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LETTER OF TRANSMITTAL

TU.S. SENATE,
Srecrar. COMMITTEE ON AGING,
Washington, D.C., March 1, 1982.
Hon. Georce Busn,
President, U.S. Senate,
Washington, D.C.

Dear Mr. PresmenT: 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
’ Jorx Heinz, Chairman.

(IIm)



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 1t 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.

gEC. 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
peid at an annual rate.

1 Agreed to March 3, 1981,
(v)



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 problems
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 ﬁnancially 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.

(vi)
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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

1981 is the necessity for such advance planning whenever people’s

retirement expectations are involved. o

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 SST 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
lv;ithir; this decade if the growing needs for quality health care are to

met.
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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 1s 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 pub-
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,
Joan Hrinz,
Chairman.
Lawron 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

opulation differ by age, and how those differences are changing.

he 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.

(1)
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These increases have far-reaching consequences for many social
programs and institutions. For example, the number of typical
“‘retirement age’” persons (65-4) 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

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 l?e affected by this increase in the
number of older persons. The increase in older veterans, who served in
World War II and Kores, 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
%'_Eportion of older persons are living alone today than previously.

ile 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 increa,sedy 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 with 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 1s 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

1 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.
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the Nation’s population by 2000. They will comprise an even larger
groportlon during the 21st century as the ‘“baby-boom’ generation
egins to reach the older ages in 2010 and beyond.
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CHART 1. HUNDRED YEARS OF POPULATION GROWTH:
: AGED 65 AND OVER, 1890—1980

1. SourcEs oF GROWTH

The dramatic increase in the number and proportion of older
ersons can be traced to at least two basic phenomenon. First and
oremost, 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.
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CHART 2. LIFE EXPECTANCY AT BIRTH BY RACE AND s¢x
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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,
reﬂectin% 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
pogtl]lllation. This pattern is true for virtually any combination of
definitions 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 olg 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 %y 1940, and sharply further
to 5.4 in 1980; and, by the year 2000, the ratio is projectecf) 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

1 Projected, series 11, P25, 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 PE

RSON,

SELECTED YEARS 1902 TO 1980 AND PROJECTIONS TO 2020

15

127

3

~~

\\ # 18-64 year olds

.for each person 65+

# 20-58 year olds

for each porson‘60+

185

— 12

| | | I I | |
1989 19208 1940 1860 1980 2000 2020

Source: U.S. Census of Population, 1900-1980; Current Population Report, Series P-25, No. 704,
1

|
!
|
‘}
1



7

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.



POPULATION RELATIONSHIPS

CHART 4. ILLUSTRATIONS OF CHANGING INTERGENERATION?L
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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 fertilit
beginning in the sixties, more and more older Americans may reac
advanced ages without the familial support of living children and
certainly with fewer living children than their parents and grand-
ﬁarents had. Today, about four-fifths of all persons over age 64 have
iving 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.
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1. MoreE OLpEr 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,
ang 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, and
living arrangements 1s 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 1 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 are approximately 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 18@ WOMEN, SELECTED AGES
1960 - 1980 — 20008

180

i Gt
12]%] %, @
.ﬁ?

20 a®

80

7@

6@

58 7

48 -

308 7

20 7

107

= 1N

a? ' ; |

e -
sS5-64 65-74 75-84 85+

|

Source: U.S. Census of Population, 1960, 1980; Current Population Report, Series P-25, No. 704.

|
1

100

90

80

70

60

SO

49

30

20

ie

¢l



13

3. MariTaL Status

By age 65, about 95 percent of all men and 94 percent of all women
have been married 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 65to 74 yr Aged 75 yr or more

Marital status Women Men Women Men

Number (in thousands)

Widows or widowers__.______________ . __ 3,448 8§57 3,677 776

Married, spouse present_..___. - - 4,114 5,200 1,197 2,190

Married, spouse absent (inciuding separated)...________________ 168 146 67 54

Divorced. et mmmecme e —————— 342 290 126 71

Never married.. 480 357 3 142

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
% 2 1

Married, spouse absent (inciuding separated)_.________ - -7
Divorced or separated. .. ... 4 2 2
Never married________ .. 6 6 6 4

Total.. ————- : 100 100 100 100

Source: Bureau of the Census, Department of Commerce.
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4, L1vING 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-had never m

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
ersons livin% alone. In 1960, less than a quarter of all older women
ived 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 ten({ency 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
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CHART 8. LIVING ARRANGEMENTS OF MATURE AND OLDER dEN: 1980
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5. INsTITUTIONAL PoPUrATION

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 upo ulation had a living spouse, compared to about half of the
overall older (654) 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. HousinNg

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 equiipped
in terms of service systems. The residential building boom of the
1970’s produced housing units that are disproportionately occupied
by gounger 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 3' 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.
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Older households increasingly turned to mobile home living durin g
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 percent of all new mobile

—_homes were ed by elders com; 9 percent of all new .
housing in generaf.

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 tiype of dwelling. Generally located within tﬁe older neighgor-
hoods of inner-city areas, this type of housing tends to be older, and
lower in_quality, than others. Older persons m this form of dwellin,
tend to be male, of lower income, widowed, divorced, or single, an
older than the remainder of the aged population.

7. AFFORDABILITY AND VALUE

In respect to housing costs, older Americans find themselves in &
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.



TABLE 3

A SUMARY OF HUD HOUSING UNITS FOR TIE EIDERLY
ALl FICURES REPRESENT NUMBER OF PROUECTS/UNITS CURRENTLY INSURED RY FHA UNLESS UTHERWISE NOTED

OONSTRUCTTON PROJECTS

App. Percent of Cumilative
Section No. of No. of No. of Eld. Elders figures
Number Program Status Projects  Units Vatue Units thrus
Title 1I Low-Income Pub Hsg Active 10,750 1,200,000 Not Avail. 552,(!1)1 46 9/30/79
Direct
Loans for Houslng for lmactlf2 330+ 45,275 574,580,000 45,275 100 1977
20 Elderly & Handicapped Active 1,006 90,323  4,130,154,957 79,185 89 6/30/81
Mortgage
Insurance for Housing
31 for Elderly Active 495 66,285 1,158,117,347 66,285 100 6/30/81
Multf-Femily Rental
221(d)(3) Housing for Low and Active 3,512 355,101  5,718,508,463 21,918 7 6/30/81
Moderate-Income
221(d){4) Fomilies Active 5,239 582,313 13,908,371,752 75,745 13 6/30/81
Home Ownership 2 7
Assigtance for low & Inact{ve 472,059 473,032 8,456,660,790 Not Available Prog. Revs.
235 Mod Inc Families Active 78,034 78,134 2,768,814,179 “6’7])/81
Multi-Family
207 Rental Housing Active 2,633 275,588 3,944,141,865 3,380 1.2 6/30/81
Rental & Co-op
Asgistance for Low
236 and Mod Inc Families Tnactive 4,056 435,231 7,492,815,58) 55,784 13 6/30/81
202/236 202/236 Conversions Inactive 181 + 28,059 480,098,460 28,059 100 6/30/81
Nursing Home & Inter— (Beds) {Beds)
m mediate Care Facilities Active 1,300 147,336 1,676,509,129 147,336 100 6/30/81
NON-CONSTRUCTION PROCRAMS .
84 Low Income 4
Rental Bxisting Active 10,990 916,704 N/A 265,492 28 6/30/81
Assistance 4.5
New Const ™’ Active 8,225 524,586 N/A 283,741 54 6/30/81
Substuns!nl
Rehab ™ Active 1,654 117,904 N/A 61,394 35 6/30/81
Rehabilitation 5 .
312 Loans . Active 86,004 N/A NA 6,243 7.25 9/30/80
Low Rent 2
23 Leased Housing Inactive N/A 163,267 N/A 54,000+ 35 Aprox 12/75

1. Data do not indicate how manv of these wiits are desl
program reported through program revision.
3. Figures for revised Section 202/8 represent cumulative project reservations through 6/30/81,

2. Figures for original

gred specifically for the elderly.

4. Flgures represent cumlative fund reservations through reporting date.
S. Flgures do not include Section 8 commitments attached to Sectfon 202/8 fund reservations.

6. Figures represent loan commitments only.
7. Flgures represent mmber of mortgages.

61
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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 méan 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
recipients.

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 }{ave some income.

As noted initially, these comparisons are based on before-tax money
income levels. Because some of the major sources of income receive
by the elderly are nontaxable, such as social security benefits, and
because the ef’derly, 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 for the overall per capita; a ratio of 96 percent, the
same as for 1980.
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TABLE 4.—MEDIAN MONEY {NCOME OF OLDER PERSONS BY SOURCE: 1980

Percent of
: . total popula-  Actual median
Population, number in thousands Total number  tion 65 plus annual income
Persons 65 and over with income source. .. ________________________ 24,353 95.3 $5,213
Wage or salary income__________ , 343 13.1 10, 249
Nonfarm self-employment income 650 2.5 10,920
Farm self-employment income 256 1.0 9,429
Property income, total . _____ 16, 566 64.8 6, 664
Interest_________________ 16, 056 62.9 , 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
Suppl tal security i e .. 1,934 7.6 3,076
Public assistance or welfareincome___________________________ — 314 1.2 3,461
Veterans, unemployment, and workmen's compensation income._ . 1,354 5.3 5, 629
Veterans' payment incomeonly___________________________ 1,007 3.9 , 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 , 143
Private pensions or annuities___ 4,173 16.3 8,629
Military retirement pensions onlr. 176 .7 10,543
Federal employees’ pensions only. 726 2.8 11, 469
State or local employees’ pensions only 1,307 5.1 , 426
Other combinations___.______________ 176 7 17,649
Other income, total__________________ 374 15 , 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:
Barmings. e 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 paymentSonly_________ 6, 095 23.9 3,248
Government transfer payments and other inc 17,141 67.1 6, 552
Public assistance or supplemental security, or both. , 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
Noincome. e 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
thl)*ough 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

ersons 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).



CHART 19. PERCENT OF OLDER AND TOTAL POPULATION WITH INCOME
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CHART 11. PERCENT OF PERSONS AGED 65 YEARS AND OLDER WITH INCOME

BELOW THE OFFICIAL POVERTY LEVEL BY RACE AND ETHNICITY: 1978 - 1980
Percent Percent
)
40 — 49
30 SPANISH - - 38
>0 ~. — 20
~
~ — WHITE
=~ ~—— e e — — R —_—
1@ - — 10
e n | — T T T e
1970 1972 1974 1976 1978 1980

Source: U.S. Current Population Report, Series P-60, No. 127.

14



~

26

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 and over is still slightly higher than -
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. Noncasa Benerits 7o THE ELDERLY

While the Feriod of the 1970’s was characterized by very slow
growth in 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,
ublic housing, or medicaid benefits in 1980. Medicaid was the single
argest of these programs, benefiting 2.5 million elderly households.
Food stamgs 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. dThe 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, corresponf'mgl , 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).
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2. Hosprral 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 PHYSICIANS AND DENTISTS —~ —

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 po ulation.

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 gopulation, the projected increase in the number of older persons
will affect the number of patients each doctor or dentist serves.

