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THE PRESIDENT’S AND OTHER BIPARTISAN
ENTITLEMENT REFORM PROPOSALS

THURSDAY, APRIL 18, 2013

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON SOCIAL SECURITY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 9:31 a.m. in Room
B-318, Rayburn House Office Building, the Honorable Sam John-
son [Chairman of the Subcommittee] presiding.

[The advisory of the hearing follows:]

o))
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HEARING ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

Chairman Johnson Announces Hearing on
the President’s and Other Bipartisan
Entitlement Reform Proposals

B-318 Rayburn House Office Building at 9:30 AM
Washington, Apr 11, 2013

Hearing is the First in the Committee’s Hearing Series on Entitlement Reform

U.S. Congressman Sam Johnson (R-TX), Chairman of the House Committee on
Ways and Means Subcommittee on Social Security, today announced the first in a
series of hearings on the President’s and other bipartisan entitlement reform pro-
posals. This hearing will focus on using the Chained Consumer Price Index to deter-
mine the Social Security cost-of-living adjustment. This proposal was included in the
President’s Fiscal Year 2014 Budget, the report by the National Commission on Fis-
cal Responsibility and Reform, and the report of the Bipartisan Policy Center’s Debt
Reduction Task Force. The hearing will take place on Thursday, April 18,
2013, in B-318 Rayburn House Office Building, beginning at 9:30 a.m.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. However, any individual or organization
not scheduled for an oral appearance may submit a written statement for consider-
ation by the Subcommittee and for inclusion in the printed record of the hearing.

BACKGROUND:

Social Security beneficiaries receive an increase in their benefits, known as the
cost-of-living adjustment (COLA), each year there is inflation. Prior to 1972, Con-
gress enacted increases in Social Security benefits on an ad hoc basis. The Social
Security Amendments of 1972 (P.L. 92-603) established an automatic process for de-
termining whether a COLA would be provided beginning in 1975.

The Social Security COLA is based on the percentage change in a measure of in-
flation known as the Consumer Price Index for Urban Wage Earners and Clerical
Workers (CPI-W). The percentage change is measured by comparing the highest
third calendar quarter average CPI-W previously recorded to the average CPI-W
for the third calendar quarter of the current year. The COLA becomes effective in
December of the current year and is payable in January of the following year. If
there is no percentage increase in the CPI-W between the measuring periods, no
COLA is payable, as happened in 2009 and 2010. In 1975, the CPI-W was the only
inflation measure produced by the Bureau of Labor Statistics (BLS). Since then,
other indices have been developed by the BLS.

In December 1996, a Senate-appointed commission to study the CPI, chaired by
Michael J. Boskin, Ph.D. (the Boskin Commission) found that both the CPI-W and
the later developed Consumer Price Index for All Urban Consumers (CPI-U) over-
stated inflation in a number of ways. The BLS modified the indices to respond to
a number of the Commission’s recommendations regarding how these two indices
were measured, but did not address their inability to account for the fact that as
prices change, consumers will adjust their spending habits across categories of goods
(e.g., if the price of beef goes up, consumers might buy pork instead).

In 2002, BLS introduced the Chained Consumer Price Index for All Urban Con-
sumers (C—CPI-U), which accounts for consumer substitution between CPI item cat-
egories, as well. According to the 2003 BLS report, Introducing the Chained Con-
sumer Price Index, the C—CPI-U is “designed to be a closer approximation to a ‘cost
of living’ index than existing BLS measures.” This index cannot be used to deter-
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mine Federal program adjustments unless Congress passes, and the President signs,
legislation permitting the change.

In announcing the hearing, Social Security Subcommittee Chairman Sam Johnson
(R-TX) said, “Americans deserve action to protect and preserve Social Secu-
rity, and the inclusion of Chained CPI in the President’s budget is a wel-
come acknowledgement that we must take action to shore up the program
for future generations. Since 2010, Social Security has been paying more in
benefits than it receives in revenue. According to the Congressional Budget
Office, the cash flow deficit for the 10-year period ending 2023 is projected
to reach $1.3 trillion. Beginning in 2033, Social Security will be unable to
pay full benefits, according to the Social Security Board of Trustees. In
other words, when today’s 47-year-old workers reach their full retirement
age in 2033, they and everyone else already receiving benefits face a 25 per-
cent benefit cut unless Congress does its job and steps in to fix this prob-
lem. The President likes to say that if we agree on a policy, then we should
act and not let our differences hold us up, and I agree. This hearing will
include a full discussion of a policy with bipartisan support—more accu-
rately measuring inflation in order to strengthen the Social Security pro-
gram.”

FOCUS OF THE HEARING:

The hearing will examine proposals by the President and bipartisan groups to
more accurately measure inflation.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov/, select “Hearings.” Select the hearing for which you
would like to submit, and click on the link entitled, “Click here to provide a submis-
sion for the record.” Once you have followed the online instructions, submit all re-
quested information. ATTACH your submission as a Word or WordPerfect docu-
ment, in compliance with the formatting requirements listed below, by the close
of business on Thursday, May 2, 2013. Finally, please note that due to the
change in House mail policy, the U.S. Capitol Police will refuse sealed-package de-
liveries to all House Office Buildings. For questions, or if you encounter technical
problems, please call (202) 225-1721 or (202) 225-3625.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.
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The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days’ notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://www.waysandmeans.house.gov/.

————

Chairman JOHNSON. Good morning. Thank you all for being
here. This is the first in the Committee’s hearing series on the
President’s and other bipartisan entitlement reform proposals.

We need to protect and preserve Social Security. That is what
this Committee is all about.

According to the Social Security Board of Trustees, beginning in
2033, Social Security will be unable to pay full benefits. In other
words, when today’s 47 year old workers reach full retirement age
in 2033 and everyone else is already receiving benefits, they will
face a 25 percent benefit cut unless Congress reforms Social Secu-
rity, which we can do.

The inclusion of using a more accurate measure of inflation in
President Obama’s budget is a welcome acknowledgement that we
must take action to make sure that Social Security is there for our
future generations.

The purpose of this hearing is to have a full discussion of a policy
with wide bipartisan support, more accurately measuring inflation
in order to fix the Social Security system.

Congress passed the first benefit increase in 1950, later in-
creased benefits ten other times before passing a law in 1972 that
ccrgatgd a formula to determine the cost of living adjustments or

LAs.

The Social Security COLA increases benefits each year that there
is inflation. If there is no inflation, there are not any COLAs, as
was the case in 2009 and 2010. If prices fall, benefits cannot be re-
duced.

At the time automatic COLAs were enacted, the Bureau of Labor
Statistics or BLS only produced one measure of inflation, which re-
mains the inflation measure used to determine Social Security
COLAs today.

However, BLS has since developed other measures including the
Chained Consumer Price Index or Chained CPI, which we will dis-
cuss today.

The President’s own budget says most economists agree that the
Chained CPI provides a more accurate measure of the average
change to the cost of living than the standard CPIL.

In testifying before the full Ways and Means Committee last
week, Treasury Secretary Jacob Lew stated “The Chained CPI is
a more accurate measure of inflation in that it does a better job of
reflecting the substitution of goods in response to relative price
changes.”

Today we will hear from the Commissioner of BLS why that is.
Some say using the Chained CPI to measure inflation would result
in a benefit cut, but that is plainly false.
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The truth is that benefits will continue to grow, only more slowly
than under the current less accurate measure. Only in Washington
would that be called a “benefit cut.”

That said, I fully recognize and am sensitive to the impact this
change could have on some beneficiaries’ pocketbooks, especially
those who receive benefits for a long time.

The fact of the matter is the current measure overstates inflation
and ignores that it is simply unfair to your children and grand-
children who rightly expect us to make sure Social Security will be
there for them.

Let me be clear. Determining the adequacy of Social Security
benefits especially for those who are most vulnerable is an impor-
tant discussion to have, and we will as part of this hearing series
on bipartisan entitlement reforms.

The President likes to say that if we agree on a policy, then we
ought to act and not let our differences hold us up.

We owe it to every American to carry out our responsibility and
carefully examine each bipartisan policy option, and we will
through this hearing series.

Mr. Becerra is not here yet. Without objection, all written testi-
mony will be made part of the record.

We have one witness panel today. Seated at the table are Erica
Groshen, Commissioner, accompanied by Michael Horrigan, Asso-
ciate Commissioner, Office of Prices and Living Conditions, Bureau
of Labor Statistics, Department of Labor. That is a mouthful.

Jeffrey Kling, Associate Director for Economic Analysis, Congres-
sional Budget Office.

Ed Lorenzen, Executive Director, The Moment of Truth Project,
Committee for a Responsible Federal Budget.

Nancy Altman, Co-Chair, Strengthen Social Security Coalition,
and Charles Blahous, III, Public Trustee, Social Security and Medi-
care Board of Trustees, and thank you for being here again.

Welcome. Thanks to all of you for being here.

Commissioner Groshen, will you go ahead with your testimony?

STATEMENT OF ERICA L. GROSHEN, COMMISSIONER, ACCOM-
PANIED BY MICHAEL W. HORRIGAN, ASSOCIATE COMMIS-
SIONER, OFFICE OF PRICES AND LIVING CONDITIONS, BU-
REAU OF LABOR STATISTICS, DEPARTMENT OF LABOR

Ms. GROSHEN. Good morning. I thank the Subcommittee for
this opportunity to talk about the family of Consumer Price In-
dexes published by the BLS.

As you know, we produce some of the nation’s most current and
important economic statistics, including the inflation measures
under discussion today.

In doing so, we help policy makers, businesses and households to
make the best decisions for themselves and others.

I will start by describing the CPI-U. The measurement objective
of all of our CPIs is to estimate changes over time and the cost to
consumers of maintaining the same standard of living.

How do we construct the CPI-U? We estimate the change in
prices that consumers pay for a market basket of goods and serv-
ices in urban areas. This market basket is divided into item cat-
egories, such as uncooked beef steaks.
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We collect prices for goods across 211 item categories in 87 urban
areas, resulting in over 8,000 unique item area cells. We collect ex-
penditure weights for each of these cells, such as steak in Chicago.

The weights represent shares of total consumer expenditures
across all items and areas. The data source for the weights is our
consumer expenditure survey.

With prices and weights in hand, we produce the CPI in two
stages, and understanding these stages is the key to understanding
how our indexes differ.

In stage one, we calculate a CPI-U for each cell. That is the av-
erage change in prices, and for most cells we use a formula that
assumes that consumers actually do substitute among products
within the cell.

In stage two, we combine our indexes across all the cells to
produce a national number. CPI-U uses a formula that assumes
consumers do not substitute across items or areas. That is we as-
sume they do not adjust their purchases between steak and chicken
in Chicago as prices change.

What is the CPI-W? It aims to estimate price changes for house-
holds that receive more than half of their income from wage and
clerical jobs. The formulas and the prices that we use in the CPI-
W are the same as for the CPI-U. The only difference is the CPI-
W uses consumer expenditure weights that are based on the wage
and clerical group.

What about the experimental CPI-E? Again, we use the same
formulas and the same prices as the CPI-U, but we use expendi-
ture weights for households with a respondent or spouse age 62 or
older.

Over the past 20 years, while the CPI-U and the CPI-W in-
creased at an average annual rate of 2.4 percent, the CPI-E rate
was 2.6 percent. This reflects only differences in expenditure pat-
terns of these populations. For example, older Americans relatively
heavy spending on health care.

We call the CPI-E experimental partly because the expenditure
weights are based on smaller sample sizes, but also our CPI-U
sample may not represent well where the elderly shop, where they
live, what they buy, and the prices they pay. Moving to an official
CPI-E would require a thorough research effort.

Finally, what about the Chained CPI-U? This differs from the in-
dexes I just talked about in weights and formulas. Furthermore, we
revise it twice before it is final.

Stage one is the same. Stage two uses a superlative index for-
mula that captures how consumers actually adjust what they buy
as relative prices change.

Because consumers make such adjustments, the growth in the
Chained CPI-U is typically smaller than that for the regular CPI-
U. For the past 12 years ending in December 2011, while the CPI-
U grew at an average annual rate of 2.5 percent, the Chained CPI-
U rate was 2.2 percent.

The other difference is there are lags in reporting the Chained
CPI-U. It takes a long time to collect consumer expenditure shares
and to estimate their weights. The final Chained CPI-U for March
2013 will be published in February 2015.
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To sum up, as part of our continuing efforts to improve measure-
ments in our dynamic economy, the BLS has created a Chained
CPI-U to gauge the cost of living in a way that accounts for how
;:‘onsumers substitute among goods when price changes are not uni-
orm.

I thank you for the opportunity to testify before this Committee.
Dr. Horrigan and I will be happy to answer your questions.

[The prepared statement of Ms. Groshen follows:]
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——

Chairman JOHNSON. Thank you for your testimony. That is in-
sightful.

Mr. Becerra, do you still want to make your opening remarks?

Mr. BECERRA. I can wait until everyone testifies or I can do it
right now.

Chairman JOHNSON. We will delay the rest of you for a mo-
ment and let Mr. Becerra make his opening remarks. Go ahead.
You are recognized.
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Mr. BECERRA. I appreciate that, Mr. Chairman. I apologize to
the witnesses that I had to run a little late. Thank you for being
here. We look forward to the rest of your testimony.

I want to just begin by making a quick observation. At a time
when folks are talking about their economic security, this is per-
haps the most important time to make sure we maintain Social Se-
curity because it is for many Americans, not just seniors—many
disabled Americans, working Americans who have become disabled,
to children, widows and widowers, it is their economic security.

Any time someone says to you Social Security is broke or bank-
rupt or causing our deficit, I will say emphatically here that is con-
trary to the evidence. In fact, I think I would be on very safe
ground to say anyone who says Social Security is broke or bank-
rupt is lying because the facts show just the opposite.

Let’s look at the numbers. I would say to anyone who wants to
contest what I am about to tell you, show me your numbers. I will
show you some numbers and you can see them on this chart.

Social Security currently has about a $2.7 trillion surplus, and
that is because over more than 77 years of taking in taxes from
Americans who have been working and paying into Social Security,
it has brought in in tax contributions over $14.5 trillion.

It has also earned interest on those trillions that have been in-
vested into the Trust Fund by tax, paying Americans about $1.5
trillion.

At the same time, it has only had to spend in benefits, and a
very tiny sliver you see above that red bar, in administrative costs,
because administrative costs are less than one percent, a total
spending of $13.5 trillion.

The math is very simple. More than $2.5 trillion that Americans
have contributed to Social Security through their taxes that have
never been used through 13 recessions, and in more than 77 years,
Social Security has never failed once to pay benefits on time and
in full.

When we discuss Social Security, we should discuss it in that
context of the reality and the truth of what Social Security is.

When you hear conversations about what should happen to So-
cial Security and to those earned benefits that Americans have
paid into the system so they could get them when they retire or
should they become disabled or should they happen to die so their
spouse, who is now a widow or widower, or their children, who are
now the children of a deceased parent, have a chance to survive,
those are the folks we should concern ourselves most with.

Switching to the Chained CPI, the so-called adjustment, change
to the way we calculate the cost of living, the COLA increase sen-
iors, disabled folks, survivors of an American who has perished get,
is nothing more than a cut to the benefits that people receive.

The paycheck or the earned check that people receive from Social
Security will decrease. It is a cut. It is a substantial cut because
we know the power of compound interest. With time, that cut
grows in size.

If we are talking about economic security at this time when our
economy is beginning to recover from those devastations of the
2008 Wall Street crisis, you would think we would want to provide
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people with the greatest economic security and that would be
through their Social Security earned benefits.

The Chained CPI affects not just seniors, disabled, children or
widows, it affects veterans who will see benefits they have earned
cut. It affects any number of folks including middle income and low
income tax paying families who will see their taxes rise.

The Chained CPI is coming at the worse time for all those folks
who worked very hard and thought they had paid into a system on
a bargain, that it would be there for them because they paid into
it.

Let us remember that a typical American middle income worker
at the age of 65 under the Chained CPI would lose about $140 of
his or her annual benefit if Chained CPI were to become the law.

By age 75, the annual benefit would be cut by $560. By the time
he or she reaches age 85, the age at which most seniors tend to
depend most on Social Security, the annual benefit would be cut al-
most $1,000 a year.

