skilled nursing facility (SNF) en-
tered after the hospital stay.

Skilled nursing facility care.--Under the Act, the limit on SNF care is 150 days
per year, and no prior inpatient stay is required for coverage. Coinsurance pay-
ments are required for the first 8 days of care each year, at a rate of 20 percent of
average SNF costs per clay ($25.50 for 1989). Under prior law, the limit on SNF care
was 100 days per spell of illness, after a hospital stay of at least 3 days. Coinsurance
payments were required for days 21 through 100 at a rate of 1/8th of the deductible
amount ($67.50 for 1988).

Home health care.-Under prior law and the Act, there is no limit on the overall
number of covered home health care visits and no coinsurance requirement. To be
covered, home health care visits must be required on an intermittent basis. Under
prior law, the intermittent requirement was interpreted to mean that there could be

to 7 visits a week, for 2 to 3 consecutive weeks. Under the Act, beginning in 1990,
covered individuals may receive up to 38 consecutive days of home health care, 7
days a week.

Hospice care.-The Act eliminated the 210-day lifetime limit on hospice care.

Part B benefits
SMI benefits. -Beginning in 1990, the Act expands Part B benefits as follows.

Each enrollee's annual liability for Part B copayments is capped. The cap is $1,370
for 1990, and will be adjusted each year to keep the proportion of enrollees subject
to the cap constant at 7 percent. Part B coverage is expanded to include mammogra-
phy screening for women, subject to a maximum of $50 (indexed) per screening and
the usual copayment requirements. In addition, once sufficient costs have been in-
curred to receive benefits under either the copayment cap or the new drug provi-
sions (see below), enrollees are eligible for respite benefits. Under this benefit, Medi-
care will pay 80 percent of reasonable costs for up to 80 hours a year of in-home
personal services, to give the usual caretakers of homebound enrollees a respite.

Catastrophic drug insurance. -Effective January 1990, the Act provides coverage
for drugs administered intravenously at home and for immunosuppressive drugs
after the first year following a transplant, subject to an annual deductible amount
of $550. Coinsurance of 20 percent will be required on drugs administered intrave-
nously, while coinsurance will initially be 50 percent for newly-covered immunosup-
pressive drugs. (Medicare already covers 80 percent of the costs of immunosuppres-
sive drugs in the first year following an organ transplant.)

Effective January 1991, the CDI program will be expanded. Coverage will include
all outpatient prescription drugs and insulin, subject to an annual deductible
amount ($600 in 1991) that will be adjusted each year to keep the proportion of en-
rollees paying the maximum deductible constant at 16.8 percent. Coinsurance re-
quirements will be 50 percent of reasonable charges above the deductible in 1991, 40
percent in 1992, and 20 percent in 1993 and subsequent years.

B. FINANCING OF MEDICARE BENEFITS

Part A benefits
Part A benefits are financed through the Hospital Insurance Trust Fund. This

trust fund is financed primarily through payroll tax contributions paid by employ-
ers, employees, and the self-employed. The payroll tax rate for 1989 is 1.45 percent
of compensation up to $48,000 per employee. An equal amount is paid by the em-
ployer. Self-employed individuals pay both the employers' and employees' portion of
the tax.

SMI benefits
SMI benefits are funded through the Supplementary Medical Insurance Trust

Fund (SMI Trust Fund) by premiums paid by enrollees in the Part B program and
general revenues. In 1989 a temporary provision requires that enrollee premiums
provide 25 percent of the financing of Part B. Thereafter, premium rates will be de-
rived annually based upon the projected costs of the program for the coming year,
but premium increases will be limited to increases in the social security cost-of-
living adjustment. Therefore, the share of benefits financed by premiums is expect.
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ed to drop below 25 percent, while the general revenue share will jr-ow. The basic
Part B monthly premium for 1989 is $27.90, without regard to the additional premi-
um added by the Act (see below).

Financing of benefits under the Medicare Catastrophic Coverage Act of 1988

In general
The new benefits provided by the Act are financed through the combination of (1)

an increase in the Part B flat monthly premium and (2) a new supplemental premi-
um based on income tax liability. It is anticipated that the supplemental premium
will finance approximately 63 percent of the costs under the Act, and that the flat
premium will finance the remaining 37 percent of costs.

Flat premium
The Act provides for increases in the monthly Part B premium otherwise deter-

mined to finance the catastrophic coverage benefit and the prescription drug bene-
fit. Through 1993, the amount of the increase is set by law. After 1993, the flat pre-
mium is adjusted through use of a formula that is designed to maintain a reserve in
the Catastrophic Coverage Account and the CDI Trust Fund (see below).

For 1989-1993, the additional flat monthly premium for Part B enrollees is as fol-
lows: 2

k , T

Calasl0ophK ,Total
Year coverage i e ,um Rtat Premium

1989 ..... .......................... $4 00 $00 $400
1990. . . ... . . . ........... 4 90 00 490
1991... . 5.46 194 140
1992 ........ 6 15 2 45 920
1993 .......... ...... . 118 3 02 10 20

Supplementa I prem iu m
The supplemental premium is payable in a year by any individual who is eligible

for Part A of Medicare for at least 6 months during the year (except for those who
pay the Part A premium), who has income tax liability for the year of at least $150,
and who resides in one of the 50 states or the District of Columbia. Subject to a
limit on the maximum premium payable by an individual, the annual premium is
determined by multiplying (1) the supplemental premium rate by (2) the amount de-
termined by dividing the individual's adjusted income tax liability by $150.

For years 1989 through 1993, the supplemental premium rate is set by law. For
years after 1993, the supplemental premium rate is adjusted by a formula that is
designed to maintain a reserve in the Catastrophic Coverage Account and the CDI
Trust Fund (described below).

The supplemental premium rate is equal to the sum of the catastrophic coverage
premium rate and the prescription drug premium rate as follows:

CalastroOtlri Toatl

Pesrtn ppiemeia Total pefcet
Year courage drug prerwm rate'

remum 1emium

1989 ................. .................. $22 50 $00 $22 50 15%
1990 .................................... ............... 27.14 10.36 37.50 25
1991 ...................................... 30.11 8.83 39.10 26
1992 ....................................... 3055 9.95 40.50 27
1993 ...................................... 29.55 12 45, 42.00 28

Ths column shows the total supolemental premium as a percent dt tax Ikhabty

The maximum annual supplemental premium shall not exceed the following
amount:

2 Residents of Puerto Rico, other U.S. commonwealths or territories, and individuals not enti-
tled to or eligible for Medicare Part A have different premium schedules.
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In the ce of tasxa*e ymfs beginnmg i - the kmetaion ts-

1 9 8 9 ................. ... ..... ............... . ........ ..... . ............... ......... ... ........ .. .. ....................... ... ......... ... .... $ 8 0 0
1 9 9 0 ... ... .. ............. ... ..... .............. ....... ........ .. .. .... .. . ........ ................... ....... . .. ..... .......................... 8 50
1 9 9 1 ..... . .... ......... ....................... .................. .............. . ........ ..... _....... ....- -... . ...... ............ .. ....... .. 9 0 01 9 9 2 .... .. ........ .... .. ... ..... .. .... .... .... .. ............ .... ... . .. . ... ..... .. .... ........... .. . . ... . .. . .. ........ ... 9 5 0

19 9 3 . . . . .1.0 50.......... ......... .............. ...... ........................................ .. .. .......... 1 ,0 50

For years after 1993, the cap on the maximum supplemental premium is in-
creased through the use of a formula (see below).

Married individuals who both are eligible for Part A benefits for at least 6 months
during the year are treated as a single individual for purposes of the supplemental
premium, except that the maximum limit on the supplemental premium is doubled
(e.g., $1,600 for 1989). If only one spouse is Medicare-eligible for 6 months of the
year, income tax liability is determined as one-half of the tax liability of the joint
return.

In the case of married individuals filing separate returns, the individual is treated
as Medicare-eligible for 6 months if either the individual or the individual's spouse
is so eligible. In addition, the maximum supplemental premium is twice the supple-
mental premium if, without regard to the rule in the preceding sentence, both
spouses are Medicare-eligible for 6 months of the year. This provision is designed to
prevent the supplemental premium from creating an incentive for married taxpay-
ers to file separate returns.

Accounting
The receipts from the catastrophic coverage supplemental and monthly premiums

fund the health and supplementary medical insurance portions of the catastrophic
benefit (i.e., the increases in Part A and SMI benefits). The receipts from the pre-
scription drug supplemental and monthly premiums fund the prescription drug ben-
efits. These two sources of receipts and benefits are accounted for separately.

The prescription drug benefits are funded by the Catastrophic Drug Insurance
Trust Fund (the "CDI Trust Fund"). All receipts attributable to the drug portion of
the premiums are placed into the CDI Trust Fund and all payments for the benefits
and administrative costs relating to covered drugs are drawn from the CDI Trust
Fund.

Receipts attributable to the monthly flat catastrophic coverage premium are allo-
cated to the SMI Trust Fund. Receipts attributable to the supplemental catastrophic
coverage premium are allocated to the SMI Trust Fund and a newly created Federal
Hospital Insurance Catastrophic Reserve Fund, with the division determined by the
outlays from the catastrophic hospital insurance program. Outlays for catastrophic
coverage are made from the Part A Hospital Insurance Trust Fund and the SMI
Trust Fund.

In order to account for the receipts and outlays of the catastrophic coverage pro-
gram separately from the prescription drug program, a bookkeeping account, known
as the Medicare Catastrophic Coverage Account (the "Catastrophic Coverage Ac-
count"), was created. The balance recorded in the Catastrophic Coverage Account
represents the cumulative financial position of the catastrophic coverage program.

The Catastrophic Coverage Account is used to calculate monthly and supplemen-
tal catastrophic coverage premium rates after 1993 in a manner intended to main-
tain a contingency reserve in the Catastrophic Coverage Account. Similar adjust-
ments are made after 1993 to the monthly and supplemental prescription drug pre-
miums based on the balance in the CDI Trust Fund.

Adjustments to premiums after 1993
After 1993, the monthly and supplemental premiums and the supplemental pre-

mium cap are adjusted through the use of a formula. The formula is designed to
maintain a reserve equal to 20 percent of annual outlays in the Catastrophic Cover-
age Account and, by 1996, a reserve in the CDI Trust Fund of 20 percent of annual
outlays. The catastrophic coverage supplemental premium is adjusted by a percent-
age reflecting the past growth of per capita Medicare catastrophic coverage outlays
relative to premiums paid, recent inflation, and the excess or shortfall of the bal-
ance in the Catastrophic Coverage Account of 20 percent of annual outlays in a pre-
ceding year. Similar calculations are performed for the prescription drug supple-
mental premium rate based on the balance in the CDI Trust Fund. In no case may
the total supplemental premium rate increase over the prior year's premium by
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more than $1.50 or one percentage point of tax liability. The premium may not de-
crease under the formula.

Adjustments in the maximum supplemental premium cap after 1993 art- based on
the relative per capita growth of Part B outlays to Part B premiums in preceding
years. The cap will be rounded to the nearest $50.

The formula for adjustments in the monthly premium, after 1993, is similar to the
formula used for the supplemental premium. The Congress intended that the
monthly premium continue to provide 37 percent of the revenues for the catastroph-
ic program and the supplemental premium is to provide 63 percent of such reve-
nues, however, the proportion could vary as a result of limits on allowable change
in the supplemental premium. If the change in the supplemental premium rate as
calculated by formula is limited by the restrictions on annual increases or de-
creases, then the change in the monthly premium is designed, with certain adjust-
ments, to account for any excess or shortfall.

II. BUDGET EFFECTS OF MEDICARE CATASTROPHIC COVERAGE ACT OF 1988

A. CATASTROPHIC RESERVE FUNDS BALANCES

Congress intended, in the Medicare Catastrophic Coverage Act of 1988, to main-
tain a surplus of funds to pay for benefits covered under the Act. As described
above, the record keeping of these reserve funds is accomplished through the Medi-
care Catastrophic Coverage Account and the Catastrophic Drug Insurance Trust
Fund.

Table 1 presents estimates of the calendar year-end balances in the Catastrophic
Coverage Account and the CDI Trust Fund that were made upon enactment of the
Act, and estimates based on the current Congressional Budget office (CBOI base-
line. 4 The estimates made upon enactment indicate a calendar year 1993 year-end
balance in the Catastrophic Coverage Account of $1.6 billion and of $1.7 billion in
the CDI Trust Fund. As a percentage of calendar year 1993 outlays, these balances
are 20.5 percent in the Catastrophic Coverage Account and 57.6 percent in the CDI
Trust Fund.

The current CBO estimates of the balances in the Catastrophic Coverage Account
and the CDI Trust Fund at calendar 1993 year-end are $5.7 billion and $2.3 billion,
respectively. As a percentage of calendar year 1993 outlays, the balance in the Cata-
strophic Coverage Account is projected to be 71.9 percent and the balance in the
CDI Trust Fund is projected to be 76.9 percent. The February 1989 CBO estimate of
the calendar 1993 year-end combined balance is $8.0 billion, which is $4.7 billion
more than the combined balance of $3.3 billion estimated upon enactment.

B. RECEIPT AND OUTLAY EFFECTS

In order to generate contingency reserves in the Catastrophic Coverage Account
and CDI Trust Fund, it is generally necessary for cumulative receipts to exceed out-
lays. The cumulative excess of receipts over outlays will not match the combined
balance of the Catastrophic Coverage Account and the CDI Trust Fund reserve
amounts due to credits and debits of interest and the difference in the timing of
receipts and outlays between fiscal and calendar years.5

Table 2 presents estimates prepared by CBO for the February 1989 budget base-
line of 1989 through 1993 fiscal year receipts and outlays of the Medicare cata-
strophic program. For comparison, Table 2 also presents corresponding estimates of
the program prepared by CBO and the Joint Committee on Taxation at the time of
enactment of the Act and Administration estimates from the Fiscal Year 1990
Budget.

The cumulative excess of receipts over outlays for fiscal years 1989 through 1993
is $8.0 million according to the current CBO estimate. This recent estimate exceeds
by $3.8 billion the estimate of the cumulative excess of $4.2 billion made upon enact-
ment.

4 The current CBO estimates reported in Tables 1 and 2 differ from the amounts used in the
February 1989 budget baseline. The estimates in the tables include expected outlay amounts for
the administration of the drug benefit that have not yet been appropriated and, thus, are ex-
cluded from the baseline used for budget purposes. Estimates that include the expected outlays
necessary for the administration of the drug benefit may reflect more accurately the total
budget effect of the Act and are also consistent with the estimates made upon enactment.