4. Caroxnic 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.
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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 73 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 (ﬁsease, and influenza and
neumonia. Diseases of the heart remain the No. 1 cause of death
or 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
heaﬁh 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, Towa, Missouri, and South Dakota.

Nationwide, the older population increased about 28 percent in
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 lgla-ins 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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TABLE 6.—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

State Number Rank Number Rank Percent Rank 1970-80

3,890 22 440 19 7 1L3 n 35.8

Alaska__ 4 51 12 51 2.9 51 71.4
Arizona.. 2,718 29 307 28 1.3 25 90.7
Arkansas , 286 33 312 2] 13.7 2 31.6
Californi 23,669 1 2,415 1 10.2 34 34.8
Colorado , 28 247 33 8.6 45 32.1
Connectic 3,108 25 5 26 1.7 18 2.7
Delaware. 535 48 59 48 10.0 36 3.1
District of 638 47 74 46 11.6 20 5.7
Florida.__.__.... 9,740 7 1,685 3 17.3 1 1.1
Georgia__ , 464 13 517 16 9.5 41 41.6
Hawaii 965 39 76 45 1.9 49 72.7
idaho. 944 41 41 9.9 37 40.3
1llinois. .. 11,418 5 1,261 6 11.0 29 15.8
Indiana_.. 5,490 12 5 13 10.7 31 18.9
Jowa.... 2,913 27 387 24 13,3 4 10.9
Kansas. ... 2,363 32 306 29 13.0 8 15.5
Kentucky- ... , 661 23 410 21 1.2 27 22.0
Louisiana. .- 4,204 19 404 22 9.6 39 32.5
Maing._ .o 1,125 38 141 36 12.5 1 23.7
Maryland. . ___ 4,216 18 3% 23 9.4 42 32.9
Massachusetts__ 5,737 11 727 10 1.7 10 14.8
Michigan.... - 9,258 8 912 9.8 38 21.8
Minnesota. 4,077 21 480 18 1.8 17 12.9
Mississirpi 2,521 31 239 3 11.5 21 30.8
Missouri_ 4,917 15 648 11 13.2 5 16.1
Montana 4 85 43 10.7 32 25.0
1,570 35 206 35 13.1 7 12.6

79 43 66 47 8.2 47 113.0

9:1 2 103 40 1.2 28 32.1

1, 9 1.7 19 23.9

1,300 37 116 38 8.9 45 65.7

17, 557 2 2,161 2 12.3 13 10.8

, 874 10 602 12 10.2 35 46.1

653 46 44 12.3 14 21.2

10,797 6 1,169 7 10.8 30 1.7

, 025 26 25 12.4 12 5.8

2,633 30 303 30 1.5 2 3.1

11, 867 4 1,531 4 12.9 9 20.8

947 40 127 37 13.4 3 22.1

3,119 24 287 32 9,2 4 51.1

90 45 91 42 13.2 [ 13.8

4,591 17 518 15 1.3 26 35.6

14,228 3 1,371 9.6 40 33.8

, 461 36 109 39 7.5 50 41.4

511 49 58 49 1.4 23 23.4

5,346 14 505 17 9.4 43 38.7

4, 20 431 20 10.4 33 3.7

1,950 34 238 34 12.2 15 22.7

4,705 16 564 14 12.0 16 19.7

471 50 18 50 8.0 48 66.7
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CHART A

PERCENT OF STATE POPULATION AGED 65 AND OVER
1980

PERCENT INCREASE IN STATE POPULATION AGED 65 AND OVER
1970 - 1980




CHART 13. POPULATION AGED 65 AND OLDE'R
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CHART 14. PERCENTAGE OF TOTAL POPULATION
AGED 65 AND OLDER, TOP TEN STATES': 1980
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1. RESIDENTIAL MoOBILITY 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

er of younger movers was about 17 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 1s 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 hag 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 (1.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 PoruraTION

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.
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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.
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However, some small grou}l)s 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).
— i the elderly ‘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 rapidlg 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.
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CHART 16. ESTIMATED NUMBER OF VETERANS
BY AGE AND PERIOD OF SERVICE': 1980
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CHART 17. CRIMINAL V'IC'TZMIZAT TONS 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-
nomic 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;2 rose by about 10 percent in 1981. This was at the top of the

17This 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.

3 M-1 consists of checking accounts, currency 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 savings banks.

3 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.

(40)
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ECONOMIC PROFILE OF 1981
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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
(MMMYF'), which are included in M-2 but not M—1. Since the end
of 1980, assets of MMMZF’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
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national security, lowered personal and corporate tax liabilities, regu-
latory reform, and a steady reduction in money supply rowth, 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. In April 1981, Henry
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.*

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.

FEconomic 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
reco?ded. Blue-collar workers were particularly hard hit by layoffs.
Their rate of joblessness advanced from 9.4 percent in July 1981 to

‘Kaufgxan, Henry. “The Potential for Conflict in National Policies and in Financial
Markets,” New York, Salomon Brothers, Apr. 22, 1981. p. 4.
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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 1.—CONSUMER PRICE INDEX FOR ALL URBAN CONSUMERS

[Percent change from previous year|
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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 whick 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
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TABLE 2.—MAJOR FEDERAL BUDGET OUTLAYS BENEFITING THE ELDERLY
[Doilars in billions 1]

Fiscal year Fiscal year Fiscal {ear
1981 1982 983
(as proposed)

Social securitr.. e em e ———— $97.1 $109,7 $121.2
Railroad employees o 4.1 4.0 g)
Federal civilian employees. . ... . ... . ___________ 311.6 12.8 13.9
Military retirement_.___. - 2.0 2.2 2.4
Coal miners. . e - —— 1.2 1.3 L2
Supplemental security income. ___ — ——— 2.6 2.7 31
Veterans' compensation and pensions.... 3.7 4.0 4.3
Medicare - 35.8 41.8 46.9
Mediczil - 6.0 6.4 6.4
Food stamp P .9 .9 .7
Sub.idized putlic housing....._....__ R, 2.3 3.3 3.5
Other+ - —— - 6.0 6.0 6.0
Total dedicated elderly r e e 173.3 195. 1 209.7
Percent of total Federal outlays_ . __ . . __ 26.4 26.9 27. {
1 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 ies’
accurate estimates from Federal, State, and program staff. Other Federal programs 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 Idlrectly by SSA in 1983 and outyears. Rail industry pension benefits would be administered by a private rail
pension plin.

3 Reflects revised estimating technique adopted by agency.

4 Other catezory includes AoA, NIA, ACTION, White House Conference on Aging, other Federal health programs, other
retired, disacled, and survivors benefits, FmHA, and elderly housing foans 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
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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.

“Social security s the targest self-funded program; but by no.means
the only one. If expenditures for all partially self-funded programs
are exciuded 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 Committec 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 Lo 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 instabilitv. 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 RECOVERY TAX ACT OF 1981, PUBLIC LAW 97-34: SUMMARY
OF ESTIMATED REVENUE EFFECTS, FISCAL YEARS 1981-36

[In millions of dollars]

Provision 1981 1982 1983 1984 1985 1986
Individual income tax provisions__.___ ~39 26,929 —71,098 —114,6%4 148,237 —196,143
Business tax cut provisions___________ -1, 562 —-10, 657 --18, 599 —28,275 —39, 269 -54, 468
Energy tax provisions._____._____________________ ~1,320 —1,742 —2,242 —2,837 -3,619
Savings incentive provisions..________________ " —247 —1,797 —4, 208 -5,740 —8,375
Estate and rift tax provisions_____________________ —204 —2,114 —3,218 —4,248 —5, 568
Tax straddles provisions 1_______ 37 623 327 273 248 229
Administrative provisions._______________________ 1,182 2,048 1, 856 718 592
Miscellaneous provisions._.___________ -1 —104 243 535 53 —275

Total revenue effect. ._____.___ —1,565 —37,656 92,732 149,963 —199,311  —267,627

! Revenue effects do not reflect transactions entered into after Dec. 31, 1981. Total revenue effects of sub q years

might 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 dollars}

Provision 1981 1982 1983 1984 1985 1986
1 ndividual income tax provisions:

Rate cuts . o oo e —25,793 —65,703 —104,512 —122,652 —143,832
20 percent rate on capital ga

o or o5 3-6 o® _?ﬁsa"""""'"'""""""16'§‘7'3""'i'2'62'4
INAeXINE e o - e e e oo m o e e emm e m - —semmmmmmmmmz————mcmez=e —Tf m
Child and dependent care cre -19 —296 356
Charitable contributions deduction for non-
R lltlemlzers...&.f.--_i---f-----d .................... & —%G —6?‘1 = 69‘6

ollover period for sale of residence.. 0
Increased exclusion on sale of residence..___ [0] —lg —72 —8
Changes in taxation of foreign earned income__._ .. ... —299 —618 —696

Total, individual tax reductions........._. —39 —26,929 —71,098 —114,684 —148,237 —196,143
Business tax cut provisions:

Capital cost recovery provisions...___._____. —1,503 —9,569 —16,796 —26,250 —37,285 —52,797
Corporate rate reductions_._....___ e —116 —365 —521 -565 —610
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-

ductlons of all domestically performed
2 3 Ty, —57 -120 —62 [ S
Charitable contributions of scientific property
used for research_ . _._____________..____ ® (? (28 sﬂ) g)
Increase in accumulated earnings credit. ) - - —40 —44
Subchapter S shareholders. . o ) @) @ ® ®
LIFO inventories and smail business ac-
COUNEING - oo oo oo oo oo —68 —184 —192 —145 —64
Reorgamztatwn: of certain savings and loan o ) @ ® o
associations ¢ 2 2 2
Commercial bank bad debt deduction__._...___________ —15) —15) e am e m
Conversion of mutual savings banks.__ -5 -10 —12 -18 =22 -25
Extension and modification of targete
| taxtcredltt..k..__t.- SRR —63 —(123 (5: IH lgi
ncentive stock options. 2
Motor carrier operating —8 —lg? —71) —7? —54 —18
Total, business tax cut provisions______.._ —1,562 —10,657 —18,599 —28,275 39,269 —54,468
Energx grov:swns
00 royalty credit for 1981; exemption for
1982 and thereafter. . . _____ . ____ .. —1,220 —947 -986 —1,193 -1,279
Reduction in tax of newly ed oil_.._. =75 —255 —520 —867 —1,528
Exempt independent producer stripper well
__________ —525 -1 —762 -797
Exemphon from windfall proft tax for child
care agencies...._... [, —25 —15 —15 -15 -15
Total, energy pr e —- —1,320 —1,742 2,242 —2,837 3,619
Savings incentives provisions:?
Individual retirement savings. . - .. - _______ =229 1,339 -1, 849 —2,325 —2,582
Self-employed plans. . oo s —56 —157 -173 2183 —201
Exclusion of interest on certain savings cer-
tificates. ... e . =398 -—1,79t -—-1,142 _
15-percent net interest exclusion_____..____ e =), 12877312
Repeal of $200 exclusion of interest and return
to $100 dividend exclusion. _. .o o _cocemeoanoo 566 1,916 e
Reinvestment of dividends in public utility
stock._ . I -~130 —365 —-416 —449 —278
Employee ‘stock ownership plans ______________________ @) —61 —628 —1,659 -2,188
Total, savings incentives provisions. .. .._____.__ —247 1,797 —5,740 —4,820 —8,375
Estate and gift tax provisions:

Increase in unified credit. __ @ -1,077 -1,981 -2,811 —3,834
Reduction in maximum rates 2) —172 -371 —556 —890
Uniimited marital deduction__ - ) —303 —304 =311 —300
Current use of certain farm, etc , rea - —18 —280 —295 —326 -319
Extensions of time for payment of estate tax____..._____ ) -20 —-16 —15 —-12
Tax treatment of contributions of works of

art, etc_ ... - ) @) Q] @) Q]
Transfers of gifts within 3 yrs “of death____ .. ________ @) —58 —50 —42 —38
Repeal of deduction for bequests to minor

children._ . o oo e e 8) Q] (Q] (Q] ®

Increase in annual gift tax exclusion - —123 —204 —-201 —187 —175
Annual filing and payment of gifts taxes. ____._______.. —63 ® ® @ @

Total, estate and gift tax provisions. ... ... —~204 2,414 -3,218 —4,248  —5568

Tax straddiess..__. 37 623 327 213 249 229

See footnotes at end of table.
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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

underpayments_______ S 100 3) 100 —100 60
Changes in certain penalties___ @) ® 2!) ®) ® )
Cash management—changes in estimated tax

Payment requirements for large corpora-

jons_.__ . R 614 1,522 1,190 201 —142
Individual threshold for filing estimated pay-

ments increased t0 $500. . _________________________ —44 -29 —38 —40 -38
Financing of railroad r t system. 512 5§55 604 657 2

Total, administrative provisions. __...____.___________ 1,182 2,048 1, 856 718 592

Miscellaneous provisions:
State legislators travel expenses. ___._.__________.____ -9 -5 -6 ] -7
Group legal service plans. et e —16 —24 —26 L.
Taxation of Investment income of campaign

unds... oo oo ® o ® ® 0 Q)
Tax-exempt bonds for volunteer fire depart-

ments. oo . (1) (1) ("2 ()] &
Charitable contributions by corporations__.___.________ —44 -93 —10: =112 -12
Unemployment tax status of fishing boat

services_..... " ——- (1) -
Excise tax on telaphone service___ - 435 766 309 ...
Amortization of construction period interest

and taxes_. . —~14 -33 =27 -23 =21
Amortization of low-income housing rehabili-

tation expenditures_._________________.__ -1 -8 —16 =25 -35 -39
Foreign investment in U.S, real property. ___. *) 2) 2 2) - 2) ;
Payout requirements of private foundations_ _ *) 3? 2 2) 2 2
Imputed interest rates on instaliment safes_._ @ 2 2 2 2 )
Deduction for gifts and awards__.._. - —4 - - - -9
Industrial development bonds for mass transit (103 -7 -29 —54 —64
Deduction for certain adoption expenses_______________ - -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

1 These figures include the increase in outlays attributed to the earned income credit which results from reduction in
tax rates, 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 1986,

2 Loss of less than $5,000,000.

s 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 loss could be substantial.

8 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.

5 Gain of less than $5,000,000. X

¢ 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.

10 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. Inprivipuan Income Tax Repuctions

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, ie., 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 COUFLES

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.
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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 AxD Grrr 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
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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 fuition. 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. 4

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 8750 ($1,500 for a
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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 cnly 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
lan to participate in IRA accounts. Such workers were excluded from
RA’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 sllocation, 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 - §
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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

contributions 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 subchapter 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
(E%OP). The new law terminates, after 1982, the investment-based
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. Estmmatip 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.* 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.? The incidence of poverty was higher

17.8. Bureau of the Census, “Current Population Reports.” series P-60. varlous years.

3U.S. Bureau of the Census, ‘“Current Population Reports.” series P—60. No. 130, table 1.

3aIn 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
1966-1980
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Series P-60, No. 130, Table 1; and unpublished tables.

for the “very o0ld” (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.t

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.° 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

4 Unless otherwise noted, information about the income status of the aged in 1980,
reported in this section, comes from Con%ressional Research Service tabulations of the
March 1981 Current Population Survey (CPS).
hzlgome 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.® 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.® .

CHART 2
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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
inflation 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 livin 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 lives.

7 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.

8 Includes raflroad retirement benefits.
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social security. In 1980, 14.6 percent of unrelated individuals and
4.7 percent of the families with an age 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
i & source of income to the elderly; yet, 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-

ants.

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.’
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 increas-
ing proportion of income to the elderly. The share of income to aged
units 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 sonrces, 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, “Penslon Increases for Retired Employees,” No-
vember 1981. A report of a 1981 survey of 95 compnnies surveved in 1979. See also, U.S.
De?artment of Labor. Bureau of Labor Statstics, “Employee Benefits in Industry,” 1980,
Bulletin No. 2107, September 1981, table 29.
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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 Iederal SSI and food stamp benefits are automatically ad-
justed for the full CPI, State supplementation and other State assist-
-ance payments are not. 1n 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
$3,093.2° 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 $10,518.1* 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-
tive%{y 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 BEarnings include monéy wages and salaries, and net income from farm and nonfarm

self-employment.
1 Some of these familles may include older aged persons living with their children.
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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
grojected growth in the entitlement portion of the budget, reduce

udget deficits, stabilize the payroll tax rate, and revitalize the econ-
omy through reductions in business costs and increases in capital
‘ormation.-Added pension funds and expanded savings are viewed as
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
commissicns 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.
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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-

ures.

—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 & Assoclates, Ine,, “A 1979 Study of American Attitudes Toward Pen-
glons and Retirement.” A natfonwide survey of employees, retirees, and business Ieaders.
Commissioned Johnsor and Higgins. Louls Harris & Assoclates, Inc., “Aging in the
Eighties : America in Transition.” A survey conducted for the National Council on the

ng, 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 payroli-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. ORIGINS 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

(64)
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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 socianecurity has always Eeen 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 1970, vutually 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 helf) for greater presumed need—provid-
ing larger benefits to those with larger family responsibilities. In.1956,

1 8oclal Security Administration, Social Security Bulletin, Annual Statistical Supple:
ment, 1977-79, table 7, p. 57.
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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 for physieian expenses,
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 hoc
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
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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
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$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 1982, 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.G5 percent for em-
ployers 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.

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

EMPLOYEE v
Tax Maximum Maximum Taxes paid
. rate wages annyal tax cumulative
Year percent taxable contribution total
1937... 1.0 $3,000 $30.00 $30. og
1938 L0 3,000 30.00 60, 00
1939 1.0 3,000 30.00 90.0
1940, 1.0 3,000 30,00 120.03
1941 —- Lo 3,000 30.00 150.0
1942 1.0 3,000 30.00 180, 00
1943 L0 3,000 30.00 210.00
1944 - 1.0 3,000 30.00 240.00
1945 - 1.0 3,000 30.00 270.00
1946, Lo 3,000 30.00 300. 0
1947 1.0 3,000 30.00 330.00
1948, - 1.0 3,000 30.00 360. 0
1949 1.0 3,000 30.00 390.00
1950 1.5 3,000 45,00 435,00
1951 15 3,600 54,00 489.00
1952 1.5 3,600 54,00 §43.0
1953 1.5 3,600 54,00 597,00
1954 2.0 3,600 72.00 669,00
1955 2.0 4,200 84.00 753,00
1956, :. 2.0 4,200 84.00 837.00
1957 2.25 4,200 94,50 931. 50
1958 2.25 4,200 94,50 1,026.00
1959 2.5 4,800 120. 00 146.
1960, - 3.0 4,800 144,00 1,290, 00
1961 - 3.0 4, 800 144,00 1,434.00
1962 3.125 4, 800 150, 1,584, 00
1963 3.625 4,800 174,00 1, 758,00
1964 3,625 4,800 174.00 1,932, 00
1965, 3.625 4, 800 174,00 2,106.00
1966. 4.2 6, 600 271.20 2,383.20
1967, 4.4 6, 600 290, 2,673.60
1968, 4.4 7,800 343.20 3,016.80
1969 4.8 7,800 374,40 3,391,
197 4.8 7,800 374.40 3,765.60
197 5.2 7,800 405. 60 4,171.20
197 5.2 , 000 468,00 4,639.2
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 , 868, 05
1976 5.85 15, 300 895. 05 763.10
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. 11, 202, 97
1980 6.13 25,900 1,587.67 12,790.64
1981 —— e 6.55 29,700 1,975.05 14, 765, 69
1982 S 6.70 32,400 2,170. 80 16,936. 49

2 Benjamin Bridges, Jr., “Family Soclal Security Taxes Compared With Federal Income
Taxes, 1979,” Social Security Bulletin, vol. 44, No. 12, December 1981.
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9. FinaxciNe 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 n
expenditures or income due to unforeseen economic fluctuations. When

-Congress. passed the 1972 amendments to the Social Security Act,
economic forecasts projected a continuation of the relatively high
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 11, 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 OA%DI 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 sufticient 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
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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 8 months’ payout by 1980.

The 96th Congress responded by temporarily reallocating a portion
of the DI tax rate to OAST 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. TrE FixaNciNne Proprem—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 OAST and DI. OAST
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
financia] 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-economy;- _deficits in

rowing authority expires, there will not be enough reserves in the trust
fund to assure that OAST can pay benefits on time. Sometime in 1983,
the OASTI trust fund, without assistance from the other funds, will
be exhausted.®

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 DT 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 OAST 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 CPL. 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 1790 are from estimates provided by the Office of the
Actuary, Social Security Admindstration, on December 16, 1981, on the basis of the 1981
trustees report, under intermediate II-B assumptions. Forecasts are for calendar years.

in QASI, which were $3.7 billion,
are expected to increase rapidly over the decade. Once interfund bor- =
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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 1981.%

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 OAST, DI, 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 IT-B,
the traditional intermediate set of assumptions, and “worst-case,” the
administration’s new pessimistic forecast.