The problem here is that we have to know our facts and we have
to recognize that economic security is perhaps the most important
thing for our parents, our grandparents, our children, disabled fam-
ilies, and certainly for American working families.

Mr. Chairman, I am looking forward to hearing the testimony be-
cause there is nothing more important than the security of Social
Security. With that, I will yield back.

Chairman JOHNSON. Yes. You guys need to take what he said
with a grain of salt. Some of that is shading the truth.

Mr BECERRA. Show me the numbers.

Chairman JOHNSON. Easily. We are not going to quit paying
Social Security. Let’s face it.

Mr. Kling, welcome aboard. Please proceed.

STATEMENT OF JEFFREY KLING, ASSOCIATE DIRECTOR FOR
ECONOMIC ANALYSIS, CONGRESSIONAL BUDGET OFFICE

Mr. KLING. Thanks for inviting me to testify. As you know, the
Social Security Administration increases recipients’ monthly bene-
fits in most years, for example, the 1.7 percent COLA that applied
to benefits paid in January 2013 was based on the increase in the
Consumer Price Index between 2011 and 2012.

One option for lawmakers would be to link to another measure
of inflation, the Chained CPI. That Index generally grows more
slowly than the traditional CPI does, an average of about one quar-
ter of a percentage point more slowly per year over the past dec-
ade.

Using the Chained CPI in a variety of Federal programs and the
Tax Code would reduce the deficit by a total of $340 billion over
the next ten years if implemented starting in calendar year 2014,
according to estimates by the Congressional Budget Office and the
staff of the Joint Committee on Taxation.

The President’s budget for fiscal year 2014 includes a related but
less comprehensive option that would use the Chained CPI for So-
cial Security and some other spending programs, as well as for the
tax system.
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CBO is currently reviewing that and other proposals in the Presi-
dent’s budget. I will not be discussing those specific proposals
today.

In my remarks this morning, I will focus on the analysis exam-
ining a generic proposal to use the Chained CPI for indexing
COLAs and Social Security starting next year. Such a policy would
not alter the size of people’s benefits when they are first eligible,
either now or in the future, but it would reduce their benefits in
subsequent years because of the reduction in the average COLA
relative to current law.

The impact would be greater the longer people received benefits,
that is the more reduced COLAs they experienced.

For example, after a year, the Social Security benefits paid to a
63 year old who had claimed initial retirement benefits at age 62
would be about one quarter percent lower on average if the
Chained CPI was used for indexing.

After ten years of COLAs, the effect for a 73 year old would be
2.5 percent on average. After 30 years of COLAs, the effect for a
93 year old would be 7.2 percent on average.

According to CBO’s analysis, using the Chained CPI for annual
COLAs would reduce outlays for Social Security relative to CBO’s
current law baseline by $1.6 billion in 2014. Those savings would
grow each year reaching $24.8 billion in 2023, and would total $127
billion over the 2014 to 2023 period.

CBO projects that Social Security recipients would face an aver-
age benefit reduction of about $3 per person per month in 2014 and
roughly $30 per person per month in 2023.

By 2033, outlays for Social Security would be three percent lower
than they would be under current law or six percent of gross do-
mestic product rather than 6.2 percent. As a result, the gap be-
tween Social Security’s outlays and tax revenues in that year
would shrink by about one-sixth to one percent of GDP.

According to many analysts, the traditional CPI overstates in-
creases in the cost of living because it does not fully account for the
fact that consumers generally adjust their spending patterns as
some prices change relative to other prices, and because of a statis-
tical bias related to the limited amount of price data that the BLS
can collect.

However, using the Chained CPI instead for indexing Social Se-
curity could have disadvantages. The values of that Index revised
over a period of years so the programs would have to be indexed
to a preliminary estimate of the Chained CPI that is subject to esti-
mation error.

Also, the Chained CPI may understate the growth and the cost
of living for some groups. For instance, some evidence indicates
that the cost of living grows at a faster rate for the elderly than
for younger people in part because of changes in health care prices
which play a disproportionate role in older people’s cost of living.

However, determining the impact of rising health care prices on
the cost of someone’s standard living is problematic because it is
difficult to measure the prices that individuals actually pay and to
accurately account for changes in the quality of health care.

Changing the measure of inflation used for indexing is only one
of many possible modifications to Social Security, if the Congress
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wishes to slow the growth of Federal spending by constraining out-
lays for Social Security benefits or to improve the long term sol-
vency of the program by making changes to its spending or reve-
nues.

Many other approaches are possible, a number of which CBO has
analyzed previously.

Thank you.

[The prepared statement of Mr. Kling follows:]
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————

Chairman JOHNSON. Thank you, sir.
Mr. Lorenzen, you are recognized for five minutes.
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STATEMENT OF ED LORENZEN, EXECUTIVE DIRECTOR, THE
MOMENT OF TRUTH PROJECT, COMMITTEE FOR A RESPON-
SIBLE FEDERAL BUDGET

Mr. LORENZEN. Mr. Chairman, Ranking Member Becerra,
Members of the Subcommittee, it is an honor to be before you and
an unusual experience to be on this side of the table.

I am Executive Director of The Moment of Truth Project, which
was established to continue the work of the National Commission
on Fiscal Responsibility and Reform, also known as the Bowles-
Simpson Commission. I worked on the staff of the Fiscal Commis-
sion.

On a personal note, I would like to briefly note that I have had
significant personal experience with the value of the Social Secu-
rity program having received survivor’s benefits as a child after the
death of my father, and more recently, having had to manage my
family’s finances for a period based on Social Security benefits.

Neither of those experiences have convinced me that providing
COLAs that are greater than the rate of inflation is the desirable
policy, rather, that we should try to find a way to make the Social
Security system fiscally strong by making progressive changes in
the benefits in a way that strengthens poverty protections for the
programs.

The CPI offers a rare opportunity to achieve both significant sav-
ings spread across the entire budgets and by making a technical
improvement to existing policies.

Brief background. The issue of overstatement of inflation in the
CPI gained prominence in 1995 when then Federal Reserve Chair-
man Alan Greenspan mentioned the issue and his belief in testi-
mony before Congress.

Even before Chairman Greenspan’s comments, the Congressional
Budget Office had done a report noting there was a growing discus-
sion and debate among economists identifying a bias in CPL.

In response to Chairman Greenspan’s comments, the Senate Fi-
nance Committee, chaired by then Senator Pat Moynihan, ap-
pointed the Baskin Commission, which did a review of CPI and es-
timated the bias of between 0.7 and 2.0 percent.

While there was controversy over many of the specific elements
and disagreements of the specific findings, the general consensus
was the findings were broadly accepted and confirmed by subse-
quent analysis by the Federal Reserve Board and others.

In response to that discussion, the Bureau of Labor Statistics did
a thorough review of the methodology and made changes where it
felt there were improvements that could be made, including intro-
duction of the geometric mean to deal with lower substitution bias
and other changes.

Those changes reduced the bias by 0.35 percent, and were imple-
mented with very little notice or controversy, very similar to what
switching to the Chained CPI would do.

The changes that BLS were able to do administratively did not
address the issue of upper level substitution bias, which is what
Chained CPI is intended to do, as described before.

On the Fiscal Commission, when we started meeting with var-
ious groups for suggestions about ideas for deficit reduction,
switching to the Chained CPI for all parts of the budget was one
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of the common themes of suggestions from groups across the ideo-
logical perspective, and in the Commission meetings, it was an
area of early discussion for potential consensus among members.

There was definite agreement that it should only be done as a
technical correction and therefore should be applied to all parts of
the budget equally. Interestingly, it was a Democratic member of
the Commission who first raised the idea of Chained CPI for Social
Security, and a Republican member who raised it on the issue of
revenues, both did so on the basis that it should be done for accu-
racy.

The final Commission report did include a switch to Chained
CPI, and had some low income protections. It was one of the few
elements that every member of the Commission who voted for the
plan did support.

Since the Commission report has come out, there have been addi-
tional recommendations for improvements for low income protec-
tions, which should be considered.

Switching to the Chained CPI has broad support from the Con-
gress, across the spectrum, which I have detailed in my testimony,
and has been included in every major bipartisan proposal.

The budgetary effects have just been described. I would just note
that while most of the focus has been on the impact it would have
on Social Security, Social Security represents slightly more than a
third of the savings while the remaining two-thirds of savings
would come from revenues and changes in other Government pro-
grams.

Switching to Chained CPI would also close approximately one-
fifth of the Social Security funding gap and help avoid the Trust
Fund exhaustion, and therefore, avoid the automatic reduction in
benefits that would occur with Trust Fund exhaustion.

It is important to remember that under Chained CPI, nominal
benefits would continue to increase. We estimate they would in-
crease by approximately 60 percent over 20 years under Chained
CPI, instead of a 68 percent increase under the current measure.

Also, interestingly, real benefits for an 85 year old will be higher
in the future than a similar retiree today.

If you were to compare a worker who retired at age 65 and is
85 today and took a worker who retired today at age 65 and re-
ceived benefits subject to Chained CPI, that future retiree would
still have a higher benefit in real inflation or adjusted terms by
about eight percent higher.

On the distributional effects, both the Tax Policy Center and the
Social Security Administration have found that switching to
Chained CPI is roughly distribution neutral. However, that does
not mean we should not have concerns about the distributional ef-
fects.

However, those should be addressed in the context ideally of a
comprehensive plan where it makes comprehensive reforms of the
Social Security program and tax system to make the Tax Code and
Social Security system more progressive, but absent that, there are
many proposals where you could make much more targeted, much
more effective improvements to provide benefits for lower income
beneficiaries who have been assisted by the higher Chained CPI
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which provides a very blunt and fully targeted way to provide as-
sistance to those populations.

Chairman JOHNSON. The gentleman’s time has expired.

Mr. LORENZEN. Very briefly, moving to the CPI-E would be a
very controversial step. There are many questions and concerns
about the methodology of CPI-E.

I would just conclude by saying that any changes in deficit reduc-
tion are going to require tough choices, but moving to Chained CPI
is not a change in policy, but rather a more accurate way to imple-
ment the current policy and any adverse effects of implementing
current policy more accurately should be addressed by more tar-
geted and effective policies.

[The prepared statement of Mr. Lorenzen follows:]
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—————

Chairman JOHNSON. Thank you, sir.
Ms. Altman, you are recognized.

STATEMENT OF NANCY ALTMAN, CO-CHAIR, STRENGTHEN
SOCIAL SECURITY COALITION

Ms. ALTMAN. Thank you. As you know, every January, Social
Security benefits are automatically adjusted for inflation. Some
refer to these adjustments as increases, but they are not.

They are intended to allow those on fixed incomes to remain in
place, to simply tread water, without accurate and timely inflation
adjustments, retirees, people with serious and permanent disabil-
ities, and others will see their Social Security erode as they age.

That is no small matter. Half of retirees have total incomes, that
is incomes from all sources, of less than $17,000. Most of that
comes from Social Security. One out of three seniors relies on So-
cial Security for virtually all of their income. Nearly one out of two
seniors age 80 or over does. For women and people of color, the re-
liance is even greater.

The intent of the adjustment is to allow beneficiaries to tread
water, but they are not, they are sinking. The current inflation
index under measures the inflation they experience.

The Index is designed for workers and the general public, but
seniors and people with disabilities spend more on health care
where prices rise faster and less on clothing, recreation and other
items where prices tend to rise slower.

Chained weighting an Index that already under measures their
inflation simply will sink beneficiaries faster.

By shielding some from the harshest impacts of the Chained CPI,
the Simpson-Bowles, Rivlin-Domenici, and Administration pro-
posals all implicitly concede that it is less accurate for this popu-
lation.

People do not need to be shielded from a more accurate adjust-
ment.

These protections cannot solve what is a poorly targeted benefit
cut. The Chained CPI cuts the benefits of every single one of to-
day’s 57 million beneficiaries, but people already on fixed incomes
have little or no ability to make up the loss.

In addition, the cost grows with each succeeding year, like a
snowball rolling down a hill, hitting hardest the oldest of the old,
the poor and the near poor.

Members must confront many divisive issues, but Social Security
is not one of them. Poll after poll reveals that Democrats, Inde-
pendents, Republicans, Union households, tea parties, the young,
the old, and virtually every other demographic overwhelmingly
agree about Social Security.
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They agree that Social Security should not be addressed as part
of a deficit deal to reduce the deficit, and they are right. Cutting
Social Security does not reduce by even a penny the Federal Gov-
ernment’s total debt burden. Cutting it does not buy the Govern-
ment a single extra day of borrowing authority.

Let me repeat because many people find this surprising. Cutting
Social Security does not reduce at all the Federal Government’s
debt subject to the debt limit.

Including Social Security in a deficit package gives the appear-
ance that policy makers are raiding Social Security’s contributions
and diverting them to unauthorized purposes.

You can easily avoid this improper appearance by addressing So-
cfl Security as it should be addressed, on its own, and in the sun-
shine.

That is how it was done in 1977 and 1983, when Social Security’s
projected shortfall was much more immediate in 1983, it was six
months versus 20 years today, and much larger, over eight percent
of taxable payroll in 1977 versus less than three percent today.

Social Security is too complicated and too important to address
any other way, but to do that, policy makers have to be prepared
to follow the will of the people.

This body must open the door to more than just a narrow group
of budget experts, an open process focused solely on Social Security
will not lead to the Chained CPI. Instead, it will lead, I am con-
fident, to a stronger foundation of economic security for America’s
workers and their families.

Thank you, Mr. Chairman.

[The prepared statement of Ms. Altman follows:]
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STATEMENT OF NANCY J. ALTMAN
CO-DIRECTOR, SOCIAL SECURITY WORKS
CO-CHAIR, THE STRENGTHEN SOCTAL SECURITY COALITION

HEARING ON
THE PRESIDENT’S AND OTHER BIPARTISAN ENTITLTMENT REFORM PROPOSALS

UNITED STATES HOUSE OF REPRESENTATIVES
COMMITTEE ON WAYS AND MEANS, SUBCOMMITTEE ON SOCIAL SECURITY

APRIL 18,2013
Chairman Johnson, Ranking Member Becerra, and Members of the Subcommiitee:

As co-director of Social Security Works, I co-chair the Strengthen Social Security Coalition, a broad-
based coalition of over 320 national and state organizations representing 50 million Americans,
including seniors, workers, women, people with disabilities, children, young adults, veterans, people of
low income, people of color, communities of faith, and others. Talso chair the Board of Directors of the
Pension Rights Center, and serve on the Board of the National Acaderny of Soctial Insurance.

I have worked in the area of retirement income for over 35 years, both inside and outside of government.
In the private sector, 1 have worked as a pension lawyer with Covington and Burling, and have taught
courses on retirement income at Harvard University. In 1982, I had the privilege to serve as the top
assistant to Alan Greenspan in his capacity as the Chairman of the so-called Greenspan commission,
whose recommendations formed the basis for the Social Security Amendments of 1983. Prior to that, 1
was fortunate to serve as a legislative assistant to Senator John C. Danforth (R-MO.).

T appreciate the opportunity to testify before this subcommittee and to present this written statement on
the important subject of how best to automatically adjust Social Security benefits to ensure that they

retain their purchasing power over time.

The Purpose Behind Automatic Inflation Adjustments of Social Security Benefits

Social Security benefits are adjusted automatically every January to prevent their erosion if and when
there has been inflation. Some describe these adjustments as ‘increases,” but they are not. They are
intended to prevent erosion in the purchasing power of Social Security’s modest benefits, which average
just $13,900 for all beneficiaries.

President Richard Nixon, who championed these automatic adjustments, explained their importance
when he signed them into law on July 1, 1972:

“One important feature of this legislation which T greet with special favor is the automatic
increase provision which will allow social security benefits to keep pace with the cost of living.
This provision is one which I have long urged, and 1 am pleased that the Congress has at last
fulfilled a request which Thave been making since the first months of my Administration. This
action constitutes a major break-through for older Americans, for it says at last that inflation-
proof social security benefits are theirs as a matter of right, and not as something which must be
termporarily won over and over again from each succeeding Congress.”

