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SOCIAL SECURITY RETIREMENT TEST

MONDAY, APRIL 21, 1980

U.S. SENATE,
SUBCOMMITTEE ON SOCIAL SECURITY,
CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:10 p.m. in room
2221, Dirksen Senate Office Buxldmg, Hon. Gaylord Nelson (chair-
man of the subcommittee) presidin,

Present: Senators Nelson and Do e.

gl‘h press releases announcing this hearing and the bills H.R.
6295, S. 248, S. 1287, S. 1418, S. 1498, S. 1554, S. 2034, S. 2083, and
S. 2208 follow ] ,

1))



Press Release § H-16

PRESS RELEASE

POR IMMEDIATE RELEASE UNITED STATES SENATE

March 14, 1980 COMMITTEE ON PINANCE
SUBCOMMITTEE ON SOCIAL SECURITY
2227 pirksen Senate Office Bldg.

FINANCE SUBCOMMITTEE ON SOCIAL SECURITY
TO HOLD HEARINGS ON PENDING LEGISLATION RELATED TO
THE SOCIAL SECURITY RETIREMENT TEST

The Konorable Gaylord Nelson (D., Wis.), Chalrman of the
rinance Subcommittee¢ on Social Security, today announced that the
Subcommittee will holl a hearing on H.R. 5295 and other pending
leglislation related to the Social Security retirement test.

The hearing will be held starting at 10100 a.m. on
Thursday, April 3, 1980 In Room 222] Dirksen Senate Office

Bulialgg.

Senator Nelson noted that the 1977 Ameéndments to the
Soclal Security Act repealed the monthly exception to the social
securlty annual retirement test. Under this former monthly
exception, full soclal security benefits were payable for any
month in which individuals had no sl?nlflcant enploymeént
activity, even {f their social security benefits would otherwise
have been reduced because of annual earnings. The elimination of
the monthly exception created unforseen problems as a result of
{ts retroactive Impact and the special clrcumstances assoclated
with the treatment of self-employment Income. This-change
sdversely affected insurance agents, certiflied pudblic
E] tants, t hers, dentists, and various other groups.

Legislation to correct this unintended effect of the
1977 amendments and for makirng the remedial legislative changes
retroactive to the beginning of 1978 when the law became
operative has been passed by the House of Representatives. This
legislation (B.R. 5295) was referred in the Senate to the
Coamittee on Finance.

The Subcommittee hearing will examine the House-passed
bill along with all other bills related to the retirement test
vhich have been referred to the Committee, including S.248,
$.1287, s.1418, S$.1498, 5.1554, S.2034, S.2083, and S,2208.

Reguests to testify.--Chajirman Nelson stated that
witnesses desiring to testl‘y at the hearing must asake thelr
requests to testify to Michael Stern,—6taff Director, Committee
on Finance, Room 2227, Dirksen Senate Office 8uilding,
Washington, D.C. 20510, not later than the close of business on
March 21, 1980. Witnesses vho are scheduled to testify w
notifled as soon as possible after this date as to when they will
a ar. If for some reason the witness Is unable to appear at
the time scheduled, he may file a written statement for the
record in 1ieu of the personal appearance., Chalrman Nelson also
stated that the Subcommittee strongly urges all vitnesses who
have a common position or the same general [nterest to
consolidate their testimony and to designate a single spokesman
to pressnt thefr common viewpoint to the Subcommittee, This
procedure will enable the Subcommittee to recelve a wider
expression of views than it might otherwise obtain.’

Legislative Reorganization Act.--Chairman Nelson stated
that the LegisTative Reorganlzation Act of 1946 requires all
witnesses appearing before the Committees of Congress to "ffile In
advance written statements of their proposed testimony and to
1imsit their oral presentation to brief summaries of their argu-
ment.* Senator Nelson stated that, in light of this statute,
the nuaber of witnesses who desire to appear before the
Subcommittee, and the limited time avellable for the hearings,
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811 witnesses who are scheduled to testify must comply with the
following rules:

(1) A copy of the statement must be delivered
to Room 2227 Dirksen Senate office
puilding, not later than 5100 p.m. on

Tuesday, April 1, 1980.

“(2) AT witnesses sust include with their
written statements 8 summary of the
principal points {ncTuded In the
statement, .

(3) The written statements must be typed on
letter-size p:pet (ml'.b:m‘;,ai‘si:ezl and at
least 100 cof es must elivered to
Room 2227, Dirksen Senate Office
Bullding, not later than noon on

Wednesday, April 2, 1980.

- (4) Witnesses are not to read thelr written
staterents to the Subcommittee, but are
to confine thelr oral preséntations to 2
summary of the points included in the
statement.

(5) All witnesses will be limited in the
amount of tise for their oral summary
- before the Subcommittee, Witnesses will
be informed as to the time limitation
before thelr appearance.

Witnesses vho fail to comply with these rules will
forfeit their privilege to testify.

written statements.--Persons not scheduled to make an
oral presentation, and others who desire to present thelr views
to the Subcommittee, are urged to prepare a written statement for
submission and inclusfon {n the printed record of the hearing.
Written testimony for inclusion In the record should be type-
written, not more than 25 double-spaced pages in length and
mailed with S copies to Michael Stern, Staff pirector, Senate
Committee on Finance, Room 2227, Dirksen Senate office Building,
Washington, D.C. 20510, not later than April 30, 1980.

P.R. § H-16
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Press Reiease § H-20

PRESS RELEASE

FOR IMMEDIATE RELEASE UNITED STATES SENATE

March 23, 1980 COMMITTEE ON FPINANCE
SUBCOMMITTEE ON SOCIAL SECURITY
2227 pirksen Senate Office 8ldg.

FINANCE SUBCOMMITTEE ON SOCIAL SECURITY
ANNOUNCES CHANGE OF DATE FOR HEARING
ON SOCIAL SECURITY RETIREMENT TEST LEGISLATION

1 The Honorable Gaylord Nelson (D., Wis.), Chafrman of the
Finance Subcommittee on Social Securlty, today announced a change
in the scheduled date for a hearing to be held by the Subcommit-
tee on H.R. 5295 and other pending legislation related to the
Soclal Securfity retirement test. (This hearing was announced in
Finance Committee press release no. H-16, Issued March 14, 1980.)

The mam_.g will be held starting at 2:00 p.m. on
Monda Apr 21,1 n_Room 2221 blrksen Senate 0 ce
Bulidfgg. _

Senator Nelson noted that the 1977 Arendments to the
Social Security Act repealed the monthly exception to the social
security annual retirement test. Under this former monthly ex-
ception, full soclal) security beneflits were payable for any month
in which individuals had no significant employment activity, even
1f thelir social security benefits would otherwise have been
reduced because of annual earnings. The elimination of the
monthly exception created unforeseen problems as a result of {ts
retroactive impact and the speclal circumstances assoclated with
the treatment of self-employment income. This change adversely
. affected insurance agents, certified public accountants, teach-
ers, dentists, and various other groups.

Legislation to correct this unintended effect of the
1977 amendments and for making the remedial legislative changes
retroactive to the beginning of %978 when the law becsme opera-
tive has been passed by the House of Representatives, This
legislation (H.R. 5295) vas referred in the Senate to the
Committee on Finance,

The Subcommittee hearing will examine the House-passed
bil11 along with all other bills related to the retirement test
which have been referred to the Committee, fncluding 5.248,
$.1287, 5.1418, S.1498, 5.1554, 5.2034, S.2083, and S,2208.

Requests to testify.--Chalrman Nelson stated that per-
sons who have subaitted requests to testify on the previously
scheduled date in accordance with the March 14 press release will
be notified and thefr requests will be considered to apply to the
new hearing date,

Written statements.--Persons not scheduled to make an
oral presentation, and others who desire to present thelr views
to the Subcommittee, are urged to prepare a written statement for
submission and inclusfon In the printed record of the hearing.
Weitten testimony for inclusion fn the record should de typewrit-
ten, not more than 25 double-spaced pages In length and mailed
with § coples to Michael Stern, Staff Director, Senate Committee
on Finance, Room 2227, Dirksen Senate Office Building,
Washington, D.C. 20510. The deadline for subaftting written
statements [s extended to May 9, 1980.

P.R. § H-20 K
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IN THE SENATE OF THE UNITED STATES

DEcEMBER 20 (legisiative day, DECEMBER 15), 1979 .
Read twice and referred to the Committee on Finance

AN ACT

To -amend title -II of the Social Security Act to make the
monthly earnings test available in limited circumstances in
the case of certain beneficiaries, to amend the technical
requirements for entitlement to medicare, and to provide
that income attributable to services performed before an
individual first becomes entitled to old-age insurance bene-
fits shall not be taken into account (after 1977) in determin-
ing his or her gross income for purposes of the earnings
test.

1 Be it enacted by the Senate and House of Representa-
9 tives of the United States of America in Congress assembled,
3 That (a)(1) section 203(f(1) of the Social Security Act is

4 amended—
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(A) by striking out “‘or”’ immediately before clause
(E), and ‘ _
" (B) by inserting before the period at the end
~ thereof the following: *, or (F) in which such individual

did not engage in self-employment and did not, render-

services for wages (determined as provided in para-
graph (5) of this subsection) of more than the applica-
ble exempt amount as determined under paragraph (8),
in the case of an individual entitled to benefits under
section 202(b) (but only by reason of having a child in
her care within the meaning of paragraph (1)(B) of that
subsection) or under section 202 (d) or (g), if such
month is in a year.in which such entitlement ends’.
(2) Section 203(f{2) of such Act is amended by strik-
ing out “’(D), and (E)”’ and inserting in lieu thereof (D), (E),
and (F)". .
(b) The a;nendments made by subsection (a) shall apply
with respect to monthly benefits payable for months after
December 1977. A
. SEO. 2. (a) Section 226(a)(2) of the Social Security Act
is amended by inserting after “‘section 202" the following: *,
or would be entitled to these benefits except that he has not
filed an application therefor (or application has not been made
for a benefit the entitlement to which for any individual is a

condition of entitlement therefor) and, in conformity with reg-

oy
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ulations of the Secretary, files an apphcahon for hospltal in-
surance benefits under part A of title XVIIL”

) Section 1811(1) of such Act is amended by striking
out “‘are entitled to” and inserting in lieu thereof “are eligi-
ble for'. ‘

(c) For purposes of section 226 of such Act as amended
by subsection (a) of this séction, an individual who filed an
application for monthly insurance benefits under section 202
of such Act prior to the effective date of the amendment
made by subsection (a) shall be deemed to have filed an appli-
cation for hos—pital insmax;ce benefits under part A of title
VIII of such Aet, at the time he appliéd for such-benefits

under section 202 regardless of the continuing status or effect

of the application for benefits under section 202, if he would

have been entitled to benefits under that section had such
ap;)lication remained in effect.

(d) The amendments made by subsections (a) and (b)
shall be effective after the second month beginning after the
date on which this Act is enacted.

Skc. 3. (a) Section 203(f{5}D) of the Social Security
Act is amended to read as follows:

“(D)-In the case of—
“() an individual who has attained the age of

85 on or before the last day of the taxsble year,

and who shows to-the satisfaction of the Secre-

s
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tary that he or she is receiving_’ toyalties attributa-
ble to a copyright or patent obtained before the
taxable year in which he or she attained ‘such age
and that the propert;' to which the copyright or
patent relates was created by his or her own per-
sonal efforts, or.

“(ii) an individual who has become entitled
to old-age insurance benefits, and who shows to
the satisfaction of the Secretary that he or she is
receiving any other income attributable to services
performed before the month in which he or she
initially became entitled to such benefits,

there shall be excluded from gross income any such

royalties or other income.”, .

(b) The amendment made by subsection (a) shall apply
with respect to months after December 1977.

SE0. 4. (a) Section 203(f)(1) of the Social Security Act
is amended by striking out “the first month” in clause (E)
and inserting in lieu thereof “the first month after December
1977,




5
1 (b) The amendment made by subsection (a) shall apply
2 with respect to monthly benefits payable for months after
8 December 1977.

Passed the House of Representatives December 19,
1979.

- Autest: EDMUND L. HENSHAW, JR.,
: Clerk.

By BENJAMIN J. GUTHRIE,
Assistant to the Clerk.
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To amend title I of the Social Security Act so as to modify the criteria
respecting certain self-employment income, derived from the sale of certain
agricultural or horticultural commodities, for purposes of the social security
retirement test.

IN THE SENATE OF THE UNITED STATES

JANUARY 29 (legislative day, JANUARY 15), 1979

Mr. DoLE introduced the following bill; which was read twice and referred to the
Committee on Finance -

- A BILL

To amend title IT of the Social Security Act so as to modify the
criteria respecting certain self-employment income, derived
from the sale of certain agricultural or horticultural com-
modities, for purposes of the social security retirement test.
Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That (a) section 203(f)(5) of the Social Security Act is _
amended— i
(1) in subparagraph (B)(i), by striking out *‘sub-
paragraph (D) and inserting in lieu thereof ‘“‘subpara-
graphs (D) and (E)”, and

N S Ot e W L
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(2) by adding after subparagraph (D) the following
new subparagraph:
“*“(E) For purposes of this subsection, there shall

be excluded from the gross income of any individual

_ any amount received by him during any taxable year

which ends after December 31, 1977, if— -

;'(i) sych amount constitutes net earnings
from self-employment of such individual derived
from his engagement in a trade or business which,
if such trade or business were carried on exclu-
sively by employees, the major portion of the
services involved in the carrying out of such trade
or business would constitute agricultural labor as
defined in section 210(f),

“(ii) such amount is derived from the sale of
agricultural or horticultural commodities (includ-
ing livestock, bees, poultry, and fur-bearing ani-
mals and wildlife) produced prior to such taxable
year in such trade or business,

“(iii) during such taxable year such individu-
al did not render any substantial services (as de-
termined pursuant to methods and criteria which
the Secretary shall by regulations prescribe) with
respeét to any trade or business described in

clause (i), and
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“(iv) no amount has been excluded from such

individual’s gross income pursuant to this subpar-
agraph (E), for any preceding taxable year.”.
o
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1Mo repesl the earings oelng ofthe Social Socurity Actfor ll beneficiies age
sixty-five or older.

IN THE SENATE OF THE UNITED STATES

Juns 6 (egislative day, Mav 21), 1079 - i
My, GoLowaTER (for himself, Mr. STONE, Mr. Pressieg, Mr. DEConcINg, and
Mr. Bavn) introduced the following bill; which was read twico and referred
to the Committee on Finance

A BILL

To repeal the earnings ceiling of the Social Security Act for all
beneficiarios age sixty-five or older.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
8 That (s) section 203(((8)A) of the Social Security Act is
4 amended by striking out “the new exempt amounts (sepa-
5 rately stated for individuals described in subparagraph (D)
6 and for other individuals) which are” and inserting in lieu
7 - thereof “the new exempt amount which is”. ’
8- . (bX1) Section 203(}(8)(B) of such Act is amended by
9 - striking out “Except a8 otherwise provided in subparagraph

-

63-893 0 - 80 -~ 2
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(D), the exempt amount which is applicable to individuals
described in such subparagraph and the exempt amount
which is applicable o other individuals, for each month of &
particular taxable year, shall each be” and inserting in lieu ’
thereof “The exempt amount for each month of a particular
taxable year shall be”.

" (2) Section 203()(8)(B)D of such Act is amended by
striking out “the corresponding exempt amount” and insert-
ing in lieu thereof “‘the exempt amou;xt”. -

(8) The last sentence of section 203(f{8)B) of such Act
is amended by striking out “‘an exempt amount” and insert-
ing in lieu thereof *“‘the exempt amount”.

(c) Section 203(1)(8) of such Act is further amended by
striking out subparagraph (D) thereof.

(d) Subsections (f)(1), ()(3), (N(4)(B), and (WX1}A) of sec-
tion 203 of such Act are each amended by striking out “the
applicable exempt amount’’ and inserting in lieu thereof “‘the
exempt amount”,

(eX(1) Subsections (cX(1), (A1), (H(1}(B), and () of section
203 of such Act are each amended by striking out “‘seventy"”’
and inserting in lieu thereof “sixty-five”.

(2) The last sentence of section 203(c) of such Actrin
amended by striking out “nor shall any deduction” and all
that follows and inserting in lieu thereof “not shall any de-
duction be made under this. subsection from any widow’s or
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widower's insurance beneﬁt if the widow, widower, surviving
divorced wife, widower, or gurviving divorced husband in-
volved became entitled to such benefit prior to attaining age
60.”. ‘ : : ' ‘
(@) Clause (D) of section 203(D(1) of such Act is
amended to read as follows: “(D) for which such individual is
entitled to widow's or widower’s insurance benefit if she or -
he became so entitled prior to attaining age 60, or'”,

@ Subsection (f)(8) of section 203 of such Act is amend-
10 ed by strikmg out “age 70" and inserting in lieu thereof “‘age
11 65",
12 (5) Subsection (h)(l)(A) of section 203 of such Act is
138 amended by striking out “age 70" and inserting in lieu there-
14 of “age 65",
15~ () The heading of subsection () of section 203 of such
16 Act is amended by striking out “Seventy” and inserting in
17 lieu thereof “Sixty-five”.
18 8EO. 2. The amendments made by this Act shall apply -
19 only with respect to taxable years ending after December 31,
20 1982. " *

o)
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To amend title II of tbe'SocioJ Security Act to_provide that deductions from
benefits on account of excess earnings shall not be applicable in the case of
social security beneficiaries who have attained age sixty-five.

IN THE SENATE OF THE UNITED STATES

JUNE 27 Qegislative day, Juxe 21), 1970 -

Mr. JEPSEN introduced the following bill; which was read twice and referred to
the Committee on Finance

A BILL

To amend title IT of the Social Sccurity Act to provide that
deductions from benefits on account of excess earnings shall
not be applicable in the case of social security beneficiaries
who have attained age sixty-five.

Be it enacted by the Senale an;l House of Representa-
tives of the United States of America in Congress assembled,
That (a) section 203()(8)(A) of the Social Security Act is
amended by striking out “the new exempt amounts (sepa-
rately stated for Individuals described i subpatagraph (D)
~‘and-for other -individuals) which are” and inigerting in lidd

LT e e s . e
B O R S
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-thereof- “ihe hew-exenipt amount which is”;
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(®)1) Section 203(1)(8)(B) of such Act is amended by
striking out “Except as otherwise provided in subparagraph
(D), thé exempt amount which is applicable to individuals
described in such subparagraph and the exempt amount
which is applicable to other individuals, for each month of a
particular taxableAyear, shall each be” and inserting in lieu
thereof ““The exempt amount for each month of a particular
taxable year shall be”’. '

(2) Section 203(f(8}B)() of such Act is amended by
striking out “the corresponding exempt amount’’ and insert-
“ing in lieu thereof “the exempt amount”.

(8) The last sentence of section 203(f)(8)(B) of such Act
is amended by striking out “an exempt amount” and insert-
ing in lieu thereof “the exempt amount”.

(¢) Section 203(f)(8) of such Act is further amended by
striking out subparagraph (D) thereof.

(d) Subsections (f)(1), ()(3), (N(4)(B), and (h)(1)XA) of sec-
tion 203 of such Act are each amended by striking out “the
applicable exempt amount” and inserting in lieu thereof “the
exempt amount’’. B

(e)(1) Subsections (e)(1), (d1), ({1)}(B), and (j) of section
203 of such Act are each amended by striking out “‘seventy"”
_and inserting in licu thereof “sixty-five’.

(2) The last sentence of section 203(c) of such Act is
amended by striking out “nor shall any deduction” and all
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3
that follows and inserting in lieu thereof “‘nor shall any de-
duction be made under thiz subsection from a;ny widow'’s or
widower’s insurance benefit if the widow, widower, surviving
divorced wife, widower, or surviving divorced husband in-
volved became entitled to such benefit prior to attaining age
60.".

(8) Clause (D) of section 203(f}(1) of such Act is amend-
ed to read as follows: “(D) for which such individual is enti-
tled to widow’s or widower’s insurance benefit if she or he
becamg so entitled prior to attaining age 60, or”.

(4) Subsection (f)(3) of section 203 of such Act is amend-
ed by striking éut “age 70" and inserting in lieu thereof “‘age
65”. ‘ '

(5) Subsection (h}(1{A) of section 203 of such Act is
amended by striking out “age 70" and inserting in lieu there-
of “age 65".

(6) The heading of subsection (j) of section 203 of such -
Act is amended by striking out “Seventy’ and inserting in
lieu thereof ‘‘Sixty-five”.

Skc. 2. The amendments made by this Act shall apply
only with respect to taxable years ending after December 31,
1979.

0]
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To amend title II of the Social Security Aet to provi(ie an alternative retirement
test for certain individuals receiving self-employment income substantially
attributable to their activities in & preceding taxable year.

-

¥

IN THE SENATE OF THE UNITED STATES

JuLy 12 (legislative day, June 21), 1979

Mr, MATSUNAOA introduced the following bill; which was read twice and referred
to the Committee on Finance

A BILL

To -amend title II of the Social Security Act to provide an
alternative retirement test for certain individuals receiving
self-employment income substantially attributable to their
activities in a preceding taxable year.

1 Be it enacted by the Senate and House of Representa-
2 tives of the 'United States of America in Congress assembled,

3 That (a) section 203(f)(5) of the Social Security Act is

4 amended—
b (1) in subparagraph (B)i), by striking out “‘shall
6 be determined” and inserting in lieu thereof “shall

7 (subject to subparagraph (E)) be determined”, and
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(2) by adding after subparagraph (D) the following
new subparagraph: “

“(B)3) If, of ihe total of an individual’s net earn-
ings from self-employment for any taxable year, an
amount equal to at least 56 per centum thereof is sub- ;
stantially attributable to such individual’s engagement
in self-employment for a period prior to such year,
such amount shall be excluded in determining, for pur-
poses of this subsection, the total of such individual's
net earnings from self-employment for such year.

“(ii) If, during any month of a taxable year with
respect to which an amount is excluded pursuant to
clause (i) from an individual’s net earnings from self-
employment, such individual—

“(I) renders substantial services with respect
to a trade or business the net inéomg or loss of
which is includible in computing (as provided in
paragraph (6) of this subs;ection, but without
regard to this subparagraph) his net earnings or
net loss from self-employment for such taxable
year, or

“(II) renders services for wages (determined
as provided in theA preceding provisions of this
paragraph) of more than the applicable exempt

amount as determined under paragraph (8),
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guch individual shall, for purposes of subsection (c) be
deemed to be charged with excess earnings for such_
month— ,

“(I]) in case such individual is entitled to
benefits for such month under & provision of sec-
tion 202 other than subsection (a) thereof, equal
to such individual's benefit or benefits under such
gection for such month, or

“([V) in case such individual is entitled to
old-age insurance benefits under section 202(a) for
such month, equal to such individual's old-age in-
qurance benefit for such month plus the monthly
benefits for such month of all other persons under
section 202 based on such individual’s wages and
self-employment income.

Amounts of excess earnings for which an individual is
deemed to be charged for any month under this clause
shall not operate to reduce the total of the excess earn-
ings for which he is chargeable under this section as
determined without regard to this subparagraph.

- “(ifi) The provisions of this subparagraph shall not
be applicable, in the case of any in ividual for any tax-
able year, if the application of such provisions would

“result in the aggregate of the deductions under subsec-

tion (c), on account of excess earnings with which such
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4
individusl is charged or deemed to be charged, being
greater than would have been the case without the ap-
plication of such provisions.”,
(b) The amendments made by subsection (a) shall be ap-

5 plicable, in the case of any individual, only in the case of

6 taxable years of such individual which begin after the date of

7 enactment of this Act.

o
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To amend title II of the Social Security Act to provide that renewal commissions,
received by o retired insurance agent from insurance policies which were sold
by him before his retirement, shall not be taken into aoccount in determining
his net earnings from self-employment for purposes of the earnings test.

IN THE SENATE OF THE UNITED STATES

Juwy 21 Qegislative day, JUNE 21), 1979

Mr. DURKIX introduced the following bill; which was read twice and referred to
t the Committee on Finance

A BILL

To amend title II of the Social Security Act to provide that
renewal commissions, received by a retired insurance agent
from insurance policies which were sold by him before his
retirement, shall not be taken into account in determining
his net earnings from self-employment for purposes of the
earnings test.

1 Be it enacted by the Senate and House of Representa-
9 tives of the United States of America in Congress assembled,
3 That section 203(N(6)D) of the Social Sccurity Act is

4 amended to read as follows:
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“(D) In the case of an individual who has attained the
age of 85 on or before the last déy of the taxable year, and
who shows to the satisfaction of the Secretary—
“(i) that he is receiving royalties attributable to a
copyright or patent obtained before the taxable year in
- which he attained the ﬁge of 85, and that the property
to which the copyright or pateni relates was created
by his own personal efforts, or

© @ O N O e W N e

“(ii) that he is receiving renewal commissions

from insurance policies which were sold, in whole or in

Pk
o

part, by his own personal effo'rtsA:mbefoxje the taxable

L
[

12 year in which he attained the age of 65,
13 there shall be excluded from gross income any such royalties
14 or commissions.”
15 SEC. 2. The amendment made by the first section of this
16 Act shall apply with respect to 'taxablé years beginning Janu-
17 ary 1, 1978, ‘ -

. O



mms S. 2034

To amend title II of the S¢tial Security Act so as to modify the criteria
respecting certain self-employment income for purposes of the social security
retirement test.

IN THE SENATE OF THE UNITED STATES

NoveMBER 20 (legislative day, NoveMBER 15), 1979

Mr. DueeNBERGER introduced the following bill; which was read twice and
referred to the Committee on Finance

To amend title IT of the Social Security Act so as to modify the
criteria respecting certain self-employment income for pur-
poses of the social security retirement test.

1 . Be it enacled by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 That section 203(f}(6) of the Social Security Act is
4 amended by amending subparagraph (D) to read as follows:

5 (D) In the case of an individual who has attained
] the age of\65 on or before the last day of the taxable
7 year, and who shows to the satisfactiop of the Secre-
8 tary— '
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1 “(i) that he is receiving royalties attributable
e to a copyright or patent obtained before the tax-_
8 able year in whnch he attained the age of 65, and.
v 4 that the property to wluch the copyright or patent
‘5 relates was created by his own personal efforts, or
6 “(ii) that he is receiving renewal commis-
1 sions from insurance policies which were sold, in _
8 whole ér in part, by his own personal efforts be-
9 fore the taxable year in which he attained the age
10 of 65, there shall be excluded froim gross income
11 any slxch royalties or commissions."”.
12 SEc. 2. The amendment made by the first section of this
13 Act shall apply with respect to taxable years beginning
14 January 1, 1978. )
15 Sec. 3. To add a new subparagraph (E) to read as
16 follows:
17 “(E) For purposes of this subsection, there shall
18 be excluded from the gross income of any individual
19 any amount received by him during any taxable year
20 which ends after December 31, 1977, if—
21 “@) such améimt constitutes net earning from
22 self-employment of such individual derived from
23 his engagement in a frade or business which, if
24 such trade or business were carried on exclusively
26 by employees, the major portion of the services
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3
involved in the carrying out of such trade or busi-
ness would constitute agricultural labor as defined
in section 210(f),

“(ii) such amount is derived from the sale of
agricultural or horticultural commodities (includ-
ing livestock, bees, poultry, and fur-bearing ani-
mals and wildlife) produced prior to such taxable
year in such trade or business,

“(iii) during such taxable year such individ-
ual did not render any substantial services (as de-
termined pursuant to methods and criteria which
the Secretary shall by regulations prescribe) with
respect to any trade or business described in
clause (i), and

“(iv) no amount has been excluded from such -

individual’s gross income pursuant to this subpar-

_ agraph (E), for any preceding taxable year.”.

o
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To amend title II of the Social Security Act to provide that income attributable to

services performed before an individual first becomes entitled to old-age
insurance benefits shall not be taken into account (after 1977) in determining
his or her gross income for purposes of the earnings test.

IN THE SENATE OF THE UNITED STATES
DeceMBeRr b (legislative day, NoveEMBER 29), 1979

Mr. THUBMOND (for himse!f and Mr. DoLg} introduced the following bill; which-

To

SN W WO D =

was read twice and referred to the Committee on Finance

A BILL

amend title IT of the Social Security Act to provide that
income attributable to services performed before an indi-
vidual first becomes entitled to old-age insurance benefits
shall not be taken into account (after 1977) in determining
his or her gross income for purposes of the earnings test.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That (a) section 203(f{6XD) of the Social Security Act is
amended to read as follows:

D) In the case of —
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“(i) an individual who has attained the age of
85 on or before the fast day of the taxable yeat,
and who shiows to the satisfaction of the Secre-
tary that he or she is receiving royalties attributa-
ble to a copyright or patent obtained before the
taxable year in which he or she attained such age
and that the property to which the copyright or
patent relates was created by his or her own per-
sonal efforts, or
“(ii) an individual who has become entitled
to old-age insurance benefits, and who shows to
the satisfaction of the Secretary that he or she is
receiving any other income attributable 10 services
performed before the month in which he or she

initially became entitled to such benefits,

there shall be excluded from gross income any such-
royalties or other income.”._

(b) The amendment made by subsection (a) shall apply

19 with respect to months after December 19717.
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380

To amend title IT of the Sodial Security Act to provide for a phasing out of the

application of the earnings test in the case of individuals age 85 or over.

IN THE SENATE OF THE UNITED STATES
JANUARY 23 (legislative day, JANUARY 3), 1980

Mr. Laxavr introduced the following bill; which was read twice and referred to

To

- D G B W N e

the Committee on Finance

A BILL

amend title II of the Social Sécurity Act to provide for a
phasing out of the application of the earnings test in the
case of individuals age 65 or over.

Be it enacted by the Senate and House of Representa-
lives o} the United States of Amer;'ca in Congress assembled,
That (a) section 203(j) of the Social Security Act is amended
to read as follows: -

“Exempt Age
“(M1) As used in this section, the term ‘exempt age’,

when applied to any individual, means—
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“(A) age T0 in the case of a taxable year of such
. individual which ends in 1980,
“(B) age 69 in the case of a taxable year of such
individual which ends in 1981,
#(() age 68-in the case of & taxable year of such
individual. which ends in 1982,
“(D) age 67 in the case of a taxable year of such
individual w};ich ends in 1983, A
“(E) age 66 in the case of a taxable year of such
individual which ends in 1984, and |

11 - “(F) age 65 in the case of any taxable year of
12 such individual which ends after December 31, 1984.
13 ¢(2) For purposes of this section, an individual shall be

14 considered as being of the exempt age during the entire
15 month in which he attains such age.”.”

16 (b) Subsections (c)(1) and (d)1) of section 203 of such

11 Ac_t are each amended by striking out “the age of seventy-
18 two” and inserting-in lieu thereof “the exempt age/(s.s de-
19 fined in subsection ()(1)".

20 (c) Subsection (H(1)(B) of section 203 of such Act is
91 amended by striking out “‘was age seventy-two or over” and
22 insgrting in lieu thereof ““was of the exempt age (as defined in

93 subsection (j)(1)) or over”.
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(d) Subsection (f{3) of section 203 of such Act i;; amend-
ed by striking out “age 72" and inserting in lieu thereof “‘the
exempt age (as defined in subsection ()(1))".

(e) Subsection (h)(1XA) of section 203 of such Act is
amended by striking out “the age of 72" and “age 72" and
inéerting in lieu thereof “the exempt age (as defined in sub-
-section ()(1))".

(f) The amendments made by this section shall be effec-
tive only with respect to taxable years ending after Decem-
ber 31, 1979.

SEC. 2. Section 302 of the Social Security Amendments
of 1977 is hereby repealed.

SEC. 3. (8) Section 203(f)(8}A) of the Social Security
-Act is amended by striking out “‘the new exempt amounts
(separately stated for individuals described in subparagraph
(D) and for other individuals) which are to be applicable’’ and
inserting in lieu thereof “a new exempt amount which shall
be effective”’.

(b)(1) Section 203(f{8)(B) of such Act is amended by
striking out “‘Except as otherwise provided in subparagraph
(D), the exempt amount which is applicable td individuals
described in such subparagraph and the exempt amount
‘which is applicable to other individuals, for each month of a

particular taxable year, shall each be’ in the matter preced-
. N
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ing clause () and inserting in lieu thereof “The exempt
amount for each month of a particular taxable year shall be”.

(2) Section 203(N(8)(B)() of such Act is amended by
striking out “‘the corresponding exempt amount’ and insert-
ing in lieu thereof “‘the exempt amount”’.

(3) The last sentence of section 203()(8)(B) of such Act
is amended by striking out “an exempt amount’’ and insert-
ing in lieu thereof ““the exempt amount”.

(¢) Section 203(f)(8) of such Act is further amended by
striking out subparagraph (D) thereof.

(d) Subsections (f)(i), (0(3), (D4)(B), and (h)(1)(A) of sec-

o tion 203 of such Act are each amended by striking out “the

applicable exempt amount”’ and inserting in lieu thereof “the
exempt amount'’.
‘(e) The amendments made l;y thie section shall apply
only with respect to taxable years ending after December 31,
1984.
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Senator NELsON. The Senate Subcommittee on Social Security
-begins hearings today on legislation concerning the social security
retirement test. )

Under current law, the retirement test limits the amount of
annual earnings social security beneficiaries under the age of 72
are allowed before their social security benefits are reduced. This
so-called retirement test permits beneficiaries age 65 and over to
have higher annual earnings without loss of benefits than an indi-
vidual under 65. :

In any year, each beneficiary under age 72 may earn an amount
described "in the statute for that year without any reduction in
benefits. If a beneficiary exceeds this exempt amount, then- his
benefits are reduced by $1 for every $2 of annual earnings above
that exempt amount. .

For 1980, the exempt amount for an individual under 65 is $3,720
and this amount will be increased each year in proportion to the
rise in average earnings taxed for social security. For people age 65
and over, the exempt amount is $5,000 for 1980, $5,500 for 1981,
and $6,000 for 1982, Starting in 1983, the amount will rise by the
same percentage as the amount for people under 65.

The age at which individuals may receive full benefits without
regard to their earnings will be reduced as a result of the 1977
-amendments from 72 to 70, beginning in 1982, ’

Prior to 1978, a social security beneficiary was paid benefits for
any month in which earnings did not exceed an exempt amount. In
1971, this exempt amount was $250 a month. The 1977 Social

“Security Amendments, however, eliminated the monthly retire-
ment test provision starting in 1978, and replaced it with an
annual retirement test. ' : 7

The former monthly retirement test does apply, however, during
the year in which a person first begins receivin social security
benefits. This means, for example, that an individual earning
$30,000 in the first half of 1980, who reaches age 65 in July when
he retires, is eligible for social security benefits for the second half
of 1980 so long as he does not earn more than the exempt amount,
or $416.66 a month, in any month after June. If the annual earn-
ings test were to be apgeied without this exception, then many
wage earners would not be eligible to receive social security bene-
fits in the first few months of actual retirement.

Since adoption of the 1977 legislation, problems with the particu-
lar language enacted and related earnings limitation issues have
come to the attention of the Congress and the Administration. In
1978, and again in 1979, the Administration submitted proposed
legislation to correct certain unintended results rela to the
elimination of the monthly measure. A number of bills have been
introduced in the 96th Congress dealing with that change. :

Pending before the committee are a number of bills designed to
correct problems which have arisen as the result of the 1977 elimi-
nation of the monthly measure. Certain categories of beneficiaries,
such as mothers and children, as well as retired workers entitled to
medicare, have experienced unintended difficulties as a result of
the new provision. :

The repeal of the monthly measure also has raised questions of
how to treat certain earnings attributable to-services performed
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_prior to retirement. In addition, a number of beneficiaries were

‘adversely affected by the retroactive application ‘of the provision.

Today's hearing will focus on the bills pending before the com-

“mittee. The subcommittee will receive testimony from Members of
- Congress, the Administration, and representatives of the insurance

industry, educators, farm and other professional groups.
At this point I would like to have inserted in the record the
opening statement of Senator Dole.
[The opening statement of Senator Dole follows:)

OPENING STATEMENT OF SENATOR DOLE

- Mr. Chairman, the Senator from Kansas is very appreciative of your efforts to

.provide a forum for the discussion of legislation related to the ial Security

- Retirement Test. 1 have been extremely concerned about the unintended effects of
.- glimination of the monthly measure for some time and also have a longstanding
“Interest in the question of the complete elimination of the retirement test.

: - The problems brought about by elimination of the monthly measure were first
“brought to my attention by Kansas farmers, many of whom sell their crops in the

b e

-yéar following their retirement. The shift from a monthly to an annual retirement
“test in the 1977 Social Security Amendments caused a serious ir‘\e?uity for a number
- of retired farmers, and I introduced S. 248 to correct that defect

or farmers. Later,

““recognizing that there are other self-employed individuals, such as insurance agents,

" lawyers and accountants, who are equally impacted by the adverse effects of the

. 1977 amendments, 1 cosponsored a bill with Senator Thurmond to remedy the

- problem for all self-employed persons.

The rea) test for retirement purposes should be when the money was actually

“‘earned, not when the money comes in, and several of the bills before us are
- designed to insure that the test is applied in that way. It is particularly unconscion-

able that we are hurting individuals who were wise enough to realize that they
would need to combine deferred income, Social Security Benefits and possibly other

" funds in order to meet all their needs during retirement. Therefore, it is important

~that we move as quickly as possible to revise the test so that those who are

receiving deferred income for services performed prior to retirement will not contin-
ue to suffer an unfair reduction in their retirement income.
Of course, there are groups other than self-employed individuals who are adverse-

* ly affected by the elimination of the monthly measure as well. 1 understand the
- house-passed bill, H.R. 5295, is designed to meet the needs of all the groups, and I
‘look forward to hearing the testimony on that bill and other legislation on this issue

which is pending before the committee.
"At the time the 1977 Social Security Amendments were considered on the floor of

“the Senate, 1 supported the complete removal of the social security earnings limita-

N

tion and I have not lost my enthusiasm for the proposal. It is certainly unfair to

_ force individuals to retire at the age of 65; instead we should encourage them to

. ¢ontinue to be as active and productive as possible.

"1 do think we have more economic constraints now than we did in 1977, and that

- may require us to put some limitation on how far we go in raising the earnings

limit. For that reason I am especially interested in hearing testimony concerning
the revenue effect of removing the earnings limitation and its resulting offset
against the cost of the proposal. We have to be sure that we do not jeopardize the
financia! health of the social security system or create the need for additional taxes
which are already a heavy burden on workers. ’

'Mr. Chairman, these issues are important ones which need our attention, and 1

 commend you for calling this hearing.

Thank you, Mr. Chairman.

Senator NEeLsoN. Our first witnesses consist of a panel with
Senator Goldwater, Senator DeConcini, Senator Pressler and Sena-
tor Jepsen, accompanied b{lProf. Anthony Pellechio.

Go ahead, gentlemen. How do you wish to present your tes-
timony? :
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STATEMENT OF HON. BARRY GOLDWATER, A U.S. SENATOR -
- FROM THE STATE OF ARIZONA ' -

Senator GoLbwATeER. Mr. Chairman, I wanted to personally
thank you for your great courtesy in scheduling the hearing for
today so that I might appear before you. _

Strange as it seems, there has never before been a confressional
hearing solely addressing the earnings ceiling on social security
benefits, and I applaud your decision to give me and others an
opportunity today to focus on this anomaly in the old-age insurance
program. I believe that the earnings test should be repealed at age
65, which is the traditional age of entitlement to full benefits.

The bill 1 have introduced with Senators- Bayh, DeConcini,
Pressler, and Stone as coauthors will do just that. S. 1287 will
repeal the earnings ceiling for all persons age 65 and older begin-
ning in January of 1983.

‘We are joined by 15 other Senators who have copsonsored S.
1287, and I ask that the text of the bill and all 20 sponsors may
appear at the conclusion of my remarks. _

nator Jepsen has also introduced repeal legislation. I am a
cosponsor of his bill. He is'a cosponsor of S. 1287.

Mr. Chairman, the law now discriminates against more than 11
million citizens aged 65 to 72. If persons of this age wish to or must
continue working, they must pay a surtax of 50 percent. They lose
$1 of social security for every $2 of wages on all<income earned
over $5,000 until their benefits are cut entirely.

This tax of 50 percent is in addition to any Federal, State, county
or city income taxes they will have to pay; and the penalty is on
top of continued social security taxes collected from aged workers
whether or not they receive benefits.

Mr. Chairman, the law has been improved. An amendment
which I offered in 1977, as modified by the substitute amendment
of Senator Church, increased the ceiling in stages from $3,000 to
$6,000 and lowered the exempt age to 70 from 72. This amendment
will be fully effective in 1982.

But I want to go a step beyond the 1977 amendments. The
sponsors of S. 1287 want to repeal the ceiling entirely.

We believe the money older persons pay into social security is
theirs. It does not belong to the Government and the Government
should have no say in how it is paid back. The Government’s only
responsibility is to pay it back; whether older persons earn extra
money or not has nothing to do with it.

And don’t let anyone tell you, Mr. Chairman, that the working
person does not bear the entire burden of the social security tax.
As Prof. William C. Mitchell has wriiten: “Whatever the fiscal
illusions involved, the tax on the employer is actually a tax on
labor; he passes on his share of the tax to the workers in the form
of lower wages,” o

Professor Mitchell adds: “The real social security tax on the
individual worker is not the -5.85 percent the law stipulates, but
double that amount.”

In 1982, that tax will be even higher, for a combined tax rate of
13.4 percent. The tax base of workers will have been increased 8
times and their tax rates 13 times. - '
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. In the words of our former colleague, the late Senator Paul
Douglas, who was a professor of economics and a consultant-on
social security in the 1950’s: “These workers have earned their
annuities. To_require them to give up gainful employment is, in
‘reality, attaching a condition upon insurance which they have
‘themselves bought.” _ ;
. There are other reasons for repealing the wage test. The Ameri-
‘can Medical Association has concluded older persons suffer great
-physical and mental harm by being forced to retire sooner than
they wish. Another reason is the heavy drain upon the national
_economy caused l? loss of the skills and output of older persons
“who retire in order to collect their full social security checks.
~ Also, we know that many older persons must continue working
“in order to cope with the high cost of living. They cannot afford the
luxury of staying at home.
"""To these points, I might add the basic inconsistency between a
-‘Federal law which discourages employment of older persons and
the national policy of eliminating mandatory retirement before age
.70, The 1978 Age Discrimination Amendments tell older persons
‘they can work up to age 70 free of compulsory retirement rules.
The social security earnings test tells. these same Eersbns they
-.must retire at age 65 or suffer a penalty by loss of their benefits.
. Several leading economists support repeal of the earnings test.
"“Nobel Prize economist Milton Friedman is one. Prof. Carolyn Shaw
~ Bell, Chairman of the Department of Economics at Wellesley Col-
legéa is another. -
~But what do the economists say about cost? I will turn to that
~“question now.
. " The Social Security Administration claims it will cost $2.1 billion
_ in additional benefits to repeal the test in 1983. But this estimate
does not take account of several savings.
" Prof. Marshall Colberg of Florida State University, a former
'fresident of the Southern Economic Association, has identified at
- least five important cost savings:
One, added income tax collections would accrue from additional earned dollar
income as a result of expansion of labor force participation of OASI recipients.
Two, additional payroll tax collections would be made from the added employees
and their employers, and from self-employed recipients of old-age benefits.
Three, more federal excise taxes would be collected.
del:loi‘xg’ underreporting of earned income to the Internal Revenue Service should
Five, a decline in Social Security Administration costs would occur since the
earnings test is hard to administer.

Professor Colberg adds a sixth factor in recent testimony before
the Senate Special Committee on Aging. He says:

The whole idea of the cost of repeal of the retirement test is a fallacy based on a
narrow gcoountioxag view. Extra work effort by the over-65 group would increase the
real national product and real income per capita.

“Professor Colberg’s findings are confirmed by Prof. Colin D.
Campbell, who is professor of economics at Dartmouth College and
one of the Nation's leading authorities on social security. Professor
Campbell adds that “the disincentive effect of the earnings test on
- employment makes older persons more dependent upon govern-
mentéql tr'gnsfer payments, raising the overall cost of Government
spending. - L
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In” other words, remove the earnings test, and reduce public
assistance costs. .

Professor Campbell agrees that from the point of view of the
economy, removing the earnin%s test is costless. In a private letter
to me, dated September 17, 1979, Professor Campbell criticizes the
current Advisory Council on Social Security for looking ‘“at the
elimination of the retirement test from the point of view of the
social security system rather than from the point of view of the
economy as a whole.”

He writes: “From the point of view of the economy, the retire-
ment test is clearly a bad policy. It discourages employment; re-
duces the supply of labor, and lowers the total output of the econo-
my.n
Next, we might ask what is the dollar amount of savings identi-
fied by these economists? Professor Colberg has made a detailed
analysis of the additional taxes to be collected from persons added
to the work rolls if there were no means test at age 65.

In 1977, he estimated repeal would result in added Federal tax
collections of $454 million per Year. In a private letter, dated
September 12, 1979, Professor Colberg has updated this figure for
me to 1982. He calculated that removal of the earnings ceiling in
1982 would raise a minimum of $635 million additional payroll and
income taxes. Taking account of other factors, Professor Colberg
believes the total savings will amount to ““at least one-third” of the
estimated cost. : :

Using very conservative estimates, Professor Colberg finds tha
219,105 presently retired persons aged 65 to 69 will be added to the
work force by elimination of the test. His analysis does not include
any estimate of older persons 65 to 69 who are already working -
and may increase their incomes once the ceiling is lifted.

A recent study by Social Security Administration researchers
g:oved that increased tax receipts to the Federal Government will-

even higher than Professor Colberg has estimated. This study
concludes that if the earnings test were eliminated for workers
. aged 65 to 69, the net increase in social security tax receipts and
individual income taxes would amount to 79 percent of the cost of
increased benefits. ’ . ‘

The authors look both at elderly persons who are still working
and those who are now retired. They find that social security
recipients aged 65 to 69, who are presently working, will increase
their earnings sufficiently to raise an additional $149 million of
social security taxes and $212 million of individual income tax
payments. This group includes 161,422 current workers who are
clustered at or just below the ceiling and 923,665 workers who now
earn enough to have some, but not all, of their benefits denied.

The researchers also find that 615,061 workers, who already
make over the upper boundaries of the ceiling and therefore re-
ceive no benefits, will reduce their earned income once the ceili
is removed. The authors calculate that this negative effect wil
lower Federal income taxes by $21 million and drop social security
taxes by $10.6 mllion. e :

The authors assume that 1,372,828 social security recipients, with
wf?gl:e: %90{)1 or more below the ceiling, will not increase their work
effort at all. .
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- Finally, the writers believe 299,000 persons aged 65 to 69, who
‘will otherwise be fully retired, will rejoin or remain in the work
‘force if the earnings test is eliminated. These new workers will
-generate $540 million in new social security taxes and $786 million
‘{n-added income taxes. '
;- In all, the study finds that repeal will bring in $1.7 billion of
‘increased revenues, which represents 79 percent of the Govern-
“ment’s estimated $2.1 billion cost.
1t is interesting that the study puts added social security taxes at
2 percent of benefit payouts. Another researcher, Philip Cagen,
estimated repeal of the test would generate increased payroll taxes
equal to 33 percent of fhe cost in a 1974 report to the Social
Security Advisory Council. The consistency of these two Govern-
ment economi¢ studies offers confidence the conclusions do not
overstate the savings of repeal.
~ Since 80 percent of the total tax-increases are represented by the
earnings o retired persons who will return to work, I will take a
closer look at this group. Actually, the Social Security Administra-
tion researchers have taken a cautious approach to estimating
returning workers. They have made a personal judgment that only
b-percent of all fully retired social security recipients aged 65 to 69
will reenter the work force. There are 5.7 million retired covered
* workers in this age group. The researchers determine that only 3
- million of them have the potential to earn wages above the ceiling.
- The authors conclude that only one-tenth of these 3 million
. retirees will resume work. The authors compare this fraction with
* the findings of another Social Security Administration researcher,
rted in 1978 that no more than 12 percent of retirees

ambivalent group whose members might return to work.”
 Also, the researchers might have used another Social Security
. Administration study which concludes that only 16 percent of re-
‘tired men age 65 wanted to retire. This study reveals that only 14
rcent of all men age 65 had left work because of health reasons.
Another 36 {)ercent. gave . compulsory retirement policies as the
reason they eft work. But this is no longer as relevant because
Congress lifted the mandatory-retirement age for most workers

from 65 to 70 in 1978, ,
- Applying the earlier survey, adjusted for the new age discrimina-

~tion law, to the 5.7 million fully retired persons age 5 to 69, more
“than half have no health problems, are not affected by compulsory
étirement rules and did not want to retire. Studies of work experi-
ence data convince me that most of these persons remain out of the
labor force because of the earnings test.

. For example, Profs. William Bowen and Aldrich Finegan point to
the income test as the cause of up to half of retirement decisions at
age 65. Prof. Michael Boskin of Stanford University, who is pio-
peering new. research of retirement data, finds the earnings test
“dramatically increases the . probability of retirement.” He con-
cludes that a mere reduction ‘of the implicit tax on earnings from
one-half to one-third cuts the annual-probability of retirement in

“half for typical workers.”
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Profs. Robert Kaplan and Arnold Weber of Carne%ie-Mellon Uni-
versity also believe Government cost estimates failed to consider
millions of retired persons who would reenter the work force once
the earnings test is repealed. Many of these persons do not have a
choice of working part time. They can either work full time or not
at all, If the ceiling is eliminated, they will return to work with no
additional cost to the system. They are receiving maximum bene-
fits already. _

Prof. Anthony Pellechio has also demonstrated that eliminating
the earnings test will significantly increase labor supply. He be-
lieves the clustering of earned income around the exempt amount,
and the shifting of this cluster in step with chan%es in the exempt
amount, present graphic evidence of the relationship between labor
activity and the earnings ceiling. )

The same effect of changes in the level of exempt earnings was
found by Social Security Administration researcher Kenneth
Sander in 1980. Mr, Sander concluded that “a fairly large number
of workers responded to the higher annual exempt amount by
in¢reasing their annual earnings” to the new, higher ceiling.

Mr. Chairman, based on the wealth of consistent findings in

these numerous economic studies, I believe it is safe to conclude
that the job activity of oldex‘;(fersons is directly tied to the earnings
test. If the test were repealed, I am certain well over the 5 percent
of retired persons estimated by Social Security Administration re-
searchers would resume working. , .
- In my opinion, repeal of the test will virtually finance itself. But,
even it the Social Security Administration paper is correct, the
shortfall is only a fraction of the cost. I suggest that any deficit
should be financed by shifting a comparable part of the welfare
component of social security to general revenue financing.

Mr. Chairman, I urge you to give older persons a break. Repeal
the ee?lrnings test and give them back the money that they have
earned.

I might ask on behalf of Senator Birch Bayh that a statement by
him supporting this will be inserted in the record.

Senator NeLsoN. Thank you, Senator Goldwater. Senator Bayh'’s
statement will be printed in the aﬁpro riate place in the record.

[The statement of Hon. Birch Bayh follows:)

STATEMENT OF SENATOR BIrcH BayH

Mr. Chairman, the earnings limitation, sometimes called the retir;men_t test, has
acted as a deterrent to meaningful emplgvment of older Americans since the estab-
lishment of the Social Security system. Over the years however, we have whittled

away on this limitation, but 'we have not eliminated it. The time has come to . =

eliminate it. . . .

Even in 1982 after the 1977 amendments are fully in effect, the earnings limita-
tion will still apply its $1 reduction in benefits for every $2 of earned incomé in
excess of $6,000. The limitation will still apply to older Americans between the ages
of 65 and 70. Only after reaching the age of 70 does a person become eligible again
for full benefits regardless of earnings. ‘ . :

This limitation " effectively discourages older Americans from earning income
when they are most capable of doing 0. What the present system does is drive out
workers from the workforce when they are not ready to retire. That is counter-
productive. It does not reduce the cost of pa‘ying Social Security benefits for these -
retirees. Theiy get their full benefits by not working. In fact, the earnings limitation
reduces the income of older Americans which in turn reduces the income taxes and
the social security payroll taxes which they would pay. ‘ :
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I do not subscribe to the view that there is only so much work to be done in this
econom*n 1 believe that older Americans can make a distinct contribution to the
&r:duct vity and output of our nation. They ought not be penalized by a 60 percent
on thelr earnings in addition to the income taxes they also pay. That is why I
support a complete repeal of the earnings limitation. .
[here are no_income limits on interest, dividends, and pension income, only
%ﬁ'ﬂently earned income. This discriminates against those who want to supplement
eir income by working and do not have substantial retirement income from

interest, dividends, and pensions. )

“With inflation eroding the incomes of older Americans, the least we can do is
allow them to earn income to offset rising costs if they are able to do so. Therefore,
-Mr. Chairman, I urge the favorable consideration of S. 1287.

‘Senator NeLsoN. Thank you.
Senator DeConcini?

STATEMENT OF HON. DENNIS DeCOPiCINl. A U.S. SENATOR
FROM THE STATE OF ARIZONA

Senator DeCoNcINI. Mr. Chairman, I would like to take this
‘(&qortunity to thank you and the committee for giving Senators

dwater, Jepsen, Pressler, and myself the opportunity to testify
in favor of this very crucial iegislation.
" This Nation’s most vital resource is the talent, energy, experi-
ence, and creativity -of its people. Sanctioning legislation w ich
“deters this Nation from tappin the resources of its people is self-
defeating. The philosophy that eads to legislation making it finan-
cially unsound for those over 65 to remain productive members of

- our society is dangerous for our social structure as well as our
economy. i _
‘The American Medical Association’s Committee on Aging has
clearly defined the psychological hazards of involuntary retire-
ment, and 1 would ask that the balance of that quote ifrom the
Committee on Aging be included in the record.
~ [The material referred to follows:}

individual to achieve his maximum potential, to utilize his abilities for his own and

the human community’s lgreateet benefit.

From the beginning of life until its end, these objectives and motivations should
continue to apply. Unfortunately, however, they ap ly only until a certain chrono-
logical age-——most often 65—when forces outside © medicine inflict a disease—or
disability producing condition upon working men and women that is no less devas-
tating t| cancer, tuberculosis, or heart disease. This condition—enforced idle-
ness—robs those affected of the will to live full, well-rounded lives, deprives them of
opportunities for compelling physical and mental activity, and encourages atrophy
and decay. It robs the worker of his initiative and independence. It narrows physical
and mental horizons so much that the patient’s final interests and compulsions aré
in grumbling about his complaints.

- *his condition has brainwashed thousands into the belief that at 65 one is over
the hill. It has imposed the philosoghy of the marketplace on the employee—a
philosophy that substitutes, at an ar itrar¥ chronological age, the concept ‘throw

out all of the old and defective” for the dictum “to do good and to do no harm.”

The g:hyswal and mental health of an individual can be affected by loss of status,
lack of meaningful activity, fear of becoming dependent, and by iso ation, Compul-
sory retirement produces a chain reaction in the health of such persons. 1t is a fact
that the working man finds it difficult to accept the feeling of no longer being
needed on the job. He loses contact with his wor associates—many of whom may
have been his closest friends—and is thrown back on the fami’lﬁ; Here, having a
leaser part to play, he may experience loss of dignity and status. This is particularly
86 if his contributions to the .famil{ ‘social circle previously have revolved solely or
grimarily around a recounting of his job experiences. The individual who has

eveloped virtually no interests outside of those connected with his paycheck, who
does not kee‘) up with ooxpmunlty affairs or dress up as he did when working, who
can offer little to the family circle except his presence underfoot for 24 hours a day,

" To promote mental and physical health every effort should be made to assist each -
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may soon find himself isolated from the family itself. While isolation, per se, does
not cause illness, it increases the chances of physical or emotional disturbance. It
may also activate underlying neuroses, contribute to obesity and alcoholism and
even precipitate an underlying tendency to suicide. ““Vital Statistics of the United
States” and other sources report that suicides reach a peak in upper age brackets—
after retirement normally occurs, The highest incidendence of suicide for white
males occurs in the age group 70 years and over; for nonwhite males in the age
group 60 and over. There is also a tendency for the person who commits suicide to
do 80 after being isolated from society. -

Senator DeConciNt. Under current law, many individuals who
would like to continue their contributions to society must choose to
work only for the benefit of the Government or not to work at all.
This runs directly counter to the free enterprise system.

It is wrong for this country’s legislators to fear the loss of rev-
enues as an excuse to retain earnings limitations. Were it to be
removed, I think we would find talent, experience, energy, and
creativity flowing into the job market, along with augmented tax
contributions and a healthier societal attitude toward the contribu-
tions that the elderly have to make.

As my colleague Senator Goldwater has noted, this proposal is
not nearly as costly as it would appear at first blush. The Social
Security Administration itself has reportedly concluded that 79
percent of the cost for the 65 to 69 age group will be offset by their
contributions to the social security tax and the personal income -
tax.

In addition, the Senate Committee on Aging recenty received
testimony from Dr. Marshall R. Colberg, as my colleagues have
pointed out.

Let me cite one short statement he puts in that committee
hearing.

The case for a retirement test is greatly weakened by the fact that any amount of
non-labor income—dividend, interest, rents, and royalties—can be received without
a reduction of social security benefits.

Although the distinction {etween earned income and other income is basic to the
retirement test, it is not a clear one. Most labor income is actually interest on
“human capital.”” For many persons at various times in thelr lives, investment in
material and human capital are practical alternatives. However, interest on invest-
ment in higher education, vocational training, et cetera,-encounters the retirement

test while interest on material capital escapes the test. If anything, preference
should be given to earned income since one has to work to collect the interest.

Mr. Chairman, I believe that the current state of the law de-
prives this Nation of the talents of its people. We must change that
law to insure not only that the rights and dignity of older Ameri-
cans are restored, but for the selfish reason that an end to the
earnings limitation will benefit each and every one of us through
greater levels of economic productivity.

Thank you, Mr. Chairman. :

Senator NeLsoN. Thank you, Senator DeConcini.

Senator Jepsen? )

Senator JEPSEN. Mr. Chairman, Senator Dole. It is a pleasure to
be able to testify today in favor of abolishing the outside earnings
limitations for social security recipients.

I have a statement that I will submit for the record, and just
make a few brief remarks. ‘
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STATEMENT OF HON. ROGER JEPSEN, A U.S. SENATOR FROM
‘ THE STATE OF IOWA

Senator JEPSEN. Mr. Chairman, I would just like to emphasize
that the removal of the earnings limitation is a matter of fairness
and equity. It is fundamentally unfair to set arbitrary criteria by
which an individual may receive benefits that he paid for and is
rightfully entitled to. - »
" The social security system was set up as an insurance system,
not a welfare system. Therefore, standards of need have no justifi-
cation anymore than they would for a private pénsion plan-

Moreover, it is grossly unfair to say that the retirement test will
‘apply only to earned as opposed to unearned income. This means
that an individual may receive all of the dividends, interest of
_capital gains that he wants without reducing his social security
benefits. But someone else who wishes to continue working is se-
_verely penalized.

My staff has calculated that the de facto marginal tax rate
caused by the loss of $1 of benefits for each $2 earned above the
earnings limitations in 1979—$4,500—goes as high as 76 percent
including social security and Federal income taxes.

. The result is many older Americans who would like very, very
‘much to work who could contribute much to our economy, are
effectly barred from doing so.
- Lastly, I will just say that the latest economic studies indicate
“that removal of the earnings limitation could be done at a minimal
“budget cost as already has been indicated here today in previous
testimony. If only 10 percent of the elderly stay in the work force
“after elimination of the limitation, it will offset 80 percent of the
increased benefits that would have to be paid.

Personally, I feel that 100 percent of the loss would be recovered
based on the work of Prof. Michael Baskin of Stanford who found

_that a decrease in the implicit tax rate on an earnings of from one-
“half to one-third would reduce the ennual probability of retirement
by 50 percent. , :
~ “Mr. Chairman, in the past, the Congress has dealt with this
-problem in a piecemeal fashion periodically raising the earnings
imit. By 1982, the earnings limit will rise to $6,000. While this is
- beneficial, since every increase in the limit reduces the de facto
marginal tax rate on earnings, it does not go far enough. ‘
 Because of inflation and regional cost of living differences, it still
_imposes a substantial burden on most older Americans.
"I commend the Finance Committee for holding these hearings
~and I hope that they will act favorably on legislation such as that
“sponsored by Senator Goldwater or myself to remove this earnings
limitation.