The key difference between the intermediate TI-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 return
of 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 1s 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 has
ranged 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 of
the Actuary released a new set of more pessimistic estimates for the
operations of the HI trust fund, based on a rapid escalation in
hospital 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 are
expected to grow from $4.7 billion in 1981, to $9.6 billion in 1984.
Scheduled tax increases in 1985 and 1986 will reduce annual deficits
in those years to $1.5 billion and $3 billion respectively. But deficits
will 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, 2d
session. The change in real wages for 1981 is based on a preliminary estimate of the per-
cent changes hefween 1980 and 1981 in average weekly earnings of private nonagricultural
workers (1977 dollars). :



TABLE 2.—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 11-B ASSUMPTIONS, CALENDAR YEARS 1980-80

[Amounts in billions]

income Outgo :

Calendar year 0ASI ]} 0ASDI HY Total 0ASI DI 0ASD! . H Total
1980 e e $105.8 $13.9 $119.7 $26.1 $145. 8 $107.7 $15.9 $123.5 .$25.6 $149.1
1981 __ 123.3 17.0 140.2 35.2 175.5 127.0 18.0 145 1 30.6 175.5

133.3 24.0 157.3 40,2 197.5 143.0 19.3 162.3 35.1 197.4
147.3 21.7 174.9 45.1 220.0 161.0 20.6 181.5 | 40.8 222.3
161.5 312 192.6 49.9 242.5 180.0 22.2 202.2 ' 47.3 249.5
183.0 39.8 222.7 56.6 279.3 200.3 23.9 224.2 54.9 279.1
198.8 4.7 243.5 65.7 309.2 220.8 25.7 246.5 . 63.2 309.6
214.2 49.6 263.8 71.2 335.0 241.3 21.6 268.9 " 72.2 3411
229.2 54,5 283.7 76.2 359.9 261.4 29.8 291.2 81.8 373.0
- ——— 243.7 59.5 303.2 80.7 384.0 280.6 3L.9 312.4 ; 917 404.1
1990 oo 278.7 73.1 351.8 85.1 436.9 299.3 34.0 333.4 :103.0 436.4

Assets at beginning of year as a

Net increase in funds Funds at end of year percentage of outgo during year
OASI ] 0ASDI HI Total 0ASI ] OASDI HI Total 0AS1 D! 0ASDI Hi Total
1980 . ... —S$L8 —3$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 8 45 23
1982. -9.7 A7 —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 21.9 31.9 35 9 58 18
1984__. ~18.6 9.0 -9.6 2.6 -7.0 —22.9 23.3 .5 30.5 3L0 -2 65 5 59 15
1985___ -17.4 15.9 —-1.5 1.7 .2 —40.2 39.2 -1.0 32.2 31.2 -11 98 g) 56 11
1986. ~22.1 19.1 -3.0 2.5 -.5 —62.3 58.2 —4.0 34.8 30.7 -18 153 f) 51 10
1987_.. -21.2 22.0 —5.2 -.9 —6.1 —89.4 80.2 —9.2 33.8 24.6 —26 211 -2 43 9
1988.__ —32.2 24.8 -1.5 —5.6 —-13.1  —121..7 105.0 —16.7 28.2 11.5 -3 269 -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 5 31 3
1990.... .. -20.6 39.0 18.4 -~17.9 .5 —179.2 171.6 -1.5 ~.6 —8.1 —53 390 -8 17 -2
1 Between 0 and 0. 5 percent, Note: In the absence of interfund borrowing, the OASI trust fund would be unable to pay benefits

7 Between 0 and —0.5 percent. late in 1982 under this set of assumptions. '

Source: Social Security Administration, Office of the Actuary, Dec. 16, 1981.
I
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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 ratio
is 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-Alow needs of the
system 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 again, increasing to as much as 133 percent of a year’s expend-
itures by 2010.

If OXSDI and HI are temporarily combined, through time-limited
interfund borrowing, annual surpluses and large accumulations of
reserves in the HI trust fund will help to offset deficits in the early
part of this decade. A combined OASDHI trust fund would still
accumulate annual deficits in most years, but total reserves would not
be depleted as rapidly. Under intermediate I1I-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 IT-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 II-B as-
sumptions project rates of hospital cost increases declining from 15.6
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Under current law, in the inmediate 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 Secarity Administration, 1981 Anual Report of the Board of Trustees of the Federal Old-Age and Sarvivors Insarance and
Disability Insarsace Trust Fands, Table 31.

81
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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 acerue annual surpluses.
At the beginning of 1982, the HI fund had $18.4 billion in rescrves,
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

STATUS OF HITRUST FUND
1981 - 1995
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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.

Source: Social Secarity Administration, 1981 Annual Report of the Board of Trustees of the Federal Hospital Insorance Trust Fund,
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 ofp 1.65 percent of
taxable payroll in QASDI, under intermediate assumptions.®

% Long-run estimates for HI are from the Office of Pinanclal 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 thiough the first half of the century. Under these assumptions,
expenditures will exceed revenues beginning around 2015, with 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.® 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.

The 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.

Tn 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 BALANCE!
[Percent of taxable payroll|

2541 averages 75-yr
average,

1981-2005 2006~30 2031-55 19812055

Average scheduled tax rate (combined employer-

employee rate). . oo 11,94 12.40 12.40 12,25
Estimated average expenditures .. cooooeooaooooeo 11.32 13.73 16.65 13.90
Difference (actuarial balance). .62 —1.33 —4.25 —1.65

1 Based on the 1981 trustees revort, intermediate 11-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 OASDI is based on the 1981 trustees
report, intermediate 1I-B assumptions, including the effects of Public Law 97-35. The
effects of Public Law 97-123 are not included, but it is estimated that this law will 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 ountgo 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 1 8% of the average taxable payroll.

Source: Social Security A LY ry of the 1981 Annusl Reports of the Social Security Board of Trustees, Chart C.

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

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.

7 Projections of population, labor force participation, and soclal security costs are from
the 1981 trustees report.
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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 7814 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-1954, only one.out of eight 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 1is
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-
ficlary 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 IT-B assumptions, social security will rise to less
than 6 percent of GNP by 2035, declining to 5.4 percent by 2055.

2. OPTIONS FOR SoLVING THE FINANCING PROBLEMS
A. SHORT-TERM OPTIONS
(1) Interfund borrowing

Most proposals for solving the short-term financing problem in-
clude interfund borrowing or merger of the OASI, DI, and HI 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 OAST, 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 fuinds—but retain a separate accounting of ex-
penditures under the programs.
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None of these alternatives can completely solve the short-term prob-
lem. In addition, proposals for interfund borrowing, reallocation, and
or merger, must take into account that the HI trust tund, which is
now running a healthy surplus in revenues, is scheduled to become
depleted in the late 1980 or early 1990’s. In the near term, interfund
borrowing and merging are intended to make funds available for the
OASI program. But after 1990, interfund borrowing or merging of
the trust funds would redirect the flow of loans from OASI to HI. The
drain of OASI funds to HI beginning in the late 1980’s would com-
pound the problems in QASI.

(2) Increasing Revenues to the System

The short-term problems could, of course, be resolved by supplying
additional revenues to the system. Additional revenues can result from
raising 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 taxes

In testimony before the House Social Security Subcommittee, David
Stockman stated that a tax increase of 0.5 percent of payroll by em-

ployers and employees would be required to finance the near-term
deficit under the administration’s “worst-case” assumptions,

(b) Accelerate scheduled payroll taw increases

The President’s Commission on Pension Policy recommended that
the present scheduled increases in payroll taxes be accelerated. For
example, as mentioned earlier, the scheduled payroll tax increase in
1990 is projected to have an abrupt effect, substantially increasing
revenues to the social security system, which was in deficit before that
increase. If the 1990 increase were split in half, assessing half of the
increase in 1988 and the rest in 1990, this could substantially improve
the system’s financing in this decade without increasing long-terra
tax rates.

(c) Raise the wage base

In 1982, payroll taxes are only paid on the first $32,400 of income.
This amount 1s adjusted each year for the increase in average annual
wages. If the ceiling on payroll taxes were eliminated, $20 to $30 bil-
lion a year could be generated. Over the long-term, however, one-third
to one-half of the added revenues would be offsot by higher benefit
costs, because the higher wage base would increase the benefits paid.

In addition, raising the taxable wage base could have a negative
impact on private pensions. The National Commission on Social Se-
curity, for example, recently expressed concern that increases in the
wage base could discourage the supplementation of social security by
private pensions. The National Commission recommended freezin
the 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 by
automatic adjustment provisions.
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(d) Use general revenues

The most contrdversial 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 have to be apprepriated snnually—and can therefore be
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 mnew government employees

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 adjustments

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 wages or prices, or using a modified CPI.

(1) Delaying the COLA increase by 3 months—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 11-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. '
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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.

(8) Using the lower of wages 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,
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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
seeuribybeneﬁteem,thnugh,thg actual benefit amount will increase.
Tn addition, unless the benefit amounts are later correcied 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
Tower 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 intermedizte 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. L

(4) Using a modified CPI.—Many people believe the CPT has over-
stated the rate of inflation because 1t 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 taxes

Additional revenues to finance social security expenditures in the
next century could be obtained by increasing pavroll 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
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0.5 percent of taxable payroll over the next 75 years, or roughly one-
third of the estimated OASDI deficit.

(c) General fund revenues

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 risin expenditures in
the next century. The National Commission would not allow the
OAhSDI and HI rate for employers and employees to exceed 9 percent
each, '

(d) Taxing social security benefits

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-
tributions to social security have not previously been taxed. Others
have suggested that the additional revenues generated through this
change 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 that
payroll 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-
setting increase in benefit levels, some of the elderly would experience
a decline in net income. Actually, the elderly already have special
exemntions 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-
able. 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.®

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

8U.8. House of Representatives, Subcommittee on Soclal Security, Committee on Ways
and 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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oliminate 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
‘security benefits passed 98-0 on-July 14;1981.— - . - -

(2) Benefit 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 retirement 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
oli;f 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
ive 2000)  (effecti

Current law i 2012) (effective 1982)
Age at retirement:

2 80.0 T S 55

3 86.7 10 e eeeeee 70

54 93.3 ) | 85

65 100.0 82 82 100

66. 1103.0 88 88 103

67 1106.0 94 94 106

68 1109.0 100 100 109

1 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 asa 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
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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

89-509 0 - 82 - 7
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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 work Jonger than today’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 equiv-
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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
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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 taxable payroll, far more than the
(also substantial) 0.85 percent of payroll saved by penalizing early
retirees. '

CHART 9
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Price indexing.—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 fashion. If Congress did not legislate ad
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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 PRESIDENT’S 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-
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Jems 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 among the OASI, 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

a 65.

Universal social security coverage:

—TExtend mandatory social security coverage to all new Govern-
ment and nonprofit employees who would otherwise not bé covered,
with the exception of certain religious groups.

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

—ZEliminate 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 malke 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
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the 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, disability, 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,ieneﬁts 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, 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 unemplovment 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 age 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 equity of a structure of benefits developed at a
time when the overwhelming majority of married women
were homemakers, and female economic dependence was the
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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.
T~ Tts systems operations must be modernized 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 OAST 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.
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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 employees—effec-
tive in 1982.

—Extend mandatory social security and hospital insurance cover-
age to all employees of nonprofit organizations, except cortain
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. CommrrTEE ON AciNe 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 8 days of hearings in J uly, 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
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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 of the minimum allowable Teserves-and the eest
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-

uate short-term financing. Robert Myers, Deputy Commissioner for
%’rograms 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-
1 ended that the minimum fund ratio at the beginning of a year should
be between 20 and 14 percent, and over the long run, 1t should be built
up to 50 percent.

The net effect of this approach is to anticipate the need, in the worst
ca?ie, 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

—Qeneral 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
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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
eriod.

P 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 nol e 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 diseriminatory 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 their 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 rag‘idly than wages when the economy 1s 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 'pveﬁﬂm_snbs—id"{zvs—cmlthmed work-The-penalty 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, I11., 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 than 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 shortcomings 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
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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 through 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.
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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 incoms of two widely-diseussed proposals-to-improve the

long run financial condition of social security: raising the retirement
age and reducing social security replacement rates.

Tive 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 futnre benefits throush
a change in the benefit formula could be more directly targeted by
Congress.