1
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As President Nixon recognized, this basic benefit protection is an extremely important feature of our
Social Security system. Indeed, full inflation protection is virtually nonexistent for those seniors
fortunate to have employer-sponsored pension plans. Once workers retire, they no longer have salaries
or wages which are capable of increasing with the increasing productivity of the nation. Rather they
must rely on Social Security, and, if they are fortunate, employer-sponsored pension plans, and savings.

The Importance of Automatically Adjusting Social Security Benefits

A worker who earns $40,000 and retires in 2015 at age 66 will receive a Social Security benefit that
replaces 39.8 percent of those earnings. That retired worker will receive no gain as the nation becomes
wealthier and more productive. Rather, that income is, in colloquial terms, “fixed.” It is very valuable,
because unlike savings, one cannot outlive it. It is paid for life. If it weren’t adjusted for inflation
though, it would become less and less valuable as one aged.

This is no small matter. The vast majority of seniors rely on Social Security for most of their incomes.
For more than six out of ten seniors, Social Security accounts for half or more of their total income. For
one out of three, Social Security represents 90 percent or more of their total incomes.

The reliance is even greater as people age and exhaust other sources of support. For those aged 80 and
over, three out of four rely on Social Security for half or more of their income. For almost one out of
two (45 percent), Social Security is 90 percent or more. For widowed, divorced, or never-married
women and for people of color, the percentages are even higher at those ages.

Because those on fixed incomes do not enjoy productivity gains, they on average have considerably
lower incomes than the general population. Half of retirees aged 65 and older have total incomes --
from all sources -- of just $16,749 or less. Most assets of seniors are not protected against inflation and
are not guaranteed for life. If Social Security were not adjusted to take account of inflation, their Social
Security benefits, which already fail to experience productivity gains, would slowly but inexorably
erode over time in real terms as they aged. These earned benefits would lose value at the same time that
they exhausted other assets and that health care costs were increasing.

To ensure that the value of these vital but modest benefits does not erode as people age, it is crucial that
the automatic adjustment be as accurate as possible, and does not under-ineasure inflation. At the time
of the enactment of autoinatic adjustinents, in 1972, the Bureau of Labor Statistics produced only one
measure of inflation — which today is referred to as the Consumer Price Index for Urban Wage Earners
and Clerical Workers or CPI-W. Ironically, the index is limited to workers, not retirees, but was the
only, and so best, measure available.

Tn recognition, though, that seniors have very different expenditures than those of workers or the general
population, the Older Americans Act of 1987, which President Ronald Reagan signed into law on
November 30, 1987, included a provision directing the Secretary of Labor to develop, through the
Bureau of Labor Statistics, a consumer price index for older Americans. In response to the legislative
directive, the Bureau of Labor Statistics created and continues to produce the Consumer Price Tndex for
the Elderly, referred to by the shorthand, CPI-E.’

! I calculating the CPI-L, the Burcau of Labor Statistics takes the work it does in constructing the CPI-U and narrows it to
capture the subsct of thosce aged 62 and over. To have a completely accurate CPI-L, it would need to also conduct a survey of
cxpenditurcs and point of purchase tailored specifically to thosc aged 62 and ofder, because seniors often buy different goods

2
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The CPI-E has historically reported higher rates of inflation than the consumer price indices measuring
the inflation experienced by workers or the general population. This is unsurprising. On average,
seniors spend a higher percentage of their incomes on health care than workers or the general
population, and health care costs have grown, and are projected to continue to grow, at a faster rate than
other goods and services. On average, seniors spend a lower percentage of their incomes on apparel,
transportation, and recreation than workers or the general population, and those goods and services have
not experienced as rapid inflation.

For those same reasons, the current measure of inflation used to automatically adjust Social Security
benefits under-measures the inflation experienced, on average, by Social Security beneficiaries.

A Consnmer Price Index Which Under-Measnres Inflation Will Be Even Less Accurate if It Is
“Chained”

In common-sense terms, one’s standard of living is maintained if one can continue to purchase the same
goods and services that one has been able to afford in the past. If one can no longer afford those goods
and services, but must substitute less-preferred goods and services or reduce one’s consumption in other
ways, one’s standard of living has declined. That common-sense understanding was the approach the
Bureau of Labor Statistics employed historically. Tt measured a fixed basket of goods and services
determined by surveying purchasing patterns of the population for whom inflation was being measured.

Starting in 1999, the Bureau of Labor Statistics changed its method of calculating its CPT indices to
adjust for the possibility of substitution of less expensive goods within each of'its 211 categories of
goods and services within its 30 geographical areas.” Starting in August, 2002, it began to publish the
Chained Consumer Price Index for All Urban Consumers (C-CPI-U or chained CPT), which adjusts for
substitutions among the 211 categories, but the index is not used by the government in any official
capacity.

Ore can argue whether having an index account for substitution in response to lower prices, producing a
lower calculation of inflation, is more or less accurate, as a general matter. However, adjusting for
substitution with respect to an index which already under-measures inflation will simply make the
measure even less accurate, because the under-measurement will be larger.

in different quantitics and shop at ditferent stores in different frequencey than the peneral population. Consequently, the
Burcau has labeled the CPI-E “experimental.” If those surveys were done, the diffesential in inflation between what seniors
cxpericnee and what workers and the general population cxperienee could be even greater.
% Ihic chanpes may or may not have been the result of inappropriate political pressure to change the measure so that inflation
would appear to be lower. ‘The then-Director of the Burcau of Labor Statistics, Katharine G. Abraham. wrote, in a papct
presented at a meeting of the American Statistical Association on August 6, 1996,
“Back in the early winter of 1995, Federal Reserve Board Chairman Alan Greenspan testified before the Congress that
he thought the CPT substantially ated the rate of growth in the cost of living. ITis testimony generated a
considerable amount of discussion. Soon afterwards, Speaker ol the 1louse Newt Gingnich, at a town meeting in
Kennesaw, Georgia, asked about the CPT and responded by saying, “We have a handlul of bureaucrats who, all
professional economi ee, have an error in their caleulations. I they can’t gel it right in the next 30 days or so, we
zero them out, we transfer the responsibility to cither the Federal Reserve or the Freasury and tell them to get it right.”™
Abraham, Katharine (G., Bureau of Labor Statistics, “Statistics Under the Spotlight: lmproving the Consumer Price Index:
Statement,” Paper presented at a meeting of the American Statistical Association, Chicago, [ilinois, August 6, 1996. at
fpy/fip.bls.govipub/special requests/opi/epibri.txt (last viewed, April 12, 2013).

3



59

That is why 250 leading PhD economists and more than 50 experts with PhD degrees in related fields
issued a statement on November 20, 2012, opposing the use of the chained CPI for Social Security. In
that statement, they concluded emphatically that “there is no empirical basis” for claiming that the
chained CPI is a more accurate measure of the inflation experienced by Social Security beneficiaries.

The Chained CPI for Social Security is a Poorly Targeted Benefit Cut

Chain-weighting an index that already under-measures the inflation experienced by Social Security
beneficiaries would result in a faster erosion of their Social Security benefits. Tmplicitly recognizing
that the proposal to shift to the chained CPI for Social Security and other programs that serve the elderly
and those with serious and permanent disabilities is nothing more than a benefit cut masquerading as a
technical adjustment, three leading proposals to shift to the chained CPT — the proposal of former
Senator Alan Simpson and Erskine Bowles, the proposal of the Debt Reduction Task Force chaired by
former Senator Pete Domenici and Alice Rivlin, and the proposal contained in the Administration’s
budget -- all call for measures to ameliorate, to a small extent, the impact of the chained CPI, as the
graph below shows.” These proposals are poorly targeted cuts.

Those currently on fixed incomes have little or no ability to adjust to declines in what already are very
modest incomes. As mentioned above, half of retirees aged 65 and older have total incomes, from all
sources, of just $16.749 or less. For that reason, many members have stated their opposition to cutting
benefits of those 55 and over. Moreover, as the graph also reveals, the largest cuts fall on the oldest old,
because the cut compounds over time. The increasingly large cut occurs as other resources are
exhausted and health costs are increasing, on average.
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In addition, the benefit cut in the form of the chained CPI creates a substantial burden on the poorest in
society. For that reason, the Administration budget proposes to exempt means-tested programs from the
switch to the chained CPI, but this still leaves many poor and near poor unprotected. The Supplemental
Security Income program (“SS1”) is a program for the aged, blind, and disabled who have extremely
limited income and assets. If an individual receives Social Security, because he or she worked a
sufficient number of quarters to qualify, the SSI benefit is reduced doltar for dollar after disregarding the
first $20. There are 2.8 million people who receive income from both Social Security and SSI — the so-
called dual eligibles — so part of their income will still be subject to the benefit cut. Moreover, because
the SST income and asset limits are so meager, there are 9.4 million poor or near poor who receive only
Social Security, and so would be subject to the cut imposed by the chained CPT*

If Congress is intent on cutting Social Security’s benefits, there are numerous ways to do so. They all
have disadvantages, but have distributional impacts different from the chained CPl. For example, they
may not affect current beneficiaries, the oldest old, or the most vulnerable and disadvantaged.
Nevertheless, as the following sections explain, cutting Social Security’s modest benefits at all is unwise
policy, unnecessary, and in violation of the will of the American people.

Social Security is Fully Affordable, Cutting It Does Not Reduce, By Even a Penny, the Total
Federal Debt Subject to Limit, and Should Not Be Part of Any Grand-Bargain Deficit Deal

One problem with talking about “entitlements” is that Social Security, Medicare, and Medicaid are three
very different programs, with different structures, goals, and challenges. According to the
Congressional Budget Office, if the nation’s health care costs, private as well as public, were to continue
to grow at historical rates, the nation would be spending 99 percent of its Gross Domestic Product on
health care in 75 years. Medicare and Medicaid are simply symptoms of that larger problem. That kind
of growth is obviously unsustainable.

Projected Social Security Spending as a
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individuals aged 65 and older, or $14,628 for individuals under age 65.

* Social Sceurity Works created the graph based on projections found i “Table V1.E4 - OASDI and HI Annual Income, Cost,
and Balancc as a Percentage of GDP, Calendar Years 2012-90," 2012 Trustees Report Supplementary Single-Year Tables,

May 2013.
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Social Security is unquestionably affordable. The United States is the wealthiest nation in the world.
We spend considerably less on our Social Security system, as a percentage of our Gross Domestic
Product, than the majority of other industrialized countries spend on the old-age, survivors and disability
portions of their Social Security programs. We will continue to spend less, even when the baby-boom
generation fully retires, than many other nations spend on their counterpart programs today.’

Consistent with this lower cost, the life insurance, disability insurance, and old age annuities provided
through our Social Security system are less adequate than the benefits provided in most industrialized
nations, as well.” Tndeed, Social Security’s benefits are modest by virtually any standard, yet vitally
important to the vast majority of American workers and their families.

Social Security is more efficient, secure, universal and fair than its private sector counterparts. Tts
administrative costs comprise less than one penny out of every dollar spent, a much higher efficiency
than that experienced by private sector retirement plans.  With the termination and freezing of
traditional pension plans and the documented serious shortcomings of 401(k) plans, Social Security is
likely to be an increasingly important source of retirement income for the vast majority of Americans in
the future. Analysts project a looming retirement income crisis, where most seniors will be unable to
maintain their standards of living until death.* As people aged 65 and older grow to a projected 20.2
percent of our population in 2050, the nation is projected to allocate only 6.1 percent of GDP to the
provision of the basic necessities through our Social Security system. Congress could easily alleviate
the pending retirement income crisis by increasing Social Security. Cutting Social Security will
exacerbate the looming crisis.

‘Whatever is done, though, it should not be done as part of a deficit reduction package.

Social Security Should Not Be Included in Deficit-Reduction Legislation

As the members of this Subcommittee know, the federal government will reach the limit on federal debr,
or debt limit, in a matter of months. Those argutng for the inclusion of Social Security in comprehensive
deficit legislation often seek to justify their position by asserting that “everything” should be “on the
table.” But that facile phrase fails to recognize that cutting Social Security does not reduce the United
States’ debt subject to that limit. This sharply differs from cuts to agricultural subsidies, defense, or
other expenditures from the government’s general fund.

It a program paid for from general-fund revenue were cut by $100 billion and nothing else changed, the
federal government’s borrowing needs would go down by $100 billion. As a consequence, the federal
debt subject to the debt limit would also go down (or more realistically, given the current large deficits,
would go up less than it would have, without the cut). If the savings from that hypothetical cut were

¢ Organization for Liconomic Cooperation and Development (OLCD), “Country profile: United States,” Peasions uf a Glance
2011: Retirement-Income Systems in OECD and G20 Countries, March 2011,
7 Our Social Security teplaces a smaller share of a median worker’s career eamings than 29 of the 34 members of
Organization for Lconomic Cooperation and Development. See Center on Budget and Policy Priorities (CBPP), “Social
Security: We're Number...30!” May 11, 2011. http//www offthechanishlog.org/social-security-we%E2%:80% 09z e-
numnber®E2% 800 A0-3
c.g., Center for Retirement Rescarch (CRR), The National Retivement Risk Index: An Update, October 2012,
cdu/wp-contentuploads/ 201 2/1 1/ 12-20.pdf
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offset dollar-for-dollar by a cut in income taxes or an increase in other expenditures funded from general
revenues, the federal debt subject to limit would be unchanged.

In stark contrast, if Social Security benefits were cut by $100 billion, the federal debt subject to limit or
total debt would remain unchanged. If the $100 billion savings from cutting Social Security benefits
were offset dollar-for-dollar by a cut in income taxes or an increase in general-revenue spending, the
total federal debt would increase!

For those who are used to thinking about Social Security as just another spending program and about
Social Security contributions as just another tax, the relationship between Social Security and the federal
debt may be counterintuitive. To grasp that relationship, it is important to see that Social Security is a
defined benefit pension plan with its own separate income, outgo, and reserve fund.

The following thought experiment may help. Tmagine a private pension plan whose assets are invested
solely in Treasury obligations. Imagine further that the plan sponsor, Company XYZ, cuts the benefits
the plan provides, but does not decrease the plan’s funding in any way. In that case, the plan would
have more income i relation to its expenses than it had before plan benefits were cut. The plan
accordingly would use that additional income to purchase additional Treasury obligations (or to pay plan
costs, if that were necessary). The plan’s increased income would have no effect on the federal deficit
or debt. The federal government would have exactly the same general-fund income and outgo, and so,
the same borrowing needs, irrespective of the cuts to the pension plan benefits. Consequently, the
Department of Treasury would issue debt instruments totaling the exact same value, irrespective of the
actions of the pension plan.

In the exact same way, if Social Security’s plan sponsor, the federal government, cuts the benefits Social
Security provides but does not decrease the level of contributions employers and employees are required
to make under FICA, Social Security’s income would increase in relation to its expenses, and Social
Security, accordingly, would purchase additional Treasury obligations. Social Security’s additional
income and its purchase of additional Treasury bonds would have no effect on the federal deficit or debt.
The federal government would have exactly the same general-fund income and outgo, and so, the same
borrowing needs, irrespective of the cuts to Social Security. Consequently, the Department of Treasury
would issue debt instruments totaling the exact same value, irrespective of the changes to Social
Security.

Cutting Social Security’s benefits, like cutting the benefits of a private pension plan, does not reduce by
even a penny the total value of debt instruments issued by Treasury. The only way to reduce the
amount of federal debt Treasury issues is to reduce the expenditures of the government’s general
operating fund or increase its income.

Including Social Security within Deficit Legislation — Irrespective of the Rationale -- Risks the
Appearance of Improperly Raiding Social Security

Including Social Security in a comprehensive deficit package, even with language that the savings are
accruing to the program, is highly likely to create deep suspicion, and perhaps even anger, among the
American people. The suspicion and anger that would ensue from including Social Security in deficit
reduction legislation — no matter the rationale for its inclusion -- is foreseeable and understandable.
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Social Security is a defined-benefit pension plan. For sound reasons, the law requires that private
employers who sponsor pension plans keep plan income and assets segregated from the company’s
seneral operating fund. For the same sound policy reasons, the law requires that Social Security’s
income and assets be kept segregated tfrom the general operating fund of its plan sponsor, the federal
government.