Experienced workers are a precious resource. We can no longer

- afford to keep so many of them out of the economy because of the
“‘earnings test. i .

Thank you, Mr. Chairman.

Senator NeLsoN. Thank you, Senator Jepsen.

Senator Pressler?
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STATEMENT OF HON. LARRY PRESSLER, A U.S, SENATOR
FROM THE STATE OF SOUTH DAKOTA

Senator PressLEr. Mr. Chairman, members of the subcommittee,
I am pleased to be here today to speak in favor of S. 1287 which
would repeal the earnings ceilings of the Social Security Act for all
beneficiaries age 65 or older.

I want to commend my colleagues, Senators Goldwater, Jepsen,
gt(iréea,'lDeConcini, Bayh, and others who have joined in introducing

Since that time of our first introduction, 14 of our colleagues
have joined as cosponsors of the legislation. I would also like to
commend the subcommittee for holding these hearings today.

Mr. Chairman, I have always felt that applying an earnings
limitation to a retirement program was unfair. It is detrimental to
the senior citizens in our country. It stifles their productivity by
taking away their own retirement dollars. It is astonishing ‘to me
that such a law is still in effect. ,

In considering this legislation today, we must keep in mind that
we are not dealing with the Government’s money. Instead, we are
dealing with dollars that individuals and their employers have set
aside for retirement. It is unfair for us, or for an one, to put an
arbitrary limitation on how much such individuals can earn
through outside employment. ‘

The current law discriminates against the middle class, working
class elderly. At the present time, there is no earnings limitation
on how much senior citizens can earn in dividends because rental
income, pension, dividends, and other such forms of income are not
subject to the arbitrary earnings ceiling.

This double standard allows the wealthy to retire and draw
social security and unlimited amounts of income not included
under the earning ceiling while the working class elderly lose their
benefits when their wages reach a certain level.

Since coming to Congress in 1975, I have spoken with elderly

ople from across South Dakota and elsewhere regarding this
egislation. All they ask for is a chance to work past the age of 65
without losing their retirement dollars. :

I do not think this is an unfair request. iy

The country only stands to gain if this legislation becomes law.
Senior citizens are typically hard working, dedicated, energetic
individuals. We can all'learn much from them, but they can cer-
tainly not be expected to stay in the work force if, by doing so, the,
lose the dollars that they have set aside for their retirement.

A country that encourages productivity to the extent that we do
in the United States cannot continue to iscourage the productivity
of its elderly citizens. 4

Themon‘lf major argument against this legislation is the cost
factor, and that is debatable. Economists have pointed out that, in -
the past, revenue offsets will come into the Treasury as a result:of
more elderly people working could very well make up for the
revenue loss by increased social security retirement benefits. '

-1t is my understanding that one of the upcoming speakers will
ﬁyeSent some statistics on this. We look forward to hearing from

im. -
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Mr. Chairman, in closing, I would like to say that it always has
seemed stranfe that a millionaire can earn unlimited dividends
and collect full social security, while a person who has worked his
entire life is limited as to what he can earn.

It seems as though present law is very unfair and we should
change it, and I certainly urge that that be done.

Senator NeLsoN. Thank you very much, Senator Pressler.

Well, I think that almost everybody would agree, certainly in

" principle—-- )

Senator GOLDWATER. Mr. Chairman, we do have one other wit-
ness.

Senator NELsoON. I am sorry.

Dr, Pellechio?

STATEMENT OF PROF. ANTHONY PELLECHIO, ECONOMIC
CONSULTANT -

Mr. PeLLEcHIO. Thank you, Mr. Chairman, for the opportunity to
present evidence that the social security retirement test has the
effect of reducing earnings of retirement-aged workers, thereby
reducing payroll tax revenue.

" The retirement test is supposed to lower benefits to individuals

whose earnings exceed an exempt amount. My early research on

the retirement test led me to conclude that retirement-aged work-
ers held their earnings below the exempt amount in order to
receive their full benefit payments. -

My work also showed that these workers would increase their

. earnings if the exempt amount were raised. .

An implication of this work was that there should be a high
concentation of workers who earned just below the exempt amount
and whose earnings move up with the exempt amount over time.

In order to examine whether this occurs, I constructed earnings
distributions for workers age 65 to 71 because they are eligible for
full benefits, subject to the retirement test. .

Table 1 of my written testimony gives the percentaie of workers
in $100 earnings brackets for each year from 1966 through 1976.
"The earnings bracket just below the exempt amount in each year is
underlined. .

The percentages in this bracket in all years are high relative to
percentages in other brackets. What is particularly significant is
how the percentage drops, going from the bracket just below the
exempt amount to the bracket just above.

In 1968 through 1972, the exempt amount remained at $1,680
and the percentages in the $1,601 to $1,700 bracket rise steadily
from 6.5 to 9.5 percent over that period while the percentages in
the bracket immediately above stayed around 1.9 percent..

The fact that in 1972, 9.5 percent of the workers had earnings in
the $100 bracket just below the exempt amount while 14.9 percent
earned $9,000 or more is particularly significant. - '

* - Clearly, retirement-aged workers are holding their earnin

below the exempt amount in order to receive their full benefit

llzeas'ment. Therefore, for these workers, the retirement test does not
uce their benefits but rather makes them reduce their earnings.
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In other words, the social security system does not save money
through lower benefit payments but loses revenue because of fore-
gone payroll tax revenue.

Let's see how this is indeed what happens from another angle.
For the years in which the exempt amount changed, table 2 of my
written testimony reports the percentage increases in the exempt
amount and in total earnings of 65- to 71-year-old workers who
earned the exempt amount or less.

As table 2 shows, total earnings of these workers g0 up with the
exempt amount. For example, in 1973, total earnings below the
exempt amount went up by 30 percent, when the exempt amount
was raised by 25 percent to $2,100 after remaining at $1,680 for the
previous 5 years. As workers increase their earnings to follow the
exempt amount, they still receive their full benefit payment, so the
social security system pays no more in benefits to these workers
but collects more payroll tax revenue on their increased earnings.

In my written testimony, I make a rough estimate that the total
earnings of workers earning below the exemgt amount today is $2
billion. If the exempt amount of $5,500 in 1981 were raised by 50
percent to approximately $8,000 and total earnings went up by the
same percentage, there would be a $1 billion .increase in these
earnings. At a combined employer-employee tax rate of 13.3 per-
cent in 1981, the social security system would collect an additional
$133 million from workers earning no more than the exempt
amount. This is a $133 million increase in payroll tax revenue with
no associated increase in benefit payments to those generating the
revenue.

These predictions are, of course, approximations, but the fact
that the payroll tax revenue will be raised as a result of behavioral
responses to an increase in the exempt amount is obvious from the
evidence.

This evidence clearly supports a substantial increase in the
exempt amount of the retirement test or elimination of the retire-
ment test entirely. As the age distribution of the population shifts,
the labor force participation of older workers will be an important
input to aggregate supply. There should be no disincentives to their
participation in economic activity. .

Thank you, Mr. Chairman.

Senator NeLsoN. Thank you very much.

I had begun to say that I certainly would agree, in principle: I
would like to see no earnings test at all, and 1 have favored that
for years. The problem has always been that there is a cost factor
attached.

* I understand from your testimony that you- have economists
sayin7 it would not cost very much. What I ‘am leary about—and
we all need to be—is that every single statistic I have ever looked
at when we dealt with social security underestimated the cost,
including the last 1977 modification in the law, because the as.
sumptions made were wrong. You can argue they could not have
guessed any better, but the fact of the matter is they guessed
wrong and we may have to increase social security taxes in 1 or 2
ye?xl;s over tind above those currently scheduled in the law.

ope not.
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Now, what worries me is anything that adds any cost at all,
unless it is paid for.
" Now you can get an economist, as you all know, to take a
position on just about any side of any issue and they will prove it is
this way or that way based ontheir assumptions. Would you gen-
tlemen agree that if we could obtain a consensus from a range of
economists on what the elimination of the retirement test would
cost, that we would also include the tax increase to pay for it.
“Senator Goldwater, would you agree with that?

~ Senator GoLpWATER. 1 first would like to see the figures and
have a chance to study them. If necessary, I would argue against
the findings. I have heard, as you have heard and all have heard,
for years and years that this would be terribly costly but as time
goesl on, we get more and more indication that it is not going to be
costly.

~ Senator NEeLsoN. Your figures were that it would cost about 80
percent or 70-some percent?

Senator GOLDWATER. Seventy-nine to eighty percent self-sustain-

ing:

genator NEeLsoN. Let’s assume that were the case. Would you
‘agree to a tax increase to pay that difference?

Senator GOLDWATER. If there is any deficit, I think it can be
financed by shifting a part of the welfare component of social
security to general revenues. Up to a third of benefits are not tied
to earnings or payroll tax contributions on these earnings.

So I think that is one position that I could take now. I would not
‘want to commit myself until I see what figures your staff and the
Social Security come up with. : ,

1 would get back to one thing. We are not talking about Govern-
ment money. This is money that the American people have put in
the kitty, theoretically there is a cigar box around someplace it is
all locked up in. :

I have been here 30 years trying to find that cigar box and I
.have not found it. I am not being critical, but this is money that
_people have coming to them. Whatever we have to do to get it to
them I think it is beside the point. .

Senator NELSON. I agree in principle. There are some other prob-

‘lems. There is the problem, of course, that the retirement test is
currently eliminated at age 72. If a person were able to retire at 65,
_continue drawing their salary at $30,000 a lyear or whatever they
are making, and receive on top of that social security benefits then
the cost of paying these benefits would have to be paid by a worker
who averages about $10,500 in earnings.

In other words, you are going to have to increase social securgcgr
taxes in order for a lawyer or a doctor, who is earning $30,000,
$40,000, $50,000, or $60,000 a year, to draw_his retirement at age
65. Somehow the costs of providing benefits without regard to
earnings has to be paid. .

I am just raising some questions I think need to be addressed
because ‘any liberalizations will place a greater tax burden on the
majority of workers.

ou can see what the worker might think about an additional
-tax to pay social security benefits to an individual who draws
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retirement starting at age 65 and continues to work and earn
$30,000, or $40,000 a year until he is 70.
- It presents a very serious social, political dilemma.

Anyway that is one point.

‘As you well know, we have a situation in which social security
started out with a good principle in 1936, that is, that a dependent
spouse—most of whom were not employed, now over half of them
are—for all practical purposes, was always a woman; so they made
a social decision that if there was a married couple that the de-

ndent spouse would get 50 percent of the earnings of the spouse;

9 times out of 100 or more, it was a dependent wife.

Years go by and over 50 percent of the women are now working.
This fact produces a serious situation where two couples live next
door to one another, one of the wives worked for 20 years and
contributed to social security based on her own earnings record,
the other wife did not work under covered employment during that
period of time, although she worked in the house—she did not
work under covered employment, and, therefore, did not contribute
to social security. )

Now both husbands retire, both make the same amount of
money. The woman who worked for 20 years did not earn enough
to result in social security benefits based on her earnings to equal
or exceed 50 percent of her husband’s benefit, so obviously she
elects to take her husband’s benefit, which is 50 percent of his
benefit. Next door, her neighbor who did not contribute anythin,
takes the 50 percent; so the complaint is, therefore, I worked for 2
years, and have put hundreds of dollars in the system and am
getting nothing out. S . ,

How .do we rectify that? Well, it is a (;)roblem we are going to
have to tackle because the law was based on the assumption that
only 1 percent of married women would work. Now over 50 percent
are working. However, to rectify the inequities, there is a big cost
factor associated with making changes. A big cost factor.

Another concern is that we took an amendment on the floor of
the Senate that was an absolute disaster in 1972 and we rectified it
in the 1977 amendments—the double indexing problem. You ave
going to hear about it because people who are retiring this year are
going to get $100 a month more than anybody who retires next
" year at the same age as a result of the correction of the double
indexing situation.

When double indexing was eliminated, a situation occurs where
two neighbors, both of them working.in the same plant, for the
same number of years, one worker retired 1 year later than the
other one worker gets $100 or $150 a month ‘less per month in
social security benefits because of the elimination of the double-
indexing provision; this whole double-indexing problem occured be-
cause an amendment was adopted on the floor without thorough
examination of the cost associated with the amendment.

As chairman of the subcommittée, I am scared to death of
making moves which will increase costs to the social security
system—a sgztcem that is currently being strained to its maximum
limitations because of the impact of inflation on the trust funds
was not totally anticipated when the tax rates were established.
When the assumptions were made in 1977 about what the inflation
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rate, the fertility rate and the unemployment rate would be in the
future, the rate of inflation was underestimated A 5.6 percent
inflation rate was assumed, but the inflation rate is now over 1
percent. .

In addition, the unemployment rate is much higher than was
anticipated. The social security trust funds may now be in trouble.
It may require an increase in the wage base or tax rate.

The point I am presenting is, would all of you agree if we can
reach some compromise with the economists on what the elimina-
tion of the retirement test would cost; that taxes should be in-
creased to cover these costs? '

"I do not want to go to the floor and pass-a-benefit without a tax
to pay for the benefit. All of your here, with your distinction in the
Senate, if you are supporting a tax along with your amendment, if
a tax is necessary, then your proposal is workable. :

If we are throwing out-a benefit with no tax when, in effect, it
would cost money, we are causing a very serious problem.

Do any of you want to comment? .

Senator GOLDWATER. I wish the others would express themselves.

Senator DEConcINI. Let me express myself on that matter.

It seems to me your question raises the need to evaluate the
- gocial security and the social programs that over a long period of
: time have been tied to social security, not just the retirement

benefits, if you want to call them that, or the insurance benefits
based on retirement.

I believe that a clear distinction should be made, if there is going
to be a tax increase, that it should be to finance those noninsur-
ance retirement benefits.

Senator NELSON. You are talking about m :dicare?

Senator DeCoNciNI. Yes, sir.

Senator NELsoN. 1 have advocated the transfer of general funds
int(lxgrr;)'ledicare for years. I lost that battle in the Finance Committee
in . :

But you pose another question which must be addressed: Would
such a transfer increase the budget deficit? - .

Senator DeConcini. That is right, but it seems to me something
that we ought to consider and 1 hope the committee would consider
as far as the social security recipient is concerned, that ought to be
a separate question and issue, and maybe this committee cannot
make a distinction without also finding the tax for medicare or
whatever else there is. .

But I could support a tax for something separate, or at least
consider a tax for something separate. But to impose now a greater
tax for taking the limitation off, no, 1 would not support that.

I would give serious consideration to a tax for medicare or some
other program that is not part of the total social security system

per se. o
- "Senator NELSON. Are you saying, if they are correct, that it -
. would cost one-tenth of 1 percent increase in the tax on the em-
pl(é\;er and employee? You would not support that? '
nator DeConcini. No, sir.
+ Senator NeLsoN. You would support adding to the burden of the

' fupd?_
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. Senator DECoNcinI. Yes. I would support a general revenue par-
ticfip'ation, which may mean greater taxes if we cannot balance the
budget that we are attempting to do at this time. ,

But to raise the emplorer—employee’s contribution as a result of
this legislation, no, I would not support it.

Senator NELSON. You understand the dilemma we are getting
into.

I argued, as I said, and I made the motion in this committee, to
start to move to infuse general fund moneys to pay medicare.

Senator DECoNcINi. 1 supported that on the floor. Somebody
offered that on the floor, I believe.

Senator NELsoN. I lost it anyway, in this committee.

My point is, you see the dilemma. Would you agree that if we
cannot get a majority Congress to agree to either transfer the
general fund money into medicare and raise whatever taxes are
necessary, or make whatever reductions necessary to do that, if we
can agree on that and we can agree on a tax increase that you
\fwm‘tilg vote against adding to the burden of the social security

un

Senator DECoNCINI. Yes, that is right. I would vote against
adding to the burden of the social security fund.

Senator NELSON. My concern is to make sure it is funded. I think
we are in a situation where none of us, and none of you, would
want to add to the deficit of the fund. -

Senator DECONCINIL I agree with the Chairman. The problem is
that people who are receiving social security now, are suffering
from that decision made some time ago, of adding medicare and
other programs to social security, that should be reversed.

We cannot sit here and criticize it. We ought to reverse it, in my
opinion. o .

Senator NELsoN. Disability—well, disability was added in 1957,
That is wage-related.

Medicare was added in 1965. That was not wage-related and I
think it is unfortunate that we ever got anything into the social
security system that was not wage-related. Maybe we can work
something out.

-*Itjust worry about where the fund is going, if, in fact, there is a
cost.

Senator JEPSEN. Mr. Chairman, 1 might suggest in many areas
where the Government has attempted to take over complete ad-
ministration of, and handling of, systems or projects or commit-
ments that the private sector has successfully done for years, the
Government has historically done a misérable job. '

. The fact that social security, as you just indicated, has been
invaded—I do not want to say the funds have been raped, but they
have been used to provide many of the things that social security
was never intended for when it was instituted to begin with.

You know, if we are going to do a better job of a ministering the
funds, the Government has to understand what the private sector
has understood for many years. We have a'céntury and a half old-
private sector, the insurance industry, that has provided pensions,
all types of disahility incomes and has done it successfully.

» :Never has anold-line, legal reserve life insurance company ever-
failed to pay a claim, in spite of wars, depressions, whatever it may
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. be, in 150 years. And yet we do not seek to take advantage of the

exggrtise of this private sector.
nator Goldwater says he has looked for the cigar box with the
funds, The problem is, there is not any cigar box with funds, even

" though the law is explicit as to where social security funds are

suggcosed to be put. }
ial security funds and funds for that have been invaded, the
have been shuffled around contrary to law, and we have no suc

thing. What we call in the insurance industry and the private

‘gector where successful people do things, such things known as

double duty dollars, making dollars work both ways.

That alone, if you looked into it, would help.

The principal argument against lifting the earnings limitation,
Mr. Chairman, is of course that some people say it will cost the
Government money—you know? I think that is just a cop-out.

What the bureaucracy is really saying, we do not know what we
are doing, so we do not want to change anything. :

It is estimated that the elimination of the earnings limitation,
some people say would cost $2.1 billion on a static basis. This may
be true, but it ignores all the economic benefits, which will come
from the skills of older Americans presently discouraged from
working and ignores the revenue generated by these people who
are working who would not otherwise. '

The latest estimate from the Social Security Administration on
what the revenue feedback would be ranged from 16 percent of
increased expenditures in combining social security and Federal
income tax revenues has already been stated here: 79 percent of
the expenditure, assuming 10 percent or more of the people aged 65
to 69 stay in the work force. -

Based on the research of people like Professor Boskin of Stan-

~ ford; I would say a-10-percent- increase in the labor force, participa-
tion of workers of age over 65 is probably conservative, given the ~

elimination of the earnings test.
According to Boskin, a decrease, as 1 have already stated, in the
implicit tax rate on earnings from one-half to one-third would
reduce the annual probability of retirement by 50 percent.

So in summary—and 1 just close with this final statement—if we
take a hard look at our social security system, Mr. Chairman, and
to make sure that we fulfill and follow through in the promise that

‘we have made for many, many years to those who have given of

their money and their employer's money to provide for something
that has always been a problem for all States and governments
ever since the history of mankind—that is, dependence upon the
State. For those who will save for their retirement years, if we
would take, in good faith, bring in the expertise of the private
gector to take a real hard look and ask for their assistance to make
sure that we put social security on an actuarially sound basis, then
we will reallfyl be doing the country a service, the taxpayers a
serviice, all those to whom we have promised social security a
service. .

Unless 1 believe it is highly probable that the elimination of the
earnings test, frankly, if you do that, will make money for the
Federal Government, if there is such a thing, you know? It will
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save the taxpayers money in spite of the increased expenditures. I
honestly believe this, - , . )

Senator NrLsoN. Just for your information, the advisory counsel
that advised us on what the tax and base rate had to be contains
insurance industry and employer representatives. . -

There is a difference between the insurance industry and social
security. In private insurance, if you sign a contract with them on
rtle_tirement in 1922, it is the same contract in 1990, if you are still
alive. o L

Congress has continually—and I do not think incorrect‘l_y'-—
changed the benefits. If you only had a 1 percent tax on the first
$3,000 of income, as was the case when social security began—
which covered 95 percent of total income in the country at that
time—if you had left it there, you would have enough when you
retired to pay for about one meal. So it became necessary to in-
crease the base as inflation went up.

So we have changed that contract constantly. There never has
been any money, I might say, intended to be in a cigar box. It is a
revolving fund. .

'llThefl trust funds are revolving funds. It has not been spent
illegally. :

Tiere are three trust funds. We arbitrarily created them. We

. really do not need but one. We said we think x amount should go

to DI, x amount to medicare and ¥ amount to retirement and
survivors insurance. But those are arbitrary figures and we now
find there is too much going into medicare and disability.

But it is a revolving fund in which those who are working pay
wlz?t:ger it is necessary to support the benefits of those who are
retired.

I think that social security is the best social program ever de-
signed in the history of America and it has worked very well.

--“Now, there are-some problems because of this horrendous infla-

tion that no one anticipated because the retirement benefits are
tied to the cost of living.

If you retired 10 years ago on an adequate income and it did not
change, you would be on relief today because of the inflation rate.
Whether it is overindexed or vnderindexed, I do not know. The
argument is made that it is overindexed.

think it ought to be indexed to wages, but the fact of the
matter is if it had been indexed to wages for 20 solid years we
would be getting editorials saying it is overindexed because, in fact,
wages went up faster than inflation. Now, suddenly inflation is
going up faster than wages, so they are saying it is overindexed.

If an elderly index were developed, you might find out it is
underindexed. Maybe the cost of medicine and the cost of heat and
so forth is a much larger percentage of the elderly folks’ budget
than the so-called housing faetor which, it is alleged, distorts the
CPI because older folks are not buying as many houses.

I would not want to bet, if you suddenly came up with an elderly
index that you would have to increase the benefit to the elderly.
am not sure. ,

My worry simply is the same, I am sure, as yours. o

I think you are on sound ground. I think the principle is correct.
I would like to see people work as long as they want to work, and
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ey ought to be encouraged to do so, and they could make a
veater contribution than some ple historic have thought.
:# But there is just one problem. Can we be sure that we have your
dgreement that if it costs more money we will adjust for it by
.;%ldng it from the general fund or that we will levy the tax to do

‘Senator JEPSEN. Mr. ‘Chairman, may I make one other brief
statement? I want to make sure that the record shows that Senator
Roger Jepsen is absolutely 100 percent in ‘support of reaffirming,
einforcing, and making social security even better than it is. -
“Any statements that be twisted and misconstrued, that I said 1
ave been in the insurance business for a quarter of a century with
‘4 little company called Connecticut General Life Insurance Co. I
hink maybe you have participation or something on the board.
. The fact is that social security, as it has been administered by
still has not made use of the double-duty dollars
r the same factors that have been used in the insurance industry
ver the years.
1 agree with you, Mr. Chairman. You are correct, essentially,
hat you put money in sort of a holding bank and the young people
5ut it in on the top side and you pull on the bottom side and give it
to those who retire, B
But social security has had so many different things that instead
of taking that money and making it work, the double-duty dollars
hat will be good for the economy and a lot of other things, they do
“‘not do this, and that is not as the private sector has done and it
~-ghould use that expertise.
-7 Until such time as they do, we will continue to go on to have
social security be shaky, underfunded, and it is unfortunate that
many -young. people today are saying, and questioning. They will
have what they are puttingin. o
You have heard it and I have, a lot of times. That is unfortunate.
- - Senator NELsON. You are correct. People do say that. I think it is
‘_unfortunate.
* " But I think that social security will be the last insurance fund in
this country to go under. The privates will all go under first.
Senator Dole, I did not expect to see you on my left. Why do you
‘not come over on the right someplace?
Senator DoLE. It depends which way you are facing. The voters
-are out there.
" Senator NeLsoN. I do not think that is going to help any. I do not
" see anybody who looks like they came from Kansas. - i
. Senator DoLe. There may be-others waiting to move. There used
" to be a story, if you put every economist end to end, you would
‘have something—but 1 cannot remember what the punchline was.
Mr. PeLLECHI0. YOU could not reach a conclusion.
Senator NeLsoN. They all point in different directions. ‘
Senator DorEe. It indicates, as Senator Nelson points out, the
difficulty. As a cosponsor of the efforts of Senator Goldwater in the
1977 amendment to do away with the earnings test, I am bi
and prejudiced, just as Senator Nelson is, to figure out some way to
do it. If it can be done fairly. This question may have been an-
~ awered before I came in. Maybe Mr. Pellechio could answer it. How
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maill?y workers and retired persons would benefit from repeal of the
tes ’ ,

Maybe Senator Goldwater has firm numbers. .

Senator GoLbwATER, Yes, I think I could answer your question,
- According to the Social Security Administration researchers,
almost 3 million older persons would benefit by repeal of the
earnings test. These persons include 2,300,000 age 65 to 69 who
have had all or some of their benefits denied because of age or
because of the test; and 161,400 workers now clustered at or near
the ceiling who deliberately hold their earnings down.

Senator NELsoN. What was that last number?

Senator GoLowATER. 161,400 are now clustered at or near the
ceiling who deliberately hold their earnings down in order to col-
lect full benefits. .

Senator NELsoN. This is a group who, when they reach the
maximum each additional dollar of earned income results in a 50-
percel"}t reduction in their social security benefits. That is the
group :

Senator GOLDWATER. Yes.

Senator NetsoN. I did not know they were able to identify and
determine the number of Eeo le in this group.

Senator GoLbwATER. The ial Security Administration seems
to have it. N

Senator NELsoN. I did not realize that.

Senator GoLbwATER. They have some remarkable figures, also
there are 299,000 people who have withdrawn from work entirely
becuase of the earnings ceiling, but who would return to work as
soon as the penalty is repealed.

I personally believe that 4 million people 65 to 69 will directly
benefit from repeal.

‘I'might-add-that probably I am the oldest guy around here. I do

not believe in retirement, not one damn bit. If a guy can work
until he’s 100, pay him.

do not see any reason to set up mandatory ages to quit work. I
am trying to prove it this year.

Senator DoLe. There are others doing the same thing, you know,
some are older than you are. But this Eroposal assumes that there
will be enough jobs. I guess that is the question we are talking
about. Increasing unemployment. -

Will this have any impact, Mr. Pellechio?

Mr. PeLLECHIO. I want to make a couple of points in response to
your question. One is that the data that I used comes from the
Social Security Administration. I am not using something that
comes from elsewhere. ]

One thing I did not point out in my verbal testimony but is in
the written testimony is that I also constructed the same earnings
distributions for workers aged 72 and over not subject to the retire-
ment test, : .

Now, if the story I am telling is true, we should not see an
concentration of workers at the exempt amount, as Senator Gold-
water just pointed out. Sure enough, when you look at the last
table, you do not see any cluster at the exempt amount in the

years for which I did the distributions. There is also considerable

o
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giiérlap between the samples so you are observing behavior of the

-game people.
“So once the retirement test is lifted because they turn age 72,

fgey are able to work more. They no longer hold their earnings

-aown.

i- The very rigid, institutional story about the labor market which
says that these people could not go on to earn more if the exempt -
Zamount were raised 1 do not think is substantiated in the full
‘written testimony. They are able to continue to work beyond the
*old exempt amount, up to the new one. :
-~ Also, I guess I should point out, I only look to workers. I make no
assumptions about people coming back to work. It is entirely possi-
ﬁ; that people will decide not only to receive their full benefits but
ot to work at all because the exempt amount hardly pays for bus
fare to go to work to earn the exempt amount.

My estimates, albeit bringing in the new dimension, the behav-
rai response dimension, are still nonetheless conservative. The
estimates made by the social security- Administration are even

more conservative than that.
That is why I think, in agreement with the Senators, that it is

the revenue-generating change.

On that point you just cannot do any better, and honest people
will disagree.
. Senator DoLE. It is suggested by some that maybe you could tax
half the benefits. Maybe that could be put in.
A proposal by the advisory council is to put the tax revenues in
the general fund. Maybe it could be put into the social security
trust fund, if anybody favored taxin% benefits. I have seen few
volunteers, including the one making the noise.

-~ Does anybody else have anything?
- Senator GOLDWATER. I just would like to make a comment. Arizo- -
‘na, I believe, is the second highest per capita retirement State in
the Union, only exceeded by Florida. That-is because people have
‘been exposed to Florida much longer. That will change.

" The area where I really see this benefiting is in the skilled level.
i t of skilled labor: This country is becom-
are losing men and women who are

i‘vou one. I will cite you one example that I know you

our retirement communities have an organization—I
_-forget. what they call it, but it is made up of men past the retire-
‘ment age who were very skilled at plumbing, electrical work, par-
‘ticularly carpentry, and if you want something done, they are

““there.
" They do not charge below union scale, but they do the best work
that you can get, and yet they are all retired.

. This Is where I see the benefit coming back into our industrial
 levels where 8o help me God, you cannot find good work anymore.
. Senator DeCoNCiNL. Senator Dole, let me add that I agree with
“my colleague, Senator Goldwater, but there is a humanistic point
. here. I am not putting someone out to pasture, and being from the
~ fine State you are from, you understand the pasture and nobody
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wants to go there. It is really very detrimental and we have wit-
nessed that in Arizona, .

Many retirees who have to retire and come to Arizona, and in
fact they do not find hapginess.‘Not because they do not like
Arizona—that is the good side of life—but the fact that they cannot
do something because of this limitation or they feel that economi-
cally it is detrimental to them and I think that is very important,
that we not create a second-class retired citizen as we have.

I do not think it was anybody’s intention to do so, but in fact
that is what has happened, particularly in a State like Arizona.

Senator JepseN. Mr. Chairman, because of the demographic
changes in population, one of the greatest problems facing our
economy in the 1980’s and beyond will be a shortage, serious short-
age of labor, especially of skilled labor, that Senator Goldwater
commented on.

Unfortunately, because of our social security laws that incorpo-
rate the old, what they call lump of labor fellows, they were
unnecessarily denying ourselves services and well-created abilities
of many highly skilled and experienced workers.

Throughout history, mankind has revered the ‘repository of
wisdom, experience, and skills by the aged and in the
United States today, this tradition has been undermined on a
national scale.

Built into the social security system is a major deterrent in the
retirement test. It has been said several times today that most
people remain able to work at the age 65 and beyond. A number of
these would like to augment their retirement incomes.

Output, income, growth in the general level of economic well-
being are all reduced by the fact that this desire to work is sub-

. umgue,.nationallresource.u S -

ile our wealth may be great, gratuitous waste is intolerable
and I think it is pernicious to effectively deny society access to the
skills and abilities of its aged members.

Moreover, it is_transparently unjust to require the elderly to
work under confiscatory taxes. Ironicalrlly, the provisions that
reduce social security benefits of the 65 to 72 age group as earnings
{‘wle is an onerous tax on the very group the system is supposed to

elp.
iml thinlk the retirement test, in addition to being uneconomical, is
moral,

Senator DoLe. We appreciate very much your testimony.- All

our statements will be made a par: of the record as though given
In full. Thank you very.much. :

Senator JEPsEN. Thank you.

Senator GoLowATkR. Thank you, sir.

[The prepared statements of the preceding panel follow. Oral
testimony continues on p. 116.)

»

stantially frustrated. So we can ill-afford such a dissipatioAnA of a
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atement of Senator Barry Goldwater
the Senate Subcomittee on Soclial Security

Repeal This Robbery of Older Persons
spril 21, 1980

y thank you for your great courtesy in

;Ml&ng the hearing for today so that I might appear before you.
» there has never before been a Congressional hearing
1 security benefits, and I appland

, Chairman, I want to personall

Strange as it seems,
olely addressing the eamnings ceiling on socia
ywr decision to give me and others an opportunity today to focus on this ancmaly
) the 01d age insurance progras.

Mr. Chairman, 1 believe the eamings test should be repealed at age 65, which

“1s the traditional age of entitlement to full benefits.
The bill 1 have introduced with Senators Bayh, DeConc
Stone as co-authors will do just that. S. 1287 will repeal the eamings ceiling
sons age 65 and older beginning in January of 1983, -
oined by 1§ other Senatcrs who have cosponsored S, 1287, and 1 ask
the bill and names of a11 Yy sponsor¥ By appear at the conclusion

ini, Presster and

for all per
We are j
that the text of

of ny mnrks.

Senator Jepsen has also introduced repeal leg‘lsla(wn. 1 an a cospansor of- -

© his bill. He is a cosponsor of S. 1287.
Mr. Chajrman, the 1aw now discriminates against more than 11 million citizens

aged 65 to 72. 1f persons of this ege wish to or sust continue working, they must

 pay 8 surtax of SOVt They lose

. of wages on all income eamned over $5,000, until their benefits are cut entirely.
This tax of $0% is in addition to

_taxes they will have to psy; and the penalt

taxes collected from aged workers whether or
Mr. Chaimman, the law has been improved.

1977, as modified by the substitute amendment of

one dollar of social security for every two dollars

any Federal, State, County or city income
y is on top of continued social security
not they receive benefits.

An amendrent shich 1 offered in
Senator Curch, increased the
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ceiling in stages from $3,000 to $6,000 and lowered the exempt age to 70 from 72,
This amendment will be fully effective in 1982, -

But I want to go a step beyond the 1977 amendments. The sponsors of S. 1287
want to repeal the ceiling entirely, R

" We belleve the money older persons pay into soclal securify is theirs. It

does not belong to the government and the government should have no say in how it
is paid back. The government's only responsibility is to pay it back; whether
older persons eamn extra money or not has nothing to do with it. ,

And don't let anyane tell you, Mr. Chairman, thet' the working person does
not bear the entire burden of the social security tax. As Professor William C,
Mitchell has written:

"Whatever the fiscal illusions involved, the tax on the esployer is actually

;o::xo?lé:ebgr\;:a::s?ﬁsies on his share of the tax to the workers in the

Professor Mitchell adds:

""The real social security tax on the individual worker is not the $.85
percent the law stipulates, but double that amount." 2

In 1982, that tax will be even higher, for 8 combined tax rate of 13.4
percent. The tax base of workers will have been increased eight times and their
-tax-rates thirteen times. - o e - -

In the words of our former colleague, the late Senator Paul Douglas, who
was a professor of econcmics and a consultant on social security in the 1930°s:

'"(These workers) have eamned their annuities. To require 1;2? to give up

gainful loyment {s, in reality, af taching a condition insurance
Yhich they have themstirms boug}tn{' i

1. W. Mitchell, "The Popularity of Social Security: A Paradox in Public
Choice," American Enterprise Institute for Public Policy Research, 1977, at p. 8.

2. I1d.
3. Paul H, Douglas, Social Security in the United States, 1936, at pp. 171-72.
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Three

There are other reasons for repealing the wage test. The Americ..» dical

Association has concluded older persons suffer great physlcal and ment ! he a by

eing forced to retire soomer than they wish. 4 Another reason is the heavy drain

Ypon the national economy cased by loss of the skills and output of older persons
ubo retire in order to collect their full social security checks.

: Also, we know that many older persons must continue working in order to

¢ope with the high cost of living, They camnot afford the luxury of staying 3t home
1 might add the basic inconsistency between a Federal law
der persons and the national policy of eliminating
1'he_ 1978 Age Discrimination Amendments

. To these points,
which discourages employwment of o

mandatory retirement before age 70.
can work up to age 70 free of compulsory retirement rules.

s test tells these same persons they must retire at age

tell older persons they

The social security eaming
65 or suffer a penalty by loss of their benefits.

: Several leading economists support repeal of the eamings test.

Prize economist Milton Friedaan is one. Professor Carolyn Shaw Bell, Chaiman

 of the Department of Economics at Wellesley College is another. S
conomists say about cost? 1 will tum to that question now.

Nobel

But what do the e
" Ihe Social Security Administration claims it will cost $2.1 billion in

*. additional benefits to repeal the test in 1983. 6 put this estimate does not take

accont of several savings.

&. See "Retirement: A Medlcal Philosophy and Approach, “American Medical
Association Committee on Aging, 1

S. C. Bell, "The Cruel Tangled Wed Called Stx:ial Seourny, Los Angeles
- Times, December 16. 1973, part V1, at pp. 1, 4.

6. See Memo from Office of (hief Actuary,
to Senator Barry Goldwater, Appendix 1

Social Security Administration,
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Professor Marshall Colberg of Florida State University, a former president
of the Southern Econamic Association, has fdentified at least five important cost
savings :

"l. Added income tax collections would accrue from additional earned

dollar income as a result of expansion of labor force participation of

QAST recipients.

"2, Additional payroll tax collections would be made from the added esployees
and their employers, and from self-employed recipients of old-age benefits,

"3. More federal excise taxes would be collected,

"4, Underreporting of eamed incame to the Intemal Revenue Service should

decline,

"'S., A decline in Social Security Administration costs would occur since

the eamings test is hard to administer," 7

Professor Colberg adds a sixth factor in recent testinony before the Senate
Special Comittee on the Aging. He says:

""The whole idea of the cost of repeal of the retirement test is a fallacy

based on a narrow accoun tlnf view, Extra work effort by the over - 65

would increase the real national product and real income per capits.' 8

Professor Colberg's findings are confimed by Professor Colin D. Campbell,
who is Professor of Econamics at Dartmouth College and one of the nation's leading
authorities on social security. ' Professor Campbell adds that "the disincentive
effect of the eamings test on employment makes older persons more dependent won
govermmental transfer payments, raising the overall cost of govermment spending.’ 9

In other words, remove the eamings test, and reduce public assistance costs.

7. M. Colberg, "the Social Security Retirement Test; Right or Wrong?",
American Enterprise Institute for Public Policy Research, 1978, at pp. 42-43.

8. Testimony of M. Colberg before the Senate Special Comittee on Aging
November 28, 1979, See Appendix II. ’

9. C. Campbell-R. Campbell, “Conflicting Views on the Effect of 01d-
and Survivors Insurance on Retirement," Econcalé Inquiry, Yol. 14, Sept. 1976,
at pp. 369, 385; see also, C. Campbell, "The 1977 Amendments to the Social Security
Act, "American Enterprise Institute for Public Policy Research, 1978, at p. 18,
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, Professor cw&n agrees that from the point of view of the economy, removing
*“the earnings test is costless. In a private letter to mo, dated Septesber 17, 1979,
 Professor Campbell criticizes the current Advisory Council on Sogial Security for
. looking "st the elimination of the retirement test from the point of view of the
-social security system rather than from the point of view of the econcmy as a yhole."
d He writes:

“Fron the point of view of the economy, the retirement test is clearly a

* bad policy. It discourages esployment, reduces the supply of labor, and

lowers the total output of the econcmy.’
: Next, wo might ssk vhat is the dollar asount of savings identified by
V these economists? Professor Colberg has made a detailed analysis of the additional
* -gaxes to be collected from persons added to the work rolls if there were no means

test at age 65.

In 1977, he estimated repeal would result in added Federal tax collections
of $454 million per year. In a private letter, dated September 12, 1979, Professor
Colberg has updated this figure for me to 1982, He calculated that removal of the
eamings ceiling in 1982 would raise a minimm of $633 million additional payroll
and income taxes. Taking account of other factors, Professor Colberg believes the

--total savings will amount “to at least ane-third'of the estimated cost. 10

Using very conservative estimates, Professor Golberg.finds that 219,105
presently retired persons aged 65-69 will be added to the work force by elimination
of the test. His anslysis does not include any estimate of older persons 65-69 who

are already working and may increase their incomes ance the ceiling is lifted.

. 10. See letter from Dr. M. Colberg to Senator Barry Goldwater,
September 12, 1979, Appendix 1I1. .

Sépenng-0-5



Page Six

A Tecent study by Social Security Administration researchers proves that

" increased tax receipts to the Federal Government will be even higher than Professor
Colberg has estimated. This study concludés that if the earnings test were
eliminated for workers aged 65-69, the net increase in socisl security tax receipts
and individual income taxes would amount to 79 percent of the cost of increased
benefits. 11

: The authors look both at elderly perscns who are still workin_g and those

* who are now retired. They find that social security recipients aged 65-69, who
are presently working, will increase their eamings sufﬂéiently to raise an
additional $149 million of social security taxes and $212 million of individual

" income tax payments. This group includes 161,422 current workers who are clustered
at or just below the ceiling and 923,565 workers who now eam enough to have some,
but not all of their benefits denfed. -

The researchers also find that 615,061 workers, who already meke over the
upper boundaries of the ceiling and therefore receive no benefits, will reduce
‘their eamed incame once the ceiling is removed. The authors calculate that this
negative effect will lower redcral incme taxes by 321 njulon and drop social
) semrity taxes bySlo 6 aillion. 7

The authors essume that 1,372,828 social security recipients, with wages
$900 or more below the ceiling, will not increase their work effort at all.

Finally, the writers believe 299,000 persons aged 65-69, who will otherwise
be fully retired, will rejoin or reuain in the work force if the eamings test
is eliminated. These new workers will generate $540 million in new social security
taxes and $786 million in added income taxes.

11. Josephine Gordon and Robert Schoeplein, 'Tax Irmpact From Elimination
of the Retirement Test,' Social Security Bulletin, vol. 42, September 1979, at
pp. 22-32. SeeAppendix v,



In all, the study finds that repeal will bring in $1.7 billion of increased
" yevenues, which represents 79 percent of the government's estimated §2.1 billion cost.
It is interesting that th} study puts added soclal security taxes at 32 percent
# of benefit payouts. Another researcher, Philip Cagen, estinated repeal of the

" test would generate increased payroll taxes equal to 33 percent of the cost in a

1974 report to the Socisl Seaurity Advisory comcil. 12 The consistescy of these ‘
studies offers confidence the conclusions do not overstate

two government economic
the savings of repeal.
Since 80 percent of

of retired persons who will retumn to work,
Actually, the Social Security Adninistration researchers have taken a cautious approach

to estimating returning workers. They have made a personal judgment that only §
percent of all fully retired social security recipients aged 65-69 will reenter

There are 5.7 million retired covered workers in this age group.
11lion of them have the potential to eam

the total tax increases are represented by the eamings
1 will take a closer look at this grouwp.

the work force.
The researchers detemine that only 3 ni
wages above the ceiling.

__The authors conclude that only one-tenth
resune work., The authors camare “tAhirsr tr’ractionr\;i't‘%”tﬂe findings of another Social

"Security Adninistration researcher, who reported

of these 3 million retirees will

in 1978 that no more than 12

percent of retirees would be very likely to retumn to work. But the same report

indicates that another 24 percent of retired persons "constitute an ambivalent group

whose members might retum to work." 13

Also, the researchers might have used another Social Security k_hinistration

wanted to retire.

study which concludes that oniy 16 percent of retired men age 65
1k because of
mh—

This study reveals that only 14 percent of all men age 65 had left wo

12. P. Cagen, "Effect of the Elimination of the Retirement Test on OASDI
Revenues," Social Security Adninistration, Sept. 18, 1974.

13. D. Motley, "Availability of Retired Persons for Work: Findi
Retirement History Study," Social Security Bulletin, April, 1978, at p.

s From the
7.




‘Page Eight g

health ruscns Another 36 percent gave ccepulsory rvetirement policies as the
reason they left work. ¥ Bt this ts no longer as relevant becsuse Congress
1ifted the mandatory retirement age for most workers from 65 to 70 in 1978, 15

Applying the ealier survey, adjusted for the new dge discrimination law,
to the 5.7 aillion fully retired persons age 65-69, more than half have no
health problems, are not affected by compulsory retirement rules and did not want
to retive, Studies of work emerim data convince me that most of these persons
remain cut of the labor force because of the eamings test.

For example, Professors Willima Bowen and Aldrich Finegan point to the income
test as the cause of up to half of retirement decisions at age 65. 16 Professor
)iichael Boskin of Stanford University, who is ploneering new research of retirement
data, finds the eamings test "dramatically increases the probability of retirement."
He concludes that a mere reduction "of the implicit tax on eamings from one-half
to one-third cuts the annual probability of retirement in half for typical workers." 17

Professors Robert Xaplan and Arnold Weber of Carnegie-Mellon University also
believe govermment cost estimates failed to consider millions of retired persons
who would reenter the work force once the eamings test is repealed. mny

mof these persons do not have a choice of working part tlne. They can elther work
full time or not at all, If the ceiling is eliminated, they will retum to work
with no additional cost to the system. They are receiving maximm benefits already, 18

14, V. Reno, 'Why Men Stop Working at or Before Age 65," Social Security
Bulletin, vol. 34, June 1971, at p. S. !

1S, H.R. 5385, Public Law 95-256, April 6, 1978.

16. W. Bowen and T. A. Finegan, The Economics of Labor Force Participation,
Princeton University Press, 1969, at pp. 281-285.

17. M. Boskin, "Social Security and Retirement Decisions,'' Econamic Inquiry,
_vol. 15, January 1973, at p. 13.

18. Kaplan and A. Weber, "'A Proposal to Eliminate the Social Security
Retirement ‘l'est " Social Security khinistration, (Working Paper for tho Mvisory
Council on Social Security), September, 1974

g E';;‘J"
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Professor Anthony Pellechio has also demonstrated that eliminating the

mli\ss test will significantly increase labor supply. He believes the clustering
ng of this cluster in

'fﬁf eamned income aromd the exempt amount, and the shifti
:§tep with changes in the exempt amount, present graphic evidence of the relation-

Y

ship between labor activity and the eamings ceiling. 19
The same effect of changes in the level of exespt eamings was found by
Mr. Sander

-Soctsl Security Adeinistration researcher Kenneth Sander in 1970,
‘concluded that “a fairly large number of workers responded to the higher annual
Xempt amount by increasing their annual eamings” to the new, higher ceiling. 20

Mr. Chaimman, based on the wealth of consistent findings in these mumerous

. eéconcmic studies, I believe it is safe to conclude that the job activity of older
- persans is directly tied to the eamings test. I1f the test were ‘repealed,h I am

In my opinion, repeal of the test will virtually finance itself. But, even

if the Soclal Security Adninistration paper is correct, the short-fall is only a
'}ifgktim of the cost. 1 suggest that any deficit should be financed by shifting

‘: comparable part of the welfare component of social security to general revenue

LI
finsncing.
Mr. Chaimman, 1 urge you to give older persons a break. Repeal the eamings

test and give thea back the money that they have eamed.

. 19. A. Pellechio, "The Social Security Earnings Test, Labor Supply Dis-
tortions, and Foregone Payroll Tax Revenue,'’ National Bureau of Economic Research,

August 1978, at pp. 2, 5.

20. X. Sander, "The Effects of the 1966 Retirement Test Changes on the

s of Norkers Aged 65-72, "' Research and Statistics Note, Social Security
'Mlstntim, January 30, 1970, at p. 2. -
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APPLNDIX I,

1 DEPARTMENT OF LIEALTIH, EDUCATION, AND \WELFAR]
MEMORANDUM ’ SOCIAL SECURITY ADMINISTRATION
TO  : Mr, Dwight XK. Bartlett, III DATE: July S, 1979

aeave SRG

.

TROM : Harry C, Ballantyne

SUMICT: Proposal To Elfminate the Ketirement Test for Workers Aged 65 and Over—
INPORMATION

Uoder the subject propossl, the retiremeat test weuld be eliminsted for
workers aged 65 and ovér, beginnfag January 1983, The resultiog sddf-
tional amount of OASDI benefit payménts for moaths {n calendar year 1983,
over snd above benefit payments under preseat lawv, {s estimsted to be

$2.1 billdon. After 1983, the additiocnsl amount of beaefit payments wvould
incresse gradually, but at a slover vate than total OASDI benefit payments.

This estimate reflects the effect of the reduction in the age at which

the retirement test ceases to apply uoder present lasv, from age 72 to

sge 70, beginning fn 1982, The facreases i the annusl amount of

earniogs exempted from the test, vhich are scheduled under preseat

lav for workers aged 65 #od over, are also reflected in the estimate.

The exempt amocunt for workers aged 65 and over s scheduled to {ncresse

to $6,000 in 1982, Under the iatersediate sssumptions fn the 1979 Trustees
Report, upon which the estimate in this memorendum s based, the exempt
awouat for workers aged 65 and over {s assumed to Increase to $6,600 {n

1983,
a‘

Harry €¥Ballantyne
Acting Deputy Chief Actuary



Spmanix 1.
TESTIMONY

on

THE SOCIAL SECURITY RETIAREMENT TEST

br. Harshall R. Colberg
Professor of Economlics
Florida State University

Hovember 28, 1979

Under the soclal securlity retirement test a person

“who continues t6 work after quallifylng for henefits loses all

Léf part of the benefits In any Qear when earnings exceed »
%ipeclfleﬂ amount. ‘For 1979 this amount 1s $4,500 for ihose
aged 65 to 72, It is séheduled to rise to $5,000 in 1980,
SS $00 In 1981, and $6,000 In 1982, At the current Inflatlon

'te. however. real earnlngs pernitted without penalty will
actua'ly decline each year. The scheduled liberallization can

72 considered to be a Ymoney lllusion."

fFor persons under 65 the permitted unpenalized earn-

;ﬁgs in 1978 were only $3,2h0 with automatic adjustment for
f@flatlon after that date. This test seems to be especially
1}bpproprlate since a large number of persons have chosen 62
!} the age to recelve retirement benefits. This actlion by
éhngress In 1977 was unjustified, 1 believe. Actions of some

the earlier Congresses were even more harsh, In the early

ars of soclal security in the United States, complete for-

iture of heneflts occurredsin any month when there was 1

8
F



work In covered employment. Ourlng World War 11, when maxi-
mum work effort by all age groups should have been encourasged,
the entire monthly retirement benefit was lost if as little as
$15 was'earned.‘

At the heart of the problem Is the ambivalence of
soclal securlty goals. Those who think of 01d Age and Sur-
vivors Insurance as primarily a device for the redistribution
of Income tend to fav;r a strict earnlngs test so that bene-
fits do not go to persons wlith large earned incomes. Those
who regard OAS! benefits as primarlly a compulsory savings
program see no proper role for a retlrement test slince they
regard governmeant annultles as an altarnative to private
annuities that could have been received without regard to sub-
sequent earnings.

The case for a retirement test Is greatly weakened
by the fact that any amount of non-labor Income -- dividends,
Interest, rents, and royaltles -- can be recelved without-a
reduction of soctal securlty.beaeflzs.~

Although the distinction between earned income and

other lIncome is baslc to the retirenent test.’lt ts not & clear

1
Harshall R, Colberg, The Social Securlity Retirement
Test: Right or \lrong? (Washington, 0. C,, Anerican
€nterprise Institute, 1978), p. 3.
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Most labor Income Is actually Interest on Yhuman

‘coplital.tt For sany persons ot varlous times In thelr Tives,

“fhvestmant in saterial and human capital are practical

ilternatlves. However, Interest on investment in higher

oducatlon, vocstional training, etc. encounters the retlre- .

—-ont test while Interest on material capital escapes the
erence should be glven to earned

the Interest. The

Ttest. If anything, prof

”|nconc since one has to work to collect

federal lIncowe tax has rather recently moved In the direction

of favoring earned Income for:low-income familles wlth'chlldrcn.

for all 1ts shortcomings, has provisions to

"The Income tax,
ses related to,

.- soften the blow of travelling and other expen
al bills, casualty losses, allimony payl‘nts and
The . soclal socurlty

i work, medic
‘:3other unfavorablo events of the year.
Further, the test Is more onerous in areas

Even without |

“test does not.

_of the country where the cost of living 1s high.

1Aconslderlng Alaska and Hawall. the cost of living can vary by

other within the

1) much-as 30 percent from one city to an

country. s

" Yhe retirement test would be less objectionable to

many persons 1f an actuarlslly determined Increment (say 8 per-

cent) were provided In OAS! benefits for esch .year .of delayed

rotirement. Persons who delay retirement beyond 65 run & con=

" “giderable risk of collecting no benefits at all.
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_ Thé 1977 amendments Increased the delayed
retirement credit frou t percént to 3 percent per yoar; but
only for those attaining age 62 after 1978.

Opponents of repeal of the retirement test ot age
65 usually do so on grounds of the added cost to an already
streined system. This added cost has been pleced at 2 to 3
billion dollars a yesr, although these figures may be some-
what outdated. Thls cost would be In part offset by larger
payroll, Income, and other tax collections to the extent that
more work -effort would be provided by those over 65 1f the
test were ¢llminated at that age. | belleve the extent of
this extra work Is usually underestimated. Admittedly, It
Is hard to calcul;to with confidence, | h.vo‘bas;d‘estllltcs‘
oﬁ observed labor force participation rates at ages 72 and
73, whén the test Is no longer In effect, compared to the
ko{culit?d particlipation rates based on the general downward
trend after age 65, : o, -

On this b;sls. | belleve that about one third ?f the
added cost of OASI benefits would be recovered by added federa)
tax collections from men and women over 65. ~It-is not usually
recognized thft an laportant consequence of repeal of the

retirement test would be greater honesty In reporting earn-



- § -

ngs to the IRS. There Is cross-checking between Income
The “price of boncsty"

ox and soclal securlty reports.

's now so high that a sort of underground econonmy Is promoted

3}0n§ the elderly. This takes the fora both of avoldlng
6ﬁﬁloyers who report dollar earnings to the IRS and, more
zlcqitlnately. of working for lncome In kind.

The whole idea of the cost of repeal of the retire-

sont test Is a fallacy based on a narrow accounting view.

xtra work-effort by the over-65 group would Incresse the

-oal national product and real income per capita, It s

dlfficult to trace all of the monetary effects, which would

tnclude some Improvement In state and local flinances and

probably a small reductlon In the rate of lnflatlon due Lo

ore output., But properly computed, the cost to the nation

iwould be negative rather than positive.
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APPENDIX L1,

‘Ihe Florida State Univensity
Tallahassee, Florida 32306

September 12, 1979

Senator Barry Goldwater
United States Senate
Washington, DC 20510

Dear Senator Goldwater:
1 am glad to be asked to comment on Appendix 5 of the

. Report of the Panel of Consultants to the 1979 Advisory Counoil
: on Social Security. ‘

(1) T do not feel that the retirement test was made "very
_much more lenient for those ages. 65 to 71" by the 1977 legis~-
lation. Thie is .true for 1978 but if we exgerlence a 10 percent
inflation rate for the four geat period 1979-1982 the test will
: rise only from $4000 to $4098, by 1982 measured in 1978 dollars.
- At a not-improbable inflation rate of 11 percent, smaller real
earnings will be permitted in 1982 than in 1978. Most, or ali,
of the alleged leniency is “money illusion,"” .

{2) The Panel (p. 89) estimates the cost of removing the
test in 1982 to be about $2 billion. This Gost should not be
compared with the $454 million per year that I'éstimated as
additional payroll and income tax collections, since wagé rates
and the pa¥roll tax rate will be considerably higher in 1982
than in 1977. Although I do not consider the minimum wage to
be the correct wage to assume for elderly workers (as was done
by the Panel) the scheduled increase in the minimun wage pro-
vides a way of quickl{ estimating the increase in income of
; those over 65. This increase is 57 percent. Assuming no change
“ -in the average income tax rate for the older workers, this in-

’ come inorease would bring in about $122 million in added income
taxes and $206 million in added payroll taxes (at a 6.70 percent
‘rate in 1982 compared with 5,85 pexcent rate in 1977). This

-would bring my estimated total of $454 million for 1977 up to
$782 million for 1982. This needs to be adjusted downward be-

= . cause it includes added collections from those aged 70, 71, and

72 who would already be exempt under present legislation, 8ince
about 19 percent of the income and payroll taxes were collected
from the 70-and-over group in my original calculation, deducting

19 percent from (762 million gives an estimated (roughly!) tax




73

‘Letter to Senator Goldwater

- September 12, 1979 ) .
- Page two .

iollegtion of $633 millfon if the retirement test'were repealed
1962 at age 65. . .

-

. . - : 5 .. - e P R o L
_ 7 (3)>A factor that might well bring the amount recouped to
higher level than $633 million would be greatér honesty in re-
areing income for income tax purposes on the part ‘'of social
#3drity reoipients. The "price of honesty" is now eopeoianl
*gh because onest disclosure can increase income tax liability
afd 8180 Yeduce social security benefits because of cross-: -
%okinq setween income tax returns and earned income statements.
—~42"to the local Social .Security office, The lower "price .
£ honesty" which would accompany. yrepeal of the retirement test
would increase income tax receipts. The -importance of this is
maug tg 1-u¢ge but it seems to be conservative to say; that it
#ould bring the government's rpcoupment to at least one-third
"2 the estimated $2 billion cost. - .

A (4) The Panol's minimum estimate of 5 to 10 pergent of
ét seens much too low. While I cannot easily defend my esti-
patés as being "best” I do believe my chart on added labor force
axtioipation 10oks reasonable and that there would not be such
.Jdespread dissatisfaction with the retirement test -4f it really
“2 30 1ittle influence on the dasire to work, - (I have some -
1letters protesting the test and I am sure you have great numbers.)
¥ 777 (5) Looked at in real terms there would be a negative cost
-0.the nation in eliminating the retirement test, although there

would be distributional effeots that some persons would not fa-
vor. (The extremely progressive benefit schedule holds down

the extent of such redistribution, however.) Real output of the
économy : would rise because of added labor force participation
';fmgho over-65 group. (Any adverse effects on younger workers
_>uld only partially offset this output gain.) It is probably
‘nwise to pay attention 2\19!: to dollar receipts and expenditures,
-Father than to the ."real® economy. If, for example, SS1 were

?n;oved into general revenue financing, the financial situation

6f OASI would look better.

x,

The estimates that I have made above are rougher than 1
7sould have liked because I am presently busy writing a paper
;on regional aspeots of minimum wage legislation for the American
-?B_ntcrptue Institute, which has to be finished this month.

“After the minimum wage paper ‘is finished I will return to work .
.9n a book for AEX Universal Coverage’ Under Social Security. One
V;probhm will be to secure as speedily as possible the federal
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Letter to Senator Goldwater .

September 12, 1979
Page three

government's report on the subject due in Decenber 1979,

I hope the above is of sqne use to you.

With best uiahes‘. .

Tk 002 Oty

Marshall R. Colberg ?‘
Profegsor of Economics .

MRC:nlg
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Tax Impact From Elimination |

of the Retirement Test

by Josephine G. Gordon and Roben N. Schoepkein ® *

The OASI eligibility provisions include a retirement 'test (or
earnings test). and in 1979 aged beneficlarios who are undér sge 72
give up $1 in current benefits for cach $2 of annuat earnings above

" $4.500. It reti 1o were climi

d. ttal OASE pavouts

_ woiild increase becaune aged workers woukd no longer forfeit bene-

. fits. Aged workers abo might increase
this penatty on work effort were remo
generale additional OASDHI taxes

carnings or delay retirement if
ved. Increased carnings would
and individual income laxes.

This anticke cxamines the fiscal effects on OAS| benelit payouts and
increased tax nieeiph i the retirement test were climinated.

CU—, ¢ mmmmmme e e e e - e e ee

Thb anick extimates the initialytar net changes in social

icunity (OASDHI) tax ficeipts and  Foderal individua)
xome-ax receipts if the social security re sement {of carn-
1g3) 1est were ehiminsicd for individust aped 65 &9, Indi-

[dunh under age 65 are not conidered. ! The expenditure
=2 yax evtimates shown are for 1970 but with the 1982

_ faiags ceiling adjusted 10 197%, Penons apcd Wand 71

i3l 8ot be subject 10 88 carpings tedt in 192 and are
 erefore exctuded from the study. Than. in 1976 kel the

Budget impact of changing the 1982 retirement 1t for

“igfsons aged 65 and over s extimated.