6 Both the Catastrophic Coverage Account and the CDI Trust Fund are credited with interest
in periods for which they are in surplus, and debited for interest when in deficit.
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The Administration estimates that the cumulative excess of receipts over outlays
for fiscal year 1989 through 1993 is $6.2 billion. This total is $1.8 billion lese than
the current CBO estimate, but $2.0 billion more than the CBO estimate upon enact-
ment. The Administration estimates, however, that the CDI Trust Fund will have
insufficient funds to make all benefit payments in 1992 and, thus, will not make
payments for eligible drug benefits for calendar year 1993.

The Administration estimates of receipts from the monthly and supplemental pre-
miums and outlays for the hospital and supplemental medical insurance and the
catastrophic drug benefit are all different from the current CBO estimate. The Ad-
ministration estimates that the level of cumulative receipts from the supplemental
premium over fiscal years 1989 through 1993 are greater than that of the current
CBO estimate. Much larger outlay estimates by the Administration, particularly for
the drug benefit program, however, more than offset the Administration's higher
receipts estimates over the period.

TABLE 1.-CURRENT CONGRESSIONAL BUDGET OFFICE ESTIMATE OF MEDICARE CATASTROPHIC
ACCOUNT AND DRUG TRUST FUND EFFECTS, END OF CALENDAR YEARS 1989-1993

In bok s of d lars)

1989 1990 1991 1992 1993

Final Estimate Upon Enactment
Catastrophic Account I

End-of-year balance . 0 1 10 0 9 13 16
Balance/same year's outlays (in percent) 4 4% 20 2o 14 9% 19 110 20 5,0

Drug Trust Fund 2

End-of-year balance ... 00 0 2 12 16 1 7
Balance/samrr, year's outlays (in percent) 149 4,o 990% 74 9o 57 6c

Current CBO Estimate
Catastrophic Account

End-ofYear balance 0 3 2 5 3 3 4 6 5 7
Balance/same year's outlay (in percent) 17 3%. 51 VC 54 2% 67 1V 71 9%

Drug Trust Fund 2
End-of.year balance 0 0 0 3 15 2 0 2 3
Balarce/same year's outlays 174 41c 118 110 92 1% 76 9"o

The Medicre, CalastrcOdh GOere Acaknt covers the w t3 Aar n ram~ rol ? .mri~ dca: *,Ajrje po)(io., of !Ie Med~cae
claast opc program

2 Administritre expenses to( lhe federal Uaaslroiirc Drug in~urance Tv,! furnd Pi v rwt 3,('C~aei ,r Nlely ar n rjse *r the
C80 bas ine Estimates of the Drug Trust fud ,dmn,strar,'e e'peses a'e ,' -ed , lr ',.,' po 13ses ,:f cc'pa'',on

TABLE 2.-ESTIMATES OF MEDICARE CATASTROPHIC BUDGET EFFECTS. FISCAL YEARS 1989-1993
{I. Ir .I s of ,js

- 1989 '9' 199 1'-r' 1%93 ;89 A99_

Estimate Upon Enactment
Supplemental premium receipts, 0 3 4 2 4 9 5 1 6 5 217
Flat premium receipts 1 1 1 8 21 7 -3 6 4 1 133
Outlays... . . 1 3 4 2 6 7 8 4 10 1 308

Net budget effect 0 1 1 8 1 0 -08 05 4 2

Current CBO Estimate
Supplemental premium receipts ... -04 5 4 6 1 6 7 7 3 -259
Flat premium receipts .12 1 8 2 7 3 6 4 1 13 5
Outlays ............... 1.... . . 13 4 2 6 8 3 7 10 5 31.4

Net budget effect ........ 0..3. I 0 31 2 0 1 6 - 1 0 - 8 0

Administration Estimate 2

Supplemental premium receipts ............. -0.6 _65 7.1 -69 7.3 -283
Flat premium receipts ....................-.. 1.2.. 12 -1 8 2.7 -- 3.6 --4.1 - 13.4
Outlays . ............................ .,. .... .12 40 7 8 113 -112 35.5

Net budget effect........... ..........- 0.5 --44 --2.0 1 0 9 0?2 -6.2



68
'Thes estxutes we for the hospal insurac sPPleetal m .edcl isance, and rug benefit programs o the MedUre Catatrophi A ci

198 IP rea ting to Med ar othan mrch erm po iss of the Medicare Calastroo Ac are not incle here st tep sctof

unappropriated funds lor the administratoon of the CO Trust Fund Totals may ri4 add exactly due to oundngI Adrinratir estm tes are from the Fisal Year 1990 budget The Adm inistration estimates that there wil be insutfent funds on the DrugTrust Fund to pay all benefits in 1992 and assumes no paymes for calendar year 1993 drug benefits

Ill. DISTRIBUTIONAL EFFECT OF THE SUPPLEMENTAL PREMIUM

Based on current estimates of supplemental premium receipts, Tables 3 and 4
present distributions of the supplemental premium paid by Medicare enrollees.
Tables 5 and 6 present distributions, by income, of the amount of supplemental pre-
mium at the average tax liability paid by Medicare enrollees.

Table 3 presents a distribution of the amount of supplemental premium paid per
enrollee. It is estimated, for calendar year 1989, that 58.8 percent of Medicare en-
rollees will pay no supplemental premium and that 5.6 percent of enrollees will pay
the maximum premium of $800. These figures compare to the estimates made upon
enactment of 64.4 percent and 5.1 percent, respectively.

Table 4 presents the corresponding distribution for calendar year 1993. It is esti-
mated that 52.4 percent of Medicare enrollees will pay no supplemental premium
and that 10.3 percent of enrollees will pay the maximum premium of $1050 in 1993.
These figures compare to the estimates made upon enactment of 57.5 percent and
9.8 percent, respectively.

The distribution of the amount of supplemental premium paid at the average tax
liability across income groups, by filing status, in 1989 is displayed in Table 5.6 For
joint returns, no supplemental premium is due, on average, below the $20,000 to
$25,000 income class, and below the $15,000 to $20,000 income class for non-joint re-
turns. The maximum premium is not reached, on average, until the $80,00 to
$85,000 income class for joint returns, and the $40,000 to $45,000 class for non-joint
returns.

The corresponding figures for 1993 are presented in Table 6. As is true in 1989, no
supplemental premium is due, on average, below the $20,000 to $25,000 income
class, and below the $15,000 to $20,000 income class for non-joint returns. The maxi-
mum premium is rot reached, on average, until the $65,000 to $70,000 income class
for joint returns, and, again, the $40,000 to $45,000 class for non-joint returns.

TABLE 3.-MEDICARE CATASTROPHIC COVERAGE ACT OF 1988 DISTRIBUTION OF MEDICARE
ENROLLEES BY LEVEL OF SUPPLEMENTAL PREMIUM

[CaMear Ova, 198.?

Sup04-rnrIa i pefrim pff enrc6Iee

Not subject to premium 19,248 58 8
Less than $1000 4,031 12 3
100 to 199 2,824 86
200 to 299... 2,024 6 2
300 to 399. . 1.093 3 3
400 to 499 .... 626 1 9
500 to 599 ............ . / 335 l0
600 to 699.. 460 14
700 to 799 ......... . ... 261 0 8
Maximum Premium ($800) .. .... . 1,848 56

Totals .............. ....... ........ . .. .. 32,750 100 0

Jont Commitlee on Taxatn

6 The income measure used, solely for presenting distributional analysis, is defined more
broadly than adjusted gross income, and does not affect, in any way, the amount of tax liability
and supplemental premium paid by a particular taxpayer.



69

TABLE 4.-MEDICARE CATASTROPHIC COVERAGE ACT OF 1988 DISTRIBUTION OF MEDICARE
ENROLLEES BY LEVEL OF SUPPLEMENTAL PREMIUM

l(C# a r 1993]

SW mewtail Ixmm pet enrore Medcare olees Percent
(thwsands) (Mtibutin

Not subject to prem ium . ... . .. . .... . ..................................... 18,381 52.4
Less than $100 .. .... . .. .. .................. ............ ......................... 2,302 6.6
10 0 to 19 9 ............................................................................ . ........... ..................................... 2 ,5 5 5 1 .3
200 to 299 .. . . . . . . . ............................................................ ............................................ 1,599 4.6
300 to 399 ................................................................ ... . .... ................ . . . ..... 1,648 4.7
4 0 0 to 4 99 ................................................................................... ......................... ..... ... ........... 1,21 0 3 .6
5 0 0 to 5 9 9 ................................................. ................................ ........................ ....................... 1 ,181 3 .4
600 to 699 ..................................................... ............................... . . . . . . . . . ........ 914 2.6
700 to 799 ............................................... 1744 . 2,1
800 to 899 ....................................................................... ... 43 1.4

900 to 999 ............................................ .240 . 01.

1,000 to 1,049 ......................................... . .. . .. ... . . . . ...... .. . . . 145 1 0.4

Maximum Premium ($1,050) ....................... .. ..... 3, _ . 103.

Total ............................................................................. 35,016 i10.0

Joint Comttee on Taution

TABLE 5.-MEDICARE CATASTROPHIC COVERAGE ACT OF 1988
JCalendar year 19891

Income class (thotm nds of d. airs) Av rage m '" Average tax, mem u N per

pet return return en th ) (per
mon th)

Joint Returns

$0 to $5 ...... $2,597 $0 $0.00s to 10 .. ..... ... ... 7,70 - 14 00010 tol1 ... . 12,556 27 000
15to2o. 17.514 13 000
20 to 25 .... ..... .... 22,516 396 2.48
25 to 30. 27.545 930 581
30 to 35 .. 32,378 1,559 97435 to 40 .. ....... .. 37,599 2,281 14 26
40 to 45 ........ . 42,374 3,057 19 11

47,516 4,147 2592
50 to 55 .................... 52,052 4,991 31 19
55 to 60 ............... 57,527 6,683 4177
60 to 65 ................... 62,609 8,204 5128
65 to 70 .............. ................. ... .. ..... 67,491 9,848 61.55
70 to 75 ....................................... .. 72,097 10,166 63.53
75 to 80 ........................ 77,757 10,239 63.99
80 to 85 .......................................................................... 82,424 12,258 66.67
8 5 to 100 ........................................................... .... .................... . ......... ...... .... 9 0 ,0 5 7 14,9 4 2 6 6.6 7
100 to 20 0 ........................ . ................................... . . ...... ....... ................... ....... 13 6 ,6 7 7 2 5,3 1 5 66 .61
200 and up ................................................... ............ ............... ........... ............. ... . 6 4 3 ,6 30 139,21 8 66 .6 7

__________________Non-Joint Returns

$0 to $5 .............................................. $3,071 $0 $0.00
5 to 10 .................................. ........ ...... ......................... ...... .... .. .. ......... ......... ... . 7 ,0 5 6 - 1 0 .0 0
10 to 15 ......................................... 12,376 105 0.00
1 5 to 2 0 ........................................................... ..................... .................................... 1 7 ,1 9 6 5 7 6 7 .2 0
20 to 25 ......................................................... ..................... ............ . . . . . ... 22,219 1,410 17.63
2 5 to 3 0 ... ............................................................... ....... ..................................... 2 7,2 74 2,0 3 5 2 5 .4 4
3 0 to 3 5 ....................................................................................................................... 3 2.3 3 3 2,9 0 2 36 .2 8
3 5 to 4 0 ................. . ............................................................................................ 3 7,2 54 4 ,7 73 59 .6 6
4 0 to 4 5 ....................................................................................................................... 4 2 ,8 40 6 ,3 9 6 6 6 .6 7

I,
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TABLE 5.-MEDICARE CATASTROPHIC COVERAGE ACT OF 1988-Continued
[Calendar year 19891

per retu retur peer(

45 to 50 ..................................... . ............................................................................ 47.0 76 7,637 66.67
50 to 75 ....................................................................................................................... 58 ,098 9,486 66 .67
75-100 .......................................................................................................................... 8 7,280 17 ,0 4 1 66 .6 7
100 -200 .............................................................. .................................................... 138,03 5 30 ,268 66.6 7
200 and up .......................................................... ....................................................... 666 ,848 137,122 66.67

Joint Commtere on Taxtion
' Income is defmed, soley lot purposes of pves e ing distributWnal information as adusted gross mcorne (AGI) plus untaxed income from (1)

untaxed sooal secty "enefits; (2) lax-exept wterest (3) oy contrbtions for hegth pLans and lie insurance, (4) inside budd-u on Wde
wnsuar e (5) worker' compensation, (6) contritions to IRA and Keoh accounts, (1) mnimum tax pre eences, and (8) portion of pawoe
loss i ess of mmom n preferences to the extent the los ac akowed m the comptatons o A3CoNted at average tax Iaty p return in icorne das

TABLE 6.-MEDICARE CATASTROPHIC COVERAGE ACT OF 1988
ICalend year 19931

Aeage Aya~e tax uppmetal
Income class (thouands of doars) income per 1 premium per

return ' return ernroke a

Joint Returns

$0 to $5 ....................... ... .............................. $2,351 $--9 $0,00
5 to 10 ............................................ . 7,930 -12 000
10 to 15 ...................... .............. .. .......... 12,771 - 32 0.00
15 to 20 .................... 11........... .. ... . . . 17.417 - 21 0.00
20 to 25 ..................... .............. .. ........ 22,449 240 2.80
25 to 30 ................. ......... . .. .. .. . . .... .. 27,458 554 6.46
30 to 35 ...................................... 32,520 911 1063
35 to 40 ..... ........ ... . ... ... 37,453 1,592 18.57
40 to 45 ............... ........... ...... 42,376 2,319 27 06
45 to 50 ....... .. ....... . 47,445 3,099 36 16
50 to 55 ....... ..... ......... 52,384 4.068 47 46
55 to 60 ...................... . 57,230 4,958 57 84
60 to 65 ....... .. ..... 62 383 6.530 76 18
65 to 70 ..... 61,341 7,607 8750
70 to 75........ 72.377 8,596 87 50
75 to 80 ................ .. . .. 78.037 9,598 87.50
80 to 85 ........... ........ 83,161 10,791 87 50
85 to 100 ............... . ... 91,755 13,676 87.50
100 to 200 ..... . ............ ....... .. .... . .. .. 137,632 23,372 87 50
200 and up ............................ . ........... 623,120 136.694 87 50

Non-Joint Returns
$0 o $5 ......................................................................... ...... . ... $2,88 5 $0 $0.00
5 to 10 ............. ............................... 7,54 -1 0.00
10 to 15 ............ .................. ......................... .......... ......... .......... ...... .. . ..... 12 ,156 39 0 .00
15 to 20 .......................................... 17,333 376 8.77
20 to 25 ............................................................... 22,380 1.020 23.80
25 to 30 ....... . .................................. 27,412 1,649 38.48
30 to 35 ........ .................................. 32,373 2,295 53.55
35 to 40 .............................. ............................ 37,257 3,604 84.09
40 to 45 .................................. ......... 42,631 4,856 87.50
4 5 to 50 ............................................................................ ................................. ........ 4 7,40 0 6 ,6 70 8 7 .50
50 to 75 .................................................................................................... . . ............ 6 0,698 9,044 87.50
75 to 100 ................................................................ ..................................................... 8 7,2 9 3 14 ,59 2 8 7.50
100 to 200 1 ,0.................................................................................................................. 130,153 28,074 8 7.50
200 and ......................................... ............ ............................................................... 53 4,697 113 ,030 87.50

J nt Committee on Tauton
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'Icome is defred. f ,( PM pu.s of pesentng 6strijtia infrrnaon, M S CIsted gross come (AGO plus untaed income from, (I)
untaned soc sec e eits, (2) fhx-exempt mtee (3) empioyr CD fonfo r health Plans arid life is anc. (4) imsde bILd on life
msw ace, (5) woer con ensat mo. (6) contribut.n to IRA and Keo gh accounts, (1) mnimum tax preferences, and (8) pioon olpasswe
loe i excess of mirurn tax prefee to the extent the lose are allo*w in the connotations of AGI

'Conpoted at awage lam Wty p return m income ca:s

IV. DEscRIPTION OF POSSIBLE PREMIUM OPTIONS
In light of the revision of the budget estimate relating to the Medicare catastroph-

ic program, various options for changes !. that program have been proposed.