By law, Social Security’s income can only be used for benefits and associated administrative costs. That
requirement is not just the operation of law; it represents the solemn, long-standing, fiduciary
responsibility of the government, as the plan sponsor.

Historically, Congress has been extremely diligent and careful in executing its fiduciary responsibility
with respect to Social Security’s income and assets. Congress has always required Social Security’s
trustees to invest all surpluses in the safest, most conservative investment possible - interest-bearing
debt instruments backed by the full faith and credit of the United States. Congress has also required
those trustees to report annually, no matter the circumstances, even during World War II and other times
of war, on those contributions and those surpluses which are in reserve, available whenever the monies
are needed to pay scheduled benefits. Currently Social Security has an accumulated reserve of $2.7
triflion.

Diverting Social Security’s dedicated income and assets from their intended purpose is legally and
morally wrong. Not surprisingly, numerous polls indicate that the American people do not want their
Social Security contributions diverted to governmental purposes other than Social Security. Yet, polling
and focus group data from a number of sources, including our own, reveal that too many Americans are
convinced that their Social Security contributions have been stolen. Too many others are uncertain or
worried that Congress will steal Social Security’s income and assets to use for other unauthorized

purposes.

The reason for this widely held anxiety is easy to understand. The American people are constantly
bombarded with irresponsible rhetoric about Social Security. For example, some policymakers casually
refer to the interest-bearing United States Treasury bonds purchased by Social Security as “just IOUs.”
These policymakers fail to acknowledge that the expression could be used for all Treasury obligations
backed “just” by the full faith and credit of the United States. Similarly, some elected officials have
warned ominously that Social Security’s reserves have already been spent, again not acknowledging that
whenever a corporation or governmental entity issues bonds, it does so to raise needed funds, which it
plans to spend; investors understand and expect that the funds will be spent and repaid out of future
revenue. Even more reprehensibly, the chairman of the Federal Reserve Board has argued for cutting
Social Security by quoting Willie Sutton, a notorious bank robber, who, when asked why he robbed
banks, replied, “because that’s where the money is." The quip presents an unintended but revealing
picture — bank robbers and politicians, all eager to grab the money that hardworking Americans
trustingly hand over every payday to what they believe is a safe institution.

All of this casual, irresponsible rhetoric is a serious disservice to the American people and explains why
s0 many Americans believe that their contributions have been stolen. To avoid even the appearance of
impropriety, deliberations over Social Security’s future solvency should be kept completely separate
from broad deficit-reduction efforts. To include Social Security in deficit legislation, even with the
explanation that the inclusion has nothing to do with deficit reduction, risks reinforcing the widespread
belief that Congress is improperly commingling Social Security’s dedicated monies with the
government’s general operating fund.
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The foreseeable suspicion and anger on the part of the American people can easily be avoided by
addressing Social Security in legislation devoted to it alone, at a time after the current deficit debate is
concluded, so that Social Security deliberations are totally divorced from general budget discussions.
This approach will avoid the appearance of wrong-doing. It is likely to produce better policy outcomes,
as well.

Congress Should Address Social Security Separate From and After Deficit Deliberations

In addition to the advantage of avoiding even the appearance of wrong-doing, prudence suggests waiting
until after the deficit deliberations are concluded to take up the issue of Social Security. Social Security
is too complicated and too important to the American people to be addressed as part of other
complicated legislation, when full attention will necessarily be diverted, and when there is no
compelling or urgent reason to do so. There is no need for haste in addressing Social Security. The
most recent Trustees” Report projects that Social Security can pay all old age and survivors benefits on
time and in full until 2035, and, if income is reallocated between the DI and OASI trust funds, as is
wenerally done when the projections of the two fund diverge substantially, then the Report projects that
all cash benefits can be paid in full and on time until 2033. While Social Security’s projected deficit
should be eliminated in a timely manner, waiting until after the current debate over deficits and the debt
ceiling is both timely and prudent, given the program’s complexity and importance.

Social Security, which has been carefully crafted over its 77 year history, provides vital economic
security to virtually every American -- not only to the more than 56 million beneficiaries who receive
monthly benefits but also to the more than 165 million workers who contribute and who, together with
their families, are insured against the loss of wages in the event of disability, death, or old age. Current
beneficiaries include millions of widows, widowers, seniors, children who have lost parents, and people
with disabilities, as well as their children and spouses. Our brave soldiers wounded in Iraq and
Afghanistan receive Social Security benefits, as do their spouses and children. So do the families of
soldiers who have given their lives in defense of the nation. Indeed, about one in five Social Security
beneficiaries is a veteran.

Because Americans in the last few years have lost trillions of dollars in home equity and retirement
savings, it is more important than ever that proposed changes to Social Security be addressed
deliberately, thoughtfully, and in the sunshine. The importance of Social Security to virtually the entire
population demands that proposals for change receive thorough consideration, with public participation
by representative groups, so that the implications of all changes are closely examined and clearly
understood. Any kind of expedited procedure or omnibus vehicle would be a disservice to the American
people.

In Addressing Social Security, Congress Should Follow the Will of the People

The question of whether Social Security’s benefits should be increased, decreased or remain the same is
not a question of affordability. We are undeniably wealthy enough as a nation to afford a Social
Security system with much higher benefits. Rather the level and structure of Social Security benefits is a
question of how as a nation we choose to use our collective wealth. That is the essence of a political
question. When the American people are overwhelmingly united, that is the view that should prevail.
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There is much polarization in the country today, but Social Security is a program about which the
American people are united. Poll after poll indicates that the American people by overwhelming
percentages support Social Security and do not want it to be part of deficit discussions. They
overwhelmingly believe that Social Security’s benefits, if anything, are too low, and want its projected
shortfall, manageable in size and decades away, closed by increasing its revenue, ideally progressively.
They do not want benefits cut, and they do not want the retirement age increased — an approach which is
mathematically indistinguishable from an across-the board cut in benefits for retirees, even with respect
to workers who work until age 70 or beyond.”

According to polling we have conducted, as well as polls of other organizations, these are the views held
by Democrats, Independents, Republicans, union households, tea partiers, the young, the old, and every
other age and demographic.

‘What most Americans support -- eliminating Social Security’s manageable shortfall solely through
increased revenue -- is the best policy solution, as well. Fortuitously, the best politics with respect to
Social Security is also the best policy.

Conclusion

For the reasons explained in this statement, the chained CPI is a poorly targeted benefit cut. The
overwhelming majority of Americans oppose all benefit cuts — as they should. Social Security is fully
affordable. Tts manageable shortfall, manageable in size and still decades away, can and should be
eliminated by increasing Social Security’s dedicated revenue. Whether Congress and the President
choose that approach or not, Social Security should be kept out of a comprehensive deficit package. For
better policymaking and to avoid the appearance of impropriety, Social Security should be addressed in
its own legislative vehicle under regular order with full hearings, open mark-ups and debate. The
American people want and deserve no less.

? For an explanation of the mathematical indistinguishability, see Trudy Licberman, “What a Higlier Retirement Apc Really
Means,” Columbia Journalism Review (September 13, 2012), available at
utpwww, cirorgiunitedstates_projectwhai_a_higher retirement_uge_r phplpage=all&prini=true
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Chairman JOHNSON. Thank you.
Mr. Blahous, welcome again. Good to see you. Please proceed.

STATEMENT OF CHARLES P. BLAHOUS, III, TRUSTEE, SOCIAL
SECURITY AND MEDICARE BOARD OF TRUSTEES
Mr. BLAHOUS. Thank you, Mr. Chairman, Mr. Ranking Mem-
ber, all the Members of the Subcommittee. It is an honor as always
to appear before you.
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As has been mentioned, I am here to discuss proposals to apply
the Chained CPI to calculation of Social Security COLAs.

In my written testimony, I have provided some background infor-
mation about how the COLAs are currently calculated, along with
some basic information about the current state of program fi-
nances.

Because my speaking time is limited, what I would like to do is
gloss over most of that background information and really just
focus on three major points.

The first point, admittedly, at the risk of stating the obvious, is
that whether Chained CPI should be used for Social Security
COLAs is primarily a function of whether you as lawmakers are
persuaded that it is technically meritorious as a measure of general
price inflation.

Obviously, if you were not so persuaded, it would not make sense
to apply it to Social Security.

If you were persuaded, I would argue that it should be applied
to Social Security along with everything else, including the Federal
Income Tax Code, including other Federal programs. I would not
recommend specifically singling out Social Security for the change
nor would I recommend specifically exempting it.

The second point has to do with the state of program finances
and the impact that the Chained CPI would have upon them.

Basically, the current Social Security system faces a substantial
financial shortfall that consists of significant excess of scheduled
benefits over projected taxes.
hOne way or the other, we are going to need legislation to correct
that.

Our best estimates are that if Chained CPI were adopted, it
would reduce that shortfall by between 16 and 20 percent, depend-
ing on the measure that is employed to measure it. That would be
a significant financial step in the right direction, although one
could argue it is modest in the context of the overall financing
shortfall.

A very important factor to bear in mind is that with each passing
year, the shortfall has been growing larger, and because of that,
changes to Chained CPI that improve the financing situation would
actually get us back a little bit less than to where we were two
years ago. It would make up not fully for the last two years of dete-
rioration in program finances.

We would still have a very long way to go. I would regard CPI
reform as sort of a broader Government-wide technical reform on
how inflation is measured. I would not regard it as Social Security
reform or entitlement reform or tax reform. The basic work of com-
prehensive solvency reform would still be ahead of us.

The final recommendation I have, and this is a subjective one,
but I believe in it very strongly, which is regardless of what the
Subcommittee concludes with respect to the technical merits of
Chained CPI, I would recommend that we continue to base Social
Security COLAs on measures of general price inflation affecting
America as a whole and population as a whole.

Occasionally, you read commentary from people suggesting that
we should have sort of a senior specific inflation index and use that
for Social Security COLAs. I would strongly recommend against



67

doing that. That approach, I think, would suffer from a number of
disqualifying problems.

One is you have to remember a lot of Social Security recipients
are not elderly. A lot are dependent children. You have the dis-
abled, 19 percent are disabled, and their dependents.

Clearly, it would be inappropriate to use an inflation index for
the elderly to index benefits for children or young disabled.

If you went down the road of trying to have specific inflation in-
dices for specific sub-populations in Social Security, we could create
real problems and real chaos in a hurry.

We would have a situation where different components of the So-
cial Security population would be getting different COLAs, that can
be very divisive. You have to also remember that people move from
one group to the other, when the disabled reach retirement age,
they convert from disability to retirement benefits.

It would not take very long for people to notice that there are
other disparities in inflation experienced by other sub-populations,
geographic differences, things like that.

I would strongly caution against going down the road of trying
to divvy up the Social Security recipient population into sub-popu-
lations.

I would recommend sticking with the long-standing use of CPI
which is measure for general price inflation affecting the popu-
lation as a whole.

In conclusion, Mr. Chairman, I would just say again I think the
main point is whether it should be applied for Social Security
COLAs is really a function of the technical merits of the Chained
CPI as a measure of general price inflation.

It would have a positive, modest effect on program finances, and
we would still have in front of us the major work of Social Security
financing reforms.

Thank you.

[The prepared statement of Mr. Blahous, III follows:]
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——

Chairman JOHNSON. Thank you, sir.

As is customary, for each round of questions, I am going to limit
my time to five minutes and ask my colleagues to also limit their
questioning time to five minutes as well.

Commissioner Groshen, it seems like we have an acronym for ev-
erything here in Washington. Maybe we could think of a new one
today.

For those not so well versed in the inside the Beltway jargon,
what exactly is the “CPIL,” and is it best called an “inflation esti-
mator,” and how does your staff go about determining it?
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Ms. GROSHEN. As I said, we think of it as a way to estimate
the changes over time in the cost to consumer of maintaining their
standard of living.

It really focuses on what it is that consumers buy and weights
it by the experience of consumers. It is an attempt to measure a
cost of living index, and in that way, the Chained CPI is different
from the CPI that we had before, because it allows for substi-
tutions.

When people can substitute for goods, they experience less of a
decline in their standard of living than when they cannot sub-
stitute among goods, and therefore, the cost to restore them to
their previous standard of living is lower.

It also corrects another technical problem called “the small sam-
ple bias” that I can tell you more about if you are interested.

Chairman JOHNSON. How is Chained CPI different? What does
it mean to call a CPI “chained?”

Ms. GROSHEN. One of the benefits of having it be chained is
that you can compare the current level of the Index to an original
level very simply. That is where the term “chained” comes from.
Again, a somewhat technical explanation.

It is really on the difference between the current one that you
have to do a more complicated set of algebra to be able to get the
total difference over time.

Chairman JOHNSON. Do we have to go back to college?

[Laughter.]

Ms. GROSHEN. No, you might need to use your calculator. That
is all.

Chairman JOHNSON. Why is Chained CPI considered the most
accurate measure of inflation?

Ms. GROSHEN. It is considered more accurate because it allows
for this substitution, where consumers substitute. It does not act
as if consumers are more constrained than they actually are.

Chairman JOHNSON. Dr. Blahous, you are well versed in Social
Security history, and have been here many times. Was not the
original reason for the COLA to ensure benefits keep pace with in-
flation? If the current measure is not accurate, do we not need to
switch to a more accurate one?

Mr. BLAHOUS. I would argue yes, and that was the original in-
tent. The COLAs were basically created in the 1972 Social Security
Amendments, which have kind of a history. There were some mis-
takes that were made in the 1972 Amendments, and also the way
it is done today really reflects the state of knowledge at the time.

Basically they made an effort to adjust benefits for inflation both
for people already receiving them and for initial retirees. They
made some technical errors in the application of new retirees, and
that is what the whole 1977 Amendment set of changes was about,
the notch babies, and that whole story.

They made some mistakes. The reason we are using CPI-W
today for Social Security is not so much because people regard it
as the most accurate measure of inflation, it was just the only one
that was around at the time. Even CPI-U was not around at the
time of the 1972 Amendments.



77

Over time, the interpretation has been that CPI-W is the one
that has to be applied to Social Security COLAs based on the old
wording of the law.

Ms. ALTMAN. Mr. Chairman, if I can add to that.

Chairman JOHNSON. No, ma’am. I am not asking you the ques-
tion. Thank you. My time has practically expired. I am going to
stop now. Mr. Becerra, you are recognized.

Mr. BECERRA. Thank you, Mr. Chairman. I think it is appro-
priate to talk about this Chained CPI. I think it is a very appro-
priate name for this change in the way you calculate seniors’ bene-
fits.

It really does drag down the ability of those who rely on Social
Security to know their Social Security will be there for them the
way they expect it, they will be chained down.

On the issue, Commissioner Groshen, of the accuracy of the
Chained CPI or the CPI, you also do a calculation called “CPI-E,”
which is a calculation of the cost of living for the elderly. You take
a sample of elderly Americans throughout the country. It is a
smaller sample. You do not apply it but you keep a study that sam-
ples elderly Americans when it comes to what their cost of living
is.

In that CPI-E, which calculates cost of living for elderly, do you
notice a difference between the CPI-E and the currently used CPI?

Ms. GROSHEN. Yes, we do. The difference between the two
measures, the CPI-E and the CPI-U, are the weights, the con-
sumption weights, differences between the elderly and the non-el-
derly.

Mr. BECERRA. What are the actual results? I know I am going
to run out of time. Which ends up providing a higher benefit
amount to an elderly person, the currently used CPI-U or the CPI-
E which takes into account the survey of elderly folks?

Ms. GROSHEN. During the period from December 1982 to De-
cember 2012, the average annualized change for the CPI-W was
2.8 percent, and for the CPI-E, it was 3.1 percent. It was three-
tenths of a percent higher for the CPI-E.

Mr. BECERRA. The CPI-E, which is a calculation of the cost of
living for elderly that you do showed that the elderly have a cost
of living that is higher than the average consumer that you use to
calculate the regular Consumer Price Index.

Now we have the Chained CPI, which would be below the cur-
rently used CPI down here. When people ask is this a more accu-
rate measure of what the costs of a senior are, there is a good
chance that senior is going to lose way more than what he or she
is currently receiving, which may already be inaccurate given that
seniors probably tend to use health care more than the average
consumer you use to measure your CPL

I suspect—I am guessing Mr. Kling and Mr. Lorenzen are prob-
ably the youngest folks here. I suspect they have not had to worry
about colonoscopies yet. They probably, being male, do not worry
about mammograms as much.