7 Undet the present provisions of 1he Sovdal Security Act.
erly u{:m insured 10 receive OAST benefits a1 age 63
hé am above aa allowsbie amount will forfeit
i:i’ilemeu benefits at a rate of $1 for each $2 of excens

sions. Current individual income-tay statutes are assumed
10 remain in effvt ia 1952, and the SAUNN atlowable carm-
ings ceiling in 1902, sdjinicd (o 197K, ik wed. The 1982
social security ax rates are wed. The simulated nct changes
in the dudpat sre therefone designed 10 refiect 1no 1982
provisions of socislsecority law:  (a) A Eberalizati ]
retirement 10t under the 1977 amendments detuev- dow
and 1952 that reduces bencfit cosls in climinating the test
snd {b) higher OASDHI tax rates that facremse the Lax
revenue per dollar of sdditional taradl carnings penerated
by remoning the earnings 1ol ’

“The social security sctuaries eximaie that the additional
benefin pay out cost 10 the OAS | trust fund. i the retirement
1ent were ehiminated for workers aged 63 09, b spproxi-
matety $2.1 billion for the 1982 earnings ceiling adjwnied 10

Gred income. Worken aped 62 64 who retire carly and , 1978. It hucatienated here that the nctchanger inw ork effon

Justed future benef i o
‘Beotfis forgone. but the sdjusiments Lo worken sped 68
wnd over rep only a fraction of benefis forg:
‘because of the retirement te. :

The Lax iinpact estimates shown here are bewd on s 1978
ple population but incorporate known 1982 Lax provi-

 Otfax of Rescarch aad Natition, Otficy of Pulivy, Social Sevurdy
" 'Ihmm?ndm\‘gmn.u:f;vdlm—u- *
Depariment ol Lo mning s
mmmmIMmdm o8 Modd &
"ok %a&umw«m-m from
0 . gt of Comataat Paart of Actesris pad Feoso-
] “Mi_mw}.‘.ll’)l'b@llﬂh\ﬂhluﬂd
Ofios of Reronrch snd Kustimion. :
mw.;-t.dlkmuﬂuumﬂ;ﬁu

fmo&l benefits are compensated by actuarially
b ivakent to

eurly serieement social wewrity hencis, pones sddiionsl etiomt-
> . st

by elderly w ovhers still sctively employedipart time snd full
time if 1he test mere climinated. will penerate $139 mitlion
in OASDHI 1ax receipts snd S191 million ia individual
income-tax reveipts &1 about 16 percent of the $2.1 dilion
inctcasé in ovlays. If 10 percent of workers apes 85 69—
cither fully retired or coniemplating retirement —were to be
fully employed in the laboe foree fn 1978, these workers
would g an additional estimated S0 million in
sacial sevurity taxes and $756 million in individus! income
taxes. With these ¢lderty current workers and coatinuing or
returping fully rtired workers comidered togethen the
estimated net increase i social security tax receip{ -
ents about 32 pervent of additional bencfit payouls, and
indiridual income Lanes generate about 47 perceot of addi-
tional bencfits. The projected increnses represent about M
percent of extimated incressed OASI benclins, ’

The study) mcthadology reflocts the precedent of others
who recemtly have studicd the reticement test. Because there

Social Securky Bulietia, Scptember 1979, Vok 42, No. 9 L
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A rience with the e of this test,
«Moa!dauhndudkﬂwatm respoases 10
net wage-rate ch under other such as

mammmmm”mmuxw-
iments, are used. No evahuation of labor-market demand
oonditions Is made. That s, jt is assumed 1ha} elderly indi-
vuukmnuloetcndwdeﬂmumt new
employment because of the elimination of thy retirement
test will find jobs and that other labor-force paricipants will

6

uniil the workes) social sccurity beaefits under the curremt
taw are exhausied. The net wage concept used here is 1he
gross wage minuy individual inconie taxes, social security
taxes, and the allocated forfeited social security bencfits. A
repeal of the current retiremént test. therefore, would have
1he effect of more than doubling the nct wage rate oxer the

“range of taxed eamnings. ¢

‘Whes bowrly wages of norken rise, 1o components
determing consgquer borsupply revponse. The m«e

not be displaced oc have their wage rates dep d byan
expanded number of elderty workers,
hthkundy.wrtmtud“—b’wbommnﬂam

labor force are trealed sepacately from fully retired workers
(former workers who have no esrned Incoinc in 1978). Most
earfier studies considered
workers still sctive Inunehbotfom. Aboyt 20 percent of
the workers aged 63-69 d under social y are
fully retired. Some Individuals now fyity mwd ) return
10 the labor force if the earnings test is e d; other

~

only the repoase of elderly |

ive wage fate #cs an indhiduat (0 eap
work cffort and thus (0 subslitute more work houn for
reduced Ieisure houns. Af the same time, individuals in the
uxed range reslize more income for & given smouns of
work ¢ffort. This incomit effect induces worken to reduce
the aompunt of labor they supply bmwdlbdlmm
incomes. The direvtion of change in an individual) work -
for, i any, b the net of these Iwo opposite-direction
effects. Wodm with high annual carnings who previownly
d the

workers now reaching tabhnd contemplating retirement
may posipone their retirement | or 2 years. A working
sssumption that, (n a given year. 10 percent of such individ-
uals either will return 10 work o continue working full lime
is adopted here,? (Estimaies are nko presenied foe o $-
percent jon.) This ion i critical 10 the tax-
impact estimales, s tflese returning of continuing workers
would socount for nbo«lopemuo(me 1otal estimated

forfeil y of cutrent 3ocia) security denefics then
would receive these benefus. These high-earnings workers.
therefore, would be weakhicr by 1he amount of the retire-
ment bencfits and might reduve work effort in response 1o
hightr (amily incomes.

The behavior of workers folloning changes ia ms fafiée-
(28] mages depends on s, age. marital statvs, ynarned
income sources. asscts. and other coasiderations. t A wife,

net WX i plion.
Previous studics ulsg Eemited the u:%mpm ti

for ple, has been shown 10 respond moee dramatically
in adjusting work effort to a change in family income than

either 10 surveys of married men of 10 projctions based on
syerage cirniags of the aggregate labor force. This study

uses the Individual Tax Simulation Model of the U,
S. Treasury (1975 data bese, statistically adjusied 10 197%
fevels and tax law). ? This simulation model provides a basis
for analyzing carnings of individuals, coupls with only a
single wage esrner, and working couples as tax units. [ See
Techaical Note No. 2 fof further description of Treasury tax
simulstion model)

The following scction of the article focuses on possible
responses by workers aged 65-69 who are still active in the
Iabor force. The impact on individuak sged 65 69 who sre
fully retired in 1978 Is discussed next. The concluding sec-
tion jategrates the tax{mpact estimates for dboth working
and ¢urrently retired individusals and examines the sensitiv -
Ry of crivical working assumptions.

Response by Working. -
Individuals Aged 65-69

If the earnings of an elderty worker exceed the permbxs-
ble earnings ceiling, the penaky tax of 50 percent b imposed

Cagaa, Bffort of the Elimination of the Retirement Tost 0a

Mﬁﬂ‘l"‘ ‘e thMdM_:n‘Lw
Advhory o8 Soviel Sociel
s, by Sacwriey). wurity Adune-

¥ Deparument dﬂpl’m.“q.!l’nm

the husband. The wife might. in fact. drop out of the labuw
force skogether as her hushand) carnings increase.

The literature on lbocsupply naponse (0 carnings
changes is vast* In narrowing the range of worker respviee
to provide some guidance for pulivy, one must eraluate why
the extimates differ from one study 1o anothér. Some stodics
focws on 1he estimated of actual effects of negative inconme-
ax expemsmu\ Akhough ohder warken were included i

i 185 anatncs, subjocts tended 1o be
)o\mg and obaened earmnlmdcd to be Jower than the
carnings range reknvars (o the retirement 1ot (ether studis
focus on worker 10 wage-rale ch aallcarne

] {4

‘Imn Mum ui | sary aaung MM \nﬂm a cve-
Aering act wape ol buts, abdisdets S ete
Mhuwhmwunmwdmmm-\dahmm

bnpBod cormingntient 1sx fomal) Sould dooble the it s age. The aet wape
[ and 1he COMOTR A1 IACTORV 8 LINEL SO ber’
staled somenhat, akhuigh the sndentaanats ane at ket od b
significant. Cives the privvon i sciting vt Bagc csinian, swh
furihet fine tuning s ould he periention.

*The et change in wark ciun in funder ieferred 1o 8 3 hrauppl
mohiplicr. The talue of this muliphet cus I Uetught of 2 38 s\ eta
roponse over all nortens in 3 partwwier des 10 8 Sage chunge.

*Summary Uhin apycaring in Ciiea C. Coin and Jamid W. Watta
:l“':; buu..‘u;i‘aum'n‘ M&pﬁ:ﬂ&uﬂr" amd
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‘hi-kvehﬁthiuhennpk.wmwwmdwu
ﬂyurﬂnﬂunpﬁdmmiudlonmm
Some studics use as “wage rates” she individual’s wage rate
 reported for the week before sa Intenview: othér reports
mﬂoynmudfﬁnsumﬁunnpondmuw
soch 08 6 hs. Thede considerations are aken

k| E 5 secount together with the availabiity of clasticity exi- ’

) ancloMMkalMMmphwﬁt
.iboeovbolhupomwking.mnlmkkwlkwifw
 labor-respona¢ mohipBers b gheussed later.
C Al labor-supply effects presume § 36 of underlying
“assumptions sbowt labor-demand conditions snd underly-
lag tabor-market structure. o this study it bs assuméd that
-, (he economy will provide incressed employment for the
: #iderly withowt concurrent adverse effects oa otber workers.
7 Ints alsoassumncd that the sirwcture of the labor market for
alderty workers remalns unchanged from the receot past.
118 L0 58y, new government incentives to hire the elderly
“are 6oL 4. Consequently, the emphasis is placed on
" the labor-supply side of the market. given the adove
. demand conditions.

2 Stratification
Al empirical evidence of workens® labossupply resp

A

The lsbor market may 2ot be perfecily flexible, however,
umnym&lﬁwmmmdmin
that eamed income s just below the $4,500 celling or 10
mvﬁcﬂmt&lv«ﬂm&eurﬁmnﬁm
$4,500. M , work ding the allowadle earn-
ings ceiing have burdens (n the form of socisl i
forms, disrupted social security benefits, and
considersis

Hions.
This group who would be potentlably affected by slimina-
mymurﬁwwbeawdm proximity to the

1%

g3 celling is rep by y 3
$3.601-4.500. Those individual workers, having forfeited ro
beufns.vouldlhnnmodnmimdkﬂa
mmam»mw-mmumuuum
would have been taxed before the repeal.?

The third class Is composed of those workers easning
more than the $4,500 ceiling who are subjiect 10 Lhe tax oa
- the earnings sbove the ceiling but bot enough to Jose 3R
Mbeurum?wpwddwm:whiw
substitution effect and s negative income effect.
- Becaunse some families have one beneficiary and others
have two bencficisries and becsuse of the way the socisl
security law Lreats deneficiaries with 8 working spouse,
determination of the upper boundary oa this classification

" 10 8 change in the wage rai¢ isdicatcs that snnual carnings
- ag well a5 marital satus are important determinants of the
change o hours worked. The data file of the Depanment of
‘the Treasury makes possible ideiification of ihe earnings
] both of principal wage earnen and working spowscs. so that
= each may be treated independently and abso as a joim
7 household with regard 10 laboc-supply response. The sam-
- ple of workers has been divided into theee broad categories
. secording 10 marita] sistus and current Tabor participation.
" Each broad category, in turn. is subdivided into four rele-
-~ _vaol income classes.
- Teitially. the elderty populstion is divided into Whree all-
-~ inclusive groups of principal txpayers (or p is} LX<
_payensk Individuals, principsl taxpeyer with spovac earning
210 income. and principal taxpayer with spouse earning
greater than 2eroincome. * To acccat for the variationin
" behavior related 1o the level of earnings. the three groups ate
. further divided into four earned-income categories.
 Workers earning below the $4,500 earnings ceiliag would
nol receive any additional social sccurity benefis i the
setirement test were (0 be ciminated. Thus, they would
. expericnoe no jncome effect. The Tabor-markes behavior of
7 work ing b $1-3, 600—substanilally less than
2 $4,500—would 1ot be expected 10 charge as » resuht of 8
change in the net wage rete. These workers are th f

is more complex.d The figure $10.464 repretents the level of
1978 earnings at which all benefius are forfeied by single
individusls who would receive the curret average ap—sg!
social security benefits when bdeaefits are not .
Decause of the current earnings lest.®
This figure would thus become the upper boundary for
all individuals not filing joint returns. Since spouses not
qualifying for their own benefits receive hall the benefis of
~ “hEworker. 1he figure $14.482 is the Jevel ot which denefits
disappear for worker and noaw orking spouse, on the aver-
age: $14.482 has therefore been chosen a8 the upper boun-
dary for (his group. When both worker and spouse ate
em . however, (he earnings of the wife abore the
ceiling will only affect the amount of her benefits and not
those of ths busband. Both workers I (amikes sffected by
1b¢ earnings ceiling were therefore treated separately. snd
the lower $10.464 Sevel at which s¥ benefis are exhausted
was apphed 1o each of them. .
The fourth clazs of workers aged 65-69 consists of alt
workers with carnings above theis respective upper boun-
darics. These are individuals earning saore than $10.464,
primary wage eamers earniag more than $10.464 with &'
working spousc, snd couples with joint returns and only one
worker with earnings above $14.482. This class of workers
* currently would receive a0 OASH bencfis because 0-1

sssumed 10 be unaffected by elimination of the west.

tyfe of individual ncome W2

setorm inchede thone of samar-

Stickion sl gl therty worers

e equel 16 uaght eiderly malke vorken. No
adjantments for 63 ore necmary in this intascs.

S¥et Ler conples, lesticiey eﬂm-m-:uu
+ ¢ Ahough it is possible for Lamilies 10 het¢ more thaa ciari
far purpcers o the tady. the w0 min X P

g

spour.

»The of $10.464 i 1he sdjuiod $4.300 aSwnable sarnings
mmmﬂum.wnmmr«mmﬂ
worken apd &3 M.

»
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“high carnings. lky would recyive the cuwﬂ) of their

benefuts if the reti test were eliminated and would
_therefore be subjct 10 8n immr effent, mtumg work
effort.

Fstimates

Tootimate acw Lax A enves peacrated lrom elinination
of the retiremeod ol o st make spevific assumplions
segarding labor-supply responses 10 wage changes for ik
ample of ciderly workers. These assumplions are scke-
tively cbosen from studies on hborsupply bohavior,

- Ayindicated, previous studies o labot-{orce response in

woeking wives mchumg ncl pp rates 1o be eight times
that of their resp snd Garfinkel
ewmaudtheummpoubyﬂkﬂywuﬂn'mmlok
two and one-ha times that of heir respective hiabands.
Boskin estimates on this spécific subgroup are pot clear,
shhough the present author feel thay wse of this spxcific

" elasticity eimate would significantly distort and dincredis ©

the everall tak- tevenue effccts outcome. e this study, theree
fose. A estimated substitoion effects of elderly working
wives were recalculsted wing Boskiny  foe
eumiuﬂwy and Masten and Carfinkels ealimates of rela-
tive net changes for working spouses in their hours
wiked.

. work effoet (0 changes in net wages have been confined to
srun-ection anshes of obsentd or comtrinted negative
income-1ax experiments of (o statitival -m_bsoo{ geocral
fabor-force bebavior. Two rather extensive studics are a
m«mwwm-uw-um«m by Cain
and Watis and a more recent analpnb by Masters and
Garfinked )

Age. 1ex, race, snd marital status cach aflevt worker
response 10 nel wage rates. One bborsupphy sty 1hat
includes labor clasticity estimates hased o the above ¢va-
siderations b by Michael Boskin ** Konkind study in thy
Cuin and Watts coliection includes 8 derailed section oo

_elderly worken. He abo considers simvwage ¢fiats vo
Tabus supply where both husband and wife arc wurking In
this area of study where the range of labo- wppb elwny
&'imates b 30 large. one must %

ired below are the direct tots) Iabor-supply clas.
Sicitics a8 e (0 e\linats the tax impact 08 worken sped

— o —

Tl forey

gk sl
S 0 “y

§ aomrewd mes aed o
ad oretog dalenh ..

[ 82
-y

TR qu-‘wmnvwWIJ-dMq I\wa—‘-.n
A0 K dhnrd B iy B e poacrd iy B ow-l-n-;-u.- 2 otut
PN PRVE PR RENPIR WA o

6869 and il svtive in Ihe whot force, if the retire ment 1ot
were climinated. Other than ihe changes memtioned abune.

identilying those sudies thay seem ‘rammblc The chsn‘

Uity estimates fof studics mest frequently ¢ited and ined
tend (0 cluster in 3 significanily narrower range \hai for alt
such studics as a group. It is beBieved thus Borkin' labor-
supply elasticities are median of representative of the lind-
Toge in theve "more reliable™ studies.
The Boskin study neventbeless has some specific data
Emitations of other ch istics in revearch dosign that
necessitate adjsiments for this anicle. Baskind elderly
-workers arc aped 60 and over. The net wape effcets of
changing wapes on houn worked deviense with age. The
_presence of worken aged 60-64 in Boskin clderty-worker
imates may tend 10 abor by wosk
aged 65-69. I.-kuue the presence ohodm aged 0and
over may be a downward dias. No ¢fTort b made 10 adjusi
the Boskia solely b his study population is
aped 60 and over, -
 Moreover, I Boskin estimates of the subntitution effects
of elderly working wives must be reesahuated inthe ez et
of Masters 13 Garfinke). The question i one of reative
magnitudes. Boskin found the relative sensitivity be elderly
o le G.Cola u‘ Ncnll I Watts (eduenss lacome

¥

‘lh!mmdskla&-'&m i ks G.
‘muﬂw}.hn-r ad Labor

oa Poverty, 1970,

1he elasticity extimates represent those that appear io Bone
Kin, * with Both tace> aggregated by the welghts of Black
and white workens in the sample populatios.

Ihe I-boc-snm g clastivity (sometimes rkouﬁad as
the “net wage ™ elasticity) is the combination of the
ton elfects and incou dl«u -hen the net wage [ate n
ch d. The wage<l s an esti
rebtive change in houns of work effort in response 10 a
specificd relative change in net hourly wages. The wape-
elasticity coeflickent of .16 for unmarricd mes snd women
and fog working husband<can he interpectod 1o meanthat a
Joubling of the net wage rate will cause an averape 18-
pereent inceease in work cffodt foe thewe individuab talen as
2 group.

11 b assuracd that the pross wage rates of workers would
remain unaflected by the elimination of 1he retiremen test.
With this assumption the labor-supply clasticities ¢an de
converied (o labor-raponse muliphiers. with respect 10 the
act wage effevts alone. For (no-worker couples, changes in
work cffort weee jointhy determined, theredy taking into

B h integratam of (ne repuraie dadis s somes et different
Popultion iample Bines for purpuncs of sdjenting only oar lshorepply
ity ctmak n o 10 cfitivham Mastien an$ Gorfinkel dv ad
ke handund-u de croverbiuticn) entimaies (e assuant sl (Vv

oBects re relatively snimputant) smd hin e other haviatu v,

. shelitvtios
Ia the shecmce of athet abernstnn. it o debeved Do the reeskdewd

Bonkia eviomate of worling an e whititetion ctfev
ahle approxmaucn.
*Afntad S Boadin. op. b
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acvount sranackintiity elfodts uf changs i the carngs of
1h¢ pncipal worker (of in social security benefits) on the

 other spouse’y work ‘cffort. The relevant hbot-mponse

P and adj y to net
changésia work cffort and tax Gabilitics fotindi\'igo’imn&
cuuples 1 cach earnings class Bre alio preseaied ia the

ing tabulatiod.

" Onecansee from fablc 1 1hat for 1978 1be simulated work

-BeBavior of thand’ pérsons aged 65-69 and prescotly work-

 ing aod of working spouses would genenate $138.7 million

of payrolt tax eecelpts i 1982 phyroll Wn rates were
j X 6.6p

” emiployed. This t

¢ of the estie

- matéd $2.1 hmﬁxmua bencfn-payout costs of cleni-

tig the ear

test (G¢ pervons aged 65 and over. The -

Jistribution of payrotl tax revenucs smong OASl, Dl,and

* Mt trust funds are shown in table 2.

v

11 ahould be socogniayd that this 6.6 perosat reflvts the

conceptual apprcach most ofien wed in previous studics. it
dies aatinclude individualinvom:-iax revernocs chal would

Table 1.—~Numbir of workers and change in enfned
fgeome, income taxes, snd OASDHI taxes resuking from
" climination of retirement test, by earned income of workers

“aped 63 49,1978
) (taman Ouwtank)
RS Changt i -
Nymbdor of | Farned et | OASDHL
. B acned o imon seorkent v e tannd
) U7 B

32

Awe -
TS
N

SIAMMR] SNt SINCNe
P TR PR e L

o4
30t
e

Teble 3. Uhange in caracd indonte ¥hd DASDILtaaes
roaukiing from ctimination of retiremcol kst of rtined

~workets aged 63 69, ¥ type of worker, 1978

(famistcs o Oumnanda]

Carg .-
L o =

~ OASDHI s

Toad WL C,

wan | oo ;

350 $1314%
o

reeerene] somata] g
S1a30%] 1914

u:unl sy Laeant s

o | Y BT BT TS

-n-u—mw' Wum

accrue tohe general fund of the Treasury. Whenihe $I191.3
millioa in i tax ¢ are included, the recoup-
ment of benefit payments rises Jo 15.7 percent. [a additioa.
nol inchuded are 3ny lax that would be generated
rromme;roupotpemummcwnulynﬁtedumy
chooe 10 return 10 work of continde working.

i;hptct of Test on Retlr;d Workers

. An eximated 5.7 mifSon retired workers aged A3-69
recvived OAS1 denefits I 1978, Onc criticism of previous
studies (other than Cagan'?) on the impact of e.ininq-")
etirement bext is that possidle reactions by these rets
workers are igaored. The cationale ia other studics for
ignoring retired workers is dased on the assumption that
markets for labor senices are reasonably competitive. I(

! pereconp e, individuals could froehy adjunt
the aumber of houn hey work in response 1o changing
wage rates. Retired workers ak ively could work up 10

the caenings ceiling without penalty. It follows (rom the
Basic asumption (hat these retired individuals prefee
cetirement 10 any work ol all’

Alctnatively, one can argue thet many Lbor markets
place serious instiutional comiraints oa individuals ia tbe
adjintament of their hours of work. Some wurkers in their
sixties may be confronted with “sll or acthing® options.
Opp wies for dle parttime employ [{
okder workers caay be scarce in some local labor markets.
Worken approaching age 63 may have to choose betwees

inving curcent (il ploy for a1 lesst one
more) ear. switching to an akernate occupatioaiperhapat
reduced hourly wages) close (o full time, of stoppiag work
completely. .

Uouer hese Gircumstances. the worker aged 65-697 )
face the current forfeiture of most of all of social secunty
benefus if he or she continues workiag full time. Worker.

- L Pl Capa. op

% ' Social Securty Bullein, September 1979 Vot 42 No. 9



atkude loward rﬂmma might chn.: [ tli fest were
chminatcd at apv 64 tupd mai
sped 62-0)

Spane information b avaitablé oa retired worken' atti-
10dr tonard rurning to work of oA whal the effect on
workers' relirement phans would be if (he retirement test
were eliminated. T o reoent studies besed on the Sociel
Navwrity Adminisiration Rutirernent History Stody focused
on the availabulity”of ntiend for work and on
desernnnanis of retirvment. Both studies indicate that few
persons wha fetire W ould retern Lo uui‘im wage raics

80

bommownngzwnymuuufunhuwpeluw
saearly is not effec-
; penalized under the Social Security Ast, since the

© OASI denefus gre sctusrially adjusied.) Ovher individuals
myiwwc mtdfmhmmnmw
before age 63 because they feel that the

nznaohhe
currend lest pndudﬂfunm yrork lfm
d;{mmhskcmqudmutkmmdmﬁ
potentially retiring early if (e test were removed. ’
hwmry‘nangumdmxmm‘orlm
aped 68 Q?vw\qumluhhorwmimmk;mn

werk incteased, but these siinlivs are
repondents werd inténviened sbout uunuwu o¢ work
whil vader the choud of an existing retirement test. Dena
Musiey ™ in teporting o8 fornier workers aged 63-87 con-
" cludes 1hat it appans (a1 no move thas 12 porcent of such
retirees would be very il ely of even sbie 10 return 10 work.
Joreph Quinn jo s10dying the delerminants of early
retiremént Aofed 1hat he culd discera o evidence Lhat an
indinddual) wage fate of change in wige rale was an impoc-
st dereiminasd of retirement status: Quine was cawtions
in Interpecting (i partivula? obwenation, however, é the
imignificince of wage rates in the retirement decision may
By 3 coereyemy of the carnings restriction’ isel. Other
Tavets Ul the Sechion 16 retite as Righlighted by Quina sho
comphent Motky s fi l'qupoa lhcdwhon 10 retprn Lo
work aftes retiyement. ~
What about workers who have not yei retired? i s
Kknown that in 1978 a total amm workers aged 62. of
2.7 p of sl g ly insured workers aged 62,
elecied redoded ca iy mmmn benefits. More than
209.000 adJuional workers aged 63 and 133,000 workers
aged 64 deml esrly retirement dw\n. thlmf Cumuls-
tively, 54 ofp d workers aped 64
were n«nw early retirement bmtﬁu in 19738
Soxial Scvurity Admishtration deis from 1975 indicate
hat 9.5 petccnl of retired -oﬂmaﬂb&-ﬁwm
ing OASY had ekected early tirement bemefius. ™ The vast
najority o retired worken in this age clnss, therefore. have
uin sant of (e bibue lofie 2 7 years Inthe fint yeas of
wnpact of ehmi g the retiremé
of thexe retired indis Kuals wiwid de lNe to find pidcl
fulldime emploj mem?
I b retiremcm tet mere climinated. the policy mm
might affect esrly retirement decisions of individuaks who
aum}ﬂned_u Some individusls who view the test as 2
vixmk llal} SAvsdaBiy o4 Ketrrd Penams for Work: Findiags
Froom the Retwcmst Hindory Mudy, 'wm Bulleda, Aprd 1975
" Jncph o Earty K .

Joursel of Humaa Revources, womer 1972,

* P Ve pumiet 1d mdnduh apd M uad early seficement beaelin m
191 i wim ol carhy A e e R4in 19T0, aged 03w 1934, und aged
S0 195, Lrabhd mavben an raciuded Lrom comiderstion.

= Tuospersic growpn of wired sorken n 1975 am viewed Vhe first
pqmlmﬂmammtmuﬂ“-m&li&“

Frovs. lp,mllmlmn'nth retrement hepelin. The sevond
Poup cosenk of ngrcd socken aged 03 M ia 1973 whosie
actred. 00 3 poroeat of Ui provp Sese Arcening early Actirement hewefie

1ot were ol  dechul

wrwnearb wlommmahucxmw

continve their current piployment 31 Jeait through age §5.

No previows studics were l\ﬂcble shat wuld provide any
i of ip

bash to the magad
inavolved.
Estimates
The Tressury Dcpu\nnl\ merged file of the

SO1- ﬂim’wmﬁnmhdnliwniaubu(
couples who file an incometsx retira 8ad of thne who do
not file & retura, The mb-ﬁle for 1his Mudy, therefore,
the total p jon aged 68- 0. O diffec-
msmmubﬁudmmum inchudes ali
couples mhcre the principsl wage earnct s aged 65-09
akbwlksponhmmﬂ;h;hum&um

Mmmnmmm“hmmr
in individual (including all categories not joint) Lax mum
of joint Lax returns, whether actually fiked or d.A
Wmdwm‘hmtnm&mmw
with 2¢70 carned ncomme in 19785 The OASI benefus of
the completely retired workers are reporsed im the SOLSIE, .
survey and stathtically merged with Tressury revords.

The priacipal wage earner on joist returns is ideatified os
the retired individps] with the grester OAS] benefits. This
individual ia mont is husband. One cansiot
Shwern from the OAS! benefits of ibe spownc (mos blely
the wife) whether he or she has previously wovked of is
drawing bencfis a3 1he wife or busbend of a retined
worker. 3 The spouse with 2er0 earned income in 1973 is
exctuded from the base of retired w orkers w ho might return -
10 the lebor force. Tkmfatbem_mdmm
worken returning 10 emp of the elimi
tion of the test is therefore resiricied 10 8l retired indhidushs
ud'bljocu-relmmmw‘wm

This exclusion of spouses with rerc earned income ia

— .
- 3Offar of Tox Asalysiv. Ieparument of e T .hﬂad
ntome; Buress of the Conom, of bacome ond

ﬂhni.-um-mﬁmnd'uﬁ’u aﬂniu.

ahcraning cvmtepts of “esieed” me vard in st Kovial Admisis-
ratios tabulstions.

£ Sposts Ul pinitice 1975 armings i

hﬁuamuuhﬁ-mmmmhu
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S orking spouss. Hhe avraps carning of wuebets whu
anuld ratirn o remain in the bboe forces is Mawd upward
by redeiting e analyis 1o pringipal wage varn.
Moremer, one spouse mMay e more hkely ta deler retire.
aerd if the othee spowse s il ative in the laboe foay.

Only (strad wachen who are Guatilcd 3¢ peemancmly
insured for DASE benefits are pukeatially affected by the
presene of @ reticement kol Al retioed indnviduats and
potired principal wags carnds wht 2r¢ ot feCsiving OAS
Berfits thvrefore areatw enctukd feom the powdd of poten-
atworkers. Some of thove workers are etied oa gorvin.
ment pension. The avncorered retirod Ba 197X howeer,
et Lo he domimated by Jow-wapy and panime workere
1 21 o ShRse sutitees abo further biases the potential
wocker poud toward indivaduake with higher average wayes.
1a addtion, for some retired woskers peesently reviving
ot s Remfifs, the cumtrnted arerage anaus! carnings
whea posevied o 978, woekd be K than the current
§4.%10 retirerncot carpings ceiling. For these fow-wape
ratired warbots, pmumbly.thed«hioa 1o returato work
s Lnsflovicd by the presenve of cimination of the et and
they hase boen excluded drom (he 1ax ¢ffexts timates
These three coamiserations mutually peinforce the biasin the
\whliic +of retired worken who potentially would vontinue
woth of retugn to waeh toward thoe worker with revords
of matian of greater thaa median plevious carmags. Ihe
oppostunities fof further employ ment 3ho may be greater
tof 1his sub-gtoup thaa for total ecticed worken.

An stinated 3 pulbon retieed workcos ace the buwns fot
ptential sovattants intothe labos (occe if the retiremant tes
i sngoarel, as the figures that follow show,

Foimsetes
Tem Lin saliues)
Vo] mot e
Prizae Ay At ocsosvonen - $°
traa- s ak v AN Bage sarner . »
It idals of fOMOpal Bage carsen with .
' 0

cuouruchd panusl carsings abore 4300, . o

TLied trom Sl Severty Adauanuation 1977 peamnan dats
1 T it o8 [rcasan) oergd fie Exctade tited e
s Asctanded i Lrdeny merged [ Erhud retieed perwtanihios
AT IO - : °

Since these indisiduah are identified 2 “retired” bevavse
(he+ showed Av catned income in 197%. potenti t
ratuings have to B¢ constrcted. The fint sigp b lo use
angml OASI benefits reccived as the basis 0 determine
“arv¢rage moathiy carnings”( AME) under the Sotial Secue-
ity Act. Fhe availadle AME for each eetired worker aged
£3-59 1 an avetage of covered carnings for 14-19 yean
before retirement and therefore understates representative
catnings for 1979. The AME, in tua. is adjusted upward by
(Be annual porcentage increase in average hourly carnings

_ ol workstrcovered by the sacial security program in cach of

81

he 9 years 1970 78, The 1978 average of the consequent
comtrntod average carning o 2t relevant reticed warken
{pouwes with previows wark Bintory and vontruted ww-
wage workens cecluded) i $13.470. This amouet can be
cuapared with the (T of the Actuary - stimate of $10 89
for 1he average anaual carnd income of workers currestly
contributing 10 the aptem in 197X (with no drtindtion
Betweh part tiee and full tiax). based v average tavahh
carning for Ahe finsd quatter.

1 he invome-tax returns of the ampk inJividuals {indi-
vidual and joint returm) woee avakulated on the avunip.
fion that the iadividial of the primary houschold wage
carnce would realize his coadruted carings baved on the
adjusted AME if the retirement tod were remorved. 1he fact
that the AME is cakulated v OAS taxable carnings will
undenal the poteatial of hugh-sage wurken whowe pree
vious carned incomes exoradhd the taxadle maximum. In
he viher direction. eiderly indiniduats might not b abke Lo
contings wOrk Of FHuR worl 3l wag falo highavihow
enjoyed in the yean i Sty bolore euti R 2pe.

Net tan-Habekty changen were cakulated for alt fully
insured retired workers with coastructed annual earnings
abore $4.500 wha were claatnd 3s isdnxduaks tand atl
othet feturns Aot joint) and pamary houchold wagecarace
on joint returns, whether of not such returns actually were
fited. Onc-tenth of the fict chunges in income Jax and pay~
rull tan Babdliticy is thea [akca ay feprescatatine of 10 pec-
cent of this scket group of retiecd w orkera who defer retire-
ment of return 1o work at enaual carnings otimated (rom
Uheir adjusted AME. The Liling of onedenth of total 1as-
Radility changes attriduted to hene retired enitied worken
acsumes that she 10 percent of teticed workens who Jo
return to work are represcatative of this group v a waok
This may not be the cuse. Phna Motky 3 poted that the
nasimum 12 percent of retiren who would be tery Bhely o
cwen able 10 retyed to work o hiased 10mard the Jon-
educaied who had worked prodominantdy in blueoltar
jobs with more modewt carmngs.

Table 3 sumémarizes the 12y cffects in chminating the
ceticement test foc permancath insured retired indniduats
and primary wage earnes aped 65-869, The sekection of (¥
perceat as an uppes Boundary --as the proportion of the
setect group of retired markens aped 03-69 lincluding retic-
ing workers aged 83} who would continue full-time
employmemt—is g penonal judzment. Phuttip Cagan*aha
based Moy esti onthe a yon that 10 peccent of -

- zetited worken conhinun of returned 10 employ ment
fuMtime. He notes. "Asan dtustration of whatseems alarye
aumber but which is stll conveirable, suppose RN N
cetited workess with so cataings) worked full-ume.
.. Some of the panel find this far 100 high an etiowate, by,
it does iftustrate a range of posxibilities (o 1hh targe grosp
fot which no firm basis for an etimate exists.”

Thens K M. op. o
SPuiip Cagan. 0p. R

-]
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Table 3.—Numabder of workers, change ia carned income,
s0d incressc in income taxes and OASDHI taxes resukting
from clmination of retirement test, by iacome-tax filiag
satus of retired worker aged 63-69, 1978

{inmtes s Bousak)
syt -
Cuage s
T Ty Nombyr of ureed bndeidund | OASING
by votwn wartent wooww Jacospuan [ wan?
L LT PR .. _3:!‘—_ MARN AN Npar
AT TOTTIIN el Les NN e
] sum] aael ol e

* Regowrents 4 prrcrat of likd aed soufiled srerm of smwed worken wabd
vtratied vanvel cormwgn o g SR
1 Sl wn 19 crmluned

88 i of 11.8 pessent.
! lactube fied sad sonbisd miwre

singht penems. marrind penens fibag

The prevent study siresses (et the sugpestion s not
necessarily that all the werkers in this group would come
out of compicte retirement snd return 10 the Isboe force full
time b of the emination of the seti st Ten
percent of 1he seiect group represents 299,000 worken aged
65-09 « bo otherwise w ould he in full retivement. H could be
suggerie? that, with 1975 dats wsed 10 Sctermine relative
weights .be interpretation could mesn that abow 23 per-
cemt (111.000) of the extimated 446,000 perma nemly insvred

. workers who refired in their sixty-filth year in 1978 would

Aed®

years) and that abowt § percent. or 132,000, of the remaining
relevant permanently insured retired w orkers would return
10 the labor force full time. solely because of the ekmination
of the retirement test.

Siace these figures are merely ilfusirative, other combing-
tioos ar¢ possible—thone continsing work beyoad age 65
and retired w orkers returning 10 the labor force—that will

82

Toble 4—lncrease is OASDHI tanes and individunt

incomme Laxes resulting from elimination of retirement tast,
by type of worker aged 65-69, 1978
[Lnimen is hovaad}
Intvenat in—
Taddunt -
Type of werkes agod 83-68 OASOHI umn® | meome bam -
foatal il
e L)
sy LY )

* Bused o8 1952 sombinné emplayss-smplvyer ma sote of 3.4 porssat.
obiain the tolal estimated tax-reveane effects in climiasting
the retirement test. These estimates are contingest on the
lqmwdhuhah;hbor—w-ﬁﬁ-
ers for eiderly thet 10
mdmmwwvﬂumm\w
umwhthhb«!om—mummm
4 izes the Det tax: effects.

The Office of the Actuary estimates OAS! besefs
payouts in 1978 a3 $2.1 billion if the retircment tost were
climinated for 1hose dged 65-69. The $678.6 milion
increase in payroll Laxes is calculstod with o 1978 dats base
and 1952 OASDHI ax rates. The 1982 OASDH I tax rates
are apphed decause of 1be knowa statulory increases in tax
rates for 1962,

The incresse in payroll wanes, as calculsied, represests 8
32-percent offset 10 the estimaied increase in social securicy

peyouts. Note that, akhough the OAS] trust fund will bess
ammwmmmm.wa
the estimated payroll taxes generated will flow into this
fund. The balance will be distributed batweea the Disad Hi
trust fuods a3 tsble 2 shows.

The estimate thet increased payrol (ax receipts would be
32 percent of intresses in OAS] beaefits cas be compared

844 to Lhe 1013l of 299.000. The above illy does
show, howticr, the importance of relative whights of differ-
el decisions thal individuals withia this age class must
make: To § k 10 seek ak

with esti by Cagan. ® Cagan noted that when one slso
considers retired workers, bis calculsted 5830 milion

- increase in payrolt taxes (OASDI only) would be 33.2

employment. 10 retire, of 10 retvrn 10 1he labor force from
retirement.  *f
hnkhluuhcwu IOWdeM
worken sped 85-69 returning 10 of costinuing work full
* " uime for 31 Jeast one more yeat because of the emination of
the Lest b a reasonable spper boundary. Even in Lhe sbsence
of mandsiory reticement peovisions, elderly workers who

of his $2.5 bilion lncreast ia OAS] benefits payouts

,hms He used the 1973 retirement test and OASD] tax

rates. Since that time the Lest has been bberakized and is 1o

. be chminsted for beneficiaries aged 20-7) 30 that the

number of workers sifected by the test will be reduced and
the estimated QA S| benefit payout is down 10 $2.1 billion in
1978. .

The estimated increase ia individus) income-tax receipts
b ofincreased earned lacomse is $977.8 milion. If one

aow are ing sre d by many iderati

from continuing employmest of returning 10 the hdor
force. No basis for an akcrnate figure is apparent.

nnwmlhmmwmnpynlmw
individua) i laxes, the i

Conclusion 1978 and 12 for the arw cobiet aged 6308 should be ronghly squel.
- "
One can combine the net ¢ hanges of -—.:—'&"& .'.—‘um;“ o
eiderly workers returning or g in 1he labor force to > Pailip Cagaa, 0p. o, -
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inittion for incrensed receipts in 1he “anified budget” cepres-
ents about 19 percent of the increase in OAS! benclit pay-
ments with the retirement et climinated for workegs aged
“63-9. The 9778 milion in additiondl individual income-
1ax redripts presumably would be part of general funds,
with the um’.iiMpomlmmipumﬁdto the

. reapective sociel security trust funds.

- gTbcmpome&mindq«lmweﬁuimdmohM
reticement test is crucisl 1o the tax revenoe estimales. Re-
maoval of sh¢ test may affect the degision 10 retire a3 well as
coniderations 10 retur o the labor focce from retirement
datis. T poiential pool of affeeted workers b a skt
subict of il retired workers aged 83-69 roccivig OAS!
Denefits in 1978 Note that an sssucption of workers ton-
iaviag or muﬁu\cmhboﬂorgeeqndwwwmud
select current retined individuals aged 63-69 may bs inter-
préted a4 25 pmealoh«kmmmhuﬁﬁun age 68

and continuiag full-time work for at least one more year, -

“ wilh ou-hnldn&u‘wy‘c.nconghﬁu!olnnwnd_wr.

and § percept of the retired 1)
thchbovfomli,ikwiu.nmnﬂiond!pcmﬂd
select retired work inuing of ing to work may

bﬁnmpm«nl)pemﬂolmimasdb’minuimn
ihat one giore yeur, with onc-half of these individuals
olaintaining employment 8 second year, and 2 percent of
select retired workers returning 1 the labor force. Other
aﬂmﬁmmp@sﬁﬂ&ﬂmamaumndhu&i
- dhat fepresest aliernatine plions regarding seléct. cur-
renl retired workers apd 6569 who would continue in of
ceturn 1o the Tabor force if the retirement Lest were
| abolnhed. :

Technleal Note No. 1

Ihe LabotAupply multipliers applied to earniags afier

ekimination of the retirgment test are givea below by cara-

© ingyvdlass, aceording tothe amount of earned income ol the
.. prinvipal uxpsyer.

_ Earning of principel taxpayer—31-3,600

1. Cnmatried. Workers in this class coudd have increased

1 rwiwlosl.mﬁmwhﬁuhuﬁubmcm

. nqtlo.Coqquy.wduqsintbemvutdby

» _\mmuup@.wafmmuoad;uml&
.= " relevan pant of text for chowe of $3,600 as class
boundary))

2. Married, spouse eprnings—0
3. Principal txpayer, oo change.
b. Spouse, no change.

3. Married, working spouse. I& this case, the respoase of
lhuprmtothci«m;dn;nu.uwlulhlo‘

the prncipal tax ., must be coasidered. Lador-
. .u&m”ﬂ:mmmwﬂom
mpulmdmm ]
Ee ‘8§ caraings—$1-3,600. Since both ders
dt&m;&mmh&dwmmﬁd

A

P

Table & lacrease in OASDHI tazes sad, individual
hmmumwouluufn.;dmud
benefis recorered as 8 rowlt of liminating the setirement
test; by akernative work behavior cases of retired workers
aged 65 69, 1978 -

(Futimon in Bowaad) .
NSRS PRRY
DANDHT and v sdust
e
o in-
work hehnee
et L Pesorss ol
sevard woabens [{ wceanr | DASI deng
ad i 0 tud awn [ 4 mmered
e b0 S
et worten s
At then wiad .
[T snme| simme] swn] sioexq. 50
Comt 2o -
e | ond S et
went of correnl
gt ] ma] wes] sual vesq 02
Cont 3 Same 10
v Lang M per .
xul o cwrrent N
orbgnt ... - [N msll] e 1,000,508 ne
—abe =

u-;r,m«,}:;:-'mw-nwwmm«

, w.w:whmwﬁdh&&rmﬂu
. expected. - .
b. Spowne earnings—$1,601-4.500. Since the NG
pqux”)ﬂimwgoqtm the
retirement leRt, a0 ia his work behaviof is
anumed. If the "
multipbier

the test. )

€. Spouse earnil —$4.501-10.664. No change is
Jinnu,w’, \ Y \un«e«.b‘:m

spoumi:fdnmnsdﬁ\dl.lﬁmhko«m

origingl earnings.

- family iacome. This

hldh{“i ing 0S times the average anaual .
benefa for an i ’
hmh'dhhdpdupﬁ-ﬂ.“l-u“

1. Unmarried. MulGply carsings by 1.14. This mukiplier
Mgdqnnd%d Boskia' |16 muki-
piu.vm-w“ﬂ'thﬁ-lqﬁamm
more than the reticeent lest i effect befors its
climination. The 8 s b nings
fess than 34,500 before clmination are act subject 10
margioel ax.

» mmmmwnm;muxu

w

LA




" iogs by 1.16510.

2. Married. sponse Muhplymm
wpb) B llnulmmngw

3. Marricd. working speuu. \Vlm .
working and at least one is Nm 9.600 nd
therefore semitive o 1he rtiremeal 1o, both 1be posis ,
tive substitution effevt and 1he negative X
m:'t e a«':!md {w a5 wel) as their imamon in
oJucing the joint La he spowne
f':tpom'-il vary dcm':d?ngoamkwl um'ap.

npml mwlory\r_d;moabu
in responsc 1o the
¥ Was 801 thoouna
retirement test

é
-3
"
2322
‘22

* eatoings Nince he o7 b probel
ihe kel olwrlseﬂoﬂhndonm
Therctors, 10 deiermioe new (amily eatnings. mul
pl) the pmmpl faxpayery am-pbmd,n“ the
the spoou and subtradt

:- change i the ipel

Spouse ”Mlm In this case the
spou*nnchlogtwuamdmdfmh

1

response 10 the Petirement test. ununn-.lhe
same muhij u 33) for W'N

used of this class nf 5, lhtpnadpoluxpm
withearn t-lSI 3, ucbounloinmiucpome
carnings Y T‘:I utm)vr carniags are mul-
tiphd by 1. 14, I:‘dl Somt uma’::‘aadml
sevarity s Of w orker and spouse aged 65-40 hre
then reduced by 05 times the

mmn carning 10 iccount for the tﬂ'.cl.

s;mmumnp $4.501- 10,464, The same ewiti-
pim inthe item Sxoopt
. mul“au«ddl.!!hudhamalm

SPOVNC carning were subjct 10 the tax,
¢ Spowse camingn—above slo.au. Principal tax+
p);:“ um‘ug sre mhpid byl ’l\c':poue

offect as n response 10
increased family &amu I roen previously withheld
beocfits s wril 3+ (rom the increase In earmings of the
&nmp-l tarpayer generated by his increased work

mam taxpayer—$4.501-10,464 (314,482)

§. Unmarricd. Muki| y current principal tax, e
felevast maximem). perer

. & Married spouse earnings—~0. M, current
pal llxpt)ﬂ carnings by I, |H 14 432 relevani
maximum).

3. Married. working 10.464 rel
nxia.l' 1 workingspowse ($10 relevenmy
raing—$1- s.wo Same as under

pl uxm uh “';'n‘i? s:.m-uoo cl m
pmumnnnulupidby uwa l4
b Spousc earsings—$).601-4,.500. Same as vader
m u;&w with earnings of san&m sl
- dyhdpl u:pyummlslml
¢. Spouse m—u.son M Sonou wader
slnih Wm mwhu‘?‘-‘-
eation a1 l&hl.

siags grénk .-S!M“(SMM
-l Ullnmcd (310,464 relevamt minimum). At this level
of carnlags one be lacome
and work "cfm‘l;mdm m’“ﬁ‘o m

%ﬂs (averape ;m%’&

' l’n mﬂnyliedbyO? ndlokneldf

z Married rnings—0 ($14, ,dmu
imm) Mulnpb lh::h iacm":zen m
o[mwudy‘ihhﬂhzy

AM;M wihg:pom“lﬁ.‘ﬂnknql‘-

mmbmun-&m‘uaugr T "




{2) The 1975 Survey of Income and Educatioa (SIL), 8
Ample survey ining data o demographics, hous-
l?. moncy and aoncash lncome, and aseets for
151,195 U, S. households. ¥ N
Neither of these data sources, however, s weed la its original
form.

¥

: is odited snd dwp & product
subsample. To the tax-setura data on each record it .

The actual methodology used 1o produce the 1978
MATCH sample is stilt in the development stage, and the
documentation that ¢xists ¢overs seweral hundred pages.
The sample design is descrided briefly here.

ianing with the 1978 SOI, the Office of Tax Analysis
draws 8 50000 subsample of anaual tax returns, ratifying
h«d«wopdmintkﬂhuwdnmpid.ﬂ;;;ms%l:

appended exact age, race. 808 sex through aa ideatifier
maich with social secucity earnings records.

The 1973 SIE saraple is also subsampled 10 yield 50829
households. mwhmwmm’;ui
disaggregated lato Wk units, thus producing 8 1978 SIE
subsampie of 76,002 Lax uaits. The 1975 SIE subsampie of
tax units is then further divided into a set of filers (60,094
@ax bnits) 8nd noafilers (16,598 wax uaits).

Since the 1973 SOI subsample and the set of filers from
the 1975 SIE subsample are both on a lax-unit basis, these
(iles could be “maiched™if an attribute existed on each (ils
that would permit an “sxact mmich ® No such attridute
exists. Common attributes on the two samples caa be used
to perform an altribute match, givea some criterioa for
determining which “match™in the set of sl feasiblec matches
is the “bent™ mawch.

This determinaiion is made by constructing a distance
function that yields s weighted of the informati

.

The size of this prodicm- 50.000 aoda and up‘lo”
milion sdmissible arcs—is extecmetly large and requiced the
wss of an extended transportation system algocithm 2 that

. matches Lax returns with SIE tax units, The slgorithm iy

designed 90 that & tax return ia the 1973 SOI subsample
may be “split " or maiched with more than one tax usit in the
set of filers in the 1975 S1E subsemple. M Since it is requirey
that the adjuated weights sum 10 1he original weights, how-
ever, (e statistical properties of doih sampics are main;
tained while achieving the Jowest possibic information dis,

similarity, a3 messured by the distance function.

T actual output from the transportation algorithm b a

sct of Kakages that kentifics the Lax fiag SIE recordsia the

1975 S1E subsample of filers ihat will be “matched™ with
each tax retura i the 1975 SO subsample. These Eakapes
are employed 1o append sciectod Jata from the appropriate
tax filing SIE record inthe 1978 SIE sample (a3 aged by ihe
MATH Model ¥) 10 each tax record in the 1975 SOF sud-
sample. Thus, cach filing tax-uait record containg 1975

" lswand-devels SOI data and extrapolated 1978 law-and-

fevels SIE data.

Once the 1978 S{E has been linked with the 197$ SOL. 2
process knowa as the “post merge® i performed, In the -
“post merge.” cach 1975 S1E tax unit that was a member of
the set of noafilers Is retrieved feom the 1978 SIE sample.
Since none of these SIE tax units was makched with s SOI
X return, 8 synthetic 1978 SOI tax “return®is created from
the svailable SIE data. Thus. cach nonfiling Lax unit con-
tains a synthetic SOI tax return and selected S1E dawa. The

aonfifiag tax wnics are merged with filing tax units 10 pfh

duce a sample of 126,663 tax units. 7

At this point, the (ull MATCH sample still coatains 1975
law-and-levels SOI data for il of the lax-filing population.
[0 the final adjustment, the 1975 law-and-ev ey SO1 data is
extrapolated to 1978 law and kvels by ¢onploying the De-
partment of the Treasury's pervonal individual income-tax

dissimilarity between an SOl ax return and & filing SIE tax
uait. In other words, the distance function assesses s peasky
that varies directly with the degree of mismatching.

Given the distance function, » the task of maiching the
two samples can be formulated as a classical transportation
problem where the 1973 SOI subsample represents the
“source™ and the set of filers ia the 1975 SIE subsample
represeats the “siak,” and the distance function is 10 be
minimized.

-'runmhdnharndm‘-uqﬁ. Duts Aceoms
Micreduts bem s-wdm-:uu-m.
42), Durses of e Censca, Jussary 978,

anrbuier Age, race, sex,

lacoms, farm lacome. propenty income, vife) ad
salarfen, Siate code. schedule code, 388 original weight. -

B Developed for Office of Tax Anslysis by Asahsis. Research and
Computation. [acorporsted, AmGie. Teus.

"Sp&:iq’g‘- ré mcans that record may e
Kabkod 2+ masy Gmes a1 necessary 81 loag 2 the Weights on the Babed tay
dlmrzw.immz‘:*@n.u;m”‘.“.w*

y e with weiy

any other combination -
retern is ik ond the
returns

Mpportioning f the ortglaal weight among ihe it
depends on the SIE a2 waits that e  mawched w3
32 e weighs of host SIE Wk wms LY erFeieen e e

MM’NWW: L i
mmmmmhmmmdm“
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sixty-five or older.

IN THE SENATE OF THE UNITED STATES

Jown 6 Gegislative day, Max 21), 1079
Mr. GOLOWATES (for himself, Mr. SToN®, Mr, P2BSSLES, Mr, DxConenvt, and
w.mmmmm;mm;wmwummmmm
to the Commitiss on Finance

A BILL
To repeal the earnings ceiling of the Social Security Act for all
_ beneficiaries age sixty-five or older.

1 Be it enacted by the Senate and House o[Ifepmenta-

8 tives of the United States of America in Congress assembled, -
. 8 That (s) section 203(f{8KA) of the Social Security Act is

4 amended by striking out “the new exempt amounts (sepa-

5 rately stated for individuals described in subparagraph (D)
6. and for other individuals) which are” and inserting in lieu

7. thereof “‘the new exempt amount which is”.

8:.  (bX1) Section 208(f{(8)B) of such Act is amended by

9 .striking out “Exoept as otherwise provided in subparagraph
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(D), the exempt amount which is applicable to individuals
described in such subparagraph and the exempt amount
which is applicable to other iiidiviciuals, for each month of a
particular taxable year, shall each be” and inﬁerting in leu-
thereof “The exempt amount for each month of a p_mibulu
taxable year shall be".

-(2) Section 203(0(8)(B)(1) of such Act i3 amended by
striking out “the correspondmg exempt amount” ind insert-
ing in lieu thereof “‘the exempt amount”.

(8) The last sentence of section 208(((8)(B) of such Act

is amended by stnkmg out “an exempt amount” and insert-

‘ing in lied thereof “the exempt amount”.

(c) Section 203(()8) of such Act is further amended by
striking out subparagraph (D) thereof.

(d) Subsections (1), ()(3), (H4)(B), and (BXINA) of sec-
tion 203 of such Act are each amended by striking out “the'
applicable exempt amount” and msertmg in lieu thereof “the
exempt amount”,

(e)(1) Subsections (Y1), (dX1), (H(1)(B), and () of secuon'
203 of such Act’are each amerided by striking out “seventy"

and inserting in lie thereof “sixty- five”,

(2) The last sentence of section 203(c) of #tich A'ct is
amended by striking out “nor slu:ll a:ny deduction” and all -
that follows and inserting in heu thereof “not shall any de-_ |
duction be made under this subsection from any widow’s or-
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8
widower’s insurance benefit if the widow, wndower, surviving
divorced wife, widower, or sumving divorced husband in-
volved became entitled to such benefit prior to attumng age
60.”.

(8) Olause (D) of gection 203(01) of such Aot is
amended to read as follows: “D) for which such individual is
énﬁtlod to widow’s or widower’s insurance benefit if she or
he became so entitled prior to attaining age 60, or’’.

(4) Subsection (f}(8) of section 208 of such Act is amend-
ed by striking out “‘age 70" and inserting in lieu thereof “‘age .
65",

(6) Subsection (h1XA) of section 203 of such Aet is ‘
amended by striking out “age 40" and inserting in lieu there-
of “age 65",

(6) The heading of subsection () of section 203 of such
Act is amended by striking out “Seventy” and inserting in
lieu thereof “Sixty-five”’.

880, 2. The amendments made by this Act shall apply
only with respect to taxable years ending after December 81,
1982, '
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Statement of the Honorable Roger W. Jepsen
United States Senator from Iowa
! . . Before tﬁe
' Subcommittee on. Social Security
Senate Committee on Finance
April 21,71980

Mr. Chairman, thank you for the opportunity to testify in
favor of abolishing the outside earnings unitatlon tor social
security rocipl.onts. This aspect of the law is extrmly untaiz
and responsible for keeping many thousands o! older Americans,

' who would like to do so, from being able to work. 7This not only.

hurts them but deprives our Nation of an extremely important

resource--experienced workers--which we can {ll-afford to waste.

A recent study by the National Committees on CAreex‘-a for
Older Americans estimates that at least 4 million persons over
the age of 65 would like to work but do not. An important reason
for this, I believe, is because our social security laws are
written so that many people are discouraged from working. 1In
particular, the earnings limitation saye that for every $2 which
a social security recipient earns abové a certain amunt--si,soo
in 1979--$1 of benefits are deducted, until age 72, after which
there is no earnings limitation. The effect bf this earnings
limitation is the same as if a 50 percent marginal tax rate were
imposed on tbo‘ nrninqs‘o! social security recipients above
§4,500 per year. B :

It is a fact of life that when you impose a tax on something .
you get less of it. Thus the earnings-limitation and the 50 psrcent
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‘wage two

7§eniity inposed fof exceeding it have the same effect. The
-=agnitude of th?ye de facto mrginal tax rates on the earnings
of social security recipieﬁis can be very bigh. According to .
tgulcﬁlatt0qs ﬁade by my staff, they may go as high as 76 percent.

The result is that many older Americans who would like to work

.are discouraged from doing so. ‘

I aa including vléh my testimony a table showing gross monthly
zarnings for a social security recipient, net spendable income and
gelfacto marginal tax rates. These figures assume an average monthly
‘gocial security benefit of $298 for a single retiree and 1979 social
.iicprity tax rates and federal income tax law.

—_—

Effects of the Earnings Limitation, Social Security and Federal

Income Taxes on Spendable Income of Social Security Recipients

Monthly Net Increase in De Facto
Gross Wages Spendable Income Spendable Income Maroinal Tax Rate
0 $298.00
- 100 391.87 $93.§1 6.13%
200 485.74 . 93.87 6.13%
’ 300 579.61 93.87 6.13% .
400 654.81 75.20 24.80%
500 683.68 28.87 . 71.13%
600 - 710.14 26.46 73.54%
700 736,01 25.87 R 74.13
800 - 760.96 ' 24,95 75.05% .
900 . 785.33 A 24.37 75.63% 7
1,000 822.70 372,37 - 62,63
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.Most people remain able to work at the age of 65 and beyond.

_pumber of these would like to augment their retirement incomes.

Output, income growth, and the general level of economic well-

being are all reduced by the fact that this desire to work is

“uubstantially frustrated.
=We can ill-afford such a dissipation of a unique national

resource. While our wealth may be great, gratuitous waste is

intolerable. We think it is pernicious to effectively deny .

; soclety access t6 the skills and abilities of its aged members.

Moreover, it is transparently unjust to require the elderly to

work under confiucator} taxes. Ironically, the provisions that

reduce social security benefits of the 65 to 72 age group as their

earnings rise is an onerous taxation of the very é}oup the system's

mission is to help. The retirement test is uneconomical and

uuo;'al."l

The princi nings limitation

pal argument against 1ifting the ear

t will cost the government money. 1t is

is, of course.-that i

estimated that elimination of the earnings limitation will cost

¢$2.1 billion on a static basis.> while this may be true it ignores

the econonic penefits which will come ¢rom the skills of older

sently discouraged from working, and it ignores the

generated by those people who will work

Americans pre

revenue which will be
The latest estimate from the Soclal

e revenue feedback would be

s in combined social

IS who would not otherwise.
Security Administration of what th

ranges from 16% of increased expenditure

security and federai income tax revenue, to 793 of expenditures

———
1
Arthur B. laffer and R. David Ranson, A proposal for
system (Boston: H.C. Wainwright

Reforming the social Security Sy
& Co., May . .

63-893 0 « 80 - 7
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assuming that 10% more people age 65 to 69 stay in the work force.
#ased on the resenrch‘ of people like Professor Michael Boskin of
Stanford, I would say that a 108 increase in labor force
participation by workers over age 65 is probably conservative, -
given the elimination of the earnings test. According to Boskin,
a decrease in the implicit tax rate on earnings from one-half to
one-third woulé reduce the annual probability of retirement by
about fifty perccontlz ;hu- I believe it is highly probable that
elimination of-the earnings test would actually make money for

the federal-govexment, in spite of -the increased expenditures

Increase in OASDHI Taxes and Individual Income Taxes From

Elimination of the Retirement Test
thousands- o
Increase in ) 8 of benefits
OASDHI Taxes Ihcome Taxes Total recovered

Case 1. Only

current workers

alter work

behavior $138,736 $191,324 $330,060 15.7%

. Case 2. Sanme

as Case 1 and

5% of current ’
workers 408,675 584,549 993,224 47.3

Case 3. Same
ag Case 1 and
108 of current
wvorkers 678,613 977,274 1,656,387 78.9°

Source: Joseph G. Gordon and Robert N. Schoeplein, "Tax Impact
From Elimination of the Retirement Test," Social Security
Bulletin 42(September 1979), pp. 22-32,

2
Michael J. Boskin, "Social Security and Retirement
Decisions, " Economic Inquiry 1S(Febxiary 1977), pp. 1-25.

£l
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Another reason why nany people ‘oppose lifting the earnings

Jimitation is because they desire to turn the soc
from being an annulty program into an inc
1f it is in fact an annuity program,

jal security

ystem away ome re-

‘distribution vehicle.
¢ the retiree and his enployer,

yone full benefits based

lhaled on the contributions o

“then it is grossly unfair to deny an
‘on some arbitrary critéria of need. On the other hand, if

ecurity is simply a vehfcle for income redlltribution

. goclal s

then it makes sense to only distribute benefits on the basis of

need, and an earnings 1imitation is approprlate. _

It is true that over the years the annuity principle in

social security has been weakened; that is to say, it is not

based on the actuarial principles that apply to a

strictly-
in the nindé of most Americans

private pension. Nevertheless,
not a welfare progxah.

gocial security is an insurance system,
ument in favor of lifting the

And thls.ii the crux of the arg
Those who argue against 1ifting the

hat social

" earnings limitation.
1imitation are implicitly endorsing the view t

8 a welfare program, not an annuity.
tion between the view of social security as

" security i

This contradic

an annuity and as a vehicle for income redistribution was

clearly evident even when the program was being established.

