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LETTER OF TRANSMITTAL

U.S. SENATE,
SPEcIAL COMMITrE ON AGING,

Washington, D.C., March 1, 19892.
Hon. GEORGE BUSH,
President, U.S. Senate,
Washington, D.O.

DEAR MR. PRESIDENT: Under authority of Senate Resolution 45,
agreed to March 3, 1981, I am submitting to you the annual report of
the Senate Special Committee on Aging, Developments in Aging:
1981, volume 1.

Senate Resolution 4. the Committee Systems Reorganization Amend-
ments of 1977, authorizes the Special Committee on Aging "to conduct
a continuing study of any and all matters pertaining to problems and
opportunities of older people, including, but not limited to, problems
and opportunities of maintaining health, of assuring adequate income,
of finding employment, of engaging in productive and rewarding ac-
tivity, of securing proper housing and, when necessary, of obtaining
care and assistance." Senate Resolution 4 also requires that the
results of these studies and recommendations be reported to the Senate
annually.

This report describes actions during 1981 by the Congress, the admin-
istration, and the Senate Special Committee on Aging which are sig-
nificant to our Nation's older citizens. It also summarizes and analyzes
the Federal policies and programs that are of the most continuing
importance for older persons, their families, and for those who hope to
become older Americans in the future.

On behalf of the members of the committee and its staff, I am pleased
to transmit this report to you.

Sincerely,
JoHN HEINz, Chairman.

(I)



SENATE RESOLUTION 45, 97TH CONGRESS,
1ST SESSION,

Resolved, That, in carrying out the duties and functions imposed
by section 104 of S. Res. 4, Ninety-fifth Congress, agreed to February
4, 1977, and in exercising the authority conferred on it by such section,
the Special Committee on Aging is authorized from March 1, 1981,
through February 28, 1982, in its discretion (1) to make expenditures
from the contingent fund of the Senate, (2) to employ personnel,
and (3) with the prior consent of the Government department or
-agency concerned and the Committee on Rules and Administration,
to use on a reimbursable basis the services of personnel of any such
department or agency.

SEC. 2. The expenses of the committee under this resolution shall
not exceed $901,946, of which amount (1) not to exceed $25,000
may be expended for the procurement of the services of individual
consultants, or organizations thereof (as authorized by section 202(i)
of the Legislative Reorganization Act of 1946, as amended), and
(2) not to exceed $1,000 may be expended for the training of the
professional staff of such committee (under procedures specified by
section 202(j) of such Act).

SEc. 3. The committee shall report its findings, together with
recommendations for legislation as it deems advisable, to the Senate
at the earliest practicable date, but not later than February 28,
1982.

SEc. 4. Expenses of the committee under this resolution shall
be paid from the contingent fund of the Senate upon vouchers ap-
proved by the chairman of the committee, except that vouchers
shall not be required for the. disbursement of salaries of employees
paid at an annual rate.

'Agreed to March 3, 1981.



PREFACE

In 1981, the attention of the country focused on Federal policies
relating to aging as never before. Three major events-the debate over
the budget reductions and Federal spending, the administration's so-
cial security proposals, and the third White House Conference on
Aging--drew wide public attention to the issues facing the current
elderly population as well as future generations of older Americans.

Budget concerns dominated the year within the Congress, and the
debate over domestic spending became deeply associated with propo-
sals to change income-transfer, social insurance, and social services
programs serving older Americans. With almost one-third of the
Federal budget now committed to these programs, the need for more
efficient and coordinated policies and programs became more apparent.

The administration's proposals to scale back social security eligi-
bility and benefit levels met with intensely unfavorable reaction with-
in the Congress and among the public. But the financing problem s
that social security faces-both early in this decade and after the turn
of the century-remain. Although the political controversy surround-
ing this issue certainly sensitized the Congress and the public to the
importance and difficulty of achieving a fnancially sound social se-
curity retirement system, a pragmatic solution to this political dilem-
ma seemed no closer at the end of the year than at its beginning. It
will be left to the newly established National Commission on Social
Security Reform to propose new solutions at the close of 1982.

The 1981 White House Conference on Aging brought together over
4,000 interested citizens from across the country for an intense week
of discussion and debate. The 2,200 delegates approved more than 600
recommendations. It was clear that the major concern of the dele-
gates was the preservation of gains won since the first White House
Conference in 1961. Nonetheless, many recommendations were for-
ward-looking and will serve to further public policy in the coming
decade. Exactly which of the numerous ideas will be actively con-
sidered will, as usual, not be clear for some time, but efforts are now
underway to more systematically evaluate and prioritize the numerous
recommendations.

These events took place against a demographic and economic back-
drop that is becoming familiar to everyone who begins to look at
domestic social policy. It is much more than simply the growth of the
over-65 population, dramatic though that will be, and more than the
also dramatic gains in longevity. Instead, these projections point to
the emergence of an entirely new population and economic "age-
geography" that will require adjustments in all of our institutions,
both public and private.



While we are maturing as a population, this won't be a smooth or
gradual transition. Instead, the postwar baby-boom generation now
in its thirties will bring very sudden and dramatic transformations
to each decade as it matures. When this generation nears retirement
age, around the year 2020, the dislocations could be severe if we do
not plan for this event well in advance. Certainly a central lesson of
198 s--the- necessity for such advance planning wheneyr eope's
retirement expectations are involved.

Last year also marked a new appreciation of the role aging issues
play in the overall economy. Certainly, the greatly expanded oppor-
tunities for individual retirement accounts contained in the historic
Economic Recovery Tax Act of 1981 were designed not only to help
individuals prepare for their own retirement, but also to restore the
inflow of savings necessary to finance economic expansion.

Another example of this interrelationship of economic policy and
aging issues is the growing concern over declining rates of labor force
participation among older men and women, even in the face of public
opinion polls that show a majority would like to work if they could
find appropriate jobs and flexible arrangements for doing so. An
additional societal challenge is that the population of the younger
(age 16 to 44) working-age population will cease increasing some time
between now and the year 1990, and plateau or decline for the rest of
the century. Clearly the human resources now largely wasted by our
current failure to adapt work patterns to the needs of older workers
cannot continue to be lost without a cost to the economic well-being of
our society.

The needs of our increasingly diverse older population continue to
outpace the public resources available to meet them. Despite a guaran-
teed minimum income for those over 65 (SSI), and despite social
security benefits fully indexed to the CPI, the percentage of older per-
sons whose incomes fall below the poverty level has increased for 2
consecutive years, reaching 15.7 percent. While noncash assistance pro-
grams such as food stamps and housing subsidies help many low-
income elderly, it is nonetheless true that a majority of older persons
with incomes below the poverty line do not participate in either SSI or
the noncash programs.

Perhaps the most persistent concern of older Americans today is the
cost of adequate health care. Even with medicare and medicaid expend-
itures increasing more rapidly than almost any other part of the
Federal budget, older persons still face very high out-of-pocket ex-
penses for medical care. Care for chronic conditions is particularly
expensive and only covered by medicaid after all other assets are
exhausted. Coverage for these illnesses is the principal unmet chal-
lenge for both public and private insurance.

Looming over any discussion of health care financing is the insuf-
ficiency of the hospital insurance trust fund to finance medicare beyond
this decade. This fact alone may force public policy into different
approaches to insurance coverage, such as the variations on "competi-
tive" or "market-based" insurance schemes that are now being pro-
posed. Something fundamental must be done in health care financing
within this decade if the growing needs for quality health care are to
be met.



Although the Congress reauthorized the Older Americans Act in
1981 for another 3 years, the social services funded through that act
were not the subject of major proposed changes. This reflects two basic
judgments by the Congress--that the existing network set up under
the act is basically working well, and that funding of service programs
for older Americans should remain a Federal responsibility, with, of
course, a large amount of local discretion in terms of program and
resource allocation. This retaining of Federal responsibility is remark-
able in a year in which many other similar programs for other popula-
tion groups were folded into block grants and given to the States to
administer.

In light of these and many other public policy issues of concern to
older Americans, the Senate Special Committee on Aging has engaged
in a productive year. We have expanded our efforts to inform the pulb-
lic through publication of committee prints and newsletters, and our
hearings have 'been focused on the most pressing issues before Con-
gress. In many instances, members of the committee were able to pro-
pose legislative or administrative changes designed to serve older
Americans more effectively and efficiently.

The report that follows discusses these developments in 1981, but
it is also important to note that it attempts to survey only Federal
policies and programs, and makes no attempt to cover equally signifi-
cant developments that may be occurring at the State and local levels,
in the private sector, in our universities, in cultural attitudes, or in our
family relationships. It is the interaction of all of these elements that
will shape the opportunities and needs of future generations of older
Americans.

Finally, we acknowledge the dedicated work of -the authors of this
report, the staff of the Senate Special Committee on Aging. This report
is a synthesis of the working knowledge they bring to the service of
the committee.

In sum, the challenges ahead are growing in both magnitude and
complexity. Although we have, as a country, made giant strides in im-
proving the quality of life for our eldest members in recent years, the
central public policy challenge in the remainder of this century will be
the extent to which we can adapt ourselves to changing circumstances
and still meet the needs and expand the opportunities accompanying
the promise of long life.

Sincerely,
JoHN HEINZ,

Chairman.
LAWTON CHILES,

Ranking Minority Member.
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Mr. HEINZ, from the Special Committee on Aging,
submitted the following

REPORT

[Pursuant to S. Res. 45, 97th Cong.]

Chapter 1

THE AGING POPULATION: GROWTH AND
DIVERSITY

OVERVIEW

The decade of the eighties will bring broad-based social, economic,
and technological changes to the United States. For older Americans,
the twin themes of growth and diversity will characterize their status
as a group. As our society continues to "age" during the remainder of
this century, both growing numbers of older persons and their growing
diversity will have significant implications for public policy.

This chapter on the sociodemographic aspects of aging is concerned
with how the numbers, composition, and characteristics of our
population differ by age, and how those differences are changing.
The impact of aging can be seen in terms of social and economic
characteristics (e.g., labor force participation, income, living arrange-
ments), as well as physical conditions (e.g., length of life, health).
Nonetheless, a distinction must always be made between the character-
istics of particular aging individuals and the characteristics of the
older population in general.

Data from the 1980 census indicate that a larger than expected
number of persons are living longer. Therefore, the growth of the
current older population has exceeded even previous projections. It
is now anticipated that future increases in the older population also
will surpass prior projections.



These increases have far-reaching consequences for many social
programs and institutions. For example, the number of typical
"retirement age" persons (65+) will be increasing more rapidly as
compared to the number of typical "working age" persons (18 to 64).
Population projections indicate that there may be only five "working
age" persons for every "retirement age" person at the turn of the
century-

Increased longevity of the older population coupled with reduced
fertility in the late sixties and seventies have set the course for this
demographic development. The programs administered by the Vet-
erans Administration will also be affected by this increase in the
number of older persons. The increase in older veterans, who served in
World War II and Korea, will be dramatic-half of all males over 65
will be veterans at the end of the decade.

At the same time that the older population is increasing, that group
is becoming more socially and economically diverse. For example, a
growing proportion of those over 65 have college degrees. A greater
proportion of older persons are living alone today than previously.
While the aged have historically been more likely to live in the older
central city areas of the Northeast and Midwest, the next decade will
bring a great increase in the numbers and proportions of older persons
in the Sunbelt States and in suburban areas. Nationwide the propor-
tion of the aged who are over 84 is growing at a much faster rate than
even the total over-65 group.

While the economic status of those who are married and receive
pension income in addition to social security has been improving, the
situation of the very old, minority-group members, widows, and those
without pensions has not. The proportion of older persons living below
the poverty level has not declined as notably this past decade as in the
previous one, and has actually increased slightly in recent years.

The interest in the status of our older population is personal as well
as a matter of public policy. Not only do most persons have a close
relationship wit someone in the current older generation, but also,
we can all hope to join that group someday ourselves.

A. GROWTH IN NUMBERS

The sustained rapid growth of the Nation's older population is,
perhaps, the most dramatic demographic trend of the past 100 years
in the United States. The 1980 census recorded 25.5 million Ameri-
cans 65 or more years of age, a tenfold rise from their number in 1880,
and a net increase of more than 5 million during the 1970's alone (see
chart 1). At 11.3 percent of the Nation's population in 1980, older
Americans had more than doubled their share of our total population
from 50 years earlier and more than quadrupled it from 1880.

Continued growth of the older population is expected during the
1980's and 1990's. By 2000, the population aged 65 and over is pro-
jected to rise to at least 32 million, an increase of 30 percent. Over the
same 20 years, the population under age 65 is expected to increase by
only 15 percent. Thus, older Americans--defined in this chapter as
all persons aged 65 or more years-will represent about 12 percent of

' Chapter text was prepared for the committee by Sally L. Hoover, and the charts were
prepared by Michael Fortier, both of the Center for Demographic Studies, Bureau of the
Census, Department of Commerce.



the Nation's population by 2000. They will comprise an even larger
proportion during the 21st century as the "bab -boom" generation

egins to reach the older ages in 2010 and beyond.

o

1. SOURCES oF GROWTH

The dramatic increase in the number and proportion of older
persons can be traced to at least two basic phenomenon. First and
foremost, the increase in the number of births up to 1921. Second,
the number of years that a typical American can expect to live has
increased substantially during this century. At the turn of the century,
about two-fifths of the newborn babies were likely to reach age 65;
by 1980, about three-fourths of the newborns will probably reach
age 65. Major gains in overall life expectancy occurred early in the
century when infant mortality and early childhood death rates
declined sharply. For the current older population, most of whom
were born between 1900 and 1915, the improvement meant a far
greater chance of attaining old age. In other words, a larger share
of each subsequent birth cohort has reached retirement age, increasing
the absolute and relative numbers of older persons in our population.



CHART 2. LIFE EXPECTANCY AT BIRTH BY RACE AND S X:
1930 TO 1980
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Not only has the flow of persons into the older ages increased for
each generation, but having attained age 65, individuals can expect
to live longer than their forebears. On average, a person reaching
age 65 in 1980 is likely to live 16.4 more years, or 4.5 years more than
a person reaching age 65 at the turn of the century. Thus, longevity
among those reaching age 65 has increased by more than a third
during the last 80 years.

2. RELATIONSHIP TO THE WORKING AGE POPULATION
The ability of our society and the economy to meet the needs and

provide appropriate opportunities for older Americans is closely
related to their relative numbers in the population. Historically,
reflecting increased life expectancy and a long-range trend toward
smaller families, the working-age population-a proxy for the maxi-
mum potential labor force-has grown less rapidly than the older
population. This pattern is true for virtually any combination of
defimtions of old age or working age as long as the specific ages are
not changed. Prospectively, continued rapid growth of the older
population and slowing growth of the working-age population guaran-
tees a further decline during the remainder of this century and into
the next century.

More specifically, from a societal point of view, the population
can be divided into three general age groups: Those too young to
work, those of working age, and those too old to work. Once defined,
these three segments of the population can be used in various com-
binations to estimate support ratios, that is, the number of potential
workers to the number of nonworking persons. In developed nations
such as the United States, where these categories are largely a function
of social convention, personal choice, and the performance of the econ-
omy, analysts often have defined the three age groups as those under
18, those 18 to 64 years of age, and those aged 65 and older. By these
definitions, there were 13.7 working-age persons for each older person
in 1900; the number had declined to 9.1 by 1940, and sharply further
to 5.4 in 1980; and, by the year 2000, the ratio is projected to decline
further to 5 working-age persons for each older person (see chart 3).

TABLE 1.-RELATIONSHIP OF THE WORKING-AGE POPULATION TO THE OLDER POPULATION

1900 1920 1940 1960 1980 12000
Working-age population (ages 18 to 64), in millions. 42.2 61.5 82.4 98.6 137.2 159.6
Older population (aged 65 or more), in millions. 3.1 4.9 9.0 16.6 25.5 31.8
Number of potential workers for each older person. 13.7 12.5 9.1 6.0 5.4 5.0

IProjected, serie% II, P-25, No. 704, July 1977.
Source: Bureau of the Census, Department of Commerce.

Small changes in the age groups arising from retirement trends
or policy decisions can result in relatively large changes in the support
ratio. An increasing share of those eligible to do so have chosen to
retire at age 62; alteration of the definition to allow for universal
retirement at 62 years of age would drop the support ratio for 1980
to 4.5. By contrast, if concerns about the adequacy of retirement
income and an awareness of the increased ability of older persons
to work led to an increase in the retirement age to 67 years, the
comparative support ratio in 1980 would have been 7.1.

Clearly, however, continuation of trends of earlier retirement and
longer life, coupled with lower fertility over the past two decades
insures a further decline in the number of potential workers for each
older American.

89-509 0 - 82 - 2



CHART 3. NUMBER OF YOUNGER PERSONS FOR EACH OLDER PEI
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3. INTERGENERATIONAL RELATIONSHIPS

As a larger proportion of the population has survived into the
upper ages, a growing share of middle-aged and even older Americans
have living aged parents. Thus, more and more middle-aged to older
Americans have been faced with questions concerning the care and
welfare of aging, and frequently increasingly frail, parents at a stage
of life when they bear heavy responsibilities for their own children-
e.g., college expenses--or when they themselves may be anticipating
retirement and facing the concerns of their own old age.

The number and percentage of middle-aged Americans who have
living parents clearly have increased greatly since 1900. Older parents
represent essentially the potential "dependents" on younger gen-
erations, presumably their children. To illustrate: At the turn of
the century, there were about 86 persons aged 65 to 84 for every
100 persons aged 45 to 49. As is shown in chart 4, 80 years later in
1980, there were 210 persons aged 65 to 84 for every 100 persons
aged 45 to 49.

Becoming more commonplace, too, are older persons who them-
selves have extremely aged living parents. By way of illustration of
the potential dependence, in 1900, there were only 21 persons aged
80 and older for every 100 persons aged 60 to 64; by 1980 as shown
in chart 4, the figure had more than doubled to 51 persons aged
80-plus for every 100 persons aged 60 to 64.



CHART 4. ILLUSTRATIONS OF CHANGING INTERGENERATIONAL
POPULATION RELATIONSHIPS
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These phenomenon are expected to become even more commonplace
when the "baby-boom" generation reaches the older ages between
2010 and 2030. Prior to that time, some easing of intergenerational
trends will occur as current middle-aged persons born during the
twenties, depression, and World War II, when the number of births
were falling, are superseded in the middle-age years by the "baby-
boom" generation. Those born during the twenties, the depression,
and World War II, will begin to move into the older ages after 1985;
their smaller numbers relative to the preceding and succeeding
generations will create a 25-or-so-year period of stable or declining
intergenerational support ratios.

At the same time, because of the widespread decline in fertility
beginning in the sixties, more and more older Americans may reach
advanced ages without the familial support of living children and
certainly with fewer living children than their parents and grand-
parents had. Today, about four-fifths of all persons over age 64 have
living children. At least this proportion of older persons will have
potential familial support until the parents of the baby-boom gener-
ation have been replaced by subsequent generations whose fertility
rates were lower.

B. INCREASING DIVERSITY

The remarkable absolute and relative increases in the aged popula-
tion have been accompanied by gradual but profound changes in
their typical personal characteristics and socioeconomic situations.
In 1920, for example, older Americans generally would have lived
with other family members (with a husband/wife, or children) outside
a metropolitan area. Most older men would have been engaged in
some kind of work activity (frequently on a farm). By 1980, most
older Americans live in metropolitan areas, an increasing proportion
do not live with other family members, and the vast majority of older
men are not in the labor force. Socially and economically, today's
retired persons have different backgrounds, ways of doing things,
and expectations other than their parents and grandparents.

Especially in the last two decades, the older population has become
increasingly heterogeneous; its diversity in social, economic, and physi-
cal abilities creates major challenges for the society. This chapter will
quantify some of the more important aspects of the increasing hetero-
geneity of the older population. The consequences and implications of
this increased diversity for public programs and policy are developed
in more detail in subsequent chapters.



CHART 5. POPULATION OF THE UNITED STK
AGED 55 AND OLDER: 1960-1980
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1. MORE OLDER WOMEN

Increased heterogeneity among older Americans has been fostered in
part by differential gains in life expectancy. Life expectancy varies by
sex; as shown in chart 2, on average, women now live considerably
longer than men. Until 1920, the gap in life expectancy of males and
females was only about 2 to 3 years, whether at birth or ages 20, 45,
or 65 years. In the ensuing years, however, women recorded larger
improvements in life expectancy. Relatively fewer males reach age 65,
and at age 65, women now have a life expectancy of 18.4 additional
years, while men have an expectancy of an additional 14 years.

Because life expectancy gains have favored women, they are dis-
proportionately represented among older Americans. As recently as
1930, there were equal numbers of males as females aged 65 and older.
Since then, the proportion of older men has steadily declined. Cur-
rently, there are about 15 million older women versus 10 million older
men, or 68 older men for every 100 older women. At the turn of the
next century, projections suggest that there will be about 65 older men
per 100 older women.

2. MORE EXTREMELY AGED

Diversity in demographic characteristics, socioeconomic status, andlvmg arrangements is closely associated with chronological age. For
example, the 2.5 million persons aged 85 years or more are dispro-
portionately institutionalized, most do not have a living spouse, and,
on average, they have lower incomes. To better illustrate differences
associated with age, a taxonomy has been adopted that subdivides the
older population into broad subgroups, namely the old-old, comprised
of persons aged 85 years or more; the middle-old, those 75 to 84 years
of age; and the young-old, persons in ages 65 to 74.

The old-old group (persons aged 85 and over) more than doubled
between 1960 and 1980 and is projected to increase at least 11%
times by 2000. Although comparatively small in absolute number,
the old-old is one of the fastest growing age groups in the society.
Survival into their late eighties and beyond for persons now in their
midsixties to midseventies almost certainly will be associated with
increased demands on health-care facilities and personnel, income
maintenance programs, and other social support systems.

As illustrated in chart 6, the disparity in the number of women
relative to men becomes more pronounced at progressively older
ages. The 1980 census showed that up to age 50, women and men
still equal in number. Among the young-old group
(65 to 74) however, there are only 77 men per 100 women; in middle-
old, 50 men per 100 women; and in the old-old group (aged 85 or
more), 44 men per 100 women. So, the issues and problems of ex-
treme age are more frequently associated with women than men.



CHART 6. MEN PER 100 WOMEN, SELECTED AGES
1980 - 1980 - 2000
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3. MARITAL STATUE

By age 65, about 95 percent of all men and 94 percent of all women
have been matried at least once. And yet, because half of all women
aged 65 years or more are widowed, 6 percent have never married,
over 5 percent are divorced, separated, or living apart from their
spouse for other reasons, about 62 percent of all older women do
not have direct personal and economic support provided by a hus-
band living with them. By contrast, about three-fourths of all older
men do have the support of living with wives; only 14 percent of
all older men are widowers, 5 percent have never married, and nearly
6 percent are divorced, separated, or otherwise living apart from
their wives.

The number and percentage of divorced older persons, albeit com-
paratively small, is rising. In 1950, about 1 percent of the older women
were divorced, but by 1980, the percentage had climbed slowly but
steadily to 3.4 percent. Women in the young-old ages (65 to 74) have
a higher proportion divorced than their older counterparts. The
trend toward more older divorcees is almost certain to continue since
6.6 percent of the women aged 55 to 64 in 1980 were divorced. Within
the older population, marital status differences between the "young-
old" (65 to 74) and those over 75 years of age are large, primarily
because of differences in the proportion widowed, as is shown in
table 2 below:

TABLE 2.-MARITAL STATUS OF THE NONINSTITUTIONAL OLDER POPULATION: 1980

Aged 65 to 74 yr Aged 75 yr or more

Marital status Women Men Women Men

Number (in thousands)

Widows or widowers...------------------..... --- 3,444 557 3,677 776
Married, spouse present. ..-------------------------------- 4,114 5,200 1, 197 2, 190
Married, spouse absent (including separated)------------------- 168 146 67 54
Divorced -------------------------------------------- 342 290 126 71
Never married. . . . ..---------------------------------------- 480 357 344 142

Total. .. . .. ..---------------------------------------- 8,549 6,549 5,411 3,234

Percent Distribution

Widows or widowers-..------------------------------------- 40 9 68 24
Married, spouse present----------------------------------- 48 79 22 68

ied,"spouse absent (including separated) ------------------- 42 2 1 2
Divorced or separated-------------------------------------- 4 4 2 2
Never married------------------------------------------ 6 6 6 4

Total..-..------------------------------------------ 100 100 100 100

Source: Bureau of the Census, Department of Commerce.



4. LIVING ARRANGEMENTS

The marital status of older persons is a major factor in their living
arrangements. In 1980, more than 7 million older Americans, or 30
percent of the older population, lived alone. The vast majority were
widows or widowers, although nearly one-fifth were either divorced
or-hadnever-married Nnrly 17 million olr persons were living
with a spouse, other relative (usually a child), or an unrelated in-
dividual. More than 1 million older Americans resided in institutions.

One of the important trends in aging of the past two decades has
been the large increase in the absolute and relative numbers of older
persons living alone. In 1960, less than a quarter of all older women
lived alone- by 1980, this figure had risen to about two-fifths. The
high and rising proportion of older women living alone is a direct
consequence of widowhood; that is, of the higher mortality rates
for men as well as the tendency of men to marry younger women.
The vast majority of older men live with their spouse. The proportion
of men aged 65 to 74 living with a wife was about 75 percent, as
were about two-thirds of those men aged 75 or more years. The
proportion of older men living alone increased slightly between 1960
and 1980, from about 12 percent to about 15 percent (see chart 7).

The physical isolation of older widowed or single persons implicit
in living alone may be a cause of social isolation and a lower level of
living. The dwellings of older married couples are in better repair
than are those of single or widowed older men or women. Couples
tend to live in dwellings with more efficient heating and cooling
systems, and, on an annual basis, about a third of older couples as
compared to a quarter of the single persons, had home repairs made.

In all, about 1.7 million families in the United States have one or
more older parents living in the household. The proportion of the
elderly living with a child varies by sex and age. About 16 percent of
the women aged 75 and over live with a child or sibling as compared
to about a tenth of the same age men. About 6.5 percent of the men
and 14.5 percent of the women between age 65 and 74 are living
with a child or sibling (see chart 8).



CHART 7. LIVING ARRANGEMENTS OF MATURE AND OLDER WOMEN: 1980
CPercent Distr Ibut ion)

PERCENT PERCENT

80- 80

70- 78

60o- - 60
58 58

40 - 40

38 38

20 - 20

10 - '102

0L iii I I 1 0
55-64 65-74 75+

WITH SPOUSE Note: Data pertain to
WITH RELATIVE the noninstitutional
ALONE OR WITH NON-RELATIVE population.

Source: U.S. Current Population Report, Series P-20, No. 365.



8. LIVING ARRANGEMENTS OF MATURE AND OLDER MEN:
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5. INsTrrTrONAL POPULATION

The proportion of older persons living in institutions has risen
slightly. Currently, about 5 percent of the older population, as com-
pared to 3.7 percent in 1960, reside in an institutional facility. In
1976, the latest year for which comprehensive data are currently
available, an estimated 1 million persons aged 65 and older were
living in long-term care institutions (primarily nursing homes).
Of these, the vast majority, about 80 percent, were admitted to the
facility for medical reasons.

Institutionalization of elders varies with age, sex, and marital
status. More than half of the older residents of institutions in 1976
were at least 80 years old. About an eighth of the elderly nursing
home population had a living spouse, compared to about half of the
overall older (65+) population. Since a larger proportion of women
survive into the more-frail, very old ages, older women were more
than twice as numerous as men in nursing homes.

As more persons survive into the "old-old" age groups in the 1980's
and 1990's, and as older widows make up a larger proportion of the
elderly population, further increases can be expected in the demand
for geriatric care, including health professionals and long-term care
facilities or alternative support and housing systems to. provide for
the needs of this growing segment of the older population.

6. HOUsING

Of the Nation's 80 million households, approximately one-fifth,
(16.3 million) were headed by an older person in 1980. The 11.7 mil-
lion older persons who owned their homes represented 22 percent
of all homeowners. At 71 percent, homeownership by older Americans
significantly exceeded that of younger households, and this was the
case in all geographical locations. Homeownership among older
households outside metropolitan areas exceeds the number of older
renters by a margin of 4 to 1 compared with a margin of less than
3 to 1 among the general population.

Older persons tend to dwell in older housing, which generally
provides less adequate service systems such as heating and cooling
and is more costly to maintain. Newer housing is generally more
efficient in terms of maintenance costs and, on average, better equipped
in terms of service systems. The residential building boom of the
1970's produced housing units that are disproportionately occupied
by younger households. Only about 11 percent of older households
reside in such new housing, compared to 22 percent of households
headed by someone under age 65. The presence of complete plumbing
facilities (i.e., hot and cold piped water, a flush toilet, and a bathtub
or shower) is a commonly used indicator of overall housing adequacy.
Applying this measure to the situation of older households suggests
below-average quality of housing relative to others: The percentage
of housing occupied by older persons lacking complete plumbing is
double that occupied by others (over 4 percent for elders versus
less than 2 percent). Households headed by an older woman and
households -composed of never married or divorced older men and
women, are substantially more likely to live in such deficient housing.



Older households increasingly turned to mobile home living during
the 1970's; an estimated 800,000 older households resided in this
type of structure by decade's end. While the proportions of older
and younger households living in mobile homes are both about 5
percent, there is a growing trend among older persons to choose
this type of dwelling. In 1980, about 17 ercent of all new mobile
homs wer neyupiedhy elders mpr to percent -of all new
housing in general.

The number of older persons living in single-room occupancy
buildings is small (less than 1 percent of the older population) but
they make up a large percentage of all total occupants in this par-
ticular type of dwelling. Generally located within the older neighbor-
hoods of inner-city areas, this type of housing tends to be older, and
lower in quality, than others. Older persons in this form of dwelling
tend to be male, of lower income, widowed, divorced, or single, and
older than the remainder of the aged population.

7. AFFORDABILITY AND VALUE

In respect to housing costs, older Americans find themselves in a
unique circumstance: On average, their absolute costs are lower
than any other age group, but the relative cost of housing, expressed
as a percentage of household income, is higher. Shelter costs relative
to income are highest among the old-old and lowest among the
young-old in large part because the latter tends to have higher
pension and social security income and they are more likely to have
earned income.

Older homeowners pay more than 25 percent of their household
annual income for shelter, on average, compared with 16 percent
of the annual income for households with heads aged 35 to 64, and
about 20 percent of the annual income among households with heads
of household less than 35 years of age. Thus, in spite of the fact
that 80 percent of older homeowners have no mortgage on their
residence, they face problems of affordability. This situation also
holds true for renters. Older renters' housing costs regularly exceed
30 percent of their incomes, compared with 20 to 25 percent for
younger renters. As a result of their relatively lower incomes, older
renters are relatively more likely to dwell in public housing and receive
various forms of rent subsidies, almost 6 percent of all households
headed by an older person in 1980.

The median value of homes owned by a person aged 65 or older was
about four-fifths of the average of all homeowners in 1980. For ex-
ample, the median housing values for married-couple households
were $45,700 for the elderly and $54,900 for all homeowners. The
lower average value of housing owned by older persons affects the
future viability and prevalence of such plans as reverse-annuity
mortgages or other financial programs for liquefying home equity.
Often those older persons who could benefit most from a gradual
payout of their equity own older, more dilapidated houses in less
desirable neighborhoods. For example, in 1980, the median housing
value for older married black couples was $29,900, and $37,300 for
older married Hispanic couples. Under current economic and housing
market conditions, it is virtually certain that equity retrieval and hous-
ing mobility of the aged are much more constrained than during the
1960's and early 1970's.
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The average, or mean, income for all aged households in 1980 was
$12,630, about 60 percent of the mean of $21,060 for all households.
Aged-married-couple families had a mean income of $17,170 in 1979,
about 66 percent of the $26,130 mean for all married-couple families.
In sharp contrast, the per capita annual income of the aged in 1980
was $7,510, about 96 percent of the overall per capita income of
of $7,790-

The low mean income for all older person households is due, in
large part, to the fact that about 45 percent of the aged households
are single-person households and therefore, can only contain one
income recipient. The slightly higher ratio for married-couple fam-
ilies reflects to a small extent the effect of having two or more income
reci ients.

he per capita income of the elderly is much closer to the average
for the total population than the means for households and families
because the overall per capita income takes account of children (who
in general have little or no income); on the other hand, the com-
putation for the elderly includes only persons aged 65 years and over,
virtually all of whom have some income.

As noted initially, these comparisons are based on before-tax money
income levels. Because some of the major sources of income received

by the elderly are nontaxable, such as social security benefits, and
because the elderly, in general, pay lower income tax rates on smaller
amounts of income, the comparisons of incomes of the elderly to the

population may be more appropriate on an after-tax basis. For per
capita income, these comparisons of after-tax incomes are likely
to show slightly higher levels for the aged than for the total population.

The elderly accounted for about 11 percent of the total population
and received about 11 percent of the income in 1980. About 92 per-
cent of income received by the elderly was obtained from four major
sources-social security, retirement pensions, earnings from working,
and interest on savings. Of the total of $185.4 billion received by
the elderly, 43 percent was from social security, 18 percent from
other retirement pensions, 16 percent from earnings, and 15 percent
from interest on savings. Social security was received by 9 of every
10 elderly persons in 1980. About two-thirds of the elderly received
interest on savings, one in four received other retirement pensions,
and about 15 percent received earnings from working (see table 4).

On average, the income of the elderly relative to the total popula-
tion changed slightly during the decade of the seventies, a period
marked by stretches of high unemployment and inflation. The mean
income for "elderly" households in 1970 was $5,420, 54 percent of
the overall mean of $10,000. In 1980, this ratio had risen to 60 per-
cent. The per capita income of the elderly in 1970 was $2,990, com-
pared to $3,180 or the overall per capita; a ratio of 96 percent, the
same as for 1980.



TABLE 4.-MEDIAN MONEY INCOME OF OLDER PERSONS BY SOURCE: 1980

Percent of
total popula- Actual median

Population, number in thousanda Total number tion 65 plus annual income

Persons 65 and over with income source--------------------------- 24, 353 95.3 $5, 213Wage or salary income ------------------------------------- - 3,343 13.1 10,249Nonfarm self-employment income -- inco-------------------------- 650 .5 190
Farm self-employment income----------------------------------- 256 1.0 9,429
Property income, total - -------------- - - -- ,- 14566 64.8 6,664

Interest -- - - - - - - - - - - - - -- - - - - - - - - - - - - 16, 056 62.9 6,733
Dividends, net rent, and estates or trusts ------------------------ 5,579 21.8 9,133

Sacial security and railroad retirement income------------------------ 22, 332 87.4 5,190
Supplemental security income. ------------------------- 1,934 7.6 3,076
Public assistance or welfare income.----------------- 314 1.2 3,461
Veterans, unemployment, and workmen's compensation income--.. 1,354 5.3 5,629

Veterans' payment income only ------------------------------ 1,007 3.9 4,897
Unemployment compensation income only.------------------------ 116 .5 8,282
Workmen's compensation income only-------------------- ------- 221 .9 7,843
Other combinations ----------------------------------------- 10 0 10, 515

Retirement income, total ----------------------------------- -- 6, 558 25.7 9 143
Private pensions or annuities -------------------------------- 4,173 16.3 8,629
Military retirement pensions only...____ .-..- - 176 .7 10,543
Federal employees' pensions only . 726 2.8 11, 469
State or local employees' pensions only ------------------------- 1,307 5.1 9,426
Other combinations ---------------------------------------- 176 .7 17,649

Other income, total ------------------------------------------- 374 1.5 8,052
Alimony or child support only ---------------------------------- 11 0 4,983
Regular contribution only-------------------------------------- 58 .2 4, 594
Anything else only---------------------------------------- 302 1.2 8 697
Other combinations -------------------------------- -------- 2 0 6 500

Combinations of income types:
Earnings.--------------------------------------------- 4 105 16.1 10, 131
Earnings and property income ------------------------------- 3,137 12.3 11 570
Government transfer payments -.------------------------------ 23, 235 91.0 5,140

Government transfer payments only ---------------.-.... 6,095 23.9 3,248
Government transfer payments and other incomes------------ 17, 141 67.1 6,552

Public assistance or supplemental security, or both ---------------- 2,107 8.2 3,113
Social security or retirement income, or both- .-.--..------- - 22, 815 89.3 5,260
Social security or supplemental security, or both ------------------ 22, 791 89.2 5,087

No income ------------------------------------------------------ 742 2.9 1

Source: U.S. Census Bureau.

3. POVERTY

The proportion of the total United States and older population
with incomes below the officially defined money income poverty
level declined significantly over the last two decades. The proportion
of all persons below the poverty level dropped from 22.4 percent in
1959, to 12.1 percent in 1969. The proportion edged unevenly lower
through the late 1970's but then rose to 13 percent in 1980 (see chart
10).

Poverty rates for the older population began at a much higher
level and declined more persistently than for the overall population.
In 1959, 35.2 percent of the persons aged 65 and over had incomes
below the official poverty level; a decade later, the proportion had
dropped to 25.3 percent, and in 1980 it stood at 15.7 percent. Because
incomes did not rise as fast as consumer prices during 1979 and 1980,
the number and proportion of older persons with incomes below the
poverty level rose in those 2 years. By 1980, about one in six older
persons had an annual income below the poverty level. (The average
income level for a single person 65 years or older was $3,949.) Older
black and Hispanics historically have been, and continued to be,
far more likely to be living on an income below the official poverty
level; close to two-fifths (38.1 percent) of all older blacks and approxi-
mately a third (30.8 percent) of all older Hispanics were so classified
in 1980 (see chart 11).
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CHART It. PERCENT OF PERSONS AGED 65 YEARS AND OLDER WITH INCOME
BELOW THE OFFICIAL POVERTY LEVEL BY RACE AND ETHNICITY: 1970 - 1980
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Despite increases in their poverty rate in 1979 and 1980, the
elderly were substantially better off in 1980 than in 1970. They were
one of very few population subgroups to experience significant re-
ductions in poverty rates during the 1970's. Part of this improvement
can be attributed to increases in social security benefit levels, and
particularly to the indexing of benefits which began in 1972. However,
the poverty rate for persons 65 andover is stl iiherthan
the national average and an additional 10 percent of all older persons
have incomes which exceed the poverty level by less than 25 percent.

4. NONCAsH BENEFITS TO THE ELDERLY

While the period of the 1970's was characterized by very slow
growth m real money income, benefits from noncash programs grew
rapidly. In general, recipients of noncash benefits in the form of
food stamps, public housing, medicaid, and medicare have increased
substantially. In 1980, about 98 percent of the 16.9 million elderly
households were benefiting from one or more of these programs;
16.3 million of these households benefited from medicare alone.
About 3.5 million elderly households received either food stamps,
public housing, or medicaid benefits in 1980. Medicaid was the single
largest of these programs, benefiting 2.5 million elderly households.
Food stamps were received by about 1.2 million of these households
in 1980. These food stamp recipients received an average of $435 in
food stamps in 1980, about 10 percent of their average money income
level of $4,630.

D. HEALTH STATUS

1. SELF-ASSESSMENT OF HEALTH

Older persons are somewhat less likely than other persons to de-
scribe their health as good or excellent, but the proportion of older
persons who describe their health in this way is far greater than the
proportion who describe their health as fair or poor. In 1979, among
persons 65 years of age and over, 29 percent described their health
as excellent, 39 percent described their health as good, 23 percent
described their health as fair, and 9 percent described their health
as poor. The comparable figures for persons under age 65 were 51,
38, 8, and 2.

On average, self-perception of health, and probably actual health,
varies directly with income. In general, the higher the income level,
the greater the likelihood of good health care, good nutrition, and
good housing and, correspondingly, the greater the proportion re-
porting excellent health. Conversely, the lower the income level,
the greater the proportion.reporting fair or poor health. Only a quarter
of those older persons with an annual income of less than $7,000,
as compared with two-fifths of those with an annual income of $25,000
or more, indicated that they were in excellent health. In contrast,
over 11 percent of the lowest income level reported poor health,
which is nearly double the proportion of high-income persons re-
porting poor health (see chart 12).



CHART 12. SELF-ASSESSMENT OF HEALTH BY INCOME RANGE OF PERSONS
AGED 65 YEARS AND OLDER
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2. HOSPITAL VISITS

Approximately 18 percent of persons 65 and over had one or more
short-stay hospital episodes during 1979. The rate for persons be-
tween the ages of 17 and 64 was about 11 percent, and for persons
under 17, the rate was about 5 percent.

3. VISITS TO PHYBICIANS AND DIENTISTS

Four-fifths of the older population visited a physician during 1979.
This proportion was only slightly higher than the figure for the total
population (75 percent). For older persons who did see a doctor,
the average number of visits was about half a dozen (6.3) as compared
to just under five (4.7) visits for the total population.

About a third of all persons aged 65 or older visited a dentist in
1979, as compared to about half of the total population. The average
annual number of visits was slightly lower for older persons who
did go to the dentist; about 1.4 as compared to 1.7 for the total
population. The less frequent visits to dentists may be related to
tooth loss; it has been estimated that 55 percent of all persons aged
75 or older and 45 percent of persons aged 64 to 74 are toothless.
Regardless of the reason for not visiting the dentist, tooth loss can
affect physical well-being (loss of ability to eat certain foods), and
lead to nutrition-related problems.

Average numbers and proportions of elders' visits to physicians and
dentists have basically remained the same, at least since 1975. And yet,
even if the number of visits per person continue to be the same for the
older population, the projected increase in the number of older persons
will affect the number of patients each doctor or dentist serves.

4. CHRONIC CONDITIONS

The aging process brings with it an increase in the prevalence of cer-
tain chronic conditions. As medical advances and changes in health
practices have eradicated some heretofore commonplace maladies and
mortality rates have declined, a larger proportion of the older popula-
tion is surviving into the age groups where chronic conditions are more
frequent. Although many types of conditions are known to be under-
reported in household surveys, the following figures from 1979 show the
strong relationship between age and the likelihood of having one or
more serious chronic conditions. Comparing the age groups 45 to 64
and 65 years and older, there are dramatic differences in the rates per
1,000 persons for the following conditions-heart (128 versus 274),
hypertension (214 versus 385), emphysema (23 versus 42), arthritis
(253 versus 443), visual impairment (58 versus 118), hearing (119
versus 282), and orthopedic impairment (118 versus 162). Given their
increasing numbers, the absolute number of older persons that suffer
from any given chronic disability is likely to continue to rise. The rise
in older persons who have a relatively high prevalence rate for certain
types of conditions is likely to have important implications for future
medical care needs.



5. MORTALITY/MORBIDITY

More persons are living longer than ever before. The limits of life (or
longevity) have not increased appreciably, but there has been a sub-
stantial increase in the number of persons living to the extreme older
ages. Within the older population, the annual death rate per 1,000
aged 85 and older declined from 216 in 1950 to 169 in 1980 for men, and
191 in 1950 to 134 in 1980 for women.

The mortality rate for men is greater than for women at all ages.

TABLE 5.-RATE OF MORTALITY PER 1,000 PERSONS IN 1980

Age 55 to 64 Age 65 to 74 Age 75 to 84 Age 85-plus

Male Female Male Female Male Female Male Female

18.4 9.6 40.6 21.2 94.0 58.4 169.0 134.3

The leading causes of death for the older population in 1980 remain
heart disease, cancer, stroke, pulmonary disease, and influenza and
P neumonia. Diseases of the heart remain the No. 1 cause of death

for persons 65 years of age and over. For persons 65 to 84, cancer is
the second, and stroke is the third leading cause of death. For persons
85 and older, stroke and cancer are the second and third most prev-
alent causes of death. Chronic heart disease, stroke, and cancer are
all associated with significant requirements for medical treatment,
hospitalization, and convalescent care. The need for these types of
health care will grow more pervasive throughout the remainder of
this century.

E. GEOGRAPHIC DISTRIBUTION

The geographic distribution of the older population tends to
parallel that of the general population. The largest numbers of older
persons reside in the most populous States, notably California, New
York, Florida, Pennsylvania, Texas, Illinois, and Ohio as indicated in
chart 13 and table 6.

However, there are considerable State-to-State variations in the
share of the State's population that is 65 or more years of age. Florida,
with about 17 percent of its population in the older category far
surpasses all other States in its proportion of older persons as shown
in chart 14. Other States with sizable proportions of elders include
Arkansas, Rhode Island, Iowa, Missouri, and South Dakota.

Nationwide, the older population increased about 28 percent m
the 1970's. States which experienced rapid rates of increase in the
number of older persons between 1970 and 1980 included Nevada
(where it more than doubled), Arizona (91 percent), Florida, Alaska,
New Mexico, and South Carolina (see table 6). These increases
reflect both the aging of the native population and some apparent
migration of older persons from the Plains States and Northeast to
the milder climates of the Sunbelt States. Based upon the 1980
distribution of persons aged 55 to 64 and prevailing migration pat-
terns, above-average growth rates of the older population in Sunbelt
States appear likely to continue during the 1980's.
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TABLE6.-NUMBER AND PERCENT OF EACH STATE'S TOTAL POPULATION AGED 65 AND OVER, 1980 CENSUS COUNT
(APR. 1)

[Numbers in thousands]

All ages 65 plus Percent
increase

State Number Rank Number Rank Percent Rank 1970-80

Alabama --------------- 3,890 22 440 19 11.3 24 35.8

Alaska----------------- 400 51 12 51 2.9 51 71.4

Arizona ---------------- 2,718 29 307 28 11.3 25 90.7

Arkan a --------------- 2,286 33 312 27 13.7 2 31.6

California------------- 23,669 1 2,415 1 10.2 34 34.8

Colorado--------------- 2 889 28 247 33 8.6 46 32. 1

Connecticut------------ 3108 25 365 26 11.7 18 26.7

Delaware nt- -..-. ----. 3,6 23 10.0 36 34.1

District of Columbia 638 47 74 46 11.6 20 5.7

Florida---------------- 9,740 7 1,685 3 17.3 1 71.1

Georgia---------------- 5,464 13 517 16 9.5 41 41.6

Hawaii----------------- 965 39 76 45 7.9 49 72.7

Idaho----------------- 944 41 94 41 9.9 37 40.3

Illinoiso--------- ------ 11,418 5 1,261 6 11.0 29 15.8

Indiana --------------- 5,490 12 58 13 10.7 31 1.9

Iowau----------------- 2,913 27 367 24 13,3 4 10.9

Kansas.---------------- 2363 32 306 29 13.0 8 15.5

Kantucky------------- 3,661 23 410 21 11.2 27 22.0

Louisiana--------------4,204 19 404 22 9.6 39 32.5

Maine ----------------- 1,125 38 141 36 12.5 11 23.7

Mryland--------------4,216 1 396 23 9.4 42 32.9

Massachusoetts.---------- 5 737 11 727 10 12.7 10 14.8

Michigank--------------- 9,258 8 912 8 9.8 38 21.8

Minnesota-------------- 4,077 21 460 18 11.8 17 17.9

Mis siss i------------ 2,521 31 289 31 11.5 21 30.8

MiOri.----------- 4, 15 648 11 13.2 5 16.1

Roef -slad..-----_- 917 40 32 922451.1

Montana --- ---------- 787 44 85 43 10.7 6 25.0

Nebraska--o------------ 1,570 35 206 35 13.1 7 12.6

Nevadas .---------------- 799 43 66 47 8.2 47 113.0
New Hampshire ----- 921 42 103 40 ul.2 28 32.1

New Jarse----------- I78364 860 9 11.7 19 23.9

New Mexico-------------:1, 300 37 116 38 8.9 45 65. 7

Utah ------------- - 17 557 2 2,161 2 12.3 13 10.8

North Carolina---------- 5,874 10 602 12 0.2 4 3.7
North Dakota.--------- 653 46 80 44 12.3 14 21.2
Ohion------------------10,797 6 1,169 7 10.8 30 17.7

Oklahomaa------------- 3,025 26 376 25 12.4 12 15.8

Wicn2. __ _34, 7 0 383 50 81.0 48 66.7

Oregong--------------- -- 633 3 20.1
Pennsylvania----------- 1,7 4 1,531 4 12.9 9 2.

Rhode Island------------ 947 40 127 37 13.4 3 22.1

Sot aoia------ 3,119 24 287 32 9.2 44 51.1

South Dakota------------ 690 45 91 42 1.3 26 3.8
Tennessee------------- 4,591 17 518 15 1.3 2 35.6
Texan--------- -- 14228 3 1,371 5 9.6 40 3.

Utah ------------ 1,461 36 109 39 7.5 50 41.4

Vermont---------------- 511 49 58 49 11.4 23 23.4

Virginia--------------- 5,346 14 505 17 9.4 43 38. 7

Washington -------------- 4130 20 431 20 10.4 33 3j. 7

West Virginia------------ 1,90 3 3 4 1. 2 197
Wisconsin-------------- ,705 16 564 14 12.0 16 1:

Wysmiig.--------------- 471 so 38 50 8.0 48 66.7
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CHART 13. POPULATION AGED 65 AND OLDER,
TOP TEN STATES: 1980
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CHART 14. PERCENTAGE OF TOTAL POPULATION
AGED 65 AND OLDER, TOP TEN STATES: 1980

ARK

RI1

IOWA -

B DAK -*

NEB -3.

KANS-

PENNA-

MASS-

10 11 12 13 14 15 16 17 18

PERCENTAGE
Source: U.S. Census of Population, 1980.



1. RESIDENTIAL MOBILITY PATTERNS

Older persons are significantly less likely than younger persons to
move from one residence to another. Between 1975 and 1980, a fifth
of the older persons changed their residence while half of the popula-
tion under age 65 moved. Because this discrepancy is so large, the
absolute number of yunger movera was about-l7 times that of the
older population during that 5-year period. Thus, there were about
86.2 million younger movers as compared to 4.9 million older movers.

Within the mover population, the pattern of movement is similar
for older and younger persons. Over half of those in both age groups
who move, move within the same county. About a fifth (22 percent)
of each group move to another county within the same State. An
additional fifth of each group move to a different State. Older persons
who moved across State lines reported that the primary reason they
do so is to be closer to relatives, to benefit from a change of climate,
and for other family-related reasons.

2. URBAN/SUBURBAN/NONMETROPOLITAN DISTRIBUTION

A larger proportion of older persons than of the total population
reside in central cities of metropolitan areas. Elderly persons residing
in metropolitan areas are more concentrated within central cities
than in the suburbs. Older persons, young adults, and singles of all
ages continue to be more highly concentrated in inner-city neighbor-
hoods. And yet, the proportion of older suburbanites has increased
since 1950; about a third of the white metropolitan elderly lived
in suburban areas. By 1980, this proportion had increased to about
two-fifths.

For the general population, suburban growth slowed considerably
during the 1970's. Conversely, during that decade, the older population
in the suburbs grew at a more rapid rate. Faster growth of the
suburban older population may be attributable to several factors
including: Residential inertia (i.e., the tendency of a population to
grow older in the area where it settled); low mobility rates for
current older suburban dwellers; and net immigration of older per-
sons to suburban areas.

3. FARM POPULATION

The absolute number of older persons living on farms had de-
creased from about 1 million in 1960, to about 746,000 in 1980.
Yet, their proportion of the total farm population rose from about
8 percent in 1960, to about 12 percent in 1980, because of the faster
outmigration of the young. The remaining population is on average
older and growing older, a process that will probably continue for
at least the next decade based upon the sizable proportion of the
middle-agers currently living in rural farm areas. In 1960, about
10 percent of the farm population was aged 55 to 64. In 1980, about
13 percent of the farm population was in that age group, and an
additional 13 percent were aged 45 to 54. The current sex ratio is
about 112 older men for every 100 older women on farms. Thus,
unlike urban areas, rural areas do not have an extreme excess of
older women, although this may change in the future. The sex ratios
of the younger age groups more closely resemble those of their urban
counterparts.



4. AVAILABILITY OF TRANSPORTATION

Within the adult population, older persons are potentially the most
dependent upon public transportation and concurrently the most
likely to become isolated because of transportation inaccessibility.
Members of the older population are less likely to have either a driver's
license or immediate access to a family car or truck. In 1980, only
about 43 percent of the women and 86 percent of the men aged 65
and older were licensed drivers. Conversely, there are about 8,685,000
older women and 1,387,000 older men who are dependent upon either
public transportation or the benevolence of family and friends.

Another indicator of transportation accessibility is the number of
households headed by an older person that own either a car or small
truck. In 1976, about two-thirds of the households headed by an older
person owned one or more cars or trucks, while about 5 million such
households had no car or truck. This is particularly the case in sub-
urban and rural areas. If these vehicle accessibility patterns persist,
along with the greying of the suburbs, then pressure may increase
on the public transportation systems there (see chart 15).

F. OLDER VETERANS

The estimated number of military veterans reached an all-time high
of approximately 30 million in 1980. Of these, about a tenth (3.2
million) are at least 65 years old. In just 10 years, the number of older
veterans is projected to more than double to an estimated 7.3 million
(see chart 16).

The Veterans Administration currently operates the largest health
care system in the United States. Older veterans with service-related
disabilities are eligible for free hospital and nursing home care, re-
gardless of their ability to pay for these services. The cost of health
care for older veterans will become increasingly important and prob-
lematic as this population ages. In 1990, barring policy changes, more
than half of all American men over 65 years of age will be eligible for
veteran benefits.

In 1990, the proportion of "young-old" veterans should comprise
about four-fifths (81.6 percent) of the older veteran population. How-
ever, by the turn of the century, close to half (44.6 percent) of the
projected 8.5 million older veterans will fall into the older, more
disability-prone ages of 75 and above (see chart 16).

G. CRIMINAL VICTIMIZATION

Criminal victimization rates for older persons are lower than those
for other age groups. However, older Americans sustained an average
of about 169,000 violent crimes (robberies, assaults, and rapes) per
year between 1973 and 1980. Victimizations involving their personal
and household property were much more numerous, averaging about
1.5 million common thefts (personal or household larcenies), about
750,000 residential burglaries, and about 80,000 motor vehicle thefts
annually. Few meaningful upward or downward changes in the
incidence of crime against older persons can be detected between
1973 and 1980.



However, some small groups within the older population experience
high victimization rates. Black, unmarried men living in central
cities of metropolitan areas suffer from considerable victimization,
and the nonwhite aged apparently have a rate of victimization that
averages about two times that of older whites. Males run a risk that
is about 70 percent greater than that of females (see chart 17).

Parsonal crimes against the elderly that are violent-in character-
assaults robberies, or rapes--occur at the annual rate of about 8 per
every 1,000 individuals age 65 and over. That is about a fifth of the
average rate of persons under age 65. Of personal thefts from the
elderly, about 85 percent were away from home and involved no
direct contact between victim and offender. The remaining larcenies,
however, amounting to about 69,000 victimizations annually are
almost evenly divided between purse snatchings and pocket pick-
ings that may involve contact with the offender and could lead to
more violent outcomes.

Future victimization trends for the elderly will be influenced by
both the different sizes of the older and offender populations, and by
their respective geographical distributions. For example, the elderly
population will be growing rapidly while the age groups that his-
torically contribute most to the offender population will be decreas-
ing. Because suburban crime rates are lower than center city crime
rates, as more suburbanites age in place, concurrent changes in aver-
age crime rates for older persons may occur.



CHART 15. AVAILABILITY OF MOTOR VEHICLES AND DRIVERS LICENSES
BY SEX FOR SELECTED AGE GROUPS: 1980
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Source: U.S. Department of Transportation, Federal Highway Administration; U.S. Department of
Housing and Urban Development, Annual Housing Survey.
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CHART 16. ESTIMATED NUMBER OF VETERANS
BY AGE AND PERIOD OF SERVICE: 1980
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CHART 17. CRIMINAL VICTIMIZATIONS PER 1000 PERSONS
BY AGE GROUP

(annual average rate: 1973-1980)
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Chapter 2

ECONOMIC PERFORMANCE, FEDERAL
BUDGET, AND TAX POLICY

A. U.S. ECONOMIC PERFORMANCE DURING 1981

Little more than a year after the 1980 recession, the U.S. economy
is in the throes of another slump." By any reckoning, this develop-
ment has to be a disappointment, imposing new hardships on many
Americans.

When the 1980 recession ended, it was widely anticipated that the
economic recovery would be sluggish. But few analysts expected that
the shortest recession on record would be followed by a very brief
recovery. As the year began, most forecasters expected that the econ-
omy would be weak during the first half of 1981 and expand quite
vigorously during the second half. Instead, extraordinary rapid
growth was recorded in the first few months of the year and eco-
nornic activity has been soft since. Data for the final quarter of 1981
show the economy declining very sharply.

To the extent that the poor economic performance can be blamed
on any single phenomenon, many analysts would single out high
interest rates. During 1981, the cost of money reached unprecedented
heights. For example, the rate on 13-week Treasury bills climbed to
16.75 percent, and the prime bank lending rate was at or over 20
percent for much of the year. Why were interest rates so high?

The popular impression is that interest rates were high because
the Nation's central bank, the Federal Reserve Board (FRB), was
pursuing a very restrictive monetary policy. It is not, however, clear
just how tight monetary policy was, and, in any event, the supply
of money was only one factor in the interest rate picture. The nar-
rowly defined money supply (M-1) 2 exhibited moderate growth, but
was near the bottom of the target growth range established by the
FRB. During 1981, M-1 increased by just over 6 percent-about the
same rate as in 1980. Most of the 1981 growth, however, occurred at
the beginning of the year. Between May 1981 and November 1981,
M-1 was essentially unchanged, fluctuating within a very narrow
range.

Other measures of the money supply do not indicate a high degree
of stringency. A more broadly defined measure of the money stock,
M-2,3 rose by about 10 percent in 1981. This was at the top of the

I This section, prepared by the Congressional Research Service of the Library of Con-

gress, is based on economic data and other Information available as of Jan. 22. 1982.
2 M-1 consists of cbeeklir accounts, corrency in circulation, traveler's checks, negotiable

order of withdrawal (NOW) and automatic transfer service (ATS) accounts, credit union
share drafts, and demand deposits at mutual savines banks.

* M-2 consist of M-1 plus savings and small-denomination time deposits. overnight re-
purchase agreements at commercial banks, overnight Eurodollars held by U.S. residents,
and money market mutual fund shares.
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FRB's target growth range. and was somewhat more rapid than
1980's rate of increase. The divergence in growth rates between M-1
and M-2 is a reflection of the increase in money market mutual funds
(MMMF), which are included in M-2 but not M-1. Since the end
of 1980, assets of MMMF's have risen from $74 billion to about $182
billion. This growth has been fueled by the prevailing high interest
rates on money market instruments which are otherwise generally
unavailable to individual investors.

Another factor, which has largely been overlooked, contributing to
high interest rates has been strong demand for credit, particularly
short-term credit. Between May 1981 and October 1981, commercial
and industrial loans outstanding at large commercial banks advanced
at about a 19-percent annual rate. At the same time, the growth in the
supply of credit slowed. Consumers have also been borrowing heavily.
During the 12 months ending November 1981, consumer installment
credit increased by 7 percent, or $21 billion. In 1980, consumer debt
was virtually unchanged, rising a mere $1 billion.

Concern over the course of fiscal policy and the Federal Govern-
ment's actual and prospective demand for credit was also an element
in maintaining upward pressure on interest rates. When the Reagan
administration took office, it substantially altered Federal Govern-
ment economic policy. In February 1981, the administration unveiled
an economic program intended to simultaneously stimulate economic
growth and reduce inflation. The program, consisting of cuts in Fed-
eral Government nondefense expenditures, increased spending for



national security, lowered personal and corporate tax liabilities, regu-
latory reform, and a steady reduction in money supply growth, was
based, in part, on the belief that a large and growing Government
sector produces an inflationary bias in the economy and diverts eco-
nomic resources from the more efficient private sector.

Some participants in the credit markets, however, apparently
viewed this program with some trepidation. IT A-pril 1#81, -{enry
Kaufman, chief economist with Salomon Brothers, a New York-
based investment bank, voiced his concern about higher levels of de-

fense spending, combined with Federal tax cuts being very stimu-
lative, even if partially offset by reductions in nondefense outlays.
Kaufman was skeptical of arguments that the tax cut would stimulate
savings and investment and increase economic activity to such an
extent that the Government would suffer no loss in revenue.

He stated:

The new fiscal policy * * * is exceedingly expansionary,
does not pursue a course that fights inflation vigorously along
the way, and will place nearly all the anti-inflationary effort
squarely on monetary policy.4

The combination of a tax cut, higher defense outlays, and a re-
strictive monetary policy was, Kaufman feared, a prescription for
continuing high interest rates and instability in the financial markets.
Kaufman believed the Federal Government would continue to record
large budget deficits. As a consequence, the Government's appetite
for credit would crowd out other borrowers. Business, in particular,
would be denied the funds needed to finance increased levels of capital
investment.

Initially, the weakness in the economy was confined to credit-sensi-
tive sectors, notably automobiles and housing. Between the first and
third quarters of 1981, while the real gross national product (the
market value of all goods and services produced in the United States
adjusted for price change) fell by $4 billion (in 1972 dollars), resi-
dential investment slumped nearly $8 billion, and expenditures for
motor vehicles and parts dropped nearly $5 billion. Consumer spend-
ing for nondurable goods and services and the accumulation of busi-
ness inventories partially offset those declines.

Economic data for the latter months of 1981 indicated that the
vigor of other sectors of the economy had begun to deteriorate. Figures
for industrial production were particularly disturbing as every
major market group, with the exception of defense and space prod-
ucts, registered a decline. In the last months of 1981, only one-third
of the 235 industries included in the industrial production statistics
reported higher production than in the previous month. By contrast,
at mid-year 1981 about two-thirds had reported higher output.

A worsening of economic conditions was also indicated by a sharp
climb in the unemployment rate. Between July and December 1981,
the percentage of the labor force out of work rose from 7 percent to
8.9 percent, the highest level since 1975. The number of unemployed
workers exceeded 9 million in December 1981, the largest number ever
recorded. Blue-collar workers were particularly hard hit by layoffs.
Their rate of joblessness advanced from 9.4 percent in July 1981 to

4 Kaufman, Henry. "The Potential for Conflict in National Policies and in Financial
Markets," New York, Salomon Brothers, Apr. 22, 1981. p. 4.



12.9 percent in December 1981. Unemployment among white-collar
workers rose only slightly, reaching 4.6 percent at year-end.

The pattern of economic distress spreading from one industry to
another, which appears to have occurred in the second half of 1981,
is fairly typical of postwar slumps. Imbalances in one sector of the
economy result in curtailed activity and layoffs in that sector, which
tends to have a snowballing effect on other sectors. For example, if
automobile inventories become too large, automakers will shut down
assembly lines. This, in turn, will trigger production cutbacks by
auto suppliers such as steel, aluminum, glass, and tires. Suppliers to
those industries will then be forced to cut their output. In addition,
of course, the workers who are laid off will reduce their spending so
that retail outlets and consumer goods manufacturers will experience
declines in sales and will, in turn, increase the number of layoffs
in these industries. In this fashion, production cutbacks ripple
through the economy.

Toward the end of 1981, interest rates dropped significantly, rais-
ing hopes, in some quarters, that the economy would begin to recover
in early 1982. Short-term interest rates fell by about 5 percentage
points and long-term rates declined roughly 2 percentage points be-
tween late September and early December 1981.

One favorable economic development during 1981 was a modera-
tion in the rate of price advance. The Consumer Price Index for All
Urban Consumers (CPI-U) rose 10.4 percent. Although this is still
very high by historical standards, it is an improvement over 1980
when this inflation indicator advanced by 13.5 percent. Other price
measures have shown a similar deceleration. The table below presents
the 1980 and 1981 rates of gain in selected components of the CPI-U.
All of the major components of the CPI-U have increased at a lower
rate in 1981 than in 1980. In particular, an easing in the demand for
energy products resulted in an excess supply of those commodities
and relieved the upward pressure on energy prices. The energy com-
ponent of the CPI-U increased 13.5 percent in 1981, less than half
the rise posted in 1980. Also contributing to the easing of inflation
was a slower rate of gain in the CPI-U's housing component. This
was primarily due to mortgage interest rates increasing less in 1981
than in 1980.

TABLE I.-CONSUMER PRICE INDEX FOR ALL URBAN CONSUMERS

[Percent change from previous yearj

1980 1981

All items: 13.5 10.4
Food and beverages. . . . . . ..-------------------------------------------------- 8.5 7.8
Ho s ...4. .*. . . . . . . . . . . . . . . . . . . . . . . . . . . 15.7 11.5Appareland upkeep --------------------------------------------------------- 7.1 4.8Apparlnd u----eep ---------------------------------------------------- 714.
Trasrortation ---------------------------------------------------- 17.8 12.1
Medicl care ------------------------------------------------------ 10.9 10.8
Entertainment. . . . .. ..----------------------------------------------------- 8.9 7.8

Special indexes:
Enery _---------------------------------------------------------- 30.9 13.5
Allitems lessfood ------------------------------------------------------- 14.6 10.9
All items less mortare interest. . . . . ..------------------------------------------ 11.7 9.1
All itemv less medical care. . . . ...--------------------------------------------- 13.6 10.3
All items less enerry ---------------------------------------------------- 11.6 10.0
Al items lesstfood andenergy --------------------------------------------- 12.5 10.4

Experimental index: X-1, all items. . .. . ..------------------------------------------- 11.2 9.5

Source: U.S. Department of Labor, Bureau of Labor Statistics.



Despite the softness in the economy, personal income increased by
more than 11 percent in 1981, slightly more than the gain posted in
1980. The 1981 advance was greater than the inflation rate, so that in
the aggregate, real income was up as well. Much of the gain in income,
however, was due to rising transfer payments and interest income.
Interest income was the fastest growing source of personal income.
Growth of wages, salaries, and proprietors' income was relatively
sluggish. Aftertax income also rose, and was relatively strong in the
wake of the October 1981 Federal income tax cut. These data suggest
that there is a reservoir of consumer purchasing power which could
help propel the economy forward.

B. THE FEDERAL BUDGET AND OLDER AMERICANS

The year 1981 will be remembered as a year dominated by debate
on the Federal budget. The individual chapters in this annual report
document the specific budgetary changes that were made and their
effect on programs serving elderly persons. Rather than attempt to
detail each budgetary decision, this section will outline the general
contours of aggregate Federal expenditures relating to the elderly.

The size of program expenditures for the elderly and their rank
within the Federal budget is a measure of the priority placed upon
the welfare of older Americans by the Congress. According to cur-
rent estimates made by the Office of Management and Budget, between
25 and 30 percent of the total Federal budget is now spent on pro-
grams directly helping the elderly.

Frequently, estimates about the share of the budget devoted to the
elderly vary because of the methodological problems of measuring
how much of a given program directly affects elderly persons. For
example, there are four major programs that specifically benefit older
Americans: Social security old-age and survivors insurance, medicare,
supplemental security income, and the programs administered by the
Administration on Aging. Numerous other Federal programs benefit
elderly persons in a substantial way, e.g., medicaid, disability insur-
ance, veterans' benefits, civil service and military retirement, food
stamps, and low-income energy assistance. There are varying ways to
measure the degree to which the elderly participate in such programs-
depending, for example, on whether the elderly are defined as those age
55, 60, or 65 and older, whether benefits to dependents and young sur-
vivors of elderly are included, and whether the cash equivalent value
of services or in-kind benefits like medical care are included, based
upon a particularly economic model. Clearly, the conclusions drawn
by any such analysis simply reflect the methodology employed.

Table 2, prepared by the Office of Management and Budget, lists
the programs and program expenditures which can be identified as
benefiting persons age 65 and older.

Aside from the methodological problems associated with measuring
aggregate Federal expenditures for the elderly, there are related
problems of interpretation. While the Federal Government is spend-
ing far more for these programs than it spent 10, 20, or 30 years ago,
the graphic presentation of such historical numbers, which usually
depicts a sharply rising curve, is often misleading. It is often used to



TABLE 2.-MAJOR FEDERAL BUDGET OUTLAYS BENEFITING THE ELDERLY

[Dollars in billions']

Fiscal year Fiscal year Fiscal year
1981 1982 1983

(as proposed)

Social security------. .----------------------------------- $97.1 $109.7 $121.2
Railroad employees------.... . .----------------------------------- 4.1 4.0
Federal civilian employees. . . ..------------------------------------ 11.6 12.8 139
Military retirement. . . ..------------------------------------------- 2.0 2.2 2.4
Coal miners. . . . ..------------------------------------------------ 1.2 1.3 1.2
Supplemental security income.------------------------------------ 2.6 2.7 3.1
Veterans' compensation and pensions------------------------------- 3.7 4.0 4.3
Medicare ---...------------------------------------------------- 35.8 41.8 46.9
MediciJ. . .. . ..-------------------------------------------------- 6.0 6.4 6.4
Food stamps. . . . ..------------------------------------------------ .9 .9 .7
Subsidized public housing -.-------------------------------------- 2.3 3.3 3.5
Other4........................................................... 6.0 6.0 6.0

Total dedicated elderly resources.---------------------------- 173.3 195.1 209.7
Percent of total Federal outlays.------------------------------ 26.4 26.9 27.7

t

5 Fiscal year 1981-83 reflects outlays, including effects of proposed legislation, for recipients aged 65 and over in mos
cases. These are estimates based on Federal agency information-which may be administrative counts samples, or lest
accurate estimates from Federal, State, and program staff. Other Federal prorams that assist the elderly (e.g., consume
activities, USDA extension services, National Park Services) have been excluded due to data limitations.2 Social security benefits for rail workers, funded by SSA but paid from the railroad retirement account, would be funded
and paid directly by SSA in 19b3 and outyears. Rail industry pension benefits would be administered by a private rail
pension pln.

3 Refleuts revised estimating technique adopted by agency.
4 Other category includes AoA, NIA, ACTION, White House Conference on Aging, other Federal health programs, other

retired, dissoled, and survivors benefits, FmHA, and elderly housing loans programs, social services, energy assistance,
unemployment, and other miscellaneous discretionary program outlays.

Source: Office of Management and Budget, Feb. 16, 1982.

convey the idea that Federal spending for the elderly is out of control
and that the elderly consume a far larger portion of the budget
than their numbers warrant.

A more sophisticated analysis of the expenditure data supports a
different conclusion. By far the largest single Federal program is so-
cial security, accounting for nearly 60 percent of Federal outlays for
the elderly. The social security system, however, is essentially self-
financed out of payroll taxes paid by workers and employers. As a
self-contained income transfer system, it is not subject to the same
budget decisions as can be made with respect to the discretionary fund-
ing of other programs. If social security were excluded from the uni-
fied budget, as it was before fiscal year 1969, on-budget expenditures
for the elderly would be less than half of what they now appear to be.

Although there were reasons for including social security within
the unified Federal budget, its inclusion raises serious analytical prob-
lems when it is compared on the same terms to the rest of the budget.
For example, the horizon of the budget process is only 1 year-with 5-
year forecasts at most. The horizon of social security is a working ca-
reer and retirement, and its trustees project estimates of income and
outgo over a 75-year period.

Social security is a long-term commitment. When the benefit provi-
sions were enacted and the financing schedules set by law, it was
clearly understood that the benefits from these programs would rise
with the growing numbers of retired persons, rise with the standard
of living, and rise to keep pace with inflation. Thus, what appears
from aggregate budget numbers to be a striking growth in expendi-
tures for the elderly is only the normal maturation of previously legis-
lated retirement income commitments. Further, although the Federal



Government is primarily funded through general tax revenues paid
during the tax years, social security and other retirement benefits rep-
resent an outlay to beneficiaries in the current budget year in exchange
for cumulative payments by individuals over prior years. The retire-
ment programs thus reflect a sense of investment over time, even
though they are operated on a pay-as-you-go basis.

S ociallecurity is the largest self funded program, but by -no means
the only one. If expenditures for all partially self-funded programs
are excluded from 1982 Federal spending estimates, less than 4 percent
of the Federal budget would be devoted to programs assisting the Na-
tion's elderly.

It can also be misleading to compare current Federal budget ex-

penditures for the elderly with dollars spent in prior years, if no ad-

justment is made for the changing value of the dollar. For example,
per capita spending for the elderly, according to one estimate, rose
from $2,100 in 1971 to $7,400 in 1982, implying a 350-percent increase
over 11 years. If those sums are adjusted for inflation, the cumulative
increase in per capita benefits is less than 47 percent, or an annual
average increase of 3.5 percent in real terms.

Further, this 3.5 percent real increase is very largely due to the com-

pound effects of the one-time, 20-percent increase in social security
benefits enacted in 1972. That increase was voted by the Congress in

response to 1970 census data indicating that 24.5 percent of the Na-
tion's elderly were living on incomes below the poverty level. Today,
elderly poverty is at 15.7 percent. In short, the historical expansion of
Federal expenditures looks especially sharp in part because Federal

income maintenance support was inadequate for many older persons
in previous decades.

Finally, any analysis of expenditures must also take account of re-

lated income. With regard to the programs that are financed from

general revenues, it may be worth noting that older Americans, who
constitute 11 percent of our population, pay an estimated 10 percent
of Federal income tax revenues.

C. ECONOMIC RECOVERY TAX ACT OF 1981

A major new tax bill was passed by the Congress and then signed
into law by President Reagan on August 13, 1981. This legislation
makes major, multiyear reductions in taxes in a broad range of cate-

gories, including individual income taxes, business taxes, and estate
and gift taxes. A whole new range of savings incentives were also built
into the new law, the most important of which are discussed in great
detail in the retirement income. chapter of this report.

In considering this legislation, the Senate Finance Committee gave
the following general reasons for the bill in Senate Report No. 97-144:

The committee believes that a program of significant multi-
year tax reductions is needed to insure economic growth in the
years ahead. The committee's tax reduction program will help
upgrade the Nation's industrial base, stimulate productivity
and innovation throughout the economy, lower personal tax
burdens, and restrain the growth of the Federal Government.
Lower tax burdens on individuals and businesses, maintained
over a period of years, will help restore certainty to economic
decisionmaking and provide a sound basis for a sustained
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economic recovery. The committee has chosen a program of
broadly based tax cuts that restores incentives to work, pro-
duce, save, and invest, consistent with the goal of eliminating
the Federal budget deficit by 1984.

The committee is concerned that the performance of the
economy has fallen far below its potential and that this con-
dition will continue if there is no change in policy. The real
growth of the economy, which had slowed in 1978 and again
in 1979, came to a halt in 1980. Inflation and interest rates
rose to exceptional levels and remain high. The unemploy-
ment rate rose sharply in 1980 and remains unacceptably
high, while rates of productivity and savings have declined
or stagnated. At the same time, Federal budget receipts have
grown to be a larger percentage of the income generated by
the American economy than at any other time in the post-
war period. Without significant tax cuts, Federal taxes would
continue to rise to 22.8 percent of the gross national product
by 1984. The committee believes that this level of taxation is
a significant impediment to economic progress and that an
expensive program of tax cuts is required at this time.

The committee believes that a program of multiyear tax
cuts will help check the growth of Federal expenditures.
Federal spending has grown from 19.5 percent of gross na-
tional product in fiscal year 1974 to 22.6 percent in fiscal year
1980. This trend must be reversed. Through increased ex-
penditures, the Federal Government has too often intruded
into decisions on the allocation of resources. Such intrusions
have caused inefficiencies in the workings of the economy,
misallocation of resources, uncertainty. and instability. As a
result, the free enterprise system has fallen short of its po-
tential for economic growth. The committee believes that its
program of tax reductions will increase the likelihood that
Federal spending will be restrained over an extended period
of time, and will speed economic recovery by reducing gov-
ernmental interference in the workings of a free economy.

The following two tables, prepared by the Joint Committee on
Taxation, illustrate the estimated revenue effects of the new tax law
over the period from fiscal year 1981 to fiscal year 1986. Table 3 is a
summary table of the revenue effects in the general categories of tax
changes: table 4 provides a detailed breakdown of the revenue effect
from each change in the law.
TABLE 3.-ESTIMATED REVENUE EFFECTS OF ECONOMIC RECOVERYTAX ACT OF 1981, PUBLIC LAW 97-34: SUMMARY

OF ESTIMATED REVENUE EFFECTS, FISCAL YEARS 1981-86

[In millions of dollars]

Indiv
Busin
Enerv
Savin
Estate
Tax st
Admin
Miscel

Provision 1981 1982 1983 1984 1985 1986
idual income tax Provisions --- -39 -26, 929 -71,098 -114,684 -148,237 -196,143
ess tax cut Provisions ----------- -1, 562 -10, 657 -18, 599 -28,275 -39, 269 -54, 468y tax Provisions------------------------ -1,320 -1, 742 -2, 242 -2, 837 -3, 619
Fs incentive provisions.--------------------- -247 -1,797 -4,208 -5,740 -8,375and rift tax orovisions.---.-----------.-- -204 -2,114 -3,218 -4,248 -5,568raddles provisions I-------------37 623 327 273 249 229istrative proviions---------------------- 1,182 2,048 1,856 718 592
laneous provisions------------- -1 -104 243 535 53 -275
Total revenue effect----------- -1,565 -37,656 -92,732 -149,963 -199,311 -267,627

I Revenue effects do not reflect transactions entered into after Dec. 31, 1981. Total revenue effects of subsequent yearsmight be affected by judicial decisions interpreting present law.
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TABLE 4.-ESTIMATED REVENUE EFFECTS OF PUBLIC LAW 97-34, FISCAL YEARS 1981-86

[in millions of dollarsi

Provision 1981 1982 1983 1984 1985 1986

I ndividual income tax provisions:
Rate cuts ----------------------------------25,793 -65,703 -104,512 -122,652 -143,832
20 percent rate on capital gains for portion

of 1981-...---------------------------------
oendoumofor2.Srner marries nupln 1 -1 - -4.41t -9 090 -10 973 -12 624
Indexing----------------------------------------------------------------- - W94 1 - 3-48
Child and dependent care credit -------------------- -19 -191 -237 -296 -356
Charitable contributions deduction for non-

itemizers---- --. ------------------------------ -26 -189 -219 -681 -2,696
Rollover period for sale of residence.--------- () 4 (4) (4) (4) (4)
Increased exclusion on sale of residence... ( ) -53 -63 -76 -91
Changes in taxation of foreign earned income ------------- 299 -544 -563 -618 -696

Total, individual tax reductions----------- -39 -26,929 -71,098 -114,684 -148,237 -196,143

Business tax cut provisions:.Cusinestax cust provsos:--------------1,503 -9,569 -16,796 -26,250 -37,285 -52,797
Capitnl cost recovery provisions .. -110
Corporate rate reductions.-------------------------116 -365 -521
Credit for rehabilitation expenditures-------- - -9 -129 -208 -239 -302 -409
Credit for used property ------------------ -24 -61 -74 -85 -137 -198
Credit for increasing research activities----------------448 -708 -858 -847 -485
Permit complete allocation to domestic de-

ductions of all domestically performed
R. & D------------------------------------ -57 -120 -62 ()

Charitable contributions of scientific property
used for research---------------------- (s) Q)

Increase in accumulated earnings credit----------------AV
Subchapter S shareholders ------------------------ (5) (2) (1) (5)
LIFO inventories and small business ac-

counting.-- ..------------------------------------- -68 -184 -192 -145 -64
Reorganizations of certain savings and loan

associations -------.------------------- (5)
Commercial bank bad debt deduction.-..--------------
Conversion of mutual savings banks --------- -5 -10 -12 -18 -22 -25
Extension and modification of targeted jobs

tax credit....-.---------------------------------- -63 -13 57 117 161
Incentive stock options -------------------- 11 21
Motor carrier operating right - - -365 -7? -54 -18

Total, business tax cut provisions---------1,562 -10,657 -18,599 -28,275 -39,269 -54,468

Energy rvsos
$2,50oy6 credit for 1981; exemption for

1982 and threafter --------------------------1,220 -947 -986 -1,193 -279

57 -1205 -620 -6) ......

Reduction in ta of newly discovered oil--------------- -75 - - - 528
Exempt independent producer stripper well
oil-------------------------------------------------- -525 -721 -762 -797

Exemption from windfall profit tax for child
care agencies ------------------------------- -25 -15 -15 -15 -15

Total, energy provisions -------------------- -1,320 -1,742 -2,242 -2,837 -3,619

Savings incentives provisions:
7

Individual retirement savings --------------------- 1-229 -1,339 -1,49 -2,325 -2,582
Self-employed plans d i---------------------------- -56 -157 -173 -183 -201
Exclusion of interest on certain savings cer-

tificates ---------------------------------- -398 -1,791 -1,142-------------
15-percent net interest exclusion ------------------------------------------- 1,124 -3,26
Repeal of $200 exclusion of interest and return

to $100 dividend exclusion ------------------------ 566 1,916 ---------------------------
Reinvestment of dividends in public utility -3 35 -1 49 -7

stock-------------------------------------- 13--6--1--4--7
Employee stock ownership plans --------------------- 2) -61 -628 -1,659 -2,188

Total, saving incentives provisionions ---------- -247 -1,797 -5,740 -4,820 -8,375

Estate and gift tax provisions:
Increase in unified credt -------------------------- (2) -1,077 -1,981 -2,811 -3,834
Redaction in masimm rates of tax-------------------k2) -172 -371 -556 -890
Unlimited marital deduction------------------------ (2) -303 -304 -311 -300
Current use of certain farm, etc , real property----------- -18 -280 -295 -326 -319
Extensions of time for payment of estate tax------------- (2) -20 - 16 -15 -12
Tax treatment of contributions of works of

art etc ir eu--------------------------------------(2) (1) (2) ( ) 31)

Transfers of gifts within 3 yrs of death---------------- (2) -58 -50 -42 -38
Repeal of deduction for bequesta to minor

children -569------------------------------------ 1) 91) . 8) (... - - -
Increase in annual gift tax exclusion ----------------- -123 -204 -201 -187 -175
Annual filing and payment of gifts taxes --------------- -63 (2) (5) (2) ()

Total, estate and gift tax provisions---------------- -204 -2,414 -3,218 -4248 -5,568

Tax straddles dt-------------------------- -- 37 623 327 273 249 229

See footnotes at end of table.



TABLE 4.-ESTIMATED REVENUE EFFECTS OF PUBLIC LAW 97-34, FISCAL YEARS 1981-86-Continued

(In millions of dollars]

Provision 1981 1982 1983 1984 1985 1986

Administrative provisions:
Changes in interest rate for overpayments and
C underpayments----------- -------

Chasgen in certain penalties----------------(8
Cash management-changes in estimated tax

ayment requirements for large corpora-

Individua resholdfor filing estimated pay-
ments increased to $500----------------------....-

Financing of railroad retirement system----------------

Total, administrative provisions..-..------....-----

Miscellaneous provisions:
State legislators travel expenses.--------------------- -9
Group legal service plans------------------------- -16
Taxation of Investment income of campaign

funds ------------------------------- (2 a
Tax-exempt bonds for volunteer fire depart-

meats --------------------------------------- (In)
Charitable contributions by corporations ---------------- 44

Unemployment tax status of fishing boat
services ----------------------------------- ()Excise tax on telephone service-- ---------------

Amortization of construction period interest
and taxes ------------------------------------ -14

Amortization of low-income housing rehabili-
tation expenditures.--------------------- -1 -8

Foreign investment in U.S. real property. . ()
Payout requirements of private foundations-- (5)
Imputed interest rates on installment sales.. (5)
Deduction for gifts and awards.---------------------- -4
Industrial development bonds for mass transit ----------- (S)
Deduction for certain adoption expenses--------------- -9

100 ') 180 -100 60
(s) )A (8 ) (5

1,522 1,190 201

-29 -38 -40
555 604 657

2,048 1,856 718

-5 -6 -6 -7
-24 -26 -8 ----.-----

93 -102 -112 312

435 766 309----

-33 -27 -23 -21

-16 -25 -35 -39

-7 -29 -54 -64
-9 -10, -11 -12

Total, miscellaneous provisions----------- -1 -104 243 535 53 -275

Grand total, all provisions.------------- -1, 565 -37, 656 -92, 732 -149,963 -199,311 -267,627

These figures include the increase in outlays attributed to the earned income credit which results from reduction in
tax rotes. These outlays are: $4,000,000 in fiscal year 1982; $31,000,000 in 1983; $44,000,000 in 1984; $41,000,000 in 1985
and $38,000,000 in 19 6.

2 Loss of less than $5,000,000.
3 Negligible.
4 Loss of less than $10,000,000.
5 This estimate is based on limited information about reorganizations that were planned even without this provision. If

such reorganizations would have increased markedly without this provision, the revenue loss could be substantial.
* Includes a portion of the $36,000,000 in tax liabilities for calendar year 1980.7 These estimates were made using the rate schedule proposed by the bill. This approach results in a lower revenue loss

than one that would have been obtained if the present law rates had been used.
s Gain of less than $5,000,000.
*Revenue effects do not reflect transactions entered into after Dec. 31, 1981. Total revenue effects of subsequent years

might be affected by judicial decisions interpreting present law.
1o Loss of less than $1,000,000.

Having presented the aggregate effects of the change in the tax
law, this chapter will now summarize the changes in the tax law which
pertain to individuals, and particularly those changes which affect
older Americans and those planning for retirement.

1. INDIVIDUAL INCOME TAX REDUCTIONS

A. ACROSS-THE-BOARD CUTS IN TAX RATES

Under prior law, individual income tax rates began at 14 percent
on taxable income above $3,400 (joint return) and $2,300 (single
return). The tax rates increased up to 70 percent on joint returns with
taxable incomes of $215,400 or $108,300 on a single return. But the top
tax rate on personal service income was 50 percent, payable on tax-
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able personal service incomes above $60,000 (joint return) and $41,500
(single return).

Long-term capital gain, i.e., gain from the sale of assets held for
more than 1 year, receives a deduction of 60 percent of the net gain.
The remaining 40 percent of the net gain was taxed at ordinary rates
up to 70 percent. Therefore, the maximum effective tax rate on long-
term capital gains was, -under prior law, 28-percent (i.e.,70 percent
tax rate times 40 percent of net gain).

The new law provides for a 5-percent, across-the-board cut in indi-
vidual income tax rates beginning on October 1, 1981, followed by an
additional 10-percent tax cut on July 1, 1982, and a final 10-percent
cut on July 1, 1983. The top marginal tax rate is reduced from 70 to
50 percent, effective January 1, 1982, and the maximum tax rate on
long-term capital gains is reduced from 28 to 20 percent for sales or
exchanges after June 9, 1981.

B. INDEXING

The individual income tax is based on various fixed amounts, such
as the amounts that define the thresholds for the tax brackets, the zero
bracket amount, and the personal exemption. These dollar amounts
are not adjusted for inflation.

The new law provides that starting in 1985, all individual income
tax brackets, the zero bracket amount (the old standard deduction),
and the personal exemption will be adjusted annually for increases in
the Consumer Price Index. As a result, individual taxpayers will no
longer be pushed into higher tax brackets because of inflation.

C. NEW DEDUCTION FOR TWO-EARNER COUPLES

In 1981, a married couple with two wage earners of relatively equal
income sometimes paid a higher income tax than two single people
earning the same amount of income.

The new law allows married couples with two earners a deduction
equal to 10 percent of the first $30,000 of the earnings of the spouse
with the lower earnings. The maximum deduction is, therefore, $3,000.
But it will be phased in over 2 years: A 5-percent deduction (maximum
of $1,500) in 1982 and a 10-percent deduction in 1983.

D. CHARITABLE CONTRIBUTIONS

In 1981, individuals can only deduct contributions to a charitable
organization if they itemize deductions for Federal income tax pur-
poses.

The new law provides that all taxpayers can, beginning in 1982,
deduct charitable contributions regardless of whether they itemize
deductions. For those who do not itemize deductions for taxable years
1982 and 1983, the allowable deduction will be 25 percent of the first
$100 of contributions, rising to 25 percent of $300 in 1984. The allow-
able deduction will be 50 percent of contributions in 1985 and 100 per-
cent of contributions in 1986. The provision expires in 1987. The limits
on contributions are the same for joint and single returns.

The provisions regarding charitable contributions by those who do
itemize deductions are not affected by the new law.



E. AGE 55 EXCLUSION OF CAPITAL GAIN FROM SALE OF PRINCIPAL

RESIDENCE

Prior law allowed individuals who have attained age 55 to exclude
from taxable income-for one time only-up to $100,000 of gains
.from the sale of their principal residence. In general, the individual
must be 55 on the date of the sale and must have owned and used the
property as a principal residence for 3 years or more during the 5
years preceding the sale.

The new law increases the excludable gains from $100,000 to $125,-
000 for sales and exchanges of a principal residence after July 20,
1981.

For those who do not elect this option, and for all other taxpayers,
the new law also extends the time period during which the taxpayer
can "rollover" the gains from the sale of a home by purchasing a new
home, thereby deferring the payment of capital gains tax.

Prior law provided that an individual could defer the gains from
the sale of a home by purchasing another home as a principal resi-
dence within a period beginning 18 months before, and ending 18
months after, the sale.

The new law extends-from 18 months to 2 years-the replacement
period during which taxpayers can reinvest the proceeds from the
sale in the new principal residence and not pay capital gains tax on
the sale. This applies to sales and exchanges of principal residence
after July 20, 1981, or to residences sold before that date, if the re-
placement period expires after July 20, 1981.

2. ESTATE AND GIFT TAX PROviSIONS

A. ESTATE AND GIFT TAXES

Under present law, estate and gift transfers are unified so that a
single progressive tax rate schedule is applied to cumulative gifts and
bequests. In 1981, estate and gift taxes ranged from 18 percent for the
first $10,000 in taxable transfers, to 70 percent on taxable transfers of
more than $5 million. Generally, the tax owed is computed by apply-
ing the progressive rate schedule to the taxable estate or gift amount,
and then subtracting what is called a "unified credit." The amount
of the estate or gift tax is, therefore, the total estate or gift tax minus
the unified credit. In 1981, the unified credit is $47,000, which means
there is no estate or gift tax on transfers up to $175,625.

The new law increases the unified credit-in steps-between 1982
and 1987. As a result, transfers which are exempt from taxes will rise
from $175,625 in 1981, to $225,000 in 1982, $275,000 in 1983, $325,000
in 1984, $400,000 in 1985, $500,000 in 1986, and $600,000 in 1987 and
thereafter.

The new law also reduces the maximum estate and gift tax rate 5
percentage points a year, beginning in 1982 and ending in 1985. As a
result, the maximum tax will fall from 70 percent in 1981, to 65 per-
cent in 1982, 60 percent in 1983, 55 percent in 1984, and 50 percent in
1985 and thereafter.

The new law also eliminates the dollar limits on marital deductions
for gift and estate taxes. In 1981, there are limits on how much one



spouse can transfer to another spouse through gifts or bequests, with-
out paying taxes. The new law allows one spouse to transfer an un-
limited amount of property, tax free, to the other spouse, beginning
in 1982. Also, for property held in joint-tenancy with right of sur-
vivorship, only one-half of the property (instead of the full amount)
will be included in the estate of the first spouse to die.

B. ANNUAL GIFT EXCLUSIONS

Under prior law, a donor is allowed to give up to $3,000 a year to any
recipient ($6,000 if the gift is split between husband and wife) with-
out paying taxes on the gift. The new law increases to $10,000 ($20,-
000 for a couple's split gift) the value of gifts to any one person-per
year-which can be made tax free, beginning January 1, 1982.

The new law specifically exempts from the gift tax, beginning
January 1, 1982, certain gifts made to pay for medical expenses or
school tuition. In these cases, the donor must pay the gift directly to
the person providing the medical care or to the school in question.

Also, the new law requires that gift tax returns only be filed on an
annual basis, instead of the quarterly basis required in some cases
under prior law.

3. SAVINGS INCENTIVES

The new law makes significant changes in tax law which are specif-
ically intended to encourage savings by reducing Federal income taxes
in the following ways:

A. PARTIAL INTEREST AND DIVIDEND EXCLUSION

In 1981, individuals can exclude from taxable income as much as
$200 ($400 on a joint return) of dividends and interest earned from
domestic sources.

The new law terminates the present $200 exclusion of dividends and
interest ($400 for a joint return) after 1981. The allowable deduction
will be $100 of dividends on a separate return, and $200 on a joint re-
turn, beginning in 1982.

Also, starting in 1985, taxpayers will be able-for the first time-
to exclude 15 percent of interest income but only to the extent that in-
terest income exceeds nonbusiness and nonmortgage interest deduc-
tions. The maximum interest exclusion will be $450 ($900 for joint re-
turns).

B. EXCLUSION OF REINVESTED STOCK DIVIDENDS FROM PUBLIC UTILITIES

In 1981, stock dividends paid to all shareholders on a pro rata basis
are taxable when the dividend is disposed of or sold. Stock distribu-
tions that are not made on a pro rata basis are taxable at fair market
value when the shares are initially received. If the shareholder has the
option to receive cash or stock, distributions are taxable at fair market
value when received.

The new law provides that shareholders in a domestic public utility
corporation who choose to receive their dividends in the form of com-
mon stock, can exclude from taxable income up to $750 ($1,500 for a



joint return). The income will be treated as a capital gain when the
taxpayer sells the stock. The exclusion applies for the years 1982
through 1985.

Note that this provision applies only to stock dividends, and not to
cash dividends. The stock must be common stock newly issued for this
purpose and valued between 95 and 105 percent of the stock's value im-
mediately before the distribution date.

C. TAX-EXEMPT SAVINGS CERTIFICATE

Prior law had no provision that specifically excludes interest earned
on savings certificates. The new law exempts from taxation up to
$1,000 ($2,000 for a joint return) of interest on qualified savings cer-
tificates. These certificates must be issued between September 30, 1981,
and January 1, 1983, and must have a yield equal to 70 percent of the
yield on 1-year Treasury bills. The certificates must be issued by finan-
cial institutions which invest in residential financing or agricultural
loans.

D. INDIVIDUAL RETIREMENT ACCOUNTS (IRA'S)

In 1981, deductions to an individual retirement account (IRA) were
limited to the lesser of 15 percent of compensation or $1,500. Under
the new law, for taxable years after December 31, 1981, the limit on
contributions will be the lesser of 100 percent of compensation or
$2,000.

Further, the new law allows workers covered by a company pension
plan to participate in IRA accounts. Such workers were excluded from
IRA's in 1981. For taxable years after December 31, 1981, the $2,000
limit on contributions will apply to contributions the employee may
make to an IRA or as a voluntary contribution to the company plan.
Such voluntary contributions and earnings from the voluntary con-
tributions will generally be subject to IRA-type rules.

E. IRA'S FOR NONEMPLOYED SPOUSES

After December 31, 1981, the limit on contributions to a spousal
IRA will be increased from $1,750 to $2,250. Also, the new law deletes
the previous requirement that contributions under a spousal IRA be
equally divided between the spouses. The new law has no such rules
on allocation, except that no more than $2,000 can be contributed to
the account of either spouse.

Prior law forbade the nonearning spouse from making contributions
to a spousal IRA after a divorce. Without wage or salary income, an
individual cannot continue making contributions to his or her one-half
share of a spousal IRA.

The new law, effective January 1, 1982, allows a divorced spouse to
continue making contributions to a spousal IRA under certain condi-
tions. The individual's former spouse must have established the spousal
IRA at least 5 years before the divorce, and the former spouse must
have contributed to the spousal IRA for at least 3 to 5 years preceding
the divorce. If those requirements are met, then the divorced spouse
may continue to make contributions to the spousal IRA up to a maxi-
mum of the lesser of $1,125 or the divorced spouse's total compensation
and alimony includable in gross income.

89-509 0 - 82 - 5



F. KEOGH PLANS FOR SELF-EMPLOYED

In 1981, the maximum contribution to a Keogh plan is limited to
15 percent of compensation or $7,500, whichever is lower.

The new law retains the limit of 15 percent of compensation. But,
effective with taxable years after December 31, 1981, it increases the
m imum dedction for employercontributions to a defined contribu-
tion Keogh plan, to a defined contribution plan maintained by a sub-
chapter S corporation, or to a simplified employee pension (SEP).
The maximum deduction is increased from $7,500 to $15,000. To pro-
vide a similar increase in the level of benefits permitted under a de-
fined benefit Keogh or subehapter S corporation plan, the compensa-
tion taken into account in determining permitted annual benefit ac-
cruals is increased from $50,000 to $100,000.

G. RETIREMENT INVESTMENTS IN COLLECTIBLES

Prior law generally makes no stipulation as to what types of in-
vestments qualify for tax deferral under an IRA, Keogh, or other in-
dividually directed plan.

The new law specifies that after December 31, 1981, the acquisition
of collectibles through an IRA or through any self-directed account in
a qualified plan, will be treated, for tax purposes, as a distribution
from such an account. In other words, in 1982, the acquisition of col-
lectibles will no longer be tax deferrable; the value of the acquisition
will be taxed as ordinary income; and the acquisition may incur tax
penalties relating to premature distribution.

Collectibles are defined as any work of art, any rug or antique,
any metal or gem, any stamp or coin, any alcoholic beverage, or any
other tangible personal property specified in regulations.

H. EMPLOYEE STOCK OWNERSHIP PLANS (ESOP'8)

In 1981 and 1982, prior law provides an investment tax credit for
employers making contributions to employee stock ownership plans
(ESOP). The new law terminates, after 1982, the investment-bd
tax credit for ESOP contributions and replaces it with a payroll-
based tax credit for wages paid in calendar years 1983-87. Although
this provision will not have any direct effect on taxes paid by indi-
viduals, the change from an investment tax credit to a payroll-based
credit is intended to encourage the spread of ESOP plans among
labor-intensive firms. Under present law, such firms derive little
tax benefit from the investment-based credit.

4. ESTIMATED TAX PAYMENTS

Retired Americans often don't realize that the receipt of unearned
income from taxable pensions, annuities, dividends, and interest, may
require that they file a declaration of estimated tax. The declaration
of estimated tax must be filed by April 15 of the year in which the
tax obligation is incurred. And, thereafter, quarterly tax payments
are required by April 15, June 15, September 15, and January 15.
If you are required to file the declaration and pay estimated taxes,
but fail to do so, you are subject to penalty and interest charges.
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The new tax law relaxes the requirements regarding declaration and
payment of estimated taxes by individuals. Prior law provided that, in
general, individuals were required to file declarations of estimated
taxes and make quarterly payments if the tax liability was $100 or
more. For taxable years beginning January 1, 1982, the new law in-
creases the tax threshold from $100 to $500 over a 4-year period:
$200 in 1982, $300 in 1983, $400 in 1984, and $500 in 1985 and there-
after. If the individual's tax liability is less than the threshold
amount for those years, the individual will not be required to declare
or pay estimated tax.



Part I

RETIREMENT INCOME

The problems in providing and maintaining adequate retirement
income for older Americans have been exacerbated during the last
several years by a combination of slow economic growth and rapidly
rising prices. High rates of inflation have cut into the real incomes of
the retired elderly, making adequate inflation protection more impor-
tant and more difficult to provide. In addition, slow economic growth
and a decline in real wages have raised the relative cost of our current
retirement income programs. As a result, concern about the financing
of retirement income has been growing in recent years. In 1981, this
concern eclipsed other items on the retirement income reform agenda
and emerged as one of the year's most volatile political issues.

A. INCOME OF OLDER PERSONS

For the elderly, as for others in the society, recent high rates of infla-
tion have cut into the standard of living realized in the last decade.

In the 1960's and early 1970's, tremendous improvements in the in-
comes of the elderly resulted from the general increase in the standard
of living and from specific improvements in social security benefits and
employer-sponsored pension plans. Median incomes of families with a
head 65 and older rose from $3,927 in 1967, to $7,505 in 1974. Adjusting
for inflation, this was an increase from $5,801 (1974 dollars) in 1967, to
$7,505 in 1974.' The incidence of poverty among the elderly declined
correspondingly from 35.2 percent in 1959, to 14.6 percent by 1974.2 In
the late 1970's, however, economic stagnation brought this trend to a
halt. The last several years have been a period of stable or declining
real incomes for wage earners and retirees alike. Despite the fact that a
significant portion of the income the elderly receive is automatically
indexed for inflation, the elderly have experienced an overall decline in
their purchasing power comparable to that of the nonelderly in recent
years.

The clearest indicator of this decline has been an increase in the
poverty rate among both the elderly and nonelderly. The incidence
of poverty among persons 65 and over increased between 1978 and
1980 from 14 percent to 15.7 percent, while the incidence of poverty
among persons under 65 increased correspondingly from 11 percent
to 12.7 percent. In 1980, nearly 4 million older persons had incomes
below the official poverty line.3 The incidence of poverty was higher

'U.S. Bureau of the Census, "Current Population Reports," series P-60. various years.
2 U.S. Bureau of the Census, "Current Population Reports." series P-60. No. 130, table 1.
. In 1980, the Census ("Orshansky") Poverty Index was $3,950 for a single person

age 65 and over, and $4,950 for a couple in which the householder was age 65 and over.
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CHART 1

POVERTY RATES
AGED AND NON-AGED PERSONS
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Source: U.S. Bureau of the Census, Current Population Reports,
Series P-60, No. 130, Table 1; and unpublished tables.

for the "very old" (age 85 and over) (24.4 percent) than for those
between the ages of 65 and 74 (15 percent), and higher for aged
females (19 percent) than for aged males (10.9 percent). The black
aged had a poverty rate (38.1 percent) nearly three times higher
than that of the white aged (13.6 percent). Aged persons living within
a family setting had a lower incidence of poverty than aged unrelated
individuals. About 8.5 percent of the aged who lived in families were
poor, compared to 30.6 percent of those who lived outside a family
setting.4

Changes in the median income of the elderly provided a somewhat
different perspective on income trends during this period. In 1980,
the median income for families with a member 65 or older was $13,923,
while the median income for an unrelated individual 65 years and
older was $5,056.5 This represented an increase of 3.4 percent in real
income of families since 1978, and a decrease of 4 percent in the real
incomes of unrelated individuals since 1978. Families with no elderly
members and unrelated individuals under 65 had median incomes
nearly double those of the elderly. In 1980, the median income for

' Unless otherwise noted, Information about the income status of the aged in 1980,
reported in this section, comes from Congressional Research Service tabulations of the
March 1981 Current Population Survey (CPS).

s Some of the families with a member 65 and over include older persons living with their
children.
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families with no elderly members 65 and over was $22,272, while
the median income for unrelated individuals under 65 was $10,064.
However, in real terms, incomes for families with nonelderly mem-
bers declined by 6 percent between 1978 and 1980, while incomes for
nonelderly unrelated individuals declined by 2 percent.

Although a large portion of the elderly's income is adjusted in
some fashion for inflation, much of it is not fully adjusted. By far
the largest portion of income paid to aged units (e.g., families with
a member 65 and over) comes from retirement benefits.

Social security is the major retirement program, providing in 1978,
38 percent of all income to aged units.6 The importance of social secu-
rity as a source of income to the elderly has increased substantially
since 1963 when it paid 30 percent of all dollars received by aged
units.' Today, over 90 percent of all aged units receive some income
from social security.8

CHART 2

SHARES OF ALL INCOME TO AGED UNITS OTHER
BY SOURCE OF INCOME
1963 AND 1978
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Sources: Leonore A. Epstein and Janet H. Murray. Aged Population of the
United States: 1963 Social Security Survey of the Aged,
Social Security Administration, Office of Research and
Statistics, staff paper no. 19. 1967.

Susan Grad. Income of the Population 55 and Over. 1978,
Social Security Administration, Office of Research and
Statistics, 1981.

Automatic price indexing provisions in social security enacted in
1972 and put into effect in July 1975, have been effective in maintaining
the purchasing power of social security benefits after retirement de-
spite high rates of inflation in recent years. The significance of this
ilation protection has been greatest for those most dependent on

*Unless otherwise noted, information on the income shares of aged units in 1978 comes
from Susan Grad, "Income of the Population 55 and Over, 1978." Social Security Admin-
istration staff paper. An aged unit is, in this case, either a married couple iving together,
one or both of whom is 65 or older, or an individual 65 or over who does not live with a
spouse. Income is measured for the unit separately from the income of the family or house-
hold in which the unit Ives.

'Lenore A. Enstein and Janet H. Murray. "Aged Population of the United States: 1963
Social Security Survey of the Aged," Social Security Administration, Office of Research and
Statistics, staff paper No. 19.

*Includes railroad retirement benefits.



social security. In 1980,14.6 percent of aged unrelated individuals and
4.7 percent of the families with an aged member reported that social
security was their only source of income. Social security provided
90 percent or more of the income to more than one-fourth of all aged
units.

In recent years, employer-sponsored pensions have increased in
importane as -source-od income to the elderly; ye, they remain the

fourth largest source of income, providing in 1978 only 16 percent of
the dollars received by aged units. Private pensions, in particular,
have expanded as a source of retirement income-increasing their
share of elderly income from 5 to 8 percent after the enactment of the
Employee Retirement Income Security Act of 1974 (ERISA)-an act
designed to protect the retirement benefits of pension plan partici-
pants.

As of 1980, approximately one-quarter of aged unrelated individ-
uals and two-fifths of the families with an aged member reported that
they had income from private or government pensions during the
year. The median income from these sources was $2,274 and $3,597,
respectively.

Employer-sponsored pensions, with the exception of Federal civil
service and military retirement pensions, provide incomplete protec-
tion for inflation. Recent data suggest that major pension plans are
increasing the frequency of their adjustment of benefits for inflation
after retirement, but that these adjustments still lag behind inflation
and provide benefit adjustments lower than the increase in the Con-
sumer Price Index. Nearly all companies that adjust benefits after
retirement make these adjustments on an ad hoc basis. Only 3 percent
of the pension plans surveyed provide for automatic annual adjust-
ments, and in these cases the increases were limited to 3 to 4 percent.9

A Labor Department study has indicated that even with ad hoc adjust-
ments of pension benefits the real value of private pension benefits
declined by 4 to 8 percent a year in the early 1970's.

Savings and other sources of asset income are providing an mereas-
ing proportion of income to the elderly. The share of income to aged
umts coming from assets increased from 15 percent in 1963, to 19 per-
cent in 1978. As of 1980, 65 percent of aged unrelated individuals had
income from these sources, with half receiving less than $820 over the
course of the year. Approximately 75 percent of the families with an
aged member had income from these sources, with half receiving less
than $1,469. The extent of inflation protection provided by asset income
varies considerably depending on the nature of the asset. Tangible
assets, such as a home, have generally increased in value to keep pace
with inflation. On the other hand, financial assets such as savings or
checking accounts or bonds, have largely fallen behind inflation.

Public assistance, primarily supplemental security income (SSI),
provides a very small share of income to the elderly-a share which has
declined in recent years. Whereas, in 1963, aged units derived 5 percent
of their income from public assistance, by 1978, only 2 percent of the
income of aged units came from this source.

* Towers, Perrin. Forster, and Crosby, "Pension Increases for Retired Employees," No-
vember 1981. A report of a 1981 survey of 95 comoanies surveyed in 1979. See also, U.S.
Department of Labor. Bureau of Labor Statstics, "Employee Benefits in Industry," 1980,
Bulletin No. 2107, September 1981, table 29.



As of 1980, about one in eight aged unrelated individuals and 1 in
12 families with an aged member received a benefit from the supple-
mental security income (SSI) program. The median payment re-
ported by those receiving income from this source was $1,208 for
aged unrelated individuals, and $1,640 for families with an aged mem-
ber. While Federal SSI and food stamp benefits are automatically ad-
justed for the full CPI, State supplementation and other State assist-
ance payments are not. In addition, allowable income and asset levels
for determining eligibility are not changed automatically. In general,
public assistance provides only partial inflation protection.

While it is commonplace to characterize the elderly as retired, in
fact a substantial portion of the income received by aged units comes
from earnings from either full- or part-time employment. This pro-
portion, however, decreased significantly during the 1960's and 1970's.
While earnings provided 33 percent of the income of aged units in
1963, by 1978, it accounted for only 23 percent of their income. There
are some indications that this decline has leveled off-perhaps as a
result of an increasing effort on the part of the elderly to find ways
to supplement their stagnating real incomes.

As of 1980, 14 percent of aged unrelated individuals reported that
they had income from earnings, with half having earned less than
$3,093.10 In comparison, 85 percent of nonaged unrelated individuals
reported that they had income from earnings, with half of them hav-
ing earned more than $10,978 in 1980. Similarly, 51 percent of the
families having an aged member received income from earnings in
1980, with half of them earning more than $10,518.11 In comparison,
94 percent of the families with no aged members had income from
earnings, and their median family income was $21,631.

During periods of normal economic growth, wage increases surpass
increases in prices. This has not been true, however, in the last 3 years.
Because adjustments in wages and salaries have lagged behind infla-
tion, real earnings have declined and earnings have provided a rela-
tively weak source of inflation protection for both older and younger
workers.

B. REORDERING RETIREMENT INCOME PRIORITIES

Ever since the enactment of social security in 1935, public policy
has viewed the retirement income sector as a three-tiered system com-
posed of social security, private pensions, and personal savings and
investments. In fact, however, because of its historical expansion, social
security has paid an ever larger share of the income of the elderly.
Private pensions and personal savings, combined, provide only about
one-third of the total income of the elderly, and the distribution of
pension and asset income is very uneven, with substantial numbers of
people receiving little or no income from these sources.

A growing national mood of fiscal conservatism, and increasing
uncertainty about the financial soundness of retirement income Sys-
tems has been leading in recent years to a reordering of retirement
income priorities away from an emphasis on public means toward
greater reliance on individual and private means.

10 Earnings include money wages and salaries, and net income from farm and nonfarm
self-employment.

u Some of these families may include older aged persons living with their children.



Interest has developed in containing the growth of social security
and in developing policies to encourage greater private provision of
retirement income. This interest is motivated by a desire to control
projected growth in the entitlement portion of the budget, reduce
budget deficits, stabilize the payroll tax rate, and revitalize the econ-
omy through reductions in business costs and increases in capital
f t-A ddedpensiondfnds e P savings are newedas
an important source of new capital investment, while increased pay-
roll tax funding for social security is seen as a drain on productivity.

Concern over the financing of social security has come to over-
shadow other retirement income issues. Despite the reports of several
commissions concerned with women's equity and the adequacy of re-
tirement income benefits, legislative attention has been focused almost
entirely on the social security financing issue. This phenomena first
appeared in 1979 in the context of Carter administration efforts to
control Federal spending. Several proposals for reducing social secu-
rity outlays later enacted in the Omnibus Budget Reconciliation Act
of 1981 were first introduced in fiscal 1980 budget proposals. These
included elimination of the lump sum death benefit, elimination of
parents' benefits, and the phaseout of post-secondary student benefits.

In 1980, the Congress enacted major cuts in benefits in the social
security disability program as part of the Social Security Disability
Amendments of 1980 (Public Law 96-611). Changes in the disability
insurance program resulting from this law included a reduction in
disability family maximum benefits and a reduction in the number of
dropout years allowed in the computation of disability benefits for
younger workers.

By the beginning of 1981, the stage had been set for more compre-
hensive action by the 97th Congress. Congress had enacted a law in
1980 temporarily reallocating payroll taxes among two of the trust
funds to provide time for the new Congress to construct a more thor-
ough solution. The House Ways and Means Committee began markup
on a social security bill in the early spring of 1981. At the same time,
the administration's budget package, including the elimination of
some benefits and reductions in others, began moving through commit-
tee. It was not, however, until May 12, when the administration an-
nounced its comprehensive social security reform package, that the
attention of the Congress became focused on the issue of social security
financing.

The administration's dramatic presentation of the financing prob-
lems in social security during the early summer months alarmed both
beneficiaries and contributors to the system. Public confidence in so-
cial security, which was already sagging as a result of several years of
media discussion of the financing problem, fell to new lows.

This loss in public confidence is evident in the comparison of two
Louis Harris & Associates polls. In "A 1979 Study of American At-
titudes Toward Pensions and Retirement," 42 percent of all current
employees responded that they had "hardly any confidence at all"
that social security would pay them their benefits when they re-
tired. In a 1981 study "Aging in the Eighties: America in Transi-
tion," released in November, more than half (54 percent) of all Ameri-
cans had "hardly any confidence" that their benefits would be paid.



This lack of confidence was most extreme among young respondents.
Two-thirds (68 percent) of those 18 to 54 had hardly any confidence
compared to a little over one-third (38 percent) of those 55 to 64.'

In the wake of the administration's proposals, social security be-
came a major partisan issue with active coverage in the media through-
out the year. Aging interest groups and labor unions reactivated the
"Save Our Security" coalition, formed originally in opposition to the
fiscal year 1980 budget proposals, in an effort to preserve the current
structure of benefits in social security. Interest groups representing
private business testified before congressional committees in favor of
containing the growth in social security. Several independent research
and education organizations released detailed proposals for reform-
ing social security, in particular, and retirement income policy in
general. In addition, old reform proposals, once considered extreme,
found new proponents in the Congress.

With the passage of the social security changes included in the
Omnibus Budget Reconciliation Act of 1981, including elimination of
the minimum benefit, public and partisan opposition to the proposals
for social security reform coalesced. Serious consideration of financ-
ing reforms was deferred to a bipartisan 15-member National Com-
mission on Social Security Reform which will meet in 1982.

Other retirement income issues were less volatile than social secu-
rity. In these areas legislative activity was focused on strengthening
private sources of retirement income.

In the end, the new attitudes in the Congress about retirement in-
come priorities were reflected in the year's legislative action. The ef-
fort to halt the growth in public intergenerational transfers and
shift emphasis to private retirement income sources was advanced by:

-Enacting reductions in social security outlays, both in the near
future and in the long term, through the elimination of some
"peripheral" benefits and through other modifications in proce-
dures.

-Proposing to spur private pension growth through simplifica-
tion of ERISA to reduce the employer's pension costs and im-
prove the flexibility of pension fund investments.

-Enacting incentives for the accumulation of additional retire-
ment savings by expanding eligibility for individual retirement
accounts (IRA's), and increasing contribution limits for Keogh
plans and simplified employee pension (SEP) plans.

12 Louis Harris & Associates, Inc., "A 1979 Study of American Attitudes Toward Pen-
sions and Retirement." A nationwide survey of employees, retirees, .and business leaders.
Commissioned by Johnson and Higgins. Louis Harris & Associates, Inc., "Aging in the
Eighties: America in Transition." A survey conducted for the National Council on the
Aging, November 1981.



Chapter 3

SOCIAL SECURITY

OVERVIEW

Changes made in 1981 to strengthen social security's short-term
financing include both reductions in benefits and limited authorization
of borrowing among social security's three payroll-financed trust
funds. The benefit reductions originally passed in July 1981 included,
among other provisions, elimination of the minimum social security
benefit and a phasing out of student benefits. Subsequent legislation,
H.R. 4331, restored the minimum benefit for current recipients, but
added revenue to offset part of the loss in expected savings through the
extension of social security payroll taxes to cover previously tax-
exempt sick pay. In addition, H.R. 4331 authorized the three separate
trust funds to borrow among themselves for 1 year. These changes,
however, were not intended by themselves to solve social security's
short-term financing problems. They merely delay cash-flow problems
for 1 year to enable the Congress to work out a more permanent
solution.

The long-term problems of social security financing, projected for
the 21st century, were not addressed in the 1981 legislation. Bills intro-
duced in the House and in the Senate which would have attempted to
eliminate the long-term social security deficit by gradually raising the
age for payment of full social security benefits from 65 to 68 have not
advanced in Congress, despite the fact that virtually all the expert
groups that studied the problem have recommended this course of
action.

A. BACKGROUND

1. ORiGIiNs OF THE SocIAL SECURITY PROGRAM

The social security program, born in the Great Depression, is only
now coming of age. The decade of the 1980's will see its maturation,
with the first generation of lifelong contributors retiring and begin-
ning to draw benefits. Also during this decade, it is expected that pay-
roll tax rates, eligibility requirements, and the relative value of
monthly benefits will finally stabilize at the levels planned. While
social security has grown and changed tremendously over the course of
its development, the basic principles which guided the architects of the
old-age pension program in 1935 have remained unchanged.

Many of those who designed social security intended that it become
a universal social insurance program with compulsory participation.
As such, it was intended to eventually provide all workers and their
families with a floor of income protection in the event that the worker



was no longer able to earn income due to retirement and later pre-
mature death or disability. This "floor of protection" was designed to
be only a portion of the income needed by the worker and his family
to maintain their previous standard of living. The remainder of this
income was supposed to come through supplementary insurance, sav-
ings and investments, and other arrangements made voluntarily by the
worker. In recognition that workers with low earnings would have
greater difficulty providing supplementary protection than high earn-
ers, the benefits in the program were weighted to give a higher replace-
ment of earnings to low earners. In keeping with the concept of in-
surance, benefits were paid based on a determination that the insured-
against condition or event had occurred, without regard to whether the
individual had other means for support. Social security was not initial-
ly intended to be either an investment program or a welfare program.
These functions are performed through other public or private
vehicles. The primary function of social security has always been to
insure some replacement of earnings when workers are no longer
working. -

. Social security provides workers with benefits they have earned.
Both the funding for the program and the benefits paid have, there-
fore, always been "earnings-related." Funding comes from earmarked
payroll tax "contributions" which are a fixed proportion (6.7 per-
cent in 1982) of each worker's earnings, matched by an equivalent em-
ployer's contribution. Social security benefits are based on the average
lifetime earnings of the worker.

While architects of the original program foresaw a more complete
form of social insurance, the original act established only a Federal
old-age insurance program (OAI) with mandatory coverage for
workers in commerce and industry. Initially, only 43 percent of the
labor force was covered. ' Employer and employee contributions were
each set at 1 percent of the first $3,000 of earnings, with a scheduled
increase to 3 percent by 1950.

Over the years, this program was modified to expand coverage, im-
prove the quality of income protection for workers, and increase
funding for the program. During the 1950's and 1960's, jobs in agri-
culture, State and local government (on an elective basis), uniformed
services, and the self-employed (including ministers and members of
religious orders not under a vow of poverty) were brought under the
system. By 19T0, virtually all gainfully employed workers except
Federal, and some State and local government workers, were covered
by social security. Today, about 115 million workers or 95 percent of
all jobs are covered by social security.

The quality of income protection has been improved through the
addition of new benefits and through increases in the benefit amounts.
The original program enacted in 1935 paid benefits to workers only.
In 1939, the Congress added monthly benefits for the dependents and
survivors of workers and renamed the program old-age and survivors
insurance (OASI). These family benefits introduced into social secu-
rity the principle of greater help for greater presumed need-provid-
ing larger benefits to those with larger family responsibilities. In 1956,

1 Social Security Administration, Social Security Bulletin, Annual Statistlet Supple-
ment. 1977-79, table 7, p. 57.



the disability insurance (DI) program was added, providing cash
benefits for severely disabled workers, and for adult children of re-
tired workers if disabled before age 18. Dependents benefits were added
to this program in 1958. In 1965, Congress established medicare with
two parts: A basic compulsory program for hospital insurance (HI)
funded by a separate payroll tax, and a voluntary supplementary medi-
calinsurance plan (SMI}-to-provide eoverage-or phys epenses,
funded jointly through monthly premiums paid by the beneficiary and
Federal general revenue appropriations. Medicare was expanded in
1972 by extending coverage to those under 65 entitled to disability cash
benefits for 24 consecutive months, and to certain victims of chronic
renal disease.

Over the years, Congress also granted periodic increases in benefits
to keep up with inflation. In 1972, Congress enacted an automatic an-
nual adjustment for increases in the Consumer Price Index (CPI) of
3 percent or more, effective in 1975, to eliminate the need for ad hoe
increases. 1972 also saw a change in the method of computing the work-
ers average earnings and the basic benefit amount so that initial bene-
fits would rise with the standard of living over time. A technical error
in the indexing method led Congress to enact another change in the
computation formula in 1977 which had the effect of fixing the rela-
tionship between initial benefits and earnings over time.

CHART 3

AVERAGE MONTHLY SOCIAL SECURITY RETIREMENT BENEFIT
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Financing for the program has also changed over the years. The
collection of payroll taxes began in 1937 with a tax rate of 1 percent

on the first $3,000 of a worker's earnings and a matching tax on the
employer. Scheduled increases in the payroll tax were delayed in the
1940's, and it was not until 1950 that the tax rate was increased to 1.5
percent. In 1951, the earnings base was increased for the first time to



$3,600, and a tax rate of 2.25 percent was assessed on the self-employed
as they entered the system. Since then, the tax rate and earnings base
have been increased to keep pace with improvements in the program,and the addition of medicare and disability insurance. In 1962, the
tax rate is set at 6.7 percent on employees and employers, and 9.35
percent on the self-employed, with increases scheduled until 1990.
In 1990 and thereafter, the rate will 'be fixed at 7.65 percent for em-
plovers and employees, and 10.75 percent for the self-employed.

The 1977 amendments also indexed the taxable earnings base to
increases in covered wages. The first automatic increase went into
effect in 1982, raising the amount of taxable earnings to $32,400. Rising
tax rates and taxable earnings amounts have raised the maximum
amount of annual taxes paid by employees from $30 in 1937, to $2,171
in 1982. In 1979, 24 percent of all covered family units paid more in
payroll taxes than they did in Federal income tax. Two-thirds of these
family units had annual incomes below $10,000.2

TABLE 1.-MAXIMUM CONTRIBUTION AND CUMULATIVE SOCIAL SECURITY EMPLOYMENT TAXES PAID BY
EMPLOYEE

Tax Maximum Maximum Taxes paid
rate waqes annual tax cumulativeYear percent taxable contribution total

1937..------------------------------------ 1.0 $3,000 $30.00 $30. 0
1938--------------------------------------- 1.0 3,000 30.00 60001939-------------------------------------- 1.0 3,000 30.00 90.001940--------------------------------------- 1.0 3,000 30.00 120.01941 ........------------- __--_------ 1.0 3,000 30.00 150.001942--------------------------------------- .0 3,000 30.00 180.001943--------------------------------------- 1.0 3,000 30.00 210.001944--------------------------------------- .0 3,000 30.00 240.001945--------------------------------------- 1.0 3,000 30.00 270.001946 --------------------------------- 1.0 3,000 30.00 300.001947 ------------------------------------ 1.0 3,000 30.00 330.001948 ------------------------------------ 1.0 3,000 30.00 360.001949 ------------------------------------ 1.0 3,000 30.00 390.001950 ------------------------------------ 1.5 3,000 45.00 435.00
1951 --.-- .- - _---------- 1.5 3,600 54.00 489.001952 ------------------------------------ 1.5 3,600 54.00 543.001953------------------------------------ 1.5 3600 54.00 597.001954 ------------------------------------ 2.0 3,600 72.00 669.001955 ---------------------------- ---- 2.0 4,200 84.00 753.001956.. ._-------------------------- 2.0 4,200 84.00 837.001957--------------------------------------- 2.25 4,200 94.50 931.501958--------------------------------------- 2.25 4,200 94.50 1 026.001959--------------------------------------- 2.5 4,800 120.00 1,146.001960--------------------------------------- 3.0 4 800 144.00 1,290.001961 ---------------------------------- - 3.0 4800 144.00 1 434.00
1962....... - - - - - - _--- 3.125 4,800 150.00 1,584.001963 ----------------------- ---------- 3.625 4,800 174.00 1,758.001964 ------------------------------------ 3.625 4,800 174.00 1,932.001965.. ... .. .---- - - -.--.- - . 3.625 4, 800 174.00 2,106.001966 ------------------------------------ 4.2 6,600 277.20 2,383.20
1967. . .-- .---- _---- ____--- .. 4.4 6,600 290.40 2,673.60
1968 ------------------------------ ......... 4.4 7,800 343.20 3,016.801969 _ _------------------------------------ 4.8 7,800 374.40 3,391.201970------------------------------------ 4.8 7,800 374.40 3,765.60
1971 -_.------------------------------------ 5.2 7,800 405.60 4,171.20
1972 ------------------------------------ 5.2 9,000 468.00 4,639.20
1973 -__------------------------------------ 5.85 10,800 631.80 5,271.00
1974 ------------------------------------ 5.85 13,200 772.20 6,043.20
1975 ------------------------------------ 5.85 14, 100 824.85 6,868.05
1976 ------------------------------------ 5.85 15,300 895.05 7.763.10
1977 ------------------------------------ 5.85 16,500 965.25 8,728.35
1978 ------------------------------------ 6.05 17,700 1,070.85 9,799.20
1979 ------------------------------------ 6.13 22,900 1,403.77 11,202.971980 ------------------------------------ 6.13 25,900 57.67 12, 790.64
1981 ------------------------------------ 6.55 29,700 1 975.05 14, 765.69
1982 _ _------------------------------------ 6.70 32,400 2,170.80 16,936.49

2 Benjamin Bridges. Jr., "Family Social Security Taxes Compared With Federal Income
Taxes, 1979," Social Security Bulletin, vol. 44, No. 12, December 1981.



2. FINANCING PROBLEMS OF THE 1970's

As recently as 1970, the old-age, survivors, and disability insurance

(OASDI) trust funds had on hand a reserve equal to 1 year's pay-
out, an amount then considered adequate to meet any changes in
expenditures or income due to unforeseen economic fluctuations. When
Gongre~s passed the-1972Lamendments to the Social Security Act,
economic forecasts projected a continuation of the relatively Irigh
growth rates and the low rates of inflation which had been experienced
during the 1960's. Under these conditions, social security revenues
would have adequately covered payouts, and trust fund reserves would
have remained sufficient for contingencies.

The 1972 amendments increased social security benefits across-the-
board by 20 percent, and initiated the price-indexing of benefits, and
a complex indexing method for computing the initial benefit. A
technical error in the method of computing the initial benefit led to
an "over-indexing" of initial benefit amounts for new beneficiaries.
In addition, when price-indexing of benefits was initiated in 1975,
annual inflation rates of around 10 percent began to fuel a rapid
increase in payouts from the system. A recession in 1974-75 raised
unemployment rates to their highest level since World War II, and
slowed the growth in real wages, causing income to the OASDI pro-
gram to fall below expenditures. Finally, disability insurance trust
funds were being steadily eroded because of a continuing rapid
increase in beneficiaries.

Beginning in 1973, the board of trustees of the OASDI program
began to predict a deterioration in the financial condition of the pro-
gram in both the immediate future and over the long run. By 1977,
the trustees predicted that the DI trust funds would be depleted by
1979, and the OASI trust funds by 1983. The long-run deficit (75-
year average) was predicted to reach 8.2 percent of taxable payroll,
a dramatic increase from the 0.32 percent average deficit predicted in
the 1973 report. By 1977, reserves in the OASDI trust funds had
already declined to less than 6 months' payout.

Congress moved in 1977 to correct the financial condition of the
OASDI program. The 1977 amendments to the Social Security Act
increased the overall payroll tax rate beginning in 1979, increased
the taxable earnings base, reallocated a portion of the hospital in-
surance (HI) payroll tax rate to OASI and DI, and resolved the
technical problems in the method of computing the initial benefit
amount (decoupling). These changes were predicted to produce sur-
pluses in the OASDI program beginning in 1980, and continuing
over the next 30 years, with reserves building up to 7 months' payout
by 1987. The long-run deficit in the OASDI program was to have
been reduced from an average 8.2 percent to 1.46 percent of taxable
payroll.

Again, however, the economy did not perform as well as forecasts
had predicted. Annual increases in the Consumer Price Tndex ex-
ceeded 10 percent since 1979, a rate sufficient to double payouts from
the program over 7 years. Real wage changes have been negative or
near zero since 1977, and in 1980, unemployment rates exceeded 7



percent. As a result, annual income to the OASDI program continued
to be insufficient to cover expenditures. Trust fund balances declined
from $36 billion in 1977, to an estimated $27 billion in 1980. Lower
trust fund balances, combined with rapidly increasing expenditures,
brought reserves down to less than 3 months' payout by 1980.

The 96th Congress responded by temporarily reallocating a portion
of the DI tax rate to OASI for 1980 and 1981. This measure (signed
into law as Public Law 96-403) was intended to buy time for the 97th
Congress to resolve the shortage of funds in the OASI and DI
programs.

B. THE CURRENT FINANCING PROBLEM AND OPTIONS

1. TEm FINANCING PROBLE1-1981

Public awareness of the impending insolvency of the social security
system became acute in 1981. Concern about the problem had been
mounting in the Congress throughout 1980, culminating in a series
of hearings on social security financing in the Special Committee on
Aging in December 1980. In the spring of this year, the administra-
tion changed the tone of the discussion when, in announcing its May
1981 social security reform proposals, it suggested that the OASI pro-
gram could go bankrupt as early as the fall of 1982. These dire pre-
dictions led to counterclaims that the system as a whole was basically
solvent. By the end of the year there was a general lack of agreement
about the dimensions of the problem.

Behind the highly charged political debate on the seriousness of
social security's financial problems, however, there lies a common
foundation of factual information about the financial condition of
the three social security trust funds which is not in dispute. The most
recent version of these facts comes from the 1981 Report of the Trust-
ees of the Social Security Trust Funds released in August, with ad-
justments for the effects of legislative changes in 1981, and a recent
update on medicare spending.

Social security's financing problem is really three distinct financing
problems. In the immediate future, there is a threat of the depletion of
the old-age and survivors insurance trust fund due to the poor per-
formance of the economy in recent years. With interfund borrowing
between this trust fund and the disability and hospital insurance trust
funds, this depletion could be delayed until later in this decade, when
increases in the payroll tax rate, already scheduled to go into effect
may help restore annual surpluses of income to OASI and DI. OASI
and DI should then remain solvent throughout the century.

However, late in this decade, when OASI and DI are improving,the now healthy hospital insurance trust fund is expected to begin
running large annual deficits. These deficits are expected to spiral,depleting the HI trust fund around 1990. There is no indication that
the condition of HI will improve without a change in its structure.

In the long run, OAST and DI are expected to once again encounter
financial difficulty when the bulge in the population created by the post-
war "baby boom" reaches retirement age.

89-509 0 - 82 - 6
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A. sHORT-TERM OASDI FINANCING PROBLEM

In the short term, the fund in the most trouble is the old-age and

survivors insurance (OASI) fund. As of December 31, 1981, OASI
had $19.1 billion on hand, roughly 13 percent of the 1982 estimated

payout for the OASI program. Under all alternative assumptions

-about-the-eeonomy, annual defiCIts in 0ASIwhich were $3.7 billion,
are expected to increase rapidly over the decade. Once interfind bor-

rowing authority expires, there will not be enough reserves in the trust

fund to assure that OASI can pay benefits on time. Sometime in 1983,
the OASI trust fund, without assistance from the other funds, will
be exhausted.3

The DI trust fund is in similar condition. As of December 31, 1981,
the DI fund had $2.6 billion on hand, roughly 13 percent of the 1982

estimated payout for the DI program. However, while reallocation of

the DI tax rate to OASI in 1980 and 1981 caused DI to experience large
annual deficits in those years, by 1983, DI is projected to begin ac-

cumulating large annual surpluses. When OASI and DI are combined,

surpluses in DI offset a part of the losses in OASI throughout the

decade. By 1990, scheduled payroll tax increases will result in the

restoration of annual surpluses to OASDI.
The principal cause of annual deficits and erosion in the OASDI

trust funds has been the recent combination of slow economic growth

and inflation. The income and expenditures of the social security sys-
tem are both highly sensitive to changes in economic conditions.

Income to the system from payroll taxes is dependent upon the total

value of wages paid, the limit on taxable earnings, and the number of

covered workers. Increases in unemployment or a decline in the rate

of growth in wages reduces total receipts. It is estimated currently
that a 1-percent increase in unemployment decreases payroll tax con-

tributions by $3.4 billion.
Expenditures from the program are a function of the number of

beneficiaries and the value of the benefits paid. In times of high un-

employment, older workers retire at higher rates and claim social se-

curity benefits. In addition, there is a direct relationship between in-

flation and benefit payments because of the automatic indexing of
benefit amounts to the CPI. It is estimated currently that a 1-percent
increase in inflation adds $1.4 billion in benefit costs. Inflation, by in-

creasing total payments from the system, also has the effect of reducing
the ratio of trust funds to annual expenditures if trust fund balances

are not increasing at a rate equal to or greater than the rate of infla-

tion.
In the last 3 years, social security expenditures have increased

dramatically as a result of double-digit inflation. Benefits were in-

creased across-the-board by 9.9 percent in 1979, by 14.3 percent in

1980, and by 11.2 percent in 1981. The cumulative effect of these in-

creases has been to automatically raise expenditures by 40 percent

since 1978. At the same time, real wages declined by 3 percent in 1979,
by 4 percent in 1980, and 1.5 percent in 1981. And the unemployment

3 Unless otherwise noted, all statistics on the cnrrent status of the OASDHI trust funds
and forecasts for the periol to 1P90 are from estimates provided by the Office of the
Actuary, Social Security Admin4stration. on December 16. 1981, on the basis of the 198i
trustees report, under intermediate II-B assumptions. Forecasts are for calendar years.



rate, which was at a low of 5.8 percent in 1979, climbed in 1980 to 7.1
percent, and to an average 7.6 percent in 198 1.4

1980 was a particularly bad year for the social security trust funds.
The combination of a 14 .3-percent benefit increase, and losses to reve-
nues from a 4-percent decline in real wages, and a 7-percent unem-
ployment rate, led to extremely high deficits. Together OASI, DT. and
HI lost $3.3 billion in 1980, compared to a loss of only $300 million in
1979.

The administration, in responding to the recent deterioration of
the economy, added a new, more pessimistic set of forecasts to the
traditional series of three forecasts used by the social security trustees.
The 1981 trustees report, released in August, contained in all five sets
of economic assumptions for the economy in the next 5 years. How-
ever, only two of these sets of assumptions are generally being used
in discussions of the condition of the trust funds: Intermediate II-B,
the traditional intermediate set of assumptions, -and "worst-case," the
administration's new pessimistic forecast.

The key difference between the intermediate II-B and the "worst-
case" assumptions about the economy lies in the speed of economic
recovery. Intermediate assumptions forecast a return to substantial
economic growth in 1982, with inflation dropping, at the same time,
below the double-digit range. Real wages are expected to increase at
about 0.6-0.7 percent a year through 1985. Unemployment is also
expected to decline slowly from 7.8 to 6.8 percent.

On the other hand, "worst-case" assumptions show a delayed returnof economic growth. Real GNP is forecast to remain below 1 percent
until 1984, with inflation staying in the double-digit range until 1985.
Real wages are projected to continue falling until 1984. Unemploy-
ment is projected to rise to 9.7 percent by 1983. When growth returns,
however, in the latter half of this decade, it is assumed to be stronger
under "worst-case" than under intermediate assumptions. It is interest-
ing to note that the actual performance of the economy in 1981 hasranged between the intermediate II-B and the "worst-case" assump-
tions, although the economic trend for 1982 appears to be closer to the"worst-case."

Estimates of the operations of the trust funds which were provided
in the 1981 trustees report have subsequently been updated for savings
which are resulting from the passage of the Omnibus Budget Recon-
ciliation Act. In addition, in October, the Social Security Oflice ofthe Actuary released 'a new set of more pessimistic estimates for theoperations of the HI trust fund, based on a rapid escalation inhospital costs this year. In December, new estimates were released
to reflect the effect of H.R. 4331.

Under intermediate II-B assumptions, OASDI annual deficits areexpected to grow from $4.7 billion in 1981, to $9.6 billion in 1984.
Scheduled tax increases in 1985 and 1986 will reduce annual deficitsin those years to $1.5 billion and $3 billion respectively. But deficitswill again grow annually to $9.2 billion by 1989. In 1990, a large
scheduled tax increase will yield a surplus of $18.4 billion in that

" Joint Economic Committee, "Economic Indicators," January 1982, 97th Congress, 2dses -Ion. The chane In real wages for 1981 Is based on a preliminary estimate of the per-cent changes l~feen 1980 and 19 81 in average weekly earnings of private nonagriculturalworkers (197T dollars).



TABLE2.-ESTIMATED OPERATIONS OF THE OASI, DI, AND HI TRUST FUNDS UNDER THE CONFERENCE AGREEMENT ON H.R.4331 (BUT EXCLUDING INTERFUND BORROWING) ON THE BASIS OF THE

1981 TRUSTEES REPORT ALTERNATIVE Il-B ASSUMPTIONS, CALENDAR YEARS 1980-90

[Amounts in billionsl

Income Outgo

Calendar year OASI DI OASDI HI Total OASI DI OASDI HI Total

1980--------------- $105.8 $13.9 $119.7 $26.1 $15810.$19 $123.5 $25. 6 $149.1

1981-. ----- 123.3 17.0 140.2 35.2 175.5 127.0 18.0 145.0 30.6 175.5
1982 ------- 133.3 24.0 157.3 40.2 197.5 143.0 19.3 162.3 35.1 197.4
1983 ------- 147.3 27.7 174.9 45.1 220.0 161.0 20.6 181.5 40.8 222.3
1984 ------- 161.5 31.2 192.6 49.9 242.5 180.0 22.2 202.2 47.3 249.5

1985 - 183.0 39.8 222.7 56.6 279.3 200.3 23.9 224.2 54.9 279.1
1986 - 198.8 44.7 243.5 65.7 309.2 220.8 25.7 246.5 63.2 309.6
1987 -17.4 214.2 49.6 263.8 71.2 335.0 241.3 27.6 268.9 72.2 341.1
1988 - 229.2 54.5 283.7 76.2 359.9 261.4 29.8 291.2 81.8 373.0
1989 -322 243.7 59.5 303.2 80.7 384.0 280.6 31.9 312.4 91.7 404.1

1990 -369-2 .6-9.2 -1278.7 73.1 351.8 85.1 436.9 299.3 34.0 333.4 103.0 436.4

Assets at beginning f year as a

Net increase in funds Funds at end of year percentage of outgo uring year

OASI DI OASDI HI Total AASI DI OASDI HI Total OASI DI OASth HI Ttal

1980 ------------- -$1.8 -$2.0 -$3.8 $0.5 -$3. 3 $22.8 $3.6 $26.5 $13.7 $40.2 23 35 ~ 5 52 29
1981 ------------- -3.7 -1. 1 -4.7 4.7 -1 19.1 2.6 21.7 18.4 40.1 18 20 18 45 23
1982 ------------- -9.7 4.7 -5.0 5.1 .1 9.4 7.2 16.7 23.6 40.2 13 13 13 52 20
1983 ------- -13.7 7.1 -6.6 4.3 -2.3 -4.3 14.3 10.1 27.9 37.9 6 35 ,9 58 18

1984 ------------- -18.6 9.0 -9.6 2.6 -7.0 -22.9 23.3 .5 30.5 31.0 -2 65 15 59 15
1985 ------------- -17.4 15.9 -1.5 1.7 .2 -40.2 39.2 -1.0 32.2 31.2 -11 98 (i 56 11
1986 ------------- -22.1 19.1 -3.0 2.5 -. 5 -62.3 58.2 -4.0 34.8 30.7 -18 153 ( 51 10
1987 ------------- -27.2 22.0 -5.2 -. 9 -6.1 -89.4 80.2 -9.2 33.8 24.6 -26 211 -72 48 9
1988 ------------- -32.2 24.8 -7.5 -5.6 -13.1 -121.7 105.0 -16.7 28.2 11.5 -34 269 - 3 41 7
1989 ------------- -36.9 27.6 -9.2 -10.9 -20.1 -158.5 132.6 -25.9 17.3 -8.6 -43 329 -t5 31 3
1990 ------------- -20.6 39.0 18.4 -17.9 .5 -179.2 171.6 -7.5 -. 6 -8.1 -53 390 -8 17 -2

IBetween 0 and 0. 5 percent Note: In the absence of interfund borrowing, tbe DASI trust fund woull! be unable to pay benefits

Between 0 and -0.5 percent late in 1982 under tbis set of assumptions.

Source: Social Security Administration, Office of tbe Actuary, Dec. 16, 1981.



year. Annual deficits through 1989 will require the OASDI system
to spend reserves in the trust funds to meet obligations.

At the end of 1981, OASDI combined trust fund reserves were
equal to 13 percent of estimated 1982 expenditures. This reserve ratiois expected to decline, as actual reserves decline and annual expendi-
tures increase, to 9 percent of 1983 expenditures. A 9-percent reserve
ratio is considered to be barely enough to meet cash-flow needs of thesystem in a perfectly stable economy. By 1986, combined OASDI
reserves will have declined to less than 1 percent of estimated
expenditures.

Beginning in 1990, OASDI reserve levels are expected to begin to
build aga increasing to as much as 133 percent of a year's expend-
itures lby 2010.

If OASDI and HI are temporarily combined, through time-limited
interfund borrowing, annual surpluses and large accumulations ofreserves in the HI trust fund will help to offset deficits in the early
part of this decade. A combined OASDHI trust fund would stillaccumulate annual deficits in most years, but total reserves would not
be depleted as rapidly. Under intermediate II-B assumptions, the
current reserve of $40.1 billion would remain at about that level
through 1982, declining to $30.7 billion in 1986, and to $11.5 billion in
1988. The combined reserves would remain sufficient to meet cash-flow
needs until 1987. The combined reserve ratio which was 20 percent at
the beginning of 1982, would decline to 9 percent at the beginning of
1987. Sometime in 1989, under intermediate assumptions, the reserves
would be exhausted.