Once you are a senior, that colonoscopy is something you have
to regularly do. If you are a female, you probably have to worry
about mammograms quite a bit.
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If you are young and healthy, you do not have to worry about
that. You might decide if you are running out of money, you will
not buy the steak, you will buy the chicken because it is less expen-
sive.

I doubt you are going to have a choice when it comes to a
colonoscopy of getting a colonoscopy or a cheaper colonoscopy some-
where else, or taking your heart medication or buying a cheaper
heart medication.

It is a less flexible calculation for seniors when it comes to their
ability to substitute one product or one service for another because
for them—we would love to have as many choices in health care,
for example, as possible, but they are not always there.

Ms. Altman, does the change to a Chained CPI, as modest as it
may sound when we speak of it in terms of accountants and .0 this
and .0 that, does it have an actual impact on the resources that
most seniors or disabled or survivors of our deceased American
workers have?

Ms. ALTMAN. Absolutely. As I say, it has a snowballing effect.
It compounds over time. The older you get, the larger the cut. We
have calculated that for an average work, retires at age 65, fortu-
nate enough to live 30 years, even these bump up’s in these various
proposals, would still lose a cumulative amount of about $15,000.
%‘hat is someone who during their working years was only earning

40,000.

Mr. BECERRA. It is a hit. Let me just conclude by saying I
thank you all for your testimony. We have to continue to examine
these things.

I think Mr. Blahous said it correctly, we have to here in Con-
gress decide what we do, and I would simply finally add that know-
ing that Social Security has never added a single penny to our defi-
cits.

I would hope that we confine our discussions about working on
strengthening Social Security to Social Security, not within the
context of budget deficits that Social Security never caused.

Thank you, Mr. Chairman.

Chairman JOHNSON. Thank you. Mr. Renacci, you are recog-
nized for five minutes.

Mr. RENACCI. Thank you, Mr. Chairman. I want to thank all
the witnesses today for being here. When I saw this chart in the
beginning, it is interesting, because you try to learn some things.

Mr. Kling, I want to ask if this statement is true. Since 2010, So-
cial Security has been paying more in benefits than it receives in
revenue and that the cash flow deficit for the ten year period end-
ing 2023 is projected to reach $1.3 trillion according to the CBO?

Mr. KLING. Yes, it is correct. The Congressional Budget Office
generally focuses on the budget of the Government as a whole. On
that basis, the dedicated revenue from Social Security taxes was
less than outlays for Social Security benefits last year, and will be
throughout the next decade under current law, contributing to the
unified Federal budget deficit and increasing Federal debt held by
the public.

Looking at just the Social Security program, the total inflow in-
cluding payroll tax revenue and interest payments on the Trust
Fund balances from the Treasury will exceed the outflow from the
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combined Old Age Survivors and Disability Insurance Trust Funds
for the next several years.

That situation will reverse and the outflow will exceed the inflow
starting in 2017, CBO projects. That combination of Trust Funds
includes the Disability Insurance Trust Fund that will be ex-
hausted in 2016.

Mr. RENACCI. Between now and 2023, we will reach $1.3 tril-
lion? That is a true statement?

Mr. KLING. Yes.

Mr. RENACCI. Thank you. Mr. Lorenzen, I think this comes
down to accurate measure. You were ending your testimony about
this is all about coming up with an accurate measure of inflation.

You did not get a chance to finish. I would like to hear the rest
of what you were going to say.

Mr. LORENZEN. What I was saying is the policy within the So-
cial Security program, within the Tax Code and many other pro-
grams is to ensure that the value of those benefits or those provi-
sions in the Tax Code keep pace with inflation.

As long as that is the policy, we should try to implement that
policy in the most accurate way and make sure those programs are
indexed to the most accurate measure of inflation as possible.

In some cases, providing a higher than justified increase in infla-
tion masks other shortcoming’s in the programs or provides bene-
fits across the board that benefit certain populations more so and
provide a more accurate measure that may have other undesirable
consequences, but those should be addressed by policies that are in-
tended to do that.

We should not be having a policy to index programs to greater
than inflation that provides a higher adjustment for everyone in
order to help some.

For example, it makes no sense to have an indexing of the Tax
Code that provides a $450 windfall to someone at the top quintile
of the Tax Code in order to protect a $25 tax benefit for someone
at the bottom quintile.

You would be far better to accurately index inflation for every-
one, and then if we are concerned, as I am about the person at the
bottom quintile, find another change to the Tax Code to address
that.

I think we can do that in Social Security and other programs,
index the programs to achieve the policy goal of keeping pace with
inflation for all of them and then finding ways to help and assist
those for whom that change in inflation exposes other short-
coming’s.

Mr. RENACCI. What do you believe is the most accurate meas-
urement?

Mr. LORENZEN. I do believe the Chained CPI that has been de-
veloped over years is the most accurate measure based on what I
have read from experts.

Mr. RENACCI. Thank you. Commissioner Groshen, why is CPI-
E referred to as experimental? Is it ready for prime time?

Ms. GROSHEN. The short answer is no, it is not ready for prime
time, which is why we all it experimental. The problems with it are
it is based on a small sample size, but even more than that, it is
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based on using the same stores and the same prices and the same
set of goods as for the general population.

For the BLS to stand behind it as an official statistic, we would
need to do the research involved to really design the program to
measure the cost of living for the elderly in a statistically sound
way

Mr RENACCI. Mr. Lorenzen, do you have any comments about
the flaws in the CPI-E?

Mr. LORENZEN. I would add a couple of flaws. I think health
care is one area of different expenditures, but there are other dif-
ferences in spending patterns among seniors that are not reflected
in CPI-E, including mail order and senior discounts.

There are also questions about how it accounts for housing is ac-
curate, that seniors are much more likely to own their own home
and have paid off mortgages, whereas CPI and CPI-E both assume
inflation based on imputed rent.

On the issue of health care, I would say two things. First, as was
noted, it is not clear how much the measures are accurate in meas-
uring health inflation, that it is very difficult to do so accurately,
and some suggestions that measures overstated health care infla-
tion.

I would add the bulk—the increase in health care costs for sen-
iors is in a small population. Instead of again having a higher in-
flation adjustment based off the higher health expenditures for the
smallest population, we can address that through something like
an out-of-pocket limit and other reforms of the Medicare program
instead of providing a higher adjustment for everyone.

Mr. RENACCI. Thank you. I yield back.

Chairman JOHNSON. Thank you. The gentleman’s time has ex-
pired.

Ms. Schwartz, you are recognized for five minutes.

Ms. SCHWARTZ. Thank you, I appreciate the testimony. I do
also have to start with where I think our premise has to begin.

I will echo some of the comments made by the Ranking Member,
that we should begin by understanding that Social Security is dif-
ferent and is funded differently, has its own Trust Fund, in fact,
in the wisdom of Congress, they actually anticipated the baby
boomers, unlike in Medicare, for example, and that was important.
Those are dollars in Social Security going forward.

We have made a commitment, Social Security to seniors and to
their families, and we ought to start with the premise of absolutely
sustaining it and making sure it’s there for our current seniors and
our future seniors.

The discussion about how to modify the CPI, Consumer Price
Index, for Social Security, it feels really different. How it affects
seniors, as I think was pointed out in the panel, the idea of chang-
ing it and already we know it is not going to work for all seniors.

Therefore, how many seniors are we then going to modify it for
because we are worried about older seniors, the biggest group that
is growing, over 85. The poorest seniors, which is a lot of them also,
and our sickest seniors.

If you are starting to say okay, it does not work for percent or
that percent, we begin to say is this a wise thing to do. That is
really the question before us, should we even be applying a change
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in the Chained CPI or even considering it for seniors and for Social
Security?

That is a big deal. In Pennsylvania, it is a big deal. We have al-
most two million seniors. As you know, seniors are aging.

As already pointed out, they have very different uses of the econ-
omy than you might compare to a 25 or 35 or 45 year old. They
are living on fixed incomes, more and more of them are relying on
Social Security as the one piece they know is going to come to
them.

Small changes in an inflationary factor, I think it becomes in-
creasingly important as we are seeing changed in retirement bene-
fits for many Americans, to sort of move from defined benefits to
defined contributions, it may be even more important as we go for-
ward for future seniors.

Again, you point out that most seniors—I thought the number
Was};$14,000, average income, you said $17,000. It is still not very
much.

I wanted to really ask the question about how this would apply
to the poorest and sickest seniors. The question was raised about
seniors had a different position in terms of health care than young-
er Americans.

I know when I talk to a group of seniors, and I bet if I say it
to everybody in this room, how many of you take a medication. For-
get the ones that are really serious, how many of you who are over
65 take a medication. They laughed.

I said, “does anyone take one?” They all laughed at me. One.
How about two, how about three, how about four. Which one are
you not going to take if you do not get a little more of an increase.

It is a little different than am I going to buy steak or chicken.
It is really a question of am I going to buy chicken at all. Am I
going to buy vegetables. Am I going to take one medication versus
another.

That is serious business. It has implications for higher costs for
families, who often have to help out their seniors/relatives, or high-
er costs to taxpayers because they show up in emergency rooms.

The implication in relationship to health care costs, which seems
to be very, very important and different for seniors, as well as some
of the issues some others would like to raise about housing.

These are seniors who live on a fixed income. It is not easy for
them to shift costs to somewhere else, as some do. I will get a job.
I will get a second job. I will find a higher paying job. I will not
buy a new car this year.

This is really not what most 85 year old’s or 80 year old’s or even
75 year old’s are really thinking about.

We really have to understand that may be very different than a
change we might make or might not make in how we index in-
creases.

What we hear as Members of Congress all the time is the in-
creases, and they are small, that they get in Social Security, often
go to the increases in Medicare, cost sharing. They get pretty upset
about it.

It is not even an increase question, about whether they can af-
ford increases in their heating bill because they have already used
it all up for health care.
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I really wanted to ask Ms. Altman if you could just speak more
specifically to how many seniors would have to—I think Mr.
Lorenzen talked about this—be ameliorated. The harm to seniors
would have to be ameliorated in terms of our sickest seniors, our
poorest seniors, our oldest seniors.

Ms. ALTMAN. We have actually looked at that very carefully. It
is really more than half. If you are talking about the poorest of the
poor, you are talking about 9.4 million seniors who are not getting
SSI but just Social Security, but are poor or near poor.

| (i&s you say, the population is aging. More and more are getting
older.

If it is an accurate Index, you do not have to ameliorate. People
talk about shielding veterans, two out of five Social Security bene-
ficiaries are veterans.

There are lots of groups that I think the American people would
see as deserving and not worthy of having a cut.

Chairman JOHNSON. The gentlelady’s time has expired.

Ms. SCHWARTZ. Thank you very much.

Chairman JOHNSON. Mr. Kelly, you are recognized.

Mr. KELLY. Thank you, Chairman. Thank you all for being here.

There is an old adage where I come from, if you do not know
where you are going, any road will get you there. In this case, we
do know where we are going. We know if we do not take a look
into the future, if we do not get this fixed—I understand charts and
I understand income has nothing to do with solvency. A lot of peo-
ple make a lot of money and still go broke every year.

It is not a matter of how much you make, it is how much you
save. It is about keeping your spending under control.

Listen, I am/ 64. You think I am not concerned about what is
happening? I am absolutely concerned with what is happening. By
the same token, there is something about early detection. If you get
it early enough, you can usually get it fixed and get it done at
much less cost.

I am trying to figure out why even have the hearing today if
there is no problem. We have all kind of revenue. We do not have
any problem looking into the future, why are we worrying about
this? Why are we even having this conversation about the solvency
and the long range stability of Social Security?

If T look at the figures, what are we talking about? We have all
kind of money. All kind of money coming in. It is growing at a tre-
mendous rate, 1.6%, 1.8%.

Here is the deal. If your heart is willing but your wallet is weak,
Ihdo not care how much you care about these folks, I care about
them.

We made promises to people years ago that we cannot keep today
and then we try to soft soap it and really, I wish policy were the
driving force in this town and not politics.

I wish we could talk about the reality of how we are going to
save this program as opposed to how we are going to spend it some
way that makes us look good in the next election.

If we really care about Americans, I do not care about Repub-
lican, Democrat, Independent, Libertarian, whatever you are in
this country, there is always that ability to speak about it openly
and do it the right way, but do it honestly, please.
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I want to save the program, too. Mr. Blahous, you have some in-
teresting approaches. Running a business all my life, there are a
lot of things that I made a mistake on early. My dad was a World
War II pilot, and much like the Chairman, he was a bomber pilot.
We had a Cessna franchise for a while.

The most important thing he told me is when we were flying
somewhere. He would say, son, make sure that you chart that the
right way and make sure you stay on course.

It is no big deal being off one degree. I grew up in a little town
called Butler, about 25 miles from Pittsburgh. You can be off one
degree flying from Butler to Pittsburgh and end up pretty close to
Pittsburgh. If we were flying from Butler to Los Angeles, we would
end up in Oregon.

There is a long range effect to this stuff. The equities that you
talked about, if it is not a problem, we have all this income, if it
is coming in and we cannot spend it fast enough and do not worry
about it, why be concerned? Why all the interest?

If we do not do this, what is the ultimate effect? I like the ap-
proach you have to it. We are talking now about numbers that sup-
port what our hearts want to do.

Mr. BLAHOUS. I think even relative to many other experts, I
am extremely concerned about the financial future of Social Secu-
rity.

You made a reference to early detection. I fear the early detec-
tion light has been going off for a while and there has been a fail-
ure to act.

I fear we are actually getting to the point where it is going to
be difficult to get this problem resolved.

In 1983, the program faced a very substantial financing crisis. It
took a tremendous amount of bipartisan cooperation to resolve it.
You actually had Republicans and Democrats joining together to
overcome the very spirited opposition of the AARP and other sen-
iors groups. It was a very difficult thing to do.

We had to delay COLAs by six months. They had to raise the re-
tirement age. They exposed benefits to taxation for the first time.
They had to bring all Federal employees into the system. They had
to accelerate a previously enacted increase in the payroll taxes.

This was really politically painful stuff. The current long range
shortfall in Social Security relative to that then, it is about twice
as large now. The amount of political pain that all of you would
have to endure in a long range solvency fix is about twice as much
as it was in 1983.

If you did a 50/50 on benefits and taxes, conservatives would
have to agree to twice as much in terms of tax increases and pro-
gressives twice as much in terms of benefit restraints as was done
in 1983.

That is a very tall order. With each passing year, this becomes
a bigger problem to solve. I am very worried about it. I am worried
about the consequences if we do not enact repairs relatively soon.

Mr. KELLY. Mr. Renacci and I are both automobile dealers. In
the old day, we had gauges that told us what the temperature was,
what the oil pressure was, and they switched the lights. They
would go red. It was called “idiot lights” because when the light
was on, it was already too late. The engine was fired.
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You say we have a blinking light right now. It may be blinking
yellow but we better wake up and smell the coffee. We are at a
dangerous, dangerous point.

I ghank you for your testimony. Mr. Chairman, my time has ex-
pired.

Chairman JOHNSON. Thank you. Mr. Thompson, you are recog-
nized for five.

Mr. THOMPSON. Thank you, Mr. Chairman. Thanks to all the
witnesses for being here today.

I am glad you preceded me in the questioning because you raised
an issue that I came into this Committee thinking about today. It
is a little bit confusing as we deal with this.

I think we need to talk about Chained CPI and what it means
and how it works. The idea that we are talking about it from the
vantage that you brought up as part of the shortfall for Social Se-
curity, I find a little bit baffling.

I do not think it is a reform to Social Security. As I understand
it, it is about 20 percent of the shortfall. That is a long way from
what we need to be doing. It is even worse in this case because to
get that 20 percent of the shortfall, you are cutting benefits to sen-
iors and you are cutting benefits to veterans, and many times those
veterans are the seniors that we are trying to help provide a secure
retirement for.

When we talk about Chained CPI as part of the deficit issue, I
think it really muddies the water. Social Security does not have
anything to do with the debt, as I understand it. I do not believe
Social Security has added a dime to our debt. I do not believe it
can by law.