The final panel for the hearing consisted of Peter McColoueh. repre-
senting the President’s Commission on Pension Policv. and William
Greenough, representing the Committee for Economic Develonment.
Both oroups called for an inerease in the social security retirement
age. They stressed, as had Dr. Munnell, that life expectancy was 3 years



99

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-
Dressed 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.

1 -fSienator Heinz emphasized the need to respond to the long-term
eficit :

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 * * * Tt 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. HEARINGS 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) ITlinois

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
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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-prmber-of -wittresses expressed-fears-thet-even though 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) Arkansas

A May 1981, hearing in Rogers, Ark., focused on the effect changes
in social security retirement age policies might have on work and 1n-
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 Taising 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
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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 LrcistATIVE 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 OASDT fund in the short
term, and included general revenue financing of hospital insurance to
increase revenues for OASDI 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. 8. 484/8. 1538

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 nrovisions:

Interfund borrowing.—Would authorize limited borrowing among
the OASI, DI, and HI trust funds. Until fiscal year 1991, a trust fund

89-509 0 - 82 ~ 8
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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 financing of HI.—Would allow up to 70 percent of
hospital insurance to be funded from general revenues, beginning in
1983, and would reduce the HI pa roll tax rate correspondingly.

Payroll tax exemption.—Wou exempt persons 65 and over and
their employers from payroll taxes, beginning in 1982. Revenue Josses
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 carly
retirement age to 65 and age of eligibility for widow (er)s to 63.

Earnings 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 benefit—Would eliminate the minimum benefit only for
new retirees.

Student benefit—Would eliminate student benefits for new bene-
ficiaries, and would phase out benefits for current beneficiaries over 4

ears.
Y ‘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. 3207

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 HLR. 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 OASIT, 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.

GQeneral 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 age of eligihility for full benefits
from 65 to 68 between 1990 and 2000, but would continue to allow
glquers to retire at age 62, paying only 67 percent of full benefits at

is age.

Earnings limitation—Would lower the exempt age to 71 instead
of 72 in 1982; would lpwer the exempt age to 68 in 1983; and would
repeal the delayed retirement credit.

Minimum benefit—Would eliminate the minimum benefit for those
eligible after December 1981.
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Student’s benefits—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 benefits—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 benefits—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 8 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 lone term, ccmpared 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 Committee 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 financing 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 QOASDI.
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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.
Special minimam benefit—Would increase the special minimum
_ benefit, increase the number of countable years by 5 years, and allow
up to 10 child care years fobecounted ~"~ T T o oo
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 inerease
in the retirement age to resolve the long term financing problem.

The administration in its proposal rejected both general revenue
financirig 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 benefits.—W ould 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 benefits—Would eliminate benefits for children of retired
workers age 62 to 64.

Windjfall benefits—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.
_ Mazimum fomily benefit.—Would reduce the OAST maximum fam-
ily benefit for new retirement and survivor cases effective in 1982, by
applving the more restrictive formula for the DI maximum family
benefit to OAST. - '

COLA%—Would move the date for automatic increase of benefits
for the cost-of-living from June to September, and change the com-
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putation period from first quarter comparisons to comparisons of
annual averages,

Earnings limitation.—Would raise earnings limitation for benefi-
ciaries age 65 and over in 1983, 1984, and 1985, and eliminate it al-
together in 1986.

Tazation of sick 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 quarters 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. Om~y1BUSs Buneer ReconcrLiaTion Acr orF 1981
(PoBLic 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 81 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 Jowest 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.
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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

“would have been established forcurrent minimum 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 GAQO 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 change 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 1n 1983.

B. STUDENT BENEFITS

Section 2210 of the act eliminated child’s benefits in the case of chil-
dren 18 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:
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—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 eligible surviving
spouse or entitled child. This change is effective for deaths after
Avugust 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 tc 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 mav 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
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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 198¢.

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 OASDI affected disability benefits. These provisions
placed a limit (the so-called megacap) on the total disability benefits
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a worker could receive from public sources, extended an offset applied
to disability benefits for worker’s compensation to disabled worker
beneficiaries 62 to 64 years of age, and limited OASDI trust fund
financing for State-provided vocational rehabilitation (VR) so that
it is payable only for certain beneficiaries. It is estimated that about
13,000 disabled workers aged 62 to 64 and 4,000 new disabled workers
a year will be affected by extension of the worker’s compensation
offset. Another 12,000 workers annually will be affected by retroactive
application of the offset. Further, about 55,000 disabled workers will
be affected by the megacap. In all, 80,000 workers and the dependents
of these workers will be affected by the disability provisions in the
Omnibus Budget Reconciliation Act of 1981. Total savings for the DI
program from benefit changes in the calendar year 1982 are expected
to be $49 million. In addition, 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 Administration
authority to recover the full cost of furnishing information to enable
an employee benefit plan to comply with ERISA, or for any other

burpose not directly related to the administration of social security
programs.

3. Soc1AL SECURITY AMENDMENTS oF 1981 (PusLic Law 97-123)

On the day the House and Senate approved the Omnibus Budget
Reconciliation Act eliminating the minimum benefit, the House intro-
duced and passed a bill to restore the minimum benefit for all current
and future beneficiaries. This bill, H.R. 4331, passed the House by a
vote of 404-20. It was referred to the Senate F inance Committee, and
in October an amended version was reported to the Senate and passed
by a vote of 95-0. The conference committee on H.R. 4331 met in No-
vember, and on December 15 and 16 the House and the Senate ap-
Eroved the conference report. The bill was signed into law on Decem-

er 29,

The purpose of H.R. 4831 was to restore the minimum benefit in
full for all those currently receiving it, and to produce some offsetting
revenues or savings to assure that the total bill added little cost to the
OASDI trust funds. In addition, the Congress included a provision in
the bill to enable the OASI, DI, and HT trust funds to exchange funds
among themselves as necessary to delay the depletion of OASDI trust
funds otherwise expected to occur in late 1989, The major provisions of
the bill were as follows:

A. MINIMUM BENEFIT

Section 103 of the bill restores the minimum Social Security benefit
for all beneficiaries eligible to receive the benefit prior to January
1982. The minimum benefit is eliminated for all future beneficiaries
eligible after December 1981 with the exception of members of reli-
gious orders who are under a vow of poverty and are eligible for bene-
fits before January 1992.

B. COVERAGE OF SICK PAY

Section 104 of the bill removes the prior law exclusion of sick pay
from 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
untazed. Only workers compensation-is-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. .
©. 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. Errecr oN THE Status oF THE OASDI Trust Fonps

The provisions enacted in the Omnibus Reconciliation Act of 1981
wwere expected to produce savings for the OASDI trust funds during
calendar years 1981-86 of $23.9 billion. The Social Security Amend-
ments of 1981, 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 OASD] 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 H-B ASSUMPTIONS

[In millions]

Calendar year—
OASDI provisions Effective date 1981 1982 1983 1984 1985 1986

Expenditure reduction:

Eliminate minimum benefit for new

beneficiaries. ... - oo cmemmeme January 1982_ .. .. . $50 $95  $130  $§170 $240
Eliminate lump-sum death benefits when

there is no surviving spouse or sur-

viving entitled child_ . ______ . .. September 1981._. $15 182 188 180 192 193
Begin retired workers' and spouses’

benefits with first full month of en-

titlement_______ ... September 1981.__ 35 205 230 250 270 290
Retain retirement t e at 7
through 1982_ __ . .- January 1982, .. _...._._ 460 B0 e eeeeccaemen
Phase out mothers’ and fathers’ benefits
when youngest child is aged 16 or over.. September 1981__ 1 40 160 450 430 530
Round benefits to next lower dime at each
intermediate step and to next lower
dollar at final step_._.. oo _--- September 1981____._____. 140 270 320 370 420
Modify workmen's compensation offset
isi tember 1981.._ 9 49 82 119 164 210

Limit trust fund payments for vocational
rehabilitation to cases of successful
rehabilitation - oo October 1981_..._. 19 86 74 65 68 72

Phase out postsecondary students’

benefits. . oo May 1982 915 1,715 2,260 2,570 2,730
OASDI reduction subtotal, taking
account of interaction____ ... e emmmmm e mmmm 79 2,127 2,854 3,784 4,294 4,685
Revenue increases:
Extend payroll tax to 1st 6 mo. of sickpay._. January 1982 . .- 641 703 765 874 956

Net OASDI. 79 2,768 3,557 4,549 5,168 5,641
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In the long run, changes enacted in the Omnibus Budget Reconcilia-
tion Act and the Social Security Amendments are expected, under
intermediate 1I-B assumptions, to reduce the 75-year average deficit
in OASDI by 0.19 percent of taxable payroll.

5. CosT-oP-L1vING 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 inthe 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 CP1 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 largelv 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 J anuary 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.
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6. LEcisLATIVE ProrosaLs 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-whieh attracted attention were.
a proposal to improve the return on investments of the soctal 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
gayroll tax revenues received are paid out almost immediately in bene-
t 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 Tl years. Any
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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 145 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 OAST and DL

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 80. 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.? :

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 social 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 Julv 29, 1981, Senator Proxmire introduced S. 1528, the Social
Security Trust Fund Investment Reform Act of 1981, which has four
major provisions:

?U.S. Honse of Revoresentatives. Committee ovn Ways and Means, Snbcommittee on
Social Securitv. “Social Secnrity Trust Fund Investments : Policles and Practices,” U.S.
Government Printing Office, ‘Washington, 1981.
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—TFour 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
assefs ©so as to seciire the Taximum-possible- interest yield, com- .
mensurate with the safety of the funds.”

—_The jnterest 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 virtually 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
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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
help 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 vields 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 especially 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-
auently 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 securitv 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
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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 Administration
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. Natrovar, 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.°
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-

cia] 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. Socrar. Securrry’s CoMprUTER PROBLEMS

One issue which will continue to stimulate congressional interest in
the coming months, however, is the problem of improving social se-
curity’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:

10 President Reagan appointed five members : task force chairman Alan Greenspan, who
wag chairman of the Council of Econnmic Advisers under President Ford ; Robert A, Beck,
chairman of the board of Prudential Insunrance Co. of America: Mary Falvey Fuller,
vice president for finance of the Shaklee Corp.: Alexander B. Trowbridee, president of
the Natfonal Association of Manufacturers; and Joe D. Wagzgonner Jr.. former Democratic
Honse Member from Lonisiana _and a consnltant with Bossier Bank Trust Co. House
Speaker Thomas P. O'Neill Jr.. D-Mass.. named five memhers ; former social seenritv com-
missioner Robert M. Ball: former Ren. Martha Kevs, D-Kan. ;: Ren. Claude Penner, D-Fla.,
chairman of the Serlect Committee on Aging: Ren. Bill Archer. R-Texas : and Rep. Barber
B. Conahle Jr., R-N.Y. Senate Maioritv Leader Howard H. Baker Jr.. R-Tenn., appointed
the final five: Senate Finance Committee chairman Rohrert Dole. R-Kan.; Sens. Daniel
Patrick Moynihan, D-N.Y., William L. Armstrong, R-Colo., and@ John Heinz, R-Pa.; and
AFL-CIO president Lane Kirkland.