To offset the short-term deficit in the combined OASDHI trust
funds and maintain a 20-percent ratio of reserves to annual outlays
throughout the decade, under intermediate II-B assumptions, about
$96 billion in additional resources would be required between 1982 and
1990. Half of this amount is needed to restore funds spent from the
reserves over the decade. The other half is needed to increase reserves
to keep up with a projected doubling in OASDHI expenditures dur-
ing the decade. The total amount of additional resources needed is
equal to 3 percent of the estimated $3 trillion in OASDHI expendi-
tures from 1982 through 1990.

B. MEDICARE FINANCING PROBLEMS

During the early debate this year on the short-term problem in social
security, the medicare problem was generally viewed as a problem for
the next decade. The hospital insurance trust fund was seen as a source
of funds to aid the ailing OASDI funds until the 1990 tax increase
went into effect. In October 1981, however, the actuary released an
update on the HI trust fund which revealed an acceleration in the
forecast of trust fund depletion. Now, it is clear that if the HI trust
fund is used to sustain OASDI in the near term, its reserves may be
exhausted as early as 1989.

The future deficits in the HI program are a result of forecasts of
continuing annual rates of growth in hospital costs exceeding the
growth rate in the CPI. In recent years, hospital costs have increased
at an annual rate between 10 and 19 percent. Intermediate I-B as-
sumptions project rates of hospital cost increases declining from 15.6
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Under current law, in the immediate future, Old Age, Survivor's, and Disability
Insurance (OASDI) trust funds are expected to be depleted under intermediate and
pessimistic forecasts for the economy. However, sometime between 1985 and 1990,
already scheduled increases in the payroll tax rates will begin to provide added
revenues to the system. If the economy performs according to intermediate forecasts,
the trust funds will build up to very high levels by the year 2000.
Searce Social Secorky Adailstratloe, 1981 Asali Report of the Board of Trustees of the Federal Old-Age and Survivors Insurasce asd

Disability lasmrace Trast Fnad, Takle 31.



percent in 1981, to 10 percent in 1995, and 9.3 percent in 2005. These
rates of increase are, after 1985, twice the rate of increase in the CPI.

From 1981 to 1987, medicare is expected to accrue annual surpluses.
At the beginning of 1982, the HI fund had $18.4 billion in reserves,
roughly 52 percent of the 1982 estimated outgo for the HI program.
By the end of 1986, HI is expected (under intermediate assumptions)
to have reserves on hand of $34.8 billion, 48 percent of the estimated
payout for 1987.

CHART 5
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Under current law, the Hospital Insurance (HI) trust fund is expected to be
depleted in 1990 or shortly thereafter. This is largely due to strong projected
increases in hospital costs throughout the next few decades under intermediate and
pessimistic forecasts for the economy.
Soorcr: Social Security Administradoo, 1981 Aonual Report of the Board of Trustees of the Federal Hospital insurance Trust Fad,
Table 10.

Beginning in 1987, HI will run ever-increasing annual deficits,
leading to an estimated $17.9 billion deficit (intermediate assumptions)
in 1990. HI will retain a sufficient balance in the trust funds to meet
payments on time throughout this decade, but will be rapidly depleted
in the first years of the next decade.

Over the next 25 years, HI is expected to have an average annual
deficit of more than 1.4 percent of taxable payroll. With no change in
the law, this deficit would be 4.45 percent of taxable payroll over the
next 75 years-far in excess of the average deficit of 1.65 percent of
taxable payroll in OASDI, under intermediate assumptions.'

* Long-run estimates for HI are from the Offlee of Financial and Actuarial Analysis,
Health Care-Financing Administration, Sept. 4, 1981.
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C. THE LONG-TERM OASDI PROBLEM

Forecasts prepared by the Social Security Administration show

that, under intermediate assumptions, annual expenditures for old-

age, survivors, and disability insurance (OASDI) will exceed reve-

nues beginning in the early decades of the next century and continu-

ing-through the first half othe century. Under these assumptions,

expenditures will exceed revenues beginning around 015EIwth the

trust funds depleted by 2030. On the average, over the next 75 years,

expenditures are expected to exceed revenues by an amount equal to

an average 1.65 percent of the annual payroll subject to social security
taxes.6 This means that if payroll taxes were to be increased to offset

this deficit, the average tax rate over the next 75 years would have to

be raised from 12.25 percent, now scheduled for OASDI, to 13.90
percent.

e picture varies considerably over the three 25-year periods be-

tween 1981 and 2055. In the first 25-year period (1981-2005), revenues

are expected to exceed expenditures by an average of 0.62 percent of

taxable payroll. OASDI trust funds are expected to build to 134 per-
cent of annual expenditures by 2005.

In the second 25-year period (2006-30), the financial condition of

OASDI is expected to deteriorate considerably. By 2015 the trust

funds will have grown to 181 percent of annual expenditures. There-

after, annual deficits will erode the trust funds. Over the 25 years,

expenditures are expected to exceed revenues by an average 1.33 per-
cent of taxable payroll.

In the third 25-year period (2031-55), annual expenditures are

projected to level off, but remain above annual revenues. The accu-

mulating deficit is expected to exhaust the trust funds between 2025

and 2030. Expenditures in this period are expected to exceed revenues

by an average 4.25 percent of taxable payroll.
The projected long-range deficit in the social security system is

caused by the fact that there will be more elderly people, who will

be living longer but continuing to retire early.
In absolute numbers, the population 65 and over was 17 million

in 1960, and 26 million in 1980, and is estimated to be 36 million in

TABLE 3.-ESTIMATED AVERAGE OASDI TAX RATES, EXPENDITURES, AND ACTUARIAL BALANCEI

IPercent of taxable payroill

25yr averages 75-yr
_ _ __ averate,

1981-2005 2006-30 2031-55 1981-2055

Average scheduled tax rate (combined employer- 11.94 12.40 12.40 12.25
employee rate).------- ------------------------- 11.32 13.73 16.65 13.90

Estimated average expenditures.-------------------

Difference (actuarial balance).-------------_---- .62 -1.33 -4.25 -1.65

1 Based on the 1981 trustees resort, intermediate Il-B assumotions, including the effect of Public Law 97-35, but ex-

cluding the effect of Public Law 97-123.

The estimate of the long-run actuarial deficit in OADI is based on the 1981 trustees

ort, Intermediate Il--B assumptions, Including the effects of Public Law 97-35. The

eects of Public Law 97-123 are not Included, but it Is estimated that this law vIi reduce

the long-run deficit by 0.02 percent of taxable payroll (from 1.65 to 1.63 percent).
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Under intermediate forecasts for the economy, given current law, annual
revenues are expected to begin to exceed annual outgo for OASDI by 1990. Between
1990 and 2015, annual surpluses are expected to build up trust fund levels. Around
2015, annual outgo is expected to begin to exceed annual revenues.

Between 1981 and 2055, average annual outgo is expected to exceed average an-
nual revenues by an amount equal to 14% of the average taxable payroll.
Sorce SodalSecurity Admilhstration, Summary of the 1981 Anumal Reports ofthe SocialSecurity Board of Trastees, Chasrt C

2000, 65 million in 2030, and 69 million in 2055, according to the inter-
mediate estimate.7

In relation to the working age population, the elderly grew from
17.4 percent of the working age population (age 20 to 64) in 1960,
to 19.5 percent in 1980, and are estimated to be 22.6 percent in 2000,
37.8 percent in 2030, and 37.8 percent in 2055, according to the inter-
mediate estimate.

' Projections of population, labor force participation, and social security costs are from
the 1981 trustees report.



The average man reaching age 65 today can expect to live to age
79, on the basis of current mortality rates, as compared to age 77
based on 1940 mortality experience. For women, the corresponding
ages are 83 for current experience, versus 781/2 for 1940 experience.

The long-term trend has been for fewer people to continue working
beyond age 65. Although roughly one out of four persons 65 and over

was -working in -9M,-only one ut of oeiht did so in 1980. The tend-

ency has been particularly strong among male workers-two out of

five men age 65 and over worked in 1954, compared to one out of five

in 1980.
The same tendency toward reduced labor-force participation is

evident among the 60 to 64 age group, although here, the reduced

labor-force participation of men has been offset somewhat by the in-

creased labor-force participation of women. Total labor-force partici-

pation of men and women in the 60 to 64 bracket declined from 55

percent in 1954, to 45 percent in 1980. Male labor-force participation
declined from 84 to 61 percent, while labor-force participation
of women increased from 27 to 33 percent.

Because of these four factors, more elderly people will be in bene-
ficiary status for a longer time, thus adding to social security costs.
Meanwhile, if the birth rate continues to remain relatively low, and
immigration does not increase, those of working age won't increase
as rapidly as the elderly. Whereas there are about 3.2 covered work-
ers for every OASDI beneficiary today, there are expected to be only
2 covered workers for every OASDI beneficiary in the year 2030.

While the absolute cost of funding the current structure of bene-
fits in social security is expected to increase substantially over the
next 75 years, the cost of social security relative to the economy as a
whole will not increase greatly over levels experienced in the 1970's.
Currently social security accounts for close to 5 percent of the GNP.
Under intermediate II-B assumptions, social security will rise to less
than 6 percent of GNP by 2035, declining to 5.4 percent by 2055.

2. OPrIoNs FOR SOLVING THE FINANCING PROBLEMS

A. SHORT-TERM OPTIONS

(1) Interfum borrowing

Most proposals for solving the short-term financing problem in-
clude interfund borrowing or merger of the OASI, DI, and HT trust
funds for the next 5 to 10 years. Loans could be authorized among the
trust funds, either permanently, or for a limited 5 to 10 years. In
effect, the loans would be made from DI and HI to OASI, during that
time. OASI could repay the loans, either with interest, or without in-
terest.

Alternatives to interfund borrowing, which would have similar
financial effects, are reallocation of the payroll tax rates among the
OASI, DI, and HI programs, while holding the total payroll tax rate
at the schedule under current law.

Another alternative would be to merge OASI and DI-or even

merge all three trust ftinds-but retain a separate accounting of ex-
penditures under the programs.



None of these alternatives can completely solve the short-term prob-lem. In addition, proposals for interfund borrowing, reallocation, andor merger, must take into account that the HI trust fund, which isnow running a healthy surplus in revenues, is scheduled to becomedepleted in the late 1980's or early 1990's. In the near term, interfund
borrowing and merging are intended to make funds available for theOASI program. But after 1990, interfund borrowing or merging ofthe trust funds would redirect the flow of loans from OASI to HI. Thedrain of OASI funds to HI beginning in the late 1980's would com-pound the problems in OASI.

(2) Inecreasing Revenues to the System
The short-term problems could, of course, be resolved by supplyingadditional revenues to the system. Additional revenues can result fromraising the payroll tax, accelerating the scheduled payroll increases,increasing the taxable wage base, financing all or part of the HI pro-gram out of general revenues, or by extending social security cover-age to new Government employees.

(a) Increase payroll tawe8
In testimony before the House Social Security Subcommittee, DavidStockman stated that a tax increase of 0.5 percent of payroll by em-ployers and employees would be required to finance the near-termdeficit under the administration's "worst-case" assumptions.

(b) Accelerate 8cheduled payroll tax increases
The President's Commission on Pension Policy recommended thatthe present scheduled increases in payroll taxes be accelerated. Forexample, as mentioned earlier, the scheduled payroll tax increase in1990 is projected to have an abrupt effect, substantially increasingrevenues to the social security system, which was in deficit before thatincrease. If the 1990 increase were split in half, assessing half of theincrease in 1988 and the rest in 1990, this could substantiall improvethe system's financing in this decade without increasing long-teratax rates.

(c) Raise the wage base
In 1982, payroll taxes are only paid on the first $32,400 of income.This amount is adjusted each year for the increase in average annualwages. If the ceiling on payroll taxes were eliminated, $20 to $30 bil-lion a year could be generated. Over the long-term, however, one-thirdto one-half of the added revenues would be offset by higher benefitcosts, because the higher wage base would increase the benefits paid.In addition, raising the taxable wage base could have a negativeimpact on private pensions. The National Commission on Social Se-curity, for example, recently expressed concern that increases in thewage base could discourage the supplementation of social security byprivate pensions. The National Commission recommended freezingthe wage base in 1985 and 1986 at the 1984 level (estimated at $39,000).As it stands, the wage base will henceforth be increased each year byautomatic adjustment provisions.



(d) Use general revenues
The most controversial revenue measure involves the funding of

part of social security from general revenues. Proponents cite the ad-
vantages to OASDHI of using general revenues to assure continua-
tion of current eligibility and benefit levels when economic conditions
diminish payroll tax revenues. Opponents point out that introducing
funds-which 1rave-to bepproprited annually-and can therefore Ie
cut-would jeopardize the benefits of retirees. Additionally, oppo-
nents argue it is difficult to justify use of substantial amounts of gen-
eral revenues to fund social security when other social programs are

being cut back and the general fund is already in deficit.

(e) Social security coverage of new government employ/ees

Mandatory social security coverage of new Federal. State, and local

government employees would produce about $20 billion in revenues
over the next 5 years.

(3) Savings
(a) Benefit reductions

Savings in social security over the next 5 years could be realized
through benefit reductions and, to a much lesser extent, administra-
tive changes in the program.

There are several ways of saving money in the short term by re-
ducing the growth of benefits. The major policy decision is how the
sacrifice is distributed 'between current beneficiaries and those coming
on the rolls in the next few years. For example, the administration's
May 1981 social security proposals, outside the budget proposals,
placed great emphasis on minimizing the impact on current bene-
ficiaries while requiring the greatest sacrifice of those turning 62, or
becoming disabled, in 1982 or later. Thus, under the administration's
plan, particular groups, such as early retirees, would bear the brunt
of the short-term sacrifice.

On the other hand, if current beneficiaries shared in the benefit re-

ductions, the sacrifice would be spread among more people (36 million
beneficiaries). However, current beneficiaries have already come to

depend upon the present value of their benefits, and would have less

flexibility than future beneficiaries, to make adjustments in their

work/retirement plans.

(b) Changes in cost-of-living aditustments
The major proposals for slowing the increase in OASDI expend-

itures over the next 5 years aim to slow down the automatic adjust-
ment of benefits under current law. There are several possibilities, in-
cluding: Delaying the cost-of-living increase by 3 months; capping
the cost-of-living increase at some percentage of the full increase;
using the lower of waqes or prices, or using a modified CPI.

(1) Delaying the COLA increase by 3 month.-A number of pro-
posals were made in 1981 to delay the CPI increase by 3 months, mov-
ing the payment date from July to October. Under intermediate II-B

assumptions, these proposals would save as much as $14 billion in 1982-

86. These proposals would save up to 0.14 percent of taxable payroll
over the next 75 years.



Another possibility is to use a snap-back COLA delay, which would
retain the present computation period but move payment of the CPI
increase from July to October, and then, after 5 years, revert back to
July increases, either in several steps, or all at once. Under inter-
mediate II-B assumptions, estimated savings would be $19.6 billion
in 1982-86. It could be done as an emergency, interim measure, that
could be rescinded sooner if the economy recovered dramatically. It
would mean that each beneficiary would get 3 months less of the an-
nual cost-of-living increase without altering the actual monthly bene-
fit. The calculation of the benefit adjustment would be the same as
under present law. So, upon reverting to the present procedure, future
social security benefits will not have been permanently reduced.

(2) Capping the CPI increase.-Congress could reintroduce an ad
hoc element in the adjustment process by legislating a congressional
review of the automatic increase each year. In its review, Congress
could decide whether the automatic computation is appropriate to the
economic situation. For example, Congress could cap the increase at
some percentage of the automatic adjustment-85 percent has been
an example frequently cited. A crude CBO estimate is that an 85-
percent cap would save a cumulative $28 billion in 1982-86 with mod-
est savings in the earlier years and larger savings in 1985-86.

Another approach to ad hoc capping of the CPI increase was pro-
posed by some members of the Senate Budget Committee in 1981. This
approach would pay an annual cost-of-living adjustment in fiscal year
1983 and fiscal year 1984 equal to the full change in the CPI, less 3 per-
centage points (as long as the full CPI is 6 percent or more). If the
CPI increase is between 3 and 6 percent, a 3-percent benefit increase
would be paid. Unlike the 3-month delay in the COLA, both of these
capping proposals would have a dramatic and lasting effect on the real
incomes of the elderly. Each time a lower than full CPI increase was
paid, the real value of benefits would be reduced for that year. And
this decline in real values would become worse in all future years-
even if all future COLA's were for the full CPI-because these future
increases would be made as a percent increase on a lower benefit
amount.

The advantage of this kind of adjustment is that it would restore
to the Congress some degree of control over the growth in the cost
of entitlement program. Introducing this congressional review would
conceivably work both ways. In times of robust economic growth, and
lower inflation, Congress might want to add a benefit increase to the
automatic adjustment.

(3) U8ing the lower of wage8 or prices--Congress could limit the
annual cost-of-living increase either to the rise in the CPI or a wage
index, whichever is lower. The National Commission on Social Se-
curity estimated in 1981 that if such a provision had been in effect
since 1977, the social security system would not now face a short-run
financing crisis.

The major advantage of using the lower of wages or prices for
COLA adjustments is that it adds flexibility to the system. Currently,
when prices increase faster than wages, outlays from the system, which
are tied to the CPI, increase rapidly, while revenues to the system,



which are tied to wages, slow down. Automatically tying benefit in-

creases to wage increases in these periods would help to keep outlays
marching in step with revenues, and thereby buffer the financing of
the system from poor economic conditions.

The problem with this proposal is that whenever price increases ex-

ceed wage increases, it will lower the purchasing power of the social

security-beneftit-even-though the actual benefit amount will increase.

In addition, unless the benefit amounts are later correcti-d to compen-
sate for this decline, this reduction in purchasing power will become

greater because future cost-of-living increases are being applied to a

lower base. The National Commission on Social Security, in recom-

mending the lower of wages or prices, also recommended that a "catch-

up" provision also be included to later correct real benefit levels in

order to avoid the "ratcheting down" of purchasing power.
Although the wage/price approach would help to buffer the system

against poor economic performance, it would not produce large sav-

ings for social security under any of the economic forecasts now being
used for the next 5 years. Under intermediate II-B assumptions, wage

growth is projected to lag behind price increases only in 1981, or in

1981, 1982, and 1983 under "worst-case" assumptions. If wage increases
would not be lower than the CPI increases in most years, the benefit

increase would remain largely as it is under current law.
(4) Using a nodified CPI.-Many people believe the CPI has over-

stated the rate of inflation because it overemphasizes new home pur-
chases. COLA increases could instead be computed by using some
other index, such as the CPI adjusted for rental equivalence. This
would reduce the COLA increases when mortgage interest rates are
extreme. But over the long run, assuming economic stability, the rent-

al equivalence measure would perform like the current CPI. CBO
cautions that potential savings are highly uncertain. These indexes
can fluctuate in ways that are difficult to forecast. A precise level of

savings is, therefore, difficult to guarantee.

B. LONG-TERM OPTIONS

(1) Revenue Increases
(a) Payroll taXe8

Additional revenues to finance social security expenditures in the
next century could be obtained by increasing payroll taxes. Already,

payroll tax rates are scheduled to increase in 1985, 1986, and 1990.
The average tax rate for OASDI only in 1982 is 10.8 percent of taxable

payroll. Under current law, this average rate is scheduled to rise to
12.4 percent of taxable payroll by 1990, and then remain at that level
over the next 75 years-resulting in an average tax rate of 12.25 per-
cent over the 75-year period. To totally finance the projected 75-year
deficit, under intermediate assumptions, the average tax rate over this

period would have to be raised from 12.25 to 13.90 percent of taxable
payroll, beginning in 1982.

(b) Universal coverage
Another source of higher revenues is to bring new Federal, State,

and local government employees under social security. That would save



0.5 percent of taxable payroll over the next 75 years, or roughly one-
third of the estimated OASDI deficit.
(c) General fund revenue8

Both the 1979 Advisory Council and the National Commission on
Social Security recommended that general revenues be used to fund all
(Advisory Council) or half (National Commission) of HI expendi-
tures. Both groups recommended that part of the HI tax rate be shifted
to OASDI. The Advisory Council recommended that the OASI and
DI trust funds be merged, and that the OASDI payroll tax be raised
to 7.25 percent in the year 2005 to finance the rising expenditures in
the next century. The National Commission would not allow the
OASDI and HI rate for employers and employees to exceed 9 percent
each.

(d) TaXing 8ocial security beneflt8
Several proposals have been advanced over the years to change the

tax treatment of social security benefits. Currently, social security bene-
fits are tax exempt, as are many other types of Government income
transfers. They differ from benefits from employer-sponsored pension
plans which are counted in taxable income once the worker's contribu-
tions have been paid back. The tax exemption of social security bene-
fits does not derive from statute, but from an IRS ruling in 1941 that
social security benefits were intended to be a form of gift or gratuity.

Proposals to change this tax treatment vary. The 1979 Social Secu-
rity Advisory Council recommended including 50 percent of the
benefit in taxable income, reflecting the fact that the employer con-trilbutions to social security have not previously been taxed. Others
have suggested that the 'additional revenues generated through thischange could be channeled to the social security trust funds. In 1979,
this amount was estimated to be $700 million a year.

The President's Commission on Pension Policy recommended thatpayroll tax contributions to social security become tax deductible, and
that upon retirement, benefits be included in taxable income. As a
result, the inclusion of social security benefits in taxable income would
be a long-range change not to go into effect in the near future. Eventu-
ally, as the tax treatment of social security changed, the earnings test,
which is equivalent to a 50-percent tax on earned income, would be
eliminated.

The major argument against taxing benefits is that without an off-settme increase m benefit levels, some of the elderly would experience
a decline in net income. Actually, the elderly already have special
exemptions and tax credits which give them a tax preference over the
nonelderly. As a result, a substantial proportion of those receiving
social security would not pay higher taxes if their benefits were tax-
ahle. In 1979, it was determined that including 50 percent of the bene-
fit in taxable income would result in increased income taxes for those
with an adjusted gross income in excess of $20,000 for single persons
and $25,000 for joint returns.8

Other concerns expressed about the taxation of benefits have em-
pharized the need to put off implementation well into the future, to

a U.S. House of Representatives, Subcommittee on Social Security, Committee on waysand Means, "Background Material on Options for Financing the Social Security Program,"committee print report 96-35, 96th Congress, 1st session, Sept. 24, 1979.
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eliminate the earnings test, and to redesign the structure of Federal
income tax credits, deductions, and exemptions for the elderly.

Although academics have tended to look favorably upon taxing
benefits, there is strong public and congressional opposition to chang-
ing the tax treatment of social security. A resolution expressing the
sense of the Senate that the Congress not enact legislation taxing social

seciuritylbenefits-pussed 98-0 on July-14, 1981--

(2) Beneft Reductions

There are only two types of benefit modifications seriously being
proposed to eliminate the long-range deficit-raising the retirement

age, and reducing the initial benefit levels for workers coming on the

social security rolls in the future below amounts expected under pres-
ent law.

(a) Raising the retirmvent age
To curb the growth of social security expenditures, interest has also

been focused upon reversing the trend to early retirement.
Three approaches for extending the age of retirement were intro-

duced in 1981. One was to raise the statutory age for full benefits, and
also raise the age of eligibility for early retirement benefits in tandem

(as in S. 484/S. 1536). A second approach was to raise the age for full

benefits, retaining the current early retirement age of 62, but with

lower benefits than under current law (as in H.R. 3207). A third ap-

proach was to leave the statutory age for full benefits at age 65 but to

reduce the benefits paid for early retirement at ages before 65 (as in the

administration proposal). Proposals for raising the age of eligibility
normally phase in these changes gradually over a long period of time,

beginning in 10 or 20 years. The following table illustrates the effect
of these three proposals on the benefits of people retiring at the ages
shown.

TABLE 4.-PERCENT OF FULL SOCIAL SECURITY BENEFITS BASED ON AGE AT RETIREMENT, CURRENT LAW, AND
REFORM PROPOSALS

H.R. 3207 S. 484/S. 1536 Administration
Current law (effective 2000) (effective 2012) (effective 1982)

Age at retirement:
62--------------------------- -- 80.0 70----------5

63------------------------------ 86.7 70 85---------7

64--------------------------- 93.3 76 ------------------ 100
65-------------------------- 100.0 88 82 103
66-------------------------- 1103.0 88 88 103
67--------- ---------------- 1106.0 94 94 106
68----------------------------- 1109.0 100 100 109

I Effective for beneficiaries retiring in 1982 or thereafter.

All three national advisory commissions-the Advisory Council on

Social Security, the National Commission on Social Security, and the

President's Commission on Pension Policy-recommended that the

age for full benefits be raised from 65 to 68, after a long phase-in

period.
Raising the retirement age is usually favored as a means for reducing

expenditures in the future because of its long phase-in period and be-
cause of its correspondence with expected changes in life expectancy,
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CHART 7

PERCENT OF FULL SOCIAL SECURITY BENEFITS RECEIVED
BASED ON AGE AT RETIREMENT

CURRENT LAN AND REFORM PROPOSALS

- S. 1536 (CHILES)

------ CURRENT LAW

I Il l i l l
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H- R. 32.7 (PICKLE)
----- CURRENT LAW
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AGE AT RETIREMENT

72 74

- ADMINISTRATION

------ CURRENT LAW

66 68
AGE AT RETIREMENT

health, and labor supply. This approach would appear to commit the
Nation to a policy of maintaining older workers in the labor force.
The arguments in favor of raising the retirement age usually mention
that the long leadtime will enable those affected to change their retire-
ment expectations, and will enable Congress to design related initia-
tives to develop job opportunities for older workers, reduce early re-
tirement incentives, and improve income programs for the disabled
and unemployed. Supportive arguments also point out that raising the
retirement age is justified because Americans are, on average, living
longer. A shift to age 68 would be at least equivalent to-and perhaps
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longer than-the duration of retirement envisaged when the age was

first set at 65 back in 1935.
In addition, current preferences for early retirement may be natu-

rally reversed in the future. Demographers project the development of

labor supply shortages toward the end of this century which will lead

to an increase in the demand for older workers. Today's younger work
force may simultaneously want to worklonger thanrToday's generation

of retirees. On average, they entered the labor force later, have devel-

oped higher levels of education and skills, and have worked in less

physically demanding occupations than their elders. Raising the re-

tirement age could well conform to this change in preference for work

in later years.
Opponents of an increase in the retirement age emphasize that while

this approach results in a large reduction in future benefits for future

retirees-particularly for those retiring early-it may leave the bene-

fits of most dependents and survivors untouched. The net effect of this

change would be to make even greater the redistribution of benefits

from single workers to workers with large families.
In addition, there is a conflict between this policy and the current

trend toward early retirement. It can well be contended that in the

future, as workers realize higher real incomes and improved retire-

ment incomes, they will choose to work less and not more.
Finally, an increase in the retirement age would have dispropor-

tionate effects on different categories of workers. There are many cate-

gories of workers-primarily those in hazardous or stressful occupa-
tions-who will need to maintain the option to retire early. There will

continue to be workers with poor health, low skill levels, and inconsist-
ent work histories who will either be unable to work or will be unable

to find employment when they are older. For those who can work

longer, primarily the white collar and professional workers, raising
the retirement age will not affect their monthly benefit amounts. But
for the worker who can not work longer, this proposal will substan-
tially reduce the amount of his monthly benefits unless provision is
made elsewhere (such as in the disability program) for early retire-
ment for age or health related reasons. In short, the low-income por-
tion of the labor force will suffer most.

(b) Changing computation of initial benefits
Besides raising the retirement age, other major proposals to curb

the growth of benefits are the proposals to decrease the replacement
rates by altering the adjustment of the bend points in the benefit
formula.

Proponents of reducing the replacement rate usually believe that

high social security benefits have discouraged people from deferring
consumption and saving for retirement during their working years.

Were social security benefits reduced, there would not only be greater

incentive to save, but also greater incentives to develop adequate pen-
sion coverage and benefits. Proponents of reducing the replacement
rate may also point to the equity of this approach-it tends to affect

benefits of all workers and dependents relatively equally and does not

alter the progressive benefit structure of social security.
Opponents of reducing replacement rates usually argue that social

insurance programs in a normal economy can provide better or equv-
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alent benefits with less risk to the average worker than can pensions
or investments. In addition, social security can provide an adequate
replacement rate to the lowest wage workers who are unlikely to have
pension benefits or savings. Since social security can provide a secure,
low-risk foundation for building a retirement income portfolio for
the average worker, and it can provide an adequate retirement in-
come for the low-wage worker, public policy should be directed to-
ward increasing public confidence and support for the system and
not toward reducing the adequacy of future benefits.

Modifying bend points in benefit formula.-The social security ben-
efit formula is weighted to pay relatively higher benefits to lower-paid
workers than to higher-paid ones. This is accomplished by applying
a three-bracket benefit formula to the worker's average indexed
monthly earnings. To be precise, the formula for persons attaining
age 62 in 1981 is equal to the sum of 90 percent of the first $211
of average indexed monthly earnings, plus 32 percent of the amount
between $211 and $1,274, plus 15 percent of the amount in excess of
$1,274. The dollar amounts at which the percentages change are called
"bend points," and these are automatically increased each year-for
the group of persons attaining age 62-then by the percentage of in-
crease in national average wages.

The administration proposed that, during the 6 years 1982-87, the
dollar amounts of the bend points should be increased by only half
of the percentage increase in national average wages, instead of by
the full percentage increase in wages. After 1987, the bend points
would again be indexed by 100 percent of the change in national
average wages.

The effect of this change would be to reduce relative benefit levels
by 10 percent below current law.

CHART 8

RELATIONSHIP BETWEEN EARNINGS AND SOCIAL SECURITY BENEFITS
CURRENT LAW AND BEND POINT PROPOSAL
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Source: Office of the Actuary, Social Security Administration,
June 12, 1981.
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The replacement rate-the actual benefit payable as a percentage
of the gross pay received just before retirement at age 65-for a worker
with a history of average earnings is, under present law, about 41 per-
cent or 42 percent. If this revision in the calculation procedure went
into full effect-in 1987 and later-the replacement rate would be
about 37 or 38 percent. The administration's bend point proposal would
save an estimated 1.30 percent of taxalpayroll, far more thathe
(also substantial) 0.85 percent of payroll saved by penalizing early
retirees.

CHART 9

AVERAGE REPLACEMENT RATES FOR SOCIAL -ADMINISTRATION PROPOSAL
SECURITY BENEFITS-CURRENT LAW AND
ADMINISTRATION PROPOSALS, 1953-2030 CURRENT LAH
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Source: Social Security Administration, "Historical Replacement Rates for
Steady Workers" and "Projection of Replacement Rates for
Steady Workers". June, 1981.

Price indeing.-Another long-term option is to lower future social
security costs by having the initial benefit rise somewhat more slowly
than under current law. Under current law, initial benefits rise at the
same rate as average wage levels-so that future retirees will receive
about the same proportion of their preretirement incomes in benefits
as today's retirees. Under a price indexing proposal, past earnings and
the (bend points in the formula would be adjusted for price instead of
wage increases. If wages continue their historical tendency to outstrip
prices in the long term, an individual's earnings would rise faster than
the adjustments in the benefit formula. Rising earnings would increase
the absolute amount of the benefit. But the discrepancy between rising
earnings and increases in the formula would have the effect of pushing
individuals into higher brackets where the replacement rate is pro-
portionately lower. The size of the benefit would decline in relation-
ship to preretirement earnings, and would not fully reflect improve-
ments in living standards during working lifetimes.

Price indexing would reduce future increases in total benefit ex-
penditures, and roughly offset the effect on benefit costs of the aging
population. Benefits would still be protected for inflation, but would
not keep up with the rising standards of living. As a result, although
initial real benefits would continue to rise, replacement rates would
decline in an unpredictable fadhion. If Congress did not legislate ad



hoc social security benefit increases, and if workers did not supplement
their social security income with expanded savings and private pen-
sions, substantial adjustments in living standards might be required of
retired persons.

Current law provides stable replacement rates. The administration's
bend point proposal would lower the replacement rates by roughly
10 percent below what they would be under current law after 1990,
and then stabilize them at the lower level. Price indexing would lower
replacement rates to a variable degree-probably to around 25 per-
cent-30 percent for the average worker in the next century.

C. COMMISSION REPORTS AND HEARINGS

Although there were several occasions during the year when Con-
gress seemed ready to address the financial condition of the social
security system in comprehensive fashion, no comprehensive bills
were ever reported out of committee. However, active discussion of the
social security reform options was carried on during the year through
commission reports, legislative proposals, and committee hearings.

1. COMMISSION REPORTS

Discussion of the options for reform of the social security system
began with the release of final reports from two commissions: The
President's Commission on Pension Policy, which reported in Feb-
ruary 1981, and the National Commission on Social Security, which
reported in March 1981.

The commissions agreed on several changes in social security to
improve its financing, including: Authorization of interfund borrow-
ing among the three trust funds, a gradual increase in the age of
retirement from 65 to 68, and an extension of mandatory social secu-
rity coverage to Government workers. Both commissions also called
for an improvement in the special minimum benefit which is paid to
long-term workers with low earnings.

A. THE PRESIDENT9S COMMISSION ON PENSION POLICY

The President's Commission was established in 1979 by President
Carter to conduct a study of the Nation's pension system and make
recommendations for the future course of national retirement income
policy. The Commission's final report, entitled "Coming of Age:
Toward A National Retirement Income Policy," submitted to Presi-
dent Reagan and the Congress in February 1981, made recommenda-
tions for changes in employee pensions, social security, employment
and public assistance policy. The Commission found as a general
conclusion:

The social security system generally has been successful in
providing at least a minimum floor of income protection for
retired and disabled workers and their dependents. How-
ever, current economic conditions and long-run demographic
trends may be threatening the ability of the system to meet
these commitments in the future. In addition, there are prob-



lems in benefit delivery today because social security cover-
age is not universal for all workers and the benefit structure
has not adapted to changes in family work patterns.

Recommendations for changes in social security were as follows:
Financing:
-Authorize-interfund borrowing amongthe QASI, DI, and HI

trust funds.
-Accelerate the schedule of payroll tax increases.
-Gradually increase between 1990 and 2002, the age of eligibility

for full benefits from 65 to 68, the age for early retirement bene-
fits from 62 to 65, and make disability benefits available up to
age 65.

Universal social security coverage:
-Extend mandatory social security coverage to all new Govern-

ment and nonprofit employees who would otherwise not be covered,
with the exception of certain religious groups.

-Eliminate benefit gaps and unintended subsidies to workers who
have not had substantial social security coverage.

-Eliminate the option for Government and nonprofit groups to
withdraw from social security coverage, encourage these groups to
elect coverage.

Tax treatment and earnings test:
-Treat social security contributions and benefits for tax purposes

similar to other retirement income programs; taxes on contribu-
tions should be deferred, benefits should eventually be subject to
taxation.

-Phase out the social security earnings limit as the new tax treat-
ment is phased in.

Spouses benefits:
-Allow earnings sharing at the time of divorce; allow surviving

spouses to inherit earnings credits; restrict earnings sharing to
retirement and survivors benefits.

Special minimum benefit:
-Improve the social security special minimum benefit which is pro-

vided to long-service, low-pay workers, and offset it for employee
pension income.

Family benefits:
-Re-examine, and make more rational, the student, young parent's,

and parent's benefits.
Indexing of benefits:
-Continue to provide full adjustments in social security benefits,

once received, for increases in prices.

B. NATIONAL COMMISSION ON SOCIAL SECURITY

The National Commission was authorized under the Social Security
Amendments of 1977 to make a comprehensive study of the social
security program. The Commission's final report. entitled "Social
Security in America's Future." was submitted to President Reagan
and the Congress in March 1981. The Commission found that:

* * * the social security system is sound in principle and,
of all alternatives, is the best structure of income support for



itie United States. The major alternatives to social security
are either too costly or offer insufficient assurance that income
will be there when workers need it. Others are too limited in
coverage or in benefits. All would cause serious problems in
the course of making the transition from the present system.

Of all sources of retirement, disalbility, or survivorship
income, social security has the best potential for stable real
income, especially in times of economic adversity. Social
security provides a combination of features that, as a pack-
age, are not matched by private pensions or annuity plans:
early vesting, 'automatic indexing to inflation, portability of
earnings credits from job to job, benefits to family members,
and exemption from taxes.

From its beginning, social security has been an integral
part of an American plan under which Government and the
private sector cooperate to replace lost income. Since the
1930's, social security, private pension plans, and personal
savings have, in concert, achieved an ever-increasing high
level of security for the citizenry, while preserving its incen-
tive for a productive life.

The existing social security benefit formula is generally
satisfactory for middle- and high-income workers. When com-
bined with the increase in the special minimum benefit and
improvements in supplemental security income (SSI), the
current formula would also yield a basic floor of protection
for those at the lower end of the economic scale * * *

Over the past few years, however, problems have arisen
with social security that have generated widespread and in-
creasing concern. As benefits have increased and the system
has "matured"-i.e., the first age group of workers completed
a full career in employment covered by the program-the
fund built up over earlier years -has diminished. Current cash
benefits are funded almost entirely from current payroll taxes.
A combination of inflation and unemployment has forced a
drawing down of the social security trust funds, to levels very
close to the margin of safety. So essential has the arrival of
the social security check become in so many American homes,
that for the system to run dry, even for a month, would pro-
duce panic as well as hardship * * *

At the other end of the ase spectrum, many elderly citizens
feel that their social security benefits, even when combined
with their income from other sources, are inadequate to meet
their basic financial needs and obligations. For many, social
security is their only significant source of retirement income.
Others, who defer retirement beyond 65, feel their added
work effort is not sufficiently rewarded because of the earn-
ings test in the social security program.

In addition, changes in the economic and social roles of
many American women have called into question the ade-
quacy and eouity of a structure of benefits developed at a
time when the overwhelming majority of 'married women
were homemakers, and female economic dependence was the



rule rather than the exception. And while the public con-
tinues to give the Social Security Administration a high rat-

ing for efficiency, service, and courtesy compared with other
Government agencies, the very size and scope of the pro-
gram, as well as the new kinds of programs with more com-
plicated eligibility standards, have put a strain on its staff.
ts ytems operatis inust bumudernized in order to-ensure -
timely and accurate payment of benefits in the future.

The National Commission made a total of 88 recommendations for
changes in social security, the major ones being:

Financing social security and medicare:
-Adjust the tax rate schedule for OASDI over the next 75 years

to maintain, on average, a contingency reserve of 1 year's outgo.
-Finance one-half of the hospital insurance program from general

revenues, beginning in 1983, using a surcharge on the income tax.
-Adjust the tax rate schedule for the remaining half of hospital

insurance over the next 75 years to maintain, on average, a con-
tingency reserve of 1 year's outgo.

-Use the reduction in HI payroll tax rates to finance OASDI.
-Authorize borrowing among the OASI, DI, and HI trust funds

on a permanent basis.
-Authorize emergency borrowing by any of the trust funds from

the General Treasury until the end of 1985.
Retirement age under social security:
-Gradually increase the age of eligibility for full benefits from 65

to 68 between 2001 and 2012, and increase corresponding mini-
mum ages by 3 years over the same period.

-Provide larger increases in benefits for delayed retirement.
Earnings limitation:
-Retain the earnings limit and the current age of exemption from

the earnings limit (age 72).
-Provide a refundable tax credit, increasing with age, to partially

offset the effect of the earnings limit on social security benefits.
Benefit amounts:
-Increase the maximum family benefit in disability cases to the

smaller of (a) 80 percent of the individual's high 5 years indexed
earnings, or (b) the family maximum for OASI benefits.

-Change the special minimum benefit by increasing the maximum
number of creditable years by 5 years and permitting up to 10
child care years as creditable.

-Reduce automatic benefit increases when prices rise more rapidly
than wages for 2 consecutive years for the excess of prices over
wages, with a retroactive "catch-up" in future years if wages rise
more rapidly than prices.

-Eliminate the "windfall" portion of benefits arising from periods
of noncovered employment for future beneficiaries.

Miscellaneous benefit provisions:
-Suspend student benefits for months when the beneficiary is not

attending school full time.
-Divide total benefits equally between two spouses when either

spouse elects to receive a separate benefit check.
-Eliminate marriage and remarriage as conditions for termination

of benefit entitlement.



Universal social security coverage:
-Extend mandatory social security coverage to all Government em-

ployees not now in a retirement system, and extend mandatory
hospital insurance coverage to all Government employeesffec-
tive in 1982.

-Extend mandatory social security and hospital insurance cover-
age to all employees of nonprofit organizations, except certain
religious groups, in 1982.

-Extend mandatory social security coverage to all Government em-
ployees now in a retirement system in 1985.

-Eliminate the option for State and local governments and non-
profit organizations to withdraw from social security coverage.

Other recommendations:
-Raise minimum earnings requirements for coverage for self-

employed, domestic workers, and casual laborers.
-Extend payroll tax coverage to payments made directly by an

employer to an employee on account of sickness for periods up to
6 months.

2. ComxrrrEE ON AGING HEARINGS

On May 12, 1981, the administration announced its proposals to re-
solve the financing problem in social security. These proposals were
actively debated in Congress, even though they were never formally
introduced as legislation. The administration proposals were a subject
for extensive discussion in hearings throughout the summer of 1981.
In the Senate, hearings on social security were conducted by the Com-
mittee on Finance and by the Special Committee on Aging. The Com-
mittee on Finance held 3 days of hearings in July, considering a broad
range of options for reform.

The Special Committee on Aging held four hearings on financing
issues in social security in response to the administration reform pro-
posals. The hearings began in June, with consideration of the short-
term financing problem, and ended in September, with a review of
options to resolve the long-term financing problem. In the second and
third hearings, the committee considered two factors which contribute
to these problems: early retirement and the automatic cost-of-living
adjustments. In addition, the committee held hearings in Illinois and
Arkansas which addressed social security problems.

A. SHORT-TERM FINANCING ISSUES

The Aging Committee met on June 16 to review the dimensions of
the immediate financing problem in social security and get beyond the
rhetoric of imminent bankruptcy and financial collapse. Four experts
appeared before the committee and explained their views on the dimen-
sions of the short-term deficit.

Senator John Heinz, chairman of the committee, opened the hearings
by pointing out that although the first hearing was focused on the
short-term problem, it was important to view that problem in the con-
text of the overall mission of the Congress to assure adequate financing
for the social security system to meet both its present and future obli-
gations. He stated the purpose of the hearing was to clearly define the
dimensions of the immediate financing problem. He noted there was



considerable confusion regarding the magnitude of the shortfall

over the next 5 years. Differences in estimates of the shortfall resulted

from the variations in the economic forecasts used, and disagreement

over the amount of trust funds which should be held in reserve to

buffer against economic fluctuation. It was noted that before options

for increasing trust fund reserves could be considered, a clear under-

standing was needed-ofthe minmum illowablereserves and the cost

to the system of developing those reserves.
The hearing focused on the risks that would be involved in using

various economic forecasts and trust fund reserve targets in deter-

mining the amount of added savings or revenues needed to assure ade-

quate short-term financing. Robert Myers, Deputy Commissioner for

Programs for the Social Security Administration, suggested that the

Congress should "hope for the best, but plan for the worst" in respond-
ing to the short-term problem. He advocated the use of pessimistic eco-

nomic assumptions to ensure there will be adequate reserves to meet

benefit payments.
Mr. Myers pointed out that the social security trust funds should

never be allowed to decline to less than 14 percent of the amount the

system can be expected to pay out during the given year. He recom-

mended that the minimum fund ratio at the beginning of a year should

be between 20 and 14 percent, and over the long run, it should be built

up to 50 percent.
The net effect of this approach is to anticipate the need, in the worst

case, for over $100 billion in added revenues or savings between 1982
and 1986.

Dr. Henry Aaron, senior fellow at the Brookings Institution, and
former chairman of the 1979 Advisory Council, stressed the need to

buffer the social security system against short-term economic fluctua-

tion. Recent economic events have depleted reserves so much that they
now are inadequate unless the economy performs better than it is rea-

sonable to expect. He therefore recommended legislative planning on
the basis of economic assumptions that are somewhat less favorable

than our best guess of the future. He also advised that buffers be built

into the system so that it is less sensitive to poor performance of the

economy than it is today.
Dr. Aaron suggested the financing of the system would be less sensi-

tive to economic changes if :
-Benefits were indexed to the lesser of the rate of growth in wages

or prices, or
-The trust funds were granted authority to borrow from the Treas-

ury when reserves sink to unacceptably low levels, or
-General revenues were used to finance part of the system.
Without buffers in the system, it will be necessary, as Dr. Aaron

pointed out, to maintain adequate trust fund reserves by either in-

creasing revenues or reducing benefit payments. Dr. Alice Rivlin, Di-

rector of the Congressional Budget Office, and James Swenson, chair-

man of the committee on social insurance of the American Academy

of Actuaries, discussed the reserve margin which should be main-

tained over the next few years. and the costs of maintaining this mar-

gin. Dr. Rivlin commented that reserves equal to 9 percent of annual
outlays was the absolute minimum necessary in order to insure the



continued flow of benefit payments. She also noted that studies have
shown balances of 60 to 100 percent of outlays are needed to make
sure that there are sufficient trust fund reserves to withstand a reces-
sion slightly more severe than that which occurred during the 1974-75
period.

She estimated that $80 to $130 billion in additional funds would be
needed by the social security system to reach a level of 50 percent of
outlays by 1986. A reserve of 25 percent would also be above the ab-
solute minimum needed and would require $11 to $54 billion in added
income or reduced benefits over the 1981 to 1986 period. Dr. Rivlin
said, however, this level of reserves would not be adequate to weather
a downturn in the economy.

Mr. Swenson suggested that a reserve of 25 percent of payouts was
"a minimally acceptable reserve level" in combination with a buffer
or "safety-valve" provision, like indexation of benefits for the lesser
of wage or price increases. Under these circumstances, the Congress
could rely on "best-estimate" or middle-range economic forecasts,
rather than pessimistic forecasts, in estimating the size of the deficit.
Maintenance of the 25-percent minimum reserve level, under best
estimate assumptions would require approximately $65 billion of ad-
ditional taxes or benefit reductions between 1982 and 1986.

B. EARLY RETIREMENT

In the second hearing on social security, on June 18, the committee
heard from four witnesses testifying on the incentives for early re-
tirement and the impact of early retirement on social security fi-
nancing. The administration's May 12 social security proposals, which
would have reduced benefits for early retirement, raised the issue of
the impact of a trend toward increasing early retirement on the so-
cial security trust funds. Since 1960, the proportion of men aged 60
to 64 participating in the labor force has dropped from 81 to 61
percent.

Senator John Heinz, in opening the hearings, suggested that while
increasing numbers of older workers are taking early retirement, many
of them would like to continue working. He emphasized the importance
of enabling older persons to choose freely when to work and when to
retire. He called for a closer look at private pensions and personnel
policies in order to identify discriminatory obstacles which force older
workers into early retirement, and new approaches to promote reten-
tion policies and new employment opportunities for older workers.

Dr. Robert Clark, associate professor of economics at North Caro-
lina State University at Raleigh, provided some background informa-
tion on the trend toward early retirement and the structure of incen-
tives influencing this trend. In the area of employer pensions, Dr.
Clark discussed three features in pension plans which encourage work-
ers to retire early. First, there is a point in most pension plans after
which continued work does not increase the value of an individual's
pension benefit. Second, in many plans, an individual can elect to re-
tire early and receive pension benefits without any penalty in the total
value of th'eir pension benefits. Third, with some pensions, primarily
Federal civil service and social security, which provide full cost-of-
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living adjustments, it is possible that the value of pension benefits can

increase more ra idly than wages when the economy is sluggish.
Dr. Clark further pointed out that liberalization of social security

benefits over time has helped foster the trend toward earlier retire-

ment. However, the effects of social security on an individual's retire-

ment decisions may today be somewhat contradictory, since social secu-

rity both penalizes anibsidizes cuntined wmrk.-The-penaty comes
through the earnings test which is in effect a 50-percent tax on earn-

ings. However, an individual working longer can improve his benefit,

and actual monthly benefits are higher if retirement is delayed.
Anna Rappaport, an actuary and vice president of William M. Mer-

cer, Inc., Chicago, Ill., discussed the difficulty of drawing the line be-

tween work and retirement, since many people continue to earn some

income and collect pension benefits as they grow older. Ms. Rappaport

emphasized the need to provide options for part-time work and flexi-

ble work schedules, and to develop a gradual rather than abrupt form

of retirement. She called for public policy to recognize and support

a cyclical life pattern which would enable people to alternate periods

of work and leisure throughout their lives.
Additional thoughts on the incentives and disincentives to early

retirement were provided from the perspective of management and

labor by Daniel Knowles, vice president of personnel and administra-

tion at Grumman Aerospace, Inc., and by Howard Young, director of

the social security department of the United Automobile Workers.

C. COST-OF-LIVING ADJUSTMENTS

In the Aging Committee's third hearing on social security on

June 24, 1981, the committee heard testimony from three witnesses

on the question of changing the method used in determining the an-

nual cost-of-living adjustment in social security benefits. In May, the

Senate approved by a vote of 49 to 42, a provision in the First Con-

current Budget Resolution, later dropped in conference, which would

have indexed social security benefits for the lesser of the increase in

wages or prices. This vote was a reflection of a growing interest in the

Congress in controlling the rapid growth in social security benefit
payments.

The purpose of the Aging Committee's hearing was to review the

arguments for and against changes in the cost-of-living adjustment

in light of their impact on the adequacy of retirement income. At the

heart of this controversy is the contention that the Consumer Price
Index, because of peculiarities of its construction, has risen more
rapidly in recent years th.n the prices actually paid by the average
consumer. However, even if the social security benefit is adequately

adjusted for inflation, much of the income retirees and their families

depend upon is not. Few private pension plans have automatic cost-
of-living increases. Most plans provide ad hoc pension benefit in-
creases which rarely keep pace with inflation. In addition, earned

income for the elderly has dropped significantly over the past decade.

Despite these shoAcomings in retirement income programs, there
can be no denying that automatic cost-of-living indexing, at least
the way it is currently structured, is producing serious problems in
the financing of social security benefits. A 14.3-percent increase in
benefit payments in 1980 cost the social security system over $16.8



billion a year. This increase in payments came at a time with unem-
ployment at 7.1 percent and wage growth at only 9.1 percent, which
together slowed the rate of increase in revenues.

The three witnesses agreed that the Consumer Price Index (CPI)
was not an accurate measure of inflation, but disagreed on whether
or not it should be revised. Joseph Minarik, research associate from
the Brookings Institution, called the present indexation system inac-
curate and urged that the Consumer Price Index be revised. James
Storey, director of the Income Security and Pension Policy Center
at the Urban Institute, questioned whether the CPI could be improved
to be a satisfactory tool for indexing benefits. Inevitably, there is no
way a price index which reflects composite prices of a standard set of
goods can accurately measure the level of well-being for a particular
group of people. He questioned whether a revision in the CPI would
necessarily improve it, quoting a recent report: "'There is no unique
indisputable yardstick' for indexing Federal benefits." James Hack-
ing, assistant legislative counsel from the National Retired Associa-
tion/American Association of Retired Persons, opposed alterations
in the construction of the CPI merely for the purpose of slowing the
rate of increase in the index. He emphasized that studies have shown
that the rate of inflation revealed fhrough the CPI and the rate of
inflation in a typical elderly market basket are very similar. While
the elderly are overcompensated for increase in the price of homes,they are undercompensated for increases in the price of food, fuel,and medical care.

All three witnesses agreed that, even with adequate or overgenerous
indexing in social security benefits for inflation, the elderly were still
experiencing a decline in their purchasing power overall, since only
60 to 70 percent of the total income of the elderly is protected from
inflation. Mr. Storey cited an Urban Institute study that had shown
that between 1974 and 1980, the real income for the aged declined 7 to
8 percent for older married couples and 3 to 4 percent for single
individuals.

On the issue of whether there should be a change in the method of
making cost-of-living adjustments, there was also disagreement. Mr.
Minarik advocated a revision in the CPI, and if necessary, adjustment
for wage increases when the economy was stagnating, with a "catch-
up" provision to pay back beneficiaries when the economy improved.
Mr. Storey opposed changes in the COLA, but remarked that if it
were absolutely necessary, Congress should adjust benefits for a pro-
portion of the full CPI. This reduction would compensate for any
inaccuracies in the CPI. Mr. Hacking opposed any changes in COLA's,noting that retirees, because they are not wage earners and have many
fixed components to their income, have no expectations for recouping
the inflation losses they have already incurred and will continue to
incur as long as inflation persists.

He pointed out that the elderly's real income situation and their
standards of living are declining and poverty rates among them are
rapidly escalating despite the provision of relatively full cost-of-living
increases by the major income support programs.

Mr. Hacking warned that curtailing increases in any manner, es-
pecially by a relatively permanent change in the indexing through
use of a wage or overall cap or a revised CPI, could easily reduce the
nation's elderly to the economic level that prevailed a decade ago, when
one out of every four of them were below the poverty level.



D. LONG-TERM FINANCING

The September 16, 1981, hearing, "Social Security Reform and Re-

tirement Income Policy," concluded the series of four hearings on so-

cial security. In this hearing, the Aging Committee reviewed the

nature of the long-term financing problem and assessed the impact on

reTirement income of two wideirdiseussed- proposals to-improve the-

long run financial condition of social security: raising the retirement

age and reducing social security replacement rates.
Five witnesses testified before the Committee. Joseph Anderson

from the research firm, ICF, Inc., discussed the causes of the long-run
problem. He emphasized the increasing number of years individuals
are drawing benefits from social security as a result of increasing
average life expectancy at retirement, and earlier average retirement

ages. Increases in life expectancy are expected to continue in the
future. He pointed out that the long-term problem was not an economic

problem, so improvement in the economy will not resolve the deficit.

He pointed out that the solutions to the problem are either to raise
taxes significantly, find other revenues, or reduce future benefits.

Alicia Munnell, vice president of the Federal Reserve Bank of Bos-

ton, and Peter Diamond, professor of economics at Massachusetts In-

stitute of Technology, discussed the relative advantages and disad-
vantages of raising the age of eligibility for full benefits in social
security from 65 to 68, as opposed to reducing the proportion of pre-
retirement earnings paid in social security benefits (reducing the re-

placement ratio). Dr. Munnell pointed out that the burden of a large

dependent, aged population, is inescapable and if it is not supported
through social security, the working population will probably end up
providing equivalent support through some other program. "If you
have to cut the program," she concluded, "I argue for extending the
retirement age provided you have a good additional program to pick
(those who cannot retire later) up." She indicated that proposals like

the President's proposal to lower benefits for future retirees by 10 per-
cent across the board would hurt half of the population which does not

have access to private pension plans and will not have access to private

pension plans in the future.
Professor Diamond pointed out that raising the retirement age was

equivalent to a benefit cut. He added that it was a bad way to design
the benefit cut because it made large cuts for early retirees and small

benefits cuts for those retiring late.
He also emphasized that those retiring early are a particularly

vulnerable population, i.e., people with health problems not severe

enough to receive disability benefits and people with long-term unem-

ployment. Noting that no other programs exist to deal with these

people, he concluded that a decision to reduce future benefits through
a change in the benefit formula could be more directly targeted by
Congress.

The final panel for the hearing consisted of Peter McColoiio(h. repre-

senting the President's Commission on Pension Policy, and William

Greenough, representing the Committee for Economic Development.

Both groups called for an increase in the social security retirement

age. They stressed, as had Dr. Munnell, that life expectancy was 3 years



longer on average than when the social security program was in-
augurated. With most people working in less stressful jobs, and an ex-
pected shortage of labor in the future, it makes sense to expect those
due to retire in the next century to work longer. Mr. McColough ex-
pressed the view that the financial problems of social security and the
Nation's elderly cannot be solved by looking solely at the social security
system. He concluded that the role of private pensions should expand
in the future, but that expanded coverage under private pensions
would require a mandate from the Government.

Mr. Greenough agreed that expansion of private pensions was an
essential condition of adequate retirement income in the future. How-
ever, he concluded that firms could be expected voluntarily to expand
private pension plans in the future to cover a larger proportion of the
population.

Senator Heinz emphasized the need to respond to the long-term
deficit:

We do not know for certain whether the demographic pat-
terns that we forecast today are going to take place, but they
are our best guess and as such we would 'be well-advised not
to ignore them * * * It is my feeling that it would be a mis-
take for the Congress to simply decide that * * * we have to
make the social security system totally sound for the year
2050 * * * By the same token, for us to ignore these trends
and not take any action * * * would be, in my judgment,
equally short-sighted and dangerous.

E. HTEARINGS IN ILLINOIS AND ARKANSAS

With the intention of soliciting the perspective of retired workers
and members of the business and labor communities on the options
available to strengthen the social security system, Senators Charles
Percy and David Pryor conducted Committee on Aging hearings in
Illinois and Arkansas during the year.

(1) Illinois
In Evanston, Ill., Senator Percy and the Deputy Commissioner of

the Social Security Administration described the funding problems
faced by social security during the next several years.

Members of the Illinois Chamber of Commerce described the prob-
lems of small and large businesses with "ever-increasing costs of group
insurance and social security," and testified in favor of requiring
social security coverage of Federal, State, and local government em-
ployees, modifying the social security cost-of-living adjustments, and
enacting interfund borrowing to relieve the short-term funding prob-
lem. To help prepare for the longer-range future, business community
witnesses generally supported measures which would discourage early
retirement and raise the age at which full benefits would be available
from 65 to 68.

Witnesses representing labor and the elderly stressed the significant
role which social security benefits play in economic security for retired
workers. Many acknowledged that some actions would need to be taken



to avert funding problems both for the short and for the long term,

but, as one witness said:

Hopefully this can be done in a manner that will cause the

least harm to the smallest number of people and accomplish
it without breaking faith and trust with the people.

A. number of Witnesses exp fyenthough-the-short=
term social security problem might be easily manageable, the need

to make adjustments very soon might be used to make unnecessary
benefit cuts. While most witnesses did not directly endorse changing
the social security retirement age, many felt that some steps could

be fairly taken to discourage early retirement.

(2) Arkanwas

A May 1981, hearing in Rogers, Ark., focused on the effect changes
in social security retirement age policies might have on work and in-

come for those over the age of 65.
Witnesses who were currently receiving social security retirement

benefits described their desire to continue working, and their dis-

couragement at not being able to find jobs. Most stressed elimination

of the social security earnings test and development of new job op-

portunities for older workers as needed policy changes.
A consultant with the Arkansas Industrial Development Commis-

sion described why proposals for reducing social security early retire-

ment benefits and raising the age for social security eligibility "set off

alarms" to many Arkansas employers. They fear (1) that the rate of

worker progression would be slowed, (2) that a generally older work

force would raise fringe benefits and workmen's compensation costs,

and (3) that a lessening of dexterity and coordination with age would

lower productivity in the "assembly line oriented" industries which

form a large part of Arkansas employment.
A University of Arkansas psychologist described research which

found older workers fully capable of working with job performance

equal to younger workers. He also described, however. "massive

problems" for older job seekers, including: (1) Lessened mobility,

prohibiting movement from town to town or city to city to take

available jobs, and (2) less formal education than younger workers,
making their skills less suitable in an increasingly technical job nool

and most often employed in declining industries, where job availability
is lower every year.

All witnesses urged rapid and close attention, on the part of both

government and business, to develoning alternative work modes for

older workers, emphasizing special skill utilization.

D. LEGISLATION IN 1981

Although there was a great deal of discussion of a comprehensive

legislative package to resolve the financing problems in social security,
no bills were ever reported out of committee that addressed com-

pletely either the short- or the long-run financing problems. Instead,

congressional action on social security was confined to benefit changes
to reduce fiscal year 1982 budget outlays, as part of the Omnibus



Budget Reconciliation Act of 1981 (Public Law 97-35), and minor
revenue changes attached to the bill to restore the minimum benefit
(H.R. 4331), enacted as the Social Security Amendments of 1981
(Public Law 97-123).

The year began with an intense interest in finding comprehensive
solutions to social security's financing problems. By the end of May,
there were three major bills in the Congress, and an announced set of
proposals for reform from the administration. However, work on the
budget and tax legislation took priority, and discussion of changes in
social security began largely in the context of the need for budget sav-
ings. The Omnibus Budget Reconciliation Act of 1981, including sev-
eral changes in social security benefits, was signed by the President in
August. Meanwhile, growing public opposition to both the administra-
tion reform proposals, and to the provision in the Budget Act elimi-
nating the minimum social security benefit, dampened congressional
enthusiasm for comprehensive solutions to social security's financing
problems.

After the August recess, Congress returned to the issue of social
security financing. This time, however, emphasis was placed on restor-
ing the minimum benefit and enacting only those changes necessary to
delay the onset of the financing crisis. This change in mood led the
President to withdraw the, administration proposals from active con-
sideration in September. At the same time, the President called for
the formation of a 15-member, bipartisan, executive-legislative task
force to find a viable solution to the financing problem. This task
force-the National Commission on Social Security Reform-was
established on December 16. Simultaneously, Congress passed legisla-
tion restoring the minimum benefit for current beneficiaries, and bol-
stering the old-age and survivors insurance (OASI) program for an-
other year. As a result, solutions which had seemed imminent in the
spring were now postponed for at least a year.

1. MAJOR LEGTSLATIVE PROPOSALS

Three bills, introduced in the Congress in the spring of 1981, sug-
gested major changes in the old-age, survivors, and disability insurance
programs to improve their short term and long term financial condi-
tion: S. 484 (Senator Chiles), H.R. 3207 (Representative Pickle), and
H.R. 3393 (Representative Pepper). All three bills incorporated inter-
fund borrowing to extend the solvency of the OASDI fund in the short
term, and included general revenue financing of hospital insurance to
increase revenues for OASDT in both the short and the long run. In
addition, bills introduced by Senator Chiles and Representative Pickle
would have phased in an increase in the social security retirement age
around the turn of the century to avoid the long-run deficit.

A. S. 484/8. 1536

This bill was introduced by Senator Chiles, ranking minority mem-
ber of the Special Committee on Aging, on February 17. The bill con-
tained the following major Drovisions:

Inter fund borrowin.-Would authorize limited borrowing among
the OASI, DI, and HI trust funds. Until fiscal year 1991, a trust fund

89-509 0 - 82 - 8



would be permitted to borrow when the fund had less than 25 percent

of a year's outlay, and would be required to repay the loan, with in-

terest, when its assets exceeded 30 percent of a year's outlay.
General revenue finaneing of HI.-Would allow up to 70 percent of

hospital insurance to be funded from general revenues, beginning in

198, and would reduce the HI a roll tax rate correspondingly.
Payroll tax exemption.-IiWo exempt persons 66 and over and

their employers from payroll taxes, beginning in 1982. Revenue losses

would be made up from general revenues.
Retirement age.-Would raise the age of eligibility for full benefits

from 65 to 68 gradually between 2000 and 2012. It would raise early
retirement age to 65 and age of eligibility for widow (er) s to 63.

Earning8 limitation.-Would eliminate the earnings limitation for

everyone over 65 in 1986 and raise the exempt age from 65 to 68 in tan-

dem with the retirement age.
Minimum beneft.-Would eliminate the minimum benefit only for

new retirees.
Student beneft.-Would eliminate student benefits for new bene-

ficiaries, and would phase out benefits for current beneficiaries over 4

years.
A second version of this bill was introduced as S. 1536 by Senator

Chiles and Senator Inouye in July, which did not include the provi-

sion for general revenue financing of hospital insurance. Neither S. 484

nor S. 1536 were reported out of the Finance Committee, though the

minimum benefit, student benefit, and interfund borrowing measures

were addressed in final social security legislation.

B. H.R. 3 2 0 7

The Social Security Subcommittee of the House Ways and Means

Committee began exploring the system's financing problems in Jan-

uary, leading to tentative approval of over 20 changes in the pro-

gram in April. These proposals were incorporated into H.R. 3207
which was introduced in the House by the chairman of the Social

Security Subcommittee-Representative Pickle-on April 9.
The bill contained the following major provisions:
Interfund borrowing.-Would authorize limited borrowing among

the OASI, DI, and HI trust funds. Until fiscal year 1991, a trust fund

would be permitted to borrow when the fund had less than 20 per-
cent of a year's outlays, and would be required to repay when its as-

sets exceeded 25 percent of a year's outlays.
General revenue financing of HI.-Would permanently reallocate

50 percent of the HI payroll tax rate to OASDI with restoration of

these payroll tax revenues from general revenues.
Retirement age.-Would raise the a re of eligibility for full benefits

from 65 to 68 between 1990 and 2000, but would continue to allow

workers to retire at age 62, paying only 67 percent of full benefits at
this age.

Earnings limitation.-Would lower the exempt age to 71 instead
of 72 in 1982; would lower the exempt age to 68 in 1983; and would
repeal the delayed retirement credit.

Minimum beneft.-Would eliminate the minimum benefit for those

eligible after December 1981.



Student's benefts.-Would phase out students benefits for new
beneficiaries over 4 years beginning with the 1983-84 school year, and
would provide no increases for current beneficiaries.

Parent's benef/t8.-Would terminate benefits for surviving parents
when the youngest child reached 16.

COLA's.-Would move the date for payment of the cost-of-living
increase from July to October by paying half of the 1982 increase in
May and half in October.

Windfall benefts.-Would combine earnings from social security
covered and noncovered employment to calculate average earnings
for purposes of computing social security benefits, beginning with
earnings from 1980.

H.R. 3207 included, as well, several provisions on disability insur-
ance, and a variety of minor administrative adjustments in social
security which would have resulted in savings to the trust funds.

Mark-up of H.R. 3207 was begun on May 6, and on May 13, the
Social Security Subcommittee voted to approve a package of outlay re-
duction proposals, most of which were among the provisions of H.R.
3207, to meet the subcommittee's fiscal year 1982 outlay reduction
target for the budget. The remaining provisions of H.R. 3207,
primarily provisions aimed at the long-run financing problem, were
not reported out of the subcommittee.

On November 4, Representatives Pickle and Conable offered an
amendment in the subcommittee to H.R. 4331 which included three
new proposals for resolving the long-run financing problem, plus six
already approved sections from H.R. 3207 regarding the disability
insurance program. The amendment was directed primarily at the
long-term financial problems facing the social security OASDI pro-
gram, and was composed of three parts which would:

(1) Restrict the increase in the basic benefit formula bend
points to one-half the increase in wages for 3 years, 1983-1985.

(2) Move the age for full retirement to age 66 by the year
2000, with age 62 retirement available at 70 percent of a full bene-
fit and with a full actuarial bonus for those delaying retirement
to age 67 or 68.

(3) Provide that cost-of-living increases be based on the lower
of the increase in wages or prices, beginning in 1983.

The Pickle/Conable amendment would save 1.58 percent of payroll
over the loncw term, compared to a projected long-term deficit in social
security of 1.65 percent of payroll.

This amendment was rejected by the subcommittee.

C. H.R. 3393

This bill was introduced by Representative Claude Pepper, chair-
man of the House Select Conunittee on Aging, on May 1, as part of a
package of five bills on retirement income. The major provisions of
the bill were:

Interfund borrowing.-Would authorize unlimited borrowing
among the OASI, DI, and HI trust funds when any fund had less
than 3 months outlays on hand.

General revenue flnaneinq of HI.-Would fund 70 percent of the
cost of hospital insurance from general revenues, and would shift a
corresponding portion of HI payroll taxes to OASDI.



Earnings limitation.-Would liberalize the earnings limit by reduc-

ing the rate at which benefits are offset at lower levels of earnings.

Delayed retirement credit.-Would increase the delayed retirement

credit from 3 percent (1982) to an average of 5 percent per year.

Specia2 minimum beneft.-Would increase the special minimum

benefit increase the number of countable years by 5 years, and allow

up to 10 chililcare years toBe counted-.
The Pepper bill was not reported from committee.

D. ADMINISTRATION PROPOSALS

The administration announced, on May 12, a package of proposals

that were a dramatic departure from the legislation that had been

introduced in the Congress thus far. Almost all of the major bills in

Congress at the time relied on general revenue financing of hospital
insurance to provide necessary revenues in both the short term and the

long term. In addition, two of the bills included a phased-in increase

in the retirement age to resolve the long term financing problem.

The administration in its proposal rejected both general revenue

financing and an increase in the retirement age. Instead, the admin-

istration relied primarily on targeted reductions in benefits in the short

run, and a slowdown in future benefit increases in the long run, to

resolve the financing problem. The administration, in making its pro-

posals, assumed that interfund borrowing would be enacted. In addi-

tion, the administration proposed that if savings targets were sur-

passed after implementation of their package, the scheduled increases

in the payroll tax rate could be reduced. The major provisions included

in the administration package were:
Early retirement benefts.-Would reduce, effective in 1982, the pro-

portion of the full benefit paid for retirement before age 65. The pro-

portion of the full benefit paid at age 62 would be reduced from 80 per-
cent to 55 percent, with prorated reductions at other ages up to 65.

Primary insurance amount.-Would restrain the increase in future

benefits by making only half of the adjustment in PIA formula bend-

points between 1982 and 1987.
AIME computation.-For those retiring before age 65, it would

reduce the average indexed monthly earnings-the amount used in

computing the basic benefit-by changing the computation point from

age 62 to age 65, thus increasing the total number of years of earnings
averaged.

Child's beneflts.-Would eliminate benefits for children of retired
workers age 62 to 64.

Windfall beneflts.-Would reduce social security benefits for work-

ers with a pension based on earnings from noncovered employment,
with a guarantee that the total social security and pension benefit

would not be less than the present law social security benefit plus 50

percent of the worker's pension.
Maximum family beneft.-Would reduce the OASI maximum fam-

ily benefit for new retirement and survivor cases effective in 1982, by

applying the more restrictive formula for the DI maximum family
benefit to OAST.

COLA's.-Would move the date for automatic increase of benefits
for the cost-of-living from June to September, and change the com-



putation period from first quarter comparisons to comparisons of
annual averages.

Earning8 limitation.-Would raise earnings limitation for benefi-
ciaries age 65 and over in 1983, 1984, and 1985, and eliminate it al-
together in 1986.

Taxation of 8ick pay.-Would extend payroll tax coverage to wages
paid by employers to absent ill or injured employees during the first
6 months of absence.

Disability.-Would limit qualification for disability benefits to
purely medical disability only; extend the required prognosis of dis-
ability from 12 to 24 months; increase the number of quarters of work
required for insured status from 20 to 30 out of the 40 quarter5 pre-
ceding disability; increase the waiting period after the onset of total
disability from 5 months to 6 months.

The administration's proposals to make major reductions in early
retirement and to significantly curtail eligibility for disability benefits
met with immediate opposition in the Congress. On May 20, the Sen-
ate voted 96-0 to pass a resolution which stated:

* * * Congress shall not precipitously and unfairly reduce
early retirees' benefits; and * * * will not support reduc-
tion in benefits which exceed those necessary to achieve a
financially sound system and the well-being of all retired
Americans.

The Senate Committee on Finance moved to active consideration of
social security legislation on September 23, limiting action to restora-
tion of the minimum benefit and additional minor amendments to
H.R. 4331; and on September 24, the administration's May 12 pro-
posals were publicly withdrawn by the President in a nationally tele-
vised speech.

2. ONImus BUDGET RECONCILIATION AcT oF 1981
(PUBLIc LAw 97-35)

Changes in the benefit provisions of the old-age, survivors, and
disability (OASDI) program were made in the Omnibus Budget
Reconciliation Act of 1981. Most of the social security provisions in
the Omnibus Budget Reconciliation Act were proposed by President
Reagan in the fiscal year 1982 budget announced in March. The House
added some minor provisions which were agreed to in conference. The
resulting conference report was passed by the House and the Senate
on July 31 and signed into law on August 13.

A. MINIMUM BENEFIT

Section 2201 of the act eliminated the minimum social security ben-
efit for both current and future beneficiaries. Under prior law, the
minimum benefit was the lowest primary insurance amount provided
in OASDI. Workers with earnings records which would result
in a benefit amount lower than the minimum amount were given the
minimum. For beneficiaries becoming eligible this year (in disability
and survivor cases) and ultimately in all new cases, the amount of this
benefit was set at $122 a month.



In December, the Congress acted to retain the minimum benefit for
current beneficiaries. Had the Congress not amended the Omnibus
Reconciliation Act, current and future beneficiaries would have had
their social security benefits recalculated on the basis of their actual
earnings, receiving 'a lower benefit in most cases.

In addition, had the act not been amended, a special SSI status
wouldhave teen estabished-for-crrentminimium benefieiaries-60 to
64 years of age who were otherwise eligible for SSI. This special bene-
fit was to be equal to the difference between the minimum benefit and
the individual's recalculated benefit. The SSI benefit was not to be
increased for the cost of living.

Current beneficiaries were to lose the minimum benefit in March
1982. No new beneficiaries were to become entitled to the minimum
benefit after October 1981. Only the provisions affecting current 'bene-
ficiaries were later amended. As a result of H.R. 4331, the elimination
of the minimum benefit for new beneficiaries remains as it appeared in
the Omnibus Budget Reconciliation Act of 1981, except that the effec-
tive date was delayed until January 1, 1982.

Had the minimum benefit been eliminated for current beneficiaries,
according to GAO estimates, about 1.7 million of the 3 million mini-
mum beneficiaries would have experienced little or no loss of income
because they were dually entitled beneficiaries, currently receiving
supplemental security income (SSI), or had regular benefits equal to
the minimum. In addition, approximately 200,000 beneficiaries who
would have become eligible for SSI benefits would have applied for
and received them.

Of the 1.1 million beneficiaries who stood to lose income, 360,000
were estimated to be receiving pensions 'based on uncovered employ-
ment, and about 40,000 were assumed to have spouses with substantial
earnings. Presumably, about 700,000 needy beneficiaries would have
lost income as a result of this change. The average reduction in benefits
was estimated to be $60 a month. This c'hange would have reduced
social security expenditures by $900 million in 1982 and by $1.4 billion
in 1983.

Elimination of minimum benefits for future beneficiaries will reduce
the benefit amount paid from OASDI an average of $45 a month for
approximately 100,000 newly entitled beneficiaries in 1982. This
change will reduce expenditures by 80 million in 1982 and $70 mil-
lion in 1983.

B. STUDENT BENEFITS

Section 2210 of the act eliminated child's benefits in the case of chil-
dren 16 to 22 years of age who were enrolled in post-secondary school.
Under prior law, children of retired, disabled, or deceased workers
who turned 18 were allowed to continue receiving child's benefits until
they turned 22 as long as they were attending school.

As a result of the Omnibus Budget Reconciliation Act, no child
beneficiaries will receive benefits -after age 18 for post-secondary school
(age 19 for elementary and secondary school) if they are not attending
school before May 1982 and receiving benefits by August 1982. A stu-
dent 18 and older who is entitled to a child's benefit by August 1981
and who begins post-secondary school before May 1982, will continue
to receive benefits until July 1985 or until he turns 22 or discontinues
his education, whichever happens first. However, for those who con-
tinue to receive the benefit:



-The amount of the benefit will not be adjusted for changes in
the cost of living after August 1981.

-Beginning in September 1982, the amount of the benefit will be
reduced each year by 25 percent of the August 1981 amounts; and

-No benefits will be payable to post-secondary students during
the summer months (May through August).

As a result of these changes in student benefits, about 610,000 stu-
dents who will attend post-secondary school in 1982 will either not
receive student benefits or will receive reduced student benefits. In
addition, 40,000 secondary students age 19 or older will lose their
benefits. The average student benefit is now $250 a month. For those
receiving benefits before August 1982, the average will be reduced by
$63. In addition, no cost-of-living increases will be granted in the
summer and no benefits will be paid during four summer months (an
additional 33-percent reduction in annual income). The total average
benefit loss in 1982 for students continuing to receive benefits will be
about $1,700. Changes in the student benefit will reduce social secu-
rity expenditures by $567 million in 1982. By 1986, the reduction in
expenditures will be over $2 billion annually.

C. LUMP-SUM DEATH BENEFIT

Section 2202 of the act restricted payment of a lump-sum death
benefit to either a spouse or a child eligible to receive monthly sur-
vivor's benefits. Under prior law, a one-time payment of $255 was
made at the time of a worker's death to either a surviving spouse or
some other person or institution. Frequently, the death benefit was
paid to a funeral home to cover burial expenses. This provision in
the Omnibus Budget Reconciliation Act eliminates the payment of
the death benefit in cases where there is not an elizible surviving
spouse or entitled child. This change is effective for deaths after
August 1981.

It is estimated that 700,000 of the 1.4 million primary beneficiaries
who die in 1982 will not have the one-time lump-sum payment of $255
made on their behalf. Savings to social security from this change
will be $182 million in 1982.

D. MOTHER 'S (FATHER'S) BENEFITS

Section 2205 of the act eliminates the payment of benefits to non-
aged surviving spouses when the youngest child reaches age 16. Under
prior law, the widowed parent of a surviving entitled child, or the
young spouse of a disabled or retired worker with a dependent child
was eligible to receive parent's benefits until the youngest child was
18. This provision in the act would limit payment of this benefit to
a parent with a child under 16, effective October 1981 for new bene-
ficiaries.

Present beneficiaries may continue to receive their parent's benefit
until August 1983, unless their youngest child becomes 18 before that
date. A parent caring for a disabled child aged 16 or older will con-
tinue to receive parent's benefits.

In 1982 and 1983, about 170,000 current beneficiaries will continue
to receive parents' benefits, while about 20,000 widow(er)s and young
spouses each year who would otherwise have received these benefits



will not. Beginning in 1984, about 190,000 individuals who would

otherwise have received these benefits in that year will no longer be

eligible. The average widow(er)'s benefit is presently $277 a month

and the average young spouses benefit is $125 a month. Savings for

social security are expected to increase from $40 million in 1982 to

$450 millionby 1984.
E. FIRST BENEFIT PAYMENT

Section 2203 of the act restricts initial payment of benefits to the

first full month in which the beneficiary meets all conditions of eligibil-

ity. Under prior law a beneficiary filing for benefits in the same month

in which he or she became eligible could receive a monthly benefit for

the enitre month, regardless of when in the month they became eligible.
This provision requires beneficiaries who reach age 62 in the month of
filing to wait a month before receiving benefits.

The delay in the effective date will eliminate a month of benefits for

approximately 222,000 female beneficiaries and 193,000 male bene-
ficiaries who are expected to retire at exact age 62 in 1982. The average
initial benefit for females retiring at age 62 is $296 a month. The aver-

age initial benefit for males at this age is $444 a month. The total
savings from this change are expected to be $205 million in 1982.

F. ROUNDING OF BENEFIT AMOUNTS

Section 2206 of the act specifies rounding benefit amounts down to
the lower dime at each stage in computation, and down to the lower
dollar for the final benefit amount which is paid to the beneficiary.
This rounding is put into effect for all initial benefit computations,
cost-of-living computations, and benefit recomputations for periods
after August 1981.

The change in rounding of benefit amounts will result in an average
reduction of $0.60 a month for every beneficiary of the social security
program in 1982. The savings from this change are expected to be
$140 million in 1982 and $270 million in 1983.

G. EARNINGS LIMITATION EXEMPT AGE

Section 2204 of the act extended the age of exemption from the
earnings limitation, now 72. for 1 more year. Under prior law, social
security beneficiaries 72 or older are able to earn an unlimited amount
of income through work without any reduction in their social security
benefits. This exempt age was to have been lowered from 72 to 70
in 1982. As a result of the 1981 provision, the exempt age will now
remain at 72 throughout 1982, and will be lowered to 70 in 1983.

Maintaining the exempt age at 72 for 1 more year will eliminate
payment of all or part of a year's social security benefits for about
200 000 workers age 70 and 71 with earnings over the exempt amount
in 1982. The average amount of benefits not paid to each of these
workers is estimated to be $2,500. Total savings are estimated to be
$500 million.

H. DISABILITY

Three other provisions in the Omnibus Budget Reconciliation Act
relating to OASDT affected disability benefits. These provisions
placed a limit (the so-called megacap) on the total disability benefits



a worker could receive from public sources, extended an offset appliedto disability benefits for worker's compensation to disabled workerbeneficiaries 62 to 64 years of age, and limited OASDI trust fundfinancing for State-provided vocational rehabilitation (VR) so thatit is payable only for certain beneficiaries. It is estimated that about13,000 disabled workers aged 62 to 64 and 4,000 new disabled workersa year will be affected by extension of the worker's compensationoffset. Another 12,000 workers annually will be affected by retroactiveapplication of the offset. Further, about 55,000 disabled workers willbe affected by the megacap. In all, 80,000 workers and the dependentsof these workers will be affected by the disability provisions in theOmnibus Budget Reconciliation Act of 1981. Total savings for the DIprogram. from benefit changes in the calendar year 1982 are expectedto be $49 million. In additilon, the limitation in payments for voca-tional rehabilitation is expected to save $89 million in 1982.
A final feature of the act gives the Social Security Administrationauthority to recover the full cost of furnishing information to enablean employee benefit plan to comply with ERISA, or for any otherpurpose not directly related to the administration of social securityprograms.

3. SOCIAL SECUTY AMENDMENTS OF 1981 (PUBLIC LAw 97-123)
On the day the House and Senate approved the Omnibus BudgetReconciliation Act eliminating the minimum benefit, the House intro-duced and passed a bill to restore the minimum benefit for all currentand future beneficiaries. This 'bill, H.R. 4331, passed the House by avote of 404-20. It was referred to the Senate Finance Committee, andin October an amended version was reported to the Senate and passedby a vote of 95-0. The conference committee on H.R. 431 met in No-vember, and on December 15 and 16 the House and the Senate ap-proved the conference report. The bill was signed into law on Decem-ber 29.
The purpose of H.R. 4.331 was to restore the minimum benefit infull for all those currently receiving it, and to produce some offsettingrevenues or savings to assure that the total bill added little cost to theOASDI trust funds. In addition, the Congress included a provision inthe bill to enable the OASI, DI, and HI trust funds to exchange fundsamong themselves as necessary to delay the depletion of OASDI trustfunds otherwise expected to occur in late 1982. The major provisions ofthe bill were as follows:

A. MINIMUM BENEFIT

Section 103 of the bill restores the minimum Social Security benefitfor all beneficiaries eligible to receive the benefit prior to January1982. The minimum benefit is eliminated for all future beneficiarieseligible after December 1981 with the exception of members of reli-gious orders who are under a vow of poverty and are eligiblP for bene-fits before January 1992.

B. COVERAGE OF SICK PAY

Section 104 of the bill removes the prior law exclusion of sick payfrom social security payroll taxes in the first 6 months of the
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employees absence from work. Previously, sick pay was taxed only if
the employer did not maintain a formal plan for paying wages and

only for the first 6 months of the employees absence. As a result of this
bill, all sick pay paid by an employer or by a third party (insurer),
in the first 6 months of an illness will be taxed. Disability payments
made to individuals after the first 6 months of illness will remain
untaxed. Only workers rompensationis exeluded- This provision-ex-
tends payroll tax coverage to compensation already taxed for income

tax purposes. Included in this provision is a waiver of interest and
penalties for late payment of taxes on sick pay during the first 6
months of 1982.

C. INTERFUND BORROWING

Section 102 of the bill authorizes interfund borrowing, with in-
terest, between OASI, DI, and HI from January 1 to December 31,
1982. Borrowing is not to exceed the amount necessary to pay benefits
through June 1983. Repayment is subject to the discretion of the man-
aging trustee.

4. EFFECT ON THE STATUS OF THE OASDI TRUST FuNDs

The provisions enacted in the Omnibus Reconciliation Act of 1981
were expected to produce savings for the OASDI trust funds during
calendar years 1981-86 of $23.9 billion. The Social Security Amend-
ments of 1961, as enacted, added a cost of $6.1 billion to the trust funds
through 1986, and added revenues of $3.9 billion. The combined 5-year
effect of all legislation in 1981 was a spending reduction of $17.8 bil-
lion and a revenue increase of $3.9 billion, resulting in an improve-
ment of $21.7 billion in the condition of the trust funds as follows:

TABLE 5.-ESTIMATED NET CHANGE IN OASDI PAYMENTS, 1981-86, RESULTING FROM THE "OMNIBUS BUDGET

RECONCILIATION ACT OF 1981." AND "THE SOCIAL SECURITY AMENDMENTS OF 1981," ON THE BASIS OF

THE 1981 TRUSTEES' REPORT INTERMEDIATE Il-B ASSUMPTIONS

[In millions]

Calendar year-

OASDI provisions Effective date 1981 1982 1983 1984 1985 1986

Expenditure reduction:
Eliminate minimum benefit for new

beneficiaries--..------------------- January 1982 ------------- $50 $95 $130 $170 1240
Eliminate lump-sum death benefits when

there Is no surviving spouse or sur-
viving entitled child- .------------ September 1981... $15 182 188 190 192 193

Begin retired workers' and spouses'
benefits with first full month of en-
titlement -------------------- September 1981.. 35 205 230 250 270 290

Retain retirement test exempt age at 72
through 1982-------- s---- -. January 1982 ------------ 460 40 ------------------------

Phase out mothers' and fathers' benefits
when youngest child is aged 16 or over.. September 1981-.. 1 40 160 450 490 530

Round benefits to next lower dime at each
intermediate step and to next lower
dollar at final step.---------. ------ September 1981 ----------- 140 270 320 370 420

Modify workmen's compensation offset
provision -------------------- September 1981.. 9 49 82 119 164 210

Limit trust fund payments for vocational
rehabilitation to cases of successful
rhabilitatin ------------------ October 1981 19 86 74 65 68 72

Phase out postsecondary students'
benefits -------------- --------- May 1982---------------915 1,715 2,260 2,570 2,730

0ASDI reduction subtotal, taking
account of interaction---------------------------- 79 2,127 2,854 3,784 4,294 4,685

Revenue increases:
Extend payroll tax to lst6mo. of sickpay.. January 1982 ------------ 641 703 765 874 956

Net OASDI.-------.-------------------------------- 79 2,768 3,557 4,549 5,168 5,641



In the long.run, changes enacted in the Omnibus Budget Reconcilia-
tion Act and the Social Security Amendments are expected, under
intermediate 11-B assumptions, to reduce the 75-year average deficit
in OASDI by 0.19 percent of taxable payroll.

5. CosT-or-LIVING ADJUSTMENTS

In the midst of the effort to reduce budget outlays for fiscal year
1982, the Senate turned its attention momentarily to the automatic
annual cost-of-living adjustment (COLA) in the social security and
supplemental security income (SSI) programs. From a budget per-
spective, social security is a massive entitlement program, not subject
to congressional discretion through the appropriations process, and
one which is expanding as a result of automatic annual COLA's. The
seven automatic increases granted since automatic COLA's began have
more than doubled program costs. The last 3 years of double-digit in-
flation have increased outlays by 40 percent. Under intermediate II-B
assumptions, outlays are expected to double again by 1988. Those who
focus their attention on the Federal budget see some revision of the
COLA provisions as necessary in the near future.

One attempt in 1981 to revise the COLA provisions came as part of
the effort by the Senate to set budget targets in the First Concurrent
Budget Resolution. The Senate resolution included a budget target for
income security programs which assumed enactment for all income
security programs of a change in COLA's which would base the COLA
on the lower of either the increase in a wage index, effective in 1981,
and delay the payment of the cost-of-living increase by 3 months, effec-
tive in 1982. On the floor of the Senate, in May, an amendment which
would have deleted this provision from the Senate budget resolution
was defeated by a vote of 49 to 42. However, despite the favorable vote
in the Senate, the cost-of-living proposal was later dropped in con-
ference with the House.

Another effort to base savings on an assumption about a change in
COLA provisions was made in the Senate Budget Committee when
the Second Concurrent Budget Resolution was being considered in
the fall. This time, however, the proposal was not approved by the
Budget Committee.

A decision to change the method of computing the Consumer Price
Index (CPI), used in calculating COLA's was announced in November
by the Department of Labor. Under the announced plan, the CPI will
be revised to replace the homeownership cost component with a rental
equivalence measure of housing costs in an effort to reduce the sen-
sitivity of the index to rising home mortgage interest rates. The
CPI-U, which is largely used as an economic indicator, will be revised
effective January 1, 1983. The CPI-W. which is largely used to adjust
benefits in entitlement programs. will be revised effective January 1,1985. At this time it is unclear what effect this change will have on
social security and SSI benefits. The difference between the old and
new CPI's will depend upon the trends in mortgage interest rates after
1985. In the long run, this change is not expected to have an effect on
either social security benefits or on the financing of social security.



6. LEGISLATIVE PROPOSALs To INcREAsE REVENUES To THE SoCIAL
SECURITY TRUST FUNDS

With resistance mounting in the Congress to benefit reductions in
social security, there was renewed interest in finding ways to increase
revenues to the system without increasing the payroll tax rate or using
general fund revenues. Three-proposals-which attracted attention-were
a proposal to improve the return on investments of the social security
trust funds, a proposal to levy an excise tax on cigarettes to provide
revenues to the trust funds, and a proposal to establish a reserve social
security trust fund with revenues from the windfall profits tax levied
on oil companies.

A. TRUST FUND INVESTMENT

Social security is a pay-as-you-go system, which means that the
payroll tax revenues received are paid out almost immediately in bene-
fit checks to beneficiaries. A small contingency reserve is maintained
by the trust funds to insure the smooth flow of benefit checks during
times of economic fluctuation. At the end of fiscal year 1981, assets of
the four trust funds totaled about $48.6 billion, while expenditures
from the four trust funds were being made at an annual rate of $190
billion. Further, reserve levels are projected to decline in future years
relative to the projected rise in expenditures. In short, assets in the
trust funds are relatively small. Nevertheless, interest income from
these reserve funds amounted to $3.9 billion in fiscal year 1981 ($2.3
billion for OASDI and $1.6 billion for HI and SMI).

Current practice for investing the trust funds is as follows:

The managing trustee (Secretary of the Treasury) has
invested historically the great bulk of the trust fund (89 per-
cent of September 1981 OASDHI assets) in "special issues",
not available on the open market. The remainder of the fund
monies are invested in marketable long-term Treasury bonds
with maturities of at least seven years and in participation
certificates in the Government National Mortgage Association
with maturities of 15-20 years.

As income flows into the funds from tax receipts or other
sources, it is invested daily in very short-term special issues
called "certificates of indebtedness," which are set to mature
on the following June 30. These certificates bear the current
special interest rate which is computed monthly on the basis
of the special issue interest rate formula provided in the law.
Currently, most of these certificates are redeemed before
June 30 in order to meet benefit costs and other expenses.
Because the law permits special issues to be redeemed before
maturity at par value, the trust funds suffer no loss as a
result of these premature redemptions.

Any certificates of indebtedness which have not been
cashed in by June 30 are redeemed at that time, with the pro-
ceeds reinvested (or "rolled over") in longer-term special
issue bonds with maturities averaging about 71/2 years. Any



long term special issue bonds coming due that June 30 will
also be rolled over into new special issue bonds. The Treasury
attempts to set the maturity dates for special issue bonds
from 1 to 15 years so that about 1/45 of these longer-term secu-
rities comes due each year. Although this is the goal, it is not
achievable when special issue bonds not due to mature for a
year or for several years must be cashed in early in order to
meet current benefit costs, as has been the case in recent years
for OASI and DI.

When a trust fund needs cash for current purposes, Treas-
ury redeems securities equal in value to the amount needed.
The first securities redeemed are special issues (both certifi-
cates of indebtedness or bonds) due to mature on the follow-
ing June 30. These are redeemed at par and in ascending order
of interest rates. If additional funds are needed, special issue
bonds due to mature one year later are redeemed, again at par
and in ascending order of interest rates. Finally, after all spe-
cial issues have been redeemed, Treasury would have to sell
off its marketable obligations, taking a loss if necessary, since
marketable securities cannot be reduced at par. In practice,
Treasury has never had to sell marketable securities in order
to meet trust fund expenses; marketable securities have been
held until maturity. As marketable securities reach their
maturity dates (not necessarily on June 30), the proceeds are
rolled over into new marketable bonds or into special issue
bonds, depending on the anticipated cash needs of the par-
ticular fund.9

The Annual Report of the Social Security Board of Trustees re-
vealed that in the 12 months ending June 30, 1981, Social Security
Trust Funds earned 8.3 percent from investments.

In 1981. Members of Congress raised the issue of whether Social
Security Trust Funds would not be in a better financial state if reserves
had been invested in ways that would have produced a higher yield.

Five Members of Congress introduced bills that would require the
social security trustees to invest trust fund balances in Government
securities so as to secure the highest possible interest yield without
endangering the trust funds. Citing the trustees report and the his-
torical rate of return on social security investments, Senator Proxmire
and others argued that the trust fund assets have been poorly managed.
In particular, Senator Proxmire estimated that socil security trust
funds could have earned as much as $2 billion in additional revenues
in 1980. Opponents argue that current investment rules and practices
are fundamentally sound and will maximize returns to the trust funds
over the long run. Others maintain that the managing trustee has pur-
sued a reasonable investment policy, given existing statutory guide-
lines, but that a re-examination of those rules may be in order.

On July 29, 1981, Senator Proxmire introduced S. 1528, the Social
Security Trust Fund Investment Reform Act of 1981, which has four
major provisions:

9 U.S. House of Renresentatives. Committee on Ways and Means. Snbcommittee onSocGi Securit . "Social Security Trust Fu8nd Investments: Policies and Practices," U.S.Government Printing Office, Washington, 1981.



-Four new trustees would be added to the current three-member

board of trustees (Secretaries of Treasury, Labor, and Health

and Human Services). Three of the four new trustees would

represent employers, employees, and beneficaries, respectively,
and a fourth would be an expert investment manager.

-The board of trustees would be required to invest trust fund

asset§ so as to secure the maximunpossible interest yield, com-
mensurate with the safety of the funds."

-The interest rate on new special issues purchased by the trust

funds would be based on the average market yield on all market-

able U.S. Government securities which the funds are permitted to

purchase under law, including both short- and long-term securi-

ties, and financial instruments of Government agencies issue Gov-

ernment backed or Government guaranteed securities.
-The Secretary of the Treasury would be required to modernize

equipment and seek expert advice as needed in order, to manage
the trust fund portfolios so as to maximize interest income.

On October 23, 1981, Senator John Stennis introduced S. 1768,
which essentially contains the second and third provisions of S. 1528.

Three bills were introduced in the House (H.R. 4382, H.R. 4443, and
H.R. 4472), which are virtuallv identical to S. 1528.

On October 16, 1981. the House Ways and Means Committee, Sub-
committee on Social Security, held 1 day of hearings to consider

social security trust fund investment policy, and heard testimony from
the Social Security Administration and the Treasury Department.

Robert J. Myers, Deputy Commissioner of Social Security for Pro-

grams, summarized his testimony in the following manner:

The present investment policies and procedures for the
social security trust funds is proper and equitable to both
these funds and to the General Fund of the Treasury. Like-
wise, both the insured persons under social security and the

general taxpayers-who are, by and large, the same per-
sons-are treated in a fair, equitable, and consistent manner.

The rates of return obtained by the trust funds currently
are reasonable in light of the past investment experience.
The appropriate investment procedure is to choose one in-
vestment policy and remain with it, rather than attempting
to do better by speculating through jumping back and forth
among investment strategies.

Mark E. Stalnecker, Deputy Assistant Secretary of the Treasury,
while generally supportive of the investment results in terms of the
statutory formula, nonetheless identified three apparent "deficiencies"
in the current formula:

First, as discussed above, the requirement that the interest
rate be based on yields on Treasury marketable issues with 4
or more years to maturity prevents the Treasury from pro-
viding interest rates related to the specific maturities of the
issues to the trust funds. Thus, when short-term rates are
higher than long-term rates, as has generally been the case
this year, the trust funds receive a lower rate of return than
they would receive if the statute permitted Treasury to pay



interest rates related to the yields on Treasury marketable
issues of comparable maturities.

Second, the requirement that the obligations issued to the
funds bear interest at a rate equal to the average market yield
at the end of the month preceding the date of issue subjects
the earnings of the funds to erratic fluctuations which may
occur on any. 1 day in the market, because of market reac-
tions to short-term economic or financial developments or
other unsettling news events. A better approach would be to
base the interest rate on an average over a period, which
would provide a more equitable rate of return and would
heIo assure more stability in the earnings of the funds.

Third, the requirement that the obligations issued to the
funds bear interest rates equal to market yields on all market-
able interest-bearing obligations of the United States of the
prescribed maturities results in a somewhat lower rate of
return to the funds than Treasury would be required to pay
on new issues in the market. That is, under this statutory for-
mula, Treasury must include in its rate computation the
yields on many outstanding issues which were issued many
years ago at market rates considerably below current market
rates. Since such issues are thus traded at deep discounts in
the current market, they are esmecially attractive to pur-
chasers who benefit from the capital gains tax advantage of
deep discount issues as well as to purchasers who gain special
tax advantages from the so-called "flower bonds" which are
redeemable at par for the payment of estate taxes. Conse-
ouently such issues are traded at relatively higher prices, and
thus lower nominal yields, than would be required on Treas-
urv new issues.

This inequity to the trust funds could be remedied by per-
mitting the Secretary of the Treasury greater discretion to
base his rate determinations on current market yields on
selected outstanding issues which are reasonably reflective of
Treasury's current borrowing costs.

Also, this administration is currently conducting a com-
prehensive review of the longstanding statutory require-
ments and administrative policies and practices governing in-
vestments of the social security funds and other trust funds,
particularly those funds which are invested under similar
statutory formulas. Upon completion of this review, the
Treasury Department will consider appropriate recommen-
dations to Congress to assure an equitable rate of return to
the trust funds under changing market conditions.

The Social Security Subcommittee of the Senate Finance Commit-
tee also announced its intention to hold hearings on social security in-
vestment policy in early 1982.

B. EXCISE TAX ON CIGARETTES

Another proposal to increase revenues to the trust funds is S. 1610,
a bill introduced by Senator Danforth and cosponsored by Senator
Heinz, Chairman of the Special Committee on Aging. The bill would



increase the present 8 cents excise tax by an additional 10 cents a pack,
and earmark the additional revenues for the HI trust fund. It would

generate an estimated $3 billion annually to be paid directly to the
medicare HI trust fund.

In cosponsoring the bill, Senator Heinz pointed out:

Reeent-projections by the-Social-Security A<dministration
indicate that-if interfund borrowing is implemented or the

payroll tax rates reallocated to help the OASI Trust Fund-
by 1987, the Medicare fund may not have sufficient funds to

pay hospital bills on time, and may even be depleted. Be-
tween now and 1987, the 10-cent-per-pack increase in the ex-
cise tax can raise $18 billion to help offset the projected
deficit.

People who smoke one or more packs of cigarettes per day double
their risk of developing catastrophic diseases such as cancer, emphy-
sema, and heart disease. The cost to the medicare program for treating
smoking-related illnesses was estimated to be more than $2.2 billion
in 1980.

c. WINDFALL PROFIT TAX REVENUES

Senator Eagleton introduced legislation in 1981 to establish a reserve
social security trust fund to be financed by revenues from the wind-
fall profits tax levied on oil companies. Under the Eagleton bill, S.
1612, 25 percent of the revenues each year from the windfall profit
tax would be earmarked for a social security reserve trust fund, to be
used to help meet short term and emergency social security funding
shortfalls. The aggregate amount appropriated for the reserve trust
fund would be limited to $50 billion. A board of trustees would be
created to manage the trust fund and report to Congress annually on
the fund's condition. The Secretary of the Treasury would transfer
such amounts as provided by appropriation from the reserve fund to
the other social security trust funds, as needed.

In addition, Senator Eagleton offered his proposal as an amend-
ment twice during the year-to the public debt limit increase bill on

September 29, and to the social security reform bill (H.R. 4331) on
October 15. The amendment, would have repealed the reduction in the

windfall profit tax earlier enacted in the 1981 tax reduction -bill, was
defeated on both occasions.

E. SOCIAL SECURITY ISSUES IN THE FUTURE

Social Security financing remains, at the end of 1981, an unresolved

problem. However, with a political stalemate in the Congress, the
forum for debate on the financing issue is now likely to shift from the

Congress to the National Commission on Social Security Reform until

after the 1982 elections. Meanwhile, while this issue will remain dor-

mant legislatively during the year, it will remain active as a focus of

public and media attention until it is resolved. As a result, financing
will continue to overshadow other pending issues on the social security
agenda in the coming years.
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1. NATIONAL COMMISSION ON SOCIAL SECURITY REFORM

With the potential for passage of the administration's social secu-
rity reform proposals blocked by partisan wrangling in the Congress,

.the President changed his strategy for resolving the social security
,financing problem. In September, he announced that he would appoint
a task-force to work with the Congress in arriving at a bipartisan
'consensus so that the necessary reforms could be enacted.

On December 16, President Reagan announced the appointment of
15 'members to the National Commission on Social Security Reform. 0

Five of these members were selected 'by the President, five by the
Speaker of the House, and five by the Majority Leader of the Senate.
Seven of those serving on the Commission are Members of Congress,
including Senator John -Heinz, chairman of the Senate Committee on
Aging. The Commission is to be chaired by Alan Greenspan, Economic
Adviser to the President, and former Chairman of the Council of
Economic Advisers under President Ford.

In his executive order establishing the Commission, the President
charged the Commission with:

-Reviewing relevant analyses of the current and long-term finan-
cial condition of the social security trust funds.

-Identifying problems that may threaten the long-term solvency
of such funds.

-Analyzing potential solutions to such problems that will both
assure the financial integrity of the Social Security System and
the provision of appropriate benefits; and

-Provide appropriate recommendations to the Secretary of Health
and Human Services, the President, and the Congress.

The Commission is to make its report to the President by Decem-
ber 31, 1982.

2. SOCIAL SECURIrrY'S COMPUTER PROBLEMS

One issue which will continue to stimulate congressional interest in
the coming months, however, is the problem of improving social se-
curitv's ailing computer capability. Since 1974, the General Account-
ing Office (GAO) and various committees of the Congress have
studied the weaknesses and inadequacies of the Social Security Ad-
ministration's automatic data processing (ADP) system and have
pressed for the development and implementation of a plan to redesign
the system. A report released by the GAO in December summarized
the current status of this problem as follows:

'0 President Reagan appointed five members: task force chairman Alan Greenspan, whowas chairman of the Council of Economic Advisers under President Ford; Robert A. Beck,chairman of the board of Prudential Insurance Co. of America: Mary Falvey Fuller.vice president for finance of the Shaklee Corp.; Alexander B. Trowbridre, president ofthe National Association of Manufacturers; and .Toe D. WaEgonner Jr.. former DemocraticHouse Member from Louisiana and a consultant with Bossier Bank Trist Co. HouseSneaker Thomas P. O'Neill Jr.. D-Mass.. named five members; former social securitv com-missioner Robert M. Ball: former Ren. Martha Keys. D-Kan.; Ren. Claude Penoer, D-Fla..ebairman of the Spleet Committee on Arine: Ren. Bill Archer. R-Texas: and Rep. BarberB. Conable Jr., R-N.Y. Senate Maiority Leader Roward H. Baker Jr.. R-Tenn.. appointedthe final five: Senate Finance Committee chairman Robert Dole. R-Kan.: Sens. DanielPatrick Moynihan, D-N.Y.. William L. Armstrong, R-Colo., and John Heinz, R-Pa.; andAFL-CIO president Lane Kirkland.

89-509 0 - 82 - 9



The Social Security Administration's (SSA's) automatic
data processing (ADP) operations continue to be plagued
by serious problems. SSA and the Department of Health and
Human Services (HHS) agreed in May 1981 that inefficient
computer software, inadequate hardware capacity, and sys-
tems personnel deficiencies have created an ADP systems
crisis at the agency. GAO's work ias confirmed major proV-
lems in these areas and has also noted continuing privacy
protection and security deficiencies within SSA's ADP sys-
tems operations. These problems have combined to create an
ADP environment in which SSA systems managers react to
day-to-day crises rather than use planned approaches for
solving ADP problems."

During 1981 problems with social security's ADP operations and
administration plans for resolving these problems were the subject
of several hearings before the House Ways and Means Committee
Subcommittee on Social Security, and the House Committee on Gov-
ernment Operations. The administration promised in these hearings
that a 5-year plan to redesign the system will soon be forthcoming.
The effort to resolve these problems will remain a high priority in
1982.

3. COST-or-LIvmNG ADIUSTMENTS (COLA's)

Congressional budget committees and the administration are be-
coming increasingly concerned about the role of the automatic benefit
indexing provisions in the expansion of the Federal budget. In the
spring of 1981, the Senate briefly considered a change in the method
for indexing income security benefits. Later in the year, the Depart-
ment of Labor announced that it would change the method of cal-
culating the Consumer Price Index (CPI) in an effort to slow down
its rate of increase in the future.

Changes in COLA have also been widely discussed by those con-
cerned with social security financing, independent of the problems in
the budget. Among those who oppose providing new revenue sources
for social security, COLA changes are seen as a way to buffer social
security financing from economic fluctuation without changing the
structure of benefits or targeting benefit cuts on subgroups of the
elderly.

With growing budget deficits and, as yet, unresolved financing prob-
lems in social security, it is inevitable that changes in COLA will be
considered repeatedly over the next few years.

4. WOMEN'S ISSUES 2

Absent from the year's social security agenda, but not forgotten,
are concerns about the adequacy of social security benefits to divorced
and widowed spouses, and the equity of benefits for two-earner fami-
lies. Retirement benefit adequacy for women is a most pressing concern

uU.S. General Accounting Office. "Solving Social Security's Computer Problems: Com-
prehensive Corrective Action Plan and Better Management Needed," report No. BRD-
82-19. Dec. 10. 1981.

,"Discussion based on Shelley Lapkoff "Working Women. Marriage and Retirement,"
"coming of Age: Toward a National Retirement Income Policy," President's Commission
on Pension Policy; appendix, chapter 42.



because a very high proportion of the elderly poor are widowed,
divorced, or never-married women. In 1976, older women living alone
accounted for three out of every four aged units with subpoverty
income.

The problems of providing adequate benefits to women have existed,
in part, because retirement income systems link benefits to an individ-
uals' earnings and work history. Working women frequently have in-
terrupted work histories due to childrearing responsibilities. Women
have also generally had lower career earnings than men. As a result,
a large proportion of women either fail to qualify for social security
and employee pension benefits or they qualify for low benefits based
on their own earnings.

Social security has addressed the problem of providing income to
homemakers by paying dependent spouses benefits based on the earn-
ings record of the principal earner, and by paying survivors benefits to
young widows with children and widows over 60. Employee pensions
however, do not pay spouses benefits and provide inadequate protec-
tion for survivors.

Despite the comparatively better protection afforded women under
social security, than under private plans, there are nevertheless inade-
quacies in benefits for women which have become exacerbated by
changes in family structures and the roles of women.

Increasing longevity of women compared to that of men has raised
the average length of widowhood, exacerbating the economic hard-
ships for women dependent on savings, insurance, or their husband's
retirement benefits for income. Seven out of ten women reaching age
65 are or will become widows and, on average, live as widows for 18
years. Widows, who constitute two-thirds of all elderly poor units,
are the largest group with inadequate benefits. While many widows
receive an adequate benefit from social security, there are instances
in which a widow's benefits can be particularly low. First, a widow
whose spouse dies before her retirement receives benefits based on an
earnings record which 'has been maintained at the standard of living
at the time he died, rather than updated to the standard of living at
the time of her retirement. If the period between his death and her
retirement is lengthy, the relative value of the full retirement benefit
can be quite low. In addition, if a widow chooses to begin drawing
benefits at age 60-as most young widows do-the actual benefit re-
ceived will only be 71.5 percent of the full benefit.

Survivors of retired two-earner couples often find it difficult to
maintain their previous standard of living because their family bene-
fits are reduced by half when their spouse dies. Survivors of retired
one-earner couples, on the other hand, receive two-thirds of their
previous family benefit.

The increasing rate of divorce is another trend transforming family
structure and necessitating changes in social security. In the 1960's
and 1970's, several changes were made in social security in response
to the rising divorce rate-resulting in the availability of spouses
benefits to divorced women whose marriages had lasted 10 or more
years. However, the divorced wife is only entitled to the spouses bene-
fit. This benefit, designed to supplement the primary benefit, is rarely
adequate. to maintain a separate household. In addition, there are



problems of equity. For a marriage that lasted for less than half of

the workers career, there is little reason for providing benefits based

on the workers entire wage history. For a lifelong marriage, however,

the one-third/two-thirds distribution of benefits conflicts with the

concept of an equal partnership.
Questions of equity have also been raised with regard to women

who worklSoeial se It-rides a-ewer total family -benefit-to

two-earner couples than to one-earner couples with the same covered

earnings.
Several proposals to improve the adequacy or equity of women's

benefits have been advanced in recent years. The most prominent pro-

posal is for earnings sharing between a husband and wife. Under this

proposal, each partner in a marriage would receive credit for half

of the sum of the couple's earnings during the marriage. Each indi-

vidual would receive benefits based on their own earnings record-

and the spouses benefit would be eliminated. This change would make

social security similar to the treatment, in community property States,
of other income and assets obtained during marriage. Pure earnings
sharing would weaken survivors and disability benefits. As a result

various proposals have suggested modification to the pure earning
sharing approach to allow some inheritance of credits or benefits and

to provide full credits in the event of disability.
Inheritance of credits is an approach intended to improve the bene-

fits of widows. This approach would allow surviving spouses to inherit

all or a portion of the earnings credit of their deceased spouses and

add these to their own earnings credits. Survivors of lifelong mar-
riages would benefit from the provision. However, survivors of short

marriages could lose benefits because they would inherit credit only
for the years of marriage.

Earnings sharing is one approach to improving benefit adequacy
which would not necessarily add cost to the social security trust funds.
Some of the proposals advanced would even produce both short-run

and long-run savings to the trust funds.
Earnings sharing has become increasingly visible as a reform pro-

posal. In 1981, the President's Commission on Pension Policy recom-
mended that earnings sharing be used upon divorce and that surviving
spouses be allowed to inherit their partner's earning record. In addi-

tion, H.R. 3207 introduced in the same year by Representative Pickle,
included a provision for limited earnings sharing in the event of di-
vorce. The potential for enacting earnings sharing without signifi-
cantly increasing the social security costs makes this approach a likely
candidate for review by the National Commission on Social Security
Reform.

Another widely discussed proposal for improving women's benefits
is the "double-decker" plan. This approach would set up a two-tiered
system. The first tier would be a flat dollar benefit or "demogrant" paid
to everyone 65 and over or disabled regardless of earnings. The second
tier would be a strictly earnings-related benefit. This approach would
split a couple's earnings 50/50 upon divorce and enable a surviving
spouse to inherit part of the partner's earnings.

The strong relationships between pensions, women, and the elderly
poor makes some modification in social security to improve womens
benefits a high priority in the coming years.



Chapter 4

EMPLOYEE PENSIONS

OVERVIEW

This year interest mounted in Congress to find the means to encour-
age growth in private pensions. Identical bills were introduced in the
House (H.R. 4330) and in the Senate (S. 1541) called the Retirement
Income Incentives and Administrative Simplification Act of 1981.
These bills are intended to spur private pension development-espe-
cially among small businesses-by loosening the so-called fiduciary
standards under ERISA (The Employee Retirement Income Security
Act of 1974), cutting back on the reporting obligations of pension
plans, and lessening "administrative burdens." Further hearings on
the Senate bill are scheduled by the Labor Subcommittee of Senate
Labor and Human Resources Committee in early 1982.

The President's Commission on Pension Policy recommended a
different approach to expanding coverage of the work force under
private pensions. However, their concept of a .mandatory universal
pension system (MUPS) received little support from policymakers.

The focus in public employee pensions in 1981 was on cost reduction.
Changes made in the Federal Civil Service Retirement System, in
military retirement and in Federal benefits for Railroad Retirement, as
a part of the Omnibus Reconciliation Act of 1981, were aimed at
trimming Government costs for current beneficiaries. The changes
enacted in 1981 appear to be only the beginning of an effort by the
administration to contain the costs of federally supported pension
programs.

A. HISTORICAL DEVELOPMENT

While the earliest pension plans were offered toward the end of
the 19th century, private and public pension plans have only be-
come a significant factor in the provision of retirement income in
the last 30 years. The early development of private pensions was
spurred primarily by the desire of employers to improve labor stability
and productivity. Pensions were variously viewed as a way of en-
couraging loyalty and long service, as a means of reducing worker
turnover, and, coupled with mandatory retirement, as a way of hu-
manely removing superannuated employees. Federal tax laws added a
further incentive to employers by allowing them to exempt contribu-
tions to pension plans from corporate income taxes. Employers estab-
lishing pension plans were frequently supported by unions, who saw
the pension plans as a moral obligation of the employer to compensate
workers for depreciation over a career of employment.

(121)
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Civil service pensions were also initiated in the 19th century, begin-

ning with the development of State and local government plans for

firemen, policemen, and teachers. It was not, however, until the 1920's

that public pensions began to increase in prevalence and coverage.
Mounting concern about government efficiency and the problem of

superannuated Federal employees led to the establishment of the Fed-

eral ivil Sevi-ce Retiremrient System in 1920. Pension planS-for State

and local government employees also became more popular in the

1920's. However, major expansion in public employee pensions did not

come about until the 1940's and 1950's. At the Federal level this trend

was a result of the burgeoning Federal work force during and after

World War II. At the State and local level, professionalization of gov-
ernment employees, a desire to avoid social security coverage of gov-

ernment employees, and an increasing awareness of retirement income

needs contributed to the growth of public employee pension coverage.
The development of private pension plans, which had been slow in

the 1920's and 1930's, also began to increase rapidly in the 1940's and

1950's. This sudden increase was the result of three factors. First, tax
sheltering of corporate and personal income became more important

when personal and corporate tax rates were raised precipitously in

1940. Congress, responding to these heightened tax incentives, tight-

ened the requirements for qualification of a plan and improved the tax

advantages for qualified plans in the Revenue Act of 1942. Under the

terms of this act, qualified plans could realize three tax advantages:

(1) Tax deductibility of employer contributions; (2) tax deferral of

plan investment income; and (3) tax deferral of employer contribu-

tions until pension benefits were received in retirement. These added

advantages provided tremendous incentives for the expansion of qual-

ified pension plans.
A second factor was that firms were forced, as a result of wage

freezes during World War II and the Korean War, to provide compen-
sation increases to workers in the form of benefits instead of cash

wages.
A third factor was that labor unions became increasingly interested

in the 1940's in including pension benefits in negotiations for compen-

sation. Union interest in pension benefits stemmed from the settlement

of the mineworkers strike in 1946 which included the establishment of

the mineworkers pension fund. Union interest was further spurred by
the 1949 Supreme Court decision in the Inland Steel case, which up-

held the National Labor Relations Board's decision that pension and

welfare benefits were a proper subject for collective baroraining. In-

creasing recognition by unions that social security benefits were in-

adequate, coupled with the finding by the Steel Industry Factfinding

Committee in 1949 that the steel industry had a social obligation to

provide pensions to workers, further fueled the pursuit of pension

benefits through labor negotiation. By 1950, nearly all major unions

had successfully negotiated pension plans.
The change in incentives for the formation of private pension plans

after 1940 produced a rapid expansion in both the number of pension

plans and the proportion of the private wage and salary labor force

covered by pensions. In the first 20 years after 1940, the growth in

pension coverage was particularly rapid due to the immediate develop-
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ment of pensions plans by the largest employers. As the number of
qualified pension profit-sharing and stock bonus plans increased from
700 to 64,000,1 the proportion of workers covered by private pensions
increased from 12 percent to about 33 percent.2

In the second 20-year period, the expansion of coverage slowed con-
siderably due to a trend toward coverage of workers in smaller firms.
While pension coverage had increased at an average annual rate of
12 percent in the 1940's and 7 percent in the 1950's, between 1960 and
1974, pension coverage grew at a rate of only 3 percent a year. Overall,
the proportion of covered workers increased from 33 percent to only
40 percent.3

CHART 10
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Source: Sylvester J. Schieber and Patricia M. George. Retirement Income
Opportunities in an Aging America: Coverage and Benefit Entitlement,
Employee Benefit Research Institute, Washington, D.C. 1981. Table III-1.

During this same period, however, the number of qualified plans
in effect increased dramatically from 64,000 to nearly 425,000. By
the early seventies, although there was an average net increase of 50,-
000 new plans a year, the rate of worker participation in plans was
leveling off.4

B. CHARACTERISTICS OF PRIVATE PENSIONS

Today, there are more than 42 million private sector wage and
salary workers actively participating in one or more of over 450,000
private pension plans.5 These pension plans are of two types-defined
benefit, and defined contribution plans. Defined benefit plans, which
account for about 30 percent of all plans and 70 percent of all partici-
pants, are plans which pay the worker a specified benefit frequently,
based on a combination of his years of service, and recent earnings'

1 Charles Spencer & Associates, "Pension and Profit-Sharing Plans in Effect, Based on
IRS Data, 1939-75." EBPR research reports.

2James H. Schulz, "The Economics of Aging," 2d edition (Belmont, Calif.: Wadsworth),
1980. table 23.

a Ibid.. page 126. and table 23.
' Op. cit. (Spencer).
5 U.S. Department of Labor, "Preliminary Estimates of Participant and Financial Char-

acteristics of Private Pension Plans, 1977," 1981, page 1.
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experience. Defined contribution plans, which account for about 70
percent of all plans and only 30 percent of all participants, are plans
in which the rate of contribution is specified, and benefits are unpre-
dictable-since they are tied to the rate of return on the plan's
investments.8

The majority of pension plans are small. As of 1977, three out of
five plans had fewer than (hparticipants, and-90-percent of all-plane
had fewer than 100 participants. Most of the small plans are defined
contribution plans. Defined benefit plans tend to be larger, with 95
percent of all workers participating in defined benefit plans covered
by plans with 100 or more members. While two-thirds of all private
pension plans are small, defined contribution plans, two-thirds of all
participating workers are in large defined benefit plans.7

Defined benefit plans pay either a flat-rate benefit or an earnings-
related benefit. Flat-rate plans, also called pattern plans, cover about
half of all participants in defined benefit plans, primarily employees
paid hourly wages in collectively bargained plans. These plans pay a
fixed dollar amount to the participant for each year of service under
the plan. Three-quarters of the participants in flat-rate plans are in
plans which use a single flat rate for all employees regardless of their
job classification or wage. Another quarter are in plans using staggered
flat rates which pay different dollar amounts for different job
classifications.

Earnings-related plans, also called "conventional plans," usually
cover salaried employees or a combination of salary and wage em-
ployees, and pay benefits in proportion to the worker's earnings. Usu-
ally the benefit is derived by multiplying a percentage of the em-
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ployee's average earnings over some specified period by his years of
service under the plan. The earnings which are averaged in calculat-
ing the benefit may be the worker's career earnings under the plan,
but are often the worker's highest 3 or 5 years of earnings, or the
worker's earnings in his final 5 or 10 years of employment. The aim of
an earnings-related plan is to pay the worker some fixed proportion
of preretirement earnings to assure- that pension benefits bear- -set
relationship to employees' standards of living, regardless of what hap-
pens in the economy. In general, final earnings and high years' earn-
ings formulas pay initial benefits which have a more direct relation-
ship to the employees' final preretirement standard of living than do
the benefits paid under career average formulas.

These features make the defined benefit plan advantageous to a
worker who remains with a single employer throughout his career.
However, workers who participate in defined benefit plans and change
employers during their careers have their benefits reduced or elimi-
nated as a result. One reason is that most participants in defined bene-
fit plans have to work for the same employer for 10 years to become
vested for pension benefits. A worker who leaves early not only loses
his right to benefits, but also is unlikely to have made any contribu-
tions to the plan which he could otherwise withdraw. A worker who
stays with the same employer for more than 10 years, but leaves that
employer several years before retiring, will find upon retirement, that
the purchasing power of his fixed dollar pension has been eroded by
inflation. These features of defined benefit plans tend to penalize
mobile workers.

Employers can offer defined benefit plans as a way of rewarding
loyal employees and reducing their labor turnover. In addition, the
benefit formula can be set to influence employees decisions about work
and retirement. However, there are disadvantages for the employer
as well. Employers who offer defined benefit plans are obligated to
provide the benefits they have promised. If their assumptions about
future plan performance prove to be optimistic, employers may find it
necessary to increase their contributions to finance the benefits. In this
sense, the employers' pension costs are uncertain, and deterioration in
the economy can lead to the build up of large unfunded pension
liabilities.

Defined contribution plans include money-purchase and profit-shar-
ing plans. In money-purchase plans, a periodic contribution of a speci-
fied percentage of earnings is set aside in an individual employee
account. In profit-sharing plans, the periodic contributions to each
account are a function of the profits of the firm and may vary each
year. In both cases benefits are paid out based on the funds which have
accumulated in the individual account at the time of retirement. In
1974, 70 percent of all participants in defined contribution plans were
in money-purchase plans.8

Defined contribution plans cannot offer the worker predictable bene-
fits, since the benefits paid depend upon the performance of invest-
ments. Individual employees may find upon retirement that the bene-

aBradley R. Schiller and Donald C. Snyder. "Linicares Between Private Pensions and
Social Security Reform." U.S. Senate, Special Committee on Acing, committee print (97th
Congress, 2d session). Not in print at the time of the publication of this report.



fits paid are less than or greater than the benefits projected by the plan.
In this sense, the employee, and not the employer, bears the risk.
Defined contribution plans, however, have the advantage of not ex-
tracting as heavy a penalty for job mobility. Defined contribution
plans are likely to allow the employee to gradually vest in his pension
benefits, and are also likely to include employee contributions. Thus,
even workers who leave before fully vesting can take some benefits
with them. In addition, since the employee has an account which is
invested, there is continuing growth in the value of his benefits even
after he leaves the employer. As a result, benefits paid by defined con-
tribution plans tend to be less sensitive than benefits paid by defined
benefit plans to employee's job changes.

By the same token, defined contributions are difficult for an em-
ployer to use in rewarding career workers or influencing the work
and retirement choices of employees. However, the advantage to the
employer of offering a defined contribution plan is that his liability
is limited to the periodic contributions he makes to the plan. Once
these contributions are made, the employer has no further financial
obligation.

It is important to realize that, in practice, the choice of a defined
benefit or a defined contribution plan is not mutually exclusive. Major
employers who include defined benefit plans in their benefit package
often supplement those benefits with defined contribution plans which
may be specifically targeted to attract highly skilled workers with
relatively short tenures. They are also a way of increasing benefits
without increasing the employer's future liability.

Another way of looking at pension plans is to differentiate between
plans sponsored by a single employer and those sponsored by a group
of employers or employers and labor organizations. Single employer
plans are the most common, covering about 85 percent of all partici-
pating workers. In these plans, the employer sponsors and either ad-
ministers or contracts for the administration of the plan separately.
Multiemployer plans usually cover employees in an industry or craft
in a specified geographic area. These plans require employers to make
specified contributions on behalf of each worker to a central fund.
Employees can continue to accumulate years of service under the plan
by working for any of the employers in the plan. While the contribu-
tion rate is determined through collective bargaining, benefits are
defined by the plan's trustees who are representatives of labor and
management. Multiemplover plans offer workers better portability of
their pensions than single employer plans because years of service
continue to be credited to the workers account as he moves from one
participating employer to another. However, benefit guarantees in
multiemplover plans may not be as sound. While benefits are fully
protected if a particular employer leaves the plan, if the plan termi-
nates, workers benefits are only partially protected by plan termina-
tion insurance. Mulfiemplover plans can also be a nroblem for the em-
plover. The defined benefits promised by the plan leave employers
liable for future benefit obligations, as in single employer defined
beneft plans, but in multiemployer plans emnloyers share control over
benefit levels with the labor union. In addition, termination of plan
particination by one employer can increase the future benefit obliga-
tions of other employers participating in the multiemployer plan.



C. THE EMPLOYEE RETIREMENT INCOME
SECURITY ACT OF 1974

1. OIGINS 9

Prior to 1974, private pension growth had taken place in largely
mregulated-envirenenteEarly_ -restrictions -on private -plans were-
developed primarily through the Internal Revenue Code, and were
aimed at preventing employers from developing plans only for the
tax advantages and diverting plan assets and income to their exclusive
use. The Revenue Act of 1942 provided special tax advantages for
qualified plans and required, as a condition for qualification, that
plans not discriminate in their coverage, benefits, and financing in
favor of supervisors, highly paid employees, officers, and share-
holders. Regulations and rulings of the IRS over the next 12 years
added further detail to the requirements for plan qualification to
protect general employee interests and prevent misuse of pension
plans as tax shelters. Revision of the Internal Revenue Code in 1954
left these requirements in place. Prior to 1974, however, there were
no provisions in the code to require adequate funding of pension plans,
to guarantee pension benefits, to enforce individual participants'
rights to benefits, or to establish standards for plan administration
and management of plan assets.

During the 1950's, as private pensions assumed rapidly increasing
responsibility for providing retirement income, concern began to
mount about pension plan abuses. Complaints surfaced about losses
of benefits by employees after long years of service because of com-
pany mergers, plant closings, employer bankruptcies, and unemploy-
ment. Stringent age and service requirements prevented many loyal
workers from receiving pension benefits when they voluntarily or
involuntarily retired before the plan's eligibility age. In addition,
there was growing evidence of fraud, embezzlement, and misman-
agement in the investment of pension funds.

In response to these problems, Congress moved to increase protec-
tion of the rights of individual participants and reduce plan asset mis-
management by enacting the Welfare and Pension Plans D'sclosure
Act of 1958. This act however placed primary responsibility for
monitoring of plan activity in the hands of plan participants them-
selves. Plan administrators were required to make copies of the
plan and annual reports available to plan participants. Participants
were expected to soot fraudulent or criminal activity through the
annual report, and bring action under State or Federal laws to protect
plan assets. Even though the burden for investigation and enforce-
ment was shifted from plan participants to the Departments of
Justice and Labor in the 1962 amendments to the act, the law con-
tinued to provide inadequate protection for the rights of individual
participants.

Contimuino' pension plan abuses led to the establishment of the
President's Committee on Corporate Pension Funds which released
its report in 1965. In its report, the committee recommended that Fed-

* This discussion of the origins of ERISA is based on Dan N. McGill, "Fundamentals of
Private Pensions," fourth edition (Homewood, Ill.: Richard D. Irwin: Inc.), 1979, pages
30-37.



eral standards be imposed on private pension plans. In particular, the
committee recommended the development of mandatory minimum
vesting and funding standards, and concluded that a pension plan ter-
mination insurance program, and a mechanism for portability of pen-
sion benefits were worthy of serious study. The release of this report
led to the introduction of the Pension Benefit Security Act to Congress
in 1968. This bill and other pension reform bills were introduced in
successive sessions of Congress until finally the Employee Retirement
Income Security Act (ERISA) was enacted in 1974.

2. MAJOR PROVISIONS

ERISA is one of the most lengthy and complex pieces of legisla-
tion to be enacted in recent years. The primary intent of this act is to
protect the pension and welfare benefit rights of workers and their
beneficiaries. It addresses this goal through eight sets of provisions:

(a) Participation provisions: These provisions limit the age and
service requirements for eligibility for participation in a pension plan.
In general, an employee cannot be excluded from a Dlan on accountof age and service if he is at least 25 years old and has at least 1 year
of service (a period of 12 months with at least 1,000 hours of work).

(b) Vesting, break in service, and beneflt accrual provisions: These
provisions assure that employees who work for the same firm for a
reasonable length of time receive some pension at retirement age.

(1) Vesting: There are three alternative standards for vesting:
(i) Full vesting of 100 percent of accrued benefits after 10 years
of service; (ii) graded vesting of 25 percent of accrued benefits
after 5 years of service increasing by 5 percent each year for the
next 5 years and 10 percent for each year thereafter, so that 100
percent vesting is attained after 15 years of covered service; (iii)
graded vesting of 50 percent of accrued benefits when age and
service add up to 45 years, increasing by 10 percent each year over
the next 5 years.

(2) Break in service: Requires a plan to credit an employee
for all service with an employer before and after a "break in
service." The plan may require a specified waiting period before
prebreak and postbreak service are aggregated, but must later
give credit for that period. Nonvested employees may not lose
credits for prebreak service until the period of absence equals the
years of covered service.

(3) Benefit accrual: Establishes a standard of uniformity in
rates of benefit accrual to prevent plans from accruing benefits at
lower rates in early years of employment or younger ages.

(4) Portability: With the consent of employers, employees
may transfer vested pension benefits tax free to an IRA and an-
other employer upon separation from the firm.

(c) Joint and survivor provisions: This provision improves bene-
fits for spouses, by requiring pension plans to offer certain workers the
option of electing a 50-percent joint and survivor annuity at the ini-
tial age for early retirement or 10 years before normal retirement-in
exchange for a lower pension amount. All workers must be provided
this protection at the time of actual retirement unless they elect other-
wise.
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(d) Funding provisions: These provisions set standards for the

funding of plans to assure that plans have the money to pay benefits

when due. Plans created after ERISA were to develop full funding
for benefit obligations within 30 years. Plans predating ERISA were

allowed 40 years to develop full funding.
(e) Fiduciary provisions: These provisions set standards for the

administration and Imanagement -oplan funds. Plans -arse-equired to,

diversify their assets, and they may not buy or sell, exchange, or lease

property with a "party-in-interest." They may not divert plan assets

or income to any other use than payment of benefits or reasonable

plan administration expenses.
(f) Reporting and disclosure provisions: These provisions are de-

signed to assure that employees and their beneficiaries know their

rights and obligations under the plans, and to assure that Government

agencies have the necessary information to enforce the law. Plans with
over 100 participants are required to file detailed financial and ac-

tuarial data. Moreover, defined benefit plans must submit an audited
financial statement and a certified actuarial statement. Plans with
fewer than 100 participants are only required to file a simplified finan-

cial and actuarial report. All plans are required to furnish each par-
ticipant and beneficiary with copies of the summary plan description
and annual reports. Other statements are required when firms merge
or transfer assets for a qualified plan, terminate a qualified plan, or
when an employee with vested benefits terminates from a plan.

(g) Plan terminalion insurance pro ?isions: These provisions as-
sure that persons with vested benefits will receive a pension in the event
that their defined benefit pension plan terminates with insufficient
funds to pay benefits. Plan termination insurance is established
through annual premiums paid by employers to a nonprofit Govern-
ment corporation-the Pension Benefit Guaranty Corporation
(PBGC). Single employer and multiemployer plans are treated dif-
ferently under these provisions. In the original act, plan termination
insurance was extended only to single employer plans. If a single em-
ployer, defined benefit plan terminates with insufficient funds, em-
ployees may qualify for a benefit of up to $1,261 a month (1981) (ad-
justed annually for changes in social security contributions and benefit
levels). Employers terminating plans are liable for up to 30 percent of
their net worth. Multiemplover plans were brought under the plan
termination provisions in 1980. Under the 1980 amendments, the
PBGC is required to provide financial assistance to a multiemplover
plan when it becomes insolvent to enable it to pay guaranteed benefits,
whether or not it terminates. Only a portion of the vested benefit in a
multiemployer plan is guaranteed. In the event of insolvency or ter-
mination, the PBGC will guarantee 100 percent of the first $5 plus
75 percent of the next $15 of monthly benefits per year of service.
Annual PBGC premiums for each participant are set at a higher rate
for multiemployer plans than for single employer plans.

(h) Individual retircment accounts and Keogh provisios: ERISA
provisions enabled employees not covered by a pension plan to take
an annual tax deduction for contributions to an individual retirement
account (IRA). ERISA set maximum IRA contribution levels at the
lesser of 15 percent of compensation or $1,500 a year. and raised maxi-
mum Keogh contribution levels to the lesser of 15 percent of compen-



sation or $7,500 a year. The Economic Recovery Tax Act of 1981 ex-
tended IRA eligibility to earners who are also covered by a pension,
and raised maximum IRA and Keogh contribution levels. Under cur-
rent law, individuals may contribute the lesser of 100 percent of com-
pensation or $2,000 a year to an IRA, and the lesser of 15 percent of
compensation or $15,000 a year to a Keogh plan.

(i) Administration: Administration for various provisions of the
law was assigned either to the Department of Labor, the Internal
Revenue Service, or the Pension Benefit Guaranty Corporation.

While ERISA dramatically increased the protection afforded for
workers' pension benefits, it carefully limited its protections to work-
ers who fulfilled conditions for participation and vesting as specified
in the act. ERISA did not attempt to guaranitee a pension to every
worker, nor to assure that pension benefits that are received are ade-
quate. In addition, ERISA did not attempt to provide full protection
to spouses of deceased or retired workers, and it did not provide for
portability of benefits other than in cases when plan sponsors chose
to incorporate this option.

3. EFFECTS OF ERISA ON PRIVATE PENSION PLANs

Since the enactment of ERISA, there has been concern and con-
troversy regarding the impact of this law on the development of pen-
sion plans, and on the nature of plan provisions. As ERISA brought
into play a new set of plan standards and reporting and disclosure
requirements in the pension industry, it was inevitable there would be
disruption for private pension plans and added plan expenses. In
retrospect, however, there is some question about how severe and long
lasting this disruption has been, and whether it has had any lasting
impact on the extent of pension coverage.

ERISA's most dramatic effects have been on the numbers of exist-
ing pension plans. When the law was passed, most pension plans
were able to modify plan provisions and management procedures to
meet standards and reporting requirements without serious disrup-
tion or excessive costs. However, many plans, particularly smaller
plans, were unwilling or unable to meet the standards or the costs
imposed by ERISA. In most cases these plans terminated. One inter-
pretation of the impact of ERISA is that it weeded out the marginal
pension plans-the very type of plan which led to the enactment of
ERISA.

Defined benefit plans were the most directly affected, and here the
numbers are startling. Prior to the enactment of ERISA the number
of defined benefit plans had been rising from a low of about 5,000 net
new plans a year in 1960. to a high of about 32,000 net new plans a year
in 1973. In the years immediately following the enactment of ERISA,terminations of defined benefit plans tripled and creations of defined
benefit plans were reduced by more than 80 percent. In 1976, therewas actually a net loss of 4,000 defined benefit plans. After 1976, thenumber of defined benefit plans began to increase again, but by 1980,the number of annual net new plans was still only half that for 1973.10

10 Sylvester- J. Schieber and Patricia M. George, "Retirement Income Opportunities inan Aging America : Coverage and Benefit Entitlement," Employee Benefit Research Insti-tute, Washington, D.C., 1981, table 111-9.
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Defined contribution plans were also affected by ERISA, but only
briefly. In the years immediately following the enactment of ERISA,
the rate of defined contributioil plan terminations rose dramatically,
tripling by 1977. Plan creations, however, declined only in 1975 and
1976.11 Overall, the enactment of ERISA has encouraged the develop-
ment of defined contribution plans since these plans are not required to
pay premiums to the Pension Benefit Guaranty Corporation nor to
meet ERISA's funding standards. Since 1978, defined contribution
plans have been created at double their pre-ERISA rate.

n Ibid., table 111-9.



Not all of the post-ERISA increase in plan terminations resulted
from the enactment of the law. In part, the increase was a continuation
of a, long-term trend of rising termination rates. Annual plan termi-
nations rose gradually from under 300 in the 1950's to more than 2,000
by 1970, accelerating thereafter to reach nearly 5,000 by 1974.12 Acontinuation of this trend, however, would only account for half ofthe actual post-ERISA plan terminations. Part of the increase inplan terminations could also be attributed to the occurrence in 1974and 1975 of the most serious economic recession since World War II.It is unclear, then, how much of an impact ERISA actually had onplan terminations.

Several studies of terminating pension plans have helped to clarifythe relationship between the enactment of ERISA and the increase inplan terminations. In general, these studies found the effects ofERISA to be much less severe than the previously cited statisticswould indicate. Terminating plans were found to be largely smallplans that did not meet the act's minimum vesting and participation
standards. While ERISA may have been a major factor in many of theplan terminations, it wais not the most significant factor. In many
cases, the sponsor terminated one plan only to place its participants inanother plan. Where participants were not transferred to anotherplan, in most cases they either received or were scheduled to receiveall of their vested benefits.

Specifically, studies by the Pension Benefit Guaranty Corporation
(PBGC) of plan terminations in 1975 and 1978, found that terminat-ing plans were overwhelmingly small plans, with over half coveringfewer than 10 participants.1" Similarly, a GAO study of plan termina-tions from the end of 1974 through June 1976, found that the averagesingle employer defined benefit plan terminating after ERISA had 15participants, and over 90 percent of these plans had fewer than100 participants. 14

In reviewing the reasons for plan termination, the studies concurredthat, although ERISA changes were a major reason for plan termina-tion, they were not the most frequently cited reasons. PBGC found inits 1975 study that only 23 percent of the plan sponsors terminatingpension plans cited ERISA as a major reason for termination. Sev-enty-seven percent of the plan sponsors cited adverse economic circum-stances, a change in ownership, or liquidation of the business as majorfactors. 15 GAO found in its 1978 study that more than half of theplan sponsors cited ERISA as a major reason, but only 17 percent citedERISA as the only reason. GAO noted that adverse business condi-tions, rising pension costs, and other problems with the plans them-selves were more significant factors. In a later study (1979) of pensionplans with fewer than 100 participants, GAO found that ERISAwas only a major factor in about 41 percent of plan terminations. Forthose plans citing ERISA as a major factor for plan termination, most
" Ibid., table 111-9.."Pension Benefit Oiusranty Corporation. "Analysis of Single Employer Defined BenefitPlan Terminations, 1975" (March 1976). Pension Benefit Guaranty Corporation. 'AnnualReport" (June 30, 1975). Pension Benefit Garanty Corporation, "Analysis of Single Em-ployer Defined Benefit Plan Terminations. 1978" (May i981).1U.S. General Accounting Office. "Effect of the Employee Retirement Income SecurityAct on the Termination of Single Employer Defined Benefit Pension Plans" (Report No.HRD 78-90, Apr. 27, 1978).isOp. cit. (PBGC, March 1976).
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were concerned about anticipated administrative and benefit costs and
reporting and disclosure requirements. In addition, GAO found that
95 percent of the terminating plans did not meet the vesting and par-
ticipation requirements of ERISA.16

Both the PBGC and GAO found that in many cases where plans
were terminated, the employer continued pension coverage for par-
ticipants-im-another-plan.-P-BGC4ound- in 195,4hat5-- percento
all plan sponsors were continuing pension coverage through another
plan, but by 1978, this proportion had dropped to 15 percent. The
GAO found in its 1978 study that 41 percent of plan sponsors would
continue coverage in some other plan. Further, GAO found that
among the terminating pension plans studied, only 2 percent did not
have sufficient assets to pay guaranteed vested benefits. In the ma-
jority of cases where vested benefits were paid by the pension plan,
participants were provided a lump sum payment of their benefits
upon termination of the plan.

While ERISA may have had some impact on the development of
pension plans in the short term, much of this impact resulted in a
shift in emphasis in plan creations from defined benefit plans to
defined contribution plans. It is clear from 1980 IRS figures that the
overall growth rate for private pension plans has returned to pre-
ERISA levels. In addition, while growth in pension plans was slowed
by ERISA, the limitation of this impact to small plans has meant that
pension coverage of the work force has remained unchanged since
ERISA. In short, there is no strong evidence that ERISA is having a
lasting effect on the growth in private pension plans or on pension
coverage of the work force. The pension industry appears now to have
adjusted successfully to the new law.

The impact of ERISA on standards for participation and vesting
has generally been mixed. Among smaller plans, the adoption of
ERISA standards largely improved the adequacy and availability of
pension benefits for covered workers. GAO found in its 1979 study of
small plans, that 89 percent of the plans that continued, had to be
revised to meet the act's requirements. This resulted in 410,000 addi-
tional employees becoming participants in small pension plans and
about 197,000 participants having increased vested rights to pension
benefits.' 7 Among larger plans the results were more mixed. Par-
ticipation requirements, which had before ERISA been loosening,
actually became more restrictive as a result of ERISA. According to
the 1980 Bankers Trust Co. "Corporate Pension Plan Study," a prior
trend toward elimination of participation requirements was reversed
after passage of the ERISA minimum standard for eligibility. Among
flat-rate or pattern plans, the proportion with eligibility requirements
rose from 16 to 54 percent between 1975 and 1980. Among earnings-
related or conventional plans, the proportion with eligibility require-
ments rose from 56 to 65 percent over the 5-year period. Vesting re-
quirements, however, were already moving toward a less retrictive
10-year, 100-percent vesting standard before ERISA was passed. The
enactment of ERISA served merely to reinforce this trend."

Is U.S. General Accounting Office, "Effects of the Employee Retirement Income Security
Act on Pension Plans With Fewer Than 100 Participants" (Report No. HRD-79-56,
Ap. 16. 1979).

b Tid.
'sBankers Trust Co. "Corporate Pension Plan Study: A Guide for the 1980's" (New

York: Bankers Trust, 1981).