When you start co-mingling these topics, I do not know if it gets
us to where we need to be. That is we certainly need to deal with
our deficit. We need a long term plan to do it. When we start doing
that, I think we need to look at what caused it.

You cannot have major tax cuts without paying for them. You
cannot go to war without paying for it. You cannot provide pre-
scription drug benefits without paying for it. Yet, we are not talk-
ing about anything like that.

We also need to make sure that Social Security is available for
providing a secure retirement for many years to come.

As T mentioned, this does not do it. It is 20 percent. I do not
know you factor that in. If you look at the 20 percent and you are
getting that from the seniors themselves, that kind of raises havoc
with the security of those seniors that you are trying to help.

I have a couple of specific questions. Ms. Altman, can you explain
how Chained CPI cuts veterans’ benefits?

Ms. ALTMAN. Sure. The veterans’ benefits actually can get hit
three or four times because as you know, there are a number of
programs Government-wide that are indexed, the largest savings
comes from Social Security.

As T said earlier, two out of five veterans receive Social Security.
People who are disabled or die in Service in Iraq or Afghanistan
qualify for Social Security benefits. Those benefits would be cut by
the Chained CPI.

In addition, there are a number of veteran specific programs, vet-
eran retirement programs and programs for disabled veterans.
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ghose also are indexed and those also would be cut by the Chained
PL

Mr. THOMPSON. If you are a veteran who was wounded in a
previous war and you get a certain disability payment as a result
of that, you can expect to see your veterans’ disability check re-
duced?

Ms. ALTMAN. That is right.

Mr. THOMPSON. If you are a veteran who was killed and your
children are receiving benefits, the children of that veteran can ex-
pect to see a reduction in their benefits they receive from their
dead mother or father?

Ms. ALTMAN. They will be cut twice. They also receive survivor
benefits under Social Security.

Mr. THOMPSON. Mr. Blahous, do you still believe we ought to
privatize Social Security?

Mr. BLAHOUS. As you know, I worked for President Bush and
worked on his proposal to include personal accounts of Social Secu-
rity. I actually think although at one time, it would have been pru-
dent to try to save as much Social Security contributions as we
could going forward in personal accounts, I think that time has
passed.

I think it is too late to advance fund a significant portion of So-
cial Security obligations.

I believe our solutions at this point are best confined to the tradi-
tional ones, trying to align benefits and taxes within the current
structure.

Mr. THOMPSON. You do not believe we should privatize Social
Security?

Mr. BLAHOUS. No.

Mr. THOMPSON. How do you think we should do the reform?

Mr. BLAHOUS. I will give you a two part answer. There is what
I personally would design if I were dictator of the world, and there
is what I would support.

The second ranges much wider than the first one. I would tend
to focus primarily on reductions in the rate of the growth on the
high income end basically by changing the benefit formula. There
are some other changes I would make.

Mr. THOMPSON. Means test it?

Mr. BLAHOUS. No, I would not do a true means test. A means
test basically means measuring income outside the Social Security
system and withholding benefits based on that.

There is a benefit formula in the current law that is progressive.
It is like a system of income tax brackets except you have benefit
brackets. I would basically make those more progressive and hold
down benefit growth on the higher income end.

Having said that, there have been proposals put forward that
would do more of a mix of revenue changes and benefit changes
like the Simpson-Bowles proposal.

Mr. THOMPSON. Raising the age, is that one?

Mr. BLAHOUS. Raising the age would be something I would con-
sider as was in Simpson-Bowles. Simpson-Bowles included some in-
creases in the tax base as well.

I frankly think a solution is important enough that I would go
along with a variety of ways to do it.



86

Chairman JOHNSON. The gentleman’s time has expired. There
are a lot of ways to fix it and we need to and we will.

Mr. Griffin, you are recognized.

Mr. GRIFFIN. Thank you, Mr. Chairman. I want to start out by
saying that I saw a representative from the White House here in
the room. I want to say something I do not say much, which is I
i:ongratulate the President on acknowledging that we have a prob-
em.

There are some people here I have heard from today that do not
acknowledge that we have a problem, and the President has ac-
knowledged that we have a problem.

We may disagree on what to do about it, but it was welcomed
to see him at least putting something forward that starts the con-
versation on this.

I will say one of the big problems is the longer we wait, the clos-
er we get to the edge of the cliff, the fewer options we have.

We have heard a reference to that here a minute ago. My mother
is on Social Security. I pay into Social Security, despite what the
Internet says. I hope to get Social Security benefits at some point,
especially since I turned down my congressional pension.

I am counting on Social Security. I want to save it. I feel like 1
am in a land of glitter and unicorns here because you have people
who are saying Social Security has a problem, it does not have
enough money, but it does not add to the deficit or the debt. Com-
plete and utter nonsense.

I am not going to be one of these guys that cites Factcheck.org,
although they have commented on this. Sometimes they are right
and sometimes they are wrong.

The bottom line is we have a yearly deficit. If Social Security
only used the money it has coming in, we would have a problem.
You can say it does not add to the deficit. You can say it does not
add to the debt. You may be thinking of Social Security as a sepa-
rate fund and it technically is, but it is one Government.

Mr. BECERRA. Will the gentleman yield?

Mr. GRIFFIN. The gentleman will not yield. If you take $100 in
your personal account and separate it in ten separate accounts, you
still have $100.

The bottom line is because of where we go to get the money to
plus up Social Security, at the end of the day, we are borrowing
money. Where is the money coming from if we are not borrowing
it from somewhere?

This is just ridiculous. I agree with this gentleman, why are we
here if there is not a problem. There is a problem and that is why
we are here. It is that simple.

You can talk Washington speak, about moving money around,
and it is not here, that is a bunch of nonsense to normal people.
You are insulting people when you say we have enough money.

If you say we do not have enough money, then you have to admit
it is adding to some deficit somewhere even if it is on another bal-
ance sheet.

These ideas of trust funds is Washington speak, we know they
are routinely treated as one big pool of money. Either you are wast-
ing my time, which I rushed over here from somewhere else, or we
have a problem.
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I think the President just acknowledged we have a problem. I am
a veteran. I am still serving. I had to get up early this morning
and run Army Reserves all the way down the Mall. Do not talk to
me about veterans. My grandfather served in World War I. I served
in Iraq.

I want to help veterans. Will they be better off if we have a debt
crisis, folks? How are seniors going to be better if we have a debt
crisis? Ask the Europeans. It is a bunch of nonsense.

I had a question, but I am out of time. If I hear somebody else
say that we have plenty of money and this is not adding to the def-
icit or debt, I just cannot listen to it.

I thank President Obama for starting the conversation so we can
fix this for the next generation of people, which includes me. Thank
you, Mr. Chairman.

Chairman JOHNSON. Thank you. The President is aware. Mr.
Doggett, you are recognized.

Mr. DOGGETT. Let me just affirm that Social Security is not
adding to the debt to begin with. That does not mean that I am
not concerned about the long term solvency of Social Security and
that it will be there as strong for my grandchildren as it was for
my parents.

Mr. Lorenzen, your group has worked with the recommendations
of the Simpson-Bowles Commission. This is not the only rec-
ommendation that the Simpson-Bowles Commission made to en-
sure the long term solvency of Social Security, is it?

Mr. LORENZEN. No, it is not.

Mr. DOGGETT. In fact, one of the other recommendations of the
Simpson-Bowles Commission was that the wage base, the taxable
wage base would be slowly expanded, and did not that proposal—
if the concern is for the solvency, the long term solvency of Social
Security, did not that proposal do more to protect the long term sol-
vency than adjusting the cost of living increase?

Mr. LORENZEN. It did somewhat more. It was a comprehensive
plan that looked at all parts.

Mr. DOGGETT. I want to be open to all points of view. My main
objection here, when the President’s name is invoked, that once
again, as has happened a number of other times in this Adminis-
tration, he begins by saying he agrees with what the Republicans
want, which is clearly a limitation on the growth of Social Security
benefits, and then begs for something in return.

Of course, they have rejected any other revenues, including addi-
tional revenues to protect the solvency of Social Security, or closing
corporate loopholes, or making the other changes that would allow
us to address our budget shortfall, which is very real.

Commissioner, let me ask you, with reference to the Chained
CPI, my understanding from your testimony is that even if the Re-
publicans exerted total control on this and they could impose it this
morning, we are not quite ready yet to do so. It is not, as you said,
ready for prime time yet.

Ms. GROSHEN. What is not ready for prime time is the Chained
CIP-E. The Chained CIP-U is ready.

Mr. DOGGETT. Could be ready.
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Ms. GROSHEN. That is right. You would have to deal with the
fact that it is revised twice, but there is a plan out there that
would allow that to happen.

Mr DOGGETT. You have indicated that implementing that takes
longer than the way we do the CPI now, that the data takes longer
to collect and is not as available as quickly as the way we do it
now.

Ms. GROSHEN. No. We publish an initial number and that could
be used to adjust the cost of living, were that the choice of the pol-
icy makers.

The BLS makes no recommendation on how our official numbers
should be used.

Mr. DOGGETT. I guess like so many other members, I receive
so many expressions of concern for seniors during the two years
that they received no cost of living increase of any kind and the no-
tion that increases in the cost of food at the grocery store did not
decline or stay steady during that time, they soared.

If we had in effect the cost of living increase that is being dis-
cussed today, the chained approach, how much less over the last
decade or two would seniors have received? Would there have been
other years in which they had no cost of living increase?

Ms. GROSHEN. We can do that calculation for you. I do not have
that off the top of my head.

Mr. DOGGETT. It would not surprise you taking it say over the
last two decades if they had two recent years in which they got no
cost of living increase, if this new system had been in place, there
would have been other years over that 20 years in which they also
would have received no cost of living increase.

Ms. GROSHEN. Possibly.

Mr. DOGGETT. Ms. Altman, let me ask you also, looking for-
ward with reference to veterans, and I appreciate the gentleman’s
service, I have a lot of veterans in the San Antonio/San Marcos/
Austin area concerned about what impact this will have on them,
just like seniors and individuals with disabilities.

What difference will it make over time to them in terms of dol-
lars and cents? What is the estimate?

Ms. ALTMAN. Let me make clear that the American Legion and
the Veterans of Foreign Wars are against the Chained CPI, both
for Social Security and the veterans’ programs.

They would have the figures on the overall calculation.

Mr. DOGGETT. You are saying both the VFW and the American
Legion oppose this change?

Ms. ALTMAN. We can give you a list of veterans, Paralyzed Vet-
erans of America, those are the most prominent groups. There are
about fifteen veterans’ groups that have come out against it. We
can provide your staff with the letters they have sent.

Mr. DOGGETT. Thank you.

Ms. GROSHEN. Actually, I have an answer. The two years
where there was no increase were 2009 and 2010. The Chained
CPI-U would have given three-tenths of a percent increase rather
than zero.

Mr. DOGGETT. Why is that?

Ms. GROSHEN. It is because—basically the substitution effect.
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Mr. HORRIGAN. One of the issues is we had such a large in-
crease in energy prices in 2008 and then the decline, the way the
adjustment in Social Security works using the CPI-W is it is com-
pared to the previous peak.

We had two years where the Index was not above the previous
peak. However, with the Chained CPI, because of substitution, it
started at a lower level and came back a little bit faster.

Just in terms of the comparison of the previous year, it hit that
previous peak one year earlier with the way it is adjusted, in the
official way it is adjusted.

Mr. DOGGETT. Thank you. Thank you, Mr. Chairman.

Chairman JOHNSON. Thank you. Mr. Tiberi?

Mr. TIBERI. Mr. Chairman, thank you. Mr. Doggett, can we sign
you up for that proposal now?

[Laughter.]

Mr. TIBERI. Mr. Chairman, Mr. Ranking Member, if I were
watching on C—SPAN 25, on the Internet right now, I would be
pretty darn confused. I have to tell you, I am so blessed. I have an
80 year old father, he is going to be 80 this year, who came to
America in 1950. In 1950, there were 16.5 workers for every retiree
on Social Security. There were not 10,000 people retiring a day.

Now there are less than three workers for every retiree. My dad
had figured it out and my mom has figured it out, my mom and
dad still live in the same house I grew up in in Columbus, Ohio—
just got rid last year of their 18 year old car, not because they
wanted to but because it broke down, and Social Security is still
really, really important to them.

They look at their grandkids and they have again figured it out,
partly because of organizations like yours, who are doing a great
job of saying we have a problem, even though some honorable folks
even up here believe there is not a problem.

Here is what helped them.

Mr. BECERRA. Will the gentleman yield?

Mr. TIBERI. After my five minutes, I will.

Mr. BECERRA. I never said there is not an issue or challenge
for Social Security. I just said today using Social Security funds to
pay for deficits that it did not cause is the problem.

Certainly, we all want to take care of Social Security long term.

Mr. TIBERI. The long term for me is very quickly approaching.
When I get my Social Security statement now, it says if we do
nothing, if I go online, I will get approximately 72 percent of the
benefits that I am supposed to get.

When I came in 2000, Mr. Becerra, it did not say that. I used
to talk about saving Social Security for my kids. Now it is for peo-
ple of my generation. My mom and dad get that, not because they
are concerned about me, but they are really concerned about their
grandkids.

If it is going to impact me in my generation, God help my kids
and their kids.

Sir, in your written testimony, which I thought was awesome,
you talk about the difference between the President’s proposal and
the current law, and the difference it has in terms of impact on
benefits over a year, over a period of 20 years.

Can you expand on that for us?
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Mr. LORENZEN. I was speaking about the proposals on the
Chained CPI.

Mr. TIBERI. Yes, generally.

Mr. LORENZEN. With Chained CPI in place, benefits will still
be increasing in nominal terms, obviously.

Mr. TIBERI. Can you say that again? I could not quite hear you.

Mr. LORENZEN. I am sorry. Benefits will still be increasing in
actual terms. They will be increasing slightly less than they are
under scheduled law, but doing it more accurately.

However, the Trust Fund is projected to be exhausted in 2033,
at which point there will be a 25 percent reduction for all bene-
ficiaries. The Chained CPI would delay that exhaustion briefly and
make the shortfall thereafter smaller, so benefits would be higher
with Chained CPI because the Trust Fund has money to pay bene-
fits, but also because the initial benefits are indexed to wages, that
a future retiree is going to start with a greater benefit in real infla-
tion adjusted terms than a previous retiree.

If you were to compare someone who retired in 1993 at age 55
with what their benefit is today and took a comparable worker who
retired today at age 65, 20 years from now when they are 85, even
if Chained CPI had been applied and there was not any bump up
in benefits or any other adjustments to compensate for it, someone
retiring today would still have a higher benefit in real inflation ad-
justed terms at age 85.

Mr. TIBERI. Thank you. Commissioner, one last quick question.
To follow up on Mr. Doggett’s point, if this is enacted, long term,
this is not even enough, correct? We need to do more?

Ms. GROSHEN. I am sorry?

Mr. TIBERI. Because of demographics, in terms of Social Secu-
rity.

Ms. GROSHEN. The BLS does not do calculations of that.

Mr. TIBERI. Mr. Blahous.

Mr. BLAHOUS. You have to do a lot more.

Mr. TIBERI. We have to do a lot more. Any suggestions on your
part in terms of saving for my kids, saving Social Security for
them, at the same time not hurting current seniors like my mom
and dad?

Mr. BLAHOUS. I think we are in “all of the above” mode. We
have to make changes to the eligibility age. I think we have to
make changes to the benefit formula. I think we should slow the
rate of benefit growth on the high income end just by making brute
force changes in the benefit formula itself.

I think there are other changes we should make to improve the
work incentives in the system that would basically have the effect
of rewarding seniors for staying in the workforce longer.

Mr. TIBERI. The longer we wait, the more difficult a challenge
it is?

Mr. BLAHOUS. Absolutely.

Mr. TIBERI. Thank you.

Chairman JOHNSON. We have to get it through the House and
the Senate.

[Laughter.]

Chairman JOHNSON. May or may not happen. Mr. Becerra for
half a minute.
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Mr. BECERRA. Thank you, Mr. Chairman. I just want to make
clear we are clear on something. We all say we want to preserve
Social Security. This is about making sure for our kids and our
grandkids, it is working as well as it has worked for our parents
and grandparents.