5,: Economist, later Senator, Paul H. Douglas, anvimportant figure

in the establishment of social security, wrote this about the

earnings linltatlon in 1936=
*This requirement that the aged must leave regular jobs in
g was undoubtedly dictated by two

*  order to obtain their annuitie
The first was that those who had regular

sets of considerations.
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jobs would not be in need of annuities, while the second was a
desire to clear the labor xurl-;et of the older employees in order
to make a place for the unemployed young workers.
“This provision, however, is in part a confusion of the idea -
of relief with that of insurance. The workers will have made
direct contributions for half of their annuities and indirectly
will have paid for most of the employers' contributions as well.
When the systenm s thoroughly established, they will therefore
have earned their annuities. To require them to give up gainful

employment is, in reality, attaching a condition upon insurance
which they have themselves bought. .
"This provision will also be difficult to enforce. For,

strictly lntergteted, it would prevent an &ged person from
keeping a small shop or operating a farm. All sorts of difficulties
will arise in the atteapt to ferret out such facts and to kepp those

over the age of 65 from having some gainful job."3
Douglas is correct when he says that it is hard to administer
the earnings test. This is just another argument in favor of
repeal; for it means that considerable savings could be made in
- socfal security administration costs without cutting anyone's
benefits.
'l‘his_ brings me to a strange contradiction in the application
- of the earnings test: It prohibits only the earning of income
from actual labor, not income earned from cdplul or other so-
called unearned sources. This is grossly unfair to those whose

income comes from labor, or whose investments have been made in

3
‘Paul H. Douglas, Social Security in the United States
(New York: McGraw-Hill, 1936}, pp. 171-2.
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what economists call human capital, such as education. This

t social security

is clearly inconsistent with the view tha
need it. Yet the

ought only to be given to those who actually

following catagories of income are excluded from the definition

of earned income, meaning you can make as
e areas without losing social security benefits:

much money as you.

want in thes
pensions and retirement pay:

payments in kind for domestic service, agricultural labor,

or for work not done in the course of the employer's trade or

business;
Rentals from real estate where th

e beneficiary did not

" =materially® participate in work connected with the income;

Interest or dividends on ponds or stock;

- capital gains;
Tips under $20 per month or not in cashj
Reimbursement of travel expenses; and

L Royalties if the patent was obtained before the age of

65 and no substantial improvements were made after that age.
atently discriminatory policy

The reason why such a bl

exists is obvious for two reasons: First is a lack of under-

In my opinion there is no

s earned, because

standing about what income is.
such thing as *unearned” income; all income i
in order for capital to be created there must be foregone

consumption. Thus, income derived from capital only diftere

from income derived from work in the sense that it is future
Second, if they ever tried to

rather than.present income.

include so-called unearned income in the ‘definition of the

E earnings test it would probably lead to a revolt which-would

destroy the test.

3
N
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There are also other, more practical problems with the
earnings limitation. For one things, it applies across the -
board and cannot accomodate those with special circumstances
or d;tfumt costs of living. Consider this latter point:

-8ince it obviously costs more to live in some parts of the

country than in others, this means that the real value of

ope's income varies fro- region to region. If one were to

apply a state price index to the éarnings liniltation in 1978--
which was $4,000--one would find that in real terms, adjusted_ -
for the cost of living, this $4,000 was worth $5,263 in Florida
and only $3,226 in New York--a difference of more than $2,000

in real terms.! - -

Furthermore, changes in the cost of living not only ¢hange
from region to rc'qion but through time as well. The real valué
of the earnings limit goes down with the rate of inflation.
Although Congress has periodically revised upward the limitation,
there have still been long perfods in which there was a real
decline in its value. Based on 1967 dollars, the real value of
the earnings limitation has only increased by 47t since 1955
even though its nominal value has more than ttipled.s

In ;umary, let me just say that I favor abolition of the
earnings limitation for thesé reasons: (1) 1t is immoral and
unfair to deny social security benefits to those with more. thlﬁ
a specified level of earned income, while excluding unearned

A .
Based on Victor Fuchs, Robert Michael and Sharon Scott,
A State Price Index (Cambridge, Mass.: National Bureau of Economic
esearch, rking Paper No. 320, February 1979).

5

See Marshall Colberg, The Social Security Retirement Test:
Right or Wrong? (Washington: American Enterprise Institute, 1978),
pp. 6=7.
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gmom from the 1imit. Those who have earned their social

";éécurity penefits ought to be entitled to then regardless of

Wt other income they have. (2) Ve are imposing an enormous
ing ourselves ‘the services

reason to believe that

‘Jeconomic cost on our country by deny
There is strong
¢ wean a reduction in

up for the intreased

£ many older mricans.
Zmany of them would work if it did no
Benefits and that this would more than make

cost with higher tax revenues.
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The Effect of the Soclial Security Retirement Test
on the Earnings-of Retirement Aged Workers

Testimony of
Anthony J. Pellechio

University of Rochester \
and
National Bureau of Economic Research

Mr. Chairman, the purpose of this testimony is to recommend reform of an
important provision in the social security program. This provision, called the
retirement test, reduces an individual's social security retirement benefit pay-
ment when his eamings exceed a certain amont. The earnings level allowed before
the reduction in benefit payments is called the exempt amount. The retirement
test was intended to direct benefit payments to individuals whose retirement was
cutside their control and had reduced their income. However, the retirement
test implicitly measures an individual's retirement by his eamings which are
subject to his control. As a result, the retirement test imposes a high implicit
tax in temms of foregone benefit payments on eamings above the exempt amount.
Consequently, the retirement test may induce individuals to keep their eamings
below the exempt amount in order to receive their full benefit payment. Evidence
that the retirement test does just that will be presented here. Recamendations
for evaluating changes in the retirement test follow from this evidence.

Currently the retirement test reduces benefit payments by $.50 for every
dollar of eamnings above the exempt amount of $5,000. Benefit reduction continues
until benefit payments are reduced to zero. A useful way to discuss how the
individual is affected by the retirement test is in terms of how it affects his
net wage. Up to the exespt amount an individual's net wage equals his full wage.
Of course, income taxes other than the retirement test will determine what is
meant by full wage here. For the purposes of this discussion, full wage can
subsime whatever other adjustments should be kept in mind but will not be considered
explicitly, - .

In other words, other income taxes do not affect the points being made here.
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ove the exespt amount the individual's net wage equals half of his full wage. i
Wother way to say this is that the retirement test has an implicit tax rate on
imings above the exespt amount of 50 percent. At the point where benefit payments

¢ reduced to zero the individual's net wage returns to his full wage.

' The econonic approach to studying how the retirement test affects eamings
Wm be to estimate a model describing how many hours people work. Such a wodel
' 1abor supply involves expressing hours of work as a function of net wage and

gther characteristics of the population and market. In the presence of the retire-

ient test, a person's net wage changes as described above. This poses significant
?m!:!ees for esti-atin,g labor supply. Such estimation is a formidable econometric
ask and has been the subject of recent econametric studies by me and others.

In my early work on the econometrics of labor supply estimation, 1 applied some
of my techniques to the retirement test, My purpose here is not to describe my ecomo-
metric methodolgy. Nor will there by much emphasis on my earlier empirical results.
These results will be described only qualitatively in order to provide a foundation

for the evidence presented here.
My econometric specification was designed to permit the empirical study of how
'individuals responded to the exempt amount and implicit tax rate separately. This
_aistinction is extremely important from a policy point of view. The reason is that
-individuals' net wages can be increased either by raising the exespt amount or iower-
“ing the implicit tax rate. However, if individuals respond differently to changes in
'tbe exespt amount and changes in the implicit tax rate then effects of apparently
_equivalent ways to relax the retirement test will differ. My empirical results show
that individuals are much more responsive to the exempt amount than to the implicit
tax rate. The estimated labor supply model predicts that individuals will increase
their eamnings if the exempt amount is raised, but not if the tax rate is lowered.
There are two reasons why lowering the implicit tax rate of the retirement

st does not necessarily raise labor supply. First, the tax rate may be high
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emug);:so that n96ne has eamings in the range where benefifs are reduced. In
other words, everyone is either eaming below the exempt amount or eaming enough
so that benefit payments are reduced to zero. The tax rate at which you just get
such a dichotamy in behavior is called the critical tax rate. My simulations

may have only lowered the tax rate toa level that was still above the critical
tax rate. Second, when the tax rate is lowered, eamings are taxed over a wider
range, i.e, it ta.}:es a higher level of earnings_to reduce benefits to zero. Thus,
an individual's net wage does not necessarily go up because the range for receiving
full wage is smaller.

It is worthwhile to go over the ambiguous ‘effect of changing t-:he implicit
tax rate not so muh for explaining my results as for pointin out things that
should be considered when making reforms. In this spirit, it is important to
mention that raising the exempt amount can have ambiguous effects in the theoretical
analysis of the retirement test. In short, theory does not predict whether people
will eamn more or less when the exespt asont is raised or the fmplicit tax rate
is lowered. My empirical results provide preltaina:y evidence that raising the
exespt amount increases earnings while lowering the implicit tax rate does not.
But this is not the evidence for today's discussion.

M implication of my earlier results was that there should be a high
concentration or cluster of people eaming just _below the exempt amount.
Consequently, an ecpiricél study to follow up my econometric estimation of labor
supply is simple. It involves looking at eamings distributions for reiirement i
aged persons in years when the exempt amount assumed different .value.f. and seeing '
whether there is a high concentration of people eaming just below the exempt
amount. 'In other words, we look to see if people's eamings ''follow" the exermpt
amount as it changes over time, Also, the eamnings distributions of retirement
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" aged persons who are not subject to the retirement test should be checked to
_see that high concentrations at the exempt amount do not occur; otherwise, the
results would be spurious. - -
‘ihe social security program provides the opportunity to carry out both of
the above examinations. First, the exempt amount was changed over time in 3 highly
- {rregular way. Consequently, evidence of high concentrations of people eaming
* just below the exespt anount would support the conclusion that people keep their
"earnings below the exegpt amamt in order to receive their full benefit payments.
Secondly, the retirement test applies to persons age 62-71 years old, but not to
persons age 72 and over. The eamings distributions of 72 year olds and over
should not show high concentrations just below the exerpt amount. If this does
" happen then 1t would be difficult to draw any conclusions about the retirement test.
A rich file of data from the Social Security Adninistration is used to
construct earnings distributions here; this file is the 1973 CPS-IRS-SSA Exact
Match file. The file starts with the March 1673 CQurrent Population Survey (cPS).
Each individual's CPS record is matched to extracts of his 1972 income tax retum
(m:ja) and soclal security records (SSA). The SSA data include annual eamings
from 1966 through 1975. The sample used here consists of persons age 65 years
old and over whose eamings were positive in any year from 1966-75. Individuals

are eligible at age 62 for early retirement benefits. But early retirement benefits _

" are less than full benefits for retircment at age 65. Also, benefits that are
not collected before age 65 are counted toward an actuarial increase in the benefit
payment at age 65. Tus, any reduction in benefit payments due to the retirement
cest between ages 62-64 may be cancelled by actuarial increases in future benefits.

;  For this reasom, the sample was choosen to be retirement aged workers who are
eligible for full benefits, i.e. workers age 65 and over.
Table 1 presents the distribution of 65-71 year old workers by eamings in

$100 brackets for each year from 1966 through 1975, The exempt amounts in these

5

r.



104 R
Page Five -

years were $1,500 in 1966-67, $1,680 in 1968-72, $2)00 in 1973, $2,400 in 1974

and $2,540 in 1975. The percentage of workers whose earnings are in the $100
bracket just below the exempt amount is underlined for each year. Thess percentages
in all years are high relative to the percentages in other brackets. What is
particularly significant is how the concentration of workers drops going from the
bracket just below the exespt amount to the bracket just above. The distributions
in Table 1 suggest that workers reduce their eamings to avoid the retirement test.

The pattem of changes in the distributions is strong evidence that workers
reduce their eamnings to just below the exempt amount. In 1966-6—:7 the percentage
of workers eaming just below the exempt amount of $1,500 increased from 5.5 percent
in 1966 to 6.3 percent in 1967. In 1968 the exespt amount was raised to $1,680
and the clustér moves up to the bracket just below the new amount. From 1968-727
the exespt amount stayed at $1,680 and the eamings distribution became more
concentrated at that amount. The percentages rise steadily from 6.5 to 9.5 percent
in the $1,601-1,700 bracket while the percentages in the bracket immediately above
stayed around 1.9 percent. Although the distribution became more concentrated -
at the exempt amount in 1968-72, as soon as it was raised in 1973 to $2,100 the
cluster moved up with it. This happens again in 1974 and 1975. (In 197$_with an
exempt anount of $2,540 the cluster gets spread over the $2,401-2500 and $2,501-2,600
brackets.)

The 1973 Exact Match file reports eamings only up to the maximm eamnings
taxable under social security. The percentages of workers in bracke_ts above $3,000
up to the maximm taxable eamings (MTE) are less than 1 percent in all but a few
brackets and average less than one-half percent. The percentages in the bracket
denoted MTE are the percentages of workers who eamn the maximum taxable earnings
or more. The total sarple population in each year is given at the bottom of the
table. The sanplé population in any bracket can be calculated from the percentage
and total. The overall picture from Table 1 is that workers either keep their




-umgs 1ow enough so as not to lose any benefit payments or eam the maximm
16 eatnings or above.

Fof the years in which the exempt amount changed Table 2 reports the per-
tago increases in the exempt amount and in total eamings of 65-71 year old_

Tkers who eamed the exespt amamt or less. As the table shows, total eamnings
these workers go up with the exespt amount. This is expected given the evidence
Table ) showing that workers tend to be concentrated in the bracket just below

¥ exespt amount. The 1974-75 recession was probably responsible for the small

Acrease in total earnings in 1975. In fact, given the severity of the recession,

is probably noteworthy that total eamings of rctired workers went up at all

then the exelpt amount went up (note the decrease in the population of 65-71 year

14 workers in 1975 in Table 1).
Benefit payments to workers who eam the exempt amount or less do not change

ihen the exempt amount is raised. As these workers increase their eamings to follow

new exeapt amount they still receive their full benefit as they did before. So

the soclal security system pays no more in benefits to these workers due to the
ncrease in the exampt anount, but collects more payroll tax revenue on their increased
rnings. ‘

] Total earnings of 65-71 year old workers earning the exespt amount or less

lere approximately $1 billion in 1969 in the sample used here, Given the increase
.nwages in the las;t decade total eamings of such a sample of workers today would

4 abeut $2 billion. If the exespt amount in 1981 were raised by 50 percent to
bpmxmtely $8,000 and total eamings in this samplé went up by the same percentage“.
hare would be a one billion dollar increase in these earnings. At a cambined employer
md esployee payroll tax rate of 13.3 percent in 1981 the social security system

yould collect an additional $133 million from workers eaming no more than the exespt

amount. These workers would continue receiving benefits as they did before. In

it,her words this is a $133 million increase in revenue fram workers whose benefit

sayments will not be affected by the change.
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_As mentioned before the presentation of empirical results, the
earnings distribution of 72 year olds provide additional evidence S
that the relatlodship between the retirement test and earnings of
retirement aged workers 1s a causal relationship and not a spurious _
correlation., Because wor'-ers age 72 and over are not covered by the
retiren;nt test there should not be any clustering of thé kind that -
was found above for 65-71 year old workers. Table 3 presents the
earnings distributions for 72 year olds and over in the same way as
was done for 65-71 year olds in Table 1. The $100 earnings bracket
Just below the exempt amount is underlined for each year, As can
be seen, there 1s no clustering of workers in these brackets. This
is significant on its own and also because there is considerable
overlap between the samples in Tables 1 and 2. For example, a
pe;;on age 67 1n 1966 is in the sample for Table 1 in 1966~;a‘and
in the sample for Table 3 in 1971-75. Consequently, the conclusions
about behavior that are drawn from Tables 1 and 3 come in part from
observing changes in behavior of the same people.

I believe the earnings distributions for retirement aged workers
have been examined carefuily to see whether the retirement test
affects earnings. It 1is clear that the retirement test makes workers
subject to it hold their earnings below the exempt amount in order to
receive full benefit payments. The predictions of the amount by
which payroll tax revenue would go up if the éxempt amount 1s raised

are approximations, but the fact that payroll tax revenue will be

.
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' raised as a result of behavioral responses to such a change 1is

obvious from the results.

The effects of the social security retirement test on earnings

of retirement aged workers 1s one important way in which social

security can affect individual behavior., The suggested reform is

consistent with a much broader program of reform, It 1s important

to put the issue and reform discussed here in the context of the

broad picture.
- fhe social security system has two objectives:

1) the reallocation of an individual's 1lifetime income

to later years in order to provide support for his

own retirement

2) the redistribution of ingome be@ween indlvidqpis
tn order to provide support that is adequate accord-
1ng Lo standards sel by noclely.

The present system represents an «ffort to meet both obJectives

through a single venefit formula and payroll tax structure.

Social security can affect behavior because the relaticnship

between payroll taxes and benefit payments in tenuous. If an

individualts benefit equalled the annunity that his payroll tax

contributions (plus accumulated interest) would provide, then

social security would not change the lifetime income of an individ-

ual. 'Social security would function 11ike an annuity and provide

retirement income in & way that achieves fndividual equity. In

other words, the reallocation objective can be met without there




being any change in lifetime income; a person can always expect

to receive in future benefits what he pays in payroll taxes (or
pays in foregone beénefits by Fetiring later). Also, social security
would always be in aotg}rial balance by detinition;

The other objective of social security—;soeial adequacy--causes
the program to depart from individual equity. As mentioned, this
_objeatIve stipulates that adequate retirement income be piovided
according to some standard. As a result, individuals with low
1ifctime incom: receive benefit payments_shose present value
exceeds the accumulated value of the payroll taxes they paid into
the_systel. '%ﬁiépeitra income comes from individuals with higher
1ifetime earnings for whom the present value of benefits falls
short of fhe agcunulated value of payroll taxes. Social security -
cannot achieve both an actuarially fair reallocation of lifetime
income for all individuals in order to support their retirement,
and a redistribution of income between individuals to make sure that
support is adequate. B

The soclal security system is under constant re—evaluatio; in
the public forum by decree of law and because of the financial daif-
ficulties confronting the system of which the general public is
increasingly awargl Becau;znihe fncome tax system is the proper
place for income redistribution, the income redistribution done
by social security, i.e, the cost of meetirng the objective af
social gdegqacyrghﬁuld‘be—financed from general revenues, A

singié program of income maintenance that combines 2'1 forms of

e
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income support currently spread over a wide variety of programs .

including social security can provide socially adequate support
based on lifetime earnings. An important implication of this is

that poverty would not be misrepresented as a problem of the aged.

The main task of social security would be to reallocate indi-
vtduals' 1ifetime incomes to provide retirement income in an actuar-

t1ally fair way. In other words, social security would meet the

reallocation objective and achieve individual equity. The program

would become a public pension system that functions like an annuity.

It would not alter the opportunities of any individual and, as a

result, not distort {ndividual behavior. In a sense, soclal security

would be subject to rules implied by the spirit of the ?ension reform

legislation of 1976.

It is important to emphasize that this recommendation in no
way suggests an arbitrary draw on general revenues to maintain the
currently operating system. Rather the recommendation requires
a careful accounting of how the current system WOrks and what
the costs of meeting the reallocation and adequacy objectives are.
Such aecounting 13 worthwhile on its own as a way of telling policy-
makers and the publie exactly what is going on. Such accounting 1s

a prerequisite for the task of deqiding how to structure the social

- security system that soclety faces.
The potential effects of social security on individual behavior

is a relevant issue in social security policy. At present, through

-y
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a complicated bencefit and tax atructure, soclal sccurlty trles to
meet conflicting obJectivea at once which confuses the issues and
-cauaes problems, There are many gains from meeting these objectives
aseparately. The rinaneial siatus of social security will be improv-
ed, Individuals will be able to make undistorted decisions about
their lifetime consumption, earnings, anq retirement. As the age”
distribution of the population shifts, the continued labor force
participation of older workers will be an important input to ag-
gregate supply. There should be no disincentives to théir»
participition in economic - activity.

-

S I
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Table 1 (continued)

Percentage of Workers

1966 1967 1968 - 1969 1970 9N 1972 1973 . 1974 1975
. (Percentages in brackets above $3.000 up to the MTE* in each year average less than 1/2 percent.) .
h [
ol
MTE W0 47 12 1.5 12.6 81 149 . 152 18,1 18.3 r
Population ) '
(thousands) 1,796 1,943 2,156 .2'273 2,640 2,273 2,260 2,388 2,288 2,115 -

*MTE denotes maximum earnings taxable under social security; these were $5,600 in 1966-67, $7,800 in 1968-71,
$9,000 1n 1972, $10,800 in 1 73; $13,200 1n 1974 and $14,100 in 1975, .
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Tadble 2

Percentage Increase

Year Exenpt Total Earnings of Workers
Amount Age 65-71 Earning the
Exempt Amount or less
1968 12% 39%
1973 25% 30%
1974 14 13%
1975 6% 13




Earnings Distributions of Workers Age 72 and Over in 1966-1975

Table 3

Percentage of Workers

Earnings
Brackets Yo67 1969 1970 197} 1972 1973
t= 100. 4ot 3a4 3.3 13.¢ 4.7 3.1 2.5
101- 2090. 2.S ~.5 1.9 7.9 2.5 2.4 3.2
Tal= 300. “ol 3a6 3ub 5.8 2.9 1.9 3.5
251~ 400. 3.3 2.1 le4 3.9 0.9 V.9 3.6
U= 500, 2.5 Sec 1.8 3.7 3.0 2.1 248
821- 600 2.9 4.0 5.7 3.6 2.4 1.1 1.6
1= T00. 2.9 L.® 39 Qa2 2.0 2o ded
ol 800, Set e 3. l.> 2.8 2o4 4.5 e 346
€21 900, e 2.t 2. P 2.k 1.4 2.0 b 2.4
261 1300. >l 1.8 3.8 2.6 2.7 27 Lot 2.3 246
1091 1100, la7 22 LY Gate P l.6 1.8 2.1 1.1
el 1200, IS fadi l.¢ 2.2 3l 3.3 “.0 305 Za
L5 1300, Yt 2 2w P Lot 2.5 fes 1.0 3.4
'l 1407, 1.5 1.% 1.8 2.¢ 2.8 4ol lay <N P
M3 1500. 2. 4.7 4.2 leg 1e¢ 3% 2.5 ot 2.8
Sl 1een, 2. 5.0 2.3 34 1.3 1.6 402 1.6 1.0
%1 1700, t.g lea 1.6 3.5 2.7 3¢5 . __ dal, 1.1 1.7
e 1809, 1.5 EP) Ton reyy RPRY .7 3% 348 le8
18¢t- 15¢0. 1.4 2.1 1.¢ PR Zal 2.2 1.9 2.3 a0
1381 = 2000. 2.C 1. 1.8 1.7 1.3 32 Leb 0.7 0.9
2Ce1=2180, 1.7 P 1.t 2e5 1.6 1.2 2. 3.2 el
Zict~22¢C. 3.5 1.t C.t les d.8 1.5 1.7 T.0 1.4
szor 2300, 1.9 1.1 C.t V.l L4 1.9 1.2 1.4 1.2
23612453, 1o¥ 2.4 Cot da® 2.1 tew Vet 0.3 2.¢
Yol ~2590. Jad P C.? 1.4 1.¢ 1.4 1.3 1.3 Tee
251 263C, 1.% e% C.8 L4 [Py a7 1.1 0.5 v.9
J=ci. 2708, leé [ C.t 1.2 val 0.9 0.% 0.t 2.2
ot~ 2800, 1.0 1a0 1.7 1.1 0.5 Ue? 0.6 1ed Y
TR0 2900, 3.3 ALY Gt Cat 2.9 V.4 Ce? 1.6 1.¢
2201- 3000, Jez .3 L] 0.8 LIS 1.3 Ceo 1.1 1.7
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Table 3 (continued) !

Percentage of Workers

1966 1967 1968 1969 1970 1971 . 197f 1973 1974 1975
(Peréentages in brackets above $3,000 up the the MTE* in each year averaged less thap 1/2 percent.)
MIE* 9.5 9.4 8.2 \9.3 6.7 10.2 ‘9.0 10.2 11.4 10.2
Population
(thousands) 605 656 79 762 1,338 829 908 953 932 869

*MTE denotes maximum earnings taxable under social security {see footnote to Table 1 for amounts in 1966-75).

911
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-Senator DoLg, I think the next witness is Mr. Driver, Commis-

sioner of Social Security. )

. Mr. Driver. Good afternoon, Mr. Chairman. It is nice to see you,

sir. -

I have with me this afternoon Mr. Lawrence Thompson, Asso-
ciate Commissioner for Policy from the Social Security Administra-
tion.

Senator NELSON. Mr. Driver, the committee is pleased to have
“you back again and your statement will be printed in full in the
-record. You may present it however you desire.

You may have some specific response you had on the question of
costs, which is at least one of the questions that concerns me—
there may be some others that have not occurred to me, or the
authors of the legislation that are important. :
_ I do not know. I am concerned about being sure that we do not
add to the benefits without being sure that we have also provided a

funding mechanism for the benefits that we have added.

STATEMENT OF WILLIAM DRIVER, COMMISSIONER, SOCIAL SE-
CURITY: ADMINISTRATION, ACCOMPANIED BY LAWRENCE
THOMPSON, ASSOCIATE COMMISSIONER FOR POLICY

Mr. Driver. In your opening remarks, you covered the earnings
test, and the general fact that there has been one in the social
security law from the beginning, and you generally indicated how
it worked. The panel that you have just heard has touched on
several features of the test and has indicated clearly that there are
some people who believe that the system should not have an earn- ~
ings test, that it should be_eliminated. :

One of the major factors to be considered in evaluating this
question is the old question of cost and the weighing of who should™
pay that cost. The cost of totally eliminating the earnings test for
all beneficiaries, those under 65 and those 65 and above, would be
$6 billion or $7 billion for the first year.

Senator NeLsoN. How much?

Mr. Driver. Between $6 billion and $7 billion for the first year.

Senator NeLsoN. I thought our figures were——

- Mr. Driver. We have a cost of $2.6 billion for eliminatiniethe
-test for those 65 and above, and then the difference would be to
include all of those below 65.

Senator NELSON. You mean from 62 on?

Mr: DRIvER. Yes, sir, as well as under age 62.

Senator NeLsoN. I have not read either of these bills in detail. -
They only propose above 65, is that right?

r. DRIVER. Yes, sir. :

Senator NELsoN. I get you.

Mr. Driver. I was addressing myself to the overall cost.

Senator NELSON. You say the figure above 65?

Mr. Driver. $2.6 billion.

~ Senator NeLsoN. Can you, or are you prepared, or do you wish to
submit something later? I think it is important that the s:fecific
points made by the economists relied upon by Senators Goldwater
and DeConcini and the rest saying that there are offsetting bene-
fits—do you have a response to that, or can you get economists to
agree on that, or do they disagree?
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Mr. Driver. Of course, there are offsetting benefits and you
eard about them today. People have been asking questions about

his and we have been answerin, hypothetical questions—if such
“hd such were the case how much would eliminating the test cost,

aiid that soft of thing. A 7
.-What we have to assume in the first place, for example, to decide
%@wfmuch it would cost, is how many people could return to work
they were willingto return to work. ‘ -
The T9-percent estimate that you heard this afternoon would be
.return of FICA taxes and income taxes and was based on the
‘assumption—]I stress the fact that this is just an assumption—that
0 ';;‘ercent of the people aged 65 through 69 now fully retired
ould want to and could return to full-time work. '
- Senator NELSON. As to that figure, do you mean that there are 10
percent who are not now working at all or does that include those

sho are working now?
© Mr. Driver. This assumes everybody working now will continue
“and 10 percent of people age 65 through 69 who are fully retired

-would and could return to work.
" Senator NeLsoN. I am still confused about that.
" " Mr. Driver. They are not working now._
Senator NELsON. They are not doing anything now?
*  Mr. DrivER. They are drawing social security.
" Senator.NeLsoN. This assumes that if there was no earnings test,

- that 10 percent of all retirees——
Mr. Driver. Of all those aged 65 through 69 who are not now

“working would return to work. .
~  Senator NELSON. This ina'ud%c;geople with a work history or not,
*.women, men? It includes everybody? -—-

© " Mr. DRIVER. Yes, sir, everyone who ever worked. .
.~ This estimates that 10 percent of the people in our population
todaﬁri who are 65 through 69 and who are fully retired and not
- working—— .

- Genator NELsON. Not even working part-time. . -
.- Mr. Driver. No, sir—would want to, and could, return to work:
And of course, I would have to say, in view of today’s economic
conditions, certainly this assumption would be highly questionable.
Senator DoLe. How many people are we talking about?

Mr. Driver. The U.S. population between 65 and 69 who are
fully retired is between 2 5 million and 3 million.

" Senator NELsON. 2.5 million?

Mr. Driver. R

ight.
Senator Dou:.lalould return to work? )
Mr. Driver. The estimate assumed that as many as 10 percent—

roughly 300,000 would want to and could. This assumes they would
-not displace somebody presently employed. This would be a total

-~ addon. ,
: Senator NELsoN. This is in addition to those people who are now
- working under the earnings test, right? -

Mr. Driver. That is correct. : :
Senator NeLsoN. How many people and what percentage of the

retirees is that?
now working under the retirement test?

Mr. Driver. Who are
‘We estimate 1.1 million people. 1.1 million people had annual
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earnings for 1979 above the limit, with some or all of their benefits
reduced as a result’of that. ) :

Senator NeLsoN. Those are people working and earning more
than permitted under law? - _ o

Mr. Driver. Earning something and then having.their benéfits
reduced by some, - ’ .

~h Se;laﬁor NEewson. They.are earning over the maximum permitted,
then? - . ; ‘ :
- Mr. Driver. Yes. 700,000 are having-some portion of their bene-
fits withheld. 400,000 are having all of their benefits withheld.
, Ser}ator'Nanon. 400,000 people are not getting any of the retire- -
ment - , )

Mr. Driver. And would be eligible except for the mone';. -

Senator NeLsoN. That is not in the original 10 percent

Mr. Driver. No, sir. The 1.1 million people are presently work-
ing. They have chosen to work. i

nator NELsoN. You think those assumptions are liberal or
conservative or what? )

Mr. Driver. I think they are totally unrealistic in today’s econo-
my. ,

But, as I say, we have made cost estimates——
- Senator NELsSoN. Based on those assumptions?

Mr. Driver. Yes, sir.

Could I ask Mr. Thompson to join in this conversation?

Senator NELSON. Sure.

Did you identify yourself?

Mr. THompsON. Yes, I did. He introduced me at the outset, Mr. -
Chairman, -
i " The numbers that are being bandied about were produced by the
Social Security Administratiomr at the request of the 1979 advisory
council who said, “Make some assumptions about how people would

respond if the earnings test were eliminated at age 65 and calcu-

late what the effect would be.”

And the researchers of social security said there is some basis
where we can say how people who are working will respond in
terms of working more. You heard a discussion here earlier about
the number of people whose earnings tend to be right around the
exempt amount, or just below it, so the assumption is that they
would work more and earn more. With some degree of reliability, '
estimates can be made about that group. And those estimates were
made. They calculated how many people there were, roughly what ~

- the effect would be, how much additional earnings there would be
and how much additional taxes there would be. The results were -
“that roughly 7 percent of the cost of eliminating the retirement
test for people age 65 through 69 would be recovered in increased
social security taxes from this group that is now working and tha
we think would work more. .

Additionally—— .

Senator NeLsoN. Wait a minute. Seven percent of the additional
cost of eliminating the limitation would be paid for by the people
who work? , :

Mr. TuompsoN. The additional work would produce additional -
social security taxes. . . o o
- Senator NeLsoN. How could it produce 7 percent?
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. THompsoN. The additional taxes would’reipreseal; 1 perce:iti
rom these people

re saying?

Mr. THOMPSON. Yes.’ , . -,
72°'In addition, they pay higher income taxes and the increaséd
Erevenue there would equal about 9 percent of the cost of eliminat-
“ing the retirement- test. Of course, that 9 percent goes to the
general fund, not to the social security trust funds. If you combine
fhe two numbers, -then the conclusion is that the best guess is,
looking only at those ﬁte:ple who are now working and would work
‘more as a result of eliminating the retirement test, that the total -
increase in taxes would amount to about 16 percent of the cost of
eliminating the retirement test.

- The bif ,%\!xestion then becomes, are there peoy,)le not now work-
ing at all who would go back to work or who, let’s say, would have
continued to work were there no retirement test? And if these
’f'eople did go back to work and did not displace another worker so
that there were more ple employed, what would that do to this
icalculation of the effect on revenues, both social security and
income tax revenues, of eliminating the retirement test? :
"It turns out that there is no way that anyone can make a
‘teasonable guess as to what fraction of peoFle now fully retired
would go back to work. So as an economist, I am here to tell you,
do not even expect the economists to answer that question, at least
in the next year or two. - _ .

- There is some scattered evidence that suggests that perhaps b
percent is a reasonable number. What was done by the social
“gecurity researchers was to say: .

- Let’s assume nobody who is now fully retired goes back to work. Then let's
assume that 5 percent who are fully retired go back to work and finally let’s assume

that 10 percent who are fully retired go back to work. We will give you three
d the reader of our report can decide for himself what he thinks is most

_choices, an:
reasonable. . ,
It is at this 10 percent number, that the repeal of the retirement .
test would have the most dramatic impact in this study. That is the
‘number at which the calculations suggest that perhaps 79 percent
of the cost of eliminating the retirement test, would be recouped
i social security and Federal income tax revenues
_about. 82 'percent of the cost of eliminating the retirement test
“ would be recoull)ed through higher social security taxes. The bal-
~ ance, roughly 4 _percent of the cost of eliminating the retirement
test, would be recouped through higher income tax revenues.
Senator NELsON. In the calculations of what- it would cost to
“remove the retirement test for everyone over 65 or older, was a
_static analysis used as suggested by one of the witnesses or did the

_in taxes? - . . .
. Mr. THOMPSON. That estimate, suf)plied by the Office of the
;- Actuary, is an estimate of additional benefit. payments and does

 not include any adjustment .for possible additional tax revenues.
- Senator NELSON. At least that is not to the degree of that figure,
$2.6 billion. '

" Mr. DrivER. Of the additional costs to the program.
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Senator NeLsoN. That does not factor in any additional funds
that the reemployment might bring back. - ,

Mr. Driver. No, sir. We made no estimate as to that and we feel
it};1 ist unrealistic, certainly in today’s economy, to put much stress in

at area.

Senator NELSON. Because of high'unemployment?

. Mr. DrivER. Because of high unemployment and these retited :
people would have to replace existing workers. To float that down
and come back with a realistic figure really is not very productive.
* Senator NELSON. So the record will be complete, do you have for
the record in your speech—if not, could you supply.it—the number
of 1&e‘ople who are working and covered by the earnings test?

r. DRivEr. We will make sure, :
Senator NErLsoN. How.many are above, earning more than per-
- mitted, therefore having to have an offset, so that our record at
least could have these statistics? - o
. Mr. DriveR. Yes, sir. I have a table here which I will insert in
the record. It is not in my statement, but I will give it to you,
Senator NeLsoN., All right. If you would submif that then-it .
would be printed at this point in the record. - S
(The material referred to follows:]

Old-Age, Suruiwn} gnd Disability Insurance—Persons aged 65 and over and eligible
i

l}g‘r i ASDI benefits on Jan. 1,-1980, and number a[fected by the retirement test in

B‘llimaleé

; (millions)

U.S. population aged 65 and over, Jan. 1, F9801............ooovvvoeoooooooooo oo 25.5

Persons aged 65 and over, eligible for OASDI benefits on Jan. 1, 1980............... 244
Not subject to the retirement test in 19795............o.......... : 13

Subject to the retirement test in 1979+.............. frreesiireseenns (181

With no earnings for 1979 . 9.3

With annual earnings for 1979¢ of $4,600 or less.... ; 2.6

With annual earnings for 1979¢ above $4,500, but with no benefits for 1979
withheld because of the retirement tests........... 2

With annual earnings for 19794 above $4,500 and with some or ail benefits for
1979¢ withheld because of the retirement test (900,000 workers; 200,000
dependents)..... CVomssantssnnrnssrtratassrsnsverersassranentssses esantss . 11

~ Some, but not all, benefits withheld because of the retirement test (600,000
_ workers; 100,000 dependents)...........crvueeeenereermreesesseessessssssssssmssossieommern, rroreerensens
All benefits withheld use of the retirement test (300,000 workers; 100,000

dependents).........c.nvceenrerniserinasins sttt atsaorthiens

* Incfudes Puerto Rico, Virgin Islands, American Samoa, and Guam. )

! Includes spouses aged 65 and over of workers aged 62-64. ]

? Generally persons attaining age 72 in' January 1979 or earlier are not sub t to, the
retirement test in 1979; persons under age 72 at the end of January -1979 are subject to the
retirement test durin: some or all months in 1979. An exception to this is a spouse age 72 or
over of a worker under age 72 at the end of January 1979—such spouses are subject to the
retirement test in 1979,

' Exc{gggsg earnings in or after the month of attainment of age 72, for workers attaining such
age in 3

* These are people attaining age 65 in 1979 who have no benefits withheld for months in or
after the month of attainment of age 65, because they have no earnin]?s, or have wages not
exee?ging $375 a month, or do not perform suhstantial services in sel -employment in such
mon : ' M

¢ As’used here, “benefits for 1979” means those benefits for all months in 1979 excluding
‘months prior to the month of attainment of age 65. - ,

Source: Office of the Actuary, Nov. 26. 1979.
Senator NeLSON. Go ahead.
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Mr. Driver.-I got ahi ad of myself in terms of my statement, but
q ‘could briefly go back and pick up at the point where I indicated
At you described the earnings test, and I then indicated the costs
;eliminating it for those below-66-and those above: .~ . .
‘Senator NeLsoN. Do any of these roposals you are putting forth,

sse to eliminate it for anyone' low 65, in any of these bills?
dr. Driver. No, sir. - : :
%;l:ose' who would benefit from eliminating the test are people
th substantial earnings in addition to their social security bene-
i#5-and not those who are dependent primarily on social security
id dther unearned income. .
The additional costs from the elimination of the test would have

i:be imposed on all contributors to the program. It is likely to be

Lt

‘Si(':ult, if not impossible, in our opinion for many young and
ddle-aged workers to understand why they must pay increased
#es to pay social ‘security benefits to the relatively few older
Jrkers who are still working and earning substantial amounts.
¥As a part of the Social Security Amendments of 1977, Congress
\ight to simplify the earnings test and make it a better measure of
8t earnings by replacing the monthly earnings test with a strictly

“nual test, except for 1.grace year.- .

Senator NELsON. You are addressing the issue?

:Mr. Driveg. Of the bill, H.R. 5295.

‘Senator NeLsoN. All right.

e are not dealing with the earnings test?

r. DRivER. Only in part.

nator NeLsoN. The narrow one that maybe involves somebody

had earned some income before they retired?

r. DrivER. Yes, sir, and they triggered the grace period.

iWhile eliminating the monthly earnings test was proposed by the
~dministration an enacted by the Congress to make the earnings
#8t simpler and a better measure of lost earnings, some;problems
ave become apparent. In an effort to deal with these problems,

the House of Representatives passed H.R. 5295 last December. That

ﬁ%ﬁv&xere 1 am now, and I would like to talk about those particular
oblems. , :

n implementing the 1977 amendments, the Administration in-

rpreted congressional intent to be that a beneficiary who had
jged the monthly earnings test before 1978 could not use the
aonthly test again in 1978 or later. The legislative history of the

1977_amendments, including the cost estimates and other informa-

tion provided by the Administration and adopted in the committee

‘rgg‘orts, implies this intent. e 3

““’he 1977 amendments were signed into law on December 20,
1971, only a few days before the new earnings test provision

‘became effective on January 1, 1978. This did not allow sufficient
ime for the Administration to review the new law, resolve all

questions regarding its implementation, and prepare and issue re-

‘Vised operating-instructions. '

-« Since SSA field offices did not receive the new implementation

“srocedures until May 1978, some people who were paid benefits in

‘early 1978 based on prior law were overpaid. We estimate that

_ahout 50,000 beneficiaries may have been overpaid in 1978 because
yhey used their grace year before 1978. These beneficiaries under-
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standably felt that 1978 should have been;considered their grace:

year. - R - . ¥

The Administration has already taken administrative steps to
- - 'minimize hardships caused by the delay in implementing the 1977 °

- amendiments. S L . ‘

- We recoveréd only that part of 1978 overpayments caused by the

delay which could be collected from benefits for June through

December of 1978: o a : :

We have, upon request, prorated or deferred to a later period the
recovery of overpaymentsicaused by the delay. :
We: have permitted gzople to withdraw their original benefit

a?plications, refund all benefits dp‘au'd up to that point, and refile as

of 1978 or later if it was more advantageous for them to establish a

new grace year.

~ H.R. 5295 would give.all beneficiaries a grace year after 1977 in

order to help Q?eo;}ﬁ who lost benefits because they had a grace

yiear before 1978. The Administration strongly opposes this provi-

sion. , ‘
g -Making such a change so long after the fact cannot undo the
confusion that occurred in the past. We believe that the adminis—
: . trative steps already taken have softened the adverse effects of the
1977 amendments on people who used their grace year before1978.
In addition, this provision of H.R. 5295 would Tesult in a cost to the
social security program of $58 million in fiscal year 1981. '

Senator NeLsoN. This whole provision? -

Mr. Driver. This one provision to give everybody another grace
year.

Senator NELsoN. All right. _ ’

How about those who are not given an extra grace year but
retire next year? ] ‘ :

That is not the extra grace year question, is it?

Mr. Driver. Who have not used the grace year?

Senator NELSON. Yes.

Mr. DriveR. That is not involved in this. :
In other words, they were not disadvantaged. The only ple
-~ who would get the additional grace year would be those who are-
:  disadvantaged because they had used their grace year prior to the
- passage of the 1977 amendments and before the amendments were
© putintoeffect. -~ - :
e Senator NELsoN. All right. -
afer' Driver. I am just speaking of those who were adversely

_lSleinator NeLsoN. The total cost of that is estimated to be $58
million, — :

Mr. DRriveR. Yes, sir. -

Senator NELSON. I thought that the actuaries had a very much
higher figure originally, a couple of hundred million? :

r. DRIVER. Yes, they certainly did. : S

Senator NeLsoN. What changed it? ‘

Mr. Driver. This figure, this estimate that I am giving you
today, is based on the actual experience in implementing the law -
and a better assessment of the numbers that are involved and who -
were adversely affected, who would take advantage of an additional -
grace period. : : , : : S
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{ions that did-not mature.

e original estimate was in advance of the fact, based on expec- '

enator NELSON. I see. That cut it from $300 mxllxon, was i
_Ir. Driver. It cut it down to -about 26 percent of the ongmal.‘

timate of about $300 million, yes, sir.
Sénator DoLe. Are the people who are dwadvantaged by the
‘Ovisions téachers?

%gjr Driver. Those in partlcular were m this category because of

hature of their work year in a 12-month period; many teachers
=~ used their grace period prior to this particular change in the

m’-y found that for some period of that year they would not be
ititled to benefits.

Sénator DoLe. Those who might have been sick or unemployed?-

.osi*- DRIVER, For whatever reason. They found it was convenient

_"iise a month or two of social security benefits in a prior year and

"> could not do it again when they really came up to a perma-
4% retirement date.

-Ano0se are the ones who were adversely affected.

nator DoLE. You oppose that?

Vlr Driver. We oppose it based on the high cost, $58 million to
. f éocxal security funds, today, and the fact that so much time has
-3 that we think that introducing this now, even though it
rc)uld ‘advantage a number of people, would be addltxonally confus-
.= ag well as additionally.costly. ™
Senabor Newson. All right. - -
Senator DoLe. Would it be confusing if somebody benefited?

r, DrRiver. Not necessanli'l the fact that they benefit, but in
fescnbmg the fact, brmgmg the message to that select group that
gs adversely affected and whose accounts have been adjusted.
waived some of the overpayment money that could not be
: mbed There have been a whole string of things that have taken

éd or redone in some other fashion and we think that that whole
dmlmstratxve effort would be terribly confusing.
Although I admit clearly that it would benefit a number of these
~ople, in terms of moneys received from the fund. .
‘And that is the reason for the $568 million cost estimate. Yes, sir.
In addition to this area, there are two technical problems that
“ye arisen from eliminating the monthly earnings test. The policy
“;having only an annual earnings test except for one grace year
"'unduly harsh results for some nonretiree beneficiaries, such as
-ildren, students, mothers, and fathers.
_pne grace year .allows ‘feople who are retiring to come on the
’g);gfi,t rolls in the middle of a year with earnings above the
-1 exempt amount and still receive benefits for months in
‘uont they do not work.
'Iowever, there is no comparable &n'ovnslon for people who are
ted to leave the benefit rolls and go to work. For such people,
naﬁts paid earlier in the year can become overpayments and
e to be repaid from current earnings.
=:would make more sense to allow people who go off the rolls

+7in"1977. Then when it came along to their real retirement date,

“in mdmduél cases that now would have to be either unrav-.

‘ 'ing the year to keep benefits paid up to that point, regardless of
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: hqu-'}iiih their .earnings are after their bénefits end.. Such ‘an ™
ap'}‘)‘z‘oac would also avoid discouraging people from working.
ake for example a college student wh
ymonth for January through May. of 1979 for a total of $875. The -
* student graduated In Maiy of 1979 and got a job from June.to .
- De¢ember with earnings of $5,600. - o
.~ The $5,600 earned in 1979 is $2,020 more than the $8,480 exempt -
- amount for people under age 65. If the student already used the
_;-g:a'c‘e' ‘year before 1979, alla§875 of benefits for 1979 would have to.
- b Iﬁid back, even though the student was not on the rolls while
““working.- . )
Senator DoLe. That does not-cost very much, does it?.
Mr. DriveR. That has a low cost estimate, - - -
= Mr. THOMPSON. Senator, the estimate takes into account that the
proyision would be retroactive to 1977. Therefore, in the first year
there is some settling up, mostly in the nature of forgiving over-
’Fﬁients that we have not recouped yet. ,
- .The ongoing figure is in the neighborhood of $35 million a year.
The first year number is $70 million. , . '
- Mr. Driver. The second problem arising from the elimination of
the monthly earnings test stems from the requirement that people
.. must be entitled to social security benefits in order to be covered
- by medicare hospital insurance benefits. Thus, people who need
hospital insurance protection must file for social security benefits
.“even if they do not want to retire. ] o s
. The problem is that after they file for social security-benefits, an
--isolated_month_of low_or no earnings triggers the grace year for
- thesé-people and the monthly earnings test is not available to them
in the year they actually retire. Often when this happens, few, if
_?.n){,beneﬁts can be received in the year the person actually re-
ires. - ) , ) .
.~ At present, people can regain the use of the grace year by
- withdrawing their benefit applications and repaying both the social
security benefits and any medicare benefits received up to that
‘point. However, in some cases this is not practical since medicare
.~ payments can amount to thousands of dollars. . .
’ H.R. 5295 would solve these problems by restoring the monthly
~. earnings test in the year entitlement ends for people receiving

who received benefits of $176

child’s—including students—mother’s or father’s benefits—retroac-

tive to 1978—and providing for separate applications for social
“'security and medicare benefits. It would also permit people who
have already used their grace year, but who want the grace year in
-a later year, to withdraw their application for social security bene- °
" fits without affecting medicare benefits. -
- The Administation favors the enactment of these proposals in
H.R. 5295. We should note that the; are similar in intent to législa:
tion' submitted to the Congress on February 20 of this year as'part

in view of current budgetary constraints, we recommend that the
effective date of the provisions be delayed until October 1981, :

- Senator: DoLe. That lowers the cost? - - 4
Mr. ThaompsoN. The provision for separate applications saves
money the ‘first year and then runs into money in subsequent
years. . : ‘ ‘ :

’ -

" of our proposed “Social Security Amendments of 1980.” However, : -
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'gi Driver, One final problem arising from the elimination of

*monthly earnings test involves: retired self-employed people
hose social sécurity benefits-are reduced because they receive

iénts for work they did beéfore retirement. . - T
Before the 1977 amendments, retired sélf-emp o‘{,ed people could
ceive full benefits for months in which they did little or no work,
en if they received substantial payments from work dote in prior
»§:s. This was because the monthly earnings test indluded a sub-

‘htial services tést which permitted full benefits to be paid for
% month in which a self-employed person did not work more
“* @ certain number of hours. R S A

‘Tinder the current annual test there is no substantial services
*Sption, Some retired people therefore get fewer social security
?&gﬁts than they did Té‘teviously bécause they are getting deferred
\yments based on work they did before retirement. x :

his problem is compounded because the law treats employees
.. the self-emplc;yed differently with respect to when deferred
jéome is counted for the earnings test. Et:(i)lo ee wages are count-
T when earned, regardless of when received. However, self-employ-
jj‘;;oa‘nt income is counted when received, even if the work was done
A a prior year. . , o
_=Therefore, a retired self-employed life insurance agent, for exam-
jle, may receive no social security benefits because of renewal
*ommissions from policies sold before retirement. In the same situ-
ation, a retired agent who was an employee gets full benefits.
“The people affected by this problem are ‘mainly retired self-
Smployed life insurance agents and retired farmers. Some other

E@_f@mployedr businessmen, including retired partners, are also af-

"“H.R. 6295 would address_this issue by allowing beneficiaries to
% count under the earnings test an self-employment income
‘hey get after coming on the benefit rolls based on work they did
‘efore they came on the rolls. The Administration is strongly op-
0sed to this provision of H.R. 5295. - , i

"*We recognize that the elimination of the monthly earnings test

'nas adversely affected some retired self-employed-people who are
eiving income based on work they did before retirement. Also,
@ think the treatment of self-employed people should be as con-

s

tent astesposst ible with the treatment of employees under the
sarnings test. :
‘However, we believe that the cost and potential benefits of this
frovision must be considered in relation to the costs and benefits of
%’Qre significant changes in the program. The provision would help
he relatively few beneficiaries who have substantial earnings from
‘ork done before retirement but would add $36 million to social
urity program costs in fiscal year 1981. '
n summary, the Administration recognizes that some problems
%{ve resulted from the elimination of the monthly earnings test
nd favors certain measures to solve those problems. Speci ically,

*> favor those provisions of H.R. 65285 which would restore the
sonthly carnings test in the year entitlement ends for certain
“neficiaries and which would provide for separate applications for
cial security and medicare benefits—provided that the effective
tes of the provisions are delayed until October 1981.
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_These provisions preserve the equity and rationality of ‘the earn- -
ings test. We are, however, strongly opposed to those provisions
‘which wotld allow the self-employed to exclude certain deferred-
income from the earnings test-and which would give all beneficia-
ries a grace year after 1977, N . . L
These proposals are-especially undesirable in view of current -
budgetary’ constraints and the gignificant additional costs that
would be im on the social .

urity trust funds. -

That concludes my statement. I would be glad to answer any
questions. = - . o ) (

Senator DoLe. Is that the only reason, the costs? They have
merit, but the costs? . o

Mr. Driver: Yes, that is right, sir. K

Senator DoLe. Without the cost, you would support them?

Mr: Driver. I regret to say that, but that is true. :

_Senator NELsoN. The total cost in the bill by your estimate is
- what? Identify it for each provision. - - - o .
. Mr. Driver. For 1981, the total cost is $90 million. $58 million is
the cost for the additional grace year and $36 million is for exclud- .
ing all self-employed deferred income. As to the cost of the other
two provisions, if you place the effective date as we have recom-
mentfed, there would be no cost in the first year.

Senator DoLE. You do not support all of those?

Mr. Driver. We'support the last two, the latter two I referred to,
the one that-would separate Medicare from the social security
application. We support that, and we support the one that would
not count the moneys received which cause an overpayment for
students, who for example, draw benefits through the middle ‘of the
year and then go to work in the latter part of the year. In those
cases, the earnings in the latter part of the year retroactively cause
* an overpayment. 4

Senator DoLe. Those things do not cost anything. -

Mr. Driver, We recommend that there be no cost the first year,
that they not be effective until October 1981. A

Senator DoLk. In other words, you recommend we adopt those
that do not cost anything? ) ,

Mr. Driver. Yes, sir. Those that do not cost anything this coming
year., .

Senator NELsON. Thank you very much, Mr. Commissioner. We -
appreciate your taking the time to come bodag -

[The prepared statement of Commissioner Driver follows:]

STATEMENT BY WiLLIAM J. DRIVER, COMMISSIONER OF SOCIAL SECURITY

Mr. Chairman and membe:s of the subcommittee, it is a great 'fleasure to be
invited to testify before this Subcommittee. 1 would like to thank you for this
opportunity to discuss one of the most misunderstood features of the social security
program—the social security earnings test. .

PHILOSOPHY AND HISTORY

Social security is a social insurance system under which workers and their de-
pendents are insured against the risk of earnings loss as a result of death, disability,
or retirement. The benefits paid partially replace the lost earnings and help prevent
widespread economic dependence.and insécurity. )

-The earnings test is one way of measuring whether the insured risk, a loss of
earnings, has occurred. If a beneficiary’s earnings do not exceéd a certain amount
(calleigstshe annual exempt ‘amount), social security benefits are paid. to replace lost -
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ingreased social sécurity dnd Federal income tax receipts from older people who
continued or retutned towork, . . . e
" 'Those who would benefit: from elimination of the earnings test are people with
substantial earnings in addition to their social security benefits, not those who are
, dependent primarily on social security and other unearned income. In 1975 for
"' - example, among people age 65-71 affected by the earnings test, almost 40 percent
- had earnings-of $10,000 or more (about $15,000 in 1980 dollars). The additional costs
- from the elimination of the earnings test would, however, have to be imposed on all
. contributors to the program. It is likely to be difficult, if not impossible, for many
“ young and middle-age workers to understand why they must pa{l increased taxes to
pay social security benefits to the relatively few older workers who are still working
~~ and earning substantial amounts, Imposing this additional cost at a time when even
the present social security tax levels are being challénged by some segments of the
public, would seem to be particularly ill-advised.

EL!MINATIO& OF THE MONTHLY EARNINGS TEST

As part of the Social Security Amendments of 1977, Congress sought to simplify
the earnings test and make it a better measure of lost earnings by replacing the
: mont‘l}ly earnings test with a strictly annual earnings test, except for one “grace

Before 1978, beneficiaries could receive full benefits for any months they did not
work, even if their annual earnings exceeded the annual exempt amount. This
- resulted in different treatment of beneficiaries who had similar amounts of annual
earnings, but different work patterns. ‘ i

For example, before 1978, a person earning $20,000 a year by working regularly
throughout the Kear had all social security benefits withheld. But a person earning
$20,000 by working for 8 months, received benefits for 4 months. People who
customarily worked less than 12 months a year were able to collect benefits for
“months they did not work even though they had not changed their work patterns

and they had substantial annual earnings. )

PROBLEMS RESULTING FROM ELIMINATION OF THE MONTHLY TEST

- While eliminating the monthly earnings test was proposed by the Administration
“and enacted by the Congress in order to make the earnings test simpler and a better
.- measure of lost eaminga, some problems have become apparent. In an effort to deal

i with these problems, the House of Representatives H.R. 5295 last December.

I would like to share with you today the Administration’s views on the issues

addressed by this bill.

IMPLEMENTATION

., In implementing the 1977 amendments, the Administration interpreted Congres-
“sional intent to be that a beneficiary who has used the monthly earnings test before
;11978 could not use the monthly test again in 1978 or later. The le*gislauv,e history of
“ the 1977 amendments, including the cost estimates and other in ormation provided
by the Administration and adopted in the committee re&rrts, Im‘&}; this intent.

The 1977 amendments were signed into law on Decem 20, 19717, only a few
- days before the new earnings test })rovision became effective on January 1, 1978.

_This did not allow sufficient time for the Administration to review the new law,
resolve all questions regarding its imJ)Iementation, and prepare and issue revised
.. operating instructions. Since SSA field offices did not receive the new implementa-

.tion_procedures until May 1978, some people who were paid benefits in early 1978

baseJ“ori‘pﬁor-law were overpaid. We estimate that about 50,000 beneficiariés may
have been overpaid in 1978 because 'th‘g;‘used their-grace year before 1978, These
+ beneficlaries understandably felt that 19

year. A .
The Administration has already taken administrative steps to minimize hardships
caused by the delay in implementing the 1977 amendments:

We recovered only that part of 1978 overpayments caused by the delay which

could be collected from benefits for June through December of 1978.

We have, upon muest, prorated or deferreé to a later period the recovery of
overpayments caused by the delay. . )

We have permitted ple to withdraw their original benefit applications,
refund all benefits paid up to that point, and refile as of 1978 or later if it was
more advantageous for them to establish a new grace year. L
.- H.R. 5295 would give all beneficiaries a grace year after 1977 in order. to help
_people who lost benefits because they had a grace year before 1978. The Administra-
‘tion strongly opposes this provision. Making such a change so long after the fact

%

8 should have been considered their grace _

e TR



_ - steps already taken have softened the adverse effects of the 1977 amend-

iats on people who used their grace year before 1978. In addition, thggg)rovision of
«R. 5295 would résult-ip a cost to the social security program of million in
"l year 1981. R - NS ,

= EARNINGS AFTER BENEFITS END/MEDICARE }

Thére are two technical problems that have arisen from the elimination of, the

anthly earnings test. B .
The policy of having only an annual eaming test except for 1 grace year has
luly harsh results for some non-retiree beneficiaries, such as children, students,

thers and fathers. The grace year allows people who are retiring to come on’ the

“#pfit rolls in the middle of a year with earnlnﬁs' above the annual exempt amount
still receive benefits for months in which they do not work. However; there is

-eomparable provision for péople who are ex to leave thé benefit rolls and

‘to work. For such people, bénefits paid earlier in the year can become overpay-

“-"and have to be repaid from current earnings. It would make more sénse {
>"" people who go off the rolls during the year t keep benefits paid up to that
A1, regardless of how high theif earnings are after their-benefits end. Such an
“dach would also avold discouraging people from é<vi’{m-ki‘ng. )
Take for example, a'college student who received benefits of $175 ‘a ‘month for
d f"t a job from June to December with earnings o The $5,600
arned in 979 is $2,020 more than the $3,480 exempt amount for people under %:
_*If the student already used the grace year before 1979, all $816 of benefits for
79 would have to be paid back, even though the student was not on the benefit
olls while working. EN e L
£, The second problem arisir‘x&afrgm.the elimination of the monthly -earnings test
fni fro_n;{};e requirerient that peo‘ﬂle must be entitled to social security benefita
11 ordér to be covered by Medicare. ospital insurance benefits. Thus, people who
éed hospital insurance protection must file for social security benefits even if they
& not want to retire. The problem is that after they file for social security benefits
4y isolated month of low or,né earnings triggers the grace year for thege people and
he monthly earnings test is not available to them in the year they actually retire.
Qften when. this happens, few, if any, benefits can be received in the year the
%rson actually retires. - 2 : i

¢ hresnt, ‘people can regain_ the use of the grace year by withdrawing their-

LAt
onefit gpplications and repaying both the social securjty benefits and any Medicare
bénefi ?chii'ed up to thargéiil:lt. Howevef, in some cases this is not practical since
Medicare payments can amount to thousarids of dollars. .~ * - . "

: H.R. 62395 would solve these problems by reatoring the monthly earnings test in
he year entitlement ends for people receiving. child’s (including students), mother’s,

r social security and Medicare benefits. It would also permit people who have
ady used their Erace year, but who ‘want the tgrace year in a later ﬁ'ear, to
draw their application for social ggcuﬁty benefits without affecting edicare

nefits. S -
P%‘I“heAdminigtratign favors the enactment of these proposals in H.R. 5295. We
should note that they are similar in intent to legislation submitted to the Congress
on February 20 of this year as part of our proposed “Soclal Security Amendments of
'1980.”" However, in view of current budgetary constraints, we recommend that the
effective dates of the provisions be delayed until October 1981. ‘

o
-

SELF-E_MPIDYED

¥ One final problem arising from the elimination of the monthly earnings test
“Irivolves retired self-employed people whose social security benefits are reduced
because they receive payments for work they did before retirement. .~ . -
“Before the 1977 amendments, retired self-employed: people could receive full bene-
ts for months in which the did little or no work, even if they received substantial
ents from work done in prior years. This was because the monthly earnings

.any ‘month in which a self-employed person did not work more than a certain
Hu

umber of hours. Under the current annual test there is no current-services éxcep--
_tion. Some retired self-employed gﬁople therefore. get fewer social securitx’heneﬁts :

‘than they ‘did previously because they are getting eferred payments

na on work
}ky did before retirement. v L "

ihot undo th;A cohfubibfx that océurred in the past. We believe that the adminis-

#uary through May of 1979 for a total of $876. The student g'raduatéd in May of . -
(3 s ' $5,500.