4. MoDIFICATIONS IN ERISA

A. MULTIEMPLOYER PLANS

The most significant changes in ERISA have occurred in the area
of multiemployer pension plans. These are plans which cover em-
ployees of a number of employers usually within a single craft *or in-
dustry, such as trucking, construction, retail foods, or printing. The
plans are created and maintained under collective bargaining agree-
ments negotiated between a union and employers. Frequently, em-
ployers' contribution rates are determined in the collective bargaining
process, but benefits paid to pensioners are defined separately by the
plan's trustees. Plans are not permitted to defer funding or reduce
benefits, leaving contributing employers with choice of making suffi-
cient contributions to meet benefit obligations or withdrawing from
the plan.

In recent years, many industries with multiemployer plans have
been experiencing declining employment and high rates of business
failure. As a result, the funding obligations for remaining employers
has been increasing substantially in some plans. When ERISA was
passed in 1974, it was feared that inclusion of multiemployer plans
in the plan termination insurance guarantees would enable ailing
plans to immediately shift their pension burden to the Pension Bene-
fit Guaranty Corporation (PBGC). A later PBGC study raised con-
cern that automatic inclusion of multiemployer plans in the provisions
of title IV of the act could result in the PBGC having to fund as much
as $4 billion in benefits if multiemployer plans failed'9 Although multi-
employer plans were required to pay premiums from the start, insur-
ance of benefits was delayed under the act until January 1978. In the
interim, ERISA gave the Pension Benefit Guaranty Corporation
(PBGC) discretion to cover terminations on a case-by-case basis. This
was intended to allow the PBGC to gain some experience with multi-
employer plans before termination insurance coverage became manda-
tory. Mandatory coverage of benefits was then postponed several more
times, until it finally became effective in August 1980.

In the meantime, studies conducted by the PBGC of multiemployer
plan liabilities and terminations began to document unique problems
of funding and liability among multiemployer pension plans. Under
the original law, employers were able to withdraw from a multiem-
ployer plan without any further obligations to the plan. If employees
had earned vested benefits which had not been funded by the employer,
that liability was spread among the remaining employers. In indus-
tries with a declining number of employers, these increased pension
liabilities raised costs for remaining employers. In addition, where
plans had given past service credits to employees for service before
the employer entered the plan, failures or withdrawals of a large num-
ber of these employers left plans with large unfunded liabilities. Where
increases in employer contributions or cuts in employee benefits were
intolerable, termination of the entire plan became a likely alternative.

PBGC found that there were financial incentives for employers to
withdraw from plans or for plans to terminate when there were large
unfunded .liabilities. Under the law, withdrawing employers had

UPension enefit Guaranty Corporation, "Potential Multiemployer Plan LiabilitiesUnder Title IV of ERISA," Sept. 29, 1977.



limited liability. If the employer withdrew and the multiemployer
plan continued to operate for 5 years, the employer could dump its en-

tire liability for its employees' benefits on the plan. If the plan folded

within 5 years, the employer could be liable for up to 30 percent of his

net worth, but in some cases this amount was less than the employer's
obligation under the plan.

(i) Multiemployer Pension Plan Amendments Act of 1980

As the date for implementing plan termination insurance coverage of
multiemployer plan benefits drew nearer, it became clear that the in-

centives for employer withdrawal and plan termination needed to be

reduced, and the funding of the PBGC improved.
PBGC had reported in 1977, that 1 in 10 multiemployer pension

plans had a high potential for plan termination because of extreme

financial hardship.20 The PBGC's 1977 report had also called for an

increase in the multiemployer premium rate to assure adequate reserves

in the plan termination insurance fund when mandatory guarantees

for multiemployer plans went into effect. In 1979, PBGC submitted

specific recommendations to Congress for revising the multiemployer
plan termination insurance provisions. These recommendations be-

came the basis for the Multiemployer Pension Plan Amendments Act

of 1980 (Public Law 96-364) which was signed into law in Sep-
tember 1980.

The 1980 amendments sought to remove incentives for withdrawal,

and protect remaining contributors, by requiring that an employer
. withdrawing from a multiemployer plan continue to fund his fair

share of the plan's total unfunded vested liability. The withdrawal
liability is payable in annual installments for a period of up to 20

years.
In addition, the 1980 amendments made changes in the pension

benefit insurance program to bolster ailing multiemployer plans.

First, the definition of an "insurable event" was changed from plan
termination to plan insolvency. Thus, the PBGC was required to

provide financial assistance to insolvent multiemployer plans to enable

the plans to pay benefits. Second, employers in certain financially
troubled plans were protected from large increases in contributions.

These plans, termed "plans in reorganization" were required to meet

a minimum contribution requirement (MCR) which generally in-
creased their funding obligations. The MCR is phased in to prevent
an excessive increase in 1 year, and is reduced if the plan is "over-

burdened" with a high proportion of retirees. Third, trustees of

financially troubled multiemployer plans were permitted to reduce or

eliminate benefit increases that had been in effect for less than 5 years.

Finally, the 1980 amendments attempted to insulate the PBGC
from the cost of excessive multiemployer terminations by raising the
annual per participant premium paid by multiemployer plans and

specifying a limited benefit guarantee level for these plans. Retirees

or those participants within 3 years of retirement were assured full

guarantee of their pension benefits. For others, the PBGC guaranteed

100 percent of the first $5 of monthly benefits per year of service,
plus 75 percent of the neit $15 of monthly benefits per year of

service.
0 Ibid.



(ii) S. 1748-Multiemployer Pen8ion Plan Stabilization Act of 1981
The 1980 amendments met with almost immediate opposition from

employers contributing to multiemployer pension plans. Most of this
opposition focused on the withdrawal liability provision in the act
which held employers totally liable for their share of benefit obliga-
tions under the plan. Employers objected, stating that since they agree
only to contributions they make to the plan and not to benefit levels,
they should not be liable for the plan's benefit obligations. Because
benefit levels are beyond the control of the employer, it was often pos-
sible for large unfunded liabilities to develop on an employer's account
in the multiemployer plan amounting to a substantial portion of the
employer's net worth. In addition, because the liability under the act
was triggered by the employer's withdrawal from the plan, rather than
the termination of the plan, companies might be prevented from
selling or even in some cases moving their business. Employers main-
tain that a withdrawal liability which can equal or exceed net worth
also reduces the ability of the employer to borrow money and, there-
fore, increases the likelihood of employer insolvency and withdrawal.

A bill to eliminate employer liability upon withdrawal and plan
termination for most multiemployer plans was introduced in the Sen-
ate in October 1981 (S. 1748). This bill would remove from the with-
drawal and plan termination provisions of title IV of ERISA plans
in which only contribution levels, and not defined benefit levels, are
negotiated in collective bargaining agreements. This is accomplished in
the bill by redefining such plans as "fixed contribution multiemployer
plans" instead of defined benefit plans. Employers in fixed contribution
plans would be liable only for their agreed upon contributions. The
plans themselves would have to pay no premiums to the PBGC to
insure benefits, nor would plan benefits be guaranteed. Employers who
have negotiated benefit levels in their collective bargaining agreement
would continue to be covered by the provisions of title IV of ERISA.

B. SIMPLIFICATION AND REVISION OF ERISA

The complexity of ERISA and the extensiveness of the regulatory
control it imposes have led to several efforts to clarify the act, consoli-
date administration, simplify reporting and disclosure procedures, and
loosen restrictions on plan sponsors.

(i) Reorganization Plan No. 4 (1978)
Initial problems of overlapping jurisdictions between the Depart-

ments of Treasury and Lalbor and the PBGC led to complaints of
redundant and excessive paperwork, backlogs of unprocessed applica-
tions for administrative exemptions from prohibited transactions, and
delays in the issuance of regulations. In 1978, in response to these com-
plaints, President Carter issued reorganization plan No. 4 which elim-
inated much of the jurisdictional overlap resulting from ERTSA. The
plan assigned responsibility for each major provision of ERISA to
one agency. As a result, there was a substantial reduction in the paper-



work burden, processing of applications for exemptions was improved,
and cooperative agreements between Labor and Treasury were begun
to improve coordination of the field activities of these agencies.

(ii) S. 1541-The Retirement Income Incentives and Administration
Simplification Act of 1981

Legislation was introduced in 1979-the ERISA Improvements Act
of 1979-which was intended to simplify and clarify ERISA and cer-
tain tax code provisions, and to consolidate administration and en-
forcement of ERISA. This legislation was reviewed in several com-
mittee hearings and reported favorably from the Senate Committee
on Labor and Human Resources, but never called up on the floor.

Representative Erlenborn, who had introduced the ERISA sim-
plification bill in the House in 1979, introduced a similar bill in July
1981, known as the Retirement Income Incentives and Administrative
Simplification Act (H.R. 4330), later introduced in the Senate as
S. 1541, by Senator Nickles. This bill is intended to consolidate and
simplify the laws and administration relating to employee benefit
plans, and provide incentives for expansion of coverage and benefits
under private pension plans and increased retirement savings.

There are six titles in the bill:
-Title I would create a single independent agency (an Employee

Benefit Administration), to consolidate Federal regulation of
employee benefit plans.

-Title II would permit employees in employer-sponsored retire-
ment plans to make tax deductible contributions to the plan and
to IRA's. (A similar provision was enacted in the Economic Re-
covery Tax Act of 1981.)

-Title III would amend the reporting and disclosure. participation,
vesting, funding, and fiduciary requirements of ERISA.

-Title IV would amend the Internal Revenue Code with respect to
the changes in ERISA and to increase contribution limits for
Keogh plans. (Similar changes in Keogh plans were enacted in
the Economic Recovery Tax Act of 1981.)

-Title V would require employers to provide payroll deduction
plans for employees not covered by a private pension plan who
want to contribute to an individual retirement account.

-Title VI would restructure single employer plan termination in-
surance.

Many of the changes in ERISA included in title III of this bill are
intended to reduce the burden on employers, particularly small busi-
nesses, imposed by compliance with ERISA. in order to increase the
incentives for plan development. Several of ERTSA's reporting and
disclosure requirements would be revised to reduce employer costs. For
example, employers, who are now required to provide the summary an-
nual report of the plan's status individually to all participants. would
be allowed to provide the report collectively and make it available to
individuals upon request. Another provision would allow larger plans
than under current rules to use simplified annual reporting. In addi-
tion, the fiduciary restrictions in ERISA which nrohibited certain
kinds of plan transactions would be loosened to eliminate perceived
barriers to plan expansion and increase employer incentives for plan



development. For example, defined contribution plans would be per-
mitted to loan or lease up to 50 percent of the plans assets to the em-
ployer; and plans would be allowed to buy, sell, exchange, or lease
property with a "party-in-interest" (e.g., the employer) provided they
received "adequate consideration" (a fair market price or reasonable
rate of return).

Other changes to ERISA are aimed at restricting the participation
and vesting standards for beneficiaries. Presumably these changes
would also lower plan costs by reducing benefit payments. For ex-
ample, the bill would stiffen the rules for suspension of a retiree's
benefits upon reemployment by expanding the conditions of reem-
ployment which can lead to suspension of benefits and permitting the
plan to impose financial penalties on the beneficiary for failure to re-
port reemployment. The bill would also allow employers to begin
calculating employment for the purpose of determining plan eligibil-
ity from the beginning of the plan year rather than each individual
employee's first day of work, thereby reducing administrative costs and
reducing benefit accruals. Additionally, multiemployer plans would be
allowed to curtail an employee's benefit accruals if his employer was
delinquent in making contributions to the plan.

There are also provisions in the bill which would affect benefits
paid to plan beneficiaries in ways that are not yet clear. For example,
current pension integration rules would be replaced with a "mimimum
combined-benefit rule" as a test of discrimination in the plan and a
"benefit-compensation ratio" which would establish a minimum return
on contributions for lower compensated participants. Another pro-
vision would exempt plans which offer lump sum death benefits to
survivors from the requirement that they offe-r a preretirement sur-
vivor annuity option.

Finally, proposed changes in the plan termination insurance pro-
gram are aimed at encouraging plan continuation and containing
program costs by placing single employer termination insurance on
a comparable basis with multiemployer insurance. Provisions would
both limit the event which triggers payment of termination insurance
and change the employer's liability in the event insurance was paid.
Currently, employers can continue in business but arbitrarily terminate
a pension plan and limit their liability to the plan to 30 percent of their
net worth. This bill would make employer insolvency the insurable
event and require that the employer be insolvent and liquidate, or
partially liquidate, his business to trigger PBGC benefit guarantees.
PBGC would be allowed to insure only part of a plan in the event of
partial liquidation. The employer's liability would be equal to the dif-
ference between the current value of benefitobliations and the current
value of plan assets; the PBGC however, would no longer have pre-
ferred creditor status in making a claim on the employer's assets. These
provisions would also stiffen minimum funding standards and mini-
mum contribution requirements for plan sponsors.

The complexity of this legislation and of ERISA necessitate a care-
ful and deliberate review of its provisions and implications. To date,
the bill has been referred in the Senate to the Committee on Labor
and Human Resources. where it was the subject of 3 days of hearings
in November 1981, with a fourth hearing on January 26, 1982.



C. REGULATORY ACTION

(i) Suspension of Benefit Rule8

ERISA generally requires pension plans to provide that partici-

pants' benefits become vested, or nonforfeitable, within certain periods

of time. Thereis-an exception to this general esting rule of ERISA,
which allows pension plans, under secified circumstances, to suspen

the payment of pension benefits to a retiree if the retiree engages in

certain kinds of work. For a single employer plan, benefits may be

suspended only if the retiree is reemployed by the employer under

whose plan the benefits are being paid. In the case of a multiemployer

plan, suspension is permitted when the employee is reemployed in the

same industry, in the same trade or craft, and in the same geographic
area covered by the plan.

In 1981, the Department of Labor published final regulations speci-

fying the conditions under which a retiree would be considered "em-

ployed," for suspension of benefits purposes. It also set limits on the

amount of the benefit payments which may be suspended. According
to this final regulation, benefits could not be suspended if a retiree

works fewer than 40 hours during a month, and benefits could not be

suspended during months when the retiree is not employed.
The so-called "final" regulations, which were published on Janu-

ary 27, 1981, and which were due to become effective on May 27, 1981,
were deferred on a monthly basis by the Department of Labor from

May 26, 1981.
After the Department of Labor had deferred the implementation

of these regulations for the third time, Senator John Heinz, chairman

of the Special Committee on Aging, wrote a letter to Secretary Ray-
mond J. Donovan on August 7, 1981, urging him to "put an end to

the Department's long record of procrastination in this area, to take

an incremental step that will improve the opportunities for older

Americans, and to approve the final regulation in question." In tak-

ing this position, Senator Heinz cited demographic forecasts of Amer-

ica's growing elderly population. "It is my strong belief," he wrote,
"that this Nation must embark on a comprehensive approach to the

issue of older workers, lifting barriers currently keeping healthy and

willing older Americans out of the labor force, and crafting new poli-

cies that will provide incentives for continued employment of older

workers." In particular, Heinz was concerned with promoting con-

tinued employment of Americans in their sixties. On August 25, 1981,
Senator Pete V. Domenici, also a member of the Special Committee

on Aging, wrote to Secretary Donovan joining Chairman John Heinz'

request on behalf of the Special Committee on Agin. "As the eco-

nomic realities of our times bear down more heavily on the aged

population," Domenici wrote, "I strongly feel that we should be en-

couraging rather than discouraging older workers wh( have the desire

to work."
In reply to Senator Heinz' letter, Donald E. Shasteen, Deputy

Under Secretary for Legislation and Intergovernmental Affairs,



explained that the Department of Labor had delayed the rules in
August 1981, because it wished to make certain technical amend-
ments which would make it easier for pension plans to comply with
the new rules. But Shasteen also stated, "that the basic thrust of the
rule-to permit retirees to continue working part time without
penaltv-is sound and consistent with the President's policies."

On October 29, in testimony before the Special Committee on Aging,
Under Secretary of Labor Malcolm Lovell testified that, after making
certain technical revisions to the "suspension of benefits rules," the
revised suspension of benefits regulations -would be made effective Jan-
uary 1, 1982. These revised regulations would allow the retiree to work
up to 40 hours per month without suffering a loss of benefits, and
benefits could only be suspended for months in which the retiree
worked 40 hours or more. The regulation applies to work beyond the
plan's normal retirement age, which is usually age 65. It does not pro-
hibit suspension of benefits to early retirees, as long as full, actuarial
benefits are payable when the early retiree attains the normal retire-
ment age.

In response to a clarification reqnested by Senator Heinz as to the
application of the new suspension of benefit rules with respect to early
retirees, Labor Secretary Raymond J. Donovan explained that the
rules are not mandatory for those who retire before the plan's normal
retirement age.

In its regulatory impact analysis, the Department of Labor esti-
mated that as many as 40.000 to 66,000 people age 65 and over might
return to work on a part-time ba'sis as a result of the new rules, poten-
tially earning as much as $330 million a year to supplement retirement
income and adding to the productivity of the country as a whole.

(ii) Pension Fund Investment

On December 3, 1981, President Reagan also announced that the
Department of Labor would take immediate action to permit construc-tion-oriented, multiemployer pension plans-with approximately $20billion in assetsto invest their funds in residential mortgages. Theseactions are being undertaken under the Employee Retirement Income
Security Act (ERISA) of 1974. The Department of Labor had beenconsidering changes i these regulations for some time, and the newability to invest in residential mortgages is being granted with "appro-priate safeguards." President Reagan said. "to protect the participants
and beneficiaries of pension plans which invest in housing * * *."

Although the immediate change only affects construction-oriented
pension plans, the President also said he is asking the Department ofLabor to "move as expeditiously as possible to complete the drafting ofregulations designed to provide even greater freedom for all pension
funds to invest additional moneys in housing, if they choose to do so."
The change in the regulations grants a class exemption, under the pro-hibited transactions section of ERISA, which exempts transactions in
which an employee benefit plan issues a commitment to provide mort-gage financing to purchases of residential construction and the provi-sion of loans pursuant to such commitments.



D. CURRENT ISSUES IN PRIVATE PENSIONS

1. FINDINGS OF THE PRESIDENT'S COMMISSION ON PENSION Poucy

On February 26,1981, the President's Commission on Pension Policy
issued its final report on retirement income problems and policy recom-
mendations, entitled "Coming of Age: Toward a National Retirement
Income Policy." A major set ot the Comnission's recommendations
dealt with strengthening employee pensions. In its final report and
technical appendixes, the Commission presented a comprehensive re-
view of the characteristics and problems of employee pensions and
pension income. The Commission emphasized the disparity between
expectations that private pensions should become the major private
source of retirement income in the future and the reality that relatively
few retirees today receive pension income.

In spite of the importance of employee pension programs
to the economic security of the retired, only a relatively small
proportion of retired actually receive income from employee
pensions. In 1978, about one-fourth of the retired population
age 65 and over received employee pension income. This re-
flects the fact that many workers either work for employers
who do not have pension plans or leave employment before
gaining entitlement to pension benefits.

The Commission focused particularly on problems with pension
coverage, inadequacy of pension benefits, lack of coordination with
other income programs, erosion of benefits due to inflation, and gaps
in pension protection for women.

A. COVERAGE

The President's Commission paid particular attention to the prob-
lems of workers who are not covered by private pension plans.

The most serious problem facing our retirement system to-
day is the lack of pension coverage among private sector
workers. Only about 45 percent of the private sector work
force participates in an employee pension plan, although it is
likely that a number of those not covered may eventually be
covered.

A portion of those workers not covered by a pension plan have labor
force participation patterns that make it difficult to establish pension
coverage. Controversy over the Pension Commission's estimates of
pension coverage revolved around this question of what kinds of
workers should be expected to be covered by a pension. ERISA's
minimum standard for eligibility specifies workers 25 years of age
or older, employed by a firm for a year, and working at least 1,000
hours in 12 months. Even when the population that should be covered
was reduced to the minimum ERISA standard, only 70 percent of
these workers were found to be participating in a pension plan. And
the prospects that this gap in coverage might be closed in the near
future were found to be poor.



Although the creation of new pension plans has continued at a high
rate during the 1970's, pension coverage of the work force has slowed
to a virtual standstill. Pension coverage in firms with more than 1,000
employees is nearly complete. The bulk of the noncovered population
is now employed in small firms. Nearly four out of every five non-
covered workers are employed in firms with fewer than 100 employees.

Small employers have difficulty including pension benefits in the
compensation package because they are most likely to have little mar-
gin for increased labor expenses, to have a labor force that turns over
more frequently, and to have, on average, a short lifespan. Defined
contribution plans, IRA's, and other vehicles which limit employer
liability can help meet the needs of this work force. But adequate
pension coverage in small businesses is likely to remain a problem
in the near future.

In addition, industries where pension coverage has grown most
rapidly are industries which are expected to employ a declining share
of the labor force in the future. The industries which now account
for the largest proportion of noncovered workers will grow.

Forecasts of future pension coverage, however, have been the subject
of considerable controversy. The President's Commission used assump-
tions of restrained growth in pension plans, and it concluded that pen-
sion coverage and vesting would not increase significantly in the future
under current policies. Others have criticized the no-growth assump-
tions of the President's Commission, and using moderate growth as-
sumptions, have forecast that coverage and vesting will continue to
increase in the future. Today only two-fifths of all families with a
member between 65 and 68 years of age receive any income from
employer pensions. However, under moderate growth assumptions this
proportion could double by the turn of the century.

B. VESTING AND PORTABILITY

Even if a worker participates in a pension plan, there are no guar-
antees that he or she will ever receive retirement benefits from that
plan. Barriers to the receipt of benefits result from restrictive vesting
requirements and obstacles to the portability of accrued pension bene-
fits or service credits.

Most plan participants today (89 percent) are covered by plans
which have "cliff" vesting-with no partial vesting in the first 10
years and full vesting after 10 years. 2

1 Workers who change jobs fre-
quently stand to lose all rights to pension benefits because of a failure
to vest fully in any pension plan. While the minimum ERISA vesting
standard adopted by most plans is 10 years of service, the average
worker over 25 years of age changes jobs every 6 years, if male, and
every 3.7 years if female.

Even if the mobile worker successfully vests in his or her pension
plan, the adequacy of future benefits from the plan can be severely
reduced if the worker leaves the firm in midcareer. Benefits provided
under defined benefit plans are usually left behind when the worker
changes employers. The worker's benefits, which are often paid on the
basis of his 3 or 5 highest years of earnings, decline in real value once

8 US. uetment of Labor. Bureau of Labor Statistics, "Employee Benefits in Industry,i980" Bulei No. 2107, September 1981, table 33.



years of service are no longer credited to the plan. As a result, workers
who change jobs during their careers, even though they may receive
pension benefits from multiple sources, are frequently penalized for
mobility.

Even with moderate growth in pension coverage in the future, prob-
lems of vesting and portability are expected to restrict any improve-
ment -ize the adequacy of initiaLpension henefits.A recentstudy hy
ICF, Inc., indicates that despite a projected doubling in the propor-
tion of families eligible to receive pension benefits after the turn
of the century, the average benefit received is not projected to in-
crease significantly in real terms. 2 2

C. INFLATION PROTECTION

Even when pension benefits are adequate at the time of retirement,
they quickly decline in real value once the worker retires. Automatic
cost-of-living adjustments (COLA's) are generally absent from pri-
vate sector plans. A recently completed survey by Hay Associates
shows that only about 8 percent of the participants in private sector
plans are covered by provisions granting full COLA's. A more com-
mon practice among private plan sponsors is to make ad hoc in-
creases of retiree's annuities. These increases are generally less than
the full CPI, averaging about 3 percent per year. (Most workers,
however, are covered by social security and would receive full COLA's
to these benefits).

With no inflation protection, a 10-percent rate of inflation cuts
the purchasing power of a retirement benefit in half in only 7 years.
A Labor Department study determined that even with ad hoc in-
flation adjustments, the real value of private pension benefits de-
creased at an average rate of 4 to 8 percent a year in the early 1970's.23

The fact that roughly 30 to 40 percent of the income of the elderly
is not inflation-proof underscores the fragile position of this group
and helps explain the rising rate of poverty among the elderly.

D. GAPS IN PENSION PROTECTION FOR WOMEN

The President's Commission emphasized two areas where women
particularly experience problems in gaining adequate pension protec-
tion. First, women in the work force typically have lower rates of
coverage than men.

Many women are employed in low-wage industries and in
occupations with little or no employee pension coverage. Even
when they have jobs covered by a plan, their interrupted
work patterns make it difficult for them to gain entitlement
to pension benefits. Few receive service credits for the years
in which they work less than 1,000 hours.

Second, women who are spouses of covered workers experience gaps
in pension protection when widowed or divorced.

22 Op. cit. (Schieber), pages 24 to 26.
s Robert L. Horst, Jr. and Donald E. Wise, '4Private Pension BeLefits and the Rate of

Inflation," Mathtech, Inc., May 4, 1979.



Employee pensions are often terminated upon the death of
the worker, leaving the surviving spouse unprotected. More-
over, retiring workers may choose a form of benefit that pro-
vides no protection for survivors. And, under current law,
the right to a pension can evaporate if the worker dies before
retirement.

These problems are most severe for the homemaker who
subsequently divorces. While homemakers themselves may
accumulate little retirement income, they share in the retire-
ment income earned by the spouses. This is not the case for
divorced homemakers. In many instances, they have accumu-
lated little or no retirement income during their years of
marriage, and sufficient pension credits cannot be built up
before retirement.

E RECOMMENDATIONS OF THE PRESIDENT'S COMMISSION

The major recommendation of the President's Commission on
Pension Policy was to establish a mandatory universal pension system
(MUPS) for all workers. The MUPS would be funded by employer
contributions which would, at a minimum, equal 3 percent of payroll.
All employees meeting ERISA standards for eligibility (i.e., age 25,
and 1 year of service) would be participants with immediate vestin
of benefits. All current pension plans not meeting the MUPS.
minimum standard would have to be supplemented to meet these
standards. The MUPS benefit would be supplemental to social
security benefits, and would be portable. A special portability clear-
inghouse would be established to maintain benefit records. In addi-tion, employers could elect to send their contributions to a central
MUPS portability fund which would invest the funds. Costs to
employers would be offset by a 46-percent tax credit on contributions
up to 3 percent of payroll.

In addition, the Commission recommended pension plans exceeding
the MUPS minimum 'voluntarily shorten vesting periods from the
ERISA standard of 100 percent vesting in 10 years. Portability
should be encouraged by supporting greater use of IRA's for rolling
over accrued pension benefits.

The Commission further recommended making postretirement joint
and survivor benefits mandatory unless waived by both spouses, pro-
viding automatic preretirement survivor coverage in certain circum-
stances, and divisible pension entitlement in the case of separation or
divorce.

The Commission recommended revising ERISA to permit volun-
tary adjustments in normal retirement ages in public and private pen-
sion plans in tandem with changes in the age of eligibility for full
social security benefits.

F. RECOMMENDATIONS OF THE COMMITEE FOR ECONOMIC DEVELOPMENT

The privately sponsored Committee for Economic Development re-
leased a report in September entitled "Reforming Retirement Poli-
cies." Their recommendations served as a counterpoint to the
recommendations for mandatory pension coverage advanced by the



President's Commission. Taking a more optimistic view of the future
development of private pensions, the Committee for Economic Devel-
opment suggested that employer pensions could be improved and cov-
erage expanded primarily through the use of tax and regulatory
incentives. The committee concluded that:

A Government mandate for private-employer pensions is
neither necessay oreasible-Nevertheless, changes in thetar
law would make it more attractive for more employers to es-
tablish pension plans.

Employee contributions to both private and Government
pension plans should be tax deductible, and pension benefits
should be included in taxable income when received. This will
encourage the growth of employer pension plans in all indus-
tries, thereby enlarging this channel for saving and
investment.

Employers should have maximum flexibility in setting their
own pension and retirement policies. They should be able to
raise, gradually and voluntarily, the normal retirement ages
in their pension plans, consistent with whatever changes are
made in the social security retirement age. This and the pre-
ceding proposal will encourage more workers and employers
to contribute to employer pension plans that can be tailored to
the specific needs of their industrial and occupational struc-
tures.

To encourage greater portability of vested pension bene-
fits, an employee leaving an employer is now allowed to con-
tinue in that employer's plan and ultimately to receive
retirement benefits from it. As an alternative, the employer
could be permitted to offer the employee leaving the pension
plan the option of transferring vested benefits into an individ-
ual retirement account (IRA) or life insurance annuity.
This may be an especially attractive option when the pension

plan is fully funded. Where the plan is not fully funded, a
difficult problem exists with respect to providing equal treat-
ment for those leaving and those remaining in the plan. All
cash withdrawals of over $500 should be forbidden.

The Federal Government should take action to require
all public-employer pension plans to accurately report their
unfunded liabilities, as well as their normal total annual cost,
to the general public in a manner similar to the Financial
Accounting Standards Board's requirement that private-
employer plans accurately report un nded liabilities.

2. PENSION REGULATION

In the seventh year of the regulation of private pension plans under
ERISA, there is continuing concern that the regulatory burden on
some employers is too great, and that administration and enforcement
of ERISA is inefficient and ineffective.



A. REPORTING AND DISCLOSURE PROVISION

The reporting and disclosure provisions of ERISA have been the
most frequently criticized of ERISA's requirements. These provisions
are seen as imposing a considerable paperwork burden and cost on the
employer, with relatively little gain to the employee in added benefit
protection. It has been estimated, on the basis of a study of a small
number of plans, that the costs to employers of preparing and filing
one of ERISA's forms (the form 5500 ERISA annual report) may
exceed $50 million.24 The purpose of the reporting and disclosure
requirements of ERISA is to provide the information needed by the
Government to enforce the law, to provide information for research
on pension issues, and to provide information to plan participants and
beneficiaries. Yet there is evidence that the administering agencies have
not adequately processed and maintained the information, nor have
they effectively monitored the plans. In addition, little has been done
to make the information available to researchers. In some cases, fund-
ing for the production of statistical reports has been curtailed. Finally,
some critics maintain that the plan beneficiaries and participants show
little interest in the information which is provided to them.

In October 1981, the General Accounting Office (GAO) released a
report on the management of pension plan information, which cited
continuing problems in the collection and utilization by managing
Federal agencies of information required under ERISA.25 Specifically,
GAO found that the lengthy and complex annual report to the IRS
(form 5500) was frequently not being filed or was being filed with
incomplete information. When information was missing, IRS was not
making an adequate effort to complete the form. GAO also found that
the Pension Benefit Guaranty Corporation (PBGC) was not using the
annual report information collected by the IRS to identify plans not
paying plan termination insurance premiums. As a result, GAO esti-
mated, PBGC was losing $1.4 million a year in premium payments.
Further, GAO concluded that the ERISA requirement that plan
sponsors provide summary plan descriptions (SPD's) to participants
and beneficiaries and the Department of Labor every 5 to 10 years was
creating unnecessary costs for plan sponsors. Plans filed summary plan
descriptions originally in 1977, and are scheduled to refile in 1982.
GAO pointed out that although the Department of Labor spent over
$1 million in 1977 collecting and copying SPD's, there has been little
public or research interest in having access to the data. In addition, the
Department has been unable to locate a large percentage of the SPD's
requested by the public. GAO recommended that Congress eliminate
the requirement for routine filing of summary plan descriptions before
the 1982 refiling begins.

In addition, GAO recommended simplifying the annual report form
because the benefits yielded by much of the information on the form
are not worth the costs.

2s A 1978 study by Arthur Anderson & Co., indicated that for 48 large companies the
cost of filing the 5500 forms was $9 million per year.

2s U.S. General Accounting Office, "Bettter Management of Pri ate Pension Plan Data
Can Reduce Costs and Improve ERISA Administration" (Report No. HRD-82-12, Oct. 19,
1981).



Another study of reporting and disclosure problems, completed by
the GAO in September 1981, focused on the inadequate reporting of

plan termination actions and the lack of IRS review of these actions.26

GAO concluded that the interests of plan participants were inade-
quately protected because IRS was not adequately reviewing terminat-
ing plans to assure that asset distributions were equitable and that
participants were not losing benefits. GAOralso critic7Tifhe Iacithaf
IRS reviews of terminations were not mandatory. Without mandatory
review it is likely that plans not meeting ERISA and IRS standards
are not reviewed. GAO recommended making IRS review of terminat-

ing plans mandatory for tax qualification ofterminating plans before
plan dissolution.

The Vice President's Task Force on Regulatory Reform is current-

ly analyzing regulations, including those under ERISA, to deter-
mine the effect of these regulations on small businesses. In addition, an
in-house task force at the Department of Labor is reviewing all of

the ERISA reporting and disclosure requirements. The administra-
tion's stated objective is to reduce unnecessary paperwork. It appears
that the focus of this effort will be on changes that can be made
administratively without legislation, such as:

-Deferring the due date for updating summary plan descriptions.

-Simplifying the summary annual report, which is provided to par-
ticipants and beneficiaries, for small plans.

-Eliminating items on the form 5500 series which are not used and

improving the quality of remaining items.

B. PROHIBITED TRANSACTIONS

ERISA currently prohibits most transactions between a plan and

a "party-in-interest" (i.e., a fiduciary, contributing employer, em-

ployee organization, or service provider). ERISA also prohibits a

fiduciary from acting on behalf of a plan when they have interests

which conflict with the interests of the plan. These provisions are in-

tended to prevent potentially abusive situations from occurring. Any-
one who wants to engage in a prohibited transaction must be granted

a specific exemption by the Department of Labor. The Department
of Labor, however, may also grant "class exemptions."

Those who are concerned about the prohibited transaction provision

argue that the provisions are so broad that they obstruct routine trans-

actions where there is no conflict of interest. It raises the likelihood

that large plans will engage inadvertently in prohibited transactions,
and further complicates the day-to-day fiduciary activities of the

plans. The current procedure for obtaining individual exemptions

from the Department of Labor is cumbersome and time consuming,
although improvements have recently been made in the time elapsed in

issuing exemption decisions. Another objection to the prohibited

transactions provision is that it prevents small businesses from using

any of its resources tied up in pension assets for capital improvements.

Some of the suggested changes in prohibited transactions would re-

quire legislation. The Nickles-Erlenborn bill, for example, would allow

9U 1.5. General Accounting Office. "Tax Revenues Lost and Beneficiaries Inadequately

Protected When Private Pension ians Terminate" (Report No. H 1D-81-117a Sept. 30,

1981).



transactions between the plan and "parties-in-interest" as long a:
there was "adequate consideration" (e.g., fair market compensation).
The administration, however, has not endorsed the "adequate consider-
ation" standard because it would require that the Department of Labor
expend substantial resources enforcing the standard on an after-the-
fact basis.

Instead, the administration has proposed issuing administrative
"class exemptions" to exempt transactions which would not endanger
plan assets. Two specific class exemptions which appear currently to be
under consideration are an exemption for plans with fewer than 250
participants for prudent dealings involving less than one-third of the
plans assets which observe an "arms length" standard, and an ex-
emption for plans employing the services of qualified professional as-
set managers.

E. SOCIAL SECURITY AND PRIVATE PENSIONS
The administration's May 12 social security proposals for reductions

in early retirement benefits and slowed growth in future benefits levels
raised immediate concern about the total effect of changes in social
security benefits on the retirement income of the elderly. Social security
is not an isolated retirement income program, but rather an integral
part of the total retirement income portfolio of working and retired
Americans. Because social security is interconnected with private pen-
sions, and individual savings and employment decisons, an under-
standing of the total effect of a change in social security benefits must
take into account the reciprocal effect of the change on other com-
ponents of retirement income.

To focus on the effects of social security changes on retirement in-
come, the Special Committee on Aging held a hearing on "Social
Security Reform and Retirement Income Policy" (discussed in chap-
ter 3) and solicited a special analysis of "Linkages Between Private
Pensions and Social Security Reform" from Dr. Bradley Schiller and
Dr. Donald Snyder of American University.27

1. PENSION BENEFIT LINKAGES 28

The most direct linkage between private pensions and social security
is through pension integration. Statistics on pension integration con-
flict but it is safe to say that more than a third of all pension plans are
integrated in some fashion with social security. Integration gives rec-
ognition to the value of employer contributions made to social secu-
rity. In accordance with Internal Revenue Service guidelines, em-
ployers are permitted to take the value of these contributions into
account in structuring pension plans. Generally speaking, since social
security benefits are lbased only on earnings up to the social security
taxable wage base, employers may provide pension contributions on
earnings above this level without having to provide the same contri-

27 The paper provided to the committee by Dr. Schiller and Dr. Snyder is expected toappear as a committee print, but has not been published at the time of the publication of
this report.

2 This discussion of pension integration also draws extensively from Dan N. McGill,"Fundamentals of Private Pensions," fourth edition (Homewood, Ill. : Richard D. Irwin,
Inc.), 1979, chapter 10.
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butions on earnings below it, provided that the combined social secu-
rity and pension benefit does not favor the more highly paid. Alterna-
tively, employers may develop a formula for determining pension
benefits which takes into account the employee's benefit from social
security. Since social security benefits are weighted in favor of the
lower paid, pension integration permits the plan to counterweight or
-ilfits enefts in Tvorof thelligher paid. Integrated-pension pl1aiill,
therefore, give higher paid workers a better pension benefit to offset
the lower replacement rate they receive through social security. In
addition, pension integration helps to reduce the cost of the plan for
providers, in part compensating for the employer's payment of social
security taxes on behalf of the worker.

Pension integration formula use either an offset or an excess method
for coordinating pensions and social security. Under the offset method,
a plan may incorporate a proportion of an individuals' social security
benefit in computing the benefit that will be provided by the pension
plan. Offsets are found only in defined benefit plans. In 1974, only
about 16 percent of all plan participants were covered by plans which
used a direct offset.29 Recent estimates imply, however, that offsets
have become more popular. In 1980, albout 30 percent of all partici-
pants in private pension plans were covered by a plan with an offset
provision.30

The excess method of integration provides a higher pension benefit
or contribution in regard to earnings above the plan's integration level
than it does in regard to earnings below it. As of 1980, about 16 percent
of all participants in private pension plans were covered by a plan
using an excess method of integration." A pure excess method pays
pension benefits only for earnings in excess of the integration level. A
step-rate excess formula pays benefits at a higher rate on earnings
above the level taxed for social security. Excess methods are used in
both money-purchase and earnings-related plans.

In money-purchase plans, contributions are made to the plan either
exclusively-or at a higher rate-for earnings above the integration
level, which may be the social security taxable wage base for the year
of contribution ($29,700 in 1981).

In earnings-related plans, pension benefits may be calculated as
either a set percentage of earnings above the integration level or as
a combination of a lower proportion of earnings below the integration
level and a higher proportion above. In this case the integration level
is social security "covered compensation," which is the average of the
taxable wage base in the year in which earnings were counted. In
1974, only 1.5 percent of participating workers were in earnings-re-
lated plans using a pure excess method and only 10 percent were in
earnings-related plans with a step/rate excess formula.

Flat-rate plans which pay benefits unrelated to a worker's earnings
are not integrated with social security. There is little need for inte-
gration in most flat-rate plans since participants in these plans usually
have little variation in earnings.

29 Unless otherwise noted, 1974 staqlstics on the proportion of covered workers partici-
pating in integrated pension plans are from the Schiller-Snyder study.S U.S. Department of Labor, Bureau or Labor Statistics, "Employee Benefits in Industry,
1980," Bulletin No. 2107, table as.

n Ibid.



Both offset and excess formulas are strictly controlled by anti-dis-
crimination statutes of the Internal Revenue Code designed to pre-
vent pension plans from using integration to divert plan assets un-
fairly to supervisory and more highly paid employees. Offset plans are
not allowed to reduce pension benefits dollar for dollar for social secu-
rity benefits. The maximum reduction is set at 831/3 percent. In practice,
however, plans rarely employ more than a 50-percent reduction-a
$1-reduction in pension benefits for every $2 in social security. Plans
using pure excess methods may not pay or contribute more than a spec-
ified proportion of earnings above the integration level. Plans using
step-rate excess methods may not exceed a maximum specified dif-
ference between rates paid for earnings below and above the earnings
level. The difference in benefits may not be more than 371/2 percent;
the difference in contributions may not be more than 7 percent.

Pension integration, where it applies, is an important factor inter-
vening in the effects that social security benefit changes have on
retirement income. For workers participating in plans with direct
offsets, the reduction in social security benefits is partially compensated
for by an increase in pension benefits. As a result, these workers have a
retirement income which is insulated in part from social security
changes.

The retirement income of workers participating in plans with excess
methods is not insulated from changes in social security benefits, but
can be affected by changes in the social security taxable wage level. In
principle, because this level is now indexed for wage increases, it should
move in tandem with workers' earnings and should have no effect on
pension benefits. In practice, however, employers may select any inte-
gration level which is not higher than the taxable wage level or
"covered compensation," and many plans do use a lower level with a
periodic revision of the level. Where workers' earnings rise more
rapidly than integration levels, increasing proportions of those earn-
ings are being subject to a higher contribution or benefit rate. As a
result, workers participating in excess plans may find their real pen-
sion benefits rising as a result of integration.

The importance of integration as insulation against social security
benefit reduction should not, however, be exaggerated. Direct offsets
share the costs of social security benefit reductions among plan partici-
pants and sponsors, and neither one is fully insulated from these
changes. In addition, direct offsets appear to pertain to only one in
three pension plan participants, and only about one in six labor force
participants over 25. If these figures are still accurate, most adult
workers have no insulation of any kind in their pensions against reduc-
tions in social security benefits.

2. EMPLOYMENT LINKAGES

Social security reform and private pensions are less directly but
no less importantly linked through employment responses. Changes
in social security which cause individuals to work longer or retire
earlier can affect the size and timing of private pension outlays. At
issue here is the question of what happens to an employee's decision to
work or retire, and thus to private pension costs if social security



reduces future benefits across the board or raises the age of eligibility
for full benefits.

If there were no provisions in private pension plans constraining
work force behavior, it is likely that an increase in the age of eligibility
for full social security benefits would encourage individuals to work
longer to avoid having their monthly benefits reduced. Regardless of
this-delay in retirement,-however,-retiredrworkers-woul-end up receiv-
ig less in total social security benefits over their lifetime. An across-
the-board cut in benefits would have a similar effect. The effect of
these changes on the number of workers who would decide to delay
retirement at each age would be a function of the size of the benefit
reduction in social security at that age. Raising the retirement age
from 65 to 68, and leaving the early retirement age of 62 in place,
would result in a higher benefit reduction for workers continuing to re-
tire between 62 and 65, than for workers retiring after 65. As a result,
the decrease in the number of retirees would be greater among workers
younger than 65 than among workers over 65. An across-the-board
reduction in future benefits, however, would result in a roughly equiv-
alent decrease in retirees below and above age 65.

The net effect of this change in retirement patterns on pension costs
would be a result of the combination of two separate effects. First, an
increase in delayed retirement would save pension plans money because,
as long as private pension plans do not make an actuarial adjustment
in benefits, workers will be receiving less in total benefit payments
from the plan. However, continuing employment may increase the em-
ployees wage base and years of service used to compute benefits under
the plan, resulting in higher benefits and higher pension costs. The net
effect depends upon whether, and to what extent, the years of service
and the wage base increase in the plan when an employee delays
retirement.

Restrictive provisions in private pension plans which require that
a worker retire at a certain age, or which give no credit or less than full
credit for years of service or wage increases after a certain age, may
enable pension plans to realize cost savings from delayed retirement.
At the same time, these restrictive provisions may impose indirect
financial losses on older workers who continue working, offsetting the
incentives to delay retirement created by changes in social security. In
1974, at least one out of four older workers was participating in a pen-
sion plan that contained disincentives for delayed retirement after the
normal retirement age (usually 65). The enactment of the Age Dis-
crimination in Employment Act Amendments of 1978 which raised the
mandatory retirement age from 65 to 70 had the effect of eliminating
the explicit restrictions against continued work after 65. However,
restrictions which prevent benefit accruals after age 65 remain.

In conclusion, the Schiller-Snyder study determined the effects of
social security reform on retirement income and pension costs would be
quite varied. In the event of a reduction in social security benefits, the
retirement incomes of workers in pension plans with direct benefit off-
set provisions would be less affected than the retirement income of
other workers; while the retirement income of workers in plans with
restrictive employment provisions would be affected relatively more.
By the same token workers in plans with direct offsets would be less



likely to delay retirement than workers in plans without offsets. The
incentive to delay retirement would be even less for workers in plans
with restrictive employment provisions. Pension plans with benefit
linkages to social security would incur the greatest cost if social secu-
rity benefits are reduced. In addition, plans which do not have restric-
tive provisions are likely to incur higher costs if social security benefits
are reduced. In short, the net impact of a uniform change in social
security benefits will be distributed unevenly across workers and pri-
vate firms.

F. PUBLIC EMPLOYEE PENSION PLANS

1. CivM SERVICE RETIREMENT

The civil service retirement system (CSRS) is emerging as both
a target for cost control in Federal Government and as a focus for
reform initiatives in retirement income programs. Cost control con-
cerns result from the fact that system's expenditures are largely
funded by annual general revenue appropriations and are projected
to rise rapidly. It is becoming evident that the Government is paying
higher costs per participant to operate the CSRS than a typical pri-
vate employer pays for social security and private pension coverage.
Because of concerns about CSRS costs and pressures on the Federal
budget in future years, and also because of the growing awareness of
the gaps in coverage experienced by a large proportion of Federal em-
ployees in the current retirement system, there is renewed interest
in overhauling the civil service retirement system.

A. CSRS FINANCING AND COSTS

In May 1981, the Congressional Budget Office released a study en-
titled "Civil Service Retirement: Financing and Costs"; which evalu-
ated the financial condition of the system and its costs to the Govern-
ment. The study concluded that financial solvency was not really at
issue with CSRS because annual appropriations from the general
fund, which now finance roughly half of the system, will continue
to be used to keep the system on a sound financial footing in the fu-
ture. However, the cost of the CSRS to the Federal Government is at
issue. Although there is no precise standard for comparing of CSRS
benefits and Federal costs, with private-sector benefit and pay prac-
tices, Government costs for the Federal retirement system may be seen
as excessive.

The civil service retirement system now covers 2.7 million active
Federal civilian workers. In addition, there are currently about 1.8
million annuitants drawing retirement, disability, or survivor's ben-
efits. From 1981 through 1986, over 500,000 new retirees are expected
to begin drawing benefits. Total outlays which rose from about $3
billion a year in 1970, to almost $15 billion a year in 1980, are ex-
pected to double before 1986. Two-thirds of this $15 billion increase
in annual outlays is expected to result from automatic cost-of-living
increases.

Although CSRS appears to follow an objective of advance funding
of benefits, because the account is included with the Federal budget
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with all reserves invested in Federal financial instruments, CSRS is
actually funded on a pay-as-you-go basis, with a trust fund acdount
set up to receive income and pay benefits. Although the availability
of general funds to the system make a large trust fund reserve un-
necessary, the CSRS trust fund as of 1980 had about 5 years' outlays
on hand ($73.6 billion). The fund is expected to remain solvent
throughout the next half century with sulficient-reserves -topay-at
least 1 year's outlays. The bulk of the CSRS trust fund has come
almost entirely from general fund appropriations, $59.7 billion in
the last decade alone. Without the general fund appropriations of
the last decade, the CSRS fund would be exhausted in 1982.

Employee and employer contributions to the CSRS provide rela-
tively little of its total funding. While employees annually contribute
7 percent of payroll to civil service retirement matched by a 7-percent
contribution from the employing agency's budget, these contributions
together currently provide only 26.5 percent of the total income to the
system. Contributions to CSRS from agencies that are off-budget (e.g.,
the U.S. Postal Service) provide only 6.2 percent of its income. An-
other 20.7 percent comes from interest on trust fund balances. The re-
maining 46.5 percent of the income to CSRS comes from general fund
appropriations.

CHART 16

INCOME TO THE CIVIL SERVICE RETIREMENT TRUST FUND
BY SOURCE

FISCAL YEAR 1980

27%

SANNL APPROPS

.::: INTEREST

47...: OFF-BUD AGNC

::::: ::. :. gggg. ... CONTRIBUTION

21%

Source: Congressional Budget Office. Civil Service Retirement: Financing
and Costs, May 1981. Table 1.

The role of general fund appropriations is expected to increase over
the next decade. According to estimates from the Office of Personnel
Management (OPM), general fund appropriations will grow in real
terms (1980 dollars) from $6.7 billion in 1980, to $11.2 billion in 1990,
resulting in an increase in the proportion of CSRS income coming
from these appropriations of from 46 to 62 percent. The total cost of



CSRS to the Government is expected to rise in real terms from $9.6
billion in 1980, to $13.6 billion by 1990, and $20.2 billion by 2030. To-
day the Government (not including off-budget agencies) picks up
about two-thirds of the tab for the Federal retirement program; in
50 years the Government is expected to be picking up three-quarters
of this cost.

These projections of rising Federal costs for CSRS benefits reinforce
pressures for changes in the system. CBO concluded in its study of the
system:

Although Federal employees contribute more toward their
retirement program than they would under a private plan
combined with social security, CSRS annuitants receive
greater benefits. From this point of view, CSRS's costs to-
Government are excessive.

If Federal white-collar employees, as a group, were covered
by a representative private plan plus social security, the Fed-
eral cost (as a level percent of payroll) could range between
21 and 23 percent. This cost would be 2 to 7 percent of pay
lower than the cost of current CSRS provisions, depending
on the particular method, data, and assumptions used in the
comparison.

If the costs to the Federal Government of the CSRS sys-
tem are regarded as excessive, there are only two ways to de-
crease them-either reduce benefit levels, or increase employee
contributions.

B. COST-OF-LIVING ADJUSTMENTS TO FEDERAL RETIREMENT BENEFITS

The most apparent target for benefit changes in CSRS to reduce
Government expenditures has been the automatic cost-of-living ad-
justment (COLA) to Federal retirement benefits. Congress first au-
thorized the automatic COLA in civil service annuities in 1962, a
full decade before indexing was authorized for social security. The
early method of indexing CSRS annuities provided an annual adjust-
ment of annuities equal to the annual increase in the CPI whenever
that increase exceeded 3 percent.

Over the next decade provisions for indexing CSRS annuities were
revised three times to improve the responsiveness of the annuity to
inflation. In 1965, the time between the onset of inflation and the ad-
justment of the annuity was lessened by triggering the COLA on a
monthly rather than an annual basis. As a result of the change, a
COLA was made whenever the CPI was for 3 consecutive months
at least 3 percent over the CPI for the month on which the pre-
vious increase was based. In 1969, a fixed "1-percent kicker" was
added to the amount of the COLA to compensate for the timelag
between inflation and the actual payment of a higher annuity. In
1973, the Congress sought to eliminate sharp differences in initial
benefits resulting from differences in retirement dates by providing
persons retiring the higher of two alternative calculations as an ini-
tial annuity-the so-called "look-back" provision.

Beginning in 1976, Congress began to reverse the liberalizing trend
in the CSRS COLA. First, in 1976, Congress repealed the 1 percent
add-on because it was found to overcompensate retirees for inflation.



T'o compensate retirees for the loss in future annuities from elimina-
tion of the "1-percent kicker," however, Congress replaced the trig-
gered COLA with a regular semiannual COLA which went into effect
regardless of the rate of inflation.

Increasingly conscious of the effect of COLA's on the budget, the
House and Senate Budget Committees began in 1979 to anticipate
saymgs from changes in he COLAior YelderaTretirees. Both ei-mi-
nation of the "look-back" and annual COLA's were considered but
dropped in the fiscal year 1980 budget process. Both changes were
again considered in the fiscal year 1981 budget process. This time,
however, Congress replaced the "look-back" with a proration of the
COLA for initial annuities in the Budget Reconciliation Act of 1980.

A change to paying annual Federal (civil service and military
retirement) COLA's was raised again as an issue in 1981. The
justification for semiannual COLA's has been that frequent adjust-
ments of annuities are needed to keep pace with inflation. While
the amount of the annuity in the end is no different whether it is ad-
justed once or twice a year, the timelag between inflation and ad-
justment is lessened with the semiannual COLA. As a result there
is a smaller loss in the purchasing power of the annuity than there
would be with an annual COLA. For many Federal retirees and
survivors with low annuities, adequate inflation protection is essential
to maintain an already low standard of living. According to OPM,
there are over 200,000 annuitants who receive less than $200 a month
and a half million who receive less than $500 a month. Further, the
fact that inflation protection is better for Federal retirees than for
social security or private pensioners is defended on the grounds that
Federal wages tend to be lower, and that the Federal Government
should set the standard for providing inflation protection in retire-
ment income.

Cost-of-living adjustments to Federal civil service retirement
annuities are, however, a major factor behind rising Government
costs in the CSR system. Indexing will account for more than 60 per-
cent of the added costs to the system over the next 5 years. The cost
of indexing is financed almost entirely from general tax dollars. In
1980, while indexation added $1.3 billion in costs to the system,
increased employee contributions added only $200 million in revenues.
And at a time when real wages are declining and automatic annual
indexing in all programs is being challenged, the semiannual indexing
unique to Federal retirement programs was an obvious first target.

Both the Carter and the Reagan fiscal year 1982 budget requests
included savings in the CSR system based on annualization of the
COLA. The Congress included this change in the Omnibus Budget
Reconciliation Act of 1981, (Public Law 97-35) passed by both
Houses on July 31, and signed into law August 13.

As a result, beginning in 1982, Federal civil service and military
retirees and survivors will receive a single annual COLA, effective
March 1 of each year, equal to the change in the CPI over the
previous 12-month period ended December 31. This change in the law
retains the concept of full and automatic adjustment for inflation and
will not reduce the amount of the annuity check once it is adjusted. It
will, however, create a longer period between adjustments, resulting
in a significant cash-flow savings for the Federal Government-esti-
mated to be about $510 million in CSRS in fiscal year 1982.



C. REFORM OF THE CSRS

There is a growing awareness that the civil service retirement sys-
tem (CSRS) is not only a costly system to operate, but is also a sys-
tem which fails to provide adequate retirement income protection for
a large portion of the Federal work force. The system is designed to
reward career civil servants, and in comparison to private sector re-
tirement systems, has the effect of rewarding those in high pay brack-
ets. As a result, those who leave Federal service before retiring, and
those in the lowest pay brackets usually end up with retirement bene-
fits that are lower than those they might receive through a combina-
tion of social security and private pension. Ninety percent of the Fed-
eral work force is covered by the CSR.S. Yet, one-fourth of the Federal
employees will receive two-thirds of the benefits paid by the CSRS. 32

Half of the Federal workers who leave Government before retire-
ment will receive no Federal pension benefits. These workers will have
also sacrificed social security coverage for their years of employment
with the Federal Government.

Problems with CSRS retirement benefits stem from four features
of the current system. First, there is a complete lack of pension porta-
bility. Employees must have 5 years of service to become vested. Those
who withdraw before 5 years receive no credit in any pension system
for those years of service. They receive only their own contributions
back with no interest. This compares poorly with workers in the pri-
vate sector who carry with them social security credits for their years
of service in any covered employment. Employees who vest in their
Federal pension but leave Federal service prior to retirement receive
no preretirement inflation adjustment in their benefits. This results
from the fact that benefits are paid as a fixed proportion of unadjusted
final (high 3 years) pay.

A second feature of the current system, which also penalizes workers
who leave before retirement, is the formula for determining benefits.
This formula pays benefits at a higher rate of earnings after an em-
ployee has been in Federal service for 10 years. As a result, 30- to 40-
year career workers receive a higher proportion of their final pay in
benefits than do 5- to 10-year (short stay) workers. Those who vest but
only remain in Federal employment for 10 years receive relatively lit-
tle retirement income in relation to their final pay.

A third feature of the current system tends to favor more highly
paid workers. This occurs because of the absence of any weighting
in the benefit formula to pay greater proportions of earnings to
workers with lower earnings. Instead, the benefit paid for a given
combination of years of service and age is a fixed proportion of final
pay. Thus a worker retiring at 65, after 40 years of service, receives
72 percent of his final pay as a benefit whether his final pay was high
or low. It is generally acknowledged, however, that to maintain their
preretirement standard of living, lower income workers need a higher
proportion of their earnings than do higher income workers. And it
is common for private sector workers with low earnings to receive
a higher proportional replacement of preretirement earnings from
social security and their pension than workers with high earnings.

32 Estimates by the Congressional Research Service, reported in U.S. Senate. Subcom-mittee on Civil Service, Post Office, and General Services, "Restructuring the Civil ServiceRetirement System: Analysis of Options to Control Costs and Maintain Retirement incomeSecurity," committee print, 97th Congress, ist session, January 1982.



A fourth feature of the system provides a tremendous incentive to
early retirement, and has the effect of diverting a disproportionate
share of the benefits paid to those who retire before age 65. This
feature is the payment of full pension benefits at age 55 with 30
years or more of service. By contrast, both private pension plans and
social security base their benefits on retirement at age 65. Social secu-
rity-does-not -pay-benefitsto workersb efore age 62, and between age
62 and 65, monthly benefits are reduced to account for the greater
number of years they will be drawing benefits. This "actuarial reduc-
tion" under social security is designed to assure that people who retire
early do not end up receiving more in lifetime benefits than people
who retire at age 65. It also helps to assure that social security's costs
remain the same regardless of the age at which individuals choose
to retire. In a similar fashion, private pension plans often have some
reduction in monthly benefits for workers who retire early, although
this is frequently less than an actuarial reduction. CSRS, which
allows early retirees with long years of service to draw full pension
benefits for life, pays high costs for this feature, because a large
portion of the Federal work force retires early. In 1976, nearly half
of all male civil service retirements occurred before age 60, compared
to less than 10 percent of all male retirements in the private sector.

In effect, these features result in an implicit redistribution of re-
tirement income from those who spend only part of their career in
Federal employment to those who stay for a full career, and from
those in low-pay classifications to those in high-pay classifications.
(The differences between benefits paid by the CSRS and benefits paid
by the private sector to workers with various age tenure and income
combinations can be seen in the table below.) Those who leave early
either forfeit all benefit rights or receive relatively low benefits. On
the other hand, those who stay may retire early with full benefits,
receiving an implicit subsidy from the leavers. This would be less
of a problem if those who left Federal service received credit toward
any retirement income for their years in Federal service. But lack
of social security coverasre effectively denies them the coverage they
might otherwise receive in the private sector.

In addition to the gaps in providing retirement income, there are
gaps in disability and survivors protection that result if workers
move between jobs that are covered under social security and Fed-
eral employment. And, in general, disability and survivors protec-
tion under CSRS is inferior to that under social security.

TABLE 1.-SOCIAL SECURITY PLUS A PRIVATE PENSION

Retirement income as percent of final pay

Low salary High salary

Years of At At
Age service retirement 15 yrs later retirement 15 yrs late

65---------------------------------- 10 23 20 21 17
65.---------------------------------- 20 47 41 43 35
65---------------------------------- 30 73 63 63 51
65---------------------------------- 40 85 73 76 62
55---------------------------------- 30 26 48 32 40

Source: Hay Associates.



159

TABLE 2.-CIVIL SERVICE RETIREMENT SYSTEM

Retirement income as percent of final pay
Age Years of service Low salary High salary

65--------------------------------------------- 10 15 1565..------------------------------------------- 20 34 3465--------------------------------------------- 30 53 5365--------------------------------------------- 40 72 7255--------------------------------------------- 30 53 53

Source: Hay Associates.

In response to these weaknesses in the CSRS and to the problem of
rising costs, Senator Stevens, chairman of the Subcommittee on Civil
Service, Post Office, and General Services of the Senate Committee on
Governmental Affairs, requested in September 1981, the assistance of
the Congressional Research Service (CRS) in developing options for
modifying the current civil service retirement system. A final report
prepared by CRS, titled "Restructuring the Civil Service Retirement
System: Analysis of Options To Control Costs and Maintain Retire-
ment Income Security," was issued in January 1982. In this report,
CRS discussed four major options, and several variations on these
options, which can help to control the cost of the CSRS and improve
retirement benefits for many of those who now receive inadequate
benefits from the system. Most of these options would reduce benefits
for early retirees, but to those who continued to work until age 65 it
would pay comparable-and perhaps relatively higher-after-tax
benefits, than under the present system. In addition, those who have
Federal employment would gain, in addition to social security, porta-
ble pensions under several of the options discussed. It is expected that
changes in the CSRS would only be made mandatory for new Federal
employees. These options analyzed by CRS are being considered in
the context of new proposals from the administration to raise employee
contribution rates and revise the COLA for workers and retirees pres-
ently covered under the existing CSRS.

2. STATE AND LOCAL PUBLIc EMPLOYEE PENSION PLANS

In 1980 little attention was paid to the continuing problems of State
and local government pension plans. These plans were intentionally
not covered under ERISA in 1974, yet many of them face financing
difficulties due to the existence of large unfunded liabilities, and many
offer less protection for participants' benefits than do private plans
covered under ERISA. Two bills were introduced in the House in
1981, similar to bills introduced in 1978 and 1980, to extend some of
the provisions of ERISA to public plans, but no bills were introduced
in the Senate. Most State and local officials, however, have opposed
Federal regulation of their pension plans, and it seems likely that Fed-
eral legislative activity on State and local government pension plans
will continue to be slow in 1982. The problems, however, remain a focus
of concern in the retirement income field.



A. CHARACTERISTICS OF STATE AND LOCAL PLANS

The early development of State and local public employee plans
predates the emergence of private pension plans. By the end of the
19th century, many large cities had pension plans covering groups of
policemen, firemen, and teachers. Over 12 percent of the largest plans
in current operation were in place before 1930. The number of public
plans began to increase rapidly just before the enactment of social
security and continued increasing until optional social security cover-
age was afforded State and local employees in 1950. Almost half of
the largest State and local plans were established before 1950. Since
then, the growth has been strongest for small public pension plans.
Nearly two-thirds of the small plans have come into existence since
1950; a fourth of the small plans developed by 1975 were created in
the 1970's.

In the last few decades there has also been a tendency for small
plans to consolidate into larger plans. Over 40 percent of the larger
State and local plans have increased their size by absorbing new em-
ployee groups. Over one-fifth of all plan absorptions completed by
1975 occurred in the first 5 years of the 1970's.

As of 1975, there were 6,630 State and local government pension
plans with about 10.4 million active participants and 2.3 million eli-
gible beneficiaries. These plans cover nearly all State and local gov-
ernment workers-but there remain 1 to 2 million public employees
without pension coverage. Most of the plans were small plans, with
over 80 percent of the plans having fewer than 100 active mem-
bers. The largest plans, however, covered the bulk of the active
participants. In 1975, there were 390 plans with 1,000 or more active
members. While these large plans were only 6 percent of the total
number of plans, they covered about 95 percent of the active member-
ship of State and local government plans. Most covered employees (82
percent) were participating in defined benefit plans exclusively. An-
other 16 percent were participating in a combination defined-benefit,/
defined-contribution plan. More than four out of five participating
employees were required to make employee contributions to their
plans.3

Unlike Federal employees, State and local government employees
are usually covered under social security in adition to their public
pension plan. Since 1950, it has been possible for States to enter into
voluntary agreements with the Secretary of Health and Human Serv-
ices to provide social security coverage for their employees. As of 1975,
over 70 percent of all State and local government employees were cov-
ered under social security. After coverage has been in effect for 5 years,
State and local governments may also terminate social security cover-
age for a group of employees by giving notice 2 years in advance. Once
coverage has been withdrawn, it can never be reinstated for that group.
In recent years, several State and local governments have chosen to
terminate coverage for groups of their employees. Between 1958 and
1979, States filed notices to terminate social security coverage for 1,112

m Committee on Education and Labor. House of Representatives, "Pension Task Force
Report on Public Employee Retirement Systems," committee print, 95th Congress, 2d ses-
sion, Mar. 15, 1978.



State and local groups. Over half of those requests were filed between
1976 and 1979. Of the 1,112 requests, 700 terminations have become
final affecting about 130,000 employees, or 1 percent of the employees
covered by social security. 3

B. ISSUES

When ERISA was enacted in 1974, the Congress intentionally ex-
cluded government retirement systems from the major provisions of
the act to provide additional time for determining whether there was
a need for further regulation of these plans.

ERISA did include a section 3301 requiring that several committees
of the House and Senate establish a joint task force to study the ade-
quacy of levels of participation, vesting and financing arrangements,
and existing fiduciary standards, and determine the necessity for Fed-
eral legislation and standards with regard to government pension
plans. The Pension Task Force Report on Public Employee Retire-
ment Systems, issued on March 15, 1978, concluded, in general, that:

The universe of public employee retirement income systems
(PERS) exerts a substantial influence on the economic, social,
and political fabric of the United States. The far-reaching in-
fluence of the PERS involves a fundamental national inter-
est affecting the well-being and security of millions of
workers and their families, the operation of the national
economy, the revenues of the United States, and the relation-
ships between the Federal Government and State and local
governments. * * * The manner in which the assets of State
and local government retirement systems are invested in the
future will have a direct effect on the well-being and eco-
nomic security of the 13 million current participants as well
as the future participants in such plans. * * * The provisions
and significance of the PERS have not been fully compre-
hended by plan participants, plan officials, other government
officials, and taxpayers generally. As a result, the current reg-
ulatory framework applicable to the PERS does not ade-
quately protect the vital national interests which are
involved. 3

In particular, the report noted a number of areas in which State
and local public employee pension plans were deficient.

(i) Regulatory and Statutory Confusion

The Pension Task Force noted that there is tremendous variation
and uncertainty in the regulatory and statutory provisions governing
State and local pension plans, and in the interpretation and enforce-
ment of these provisions. There is considerable confusion over how the
Federal IRS Code affects public employee pensions, particularly the
sections relating to nondiscrimination and plan qualification require-

oU.S. Senate Special committee on Aging. "State and Local Government Terminations
of Social Security Coverage," committee print, 96th Congress, 2d session, December 1980.a Committee on vducation and Labor, House of Representatives, "Pension Task ForceReport on Public Employee Retirement Systems," committee print, 95th Congress, 2d ses-sion, Mar. 15, 1978.



ments. The task force found that it was unclear how these provisions
applied to public pensions. Theoretically, public pensions should be
tax qualified to enjoy the same tax advantages as private plans, yet
many public plans benefiting from these tax provisions are not tax-
qualified. State laws were found to provide inconsistent and inadequate
safeguards to the interests of plan participants. Frequently, States had
not established-clear standards- for regulating the Metivities-of -plan
fiduciaries and lacked effective means for remedying plan abuse.

(ii) Participation, Vesting, and Portability

The task force found that most public plans met ERISA's minimum
participation and benefit accrual standards. However, fully 70 percent
of the plans, covering one-fifth of the employes, did not meet ERISA's
minimum vesting requirements.

Social security was found to be the best portability protection for
public employees, and the only protection other than vesting of the
pension for employees who changed from public to private sector jobs.
However, most employees (82 percent) had some means for transport-
ing pension credits to other government jobs within the same State,
and 13 percent of the employees had a means for transporting pension
credits to government employment outside the State.

(iii) Reporting and Disclosure

One of the most serious problems identified by the Pension Task
Force was the lack of adequate reporting and disclosure of plan in-
formation to plan participants, public officials, and taxpayers.

The task force found that:
Public employee retirement systems at all levels of govern-

ment are not operated in accordance with the generally ac-
cepted financial and accounting procedures applicable to pri-
vate pension plans and other important financial enterprises.
The potential for abuse is great due to the lack of independ-
ent and external reviews of the operations of many plans.

(iv) Funding

Another serious problem noted by the task force was the failure to
adequately fund government pension plans to pay promised benefits.
Plan participants, plan sponsors, and the general public were largely
unaware of true plan costs. As a result, States and localities were fail-
ing to collect and make sufficient contributions.

The high degree of pension cost blindness which pervades
the PERS is due to the lack of actuarial valuations, the use
of unrealistic actuarial assumptions, and the general absence
of actuarial standards.

While most plans had accumulated substantial funding reserves, the
costs of pensions as a percentage of payroll was rising because of the
lack of adequate funding practices. Seventy-five percent of the plans
using actuarial funding methods were understating the costs, and
40 percent of the total Federal, State, and local pension plans failed to
meet the minimum funding test of pension experts. Almost 17 percent



of the plans were funded on a pay-as-you-go basis-many of these in
fiscally distressed cities or smaller cities and counties. These localities
had no real assurances that their tax base in the future would be able
to support the benefits promised.

(v) Benefit Reductions and Losses

The task force found that plan terminations and insolvencies wererare, but that when plans did become insolvent or terminated, par-ticipants could suffer temporary or even permanent benefit losses.
The evidence shows that public employees do face the

risk of pension benefit reductions or other benefit curtailments
due to reasons other than plan termination. For example, 8
percent of the pension plans at Federal, State, and local levels
covering 18 percent of the employees have been amended toreduce the value of past or future pension benefit accruals for
active employees, while other plans have scaled back certain
plan features for new employees only.

It appears that the greatest risk to public employees of hav-
ing pension benefits reduced or other benefit features cur-tailed relates to governmental financial problems and theunderfunding of public pension plans. Mismanagement, fi-
nancing limitations, exceedingly high pension obligations,
and financial emergencies have all contributed in the past tosituations of pension plan insolvency or near-insolvency. Asa result of these situations, some public employees have suf-
fered temporary and, in a few cases, permanent benefit reduc-tions.

(Vi) Postretirement Inflation Protection
Public employee pension plans tend to surpass private plans whenit comes to making cost-of-living adjustments (COLA's) to pensionbenefits. The task force found that over 95 percent of all governmentemployees were in pension plans with some method for making post-retirement cost-of-living adjustments. However, only about 5 percentof the employees were in plans which granted full automatic COLA's.Forty-six percent of the employees were in plans which made limitedautomatic adjustments, and 61 percent were in plans which made onlyad-hoc adjustments. Inflation protection was most deficient in smallplans, 63 percent of the employees covered in these plans received noCOLA's at all.

(vii) Investment of Pension Funds

The task force found open onportunities for abuse in the manage-ment and investment of mublic plan assets. Some were found to have nostatutory guidance at all, others operated under a tangle of conflictingstatutes. There was a general absence of uniform standards of conduct.The task force also found conflict of interest in many instancesbecause of the investment of pension funds in State and local govern-ment securities. Restrictive investment practices were also found tohave impaired investment returns to pension funds.
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C. PERISA

Since 1978, the findings of the Pension Task Force have led to the
introduction in the House of a number of Public Employee Retire-
ment Income Security Act (PERISA) bills to bring public pensions
under a regulatory structure similar to ERISA. In 1981, there were
two PERISA bills-introduced-in the House-HR.-4929 introduced-by
Representative Phillip Burton, and H.R. 4928 introduced by Repre-
sentative John Erlenborn. These bills are similar in many respects.
They focus primarily on cleaning up the regulatory confusion regard-
ing the requirements for tax qualification of State and local plans;
improving the actuarial valuation of these plans; improving the re-
porting and disclosure of plan information; and establishing fiduciary
standards for public employee pension plans. H.R. 4928 specifically
would:

-Require the disclosure and reporting to participants and their
beneficiaries, employers, employee organizations, and the general
public, of financial and other information about such plans;

-Establish standards of conduct and responsibility for fiduciaries
of public employee pension benefit plans;

-Provide appropriate remedies, sanctions, and access to Federal
courts; and

-Clarify the application of the Internal Revenue Code to public
pension lans and extend the tax benefits of qualified plan status
to such plans and their participants.

These bills would, however, exempt States from reporting and dis-
closure requirements if the Governor certified that the law of the State
already set equivalent standards. In addition, these bills intentionally
avoid the application of any ERISA standards of eligibility, partic-
ipation, or vesting to State and local plans. And public plans would
also be left exempt from Internal Revenue Code provisions which
limit benefits and contributions, set social security integration rules,
or establish pre-ERISA eligibility standards.

D. OPPOSITION OF STATE AND LOCAL GOVERNMENT OFFICIALS

Most State and local government officials have opposed Federal reg-
ulation of their pension plans, and arguments in support of their posi-
tion were advanced by the Advisory Commission on Intergovern-
mental Relations (ACIR) in its December 1980, Commission report
on the subject.

The Commission recommended no Federal regulation of State and
local government pensions, and gave the following reasons in support
of its position:

In recommending against Federal regulation of State and
local pension systems, the Commission rested its case upon five
major arguments:

Our Federal system with its emphasis on State sovereignty
requires that States have full responsibility for determining
all basic components of their public employees' compensa-
tion, and that of the local employees within the States.

The unique and diverse nature of State and local retire-
ment systems requires the kind of adaptation and fine tuning
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that only State and local government control and regulation
can provide.

State and local governments have made significant prog-
ress during the past few years in putting their own retire-
ment systems in order.

There is no convincing evidence that the Federal Govern-
ment has any compelling "national interest" in regulating
State and local public pension systems.

Even mild or limited forms of Federal regulations are un-
desirable given the tendency for Federal regulatory agencies
and the courts to take a friendly piece of legislation and turn
it into an unfriendly set of regulations.

The ACIR also recommended that State and local pensions be
exempt from all ERISA provisions: that no mandatory social security
be imposed on State and local employees; and that the option for
State and local governments to terminate social security coverage
should not be withdrawn.

G. RAILROAD RETIREMENT SYSTEM

The railroad retirement system (RRS) is a federally legislated re-
tirement system covering employees in the railroad industry, with
benefits and financing partially intertwined with the social security
program. Credits toward benefits are secured primarily by employ-
ment in the railroad industry, although employees also receive credit
for earnings covered by social security. Benefits are financed through
a combination of employee, employer, and Federal Government pay-
ments to a trust fund. More than 1 million Americans receive benefits
from the railroad retirement system, and payments to these benefici-
aries are estimated to reach $5.9 billion in fiscal year 1982.

Like the social security system, the railroad retirement system dur-
ing 1981 faced the threat of both short-term financing problems and
longer term financing problems.

In the short term, the system was projected to have insufficient rev-
enues to make full monthly benefit payments as early as the spring of
1982. The following table of trust funi operations illustrates that over
the last few years, the flow of revenue has been insufficient to main-
tain a level balance in reserves.

TABLE 3.-TRUST FUND OPERATIONS, 1975 TO 1982

[in millionsI

Outgo (net Trust fund
Income benefits) balance'

Fiscal year:
1975--------------------------------------------------------------------------- $3,9501976-T---- quarter------------------------------------- $3,334 $3,569 3,715Transiti er------------------------------------------- 500 1,058 3,1571977. .-------- ------- ------- ------- ----_-_ -----_ - _-_- ..- 3, 591 3,819 2 9291978 ------------------------------------------------ 4,159 4,316 2 7731979 ------------------------------------------------ 4,532 4,647 2 658
1980...----- .- ...- .--------- .-- .--- ----------_-_-_-_ - _- _ . 4,820 5,226 2,2521981 ----------------------------------------------- 4,759 5,470 1,569
1982 .-------- _-_-_-_-..-....-..----------------- 5, 150 5,896 823

I Taxes, interest on investments, appropriations for windfalls.
s End of fiscal year.
a Estimated.

Source: Railroad Retirement Board.

89-509 0 - 82 - 12
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,Qver the long term, there has been a steady decline in the number
of railroad industry employees relative to beneficiaries. Although the
ratio of employees to beneficiaries has possibly stabilized, and may
even improve by the end of the decade, the experience over the last
four decades has been a lower worker/beneficiary ratio and lower rev-
enue to the trust fund during a time of increasing demand for pay-
ment. The following table shows the number of workers an&bene-
ficiaries since 1940.

TABLE 4.-EMPLOYEES IN THE RAILROAD INDUSTRY AND BENEFICIARIES OF THE RAILROAD RETIREMENT SYSTEM
SINCE 1940

(in thousandsl

Average
Year employment Beneficiaries

1940-----------.... -..... ------------------------------------------------- 1,195 10
1945.-------------... . -... ----------------------------------------------- 1,686 41
1950..- . .- ...------------------ ------------------------------------------ 1,421
1955----- ----.-. ------------------------------------------------------- 1,239 704
1960.-------------... ... .. ------------------------------------------------- 909 883
1965....-- . ..--------------- ----------------------------------------------- 753 980
1970.. .. . . ...-------------------------------------------------------------- 640 1,052
1975.- . ..-. ..-------------------------------------------------------------- 548 1,094
1976---------.. ... -. ------------------------------------------------------ 540 1,100
1977-----------... --... --------------------------------------------------- 546 1,107
1978....--- ..--------------- ----------------------------------------------- 542 1,100
1979.-----------------------------------------------------------------------1,093
1980.----------------------------------------------------------------- 531 1,084

Source: Railroad Retirement Board.

This longer term financing problem was aggravated in the short
term by two other factors. First, the payroll tax rates have been below
what was needed to match benefit expenditures. Second, congressional
appropriations for the so-called "windfall" benefits have been far
below the amounts required to pay those benefits, and the difference
was paid out of the trust fund.

Traditionally, because rail management and labor are affected by
Federal decisions in railroad retirement, both have been given leading
roles in the development of solutions to problems arising in the pro-
gram. Over the last 3 years, representatives of management and labor
have sought agreement for placing the system on a sound financial
basis. In 1981, representatives of rail management and labor produced
a package of changes designed to resolve the short- and long-term
financing problems of the railroad retirement system. Legislation em-
bodying these changes is contained in the Omnibus Budget Reconcilia-
tion Act of 1981 (Public Law 97-35), and in the Economic Recovery
Tax Act of 1981 (Public Law 97-34).

The basic changes include creation of a separate dual benefit pay-
ment account for so-called "windfall" benefits, some basic benefit
modifications and some benefit liberalizations, payroll tax increases
and limited general revenue borrowing authority.

1. CHANGES IN WINDFALL BEN~EMIS

The background for this so-called "windfall" benefit is very tech-
nical. As a result of financial coordination of the two systems in 1951,
each railroad annuity had a social security component built into it.



But, if an individual qualified for two separate retirement benefits,
one under social security and one under railroad retirement, the com-
bined benefits for work under social security were higher than the in-
dividual would have received if he or she had worked exclusively under
social security. This placed a financial drain on the railroad retire-
ment system, which was on the verge of bankruptcy in 1974. Nearly
40 percent of all railroad beneficiaries qualified for social security at
that time.

In 1974, Congress changed the law so that no one in the future would
earn the right to dual social security and railroad retirement benefits,
by coordinating the benefit structures of the social security and rail-
road retirement programs. The railroad benefit is now divided into
two parts. The first part (tier 1) is basically a social security benefit
based on railroad earnings and social security earnings. This part of
the railroad benefit is reduced by any social security benefit for which
the individual is eligible. The second part of the railroad benefit (tier
2) is an annuity based only on railroad service. Together, the two parts
give the worker credit for all work under social security and railroad.
But the tier 1 component, plus any social security benefits earned,
should produce a combined benefit for social security equal to what the
individual would have received if all his or her earnings were covered
under the Social Security Act.

However, to protect the rights of those who had been working under
the old law, Congress provided for a special, transitional third part
of the railroad benefit only for those who qualified for both social
security and railroad retirement benefits before the change in law.
This third part is the so-called "windfall" benefit.

Under the 1974 act, the railroad trust fund was to be reimbursed
from the general treasury on a level payment basis for these wind-
fall payments. Benefit payments were expected to be higher than re-
irmbursements in the early years of the level payment schedule and
then lower in later years, as the number of eligible beneficiaries de-
clined. The practical effect, however, was that the congressional ap-
propriations were too small to fully reimburse the trust fund for
current windfall payments, which drew down the railroad trust fund
by the unreimbursed amount. For fiscal year 1981, the Railroad Re-
tirement Board (RRB) received less than it said it needed for so-
called windfall benefit payments because OMB proposed legislation
placing a cap of $350 million on windfall appropriations.

What the Omnibus Budget Reconciliation Act of 1981 did is re-
move the obligation to pay these windfall benefits from the main RRS
fund, by creating a separate dual benefit payment (windfall) account.
This change eliminated a major cause of erosion of the reserves of the
railroad retirdment account, but it also made payment of windfall
benefits totally dependent on the specific annual appropriation by
Congress.

On October 1, 1981 (the beginning of the new fiscal year), the Rail-
road Retirement Board, anticipating an annual appropriation at the
same level of last year, reduced the so-called windfall portion of rail-
road retirement benefits by 21 percent. In other words, because the
$350 million appropriation amounted to only 79 percent of the $440
million required for full funding, the difference-21 percent-was



prorated among all the recipients of the so-called "windfall" benefits.
Not all 1.1 million railroad annuitants were affected; only the 389,000
annuitants with coverage under both social security and railroad
retirement. The average monthly loss was $20 per beneficiary, reduc-
ing the average monthly annuity from $331 to $311.

During its consideration of the continuing resolution, the Senate
voted on November 19, 1981, byVa vote of Ti4l- to restio thei $0
million required for full funding of the dual benefits account. The
House version of the continuing resolution contained no additional
funding, however. The conferees split the difference and added $45
million to this account, providing a funding level of $395 million, or a
roughly 10 percent benefit reduction. President Reagan vetoed this
continuing resolution.

On December 1, the Railroad Retirement Board authorized the
December checks with no windfall payments, because it was uncer-
tain what the appropriation level would be. In addition, the Rail-
road Retirement Board had been told by the Office of Management
and Budget that the December checks should contain a further 12-
percent reduction in windfall benefits, bringing the total planned
reduction to 33 percent.

On December 2, Senator Heinz, chairman of the Special Com-
mittee on Aging, sent a letter to OMB Director David Stockman
protesting the additional planned cut in these benefits, and Senator
Heinz also introduced an amendment to the Defense appropriations
bill expressing the sense of the Senate that OMB not impose these
further cuts. In the end, the Office of Management and Budget de-
cided to issue a separate mailing of windfall benefit checks dated
December 14, without the additional 12 percent reduction.

On December 11, the Senate approved a continuing resolution that
provided funding of the Government through March 31, 1982. The
section on railroad retirement benefits applies a 4-percent spending
cut to a $395 million appropriation (the appropriation level in the
vetoed continuing resolution), for a funding level of roughly $379
million, and a monthly benefit reduction of 14 to 15 percent, instead
of the 21 percent cut imposed in October. In addition, during con-
sideration of the continuing resolution in the House, Representative
Silvio Conte, who was managing the bill, pledged that there would be
an additional supplemental appropriation for the dual benefits ac-
count in February 1982.

Senator Heinz, in a colloquy with Senator Hatfield on December 11,
confirmed that the Senate Appropriations Committee would expedi-
tiously consider such a supplemental appropriation, if it were to
come over from the House.

2. BENEFIT CHANGES

The major benefit reduction enacted in the RRS in 1981 is a modi-
fication in the cost-of-living adjustment for survivor benefits, which
adjusts both the basic tier I benefit and the industry tier II benefit
at the same rate as they are adjusted for retirees, i.e., 100 percent of
the CPI for tier I and 32.5 percent of the CPI change for tier II. The
spouse's benefit is also slightly modified under the Omnibus Budget
Reconciliation Act.



Not all the benefit changes are benefit reductions, however. In fact,
some benefit liberalizations are also included, which are estimated to
cost $23 million in fiscal year 1982 and as much as $171 million by
fiscal year 1986. For the first time, benefits will be provided to divorced
wives, remarried widows, and surviving divorced mothers. These new
categories of beneficiaries will receive the same treatment under rail-
road retirement as they would under social security.

3. PAYROLL TAX CHANGES AND BORROWING AuTHORITY

The other major piece of the railroad retirement refinancing pro-
posals is contained in the Economic Recovery Tax Act of 1981, which
authorized increased taxes and limited general revenue borrowing
authority.

Congress, in line with the recommendation of labor and manage-
ment, increased the tax on the tier II taxable payroll. For employers,
the tax rose from 9.5 percent of taxable payroll to 11.75 percent effec-
tive October 1, 1981. Employees, who previously did not contribute for
tier II benefits (they did contribute for tier I), now pay 2 percent
effective October 1, 1981. The tax increase will add an estimated $512
million to the railroad trust fund in fiscal year 1982, rising to an
estimated $712 million by fiscal year 1986.

To further improve the cash-flow situation of the railroad retirement
program, the system was given limited authority to borrow money from
the general treasury. The loans, which must be repaid with interest, are
really an advance by the Treasury against the sums which the Social
Security Administration pays to the railroad retirement system each
year in June. Under the so-called financial interchange, social security
reimburses railroad retirement for the difference between the addi-
tional benefits social security would have had to pay to railroad bene-
ficiaries and the payroll taxes which railroad employees would have
paid into social security.

In budget reconciliation, however, this limited borrowing authority
was accompanied by a "benefit preservation" feature which has three
major parts: (1) The RRB must notify Congress whenever the bor-
rowing authority will exceed 50 percent of the available amount; (2)
not later than 180 days after such notice, representatives of rail man-
agement and labor must submit refinancing proposals to the President
and the Congress; and the President must submit to Congess recom-
mendations for resolving the financing crisis, including a plan to phase
out Federal responsibility for the railroad retirement system by cover-
ing rail employees and retirees under social security and by requiring
the rail industry to assume responsibility for all other remaining com-
ponents of the pension plan; and (3) not later than 180 days after the
"benefit preservation" feature is activated, the RRB must announce the
method for allocating reserves in any month in which inadequate funds
precludes full payment of benefits, with highest priority given to the
payment of social security benefits.

In summary, the railroad refinancing package contains four parts:
(1) Benefit modifications; (2) payroll tax increases; (3) limited bor-
rowing authority against annual payments due from social security;
and (4) creation of a separate account for windfall benefits. The gen-
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eral substance of the benefit modifications (including the separate
windfall account) and the limited borrowing authority were accepted
by both the House and the Senate in their reconciliation measures.
The payroll tax increases and the identical language on limited bor-
rowing authority were included in the Economic Recovery Tax Act
of 1981.

Ifthe economy performs at least as well asthe so-called intermediate
assumptions, the refinancing package will provide an adequate cash
flow in the next few years and adequate financing for the remainder
of the decade.

In any event, the Omnibus Budget Reconciliation Act of 1981 also
contains a provision requiring the President to submit a report to the
Congress by October 1982, with recommendations for assuring the
long-term financial integrity of the railroad retirement system.

A study released by the Congressional Budget Office (CBO) in
December 1981, outlined four options that could be considered in order
to alleviate the long-term problems of the system beyond the end of the
1980's: "s

(1) Reduce early retirement benefits actuarially. Now, career em-
ployees with 30 years of service can retire at age 60 without reduced
benefits.

(2) Reduce spouse's benefits under the staff component (tier II) of
this two-part benefit formula (tier I equals the equivalent of social
security, tier II is the staff pension plan). Normally, under private
pension plans, workers receive a reduced benefit if they elect to provide
benefits to a spouse-which is not the case under railroad retirement.

(3) Tax railroad retirement benefits. Although private pensions are
taxable, railroad retirement benefits are tax free.

(4) Merge the social security equivalent (tier I) under the Social
Security Administration and discontinue Federal responsibility for
tier II benefits, making tier II a fully private plan.

H. PROGNOSIS FOR 1982

At the end of 1981, several issues appear to remain important for
1982. First, there is a continuing interest, particularly in this adminis-
tration, in the deregulation of private pension plans. Concern seems to
be focused primarily on lowering business costs and increasing the dis-
cretion of plan fiduciaries in investing plan assets. Deregulation of
private pensions may pose a serious threat to the benefit protections
afforded under ERISA, and efforts to move in this direction could lead
to considerable controversy. Yet, there are clear indications that the
administration plans to treat pension deregulation as a high priority
for 1982.

Provisions in the ERISA simplification bill now before the Con-
gress would relieve some of the regulatory burden cited by the propo-
nents of deregulation. However, the administration seems interested
in accomplishing these changes through administrative and not legis-
lative action.

' The Railroad Retirement System: Benefits and Financing, December 1981.



Consideration of the Nickles-Erlenborn bill is likely to continue, at
least in the Senate, in 1982, highlighting the tradeoffs between pen-
sion costs and benefit protections. However, it is difficult to anticipate
which, if any, portions of this bill will be eventually reported out of
Committee.

The costs of the Civil Service Retirement System (CSRS), mili-
tary retirement, and railroad retirement benefits will remain sensitive
issues in 1982. It is likely that the administration will propose further
cost-saving or revenue-producing changes in CSRS in the fiscal year
1983 budget. Probable suggestions are an added 1.3-percent employee
contribution on top of the current 7-percent contribution to pay for
medicare coverage; and further reductions in Federal COLA's. This
continuing effort to shift costs from the Federal Government to CSRS
participants and beneficiaries should increase support among Federal
workers and retirees for proposals which can limit executive and con-
gressional discretion in the payment of benefits to Federal retirees. A
bill to reform the civil service retirement system could well offer CSRS
retirees and current participants some protection from the administra-
tion's budget proposals.

This increasing emphasis on controlling pension costs is likely, once
pgain, to overshadow other pension issues. Again in 1982, concerns
about pension coverage, and the adequacy of pension benefits, are
bound to receive little legislative attention.



Chapter 5

SAVINGS

OVERVIEW

Congress took major steps during 1981 aimed at improving tax
incentives to encourage personal saving for retirement. As part of
the Economic Recovery Tax Act of 1981, Congress heeded the rec-
ommendations of various retirement income advisory groups and
(1) raised the limits on tax deductible contributions to individual
retirement accounts (IRA's) and Keogh accounts for the self-em-
ployed; (2) extended eligibility for IRA's to a broad new popula-
tion previously excluded; and (3) changed the tax incentives for em-
ployee stock ownership plans (ESOP) in an effort to encourage the
spread of such plans.

A. INTRODUCTION

In 1981, public policy placed considerable emphasis upon stimulat-
ing the growth of the national economy by encouraging investment.

Any increase in investment in the economy must be accompanied by
a corresponding increase in saving. Total national saving comes from
three sources: Individuals save out of their personal income; busi-
nesses retain, and thereby save, some of their profits; and governments
save when they run a budget surplus or dissave when they run a budget
deficit. It is total national saving that supports total investment in
the economy. A portion of saving flows into residential investment,
investment in inventories, and net foreign investment (exports minus
imports). The remainder is available to finance business purchases
of plant and equipment. Thus, Federal spending and tax policies in
1981 focused upon reducing Federal expenditures, increasing tax
incentives for business, and increasing tax incentives for personal
saving, all as part of an effort to increase total national savings,
total investment in the economy, and renewed economic growtn.

This section on savings will, however, focus exclusively upon per-
sonal savings as a potential source of income to individuals in retire-
ment. It is important to stress at the outset that accurate data on
saving patterns of individuals are scarce, and the opinions of ex-
perts interpreting the data are often controversial.

We do know that the rate of personal saving in the United States
has tended to be relatively constant, i.e., there have been cyclical
changes during which the personal saving rate moves up and down,
depending on the economy, but by and large, personal saving rates
have fallen within rather narrow bounds. The following table shows
personal saving as a percent of disposable personal income from 1929
to 1981.

(172)
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TABLE 1.-Per80 saving a8 a percent of di8posable personal income, 1929-81
Year:

1929--------------------------------------------------------
1933 ------------------------------------------------------------ -2.0
1939 ------------------------------------------------------------ 3.11940----------------------------------------------------------- .
1941 ---------------------------------------------------------- 11.21942 ---------------------------------------------------------- 23.31943---------------------------------------------------------- 24.71944 ---------------------------------------------------------- 25.2
1945 ---------------------------------------------------------- 19.21946-----------------------------------------------------------& .1947 ----------------------------------------------------------- .61948----------------------------------------------------------- 5.9
1949 ----------------------------------------------------------- 4.0
1950 ----------------------------------------------------------- 5.81951----------------------------------------------------------- 7.1
1952 -------------------------------------------------------- 7.1
1953----------------------------------------------------------- 7.31954 ----------------------------------------------------------- 6.61955----------------------------------------------------------- 6.0
1956 ------------------------------------------------------------ 6.0
1957----------------------------------------------------------- 7.2
1958 ----------------------------------------------------------- 7.4
1959 ------------------------------------------------------------ 6.21960----------------------------------------------------------- 5.61961 ----------------------------------------- ------------------ 6.31962----------------------------------------------------------- 6.01963 ------------------------------------------------------------ 5.41964 ------------------------------------------------------------ 6.71965----------------------------------------------------------- 7.11966 ------------------------------------------------------------ 7.01967----------------------------------------------------------- 8.11968 ----------------------------------------------------------- 7.11969 ----------------------------------------------------------- 6.4
1970----------------------------------------------------------- 8.01971 ------------------------------------------------------------ 8.11972 ------------------------------------------------------------ 6.51973----------------------------------------------------------- 8.61974 ------------------------------------------------------------ 8.51975 ------------------------------------------------------------ 8.6
1976-----------------------------------------------------------6.9
1977 ------------------------------------------------------------ 5.61978 ------------------------------------------------------------ 5.21979 ----------------------------------------------------------- 5.3
1980----------------------------------------------------------- 5.6
1981 ---------------------------------------------------------- 15.3

1 Preliminary estimate.
Source: Department of Commerce, Bureau of Economic Analysis.

Except for the World War II period, when savings were as high as25 percent of personal income because production focused on the war
effort, the saving rate has more or less fluctuated between 5 to 8 per-
cent of disposable income during the postwar period.

Cyclical changes, however, can also be important. Since 1975, for
example, when the personal saving rate was 8.6 percent of disposable
income, it declined to 4.9 percent of disposable income in the third
quarter of 1981. A number of factors have been cited to explain the
recent low saving rate. These include the high proportion of the work
force consisting of younger people, who tend to save less; the increased
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number of two-earner households; and the efforts to maintain con-

sumption patterns in the face of inflation. Another factor cited has

been the failure of tax policy to adequately reward saving, while mak-

ing consumer debt relatively more attractive because of the tax deduc-

tibility of interest on consumer debt.
The recent cyclical downturn aside, however, it is also true that per-

sonal saving in the United States has been substantially below the

saving rate of other industrialized countries. The following taible and

chart illustrate that in the other industrialized countries of the world

individuals tend to save two or three times as much of their personal

income as do Americans. (This disparity is clearly visible despite

'technical differences in definitions of saving and mnvestment across

countries.)

TABLE 2.-AVERAGE INVESTMENT AND PERSONAL SAVING RATES IN THE UNITED STATES AND OTHER

INDUSTRIALIZED COUNTRIES, 1970-79

(In percentl

Investment Personal

Country rate I saving rate 3

United States...------... ----------------------------------------------- 1.5 I6
Great Britain..--.-.-..------------------------------------------------------ a18.7 121.3

Ita 
2. 2.

Itly -.---------------------------------------------------------- 3 22.4 3 14.5
Nethelands..-- ..----------------------------------------------------- - 2.90
Canada.. .. ...------------ --- ---------------------- 23.1 14.9
West G r a y . . -- -- -- - - - - - - -- - - - - - - -- - -- - - - 23.3 17.92
France....-----.------------------------------------------------------------ 323.1 1720.
Japan..--------------------------------------------------------------- 

--- 3.32 5

1 Gross fixed private and nonmilitary government investment as a percent of gross national product
2 Savings as a prcent of disposable personal income.
111970-78; 1979 data not available.4 1970-77 ; 1978-79 data not available.
Source: U.S. Department of Commerce, "International Economic Indicators," September 1979 and June 1980.
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B. RELATIONSHIP BETWEEN AGE AND SAVINGS

For many years, a so-called life-cycle theory of saving has been
advanced by some analysts, which has postulated that individuals save
very little as young adults, increase their savings in middle age, and
then live off those savings in retirement, i.e. dissave. Thus, according
tothis theory, individuals entering retirement age-would -not-be-ex-
pected to save any more of their income, and they would be expected
to deplete the savings they had previously accumulated.

The truth of the matter is that accurate, current data about the rela-
tionship between age and savings are not available. There are prob-
lems inherent in conducting surveys of individuals and asking what
their assets are and how much income they derive from those assets.
Such surveys, moreover, are expensive.

Nevertheless, two surveys of this subject were done in the 1960's and
1970's, the Survey of Changes in Family Finances (SCFF) commis-
sioned by the Federal Reserve Board. and the Department of Labor's
Personal Consumption Expenditure Surveys (CES).

TABLE 3.-SURVEY OF CHANGES IN FAMILY FINANCES: SAVINGS AS A PERCENT OF TOTAL INCOME,

Age of head

Under 35 35 to 44 45 to 54 55 to 64 65 plus All

Total assets ----------------------- 6.56 5.84 8.04 3.51 5.98 6.17
Business assets ----------------- 1.75 -. 57 1.21 -1.92 1.43 .36
Liquid assets ------------------- -. 10 3.58 6.33 3.78 5.16 3.73

Checking deposits------------ .12 .28 .83 .74 .98 .54
Saving accunt t-------------- .35 3.01 4.49 2.60 4.26 2.74
Saving eonds --------------- .13 .29 1.01 .43 .22 .46

INnvestment assets----------------4.37 2.19 -. 62 1.12 -1.01 1.41
Miscellaneous asset1 ------------ 6.05 -11 .07 -. 50 -. 18 -. 10
Retiremest assets---------------N.50 .76 1.05 1.03 28 .77

Total d bt.. S da--------------------- -14.84 -3.25 2.99 .39 -4.75 -3.64
Home ----------------------- -12.77 -3.49 2.42 .38 .62 -2.85
Investment--------------------- 1.91 1.23 .20 .27 -5.07 -. 62
Personal ----------------------- .16 -. 97 .78 -. 35 -. 42 -. 12

nstalment ----------------- .46 .52 .99 -. 69 .66 .44
Auto------------------- .09 .49 .67 -. 29 .10 .24
Nonauto --------------- .55 .03 .33 -. 40 .56 .20

ioneinstillment ------------- -. 30 -149 - 21 34 -108 - .55
Life insurance ------------------ t-.32 -. 02 -02 .09 12 -05

Housing ependitures ---------------- 19.52 6.31 2.13 3.65 -2.23 6.79
Actsexditures ------------------- 6.21 5.25 4.83 5.9 2.28 5.16
Netfnail investment ------------- -8.27 2.59 11.03 3.90 1.23 2.53
Total savings----------------------- 17.49 11.19 18.29 13.45 1.28 14.47

i Calculated from SCFF data tape (N=2.159). Income in the total income received in the calendar year by all members
of the consumer unit before any payroll or income tan dedections.

Source: Paul Wachtel, "The Impact of Demographic Changes on Household Savings. 1950-2050," President's Com-

mission on Pension Policy, "Coming of Age: Toward a National Retirement Income Policy," technical appendix, Ch. 30.

These two surveys show that individuals do indeed tend to save
more in middle age than they do in their youth or In old age. But
the data also indicate that the elderly do continue to save at a rate
that is not far from the national average, as shown by the saving
rate by age of household head (table 5). There is little convincing
evidence which shows that individuals generally exhaust or deplete
their assets during retirement., and there is some opposing evidence
which indicates that asset levels remain relatively 'onstant during
the retirement period.



TABLE 4.-CONSUMER EXPENDITURE SURVEY: SAVING AS A PERCENT OF BEFORE-TAX INCOME

Age of head

Under 25 25 to 34 35 to 44 45 to 54 55 to 64 65 and over Total

Net changes in assets and liabilities
Sur 1"------------------------ 2.56 2.50 3.02 3.98 4.71 2.72 3.19

1972-73...------ ...------- ...... 5.92 8.36 8.18 7.75 9.37 5.62 7.22

Net changes in assets
1960-61---------------------- 11.90 14.54 8.39 7.52 5.99 2.00 8.391972-73---------------------- 12.90 22.59 13.13 9.84 9.22 6.30 12.82

Net changes in liabilities
1960.1 ----------------------- 14.46 12.05 5.38 3.53 1.28 0.72 5.201972-73 ---------------------- 18.82 14.61 4.99 2.09 .15 .68 5.60

Source: Paul Wachtel, "The Impact of Demographic Changes on Household Savings, 1950-2050."

TABLE 5.-SAVING RATE BY AGE OF HOUSEHOLD HEAD

Percent
saving
rate1IAge of household head (years): 1972-73

Under25 ------------------------------------------------------------------- -6.92 5 to 34 ......-.--- ..-- -_ ---_ --- ----_-_-_-_ ---_-_-_-_-_-_ ---_-_-_-_-_ - _-_-_- _-- ..- 9.9 435 to 44 - - - - - - - - - - - - - - - --___ ___
45 to 54 --------------------------------------------------------------------- 9.255 to 64 -------------------------------------------------------------------------- 11.265 and over------------------------------------------------------------------ 1

'Saving as percent of disposable personal income.
Source: "Economic Report of the President," January 1979, p. 116.

A survey conducted in the summer of 1981 by Louis Harris & As-
sociates and commissioned by the National Council on the Aging,
Inc., found that even though the elderly had incomes only half as
great as those between 18 and 54, the elderly seem to be coping almost
as well. Louis Harris asked:

How come? First, 66 percent of those 65 and over own
their houses free and clear, while this is the case with only
12 percent of those between 18 and 54. Second, by any meas-
ure, the elderly are more frugal and experienced in the
handling of their money. For example, in the last year, only
39 percent of elderly had to draw down on their savings to
pay bills, while a much higher 52 percent of those under 65
had to do the same, even though both groups have the same
number, 88 percent, who have a savings account.

C. ROLE OF SAVINGS IN RETIREMENT

1. ASSETS OF THE ELDERLY IN RETIREMENT

In January 1981, the Social Security Bulletin published a study by
Joseph Friedman and Jane Sjogren analyzing the "Assets of the
Elderly As They Retire." The study was based on a longitudinal
analysis of 11,153 people age 58 to 63 in 1969 who had become 64



to 69 in 1975. The authors analyzed this group of people during that
1969-75 period to learn what types of assets were held by the elderly,
how large were these assets, and how the assets changed as the people
entered retirement.

Total assets include liquid assets (e.g., checking and savings ac-
counts, stocks, bonds, and mutual funds), nonliquid assets (real estate
and equity in- businesses and professionatpractices) and home equity
(the value of the home less any mortgage debt).

Nearly 90 percent of the group owned assets of some kind. The
median value of the assets, however, was not large. Over the 1969-75
period, the assets values (in 1969 constant dollars) ranged from $19,-
000 to $21.000 for married men, $10,200 to $13,000 for nonmarried
men, and from $8,800 to $9,600 for nonmarried women.

The distribution of the assets among the elderly was skewed. Al-
though a large proportion of them had little or no assets, 4 to 5 per-
cent had assets of more than $100,000, and another 8 to 9 percent had
assets between $50,000 to $100,000. As one might expect, people with
relatively higher incomes had larger amounts of assets than those
with lower incomes.

Liquid assets were the most common type of asset held by older
Americans. Nearly 80 percent of the sample population had some
liquid assets. The amounts were small, however, with the median value
being $3,000 to $3,600.

Nonliquid assets were held by less than one-third of the people.
But nearly two-thirds of the elderly owned a home, and more than

80 percent of the married men owned a home.
What is particularly interesting about this study is that there was

no marked pattern of asset reduction over the 1969-75 period, which
indicates that the group-as a whole-was not liquidating its wealth
to meet retirement income needs. Some asset liquidation did occur,
nevertheless, among people in the lower income group who also had
substantial assets to draw upon.

This study portrayed a rather bleak picture of the economic well-
being of older Americans. Generally, it found that as people reach
retirement age and their incomes decrease, their property wealth is
limited, and they can seldom be expected to rely on assets to maintain
their previous standard of living. Although this is generally true, a
small fraction of the elderly with incomes in the highest one-fourth
of the group did have substantial asset wealth.

2. INCOME OF THE ELDERLY FROM ASSETS

Another Social Security Administration study published in 1981,'
sheds light on a different set of questions: How many elderly people
derive income from assets, and how large is that income? Based on
the Census Bureau's Current Population Survey, more than three-
fifths of the aged population in 1978 received asset income, including
interest from savings accounts and bonds, dividends from stock, rental
income, royalties, and income from estates and trusts.

1,"The Income and Resources of the Elderly in 1978," Social Security Bulletin, Decem-
ber 1981, pp. 3-11.
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The proportions of elderly units reporting receipt of asset income
were several percentage points higher in 1978 than in 1976. However,
income from assets has been the least well reported source of income
in the Census Bureau's Current Population Survey. Total amounts
of dividend income, for example, derived from the Current Popula-
tion Survey, equal only 38 percent of total amounts of dividend in-
come estimated from other-sources. The increase in the elderlv's re-
ported receipt of income from assets in 1978 may be a reflection of
better reporting of such income in response to a revised questionnaire.
On the other hand, the proportion of aged reporting receipt of income
from assets has increased from 49 percent in 1971, to 56 percent in
1976, and 62 percent in 1978, which suggests a trend toward increasing
receipt of income from assets among the aged during the 1970's.

The actual percentages of older men and women who received asset
income in 1978 are shown in the following chart.2

TABLE 6.-NUMBER AND PERCENT OF INDIVIDUALS AGE 65 OR OLDER OWNING SELECTED FORMS OF ASSETS
BY SEX, EARLY 1979

IPreliminary datal

Persons aged 65 or older

Owners as a percent of all persons
Owners, in thousands age 65 or older

Type of asset Total Male Female Total Male Female

Interest-bearing assets:
Savings or credit union accounts.. 14,668 6,088 8,580 63.1 63.2 63.0Certificates of deposit------------ 4,861 2,005 2,857 20.9 20.8 21.0U.S. savings bonds -------------- 3,246 1,296 1,950 14.0 13.4 14.3Corporate. municipal, or other

government bonds------------- 1,346 703 643 5.8 7.3 4.7Personal loans or mortgages ---- 593 285 308 2.5 3.0 2.3Dividend-bearing assets: Stocks or
muta al fund shares------------ 4,299 1,841 2,458 18.5 19.1 18.0Real asnets:

Houses, apartments, or condo-
miniums.otherthanownhome-- 1,406 705 702 6.0 7.3 5.2Commercial or industrial property. 229 123 106 1.0 1.3 .8Farm pro y--------------- 1,002 484 519 4.3 5.0 3.8

Undv l ope . ------------ 672 307 366 2.9 3.2 2.7Nonactive business interest
Nonfarm business--------------- 153 80 73 .7 .8 5Farm business------------------ 166 126 40 . 7 1.3 . 3Any other assets -------------------- 617 59 48 .5 .6 .4

Source: Wave 1 interview, 1979 research panel, income survey development program. Estimates based on preliminaryCensus Bureau weights which rely on 1970 census counts by age, race, and sex, adjusted forward to 1979.

Three points need to be stressed from this data. First, the percentage
of older people with asset income in 1978 remained relatively consistent
across age groups, i.e., those between 55 and 61 had relatively the same
percentage of asset income as those age 65 and over.

Second, the distribution of asset income is very uneven. Older men
have a substantially larger likelihood of receiving asset income than
women, and substantially fewer black Americans report asset income
than whites.

Third, 37 to 39 percent of the aged reported having no asset income
whatsoever in 1978. And of those who did report asset income in that
year, the annual median income reported was relatively low, i.e., half

2 For information purposes, preliminary data for early 1979 are also shown in a sepa-rate table based on the income survey development program.
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of the over-65 group with asset income had annual income above $940
a year, and half had asset income less than $940. Thirty-seven percent
of the units age 65 and over with asset income received less than $500
a year, while 14 percent had $5,000 or more in annual income from
assets.

3. RELATIVE IMPORTANCE OF ASSET INCOME FOR THE ELDERLY

By and large, income from savings and other assets furnished a rela-
tively small portion of the income of the elderly. In 1978, for example,
only 19 percent of the total money income of the elderly came from
asset income.

In view of these findings about the overall level of assets and the
small amount of income they generate for the elderly, virtually all of
the expert groups and national commissions that have studied retire-
ment income in 1981 recommended the need for public policy to
strengthen individual savings for retirement.

D. RECOMMENDATIONS OF ADVISORY GROUPS

1. PRESIDENT'S COMMISSION ON PENSION POLICY

In its final report released in February 1981, the President's Com-
mission on Pension Policy recommended the following step- to
strengthen individual savings:

Favorable tax treatment should be extended to employee
contributions to pension plans. A refundable tax credit for
low- and moderate-income people to encourage voluntary
individual retirement savings and employee contributions to
plans are recommended. At the time of tax filing, the employee
would choose the higher of a tax deduction or a tax credit.

2. NATIONAL COMMISSION ON SOCIAL SECURITY

In its final report issued in March 1981, the National Commission
on Social Security agreed that it should be the policy of the Federal
Government to encourage individual saving for retirement.

Again, the Commission regards private savings as an
important part of the total income security of American fami-
lies; it recommends a strengthening of the present individual
retirement account (IRA) opportunities. Present law permits
a maximum tax deductible contribution of $1,500 per year to
a qualifying individual retirement account. The Commission
believes this amount should be increased as a way to encourage
savings.

3. COMMITTEE FOR ECONOMIC DEVELOPMENT

In September 1981, the Committee for Economic Development-
an independent, nonprofit, research, and educational organization of
200 business executives and educators-issued a report called "Reform-
ing Retirement Policies." In it, the CED recommended the following
strategy for increasing personal savings:

89-509 0 - 82 - 13



It is in society's interest to make increased individual sav-
ings for retirement a financially attractive and accessible goal.
But changes in the tax law are necessary before a substantial
number of current workers will be able and willing to increase
their saving to any significant degree. Tax proposals to en-
courage saving generally deserve favorable consideration
beeause-they-wil-rene er-entensumption-bias-in-the-
Tax Code and contribute to a higher level of investment. Tax
policies that directly encourage saving for retirement deserve
the most emphasis of all. Accordingly, we give top priority in
this area to the recommendation that persons covered by quali-
fied pension plans be permitted to make tax-deferred contribu-
tions to either an IRA, a Keogh plan, or to a qualified pension
plan.

E. 1981 LEGISLATIVE ACCOMPLISHMENTS

The Economic Recovery Tax Act (ERTA) of 1981 (Public Law
97-34) contained a number of important provisions designed to stimu-
late personal savings. In August 1981, the Special Committee on Aging
published an information paper called "1981 Federal Income Tax
Legislation: How It Affects Older Americans and Those Planning for
Retirement." The overall, 3-year, across-the-board reduction in tax
rates will lower the marginal tax on each additional dollar of income
earned and will therefore make saving more attractive because the
after-tax return on each dollar saved is increased.

In addition to the reductions in tax rates, the 1981 tax law contained
specific incentives to increase savings, such as the provisions allowing
the so-called "all savers certificate" exempt from Federal (and many
States) income taxes and the provisions providing for special reduc-
tions in the tax on interest income (effective 1985) and on stock divi-
dends of public utilities (effective 1982-85). But the most important
savings provisions of the ERTA, from the standpoint of individual
retirement income, were the provisions expanding tax-sheltered con-
tributions to IRA and Keogh accounts, and the intended expansion of
employee stock ownership plans.

1. INDIVIDUAL RETIREMENT ARRANGEMENTS (IRA's)

The Employee Retirement Income Security Act of 1974 (ERISA)
contained provisions (section 2002) enabling individuals to set up in-
dividual retirement arrangements (IRA's) to save for retirement.
Very simply, if an IRA is created, money paid into the plan is deduc-
tible for Federal income tax purposes, and the earnings on the money
paid into the plan are tax deferred. The funds set aside and the
earnings therefrom are not taxed until they are distributed to the in-
dividual. Under current rules, distributions cannot be made before

3 The Special Committee on Aging published, in addition, "Protecting Older Americans
Against Overpayment of Federal Income Taxes," December 1981.



age 591/2 or delayed beyond age 701/2 without incurring penalties. Thus,
distributions normally begin after retirement, when the individual is
usually in a substantially lower tax bracket.

The idea of providing tax incentives to encourage individuals to
save for their own retirement can be traced to a message to the Con-
gress from President Nixon in 1971. It was pointed out that many
individuals were not covered by private pension plans, on the one hand,
nor 'furnished tax incentives to save for their own retirement as avail-
able for the self-employed.4 To fill that gap, the President recom-
mended that employees who wish to save independently for their
retirement or to supplement employer-financed pensions should be
allowed to deduct for tax purposes amounts set aside for retirement.

The President proposed in 1971 that contributions to retirement
savings programs by individuals be tax deductible up to the level of
$1,500 per year or 20 percent of income, whichever was less. This pro-
posed deduction would have been available to those already covered
by employer-financed plans, but in this case, the upper limit of $1,500
would have been reduced to reflect pension plan contributions made by
the employer.

Congress appreciated the complexities involved in determining the
exact amount of money that an employer contributed on behalf of
each individual in a defined benefit pension plan. It was also con-
cerned with the revenue losses that such a program would cause and
the newness of the program itself. Therefore, in passing the ERISA
legislation in 1974, Congress limited the tax incentives to individuals
not covered by an employer-sponsored pension program since they
generally would be more in need of supplemental retirement income.
These individuals were permitted to contribute to an individual re-
tirement arrangement (IRA), the lesser of 15 percent of compensa-
tion or $1,500. The assets of an IRA could be invested in a trusteed
or custodial account with a bank, savings and loan, or credit union,
in mutual funds, or in an annuity contract issued by an insurance
company, or in Government retirement bonds. This deduction for re-
tirement savings was effective for taxable years beginning after De-
cember 31, 1974. Basically, the IRA provisions, as outlined above,
remained the same until the recent changes in the Economic Recovery
Tax Act became effective January 1, 1982.

How many people took advantage of IRA's? Unfortunately, cur-
rent data are not available on this subject, although we do have data
that are several years old showing the estimated utilization of IRA's
in 1977, and there are more recent IRS data showing the number of
tax returns each year which claimed deductions for an IRA.

In 1977, of approximately 55 million taxpayers eligible to establish
an IRA, only 2.5 million IRA's were actually established, i.e., only
4.6 percent of those eligible actually utilized the arrangement. The
detailed utilization rates according to income class are shown in the
following table.

I See discussion of Keogh plans below.
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TABLE 7.-INDIVIDUAL RETIREMENT ACCOUNTS, 1977: ESTIMATE OF UTILIZATION RATE BY INCOME CLASS

Number of Estimated num- Estimated num-
returns with ber of taxpayers ber of taxpayers
salaries and with salaries eligible to use Estimated num-

wages (in and wages IRA's (in ber of IRA's Utilization rates
millions) I (in millions)' millions)' (percent) 4 (percent)

Adjusted-grossincomeaclass'
OtoSS,000.-------------- 20.1 20.7 17.6 0.04 0.2
$5, to $10 000 16.5 19.0 13.3 .18 1.4
$10 000tos1 13.0 17.5 10.5 .35 3.3
$15,000 to $20,000 --.. 10.7 16.3 7.4 .40 5.4
$20,000 to $50000 -...- 15.8 24.9 6.2 1.35 21.8
$50,000andover ...-.-- 1.1 1.4 .4 .21 52.5

Total ---------------- 77.2 99.8 55.4 2.53 4.6

1 Unpublished data from 1977 tax returns.
2 Includes 2 spouses when both have salaries and wages.
3 Excludes persons covered by public or private retirement systems.
4 Allows for 2 individual retirement accounts on some returns. Based on number of forms 5239 filed. Some of these ac-

counts received no deductible contributions during 1977.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Mar. 27, 1979.

A second table shows the number of Federal income tax returns
claiming deductions for contributions to an individual retirement
arrangement:

TABLE 8.-IRA TAX DEDUCTIONS

Federal tax returns
claiming IRA Amount of IRA

deductions contributions
Year (in millions) (in billions)

1975 -.----------------------------------------------------------- 1.2 $1. 6
1976. . ..----------------------------------------------------------- 1.6 2.0
1977 --.-------------------.--------------------------------.---..- - 2.0 2.5
1978 ------.------.------.....--...------------------------------- 2.4 3.0
1979. . ..----------------------------------------------------------- 2.5 3.2

Source: U.S. Internal Revenue Service, "Statistics of Income," for the tax years in question.

It is worth emphasizing that table 8 does not tell us the total
number of IRA's outstanding, because it does not show IRA's to
which contributions were not made in that tax year. Still, the trend
since 1975 points to considerable expansion. The number of returns
showing IRA deductions doubled, as did the total contributions to
those plans. This expansion is all the more significant because the tax
deductible amounts to IRA's were not raised during that period, but
held at the 1974 level of $1,500 or the lesser of 15 percent of com-
pensation.

Despite this expansion in the number of returns showing IRA deduc-
tions and in the amounts contributed to IRA's, the establishment of
tax-sheltered IRA's has been particularly strong among those with ad-
justed gross income of $20,000 to $50,000, as the following chart shows
for 1979.
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A. IRA'S AND THE ECONOMIC RECOVERY TAX ACT OF 1981 (ERTA)

In 1981, Congress heeded the recommendations of the various ad-
visory groups about the need to strengthen personal savings for retire-
ment income and made major changes in the IRA provisions, both
expanding the amounts that can be contributed to IRA's and expand-
ingtheeligibiity-forFRA's Iar-beyond the hligibility-rtles laid-down
in 1974. (To help answer. consumer questions, the Special Committee
on Aging published "A Guide to Individual Retirement Accounts," in
December 1981.)

Specifically, the Senate Finance Committee gave the following rea-
sons in support of the 1981 changes: 5

The committee is concerned that the resources available to
individuals who retire are often not adequate to avoid a sub-
stantial decrease from preretirement living standards. The
committee believes that retirement savings by individuals
can make an important contribution toward maintaining pre-
retirement living standards and that the present level of indi-
vidual savings is too often inadequate for this purpose. The
committee understands that personal savings of individuals
have recently declined in relation to personal disposable in-
come (i.e., personal income after personal tax payments).
During the years 1973 through 1975, the personal saving rate
was no more than 8.6 percent. It declined to 5.2 percent in 1978
and 1979, and rose only slightly in 1980 to 5.6 percent. (These
savings estimates include employer payments to private pen-
sion funds.)

The committee has found that the present rules providing
tax-favored treatment for individual retirement savings have
become too restrictive in view of recent rates of inflation and
because they do not sufficiently promote individual savings by
employees who participate in employer-sponsored plans.

The committee bill is designed to promote greater retire-
ment security by increasing the amount which individuals can
set aside for retirement in an IRA, and by extending IRA
eligibility to individuals who participate in employer-spon-
sored plans. The bill also extends additional tax-favored
treatment to voluntary employee contributions to employer-
sponsored plans so that plan participants can take advantage
of systematic payroll deductions to accumulate tax-favored
retirement savings.

Before the new tax law, deductions to an individual retirement ac-
count (IRA) were limited to the lesser of 15 percent of compensation
or $1,500. Under the new law, for taxable years after December 31,
1981, the limit on contributions is the lesser of 100 percent of compen-
sation or $2,000.

Further, the new law allows workers covered by a company pen-
sion plan to participate in IRA accounts. Such workers are excluded
from IRA's in 1981. For taxable years after December 31, 1981, the
$2,000 limit on contributions will apply to contributions the employee

5 U.S. Senate, Committee on Finance, Rept. No. 97-144.



may make to an IRA or as a voluntary contribution to the company
plan. Such voluntary contributions and earnings from the voluntary
contributions will generally be subject to IRA-type rules. Note that
mandatory employee contributions to a company plan are not tax de-
ductible, under the new law, although various experts have testified
in 1981 congressional hearings that it would be a good idea to make
mandatory employee contributions also deductible. In 1981, such plans
were not made deductible because: (1) The revenue loss would have

been substantial, and (2) it was felt that making mandatory con-
tributions tax deductible would not have as much as an effect in creat-
ing new savings as would the deductibility of voluntary contributions.

B. IRA'S FOR NONEMPLOYED SPOUSES

The pre-ERTA IRA provisions allowed a worker to set up an IRA
for a nonemployed spouse. The maximum combined contribution al-
lowed under prior law was $1,750, and the contributions had to be
in equal amounts for each spouse. As a result of the new tax law, the
limit on contributions to a spousal IRA, after December 31, 1981,
is $2,250 instead of $1,750. Also, the new law deletes the previous re-
quirement that contributions under a spousal IRA be equally divided
between the spouses. The new law has no such rules, except that no
more than $2,000 can be contributed to the account of either spouse.

Prior law forbade the nonearning spouse from making contributions
to a spousal IRA after a divorce. Without wage or salary income, that
individual could not continue making contributions to his or her one-
half share of a spousal IRA.

The new law, effective January 1, 1982, allows a divorced spouse
to continue making contributions to a spousal IRA under certain
conditions. The individual's former spouse must have established the
spousal IRA at least 5 years before the divorce, and the former spouse
must have contributed to the spousal IRA for at least 3 of the 5 years
preceding the divorce. If those requirements are met, then the divorced
spouse may continue to make contributions to the spousal IRA up to
a maximum of the lesser of $1,125, or the divorced spouse's total com-
pensation and alimony includable in gross income.

C. EMPLOYER-SPONSORED IRA'S OR SIMPLIFIED EMPLOYEE PENSIONS

The Revenue Act or 1978 (Public Law 95-600) provided for an
increased deduction for contributions to an employee's individual re-
tirement plan by the employer under an employer-sponsored IRA
called a simplified employee pension.

If an individual retirement account or individual retirement an-
nuity (IRA) qualifies as a simplified employee pension (SEP), both
the employee and the employer may make contributions to the em-
ployee's IRA. Before the Economic Recovery Tax Act of 1981, em-
ployer contributions for an employee under a SEP were includable
in the gross income of the employee and the employee was allowed a
deduction for the employer contribution, limited to the lesser of 15
percent of compensation or $7,500. With respect to employee con-
tributions, the limit was $1,500 (or 15 percent of compensation, if less)



reduced by the amount of deductible employer contributions for that
year.

The ERTA raised the limit on employee contributions to $2,000,
and raised the ceiling on employer contributions from 15 percent or
$7,500, to 15 percent of compensation or $15,000, whichever is lower,
effective January 1, 1982.

2. KEOGH ACCOUNTS

As tax-qualified pension plans spread, many small business people
found that their employees could benefit by being included in tax-
qualified pension plans, but the employers could not. Nor could self-
employed individuals without employees. Further, where two people
operated similar businesses and realized similar profits, but if one was
a sole proprietor and the other was incorporated, the corporate oper-
ator could benefit from a pension plan even though he was the only
employee of the corporation, but the sole proprietor could not.

Efforts were made to remedy this situation, and various bills were
introduced in Congress. The number H.R. 10 was assigned to an early
bill and was retained in succeeding bills until enactment of the Self-
Employed Individuals Tax Retirement Act of 1962. Today these re-
tirement plans are commonly known as H.R. 10 plans or Keogh plans
(named for Representative Eugene J. Keogh of New York who spon-
sored the legislation).

The purpose of the Self-Employed Individuals Tax Retirement Act
of 1962 was to enable self-employed individuals to participate in a tax-
qualified retirement plan if they chose to do so, in much the same way
as employees could. Various restrictions and limitations, however, were
included in this 1962 leoislation.

Contributions on beIalf of owner-employees were permitted to the
lesser of 10 percent of earned income or $2,500-but the allowable tax
deduction for any self-employed individual (whether an owner-em-
ployee or not) was limited to one-half of the contribution, up to a
maximum of $1,250 in a taxable year. The provision reducing the al-
lowable deduction to one-half of the contribution was repealed by
Public Law 89-909, effective for taxable years beginning after Decem-
ber 31, 1967. ERISA made additional liberalizations in 1974.

Prior to ERISA's passage in 1974, self-employed people who estab-
lished a Keogh plan were limited'to a contribution of $2,500 per year,
while there was no limit imposed on corporate plans. It was found that
this led to otherwise unnecessary incorporation by self-employed per-
sons solely for the purpose of obtaining the tax benefits for retirement
savings. To achieve greater equity vis-a-vis corporate plans, Congress,
in passing ERISA, increased the annual limit for deductible contri-
butions to Keogh plans to 15 percent of earned income or $7,500, which-
ever was lower, and it also provided a new minimum deduction based
on the lesser of 100 percent of earned income or $750. An overall limit
of $100,000, however, was set on earned income that could be taken into
account under a plan that includes self-employed individuals.

The following table shows the number of Federal income tax returns
from 1977 through 1979, which reported payments to a self-employed
retirement Keogh plan, and the amounts contributed.
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TABLE 9.-KEOGH TAX DEDUCTIONS

Number of tax Amount of contribu-Year returns tions (in billions)

1977.. .. .. .-- - -- - -- - -- - -- - -- - -_-_-_ - ---_-_-_-_ - _-577,000 51.81978 ------------------------------------------------------- 627,000 2.01979. . . . . _ _ .. _ _ _-- - - - - - - - - - - - - - 59 000 2.0

Source: U.S. Internal Revenue Service, "Statistics of Income" for the tax years in question.

In general, under a-tax-qualified plan, loans to participants are
permitted if certain requirements are met. However, H.R. 10 or

Keogh plans were not permitted to lend to an owner-employee. If
an owner-employee participating in an H.R. 10 plan borrowed from
the plan, or used an interest in the plan as security for a loan, the
amount of the loan or security interest was treated as a plan distribu-
tion, and the usual tax rules for distributions applied.

1981 TAX LAW CHANGES IN KEOGH ACCOUNTS

In 1981, Congress reviewed the Keogh provisions at the same time
that it expanded eligibility for IRA's and decided there were reasons
for a change, as stated in the Senate Report No. 97-144:

The maximum deductible contribution for H.R. 10 plans
has not been revised since 1974. The committee believes this
limit should be increased as an adjustment for inflation and
to make these plans more attractive.

The committee also believes that current provisions permit-
ting partners who are not owner-employees to borrow against
their interest in an H.R. 10 plan diminish retirement savings.
Accordingly, to promote long-term savings for retirement,
the committee believes the current treatment of loans and
pledges should be applied to all partners.

The new law retains the present limit of 15 percent of compensa-
tion as under prior law, but, effective with taxable years after De-
cember 31, 1981, it increases the maximum deduction for employer
contributions to a defined contribution Keogh plan, to a defined
contribution plan maintained by a subehapter S corporation, or to
a simplified employee pension (SEP). The maximum deduction is
increased from $7,500 to $15,000.

To provide a similar increase in the level of benefits permitted
under a defined benefit Keogh or subchapter S corporation plan, the
compensation taken into account in determining the permitted an-nual benefit accruals is increased from $50,000 to $100,000.

The new law also increases the amount of compensation which may
be taken into account to determine contributions to a Keogh plan, toa subchapter S plan, or to a SEP. Under prior law, only the first
$100,000 of compensation may be taken into account under a definedcontribution H.R. 10 plan, a defined contribution plan of a subchapterS corporation, or a SEP, for purposes of testing the plan for dis-crimination and applying limits on contributions. Under the new law,the includable compensation limit is increased from $100,000 to $200,-000. However, if annual compensation in excess of $100,000 is taken



into account, the rate of employer contributions for a plan participant
who is a common-law employee cannot be less than the equivalent
of 71/2 percent of that participant's compensation.

The new law also extends to all partners the present-law rule under
which a loan from a Keogh plan to an owner-employee or his use of an
interest in the plan as security for a loan is treated as a distribution.
- In addition-the-bill -permits-the penalty-free eorrection of-an-excess
contribution to a Keogh plan if the excess is withdrawn before the due
date of the income tax return. It also permits early withdrawals from
a terminated Keogh plan by an owner-employee without regard to the
5-year ban on Keogh plan contributions for the owner-employee.

3. EMPLOYEE STOCK OWNERSHIP PLANS

Since 1974, the U.S. Congress has by legislation created two pro-
grams designed to give employees the chance to acquire a stock owner-
ship in their employer.6 Under ERISA, Congress first defined the em-
ployee stock ownership plan, or "ESOP" as it is usually called. In the
Tax Reduction Act of 1975, and the Tax Reform Act of 1976, Congress
implemented and then expanded a different form of employee owner-
ship plan, commonly called a "TRASOP," and properly known today
as the "Tax Credit Employee Stock Ownership Plan."

ESOP and TRASOP provide stock ownership for each employee
usually without requiring the employee to spend any of his or her own
money. Although some ESOP's and TRASOP's permit or require em-
ployees to put money into the ESOP or TRASOP, most provide that
the employer will make all necessary ESOP and TRASOP payments.
Both ESOP and TRASOP are tax "qualified" employee beneAt plans
written in such a way that they satisfy the requirements of the Internal
Revenue Code. As a "qualified plan," the ESOP or TRASOP is re-
quired to be operated for the "exclusive benefit" of participating
employees (and their beneficiaries).

The employer stock is acquired and held for the benefit of employ-
ees. The stock, which is held by a tax-exempt trust under the plan, may
be acquired through direct employer contributions of stock or by using
moneys borrowed by the trust. Under the usual rules applicable to tax-
qualifed plans, an employee's benefits under an ESOP are generally
not taxed until they are distributed or made available.

Most conventional ESOP plans came about as the employer con-
tributed company stock to the trust. But a smaller number of ESOP's
are leveraged, i.e., to acquire stock of an employer for the benefit
of employees, an ESOP may borrow money from a bank or other
lender. The stock is then bought directly from the employer or from
shareholders. When the ESOP borrows the money to purchase the
stock, the employer guarantees to the lender that the ESOP will repay
the loan. Employees are never required to assume any obligation for
the repayment of the money borrowed by the ESOP. The employer
is required to make annual payments to the ESOP in an amount at
least equal to the amount the ESOP must pay on the money it bor-

* See U.S. Senate, Select Committee on Small Business, "The Role of the Federal Govern-
ment in Employee Ownership of Business," U.S. Government Printing Office, Dec. 18, 1980.
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rowed. These amounts are then paid by the ESOP to the lender each
year. The employer is also permitted to make additional payments of
cash or stock to the ESOP each year. The employer gets a tax deduc-
tion for all payments to the ESOP, up to a maximum limitation es-
tablished by the Internal Revenue Code. This tax deduction is avail-
able for the required employer payments to service the loan and any
additional payments, and the tax effect is to reduce the annual cost of
the ESOP to the employer. Cash put into the ESOP by the employer
will be used primarily to purchase employer stock. In addition, this
cash may be invested temporarily in savings accounts or certain other
permitted investments.

An employer which adopts a TRASOP may claim an additional
tax credit against Federal income taxes. An employer is entitled to
an additional percentage point .of investment tax credits (i.e., 11
percent rather than 10 percent of "qualified" capital investment) if the
employer contributed an amount equal to the full additional credit to
a tax-credit ESOP. In addition to the 1 percent credit, up to one-half
percent of extra investment tax credit has been allowed where an
employer contributes the extra amount to the TRASOP, if the em-
ployer's extra contribution is matched by employee contributions.
In 1978, the rules allowing employers to claim this additional invest-
ment tax credit for ESOP contributions were extended to Decem-
ber 31, 1983.

TRASOP's have been found primarily in large, capital-intensive
industries, for it is these companies which have large enough invest-ments and have few enough employees, so that the 1 or 1.5 percent ofinvestment tax credit amounts to a significant amount per employee.Although a precise count is not available, an estimated 5,000 ESOPand TRASOP plans are in existence today.' The following table,based on tabulations of IRS data by the Employee Benefit ResearchInstitute, shows the number of new TRASOP and ESOP plans whichqualified under the Internal Revenue Code in 1976-81, and the num-ber of participants in such plans. In addition, the new plans andparticipants are shown as a percent of all new, IRS-qualified em-ployee benefit plans (defined contribution and defined benefit plans),and their participants. These data indicate that after an initial surgeonce the new tax legislation was passed in 1975-78, the formationof new ESOP and TRASOP plans, though still important, has fallenoff relative to past levels and relative to their share of total employeebenefit plans newly qualified for IRS status.Over the years, Congress has shown steady and increasing supportfor the concept of employee stock ownership plans. Employee owner-ship has been promoted primarily as a means to increase worker mo-tivation and productivity by giving employees a clear stake in theircompanies. It also gives employees additional assets to be used forretirement or other purposes. In what may become a precedent-settingaction, Congress required in 1980, that the Chrysler Corp., as a condi-tion of Federal assistance, create a $162.5 million employee stock own-ership plan, which should provide Chrysler employees with 15 to 20percent of the total voting stock in the company.

EBI estimates that 796 TRASOP plans and 3,839 ESOP plans were in existence as of
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TABLE 10.-PLAN QUALIFICATIONS AND PARTICIPATION

TRASOP/ESOP Total new pension plans
Year Plans Participation Plans Participation

1976:
Number..------------------------------- 85 244 488 21,486 915,170

0ercent---.--------------------------
1977:

Number.------------------------------- 132 1,264,515 35,416 4,954,924
Percent-------------------------------- 0.4 25.5------------------------

1978:
Number-----------------------------196 206,237 65,684 3,880,133
Percent--------------------------------0.3 5.3

1979:
Number.---------------------------- -286 173,112 56,877 2,022,657
Percent--------------------------------0.5 8.6 ------------------------

1980:
Number.------------- ------------------ 51 18,454 69,342 3,781,565
Percent.--------------------------------0.1 0.5 ------------------------

1981 (Jan. I to June 30):
Number.-------------------------------52 19,294 31,478 2,298,052
Percent-------------------------------- 0.2 0.8 --------------------------------

Source: EBRI tabulations of IRS data.

Given this congressional ,tuppor~t for the ESOP concept, Congress
reviewed the plans during the consideration of the Economic Recovery
Tax Act of 1981, and found reasons to make changes. Specifically, the
Senate Report 97-144 listed the following reasons for change:

The conmittee believes that experience in the operation of
the.tax laws applicable to employee stock ownership plans in-
dicates that several changes are appropriate. The committee is
concerned that the investment-based tax credit for ESOP's
has not provided a sufficient incentive for the establishment
of ESOP's by labor-intensive corporations. The committee
believes that a permanent payroll-based tax credit for em-
ployer contributions to a tax credit ESOP will provide a more
effective incentive than the additional investment tax credit
currently allowed. In addition, the rules in present law which
limit the ability of a leveraged ESOP to acquire employer
securities with the proceeds of a loan to the plan have proved
too restrictive and have prevented the use of leveraged
ESOP's as a technique of corporate finance. Certain of the
provisions governing distributions to participants under a tax
credit ESOP or leveraged ESOP have proved burdensome
and, in some cases, have precluded an employer from estab-
lishing an employee stock ownership plan.

The Economic Recovery Tax Act of 1981 terminates, after 1982,
the investment-based tax credit for ESOP, and replaces it with a pay-
roll-based tax credit. The payroll-based credit is allowed for wages
paid in calendar years 1983 through 1987. For calendar years 1983 and
1984, the credit is limited to 0.5 percent of compensation paid to em-
ployees under the plan, and to 0.75 percent of such compensation for
1985, 1986, and 1987. Although this provision will not have any direct
effect on taxes paid by individuals, the change from an investment tax
credit to a payroll-based credit is intended to encourage the spread of
ESOP plans among labor-intensive firms, which have derived little
tax benefit from the investment-based credit.



The new law also makes increases in the deductible contributions to
the so-called "leveraged ESOP's" which borrow money to purchase the
employer's stock. Under a leveraged ESOP, the employer is allowed
'a deduction, within limits, for contributions to the plan. These contri-
butions may be applied by the plan to service the loan. Under prior
law, the deduction allowed an employer for contributions to a profit-
sharing or stock bonus plan (including a leveraged ESOP) generally
is lmited to 15 percent of the compensation of all employees under the
plan. In addition, prior law provides that the annual contributions and
other additions credited to a participant's account under a qualified
defined contribution plan (including a leveraged ESOP) generally
cannot exceed the lesser of $41,500 for 1981 ($25,000 adjusted for infla-
tion since 1974), or 25 percent of the participation's compensation. In
the case of certain ESOP's, the dollar limit is doubled.

The new law increases the limit on ESOP deductions from 15 per-
cent of aggregate employee compensation, to 25 percent of compensa-
tion where the contributions are applied by the plan to make principal
payments on a loan incurred to purchase employer stock. An unlimited
deduction is allowed the employer for contributions applied to pay
interest on the loan. The new law also removes contributions to pay
loan interest and forfeitures of fully leveraged ESOP stock from the
limit on contributions to any participant's account, provided the con-
tributions to officers, shareholders, and employees whose compensation
exceeds $83,000 do not exceed specified limits.

F. PROGNOSIS ON SAVINGS FOR RETIREMENT

As far as tax policy for retirement savings goes, 1981 really marked
a watershed. As we have seen, Congress capitalized upon the experience
with tax-sheltered plans before and after the passage of ERISA, and
took major steps to strengthen the savings of individuals for retire-
ment, in line with recommendations by various advisory groups.

The IRA expansion of eligibility, in particular, represents a major
potential for increased savings of individuals, and for the economy.
Just how many people will establish IRA's is, of course, open to de-
bate. But the financial institutions offering these plans are anticipating
a strong public reaction, and they are actively promoting the various
possibilities they offer for IRA-type investments. Moreover, according
to the Employee Benefit Research Institute, roughly 49 million people
will become newly eligible for IRA's, and 25 million of these represent
good IRA prospects, i.e., they have the income, education, and work
characteristics for which IRA participation has been particularly high
in the past. EBRI estimates that if 25 to 50 percent of the new eligi-
bles establish IRA's, the potential annual income set aside could be as
high as $20 billion.8

Others have pointed out, however, that the IRA's will certainly
not be attractive for low-income individuals, given the pattern of
participation in the past, and the especially large tax value IRA's
provide for upper income workers in the $20,000 to $50,000 range.This is probably correct. So the debate about savings in public policy

etiDallas L. Salisbury and Susan E. Click. "IRA's: An Expanding Opportunity for PrivateRetirement Income Provision," Employee Benefit Research Institute, 1981.



in the future will probably continue to consider whether it is'appro-
priate to encourage savings by low-income workers through special
tax measures: For example, the President's Commission on Pension
Policy recommended the use of the tax credit as opposed to a tax
deduction.

Tax credits affect all taxpayers equally-dollar for dollar-rich
or poor, since their value does not fluctuate depending on the tax-
payer's marginal tax bracket. Tax credits are subtracted from a tax-
payer's tax liability, whereas tax deductions are subtracted from gross
income in determining taxable income before the tax is computed. The.
net result is that for each dollar of tax credit a taxpayer's tax liability
is reduced $1. On the other hand, IRA deductions reduce a taxpayer's
liability but only by the percentage of the deduction; the percentage is
dependent on the marginal tax bracket of the taxpayer-the higher
income people have a higher marginal tax bracket and thereby benefit
relatively more on their taxes than lower income people.

Without special incentives for low-income people, IRA's will in-
crease the proportion of the elderly with asset income and increase
the amount of that income, but they won't contribute much to elim-
inating poverty among the elderly.

Further debate will occur on whether the IRA and Keogh deductible
limits should be raised or even indexed to grow with the Consumer
Price Index. The contribution limits were held constant in 1975-81. If
the IRA limits were indexed the way contributions to corporate de-
fined contribution plans are indexed, IRA limits would have increased
by about 66 percent to nearly $2,500 a year. Undoubtedly, to the extent
the new program is successful in generating new retirement savings,
the higher participation will generate greater pressure on Congress
to revise the contribution limits upward in years ahead.

Others are warning that the IRA changes may have some side
effects on the U.S. private pension system. Some analysts foresee that
the IRA availability will encourage employees to leave company thrift
or savings plans and defined contribution plans. If lower paid people
drop out of the thrift plans in order to establish IRA's, the thrift plans
could potentially risk losing IRS tax-qualified status, because the IRS
rules were set up to discourage companies from setting up plans which
benefit only higher level employees.

Furthermore, IRA's may become more attractive than employee
plans because employees can control IRA investments personally, and
employees who change jobs frequently will also prefer to establish
their own account.

Others have voiced concern about the IRA impact on defined contri-
bution plans, which constitute three out of four pension plans. Be-
cause mandatory contributions by employees to these plans are not tax
deductible but employee contributions to IRA's are tax deductible, that
could encourage employees not to participate in defined contribution
plans. Experts are predicting that adjustments in the employee con-
tributions to defined contribution plans will be necessary if they are
to compete effectively with IRA's. We may see efforts by employers to
match one-half of the employee contributions to an IRA or to reduce
the employee contribution to the defined contribution plan and increase
the employer's matching contribution.



Future debate will also evaluate the advisability of making manda-
tory employee contributions to company plans tax deductible. This
was considered but not accepted during consideration of the Economic
Recovery Tax Act of 1981, largely because the revenue losses would
have been substantial and the net increase in savings was not estimated
to be as large. Nevertheless, this issue of tax deductible mandatory con-
tributions will still be considered. It has been proposed, for example,
in S. 1541, the Retirement Income Incentives and Administrative Sim-
plification Act of 1981, and recommended by experts who testified
on that bill before the Labor Subcommittee in November 1981, as well
as by other groups testifying on social security before the Joint Eco-
nomic Committee on September 22-23, 1981.

The new tax incentives for ESOP's are also expected to encourage
expansion of that savings vehicle. Supporters of the provision argue
that the number of ESOP plans-particularly the TRASOP plans-
could double by 1984, because the payroll-based tax credit will make
TRASOP's attractive for new sectors of the economy, and because
the increased deductions for principal payments on leveraged
ESOP's-and the unlimited deduction for interest payments-will
make those plans more attractive to employers. The effect of the latter
changes wil be to improve the quality of the plans and the size of
the stock ownership by employees, as well as to encourage new plans.