A. RETAIN PRESENT LAW

Many argue that it would be inappropriate to make significant modifications in
the catastrophic Program because the Act only became effective in 1989. In fact, cer-
tain benefits are not yet in effect under the program. Therefore, these individuals
argue that there has not been sufficient experience in order to evaluate accurately
the costs related to the program. Given the uncertainty associated with estimating
the cost of future medical benefits, these individuals argue that it is inappropriate
to reduce any available funds that might be needed in the future. In addition, any
reserves in the program accumulated in early years may be used to limit the in-
crease in future premium rates.

B. REDUCE THE MONTHLY OR SUPPLEMENTAL PREMIUM

In general
Some individuals argue that the premium for catastrophic coverage should be re-

duced because more revenue is projected than is needed to fund the benefits provid-
ed under the program. If this approach were adopted, the monthly or supplemental
premium, or both, could be reduced.

Several options are available to reduce the supplemental premium.7 The options
for such a reduction include: (1) reducing the maximum amount of premium that an
individual may be charged; (2) reducing the premium rate that is applied to each
$150 of income tax liability, and (3) increasing the minimum amount of income tax.
liability before which any supplemental premium is due. In addition, a combination
of one or more of the these options might be adopted. Any reduction could be made
solely with respect to premiums paid for 1989 or for future years as well.
Reduce cap on maximum supplemental premium

The maximum amount of supplemental premium ($800 for 19S91 for an individual
could be reduced. Adoption of this approach would benefit only those individuals
who otherwise would pay more than the revised maximum supplemental premium.
In general, these individuals are those with higher incomes.

Reduce the premium rate
Under present law, the supplemental premium for l989l is $22.50 for each $150 in

income tax liability (i.e., a 1-percent tax on income tax liability). The premium rate
is increased for future years. The percentage rate of the supplemental premium
could be reduced. Adoption of this approach generally spreads the savings that is
achieved through the premium reduction to persons in all income classes. Except for
those at the maximum premium level, the effect of this option is to reduce the
amount of premium proportionally to the amount that is paid under present law.

Increase the tax liability threshold
Under present law, in order to be liable for the supplemental premium, individ-

uals must have at least $150 in income tax liability. However, eligible individuals
are covered without regard to whether or not they meet this $150 threshold. Under
this option, the threshold could be raised so that more low-income individuals would
not be liable for the supplemental premium. Further, the calculation of the premi-
um could be changed so that only tax liability in excess of the threshold would be
subject to the supplemental premium.

If there were no change in the method by which the premium is calculated (i.e.,
each $150 of tax liability for those with tax liability in excess of the threshold con-
tinues to be subject to the premium), then the savings from an increased threshold
would be realized by those who would be below the new threshold. If the calculation
were changed so that the premium applies only to the tax liability in excess of the

I This discussion assumes that, in general, the present structure for calculating the supple-
mental premium is retained.
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threshold (e.g., income tax liability above the new threshold is subject to the premi-
um), then an increase in the threshold would reduce supplemental premium pay-
ments by-equal dollar amounts to all individuals paying the premium except for
those below the threshold and those who are currently at the maximum premium
level.

C. REPEAL THE SUPPLEMENTAL PREMIUM

One proposal would repeal the supplemental premium and replace it with some
other financing mechanism, such as a broad-based tax. Proponents of this view
argue that it is unfair for high-income beneficiaries to subsidize those beneficiaries
with low incomes. They contend that if a subsidy for lower-income beneficiaries of
the catastrophic program is to be provided, then it should be financed by all taxpay-
ers, not just by those individuals with higher incomes who are eligible for cata-
strophic benefits.

Those who support the supplemental premium argue that the premium is an ap-
propriate method for funding the catastrophic coverage because only the potential

neficiaries of the program are required to pay for catastrophic coverage. Overall,
every individual enrolled in Medicare will continue to receive a subsidy from gener-
al revenues and payroll taxes. Individuals who support this view argue that the
income-related supplemental premium provides for an equitable distribution of the
cost of the program.

D. REPEAL THE MEDICARE CATASTROPHIC PROGRAM

One option that has been proposed is to repeal both the coverage provided under
the Medicare catastrophic program and the funding mechanism that was contained
in the Act. Some argue that the costs imposed by the monthly and supplemental
premiums exceed, for certain individuals, any possible benefit they may receive
from the Medicare catastrophic and drug coverage. They argue, therefore, that the
program should be repealed.

Other individuals point out that many of those covered receive substantial bene-
fits under the Act and that all individuals eligible for Medicare will, on average,
receive a benefit package that is subsidized by general revenues and payroll taxes.
They argue that all individuals receive Medicare benefits in excess of what they pay
in premiums, and that good social policy requires that such individuals be protected
from the financial hazards of large medical expenses.

APPENDIX: METHOD FOR DERIVING DIsTRIBUTIONAi. TABLES

The staff of the Joint Committee on Taxation prepared the distributional tables
on the amount of supplemental premium paid by Medicare enrollees. The distribu-
tions are prepared with the use of the individual tax model that is used for calculat-
ing changes in tax liability associated with proposed changes in the Federal individ-
ual income tax. The individual tax model utilizes a very large sample of actual indi-
vidual tax returns collected by the Internal Revenue Service (IRS). To supplement
the IRS data, demographic and economic information is included froni a variety of
sources including the Bureau of the Census and the Social Security Administration.
The model is weighted to reflect the total projected population of potential taxpay-
ers and is modified to be consistent with the most recent Congressional Budget
Office economic forecasts.

Tax liability, as well as the supplemental premium, is calculated for each tax
filing unit in the model. For each year analyzed, the calculation of tax liability and
supplemental premium is performed using the relevant rates, brackets, and defini-
tion of taxable income, consistent with prevailing law for that year.

Tables 5 and 6 present estimates of the average supplemental premium per en-
rollee, per month. The estimates are based on the average tax liability within an
income category using the definition of income normally employed for distributional
analyses.

The income concept used is broader than adjusted gross income and is designed to
more accurately reflect the flow of economic income available to the taxpayer. It is
defined as adjusted gross income (AGI) plus uptaxed income from: (1) untaxed social
security benefits; (2) tax-exempt interest; (3) employer contributions for health plans
and life insurance; (4) inside build-up on life insurance; (5) workers' compensation;
(6) contributions to IRA and Keogh accounts; (7) minimum tax preferences; and (8)
the portion of passive losses in excess of minimum tax preferences to ihe extent the
losses are allowed in the computation of AGI. Of course, the calculation of tax liabil-
ity, and therefore the supplemental premium, is based on taxable income, and is in
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no way dependent on the measure of income used as the classifier for distributional
presentation.

PREPARED STATEMENT OF ROBERT J. MYERS

Mr. Chairman and Members of the Subcommittee; My name is Robert J. Myers. I
served in various actuarial capacities with the Social Security Administration and
its predecessor agencies from 1934 to 1970, being Chief Actuary the last 23 years. In
1979-81, I was a member of the National Commission on Social Security. In 1981-82,
I was Deputy Commissioner of Social Security. Then in 1982-83, I was Executive
Director of the National Commission on Social Security Reform. Currently, I am
Chairman of the Commission on Railroad Retirement Reform.

The two bills introduced by the distinguished Chairman of this subcommittee are
intended t.o improve public confidence in the viability of the Social Security pro-
gram. I believe that they would most certainly do so. The first bill would remove the
Social Security Administration from the Department of Health and Human Services
and establish it as an independent agency that would be headed by a bipartisan
board. The second bill would require that periodic statements be furnished to work-
ers cowered by the Social Security program to inform then about their earnings
record and give estimates of potential retirement, disability, and survivor benefits. I
shall discuss each bill in turn.

DISADVANTAGES OF PRESENT ADMINISTRATIVE STRUCTURE

The present location of the Social Security Administration as one component of
the Department of Health and Human Services has a number of serious disadvan-
tages and weaknesses. Similarly, the fact that the Medicare program has been sepa-
rated from the Old-Age, Survivors, and Disability Insurance program from an ad-
ministrative standpoint, and assigned to the Health Care Financing Administration,
another component of HHS, also has serious disadvantages.

The current organizational structure produces an excessive number of layers of
responsibility and authority for programs which represent such immense social and
financial magnitude. The making of decisions is excessively slowed down by stvch
layering of authority, including both that in I11S and that in the Office of Manage-
ment and Budget. As a result, necessary and desirable action is often delayed so
long as to be useless. An outstanding example of this is the infamous "notch" situa-
tion in the OASDI program, which could have been greatly alleviated by a feasible
legislative change in 1981 (or even earlier), but never surfaced from the layers of
review. This problem has been present for a number of years, in both Democratic
and Republican administrations.

Another disadvantage of the present structure is that the district offices of the
Social Security Administration have little responsibility in the area of Medicare, be-
cause it is primarily administered by HCFA. As a result, Medicare beneficiaries
have no place where they can go to receive face-to-face information about the pro-
gram.

Still another difficulty with the present subordinate position of SSA is that policy
decisions of the OASDI program are often made for reasons other than program
ones. In the past, some proposals have been put forth for general budgetary reasons,
even though they were not good program changes.

PROPOSAL TO RESTRUCTURE THE SOCIAL SECURITY ADMINISTRATION

The bill that would restructure the Social S3curity Administration represents a
significant step forward, and I support it strongly. An independent agency, the
Social Security Board, with a bipartisan board heading it up would do much to re-
store confidence in the Social Security program.

It should be noted that confidence has been restored considerably since the low
period in the early 1980s. An annual survey made by the American Council of Life
Insurance shows tnat the proportion of respondents who were "not too confident" or"not at all confident" in the future of the Social Security system rose from 37% in
1975 to about 68%-in 1982-84, but then decreased to 45% in 1988. This still leaves a
long way to go until the level of confidence that the program deserves to have with
the public is reached. This bill will certainly help to do so!

The bill does not bring the Medicare program under the jurisdiction of the new
agency-as I believe to be desirable because Social Security and Medicare are really
parts of a single national social insurance program. Such action could well be taken

22-116 0 - 90 - 4
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later, after experience has demonstrated that the general concept is valid and ap-
propriate.

The concept of having the Social Security program administered by an independ-
ent agency is not new and untried in this country. Such basis was applicable for the
first decade of operation of the system and was highly successful. In my opinion,
change was made only for the reason that the organizational chart of the Federal
Government would look neater. In 1981 the National Commission on Social Security
recommended independent agency status for both the Social Security and Medicare
programs. Again, in 1983, the National Commission on Social Security Reform rec-
ommended independent status for the Social Security Administration, and proposed
that further study of the matter should be made. This was done by the Congression-
al Panel on Social Security Organization in 1984, which recommended independent
agency status under bipartisan control.

I have one suggestion !'or a change in the bill. It is provided that the three mem-
bers of the Board should be appointed to staggered 6-year terms, with no more than
two members being of the same political party. This could, at times, result in the
undesirable situation of the Board consisting of only one member of the same party
as the President and two members of the other party. The result could be political
controversy and contention over policy recommendations. I believe that the Chair-
person should be appointed by the President, with a term of office that is the same
as that of the President. The other two members of the Board would have staggered
6-year terms and would be of opposite political parties.

It is essential that the Board members should be chosen on a truly bipartisan
basis. In some respects, this may be difficult to achieve for the one member who is
not of the same political party as the President. I suggest that, in order to accom-
plish bipartisanship, the following procedure should be adopted. The President
should unilaterally appoint the Chairperson. The leaderships of the two political
parties in the Congress should each submit a list of potential members to the Presi-
dent for selection of the other two members of the Board, followed by Senate confir-
mation.

A good precedent for this proposed organization of the Social Security Board is
the Railroad Retirement Board, which has been successfully operating in this gener-
al manner for the last half century. The only difference is that the members of that
board are not selected on a bipartisan basis, but rather the President appoints the
Chairman, and then names one member from recommendations made by railroad
employers and the remaining member from recommendations made by railroad-em-
ployee organizations.

PROPOSAL TO PROVIDE EARNINGS NI) BENEFIT STATEMNINTS AUTOMATICAI.IY

The bill that would provide statements of earnings and xnefit estimates auto-
matically, on a deferred, phasing-in basis, would also make a very desirable change,
and I support it strongly. Such procedure will further develop confidence in the pro-
gram by showing that it is well run and that significant Ibenefits are available.

This procedure will build on the ve y successful beginning that the Social Securi-
ty Administration has already made with its personal Earnings and Benefit Esti-
mate Statements. That program began about a year ago and operates on the basis of
requests from the insured persons. It may be noted that the National Commission
on Social Security in 1981 recommended that this procedure should be adopted, ini-
tially on a "request" basis, and eventually automatically. Also, private pension
plans are required to furnish complete benv~it statements upon request, and many
do so on an automatic basis.