“father’s benefits (retroactive to 1978) and by providing for separate applications

{gs{r?ncluded a substantial services test which permitted full benefits to'be paid for :
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" ~'Thié problem is compounded becguse the law treats employees - and .the - self- ‘
-* employed different wi?ixrespect to when deferred incdmg g counted for the
earnings test. Em _o}yee wages are counted when earned, regardless of when re-
cefved. However; self-employment: income (s counted when received, even if the -
work was done Ina prior year. Therefore, a retired self-employed life. insirance
..-agent, for example, may receive no soci security benefits becausé of renewal
*;. commisgion from policies sold before retirement. In the same situation, a retired
""agent who was an employée hgeta,full benefits, . L
The ple'aﬁ‘ectpf by. this problem are maixi!(y retired self-employed life insur- - -
ance agents and %mers. Some other self-employed businesemen, including -
re .

T8, are ., - o C .
- HLR. 5295 would address this issue by allowing beneficiaries tg not count under.
the éarnings test any self-emplo?ne;nt income they ﬁet after oomingmn the benefit
rolls based on work they did before they came on the rolls. The Administration is
- strongly opposed to this provision of H.R; 5295. = ", o
. _We recognize that the elimination of the-monthly earnings test has adverse,
. affected some retired self-employed people who are receiving ino(ime based on work
" they.did before retirement. Also, we think the treatment ‘of self-employed people -

be as_consistent as. ible with the .tréatment of empl ¢eg -under :the -
; test. However, we helieve that the cost and ; potent néfits of this
provision must be considered in relation to thy coats and benefith of rars significant
ch -the program.’ The provision would helf the relatively few beneficiaries
* . who have substantial earnings from work done before retiremerit but would add $36
“million to social security’ rogram costs in figcal year 1981, -, . ..
. ) n ] {zes that some problems have resulted
from the elinination of the monthly earnings test and favors dertain.measures.to -
~ solve those problems. Sﬁeciﬁcally, we. favor those provisions of HR. 5205 which
- would restore the mont y earnings test in the year entitlement ends for certsin -
beneficiaries and which would provide for sgparate ap&leicationa for gocial security -
Medicare benefits-~provided that the effective dates of ‘theaproviaiona are de-
until October 1981, Thesé provisions preserye the equity and rationality of the
nings test. We la.re, however, strongly opposee to thos¢ provisions which would
allow Ee self-employed to exclude certain defefred income from the earnings test
and which would give all beneficiaries a‘grace year after 1977. These ‘proposals are
ezpecially undesirable in view of cu 14 udzet?ax?r constraints and the significant
, - additional that would be imposed on the soc security trust funds, - oo
That concludes my statement. would be glad to answer any questions.

- Senator DoLe, Next we have a’ panel consisting of Mr. Rice -

Brown, chairman of the Committee on Federal Law and Legisla-

tion, . National . Association of Life Underwriters; Denis Mullane,

president, Connecticut Mutual Life Insurance Co.; Roger Joslin,

vice president and treasurer, State Farm Mutual Automobile Insur-

- - ance Co,; Stanley-Hack_ett on behalf of Colonial Life and Accident .
“Insurance Co.; and Howard Woodside, vice president, governmental -

- affairs, Sentry Insurance Co., Stevens Point, Wis.

.-+ -_We also have Senator Thurmond here.

" .. -Senator THURMOND, Mr. Chairman, T ask that my statement be

* placed in the record as if read in full. ‘ o

P Se;:iato‘r NeLsoN. It will be printed at an appropriate place in the

" [The statement of Hon. Strom Thurmond follows:)

_STATEMENT BY SENATOR STROM THURMOND

. Mr. Chairman, I wish to thank you and the other members of the Social Securit
Subcommittee for permitting me this opportunity to testify in support of my bill, g
2088,'and to'make a few remarks ardl.ngegther legislation under considera-
. tion ﬁy‘the‘ Subcommittee relating to th:?ocial_ ecurity earnings limitation..- -
- ’l‘he‘distinguxshedkanking Member of the Finance Committee Senator Dole, and
#1 introduced 5. 2083 on December 5, 1979, to remedy & problem that har nrpo with
. the 1977 Amendments to the Security Act in regard to the application of the
. “earnings test” to recipients of social security retirement beneﬁts.“f‘his legislation
“ would provide relief to certaln retired, formerly self-employed persons who are
h their social security retirement benefits reduced because of thd receipt of

d payments for services rendered prior to retirement. R

and
- fay,
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*Secondly, I have serious doubts whether the rationale which ‘underlies the earn-

provide job opportunities for you proposition is based on the
erroneous -belief that there are a fixed number of Jobs in the work force. This
reasoning may have been persuasive during the Great Depression when the earn-
ings limitation was written into law, but economists today dispute this claim and
- argue'that measures such as the Social Security earnings limitation neither benefit
the economy nor significantly affect the rate of unemployment. L
~ Thirdly, the undesirable effect of the retirement test is that many skilled and
. productive workers are “forced” out of the labor force. Workers reaching the retire-
ment age are put to the difficult choice of deciding whether to contin..e working and
forego their Social Security benéfits or retire and receive their benefits. Not only
does the economy siiffer because of the loss of productive workers, but the workers
themselves must suffer through the very dehumanizing experience of being required
to sit idly at home in order to receive the full amount of Social Security benefits to
~ which they are entitled.
Fourth, the retirement test ?erates as a hardship to those persons who must
“work to supglgment thelr inadequate social security benefits. This situation is
underscored fSr the fact that the maximum amount payable to a worker who retired

- in January of 1977 at age 65 is approximately $100 a week, that the minimum is
. gn“!y $37 ; week, and the average retirement benefit at the present time is about
a week. ~ ) :
Fifth, the éarnings limitation is applied only to income from actual labor and not
to interest, dividend or other unearned income..Mr. Chairman, I believe that it is
unfair. to apply the earnings limitation in such a discriminatory manner and there-
_ by penalize only those persons whose income is derived from their labor,
" Finally, I am not convinced that the repeal of the retirement test will cost the

Social Security program additional amounts of money. Those retired workers rejoin-
ing the work force will pay additional Social Security tax, but the Social Security
system will not be paying out to them any more'moneg than it presently does.
- Mr. Chairman, while I obviously favor doing away with the earnings limitation
entirely, I urge immediate attention to the critical problem involving the treatment
of deferred income received by formerly self-employed persons.

Thank you :gain for the oEportunity to present m{c:iews and recommendations
on these several important bills pending before the Subcommittee. T

Senator THURMOND. At this time, I would like to present this
more say in that.

tion, National Association of Life Underwriters and he is repre-
senting all 145,000 life insurance underwriters.

~ Mr. Denis Mullane, president,- Connecticut . Mutual Life Insur-
ance Co., representing the American Council of Life Insurance,
which is composed of 503 life insurance companies. - - '

Mr. Roger Joslin of Illinois, vice president and treasurer, State
Farm Mutual Automobile Insurance Co. " ’ :
~ Mr. Stanley Hackett, Atlanta, Ga., -on behalf of Colonial Life &
Accident Insurance Co., Columbia, S.C. : .

Mr. Howard Woodside, Stevens Point, Wis,, a vice president rep-
resenting Sentry Insurance Co. : s

k you very much. L

Senator NeLsoN. Thank you, Senator Thurmond. .

- We have three panelists. It is my understanding that you could
present your viewpoint in 15 minutes. ;

Senator DoLE. Mr, Chairman, before Mr. Brown starts, I have a
statement concerning the entire bill that 1 would like to have
follow your statement at the beginning of these hearings. '
__Senator NELSON. It will be printed in the record. . . .

panel. Mr. Rice Brown of Topeka, Kans, Senator Dole may haYe :
He is the chairman of the committeé on Federal law and legisla- -

ing ceiling is valid today. I am not in agreement with the proposition that discour- -
ﬁ:f older workers from working past an arbitraa;etirement age will necessarily -
nger workers. Thi

FIe
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$enator DoLE. And I have a statement introducing Mr. Brown to
-~ committee. He is someone I have known: for a long time.in
‘sgas, He i8 very successful in his business. 1 .
1 agk that that statement be made a part of the record. I think
“stor Thurmond touched on the highlights, and we are happy to
VAgéxyoubergfboda‘y. : :
The material re erred to follows:]
:_1; o . lri:raopu&rox? ‘ReMaRrks on RICE. BROWN _'
‘Mr.,Ghairman, before the panel begins, let me say a special word of welcome to
§ Brown, president of Rice Brown, Ing rporated, a personal and business finan-,
‘1?&'apning;organimﬁon in. Topeka, Kansas. 1 have known Mr. Brown for a
‘nber of years and am most happy he is appearing before the committee on behalf
the pational sssociation of life underwriters. ‘ . .
Mr. Brown.is a chartered life underwriter %nd is in the process of completing his
f&i,n_ﬁnandal counseling. He entered the life insurance business in 1968 and
ivéd many honors mllf‘ the‘last 17 years.’ Among, them, he is a life and
ilifying member of the milljon dollar round table and a member of the national
¢rve life millionaires divislon and president’s club. He was reconized !ast year for
ring;sold twelve million dollars worth of insurance. - .
-n ‘addition to his successful ‘¢areer in the insu{anoe industrz', tie has found time
“ Involved in local, state and federal, civic, po itical and business activities. He
Jently serving his second term as trustee of the national association of life
derwriters and he is the chairman of the federal law and legislation committee.
ice, welcome _to l;he Senate finance committee. We 1

108, we forward to  your
:Mr. BrowN. ] appreciate that. - .
“Senator NELsoN. I am hapgz to have you all here, including Mr.
'oodside, vice president of Sentry Insurance, Stevens Point, Wis.

'WTEMENT OF RICE E. BROWN, CLU, CHAIRMAN, COMMITTEE
N FEDERAL LAW AND LEGISLATION, NATIONAL ASSOCI-
TION OF LIFE UNDERWRITERS e

Mr. BRown. Thank you, Mr. Chairman. :
Mr. Chairman and members of the committee, I am Rice Brown
‘om Topeka, Kans. I am a life insurance agent there, but today I
m testifying for the National Association of Life Underwriters as
trustee and-also as the chairman of its Federal law and legisla-
fon committee. . ‘
“We want to discuss the repeal of the monthly measure of the
“:ngial security earnings test and the impact it has on self-employed
““e underwriters. We are recomruending some legislation to restore
~mé equity in that area. ‘ o L ,
#1 have a formal statement, Mr. Chairman, that I wish to submit
ot the record, but I wish to summarize my remarks here.

‘] am going to concentrate on the retirement.test and how it
¢lates to life underwriters. But the National Association of Life
Inderwriters would like to associate jtself with the American
souncil of Life Insurance and the representatives of the property,
ind casualty industry because we endorse the concept that all self-
‘mployed agents—life, health, propertK, and casualty and general .
gents—have similar problems and t erefore seek some kind of
sgislative relief. . s

The National Association of Life Underwriters is a Washington-
iased trade organization. It is made up of a federation of 1,000
ftate and local associations throughout the 50 States. Behind those
«ate organizations is 145,000 life insurance and health insurance

o
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agents, general agents and managers, the real people working in
the world, trying to help people with their insurance problems,

We call these individuals life underwriters.-Many of them in one
way or the other, has been affected by this particular change in the
social security retirement test. C .

A life insurance agent who actually works as an employee for an
insurance company is affected by the change in the test because
many times, his company does not have everr single type of prod-
uct his clients need. Therefore he needs to sell that kind of product
but from a company he is not primarily associated with. en he
does, he earns self-employed income. , ‘ :

Many life insurance people are comipletely self-employed. They-
. do not sell for any one base :company. They sell for several and

they pay their own social security tax, anc in paying their social
security tax, 100 percent of their income when’ they retire is self-
employed income, = .

Additionally, we have individual sales offices in the countryside
where the general agents who run that organization are not sals-
ried but they earn commissions directly as an override on a Ber-
centa%e of - what the agents themselves earn. These earnings. are’
classified as income from self-employment. : o

" So, every single part of the insurance industry, whethér an em-"
ployee or self-employed or general agent, is in one way or another '
touched l:c?r the fact that it has self-employment income.,

The industry has long paid its agents and general agents com-
missions. The agent receives a percentage of the premium paid for
a -life insurance contract as his compensation. The general agent
usually operates and runs the office, receives a small percentage’of
the agent’s commission.

When a new life insurance policy is sold, a first-year commission
is paid. Each year that policy is left in force, there is a renewal
commission paid

Senator, that is where the rub is, because social security has long
held there is a difference between the way a self-employed life
underwriter should treat his first year renewal commissions and
the way an emploYee agent does.

Social security law says the self-employed agent counts renewal

commissions as income in self-employment when they are actually
received, even though he may have retired at that time. Employee
agents count them when the policy is sold. , .
“ Before the repeal of the month y earnings measure, it really did
not make much difference because we had, as Mr. Driver pointed -
out, a substantial service clause, and therefore when the income
came in, if the individual was fully retired, there really was not a
problem. When we eliminated that saving clause all the renewal
commissions had to be counted as self-employed income.

Now, life insurance people have a particular problem. The base
job of our 146,000 members is to get out and help people under-
stand what they are going to receive from social security benefits,
and what they have to use to augment those benefits to retire.

Aud in order to do that, we have to have trust that the system is
going to work. , .

Now you can understand the difficulty we are having today in -

trying to explain what social security benefits our clients will get,
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swhen in fact we, ourselves, have ended up being the nonbeneficiar-
iies of a system we are assuring all of our clients they will be
ibeneficiaries of.
' “Fortunately, Congress has on hand the means to change this and
hring us back on the proper course. That would be H.R. 5295, a bill
‘the House unanimously passed last December. Section 3 of that
-pill, which Mr. Driver just opposed, would take care of our prob-

-lem.
7 In the Senate, I am happy to say that my Senator from Kansas,
Senator Dole, joined in with Senator Strom Thurmond in sponsor-
'5-%% 5Sénate bill 2083 which does the same thing as section 3 of H.R.
*.'Both of these bills are retroactive to January 1, 1978, and they
-=nply themselves to all income received after the age of entitle-
ment to social security benefits. We want to thank Senator Thur-
-mond, Senator Dole, and the House Representatives for their con-
sideration in this particular action.
< It is hard for us to really believe that the hardships that have
tome from the monthly test repeal were foreseen by Congress and
therefore represent a conscious decision. We believe it was really
‘g}jédvértent, the kind of thing that shakes out of most large, com-
plicated bills. ,
We hope this committee, Mr. Chairman, will take the first step
T the Senate to correct this mistake and pass favorably on section
o of H.R. 5295 or S. 2083.
i Mr. Chairman, 1 want to thank you. This completes my testimo-
ny. \
=1 would like to hand my microphone over to Mr. Mullane.
Senator NeLsoN. Thank you.

STATEMENT OF DENIS MULLANE, PRESIDENT, CONNECTICUT
MUTUAL LIFE INSURANCE CO., ON BEHALF OF THE AMERI-
CAN COUNCIL OF LIFE INSURANCE

.- Mr. MULLANE. Mr. Chairman, Senator Dole, I am Denis Mullane.
:I'would like to thank you very much for the opportunity to present
2this testimony.™ . :
- 1 am the president of Connecticut Mutual Life and today 1 am
-representing not only the American Council of Life Insurance but
;,!so the Health Insurance Association of America.
= My testimony today will be limited to the affect on life and
héalth insurance agents. That does not imply that we oppose the
inclusion of property and casualty agents. I do not have the exper-
se to respond in that area. ,
;-] have submitted a written statement that I request be included
9 the record, therefore I shall not read it, but would like to outline
-7 important highlights. , :
T‘;;;;Firgt of all, we support .the statement made by the National
Association of Life Underwriters and urge the adoption of relief
,gimvided by section 3 of H.R. 6295 which is identical to the provi-
, bg{xs of the Senate bill 2083 introduced by Senators Thurmond and
-<Dole, - : ' :
£ Whatever legislation is enacted we believe should include:
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One, exclusion of renewal commissions on policies sold before
retirement and the calculation of earned income under the retire-
ment test. -

Two, it should be made clear that this relief is extended to
overriding commissions earned by retired general agents.

As an aside, I am currently a salaried employee, and therefore
not affected by this legislation but in the past I have been a
.general agent and I know, in addition to savings and social secu-
rity, the only source of retirement for a general agent is this flow

- of renewal commission. . ‘

Three, the relief should be extended to renewal commissions on
health and accident policies in the same way because the problem
is identical whether the agent is living by selling life insurance,
health insurance, or some combination of both.

Four, for self-employed agents, this relief should be applied at
age 62 so that the self-employed agents would be treated the same

- as those considered employed. -

Five, the legislation should be made effective January 1, 1978 to
fully correct the unintended results of the 1977 amendments. Those
results were described as unintended by 1y;our own staff reports, sir.

Despite specific budget concerns at this time, we urge prompt
enactment of this relief to correct an inequity that was not intend-
ed by the 1977 amendments. That inequity, sir, consists of the fact
that two agents whose duties have been the same, whose incomes
have been the same and whose renewal incomes have been the -
same, may be given exactly opposite treatment depending on
whether an agent is categorized for social security purposes as an
employee or is self-emploi'ed.

It is ironic that the self-employed has paid more for the benefit
“he does not get.

That concludes my testimony, sir.

Senator NELsoN. Thank you.

Mr. Joslin?

STATEMENT OF ROGER JOSLIN, YICE PRESIDENT AND TREAS.
URER, STATE FARM MUTUAL AUTOMOBILE INSURANCE CO.

Mr. JostiN. Mr. Chairman and members of the subcommittee, I
appreciate the opportunity to testify here.

As introduced by Senator Thurmond I am Roger Joslin, vice
president and treasurer of State Farm Mutual Automobile Insur-
ance Co. I appear here on behalf of that company and its subsidi-
ary companies out of concern for the situation in which our over
18,000 self-employed agents find themselves.

Senator NeLsON. There are 13,000 seif-employed agents? ‘

Mr. JosLIN. 13,000 agents representing the State Farm Insurance
Co. on a full-time basis.

Senator NeLsON. Your company alone?

Mr, JosLiN, Yes, sir.

It is an unexpected privilege to appear following the distin-

hed panel of Senators. While they were seeking to eliminate
he earnings test entirely, we point out that we are trying to
restore the retirement test for people who have, in fact, retired.




RS+ Y 73
w5

R

! 137

People who had every reason untxl late 1977--a3 the Commis-
o‘ner sald—-actually, until the mxddle of 1978—to feel that they

Id receive benefits, should receive bénefits after they retire.
e ‘even appreciate the remarks of Commissioner Driver -who
ghcat.ed that he would support changes that would provide equity
” équity would cost no money.

.We are pleased to be here wnth ‘the life underwrlters and the
ther members of the insurance- industry and we support their
rﬁatements as they support ours.

-We,. have overlapping constituencies. Our over 18,000 agents sell
fo insurance. They sell quite a bit of life insurance, in fact, but
beir principal income comes from property and casualty insur-

ice. Many life-agents sell property, casualty, accident and health
“'surance and receive a portion of their income from these lines of
Agurance. .
We urge favorable consideration of H.R. 5295 or xts Senate coun-

These bxlls resolve ‘a number of technical . problems that were .
resented " in-other forms of legislation. They meet the primary .
Jjective of correcting the inequities which were totally unintended -
l’s t'o people who are self-employed totally retlred yet réeceive some
oome after their rétirement.
<As I said, we feel that this corréctive leglslatioxi should apply to;
% lines of insurance equally. Whateyer this compensation i§
Jled, whether it is a sales commission, a renewal commission, an
vemde ‘compensation for service, deferred compensation or some
“hér name it should be treated in the same way.-
xWe feel that the age of retirement really should not be a factor.
o legislation should parallel the social security rules for entitle:
{4t to benefits at age 62 and beyond. Finally, if at all possible,
he Congress should ' correct “completely the unintended conse-
ences of its action in late 1977, that js restore benefits retroac-
ive to the beginning,of 1978. Some people had arranged their
“Yairs and retired prior to the end of 1977, yet found that thelr
‘¢énefits were reduced in 1978 and years thereafter.
“Thank you.
Senator NELsoN. May I ask a questlon there?.
Mr JosuiN. Certainly.
E:genator NELSON. The IRS would treat income as earned when it
received, right? ‘ ‘
Mr. JosLIN. For a cash basis taxpayer? Yes, sir. - ‘
senauor NELsON. Your argumient is that this agent in fact has
iarned the money-by the sale of the policy while he was actively
rking but he retired and received the benefit- later even though
le earned it earlier? - :
:Mr. JosLIN. The normal procedure would be that a major portion
fithe compensation would occur and be provided to the sales agent
¢ servicing agent during his active years, but there would be
“'J;tlonal compensation, either renewal commissions or some other
wsfpensation that would flow through on anormal basis after
tirement and which obviously had to relate to efforts that were
yade during his éctwe .years.
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~Senator NELsON. It would be all related to his active years; would

it not? Because when he retired it was based on a sale made before
he mtiged? A Ml R v " - " - . 2 -

2 Mr. JosLIN. Yes, The problem is that a different rule applies to
the “self-employed versus employees. Employee agent would not -

have their benefits reduced under similar circumstances. - e

- Senator NELSON. I see, o i o -
Mr. JosLiN. That is‘all I have to contribute at this moment and I .
thank you very much for the opl&ortunity. ,
Senator NELSON. Thank you, Mr. Joslin.

' STATEMENT OF-STANLEY HACKETT ON BEHALF OF COLONIAL

.. LIFE AND ACCIDENT INSURANCE €O,

-Mr. Hackerr. I'am Stanley Hackett with the law firm of Henkell
& Lamon, P.C, of Atlanta, Ga. I am here on behalf of Colonial Life'
and Accident Insurance Co, Columbia, S.C. . =~ .o y
Before my statement, I would like to thank Senator Thutmond
.. for his kind introduction, and you, Mr. Chairman, and you, Senator
‘Dole, for holding hearings today on this critical legislatioh. I have
a written statement that I previously submitted to the subcommit-
- tee and I would appreciate it if that would be included in the

".record of these proceedings. . e
. +As noted, I am here offically on behalf of the Colonial Life and .
Accident Insurance Co. However, it migh_t be more appropriate to -
say I am .here on behalf of the some 2,000 self-employed insurance -
agents affiliated with Colonial. These are the people who are hyrt-
ing from the 1977 legislation, These are people who retired prior to
the effective date of the legislation and now have lost, social secu-
- rity benefits; these are people who are getting ready to retire but .
- cannot retire because they cannot afford to retire without their
- renewal commissions plus the social segurity benefits. o

- ments'made by the other members of ;he‘:ganel and I partiéularll{j :

- endorse the prompt psssage of either S. 2083 or section 3 of H.R.

:5295. Section 3 or:S. 2083 would resolve all the problems that we
have. This regislation would agpl{ to renewal commissions on all

types of insurance, be it life, health; accident, property, casualty.

e legislation is retroactive to January 1, 1978 . o

It applies to payments received when a self—'em{alc:iyed ageni re-

- tires at 62; it applies to sales agents or genera or supervising
agents; and it appliés to all payments received after retirement

based on work performed prior to retirement. - ) :

. Mr. Chairman, one othér point. The Commissioner of Social Se-
curity‘indicated that the first-year cost of the legislation: was $36

milliori and that was his sole basis, I gather, for the administra-

. tion’s opposition to this bill. -
N | miiht note that had this legisation been enacted in February
1980, the first year costs would have been only $24 million. The
cost will continue to go up each year that the bill is not enacted
_simply because it does have a retroactive effective date. .
7 Again, Mr. Chairman, I would urge the prompt passage of either -
5. 2083 or H.R. 5295, and I thank you for allowing me to partici-
" pate here today. o i . -
- Senator NELSON. I thank you very much, Mr. Hackett.

On behalf of Colonial and its representatives, I endorse the state- -
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‘- Mr. Woodside?

TATEMENT OF  HOWARD WOODSIDE, VICE PRESIDENT FOR
) .GOVERNMENTAL AFFAIRS, SENTRY INSURANCE CO,, STEVENS *
'POINT, MICH.

“Mr. Woopsibe. Thank you, Mr. Chairman, Senator Dole. I am
Joward Woodside and I am vice president of Sentry Life Insurance
3. based in Stevéns Point, Wis.

I want to emphasize I am not a social security expert, but am
‘waré of‘many of the concerns of our people relative to the appar-
Tt discriminatory .treatment accorded to self-employed independ-
mt insurance agents. _ ‘ . :

Sentry Life is a small to medium-sized company being part of the
Sentry group of companies. Sentry Life markets its life arid health
%‘su‘rance products through two separate marketing mechanisms.

e mechanism utilizes employed life and health insurance agents.

i other utilizes self-employed life and health insurance agents.

Upon retirement, our employed insurance agents participate in

‘he company pension plan and are not entitled to renewal commis- -
‘ions thereafter.-Because of this fact, they are not adversely affect-

d.by the Social Security Amendments of 1977 insofar as our

mpany ¢ompensation plan is involved. ° - :

= Nonetheless, our company supports H.R. 5295 for the em loyed

psurance agents of companies with a compensation lan differing
om ours where such agents have been adversely affected by the.
977 amendments. : : '

r main concern lies with the treatment of the self-employed life
and_health insurance agents engaged in the marketing of our
oroducts. Because others with far more expertise than I have more
than ad uatel{ covered the subject, I do not propose to dwell upon
‘he details of the Social Security Amendments of 1977 other t

would clearly indicate no intention to impose the inequitable result
ow being suffered by the self-employed’agents.
Generally, the work of the self-em loyed agents is completed at
he time of the sale of the policy. The practice of paying renewal
mmissions is almost unique with the insurance industry. In
effect, it amounts to a form of nonqualified deferred compensation
Jécause compensation
sériod of time for services rendered at the beginnings of the period.
rmally, deferred compensation payments are not included in
come for the purpose of decreasing a person’s social security

l}éﬁeﬁts;

compensation of self-employed agents differently than the deferred
“ompensation paid by any ‘individual in another industry, the cur-
#nt law would seem to single out these agents for unique and
unfair treatment. | ' - n.

" One of the reasons our company, terminates the renewal commis-

81
ubstantial contribution to such retired agents’ pension fund. The
“company. contributes nothing to any retirement fund of a self-

;‘g\p_t‘)yed agent.

Under our own circumstances, which are admittedly parochial, -
to reemrhasize that the legislative history of the 1977 amendments
is paid ‘in the form of commissions over a-

# Unfortunately, by treating. the déferred renewal commisison .

ions of our employed agents is-that the company, has made a .

3
E
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That agent, for retirement security, must rely upon the earnings
_generated from services rendered prior to retirement, includi:ﬁ
renewal commissions paid after retirement for services render
g:ior thereto. It seems only equitable that the self-employed agent

anted the right to receive commissions as a pension benefit
without reduction of social security benefits in the interest of fair
. play. This would- result in substantially equal treatment between

- emp%gyed and self-employed agents upon their respective retire-
ments.

In closing, I am compelled to remark that we believe in the
- concept that self-sufficiency during old age is a desirable social .

objective. In furtherance of that objective, our cpmgany respectful-
ly urges your support in the enactment of H.R, 5295 particularly
with respect to the subject I have discussed here. .

My sincere thanks for this opportunity to address you and your
thoughtful attention, : - - . L s

- Senator NELsON. Thank you very much, Mr. Woodside.
- We appreciate all of you taking the time to come here.
- Do you have any questions? )

Senator DoLe. I have no questions. I think they spelled out their
.wishes and I think that Commissioner Driver indicated that it has
merit. It is not that it lacks merit. His question is the revenue.
“figure involved. - o .

Senator NELsON. Thank you very much, gentlemen,

. [The prepared statements of the preceding panel follow. Oral.
- testimony continues on p. 177.] :

}“}é?}n ) - . _ns.',
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Summary of Principal Points In Statement

of The National Association of Life Underwriters

Chafges in the Social Security retirement test adopted in
1977 have adversly affected self-employed 1ife underwriters.

‘Social Security retirement benefits are lost because renewal

commissions generated from sales made prior to retirement
but which are paid after retirement céunt against Social
Security benefits,

The impact of the retirement test changes is unfair. It is
unfair because self-employed persons in other industries
may earn $5,000 in ggg'earnings before counting against
benefits,

Further, employee life underwriters do not deduct renewal
commissions for Social Security retirement benefits as self~
employed life underwriters must.

The impact on self-employed life underwriters was unforeseen -
and unintended.

Section 3 of H.R.5295 and S. 2083 discount from the defini-
tion of current earnings income received after retirement
which was produced from work performed before retttement.
Therefore, such earnings would not count against SOcial
Security retirement benefits.

Section 3 of H.R.5295 and S. 2083 make modifications ap-~
plicable to persons age 62 and older and is retroactive to

January 1, 1978.

NALU supports immediate passage of H.R.5295 {or S. 2083).
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Introduction. Mr. Chairman and mumbers of the Com-

rg;ttee, my name is Rice E. Brown. I am a practicing life

agent fron Topeka, Kansas, I am appearing here today
n. ‘my capacity as chairman of the Committee on Pederal Law and
@éialation of the National Association of Life Underwriters

g NALU). ‘NALU appreciates the opportunity to explain how repeal

the monthly measure of the Social Security earnings test has
?agted unfairly on self-employed life underwriters and to rec-
" »;d legislation to restore equity.

ﬁhat Is A Life Underwriter? The National Association

K fvhife Underwrlters 18 a federation of approximately 1000 state

;nd local associations which in turn have a combined individual

Eﬂmbership of over 140,000 life and health insurance agents,

‘ ené:al agents, and managers doing business in virtually every

eaﬁﬁuﬁity in.the United States. The individual members of the

‘Zederation are called life underwriters.
A Agents compose the portion of the field marketing net-

“k which generally contacts the public face to face for the

icé companies. In either case, they do exactly the same type

General agents and managers compose that part of the

ald marketing force which provides the training, technical

k-up and financial support for the agents who deal face to

,gg e with the public. They too can be self-employed or employees
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of a company. In both cases, they do the same type ofauork,

although the degree of financial risk for the success of an
agency is differen;yﬁetueen geheral agents aqd managers.

Frequently, general agents or managers acti@elf
assist in the sales process By physically attending sales in-
terviews. More frequently, perhaps, they provide beh;nd‘the
scenes assistance for each sale., 1In a very real sense, genéral
agents and maéagers can be said to be part (albeit a small part
>in some instances) of most life and health insurance sales.

Life underwriters historically have exhibited a ten-
dency to continue work after technically being eligible for
Social Security retirement benefits, Therafore, the Social B
Security earnings test has been of interest to life underwtiéers
‘personally. Repeal of the so-called monthly measure of the
retirement test as part of the Social Security Financing Amend-
of 1977, has heightened this interest acutely. '

NALU is aware that there are other groups and individ-
uvals who have an interest in the subject of the Social Security
earnings test. We are mindful, also, that varjous legislative
proposals have been put forward to deal with aspects of the A
problem., NALU is most knowledgeable,. however, about the way
in which the abolition of the monthly measure of the retirement
‘ test has impacted on life underwriters. NALU intendsvio confine
its remarks, therefore, to the problems applicaﬁle to life
underwriters, and what might be done about them,

NALU would like to associate itself with the remarks

+
£
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>f the American Council of Life Insurance (ACLI) and the
rfepresentatives on this panel oﬁ the property and casualty
ndustry. NALU fully endorses the concept that all self-
“employed agents (life, health, property-casualty), and general
§ents have similar problems, and therefore seek similar legisQ
ative relief.

Life Underwriters and The Earnings Test: Past and

resent. Current life underwriter problems with the earnjings
est began with the adoption of the Social Security Financing
Aﬁendments of 1977. This omnibus legislation contained much

needed changes in the benefit formula and-financing structure

of Social Security. Included in the financing provisions was -
a repeal of the monthly measure of the Social Security retire-

ment test.

The Past. Basically, the old earnings test provided

hat Social Security benefits could be lost to any beneficiary

who earned more than a certain amount of money in any given year.

That amount was known as the annual ‘exempt amount and was indexed

‘to consider inflation. The former rule, however, held out an

exception which saved many individual beneficiaries from losing

benefits in any given month certain criteria were met. This

was called the monthly measure or monthly exception to the an-

ﬁual retirement test.

In the case of employees, the monthly test was a

dollar one. It specified that in any given month new earnings
were not in excess of one-twelth of the annual exempt amount,

benefits would still be paid in that month even though total
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new earnings for the year exceeded the annual exempt amount,

For self-employed persons, the mohthly test was an
hourly test rather thap a dollar one. It provided that when-
ever a self-employed person had income from self-employment in
any year which exceeded the annual exempt amount, benefits
would still be payable in any month substantial services were
not rendered. Substantial service was measured generally by
the amount of hours worked rather than income produced. General-
ly, hours worked in a month less than fifteen were not considered
to be substantial. Hours worked in a month between fifteen and
forty-five merited investigation. Hours worked in a month in
excess of forty-five were presumed to be substantial even
though, incidentally, the amount of income generated was not.

The monthly exceptions for employees and self-employed
persons were removed from the law effective January 1, 1978,
although new beneficiaries are permitted a one-year adjustment
period.

In most old age benefit cases, repeal of the monthly
measure means that a beneficiary is limited in the amount of new
income post-retirement work can produce after becoming eligible
and filing for beneficiary status. For most individuals, the
limit on new iacome is $5,000 this year. Self-employed life
underwriters, however, typically receive old income after = '~
retirement which is treated by the e#tnings test like new earn-

ings, even though no work is expended currently to generate it.

a




Receipt df this o0ld type of income after retirement places in

jeopardy the payment of Social Security retirement benefits.
' Q _ Life 1nsutance agents, whether self-employed or em-
§loyed by an insurance conpany, typically generate two types

of commissions in payment for their sales effort at the time a

policy is placed. A first year commission Ls paid at the time
the policy is initiited and consists of a percentage of the
f!fﬁt'yearrpremium. In succeeding years, a small part of each
ar's premium is paid to the agent if the policy stays in force.
These commissions are known as renewal commissions. They are
often thought of as a form of retirement account, since they
build up over the years and frequently constitute the only income
after retirement other than chlal Security many life under-~

writers expect to get.

General agents who are classified as self-employed

usually earn some or all of their income from first year and
renewal commissions also. The commissions earned by a general
agent are usually called overrides and are based on the com-
missions earned from sales made hy each of the agents under
}his direction. Though small in each individual case, when
;§onblned, overrides may produce substantial income.

The Present. It is the characterization given renewal A

commissions by Social Security combined with the repeal of the

monthly measure which has caused the problem self-employed agents

and general agents are experiencing with respect to Social Securi-
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ty retirement benefits. Social Security considers renewal com-

missions current income when received. If receipt occurs after

he

retirement, they count against the annual exempt amdunt. if they
exceed $5,000 this year, Social Security benefits must be‘fér-.j

feited. ' Thus, a self-employed life underwriter receiving more: W

than $5,000 a year in renewal commissions is in a position to - .
lose some or all Social Security.benefits reé;rdless of his actual.
status as retired, ) ' o .

Under the old rules, the monthly measure of the
retirement test would have saved the individual from the loss
of benefits in instances where he was actually retired. That
was so, because the monthly test would review the situation and
determine that substantial services, that is, the requisite
number of hours, were not worked. In those instances, the life
underwriter would be able to receive full Social Security bene-
fits plus renewal commissions.

Self-Employed vs. Employee Life Underwriters. The

condition self-Employed life underwriters find themselves in is
made all the more intolerable when their plight is contrasted:
with the treatment of employee life underwriters., Employee life
undervriters count renewal commissions as income earned at the
the time the originél sale {e made., After retirement, employee
life underwriters may receive renewal commissions without af-
fecting Social Security benefits at all, because those renewal .
comnissions are not classified as current earnings, since they

were so classified at the time ‘of the original sale.
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Under this anomalous situation, it is quite Possible
1ife underwriters, one selt-emploﬁed and the other an

of a life insurance company, to be identical in every

. respect to their work records, family make up, retire-
?éht date, etc. Yet one, the self—employed life underwriter,
B

gif&nds to lose some or all Social Security retirement benefits

l%fter retirement, even though both do no new work at all.
It is very difficult to explain the logic in this

isparity to a retired or soon to be retired self-employed life

#1ilg

derwriter who made a decision years ago to be self-employed

sd who now finds that a life time of planning has been washed

own the drain because of an Act of Congress adopted in 1977.

-

=
éj}n sports jargon, this is called changing the rules of the game

‘after it is underway.
Actually, for some life underwriters, the action taken

There are life under-

by Congress came after the game was over.

writers who retired prior to the effective date of the 1977 Act,
who have subsequently had benefits taken away. It is ironic that

‘this should happen to people who dedicated their working lives

to creating economic security for others, security that was

“often based on Soclal Security. That they, themselves, should

have their Social Security beneftis, and therefore, their per-

_gonal retirement plans, placed in ‘jeopardy, is ludicrous.

Corrective Legislation. NALU believes that self-

s
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tineqnit;ble way by the repeal of the monthly measure.. Hhether

the céngress really understood what repeal of the monthly ne#i;'a

ure would mean to people like self-employed life nnderﬁxiter’

is unclear. HWe do not believe that cgngressrlntended to pro&uce‘
the ﬁgrdships whiqﬁ have occurred since repeal of the monthly

test and the many more which will occur in the future. NALU urges
the Subcommittee to endorse legislation that can be adopted this

year to solve the problenm.

NALU was delighted with the‘aotion taken by the House

" . of Representatives last December in passing H.R.5295 by a vote

of 383-0., Section 3 of H.R.5295 provides the relief self-employed
life underwriters need. _

) Briefly, Section 3 of H.R.5295 would exclude income
received chrrently from counting under the earnings test if the
source of the income is attributable to services rendered prior
to becoming eligible for retirement benefits, Section 3 would
apply as of the date of entitlement to benefits in recognition
that life underwriters are like other people and frequently retire

 at age 62. Further, Section 3 reverses the considerable damage
done between the-effective date of the 1977 Amendments and today,
by making the changes provided by Section 3 retroactive to
January 1, 1978,
In our opinion, Section 3 of H.R.5295 is an excellent
response to the problem life underwriters face under the revised
earnings test. NALU is pleapéd that distinguished members o{“

the Senate Finance Committee have also taken steps to restore




7u1ty to the earnings test. S. 2083, séonsored\B} Senator
“in conjunotion with Senator Thurmond, is identical in
quage to Seotion 3 of H.R.5295. And, Senator Durenburger
Vsponsored S. 2034, a bill tailored to meet the needs spe-
J iioally.of 1ife undorwriters.‘ NALU thanks these gentlemen

‘.!

Atgr their leadership:;
NALU would also like to recognize the groundbreaking

qtiott of Senator Duxkin in sponsoring s. 1554, Senator Durkin's

hLll is also tailored to meet the apeclf!c needs of life under-
gxitera.
= .

Congressional Precedent. All the bills described

ove are based on a precedent created by. the Congress which

:today that are based on 1nventione, books, eto. created prior
retirement. Income derived from patents and copyrighta is

juite analogous to that derived from insurance sales. As with

pyrights ahd‘ﬁhténté, the act which creates the current-income
curs years prior to its receipt.’

Summary. NALU believes that action by this Subcom-
;ycqe is urgently needed to solve a gross instance of inequity

fwhich we believe the Congress inadvertently created when it

,paaled the Social Security Amendments of 1977; It is really

Bitflcult to believe that congrels deliberately set out to take
ay the Social Security benefits ot a olass of aelt-enployed
AdiviQuals whose only fault is that they did not anticipate

P
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fh\tﬁéhearlﬁ 1950's (when insurance agents came under the Social
Securiéy System) that Congress would change the retirement test
" rules in 1977, and who, therefore, based a whole career arbund

the situation as it existed prior to 1977. It is also dAiffi- x
‘cult to believe that the Congréss of the United States deliberately
set out to-treat one-half of the agency force differenty from the
~ other half for purposes of the retirement test.

The Congress, however, can restore self-employed life
underwriters to.the status enjoyed by their cofleagnes who had
;he foresight t6>become employees of a life insurance company
rather than set out on an independent course of &otion, section 3
v of H.R.5295 and S. 2083 would do that. ’

S. 2034, on the other hand, would place self-employed
and employee life underwriters in close proximity to each other
aithouqh not in exactly the same position. §. 2034 applies to
beneficiaries age 65 and over. Employee life underwriters need
not be sixty-five in order to "grandfather® renewal commissions
-from-current income. —Rather, they enjoy that*sgatus*from'the'
age sixty-two on.

NALU is acutely aware of the urgency of the problem
faced by self-employed life un@eruriters. We bhave received many
inquiries from members observing the inequitable and harsh
treatment and urging NALU to act in resolving it. We believe -
that Members of Congress have received similar communications.
NALU urges the Subcommittee to act swiftly and decisively in
solving tth~prob1ei.
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Mr. Chairman and members of ‘the Subcommittee, my name is
Denis l': Mullane and I am President of the Connecticut Mutual Life
Insurance Company. I an appearing here today on behalf of the American
Council of Life Insurance and the Health Insurance Association of
 America to urge the adoption of section 3 of the House-passed bill,
‘H.R, 5295, vhich is identical to S. 2083 introduced by Senators Thurmond
and Dole. .The adoption of these bills is necessary to provide fair
treatment under Social Security to retired self-employed life and
health insurance agents who are now prevented from receiving Social
Security .benéﬂts, to which they are justly entitled, solely because
they are receiving renewal commissions from policies sold prior to
their retirement. The Coun¢il represents 503 life insurance com-
panies, which in the aggregate, have 95% of the life insurance in
force in the.United States and 97% of the assets of all United
States life insurance companies. The 300 member companies of the
HIAA provide health insurance protection for over 100 nil.llon
Americans. .
We support the remedial legislation provided by section 3 of
H.R., 5295 and 8, 2083 because the present law disrupts the retire-
ment plans of a large number of our life and health insurance agents,
" inoluding our general agents, who are either retired or expect to
reti_te shortly. These individuals, who are self-employed during
their working careers, receive renewal commissions and overrides
after retirement from policies sold during their pre-retirement years.
Such renewal commissions and overrides constitute a form of retirement
“income which our agents count on to supplexment their Social Security
benefits for their support in their retirement years. Unfortunately,

e




: g& receiving renewal couyisslona and overrides. This inequity
i}peara to be an unintended result of the modification in the so-
‘called earnings test adopted in the Social Security Amendments of
‘f‘.9)7‘1 .

i For Social Security purposes, life and health insurance agents
rYe either "employees® or "self-employed” depenaingrprinclpally upon
lhair relationship to the companies they represent. However, ‘the

‘ iy-to-day activities and the patterns of compensation of employee
"'§énts and self-employed agents are functlonally—indistsnguish#ble
n the representation of their insurance clients. Those agents con-

idered to be employees piy FICA taxes at the usual employee rate

vith>the employer company paying an equal amount. Self-employed
,Qgentl pay Social Security taxes at approximately one and a half
{mes the employee rate with no matching contribution.

pPrior to the 1977 amendments, the earnings test applicable to
Tefgloyee and self-employed insurance agents vas;functionally similar,
,ithough‘not iéeﬁéicéi. Véiblsyée in#ufﬁﬂéeiégéﬁ;s;Wiikeiégﬂer .
ilqibla individuals, could retire as early as age 62 and qualify
‘for Social Securfity benefits. In general, as under present law, their
enefits were reduced by $1 for each $2 that their annual earnings
"iceeded a specified exenp€ amount (currently $3,720 for a beneficiary
Under age 65 and $5,000 for a beneflciaryiage 65 or over): However,
ciunder the so-called monthly retirement test, they were entitled to
eceive the full amount of benefits for any month in which they

sarned less than 1/12 of the specified exempt annual amount,
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regardless of the amount of their annual earnings. For thls.purpo:e,
an employee insurance agent's ea;nlnga for any month included the
value of the commissions expected to be q}tned in the future on the .
policies sold in that month,

Self-employed insurance agents were subject to the same annual
earnings test as employee insurance agents, which reduces Social
Security benefits by $1 for every $2 in excess of the specified
annual exempt amounts., However, the monthly earnings tast was applied
somewhat differently for them in that they were allowed to receive
full Social Security benefits-<in any ménth in which they did nét
perform "substantial services". Generally, a self-employed under-
writer was not considered to be rendering "substantial services® if
his hours of work in any month did not exceed 45--regardless of how
much he earned during that month.

For the most part, the earnings tests resulted in thé,same
treatment for employee and self-employed 1ife and health insurance
agents, Those who remained fairly active, after reaching retirement
age became ineligible for all or a portion of their Social Security
" benefits under these tests and those who were in fact substantially
retired lost no benefits. . "

this situation was altered drastically for self-employed life
and health insurance agents as a result of the 1977 legislation.

In December o£‘1971 the Congress eliminated the monthly earnings
test, except for the first year of retirement. As a result, after
the first year of retirement, an employee insurance agent is now

no longer entitled to full benefits for any month in which his

.




éarnings fall under the 1/12 benchmark. Similarly, a self—e-ployed

.niurance agent is no longer entitled to full benefits for any '
ponth in which he did not render substantial services. Accordinély,
£ the annual earnings of a self-employed or an employéeé insurance’
&gont exceeds the annual exempt amount, then Social Security benefits
1reé lost for the year at the rate of $1,00 for each $2.00 of earnings
‘above the exemption.

The elimination of the monthly earnings test has had a much

jordrserioua effect on retired self-employed agents receiving renewal
}b;-ilaions from policies sold during their pre-retirement years than
n retired employee agents with similar renewal commissions. The
;neval commissions that an employee agent receives on his pre-
‘yetirement sales are not considered to be earned in his post-retirement
féoara and therefore do not result in loss of Social Security benefits,
ffn cnntrast, the renewal éounisslons that a self-employed agent
éigceives in his pont-r?tirenent years on his pre-retirement sales

‘are considered to be earned in such post-retirement years and there-
fore frequently result in 1088 of his Socfal Security benefits. o
conacquently, as matters now utand, an employee agent and a self-
e-ployod agent can both be totally retired, can have virtually
ldontical lifetime earning histories in the insurance business and
ean be receiving identical amounts of post-retirement renewal com-

_niaaions; yet the self-employed agent may receive no Social Security

‘enefits while the e-p19yee agent receives the maximum benefits. In
ach case, the retiree undoubtedly had counted on receiving both

his renewal commissions and Social Security benefits to see his

63993 0 - 80 - 11
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‘family through their retirement years. Ironically, it is the
individual who paid approximately one and a half times the‘enployee's
tax rate, during his actual working life who is denied the benefits
3u:1ng retirement.

The severe impact that the elimination of the monthly retire-
ment test has had on self-employed insurance agents who need both
their post-retirement renewal commissions and their Social Security
benefits for their support during their retirement years, appears
to have been completely unforeseen and unintended, The legislative
history of the 1977 Amendments indicates that the deletion of this
test was intended to eliminate abuse situations where individuals
arranged to receive income for current gervices in a few months
in order to receive Social Security benefits for the remainder of
the year. The available evidence strongly indicates that the Congress
did not intend the withdrawal of the monthly retirement test to have
the harsh results, which are now so clearly evident for retired self-
employed agents receiving renewal commissions as a result of services
An pre-retirement years. Indeed, from the standpoint of equity
there is no reason why the self-employed agent's Social sé?ﬁ;i;§
benefits should be reduced or lost because he recelves renewal com-
missions. Such renewal commissions, in a very real sense, form a part
of his retirement income to no less an extent than the pension benefits
‘which are received by retired employees without loss of Social Security
benefits.

The impact of the 1977 legislation in withdrawing Social Security
benefits from self-employed agents with renewal conmnissions has

completely, and suddenly, disrupted the retirement planning of these




.individuals who have beén counting on their combined amount of
ocial Security benefits and renewal commissions for support in
their retirement years. This disruption is particularly traumatic
ince the elimination of the monthly retirement test, triggering
éha loss of Social Security benefits, was made effective on

- January 1, 1978, only twelve days after enactment of the 1977
Anendnenta. In effect, the result was tq take away the_Sooial
fSchritﬁ benefits of many retired ;elt-enployed insurance agents
~without a hearing or any prior notice, -

Accordingly, there is urgent need for the prompt adoption of
remedial legislation to permit a retired insurance agent to receive
the full amount of his Social Security benefits to which he is
justly entitled in addition to his renewal comnmisaions.

Such remedial legislation, if it is to be fully effective,
"should have the following characteristics: ’

1, It should have the effect of excluding renewal commissions
_received by a retired insurance agent from life insurance policies
which were sold by him before his retirement from self-employment
earnings taken into account for purposes of the earnings test.

2, It should clearly extend the relief to renewal commis-
sions and "overrides® recefved by a retired general agent. General
agents earn their self-employment incomé not only from their own
personal production in the same fashion as other agents but also
"in the form of so-called "overrides™ which essentially constitute
rénewal commissions on the business written by the agents under

their supervision. Accordingly, retired self-employed general
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agents are justly entitled to the relief with regard to their
renewal commissions and thefr "overrides".

3. The relief should also extend to self-employed agents who
sell health and accident policifes. It is common for life insurance
agents to sell disability income insurance and other forms of long
term accident and sickness insurance as a natural adjunct to their
function as life insurance agents. 1Indeed, some agents sell only
health and accident insurance while others sell more such contracts
than life knsurance and annuities. These agents have identical
problems of loss of Social Security benefits when they retire and
receive renewal commissions and should be accorded relief under the
legislation.

4. Moreover, to furnish full relief to self-employed agents,
the relief should also be provided for agents who retire at age 62
rather than at 65. Employees generally, and employee agents in
particular are allowed to qualify for retirement benefits at age
62, It would be appropriate to provide identical relicf to the
self-employed agents similarly situvated.

5. Finally, the ;enedlal legislation should be made effective
as of January 1, 1978, the date that the elimination of the monthly
earnings test took effect. Unless this is done, many agents who
were initially unaware that their Social Security benefits were
taken away by the 1977 legialatiéh may be required to repay benefits
received during past years which they need for support. Virtually
everyone fa;lllar with the circumstances surrounding the 1377 Amend-

ments agrees that this result was not intended.




We appreciate all the efforts that have been made in the -
‘Pindnce Committee and incthe Senate to introduce appropriate
' 1qq1-1atlon to.remedy the preseht unfair treacpent of ietlxed
" self-employed insurance-agents receiving renewal eoa;Lisions.
This includes 5. 2034 introduced by Senator Durenberger; S. 1554.
introduced by Senator Durkin, and 8. 1498 introduced by Senator
Matsunaga. We believe, howéever, that ths best approach to.such
remedial legislation is offered by S. 2083 and section 3 of H.R.
5295 which provide that income attributable to services rendered
before an individual first becomes entitled to old-age insurance
benefits are not to be taken into account in determining his or her
earned income for purposes of the earnings test. This provision
meets all the tests for granting effective relief to health and
life insurance agents, including general agents, that we have ou;-
lined above. More specifically, it would grant appropriate relief
in regard to the earnings test to retired 1ifa and health insurance
agents, retired general agents, and all other retired individuals
receiving income from personal services rendered prior to retirement,
This relief would apply to individuals who retire at age 62 as well
as to those who retire after this age. Finally, since the legislation
would be effective after December 31, 1977, it would provide relief
for the years 1978 and 1979, thereby preventing hardship.
) The adoption of the legislatfion embodied in section 3 of H.R.
5295 and S. 2083 should not be deferred.§n budgetary grounds. As
indicated by the Finance Committee staff, the increase in Socfal
-8ecurity expenditures resulting from this legislation would be
modest--amounting to Anrestinated $24 nillion for fiscal year 1980

IS
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and substantially less than this amount for following years.®.

The cost 1iioxttone1y modest in view of the widespread relief that

s tha‘legtnlatloh would provide to insurance agents and all otherg
who are now unjustly deprived of their Social Security benefits

because of the receipt of income that was actuaily earned prior

to retirement. - - : . .
" Moreover, the pending legislation should not and cannot properly
be judged on the basis of its effect on Social Security expenditures.
The insurance agents and other individuals who would be accorded 3
relief by the legislation have paid Social s;ourity taxes during
their working careers and have fulfilled the coverage and age
requirements for Social Security benefits. They have planned their
retirement programs in the expectation that they would receive such
benefits without reduction for the receipt of income that wﬁs earned

~ before they retired. Remedial legislation is required as an act

of justice to correct an egregious wrong.

" Accordingly, we strongly urge the prompt adoption of the
legislation embodied in section 3 of H.R. 5295 and S. 2083.
Before 1 close my remarks, I want to express my appreciation
for the opportunity to appear before this distinguished Subcommittee.
Thank you for your kind attention.

¥hata and materials for the fiscal year 1981 Finance Committee Report
under the Congressional Budget Act prepared by the staff for the use
of the Committee on Finance, U.S. Senate, Pebruary 1980, 96 COngress,
24 session, p. 35,
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" STATEMENT OF ROGER JOSLIN
VICE PRESIDENT AND TREASURER
STATE. FARM HUTUAL A mromsuz INSURANCE COHMPANY

BEFORE THE SUGCOI‘HITTEE ON SOCIAL SECURITY
OF THE SENATE COMMITTEE ON FINANCE
. APRIL 21, 1980

Mr, Chairman and Members of the Subcomittee:
My name is Roger Joslin, and I am the Vice President and Treasurer

_ of the State Farm Mutual Automobile Insurance Company. I am here today
. on behalf of that company and fts subsfdiary insurance conpantes (collectively
“referred to as "State Farm®) to express our strongest.support for the
_passage of legislation that would permit retired, self-employed insurance
agents to recefve renewal commissfons, or payments in the nature of
reneval comaissions, without any offsetting reductfon fn Social Securfty
"benefits. H.R. 5295 (Section 3) which passed unanimously the Subcomittee
" on Social Security of the House Ways and Means Committee, the House Hays
“and Means Committee and the House, would provide for this fmportant
_ relfef. ¥/

Sumary - .
. Salf-employed fnsurance agents are compensated on a commission

* basis; they earn commissfons on policies sold or serviced by them and,

¥/ Varlous Senate BITTs have been introduced this term addressing this
social security problem felt by thg se.lf-enptoyed. Among them are S.

- 2083 -(Messrs. Thurmond and Dole), S. 2034 (Mr. Ourenberger), S. 1554

(Mr. Ourkfn), S. 1498 (Mr. Matsunaga). S, 2083 consists of Section 3 of

the House-passed bill.
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thereafter, on policles renewed by the policyholders. When agents

completely retire and cease their sales and servicing aétivities, in

many situations they may continue to recefve payments as renewal comfssions -
or payments in the nature of renewa) comissfons In respect of pdli;ies '» -
sold and serviced prior to retirement. 1

-Under pre-1978 law, the cessation of activity marked an agent's
"retirement” for Socfal Security purposes and permitted him to collect ’
his anticipated Social Security benefits without regard to his receipt
of post-retirement payments from pr"e-retlrmnt services. The Socfatl
Security Amendments of 1977 amended the law to determine "retirement®
with reference to "earnings". Because an agent's post-retfrement receipts
are considered earnings, his Social Security benefits are reduced or
elimfnated by receipts fn excess of a statutorily prescribed Mnt.

-

We believe the 1977 amendments were not designed to deprive completely
‘retired individuals of thefr Socfal Security benefits, and we belfeve
that this consequence of the new law 1s wholly unint‘entlona‘l. Accordingly,
we urge that remedfal legislation such as Section 3 of H.R. 5295 or S.
2083, be reported favorably by this Subcommittee and we hope 1t might
be passed by Congress in short order.

1. Nature of thé Problem.

¥e are appeafing before you out of concern for the situation of
over 13,000 agents associated with State Farm. Our companies contract

-2
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“A it:h thesn _self-employed agents to séll and service the various lirie's.

’ ‘i? of"insurance written by State Farm, 1nclud1n9 llfe. accident; health,: .
u property and casualty pollcies. Prior to their retirmnt. these -
agsnts are "compensated for thefr selling and Servicing efforts by
-;'papent of commissions and service compensation. Upon retirement, these
-ljagents iay recefva, In return for the surrender of thefr contracts,

. ';emlnation payments® which are computed in part on a fomula basis and
m paid in 1nstal!-ents for f{ve or more years, These payments sre .
made in- respect of policies sold and serviced by the agents prior to
their retiredent.

When "termination payments” were introduced {nto. the State Farmm -
agent's contract in 1966, an hportant consideratlon was that, whatever
legal label night be given those payments, coapletely retired agents
would be able to rely on the monthly retirement test to protect their
Social. Security benefits. '

-, .

The Socfal Security Amendments of 1977 eliminated the monthly
retirement test, except for the initial tax year of retfrement. We

understand that the intention of Congress was to prevent persons who
work grt of 3 year from recefving SOcial Security benefits during

" months when they are not working. Annual earnings--efther wages or net
earnings from self-apiamnt--in exce;s of a prescribed amount now
cause’ a reduction in Socfal Security benefits. Unfortunately, the

"
B3
£
i
%
#:2

annual earnings test does ‘not make provisfon for self-eup]oyed fnsurance

agents who are fully retired and yet receive payments resulting from their

-3-
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activity prior €o retirement. As a result, many retired self-employed -~
individuals are. suffeélnﬁi severe reduction fn Socfal Securt-'ty benefits.,” -
As of Oécember 31, 1979, we have approxfaauly 231 retired agents receiving
» temimtion payments from State Famm,

‘A number of our agents have written or phoned; telling us of
the lo;s of thefr Socfal Security benefits. Especially troubling are.
the situations of agents who retired prior to ﬁge enactment of the 1977,
_legislation -- these men and women had planped to rely on bdth their.

: “termination payments® and Socfal Security benefits in their retirwent
"1{ o years, But now, some agents are forced to choose which of these two
k23

income sources they will lose.

Agents, who have been told that they. "earned too much® to be

considered retired, have asked us what they need to do to truly "retire*

A {n the eyé; of the law, Otirer agents have asked why th?irfr‘lénds and
competitors, who hapr)ened to be Magents before retirement, E
are now considered to be retired even though they, too, receive renewal
commissions. -The agents usually note that the differential treatment S
is especfally ironic in 1ight of the higher Social Security tax rate
'fnposed by law on -them as persons who are self-employed, relative to
employees,

It is our belfef that Congress did not intend to deny benefits
in the situation I have described. For our agents who are adversely
affected and others in simflar circumstances, there {s considerable
urgency in enacting corrective legislation 1n this Congress.
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2. Remedial Legfslative Proposals.

Shortly after the passage of the 1977 law, fts inadvertent but
- harsh impact on finsurance agents was perceived. In the latter part of
1978, the Senate passed a legislative amendment §ntroduced by Senators
" Long and Curtis that would provide relief for insurance ageats. %/ '
,f," The House was unable to consider this provisfon prior to ;he end of

the term.

In 1979, the Socfal Security Subcommittee of_ q\e Housg’}lays and
Means Comittee held hearings in respect of thfs issue._ ;t that time
various representatives of the {nsurance jndustry testiffed and,
 State Farm explafned that property and casualty fnsurance agents were
adversely affected by the 1977 1aw in the same manner as 1{fe agents.
Then Coomissfoner.of Social Security, Stanford Ross, also testified
and recognized the need ’for remedial legislatfon to cure the fnsurance
agents' problem. The Subcommittee thereafter voted unanimously to
“ report H.R. 5295 to the full Comittee. Section 3 of the bill
. excludes from the retirement earnings test post-retirement income

* from pre-retirement self-employement services.