Others contend that the changed TRASOP tax credit will expand
the number of plans but won't really increase employee ownership
of the firm by much-or increase retirement savings by much-because
the limits on the tax credit between 1983 and 1987 are a cumulative
3.25 percent of total compensation-which isn't much savings.

Some issues about ESOP promotion still need to be resolved
particularly the delicate question of determining the market value
of the shares of closely held companies. Leveraged ESOP's have
drawn concern because of a 1980 General Accounting Office (GAO)
report 9 which looked at 16 ESOP's, 3 of which were public companies,and 13 of which were closely held concerns. The study found no
problems with the publicly held companies, but within the group
of closely held companies, GAO found indications of overvalued
stock, a lack of market in which to sell the shares, and insufficient
voting rights for plan members.

Still, the ESOP concept is viewed positively by Congress, and
the concept is often applauded by employees as a chance for a greater
share in their company's fortune and hailed by employers as an in-novative way of financing the company's expansion. If anything, onemight anticipate greater improvements in the ESOP legislation andcontinued popularity with employers and employees in the yearsahead. Nevertheless, because the value of the shares of company
stock varies so dramatically with the fortunes of the company, it cannever be expected that ESOP plans will provide the major portionof total retirement income, although they will undoubtedly play agrowing role in supplementing social security and other employeebenefits.

9 U.S. General Accounting Office, "Emrloyee Stock ownership Plans: Who Benefits MostIn Closely Held Companies," June 20, 1980.



By far the most important factors that could increase overall per-
sonal savings in the future are the broad reductions in individual
tax rates and the indexing of the tax system in 1985 to prevent in-
dividuals from falling into higher tax brackets. On this impact of
the tax changes, the jury is still out.

Because of the estimated changes in the population's age struc-
tureh, owever, analysis suggests therewillbe a gradual increase-in
personal savings over the next 40 to 50 years.1 0 As the baby boom
generation enters middle age in the 1980's, that demographic change
should tend to increase savings because middle-aged people tend to
save more. This positive demographic trend is projected to continue
through the first quarter of the 21st century, but as the baby boom
generation reaches advanced age toward the middle of the next cen-
tury, personal saving rates could decline because of the lower saving
rate of the large, over 65 group. Such forecasts, however, are based on
savings surveys that are 10 to 20 years old. There also have been sub-
stantial policy changes since those surveys were conducted-namely
the expansion of social security and private pensions of the elderly.

In conclusion, the data on savings are not satisfactory. Many ques-
tions remain unanswered. But based on what we do know, because of
the tax changes and the demographic changes, savings could well play
a larger role in supplying income to the elderly in the future, although
probably not for the low-income elderly.

10 Paul Wachtel, op. cit.



Part II

LOW-INCOME ASSISTANCE PROGRAMS
Despite the historical emphasis on providing a reliable source of

retirement income through social security, private pensions, and sav-
ings, public policy has long recognized the need for programs to
supplement the basic incomes of those who do not qualify for earnings-
related benefits or whose income from all sources is insufficient to main-
tain a minimum standard of living. Assistance programs have,
therefore, played a vital role in assuring a minimum level of income
to the poor and to low-income elderly.

Four basic categories of assistance programs play an especially im-
portant role in providing income support to the needy aged-supple-
mental security income (SSI), food stamps, low-income energy
assistance, and assisted housing. Congressional action in 1981 gen-
erally focused on reducing the overall size of these Federal income
assistance programs. SSI was the least affected by cuts since it was
only the subject of certain technical changes which were primarily
designed to improve the administration of the program; in comparison
to total expenditures, relatively small reductions were made. With re-
spect to food stamps, energy assistance, and housing assistance, more
far reaching program reductions were agreed to by the Congress. How-
ever, sensitivity to the special needs of the elderly reduced the severity
of the impact of these overall' budget cuts on them. In the aggregate,the relative size of the budget cuts affecting the elderly was far less
than those felt by other Americans utilizing these programs and those
realized elsewhere in the budget for nonentitlement domestic social
programs.

Although all of these programs are targeted to assist roughly the
same group of low-income families, including the almost 4 million
persons over 65 whose incomes fall below the poverty level, the par-
ticipation of the elderly poor is very uneven. Relatively little data exist
on the extent of overlap among these programs, although the figures
from the 1980 census reveal very poor participation and little overlap.

Of the most vulnerable population, those age 65 and over whose
family income is below the poverty level, more than half received no
benefits from any of six major assistance programs. Roughly 18 per-
cent participated in only one program; 13.1 percent participated in
two programs, 14.2 percent in three, and only 3.3 percent in four
programs.

(197)

89-509 0 - 82 - 14



NUMBER OF SELECTED INCOME-TESTED BENEFITSI RECEIVED BY THE AGED BY POVERTY STATUS:2 1980

Age 65 and over

Below poverty Less than 125 percent 125 percent of poverty
level of poverty level level and above

Number of selected income-
tested benefits Total Percent Total Percent Total Percent Total Percent

Total ------------------ 24, 685, 673 100.0 3,871,051 100.0 6,346,410 100.0 18, 339, 263 100.0

None .-------------- 20, 297, 324 82.2
1 ------------------ 2,304,366 9.3
2 ------------------ 1,131,603 4.6
3 7.-.- --------------- 95 864 3. 2
4 --------------------- 1 56,517 .6

1,991,698 51.5
691,552 17.9
508 652 13. 1
550 997 14.2
128,151 3.3

3,733, 336 58.8 16, 63, 900 90.3
1, 098, 044 17. 3 1, 206, 322 6.6

711,378 11.2 420,225 2.3
656, 191 10. 3 139, 673 . 8
147, 461 2.3 9,055 0

IIncome-tested benefits include: Federal SSI, medicaid, food stamps, public housing, public rent subsidy, and AFDC.
2 Census (Orshansky) poverty index.

Note,-Table prepared by CRS. Figures are based upon the resident noninstitutionalized civilian population, and the
noncivilian population who weie not living in military barracks. Figures are subject to sampling error. Cell counts greater
than 75,000 have approximately a 95 percent chance of being accurate within 20 percent. Cells with lower counts will
have less accuracy.

Source: March 1981 current population survey (CPS).

Clearly the challenge for public policy rests with the fact that these
programs miss fully half of the target population, while they may
offer substantial cumulative assistance to fewer than one out of five
low-income elderly with benefits from three or four programs.



Chapter 6

SUPPLEMENTAL SECURITY INCOME (SSil)

Three changes occurred in the supplemental security income (SSI)
program during 1981. Beginning February 28, 1981, as the result of
legislation (Public Law 96-611) signed into law by President Carter
in December 1980, a new "transfer of assets" rule took effect which
provides penalties for applicants for SSI and medicaid who transfer
an asset for less than fair market value.

The Omnibus Budget Reconciliation Act of 1981 contained two re-
visions to the SSI program. The first changed the accounting period
used for calculating benefits by basing benefits on actual income re-
ceived for the previous month (retrospective accounting) rather than
on anticipated income of the future quarter (prospective accounting).

The second change involved Federal funding for reimbursement
of rehabilitative services. The new rule permits Federal reimburse-
ment to State vocational rehabilitation agencies only for "rehabili-
tated" SSI recipients who succeed in performing substantial gainful
activity (now defined as earning $300 a month) for a continuous
period of 9 months.

Two national advisory groups, the President's Commission on
Pension Policy, and the National Commission on Social Security,
issued final reports concluding that present Federal SSI benefit levels
are too low and recommending changes to liberalize the program.

A. OVERVIEW

Enacted in 1972 as title XVI of the Social Security Act, the sup-
plemental security income (SSI) program is designed to provide a
floor of income for aged, blind, and disabled people who have little
or no income and resources.

The SSI program was implemented in 1974, and replaced three
separate State-operated programs which had provided aid to the aged,
blind, and disabled for almost 40 years with Federal financial assist-
ance.

By transferring recipients to the Federal rolls, establishing uniform
income limits and standardized eligibility rules, the Congress ex-
pected the new program to help eradicate the "welfare" stigma that
was associated with the previous programs.

The SSI program is administered by the Social Security Adminis-
tration and is funded from general tax revenues.

As of August 1981, 4 million people received federally administered
SSI payments-2.2 million disabled, 1.7 million aged, and 0.07 million
blind. Sixty-five percent of the recipients were women; 57 percent
were age 65 or over; and 16 percent were 80 or older.

(199)
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For the period July 1981 to June 1982, the maximum monthly SSI
benefit is $264.70 for a single individual, and $397 for a couple, com-
pared with $238 and $357 for the prior year. Benefit levels are in-
creased automstically each year to reflect the increase in the consumer
price index (CPI), if the CPI rises by 3 percent or more during a spec-
ified 1-year period. The method is the same one used to increase social

-seunrity benefits. The JTly 1981 increase amounted-to 1. perce-nt.
The law requires a one-third benefit reduction for those who live in

another person's household and who receive support and maintenance
from that person or persons.

States are encouraged to voluntarily supplement the Federal SSI
benefits to provide a higher level of assistance than the Federal pro-
gram provides. More than half of the States are currently supplement-
ing the Federal benefits by amounts ranging up to $174 a month for
aged individuals who live independently. States may choose either to
have the Federal Government pay both the Federal and State portion
in a single check to recipients, and then bill the State for its supple-
mentary payments, or to administer their own supplementary payment
program for State residents whether or not they receive Federal
payments.

As a condition of eliiibility for medicaid matching funds, States are
required to maintain their level of spending for State supplementary
payments when cost-of-living increases are added to the Federal bene-
fits. This rule prevents States from reducing the aggregate amount of
their supplementary payments when such increases are made and in-
sures that the cost-of-living increase will, in fact, be passed on to
recipients.

Table 1 enumerates the number of people receiving SSI benefits, and
the average monthly amount of State supplementation.

TABLE 1.-SUPPLEMENTAL SECURITY INCOME: NUMBER OF PERSONS RECEIVING FEDERALLY ADMINISTERED
PAYMENTS AND AVERAGE MONTHLY AMOUNT, BY REASON FOR ELIGIBILITY AND TYPE OF PAYMENT, AUGUST
1981

Type of payment Total Aged Blind Disabled

Number of persons

Total----------------------------4,042, 800 1,709,934 178, 196 22,254,670
Federal SSI payments3---------------------3,616,494 1,462,639 68,994 2,084,861

Federal SSI payments only--------------- 2,416,168 1,056,155 42, 208 1,317,805
Federal SSI and State Supplementation 1,200326 406, 484 26,786 767, 056

State supplementation - ------- ,626, 632 653, 779 35, 988 936, 865
State supplementation only-----------------426, 306 247, 295 9, 202 169, 809

Amount of payments (in thousands)

Total ----------------------------- $733, 037 $234, 265 $17, 830 $480, 942
Federal SSI payments----------------------- 577, 422 173, 085 12,963 391, 374
State supplementation----------------------- 155, 615 61, 181 4,867 89, 567

Average monthly amount

Total------------------------------ $181.32 $137.00 $228.02 $213.31
Federal SSI payments----------------------- 159.66 118.34 187.88 187.72
State supplementation----------------------- 95.67 93.58 135.24 95.60

1 Includes approximately 25,000 persons aged 65 and over.2 Includes approximately 394,000 Dersons aged 65 and over.
3 Includes persons with Federal SSI payments only, and Federal SSI and federally administered State supplementation

data partly estimated.
4 Includes persons with federally administered State supplementation only, and Federal SSI and feerally administered

State supplementation data partly estimated.
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The fiscal year 1981 budget for SSI benefits was $6.398 million;
States supplemented this amount with an additional $2,097 million.

Benefits under SSI are paid to individuals who are 65 or older,blind or disabled, meet certain income limitations and who do not have
assets of more than $1,500 for an individual or $2,250 for a couple.
The value of a person's home is not counted as a resource for SSIeligibility, but the Secretary of the Department of Health and Human
Services (HHS) is required to establish, through regulations, limitson the value of automobiles, household goods, and personal effects
which can be excluded from consideration.

The current limits set by regulation are $4,500 in market value foran automobile, and $2,000 in equity value for household goods andpersonal effects. The value of an automobile or household goods andpersonal effects in excess of those limits is counted toward the asset
limit for eligibility. Regulations also provide guidelines for determin-
ing the countable value of certain other assets, such as life insurance
policies.

B. ELDERLY PARTICIPATION

The SSI program is often perceived as dealing primarily with
needy older persons. This perception is a carryover from the former
State welfare programs which were predominantly composed of agedpersons, with smaller numbers of blind and disabled individuals
served. In fact, the proportion of disabled recipients had been grow-ing rapidly in the period preceding the implementation of the SSI
program. Contrary to the planning forecasts made by the Social Se-curity Administration, which anticipated the number of older recipi-
ents would outnumber the disabled by two to one, the growth of thedisabled category has continued while the number of older personshas declined (table 2). Since 1976, about 80 percent of SSI applica-
tions have been based on disability and blindness rather than age.

At the end of 1981, 66 percent of new SSI awards are for disabilityor blindness; 34 percent are for age.

TABLE 2.-SSI APPLICATIONS, BY CATEGORY, 1974-80

Percent Blind and PercentTotal Aged of total disabled of total

Calendar year:
1974---------------------------- 2,296,400 926,900 40 1,369,500 601975------------------------ 1,498,400 377, 400 25 1,121,000 751976------------------------- 1,258,100 254,400 20 1,003,700 801977------------------------- 1,293,400 258,500 20 1 039,900 801978----------------------------- 1,304,3 0 257,900 20 1,046,400 801979----------------------------- 1351,918 262,312 19 1 89,606 811980----------------------------- 1427,070 276, 403 19 1,150,667 81

Several reasons have been advanced to explain the relatively low
number of elderly applicants. One possibility is that the original pro-
jections overestimated the eligible elderly population and underesti-
mated the rising number of disabled people. Another theory holds
that some eligible people may still be unaware of the SSI program
despite extensive efforts to inform the public. In addition, numerous
studies have suggested that the stigma attached to public assistance
inhibits participation.



A recent study, "Analysis of Nonparticipation in the SSI Program,"
by John A. Menefee, Bea Edwards, and Sylvester J. Scheiber, pub-
lished in the June 1981 Social Security Bulletin, indicates that dread
of stigma associated with dependence on welfare does not seem to have
been eliminated by the switch from State-administered programs to
the Federal SSI program. The report also suggests that substantial
numnbers of peple who woulqaliy fu Vonly sma paymntS
or who are living with relatives are unwilling to accept SSI payments
under what they perceive as a welfare program. In these casers, the
benefits offered are not sufficient to compensate for the effort, expense
or stigma of participation.

C. CONGRESSIONAL ACTION

1. NEW TRANSFER OF ASSETS RULE (PUBLIC LAW 96-611)

On December 28, 1980, President Carter signed into law H.R. 8406
(Public Law 96-611), which contained a new "transfer of assets" rule
providing penalties for applicants for SSI and medicaid who transfer
an asset for less than fair market value.

The new law amends section 1613(c) of the Social Security Act by
requiring the Social Security Administration to consider as available
any asset of an applicant for SSI which has been transferred for less
than fair market value in the months prior to application, unless the
applicant can present convincing evidence that the asset was disposed
of for reasons other than to obtain eligibility for SSI. In other words,
the burden of proof is on the applicant. The provision does not apply
to assets which are excluded under the SSI statute (such as the home)
and other Federal statutes. The rules apply to all persons who filed
SSI applications after February 28, 1981.

2. OmNIBus BUDGET RECONCILIATION AcT OF 1981

In passing the Omnibus Budget Reconciliation Act of 1981, Con-
gress accepted a budget-cutting recommendation of the Reagan ad-
ministration to change the accounting period used for calculating SSI
benefits. The change is to base SSI benefits, in general, on actual income
received and other relevant circumstances of the previous month
(retrospective accounting) rather than on anticipated income of the
future quarter (prospective accounting). An exception was made for
the month of application, when both eligibility and benefit amounts
would continue to be determined on a prospective basis. The Congres-
sional Budget Office originally estimated that the new rule will reduce
Federal SSI benefit outlays by $30 million in fiscal year 1982, and by
$60 million annually in fiscal year 1983 through fiscal year 1986. How-
ever, because of a technical flaw, the new law does not provide for
proper coordination of title II (OASDI) and title XVI (SSI) cost-
of-living increases, and the administration is now estimating that the
change as written will result in increased costs rather than in savings.

Congress rejected a recommendation of the Reagan administration
that might have reduced SSI benefits in the 31 jurisdictions (30 States
and the District of Columbia) that now supplement the basic Federal



SSI benefit with their own funds. The proposal, which was included
in the administration's Social Welfare Amendments of 1981 (H.R.
3468 and S. 1293) would have repealed the law requiring States to
maintain their aggregate spending on SSI supplements in order to be
eligible for medicaid matching funds. This change would have allowed
States to reduce the amount of their supplementary payments when
Federal cost-of-living increases are added to payments. This, in effect,
would have permitted States to maintain total benefit payments at the
same level, negating the cost-of-living increase. Since this proposal
was rejected, the present rule requiring States to maintain their level
of supplementary payments remains in effect.

The Omnibus Budget Reconciliation Act restricts Federal funding
for reimbursement of rehabilitative services furnished by State vo-
cational rehabilitation agencies to SSI recipients. The new rule permits
Federal reimbursement only for "rehabilitated" SSI recipients who
succeed in performing substantial gainful activity (now defined as
earning $300 a month) for a continuous period of 9 months. The Con-
gressional Budget Office estimates that the new rule will cut Federal
outlays by $20 million in fiscal year 1982, $18 million in fiscal year
1983, and $15 million in fiscal year 1984. The Reagan administration
had recommended outright repeal of reimbursement at an estimated
annual saving of $20 million.

D. ADVISORY COMMISSION RECOMMENDATIONS

During 1981, two national advisory groups, the President's Commis-
sion on Pension Policy and the National Commission on Social Se-
curity, issued final reports concluding that present Federal SSI
benefit levels are too low and eligibility criteria too restrictive. The
following recommendations to liberalize the SSI program were
included in the reports.

1. INCREASE BENEFIT LEVELS

The President's Commission on Pension Policy recommended that
Federal SSI benefits be set at the poverty level to insure a minimal,
adequate retirement income. Federal benefit levels currently fall short
of the official poverty line. The annual maximum benefit level (unsup-
plemented) for an individual for 1981 was $3,012 while the poverty
line was $4,360. However, the addition of SSI State supplements and
in-kind income such as food stamps raises the combined benefit levels
above the poverty level in several States.

The President's Commission indicated that, although in-kind bene-
fits such as medicare, medicaid, food stamps, and housing assistance
play a significant role in contributing to the economic well-being of the
elderly poor, the significance of these benefits should not be overstated.
Even if all in-kind benefits are considered, the President's Commission
estimated that 58 percent of single older people did not have sufficient
cash and in-kind benefits in 1978 to achieve the standard of living im-
plied by the moderate income levels of the Bureau of Labor Standards'
intermediate budget.

The National Commission on Social Security recommended that
Federal SSI payment levels be increased by 25 percent, which would
bring cash benefits close to the poverty level. The increase in cost would
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be partially offset by savings from eliminating food stamps for SSI
recipients. A 25-percent increase would add about 700,000 new re-
cipients and would increase costs as follows: 1982, $3,085 million;
1983, $4,010 million; 1984, $4,310 million; 1985, $4,660 million; and
1986, $5,100 million.

2. REMOVE ASSET TEST

The limitation on assets, which is currently $1,500 for an individual
and $2,250 for a couple, was put into law and regulations to insure
benefits would not be paid to people who are not in need. Yet, ex-
perience with the administration of the SSI program has indicated
that very few people with incomes low enough to qualify for SSI pay-
ments have assets of any significant value.

The National Commission on Social Security concluded that the
asset test denies benefits to some people who geniinely have inadequate
incomes and "need" benefits. In recommending the elimination of the
asset test, the President's Commission on Pension Policv said the test
requires an administrative bureaucracy and unnecessary intrusion into
the lives of potential recipients.

Removing the assets test would add approximately 285,000 new
recipients to the SSI rolls by the end of 1983. The National Commis-
sion estimated future costs as follows: 1982, $85 million; 1983, $265
million; 1984, $355 million; 1985, $380 million; and 1986, $390 million.

3. INCREASE UNEARNED) INCOME DIsREGARDs

Under the law, SSI recipients are allowed to disregard up to $20
per month in unearned income and still receive full SSI benefits. The
most common form of unearned income is the receipt of social security
benefits. About 50 percent of all SSI recipients and 70 percent of aged
recipients receive such benefits. Table 3 indicates the number of per-
sons receiving unearned income and the average monthly amount of
such income.

TABLE 3.-SUPPLEMENTAL SECURITY INCOME: NUMBER OF SSI RECIPIENTS RECEIVING UNEARNED INCOME
AND AVERAGE MONTHLY UNEARNED INCOME, BY REASON FOR ELIGIBILITY AND TYPE OF INCOME, DECEM-
BER 1980

Reason for eligibility

Type of income Total Aged Blind Disabled

Total number ------------------------ 4,142,017 1,807, 776 78,401 2,255,840

Number

Social security benefits.---------------------2,110,560 1,268,276 29, 673 812,611
Other unearned income.----------------------455,905 231,824 8,888 215,193
Earned income.----------------------------134,352 35,076 5,627 93,649

Percent with income

Social security benefits..---------------------- 51.1 70.2 37.8 36.0
Other unearned income-.---------------------- 11.0 12.8 11.3 9.5
Earned income------------------------------3.2 1.9 7.2 4.2

Average monthly income

Social security benefits---------------------- $196.94 $198.56 $208.43 $194.00
Other unearned income.----------------------74.35 65.44 75.84 83.88
Earned income1I- - - - - - - - - - - - - - - - - - - - - - - - - - - -  106.95 92.30 386.57 95.64

1Revised.
Source: Social Security Bulletin, September 1981, Vol.144, No. 9.
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4. INCREASE EARNED INCOME DISREGARDS

Currently, earned income up to $65 per month, plus one-half of any
remaining earnings, can be disregarded in determining SSI payments
and eligibility. This earned income disregard has not been updated
since the program began in 1974.

The National Commission recommended raising the earned income
disregard beginning in 1982 to account for wage increases since 1980,
and indexing the revised amount to reflect changes in the Consumer
Price Index. The Commission estimated the future costs as follows:
1982, $2 million; 1983, $4 million; 1984, $6 million; 1985, $7 million;
and 1986, $8 million.

5. BENEFIT REDUCTION WHEN LiviNG IN ANOTHER'S HOUSEHOLD
Under current law, the SSI payment is reduced by one-third for

any person living in the household of another and receiving in-kind
support and maintenance from that person. This reduction was in-
tended to reflect the value of the room and board received by the
recipient. In December 1980, about 6 percent of all SSI recipients lived
in another person's household (table 4).

TABLE 4.-SUPPLEMENTAL SECURITY INCOME: NUMBER AND PERCENTAGE DISTRIBUTION OF SSI RECIPIENTS BY
REASON FOR ELIGIBILITY AND LIVING ARRANGEMENTS, DECEMBER 1980

Living arrangements Total Aged Blind Disabled

Total number ----------------------- 4,142,017 1,807,776 78,401 2,255,840
Total percent ------------------------- 100.0 100.0 100.0 160

Own household ----------------------------- 88.3 90.0 89.2 86.8Another's household ----------------- 6. 2 5.2 6.6 7. 0Institutional care coveredby medionid 5.4 4.8 4.2 6.0

The National Com imission concluded that the one-third reduction in
the SSI payment discourages people from taking a relative into their
home and can result in aged parents being placed in institutions at ahigher cost paid by medicaid. The Commission recommended that theone-third reduction be eliminated and estimated future costs for thischange to be as follows: 1982, $480 million; 1983, $550 million; 1984,$620 million; 1985, $665 million; and 1986, $705 million.



Chapter 7

FOOD STAMPS

The food stamp program was created in 1964 to increase the food
purchasing power of low-income households. Since its inception, the
program has been of enormous benefit in meeting the basic daily living
needs of low-income Americans. At the beginning of 1981, it was esti-
mated that, due to increased participation, the cost of the food stamp
program in 1982 would grow to approximately $12.3 billion. During
1981, Congress enacted several legislative changes designed to reduce
fiscal year 1982 food stamp program expenditures to $11.3 billion.
While the elderly were exempted from a major provision of the legis-
lation that tightened the program's income eligibility requirements,
other provisions that effectively freeze food stamp benefit levels will
erode purchasing power for older recipients in 1982 and future years.

Because food stamp expenditures are so closely tied to economic con-
ditions, they may still exceed the fiscal year 1982 spending cap estab-
lished by the Congress. Thus, it is possible that further program reduc-
tions will be proposed by the administration and the Congress in 1982.

A. ELDERLY PARTICIPATION

Several legislative changes have been made to the food stamp pro-
gram over the last few years. The major change affecting the elderly
has been the elimination of the purchase requirement (EPR) in the
Food Stamp Act of 1977. Prior to implementation of this act, most
households were required to pay cash for their stamps. The value of the
stamps they received was greater than the purchase price and the
benefit of the program was derived from that difference.

Many eligible households were unable to take advantage of the
program because they had difficulty acquiring and accumulating the
cash required to obtain stamps. In addition, some households were
reluctant to exchange their scarce cash resources for "coupons." Fed-
eral studies conducted in 1977 indicated that only about 40 percent of
all eligible older persons participated in the program. Since elimina-
tion of the purchase requirement, program participation among the
aged has steadily grown. The Department of Agriculture announced in
early 1981 that participation by households headed by the elderly in-
creased by 32 percent from February 1978 to April 1979. Midyear de-
partmental data suggested that participation by persons 65 and over
had increased by a total of 42 percent.

At the close of 1981, the participation rate among eligible older
citizens was believed to be in excess of 50 percent, or 2.3 million
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people. This figure represents approximately 10 percent of the esti-
mated 22.5 million Americans who received food stamp benefits dur-
ing that year. There is no evidence to suggest that participants since
the elimination of the purchase requirement have markedly lower or
higher incomes, on the average, than those who participated prior to
that action.

B. CONGRESSIONAL ACTION

Food stamp program eligibility and benefit amounts are federally
established. Income eligibility standards vary according to the type of
household income (earned versus unearned) and whether a household
has special expenses for shelter, dependent care, and/or medical care.
Each participating household's monthly food stamp allotment is de-
termined by reducing the maximum monthly allotment to which it
would be entitled if it had no countable income by 30 percent of any
countable income. Maximum monthly allotments are calculated based
on the Department of Agriculture's "thrifty food plan" estimates of
the cost of a nutritionally adequate diet. These estimates are adjusted
to household size and periodically adjusted for food price changes.

In addition to using their food stamps in grocery markets, senior
citizens may use them to purchase meals in congregate eating facilities.
Food stamps can buy meals served in senior citizens centers, senior
citizen occupied apartment buildings, public or private nonprofit
schools, and any other public or private nonprofit establishment that
feeds older Americans. The elderly may also use food stamps to buy
prepared meals delivered to their homes by meals-on-wheels and simi-
lar organizations.

Despite past congressional efforts in 1977 and 1980 to reduce the
cost of the food program by restricting eligibility requirements,
spending has increased. Most of the increase can be attributed to
economic conditions and the increase in participation resulting from
the 1977 elimination of the purchase requirement. In early 1981 it was
estimated that the program would cost the Federal Government $12.3
billion in fiscal year 1982, 8 percent more than the $11.5 billion appro-
priated for fiscal year 1981.

President Reagan's fiscal year 1982 budget assumed that Congress
would approve, in 1981, several legislative changes in the program to
lower food stamp expenditures by $1.5 billion in fiscal year 1982, and
larger amounts in later years. Three of these proposals, totaling $400
million in savings, would have had significant effects on the elderly.

First, the Reagan proposals would have established an absolute gross
income eligibility limit at 130 percent of poverty, with no allowance
for special and necessary expenses such as medical costs. The new
lower limit would have been $467 and $616 per month, for singles and
couples respectively. As previously discussed, present rules for income
eligibility vary according to type of income and special needed ex-
penses. In effect, these rules can permit those with gross incomes as high
as 200 percent of the official Federal "poverty levels" to receive food
stamp benefits. Current statistics indicate, however, that 94.7 percent
of all food stamp benefits are received by households with gross incomes
at or below the poverty standard.
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FOOD STAMP PROGRAM
TOTAL ANNUAL BENEFIT PAYMENTS

1971 -1981

- .000-

o .000-

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981
YEAR

Source: Congressional Research Service

BENEFITS TO HOUSEHOLDS IN RELATION TO POVERTY STANDARDS: AUGUST 1980

Benefits
Percentage of

all partici- Cumulative
pating house- Percentage of percentage of

holds benefits benefits

Gross income as a percentage of the poverty leveLs:
10orless. . ..------------------------------------------- 8.7 12.7 12.7
11 to 20 . .--------------------------------------------- 1.5 3.2 15.9
21 to 30 ..-------------------------------------------- 3.7 6.6 22.5
31 to 40 . ...-------------------------------------------- 4.4 6.1 28.6
41 to 50 . . ..-------------------------------------------- 5.9 8.9 37.5
51 to 60. . ..-------------------------------------------- 12.4 16.3 53.9
61 to 70 -------------------------------------------- 11.8 13.3 67.1
71 to 80. . ..-------------------------------------------- 18.6 15.2 82.3
81 to 90 .. ..-------------------------------------------- 13.7 8.6 90.8
91 to 100 ...-------------------------------------------- 6.9 3.8 94.7
101 to 110 . ..------------------------------------------- 4.5 2.5 97.2
111 to 120. ..------------------------------------------- 3.4 1.5 98.7
121 to 130. ..------------------------------------------- 1.9 .8 99.5
131 to 140. ..------------------------------------------- 1.0 .3 99.8
141 to 150 -------------------------------------------- .5 . 1 99. 9
151 or more.------------------------------------------- .5 .1 100.0
Unknown.-------------------------------------------- .9 ............--...............

Source: Department of Agriculture, Food, and Nutrition Service, August 1910, food stamp quality control survey sample

Second, the Reagan proposals would have permanently frozen the
$85-per-month "standard deduction." This deduction determines the
basic amount of income that is disregarded in calculating food stamp
benefits and historically has been indexed annually for inflation.

Finally, the Reagan proposals would have repealed a provision of
law, scheduled to take effect in 1982, that would have increased benefits
to elderly recipients with medical expenses by allowing these recipients
to have an additional $10 per month in medical expenses disregarded
when benefits are calculated. The provision would have permitted all
medical expenses above $25, rather than $35, to be disregarded.

COST ($ CUR T)

COST (S 1971) _I

------------------

............



The Omnibus Budget Reconciliation Act of 1981 adopted the three
Reagan administration proposals affecting the elderly but with some
significant changes. Households containing elderly (age 60 or over)
or disabled members are exempted from the new, lower income eligi-
bility limits and will continue to have their eligibility judged by exist-
ing rules. This exemption was achieved through adoption of an
amendment on the Senate floor that was subsequently agreed to by
Senate and House conferees. In a statement supporting this amend-
ment, Senator Heinz emphasized the inherent inequity of using a gross
rather than net income measure to determine program eligibility for
the elderly population because of their high medical or shelter expenses,
or both. He stated that while such a change in the law might seem
insignificant, it would not be insignificant to those that would "lose
their needed benefits and have no other possible source of income to
compensate for this loss."

Under the Reconciliation Act, the $85 per month "standard deduc-
tion" will be frozen through June 1983. After this time, inflation
adjustments will be made in July 1983, October 1984, and in October of
each year thereafter. President Reagan's proposal to repeal increased
benefits to elderly recipients with medical expenses was adopted with-
out change, thus limiting the medical deduction to expenses in excess
of $35.

This year's legislation also added one important new cost-saving
revision that will affect the elderly along with other recipients. Bene-
fit levels, now adjusted annually each January to reflect food-price
inflation, will be adjusted on a delayed schedule. The adjustment due
in January 1982, will be delayed until October 1982, with future ad-
justments made in October 1983, and in October of each year there-
after. Adjusting benefit levels in October 1982, will create a problem
for elderly households who also receive social security and supple-
mental security income (SSI) benefits. On July 1, 1982, these house-
holds will receive their social security and/or SSI cost-of-living ad-
justment. That increase will then be counted against their food stamp
benefits, resulting in a reduction in these benefits equal to 30 to 45 per-
cent of the increase they have just received. However, when the food
stamp cost-of-living adjustment is made 3 months later, these benefits
will be partially or totally restored. During congressional discussions
regarding recipient confusion and the administrative difficulties that
would result from postponing cost-of-living increases in October itwas agreed that the Agriculture Committees of the Senate and the
House would review the timing of benefit increases and attempt to
remedy this situation prior to July 1982. One solution recommended
by Senator Heinz and Senator Chiles would not allow social security
and SSI cost-of-living increases to be counted against food stamp
benefits until October 1, 1982. The synchronization of these benefit
increases would reduce by $25 million the $900 million in total fiscal
year 1982 cost savings from the cost-of -livinfy delay.

Total food stamp savings to be achieved by the provisions of the
Omnibus Reconciliation Act and other legislative measures total $2.4billion for fiscal year 1982. Approximately $150 to $250 million in
savings is expected to result from provisions affecting elderly recip-
ients. The largest proportion of the savings affecting older persons



is anticipated to accrue from the delay in inflation indexing of benefit
levels and the "standard deduction" which will decrease their food
stamp purchasing power.

The Food Stamp Act of 1977 continues a demonstration project
cashing out food stamp benefits for SSI recipients and the elderly.
("Cash-out" means issuing cash or checks instead of food stamps to
lible households.) Therae cunly "cas-ou" progrns under-

way in seven States. The objective of this demonstration effort is to
increase the low participation of the elderly by removing perceived
participation barriers such as difficult application procedures, lack of
transportation, and the "welfare stigma" associated with receiving
food stamps. The Department of Agriculture is currently evaluating
the effects of cashing out food stamp benefits on participation, ad-
ministration, and the nutritional status of the elderly. Although the
Department has not yet completed its study, preliminary testimony re-
ceived by the Senate Special Committee on Aging, during its hearings
on the impact of the budget on the elderly, suggests that this approach
is cost effective and does not adversely impact on the nutritional status
of older Americans. The 1981 food stamp legislation extends the De-
partment's demonstration authority through September 30, 1985. As
a result, additional States are expected to participate in the cash-out
project.

All Americans who meet the eligibility criteria for participation in
the food stamp program are entitled to receive benefits. Because of the
"entitlement" nature of the program, Congress must appropriate suf-
ficient funds to meet the cost of providing benefits for all those who are
eligible and apply for benefits. As discussed earlier, the rapid growth
of the food stamp program has been of major concern to the Congress
over the last few years. In addition to reducing the size of the eligible
population in the Food Stamp Act of 1977, the law directed that an
annual ceiling be placed on appropriations through fiscal year 1981.
The annual ceilings were set according to estimates made during 1977
using assumptions regarding growth in the economy and income, food
price inflation, and unemployment. To assure that the ceiling was not
exceeded, the Secretary of Agriculture was given the authority to
reduce benefits to stay within the cap if it appeared that program costs
would exceed the spending ceiling.

The assumptions used to project program costs through fiscal year
1981 proved to be far too optimistic. By fiscal year 1979, Congress was
forced to raise the cap to prevent substantial benefit reductions. With-
out such action, the Congressional Budget Office estimated that food
stamp benefits in the summer and fall of 1979 would have had to be
reduced by 30 percent or more. A similar dilemma faced the Congress
in fiscal years 1980 and 1981 as economic conditions worsened. Increases
in unemployment, declines in real income among participants, and
rising utility costs as a percentage of household spending have all
contributed to the increase in program costs despite major changes in
the 1977 Food Stamp Act that resulted in a loss of substantial benefits
and eligibility for at least 25 percent of program recipients.

In May 1981, Congress appropriated an additional $1.7 billion for
the food stamp program, increasing the level of spending from $9.7
to $11.5 billion. Authorizing legislation passed in 1981 established an
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appropriations ceiling of $11.3 billion for fiscal year 1982, but post-
poned consideration of ceilings for future fiscal years until 1982. In
a Senate and House conference on authorizing amendments to the
Food Stamp Act, the conferees agreed that even the $11.3 billion cap
"may prove inadequate to allow full funding of benefits." In that event
the conferees stated that they would not want the Secretary to take
any action to reduce benefits "until 60 days have elapsed after the date
the Secretary announces any intention to reduce benefits." The 60-day
period would give Congress the time to consider legislation to amend
the authorization ceiling and provide the necessary supplemental
appropriations using cost estimates based on more timely economic
assumptions. Consistent with food stamp program's authorizing lan-
guage, the Congress appropriated $10.3 billion for fiscal year 1982
funding of the food stamp program.



Chapter 8

HOUSING

OVERVIEW

As the number of older persons as a percentage of the Nation's
total population has increased, the number of households headed by
the elderly has also risen. Over one-fifth of all U.S. households-
some 16 million-are headed by persons 65 or older today. Since one-
third of all U.S. households are now headed by a person 55 or older,
this growth trend is expected to continue in the future.

The cost of housing is a primary concern of older Americans be-
cause they pay a far larger proportion of their incomes for rent than
other Americans. For example, the most current statistics indicate
that the median rent of an elderly woman living alone consumes 48
percent of her income. This is not a new problem for the elderly. In
chapter 1, statistics are presented which clearly demonstrate the
ongoing problems faced by elderly renters and homeowners.

Over the years, Congress has focused primarily on the needs of
low-income renters. The existing housing portion of the section 8
program provides rental assistance to households occupying existing
dwellings. The public housing program and the new construction/sub-
stantial rehabilitation portion of the section 8 program were developed
to increase the supply of affordable housing for low-income individ-
uals eligible for Federal rental assistance. At the present time, almost
50 percent of the 1.9 million units constructed through these programs
are occupied by older Americans.

The section 202 direct loan program for the construction of specially
designed low-income housing for the elderly and handicapped, enacted
in 1974, has produced another 79,000 new units that are occupied by
aged persons. In addition, 1978 legislation authorized the Department
of Housing and Urban Development (HUD) to award grants to pub-
lic housing authorities and section 202 sponsors to provide meals and
supportive services to partially impaired elderly and handicapped per-
sons, allowing them to remain in their own dwellings and out of
expensive institutions. Over 2,200 elderly are now being served by the
congregate housing services program. The demand for this and simi-
larly designed programs that coordinate housing and supportive health
care and housekeeping services can be expected to grow. However, no
statistics are available indicating the projected level of future demand.

Neither the section 8 nor the section 202 program was designed to
provide any form of direct subsidy to project sponsors in meeting their
costs of construction and financing. Both were structured to stimulate
construction by guaranteeing that low-income occupants would be sub-
sidized thereby assuring occupancy of the developed units. By mid-
1981,. it was evident that high interest rates in both the public and
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private financing markets threatened to halt section 8 and section 202
assisted housing production programs unless some sort of development
subsidy was made available. By the end of the year limited assistance
had been provided to section 8 sponsors and a viable solution to the
section 202 problem was awaiting approval.

During 1981, the Congress greatly reduced the amount of new fund-
ing to construct section 8 and public housing units in fiscal year 1R81
and fiscal year 1982. By comparison, the section 202 program received
a small reduction. Other changes were made in the law limiting eligi-
bility for rental assistance and increasing the amount some individuals
will be required to pay for rent. Despite the supportive efforts of the

SUMMARY OF HUD HOUSING UNITS FOR THE ELDERLY
[All figures represent number of projects/units currently insured by FHA unless otherwise noted]

Cumulative
Approximate Percent figuresSection No.: Program: Status Projects Units Value elder units of elders through-

CONSTRUCTION PROJECTS

Title II: Low-income public
housing: Active.

202: Direct loans for housing
for elderly and handicapped:

Inactive 2........
ActiveS3- - - - - - - - -

231: Mortgage insurance for
housing for elderly: Active.

221(dX3): Multifamily rental:
Active.

221(dX4): Housing for low- and
moderate-income families:
Active.

235: Home ownership assist-
ance for low- and moderate-
income families:

Inactive'............. _...
Active- - - - - - - - -

207: Multifamily rental housing:
Active.

236: Rental and co-op assist-
ance for low- and moderate-
income families: Inactive.

202/236: 202/236 conversions:
Inactive.

232: Nursing home and inter-
mediate care facilities:
Active.

NONCONSTRUCTION
PROGRAMS

84: Low-income rental assist-
ance:

Existing: 4 Active.-- ..-----
New construction:40

Active.
Substantial rehabilita-

tion: 4 Active.
312: Rehabilitation loans:

Active;.
23: Low rent leased housing:

Inactive.2

10,750 1, 200, 000 (0) 1552, 000 46 Sept. 30, 1979.

+330 45, 275 574, 580, 000 45, 275 100
1,006 90, 323 4,130,154,957 79, 185 89

495 66, 285 1,158,117,347 66, 285 100

3,532 355, 101 5,718, 508, 463 21, 918 7
5, 239 582, 313 13, 908, 371, 752 75, 745 13

7472, 059 473,032 8, 456, 660, 790
78, 034 78, 134 2. 768, 814, 179

2,633 275, 588 3, 944, 141, 865
4, 056 435, 231 7,492, 815, 583

1977.
June 30, 1981.

Do.

Do.

Do.

(1) (0) Program revised.
---- ---- --- ---- --- June 30, 1981.3, 380 1.2 Do.

55, 784 13 Do.

181 S 28, 059 480, 098, 460 8 28, 059
1, 300 147, 336 1,676, 509, 129 147, 336

10, 990
8,225

1,654

86,004

(0)

916, 704
524, 586

117, 904

(0)

163, 267

(0) 265, 492
) 283, 741

(0) 41,394

(0) 6,243

(0) 54,000+

35 Do.

7.25 Sept 30, 1980.

35 Approximately
December
1975.

IData do not indicate how many of these units are designed specifically for the elderly.2 Figures for original program reported through program revision.
3 Figures for revised sec. 202/8 represent cumulative project reservations through June 30, 1981.4 Figures represent cumulative fund reservations through reporting date.o Figures do not include sec. 8 commitments attached to sec. 202/8 fund reservations.
5 Figures represent loan commitments only.
7 Figures represent number of mortgages.

Beds.
o Not available.
Source: Department of Housing and Urban Development.

89-509 0 - 82 - 15
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Senate Special Committee on Aging, funding of the congregate hous-
ing services program was eliminated for fiscal year 1981 and fiscal year
1982.

The increasing costs of assisted housing programs due to the double
subsidy to both renters and developers resulted in increased attention
by the Congress, the administration, and others, on alternative, less
expensivo ways to meetthelhousg needs-of low-income persons in

general and older persons in particular. Creation of a Federal voucher-
ing system, housing block grants, and shared housing were alternatives
that were seriously discussed. The difficulties faced by "asset-rich"
but "income-poor" elderly homeowners received special attention as
two home equity conversion plans were launched in late 1981.

A. FEDERALLY ASSISTED HOUSING PROGRAMS

1. SECTION 8

The section 8 program is currently the largest of the Federal pro-
grams providing subsidized housing to households with incomes too
low to obtain decent housing in the private market. Under the pro-
gram, HUD enters into assistance contracts with owners of eaisting
housing or developers of new or substantially rehabilitated housing for
a specified number of units to be leased by households meeting Federal
eligibility standards. Payments made to owners and developers under
assistance contracts are used to make up the difference between what
the rental household can afford to pay for rent and what HUD has
determined to be the "fair market rent" for the dwelling. At the end
of June 1981, it was estimated by HUD that approximately 597,000,
or 37 percent, of the more than 1.5 million total section 8 units were
occupied by older persons. Over 283,000, or 54 percent, of the newly
constructed units were occupied by the elderly.

The section 8 program is not structured to provide any form of di-
rect subsidy to project sponsors in meeting their development costs.
Each project must meet a "feasibility test" of its ability to support all
development (construction and financing) and future operating costs
within the range of fair market rent levels established by HUD. How-
ever, fair market rent values do not adequately reflect the impact of
soaring interest rates on development costs. As private lending rates
have risen over the last few years several Federal responses have been
formulated to assure construction of section 8 projects. These include
encouraging the financing of projects with tax-exempt bond issuances
and permitting, by annual regulation, the application of a "financing
adjustment factor" (FAF) that increases fair market rents to reflect
the higher costs of borrowing. These two responses result in tax or in-
terest subsidies, respectively, to the project sponsors thereby increasing
the cost of the program beyond the cost of the rent subsidy to low-
income persons.

By mid-1981 it was evident that high interest rates in both the public
and private financing markets threatened to halt the section 8 assisted
housing production program unless a regulation permitting applica-
tion of a FAF could be adopted. In June, Senator Heinz, Senator
Chiles, and other members of the Senate Special Committee on Aging
sent a letter to OMB Director David Stockman urging him to support
a section 8 FAF regulation that HUD had submitted to OMB for ap-
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proval. Secretary Pierce announced in August that the administration
would go forward with a financing adjustment factor regulation ap-
plicable only to those section 8 projects commencing construction prior
to June 1, 1982. Other aspects of the regulation: (1) Limited the FAF
to tax-exempt bond financed projects; (2) provided that adjustments
to the section 8 fair market rents be held to financing rates of up to
12 percent; (3) required the project developer to contribute an addi-
tional 1 percent to his equity share of the project's costs for each 1 per-
cent increase in the interest rate that is reflected in the adjusted fair
market rent; and (4) granted the Government's right to require that
FAF projects be refinanced in the future with some or all of the added
cost per unit to the Federal Government as a result of the FAF re-
captured. It has been estimated that approximately 40,000 of the units
reserved with 1981 and previous year's appropriations could commence
construction under the terms of the FAF.

Prior to fiscal year 1982, assisted families were required to contribute
not less than 15 percent and not more than 25 percent of their net in-
comes toward rent. However, the Omnibus Budget Reconciliation Act
of 1981 increased the tenant share from not more than 25 percent to
not more than 30 percent of net income. For those renters already liv-
ing in section 8 units, the adjustment will be made over a 5-year period
and rent increases over 10 percent per year will not be permitted. Only
new tenants will be subject to the full effect of the change. The act
also reduced the income eligibility limit to 50 percent of the median
income in the local area from the current limit of 80 percent. It was
assumed that this provision will better target low-income housing pro-
grams to those who most need assistance. This change will only apply
to new tenants and will not affect the continued eligibility of tenants
with incomes above 50 percent of median income. HUD regulations
implementing these changes in the law have not yet been finalized.

While the existing housing component of the section 8 program has
generally been alluded to as a successful form of assistance, the pro-
duction component of the program, which was designed to stimulate
rather than subsidize private sector construction and substantial re--
habilitation of housing for low-income people, has been increasingly
viewed as unsuccessful. The concern about the advisability of continu-
ing the program in future years extends beyond the current market
conditions which have resulted in the application of a FAF to many
secion 8 projects. Major objections to the program voiced by a number
of Members of Congress and the administration in 1981 include:

(1) The basic structure of the section 8 program which requires a
long-term obligation of assistance by the Federal Government in spon-
soring a project. Technically, the assistance under the program is
directed to low-income households. However, the subsidy is structur-
ally tied to the unit rather than the tenants. Under the program, con-
tracts are signed with the private developer assuring that assistance
payments will be made for a specified number of units for a fixed
period of up to 40 years assuring their occupancy by low-income
tenants over that fixed period. Thus, assistance commitments made by
the Federal Government each year require Federal expenditures for
exceptionally long periods of time.
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(2) The level of rent that is required as a result of constructing an
assisted housing unit is usually higher than the amount needed to
support a tenant in a unit of existing housing stock.

(3) The amount of unit subsidy agreed to in the section 8 assistance
contracts understates the actual spending needs of the projects in
future years. At present the total amount of assistance is calculated by
multiplyingthe length -of commitment- by the maximum starting-rent
subsidy levels. There is an assumption implicit in the procedure that
tenant contributions in the early years of the subsidy commitment and
subsequent increases in tenant contributions will be sufficient to cover
needed rent increases over the life of the assistance agreement. This
method of calculation does not anticipate upward changes in rents or
changes in tenant incomes and the share of that income that would
be paid toward rent. As a result additional Federal dollars may need
to be provided to support projects constructed under the section 8
program.

(4) The various forms of low-cost financing that have been used to
keep section 8 production going. Contrary to the original intent of
the program, these mechanisms are, in effect, subsidies to the develop-
ers. This year's FAF is an example of one such subsidy. The Govern-
ment National Mortgage Association (GNMA) Tandem program is
another example. By purchasing, holding, and subsequently selling
mortgages made available to developers of section 8 projects in the
private market, GNMA offers loans at below-market interest rates.
Projects financed by tax-exempt bonds may also be regarded as sub-
sidized since the tax-exempt status of the bonds results in a loss of
revenue to the Federal Government.

2. SECTION 202

The section 202 program is the primary Federal financing vehicle
for constructing housing for older persons that will enable them to
remain self-sufficient and independent in our society. Under the pro-
gram, the Federal Government makes a direct loan to private, non-
profit project sponsors to use in developing section 8 housing that is
specifically designed to the needs of the low-income elderly and handi-
capped. Since the program's authorization in 1974, over 79,000 units
for the elderly have been constructed.

Like other section 8 projects, section 202 projects must meet the fair
market rent feasibility test. As the cost of direct loan borrowing rises,
total development costs rise, making it harder to meet this test. The
interest rate on the direct loan is tied to the Treasury borrowing rate
which until 1981 was below 9 percent. In early fiscal 1981 that rate rose
to 91/4 percent with HUD indicating that the rate for fiscal year 1982
could be even higher. Although a large share of projects were able to
begin construction in 1981 with the 91/4 percent interest rate, several
sponsors indicated that no construction could begin if interest rates
rose without eliminating or reducing the special aspects of design that
are are of vital importance to older Americans.

Section 8 projects financed under the section 202 direct loan pro-
gram were not made eligible for assistance under the previously dis-
cussed 1981 FAF regulation. By November 1981, it appeared that if



the direct loan interest rate was established using past methods relat-
ing it to the Treasury borrowing rate, it would be 113/4 percent in 1982.
Because of their concern about the effect of this interest rate on elderly
housing production, the Senate and House Committees on Aging sent
a letter to Secretary Pierce urging him to exercise his statutory author-
ity to make the financing of section 202 projects feasible by either
applying a financing adjustment factor regulation increasing section 8
contract rents or lowering the direct loan interest rate below the statu-
tory maximum.

In a subsequent colloquy between Senator Heinz and Senator Garn,
chairman of the Committee on Banking, Housing and Urban Affairs,
both agreed that raising the interest rate to 113/4 percent would make
many section 202 projects infeasible to construct. It was further
agreed that HUD should keep the interest rate at 91/4 percent in 1982.
At the close of 1981, the Department had not made a decision regard-
ing this issue. The construction of approximately 34,000 units is esti-
mated to depend upon keeping the direct loan interest rate at 91/4
percent.

As section 8 recipients, many older persons living in section 202
housing will be affected by the 1981 Omnibus Budget Reconciliation
Act's requirement that tenants be required to pay up to 30 percent of
the household's adjusted income for rent. Other elderly, waiting to
obtain a section 202 assisted housing unit may be affected by the new
eligibility test limiting eligibility to those with incomes at 50 percent
of the median or below.

The 1981 supplemental appropriations bill rescinded authority for
only 400 of the 18,800 units for which funds had been made avail-
able in the 1981 appropriations bill. For fiscal year 1982 appropria-
tions were provided for 17,200 units.

In September, the Department submitted a section 202 cost reduc-
tion report to the Congress which had been requested in late 1979.
The report emphasized the impact that inflation has had in increasing
building costs and suggested ways in which costs might be reduced
or cost increases moderated. They are as follows:

(1) Revision of the Davis-Bacon 1 wage requirements for section
202. Davis-Bacon currently applies to all section 202 projects, includ-
ing projects of 8 units or less. Other section 8 projects and most
Federal mortgage insurance programs exclude from coverage any
project of eight units or less.

(2) Changes to section 202 regulations to require the use of com-
petitive bidding for nonprofit sponsors. It is assumed that competi-
tive bidding would result in lower construction costs and accelerated
Federal processing since cost certification procedures from contrac-
tors would be eliminated.

(3) Amendment of section 202 instructions to require sponsors toprovide a significant number of efficiency apartments in all projects
for the elderly in market areas where the HUD field offices determine
there is a market acceptance and market demand for such units.

(4) Issuance of instructions which specify the scope and accept-
ability of the project amenities. Swimming pools and saunas would be
prohibited. Com'mon areas would be restricted to those needed to serve

1 The Davis-Bacon Act requires that federally assisted construction project contractorspay the prevailing wage rates set by the Department of Labor for that geographic area.
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the residents. Amenities proposed by the sponsor after the initial ap-
plication stage would not be allowed.

(5) Development of incentives that could be offered to section 202
sponsors to reduce costs. For example, one incentive being considered
would reduce by 50 percent the required minimum capital investment,
usually $10,000, which must be provided from the sponsor's funds and
-is esmrowed for a period of- 3 years from the-date-of oeeupaney. - -

(6) Increased support by HUD of the private sector shared hous-
ing effort and the investigation of ways that section 202 and other
HUD programs might fit into a shared housing concept for the
elderly.

(7) Revision of HUD's minimum property standards. It is assumed
that these standards are excessive and should not be more restrictive
than those found in the private sector.

3. PuBLic HousNG

The low-rent public housing program is the oldest of those Federal
programs providing housing for the elderly. It was established by the
United States Housing Act of 1937. Over 45 percent of the Nation's
more than 1.2 million public housing units are occupied by older
Americans. It is a federally financed program which is operated by
locally established, nonprofit public housing agencies (PHA's). Each
agency usually owns its projects. By law the PHA's can acquire or
lease any real property appropriate for low-income housing. They also
are authorized to issue notes and bonds to finance the acquisition, con-
struction, and improvement of projects. Federal assistance to the
projects is in the form of annual contributions that are used to pay
the PHA's debt service. Originally this was the only form of Fed-
eral public housing assistance. It was assumed that tenant rents, set
at amounts no higher than 25 percent of a tenant's net income, would
cover project operating costs for such items as management, main-
tenance, and utilities. Over the past few years tenant rents have not
kept pace with increased operating expenses. As a result, Congress
has provided additional assistance to the projects to cover these
expenses.

A large percentage of new construction of public housing over the
last 10 years has been for the elderly because of reduced management
problems and of local opposition to family units. In many communi-
ties there is a long waiting list for admission to those projects serving
the elderly and such lists can be expected to increase as the demand
for elderly rental housing continues in many parts of the Nation.

Since 1971, PHA's have had the authority to use Federal funds
for the provision of dining facilities and equipment in public housing
projects. No subsidv was provided to cover the cost of meals and other
services. To date there has been little development of these "congre-
gate" facilities. In a study on long-term care released by the Depart-
ment of Health and Human Services in late 1981, a variety of reasons
were cited, including the fact that local housing agencies have had
little experience in managing the necessary services; there has been
little Federal encouragement and support; and assurance of funds to
pay for the services on an ongoing basis has not existed. Most services
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have been provided by local service agencies funded by the Older
Americans Act, medicaid, and the title XX Social Services Act.

The 1981 supplemental appropriations bill provided an increase of
$100 million over the previously appropriated $970.8 million for the
operation of public housing projects. The increase was viewed as neces-
sary by the Congress to cover the cost of utility charges that were
higher than originally estimated during consideration of the 1981
appropriations bill. To illustrate the severity of the problem, PHA's
spent over $750 million for energy costs in 1980, with larger PHA's
spending 50 percent of their operating budgets on utilities. At the
same time the gap between tenant income and annual costs continued
to grow with tenant incomes increasing by 5 percent, while utility
costs were rising in a range of 20 to 30 percent. The Omnibus Budget
Reconciliation Act of 1981 authorized expenditures of up to $1.5 bil-
lion for PHA operating subsidies in fiscal year 1982. The subsequently
enacted appropriations bill provided $1.2 billion for this purpose. As
with the section 8 and section 202 assisted housing programs, the
reconciliation bill changed existing law so that public housing tenants
will be required to pay up to 30 percent of the household's adjusted
income for rent and new tenants will be required to meet the 50 per-
cent of median income eligibility test. The reconciliation bill in com-
bination with the appropriation bill provides sufficient funding for
15,000 to 16,000 new public housing units in fiscal year 1982. The 1981
supplemental appropriations bill rescinded authority for 11,600 of the
42,000 units for which funds had been made available in the 1981
appropriations bill.

ANNUAL CONTRIBUTIONS FOR ASSISTED HOUSING, FISCAL YEAR 198142 UNIT RESERVATIONS BASED ON
CONGRESSIONAL ACTION

Fiscal year 1981

Before After Fiscal ear
rescission rescission 82

Section 8:
New construction/substantial rehabilitation ---------------------- 85,344 51,500 26, 735Se.202 --------------------------------------------------- 18,800 18, 400 17, 200Existin------.----- -. --. -- -. ---- -- ____- -___- _ --.. 132,907 107, 100 74, 296

Su btotal-sec. 8-------------------------------------------- 237,051 177,000 118,231Public housing-------------------------------------------- 42, 000 30, 396 24, 000
Total------------------------------------------------------ 279, 051 207, 396 142, 231

Source: Senate Committee on Appropriations.

4. CONGREGATE HOUSING SERVICES

The Congregate Housing Services Act, passed in 1978, authorized
HUD to award grants to public housing authorities and section 202housing sponsors to provide nutritional meals and supportive services
to partially impaired elderly and handicapped persons allowing themto remain in their own dwellings and out of expensive institutions.
These 3- to 5-year grants require supplemental funding from other
community sources to support the delivery of the services. The law
prohibits the duplication of existing services and sets up a procedure
for cooidinating them with congregate housing services through the



local area offices on aging. Specifically, congregate housing services
projects are required by law to provide at least two meals per day,
7 days a week, at central dining facilities. Homemaker, housekeeping,
personal assistance, counseling, transportation, and other necessary
supportive services may be offered as needed. Program participants
are required to pay a fee for the services they receive based on their

-ability to pay.
In enacting the congregate housing services legislation, Congress

was responding to two pressing problems-the growing number of
frail Americans and the skyrocketing cost of health care. At that time
overwhelming evidence was presented to the authorizing committee
demonstrating that the provision of relatively low-cost meals and other
support services in a residential setting could prevent premature, ex-
pensive institutionalization in nursing homes as well as unnecessarily
long hospital stays. Thus, it was assumed that successful implementa-
tion of the congregate housing service program (CHSP) would result
in significant savings to the medicare and medicaid programs. Equally
important, it was assumed this new progTram would help protect low-
income elderly and handicapped individuals from a. loss of independ-
ence which, when unnecessary, can be an immeasurable human tragedy.

In its second annual report to Congress on the congregate housing
program, HUD described the program's transition from program de-
sign to operations in calendar year 1980. As of May 1981, a total of
55 grant awards had been made committing $16 million of the $20
million previously appropriated by Congress for fiscal years 1979 and
1980. By the end of 1981 most selected projects were operational and
serving over 2,200 older Americans. The Department will complete
its review of grant applications in early 1982 so that the remaining
amount of unobligated funds can be committed.

In 1980 Congress appropriated $10 million for 1981 funding of the
CHSP. President Reagan requested a rescission of these funds which
the Congress agreed to in its 1981 supplemental appropriations bill.
During floor debate on the bill, Senator Heinz, as chairman of the Sen-
ate Special Committee on Aging, voiced his concerns about the rescis-
sion and more specifically the Appropriations Committee's stated
intent to curtail all future funding of the program until comprehen-
sive evaluation of the existing grantee projects could be completed.
When the fiscal year 1982 appropriations bill was reported by the Sen-
ate Appropriations Committee, no amounts were included for con-
gregate housing services projects. Senator Heinz and 22 cosponsors
offered an amendment to add $10 million for this purpose which was
adopted by the Senate. In his comments regarding the amendment he
stated that although the HUD evaluation would not be completed for
some time:

Preliminary data collected by HUD and the American
Association of Homes for the Aged * * * indicates that the

program has been overwhelmingly successful in achieving
its purposes. Premature institutionalization is being pre-
vented * * * the development of housing for the partially
impaired elderly and handicapped is being stimulated * *

Federal health-related expenditures are being reduced. * * *



In this instance it would seem that our zeal to reduce Federal
spending is undermining the very goal of fiscal responsibility
we are seeking to achieve * * * nothing in the program's
experience indicates the need to wait for further funding
until an evaluation on cost-effectiveness can be made. * * *
The real question is not whether but how much can be saved.

No fiscal year 1982 funds were included in the House appropriations
bill for congregate housing services and the Senate-passed provision
was deleted in a conference to resolve this and other differences
between the two bills.

While enough data was not available in 1981 to permit a comprehen-
sive report on the impact and effectiveness of the CHSP, initial oper-
ating statistics submitted to HUD did suggest two trends that would
show cost savings to the Federal Government over time. One trend
relates to individuals who have had a physical or mental crisis and
have been able to stay in their own dwellings by virtue of the pro-
gram's existence. The other trend shows individuals released from an
institutional setting and admitted to a CHSP project. In these cases a
large percentage of persons originally had been placed unnecessarilyin a care facility, such as a nursing home, because of a lack of residen-
tial arrangements with supportive services.

The budget data included in HUD's second annual report showed
that in 1980 it cost an estimated total of $9.85 per participant per day
to provide a package of supportive services, including two meals. Of
this amount, the Federal share was $6.16 per day.

The Department has contracted with the Hebrew Rehabilitation
Home for the Aged in Cambridge, Mass., for a comprehensive CHSP
evaluation. Jointly funded by HUD and the Administration on Aging,the study will examine the process of program development and opera-
tions; project performance; and the program's impact on individuals
over time. The impact evaluation will analyze the effect of the CHSP
on the health status of the participants and the source and pattern of
the services they receive. It will concentrate on: (1) The effect of the
program on rates of institutionalization, general functioning, and
health of participants; (2) the extent to which the CHSP causes or
induces people to substitute the services provided by the program for
services formerly provided by volunteers, friends, family, or self;
and (3) the extent to which the program causes any changes in fund-
ing levels for nonmedical services. The evaluation began in Septem-
ber 1980, and will extend through 1984. Periodic information reports
will be submitted to HUD and AoA throughout the life of the
contract.

B. HOUSING POLICY OPTIONS

In addition to the policy debate surrounding the immediate financ-
ing difficulties faced by the section 8. section 202, and public hous-
ing programs, there was considerable discussion about the advisability
of continuing these rental housing production programs in the future.
A variety of public and private sector options for meeting the housing
reeds of elderly homeowners as well as renters received special atten-
tion in 1981, and can be expected to receive serious consideration by
the Congress in 1982.



1. VOUCERS

Under the section 8 rental assistance program, a portion of the
program's funding is used to support low-income tenants in existing
housing units. This "subprogram" of the overall section 8 program is
administered by HUD-designated local public housing agencies. The
agency is often the local public housing authority but may also be
any other public agency including a municipality.

Each designated public housing agency is given an allocation for
existing housing units and is responsible for informing prospective
families about the program; processing their applications; certifying
their eligibility; encouraging owners to make units available and in-
specting units for conformance with quality standards. The agency
does not usually manage the units or perform maintenance functions
unless the private ownership contracts with it to do so.

One purpose of creating an existing housing program under sec-
tion 8 was to shift Federal emphasis away from new construction to
the existing housing stock. It was hoped that the quality of the exist-
ing housing stock would be improved and that the average cost of
Federal assistance, per unit and per household, would be reduced. As
the section 8 program has evolved since 1974, funds have been increas-
ingly used for new construction and substantial rehabilitation rather
than for existing units.

While no major legislation revising the section 8 program was pro-
posed in 1981, the use of a housing voucher, or housing allowance, pro-
gram was seriously studied by the administration and the Congress
as an alternative to all Federal rental housing production programs.
It was, and will continue to be viewed in 1982, as a way to lower per
unit costs so that either Federal spending can be reduced, or greater
numbers of households can receive assistance without increasing
spending.

In making such a policy shift, decisions would need to be made re-
garding: (1) Whether the owner or the tenant would receive the as-
sistance payments; (2) whether the payment would be an income sup-
plement or tied to housing through the development of quality stand-
ards and inspection mechanisms; and (3) if the payment were tied
to housing, whether there would be maximum rents or a maximum al-
lowance with the tenant permitted to pay more. A decision would also
need to be made as to the amount of the allowance and whether it
would be available to all who meet the income eligibility requirements
or limited by criteria other than income.

Advocates of housing vouchers emphasize the lower costs that would
result from assisting low-income households meet their housing in this
way. Aside from controlling costs, vouchers are promoted as a mech-
anism for assuring equity among the poor since more families could
be assisted than if new construction were subsidized with the same
amount of funds. It is also suggested that another form of equity could
result if existing units were used that were of a quality not substan-
tially higher than that of housing occupied by households with in-
comes just above the eligibility level.

Possible difficulties with a vouchering system that public policy-
makers would need to address include a lack of certainty about the



ability of the private market to meet special needs of the elderly andhandicapped; households restricted in mobility by discriminatorypractices; and areas of the country with an insufficient number of ade-quate low-income rental units.

2. HoUSING ASSISTANCE BLOCK GRANTS

Although vouchering was perhaps the most publicly debated ofhousing options in 1981, housing assistance block grants were also asubject of serious discussion.
The concept of a housing assistance block grant was first recom-mended by a congressional study in 1971. In 1973, several Congressmenintroduced legislation designed to replace housing subsidy programswith one block grant program. In 1974, a number of categorical pro-grams related to urban development were combined into the commu-nity development block grant program. Housing programs, howeverwere not included because there was no budgeting device to providethe kind of long-term commitment deemed necessary to support as-sisted housing production. The housing block grant concept again wasproposed by the Ford administration in 1976. Under that proposalhousing block grants would have replaced all housing assistance pro-grams including the section 202, section 8, and the public housing pro-grams. This proposal was not adopted and in the Housing andCommunity Development Act of 1980 HUD was directed to producea comprehensive study of the feasibility of a housing assistance blockgrant program due by March 31, 1981. In 1981, the deadline wasextended to early 1982.

Proponents of the housing assistance block grant concept usuallyemphasize the importance of offering States and local governmentsmaximum flexibility in administering their programs. Similar to anyproposed housing voucher system, any housing assistance block grantproposal will need to consider a number of basic issues including: (1)Whether the block grant would serve as a substitute for all presenthousing assistance programs or as a more limited program used, forexample, to stimulate housing production in defined areas of geo-'vraphic and social need; (2) how to assure, without the kinds ofbudgetary commitments made today, the long-term financing requiredfor housing construction and rehabilitation programs; (3) the extentto which funds would be needed by localities for necessary startupcosts associated with hiring persons knowledgeable in housing, mort-gage finance, and program administration; (4) whether or not to es-tablish Federal eligibility requirements for housing assistance witha priority for the elderly and handicapped; (5) what criteria wouldbe used to determine which localities would receive block grant fundsand how much they would receive; and (6) whether adherence to anumber of Federal policies, such as environmental goals, efforts topromote racial and economic desegregation, and minimum physicalstandards would be mandated. The upcoming HUD report on thefeasibility of a housing assistance block grant program should addressmost of these issues in detail.



3. SHARED HOUSING

Many communities in our Nation have a severe shortage of afford-
able rental housing. Older persons often are hard pressed to discover
how to survive in such communities. Shared housing, or shared living
as it is sometimes called, is a living arrangement in which two or more
unrelated-people-live together, each having their own private space but
sharing common spaces such as the living room, kitchen, dining, ant
laundry facilities. Shared living is primarily for active older persons
who have no need for constant medical attention, daily prepared
meals, or nursing assistance. By pooling their personal and financial
resources and sharing a house or an apartment; these individuals can
live independently in their communities. As the cost of adequate hous-
ing continues to rise, shared living is emerging as an increasingly
attractive and economical option for older people on fixed incomes.

Most shared housing arrangements have been developed within the
past decade. There are presently 70 shared housing projects for the
elderly throughout the country. In the past the development of these

projects has been a slow process. It has often been initiated by older

people and augmented by others of all ages who are interested in de-
veloping alternative housing choices for themselves and the elderly.
Important ingredients of a prosperous arrangement seem to be a small
group size in combination with the flexibility and active participation
of the residents. Space, privacy, location, and physical amenities also
seem to be critical factors for success as is the project's ability to draw
on existing community networks (churches, architects, lawyers,
neighbors, etc.).

Although there are some common elements employed in each project
there is no one "right" model for shared living. The format varies as
the people vary and is planned according to the needs and preferences
for whatever the group decides it wants. Two examples of successful
projects follow:

In 1974, the Boston chapter of the Volunteers of America (BVA)
found itself with an unused house when funds were not available to
operate a planned home for adolescent girls. Owned by the volunteers
since 1970, the building was located in a quiet residential neighbor-
hood, and was once a lodging house. The BVA director thought it
might be used to house older persons who could benefit from a group
residence. McCrohom House opened in 1976 with a house manager
and supportive social services for the residents. It is running well and
has been accepted by the local community.

Until the summer of 1976, an older woman named Helen Perier ran
a boarding house for seven older men and women in Somerville. When
she learned that the house was to be sold by its owner, Ms. Perier
looked for and found an apartment to share with them. They pool part
of their incomes to cover major expenses such as food and rent. Ms.
Perier acts as the coordinator. She maintains contact with outside
agencies and businesses for needed services, handles financial matters,
and deals with emergencies. Use of their outdoor patio and homemaker
and home health aide programs keep the group in touch with their
neighborhood.



Sponsors of shared living projects have been as creative in their
search for finances as they have been in developing the projects. De-
velopment funds have been obtained with bank loans, loans from citygovernments, business contributions, sponsor contributions, commu-
nity development block grants, church and community contributions,and private philanthropy. Rent and service funds have been financed
from social security payments, supplemental security income (SSI),CETA funds, title XX, food stamps, the Older Americans Act, andchurch and family donations. Many of the existing projects have ex-perienced major difficulties in obtaining these funds. For instance, SSIpayments often have been incorrectly reduced when individuals move
into group homes because the value of services provided to residents
in the home was determined to be income. Because all residents of ashared housing project were treated as family for purposes of deter-
mining eligibility, some have been denied food stamps. There is also a
definitional problem being confronted by shared living projects on alocal level. Each municipality or community establishes i'ts own defi-
nition of "family." Because local zoning boards often view shared
projects as boarding homes, the projects 'are often ineligible for occu-
pancy under local zoning codes.

In January 1981, Boston's shared living project, several nationalchurch demonstrations, and the Gray Panthers united to establish anational housing organization to promote shared living. Its office,based in Philadelphia, is functioning as a center for technical assist-ance, research, and education. In its first year, the shared housing
project worked to promote shared housing at the Federal and locallevels of government. Federal legislation was drafted to address thebenefit disincentives with regard to SSI, food stamps, and section 8assistance. The purpose of the legislation is to insure that elderly per-sons who live in shared housing are not subject to any undue loss ofthese benefits as a result of residing in a shared household on the locallevel. The shared housing project also conducted a survey of 352 com-munities' zoning laws to determine how they affect potential sharedhousing projects. The study documented the difficulties shared house-holds encounter with zoning ordinances. It was discovered that lessthan 20 percent of the municipalities surveyed had laws that wouldpermit a shared living. As a result of these findings, the shared hous-ing project plans to release a report in April with the official findingsof the survey as well as several examples of model zoning ordinancesfor use by local zoning boards.

4. HOME EQurry CONVERSION PLANS

It is increasingly acknowledged that the homes of older Americansare their most common and most valuable asset. The most recent stat-istics indicate that of the three out of every four elderly persons whoown their own homes, 80 percent do not have a mortgage. Equall assignificant, older homeowners are concentrated in the low-income class.For example, 6 out of every 10 elderly single homeowners have in-comes of $5,000 or less.
In recent years a great deal of attention has been given to the devel-opment of financial arrangements that could give these and other agedhomeowners the opportunity to convert part of their equity into cash



without having to leave their dwellings More commonly known as
home equity conversion plans (HECP's), the goal of such financial
arrangements is to relieve the severe budget constraints that are now
a part of daily life for many aged homeowners. Older persons often
do not wish to sell their homes to obtain cash, and even when they do,
often cannot easily find suitable new housing. HECP's could offer
it choiceoThese eIderlypersonsfacingcosts of necessity-heavy budg-
ets that have grown proportionately faster than their incomes for items
such as property taxes and utilities. They could also provide funds to
allow older persons to pay for needed support services, home mainte-
nance, and other needs.

Prior to the development of the concept of home equity conversion,
the only source of equity borrowing available to older Americans was
through the traditional financial institutions at high rates and short
terms. As the HECP concept has developed, a variety of models have
emerged in both the private and public sector which are designed to
meet a variety of needs. However, there are two distinct types of
plans-debt plans and equity plans-that these models are based on.
Debt plans allow an older homeowner to borrow against home equity
with no repayment of principal or interest due until the end of a
specified term of years, or until the borrower sells the home or dies.
These plans can provide a single lump sum payout to the borrower, a
stream of monthly payouts for a given term or-with the addition of a
deferred life annuity-guaranteed monthly payouts for life. They
are often referred to as "reverse" mortgages or reverse annuity mort-
gages (RAM's). Property tax deferral programs, popular in many
States, are a form of debt plan in which older homeowners postpone
paying their taxes until they sell their homes or die. In State-initiated
deferral programs, the State pays the taxes to the local government
for the homeowner. These payments accrue with interest as a loan
from the State to the homeowner, secured by equity in the home.
Upon death or prior sale of the home, the total loan is repaid to the
State from the proceeds of the sale or the estate. Equity plans involve
sale of the home to an investor who immediately leases it back to the
seller. Land contract payments to the seller exceed rent payments to
the buyer, so the older person receives extra cash each month. In ad-
dition, the buyer pays for taxes, insurance, and maintenance. A de-
ferred annuity or other investment purchased with the downpayment
can provide income beyond the land contract term. These plans are
also referred to as "sale/leasebacks."

The basic theoretical forms of HECP's have been developed for
several years. In general, however, workable instruments have yet to
become widely available to the public. Private sector HECP's have
been sporadic and short-lived. One reason for the lack of substantial
interest and development has been the fact that the combination of
financial benefits and risks associated with the plans has not been
sufficiently attractive to lenders or borrowers. While the volatility in
interest rates in 1981 made development of plans even more difficult,
progress was made. Two pilot projects, planned under the auspices
of the State of Wisconsin's home equity conversion project, were
launched in San Francisco and Buffalo. The San Francisco develop-
ment fund's reverse annuity mortgage program is a comprehensive



system for delivering reverse mortgages and sale leasebacks to older
homeowners. Buffalo's Home Equity Living Plan (HELP), Inc.,offers elderly homeowners immediate property rehabilitation asneeded, a lifetime maintenance contract, payment of property taxes
for life, and a monthly cash payment for life. In exchange the home-owner agrees to relinquish title at death.

At the end of 1981, a new home equity conversion plan modelemerged from a private corporation, American Homestead, Inc.,
which is scheduled to become operational in 1982. The plan has been
designed to attract the interest of the private financial market. Under
the plan older homeowners would receive monthly checks ranging
from $100 to $500 as an income supplement until the homeowners
asked to have them stopped or until the owners move, sell their prop-
erty, or die. When the payments end the homeowners or their heirs
would owe the dollar amount of the monthly checks; deferred interest
computed at a fixed rate slightly below what was prevailing in themortgage market at the time the original payment contract wassigned: and a percentage of the increase in the resale value of the house
since the date of the original contract. All loans to property owners
would be secured by first mortgages against their homes. Private
sector financial markets are expected to be interested in the plan be-cause it minimizes their risks by "pooling" the mortgages into pack-ages of 1,000 loans apiece in order to cut the risks of excess payments
to borrowers whose property values don't go up as expected, or wholive for longer than the average person in their age bracket. To further
reduce risks, the amount of the monthly payment would be tied to theage and sex of the homeowner, the amount of existing equity in thedwelling, and the amount of future appreciation the owner contracts
to share. At the close of 1981, the consisteiicy of the plan with Federal
Home Loan Bank Board rules and regulations was still under review.The plan is also being studied in detail by the Wisconsin home equityconversion project.

Consumer safeguards for those participating in home equity con-version plans was a subject of continuing discussion in 1981. A paperprepared by Maurice Weinrobe of Clark University, emphasized thatthe "most common problem that falls under the heading of consumer
safeguards is that of disclosure" and that virtually all arrangements
"that allow the elderly to tap home equity will be difficult to under-stand." In addition, the launching of new HECP's in 1981 triggerednew questions regarding the treatment of plan revenue by Federal andState systems of taxation and public benefit programs" such as foodstamps, supplemental security income, and low-income energyassistance.

C. THE PRESIDENT'S COMMISSION ON HOUSING
On June 16 of last year, President Reagan appointed a 25-member

Commission on Housing for the purpose of advising the President andthe Secretary of Housing and Urban Development on national hous-
ing policy. The Commission was directed to submit its final report tothe President and the Secretary by April 30, 1982, with an interim



report to be submitted no later than October 31, 1981. The mandate
of the Commission is to:

"Analyze the relationship of homeownership to political, social, and
economic stability within the Nation; review all existing Federal hous-
ing policies and programs; assess those factors which contribute to the
cost of housing as well as the current housing finance structure and
practices inthe-ouni -y to deoelp housing-and-mortgae finance
options which strengthen the ability of the private sector to maximize
opportunities for homeownership and provide adequate shelter for all
Americans; and detail program options for basic reform of federally
subsidized housing * * *"

The October interim report consisted of a broad set of housing policy
principles and a framework for more specific deliberations. It also in-
cluded recommendations for major reform of current federally sub-
sidized programs. The Commission stated that its aim in presenting
these limited recommendations was not to imply that other Federal
housing policy issues are of lesser importance but rather to reflect "the
immediacy of addressing federally subsidized housing programs so
that * * * recommendations can be weighed as part of the fiscal year
1983 budget now being formulated."

The Commission's report emphasized that affordability of housing
is the predominant housing problem among the poor, including the
elderly poor. Using statistics from the Federal Government's 1977
Annual Housing Survey, it was concluded that for the very low-in-
come elderly renter households, 57 percent have affordability prob-
lems. Only 7.9 percent were found to be living in inadequate housing.
In comparing low-income elderly renters with other low-income
renters, it was concluded that a somewhat larger fraction of elderly
(35 versus 27 percent) have neither adequacy nor affordability
problems.

Prior to developing its recommendations, the Commission adopted
a set of general principles to serve as a guide in addressing the Nation's
housing needs. Those principles are as follows:

"Achieve fiscal responsibility and monetary stability in the economy.
"Encourage free and deregulated markets.
"Rely on the private sector.
"Promote enlightened federation with minimum Government

intervention.
"Recognize a continuing role of Government to address the housing

shelter needs of the poor.
"Direct programs toward people, rather than toward structures;

and
"Allow maximum freedom of housing choice."
Consistent with the above principles, the Commission recommended

that all federally subsidized housing construction and rehabilitation
programs (section 202, section 8, and public housing) be replaced with
a consumer housing assistance grant, or voucher, program. Eligibility
for this new program would be limited to households with very low
incomes (no more than 50 percent of the area median for a family
of four) in order to target assistance to those with the greatest nee<1.
Program benefits would not be available to all income-eligible house-
holds. Within each eligible income group, priority assistance would
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be based on income and criteria such as living in inadequate housing,
paying rent in excess of 50 percent of income, or suffering involuntary
displacement. Unlike today's low-income housing programs, the
voucher system would not be designed to stimulate the production of
new housing. To increase the supply of housing where needed, the
Commission recommended that Congress permit the construction of
housing with Federal funds channeled to local governments through
the community development block grant program. At present, such
funds may not be used for the construction of new housing. To further
encourage the private sector's response to selected housing needs, the
Commission recommends that the owners of residential rental struc-
tures receive an investment tax credit for rehabilitation expenses. In
addition, options for State and local agency tax-exempt financing are
still under review.

The interim report did not specifically focus on the special housing
requirements of the elderly and the market's ability to respond to
these needs. After discussing the need to more carefully explore these
issues with several elderly interest groups, the Commission's Com-
mittee on Housing Programs held a hearing on this subject on Decem-
ber 16, 1981. Testimony was received from the Ad Hoc Coalition for
Housing for the Elderly, American Associations of Homes for the
Aged, the American Association of Retired Persons/National Retired
Teachers Association, cochairman (James N. Broder) of the Housing
Alternatives Committee of the White House Conference on Aging,
Volunteers of America, National Conference on Catholic Charities,
National Council of Senior Citizens, and the B'nai B'rith Senior
Citizens Housing Committee.

89-509 0 - 82 - 16



Chapter 9

ENERGY ASSISTANCE AND WEATHERIZATION

OVERVIEW

Since the Arab oil embargo of 1973, the rising cost of energy has
placed a financial burden on all Americans, but particularly on the
elderly and those with low incomes, who consume relatively less energy
than other households but pay a larger portion of disposable income
for fuel.

The two major Federal programs providing energy assistance to
the elderly are the low-income energy assistance program (LIEAP)
and the weatherization program. Both initiatives have undergone
repeated modifications, in response to apparent deficiencies in the
programs.

In early 1981, the administration introduced proposals to redesign
energy assistance by replacing the low-income energy assistance pro-
gram with an energy and emergency assistance block grant giving
States "complete flexibility in delivery of fuel assistance and other
emergency services to meet citizen needs." The block grant would leave
eligibility and payment levels and types of assistance entirely at the
discretion of the States. In addition, the administration proposed to
repeal the low-income weatherization program and include those ac-
tivities among the options that local governments could finance through
the Department of Housing and Urban Development (HUD) com-
munity development block grant or. the energy and emergency assist-
ance block grant.

The Special Committee on Aging held an April 9, 1981, hearing on
"Energy and the Aged," which heard testimony on the problems and
benefits of prior years' programs and expert evaluation of the ad-
ministration proposals.

The legislation that was finally enacted under the Omnibus Recon-
ciliation Act of 1981 authorized $1.875 billion for the Low-Income
Home Energy Assistance Act in each of fiscal years 1982-84, with
benefits targeted to the elderly and those in greatest need.

No reauthorizing legislation was passed for the weatherization pro-
gram, however, and several bills are pending at this writing. The DOE
weatherization program remains in place, funded at a level of $144
million.

A. NEED FOR ENERGY ASSISTANCE

Since the Arab oil embargo of 1973, the cost of energy has been
steadily and substantially rising. A barrel of imported oil that cost
$3.67 10 years ago, cost $34 at the end of 1981. OPEC price hikes, the
revolution in Iran, and the decontrol of oil prices have all contributed
to this 900-percent rise. For the consumer, fuel oil costs $1.24 per

(230)
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gallon, compared to 19 cents per gallon in 1971. Decontrol of natural
gas by 1985, and rising electricity costs, will further exacerbate this
trend.

The following estimates of average consumption for single family
detached housing, prepared by the Department of Energy, indicate
the steady rise of energy costs, regardless of region and fuel source.'
Actual dollar amounts may vary with different surveys, but the in-
creasing trend is consistent.

TABLE 1.-ESTIMATED AVERAGE COST OF HOME HEATING

Census region 1980 1981 (projected) 1982 (projected)

Fuel oil/kerosene:
Northeast --------------------- $1,000----------$1,270 to $1 370
North-central - ..------------------ 1,040-----------$1,330 to i 440 - - $1, 590 to $1, 90
South --.----------------------- 530------------$670 to $730 ------------- $810 to $1000.
West......----------------------- 730------------$930 to $1,000-----------$1, 110 to ,380.

Natural gas:
Northeast - ..-------------------- 530------------$630 to $660------------$710 to $750.
North-central --------------------- 560------------$660 to $680-------------$740 to $780.
South - ....----------------------- 300------------$360 to $370------------$400 to $420.
West ----.----------------------- 350------------$410 to $430------------$460 to $490.

Electricity:
Northeast. .. ...-------------------- 690------------$760 to $920------------$820 to $910.
North-central....------------------ 730------------$820 to $870------------$870 to $980.
South-----------------------350------------$390 to $420 ---------------. $420 to $470.
West.....----------------------- 470.------------- . $520 to $560 ------------ $550 to $620.

Department of Energy statistics for 1979-80 indicate that elderly
(age 60 and over) households heat with the following fuels-natural
gas: 54.7 percent; electricity: 21.2 percent; fuel oil and kerosene: 20.9
percent; liquid gas: 3.1 percent.2

The burden of rising fuel costs is especially severe for low-income
households for two reasons. First, they pay a higher proportion of
the household budxtet for home energy, and second, their real incomes
have consistently failed to keep pace with energy inflation. The Com-
munity Services Administration has estimated the median income
U.S. household spends up to 8 percent of its income on home energy
costs. But many low-income households spend about 30 percent of
their household budget on heat and light. Congressional Budget Of-
fice figures estimate different percentage expenditures, but still show
the poor paying almost four times as much of their income on fuel
as median income households.

In the coldest parts of the Northeast and North Central States,
many low-income households spent more than 35 percent of their
income on energy in the winter of 1980-81.

Yet, the poor use far less energy than the average American. The
Congressional Budget Office estimates that in fiscal year 1981 the poor
used 43 percent less home energy than the well-to-do. At the same time,
the energy used by the poor does them comparatively less good, be-
cause their homes, appliances, and cars are often less efficient than
the U.S. average. Other factors increase the poor's energy disadvan-
tage. For example, utilities charge higher unit prices for smaller

I The sources of all statistical Information in this chapter, unless otherwise noted, are
the Offce of Weatherization, Department of Energy; and the Offlee of Energy Assistance,
Denartment of Health and Human Services.

2 Source: Residential Energy Consumption Survey, Energy Information Administration,
Department of Energy.
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TABLE 2.-ESTIMATED AVERAGE ANNUAL HOUSEHOLD EXPENDITURES ON HOME ENERGY, BY INCOME CLASS
AND REGION, FISCAL YEAR 1981

Estimated
average expend-

itures on home As percent
energy of income

Esti-matnthoueffol-d Income-
Less than $7,400 . . . . ..-------------------------------------------------- $740 15.2
$7,400 to $14,799. . . . ..-------------------------------------------------- 880 7.9
$14,800 to $22,099. . .. ..------------------------------------------------- 910 4.9
$22,100 to $36,899 --. . ..------------------------------------------------ 1, 090 3.8
$36,900 or more. .. . ....------------------------------------------------- 1,290 2.5

Less than 125 percent of poverty...------------------------------------------- 790 13.5
Greater than 125 percent of poverty. ..---------------------------------------- 1,020 3.7
Region:

Northeast. ---------------------------------------------------------- 1,290 5.2
North-central. . . . . . ..--------------------------------------------------- 1,080 4.4
South. . . . . . ..---------------------------------------------------------- 900 4.0
West ......---------------------------------------------------------- 700 2.9

Average, all households. . . ..------------------------------------------------ 1,000 4.2

Sources: Congressional Budget Office estimates, based on the Department of Energy's National Interim Energy Con-
sumption Survey (NIECS) which covers the 12-mo period from April 1978 to March 1979. Income data derived from the
Census Bureau's March 1978 Current Population Survey, updated using CBO economic assumptions.

amounts of usage, and utilities and heating oil dealers alike restrict
credit and budget plans for the poor, so that the seasonal impact on
the cash flow of these households can be crippling.

The situation is even worse for the low-income elderly because they
are particularly susceptible to hypothermia-the potentially lethal
lowering of body temperature-and to heat stroke. 2,000 deaths among
older Americans were directly attributed to the heat wave of 1980,
and experts estimate hypothermia may be the root cause of death for
up to 25,000 elderly people each year.3 To protect themselves against
these serious threats to health, the elderly often should be using more
energy than they do.

The offsetting effect of indexed benefits from SSI, social security,
and other programs for the elderly poor cannot be precisely measured,
but increases in home-energy costs clearly continue to outstrip bene-
fits. First, energy is a far larger portion of a low-income household's
budget than the weight it is given in the Consumer Price Index (CPI).
Second, as chart I indicates, increases in the price of fuels have con-
tinued to outstrip increases in the CPI.

3 Source: Center for Environmental Physiology; Washington, D.C.



CHART I

COMPARISON OF INCREASES IN CPI HOUSEHOLD FUELCOSTS AND SOCIAL SECURITY BENFIT INCREASES
AUGUSf 1980 TO SEPTEMBER 1981
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In the 5 years from March 1976 to March 1981, energy costs rose
123 percent while the CPI increased 59 percent.

The cumulative effect of all these factors, according to a Harris sur-
vey, commissioned by the National Council on Aging and released in
November 1981, is that 43 percent of the elderly today consider energy
costs a very serious personal problem, ahead of crime, health, and gen-
erat finances.

B. FISCAL YEAR 1981 PROGRAMS

Congressional efforts to ease the burden of high energy costs on the
elderly have taken two principal forms. First, since 1977, Congress has
appropriated money to provide aid for fuel-related emergencies to
households at or below 125 percent of the poverty line. The low-income
energy assistance program grew from $200 million in "crisis assist-
ance" in 1977, to $1.85 billion in fiscal year 1981, distributed to States
according to climate and needy population.

Second, in 1975 Congress enacted the emergency energy services
conservation program, designed to provide energy relief to needy
households by increasing the energy efficiency of their homes through
insulation and repair. This developed into a $180-million weatheriza-
tion program operated by the Department of Energy. A weatherized
home consumes less energy because it wastes less, thereby keeping
down fuel bills and, in turn, reducing demand for energy assistance.

1. THE Low-INcoME ENERGY ASSISTANCE PROGRAM (LIEAP)

The program approved by the 96th Congress for energy assistance
in fiscal year 1981 provided a total of $1.875 billion. Income eligibility
for benefits was set at the annually indexed Bureau of Labor Statistics
"lower living standard level," adjusted for family size and place of
residence, or $14,044 for a household of four. One-person households
could qualify at 125 percent of poverty as well, whichever is higher.
Households receiving AFDC, food stamps, veterans pensions, or SSI
benefits were automatically eligible, bringing the total eligible popu-
lation to about 21 million households.

The Federal role has been to allocate money according to the legis-
lated distribution formula; continue crisis assistance; and oversee
State compliance. States have been responsible for designing and ad-
ministering a plan that meets basic Federal guidelines.
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TABLE 3.-HOME ENERGY-AVERAGE ANNUAL EXPENDITURES

[By household, below 125 percent of OMB poverty line]

At February
State Heating fuel prices At projected prices 5

Alabama --------------------- Gas ----------------------------- 533 About $600.
Alaska -.---------------------- Gs .() (2
Arizona---------------------- Gas ------------------------------ 511 About $590.
Arkansas --------------------- Gas ------------------------------ 590 Abot $680.
California ------------------------ Gas ------------------------------ 511 About $590.
Colorado ------------------------ Gas ------------------------------ 581 About $670.
Connecticut..-------------------- Oil----------------------------- 1,696 More than $2, 000.
Delaware ------------------------ Oil ----------------------------- 1,356 Morethan $1,600.
Florida ---------------------- Electricity------------------------ 511 About $570.
Georgia ---------------------- Gas------------------------------ 533 About $600.
Hawaii--------------------
Idaho ------------------------- l ------------------------------- ) ().
Illinios ---------------------- Gas ----------------------------- 695

Oil ----------------------------- 1,534 Over $1,900.
Indiana--.--------------------- Gas ----------------------------- 654 Nearly $1, 700.

Oil ----------------------------- 1,341
Iowa----------------------- Gas 651 About $750.
Kansas---------------------- Gas ------------------------------ 601 About$690.
Kentucky---------------- -- Gas ----------------------------- 692 More than $770.
Louisiana-------------------- Gas ------------------------------ 513 About $590.
Maine----------------------- Oil ----------------------------- 1773 More than $2, 100.
Maryland--.------------------- Oil ------------------------------- 1356 Mor $1,600.
Massachusetts----------------- Oil ----------------------------- 1,696 More than $2, 000.
Michigan-.-------------------- Gas ------------------------------ 695

Oil. ----------------------------- 534 Over $1, 900.
Minnesota--..------------------ Oil ----------------------------- 1602 Over $2, 000.
Mississippi-------------------- Gas-- 533 Abt$600.
Missouri--------------------- Gas ------------------------------ 601 Abot$690.
Montana--------------------- Gas ------------------------------ 581 About $670.
Nebraska --------- Gas ------------------------------ 638 About$730.
Nevada ---------------------- Gas ------------------------------ 653 Abou$750.
New Ham pshire---------------- Oil----------------------------- 1,773 More than $2, 100.
New Jersey...----------------- Oil ----------------------------- 1670 Nearly $2, 000.
New Mexico-------------------- Gas ------------------------------ 644 About $740.
NewYork--.------- ---- ---. Oil ----------------------------- 1,851 Morethan$2,20.
North Carolina-------------------- Gasoroil ------------------------- 599 Over$690.
North Dakota ---- --- Oil ----------------------------- 1,488 Over $1,800.
Ohio-- . ..----------------------- Gas ----------------------------- 654 Abt $750.
Oklahoma ---- ------------------- Gas ------------------------------ 590 Abot $680.
Oregon ------------------------ Oil ----------------------------- 1,196 Morethan$450.
Pennsylvania -- Oil------------------Ol.-------------------------------1 $1 600.
Rhode Island 1,696 Morethan $2, 000.
South Carolina -------------------- Gas ------------------------------ 533 About 600.
South Dakota -------------------- Oil ----------------------------- 1,488 Over $1, 800.
Tennessee -------------------- Gas ----------------------------- 599 About$690.
Texas..-.----------------------- Gas ------------------------------ 513 Abo $590.
Utah------------------------ Gas ----------------------------- 568 About $650.
Vermont .--------------------- Oil- 1,773 More than $2, 100.
Virginia.... -------------------- Gas ----------------------------- 608 Closeto$700.
Washington ..-........- Oil ----------------------------- 1,196 Morthan $1,450.
West Virginia ------------------ Gas .----------------------------- 733 Mo tha $840.
Wisconsin --------------------- Oil ----------------------------- 1,602 Over $2, 000.
Wyoming---------------------Gas --------------------- 581 About $670.
District of Columbia-------------Oil 988 Close to $1, 200.

1 Projected prices based on rate of increases in prices trom February 1980 to February 1981. Oil prices have increased
23 percent and other fuels 15 percent during that time.

o Not available.

Soarce: The Greer Partnership fur the National Council of Senior Citizens, April 1981.



A. EFFECTIVENESS OF SERVICES TO ELDERLY: 1980-81

The fiscal year 1981 low-income energy assistance bill, sponsored by
all the members of the Aging Committee, provided that elderly and
handicapped citizens must be given priority in outreach. This provi-
sion is intended to assure that elderly and poor households are aware
help is available, avoiding unnecessary shutoff of services. The precise
impact oftliis provision on- tlie target population has not been
evaluated thoroughly by the Department of Health and Human Serv-
ices (HHS). Chart II indicates the percentage of applicant house-
holds with elderly members, which gives some indication of how suc-
cessful State outreach efforts have been.

Though States have come up with a variety of means for imple-
menting this requirement, several aging organizations have suggested
that Older Americans Act programs, especially meal sites, have not
been used enough for outreach.

Preliminary HHS data shows that through the end of the third
quarter of fiscal year 1981 (June 30, 1981), 42 States reported 1,304,-
290 homes with an elderly head of household had been served. This
accounted for 39 percent of all households participating. HHS is
currently working on calculating the percentage of eligible elderly
households that total represents. It is important to note that the
39-percent figure represents only elderly headed households that
qualified on an income basis. Many States made automatic payments
to SSI, AFDC, and food stamp households with elderly members, and
these elderly participants are not reflected in this total. The aotual
percentage of elderly served is probably higher than 39 percent. Chart
III shows the sources of income for LIEAP participants in one State,
Pennsylvania. It demonstrates that of Pennsylvania's 325,000 LIEAP
beneficiaries, social security benefits represent the single largest source
of income, which in turn suggests successful targeting of the elderly.



CHART II

LOW INCOME ENERGY ASSISTANCE PROGRAM
PERCENTAGE OF APPLICANT HOUSEHOLDS WITH ELDERLY MEMBERS

OCTOBER, 1980 - JUNE, 1981

LECEND: LIEAP UqAyIl-LE go ij 
E 5

Source: Office of Energy Assistance; Department of Health and Human Services



CHART III

-120-
0

80-

-60,

C ee

0

Source: Commonwealth of Pennsylvania, Department of Public Welfare

PENNSYLVANIA HOUSEHOLDS
RECEIVING LOWINCOME ENERGY ASSISTANCE

BY SOURCE OF INCOME

SOC SECURITY PUBL ASSIST EMPLOYMENT 331 UNEMP COMP VETERANS
SOURCE OF INCOME

OTHER



B. PROBLEMS WITH FISCAL YEAR 1981 LOW-INCOME ENERGY
ASSISTANCE PROGRAM

An informal survey undertaken by Senate Aging Committee staff
revealed widespread agreement among State program officials on sev-
eral problems with the LIEAP implementation.

First, delays in authorizing and funding the program made it hard
for States to plan adequate programs or prepare their agencies fast
enough. There is an overwhelming need for long-term planning.

The section of the program providing assistance to operators of
subsidized buildings proved unworkable. The administrative and
financial framework in which building operators work was often
incompatible with the measures of energy costs, needs, and benefits
which apply to all other recipient categories. Substantial Federal and
State resources were wasted because of these provisions.

The requirement that vendors refrain from service shutoffs for cer-
tain periods caused some vendors to leave the program. It also resulted
in exemptions of most oil suppliers, and in numerous cases, conflicted
with or added to State shutoff restrictions governing all regulated
utilities. This provision is deleted in the fiscal year 1982 program.

States need more flexibility to set money aside for emergencies.
Many officials believe appropriations should carry over for 2 years so
the States with an unusually mild season will not be forced either to
spend irresponsibly or be penalized. It was also felt that some weather-
ization activities should be permitted as part of LIEAP although
opinion varied on how much of the funds should be used for this
purpose.

State officials complained about confusing reporting requirements
and excessive data demands. Some officials in warmer States com-
plained about lack of clarity regarding reservation of funds for cool-
ing expenditures; Western and Sun Belt States contended the
heating-based formula is unfair and should at least contain a cooling
degree-day factor: Rocky Mountain States objected to the use of
Bureau of Labor Statistics (BLS) standards of eligibility because
BLS measures costs in only two metropolitan areas in eight States.
This, too, has been amended in the current program.

Several States complained about the limitation on administrative
costs and the requirement for State matching funds. In small States
with small allotments, administrative cost allowances are far below
the costs imposed by the relatively higher costs of small programs
(i.e., in a small program administrative costs are relatively high in
proportion to the State's total grant). In other States, legislatures
must act on any Federal matching program and their legislative
sessions are too short for last minute Federal bills.

Despite these technical difficulties, the LIEA program has effec-
tively served as a reliable source of much-needed assistance, and cur-
rently covers between 15 and 50 percent of participants' fuel bills,
depending on fuel type, size of household, and State. As chart IV
shows, it remains consistently targeted to those most in need. Reauthor-
izing legislation has responded to many of the above problems.



CHART IV

LOW INCOME ENERGY ASSISTANCE
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2. DOE WEATHIERIZATION ASSISTANCE PROGRAM

The Department of Energy (DOE) weatherization program is
authorized by title IV, part A, of the Energy Conservation and Pro-
duction Act of 1976, as amended in 1978 and 1980. Persons below 125
percent of poverty are eligible for assistarice; priority is iven to
the elderly and -handicapped. Weatherization assistance is designed
to help those households that simply lack the cash or credit with which
to respond to the current incentives for conservation. The benefits of
the program are threefold. First, improving the energy efficiency of
a home provides greater comfort with less consumption. Second,
weatherization improvements are permanent; energy savings accrue
each year on a one-time investment. Third, reducing consumption
reduces fuel bills for those low-income households, thereby lessening
the demand for LIEA funds. The program has been administered
through State energy offices, State economic opportunity offices, and
locally through community action agencies (CAA's) and others. There
has been a "preference" but not a mandated priority for CAA's, which
remain the principal delivery system. Funding was $189 million in
fiscal year 1981 under the continuing resolution.

Regulatory and legislative changes in 1980 simplified the program,
gave added flexibility in service design to States, and expedited the
completion of backlogged cases. The changes were largely successful;
the pace of weatherization activities accelerated significantly and all
appropriated funds were committed. DOE reports 249,000 units were
weatherized in calendar year 1981, bringing the program's total pro-
duction to 801,000 homes. In calendar year 1981, 165,000 elderly people
were served; 518,000 older Americans have been served during the
life of the program. The vast majority of all units completed are in
nonurban areas.

The weatherization assistance program provides materials for in-
sulation and repair up to $1,000 per unit. Labor is to be provided by
other sources, such as the Comprehensive Employment and Training
Act (CETA) or State and local resources. However, a waiver can be
granted if no other labor is available, with the total cost limited
to $1,600.

The program has been criticized by the Congress and the General
Accounting Office for delays, poor performance, and management
problems. One of the key obstacles to program success was the require-
ment that weatherization funds be used primarily for materials, which
left inadequate funds for labor and program administration.

Using public manpower, with weatherization programs providing
materials, presented another obstacle, chiefly due to the lack of local
manpower and disincentives to work on these short-term projects.
Lack of coordination between DOL and DOE worsened this problem.

A. PROBLEMS IN WEATHERIZATION PROGRAM

A few fundamental problems persisted despite the improvements
through 1981:

-Problems in upgrading multiunit rental housing, due to both
difficulty in obtaining Tandlord agreements and identifying the
most effective weatherization measures.



-No formal strategy for concentrating on homes with largest
energy-saving potential or greatest need.

-Inflexibility in the list of approved measures.
-Inadequate resources. The National Bureau of Standards has

identified 10 million housing units occupied by eligible households
and in need of weatherization. At the current average cost of
$1,000-per-unit-and fiseal-year 1-981--funding-le-vels,-the--program
would require over 40 years.

-Lack of coordination with fuel assistance. Committee staff have
found only 11 States with a combined application procedure and
less than half a dozen more with automatic weatherization appli-
cations for eligible energy assistance recipients.

In general, despite delays in funding, the weatherization program
has maintained its productivity. The percentage of elderly partici-
pants has risen steadily. In the fall of 1981, the General Accounting
Office presented DOE with several of the above criticisms, and the
Department has taken steps to alleviate them. A recent study by the
Consumer Energy Council of America found the weatherization effort
to be particular y successful in three critical areas.

First, in terms of energy savings, an average investment of $968
reduced energy consumption 26 percent, savings almost as good as
those achieved in pure research conditions. Second, in economic terms,
low-income weatherization is more labor intensive than any fuel
production option, creating more jobs per dollar invested. Finally, as
a social benefit, weatherization results in savings to low-income house-
holds of up to 27 percent in their fuel bills; this amounts to 4 percent
of their average annual income. This benefit will increase as home fuel
prices continue to increase.

C. ADMINISTRATION PROPOSAL

In the spring of 1981, the Reagan administration introduced legis-
lative proposals to redesign energy assistance. In place of LIEAP,
the administration proposed an energy and emergency block grant,
giving States "complete flexibility in delivery of fuel assistance and
other emergency services to meet citizen needs." The block grant would
leave eligibility, levels of payment, and types of assistance provided
entirely at State discretion, so long as the money was spent on energy.
The low-income weatherization program would be repealed and those
activities included among the options that local governments could
pursue under the HUI) community development block grant. The
energy and emergency block grant was to be funded at $1.4 billion;
no money was set aside solely for weatherization.

The administration favored the block grant approach in a variety
of social service programs, reasoning that consolidation reduces the
complexity and fragmentation of the current narrowly targeted cate-
gorical approach; with fewer Federal restrictions, States could formu-
late public policy that more accurately serves specific local needs.

The administration justified lowered funding levels in two ways.
First, less Federal involvement reduces Federal administrative costs.
Second, the reduction in program funding is deemed an essential part
of the administration's economic recovery program, which in turn will



benefit the elderly (and all others) by providing a sound economy for
the Nation.

D. AGING COMMITTEE HEARING ON "ENERGY AND
THE AGED"

For more than 10 years the Committee on Aging has been concerned
with the acute problem of energy and the elderly. The committee has
documented that some older Americans pay up to 50 percent of their
incomes for home fuel. The committee has also been responsible for
language in energy assistance legislation mandating priority of out-
reach for the elderly, and for oversight of the operations of these
assistance initiatives.

In light of the administration's significant proposed changes in
program design, the committee held an oversight hearing on April 9,
1981, entitled "Energy and the Aged." The hearing examined the per-
formance of the fiscal year 1981 programs and considered options for
future legislation. As committee Chairman John Heinz explained in
his opening remarks:

First, we want to explore whether funds under the proposed
block grant should be targeted for specific populations or
purposes to insure that the needs of the most vulnerable pop-
ulations will continue to be met.

Second, we are concerned about coordinating the energy
assistance and weatherization programs. Through the weath-
erization program, it is possible that fuel costs in the future
can be reduced, thereby reducing the cost of the energy assist-
ance program and at the same time conserving precious energy
resources.

The third major issue is the amount of Federal resources
that will be needed in the future to offset projected increases
in energy costs themselves..

Senator Chiles, the ranking minority member, observed:

The energy needs of this country will not disappear for
some time * * * Until that time, Congress must provide some
form of assistance to those who live in fear of the monthly
utility bills * * * Normal heat and humidity can cause ex-
treme discomfort and illness to persons afflicted with asth-
matic and respiratory conditions or heart problems. To these
people, many of whom are elderly, cooling is certainly not a
luxury. It is a medical need * * * Rising utility costs are a
burden on this entire Nation and the home energy assistance
program was designed to serve all of the regions.

Senator Cohen, conscious of the need to address the high cost of
Federal spending, warned against victimizing Americans in pursuit
of economic goals:

Although we must seek to make Federal energy assistance
programs more cost efficient, we cannot ignore the questions
that remain in the minds of elderly Americans throughout
each winter. Where will the money come from for the next



purchase of heating oil? Can I do without the medicine the
doctor prescribed? Can I skimp on the nutrition I require?
What life and death choices am I making? It is essential for
this committee to consider proposals that will make the low-
income fuel assistance program truly responsive to the needs
of the elderly.

Senator Percy joined Senators Heinz, Ohiles and Cohen in tempha-
sizing the importance of weatherization in permanently reducing
household fuel consumption and progressively reducing the demand
for fuel assistance:

Utility costs are reduced (through weatherization) be-
cause energy is saved after homes are insulated and storm
doors and windows have been installed * * * Weatherization
of these homes is long-term investment for the Federal Gov-
ernment that can save billions of dollars. Energy costs are
not going to come down, so unless we continue our efforts to
conserve it, payments for energy assistance are going to con-
tinue to climb at rapid rates.

The hearing's first witnesses were David Stockman, Director of the
Office of Management and Budget, and Linda McMahon, Commis-
sioner for Family Assistance at the Department of Health and Hu-
man Services, the office responsible for administering the LIEA pro-
gram. Both administration representatives supported the President's
block grant approach, stressing the gains in responsiveness and eff-
ciency that could be achieved through reducing Federal intervention.

Other witnesses included elderly people who participated, in the
energy assistance and weatherization program, State level program
administrators, and representatives of oil and gas suppliers. All found
some significant fault with both the administration proposals and, to a
lesser degree, with the current programs. There was unanimity, for
example, on the need for a more coordinated package of weatheriza-
tion services and fuel payments, as expressed by Jane Brown, a State
program official from Minnesota:

The combination of programs together makes sense. To con-
tinue to put heat in to a house which is not insulated, where
there are broken windows, where there are leaks around the
windows, does not make sense * * * Our aim is not just to
pay the bills of the household, but to weatherize their dwell-
ings, keep the heat in.

Witnesses also testified that the administration's weatherization pro-
posal offered no adequate substitute for the existing DOE program in
funding levels, resource targeting, or delivery of coordinated services.
It was agreed that the current, successful system of local delivery for
weatherization should not be changed in the ways proposed by the
administration. The director of the Maine Oil Dealers Association
gave as his first priority for improving the program:

Build upon the existing foundation. Trained weatheriza-
tion crews and administrative staff already exist. Millions
of dollars of equipment has been purchased. Delivery mecha-



nisms are already in place and can be modified to become
even more effective.

There was no consensus on designing an administrative mechanism
for delivering a more coordinated weatherization-energy assistance
program, but there was unanimity that, at the local level, both pro-
grams should be available through the same offices in a one-stop serv-
ice. Witnesses unanimously suggested greater targeting of program
elements in LIEAP than in the administration's proposal, but fewer
restrictions than in fiscal year 1981 law. Specific recommendations
included priority to elderly and handicapped, priority to the neediest,
inclusion of nonwelfare poor, benefits related to fuel costs and family
incomes, sufficient planning and reporting requirements to assure
proper implementation, and a significant percentage of funds set
aside for energy use only.

Most witnesses expressed deep concern about reduced energy assist-
ance funding, and all called for increased weatherization funding.

The simplest and most moving testimony in support of these pro-
grams came from the elderly beneficiaries, those present at the hear-
mg, and those who had contacted their representatives. One elderly
woman wrote Senator Cohen: "Last week the (weatherization) crew
came and did the most thorough and wonderful job of insulating my
home. I was just overcome with the whole business since I will be
saving fuel from now on. It would be an impossibility to keep this
house if it wasn't for the help I get." And 93-year-old Mona Musser
testified before the committee: "The only reason I am able to stay
in my home is because of these programs."

E. FISCAL YEAR 1982 LEGISLATION

1. LIEAP

Various drafts of legislation to continue these programs through
fiscal year 1982, attempted to address both problems with the fiscal year
1981 programs and the new administration's emphasis on a reduced
Federal role. The first bill on energy assistance was a modified version
of the administration's suggestions, introduced by Senator Jeremiah
Denton (S. 1089). $1.78 billion would be made available to States for
low-income households in need of energy assistance. All determinations
of eligible population and form of aid to be offered would be left up to
States.

Senator Lowell Weicker offered a bill (S. 1165) to reauthorize thefiscal year 1981 low-income energy assistance program with few sub-
stantive changes, and funded at $2.5 billion. This bill excluded some ofthe program's problem areas, such as building operators' payments andshutoff moritoria, but it retained Federal power to disapprove Stateplans.

Based on the Aging Committee's findings at the "Energy and the
Aged" hearing, Senator John Heinz introduced an energy assistance
block grant (S. 1189), which targeted assistance to the elderly andhandicapped, gave priority to households with the highest fuel costs inrelation to income, and assured coordination with weatherization.

89-509 0 - 82 - 17
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States would be accountable for how their funds were spent, but in a
simplified format. As Senator Heinz stated:

We are convinced that these provisions will produce a more
effective system for mitigating the impact of high energy costs
on the poor because they assure a more careful targeting of the
reduced funding levels available under our stringent budget
limitations--

The legislation that was finally enacted into law as part of the Omni-
bus Reconciliation Act of 1981 was known as the Low-Income Home
Energy Assistance Act. The act authorized up to $1.875 billion in each
of the next 3 years (fiscal years 1982-84)-Congress finally approved
an appropriation of $1.75 billion. Where consistent with efficient ad-
ministration of the program, benefits are targeted to those in greatest
need of energy assistance: The elderly and the handicapped; those
having the highest energy costs in relation to income; and those having
incomes below 150 percent of poverty or 60 percent of a State's median
income. The new legislation provides additional economic security to
eligible households by specifying that energy assistance payments can-
not be counted as income for other Federal programs. Outreach pro-
grams, especially for the elderly and the handicapped, are required,
as well as crisis assistance programs.

The law permits up to 15 percent of the block grant to be used for
financing weatherization services. It mandates coordination between
energy assistance payments and weatherization and it gives priority
to agencies experienced in service delivery. Program audits by the
Secretary of HHS are mandated.

On the other hand, State Governors are given substantial flexibility
in designing and implementing programs. States will receive fund-
ing after submitting plans developed with full public participation.
Funding can only be withheld if subsequent investigation reveals
violations of the act. Governors may transfer up to 10 percent of the
energy block grant to other social service programs, including those
mandated under title XX of the Social Security Act.

2. WEATHERIZATION

No reauthorizing legislation was passed for the weatherization
program. Three proposals were submitted; all are still pending before
the Senate Energy and Natural Resources Committee. Senator Wil-
liam Cohen proposed an ambitious, 3-year program to weatherize 2.65
million low-income homes, funded at $650 million in fiscal year 1982,
$1.54 billion in fiscal year 1983, and $2.2 billion in fiscal year 1984.
States would have broad discretion to provide locally suitable pro-
grams. Senator Weicker introduced a $400-million consolidation of
existing low income, State and local, and school and hospital weatheri-
zation activities into a single energy conservation grant to States (S.
1166). Priority would be mandated for the elderly and handicapped,
and 65 percent of funds would have to be spent on weatherization.

In response to the administration's recommendation that S. 1166
be replaced with a less restrictive block grant, Senator James McClure
introduced a bill (S. 1544) that would repeal and replace all existing
categorical conservation grant programs and limit total funding to



$200 million per year. States would have no restrictions in regard to
what programs need be funded.

While these bills are still under consideration, the DOE weather-
ization program remains in place, funded at a level of $144 million.

F. ISSUES FOR 1982

A number of issues raised during 1981 are likely to shape the debate
over the need for energy assistance in 1982.

First, debate looms over whether decontrol of natural gas should
be accelerated and, if so, whether that accelerated decontrol should be
accompanied by a windfall profits tax similar to the one imposed on
deregulated oil. If decontrol of natural gas is accelerated, the impact
on the elderly and those with low incomes is likely to be dramatic.
However, if decontrol of natural gas is accelerated, Congress could
insist that the additional tax revenues be used in part to protect the
elderly from its worst effects.

In addition, Congress may again debate whether there is to be any
weatherization program. As mentioned previously, no specific funding
has been reauthorized for this program, although several bills are
pending at the end of 1981 which would provide such funding.

As for low-income energy assistance, again, the issue will be whether
this program is retained in its present form, whether it will be replaced
with a block grant, or whether the responsibility for the program will
be turned over fully to the States as part of the New Federalism ini-
tiative put forward by President Reagan in his state of the Union
address of January 26, 1982.



Part III

EMPLOYMENT
During 1981, the Congress placed increasing emphasis on the need

to provide employment opportunities for older workers. The major
factors contributing to this heightened interest in employment were:

-An increasing awareness in our society that older Americans are
skilled, reliable, and productive workers and are a great resource
to the Nation.

-The interest of older people themselves in a meaningful role in
the social and productive life of our communities and our country.

---The financial problems facing social security and the 'realization
that continuation of the present trend toward early retirement
will seriously endanger the system's ability to meet benefit pay-
ments in the decades ahead.

-The impact of inflation on retirement income and savings which
is making it increasingly difficult for many retired people to main-
tain their standard of living without some continued earnings
from employment.

-The vast improvements in the health of older people, longer life-
span, and the recognition that work is beneficial to physical and
mental health.

Today, there are nearly 26 million persons in the United States who
are 65 or older. This figure is expected to increase to 36 million by the
year 2000, and to 65 million by 2030.

These dramatic population shifts carry obvious economic and social
implications and will require now policy directions in the future. In
addressing the 1981 White House Conference on Aging, Senator John
Heinz said:

I believe you will agree that the central challenge to this
Conference is not just to insure economic security or adequate
health care services, as important as these are, but to recom-
mend policies designed to endow older men and women with
more genuine opportunities for self-fulfillment.

Surveys consistently show that there is a strong interest among
older people in continuing some form of work after retirement. A
Harris poll released on November 18,1981, found:

-Among all those now working in the key preretirement age 'be-
tween 55 and 64, a majority of 79 percent are opposed to stopping
work completely when they retire.

-73 percent favored 'greater availability of part-time work.
-66 percent favored job-sharing opportunities.
-68 percent favored a job involving a day or two a week to work

at home.
-90 percent of all ages surveyed felt that nobody should be forced

to retire because of age.
(249)
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During the 1980's, skilled labor will be in increasing short supply
as the relative number of younger workers entering the work force
diminishes. This fact will challenge the American economy to find a

way to tap the pool of older workers and to find ways to restructure
working conditions and hours in order to retain and attract older
workers who wish to remain productive.

The importance of earnings to the economic well-being of older per-
sons is demonstrated by the fact that people 65 and older with employ-
ment earnings and no social security or other pension have a higher
median income than any other subgroup. In 1978, the median income

of couples 65 and older receiving employment earnings was $13,170,
compared with $7,870 for couples with no earnings.'

Despite the expressed desire of older people for more flexible work

opportunities and the importance of earnings from employment to an

adequate retirement income, the trend toward early retirement among
older male workers is now a well-established fact. One-third of all

social security beneficiaries currently retire at age 62. Since the incep-
tion of early retirement, the number and percentage of persons of both

sexes retiring early and receiving actuarially reduced benefits have

steadily increased. In 1968, 48 percent of all new social security pay-
ment awards to men were to claimants under 65, compared to 61 per-
cent in 1978. In 1968, 65 percent of all new awards to women were to

claimants under 65, compared with 72 percent in 1978.
Should the trend toward earlier retirement continue, it will have a

serious impact on the social security system in the decades ahead. A

deficit is expected to occur in social security after the turn of the cen-

tury primarily as a result of the retirement of the post-World War II

"baby-boom" generation. No one can say for certain that the ratio of

retirees to contributing workers will grow precisely as now forecast,
but the basic trend to smaller families means proportionately fewer

workers in the future. More frequent early retirement, combined with

continued improvements in health, will therefore mean a dramatic

increase in the retired population. The expected change in the ratio of

workers contributing payroll taxes into the system to the number of

retirees drawing benefits is expected to result in deficits after the turn

of the century.
In addition, it should be noted that the Nation will need the produc-

tive contributions of older workers to maintain its standard of living
in the future. Currently, the largest single group of people in the work

force, comprising about 70 percent of those with jobs, are 44 years of

age or younger.
The striking fact is that by the end of the 1980's that group will stop

growing and actually start declining in actual numbers. Without un-

precedented increases in productivity, the only way to maintain our

standard of living will be to increase the size of the work force by bet-
ter utilizing the talents, skills, and experience of older workers.

I Bureau of the-Census.



A. OLDER WORKERS IN THE U.S. LABOR FORCE:
A PROFILE

1. THE OLDER WORKER LABOR FORCE-SEPTEMBER 1981
There are a total of 2,983 million workers over age 65 in the labor

force-1,836 million of these are men and 1,147 million are women.
There are 11,648 million workers between the ages of 55 and 64 in the
labor force-7,115 million are men and 4,533 million are women.
These older workers make up 13.4 percent of the U.S. labor force.

2. LABOR FORCE PARTICIPATION RATES FOR OLDER WORKERS

The U.S. labor force includes workers who are employed and
actively seeking employment. The participation rate is the percentage
of individuals in a given group (e.g., age group) who are in the labor
force.

Labor force participation rates for men aged 65 and over has
dropped from 34 percent in 1960 to slightly less than 20 percent in
1981. For men aged 55 to 64, the rate has dropped from 87 percent in
1960 to 72 percent in 1981.

The participation rates for women over age 65 was and still remains
low. In 1960 slightly over 10 percent of this group was in the labor
force. In 1981 that rate dropped to 8.1 percent. There has been a slight
increase in labor force activity for women aged 55 to 64. In 1960, the
rate was 37 percent. That has gradually risen to 41.5 percent in 1981.
The following chart illustrates the labor force trends of older workers
from 1960 to the present.

3. TRENDS TOWARD EARLY RETIREMENT

Data from the Social Security Administration illustrate the con-
tinuing trend to early retirement. The following chart shows the in-
creasing percentages of individuals taking early retirement benefits
at age 62. We cannot conclude, however, that all individuals receiv-
ing the early benefit are out of the labor force. Some may work until
they reach the earnings limitation level ($4,440 between ages 62 and
65). They then may drop out of the labor force rather than be penal-
ized $1 in benefits for each $2 earned.
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Awards To Retired-Workers For Early Retirement
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4. PART-TIME 'EMPLOYMENT AND OLDER WORKERS

Part-time work is deffined by the Department of Labor as ranging
between 1 and 34 hours per week. Older workers, especially those age
65 and over, prefer and seek part-time work. In 1976, 710,000 male
workers and 554,000 females over age 65 worked part time. By 1980,
the number of men rose to slightly over 800,000--an increase of 11.2
percent--and for womyen to 614,000-an increase of 10.8 percent. The
following charts illustrate the continuing interest of these older work-
ers in part-time work.

It should be noted that popular surveys, conducted by groups such
as Louis Harris Associates, underscore the growing interest in part-
time employment among older workers. The Bureau of Labor statis-
ties presented here offer stronger support of that trend.
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B. TOWARD A NATIONAL POLICY FOR OLDER
WORKERS

The Special Committee on Aging held a hearing on October 29,
1981, on "Older Workers: The Federal Role in Promoting Employ-
ment Opportunities." In conjunction with that hearing, Senator Heinz
released a special report__"Toward a National Policy for Older
Workers," prepared by the Special Committee, whicTh expToresliiiff
riers to employment and suggests ways in which job opportunities
can be enhanced.

Based on a prior report prepared by the Federal Council on Aging,
the committee's report has been widely disseminated to professionals in
the field of aging, advocacy groups, and business and industry to en-
courage further discussion and the development of a national older
worker policy.

Copies of the report are available from the Special Committee on
Aging.

The executive summary of the report states:

Age discrimination in employment continues to play a
destructive role in limiting employment opportunities for
older workers, as manifested by the increasing number and
scope of complaints reaching the Equal Employment Op-
portunity Commission (EEOC) and litigation pending in the
Federal courts. The Age Discrimination in Employment Act
(ADEA) provides basic civil rights protection for older
workers and for older persons seeking to reenter the labor
force. But recent developments and cases suggest that there
are weaknesses in the law which should be corrected.

Older worker employment programs in the United States
have varied greatly in design, funding levels, and emphasis
over the past years.

Although the Comprehensive Employment and Training
Act (CETA) represented the Nation's basic manpower poliev,
older workers participated minimally in this program. Title
V of the Older Americans Act of 1965, as amended, provides
part-time work for older persons who meet certain Office of
Management and Budget (OMB) poverty criteria. The pro-
gram serves more than 54,000 older individuals. The larger,
more expensive training and employment programs, however,
appear to be directed at disadvantaged youth. The smaller,
part-time work program is directed at older workers. There
are certain values and policy implications involved in this
dichotomy which deserve careful scrutiny.

Current employment programs sponsored by the U.S. Gov-
ernment can be changed to provide more equitable services to
older workers. And there are many new policy and program
initiatives which can and must be explored over the coming
decade if the Nation is to develop a policy recognizing the
older worker as a valuable human resource.

For example, an affirmative action program for workers
between the ages of 40 and 70 might assure that these in-
dividuals (including older women and minorities) gain ready
access to jobs made available through Federal contracts to
major employers in the United States.
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Congress could design and legislate special unemployment
insurance and job retraining programs for middle-aged and
older workers to enable them to remain in-or reenter-the
labor force when external economic pressures would otherwise
force them into premature labor force withdrawal.

Congress should also explore alternative employment pro-
grams which would provide older workers with incentives to
defer retirement; provide employers with motivation and in-
centives to develop retention programs for older employees;
and promote part-time employment opportunities for retired
individuals seeking limited work opportunity.

Further, officials from the Department of Commerce, and
Labor, along with representatives from the Administration on
Aging, could assess and develop economic impact programs
which can lead to job opportunities for older workers along
with the other age groups in the labor force.

Current retirement policies should also be reconsidered.
Various experts and observers have pointed out that continu-
ing the present level of retirement income support is largely
dependent on a combination of economic and demographic
factors. If, for example, double-digit inflation abates over the
coming years and if the economy as a whole does not slide into
serious recession and the U.S. labor force achieves reasonable
levels of productivity, then we may be able to afford current
benefit levels. And older persons most likely will continue to
retire at the expected early or normal retirement age.

But if economic conditions are more severe, then the sup-
port of an additional 5 million older persons in "full" re-
tirement at the end of the decade, and millions more in
subsequent decades, raises many questions. Will the retirement
income, from whatever combination of sources, be adequate?
Will able, older retirees be forced to engage in some sort of
employment activity to make ends meet? Much has been
written about how inflation has eroded the incomes of older
persons who retired 10 or more years ago on what then seemed
to be an adequate retirement income. Retirement policies
should focus on removing the disincentives which tend to
push, or lure, older workers into retirement. A policy objec-
tive is to provide options within the retirement system which
would allow for continued, part-time work, periodic callback
to the workplace, and provisions for hiring new older workers.

Employment as an alternative to retirement should be thor-
oughly examined as one means to alleviate financial stress
on the public and private pension systems as the Nation's
older population expands over the coming decades. But, once
again, new knowledge and tools are needed if employment and
retention options are to become practical realities for older
workers and prospective employers.

If a national older worker policy is to be developed, a ma-
jor effort at organizing and disseminating present research
and knowledge on age, work, and retirement must be made.
The employer community at large and, specifically, personnel
administrators and human resource managers, need to know
how to utilize older workers; and they need the tools and



methods to do so. Furthermore, new knowledge is needed
about older workers, their productivity and job aspirations,
and how organizations can develop and utilize the skills and
experience of older workers in new and effective ways. The
gradual aging of our population makes this knowledge all the
more necessary.

Schools ofgerontology, business administration andin-
dustrial relations need to collaborate and share their experi-
ence as it applies to the aging process and the adjustment of
work and retirement systems to accommodate this process in
the workplace. Schools of medicine with established programs
in geriatrics also need to cooperate in generating research and
information which can help in the developing of flexible em-
ployment and/or retirement systems.

In the preface to the report, Chairman John Heinz and ranking
minority member Lawton Chiles noted:

While the Special Committee on Aging as yet does not en-
dorse any specific recommendation made by the Federal Coun-
cil on the Aging, the substance of the report and the options
raised can serve as a springboard for consideration and de-
bate of a national older worker policy.

The specific recommendations made by the Federal Council on

Aging are:

AGE DISCRIMINATION IN EMPLOYMENT

(1) The Equal Employment Opportunity Commission
(EEOC) should change the current set of regulations on
ADEA which permit employers to not credit years of serv-
ice beyond age 65 in calculating a worker's final retirement
benefit.

(2) Congress should remove the provision in ADEA (Pub-
lic Law 95-256, 92 Stat. 189, 1978) which permits employers
to refuse to hire or to terminate a worker if age, of itself, can
be shown to be a bona fide occupational qualification (BFOQ)
essential for the performance of a special job.

(3) The Department of Labor, pursuant to the mandates
of the ADEA, should develop and implement, in collabora-
tion with other appropriate Federal agencies, a specific re-
search, training, and information dissemination program di-
rected at employers in order to highlight the skills and expe-
rience that middle-aged and older workers possess.

(4) The mandatory retirement limit, set at age 70 in the
1978 amendments to the ADEA, should be abolished.

OLDER WORKERS EMPLOYMENT PROGRAM

(1) The Department of Labor should direct regional ad-
ministrators and local prime sponsors to comply with the
specific CETA planning requirements, outlined under titles
I and II of the act, directing that a special labor force anal-
ysis be completed on older workers and other targeted groups.
The results of the analysis are to be used in formulating spe-
cial service programs for these groups. Specifically, the De-
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partment of Labor should carry out appropriate procedures,
including regional and local oversight hearings, if necessary,
to assure compliance with the Age Discrimination Act
(ADA) of 1975, as amended, especially as this statute applies
to all CETA training programs.

(2) Federal regulations which exclude workers from par-
ticipating in apprenticeship programs funded by the U.S.
Government solely on the basis of age should be abolished.

(3) The Department of Labor should allocate at least $10
million in fiscal year 1981 to implement the middle-aged and
older worker program described in title III, section 308, of
the 1978 CETA amendments.

(4) The Department of Labor should design and put into
effect a national older worker program as required by statute.

(5) The senior community service employment program
under title V of the Older Americans Act should be expanded
on the basis of : (a) An assessment of the proportion of work-
ers in need of the program over the next 5 years; and (b) an
assessment of the impact and effectiveness of the program in
terms of benefits to participants, services to agencies and peo-
ple served, and the overall benefit to the economy and the gov-
ernment.

NEW EMPLOYMENT OPPORTUNITIES

(1) The Department of Labor should develop an affirmative
action program for middle-aged and older workers to assure
that these individuals gain access to jobs made available
through Federal contracts to major employers in the United
States.

(2) Congress should establish a special unemployment in-
surance and job retaining program for middle-aged and older
workers to enable them to remain in or reenter the labor force
when economic pressures force them to withdraw from the
labor force involuntarily.

(3) Congress should establish a retirement alternative em-
ployment program which would: (a) Provide workers with
incentives to defer retirement; and (b) provide employers
with incentives to develop retention options for older
employees.

(4) The Departments of Commerce, Agriculture, and
Labor should collaborate with the Small Business Adminis-
tration and the Administration on Aging to develop and
assess economic impact programs which will identify entre-
preneurial, job and other self-employment opportunities for
middle-aged and older workers.

RETIREMENT POLICIES

National retirement policy, as manifested through the
social security system and regulatory laws affecting pensions,
should be reassessed with a view toward encouraging con-
tinued, varied and nontraditional employment opportunities
for middle-aged and older workers.



Chapter 10

FEDERAL PROGRAMS FOR OLDER WORKERS

A. OVERVIEW

There have been several overlapping phases in the development of
older worker policy and programs on the part of the Federal Govern-
ment. The first phase consisted of a directed effort by the Department
of Labor (DOL) to identify and to respond to the specific needs of
older workers seeking jobs. The effort began in the early 1950's and has
continued in one form or another to the present.

A second phase began with the Manpower Development and Train-
ing Act of 1962 (MDTA) which represented the Nation's first major
attempt to train individuals for job opportunities.

A decade later, the Comprehensive Employment and Training Act
(CETA) carried this effort forward, but through different jurisdic-
tional procedures. It was amended in 1978 to include specific planning
directives and program components referring to older workers. How-
ever, neither the MDTA nor the CETA has been particularly respon-
sive to older workers.

1. BUREAU or EMPLOYMENT SEGURITY PROGRAMS (DOL)

The earliest efforts to define and deal with problems facing older
workers came through a series of research and demonstration programs
carried out by the Bureau of Employment Security (BES) in the
Department of Labor in the early 1950's. Through a series of studies,
BES officials found that counselors and staff of the State employment
security agencies, which were responsible for labor market exchange
functions throughout the Nation, needed special training if older
workers were to achieve job placements. Training was subsequently
provided on an experimental basis in seven cities and, as a result of
these demonstrations, the BES initiated a national older worker pro-
gram. Its own personnel received older worker training and, in turn,
trained State employees. Older worker State supervisor positions were
established on the State level, and older worker specialists were placed
in the network of local employment service offices.

The program represented a clearly defined older worker policy by
the Federal Government, but because of the semiautonomous relation-
ship between BES and the States, programs in the States developed
in an uneven fashion. In States with a larger older population, the
program tended to be more viable and effective. In States with dif-
ferent population compositions, lesser efforts were made. Economic
conditions also affected the program performance, with more emphasis
placed on younger workers during times of high unemployment.

(260)



The older worker program still exists in State employment agen-
cies where such program priorities and concerns are held impor-
tant. However, there is no longer any major effort on the Federal
level to conduct studies, carry out demonstrations, or educate em-
ployers about older workers.

At the January 1982, meeting of the National Commission for Em-
ployment Policy, this group announced their intention to conduct
a year-long study on the plight of the older worker. At the same
meeting, the commission members discussed a strategy for evaluating
national employment policy for older Americans and agreed to co-
operate with the Department of Labor, the Administration on Aging,
and several congressional committees as they study this problem.

2. MANPOWER DEVELOPMENT AND TRAINING ACT OF 1962 (MDTA)

Enacted in 1962, the Manpower Development and Training Act
(MDTA) marked a new era in employment and job training policies
developed by the Federal Government. Based on a perceived need
to avoid major disruptions in the labor force expected to occur be-
cause of the rapid expansion of technology, especially in computer
technology, the act focused on the need for training, education, andcounselng to assist in converting the skills of workers to meet the
anticipated needs of a technological society.

When the expected disruption in the work force did not occur, theMDTA shifted its job training emphasis to a new segment of thepopulation, the young and the disadvantaged, especially minorities
with limited education.

From 1963 onward, amendments to MDTA gradually increased theproportion of funds available for youth training and allowances.As a result, the U.S. Employment Service (USES) system underthe Department of Labor had to learn and manage a new series ofmanpower development functions. In addition to their previous respon-sibilities in dealing with job referrals, job applicants, job orders andcounseling, it was necessary to deal with recruitment, outreach, intake,
and new training procedures.

Given the new priorities and programs assigned to USES, the exist-ing older worker program received less attention and employment
services for older workers declined.

3. EcoNomic OPPORTUNiTy ACT OP 1964 (EOA)

Under the Economic Opportunity Act (EOA) of 1964, a part-timework program, operation mainstream, was developed. It was directedtoward the handicapped, older worker, and youth who needed part-time employment to supplement their incomes. Participants were
placed primarily in subprofessional work roles in human services
agencies.

The Federal Government subsidized the wages of participants fora period with the expectation they would be hired by the agency or asimilar one, once the subsidy ended. With a modest funding base of$5 million and limited older participants, about 2,000, the program was

89-509 0 - 82 - 18
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to become the model for the senior community service employment
program.

4. SENIOR COMMUNITY SERVICE EMPLOYMENT PROGRAM (SCSEP)

First enacted in 1973 as title IX of the Older Americans Act, the
senior community service employment program (SCSEP) was im-
plemented bythe Department of Labor and administered by-national
contractors. In 1976, Congress substantially increased the senior em-
ployment funding and for the first time allocated 20 percent of the
appropriation to State governments.

The 1978 amendments to the act redesigned the SCSEP as title V,
defined low income as 125 percent of the Bureau of Labor poverty
index to allow the near poor to participate in the program and directed
more job slots to State governments. This revised law also directed
the Secretary of Labor to reserve a percentage of future appropriations
to improve the transition from community service job to private sector
employment.

Total SCSEP funding for the 1981-82 program year was $277.1
million which supports $54,200 public service positions. The Omnibus
Reconciliation Act of 1981, Public Law 97-035, included a level of
$277.1 million for program year 1982-83, and $293.7 million for year
1983-84.

The program is open to income-eligible persons age 55 or over. The
variety of jobs in which workers are placed meet many community
service needs and older participants give much more time and effort
than the hourly requirement. However, the primary goal of the pro-
gram is keeping individuals who want to continue working in the
labor force. Considered one of the most effective and popular pro-
grams for older workers, the program has more than repaid the Fed-
eral Government's investment of tax dollars.

TABLE 1.-Percentage of Older Workers in the SUSEP by Age

Age: Percent
55 to 59 -------------------------------------------------------- 20
60 to 64- ---------------------------------------------- 28
65 to 69 ---------------------------------------------- 27
70 to 74- -------------------------------------------------------- 16
75 and over ------------------------------------------- 9

5. COMPREHENSIVE EMPLOYMENT AND TRAINING AcT or 1973 (CETA)

The major difference between the Comprehensive Employment and
Training Act (CETA) and its predecessor, the MDTA, involved
administration. Under MDTA, administration was the responsibility
of the Departments of Labor and Health, Education, and Welfare
(now Health and Human Services) and other related agencies. Under
CETA, program administration and management was shifted to
State and local jurisdictions.

CETA was designed to provide training and employment oppor-
tunities for economically disadvantaged, unemployed, and underem-
ployed persons to enable them to secure self-sustaining, unsubsidized
employment.
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Under CETA, prime sponsors-mainly governmental units in areas
with populations of 100,000 or more, are responsible for locally tai-
lored comprehensive programs of training, employment, and related
services.

In 1978, CETA was reauthorized through 1982, and a number of
provisions were added to more clearly direct program efforts to serv-
ing low-income or disadvantaged people.

The CETA legislation makes specific authorization for provision
of services to older workers. Section 215 authorizes prime sponsors to
assist older workers in overcoming age-induced barriers to employ-
ment. Prescribed assistance includes skills training and updating,
remediation to compensate for physical changes associated with aging,
overcoming of employer age stereotyping, financial barriers inhibiting
labor force participation, and job development efforts to expand
appropriate job opportunities. The Secretary of Labor is responsible
for insuring that each prime sponsor's plan contains appropriate ac-
tivities addressing the employment problems of older workers.

Despite the requirement that annual plans submitted by prime spon-
sors include activities for older workers and specific language in the
legislation which includes persons 55 years of age or older, CETA
has been primarily concerned with youth and young adults.

As table 2 indicates, the older an individual becomes, the less likely
he or she is to participate in any CETA program. Individuals age
45 to 54 constitute less than 10 percent of participants. Those age 55
to 64 don't reach the 6 percent level, and those over 65 do not reach
the 1-percent mark of the total program's participants.

TABLE 2.-CETA PARTICIPANTS BY TITLE AND AGE GROUPS, 1976 AND 1980

1976 1980

Title Title
Title II Title III Title VI1 Il(bXc) II(d) Title VII

Total participants (100 percent)------------ 1 425 000 197 500 431 600 1, 113, 800 486, 400 410 408Under 22 (percent)---------------------- ' !6. 5 H2.2 21.4 47.9 36.1 '4.222 to 44 (percent) ---------------------- 36.5 63.9 64.7 45.7 51.5 62.845 to 54 (percent) ----------------------- 4.1 8.8 8.8 4.1 7.5 7.655 and over 2 (percent)------------ ------ 2.9 5.0 5.0 2.3 5.0 5.4

nAs a result of the 1978 CETA amendments, the title numbers changed. The programs under the different titles havenot chanced.2 Age breakouts 55 to 64; 65 and over are not reported.
Source: U.S. Department of Labor, Employment and Training Administration.

CETA PROJECTS FOR MIDDLE-AGED AND OLDER WORKERS

Title III, section 308, of CETA represents an effort to allow a
variety of sponsors to develop unique approaches in the training
and employment of older workers. It allows for the use of a variety
of human resource development techniques not found in other parts
of the CETA program. Above all, the program seeks to develop em-
ployment and training opportunities which are different from those
found in the SCSEP approach.

Programs falling under title III are discretionary. The Secretary
may allocate funds to programs which are not covered under other
titles or may choose not to fund a program.
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Section 308 calls for a variety of training programs for middle-aged
and older workers over 55. It also calls for research about the relation-
ships between age and employment and the dissemination of informa-
tion to employers to help them better understand and utilize older
workers.

New program approaches are needed. For example, sponsorship of
programs under this section is not limited to the CETA network, but
may include business organizations, labor unions, educational institu-
tions, and a variety of community-based organizations not usually
involved with older workers. Special emphasis is placed on skill assess-
ment of participants and the use of functional norms, rather than
formal testing as means to place older workers in jobs.

Section 308 (b) (4) calls for the establishment of second career op-
portunities for older workers. Emphasis is placed on cooperation
between older program participants and program managers. They
are to mutually develop and work out career objectives, determine the
steps to achieve them, and define accountability measures for both
parties in pursuing the second career objective.

The DOL allocated $2 million to implement the section 308 program
in fiscal year 1981. The Omnibus Budget Reconciliation Act of 1981
did not provide a specific authorization for the program. Up to 5 per-
cent of the $219 million for all title III programs can go to section 308.

However, at a hearing held by the Special Committee on Aging on
October 29, 1981, Malcolm R. Lovell, Jr., Under Secretary of Labor,
indicated DOL would allocate only $500,000 for 1982.

B. COMMITTEE ACTIVITIES DURING 1981

1. COMMITTEE HEARINGS

The Special Committee on Aging held two hearings concerning older
workers and work patterns during 1981. The first, on June 18, "Early
Retirement: Implications for Social Security," was one of a series
of four hearings exploring the short- and long-term financing prob-
lems facing the social security system.

The hearing focused on three major topics-early retirement pat-
terns of older workers and the impact they have on social security fi-
nancing; disincentives in current retirement and pension systems as
well as the social security system, which encourage early retirement;
and possible incentives to encourage employers to retain older workers
and to encourage older workers to defer retirement.

The details of the hearing are more fully discussed in chapter 3,
social security. However, it is important to note that in May, President
Reagan had proposed reducing social security benefits for early re-
tirees at age 62, from 80 to 55 percent of full benefit, beginning in
1982. Some proponents of this approach viewed it as a method of
keeping older workers on the job longer.

At the opening of the second hearing, "Older Workers: The Federal
Role in Promoting Employment Opportunities," held on October 29,
Chairman John Heinz disagreed with this approach, saying:

The Federal Government should expand opportunities and
remove obstacles to employment for older workers, not at-



tempt to coerce them into working longer through drastic cuts
in social security benefits. Reversing the trend toward early
retirement should not be done by penaJizing those who retire
before age 65, many of whom have no other choice, but by re-
warding those who voluntarily work longer.

The hearing examined incentives and disincentives for continued
employment of older workers and explored ways to promote job
opportunities.

Among the major employment and pension policies identified as
discouraging older workers from staying on the job were:

-Mandatory retirement at age 70. A preliminary report of the
Department of Labor was cited indicating that eliminating man-
datory retirement would stimulate jobs for more than 400,000
workers over 60.