I believe that an additional requirement for benefit projections should be intro-
duced. The present statements have a serious weakness insofar as the projected re-
tirement benefits are concerned. Such projections are properly expressed in terms of
current (1989) dollar.i, but the assumption is made that real wages (i.e., the actual
wages expressed in terms of current dollars) will increase by 1% per year (not com-
pounded) until age, 62 is attained. This results in showing benefit estimates that are
unrealistically high for persons who are many years from retirement.

The remedy for this undesirable situation is to require that, if any assumption as
to future increases in earnings is used, the statement must also show the underlying
estimated earnings (in current dollars, in the year before assumed retirement. What
is important to people is not the future benefits in terms of dollars, but rather the
relationship between the benefit amount and the most recent earnings.
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SUMMARY

Both of the bills would significantly improve the administration and public under-
standing of the Social Security program. This would increase confidence in the via-
bility and role of the program.

PREPARED STATEMENT OF SENATOR DAVID PRYOR

Mr. Chairman, I commend you for holding this hearing on making Social Security
an independent agency. This is a concept whose time has come and I appreciate this
opportunity to testify before the subcommittee today.

Only recently, the Social Security Administration (SSA) was considered the flag-
ship Federal agency for efficiency and quality of public service. Since then, SSA has
lost its reputation for excellence, and problems continue to mount. A hearing I re-
cently chaired of the special committee on aging revealed that SSA is attempting to
shift much of its business to a badly overburdened and often inappropriate toll-free
telephone system. Further, we uncovered that millions of Social Security numbers
had been verified for private companies such as credit bureaus and banks-all in
violation of the privacy act-and against previous SSA policy.

We must move rapidly to stop this trend toward a deteriorating quality of man-
agement. I therefore share your belief that one way to accomplish this is to make
the SSA much more independent.

The bill you have introduced, S. 216, points the congress in the direction it should
take: increasing the independence and improving the management of the Social Se-
curity Administration, which operates the most successful program in the history of
our nation. As you know, I have sponsored similar legislation in the past and I
would like to take this opportunity to ask that you add my me as a cosponsor of
your bill.

Enactment of this long overdue legislation would greatly increase public confi-
dence in Social Security because it will demonstrate to all Americans that this con-
gress considers the program above the politics that change from administration to
administration. Beyond the fact that SSA should be administered by high caliber
public servants who have a strong commitment to their work and the people they
serve, we must assure that the administrators of this important program are freed
from unnecessary and inefficient political pressures.

Because the Social Security program is so large representing 21 percent of Feder-
al expenditures in fiscal year 1989) and so vital (39 million people receive benefits
and 120 million pay Social Security taxes), it deserves to be administeFed by its own
agency.

Yet, while there is no question that we must insulate SSA from political concerns,
we must also ensure that it remains accountable to the people-through its elected
officials in the Congress and the Presidency. We must all remain mindful of this
and the constitutional implications of our approaches to ensure independence.

Independence of the judicial appeals process within SSA must be a high priority. I
believe, Mr. Chairman, that the finance committee should enhance procedural fair-
ness in what has been an adjudicative nightmare over the last decade. In the early
1980s, we witnessed the wholesale benefit terminations of thousands of truly dis-
abled Americans, and an assault by SSA on the independence of AlJ's who sought
to correct such abuses.

No longer should AI.J's be subject to political pressure by bureaucrats at SSA
who try to save program dollars at the expense of eligible beneficiaries. Administra-
tive law judges must be free to make independent review of cases. The independence
of the judicial process must be sacrosanct; I am prepared to reintroduce legislation I
have proposed to accomplish that purpose and it is my hope that you will join with
me in this effort.

Mr. Chairman, we must also ensure that beneficiaries remain at the forefront of
agency concern. The proposal in S. 216 to establish a beneficiary ombudsman would
go a long way toward accomplishing this end. I have proposed, in legislation intro-
duced before the 98th and the 100th Congresses, that the beneficiary ombudsman
have the benefit of advice from a citizens' advisory committee, composed of employ-
ers; employees and beneficiaries. I hope you will consider this concept as part of an
independent agency approach.

Further, I consider it essential that the beneficiary ombudsman can testify direct-
ly before congress. They should be positioned to encourage the administration to
give primary attention to beneficiary concerns.

Finally, Mr. Chairman, we must keep in mind that experts remain divided on how
best to structure the leadership of an independent agency. This committee should
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consider that debate as it deliberates on the most prudent management of Social
Security.

I expect this hearing will begin a lively debate in this committee over how best to
restructure Social Security in the interests of virtually every American, who will
someday be a beneficiary.

Mr. Chairman, thank you for this opportunity to testify, and I look forward to
working with you to enact independence for Social Security.

PREPARED STATEMENT OF SENATOR DONALD W. RIEGLE, JR.

I thank the Chairman for holding this hearing on public confidence in the Social
Security system. Social Security has become an increasingly important program
since its inception. In fiscal year 1989, it will comprise 21 percent of all Federal ex-
penditures. In addition, 39 million people will receive benefits, and 120 million
people will pay Social Security taxes. With so many people affected by one program,
public confidence in its administration as well as its solvency is an important step
in restoring overall faith in the Congress and the Federal Government.

Unfortunately, anxiety over the future of Social Security exists. The system's once
widely-held reputation for efficient, quality service has been deeply damaged by per-
sistent management difficulties and questionable policies. Furthermore, the threats
of insolvency in the early 1980s and attempts to cut benefits, limit eligibility, and
reduce the number of beneficiaries have eroded belief that the system will provide
the benefits workers have earned. Something must be done to insulate Social Securi-
ty from the perennial budgetary and political battlefield.

Clearly, there is a need to improve management and policy making at the Social
Security Administration. In the past, SSA wrongfully terminated thousands of dis-
ability beneficiaries from the rolls. Excessive staff cuts have hurt service as have
problems with the toll-free telephone service. The administrative appeals process
sorely needs to be reformed. And with ten commissioners and acting commissioners
in the last 15 years coupled with a number of major internal reorganizations, the
necessary leadership to handle these problems has been lacking.

Under the existing administrative framework, it is an open question whether ef-
fective leadership will bring about the necessary actions and policies to restore the
integrity of the Social Security system. Given the experiences of the past, however,
it would seem unlikely. As a result, removing the Social Security Administration
from political control. by making it an independent agency is an important step in
solving many of these problems.

The idea of independence was endorsed in the 1983 report of the bipartisan Na-
tional Commission on Social Security Reform. I have long supported efforts to
remove SSA from the political and budgetary arenas and am pleased to be a lead
cosponsor of the Chairman's bill, S. 216. While management practices could improve
without independence, independence should stabilize leadership of the Administra-
tion and thus enhance improvement. At the same time, the present coordination be-
tween the various other programs administered by HHS and Social Security must
be guaranteed if independent status is achieved. Likewise, accountability for policies
and actions by the new independent agency must be retained.

I am pleased also to be a cosponsor of the Chairman's initiative with regard to
earnings statements. SSA should be commended for its recent decision to provide
personalized statements; however, it is important that all those who pay into the
system be apprised of the status of their benefits as well as their payments. The
statements would also provide the critical function of making people aware of the
range and value of benefits for which they are eligible and have paid taxes. The
provision of this information should have the beneficial effect of restoring a degree
of confidence in the system.

Those of us who have savings or checking accounts or other financial assets re-
ceive regular statements of account status. These statements help to provide us an
overall view of our financial situation and therefore be better prepared to plan for
the future. Regular statements also allow us to verify the accuracy of our accounts.
Regular statements from SSA would do the same for participants in the system.

PREPARED STATEMENT OF P. ROYAL SHIPP

Mr. Chairman, Members of the Committee, I am pleased to respond to your re-
quest to discuss the Report and the recommendations of the Congressional Panel on
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Social Security Organization submitted to this Committee and to the House Com-
mittee on Ways and Means on June 12, 1984.

This Panel was established by Public Law 98-21, the Social Security Amendments
of 1983, and was directed to undertake a "thorough study with respect to the imple-
mentation of removing the Social Security Administration from the Department of
Health and Human Services and establishing it as an independent agency in the
executive branch with its own independent administrative structure, including the
possibility of such a structure headed by a board appointed by the President, by and
with the advice and consent of the Senate."

P.L. 98-21 directed the Panel to report the findings of its study, tether with any
recommendations it considered appropriate, to the Committee on Ways and Means
and to the Committee on Finance. In addition, the authorizing amendments speci-
fied that the Panel's study should consider:

* the manner in which the transition to an independent agency would be conduct-
ed;

* the authorities which would have to be transferred or amended in such a transi-
tion;

* the program or programs which would be included within the jurisdiction of the
new agency;

e the legal and other relationships with other organizations which would be re-
quired of an independent Social Security agency; and

* any other details necessary for the development of legislation setting up an in-
dependent agency.

While the House-passed version of the 1983 amendments called for a study of the
"feasibility" of an independent agency, the Senate version and the final Bill speci-
fied clearly that the Panel's study should concentrate on "implementation" of an
independent Social Security agency.

Consistent.with the instructions of the law, the Panel did not weigh the merits of
independence for the Social Security Administration as compared to its continued
presence in the Department of Health and Human Services. Though the Panel's rec-
ommendations presumed independence, they should not be interpreted as an en-
dorsement of it. Nor did the Panel endorse retention within the Department of
Health and Human Services.

The law setting up the Panel and calling for its study also specified the profes-
sional qualifications of the members. The Chairmen of the Senate Committee on Fi-
nance and the House Committee on Ways and Means were instructed to select a
three-member panel to be chosen ". . . on the basis of their integrity, impartiality,
and good judgment, from individuals who, as a result of their training, experience,
and attainments are widely recognized by professionals in the fields of government
administration, social insurance, and labor relations as experts in those fields."

Panel members selected by these Committee Chairmen filled admirably these de-
manding criteria laid down in the law. Elmer B. Staats, formerly Comptroller Gen-
eral of the United States, selected to be the Panel's Chairman, brought to this study
a lifetime of work in high level public service and a degree of personal bearing and
respect seldom matched. The Panel's two other members complemented the Chair-
man, and each other, forging together a strong, interdisciplinary team with the abil-
ity and experience needed to deal with the complex issues involved in setting up an
independent agency for Social Security. Professor Martha Derthick of the Universi-
ty of Virginia, is a widely respected political scientist and author of several well-
known studies of government agency and program management, including an excel-
lent analysis of policy making in Social Security. Arthur E. Hess brought to the
Panel experience gained during a career of top-level management in the Social Se-
curity Administration. Mr. Hess directed the Social Security Administration pro-
r am divisions that implemented the Disability Insurance and Medicare programs.
capped his career with appointments as Deputy Commissioner and Acting Com-

missioner of Social Security.
These three panel members met completely the rigorous requirements specified in

the law. Furthermore, they approached their task with enthusiasm, energy, and a
sense of common purpose. It was clear from the beginning that this would not be a
panel that rubber-stamped staff analysis and recommendations. In fact, the staff
was hard pressed to keep up with them. The Panel agreed unanimously on its rec-
ommendations, and its report reflected the ideas and the language of the Panel
members themselves to a degree unusual in studies of this type.

Now, Mr. Chairman, I would like to begin my discussion of the Report itself by
describing briefly how the Panel went about its task. First it agreed on criteria to
guide analysis of options to be considered and issues to be resolved in seating up an
independent Social Security agency. Then the Paniel held six public meetings and
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heard from 53 expert witnesses as a means of gathering information, advice, and
comments on proposed criteria. The full list of those witnesses is included in the
appendix to the Panel's Report. They included former Secretaries of Health and
Human Services, Commissioners of Social Security, officials from other agencies and
departments, including the Office of Management and Budget and the General Ac-
counting Office, experts in public administration, representatives from national or-
ganizations representing labor and the elderly, and Social Security employees them-
selves.

In addition, the Panel received reports, analyses, and studies from its own staff,
the General Accounting Office, the President's Private Sector Survey on Cost Con-
trol (the Grace Commission), the Congressional Research Service, the National
Academy of-Public Administration and private contractors.

The Panel did not lack for information, nor did it lack opinions and ideas about
how best to establish an independent Social Security agency. Indeed, although the
Panel's charter was to develop an implementation plan for creating an independent
agency, extensive testimony was presented bout the advisability of making the
Social Securit' Administration independent. Given the Congress' clear mandate,
however, the Panel's Report only addressed what-in its judgment-was the best
course for the Congress to follow if it decided to make the Social Security agency an
independent entity.

GENERAL CONCLUSIONS

Before listing the Panel's recommendations, let me note some general conclusions
about Social Security operations based on testimony from expert witnesses and the
reports available to the Panel. Information available to the Panel years ago painted
a rather dismal picture of the state of Social Security program operations. Some of
the Panel's recommendations reflected this assessment. Recent testimony from the
Social Security Administration, supported by statements by the General Accc -nting
Office, suggested that management changes implemented during this period may be
showing improved operational efficiency in some areas.

There is no way to know, of course, whether a more contemporaneous account of
operational baseline information would have lead to different recommendations.
The Panel's report did emphasize that if an independent agency were established,
its recommended structure would promote optimal operational effectiveness and ef-
ficiency.

That being said, in its 6 months of study, the Panel was impressed by Social S cu.
rity's far-flung and complex operational and policy responsibilities. As they listened
to witnesses and read about Social Security operations. certain themes were consist-
ently repeated:

-There was wide-spread desire and expectation for the policymaking process for
Social Security to be balanced. Both the President and the ('ongress are well.
served if the long-range implications of policy proposals are clearly and effec-
tively taken into account in the policy formulation process; and

-There was considerable evidence 5 years igo that the Social Security Adminis-
tration, once considered one of the best-managed and most efficient agencies in
the Federal establishment, no longer provided the quality of public service that
the American people had come to expect and believe they have paid for with
their contributions to the system.

Neither of these conclusions came as a surprise to the Members of Congress in
1984. The operational problems of the Social securityy Administration had been
widely discussed in the mass media in previous years, including the Social Security
Administration's difficulties in modernizing its aging computer system, acquiring
modern, accessible office space, and so on. These problems were dealt with in nu-
merous reports of the General Accounting Office. Concern over the policy formula-
tion process had been heightened in the late 1970s and early 1980s, due in large
part to the financial difficulties of the Old Age, Survivors, and Disability (OASDID
programs. Efforts to reduce program outlays in those years, thought necessary to
bring funding for the programs into balance, led many observers to believe that pro-
posals were advanced to reduce benefits or tighten eligibility without adequate con-
sideration of th. long-term nature of the benefit obligations earned under Social Se-
curity.