89-509 0 - 82 - 9
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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. GAQ’s work has confirmed major prob-
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
dav-to-dav 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,

8. Cost-or-Livine Apsustments (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 securitv benefits. Later in the year, the Depart-
ment of Labor announced that it wonld 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
stiaucfl;ure 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 Issurs 12

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

1 Y.8. General Accounting Office. “Solving Social Security’s Computer Problems : Com-
prehensive Corrective Action Plan and Better Management Needed,” report No. HRD-
82-19. Dec. 10, 1981,

13 Digcussion 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.
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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 hased 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-
(ﬁl’llacies 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
vears. 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
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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

- ho Work.Social security provides a—lower 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 vears 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 women’s
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’
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 Civil Service Retirement System i 1920; Pension plansfor 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 IT. 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 IT 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 barraining. 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 vears 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,! the proportion of workers covered by private pensions
increased from 12 percent to about 83 percent.?

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.?
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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.*

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. 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 nercent 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.

2 James H. Schulz, “The Economics of Aging,” 2d edition (Belmont, Calif. : Wadsworth),
1980, table 23.

2 Ibid.. page 126. and table 23.

4 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

ercent 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.®

The majority of pension plans are small. As of 1977, three out of

ve plans 10-participants; and-96-percent of all plans— ——
_ had fewer than 100 participants. Most of the small plans are defined
contribution plans. Defined benefit plans tend to be larger, with 95
rcent of all workers participating in defined benefit plans covered
y 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.’

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
Ea.id hourly wages in collectively bargained plans. These plans pay a

xed 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 & percentage of the em-
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¢ Tbid., pages 1 through 3.
7 Ibid., page 2. &
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CHART 12
DISTRIBUTION DOF PRIVATE PENSION PLANS
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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 8 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 earmings to assure that pension benefitsbear-a 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.®

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-

$ Bradley R. Schiller and Donald C. Snyder. “Linkages Between Private Pensions and
Soclal Security Reform.” U.S. Senate, Special Committee on Aging, committee print (97th
Congress, 2d session). Not In print at the time of the publication of this report.
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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. Multiemployer 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. Multiemplaver plans can also he a problem for the em-
plover. The defined benefits promised by the plan leave emplovers
liable for future benefit obligations, as in single employer defined
benefit plans, but in multiemplover plans emnlioyers share control over
benefit levels with the labor union. In addition. termination of plan
participation by one employer can increase the future benefit obliga-
tions of other employers participating in the multiemployer plan.
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C. THE EMPLOYEE RETIREMENT INCOME
 SECURITY ACT OF 1974

1. OriGINs®

Prior to 1974, private pension growth had taken place in largely
unreguleted environments Early 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 TRS 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 nroblems, 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 Disclosure
Act of 1958. This act however placed primary responsibilitv 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 spot 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.

Continuine 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
gﬂvate Pensions,” fourth edition (Homewood, Il : Richard D. Irwin, Inc.), 1979, pages
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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. Masor 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 plan on account
of 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 benefit 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.

(8) 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 management of ptan funds. Plans are required 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 termination insurance prowisions: 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 emplover 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 multiemployer
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 emplover plans.

(h) Individual retirement accounts and K eogh provisions: ERISA
provisions enabled employees not covered by a pension plan to take
an annual tax deduction for contributions to an individual retirement
account (TRA). ERTSA 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 corpen-
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sation or $7,500 a year. The Econoraic Recovery Tax Act of 1981 ex-
tended TRA 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.

(1) 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 guaraatee 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. Errects or ERISA ox Private PensioNn 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 I1lrear in 1960. to a high of about 32,000 net new plans a year
in 1973. In the vears 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, there
was actually a net loss of 4,000 defined benefit plans. After 1976, the
number of defined benefit plans began to increase again, but by 1980,
the number of annual net new plans was still only half that for 197310

1 Sylvester-J. Schiecber and Patricia M. George, “Retirement Income Opportunities in
an Aging America: Coverage and Benefit Entitlement,” Employee Benefit Research Insti-
tute, Washington, D.C., 1981, table III-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 contribution plan terminations rose dramatically,

tripling by 1977. Plan creations, however, declined only in 1975 and

1976.1* 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.

u Ibid., table ITI-9.
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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 g long-term trend of Tising termination rates. Annual plan termi-
nations rose gradually from under 300 in the 1950’ to more than 2,000
by 1970, accelerating thereafter to reach nearly 5,000 by 1974.12 A
continuation of this trend, however, would only account for half of
the actual post-ERISA plan terminations. Part of the increase in
plan terminations could also be attributed to the occurrence in 1974
and 1975 of the most serious economic recession since World War IL.
It is unclear, then, how much of an impact ERISA actually had on
plan terminations.

Several studies of terminating pension plans have helped to clarify
the relationship between the enactment of ERISA and the increase in
plan terminations. In general, these studies found the effects of
ERISA to be much less severe than the previously cited statistics
would indicate. Terminating plans were found to | largely small
plans that did not meet the act’s minimum vesting and participation
standards. While ERISA may have been a major factor in many of the
plan terminations, it was not the most significant factor. In many
cases, the sponsor terminated one plan only to place its participants in
another plan. Where participants were not transferred to another
plan, in most cases they either received or were scheduled to receive
all 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 covering
fewer than 10 participants.1® Similarly, a GAQO study of plan termina-
tions from the end of 1974 through June 1976, found that the average
single employer defined benefit, plan terminating after ERISA had 15
participants, and over 90 percent of these plans had fewer than
100 participants. 14

In reviewing the reasons for plan termination, the studies concurred
that, although ERISA changes were a major reason for plan termina-
tion, they were not the most frequently cited reasons. PBGC found in
its 1975 study that only 23 percent of the plan sponsors terminating
pension 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 major
factors. ** GAO found in its 1978 study that more than half of the
plan sponsors cited ERISA as a major reason, but only 17 percent cited
ERISA 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 pension
plans with fewer than 100 participants, GAO found that ERISA
was only a major factor in about 41 percent of plan terminations. For
those plans citing ERISA asa major factor for plan termination, most

2 Tbid., table ITI-9,

13 Pension Benefit Guaranty Corporation, “Analysis of Single Employer Defined Benefit
Plan Terminations, 1975 (March 1976). Pension Benefit Guaranty Corporation, “Annual
Report” (June 30, 1975). Pension Benefit Gnaranty Corporation, “Analysis of Single Em-
Ployer Defined Benefit Plan Terminations, 1978" (May 1981).

4 U.8. General Accounting Office. “Effect of the Employee Retirement Income Security
Act on the Termination of Single Employer Defined Benefit Pension Plans” (Report No.
HRD 78-90, Apr. 27, 1978).

8 0p. cit. (PBGC, March 1978).

89-509 0 - 82 - 10
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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.*¢

Both the PBGC and GAO found that in many cases where plans
were terminated, the employer continued pension coverage for par-

- ticipants-in anether plan- PBGC found in 1975, that 35 percent of
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.” 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.*

1 7.8, Genersl Accounting Office, “Effects of the Emplovee Retircment Income Security
Act on Pension Plans With Fewer Than 100 Participants” (Report No. HRD-79-56,
Apr. 16, 1979).

17 Thid. . -

18 Bankers Trust Co. “Corporate Pension Plan Study: A Guide for the 1980's”’ (New
York : Bankers Trust, 1981).



135
4, MobrrrcaTions 1N 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® Although multi-
employer plans were required to pay premiums from the start, insur-
ance of benefits was delayed under the act until J. anuary 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 Jiabilities. Under the law, withdrawing employers had

1 Pension_ Benefit Guaranty Corporation, “Potential Multiemployer Plan Liabilities
Under Title IV of ERISA,” Sept. 29, 1977.



136

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 emplayer’s
obligation under the plan.

(¢) 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.2 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 n 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 next $15 of monthly benefits per year of
service. .-

* Thid.
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(%) 8. 1748—Multiemployer Pension 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 emplover insolvency and withdrawal.

A Dbill 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. Emplovers 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.

(7) Reorganization Plan No. 4 (1978)

Initial problems of overlapping jurisdictions between the Depart-
ments of Treasury and Labor 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-
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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.

(%) 8. 1641—The Retirement Income Incentives and Administration
Simplification Act of 1981

Legislation was introduced in 1979—the ERISA Tmprovements 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 IT would permit employees in employer-sponsored retire-
ment plans to make tax deductible contributions to the plan and
to IRA’. (A similar provision was enacted in the Economic Re-
covery Tax Act of 1981.)

—Title TTIT 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 ITT of this bill are
intended to reduce the burden on emplovers, particularly small busi-
nesses, imposed by compliance with ERISA. in order to increase the
incentives for plan development. Several of ERISA’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 prohibited certain
kinds of plan transactions would be loosened to eliminate perceived
barriers to plan expansion and increase employer incentives for plan
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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.f., the employer) provided they
received “adequate consideration” (a fair market price or reasonable
rate of return). o L

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 offr 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 emplover’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 valve of benefit obligations 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 contribntion requirements for plan sponsors.

The complexity of this leislation 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.
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C. REGULATORY ACTION
(?) Suspension of Benefit Rules

ERISA generally requires pension plans to provide that partici-
pants’ benefits become vested, or nonforfeitable, within certain periods
_of time.-There-is-an exception to this general vesting rule of ERISA,
which allows pension plans, under specified circumstances, to suspen(f
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 j oining Chairman John Heinz’
request on behalf of the Special Committee on Aging. “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-
couragin’g rather than discouraging older workers who have the desire
to work. ST

In reply to Senator Heinz’ letter, Donald E. Shasteen, Deputy

.

Under Secretary for Legislation and Intergovernmental Affairs,
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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 requested by Senator Heinz as to the
application of the new suspension of benefit Tules 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 basis 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.

(22) Pension Fund I'nvestment

On December 3, 1981, President Reagan also announced that the
Department of Labor would take immediate action to permit construc-
tion-oriented, multiemplover pension plans—with approximately $20
billion in assets—to invest their funds in residential mortgages. These
actions are being undertaken nnder the Employee Retirement Income
Security Act (ERISA) of 1974. The Department of Labor had been
considering changes in these regulations for some time, and the new
ability 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 * * *7?

Although the immediate change only affects construction-oriented
pension plans, the President. also said he is asking the Department of
Labor to “move as expeditiously as possible to complete the drafting of
regulations designed to provide even greater freedom for all pension
funds to invest additional moneys in housing, if they choose to do s0.”
The change in the regulations orants a class exemption, under the pro-
hihited transactions section of ERISA, which exempts transactions in
which an emplovee 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.
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D. CURRENT ISSUES IN PRIVATE PENSIONS

1. Finpinas oF THE PresipENT’s CoMmMmission oN Pension Poricy

On February 26, 1981, the President’s Commission on Pension Policy
issued its final report on retirement income problems and policy recom-
Jmendations, entitled “Coming of Age: Toward a National Retirement
Income Policy.” A major set of the Commission’s recommendations
dealt with strengthening employee pensions. In its final report and
technical appendixzes, 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 (fihat 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.



143

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’, 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.”* 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

2 .8, Department of Labor. Bureau of Labor Statistics, “Employee Benefits in Industr,
1980,” Bulletin No. 2107, September 1981, table 33, v ¥
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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 in the adequacy of initial pension benefits. A recent study by = = _
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.?