-Regulations under the Employee Retirement Income Security
Act (ERISA) which permit employers to stop the accrual of
pension benefits for workers over 65. Without the accrual of pen-
sion benefits, many older workers feel there is little to be gained
by staying on the job.

-ERISA regulations which allow the payment of pension benefits.
-The earnings limitation under social security which prohibits a

persan over 65 from collecting benefits if he or she earns more
than $5,500 ($6,000 as of January 1, 1982) per year. While this
does not apply to people over 72, it is a serious disincentive for
those between 65 and that age.

-Age discrimination practices.
In addition, a number of incentives which would encourage older

workers to remain in the work force were identified, including:
-Increasing the delayed retirement credit under social security for

workers who stay on the job beyond age 65.
-Encouraging private sector employers to provide job retention

and retraining programs, second career opportunities, and job
sharing, part-time, and flex-time work schedules for older workers.

-Educating employers concerning the productivity and capabili-
ties of older workers.

Representing the administration at the hearing, Malcolm R. Lovell,
Jr., Under Secretary of DOL, supported the elimination of the earn-
ings limitation under social security, but further stated: "This is a
time of scarce resources; it would be inappropriate to imply that
major new programs in this area will be proposed by this administra-
tion."

Under Secretary Lovell also testified that, "At this time, our in-
tention is that moneys expended for older workers under section 308
of the Comprehensive Employment and Training Act (CETA) will
total $500,000 for 1982." This compares with $2 million allocated by
DOL for section 308 programs in fiscal year 1981.

Dr. Harold Sheppard, associate director of the National Council
on Aging, called for updating of skills of older workers, career coun-
seling, opportunities for second careers, part-time work, job-sharing,
and other forms of gradual retirement, and special focus on employ-
ment of older workers by the small-business employer sector.



E. Douglas Kuhns, assistant director of research for the interna-
tional Association of Machinists & Aerospace Workers, said that al-
though the regulations which allow an employer to grant no pension
credit after age 65 were designed to encourage employers to retain
people over 65, they actually dissuade employees from staying.

The Special Committee on Aging also held an oversight hearing on
the Older Americans Act in which issues relating to the senior com-
munity service employment program under title Vwere addressed.

Gorham Black, secretary of aging for the Commonwealth of Penn-
sylvania, suggested the transfer of the administration of title V from
the Department of Labor to the Administration on Aging.

It is clear to us that the Department of Labor really does
not understand the aging network of services and has com-
plicated our activities at the State level by imposing report-
ing and administrative procedures which do not mesh well
with our other Older Americans Act requirements. In addi-
tion, confusion and conflict sometimes occur at the local level,
due to the fact that title V funding is channeled into com-
munities through both national contract organizations and
State units on aging.

Secretary Black noted, however, that these were relatively small
problems.

The real problem is that the title V program treats only the
symptoms of unemployment rather than its cause. The title
V program creates community service jobs for low-income
older persons who would otherwise be unemployed. This is
laudable. However, it does little to impact upon private sec-
tor employment, and much more serious actions must be taken
if we are to provide all older persons with the opportunity
to work.

Janet Zobel, national program director of the seniors in community
service program, National Urban League, Inc., urged the committee
to consider the following recommendations concerning title V:

The extension of the program for at least 2 years, prefer-
ably 3, with minor changes in current program design: con-
tinued cooperation and coordination between national and
State sponsors; maintenance of current income criteria, given
budgetary constraints and income disparities among older
persons; special emphasis of geographical targetina to areas
of greatest need and to individuals who are most in need of
employment among minority older adults, special recognition
of their needs and specific guidance that any future expansion
in the program will provide for equal division of new slots
among national sponsors.

Ms. Zobel also recommended greater budget flexibility to allow for
private sector job development, employer seminars, and other initi-
atives to enhance private sector relations.



2. LEGISLATION

A. OLDER AMERICANS ACT AMENDMENTS OF 1981

As the result of an amendment introduced by Senator Lawton
Chiles, title V, the senior community service employment program, of
the Older Americans Act was amended to place greater emphasis on
moving people from subsidized community service jobs into private
sector employment. The senior community service employment pro-
gram (SCSEP), has demonstrated its effectiveness in placing older
workers in public service jobs, but has been relatively ineffective in
moving workers out of those jobs into nonsubsidized positions in the
private sector.

Senator Chiles' amendment instructs the Department of Labor
(DOL), which administers the SCSEP, to address the employment
needs of older workers and to more fully develop a partnership be-
tween the public and private sectors.

DOL is now required to use at least 1 percent, but not more than 3
percent, of the funds in excess of the 1978 funding level under title V
to demonstrate methods of training and placement of eligible persons
in the private sector. This was previously permissive in the act and
was not implemented by DOL.

B. OLDER AMERICANS EMPLOYMENT OPPORTUNITY WEEK

The Senate unanimously agreed to a resolution introduced by Sen-
ators Heinz and Chiles on June 22, calling on the President to desig-
nate the week of September 6 as "Older Americans Employment
Opportunity Week."

The resolution called upon-
(1) Our Nation's employers and labor unions to give special con-

sideration to older workers with a view toward promoting expanded
career and employment opportunities for older workers who are will-
ing and able to work, and desire to remain employed, and to retired
seniors who wish to reenter the work force.

(2) Voluntary organizations to examine the many fine service pro-
grams which they sponsor with a view toward expanding the impor-
tant service roles older workers are engaged in.

(3) The U.S. Department of Labor to give special assistance toolder workers through job training programs sponsored by the Com-prehensive Employment and Training Act, job counseling through theU.S. Employment Service, and additional support through its older
worker program; and

(4) The citizens- of the United States to observe this week with ap-propriate programs, ceremonies, and activities.

3. OTHER COMMITTEE ACTIVITES

A. EMPLOYEE RETIREMENT INCOME SECURITY ACT (ERISA)

One of the disincentives to continued employment for older workershas been regulations issued by the Department of Labor to implement
the Employee Retirement Income Security Act (ERISA) whichpermitted employers to suspend pension benefits for retired employees
who return to work.



As the result of the intervention of Senator Heinz, other Senators
and national organizations, with the Secretary of Labor, DOL issued
final regulations, effective January 1, 1982, insuring that pensioners
will be permitted to work up to 39 hours per month without having
their pension benefits suspended.

In a letter to the Secretary of Labor, written on August 7, 1981,
Senator Heinz stated:

As chairman of the Senate's Special Committee on Aging,
I am writing to urge that you authorize the Department of
Labor to put into force the final regulations governing the
'suspension of benefit rule' under ERISA. Unfortunately,
the Department recently deferred their effective date until
September 1.

* * * I want to point out a particularly glaring deficiency
in private pension policy, whereby plans are allowed to sus-
pend benefits to workers over 65 who return to work in the
same industry. Many older workers never even contemplate
a prolonged worklife, because of the certain knowledge that
their benefits will be suspended. In the past, the Department
of Labor has delayed issuing regulations implementing the
ERISA law regarding the suspension of benefits. And now,
DOL has deferred, for the third time, the effective date of
this regulation.

I therefore urge you to put an end to the Department's
long record of procrastination in this area, to take an incre-
mental step that will improve the opportunities for older
Americans, and to approve the final regulation in question.

C. OTHER CONGRESSIONAL ACTION

Representative Claude Pepper, chairman of the House Select Com-
mittee on Aging, introduced the Older Worker Employment Incen-
tives Act of 1981 (H.R. 3397) on May 1, 1981. The bill proposed:

-Amending the Employee Retirement Income Security Act
(ERISA) to insure continued pension accrual for older workers.

-Amending the Social Security Act to liberalize the earnings lim-
itation and to increase the delayed retirement credit.

-Amending the Internal Revenue Code to provide tax credits to
employers who hire low-income workers age 62 and over.

-Amending the Age Discrimination in Employment Act to abolish
all forms of age-based employment discrimination.

As of the end of the 1st session of the 97th Congress, the bill was
in the Labor and Education Committee, Subcommittee on Employ-
ment Opportunities, and the Ways and Means Committee, Subcom-
mittee on Social Security.

The House Select Committee on Aging also held two hearings on
employment for older workers.

The first, "Older Working Americans: A Productive Trend," was
held on September 8, 1981, "To examine the ill-conceived notion that
at age 60 or 65 or 75, a person is automatically ready for the idle
pasture."



Studs Terkel, 69, author of "Working," told the committee: "One
of the great needs of our time today * * * is a need for self-esteem,
a need for self-worth. When a job is taken away, no matter what the
reason given--in this case a calendar age-that person is half a per-
son. * * * I think options for the person working for 30 years is
mandatory."

A panel of four older workers presented testimony favoring the
elimination of mandatory retirement, providing incentives for older
workers to remain on the job longer; and providing incentives to
employers for hiring older workers.

Lawrence Olson, manager of the Public Economics Service, Data
Resources, Inc. presented the results of a study completed in Janu-
ary 1981, which looked at the future of the elderly in the economy
over the next 25 years. He cited two important findings: "First, in-
creased labor force participation by older workers can benefit not
only them, but also help the economy. Second, even the elderly who
cannot work could benefit from the resulting economic and fiscal
gains." Mr. Olson said these results show the productive potential of
older workers and their value to the U.S. economy.

The second hearing, "New Business Perspectives on the Older
Worker," was held October 28, 1981. Five top corporate officials pre-
sented testimony describing programs aimed at the retention and
hiring of older workers. Three additional witnesses provided data
indicating new trends are developing in the demand for older workers.



Chapter 11

AGE DISCRIMINATION

A. OVERVIEW

Age discrimination in employment continues to play a pernicious
role in blocking employment opportunities for older workers. It is
not a new problem. According to the Department of Labor, the emer-
gence of discriminatory employment practices for older workers can
be traced to the late 1800's in the United States.' The most common
of these practices were age limits for hiring and restrictive physical
examinations. There is some evidence to indicate that even at this
time, negative attitudes about the capacities and productivity of the
aged were already common in the Nation. The development of retire-
ment as a social pattern in industry may have served to enhance and
legitimize employment discrimination practices despite early evidence
that older workers were capable, conscientious and productive
employees. 2

Prior to 1920, age discrimination practices in employment were
justified primarily on the basis of the belief that "modern technology"
required substantial physical strength, agility, and endurance which
was generally beyond the capacity of older workers. The require-
ments of industrial technology and efficiency were seen as causing
the employment problems of the older worker, and justifying early
discharge from employment.

Despite the gradual publication in the 1930's of industrial studies
that demonstrated the advantages of older workers in terms of pro-
ductivity, reliability, and physical capacities, limitations on employ-
ment of older persons persisted and grew largely because personnel
managers and other corporate officials remained unconvinced of the
productive capacity of older workers. Rigid age limits in hiring
continued to be utilized to limit the number of older workers in the
labor force.

These conditions led to early studies of age discrimination, most
of which concluded that the technological environment combined with
pensions, group insurance, and workmen's compensation, were respon-
sible for the continuation of discrimination practices. Nevertheless,
gradually and imperceptibly, a shift in beliefs about age discrimina-
tion occurred, with negative stereotypes about older workers becoming
the dominant reason for the continuation of discriminatory employ-
ment practices.

I Historical information in this section is from an unpublished paper prepared by the Em-
ployment Standards Administration. DOL.

2 Graebner, W., A History of Retirement, Yale University Press, New Haven: 1980.
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With the passage of the Social Security Act in 1935, retirement as
a social pattern gradually emerged in a society where age discrimina-
tion was already widely practiced. While age discrimination did not
diminish in intensity, retirement permitted employers to arrange thework force so that younger workers were predominant and resulted
in reducing the demand for employment by older workers. Gradually,early retirement policies, accompanied by continuing discrimination
in employment based on age, became a consistent and significant
social pattern which resulted in substantial reductions in labor forceparticipation by older persons.

1. AGE DIsCRTMINATION IN EMPLOYMENT ACT OF 1967
Title VII of the Civil Rights Act of 1964 has come to represent themain Federal effort to bring about equal employment rights andopportunities for groups encountering discrimination in employment.Although age protections were considered while title VII was pass-ing through the legislative process, Congress decided 'not to includeage as a protected category. The statute did, however, direct the Secre-tary of Labor to conduct a study on the matter and report back toCongress on the prevalence and seriousness of age discrimination. The1965 report submitted to Congress concluded, in part, that:

There is a persistent and widespread use of age limits inhiring that in a great many cases can be attributed to arbi-trary discrimination against older workers on the basis of ageand regardless of ability. The use of these age limits con-tinues despite years of effort to reduce this type of discrimina-
tion through studies, information, and general education bythe Government. The possibility of new nonstatutory meansof dealing with arbitrary discrimination has been explored.That area is barren.

Congress responded to the report by holding hearings whichtogether with the report provided the foundation for the Age Dis-crimination in Employment Act of 1967 (ADEA).
The ADEA was enacted to "promote employment of older personsbased on their ability rather than age; to prohibit arbitrary age dis-crimination in employment; and to help employers and workers findways of meeting problems arising from the impact of age on employ-ment. The act prohibited employment discrimination against personsaged 40 to 65. These age limits were chosen to focus coverage onworkers especially likely to experience job discrimination because oftheir age. The upper age limit was set at 65 because it was the commonretirement age in U.S. industry and the normal eligibility age for fullsocial security benefits.
The 1967 ADEA contained the following exceptions:

It shall not be unlawful for an employer, employmentagency, or labor organization to:
(1) Take any action otherwise prohibited under subsec-tion (a), (b), (c), or (e) of this section where age is a bonafide occupational qualification (BFOQ) reasonably neces-sary to the normal operation of the particular business, or
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where the differentiation is based on reasonable factors other
than age (RFOA).

(2) Observe the terms of a bona fide seniority system or
any bonda fide employee benefit plan such as a retirement,
pension, or insurance plan, which is not a subterfuge to evade
the purposes of this act, except that no such employee benefit
planshall excuse thfiailure to hire any individual; or

(3) Discharge or otherwise discipline an individual for
good cause.

It is important to examine the exceptions, especially the first two,
because they set the scene for important litigation.

The so-called bona fide occupational qualification (BFOQ) excep-
tion is based on the assumption that sooner or later the effects of
aging will limit an individual from performing certain job functions.
The question that comes to mind is whether an employer is bound to
hire older job applicants for heavily demanding jobs, or retain an
incumbent older worker in such a job if there is evidence that the
worker's performance is not keeping up with job demands. Does age,
of itself, become a limiting factor so that employers can make accurate
judgments on the hiring and termination of older workers? The litiga-
tion surrounding the BFOQ issue is ambiguous, to say the least.

The "reasonable factors other than age" (RFOA) part of section
4(f) (1) is also ambiguous. For an employer to terminate or refuse to
hire an older worker on the RFOA grounds means that there must
be objective evidence in support of the action to show that age was
coincidental to the personnel procedure which has an adverse impact
on the older worker. This is difficult to demonstrate.

The second exception which allowed employers and labor unions to
collectively bargain for a mandatory retirement age lower than 65, was
also challenged in the courts and abolished by the 1978 ADEA amend-
ments. The exception permitted an early retirement stipulation as part
of a bona fide pension plan (one that pays a specified amount of bene-
ficiaries), if it was not a subterfuge to violate the protections of the act.

The third exception allows employers to terminate or otherwise
discipline employees for good cause. Insubordination and related mat-
ters could constitute good cause.

Despite the litigation which resulted from these exceptions, no
changes in the BFOQ section have been made and it remains as prob-
lematic as it was in 1968 when the ADEA went into effect.

Since 1967, the ADEA has been amended twice. The first set of
amendments occurred in 1974, when the provisions of the act were
extended to include Federal, State, and local government employers.
Also, the number of workers in establishments and labor organizations
covered by the act was reduced from 25 to 20.

In 1978, the act was amended to extend protection beyond age 65,
without any upper age limit for employees of the Federal Government
and until age 70 for most other workers. Regulations implementing the
1978 amendments, however, specified that employers are not bound to
credit years of service worked beyond ace 65 to final pension benefif
levels. This has and continues to be a disincentive to continued work
beyond age 65.



Other features of the 1978 amendments were:
-No union or employer can arrange or collectively bargain for early

retirement prior to age 70 as the condition for participation in an
employee benefit plan.'

-Compulsory retirement was permitted for bona fide executives and
high policymakers at age 65.

-Colleges and universities were permitted to retire tenured employ-
ees at age 65 until July 1, 1982.

-A jury trial was authorized to determine issues of fact under any
ADEA action.

-An aggrieved party was allowed to file a charge of age discrimina-
tion against an employer rather than a notice of intent to sue.

-A hold was put on the running of the statute of limitations for up
to 1 year, while conciliation procedures are in effect.

In eliminating the mandatory retirement age for Federal employees,
exceptions were made for Federal prison guards, air traffic controllers,
foreign service officers, and some other special groups.

The 1978 amendments also required the Secretary of Labor to con-
duct an extensive study on the consequences of the new coverage provi-
sions of the law including:

-An examination of the effects of raising the upper age limit under
the act to 70.

-A determination of the feasibility of further extending or elimi-
nating the age 70 limit; and

-An examination of the effects of the exemptions in the law per-
mitting mandatory retirement of tenured faculty members at insti-
tutions of higher education and certain business executives.

The Department of Labor was required to submit a preliminary
report in 1981, and a final report, including departmental recommenda-
tions, in 1982.

2. ENFORCEMENT OF THE ADEA

During the first 10 years after its passage, enforcement of the
ADEA was the responsibility of the Department of Labor.

As a result of President Carter's Reorganization Plan No. 1 of 1978,implemented on June 22, 1979, by Executive Order 12144, enforcement
responsibility for the ADEA shifted from the Labor Department to
the Equal Employment Opportunity Commission (EEOC). The pur-
pose of this shift was to consolidate all Federal enforcement of job-
related civil rights in one agency.

This move raised a number of issues concerning enforcement of the
ADEA, including:

-The Department of Labor had gained 10 years experience in
enforcing the act. Could that experience be transferred to the
EEOC?

-DOL, through its Wage and Hour Division, had a nationwide
network of over 300 offices and outreach stations through which
complaints could be placed. The EEOC has 22 district and 27
area offices throughout the country. Would older workers have
adequate access when seeking to file charges of age discrimination?

-The EEOC had primarily been involved in the enforcement of
title VII of the Civil Rights Act which offered job protection for
women and minorities. Would older persons, as a new "protected"
group, receive adequate service?



Oversight hearings were held by the House Select Committee on
Aging in 1980, and addressed these and other issues about the effective-
ness of enforcement under EEOC. A panel of five older workers raised
serious questions about the adequacy of the protection and service by
EEOC. Eleanor Holmes Norton, Chair of EEOC, testified that the
most significant trend in the ADEA jurisdiction, following its transfer
to EEOC, was azextraordinary growth in the number of complaints,
but at that time did not know why this had occurred.

A report by the EEOC placed the number of complaints received
during fiscal year 1980 at 8,779; the number was expected to exceed
10,000 by the end of fiscal year 1981.

The Select Committee concluded that continued oversight by con-
gressional committees is necessary to insure that the EEOC is vigor-
ously and effectively meeting its ADEA mandate.

The issue of age discrimination was also addressed at the first of a
series of three hearings held during 1980 by the Senate Special Com-
mittee on Aging: "Work After 65: Options for the 80's." A consultant
for the Center for Studies in Social Policy, University of Southern
California testified:

* * * the continuing civil rights struggle of older workers
to achieve full and equal employment opportunities * * * is
a day-to-day issue and struggle which is illustrated by both
the growing numbers of complaints of age discrimination
filed with the Equal Employment Opportunity Commission
(EEOC) and the growing number of ADEA cases being liti-
gated in the Courts.

Karl Kunze, then chairman of the National Institute on Age, Work,
and Retirement for the National Council on the Aging, urged the
amending of the ADEA as follows:

Procedural requirements should be simplified and access by
plaintiffs to class actions should be improved. The upper age
limit for protection under the act, 70 years for most em-
ployees, should be abolished. Irrational exceptions to the
ADEA, specifically those for tenured college faculty and for
highly paid business executives, should be repealed. The ex-
ception permitting discrimination when age is a "bona fide"
occupational qualification should be sharply restricted.

B. CONGRESSIONAL ACTION DURING 1981

1. LEGisrFoI

One bill was introduced in the Senate and four in the House con-
cerning mandatory retirement under the ADEA.

Senator Lawton Chiles, ranking minority member of the Special
Committee on Aging, introduced S. 1536 on July 29, 1981, to amend
the Social Security Act to insure adequate short- and long-term
financing of the old-age, survivors, and disability insurance program
and the medicare program. This bill also included a provision to
amend the ADEA to remove age 70 or over as a permissible age to



allow mandatory retirement in the private sector. As of the end of the
1st session of the 97th Congress, the bill remained in the Senate
Finance Committee.

The four House bills, all proposing the removal of age 70 among
other provisions, are:

H.R. 70, introduced by Representative Paul Findley.
H.R. 1666, introduced by Representative Donald Young.
H.R. 4683, introduced by Representative Ronald Mottl; and
H.R. 3397, introduced by Representative Claude Pepper.
All four bills are in the Education and Labor Committee, Subcom-

mittee on Employment Opportunities. The Pepper bill is also in the
Ways and Means Committee, Subcommittee on Social Security.

2. ENFORCEMENT Or ADEA

Two of the five Commissioner positions on the Equal Employment
Opportunity Commission, which is responsible for enforcing the
ADEA, were vacant during 1981. In a letter to President Reagan, Sen-
ator Heinz urged the appointment of a Commissioner who is "espe-
cially sensitive to and knowledgeable about the abilities of older work-
ers and the problems of age discrimination in employment."

Senator Heinz cited the experience of many capable older people
who wish to find jobs or remain on the job beyond the usual retire-
ment age, but who are unable to do so because of age discrimination.

"The appointment of a Commissioner with a special interest in age
discrimination would be an important step toward assuring that this
problem receives the attention it is entitled to by law," he said.

3. INTERIM REPORT TO CONGRESS ON AGE DISCRIMINATION IN
EMPLOYMENT ACT STUDIES

Pursuant to section 5 of the ADEA as amended in 1978, the Depart-
ment of Labor submitted to Congress in December 1981, its "Interim
Report on Age Discrimination in Employment Act Studies."

One of the major findings of the report indicates that eliminating
mandatory retirement at age 70 would not have an adverse impact on
other segments of the population and would, in fact, stimulate jobs
for more than 400,000 workers over 60.

The executive summary of the report states:

I. INTRODUCTION

BACKGROUND

The Age Discrimination in Employment Act Amendments
of 1978 (Public Law 95-256) required that the Secretary of
Labor conduct an extensive study on the consequences of the
new coverage provisions of the law including: (a) An exam-
ination of the effects of raising the upper age limit under the
act to 70; (b) a determination of the feasibility of further
extending or eliminating the age-70 limit; and (c) an exam-
ination of the effects of the exemptions in the law permitting
mandatory retirement of tenured faculty members at institu-
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tions of higher education and certain business executives. The
1978 study requirements were placed in the context of a gen-
eral requirement already in the ADEA, that the Department
undertake an appropriate study of institutional and other ar-
rangements giving rise to involuntary retirement and report
findings and any appropriate legislative recommendations to
the, President- and- Congress. The- amendments zequired hat
the Department of Labor report study findings to Congress
in an interim report in 1981. Also, a final report on the studies,
including departmental recommendations, is required to be
submitted in 1982.

In response to this requirement, the Department of Labor
initiated in 1979, an extensive series of studies designed to
produce information on the current and probable future con-
sequences of the 1978 ADEA Amendments. Research findings
from most of these studies are summarized in this interim
report. These findings include information on the labor force
participation effects of mandatory retirement, response of
current workers and employers to the increased mandatory
retirement age, long-term projections of the consequences of
mandatory retirement age alternatives, and the effects of the
ADEA exemptions for tenured faculty at institutions of
higher education and for executives. The interim report pre-
sents the most important research findings relevant to the
major areas of congressional concern-the effects of raising
the upper age limit in the ADEA to 70; the feasibility of
extending or eliminating the upper age limitation; and the
effects of the exemptions in the law for tenured faculty mem-
bers and certain business executives.

In conducting these studies, the Department of Labor was
concerned with both the impact of mandatory retirement on
individuals and the administrative and financial consequences
of the ADEA amendments for employers. In addition the
Department recognized that the retirement decision is simul-
taneously influenced by mandatory retirement policies, public
and private pension policies, and personnel policies. The study
findings in this report examine the consequences of manda-
tory retirement policies in the context of these other major
factors influencing retirement behavior.

The Age Discrimination in Employment Act Amendments
of 1978 represented a substantial modification of the provi-
sions of the act by extending the upper age limit of protec-
tion under the act to age 70 for most private sector and
nonfederal public employees, prohibiting mandatory retire-
ment of covered workers under employee benefit plans, and
extending age discrimination protection without an upper age
limit to almost all Federal employees. In enacting these pro-
visions, Congress was concerned about several potential con-
sequences of increasing the mandatory retirement age. The
major areas of concern included: (1) The possibility of an
adverse impact on employment opportunities for younger and
minority employees resulting from large-scale retention of



employment by workers after age 65; (2) potential adminis-
trative burdens on employers; (3) possible cost implications
for pension plans; and (4) possible difficulties for universities
and major corporations in adjusting to the upper age limit of
70.

DEMOGRAPHIC AND RETIREMENT TRENDS

Two trends which have developed over the past 25 years
,are of major significance in considering the potential effects
of the Age Discrimination in Employment Act-population
aging and the decline in labor force participation by older
workers.

Under intermediate demographic assumptions, the 65 and
over population will increase from 25 million in 1980 (11 per-
cent of the total population) to 32 million in the year 2000
(13 percent of the total population). The median age of the
population which was 28 in 1970. is now 30 and will continue
to increase. Contributing to population aging is the gradual
increase in life expectancy; medical advances in the future
could result in even greater life expectancy leading to higher
proportions of older persons in the population. These trends
will result in a gradual aging of the labor force in the coming
years.

While the overall population continues to age, labor force
participation by older workers has declined significantly over
the past 25 years. For men 65 and over, labor force participa-
tion reached a new low of 19.3 percent in 1980 (28.5 percent
of men 65 to 69 were labor force participants however).
Declining participation was also occurring for men 55 to 64
and 45 to 54 years of age. Labor force participation by older
women has been low but stable for many years.

It is generally agreed that the increasingly earlier avail-
ability of social security and private pension benefits and
institutionalized mandatory retirement practices have led to
the development and continuation of the early retirement
trend and substantially lowered the labor force participation
of older workers. A continuation of this trend will have two
major consequences: (a) A substantially increased retirement
financial support burden for a smaller work force; -and (b)
weak incentives for older persons to continue working in view
of institutionalized mandatory retirement rules and income
availability from pension programs. Declining labor force
participation by older workers is of considerable concern
since: (1) -The economic position of retired persons will besignificantly affected by longer periods of retirement 'and
continued Inflation; (2) early retirement increases the
financial strain on the social security system and private
pension programs; (3) shortages of skilled labor could
develop in certain industries and geographical areas; and
(4) older person's preferences for part-time employment are
growing but labor demand is not sufficient to satisfy their
employment needs. For these reasons, the potential for revers-
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ing the decline in labor force participation and raising or
eliminating the mandatory retirement age are important
major public policy issues.

ESTIMATED NUMBER OF EMPLOYEES WITHIN SCOPE OF THE ADEA

An-estimated- million-wor-kersof-al-ages are employed -
by employers having 20 or more employees and are, there-
fore, covered by the Age Discrimination in Employment Act.
The exact number of these workers who are in the 40 to 70-
year-old group protected by the act is not known. However,
labor force data show that of the 105 million persons 16 years
of age and older who were in the civilian labor force in Sep-
tember 1980, 39 percent were 40 to 70 years of age. Apply-
ing this proportion to the estimated 73 million persons em-
ployed by covered employers, yields an estimate of 28 mil-
lion persons covered by the ADEA or 7 out of every 10 per-
sons aged 40 to 70 in the civilian labor force.

II. ORGANIZATION OF RESEARCH FINDINGS

The studies undertaken by the Department of Labor pro-
vide information directly relevant to the research require-
ments specified in the Age Discrimination in Employment
Act Amendments of 1978. The findings are organized as fol-
lows:

Part I. Effects of the 1978 ADEA Amendments on Em-
ployee Retirement Plans and Employer Personnel
and Pension Policies.

Part II. Consequences of Mandatory Retirement Rules on
Labor Force Participation by Older Workers.

Part III. Effects of Mandatory Retirement on Younger
Workers.

Part IV. Long-Term Effects of Mandatory Retirement Al-
ternatives on Labor Supply.

Part V. Impact of the Exempt Executive Provision in the
1978 ADEA Amendments.

Part VI. Effects of the Tenured Faculty Exemption in the
1978 ADEA Amendments.

Copies of the report are available from the Department of Labor,
Employment Standards Administration, 200 Constitution Avenue,
NW., Washington, D.C. 20210.



Chapter 12

PRIVATE SECTOR INITIATIVES
A. OVERVIEW

Historically, there has been no consistent response by the private
sector to older workers. As noted under the chapter on age discrimina-
tion, myths about the productive capacity of older workers combined
with retirement patterns designed to ease older workers out of thework force to make room for younger workers, have resulted in em-
ployment practices and pension policies which bar the older worker
from staying on the job.

During 1980, the Special Committee on Aging held a series ofhearings on, "Work After 65: Options for the 80's." A major out-come of these hearings was the evidence that one of the primaryobstacles to the employment of the older worker is a set of negative
myths and stereotoypes denigrating the older worker's ability to func-tion effectively.

Dr. K. Warner Schaie, director of the Gerontology Research In-stitute of the Andrus Gerontology Center at the University of South-ern California, reported results from his 21-year longitudinal studyof age changes in competence and learning ability. He concluded thatthere is no evidence of systematic across-the-board poor health, higheraccident rates, lower productivity, reduction in learning ability, orlowered value of retraining as a consequence of normal aging.
However, four corporate witnesses agreed that a major obstacle tothe employment of the older worker is the persistence of the verymyths that the scientific research has shown to be false.
A major recommendation of the witnesses was the development ofa program of education and incentives aimed at employers to encouragethe expansion of work options for the older worker.
In "Toward a National Policy for Older Workers," a report pub-lished by the Special Committee on Aging in 1981, it is stated:

* * * a major effort at organizing and disseminating present
research and knowledge on age, work, and retirement must bemade. The employer community at large and, specifically,
personnel administrators and human resource managers,need to know how to utilize older workers; and they needthe tools and methods to do so. Furthermore, new knowledgeis needed about older workers, their productivity and jobaspirations, and how organizations can develop and utilizethe skills and experience of older workers in new and effec-tive ways.

Despite the lack of an overall Federal policy to promoting em loy-ment opportunities for older workers, many corporations have devel-
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oped programs aimed at job retention, retraining, hiring, and provid-
ing flexible work patterns. While information about specific corporate
programs is sketchy, some surveys have been published which provide
important data on private sector initiatives.

The information in the following section is, therefore, not the total
picture of programs for older workers in the private sector, but it
does highlight the increasing trend toward thedevelopment of-such
programs.

B. PRIVATE SECTOR INITIATIVES

One of the companies that has developed an extensive program to
address the major concerns of older workers, and who has shared its
information with the Special Committee on Aging, is Travelers Insur-
ance Co.

In describing its program, Travelers indicates its belief, "that Amer-
ican business, consistent with its corporate interests, can engage its
skills, imagination and resources to advance the national commitment
to the elderly."

The Travelers' program includes:
-The elimination of mandatory retirement companywide.
-The establishment of a job bank, temporary jobs, and job sharing

for retirees.
-The establishment of a preretirement planning program.
-Changes in the company pension plan to permit retirees to work

up to 6 months per year with no loss of pension benefits.
-A search to develop new products and services to meet the needs

of older Americans.
-Participation in the White House Conference on Aging.
-Corporate contributions to projects including support for the

White House Conference, gerontology fellowships, local transpor-
tation, and long-term care and

-- Involvement in public policy issues such as social security, retire-
ment income, personal savings, and health care for older Amer-
icans.

In assessing this program after 6 months' experience, Travelers
found that, "highly motivated returning retirees have increased work
output and reduced the need for extensive orientation and training;
55 percent of all daily temporary positions in the home office were filled
by retirees; and of over 100 retirees currently registered in our job
bank for temporary and part-time work, only one individual failed to
meet the requirements of the position."

Travelers estimates that even a modest increase in the employment
of older workers nationwide (to levels prevailing in 1970) could
raise the gross national product by 4 percent and add about $40 billion
in State and local tax revenues by the year 2005.

The following survey of examples of innovative corporate policies
and practices was prepared by Travelers in March 1981. It was made
available to the Special Committee to assist the committee in its own
review of private sector developments. It is substantially reprinted
here with the permission of the Travelers Insurance Cos.



REVIEW OF CORPORATE POLICIES AND PROCEDURES 1

The review is divided into explicit corporate nolicies and specific
corporate programs. Programs reviewed are: (1) Retirement plan-
ning, (2) arrangements for continued employment including job
sharing, (3) retraining for continued emplovmen-. (4) performance
assessment, (5) the effect of longer working life on traditional
corporate benefit programs, and (6) transition assistance.

CORPORATE POLCIES

Most corporations do not make public their internal policy state-
ments about older workers. Those contacted in several surveys of cor-
porate attitudes and practices generally note only that they recognize
the value of retaining productive older workers oil the payroll. Three
major exceptions are prominent.

In testimony before the Senate Special Committee on Aging, Wil-
liam M. Read, senior vice president for employee relations of Atlantic
Richfield Corp. (ARCO) submitted for the record a report from
ARCO's 1977 task force on elimination of mandatory retirement age.
The task force was comprised of high level ARCO executives. The
task force's first recommendation was to "continue the philosophy
and the policy that there should be no specified mandatory retirement
age." A second recommendation was to "adopt a company position
which would neither encourage nor discourage retirement at any spe-
cific age."

Subsequently ARCO statistics showed that approximately 3 percent
of its over-65 work force elected to continue working. The vast ma-
jority continued to retire between 55 and 65.

Employee benefits for workers over 65 continue virtually unchanged.
Among them are full pension credits and continuing employee con-
tributions to the company pension plan. Identical participation in the
company thrift plan and coverage under group lffe/survivor income
and voluntary group accident plans is available regardless of age.
Long-term disability coverage is available until age 69. The company
medicare supplement plan provides essentially the same health cover-
age after age 65 as before. Other benefits, for example, holiday, vaca-
tion and sick leave, and educational benefits are unchanged. The com-
pany actively supports local ride-sharing programs, use of retirees as
consultants, and flextime scheduling for all employees where practi-
cal. Mr. Read stated, "There are no disincentives at Atlantic Richfield
Co. for working beyond age 65."

At the same hearng, Harold Page, vice president for personnel of
Polaroid Corp., described that company's policies and plans.

Polaroid Corp. has never had mandatory retirement. Prior to pas-
sage of the original Age Discrimination in Employment Act, employ-

1 Information in this review is based on the following reports: M. Rosenbhum and H.Sheppard. "Jobs for Older Workers in U.S. Industry: Possibilities and Prospects," Ameri-can Institute for Research, September 1977 (hereafter Sheopard). B. Jacobson, "YoungPrograms for Older Workers : Case Studies Ini Progressive Personnel Policies," Van Nos-trand Reinhold/Work in America Institute, 1980 (hereafter Jacobson). "Retirement Prep-aration: Growing Corporate Involvement." Corporate Committee for Retirement Planningand the National Council on Aging. 1980 (hereafter NCOA). "Retirement Policies andPrograms," Bureau of National Affairs and American Society for Personnel Administra-ir.January 1980,reported in (1980) Personnel Practices Manual, Bureau of NationalAffairs (hereafter BNA) .



ees who wanted to work after age 65 requested an "extension review."
The employee received permission to continue working if he or she was
"in good health, had good performance, and had some degree of a
thought-out retirement program." After ADEA, the review system
was applied only to workers over 70 who wished to continue working.

According to Mr. Page, "Our policy is to provide retirement any
timebetweenthe ages of n into the seventies. Pressure is not exerted
on people to stay or to leave. We try to provide employees all the
tools necessary to make a wise choice regarding their own retire-
ment * * *for instance, facilitating in tapering off schedules."

Company retirement planning is available to all employees at age
55. Different counseling programs are used at various stages of pre-
retirement. Employees, age 55, are invited to a group seminar review
of retirement, social security, and pension benefits. Individual con-
ferences are scheduled so that employees may look at the range of
benefits available to them at various ages of retirement. For em-
ployees age 60, or those younger who are considering retirement
within the year, the company offers a twice-yearly series of six even-
ing seminars covering retirement, finances, benefits, attitudes, and
other topics. Finally, as the worker nears retirement, the company's
retirement counselor spends 4 to 8 hours with the worker and spouse
or close relative discussing attitudes, use of time, adjustment, and
other key personal retirement issues.

As planned retirement approaches the employee may try "re-
hearsal retirement" allowing him or her take off for 2 or 3 months to
"see what it is like."

The company's experience is that about 50 percent of those eligible
retire before age 65, 25 percent around age 65, and 25 percent after
65. One trend Mr. Page noted is that recently more employees who
have worked to age 65 are electing to continue working and are work-
ing longer.

Mr. Page also commented that the company makes arrangements
for some tapering off to part time as employees near retirement, but
most who work beyond 65 want to stay at the same jobs. The company
has had little success with a worker's changing jobs at that point in
his or her career.

Banker's Life & Casualty Co. is a showcase of aggressively pro-
moted, progressive retirement policies. Banker's representatives testi-
fied before the House Select Committee on Aging in 1977, and the
Senate Special Committee on Aging in 1980. The company has pro-
duced a glossy booklet, "Bankers' Experiences With Over-65 Work-
ers," promoting its policies and views on the value of older workers.

In its 44-year history, Banker's Life has never had mandatory re-
tirement. Employees are expected to meet the demand of their jobs,
and performance is reviewed every 6 months. According to Gerald
L. Maguire, vice president for corporate services, "We could not re-
call in our history of a single incidence where we had to sit an older
worker down and say, 'Charlie, you have to retire.' "

Company benefits continue unchanged for each employee as long as
he or she works. Additional pension credits accrue for years worked
past "normal" retirement age. The pension program is described as a
"two-step package." On the one hand, employees and the company con-



tribute to a pension plan on a defined contribution basis. The contribu-
tions and earnings are available-as an annuity at minimum retirement
age or beyond. On the other hand, the company has a supplemental
defined benefit plan available to retirees at any age who have been with
the company at least 5 years. Potential retirees have the option to
select the plan which will provide the best dollar return over their
planned retirement. Mr. Maguire said, "Our corporate policy is that we
pay people for equal work, therefore, we should provide the same bene-
fits regardless of age."

The company also has a "life planning" program available to work-
ers of all ages to help them plan for the future regardless of the age at
which they plan to retire.

The result of the Bankers' Life program is that approximately 5 per-
cent of the home office work force (170 of 3,700) is over 65. A slightly
higher percentage of active field agents is over 65.

LIFE PLANNING/RETIREMENT COUNSELING

The Bureau of National Affairs (BNA) reports that preretirement
counseling programs have been established in more than 400 organiza-
tions across the country. This represents a dramatic increase in the last
5 years. A 1979 survey commissioned 'by the National Council on Aging
(NCOA) and the Corporate Committee for Retirement Planning con-
cluded that "retirement planning is an idea whose time has come." The
survey quizzed corporate chief executive officers (CEO's) and person-
nel directors about their attitudes toward retirement planning and
their companies' practices.

Although most companies do not have preretirement planning (63
percent of those surveyed), others had programs planned (23 percent)
and almost all (92 percent) believed companies will be more committed
to retirement planning in the future. On the other hand, while there is
strong support for the concept, only 42 percent of CEO's and 38 per-
cent of personnel directors would give retirement planning a high pri-
ority in their company's personnel practices.

NCOA surveyed 134 companies that do have retirement planning
programs. Of those, 44 percent cover a broad range of topics beyond
traditional benefit review. These programs try to prepare retirees in
areas of life planning, interpersonal relations, legal aspects of retire-
ment, and use of leisure time. Forty percent of the programs covered
a more limited range of topics (intermediate programs), and 16 per-
cent only the narrowest range of social security and company pension
benefits. The BNA survey of 267 members of the American Society for
Personnel Administration yielded nearly identical figures.

Newer programs generally have the broadest range of offerings,
employ audiovisual and personal as well as written presentations and
tend to be offered to younger employees. Broad programs tend to be
concentrated in larger companies.

Two-thirds of the broad programs were purchased from outside
consultants, one-third of the intermediate, and none of the narrow.

Most programs are available to employees at 5 years or less before
retirenment. But 81 percent of the personnel directors whose com-
panies have broad programs, feel that 5 years is the minimum limit,



and employees get much more out of programs initiated earlier than
that.

Here are some examples of retirement planning programs.
Along with its review of eliminating mandatory retirement, At-

lantic Richfield simultaneously tested the American Association of
Retired Person's (AARP's) action for independent maturity (AIM)
program, retrent adviser-s-programand -Aninho use-progran-nod-
eled along the AIM lines. After analyzing costs and employee reac-
tions, the company decided to develop its own series of video tapes for
use in all ARCO divisions. The tapes can be supplemented with case
materials, workshops, lectures, and outside experts where employee
interest dictates.

Through its benefit consulting firm, Grumman Aerospace supplies
each employee with an annual status report of health and life insur-
ance , social security benefits, and investment planning results. Pension
benefit results are provided for hypothetical retirement at ages 55, 58,
62, and 65, to all employees age 55 and over. Recently, the company
augmented these services by testing retirement planning for employ-
ees in three age groups-55, 60, and 64. The program was stressed as
informational to allay employees' fears that they were being induced
to retire. Grumman executives reported favorable reactions from all
age groups.

Levi-Strauss in San Francisco initiated retirement planning with
the AIM package but early on modified it to suit the needs of its own
workers. Levi-Strauss employees may retire on reduced pension at
age 55 with 15 years service. The planning program is available to
employees at age 50 and consists of seven 2-hour meetings covering a
broad range of benefit, financial, psychological, and emotional issues
faced by the retiree.

Morgan Guaranty Trust Co. instituted preretirement counseling in
1977. Their program focuses on financial planning, social security, and
medicare benefits, and presents a film on the retiree's choices between
full-time leisure and continued work, and the need for adequate plan-
ning for a happy retirement. Originally the program was available to
employees age 65. In 1979, employees age 63 were invited to attend.
The company's ultimate goal is to make the program available to work-
ers age 55.

Pacific Telephone & Telegraph in San Francisco has a retirement
planning program open to all employees. Average retirement age at
P.T. & T. is 58. Attendance is recommended at least 10 years before
planned retirement. The program is divided into three sessions dealing
with financial planning, pension, social security, and medicare benefits;
wills and other legal matters; and finally a general session to raise
other important issues for the potential retiree.

Dayton's Department Store in Minneapolis-St. Paul offers a broad
program to employees and spouses or friends. Typically, seven 2-hour
workshops feature guest speakers and extensive question and answer
sessions. The programs span the gamut of concerns from social security
benefits to the psychological effects of retirement.

ECI Division in St. Petersburg, Fla., offers its nrogram to employ-
ees 60 and over. Three sessions cover company benefits and social securi-



ty; financial planning; and other aspects of retirement. The company
plans to make the program available to employees age 55.

Inland Steel Co. in Chicago has a four-step program commencing
when the employee reaches age 55. First, the company sends a letter
and retirement planning workbook to the employee. The letter stresses
the need for long-range planning and the workbook helps the worker
analyze his or her retirement plans. At age 60, employees and their
spouses are invited for an interview with the retirement counselor.
Specific estimates are made of expected pension and social security
benefits, as well as life and health insurance, and private savings. At
age 64, a similar interview is held to update estimates and to help the
employee assess postretirement plans. Two months before the em-
ployee's 65th birthday, a third interview is scheduled to complete nec-
essary benefit forms and fix a final work date.

Scovill Manufacturing Co. has a program for employees who are
55 or older. Employees attend eight 2-hour sessions to discuss retire-
ment income, legal affairs, health, and recreation.

Other preretirement services available at some companies include:
-Preretirement question and answer column in the company news-

letter (the Garrett Corp., Los Angeles).
-Retirement lending library for employees thinking about retire-

ment (Bendix Corp., Elmira, N.Y.).
-"Preretirement resource file" available to employees who have

attended a company preretirement workshop contains information
on benefits, finances, travel, recreation, and- other topics (General
Telephone Directory Co.).

CONTINUING EMPLOYMENT-JOB MODIFICATIONS

Researchers believe that changing perception of managers and execu-tives and changing needs in the corporate world will move more andmore companies to modify work situations to enable older workers toremain on the job. They note that companies are sensitive to changedpractices of their peers in the business community. But many arereluctant to publicize their policies and programs and decline to beidentified in surveys. Researchers find, however, that, "(t) he range ofprivate sector alternatives for older workers to adjust their work hoursin some form of voluntary adjustment is wide, with examples of manytypes and variations on record. [But] it is difficult to determine theextent or pace at which companies revise their personnel policies re-garding the utilization of older workers. New programs or practicesdo not always receive public attention."
One survey conducted by BNA of American Society for PersonnelAdministration members found that 78 percent of those surveyed hadsome program to help their employees adjust to aging. The large ma-jority (61 percent) reassigned employees to lighter work. One-thirdretrained older employees to do a different job and another third re-structured or redesigned the employee's present job. Personnel execu-tives noted that the success or failure of each program dependedlargely on the individual involved.
Some examples:
Minnesota Abstract Title has instituted job sharing. Older workersshare jobs on a 1-month-on 1-month-off basis.



Ideal Security Hardware uses older workers (although not neces-
sarily their original employees) on a flex-time basis for tasks that are
not linked to other processes or groups of workers. For example, filing
orders and janitorial service are done on a part-time basis on a schedule
designed to suit the worker.

Polaroid Corp. noted in testimony before the Senate Special Com-
mittee on A ging tat-mmt workers. whocontinued on the Job past age

65 preferred to stay in the same job. The company does make some

adjustments for part-time work for those employees who request it.

On the other hand, Northrop Corp. encourages lateral transfer of

older workers to less demanding jobs. They have also instituted a 4-
hour workday where the manufacturing process permits. This major
aircraft manuifacturing firm finds ti need for skilled workers with long-
time experience in the industry. They prefer helping older workers

stay in the company rather than seeing those with necessary skills
simply drop out.

Northern Natural Gas Co. recently upgraded its part-time staff to

permanent status and instituted a job-sharing program. Employees

participate on a pro-rata basis in the company pension and trusteed
investment plans. Employee and dependent medical insurance, post-
retirement spouse benefits, noncontributory life insurance, long-term
disability plan, tuition reimbursement, and paid vacation benefits are

all available to permanent part timers. The target group for the pro-

gram includes workers nearing retirement who wish to decrease their

schedules, retired people, and others who might benefit from a limited
work schedule.

The Toro Co., a Minneapolis manufacturing firm, has also estab-

lished a permanent part-time work force. Workers have fixed jobs
and responsibilities and participate on a pro-rata basis in profit shar-

ing and vacation benefits.
Part-time schedules for older workers are prevalent in the retail

industry. Bullock's, R. H. Macy's, Woodward & Lothrop, and Zales

all reported their willingness to allow older workers to continue in

the sales force on a part-time basis. In these cases, part-time work is

used both to extend the worker's career and as a means to phase in

retirement. Part timers generally receive standard company benefits

on a pro-rated basis.
Bankers' Life keeps older workers at jobs suited to their perform-

ance ability, but on a full-time basis. No employee is reduced from full-

to part-time status. but efforts are made to transfer an employee to a

department more suitable to his or her abilities.
Atlas Powder & Chemical permits employees to shift to less

strenuous jobs although it is more an informal practice than a formal

policy.
RETRAINING FOR CONTINUED EMPLOYMENT

One-third of those surveyed by BNA retrain older workers to do

different jobs. But most companies do not have formal programs for

retraining older workers. Where companies encourage older workers t<

transfer into less demanding jobs, at Northrop Corp. or Banker's Life
for example, the company retrains the worker to perform the new

job.
Continuing education programs designed to upgrade job skills are

most common in highly technical industries. Some of these have an in-
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cidental effect on older workers. The aerospace systems department of
General Electric, for example, established a retraining program in
1977. Called a "technical renewal program," the two courses thus far
offered have focused on upgrading skills of older engineers to the level
of recent engineering graduates. The average age of the participants
was over 40.

Retraining is also common when technological improvements force
companies to lay off large numbers of workers. Paddock Corp. faced
such a problem but was able to retrain and retain all but one of the
employees threatened with layoff. Many of these workers were over
55.

One air freight carrier promised to retain all retrained workers
when its operations converted from traditional freight handling and
storage to a highly automated and computerized container system. Al-
though research indicated that older workers (over 40) learned the
new systems more slowly at first, once they became familiar with the
equipment and routine, their productivity kept pace with their younger
coworkers.

PERFORMANCE ASSESSMENT

Performance assessment is an important tool for olderi workers who
wish to continue working. A standardized system of job requirements,
goals, and performance standards helps both the employer and em-
ployee make justifiable decisions about continued worklife. In age dis-
crimination cases, courts have upheld performance rating systems that
are comprehensive, rational, communicative, and fair.

At Crocker Bank, a performance assessment program based on themanagement by objective" technique has been in place for 3 years.
The bank's senior trainer on the program noted, "An objectively writ-
ten performance objective protects both the employer and the em-
ployee, as well as making it possible to evaluate performance. * * *
What applies to a 20-year-old employee can also apply to a 40- or 65-
year-old."

Banker's Life conducts standardized performance assessments of
each employee every 6 months. "If performance has slipped, there
may be person-to-person counseling with the supervisor or with some-
one in the personnel department.

In 1973, Connecticut General Life Insurance Co. adopted a two-
pronged performance appraisal system to separate current job evalu-
ation from development appraisal. In the first part of the system,employee ard supervisor work tnether to establish objective perform-
ance standards for the job. Then employee performance is rated
against the criteria at 3, 7, and 12 months. In 1977, the company an-
nounced that retirement past age 65 would be based solely on per-
formance.

THE EFFECT OF LONGER WORKLIFE ON BENEFIT PROGRAMS

Under Federal regulations based on the 1978 amendments to the
Age Discrimination in Employment Act (ADEA), defined benefit
pension plan employers may disallow benefit accrual after the normal
retirement age, usually 65.
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However, other ADEA regulations require that employee partici-
pation in a thrift, savings, or profit-sharing plan cannot be termi-
nated because of age. Health insurance, if provided to employees un-
der 65, must be provided for the over-65 worker. Employers may take
advantage of medicare to reduce premium payments, but the com-
bined coverage must be the same for the older as for the younger em-
ployee. Life insurancefbenefits miayTe wer fOr -llder woirkers Ifthere
is a demonstrated cost justification based on higher risk. But employ-
ers must pay the same level of premium for all workers. Vacation,
sick leave, and personal leave must be available to the older worker
based on the same criteria that apply to all other employees.

As already noted, companies that encourage older workers to con-
tinue working generally make little, or no, change in the employee's
benefit package because of age. Employers who encourage older work-
ers to move to part-time status often provide benefits on a pro-rated
basis.

In 1979, Exxon Corp. announced that its employees over age 65
would continue to accrue pension benefits as long as they worked.
Connecticut Mutual Life Insurance Co. also adds pension credits for
work after age 65. Benefits are calculated on the 5 highest years of
earnings.

A New York financial institution freezes accrual at age 65 although
employees may continue to work until age 70. Pension benefits are
paid at the time of retirement. However, the current value of the
uncollected difference for the extra years worked is paid as a lump sum
or separate annuity at retirement.

TRANSITION ASSISTANCE

Once an employee has made the decision to retire, employers can
help him or her in a variety of ways to adjust to retirement. The BNA
survey found that "tapering-off" programs to ease the transition from
full-time employment to retirement are becoming more prevalent. In
2 years, the number of respondents with such programs increased
from 5 to 15 percent. In the majority of the remaining organizations
(62 percent), retirees may be recalled for temporary work. Part-time
work is frequently used as a transition device in retail businesses.

A variation on the concept of part-time work is a period of extended
leave prior to retirement to help the employee adjust to his or her new
circumstances.

For 25 years, Connecticut Mutual Life Insurance Co. has offered
fully paid extended leaves of absence for employees meeting length
of service requirements. Leave time ranges from 22 days with 10 years
of service to 44 days with 20 or more years. Leave must be taken in
22-day blocs and none of this extra leave may be taken within 6 months
of retirement.

New England Mutual Life Insurance Co. offers additional paid
vacation time to older employees contemplating retirement. At age
62, employees receive 2 extra weeks; age 63, three extra weeks; age 64,
4 extra weeks. The additional leave must be taken in the year offered,
although regular leave time may be accrued and carried over to subse-
quent years.



Towle Silver Co. offers another variation. Employees may take 40
paid days off during the 4 months prior to retirement on a schedule of
1 day per week the first month, 2 days per week the second month, and
so on.

Varian Corp., a high technology research and manufacturing firm
in California, offers its "tapering-off" plan to employees at least 60
years old with 5 years of service and within 2 years of retirement. Gen-
erally the employee's workweek is reduced to 4 days the first year and
3 days the second year. Other schedules may be arranged so long as the
employee continues to work at least 20 hours per week. Most partici-
pants retain the same job until actual retirement. Salaries and benefits
are reduced proportionately with the reduction in worktime.

The Wrigley Co. in Chicago offers over-65 employees the option totake off an additional 1 month the first year, 2 months the second year,and 3 months the third year. Salaries are reduced proportionately.
However, pension benefits are calculated on earnings between 62 and65, and are increased by 8 percent for each year the employee worksafter age 65.

Of the 50 employees who retire each year at Wrigley's, approxi-mately one-half retire at age 55. Another 10 percent retire at age 65.Slightly less than half of those who continue after 65 work on thephased schedule. The rest continue working full time at full salarywith no additional pension credits.
IBM has yet another variation on the theme of transition assistancein its retirement education assistance plan. The company offers up to$2,500 each in tuition aid for the employee and spouse from 3 yearsbefore retirement to 2 years after retirement. Designed to assist re-tirees in preparing for second careers after retirement from IBM, theprogram represents the philosophy of Thomas J. Watson, Jr., formerchairman of IBI: "If we respected our people and helped them torespect themselves, the company would make the most profit."

CONCLUSION

These examples show that imaginative and innovative managersand executives can make optimum use of older workers. Myths thatthe older worker is less capable or less produ;tive are simply myths.One BNA survey of personnel managers compared performance rat-ings of older workers to younger in nine categories. The overwhelm-ing majority of respondents (84 percent) stated that older workers areequal to or better than the rest of the work force. The experience ofemployers such as Bankers' Life, Northrop Corp., and others bearsout the result.

C. COMMITTEE ACTIVITIES DURING 1981

COMMITTEE HEARINGS

At its June 18, 1981, hearing, "Early Retirement: Implications forSocial Security," the Special Committee on A ring heard testimonyfrom Daniel Knowles, director of personnel, trumman Aerospace,Inc., concerning steps that can be taken to increase job opportunitiesfor older workers in the private sector.



Mr. Knowles said:

We, as a Nation of employers and employees, are heading
toward a more behavioral approach to living, both on the job
and away from the job. More and more, industry and business
are providing employees with more and more choice in deter-

Such things as flex working hours, flex benefits, level in-

come, or social security options within pension plans, career
information profile systems and job counseling, second careers
are just a few of the present or impending approaches to
dealing with people in the work environment.

Among his recommendations to the Special Committee, Mr. Knowles
stressed the need for the Department of Labor to disseminate a how-
to-do-it booklet to every business, exploding the myths and providing
better demographic statistical data so that companies would be able
to do an analysis to determine whether, in fact, they are discriminat-

ing against the middle-aged and older worker. He concluded by em-

phasizing the need for "an awareness program to convince industry
and business that it is good business to do business with the middle-

aged and older worker, and if business and industry do not rise up and
voluntarily do something, then maybe the Congress will end up making
another mandatory affirmative action program to cover the middle-

aged and older worker."
Testifying before the Special Committee at its October 29, 1981,

hearing on, "Older Workers: The Federal Role in Promoting Employ-
ment Opportunities," Harold L. Sheppard, associate director of the

National Council on Aging, urged a more rapid "dissemination and ac-

ceptance of the viewpoint that employers would benefit, in straight
managerial/company performance terms, by developing a broad posi-
tive older worker policy, based on practical considerations more than

on public relations or corporate social responsibility grounds."
Mr. Sheppard also recommended the development and construction

of new, and the increased awareness of existing, concrete procedures

and personnel practices that can assist interested employers in their

dealing with the older worker topic. Among these, he noted effective

programs to update skills, career counseling, second career opportuni-

ties, creation of options for work during retirement years such as part-
time and job sharing schedules, and a special focus on the small busi-

ness sector where job growth is the greatest.

D. OTHER CONGRESSIONAL ACTIVITIES

During 1981, the House Select Committee on Aging held two hear-

ings concerning the employment of older workers. The first, "Older

Working Americans: A Productive Trend," held on September 8,

1981, focused on the problems confronting older persons who want

to work, Walter Mack, chairman of the board for King Cola World

Corp. told the committee: "In the business world with which I am

intimately acquainted, a combination of the older experienced business-

man who has lived through many of the ups and downs, and the

daily problems of competition is most important, which coupled with



the ingenuity and venturesome ideas of the younger generation make a
balanced and aggressive management. It is my considered opinion
after 60 years in business that the continued employment of people
in any definite activity not only prolongs their lifespan, but in addi-
tion continues their contribution to society without their being an
economic burden on society. Age should not be a factor in employment,
the factor should be ability and experience."

Lawrence Olson, manager of the public economics service, Data
Resources, Inc., told the committee: "As an important component of
supply-side policies to get the economy moving again, increased labor
force participation by older workers can have profound economic
effects. Both the older workers and the economy would benefit and
the resulting fiscal dividend could help the elderly who are unable
to work."

On October 28, 1981, the House Select Committee on Aging held a
hearing on, "New Business Perspectives on the Older Worker." Five
corporate executives presented testimony concerning older worker
programs:

V. J. Skutt, chairman and chief executive officer of Mutual of
Omaha Insurance Co., described the company's programs to recruit
older workers for selected positions, to retain older workers, and to
provide rehabilitative services for workers who suffer disabilities.

Dr. Eberhardt Rechtin, president and chief executive officer of the
Aerospace Corp., provided information about the corporation's re-
search efforts to better assess its high technology workers so that effec-
tive retraining and retention policies can be developed.

Eric Knudson, chief executive officer of ACS American, Inc., de-
scribed its program to hire and train retirees who work at home or
in the office to produce computer programs.

Robert Bradshaw, secretary for the Grumman Corp., testified about
the corporation's "age audit" procedures for effectively evaluating
the age and makeup of the company's workers for use in corporate
planning to benefit older workers and improve productivity.

Robert Beavers, senior vice president of McDonald's Corp., pre-sented information about the company policy which encourages the
hiring of older workers and retirees and allows flexible work hours
and shifts during the stores' hours of operation.

In conjunction with the hearing, the House Select Committee re-quested the Andrus Gerontology Center of the University of South-
ern California, to assess the present climate among business leaderstoward hiring older executives and managers. The major findings ofthat survey were:

The age of candidates being recruited for top level posi-
tions has been steadily increasing over the past 10 to 15 years.

The importance of age as a factor in the selection process
is related to the level of the position being filled; the highest
levels within the company are more likely to be filled by older
individuals.

For positions requiring special skills, or when companies
face financial crises, executives and managers are selected
without regard to age. Under these circumstances the most
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qualified individuals are sought, whether they are old or
young.

Some executive recruiting assignments involve specific
client requests for an older executive. An older executive is
brought in both to stabilize the company and to aid in the
training of up-and-coming executives.

There are specific problems -whidr still-fect a-companys
willingness to hire older executives or managers. In some
cases, the pension plan inhibits hiring an older executive be-
cause he or she may not achieve vested rights to the pension
before retiring.

Foreign-owned companies are generally perceived as being
more receptive to older executives and managers. It was also
noted that multinational corporation's seek older executives
because of the international diplomacy skills required.

The age of executives and managers being recruited is
expected to continue to increase in the future.



Part IV

HEALTH

HEALTH STATUS OF THE ELDERLY

The majority of Americans of all ages generally view themselves as
being in good health. According to a 1979 survey by the National
Center for Health Statistics, 89 percent of persons under 65, and 68
percent of persons 65 and older, rated their health as either good or
excellent. There are, however, important differences existing among
races and income groups. Although 69 percent of white persons 65 and
older rated their health as good or excellent, a smaller percentage (54
percent) of blacks and (65 percent) of Hispanics did so. In addition,
while 77 percent of persons aged 65 or older with incomes of $15,000
or more rated their health favorably, only 61 percent of persons with
incomes $7,000 or less did the same.

MORTALITY TRENDS

More people are living longer than ever before in our history. Death
rates for older persons, as for the population as a whole, have declined
dramatically since 1950. The decade of the 1970's witnessed an acceler-
ated decline in overall death rates. Although the reductions occurred
among virtually all age groups in the population-both sexes, and all
races-the decline for females has been greater than for males, as have
the rates for blacks and other races compared with whites.

The decline in death rates has been particularly striking in the upper
age groups. Between 1950 and 1978, annual death rates for women 85
and older declined by nearly one-third. Death rates for men 85 and
older declined by about 20 ,percent. These decreases in mortality have
been primarily due to declining death rates for heart disease and
stroke. Rates for cancer deaths, on the other hand, have been rising.
Heart disease remains the major cause of death among persons 65 and
older, however, accounting for over 40 percent of deathsin the 65 to 84
age group and almost 50 percent of deaths for those over the age of 85.

Although the declining death rates have not significantly raised the
limits of longevity, they have resulted in a substantial increase in the
number of persons reaching the age of 75 and over. Should declining
death rates for the elderly continue at the 1970 rate, it is likely that the
number of persons aged 75 and older by the year 2000 will exceed
current projections.

CHRONIC CONDITIONS

The likelihood of developing a chronic illness increases dramat-
ically with age. Most older persons have at least one chronic condi-
tion (over 80 percent according to a 1979 National Center for Health
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Statistics Survey) and multiple chronic conditions are a common
occurrence. In 1979, the most frequently reported chronic conditions
in persons 65 and older were arthritis (44 percent), hypertension (39
percent), heart conditions (27 percent), visual impairments (12 per-
cent), and diabetes (8 percent).

In general, however, most older persons are capable of living in-
dependenldespte-these-hroniceconditions.-According to-The Nat-
tional Center for Health Statistics (NCHS), fewer than one in six
older persons said they could no longer carry on normal activities
because of chronic illness. Although the need for help with basic
activities of daily living-such as bathing, dressing, eating, and toilet-
ing-increases with advancing age, the vast majority of individuals
continue to be able to perform these activities of daily living
independently.

MYTHS OF AGING AND HEALTH

As in other areas, myths about the health status of the aged per-
sist. Despite the fact that the elderly are generally healthy, older
years are often regarded as a time when illness is the norm. This view
is often shared by many health and mental health professionals.
Public support for training in geriatric medicine and research has
begun to prepare more health professionals to meet the health care
needs of the older population, but shortages of health personnel
trained in geriatrics continue to exist.

USE OF HEALTH CARE SERVICES

The elderly do use health care services at a significantly greater
rate than the rest of the population. The hospitalization rate for
persons 65 and older is two and one half times greater than that of
younger persons, and the length of hospitalization increases with
advancing age. Even though data from the 1979 health interview
survey reveals that fewer than 2 out of every 10 persons 65 and older
were hospitalized in the previous year, older persons will continue to
account for an increasing share of total hospital usage in the decades
ahead due to their increased numbers, longer periods of recovery,
and use of more intensive services.

The number of physician visits also increases with age. Persons un-
der age 65 average 3.2 visits per year. This number increases to 4.8
visits for individuals aged 65 to 74, and 5.1 visits for those 75 and
older. The patterns for service use for those services that are not
covered by medicare contrast sharply with the above figures. For ex-
ample, persons 65 and older have fewer dental visits per year than
those under 65 (1.4 versus 1.7). Forty-four percent of persons aged
65 and older have not seen a dentist in at least 5 or more years, com-
pared with 20 percent of all persons under 65. Yet, health surveys re-
veal that about 60 percent of all persons aged 65 to 74 have dental
problems that go untreated. The same decreased pattern of utilization
holds for mental health services, which are only minimally covered
by medicare. Although older persons experience significant symptoms
of mental illness about the same rate as the total population (15 to 25
percent), they use mental health services at only about half the rate of
the general population.



USE OF NURSING HOME SERVICES

The nursing home population has increased rapidly in the past
two decades. In 1963, there were 505,000 individuals residing in nurs-
ing homes. By 1980, the number has grown to at least 1.3 million.
Ninety percent of nursing home residents are 65 and older. Although
this is less than 5 percent of the total U.S. population over 65, the like-
lihood of spending part of one's life in a nursing home increases with
age. According to NCHS, only one out of every 100 persons in the 65 to
74 age group is in a nursing home on any given day. However, this
number increases to seven out of 100 persons in the 74 to 84 age group
and more than one out of every five persons in the 85 plus population.

A number of factors have contributed to the tremendous increase
in the nursing home 'population between 1963 and 1980 including: (1)
Growth in the numbers of elderly, especially those over 75; (2) rapid
"deinstitutionalization" of residents from mental institutions; (3)
the nature of the health care reimbursement system which encourages
institutional care; and (4) the lack of support of government or pri-
vate insurance to cover community based alternatives. Assuming cur-
rent trends, nursing home utilization is predicted to be the fastest
growing segment of the health care system in the next two decades.

HEALTH CARE EXPENDITURES

Since the enactment of medicare, hospitalization rates and physician
visits for persons 65 and older have increased dramatically. Between
1965 and 1978, hospital stays increased by 46 percent, compared to a
9-percent increase for the overall population. The average number of
physician visits and the percentage of persons 65 and older seeing a
physician in the past year have also increased significantly, particu-
larly for lower income groups.

A significant shift in the proportion of public versus private sector
health care funding for the elderly has also taken place in the 15 years
following the enactment of medicare and medicaid. In 1966, only 30
percent of all health care costs for persons 65 and older were paid by
Government funds. By 1978, public funds accounted for nearly two-
thirds of the total cost. Much of this increase is due to increased cov-
erage for hospital costs. Government funds currently pay nearly 90
percent of all hospital costs for those 65 and older, compared with
less than one-half of these costs in 1965.

Although public funding as a percentage of health care spending
for the 65-plus population has been stabilizing in recent years, total
Government costs, particularly for hospital care. physician services,and nursing home care, are expected to continue to increase rapidly
in the decades ahead under current policies.

HEALTH CARE COSTS FOR THE ELDERLY

Despite the growing expenditures of public funds for health care,
out-of-pocket payments continue to be a major expense for the elderly.
In 1977, persons aged 65 and over paid 29 percent of tleir health care
costs out-of-pocket. These out-of-pocket expenses vary considerably
by service category. Out-of-pocket expenses (uncovered by public or



private insurance) accounted for 5 percent of per capita hospital ex-
penditures, 42.9 percent of nursing home expenditures, and 97 percent
of dental costs for the elderly. While the percentage of expenses paid
out-of-pocket has not increased significantly in the last decade, the
amount paid as a percentage of income for services covered by medi-
care has increased slightly due to the rising costs of health care. In
addition-to dentai-care,-other-uncovered-serrices-sucl as- drugs, -eye-
glasses, hearing aids, etc., and the increasing costs of private supple-
mental health insurance, have added to the elderly's overall health care
bill.

1981 FEDERAL ACTIONS IN HEALTH FOR THE
ELDERLY

Since the late 1970's, concerns about the overall economy and the
rising cost of health care have limited the ,expansion of health care
benefits and Federal health programs for the elderly. In 1981, the
rapidly accelerating hospital costs raised added concerns about the
future solvency of medicare's hospital insurance trust fund. Legisla-
tion designed to reduce the rate of growth of Federal spending domi-
nated actions in the 97th Congress. Few Federal health programs for
the elderly escaped at least some cost reductions.'

1 Sources for this chapter include data from the National Center for Health Statistics
and published and unpublished data from the Health Care Financing Administration.



Chapter 13

FEDERAL HEALTH PROGRAMS
OVERVIEW

There were significant legislative actions affecting all of the major
Federal health programs in 1981, mostly the result of one piece of
legislation, the Omnibus Budget Reconciliation Act of 1981. The rap-
idly growing national health expenditures through medicare and med-
icaid, currently 10.3 percent of the total Federal budget, led to several
significant measures to reduce costs in these programs. While the ma-
jority of these changes were administrative in nature, program costs
to beneficiaries were increased. Funds for many traditional categorical
health programs were also reduced, and the responsibility for these
programs was shifted from the Federal Government to the States by
consolidating and transforming them into block grants. In addition,
programs for clinical training and research in health and mental
health were also affected by reductions in Federal spending.

Significant problems in existing health care programs were not ad-
dressed. Despite concern over the inefficiencies in current Federal
health programs, especially medicare and medicaid, no significant re-
form measures were enacted in 1981. The lack of incentives to control
costs in the current health care system continue to result in increas-
ingly higher health care costs for the Government and the elderly.
These growing costs have limited the available resources to address
the continued problems that the elderly face with gaps in health care
coverage and out-of-pocket costs. There is also a continued problem
with training in geriatric medicine and a general lack of public and
professional awareness of the importance of health promotion for the
elderly. Although significant advances have been made in these areas,the recent reductions in Federal support for these programs may im-
pede their development.

There is, however, legislation pending in the Congress that pro-
poses to preform major aspects of the health care system. The con-
tinuing pressures to limit the growth of Federal spending assure that
debate on methods to control the growth in health care costs while
maintaining quality health care for the elderly will dominate in the
next Congress and the future.

A. HEALTH CARE EXPENDITURES

The growth of overall health care expenditures has been accelerat-
ing each year, and 1980 and 1981 set new spending records. The 15.2
percent increase in 1980 and the projected 15 percent increase in 1981
are the highest rates of growth in the last 15 years, substantially above
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the 13.4 percent growth rate between 1978 and 1979. Currently, medi-

care and medicaid, the two major Federal health programs, consume

10.3 percent of the total Federal budget of the United States. If cur-

rent policies continue, this percentage can only be expected to increase

as health care expenditures continue to grow faster than the rate of

inflation and the overall economy. Health care is consuming a larger
prprtion- of--the-GPsteadily-nesi n -intaecn 1979L

to 9.4 percent in 1980, to an estimated 9.7 percent in 1981. (Chart 1

shows the increase in health care expenditures from 1970-81, and
chart 2 shows the growth of health care share of the GNP.)

CHART 1

TOTAL HEALTH CARE EXPENDITURES
1970-1981

1979 1990 1991

YEAR

SOURCE: Health Care Financing Administration: Unpublished

Data, 1982
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CHART2

HEALTH CARE EXPENDITURES
AS A SHARE OF GNP

1970-1980
9.50G
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SOURCE: Office of Research, Demonstrations, and Statistics:

National health expenditures, 1980, by R.M. Gibson

and D.R. Waldo. Health Care Financing Review.-HCFA

Pub. No. 03123. Health Care Financing Administration.

Washington. U.S. Government Printing Office, Sept.

1981.

1. PERSONAL HEALTH CARE EXPENDITURES FOR THE
TOTAL POPULATION

A. HOW MUCH IS SPENT?

Personal health care expenditures will account for 98.4 percent
of all national health care expenditures in 1981. An estimated total
of $251.4 billion was spent for personal health care in 1981.1 Where
we spend our personal health care dollar is shown in chart 3, and
described in the categories below.

1 Health Care Financing Administration, unpublished data, 1982.



CHART 3

THE NATIONAL HEALTH DOLLAR
1991

4 f OTHER PERSNL

7 t DENTISTRY 'M

2 4 APPLIANCES
434 HOSPITAL

ej DRUGS-I!

9 NURS HOME

20 4 PHYSICIAN

SOURCE: Health Care Financing Administration:

Unpublished data, 1982.

(i) Hospital Care

Expenditures for hospital care in 1981 will be an estimated $115.8
billion, an increase of 16.3 percent from the previous year.2 This
category of health expenditures equals 46.1 percent of total personal
health care expenditures. This category of spending continues to
consume the largest share of all health care expenditures.

(ii) Nursing How Care

National nursing home care expenditures in 1981 are estimated to
grow 16.9 percent from 1980. This spending accounts for 9.6 percent
of personal health care expenditures. Excluding nursing home care
for the mentally retarded, spending dramatically doubled between
1975 and 1980 for nursing home care. from $9.8 to $19 billion, reach-
ing $22 billion in 1981.

(ili) Physician Services

Expenditures for physician services will reach an estimated $54
billion in 1981, a 15.8 percent increase over 1980.4 This category of
expenditures accounts for 21.5 percent of personal health care
expenditures.

!'Reference cited in footnote 1.
Reference cited in footnote 1.
Reference cited in footnote 1.



(iv) Drugs and Medical Sundries

Expenditures for drugs and medical sundries vill equal an estimated
$21.5 billion in 1981. This figure includes spending for prescription
and over-the-counter drugs. and durable medical equipment. This
category's share of health care spending has declined, from over 12
percent in 1965 to 8.8 percent in 1981.5 However, the 11.6-percent
rate of growth for drug expenditures between 1979-80 and a 12-per-
cent growth rate between 1980-81 may indicate a change in that trend.

(v) Other Personal Health Care

Expenditures for other forms of personal health care include spend-
ing for dentists and dental services, home health care benefits, eye-
glasses, orthopedic appliances, and for providing general services in
industrial settings. Estimated expenditures for this group of services
are $35.9 billion in 1981, an increase of 12.9 percent from the previous
year.' This amounts to 14.2 percent of all personal health care expendi-
tures. The significant category accounting for increased growth is
dental services, which is due in part to increased private insurance
coverage for these services.

B. WHY ARE HEALTH CARE COSTS INCREASING?

(i) Inflation

Price inflation within the general economy is the predominant
factor causing the growth in health care expenditures. Estimates reveal
that 75 percent of this growth results from price inflation, yet, hold-
ing inflation and population constant, in real terms. there were still
increases in hospital and physician per capita expenditures between
1967 and 1980.

TOTAL REAL PER CAPITA CHANGES IN EXPENDITURESt

In percent)

Under 65 Over 65

Physicians.------------------------------------------------------------------- 38.2 50.1Hospitals -------------------------------------------------------- 74.5 80.1

I Health Care Financing Administration, unpublished data, 1982.

The remaining one-fourth of health care cost growth is divided
among what is known as "residual factors" in health care: intensity of
services and population growth. Intensity of services is estimated to
be responsible for 17 percent in the growth of health care costs. Inten-
sity is the number and types of procedures performed during a con-
tact with a health care provider. Another, less significant, residual fac-
tor is the growing price paid for advances in health care technolory.
The increase in medical technology's effect has changed the health
care product because of the increase in the quantity and quality of
resources drawn into the health care market.

5 Reference cited in footnote 1.
6 Reference cited in footnote 1.
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In the 1981 "Health: United States" publication, the U.S. Public
Health Service claims that physician visits have actually decreased
for the population as a whole between 1973 and 1979. However, rates
of hospitalization and the number of nursing home residents have in-
creased. These increases alone are not large enough to account for the
rise in expenditures resulting from greater health care consumption.

-Thereforechanges intrecomp exity and amounlof services provifeE
during these physician visits or episodes of institutionalization have
accounted for a substantial part of the increase in health care ex-
penditures, showing an increase in the use of health services per capita
and in the intensity of services provided.

(ii) U1tilizationt

In 1981, price inflation was the major factor accounting for in-
creased hospital costs, but it also was a period of growth in the use
of hospital services. Increased use of hospital facilities accounted for
over 20 percent of the increased growth in hospital care spending in
1980 from 1979. In-patient days in community hospitals were 3.6 per-
cent higher than in the previous year, the highest annual increase since
the implementation of the medicare and medicaid programs. Hospital
use by persons age 65 and older represented approximately one-quarter
of the increase in community hospital in-patient days between 1979
and 1980. (Chart 4 shows the growth rate of hospital days, 1967 to
1980, for the under age 65 and over age 65 populations.)

CHART 4

SHORT-STAY HOSPITAL ADMISSION RATES
SELECTED POPULATIONS
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Care Spending," Health Care Financing Review. Spring

1980. and Unpublished data: HCFA, 1982.
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Although the number of physician consultations (visits) has re-
mained the same or possibly declined, the National Center for Health
Statistics reports that the number and types of services provided dur-
ing consultations has steadily increased. Rising surgical rates and in-
creased out-of-hospital laboratory tests have contributed to this in-
crease in intensity of care per physician visit.

This intensity, or increase in service utilization, is not isolated to
just hospital and physician care. Drugs constitute a significant factor
in the treatment of illness. Fifty-nine percent of physician consulta-
tions result in at least one prescription for medication.' Although the
number of prescriptions per capita may not increase, pharmacological
advances in drug therapy are expensive and result in a high product
price.

The Public Health Service reports that a growing population attrib-
uted to the remaining 8 percent of the growth of health care expendi-
tures in 1980. Today, it is the changing age distribution, specifically
the increasing proportion of people 65 years of age and over, that is
having an effect on health expenditures. In 1950, about 8 percent of
the population was 65 years of age and over. By 1980, this group
represented more than 11 percent of the population; and it is pro-
jected to exceed 12 percent by the year 2000.

2. PERSONAL HEALTH CARE EXPENDITURES AND UTILIZATION OF
SERVICES BY THE ELDERLY

A. PER CAPITA EXPENDITURES

(i) Hospital Service
The elderly consume a much larger share of health care services

than the younger segment of the population. The most striking ex-ample is in hospital care, the largest health care expenditure category.
In 1980, per capita expenditures were $307.87 for hospital services for
the under 65 population and $1,086.72 for the over 65 population. The
rate of growth in hospital expenditures has also been greater for the
elderly than for those under age 65. From 1967 to 1980, the per capita
growth in actual dollars for hospital care increased 381 percent for
those under 65, and 397 percent for those over 65.8

(ii) Physician Services
Although the difference is not as great as hospital expenditures,

per capita expenditures for physician services were also higher for theelderly than the under age 65 population. In 1980, expenditures percapita for the elderly for physician services were $471.26. This is 282percent more than the $167.23 that was spent per capita for the underage 65 population for physician services.9 In actual dollars, the totalgrowth in physician expenditures per capita from 1967 to 1980 in-creased 272 percent for those under 65 and 376 percent for those over
age 65.

These per capita expenditures display important trends in recentdevelopments in health care spending. In real terms, holding inflation
at a constant 1977 dollar amount, total per capita spending for hos-pital and physician care for the under 65 population grew annually

HGibson, Robert M., and Waldo, Daniel R., "National Health Care Expenditures, 1980."Health Care Financing Review, September 1981, 1p. 10.
8 Health Care Financing Administration, unpublished data, 1982.. Reference cited in footnote 8.
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at a much slower (3.7 percent) rate than for the elderly (4.6 percent).
(Chart 5 illustrates the real growth of total (physician and hospital)
expenditures per capita for the under 65 and over age 65 populations.)

CHART 5

REAL PER CAPITA HEALTH CARE EXPENDITURES
ELDERLY AND NON-ELDERLY

FY67-FY80
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B. UTILIZATION OF SERVICES

(i) Hospital Service

The utilization of hospitals increases dramatically with age. The

NCHS reports that in 1979 the hospitalization rate of persons age 65

plus was two and one-half times greater than that of younger persons.

While persons 65 plus made up 11 percent of the population, they ac-

counted for 25 percent of total hospital stays. Persons 85 plus have the

highest utilization rates of any age group (507 stays per 1,000 popula-

tion, compared with 306 stays per 1,000 population in the 65 to 74 age

group). In addition, the elderly stay in hospitals longer than younger

persons.

Charts 6, 7, and 8 illustrate the incidence of hospitalization, num-

ber of hospital days, and duration of stays by age group.

CHART 6
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CHART 7

TOTAL SHORT-STAY HOSPITAL DAYS BY AGE GROUP, 1978

UNDER 15 15-44 45-64
AGE GROUP

SOURCE: National Center for Health Statistics

CHART 8

DURATION OF STAYS IN SHORT-STAY HOSPITALS
AVERAGE HOSPITAL DAYS BY AGE GROUP

1978

UNDER 15 15-44 45-64
AGE GROUP

65-74

SOURCE: National Center for Health Statistics

While the aged will continue to account for an increasing share of
total hospital usage in the future as the population ages, it is impor-
tant to note that most persons age 65 and over are not hospitalized in
any given year. Data from the 1979 health interview survey reveal that
fewer than 2 of every 10 persons age 65 plus were hospitalized in 1978
compared to 1 in 10 in the under-65 population.
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(ii) Physician Services

As with hospitals, utilization of physician services increased with
age. The NCHS reports that persons under age 65 average 3.2 office
and home visits per year, while that number jumps to 4.8 visits for per-
sons age 65 to 74, and 5.1 for those age 75 and above in 1979. Eighty
percent-Of-ai-persons-age-65nd-older-have seen-aphysiciwateast
once during the previous year, and less than 14 percent have not seen
a physician in 2 or more years. (Charts 9 and 10 illustrate the average
number of visits by age group.)

CHART 9

PHYSICIAN OFFICE AND HOME VISITS
PERSONS 65 AND OLDER WITH NO VISITS IN TWO YEARS
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(iii) Nursing Home Care

Another area of high utilization by the elderly is nursing home
care. People aged 65 and above account for approximately 90 percent
of nursing home residents. During the 5-year period 1975-80, the
days of nursing home care increased more than 3 percent annually,
while the U.S. population over age 65 rose 2.7 percent per year. In
1980, input prices, such as the costs for labor and technology, increased
10.1 percent (higher than 1975-80), while growth in days of care
provided (less than 3 percent) was lower than the previous 5-year
average. Spending for nursing home care is growing rapidly at 16.6



CHART 10

PHYSICIAN OFFICE AND HOME VISITS
BY PERSONS 65 AND OLDER
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SOURCE: National Center for Health Statistics

percent. 0 Despite slowing utilization rates, costs are continuing to
rise rapidly.

These differences in per capita expenditures and utilization between
the elderly and the below age 65 population show the difference in in-
tensity of services between these two groups. These differences reflect
the more serious nature of illness and greater prevalence of chronic
conditions among older persons. As displayed in charts 6-10, the elder-
ly have more physician visits per person, higher rates of hospitaliza-
tion and more days of care in short stay hospitals and nursing homes
than younger people. The Health Care Financing Administration
(HCFA) estimates that in 1978, the most recent year for which they
have data, the elderly accounted for 29 percent of total health care
expenditures, although they comprised only 11 percent of the popula-
tion.

3. FuNDING FOR HEALTH CARE

Since medicare covers over 90 percent of the age 65 and over popu-
lation in this country, expenditures under this program act as fairly
good indicators of health expenditures for older Americans. In 1981,
total medicare benefit payments equaled $41.2 billion, a 21.5-percent
increase over the 1980 total of $33.9 billion."

For the 1979-80 period, the increase in expenditures of the medicare
program was 20.3 percent. Even though this increase is more than the
current 15-percent growth rate of general health care expenditures,
it does not represent a significant increase in medicare expenditures.

1o Unpublished data, Health Care Financing Administration, 1982.xx Source: Health Care Financing Administration.
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In the 15 years following enactment of medicare and medicaid,
a significant shift in the proportion of public versus private sector
health care funding for the elderly took place. In 1966, only 30 per-
cent of all health care costs for persons 65 and older were paid with
Government funds. By 1978, the public sector share of health care
funding had risen to nearly two-thirds of the total cost. The rise in
hospitl-eostshas-been-particularly-dramatic.Governmentfundmr-
rently pay nearly 90 percent of all hospital costs for those 65 and
older, compared with less than one-half of these costs in 1965.

Public funding of health care for all age groups has been shifting
from State and local governments to the Federal Government since
1965. In 1965, nearly half of the $2.6 billion in public funds spent on
health care for persons 65 and older was from State or local sources.
By 1978, only 14 percent of the $31 billion in public funds spent on
health care for the aged came from State or local sources.12 (Chart 11
compares the difference of funding sources for health care for the
elderly for 1965 and 1978.)

CHART 11

HEALTH CARE COSTS FOR PERSONS 65 AND OLDER PRIVATE
BY SOURCE
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Although public funding as a percentage of health care spending for
the 65-plus population has been stabilizing in recent years, total
Government costs-and particularly costs for hospital care, physician
services, and nursing home care-are expected to continue to increase
substantially in the decades ahead. The Health Care Financing Admin-
istration predicts that, if present trends continue, total nursing home
costs alone will rise by nearly 400 percent between 1978 and 1990 (from
$16 billion to $76 billion).

4. Coxcusiow

Health care expenditures have been rising rapidly in the United
States and claiming a larger share of the Nation's resources during the
past two decades. The causes for this increase are numerous and com-
plex and include changes in the way health care is financed, the relative
growth of various sectors in the health care economy, price inflation,

"Chartbook, White House Conference on Aging, p. 96 (data source, Health Care
Financing Administration).



population change, and changes in the utilization of health care and the
health care product.

The Nation is spending more every year in each category of health
care expenditure. While price inflation is responsible for the majority
of the growth, the intensity of services provided fuels this growth.
This is especially true for the health care services the elderly consume
when compared to the younger segment of the population.

Since the medicare program covers such a large percentage of the
elderly population, it is not surprising that the fiscal stability of the
hospital insurance (HI) trust fund, which pays for medicare part A
benefits, surfaced as an issue the past year. Increasing numbers of the
elderly, health care price inflation, and the growing intensity of serv-
ices provided to the elderly may seriously affect the HI trust fund's
ability to pay for hospital benefits in the future, providing current
trends continue.

During the past two decades, the Nation's health care bill has been
rising rapidly. It is highly sensitive to inflationary costs, thereby con-
suming larger portions of the Federal budget. While the Government
is spending more on health care, so are the elderly. Subsequently, out-
of-pocket health care expenses are increasing despite medicare enroll-
ment, and current gaps in service and coverage for the elderly do not
seem to be closing, but widening.

B. 1981 BUDGET: EFFECTS ON FEDERAL HEALTH
PROGRAMS

While measures to reform current Federal health programs were
introduced in the 97th Congress, the dominant 1981 actions in health
were the result of one piece of legislation, the Omnibus Budget Re-
conciliation Act of 1981, and the need to reduce Federal spending.

The act, Public Law 97-35, was signed into law on August 13. 1981,
and made the following significant changes in Federal health
programs:

-Increased beneficiary cost sharing and initiated provider reim-
bursement adjustments in medicare.

-Reduced the rate of growth of Federal medicaid expenditures
and added provisions giving States greater flexibility in im-
plementing their medicaid plans.

-Decreased emphasis on the health planning and regulatory ap-
proach to health care cost containment, and began the eventual
phase out of PSRO's.

-Transferred categorical health programs to block grants to the
States.

-Reduced funding for clinical training and research in health and
mental health of the elderly.

1. MEDICARE

The Omnibus Budget Reconciliation Act of 1981 makes a variety of
changes, some affecting beneficiaries directly, and other administra-
tive changes which may indirectly affect beneficiaries.

89-509 0 - 82 - 21
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A. BENEFICIARY COST SHARING

Beginning in 1982, the annual part B deductible for supplemental
medical insurance, which includes coverage for physician services,
was increased from $60 to $75. The part A deductible for in-patient
hospital services was also increased from $204 to $260. effective
January-1, 1982, to more accurately reflect current hospital costs. In
addition, the daily in-patient hospital coinsurance amount required
after the 60th day of hospitalization, or 20th day of nursing home stay,
was previously determined for the calendar year in which a spell of ill-
ness began. Under Public Law 97-35, the coinsurance will now be
determined for the calendar year in which services were furnished.
Also, services incurred in the last 3 months of the preceeding calen-
dar year were previously counted against the part A deductible.
Under the new law, expenses incurred during the last quarter of
the previous year will not be considered.

Congress rejected provisions that would have imposed new bene-
ficiary copayment charges on stays in a hospital, turned down further
increases in the part B premium, and retained the pneumococcal vac-
cination benefit under medicare.

B. HOME IIEALTII AGENCIES

Previously, the limits for home health agency reimbursement were
set at the 80th percentile of average per visit costs. Although these
limits were established by type of service, they were applied to each
agency as a single aggregate limit based on the agency's number of
visits for each type of service. Section 2144 of the new budget bill re-
duces from the 80th to the 75th percentile the medicare reimbursement
limits that are applied to home health agencies. This section also per-
mits use of an alternative reimbursement methodology, providing the
resulting limits are no less stringent than those that would be achieved
using the 75th percentile limit.

Section 2152 of the omnibus budget bill addresses utilization guide-
lines for the provision of home health services. Under previous law,
a condition for reimbursement was physician certification that the
patient is homebound and needs intermittent skilled nursing care,
physical or speech therapy, and that the establishment and veriodic re-
view of the care plan be conducted by a physician. In addition to these
requirements, a provision of this new bill requires that utilization
guidelines be established for home health agencies, and that provi-
sions be made for the implementation of these guidelines through a
program of post-payment coverage review of claims.

Section 2122 of the bill eliminates occupational therapy as a basis
for initial entitlement to home health services. However, where an
individual has otherwise qualified for benefits for such needs as skilled
nursing care, speech therapy, or physical therapy, his or her eligibility
for benefits may be extended solely on the basis of a continuing need
for occupational therapy.



C. OPEN ENROLLMENT PERIOD

The Omnibus Budget Reconciliation Act of 1980 authorized a con-
tinuous open enrollment provision for medicare enrollment. The Budg-
et Act of 1981 repealed this provision, reinstating the previous annual
January-March enrollment period for medicare coverage.

D. HOSPITAL REIMBURSEMENT

The in-patient routine nursing salary cost differential, based on the
theory that older patients require more nursing care than the average
patient, was lowered from 108.5 percent to 105 percent of reasonable
costs.

Public Law 96-499, the Omnibus Budget Reconciliation Act of
1980, provided that when a medicare beneficiary no longer requires
acute hospital services but must remain in the hospital because no
long-term care bed is available in the community, the hospital will be
reimbursed at a daily rate equal to the estimated adjusted average
medicare skilled nursing facility rate. The reduced level of reimburse-
ment would not apply where a hospital's annual occupancy rate is
equal to or greater than 80 percent. Section 2102 of the new budget bill
amends this medicare provision by eliminating the 80 percent oc-
cupancy test. Under the provision, no reduction will be made in the
payment rate where the Secretary determines that there is no excess of
hospital beds in either the individual hospital or area.

Previous law authorized the Secretary, in determining the reason-
able costs of service furnished to patients, to exclude costs estimated to
be unnecessary in the efficient delivery of needed health care services.
The 1981 reconciliation act lowers medicare's reimbursement limits
from 112 percent to 108 percent of the mean under the methodology
currently used. The new law also permits use of an alternate reimburse-
ment methodology providing the limits are no less stringent than
those that would be achieved using 108 percent of the mean.

2. MEDICAID

The Reagan administration proposed enactment of legislation to
limit, or cap, Federal medicaid expenditures for fiscal year 1982, for
a savings of $1 billion. The cap was structured to reduce Federal ex-
penditures for fiscal year 1981 by $100 million below the current esti-
mates for program costs. Expenditures would then be allowed to in-crease by 5 percent in fiscal year 1982, and with the rate of inflation
in future years. The proposal also provided the States with more
flexibility in structuring their individual medicaid programs. It was
anticipated that by limiting Federal spending, States would have addi-
tional incentives to provide cost-effective services and to reduce fraud,abuse, and waste.

A. SPENDING REDUCTIONS

Congress did not accept the administration's plan for imposing a
cap on State medicaid programs. Instead, the Omnibus Budget
Reconciliation Act of 1981 provides for a reduction in Federal match-



ing payments to all States by 3 percent in fiscal year 1982, 4 percent
in fiscal year 1983, and by 4.5 percent in fiscal year 1984. Any State
could lower the amount of such reductions in any year, if it adopts
a qualified hospital cost review program; if unemployment in the
State is greater than 150 percent of the national average; if it recovers
1 percent of Federal payments by controlling fraud or program abuse;
orifithoididuwn icreasesin medramispend ingbelowertaurtarget
levels. Congress rejected efforts to reduce the minimum rate of
Federal matching for medicaid services, currently set at 50 percent.

B. RELAXATION OF REIMBURSEMENT REGULATIONS

Public Law 97-35 includes a number of provisions designed to give
States increased flexibility in designing and implementing their
medicaid programs.

Prior law required that medicaid payment methodology match
the medicare payment methodology for in-patient hospital services.
Public Law 97-35 eliminates this requirement and now requires that:
"State payments for such services be' reasonable and adequate to
meet the costs which must be incurred by efficiently and economically
operated facilities in order to meet applicable laws and quality and
safety standards, taking into account the situation of hospitals which
serve a disproportionate number of low income patients." The legis-
lation also authorizes States to purchase laboratory services and
medical devices through competitive bidding or other arrangements,
and to enter into prepaid agreements.

C. CHANGES IN ELIGIBILITY

All States having medicaid programs provide coverage to the
"categorically needy." In general, these are persons receiving cash
assistance under the aid to families with dependent children (AFDC)
program or, aged, blind, and disabled persons receiving benefits under
the supplemental security income program. Thirty-four States and
jurisdictions have also elected to extend coverage to the "medically
needy." These are persons whose incomes and resources are large
enough to cover daily living expenses, according to income levels set
by the State (within certain limits) but not large enough to pay for
medical care, provided that they are aged, blind, disabled, or mem-
bers of families with children.

In order to give States increased flexibility in designing their medic-
aid programs, section 2171 of the 1981 budget bill modifies current
law pertaining to conditions a State must meet if it chooses to offer
coverage to its medically needy population. The law repeals the fol-
lowing requirements: (1) A State must provide coverage to all med-
ically needy groups; (2) services for all medically needy groups must
be comparable in amount, duration, and scope; (3) States must offer
a minimum number of services to this population group; (4) States
must offer a mix of institutional and noninstitutional care and services.
The law retains the medicaid statewideness requirement (that all serv-
ices be consistently delivered throughout the State) and the require-
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ment that a State must offer home health services to any person eligible
for skilled nursing facility care.

Section 2171 of Public Law 97-35 places the following requirements
on medically needly programs: (1) If a State provides medically
needy coverage to any group, it must provide ambulatory services to
children and prenatal and delivery services for pregnant women; (2)
if a State provides institutional services for any medically needy
group, it must also provide ambulatory services for this population
group; and (3) if the State provides medically needy coverage for
persons in intermediate care facilities for the mentally retarded, it
must offer the same mix of institutional and noninstitutional services
to all groups in its medically needy program as required under law
previous to this act.

Under the revised medically needy provisions, States will continue
to utilize, for purposes of making eligibility determinations, the same
methods of determining an individual's income and resources. Further,
under the new requirements, States will not be able to extend med-
ically needy coverage to individuals not covered under prior law.

D. WAIVING "FREEDOM OF CHOICE" FOR PATIENTS

The new law authorizes the Secretary to waive certain require-
ments of law to achieve certain program purposes provided he or she
finds them to be cost effective, efficient, and not inconsistent with pro-
gram intent. Under this authority, the Secretary may approve restric-
tions on providers or practitioners from or through whom an indi-
vidual may obtain services (other than emergency services) provided:
(1) Such providers or practitioners accept and comply with the reim-
bursement, quality, and utilization standards under the State plan;
(2) such restrictions are consistent with access, quality, and efficient
and economic provision of services; and (3) the restriction does not
discriminate among classes of providers on grounds unrelated to their
effectiveness and efficiency in providing care.

E. LONG-TERM CARE

One landmark provision of the legislation permits automatically
renewable waivers for States to provide coverage for a range of home
and community based services pursuant to an individual plan of careto persons who would otherwise require institutional services. The
total costs for all services provided to these individuals may not exceed,
on an average per capita basis, the total expenditures which would
be incurred for such individuals if they were institutionalized. This
provision could potentially have significant impact on long-term care
and the elderly. A complete discussion of this provision is included
in the chapter on long-term care.

3. PROGRAM MANAGEMENT REDUCTIONS: HCFA
Besides all the reductions and changes to the medicare and medicaid

programs enacted in Public Law 97-35, program management fund-ing reductions were initiated for the Health Care Financing Admin-



istration, the Federal agency responsible for these programs. Their
budget for research and program demonstrations was reduced to $29.5
million in fiscal year 1982. This represents a 7.5-percent reduction
from the $31.9 million allocated for this function in fiscal year 1981.
Other program management functions were affected by the reductions,
such as the budgets of contractors who are responsible for processipg
clifims for medicare anitedicaid-reimburseFment, aird significant ne"-
power reductions within the Health Care Financing Administration.

4. PHASING Our PSRO'S AND DEEMPHASIZING HEALTH PLANNING

Administrative changes that have caused concern among many fac-
tions within the health care industry are the provisions relating to pro-
fessional standards review organizations (PSRO's), who are respon-
sible for medicare utilization review. Our new provision requires
the development of performance criteria and assessment, no later than
September 30, 1981, on the relative performance of each PSRO in: (1)
monitoring the quality of patient care; (2) reducing unnecessary
utilization; and (3) managing its activities efficiently. Based on this
assessment, the Secretary of DHHS is authorized to terminate up to
30 percent of current PSRO's during fiscal year 1982. The Secretary
is required to report to the Congress by September 30, 1982, on his
assessment of relative PSRO performance and any determinations
made not to renew agreements.

The new law also modifies provisions pertaining to PSRO agree-
ments by specifying that such agreements may be for a maximum of
12 months and may be terminated upon 90 days' notice by the Secretary
with no formal hearing required. A termination of an agreement is
not subject to judicial review.

The use of PSRO's was also altered relative to the medicaid pro-
gram. Currently, contracts are made with PSRO's to conduct review
of services provided to medicare and medicaid patients. The Fed-
eral Government finances 100 percent of the cost.

A new provision provides States with the option of contracting
with PSRO's for the performance of review functions under terms
and conditions similar to those contained in an agreement between a
PSRO and the Federal Government for medicare review. Such re-
view may not be inconsistent with performance of review under the
PSRO law. To the extent that PSRO's perform medical or utilization
review functions required by law for medicaid, such requirements
shall be deemed to be met, provided the State provides such assurance
of satisfactory performance as the Secretary may require. The sec-
tion further authorizes 75-percent Federal matching for PSRO re-
view of medicaid services.

Some individuals within the health care industry question the ef-
fectiveness of these provisions. PSRO's are thought by some to aid
in the process of evaluating appropriate spendinfT of the medienre
dollar for covered services. Critics of these organizations have felt
that their administrative costs exceeded their savings through utili-
zation review. If these organizations are phased out, the money that
could be saved through their review would be lost. Further, the
utilization review function would then be performed by each medi-
care and medicaid contractor faced with budget reductions to carry



out their current functions. Therefore, even though the review au-
thority would be covered by the contractors, their ability to do ef-
fective review is questioned.

Although the administration originally proposed in their 1982
budget to phase out health planning over the 1981-83 period, con-
sistent with a 2-year administration timetable to develop and carry
out health financing reforms intended to encourage competition in
health care, Public Law 97-35 did not phase out the program. It
amends the program to reduce 1982 authorizations for health systems
agencies (HSA), State agencies and planning centers. It also permits
States to operate their own planning program without an HSA and in-
creases the certificate of need dollar tolerance limit for review to: $600,-000 for capital expenditures, $400,000 for major medical equipment,
and $250,000 for new institutional services. In 1982, the total appropri-
ated for the health planning function was $85 million, a 2.2 percent
reduction from the 1981 appropriated amount.

5. BLoCK GRANTS

Other than a reduction, or reduction in the increase of funding
levels, the most significant action in Federal health service, training
and research programs was the transfer of 21 Federal categorical
health programs to block grants to the States.

The Omnibus Budget Reconciliation Act of 1981 established four
health block grants: (1) Preventive health services; (2) alcohol, drug
abuse, and mental health; (3) primary care; and (4) maternal and
child health. The primary care block will become effective in fiscal
year 1983, and the remaining three are effective as of fiscal year 1982.

The enactment of these block grants represents a major shift from
categorical, federally administered programs, long viewed as frag-
mented and duplicative, to more flexible, State administered programs.
States will now have greater ability to use program funds within each
block in ways best suited to State and local needs. Special provisions
were added, however, to retain 1981 proportions of funds spent on
three programs of particular relevance to the elderly-community
health centers, community mental health centers, and the hypertension
control program.

In addition to the effort to eliminate Federal barriers to coordinated
State and local planning and programs, the block grants were also an
attempt to lessen Federal administrative requirements and program
duplication in hopes of achieving savings that could be used to offset
the overall 25-percent reductions from fiscal year 1981 funding imposed
on these programs. However, the Congressional Budget Office (CBO)
estimated in its report, "An Analysis of President Reagan's Budget
Revisions for Fiscal Year 1982," March 1981, that the budget reduc-
tions in the block grant programs would probably result in large cut-
backs in the services currently funded through the programs involved.

The actual amount of cutbacks will depend on factors such as com-
pensating increases in State and local funding and offsetting adminis-
trative savings and efficiencies resulting from consolidation. However,
CBO and the National Governor's Association view it unlikely that



many jurisdictions, faced with tax-limitation referenda and other fiscal
constraints, will find sufficient additional revenues to compensate for
the proposed cuts. Furthermore, the reductions in the block grant pro-
grams have been accompanied by additional proposals to limit funding
for other health and social service programs.

The extent of the impact on the elderly of the block granting of these
healthserice-programs-is-difficulto asses sinc" much will depend on
the reaction of individual States. However, the reduction in funds
along with the reductions in social service moneys, such as title XX, do
indicate a general reduction in State ability to provide services. In
addition, programs such as community health and community mental
health centers previously had special emphasis provisions for the
elderly which are not contained in the block grants.

Since legislation creating these block grants repealed existing legis-
lation governing the categorical grant programs contained within
them, the Mental Health Systems Act, which was due to become effec-
tive on October 1, 1981, was also repealed. The act had been viewed by
many as a step forward in meeting the mental health needs of under-
served populations, including the elderly.

6. CLINICAL TRouNING An) RESEARCH

Although funding for clinical training was significantly reduced
in several Federal agencies' budgets, the authorized levels for research
were at least maintained at the previous year's levels, with some
marginal increases.

A. NATIONAL INSTITUTE FOR MENTAL HEALTH

The Center for Studies on Aging in the National Institute on
Mental Health (NIMH), established in 1975 and fully operational
in 1978, is the main focus for clinical training and research in mental
health for the elderly. Although the establishment of the center repre-
sented a significant initial step forward, the total number of dollars
given to the center and to research in the past 3 years remained the
same, 4.5 percent of the total NIMH budget. This $7.5 million spread
across the 25 million people over 65 in the United States amounts to 30
cents per person.

The 1981 Omnibus Budget Reconciliation Act continued ap-

propriations for the center's research at the same level as 1980. Total
NIMH research funds were reduced 1.76 percent from 1980 to 1981,
and 7.64 percent from 1981 spending obligations to the 1982 appro-
priated amount of $130,964,000.

The most serious reductions in mental health spending for the
elderly were in clinical training. The center's budget allowed no new
awards in 1981, only continuation grant funding was available. Cur-
rent administration projections propose a phase out of this program
by 1983, despite known critical shortages of mental health profes-
sionals and faculty trained in the mental health needs of the aged.
Total training funds for the NIMH were also reduced 9.98 percent



from 1980 to 1981, and the $60,788,000 appropriated for fiscal year
1982 is a 25.3 percent reduction from fiscal year 1981.

B. NATIONAL INSTITUTE ON AGING

Although the research budgets for the NIA were marginally in-
creased, their clinical investigator program and geriatric medicine
awards were continued in fiscal year 1981 only at the previous year's
funding level.

Prior to 1974, the study of the aging process had not received much
research support commensurate with its effects on every individual.
Congress, therefore, created the NIA in 1974 and gave it the re-
sponsibility for biomedical, social, and behavioral research and
traimng in aging.

Research at the NIA is categorized into three areas: intramural re-
search, extramural research, and research into epidemiological trends
relevant to the elderly.

Extramural research is investigator initiated research funded
through grants to the research community outside the NIA, such as
universities and hospitals. The budget for these grants increased 8.9
percent in 1982 to total $61 million.

The NIA also funds its own research, or intramural research, which
is not supported in the extramural community. Funding for this re-
search equaled $14.4 million in 1982, a 9-percent increase over the
1981 budget amount.

The third category of NIA sponsored research is epidemiological
research funded through contracts. Epidemiological research investi-
gates many areas gathering data and information on certain groups
within the aging population. Study in this area scans a wide variety
of social, cultural, and health related topics potentially affecting the
elderly. Funding in 1982 essentially remained at the same level as the
1981 figure, increasing 2.5 percent to $3.9 million.

The model nursing home project, sponsored by the NIA, discussed
in the section on geriatric medicine, was not able to fund any activity
in fiscal year 1982. Since the Congress could not agree on certain parts
of the Federal budget, a continuing resolution was passed in late No-
vember 1981 and will expire in March 1982. While the House of Repre-
sentatives provided funding for this program, the Senate did not.
Since a continuing resolution takes the lower of the House or Senate
figures, in fiscal year 1982, no funds were appropriated.

In fiscal year 1982 no new funds were appropriated for the NIA's
academic research clinical investigator program or the geriatric medi-
cine award. The programs continued with the same funding as previ-
ous years, with $1.3 million.

The NIA has been able to continue to fund their program to train
physicians in geriatric medicine. $2.1 million is being spent in fiscal
year 1982 for the equivalent of 157 full-time physicians to be trained
in geriatric medicine.

The total budget for the NIA was increased for fiscal year 1982 to
$82.17 million. This represents an 8.6-percent increase from the $75.65
million spent by the NIA in fiscal year 1981.
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C. HEALTH RESOURCES ADMINISTRATION

Several promising geriatric educational and training programs were
severely curtailed or terminated following the 1981 budget appro-
priations bill. One such program was the geriatric curriculum develop-
ment grant program, administered by the Health Resources Admin-
istration. Begun iL 1979, under section 788(d) of the Public Health
Service Act, the program offered competitive grants to stimulate the
integration of geriatric teaching into health professional schools. In
1979, 27 grants were awarded, from 150 applicants, for a 3-year period.
One year followup site visits found interdisciplinary health care stu-
dent teams making home visits to older adults; dental students on
mobile dental units bringing oral health care to nursing home resi-
dents; freshman medical students adopting and monitoring the health
of elderly clients throughout their schooling; and pharmacy students

providing community drug education to older Americans. In 1981, the
last year of the 3-year funding period, funding was withdrawn under
the administration's rescission legislation. These geriatric curriculum
projects are no longer being funded.

D. ADMINISTRATION ON AGING (AOA)

The Administration on Aging's gerontology career preparation pro-
gram had its budget halved in 1981. This oldest continuously sup-

ported training program, begun in 1966, promotes and assists graduate
schools of social work, administration, and the various health profes-
sional schools to become self-supportive in the development of long-
term training programs in gerontology. Among its priorities are job
training for the planning, management, administration, and delivery
of community social and health services to older Americans; the de-
velopment of teaching faculty in gerontology graduate training for
minorities; and support for education institutions with substantial
minority enrollments in urban and rural areas. In fiscal year 1980,
79 programs in a variety of disciplines and settings were funded out
of a budget of $7.7 million. In fiscal year 1981, funding was cut over
53 percent to $3.6 million.

The overall AoA budget for research, training, model project dem-
onstrations, and the long-term care gerontology centers (LTCGC's)
totaled $54.3 million in 1980. In 1981, their budget total was re-
duced to $40.4 million, a 25.6-percent reduction. In 1980 and 1981, the
total figures were distributed among four areas: Training (title IV-

A), research (title IV-B),model projects demonstration (title IV-C),
and LTCGC's (title IV-E).

Percent

Research ---------------------------------------------------------- 3 9
Training ------------------------------------------------------
Model projects --------- ---------------------------------------- 49.5
LTCGC's ------------------------------------------------ 6.2

The continuing resolution for fiscal year 1982, which expires in
March 1982, does not have the allocations for each expenditure cate-
gory of title IV, which is up to the discretion of the Commissioner of
the AoA.
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E. OTHER RESEARCH ON ALZHEIMER'S DISEASE

One major area of aging related research that receives fundingfrom three institutes of the National Institutes of Health is for seniledementia, especially Alzheimer's disease. The National Institute onAging acts as a catalyst and facilitates most of the research in thisarea. Federal research in Alzheimer's disease has increased by morethan 200 percent since the creation of the NIA as part of the NIH. A-a result, it is now known that some 100 reversible conditions have phys-ical and emotional conditions which can temporarily alter sensitivebrain cells and mimic the symptoms of Alzheimer's disease. Many ofthese conditions respond to prompt treatment when they are accu-rately diagnosed.
In 1980, a total of $10.3 million was funded for research inAlzheimer's disease, an increase of 68.1 percent from 1979. The fundswere distributed as follows: NIA, $3.2 million; NIMH, $2.1 million;and the National Institute of Neurological and Communicable Diseaseand Stroke (NINCDS), $4.9 million. '
The total $15.4 million allocated for Alzheimer's disease researchin 1981 was 49.2 percent more than the 1980 total. The NIA increasedtheir funding to $5.2 million, up 62.5 percent from 1980, while theNIMH funded amount grew 118 percent reaching $4.7 million in 1981.Funding the largest amount, the NINCDS funded $5.5 million, up 10.9percent from 1980.
Under the continuing resolution for fiscal year 1982, totalfunding for Alzheimer's research reached $16.8 million, increasing 9.1percent from 1981. While no institute decreased funding forAlzheimer's disease research, the growth rates were smaller thanprevious years. The NIA increased funding by 19.2 percent to $6.2million, while the NIMH funded research at $4.8 million, up 2 percentfrom 1981. The NINCDS 1982 funding increased 5.5 percent to $5.8million.

C. CONTINUING ISSUES IN HEALTH PROGRAMS
FOR THE ELDERLY

Congressional action in 1981 on Federal health programs resultedin short-run expenditure reductions to control spiraling costs. Whatwas not legislatively addressed were the causes of the growing costsor the problems with existing health programs. Among the most sig-nificant outstanding programmatic issues are: The systemic healthcare cost problem, the increasing gaps in coverage, the need fortrained health professionals in geriatrics, and the lack of emphasis irhealth promotion for the elderly.

1. MEDICARE

A. HEALTH INSURANCE TRUST FUND

Discussion of possible future financial trouble for the HI trust fundcommanded congressional attention for the first time in 1981. Therapid growth rate of health care expenditures, especially those for
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hospital care, make future congressional scrutiny of medicare costs
inevitable in the coming years. Since part A benefits include hospital,
nursing home, and some home health care covered under the medicare
program, the HI trust is particularly vulnerable to increases in the
cost of institutional care. The 284-percent increase in hospital costs
over the past decade and the fact that medicare spending is growing
fasterthawreven thwrate-of-health-care-spending-forthe general-pop-
ulation are placing serious strains on the HI trust. For hospital care
alone, medicare expenditures grew by 19 percent in 1981.

The table below shows the comparison of general health care growth
rates to growth rates of the medicare program in the last 4 years:

RATES OF GROWTH

[in percent

Health care, general
expenditures Medicare

1977-78.1------------------------------------------------------------ 21.6
1978-79----- ---------------------------------------------------------- 13.4 15.6
1979 -.------ --.. ------------------------------------------------------ 15.2 20.3
19801l----- ---.------------------------------------------------------- 15.0 21.4
1981-82...--- ------- ------------------------------------------------

1 No estimate available.
I Estimated.
Source: Health Care Financing Administration, unpublished data, 1982.

Actual 1981 hospital cost increases have been 16.3 percent compared
to the previous trustee projections of 13 percent. Therefore, the cost
assumptions for 1981 and 1982 raised expenditure levels, thereby de-
creasing the trust fund balance.

The board of trustees show in a recent forecast a 4-percent increase
in projected expenditures for hospital benefits. This will offset a 2-

percent decrease in projected income for the trust fund by 1990. In-
come for the trust fund is generated through social security payroll
deductions. This change in expenditures is based on a 2-percent upward
revision in previous assumptions about per diem hospital costs over the

decade. The trustees revised their forecasts because hospital cost in-

creases exceeded expectations this year.
While the HI trust fund is not in imminent danger of being unable

to provide benefit payments for medicare beneficiaries, the present
financing schedule is not adequate to pay benefits over the next 25

years. According to the 1981 annual report of the social security trust-

ees, the HI tax rates currently specified in the law are sufficient to

cover program expenditures for the next 6 to 8 years. But, as early as
1987, a $1.2 billion deficit is.expected, growing to an $18 billion deficit

in 1990.
Concerns about the economy as a whole have drawn the attention

of the Federal Government to the growing costs of the medicare pro-
gram. The added concern about the future solvency of the HI trust

fund has further increased pressures to find some method to control
the growth of medicare spending.

B. GAPS IN PAYMENT

Nearly 29 million persons, 90 percent of the aged 65 and over pop-
ulation of the United States, are medicare beneficaries. Even though



medicare expenditures grew faster than the rate for general health
expenditures, and the majority of the elderly are covered by this pro-
grain, out-of-pocket spending continues as a serious concern for the
elderly. Persons aged 65 and over paid 36.8 percent of their health
care through private payments in 1978. In 1965, the elderly paid 70.1
percent for personal health care through private funding channels.

Since hospitals are required to accept medicare reimbursement as
full payment for medicare patients, very little is paid directly by the
elderly for hospital care. By comparison, in 1965, before the medicare
program, the elderly paid 13 percent of hospital costs directly, com-
pared to less than 5 percent in 1977.'s

The story for out-of-pocket costs for outpatient care is quite
different.

Gaps in coverage and benefits are the two most often mentioned
problems with the medicare program. First, medicare does not address
the long-term care needs of the elderly. Nursing home and home health
benefits are essentially extended care benefits for recuperating from
an acute illness or an acute episode of a chronic illness. Second, many
items and services widely used by the elderly, such as hearing aids,
eyeglasses, dental care, and most outpatient prescription drugs, are not
covered under the medicare program.

In addition, in 1981, the monthly premium for medicare part B,
supplemental medical insurance, was increased from $9.60 to $11 per
month. Effective July 1, 1982, it will increase to $12.20. The medicare
part A, hospital insurance, deductible was increased from $204 to $260
effective January 1, 1982. The increase in this deductible represents
over a 27-percent increase in 1 year, historically, more than twice the
annual increase.

New legislation this year -also increased the medicare part B annual
copayment to $75. This is the first increase for this annual deductible
in 9 years.

Not only have the medicare premiums and deductibles increased;
but private policies, which supplement medicare coverage have in-
creased, or plan to increase, their membership rates as well. Most medi-
care supplemental private insurance, or medigap, policies cover medi-
care beneficiary liability for medicare deductibles and copayments, and
cover some expenses for medicare-covered services that exceed the
medicare allowable amount. Many of these medigap policies offered by
Blue Cross and Blue Shield and other commercial insurance companies
have already announced premium rate increases starting in 1982. Pre-
dominantly, the plans cite that up to 60 percent of the increased
monthly premium amount results from increases in medicare cost-
sharing, many of which were enacted in the Budget Reconciliation Act
of 1981. When the medicare deductibles increase, premiums for medi-
gap policies increase to offset this additional payment for an existing
benefit. Further. since many medigap policies reimburse the medicare
20-percent beneficiary copayment of the reasonable charge for part B
medical services, the general increases in health care costs and the stag-
nant assignment rates also contribute to premium increases in medigap
plans. The combination of increasing deductibles and premiums in

13 This applies to those beneficiaries whose hospital stays were under 60 days. The 2 per-
cent of medicare beneficiaries who experience longer hosnital stays are responsible for a $51
copayment per de ". increasing to $65 starting July 1, 1982.



medicare, the rising cost of supplemental insurance, and the rising cost
of uncovered health service result in increasing out-of-pocket expenses
and shrinking benefits for the elderly.

Speaking on medicare coverage at a Senate Special Committee on
Aging hearing, "Medicare Reimbursement to Competitive Medical
Plans " Chairman John Heinz said:

Congress must act now to get more and better health care
for every medicare dollar. Doing so is vital to meeting the
growing health care needs of older Americans today and in
the decades ahead. In particular, we must begin to reverse the
incentives contributing to soaring costs.

In the first session of the 97th Congress, there were a number of
legislative proposals introduced that aim to bridge some of these
service gaps. One bill is a regulatory change in requirements for
nursing home services, and two add new programs to medicare.

(i) Hospice Care-S. 1958

Hospice care, currently not covered, would be added as an additional
medicare benefit 'by a bill introduced by Senator Robert Dole. An
identical bill was introduced by Representative Leon Panetta as
H.R. 5180.

This bill would permit medicare beneficiaries who are terminally ill
to elect to receive a full range of hospice services. These services in-
clude, of which few are currently covered, home health and physicians
services, short-term inpatient care, respite care, homemaker services,
drug therapy, and counseling.

A beneficiary could elect to receive hospice benefits no more than
twice, each period lasting 6 months. Reimbursement to a hospice would
be under medicare part A, for 100 percent of the allowable costs, not
exceeding the amount that would have been spent by medicare had the
patient opted for traditional medicare coverage. If elected by a patient,
the hospice benefit would be in lieu of the medicare hospital benefit.
The Health Care Financing Administration is currently conducting
a pilot project for hospice services. This pilot project which began in
October 1980, is to last 2 years in 26 sites. The National Cancer Insti-
tute, the Warner-Lambert Foundation, and several Blue Cross plans
have prepared studies showing the cost effectiveness of hospice care.

(ii) Medicare Part C-H.R. 38927

Introduced by Representative Claude Pepper, this bill would create
a new part C, to the medicare program, covering benefits not included
in the existing parts A and B. Part C would cover out-of-hospital
prescription drugs, dental care and dentures, eye exams and eyeglasses,
hearing exams and aids, and biannual physical examinations. Volun-
tary, like part B, this new section would be financed through monthly
premiums, equal to part B, and through an excise tax on cigarettes and
distilled spirits. Unlike part B, part C would not require coinsurance
from beneficiaries, but would reimburse approved providers 100 per-



cent of the allowable cost for covered services or items through nego-
tiated contracts with providers and standard "approved" items. This
bill, while not affecting the existing parts A and B, seeks to establish
a new part C and provide through the existing medicare program
previously noncovered medical services and items that account for a
considerable portion of out-of-pocket personal health expenditures of
the elderly.

(iii) Coverage of Extended Care Services Act of 1981-8. 1754

Introduced by Senator John Heinz, this bill proposes to eliminate
the 3-day prior hospitalization requirement for medicare beneficiaries
to receive skilled nursing facility (SNF) services. The skilled care
requirements for medicare SNF placement would remain unchanged.
While extending coverage of an existing medicare benefit, this bill
seeks to address the flexibility of a program regulation which prevents
the provision of necessary services. A Department of Health and Hu-man Services study found that some patients are inappropriately
placed in a hospital to obtain medicare SNF coverage. Since hospital
costs are three to five times higher than that of SNF's, elimination ofthis 3-day prior hospitalization requirement would provide savings
that would be applied to less expensive SNF stays. The study con-cluded that eliminating this requirement would be unlikely to increase
utilization beyond the present hospital/SNF levels since existing
skilled care requirements would remain in law. This is a companion
bill to H.R. 4227, which was introduced by Representative Ron Wvdln

C. THE STATIC ASSIGNMENT RATE

A major concern to medicare beneficiaries is that every year fewerand fewer providers are willing to accept assignment. It is becoming in-creasingly difficult for beneficiaries to find a provider who is willing
to accept the medicare rate.

When a physician "accepts assignment," he/she accepts the medicareallowable amount for that service. Medicare pays 80 percent, usuallydirectly to the physician, and the beneficiary is responsible for theremaining 20 percent.
If the physician chooses not to accept assignment, the beneficiary

is faced with two situations, the bureaucratic paperwork and theresponsibility for payment. Addressing the paperwork, George Voita,a medicare beneficiary, testified at the Senate Special Committee onAging hearing that:
Under the (current) system, I receive the bill from thedoctor, a form for medicare, and a form from the insurance

company. By the time I sort out who pays what costs, I'mconfused.

Regarding payment, the beneficiary first pays the physician, what-
ever the charge, in full. Then the beneficiary must file the medicareclaim form and wait for the program to directly reimburse him for



the "allowed amount" which was, on the average, 22.4 percent less in
1980 than the physician's charge for the medical service.

In 1975, the percent of services assigned nationwide was 51.8 per-
cent.1 4 This figure varies drastically by region and State. The average
for the northeastern United States equaled 56.8 percent, while that for
the north-central States equaled 35.7 percent. There are also variations
among-regionsRh ee I-hnlds assignment ratewa0&so-tpercent whil
neighboring Connecticut's equaled 31.2 percent. In the West, Colorado
was the highest at 50.3 percent, while Oregon was the lowest at 18 per-
cent. Although the assignment rate varies dramatically from region to

region, the national average has remained static. The assignment rate
was 51.8 percent in 1980, and has been relatively unchanged since 1974.

There are generally three factors involved in a physician decision to

accept or not accept medicare assignment. The size of the bill and the
potential reduction by medicare is one factor. HCFA estimates that in
1975, the total charges submitted to medicare were reduced 18.4 per-
cent. Next, the ability of -a beneficiary to pay a particular bill is a
heavily weighted factor. For instance, a physician may accept assign-
ment for an indigent patient, but one who has medigap coverage may
receive a higher charge for the same service. A physician may also ac-
cept assignment if a patient is going to incur high medical charges in
any 1 year. HCFA found that if a beneficiary incurs $2,500 or more in
health expenses in 1 year, 60.8 percent of those charges would be as-
signed. They conclude that on an annual basis, 9.7 percent of all medi-
care beneficiaries are liable for $100 or more as a result of claims that
are unassigned.15

This HFCA analysis showed that of total physicians charges (ex-
cluding those portions above the allowable amount) the payments
channeled through, or reimbursed by, medicare amounted to 62.3 per-
cent, as shown in chart 12. This takes into account the monthly pre-
miums beneficiaries pay to receive part B benefits. If one excludes the
beneficiary premium payout, medicare part B payed 30.8 percent of
total charges in 1975. Although chart 12 shows, for 1975, the percentage
of medicare reimbursement for physician services by funding source,
program dollars (trust fund, premiums), deductibles, insurance and
and nonassigned claims, have not changed considerably in recent years.

The past year, two bills were introduced whose objectives are to con-
trol the assignment rate. The first bill, S. 1566, specifically addresses
the assignment problem. The other, introduced by Senator Johit Heinz,
chairman of the Senate Special Committee on Aging, deals with in-
creasing medicare enrollment in IMO's. This particular bill, S. 1509,
is discussed in section E on health care competition.

14 Ferry, Thomas P.; Gornic, Marian; Newton, Marilyn; and Hackerman, Carl. "Physi-
cians' Charges Under Medicare: Assignment Rates and Beneficiary Liability," Health Care
Financing Review, winter 1980, p. 50.

15 Ferry et. al., at p. 59.
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CHART 12

Total Physicians' Charges Due: Comparison of Medicare Reimbursement with
Net Medicare Contribution for theAged, 1975

100% Basis
100- ------

Unassigned Unassigned
Claims Claims
9.5% 9.5%

90 -

Beneficiary Coinsurance Coinsurance
Liability 15.0% 15.0%
37.7%

70- Deductible Deductible Total Beneficiary
13.2% 13.2% Contributions and

Liability

- -- --- 69.2%
60-

50 - Premiums
(prorated)

31.5%

40-
Reimbursed by

Medicare
62.3%

30-

20- Net Medicare
Contribution

30.8%

10-

Total Physicians' Total Physicians'
Charges Due Charges Due

SOURCE: Ferry, Thomas P.; Gornick, Marian; Newton, Marilyn;

and Hackerman, Carl. "Physicians' Charges Under

Medicare: Assignment Rates and Beneficiary

Liability," Health Care Financing Review, Winter

1980.
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Payment for Physician's Services Act of 1981-S. 1566

This bill, introduced by Senator Howard Metzenbaum, is a compre-
hensive reform of the current medicare part B reimbursement system
for physicians. First, it restructures reimbursement from the existing
reasonable charge methodology to negotiated fee schedules based on a
nationwide relative value scale for each allowed procedure. Nextthis
bill provides that this list be available to beneficiaries along with a
list of participating providers in the region. ''he payment or serv-
ices will be paid to the physician, and the medicare part B contractor
will then become responsible for collecting the 20-percent beneficiary
copayment. This bill includes two sets of incentives for participation
in this newly structured program. Physicians would receive Federal
financial support for continuing education in geriatric medicine and
relief from the medicare claims filing process. Beneficiaries could
experience decreased out-of-pocket expenses and a greater availability
of physicians accepting assignment. This bill does not encompass
durable medical equipment, which is also reimbursed on a reasonable
charge scale and experiences a declining provider assignment rate.

D. DURABLE MEDICAL EQUIPMENT

Both beneficiaries and suppliers frequently voice dissatisfaction
with medicare payment levels for durable medical equipment (DME).
Medicare expenditures for DME are estimated at $125 million per
year. Beneficiaries are often hard-pressed to find, in their communities,
a supplier who is willing to accept medicare assignment.

For two items, standard hospital beds and wheelchairs, payments
may not exceed the lowest supplier-charge level at which those items
are widely available in that locality. In a 1981 study, the General Ac-
counting Office (GAO) found that there were large geographical areas
in some States they reviewed, with high medicare beneficiary popula-
tions where these two items were not available at all at the medicare
allowed amount of reimbursement. This condition was less critical for
rental than purchased equipment, as more suppliers are willing to
accept medicare assignment for rented equipment.

Medicare carriers have had problems with the lowest charge level
since the first quarter of 1979, when most carriers began applying it.
The GAO claims that different carriers have calculated and applied
the provision differently. Also, many carriers surveyed were inac-
curately calculating the lowest charge level. Further, neither bene-
ficiaries nor physicians have been informed by carriers of HCFA where
lowest charge level equipment may be located in their communities.

GAO also reports that the unavailability of these items for purchase
at the lowest charge level tends to defeat the purpose of section 16 of
Public Law 95-142. This provision, enacted by Congress in 1977, re-
quires reimbursement based on the purchase of durable medical equip-
ment if less costly than rentals. Since many durable medical equipment
suppliers do not accept the assignment amount on purchases, this puts
beneficiaries at a disadvantage because they would be paying more out-
of-pocket for equipment than those who are able to rent.



E. SYSTEM REFORM THROUGH COMPETITION

The problem of spiraling health care costs has been a major concern
of the Congress for at least the past 10 years. Various proposals and
developments to control the health care system have essentially focused
on regulatory approaches. Laws and programs were implemented to
monitor utilization of services, reimbursement methodology, and the
building of facilities in attempts to slow the growth of the industry.
In the early 1970's, wage and price controls were applied to control the
labor side of the health care system. Toward the end of the decade, in
the 96th Congress, the proposed approaches to cost control centered on
hospital cost containment and increased regulation in conjunction with
national health insurance.

The "pro-competition" proponents believe market forces can effec-
tively control the price and utilization of health care services. They
contend that these market forces will occur if health care consumers are
given choices from among competing 'benefit plans or health care
arrangements, and if incentives were available for selecting the lower
cost alternatives.

The "pro-competition" theorists believe that providing these cir-
cumstances would, in effect, force consumers to become more sensitive
to insurance costs, and the costs of their covered services. To attract
members, health care benefit plans would have to compete through
price and benefit package for their share of the market. As a result,
health care spending might lessen if premium costs are reduced through
greater cost-sharing on behalf of the insured, or enrollment increase in
alternatives to the traditional fee-for-services system, such as HMO's.
The impact to the health care system of increased cost-sharing by bene-
ficiaries would reduce the demand for services and increase the con-
sumer's price sensitivity. The insuring plans would be pressed to hold
down premiums and improve utilization controls, thereby negotiating
with service providers for reduced rates. Providers also may be affected,
and through this may organize into HMO's or other economic units to
directly compete for beneficiaries.

(i) Basic Elements of the "Pro-Competition" Strategies

There are various system reforming "pro-competition" strategies
currently proposed. Although they deal with the public or private
sector, or both, they have four basic elements:

-Each consumer should be allowed periodically to join any one
of the qualified plans. This is usually referred to as periodic
multiple choice.

-Those who choose more costly insurance coverage direotly bear
that cost. To achieve this element, all financial help to purchase
a medical plan will be in the form of a fixed dollar subsidy paid
to a plan on behalf of an enrollee.

-All providers should have an equal stake in the medical market-
place. "Pro-competition" proponents feel there should be a uni-
form set of rules, such as mandating minimum benefit packages,
and maximum subsidy levels.

-Medical care providers should be encouraged to establish them-
selves in economic units, such as HMO's and other group prac-
tices to compete for beneficiary membership through competitive
pricing for quality health care services.



(ii) Criticism of the "Pro-Competitive" Strategies for Health
Care Reform

From various segments of the health care industry a number ofquestions have been raised by the opponents of these theories toalleiaitedhe-problems of the--heakh-eare-system-
-Adverse selection is viewed 'as a drawback to a competitive

strategy, particularly if individuals are not only permitted tochoose among plans or plan options, but are also encouraged todo so by means of certain incentives, such as cash rebates. Ifemployees are offered a choice between a low-cost option, con-taining more cost-sharing with fewer benefits, and a more costlyplan with more comprehensive benefits and less cost-sharing,
those employees who expected few medical expenses in the nearfuture could be expected to choose the low-cost plan. Those mem-bers who expected high-cost medical bills would choose, or switchto, the higher option plan until their medical needs were satisfied.If this occurred, the cost of the higher option plans wouldincrease dramatically, and the intended sharing of all risks overall groups would diminish.

-When given the choice for more health insurance, significant
numbers enrolled in the Federal employees health benefits pro-
gram, the health benefits program for all Federal workers, chosethe comprehensive low-deductible plans. This leaves the questionof whether individuals will actually choose less health insurance
than they currently have, or whether they will choose the highestbenefit plan that they could possibly afford.

-It is unclear whether, if offered incentives to choose low-cost
insurance options, such as cash rebates, if individuals would
actually underinsure themselves.

-One of the tenets of market-based economics is that the con-sumer has the knowledge to shop effectively. Since health careand health insurince are extremely complex issues, the costs ofeducating the public to efficiently shop in the medical market-
place may defeat any cost savings that may be realized through apro-competitive" approach to reforming the health care system.

-Through the principle of greater sharing of the costs of the healthcare purchased through higher copayments and deductibles, it isalso unclear whether the cost containment hoped for will be costshifting to the consumer, and not significantly reducing general
health care expenditures in the form of increased out-of-pocket
expenditures at the time of service delivery.-An assumption of the "pro-competition" strategies is that bychanging the incentives for insurance, provider pricing behaviorwill be mfluenced. With reduced benefits and higher copayment
formulas under these new strategies, beneficiaries will be shop-
ping for the lowest cost providers. Therefore, it is unknown howmuch the provision of quality care will be affected under thesecircumstances.



-None of the "pro-competition" plans for reforming the health
care system address the long-term care system, which consumes a
substantial share of all health care expenditures.

-None of these theories addresses implementing these proposals,or the costs associated with implementation.

(iii) Impact on Medicare

Legislation has been introduced in Congress, and the administration
is also considering various plans under which most persons now cov-
ered by the public medicare program could purchase health insurance
in the private sector using Government-funded vouchers. These medi-
care voucher proposals contain various incentives that are intended to
encourage beneficiaries to choose (within limits) from among compet-
ing private plans with differing benefits and cost-sharing features as
alternatives to the present medicare program. Advocates of the
voucher proposals argue that such an approach, together with certain
otfier pro-competitive initiatives, will foster greater competition in theprovision of health services to medicare beneficiaries and moderate
increases in health care spending for the populations served by that
program. Critics of the voucher plans believe that such proposals will
not achieve these objectives and are only measures to control Federal
budget outlays for the medicare program.

Under a voucher approach, beneficiaries would be entitled to receive
a fixed dollar subsidy which they would apply toward the purchase
of a qualified health insurance plan from the marketplace. Under thisapproach, a beneficiary choosing to do so would voluntarily "opt out"
of the medicare program and receive a voucher worth some specified
face value amount toward the purchase of private coverage. At thetime the beneficiary enrolled in such a plan, the voucher would beaccepted as premium payment. If the value of the voucher were morethan the cost of plan coverage, the plan (under some proposals) couldrefund any difference to the enrollee. If the value of the voucher wereless than the plan premium, the enrollee would pay the difference out-of-pocket.

Most proposals for medicare vouchers would require that vouchersbe used only for the purchase of qualified coverages. To qualify, planswould have to offer a minimum set of benefits (usually identical orsimilar to those now covered by the medicare program) and meet cer-tain other requirements, such as those dealing with open enrollmentperiods, actuarial categories, etc.
An important feature of a medicare voucher is present and subse-quent future values. At first, it would probably be based on an averageof a current value of medicare benefits paid to beneficiaries. After thisinitial value is established, future adjustments could be indexed to theCPI or another inflation index, such as the GNP deflator, which actsas a broad measure of inflation in the economy. Future adjustments

could also be tied to changes in actuarial experience of large areahealth care plans.



(iv) Unan8 wered Medicare Voucher Questions

While in the previous section criticisms were listed for the "pro-
competitive" theories in general, there remain some that are particular
to the medicare program:

-Many argue that the proposed indices to make current the future
values of vouchers the GNP deflator andCPIdomot keeppac&e
with health care cost increases. In this case, the overall value of
vouchers decline over time.

-There are increased administrative costs associated with private
plans over the traditional medicare program, such as advertising,
enrollment costs, premium taxes, reserves, and profit margins.

-Questions remain on how the medicare program should be pre-
served to meet the needs of particular enrollee groups, such as end
stage renal disease patients.

-Regarding qualified voucher plans, no explanation has been given
to the extensive nature of regulations that define qualifying

qu (v) Legislative Update

The following are synopses of the major pieces of legislation that
take the "pro-competition" approach to health care reform. They ad-
dress either private sector changes to health systems, medicare changes,
or both.

Comprehensive Health Care Reform Act of 1981, S. 139
Dealing entirely with the private sector and not with Federal pro-

grams, the approach this bill introduced by Senator Orrin Hatch
takes to enhance health care competition is by rearranging Federal tax
incentives for employer-based health plans. Competition is to be en-
couraged by requiring large employers, as a condition of deducting
premium contributions from their gross income, to offer their em-
ployees the choice of at least three competing health plans. Seeking
to encourage enrollees to more actively participate in inpatient service
decisions, S. 139 requires that at least one health plan offered contain
a 25-percent cost-sharing provision for hospital services, until that
amount exceeds 20 percent of an individual's family income. Tax free
premium rebates will be offered as an incentive for enrollees to choose

a high deductible or low-cost plan. Next, this proposal contains a mini-
mum catastrophic protection proposal for all people regardless of

employment by insurance pooling, additional prerequisites for tax

deductible insurance plans, and increased medicare benefits. Lastly,
this plan directly supports preventive care through favorable tax treat-
ment and no coinsurance provisions.

Health Incentives Reform Act of 1981, 8.433
Introduced by Senators David Durenberger and John Heinz, this

proposal, also reforming only the private sector health plans. attempts
to restructure the tax environment as an incentive for employers to

contract with competing cost-efficient plans for their employees. To
obtain this goal, the bill seeks to increase competition in the medical
marketplace through essentially three provisions. First, to encourage
employer and employee selection of cost-efficient health plans, S. 433



limits the amount of the employer tax deductions for employee health
plans. Next, by mandating multiple choice for plans, this bill seeks to
create a competitive environment where plans can develop with lim-
ited numbers of providers. Finally, this proposal provides for equal
employer contributions for health plans so that the amount an em-
ployer contributes for differing employee plans remains constant over
all plans. It is further projected that through this reform package
more plans would be encouraged to offer catastrophic benefits.

National Health Care Reform Act of 1981, H.R. 850
Addressing both the private and public sector health care plans, this

bill operates on essentially two principles, restructuring Federal tax
laws to foster increased competition and medical voucher-type con-
tribution to join an approval health care plan. H.R. 850 was introduced
by Representative Richard Gephardt. For those employers offering
qualified plans, they will be excluded from income tax liability for
premiums to a limit which would equal the average of all premiums
in that area. If a worker chooses a plan with a premium below this
average, he/she will receive the difference as a tax-free rebate. The
self-employed and those who are employed without health care cover-
age, will receive a tax-free credit equal to the average premium charge.
These prepaid plans will be mandated to accept all thbse who apply
without regard to health status, have a yearly open season to allow
beneficiaries to switch plans, and have a minimum benefit package.

The medicare program will operate under a voucher-like system
where beneficiaries will receive a choice to either remain in the current
fee-for-service system or use a contribution from the Government
to purchase membership in an approved plan. This contribution would
also be equal to the average premium charge for that area. As an
incentive to beneficiaries to join, the approved health care plans must
offer richer benefit packages than conventional medicare coverage.
After 4 years operation, the medicaid program would be included in
this strategy.

H.R. 850 seeks to contain health care costs by encouraging bene-
ficiaries to join prepaid health care plans on a prepaid premium
basis. This would then put the plan at financial risk to provide medi-
cal services.
Voluntary Medicare Option Act of 1981, H.R. 4666

H.R. 4666, introduced by Representative Bill Gradison, establishes
a voucher program as an optional alternative to the2 current medi-
care program. This bill would designate health care areas within the
United States based on regional differences in health care costs. The
Voluntary Option Act would allow payments to be made on behalf of
medicare enrollees to qualified plans. Each plan would be mandated
to cover those services currently covered under the medicare program.
The premium amount, if any, for which beneficiaries would be respon-
sible, would be limited, yet changed as necessary to reflect changes in
medicare cost-sharing. Rebates to members would be allowed if the
plan charged less than the voucher amount.

After the initial reimbursement to the plan is set on the adjusted
average per capita cost of medicare, it would be adjusted for the first



3 years of operation by the medical care component of the CPI. In
later years, the reimbursement would be equal to the average premium
rate of health plans and be adjusted annually by the GNP deflator.
Competitive Health and Medical Plan Act of 1981, S. 1609

Introduced by Senator John Heinz, chairman of the Senate Spe-
cial Committee on Aging, this bill amends an existing Federal pr o -
gram (medicare) and reiorms the method of reimoursement to health
maintenance organizations (HMO's) and other prepaid health bene-
fit plans through "procompetitive" measures. Under current law, medi-
care beneficiaries can only enroll in cost-efficient HMO's that are
federally qualified under the Public Health Service Act, and in all
but one case have those services reimbursed under a cost retrospective
methodology. This bill restructures reimbursement to a prepaid per
capita amount putting the HMO at risk to provide quality services.
Further, plans qualified to receive medicare reimbursement are defined
to include not only federally qualified HMO's, but others that fit the
generic definition of competitive medical plans included in the bill.

This bill seeks to encourage competition in the health care system
by offering beneficiaries a choice in selecting more efficient health care
delivery systems, such as an HMO. By allowing competing plans to
offer a richer benefit package than offered in the traditional fee-for-
service system under conventional medicare coverage, it is anticipated
that greater utilization of more cost-efficient health delivery systems
will result. Therefore, the competing entities will not only be HMO's
and other prepaid health plans, but also the fee-for-service system.
S. 1509 is a companion bill in the Senate to a similar bill in the House
of Representatives, H.R. 3399.

This bill was designed after the $3.9 million HCFA HMO demon-
stration project testing prospective risk capitation contracting for
medicare beneficiaries. The project was developed to support increased
HMO enrollment among medicare beneficiaries and the promotion of
cost efficiency and competition in the medical marketplace. Four con-
tracts are operating in order to test alternative prospective risk reim-
bursement methodologies, demonstrate incentives for beneficiaries to
enroll by returning HMO savings as increased benefits and/or by
contracting for the same or increased benefits at rates lower than fee-
for-service costs. The experience to date shows that there are some
increased benefits that have accrued to the medicare enrollees. Some
of these benefits include: Decreased out-of-pocket expenses as com-
pared to the traditional fee-for-service system, increased benefits be-
yond what medicare traditionally covers, the ability for beneficiaries
to "budget" for their health care, and reduced confusing paperwork.

The Senate Special Committee on Aging held a hearing on "Med-
icare Reimbursement to Competitive Medical Plans" in July 1981.
Members received testimony from beneficiaries enrolled in the HCFA
HMO demonstration projects, physicians who treat medicare bene-
ficiaries in HMO's, administrators of HMO's that are participating in
this demonstration project, and aging interest group leaders. The ben-
eficiaries reported that their experience in the HMO's not only helped
them to orchestrate a very acceptable type of health care delivery, but
also receive good quality care.



The physicians who testified thought that a more responsive con-
tinuum of available care results when medicare beneficiaries enroll in
HMO's.

The HMO administrators stated that this form of health care deliv-
ery is beneficial to the medicare population because it offers increased
benefits at decreased costs. The aging interest group leaders felt that
this form of health care is a positive step in the coordination of a sys-
tem of health care for the elderly which is responsive to their par-
ticular needs.