EFFECT ON PUBLIC CONFIDENCE

During public hearings held in the early months of 1984, the Panel heard descrip-
tions of a perceived decline of public confidence in Social Security. Furthermore, the
Panel's Report refers to statistical survey data that tended to confirm this. Because
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advocates of an independent agency for Social Security have argued that a change
of organizational form would improve public confidence in the Social Security pro-
grams, the Panel sought to weigh the possible effects of various organizational
changes on public perceptions. The Panel concluded that public confidence depends
primarily on the fundamental financial soundness of the programs and on the pub-
ic's belief that necessary program changes will be made with due regard for the

immediate and long term effects of those changes or; the benefit structure.
Nevertheless, the Panel also concluded that organizational arrangements, particu-

larly in the way they promote strong and stable agency leadership, are significant
and do influence how policy is made and the efficiency and effectiveness of program
management. Therefore, consistent with the legislative mandate, the Panel concen-
trated on developing an organizational plan for an independent agency that would
provide an appropriate policy formulation process as well as strengthened manage-
ment capabilities. The Panel concluded that if the Congress decided to create an in-
dependent Social Security agency, the recommendations could lead to efficient and
effective program management-that this agency could, assuming continued
strength in the program's financing, help to improve the public's view of the agency
and the programs.

POLICYMAKING AND ADMINISTRATION FOR SOCIAL SECURITY

In considering a plan for an independent agency, one difficult issue the Panel
faced concerned the policy formulation process. The Social Security Amendments of
1983, which authorized this study, directed the Panel to consider the possibility of
establishing a bipartisan board with executive authority for the agency. According
to those who testified in support of such a board, its primary advantage would be to
create a forum for balanced deliberation of policy proposals, ensuring that full con-
sideration be given to the effect of policy changes on current beneficiaries, those
nearing retirement age, the working population, the disabled, and even the young
and others who are or may be dependent on the program in the distant future. The
Panel concluded that this policy perspective is essential for the OASDI programs;
the President and the Congress must have objective and comprehensive analyses of
the full range of policy options in the legislative decisionmaking process. Thus, one
of the centerpieces of the Panel's plan for an independent agency was a recommen-
dation to establish a permanent, bipartisan advisory board with six-year overlapping
terms, to institutionalize the role now filled intermittently by advisory councils and
ad hoc national commissions. The Panel considered that with the diverse, distin-
guished membership and strong charter that it proposed, both the President and the
Congress could be assured that policy advice and analysis from the agency would be
balanced, comprehensive, and far-sighted.

The Panel did not believe, however, that it would be appropriate for this Board to
have command authority over the agency as a whole. In the Panel's view, strong
management of very large and complex organizations requires the concentration of
responsibility and authority in a chief executive-a single official capable, ideally, of
providing energetic and decisive leadership.

While few would dissent from this principle as applied to operational responsibil-
ity, differences of opinion do arise over how best to organize for executive policy for-
mation, which in our Government includes both the preparation of proposals for
congressional action and the exercise of executive discretion in interpreting legisla-
tive intent.

Whereas good operational management, in the Panel's judgment, requires consid-
erable autonomy-that is, the concentration of power in a responsible official-good
policymaking requires the blending of competing views and the balancing of differ-
ent perspectives on policy questions: Only to a limited extent can this balancing and
blending take place within a single executive agency-the Social Security agency in
this case. It is necessarily a far more inclusive process, engaging the President and
Congress, who, by reason of having won elections, are responsible for making the
most important decisions about public policy.

It should be a responsibility of the Social Security agency's top manager to devel-
op and preserve its capacity to contribute to policymaking with advice, information,
expert analysis, and the kind of judgment that is informed by the experience of pro-
gram operations. Along with the ability to recall experience: what is often called
institutional memory, and an important responsibility to look-beyond the imm -.diate
future, these are the distinctive contributions that administrative agencies m .ke to
policy. The organization and leadership of the Social Security agency should, in the

nel's judgment, be designed to make these contributions to the President azA
Congress as promptly and vigorously as possible. The Panel concluded that an orga-
nization headed by a single executive would be able to fix responsibility for policy
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advice. It would provide expert information, practical judgments, and a long-range
view on policy questions more expeditiously and clearly than would a multimember
deliberative body, which would be vulnerable to indecision, dissension, and diffusion
of responsibility.

A form of organization designed for deliberation, representation, and adjustment
of different viewpoints, as a multimember board would be, is appropriate to head an
agency which has received an extraordinary delegation of broad adjudicatory and
rulemaking power. The leading examples are the Tennessee Valley Authority, a
public corporation created in 1933 to develop the Tennessee Valley, and the various
independent regulatory commissions, which have broad powers to make and inter-
pret rules-in effect, to act on behalf of the legislature and the executive-in their
respective areas of jurisdiction. Congress, however, has made no comparably broad
delegation to the Social Security agency. In the Panel's )udgment, only if such a
Congressional delegation were made, in effect substantially granting legislative
powers for policymaking to an independent Social Security agency, would a multi-
member board be logical as a policymaking form.

As a form for administration, the Panel concluded that a multimember board has
serious disadvantages in that authority would be diffused and policy and adminis-
trative roles can be confused. The assumption that the board would confine itself to
policymaking and leave administration to a chief executive officer assumes incor-
rectly that the two spheres of activity can be clearly differentiated in practice, and
it overlooks or unwisely discounts the danger that the chairman of the board and
possibly other board members would involve themselves in administrative matters
properly the responsibility of the chief executive officer. The Panel concluded that
the Social Security program was urgently in need of strong direction and should -not
be exposed to the risks of contention between board members and the chief execu-
tive officer over who would be in charge. Such contention could exacerbate and pro-
long precisely those administrative problems that a reorganization should be de-
sign ed to prevent.

Finally, the preeminent position of the chairman of a board would tend to dimin-
ish the stature of the agency's chief executive officer and make it more difficult to
attract the type of strong and capable administrator necessary to resolve the agen-
cy's serious management problems.

Accordingly, the Panel recommended that an independent Social Security agency
be headed by a single administrator in whom authority would be clearly and firmly
lodged. At the same time, the Panel recommended establishment of a permanent,
bipartisan advisory board with a strong, affirmative charter to ensure that the Ad-
ministrator, the President and the Congress receive the best possible advice about
policy changes in the Social Security programs and about the level of public service
for beneficiaries. A board, structured as the Panel proposed, would help to protect
the Administrator from partisar political pressures.

The Panel placed great importance on these recommendations. To resolve the
Social Security Administration's perceived operational problems, a strong adminis-
trator was seen to be vital; on the other hand, an advisory board would be neces-
sary, in the case of an independent agency, to provide an appropriate policymaking
apparatus that could assure decisionmakers and the public that policy was being
made in an evenhanded, bipartisan manner. The Panel recommended that the advi-
sory board consist of nine members, no more than five of whom could be of the
same political party. The President would appoint five members (no more than
three of whom could be from the same political party), and to encourage bipartisan-
ship and provide for congressional participation, the President of the Senate Pro
Tempore would appoint two members (one from each party) and the Speaker of the
House of Representatives would appoint two members (one from each party). All
board members would be confirmed by the Senate and would serve six-year, stag-
gered terms. The President would designate the chairman. Meetings of the board
would be held at least bimonthly.

The Panel believed this advisory board could accomplish many of the objectives
advanced by supporters of a full-time executive board. In particular, the advisory
board would:

* carry forward the important symbolism of bipartisanship that was conspicuous-
ly successful in the work of the 1983 National Commission on Social Security

form; -
" help produce a more deliberative decisionmaking process;
" institutionalize the quadrennial advisory councils and minimize the need for ad

hoc commissions; and
* become an important repository of institutional memory.

Specific functions of the advisory board, recommended by the Panel, would be to:
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* make an independent assessment of the annual report of the Board of Trustees
and report the results of this assessment to the President and the Congress;

" engage in public dialogue and education about Social Security;
" suggest to the President names to consider in selecting his nominee for Social

Security Administrator;
* review and assess major legislative proposals regarding Social Security, includ-

ing an assessment of the administrative feasibility and consequences of those pro-
posals;

" review and assess the quality of service that the agency provides to the public;
" make an annual assessment of the progress in upgrading the agency's comput-

er-based technology;
* review and assess the agency's progress in developing needed management im-

provements; and
* in consultation with the Administrator, review the development and implemen-

tation of a long-range research and evaluation plan for the agency.
Under the Panel's plan, the Advisory Board would have a detailed and important

role to play in an independent Social Security agency. With distinguished and ac-
complished members, this Board would complement the strong Administrator whose
first priority, as seen by t--e Pinel in 1984, was the resolution of the Social Security
Administration's operating problems.

OPERATING ISSUES

The Panel considered detailed information about the operational problems facing
the Social Security program in 1984. These were summarized in the Panel's Report.
The Panel was struck by the severity of those problems, particularly the pervasive
effect of tke Social Security Administration's inability to take full advantage of
modern computer technology and the serious internal management issues that the
agency would face when able to modernize its systems and procedures.

The causes of administrative difficulties found by the Social Security Administra-
tion in 1984 were myriad. It seemed clear to the Panel that frequent turnover of top
leadership, repeated reorganizations, and continuous amendment of the Social Secu-
rity Act, when coupled with inadequate systems support and restrictive controls im-
posed by the central management agencies of the executive branch, all played a
part. The Panel's recommendations addressed these causes.

But the Panel also noted that not only did some of the Social Security Adminis-
tration's management challenges result from circumstances beyond its direct con-
trol, but also that the agency and its employees do an admirable job under less than
ideal conditions. On a cursory reading, the Panel's report may appear to be critical
of the agency's shortcomings, but it emphasized that in the vast majority of cases,
the Social Security Administration sends the right check to the right person in the
right amount at the beginning of every month. The Panel concluded that the Social
Security Administration can and should do better; its employees very much want to
do a better job; and that its recommendations for strengthening the management of
the Social Security agency would promote operational excellence.

The Panel concluded that the first step in that process would be to build stability
and professionalism in the agency. Thus, the Panel recommended that the Social
Security Administrator be selected on the basis of demonstrated competence as a
manager, that the position be elevated to executive level If to attract the most
qualified candidates and to provide status comparable to other independent agencies
of the government, and that the Administrator be appointed for a term of 4 years,
coinciding with the term of the President. While the first two points are fairly obvi-
ous, the four-year term was intended to create the expectation that nominees would,
upon accepting the position, make an implicit commitment to stay at least through
the term of the President. In other words, the position of Social Security Adminis-
trator should be a goal to be sought by the most qualified and experienced individ-
uals. On the other hand, the Panel did not believe that Q. term exceeding that of the
President would be appropriate since the administrator would speak for the Presi-
dent on Social Security issues and must have the President's full confidence.

MANAGEMENT AUTHORITIES

The Panel's Report emphasized that many of the Social Security Administration's
1984 operational problems were caused by-or at least exacerbated by--circum-
stances beyond the agency's direct control. One of those factors was the perceived
tendency of the central management agencies of the Federal government, particu-
larly the General Services Administration, the Office of Personnel Management and
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the Office of Management and Budget, to over-regulate and over-control the operat-
ing agencies of the Federal establishment.

The Panel was influenced by a 1983 report by the national Academy of Public
Administration, entitled "Revitalizing Federal Management: Managers and Their
Overburdened Systems," which analyzed deleterious effects of centralized govern-
ment-wide administrative regulations. In addition, the report of the President's Pri-
vate Sector Survey on Cost Control (Grace Commission) pointed out that many agen-
cies, the Social Security Administration in particular, are fully capable of managing
their administrative services without unnecessary and duplicative oversight by con-
trol agencies. The Panel asked the National Academy of Public Administration,
building on their earlier study, to recommend administrative authorities that could,
if delegated to the Social Security Administration, improve its capacity to manage
effectively. The Panel used the National Academy's analysis in reaching its own
conclusions on these questions.

To improve the Administrator's ability to manage the new Social Security agency,
and to achieve and be held accountable for results, the Panel recommended that the
following management authorities be delegated to the extent now permitted by law:

* information resource management and automated data processing planning and
acquisition authority;

@ authority to acquire, operate and maintain the facilities necessary for the Social
Security programs;

e personnel management authority to establish its own recruitment and examina-
tion program for entry level employees and to establish its own classification system
for those job categories identified by the Administrator as unique and/or critical to
agency operations.

The Panel's purposes in recommending these delegations was to balance authority
and responsibility in the hands of the Administrator. Th" Panel concluded that the
Administrator cannot be expected to be responsible for program performance unless
provided the tools to achieve superior performance.

The budget process consumes time and energy of all Federal administrators. One
of the National Academy's central findings was that the budget process for many
agencies places unnecessary and burdensome demands on top management's time
and attention. For stable agencies like the Social Security Administration, the cost
of an annual budget, compared to less frequent budgeting, may not be justified.
Thus, the Panel recommended that the Social Security Agency be authorized to
present a biennial budget request to the President and the Congress.

The budget process can also be counterproductive when it is misdirected. The
Panel agreed with the National Academy that agencies with workload-based admin-
istrative budgets should be required to submit workforce plans to the President and
the Congress, and that once that plan is approved, agency management should be
free to implement it without the imposition of arbitrary ceiling restraints. Thus, the
Panel recommended that the Social Security Administration be required to submit
such a workforce plan and that its administrative budget be based on dollar limita-
tions rather than personnel ceiling controls.

PROGRAMS INCLUDED IN AN INDEPENDENT AGENCY

When the Panel began its deliberations, its members fully expected that one of
the most difficult questions to answer would be, what programs should the new
agency administer? In fact, a consensus was reached rather quickly on this issue.
The Panel recommended an independent Social Security agency with responsibility
only for the Old Age, Survivors, and Disability Insurance (OASDII and the Supple-
mental Security Income (SSI) programs. Accordingly, the Panel recommended that
programs administered by the Social Security Administration in 1984-Aid to Fami-
lies with Dependent Children (AFDC), Child Support Enforcement, Low Income
Energy Assistance, and Refugee Resettlement-should remain in the Department of
Health and Human Services. (This particular recommendation has been made moot
by the subsequent transfer of these welfare and social service programs from the
Social Security Administration to a separate agency in the De apartment of Health
and Human Services.) In addition, no other programs now outside the Social Securi-
ty Administration's jurisdiction, including the Medicare and Medicaid programs,
should be transferred to an independent Social Security agency. This recommenda-
tion followed from the Panel's conclusion that the OASDI and SSI programs consti-
tute enormous management and operational challenges in and of themselves, and
would require the full time attention of a strong administrator.