H.R. 5295 was reported out by the Ways and Means Comittee and

©  was passed by a unanimous vote on the House Floor.

¥ The amerdment was divected at 1ife nsurance agents although the
statements of Senators Long and Curtis explained the problem 1n respect

3f insurance agents generally.
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Yarious pending Senate bitls are aimed at curing the problea as

well,

The {nadvertent inequitfes resulting from the 1977 law have,
therefore, been recognfzed and acted upon by both Houses of Congress< at
different times. In view of the‘tise perfod over which the issue has
been pending and the ages of the adversely affected 1ndividual§;.we urge
this Subcommittee to take favorable action {n this area as quickly as
possible.

Nr. Chairman, thank you for the opportunity to appear before you
today. 1 would be happy to try to answer any questfons you might have.

-6-
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STATEMENT OF STANLEY H, " HACKETT,-
HENKEL & LAMON, P.C.., ATLANTA, 'GEORGIA .
ON BEHALF Of COLONIAL LIFE:AND ACCIDENT
INSURANCE. COMPANY,: COLUMBIA, S CARQLINA
BEFORE THE SOCIAL SECURITY SUB ITTEE
- OF THE SENATE PINANCE COMMITTEE . -
REGARDING PROPOSALS TO AMBND THE MONTHLY MEASURE
OF RETIREMENT UNDER THE SOCIAY, SECURITY ACT'S
: EARNINGS LIMITATION. -
Apri} 21, 1980

SUMMARY OF PRINCIPAL POINTS

In the Social Security Amendments of 1977, ‘thie Congress
eliminated the monthly retirement test and replaced it
with an annual earnings test. The intention of the
congress was to prevent persons who aotually work part
of the year from receiving-social security benefits
during months when they aré not working. -

Adoption of the annual earnings test has resulted in an
unintended reduction of benefits received by self-employed
insurance agents and others who are completely retired
and no longer working, but who are receiving payments for
. work performed prior to retirement.

In the FPall of 1978, the-Senate passed legislation which
would correct the problem for lifé insurance agents and
others. Time did not permit -the House Of Representatives
to act also, and the legislation was not enacted. 1In
December of 1979, the House of Repxresentatives passed
legislation which would correct the problem for all
self-employed individuals.

The legislation which passed the House (H.R, 5295) is
reriedial and is designed to correct a situyation which
the Congress did not intend to create. The legislation
shonld receive the prompt and favorable considexation
of the Senate.




su-munu- orF sum.s: H.. mcxzﬂ
HENKEL & LAMON, P.C,;, ATLANTA, caoncn\

- 'ON BEHALF OF COLONIAL . LIFE AND ACCIDENT
INSURANCE COMPANY, : GOLUMBIA,. SOUTH CAROLINA
BEFORE .THE' SOCIAL SECURITY SUBCOMMITTEE

OF THE SENATE FINANCE COMMITTEE -
REGARDING PROPOSALS TO,AMEND THE MONTHLY MEASURE
- OF RETIREMENT UNDER THE SOCIAL SECURITY ACT'S.

EARNINGS LIMITATION.
April 21, 1980.

Mr. Chairman and Members of the Committee:

I am Stanley H. Hackett of the law firm of Henkel & Lamon,
P.C. of Atlanta, Georgia and'Hashington, D.C. I am a resident
of Atlanta, Georglg. I am appearing today in my capacity as
attorney for Colonial Life and Accident Insurance Company-
of Columbia, South Carolina; ftkppreclaie this opportunity to
testify and I commend and thank this Subcommittee and its
-Chairman for conducting this hearing today on the Qery
important issues involved. My oxal statement Qill be very
brief, but I request that my written statement be incorporated
in full into the record of these proceedings.

Colonial Life and Accident Insurance Company (Coldnial or
the’conpahy) is a South Carolina corporation with its home
office located in Columbia, South Carolina. Colonial has been
engaged in the life, accident and health insurance business
.forAapproximately fqtty years and its insurance products are
sold in most of the fifty states. o
Colonial's products are sold by some 2,000 independent

sales representatives under a distribution system which is
relatively common in the insurance industry. Some of the

representatives are "agents” and primarily sell products
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‘d‘velbped by Colonial., Other representatives are "brokers"”

;and sell;proauota developed by other companies., Still other

" Pepresentatives have supervisory functions over agents in

addition to their own sales functions. All of the representatives

)are'conpensated by commissions and all are self-employed.

) For sound business xeasons, Colonial utilizes self- )
employed representatives as opposed to employees to market

fits'products. Colonial has concluded, through years of

' experience, that insurance sales personnel work best when

~£hey have freedom to operate with independence and when

. their activities are motivated by incentive as opposed to

jihirective. In Coloniél's view, individual initfative and

~ individual responsibility are primary determinants of an
¥eftect1ve sales force. The Company is proud of the independent
répresentatives:assooiate& with it, and the representatives
are proud of their independence.

The commission structure utilized by Colonial is similar
to that utilized by many insgraﬁce companies in that its
representatives receive both first year commissions (on the
initial sale of a policy) and renewal commissions (as subsequent
{%remiums are paid‘ind-the policy remains in force). The
’;epreséneatlves'afflliated with Colonial rely heavily on
f&enewal commissions received after retirement froﬁAprior
Aéalep of life, acocident or health insurance, plus soc{al
‘aecérity, to provide their retirement income. Colonial
“believes that most insurance sales representatives, whather
employed or self—employed, would similarly rely on post- .
;retirenent tonewarl commissions to provide a significant

ﬁportion of their retirement income.
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Prior to enactment of the 1977 Social Security Amendments,
retired insurance agents were, lnnlargd measure, treated
easentl;lly the same with respect to renewal commissions
received after retirement, regardless of whether they had
been employed or self-employed. Basically, the Social
Security Act provided, through the "retirement teat','that
social security benefits could be reduced or eliminated for
any retired beneficiary who éarned more than a certain
Ampunt of money in any given year. This amount was known

as the ™annual exempt amount®. The retireuent‘test, however,
contained an exception known as the "monthly measure® or .
"monthly exception®. A

In the case of employees; the monthly test was staéed
essentially in terms of dollars. It specified that if, in
any given month, new earnings were not in excess of 1/12 of
the annual exempt amount, then social security benefits
would still be paid in that month even though total new
earnings for the year exceeded the annual exempt amount.

For self-employed persons, the monthly test was stated
essentially in terms of servicés rendered. This test, the
"substantial services test", essentially prbvided that
whenever a self-employed person had income from self-employment
in any Year; which exceeded the annual exempt améunt, then
social security benefits would still be payable in any month
in which substantial services were not rendered. Substantial
service was measured generally by the number of hours worked
rather than income produced. Since insurance agents generally

do not continue to .perform substantial services after retirement,




reneval commissions could be received without reduction of
social security benefits. . -

A floor amendment to the 1977 Social Security‘Amendments
- removed the monthly exceptions for employees and self-
employed persons effective January 1, 1978,

Generally, repeal of the monthly measure test means
that a retired person is limited in the amount of new income
which he or she can earn on an annual basis after becoming
eligible and filing for social security benefits. If more
than the permitted amount of new income is received, then
soclal security benefits will be reduced. However, repeal
of the monthly measure test has had a very anomalous and
detrimental impact on self-employed insurance agents as
6pposed to employee-insurance agents.

Employee-agents count renewal commissions as income
earned at the time the initial sale of insurance is made
and, after retirement, an employee-agent may receive renewal
commissions without effecting his or her social security
benefits since these renewal commissions are not classified
as current earnings when received. Hcwever, renewal commissions
received by retired self-employed insurance agents are
considered as current income when received. Accordingly,
insurance agents with very similar professional backgrounds
" and career productivity may be treated differently with
respect to receipt of social security benefits after retirement,
' based solely on the fact that one was formerly self-employed

and the other was formerly an employee.

© 63-893 0 - 80 - 12
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Mr. Chairman, aé the present time, the average full-time
. representative associated with Colonial will be entitled to

receive approximately $1,000 per noﬁtﬁ in renewal commissions
on retirement. Given that the average retired worker receives

a monthly social security retirenené benefit of $288,* this is
Venough to eliminate all social security retirement benefits

for Colonial's average representative untlil age 72, when
) the earnings test is no longer applicable,t# colonial has ST
5 some representatives who retired a few.years ago and adjusted

to a life-style based on renewal commissions plus social

security. 1In 1978, their lives were suddenly disrupted by

the 108s of all or part of their social security benefits.

These representatives are suffering. Colonial has other
representatives who have reached retirement age and would

like to retire, but cannot, since they simply cannot afford
tO'regire withoﬁt the social security benefits to which they

are entitled. These representatives are suffering. All
representatives associated with Colonial ultimately will i
face the problem if the unintended result of the 1977 change

in the law {s not corrected.

" I would like to emphasize that the problems caused by

repeal of the morithly test are not limited to aelf—empl&}ed
insurance agents. All self-employed individuals potentially

have the problem to the extent that they receive income

after retirement based on work performed prior to retirement. N
* As of May, 1979. Statement of Stanford C. Ross, COunlqniénet,

of Social Security, submitted to Hearing before U,S. House Ways
& Means Subcommittee on Social Security (July 23, 1979). ,

*i  age 70, beginning in 1982.
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on August 23, 1978, in a ctatenent on the Senate ?loor, )
SQnator Russell Long, Chairman of the Senate rinance COmplttee,

was “an unintended result of the 1977 Social Security Act
- Améndments”®, (See Congressional Record for August 23, 1978
i at 8. 14138).

i: Senator Long went on to state the following as the rationale - :

: behgnd4€he social security program:

"Under the social security program, benefits
are payable not on the basis of individual

need as measured by an income test but as a

- matter of social insurance payable in relation
= to prior earnings upon the occurrence of .
specified events (disability, death, retirement,
and old age). The purpose of this provision
of the docial security law under which benefits
ara reduced for earnings above a certain
amount is to serve as a test of whether one of
those events - retirement in old age - has, in
fact, occurred, .

slnce that provision is intended as a retirement
test and not as a needs test, it is inappropriate
to apply it in a manner which results in the
reduction of benefits to persons who have

%' : actually cempletely retired but who continue to .
: . :eg:ive sume of the fruits of their earlier 3
abors.”

The Senate subsequently passed legislatlén, jointly sponsored

by Senator Loﬁg and former Senator Carl cﬁrtis, which would have
- corrected the problem created by the 1977 Social Secdrity
Amendments. However, time did néé permit the House to act

‘;lto in 1978 and‘the remedial measure was not enacted,

In éecenbér\of 1979, after extensive hearings, the House

" passed H.R. 5295 by a recorded vote of 383 to 0, This bill

" would resolve the problem for retired insurance agents, farmers,

" and other self-employeQ individuals in a manner similar to the




'legislatloh which passed the Senate in 1978, H.R. 5295 also e, e
' addresseh certain other probxgms arising’ fton the 1577 SOOLaI W

-Thesé.gltizena paid gqr their benefits while vorklnq{and~arei

‘Security Amendmen;s. ‘The bill was unopposed in the Ways & Heagsff.& ’

Committee. THe Reéport (No. 96-527) states-that the bill woild' , ;
not result in any ngw'budget authority or increased tax expgnéituféff
would not have aﬁy inflationary impact on prices and costs in

the national economy; and would not have any significant gtfect
on the long-term cost of the social security progranm. A ' _

On December 6, 1979, Senators Strom Thurmond and Robert Dole
introduced S, 2083, S. 2083 embodies one part of R.R. 5295 - that
part which attempts to remedy the uningended effects of repeal of
the monthly measure éxception 6n self—empldyedv1ndividua1s.

§. 2083 thus incorporates the essence of the remedial legislation
which Senators Long and Curtis sponsored and which passed the
Senate in 1978. _

Colonial recognizes th{t social security financing is a very

sensitive issue at this time, and that benefit increases, as

a general natter, are largely out of the qdestion. However,

) COlonial attongly cQntends that restoring the self-employed to

their lntended and rightful posltion under the soclal security
laws is not prOporly vipwed as an 1ncrease in benefits, In:19z7,
the Congress simply did‘not Lnggnd to single out the reeirgd
self-employed for a reduction in aogial aecurity-benetign.A

entitled tolthem now. The Senate tried to correct this wrong

in 1978 and the House tried to correct this wrong in i979f

In 1280, it is oritical that the §enate act again.to insure

that the problem is finally corxrected, - ) .
. On behalf of Colonial, and its sales representatives, I

respectfully urge this Subcommittee to recommend R.R. 5295

(of s. 2083) for prompt and favorable consideration.

_Thank you.

-
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 Senator NELSON, Our next panel will be Mr. William C. Penmck
and" Mr, Robert ‘Taplick on behalf of the American Institute. of
-* Certified Public. Accountants; Ruth Kobell, legislative assistant,
= National Farmers Union; and Charles Eichenbaum, chairman
_- Standing Committee on Retirement of Lawyers,- American Bar, Aeso-
> ciation, accompanied by James O’Hara, chairman, Subcommittee on
Legislation, of the Standmg Committee on Retlrement of Lawyers,
American Bar Association. .
Now, if you would identify. yourselves for the reporter 8o that the
be maintained accurately, starting on my left, would
ycu 1dentu%'r ‘yourselves for the reporter?
~ Mr. EicHeNBAUM. Charles Eichenbaum, chairman of the Lawyers
Retirement Committee, American Bar Association.
. Mr. O'HARA. James T. O'Hara, chairman, Subcommittee on Leg-
_islation of the Standmg Committee on Retirement of Lawyers of
the American Bar Association.

. Ms. KoBeLL. I am Ruth Kobell, legislatwe sssistant, National

~ Farmers Union. -
.. .. Mr, PeNnick. I am William Pennick, American Institute of Certi-
fied Public Accountants.
- Mr. Taruick. Robert Taplick, Arthur Anderson & Co. I am ap-
today on behalf of the American Institute of Certified
ablic Accountants.

Senator NeLsoN, We are very pleased to have irou here today. I
think we are running the risk of hitting a rollcal There is one at
5:30. There may be one before.

If it is possible for you to present your case in 16 xmnutes, I have
. one more panel after you. -

‘We know pretty well what the issue s, If you have anything to
add to that, fine. Otherwise, if you could summarize your state-
- ment, we would appreciate it. . .

.Who will speak first?"

' STATEMENT OF WILLIAM C. PENICK, CPA, ON BEHALI'* OF THE
AMERICAN INSTITUTE Olj‘ CERTIFIED PUBLIC ACCOUNTANTS

Mr. Penick. I am s on behelf of the American Institute of
CPA'’s that represents 160,000 CPA’s in many parts of the country.
There -are very few issues where we can.get unamrmty m our

" profession, but I suspect this is one of them. .
.~ We very: etrongly suplggrt H.R. 5295 and its Senate counterpart
introduced by Senators Dole and Thurmond. . - :

: We thmk the changes made in 1977 that create the problem that
is addressed by thig legislation' were clearly unintend . As Senator

- Qoldwater said earlier, in essence it amounts to a 50-pei'cent tax

~ 'surcharge on certain portions of retirement mcome ‘ .
~ - CPA’s do not have the. option of practici r{?ratmns or as °.

employees of corporations. We have to pract! ee as self-practitioners

- roprietorship form, or as partners. Therefore, amounts re-

N ggi’{ red on retirement are clearly covered by this change made in

We are not entxtled to the same treatment as-a ret:red corporate

‘. :employ.ee, for example, which we think is: clearly an inequity that
- was not mt.ended _ , o
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5o Our problem is faced by all sizes of firms, but. it-is a particular
* ¢ one for small- and medium-sized firms. There i8 & way around the
problem:for larger firms who pérhaps can afford to pay off entirely - ..
the equity or ebt that might stem from the firm to- the retired
partner, in which caseé this test would not ap%}’,’ o
But many smaller firms-cannot do this. Theéy do not have the °
financial resourcés to do it, so if anythmg, it creates a greater
.+ inequity for them.
<7 7 I would like to- comment onone. point made by Commxssioner
Driver earlier which one of the prior speakers touched on. That
was the revenue effect, if that is’a good way to describe: it,’ from
this part of the pro :
~ Commissioner Driver mdlcated that the tevenue cost would be
$36 million, but he did not say that that is the first-year cost. By
his own figures, if you will look on page 17 of the committee’s.
statement, the revenue cost in subsequent years is consxderably
smaller, ranging from $14 to $17 million,
One final al point is not addressed by this legislation. A companion
problem exists with res to the imposition of the self-employ- .
ment tax. In other words, not only do these retirement payments
restrict and limit the amount of social security benefits, but to add
msu{t t;?r injury, thoee same payments are subject to self-employ-
men
It is a pleasure for us to present our views to you.
Senator NeLsON. Thank you very much
Mr. Taphck?

- STATEMENT OF ROBERT TAPLICK, CPA, ON BEHALF OF THE
- AMERICAN:INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

‘Mr. TapLick. Good. aﬂ:emoon, Mr. Chairiman.
As I said earlier, my name is Robert Taplick. I am a partner of
. Taplick & Co., Madison, Wis., a firm of certified public accountants,
“We %mve 6. partners in our firm and a professwnal staff of 30
~ peop,
I the been with the same firm for’ 48 years and have been a
partner in‘the firm:for 38 years.
In the interests of time, I will summarize m prepared remarks.
I would: request that.my- prepared statement moorporated mto
the official, printed transcript
- Senator:NELsoN, It will be prmted in full in the record. ‘
‘Mr. TApLICK. I am here today to support the of H.R.
5295 Ie ‘to-start my retirement in May 1979 and shortly
.= thereafter. I'found, to my surprise, that the eocial security law as
% amended:in 1977 ‘would deny me social security benefits in 1986;a ‘
© *_and 1981, In addition, my retirement benefits would continue to bé-
" taxed as self-employment income, even -though-~Il performed no
substantlal services.
I eo:ﬂputed that the cost to me would be apprommate g’
tg}r ddllars. I have gmc&esed this mgation ﬁlt dm:evera& ,
ors my grou, anoerpartnerq ps in Madison and %
ﬁﬁm ageumi tfnat they also have the same problems. - -
I believe that:-the legislation that you are working on here today -
wxll remove the inequlties of the law a8 it is now written and plaea ’

't‘}-
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retiring partners on an egual basis with others whose workiné ‘
- carpers have come to anend. - A
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-~ You have a copy of my complete ste{'te’mex'ﬂ; for the fec(n:d and i

" _$TATEMENT OF RUTH E. KOBELL, LEGIS
4. % s NATIONAL FARMERS UNION .  , ~
. “Ms, KoBeLL. It.is a pleasure to be here today and we appreciate

- thank you for permitting me to appear here today,. - ..~ -
~ _ Senator NEeLsoN. I am very pleased to have you hére today; My
Tay lif}l:'i and we appreciate your taking the time to come. :

RUTH E. KOBELL, LEGISLATIVE ASSISTANT,
your interest in this subje¢t. We have been vitally interested in the

v e- i ) o
We believe that 1 of the fun,aagamental questions facing Americans

- is whether the character of social security will be preserved as we

e

1e c¢hanges in the 1977 law affected them in several ways, the

A ‘most obvious of which is that, as you recognize, a farmer may :
‘become eligible for social-security ‘coverage and decide to retire -

from far; in 1 calendar year but hold part of his production for

“‘gale at a later time.

'We believe that receipts from such sales should be recognized as
mm’l:iz:ement income and not: applied against the-earned income

ts allowed ‘under the annual retirement test as interpreted by

" the Social Security Administration. . )
* “"When farmers sell such produce they:remit social security tax

Y 0 A

- and Federal income tax on such‘income. The pattern of holding

ater; more profitable time, sometimes—— -

roduction of storable commodities from the year of production to‘a
~~Senator DOLE, Théy may have to-hold-it a long time. _

- -+ Ms, KoL, They may: have to hold it a'long time, but it is a

part of their investment in their whole history of earnings.

It may also provide needed additional social security conéribu- :

tions for:farmers who, because of low:farm.prices, may have had

' years of low or nonexistent net farm income on which to pay social

security thus lowering .the level. of social ~security retirement
income which they do.receive. s CL
Inflation has rapidly increased the cost of farm -production,

" which is not refleéted in prices received. It is estimated that infla-

‘tion‘'has added three times as much to farmers’ production costs as

- to the prices they receive for that production and therefore net

income on which farmers pay social security tax may be léss than

. enough to provide full social security retirement coverage.

I know that you are pressed for time and I want to cht my

- presentation as short as possible. We. do believe that ‘it is only
. equitable that the adverse effects of the 1977 amendments be cor-

Cled.. R [ It . : -
We would urge that. passage of 5295, which recognizes the prior
income aspects of such farm production.-.

i There are other things that do affect farmers, farm families, and
‘gocial security.-We would like at some, time to talk -about the
" special effect of lack of social security coverage on farm women

A

i, -

" social security program gver its 46-year history, although it tock a .
" while for fat;ﬁz%rs to get coyer: ! '

" héve kriown it, and as Congress intended. The® social security =~ .
- gystem is the central pillar of retirement planning for farmers and
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T who often contributé on an- equal ‘basis to farm productioniyet do
not earn social sectirity coverage. But we recognize that your hear-.

A

ing"today is focused rathér closely on this one issue of the retire-. -

mert test and we appreciate the opportunity to- present our views.

R ’*Sex&atdr NELSON' ank you very much.

SR STA’I‘EMENT OF CHARLES EICHENBAUM, CHAIRMAN STANDING"

COMMITTEE ON . RETIREMENT OF LAWYERS, AMERICAN
K AQS%%IIATION, ACCOMPANIED'BY -JAMES O'HARA, CHAIRM@

SUBCOMM'I’I‘TEE ON LEGISLATION OF THE STANDING COM:

. MITTEE ON RETIREMENT OF LAWYERS AMERICAN BAR AS- o

SOCIATION -

' Mt. EicidnsAum, Mr. Chanrn’ian, Senator Dole, we’ appreciafe‘ -’3

the. opportunity to be present’ this-afternoon, We ate here at the -
request of the president of the American Baf Assoclatlon to"urge

the enactment of H.R. 5295 and the Senate counte

rpart
Mr. James O'Hara, who has mtroduced himself mll indlcate to

you the views of our assocjation.
Mr. O’'HArA. Thank you..

I appreciate that you are pressed for tune, so I will keep my.

remarks brief and.summarize the wntten statement that we have

already submitted for the record.
As you al] know by now, H.R. 5295 is noncontroversial. It possed
the ouse on p 383-to-0 vote. We think one of the advantages that

we strong y supported. is section 3 of that bill that achleves tax :

pan y as betweéen the self-employed and the employees.

As the Commissioner of-the Social Security Administration men-‘

tioned earlier, section 3 simpl recognizes an unintended change in *_
ti”xe 1977 amendments. What ﬁ does is it enables the self-employed -

retired individual to receive maximum social security benefits jn
g?:t of the year following his retirement; despite’the fact that after
retirement he may be receiving some distribution from his

former partnership which related to prior services. .

. This places him on an equal footmﬂmth his cou ter]parts in the
corporate sector. Under the present
substantially-all of his social security. benefits despite the fact that
if he were incorporated, or a lawyer down the hall who was mcor-
porated who was in the same position ‘would be receiving social
security benefits merely because of the fact that he-was a' Fart of a
corporate law firm, whereas' the’ unincorporated, self-emp oyed in-
dividual would be loe.eigg -his benefits. - . -

As I mentioned, on 3 would rectify this unintended change
in the 1977 amendments by allowing him‘to-demonstrate that his

tretirement earnings-were with respect to preretxrement serv--

ces that gave rise to the right to receive income. -

That would enable him: -to be ‘treated - as -having ed the-
income when the services .were -actual performed rather than -
under preeant law, being treated as rece ving them only on“actual -

receipt.
We also support eection 4 of thts bxll that rectafies another

he would.he losing all-or

FY
« i

change in ‘allowing: a ‘1-year grace' period for- peo le without' any -

- know. or basis for expecting that the law woul in1

had prxor grace period ections and nowy’ with 3 change, -
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 would be allowed, as with any other individual, to elect one more
2 grace period after the effective date of this bill. .
.. The ABA wholeheartedly supports and urges enactment of H.R.
5205 and has adopted a resolution to that effect in one of its
- meetings in the fall of 1979,
- We thank you fox;ﬁ_?ui- support.
:  Senator NELsSON. Thank you very much, Mr. O'Hara, and I thank
~.you all for taking the time to come and present your statements.
. . 'Thank-you. o
{The prepared statements of the preceding panel follow. Oral
- testimony continues on p. 210.] : ,

DY
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SUMMARY OF PRINCIPAL POINTS
STATEMENT OF WILLIAM C. PENICK

“L e

s«:hl Security Act Amendmernts of 1977 (P.L. 95-216) contained

apparent drafting error which resulted in the unintended re-
duot on or loss of Social Security benefits to certain catogori“ '
of rotluu. inoludinq cn'-. P
Inadvontontly, there has been a :osultant :oduetion ot loss ot
benefits to retired partners or #6016 proprietors who had retain-
ed a debt or equity interest in their firm after retirement, be-
cause of the payment of retirement bsnetitt.

The American Institute of Certified Public Accountants (AICPA)
supports the provisions of H.R. 5295, a bill to amend Title IIX
of the Social Security Act. :

Section 3 of H.R. 5295 would effectively remedy the unintended
and adverse result, as previocusly described. H.R. 5295 appears
to g: the most comprehensive and cost effective solution to the
problen,

The AICPA continues to urge modification of Section 1402(a) (10)
of the Internal Revenue Code so that a retired partner would not
have to pay self-employment tax on retirement income where no
services are performed but where debt or equity in the firm is
maintained.

Subcommittee on Soclal Security
Senate Committee on Finance

April 21, 1980
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STATEMENT OF WILLIAM C. PENICK

ON BEHALF OF

%counting €irm. I appear before you today on behalf of

FPederal Tax Division of the American Institute of
tified Public Accountants. The AICPA has over 150,000

ers and is the national organization representing

%%cgived by self-employed individuals, including CPA's
;other professionals, who operate in proprietorship

v partnership form. We appreciate the chancg to present:
views today on this important issue and commend your

scommittee for holding these hearings.

The Institute supports H.R.5295, a bill to amend
{tle II of tﬁe Social Security Act. Among other matters,
tion 3501 this bill would provide that income attribut-
le to ié?vice; performed, before an individual initially
omes entitled to old-age insurance benefits, shall not
“takén into account (after 1977) in determining gross

_Acoma for purposes of the earnings test. This amendment
“hid'mitiqqtc the unintended and adverse results of recent
ges to the Social Security.law.

3

2
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Specifically, amendments to the 80c1a1v3ecurity Act
during 1977 eliminated the regquirement, in Section 203,
-éhac substantial services be rendered in order for self-
employment income to be included in the earnings test for
social security benefit eligibility. The lncluﬁion of
self-enployment income in earnings, even though no .services-
are rendered, results in a reduction or loss of social
security benefits. We do not belisve this result was
intended by Congress. The substantial hearing record
amassed by the House Social Security Subcommittee and
Committee on Ways and Means on this issue supports this
interpretation. ‘ - - N

Prior to the 1977 amendments, self-employment income ...
was included in the mon;hly earnings test, but only if
it resulted from services rendered during a particular
month. When the 19?7 amendments changed the monthly test
to an annual test, the requirsment that ea&niﬁgs r;sult
from services rendered was eliminated. ' Thus, retirement
income of a former partner who provided no services
were not included in the earnings test priqr io the 1977
amendments but may cause the loss of benefits unéer the
1977 changes. . ‘ B

This result falls heavily on many partnerships and

retired partﬁers. For a number of reasons, .professional
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tgapizations~luéh as accounting firms must operate in
\artnership or proprieﬁorship,form(since they generally

iannot function as corporations. It is tyoical for

wofessional partners, such as CPA's gnd gttorheys,

fter retiring from active practice, to raceive, as part
-z their retirement, compensation amounts for services
rendered before retirement. But, in order for a retired
)g:tne: to receive retirement income and not lose social
_ecurity benefits, a partnership must pay out all of

nis debt and equity interests in the firm. This payout

can.be particularly burdensome for smaller firms, where

=ash may not be readily available to meet this obligation.

This seems contrary to general Congressional concern

hout smaller business entities.

It is also very important to note that there is no

similar restriction on a retired corporate employee who

can invest in, or retain, equity or debt securities of

;La former employer-company without loss of social security

-

benefits. As noted earlier, accounting firms cannot operate

. in corporate form under the laws of most states.

It is important to tecognize that the earnings test
" is. only one element in determing whether a particular
',ingivldual has, in fact, retired from the active puzsuit

1¥$£-h£s or her p:otession. Benefits under the social




sgcdrity system are payable by reason of';n individual-
haviné-concziﬁuted'durinq‘his'aétlvé‘yebré; rather than
on the basis of individual need in relation to income.
iTh§7£act éﬁét'rétired partners continue torfeéeivc
payments from their firms, without rendering further
substantial services, simply indicates they are receiving,
not earnings, but a pension. Such apension is for past
services, similar to social security benefits, which are

related to efforts prior to leaving active employment.

Section 3 of H.R.5295 would recognize this important
distinction between retirement benefits and current
earnings by excluding from the earnings test that

remuneration which is really payment for past services.

A further point with reéard to recired‘partners.
in the context of H.R. 5295, should be clarified either
in the statute or in the Committee report on the bill,
From time to time, it may become necessary for a firm
to consult with a retired partner because of his back-
ground and experience in dealing with certain kinds of
problomﬁ or with certain clients. Such consultation may
take the form of several hopr; or several days. The

statute  should be clarified so that, Ln.a s;tudﬁicn vhere

thoxeiis separate remuneration or no compensation for such 5

consulting, éhcsp‘sa:vice;'woﬁld not adversely affect

"
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the treatment of the retired partner's pension or retire-
bm.ng compensation related to prior services, within the

context of H.R.5295.

‘ We would also like té bring to your attention an
attendant problem. This is the inclusion of pension
: pa}mants to retired partners in earnings for purposes
of the self-employment tax. For several years, the
AICPA has urged that Section 1402(a) (10) of the Internal
" Revenue Code be modified so that a retired partner
wogld not have to pay salf-egploymanc tax on retirement
‘idcpme where nb services are performed but where debt
‘or equity in the firm is maintained. We believe that
this ptoblqﬁ should be addressed at some time in the

context of social security issues,

) This Subcommittee is faced with the problem of dealing
with an apparent legislative drafting error in the 1977
Viﬁendnants to the Social Security Act. This inadvertent
~ error has created unintended and undesirable results. We
i urge the Congress to correct these inequities by enacting
legislation which embodies the substance of H.R.5295, a —
bill which we believe to be the most comprehensive and cost
effective remedy available.
Thank you for the opportunity to appear before you

‘é today and present,our views.
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SUMMARY OF TESTIMONY
PRESENTED 8Y
RUTH E. KOBELL, LEGISLATIVE ASSISTANT
NATIONALTSA#EERS UNION )

SUBCOMMITTEE ON SOCIAL SECURITY
SENATE COMMITTEE ON FINANCE
April 21, 1980

1. The fundamental question facing Americans today Is whether the character of

the Social Security program will be preserved as a social Insurance benefit system

gayat;lic on the basis of prior earnings upon retirement In old age, death, or |
isability. -

2. The Social Security s‘ysun is the central pillar of retirement planning for. most farm
families. But self-employed farming Is a different kind of game then earning wages.

3. The 1977 Soclal Security Amendments, which converted the earnings limitation
to an annual test of retirement for years sfter 1977 provided specisl problems for
farmers, who may retire in one calendar yeor but choose to hold part of storable
farm commodities for sale at a later time. This Is sound financial mansgement
practice. It m, provide nesded additional Soctal Security contributions for farmers
who, because of low farm prices, may not have had net farm Income on which to pay
Social Security tax, thus lowering the level of retirement payments. . R

4. Sale of pre-retirement production should be exempt from consideration »s
retirement Income for Social Security eligibility.

5. The Senate is urged to take prompt legisiative action so that H. R. 5298 similar
legislation can be enacted into law during this session. :

§. Lagislative provision should be retroactive to the beginning of 1978 In fairness’

to those who have been unfal;? impacted by these provisions of the 1977 amendments.
Thi:r Soclsl S:curhy Trust Fund was expected to carry this financial responsibility

prior to 1978, - '

® mmmummu.w.wnhmo&m-mu&amu A

“
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TESTIMONY *
PRESENTED BY
RUTH E. KOBELL -
LEGISLATIVE ASSISTANT
NATIONAL FARMERS UNION

TO THE

SUBCOMMITTEE ON SOCIAL SECURITY
COMMITTEE ON FINANCE
UNITED STATES SENATE

April 21, 1980

Mr. Chalrman and Members of the Committee:

- I am Ruth E, Kobell, Legislative Assistant for National Farmers Union,
' representing a3 mambership of 300,000 farm families who work to produce an
sbundant and stable supply of food and fiber In the heartland of America.

| understand your hesrings today focus on pending leglisiation related -
to the Socisl Security retirement test, and particularly on H. R. 5295, which
was psssed by the House of Representatives on December 19,- 1979, National
Farmers Unilon testified in support of and worked for passage of H. R, 5298
in the House and we apprecists the opportunity to continue our support as
you take up consideration of the issue in the Senate.

Our'organization has been vitally Interested in the Soclal Security
pro?nn over Its entire AS5-year history, even though there were many diffl-
culties and frustrations before the mechanics could be worked out for inclusion
of farmers and farm workers In the program in the 1950's.

In our view, the fundamental question facing Americans today Is whether
the character of the Soclal Security program will be preserved ss we have known
it and as Congress has Intended It.

: Social Securlity Is a social insurance benefit system paysble on the basls of
~ prior earnings upon the occurrence of retirement in old age, death, or disability.

The Social Security system Is the central pillar of retirement planning for
most farmers.

@ Sulwe 600, 1012 14th Strest, N.W., Washington, 0.C. 27255 — Phone (202) 8289724
: -

i
i
"
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Farm familles rely importantly on the retirement income and the survivor
or dependency benefits assured them In the Soclal Security program.

Farming is still one of the most dangerous occupations in our soclety. The -
disabliity Insurance coverage under Social Security is very Important to farmers,
and particularly young farm families who may not have been able to earn very
much Soclal Security coverage, particularly because of high beginning operating
costs of farming and low beginning net income. Adequate disability insurance
coverage for a young farmer who is disabled may well make the difference between
keeping the family together and the farm operation going and the loss of the farm
and the farm family.

We do, of course, have some problems as farmers with the Social Security
system and these are largely assocjated with the fact that self-employed farming
{s s different kind of a game than earning wages. :

There is an almost endless varlety in the number of arrangements In farm
ownership, and particularly in landlord-tenant relationships. It has not been
simple and easy to devise the retirement test for farmers. Thus, a maze of regula-
tions has grown over the years in the matter of *material participation® of a farm
owner in operation and management of the farm after he retires.

Yet, without the "material participation® rule, many farm landiords or retirees
would not have been able to qualify for Social Security coverage and to build an
earnings base. So, while the rule-making may be complex and at times confusing,

a definite guideline Is necessary as an indication of retirement.

Our family farm members have a particular concern with the subject of your
hearing today -- the Issues raised by the provision in the 1977 Social Security
Amendments (P. L, 95-216), which converted the Social Security earnings limitation
to an annual test of retirement for years after 1977.

| am sure you recognize, Mr. Chairman, that a farmer may become eligible
for Social Security coverage and decide to retire from farming in one calendar year,
but hold part of his production for sale at a fater time. We believe that receipts
from such sales should be recognized as pre-retirement income and not applied
against Lhe earned income limits allowed under the annual retirement test as
interpreted by the Social Security Administration under the present legisiation.

When farmers sell such produce, they remit Social Security tax on such
income. The pattern of holding production of storable commodities from year of
production to a later, often more profitable time, Is sound financial management
practice. It may also provide needed additional Social Security contributions for
farmers who, because of low farm prices, may have had years of low or nonexistent
net farm income on which to pay Social Security, thus lowering the level of Sociat
Security payments upon retirement.

Inflation has rapidly increased the cost of farm production, often not reflected
in prices received. It is estimated that inflation has added three times as much to
farmers' production costs as to the prices they receive for that production. There~
fore, net income on which farmers pay Social Security tax may be less than enough
to provide full Social Security retirement coverage.

-2
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Disposition of such commodities may be made in the year following production
or sometimes several years later. We urge that in developing legisiative language,
farm and ranch production and marketing varlations will be taken into account.

Retired farmers across the continent are struggling with the inequalities of
the leyislative effects of the 1977 Social Security Amendments which, as you know,
were signed into law late in December 1977. Regulations were not issued to local
Social Security offices untit May of 1978, Efforts were made to collect Soclal -
Security payments which had been made and accepted in good faith by retirees
during the first half of that year. An arrangement of forglvenes: was finatly
worked out for that early period, but Soclal Security payments for the balance
of the year were withheld in cases where farmers had sold production early In
1977 that exceeded the allowable earning limits. Some of them are still going
through the formal request for reconsideration of such actions, with the work and
exnense of appearances at hearings before an Administrative Law Judge of the
Bureau of Hearings and Appeals.

Soma question of budget exposure has been raised relating to the provisions
which would make H.-R. 5295 retrBactive to the beginning of 1978. The Social
Security Trust Fund was expected to carry this financial responsibility prior to
enactment of the 1977 amendments, and we believe that equity for the individuals
affected require that it be retroactive.

Mr. Chairman, we fervently hope that Members of the Senate wilt find it
possible to move this legislation ahead so that it can be enacted and signed into
law before the expiration of this Congressional session. Further delay will only
complicate the Issues and further undermine the confidence and support which our
citizens have for their Soclal Security program and their government.

Farm families have sey 2ral other concerns about their retirement from active
farming. Many of them wisii to continue to live on their homestead, In the home
where they raised their famlly and tended the land. They want and need to
continue to be active in community life. We recognize that present Social Security
regulations makes clear that this raises no conflict, and we hope this right will
continue to be protected.

Farm families most often keep ownership in their farmland throughout their
lifetimes, even though they lease it out for farming under a variety of arrange-
ments. They hope such arrangements will provide an important part of their
retirement Income. They need to continue to manage that lifetime investment in
land, buildings and perhaps machinery, land improvement, etc., so that it provides
the best retirement income for them. This parallels the situation of a person hold- .
ing stocks and bonds or real property, managing that investment for the best return.
Current regulations have been developed in some detail, as we bave noted, which
address the issue. )

Beyond the management of their property, a farm man or woman may wish to
work for wages for part of the year, using their skills and experience in the occupa-
tion they know best to supplement their income and keep them in the mainstream of
living. Such work would, of course, come under the earning limitations outlined
and governed by law.
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Farm women are under particular disadvantage regarding Social Security

. coverage. A great majority of them cortribute almost full-time labor to the opera-

tion of the farm, but unless detailed legal arrangements are made for payment of
Soclal Security tax in their name, they reach retirement age with no coverage of
their own. If they become disabled In farming, they have no disability coverage.
If they are widowed or divorced in midlife, they must start from scratch to earn

coverage. . mm——

Delegates to our recent National Farmers Unilon convention held in Denver,
Colorado, Marcn 2-6, 1980, adopted a rather wide-ranged policy statement on
Social Security which | have attached to our statement for the record.

We have also attached a brlief historical resume of Farmers and Social Security
Coverage. We hope these will prove useful in the study and deliberations of your
Committee. ’

Attachment {1l is an excerpt from the Claims Manual of the Social Security
Administration regarding Soclal Security Administrative Regulations on Farm Net
Earnings from Self Employment.

We appreciate the opportunity to appear before you today. We will be glad
to try to answer any questions.

Thank you.
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ATTACHMENT I -

PARMERS AND SOCIAL SECURITY COVERAGE

when President Franklin D. Roosevelt on August 14, 1935,
affixed his signature to the Social Security Act, self-employed
farm operators and hired farm workers were not included in the
coverage.

Universal coverage had been the goal of proponents of
Social Security. However, it 4id not prove possible to acceptably
work out the details of how the Social Security tax would be levied
upon persons with chronically low and irregular income, such as
farm operators.

National Parmers Union repeatedly sought, during the begin-
ning years of the Social Security program, to have the benefits
of the program extended to all farm families.

In December 1936, Farmers Union called for action "to glve
the Nation's farmers equality of access to the new Social Security
progranm. "™ R

The original act provided for Social Security benefits to
qualifying retired wage earners. In 19139, the law was broadened
to provide benefits to survivors and dependents of covered workers.

In each subsequent Congress, Farmers Union urged liberaliza-
tion of the program and inclusion of farmers and farm workers. In
1949, President Harry S. Truman recommended universal coverage.

Public Law 81-734, approved in 1950, brought some additional
workers under coverage, extended coverage to some self-enployed
persons, and included some regularly employed farm workers under
coverage. However, to the disappointment of Parmers Union, the
law did not bring farm operators into the program.

The next strong effort was made in 1954, when President
Dwight D. Eisenhower proposed broadening and improvement of the
program.

James G. Patton, president of National Farmers Union,
testifying before a House committee in April and a Senate committee
in July, stressed that "the aged in agriculture face even greater
problems of insecurity than aged in other occupations.” Patton's
statement also urged universal coverage for hired farm workers,
regardless of wages earned or days worked.
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Attachment I (Continued)

Public Law 83-761, approved in Augqust 1954, brought an
estimated 3.6 million farm operators and an additional 2.1 million
hired farm workers into the nrogram. The provisions for farm
operators were favored by the Parmers Union and the National
Grange, but opposed by two other agricultural organizations which
preferred a voluntary system for farmers.

Recognizing the erratic nature of farm income and the small
annual earnings, P. L. 83-761 brought under coverage self-employed
farmers with annual net earnings of $400 or more. Because this
earnings level was so low, farmers were given an option of declar-
ing one-half of their gross income, up to $1,800, as their income
for Social Security tax purposes. 1In effect, this gave these
farmers .the option of paying a higher tax rate than required by
their income level in order to develop a better earnings base.

P. L. 83-761 extended Social Security coverage to all
hired farm workers who earned as much as $100 in wages from one
employer in a year's time.

President Patton, testifying before the Senate Finance
committee in February 1956, urged adoption of the omnibus bill
which was later to become P, L. 84-880. This law permitted a
farm land owner, renting his land to a tenant, to be classified as
a self-employed farm operator (and therefore eligible for Social
Security) provided that he materially participated in the management
of the farnm. -

Currently, the law provides that self-employad farmers whose
gross annual earnings "from farming are under $2,400 may report two-
thirds of their gross earnings (instead of net earnings) for Social
Security purposes. Rent received from a tenant or share farmer
count if the land owner materially participated in the production
and management.

Earnings of hired farm workers count towards Social Security
if the employee receives $150 or more in cash wages for the year
and works for 20 or more days of the year for cash pay.

Public Law 95-216, approved in December 1377, eliminated the
gso-called monthly earnings test (except for the first year of retire-
ment), effective in 1978.

This has meant some complications for farmers who retired
in one particular year, but held over the marketing of some crops
or livestock into a later calendar year. Such a sale might be
large enough to put a retiree over the exempt amount for the year,
regardless of lack of earned income the remainder of the year.
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ATTACHMENT II

EXCERPT FROM
NATIONAL FARMERS UNION 1980 POLICY STATEMENT

Adopted by Delegates to the 78th Annual Convention
Denver, Colorado
March 2-6, 1980

Soclal Securlty

Social Security has become an Increasingly Important part of retirement
and estate planning for farm familles since coverage was extended to farmers
and other self-employed individuals some 28 years ago. They have recognlized
it as an entitlement program to which they have contributed and should be
sssured that the retirement, survivor, and disability eligibility for them and
thelr families is not threatened.

Farmers must continue to be assured the right to retire on their farmstead,
lease thelr farms under conventional arrangements to realize retirement Income
on a lifetime of investment of labor and management, and continue the right to
work and earn supplemental income under the regulations of Social Security
legistation.

Congress and the Administration should be very carsful to preserve the
Social Security system so that the American people will have confidence that it
will continue to provide the benefits and protection which they expected when
they paid their taxes into the system. Benefit cuts should be carefully considered
a'r;d rarely made, especlally thosa which would affect those most in need of protec-
tion,

1. Women and Soclal Security

Recognition should be given to the contribution which women
partners make to the operation and management of a family farm.
Under present law, women who are partners in the operation of a
family farm 2re not covered for disability insurance or survivor
benefits unless husband and wife have pald Social Security taxes
for both as partners. Women on farms are often engaged in the
operation of dangerous equipment and are 3s spt to be disabled
as are men.

We urge the Soclal Security Administration to conduct a survey
to determine how many women on farms are not covered under Social
Security. We also urge the Social Security Administration and the
Nationa! Farmers Union to disseminate information to farm operators
about the way in which women farmers may be covered under Soclal
Security.
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T U (Continued

Excerpt from National Farmers Unlon 1380 Policy Statement
Page 2 -

1. Women and Social Security (Continued)

Social Security should be revised to provide falr and equal
treatment for women workers, and to protect widows who are not
eligible for benefits and who do not have marketable skills, to
assure that women who wish to remain at home with a young
family are not penalized for doing so and to assure that divorced
women are eligible for benefits.

2, Retired and Disabled

Minimum Social Security benefits for retired and disabled
persons are now exceedingly low in relation to the high cost of
living. We urge that minimum benefits be increased.

3. Social Security Financing

We oppose the use of a value-added tax to finance any part of
the Social Security system and we support the use of general
revenue funds to cover shortages in the trust funds or to increase
benefits or revenues in the years ahead. R

The Social Security trust fund should be compensated out of
general revenues for benefits paid out over the years to recipients
who have been "blanketed in” for full coverage without having
contributed throughout their working lifetimes.

We oppose the proposal to tax Social Security beriefits as income.
§. Medicare
We urge that a Comprehensive National Health Insurance

Program be established and that Medicare be brought under such
a program.

$. Government Employees

We urge that members of Congress and all government employees
be brought into the Social Security system,
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- Excerpt froam Claims Manual
social Security Administration
Chapter 15-Self Employment

ATTACHMERT IIX

SOCIAL SECURITY AIMINISTRATIVE REGULATIONS
ON FARM NZT FARNINGS FROM SELF-EMPLOYMENT

1650. A farm owner may enter into a written or oral arrangement
wheraby he agrees to rent the land to a tenant who is to conduct the
farming operations for a definite periocd of time for cash, a share
of the crops, or both, The tenant acquires dominion over the land
and has control over the conduct of the farming enterprise. The
tenant may furnish the supplies and equipment and his work-power,
such as mules and tractors,

Pach of the folluwing elements tends to establish the
existence of a landlord-tenant relationship:

(1) Right to possession of the land:

{2) Right to use the land for his own purposes;

(3) Right to use and possession for a definite period of time;

{4) obligation to pay rent (in cash or crops) : -

(5) Right to aublease;

(6) Right of entry by the landowner is limited to his right

to protect and maintain his property.

Contractual stipulations._which define the owner's right of
entry on the premises to prevent waste, make repairs, etc,, or which
give hia a voice in formulating the farm plan and requiring good
husbandry are not inconsistent with the existence of a landlord-
tenant relationship. These gstipulations, and the sharing of the
cost of seed, fertilizer, pesticides and other expenses incurred
primarily to maintain the fertility of the land and increasing the
crop yield, as well as costs of repairs of buildings, fences, etc.,
are more nearly related to protection and enhancement of the owner's
investment than they are o day-to-day management and operation of
the farm, -

Where a landlord-tenant relationship exists, the farm owner
is receiving rentals from real estate which are excluded from net
earnings from self-employment unless he materially participates in the
production or management of the production of the farm commodities,

Rental ircome froma farm dertved in a taxable year after
1955 is includable in net earnings from self-employrment if the rental
arrangement provides that the o/mer or tenant shall materially
participate and he does mater ially particpate in the production or
in the management of the production of the agricultural or horticultural
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commodities on his land. This provision applies to all type of farm
rental arrangements including cash rent, standing rent (e.g., a
stipulated number of bushels of corn per acre), share rental, and
share-farming arrangements,

1651.2. For rental income to be included in net earnings from self-
employment, it must be derived under an arrangenent {agreement or
understanding) which contemplates that the landlord will materially
participate, Where a writcen agreement specifically providea for the
landlord's participation, this requirement of the law is met. (In the
absence of a specific provision in the witten agreement, rules are
provided for determining if an understanding exists.)

1551.3, What Constitutes Material Participation. The legislative history
of the material participation provision clearly indicates that it was
intended. to include under social security coverage those farm owners,-
who pursuant to an agreement, either engage to a material degree in
physical work relating to farming activities or participate to a
material degree in the management of the farm, Special emphasis was
given to the impirtance in this regard of the farm owner's advice,
consultation and inspection of the activities related to production,

The furnishing cf equipment and the payment of expenses of production
also were stated to be indicative_of participation,

Where any of these tests is met, the landlord is materially
participating:

Test No. l---Where at least two of the following elements (including
at least one nonfinancial elemcnt) exist: periodic advice, periodic
inspection, furnishing a substantial portion of machinery, eguipment
and livestock: and assuming responsibility for a substantial portion of
production expenses,

Test No. 2-~--Making management decisions which may be expected to
significantly affect or contribute to the success of the enterprisa.

Teat No. 3---Performing physical work in the production or maragement
of the production of the commodities raised.

Test No. 4---Doing things which, when considered in their total
effect, show a material involvement in activities related to crop
production. Any activity of the landlord, or assumption of financial
responsibility by him, is counted if it is reasonably related to the
production of a crop.
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SUMMARY

The pasaag; of H.R. 5295 would rectify two major problems
presented by the 1977 Amendments to the Social Security Act by:

(1) Providing that income attributable to
services performed hefore retirement may
not be taken into account for purposes of
applying the annual earnings limitation: and

(2) Making it clear that every Social
Security beneficiary is entitled to apply
the monthly earnings test in the first year
after 1977, in which he or she has at lezst
one non-work month.

Currently, because of certain amendments to the Social
Security Act passed in 1977, income received after retirement
by the self-employed from work performed in years prior to
retirement s treated under the earnings test as income in the
year received--with the result that many retired self-employed
professionals are disqualified from old age insufance benefits
despite the fact they render no substantial services after
retirement. Retired employees, on the other hand, do not face

it

the same treatment; if they can establish that wages were earned
in a different period than received, the earnings are counted for

the period earned. This discrepancy between the treatment of
retired employees and the retired self-employed is inequitable
and must be eliminated.

Further, it should be provided that the monthly earnings
test be applicable in the first year following 1977 in which a
"non-work" month occurs, to provide equitable treatment of

beneficiaries who used the monthly earnings test in a year prior

to 1978 and thereby, without notice of future detriment, were
precluded by the 1977 amendments from using the test again.

H.R. 5295 rectifies both of these inequities and should
be enacted. .
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Mr. Chairman and members of the Subcomﬁittee:

We appreciate the opportunity to present this testimony
to you on behalf 9f the American Bar Association. We are
E. Charles Eichenbaunm, Chairman_of the Standing Committee on
Retirement of Lawyers, and James T. O'Hara, Chairman of the
Subcommittee on Legislation of the Standing Committee on Retire-
ment of Lawyers., We are here at the request of the President
of the American Bar Association, Leonard S. Janofsky, to urge
the enactment of H.R. 5295. This bill, which passed the House
by a vote of 383 to O, provides for equal treatment of both the
employed and the x.t7-smployed in determining eligibility for
Social Security benefits under the earnings test.

An earnings test, whereby old age insurance benefits are
lost to the extent of personal services earnings attributable
to the continuation of work after age 65, at least until age 72,
has been a feature of the Social Security program since its in-
ception and is, in theory, unobjectionable. _ This test exists
because the Social Security system is an insurance or "earnings
rep;acement" program; if an individual continues to work after
age 65 and realizes personal gervices earnings then no earnings
need be replaced and insurance benefits are unnecessary. Income
after age 65 not attributable to personal services actually per-
formed after age 65, such as income from interest, dividends, or
pension plans, however, is not included in the earnings test and

thus does not result in a loss of benefits.
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In its application, however, the earhinga test can become
quite objectionable. It is common, among professional firms,
for retired persons such as lawyers, doctors, or accountants to
receive, fo}lcuing retirement, payments of income for services
which have been rendered in years prior to retirement. These
sums may represent normal fees paid late, contingency fees,
returns of capital, or some form of retirement payment. Since
many professional firms utilize the cash method of accounting,
the receipt of these funds after retirement constitutes self-

employment income when they are received. The ABA believes that

the receipt of income under these circumstances should not cause
a reduction in the Social Security benefits 6[ the retired indi-
vidual.

Until 1978 it did not. Before the enactment of the Social
Security Amendments of 1977, Public Law 9§-216, a retired bene-
ficiary could receive full benefits for every month in which he
did not render "substantial services", even if he received pay-
ments for work done in prior years (usually in the nature of
retirement payments) which brought his earnings over the annual
exempt amount. This method of determining whether earnings dis-

qualified the retiree from receiving old age benefits was known

. as the monthly earnings test. As part of the 1977 Amendments,

howevef. Congress eliminated the monthly earnings test and
required that only the annual earnings test he used in determin-
ing whether benefits are lost. Under the annual earnings test,
a person may earn annual amounts up to a specified level without

loss of benefits. If a person earns more than the annual exempt
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amount, one dollar in benefits is withheld for each two dollars -
of earnings above that amount, regardless of the number of hours
the retiree actually works in any given period. Because income
received after retirement by the self-employed for work performed
in years before retirement is now treated as income in the year
received, rather than the year earned for purposes of the earn-
ings test, the application of the annual earnings test results
in the loss of some or all of self-empioyed lawyers', accoun-
tants' and others' Social Security benefits when the retiree
feceives payments attributable to work performed in prior ;ears.

This treatment of the self-employed professional stands
in sharp contrast to the way the law treats retired professional
or non-professional employees. Under current law, if retired
employees can establish that wages were earned in a different
period than actually received, the earnings are counted for the
period earned, not the period received, for purposes of the
earnings test. Payments made to a lawyer who is an employee of
a professional corporation for past services, then, will not
disqualify the lawyer from enjoying Social Security benefits
wh{le the same sort of payments made to a lawyer who is a sole
practitioner or a member of a partn;rahip may. Clearly this is
a case of unfair discrimination against the self-employed.

H.R. 5295 passed by the House and now before this
subcommittee would eliminaté this discriminatory effect for
all self-employed individuals by excluding from gross income,
for purposes of the earnings test, any income that the individ-

ual can show is attributable to services performed before the

1]
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individual became entitled to old-age insurance benefits. It is
laudable that H.R. 5295 treats all self-employed persons with
equality and grants no special benefits to particular interests.
All self-employed individuals, from insurance agents receiving
renewal commissions after retirement to attorneys receiving either
a return of capital or income based on fees earned prior to
retirement, under H.R. 5295, would not be forced to apply such
income to the annual earnings test, provided such income could
be traced to pre-retirement services. Such a change in the
existing law will constitute at least a small atep in eliminat-
ing the discriminatory treatment of the self-émployed.

Aside from the simple equity considerations inherent in
the elimination of such discrimination against the self-employed,
the ABA believes that it is important generally to reduce the
overwhelmingly tax-generated motivations for choosing a form
of business organization for lawyers, doctors, and other profee-
sionals. While the discrimination between the treatment of cor-
porate employees and the self-employed in the pension plan area
(an item of discrimination which, we hope, the Senate Finance
Committee may soon rectify) may be more significant than the
discrimination addressed by H.R. 5295, it is possible that
either may serve as one of the reasons for choosing a form
of business organization, and that choice will have myriad
ancillary impacts on the professional, his colleagues, and the

community they serve.

-4 -




While these days, of course, it ie important to carefully
scrutinize the revenue impact of all tax measures, the revenue
effect of this self-employment "deferred income" aspect of H.R.
295, estimated to range (were it effective January 1, 1980)
from a loss of $67,000,000 in fiscal 1980 to $33,000,000 in
fiscal 1981, must take into account that suffering the discrim-
inatory impact is, to some extent, elective. The only reason
that the predicted revenue loss has not occurred yet is because
many lawyers and other professionals have, for a variety of
reasons, failed to take advantage of khe existing laws by
incorporating. Clearly, tﬁé possibility of reveﬁue loas cannot
be a justification for inequitable treatment when the potential
for such a revenue loss is already built into the system--to
be triggered by a change in the form in which professionals
do business--when at the same time the government is seeking
to neutralize the effect that the tax code has on the choice
of business organization. For these reasons, the ABA whole-
heaéledly supports H.R. 5295's provisions excluding deferred
income attributable to past services from the earning§ test.

Another but still significant problem created by the
1977 Amendments, and rectified by H.R. 5295, was the effective
e{imination of a so-called "grace year" for any Social Security
beneficiary using the monthly earnings test prior to 1978,

Under prior law, and also, for those beneficiaries who
have never used the monthly earnings test, under the present

statutes, persons who retire in the middle of the year are

-5 -
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permitted to receive full benefits for the remainder of the
year regardless of the amount of their earnings before retire-
ment. Under Social Security Administration's reading of the
1977 Amendments, however, beneficiaries who may have been
semi-retired and used the monthly earnings test in a year
prior to 1978, the year P.L.95-216 went into effect, were
precluded from using the test in 1978 or later and thus were
denied a grace year.

H.R. 5295 corrects this problem by making it clear that
each Social Security beneficliary is entitled to apply the
monthly earnings test-in the first year after 1977 in which
he has at least one "non-work" month. This eliminates the
unfortunate effect of denying a grace period to those bene-
ficiaries who, well before the possibility of the enactment
of the 1977 Amendments was real, unknowingly disqualified
themselves from ever enjoying a full grace year by merely
taking advantage of the law in effect at the time.

It has long been the position of the American Bar
Association that Congress should eliminate all discrimination
in the Internal Revenue Code against the self-employed with
respect to qualified benefit plans and all enmployee benefits.

In respect to Social Security benefits, the American Bar
Association is firmly committed to the objective which is
embodied in the following Resolution of the Association adopted

in October 1979;

-6 -
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RESOLVED, - that the American Bar Assocliation
supports the enactment of legislation that
amends Title IT of the Social Security Act _
to:r 1) provide that income attributable to
services performed before initial benefit
eligibility by an individual entitled to
old-age insurance benefits may not be taken
into account in determining his or her net
earnings from self-employment for purposes
of the earnings test; and 2) make it clear
that every beneficiary is entitled to apply
the monthly earnings test for at leaat one
year after 1977.

For these reasons, we strongly urge the enactment of H.R.

-7 -
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HOUGHTON, TAPLICK & CO.
CERTIFIED PUBLIC ACCOUNTANTS
NP MONQNA AVENLUE-SUITE 707
MADISON, WISCONSIN 53703

TELEARNONE 808 297-6973

STATEMENT OF ROSERT W. TAPLICK
PARTNER, HOUGHTON, TAPLICK & CO.
PRESENTED TO
SUBCOMMITTEE ON SOCIAL SECURLTY
SENATE FINANCE COMMITTEE

APRIL 21, 1980

My name is Robert W. Taplick. I am a partner of Houghtoa, Taplick & Co.
of Madison, Wisconsin. My firm is a local firam of certified public sccountants. [
have bee¢n in the public accounting practice with the seme firs for 48 years and a
partner in the firm for )8 yesrs. There have been three name chm;e; in that
period. I made an election to start my retirement and take my retirement

compensation in May, 1979.

I am here today to support the passage of H.R. 5295. This dbill to
correct certain unintended consequences of the 1977 Social Security Act amendments
should be passed to correct the inequities which were created by the 1977

amendments.

The inclusion of retirement payments from partnerships as self-employment
income even though received in & year vhen no substantial services are performed is
parcicularly discriminatory against the professions of accounting, medicine and law
because until the very recent years these professions were usually practiced in
partnership groups rather than as corporations, It wvas consider4d unethical to
practice bel;ind the corporate shield of limited liability from negligence or
malpractice. Although the passage of service cutpo;'uion legislation in most

states now pacrmits practice in an incorporated group, most accounting practices are

still conducted in partaership form.
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April 21, 1980
Page 2

As a part of most partnership agreements, there is usually some provision
for retirement payments as a fors of deferced compensation for services which have
been rendered before retirement sad are paid for some retirement period even though

ao further services are rendeced.