2. MEDICAID

Medicaid, while a Federal and State funded entitlement program,
is administered by each State. Many of the problems of reductions in
services and eligibility limitations of previous years continued in 1981,
and probably will be exacerbated by the spending reductions enacted
in the 1981 budget. The only State previously not offering medicaid,
Arizona, has entered under a limited demonstration arrangement with
HCFA.

While the medicaid spending reductions to the States will have an
unknown impact on service levels, it is anticipated they will be main-
tained in some benefit areas, and decreased in others. Due to the gen-
eral reduction in Federal funds going to the States, the revenues States
allocated to their medicaid program may be channeled to other areas
of equal or greater need.

Another factor that will have an impact on medicaid program
service levels is the general health of a particular State's economy.
Due to a State's reliance on revenues from such sources as sales tax,
property tax, and user fees, their economic stability is more sensitive
to varying factors in the overall national economy.

The cumulative effect of the above mentioned conditions has a strong
possibility of resulting in benefit and eligibility cutbacks greater than
just the Federal spending reductions will cause. For example, some
States have already made proposals to lower the income eligibility test
for medicaid coverage, eliminate optional services, such as eyeglasses
and hearing aids, and establish copayments for covered medical serv-
ices for some income groups. Since 40 percent of -the States' budgets
go to nursing homes for medicaid patients, the probability that el-
derly residents will experience eligibility changes and service cutbacks
is likely.

The medicaid program has been plagued with the same program-
matic issues for the last few years. Declining reimbursement levels
to providers, elimination and reductions of services, fraud and abuse,
and the burden of medicaid being the locus for long-term care have
been of continuous concern to beneficiaries and the State agencies that
administer the program. Since inadequate records are kept, it is diffi-
cult to cite how many elderly persons are covered under the medicaid
program. Based on how many of the elderly have dual eligibility to
both medicare and medicaid. HCFA estimates that upwards of 4 mil-
lion aged persons are covered under the medicaid program.
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A. IMPACT OF THE BUDGET RECONCILIATION ACT OF 1981

The major development in the medicaid program last year was the
Omnibus Budget Reconciliation Act of 1981, which was outlined in
the previous section. Of all the changes that were made to the program,
those provisions that will have a considerable impact to program op-
erations are section 2176,home and community based services, and
section 2161, reduction in medicaid payments to States. Adescription
of the reduction in medicaid payments to States is in the sec-
tion on the budget, and the impact of the new provision for home and
community based services is in the chapter on long-term care.

Medicaid had been an open-ended entitlement program since its in-
ception in 1965. The Federal Government has matched whatever the
States have expended under their programs, provided basic minimum
requirements were met. The 1981 budget bill imposes a limit in the in-
crease of Federal medicaid payments to States for the first time in the
history of the program. While a State will be able to lower its level of
reduction by meeting certain criteria, only six States are projected to
be able to meet these qualifications. These States are New Jersey, Con-
necticut, Maryland, New York, Massachusetts, and Washington.

Since many States operate their own budget cycles independently
of the Federal Government's, many have not had the opportunity to
make significant changes to their medicaid programs in response to
the new spending reduction levels enacted in the Omnibus Budget
Reconciliation Act of 1981. It is, therefore, too soon to be able to judge
the impact these changes will have on the elderly. But, as noted above,
we can assume certain conditions for change that will affect the medic-
aid program.

B. ARIZONA JOINS THE MEDICAID PROGRAM

Arizona, historically the only State to not fund a medicaid program,
approached the Department of Health and Human Services with a
plan to test a different method of service delivery than is currently
practiced under the program. Plans are to provide for prepaid ar-
rangements, by county, to deliver medical services to the State's
eligibles.

Arizona approached the Department of Health and Human Services
to join the medicaid program because it, too, was feeling the drain on
State revenues due to spiraling health care costs and growing utiliza-
tion. It previously delivered care to the indigent in two fashions. First,
for the State's population of indigent Native Americans, services were
provided through the Bureau of Indian Affairs. For other persons,
indigent care was structured by each county, using such resources as
State and local tax revenues, and private and corporate giving. Care
was delivered through neighborhood health centers and clinics, com-
munity hospitals, and limited fee for service delivery.

DHHS agreed in early 1981 to review Arizona's plans to establish
a county system that would arrange for bids to be made by medical
care, or insurance entities, to provide services through a capitated rate.
Where no bids are made, a fee-for-service delivery system will be
arranged. While still in the planning phase, operations are expected to
commence in October 1982.



3. EFFoRTs To CoNoRL FRAUD AND ABUSE

On December 9, 1981, the Senate Special Committee on Aging, in
conjunction with the Senate Finance Committee, conducted hearings
to review the performance of the Inspector General, Department of
Health and Human Services, in combating fraud, waste, and abuse in
programs under the jurisdiction of the Department.

The Office of Inspector General, DHHS, was created in 1977 with
the enactment of Public Law 94-505 at the culmination of a series
of congressional hearings and investigations detailing significant prob-
lems in the administration of the medicare and medicaid programs.
Virtually every aspect of the health programs and every provider class
had been implicated. Problems were found in the operation of nursing
homes, prepaid health plans, boarding homes, medicaid clinics, clinical
laboratories, home health agencies, pharmacies, suppliers, vendors, and
others.

At that time, the Committee on Aging estimated loss to the Govern-
ment, as a result of these fraudulent activities, equaled 10 percent of
the total medicare and miedicaid expenditures-about $3 billion. A
1975 congressional survey of the Department's ability to combat fraud
demonstrated the continuance of the problems was relaed to a number
of systemic deficiencies:

-Only 10 of the Department's 129,000 full-time employees were
criminal investigators with departmentwide responsibility.

-Multiple audit and investigative units operated out of the Depart-
ment without coordination or leadership.

-Auditors and investigators reported to officials responsible for the
programs under review.

-Instances were found where investigators were prohibited from
pursuing certain cases.

-There was an absence of meaningful data on the extent of the
problem.

-Efforts to control fraud and abuse were unfocused, inconsistent.,
and intermittent.

Public Law 94-505 was enacted to remedy the rampant abuse afflict-
ing the programs. It provided authority for the consolidation of the
Department's fraud prevention activities under the direction of the
Inspector General; authorized the addition of resources targeted at
controlling fraud, waste, and abuse; and established strict reporting
requirements to keep Congress informed of the activities of the Office.

In April 1981, the committee initiated a comprehensive review of
the performance of the Office of Inspector General. A staff report
released at the December 9 hearing concluded many of the problems
identified by Congress in 1975 continued through 1980:

-There are more than 40 divisions within the Department directed
at controlling fraud, waste, and abuse.

-Less than 10 percent of these resources are under the control of the
Inspector General.

-There is an absence of affirmative programs to look for possible
fraud and abuse.

-There has been a failure to target resources available within the
Department based on programs at greatest risk.
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-There are serious jurisdictional disputes within the Department
resulting from the failure to consolidate the Department's fraud
and abuse control activities under the Inspector General's leader-
ship.

-In 1980, the Office of Inspector General referred a total of 41 cases
involving medicare fraud to the Department of Justice for prose-

ion.Five-of-the-le -esultedia convictions4-31 of theA4L
cases were declined.

At the December 9, 1981, hearing representatives of the administra-
tion committed to a reexamination of the Department's fraud preven-
tion and control activities. The current Inspector General, Richard
Kusserow, appointed in June of 1981, acknowledged there were "short-
comings in the way we have been approaching our job."

4. MENTAL HEALTH AND THE ELDERLY

Most Americans over 65 years of age are well-functioning indi-
viduals with little or no evidence of mental disorders. A significant
minority, however, are a high risk to develop psychiatric symptoms
or illness.

Though comprising but 11 percent of the population, the elderly
contribute to over 20 percent of the Nation's suicides.

Psychoses increase after 65, and even more after 75.
Organic brain disorders in severe form affect over 1 million elderly,

and appear in less severe forms in an additional 2 million.
15 to 25 percent of older persons demonstrate significant symptoms

of mental illness.
Despite an increased risk for mental disorder, the elderly have been

consistently underserved by both the private and public health care
sectors. Only 4 percent of community mental health center patients
are elderly, and privafe practitioners and clinics provide but 2 per-
cent of their services to the elderly.

As the following chart from "The Need for Long-Term Care," a
chartbook of the Federal Council on Aging, indicates, the elderly use
mental health services at about half the rate of the general popula-
tion-7 versus 16 admissions per 1,000.

CHART 13
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This data is particularly disconcerting because many of the mental
disorders of the elderly are treatable and reversible. According to the
President's Commission on Mental Health and other past studies, as
many as 25 percent of those individuals determined to be "senile"
actually have treatable, reversible conditions. Yet barriers to such
treatment continue to exist.

These barriers are a result of a combination of factors: (1) Reim-
bursement structures under Federal health care programs; (2) the
fragmented, disorganized system of health and social services available
to the elderly; (3) the low number of mental health professionals who
are interested and trained to provide care to the elderly; (4) continued
ageism on the part of mental health and health professionals and the
elderly themselves; (5) the fear and stigma the elderly, in particular,
attach to mental illness; and. (6) fear of the cost of treating the men-
tally ill in general.

Yet, a reversal in these barriers may be beginning; professional
awareness is growing. The American Psychiatric Association has
placed a number of questions on the elderly on the psychiatric boards.
The Group for the Advancement of Psychiatry's Committee on
Geriatrics has developed an initial curriculum on mental health and
the elderly. The American Psychological Association was funded by
the National Institute of Mental Health (NIMH) this past year to
develop curriculum for the Clinical Psychology of Age, and AoA has
supported a major curriculum development program. by the Council
of Social Work Education.

Discussed in more detail in the previous section, Federal funding
for clinical training in mental health was severely reduced in the 1981
budget. This may impede the progress gained up to this point on at-
titudes on mental health treatment for the elderly.

A. REIMBURSEMENT POLICIES

Medicare part A limits lifetime inpatient psychiatric coverage to
190 days. Part B limits annual outpatient coverage to $250 per year
(50 percent copayment of $500). Medicaid coverage is generally as low
or lower and varies from State to State. Yet, studies have shown the
potential cost effectiveness of mental health services.

A longitudinal study in Texas demonstrated that access to needed
treatment for mental illness halved the mean length of hospital
stay of over-65 patients.

Group Health Association of Washington demonstrated that
patients treated by mental health providers reduced physician use by
30.7 percent and laboratory and X-ray services by 29.8 percent.16

In the past Congress, several measures were introduced to expand
coverage for mental health services. Under present budgetary re-
strictions, no such expansion is likely. However, with the expanding
elderly population, the need for mental health services for the elderly
will only grow. Nowhere is that need more obvious than among the
institutional elderly.

16 Source: American Psychiatric Association.
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B. LACK OF MENTAL HEALTH SERVICES IN NURSING HOMES

Surveys of patients living in nursing homes across the country
have shown that one-half to one-third of these patients suffer from
significant degrees of mental impairment. In the last 20 years, the
number of elderly persons living in State mental hospitals has de-
clined by one-half. Of those who have been discharged, nearly one-
half moved to other institutions, predominantly nursing homes. In
addition, the need for protective long-term care has been shown to
correlate with the incidence of the age-related mental impairment
widely known as "senility." Yet, fewer than 1 percent of all patients
living in nursing homes receive psychiatric assessment and treatment.

Instead, several large surveys of nursing homes have found that
antipsychotic medications are prescribed for at least half the residents,
even though no diagnosis justifying such prescriptions is made in the
majority of cases. Sedatives appear the class of drugs most commonly
prescribed for nursing home residents, frequently for long periods,
although their therapeutic use declines after a few weeks of regular
use. According to the American Psychiatric Association, these medi-
cations only mask symptoms, and avoid the need for therapy which
may be beneficial in many cases. In fact, psychiatrists have frequently
found that stopping sedatives benefits the patient at least as often as
starting them.

Although Federal nursing home regulations specify that appro-
priate services must be available to patients, mental health has not
been addressed. Staffs are frequently untrained to deal with the
mentally ill, and no public funds are available for professional con-
sultation or staff training. State and local regulations have also not
yet reflected the demonstrated need for psychiatric services as a
regular feature of nursing home programs. And, nursing home regula-
tions which prohibit any certified nursing home from having over 50
percent of the population with a primary diagnosis of mental illness
often preclude appropriate diagnosis and care.

5. GERIATRIC MEDICINE: TRAINING AND RESEARCH

Robert N. Butler, M.D., Director, National Institute on Aging, testi-
fying before the Senate Special Committee on Aging, at Grand Forks,
N. Dak., November 14,1981, commented:

Older people themselves want improved health care,
demanding an end to the short shrift they have received from
the medical community. The NIA has received many letters
and phone calls from older people and their families concern-
ing inadequate medical care. In response to numerous requests
for the names of qualified physicians skilled in the treatment
of elderly patients, we have had to reply that, at present, there
are very few physicians with experience in geriatrics-and
that these individuals are largely self-taught.

There is a great need to adequately train the future geriatric health
providers in our Nation about the unique health and social needs of
older Americans. Currently, there are substantial shortages of physi-
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cians, nurses, and other health professionals in this area unless educa-
tional and training efforts are increased. Since the mid-1970's, there
has been a growth in the amount of geriatrics integrated into under-
graduate. medical education. However, there is a long way to go. While
86 geriatric faculty fellowships are offered each year, it is estimated
that anywhere from 900 to 1,500 geriatric faculty members are needed
to adequately teach geriatrics in our medical schools. In the graduate
medical education level, very few geriatric programs (a total of 44)
existed in comparison with the large number of residencies in internal
medicine, family practice, and psychiatry (approximately 1,062 resi-
lency programs in 1980). Since 40 percent of practicing physicians

in 1990 will have graduated from medical school afFer 1979, according
to the American fedical Association, immediate action may be able
to remedy the geriatric manpower shortage. Unfortunately, the fiscal
crises have affected several important geriatric curriculum and train-
ing efforts. Therefore, recent reports of increasing attention directed
at geriatric training should not lead anyone to believe that enough
has been accomplished. The evidence indicates that there is still con-
siderable need to improve educational efforts in all the health
professions.

A. SHORTAGE OF GERIATRIC SPECIALISTS PROJECTED IN 1981

A substantial shortage of health providers trained in the care of theelderly is currently being projected. The Rand Corp. estimated thatbetween 34,000 to 53,000 geriatric trained physicians and between 2,000to 28,000 allied health professionals will be required by 2010 to meetthe health needs of older Americans.
The Rand estimates assumed that: (1) A cadre of specially trainedgeriatricians, who will be needed to teach the subject in medical school,will also provide primary care services; (2) that a large number ofprimary care physicians (i.e., family physicians, general internists)

and some specialists will continue to see many elderly patients; and(3) nurse practitioners, physician assistants, and social workers canand will assume an important primary role. The range depends on thedegree of reliance on allied health professionals, other than physicians,for primary care.

NUMBERS OF PERSONNEL NEEDED IN THE YEAR 2010 TO PROVIDE CARE FOR THOSE 65 YR AND OLDER AT CURRENTUTILIZATION LEVELS ASSUMING THE GERIATRICIAN IN A PRIMARY CARE ROLE (RAND, 1981)

Amount of delegation
Type of provider Minimal Moderate Maximal

Geriatric specalist --------------------------------------------- 23,452 18, 205 13,329Medical subapiecialit------------------------------------------- 8,330 8,330 8,330Primary care physician----------------------------------------- 21527 17, 026 12, 739Nurse practitioner/physician assistant ------------------------------- 1182 12, 169 20,398Social workers---------- ------------------------------------ 788 3,491 7,88

Today, primary care physicians, with little specific training ingeriatric medicine, account for the bulk of health care of older Ameri-cans. In 1Q78, a national study of physicians, conducted by the Uni-versity of Southern California's Division of Research in Medical
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Education, estimated that family physicians, eneral practitioners and
internists provide 86 percent of the geriatric re. Specialists, mostly
cardiologists and dermatologists, provide the remaining 14 percent.
However, very few of them have specific training in the care of the
elderly. At present, only about 600 physicians in the United States
describe themselves as having particular expertihe in the field.

any of the different nursing professionals, including registered
nurses, licensed practical nurses, community health nurses and nurse
administrators, work primarily with the over-65 population. The 1977
national sample survey of registered nurses reported that 8.1 percent
work in nursing homes and 61.4 percent in hospitals in which the
elderly comprised a large percentage of the patient population. How-
ever, due to the national nursing shortage, qualified geriatric nurses
are in short supply. The 1977 national nursing home survey revealed
that only 11 percent of all nursing home employees are registered
nurses. In an average nursing home, there are only 1.5 licensed health
care providers-registered nurses and licensed practical nurses-for
every 100 residents.

Many other allied health professionals are also needed to meet the
health needs of older Americans. A 1977 American Occupational
Therapy Association survey revealed that 12 percent of occupational
therapists and 28 percent of certified occupational therapy assistants
usually work with the elderly. Among physical therapists, 22 percent
saw persons over 65 most often. Finally, dentists, pharmacists and
health educators also have substantial contact with senior citizens.

B. GERIATRIC EDUCATION AND TRAINING

(i) Physician Training

In November 1981, the Senate Special Committee on Aging received
testimony on geriatric medicine au a field hearing chaired by Senator
Quentin Burdick in Grand Forks, N. Dak. Testifying on physician
training in geriatric medicine, Henry Janssen, M.D. said:

As little as 5 years ago, most of us received just a very brief
smattering of geriatrics in our medical curriculum. There
obviously has to be a major revamping of the medical school
curriculums where an active department of geriatrics has
time enough to educate students regarding problems and care
of the elderly.

Schools of Medicine have begun to respond to the need to better edu-
cate and train physicians in the health care needs of the elderly. In
1976, very few medical schools had any required undergraduate pro-
grams in geriatrics and only 15 of 120 schools had any separate edu-
cational programs in geriatrics of any kind. By 1979, however, 81
schools reported that they were offering or developing such programs.
Efforts to integrate geriatrics into physician training focus on three
levels: undergraduate medical education (i.e, the 4 years of medical
school) ; graduate medical education (i.e., the 3 to 5 years of residency
training); and faculty development.
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A 1981 study of geriatric training programs in the United States,
conducted by the University of California, Los Angeles, School of
Medicine, analyzed the extent to which geriatrics was integrated into
the undergraduate, graduate, and faculty levels. They surveyed all 126
medical schools. Results showed that 92 of the 126 programs offer
training in geriatrics at one of the three levels. However, only 12 sites
reported programs at all three levels.

PROGRAMS IN GERIATRIC MEDICINE TRAINING IDENTIFIED AND SURVEYED, 1979-80

Medical schools or
other institutions Percentage Percentage

with programs required elective

Unlergraduate medical education - - .---- .------ 76 9 91
Graduate medical education -- 35 34 56
Geriatric fellowship - --- 34 --- .-- --- - .---- -- .---

Approximately half of all graduate and undergraduate medical
education programs were instituted as recently as 1979. Relatively few
are required activities. Most of the programs involved both teaching
sessions about health problems of older Americans and clinical activi-
ties. The clinical activities were conducted in several different train-
ing sites, including nursing homes, geriatic clinics, and home care
programs. Much of the clinical training occurred through interdis-
ciplinary team teaching. Medical students and residents had most fre-
quent contact with registered nurses and social workers among the
other allied health professionals.

In 1981, medical institutions offered 36 fellowship programs which
provided 81 positions. As with geriatric training at the undergraduate
and graduate medical education levels, the great majority of fellow-
ship programs are of recent origin. Only two existed prior to 1970,
and only one more had begun by 1975. The average duration of geriat-
ric medicine fellowships is 2 years. Applicants generally required
postgraduate (i.e., residency) training in family practice, internal
medicine, psychiatry, or neurology. Funding for these fellowships
comes from a variety of sources, including the Veterans Administra-
tion (34), hospital supported (15), medical schools (8), and govern-
mental agencies (16).

Testifying at the Senate Special Committee on Aging field hearings
in Grand Forks, N. Dak., Dr. Robin Staebler outlined four objectives
that should be incorporated in a geriatric medical curriculum:

1. To provide formalized medical education in the princi-
ples and practices of gerontology and geriatric medicine to
medical students.

2. To better prepare family physicians, nurses, allied health
professionals and nonmedical professionals to meet the bio-
logical, psychological, and psychosocial problems of the aging
patient through continuing education.

3. To present the consumer population with education pro-
grams addressing those problems most often encountered by
the elderly.

89-509 0 - 82 - 23



4. To establish an information resource center serving ex-
tended care, hospital facilities, and social agencies in the
State and to increase community awareness of the resource
capability of the applied gerontology educational system.

(ii) Nurse Training

Training programs for nurses have also begun to emphasize geri-
atrics. According to the Department of Health and Human Services
Task Force on Long-Term Care, in 1981, 47 of some 70 federally
supported advanced nurse training and nurse practitioner training
programs had substantive geriatric content. Twenty-three were spe-
cifically targeted to the broader social issues of gerontology. Overall,
the task fofce reported that more than 1,000 nurse practitioners have
been prepared in geriatrics and related fields such as family medicine
or adult care.

(iii) Pronising New Researck and Educational Efforts

During the last 3 years, a number of innovative programs have been
created to stimulate the growth in teaching, clinical training, policy
and research in the broad area of geriatrics and gerontology.

National Institute on Aging of the National Institutes of Health
To stimulate both faculty development and research in aging, the

National Institute on Aging supports the academic research and clin-
ical investigator programs. The academic research program awards a
total of 23 fellowships a year to faculty in both medicine and dentistry.
Funded in 1981 at $1.5 million, the program is to help faculty with an
interest in aging to develop curriculum for their students and to foster
increased research in the basic sciences. The clinical investigator pro-
gram provides awards to young clinical practitioners with an interest
in aging. The program, funded for $274,000 in 1981, awards six fellow-
ships for young physicians to gain competence in geriatric research
and teaching.

The NIA has also expanded research efforts into the prevention and
treatment of senile dementia. In 1982, they will open the combined
basic and clinical research program in the neurosciences, studying the
reversible causes of dementia.

Nursing homes may soon become the sites for new geriatric training
programs. Dr. Robert Butler, Director of the National Institute on
Aging, called for a public and private sector partnership to develop
teaching nursing homes in affiliation with universities, especially their
medical, nursing and social service schools. The NIA, in 1982, will fund
several model nursing home programs. Current budget ($1 to $2 mil-
lion) will allow research sites only, but permitting full training and
teac ing centers are envisioned. The Robert Wood Johnson Founda-
tion, in conjunction with the American Academy of Nursing, has begun
in 1981 to fund a teaching nursing home program. The foundation
provides grants of up to $500,000 each to as many as 10 nursing schools
to establish clinical affiliations with these long-term care facilities. The
nursing schools will be providing clinical services, education, and re-
search activities within the homes and in their surrounding communi-
ties.



Geriatric Research, Education, and Clinical Centers of the Veterans
Administration

The Veterans Administration's hospital facilities have been sites for
innovative geriatric training. Approximately 20,000 medical students
rotated through VA facilities in 1980 to 1981 and approximately 7,500
residents were supported. Tn 1973, the Department of Medicine and
Surgery initiated a strategy to focus attention on the aging veteran
population, to increase basic knowledge of aging, and to transmit that
knowledge to health care providers. This concept has been developed
into eight geriatric research, education, and clinical centers (GRECC).
Public Law 96-330, passed on August 26, 1980, provided for the en-
hancement and expansion of the GRECC program. The law requires
that the VA medical center provide education and training in geri-
atrics to residents and affiliated health professions students. This
training is accomplished through regular rotations through the
GRECC nursing homes, extended care facilities and other geriatric
units at the medical center.
Long-Term Care Gerontology Centers of the Administration on Aging

and the American Association of Medical Colleges
The American Association of Medical Colleges (AAMC), in an ini-

tiative supported by the Administration on Aging (AoA), is involved
in a long-term care gerontology centers program (LTCGC). The
LTCGC has several purposes, including: (1) To develop and evaluate
the most effective long-term care policy for the aged; (2) to educate
and train paraprofessional (e.g., nurses aides, homemakers) and
health professionals in geriatric care; and (3) to collaborate with com-
munity aging resources-home health agencies, nursing homes, com-
munity social services-to provide a broad range of health services for
the elderly.

In fiscal year 1979, funding was begun for planning and operating
the LTCGC's. After the fiscal year 1981 grant awards, nine centers
have been established and are operating, at a cost of $250,000 for the
first year and $350,000 for each additional year for each center. It is
expected that several of these operational centers will be designated
as comprehensive LTCGC's. These centers will function to join the
interests of the Federal Government and educational institutions to
assist States and communities to improve the planning, management,
and delivery of health and social services for the chronically ill and
functionally impaired elderly. Moreover, because these centers oper-
ate within a multidisciplinary framework, partnerships will be de-
veloped among academicians, service providers, community planners,
and the elderly themselves.
Regional Institutes on Geriatrics and Medical Education of the

American Association of Medical Colleges
In addition, the American Association of Medical Colleges has re-

ceived funding, from the Pew Memorial Fund, for the regional insti-
tutes on geriatrics and medical education project. This project will
assist our Nation's medical schools to devise methods by which infor-
mation on the geriatric population and their special needs can be inte-



grated into the entire medical education system. This project will have
the following components: The development of learning objectives and
performance criteria in the area of geriatrics; four regional confer-
ences, each with plenary session presentations and workshops; pub-
lication of these proceedings; and a special forum at the 1982 AAMC
annual meeting.'The outcome of this roject will be to heighten aware-
ness of the medical solifaolliilty and deans of ie various aspects of
geriatric medicine and to incorporate the basic science, health care, and
social aspects of aging into both the undergraduate and graduate medi-
cal education programs.

In the first session of the 97th Congress, two bills were introduced
that address financial aid for medical school education.

The Health Improvement Act of 1981--8.1571
This bill, introduced by Senator John Heinz, chairman of the Senate

Special Committee on Aging, will permit the Government to enter into
loan forgiveness agreements with the physicians specializing in pri-
mary care or psychiatry on the condition that they practice in medi-
cally underserved areas. There are two objectives to the bill: first, to
reverse the trend that high education debts draw physicians into high
paying specialties and into establishing their practices in high paying
high costs of tuition and fees. Although this bill is not specifically
geographical areas; and second, to aid aspiring financially disad-
vantaged and minority medical students from the astronomically
designed for geriatric medical education, it could have a positive effect
on treatment of the elderly in medically underserved areas.

S. 1571 has essentially three provisions to accomplish, these goals.
The bill would, first, provide forgiveness for an increasing percent-
age of physician's Federal loan and loan guarantee obligations used
for medical education for up to 6 years, in exchange for a postgradu-
ate choice to serve in a primary care, psychiatry, or in a medically
underserved area. Next, having direct impact on the elderly, the per-
son who opts for this arrangement will be required to treat inedicaid
and medicare patients and to accept medicare assignment. The last
provision will provide a graduated schedule of loan forgiveness for
up to 6 years, to act 6s an incentive to keep the provider in the under-
served area for a number of years.

The bill provides for no significant funding for the act's loan for-
giveness program until 1985, when the National Health Service Corps
physicians complete their obligations while serving in health man-
power shortage areas.

Grants for Geriatric Medical Training-S. 37
In January, Senator Quentin Burdick introduced a bill (S. 37) to

provide grants under the Public Health Service Act to assist schools
of medicine and osteopathy establish and operate special geriatric
training programs. Each grant would be available for a period of 5
years. A total of $3 million would be authorized for grants for each of
5 fiscal years.

No action has yet been taken on the bill, however, and the funding
for such activities under the Public Health Service Act (section 788)
was eliminated in the 1981 budget bill.



6. THE CHALLENGE OF HEALTH PROMOTION AND THE ELDERLY

In 1976, the U.S. Department of Health, Education, and Welfare's
"Forward Plan for Health" report concluded that, barring a major
medical breakthrough such as a cancer cure, further expansion of
the Nation's health care system would produce "only marginal in-
creases in the overall health status of the American people." In the
long run, the report stated, "the greatest benefits are likely to accrue
from efforts to improve the health habits of all Americans and the
environment in which they live and work." The report also concluded
that devoting scarce Federal health expenditures to help the elderly
eat better, exercise more frequently, prevent home accidents, and to
improve the continuum of community social and health services in
which the elderly live, may yield more benefits than supporting
hospital and nursing home expansion.

In 1979, the Department of Health, Education, and Welfare issued
the landmark report, "Healthy People: The Surgeon General's Report
on Health Promotion and Disease Prevention." It contains the first
comprehensive statei ient of the Federal perspective on disease preven-
tion and health promotion in the elderly:

The long-term goal of health promotion and disease pre-
vention for our older people must not only be to achieve
further increases in longevity, but also to allow each individ-
ual to seek an independent and rewarding life in old age,
unlimited by many health problems that are within his or
her capacity to control.

The goals, then, of a health promotion strategy for the elderly
would be threefold: To delay the onset of preventable disease in
healthy adults; to lengthen the period of functional independence in
those elderly with chronic disease; and to improve the quality and
dignity of one's later life. Increased attention and resources should be
devoted both to educating the public about proper health habits and
mobilizing a system of community health and social services which
promote independent living.

Currently, health care expenditures (i.e., medicare and medicaid)
are heavily invested in institutionally based medical care for the
very sick elderly. Of the over $2,100 spent every year for each person
over 65, 92 percent is consumed by hospitals, nursing homes, and
professional (mostly physician) services.

A. THE LINKAGE BETWEEN LIFESTYLE, EDUCATION, AND HEALTH

(i) Health

The major causes of premature disease and disability in the elderly
are rooted in our lifestyle. Heart attacks, strokes, cancer, and lung
diseases which together account for over 75 percent of causes of death,
are all potentially preventable. Chart 14 shows, for 1978, the leading
causes of death by age group in the United States. Studies indicate
that by following a few simple "good health habits" we can delay
or prevent these chronic diseases and improve the length and quality



of our lives. A series of studies in Alameda County, Calif., showed
that a 45-year-old who exercised vigorously and regularly, maintained
normal weight, ate breakfast, did not snack between meals, avoided
smoking, limited alcohol consumption and slept at least 7 hours a day
could expect to live 11 years longer than an individual who followed
three or fewer of these habits. A recent survey by the Amerienn Asso-
ciation of Retired Persons/National Retired Teachers Association
(AAR.P/NRTA) showed that, of the 10 percent of the over-65 popula-
tion who reported that their health improved in the past year, over
one-third attributed this to individual lifestyle changes, such as exer-
cising and eating better, stopping smoking, and learning to relax.

CHART 14

LEADING CAUSES OF DEATH, BY AGE
1978
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Testifying on rural health care and the elderly at a Senate Special
Committee on Aging hearing, Dr. Henry Janssen, a physician in
Linton, N. Dak., said:

It is the segment of our population, the people who are not
actively seeking this sort of service that we should be aiming
our efforts at. If the preventive medicine approach is not us,
then we are going to have a large proportion of our popula-
tion that is quite ill and not able to enjoy life and contribute
to life to their fullest potential. This will certainly tax our
acute health care system beyond its limits.
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(ii) Education

Older Americans have been expressing a desire to receive more in-
formation about specific health problems. A 1981 survey by the Amer-
ican Association of Retired Persons (AARP) demonstrated that 37
percent wanted more information about high blood pressure, 34 per-
cent about strokes, 31 about nutrition, and 30 percent about hearing
losses. A similar study of the educational needs of older Americans
in Raleigh, N.C., revealed that over 80 percent requested knowledge
and skilled training to cope with their own health problems. These
"self-help" skills included how to prevent accidents, choose healthy
inexpensive foods, recognize illness symptoms, and do physical
exercises.

Finally, older Americans want to know how to better mobilize the
medical and social service systems to help meet their needs. The AARP
study demonstrated that 25 percent of the elderly "don't know where
to turn to for help," especially those over 80 years of age (30 percent),
and with incomes less than $4,000 (38 percent). The survey also re-
vealed that 48 percent are uninformed about their medicare benefits
and over 80 percent overestimate its coverage.

Thus, health promotion efforts should empower the elderly with
knowledge and skills to manage their health problems more effectively
and avoid the pain and suffering of premature disease.

Not only can health education help older Americans improve the
quality of their lives, it can also save money. The cost of premature and
avoidable disease is staggering. According to a report on the Nation's
health by the Department of Health and Human Services, these pre-
ventable killers-heart disease, cancer, stroke, violence, and accidents-
consumed $110.8 billion in direct and indirect costs, or 46 percent of
the total cost of illness ($238.9 billion) in 1975. The potential health
and financial payoffs of these educational efforts can be seen in areas
such as accident prevention, exercise, drug management, and social
supports in mental health.

(iii) Life8tyle

Accident and Injury Prevention
Accident and injury prevention was cited as the top priority by the

1981 White House Conference on Aging's health promotion consulta-
tion group. Their rationale becomes apparent upon examining the
facts. Accidents constituted the sixth leading cause of death among
persons over 65 in 1979, claiming 23,800 lives. Forty-one percent of
fatal accidents among the elderly occurred in the home, according to
the National Safety Council, the majority due to falling. Over 4
milhon nonfatal inuries occur (60 percent in the home) which result
in substantial disability. The Surgeon General's report cited that, in
one hospital study, it was found that the elderly accounted for 24 per-
cent of all fall injuries treated, but they constituted 63 percent of all
hospital admissions for falls and 80 percent of all hospital related
days.

Effective accident and injury prevention programs not only focus
efforts to increase awareness of the problem, but they also teach the



elderly how to avoid them. While part of the problem is due to brittle
bones, weakness, impaired sensory perception and other physiological
changes accompanying aging, the majority of accidents are exacer-
bated by poor lighting, steep stairs, waxed and wet floors, slippery and
wrinkled throw rugs, absence of bath mats and bathroom safety han-
dles, and other dangers in the immediate physical environment. Model
prvatii n programs such as -G roup HeatlfTYCoperative of Puget
Sound, in Seattle, offer free safety inspections, recommendations, and
assistance in making safety improvements in the home which reduce
the likelihood of accidents.

Emercise
Learning proper exercises and improving fitness among the elderly

is another tangible health promotion goal with benefits to both body
and mind. A recent report on health promotion in the elderly for the
1981 White House Conference on Aging cited numerous studies sup-
porting the health benefits of exercise in the elderly. Among the find-
ings were that regular exercise reduces the number of fatal heart
attacks, reduces insulin need in diabetics, increases the period of deep
and sound sleep, increases a sense of accomplislunent and satisfaction,
and may play a role in the treatment of depression.

Much misinformation about exercise among the elderly precludes
their active participation in fitness programs. A survey of the Presi-
dent's Council on Physical Fitness in 1977 indicated that the elderly:
(1) Believe their need for exercise diminishes and eventually disap-
pears with age; (2) exaggerate the risks of vigorous exercise;
(3) overrate the benefits of light and sporadic exercise; and (4) under-
rate their own abilities and capacities. Many don't know what con-
stitutes a good fitness program. A 1977 Harris survey suggested that if
exercise programs for the elderly were widely available, over two-
thirds of all older Americans would increase their physical activity.

With the growing public recognition of the benefits of regular exer-
cise, fitness programs for the elderly are proliferating. The YMCA's,
"The Y's way to a healthy back," is currently offered in 700 sites across
the United States. In West Virginia, a State-sponsored fitness pro-
gram called "Preventicare," has been established with the goal of help-
ing older Americans remain healthy and active in the community,
avoid premature nursing home placements, and ultimately save the
State money.

A recent followup survey of the program found that 82 percent of
participants reported feeling improved physically, 77 percent felt
better psychologically, 74 percent reported decreased drug use and 52
percent expressed a feeling of increased control over their lives.
Nutrition

Adequate nutrition is held by the National Institutes of Health as
the cornerstone of preventive medicine. Many studies have demon-
strated that overconsumption of fats, salt, and sugar are contributing
factors to obesity, tooth decay, diabetes, and heart disease. Under-
consumption, on the other hand, is a significant factor in infant
mortality and malnutrition in the elderly.

Currently, little is known about the specific nutritional needs of
older Americans. It is known that malnutrition increases dependency,
since it is a reversible cause of dementia. Current research is also sug-
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gesting a link between inadequate intake of vitamin K, increased
calcium loss in bone and the subsequent greater risk for hip fractures
in older women. Numerous researchers have discussed problems as
"food apathy" among the elderly, especially those living alone.1 7 Their
findings show narrow diet selections with a heavy concentration on
easily prepared foods high in salt and simple carbohydrates. The
resultant inadequate consumption of protein, iron, calcium, and certain
vitamins aggravate the physiological changes accompanying aging.
Finally, factors such as loss of natural teeth, reduced ability to digest
food easily, and decreased capacity to see, smell, and taste also effect
elderly nutritional intake.

What is clear is that many elderly are malnourished, and it is di-
rectly related to inadequate income.'8 A recent Department of HHS
task force report on nutrition education and the elderly (Brun and
Clancy, 1979) stated that the No. 1 priority is to insure "a level of in-
come that allows the purchase of a nutritionally adequate diet for all
Americans." The official poverty index, defined by the Department of
Agriculture, fails to provide for a nutritionally adequate diet for the
elderly."' Not until one reaches 25 percent above the poverty line, does
the DOA regard income as sufficient for a minimum adequate, per-
manent diet. Based on this revised level, the number of elderly living
in poverty and having an inadequate dietary intake increases from
3.3 to almost 9 million.20

There are a number of good model educational efforts. The AoA's
national nutrition program provides more than 150 million meals
annually to persons 60 and over.2 ' The program targets low income,
disabled, and socially isolated elderly. Twenty percent of the meals are
provided at home. The remaining 80 percent are provided in group
meal sites, such as senior centers, churches, and synagogues. Over
185,000 volunteers, many elderly themselves, provide needed social
support. Both the group meal sites and the volunteers can be utilized
as resources for nutrition education efforts.
Improved Drug Management

Preventing medication related diseases is another area for active
educational efforts. Robert Butler, M.D., Director of the NIA, has
estimated that 1 million Americans of all ages suffer from drug reac-
tions yearly, resulting in 30,000 deaths 'a year and at a cost of $2 billion
in drug-related treatment. In one study, about 20 percent of patients
entering the geriatric service of a general hospital displayed disorders
directly attributable to the effects of prescription drugs. In 1978, this
committee reported that w'hile the elderly constitute 11 percent of
the population, they purchase 25 percent of all prescription drugs,
spending 20 percent of their out-of-pocket health expenditures on
medication.

11 Rae, J. and Burke, A. L. "Counseling the Elderly on Nutrition in a Community Health
Care System," Journal of the American Geriatrics Society, 26: 130-135, 1978.

SU.S. Department of Commerce. Social Indicators 1976. Washington, D.C.: USGPO,
Number 041-001-56-5. 1977.

'5 Butler, Robert, "Nutrition and the Physiology of Aging," speech to Western
Hemisphere Nutrition Conference, Auf. 12, 1980. p. 17.

20 Minkler, M., and Fullarton, J.: 'Health Promotion. Health Maintenance and Disease
Prevention for the Elderly," bacaground paper for the White House Conference on Aging,
Office of Health Information, Health Promotion, Physical Fitness and Sports Medicine,
December 1980.

21 Department of Health, Education, and Welfare, "Worldng With Older People: A Guide
To Practice," Health Care Financing Administration, 1978.



Drug education may enable older Americans to avoid medication re-
lated disease and death. Since 80 percent of the elderly have one or
more chronic diseases, they receive a variety of powerful drugs. One
survey demonstrated that 33 percent of the elderly use between two to
four prescription drugs and 5 percent use between five to nine. The
possibility for antagonistic drug interactions is greatespecially when
the use of over-the-counter drugs and alcohol are considered. In addi-
tion, the aged show greater side effects to drugs than younger in-
dividuals. Finally, difficulty following the many different drug
regimen schedules makes compliance difficult.

Drug education efforts for the elderly can provide knowledge on the
potential side effects of drugs commonly used, tips on keeping a per-
sonal medical history and ways to self-monitor medicine consumption.
One such program, the senior pharmacy education project in San Fran-
cisco, selects and trains pharmacists to serve as both educator and con-
sultant for both physicians and the elderly. The pharmacies, located in
12 older American neighborhoods in the city, utilize medical profile
cards to help the elderly record and monitor their medical problems
and medications.
Mental Health

Finally, community education and support services can prevent
many of the mental health problems afflicting the elderly. The Presi-
dent's Commission on Mental Health, in 1979, found that mental illness
is more prevalent in the elderly than with younger adults. Eighteen to
twenty-five percent of older Americans have significant mental health
symptoms, depression and psychosis being the most common diagnosis.
Some 80 percent of nursing home residents have a serious psychiatric
problem, depression being the most common.

However, much of the mental illness among the elderly can be pre-
vented through education and community support. While the stress
from illness, death of a spouse, retirement, and relocation are predis-
posing factors to mental illness, a study of Alameda County, Calif.,
residents demonstrated that social supports (i.e., friends, family,
community agencies) can buffer the impact of stress on mental and
physical health.

Effective community based health promotion programs can address
those factors that predispose the elderly to mental health problems.
Several model social support programs in mental health currently exist.
Peer Counseling for Elderly Persons, in Santa Monica, Calif., utilizes
trained older Americans to provide support for those experiencing
depression, anxiety and other emotional problems which affect their
health. Followup surveys have revealed statistically significant reduc-
tions in severity of depression, loneliness and anxiety and increased
confidence and satisfaction in life among those older Americans who
participated. In western Pennsylvania, a community mental health
consortium has been developed which offers active outreach efforts with
strong preventive functions around nutrition, socialization, transpor-
tation, counseling and medical tracking. Out of five neighborhood
counseling centers, home visits are made and transportation to day care
and medical services are provided.



B. FUTURE DIRECTIONS IN HEALTH PROMOTION FOR THE ELDIERLY

The basic problem in health education for the elderly is getting the
message across in such a way that will produce real and lasting changes
in health behavior. The Task Force on Consumer Health Education,
cosponsored by the National Institutes of Health and the American
College of Preventive Medicine, identified a number of factors which
may be obstacles to successful educational efforts.

As previously stated, educational efforts to improve the health habits
of older Americans will only be achieved if the environment in which
they live and work is improved. The task force noted that:

The persistence of health-threatening conditions-poverty,
racial discrimination, inadequate housing, urban squalor,
violent crime-is largely beyond the power of the individual
to control. Currently, the Census Bureau calculates that 25
percent of the over-65 population have incomes less than
125 percent of the poverty level. Approximately one-third
of the elderly live in poorly lit, inadequately heated and
dilapidated housing. Improvements in lifestyle habits will
only come about if the elderly have adequate income, hous-
ing and a safe, and supportive community environment.

The task force noted a societywide resistance to major changes in
personal lifestyles and an "absence of an organized constituency or con-
sumer report for health education" as two barriers to health educa-
tion efforts. There are currently over 500,000 self-help and mutual
support groups.

There are -a number of health education efforts organized within
the major aging organizational networks. However, most of the elderly
health education efforts have been fragmented and isolated. A coali-
tion of "health promotion" can focus the attention of the public and
policy makers on the need to devote more resources to this effort.

Health information must be targeted to those in greatest need. These
special subgroups which deserve special attention include elderly wo-
men, minority groups, the rural elderly, and the socially isolated. Thus,
effective community health education prograis must employ outreach
efforts to reach those in greatest need of education and socioeconomic
support.

Simply develooing health education material is insufficient. Re-
sources must be devoted to disseminate the information and provide
support and training for communities to develop ongoing and self-
sufficient health education programs. A national study conducted for
the Blue Cross Association of America showed that only 70 percent
of those surveyed knew at least one of the seven cancer warning signs
and only 13 percent knew four or more. A survey by the Department
of Preventive Medicine at Chicago's Rush-Presbyterian-St. Lukes
Medical Center revealed that half of some 600 adults surveyed could
not name any risk factors for heart disease. Only 28 percent named
cigarette smoking, 21 percent high blood pressure, and 13 percent
cholesterol or a high-fat diet. In a recent 10-city study sponsored by
the American Hospital Association, 60 percent of those questioned
said they were unaware of any health education and information
programs.
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Despite these challenges to. health promotion through community
educational efforts, some encouraging trends in national disease and
behavior patterns have been demonstrated. The most dramatic is a
21 percent decline in deaths from heart attacks between 1968 and
1976-a reduction probably due partly to decreased cigarette smoking
and to lower per capita consumption of animal fats and other high
cholesterol foods. Since the Surgeon General's first-report onRmoking
and health was published in 1964, the percentage of men who smoked
dropped from 52 percent to 33 percent in 1979. The overall smoking
rates for women also have declined, except among teenage girls. The
National Institutes of Health national high blood pressure education
program, launched in 1972, has also demonstrated encouraging trends.
Today, the number of Americans with high blood pressure who are
aware of this condition has risen from 50 to 70 percent, and those
whose conditions are successfully under control have risen from 16
percent to 30 percent. Finally, the Stanford University heart disease
prevention program has demonstrated that a combination of mass-
media education and intensive face-to-face instruction can reduce ciga-
rette smoking, cholesterol levels, and blood pressure-the major risk
factors for heart attacks and strokes in the elderly-15 to 20 percent.

Thus, there is growing evidence that health promotion for the el-
derly, and the whole population, is a worthwhile investment. By im-
proving health habits of older Americans and the environment in
which they live, it is possible to delay the onset of premature disease,
lengthen the period of functional independence in those with chronic
disease, and improve the quality of the lives of older Americans.

However, health promotion is not a substitute for a broad, comnu-
nity based long-term care system that meets the health and social needs
of older Americans. It is just one aspect of a complete medical and
social system for the elderly. We currently have about 30 years to
prepare ourselves for the full impact of the post-World War II "baby
boom" when approximately one-sixth to one-fifth of the U.S. popula-
tion will be over 65. Effective tailoring of health promotion efforts to
older Americans should not only help us reach the goal of reducing
functional dependency in today's older population, but should set the
stage for healthier, more autonomous generations of older Americans
in the years ahead.



Chapter 14

LONG-TERM CARE
OVERVIEW

Three Federal reports were released in 1981 which highlighted the
problems in long-term care and the need for reform. These reports were
issued by the Federal Council on Aging, the Under Secretary's Task
Force on Long-Term Care of the Department of Health and Human
Services (DHHS), and DHHS's Health Care Financing Administra-
tion (HCFA). All the reports, as others previously, support the fact
that some change in long-term care is both necessary and inevitable:

Long-term care represents about 13.5 percent of all health expend-
itures, public and private, or some $32 billion out of $237 billion in
1980.' Yet, the long-term care system in this country continues to have
major problems:

(1) Long-term care services are not well insured, making these
services a leading cause of major health care expenditures for
older Americans.

(2) Long-term care services are too often provided at an expen-
sive institution, either hospital or nursing home.

(3) Public health care programs for the elderly support mainly
acute, medical services despite the fact that the health problems
of the elderly are often more chronic in nature, requiring social
support and personal care as much as medical care; and

(4) The financing and provision of services are fragmented,
with funding flowing through a myriad of health, social services,
and income maintenance programs.

However, pressures for reform are mounting. Three things are hap-
pening simultaneously: (1) The number of people needing long-term
care is increasing rapidly, (2) the costs for providing such care under
the current system are growing dramatically, and (3) many States,
with Federal support, are seriously experimenting with alternative
strategies for the delivery of long-term care services.

A. THE DEMAND FOR CHANGE

1. THE GROWING LONG-TERM CARE POPULATION

The prevalence of chronic conditions increases with age, and the
elderly population is growing.

-The elderly are 41/2 times more likely to suffer activity limitation
than those under the age of 65. The percentage of elderly who are
unable to carry out major activities of daily living (bathing, eat-
ing, dressing, toileting) increases from 14.4 percent among 65 to
74 year olds to 32.9 percent for those age 85 and older.2

1 "Inspector General's Service Delivery Assessment on Long-Term Care," Department of
Health and Human Services, unpublished 1981 rerort.

2 "Long-Term Care: Background and Future Directions," U.S. Department of Health and
Human Services Health Care Financing Administration, HCFA 81-20047, page 5 (herein-
after HCFA 81-20047).
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-17 percent of the total over-65 population are unable to carry out
major activities. This population accounts for nearly one-half of
hospital days used by the elderly and 30 percent of physician
visits.3

-90 percent of the people in nursing homes are over 65. The per-
centage of the total elderly population residing in nursing homes
increases dramaticaly wit age, Trfi iboutYL percFfor those
in the 65 to 74 age group to more than 20 percent for those age
85 and over."

-Between 1980 and 2030, whereas the total population is expected to
grow by 40 percent, the elderly population will more than double.
And, the population over 85, precisely the group most likely to
need long-term care and most at risk for institutionalization, will
almost triple.5

Barring major scientific breakthroughs, this will place substantial
demand on our present system of long-term care. Only assuming cur-
rent utilization rates, the number of nursing home residents will in-
crease 54 percent over the next 20 years, and 132 percent (from 1.8
to almost 3 million) by 2030.

CHART 1

NURSING HOME UTILIZATION BY AGE GROUP
PROJECTIONS OF CURRENT TRENDS

1977-2030

NUMBER OF RESIDENTS (tho..nds)

3.000- 2,952

185.

1,303 g 456

1977 20e 2039
YEAR

Source: U.S. Department of Health and Human Services, Health Care

Financing Administration, LonT Care: Background and
Future Directions, HCFA 81Z47 p.1

3

Working Papers on Long'Term Care,' prep red for the 1980 DHHS Under Secretary's

Task Force on Long-Term Care, October 1981, pae 37.
4HCFA 81-20047, page 7.
5 HCFA 81-20047. page 1.
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2. ESCALATING COSTS

The inflation in institutional health care costs is nearly double
that of the rest of the economy. According to the Council on Social
Welfare, some 20,185 nursing care institutions with 1,407,000 beds are
directly involved in providing care, along with an estimated 25 per-
cent of acute hospital care devoted to the acute episodes of illness en-
countered by those with chronic disability.

-Hospital costs increased at an annual rate of 16.3 percent in 1981.7
-Reimbursement for home health services covered under medicare

have increased fivefold from 1974 to 1980, to $735 million."
-Costs for long-term care doubled from 1975 to 1980 and will more

than double between 1980 and 1985 if existing trends continue.9
-Total nursing home expenditures, from all public and private

sources, grew from $1.3 billion in 1965 to $7.3 billion in 1973 to
an estimated $24.2 billion in 1981.10

-By 1990, nursing home costs are estimated to reach $76 billion if
present policies and programs continue.

CHART 2

NURSING HOME EXPENDITURES
1965-1990

NURSING HOME COSTS ($ billion.)
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Source: Fieeland, M.S. and Schendler, C.E., "National Health Expenditures:
Short-Term Outlook and Long-Tern Projections", Health Care
Financing Review / Winter 1981

The Congressional Budget Office (CBO) has estimated that Federal
expenditures for nursing homes and home care services considered as
substitutes for nursing home care, totaled over $8.6 billion in fiscal year
1980. However, nursing home care represented the largest component
of Federal expenditures-70 percent of the estimated $8.6 billion. This
disproportionate level of expenditures for institutional care with their
increasing costs, coupled with increases of nursing home residents will
have dramatic effects on future public and private long-term care fi-
nancing. It is already presenting particularly serious problems for

6 "Long-Term Care, in Search of Solutions," National Conference on Social Welfare,
page 10.

7 Iealth Care Financing Administration. unpublished data, 1982.
s "The Inspector General's Service Delivery Assessment Report on Medicine's Home

-Health Program," unpublished report, 1981.
o*LnTerm Care, in Search of Solutions," page 15.to *Lon -Term Care, In Search of Solutions," page 15.
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Federal and State governments, which now pay over half the cost of
institutional care, as well as the elderly and their families who now pay
approximately 42.5 percent of the cost of nursing home care out-of-
pocket.

CHART 3

SOURCE OF NURSING HOME PAYMENTS [gEDICAID
1973,1979 OTHER PUBLIC

IIRECT PAY

OTHER PRIV

43%42

7% 7%

1973 1979

Source: U.S. Department of Health and Human Services, Health Care
Financing Administration, Long-Term Care: Background and
Future Directions, HCFA 81-20 47, p.16

At an average annual cost of $14,600 1" for a skilled nursing care
facility in 1980, this can easily represent a catastrophic health care
cost for many older Americans. The DHHS Under Secretary's Task
Force on Long-Term Care reports that, while the majority of nursing
home patients initially use private funds since medicare and private
insurance contribute little to nursing home costs, a substantial por-
tion convert to public sources of payment (medicaid after exhaust-
ing personal resources during the first year. Medicaid s share of nurs-
ing home payments has increased since 1973. Rising costs may cause
this share to increase further and divert resources for reform.

In 1981, Federal Government responses to rapidly rising long-term
care costs were directed in part toward reduction in the Federal share
of these costs under medicaid (described previously) and a reduction
in the reimbursement limits of medicare home health benefits (dis-
cussed later). These, combined with reductions in support for social
service programs, such as title XX and the Older Americans Act, may
place a further strain on the long-term care system. These funding
reductions come at a time when there is general agreement that our
present public programs are ill-suited to the needs of the long-term
care population.

3. PROFILE OF THE LONG-TERM CARE POPULATION

In addition to the medical care needs of the chronically ill, a key fac-
tor in their ability to remain in the community or be institutionalized
is the level of need for and availability of assistance with activities of

n Source. American Association of Homes for the Aging.
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daily living. According to the DHHS Secretary's Task Force on
long-term care, 95 percent of all nursing home residents need help with
these activities.

Functional disability alone, however, does not determine the need
for institutional care since for every person residing in a nursing home,as many as two or three persons who live in the community require
an equivalent amount of care.2

2 The availability of a spouse, family,and friends seems to be the distinguishing factor.
Over 70 percent of nursing home residents are female. While the

larger percent of female residents is partly due to the fact that women
live longer and thus are likely to have more functional disabilities,
HCFA found that the difference in use rates between the married
and unmarried far exceeded the differences in men and women. When
nursing home utilization rates are broken down by age and marital
status, it appears that women use more nursing home care than men
because they are more likely to become widowed."4 (Seventy percent
of the women 75 and older are widows.)

CHART 4

COMMUNITY AND NURSING HOME RESIDENTS AGED 65 AND OLDER
BY MARITAL STATUS
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Source: the 198 White House Conference on Aging, Chartbook on Agingin America, p. 109

However, according to the DHHS Under Secretary's Task Force on Long-Term Care,those over 75 years of age and needing help with all activities of daily living are threetimes as likely to live in nursing homes as in the community.
1a HCFA 81-20047, pages 9-14.
SHOiFA 81-20047, pages 8-9.
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The importance of the family in providing support services to the
"at-risk" elderly is demonstrated by the following statistics. Over
one-half of all persons 65 and older are married and living with a

spouse, while only 12 percent of the nursing home population is still
married. In addition, while four out of five older persons have at least
one surviving adult child, almost one-half of the institutionalized el-
derly are childless.15

4. TRENDS IN F~mIY CARE

Our long-term care system has relied on families. It is generally
estimated that families provide 70 to 80 percent of the long-term care
services in this country. Contrary to a common belief that many elderly

persons do not have frequent contact with their children, the Federal
Council on Aging reports that a recent nationwide survey indicates
that most older people live relatively close to at least one of their chil-

dren and that contacts with children are quite frequent. The survey
shows that about four-fifths of elderly persons have one or more sur-
viving children. Nearly three-fourths of those with children lived
within 30 minutes travel time of a child, including 18 percent who
lived in the same household. About three-fourths of elderly persons
with surviving children saw one or more of their children within
the week prior to the survey day, and only 11 percent had not seen a
child in the previous month.' 6

However, there are trends which may lessen families and friends
ability to continue assuming such a large role in long-term care for
the elderly.

(1) There has been a significant change in the number of persons

living longer with more chronic disabilities, particularly women, in
just the last two decades.

(2) Greater numbers of this group are without a spouse. Since 1950,
the disparity between elderly widows and widowers grew from a ratio
of two to one to more than four to one in 1979, a direct relation to the
widening differential in life expectancy of men and women. 7

With these phenomena, families may need to provide heavier care
for a longer period of time. Studies show that, while family care pre-
dominates after initial debilitating episodes, it begins to decline with
additional episodes. A New York study showed that family stress in-

creased with prolonged care of a chronically debilitated elderly rela-
tive. This factor contributed heavily to a decision to place a relative
in a nursing home, even though it still may be seen as a very difficult
and undesirable choice.'8

(3) In addition to the longer periods of care required, the "chil-

dren" who are expected to be care givers may themselves be nearing
or at retirement. They may have fewer resources since they too may
be on a fixed income.

(4) After 2010, the elderly's frequency of contact with children

may decline as the baby-boom generation itself begins to reach age 65.

-~ HCFA 81-20047 (Shanas 1976), page 10.
16 "The Need for Long-Term Care, Information and Issues, a chartbook of the Federal

Council on Aging," Department of Health and Human Services, the Federal Council on
Aginh (Shanas, 1976). Page 68.

17 hit House Conference on Aging charthbook," page 14.
sBrody, Elaine M. "Women's changing Roles, the Aging Family and Long-Term Care

of Older People," National Journal, 10:27:79, page 1830.
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This generation, now experiencing the lowest fertility rates in the
Nation's history, will have fewer children on which to rely.'"

(5) Changing roles in family structure, with more divorces and
working women may also eventually alter the family's ability to pro-
vide care, since women are almost always the primary care givers.

Even though there is a large documented need of the chronically ill
for personal care and home care services, Federal resources to support
these services are comparatively small. Total Federal expenditures for
nursing home care were over 10 times the expenditures for home health
in 1978, with even less support for personal care services.20 Critics of
current Federal policy also point to aspects of Federal programs which
penalize rather than support family caregiving. For example, SSI
benefits are reduced by one-third if the older person lives with his or
her family. Yet, studies have shown that many could avoid unneces-
sary nursing home placement if family support services were available.

The Congressional Budget Office (CBO) estimated in 1977 that be-
tween 10 to 40 percent of the institutionalized elderly could be cared
for in the community. The DHHS Task Force on Long-Term Care
cited a more recent study that indicates the actual number may be un-
der 10 percent. Both studies are hampered, however, by the fact that
evaluation did not take place at the point of entry into the nursing
home, but rather at a later date after the person's physical and mental
status may have deteriorated. Recent State studies confirm CBO esti-
mates, citing levels of inappropriate nursing home placement between
20 and 40 percent.

5. FmERAL PROGRAMS THAT CURRENTLY SUPPORT LONG-TERM CARE

Programs which support the majority of long-term care services are
funded by medicare, medicaid, title XX of the Social Security Act, and
title III of the Older Americans Act. There are portions of other pro-
grams which may support long-term care such as congregate housing,
discussed in another chapter; but their level of support is very small.
Efforts to pool the resources of these programs into a coordinated
long-term care system for the chronically ill who have multiple service
needs have been hampered by the varying eligibility requirements and
program guidelines, difficulties in accessibility, and the heavy bias to-
ward institutionalization.

Estimates of medicare and medicaid support for long-term care
range from 75 percent of all public long-term care funding in the table
below to a 1980 HCFA estimate of 90 percent.2 ' According to the table
below, 77 percent of all public funding for nursing home and commu-
nity-based services is through medicaid. Medicaid is the predominate
source of puiblic funding for nursing homes. Estimates of medicaid's
share range from 87 percent of all public funds for nursing homes, to
93 percent in the table below.22 Nursing home services account for
about 40 percent of total State/Federal medicaid costs.

By contrast, only about 1 percent of medicaid dollars and 2 percent
of medicare's total expenditures are directed toward home health serv-

zo "The Need for Long-Term Care, Information and Issues, a Chartbook of the FederalCouneil on the A ging." page 68.
20 "Working Papers on Long-Term Care," page 71.1 HCFA 81-20047, page 1.
22 HCFA 81-20047, page 16.
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ices. The major public support for long-term care is clearly directed
toward nursing home care through medicaid, and medicaid is not avail-
able until patients "impoverish" themselves.

FORMAL LONG-TERM CARE EXPENDITURES IN HOSPITAL CARE, NURSING HOME CARE, AND COMMUNITY-BASED
CARE BY SOURCE OF FUNDS, 1980

llmillions!

Community-
Source Hospital Nursint home based Total

Medicare ------------------------------------- $1,568 $455. $1,042-----------
Federal medicaid---------------------------------- 419 5,694 85
Federal titleXX-------------------------------------------------------- 809-----------
AOA -------- --------------------------------------------- 74--------------
Veterans' Administration.-------------------------- 1,562 359 723-----------

OterFe eal--- -- -- - -- -- -- - -- -- - -- -- - 104 21 135 ---------- -
Other Federal.----- ------------------------------- 354 4,788 73 ---------
State medicaid -------------------------------------------------------- 420---------
State title XX..198-------------------------------211------
Other State....------------------------------------------------ 211--------17....
Local government -------------------------------------------- 9 7-------------
Insurance- -------------------------------------- 29 129 162 -----------
Business/Philanthropy.------------------------------ 209 8,869 1,37 -----------
Consumers------------------------------

Total--------------------------------------- 5,345 20,444 6,518 $32,307
Federal.------------------------------------------- 3,653 6,529 3,518 13,70
State/local----. ------------------------------------ 552 4,788 721 6 061
Private.----- ------------------------------------- 1,140 9,127 2,279 12,546

Source: Department of Health and Human Services, Inspector General's Service Delivery Assessment on Long-Term
Care, unpublished report.

A. MEDICARE (TITLE XVIII)

Although medicare does provide benefits for home health, the intent

of the program is to provide skilled services to the elderly in their

place of residence rather than health-related social support services
for the chronically ill. Services which assist individuals in activities
of daily living (i.e., homemaker services, personal care services) are
specifically excluded from coverage unless the patient requires some
form of skilled care (nursing care, physical or speech therapy) at
the same time.

Because medicare home health services are directed toward home-

bound individuals in an acute situation calling for temporary care,
they do not actually serve as a continuing source of long-term care
for the chronically ill elderly.

B. MEDICAID (TITLE XIX)

In contrast to medicare, medicaid benefits can provide a more com-

plete range of services. Medicaid's coverage for noninstitutional care
includes home-health care and, at State option, personal care and

adult day services. States are required to provide home-health serv-
ices to medicaid eligible persons who are entitled to benefits in a skilled
nursing facility. States may also include a personal care provision
under their State medicaid plan which would allow for health-related
support services when prescribed by a physician and supervised by
a registered nurse. A total of 14 States and the District of Columbia
have adopted this provision. Adult day health services which include
medical and social care as well as transportation are also permissible.

2 HCFA 81-20047, pages 19-20.



Although medicaid home health was intended to provide an alter-
native to institutional care, many States have imposed restrictions
that tend to limit the use of medicaid for in-home and community
care. At least 15 States have adopted the medicare requirement for
skilled services. Many States have also imposed limits upon the com-
prehensiveness of service. In addition, many States have established
much higher levels of income eligibility for community-based serv-
ices than institutional services. In States with medically needy pro-
grams, or "spend down" provisions of medicaid, individuals may
qualify for medicaid in nursing homes because the cost of their basic
living needs in the nursing home is considered a "medical" expense
and depletes their income more rapidly. In 15 States without medi-
cally needy programs, some individuals may receive medicaid benefits
in nursing homes but not in the community because income levels for
medicaid eligibility for outpatient care are more restrictive. Federal
law was substantially changed during 1981 in response to many of
these problems. (See Federal legislation, section 2176, 1981 Omnibus
Budget Reconciliation Act.)

C. SOCIAL SUPPORT SERVICES (TITLE XX)

Noninstitutional social support services such as homemaker/chore
and adult day care have also been available through the title XX
grant-in-aid program. Services covered vary from State to State. The
program is intended to support a whole range of services for a variety
of client groups, therefore, program support for long-term care serv-
ices for the chronically ill also varies significantly. The provision of
title XX services is now limited by the close-ended Federal funding.
In fiscal year 1981, the program operated at a Federal funding ceiling
of $2.9 billion. The Omnibus Budget Reconciliation Act of 1981
changed the title XX grant-in-aid program to a social service block
grant to the States. The act also reduced title XX's fiscal year 1982
expenditure ceiling to $2.4 billion. With this decrease in funds, title
XX's ability to serve as a future source of support for socially oriented
long-term care services will possibly be significantly eroded.

D. TITLE III OF THE OLDER AMERICANS ACT

A variety of home- and community-based services are also available
under title III of the Older Americans Act. Under this program for-
mula grants are made to State agencies on aging for planning and co-
ordination of, and advocacy for, programs for older persons. Under
1981 amendments to the act, State agencies are required to spend an
"adequate portion" of its title III funds on in-home (homemaker,
home health aide, visiting, telephone reassurance, and chore services),
access (transportation and outreach), and legal services. Prior law re-
quired that at least 50 percent of funds be expanded for these services.
Although home care is one of the major service components under title
III, the total number served in fiscal year 1980 was only approximately
700,000 persons. The total title III fiscal year 1981 appropriation for
social services, and congregate and home-delivered nutrition services
was almost $700 million.



Title III does enlist State aging personnel into long-term care ad-
vocacy by requiring that a State agency establish a long-term care
ombudsman program to investigate the complaints of institutional
residents and monitor Federal, state, and local laws regarding long-
term care facilities.

B. FEDERAL ANU'STATACTIONS O TERM CARE
REFORM

Most recent Federal efforts in long-term care reform have been pri-
marily focused on research and demonstration projects testing com-
munity-based and home care services as alternatives to institutional-
ization. The impetus for such demonstrations has been both the stated
preference of the elderly and chronically ill for noninistitutional
forms of care and the rising concern over health care costs.

1. AN EVALUATION OF PAST DEMONSTRATIONS

HCFA and the Administration on Aging (AoA) have supported
a variety of demonstration projects which have attempted to address

inappropriate nursing home placement, fragmentation in the financing
and provision of services, and the development of new service modali-
ties. The evaluation results of these projects have been tentative and
not always consistent. Some would indicate that home care costs are
less than, or at least comparable to the costs of an equivalent level of
nursing home care; that nursing home utilization rates can be lessened
or controlled; and (in fewer cases) that numbers of hospital days can
be lessened through use of community care. Basically, there is pres-
ently no known measure that can accurately predict who will be
institutionalized. Without such ability to target services, community-
based services will, to a certain degree, be add-on costs rather than

only substitutions for nursing home care. Though community-based
services may delay institutionalization, current evidence that they will
prevent institutionalization is inconclusive.

In a review of a number of community-based long-term care initia-
tives, the General Accounting Office (GAO) indicated that certain
program elements demonstrated in the projects appear to be essential
to improving the current system, for example, mechanisms to control
nursing home entry, multidimensional needs assessment procedures
(medical and social), coordination responsibilities vested in one com-
munity agency, and a unified funding source.

A 1981 Urban Institute review of recent long-term care program
evaluations found that some community-based programs have in-
creased overall long-term care costs because they serve many more
persons than simply those who would otherwise be in nursing homes.
The Urban Institute criticized some of the new data, saying that re-
ports of savings were sometimes overstated because data did not al-
ways include the total costs of maintaining an individual in the com-
munity. The review also noted that there is some evidence that com-
munity-based services do substitute for nursing home care for at
least some of the individuals served. And, where programs are di-
rected toward shortening hospital stays, there is some evidence that
hospitalization can be reduced.



The Urban Institute also found that there was significant evidence
from a number of the demonstration programs that community-based
services improve patient outcomes. Several projects have shown that
noninstitutionalized patients live longer and have higher levels of men-
tal functioning, self-maintenance, satisfaction with services and life
satisfaction than those in the traditional nursing home settings.

Improvement in targeting of community-based services to those
who would otherwise be in institutions or are most at risk for such care
is perhaps the most difficult problem facing designers of expanded
long-term care programs, but essential if control over the increase in
total expenditures is to be maintained. Many of the past demonstra-
tion projects found that a process to control client placement (i.e.,
mandatory preadmission screening for nursing homes) and case man-
agement-including assessment, referral, and followup-were essen-
tial components to targeting services and controlling costs. One of the
major problems that the medicaid-only projects faced in overall cost
control was their inability to serve private pay and medicare popula-
tions who were at risk for institutionalization. Since this population
is likely to exhaust their resources within the first year of institution-
alization and transfer to medicaid, they are a significant source of
program expenditures.

2. 1981 RESEARCH AND DEMONSTRATION PROJECTS

Many of these projects attempt to address problems uncovered in
past projects. First, a major effort has been made by DHHS to involve
State governments more substantially in the design of projects in
recognition of the fact that State involvement will be necessary for any
transition from demonstration to implementation of coordinated sys-
tems of long-term care. Second, some projects have been directed at
more systemic reform to: (1) Include the medicare population,
(2) effect the necessary linkages between the acute and chronic care
systems, and (3) to provide limitations on total costs.

A. NATIONAL LONG-TERM CARE CHANNELING DEMONSTRATION PROGRAM

In 1980, 12 States (Florida, Hawaii, Kentucky, Maine, Maryland,
Massachusetts, Missouri, New Jersey, New York, Ohio, Pennsylvania,
and Texas) were awarded contracts under DHHS's national long-
term care channeling demonstration program. The program is based
on the "channeling" concept, i.e., that multiple resources and services
can be coordinated and implemented at the local level through one
organizational entity. The primary components of the program are
client assessment and case management, including care planning, ar-
ranging for services, and monitoring and reassessment. The goal is to
arrange services to fit an individual client's needs. The major policy
issue to be addressed is whether channeling is a cost-effective addition
to the current delivery system. Another purpose is to improve upon
past research designs and to design a system for comparability of data
across projects.
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DHHS, through HCFA and AoA, funded these projects for a 2-year
period in 1980 at a level of $13.55 million. Plans were to fund 2 addi-
tional years for each of the 12 State projects in 1981, but reduced
HHS research and demonstration buagets resulted in two projects
(Missouri and Hawaii) being phased out of the national program.
Only 5 of the remaining 10 sites received additional third and fourth
year funding in fiscal year 1981. DHHS plans to fund the additional
2 years for the remaining five projects in fiscal year 1982. The Senate
Appropriations Committee, through language in the fiscal year 1982
appropriations reort, has made clear its intent that DHHS fund
these projects.

In the past year, DHHS has developed plans to designate five of
these channeling projects as "complex" and five as "basic" models.
The "basic" models can perform assessment and case management, but
will not be able to alter basic medicaid or medicare eligibility levels.
The complex models will have authority to waive some medicare and
medicaid service reimbursement restrictions. These projects will be
able to prescribe and directly pay for services based on client need,
not income eligibility. Limits will be required on noninstitutional costs
to hold them to not more than 60 percent of institutional costs. Cost
sharing by the client will be allowed. Appropriate targeting of clients
will be essential to the project. Since the geographic areas chosen for
the projects have high concentrations of functionally disabled and
elderly persons, DHHS expects that populations served will tend to be
primarily low income, although this is not required.

Additionally, in 1980, 14 States and the District of Columbia were
awarded a total of $1.5 million for long-term care systems development
grants to help build their ability to plan, coordinate, and manage the
allocation of long-term care resources.

B. HOSPITAL-BASED DEMONSTRATION PROJECTS

Preliminary reports from a HCFA-supported demonstration project
which became operational on August 1980, at Mount Zion Hospital and
Medical Center in San Francisco, support the critical importance of
linking the acute and chronic care systems. Nationwide, 38 percent of
all hospital beds are occupied by those 65 and older, with some hospitals
reporting 60 to 65 percent elderly occupancy rates. 2 4 Whlile the past
focus of Federal demonstration projects has been on nursing home
substitution, this project (and others) is demonstrating that even
larger savings may be achieved on the hospital side.

The Mount Zion project's target group is not necessarily aimed at
persons who would otherwise require skilled nursing facility care, but
rather at a slightly healthier, chronically at-risk population. This is the
specific population that most heavily uses hospital care. By providing
or obtaining appropriate in-home services and case management, early
preliminary results show that the project's experimental group of
patients, as compared to the control group, has achieved over 50 percent
savings in part A medicare alone. The early results also indicate that
the demonstration group has been able to maintain levels of function-
ing, while the control group has declined in activities of daily living,
social supports, and environmental satisfaction.

21 Source: The American Hospital Association, Office on Aging and Long-Term Care.
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The Administration on Aging, recognizing the potential for such
savings, supported a conference in June 1981, to encourage hospital-
based programs for the elderly. And, in May 1981, the American Hos-
pital Association opened its Office on Aging and Long-Term Care with
the purpose of encouraging hospitals to develop programs of care more
suited to the multiple, multifaceted, and chronic conditions of the
elderly. In a recent survey of 7,000 U.S. hospitals, the office found that
15 percent (690) had some type of geriatric programs. According to the
office, recognition that the traditional acute system is inappropriate to
the needs of many of the elderly comes from increased numbers of
health professionals aware of these needs, as well as hospitals' increased
elderly population.

As valuable as these programs may seem, they too will suffer from
charges of being only add-on costs without a system which allows for
careful targeting and appropriate placement by providing incentives
to control costs. HCFA is supporting an additional demonstration
project to design a systemwide change that could implement these
incentives.

C. SOCIAL HEALTH MAINTENANCE ORGANIZATION

One proposed way to expand long-term care coverage without fear
of greatly increased costs is to expand benefits under a fixed budget.
Fixed budgets, or capitation, is viewed by some as a mechanism to:
(1) Curtail the sharply increasing costs borne by Federal programs
for nursing home care, (2) facilitate case management and improved
resource allocation in long-term care, and (3) introduce improved
management systems and controls among long-term care providers.
The fixed budget idea has not enjoyed much support, however, primar-
ily because of : (1) State fears that a Federal cap would create unten-
able budget constraints in meeting current medicaid obligations, (2)
the difficulties of local public management of a system as complex as
the network of long-term care service providers, and (3) the concern
that problems of inefficiency and lack of access to appropriate serv-
ices might worsen under State block grants.

However, HCFA began a 3-year demonstration project with Bran-
deis University in 1980, to try a new variation to the fixed budget ap-
proach, the social health maintenance organization. Based on success
in controlling costs in acute care delivery with health maintenance
organizations, this demonstration will provide acute and long-term
care services including home- and community-based care under a
capitated system. It is hoped that this project design can offer the best
opportunities for economies of scale and incentives to control costs.
By placing providers at risk, it will encourage substitution of appro-
priate lower cost alternatives for all inpatient care, efficient manage-
ment of the entire gamut of social and health services for the elderly,
and provide a model that can deliver services based on individual need
rather than income.

The first social health maintenance organization site was designated
in August 1981, at the Brooklyn Metropolitan Jewish Geriatric Cen-
ter. Two additional sites were designated in November and December,
the Kaiser Portland Health Plan and the Ebenezer Society in Minne-
apolis.
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3. STATE INITIATIVES

Although the Federal Government has taken some actions in long-
term care reform, research and demonstration activities, these actions
have not yet resulted in broad, systemwide changes. Congress has
taken a step forward in recognizing the need to support a continuum
of care under the medicaid progranr with the pabage of he section
2176 provisions in the 1981 Budget Reconciliation Act. However, con-
crete actions directed at long-term care system reform have more often
come from the State and local levels. This is partly due to increased
State expenditures in long-term care and partly due to a desire to
meet the needs of their growing older population.

The Senate Special Committee on Aging, assisted by the Congres-
sional Research Service, recently conducted a survey of State actions
in long-term care reform. The committee found that several States
were moving forward with reform and support for community- and
home-based services despite Federal and State medicaid budgetary
limitations.

According to a 1980 GAO report, three-fourths of the States spent
40 percent or more of their total medicaid expenditures (Federal and
State) on nursing home care; in 19 States, at least 50 percent of their
budget went for these services. Many States have shown increasing
concern over the difficulties they have encountered in coordinating the
various categorical long-term care programs and a growing need to
develop ways to meet the needs of their increasing older population.

A 1981 report, "Alternatives to Institutional Care for the Elderly:
An Analysis of State Initiatives," by the George Washington Uni-
versity Intergovernmental Health Policy Project (IHPP) states:

Concomitantly, many States are finding that a significant
portion of elderly persons are admitted to nursing homes for
nonmedical reasons. For example:

The State of Utah completed a study and found that ap-
proximately 40 percent of the nursing home population was
admitted for social rather than medical reasons.

The Virginia State Department of Health found that as
many as 25 percent of the medicaid nursing home applicants
in Richmond could have been cared for in community settings
if such services were available.

A Texas study found that a large portion of the elderly
population was being supported in nursing homes when in
fact their needs were for social support services.

The State of Arkansas found that between 20 to 30 percent
of their nursing home residents were admitted for nonmedi-
cal reasons.

The objectives of reducing institutional care costs and diverting
potential users to other forms of care has been the impetus behind
much of the State effort to alter the long-term care service systems.
Nursing home care for the elderly is one of the fastest growing por-
tions of State medicaid budgets. Today, this problem is of particular
significance as many States are experiencing severe fiscal strains in
their medicaid programs. Despite conflicting evidence ibout the poten-
tial of attaining cost reductions by substitution of various forms of



community care for institutional care, some State governments are
modifying and/or expanding community-based services. These State
efforts have been supported to a significant degree by Federal research
and demonstration funds. In addition, Federal waivers of current
legislative requirements under the medicare and medicaid programs
granted by the Health Care Financing Administration (HCFA)
have enabled some States to test innovative ways to provide com-
munity-based services. Even though much activity has been spon-
sored through this Federal support, parallel activities have been ini-
tiated by States without the benefit of Federal demonstration funds
or waivers of current law.

DESCRIPTIONS OF STATE PROGRAMS

Some States have initiated activities to utilize existing Federal
resources to mold the current network of services into one which more
effectively impacts on the long-term care population as well as activi-
ties which have been significantly supported by Federal demonstra-
tion funds or waivers of current service eligibility requirements.

These activities can be basically categorized as:
-Control of institutional access through screening/assessment me-

chanisms. Many projects are oriented toward controlling access
to institutional care. To this end, projects have attempted to con-
duct screening and comprehensive medical and social assessment
procedures of those "at risk" of long-term care services in order to
evaluate the most effective and least costly care option, given the
patient/client's needs. These screening/assessment procedures are
generally applied to persons about to enter a long-term care facil-
ity and/or others who are referred for community-based care.

-Reorganizing access to community service. Some projects have
attempted to reorganize access to community service by provid-
ing a "single entry" point for clients (i.e., one agency manages
client care). This concept has been designed to overcome what
many people consider highly problematic in the current system-
multiple providers and duplication of service resulting in client
confusion as to source of care and unnecessary administrative
costs among agencies.

-Cost control mechanism. Keeping in mind the goal of diverting
clients to potentially less costly community care services, some
projects have eliminated the uncertainty of whether community
care will exceed institutional costs by preestablishing upper cost
limitations for such care. That is, community care may be pro-
vided only when such care does not exceed a certain percentage
of institutional care costs.

-Tax incentives for family care. Notable among these State initia-
tives are actions by some State legislatures to enact programs
offering tax incentives for care of elderly and handicapped mem-
bers in order to encourage home care (e.g., Utajh, Idaho) and to
mandate health insurance programs to offer home health care
(e.g.. Montana; 15 other States now require this as a health
option).
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These programs may represent partial answers to the issue of
restructuring long-term care services.

According to the IHPP, at least 12 States (Arkansas, Connecticut,
Oalifornia, Florida, Georgia, Illinois, Massachusetts, New York,
Oregon, Virginia, and Washington) have developed coordinated com-
munity-based programs for elderly persons. Most of these programs
have been estabssiid according to the case management modlof
service delivery.

The following represent some examples of State actions in long-
term care reform. These examples are not an exclusive list since
several other States also have developed some type of projects. Rather,
they represent many of the State actions taken in 1981.

Arkansas

The Arkansas in-home service program, established in 1978, pro-
vides case management and in-home services (including personal care)
to elderly medicaid and nonmedicaid eligible clients in an effort to
develop a coordinated continuum of health and social services. During
1980, 12,826 clients were served at an average annual cost of $436.41
per client.

In February 1981, a State task force, composed of State agencies
primarily responsible for the administration of State funds for long-
term care (Department of Social Services, Department of Health, and
the Office of Aging), made recommendations for improvements in the

Arkansas long-term care system. The task force report indicates that
although a variety of long-term care services for the eligible popula-
tion exists in the State:

It is clear that a centralized framework should be estab-
lished to coordinate the range of services and insure that these

eligible persons can gain access to the available services. This
can be accomplished through a coordinated long-term care
needs assessment process.

A key component of the system would be the designation of agencies
which are not service provider agencies to perform case management
and assessment services for persons in need of home care services.

As called for in the task force report, the revised system would be
based upon the State's existing personal care provider network in

coordination with agencies providing skilled home health services.

Currently, area agencies on aging designated by the office on aging
under the Older Americans Act operate a personal care provider net-
work and provide for in-home services for the elderly. Under the task
force recommendations the area agencies would phase out their direct
in-home service delivery functions and would be designated to conduct
all case management and assessment for home health care services. The
task force report calls for development of a demonstration program in

a limited number of counties with future implementation on a state-
wide basis. In 1981, the State general assembly enacted Act 380 to
establish authority for the demonstration projects. This will include
mandatory nursing home preadmission screening.



369

Colorado

In 1980, the State legislature enacted Senate Bill 38, the "Alterna-
tives to Long-Term Nursing Home Care Act" which authorizes a pilot
project to provide home health services to persons over age 65, or who
are disabled, and whose gross income does not exceed 300 percent of
the current benefit level under the supplemental security income pro-
gram. The law limits the total number of persons to be served under
the program to 360 persons. The program is financed solely with State
funds.

In addition, the Colorado Department of Health and Social Services
is the recipient of a Department of Health and Human Services grant
of $100,282 under the national long-term care channeling demonstra-
tion program to develop a statewide long-term care plan by December
1981 to address the issues of appropriate, cost-effective service delivery
for the functionally impaired population, including the elderly, devel-
opmentally disabled, chronically mentally ill, and the severely handi-
capped.

Georgia

In 1981, the State of Georgia will expand their alternative health
services (AHS) project to cover 60 percent of the State. This project
was begun in 1976 by the Georgia Department of Medical Assistance,
with a demonatration program approved by HCFA to test the
effectiveness of comprehensive, medicaid-funded community-based
services as an alternative to nursing home care. The AHS project was
built upon a centralized single point of entry for all long-term care
services. County offices of the State Department of Family and
Childrens Services acted as client intake, assessment, and referral units
for persons in need of long-term care. A HCFA-approved waiver of
the State's medicaid plan allowed the project to provide services to
the eligible population (persons aged 50 and older, residing in a
nursing home, or certified for nursing home care) not normally avail-
able through medicaid. These services include-adult day rehabilita-
tion, home-delivered services, and alternative living services.

In order to judge whether an eligible client may be served through
the AHS project, his/her needs are evaluated against guidelines that
quantify the costs of providing project services. A limit is established
for monthly community-based services costs which is approximately
equal to the monthly cost of the State medicaid intermediate care
facility (ICF) program. If a person has service needs greater than
those set by the guidelines, the individual is not referred to AHS
services unless the projected 6'month costs are likely to decrease to
less than the cost of ICF care for the same period.

Maine

On June 29, 1981, the Governor of Maine signed into law L.D.
1620, which will expand home- and community-based long-term care
services for elderly and disabled adults. The legislation will be sup-
ported by $1.25 million from the State's general fund over a 2-year
period.



Specifically, the law requires the Department of Human Services to
establish and administer a program of in-home and community sup-
port services for adults who are at risk of inappropriate institutional
placement, or who have been inappropriately placed in an institution,
who have a need for home and community support from public
services, family members, and neighbors. The law also calls for the

fablislnient of multidhscipimary asessmentitiifsThrouglliut The
State (composed of social service and health personnel, the adult in
need, and a family member), to determine client eligibility, develop
a plan of service, arrange for services, and conduct periodic client
evaluations. The law also establishes a personal care assistance pro-
gram for persons with severe disabilities. It requires a study of the
comparative costs of in-home and community services and services
provided in institutional settings.

New York

The State of New York has been active in developing new methods
for delivering long-term care for some time, due in part to a serious
shortage of nursing home beds and a significant problem of patients
"backed-up" in hospitals awaiting nursing home placement. In addi-
tion to the Monroe County long-term care program (ACCESS), sup-
ported by HCFA and the Administration on Aging, the New York
State Legislature established the "nursing home without walls" pro-
gram in 1978 to provide for a voluntary alternative to institutionaliza-
tion for medicaid clients who meet medical criteria for entrance into
an institution. The aim of the program is to coordinate the provisions
of a variety of home care services to the elderly and disabled through
a single entry into the service network. In order to participate in the
program all persons must be eligible for medicaid, and medically in
need of institutional care. The yearly costs of home care services under
the program may not exceed 75 percent of the average yearly costs for
institutional care under the State medicaid program.

Operating in multiple sites across the State, the program has re-
ceived approval from HCFA to provide a variety of home-based serv-
ices not normally allowable under the State's medicaid program in-
cluding, for example, home maintenance, social day care services, con-
gregate meal services, moving assistance, and respite care.

In addition, the State assembly approved a bill in 1981 authorizing
the Commissioner of Social Services, in consultation with the Com-
missioner of Health, to conduct a demonstration program on respite
care. The program will provide temporary relief to families in their
daily care of the elderly dependent persons, or assistance to families in
crisis situations. The objective is to allow families an opportunity to
maintain a normal routine and to deter requests for long-term institu-
tional placement. Respite care assistance would be limited to periods
of 24 consecutive hours or longer, but not to exceed 6 weeks in any
calendar year for any individual. The bill encourages the use of ex-
isting reimbursement sources, such as medicaid, medicare, and other
third-party payers; however, the client and family would, when pos-
sible, assume the cost of their services.



North Carolina

North Carolina has legislation which directs the Secretary of Hu-
man Resources to develop a comprehensive screening program for older
persons, focusing on providing them with the least restrictive level of
care to meet medical and social needs. The screening process is designed
to identify those individuals who could remain at home if an appro-
priate in-home care program were provided.

Oregon

In 1981, the Oregon State Legislature passed legislation which will
consolidate and coordinate the components of their State long-term
care programs including those supported under medicaid, title XX,
title III of the Older Americans Act and Oregon Project Independence
(a program designed to provide alternatives to institutionalization for
those citizens not eligible for welfare benefits). Funds will be admin-
istered through a single State agency. A nursing home preadmission
screening program is also established, with local preadmission screen-
ing teams. Local agencies, n many instances area agencies on aging,
will provide case management services for the assessment teams and
clients to assure access to appropriate levels of care.

This State action is based on a 1978, 3-year demonstration project
supported by HCFA and AOA to test the effectiveness of two methods
of controlling nursing home utilization and increasing the use of
community-based services.

Florida

The following long-term care activities are underway in the State
of Florida:

Community care for the elderly (CCE), enacted by the State legis-
lature in 1976 on a pilot basis, was created to develop, expand, and re-
organize various community-based services for the functionally im-
paired elderly. Because of the success of the pilot project, the program
was expanded statewide in 1980. Under the program, service provider
agencies funded by area agencies on aging support a number of "core"
services, including homemaker, health maintenance, respite care,
chore, home-delivered meals, adult day care, and medical transporta-
tion, to the recipient population. Services are organized under the
direction of a single lead agency with case management staff. Funds to
support the CCE are appropriated biannually by the State legislature
from State general revenues and are allocated to each social services
district, starting with a base of $45,000 to each county. In 1980-81, the
Florida Legislature increased community care appropriations from
$3.4 to $7.2 million. A formula is used to distribute funds based on the
number of persons in the district aged 75 and over and number of per-
sons aged 65 and over who live alone or with nonrelatives. A sliding fee
scale is used.

In addition, Florida is conducting the medicaid waiver project, ap-
proved by the Health Care Financing Administration (HFCA) in
1979, to utilize medicaid funding to establish a model preventive, main-
tenance, and restorative health care system for medicaid eligible non-
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institutionalized, functionally impaired supplemental security income
recipients aged 60 and over in five counties. This project consists of
three major components: (1) Comprehensive medical assessment; (2)
case management system; and (3) provision of six community care
services-day treatment services, medical therapeutic services, per-
sonal care services, home management services,_respite care, and med-
ical transportation.

The State also is the recipient of a Department of Health and Hu-
man Services (HHS) award of $932,896 under the national long-term
care channeling demonstration project.

Wisconsin

In July 1981, the Wisconsin State Legislature approved assembly
bill 66, the "Long-Term Care Community Options Program" (COP),
which is designed to target public resources toward elderly and dis-
abled persons who are at greatest risk of entering nursing homes and
to insure that assistance is available to individuals in need of long-term
care services who wish to remain at home or in other community set-
tings. The bill, essentially drawing on the experience of Wisconsin's
HFCA-funded Community Care Organization (CCO) demonstration
project, has the following features:

-Every person seeking, or about to be admitted for nursing home
care will be required to undergo a comprehensive assessment to de-

termine functional abilities and need for medical and social long-
term care support services. Client potential for community-based
care options will be evaluated. Although eligible persons will not
be prohibited from entering a nursing home, medicaid will support
nursing home care only after an assessment has been performed.

-Funds available through the COP will be used to support services
not otherwise available to the individual. An average of $336 per
month per individual in State funds will be available for these
purposes.

-Each county participating in the COP must create an interagency
long-term support planning committee, assess the need to develop
resources in the county, and develop a plan to coordinate COP
funds expenditures with other county and State funds.

Another bill (A.J.R. 55) has been introduced in the State legisla-
ture which would commission studies on the feasibility and benefits of
allowing income tax credits for taxpayers who maintain and support a
developmentally disabled, mentally retarded, handicapped, or elderly
person in the home.

Illinois

Illinois has appropriated $20 million in general revenue funds for
fiscal year 1981-82 to provide three alternative services statewide.
These services are chore/housekeeping, homemaker, and adult day
care. Case management is not provided under this program. The State
department on aging contracts with vendors who complete assessments
on individual clients.

Other States such as Texas, Utah, and Virginia have developed pre-
admission screening programs and community care referrals. Cali-
fornia has projects for coordinated community care, and the Califor-
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nia State Legislature is considering legislation to consolidate categori-
cal funding and administration for long-term care services. There are
also other State programs operating on a demonstration or statewide
basis, including foster care, congregate living facilities, and home care
programs. Although only five to seven States have specific legislation
implementing continuums of care in long-term care services, and many
of the projects mentioned may be small, States have begun to address
the issue of long-term care in a broader sense than only providing sup-
port for nursing home care and are attempting a coordinated
approach.

In addition to the activities described above, States are beginning
to take other steps to respond to rising long-term care costs, specifically
nursing homes. These and other 1981 actions may affect the supply and
quality of a critical component of any long-term continuum of care.
No matter what reforms may be instituted, there is no doubt that
institutions such as the nursing homes will continue to be needed.

C. FEDERAL LEGISLATION: 1981

1. LONG-TERM CARE REFORM

A. MEDICAID WAIVE FOR HOME CARE AND COMMUNITY-BASED SERVICES

(SECTION 2176)

Based to a large degree on the Pepper/Waxman Medicaid Commu-
nity Care Act introduced in the 96th Congress, section 2176 of the 1981
Omnibus Budget Reconciliation Act (Public Law 97-35) authorizes
the HHS Secretary to waive medicaid statutory requirements in order
to enable a -State to cover a wide range of home and community-based
services. Perhaps the major significance of this legislation is that, for
the first time, a range of both health and personal care services as well
as case management are specifically authorized in legislation, thereby,
giving legislative recognition of the social as well as the medical
aspects of long-term care under the aegis of the medicaid program.

Section 2176 emphasizes targeting services to individuals who would
otherwise be institutionalized and coordinating services. Under the
new law, a State can provide home and community-based services, pur-
suant to a written plan of care, to individuals who have been deter-
mined to otherwise require skilled nursing facility (SNF) or inter-
mediate care facility (ICF) services which would be reimbursed by
medicaid.

Services which may be provided (in addition to those already
authorized under medicaid) include:

-Case management (defined in the conference report as a system
under which responsibility for locating, coordinating, and moni-
toring a group of services rests with a defined person or
institution).

-Homemaker/home health aide and personal care services.
-Adult day health.
-Habilitation services (defined in the conference report as encom-

passing both health and social services needed to insure optimal
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functioning of the mentally retarded and developmentally dis-
abled).

-Respite care services (defined in the conference report as those
given to an individual unable to care for himself which are pro-
vided on a short-term basis because of the absence or need for
relief for those persons normally providing such care).

----Other -services requested by -the- State andapproved by the
Secretary.

Room and board services are excluded from coverage under the
waiver.

Section 2176 permits States to set limitations on services provided
to individuals which may vary from those offered to other medicaid
eligibles. This allows flexible eligibility requirements.

In order to obtain a waiver under this section the State must pro-
vide the following assurances:

(1) Necessary safeguards (including adequate standards for pro-
vider participation) have been taken to protect the health and welfare
of individuals receiving services. Such safeguards must also assure
financial accountability for expended funds.

(2) The State will provide for an evaluation of individuals' need for
SNF or ICF services.

(3) Individuals determined likely to require SNF or ICF care will
be informed of the feasible alternatives available, at their choice.

(4) The average per capita expenditure for individuals provided
services does not exceed the average per capita amount which would
have been expended for such individuals if the waivers had not been
in effect (and therefore the individuals had been institutionalized).

(5) The State will annually provide to the Secretary information on
the impact of the waiver on the type and amount of medical care
provided and on the health and welfare of recipients. The information
must be provided in accordance with a data collection plan designed
by the Secretary.

Section 2176 specifies that a waiver granted under this section shall
be for an initial term of 3 years. At the request of the State, it shall be
extended for additional 3-year periods unless the Secretary determines
that the required assurances have not been met in the preceding period.
The past waiver authority only allowed for research and demonstra-
tion projects related to community-based and personal care services
not contained in a State plan. The newly streamlined waiver process
requires the Secretary to act on requests within 90 days of submission.
Section 2176 now allows States to obt'ain waivers to implement these
types of services and waives the requirement that the services must be
offered statewide.

B. THE NONINSTITUTIONAL ACUTE AND LONG-TERM CARE SERVICES FOR
THE ELDERLY AND DISABLED ACT (TITLE XXI)

First introduced in the 96th Congress, this bill was reintroduced in
the 97th Congress as S. 861 by Senators Packwood and Bradley and
a number of additional cosponsors. It would add a new title XXI to the
Social Security Act providing for a 6-year demonstration of acute
and long-term care services for persons aged 65 and over and for per-
sons with chronic disabilities.



It provides for 10 statewide demonstrations, one in each Federal
region, to test the implementation of an organized system of noninsti-
tutional acute and long-term care services. S. 861 would combine all
noninstitutional long-term care services offered under medicare,
medicaid, and title XX, social services, into a new title XXI of the
Social Security Act. It would also provide reimbursement for addi-
tional services such as respite care, adult day care, home-help services,
and service coordination. A preadmission screening assessment team
(PAT) would be made responsible for conducting a health status and
functional assessment of each person seeking long-term care services
and developing an appropriate plan of care for each person. S. 861
would also require that a copayment system be tested for individuals
participating in the program, and that three different reimbursement
methodologies (fee schedules, prospective reimbursement, and capita-
tion payments) be tested under the project.

A companion bill (H.R. 3355) was introduced in the House of Rep-
resentatives this year.

2. TAX CREDITS TO FAMILIES FOR LONG-TERM CARE

A. EXPANSION OF ADULT DAY CARE TAX CREDITS

Senators Paula Hawkins and Howard Metzenbaum and Representa-
tive Barber Conable introduced a bill to increase the amount of tax
credits for child and dependent care. The bill was later successfully
offered as an amendment to the Economic Recovery Tax Act of 1981
(Public Law 97-34), and will expand tax credits for adult day care.
Beginning in 1982, expenditures for out-of-home, noninstitutional
care of a disabled spouse or dependent, who regularly spends at least
8 hours a day in the taxpayer's home, are eligible for a tax credit.
Under prior law, services outside the home qualified only if they
involved the care of a child under 15 years of age. Day care services
for dependent adults were eligible for tax credits only if provided in
the home. Dependent care centers providing out-of-household services
must be in compliance with State and/or local regulations in order
for their costs to be deductible.

After December 31, 1981, taxpayers with an adjusted gross income
of $10,000 or less will be entitled to a credit equal to 30 percent of em-
ployment-related expenses, which includes adult day care. The credit
will be reduced by 1 percentage point for each $2,000 of adjusted gross
income above $10,000. For taxpayers with adjusted gross incomes of
over $28,000, the credit will remain at the 20-percent level, applicable
under prior law to all taxpayers.

The maximum amount of employment-related expenses to which the
credit can be applied is $2,400 if one qualifying child or dependent is
involved, and $4,800 if more than one is involved. Thus, the maximum
credit for one qualifving individual ranges from $720 for taxpayers
with income below $10,000 to $480 for taxpayers with income in ex-
cess of $28.000. The maximum credit for two or more qualifying indi-
viduals will range from $900 to $1,440. Under orior law, the maximum
amounts of employment-related expenses subject to the 20-percent
credit were $2,000 for one qualifying individual, and $4,000 for two
or more, with maximum credits of $400 and $800, respectively.



B. OTHER PROPOSED TAX CREDITS TO FAMILIES FOR LONG-TERM CARE

A tax credit to families caring for the elderly in their homes is
included in the Community Home Health Services Act of 1981 (S.
234). A number of bills providing similar tax credits have also been
proposed in the House of Representatives. These bills would change
existing law by not requiring that these tax credits be linked to em-

loyment-related expenses ani by waiving the current dependency
requirements requiring that a taxpayer provide over 50 percent of the
qualifying individual's support and that the qualifying individual
may not have over $1,000 in taxable income.

3. HOME HEALTH

A. THE COMMUNITY HOME HEALTH SERVICES ACT OF 1981

The Community Home Health Services Act of 1981, introduced in
January 1981 by Senator Hatch and others, would amend the Public
Health Services Act to authorize grants to public and nonprofit private
entities and loans to proprietary entities through fiscal year 1984 for
establishing and operating home health programs. The legislation pro-
vides that grants and loans for these programs only be given to under-
served areas (areas without home health services), with special con-
sideration given to areas with inadequate means of transportation.
Funds would also be provided for home health personnel training,
with special consideration given to programs providing training for
persons 50 years and older.

The bill would amend medicare to expand the care requirements
that a person must have to qualify for the medicare home health pro-
gram to include homemaker-home health aide, occupational therapy,
and respiratory therapy. These services would be allowed as qualify-
ing services only if the individual would require institutionalization in
their absence. The bill would also allow the Secretary to expand the
definition of organizations eligible to receive medicare and medicaid
reimbursement for the provision of home health services as long as the
organizations met certain requirements.

Finally, the legislation would amend title XIX of the Social Se-
curity Act (medicaid) by requiring States to include as a home health
service under a State plan any item or service that is included as a home
health service under medicare.

The bill was reported by the Committee on Labor and Human Re-
sources in January 1982. Because the bill would amend medicare and
medicaid, it will also have to be considered by the Finance Committee
before any further action can be taken.

B. HOME HEALTH DEMONSTRATION PROGRAM

$4 million for previously authorized home health demonstration
projects were folded into the preventive health services block grant
as part of Public Law 97-35, the 1981 Omnibus Reconciliation Act.
This will leave States the option of choosing to use these funds in the
block grant for home health or other services.



C. COST CONTROL AND ADMINISTRATIVE ACTIONS

Congress also took some measures to control home health costs and
to insure compliance with medicare requirements in the 1981 Omnibus
Budget Reconciliation Act: (1) Effective July 1, 1981, occupational
therapy was eliminated as a basis for initial entitlement to home health
services although eligibility for such benefits may be extended solely
on the basis of continuing need for occupational therapy, (2) medicare
reimbursement limits currently applied to home health agency costs
were reduced from the 80th to the 75th percentile, and (3) the Secre-
tary of DHHS was required to establish utilization guidelines for
home health services under medicare and to provide for the imple-
mentation of such guidelines through a program of post-payment
coverage review of submitted claims by intermediaries.

The conference report on Public Law 97-35 did permit the continua-
tion of the Secretary's authority to grant exemptions and exceptions
from home health reimbursement limits. The conference committee also
urged the Secretary to begin to impose these limits by type of service,
rather than as a single aggregate limit.

D. OTHER FEDERAL ACTIONS IN HOME HEALTH, REGULATORY CHANGES

In March 1981, HCFA revised the home health manual to require
home health agencies to justify those situations on which aide services
are provided more than 1 to 2 hours per day, two to three times per
week. Prior to the revision, the manual was unclear about the fre-
quency of aide visits and was interpreted by some intermediaries to
mean that aide services would have to be justified only if they ex-
ceeded 100 hours per month.

In an additional action, HCFA will no longer allow any new home
health agencies to use its central Office of Direct Reimbursement for
claims review and reimbursement. This function will be shifted to
regional and State intermediaries. HCFA plans to eventually shift all
of the home health agencies to this system. Some home health agencies
have challenged in the courts the removal of choice to use the central
office.

D. CURRENT PROGRAM ISSUES

1. CONCERNS WITH THE MEDICARE HOME HEALTH PROGRAM

Even though home health's share of the total long-term care budget
remains small, it has become one of the fastest growing components
of Federal health expenditures. By the end of fiscal year 1980, total
expenditures were about $1 billion. The largest increases, by far, have
been in medicare. In fiscal year 1980, medicare reimbursement for home
health services was $735 million, a fivefold increase since 1974.

Although home health care has been a medicare-covered benefit since
1966, it did not begin to grow until the mid 1970's, when 1972 con-
gressional amendments simplified administrative payment mechan-
isms, eliminated coinsurance provisions, and extended medicare cover-
age to disabled persons and persons with end stage renal disease. 25

According to DHHS's Inspector General, we may be on the brink
of another period of accelerated growth due to 1980 amendments which

I The Inspector General's service delivery assessment of medicare's home health program.



took effect on July 1, 1981. These amendments: (1) Eliminated the
100-day visit limitation under part A of medicare, (2) eliminated the
3-day prior hospital stay requirement under part A, (3) eliminated
the $60 deductible for home health benefits under part B, and (4),
allowed proprietary home health agencies to be medicare certified in
States without authorizing licensure laws (26 States have such laws).

The most frequently voiced concerns about expanding Federal medi-
care reimbursement or home lealth care are: 1) Tt would be an
additional expense, without incentives to control costs, rather than a
substitution for more expensive institutional care, and (2) it is very
difficult to monitor and assure the quality of home-based care. Three
studies released during the year have at least partially justified these
concerns. However, they also criticized the limitations of the current
program.

A. THE INSPECTOR GENERAL'S REPORT, DHHS

The 1981 Inspector General's service delivery assessment of medi-
care's home health program reported the following major findings:

(1) There is growing competition among the five major types of
providers in home health. The two traditional types of providers-Vis-
iting Nurses Associations (VNA's) and public health departments-
are increasingly challenged by private nonprofit, hospital-based, and
proprietary providers. The latter three have accounted for nearly all
the growth that has occurred in home health agencies. Between De-
cember 1977 and March 1981, they rose from 30.2 percent of all
medicare certified home health agencies to 39.4 percent. The most rapid
growth has been by the private nonprofit home health providers, many
of which are geared exclusively or almost exclusively to medicare cli-
ents. During the same period, the VNA's and Government providers
dropped from 68.8 to 56 percent, with the greatest decline in public
health departments.

This competition has increased access to home health in rural as
well as urban areas, although the tilt toward medicare-eligible clients
may not meet the service needs of many of the elderly chronically ill.
The growth regions for the percentage of medicare enrollees receiving
home health have been primarily in the West, Northwest, and South
where private nonprofit, proprietary, and hospital-based agencies are
most conspicuous.

This added competition is not, however, reducing costs. Instead, it
is having the effect of putting upward pressure on costs since the
private nonprofit, hospital-based, and proprietary providers are more
expensive. In 1979, the average charge per home health visit was:
(a) $36 for private nonprofits, (b) $35 for proprietaries, (c) $34 for
hospital-based, (d) $26 for VNA's, and (e) $24 for Government
agencies. The IG's report suggests that 1981 data shows that this gap
remains, and that hospital-based providers may now be the most
expensive of all.

(2) Due to tighter claims review processes, the frequency with
which home health services are being delivered to individual clients
appears to be holding at the same level or declining slightly. In the
period between 1977 and 1979, the average number of visits per home
health client increased from 20.7 to 21.7 for VNA's while it remained



constant for private nonprofits at 28.4 to 28.3 and actually declined
for proprietaries from 26.5 to 25.5.

(3) Because the new agencies are even less connected to the social
service network than the traditional agencies were, home health serv-
ices are becoming more categorical. The essentially medical nature of
the medicare home health benefit and the limited availability of other
social services vital to the long-term care needs of the elderly popu-
lation exert an overriding constraint on all providers. However, the
IG's report found that little attention was paid to nonmedical problems
by home health agencies.

(4) Most medicare home health clients were very elderly sick peo-
ple with limited or no mobility, living with a spouse or family mem-
ber who may also be elderly and in poor health. Most had multiple
problems and needed chronic, not just acute, care and were generally
moderate to low income. 63.7 percent were age 70 to 84, 69.2 percent
were female, 67.8 percent lived with a spouse or other relative, 30.1 per-
cent lived alone, 16.1 percent were self-ambulatory, 55.8 percent were
mobile with assistance, and 27.1 percent were nonambulatory.

Only about 30 percent of the clients were receiving any of the other
nonmedicare in-home services such as homemaker, personal care, or
home-delivered meals which many clients said they needed. The two
other service needs most reported were transportation and respite care
to provide their families, the primary caregivers, with some relief.

(5) Almost all referrals, 76.7 percent, came from physicians or hos-
pital discharge planners. There was almost no sign of active client
participation in soliciting home health services. The IG found, how-
ever, that most hospital discharge activities have developed without
planning and are very basic, developed mostly in response to utilization
review. Few programs are actively involved in patient identification.
The IG found the hospital assessment and referral programs one of
the weakest parts of the home health program, concentrating on medi-
cal conditions and seldom on nonmedical needs. Discharge planners
were generally not well acquainted with the range of in-home services
available in the community, and discharge planning decisions were
usually made in a very short period of time. However, once contacted,
the response of home health agencies was usually very quick, often
within 24 hours.

(6) The perception of the impact of medicare's home health pro-
gram by all providers was that it primarily reduced the length of hos-
pital stays. Many said the home health clients are now sicker, the same
type of patients who previously would have stayed in the hospital 2 to 3
months. The IG reported that many of the clients seen would have been
in a nursing home were it not for the care provided by a family mem-
ber with support by the nurse and/or home health aide.

(7) Physicians were found to be generally uninvolved with home
health care planning and services despite the fact that the law and
regulations require them to be the pivotal home health decisionmakers.
Nurses were almost totally responsible for decisionmaking.

(8) The key point of Federal control is review of monthly reim-
bursement claims submitted by providers to intermediaries or the
HCFA direct pay office. Careful claim review is becoming increasingly
difficult due to increased claims and tightened budgets. The IG ob-
served increased cost consciousness among providers and fear of claim



denials. Providers complained of: (a) Unclear legislative guidelines
(particularly concerning homebound status and level of care restric-
tions), (b) different intermediary interpretations of eligible services,
(c) less intermediary capability to provide assistance with complex
cost reporting requirements, and (d) requirements for allocating space,
personnel, and other costs to other programs which seem to penalize
them for being less than a "100 yrcent" medicare provider. The IG
found this iparticiilirly irfic'given Department concerns abioutthe
proliferation of home health providers who are totally dependent on
the medicare program.

B. GAO REPORTS CONTINUING DIFFICULTIES WITH MEDICARE'S HOME

HEALTH PROGRAM

The U.S. General Accounting Office (GAO) conducted a study to
assess: (1) The reasonableness and medical necessity of the skilled care
provided by home health agencies, (2) the need for home health aide
services provided, and (3) the adequacy of controls to prevent unneces-
sary utilization of both aide and skilled services.

In reviewing a sample of medicare beneficiary medical files at 37
home health agencies, GAO nurses found 27 percent of the home health
visits made were either "uncovered" or "questionable" under medicare
law and guidelines. They also found that intermediaries deny few of
these claims, 2 percent or less.

GAO based its evaluation on the followmg* criteria: (1) If the
patient is homebound, (2) if skilled care is needed, (3) if the services
provided are reasonable and medically necessary, and (4) if the pri-
mary function of the caretaker is personal care of the patient.

According to GAO, the rank order of cause for determining that
visits were either uncovered or questionable was: (1) The service was
not necessary, (2) skilled care requirements were not met, (3) the
client was not homebound, and (4) the care given was primarily home-
maker, not personal care.

Like the IG report cited previously, GAO found that medicare
guidelines, particularly related to homebound status, needed to be
better defined. In addition, they also found the physician to be little
involved in the home health planning or monitoring process.

GAO's purpose was not to evaluate the adequacy of the medicare
home health program, but rather to see how the existing program com-
plied with current medicare law. They found the program to be in need
of more careful monitoring and clarification. One problem area cited is
that intermediaries have insufficient information to make claims deci-
sions, due in part to the incomplete medical documentation in many
home health agency files. GAO found that intermediaries had few
incentives to carefully review claims.

GAO reports that, currently, one-third of all visits under the home
health program are for aides who help beneficiaries with their per-
sonal care. This number has increased significantly, from 23.4 percent
in 1974 to 30.7 percent in 1978. (In 1978, 55.7 percent of home health
visits were for skilled care.) While intermittent home health aide visits
are authorized under medicare law for personal care and household
services essential to health care at home, GAO felt that home health



agencies do not carefully evaluate and use family and other resources.
They did find that agency use of aides varies widely, with proprietary
and private nonprofit agencies generally using aides to a greater ex-
tent than other agencies. Despite the above findings, GAO did note
that the support from family and friends greatly exceeds the value of
services provided by various public and private agencies.26

In testimony in November 1981, GAO noted that, while the use of
home health care is expanding, it is still somewhat limited by: (1)
Restrictions on eligibility and service coverage, (2) access problems in
some areas, primarily rural and inner-city, and (3) lack of informa-
tion on the types of services that are available and supported.

GAO stated that the way in which home health care services are cur-
rently provided needs to be improved because: (1) The reimbursement
system lacks incentives to control costs, (2) the provision of services
and funding is fragmented, (3) monitoring service use is difficult, and
(4) data management is not always effective. However, they also noted
that past demonstrations have shown that community-based services,
including home care, attain positive patient outcomes-particularly in
quality and longevity of life. In addition, GAO testified that cost
studies do suggest that home health care can, at a minimum, be cost-
effective for some groups of people, or for some services.

C. REPORT OF THE SENATE PERMANENT SUBCOMMITTEE ON
INVESTIGATIONS

The Senate Permanent Subcommittee on Investigations, chaired by
Senator William V. Roth, conducted hearings on medicare home health
fraud and abuse in 1981, and found that "the current retrospective
cost-reimbursement system, as it applies to not-for-profit agencies,
lends itself to fraud, waste, and abuse." In its October 1981 report,
the subcommittee, joining others, including the home health industry
itself, urged consideration of a prospective cost reimbursement system
to encourage cost control and better financial planning for Govern-
ment, home health agencies, and consumers.

The subcommittee also recommended methods for strengthening the
current reimbursement system including: (1) Requiring home health
agencies to solicit bids for all contracts in excess of $10,000, (2)
phasing in competitive bidding for the award of claims processing
contracts, (3) expediting the promulgation of bonding regulations so
that mechanisms will exist to enable the Government to recoup over-
payments, (4) clarifying unduly vague regulations defining terms of
costs, (5) keeping budget levels sufficient to support adequate inter-
mediary audits, (6) making intermediaries more accountable to home
health agencies and consumers, and (7) strengthening the program's
termination provisions and requirements for program participation.

2. NUnsINo HOMES

A. MEDICAID CHANGES: THE EFFECT ON NURSING HOMES

The new 1981 legislation (the 1981 Omnibus Budget Reconciliation
Act, more fully described in chapter 13) which placed limits on the
Federal share of medicaid means additional pressures on States' al-

2e "Medicare Home Health Services: A Diffleult Program To Control," U.S. General
Accounting Offlee. HRD-81-155, Sept. 25, 1981.



ready constrained medicaid budgets. In January of this year, more
than one-half of the States reported moderate to severe funding prob-
lems in medicaid. Since nursing home costs comprise 40 percent or
more of most State medicaid expenditures, it is inevitable that the
availability of nursing home care will be affected.

Prior to the enactment of the 1981 Federal budget, States had al-
ready begun to take measures to control medicaid costs, many directed
at nursngiome costsTn an-iitober updaite of a-May 981 State sur-
vey, the Intergovernmental Health Policy Project reported that:

-7 States have adopted and 8 States are considering substantial
changes aimed at limiting nursing home payments.

-11 States have placed tighter restrictions on the transfer of assets
for gaining eligibility.

-9 States are initiating or expanding preadminission, screening
programs for nursing homes.

-5 States have placed a moratorium on the construction of addi-
tional long-term care beds.

The 1981 legislation not only placed limits on the growth of the
Federal share of the medicaid program beyond the Federal estimated
costs, it also made changes in medicaid's medically needy program.
The act repealed the requirement that a State must provide coverage
to all previously defined medically needy groups. It also repealed the
minimum services package that a State medically needy program
must providb.

The effects of the 1981 legislation and State measures to control
nursing home costs on the supply and availability of nursing home
beds for medicaid beneficiaries will bear scrutiny, as will the potential
for shifting additional costs to private pay residents.

Further Federal actions have also been taken regarding nursing
homes that some feel will lessen the costs of administrative regulatory
burdens and others feel may compromise Federal efforts in assuring
quality nursing home care.

B. SKILLED NURSING FACILITY CERTIFICATION SURVEYS

Section 2153 of the Omnibus Budget Reconciliation Act of 1981
(Public Law 97-35) repealed the statutory time limit on certification
agreements with skilled nursing facilities. Prior law required skilled
nursing facility provider agreements to be renewed on an annual basis.
In order to renew an agreement, a skilled nursing facility must under-
go a survey to confirm its compliance with applicable health and
safety standards. Section 2153 deletes the requirement for an annual
certification, thereby permitting the Secretary and States increased
flexibility in scheduling surveys. This change in law was intended to
reduce expenditures by allowing nursing homes with good annual
compliance records to be reviewed on less than an annual basis. Fed-
eral funds to States for survey and certification activities were also
sharply reduced in the 1981 medicaid budget, so some adjustments in
State activity will certainly occur. Some nursing home patient ad-
vocates, however, have expressed concern that this increased flexibility
will result in further relaxation of an already weak compliance proc-
ess. Many are also concerned about current discussions within the
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Department which may lead to a proposal to allow States to contract
for survey and certification activities with the Joint Commission on
Accreditation of Hospitals.

C. CONDITIONS OF PARTICIPATION

In additional Federal actions, proposed conditions of participation
for nursing home medicare and medicaid reimbursement issued in
1980 by the Carter administration were withdrawn by the current
administration. Instead, the Health Care Financing Administration,
at the request of the Vice President's Task Force on Regulatory Re-
form, undertook a reevaluation of existing nursing home regulations
and plans to issue revised conditions of participation in late February
or early March 1982. Early drafts of the new, proposed conditions
of participation have generated considerable public controversy,
particularly from aging and consumer groups who feel that some of
the proposed changes will directly compromise quality patient care.
One such early controversy centered around the proposed deletion of
patients rights as a standard of care. Following public protests and
the introduction of a Senate resolution reaffirming congressional sup-
port of patients rights as a standard of care by Senators Cohen and
Heinz and other members of the Special Committee on Aging, HCFA
appears to have reconsidered their position, dropping further discus-
sion of weakening current standards for patient rights.

D. PUBLIC COMMENT ON REIMBURSEMENT CHANGES

New regulations were already issued in October 1981 to provide
more State flexibility in prior notification of medicaid reimburse-
ment rate changes. Prior regulations required 60-day notification and
public comment on proposed changes of more than 1 percent. The final
regulation requires only that notice be given for "significant" changes.
No specific time for public comment is required. Although this has
engendered opposition from the nursing home industry, it represents
a compromise from the initial proposed regulatory change which
simply repealed the 60-day prior notification requirement.

E. SUMMARY

The need for long-term care reform and the inadequacies of the
present long-term care system have received public attention through-
out the past decade. Actions have been taken to strengthen quality
assurance in nursing homes and to add programs, however small,
to provide personal care services to help the elderly to remain inde-
pendent. Federal research and demonstration projects have been di-
rected at finding methods of service delivery to coordinate fragmented
services and develop a continuum of care. And, in 1981, Federal legis-
lation was enacted which gives States, at least under medicaid, the
opportunity to develop coordinated systems of a wide range of medi-
cal and social long-term services.
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Although these actions represent some progress in long-term care,
much remains to be done. Costs of nursing home servioei are rising
at an annual rate of 16.9 percent in 1981, 1.9 percent higher than even
the high general costs of health care.2 7 In-home and community based
services need to be further developed, and rising nursing home costs
may reduce resources available to develop other services and necessary
system reforms. Indeed based on some State actions attempts to limit
the growthofiiirsing o me expendituresmay begm to threaten The
one protection for the elderly which provides nursing home coverage
when they are unable to pay, the medicaid program. It is clear that in-
creasing nursing home costs, the lack of coverage for long-term care
for the chronically ill, and the absence of a system that emphasizes
appropriate levels of acute and long-term care will continue to be
dominant issues in health care for the elderly for years to come.

Although the elderly population at all ages is healthier than before
and their care can be expected to improve, the population needing
long-term care is unlikely to decline from present numbers. While
future projections of need may be unduly high, pressures on the long-
term care system are certain to grow.

27 Health Care Financing Administration, Department of Health and Human Services,
unpublished data.



Part V

SOCIAL SERVICES
Federal programs which support a broad range of services to older

Americans today play an important role in the effort to meet needs
and expand opportunities. These are the programs which provide
funds to operate senior centers; to serve meals; to fund home health
services; and to support training, education, transportation, and legal
services to older persons.

In contrast to the entitlement programs-social security, SSI, food
stamps, medicare, and medicaid-these programs are funded by dis-
cretionary appropriations from the general fund. They consume a
relatively small part of the Federal budget devoted to older Ameri-
cans. Most of these programs experienced major reductions in funding
during 1981. Many were also consolidated into block grant programs,
which will leave the continuation of specific service levels to the judg-
ment of individual States.

The major exception to this trend was the Older Americans Act-
the principal services program exclusively serving persons over 60.

The 1981 Comprehensive Amendments to the Older Americans Act
reaffirmed strong and continuing congressional support for the pro-
grams funded under its auspices. The amendments provide for a
3-year reauthorization of the act, with only relatively minor modifica-
tions, which provided for some added flexibility in targeting service
dollars. The new amendments maintain separate authorizations for
supportive services, congregate, and home-delivered nutrition services,
but permit State agencies to transfer up to 20 percent of social service
funds for nutrition services and vice versa.

In addition, the act deletes the requirement that State agencies spend
50 percent of supportive services funds for in-home, access and legal
services, and instead requires that "an adequate portion" of agency
funds be spent for such services. The act includes new language that
adds boarding homes to the definition of long-term care facilities for
the purpose of the ombudsman program.

The 1981 amendments delete the specific areas of special considera-
tion in the existing demonstration programs under title IV, and in-
clude instead emphasis on projects related to long-term care, special
housing needs of the elderly, rural transportation, and utility and
home heating demonstrations. In addition, mental health model proj-
ects are given priority status.

The senior community services employment program, title V, which
is administered by the Department of Labor, was also reauthorized
for a 3-year period. New emphasis was placed in this program for
developing model projects designed to demonstrate methods of train-
ing and placement of eligible persons in the private sector.

(385)
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Title XX underwent a significant structural change in 1981. The
Omnibus Budget Reconciliation Act of 1981 (Public Law 97-35)
amended the existing title XX to establish a new social services block
grant. The act consolidates both title XX social services and training.
The social services block grant agreed to under the Reconciliation Act
is authorized at $2.4 billion for fiscal year 1982, which represents a
20-percent cut from the 1981 fundinglevel. States receive allotments
based on population, and are free to design their own social services
programs to several general provisions.

The older Americans volunteer programs administered by ACTION
were reauthorized under provisions of the Omnibus Budget Recon-
ciliation Act. The senior companion program, the retired senior volun-
teer program, and the foster grandparent program provide opportuni-
ties for persons aged 60 and over to volunteer their services to the com-
munity. For fiscal year 1981. the older Americans volunteer programs
received modest increases over the 1980 levels.

In the 1981 Budget Reconciliation Act legislation, House-Senate
conferees agreed to repeal the Economic Opportunity Act and abolish
the Community Services Administration (CSA). Funding for anti-
poverty activities will now be administered by the Department of
Health and Human Services (HHS) as a block grant to States. The
funds will constitute a separate block grant, entitled the community
services block grant.

The Legal Services Corporation was created in 1974 as a private,
nonprofit corporation to provide legal assistance to the poor. In fiscal
year 1981, the Corporation was funded at $321 million. The Budget
Reconciliation Act did not include legal services in the reconciliation
bill. Rather, there was an agreement by the House and Senate that the
question of reauthorization of the Corporation be treated through
separate legislation. The House passed a 2-year authorization for the
Corporation at an annual funding level of $241 million. The Senate
Labor and Human Resources Committee has reported a 3-year reau-
thorization at $100 million per year. The Corporation is currently
being funded under the authority of a continuing resolution (Public
Law 97-92).

On July 17, 1981, the Department of Transportation proposed new
regulations for implementation of section 504 of the Rehabilitation
Act of 1973. The proposed regulations, if adopted, basically will be a
return to the "special efforts" regulations in effect prior to 1979, wheel-
chair lifts on buses and elevators and rail stations will no longer be
required as a prerequisite to Federal funding.

Section 16 (b) 2 of the Urban Mass Transportation Act received
decreased funding in 1981 from $42.8 million in fiscal year 1981 to
$34.2 million in fiscal year 1982. This program is designed to provide
private nonprofit agencies with capital assistance for vehicles. In the
past, it has played an important role as capital "seed" money for trans-
portation to the elderly.

Progress has been slow in the field of education and aging. While
title I of the Higher Education Act has set far-sighted goals in the
area of continuing education, it has not been funded in this time of
budget restraint. Through the Older Americans Act Amendments of
1981, specific reference is now made to "education and training" for
older adults.



Chapter 15

* OLDER AMERICANS ACT

OVERVIEW

The Older Americans Act sets out 10 policy goals aimed at improv-
ing the lives of older Americans in areas of income, health, housing,
employment, retirement, and community services (title I), and pro-
vides the legislative basis for the creation of the Administration on
Aging (AoA) within the Office of the Secretary of the Department of
Health and Human Services (DHHS) (title II). The act also estab-
lishes authority for the following: Development of programs to assist
older persons (especially those who have the greatest social or
economic needs) through grants to States, which in turn award funds
to area agencies on aging (title III), and grants to Indian tribal
organizations (title VI) for community planning and social, nutri-
tion, and senior center services; development of research, demonstra-
tion, and training programs in the field of aging (title IV); and
development of community service employment programs for low-
income persons 55 years of age or older (title V).

The total fiscal year 1980 appropriations level under the act was
more than $919 million, with the largest share directed at title III,
grants for State and area agencies on aging activities-almost $600
million. In fiscal year 1980, there were approximately 610 area agencies
on aging, 1,185 nutrition service providers, and 12,556 congregate
nutrition service sites. Over 9 million older persons were recipients of
social and community services under approved area plans on aging,
54 percent of whom were low-income older persons, and 22 percent
minority. Nutrition services participants totaled over 3 million, 62.5
percent of whom were low-income older persons, and 19 percent
minority. Over 145 million meals,were served through title III funds
in fiscal year 1980.

A. HISTORY

The Older Americans Act of 1965 set out a declaration of objectives
aimed at improving the lives of older Americans in the areas of income,
health, housing, restorative services, employment, retirement, cultural
and recreational opportunities, community services, and gerontological
research. In the 16 years since it was first enacted, the act has suc-
ceeded in creating a comprehensive system for providing needed serv-
ices in the community to help older persons remain self-sufficient and
independent. During this time, the programs have grown from a few
small social services grants and research projects to a network of 57
State units on aging, over 600 area agencies on aging and countless
community organizations providing services to older adults.
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The Older Americans Act was first enacted in the 89th Congress
(Public Law 89-73) and has been amended nine times. The original
act established the Administration on Aging (AoA) as the Federal-
level agency responsible for the administration of programs under the
act, and authorized State and community social service programs,
research, demonstration, and training projects. Provisions of the
original legisation were extended by the amendments in 1967. The
1969 amendments strengthened the title III community services pro-
grams and charged State agencies on aging with statewide responsi-
bilities for planning, coordination, and evaluation of programs for
older persons. Areawide model projects that would test new ap-
proaches in meeting the social service needs of the elderly were also
included in these amendments.

Major amendments to the act occurred in 1972 and 1973. The 1972
amendments created the national nutrition programs and authorized
grants to public and nonprofit sponsors for the development of con-
gregate meal services. In addition to meeting the nutritional and
social service needs of persons 60 years of age and over, Congress
envisioned that the program would serve as an important vehicle for
fostering social interaction among participants.

With the enactment of the 1973 amendments, the Older Americans
Act was significantly revised and expanded by the creation of area
agencies on aging. These organizations were given major responsibil-
ity for planning, coordinating, and advocating for programs that
would benefit older persons. Area agencies were designated by the
State unit on aging to operate within a defined planning and service
area, and were primarily charged with utilizing their limited service
funds as catalysts for garnering other services dollars for older per-
sons. The 1973 amendments created a National Information and Re-
source Clearinghouse for the Aging and a Federal Council on Aging,
and authorized grants for multipurpose senior centers, and a commu-
nity services employment program for older persons.

Amendments to the act in 1974, 1975, and 1977, primarily extended
the authority for continued program operation, as well as made a
number of minor adjustments to the act.

Amendments made in 1978 further strengthened and expanded
title III of the act by consolidating the social services, multipurpose
senior center, and nutrition services portion of the act. These parts
were previously authorized under separate titles and under separate
administrative authorities. These amendments also required that area
agencies on aging expend at least 50 percent of their social service
allotments on certain designated priority services, which included
access, in-home, and legal services. In addition, a separate authoriza-
tion for home-delivered meals under title III was made. Previous re-
quirements that State and area agencies develoD annual plans on aging
services were altered to allow for 3-year planning cycle. These amend-
ments also mandated that each State unit on aging establish a state-
wide nursing home ombudsman program. and added a new title VI to
the act which authorized grants for social and nutritional services to
Indian tribal organizations. The community service employment pro-
gram (title V) was amended to raise the income eligibility require-
ments for participants from the Office of Management and Budget
poverty level to 125 percent of the poverty level, and to increase the
proportion of funding to States under the program.



B. 1981 AMENDMENTS TO THE OLDER AMERICANS ACT

Authorization for appropriations under the Older Americans Act
Amendments of 1978 expired on September 30, 1981. A number of
bills to reauthorize the act were introduced in the first session of the
97th Congress.

The major proposals under consideration included:
-S. 1086, the Older Americans Act Amendments of 1981, was in-

troduced by Senator Denton on April 30, 1981, and was referred
to the Committee on Labor and Human Resources. This bill was
reported favorably on July 20, 1981 (S. Rept. 97-159), and
eventually became the principal reauthorization measure.

-H.R. 3046, the Older Americans Act Amendments of 1981, was
introduced by Representative Andrews on April 7, 1981, and re-
ferred to the Committee on Education and Labor. This bill was
reported favorably on May 19, 1981 (H. Rept. 97-70), and was
originally included in the House reconciliation bill. It was sub-
sequently taken out when the Latta substitute was adopted by the
House as its principal reconciliation measure. Many components
of H.R. 3046 were incorporated into S. 1086 during final
consideration.

-- Two additional measures were also introduced. S 1121 was the
Reagan administration proposal, and was introduced at adminis-
tration request by Senator Denton on May 6, 1981. H.R. 3267 was
introduced by Representative Biaggi on April 28, 1981, and
contained certain proposals which were subsequently incorporated
into H.R. 3046.

As mentioned above, S. 1086 become the principal reauthorization
measure when it was passed by the full Senate on November 2, 1981.
This bill was referred to the House for action, and was subsequently
passed by the House, with amendments, on November 20, 1981. On
December 10, the House and Senate held a conference to resolve the
differences between the amendments to S. 1086. The conference report
on S. 1086 (Rept. No. 97-293) was eventually approved by both the
House nad the Senate.

As agreed to by Senate-House conferees, the Comprehensive Older
Americans Act Amendments of 1981 (signed into law as Public Law
97-115 on December 29), included the following significant features:

-The act is extended through 1984, with State and area agency
planning requirements being modified to allow each State the
choice of 2, 3, or 4-year planning cycles.

-Language is retained that would require that the Commissioner
on Aging to report to the "Office of the Secretary" rather than
directly to the Secretary of HHS. Some clarification was made
in the conference report relative to the functions of the Commis-
sioner on Aging as they relate to the overall "common" functions
within the Department of Health and Human Services.

-The National Information and Resources Clearinghouse under the
Administration on Aging is eliminated.

-The act retains language to continue separate authorizations under
title III for supportive social services, congregate nutrition serv-
ices, and home-delivered nutrition services. A new provision was
added to allow States the option to transfer up to 20 percent of
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the funds appropriated for any fiscal year between social service
and nutrition programs.

-The amended act eliminates the requirement that 50 percent of
the funds appropriated for social services be spent on the des-
ignated priority services (access, in-home, and legal). The new
language now requires that "an adequate portion" of area plan

non such services.
-Language is retained that would require States to spend 1 percent

or $20,000 of their social services moneys (whichever is greater) to
operate a nursing home ombudsman program. Additionally, lan-
guage has been included which adds boarding homes to the defini-
tion of long-term care facilities for the purposes of the ombudsman
program.

-A fixed authorization ceiling on the USDA commodities program
is included, and the cash/commodities program is retained under
the jurisdiction of the Department of Agriculture. The existing
method of distributing funds among the States-based on the
number of meals served, over the 1981 level-is retained. .

-The new act deletes the specific areas of special consideration in
the existing demonstration section under title IV, and includes
instead, emphasis on projects related to long-term care, special
housing needs, and rural transportation. The conferees also em-
phasized that mental health demonstration projects were to receive
"high funding priority."

-Under service programs, langage has been added to include a
number of new services as allowable supportive services under
title III. They include: Services to encourage employment of
older persons, crime prevention and victim assistance programs,
and the installation of security devices and structural changes of
residences of the elderly to prevent unlawful entry.

-Under title IV discretionary projects, previous provisions to give
priority to legal service development and provide for a $5-million
set-aside for such activities was deleted. New provisions added to
this section allow the Commissioner on Aging to award grants or
contracts with organizations to support demonstration projects to
expand or improve the delivery of legal services to needy older
persons, and support the activities of States and area agencies on
aging in developing and providing such programs.

-Under title V, the senior community services and employment
program, the new amendments require the Secretary of the De-
pairtment of Labor to use at least 1 percent, but no more then 3
percent, to demonstrate methods of training and placement of
eligible persons in the private sector.

C. MAJOR ISSUES IN REAUTHORIZATION

During the 1981 reauthorization process a number of issues related
to the previous amendments were brought under consideration.

Most observers felt that 1981 was not the time for a major rewrite of
the act, but rather, amendments should be geared toward attempting to
"fine-tune" many of the programs with the goal of improving both the
effectiveness and efficiency under the act. Additionally, several factors
were cited in determining how much the act should be modified during



1981. They included: Delay in the implementation of the regulations
under the 1978 amendments, possible recommendations emanating
from the White House Conference on Aging, and recommendations
that would be forthcoming from several national studies that related
to the operation of community aging programs.

Although the act was amended in 1978, final regulations to imple-
ment the major amendments, that is, those related to the States and
area agency programs under title III, were not published in final form
until March 31, 1980. Some individuals noted that since the State and
agencies on aging had only been operating a few months under the
new regulations, the act should not be substantially altered.

Finally, both the Special Committee on Aging and the Subcommittee
on Aging, Family and Human Services of the Committee on Labor
and Human Resources had requested the General Accounting Office to
examine how well State and area agencies on aging were fulfilling their
mandates under the act. There seemed to be general agreement that
the results of these investigations should be carefully reviewed prior
to any major adjustments in the existing law.

With respect to the time period for reauthorization of the act, most
observers favored a 3-year reauthorization for all titles of the act.
Although there was some early disagreement on the reauthorization
period, legislation reported by both the Senate and House authorizing
committees (i.e., S. 1086 and H.R. 3046) included a 3-year reauthoriza-
tion for all titles. An initial proposal submitted by the Reagan admin-
istration included a 3-year authorization for all titles of the act except
title V, the senior community service employment program, which is
the only title not administered by the Department of Health and Hu-
man Services. Instead, the administration proposed a 1-year extension
of the authorization for title V to bring it into the same time frame as
the Comprehensive Employment and Training Act. The administra-
tion indicated that this action was being proposed to allow the Depart-
ment of Labor to simultaneously conduct a comprehensive review of
all employment and training programs.

Another factor considered in evaluating the extent of amendments
was the occurrence of the decennial White House Conference on Aging
which was held in December 1981, several months after the expiration
of the act's authorization. There was a belief that because information
would be gathered through White House Conference activities during
1981, any substantial changes in the act should reflect the recommenda-
tions of this Conference.

1. ISSUES RELATED TO CONSOLIDATION FOR SOCIAL AND
NUTRITIONAL SERVICES

The 1978 amendments which combined the social services, nutrition
services, and senior center programs into one title and administrative
structure under title III of the act represented a major change in the
structure of the aging network programs at the State and local levels.
Previously, title III social services were funded through area agencies;
title VII nutrition services were funded through area agencies on aging
or directly by State agencies on aging; and title V senior center grants
were awarded directly by the Commissioner on Aging. The consolida-
tion of these separate titles into one title was intended to foster greater



coordination among the Older Americans Act programs with area
agencies on aging responsible for managing funds for social, nutrition,
and senior centers within their respective planning and service areas.
It was assumed that consolidation of the service programs would in-
crease the visibility and significance of area agencies' scope of opera-
tions, as well as improve coordination among the service components
under the act.

Because of the significance of the 1978 provisions to restructure tifle
III and its consequences for State and area agencies on aging, a major
issue under examination during the reauthorization process was the
effect of this provision on program administration and service deliv-
ery. Although the 1978 amendments consolidated three separate titles
under one title, they required separate authorizations and, therefore
separate appropriations for three service components under the act-
social services and senior centers (title III-B); congregate nutrition
services (title III-C-1); and home-delivered nutrition services (title
III-C-2). Some observers felt that because of the existence of three
separate authorizations and appropriations for services, the consolida-
tion has not enhanced coordination of services to the fullest extent and
has not reduced administrative burdens on States and area agencies.
Some noted that because of the separate authorizations/appropria-
tions, elements of administrative duplication exist; for example, re-
quirements for separate reporting procedures among the categories of
service. In fact, some observers noted that paperwork and. administra-
tive burdens have actually increased. Moreover, many felt that the
separate appropriations for the service components did not allow for
local determination regarding the appropriate mix of services to -be
supported and hindered local planning initiatives.

Another effect of the 1978 amendments was a change in the manner
in which funding for the separate nutrition services component could
be used. Prior to 1978, nutrition projects were required to support a
variety of social services in conjunction with the operation of nutrition
projects. Federal regulations at that time provided that a portion (but
no more than 20 percent) of the State's allotment for nutrition serv-
ices could be used to fund a variety of supportive services, including
transportation, health and welfare counseling, recreational activities,
and nutrition education. The 1978 amendments required that States
could continue to provide social services to support nutrition services
with the nutrition services allotment only for fiscal years 1979 and
1980. Beginning in fiscal year 1981, States were required to fund such
social services only with funds available under the social services al-
lotment. Some observers indicated that due to this change in the law,
and because social services funding increases have not kept pace with
increases for nutrition services, there were limitations on the ability
of local planners to program an adequate supply of social services to
support nutrition projects. In some areas, shortages of social services
funds, especially for transportation, to support nutrition services, had
been reported.

In order to address these issues, some observers favored the merging
of authorizations/appropriations for social services and nutrition serv-
ices under title III. Some, including reoresentatives of major aging
organizations, indicated that merging of these various program com-
ponents would afford State and area agencies on aging greater flexibil-



ity in determining the appropriate mix of services under the act, and
that service allocations could be more responsive to locally determined
need. In addition, some indicated that under this plan there would be
a reduction in administrative burden and duplicative fiscal and pro-
gram reporting.

On the other hand, some observers indicated that under such a
merger proposal, the social and nutrition service components would
lose their individual identity and their original purpose and intent
would be diluted. In addition, some believed that a merger could mean
less total funding for services. An alternative to the merging of the
three separate components was a proposal to allow a transfer of funds
between the nutrition and social service allotments. It was believed
that this proposal would remedy the problem of a shortage of social
services funds to support nutrition projects noted above. Some also
felt, that this approach would be more satisfactory than the merging
of the authorizations/appropriations of the three service components,
while at the same time resolving some of the problems of service
delivery. This more moderate approach was preferred by some who
felt that it is not timely to propose the more extensive changes entailed
in a merger of the social and nutrition authorizations/appropriations.

Senate bill 1086, introduced by Senator Denton, on April 30, 1981,
originally proposed that the authorizations/appropriations for social
services, congregate nutrition services, and home-delivered nutrition
services be consolidated. However, the bill, as reported by the Senate
Labor and Human Resources Committee on June 24, 1981, retained
separate authorizations/appropriations for social services, and con-
solidated authorizations/appropriations for the congregate and home-
delivered meals programs. The House measure, as reported by the
House Education and Labor Committee on May 19, 1981, did not con-
solidate authorizations/appropriations, but did allow a State to trans-
fer not more than 20 percent of allotted funds between the social serv-
ices and nutrition services allotments.

2. ISSUEs REIATFD TO PRIORITY SERVICES UNDER TrrLE III

The 1978 amendments required that area agencies spend at least 50
percent of their social service allotments on access, in-home, and legal
services. The Senate Committee on Human Resources was concerned
at the time that "there should be a concentrated effort to better meet
the most crucial needs of the elderly" and despite a requirement im-
posed in 1975 that funds under the program be directed at certain pri-
ority services "very few services are provided in-depth in local com-
munities. Rather, there appears to be a scatter-gun attempt to provide
a wide array of services, none of which adequately serves the needs
of the elderly in the community." 1 The 50-percent rule may be waived
in those circumstances where the need for services is being met through
non-Older Americans Act funding sources.

Many observers favored an elimination of the requirement for pri-
ority services. They felt that a requirement for expenditure of a fixed
amount of funds for certain services hindered local flexibility in pro-
viding services most needed by older persons within a given planning -

1 U.S. Congress. Committee on Human Resources. Older Americans Act Amendments
of 1978, Senate Report No. 95-855, 95th Congress, Washington, U.S. GPO, 1978. page 10.



and service area. In addition, elimination of the requirement would
lessen the administrative and reporting burden on State and area
agencies. On the other hand, some observers felt that certain service
priorities should be established at the Federal level in order to provide
some direction to States. Some observers felt that the statute should
retain some emphasis on legal services, in particular, since the status
of the Legal Services Corporation which provides legal services to
older persons, was thieatenedL.

S. 1086 as originally introduced, would have eliminated the require-
ment for expenditure of funds on the three priority services. However,
as reported by the Labor and Human Resources Committee the bill
eliminated the requirement for expenditure of specific sums on priority
services, and instead required that an area agency expend "a portion"
of its funds on these services. Similarly, f.R. 3046 required that
an area agency expend an "adequate proportion" of funds on access,
in-home, and legal services.

3. ISSUES RELATED TO THE ORGANIZATIONAL STATUS OF THE
ADMINISTRATION ON AGING

A perennial issue in the Older Americans Act amendment process
is a review of the organizational status of AoA within the Department
of HHS. Title II of the act requires that the Commissioner on Aging
be directly responsible to the Office of the Secretary of HHS. Ad-
ministratively, AoA is placed within the Office of Human Development
Services (OHDS), and the Commissioner reports to the Secretary
through the Assistant Secretary of Human Development Services.
Although there was some consideration given to modifying the
organizational status of AoA in the 1978 amendments, Congress
believed that there was some benefit in having AoA remain within
HHS so that it could coordinate its program with other human
services programs. However, the issue was not completely closed.
The Senate Committee on Human Resources reported that, "while
no new action with respect to AoA's placement in OHDS was taken
in connection with this bill, it is a matter of continuing interest to
the committee." 3

The continued concern regarding the legality of the OHDS organiza-
tional structure as it relates to the Administration on Aging prompted
the Senate Special Committee on Aging to request the General
Accounting Office (GAO) to prepare a report on the impact of the
1980 OHDS reorganization on the effectiveness and efficiency of AoA.
Among the various issues to be addressed, the committee specifically
instructed the GAO to determine if OHDS staff units have infringed
on and usurped the responsibilities of the Commissioner on Aging;
whether the requirement that the Commissioner of AoA report
through OHDS staff units has resulted in duplicate functions and
excessive administrative burdens; and whether OHDS had attempted
to analyze workload requirements and staffing needs.