In the case of Medicare and Medicaid, the Panel heard testimony in favor of re-
uniting Medicare with Social Security, thus locating these social insurance, payroll
tax financed programs in a single agency in order to improve beneficiary service.
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The Social Security Administration provides certain administrative support services
to the Health Care Financing Administration; Medicare applications are taken in
the Social Security Administration's field offices, and the Social Security Adminis-
tration provides beneficiary information and data to the Health Care Financing Ad-
ministration from its computer system. Beneficiaries apply for Medicare in the
Social Security Administration's field offices and many return to the Social Security
Administration with questions on reimbursement, coverage, and the like. However,
the Social Security Administration's field employees often are not in a position to
respond to many of these questions and must refer many beneficiary questions to
Medicare carriers and intermediaries. The Panel was advised that beneficiary serv-
ice might be improved if the Social Security Administration was responsible for the
program and field employees were better trained in Medicare policy and procedures.

The Panel recognized merit in these arguments, but decided on balance that it
would be a mistake to place Medicare (and Medicaid, for the two medical insurance
programs are forging increasingly important policy linkages) in the Social Security
agency. Such a combination would be detrimental to the new Social Security
agency, as well as to the Health Care Financing Administration and the Depart-
ment of Health and Human Services. The Panel correctly predicted that national
health care policy would be one of the most difficult and pressing social issues in
the years ahead. Resolving these issues, still facing the Nation, will not only require
the full time and attention of program managers, it will also require careful coordi-
nation among all Federal health care policymakers. Removing Medicare and Medic-
aid from the Department of Health and Human Services would make health policy
coordination much more difficult, and would be enormously disruptive to the De-
partment of Health and Human Services, to a new Social Security agency, and to
itself. Therefore, the Panel recommended that Medicare and Medicaid remain in the
Department of Health and Human Services with other Federal health programs.

Mr. Chairman, this- completes my statement. I would be happy to answer your
questions.

PREPARED STATEMENT OF JOHN N. STURDIVANT

Mr. Chairman, members of the Committee, my name is ,John N. Sturdivant. I am
President of the American Federation of Government Employees (AFGE, AFL-CIO,
which represents more than 700,000 Federal employees working throughout the gov-
ernment. On behalf of the 55,000 workers at the Social Security Administration
(SSA) whom we represent, I thank you for this opportunity to testify on the estab-
lishment of Social Security as an independent agency and issuing of annual account
statements for prospective Social Security beneficiaries.

The first subject I would like to address is S. 22, a bill which directs the SSA to
provide annual statements of personal earnings and potential benefits for all work.
ers covered by Social Security by the year 2000. AFGE recommended this measure
to the Ways & Means Social Security Subcommittee at the time of its hearing on
the failure of SSA to post $58.6 billion of workers' earnings.

We believe that the issuance of annual statements would serve three major pur-
poses. First, public confidence in the Social Security system would be enhanced by
the receipt of an official annual statement. Second, we believe that workers would
welcome the statements for the opportunity they would provide to reconcile their
own records with those of the SSA. Finally, the responsibility to issue these state-
ments would encourage SSA to pay more careful attention to the posting of earn-
ings.

AFGE does have some serious concerns relating to the implementation of this
law. As a new service, the issuing of annual earnings and benefit statements will
cost money and claim resources. It is difficult to predict with any accuracy just how
much it will cost because of the very real possibility of unanticipated complications.
For example, issuing statements might be handled successfully by few employees
using mostly automated processes, and be relatively error-free. But just as likely is
the possibility that divergences will be discovered between workers' private accounts
and the SSA statements. While the time spent. reconciling these accounts would be
well-spent, it would constitute a new service, and an increased workload for the al-
ready overburdened Social Security staff.

One of AFGE's greatest concerns with the SSA has to do with understaffing. Em-
ployees of SSA experience continual demands to do much more with much less: less
in the way of material, human, and financial resources, and more in the way of
handling increased functions for an increased number of beneficiaries.
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To accommodate the costs associated with the provision of the new service, we ask
that the Congress be certain to provide the additional resources necessary to meet
the increased demand. Too often, the Congress enacts legislation without a concomi-
tant increase in resources to implement the legislation. Thus, we recommend that S.
216 Section 234(b) be amended to add on item (3) to read: "The Secretary will report
to the Congress as to the resources needed to implement the provisions above."

The other subject of today's hearing concerns S. 216, which would establish SSA
as an independent agency. We believe that the consideration of this bill, S. 216,
could not be more timely. The SSA is in a state of confusion and disarray. Morale
among managers and rank and file workers has never been lower. The agency has
been politicized to a degree that would have been unthinkable just a few years ago.
Staffing has plunged from a Congressional appropriation level of 86,213 workyears
in 1985 to the FY 1990 budget request level of 63,911 workyears, a "difference of
22,302 workyears, or 26 percent.

Despite the fact that Congress has recognized the need for more staff, and has, in
each of the last five fiscal years, appropriated additional funds for staffing, the
agency has not fully utilized the funds for that purpose. (The funds, however, have
been expended for other purposes.) These staff reductions have taken place while
the senior population has risen by approximately 10 percent. In addition, SSA em-
ployees have been required to implement major new statutory requirements and
effect major shifts in the way the SSA conducts its affairs. This has produced a sig.
nific-ant addition to the workload of SSA employees, at the same time that the work-
force has been vastly reduced.

The most recent General Accounting Office (GAO) report, "Views of Agency Per-
sonnel on Service Quality and Staff Reductions" (Feb. 1989-GAO/KRO-9-:37BR)
describes graphically the seriousness of the situation. GAO reports plummeting
morale and the widespread existence of serious misgiving on the part of employees
about the agency's current direction. Our union recently conducted a massive
survey of the SSA workforce, collecting information on workers' attitudes toward
their jobs, pay, support, and their opinions about the source of the problems they
face. In most areas, AFGE's findings are consistent with those of the GAO. One par-
ticularly disturbing survey result shows that 42.8 percent of SSA's employees the
field offices are currently looking for work outside of SSA.

The 26 percent staff reductions to which I referred to above were by and large
justified by the adoption of a modernized computer system. Unfortunately, it must

said that this computer system has been a failure. Both the GAO and the Con-
gress cautioned SSA about its leap into purchasing hardware and implementing the
modernization before adequate field testing of the system occurred. Congress was
promised, in the early 1980's, that the system of highly sophisticated and efficient
hardware and software would solve the vast majority of what were then SSA's con-
cerns. The system was to cost approximately $450 million and be completed by 19,88.

AD October 3, 1988, report by the Government Operations Committee paints an
ugly picture of mismanagement, failed opportunities, and, in fact, corruption at the
high est levels. To date, the computer system has cost at least $600 million. The SSA
plans to spend another $500 million during the next few years, primarily on hard-
ware needed to compensate for poorly designed software. The GAO has stated that
by 1990 the SSA will have spent $1.1 billion and that the promised sophisticated
software systems will not be in place until the mid 1990's, if ever.

The agency has thus been required to develop ways to alleviate its workload that
will take the pressure of its inadequate and malfunctioning computer system. The
shortcuts have been the subject of many hearings before this Committee and other
Committees in the House and Senate. One such shortcut, the recent attempt to
change the hearings and appeals regulations by restricting appeals, may be the
most outrageous example of an agency which has lost sight of its historic mission
and legal responsibilities. Millions of citizens could have been harmed if the Con-
gress had not acted quickly and kept SSA from implementing changes in the ap-
peals process. AFGE is proud to have played a role in making the agency's plan
public.

Other changes which have already been implemented have resulted in making
SSA the public's adversary rather than its advocate. Disability applicants are told to
take the complicated application form home to complete. Disability reviews are not
conducted in a timely manner. The "appointment system" in which the walk-in
public is told to leave and call in for an appointment is used to dissuade and dis-
courage beneficiaries and applicants. Social Security Insurance application and re-
determination will no longer be done face-to-face. Protective filings often are not
taken. Earnings are not properly posted. Claims are not fully developed. And it is
likely that individuals becoming citizens under immigration reform will be denied
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retirement, survivor's, and disability benefits because the Agency has made no
effort to inform the population that there are serious problems with the posting of
their earnings. The "800 number" initiative raises questions about the SSA's ability
to implement orderly and effective change. It also raises serious questions with
regardto SSA's approach to service delivery. The list goes on and on.

Most of the problems outlined above are of relatively recent origin. They flow
from decisions made unilaterally by short-term political appointees and by the
Office of Management and Budget in its zeal to see "savings" result from the invest-
ment in computer and systems modernization.

Unfortunately the "savings" have come at the expense of a vastly reduced work-
force. As a result, the public is not as well served as it was just a few years ago.
Former SSA Commissioner Robert M. Ball, in his testimony before the House Ways
& Means Subcommittee on Social Security on March 1, 1989, made a persuasive
case that the "savings" from systems modernization could as easily have been an
opportunity to improve services to SSA's claimants and beneficiaries. An independ-
ent Social Security board, setting broad policy directions, would be far more likely
to be interested in improving SSA's service to the public, and less likely to alter
adversely the appeals process, and certainly not likely to spend SSA's resources in
passing out SSN negativee verifications" (SSA's euphemism) to private concerns.

While the "Board' approach is no panacea for all of SSA's problems, it is an im-
portant step in depoliticizing the agency and assuring that those who run the
agency, and determine its directions have a3 their greatest concern the integrity of
the Social Security system and the interests of the public it serves.

AFGE's support for establishing the Social Security Administration as an inde-
pendent agency is firm. However, our review of S. 216 raises several serious ques-
tions. As a labor union, AFGE has steadfastly maintained that all Federal employ-
ees should be treated equitably. To this end, we have consistently maintained that
all legislative provisions pertaining to personnel embrace the concept of a civil serv-
ice dependent upon merit principles.

S. 216 clearly provides that SSA would be established as an independent agency
whose function would be to administer the OASDI and SSI programs. Under S. 216,
the new independent SSA would be directed by a Social Security Board consisting of
three members who would have broad authority in terms of personnel management
without regard to many 'of the provisions of the existing personnel management
policies and procedures comprising the merit-based civil service system. Initially,
the Board could transfer only such personnel from ItHS/SSA as it so desired. But
we have concerns about what may happen to current SSA employees if they were
not transferred to the new agency.

The bill purports to transfer all of the functions now carried out by the Secretary
of HHS, with respect to OASDI and SSI, to the new independent SSA. AFGE be-
lieves that all personnel performing functions which are transferred, should also be
transferred. In addition, all authorized full-time equivalent positions should be
transferred along with pertinent appropriations. This is precisely what occurred
when archival functions were transferred from GSA to National Archives. Based on
this precedent, AFGE suggest amending Section 104 of the proposed bill to achieve
this goal aid provide employee protections.

The new Board is given the same authority which now is vested in OPM to carry
out demonstration projects with respect to its personnel. While it is true that AFGE
has in many cases supported demonstration projects, we have done so when such
projects were a joint effort among the employees, the agencies involved, OPM, and
the Congress; carried out specifically to determine whether a specified change in
personnel management policies or procedures would result in improved Federal per-
sonnel management.

Under the current demonstration project authority vested in OPM, both the em-
ployees who are to be affected by a proposed project, and their exclusive representa-
tives have a meaningful opportunity to negotiate its design and implementation.
Prior to implementation, a proposed project is subject to review not only by the em-
ployees andthe agency, but by OPM and the Congress as well. Following this for-
mula, each demonstration project becomes the product of careful deliberation by
many responsible persons. This process insures fairness to all who are to be affected
by a demonstration projects. S. 216 provides no such protections. Not only could all
of the employees of the new independent agency be under a demonstration project,
but the Board would have no obligation to consult with the employees since the
projects could be established prior to the actual tranbfer of/the employees from
HHS/SSA to the new agency. The projects would not have to be approved by OPM
or any other entity.
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In short, the Board would be totally free to make its own choices with respect to
rsonnel without any regard for the existing provisions of the civil service system.

his prompts us to ask how are the merit principles upon which the civil service
system is based to be assured under the provisions of S. 216? What rights and pro-
tections would the employees of the new independent agency have?

In light of this serious deficiency, AFE recommends that language be added to
the bill to insure that exclusive representatives are involved in the design and im-
plementation of any demonstration pro cts. This could be accomplished by amend-
ing Section 103.

Current SSA employees are endowed' with the benefits of the labor-management
rights provisions of Chapter 71 of Titie 5. In exercising those rights, many have
chosen exclusive representatives. In such cases, both SSA and the employees have
benefited from their negotiated agreements. The language of S. 216, particularly
that contained in Section 105, seems to permit the new agency to modify or even
terminate such agreements. There is no reason why employees should suffer the loss
of the benefits and protections under those agreements. There is no reason why the
exclusive representatives of the current SSA employees should not continue to rep-
resent those employees who are transferred to the new independent agency.

To the extent that the current SSA employees will be employees of the new inde-
pendent agency and performing the same functions, AFGE believes that it is in the
interest of the public, the agency, the employees, and their exclusive representatives
to (1) retain existing bargaining units, 12) continue recognition of exclusive repre-
sentatives, and (3) continue in full force and effect all collective bargaining agree-
ments as well as mandate the continuation of any negotiations which are currently
being undertaken between SSA and exclusive representatives. This can be accom-
plished by implementing the following three changes:

(1) Amend Section 102 to provide that however the Board chooses to establish or-
ganizational units, where there is a community of interest which existed prior to
the establishment of the new independent agency which was. the basis for the deter-
mination of an appropriate unit for representation, that community of interest shall
be the basis for the continuation of such unit.

(2) Amend paragraph 105 to provide that current exclusive representatives shall
continue to represent the employees who are transferred to the new Agency. In
other words, make clear that the status quo shall remain with respect to representa-
tional rights under Chapter 71 of Title 5.

(3) Amend paragraph 105 to provide that all collective bargaining agreements in
effect shall remain in effect and be binding upon the Administration and that
where negotiations are currently underway, they shall continue between exclusive
representatives and the new Agency.

Again, we wish to express our appreciation to the Committee for moving forward
so quickly in this 101st Congress to establish SSA as an independent agency, and to
provide for annual earnings and benefit statements. It is our desire to have SSA
established as an independent agency and we believe that this can be accomplished
in a manner which also provides clear employee protections. Thus, we look forward
to working with the Committee to develop the provisions necessary to adequately
address the concerns we raised above, thereby protecting the employees of SSA and
working toward assuring the integrity of the existing merit principles upon which
the civil service system is founded.

Thank you for the opportunity to appear here today and to present the views of
AFGE on S. 216 and S. 212. 1 would be happy to respond to any questions the Com-
mittee might have.