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.2®

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 28.
2 Robert L. Horst, Jr. and Donald E. Wise, ‘Private Pension Berefits and the Rate of
Inflation,” Mathtech, Inc., May 4, 1979.
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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 {uilt 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 MUPg
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 TRA’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 COMMITTEE 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
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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 necessary nor feasible: Nevertheless, changesin the tax
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

lan is fully funded. Where the plan is not fully funded, a

ifficult 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 unfunded liabilities.

9. Pension ReeuraTioNn

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.
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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.>* 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 (GAQ) 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.?* 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, GAQO esti-
mated, PBGC was losing $1.4 million a year in premium payments.
Further, GAO concluded that the ERISA requirement that plan
sponsors provide suminary 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 simplifﬂlng the annual report form
because the benefits yielded by much of the information on the form
are not worth the costs.

2% A 1978 study gngrthur Anderson & Co., indicated that for 48 large companies the

cost of filing the 55 orms was $9 million per year.
025 U.S nger?ua Accounting Office, “Bettter Management of Private Pension Plan Data

Can Reduce Costs and Improve ERISA Administration” (Report No. HRD-82-12, Oct. 19,
1981).
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_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.?®
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 Josing benefits. GAO also criticized the factthat

IRS reviews of terminations were not mandatory. Without mandatory
review it is likely that plans not meeting ERISA and IRS standards
are not reviewed. GA O recommended making IRS review of terminat-
ing plans mandatory for tax qualification of terminating 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

% U.S. Genersl Accounting Office, “Tax Revenues Lost and Beneficiaries Inadequately
Protected When Private Pension Plans Terminate” (Report No. HRD-81-117, Sept. 30,

1981).
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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.?’

1. PexsioNn BeneriT LINEAGES 28

The most direct linkage between private pensions and social security
is through pension integration. Statistics on pension integration con-
flict but 1t 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 based 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-

?7 The paper provided to the committee by Dr. Schiller and@ Dr. Snyder is expected to
&xl)lpear asta committee print, but has not been published at the timue of the publication of

8 report.

# This discussion of pension integration also draws extensively from Dan N. McGill,
“Fundamentals of Private Pensions,” fourth edition (Homewood, I1l.: Richard D. Irwin,
Ine.), 1979, chapter 10,

89~509 0 - 82 - 11
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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

“tilt its benefits in favor of the higher paid. Infegrated pension plans,”

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.?® Recent estimates imply, however, that offsets
have become more popular. In 1980, about 30 percent of all partici-
pants in private pension plans were covered by a plan with an offset
provision.®®

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.3! 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.

2 Unless otherwise nuted, 1974 stat%stics on the proportion of covered workers partici-
pating in integrated pension plans are from the Schiller-Snyder study.

® [J.S. Department of Labor, Bureau or Labor Statistics, “Employee Benefits in Industry,
lsg%zi(lis‘ulletm No. 2107, table 25,



151

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 8314 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 3714 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
rﬁtirement 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 1n 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 ope is fully insulated from these
changes. In addition, direct offsets appear to pertain to only cne 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
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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 eligibilit;
for full social security benefits would encourage individuals to wor
longer to avoid having their monthly benefits reduced. Regardless of
this delay inretirement; however, retired workers would end up receiv-
ing less 1n 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
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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. Cvi. SErRvICE 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 1s 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 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 account
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 mext hatf century with suffictentreserves 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 retiement 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

] ANNL APPROPS
INTEREST

OFF-BUD AGNC
gz, CONTRIBUTION

47%

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 dollais) 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
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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 Wouﬂl 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 8 percent over the CPI for the month on which the pre-
vious_increase was based. In 1969, a fixed “l-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.
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To 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
" savings from changes in the COLA for Federal retirees. Both elimi-
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 COTA. As a result there
1s 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 COT.A, 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.
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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 C§RS. 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 vears 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. Tt 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 Clvil Service
Retirement System : Analysis of Options to Control Costs and Maintain Retirement Income
Security,” committee print, 97th Congress, 1st session, January 1982.
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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 benefits to workers before 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 yvears in Federal service. But lack
of social security coverage 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, coem 20 47 41 43 35
65... 30 73 63 63 51
65. 40 85 3 76 62
55, 30 26 43 32 40

Source: Hay Associates,
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TABLE 2.—CIVIL SERVICE RETIREMENT SYSTEM

Retirement income as percent of final pay

Age Years of service Low salary High salary
65 — 10 15 15
65. - — 20 34 ki
- 30 53 53
65, [ - 40 72 72
55, e - 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. Tt 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 Pusric EMprLoYEE PENsiON Prans

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 plang
will continue to be slow in 1982. The problems, however, remain a focus
of concern in the retirement income field.
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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
lans to consolidate into larger plans. Over 40 percent of the larger
tate 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

Jlans,®®
P Unlike Federal employees, State and local government employees
are usually covered under social security in addition 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 empIO{ees. As of 1975,
over 70 percent of all State and local government employees were cov-
ered under social security. A fter 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, 1t 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

33 Committee on Education and Labor, House of Representatives, “Pension Task Force
I%epotl'é on llgulilé(%SEmployee Retirement Systems,” committee print, 95th Congress, 2d ses-
sion, Mar, 15, 3
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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.’* :

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) exertsa 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.ss

In particular, the report noted a number of areas in which State
and local public employee pension plans were deficient.

(2) 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-

4 U.S. Senate Special Committee on Aging, “State and Local Government Terminations
of Social Security Coverage,”’ committee print, 96th Congress, 2d session, December 1980.

% Committee on sducation and Labor, House of Representatives, “Pension Task Force
Ri(-:porl::{I on ll'glbl;;c7 8Employee Retirement Systems,” committee print, 95th Congress, 2d ses-
sion, Mar, 15, 1 .
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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

- ot established-clear standards for regulating the activitiesof plan . .

fiduciaries and lacked effective means for remedying plan abuse.
(i¢) 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

ension for employees who changed from public to private sector jobs.
owever, 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.

(¢44) 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.

(i) 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
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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 were
rare, 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 to
reduce 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-
talled relates to governmental financial problems and the
underfunding of public pension plans. Mismanagement, fi-
nancing limitations, exceedingly high pension obligations,
and financial emergencies have all contributed in the past to
situations of pension plan insolvency or near-insolvency. As
a result of these situations, some public employees have suf-
fered temporary and, in a few cases, permanent benefit reduc-
tions.

(v0) Postretirement Inflation Protection

Public employee pension plans tend to surpass private plans when
it comes to making cost-of-living adjustments (COLA’s) to pension
benefits. The task force found that over 95 percent of all government
employees were in pension plans with some method for making post-
retirement cost-of-living adjustments, However, only about 5 percent
of the employees were in plans which granted full automatic COLA’s,
Forty-six percent of the employees were in plans which made limited
automatic adjustments, and 61 percent were in plans which made only
ad-hoc adjustments. Inflation protection was most deficient in smalil
plans, 63 percent of the employees covered in these plans received no

COLA’s at all.
(vit) Inwestment of Pension Funds

The task force found open onportunities for abuse in the manage-
ment and investment of nublic plan assets. Some were found to have no
statutory guidance at all, others operated under a tangle of conflicting
statutes. There was a general absence of uniform standards of conduct.

The task force also found conflict of interest in many instances
because of the investment of pension funds in State and local govern-
ment securities. Restrictive investment practices were also found to
have impaired investment returns to pension funds.



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—H.R. 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
stanii(itrds 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 }ilans 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

ai)so 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 LOCAIL 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
msgor arguments:

ur Federal system with its emphasis on State sovereignty
requires that States have full responsibility for determining
all basic components of their public emp]oyees’ 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-
destrable 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 fund 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 millions)
Outgo (net Trust fund
Income 1 benefits) batance 2
Fiscal ;ear:

1975 $3, 950
1976 $3,334 $3, 569 3 ns
Transitional quarter..._._. 500 1,058 3,157
1977 3,591 3,819 2,929
1978 4,159 4,316 2,113
1979 5 4,647 2,658
4,820 5, 226 2,252
19813, 4,759 5,470 1,569

19823 5, 150 5, 896

1 Taxes, interest on investments, appropriations for windfalls,
* End of fiscal year,
$ Estimated.

Source: Railroad Retirement Board.

89-509 0 -~ 82 - 12
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_Over 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 fOPbRJ'

ene-

ment. The following table shows the number of workers and
ficiaries since 1940.

TABLE 4.—EMPLOYEES IN THE RAILROAD INDUSTRY AND BENEFICIARIES OF THE RAILROAD RETIREMENT SYSTEM

SINCE 1940
{in thousands)
Average
Year employment Beneficiaries
1940_.. ————- [, - 1,195 173
1945 - e ——— 1,686 210
1950 - N — 1,421 461
1955 . [, 1,239 704
1960 - e 909 883
1965. - O, 753 980
1970 - 640 1, 052
1975 e e e - 548 1,094
1976.... - e - e 540 1,100
1977 e emn e emmm—mammm e e mcme e e mm e e e 546 1,107
1978 e e e eeae 542 1,100
1979 . ______ —— 554 .

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. Cuanges IN WINDFALL BENEFITS

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.
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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 (fyart 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-
imbursements 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 retirément account, but it also made payment of windfall
%eneﬁts totally dependent on the specific annual appropriation by

ongress.

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
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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, by a vote of 61-34, to restore the $90
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

rotesting the additional planned cut in these benefits, and Senator

einz 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 benecfits 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. Benerir 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 IT 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 I1. The
spouse’s benefit is also slightly modified under the Omnibus Budget
Reconciliation Act.
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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. PayroLr Tax CHANGES AND BORROWING A UTHORITY

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 I 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 IT 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 Tepaid with interest, are
real%y 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 securit
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. A

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 Congress 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 as'the 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 Bud%t 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: 2@

(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 IT) of
this two-part benefit formula (tier I equals the equivalent of social
security, tier IT 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.

(8) 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 IT benefits, making tier IT 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
;dministration plans to treat pension deregulation as a high priority

or 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 Rallroad Retirement System : Benefits and Financing, December 1981.
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Consideration of the Nickles-Erlenborn bill is likely to continue, at
least in the Senate, in 1982, highlighting the tradeoifs 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
again, 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 1n 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 grovih.

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.—Personal saving as a percent of disposable personal income, 1929-81

Year:
1929 4.0
1933 —-2.0
1939 3.1
1940 4.5
1941 - 11.2
1942 23.3
1943 24.7
1944 25.2
1945 19.2
1946 8.6
1047 3.1
1948 5.9
1949 4.0
1950 5.8
1951 7.1
1952 7.8
1953 7.3
1954 6.6
1955 —_— 6.0
1956 _ 7.3
1957 7.2
1958 7.4
1959 6.2
1960 5.6
1961 6.3
1962 6.0
1963 5.4
1964 6.7
1965 7.1
1966 7.0
1967 8.1
1968 _ 7.1
1969 6.4
1970 8.0
1971 - 8.1
1972 6.5
1973 - 8.6
1974 8.5
1975 8.6
1976 6.9
1977 5.6
1978 _ 5.2
1979 5.8
1980 5.6
1981 5.8

1 Preliminary estimate.
Source: Department of Commerce, Bureau of Economic Analysis.

Except for the World War II period, when savings were as high as
25 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 table 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 investment across
countries.)