By way of background, it was in 1973 that the then Secretary of
Health, Education, and Welfare created the Office of Human Develop-

2U.S. Library of Congress, Congressional Research Service, Legal Services Corporation :
Proposed Termination, Issue Brief No. IB81071, by Karen Spar, updated June 9, 1978,
Washington, 1981.

1 U.S. Congress, Committee on Human Resources. Older Americans Act Amendments of
1978, Senate Report No. 95-855, 95th Congress, Washington, U.S. GPO, 1978, page 5.



ment. In 1977, the Office was reorganized and renamed OHDS.It administers a wide range of human services and development
functions designed to assist in alleviating the problems of the elderly,the handicapped, children, and Native Americans. OHDS, whichwas again reorganized in May 1980, is headed by an Assistant Secre-tary and consists of three headquarters staff umts and four programsunits (refer to chart 1).
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The Administration on Aging is the only program unit created by
legislation. The other program units were created administratively by
the Secretary, generally by consolidating several programs that served
the same target population.

The Older Americans Act of 1965 (Public Law 89-73, July 14, 1965)
created the Administration on Aging and placed it within the Depart-
ment of Health, Education, and Welfare. To insure some independence
for the AoA, the 1974 amendments to the Older Americans Act
prohibited the functions of the Commissioner on Aging from being
delegated to individuals not directly responsible to the Commissioner.
This prohibition did not apply to certain routine administrative
functions for the AoA, such as budgeting and personnel administra-
tion, which are not specified in the act as functions of the Commis-
sioner. It did, however, apply to the policymaking and nonpolicy-
making responsibilities related to functions clearly given to the
Comnmssioner on Aging by the act, such as the administration of
grants and contracts and financial management for grants.

In a report to Chairman John Heinz, dated April 20, 1981, Milton
Socolar, the Acting Comptroller General of the United States stated:



The Secretary of Health and Human Services (formerly
the Department of Health, Education, and Welfare) had
the full legal authority to create OHDS, place it under an
Assistant Secretary, and make it responsible for program
agencies, such as the Administration on Aging. However,
OHDS' present organizational structures (see app. II) vio-
lates provisions of 42 U.S.C. 3011(a) (section 201(a) of the
Older Americans Act, as amenided) wich sate: "The Secre-
tary shall not approve any delegation of the functions of
the Commissioner to any other officer not directly responsi-
ble to the Commissioner."

Specifically, the structure violates the provisions because
grants and contract officers located in OHDS' Office of Man-
agement Services are not directly responsible to the Com-
missioner on Aging even though they perform many grant
and contract administration functions regarding the Admin-
istration on Aging, and financial management responsibility
for the Administration on Aging's discretionary and formula
grants is vested in regional office personnel who are not
directly responsible to the Commissioner on Aging.

Reporting on the violation of administrative functions surround-
ing certain grant and contract management, GAO stated:

Section 2(a) of the 1974 amendments to the Older Amer-
icans Act (Public Law 93-351, July 12, 1974, 88 Stat. 357)
amended section 201 of the act to prohibit the Commissioner
on Aging's functions from being delegated to individuals not
directly responsible to the Commissioner. However, since
1977, OHDS' discretionary grants and contracts adminis-
tration functions, including those for the Administration on
Aging, have been centralized in one of its staff units-
the Office of Administration and Management (now the Office
of Management Services). Although this staff unit performs
many grant and contract administration functions regarding
the Administration on Aging, it is directly responsible to the
Assistant Secretary of Human Development Services, not to
the Commissioner on Aging.

* * * In a similar situation, OHDS' contract officer, who
is not responsible to the Commissioner on Aging, is the
authorized official to sign the Administration on Aging con-
tracts on behalf of the Federal Government and has fi-
nal authority to approve or disapprove program units'
contracts, including those for the Administration on Aging.
We believe this also violates the same statutory restriction.

In discussing the financial management responsibilities for the
Administration on Aging, GAO reported that both discretionary
and formula grants financial management were centralized with
those of other OHDS units in the newly created regional offices of
fiscal operations. GAO reported that these regional offices of fiscal
operations report to the regional administrator who is directly re-
sponsible to the Assistant Secretary and not to the Commissioner
of Aging. Since these offices plan and direct the fiscal monitoring
of the AoA grantees, but do not report to AoA, GAO again found
violations with the Older Americans Act.
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Although the GAO report did not identify any adverse effects
associated with these violations, nor find any evidence of duplicate
functions or excessive administrative burdens, it did point out that
Congress clearly intended that certain policy functions were the
responsibility of the Commissioner on Aging. The GAO did note
in the report that the Department of Health and Humai Services
disagreed that its organizational structure violated the provisions
of the Older Americans Act, but GAO did indicate that the HHS
opinion in this regard was believed to be invalid.

In drafting its conclusions and recommendations to the report,
GAO stated:

Because OHDS is violating the Older Americans Act in the
administration of certain grant and contract administration
functions and financial management functions, it must make
changes to correct these matters. Contrary to the Depart-
ment of Health and Human Services' opinion, we believe the
functions (policymaking and nonpolicymaking) of ad-
ministering grants and contracts and financial management
for grants have been vested by statute in the Commissioner.
Thus, delegation of these functions to offices not directly
responsible to the Commissioner violates the statutory
restriction.

We do not know if the changes that are necessary for
OHDS to comply with the Older Americans Act will be more
or less beneficial. However, if the Secretary finds that his
complying with the Older Americans Act adversely affects
his efforts to achieve effectiveness and efficiency, he should
document any adverse impact and, if necessary, initiate
legislation to amend the act.

We recommend the Secretary of Health and Human Serv-
ices revise OHDS' organization to discontinue the delegation
of the Commissioner on Aging's functions, which allows
OHDS grant and contract officers to perform administrative
functions regarding the Administration on Aging's discre-
tionary grants and contracts; and OHDS regional offices of
fiscal operations to handle financial management functions
for the Administration on Aging's discretionary and formula
grants.

Many observers believed that because of the magnitude of issues in
the field of aging and because the goals of the Older Americans Act
interesect with many other Federal programs, AoA's organizational
status should be elevated to allow greater visibility and leverage for
aging programs and policy. Some felt that a high level office within the
Federal governmental structure is necessary to assure continuous re-
view of program and policy formation as it affects the status of older
persons. Others noted that AoA, in its current organizational position,
cannot be the advocate which Congress intended. On the other hand,
observers feel that it would not be feasible to raise the status of one
organization responsible for one human service group as compared
with other groups, and that organizational status alone does not
necessarily affect ability to be an advocate. In addition, some ob-
servers feel that upgrading the position will not accomplish the
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objective of more effective aging policies unless significant authority
is attached to the position and sufficient staff to support the position
is added.

H.R. 3046 proposed altering the current law by requiring that the
Commissioner on Aging report directly to the Secretary of HHS
rather than to the Office of the Secretary. This bill would also have
required Iundlsor salaries -and expensesor AAotto heiappropriated_
directly for the Commissioner to administer rather than as part of
another department official's appropriation. S. 1086 made no change
in the current legislation relating to organizational status.

4. ISSUES RELATED TO USDA COMMODITIES PROGRAM

Another proposal under consideration was the elimination of the
current provisions for U.S. Department of Agriculture (USDA)
reimbursement for meals served under title III. In addition to title
III funding for nutrition services, States also receive assistance
from USDA to support meals. Under section 311 of current law,
USDA is mandated to provide commodities, or cash in lieu of com-
modities, to supplement the costs of providing meals through the
title III meals program. State agencies receive from USDA an annual-
ly programed level of assistance that is based on the number of
meals served with title III funds. The USDA reimbursement is pro-
vided on a per meal basis in an amount adjusted for inflation to reflect
changes in the Consumer Price Index for food away from home (for
fiscal year 1981, set at 47.25 cents per meal). A State may elect
to receive this assistance either in the form of donated commodities
or the cash equivalent of the commodities. For fiscal year 1982, the
USDA projects that the mandated value of commodities provided
in support of the program would be 53.25 cents per meal, at a total
cost of $95.5 million. In fiscal year 1981, of the estimated $84.7
million in USDA assistance provided for this program, $73.9 million
is estimated to be provided in the form of cash payments and $10.8
million in commodities. This $84.7 million supported the costs of
serving 179.3 million meals to the elderly.

S. 1086 proposed eliminating the USDA assistance in support of
the title III nutrition program. In its place, a lump sum of funds
would have been added to title III funds and the total would have
been distributed to States based on the current title III funding for-
mula, i.e., based on the State's share of the 60-and-over population
as compared to all States. (For fiscal year 1982, the administration
requested $95.5 million to be added to title III funds. This amount
was estimated to be equal to the amount which would be available
through the USDA commodity support for the program in fiscal
year 1982 under the current law.) Under this Senate proposal, Federal
support would no longer be based on the number of meals served
but would be provided through the allocation of a fixed amount based
on the State's share of the aged 60-and-over population.

The proposal had the advantage of consolidating all nutrition
program funds into one funding source and administrative structure.
Because the support would no longer be adjusted for inflation, costs
savings would be realized beginning in fiscal year 1983. However,
some observers opposed this proposal on the grounds that it would
remove the current per-meal reimbursement entitlement and would



negatively affect those States that have successfully drawn down the
maximum commodities reimbursement amount. Because the current
reimbursement procedure was based on the number of meals served,
the more meals served, the greater the support received from USDA.
Under the proposed change, there would be a fixed amount of funds
available regardless of the number of meals served. In addition, while
the current law adjusted the per-meal reimbursement amount each
year to reflect inflation, the proposal would have provided for a fixed
dollar amount with no automatic inflation adjustment. Finally, the
addition of a fixed amount of funds to the total funds allocated to
the State and distributed under the title III formula increased the
amount of required non-Federal matching funds. It has been suggested
that the additional matching amount to be generated by States
might place an additional burden on fiscally deficient areas.

Although the proposal to alter the USDA commodities support
provisions m current law was contained in S. 1086, H.R. 3046 did
not make any changes in the current provisions.

D. COMMITTEE ACTIVITIES DURING REAUTHORIZATION

The Senate Special Committee on Aging was actively involved
during the reauthorization of the Older Americans Act. Early, in the
consideration process, Chairman John Heinz submitted detailed
testimony to the Committee on Labor and Human Resources,
which had primary responsibility for the legislation. In his statement
to the Subcommittee on Aging, Family and Human Services, Senator
Heinz recommended that changes in the act should "set the stage
for increased local decisionmaking and expanded control of older
people in making the Older Americans Act work for them." In
addition, Senator Heinz issued seven specific recommendations
designed to increase local flexibility, improve the efficiency of service
programs under the act, and increase the participation of older people
in the operation of the programs.

On April 27, 1981, the Special Committee on Aging held an over-
sight hearing on the Older Americans Act. In his opening statement
at that hearing, Chairman Heinz again called for specific measures
to increase the act's flexibility, improve employment opportunities
for older persons, and aid the effectiveness of the act by consolidating
appropriations under the title III program. Senator Lawton Chiles,
the ranking minority member of the committee, called attention to
the need to continue to insure that agencies which serve older Ameri-
cans are able to participate fully in planning and coordination of a
complete range of education services to older people. Senator Chiles
indicated that as more and more older persons become interested in
work and volunteer activities, "agencies serving the elderly are
expanding their concepts of education and training to include very
practical programs of self-help."

At the hearing, the committee heard from a number of distinguished
witnesses who made several observations and recommendations
on the act's reauthorization. These included: David Rust, Depart-
ment of Health and Human Services; Dr. Robert Hudson, an associate
professor at Fordham University; William McCormick, U.S. General
Accounting Office; Gorham Black, secretary of the Pennsylvania
Department of Aging; Ray Scott, director of the Arkansas Department
of Health and Human Services; Frank Casula, councilman for Prince



Georges County, Md.; Brother William Geenan, director of Senior
Friendship Services of Sarasota, Fla.; and Janet Zobel of the National
Urban League. Based on the results of this hearing, several additional
recommendations were sent to the authorizing committee for
consideration.

On November 2, 1981, S. 1086 was brought to the Senate floor for
consideration. At that time five amendments to the reauthorization
bill were offered by members of the Spe6af omnteeon Agmg, and
all were agreed to by the Senate. Chairman John Heinz introduced
an amendment to allow funding for crime prevention and victim
assistance programs under title III. Ranking minority member Lawton
Chiles offered an amendment to title V, the senior community service
employment program, that would create experimental projects de-
signed to assure second-career training and placement of eligible
older persons with private business concerns. Senator Larry Pressler
introduced an amendment to provide rural elderly transportation
demonstration projects under title IV. Two amendments were offered
by Senator Christopher Dodd. The first reinstated the utilities and
home heating cost demonstration projects under title IV, and the
second authorized weatherization activities as part of the "community
services" placement for title V enrollees.

During final passage of the conference report on S. 1086 on Decem-
ber 11, several committee members spoke in support of the final
conference agreement. These included Senators Heinz, Chiles, Grass-
ley, and Pryor.

E. OLDER AMERICANS ACT FUNDING

The 1981 amendments to the Older Americans Act (Public Law
97-115) provided for the following authorization levels from fiscal
year 1982 through fiscal year 1984:

TABLE 1.-OLDER AMERICANS ACT AUTHORIZATIONS, FISCAL YEARS 1982, 1983, 19841

un millions]

1982 1983 1984

Title II: Federal Council on Aging --------------------------------- $0.200 $0.214 $0.229
Title bl1:

Supportive services and senior centers ------------------------ 306.000 327.400 350.300
Congregate nutrition ------------------------------------ 319.000 341.400 365.300
Home-delivered nutrition------------------------------------ 60.000 64. 200 68.700

Title IV: Research, training, and demeontrations---------------------- 23. 200 24. 800 26. 600
Title V: Senior community services employment --------------------- 277.100 296.500 317.300
USDA appropriation - ----------------------------------------- 93.200 100.000 105.000

' Authorization levels are set as ceilings to the various titles under the act. Actual funding levels may differ depending
on actions by the appropriations committees.

Fiscal year 1981 appropriations for OAA programs provided an
increase of $67.7 million or an approximate 8 percent increase over the
1980 funding level. Aspects of the fiscal year 1981 funding levels
include:

-Title III-B, social services: A $6.6-million increase over the fiscal
year 1980 level of funding.

-Title III-C, nutrition services: A $33-million increase over fiscal
year 1980 level of funding.

-Title IV, training, research and discretionary programs: A $14.6-
million decrease from the fiscal year 1980 level of funding.
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-Title V, senior community service employment: A $42.1-million
increase over fiscal year 1980 level of funding.

TABLE 2.-Fical year 1981 funding levela
Title II: Mnions

National Clearinghouse ----------------------------------- $1. 80
Federal Council on Aging ----------------------------------- 481

Title III:
State administration ------------------------------------- 22. 67
Social services----------------------------------------- 251. 47
Congregate meals --------------------------------------- 295. 00
Home-delivered meals ------------------------------------ 55. 00

Title IV: Training, research, and discretionary projects -------------- 40. 50
Title V: Community services employment ----------------------- 277. 10
Title VI: Grants to Indian tribes -------------------------------- 6. 00

Total ---------------------------------------------- 950. 10

Fiscal year 1982 funding for OAA programs will be provided under
the authority of a continuing resolution (Public Law 97-92) until
March 31, 1982. The House Appropriations Committee on September
23, 1981, reported a fiscal year 1982 spending bill (H.R. 4560) which
included funding for OAA programs. In similar action, the Senate
Appropriations Committee reported the same bill on November 9,
1981, at slightly lower levels than the House measure. Floor action
on the Senate reported bill was delayed. Therefore, a continuing
resolution to guarantee Federal funding for a number of Federal
agencies and programs was required.

OAA programs are currentl operating at an amount set in the
continuing resolution. Expenditures for the Older Americans Act
programs, and a number of other programs, was set at the fiscal year
1981 level or the level specified in the appropriations bill reported by
either the House or Senate Appropriations Committees, whichever is
lower. In addition, since President Reagan had vetoed an earlier
spending measure which he termed too costly, Congress agreed to an
across-the-board 4-percent cut from program totals. The adminis-
tration was given the decision as to which line items within budget
categories would be cut. Even though the measure called for a
4-percent cut, the administration had the discretion to make cuts of
up to 6 percent within some line items and none in others.

In the final analysis, OAA programs suffered a 4.3-percent cut
in the continuing resolution. The base figures used in the continuing
resolution for OAA were the fiscal year 1981 level of funding.

The fiscal year 1982 funding level, annualized, is as follows:

TABLE 3.-Fiscal year 1982 appropriations level (annualized) under the continuing
resolution (Public Law 97-92)

Title II: MLaiione
National Clearinghouse ------------------------------------- $1.7
Federal Council on Aging ------------------------------------- .2

Title III:
State administration --------------------------------------- 21. 7
Social services ------------------------------------------- 240. 9
Congregate meals ---------------------------------------- 286. 7
Home-delivered meals-------------------------------------- 57. 4

Title IV: Training, research, and discretionary projects ---------------- 22. 2
Title V: Community services employment ------------------------- 277. 1
Title VI: Grants to Indian Tribes --------------------------------- 5. 7



TABLE 4.-OLDER AMERICANS ACT APPROPRIATIONS, FISCAL YEARS 1966-82

lIn thousands of dollars)

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 10

Title II:
National Information and Resource

Clearinghouse --------------- ) ) 2) ) () (2) () None None None None None 2,000 2,000 2,000 1,800 1,721
Federal Council on the Aging - (2) 2) ) 2) (2) (2) (2) None None 0.575 0.0575 0.575 .450 .450 .450 .481 .191

Title III:
Area planning 3 

and social services- 5,000 6,000 10, 550 16, 000 9,000 9,000 30, 000 68, 000 68, 000 82, 000 93, 000 122, 000 193, 000 196,970 2%6,970 251, 473 240, 869
State agency activities 3.. -None None None None 4, 000 4 000 5,000 12,000 12,000 15,000 17,035 17,000 19,000 22, 500 p2,500 22,675 21,673
Multipurpose senior centers-------- -- ) (2) (2) (1) (2 (2) 100,00 104,80 125, 000 n e 125 00 203,525 250,000 270 3?0,003,00 4,Nutrition program rs2-.-) (2) (2)) (2) 100Noe None Ne s e '20,000 '40,0 2 5277, O 3, 350, (O 344,0

Title IV:
Training -------------------- .500 1, 403 2,245 2,845 2,610 1,000 8,000 8,000 10,000 8,000 10,000 14,200 17,000 17,000 17,000
Research ------------------ 1,000 1,507 4,155 4,185 3,250 2, 800 9, 000 9000 7000 7,000 8,000 8,500 8,500 8,500 8,500
Model projects, special projects... (2) () (2) (2) None None 9,700 16,000 16000 8,000 13,800 12,000 15,000 15,000 25,000
Mortgage insurance and interest 940,500 '22,175

subsilies for senior centers..- (2) () (2) (2 ) ( (2) () None None None None 4 None None None None
Multidisciplinary centers of

gerontology .----------------- ) (2) (2) (2) (2) (2) (2) None None None 1,000 3,800 3,800 3,800 3, 800
Title V: Community service employ-

ment for older AmericanS7
empy

- (2) (2) (2) (2) (2) (2) (2) None 10,000 42, 000 55,900 90,600 200,900 200 900 Z66, 900 277,100 277, 100
Title VI: Grants for Indian tribes- - (2) ) () (2) (2) 2 (2) (2) (2) (2) (2) 2) (2) one 6,000 6, 000 5,735
Foster Grandparent progr m----------() ) (2) 8,968 9,250 1C, 0 25,000 25,000 (2) (1) () ) ) (I) (0) (1) (s)
Retired senior volunteer program- (2) 2) (2) () None .500 15,000 15,000 () (2) (2) () ) () (2) (2) (s)

Total -- ..------------------- 6,500 8,910 16,950 31, 998 28, 110 27,300 101, 7CO 253, 000 227,800 287, 575 324. 310 492,200 749,650 744,166 919,120 950, 029 913,563

I The title numbers are based on the 1978 amendments.
2 Not authorized.
3 Between 1965 and 1970, title III funds were allocated to States f r social services. There was no

appropriation for State o- area planning activities. Beginning in 1970 funds were appropriated for
statewide planning. In 1973 funds were app7opriated for area planning and social services.

' The appropriation covered grants, mortgage insurance and annual interest subsidies, but funds
were allocated for grants only.

aMultipurpose senior centers are funded under the title III area planning and social services
aperopriation.

Congressionally mandated operating levels made possible through forward funding were $150,-
000,000 for fiscal year 1975 and $187,500,000 for fiscal year 1976. Program operating level for fiscal
year 1977 was $225,000,000.

7 Funding is available on an annual basis beginning July 1 and ending the following June 30.
8 The Foster Grandparent program was funded under a general poverty program through the

Economic Opportunity Act from 1977 through 1968. This program was given a statutory basis under
the Older Americans Act of 1969. In addition, the retired senior volupteer program was created
under the 1979 amendments. Legislative authority under the Older Americans Act was repealed in
1973 and both these programs were reauthorized under the Domestic Volunteer Service Act of 1973
(Public Law 93-113).

* Includes funding for training, research, discretionary, and muItidisciplinary centers for
gerontology.

1o Annualized figures based on the continuing resolution (Public Law 97-92).



F. THE CURRENT FRAMEWORK

The Older Americans Act as amended in 1981 contains six titles:
I-Declaration of Objectives: Definitions; II-Administration on
Aging; III-Grants for State and Community Programs on Aging;
IV-Training, Research, and Discretionary Projects and Programs;
V-Community Service Employment for Older Americans; and
VI-Grants for Indian Tribes. Several of the major provisions of
the act are described below.

TITLE I-DECLARATION OF OBJECTIVES

The Older Americans Act is directed toward giving older persons
opportunities for participation in the benefits of this country. Ten
broad objectives for older Americans are outlined in the act. The
goals are as follows: (1) An adequate income, (2) physical and mental
health, (3) suitable housing, (4) full restorative services for those
who require institutional care, (5) employment without age discrim-
ination, (6) retirement in health, honor, and dignity, (7) participation
in civic, cultural, and recreational activities (8) efficient community
services, (9) benefits from research designed to sustain and improve
health and happiness, and (10) freedom to plan and manage their lives.

TITLE IT-THE ADMINISTRATION ON AGING

The Administration on Aging is established within the Office of the
Secretary of Health and Human Services as the principal agency for
carrying out the purposes of the Older Americans Act and administer-
ing most of the grant programs authorized under the act. The agency
is directed by a U.S. Commissioner on Aging who is appointed by the
President and confirmed by the Senate, and who is responsible
directly to the Office of the Secretary. From an organizational per-
spective, the Administration on Aging is located within the Office of
Human Development Services. Congress intended that the Adminis-
tration on Aging was to have high visibility in the executive branch
of Government, and serve as an effective advocate on all Federal
activities and matters related to the field of aging.

The organizational placement of AoA within OHDS has been a
matter of continued interest to the Congress. Since the 1973 amend-
ments, the language regarding the placement of AoA and the authority
of the Commissioner has essentially remained unchanged. A Senate
report which accompanied the 1978 amendments stated:

The committee believes that there is some benefit in having
the Commissioner on Aging within OHDS for purposes of
coordinating programs under the Administration on Aging
with those programs administered by the Public Services
Administration, the Developmental Disabilities Office, the
Office of Child Development, the Office of Youth Develop-
ment, and the Rehabilitation Services Administration. The
committee believes that bringing these programs together
fosters increased coordination and cooperation, and gives the
Commissioner on Aging greater insight into overall policy



development and program interface. Thus, while no new
section with respect to AoA's placement in OHDS was taken
in connection with this bill, it is a matter of continuing
interest to the committee.

During debate on the 1981 amendments, the House receded from
its initial position that would have required that the Commissioner
on Aging be directly responsible- to- the -Seoretary of Health- and
Human Services rather than to the Office of the Secretary.

Title II of the act is primarily structural, in that it is the part of
the act which discusses the establishment of the functional units
necessary to implement of the act. Under the 1981 amendments, the
functional units which are continued include the Administration on
Aging and the Federal Council on Aging. The National Information
and Resource Clearinghouse for Aging, a component of AoA, was
deleted.

TITLE III-GRANTS FOR STATE AND COMMUNITY PROGRAMS ON
AGING

Title III authorizes grants to State agencies on aging for developing
a comprehensive and coordinated delivery system of supportive
social services and senior centers, congregate nutrition services, and
home-delivery nutrition services. To qualify for funds, the State
agency must divide the State into separate geographic areas, knom n
as planning and service areas (PSA's), and establish area agencies
on aging for developing a comparable delivery system within the
PSA's. As part of the mandated delivery system, area agencies on
aging coordinate existing resources and foster the expansion and
development of community services for the elderly.

The title III organizational structure is intended to form a "net-
work on aging" linking the Administration on Aging, State and area
agencies on aging, other public and private agencies, and local service
providers. This network is intended to help older persons in need of
support care remain independently in their homes. It is also intended
to provide a continuum of services as well as social and economic
opportunities for older persons.

Title III funds are distributed to the States according to a congres-
sionally mandated formula based on the population of older people in
each State. In turn, States allocate service funds to area agencies using
an intrastate funding formula which must be approved by AoA.
Through a structured planning process, State and area agencies are
directed to provide greater leadership in identifying gaps and weak-
nesses in the delivery of services as well as foster the expansion of
services for the elderly.

Title III-B, supportive services and senior centers, funds are used
in accordance with a State approved area plan. The act requires the
development of a number of specified services if not otherwise avail-
able in the community. As a basis for mandated services, the 1978
amendments required that States spend at least 50 percent of their
funds for social services on three categories-access service (trans-
portation, outreach, and information and referral); in-home services
(homemaker, home health aid, visiting services, telephone assurance,
and choremaintenance); and legal services. It was required that some
funds be expended in each category of service, but the percentage of



funds targeted for a specific category was a matter of local deter-
mination. The 1981 amendments modified the requirement mandating
a 50-percent targeting of funds and simply requires area agencies to
expend "an adequate proportion" for such services.

In addition to the priority services, other allowable services under
the act include: Ombudsman services; counseling and service manage-
ment; health screening and other health-related services; recreational
and educational-related activities; services to encourage the employ-
ment of older workers, including job counseling, job development and
placement; crime prevention and victim assistance programs; and, a
variety of voluntary service opportunities.

Under title III-C, grants are awarded through State and area
agencies on aging to public and private sponsors for establishing and
operating both congregate and home-delivered meal, projects for
persons age 60 and older and their spouses of any age. Additionally,
the 1981 amendments allow congregate nutrition services to persons
under 60 years if those individuals are handicapped or disabled and
if they reside in a housing facility which is occupied primarily by the
elderly at which congregate nutrition services are provided. Partici-
pants in these programs may pay for meals based on what they feel
they can afford. Income derived from these donations can be used by
project sponsors to increase the number of meals served.

The 1981 amendments continue to provide for separate authoriza-
tions for congregate and home-delivered meals. The financial support
for congregate nutrition was $295 million for fiscal year 1981; for home-
delivered nutrition the level was $55 million for the same fiscal year.

During the 1981 reauthorization, considerable debate was focused
on the issue of total consolidation of the separate authorizations for
programs under title III. It was argued that this consolidation would
provide greater flexibility to States and area agencies on aging to select
the appropriate mix of services for meeting the needs of their constit-
uencies. Appropriations for parts B (supportive services) and part C
(nutrition) have grown unevenly over the past few years, with most
increases going to the part C. Although the conference agreement on
this issue retained separate funding authorizations for parts B and
C, the new amendments permit States to transfer up to 20 percent of
their moneys between social services and nutrition allotments.

Nutrition services evolved from nutrition demonstration projects
first funded under the Older Americans Act Amendments of 1968, to
develop techniques for improving diets, fostering social interaction,
and facilitating the delivery of social services for the elderly. The meals
are intended to improve the health of program participants, and to
attract isolated older persons to a place where services and oppor-
tunities are available.

Congregate nutrition services are available at least once each day,
5 days per week along, with outreach, transportation, counseling, recre-
ation, nutrition, education, information and referral, and other support
services. In many cases, congregate "meals sites" have evolved into
senior centers which act as community focal points for the needs of
older persons.

Home-delivered nutrition programs are provided on a determi-
nation of need. Home-delivered meals are served at least once per
day to individuals homebound by reason of illness, an incapacitating
disability, or an extreme transportation problem.

89-509 0 - 82 - 27
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Under the 1981 amendments, the U.S. Department of Agriculture
receives continued authority to provide surplus commodities or
cash-in-lieu of commodities to supplement the cost of providing meals
under title III. The USDA reimbursement had been provided on a
per meal basis in an amount adjusted for inflation to reflect changes
m the Consumer Price Index for food away from home. Under the
amended aet, specific authorizations for the commodities program
were capped at $93.2 million, $100 million, and $105 million, for fiscal
years 1982, 1983, and' 1984, respectively. Further, provisions were
included that in any fiscal year in which the per-meal reimbursement
authorized exceeds the authorization for the commodities program
for that fiscal year, the Secretary shall reduce the per-meal reimburse-
ment, or provide for such sums as may be necessary to maintain
the level of reimbursement for the number of meals served under
this program in fiscal year 1981.

TITLE IV-TRAINING, RESEARCH, AND DISCRETIONARY PROJECTS
AND PROGRAMS

Title IV of the Older Americans Act is authorized to support
efforts in training, education, research, demonstrations, and evalua-
tion which adds knowledge to improve program effectiveness and
efficiency. The major activities undertaken in each of the title IV
program areas are designed to develop and disseminate information
to assist decisionmakers and service providers in addressing issues
concerning older persons.

The 1978 amendments to the act provided authority for the Com-
missioner on Aging to make grants to States or other public or non-
profit private agencies, organizations, or institutions in four major areas
which include: Training, research, discretionary projects, and geronto-
logical centers. The Administration on Aging has aggregated these
areas into four principal subgroupings. These subgroupings include:
(1) The social integration of older persons through policy development
and advocacy; (2) serving those in need; (3) long-term care; and (4)
improving capacity through the application of knowledge.

During fiscal year 1981, a number of activities were carried out
under the auspice of policy development and advocacy. The AoA
conducted national policy review and development conferences in
the area of national policy significance. The objectives were to review
and integrate research findings, to review current practice, to dis-
seminate information, to stimulate the best practice replication in
the public and private sector, and to provide new policy and program
options. In 1981, AoA funded 23 conferences in such areas as abuse,
older women, energy, housing, and pre-1981 White House Conference
activities.

The AoA has also funded national aging policy study centers,
primarily based in academic institutions, to provide exemplary in-
terdisciplinary study approaches to six policy areas. These included:

-Income maintenance, Brandeis University.
-Housing and living arrangements, University of Michigan.
-Employment and retirement, University of Southern California.
-Education and leisure, National Council on Aging.
-Older women, University of Maryland.
-Health care for the aging, University of California at San

Francisco.



AoA's research, conference, and policy development activities
are interrelated and coordinated. Research is directed at knowledge
development. The policy conferences utilize research findings as
one source of information for policy and program formulation and
knowledge dissemination.

The 1978 amendments required States and area agencies to estab-
lish legal services, ombudsman, and advocacy programs. AoA promul-
gated a series of regulations and program instructions on these areas,
and used discretionary resources to assist in implementing the re-
quirements. Discretionary grants to State agencies on aging for
advocacy assistance during 1981 continued to give priority in de-
veloping long-term care ombudsman programs and improving legal
services for the elderly. This support helped maximize the relationship
of the ombudsman and legal services programs and improve their
coordination. It also assured backup for the ombudsman program
and assisted in dealing with the problems of the institutionalized
elderly.

In the category, "Serving Those in Need," AoA funded projects
in the followin areas: (1) Systems improvement; (2) improving
community services; (3) strengthening family supports; (4) reaching
out to minorities; and (5) needs of special populations.

Under systems improvements, AoA funded a number of projects
to develop and disseminate models of information system designs
to State and area agencies. It also awarded research and model
project grants to support efforts aimed at improving coordination
between area agencies on aging and community mental health centers,
area agencies and health system agencies, and Older Americans
Act and title XX services.

In the area of "improving community services," AoA utilized its
discretionary and research funds to attempt to improve the operations
of both State and area agencies on aging in a number of significant
service areas. These included: Research projects in case management,
developing information on assisting older people in emergency and
crisis situations, research projects to improve the effectiveness of
transportation services, research directed at home-care and the
elderly, developing models for senior center operation, developing
models for facilitating the relocation of nursing home patients.

Under "family supports," AoA has funded five research and
eight model projects directly related to the problems associated with
assisting the family as the primary care giver. Research is being
conducted on older people as self-help care givers, measuring intra-
family transfers and the impact of formal organizations on family
networks. In addition, a model project has been designed to develop
and disseminate a training module to assist adult children to be
better care givers.

AoA has initiated major efforts to "improve services to minorities."
These have included the awarding of title VI grants for Indian tribes,
conducting a national competition to permit a limited number of area
agencies to implement special affirmative action programs in an
effort to improve minority services, and projects specifically targeted
to Hispanics. AoA has also entered into cooperative agreements
with four national minority organizations that work directly with
minority communities.
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Under the category of "needs of special populations," a total of
five State and area agencies were awarded model project grants to
demonstrate improved methods for service delivery in rural areas.
A research grant to study adaptive techniques to compensate for
sight impairment in the elderly, and several grants to develop models
to meet the needs of abused older persons were awarded. Additionally,
several -community hospice- demonstrationprojects were-suppore4d

In the area of long-term care, AoA continued its efforts and support
for the development of comprehensive coordinated systems of com-
munity long-term care. This included the funding of multidisci-
plinary centers and geriatric fellowship programs to improve staff
resources develoFment, intensify and spread technology development,
and increase basic and applied research m long-term care. Additionally,
in cooperation with the Health Care Financing Administration, the
AoA has continued to support the national channeling demonstration
program, and funded 15 long-term care State systems development
grants that are geared to promote community-based planning and
service capacities to meet the needs of chronically ill and functionally
impaired older persons.

Finally, under the category "improving capacity through the appli-
cation of knowledge," AoA's research efforts have been directed to-
wards developing improved knowledge for policy and practice.
Gerontological career preparation programs have been designed to
support training for persons who are employed or preparing for em-
ployment in the field of aging. A national continuing education and
training program has focused resources to assist in the redesign of
curricula and approaches to the delivery of education and training
for personnel working with older people.' The regional education and
training program was continued to foster a more coordinated approach
to education and training by promoting greater understanding and
linkage among higher education institutions, State and area agencies
on aging, and service providers. Additionally, AoA has continued a
dissemination and utilization strategy aimed at both the broad base
of gerontological literature and those products and reports funded
by AoA's discretionary programs.

Budget cuts during fiscal year 1981 had the effect of reducing
title IV funding. In view of the reduced authorization levels, the
1981 amendements consolidated the separate authorizations for re-
search, training, discretionary projects, and gerontology centers as
follows:

Part A-education and training, and part B-research, demon-
strations, and other activities. Under the new law, emphasis is placed
in such areas as: Meeting the special housing needs of older individuals,
meeting the special health care needs of the elderly, improving the
coordination of supportive services for the homebound elderly, and
demonstrations targeted at relieving older persons of the excessive
burdens of high utility service and home heating costs.

TITLE V-SENIOR COMMUNITY SERVICE EMPLOYMENT PROGRAM

The senior community service employment program (SCSEP) was
established within the Department of Labor for creating part time
public service employment positions for persons age 55 and older
with incomes of not more than 125 percent of the poverty level. The
program is geared to creating employment positions that contribute
to the general welfare of the community, such as aides in hospitals,



schools, libraries, social service agencies, etc. Program participants
are paid at least the Federal minimum wage, the State or local mini-
mum wage, or the prevailing wage in the community for similar occu-
pations, whichever is highest. Additionally, project sponsors are
required to provide training opportunities for participants when
necessary to maximize their skills and talents.

The Department of Labor administers the title V community
service employment program for older Americans. The program is
modeled after the operation mainstream program which was first
funded in 1965 under the Economic Opportunity Act. Operation main-
stream authorized jobs for poor and chronically unemployed primarily
m rural areas. The Department of Labor enters into contractual agree-
ments with organizations that sponsor employment projects for older
workers. Under the 1973 amendments, funds were apportioned to
the States based on the States' elderly population. The 1975 amend-
ments revised the formula to allocate funds more equitably to States
with lower per capita income. The 1978 amendments fostered intra-
state coordination between national contractors and State agencies on
aging and increased the proportion of funding to State governments
so that States could take a more active role in creating public service
employment for older workers. Employment programs are located
m universities, private nonprofit agencies, city and county govern-
ments, and Indian tribal organizations, for creating jobs.

In fiscal year 1980, the average number of slots for persons in train-
ing numbered 52,000, and a 54,200 level is anticipated for fiscal years
1981 and 1982. In fiscal year 1981, 80,000 persons participated in the
program, and 84,000 persons are expected to participate in fiscal year
1982.

The SCSEP program is managed by State agencies on aging and
the following contractors:

(1) Green Thumb, Inc., Washington, D.C., an agency of the Na-
tional Farmers' Union.

(2) National Council on the Aging, Washington, D.C.
(3) National Council of Senior Citizens, Washington, D.C.
(4) National Retired Teachers Association/American Association

of Retired Persons, Washington, D.C.
(5) U.S. Department of Agriculture, Forest Service, Washington,

D.C.
(6) National Center of Black Aged, Washington, D.C.
(7) National Association for Spanish Speaking Elderly, Los

Angeles, Calif.
(8) National Urban League, New York, N.Y.
Under the program, the Federal share of project costs may be up

to 90 percent (100 percent in disaster or economically depressed
areas). The Secretary of Labor must reserve from the annual ap-
propriation funds sufficient to maintain the national contractcr's
fiscal year 1978 level of activity. The remainder is apportioned among
the States based on a formula which takes into account the State's
proportionate share of the Nation's population age 55 and older,
and the State's per capita income with a minimum allotted to each State.
These remaining funds that exceed the fiscal year 1978 dollar amount
are apportioned so that State governments receive 55 percent and
national contractors receive 45 percent of the dollar amount. Under
the 1981 amendments, these 45 percent of excess funds which go
to the national contractors within States must be distributed in an
equitable manner among the various States.



TABLE 5.-SCSEP FOR 1981-82 PROGRAM YEAR-STATE ALLOCATIONS

State Green Thumb NCOA NCSC NRTA/AARP Forest Service NCBA NAPPM Urban L ague Governor's share

Alabama ..--------------------------- $582, 628
Alaska--------------------------------- 0
Arizona.----------------------------- 124, 614
Arkansas -------------------------- 3,097, 232
California-------------------------- 2, 280,441
Colorado----------------------------538,267
Connecticut.-------------------------- 209,451
Delaware------------------------------ 0
District of Columbia ------------------- 730, 932
Florida. . ..--------------------------- 3,140,000
Georgia. ..--------------------------- 1,145,697
Guam -------------------------------- 0
Hawaii ------------------------------- 0
Idaho.------------------------------ 195 043
Illinois---------------------------- 3,996,088
Indiana---------------------------3,385,454
Iowa----------------------------- 1,249,161
Kansas---------------------------1,774,290
Kentucky.-------------------------- 1, 80,175
Louisiana-------------------------- 1,080,778
Maine ------------------------------- 175, 276
Maryland --------------------------- 353, 379
Massachusetts ------------------------ 915, 255
Michigan-------------------------- 3,120,730
Minnesota------------------------- 3, 649,562
Missisnippi--------------------------479,207
Missouri. ..-------------------------- 3, 311, 268
Montana ---------------------------- 942, 084
Nebraska. ..-------------------------- 1, 279, 965
Nevada.----------------------------- 210,120
New Hampshire----------------------- 360,407

$353,796 $2, 107, 196 0 $268, 595 $48Z 785
0 0 0 0 0

1, 529, 160 0 0 434,266 0
0 0 $875,287 386,481 0

3,818, 851 4,495, 196 3,357, 458 2,049,137 0
0 698,182 346, 299 405, 892 0
0 1,986,457 0 0 0
0 0 0 0 0
0 511,683 30,385 0 0

366,000 1, 505, 500 4, 725,038 470, 300 403,962
512, 570 0 2,040, 663 411,250 0

0 0 0 0 0
0 0 0 0 0
0 0 236,957 527,000 0
0 2,397, 176 1,137, 516 220, 152 0
0 1,666,205 376,540 82,717 0
0 577,653 885, 186 0 0
0 0 0 0 0

837,930 0 714,426 342,030 448,439
477,728 589,861 606,495 347,600 0
978, 896 0 180, 407 44, 421 0

0 2,476,621 0 0 0
0 3,580,642 404,447 0 0
0 2 250,781 969,458 466,031 0
0 1,028,138 0 600,778 0
0 951,785 0 670, 581 482,427

275,964 396, 500 948, 553 52Y,715 0
0 0 279, 416 200, 500 0
0 0 396, 238 24, 797 0
0 0 573, 200 175, 680 0
0 0 350,731 185,462 0

0 0 $1,223,000
0 0 1,160,000
0 0 689,000
0 0 819,000

$789, 917 0 4,997,000
00 586,000

0 $6092 759, 000
41, 0 3.16,000

0 0 16,000 ~414,200 0 3,397,000
0 304,.820 1,373, 000
0 0 555, 750o 0 1,160,000
0 0 315,000

291,335 30k,733 2,652,000
0 310.084 1, 423.,000
0 0 874,000

386,710 0 672,000
0 0 1,100,000

310, 538 0 1, 081,090
0 0 384,000
0 0 943,000
0 33p, 656 1,662,000
0 0 2,060,000
0 530, 522 1,076,000
0 0 810,000
0 0 1,533,000
0 0 316,000
0 0 480,000
0 0 315,000
0 0 316,000
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Under the 1981 amendments a new change involves the emphasis
on private sector employment of older workers. Public Law 97-115
requires the Secretary of Labor to conduct experimental projects
designed to assure second-career training and placement of eligible
individuals in employment opportunities with private business con-
cerns. The Secretary is required to issue criteria designed to assure
that-these experimental-projects will involve different-kinds of work
modes, such as flex-time, job sharing, and other arrangements relating
to reduced physical exertion of the elderly. Additionally, the Sec-
retary is required to emphasize projects which involve second career
and job placement in growth industries and in jobs reflecting new
technological skills. The new law requires that the Secretary submit
a final report to the Congress on an evaluation conducted on this
project no later than February 1, 1984.

TABLE 6.-SCSEP FOR 1981-82 PROGRAM YEAR

[Total State-by-State allocations and authorized participant levels]

State

Alabama.............----
Al aska-----------------
Arizona -- - - - - - - - -
Arkansas - - - - - - - --
California -- -- - - ..-- -
Colorado ----------------
Connecticut.-..------------
Delaware .------- .--- ...-
District of Columbia..- .-..---
Florida. .. ...---------------
Georgia.--- .------------ .---
Guamn - - - -- - - - - -
Hawaii-----------------
Idaho ..--.---------------
Illinois - - - - - - - - - -
Indiana ----------------
Iowa........... .....--..
Kansas. ..- ..---------------
Kentucky .--- ..-------------
Louisiana --- _---- -- .-- .--
Maine --- ..---------------
Maryland.. . . . . . . . .
Massachusetts........
Michigan---------------
Minnesota - - -------
Misissippi.---.------------
Miaour
Montana----------------
Nebraska ---------evada..............----

Number of
Allocation participants

$5,018,000
1,16,000
2,777,000
5,178,000

21, 788, 000
2,575,000
3, 316, 000
1, 16,000
1,589,000

14, 422, 000
5,788,000

555, 750
1,160,000
1,274,000

11,002,000
7,244,000
3, 586,000
2833, 000
5, 247, 000
4,494,000
1, 763,000O
3, 773, 000
6,893,000
8,867,000
6,885,0003,394,000
6 ,993,000
1,738,000
2, 181,000
1,274,000

Number of
Al location participantsState

New Hampshire.-----------$1 213,000 237
New Jersey---------------8,624,000 1,687
New Mexico--------------1,296,000 254
New York 20587,000 4,028
North Carolina 6 755, 0 1,322
Noith Dakota.. -- - 1 665,00. 326
Ohio .-------------------12,035,000 2,355
Oklahoma----------------4,252,000 832
Oregon-.---- 3,924,000 767
Pennsylvania. - 15,578,000 3,048
Puerto Rico. . 2952,000 578
Rhode Island -------------- 1,455,000 285
South Carolina-------------3,360,000 657
South Dakota. 1950,000 382
Tennessee - 5508,000 1,078
Texas ---- 13854,00 2,710
Utah..----- 1.702,000 333
Vermont.--. - 1,505,000 295
Virginia.-- 5852,000 1,145
Virgin Islands--------------555,750 109
Washington. - 3,722,000 728
West Virginia--------------3,139,000 714
Wisconsin.- 7,303,000 1,428
Wyoming- 1274,000 249
American Samoa.----------- -555,750 109
Trust territory.-------------- 366,750 72
Northern Marianas---------- -189,000 37

Total--------------277, 100,000 54, 216

TITLE VI-GRANTS TO INDIAN TRIBES

Under Public Law 97-115, title VI is reauthorized and continues
the purpose of promoting the delivery of social and nutritional
services for older Indians comparable to services provided for others
under the act's title III State and community programs on aging.
Grants are authorized to tribal organizations representing 75 or more
Indians age 60 and older for paying all of the costs of services. To
qualify for funds, tribal organizations are required to submit to the
Commissioner on Aging for approval a plan which provides for:

-Evaluating the need for social and nutritional services among
older Indians represented by the tribal organization.



-Social services, nutritional services, legal services, and nursing
home ombudsman services consistent with requirements set
forth under title III of the Act.

-Information and referral services.
-Periodic evaluation of activities and projects carried out under

such a plan.
-Employment of older Indians for full- or part-time staff positions

wherever feasible.
Tribal organizations have the option of receiving services under -the

title III network of State and area agencies on aging or applying for
funding directly to the Commissioner on Aging:

From a historical perspective, it was recognized that older Indians
generally have not received services and benefits equivalent to those
provided other persons under the title III program of grants for State
and community programs. With the passage of the 1975 amendments,
the Commissioner was authorized to allow Indian tribes to bypass
the traditional title III State and area agency funding mechanism
and apply directly to the Commissioner for funds necessary to estab-
lish a social services program.

This authority, however, was never exercised. Congress felt the
title's shortcomings were related to the cumbersome determination
process which required complicated grant applications and judgments
by many levels of government before a decision could be rendered.
Moreover, the authority provided in this title failed to recognize
"tribal sovereign status." Representatives of Indian groups testified
that tribal organizations, not the Commissioner, should determine the
best funding source for establishing a social services program.

The 1978 amendments, therefore, revised the 1975 law to provide
a separate title and funding authority for social and nutritional
services for federally recognized tribal organizations.

The 1981 amendments did not change the law with the exception
of nutritional service delivery. The new statutes provide that in
those cases where the need for nutritional services for older Indians
represented by the tribal orgainzation is already met from other
sources, the tribal organization may use the funds otherwise required
to be expended on nutrition for other supportive services.



Chapter 16

SOCIAL SERVICES BLOCK GRANT (TITLE XX)

OVERVIEW

Title XX of the Social Security Act (Public Law 93-647) is an
approximately $3 billion Federal program that reimburses States for
costs incurred in providing social services to low-income people. The
program has essentially operated as a block grant to the States, with
broad Federal guidelines and maximum decisionmaking authority at
the State level.

Title XX consolidated and replaced the authorizations for services
to welfare recipients previously found in titles IV and VI of the act.
Although title XX did not create a new program, it did attempt to
make significant changes in the way social services are provided to
low-income people. The law requires at least half of each State's Fqd-
eral allotment to be used for services to AFDC, SSI, or medicaid
recipients. However, the remaining funds may be used to provide
services to anyone whose income does not exceed 115 percent of the
State's median income. Fees must be charged to individuals or families
with incomes between 80 percent and 115 percent of the State's median,
and fees may be charged to people with incomes below 80 percent.
Three types of services-information and referral, family planning,
and protective services-may be provided to anyone regardless of
income.

In addition to broadening the number of people eligible for social
services, title XX established five broad goals which services must be
designed to meet:

-Achieving or maintaining economic self-support to prevent, re-
duce, or eliminate dependency.

-Achieving or maintaining self-sufficiency, including reduction or
prevention of dependence.

-Preventing or remedying neglect, abuse, or exploitation of chil-
dren and adults unable to protect their own interests, or preserv-
ing, rehabilitating, and reuniting families.

-Preventing or reducing inappropriate institutional care by pro-
viding for community-based care, home-based care, or other forms
of less intensive care; and

-Securing referral or admission for institutional care when other
forms of care are not appropriate, or providing services to indi-
viduals in institutions.

All services provided by a State must be tied to at least one of these
goals, and at least one service for each goal must be provided. Further,
title XX requires States to offer at least three services for aged, blind
or disabled people receiving SSI.

Beyond these requirements to target groups, States are free to de-
termine their own mix of services based upon a needs assessment and
a mandatory planning process which, at the time of title XX's enact-
ment, was heralded as one of the most significant aspects of the new
law.

(414)



A. LEGISLATIVE ACTIVITIES IN 1981

President Reagan's plan to reduce the rate of growth in Federal
spending included proposals to consolidate almost 100 categorical pro-
grams into six block grants in the areas of education, health, and social
services. The administration explained that the block grant approach
would eliminate the current array of complex, duplicative, uncoordi-
nated, fragmented, and confusing programs. Eligibility criteria and
formula allocation factors vary among the various categorical pro-
grams, which also require separate planning and reporting procedures
and regulatory mechanisms. Coupled with the administration's block
grant proposals was a request to cut funding for the programs to be
included in the block grants by approximately 25 percent. The admin-
istration further explained that the administrative savings resulting
from consolidation would, in part, offset this funding reduction.

The administration's social services block grant proposal would
have combined 12 existing programs, which in fiscal year 1981 were
funded at $5 billion. In the March 1981 budget, the administration re-
quested $3.8 billion for the social services block grant in fiscal year
1982, or 25 percent less that fiscal year 1981 funding. A related pro-
posal would have consolidated several small research and demonstra-
tion projects in the areas of child welfare. day care, child abuse and
neglect, developmental disabilities, social services, and rehabilitation
of the disabled. In the March budget, the consolidation would have
been funded at $60.1 million, as compared with the current combined
level of $84 million for the individual programs.

Many Members of Congress expressed support for the block grant
approach, because of the potential administrative savings and simpli-
fication of Federal programs. Others, however, opposed the approach
because of the broad discretion allowed to States and the loosening of
Federal restrictions and targeting to assure a certain level of services
for vulnerable populations. After considering and rejecting several
versions of a social services block grant, Congress approved a block
grant which consolidates only social services, day care, and training
under title XX of the Social Security Act.

The House committees which have jurisdiction over the programs
originally proposed for inclusion in the administration's social services
block grant initially indicated their lack of support for the approach
by reporting categorical reauthorizations of those programs which
were expiring. These reauthorizations were part of the committees'
recommendations to the House Budget Committee for inclusion in the
Omnibus Reconciliation Act of 1981, H.R. 3982. However, the full
House did not consider the Budget Committee's reconciliation bill. In
its place, an alternative sponsored by Representative Latta was
adopted by the House on June 26. The Latta alternative, which had the
backing of the White House, included many of the administration's
block grant proposals in the areas of health, education, and social
services. The Latta substitute would have established a social services
block grant similar to that proposed by the administration, except that
the Latta measure would have consolidated six programs while the
administration would have consolidated 12.

Meanwhile, on the Senate side, the Finance Committee agreed to
consolidate certain programs under its jurisdiction into a social services
block grant, which was adopted by the full Senate as part of the budget
reconciliation process. Programs which fall under the jurisdiction of
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the Labor and Human Resources Committee were excluded from the
Finance Committee's social services block grant.

House and Senate conferees of the reconciliation bill ultimately
agreed to a social services block grant that included many features
proposed by the administration, but consolidated only programs cur-
rently under title XX of the Social Security Act. The new social serv-
ice blockgrantwas funded at alevel of $2.4 billion-for fiseal yearl98
in the continuing resolution approved by Congress on September 30.
On October 6, the House of Representatives passed their version of
the fiscal year 1982 Labor, Health and Human Services, and Educa-
tion appropriations bill, which also contained the $2.4 billion figure.

Title XX has been a major source of fundinq for community social
services. Because programs funded under title XX are made available
to all age groups the extent of program participation on the part of
the elderly is unknown. States have a degree of flexibility in reporting
requirements under the program. As a result, it is difficult to identify
the numbers of elderly served, as well as the type of services they have

TABLE 1.-TITLE XX STATE ALLOTMENTS, FISCAL YEAR 1981

State Social services Child day care Total

Alabama- ---------------------- $46,332,057 $3,432,004 $49,764,061
Alaska...-------.--------------. ----. ---------- 4, 989, 797 3 614 5, 359,411
rizona.- .- .----------- .- .--- .--- .---------- .---- ..-- 29, 146, 356 2,15 989 31, 305, 341
Arkansas --------------------------------------------- 27, 066, 241 2, 004, 907 29, 071, 148
California..------------------------------------- 276, 036, 044 20,447,115 296, 483, 159
Colorado---.---------------------------------- 33,058, 950 2,448,811 35, 507, 761Connecticut..-- ------------------ ------------ ..---- 38, 370, 669 2, 842,272 41,22 ,941
Delaware ---.--------------------------------------- 7,218, 490 534, 703 7,753,193
District of Columbia-------------------------------- 8,345,218 618, 164 8,963,382
Florida ------------------------------------------ 106,407,722 7,882,054 114, 289, 776
Georgia ------------------------------------------ 62, 948, 204 4, 662,829 67, 611,033
Hawaii.-------------------------------------------- 11,106,321 822, 691 11,929,012
Idaho---------.. ------------------------------------ 10, 871, 071 805, 264 11,676,335
Illinois -------------------------------------------- 139,206,659 10,311, 604 149, 518,263
Indiana -------------------------------------------- 66,538,876 4,928, 806 71, 467,682
Iowa-------------------------------------------- 35,857,190 2,656,088 38, 513, 287
Kansas---------------------29, 072, 066 2,153,486 31, 225, 552
Kentucky----. -------------- .----.--.-.. -- 43,310,939 3,208,218 46, 519,157
Louisiana ------------------------------------------ 49,105,542 3,637,447 52, 742,989
Maine.-------------------------------------------- 13, 508,358 1,000,619 14,508,977
Maryland --------------------------------------- 51, 297,090 3,799,758 55,096,875
Massachusetts------------------------------------- 71,491,528 5,295,068 76, 787, 196
Michigan ---------------------------------------- 113, 774, 792 8,427,762 122, 202, 554
Minnesota..-.. ..------------------------------------- 49, 625,570 3,675,969 53,301,539
Mississippi...------------------------------------- 29, 765, 437 2,204,847 31, 970, 284
Missouri ------------------------------------------- 60,174,719 4, 457,386 64,632,105
Montansa ---------------------------------------- 9,719,579 719,969 10,439,548
Nebr aka.. ------------------------------------- 19, 377,250 1,435,352 20,812,602
Neva da -- 7---------------------------------------- 8, 171,875 605,324 8,777, 199
New Hampshire ---------------------------------- 10,784,400 798, 844 11,583, 244
New Jersey ------------------------------------- 9,720,196 6,720,015 97, 440,213
New Mexico--------------------------------------- 15, 006, 535 1,111,595 16,118,130
New York--------------------219, 749, 157 16, 277, 716 236,026,873
North Carolina ----------------------------------- 69, 052,346 5,114,969 74, 167, 335
North Dakota .-----.--...------.- ---.. ---- .....-.-- 8, 072,822 597, 967 8,670,809
Ohio ---------------------------------------------- 133, 090,134 9, 858, 528 142, 948, 662
Oklahoma -------------------------------------- 35, 659, 093 2,641,414 38,300,507
Oregons ---------------------------------------- 30,20,701 2,241,535 32,502,236
Peossylvasia ------------------------------------- 145,484, 145 10,776,603 156,260,748
Rhode Island-------------------------------------- 11,576,823 857,543 12,434,366
Sooth Carolina------------------------------------- 36,129,595 2,676,206 38,805,861
Sooth Dakota-------------------------------------- 8,543,324 632.839 9,176,163
Teonesee -------------------------------------- 53, 946, 759 3,996,056 57, 942, 815
Texas .. 0---------------------------------------- 161, 134, 524 11,0, 891 173, 070, 415
Utah ------------------------------------------ 16,182,790 1,196,725 17,381,515
Vermoot ------------------------------------------ 6,029,853 446,656 6,476,509
Virginia------------------------------------------ 63, 740, 678 4,721,528 68,462,156
Washingtons--------------------------------------- 46, 728, 269 3,461,353 50,189,622
West Virgisia -------------------------------------- 23, 029, 831 1,705,913 24,735,744
Wiscoosis --------------------------------------- 57,933,644 4,291,381 62, 225, 025
Wyoming ----------------------------------------- 5,249,810 388,876 5,638,686

Total ------------------------------------- 2,790,000,000 200,000,000 2,900,000,0600

Source: Departmeot of Health and Humao Services.
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received. The Office of Management and Budget has estimated that
during fiscal year 1981 approximately $575 million in title XX funds
benefited the elderly. This represents about 21 percent of the total
program dollars for that fiscal year.

TABLE 2.-Fi8cal year 1982 Federal allotments to States for 0oial 8erice8-
Title XX block grants-Revised

Alabama --------------------------------------------------- $40,962,220
Alaska ------------------------------------------------------ 4,212,053
American Samoa ------ -------------------------------------- 347,494
Arizona ----------------------------------------------------- 28,620,903
Arkansas ---------------------------------------------------- 24,071,886
California -------------------------------------------------- 249,237,734
Colorado ---------------------------------------------------- 30,421,556
Connecticut--------------------------------------------------32,727,656
Delaware --------------------------------------------------- 6,265,431
District of Columbia ------------------------------------------ 6,718,226
Florida ----------------------------------------------------- 102,563,502
Georgia ----------------------------------------------------- 57,536,651
Guam ------------------------------------------------------ 413,793
Hawaii ----------------------------------------------------- 10,161,579
Idaho ------------------------------------------------------ 9,940,446
Illinois ----------------------------------------------------- 120,233,067
Indiana ----------------------------------------------------- 57,810,434
Iowa ------------------------------------------------------- 30,674,279
Kansas ----------------------------------------------------- 24,882,706
Kentucky --------------------------------------------------- 38,550,819
Louisiana --------------------------------------------------- 44,268,682
Maine ------------------------------------------------------ 11,546,400
Maryland --------------------------------------------------- 44,395,044
Massachusetts------------------------------------------------60,411,377
Michigan----------------------------------------------------97,487,978
Minnesota---------------------------------------------------42,931,355
Mississippi--------------------------------------------------26,545,467
Missouri----------------------------------------------------51,776,567
Montana-----------------------------------------------------8,287,215
Nebraska----------------------------------------------------16,532,310
Nevada------------------------------------------------------ 8,413,577
New Hampshire---------------------------------------------- 9,698,253
New Jersey--------------------------------------------------77,543,905
New Mexico-------------------------------------------------13,689,174
New York---------------------------------------------------184,877,567
North Carolina-----------------------------------------------61,854,005
North Dakota------------------------------------------------6,578,177
Northern Mariana Islands------------------------------------- 82,759
Ohio ------------------------------------------------------- 113,693,853
Oklahoma --------------------------------------------------- 31, 8,654
Oregon------------------------------------------------------27,725,842
Pennsylvania------------------------------------------------124,961,097
Puerto Rico -------------------------------------------------- 12,413,793
Rhode Island------------------------------------------------9,972,037
South Carolina-----------------------------------------------52,843,487
South Dakota------------------------------------------------7,265,792
Tennessee---------------------------------------------------48,343, 844
Texas------------------------------------------------------149,622,742
Trust Territory of the Pacific Islands---------------------------1,232,026
Utah--------------------------------------------------------15,384,525
Vermont-----------------------------------------------------5,380,898
Virgin Islands------------------------------------------------ 413,793
Virginia ----------------------------------------------------- 58,294,096
Washington--------------------------------------------------43,489,452
West Virginia------------------------------------------------20,533,761
Wisconsin---------------------------------------------------49,544,279
'Wyoming----------------------------------------------------- 4,959, 693

Total------------------------------------------------2,400,000, 20
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B. TITLE XX TRAINING

Under previous title XX legislation, the Federal Government reim-
bursed States for various forms of training, both short-term and long-
term, in-service and in classrooms, for personnel employed in title XX
agencies and certain volunteers. Prior to fiscal year 1980, title XX
training was anspen-ended-entitlementto-States As a-result-ofPublic
Law 96-272, however, State training allotments in fiscal years 1980
and 1981 were limited to either 4 percent of the State's regular title
XX allotment for that year or the amount of Federal funds received
for training in fiscal year 1979, whichever was higher.

It had been projected that in fiscal year 1982 and thereafter, States
would receive reimbursement only for training included in an ap-
proved State plan. Federal matching rates for training under title XX
was 75 percent.

The Omnibus Budget Reconciliation Act of 1981 altered the em-
phasis for title XX training by folding it into the social services block
grant. This was effective on October 1, 1981, and gave the States
wide discretion in deciding both the types and amount of funds to be
spent on social services training activities.



Chapter 17

ACTION: VOLUNTEER PROGRAMS FOR
OLDER AMERICANS

OVERVIEW

ACTION was established in 1971 under a reorganization plan which
brought together seven existing Federal volunteer programs into a
single independent agency. Of the seven programs which became com-
ponents of ACTION, six were previously administered by three dif-
ferent Federal agencies and the Peace Corps was an independent
agency.

In addition to the Peace Corps, the programs transferred to
ACTION in 1971 included volunteers in service to America (VISTA)
and the national student volunteer program, both previously admin-
istered by the Office of Economic Opportunity; and the foster grand-
parent and retired senior volunteer programs, which had been adminis-
tered by the Administration on Aging in the Department of Health,
Education, and Welfare (now the Department of Health and Human
Services). ACTION also assumed primary, but not total, respon-
sibility for administration of the service corps of retired executives
(SCORE) and the active corps of executives (ACE) under an agree-
ment with the Small Business Administration. These programs were
returned to the Small Business Administration in 1975.

ACTION was given statutory authority in 1973 under the Domestic
Volunteer Service Act, which repealed previous legislative authority
for the component programs. Peace Corps, however, remained au-
thorized under a separate statute. The 1973 Domestic Volunteer Serv-
ice Act also authorized several new volunteer activities, including
university year for action, senior companions, and demonstration
projects.

The older American volunteer programs authorized under the Do-
mestic Volunteer Service Act of 1973 (Public Law 93-113) were reau-
thorized in 1975 by the Older Americans Act Amendments (Public
Law 94-135) and in 1978 -by the Comprehensive Older Americans Act
amendments (Public Law 95-478).

A. LEGISLATIVE ACTIVITIES IN 1981

The Reagan administration, on April 6, 1981, submitted to Congress
draft legislation to reauthorize the Domestic Volunteer Service Act
through fiscal year 1983. The administration proposal would have
eliminated the mandatory set-aside of funds for university year for
action, and would have gradually phased out the VISTA program.
The final Omnibus Budget Reconciliation Act of 1981 included the
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administration's proposals. The Senate Labor and Human Resources
Committee, on June 24, approved S. 1087, the Domestic Volunteer
Service Act Amendments of 1981, which was virtually identical to the
administration proposals. The text of S. 1087 subsequently was in-
cluded in the Senate budget reconciliation bill, S. 1377, which was
passed by the full Senate on June 25.

The-House Education and Labor Committee, on May 19, reported
H.R. 3292, which would have reauthorized ACTION programs under
title I of the Domestic Volunteer Service Act through fiscal year 1984.
In this legislation, the committee did not go along with the adminis-
tration's proposal to phase out VISTA. However, in the budget recon-
ciliation legislation passed by the full House on June 26, the phaseout
proposal was adopted.

Authorizations of appropriations for programs under the Domestic
Volunteer Service Act of 1973 have been extended through fiscal year
1983 by the Omnibus Budget Reconciliation Act of 1981 (Public Law
97-35). Legislation was reported by the House Education and Labor
Committee and by the Senate Labor and Human Resources Committee
to amend portions of the act. However, provisions of the committee's
bills were included in the Reconcilation Act, and Congress is not ex-
pected to take further action on these bills. The following describes
legislative and budget proposals in the 97th Congress for title II, the
national older American volunteer program. Programs under the act
are administered by the Federal ACTION agency.

B. OLDER AMERICANS VOLUNTEER PROGRAMS

The older American volunteer proframs (OAVP) include the re-
tired senior volunteer program (RSVP), the foster grandparent pro-
gram (FGP), and the senior companion program (SCP). RSVP, au-
thorized under part A of title II, provides a variety of volunteer op-
portunities for persons 60 years and over in community settinps. The
foster grandparent program, authorized under part B of title II. pro-
vides volunteer opportunities for low-income persons 60 years and over
who render supportive services to children with physical, mental,
emotional, or social disabilities. The senior companion program, au-
thorized under section 211(b) of title II. part B, provides volunteer
opportunities for low-income persons 60 years of age who render sup-
portive services to homebound and institutionalized persons. Both
foster grandparents and senior companions serve 20 hours a week and
receive a stipend of $2 an hour.

The Omnibus Budget Reconciliation Act of 1981 contains a 2-year
authorization for the OAVP through fiscal year 1983. The legislation
amends section 211 of the Domestic Volunteer Service Act to rede-
signate authorization for the senior companion program coutained in
part B as a separate part C.

Proposals to reauthorize the OAVP were also included in H.R. 3046,
the Older Americans Act Amendments of 1981, reported by the House
yducation and Labor Committee on May 19: and S. 1087. the Domestic
Volunteer Service Act Amendments of 1981, reported bv the Senate
Labor and Human Resources Committee on July 20. H.R. 3046 would
have provided a simple extension of authorizations for the OAVP for



2 years, through 1983. The report accompanying committee action
noted the following:

The simple extension of these programs reflects a favorable
assessment by the committee of the manner in which these pro-
grams have been implemented. The committee believes that
any areas of concern regarding program administration can
be addressed through policy shifts which do not require
amendment to the statute itself.

S. 1087 would have extended authorizations for the OAVP for 2
years through 1983. The text of S. 1087 was included in the Omnibus
Budget Reconciliation Act of 1981.

1. FosTER GRANDPARENT PROGRAM (FGP)

The foster grandparent program is designed to provide part-time
volunteer opportunities for low-income persons 60 years and over to
assist them in providing supportive services to children with physical,
mental, emotional, or social disabilities. Foster grandparents are placed
with nonprofit sponsoring agencies such as schools, hospitals, day care
centers, and institutions for the mentally or physically handicapped.
Volunteers serve 20 hours a week and receive a stipend of $2 an hour
plus meals, transportation assistance, an annual physical examination,
and insurance benefits.

The program was originally developed in 1965 as a cooperative effort
between the Office of Economic Opportunity and the Administration
on Aging in the (then) Department of Health, Education, and Wel-
fare. It was given a legislative basis in 1969 under title VI, part B, of
the Older Americans Act of 1965. as amended. In July 1971 the pro-
gram was transferred to the ACTION agency under the terms of the
President's Reorganization Plan No. 1. In 1973, Public Law 93-113
repealed the program as part of the Older Americans Act and incor-
porated it into title IT of the Domestic Volunteer Service Act of 1973.

The fiscal year 1980 appropriation level of $46.9 million supported
17,610 volunteers in 208 projects. Under a continuing appropriations
resolution, FGP is funded at $48.4 million in fiscal year 1981.

2. RETIRED SENIOR VOLUNTEER PROGRAM (RSVP)
The retired senior volunteer program is designed to provide a variety

of volunteer onnortunities for persons 60 years and over in community
settings. RSVP sponsors include State and local governments, univer-
sities and colleges, community organizations, and senior service orga-
nizations. Each project is locally planned, operated, and controlled.
Volunteers receive reimbursement for transportation, meals, and other
out-of-pocket expenses.

The program first received authorization in 1969 under title VI of
the Older Americans Act of 1965. as amended, and was implemented
in 1971 by the Administration on Apincr. Tn July of that year, the pro-
gram was transferred to the ACTTON agency under the President's
Reorganization Plan No. 1. In 1973. Public Law 93-113 repealed the
program as part of the Older Americans Act and incorporated it into
title IT of the Domestic Volunteer Service Act.

\89-509 0 - 82 - 28
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The fiscal year 1980 appropriation of $26.2 million supported 274,700
volunteers in 707 projects. Under a continuing appropriations resolu-
tion, RSVP is funded at $27.7 million in fiscal year 1981.

3. SENIOR COMPANION PROGRAM (SCP)

The senior companion program is designed to provide part-time
volunteer opportunities for low-income persons 60 years of age. and
over to assist them in providing supportive services to vulnerable, frail
older persons. The volunteers assist homebound, chronically disabled
older persons in order to assist them to maintain independent living
arrangements in their own places of residence; they also provide serv-
ices to institutionalized older persons. Volunteers serve 20 hours per
week and receive a stipend of $2 an hour plus meals, transportation
assistance, an annual physical examination, and insurance benefits.

The program was authorized in 1973 by Public Law 93-113 and in-
corporated under title II, section 211(b) of the Domestic Volunteer
Service Act of 1973. The fiscal year 1980 appropriation level of,$10.2
million supported 3,820 volunteers in 61 projects. Under a continuing
appropriations resolution, SCP is funded at $12.8 million in fiscal
year 1981.

CHART 1

LEVELS OF PARTICIPATION IN
THE RETIRED SENIOR VOLUNTEER PROGRAM
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CHART 2

LEUELS OF PARTICIPATION IN FOSTER GRANDPARENTS
AND SENIOR COMPANION PROGRAMS
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CHART 3

Involvement in Volunteer Aclivities: 1974
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TABLE 1.-OLDER AMERICANS VOLUNTEER PROGRAMS (OAVP)

[In millions of dollarsi

Authorization levels
Appropriation Public Law 97-35

1980 1981 1982 1983

Title II:
RSVP---------tl --------------------------- 26.214 27.717 28.691 30.412
FGP --------------------------------------- 46.932 48.4 49.67 52.65
SaP --------------------------------------- 10.171 12.783 16.6 17.607

Total------------------------------------- 83.317 88.9 94.961 100.669

CHART 4

OLDER AMERICANS VOLUNTEERS PROGRAMS
BUDGETS BY PROGRAM
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Chapter 18

COMMUNITY SERVICES BLOCK GRANT

OVERVIEW

Legislative authority for the Community Services Administration
(CSA), expired at the end of fiscal year 1981. The Community Serv-
ices Administration was the successor agency to the Office of Economic
Opportunity (OEO), originally authorized in 1964 by the Economic
Opportunity Act. CSA was most recently reauthorized (Public Law
95-568) in 1978.

The primary goals of the Community Services Administration were
twofold: (1) To provide the necessary assistance to the poor to be-
come self-sufficient, and (2) to promote sensitivity and responsiveness
to the needs of the poor.

The 1978 reauthorization of CSA emphasized specialized services to
the elderly through programs such as: Senior opportunities and serv-
ices, community food and nutrition, emergency energy conservation
and crisis intervention, and local initiative programs through com-
munity action agencies.

The administration, in March 1981, proposed that CSA activities
and a portion of its budget be folded into a social services block grant
to States, beginning in fiscal year 1982. Under the administration pro-
posal, CSA as a Federal agency would be abolished.

In the 1981 budget reconciliation legislation (Public Law 97-35),
House-Senate conferees agreed to repeal the Economic Opportunity
Act and abolish CSA. Funding for antipoverty activities will now be
administered by the Department of Health and Human Services
(HHS) as a block grant to States. However, these funds will not be
consolidated with other programs in the social services block grant as
originally proposed by the administration. The funds will constitute
a separate block grant, entitled the community services block grant.

A. CONGRESSIONAL ACTION

When President Reagan unveiled his revised fiscal year 1982 budget
on March 10, 1981, he proposed a consolidation of 12 social services
programs, including CSA, into a block grant to States. Under this
proposal, CSA would be abolished as a Federal agency. This proposal
was consistent with the administration's stated goal of consolidating
categorical programs into block grants and transferring decisionmak-
ing authority to States.

1. SENATE AcroN

When the Labor and Human Resources Committee met on June 10,
1981, the Committee approved a separate block grant for CSA pro-
grams. The measure, as approved by the committee, would establish a
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community services block grant, to be administered by the Department
of Health and Human Services (HHS), at an annual funding level of
$354.4 million for fiscal year 1982 and each of the four succeeding
years. This amount represents a 25-percent decrease from fiscal year
1981 appropriations for certain CSA programs. The following pro-
grams were not considered in determining the authorization level for
the community-servicerbock grant- nationalyontiorts, commtunity
economic development, energy conservation, and senior opportunities
and services.

2. CONFERENCE AGREEMENT

The House, in their deliberations on reconciliation, included com-
munity services as part of a social services block grant. However,
conferees on the reconciliation bill agreed to delete CSA from the
House-passed version of the social services block grant and instead
approved the separate community services block grant designed by the
Senate. Members of the House Education and Labor Committee and
Senate Labor and Human Resources Committee met on July 23, 1981,
to approve a final version of the community services block grant.

As agreed to by conferees, the Community Services Block Grant Act
authorizes $389.4 million per year for fiscal years 1982 through 1986.
Of this amount, the Secretary of Health and Human Services may re-
serve up to 9 percent for his discretionary use.

To receive a community services block grant allotment, States must
submit an application to the Secretary of HITHS, containing assurances
that the State will comply with certain requirements and a plan in-
dicating how these assurances will be carried out. Neither the applica-
tion nor the plan is subject to the approval or disapproval of the
Secretary. States must guarantee that the State legislature will hold
hearings on the proposed use and distribution of funds before the State
may receive a second-year allotment. States also must agree to use
block grant funds for services and activities "having a measurable and
potentially major impact on causes of poverty in the community," to
promote self-sufficiency for low-income individuals, to provide emer-
gency food and nutrition services, to coordinate public and private
social services programs. and to encourage the use of private sector
entities in antipoverty activities.

During fiscal year 1982. States will be required to pass through at
least 90 percent of their allotment to existing community action agen-
cies currently funded by CSA or to organizations serving migrant and
seasonal farmworkers. In fiscal year 1983 and thereafter, States must
pass at least 90 percent of their allotment on to local governments, non-
profit community groups, or organizations serving migrants and sea-
sonal farmworkers. Nonprofit community groups will be eli-ible only
if their board of directors meets a prescribed structure (one-third low-
income representatives one-third elected officials or appointed officials
in certain cases, and one-third representatives of maior interest groups
in the community). Priority must be given to existing community ac-
tion agencies.

The Secretary of HITHS will administer the community services block
grant, including the discretionary component, through a newly estab-



lished Office of Community Services (OCS). The discretionary fund,
which may not exceed 9 percent of the annual appropriation, may be
used for training or other activities related to the block grant, in
cluding rural housing activities, assistance for migrants and seasonal
farmworkers, recreational activities for low-income youth, and com-
munity economic development activities previously supported under
title VII of the Economic Opportunity Act. Although the Com-
munity Services Block Grant Act repeals title VII, the reconciliation
bill reinstates most of the title VII language in a separate Community
Economic Development Act and specifies that funding for such ac-
tivities can come from the Secretary's discretionary account. The
maximum amount authorized for the Secretary's discretionary ac-
count-9 percent of appropriations-would equal $35 million if the
full authorization level were appropriated. This level is roughly equal
to 75 percent of fiscal year 1981 funding for title VII.

During fiscal year 1982 only, States may choose not to participate
in the block grant and instead allow HHS to continue funding exist-
ing grantees. States may opt into the block grant at the beginning
of any quarter during fiscal year 1982. The Community Services Ad-
ministration, meanwhile, ceased to exist on October 1, 1981, and the Of-
fice of Management and Budget was authorized to begin termination
of CSA as soon as the reconciliation bill was enacted. Finally, the
legislation reestablishes the current definition of poverty ($8,450 an-
nual income for a nonfarm family of four) and requires periodic re-
visions based on changes in the Consumer Price Index.

B. IMPACT OF LEGISLATIVE CHANGE

It is assumed that the four programs that directly helped the low-
income elderly will continue to exist in some manner or form, though
their future is somewhat unclear. Funding levels were much lower
after the transfer of Community Service Administration funds into
the community service block grant. Local community action agencies
may be hard pressed to deliver adequate services after receiving the
pass through funds from the States.

CSA funding is as follows: Fiscal year 1981 appropriation (Public
Law 96-536), $541.5 million. Fiscal year 1981 current base, $483 mil-
lion (the administration's current policy base for CSA does not in-
clude appropriations made in fiscal year 1981 for community economic
development, youth sports, and. according to agency officials, the Na-
tional Center for Appropriate Technology). Fiscal year 1982 budget
request. $363 million (the Reagan administration requested no funds
for CSA in fiscal year 1982. This figure represents the amount of funds
appropriated to CSA in fiscal year 1981 that the administration pro-
posed to transfer to the social services block grant in fiscal year 1982).
Fiscal year 1982 continuing appropriation (Public Law 97-92), $348
million (specified in a continuing resolution effective through
March 30, 1982, subject to a further 2 percent reduction at the discre-
tion of the Secretary of the Department of Health and Human
Services).
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COMMUNITY SERVICES ADMINISTRATION FUNDING
FYi98i AND FY1982
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1. SENIOR OPPORTUNITIES AND SERVICES

The senior opportunities and services (SOS) program was designed
to provide services to low-income elderly, primarily to individuals not
being served by other Federal programs for the elderly. SOS also gave
preference to the employment of low-income elderly as service pro-
viders. Local SOS programs maintained information and outreach
networks which sought out the very poor for assistance, provided in-
formation on services and complemented the senior center services
funded by the Administration on Aging. In fiscal year 1981, SOS was
appropriated $10.5 million and served over 1.5 million low-income
elderly.

There was no mention of SOS in the authorization of the commu-
nity services block grant. However, the authorization language pro-
vides for services to low-income elderly and envisions program serv-
ices similar to those offered in the past through SOS. As to the future,
community action agencies, the predominant recipii'nts of SOS service
moneys, may not have the flexibility to continue SOS services because
of the reduced funding under the block grant.

In another legislative development, there was an smendment to the
recently reauthorized Older Americans Act (Public Law 97-115)
which permits SOS services to be an allowable service under title
III-B (social services) of the act.

2. CoMMuNITY FOOD AND NUTRITION PROGRAM

The purpose of the community food and nutrition program (CFNP)
was to fight hunger and malnutrition among the poor. The main objec-
tive of CFNP was to link the poor with opportunities provided by
existing food and nutrition programs. CSA funded over $26 million in
fiscal year 1981 through CFNP to community action agencies, other
nonprofit community organizations, Indian projects, migrant groups,
and national support 'groups to provide: (1) Greater access and im-
provement of service delivery, e.g., food stamp outreach and assist-



429

ance; (2) self-sufficiency, e.g., community gardens; (3) nutrition con-
sumer education (4) crisis relief, e.g., food banks, and (5) coordina-
tion of antihunger efforts.

The CFNP services were available to low-income elderly, and at-
tempted to improve and expand elderly food programs. There are no
statistics on the number of older people who utilized these services.
This program will be an eligible service under the community service
block grant, and be provided at the discretion of the States. As in the
case of the SOS programs, community action agencies will be hard-
pressed to provide CFNP services with limited funding.

3. ENRGY PROGRAM

In the past, the energy programs under CSA provided emergency
assistance and crisis intervention for low-income elderly to help defray
fuel bills. With the passage of the Home Energy Assistance Act of
1980 (Public Law 96-126), a major portion of CSA's energy activities
were transferred to the Department of Health and Human Services.
In fiscal year 1981, CSA had allocated to the National Center for Ap-
propriate Technology $3.7 million. The National Center awarded
grants to community action agencies for model projects in the area of
conservation and renewable energy. Over 25 percent of the moneys
went to projects directed toward the elderly poor. The National Center
for Appropriate Technology has been transferred to the Department
of Energy, with no subsequent transfer of funds.

4. CommuNiT AcroN AGENcIES

Community action agencies were created under OSA to stimulate
a better focusing of all available local, State, private, and Federal
resources upon the goal of enabling low-income individuals of all ages,
in rural and urban areas, to attain the skills, knowledge, and motiva-
tion to secure the opportunities needed for them to become self-
sufficient.

Community action against poverty was carried out by a nationwide
network of over 850 community action agencies in fiscal year 1981.
Over 2 million persons 50 years of age and older were beneficiaries of
the programs and projects administered by community action a encies.
At the end. of fiscal year 1982, the future existence of the individual
community action agencies will be dependent on the actions of each
State, the funding level under the community service block grant, and
local sources of funds.
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LEGAL SERVICES

OVERVIEW

The Federal Government has administered a program of legal
services for the economically distressed since 1966. Originally, the
program was administered through the Office of Economic Oppor-
tunity, but more recently it has been operated under the auspice of the

Legal Services Corporation, a private nonprofit entity. Legislation
authorizing the Legal Services Corporation expired at the end of
fiscal year 1980. During fiscal year 1981, the Corporation was author-
ized and funded by a continuing appropriation resolution. Early in

1981, the Reagan administration announced plans not to seek reau-
thorization of the Corporation, and did not request funding for the

Corporation in the fiscal year 1982 Budget. The House, however, ap-
proved legislation (H.R. 3480), which would authorize the Legal

Services Corporation through fiscal year 1983. In the Senate, the
Committee on Labor and Human Resources reported legislation
(S. 1533) which would authorize the Corporation through fiscal year
1984. The Corporation is currently funded and operating under a
continuing resolution.

A. HISTORY

Legislation creating the Legal Services Corporation was enacted in

July of 1974. Previously, legal services had been a program of the

Office of Economic Opportunity, added to the Economic Opportunity
Act of 1966. Public Law 93-355 established the legal services program
as a private nonprofit corporation headed by an 11-member board of

directors nominated by the President and confirmed by the Senate.
The Corporation does not provide legal services directly but instead

funds local legal aid projects. At present, the Corporation has 323 local

grantees that provide legal services through 1,450 neighborhood offices

in all 50 States, the District of Columbia, Puerto Rico, the Virgin
Islands, and Micronesia. These local programs employ more than 6,200
attorneys and 2,800 paralegals. Each local legal service project is

headed by a board of directors of which 60 percent are lawyers who

have been admitted to the State bar. The Corporation also funds a

number of national support centers, which develop and provide special-

ized expertise in various aspects of poverty law to legal services attor-

neys in the field.
Legal services provided with Corporation funds are available only

in civil matters and to individuals with incomes no higher than 125

percent of the OMB poverty guidelines. Several restrictions on the
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types of cases legal services attorneys may handle were included in theoriginal law and several others have been added since then.
When the Corporation was formally established in 1975, its foremostgoal was to provide all low-income individuals and families with atleast "minimum access" to legal services, defined as the equivalent oftwo legal services attorneys for every 10,000 poor people. To achieve itsgoal of minimum access, the Corporation sought and obtained in-creased appropriations. During fiscal year 1976, which was its firstfull year of operation, the Corporation was funded at $92.3 million. Infiscal year 1980, the goal of minimum access was achieved with anappropriation of $300 million. Under the continuing resolution, theLSC was funded in fiscal year 1981 at $321 million.
Committees in both the House and Senate last year reported legis-lation to extend the Legal Services Corporation beyond its Septem-ber 30, 1980 expiration date. The Senate Labor and Human Resources

Committee reported S. 2337 on May 2, 1980, which would have reau-thorized the Corporation through fiscal year 1982. The House Judi-ciary Committee, on May 16, reported H.R. 6386 to reauthorize theCorporation through fiscal year 1983. Both bills were simple extensions
of existing law with no amendments.

The full Senate passed S. 2337, with several amendments, on June 13,1980. The House Judiciary Committee, however chose not to bringH.R. 6386 before the full House for a vote for fear that numerousamendments that were pending would restrict dramatically the scopeof the Corporation's work. Problems with a vetoed appropriations
bill, subsequently forced the Corporation and several other agenciesto be included in the continuing appropriations resolution PublicLaw 96-536.

In the fiscal year 1982 budget proposal submitted to Congress,President Reagan announced plans not to seek reauthorization of theLegal Services Corporation and requested no funding for the programm fiscal year 1982. The President also proposed consolidation of 12social services programs into a block grant to States. According tothe administration budget documents, legal services would have beenan eligible activity under the proposed social services block grant.This approach was seen as consistent with the administration's goalof consolidating categorical grant programs and transferring decision-making authority to States. The administration also argued for in-creased pro bono efforts on the part of private attorneys as part oftheir professional responsibility.
On June 18, 1981, the House passed a 2-year authorization forthe Legal Services Corporation. This legislation, H.R. 3480, had beenreported by the House Judiciary Committee on May 19, and wouldhave authorized $260 million for each of fiscal year 1982 and fiscalyear 1983. The authorization, however, was reduced on the House floorto $241 million for each of the two fiscal years.
In the Senate, a 3-year reauthorization of the Legal Services Corpo-ration was introduced by Senator Eagleton. The Senate Labor andHuman Resources Committee took no action on this measure, butrather, the committee agreed to report a bill, S. 1533, that would pro-

vide for a simple extension of the Corporation for three fiscal years at$100 million annually. The authorization level of $100 million wasthe same amount included by the Senate in its omnibus reconciliationlegislation which was approved on June 25. Conversely, the House



reconciliation bill did not address the question of the Legal Services
Corporation. During conference committee negotiations on the recon-
ciliation bill, the Senate agreed to drop the Legal Services Corpora-
tion entirely from the legislation and address the issue of whether
to reauthorize the Corporation, and at what funding level in a separate
bill. The exclusion of legal services from the reconciliation bill did not
preclude Cingress from subsequently reauthoizrigthe -ogram, at
either the $100 million level favored by the Senate or the $241 million
level endorsed by the House.

B. LEGAL SERVICES FOR THE ELDERLY

Legal services for older persons are currently being provided under
the auspice of a number of existing programs. They include programs
funded under the Legal Services Corporation Act, the Older Ameri-
cans Act (title III-B), and title XX of the Social Security Act. In
addition, a number of private bar associations have initiated programs
for the elderly on a pro bono and reduced fee basis.

The improvement of legal services for the elderly during the 1970's
and early 1980's has been enhanced by both the Legal Services Cor-
poration and the now well developed network of State and area agen-
cies on aging. There has been a growth of expertise by legal service
programs in issues of concern to the elderly. Such programs have in-
creased nonlawyer advocacy and client involvement in legal service
delivery, and in resolving clients' legal problems.

Although programs funded under the Legal Services Corporation
Act make services available to all low-income people without focusing
on any particular group, the act requires that priority consideration be
given to clients who have special access difficulties or special unmet
legal needs. As a result, legal service projects have become increasingly
available to the elderly. At the national level, the Legal Services Cor-
poration has funded a number of national support centers which are
involved in issues that confront older people. The Corporation has also
been involved in coordinating its activities with the Administration
on Aging at the national and local levels.

Under title III-B of the Older Americans Act, legal services have
been included as a priority service since the 1975 amendments. A recent
report of the miniconference on legal services for the elderly, developed
for the 1981 White House Conference on Aging noted the following:

At the local level, almost two-thirds of all title III-BOAA
legal services providers are LSC projects. Over 40 percent of
all LSC projects receive title III-B funds. In October of 1979
the median title ITI-B funding for an LSC grantee which
reported receipt of such funds was $35,308. The total of title
III-B funds used for the LSC programs across the Nation
now approaches $6 million, asproximately half the national
total reported by State agencies on aging as obligated for all
kinds of legal advocacy.

Title XX of the Social Security Act has made Federal funds avail-
able for disposition by State governments for a wide variety of social
services, including legal services. In a number of situations, title XX
funds have been used as a source of support for elderly advocacy and
services.
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C. FISCAL YEAR 1982 APPROPRIATIONS

The House Appropriations Committee on July 16 reported a, fiscal
year 1982 spending bill (H.R. 4169) which included $241 million for
the Corporation. In similar action, the Senate Appropriations Com-
mittee reported the same bill on October 30 at the $241 million level.
These were the same amounts approved by the House during passage of
the LSC authorization bill (H.R. 3480).

Final floor action on this bill has not yet occurred. Therefore, the
Corporation is currently operating at $241 million, set in the continu-
ing resolution (Public Law 97-92) which will expire on March 31,
1982.



Chapter 20

TRANSPORTATION FOR OLDER AMERICANS

OVERVIEW

Transportation is the vital connecting link between home and com-
munity. For the elderly and nonelderly alike, adequate transportation
is necessary for the fulfillment of the most basic needs: maintaining
relations with friends and family, commuting to work, grocery
shopping, and engaging in social and recreational activities.

Housing, medical, financial, and social services are useful only to
the extent that transportation can make them accessible to those in
need. Transportation, then, serves both humane and economic ends. It
can enrich an older person's life by expanding opportunities for social
interaction and community involvement, and it can support the in-
dividual's capacity for independent living, reducing or eliminating
the need for institutional care.

The automobile is the primary means of transportation in the United
States for both younger and older age groups, accounting for more
than 80 percent of all personal trips, including excursions by auto-
mobile, public transportation, walking, bicycling, and other modes.
However, the automobile is less available as a means of personal trans-
portation for those 65 and older, because the number of both car owners
and drivers declines dramatically in the upper age groups.

A 1974 survey by the U.S. Bureau of the Census revealed that
approximately 4 out of 10 persons aged 65 and older who were heads
of households did not own an automobile, a figure twice that of any
other age group.

Decline in automobile ownership in the older age groups is accom-
panied by a decline in frequency of excursions (approximately half
that of younger persons), and an increase in the proportion of trips
taken as passengers rather than drivers. The older woman is par-
ticularly disadvantaged in a society dominated by automobiles. Pos-
session of automobiles and driver's licenses is substantially lower
among women aged 65 and older than among older men.

For many elderly, the problem is availability of transportation-
any transportation. Public transit systems generally do not exist in
isolated rural areas. Even in urban areas. the elderly may live in resi-
dential locations poorly serviced by public transit. The problem of
poor transit service is compounded by the fact that routes are fixed
and traditionally designed to serve central business districts and work
force destinations.

Design and travel barriers on the systems they use add to the elder-
ly's difficulties in obtaining transportation that adequately serves their
needs.

(434)
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PERCENT OF HOUSEHOLDS WITH NO PASSENGER CARS
BY AGE OF HOUSEHOLD HEAD,1974

UNDER 25 25-29 30-34 35-44 45-54 55-64 655
AGE OF HOUSEHOLD HEAD

SOURCE: DEPARTMENT OF TRANSPORTATION

The 1971 White House Conference on Aging highlighted the trans-
portation needs of older Americans. In the past 10 years, progress has
been made through the Older Americans Act and the Urban Mass
Transit Act in providing better transportation services for older peo-
ple (see table 1). Yet, the need for better coordination among transpor-
tation providers, more adequate urban transportation systems, and
improved rural transportation are still unmet goals.

TABLE 1.-TYGH8portation for Older Americans

Major legislative and policy changes since the 1971 White House Conference on
Aging, year, event and description'

1973

Post-White House Conference on Aging Reports: Provided Input to 1973 Older
Americans Act Amendments.

Passage of Older Americans Act amendments: Established area agencies on
aging; set forth priority services to which 20 percent of title III(b) funds had
to be allocated. Transportation one of four priorities.

Passage of Federal-Aid Highway Act of 1973:

Created the section 147 rural highway transportation demonstration pro-
gram, providing funds for rural and small urban area transportation
projects.

Amended section 3 of the UMT Act, increasing Federal contribution for
capital grants from 67 to 80 percent. Increased amount of general public
transportation available. Also provided up to 100 percent of planning costs.

Allowed "interstate transfers" from moneys allocated to highway trust
fund to projects involving public transit.

Passage of section 504 of the Rehabilitation Act of 1973:
One of first legislative mandates setting forth no rionnationt on the basis

of handicap alone in programs receiving Federal moneys.
Establishment of Architectural and Barriers Compliance Board to oversee ac-

cessibility of fixed facilities and (as of 1978) vehicle design.
One notable development prior to that time was the Inclusion of section 16(a) in the1970 Urban Mass Transportation Act, which specified the equality of the elderly and handi-capped to use public transit. However, regulations were not issued until 1976.

Surce: Institute of Public Administration, Improving Transportation Services of OlderAmericans, September 1980, p. 17-19.
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1974

Passage of the National Mass Transportation Assistance Act allowing, for the

first time:
(1) Operating assistance for transit systems in cities of populations

greater than 200,000.
(2) Reduced fares during off-peak hours for the elderly and handicapped

First Interagency working agreement between AoA and DOT.

1975

First year allocation of section 5 moneys distributed on formula basis--$155.7

million available for capital and operating purposes.
Office of Human Development Services coordination initiatives.
Older Americans Act Amendments of 1975 authorized State or area agencies

on aging to enter into agreements with agencies administering programs under

the Rehabilitation Act of 1973 and titles XIX and XX of the Social Security Act.
Publication of "Transportation for Older Americans: A State of the Art Re-

port" and the "Planning Handbook" by IPA.
Allocation of $20.8 million by UMTA under section 16(b) (2) for capital assist-

ance grants to nonprofit organizations to meet the transportation needs of the

elderly and handicapped.
1976

Publication of regulations implementing section 16(a) of the Urban Mass

Transportation Act of 1964, as amended. Provided guidelines on how to comoly

with "special efforts" requirements.
1977

Secretary of Transportation Adams mandated Transbus for all bus purchases

after September 30, 1979.
General Accounting Office released major report on hinderances to coordinating

federally funded programs.
1978

Older Americans Act Amendments of 1978 provided for:
(1) An increase in amount of moneys which had to be spent on priority

services, including transportation, from 20 to 50 percent.
(2) Consolidation of title VII (the nutrition program) into title III(c),

with supportive services moneys curtailed.
(3) Federal match for services provided under title III increased to 90-10

throughout grant period, rather than decreasing match over 3 years.

(4) Maintenance of effort requirements implemented for rural areas to

105 percent of the amounts grantees spent for services in 1978.
Passage of Surface Transportation Assistance Act of 1978 allowed for ongoing

support to rural and small urban transportation by establishing the section 1a

program. Provides for capital assistance with an 80-20 Federal/local share and

50-50 to defray operating costs. Areas with populations under 50,000 eligible.

1979

Promulgation by DOT of regulations to implement section 504 of the Rehabili-

tation Act of 1973. Mandates accessibility for all modes of transportation re-

ceiving public moneys within 30 years with additional provisions to be made for

providing interim accessible services during transition to complete accessibility.

Specialized transportation systems serving elderly and handicapped may serve

as interim provider.
Transbus specifications rejected by American bus manufacturers.
Formulation of White House Rural Development Initiatives which included

provisions for: coordination of social service and public transportation programs,
increased van-pooling, assistance to commuter airlines in rural communities, and

railroad branchlines rehabilitation.



1980
Focus on accessibility rather than services.
Local option amendment to 1981 DOT appropriations Bill for the implementa-

tion of 504 regulations.
1981

U.S. Appellate Court of District of Columbia ruling that DOT's section 504
regulations placed onerous affirmative burdens on local programs and exceeded
DOT's authority.

In July 1981, DOT issued Interim final rule on section 504 which called for
"special efforts" to provide effective transit services to the handicapped.

White House Conference on Aging.

A. LEGISLATION AND PROGRAMS

Most transportation programs authorized by the Federal Govern-
ment are administered by the Department of Health and Human Serv-
ices (HHS) and the Department of Transportation (DOT).

Provisions of transportation services for older Americans are sup-
plied under the Department of Health and Human Services through
the Older Americans Act and a number of other programs.

Title XX, social services of the Social Security Act, contributes
money by formula to the States for use in serving low-income persons
of all ages. Transportation for older people is one possible use for the
money. Medicaid ( title XIX) funds may be used to cover transporta-
tion of a patient to an allowable service.

The goal of the Department of Transportation programs through
the Urban Mass Transit Act is to subsidize, and favorably influence
the design of mass transit systems through discretionary funding of
State and local projects.

Four historical events in the development of legislative policy
influence the current provision of transportation services to older
people:

(1) The passage of the Older Americans Act (Public Law 89-73)
in 1965, with amendments, has had a large impact on transportation
to older people. Title III of the act distributes funds by formula to
States. Access to services (which includes transportation) has been
designated as a priority service under title III. The amendments of
1981 (Public Law 97-115) require the expenditure of an adequate
amount of title III-B (social services) funds to create "an effective
system" in access services.

(2) The passage of section 16 (A) of the Urban Mass Transporta-
tion Act of 1964 as amended (Public Law 91-453), mandated the
implementation of the associated "special effort" and planning regula-
tions. Section 16 (A) of the Urban Mass Transit Act sets out the
national policy of Congress that the elderly and handicapped have
equal rights to mass transit services with other Americans:

That special efforts shall be made in the planning and
design of mass transportation facilities and services so that
the availability to elderly and handicapped persons of mass
transportation which they can effectively utilize will be
assured.

89-509 0 - 82 - 29



(3) The third significant legislative and policy decision in the last
10 years has been the National Mass Transportation Assistance Act
of 1974 (Public Law 93-503), which amended the Urban Mass Transit
Act. Particularly, section 5 and more specifically, sections 5 (in) and
16(b) (2). Section 5 of the Urban Mass Transit Act provides money
to all urbanized areas in the country by formula and permits the
noney to- be used for capitaLoperating-purchases at the locality's
discretion. Section 5(m) also contains the requirement that localities
give reduced fares in nonpeak hours to the elderly and handicapped.
Section 16 (b) (2) of the Urban Mass Transit Act sets aside 2 percent
of the section 3 urban discretionary funds for capital grants to private
nonprofit groups serving the elderly and handicapped.

(4) The fourth piece of major legislation that impacts the elderly
is section 18 of the Surface Transportation Assistance Act of 1978
(Public Law 95-599). Beginning with fiscal year 1979, funds became
available at the Federal level to support public transportation pro-
gram cost, both operating and capital, for nonurbanized areas. Areas
with populations under 50,000 were eligible for section 18 funds.

1. SYSTEMS SERVING THE ELDERLY

In 1975, the Institute of Public Administration, in its report,
"Transportation for Older Americans: The State of the Art," identi-
fied 920 transportation projects serving the elderly of which 314 could
be identified by type of service.' Five basic service categories were
identified as serving the elderly: Conventional public transit, typically
fixed-route and schedule service; special systems, usually described as
some form of dial-a-ride or demand-responsive system; coordinated
systems encompassing both fixed-route and dial-a-ride attributes, fre-
quently "route deviation" systems; taxi systems typically operating
with some form of reduced or subsidized rate; and a range of volun-
teer-based programs, usually operated by the private nonprofit pro-
viders. The dial-a-ride or demand-responsive systems in coordination
with the taxi systems and the modified fixed-route systems (all of
which represent forms of paratransit), accounted for almost 70 per-
cent of the service providers. 2

2. SPEciALizED SYSTEMS

Specialized transportation systems comprise the major provider
currently serving the elderly, and most take the form of a demand-
responsive or dial-a-ride system-typically providing door-to-door
service and requiring an advance reservation (usually 24 hours). A
recent Institute of Public Administration study suggests there has
been a steady increase of these systems, particularly those funded
under title III (and formerly title VII) of the Older Americans Act.
Estimates indicate that in fiscal year 1975 there were about 2,000 trans-
portation projects being supported either fully or partially under

1Institute of Public Administration, "Transportation for Older Americans," April 1975,
op. cit., p. 73.

'Ibid.



these two titles, and by 1979 the total appears to have increased to an
estimated range of 2,800 to 3,200 projects.3

The Older Americans Act has played a major role in developing
these specialized transportation services to serve older Americans.
However, there have also been other important sources of funding; for
example, section 16 (b) (2) of the Urban Mass Transportation Act has
been estimated to have assisted in the purchase of some 3,000 vehicles
for the elderly and handicapped.4 Since the program is designed to
provide private nonprofit agencies with capital assistance for vehicles,
it has played an important role as capital "seed" money for transporta-
tion of the elderly.5

B. 1981 DEVELOPMENTS

1. IMPACT OF THE 1981 BuDGET RECONCILIATION

The ramifications of the Omnibus Reconciliation Act of 1981 (Pub-
lic Law 97-35) are not known concerning the provision of services. It
is safe to say that the reductions in title XX (social services), title
XIX (medicaid), and CETA programs will have an adverse impact
on provisions of services, especially transportation to older Americans.

In a recent survey of 60 funded transportation providers (table 2)
conducted by the Public Administration Institute6 almost 40 percent
of a sample, noted that they were using CETA funds. The funds were
being used to finance a variety of services, especially drivers. With a
reduction in CETA, social services, and medicaid, the Older Americans
Act, which has reduced funding levels under the continuing appro-
priations (Public Law 97-92), may be hard pressed to maintain pre-
vious levels of transportation services for the elderly.

2. DEPARTMENT OF TRANSPORTATION REGULATIONS CONCERNING AccEsS

In recent years, there has been much debate about the Department of
Transportation (DOT) regulations implementing section 504 of the
Rehabilitation Act of 1973. In 1979, the Department of Transporta-
tion promulgated regulations (49 CFR Part 27) to implement the act.
The regulations mandated accessibility for all modes of transportation
receiving public money within 30 years, with additional provisions for
providing interim accessibility services during transition to complete
accessibility. Specialized transportation systems serving elderly and
handicapped could serve as an interim provider.

3 Institute of Public Administration, "Improving Transportation Services for Older
Americans," sponsored by the Administration on Aging. September 1980. p. 25.A Willis, Y. "The Effects of AoA's Interagency Agreement Strategy," "Transportation for
the Elderly and Handicapped: Programs and Practices," pp. 7-10. December 1978.

r Wozney, M., and Burkhardt, J. "An Analysis of Continuation of Services." Funded
under title III of the Ol1er Americans Act of 1965, Department of Health and Human
Services. Administration on Aging, 1980.

aThe Institute of Public Administration. "Improving Transportation Services for Older
Americans: Final Report," sponsored by AoA, September 1980, p. 52.
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TAma 2.-A proffle of area agency-funded tran8portation providers, selected

characteristice-1980

[Based on sample survey of 60 providers'
Characterfetice Percent of

1. Type of agency: provid er
Public------------------------------------------------- 38

Piaenonprofit --------------------------------------- 5
hPIvate-for-prot -------- _a___ -_-_-_-_-__ -_-_-_-_-_-_-_5

Other--------- ------ ---------------------------- 42. Provide service other than transport ----------------------------- 753. Staff size: Under 10 (median 10) ------------------------------ 504. Funding:
Using Older American Act-title III-B ------------------------ 72Section 16 (b) (2) UMT Act --------------------------------- 27
CETA funds -------------------------------------------- 375. Budget size: $80,000 or less (median $80,000) (mean $275,000)-------- 506. Clients and service methods:
Elderly served ------------------------------------------ 97
Handicapped served -------------------------------------- 70
Directly operate service ----------------------------------- 93
Purchase services ---------------------------------------- 22
Provide door-to-door service -------------------------------- 807. Trip priorities:
a. First priority:

Medical ------------------------------------------ 47
Nutrition ----------------------------------------- 17
Personal business and shopping ------------------------ 33

b. Second priority:
Medical - ----------------------------------------- 12
Nutrition ----------------------------------------- 23
Personal business and shopping ------------------------ 48

c. Third priority:
Medical ------------------------------------------- 7
Nutrition ------------------------------------------ 8
Personal business and shopping ------------------------ 62

8. Hours of operation and characteristics:
Weekday--8-9 hours------------------------------------- 62
Bimodal peak (a.m. and p.m.) ------------------------------- 32
Midday peak only---------------------------------------- 31

9. Trip length, 6 miles or less (median-5.8 miles) (mean-7.2 miles)-- 50
10. Fleet characteristics:

7 vehieles or less (median-7 vehicles) ---------------- - 50
Between 1-5 vehicles ------------------------------------- 42
81,000 miles year or less ----------------------------------- 50

Source: Institute of Public Administration, "Survey of Area Agency Suggested Trans-
portation Providers." June 1980.

The Department of Transportation pulled back those regulations in
1981 after a court ruling by the U.S. Appellate Court of the District
of Columbia. The court determined that the Department of Trans-
portation, section 504 regulations ulaced onerous affirmative burdens
on local programs, remulations which exceeded the Department of
Transportation's authority.

On July 17, 1981, the Denartment of Transportation pronosed new
regulations for section 504. The proposed remilations. if adopted,
basically will be a return to the "Special efforts" regulations in effect
prior to 1979. Wheelchair lifts on buses and elevators and rail stations
will no longer be required as a prerequisite to Federal funding.



3. SECTION 18: RuRAL TRANSPORTATION

Another development in 1981 was a survey of 50 States concerning
section 18 of the Surface Transportation Assistance Act.7 As men-
tioned earlier, section 18 was inaugurated to provide capital and
operating funds for areas that have populations less than 50,000. This
measure was seen as a step forward in providing rural transportation
to the whole population, and therefore to older people. In the 50 States
surveyed, the researchers concluded that section 18 had been very slow
in stimulating growth, and that the main reason was the reluctance of
the States to appropriate matching funds. After 2 years' experience
with the program, States have only spent a small amount of the funds.
In a budget cutting mood, Congress trimmed the fiscal year 1981
appropriations for section 18 to $72.5 million.

The study concluded that the reasons for the slow start in adapting
to section 18 were: (1) the provisions of 13C requirements (labor pro-
visions which require State level guarantees of wage standard com-
pliance) ; (2) compliance with section 504 regulations; (3) the delay
in publishing final regulations on the section 18 program; and (4)
difficulties in finding adequate local management.

Despite the slow start, there has been a definite upward trend in
the number of vehicles and systems over the period 1979 to 1981. Varia-
tion among States is considerable, however. At the end of fiscal year
1980, 15 States were still reporting no transportation systems with
section 18 support. In many cases, the requirement for non-Federal
matching funds is the active constraint in the growth of rural trans-
portation systems.

The study also reported that despite the apparent upward trend
in funding at the State level, there are signs of trouble ahead. Only
a handful of States have firm projections of which or how much State
money will be available to maintain the programs past 1982. Some
States are refusing to process any new program development; others
are actually cutting existing programs. In States where the rural
transportation system has produced good results, cutbacks may be
offset by State funds. In other States, where the transportation systems
are still in development stages, the outcome is dubious.

4. PRESSLER AMENDMENT TO THE OLDER AMERICANS ACT

In another development in legislation, Senator Larry Pressler of
South Dukota offered an amendment to the Older Americans Act of
1981. The purpose of the amendment was to add transportation sys-
tems for the rural elderly to the list of title IV demonstration projects.
This amendment was accented and became part of S. 1086 and eventu-
ally Public Law 97-115. The Commissioner of the Administration on
Aging will have the discretion to fund model projects in the area of
rural transportation.

I "New Developments in Financing Rural Publie Transportation." a paper presented byAlice K Kidder, Franklin Program in Transportation and Distribution Management. Syra.cufl University. at the fifth National Conference on Rural Public Transportation, Eureka,Calif. Aug. 18, 1981.
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5. DEPARTMENT OF TRANSPORTATION FUNDING

There was an overall reduction in funding for urban mass transit
in fiscal year 1982, as shown in table 3.

TABLE 3.-1982 DEPARTMENT OF TRANSPORTATION APPROPRIATIONS

-- isalyear-18 - Fiscal year 19823

Urban discretionary grants (sec. 3) ------------------------------------- $2, 190,000,000 $1, 680,000,000
Sec. 16(bX2) (2 percent of sec. 3) --------------------------------------- 43, 800,000 33, 600,000
Nonurban formula grants (sec. 18) ----------------------------------- 72,500, 000 68,500,000
Urban formula grants (sec. 5) .. . . . . . ..------------------------------------ 1,455, 000,000 1,036,000,000

DEPARTMENT OF TRANSPORTATION APPROPRIATIONS
FY2i AND FY82

URBAN DISCR URBAN Ni NON-URB FORM
GRANT PROGRAM

Section 16(b) of the Urban Mass Transportation Act of 1964, as
amended, allows 2 percent of urban discretionary grant funding to be
set aside for capital assistance grants to States, local agencies, and
private nonprofit groups for transit services to the elderly and handi-
capped.

The Department of Transportation Appropriations Bill (T.R.
4209), which became Public Law 97-102, appropriated $33.6 million
for section 16 (b) (2), a reduction of $10.2 million from the 1981 level
of services to the elderly and handicapped.

Section 18 of the Urban Mass Transportation Act of 1964, as
amended, provides formula transit grants, both capital and operat-
ing, for nonurbanized areas. This section was added through passage
of the Surface Transportation Assistance Act of 1978. Assistance, both
capital and operating, is apportioned to States on a population for-
mula basis for public transportation projects in areas with populations
of less than 50,000. Funds remain available to the State to which they
are apportioned for 4 years and then are redistributed on the basis of
the population formula. Public Law 97-102 appropriated $68.5 mil-
lion to section 18.



443

.The formula grant program for urbanized areas was established by
section 5 of the Urban Mass Transportation Act of 1964, as amended.
Capital (acquisition, construction and improvement of facilities and
equipment for use in mass transportation service) or operating (pay-
ment of operating expenses to improve or continue such service) as-
sistance may be provided to urbanized areas or parts thereof on the
basis of a formula.

There was a reduction in funding by $419 million from $1,455 mil-
lion in 1981 to $1,036 million in 1982. This may have some effect on
reduced fares (section 5 (m)) for elderly in some localities.



Chapter 21

EDUCATION

OVERVIEW

The education of adults and older citizens has not always been a
high priority. With the "graying" of the American population and a
trend toward programs geared to education for self-sufficiency, it seems
the appropriate time to refocus our educational programs. However,
progress has been slow in the field of education and aging. While title
I of the Higher Education Act has set far-sighted goals in the area of
continuing education, it has not been funded in this time of budget
restraint. Through the 1981 amendments to the Older Americans Act,
specific reference is made to "education and training" for older people
as a goal of the act. However, no additional funds were added to the
act for this purpose. Most of the education programs that affect older
adults have received budget cuts, while other programs were folded
into block grants. There is still some debate as to the direction of
the Vocational Education Act, as well as the future of the Depart-
ment of Education.

A. INTRODUCTION

The character of education in the 1980's will be shaped to a large
extent by the size and age of the population it serves. Between 1980
and 1990, the American population is expected to increase and the
age composition will be sio-nificantly different from the previous dec-
ade. The median age of the population is a measure of this change.
In 1970, the median age of the population was 27.9 years; by 1990,
the median age is expected to be 32.8 years. The "graying" of the
American population, the increasing proportion of families in which
both spouses are employed, Population mobility, reentry into the labor
market at midlife, decline in the rate of economic growth, and pres-
sures for support of other governmental services-these are among
the social and economic forces that will affect public attitudes toward
education and the auantitv and quality of education that will be
provided from public funds.

Rather than being an activity engaged in exclusively by the young,
education will likely become more accepted as a lifelong endeavor. The
promise of a high school equivalency certificate may encourage adults
who were unable to complete their high school education to return to
school. In an earlier era, these Persons would not have sought addi-
tional formal education, but the employment market of the 1980's
will require, from virtually everyone, not only competency in the basic.
skills but also attention to job-related skills th-At enable emolovees
to adapt to changing employment patterns and job opportunities.

(444)



445

Society's interest in supporting these activities may increase as atten-
tion is given to problems of the underemployed and the unemployed.

The national interest in education in the United States is some-
what different from that for other governmental services and pro-
grams. In the United States, education is a State responsibility, a
local function, and a Federal concern.

The role of the Federal Government in education has been to ensure
equal educational opportunity, to enhance the quality of education,
-and to address national priorities in training. The State and local
governments have had primary responsibility in educating adults and
older citizens, with some participation from the private sector.
Educating adults and older citizens has not been ranked high as an
educational priority in the past. As table I and graph I illustrate, only
a small number of older people participate in any form of education.

TABLE 1.-EDUCATIONAL PARTICIPATION OF POPULATION 17 YR OLD AND OVER

[By type of participation and age group, year ending May 19781

Full-time Non-
Participants high school Full-time participants

in adult or college vocational not full-
Age group Total education students students time students Other

Number in thousands

17 to 24 years -------------- 31, 730 3,563 9, 954 611 16, 666 1,566
25 to 34 years -------------- 32, 881 6,596 1,182 433 23, 628 1,333
35 to 54 years -------------- 46, 787 6,091 381 238 37, 423 2,783
55 to 64 years -------------- 20, 391 1,395 24 21 17, 804 1,160
65 yr and over -------------- 22, 707 551 11 19 21, 252 871

Total --------------- 154, 496 18,197 11,553 1,323 116, 774 7.712

Percentage distribution

17 to 24 years-------------- - 100 11.2 31.4 1.9 52.5 4.9
25 to 34 years --------------- 100 20.1 3.6 1.3 71.9 4.1
35 to54years-------------- 100 13.0 .8 .5 80.0 5.9
55 to 64 years-------------- 100 6.8 .1 .1 87.3 5.7
65 yr and over-------------- 100 2.4 (1) .1 93.6 3.8

Total ---------------- 100 11.8 7.5 0.9 75.6 5.0

I Less than 0.05 percent
Note.-Details may not add to totals because of duplicate counts, i.e., a participant in adult education may also be a

full-time high school or college student and/or a full-time vocational student.
Source: U.S. Department of Health, Education, and Welfare, National Center for Education Statistics, "Participation

in Adult Education" and unpublished tabulations.

The decade of the seventies produced a proliferation of material on
education and aging. But most of this material focused on education as
self-enrichment. During that decade, the primary piece of legislation
focusinq on lifelong learning was title I-B of the Higher Education
Act of 1976 (Public Law 94-482). The definition of lifelong learning
in the act was all-encompassing and reflective of the focus on self-
enrichment. The act was never funded, partially due to the political
difficulties of funding self-enrichment programs.

Recently, a trend toward programs geared to self-sufficiency has de-
veloped in the field of education and aging. This trend is reflected in
research, publications, and legislation, again through title I of the
Higher Education Act (Public Law 96-374). The new focus of the
act is on adults (including older adults) whose educational needs have
been inadequately served. Unfortunately, during this time of budget
restraint, title I was not funded in the 1981 budget process.
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This chapter will examine three areas of interest: Education forolder adults; education for personnel to provide services, teach, and
conduct research; and education about aging for persons of all ages.
The White House Conference on Aging report of the technical com-
mittee on creating an age-integrated society, "Implications for the
Educational Systems," noted that as our society ages at an accelerated
rate, it must assess and redefine the teaching and learning roles of
older people, assure a match between the needs of older citizens and
the training of those who prepare to serve them, and redouble its efforts
to create a better informed and more sensitive public.'

B. EDUCATION FOR OLDER ADULTS

Many educators and gerontologists see education as a multifaceted
tool meeting the needs of a diverse population with a large range of
circumstances and interests. Education is seen as a means for acquiringand improving skills for living one's later years fully, coping with

fohReport of the technical committee on creating an age-integrated society. "Implicationsfr the Educational Systems," White House Conference on Aging, page 1.
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personal and societal changes, being actively involved in community
life, and utilizing available options.

Some of the White House Conference on Aging Technical Commit-
tee on Education findings revealed that:

-Population trends and other societal changes suggest that we
should redefine "old age" and reassess the role of the aged in our
nation. As a part of this process, all social institutions sponsoring
educational programs, formal and informal, must be redesigned
and restructured to accommodate the needs of the elderly and to
achieve an age integrated society.

-There has been an encouraging increase in the number of educa-
tional programs for older adults and the range of content offered,
although as yet these programs fail to meet the needs of many of
our elderly citizens. It is estimated that fewer than 2.5 percent of
those 65 and over now enroll for organized instruction, and those
who do participate are largely from the more advantaged segment
of the older population.

-Funding policies at the Federal, State, and local levels fail to
reflect the responsibility of society for ensuring educational oppor-
tunities over the life span. Little attention has been given to age
discrimination issues in educational programs, including those
funded by various Federal agencies, or to the issue of entitlement
to educational opportunities at no cost to the older adult.

-Rapid technological change is intensifying the need for lifelong
learning, but the lack of educational opportunities for older work-
ers makes it difficult for them to update their occupational skills
and knowledge bases, or to pursue new careers.

1. CURRENT SrruATIoN

While there may be strong arguments for the importance of formal
and informal education for older citizens, in reality, it has tradi-
tionally been a low priority. Public and private resources for the sup-
port of education have been directed primarily to the establishment
and maintenance of prograrks for children and youth, including those
of the traditional college ages. Much of the limited support available
for adult education is job-oriented and does not usually serve older per-
sons. Thus, education has not been given high priority among services
for older adults.

Progress has been slow in changing the focus of Federal education
programs toward older adults. The major pieces of legislation that
have made a commitment to lifelong learning are the Older Americans
Act of 1965 (Public Law 89-73), and title I of the Higher Education
Act (Public Law 96-374). The year 1981 has seen both progress and
steps backward with these acts and with other education programs that
affect older adults.

2. OLDER A1XERICANs AcT

The Older Americans Act Amendments of 1981 (Public Law 97-
115) have broadened the scope of activities under the act. Through a
joint effort on the part of members of the Senate Special Committee on
Aging and the House Select Committee on Aging, the amendments
included specific language concerning "education and training" within
the act's declaration of objectives.
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Education and training is defined as "a supportive service designed
to assist older individuals to better cope with their economic, health,
and personal needs through services such as consumer education, con-
tinuing education, health education, preretirement education, financial
planning, and other education and training services which will ad-
vance the objectives of the act."

The 1981 amendments to the Older Americans Act also maintained
eucatin and training as a possible area of research under title IV of
the act. The Commissioner of the Administration on Aging has the
discretion to grant funds for model demonstration projects in the area
of education and training:

The Commissioner shall give special consideration to proj-
ects designed to provide education and training to older indi-
viduals designed to enable them to lead more productive lives
by broadening the education, occupational, cultural, or social
awareness of such older individuals; provide preretirement
education information and relevant services (including the
training of personnel to carry out such programs and the con-
duct of research with respect to the development and opera-
tion of such programs) to individuals planning retirement.

While the amendments allow for special consideration of education
and training, title IV sustained a cut from the $40.5 million appro-
priated in fiscal year 1981 to an authorized level of $23.2 million for
1982.

3. TrrLE I OF THE HIGHER EDUCATION ACT

The 96th Congress enacted legislation to increase educational oppor-
tunities for those adults who have been unable to fully benefit from
existing programs. Education outreach programs, in title I of the act,
represented a stronger initiative for continuing education programs
which address the needs of underserved adults, including the elderly,
women entering or reentering the work force, the handicapped, the
economically disadvantaged, and individuals whose previous educa-
tional experience has acted as a barrier to lifelong learning.

The title I-B educational outreach program under the Higher Edu-
cation Act was funded at $10 million for fiscal year 1981. The Reagan
administration requested a rescission, but the program retained $2.2
million for the maintenance of educational outreach offices in all of the
States. The Omnibus Budget Reconciliation Act of 1981 (Public Law
97-35) placed a ceiling of $8 million on the authorization for this
program for fiscal year 1982. The continuing resolution (Public Law
97-92) gave zero funding to the program.

The 1980 amendments to the Higher Education Act made changes to
title IV-A that allowed part-time students to be eligible for supnle-
mental education opportunity grants (SEOG's). The previous require-
ment that students be enrolled on at least a half-time basis to qualify
for SEOG's was regarded as a barrier to working adults, homemakers,
and older persons who wish to continue their education. The SEOG
program provides grants of up to $2,000 for students of exceptional
financial need. The supplemental grant is administered at the individ-
ual postsecondary institution participating in the program.
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There was a significant reduction in the budget of the program, from
$370 million in fiscal year 1981 to a projected appropriation of less
than $290 million in 1982, which may subsequently reduce the oppor-
tunity for older adults to participate in the program.

4. FuND FOR THE IMPROVEMENT OF POSTSECONDARY EDUCATION

(FIPSE)

The Senate Appropriations Committee recommended $12 mil-
lion for the fund for the improvement of postsecondary education
(FIPSE), a decrease of $1.5 million below the comparable fiscal year
1981 appropriation. The fund was established in 1972 to improve the
effectiveness of postsecondary education. It does so through support of
innovative projects widch demonstrate practical steps taken by edu-
cators and communities to strengthen education programs beyond the
high school level. Many FIPSE projects are continued with local
funding after Federal support has ended. Elder hostels are a good ex-
ample of a project first initiated under FIPSE and then supported by
local support.

5. VOCATIONAL EDUCATION

Federal participation in vocational education programs consists of
providing less than 10 percent of the public funds for such programs
(the remainder comes from State and local sources) and exercising
leadership with the intention of ensuring equity, equal opportunity,
and accountability in the delivery of services at the local level.

The last major amendments to the Vocational Education Act of
1963 (VEA) were in 1976, when many of the previously existing VEA
programs were consolidated and restructured. The objectives of the
1976 legislation included expanded opportunities for populations with
special needs, stronger requirements for planning and evaluation, and
funding priorities for individuals and educational institutions with
the greatest needs. These objectives, as well as the effects of VEA pro-
grams on participants, the appropriate level of Federal funding, and
the findings of a major study of vocational education 'by the National
Institute of Education, are among the major VEA reauthorization
issues being addressed by the 97th Congress.

Except for reductions in funding in 1981, the Reagan administration
did not make a major legislative proposal regarding VEA programs,
although reports indicate the administration is considering program
simplification, program consolidation, or block grants.

In its first major action regarding Federal VEA programs, the 97th
Congress appropriated $686 million for VEA programs in fiscal year
1981 (Public Law 97-12), a 12.5 percent decrease from the $784 million
appropriated in fiscal year 1980.

Final action on fiscal year 1982 funding is not yet complete. Under
a continuing appropriations resolution that provides funds through
March 31, 1982 (Public Law 97-92), the current fiscal year 1982 VEA
fiinding level is $672 million. The House has passed a bill providing
$707 milliont for VEA programs in fiscal year 1982. (H.R. 4560) ; the
Senate Committee on Appropriations has renorted a version of the bill
providing $700 million in fiscal year 1982. The fiscal year 1982 funds
are advance funded for use during the 1982-83 school program year.
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The 97th Congress has already extended the VEA authorization

through fiscal year 1984 by one of the provisions of Public Law 97-35,
the Omnibus Budget Reconciliation Act of 1981.

VEA programs were originally expected to undergo thorough exam-
ination and modification during the 97th Congress, prior to an exten-

sion of authorization. The simple extension of authorization provided

by the Omnibus Budget Reconciliatin Act of 1981 is sufficient for the
continued funding of VEA programs. However, additional considera-
tion is still possible.

There are two issues that may be raised in the reauthorization dis-
cussions: A national priority on a trained and skilled work force and
increased access for underserved populations, specifically women,
minorities, handicapped, and older adults.

While vocational education programs have not had a good record of
serving older adults, the hearings conducted in the House and the
Senate have given much time and discussion to using the consumer and
homemaker education programs under VEA to reach out to disadvan-
taged people, including older adults. There is also the possibility that
funding designations will be liberalized under the basic grants section
of the act, thus making more funds available to programs that relate
to older populations.

6. OTnR EDUCATION PROGRAMS

Other educational programs that could be identified as potentially
beneficial to older persons went throuzh changes in 1981. The Adult
Education Act is directed toward adult basic education and literacy.
The age group that is predominantly served by the Adult Education
Act is 16 to 25 years of age. Most of the funding under the act has gone
to young adults in schools. though it helps a small number of older
adults. This program's authorization levels were reduced from $120
million to $100 million under the Omnibus Reconciliation Act of 1981
(Public Law 97-35).

The career education program was authorized under the Career Edu-
cation Act (Public Law 95-207). The program was based on demon-
stration projects that successfully showed that young students had
better career goals when they received ongoing information concern-
ing a variety of occupations. The program was expanded to initiate
career education programs in all the States. It was designed to incor-
porate information concerning career choices throughout a child's
education, from elementary school level to the secondary school level.
The program attempted to show the relationship betw'een basic aca-
demic skills and the real world of work. Older citizens were used as a
resource in sharing their own work experiences and skills. Career edu-
cation was folded into the elementary and secondary education block
grant, chapter IT.

Community education is based on the concept of encouraging the use
of schools as community resource centers and encouraming community
service organizations (schools, recreation, aging, health, job training
and referral) to pool and coordinate their resources. It was one of the
few Federal programs which allowed other Federal funds (Elemen-
tary and Secondary Education Act, Older Americans Act, Comprehen-



sive Education and Training Act, etc.) to be used as the match for
Federal funds. This was done to encourage cooperation among com-
munity agencies to identify the greatest local needs and to identify how
funds would be channeled through after-hours programs at the school
sites.

This program was also put into chapter II of the Education Con-
solidation and Improvement Act.

Many States have strong career education and community educa-
tion programs, despite the reduction of Federal funds. Because educa-
tional programing will be at the discretion of the States and local en-
tities under the block grant, elderly organizations can seek, during
public review periods in the summer, to have some ECIA chapter II
money focused on these type of programs.

C. EDUCATION FOR PERSONNEL TO
PROVIDE SERVICES

Gerontology as a field of study encompasses many disciplines in the
social and behavioral and biological sciences and in other professions.

Information concerning the aging process, the heterogeneity of the
older population, and the variety of their needs and services must be
disseminated to service providers to assure an adequate delivery of
services to older people.

The White House Conference on Aging Technical Committee on
Education found that:

-There is growing recognition of the special imnortance of educat-
ing health professionals to serve the needs of the growing elderly
population. As yet, educational resources and institutional com-
mitment are inadequate to produce the needed geriatrically trained
personnel.

-Educational institutions have a responsibility not only to prepare
students for roles in the field of aging, but also to provide up-to-
date knowledge to practitioners on an ongoing basis, as a means of
increasing the effectiveness of services to the elderly.

-The orderly development of gerontology as a field of study has
been impaired by the shifting funding priorities of the Federal
Government, which have fluctuated between concern for the
quality of career preparation programs and concern for the num-
bers of such programs.

CRmEr SrrUATION

The Older Americans Act represents the only Federal social service
program solely directed toward the training of personnel who work
with older citizens. Title IV of the Older Americans Act supports
research, training, discretionary projects and gerontology centers.

The 1978 amendments to the Older Americans Act (Public Law 95-
478) had required the Commissioner of AOA to develop a national
manpower policy on aging which would represent the present and
future need for personnel in all programs serving the elderly.

The 1981 amendments repealed the training section and include,
instead, general authority for the Commissioner to make grants or
contracts for recruiting and training personnel in the field of aging.



The final passage of S. 1086 (Public Law 97-115) had an authoriza-
tion of $23.2 for fiscal year 1982, while the fiscal year 1981 appropria-
tion was $40.5 million for title IV. The Senate Labor and Resources
report on the authorization of the Older Americans Act (S. 1086) gave
the following explanation for the reduction in funding for title IV:

In the effort to bring Federal spending under control the
Older- Americans Act has been left, for the most part,
untouched by the committee. The committee feels that it is
necessary, however, that the act absorb a small portion of the
overall funding reductions which the budget process de-
mands, and that it is more appropriate to reduce title IV
funding than to reduce direct services to the elderly.

D. EDUCATION ABOUT AGING

Nearly 60 years ago,, Walter Lippman applied the term "stereotype"
to describe the "picture which people carry in their heads." Stereotypes
are shorthand ways of thinking that attempt to make the world more
simple than it actually is. Negative stereotypes result in the under-
utilization of older people as a resource.

The White House Conference on Aging Technical Committee on
Education found that:

-Despite ample evidence of the contributions and potentials of
older adults, devastating myths and stereotypes endure. As a
result, inequities are perpetuated, the elderly are denied full par-
ticipation in society, and younger persons dread old age. Efforts
to combat misconceptions through education are under way in
public and private institutions, but much remains to be done to
articulate the process of normal aging, underscore the strengths
of the elderly, and expose any indignities associated with growing
old in America.

-Many elementary and secondary schools are actively exploring
ways to help their pupils view aging as a normal life experience-
often by bringing older people into the classroom. Several kinds
of intergenerational programing have been introduced success-
fully, but as yet information about these innovative approaches
is not being disseminated widely enough.

-In higher education similarly, there has been a limited develop-
ment of curriculum materials on aging for teacher education, and
of special training programs for teachers, but efforts are scattered

_as yet.
-Re iious denominations, national youth oups, and community

service clubs are among those who have begun to provide their
members with information about aging and the situation of older
people.

-It is highly encouraging that the mass media-comprising a
powerful educational fore-are beginning to present the elderly
not as stereotypes but as real people. The growing interest in
aging poses risks, however, and those who are committed to the
well-being of older Americans must not only encourage further
efforts but must also be concerned about the validity of the in-
formation and attitudes conveyed. As yet there are not adequate
channels for conveying knowledge about aging and the aged to
all those who shape the attitudes of the public.



CURRENT SrruATiONs

While there has been much research concerning the aging process,
the dissemination of information and the subsequent assimilation of
the facts has been slow.

The National Council on Aging released in November 18, 1981, the
results of a national survey conducted by Lou Harris on the concerns
and attitudes of-and about-older people. The results suggest that
the reality of aging in America does not, in fact, corroborate many
of the generalizations which have been used to describe the supposedly
typical psychological, physical, social and economic circumstances of
the elderly. Mr. Harris stated in his press interview that:

* * * in analyzing and reporting these results, it surely
must be evident that this is not an inert, hopeless group of
older people, simply waiting out their time to die. To the
contrary, these elderly are vibrant, alive, and want most of all
to make their contributions to society for a long time to come
and they are growing in numbers and in vitality.

89-509 0 - 82 - 30



Part VI

CRIME
The fear of crime has long been a serious concern of older persons,

particularly those living in the older sections of our major cities. Re-
cent evidence suggests that assaults and purse-snatchings directed
against older Americans are increasing, and the fear of criminal at-
tack is likewise escalating-to the point in many areas where the life
opportunities and the lifestyles of the more physically vulnerable
elderly are severely limited by this factor alone.

There is also evidence of a similar increase in consumer frauds di-
rected against elderly persons. Although this kind of criminal be-
havior receives much less publicity than violent crime, it can also have
very serious effects. The unscrupulous find elderly persons especially
attractive targets, and a disproportionate share of frauds and ripoffs
are directed against them.

Rather than reinforce the already too-prevalent image of older per-
sons as helpless victims of these acts, the Special Committee on Aging
has worked to bring to public attention a variety of constructive ineas-
ures that both would help prevent crime and assist those who have
suffered because of it. Such measures include neighborhood crime
watch and victim assistance volunteer programs, community educa-
tion campaigns, distribution of simple security and property identifi-
cation tools, and more active cooperation between older citizens and
law enforcement authorities.

(455)



Chapter 22

VIOLENT CRIME

OVERVIEW

Fear of crime continues to be a major concern of older citizens.
Surveys show that many older citizens are so afraid of crime that they
shut themselves up in their homes and rarely go out. Yet Federal
support for crime prevention and victim assistance programs is de-
creasing. During the past 12 years, the Law Enforcement Assistance
Administration (LEAA) has funded research and supported pro-
grams specifically aimed at preventing crime against the elderly.
Funding for a major portion of LEAA ended at the end of fiscal year
1981. As a result crime prevention and victim assistance programs
will cease to exist unless steps are taken to integrate them into on-
going community services.

Because of the seriousness of the problem, the Special Committee
on Aging decided to take an active role to find solutions. As a first step
the committee issued a publication on what older Americans can do to
prevent crime and what communities can do to better help elderly
victims. The committee then convened a major hearing on Septem-
ber 22, 1981, in Washington, D.C., calling in witnesses from around
the country to share their experiences and expertise. The hearing was
entitled "Older Americans: Fighting the Fear of Crime," and through-
out, the Senators heard about the need for communities to help. Sen-
ator Heinz, chairman of the Senate Committee on Aging, stated in
his opening remarks:

All of us look forward to the day when older Americans
can become full and productive partners in the work that re-
mains to be accomplished in our society. We need older per-
sons to help in this task, but today they are locked out from
participating in our society and almost literally locked into a
"dark age"-an age of fear.

A direct result of the hearing was an amendment to the Older Amer-
icans Act which permits crime prevention and victim assis*ance pro-

grams to be incorporated into the local services supported by OAA
funds.

A. FEAR OF CRIME

Fear of crime ranks as one of the most serious problems the elderly
experience. A comprehensive 1981 national survey on the problems of
the elderly conducted by Louis Harris & Associates for the National
Council on the Aging revealed that older citizens ranked fear of crime
as one of the most serious problems they experience. In this survey,
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crime was considered by people over 65 a greater social problem thanpoor health, lack of money, and loneliness.' Studies m individual
cities have also confirmed that a fear of crime is a most serious concern
for many elderly.2

During the committee's hearing on September 22, 1981, Senators
heard firsthand accounts of this fear from older persons who had beenvictims. The words of the victims captures the horror and disruption
that crime can have on the life of an older person.

Harriet Cunningham, a 77-year-old Chester, Pa., resident who wasmugged and robbed, described for the committee the events and itseffect on her:
As I started across the street, someone grabbed my bag,

wrapped the strap around my neck and threw me down
against the curb. The only thing I remember is opening my
eyes and seeing my hand on the curb. I knew it was my hand
only because the rings were mine. I didn't remember anything
else until nearly 2 weeks later.

On the 6th of September I woke up as if I had been aslee
and I have been aware of what happened from then on.
found out that my shoulder had been operated on and totally
replaced with metal. A friend took me home but had to leave
me by myself. The pain was so bad that I had to finally call
an ambulance to go back to the hospital at 5 a.m. for emer-
gency care. That was the first indication I had of the pain
that I was going to have to live with. Since then I have had
almost constant pain and I have never regained the use of my
arm. I have had extensive therapy as an inpatient for 18 days.
I had surgery on my hand. I figure that I was in the hospital
for a total of 49 days. I then had therapy as an outpatient
twice a week for 11 months. * * * I am still afraid to go
outside.

Holland Dills of the Bronx vividly portrayed his feelings to the
committee members:

The apartment I now occupy has been my home for 17
years. I have often said, living where I do, I have seen more of
the police than when I was a police reporter. People mugged
in the building lobby. An elderly man given the treatment by
a bevy of young heathens. The old having become game for
the young hoodlums. But you hang on. You hope it will not
happen to you. But it did. Two young males followed me into
my own elevator, throttled me, and went through my pockets.
I cooperated, handed over a 10-spot, then begged for my old-
time, good leather pinseal wallet, in which I never carry
money, but everything else of a fiscal sort-and got it back-

I "Aging in the Eighties: America in Transition." a survey conducted for the NationalCouncil on the Aging by Louis Harris & Associates. November 1981.2 Godbey, Geoffrey. Arthur Patterson, and Laura Brown, "The Relationshi of Crimeand Fear of Crime Among the Aged to Leisure Behavior and Use of Public Leisure Serv-ices," Washington, D.C.: The NRTA/AARP Andrus Foundation. 1980.Cook, Fay L., Wesley Skogan. Thomas D. Cook. and George Antunes, "Setting and Re-formulating Policy Agendas: Criminal Victimization of the Elderly," New York: OxfordUniversity Press, in press.
Hahn, Paul H., and Elizabeth R. Miller, Project Search and Inform, Cincinnati, HamiltonCounty, Ohio, 1979-80, Cincinnati, Ohio: Xavier University Graduate Corrections Depart.ment, 1980.



along with a warning that did I report the incident, they
would see me killed.

I am 93. Yesterday or so, on the street, I noticed ahead of me
a jam session of boys and one girl, if you looked sharp. I
changed course and crossed the street, knowing that every
step I took made me a "walking target."

William Hickman of Philadelphia Alescribed. how lie and-his -wife
had been sprayed with Mace, robbed, assaulted, and threatened with
death, right outside their home:

No words can describe the terror we went through. We
were caught offguard. Even if you are 9 feet tall, if they
catch you offguard, you cannot do anything. Some people say
carry a gun or get Mace. But it would not have done any
good. No words can describe how terrible this made us feel.
We are lucky because we had some financial resources. We
had money to have our locks changed; we had insurance.
But you would not believe the trouble you have to go through.

Another witness was an elderly Chicago woman who was raped in
her apartment one night. The committee did not identify her by name
because of fear of retaliation from her assailant-who at the time of
the hearing, had not been apprehended. She told the committee that
as a result of the rape, she is "afraid all the time" and is hesitant to
leave her apartment even when escorted by a friend or relative.

Those who have studied the problem of crime and the elderly have
found this kind of reaction typical. One study found, in fact, that
because of a fear of being victimized many elderly said they did not
go out of their homes once school was out.

While the experts agree that the level of fear about crime among
the elderly is very high, there has been controversy about the amount
of crime actually committed against older citizens.

Experts point out the inadequacies of the statistics in assessing the
differences on victimization types and impacts. Testifying at its hear-
ing, "Older Americans Fighting the Fear of Crime," George Sunder-
land, senior coordinator, Criminal Justice Services of the American
Association of Retired Persons said:

Some relationships between old age and criminal victimiza-
tion are clear, in terms of both negative and positive aspects.
Older persons in the United States have very low rates of
victimization in the very serious crimes of homicide, rape,
and aggravated assault. This is true in every locality I have
examined, except for the rare and special circumstances when
a psychotic rapist targets older women.

Many localities even of moderate to large size do not ex-
perience, for periods of 5, 10, and 15 years, a stranger-to-
stranger homicide in which the victim is over 65 years of age.
On the other hand, older persons are disproportionally vic-
timized by certain crimes. In some localities, older persons
representing only one-fifth of the population suffer three-
fourths of the victimization.

Op. cit.: Godbey.
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In December 1981, the Bureau of Justice Statistics (BJS) released
a bulletin on the subject of victimization rates of the elderly. The bul-
letin, presenting national victimization data of a yearly average from
1973-80, shows that for every major crime category, with one notable
exception, "personal larceny with contact," older people are victimized
less frequently than younger people (see accompanying chart and
table 1).

Victimization rates, 1973-80

Victims: = Age 12-64 C Age 65 and over

Household larceny

Personal larceny without contact

Household burglary

Motor vehicle theft

Simple assault

Aggravated assault

Robbery

Purse snatching/pocket picking

Rape

0 10 20 30 40 50 60 70 80 90 100 110 120 130 140
Rate per 1,000 persons or households

Source: U.S. Department
Statistics, December 1981.

of Justice, Bureau of Justice

However, a careful analysis of the data is necessary before one can
draw any major conclusions concerning the crime problem of the
elderly. Older persons are victimized disproportionately for several
types of crimes. Within the category of robbery, which is officially
defined as the taking of property by force or threat of force, the
elderly suffer a relatively high rate of robbery with injury. In fact,
victims over 65 report higher rates of robbery with injury than do
people in both the 35 to 49 and 50 to 64 age groups. Over half (55.8
percent) of robberies against persons over 65 result in injury, a ratio
which is the highest of all age groups (table 2) so, although older
Americans are less likely to be robbed, when they are robbed, they are
very likely to be injured.4

4 Jaycox, Victoria H.. Lawrence J. Center. and Edward F. Ansello, "Effectiveness Re-
sponses to the Crime Problem of Older Americans: A Handbook," National Council of
Senior Citizens. January 1982, p. 39.
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TABLE 1.-PERSONAL AND HOUSEHOLD CRIMES: VICTIMIZATION NUMBERS AND RATES FOR PERSONS UNDER
AGE 65 AND 65 AND OVER, 1973-80 YEARLY AVERAGE

Percent
Under 65 65 and over difference

__ between

Sector and type of crime Number Rate Number Rate ratesI

Personal neuter:
Crimes of violence --------------- 5,582,700 37.1 168.500 7.6 -79.5

Rape ----------------------- 160,800 1.1 22,200 ?.1I-------
Pobbery ------------------- 1,043,100 6.9 79,500 3.6 -48.3
Assault ------------------- 4,378,700 29.1 86 800 3.9 -86.6

Aggravated assault ------ 1,668,900 11. 1 30, 100 1.4 -87.7
Simple assault ------------ 2, 709, 900 18. 0 56, 600 2. 6 -85. 8

Crimes of theft ---------------- 15,600,500 103.6 521, 300 23.5 -77.4
Personal larceny with contact - 442,400 2.9 71, 600 3. 2 +9. 5
Personal larceny without contact 15,157,800 100.7 449,700 20.2 -79.9

Household sector:
Household burglary--------------- 5,046,200 97.8 748,600 50.0 -48.9
Household larceny----------------, 426,800 139.6 843,400 56.3 -F9. 7
Motor vehicle theft --------------- ,270,400 20.9 77, 000 5.1 -75.4

1 All of the differences are statistically significant at the 95-percent confidence level, except that for personal larceny
with contact which is not significant.

2 Estimate, based on a yearly average of fewer than 10 sample cases is statistically unreliable. Percent difference not
shown.

Note.-Provisional 1980 data are included in the averages.

Source: U.S. Department of Justice, Bureau of Justice Statistics, December 1981.