PREPARED STATEMENT OF LOUiS W. SULLIVAN

Mr. Chairman and Members of the Subcommittee:
I am pleased to have the opportunity to discuss S. 216, which would make the

Social Security Administration (SSA) an independent agency in the executive
branch. All of us can agree that the goal of SSA should be to provide high-quality
service to the American public. The question before you today is whether making
SSA an independent agency would be the most efficient and effective means of at-
taining this goal. The answer to that question is clearly "no."

To provide the most effective and efficient public service, it is critical that SSA
keep its energies clearly focused, be well managed and motivated and meet the
needs of its employees. This has been and can continue to be done within the De-
partment of Health and Human Services (HHS). Independent agency status would
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not make the task any easier and, indeed, is squarely against recognized concepts of
good management.

Further, separating SSA from IIHS would undercut the President's role as man-
ager of the executive branch, would weaken important links with other HHS agen-
cies, and would eliminate many administrative economies inherent in a large Gov.
ernment department. Consequently, the Administration strongly opposes making
SSA an independent agency.

In the remainder of my statement, I would like to discuss the impetus behind the
independent agency movement over the years and the consequences of making SSA
independent.

BACKGROUND OF INDEPENDENT AGENCY CONCEPT

The Social Security program was administered in its first years as an independent
agency, but by 1939, before actual payment of monthly benefits began, it became an
integral part of the Federal Security Agency (FSA), the forerunner of today's De-
partment of Health and Human Services. The FSA was established to group agen-
cies with related missions under common leadership in-order to coordinate policy-
making, management, and operations.

It was recognized that it was impractical to expect the President to manage di-
rectly all the major programs and agencies of the Federal Government without
having them grouped under Cabinet officers.

Proposals to reestablish SSA as an independent agency arose in the 1970's as a
result of a concern on the part of some that Social Security policy decisions were
being dictated by partisan political and short-term budgetary considerations and
that SSA faced serious systems and organizational problems.

Social Security amendments enacted in 198:3 established a Joint Study Panel of
three experts to recommend how an independent SSA could be implemented. As you
know, the panel did not address the pros and cons of an independent Social Security
agency. Rather, as required by its statutory mandate, the panel dealt extensively
with the various administrative and organizational issues that would arise if SSA
were established as an independent agency and specifically cautioned that the
panel's recommendations regarding how an independent agency might be structured
should not be interpreted as an endorsement of the concept.

Since the panel issued its report, bills to make SSA independent have been consid-
ered in each recent Congress-although none has been enacted. I suggest as a
reason the fact that there is no evidence indicating that making SSA independent
would improve its capacity to do its job more effectively.

INTENT OF INDEPENDENT AGENCY ADVOCATES

The history of the independent agency movement indicates that its sponsors have
wanted to accomplish two things-1 insulate the Social Security program from pos-
sible political or budgetary pressure, and (2) improve the quality of service the
Agency provides. In reality, the Social Security program has become so large-21
percent of Federal expenditures in fiscal year 1989-and so visible-39 million
people receive benefits and 1:30 million pay Social Security taxes-that it is not pos-
sible or desirable to restrict debate about changes in the program.

Moreover, I believe that there is broad bipartisan agreement that changes in
Social Security should be evaluated on their merits and not be advanced for budget-
ary or partisan political purposes. The bipartisan support that produced the historic
1983 Social Security amendments is a model for how Social Security issues should
and will be handled in the future. I believe this bipartisan model should be used to
address all important policy questions-for example, how Social Security programs
are reflected in the budget, how the Social Security trust funds are counted for
Gramm-Rudman-Hollings deficit reduction target purposes, and how trust fund bal-
ances are invested. Making SSA an independent agency would have no effect on
how these issues are raised and handled in the political arena.

From a public service perspective, SSA's performance overall in getting its work
done is significantly better today than it was a few years ago. With the help of sys-
tems modernization and streamlined processes and procedures, SSA generally has
eliminated its work backlogs and now provides quicker, more accurate service to
beneficiaries. The improvements SSA has made in the quality of service it provides
and the efficiency the Agency has achieved rebut arguments that independent
agency status is essential for administrative or operational reasons.
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DISADVANTAGES OF MAKING SSA INDEPENDENT

On the contrary, there are clear disadvantages to establishing SSA as an inde-
pendent agency.

First, I would note that S. 216 purports to establish SSA as an "independent
agency" with limited executive branch accountability. In this respect the bill is a
direct affront to the role of the President as Chief Executive and undermines his
ability to develop coherent economic and social policies for the Nation.

Independent agency status would have costs to SSA and the public. Establishing
SSA as an independent agency would weaken important links between the Agency
and the President and between SSA and parallel agencies within HHS. These links
are valuable to SSA and to the public it serves.

As a Cabinet member, the Secretary of HHS reports directly to the President,
who is, in turn, directly accountable to the electorate. The President and the Secre-
tary of HHS are thus in an excellent position to provide policy leadership on Social
Security issues. Moreover, the independent agency proposals under consideration
would weaken SSA's ties with executive branch support agencies under the Presi-
dent's leadership. Those agencies have the expertise and resources to help SSA with
its space and procurement needs, in the case of the General Services Administra-
tion, and personnel needs, in the case of the Office of Personnel Management.

SSA also benefits from its close ties to other agencies under the HHS umbrella.
As you know, many agencies in HHS are concerned with issues closely related to
those dealt with by SSA. To name a few, the Administration on Aging funds social
services for the elderly, the National Institute on Aging is concerned with health
programs for the aged, and the Health Care Financing Administration's Medicare
and Medicaid programs are vital in providing health care to older citizens and per-
sons with disabilities.

SSA is particularly close to the Health Care Financing Administration (HCFA),
since OASDI and Medicare share many eligibility and coverage provisions and their
recordkeeping processes are highly integrated. Likewise, SSI and the Medicaid pro-
gram share certain eligibility requirements and procedures. Service to beneficiaries
under all of these programs could suffer if an organizational change made it more
difficult for SSA and HCFA to coordinate both policy and operations.

Local Social Security offices also serve as a "one stop shop" for the elderly. Typi-
cally, beneficiaries of Social Security benefits receive information regarding the
Medicare program through their local Social Security office. Local offices also per-
form outreach, providing local community groups with opportunities to learn about
Social Security and Medicare programs.

Moreover, as the catastrophic health insurance program is implemented, these
links between Social Security programs and Medicare will become more important.
The Department's Catastrophic Coordinating Committee is currently involved in
planning the implementation of this new program. The Social Security Administra-
tion and the Health Care Financing Administration are represented on this commit-
tee, allowing for important cross-agency coordination and communication.

The vital link forged between SSA and other HHS agencies will become more crit-
ical in the future. As the aging of the baby-boom generation occurs, more policy and
service coordination between the agencies will be necessary, and there will be a
growing need to coordinate the cash payments provided through the OASDI and SSI
programs with the health and social services provided through all parts of HHS.

The programs administered by SSA also impact our youngest citizens. At the end
of fiscal year 1988, children accounted for 9.2 percent of all disability insurance
beneficiaries. Similarly, by the end of fiscal year 1988, 4.8 percent of all retirement
and survivors insurance benefits were paid to children. Benefit payments to those
children totaled approximately $11 billion in FY 1988.

Due to either disability or the death of a parent, Social Security's child benefici-
aries are among those who are particularly reliant upon the services and programs
available through the HHS network. Both the Head Start program and the Admin-
istration on Developmental Disabilities may provide targeted assistance to disabled
children. Children of deceased workers might also receive cash assistance through
the Aid to Families with Dependent Children (AFDC) program. The Supplemental
Security Income program (SSI) also provides assistance to children. Approximately
290,000 blind and disabled children were receiving SSI payments at the end of 1987.
Entitlement to OASDI and SSI child's benefits also allows our youngest citizens to
access the Medicare and Medicaid programs.

SSA also serves as a primary gateway to information concerning other programs.
SSA is an especially key contact point for younger beneficiaries who may not be
receiving the wide range of information about benefits the aged receive from private
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organizations. Any breakdown in SSA's gateway function to other HHS programs
would prove detrimental to both older and younger beneficiaries.

In addition to the administrative disruption, another practical consideration is
that removal of SSA from HHS would eliminate many of the administrative ecorio-
mies inherent in a large Government department, requiring expenditure of trust
fund monies for the establishment of duplicative and expensive payroll, personnel,
and other support structures now operating efficiently in HHS.

DISADVANTAGES OF A PLURAL EXECUTIVE

The fact that independent status would in no way help SSA do a better job and
would create serious new problems for the Agency are sufficient reasons to oppose
S. 216. However, the bill is fatally flawed in creating a bipartisan, three-person exec-
utive to head SSA. In 1984, the Congressional Research Service (CRS) prepared an
extensive report to the Congressional Study Panel on making SSA independent.
Based on considerable research, the report stated that ". . . the concept of the
plural executive to administer executive agencies has never enjoyed wide support."
The report notes that George Washington observed early in our Nation's history
that ". . . whatever, and whenever one person is found adequate to the discharge of
a duty by close application thereto it is worse executed by two people, and scarcely
done at all if three or more are employed therein."

The history of the three-person Social Security Board in the 1930's is a case in
point. A detailed account of the Board's experience reviewed in the CRS report con-
cluded that "By the end of March 1937, only one major administrative conclusion
appeared clearly warranted: namely, that the Board structure was inadequate for
operating the Social Security program."

A bipartisan board to head SSA is a prescription for indecision and inaction just
when the Agency is making strong forward strides in the service it provides the
American people. Independent agency status would cause Eerious problems for SSA;
a plural executive would almost certainly prove as ineffective as the initial Social
Security Board. The 1984 Congressional study Panel addressed this issue and recom-
mended that SSA, if made independent, continue to be headed by a single Adminis-
trator.

The General Accounting Office has also testified repeatedly that it believes the
more effective form of leadership for an independent SSA to be a strong single Ad-
ministiator at the head of the Agency, assisted by an advisory board on policy mat-
ters that would have no role in SSA operations.

In addition, S. 216 provides for an SSA Executive Director, appointed by and pri-
marily responsible to the 3-member board. In contrast to current law, administra-
tion of the Social Security program would be carried out by an individual selected
without either the advise and consent of the Senate or nominated by the President.
The nation's largest domestic program would be run by an individual neither ac-
countable to any elected official or the American people.

A Social Security Administration governed by a 3-member board also raises ques-
tions regarding the constitutionality of the legislation. In particular, the Adminis-
tration is concerned by Section 101(b~i) of the bill which states that the President
would be able to remove members of the Board only for "neglect of duty or malfea-
sance in office."

An attempt to limit executive branch oversight of SSA's statutory duties and re-
sponsibilities, by restricting the President's removal authority, raises serious separa-
tion of powers concerns. Restrictions on the President's removal power over such
Officers impede the exercise of the President's constitutional obligation to "take
Care the Laws be faithfully executed." (U.S. Constitution, Article I, Section 3.)

The bill also directs the Board to report on certain matters to both the President
and Congress and to report with respect to other matters exclusively to the Con-
gress. These concurrent reporting requirements also raise serious practical and con-
stitutional concerns.

ADMINISTRATION POSITION ON INDEPENDENT AGENCY LEGISLATION

For the reasons I have discussed, the Administration strongly opposes legislation
to make SSA an independent agency. We do not believe that taking SSA out of the
Department of Health and Human Services would help SSA accomplish its mission,
and such a change could seriously hinder close coordination in the delivery of relat-
ed Federal programs to the public.
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PERSONAL EARNINGS AND BENEFIT ESTIMATE STATEMENTS

Mr. Chairman, you have also requested that I comment on S. 212, which would
require that SSA implement in three phases a program to mail personal earnings
and benefit statements to all workers. As you know, Commissioner Dorcas Hardy
announced in August 1988 an SSA initiative to provide personalized earnings and
benefit estimate statements to all workers upon request. Thus far, over 10 million
workers have asked for the form to request an earnings statement and over 5 mil-
lion workers have returned the completed request.

This new statement serves three vital purposes:
* First, it lets people examine and, if necessary, correct their earnings records

promptly. The new statement contains a year-by-year display of a worker's earnings
from 1951 through the most recent year. This detailed information allows a worker
to make sure that his earnings record is correct, so that his future benefits will be
based on all his covered earnings.

e Second, it provides workers with comprehensive benefit estimates, putting a
dollar and cents value on the full package of protection that Social Security offers.

* Third, the statement helps people do their own financial planning. They learn
what to expect from Social Security and are in a better position to plan supplemen-
tal sources of retirement income.

The form contains disability and survivors benefit estimates; retirement benefit
estimated for reduced benefits, benefits at normal retirement age, and benefits at
age 70; and the number of credits the worker needs to be insured for all types of
benefits.

There are two basic reasons why earnings statements are currently available only
upon request, rather than to everyone, as S. 212 would require. First, SSA's systems
of records have current addresses for beneficiaries, but not for people still working.
This is a concern not only because some workers might not get their statements, but
also because mail delivered to the wrong address increases the potential for confi-
dential personal information to get into the wrong hands. Second, there is concern
that benefit-estimates based on automated projections of future earnings might be
much less reliable, particularly for workers many years away from retirement age,
than benefit estimates based on the workers' own projections of future earnings. In
addition there is concern that workers who do not request benefit estimates may not
use the information sent to them to check their earnings or learn about Social Secu-
rity. The Department may then be in a position of expending resources that might
be used more effectively in other public information efforts. Allowing workers who
request benefit estimates to provide their own estimates of earnings and the address
to which the statement should be mailed avoids both problems.

Mr. Chairman, we are continuing to explore alternatives for issuing SSA-initiated
statements. The objective is a process that will give the public the information it
wants and can most readily use, will distribute the statements in a manner that
safeguards confidentiality and yet is as cost-effective as possible, and will keep SSA
workloads manageable. To achieve this, we believe strongly that we must test the
various options fully before settling on a final design.

Because no statement content or distribution methodology is clearly without prob-
lems, SSA plans to conduct several tests beginning with the first one this July to
focus on those issues. We are concerned about confidentiality even during the test
modes, so one version will use blank forms rather than personal information to test
the reliability of the addresses. Other tests will involve distribution of statements
through several large employers with whom we will negotiate special arrangements
for safeguarding the information released to the individual SSN holders. We will be
happy to provide info-'mation regarding the results of the tests as they are conduct-
ed. We believe, however, that i" would be inadvisable to enact legislation requiring
statements to be sent to all workers before we assess the impact of our current ef-
forts and ways are found to secure good addresses, to ensure tie privacy of the in-
formation, and to estimate earnings in future years.