It seems to me most inequitable and discriminatory that & partaer vho
retires and perforas no further services should have his retirement payments
coasidered as self-employment income which causes the reduction of his Social

Security benefits and are, in addition, subject to additional Social Security

taxes. -

At the same time, an employee of a corporation aay vetire under identical
citcuastances and his retirement benefits are not considered self-employnent income
and do not cause a reduction in his Social Security benefits nor are the retirement

benefits subject to further Social Security taxes.

It is particulacrly iroaic to ;e that those partnerships who have taken
sdvantage of the new service corporation laws to incorporate: ususlly for tax
savings or tax shelter ressons such ‘; group health insursace plans, group life
insuraace plans, qualified pensioa plaas or qualified profit sharing plans, should
also find that they may coatinue unqualified deferced compensation plans with no

problems even though these Social Security benefit problems were aot even

considered vhen the partaerships iacorporated.

{ believe that H.R. 3295 vill reaove the inequities of the law as it is
nov written and place retiriag partners on an equal basis vith others whose vorking

caceers have come to an end.
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Senator NELsoN. Our final panel will be: James Hacking, Ameri-
can Association of Retired Persons, National Retired Teachers As-
sociation, accompanied by Harold Baird and Mr. David Foerster,
Government Relations Analyst, National Education Association.

We are pleased to have you come present the case today.

With whom do we start?

STATEMENT OF JAMES HACKING, AMERICAN ASSOCIATION OF
RETIRED PERSONS AND NATIONAL RETIRED TEACHERS AS-
SOCIATION .

Mr. HackiInG. I would like to start, Mr. Chairman, if I may. I am
Jim Hacking, assistant legislative council for the NRTA and the
AARP. With over 12.5 million members, these organizations are, b
" far, the largest organizations representing the interests of the el-
derly in this country today. -

I am accompanied by a member of AARP, Mr. Harold Baird. Mr.
Baird counts himself among the class of persons who were adverse-
ly affected by the manner in which the monthly aspect of the
earnings test was eliminated by the 1977 amendments.

Mr. Baird also happens to be a constituent of yours, from Eau
Claire, Wis. )

With your permission, Mr. Chairman, I would like to file our
organizations statement for the record. That statement covers the
general issue of the social security earnings test in the context of a
restructuring of social security that our associations would like to
see carried out.

That statement also includes, in some detail, our position on the
manner in which the monthly aspect of the earnings test was
eliminated and on the remedies to repair the damage done thereby
that are contained in the House-passed bill, H.R. 5295.

So, with your permission, I would yield the balance of our organi-
zation’s time to Mr. Baird.

Senator NELsON. Mr. Baird?

STATEMENT OF HAROLD BAIRD, EAU CLAIRE, WIS.

Mr. Bamrp. Thank you, Mr. Chairman and Senator Dole. I am
Harold Baird, age 71 and recentlg retired as a faculty member of
the School of Business of the University of Wisconsin at Eau
Claire, and I am residing in Eau Claire and, as others, I appreciate
the opportunity to appear before you today.

This is in connection with a relatively minor change in the social
security benefit provisions which has produced financial losses to
me far beyond the monthly income benefits promised, but later
denied, by the Social Security Administration.

I will try to be as brief as possible. My written remarks, which
you have, are devoted to five questions which I will eliminate at
this particular time and get right down to the details.

When 1 first retired on March 31, 1974, I was presented with a
copy of a DHEW publication entitled, “Your Social Security Rights
and Responsibilities.”” Among a number of quotations bearing on-
the point that I am going to make are these:

“You don’t have to retire completely to get social security
checks.” “Your checks can be stopped while you are working and
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”gett.iné a regular income from work. Then, as soon as you stop

working, the checks can be started again.”
“s *%* no matter how much you earn, you'll get a full social

; security check for any month you neither earn over $175 as an

employee nor perform substantial services as a self-employed

" person.”

Those are quite clearly written in the English language, but in

‘case anybody had difficulty understanding them, there was an

illustration of Mr. William Gray who worked part of the time, so
much a month, and later had a part-time job of $175 a month and
that ended with a quote, “since Mr. Gray did not earn more than
$175 in any of the months September throuﬁh December, he will
receive the full benefit for each of those months.”

Now, we will shift from Mr. William Gray to Mr. Harold Baird
before you and I received a letter—incidentally, unsigned—from
the Social Security Administration in 1978 which said, and I quote,
“We can no longer -pay you benefits for months in which you do

-not work.”

Let’s go back a little bit. Following my retirement in 1974, 1
received several offers of continued employment. They provided
less income than I had in my previous occupation as an executive,
which was understandable. Some involved moving my place of
residence, sometimes out of Wisconsin. Some did not involve any
change in residence.

One quite candidly offered a lower salary than any of the
others—and I think you know something about university salaries
for beginning faculty members. It had another disadvantage. I
would have to move, but within the State. However, it had certain
advantages.

One was an opportunity to make a contribution to the sound
education of the youth of America and the second was the opportu-
nity to have 3 months of unpaid vacation each year. I want to
make it very clear that the university’s offer was for 9 months of
employment at 9 months of compensation, both the administration
and myself being fully aware of the social security provisions that I
have just quoted.

Now, I am sure that it is clear to everyone here that the deci-
sions which we make in our business and personal lives and the

‘obligations which we undertake are based largely on our confi-

dence in the integrity of the promises that others have made to us.
Our society and business works that way, in mutual dependence.

I mention this because one of the unexpected results of my being
associated with the university was the undertaking of providing a
university education for a deserving student of a foreign country,
providing housing, food, partial tuition, and fees and incidental
traveling expenses far beyond the amount that I would have re-
ceived from social security. _

The point I want to make is if I had not read and believed what
was in that social security booklet handed me, I would not have
been at the university. If I had not been with the university, I
would not have been subject to the possibility of educating this
student.

I am not complaining abont this. I am talking about the integrity
of promises that were made.
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Now, I go to question No. 1. Did I, as a citizen who had paid-~
social security taxes for, by then, over 40 years and was working in

an atmosphere of respect for the U.S. Government, have a right to =

depend on a promise that was specifically given in a booklet spell-
ing out rights and- responsibilities.

Now, I go to question No. 2. It is generally agreed that the
amendments to the Social Security Act made in 1977 improved the
act. Opinions differ, however, on whether the removal of the
monthly earnings test was intentional or inadvertent. .

Now, I have in my files a letter from Mr. Nelson Cruikshank,
Counsel to the President on Aging, in which he says, “Personally I
am in agreement with your view with respect to the change in the -
retirement test. This change, I feel, was a mistake and got slipped
into the 1977 amendments which, on the whole, vastly improve the
social security system.”

Another letter in my files, from Mr. Frank Crowley, Executive
Director of the National Commission on Social Security, refers to
certain unintended results of the amendments and he specifically
refers to_the counterproductiveness of the removal of the monthly
test in cases similar to mine.

It seems to me that if the removal of the monthly earnings test
was slipped in or was unintentional, then it should be easy to
correct through the passege of H.R. 5295. However, there is some
other information in my files. This came from an assistant to the
Commissioner.

He indicated that the removal of the monthly earnings test may
have been deliberate, for he mentioned that it was due to a few
abuses of the social security system. He mentioned specifically
teachers who were receiving a full year’s compensation but were
working only 9 months of the year.

This did not apply to me. I was receiving 9 months of compensa-
tion for 9 months of work.

This is the first time in my life that I have ever been accused,
even inferentially, of abusing anything or anyone. So I tried to
figure out that, as long as I was being penalized as an abuser, just
who I was abusing and what constituted that abuse.

. Obviously if I had remained retired in 1974 and had taken no
offers of employment I could not have been accused of abusing the
social security system. I would have been simply using it for the
purpose for which it was intended: to provide retirement income
after age 65 for those who were fully qualified.

So obviously then my abuse consisted of accepting part-time em-
ployment. Now, what happened there? Well, one of the things that
happened was that I knowingly forfeited 9 months of social secu-
rity compensation, rounding it off at $400 a month 9 months a
year, for $100 a month, $3,600 a year, 2 years 1978, 1979—$7,200
that the social security did not pay me.

Another thing—I was again subject to the payment of social
security taxes, otherwise unnecessary, roughly £900 in 1978, over -
$1,000 in 1979,

So there is $1,900 that flowed into the system that otherwise
would not have flowed in matched by my employer, making a total
of $3,800 in and $7,200 less coming out. -
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_But that is not all of the abuse. I also subjected myself to higher
Federal and State income taxes totaling at least $4,000 a year for
the 2 a'ears which is another $8,000 and so that brings us up to
$19,000 more into the Government, or less coming out to me.
. If that constitutes abuse of the social security system, Mr. Chair-
man, I think that we speak a different language in Washington
than in Eau Claire, Wis. ,

Now, let’s get down to question No. 4—and I will skip this. It
refers to discrimination as between governmental employees and
civilian employees but this is covered so beautifully in the April 21,
1980, issue of U.S. News & World Report. That is a fairly current
issue today, but I will skip my remarks entirely.

SeBut I do recommend that article for the consideration of the
nate.

So my final question is simply this: If the unilateral cancellation
and revocation of this written promise to me by an official agency
of the U.S. Government stands without correction, then how can
any citizen taxpayer. past, present or future, place reliance on any
statement or any promise that is made by the U.S. Government?

This is the thing that is of most concern to me. Obviously I have
survived for the past 2 years and I have not missed too many
meals. But the big thing that has happened in my case is what can
I depend on that comes out from the U.S. Government?

I will grant you that sometimes integrity has a price. This is not
in my written remarks, but I thought of it as I heard the testimony
of the Commissioner. Sometimes integrity does require a price but,
in my opinion, integrity is worth that price.

We have heard of the crisis of confidence in Government. I did
not coin the phrase.

In my considered opinion, crises of confidence just do not happen.
They are caused, and they are caused by broken promises.

I appreciate the opportunity to be with you and I appreciate the
personal letters that I have received from many members of your
committee with whom I have communicated and your courtesy
extended to me today.

Thank you very much, very sincerely.

Senator NELsoN. Thank you, Mr. Baird.

Too bad you still are not teaching there.

Mr. BaIrD. I am retired under the university’s age-70 rule. I am
carefully refraining from taking any other employment this year.

Senator NELSON. I was just going to say, I have a son who is a
freshman up there. He could have used the benefit of your wisdom,
if you had stayed there.

r. BAIRD. | have been invited to come back to teach the person-
al finance class in summer school this year. -0 ‘

Senator NELsoN. That is exactly the course that he needs.

Mr. BAIRD. I have heard a number tell me that, and I would be
very glad if he would join my class this summer.

Senator NELsON. I will put him in summer school if you will
teach that course.

Mr. Barp. Thank you very much.

Senator NELsON. Thank you for coming. If we could get enough
people guilty of the kind of abuse that you are, we could balance
the budget very quickly.
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Mr. Bamrp. I might have made that statement myself.
Senator NELsoN. Thank you very much.
Mr. Foerster?

STATEMENT OF DAVID H. FOERSTER, GOYERNMENT
RELATIONS ANALYST, NATIONAL EDUCATION ASSOCIATION

Mr. FoersTER. My name is David Foerster, Mr. Chairman. We
appreciate the opportunity to present a very brief statement this
afternoon.

You have our complete statement. I would ask that it be inserted
in the record.

Senator NELsoN. It will be printed in full in the record.

Mr. FoersTER. Thank you.

I would say that Mr. Baird is a very hard act to follow and much
of what we have said in our statement reflects the concerns that he
has presented to the committee this afternoon.

I would just elaborate on a couple of points very briefly.

The NEA represents 1.8 million professional educators. We be-
lieve it is important to note that the vast majority of our members -
are public employees. Their coverage is made possible under the
law by agreements with the States and HEW. The termination of
coverage for public employees is of prime concern.

What Mr. Baird referred to as a crisis of confidence is occurring
:\I‘vithin our membership and particularly within States such as

exas.

With respect to the retirement test, we want to say that NEA
supported the 1977 amendments in so far as they addressed the
pressing question of how to insure the future solvency of the trust
funds. We accepted what we understood to be the intent of section
303, which eliminated the monthly earnings test and placed the
earnings limitation on an annual basis, except for 1 grace year.

We understood that the purposes of these changes were to sim-
plify the test, to end the differential treatment of people who had
similar amounts of annual earnings with differences in their
monthly work patterns after retirement, and last but not least, to
effect a degree of savings to the OASI trust fund.

We mentioned the crisis of confidence. Teachers are becoming
extremely disturbed and we are hearing every day from teachers
who view the legislation of 1977, particularly section 303, as unduly
punitive and arbitrary. ;

We have found that the administration of this program has been
arbitrary, particularly with respect to the retrospective application
of the retirement test. We had a meeting with Commissioner Wort-
man in 1978 to protest the interpretation of HEW of this law. We
were told—these were his words—‘“There are some shinkickers
every time we change a law.” Shinkickers.

We went to the first hearings in the House on H.R. 5295 and
heard Commissioner Stanford Ross say that inequity is the price
we often pay for change, and we reject that argument totally.

We reject the interpretation on a retrospective basis of Public
Law 95-216 by HEW and we are pleased to find that the adminis-
tration has introduced legislation which Mr. Driver supported
today which has to do with separating the filing for medicare from
the filing for retirement benefits.
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We would conclude by saying that we support the provisions of
H.R. 5295, the entire bill. We are pleased that the OASDI cost
estimates provided by the actuary on January 29, 1930, and those -
printed in the bluebook, are substantially below the original esti-
mates when the House began the consideration of this bill.

We urge that this committee report H.R. 5295 favorably and in
language concurring with the stated intent of the House.

ank you very much, Mr. Chairman.

Senator NELsoN. Thank you very much, Mr. Foerster, and we
appreciate all of your taking your time to come here and present
your case which I think is most meritorious. I hope we will be able
to make the appropriate adjustment in the law.

Thank you.

- [The prepared statements of the preceding panel follow:]
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SUMMARY

NRTA-AARP support prompt passage of H.R. 5295
to correct major, unforeseen problems created for
several categories of social security beneficiaries
by the 1977 elimination of the monthly earnings
limitation. Certain self-employed individuals, per-_._ _.
sons receiving child's, mother's or father's benefits
and many older workers with irregular work patterns
were harmed by this abrupt change in the law. Our
Associations strongly believe that the remedy adopted
by the Committee must be complete so that all
classes of injured beneficiaries are treated equit-
ably. No single group should be assisted at the
expense of others. In addition, benefits lost by
individuals due to SSA's retrospective interpreta-
tion of the 1977 change in the law must be restored.
H.R. 5295 meets these objectives.

Regarding legislative proposals to eliminate
the earnings test, our Associations 'are in agreement.
We want the test abolished because we believe it is
costing our society more than it is worth by dis-
couraging older Americans from working. Instead .
of imposing employment barriers and disincentives
for the elderly, our government should encourage
them to work. Promoting work would generate addi-
tional tax revenue for the Federal Government, the
social security system and for state and local
governments as well. The productive capacity of
our nation's older persons would also contribute to
the size of our GNP,
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Mr. Chairman and Members of the Social Security
Subcommittee, the National Retired Teachers Association
and American Association of Retired Persons appreciate
the opportunity to testify this morning. You are to be
commended for holding hearings soon on the House-passed
bill (H.R. 5295) and other legislation to remedy problems
caused by the 1977 change in the social security law which
attempted to eliminate the monthly earnings test except
in the first year of retirement. NRTA-AARP strongly

support prompt passage of H.R. 5295. The Associations,

however, recommend technical -- kut nonetheless important --

changes to improve and clarify the intent of the bill.

I. BACKGROUND INFORMATION

Before 1978, social security had a monthly earnings
test in effect. Individuals could receive benefits --
regardless of their yearly earninqs -- for any month in
which they did not perform substantial services in self-
employment or earn more than one-twelfth of the annual
exempt amount. These were called "Non-Service" (NS)
months. The 1977 Amendments replaced thoe monthly test
with an annual earﬁings test, except for the first year
of retirement. Proponcnts cited three major reasons for

backing this change:
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© rt would simplify the earnings test;

o 1t would end the different treatment for people
with identical annual earnings but varying monthly work
patterns after retiremeﬁt; and

0 1t would save money.

However, remedial legislation is necessary now

pbecause the new annual earnings test has created major;,
unforeseen problems for several categories of peneficiaries.
Persons receiving mother's and children's benefits, for
example, have encountered unintended difficulties with

the new provision, as have older people entitled to
Medicare. Farmers, insurance agents, and others have been
adversely affected by the elimination of the substantial
services test for the self-employed. Thousands of people =~
many who are members of our Associations -- have lost
-benefits because of the Administration's retrospective
interpretation of the new annual test. The Social Security

Administration (SSA) defined the year of retirement for

application of the montﬁly test as the first year in which
a NS month occurs. Under SSA's definition,

a NS month occurring prioxr to passage of the 1977 legis-
lation could trigger a pencficiary's first year of retire-
ment and deny that beneficiary the use of the monthly test
protection in his or her actual ycar of retircment if it
occurs after 1977. Consequently, the year that the monthly
earnings test is available to be uscd may not necessarily

be the fixst year of actual rctircment.
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The problems caused by the retroactive implementation
of the new annual earnings test were intensified because
the 1977 amendments became law on December 20, 1977 =--
less than two weeks before the change became effective.
SSA-was unable to provide its field offices with revised.
operating instructions until the legislation had been
reviewed and all questions concerning implementation had
keen resolved. Thus, some people did not discover until
late in 1978 that they were not entitled to benefits which

they had already been receiving for several months.

The House Ways and Means Committee report accompanying
H.R. 5295 points out, "No clear guidance can be discerned
from the committee reports or floor debate on the question
of prospective or retrospective application." However, the
Administration opted for a retroactive application -~
largely to save money ~- without fully considering the
equities of the situation. The net impact is that we have
a classic example of a "change of the rules in the middle
of the game" thch defeats the rcasonable and justifiable

expectations of people.

We agree that the statute is writéen ambiguously.
After carcefully reviewing the legislative history though,
we have concluded that the Congress did not intend the 1977
change to havera retroactive effect. Section 303(b) of the
1977 law states that the provision "shall apply only with

respect to monthly benefits payable for months after
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4,
December 1977." The implication here is that the provision
would take effect after December 1977, thereby making the

eyistence of a NS month in a prior year irrelevant.

The House Ways and Means Committee report which ac-
companied vite 1377 Aiendments (Report No. 95~702(1), Octo-
ber 12, 1979) includes two references which would squest<
that the entire provision was to become effective after
December 1977. First, the report states (page 15) that the
effective date of the legislation is "Taxable years after
1977." Moreover, the report says that the bill converts
"the retirement test to a strictly annual test for years
after the initial year of retirement." Second, the report
adds (page 50):

"This provision would assure that a beneficiary

who retires after earning a substantial amount

in the year of retirement would get benefits for

the months in that year in which the beneficiary

actually was retired."”

Older teachers have been especially hard hit by the
reirospective interpretation, since they typically work nine
or ten months a year. Quite often, they are paid only for
the months in which they actually teach; their salaries are
not prorated over &he calendar year. In the past, téachers
age 62 or over elected early retirement and collected social
security benefits during the summer months in which they had

little or no earnings. Other teachers age 65 or over filed

63-893 0 - 80 - 15
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for benefits solely to establishment entitlement to Medicare
and thereby incurred Ng months because of their irregular
patterns. SSA district office personnel advised teachers
and others similarly situated to file for receipt cash bene-
fits during NS months. Many teachers who retire now in the
middle of the year cannot receive social security benefits
for the remainder of that year because of a prior NS

month which océurred before 1978. 1In effect, they are de-

nied their first year of retirement.

II. H.R. 5295: MONTHLY EARNINGS TEST LEGISLATION

Our Associations strongly believe that government has
a duty to treat its citizens fairly. Lawmakers must be mind-
ful of legislative changes which may have the unintended ef-
fect of "pulling the rug out"™ from under people who cannot
reasonably be expected to change théir retirement plans in
order éo accommodate an abrupt change in the law. Our
Associations are not saying that a law can never be changed
once enacted. We do believe, though, that any changes should
be made so that the reasonable and justifiable expectations
of existing and future beneficiaries are fully protected by
lengthy transition periods in which changes can be gradually
phased-in. Discussion of each of the four sections of HR

5295 follows.

A. Prospectively Applying Provision to Eliminate

Monthly Earnings Test

The retroactive application of the 1977 provision had




223

6.

‘the effect of catching many social security beneficiaries

Unaware and without adequate opportunity to make personal

decisions to adjust to an annual earnings test.

Section 4 of H.R. 5295 would help to remedy this problem
by allowing all beneficiaries to use the monthly earnings
tést in at least one Year after 1977, 1n our opinion, Sec-
tion 4 is the one of the most significant sections of the

bill and we would OpPpose any efforts to delete it,

In order to assure repayment of benefits lost during
the 1978-80 period by persons adversely affected by the 1977
change in the law, our Associations suggest that language be
incorporated in the bill or the Committee report directing
SSA to pay back benefits lost to these individuals,
Report languége similar to that used in the Ways and
Means Committee report accompanying HR 5295 (#96-537) at
Page 7 could be utilized. fThis language follows: "as a result,
People who lost social Security benefits under the retrospec-

tive implementation would have their benefits restored.”

If the Committee desires to make even clearer that re-
Payment of lost benefits jig intended, it could incorporate

in the appropriate section of the bill the following language:

"The Secretary of Health, Education, and Welfare shall
certify to the Secretary of the Treasury for payment from
the Federal Old-Age and Survivors Insurance Trust Fund,

and the Secretary of the Treasury shall pay from such



Fund in a lump sum, to any individual who after 1977
suffered deductions from benefits on account of work
under section 203(b) of the Social Security Act in
excess of the deductions which he or she would have
—~ guffered if the amendments made by this Act had been
incorporated in section 303(a) of the Social Security
Amendments of 1977 at the time ofrits enactment and
who files application for payment under this sub-
section in such manner and form as the Secretary of
Health, Education, and Welfare shall prescribe, an

amount cqual to such excess.”

B. Permit Separate Applications for Cash Benefits

and Medicare

The 1977 law also adversely affects other grouns of
beneficiaries such as people 65 or older who continue to
work, but €file an application for social security benefits
solely to establish entitlement for medicare hospital
insurance, even though they are ineligible for cash benefits
because of the annual earnings test. If these individuals
have an uneven or irregular earnings pattern (for example,
teachers, seasonal workers or self-employed individualsy
or suffer a brief illness which temporarily causes theﬁ to
stop working for a month or more, they will involuntarily
incur non—serv{ce months during a year that is not tbeir

first year of retirement. Thus, a person's so-called




"grace year" can be triggered by an isolated month of no
.earnings or low earnings. In some cases, this NS month may
have occurred years before the 1977 provision was effective.
When this person actually retires, he or she may need to
wait until the followin; year to receive social security

benefits because the monthly test is not available in the

year of retirement.

The Associations support the House provision which would
authorize separate applications for social security benefits
for the nondisabled and for hospital insurance in order to
reserve the "grace year" for the year of actual retirement.
NRTA-AARP also support the House measure which would, in
effect, reinstate Medicare benefits for people who have
withdrawn their applicatiohs for social security and Medicare
benefits in order to reserve their "grace year" for another
year. Section 2(c) of H.R. 5295 seems to provide this by
permitting affecteé individuals to apply separately for cash
and Medicare benefits on a retroactive basis. We urge the
Cormmittee to include report language similar‘to that used in
the Ways and Means Committee report that would clearly
indicate that any benefits lost by this group of beneficiaries
because they had been unable to make separate anplication for

Medicare would be refunded to them.



C. Restore Monthly Earnings Test In Year Certain

Benefits Terminate

Elimination of the monthly aspect has also adversely
affected persons receiving child's, mother's or father's
benefits. Generally, these people are likely to enter the
work force in the year that their benefits end. If their
earnings exceed the annual ceiling they must pay back all
or a portion of their prior benefits. Frequently, these
beneficiaries simply do not know what their earnings will
be, or whether they<;i11 have any earnings at all later in
the year. Requiring them to pay social security benefits re-

ceived earlier in the year discourages them from working and

often imposes a serious financial burden.

H.R. 5295 would restore the monthly earnings test for
the year that child's, mother's, or father's benefits
terminate. Moreover, the provision would apply retro-
actively to Januvary 1978 to protect persons who lost bene-
fits because of the 1977 amendments. NRTA-AARP urge

the Subcommittee to approve this provision.

D, Exclude Incomes Attributable to Services

Before Retirement

The conversion to an annual earnings test except in
the first year of retirement has creatcd serious problems

for self-employed insurance agents, farmers, and partners in
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professional firms. Prior to 1978, self-enployed persons
could receive social security benefits for any month in
which they did not perform substantial services. In general,
individuals are considered to engage in substantial services

if fhey work more than 45 hours a month in self-employment.

However, many self-employed persons are losing all or
part of their social security benefits now because they
receive post-retirement income from pre-retirement work

effort. Under present law, the proceeds from prior work

1
are generally counted as income for social security and

income tax purposes in the year of receipt. When the
monthly test was in effect, these retired self-employed
persons could receive their full benefits provided they

did not work more than 45'hours per month in self-employment.
However, the elimination of the substantial services test

causes serious problems for:

® Retired self-employed insurance agents who receive
renewal commissions, which, in many cases, were planned for
retirement purposes.

¢ Parmers who reccive proceeds from the sale of crops
which they raised prior to their retirement.

° Retired partners -- such as lawyers and accountants --

who receive a return on their prior capital investment.
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H.R. 5295 would treat deferred income substantially
the same for employees and the self-employed. The net
impact is that income attributable to services performed
before an individual first becomes entitled to social
security retirement benefits would not be counted under
the earnings test. The Associations urge the Subcommittee
to make this provision retroactive to January 1978 -- as
the House-passed bill did -- so that benefits can be paid
back to persons who lost benefits resulting from the change-

over from the monthly measure to the annual test.

E. Need for Complete Remedy

The Associations have also been asked to comment on
several other bills to remedy specific problems caused

by the 1977 change in the earnings test:

o 5, 248 would exclude from the earnings test self-
employment income of farmers who sell their crops in a year
after they retire.

° 5. 1498 and S. 2083 would exclude self-employment
income attributable to pre-retirement work from the
earnings test.

° 5. 1554 would exempt renewal commissions of in-
surance salesmen from the earnings test.

i ° g, 2034 would exempt royalties and insurance renewal
commissions attributable to pre-retirement work from the
earnings test, as well as self-employment income of farmers

who sell their products in a year after they retire.
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Our Associations do not oppose any of these bills. We
would, however, orefer to see them expandéd to cover all
‘monthly aspect problems, instead of focusing only on issues

“related to the self-employed.

We believe that the legislative remedy must be complete
;80 that all classes of injured beneficiaries are treated
equitably. No single group should be assisted at the expense
of others. Each class of adversely affected beneficiaries

has a meritorious claim which needs prompt action.

NRTA and AARP urge the Subcommittee to develop a complete
remedy (similar to that provided by HR 5295) for the unforeseen
and unintended effects resulting from eliminating the moﬂthly
earnings test. Equity and fair play provide compelling
Varguments to take this corrective action now. H.R. 5295,
.which received overwhelming and bipartisan support in the
House, provides a reasonable and not overly costly approach

to remedying the major problems created by the 1977 elimination
of the monthly test. The estimated cost of H.R. 5295 has been
scaled down substantially under new revised estimates by the
Social Security Administration's actuaries. We ask that a
recent SSA cost estimate of H.R. 5295 for fiscal years 1980

to 1985 be printed at this point in the record. SSA's gctuaries
also project that H.R. 5295 would have a negligible long—ranée
cost. Our Associations urge the Subcommittec to act promptly

and favorably on H.R. 5295.
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IIX. PROPOSALS TO ABOLISH THE EARNINGS TEST

In addition, the Associations wish to commend the Sub-
committee for holding hearings on three Bills to abolish the
earnings test completely:

° 5. 1287 would repeal the so-called "retirement test"
in 1982 for beneficiaries.SS years or older.

° S. 1418 would repeal the earnings limitation in 1980
for individuals 65 or older.

° S, 2208 would phase out the earnings ceilings for
persons 65 to 72 years old over a six-year period by re-
ducing the upper age limit for application 6f the test.
Beginning in 1980, it would be reduced from 72 to 70. There-
after, it Qould be reduced annually by one year until it
would be completely phased out for persons 65 years old in

1985.

The Associations have a long-standing policy of favoi-
ing elimination of the retirement test for people 65 years
of age. We support this position fully and vigorously now.
Although we recognize that this goal may not be legislative-
ly attainable at this time, given prevailing political and
budgetary thinking in Congress and the Exccutive Branch, we
still believe that over the long run eliminating the test
will be financially beneficial to both the economy and the

social security system.
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our Associations want the retirement test abolished
because we believe it is costing our society more than it
is worth by discouraging older Americans from.working.
Instead of imposing employment barriers and disincentives
for the elderly, our government should encourage them to
work. Promoting work w&uld generate additional tax revenue
for the Federal Government, the social security system and
for state and local governments as well. The productive
capacity of our nation’'s older persons would also contribute
to the size of our GNP. The Associations strongly believe
that our Nation should develop Eomprehensive policies to
maximize job opportunities for all Americans, whether they

“are young, old, or middle-aged.

Social security's long-range financing problem is at-
tributed in large part to changing demographics. The ratio
of workers to beneficiaries is now more than three to one.
By 2030 it is projected to be only two to one. Given this
trend, we believe the earnings test will cost society even
more in the future since much of the presently projected
.long-range deficit could be reduced by pronoting employ-
ment opportunities for older persons, and reversing the

trend toward early retirement.

Four major arguments are often cited by those who
oppose abolition of the earnings test. The Associations

welcome the opportunity to respond directly to those points.
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First, opponents contend that abolition would be
costly to social security, which is already under severe
financial strain. Recent SSA estimates place the first-year
cost at $2.1 billion in additional outlays if the test is
abolished for persons 65 to 70 years old in 1982. This ar-
gument, however, completely overlooks the cost to government
and for our economy as a whole of retaining the test. Unfortun-
ately, the Administration has provided no official estimate
of that figure. We, however, have calculated that if 1
million older personsvre-entered the labor marked on a part-
time basis, the increase in gross national product would ex-

ceed SSA's $2.1 billion cost estimate -- even if these people

worked at the minimum wage.

opponents also fail to take into account the additional
federal and state income tax and payroll tax revenues that
would be raised from repealing the earnings test for people

65 or older.

An article -- entitled "Tax Impact from Elimination
of the Retirement Test" -- in last September's Social

Security Bulletin reinforces this important point. The

authors, Josephine G. Gorden and Robert N. Schoeplein of
SSA's Office of Research and Statistics, conclude that
elimination of the retirement test for workers 65 to 69
years old would generate an extra $678.6 million in payroll
taxes and $977.8 million in federal income taxes. This
additional revenue -- totaling $1.656 billion ~- would

offset 79 percent of the $2.1 billion SSA has estimated




that it would cost to repeal the earnings test. This study

provides further compelling evidence that retaining the test
is costing society more in lost tax revenues and contri-

butions to the GNP than it would cost to repeal it.

Another related study by the Urban Institute -- entitled
"The Aging of America: A portrait of the Elderly in 1990" --
reaches a similar conclusion. This study assumed certain
changes in soci?l security -- namely, a small decrease in
early retirement benefits, a future increase (from 3 to 5
percent) in the delayed retirement credit, a liberalization
in the earnings limit (achieved by reduciﬁg the benefit
reduction rate from 50 to 40 percent) -- and a reasonably

expanding economy.

Based upon tﬁese assumptions, the authors suggest
£hat social security costs and tax rates would be lower
(despite the liberalization in the earnings test) than
under present law. At the sanme time, projected income
levels of the elderly would be 12 to 38 percent higher
because of their increased earnings. The authors said,
nThe major conclusion of this study is that it may be
possible to rcduée the tax burden on the working population
and increcase the income going to the elderly, through
changes in the retirement incentive structurce to delay

retirement.”
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Second, opponents contend that repeal of the retirement
test would transform social sccurity from a social insurance
to an annuity program. They maintain that social security is
designed to replace lost earnings because of three contingen-

cies: retirement in 61d age, death or disability.

Our Assoc}ations believe that this type of fundamental
change in social security is absolutely essential in order to
prevent it from being overwhelmed by obvious demographic,
economic, labor force and other trends. Social security must
respond to these trends and be transformed into a system that
encourages and rewards work effort, especially on the part of

older persons.

Third, opponents maintain that removal of the earnings
test would provide a windfall for affluent professionals.
However, these people constitute a tiny fraction of the total
number of beneficiaries who would bhenefit from removal of the
test. Our Associalions believe that it is illogical and unfair
to retain a test which penalizes low- and moderate-income olderxr
Americans simply because sone well-to-do pecople, who typically
have paid the maximum into social security throughout their
working lives, would also benefit from repcal of the ecarnings
limitation. Work may provide the only mcans for Low-
and moderate-income beneficiaries to supplement their social

security.
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Today, many low and moderate-income older Americans de-
liberately hold down théir earnings or drop out of the labor
market rather than suffer the harsh penalty -- a 50 percent
tax on earnings above $5,000 a year -- that the present test
imposes. Since these people do not actually have their social
security benefits reduced, they are not counted as potential
beneficiaries of eliminating the test. If they were, it
would be even more apparent that low- and moderate-income
older Americans are the real beneficiaries, and not a com-

paratively small wealthy elite.

Fourth, the retirement test is defended in some quarters
as a means to promote employment for younger workers. This
is shortsighted, though, because the present number of jobs
in our economy is not fixed. Our economy should have suf-
ficient elasticity to accommodate more workers. The number
of jobs in our economy depends, to a large degree, on fiscal

and monetary policiecs. .

Surely a nation with a gross national product coxcceding
$2 trillion can manage its cconomy and be innovative enough
to provide job opportunities for all Americans, whether they
are young or old. Our nation jis not so bankrupt in ideas
that we cannot wcrk to solve the employment problcms of

younger and older workers alike. oOur cconomy has becen able
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to provide jobs for an increasing number of workers in the
past, and it can do so in the future when proportionately
more Americans will be older Americans. This capability
was well illustrated during the past decade, when employ-
ment opportunities were created for millions of women who
entered or reentered the labor force, as well as for the

post World II “"baby boom" generations.

Our Associations favor repeal of the earnings test
because:

o xt-would, in fact, bencfit large numbers of low- and
moderate-income elderly persons by removing one of the major-
barriers for older Americans who want or need to work.

® The existing limitation imposes a substantial cost
on taxpayers through the loss of gross national product and
tax revenues -- costs which can-no longer be overlooked or

ignored.

We consider elimination of the test to be an essential
first step toward a comprehensive restructuring of the social
security benefit structure so that it strongly encourages
effort. At this time, we agree with the pending legislation
which eliminates the test only for persons age 65 and over.
This is an appropriate first step since repeal of the test
for persons under age 65 could have the perverse ceffect of
encouraging early retirement. 1In this same spirit of in-
crementalism, we recognize that the "cost" of rémoving the

test may necessitate a phased-out approach.
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one phase-out option could be to make ad hoc increases
in the exempt amount beginning in 1983 for persons 65 to 70
years old. Under present law, the earnings ceilings for
older social security beneficiaries -- now $5,000 a year for
{ndividuals 65 to 71 years old -- is scheduled to increase
by $500 a yeariuntil it reaches $6,000 in 1982. 1In addition,
the upper age limit for the test will be reduced from 72 to
70 in 1982. Thereafter, the exempt amount will rise propor-
tionately in accordance with the average covered earnings under
the program. Based on the most recent estimates, the exempt
amount for beneficiaries 65 to 70 is projectedAto rise auto-

matically after 1982 as follows:

1982 ' $6,480
1984 $7,080
1985 $7,800

(Source: Social Security Administration)
Under one possible option, the exempt amount could be

phased out for older persons according to this plan:

1983 $7,000
1984 $8,000
1985 $9,000
1986 Eliminated for bencfici-

aries 65 years or older
This would minimize the "cost"™ impact on the system,
and that impact would be postponed until 1983. During

this time the Congress will have an opportunity to strengthen

63-893 0 -~ 80 - 16
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the financing of the 0ld Age and Survivors Insurance trust
fund. This phase-out approach is similar to that used in
Sen. Laxalt's bill (S. 2208). However, we believe it makes
better policy sense and is administratively more simple to
gradually raise the ceiling rather than lower the age at

which the test no longer applies.

In addition to repealing the earnings limit gradually,
other changes within the social security system are needed
to help reverse the elderly's declining participation in the
labor force and to reduce their degree of dependency on public
programs for income maintenance. Additional work incentives
within social security need to be created for two reasons.
First, they are needed to counter the strong work disincentive
which exists in the current procedures used to update wage
records of workers who delay their retirement date past
age 65; and second, once the test is eliminated, added incen-
tives will be nceded to keep older persons fully working and

off the social security rolls.

With regard to the first point concerning benefit
computation procedures, it appears that the manner in which
wage records are indexed under the new decoupled indexing
procudurces works to strongly disadvantage persons who delay
their retirement date. The new indexing procedurcs resulting

from the 1977 legislation can substantially reduce the




bencficial effect of continued work on the retiree's eventual

benefit amount because during the process of calculaiing a
worker's AIME, the worker's earnings records are updated (or
indexed) only up to the year in which the worker reaches age
60. For work after that year, earnings records are not indexed,
but used at their actual dollar value. Obviously, the longer
the Qorker waits to retire, the more out-of-date his post-age
60 earnings records will be and the less influence those

continued earnings will have on increasing his eventual benefit

amount.

Regarding the second point concerning the need to provide
strong incentives for older persons to work and delay their
retirement date in the context of repcaling the earnings test,
our Associations recommend that this Comm{ttee consider a sub-
stantial increase in the delayed retirement credit -- at least
to the actuarial level of appréximately 7 to 8%. Under present
law, individuals who Slect not to receive social security
benefits because they continue working beyond age 65 are
entitled to a l-percent bonus for each full year of delay
between age 65 and 72. In 1977, Congrecss raised the delayed
retirement credit to 3-percent per year for pcople who bccome
65 in 1982. We believe this 3% bonus, however, docs not provide
sufficient encouragement for individuals to work beyond 65,
nor does it compensate the older worker for the adverse

indexation proccdures described above.
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If Congress decides to eliminate the retirement test,
this 3% credit would certainly not be large enough to cause
older workers to delay filing for benefits since with repeal
of the test they would be able to work and receive full
benefits at the same time. We believe an actuarially-related
delayed retirement credit, however, would provide a reasonably
strong incentive for older persons to elect to delay receiving
benefits. And raising the credit to an actuarial level in the -
year the test is repealed would entail relatively low costs.
These costs would be far lower than they would be if the

credit were raised before eliminating the test.

Therefore, to reverse the elderly's declining labor
force participation and early retirement trend, our Associa-
tions recommend that two major changes be made in the social
security benefit structure: elimination of the retirement
test and raising of the delayed retirement credit to at least
an actuarial level. These two changes should be linked together
so that we can encourage more older persons to work and at
the same time give them a reasonably strong incentive to

delay receiving full benefits.

In the long run, work incentives through social sccurity
will benefit the system given predicted demographic trends.
This incentive approach to dcaling with the demographics is

clearly preferable to such drastic measures as raising the
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age to 68 for receipt of full benefits. And in the short
" yun, our nation will benefit from the skills and productive
capacity of older persons as well as from the adiditional

revenue and growth in GNP their work effort will generate.

V. SUMMARY

In summary, our Associations urge the Subcommittee to
report out all the provisions of H.R. 5295 promptly.
Approximately 185,000 persons will benefit from enactment

of the four provisions in H.R. 5295, including:

e 50,000 if the conversion to an anhual earnings test
except the first year of retirement is applied prospectively;

° 100,000 if the monthly measure is restored in the
year benefits terminated for children, mothers and fathers.

° 20,000 if income attributable to services before
retirement is not counted under the earnings test.

e 15,000 if people can make separate applications for

cash benefits and medicare.

°

Wa further urge that either the bill or the Committee

report be clear in directing SSA to pay pback benefits to
persons adversely affected by the retroactive application

of the law.
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- We also recommend that the earnings limitation be
repealed for beneficiaries age 65 to 69. This objective
could be achieved gradually and should be linked to pioviding
an actuarially-related delayed retirement credit beginning in
the year the test is repealed. This combination of social
security changes should encourage older persons both to

continue working and to delay receipt of their full benefits.,




STATMeNT

of
HAROLD W. BAIRD

before the

S3IATE FINANCE COMGITTEE

SUBCOIMITTES ON SOCIAL 33CURITY

on
PROPOSALS TO ANEND THE

.
MONTHLY MBSASURS OF RSTIAENENT

April 21, 1560



244

Mr. Chaimman, and distinguiroed :l:mbers of the Soclal Security Sud-

cormitteo:

My name is Harold W. Baird, age 7{, Social Securlty No. 350-09-4009,
recently retird as Lecturer in the School of Business, Uriversity of Wisconsin-

.

Eau Claire, and residing in bau Claire, Wisconsin,

.
I appreciate this opprtunity to appear before you today to present ay
personal views on the unfortunate effects of a relatively minor change in the
Social Security benefit provisions which produced financial losses to re, far
beyord the monthly income benefits promised, but subsequently denied, by the
Social Security Adaministration, I shall try to be as brief as possible, and

confine my remarks to five simple questions, rolating to)

1.7 Whether a citizen who pald Social Security taxes for some 31 years
prior to his first retirement, at the then-mandatory age of 65 in 197'4,_
had a "right" t:) depend on a pronise made to him by an official
agency of the UBi.ted States government in a bocklet setting forth

both his "rights and responsitilities”.

2. Whether a relatively minor change -- the elimination of the "monthly
earnings test" -- was intentional or lnadverteat.
3. Yhether this (or any other) Social 3ecurity taxpayer, wio had fully

qualified for rotirenent benefits under the xules in effect as of the
date of his retirement, and who had aeticulously complied with all of -
the responsibilities set forth in the government-prepared ,booklet,
should be accused, even inferentlally, of "abusing" the Jocial Security
systom through a decislon to return to covered employment on a paxt-

time basis.

4, Whether gross discrimination is, or is not, involved in the widely

differing treataent accorded this tax-paying “civilian" employee, as




246

2,
contrasted with official assurances of- »granifatherinz” of povernment

eaployees who might bo adversely affocted by future changes in the law.

§. Whether, should the inequity to which I shall refer remain uncorrected,

-

any Soclal Security taxpayer can place rellance on receiving ths bene-
fits promised -- and, if not, whether a proper caveat should not be
i1ncluded in all Social Security literature, so that citizens nay be

encouraged to provide, for theaselves, fuaranteed benefits,

Please permit me to be specific, based on ay personal (and costly) ex-

perlience.

'lher; I l;euxed, the first tinme, on March 31, 1974, I was presented with a
copy of Disd p&ﬁlicatlon No. (8SA) 73-10077, entitled: “four cocial Jecurity
Rights and Responsibilities." Among a nuaber of quotations bearing on the point
at issue were: ‘

/7'You don't have to_retirs completely to get soclal security chacks.™

"Your checks can b:e stopped while you are working amd getting a regulax

income from work. Then, as soon as you stop working, the checks can te
started azain."

w.... no matter how much you earn, you'll get a full soclal security

check for any month you neither earn over $175 as an eaployee nor per-
form substantial services as a self-employed person."@

Even though the above quot.au;ms are clearly expressed, there followed on

page 21 of the document the illustrated case of Hr, William Gray. Quotings

w41111an Gray ... worked full time fron January through august and earned
$650 cach month. During this perlod his socfal security checks were
stopoed... In August, Hr. Gray declded to stop working full time anmd to
take a part time job which would pay only $175 a month. 3ince Hr, Uray
did not earn mora than $175 in any of the months, September through

Docembor, he will recelve the full benefit for each of those nonths.”
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3.
Now, let us shift from Hr, Williim Grayi whom I assume 1s hypothetical,

%o Harold Baixd, appearing before you at this moment, to whom the Social Security
Adainistration said, in 19781 "... we can no longer pay you benefits for months

in which you do not work.”

During the year following my retirement in 1974 i received several
nfeelers” and a few specific offers to rejoin the ranks of the employed. Most
of these were for full time employment., The salarles mentioned were consideradly
lower than my former salary as an executive, which was understandadle. ome
would have involved changing my residence; others not. One, which involved a
substantially lower salary than any of the others, and which had the added dis-
advantages of requiring me to move, sell amy former residence, and pay a substan-
tial capital galns tax, nevertheless had several attractive advantages. This
was the offer to Jjoin the faculty of the School of Dutiness of the University
of Wisconsin-iau Ulalre. In addition to the advantage of contriduting to the
sound education of somg of America's youth, a personal advantagn was to have
three months of free .tl‘ime each summer for travel. I want to make it expllicitly
clear that the contract offered, and which I accopted, was for nine months of
eaployment, at nine months of inconme. Faculty who teach durine the "Interim”
and/or Summer School courses receive additionral income for thoso services,
However, both the University Administration and I were fully aware of the soclal
Security rule quoted earlier, and they apreed not to request me to teach the

Sumner classes.

I an sure that it is clear to everyone in this chamber that in both our
personal and our business or professional lives the proamises wo are adble to
make to others depend, 1in large part, upon the integrity of the promiges others
have made %o us. Our modern, civilized, society depends on such confidence, I

mention this because orne of the unexpected results of my being assoclated with
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a fine University was the undertakinz of providing a colleze education -- food,
* housing, basis tuition and fees, and soae incidental travel and other expenses
of & deserving foreign student (friend of my wife) who had qm.ll.fied for a
partial scholarship. This would never have oocurred had I not accepted the
. fuulty position which, in turn, would neve;;;o oecurred without the provision
in the Soolal Security "Righte" booklet which I interpreted as encourazing part
tine employment and promisingi *you'll get a full soclal security check for any

month you neither eamn over $175%, etc.

Now, as to Question No. { -- Did I, as a citizen who had paid Social
Security taxes for, by then, over forty years, and who was reared in an atmos-
phere of respect for ths United States government, have a right to depend on

the integrity of the proaise to which reference was nade?

Now, as to Questlon Fo. 2, .1t is generally agreed that the amendaents to
the Social Socuruy Act; made in 1977, were genarally beneficial, Upinions seem
- to differ, hovever, on'\:hebher the removal of the monthly earmings test was
intentional or lnadvortent. In ay files 1s a letter from Hr, llelson K, Cruik-
shank, Counsellor to the »Presldont on Aging, in which he sayss "personally, I am
in agreement with your view with respect to the change in the retireasnt test...
This change I feel wvas a nistake and it got slippoed into the i97? uendne.nu,

which on the whole vastly improved the social security system,”

Another letter in my files, dated Septeaber 18, 1979, is from ilr, Frank
Crowley, Executive Director of the National Coamieslon on Soclal Security, in
vhich he refers to "certaln unintended resulta of the amendment®, specifically
referring to the counter-productiveness of the removel of the monthly sarnings

test in cases simjlar to alne.

It seons to me that if the removal of the mnonthly earnings test was
"glipped into" the anendment, and produced =anintended™ results, it should be
a simple matter to cortoct. through passage of H. R. 5295.
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Other information in my files, tiils frem an assistant to the Commissloner,

indicates that the removal of the monthly earnings test may have been deliber-
ate, for he mentioned that it was dus to a few “abuses™ of the Sociall Security
systea, He specifically mentioned teachers who were receiving a full yeax's
compensation, but were workint only nine months of the year. This did not apply
in my case, for as I have mentioned I received nine months of compensation, for

nine months of work.

This was the first time in my life that I had been accused, even inferentially,
of abusing anyone or anything, and as long as I was belng ;_unished for being an
wabuser”, I trled to figure out who was being abused, and to what extent. First,
as I am sure vnll. would agree, had T stayed "retired”, on a full time basi's, after
197%, and accoﬁted no employment offers -- as many of my acquaintences have done --
then I certainly could not have been accused of abusing the System. I would
sinply have been using, not abusinsn Soclal Security for the purpose for which
it vas desimed, to proyide a basic floor of retirement income protection after
age 65 for those qualii‘iylng. Hy "atuse", therefore, cleavly was in my declsion
to return to work, and on a part time basis, as I had interpreted the “dights®

booklet to encourase,

What, then, were ths effects of this *abuse”? The first itea was my know-
inrly and willingly forfeiting Social Security retirement income for the nine
months of the year during which I was cnployed, Using rounded and approximate
figures, let us assume this income to de $#00 a month, for 9 months, or 53,600
in .uch of 1978 Khd 1979, for a total of $7,200 the Social Security Adninistra-

tion did not have to pay me.

The second itea was the renewed payment J')f social Security taxes, other-
wise unnecessary, amounting to somewhat over 3900 in 1978 and over ¢1,000 in
1979, for a total of over 1,900 paid into tho system {and used to provide bene-
fits for those not electi.rg to work, and thus not abusing the eysteu). This $1,900+

was matched by my employer (vhich, otherwise misht have been available as income
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6.

‘to me), brinzing the inflou into the -'yatem to over $3,800, and the total of

the decreassd -outflow plus increased Inflow to over $11,000,

Then, QMh not directly related to Soclal Security, but related to the
_Federal goverrment and the State of Wisconsin werw the increased personal incoae
taxes, roughly estimated at about $4,000 a year for each of 1978 and 1979, or
$8,000+, bringing the financial advantage to government to more than $19,000,

‘Por that “atuse”, I was being punished by being denied the roughly $400 a month

- promised, but not pald, during June, July, and August of 1978 and 1979, & total

of about $2,400 -- and a small fraction of the other losses (lower salary, capi-

tal galns tax, and educational expenses) incurred in dependence on the integrity

of the specific proalse of the United itates GCovernment, and illustrated in the

case of the hyp:otheucal Hr., ¥illlam Gray.

If what I have outlined represents an "abuse™ of the Social 3ecurity System,
I an sorely afraid that povernaental officials in dashington and at least this
ex-faculty meaber in Wigcénsin speak different lanzuages. Hence my Wuestion bho. 3;
o)

does part time work coniti'.uto an abuse of the Systea?

Hy next question, relating to discrimination, arose out of my being assigned
to teach a class in "Personal 7inance" at the Unlversity, one of the topics be-
ing "Social 3ecurity”. Thinkling that I mizht be considered as prejudiced, due to
the personal experlence related, I requested that the Public Relatlions represen-
tative of the local Social Security Office address my Class. ile cooperated

_beautifully, showed the Jocial Jecurity motion picture, ard offered to answer

queations. Among tho questions asked by students (with no prompting froa me) were:

“How can we be sure that, after paying Social Securlty taxes for 40 or 45
years, the promised bencfits will actually be paid us?" and "If Soclal
Security is so good, why is it that governnent eaployees are not coverad

under the Act?”

The young man's answer to the first was that my students were sure to
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xecelve the benefits promised them, br.cause the System was supervised by the
United States Congress, amd the Congress would never let them down, As to the
second question, the youns man stated that, in his opinion, govomne.nt eaployees,
including himself, should be covered by the Act, He stated, however, that a

nuaber of the older government employees objected because the benefits they
would receive under 3ocial security would be less than under their present
plans. He went on to add that they need have no fear about this, however, for
in any change in the law which might bring reduced benefits they would doubtless

be "grandfathered”.

I have seen the same assurance of grandfathering given by former Commissioner,

Stanford Ross, quoted in an interview in U. 5. News and World Report.

This leads to my Question No. &, as to whether the proaised grandfathering
of government employees, as contrasted with the retroactive application of the
adverse change affecting civilians -- who were given no time to revise their
plans -- does not repre_‘seht gross discrimination? kven the "detired Army Bulletin”
did not publish Anformation on the "Change in the Social Security Law”, and
comment on the elimination of tho monthly earnings test, until its July-August,
1978, editlon. Those, such as myself, who sizned x:eneval teaching contracts
terminating in Hay of 1979 would not have done so -- and, instead, would have

retired in December of {978 -- had reasonable notice of tha chanre been furnished.

Wow, as to my final question, lio. 51 If the unilateral revocation of the
written proalse of an officlal agency of the Unlted states government should
stam, without correction, can any citizen taxpayer, past, prosent or future,

depend on any promise, in g{x governaent publicatfon?

de have all heard of the current “crisis of confidence" in government.
In ny considered opinion, crises of confidence do not Jjust happen; they are

caused by troken promises.

1 greatly appreciate the thoughtful responses several meabers of this
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rsﬁﬁcmttn have made to my letters relating to this subject, and they have
mentioned that H. R, 5295, already passod by the House, was to be considered

§y this Senate Committes. I also appreciate your courtesy extended me today,
"un I r;spectfully< urge unanimous apgoval of this legislation by your Committee,
leadinz to its proapt passage by the full Senate.

Again, thank you, most sincerely,
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Soms individuals attaining age 65 prior to 1978 filed for Medicare
Part A coversge in 1977 or before. Many of thess people worked under
state plans vhich cut off group hospitalizatfon coverage at age 65. In
order to secure Medicare, these individuals filed good-faith clafas, only
to find that these claims triggered the inftial year undsr the provisions
of Public Law 95-216. .

KEA seeks enactmeat of HR 5295, as passed by the House of Rspresent-
atives on Decemder 19, 1979, in order to correct i{nequities resulting from
the f{mplementatfon of Sec. 303 of PL 95-216,
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"Mr. Chairman and Membars of the Subcommittee:

My asme is David Foerster and 1 am a Government Relations Aaslyst with the
Nstioaal Education K¥aoctation. “We appreciate this opportunity to testify on
legislation which fs designed to correct certain problems with the social security
earnings limitatioan that have arisen since enactment of Public Law 95-216, the
Social Security Amendmeats of 1977;

Much has been written about the geceral fear across the land that vhea people
reach retirement age, social security will have "gone broke' and the benefits
{odividuals have counted oa during their entire working careers will noc be there.
This coacera has been expressed by many teachers, vhose salaries and retiremeat
benefits traditionally have been very low. )

We believe it is important to note that becsuse the ovexvhelnxu'g majority of
our members are public employees, their coverage is made possible under the law
through sgreements between the states and HEW, 2ad that the terminatica of coverage
for public enp}oyeu {s a growing concern. We koow thac many teachers have lost
confideace la social security because of the widely publicized fiscal problems
which the 1977 amendments and subsequent legislative proposals have attempted to
solve. But the erosion of confideace amoag teacher is excerbated by what many
consider punitive legislative or administrative polic{es, such as those related
to the retirement test, and the continued discrimination against wowen in the
program. Some teachers are so disenchanted with the social security program that
they would gladly drop their coverage i they could, and it is becomiog increasingly
difficult to persuade these individuals that coantinuation of coverage is in their
best interest. We are also concerned that some public employers are seeking to
terminate coverage for their employees as a device to save taxpayer dollars. The

NEA Representative Assembly has sdopted positive policies with respect to social
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security, and in a current resolution {fnsists ocn a tefetendun that would require
a majority of affirmative votes of those employees eltgible to vote before a
govarnmental agency files notice of fateat to withdraw from the program. We have
sought, through publications aod in meetings throughout the nation to explain what
is happening in social security and to learn more about the perceptiocns and ex-
periences of teachers in the retirement area. The first attachment to this state-
pent shows the history and patteras of social security Ecovaruge for teachers. The
second attachmeant sets forth the resolutions pertain(n;\ to social security as
adopted by the Represeatative Assembly 1o 1979, These d\\ncumeu!s reflect positions
that have been standing NEA policy for several years.

With respect to the retiremeat test, we want to say €irst that NEA supported
the 1977 amendments insofar as they addressed the pressiog question of how to
ensure the future solvency of the trust funds. We accepted what we understood
at the time to be the inteat of Sec. 303, which eliminated the woathly eatn-tngs
test and placed the earnings limitation oa an annual dollar test, except for one
"grace year." We understood that the purposes of this change were (a) to simplify
the test; (b) to end the differential treatment of people who had similar amouats
of aannual earnings but differences fn their monthly work patterns after retirement;
and (c) to effect a degree of savings to the OAST crust fund.

The moathly earnings test was kept available in the first year of retirement
since a person might actually retire at any time of the year and would need a
monthly test to prevent bis or her earnings before entitlement from affecting
lontir.lemen! to beaefits after retirement in that year. In making this change,
however, certain categories of beneficiaries whose ianterests fall outside the ratioa-

ale for the change were adversely affected. Many teachers have been hurt by the
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sdainistrative decisioa of HEW to interpret Sec. 303 on a retrospective rather
than prospective basis. Aod uady other teachers have suffered loss of bensfits
because of a techaical oversight ia the law which triggers the grace year whea-
ever an individual attaioing age 65 files for Medicare coverage.

The decision to apply the faftial year of retirement concept ut!occ:iul}
was made by HEW {a April, 1978, almost four moaths after Public Law 95-216 becama
.f(;ctivc.' As a result, many newly retired persons lost social security benefits-
16 1978 and 1979, and wore {ndividuals stand to lose benefits over the next
four years, Further, admiaistrative policy creates Eut;u'e hnrdohlp; for maay
" Americans who ars still working but who, for a variety of reasoas, had filed
for social security benefits for nonservice mooths in years prior to 1978. A
significeat aumber of these workers had been counseled and urged by the Social
Security Administration to file for benefits in previous years and had been

assured that they would aot suffer future losses of benefits, Uoder current

policy they will lose beaefits when—they-sctusily vetire.— —
A technical problem resulting from the intreductiocn of the grace year pro-
vision affects both past and future Medicare recipieats who continued to work or
will contimue to work in the future beyond age 65. Under current lav, those
{odividuals trigger the grace year by applying for Medicare at age 65 and then
haviog one aon-service wonth during their remaining working 11&: This provisioa
will affect every educator who continues to teach afcer age 65 through no fault
of his/her own because of the breaks during the summer months between semesters.
0f course, seasonal workers, a.dumn, and other American workers might have
an {solated month of no earnings after 65 and would also be affected.

Mr. Chairman, we are pleased that the House of Representatives unsnimously
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approved HR 5295, a bill to correct the uniantended effects of Sec. 303, oa
December 19, 1979. The report of the Ways and Means Committee (H. Rept. 96-537)
makes {t clear that the intent of the legislation is to provide for prospective
application of the elimination of the monthly earnings test, and that all benefi-
ciaries would have the use of the moathly test in at least one year after 1977.

As a result, people who lost social security benefits under the retrospective
{mplementation would tave their benefits restored. HR 5295 corrects the technical
problem with respect to Medicare Part A by providiag for separate applications

for social security cash benefits and Medicare benefits. NEA supports the provisions
of HR 5295, aod ve are pleased that the OASDI cost estimates provided by the SSA
Gtfice of the Actusry on January 29, 1980, are substantially below the original
projections in the Ways and m;ns Cumittee Report. We urge chat this Committee
report HR 5295 favorably, with language concurriag with the intent of the House.

. For the Commitctee's ‘iufomacion wve have attached to this statement several
letters from teachers who have sought NEA's help in resolving the problems arising
from the i{mplementation of Sec. 303 of Public Law 95-216.

Thack you.




ATTACHMENT I
Source: NEA Research

NEA Research Memo ' . " October 1979

POTENTIAL TERMINATION OF SOCIAL SECURITY:
GUIDELINES FOR EDUCATION ASSOCIATIONS

Social Security® coverage has been made available for teachers and all public employ-
ees of states and their political subdivisions through amendments to the Social Security Act
in 1950, 1954, and 1956. The coverage is contracted only through agreements benween the
U.S. Secretary of Health, Education. and Welfare and the stares. Under these agreements,
each state decides what public employee groups will be covered, subject to provisions in the
federal law that assure retirement system members a voice in the coverage decision. Under
these provisions, 70 percent—8 million out of the |2 million state and local employees—are
covered under Social Security. (This equals 9 percent of the total enrolled in the system.) Of
4 million employees who are not covered, 250,000 are in occupations excluded from cover-
age. Most of those not covered under Social Security are covered under a state or local
retirement system. :

"Referendums on Coverage

From 193$ to 194¢, the first 1S years of the existence of Social Security, public
employees were excluded from coverage. In 1950, however, amendments to the Social
Security Act made public emplovees eligible for coverage if they were not already covered
by a state or focal retirement system. At that time public school teachers in every state were
covered by a state or local retirement system. Therelore, for teachers to become eligidle for
Social Sscurity coverage, it was necessary for a state to abandon its retirement system. Eight
states did do this; but each later readopted a retirement system, i addition to the Social
Security coverage. . o

Legislation enacted in 1954 made Social Security coverage available to state and local
government emloyees covered under retirement systems. (At their own request, police and
fire fighters continued (o be excluded from coverage.) The 1954 amendments stipulate that
the majority of all eligible members of a retirement system must vote in favor of cover-
sge—notjust the majority of those members casting a vote. These amendments still apply for
referendums on coverage. If a majority vote for coverage, the state coverage agreement may

. then extend to atl services performed by employees in positions covered by the retirement

system—including future as well as current employees. Under these provisions, states may
also authorize statewide referendums or may authotize local districts or counties to hold
tocal referendums. :

“8The technical name of the program is Old-Age, Survivors, Disability, und lcalth
Insurance (0ASDIN), known eadlice by shorter titles, .