To try to make it sound like Social Security is having the sky fall
on it today when what the sky is falling on is the Federal budget
which has exhausted its resources and over spent, not Social Secu-
rity, to say that the Social Security Trust Fund that Americans
have created through their tax contributions does not exist and the
interest it earned, it is like telling any American how much money
do you have in your pocket today, can you pay off your house and
your car loan today with the money you have in your pocket with-
out going into your savings account?

That is crazy. We have money in the savings account for Social
Security. It is there because Americans contributed taxpayer
money into that Fund.

To cut benefits, to discuss a budget deficit caused by unpaid for
wars or tax cuts that went to very wealthy folks, that is just put-
ting it on the backs of seniors.

I think a number of us are ready to engage in a conversation
about what we do long term to make sure Social Security is viable
for everyone.

To just cut seniors and veterans’ benefits to deal with today’s
deget deficits caused by other things, that is what concerns many
of us.

Thank you, Mr. Chairman, for the time.

Chairman JOHNSON. The President likes the idea. Thank you
to our witnesses for their testimony. I also thank our members for
being here.

We know we have to do something to protect Social Security long
term, and we will do that. Come 2033, Social Security will not be
able to pay full benefits. Americans deserve a Social Security pro-
gram they and their children and grandchildren can count on.

As our hearing series moves forward, I look to our continued ex-
amination of bipartisan Social Security reforms. We need to do
right by today’s beneficiaries and workers. When there is bipar-
tisan agreement, we can and should act, and we will.

I want to thank you all for being here today. The meeting stands
adjourned.

[Whereupon, at 11:05 a.m., the Subcommittee was adjourned.]

[Public Submissions for the Record follows:]
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Center on Budget and Policy Priorities

Submission of the Center on Budget and Policy Priorities
To the House Ways and Means Committee’s Education & Family Benefits Tax Working Group

Apnl 15,2013

Lowdncome Families and Individuals and Refundable Tax Credits

Introduction

The Carned Income Tax Credit (EITC) and the Child Tax Credit (CTC) encourage and
reward work by parents. New and exciting research finds that these credits also improve the
cducational performance, future work cffort, and health outcomes of children in these familics.
Below we desctibe this empirical rescarch and recommend further improvements to the BI'TC and
the Child T'ax Credit (C1'C). Specifically, we recommend:

1) Making permanent the recently extended improvements to the EITC and CTC, such as
marriage penalty relief.

2) Filling a longstanding gap in the EITC by strengthening the credit for childless workers
so that, for example, more single men are pulied into the formal job matket and, among
other benefits, improve their marriageability.

3) Adopting several simplification and compliance measures to reduce etrors.

Research Overview

About 27.5 milion working families with low and moderate incomes, most of whom are raising
children, received the Farned Income Tax Credit (RTTC) in 2010 to reduce their taxes and
supplement their carnings.' Studics have found that the ETTC encourages work and boosts
children’s achievement in school. Research also suggests that the LiI'1'C may improve infant health
and that the improved school pertormance of children whose families receive the LITC translates
into increased earnings and work hours when they are adults. The Child Tax Credit (CTC), designed
to help offset the cost of raising children, also plays an important role in helping low-income
warking familics. (Because the RTTC has been in place for a longer periad of time, most of the
rescarch is focused on the KITC though the same lessons likely apply to the C1C, which also phases
in as carnings increasc.)

110 2010, the most recent year for which data are available, BITC filers with qualifying children received about 97
percent of ETTC benefits. The other 3 percent went (o poor workers nof raising minor children, some of whom can
qualify for » small childless workers’ EITC. TRS, Statistics of Income Division.
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Encouraging work. To qualify for the EITC and the low-income component of the CTC, a
person must have a job. Numerous studies have found that the EITC promotes work. “[Tlhe
overwhelming finding of the empirical literaturc is that ETI'TC has been especially successful at
encouraging the employment of single parents, especially mothers,” write cconomists Nada Fissa of
Georgetown University and IHilary 1loynes of the University of California, Davis.? 1n fact, while
policymakers often point to the 1996 welfare law’s creation of ‘T'emporary Assistance for Needy
Families (TANI) as 4 primary reason for increased work among single mothers, the research
indicates that the LITC expansion had an even larger effect than the welfare law in producing these

)
gains.

Increase in employment of femate heads of households
in 1999 due to changes since 1993

500!000 e A R . 5

ETC Welfare Laber Market
Expansions Changes Factors

Source: CBPP analysis of resuits from Jeffrey Grogger, “The
Effects of Time Limits, the EITC, and Other Policy Changes on
Welfare Use, Work, and income among Female-Head Families,”
Review of Economics and Statistics, May 2003 and data from {
March 1999 Current Population Survey.

Note: Categories from the Grogger study were combined for
simplicity. The categories “time limits,” “other reforms,” and
“maximum benefits” were combined into the category “weifare
changes.” The categories “minimum wage” and “unemployment
rate” were cambined into the category “labor market factors.”

Improving children’s school performance and health, A robust set of research — including
studics that feature experimental designs and cvaluations that use large samples from the general
population with a robust set of statistical controls — finds that increasing children’s incomes,

2 Nada Fissa and Hilary Hoynes, “Behavioral Responses to Taxes: Lessons from the EITC and Labor Supply,” Octoher
10, 2003, http:/ /vwww.econ.ucdavi

vis.edu/working papers/05-29.pdf.

3 Jeffrey Grogger, “The Effects of Time Limits, the EITC, and Other Policy Changes an Welfare Use, Wark, and

Income among L'emale-1lead Vamilics,” Review of Licanamics and Statistics, May 2003,
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particularly when they are young, has a positive impact on cducational outcomes. 1o a review of
several experimental studies, leading researchers concluded that a credit worth about $3,000 (in 2005
dollars) to a working parcat duting a child’s catly years may boost that child’s achicvement by the
equivalent of about two extra months of schooling.* Other researchers analyzed data for grades 3-8
from a large urban school district and the corresponding U.S. tax records for familics in the district.
Even under conservative assumptions they found that the additional family income from the EITC
and CTC leads to significant increascs in students’ test scores.’

In addition, recent studies supgest that the EITC may also include important health outcomes.
Recent studies indicate that expectant mothers who receive the EI'I'C are more likely to obtain
prenatal care and pive birth to healthier infants, and less likely to smoke and drink during
P[C‘gﬂ}lﬂcy.é

Increasing children’s work effort and earnings as adults. Tmproving children’s cducational
outcomes improves their future employment outcomes. Researchers reviewing experimental studies
estimate that raising a poor family’s income by $3,000 a vear (a fairly typical amount for a family to
receive from the LI'1'C) between a child’s prenatal year and fifth birthday is associated with a 17
percent increase in earnings in adulthood, and an additional 135 hours of work per year, compared
to similar children whose families do not receive this increase in income.”

* Duncan and Magnuson, “I'’he Long Reach of Early Childhood Poverty,” Winter 2011, which is based on an analysis of
studies, including those cited here, of the impact of early-childhood poverty.

5 Chetty, Friedman, and Rockoff 2011,

& Kevin Baker, “Do Cash Transfer Programs Tmprove Infant Health: Evidence from the 1993 Fxpansion of the Farmed
Income 'I'ax Credit,” University of Notre Dame mimeo, 2008, hitp:

/ Jeconomics.ad.edu/assets/ 24011 /baker_paper.pdf

Kate W. Strully, David H. Rehkopt, and Ziming Xuan, “Effects of Prenatal Poverty on Infant Health: State Earned
Income Tax Credits and Birth Weight,” w {(August 2010), 1-29
hitps/ Swww irp.wise.edu/newsevenis /workshops/ 2011/ participanis/ papers/

ak: The Impact of Ilipher BITC Payments on Maternal [lealth,” May 2011,
http:/ fwww kellege northwestorn.odu/ focnlty fearthwaite /num /EEC lealth Linal Draftodf; Hilary W. Hoynes,
Donglas I.. Miller, and David Simon, “Tncame, The Farned Income Tax Credit, and Tnfant Health,” NBER Working
Paper No. 18206, July 2012, Ly pers/wi 82006,

* American Sociological R

.pdl; William N. Evans and Craig

Garthwaite, “Giving Mom a Bre:

ferww.nber.org,

7 'the $3,000 figure is n 2005 dollars, equivalent to approximately $3,530 in 2012, Greg §. Duncan, Kathleen M. Ziol-
Guest, and Ariel Kalil, “Harly-Childhood Poverty and Adult Attainment, Behavior, and Health,” Child Development,
(January/February 2010}, pp. 306-325.
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The change in annual adult work hours associated with a
sustalned 93,000 increase in income to children in working-poor
families before age 6.

+135

working hours
ayear

+43,000

ayear

o :

Foreach $3,000 a vearin ..their working hours increase
added EITC income that by 135 hours.a year between
children in.a working- the ages of 25and 37, and
poor family receive their annyal earnings increase
before age 6., by 17%.

Source: Source: Greg J. Duncan, Kathieen M. Ziol-Guest, and Arie! Kalii, “Early-
Childhood Poverty and Adult Attainment, Behavior, and Health,” Child
Development, January/February 2010, pp. 306-325

Reducing poverty. ‘The EI'TC and the C1C lifted 9.4 million people — including 4.9 million
children — above the poverty line in 2011, based on the Census Bureau’s Supplemental Poverty
Measure, a broad measure of poverty that counts refundable tax credit payments as income (and
subtracts income and payroll taxes).” The improvements to these credits enacred in 2009 lifred an
estimated 1.5 million of those people above the poverry line.”

# The Supplemental Poverty Measure is based largely on the 19935 National Academy of Sciences recommendations for
poverly measurement, with amendments rellecling more recent. research and the recommendations of the Inleragency
Technical Working Group on Developing a Supplemental Poverty Measure, Tor a detailed descripuon of the SPM, see
Kathleen Short, “The Research Supplemenlal Poverty Measure: 2011,” Uniied Staies Census Burean, November 2012,
http:/ /www.census.gov/hhes/povmeas/methodalogy/supplemental /research /Short_ResearchSPM2011 pdf

? The improvements enacted in 2009 were extended al the siarl of 2013. They are now scheduled 1o expire al the end o
2017.
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Persons ifted above the poverty fine {using the Supplementai Pavesty Measure) by the
EITC and the £1C, 2011

o) i) R— 9 T
2009 Tmprovemenis

All Persons Children

Note: Uniike the Census Bureau's official poverty measure, the SPM poverty
measure counts the effect of government benefit programs and tax credits.
Source: CBPP analysis of Census Bureau's March 2012 Current Poputation

Survey

Supporting low-wage workers, The minimum wage has eroded substantially, with the real value
of the minimum wage falling 21 percent since its peak value in 1968," and the share of good jobs
appears to be disappearing for lower educated workers." These trends underscore the importance of
the LITC and CTC as policies that partially offset the decline in the real minimum wage and boost

the after-tax income of lower-skilled workers.

1 CBPD analysis of data from the U.S. Department of Labor, Wage and Hour Division, Bureau of Labor Statistics
(htto://

~vw.doloov/whd/minwage/chartham).

11 Urban Institute economist Harry Holzer and coauthors from the National Science Foundation, the University of
Chicagp, and the .5, reasury Department concluded that over the long term, “good jobs are not disappearing for
cveryone, but . . . they arc largely disappearing for less-cducated workers.” FHarry | 1lalzer, fulia 1. Lanc, David B.
Rosenblum, and 'rediik Andersson, Where are All the Good Jobs Going? (INew York: Russcll Sage loundation, 2011), p. 17.




106

Real value of the minimum wage

510 FER—— N,,,,{g, 1§ S —

8 S

1968 2012

Source: CBPP aralysis of data from the U.S. Department of
Labor, Wage and Hour Division, Bureau of Labor Statistics.

Providing a short-term safety net. Most EITC recipients claim the credit only temporarily,
when a job disruption or other significant event reduces their income. A recent study covering an
18-ycar period found that 61 percent of LI'TC recipients received the credit for only onc or two
yvears at a time.'> A forthcoming study finds that over time, E1'I'C recipients as a whole pay more in
federal income taxes than they receive in ETTC benefits.”?

21'im Dowd and John B. Horowitz, “Iocome Mobility and the Larned Income Tax Credit: Short-T'erm Safety Net or
Long-Term Income Support,” Public Finance Review (September 2011), pp. 619-652.

©* Communications with Tim Dowd of the Joint Committee on Taxation and John B. IHorowitz of Balt State.
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Share of EITCfamilies hy consecutive years with EITC

Note: Data from 18-year period, 1989-2006.

Source: Tim Dowd and John B. Horowitz, "income Mobitity and
the Earned incame Tax Credit: Short-Term Safety Net or Long-
Term ihcome Support”.

Proposals

The Tarned Income Tax Credit and Child Tax Credit represent major pro-work and anti-poverty
policy achievements. Unfinished policy work remains, however. The 2009 improvements to the
HI'T'C and C'1'C should be made permanent; the credit for workers without children should be
strengthened, in part to help address low labor force participation rates among childless adults
(particularly men); and proposals that simplify the credits and provide TRS with the authority it
needs to tamp down on unqualificd tax preparers should be adopred to reduce crror rates.

Each is explained in more detail below. Note that while it is important to move forward, it is
cssential that any tax reform process not compromisce the cxisting success of the BITC and CTC.
"I'his is why both the Bowles-Simpson deficit-reduction plan and the Senate’s “Gang of Six” plan
called for protecting these credits from cuts. Any tax reform process should provide the same
protection.

Making the 2009 Improvements Permanent

The 2009 improvements reduced marriage penaltics by increasing the amount of income that
married couples can earn and remain eligible for the BITC; expanded the RITC for families with
three or more children; and incrcased the support the Child Tax Credit provides to working-poor
families by lowering the minimum earnings requirement. These improvements substantially
increased the anti-poverty effects of the EITC and CTC. As shown in Figure 3, of the 9.4 million
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people lifted out of poverty by the refundable credits, 1.5 million (including 800,000 children) were
lifted out of poverty by the these provisions.

1f the HI'T'C improvements are not made permanent, substantial numbers of low-income married
couples will face larger marriage penaltics, and many familics, particulatly those with three or more
children, will fall into, or decper into, poverty. Altogether, Citizens for Tax Justice (CT]) estimated
that abour 6.5 milhon working families, including 15.9 million children, would have lost some or all
of their EITC in 2013 if the 2009 EITC improvements were not in place for 2013,

If the improvements arc not extended, working-poor familics will be incligible for the CTC unless
their earnings surpass about $14,700, starting in 2018 (the equivalent of $13,400 in 2013). A single
mother with two children working fuli-time, year-round at the minimum wage of $7.25 an hour —
and carning $14,500 per year — will receive a $1,725 Child Tax Credit in 2018 if the CTC
improvement is made permanent. But if the improvement expires, she will receive nothing, since
the minimum earnings threshold for the child tax credit will be about $200 above her earnings.
Lailure to extend the improvement would also cut the C1C substantially for low-income families
with earnings modestly above the $14,700 threshold. Tf the CTC improvements had not been
extended for 2013, CT] projects that approximately 8.9 million working families, including 16.4
million children, would have lost some or all of their C1'C in 2013.°

Strengthen the EITC for Childless Workers

Although substantial progress has been made in recent years to make work pay for families with
children, the current BITC suffers from a glaring gap: low income working people who are not
raising minor children receive little or nothing. The proven pro-work aspects of the EIT(C are not
available for young people just starting out, including low-inconie young men, a group with
disturbingly low labor-force participation.

Childless workers under the age of 25 arc currently incligible for the childless workers” EITC. For
cligible workers berween the ages of 25 and 64, the average credit is $270, compared to an average
credit of $2,790 for rax filers with children. The credit phases in at a rate of 7.65 cents on the dollar
for the first $6,370 of carnings, then quickly phasces out at the same rate, beginning at $7,970 —
when carnings are equivalent to just 55 percent of full-time minimuny wage carnings.