TABLE 2.-VICTIMIZATION RATES BY AGE. FOR ROBBERY AND ROBBERY WITH INJURY, AND PERCENT OF

ROBBERIES IN WHICH VICTIM SUSTAINED INJURY, 1977

Robbery with Percent of robbery
Age RobberyI injury' with injury

12to15 -------------------------------------------- 10.9 2.7 24.7
161to19 -------------------------------------------- 9.5 3.2 33.6
20 to24 -------------------------------------------- 9.1 3.7 40.6
25 to 34 --------------------- ------- -------- --- 6.3 2.6 41.2
35to49---------------------------------------------4.5 1.4 31.1
50to6 4 ...----------------------------------------- 4.3 1.3 30.2
65plus--------------------------------------------- 3.4 1.9 55.8

1 Rate per 1,000 population.

Source: U.S. Department of Justice, Law Enforcement Assistance Administration, "Criminal Victimization in the United
States, 1977," 1979.

In addition, for certain crimes like personal theft (i.e., picked

pockets and snatched purses), older Americans are as likely to be
victimized as are younger people. Older women are victiis of purse
snatching more often than women of any other age group.

A number of researchers state that one reason the elderly appear
undervictimized in comparison to the overall population is that they
have already circumscribed their activities. Large numbers of the
elderly (particularly the urban elderly) have restricted their tri-s in
the community to those that are essential. They have virtually elimi-
nated outside travel after sunset, and they avoid specific areas of the
community. Therefore. they have reduced their opportunity of becom-
ing victims of crime and are less at risk than other population groups. 5

"In Search of Security: A National 'erspective on Elderly Crime Vietinization." report
by the Subcommittee on iousing andI Consumer Interests of the Select Commnittee on Aging.
April 1977, p. 18.
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Crime statistics do not reflect the difference in exposure rates. In a
Midwest Research Institute study, it is noted:

Although the aging person is somewhat less often crimi-
nally victimized, considering the population of a metropoli-
tan area as a whole, that isn't a very informative comparison.
The elderly living in or near certain neighborhoods of
Kansas City, Mo., for example, can be as much as eight times
more vulnerable to serious crimes such as robbery, burglary,
or major larcenies than a younger resident of a relatively safe
suburb who works and shops in areas with lower crime rates.
This disparity is all the more significant considering the fact
that most older Americans live generally circumspect and
conservative lives. They are usually active avoiders of crime-
conducive situations. Their special vulnerabilities stem pri-
marily from the fact that economic and social changes have
tended to concentrate the elderly population of a metropoli-
tan area where there are relatively high numbers of unem-
ployed male youths who are dropouts from school. Thus, they
are in close contact with precisely that element of society most
likely to criminally victimize them.

Other factors have to be taken into consideration in the analysis of
the victimization statistics of the elderly, namely, who victimizes the
older person, where they are victimized, and what it does to the el-
derly's levels of fear.

Older people are actually victimized less in terms of statistical fre-
quency. But the crimes against them, being most often perpetrated by
violent strangers, youths, or by persons of another race, present a
pattern of strong unpredictability and danger. This pattern reinforces
a sense of vulnerability, of uncertainty-a sense of fear.'

To make matters worse, a study examining the physical location
where crimes occurred found that most violent crimes committed
against older persons took place in the victims' homes (32 percent),or a yard or common area of the building in which victinis' homes
were located (20 percent). In contrast, violent crimes against younger
groups tended to occur more frequently away from home, in the street,
or in commercial buildings. The authors suggest that some of the fear
of older persons about crime may be due to their recognition that
victimizations will more often than not involve an invasion of their
home, their last bastion of safety.8

Another important reason for the high level of fear is the severe
consequences that the elderly person faces if he or she becomes a vic-
tin of crime.

One recent analysis of national victimization survey data had these
empirical findings: The elderly are more likely to be injured when
attacked; they suffer wounds and broken bones less than others, butsuffer more internal injuries and are more likely to lose consciousness
s cunningham, Carl L. Patterns o Crimes Against Older Americans," Midwest Re-
sarch Institute. Kansas City, Mo., December 1975, p. 6.

7 Op. cit., Jaycox. p. 48.
8 Antunes, George E., Fay Lomax Cook, Thomas ). Cook. and Wesley K. Skogan, "Pat-terns of Personal Crime Against the Elderly: Findings from a National Survey," theGerontologist, vol. 17, No. 4, 1977.



or suffer cuts and bruises; and they are not more likely to need medi-
cal care, but if they receive it, its costs will constitute a much larger
proportion of their income than is the case for other age groups.
Another study also found that the economic consequences of crime are
severe for the elderly.9

One study in Kansas City found that elderly victims lost 23 percent
of a month's income, and those, below thepoverty- line- lost- 10G percent.
And for those older persons living on fixed incomes, there is no oppor-
tunity to recoup losses through future earnings.10

Senator Lawton Chiles, ranking minority member of the Special
Committee on Aging, summed up the dire consequences of victimiza-
tion among the elderly. In his statement at the committee hearing,
"Older Americans Fighting the Fear of Crime," Senator Chiles
pointed out:

The elderly usually suffer a greater amount of financial,
physical, and psychological loss when they are victimized.
Younger members of society can recuperate both financially
and physically in many cases, but older bodies heal more
slowly and when you have left the work force and are on
a fixed income, it is hard, if not impossible, to regenerate life
savings.

B. OLDER AMERICANS FIGHTING BACK

The fear of crime has mobilized communities and older persons to
take positive actions. The U.S. Senate Special Committee on Aging
in its hearing, "Older Americans: Fighting the Fear of Crime," ex-
amined the ongoing efforts of many communities and older individ-
uals. Senator Heinz highlighted these efforts and the ultimate purpose
of the hearing:

There is another-and brighter-side to this picture. Older
Americans themselves are fighting back with their own re-
sources. In many communities they are providing the leader-
ship, organizational skills, and daily efforts needed to create
an environment that is free and safe.

Steps have been taken, but much still remains to be
accomplished.

The purpose of this hearing is to examine what has been
done and what can be done with both public and private re-
sources to aid in the fight against crime, and to make the pub-
lic aware of successful community efforts in crime prevention
and victim assistance to older citizens.

One of the most significant findings of the committee's hearing was
that in scores of communities, oldei people are translating concerns
about crime into action. As volunteers for the police, the courts, com-
munity programs, and social service agencies, the elderly are finding
that they can make a difference-by preventing crimes, improving
criminal justice operations, and helping persons who have become
victims.

t Cook. Fay L., Wesley G. SMogan. Thoras D. Cook. and George Antunes, "Criminal Vic-
timization of Elderly: The Physical and Econonic Consequences," the Gerontologist, vol.
18. No- 4. 1978.xo Op. Cit., Cunningham.



Using older persons as a resource in the criminal justice system is
a relatively new trend. This trend may be the result of simple eco-
nomics: Criminal justice agencies increasingly realize that their
agency budgets are not sufficient to maintain and improve services
and public demands and wants.

Or it may stem from the fact that criminal justice administrators
recognize several basic points about older volunteers:

-Older people are generally supportive of the criminal justice
system and they are available.

-Older volunteers often have needed skills or are readily trained,
and they are eager to participate in improving the level and
quality of community services.

-Older volunteers are usually dependable and conscientious, ex-
hibiting high workmanship, standards, and ethics.

-Older volunteers are experienced, bringing with them many years
of practical and specialized knowledge.

-Older volunteers can perform valuable community relations serv-
ices as they become personally involved in advocating for the
services of the agency.

The committee heard testimony from three older Americans who
were an example of volunteers taking an active role in the fight against
crime.

Albert Hedges, at 70 years of age, is a full-time "ringleader against
crime" in York, Pa. Two years ago, he decided to do something about
crime. He went to his local police department to complain about the
high level of crime in his neighborhood. They suggested he help
organize a "neighborhood block watch program," which made sense
to him since, in his own words, "I am an oldtimer who came up the hard
way. I had been taught that an ounce of prevention is worth a pound
of cure."

At the ace of 68, Hedges started a new career in crime prevention.
He organized his neighborhood into a block watch program with
monthly neetinmrs at which a crime prevention police officer would
present films and give specific instructions on how to prevent muggings
on the street: how to make sure you have good locks and proper
window security; the need to engrave valuables for identification; and
the need for citizens to help each other to nrevent disturbances, and to
call the police immediately for help without delay. He is called acaptain" and is on duty almost 24 hours a day. His efforts were such
a success that crime was nearly eliminated from his block, and the
Governor of Pennsylvania made a special trip to commend Hedges
and his neighbors.

Another volunteer who testified was Dorothy Olmstead, a 72-year-
old retired secretary who is now a sergeant in a posse in Sun City,Ariz. Olmstead is in charge of the posse's "vacation watch" program
Last year, Sun City residents sent in about 10,000 "vacation watch"
cards to the posse. The cards indicated who has keys to the house aswell as other information which might be needed during emergencies.
Olmstead and other posse members then patrol by those homes, rou-
tinely checking to make sure everything is in order.

The posse raises all of its operating funds from private contribu-
tions. Last year, contributions totaled $750,000. The posse works with
the Maricopa sheriff's department which helps out by providing train-



ing and supervision. The sheriff feels that the volunteers enable his

department to provide essential services to an area that is larger than

the States of Connecticut, Rhode Island, and Delaware combined,
and he estimates that it saves taxpayers in the county about $1 million
a year.

The third volunteer was Elizabeth Battcock, an 82-year-old retired

schoolteacher fromlY lYkersX-Y.Shehlped "evelop and run a victim

assistance "CARE" program for the elderly. Battcock and other

seniors now go to court regularly to observe cases involving elderly
victims "so that the judge and jurists will know that older people care

about the way the case is handled." Using a car donated by the local

police department, they also give older victims needed support after

a crime-everything from helping get a new set of eyeglasses to just

giving them someone to talk to about the experience. They also help the

police department, they also give older victims needed support after

the older victims fill out forms for the New York State victim compen-
sation program, escort victims to and from the court, explain the court

system to them, rehearse the question, and make reassuring phone calls

so that they are not afraid to testify. The volunteers under the program

are given training by the district attorney's office and in turn, the
volunteers are now providing inservice training for police officers sen-

sitizing them to the special needs of the older victims.
The assistance given by these three volunteers and the thousands of

others like them mean a great deal to their communities. However,
none of these volunteers would have been able to contribute without

the training and cooperation of effective programs, most of which were

started with Federal funds.

1. MODEL PROGRAMS

To assist older people to avoid becoming victims of crime, the U.S.

Senate Special Committee on Aging published an information paper
"Crime and the Elderly-What You Can Do." One section of the pub-
lication "Senior Power-Get Involved As a Volunteer" describes some

outstanding volunteer programs. Some of these are:
-In Cottage Grove, Oreg., senior citizens serve as crime prevention

specialists, visiting homes and buildings to instruct residents on
how to make homes more secure.

-In St. Louis, Mo., a team of police-trained senior citizens per-
form home security inspections, help other senior citizens install

locks and peepholes, and fix broken windows and light fixtures.

-In San Diego, the police department uses senior citizens as aides

to help analyze crime statistics. The seniors help take data from

crime reports and code them for the computers so that trends can

be studied.
-In Far Rockaway, N.Y., senior volunteers monitor a citizens band

radio located at the police station so that when a call for police

service is received over the C.B. it can be immediately relayed to

the police dispatcher.
-Trained senior volunteers in Pasadena, Calif., give immediate

attention and support to older crime victims. Working on a 24-

hour police call for emergency cases, these volunteers relieve che

burden of the police by providing whatever help older victims

need to overcome the trauma and losses.



Much of the credit for initial experimentation in the area of crime
prevention, victim assistance, and use of older volunteers, should go
to the Law Enforcement Assistance Administration (LEAA).
Through its citizens initiative program, and its community anticrime
program, LEAA provided the seed money for these effective
innovations.

Three other Federal agencies have also contributed to research and
development of anticrime programs for the elderly: The Community
Services Administration; the Administration on Aging; and the De-
partment of Housing and Urban Development.

In 1977, in an unusual coordinated effort, these four agencies and
two private foundations joined in funding a $5-million, 3-year research
and demonstration program in seven sites, aimed at learning about
and reducing the incidence and impact of crime against senior citizens.
An evaluation of this program was in great part favorable. It found
that the elderly "seem to be genuinely interested in and receptive to
crime prevention information and prepared to change their behavior
as a result of this information"; that the "education and prevention
measures in these communities indicated considerable success"; and
that "the initial experiences of the victims with the program were
highly favorable." 11

Beneficial or not, these anticrime service programs face hard times
ahead, brought on in great part by the termination in Federal funding
for criminal justice services which LEAA provided. Thus, not only
is there little prospect of launching new anticrime programs modeled
on these exemplary strategies, but the models themselves are falling
prey to wholesale cuts in funding.

2. PHASEOUT OF LAw ENFORCEMENT ASSISTANCE ADMINISTRATION
PROGRAMS

Grants aimed at anticrime activities have been made. available
through two major programs administered by the U.S. Department
of Justice: LEAA and the juvenile justice program. Although statu-
tory authority for the LEAA program is available through fiscal year
1983, grants under this- program face termination resulting from
budget reductions.

The LEAA program incurred major cuts in its budget for 1981
which virtually eliminated funding for block and discretionary grants.
The Reagan administration will maintain these budget reductions in
LEAA's budget for 1982 and 1983. Only the Federal research and
statistical assistance functions administered by the National Institute
of Justice and the Bureau of Justice Statistics will remain.

State and local governments and interest groups have argued for
some continuation of grant assistance even at more modest levels. They
feel that lacking Federal seed money. criminal justice innovation will
not be possible. The Reagan administration has cited the need for
reducing Federal spending in justification for continuing the phase-
out of LEAA grants in fiscal year 1982 and fiscal year 1983. The Law

'n George F. Bishop, et al., "An Impact Evaluation of the National Elderly Victimization
Prevention and Assistance Program, ' Behavioral Sciences Laboratory, University of Cin-
cinnati, 1979.



Enforcement Assistance Administration will cease existence as of

April 15, 1982. All of its remaining functions will be assumed within

the Department of Justice.

3. IMtPACT OF BrooET CUTS OX ELDEUY CRIME PREVENTION AND

VICTIm ASSISTANCE PROGRAMS

In testiiony before the Special Committee on Aging, project direr-

tors of elderly crime prevention programs and victim assistance serv-

ices verified the fact that LEAA funds were their major source of

support. They testified that other agencies supplemented their

fundingr.
The Department of Housing and Urban Development has funds

available for crime prevention model projects for public housing pro-

grams. The Department of Health and Human Services through the

Older Americans Act makes available under title III-B funds for

social services (though previous to the 1981 amendments to the act

there was no language referring to anticrine efforts). The Community
Services Administration had funded model projects in the area of

crime prevention.
However, LEAA funds and local sources of funding and law en-

forcement agencies made up the bulk of support for their programs.

After testimony from the project directors, it was apparent that a

majority of anticrime and victim assistance programs have a uncer-

tain future since the demise of LEAA funding. Programs will have

to rely on already overextended local and State resources, and local

private or community support, and reliance on the help of trained

older volunteers.
C. FUTURE DIRECTIONS

Given the current atmosphere of budgetary austerity at all levels of

government, it is highly unlikely that there will be any mounting of

new programs using large amounts of Federal funds. Yet, it is possi-

ble that some progress can be made to prevent crimes against the

elderly, and help those elderly who are victimized, if the right re-

sources are mobilized.
The most important resources are the elderly themselves. As the

Special Committee on Aging discovered, a relatively neglected source

of potential growth for anticrime services is older citizens themselves.

The capacity of trained, reliable, and productive older volunteers to

expand the services of existing programs at low cost, while at the same

time gaining a great deal in return for those who do the volunteering,
is clear. Another important resource are the people who work with

the elderly on a daily basis-nutrition workers, visiting nurses, senior

center staff. All can be taught to recognize and deal with the problems

of crime and fear of crime.
This community of service agencies could become an extra resource

for continued reform-if it is effectively mobilized. To help mobilize

both these groups the committee has in addition to sponsoring the
hearings taken two steps:



1. SPECIAL COMMITTEE ON AGING PUBLICATION

In response to the need for better public awareness of effective crime
prevention steps, the Special Committee on Aging prepared an in-
formation paper entitled: "Crime and the Elderly-What You Can
Do." The publication highlights those crime problems which are the
most serious threats to older Americans. It also gives practical and
tested advice on what an older person can do to reduce the risks of
becoming a victim, and suggests actions that older people can take to
help prevent crime and to assist the police and crime victims. It was
prepared in conjunction with the Office of Justice Assistance Research
and Statistics of the U.S. Department of Justice, the Crime Preven-
tion Coalition, the Criminal Justice Services of the American Associa-
tion of Retired Persons, and the Criminal Justice and the Elderly
Program of the National Council of Senior Citizens.

2. HEINZ AMENDMENT TO THE OLDER ANERICAKs ACT

In order to encourage greater coordination among service providers
and a greater pooling of scarce resources, Senator Heinz introduced
an amendment to the Older Americans Act to provide for crime pre-
vention services and victim assistance programs for older individuals
under the social services title (title Ill-B). The amendment, which
was accepted by the Senate, became part of the 1981 amendments to
the Older Americans Act (Public Law 97-115).

The amendment will allow those who provide aging services to work
cooperatively with law enforcement agencies, community organiza-
tions, and older volunteers in the development of crime prevention
services and victim assistance programs to older citizens.

While no additional funding is provided to implement the amend-
ment, it should make possible a more effective use of resources and
greater coordination among those who have direct contact with older
citizens under the Older Americans Act and other organizations in
the community with the authority and expertise to combat crime and
assist victims.



Chapter 23

CONSUMER FRAUDS AND DECEPTIONS

Defrauding the elderly can mean big profits to the unscrupulous.
Not only is the over-65 market a lucrative source of consumer expendi-
tures, worth well over $60 billion annually, but a number of age-related
factors, such as reduced fixed income levels and chronic health condi-
tions, contribute to making the elderly the easiest targets for economic
abuse by charlatans, quacks, and quick-buck artists. Ironically, at the
same time that older consumers as a cumulative market are growing in
consumer power, as individuals many live close to the poverty line and
have little in the way of disposable income. Consequently, crimes aimed
at the elderly's pocketbooks far too frequently have severe consequences
for the victims.

In response to these factors, as well as substantial evidence suggest-
ing that economic frauds and deceptions against the elderly are wide-
spread and increasing, the Senate Special Committee on Aging has
initiated broadbased examination into these issues. As part of this
inquiry, the committee held a field hearing in Harrisburg, Pa., on
August 4, 1981, and is conducting a national survey concerning frauds
against the elderly. The results of this survey and review will be
published early in 1982. In addition, several members of the Senate
Special Committee on Aging introduced legislation, S. 1407, to
strengthen the U.S. Postal Service's ability to combat frauds perpe-
trated through the mail. The following is an overview of the major
issues surrounding economic frauds and deceptions against the elderly
and a summary of the Senate Committee's activities in this area.

A. OVERVIEW

1. THE TYPICAL ELDERLY VIM

The typical elderly consumer, the widowed female resident of the
inner-city, is also the most likely victim of economic fraud or deception.

Typically, the victim owns her own home, has had her income cut in
half due to the death of her husband, and has limited mobility. Elderly
men and seniors living in rural areas are, however, also the targets of
these frauds.

2. THE CON ARTIST

Numerous studies have shown that the perpetrators of economic
deceptions and frauds against the elderly are skilled observers of
human nature who are. adept at spotting and courting likely victims.
Con artists never look like con artists. They usually appear as friendly,
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trustworthy, and helpful individuals who are actually taking advan-
tage of a generation that grew up in more trusting times.

They usually prey on a need and desire for increased income or the
charity of the victims. They find their subjects in numerous and in-
genious ways--by reading the obituary columns to identify recent
widows, by driving through neighborhoods to find older homes obvi-
ously in need of repair, or by advertising quack medical devices or
phoney work-at-hone schemes in magazines, newspapers, and via the
mail.

3. No GROUP Is EXEMPT

While certain elderly people have specific characteristics that make
them particularly at risk of being defrauded, those who seek to de-
fraud the elderly are not discriminatory. The poor elderly are
defrauded of their nickels and dines, while those with formal educa-
tion and sufficient income only lend themselves to more sophisticated
frauds for bigger takes. In a study done for the Battelle Law and Jus-
tice Study Center it was found that the level of education attained by
an older person increases the amount of money and intimidation in-
volved in a reported abuse, but no elderly socioeconomic subgroup was
more victimized than another.'

4. IMPAcT OF FRAUD ON THE ELDERLY VICTIM
There is no reliable data presently available which describes the

scope of the financial, physical, or emotional impact of frauds against
the elderly.

However, testimony before both the House and Senate Aging Com-
mittees has provided a conprehensiv-e picture of the range of such con-
sequences, ranging from ismall, but embarrassing, financial losses, to
actual loss <f life. Investigators have identified organized groups of
con artists, such as the Williamson Gang, who travel around the coun-
try performinig relatively small-time scams that frequently cause more
shame and frustration to the elderly victim than significant financial
loss. On the other hand, other victims suffer severely. Cases have in-
cluded suicides as a result of loosing -a life's hard-earned savings and
deaths caused by a victim's abandoning traditional medical treatment
for "miracle cures."

The committee is now conducting a national survey of consumer
problems and economic frauds against the elderly. The study will
identify the prevalence and impact of the various types of frauds
aganst the elderly.

B. FACTORS CONTRIBUTING TO THE VULNERABILITY
OF THE ELDERLY

1. HEALTH CONCERNS

The elderly are frequently concerned about their health and they
can be opportune targets for medical quackery. The 1975 National
Council on Aging/Lou Harris nationwide attitudinal survey identi-

Battelle Law and Justice Study (enter. final report. "Conisumerisn and the Aging: TheElderly As Victims of Fraud," November 1978, page 19.
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fied fear of poor health and declining physical condition to be the
most widely held fears associated with growing old. Additionally,
numerous studies have shown that arthritis is the most frequent
cause of limited mobility among the elderly. The Arthritis Founda-
tion estimates that $950 million is spent on phoney or unproven
arthritis cures annually.2 Other concerns such as cancer and the
aing process itself can motivate the elderly to seek out so-called
"miraculous" health cures.

2. LmrrED INCOMEB

The vast majority of elderly live on fixed incomes and a sub-
stantial number are poor or near-poor. These factors coupled with
their real and heightened need to offset the ravages of inflation
make the elderly particularly susceptible to fraud by bogus invest-
ment and business opportunity schemes. More than 92 percent of
elderly unrelated individuals receive social security (1980) ; 15.7
percent of individuals over the age of 65 have incomes below the
poverty line, while 25.7 percent have incomes below 125 percent of the
poverty line (190).

3. HOMEOWNERSHP

While many elderly live near the poverty line, the majority of
older people own their own homes and over half of those homes were
built prior to 1940. These older homes require substantial care. Ac-
cordingly, the elderly are particularly susceptible to one of the most
common and lucrative economic frauds-phoney home repair.

4. NEW RoLEs

A large segment of the elderly population are widows who,
although proficient in some consumer areas, traditionally relied on
the husband to make economic decisions. Consequently, they are not
as skilled in those consumer areas that are also the most susceptible
to fraud such as home repair and investment. About 52 percent of
women over the age of 65 are widowed.

5. LOWERED AWARENESS

As a group, the elderly tend to make things easier for perpetrators
of economic deceptions and frauds. A 2-year University of Pittsburgh
study found that the elderly not only complain less than other groups,
but also have lower levels of awareness of unfair business practices.4

6. LimiTED MOBILITY

A substantial number of the over-65 population have limited mobil-
ity due to health impairments and lack of transportation making them
particularly liable to fraudulent practices that appear to provide easy
accessibility, such as work-at-home and door-to-door schemes.

2 Heckt. Annabel, "Hocus-Pocus as Applied to Arthritis", FDA Consumer, Septeim-
ber 1980, page 24.

Nelson. Thomas C.. "Consumer Problems of the Elderly." FTC. August 1978. p. 26.
-Perloff. Robert. and McCaskey. Patrick H.. "Nonnionetary Costs Associated With Con-

sumer Fraud and Dissatisfaction of the Elderly," presented at the 1978 American Council
on Consumer Interests Conference. Chicago. 1978.



7. IsorAToN

Many older people live by themselves, increasing their loneliness and,consequently, their vulnerability to con artists who appear friendly
and offer their company as a method to gain access to the elderly to get
their foot in the door. About 28 percent of noninstitutionalized persons
between the ages of 65 and 74 and about 41 percent of those over 75 live
outside a family setting (1979).

8. SENSORY IMPAIRMENT

Two physical conditions-vision and hearing impairment-can re-
duce the elderly consumer's ability to receive consumer information
and perform economic transactions with confidence. Vision and hear-
ing are the major means for attaining information about goods and
services, for comparison shopping and for knowledge about consumer
rights. At the same time, vision and hearing impairments are common-
place among the elderly. Only 15 percent of the very old, individuals
over 75 years old, have 20/20 vision even with correction, and 75 per-
cent have some type of hearing impairment.5

9. LIMITED EDUCATION

One out of eight elderly have reading skills poor or inadequate
enough to be considered functionally illiterate, creating a disadvantage
in attaining consumer information and performing transactions.
Minority elderly suffer even higher rates of illiteracy. The rate among
the black elderly may be as high as 33 percent.6

C. TYPES OF FRAUD

Fraud and economic deception includes such diverse transactions
such as "miracle cures" for health problems, insurance sales, and landinvestmient. Leading economic deceptions against the elderly arc health
frauds, bunco schemes (confidence games), and home-repair schemes.

Medical frauds have the dubious distinction of potentially bearing
the greatest harm for they can have drastic physical consequences aswell as negative financial and emotional outcomes. A mid-1970's esti-mate by the Consumers Union that at that time Americans spent $2billion a year on medical frauds, suggests the tremendous market inmedical quackery. Medical frauds include a diverse range of productssuch as: Enzymes and herbs purported to be "miracle cures," self-diagnosis instruments such as faulty blood-pressure cuffs or eyeglasses
sold at less than full strength so that the victim will have to returnfrequently. Perhaps the most heartbreaking examples are the boguscures for terminal or irreversible diseases such as cancer orempliysema.

Bunco schemes-or confidence games-defraud through trickery.The Brunco artist uses deception to gain the confidence of the victim.For instance, in Euclid, Ohio, an elderly widow was bilked out of about$100,000 in jewelry by con artists posing as authorities investigating acheck fraud case. It is estimated that there are 800 ingenious buncoschemes such as this one ourrently being practiced by con artists.
Nelson, Thomas C., "Consumer Problems of the Elderly," FTC, August 1978, page 26.8 Iid., page 22.
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The pigeon drop is one of the most common bunco schemes. The
California Department of Justice estimates that in that State alone
a half a million dollars a year is lost on this scheme. There are many
twists to this con, which to the sophisticated seems too incredible to
work. In the most common variation an older person is approached
by "strangers" who claim to have found a large bag with cash in it
andLthrough a series aLdeceptions convince the victim to withdraw
cash from his bank to put up as "good faith" money toward splitting
the "found" money. The victim is usually convinced to put the with-
drawn cash in a purse or parcel and in a final deception the cash is
switched with cut-up newspapers.

Home-repair and improvement frauds include the selling of un-
needed work, work contracted for and not provided, and poor work-
manship or materials. Using a common bunco technique, home-repair
and improvement swindlers may pose as city inspectors, utility repre-
sentatives, employees of well-established home-improvement contrac-
tors, or claim that a neighbor referred them. They usually arrive one
day at the homeowner's door without having been requested. In one
common approach a "representative" from a contracting company
"just happens to be in the neighborhood" and after making a "free no
obligation" inspection convinces an older homeowner who cannot
climb up to his roof that his chimney is about to cave in. For an un-
reasonable sum of money, sometimes requested as "half now for mate-
rials" and the rest later, the representative pretends to go purchase
materials and absconds with the victim's money.

Experts suggest that other common areas of fraud against the
elderly include, but are not limited to, the sale of insurance; the sale
and repair of automobiles and appliances; business opportunity and
investment schemes; a variety of mail order sales; and dealings with
nursing and boarding homes.

D. HEARING IDENTIFIES MAJOR FRAUD AREAS
AFFECTING THE ELDERLY

To learn more about the range of frauds perpetrated against the
elderly, the severity of their impact, and ways of solving problems,
Senator Heinz, chairman of the Senate Special Committee on Aging,
held a hearing on August 4, 1981, in Harrisburg, Pa., on "Frauds
Against the Elderly." Witnesses testified to a staggering array of
frauds, deceits, and callous exploitation worked against the elderly.
The witnesses included noted national authorities, a convict who made
a career out of defrauding the elderly, and Pennsylvania officials who
testified on problems relating to frauds against the elderly on a State
level.

The hearing included demonstrations of fraudulent techniques and
devices commonly used against the elderly. Virginia Knauer, Special
Assistant to the President, and Director of the U.S. Office of Consumer
Affairs, displayed fraudulent medical devices such an electrogalvanic
bracelet and an acunressure massage mat. Kenneth Fletcher, Chief
Postal Inspector, U.S. Postal Service, dramatized the danger of mail
order "miracle cures"' by citing an example of a "cancer cure" which
consisted of contaminated kelp compound that the individual was to



inject into himself. The product was seized by postal officials and upon
analysis was determined to be so full of toxic substances that use of it
described in the accompanying advertising material could have caused
death. Chief Fletcher also described a $500,000 real estate scam that
drove a retired farmer to suicide. Convicted felon and former counter-
feit coin dealer, Hap Seiders, gave examples of common swindling
techniques, such as changing his corporation's name to avoid detection
by authorities and of several financial investment scams.

Ms. Knauer and Mr. Fletcher both testified to the efforts currently
taking place on a Federal level to combat fraud against the elderly.
Ms. Knauer stated that the administration is working to reduce these
crimes through a program of increased public awareness including
consumer education through the media and of public displays of fraud-
ulent products.

Mr. Fletcher described mail fraud as a high priority for the U.S.
Postal Service and praised bill S. 1407 (see below) as a vehicle for
strengthening the Postal Service's ability to investigate and restrain
fraudulent schemes.

Pennsylvania officials related the range and depth of problems re-
lated to economic frauds against the elderly on a State level.

Terry Lazin, director of the Pennsylvania Bureau of Consumer Pro-
tection, testified that her office receives about 5,000 complaints yearly
from the elderly concerning economic crime. Ms. Lazin estimated that
this figure represents only 5 percent of the total frauds that are actual-
ly perpetrated against the elderly.

Other witnesses included the Attorney General of Pennsylvania, the
director of the Pennsylvania Bureau of Consumer Protection, the U.S.
Attorney from the middle district of Pennsylvania, the Secretary of
the Pennsylvania Department of Aging, and the head of the economic
crime unit of Philadelphin's District Attorney's office. They de-
scribed Pennsylvania's efforts to deal with the problem of frauds
against the elderly by educating older consumers through an inter-
agency task force established by the Governor.

E. SURVEY ON CONSUMER PROBLEMS OF AND
ECONOMIC FRAUDS AGAINST THE ELDERLY

As an outgrowth of the Pennsylvania hearing, Chairman Heinz
directed the committee staff to conduct a national survey of these is-
sues. The committee poled over 1,400 chiefs of police, district attor-
neys, and State consumer office during the fall and winter of 1981.
The purpose of the survey is to identify the national impact of the
problem, and what can be done to combat frauds against the elderly
on national and regional levels. The results will be released early
in 1982.

F. BILL INTRODUCED TO STRENGTHEN THE ABILITY
OF THE POSTAL SERVICE TO DEAL WITH MAIL FRAUD

In an effort to strengthen the hand of postal authorities to
combat mail fraud, Senator Prvor introduced and Senators Heinz and
Chiles, chairman and ranking minority member of the Committee on



Aging, were original cosponsors of S. 1407, a bill to amend title 39 of
the U.S. Code, to strengthen the enforcement powers of the U.S.
Postal Service to deal with schemes perpetrated through the mails.
The bill would give the Chief Postal Inspector the same subpoena
powers given to the Inspectors General in most other Government
agencies. S. 1407 was favorably reported from the Subcommittee on
ciil-Service,-Postiices, -and 0neralSevicesof -thSenate -Com-
mittee on Governmental Affairs. Action is expected by the full com-
mittee during 1982.

Testimony by Postal Inspection personnel suggests that mail
frauds, estimated to involve billions of dollars per year are on the
increase. Postal authorities estimate that 60 percent of these frauds
are perpetrated upon older Americans. Due to low incomes, limited
mobility, and poor health, many elderly rely on mail-order sales for
conducting their business. All of these factors demonstrate the need
for this legislation.

While the Postal Inspection Service has accumulated an impressive
track record in putting an end to innumerable mail-fraud schemes,
several obstacles impede its efforts to obtain an even greater number
of successful prosecutions and to permanently ban those convicted of
wrongdoing from reestablishing their fraudulent operations by simply
changing their names or operations. This bill would establsh these
impediments.

In order for the Postal Inspection Service to evaluate whether a
product measures up to its advertised claims, the Service must send
for it through the mail in much the same way that an ordinary citizen
does. It can take up to 3 months to receive a product, which must then
be evaluated. The Service must then approach an administrative law
judge or a U.S. attorney for action. 'The critical factor is the delay
caused by this process.

Defrauders of the elderly know the nature of this procedure. As a
result, they commonly place an ad, take orders for several months, and
fill all the orders at one time as they close down their business opera-
tion, oftentimes reopening under another name. By the time the inspec-
tors receive their product the perpetrators and their assets have
vanished.

S. 1407 provides a solution to the problem. In addition, it gives the
Postal Service the authority to appear at the address mentioned in
a suspicious ad, present a postal money order for the amount of the
purchase, and receive immediate access to the product.

A third item in the bill would give the Chief Postal Inspector the
authority to obtain an order barring named individuals from further
engaging in the scheme which was the subject of a prior action. Viola-
tions of this order could be punished with civil penalties up to $10,000
for each violation.

S. 1407 does not add significant new costs to the Treasury. It will,
if passed, go a long way toward providing the Postal Inspection Serv-
ice with the necessary tools to move promptly and efficiently against
those who victimize our Nation's elderly.



Part VII

CONFERENCES
The third White House Conference on Aging took place in Novem-

ber 1981, amid renewed public interest in the situation of older
Americans and in the appropriate level of public responsibility for
meeting the needs of the aged. Well over 4,000 delegates and observers
met for an intense week of discussion, debate, and voting. The hectic
pace of the Conference deliberations often masked the extensive and
thoughtful work done earlier in the year to prepare for the Conference,
as reaected in the technicai reports, miniconferences, and State reports.
These documents, along with the over 600 recommendations approved
by the delegates, constitute a valuable resource for all those inter-
ested in the implications of aging for every facet of our society.

At the same time that Congress attempts to absorb and evaluate
the work of the White House Conference, preparations are well under
way to prepare for a similar international conference. The 1982 World
Assembly on Aging, sponsored by the United Nations, will bring to-
gether representatives of the governments of both developed and de-
veloping nations in Vienna, Austria, to exchange information and to
begin more direct collaboration in dealing with the challenges posed
by the worldwide "graying" of the human race.

Although many important conferences on aspects of aging and pub-
lic policy occur every year, these two major events, sponsored by the
U.S. Government, pirovide a unique opportunity to assess the national
and international "state of the art" in public policies and programs
concerning the aged and aging.
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Chapter 24

1981 WHITE HOUSE CONFERENCE ON AGING

OVERVIEW

On November 30, 1981, over 4,000 delegates and observers to
the third White House Conference on Aging began 4 days of de-
liberation and debate on major issues that affect the elderly. The
over 600 recommendations made during the Conference will influence
both legislative and administrative activities for the decade of the
eighties. Because it is not yet possible* to evaluate the substantive
achievements of the Conference, this chapter will summarize the
events leading up to the Conference and the schedule of post-Con-
fei ence activities.

The 1981 White House Conference on Aging provided the oppor-
tunity to confront both short-term and long-range issues of concern
to an aging society and to develop recommendations and directions
for responsive public action. A number of factors were cited as being
significant in convening the 1981 Conference. They included:

-The increase in the total number of older people in America
and the growing proportion they represent in the population
as a whole.

-The phenomenon of longer life and the projected continual
increase in the size of the older population.

-The increased pool of knowledge available about why and how
people age.

-The growth in private and public services for older Americans.
-The increased awareness on the part of public policymakers

that the older population is, while beset with a multitude of
problems, also an important national resource.

When Congress authorized the 1981 White House Conference
on Aging in 1978 (Public Law 95-478), it recognized that the dramatic
demographic and societal changes made it essential that a renewed
national policy on aging be developed. Congress also noted that
emphasis be placed on the "right and obligation of older individ 'als
to free choice and self-help in planning their own futures." The
culmination of the 1981 White House Conference on Aging marked
the beginning of a process designed to articulite a comprehensive
and coherent national policy on aging for the coming decade.

A. LEGISLATIVE BACKGROUND

On October 18, 1978, President Carter signed legislation (Public
Law 95-478) which authorized the 1981 White House Conference
on Aging. The 1981 Conference was held on November 30, 1981
to December 3, 1981, in Washington, D.C. This was the fourth
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time a national forum of aging had been held in Washington since
1950. Although the first one was not officially designated as a White
House Conference, the Conference in 1961 and 1971 were.

The legislation which authorized the Conference noted nine policy
areas for consideration. They included:

(1) Improvement of the economic well-being of older individuals.
(2) Increase in availability of comprehensive and quality health

care for older individuals.
(3) Expansion of availability of appropriate housing with supportive

services to promote increased independence for older individuals.
(4) Increase in the comprehensiveness and effectiveness of the social

service delivery system for older individuals.
(5) Promotion of greater employment opportunities for middle-

aged and older individuals.
(6) A more comprehensive and responsive long-term care policy.
(7) A national retirement policy that contributes to fulfillment,

dignity, and satisfaction of retirement;
(8) Policies to overcome false stereotypes about aging and the

process of aging.
(9) A national policy with respect to biomedical and other ap-

propriate research.
In addition, the legislation for the Conference assigned major re-

sponsibility to the Secretary of Health and Human Services for both
the planning and implementation of the Conference. The Secretary
was to be assisted by the Commissioner on Aging and the Director of
the National Institute on Aging in carrying out these duties.

The legislation also set forth a number of pre- and post-conference
requirements which included:

-Providing financial assistance to State and area agencies on aging,and other appropriate organizations to enable them to organize
and conduct pre-White House Conferences on Aging.

-Preparing and disseminating background materials to the dele-
gates to the Conference.

-Appointing an advisory committee to the Conference; and
-Issuing a final report to the President and the Congress within 180

days following Conference adjournment on the findings and the
recommendations of the Conference, and within 90 days after the
release of this report, submission of recommendations for legisla-
tive and administrative actions.

Congress appropriated $6 million to conduct the 1981 Conference. In
addition to paying for arrangements for the Conference itself and for
the expenses of the delegates who attended, the funds have been
used to pa.y operating expenses and a staff which began initial planning
in mid-1979 and will conclude its work on the final Conference re-
port by late 1982.

B. CONFERENCE LEADERSHIP

Although the 1981 White House Conference on Aging was author-
ized in October 1978, initial planning for the Conference did not
officially begin until June 1979. With the change in admini4ration
in January 1981, Secretary of Health and Human Services Richard
Schweiker assumed the overall responsibility for the Conference.



In March 1981, Secretary Schweiker named David Rust as the new
executive director for the Conference. Mr. Rust had previously served
4 years on the staff of the Senate Special Committee on Aging, the
last 2 of those years as minority staff director.

In May 1981, 58 newly appointed advisory committee members
were sworn in by the Secretary of HHS and began their work of helping
Director Rust and his staff prepare for the Conference. Constance
Armitage of Inman, S.C., was namedchairperson oTthe committee
and the Conference. Ms. Armitage is an associate professor of art
history at Wofford College, Spartanburg, S.C. Six deputy chair-
persons were also named for the Conference: J. Glenn Beall, former
U.S. Representative and Senator from Maryland (6 years as ranking
minority member on the Senate Subcommittee on Aging and 4 years as
a member of the Special Committee on Aging), Frostburg, Md.; Anna
Brown, the executive director of the Mayor's Commission on Aging,
Cleveland, Ohio; Dr. Arthur Flemming, former Secretary of Health,
Education, and Welfare, and Commissioner on Aging and the chairman
of the 1971 White House Conference on Aging, Alexandria, Va.; Consuelo
Garcia, chairman of the Mexican-American Cultural Society of
Houston, Tex.; William Kieschnick, president and chief executive
officer of Atlantic Richfield Co., Los Angeles, Calif.; and Eleanor
Storrs, a board member of the National Alliance of Senior Citizens,
Coronado, Calif.

In addition to the 58-member advisory committee, four congres-
sional leaders were named by Secretary Schweiker to serve as honorary
chairmen for the White House Conference on Aging: Senator John
Heinz (R-Pa.), chairman of the Senate Special Committee on Aging;
Senator Lawton Chiles (D-Fla.), ranking minority member of the
committee; Representative Claude Pepper (D-Fla.), chairman of the

House Select Committee on Aging; and Representative Matthew
Rinaldo (R-N.J.), ranking minority member of the committee.

In October 1981, Secretary Schweiker announced a change in the

Conference director's position. Betty Brake was appointed new execu-
tive director for the balance of the Conference. Ms. Brake was former

director of older Americans volunteer programs at the ACTION
agency. C. PRECONFERENCE ACTIVITIES

Pre-White House Conference activities began in the spring of 1980,
and were designed to insure grassroots involvement of older persons,
minorities, low-income persons, aging organizations, and other
interested individuals. Preconference activities included:

-Over 9,000 community forums held in towns and cities across
the Nation to begin discussions of aging issues at the grassroots
level.

-Fifty-eight statewide conferences in States and territories, and
in the Navajo Nation, to assimilate the views of citizens from each
area of the country.

-Forty-two "mini" conferences which examined special aging
issues-issues that affected particular populations or issues that
could not be treated in depth through the general 1981 White
House Conference process; and



-Sixteen technical committees which gathered data and made
recommendations on a wide range of issues.

Reports from these activities were made available to the delegates
and observers who took part in the national Conference.

D. MINICONFERENCES

Beginning in September 1980, a series of miniconferences were
held to examine issues such as consumer concerns, mental health,
long-term care, housing, minority aging, and energy. Miniconferences
were recognized by the White House Conference on Aging and were
convened by a host of organizations that wished to focus national
attention of special aging issues.

The 42 miniconferences on aging were conducted in the following
subject areas:

-Recreation, leisure, and physical fitness.
-Aging and alcoholism.
-Energy equity and the elderly.
-Public/voluntary collaboration: A partnership in contributing to

independent living for the aging.
-National health security.
-Concerns of low-income elderly.
-Vision and aging.
-Alzheimer's disease.
-Arts, the humanities, and the older Americans.
-Older women.
-Lifelong learning for self-sufficiency.
-The urban elderly.
-Rural aging.
-Long-term care.
-Non/services approaches to problems of the aged.
-Spiritual and ethical value system concerns.
-Transportation for the aging.
-American Indian/Alaskan Native elderly.
-Pacific/Asian elderly, "Pacific/Asians: The Wisdom of Age."
-Environment and older Americans.
-Rights of the institutionalized elderly and the role of the vol-

unteer.
-Veterans.
-Mental health of older Americans.
-Saving for retirement.
-Hispanic aging.
-Challenging age stereotypes in the media.
-Oral health care needs of the elderly.
-Housing for the elderly.
-Consumer problems of older Americans.
-Senior centers.
-Elderly hearing impaired people.
-Black aged.
-Legal services for the elderly.
-Simplifying administrative procedures and regulations in pro-

grams affecting the elderly.
-Intergenerational cooperation and exchange.



-Self-help and senior advocacy.
-Euro-American elderly.
-Inter-relationship of government, private foundations, corporate

grant-makers and unions.
-"The National Dialogue for the Business Sector."
-Foot health and aging.
-Pacific Islandersjurisdiction.
-Gerontologicalnursing.

E. TECHNICAL COMMITTEES

Experts from various fields were appointed by the Secretary of
Health and Human Services to serve on 16 technical committees.
Each committee was charged with developing issues and recommenda-
tions in a particular area for consideration as background material
for the delegates to the 1981 White House Conference on Aging.

The following technical committee reports have been published

by the Conference: Retirement income; health maintenance and
health promotion; health services; social and health aspects of long-
term care; family, social services and other support systems; the

physical and social environment and quality of life; older Americans
as a growing national resource; employment; and research in aging.

Also, seven other topics were addressed which dealt with creating an

age integrated society: Implications for societal institutions, implica-
tions for the economy, implications for the educational systems,
implications for spiritual well-being, implications for the family,
implications for the media, and implications for governmental
structures.

F. CONFERENCE PARTICIPANTS

Approximately 2,260 voting delegates and close to 2,000 official

observers attended the 1981 White House Conference on Aging.
The travel and lodging expenses of all the delegates were paid for

by the Conference. The official observers were given credentials
and assigned to committees but were not reimbursed for any expenses.

The selection of Conference delegates was divided among a number
of the following groups and organizations:

-1,000 delegates appointed by the Governors were divided among
the 57 States and territories according to the proportion of
the age 55 and older population of each of these jurisdictions.
No State received less than six delegates, and it was expected
that the delbgates would be representative of the demographic
makeup of each State.

-Members of Congress appointed 540 delegates.
-Approximately 152 delegates were granted status because they

were members of 1 of the 16 Conference technical committees
or were State conference coordinators appointed by the Gover-
nors.

-Approximately 174 delegates were appointed by a variety
of aging, business, educational, and other organizations.

-The balance of the delegates (approximately 400) were appointed
b the administration, the White House Conference, the Secretary
of Health and Human Services, the Conference advisory com-
mittee members, and the National Institute on Aging advisory
committee.



G. THE 1981 CONFERENCE

The 1981 White House Conference on Aging opened at 6:30 p.m.,
November 29, 1981, at the Sheraton Washington Hotel, Washington,
D.C. Welcoming remarks were delivered by Betty Brake, the
executive director of the Conference, and Constance Armitage, the
Conference chairperson.

Two plenary sessions and a series of Conference luncheons, re-
ceptions, and banquets were scheduled, with the remaining 4 days
of the Conference devoted to committee sessions.

The opening plenary session was devoted to welcoming the official
delegates and observers to the Conference. Participants heard remarks
from Senator John Heinz, chairman of the Senate Special Committee on
Aging and from Representative Claude Pepper, chairman of the
House Select Committee on Aging. The keynote address was de-
livered by Secretary Richard Schweiker from the Department of
Health and Human Services.

Because of the size of the Conference, delegates and observers
were lodged at either the Sheraton Washington Hotel or the Wash-
ing Hilton Hotel. The assigned hotel corresponded to 1 of the 14
issue committees which the delegates were to serve on.

At the luncheon sessions on Monday, November 30, delegates
at the Sheraton Hotel heard from Senator Lawton Chiles, ranking
minority member of the Senate Special Committee on Aging. Those
who attended the luncheon at the Hilton Hotel heard remarks from
Representative Matthew Rinaldo, the ranking minority member
of the House Select Committee on Aging.

President Reagan addressed the delegates and observers at the
Sheraton Hotel on Tuesday, December 1. Other distinguished speak-
ers at the Conference included: Vice-President George Bush, AoA
Commissioner Lennie-Marie Tolliver, Dr. Arthur Flemming, and
Office of Human Development Services Assistant Secretary Dorcas
Hardy.

With the exception of the opening and closing sessions as well as
the Conference special events, the delegates spent the remaining
time in committee sessions.

The 1981 White House Conference was organized around 14 issue
area committees. Delegates and observers were assigned to one of
these committees, and the majority of their time at the Conference
was spent developing and discussing recommendations for the
committees.

The title and brief description of each of the issue area committees
were as follows:

(1) "Implications for the Economy of an Aging Population": This
committee dealt with such matters as the effects of inflation on older
Americans, means for supporting a potentially larger dependent
population and the impact of age discrimination on employment
opportunities and productivity.

(2) "Economic Well-Being": Discussion focused on social security,
other public retirement programs, private pensions, possible tax
incentives to encourage saving for retirement, and public assistance.

(3) "Older Americans as a Continuing Resource": This committee
reviewed various avenues of employment for older Americans, in-
cluding full- and part-time, self-employment, volunteer and com-



munity service work, training for continuing or future careers, and
possible tax and other incentives for all of these activities.

(4) "Promotion and Maintenance of Wellness": Health education,
physical fitness, nutrition, and disease prevention techniques were
primary issues addressed by this committee.

(5) "Health Care and Services": This committee discussed the
quality and delivery ofthealth care, various methods of f
health services and special aspects of health services for older Ameri-
cans.

(6) "Options for Long-Term Care": This committee dealt with
the planning and coordination of quality health and social services
for those who need long-term care either at home or in an institu-
tional setting, with special attention paid to means of facilitating
self-help and freedom of choice.

(7) "Family and Community Support Systems": This committee
discussed how family members, friends, and neighbors are able to
deal with the needs of older Americans and consider ways to make
it easier to meet responsibilities.

(8) "Housing Alternatives": This committee reviewed affordable
options in housing for older Americans and alternatives for inde-
pendent living. Crime prevention was also addressed.

(9) "Conditions for Continuing Community Participation": This
committee discussed the availability, accessibility, and importance
of civic, recreational, cultural, and other activities to older Americans.
Transportation was also a major focus.

(10) "Educational and Training Opportunities": This committee
discussed planning and counseling activities in preretirement years,
lifelong learning, self-help and advocacy, and other educational activi-
ties.

(11) "Concerns of Older Women: Growing Numbers, Special
Needs": This committee examined income, employment, health,
and the quality of life of older women, who comprise a large segment
of the overall population.

(12) "Private Sector Roles, Structures and Opportunities":
This committee focused on policies of business, labor, charitable,
and other voluntary organizations toward the Nation's elderly citi-
zens.

(13) "Public Sector Roles and Structures": This committee ad-
dressed roles and strategies for all levels of government in providing
services to elderly citizens.

(14) "Research": This committee discussed the need for knowledge
about aging, the impact of aging research on current policies, and
means, both public and private, of supporting research.

On Thursday, December 3, the closing plenary session of the Con-
ference was held. Constance Armitage presided, and a summary
report of the recommendations from the 14 committees was presented
to the entire delegation. By voice vote of the delegates and observers,
the recommendations of the 1981 White House Conference on Aging
were adopted en bloc.



H. MAJOR RECOMMENDATIONS OF THE CONFERENCE

1. INCOME

The financial integrity of social security cash benefits should be
assured but only through the use of payroll taxes, not general rev-
enues.

Interfund borrowing should be permitted.
Benefits to current beneficiaries should not be reduced.
The minimum benefit should be restored to current and future bene-

ficiaries.
No change should be made in the early retirement option.
The earnings limitation should be eliminated for those 65 and over.
Mandatory retirement should be eliminated.
Enforcement of the provisions of the Age Discrimination in Em-

ployment Act should be increased.
Supplemental security income (SSI) benefits should be raised to

the poverty level, and the asset test should be eliminated.

2. HEALTH CA-RE

Medicare coverage should be expanded to include prescription
drugs, eyeglasses, hearing aids, dental care, preventive and main-
tenance care, adult day care, hospice, ambulatory services, and more
coverage should be provided for mental health services and home
health care.

In-home care should be promoted as an alternative to institutional
care, including expansion of benefits for long term care.

Tax incentives should be provided for families to maintain elderly
relatives in their homes.

Medicare and medicaid should make prospective payments to in-
stitutions and practitioners.

Medicare and medicaid should place greater emphases on competi-
tion between third-party payers and health care providers.

3. HOUSING

The public and private sectors should work together to develop a
comprehensive approach for providing and rehabilitating housing
for the elderly.

At least 20,000 units of housing should be provided to the elderly
per year through section 8, section 202, and public housing programs.

4. EMPLOYMENT

All restrictions to the employment of older workers should be elim-
inated, including mandatory retirement. age, sex or race discrimina-
tion, and the lack of sufficient or adequate incentives.

Employers should be encouraged to hire older workers on a part-
time, temporary, or shared basis, working on flexible schedules if they
are able and willing to work.



Federal, State, and local government should set an example by hir-
ing the elderly and minorities.

5. OLDER WOMEN

The Federal Government should provide leadership in the ratifica-
tion of the equal rights amendment.

11-rtability linTvesing oT pensions shoiild ensure women's rights
to spouse's pensions and benefits.

I. FOLLOWUP ACTIVITIES

The delegates to the 1981 White House Conference worked with a
great deal of enthusiasm and dedication. The recommendations de-
veloped covered almost the entire range of concerns of older Americans.

Under the enabling legislation, the Secretary of the Department of
Health and Human Services is required to submit a report to the Con-
gress on the findings and recommendations of the 1981 Conference
within 6 months following the Conference adjournment. Within 3
months following that date, the Secretary must transmit to the Presi-
dent and Congress his recommendations for both administrative and
legislative actions.

Under the official rules of procedure for the 1981 Conference, the
executive director of the Conference was to provide the opportunity to
each delegate and observer to register the delegate's or observer's
personal judgment with respect to every recommendation included in
all committee reports, supplemental statements, and additional views.
In late December 1981, Conference participants were sent a packet of
information containing over 600 recommendations, supplemental
statements, and additional views from the Conference along with
evaluation forms to rate the Conference, each committee and the
various recommendations. The participants were asked to provide
comments which they felt were relevant and/or important, and were
informed that their comments would be considered carefully in the
writing of the final Conference report.

On December 4, the Senate approved an amendment as a followup
to the 1981 Conference. That amendment stated:

It is the sense of the Senate that Congress should commend
the more than 3,500 delegates and observers to the 1981
White House Conference on Aging, as well as the President
and the Secretary of Health and Human Services, for the
important contribution they have made to establish goals and
priorities for improving the well-being of older Americans.

It is further the sense of the Senate that the appropriate
committees of Congress, including the Special Committee on
Aging, should give early and careful consideration to the
more than 600 recommendations of the Conference.

As a result of this measure, and in order to gain an accurate under-
standing of the relative importance of the recommendations which
were developed at the Conference, the Senate Special Committee on



Aging in cooperation with the National Retired Teachers Association/
American Association of Retired Persons commissioned a survey of the
delegates. The major purpose of this survey was to establish the dele-
gates' priorities among the numerous recommendations. The results
of this survey are expected to be available to Congress and the general
public in March 1982.

It is still too early to evaluate the mpact of the 1981 Conference in
terms of the implementation of the recommendations or future legisla-
tive initiatives. The urgency for action was clearly established during
the presentation of the summary reports at the final plenary session
of the Conference. The real accomplishments of the Conference can
only be assessed when older Americans see the concrete results which
improve their well-being.
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Chapter 25

WORLD ASSEMBLY ON AGING

OVERVIEW

The aging of the population is not limited to the United States, but
is a worldwide phenomenon. In recognition of the importance of this
phenomenon to all nations, a World Assembly on Aging will be held
under the auspices of the United Nations in Vienna, Austria, July 26
through August 6,1982.

Although the aged have always been an iiportant segment of anly
country's population, until recently they represented a relatively small
proportion of a countrys total population aid were not the primary
focus of social and economic resources. Historically, the attention of
educators, scientists, and government officials in most countries has
been directed toward early childhood and youth since the highest in-
crease in population was in that age group. But this is no longer true.

As a result of the developmental process, many regions of the world
are witnessing an aging of their population. Economic growth and
social modernization influence fertility, mortality, and some types of
migration and result in the continuing increase in the numbers and
percentages of older persons. This aging of the population can have
an impact on social and economic development and has implications
with regard to production, consumption and savings, employment, in-
vestment, migration, and rural development.

In 1970, there were 307 million people 60 years of age or older in
the world. By 2000, that number is expected to rise to 580 million, an
increase of nearly 90 percent.' That increase will be proportionately
greater than the total population increase in all regions of the world.

There is a substantial difference in the rate of aging in developed
and developing countries. The majority of industrialized nations have
already reached a high percentage of elderly in their populations,
while the impact of the increase in the older population has not yet
been dramatic in the developing countries. Accordingly, little atten-
tion has been focused heretofore in developing countries on the need
to address aging issues. This factor, combined with limited resources
available to these countries, makes it particularly important that plan-
ning take place now for the future.

IData in this chapter are based on docevinents prepared by the Congressional Research
Service, Library of Congress. the United Nations, and the Technical Meetings on Aging.
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In developing countries, the total population is projected to increase
by 88 percent by the year 2000. During the same period, the aged popu-
lation in these countries is expected to increase by 123 percent.

A 21-percent increase in the total population of the developing coun-
tries is projected between 1970 and 2000, while the proportion of the
aged is anticipated to increase by 54 percent.

Slightly over half of the world's population age 60 or over lived in
the developing nations in 1970. By the year 2000, two-thirds of the
aged will live in these countries.

Tables 1, 2, and 3 and chart No. 1 provide comparative figures, by
regions of the world, of the numbers of people age 60 and over, and the
percentage of population 60 years and over for the years 1950 through
2025.

Population aging has serious implications with regard to social and
economic development. In many of the regions, societies which have
been characterized by rural-agricultural traditional social systems and
econonies are being transformed into less traditional socities and eco-
nomic systems characterized by a threat toward urbanization, agro-
business, industrialization and an increasing tertiary services sector.
Other regions, which have been characterized by highly industrialized
economies, are now faced with the challenges of a more vigorous aging
population who bring greater expectations, increased capacities, skills
and personal resources to the societies of which they are a part, and
large populations of frail and vulnerable populations who require in-
creased resource allocations and new forms of service organization and
delivery systems.

The effects of the developmental process in the major regions of the
world are numerous and varied and include the following: The dis-
ruption of family patterns and the corresponding transfer of responsi-
bility for the elderly to the government; varying patterns of
demographic transition resulting in the rise of urban centers and the
accompanying environmental hazards such as pollution and crime;
rural development which brings a corresponding need for education
regarding new technologies; and longer life spans resulting in chronic
illness and disabilities requiring sophisticated, expensive health and
social service delivery systems.

The purpose of the World Assembly on Aging is to further develop
world awareness of these issues and to begin international discussion
of policies designed to assure social and economic security to the
elderly and to promote opportunities for older persons to remain con-
tributing active members of their societies. This Assembly will bring
together a wide range of official and nonofficial individuals interested
in the concerns of the aging, including those from government and
nongovernment agencies and organizations, and specialized agencies,
as well as educators, scientists, health and social science professionals,
urban planners and others.

Participants in the World Assembly will focus on identifying needs
and resources, exchanging ideas, sharing common problems :nd goals,
developing long-range policies and formulating recommendations for
action by individual agencies within the U.N. involved in matters re-
lating to the aged and aging.



488

TABLE 1.-NUMBER AND PERCENTAGE OF POPULATION AGED 60 YEARS AND OVER OF WORLD'S TOTAL, MORE
DEVELOPED AND LESS DEVELOPED REGIONS, 1950-2025

Number (in millions)

Area: Age 1950 1975 2000 2025

World total:
60 yr and over I - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  214 346 590 1 121
60 to 69_:------ --------- -- =----- =---:-------133-- -208-- _338 9
70 to 79-------------------------------------- 65 106 193 354
80plus -------------------------------------- 15 32 60 111

More developed regions: 2
60 yr and over---------------------------- ---- 95 166 230 315
60 to 69 -------------------------------------- 56 93 119 162
70 to 79 -------------------------------------- 31 53 81 109
80 plus.---------------------------------------8 19 30 44

Less developed regions:3
60 yr and over 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  119 180 360 806
60 to 69 -------------------------------------- 78 115 219 494
70 to 79 .------------------------------------- 35 53 111 245

plu1 1--------------------------------------- 7 13 29 67

Percentage ot populatin 60 years 1nd over

Worldtotal-------------------------------------- 100 100 100 100
More developed regionS2 ----------------------------- 44 48 39 28
Lenn developed region..-

- - - - - - - - -- -- -- - - - - - - -- - - - - - -  56 52 61 72

I Totals do not always add up because of rounding.
More developed regions include Northern America, Japan, Europe, Australia, New Zealand, and U.S.S.R.

3 Less developed regions include all regions other than the above.

Source: Estimates and projections of population by sax an ag3, 1959-2033; prepared by U.N. Population Division

TABLE 2.-NUMBER AND PERCENT DISTRIBUTION OF POPULATION 60 YR AND OVER, BY MAJOR REGIONS, FOR
1950, 1975, 2000, AND 2025

Number in thousands Percentage distribution

1950 1975 2000 2025 1950 1975 2000 2025
Area

Worlk total - 213, 962 345, 875 590, 360 1, 121, 958 100.00 100.00 100.00 100.00

Africa --------------- 12,082 19, 947 42,726 101.962 5.65 5.78 7.24 9.09
Latin America ---------- 8,828 2 153 40,990 93,317 4.13 5.83 6.94 8.32
Northern America - 20,062 34, 491 44,727 76.483 9.38 9.97 7.58 6.82
East Asia ------------- 50,636 90 233 168,849 335,292 23.67 26.09 28.60 29.89
South Asia ------------ 54, 142 62 433 133, 421 307. 823 25.30 18.05 22.60 27.44
Europe -------------- 50,554 82 389 101,595 129.060 23.63 23.82 17.21 11.51
Oceania --------------- ,427 2,359 3,700 6,412 .65 .67 .62 .57
U.S.S.R -------------- 16, 231 33, 870 54, 352 71, 309 7.59 9.79 9.21 6.36

Source: Estimates and projections of population by sex and age, 1950-2000; prepared by U.N. Population Division
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TABLE 3.-PROPORTION OF THE POPULATION 60 AND OVER TO TOTAL POPULATION BY MAJOR REGIONS AND
SUBREGIONS FOR 1950, 1975, 2000, AND 2025

1950 1975 2000 2025

A. Africa.----------------------------------------- 5.50 4.91 5.02 6.62

1. Eastern Africa---------------------------- 5.01 4.77 4.61 5.70
2. Middle Africa ---------------------------- 6.31 5.20 5.23 6.56
3. Northern Africa -------------------------- 5.81 5.38 5.87 9.18
4. Southern Africa.------------------------ 7.77 6.33 6.35 8.08
5. Western Africa --------------------------- 4.76 4.23 4.44 5.71

B. Latin America ----------------------------------- 5.39 6.27 7.25 10.79

6. Carribbean -------------------------- - - 6.29 7.57 8.56 13.08
7. Middle America -------------------------- 5.05 5.12 5.70 9.65
8. Temperate South America ----------------- 7.18 11.01 13.35 17.03
9. Tropical South America -------------------- 4.82 5.54 6.84 10.29

C. 10. Northern America ----------- ---------------- 12.09 14.60 14.97 22.27
D. East Asia. . . ..------------------------------- ---- 7.53 8.23 11.45 19.59

11. China ---------------------------------- 7.63 7.96 10.71 19.34
12. Japan ---------------------------------- 7.70 11.70 20.46 25.20
13. Other East Asia------------------------- 5.40 5.97 8.89 16.21

E. South Asia. .. ..----------------------------------- 7.56 4.97 6.43 10.92

14. Eastern South Asia ------------------------ .87 5.15 6.90 11.94
15. Middle South Asia ------------------------ 8.33 4.79 6.24 10.67
16. Western Asia ---------------------------- 6.05 6.13 6.55 10.05

F. Europe...- ..------------------------------------- 12.90 17.38 19.85 24.72

17. Eastern Europe -------------------------- 10.91 16.29 18.35 22.05
18 Northern Europe-------------------------- 14.93 19.28 19.95 25. 72
19 Southern Europe-------------------------- 11.05 15.43 20.06 24.44
20 Western Europe-------------------------- 14.79 18.84 20.75 26.81

G. Oceania ------------------------------------ 11.29 11.13 - 12.46 17.79

21. Australia-New Zealand -------------------- 12.59 12.78 14.78 21.73
22. Melasesia------------------------------- 6.29 5.15 5.75 8.32
23. Micronesia- Polynesia---------------------- 5.50 4.62 6.99 13.26

H. 24. U.S.S.R ---------------------------------- 9.02 13. 37 17. 52 20.09

Source: Estimates and projections of population by sex and age, 1950-2000; prepared by U.N. Population Division.
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A. COMMITTEE ACTIVITIES

In recognition of the far-reaching ramifications of these demo-
graphic trends, the United States initiated proposals in 1977 to focus
worldwide attention on the problems associated with the growing pro-
portion of the aged in the world's population.

Resolutions were introduced in Congress by the Senate Special
Committee on Aging and the House Select Committee on Aging
requesting the U.S. delegation to the United Nations to work with the
delegations of other member nations to call for a World Assembly and
a World Year on Aging not later than 1982. House Resolution 736
subsequently was adopted and, in 1978, the U.S. delegation introduced
a resolution at the U.N. requesting such an assembly. The U.N. unani-
mously adopted this resolution calling for a World Assembly on the
Elderly, the name of which was later changed to the World Assembly
on Aging.

An amendment to the International Development and Food Assist-
ance Act of 1978 (Public Law 95-424) authorized the United States to
contribute 25 percent or $1 million, whichever is lower, of the cost of a
World Assembly and World Year on Aging. To date, the United
States has contributed $250,000. The Congress has approved an addi-
tional contribution of $400,000, bringing the total U.S. contribution to
$650,000. Contributions anticipated from other countries include
$100,000 each from Sweden, Germany, and Japan; $20,000 from
Malta; and $3.5 million from Austria, the host country. Although the
State Department has received indications that additional pledges are
forthcoming, no formal commitments have been made as of February
1982.

While a major impetus for the World Assembly stemmed from the
concern on the part of industrialized nations for the future health and
welfare of the elderly in developing countries, all nations, including
the United States, can benefit from this international forum.

Many European countries have implemented more comprehensive
public programs than the United States in meeting the income mainte-
nance, health care, housing, and social service needs of the elderly. The
over-65 populations of Western European countries now represent 15
percent of their total population compared to only 11 percent in the
United States. European countries, therefore, have a comparative
wealth of experience in addressing the needs of their elderly citizens.

The value of their experience is demonstrated in the area of social
security. Despite the greater proportion of retirees in their popula-
tions, the social security systems of Western European countries have
not only survived, but they enjoy a level of public confidence among
their citizens that probably exceeds the public confidence in theAmer-
ican system. The Special Committee on Aging has published an infor-
mation paper on this issue, "Social Security in Europe: The Impact of
an Aging Population." The paper is a comparative study of the
adaptation of the social security systems of the countries of Western
Europe to demographic changes that will also confront the United
States.

This is but one example of the type of information that will be
forthcoming from the World Assembly that may benefit the United
States. Other important issues to be addressed that are of special con-
cern to industrialized nations include:
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-The effects of raising the mandatory retirement age.
-The impact of an increased number of older workers on other seg-

ments of the work force and on the economy.
-Efforts to eliminate unnecessary institutionalization and the de-

velopment of alternatives for older people who do not require
institutional care.

-Universal comprehensive health care coverage and pension
systems.

B. UNITED NATIONS ACTIVITIES

Passage of the resolution calling for the World Assembly was pre-
ceded by many years of activities by the United Nations directed
toward concerns of the elderly.

As early as 1949, a resolution was adopted by the U.N. General
Assembly calling for a study of policies in varying countries with
comprehensive old-age security programs, including old-age pensions,
health care, and housing programs and the impact of such measures
on the standard of living of the aged. The report of this study was the
first U.N. attempt to gather information on the aged on a worldwide
basis.

In 1969, the Secretary General issued a preliminary report stressing
that policies and programs for the elderly should be part of the
overall economic and social planning of a country, and emphasizing
the importance of coordinating studies and programs on aging within
the U.N. structure. A further report was issued in 1973 on the chang-
ing socioeconomic and cultural role and status of the aged in developed
and developing countries. The report contained guidelines for national
policies and international action related to the needs of the elderly.

Since 1973, organizations within the U.N. have issued further re-
ports concerning the aged population of individual nations. In addi-
tion, an information exchange system was established for collecting
and disseminating materials on aging; studies and research have been
promoted; conferences have been held; and technical assistance has
been provided for countries planning and implementing programs for
older people.

In 1977, the Economic and Social Council of the U.N. requested
the Secretary General to pursue, expand, and consolidate activities
regarding the status of the elderly. In December 1978, the U.N. ap-
proved by unanimous consent, a resolution introduced by the U.S.
delegation calling for a World Assembly on Aging and authorizing
a study of the feasibility of observing an International Year on Agng.
While action proceeded on the World Assembly, it was decided not
to observe a special year.

1. PRELIMINARY AcTiviEs

The 1978 resolution requested the Secretary General, in consultation
with member States and the specialized agencies and organizations
concerned, to prepare a draft international plan of action on aging
for the World Assembly for submission to the General Assembly at
its 35th session.



The General Assembly requested the Secretary General to establish
a voluntary fund for the World Assembly; to invite member States to
establish national committees for the World Assembly and to conduct
preparatory activities at the national level; and to appoint a Secretary-
General for the World Assembly on Aging.

Mr. William Kerrigan, formerly General Secretary of the Inter-
national Federation on Ageing, was appointed as Secretary-General to
the World Assembly on Aging on May 2, 1980. Mr. Kerrigan's appoint-
ment is particularly significant as it represents the first time that a
U.S. citizen has been named to head a U.N. global conference.

In 1980, a resolution was adopted by the General Assembly accept-
ing the proposals of the Secretary General and establishing an ad-
visory committee to advise him on activities concerning the World
Assembly.

The purpose of the World Assembly was described as follows:
-To focus the attention of governments on the various issues of

aging in designing policies and programs for economic and social
development, in both developed and developing countries.

-To provide an international forum for an exchange of views
among governments on ways and means of dealing with issues of
the aging, including the machinery required for administrative
and legislative actions.

-To identify aspects of various issues and consider methods to
meet the need for action at the national, regional, and interna-
tional levels, and to consider how countries can, through increased
international cooperation, derive benefits from the knowledge and
experience already acquired regarding the various issues of the
aging.

-To focus attention on and encourage wider participation in and
support for present and future activities and programs of the
U.N. organizations and other international organizations related
to aging, and to give them guidelines and directions.

2. ADVISORY COMMTrrrEE AcTIvITIES

A 22-nation advisory committee was established to insure that the
preparations for the World Assembly would be underway by early
1981, and to advise the Secretary General on all matters concerning
the Assembly. The chairman of the third committee of the General
Assembly designated the following member States as members of
the Advisory Committee on the basis of geographical distribution:
Benin, Byelorussian Soviet Socialist Republic, Chile, Costa Rica,
Dominican Republic, France, Hungary, India, Indonesia, Japan,
Lebanon, Malta, Morocco, Nigeria, Philippines, Spain, Suriname,
Sweden, Togo, Union of Soviet Socialist Republics, United States,
and Venezuela.

The committee recommended that the work of the Assembly be car-
ried on through three sessions meeting simultaneously-a plenary ses-
sion and two committees which would consider special aspects of the
problems of aging.

The first meeting of the Advisory Committee took place in Vienna,
Austria, from August 17-21, 1981. The main task of the first meeting
was to formulate the framework for an international plan of action on



aging which will be adopted by the World Assembly. In formulating
the framework, the Committee drew up a series of principles and objec-
tives which might be included in the plan. Included were suggestions
that the aging should be encouraged and enabled to live and function as
normally as possible within their own environment and should be en-
couraged and assisted to determine their own modes of living. They
should also be encouraged and enabled to influence and participate in
decisions conceining their own lives and welfare and, through mean-
ingful activity, should be motivated to play a creative role in the com-
munity. Further, the committee advised that the elderly be considered
a valuable and valued resource, and assured of social, economic and
personal security.

Two additional meetings of the Advisory Committee have been
scheduled for February 16-22, 1982, in New York and May 3-7, 1982,
in Vienna. Among the preparatory activities planned for these meet-
ings include consideration of a draft international plan of action on
aging and the feasibility of presenting a declaration on the rights of
the aging to the World Assembly.

3. CONTRIBUTING U.N. ORGANIZATIONS

Seven U.N. organizations were involved in reviewing and coordinat-
ing the activities of the U.N. system in preparation for the World
Assembly: The Food and Agriculture Organization (FAO), the
World health Organization (WHO), the International Labor Orga-
nization (ILO), the U.N. Educational, Scientific, and Cultural Orga-
nization (UNESCO), the U.N. High Commissioner for Refugees
(UNHCR), the U.N. Fund for Population Activities (UNFPA), and
the U.N. Relief and Works Organization (UNRWA). These orga-
nizations held conferences and seminars and prepared reports and
technical papers on issues concerning the aged.

4. REPORTS OF THE TECHNICAL MEETINGS ON AGING

In preparation for the World Assembly on Aging, countries from the
six major regions of the world convened technical meetings on aging to
discuss issues of importance to aging populations in general and indi-
vidual nations in particular. Among the major regions participating
in these meetings were the Middle East and Mediterranean Region
(Valletta, Malta, June 3-6, 1980), the Latin American Region (San
Jose, Costa Rica, December 2-5, 1980), the Asian and Pacific Region
(Bangkok, Thailand, January 27-30,1981), the African Region (Laos,
Nigeria, February 24-27, 1981), the European Region (Frankfort/
Main, Germany, June 10-12, 1931), and the North American Region
(Washington, D.C., U.S.A., June 15-19, 1981). Although the Socialist
countries of Eastern Europe did not conduct a technical meeting, a
report on the status and condition of the elderly in these countries was
prepared by experts from this region as a contribution to the World
Assembly.

The technical meetings on aging were convened at the invitation of
the United Nations Secretariat. Financial assistance for these meetings
in the developing countries was provided by the U.N. Fund for Popu-
lation Activities.



The first five meetings were sponsored by the governments of the
countries designated above in cooperation with the United Nations
Centre for Social Development and Humanitarian Affairs; the North
American Technical Meeting was jointly sponsored by the United
States Department of State and the National Council on* Aging. The
purpose of these meetings was to assemble a group of experts to assess
global and sub-regional concerns of the aging and to prepare a re-
port to be used as a basic working document for the United Nations
Regional Meetings of Policy Makers following the Technical Meet-
ings on Aging. The United Nations Centre for Social Development
and Humanitarian Affairs developed two major documents to assist
in this assessment: "Aging and Development: The Developmental
Issues" and "Aging and Development: The Humanitarian Issues."
Additional documents used in this process included reports focusing
on the status and condition of the aging in individual countries.

At the suggestion of the Secretary General, the issues addressed by
the technical meetings for consideration by the World Assembly were
grouped under two major topics--developmental and humanitarian
concerns. The development issues relate to economic and demographic
characteristics of a society and focus on the impact of these character-
istics on society as a whole. The humanitarian issues are associated
with the promotion of human welfare and social reform and arise
from the need to allocate societal resources to address social problems
and needs.

Recognizing the interrelationships between the developmental proc-
esses and humanitarian issues, the following recommendations were
formulated by the technical committees regarding national policy
affecting the aging populations of the world:
Health

The development of policies and programs, including "wellness"
clinics and outreach programs, focusing on preventive and primary
care throughout the life span, and improved health promotion and
disease prevention programs for the elderly.

The establishment of coordinated systems of continuing health and
social services at the community level.

The establishment of policies and programs to address the health
care needs of the rural aged, using indigenous manpower agencies andservices whenever possible.

The development of policies which strengthen and expand thefinancing mechanisms for health and continuing care services, andnational health care plans for people of all ages.
The establishment of policies and programs giving priority to

geriatric training and health education for health professionals at all
levels, including general practitioners, auxiliary and para-medical
personnel.

The development of geriatric and gerontological health education
programs for the general population.

The direction of health policy toward alternative service mecha-
nisms and family support to reduce institutionalization.

The establishment of the elderly as a priority in formulating social,economic, and health policy.



Social Welfare
Increased access to coordinated networks of social services.
The employment of a holistic approach to health and well-being for

the elderly.
The establishment of formal support systems, including profession-

al, community, and voluntary activities.
-EncouragemenLof informalsuppsystessuch aself-help, faim

ily support, community, and voluntary support activities.
The establishment of programs promoting the training of social

welfare providers in gerontology and geriatrics and the education of
policymakers regarding the special needs of the elderly.

The development of policies and programs which tap the elderly's
reservoir of talents and capabilities in the planning and delivery of
services.
Housing and the Environnent

The development of alternative housing for the elderly, ranging
from extended housing for families caring for elderly dependents to
institutional settings designed to encourage the elderly to remain
independent.

The development of "long-term" housing and "lifelong" housing
which is easily adaptable and modifiable to the changing needs of the
aging.

The development of innovative housing designs, including mobile
units, communal housing, and institutional halfway houses.

The development of policies and programs which reduce hazardous
living environments for the aged and remove barriers to access.

The establishment of transportation systems which meet the needs of
the elderly and increase access to health and social services.

The development of policies and programs which reduce the hous-
ing and energy costs for low-income elderly through approaches such
as housing and energy allowances and reduced taxes or rebates.
Education

Geriatric education programs designed to encourage the awareness
of the public at large regarding the needs of the aged.

Education and retraining programs, including pre- and post-retire-
mnent programs to educate the elderly and increase life satisfaction in
the later stages of life.

Inclusion of information on available social services and procedures
for claiming benefits in educational programs for the elderly.

Encouragement of education for the advancement and training of
professionals in all areas of service to the elderly.

Development of educational policies which reflect the right of the
aging to education and the appropriate allocation of.resources to vari-
ous age groups for this purpose.

The development of programs which focus on a lifespan approach
to education.

The formulation of policies and programs which provide training
and education for technologically displaced older persons and tap the
skills and experience of the aging.

Employment
Provision of alternative remunerative occupational opportunities

for older people who want to work.



Examination of early retirement programs, means-tested retire-
ment benefits, and other policies which tend to discourage older peo-
ple from remaining in the work force.

The establishment of retraining programs for older workers in new
technologies, particularly with regard to the low-income rural elderly
in agricultural occupations.

The establishment and enforcement of laws to bar age discrimina-
tion in employment and the development of policies calling for the
right to work, regardless of age.
Income 8ecurity

The development of public policies and programs of social security
which would assure all older persons, including agricultural wage
earners, the self-employed and women, an adequate minimum income,
a reasonable replacement of previous earnings and periodic cost-of-
living-adjustments.

The formulation of policies and programs which develop flexible
approaches to work and retirement and to income security in old age,
including measures such as part-time work, gradual retirement, and a
mixture of income sources in old age.

The formulation of in-kind assistance programs for the low-income
elderly in the areas such as housing, transportation and nutrition.
Other

Support for the extended family in its traditional role of caring for
the aging, through tax relief, vouchers, or other economic incentives.

Emphasis on the specific problems of older women.
Development of policies to enable the elderly to contribute to society

and to encourage their participation.
The establishment of international systems for geriatrics, geronto-

logy, and data collection.
The emphasis of mass media in the dissemination of information

about the aging and public information campaigns designed to pro-
mote a positive image of the contribution of the aging to society and
to dispell the myths about. the process of .aging as being an inevitable
period of decline and disability.

5. REPORTS OF THE U.N. REGIONAL MEETINGS OF POLICYMAKERS

The reports produced by the technical meetings on aging will serve
as the focal point for discussions at the United Nations regional meet-
irgs of policymakers planned for 1981 and 1982. The following con-
ferences have been scheduled: The Economic and Social Commission
for Asia and the Pacific Preparatory Meeting (Manila, October 19 to
23, 1981); the economic Commission for Africa Preparatory Meeting
(Addis Ababa, March 1 to 5, 1982); the Economic Commission for
Latin America Preparatory Meeting (San Jose, Costa Rica, March
8 to 12, 1982) ; and the Economic Commission for Europe Preparatory
Meeting (Vienna, April 26 to 30, 1982).

The reports from the technical meetings of the North American
and Mediterranean nations will be considered by the Economic Com-
mission for Europe, while the Middle Eastern countries will not be
participating in further preparatory meetings.

The regional meetings of policymakers will provide a regional
forum for high-level representatives of the members and associate



members of the regional commissions to discuss common issues and to
exchange experiences and information relating to existing policies and
programs designed for the aging population.

Representatives will also discuss in depth specific humanitarian and
developmental issues relating to the aging population, particularly
with regard to the elderly populations residing in rural areas. The final
objective of these meetings will be to formulate a regional program of
action. This program will serve as a guideline for action by MemFer
States as well as input to the international plan of action.

B. FORUM OF NONGOVERNMENTAL ORGANIZATIONS

A forum of nongovernmental organizations will be held in Vienna,
Austria, from March 29 to April 2, 1982. These organizations, all con-
cerned with aging issues, will formulate recommendations for aging
policy for inclusion in the U.N. proposals to the World Assembly.

Organizations from each major region of the world will be invited
and representation from developing countries will be encouraged.

The general theme for the forum is "The Social and Economic Inte-
gration and Participation of the Aging." Eight major topics will be
addressed:

(1) The changing roles of the fanily as a support unit.
(2) Economic needs and challenges facing aging societies and the

contribution of the elderly to production, distribution, and consump-
tion of resources.

(3) Income maintenance and econoinc independence.
(4) The use of tinme over an individual's lifespan and the need for

flexible approaches to continued education, reallocated working time,
and family and conununity contributions.

(5) The changing ecology of aging through social concerns such as
housing, transportation, conditions of employment, education, recrea-
tion, and the provision of services, and the need for viable alternatives
facilitating the development of informal support services and
networks.

(6) The interactive role of health and social services in the promo-
tion of optimal health for older people.

(7) The assessment of education and training programs for those

charged with the responsibility of care for elderly dependent and seIf-
care programs for the elderly themselves.

(8) The need for integrated solutions-psychological, economic, and
social-to promote intergenerational co-existence.

Each of the content areas will be coordinated by an individual orga-
nization. The following organizations have accepted responsibility
for this task:

International Union of Family Organizations (France).
International Federation of Aging (France).
International Social Security Administration (Switzerland).
International Center of Social Gerontology (France).
European Federation for the Welfare of the Elderly (Austria).
Age Concern (Great Britain).
Nongovernmental Organizations Committee on Aging (United

States).
International Association of Gerontology (United States).



C. SUMMARY

The final product of the World Assembly on Aging will be an
international plan of action on aging designed to address the con-
cerns of the aging on a national and international basis. The World
Assembly will submit its plan of action to the United Nations
General Assembly Third Committee on Economic and Social Affairs
at the close of the Assembly for approval and implementation by the
General Assembly of the United Nations.

The plan of action will be based on a number of principles such
as the improvement of levels of living and the quality of life of
older people, respect for human life, the rights and obligations of
the aged, the family role, the quality of the environment, the rapid
demographic change and the consequent interrelatedness of the aging
population and development. It will be designed to promote under-
standing and an international and national response to the needs of
the aged, and to the aging of populations.

It is the hope of all nations participating in the World Assembly
on Aging that the launching of an international plan of action will
contribute to the formulation of policies and programs aimed at
guaranteeing social and economic security to older adults, as well as
providing opportunities for them to participate and share in the
benefits of development. .This plan will also attempt to focus the
attention of Governments on the various issues of aging; to present
alternatives to meet the need for action at the national, regional and
international level, and to present guidelines which would encourage
wider participation in and support for present and future activities
and programs of the United Nations and other international organ-
izations with regard to the needs of aging populations.



SUPPLEMENTAL MATERIAL

Supplement 1

MAJOR LEGISLATION PASSED IN FIRST SESSION OF 97TH CONGRESS AFFECTING OLDER AMERICANS

IIE CNNIBUS BUDGE1 RECONCILIATION ACT OF 1981

June 16, 1981 S. 1377 introduced in Senate by Senator Pete Domenici
June 19, 1981 H.R. 3982 introduced in House by Rep. Jim Jones
June 19, 1981 House Committee on The Budget reported an original measure,

Report No. 97-158
June 24, 1981 H.R. 3942 and six specific amendments offered in the nature

of a substitute as an original bill
June 26, 1981 Passed House (amended)
July 13, 1981 Senate struck all after the Enacting Clause and substituted
Jl the language of S. 1377, amended

July 17, 20-25,
27-28 House and Senate Conference

July 29, 1981 Conference Report No. 97-208 filed in House
JuQy 31, 1981 House agreed to Conference Report
July 31, 1981 Senate agreed to Conference Report
Aug. 13, 1981 Signed by President, Public Law 97-35

SOCIAL SECURITY MINIMUM BENEFIT AMENIMENT (A bill to amend the Omnibus budget
Reconciliation Act of 1981 to restore minimum benefits under the Social Security Act)

July 30, 1981 H.R. 4331 introduced in House by Rep. Richard Bolling
July 31, 1981 Passed House
Oct. 15, 1981 Passed Senate (amended)
Nov. 16, 1981 House and Senate Conference
Dec. 14, 1981 Conference Report 97-409 filed in House
Dec. 15, 1981 Senate agreed to Conference Report
Dec. 16, 1981 House agreed to Conference Report
Dec. 29, 1981 Signed by PresIdent, Public Law 97-123

THE ECON(NIC RECOVERY TAX ACT OF 1981

July 23, 1981 H.R. 4242 introduced in House by Rep. Dan Rostenkowski
July 24, 1981 House Committee on Ways and Means reported to House,

Report No. 97-201
July 29, 1981 Passed House (amended)
July 31, 1981 Senate struck all after the Enacting Clause and substituted

the language of H.J.Res. 266 (amended)
July 31, 1981 Passed Senate in Lieu of H.J.Res. 266 (amended)
July 31, 1981 House and Senate Conference
Aug. 1, 1981 Conference Report 97-176 filed in Senate
Aug. 1, 1981 Conference Report 97-215 filed in House
Aug. 3, 1981 Senate agreed to Conference Report
Aug. 4, 1981 House agreed to Conference Report
Aug. 4, 1981 Cleared for White House
Aug. 13, 1981 Signed by President, Public Law 97-34

(501)

89-509 0 - 82 - 33
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OLDER AMERICANS REAUTHORIZATION ACT AMENIENTS OF 1981

April 30, 1981 S. 1086 introduced in Senate by Senator Jeremiah Denton
July 20, 1981 Senate Committee on Labor and Human Resources reported

favorably to Senate (amended), Report No. 97-159
Nov. 2, 1981 Passed Senate (amended)
Nov. 20, 1981 Passed House (amended)
Dec. 10, 1981 Conference Report 97-293 filed in Senate
Dec. 10, 1981 Conference Report 97-386 filed in House
Dec. 11, 1981 Senate agreed to Conference Report
Dec. 16, 1981 House agreed to Conference Report
Dec. 29, 1981 Signed by President, Public Law 97-115

CONTINUING APPROPRIATIONS RESOIUTION (to expire November 20, 1981)

Sept. 11, 1981 H.J.Res. 325 introduced in House by Rep. Jamie Whitten
Sept. 14, 1981 Reported by House Appropriations Comnittee, Report No. 97-223
Sept. 16, 1981 Passed House
Sept. 25, 1981 Passed Senate
Sept. 28, 30,

1981 House and Senate Conference
Sept. 30, 1981 Conference Report 97-260 filed in House
Sept. 30, 1981 Senate agreed to Conference Report
Sept. 30, 1981 House agreed to Conference Report
Oct. 1, 1981 Signed by President, Public Law 97-51

CONTINUING APPROPRIATIONS RESOLUTION (to expire July 15, 1982)

Nov. 11, 1981 H.J.Res. 357 introduced in House by Rep. Jamie Whitten
Nov. 12, 1981 Reported by House Appropriations Comittee, Report No. 97-319
Nov. 16, 1981 Passed House
Nov. 17, 1981 Reported by Senate Appropriations Committee, no written report
Nov. 20, 1981 Passed Senate
Nov. 22, 1981 Conference Report 97-352 filed in House
Nov. 22, 1981 House agreed to Conference Report
Nov. 22, 1981 Senate agreed to Conference Report
Nov. 23, 1981 Vetoed by President

CONTINUING APPROPRIATIONS RESOLUTION (to expire December 15, 1981)

Nov. 23, 1981 H.J.Res. 368 introduced in House by Rep. Jamie Whitten
Nov. 23, 1981 Passed House
Nov. 23, 1981 Passed Senate
Nov. 23, 1981 Signed by President, Public Law 97-85

CONTINUING APPROPRIATIONS RESOLUTION (to expire March 31, 1982)

Dec. 9, 1981 H.J.Res. 370 introduced in House by Rep. Jamie Whitten
Dec. 9, 1981 Reported by House Appropriations Committee, Report No. 97-372
Dec. 10, 1981 Passed House
Dec. 11, 1981 Passed Senate
Dec. 15, 1981 Signed by President, Public Law 97-92
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THE SENATE SPECIAL CCIiTTEE ON AGING

Impact of Federal Estate Tax Policies on Rural Women, Washington, D.C.,
February 4, 1981.

Impact of Federal Budget Proposals on Older Americans:
Part 1. Washington, D.C., March 20, 1981.
Part 2. Washington, D.C., March 27, 1981.
Part 3. Philadelphia, Pa., April 10, 1981.

Energy and the Aged, Washington, D. C., April 9, 1981.

Older Americans Act, Washington, D.C., April 27, 1981.

Social Security Reform: Effect on Work and Income After Age 65,
Rogers, Ark., May 18, 1981.

Social Security Oversight:
Part 1. (Short-Tenm Financing Issues). Washington, D.C., June 16, 1981.
Part 2. (Early Retirement). Washington, D.C., June 18, 1981.
Part 3. (Cost-of-Living Adjustments). Washington, D.C., June 24, 1981.

Medicare Reimbursement to Competitive Medical Plans, Washington, D.C.,
July 29, 1981.

Rural Access to Elderly Programs, Sioux Falls, S. Dak., August 3, 1981.

Frauds Against the Elderly, Harrisburg, Pa., August 4, 1981.

The Social Security System: Averting the Crisis, Evanston, Ill.,
August 4, 1981.

Social Security Reform and Retirement Income Policy, Washington, D.C.,
September 16, 1981.

Older Americans: Fighting the Fear of Crime, Washington, D.C., September 22, 1981.

Employment: An Option for All Ages, Rock Island, Ill. and Davenport,
Iowa, October 12, 1981.

Older Workers: The Federal Role in Promoting Employment Opportunities,
Washington, D.C., October 29, 1981.

Health Care and the Aged, Grand Forks, N.Dak., November 14, 1981.

Oversight of Health and Human Services Inspector General's Anti-Fraud,
Abuse, and Waste Activities, Washington, D.C. December 9, 1981.
(Joint hearing with Senate Finance Committee)
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COMMITTEE PRINTS AND REPORTS PRINTED BY THE

SPECIAL COMMITTEE ON AGING IN 1981

1. THE PROPOSED FISCAL YEAR 1982 BUDGET: WHAT IT MEANS FOR OLDER
AMERICANS, APRIL 1981.

2. ACTION ON AGING LEGISLATION IN THE 96TH CONGRESS, APRIL 1981.

3. DEVELOPMENTS IN AGING: 1980, PART 1, MAY 1981.

4. DEVELOPMENTS IN AGING: 1980, PART 2, MAY 1981.

5. SOCIAL SECURITY FINANCING: ISSUES AND OPTIONS, JULY 1981.

6. ENERGY AND THE AGED, AUGUST 1981.

7. 1981 FEDERAL INCOME TAX LEGISLATION: HOW IT AFFECTS OLDER AMERICANS

AND THOSE PLANNING RETIREMENT, AUGUST 1981.

8. PUBLICATIONS LIST, AUGUST 1981.

9. OMNIBUS BUDGET RECONCILIATION ACT OF 1981, PUBLIC LAW 97-37

(SELECTED PROVISIONS AFFECTING THE ELDERLY), SEPTEMBER 1981.

10. TOWARD A NATIONAL OLDER WORKER POLICY, SEPTEMBER 1981.

11. CRIME AND THE ELDERLY-WHAT YOU CAN DO, SEPTEMBER 1981.

12. SOCIAL SECURITY IN EUROPE: THE IMPACT OF AN AGING POPULATION,

DECEMBER 1981.

13. BACKGROUND MATERIALS RELATING TO OFFICE OF INSPECTOR GENERAL,

DEPARTMENT OF HEALTH AND HUMAN SERVICES EFFORTS TO COMBAT
FRAUD, WASTE, AND ABUSE, DECEMBER 1981.

14. PROTECTING OLDER AMERICANS AGAINST OVERPAYMENT OF INCOME TAXES,

DECEMBER 1981.

15. A GUIDE TO INDIVIDUAL RETIREMENT ACCOUNTS (IRA's), DECEMBER 1981.
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PUBLICATIONS LIST

HOW TO ORDER COPIES OF COMMITTEE HEARINGS AND
REPORTS

Copies of committee hearings and reports are availablb from the
committee and from the Government Printing Office. The date of
publication and the number of copies you would like generally deter-
mine which office you should contact in requesting a publication.

The following are guidelines for ordering copies of committee
publications:

-Single copies of publications printed after January 1979 can be
obtained from the committee.

-Any publication printed before January 1979 should be ordered
from the Government Printing Office.

-If you would like more than one copy of a publication, they
should be ordered from the Government Printing Office.

These guidelines are altered under the following circumstances:
*If the committee supply has been exhausted-as indicated by
one asterisk-contact the Government Printing Office for a copy
of the publication.

**If all supplies have been exhausted-as indicated by two as-
terisks-contact your local "Depository Libiary," which should
have received a printed or microformed copy of the publication.

***If the Government Printing Office's supply has been exhausted-
as indicated by three asterisks-a single copy may be obtained
from the committee.

While a single copy of a publication is available, free of charge,
from the committee, the Government Printing Office charges for
publications. When ordering a publication from the Government
Printing Office, give title of publication and catalog number (for
example, The Proposed Fiscal 1981 Budget: What It Means for
Older Americans, Cat. No. Y4.Ag4:B85/981), and attach a check or
money order for the amount of purchase, made payable to: Govern-
ment Printing Office.

In requesting printed copies of publications, please enclose a self-
addressed label.

ADDRESSES FOR REQUESTING PUBLICATIONS

Documents Superintendent of Documents
Special Committee on Aging Government Printing Office
U.S. Senate Washington, D.C. 20402
G-233, Dirksen Building
Washington, D.C. 20510



REPORTS
Action for the Aged and Aging, Report No. 128, March 1961.**
Action for the Aged and Aging, summary and recommendations of

Report No. 128, 1961.**
Developments in Aging, 1959-63, Report No. 8, February 1963.**
Developments in Aging, 1963-64, Report No. 124, March 1965.**
Developments in Aging, 1965, Report No. 1073, March 15, 1966.**
Developments in Aging, 1966, Report No. 169, April 1967.**
Developments in Aging, 1967, Report No. 1098, April 1968.**
Developments in Aging, 1968, Report No. 91-119, April 1969. **
Developments in Aging, 1969, Report No. 91-875, February 1970.**
Developments in Aging, 1970, Report No. 92-46, March 1971.**
Developments in Aging: 1971 and January-March 1972, Report No.

92-784, April 1972.**
Developments in Aging: 1972 and January-March 1973, Report No.

93-147, May 1973.**
Developments in Aging: 1973 and January-March 1974, Report No.

93-846, May 1974.**
Developments in Aging: 1974 and January-April 1975, Report No.

94-250, June 1975.**
Developments in Aging: 1975 and January-May 1976-Part 1,

Report No. 94-998, June 1976 (Cat. No. 94/2: S. Rept.
998/Pt. 1)-$2.95.*

Developments in Aging: 1975 and January-May 1976-Part 2,
Report No. 94-998, June 1976 (Cat. No. 94/2: S. Rept. 998/Pt. 2)-
$2.55. *

Developments in Aging: 1976-Part 1, Report No. 95-88, March
1977.***

Developments in Aging: 1976-Part 2, Report No. 95-88, March
1977.***

Developments in Aging: 1977-Part 1, Report No. 95-771, April
1978 (Cat. No. 95/2: S. Rept. 771/Pt. 1)-$4.25.*

Developments in Aging: 1977-Part 2, Report No. 95-771, April
1978 (Cat. No. 95/2: S. Rept. 771/Pt. 2)-$3.75.*

Developments in Aging: 1978-Part 1, Report No. 96-55, March
1979 (Cat. No. 96/1: S. Rept. 55/Pt. 1)-$3.75.

Developments in Aging: 1978-Part 2, Report No. 96-55, March
1979 (Cat. No. 96/1: S. Rept. 55/Pt. 2)-$3.75.

Developments in Aging: 1979-Part 1, Report No. 96-613, Febru-
ary 1980 (Cat. No. 96/2: S. Rept. 613/Pt. 1)-$5.50.

Developments in Aging: 1979-Part 2, Report No. 96-613, Febru-
ary 1980 (Cat. No. 96/2: S. Rept. 613/Pt. 2)-$6.

Developments in Aging: 1980-Part 1, Report No. 97-62, April 1981
(Cat. No. 97/1: S. Rept. 62/Pt. 1)-$5.50.

Developments in Aging: 1980-Parte2, Report No. 97-62, April 1981
(Cat. No. 97/1: S. Rept. 62/Pt. 2)-$6.50.

NOTE: When requesting or ordering publications in this listing, it is important that you frst read the
Instructions on page 1.



Developments in Aging: 1981-Part 1, Report No. 97-, February
1982 (Cat. No. 97/2: S. Rept. -/Pt. 1)-$0.00.

Developments in Aging: 1981-Part 2, Report No. 97-, February
1982 (Cat. No. 97/2: S. Rept. -/Pt. 2)-$0.00.

Comparison of Health Insurance Proposals for Older Persons, 1961,
committee print, April 3, 1961.**

The 1961 White House Conference o gngbasi policy statements
and recommendations, committee print, May 15, 1961.**

New Population Facts on Older Americans, 1960, staff report, com-
mittee print, May 24, 1961.**

Basic Facts on the Health and Economic Status of Older Americans,
staff report, committee rint, June 2, 1961.**

Health and Econoinic on iti oftheAmerican Aged, chart book,
committee print, June 1961.**

State Action To Implement Medical Programs for the Aged, staff
report, committee print, June 8, 1961.**

A Constant Purchasing Power Bond: A Proposal for Protecting
Retirement Income, committee print, August 1961.**

Mental Illness Among Older Americans, committee print, Septem-
ber 8, 1961.**

Comparison of Health Insurance Proposals for Older Persons, 1961-
62, committee print, May 10, 1962.**

Background Facts on the Financing of the Health Care of the Aged,
committee print, excerpts from the report of the Division of Pro-
gram Research, Social Security Administration, Department of
Health, Education, and Welfare, May 24, 1962.**

Statistics on Older People: Some Current Facts About the Nation's
Older People, June 14, 1962.**

Performance of the States: 18 Months of Experience With the Medical
Assistance for the Aged (Kerr-Mills) Program, committee print
report, June 15, 1962.**

Housing for the Elderly, committee print report, August 31, 1962.**
Some Current Facts About the Nation's Older People, October 2,

1962.**
A Compilation of Materials Relevant to the Message of the President

of the United States on Our Nation's Senior Citizens, committee
print, June 1963.**

Medical Assistance for the Aged: The Kerr-Mills Program, 196063,
committee print report, October 1963.**

Blue Cross and Private Health Insurance Coverage of Older Ameri-
cans, committee print report, July 1964. * *

Increasing Employment Opportunities for the Elderly-Recommenda-
tions and Comment, committee print report, August 1964.**

Services for Senior Citizens-Recommendations and Comment, Re-
port No. 1542, September 1964.**

Major Federal Legislative and Executive Action Affecting Senior
Citizens, 1963-64, staff report, committee print, October 1964.**

Frauds and Deceptions Affecting the Elderly-Investigations, Find-
ings, and Recommendations, 1964, committee print report, January
1965.**

Extending Private Pension Coverage, committee print report, June
1965.**

NOTE: When-requesting or ordering publications in this listing, it is important that you first read the
instructions on page 1.



Health Insurance and Related Provisions of Public Law 89-97: The
Social Security Amendments of 1965, committee print, October
1965.**

Major Federal Legislative and Executive Actions Affecting Senior
Citizens, 1965, staff report, committee print, November 1965.**

Services to the Elderly on Public Assistance, committee print report,
March 1966.**

The War on Poverty. As It Affects the Elderly, Report No. 1287, June
1966.**

Needs for Services Revealed by Operation Medicare Alert, committee
print report, October 1966.**

Tax Consequences of Contributions to Needy Older Relatives, Report
No. 1721, October 13, 1966.**

Detection and Prevention of Chronic Disease Utilizing Multiphasic
Health Screening Techniques, committee print report, December 30,
1966.**

Reduction of Retirement Benefits Due to Social Security Increases,
committee print report, August 21, 1967.**

Economics of Aging: Toward a Full Share in Abundance,. working
paper, committee print, March 1969.** 1

Homeownership Aspects of the Economics of Aging, working paper,
factsheet, July 1969.** 1

Health Aspects of the Economics of Aging, working paper, committee
print, July 1969 (revised).** 1

Social Security for the Aged: International Perspectives, working
paper, committee print, August 1969.** 1

Employment Aspects of the Economics of Aging, working paper,
committee print, December 1969.** 1

Pension Aspects of the Economics of Aging: Present and Future
Roles of Private Pensions, working paper, committee print, January
1970.** I

The Stake of Today's Workers in Retirement Security, working paper,
committee print, April 1970.** I

Legal Problems Affecting Older Americans, working paper, com-
mittee print, August 1970.** 1

Income Tax Overpayments by the Elderly, Report No. 91-1464,
December 1970.**

Older Americans and Transportation: A Crisis in Mobility, Report
No. 91-1520, December 1970.**

Economics of Aging: Toward a Full Share in Abundance, Report
No. 91-1548, December 31, 1970.**

Medicare, Medicaid Cutbacks in California, working paper, factsheet,
May 10, 1971.** 1

The Nation's Stake in the Employment of Middle-Aged and Older
Persons, working paper, committee print, July 1971.**

The Administration on Aging-Or a Successor? Committee print
report, October 1971.**

Alternatives to Nursing Home Care: A Proposal, committee print,
October 1971.**

Mental Health Care and the Elderly: Shortcomings in Public Policy,
Report No. 92-433, November 1971.**

The Multiple Hazards of Age and Race: The Situation of Aged Blacks
in the United States,. Report No. 92-450..Novemher 1971.*

Working paper Incorporated as an appendix to the hearing.
NOTE: When requesting or ordering publications in this listing, it is Important that you first read the

instructions on page 1.
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Advisory Council on the Elderly American Indian, working paper,
committee print, November 1971.**

Elderly Cubans in Exile, working paper, committee print, November
1971.**

A Pre-White House Conference on Aging: Summary of Developments
and Data, Report No. 92-505, November 1971.**

Research and Training in Gerontology, working paper, committee
print, November 1971.**

Making Services for the Elderly Work: Some Lessons From the
British Experience, committee print report, November 1971.**

1971 White House Conference on Aging, a report to the delegates
from the conference sections and special concerns sessions, Decem-
ber 1971.**

Home Health Services in the United States, committee print report,
April 1972.**

Proposals To Eliminate Legal Barriers Affecting Elderly Mexican-
Americans, working paper, committee print, May 1972.**

Cancelled Careers: The Impact of Reduction-in-Force Policies on
Middle-Aged Federal Employees, committee print report, May
1972.**

Action on Aging Legislation in 92d Congress, committee print,
October 1972.**

Legislative History of the Older Americans Comprehensive Services
Amendments of 1972, joint committee print, prepared by the
Subcommittee on Aging of the Committee on Labor and Public
Welfare and the Special Committee on Aging, December 1972.**

The Rise and Threatened Fall of Service Programs for the Elderly,
report by the Subcommittee on Federal, State, and Community
Services, Report No. 93-94, March 28, 1973.**

Housing for the Elderly: A Status Report, working paper, committee
print, April 1973.**

Older Americans Comprehensive Services Amendments of 1973, com-
mittee print, June 1973.**

Home Health Services in the United States: A Working Paper on
Current Status, committee print, July 1973.**

Economics of Aging: Toward a Full Share in Abundance, index to
hearings and reports, committee print, July 1973.**

Research on Aging Act, 1973, Report No. 93-299, committee print,
July 1973.**

Post-White House Conference on Aging Reports, 1973, joint com-
mittee print, prepared by the Subcommittee on Aging of the Com-
mittee on Labor and Public Welfare and the Special Committee on
Aging, September 1973.**

Improving the Age Discrimination Law, working paper, committee
print, September 1973.**

The Proposed Fiscal 1975 Budget: What It Means for Older Ameri-
cans, committee print, February 1974. **

Protecting Older Americans Against Overpayment of Income Taxes:
A Checklist of Itemized Deductions, committee print, February
1974.**

Developments and Trends in State Programs and Services for the
Elderly, committee print report, November 1974. **

NoTZ: When requesting or ordering publications in this listing, it is important that you first read theinstructions on page 1.



Nursing Home Care in the U0nited States: Failure in Public Policy,
reports by the Subcommittee on Long-Term Care:

Introductory Report, Report No. 93-1420, November 1974.**
Supporting Paper No. 1, "The Litany of Nursing Home Abuses

and an Examination of the Roots of Controversy," committee
print report, December 1974 (Cat. No. Y4.Ag4:N93/5/No.

Supporting Paper No. 2, "Drugs in Nursing Homes: Misuse,
Bigh Costs, and Kickbacks," committee print report, January
1975.**

Supporting Paper No. 3, "Doctors in Nursing Homes: The
Shunned Responsibility," committee print report, February
1975 (Cat. No. Y4.Ag4:N93/5/No. 3)-950.*

Supporting Paper No. 4, "Nurses in Nursing Homes: The Heavy
Burden (the Reliance on Untrained and Unlicensed Person-
nel)," committee print report, April 1975.**

Supporting Paper No. 5, "The Continuing Chronicle of Nursing
Home l ires," committee print report, August 1975 (Cat. No.
Y4.Ag4:N93/5/No. 5)-$2.10.*

Supporting Paper No. 6, "What Can Be Done in Nursing Homes:
F ositive Aspects in Long-Term Care," committee print report,
September 1975 (Cat. No. Y4.Ag4:N93/5/No. 6)-$1.70.*

Supporting Paper No. 7, "The Role of Nursing Homes in Caring
for Discharged Mental Patients (and the Birth of a For-Profit
Boarding Home Industry)," committee print report, March
1976 (Cat. No. Y4.Ag4:N93/5/No. 7)-$1.60.*

Private Health Insurance Supplementary to Medicare, working paper,
committee print, December 1974.**

Protecting Older Americans Against Overpayment of Income Taxes,
committee print, January 1975.**

Senior Opportunities and Services (Directory of Programs), commit-
tee print, February 1975.**

Action on Aging Legislation in 93d Congress, committee print, Febru-
ary 1975.**

The Proposed Fiscal 1976 Budget: What It Means for Older Ameri-
cans, committee print, February 1975.**

Future Directions m Social Security: An Interim Report, committee
print, March 1975.**

Women and Social Security: Adapting to a New Era, working paper,
committee print, October 1975.**

Congregate Housing for Older Adults, Report No. 94-478, November
1975.**

Protecting Older Americans Against Overpayment of Income Taxes,
committee print, January 1976.**

The Proposed Fiscal 1977 Budget: What It Means for Older Ameri-
.cans, committee print, February 1976.**

Fraud and Abuse Among Clinical Laboratories, Report No. 94-944,
June 15, 1976.**

Recession's Continuing Victim: The Older Worker, committee print,
July 1976.**

Fraud and Abuse Among Practitioners Participating in the Med-
icaid Program, committee print, August 1976 (Cat. No. Y4.Ag4:
M46/6)-$2.65..*

NoT When requesUtng or ordering publications In this listing, it Is important that you first read the
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Adult Day Facilities for Treatment, Health Care, and Related
Services, committee print, September 1976 (Cat. No. Y4.Ag4:T7 1)-

Termination of Social Security Coverage: The Impact on State and
Local Government Employees, committee print, September 1976. **

Witness Index and Research Reference, committee print, November
1976.**

Action on Aging Legislation in 94th Congress, committee print,
November 1976.**

Protecting Older Americans Against Overpayment of Income Taxes,
committee print, December 1976.**

The Proposed Fiscal 1978 Budget: What It Means for Older Americans,
committee print, March 1977.**

Kickbacks Among Medicaid Providers, Report No. 95-320, June
1977.**

Protective Services for the Elderly, committee print, July 1977 (Cat.
No. Y4.Ag4:Se6/10)-$2.20.*

The Next Steps in Combating Age Discrimination in Employment:
With Special Reference to Mandatory Retirement Policy, com-
mittee print, August 1977 (Cat. No. Y4.Ag4:R31/7)-$1.20.*

Protecting Older Americans Against Overpayment of Income Taxes,
committee print, December 1977.**

The Proposed Fiscal 1979 Budget: What It Means for Older Americans,
committee print, February 1978.**

Paperwork and the Older Americans Act: Problems of Implementing
Accountability, committee print, June 1978 (Cat. No. Y4.Ag4:
P19)-$2.30.*

Single Room Occupancy: A Need for National Concern, committee
print, June 1978 (Cat. No. Y4.Ag4:Si6)-$1.90.*

Protecting Older Americans Against Overpayment of Income Taxes,
committee print, December 1978.**

Action on Aging Legislation in the 95th Congress, committee print,
December 1978 (Cat. No. Y4.Ag4:L52/3/978)-1.10.

The Proposed Fiscal 1980 Budget: What It Means for Older Ameri-
cans, committee print, February 1979 (Cat. No. Y4.Ag4:B85/980)-
$1.10.

Energy Assistance Programs and Pricing Policies in the 50 States To
Benefit Elderly, Disabled, or Low-Income Households, committee

print, October 1979 (Cat. No. Y4.Ag4:En2/2)-$5.50.
Witness Index and Research Reference, committee print, November

1979.***
Protecting Older Americans Against Overpayment of Income Taxes,

committee print, January 1980.**
The Proposed Fiscal 1981 Budget: What It Means for Older Ameri-

cans,-committee print, February 1980 (Cat. No. Y4.Ag4:B85/981)-
$1.50.*

Emerging Options for Work and Retirement Policy (An Analysis of
Major Income and Employment Issues With an Agenda for Re-
search Priorities), committee print, June 1980 (Cat. No. Y4.Ag4:
W89)-$4.

Summary of Recommendations and Surveys on Social Security
and Pension Policies, committee print, October 1980 (Cat. No.
Y4.Ag4:Sol/6)-$3.25.
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Innovative Developments in Aging: State Level, committee print,
October 1980 (Cat. No. Y4.Ag4:Ag4/7)-$6.

State Offices on Aging: History and Statutory Authority, committee
prmt, December 1980 (Cat. No. Y4.Ag4:Ag4/8)-$2.25.

Protecting Older Americans Against Overpayment of Income Taxes,
committee print, December 1980 (Cat. No. Y4.Ag4:In2/4/980)-
$1.50.

State and Local Government Terminations of Social Security Cover-
age, committee print, December 1980 (Cat. No. Y4.Ag4:Sol/7)-
$3.75.

The Proposed Fiscal Year 1982 Budget: What It Means for Older
Americans, committee print, April 1981.***

Action on Aging Legislation in the 96th Congress, committee print,
April 1981 (Cat. No. Y4.Ag4:L52/3/981)-$2.

Energy and the Agcd, committ-e print, August 1981, $2.75.
1981 Federal Income Tax Legislation: How It Aqects Older Ameri-

cans and Those Planning Retirement, committee print, August 1981,
$2.

Omnibus Budget Reconciliation Act of 1981, Public Law 97-35 (Se-
lected Provisions Affecting the Elderly), committee print, Septem-
ber 1981, $2.25.

Toward a National Older Worker Policy, committee print, Septem-
ber 1981. $3.75.

Crime and the Elderly-What You Can Do, committee print, Sep-
tember 1981.**

Social Security in Europe: The Impact on an Aging Population,
committee print, December 1981.

Background Materials Relating to Office of Inspector General,
Department of Health and Human Services Efforts To Combat
Fraud, Waste, and Abuse, committee print, December 1981.

Protecting Older Americans Against Overpayment of Income Taxes,
committee print, December 1981.

A Guide to Individual Retirement Accounts (IRA's), committee
print, December 1981.
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HEARINGS

Retirement Income of the Amg **
Part 1. Washington, D.C., July 12-13, 1961.
Part 2. St. Petersburg, Fla., November 6, 1961.
Part 3. Port Charlotte, Fla., November 7, 1961.
Part 4. Sarasota, Fla., November 8, 1961.
Part 5. Springfield, Mass., November 29, 1961.
Part 6. St. Joseph, Mo., December 11, 1961.
Part 7. Hannibal, Mo., December 13, 1961.
Part 8. Cape Girardeau, Mo., December 15, 1961.
Part 9. Daytona Beach, Fla., February 14, 1962.
Part 10. Fort Lauderdale, Fla., February 15, 1962.

Housing Problems of the Elderly:**
Part 1. Washington, D.C., August 22-23, 1961.
Part 2. Newark, N.J., October 16, 1961.
Part 3. Philadelphia, Pa., October 18, 1961.
Part 4. Scranton, Pa., November 14, 1961.
Part 5. St. Louis, Mo., December 8, 1961.

Problems of the Aging (Federal-State activities):**
Part 1. Washington, D.C., August 23-24, 1961.
Part 2. Trenton, N.J., October 23, 1961.
Part 3. Los Angeles, Calif., October 24, 1961.
Part 4. Las Vegas, Nev., October 25, 1961.
Part 5. Eugene, Oreg., November 8, 1961.
Part 6. Pocatello, Idaho, November 13, 1961.
Part 7. Boise, Idaho, November 15, 1961.
Part 8. Spokane, Wash., November 17, 1961.
Part 9. Honolulu, Hawaii, November 27, 1961.
Part 10. Lihue, Hawaii, November 29, 1961.
Part 11. Wailuku, Hawaii, November 30, 1961.
Part 12. Hilo, Hawaii, December 1, 1961.
Part 13. Kansas City, Mo., December 6, 1961.

Nursing Homes:**
Part 1. Portland, Oreg., November 6, 1961.
Part 2. Walla Walla, Wash., November 10, 1961.
Part 3. Hartford, Conn., November 20, 1961.
Part 4. Boston, Mass., December 1, 1961.
Part 5. Minneapolis, Minn., December 4, 1961.
Part 6. Springfield, Mo., December 12, 1961.

Relocation of Elderly People:**
Part 1. Washington, D.C., October 22-23, 1962.
Part 2. Newark, N.J., October 26, 1962.
Part 3. Camden, N.J., October 29, 1962.
Part 4. Portland, Oreg., December 3, 1962.
Part 5. Los Angeles, Calif., December 5, 1962.
Part 6. San Francisco, Calif., December 7, 19*2.
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Frauds and Quackery Affecting the Older Citizen:**
Part 1. Washington, D.C., January 15, 1963.
Part 2. Washington, D.C., January 16, 1963.
Part 3. Washington, D.C., January 17, 1963.

Housing Problems of the Elderly:**
Part 1. Washington, D.C., December 11, 1963.
Part 2. Los Angeles, Calif., January 9, 1964.
Part 3. San Francisco, Calif., January 11, 1964.

Long-Term Institutional Care for the Aged (Federal programs),
Washington, D.C., December 17-18, 1963.**

Increasing Employment Opportunities for the Elderly:**
Part 1. Washington, D.C., December 19, 1963.
Part 2. Los Angeles, Calif., January 10, 1964.
Part 3. San Francisco, Calif., January 13, 1964.

Health Frauds and Quackery:**
Part 1 San Francisco, Calif., January 13, 1964.
Part 2. Washington, D.C., March 9,1964.
Part 3. Washington, D.C., March 10, 1964.
Part 4A. Washington, D.C., April 6, 1964 (eye care).
Part 4B. Washington, D.C., April 6, 1964 (eye care).

Services for Senior Citizens:**
Part 1. Washington, D.C., January 16, 1964.
Part 2. Boston, Mass., January 20, 1964.
Part 3. Providence, R.I., January 21, 1964.
Part 4. Saginaw, Mich, March 2, 1964

Blue Cross and Other Private Health Insurance for the Elderly:**
Part 1. Washington, D.C., April 27, 1964.
Part 2. Washington, D.C., April 28, 1964.
Part 3. Washington, D.C., April 29, 1964.
Part 4A. Appendix.
Part 4B. Appendix.

Deceptive or Misleading Methods in Health Insurance Sales, Wash-
ington, D.C., May 4, 1964.**

Nursing Homes and Related Long-Term Care Services:**
Part 1. Washington, D.C., May 5,1964.
Part 2. Washington D.C., May 6, 1964.
Part 3. Washington, D.C., May 7, 1964.

Interstate Mail Order Land Sales:**
Part 1. Washington, D.C., May 18, 1964.
Part 2. Washington, D.C., May 19, 1964.
Part 3. Washington, D.C., May 20, 1964.

Preneed Burial Service, Washington, D.C., May 19, 1964.**
Conditions and Problems in the Nation's Nursing Homes:**

Part 1. Indianapolis, Ind., February 11, 1965.
Part 2. Cleveland, Ohio, February 15, 1965.
Part 3. Los Angeles, Calif., February 17, 1965.
Part 4. Denver, Colo., February 23, 1965.
Part 5. New York, N.Y., August 2-3, 1965.
Part 6. Boston, Mass., August 9, 1965.
Part 7. Portland, Maine, Agust 13, 1965.
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Extending Private Pension Coverage:**
Part 1. Washington, D.C., March 4,1965.
Part 2. Washington, D.C., March 5 and 10, 1965.

The War on Poverty As It Affects Older Americans:**
Part 1. Washington, D.C., June 16-17, 1965.
Part 2. Newark, N.J., July 10, 1965.
Part 3. Washington, D.C., January 19-20, 1966.

Services to the Elderly on Public Assistance:**
Part 1. Washington, D.C., August 18-19, 1965.
Part 2. Appendix.

Needs for Services Revealed by Operation Medicare Alert, Washing-
ton, D.C., June 2, 1966.**

Tax Consequences of Contributions to Needy Older Relatives, Wash-
ington, D.C., June 15, 1966.**

Detection and Prevention of Chronic Disease Utilizing Multiphasic
Health Screening Techniques, Washington, D.C., September 20, 21,
and 22, 1966.**

Consumer Interests of the Elderly:**
Part 1. Washington, D.C., January 17-18, 1967.
Part 2. Tampa, Fla., February 2-3, 1967.

Reduction of Retirement Benefits Due to Social Security Increases,
Washington, D.C., April 24-25, 1967.**

Retirement and the Individual:**
Part 1. Washmgton, D.C., June 7-8, 1967.
Part 2. Ann Arbor, Mich., July 26, 1967.

Costs and Delivery of Health Services to Older Americans:**
Part 1. Washington, D.C., June 22-23, 1967.
Part 2. New York, N.Y., October 19, 1967.
Part 3. Los Angeles, Calif., October 16, 1968.

Rent Supplement Assistance to the Elderly, Washington, D.C.,
July 11, 1967.**

Long-Range Program and Research Needs in Aging and Related
Fields, Washington, D.C., December 5-6, 1967.**

Hearing Loss, Hearing Aids, and the Elderly, Washington, D.C.,
July 18-19, 1968.**

Usefulness of the Model Cities Program to the Elderly:**
Part 1. Washington, D.C., July 23, 1968.
Part 2. Seattle, Wash., October 14, 1968.
Part 3. Ogden, Utah, October 24, 1968.
Part 4. Syracuse, N.Y., December 9, 1968.
Part 5. Atlanta, Ga., December 11, 1968.
Part 6. Boston, Mass., July 11, 1969.
Part 7. Washington, D.C., October 14-15, 1969.

Adequacy of Services for Older Workers, Washington, D.C., July 24-
25, and 29, 1968.**

Availability and Usefulness of Federal Programs and Services to
Elderly Mexican-Americans:**

Part 1. Los Angeles, Calif., December 17, 1968.
Part 2. El Paso, Tex., December 18, 1968.
Part 3. San Antonio, Tex., December 19, 1968.
Part 4. Washington, D.C., January 14-15, 1969.
Part 5. Washington, D.C., November 20--21, 1969.
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Economics of Aging: Toward a Full Share in Abundance:**
Part 1. Washington, D.C., April 29-30, 1969.
Part 2. Ann Arbor, Mich., consumer aspects, June 9, 1969.
Part 3. Washington, D.C., health aspects, July 17-18, 1969.
Part 4. Washington, D.C., homeownership aspects, July 31 and

August 1, 1969.
Part 5. Paramus, N.J., central suburban area, August 14, 1969.
Part 6. Cape May, N.J., retirement community, August 15,

1969.
Part 7. Washington, D.C., international aspects, August 25,

1969.
Part 8. Washington, D.C., national organizations, October 29,

1969.
Part 9. Washington, D.C., employment aspects, December 18-19,

1969.
Part 10A. Washington, D.C., pension aspects, February 17,

1970.
Part 10B. Washington, D.C., pension aspects, February 18,

1970.
Part 11. Washington, D.C., concluding hearing, May 4, 5, and 6,

1970.
The Federal Role in Encouraging Preretirement Counseling and New

Work Lifetime Patterns, Washington, D.C., July 25, 1969.**
Trends in Long-Term Care (Cat. No. Y4.Ag4:C18/Pts.):

Part 1. Washington, D.C., July 30, 1969.**
Part 2. St. Petersburg, Fla., January 9, 1970.**
Part 3. Hartford, Conn., January 15, 1970.**
Part 4. Washington, D.C. (Marietta, Ohio, fire), February 9,

1970.**
Part 5. Washington, D.C. (Marietta, Ohio, fire), February 10,

1970.**
Part 6. San Francisco, Calif., February 12, 1970.**
Part 7. Salt Lake City, Utah, February 13, 1970.**
Part 8. Washington, D.C., May 7, 1970.**
Part 9. Washington, D.C. (Salmonella), August 19, 1970.**
Part 10. Washington, D.C. (Salmonella), December 14, 1970.**
Part 11. Washington, D.C., December 17, 1970.**
Part 12. Chicago, Ill., April 2, 1971.**
Part 13. Chicago, Ill., April 3, 1971.**
Part 14. Washington, D.C., June 15, 1971.**
Part 15. Chicago, Ill., September 14, 1971.**
Part 16. Washington, D.C., September 29, 1971.**
Part 17. Washington, D.C., October 14, 1971.**
Part 18. Washington, D.C., October 28, 1971.**
Part 19A. Minneapolis-St. Paul, Minn., November 29, 1971.**
Part 19B. Minneapolis-St. Paul, Minn., November 29, 1971.**
Part 20.'Washington,.D.C., August 10, 1972.**
Part 21. Washington, D.C., October 10, 1973-$1.85.*
Part 22. Washington, D.C., October 11, 1973.**
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Trends in Long-Term Care-Continued
Part 23. New York, N.Y., January 21, 1975-$2.05.*
Part 24. New York, N.Y., February 4, 1975-$2.40.*
Part 25. Washington, D.C., February 19, 1975.***
Part 26. Washington, D.C., December 9, 1975-$2.10.*
Part 27. New York, N.Y., March 19, 1976-$1.20.*

Older Americans in Rural Areas:**
Part 1. Des Moines, Iowa, September 8, 1969.
Part 2. Majestic-Freeburn, Ky., September 12, 1969.
Part 3. Fleming, Ky., September 12, 19,69.
Part 4. New Albany, Ind., September 16, 1969.
Part 5. Greenwood, Miss., October 9, 1969.
Part 6. Little Rock, Ark., October 10, 1969.
Part 7. Emmett, Idaho, February 24, 1970.
Part 8. Boise, Idaho, February 24, 1970.
Part 9. Washington, D.C., May 26, 1970.
Part 10. Washington, D.C., June 2, 1970.
Part 11. Dogbone-Charleston, W. Va., October 27, 1970.
Part 12. Wallace-Clarksburg, W. Va., October 28, 1970.

Income Tax Overpayments. by the Elderly, Washington, D.C.,
April 15, 1970.**

Sources of Community Support for Federal Programs Serving Older
Americans:**

Part 1. Ocean Grove, N.J., April 18, 1970.
Part 2. Washington, D.C., June 8-9, 1970.

Legal Problems Affecting Older Americans:**
St. Louis, Mo., August 11, 1970.
Boston, Mass., April 30, 1971.

Evaluation of Administration on Aging and Conduct of White House
Conference on Aging:**

Part 1. Washington, D.C., March 25, 1971.
Part 2. Washington, D.C., March 29, 1971.
Part 3. Washington, D.C., March 30, 1971.
Part 4. Washington, D.C., March 31, 1971.
Part 5. Washington, D.C., April 27, 1971.
Part 6. Orlando, Fla., May 10, 1971.
Part 7. Des Moines, Iowa, May 13, 1971.
Part 8. Boise, Idaho, May 28, 1971.
Part 9. Casper, Wyo., August 13, 1971.
Part 10. Washington, D.C., February 3, 1972.

Cutbacks in Medicare and Medicaid Coverage:**
Part 1. Los Angeles, Calif., May 10, 1971.
Part 2. Woonsocket, R.I., June 14, 1971.
Part 3. Providence, R.I., September 20, 1971.

Unemployment Among Older Workers:**
Part 1. South Bend, Ind., June 4, 1971.
Part 2. Roanoke, Ala., August 10, 1971.
Part 3. Miami, Fla., August 11, 1971.
Part 4. Pocatello, Idaho, August 27, 1971.
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Adequacy of Federal Response to Housing Needs of Older Ameri-
cans:**

Part 1. Washington, D.C., August 2, 1971.
Part 2. Washington, D.C., August 3, 1971.
Part 3. Washington, D.C., August 4, 1971.
Part 4. Washington, D.C., October 28, 1971.
Part 5. Washington, D.C., October 29, 1971.
Part 6. Washington, D.C., July 31, 1972.
Part 7. Washington, D.C., August 1, 1972.
Part 8. Washington, D.C., August 2, 1972.
Part 9. Boston, Mass., October 2, 1972.
Part 10. Trenton N.J., January 17, 1974.
Part 11. Atlantic City, N.J., January 18, 1974.
Part 12. East Orange, N.J., January 19, 1974.
Part 13. Washington, D.C., October 7, 1975.
Part 14. Washington, D.C., October 8, 1975.

Flammable Fabrics and Other Fire Hazards to Older Americans, Wash-
ington, D.C., October 12, 1971.**

A Barrier-Free Environment for the Elderly and the Handicapped:**
Part 1. Washington, D.C., October 18, 1971.
Part 2. Washington, D.C., October 19, 1971.
Part 3. Washington, D.C., October 20, 1971.

Death With Dignity: An Inquiry Into Related Public Issues:**
Part 1. Washington, D.C., August 7, 1972.
Part 2. Washington, D.C., August 8, 1972.
Part 3. Washington, D.C., August 9, 1972.

Future Directions in Social Security:**
Part 1. Washington, D.C., January 15, 1973.
Part 2. Washington, D.C., January 22, 1973.
Part 3. Washington, D.C., January 23, 1973.
Part 4. Washington, D.C., July 25, 1973.
Part 5. Washington, D.C., July 26, 1973.
Part 6. Twin Falls, Idaho, May 16, 1974.
Part 7. Washington, D.C., July 15, 1974.
Part 8. Washington, D.C., July 16, 1974.
Part 9. Washington, D.C., March 18, 1975.
Part 10. Washington, D.C., March 19, 1975.
Part 11. Washington, D.C., March 20, 1975.
Part 12. Washington, D.C., May 1, 1975.
Part 13. San Francisco, Calif., May 15, 1975.
Part 14. Los Angeles, Calif., May 16, 1975.
Part 15. Des Moines, Iowa, May 19, 1975.
Part 16. Newark, N.J., June 30, 1975.
Part 17. TomsRiverN.J., September 8, 1975.
Part 18. Washington, D.C., October 22, 1975.
Part 19. Washington, D.C., October 23, 1975.
Part 20. Portland, Oreg., November 24, 1975.
Part 21. Portland, Oreg., November 25, 1975.
Part 22. Nashville, Tenn., December 6, 1975.
Part 23. Boston, Mass., December 19, 1975.
Part 24. Providence, R.I., January 26, 1976.
Part 25. Memphis, Tenn., February 16, 1976.
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Fire Safety in Highrise Buildings for the Elderly:**
Part 1. Washington, D.C., February 27, 1973.
Part 2. Washington, D.C., February 28, 1973.

Barriers to Health Care for Older Americans:**
Part 1. Washington, D.C., March 5, 1973.
Part 2. Washington, D.C., March 6, 1973.
Part 3. Livermore- Falls, Maine, Aprik23,1973.
Part 4. Springfield, Ill., May 16, 1973.
Part 5. Washington, D.C., July 11, 1973.
Part 6. Washington, D.C., July 12, 1973.
Part 7. Coeur d'Alene, Idaho, August 4, 1973.
Part 8. Washington, D.C., March 12, 1974.
Part 9. Washington, D.C., March 13, 1974.
Part 10. Price, Utah, April 20, 1974.
Part 11. Albuquerque, N. Mex., May 25, 1974.
Part 12. Santa Fe, N. Mex., May 25, 1974.
Part 13. Washington, D.C., June 25, 1974.
Part 14. Washington, D.C., June 26, 1974.
Part 15. Washington, D.C., July 9, 1974.
Part 16. Washington, D.C., July 17, 1974.

Training Needs in Gerontology: **
Part 1. Washington, D.C., June 19, 1973.
Part 2. Washington, D.C., June 21, 1973.
Part 3. Washington, D.C., March 7, 1975.

Hearing Aids and the Older American:**
Part 1. Washington, D.C., September 10, 1973.
Part 2. Washington, D.C., September 11, 1973.

Transportation and the Elderly: Problems and Progress (Cat. No.
Y4.Ag4:T68/Pts.):

Part 1. Washington, D.C., February 25, 1974.**
Part 2. Washington, D.C., February 27, 1974.**
Part 3. Washington, D.C., February 28, 1974.**
Part 4. Washington, D.C., April 9, 1974.**
Part 5. Washington, D.C., July 29, 1975.**
Part 6. Washington, D.C., July 12, 1977-$2.

Improving Legal Representation for Older Americans (Cat. No.
Y4.Ag4:L52/4/Pts.):

Part 1. Los Angeles, Calif., June 14, 1974.**
Part 2. Boston, Mass., August 30, 1976.**
Part 3. Washington, D.C., September 28, 1976-$1.60.*
Part 4. Washington, D.C., September 29, 1976-$2.20.*

Establishing a National Institute on- Aging, Washington, D.C.,
August 1, 1974.**

The Impact of Rising Energy Costs on Older Americans (Cat. No.
Y4.Ag4:En/Pts.):

Part 1. Washington, D.C., September 24, 1974-900.*
Part 2. Washington, D.C., September 25, 1974-750.*
Part 3. Washington, D.C., November 7, 1975.**
Part 4. Washington, D.C., April 5, 1977-$1.80.*
Part 5. Washington, D.C., April 7, 1977-$2.10.*
Part 6. Washington, D.C., June 28, 1977.**
Part 7. Missoula, Mont., February 14, 1979-$3.25.
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The Older Americans Act and the Rural Elderly, Washington, D.C.,
April 28, 1975.**

Examination of Proposed Section 202 Housing Regulations:*
Part 1. Washington, D.C., June 6, 1975.
Part 2. Washington, D.C., June 26, 1975.

The Recession and the Older Worker, Chicago, Ill., August 14, 1975.**
Medicare and Medicaid Frauds (Cat. No. Y4.Ag4:M46/5/Pts.):

Part 1. Washington, D.C., September 26, 1975-$2.10.*
Part 2. Washington, D.C., November 13, 1975-850.*
Part 3. Washington, D.C., December 5, 1975-$1.40.*
Part 4. Washington, D.C., February 16, 1976-$1.30.*
Part 5. Washington, D.C., August 30, 1976-$2.10.*
Part 6. Washington, D.C., August 31, 1976-$2.10.*
Part 7. Washington, D.C., November 17, 1976-$1.70.*
Part 8. Washington, D.C., March 8, 1977-$2.40.*
Part 9. Washington, D.C., March 9, 1977-$3.25.*

Mental Health and the Elderly, Washinton, D.C., September 29,
1975 (Cat. No. Y4.Ag4:M52/3)-$2.10.

Proprietary Home Health Care (joint hearing with the House Select
Committee on Aging), Washington, D.C., October 28, 1975.**

Proposed USDA Food Stamp Cutbacks for the Elderly, Washington,
D.C., November 3, 1975.**

The Tragedy of Nursing Home Fires: The Need for National Com-
mitment for Safety (joint hearing with House Select Committee on
Aging), Washington, D.C., June 3, 1976.**

The Nation's Rural Elderly (Cat. No. Y4.Ag4:R88/3/Pts.):
Part 1. Winterset, Iowa, August 16, 1976-$1.90.*
Part 2. Ottumwa, Iowa, August 16, 1976.**
Part 3. Gretna, Nebr., August 17, 1976-$1.60.*
Part 4. Ida Grove, Iowa, August 17, 1976-$1.60.*
Part 5. Sioux Falls, S. Dak., August 18, 1976-$2.10.*
Part 6. Rockford, Iowa, August 18, 1976-$1.60.*
Part 7. Denver, Colo., March 23, 1977-$3.75.*
Part 8. Flagstaff, Ariz., November 5, 1977.**
Part 9. Tucson, Ariz., November 7, 1977.**
Part 10. Terre Haute, Ind., November 11, 1977-$2.10.*
Part 11. Phoenix, Ariz., November 12, 1977.**
Part 12. Roswell, N. Mex., November 18, 1977-$2.20.*
Part 13. Taos, N. Mex., November 19, 1977-$2.20.*
Part 14. Albuquerque, N. Mex., November 21, 1977-$2.75.*
Part 15. Pensacola, Fla., November 21, 1977-$2.*
Part 16. Gainesville, Fla., November 22, 1977-$2.10.*
Part 17. Champaign, Ill., December 13, 1977-$2.20.*

Medicine and Aging: An Assessment of Opportunities and Neglect,
New York, N.Y., October 13, 1976 (Cat. No. Y4.Ag4:M46/7)-
$2.10.*

Effectiveness of Food Stamps for Older Americans (Cat. No. Y4.Ag4:
F73/3/Pts.):

Part 1. Washington, D.C., April 18, 1977-$1.80.*
Part 2. Washington, D.C., April 19, 1977-$1.50.*
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Health Care for Older Americans: The "Alternatives" Issue: **
Part 1. Washington, D.C., May 16, 1977.
Part 2. Washington, D.C., May 17, 1977.
Part 3. Washington, D.C., June 15, 1977.
Part 4. Cleveland, Ohio, July 6, 1977.
Part 5. Washington, D.C., September 21, 1977.
Part 6. Holyoke, Mass., October 12, 1977.
Part 7. Tallahassee, Fla., November 23, 1977.
Part 8. Washington, D.C., April 17, 1978.

Senior Centers and the Older Americans Act, Washington, D.C.,
October 18, 1977.**

The Graying of Nations: Implications, Washington, D.C., Novem-
ber 10, 1977.**

Tax Forms and Tax Equity for Older Americans, Washington, D.C.,
February 24, 1978.**

Medi-Gap: Private Health Insurance Supplements to Medicare (Cat.
No. Y4.Ag4:M46/8/Pts.):

Part 1. Washington, D.C., May 16, 1978-$3.25.*
Part 2. Washington, D.C., June 29, 1978-$2.10.*

Retirement, Work, and Lifelong Learning (Cat. No. Y4.Ag4:R31/8/
Pts.):

Part 1. Washington, D.C., July 17, 1978-$2.40.*
Part 2. Washington, D.C., July 18, 1978-$2.10.*
Part 3. Washington, D.C., July 19, 1978-$1.70.*
Part 4. Washington, D.C., September 8, 1978.-$2.75.*

Medicaid Anti-Fraud Programs: The Role of State Fraud Control
Units, Washington, D.C., July 25, 1978.**

Vision Impairment Among Older Americans, Washington, D.C.,
August 3, 1978.**

The Federal-State Effort in Long-Term Care for Older Americans:
Nursing Homes and "Alternatives," Chicago, Ill., August 30, 1978
(Cat. No. Y4.Ag4:N93/6)-$3.*

Condominiums and the Older Purchaser (Cat. No.Y4.Ag4:C75/Pts.):
Part 1. Hallandale, Fla., November 28, 1978-$3.*
Part 2. West Palm Beach, Fla., November 29, 1978-$4.*

Older Americans in the Nation's Neighborhoods:"
Part 1. Washmgton, D.C., December 1, 1978.
Part 2. Oakland, Calif., December 4, 1978.

Commodities and Nutrition Program for the Elderly, Missoula,
Mont., February 14, 1979.***

The Effect of Food Stamp Cutbacks on Older Americans, Washing-
ton, D.C., April 11, 1979 (Cat. No. Y4.Ag4:F73/4)-$3.

Home Care Services for Older Americans: Planning for the Future,
Washington, D.C., May 7 and 21, 1979 (Cat. No. Y4.Ag4:H79)-
$4.25.

Federal Paperwork Burdens, With Emphasis on Medicare (joint
hearing with Subcommittee on Federal Spending Practices and Open
Government of the Senate Committee on Governmental Affairs),
St. Petersburg, Fla., August 6, 1979 (Cat. No. Y4.Ag4:Pl/2)-
$4.25.
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Abuse of the Medicare Home Health Program, Miami, Fla., August
28, 1979 (Cat. No. Y4.Ag4:M46/10)-$3.25.

Occupational Health Hazards of Older Workers in New Mexico,
Grants, N. Mex., August 30, 1979.***

Energy Assistance for the Elderly:
Part 1. Akron, Ohio, August 30, 1979.***
Part 2. Washington, D.C., September 13, 1979.***
Part 3. Pennsauken, N.J., May 23, 1980.***
Part 4. Washington,.D.C., July 25, 1980 (joint hearing with Sub-

committee on Aging of the Senate Committee on Labor and
Human Resources).***

Regulations To Implement the Comprehensive Older Americans Act
Amendments of 1978:***

Part 1. Washington, D.C., October 18, 1979 (joint hearing with
Subcommittee on Aging of the Senate Committee on Labor
and Human Resources).

Part 2. Washington, D.C., March 24, 1980.
Medicare Reimbursement for Elderly Participation in Health Mainte-

nance Organizations and Health Benefit Plans, Philadelphia, Pa.,
October 29, 1979 (Cat. No. Y4.Ag4:M46/11)-$3.50.

Energy and the Aged: A Challenge to the Quality of Life in a Time
of Declining Energy Availability, Washington, D.C., November 26,
1979.***

Adapting Social Security to a Changing Work Force, Washington,
D.C., November 28, 1979 (Cat. No. Y4.Af4:SO1/5)-$3.75.

Aging and Mental Health: Overcoming Barriers to Service:
Part 1. Little Rock, Ark., April 4, 1980.***
Part 2. Washington D.C Ma 22, 1980.***

Rural Elderly-The Isolated Population: A Look at Services in the
80's, Las Vegas, N. Mex., April 11, 1980.***

Work After 65: Options for the 80's (Cat. No. Y4.Ag4:W89/2/pts.):
Part 1. Washington, D.C., April 24, 1980-$3.50.
Part 2. Washington, D.C., May 13, 1980-$3.75.
Part 3. Orlando, Fla. July 9 1980-$3.50.

How Old Is "Old"? The ffects 'of Aging on Learning and Working,
Washington, D.C., April 30, 1980 (Cat. No. Y4.Ag4:IA7)-$3.50.

Minority Elderly: Economics and Housing in the 80's, Philadelphia,
Pa., May 7, 1980.***

Maine's Rural Elderly: Independence Without Isolation, Bangor,
Maine, June 9, 1980.**

Elder Abuse, Washington, D.C., June 11, 1980 (joint hearing with
House Select Committee on Aging) (Cat. No. Y4.Ag4:El2)-$4.50.

Crime and the Elderly: What Your Community Can Do, Albuquerque.
N. Mex., June 23 1980 (Cat. No. Y4.Ag4:C86)-$4.25.

Possible Abuse and Maladministration of Home Rehabilitation
Programs for the Elderly, Santa Fe, N. Mex., October 8, 1980, and
Washington, D.C., December 19, 1980.***

Energy.Equity and the Elderly in the 80's:
Part 1. Boston, Mass., October 24, 1980.***
Part 2. St. Petersburg, Fla., October 28, 1980.***
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Retirement Benefits: Are They Fair and Are They Enough?, Fort
Leavenworth, Kans., November 8, 1980.***

Social Security: What Changes Are Necessary:
Part 1. Washington, D.C., November 21, 1980.***
Part 2. Washington, D.C., December 2, 1980.***
Part 3. Washington, D.C., December 3, 1980.***
Part 4. Washington, D-l., December 4, 198.***

Home Health Care: Future Policy (joint hearing with Senate Com-
mittee on Labor and Human Resources), Princeton, N.J., Novem-
ber 23, 1980.***

Impact of Federal Estate Tax Policies on Rural Women, Washing-
ton, D.C., February 4, 1981.***

Impact of Federal Budget Proposals on Older Americans:
Part 1. Washington, D.C., March 20 1981.***
Part 2. Washington, D.C., March 27, 1981.***
Part 3. Philadelphia, Pa., April 10, 1981.***

Energy and the Aged, Washington, D.C., April 9, 1981.***
Older Ameiicans Act, Washington, D.C., April 27, 1981.***
Social Security Reform: Effect on Work and Income After Age 65,
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