.
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Divisional Mcthod

Further refinement of the referendum procedure came as a result of the 1956 Social
Security amendments, which permitted in cerfain named states the division of a relirement
system into two employee groups—those who wanted Social Securily coverage and those
who did not. Those wishing coveragze thereby came under Social Sccurity subject to the
provision that all future members were automatically covercd under Social Security.

Amendments to the Social Security Act have authorized 20 state governments to cover
their public employees by the divisional method. Those states and the year each was named
are as follows:

1956 . 1957 1960 1965
Florida California . Texas Alaska
Georgla Connecticut

Hawail _ Minnesota 1961 - 1968
New York Rhode Island

North Dakota New Mexico IMinols
.Pennsylvania 1958

Tenncssee 1964

Washington Massachusetts

Wisconsin Vermont Nevada

Of the above states, Alaska, Connecticut, Massachusetts, Nevada and Rhode Island

have not implemented the authorization. In addition, only some teachers in Georgia, New

. Mexico, Texas, and Vermont are covered by Social Security on a counlywide or districtwide
basis. In California, teachers are not covered, although other public employees are covered.

} .
Methods of Integrating Social Security Coverage

When entering the Social Security program, each state system chose one of three paths.
The first—then known as supplementary—was simply additive. The system plan was not
changed at all, and Social Security was merely added to it.

The second path involved reshaping the state or local law as an offset or envelope plan.
All or some propartion of the employvee’s primary Social Security benefit was subtracted
from the amount specified by the system’s formula to determine its net payment.

The third was adoption of a coordinated plan (known in private industry as an inte-
grated formula). : .

litegration by offset plon. Three state systems originally offset part or at} of the Social
Security benefit against the benefit due from the retirement system. The retirement system
paid the difference between the Social Security benetit due, or 3 percentage of it, and the
benefit that the teacher would be eligible for under the retirement system.

Coordinated plan. Originally, the Social Security benefits of 15 systems were coor-
dinated bul not offset. Several systems continue to use the coordinated formula. For ex-
ample, one system prevides a retirement allowance, using the following formuta: 1.25
percent of final average compensation not in excess of $5,600, plus 1.50 percent of such
compensation in excess of $5.600. Another method for computing benefits exctudes a fat
amount of salary as being subject to mandatory contributions and subtracts this amount
from final average salary. .
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Recently, several bills that would coordinate Social Sccurity with the retirement bene-
fit have been introduced in state legislatures. The trend resulted from the rapid escalation in
the basic Social Securily benefit. i

Under the coordinated plan, a teacher could receive retirement benefits in excess of
final average salary. For example, a teacher who retired after 40 years of service from a
system with a fixed 1.75 percent formula factor and who had a final average salary of
$10,000 would rcceive an annual retirement benefit of $7,000 from the systein. I a teacher
and spouse are also eligible te receive:a monthly Social Security benefil of $320 (53,840
annually), the combined retirement bénefit would be $10,840 a year—S840 a year more
than final average salary. It is rare, however, to find significant numbers of teachers with 40
" years of service at retirement; 20 years of service is a more realistic average. By assuming 20
{;a;;gf service in the example above, the annual combined retirement income would be

» ol 1}

.. f

Extent of Coverage Today

Some or 311 teachers in 38 states—an estimated 75 percent of all instructional personnel

In elementary and secondary public schools—are now under the Social Security program.

Table 1 shows the states where teachers are covered by Social Security and the types of

- coversge provided; Table 2 shows that two local retirement systems provide fully supple-

mental coverage; four systems provide coordinated coverage; and two systems provide cover-

age on the divisional basis by the offset method. The state and local retirement systems that
do not provide Social Security coverage are shown in Table 3.
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TABLE 1.-SOCIAL SECURITY COVERAGE OF PUBLIC SCHOOL TEACHERS

37 State Retirement Systems

Effective date of

Stale coverage Type of coverage
] 2 3
Alabama......... o 1955 Supplementary; statewide
Asizora ooiievannn 1953 Supplementary:statewide
Arkansuas ..... PSRN 1961 Coordinated: slatewide
Delawzre ..ooverenns 1983 — Supplementary; statewide
Rorida® ........ cees “ 1970 Supplementary; statewide
Georgia ....eiinnnn 1956 Supplementary; local option: limited application
Hawmaii ...... . 1956 Supplementary; divisional; limnited application
171,V 1956 Supplementary; statewide
Indiana ...........n 1955 Coordinated; statewide
| 3 SN 1951 Suppleinentary; statewide
1955 Supplementary; statewide
1956 Supplementary; statewide
1955 Coordinated: statewide
1960 Cootdinated: timited application *
1951 Coordinated; statewide
1955 Supplementary; ocal option; limited application
1955 Supplementary; statewide:
New Hampshire ...... 1957 Cootdinated: statewide
New Jersey .....coen 1955 Supplementary:statewide
New Mexico....oonen 1955-56 Supplementary:local option; limited application
New York .......... 1958 Supplementary; divisional: limited appliction
Nosth Caroling .. ..... 1955 Coordinated: statewide
North Dakota ....... 1955 Supplementary:local option: limited application
Oklahoma .......... 1955-56 Supplementary :focal uption: limited application
Oregont w.ovvevaias . 1951 Coordinated; s atewide
Pennsylvania ..... s 1956 Supplementary or offsel; Jivisionallimited application
South Carolina ...... 195S t Coordinated: statewide
South Dakota ....... 1951 Supplementary:statewide
Tennessce ....... . 1956 -Cootdinated: divisional: limited application
Texa$ovoerraananans 1956 Supplementary:local option: limited application
Uuah ..... 1983 Supplementary; statewide
Vermoat coeveiceans 1963 Supplementary:local option: limited application
Virginid c.ocaoennnnunn 1951 Cooutdinated: statewide
Washington ....cvvuee 1952 Supplementary:sratewide
West Virginia ........ 1956 Supplemientary ; statewide
Wisconsin ..ovnnnns 198$ Coordinated:; divisional: limited application
Wyoming ..... . 1951 Supplementary: statewide .

OEsaBihed in 1970 to intadl all public employees: provides mandatory Soviat Scvwrity cuverage o members.
Teachers who chose 10 remain in the former teachers’ relitenwal systeni are pot covered By Soctd Sccurity.
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‘ TABLE 2.-SOCIAL SECURITY COVERAGE OF PUBLIC SCIIOOL TEACHLRS
Eight Local Retirement Systems

Full supplementation: Coordination: Divisional:
No modification of exisling Existing revitement system * Basis offset
retirement svstem modified to adjust to OASDIIT ‘ -

1 2 3
Des Moines, Jowa, 1953 Kansas City, Missouri, 19559 Knoxville,

Tennessee, 1963
Duluth, Minnesots, 1957 Omaha, Nebraska, 19SS
New York, New York, 19562 Milwaukee,

Wisconain, 19559

Portfand, Ocegon, 1955

L0 wpplemmul tnd codrdinated 1y pu of coverage are provided.
fset for service before September I, 1958, retroactive to Janvary I, 1955; supplemental for scevice sfter
&plenbell 1958 .

TADLE 3.—1€ACHER RETIREMENT SYSTEMS THAT DO NOT HAVE SOCIAL SECURITY
COVERAGE

13 State, 4 Local

State system Local system
1 2

Alaska? ' Denver, Colorado
Gilifornia? CGhicago, Dlinois
Colorado ’ Minneapadis, Minncsota®
Connecticut? St. Paul, Minnesota®
Diinols
Kentucky
Lovisiana
Maine

. Massachusetts®
Missouri
Nevada?
Ohio -,
Rhode Island®

SAuthorized by amendments 1o Lhe Social Sevurity Act to 1dupt OASDIY on a divisioral basia, but have not

Alinnesols Mas coordinated Social Sccurity coverape on s divisional dasis: But no cuverage ls provided in
BGnnespolis and St. Paul




263

ATTACHMENT 1I

Resolutions Passed by the 1979 HEA Pepresentative Assembly

E-7. Social Security

The Nationat Education Association believes
that Social Security shou!d be aviilabis to e'ici-
ble teachers vihere cesired, but shall norbe man-
dated. Contracts with Social Security should
provide for supplementary plans rather than
integrated or coordinated plans.

The Association also believes that teachers
who are preseatly covered under Social Security
should strive to remain in the program. It insists
on 2 referendum What would require a majority
of affirmative voles of thosa eligible to vote
before 8 governmental agency files notice o
withdraw from the program. |f the employee
organization votes against withdrawal, coopera-
tive educational and legistative campaiigns to
forestall withdrawel should be organized and
coordinated with other public employee groups.

The Association urges the reform of Social
Security laws to eliminate offset provisions that
ae discriminatory and discrimination based on
mx, marital status, or time of retirement and to
reduce the retirement 2ge. No benefit promised
or no benefit for which money has been col-

lected should be withdrawn without adequats -

replacement.

The Association {urther belleves that Social
Security retirement and susvivor benefits shouid
be based upon the Social Security program and
Social Security 1axes. Health and disability pro-
grams should be removed from the Social Secur-
hy program and financed from general tax

- revenues. (77, 78)

E-8. Teachers in the Clvil Servics Retirement
Systsm

The National Education Association betieves
that the retirement program for teachers in the
Buteay of Indisn Affairs; Health, Education,
and Welfare; Cepartment of Defense Depen.
dents Schools; and Department of Defense See-
ton Six schools should remain in the Civil
Service Retirement System and should not be
merged with the Social Security system. (79)

Restoration of Spousat Benafits Under Social
Sacurity

The 1979 Representative Assembly estab-
lishes the restoration of full spousal benefits
under Social Security as 8 top congressional
legislative priority with 8 maximum lobbying
effort t0 ensure success. A progress report shall
be made to the next Regresentative Assembly.

In sddition, the Representative Assembly
requests that NEA-PAC and each state and local
ssociation’s political sm, when dispensing
political action funds, give serious consideration
¢0 the positions of 2il senators and representa-
tives on this matter. {197947)

Equity in Social Security Benefits for Man and
Wonien

Whereas the Social Security system is predi-
cated on the assumption that males are the sole
support of familes, and

Yyhareas Social Security benefits are detere
mined on the basis of sex and marital status; be
it therefore

Resolved that the NEA lobby actively for
the develop tand p ge of legistation that
would ensure equity for_men and women in
Socia! Security benelits. (1975-48)




ATTACHMENT 1II

-

DAXLAND COMMUNITY COLLEGE -
AUBURN HILLE CAMPUS 2900 FEATHERSTONE ACAD AUSURN HEKMGHNTS, MICHICAN 48087 313-833:1000

Fedrvary 13, 1978

Govarnmantal Affalrs
National Educatlon Assocletion
1207 16th Street, N.W,

v Washington, OC 20036

Gentiemen:

Help! | am a teacher who, having reachad age 66 last December,
planned to retirs In June, 1978, But, having read the new lav for (978,
I find | cannot receive any beneflits during the year of 1978 because |
must Include the last half of my contractural salary for the school year
1977 = 1978,

) This means that | will have earned vell over $4,000. So, for every
‘32 00 | earned over that amount, | lose $1.00 In denefits,

Now, there will be many teachars In the same position as | find
myself. Each year severs! thousand teschers, who are alwvays hired on
8 basls of Seotember through June, wiil not ba able to collect thelr
Soclal Security for the balanca of the year In which they retire.

Under the ofd faw, anyone could, and d1d 1f they were ellalble,
collect Soclal Security payments for any month they d1d not earn over
$250. The nav law has the monthly earnings test, but I+ 20pllas for one
yesr only. |t the new lav supersedes the old lav without a "grandfathering”
of the actlons of the past years, we are In trouble.

Besldos. how many Boards want to hire a feacher for a halt vear?
We would have to do that If we exvect to retire and plck up our Soclal
Security paymants when we do retire.

Pleasa sesk for a correctlon of this Injusflca.

I am 8 member of tha MEA/NEA under contract with Oakland Communlty
College.

~ Sincerely yours,
- AR

HHG/ar
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13 December 1378 ’ .

.Social Security Adnministration
Department of HEW

P. O. Box 158§

Baltimore, MD 21203

Dear Sirs: .

On behalf of many Indiana teachers I wish to protest the unfair
;ppllcation of portions of the Social Security Anmendments of 1977,
pecially, I refer to the elimination of the monthly earnings test for
those teachers who received benefits during the summer months of unen-
ployment in years prior to January, 1978,

In total compliance with-all laws and regulations in effect at the
tine, many Indiana teachers applied for, and received, Social Security
benefits for their swmer montlis of uncmploynent. At no time were they
informed that they would lose future benefits during the first year of
retirement by so doing. Teachers retiring in 1973, and possibly in later
years, have lost, or will lose, benefits through no fault of their own.
The rulaes were changed too lata, and with no warning, for them to choose
the most advantageous benefit progran,

Perhaps: the new rules did correct inequities in the Social Security
pregram. If so, this {s cormendable. liowever, the implementation of the
new rules retroactively, created other injustices which can be corrected

- with a tenporary waiver of the elimenation of the monthly test for those
affected during a transition period. I urge you to consider such an action.

Thank you for your attention to this matter. I'm sure that represent~
atives from the Katicnal Education Association, in behalf of thousandas of
toachers throughout this nation, will be ccomunicating with your office
secking a just and reasonable solution to this problenm.

Sincerely,

cci old Spilly, Executive Secretary Indiana Retire Teachers Association
Rosalyn H. Baker, NCA




|

267

JF0s~ Koy
Sibe e ol ek TS
I Be 177
TEx o 2 Py 7
Ry EH P

| _,y,k%?z:w L a3é

- Gt Lneal Sppe ides

s el Tt Nt B e
’ r s . B e A

I . oy e iftbrcetitllen:

‘ A o

ST 7877

% trr Zece- i&r%a \@z;?cz&/ LT




268

;é’fﬂ \ﬂ W,JZ’&M Aaiin” TR, o?/?/f

WWM e /4.-4«/ B/ﬂ&(t/ <
W ”7{‘% M‘{ W \// d/ Y
.«{4 //144&4&( Aot ALorege i e
/MJ/@MMM,M
ﬁy o FfaZ sre irefe AL
A %/ -) {(M/;;/d
W/ M
/ /W/%ﬁ%dy/ wizzmé/»
W
T f wrareitte Al L

WM&{/
‘7&’?&#&‘7/ (Mﬁ;(a// wwﬂﬁz& 4/7&:'%«//

“’-—d/x/‘/w

’I

Mpmé/ —/ P i
/lﬂiﬂéf«%g Ze ,34777 //&é
A v /J&W‘

Hon 7 Cotit S S S
& = /—4—44, P //éé‘e-,-——‘c-&
T W%MW“( “

P

eccteg, poteces




- 269

B 500 st Lrsee
S NEA (g 27 1717
1733/ .
Wakglr, DE
B s A T
WWM (éle ?a—ca.,&«‘ 4414.0( e’
Snetsuct av gy % 4277 (afu:
o iy i Doy G

F ) QTT gyfoms 9 oleitrit vWMA/.éW".‘/

2 —t31







MicHAEL STERN, Staff Director,
-Senate Committee on Finance,
*‘Dirksen Senate Office Building,
: Washington, D.C.

‘Stau'n})‘ent on: Adverse Effects of Eliminating Monthly Exception to Annual Retire-
“ment Test

My wife and I are classed as self-employed because we own a small business, We
are retired and receiving Social Security pensions.

Since my business (ligry Cleaning) involves a substantial amount of equipment
subject to breakdown at any time leading to the probability of expensive repairs or
replacement it is essential to carzy a reasonable reserve of cash as a safety factor. If

_not, we could at any time be forced to borrow at prohibitive interest rates, or,
‘depending on the state of the business might even be refused a loan which would
.probably put us out of business. .

Due to sales fluctuations alone I have been forced at times to withdraw from
_business savings, bringing my reserve down to a dangerously low level with no
3 tee that the next few months will allow me to build it up nor that no serious
'eme?ency will occur. This places my business in a risky and unhealthy economic
. position.

Our 1979 Net Income from business was $12,375.

Amount of

Months in which earnings were below $665: earnings

Obviously not all financial obligations could be met (leaving us something to live
~on) without depleting our safety stock of cash.

Moreover, our business is seasonal and likely to be at a low ebb during summer

and earli'nfall. I}uring these months last year I received no Social Security benefits.

A net income of $12,000 plus Social Secuirty benefits based on exempt amounts is

rfrobably sufficient for a homeowner living in an avme middle class neighborhood

and only if the $12,000 annual income is guaranteed. Qurs is not; we are reason-

“ably safe from financial ruin only if we are able to maintain a sufficient savings
_ account for business emergencies.

In effect we feel that no consideration has been given to the risks we take in
_operating a small business and incidentally giving steady employment to others in
;. our community.

JoHN W. CHERNOFT.
MARY E. CHERNOFF.

[Whereupon, at 4:40 p.m. the subcommittee recessed, to recon-
vene at the call of the Chair.)
[By direction of the chairman the following communications were
made a part of the hearing record:]
ArriL 9, 1980.
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TATEMENT OF SENATOR R1§HARD (Dick) SToNE BEFORE THE SENATE
UBCOMMITTEE ON SOCIAL SECURITY

BT S R
MR, CHAIRMAN, ['VE WAITED A LONG TIME FOR THIS OPPORTUNITY
TO TESTIFY IN SUPPORT OF ELIMINATING THE EARNINGS CEILING ON
SOCIAL SECURITY BENEFICIARIES, | THANK YOU FOR SCHEDULING
THESE HEARINGS;' AND FOR MAKING SOME TIME AVAILABLE FOR ME TO
COMMENT.,

My TesTiMONY, MR. CHAIRMAN, CONCERNS A GLARING INEQUITY
IN THE BASIC FINANCIAL SOCIAL SECURITY PROGRAM WHICH PENALIZES
OLDER AMERICANS WHO EITHER NEED, OR WISH, TO CONTINUE WORKING
AFTER THE AGE OF 65, UNDER PRESENT LAW, THE SOCIAL SECURITY
RECIPIENT WHO IS BETWEEN 65 AND 72 YEARS OF AGE IS DENIED $1
FOR EVERY $2 EARNED OVER THE EARNINGS LIMITATION, WHICH IS
Now $5,000. THIs MEANS THAT A SocIAL SECURITY BENEFICIARY
WHO RECEIVES THE AVERAGE MONTHLY PAYMENT OF $294,00 roses IT
ENTIRELY AS SOON AS HE OR SHE EARNS APPROXIMATELY $11,000 A
YEAR,

DURING THESE TIMES OF INFLATION, SOCIAL SECURITY BENEFITS
ALONE ARE NOT SUFFICIENT TO PROVIDE A DECENT STANDARD OF
LIVING, MANY ELDERLY PERSONS MUST WORK TO SUPPLEMENT THEIR
MEAGER RETIREMENT INCOME. AND YET IT IS THESE VERY INDIVIDUALS,
WHO DO NOT HAVE INDEPENDENT SOURCES OF INCOME, WHO ARE
PENALIZED MOST UNDER THE PRESENT SOCIAL SECURITY SYSTEM,
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Mow, UNEARNED INCOME 1S NOT SUBJECT TO ANY LIMITATION.
THUS, AN INDIVIDUAL MAY RECEIVE ANY AMOUNT OF INCOME FROM
PRIVATE INSURANCE, INVESTMENT DIVIDENDS AND OTHER SOURCES OF
NONWORKING INCOME WITHOUT EXPERIENCING ANY REDUCTION IN
BENEFITS. BUT THE INDIVIDUAL WHO CONTINUES TO WORK AFTER
AGE 65 MUST SACRIFICE ALL OR PART OF HIS OR HER SOCIAL
SEUCRITY BENEFITS.

e ’ IN ADDITION TO INTRODUCING MY OWN BILL FOR EASING THIS
BLATANT FORM OF DISCRIMINATION AGAINST MORE THAN 11 MILLION
OF OUR CITIZENS WHO ARE BETWEEN THE AGE OF 65 AND 72, | ALSO
JOINED SENATOR GOLDWATER IN COSPONSORING S, 1287, A BILL
THAT WOULD REPEAL THE EARNINGS LIMITATION FOR ALL PERSONS
AGE 65 AND OLDER BEGINNING IN JANUARY oF 1983,

ASIDE FROM NEEDING TO COPE WITH THE HIGH COST OF LIVING,
THE ELDERLY LIVE LONGER AND HAPPIER LIVES WHEN THE' ARE
GAINFULLY EMPLOYED. ACCORDING TO THE AMERICAN MEDICAL
ASSOCIATION OLDER PERSONS SUFFER GREAT PHYSICAL AND MENTAL
HARM BY BEING FORCED TO RETIRE SOONER THAN THEY WiSH. THE
SOCIAL SECURITY ADMINISTRAITON HAS ACCESS TO STUDIES WHICH
SHOW THAT ONLY 16% OF RETIRED MEN AGE 65 ACTUALLY WANT TO
RETIRE, THAT saME 1974 stupy, (THE) "EFFECT OF THE ELIMINATION
OF THE ReTIREMENT TesT or OASDI Revenues”, By P. Cacewn,
INDICATES THAT ONLY 14% OF ALL MEN AGE 65 HAD LEFT WORK AS
RESULT OF HEALTH REASONS, ANOTHER STUDY PUBLISHED BY SOCIAL
SecurtTy (1N 1971) By V. Reno Ciaims THAT 36% oF men Acep 65
GAVE COMPULSORY RETIREMENT POLICIES AS THE REASON THEY
DISCONTINUED THEIR EMPLOYMENT,
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WE NO LONGER HAVE A MANDATORY RETIREMENT AGE, BUT THERE
IS EVIDENCE THAT THE SOCIAL SECURITY EARNINGS LIMITATION
TEST IS AN EFFECTIVE DETERRENT TO CONTINUED GAINFUL EMPLOYMENT
AFTER AGE 65,

RETIREMENT DATA RESEARCH BY PROFESSOR MICHAEL BOSKIN OF
STANFORD UNIVERSITY, PRINTED IN, “SOCIAL SECURITY AND RETIREMENT
Decisions”, Economic Ineutry, Vou 15 (January 1977) AT PAGE
13, SHOW THAT THE EARNINGS TEST “DRAMATICALLY INCREASES THE
PROBABILITY OF RETIREMENT.” PROFESSOR BOSKIN ALSO FOUND THAT
A REDUCTION “OF THE EARNINGS TAX FROM 1/2 7o 1/3 cuts THE
PROBABILITY OF RETIREMENT IN HALF FOR TYPICAL WORKERS.”

1F A 50% REDUCTION IN THE EARNINGS LIMITATION WOULD KEEP
ABOUT 50 OF OUR RETIREES WORKING, IMAGINE THE BENEFIT OF
ELIMINATING THE TAX ALTOGETHER!

LEAVING LITTLE TO THE IMAGINATION, PROFESSOR MARSHALL
COLBERG® OF ONE OF MY FAVORITE UNIVERSITIES, FLORIDA STATE
IN TALLAHASSEE, FLORIDA HAS GIVEN FIVE BIG COST SAVINGS :

(A) EXPANSION OF THE LAROR FORCE WOULD RESULT
IN ADDED INCOME TAX COLLECTIONS;

(B) PAYROLL TAX COLLECTIONS WOULD INCREASE AS

" RESULT OF THE ADDED EMPLOYEES, THEIR
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EMPLOYERS, AND THE INCREASE IN SELF-EMPLOYED
RECIPIENTS OF OLD-AGE BENEFITS;

(C) UNDER REPORTING OF EARNED INCOME To THE IRS
SHOULD DECLARE;

(D) MORE FEDERAL EXCISE TAXES WOULD BE COLLECTED;
AND

(e) THERE'LL BE REDUCTION [N ADMINISTRATION COST
FOR THE SOCIAL SECURITY ADMINISTRATION

ProFESSOR COLBERG HAS ESTIMATED AND ADDED FEDERAL TAX.
COLLECTION OF $45U MILLION A YEAR OF THE EARNINGS LIMITATION
IS REPEAL.

I reaL1ze, MR, CHAIRMAN, THAT MANY OF THESE CONCLUSIONS
ARE NECESSARILY BASED ON UNTESTED ASSUMPTIONS AND HYPOTHETICALS.
'HOWEVER OUR SYSTEM OF GOVERNMENT WAS ALSO BASED ON CERTAIN
UNTESTED ASSUMPTIONS ABOUT HUMAN NATURE. OUR FOREFATHERS
BELIEVED THAT UNDER A GOVERNMENT THAT ALLOWED MAXIMUM FREEDOM
FOR THE INDIVIDUALS, THE MAJORITY WOULD EXERT MAXIMUM EFFORT
IN BEHALF OF THEIR OWN SELF INTEREST. THE ASSUMPTIONS OF
OUR FOREFATHERS ARE NO LONGER UNTESTED. THE RESULTS OF THE
ECONOMIC DYNAMO UNLEASHED 1S ALL AROUND US.

I, BeL1eve, MR. CHAIRMAN THAT IF WE UNLEASH THE EARNINGS
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‘LIMITATIONS FETTERS ON OUR ELDERLY, WE'LL SEE A SIMILAR
RESULT. WE'LL SEE A HEALTHIER OLDER AMERICA AND WE'LL SEE A
SIGNIFICANT LEVELING OF THE TRANSFER PAYMENTS PAYOUT THAT

ARE RELATED TO OLD-AGE SECURITY.

I, THEREFORE, URGE THIS COMMITTEE, MR. CHAIRMAN, TO
REPEAL THE EARNINGS LIMITATION AND GIVE BACK TO OLDER AMERICANS
THE INCENTIVE TO MAKE MORE OF THEIR OWN WAY IN THE WORLD.

> __ Proressor COhBERG's STUDY APPEARED IN " THE SOCIAL SECURITY
RETIREMENT 1EST; RIGHT OR NRON?7 » AMERICAN Egrsnpnlss INSTITUTE
For PusLiC PoLICY ResearcH, 1973, AT pe. 42-G3 ",




STATEMENT OF CHARLES E. GRASSLEY .
BEFORE THE SENATE COMMITTEE ON FINANCE

D . N
APRIL 21. 1980

B o~

.
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MR. CHAIRMAN, thank you for the opportunity to testify
this morning on the income earnings limitation for Socfal Secur-
ity recipients. o

‘It has been said that the true test ¢f a socfety is the
way in-which it treats its senfor members. 1 thipk it §s fair
to say thgt the social security earnings test has become for
" many a symbol of the arbitrary and condescending way we treat
our senfors. The earnings test is not only unfair, it is, in
my view, counterproductive.

It §s unfair because it selects an arbitrary figure
above which a 50 percent tax 1s applfed on earnings. This 50
percent tax is in addition to Federal and State income taxes
already paid on those earnings. The -penalty is also arbitrary
because it applies only to earned income, ignoring income from
fnvestaents. And it is arbitrary because it does not relate
- to need. :

But there s an economic argument as well-as a human{-
tartan one for repealing the earnings limitation. The earninys --
test déprives our economy of the sk111s and productive capacity
of millfons of older citizens who want to work, who are capable
of working, and who are not now working for no other reason than
to avotd having their Social Security checks reduced. Not

only do we lose their skills and output, we also lose the taxes

which they would be paying on those earnings.

. 63893 0 - 80 - 18
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Al of tﬂfs because of an arbitrary rule which relfes
solely on a person's age and income tevel to determine their
capabiiitfes.

tn talking to senfor citizens in my congressional dis-
trict and in the many letters I receive from them, they have
told me that they want the freedom to live a 1ife of independence.
They want to be able to decide for themselves whether or not to
continue working. They want the freedom to adjust thefr 1ife-
styles fn a way consistent with their own desires. They want
fo 1ive out thelr twilight years with a degree of independence
which permits them to be recognized as {ndividuals.

The kinds of limitations placed on their earnings by
the Social Security law has trapped them into a positfon where
they have become dependent on other people and dependent on Gov-
ernment just to get by. They are proud individuals and this
dependence is extremely difficult to accept.

At a time when Mr, and Mrs., Middle America are struggling
to keep their heads above water, {t {is fnequitable to deny our
senfors an equal opportunity to adjust to the continually-rising
cost-of-1fving. Despite the auvtomatic cost-of-ltvinghincreases
they receive annually in their benefits, many would like to be
able to provide more for their families and live thefr 1ives with
more dignity.

As my colleagues are aware, the Congress has elected

not to be included {n the Social Security System. “The result of

O e
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;;this Bversight §s that there is not:an earnings limitation placed

6n ghe annufties received by members of Congress. 1 have been
toying with the fdea of introducing legislation which will put
-enb?rs in the same position as our §eniqrs. While I fea1ize the
~ chances of passing such legislation are slim and nﬁne. 1 would
hope that this bill would.gain the members' attention long encugh
for them to underst;nd and empathfze with the inequities of the
current earnings limitation for social security recipients.
I urge the members of the committee to put an end to this
debilitating provision which robs the seniors of this country of
their dignity.




STATEMENT O REPRESENTATIVE WiLLis D. GRADISON, JR.

TESTIMONY BEFORE SENATE FINANCE SUBCOMMITTEE ON SOCIAL SECURITY
RE: HR 5295 )

Mr. Chairan, thank you for the opportunity to comment on HR 5295,

a Social Security reform bill. As a member of the House Ways and Means
Subcommittee on Social Security, I have worked on this legislation from
the outset and have closely followed its progress. I am pleased to

be sble to express my support for this important -legislation.

HR 5295 is needed to correct unforeseen problems which resulted
fron the 1977 Social Security Act Amendments. The 1977 law replaced
the monthly measure of retirement with a strictly annual test. The
purpose of thls change was to remove an xnequlty created by the differing
treatment of individuals with earnings spread evenly throughout the -
year and those with earnings received during only part of the year. -~
However, this change resulted in unforeseen injury to 3 number of
groups such as self-employed insurance agents, teachers, farmers,
mothers and children. HR $295 would rectify this problem by clarifying
the language of the 1977 Act and providing redress to individuals
unfairly harmed by the law.

In matk-up, the House Social Security Subcommittee was confronted
with a number of bills which targeted assistance to individual groups.
During consideration of this matter, the Subcomnittee expressed the
sense that once an effort had been initiated to rectify a specific
problem area, there would be no justification for only helping some
while leaving others stranded. Believing that it would be inequitable
and discriminatory to do otherwise, the Subcommittee unanimously
anproved the comprehensive approach taken in HR $295. The full Ways
and Means Committee concurred with this decision by voice vote.

puring floor debate in the House, there was some concern expressed
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over the expected revenue loss arising from Section 4 of the bill. Section -
4 would directly sssist over a quarter of a million individuals. It - o
would provide redress to those who lost benefits as a result of the
retrospective applicaﬁion of the 1877 “grace year" provision. _PrioT L~
to 1977, under the monthly retirement test, teachers age 62 and over ;
were eligible for Social Security bencfits in the sumner‘months of
unemployment and, as was common practice, many received benefits during ////,
these periods. The 1977 amendments eliminated the monthly tes{AExcept
for the first year of retirement -- the so-called "grace year." The 4
intent of the 'grace year" is to allow individuals who retire in the
middle of the year to receive full benefits for the remainder of that
year, For example, a teacher who retires aftar completion of the
school year in June would be permitted to collect retirement benefits
for the remaining months of the year.

However, retrospective application of the "grace year" nullified
this intended result for many teachers. Those individuals who applied
for benefits during the summer months of unemployment (before 1577)
unknowingly activated their grace year (which under the law did not
yet exist) and lost the opportunity to use it during the first year of w
retirement. To penalize these teachers for acting properly under the
law is clearly unfair. Therefore, Section 4 was left intact and HR 529§
was passed ovérvhellingly by a vote of 383 {o 0. V -

It should also be emphasized that the Social Security Administration '
has released revised revenue estimates which reveal a draratically
Jower cost for Section 4 and the bill in its entirety. The projected
first year cost 6f Section 4 was reduced by over 78% from $229 million
to $50 million; the estimated cost of the entire bill was lowered

from $316 million to $94 million. As can be seen from the attached
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tables, even further reductions from the originai figures occur

thereafter.
HR 5295 is entirely remedial in nature. It is a good bill which
merits your support. I hope your Committee will give this legislation

the expeditious consideration it deserves.

-30-

ATTACHMENT
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TABLE 1: Cost Comparison for HR 5295 (01d estimate: Revised estimate)

01d Estlnatel Revised Estimate?
1980 $316 $94
1981 73 47
1982 69 48
1983 77 53 .
1984 86 59
1985 96 66 -

{By fiscal years, in millions of dollars.)

lSSA estimates prior to January 29, 1980.
255A revised estimates after January 29, 1980.
{

TABLE 2: Cost Comparison for Section 4 (014 estimate: Revised estimate)

01d Estinatel Revised Estimate?
1980 $229 $50
1981 13 8
1982 2 2
1983 (3) (6] N
1984 (3) (3)
1985 (3) (3)

(By fiscal years, in millions of dollars.)

Issa estimates prior to January 29, 1980,
255A reviséd estimates after January 29, 1980.
3Less than $500,000.
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SUTHERL D, ASBILL & BRENNAN
' 14ee6 x STREET, N.W.

WASBINOTON, D. C. 20006
1(202) 872-7800

April 23, 1980

Konorable Gaylord Nelson

Chairman, Subcommittee on Social Security
Committee on Finance

United States Senate

Washington, D.C., 20510

Dear Senator Nelsoni

This letter is submitted on behalf of Massachusetts
Mutual Life Insurance Company and Northwestern Mutual Life In-
surance Company for inclusion in the printed record of your
Subcommittee's April 21, 1980 hearings on H.R, 5295, dealing
in part with the adverse impact of the repeal of the so-called
*monthly earnings test® by the Social Security Financing Amend-
ments Act of 1977 {P.L. 95-216). As explained below, repeal
of the monthly earnings test has had an unintended but never-
theless substantial adverse impact upon the calculation of
social security benefits otherwise payable to self-employed
life ’‘nsurance agents. Section 3 of H.R. 5295, as unamimously
passed by the House on December 19, 1979, would remedy this
situation, and its prompt enactment is therefore clearly war-
ranted. It is significant to point out that the companies on
whose behalf this statement is filed will not themselves—be-
the direct beneficiaries of this remedial legislation. Rather,
it is the small businessmen and women who were agents of the
companies prior to retirement who are the intended benefi-~
ciaries of section 3 of H.R. 5295.

I. Bxplanation of the Problem

Background Information. Life insurance agents, wheth-
er they are seifnemployea or employees of a particular company,
are typically compensated on a commission basis. With respect
to each policy sold, the agent who actually makes the sale re-
ceives a first year commission and, in addition, a series of
payments in subsequent years (typically continuing for eight to
ten years) commonly known as renewal commissions, contingent
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upon the policyholder's continued payment of premiums. Pay-
ments similar to first year and renewal commissions are also
paid to general agents, who supervise the activities of a group:
of agents within a particular area. such payments to general.
agents, wvhich are often referred to as "override" commissions,

. are intended to be included in our references below to "renewal
connissions.” - :

The Situation Prior to 1977. 1In the case of a self-
employed 11fe Insurance agent, renewal commissions are included
*in the computation of "net earnings from self-employment® in the
year received under section 203(f) of the Social Security Act
{the "Act"). Further, under section 203(b) of the Act, social
secur isy benefits otherwise payable to a particular individual
in a given year are reduced (or possibly eliminated) if and to
the extent the individual has "excess earnings" for that year
- (defined as one-half of total earnings above an exempt amount)
which in turn are based in part upon the individual's "net
earnings from self-employment for such year."” —_—

Thus, renewal commissions paid to a self-employed

“1ife insurance agent who is eligible to receive social security
‘benefits could, 1f sufficient in amount, cohstitute "excess
‘earnings” which worii in turn reduce or eliminate the social
security benefits otherwise payable to him. However, prior

to the passage of the 1977 Amendments, the so-called "monthly
earnings test" contained in former section 202(£)(1)({E) of the
Act operated to prevent, in most cases, any such benefit reduc-
tion. . (Under the "monthly earnings test,” the excess earnings
of an indivlidual would not be applied to reduce benefite in
any month "in which such individual did not engage in self- -
employment . . . .") Such a result was entirely appropriate
since the réceipt of renewal commissions is not conditioned
upon any specific activity to be performed by the agent in se-
curing payment of the renewal premium. This treatment of re-
newal commissions paid to self-employed agents was also equiva-
" 1lent in final result (but not methodology) to that accorded ’
. agents who were employees, since reneval commissions paid to
. agents who were employees were (and still are) treated as re-
coived in the year the policy was first sold and so did not
(and do not) affect their receipt of social security benefits.

The 1977 Amendments. For reasons not at all germane
to the payment of renewal comnissions to self-enployed 1ife in-
gurance agents, the 1977 Amendments repealed the "monthly earn-
ings test® for all but the first year in which an individual is
eligible to receive social security benefits. As a result of



Page Three

HBonorable Gaylord Nelson
April 23, 1980 [

- v —_———— T

this abrupt change in the law, following the initial year of
retirenen: a self-employed life insurance agent who has *net
earniris from self-employment” above an annual limit will have
his be. ufite reduced or totally eliminated even though his self-
employment earnings for that year are composed solely of re-
nawval commissions attributable to policies sold in prior years.
In contrast, an agent who was an employee would not incur a re-
duction in benefits no matter how large the amount of renewal
commissions he receives.

—

II. H.R. 5295

There is no question but that the impact of the 1977
Amendments on self-employed life insurance agents was unin-
tended.; Under these circumstances, remedial legislation is
both gléarly required and clearly app.opriate. Section 3 -
of H.R. 5295 would accord such relief by amending section
203(£)(5) (D) of the Act to specify that, effective January 1,
1978, social security beneficiaries would not have included
in their gross ilncomes (and thus would not have their benefits
reduced by) any earned income which they could demonstrate was
actually earned before they became eligible for soclal security
benefits. Ir this connection we note that the House bill would
pecrfect a relief measure dealing explicitly with renewal com-
aissions which was passed by the Senate in 1978 but was not
acted upon by a House-Senate conference for lack of time in
the year-end press of business.

. We also note that enactment of section 3 of H.R.

5295 should not be viewed as generating any new "revenue loss.®
Only a technical problem resulting from the manner in which the
lav was changed in 1977, both unintended and unfalr, has pre-~
vented the disbursement of the banefits which would be paid
upon epactment of this measure. There is thus no revenue loss,
but only a delay in the payment of benefits which Congress had
all along intended to pay to social securi’y beneficiaries.

Por the foregoing reasons, we urge prompt and favor-
able action to approve H.R. 5295.

. Respectfully submitted,

oost 2 tomedecnSd__

Donald V. Moorehead




1811 K ST.NW. SUITE 202 » RASHINGTON. 0.C. 20005
TELEPHONE :(AREA CODE 202) 347-8800

March 24, 1980

The Honorable Saylord Nelson

Chatrman, Subcommittee on Social Security
senate Finance Committee

Senate Office Building

Washington, 0.C. 20510

Re: HR 5295
Dear Gaylord:

I understand that KR 5295 is pending before
your Subcommittee on Socfal Security. This bill
rectifies a serious error inftially made through
action on the Senate floor in 1977, with regard
to repeal of the monthly retirement test in
soctal security.

I wholeheartedly support enactment of HR
§295. The retro-active impact of the orfginal
enactment was an especfally unfortunate actfon
which serfiously undermines public confidence in
the commitments made by Congress to the contri-
butory social security system. HR 5295 would
rectify this serfous error.

Me urge your Subcommittee to take favorable
action on HR 5295. While we recognize that en-
actment of this bill will have budgetary im-
pact, it should be kept in mind that the ear-
marked financing of social security results in
the ‘social security program having 2 balanced
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budget. Therefore, we believe the budgetary im-
pact of this b1l should not be used as an
argument against enactment of nn;szss.

With best personal wishes, ¥

Sincerely,

Wilbur J. Cohen
Chairman

Address reply to:

Wilbur J. Cohen
Sid W. Richardson Professor

of Publfc Affairs
L.B.J. School of Public Affairs
The Unfversity of Texas at Austin
Austin, Texas 78712
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¥ The Honorable Gaylom Nelnon ;
Flnance Comaitice
United Statos Senate
¥auhington, D. C. 20510
: , Ret M. R. 5295
i “fo Humenly, Direri-inations \n 1977
: Anvixinents Lo Hoclal Security Act
© My dear Senator Kelsom: R,

I am\writing to urge your support of Lhe abovo measure which vas passed
unaninously by the Houno on Decembor 19, 1979, and which 1 urderniland 1s now
ponding before the Scnale Finance Comnitlce, -

Pasnage would o far to restore public confidence in the Social Security
system which was {njured by cerlain features of the 1977 amendments which,
s0 1 am told, were "inadverient adverse effucts™, 1f so, they should be simple
4o correet through pascage of H.H.5295.

; Tn the Taleria Report from the National Commtssion on Social Sccurity
- $0 the Presidont and Congress, transeitted on Janvary i1, 1980, a copy of
which I have Lefore me, the final paragraph-on Page 29 reads as followss

- * . "Unforscen prohflcms WIth the provision eliminating the
aonthly lost lave Luen tdentiCied including the recovory of
_Benef tts bechnne of tho retrospective application of the ‘monthly
tost year, and nn unintended hanlship for cortain clusses  of
ind{viduals, such as school leachers, farmors, self-employed
1ife insurance agents, and students, The Commission recommends
that these unintended rosults be corrected.™ -

.. T testiffed (at my porsopal exponse) at the hearing of the National tom-
micsion in Mllvaukee, in Octobpr of 1979. I am sure that a copy of my written
presentation would be available to anyone who might be interested,

g . Today,. howaver, I should like to develop a diffurent -- and even more
nerious =+ anject of the situation, Certainly, as a United otates wenator,
-~ ¥ou arc aware of tho ‘effect on the fulure credit -standing of an individual,
. business organiration, city,. counly, state, or nation which defavlis on its
writien promisa to pay an obligation, . .

T st111 hold some *War Savings Bonds™, :0ld to mo while { was in uniforn
1n Vorld ¥ar 11 and drawing $19 a month in net pay, which have bcen renewed e
at ten-yinr Intorvals and will mature In 1982, Congress doubtless could pans -
& 1sw nayings "We will not honar those bonds, nor will we pay them (oven in -
- today's dupreciated.dollars) at maturity, They wuré promises of a previous o
administration, and hence are null, vold and of-no offects™ Nowever, thus
far I aa confident that the Congrens will not cnact such legislation because .
T am sure that the menlers aro aware of tho devastating effect on credit,
even with the 12,4 the governaent must currently pay to borrow, onte a gavern-
. ment defaulls on ils promice to py,

l!o'u;‘I am going Lo be personal, because Insofar us I know 1 sy Yo the i
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only person in this specific situation. llowever, I have before me the bhlue
panphlet (DiSW Fublication No. £3A-73-10077) entitled "Your Social Svcurlty
Righta and Respon:sibilities™, landed to me at the time of my retirument in
March, 197%, Siunificant scntences ready '

“You don't have to rolire coaplotely to net secial security-
checks, ™

“,..your checks can bo atopped while you're working and got-
ting a regulaxr income from work. Thon, as soon as you :utop work-
ing, tho chocks can be utarted .ugaln."

%, ~no matter how much you earn, you'll get a full social
- security check for any month you ncither earn over $175 as an
employce nor perform subntantial nexrvices as a self-eaployed
person,” -

ﬁlth&T&h.‘B I am-sure-you will agrce, the 'above is clearly expressed
in the English language, In casoe there should be any doubt the caio of the
hypothaetical "Willlum tiray” wan spelled out on Page 20

“3ince Hr, CGray did not carn more than $175 tn ary of the
months, Scpteater through Deceabor, he will rcceive the full
benelit for cach of those months.® ' ’

o - There is no oxculpatory clause in that booklet, an officlal pubdlication
: of the United States government, Nowhere does it say: “You aust rcmcmber, of
course, that tho fongress can change the rules any time it wishes, xo that
these *rights® are not rights at all, but if you decide to continue to work
- your vesponsibilitics to continue to pay taxes will, of course, remain.®
In all candor, I think that the govornment official who wrote, or approved,
the booklet glven us 1974 rutirces really expectod (as we d1d) that the
B _government would conply with its proalres,

Tn 1975 I rocoived suveral offers Lo return Lo the ranks of 'the nation's

.t

the monthly compensation for a beginning facully mcnder was substantially less
than the monthly compensation in certain other flelds for which I was con-
sidered compotont, the factor which caused me to accept the University's
offer was that thoy promised not to ask mo to-teach Summer School, Thus, my
contract was for nine months of work, for ning months of compensation, both
the University and myself having confidence Lthat the United States govern-
ment would keep the promise clearly and unequivocally made in 55A-73-10077.

In 1978, in accordance with one of my “obligations™, I notifled the
Grecat Lakes Program Service Center that I would not be cmployed during June,
July, and August, and requested that my checks be deposited in my bank, In.
reply, I recelved an unsigned letter, dated Hay 11, 1978, caying, in signifi-
cant part:

"Th¢xe have been recent changes in the soclal security law..,”
Ono of tho:o changes s that wo can no longer pay you Lenefits for
nmontha in which you do not work,"

During 1978 I paid in nowe $900t §n Soclal Sccurity taxes, and in 1979
more than $1,000, both matched by my cmployer. In thoso two yuars 1 knowing-
1y forfeitod some $/#001 a month for 9 montha of cach year, which I could ;
have received had 1 elected o remnin a peaceful-and coaplacent Sentor Citison
and ctay "retired”, However, because of. my decision Lo return {o covered
enploynent -- a3 scemed Lo be oncouraged by the 1ittle dlue booklet -- I am
nov inferentially accus:ed of "abusing the Social 3ecurity systea®, and as
junishaent deprived of the monthly benefits, three aonthfa year, promised
in writing.

caployed. One .of those was from the Univer:ity of Wisconsin-vau Llaire, Although
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2 Gome of the urcancrals connccted with the Scetal) Sceurity Adminlsatra-
Lfon have atteaptod to explain this by saylng that it is a “soglal™ program .
“{oven thouph 3t Maa poned fur yeam as a fom of "{pmurance™) and that not
MYing 4ho benefidn promined mo is not important because Social Security has
prid-othar pooplg more than proaised them.

‘As far as I am cohcurned, an "oxplanation” of this sort only makos the .
tler worne, for 1t introducesn tho olemant of discrimination, .

o In vecunt months £ have heant both foleral offlco hodders and those as-
piring Lo such offices attuempt Lo nooth prenent Social Security taxpayers by
assuring them that thuy will bo certaln 1o receive theSocial Sccurity benefits
proaiced them. Yhy is a promine to 1980 taxpayora of more certainty of fullfil-
mont than a promise to a cltizen who n1d taxea from 1937 Lhroush 1979, but
who uas denfed tho bunefits promiued hia for 1978 and §9797

.« T am not writing volcly, tioY uven ¢apecially, for mysolt -for l-have sur- _
jod -- oven though a' default of uome $1,200, plus interest, in both 1978

nd 1979, has the name effect as if any common dcblor had defaulted on his
obligation, What 1a moro important is the effect of thia retroactive chinge

in the law on the credit, and credidility, of tho United States government,
¥hen the word gota out -- as it most assuredly will, unless this situation -
18 correctod -- the offect on current Soclal Security taxpayors could be
sorjous, indced. ’ .

It 15 my understanding that H.R.5295 would correct the gross inequity
1 have outlinod, and would restoro the benefits denjed unilaterally by retro-
active application of tho {977 umcndments, I sincorely urge the unanimous
endoriement of this legislation, without amcndment, as was accomplished in
the House of Representatives, -

Respectfully, .
9114'@;:
Harold W. Baird

Lecturcr, Yaeritus (Retired 12/31/79)
3chool of Buninons
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1620 Green View Drive
Brookfield, Wisc., 53005

February 13, 1980
. 2k 7

1)

Senator Gaylord Nelson )
221 Russell Office Building -
YWashington, D. C., 20510 ’ :

Dear Senator Neélson:

H.R. 5295, a bill to restore social
securlty benefits for certaln retired CPA's and
other retired professionals, was passed by the
House of Representatives on 12/19/79 by a vote
of 389-0., This blll corrects the inequities
for certain categories of retirees who had
retalned a debt or equity interest in their firms,
or who were receiving various work in progress
vayments,

i The bill has been referred to the Senate
Finance Committee. Plense make every effort
to have this legislation passed byvthe Senatg.

Sincerely,

[
ohn P, Cerny
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George J. Hulka / General Agent
NG1W63I21 Turner Streer
Cedarburg, Wisconsin 53012
377 3560

THE OLD LINELIFE INSURANCE COMPANY

‘A URLIFE COMPANY

September 12, 1978

The Honorable Gaylord A. Nelson
United States Senate
Washington DC 20510

Honorable Sir:

Reference is made to HR333 which may soon be out
of Committee and before Congress for consideration.

Adoption of this bill would alleviate the impact

of Social Security retirement regulations on self
employed life insurance sales people.

I and a similar class of self employed individuals
all across the country urge passage of Congressman
Jacob's bill (HR333). . .

Thank you for the consideration.

Very truly yours,

-

(7’
George“J. Hulka
GJH/dw




February 4, 1980

- United States Senator Gaylord Nelspén
Senate Office Building
Washington, D. C. 20510

' Pear Senator Nelson:

On November 13, 1979, I Arote to you regarding the Social Security
Retirement Test Rules Fill (H.R. 5295). It is my understanding

that on December 19, A979, the U. S, House of Representatives

passed the changes J83-0 and that the bill now goes to the Senate
for its Since you are Chairman of the Senate

al Security - I urge your support in the passage
*of this bill wh would correc injustice that would be done

to insurance agents who have paid in{o the Social Security system
for yeara and who would negd.4hecrefirement benefits they planned on

I would appreciate hearing from you on the status of this bill and
how you personally feel on this matter so vital to so many.

Singerely, . -

"\ll.‘-,a"i ety {\(//7H K, -

Rarvey J. Klafter

HJK:ea




, Sm&.ﬂmdﬂnsunaucz COMPANY . _FREDL HANgON

P. 0. BOX 4068
TUMWATER, WA 88501
3 (208) 456-6131
LEADERS CLUD
MECALLION CtUS
MEDALLON
MASTER CLUD
MATIONAL
OUALITY AWARD
GRADUATE :
S Lirr UNDERWNITER
, n_.“"“"‘m"’”cf“ February 15, 1980
The Honorable Gaylord Nelson, )
I would 1like to take this opportunity to
- .thank you for your recognition of the proklem which
) " was created by the revised Retiremént Test of 1977
- for the retired individuals who recieve deferred ~
income.
- L I encourage your present position and continued

support on this issue.

Sincerely, -
]

Fred L. Hanson

FLH;dm




T;-va Lﬂ e &0”9

{ I{_.y,,g._{,_{,,.f;., )‘J’J:—’J/:‘r ;

-Q . LLAAN &FM. ;wfu-'-’ o

ﬂ s
i dsP Y PAR P, B MJm]«ﬁf*-«—
p H R F29S.

tak Ao Il”‘ A ? cAnA W"ﬂ-d:*
}j;:f st i Aot (A

. By
-t pe Frerd b Z,Ju-au#«zw—w” _
A 14, ”“flij%%ﬁﬁ |

(J" Lon. Str AN _—1“"
%"'ngz} ,‘7‘ " Zb"”d/‘”/

/A
%/u&-
0 0 t/ ol u? §
Cu SRR L T Lt

7.
,}, O/"fl‘
/

,.//“. (:)’

Y77




Fetruary 16, 1270

Saetor Jaylord U2lson
U, S, Senzte

Husidngton, D G 20510

Dasr Sxator l2dsont

T

Thenk you Tor our si nd oo the -varazel to 4sx Socirl Szcurlity
‘benefits, I ecree that it would te unfeir and unjust to suhject

any portion of theze benefiis to federsl tar=tiof,

Furthermore, I undeestend lezislation to correct problems caused hy

the atolition of the monthly ezmings test is pending befére the
Sonate Fiarnca Corraitiae, The aholition of the monthly ‘ear;lngs test .
is confiscatory, to say the least,  T=ie the crse of one vho.comed
G0N mava Aen the modicum a2led YV Onedal Sscurity, OF thet
$2000 ona irmediately loces $W00 Zasnica of tha paselities fron Social
Security. In addition one nust pay federsl and stete incone teves oﬁ
thet 32000 plus slso pay a Sociel Secuﬂ'ty tax on that emount, That
certninlv lazves very 1little of th e $2000 eamed, This ronth
eaminze test rawoves 211 incentive to work more than a mintmum

mound ¥ 2ch cartainly is not th o Nueritsa wey. AnG one certeinly

v

must euaplete nt bis income svar it received from Sodiel Sacurity
haceuse of the hizh and ever rrasent ipflation. I stronzly feel
thot the monthly ezmings test. shouls e vestorzd in its originel
“ora, Tt icnot possible Mat I wouid ke t: 2z th e clhenge nede

cich thet 1t is retroactive to th @ dote of its a*olishrent so thet

all penaltics would te peicd Yack t2 the: individual.

. .
Toess ou for rour eonsiderztion of ihis retier, % %"’0




(LESTER W, MUEH R

GUFACTURERS' REPRESENTATIVE POST OFFICE BOX 2G4
RACINE, WISCONSIN 53409
PHONE: 414--637.4780

- Poluuary l;h?é@

Congréseian fes. Aspin
Serator Gaylord lelson
.Sepator ‘i, Promire.

Gentlenant.

Rogarding the 1977 Soolal Security imerdmants, the olimin—
ation of the monthly retirement test is.unjust for the self
enloyed people. (such as mysslf) vho actually do not render-
substantial services in their business: when their net self
erploynant. income. excesda the yearly allcwable earnfngs.
I would appreciate ft if you would: ook into these 1977

- emdndasnts end rake an effort to introduce pew amsndrents.

vhich would change. the law btack fo its origional Status Quo,
Thank you alle

Sincorely,

T, L et

Lester ¥, Muehr
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- -, RUSSELL H. SWEARINGEN, CLU

U 07 | SENOR NYLID — LIFE MEMBER OF CLUBS
Wt L4 NATIONAL QUALITY AWARD

-

A W . .
225 32 SOUTH WATER STREET WEST . . . . FORT ATKINSON, WISCONSIN 83538
P o, BUS: (414) 563-5858 - RES: (414) 563-3084
27
NEW YORK LlEE-INSUngCE COMPANY LIFE, HEALTH, DISABIITY, GROUP
2, : - INSURANCE, ANNUITIES, PENSION PLANS

ant ‘ Pebruary 12, 1980

Honorable Gaylord Nelson
Senate Office Building . -
Vashington D. C. 20515

Res The Social Security Retirement Test
H. Re 5295-

Dear Siri

The atove nunbered Bill recently passed the House by an
overvhelning 333-0 vote. ) ’

It is very unfair to treat reneval commissions as current
earned income., 7This discriminates against those self-employed
1life insurance agents who wish to retire and draw Sooial
Security Benefits. Under existing law those benefits are
reduced because renewal commissions (payment for past sales)
are treated as current income, rather than income previcusly
earned, which is what reneval comaissions really ave,

I urge you to vote yes and support this legislation.

/V sincerely,
/!42’“" A e o

Russell H., Swearingen, CLU
Field Underwxriter
RS/m
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Febr-uaryﬂs , 1980

United States Senator Gaylord Ne!son—
Senate Office Buitding
Washington, D.C. 20510

Dear Senator Nelson:

On November 13, 1979, I wrote to you regarding the Soclal Security
Retirement Test Rules Bill (H.R. 6295). It is my understanding
that on December 19, 1979, the U, S, House of Representatives
passed the changas 383-0 and that the bill now goes to the Scnate

for its consideration, Since you are Chalrman of the Senate Social
Security subcommittee, T urge your support in the passage of this
bill which would correct the (njustice that would be done to insurance
agents who have paid into the Social Security system for years and
who would need the retirement benefits they planned on recelving,

1 would appreciate hearing from you on the status of this bill and
how you personally feel on this matter so vital to so many.

n \‘;::-\: . \ ""\.)‘A :‘N”J(\
Herwig B

Manage r, Life Department
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V. §. Svralor Caylord Yelson ‘ N ;
U, 8, S:unate ke
tishinglon, D, €. 20510

Coar 3 uaTor Kelsous

I &3 sure that you are well avare that the ¥ouse passsd H, R, 5295 on Lee. 19%h, by a vote
of 382 yeas to O nays, x -
I ea acking for your support in the passing of this Yazfslation +lien U resches the Sernte,

In oy estiration, in todays era of Inflation, 1t 13 avery usfair elerent to have a retired
Insurance ran's or ladie's Social Security benefit decreased because of an incore from a
rensal account that was earned and established by efforts prior to age 65, In my estiration
that ircome from this sourve stould be treated the same as rental incore from a prior investment
such as 2partents, lou<es, ete,

Yeur avpport and the supyort of all juur fellnw Senators behind this legislstion will erase
this 1-equity,

hank Tout _ -

~

Stncaral),

§érﬂn %. Becker ’

28474 Funtington St.
Kerton, Wi,
53056
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Honorable Gaylord Nelson . -
© 221 Russell

“Senate Office Building

" Washington, D.C. 20510 —~

" Dear Sepator Nelson:

"It ie my understanding that H.R. 5925 which passed the House in December is

now pending in the Senate Finance Committee, Passage of this di1l s vital
to the welfare of many retired or retiring professionals and we are most
interested in its progress. Has this bill come before the Senate Soocial
Seourity Subcommittee? Could you give some indication of how it is likely
to proceed through the Senate and its prospects for passage during this
session? I am told that the vote in the House was 389 - 0. 1Is it 1ikely
that the Scnate would pass it quickly if no opposition develops?

* Sincerely,
Richard G, Havkins
 RGH/jw




804

l“ar.v Louise Dixon :
82] Easl‘Kcnaingmn Bl\d., API. 4 o v
.“i]\-:aulwo, Wisconsin 532!]

't{:iwu.u:n-w
4 MCG.—'GJ /4‘-}‘"" ° 2”7' =
b Aeppat KL SRS a &
avie «f hy  teecnn, -7/-2‘44, Ll 220, .
. /5 it Liloazn

G }ltg\—h—z—/\—l-./ Sansars

/“*V"’gﬂov.bw Mw e w .

2ol D )‘éw/&:;e/u.«‘a st Lo
& J7 limed Mertrs Scent /’n._w,_,/ g By
M«Ia Cffece. Camrs. Lo wr st Ly

bk g i!‘ Sl lb'r(/ x‘)’(f— c.zf;v
74/;1..,./ Dritelec: ) Adevent 2l Laer.
\_,[J‘_..n. >r > : /L4 > ;»'/ >, q cteleinsoma . 7 et
V’b\-—/v . . / .J . 7.’/,:, .zf¢/u. ~ A
/54%.{ a,é‘vu-.- / L(A.aé < xﬁ—/@\_%nq.;
d..i.(, j.u.w.wwa.//t&,,&«.u,- &2
Vrocidtt Koo Zoite ook b Liveti tnBf
"‘:‘""’"/ 75 ('q__‘,.__,e, «;‘.M-c,.é R bty £ ?’Z,w_,_ .é'

- ( o
"Z,l /. 1L- < ) 2 v»‘l oy _(',L i o
’ - L
P N Y] o it ‘2 - ((.,'L. _.4’4'{ . /’-’-’;,/.4_.,__ L. e

e Tr et )‘ e ¥ 'l'...“/~'l~“~“r 7_”—'."/'-,._




« PP A
/léf,w-eg P 17«-(-//',«/ o

/.
- ZL;/E awzr

ﬂl.c.é/
OF .
ﬂ”z,%w/é

97,6.1.)