Childless workers are the lone proup that is taxed deeper into poverty by the federal tax system.
Under cutrent law, a childless adult working full time at the minimum wage ($14,500) tcceives no
EITC. Such an individual has a federal income and payroll tax burden of $2,669 in 201 3A single
childless adult with wages equal to the Census poverty line (11,905 in 2013) faces a federal tax
burden of $1,826 (including the employer share of the payroll tax).

or Tax Cuts: I0s Not Just About the Rich,” Tuly 19, 2012,

hitp:/ /. orad pdf refundablecredits 201 2 pdf.

15 Cltizens for 'T'ax fustice 2012,

16 This figure includes both the employer and employee shares of payroll Lax.
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Federal income and payroll taxes paid by single individual
with eamings at the paverty line, 2013
§1,000 -

Source: CBPP calculations based on inflation-adjusted Census
poverty thresholds and 2013 tax law. i

Providing a more adequate EITC to low-inconie workers who aren’t rarsing minor children has
several behavioral benefits beyond raising these workers” incomes. Katl Scholz, an cconomist and
formerly 'I'reasury official who is onc of the nation’s fotemost HI'TC experts, recommends a mote

generous EITC for young childless workers as one policy to raise their employment rate, writing:
“increasing the return to work for childless workers will lower unemployment rates and achieve the
dual social bencfits of reducing incarceration rates and incteasing marriage rates.” " Increasing the
childless worker’s ETTC will also help boost the income from wortk reccived by formerly
ncarcerated individuals who often face an inhospitable labor market upon re-entry.

The pritmary design parameters include:

¢ Liigibility age.

*  Phasc-in and phasc-out rates.

*  The level of income at which the phase-in ends (ie. kink poiat #1) and the level of income
at which the phasc-out begins (i.c. kink point #2).

¢ The maximum benefit (equal to the phase-in rate multiplied by kink point #1).

We recommend lowering the cligibility age to 21, increasing the phasc-in and phasc-out tates to
15.3 petcent, and moving the first kink poiot to $8,820 ia 2014, raising the maximum credit to about

$1,350. We discuss each in tura:

Age of Eligibility

3

o

-Skilled Work

L Blp/ Swww hamilionproject.org/ papers/employment-based lax credits for Jow-skilled workes

hn Karl Scholz, “Employmeni-Based Tax Credits for Lo s,” The Hamilion Project, December
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Currently, workers under age 25 are ineligible for the childless workers” EITC. We recommend
that this age floor be lowered to 21, with a student-related exception as discussed below.

Less educated young people, particulatly African American men, face a myriad of challenges,
mnchuding:

» Low and falling labor force participation rates. Tn 2012, the labor participation rate of men aged 20 to
24 was 13.7 percentage points lower than the labor participation rate for men aged 25 to 54.
Not oaly is the labor participation rate of young men low, but it has fallen and continues to fall.
I'rom 2001 to 2011, the labor-force participation rate of men aged 20 to 24 fell 6.8 percentage
points, while the labor force participation rate of men aged 25 and 54 fell by 2.6 percentage
points. Since 2009, the difference between the labor-foree participation rates of prime-aged
men (25-54) and younger men (20-24) has exceeded its previous historical peak in 1968.

Higher imvolvement in the criminal justice systemr. The abowe figures anderstate the decline in
cmployment among young men, since these numbers only consider the civilian population.
Young men disproportionately interact with the criminal justice system, relative to their older
peers. According to a tecent Justice Department report, 18 percent of men between the ages of
20 and 24 were arrested in 2009. This percentage has increased since the 1980s.'*

Congress placed the eligibility age at 25 when establishing the BITC for childless workers in 1993
to avoid giving large numbers of students from middle-class familics access to the EITC. Butasa
result, many low-income workers who are #of students are denied the EITC, and the opportunity to
influence employment decisions at the start of the carcers of low-income individuals who are not
attending college (or are doing so part-time while they work) is lost.

Moreover, af the time that the childless workers’ EITC created in 1993, there was no ready way to
identify students, who are likely to depend primarily on their parents for support. Tn 1998, however,
Form 1098-T was created to allow taxpayers and the IRS to verify eligibility for the Hope
Scholarship and T.ifctime Tearning credits. This form could be used to identify low-income workers
under age 25 who are students at least half time, enabling the EITC to be targeted to low-wage
workets who are not students at least half time.

We recommend that the age floor be lowered to 21, with the exception that childicss workers
between the ages of 21 and 24 who are full-time students would remain ineligible.

Phase-in and Phase-out Rates

As discussed above, the current BITC for childless workers phases in af just 7.65 percent (and
phascs out at the same rate). This means that it offscts just half of an cligible person’s payroll tax
burden. "This is why a number of previous proposals — including proposals from former Senator
John Kerry and Rep. Charles Rangel — would have doubled the phasc-in rate for the childless
workers’ CITC to 15.3 percent. We strongly recommend raising the credit rate to 15.3 percent to

8 Howard N. Snyder, “Arrest in the United States, 1980-2009,” Burean of Justice Statistics, Department of fustice,
September 22, 2011, huip:

s bisgov/content/pub/pd [/ aus8009.pd
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offset payroll tax burdens fully and, in particular, to make the credit larger so that it has a more
powerful effect in inducing people to enter the work force (as well as in reducing the extent to which
single workers are taxed into, or deeper into, poverty).  We also suggest raising the phasc-out rate
(for budget reasons) also to the same 15.3 percent.

Kink Points

The first kink point is the level of carnings at which the phase-in ends. “the first kink point times
the phasc-in rate determines the maximum credit. For example, under current law, the first kink
point in 2014 would be $6,460. The second kink point is the income level at which the credit begins
to phasc-out. It represents the highest income amount at which an cligible person reccives the
maximum credit. All eligible people carning amounts between the kink points — commonly
referred to as the “platcau” — reccive the maximum credit. Beyond the plateau (i.c. beyond the
sccond kink point), people receive a smaller eredit and eventually no credit.

The phase-out rate is how quickly the credit is reduced for people earning more than the
second kink point. In an ideal world, the credit would not phase out. Such a design would reduce
adverse marginal tax rate effects and potential unfavorable work disincentives. “this featurce,
howevet, would be prohibitively expensive. Morcover, given that the most powerful tabor
participation effects are around the “to work” vs. “not to work” dedision, it is more important to
focus budget resources on the phase-in and maximum credit than on the phase-out.

We recommend putting a priority on raising the first kink point. Specifically, we propose to
raise it to $8,820 in 2014 — raising the maximum credit to about $1,350. Tor the second kink point,
we suggest simply keeping the length of the plateau the same as it is under current law, which would
put it at $10,425 in 2014,

1,500 !
5 § menen (trrent Law
1,200 e S — Recornmendation
900 S k‘“ :
e i
600 o - ;
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Source: CBPP calculations
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Table 1: Options for Expanding the EITC for Childless Workers in 2014

Parameters Current Law Recommendation

| Credit Percentage 7.65% 15.30%

| End Phaseout $14,540 $19,245

o ye. ons
i Note: Our rough estimate of the 10-year costs of the EITC under current law is $17 billion

Table 2: Value of the EITC for Single Childless Individuals, 2014

Current
Law _ Recomm

$12,127 Poverty Line $185 $1,089

2,000 hours (full-time) of work at
current minimum wage
514,500 ($7.25/hour) 53 5726

7
Note: A §9 2015 minimum wage is $8.82 in 2014 dollars

Simplification and Improving Compliance

Tn addition to making the recently extended improvements permanent and strengthening the
EITC for wotkers who are not raising children, we also recommend adopting a series of
simplification and compliance measures to reduce errors, including crrors made by tax preparcrs
who are not properly trained. Most of these simplification measures were proposed by George W.
Bush’s Treasury Department and included in several Bush budgets.

Simplification is central to any strategy to shrink EITC errors. Treasury analysts have estimated
that the number of tax retumns cither claiming the EITC in crror or claiming too large an EITC fell
by approximately 13 percent following implementation of a package of EI'TC simplification
measurcs cnacted in 2001, Trcasury followed that up by proposing additional simplifications to the

118, Department of the Treasury, “Performance and Accountalility Report, Fiscal Year 2009,” App. B, p. 219.
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EITC to reduce errors; these simplifications were 1ncluded in several of President Bush’s budgets
between 2004 and 2008. Congress did not act on these proposals, but they continue to have strong
merit. These proposals, which we highly recommend (and which have 2 modest cost), include the
following:

» Simplifying the rale governing how parents whe are separated can claim the LITC. Normally, married
couples must file joint returns to claim the EITC, but for obvious reasons, separated parents
often file their own returns. Tn such a case, a complex rule governs whether the custodial
parent may claim the EIT'C if she files a separate return. Vot her to do so, she and her spouse
must have lived apart for more than six months of the tax yecar, and she must have lived with
the qualifying child for more than six months of the year; this part of the rule is straightforward.
But she also must be able to claim head-of-household filing status, and to do so, a parent must
meet TRS” “houschold maintenance” test. This test 1s very complicated, hard to apply, and
poorly understood.” As a result, aumerous esrors result, with low-income working mothers
who are separated but not yet divorced mistakenly claiming head-of-household status and the
EITC.

Because low-income parents who scparate tnay take a long time to obtain divorces (or coutt
decrees of separate maintenance) — especially if they have difficulty affording the legal
expenses — such etrors can continue for a number of years. The proposal that the Bush
Administration advanced would simplify these requirements by permitting a separated parent
who lives with her qualifying child for more than six moaths of the vear — and lives apart from
her spouse for at least the final six moaths of the year — to claim the EI'T'C without having to
meet the complex head-of-houschold filing test. ‘The National T'axpayer Advocate recently
made a recommendation to Congress™ that builds on and improves upon the eatlier Treasury
proposal, by also removing the head-of-houschold test when mattied couples are (1) living apart
on the last day of the tax vear and (2) have negotiated a written, legally binding scparation
agreement by the end of that year. In other words, the custodial parent would be able to file as
unmarried and claim the RTTC, if otherwise cligible, if the other spouse were absent from the
home for the last six months of the year o7 if the couple were living apart and had a legal
separation agreement by the end of the year.

(A separation agreement is used to divide any property and debts that either spouse has
incurred, as well as provide for custody, visitation, and support of any minor children of the
relationship. Separation agreements arc used by separated couples looking to settle property and
custody prior to a divorce judpment. The agreement is accomplished outside of court.

Properly drawn and notarized, it is considered legally bindig. It docs not entail the expense of
going to court to reach agreement on these matters and obtaining a divorce, which couples may
be unable to atford and may delay for considerable periods.)

This simplification should lead to a significant reduction in EITC errors.

2® Among other things, the houschold maintenance test requires filers (o show that they pay more than half of houschold
cxpenscs from their own income and requires them not to count child support payments and public program benefits as
part of that income even though such payments or benefits are commanly used for household expenses.

21 Taxpayer Advocate Service, “2012 Annuat Report to Congress, Vol 1" pp. 513-520
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o Allowing filers who live with a qualifying child but do sl dain the child Jor any tax benefil lo dlain the smaller
EITC for workers not raising a child. Sometimes either of two adults who live i the same
houschold with a child may qualify to claim the child for the EITC. This can occur, for
example, when a mother, aunt, and child live together; the aunt may be elipible to claim the
child for the ETTC if the mother does not. If the mother does claim the ETTC for the child,
however, current rules prodébif the aunt from claiming the smaller DITC for very poor workers
who are not raising a minor child even if she otherwise qualifies. The Bush Treasury proposat
would address this inequity by removing the disqualification that applies to the aunt in such a
case. This proposal would reduce errors; under cutrent rules, the aunt may mistakenly assume
she can daim the EITC for childless workers, since she is not claiming a qualifying child for the
LITC. If she claims the childiess workers” TITC, however, an error is said to occur.

Eliminating the EITC investment income fest. Under current law, low-income filers arc inchigible for
the KI'E'C if they have investment income such as interest, dividends, capital gains, rent or
royaltics that exceeds $3,300 a year (in 2013). Very few ETTC claimants have investment
income above this fevel. Tlowever, KI'TC claimants in general must navigate their way through
complex instructions to determine whether they have income that would be defined as
investment income for EITC purposes. The 14-fine IRS worksheet necessary to meet this
requirement refers to ten separate lines on Form 1040 and to four separate schedules.

‘T'he investment income test also cteates a “cliff,” since a wotker with investment income of
$3,300 is cligible to claim the full BITC while a worker with investment income of $3,301 is
unable to claim any EITC. In addition, the test discourages savings among low- and moderate-
income familics. Although not as crucial as the two aforementioned simplifications, T'rcasury
earlier proposed to remove this test, which would simplify rax filing and reduce errors.

Tinally, we recommend that the Congress, if needed as discussed below, pass legislation to ensure
that the IRS’s commercial fax preparer initiative moves forward:

IRS regulation of commerdial lax preparers. Two years into IRS implementation of a new initiative to
regulate commercial tax preparers, a January 2013 decision by the U.S. District Court of the District
of Columbia has shackled this important tax comphiance effort by ruling that IRS does not have
statutory authority for the regulatory mechanism it developed. Several hundred thousand
commercial preparers, most previously under no requirements of competency to file tax returns on
behalf of taxpayers, had already been brought in under the requirement to obtain Preparer Tax
Identification Numbers (PTINs) in order to be permitted to prepare and file tax returns tor
individual taxpayers. Further requitements for these prepaters to pass a tax law competency test and
certify completion of continuing education coutses to update tax taw knowledge were phasing in, to
take full cffect for the 2014 tax filing scason.

The TRS has served notice of its intent to appeal the District Court decision. However, if the TRS is
unsuccessful upon appeal, it is important that Congress pass legistation authotizing the regulatory
apptoach adopted by the IRS. ‘this cffort is a comnetstone of IRS tax compliance cfforts. Itis
patticulatly vital to cfforts to control ETT'C and C'1'C overpayments, since a large majority of tax
credit claims arc filed by commercial preparers, most of whom do not fall under CPA or Enrolled
Agent requirements to demonstrate competency. Tnvestigations by GAQ and TIGTA have carlier
documented commercial preparer ipnorance or deliberate flouting of eligibility rules for refundable
credits. ‘The regulations, proposcd by IRS in 2009, met with broad approval from tax professional
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organizations, low-income taxpayer advocates and within the tax preparation community. As TRS
stated when announcing the new approach in 2009, “...registration will make it easier for the IRS to
locate and review the returns prepared by a tax return preparer when instances of misconduct are

22
detected.”

The regulations developed by the IRS closely follow recommendations that have heen made by the
National Taxpayet Advocate consistently since 2002, and which previously passed the Senate in
2004 as part of the 'I'ax Administration Good Government Act.”

,'pu\z,:"irs—pdi‘/p pdl

22 Taternal Revenue Service, “Relurn Preparer Review,” December 2009, p. 33, www.ir

23 National Taxpayer Advocate, “FY 2002 Report to Congress,” s-ull /axc2002 scction enepdf, pp

s-utl/nta 2003 _an

69-73 and “2003 Annual Repori 1o Congress, “ p. 270, www.irs.gov/pu 1 _update_mew 1-15-

042.pdf
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National Active and Retired Federal Employees Association
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National Education Association
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National Senior Citizens Law Center
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The Social Security Institute



132



133



134



135



136



137



138



139




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue true
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck true
  /PDFX3Check false
  /PDFXCompliantPDFOnly true
  /PDFXNoTrimBoxError false
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <>
    /CHT <>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV <>
    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF che devono essere conformi o verificati in base a PDF/X-1a:2001, uno standard ISO per lo scambio di contenuto grafico. Per ulteriori informazioni sulla creazione di documenti PDF compatibili con PDF/X-1a, consultare la Guida dell'utente di Acrobat. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 4.0 e versioni successive.)
    /JPN <>
    /KOR <>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die moeten worden gecontroleerd of moeten voldoen aan PDF/X-1a:2001, een ISO-standaard voor het uitwisselen van grafische gegevens. Raadpleeg de gebruikershandleiding van Acrobat voor meer informatie over het maken van PDF-documenten die compatibel zijn met PDF/X-1a. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 4.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents that are to be checked or must conform to PDF/X-1a:2001, an ISO standard for graphic content exchange.  For more information on creating PDF/X-1a compliant PDF documents, please refer to the Acrobat User Guide.  Created PDF documents can be opened with Acrobat and Adobe Reader 4.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /HighResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


		Superintendent of Documents
	2016-07-08T07:04:31-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