CONCLUSION

In conclusion, I would reiterate that the Bush Administration, like prior Adminis-
trations of both Parties, strongly opposes separating the Social Security Administra-
tion from the Department o" Health and Human Services and making it an inde-
pendent agency.

In regard to benefit statements, we are assessing our current approach of provid-
ing combined earnings and benefit estimate statements to those who request it, and
we are testing alternative approaches designed to provide wider dissemination of
the information. We want to ensure that resources directed toward providing this
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information are well used, both in terms of accurately crediting wages and in alert-
ing the public about Socia! Security benefits. We therefore oppose legislation at this
time.

PREPARED STATEMENT OF DONALD WALSH

The Canada Pension Plan Administration recognized a need to better inform the
public and in 1983 conducted a pilot project to assess their reaction to an informa-
tion package which included a "statement" of credits paid to date, pension calcula-
tion estimates, and descriptions of the various pensions payable.

More than 91% of the recipients surveyed indicated that they intended to retain
the documents for future reference.

As well more than 75% stated that the documents were informative and helpful.

C.P.P. CONTRIBUTOR INFORMATION PROJECT TELEPHONE SURVEY-OVERVIEW

I. Number Piot:
Statement only .............. 3,138
Stateenw t and Terms & Conditions 3.138

Total .6,276
Undeliverd ....... 314 (5%)
Delivered ..... .. 5,962
No. of completed interviews 3,861
No. of refusals..., . 46 (1%)

2. Retention of Documerts:
Yes No

Kept statement.. 91 o 9o
Kept terms conditions 920 89o
Read statement 65% 35%
Read terms and conditions 55%0 450
Benefit informator, on statement- useful 71% 18%
Awareness of CPP Benefits

Retirement 69%
Disatit) 30'o
Survisos 30'o
Chtldrens 22%

3. Helpfulness of Documents
Very helplul Helpful Not helplul No opinion

Statement .-. 41% 45% 700 7%,
Terms and conditions 40% 38% 5o 17%
Terms and conditions. 49o 301o 40 1710

(Age 40-63)

In view of the positive response to the pilot project the Canada Pension Plan Ad-
ministration implemented a "contributor information programs" in 1985.

The "primary" purpose of this program was to encourage the public's involve-
ment with the Canada pension plan.

It's objectives were:
-to provide advice and information to all contributors regarding the Canada Pen-

sion Plan;
-to promote an understanding and awareness of the significance of their contri-

butions as they relate to potential benefits,
-to make contributors aware of the importance of ensuring that their earnings

and contributions records are accurate and complete; and
-to ensure that benefits are applied for.
The pension entitlement estimates shown on the "contributors statement" are cal-

culated using actual figures only and reflect a pension value that would be payable
as of the date that the "statement" is issued.

The Canada Pension Plan Administration has refrained from attempting to
project earnings and pension estimates over a lifetime due to the many variables
i~lvolved, and more importantly did not want to mislead the individual into a false
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sense of security that may not materialize if changes occurred in the employment
pattern.

The Canada Pension Plan, "contributor information program," has just completed
it's fifth year of operation in march 1989.

In total more than 17 million "statements" have been sent to contributors be-
tween the ages of 20 and 92. Most of the contributor population have now received
two "statements". The program is designed to send a new "statement" every three
to four (4) years.

A contributor still retain the right under the Canada Pension Plan legislation to
request a statement of his credits once in am twelve month period.

Of the 17 million "statements" mailed to date, only slightly more than 700,000
were returned as undeliverable due to an incorrect address or death.

This program is also directly responsible for the more than 200,000 inquiries re-
garding pension entitlement, or requesting an investigation of missing or incomplete
earnings and contributions information.

Although the Canada Pension Plan Administration has not conducted a formal
survey during the past five years, it is reasonable to conclude that the contributor
information program has been well-received by the general public.

It is generally agreed that the contributor information program has achieved it's
stated objectives.

At the present time the department of National Health and Welfare (Canada) has
no intentions of ceasing this program.
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SUtI OF COSTS
1981 - 1989

THE TOTAL OF KNOWN COSTS FOR IhE CONTRIBUTOR INFORMATION PROGRAM IS

$8,348,577.

THE COSTS OF THE VARIOUS ELEMENTS ARE:

- PROGRAM DEVELOPMENT ---------------------------- $ 375,000

- POST3 E----------------------------- $ 5,351,740

- PRINTING/PURCHASE OF FORMS/ENVELOPES $ 2,011,,900
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fi

COST PER STATEMENT

1988/89

DURING THE FISCAL YEAR 1988/89 MORE THAN FOUR MILLION, (4o289,109)

"STATEMENTS" WERE MAILED TO CONTRIBUTORS.

THE TOTAL COST PER "STATEMENT" WAS APPROXIMATELY $0.56 CENTS OF WHICH

$0.31 CENTS WAS FOR POSTAGE. (SEE NEXT PAE)

~99
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COMMUNICATIONS

STATEMENT OF THE NATIONAL TREASURY EMPLOYEES UNION

Mr. Chairman and Members of the Subcommittee:
I am Robert M. Tobias, National president of the National Treasury Employees

Union. NTEU is the exclusive representative of over 140,000 Federal workers in-
cluding all Social Security Administration employees in HHS regional offices, and
attorneys in the Office of Hearings and Appea ls. I am pleased to have the opportu-
nity to testify today on H.R. 791, which would create an independent Social Security
Administration.

NTEU strongly supports the establishment of SSA as an independent agency. The
Social Security Administration manages a program that is of vital importance to
most Americans. Over the past eight years, public confidence in Social Security has
Freatly declined because of arbitrary and capricious budgetary and policy directives
imposed on the agency.

The current Administrator of Social Security has been pushing forward with a
foolhardy plan of reducing SSA employees by 17,000 positions over six years. This
plan, which was recommended by the Grace Commission and imposed by OMB, is a
calculated assault on the machinery that serves millions of senior citizens and
needy Americans. The theme of "SSA can do more with less" makes a mockery of
the dedicated service of thousands of SSA employees wh, are enduring increased
workload pressures and face disruption of their careers.

Surveys taken both by GAO and by SSA itself have shown steadily declining staff
morale. GAO surveyed SSA employees about the effects of staff reductions, and
found that 56% believed the losses they had experienced had a negative effect on
the ability of their units to produce quality work. The most frequently mentioned
effects were larger workloads for remaining staff to process, lower morale and more
stress, apathy, frustration, backlogs, untimely processing of workloads, and tasks in-
appropriate to grade level.

In August, 1987, SSA distributed a 39-item opinion poll to its 9,000 supervisors
and managers to assist in "gauging the morale and communications needs of SSA's
managerial workforce." The response rate to this mailout was 55%. Dissatisfaction
with SSA's downsizing process was expressed by 67% of the respondents, with oper-
ations managers (70.8%) more dissatisfied than staff supervisors (58.2%). About one
third (1/3) of respondents said they rarely leave the office with a sense of accom-
plishment and less than one-fourth recommended SSA as a good place to work. A
majority of managers (76.9%) said SSA was not a better place to work than it was a
year ao. Only one in ten believed that things would improve.

SSA s management of staff reductions has been particularly abysmal in the Pro-
gram Service Centers (PSC's). These Centers have borne significant staff cuts, as
well as upheaval in the critical Claims Authorizer (CA) positions, caused by shifting
final claims authorization from PSC's to district offices. The most complex and
error-prone cases, that were formerly handled by CA's, have been thrust upon Dis-
trict Offices which lack the experienced and trained people to handle this additional
workload. In 1987, NTEU said that this policy-called DOFA, for District Office
Final Authorization-would only lead to higher rates and overpayments. This and
more has been borne out by the GAO.

GAO, in its report Payment Accuracy Rates Are Overstated, (NRD 88-10) docu-
mented the magnitude of the error rate problem. They found the error rate to be
twice what SSA is reporting, with errors affecting one out of every eight benefici-
aries for an average of five years, and costing the trust funds $1.1 billion a year,
compared to SSA's $600 million estimate.

A main reason for the error rate difference between SSA and GAO is that SSA
doesn't count underpayments. About 60% of all cases in error are underpayments,
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and those errors work hardships on retired workers. GAO found that over one mil-
lion Social Security recipients are being shortchanged an average of $36.60 per
month.

SSA staff reductions and mismanaged modernization efforts are costing over a
million senior citizens on fixed incomes a bag of groceries a month. They are costing
the Social Security trust funds $1.1 billion annually. And they are taking a priceless
toll on the thousands of dedicated employees who sincerely want to serve this coun-
try's Social Security recipients effectively and efficiently, but are thwarted in their
efforts by a meat cleaver approach to budget reduction. It seems to me that this is a
senseless way to run one of the most important programs in the nation.

The passage of H.R. 791 cannot, by itself, resolve all of these very serious prob-
lems. The creation of an independent SSA, however, would be a vital first step in
reversing the trend of the last eight years.

H.R. 791 would create a 3 member, bi-partisan board, serving for staggered six
year terms to direct and oversee the functions of the Social Security Administration.
The Board would appoint an Executive Director, who would serve as chief operating
officer for the agency, for a four year term. Since 1973, SSA has had 10 Commission-
ers or Acting Commissioners, at least one of which was-removed from office for at-
tempting to defend the agency from the Administration's assault of staff reductions.
The management structure provided in Ih.R. 791 would provide badly needed conti-
nuity in leadership at SSA, and help to prevent the removal of high level officials
for attempting to do their jobs.

H.R. 791 would also provide the new Social Security Administration with demon-
stration project authority to perform certain management functions currently con-
trolled by the Office of Personnel Management (OPM) and the General Services Ad-
ministration. (GSA) The Board would have authority to test the new agency's capac-
ity to recruit, compensate, and mange personnel, and to acquire and maintain facili-
ties and automated data processing equipment. We believe that language should be
added to the bill to make these demonstration projects subject to collective bargain-
ing. With that addition, we wholeheartedly support these provisions.

NTEU believes that the Federal Government should decentralize its personnel
practices, and give the individual agencies much of the authority for recruitment,
pay, and management that is currently in the hands of OPM. The personnel demon-
stration projects contained in HI.R. 791 would both move SSA in that direction, and
if successful, serve as a government-wide example of the feasibility of decentraliza-
tion.

Earlier in this testimony, we cited GAO and SSA surveys that showed low morale
and frustration on the part of SSA managers and rank-and-file employees. NTEU
believes that the demonstration authority provided in this legislation provides a
unique opportunity for resolving these problems. Labor and management, working
together toward a shared goal of service to the public, will be able to realistically
address the needs of the agency and its workers and take steps to meet those needs,
even within the climate of budget restraint that will continue to be it factor for
years to come. NTEU would welcome the opportunity to work with the leaders of an
independent SSA to address the problems of the agency in an effective, and fiscally
prudent manner.

The personnel provision of H.R. 791 would also allow the SSA Board to implement
innovative policies that would also improve both the agency's ability to serve its cli-
ents and employee morale and advancement. For example, for several years, NTEU
has been working with SSIV to revise the criteria for appointment to Administrative
Law Judge (ALJ) positions, so that SSA staff attorneys in the Office of Hearings and
Appeals could be promoted to these positions.

In October 1984 Congress endorsed the idea that SSA attorneys serve as AIJs,
and directed the Secretary of Health and Human Services to submit a report to two
Congressional committees on actions the secretary had taken to achieve this goal
(P.L. 98-460, Section 13). The original version of the legislation, which was approved
by this subcommittee in the 98th Congress, would have forced OPM to appoint SSA
attorneys with seven years experience in the area as ALJs. Congress chose not to
force this action on OPM after OPM represented to SSA and Congress that changes
in the selection criteria were made which would enable SSA attorneys to attain AlI
positions.

In the summer of 1987, for the first time since 1983, OPM solicited applications
from attorneys interested in becoming ALJs. Many staff attorneys applied for the
position at that time. When OPM's basic ratings of all candidates were released in
March 1988, SSA attorneys and agency officials were surprised to find that OPM
had not effectively revised its criteria as promised. OPM gave SSA staff attorneys,
as a class, such low ratings that few will be selected as judges, despite the extensive
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experience in social security law many of them hold. Many other applicants with no
experience in SSA law received much higher ratings by OPM. In October 1988, the
current Social Security Administrator wrote to the Director of OPM urging that the
AL selection criteria be revised. The OPM Director refused this request.

NTEU feels strongly that Social Security claimants should have their cases re-
viewed by the most qualified people possible. We believe that many OHA staff attor-
neys have the qualifications necessary to be effective AL's, and that it violates
both common sense and the will of Congress for OPM to unilaterally deny these at-
torneys the ability to advance to AM positions. The Board could utilize its demon-
stration project authority to experiment with promoting staff attorneys, and the
Comptroller General, with the authority provided in H.R. 791, could review the ex-
periment and insure that claimants receive fair treatment from these new ALs.

The demonstration project authority allowing the SSA Board to contract for auto-
mated data processing equipment will also help to resolve some of SSA's current
problems. Much of the reduction of personnel that has taken place at SSA has os-
tensibly been linked to office automation and systems modernization. This is in spite
of the fact that those efforts have fallen greatly behind schedule, and new computer
systems are being brought into severely understaffed offices with workers who can
barely meet the existing workload. Little or no training has been provided to staff
on the new computer systems. When new equipment is introduced it generally fol-
lows that productivity temporarily declines while training is taking place. No ac-
commodation has been made for this, or for the fact that there is not enough time
for the overworked staff to complete routine work and learn the new systems. If one
entity, the Board, has authority over both persor-nel and systems management, we
are likely to see more coordination between modernization and staffing needs. This
can only improve services to the public.

NTEU believes that Section lO,5ib) of II.R. 791 should be amended to insure that
existing collective bargaining agreements be carried over to the new agency, and
not be subject to change or modification by the board during the remainder of their
current terms. In both the law creating the Department of Education (PI. 96-S8, 2)
USC 3505(a)) and the law creating the Department of Veteran's Affairs IPl, 100-527,
Section II), language is included allowing changes in pre-existing agreements only in
accordance with current law. This simple change will insure that the Board cannot
arbitrarily alter existing agreements.

In conclusion, we believe that the passage of H.R. 791 would go a long way toward
remedying the major deficiencies in SSA's ability to render responsive caring serv-
ice to the public. It would also greatly enhance employee morale and pride in serv-
ice. NTEU is willing to work with you in any way necessary to hell) insure enact-
ment of this important legislation.

22-116 (108)