TABLE 2.—AVERAGE INVESTMENT AND PERSONAL SAVING RATES IN THE UNITED STATES AND OTHER
INDUSTRIALIZED COUNTRIES, 1970-79

{In percent}

Investment _Personal

Country ratet saving rate 2
United States 1.5 6.4
Great Britain. .. 18,7 12.6
Ital 320.4 421.3
Neﬁ\;erland 322.4 314.5
Canada. - 22,7 9.0
West Germany. 23.1 14.9
France... 323.3 12.2
JAPAN o - oo mmmmmme—-meeemmeemamameememmesem—sicemascsooooooos 3.1 $20.5

S

1 Gross fixed private and nonmilitary government investment as a percent of gross national product.
2 Savings as a 8ercent of disposable personal income.

$1970-78; 1979 data not available,

41970-77; 1978-79 data not available.

Source: U.S. Department of Commerce, “|nternational 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

“to this theory, individuals entering-retirement-age-would not-be ex-—

ted 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 35t044 45 to 54 55 to 64 65 plus All
6. 56 5.84 8.04 3.51 5.98 6.17
1.75 -.57 1.21 —1.92 1.43 36
-.10 3.58 6.33 3.78 5.16 .73
12 .28 .83 74 .98 54
35 3.01 4.49 2.6 4.26 2.7
.13 .29 1.01 43 .22 46
4,37 2.19 —.62 112 -1.01 1.41
Misceflaneous assets. .05 -1 .07 —. 50 —.18 -~.10
Retirement assets_.__ .50 .76 1.05 1.03 .28 .17
Total debt... . aes —14.84 -3.25 2.99 .39 —4,75 —3.64
Home. - =127 —3.49 2.42 .38 .62 -2.85
Investment.______ - 191 1.23 .20 .2 —5.07 —.62
Personal. oo ooermemmceem .16 —-.97 .78 -.35 —. 42 -.12
Instaliment.__ .46 .52 .99 -.69 .66 44
Auto____ 09 .49 .67 -.29 .10 24
Nonauto. . 55 .03 .33 -.40 .56 20
Noninstallment. —-.30 -1.49 -.21 .34 —1.08 -.55
Life insurance_. _ -.3 —-.02 —.02 .09 .12 -.05
Housing expenditures. 19,52 6.31 2.13 3.65 =2.23 6.79
Auto expenditures_____.__ - 6.21 5.25 4.83 5.90 2.28 5.16

Net financial investment. _ - —8.27 2.59 11.03 3.90 1.23 2.5
Total savings. .- aeee 17.49 1119 18.29 13.45 1.28 14.47
1 Calculated from SCFF data tape (N=2,159). Income is the total in received in the calendar year by all members

of the consumer unit before any payrol! or income tax deductions.

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 m 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 liftle convincing
evidence which shows that individuals generally exhaust or d(:,f)lete
their assets during retirement, and there is some opposing evidence
which indicates that asset levels remain relatively constant during
the retirement period.
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TABLE 4—CONSUMER EXPENDITURE SURVEY: SAVING AS A PERCENT OF BEFORE-TAX INCOME

Age of head
Under 25 25t034 35t044 45to54 55to 64 65and over Total

Net changes in assets and liabilities

Survey:
1

| S, 2.56 2.50 3.02 3.98 47 272 3.19
1972-13 5.92 8.36 818 1.75 9.37 5.62 1.22
Net changes in assets
1960-61.. .. 11.90 1458 839 7.52 5.99 2.00 8.39
1972-73 12.90 22,59 13.13 9.84 9,22 6.30 12.82
Net changes in liabilities )
196061 ______ .. .. 14.46 12,05 5.38 3.53 1.28 0.72 §.20
1972-73. e 18.82 14,61 4.9 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

. rate?

Age of household head (years): 1972-73

Under 25 -6.9

2510 34 9.4

35t0 44 9.7

45 to 54 9.2

55 to 64. 1.2

65andover.. . .. ____ T T 6.1
1Saving as p t of disposable p | 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. AssErs or 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 5§ to 63 in 1969 who had become 64
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to 69 in 1975. The authors analyzed this group of people during that
196975 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 equify in businesses and professiomat practices) 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 196975
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 FrROM AsSSETS

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, includin
interest from savings accounts and bonds, dividends from stock, renta
income, royalties, and income from estates and trusts.

14The 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.?

TABLE 6.—NUMBER AND PERCENT OF INDIVIDUALS AGE 65 OR OLDER OWNING SELECTED FORMS OF ASSETS
BY SEX, EARLY 1979

|Pretiminary data)

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 63.0
Certificates of deposit. 4, 861 2,005 2,857 20.9 20.8 2.0
U.S. savings bonds. 3,246 1,296 1,950 14.0 13.4 14.3
Corporate, munici
government bonds_.______ — 1,346 703 643 58 1.3 4.7
_ Persona! loans or mortgages______ 593 285 308 2.5 3.0 2.3
Dividend-bearing assets: Stocks or
mutual fund shares.__.._______ 4,299 1,841 2,458 18.5 19.1 18.0
Real assets:
Houses, apartments, or condo-
miniums, other than own home.__ 1,406 705 702 6.0 1.3 5.2
Commercial or industrial property_ 229 123 106 1.0 1.3 .8
Farm property..______________ 1,002 484 519 4,3 5.0 3.8
Undeveloped land 6 307 366 2.9 3.2 2.7
Nonactive business interest:
Nonfarm business - 153 80 73 N .8 .5
Farm busi 166 126 40 .7 1.3 .3
Any other assets 107 59 48 .5 .6 .4

Source: Wave 1 interview, 1979 research panel, income survey development program. Estimates based on preliminary
Census 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 hag 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 Asser INcoME For THE ELDERLY

Bf 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. PresmENTs CommissioN oN Pexsron Poricy

In its final report released in February 1981, the President’s Com-
mission on Pension Policy recommended the following steps 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. NartonaL 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
& maximum tax deductible contribution of $1,500 per year to
a (}ualifying individual retirement account. The Commission
believes this amount should be increased as a way to encourage
savings.

3. ComMmitTEE ForR EcoNomIic 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
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It is in society’s interest to make increased individual sav-
ings for retirement a financially attractive and accessible goal.
But chan%es 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

- - - -beeaunse-they-will-reduee-the current- consumption 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-

tilons to either an TRA, 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.” 3 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. INpIviDUAL 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 mcney
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.
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age 5914 or delayed beyond age 7014 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.* 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 TRA 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 TRA’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 TRA.

In 1977, of approximately 55 million taxpayers eligible to establish
an IRA, only 2.5 million TRA’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.

1 See discussion of Keogh plans below.



184

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) ! (in millions) 2 millions) 3 (percent) ¢ (percent)

BT LT T 176 .04 0.2

16.5 19.0 13.3 .18 L4

13.0 17.5 10.5 .35 3.3

10.7 16.3 1.4 .40 5.4

15,8 24.9 6.2 1.35 21.8

L1 1 .4 .21 52.5

Total .o 71.2 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.—(RA TAX DEDUCTIONS

Federal tax returns

claiming IRA Amount of IRA

deductions contribiutions

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 TRA 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 TRA deduc-
tions and in the amounts contributed to IRA’, the establishment of
tax-sheltered TRA’s has been particularly strong among those with ad-
%usted’rgross income of $20,000 to $50,000, as the following chart shows

or 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-
- ingthe eligibitity for TRA’s far beyond-the-eligibility rules 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: ®

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 mantaining pre-
retirement living standards and that the present level of indi-
vidual savings 1s 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 1s 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.8. Senate, Committee on Finance, Rept. No. 97-144.
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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 TRA.

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 of 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 s 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)
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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,

2. Krosa 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 earl
bill and was retained in succeeding bills until enactment of the Seli-
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 legislation.

Contributions on behalf 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 §77, 000 $1.8
1978 627, 000 2.0
1979 R 590, 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 subchapter 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, to
a subchapter S plan, or to a SEP. Under prior law, only the first
$100,000 of compensation may be taken into account under a defined
contribution H.R. 10 plan, a defined contribution plan of a subchapter
S 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
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into account, the rate of employer contributions for a plan participant
who is a common-law employee cannot be less than the equivalent
of T4 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.

-~ Tn addition;the bill-permits the penalty-free correction 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.* Under ERISA, Congress first defined the em-
ployee stock ownership plan, or “ESOP” as 1t 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 benefit 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
vear. 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 CO(ﬁE. 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 (ie., 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 of
investment tax credit amounts to a significant amount per employee.

Although a precise count is not available, an estimated 5,000 ESOP
and TRASOP plans are in existence today.” The following table,
based on tabulations of IRS data by the Employee Benefit Research
Institute, shows the number of new TRASOP and ESOP plans which
qualified under the Internal Revenue Code in 197 6-81, and the num-
ber of participants in such plans. In addition, the new plans and
participants are shown as a percent of all new, TRS-qualified em-
ployee benefit plans (defined contribution and defined benefit plans),
and their participants. These data indicate that after an initial surge
once the new tax legislation was passed in 1975-78, the formation
of new ESOP and TRASOP plans, though still important, has fallen
off relative to past levels and relative to their share of total employee
benefit plans newly qualified for IRS status.

Over the years, Congress has shown steady and increasing support
for 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 their
companies. It also gives employees additional assets to be used for
retirement or other purposes. In what may become a precedent-setting
action, 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 emplovees with 15 to 20
percent of the total voting stock in the company.

Ju;Ee}liIgglestimates that 796 TRASOP plans and 3,839 ESOP plans were in existence as of
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TABLE 10.~PLAN QUALIFICATIONS AND PARTICIPATION

Vear TRASOP/ESOP Total new pension plans
ea
Plans Participation Plans Participation
1976:
Number....._. 85 244, 488 21,486 915,170
R (|| it | s ot == e cemmTe=s
1977:
Number__ . emeem 132 1,264, 515 35,416 4,954,924
. Percent o oo 0.4 25,5 e
Number. .o oo 196 206, 237 65, 684 3,880,133
79Perrsnt ________ 0.3 [
NUMber - - e e 286 173,112 56, 877 2,022, 657
Percent PO 0.5 8.6 e
1980:
NUMDBES - e o oo e oo 51 18,458 69, 342 3,781, 565
Percent . [, 0.1 0.5 ——-
1981 (Jan. 1 to June 30):
NUMber .« - o oo 52 19, 294 31,478 2,298,052
Percent. —_— 0.2 0.8 ———

Source: EBRI tabulations of IRS data.

Given this congressional support 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 97144 listed the following reasons for change:

The committee believes that experience in the operation of
the tax laws applicable to employee stock vwnership 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. Tn 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.
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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 limited 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 TRA’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, 1.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 TRA’s, the potential annual income set aside could be as
high as $20 billion.®

Others have pointed out, however, that the TRA’s will certainly
not be attractive for low-income individuals, given the pattern of
participation in the past, and the especially large tax value TRA’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

® Dallas L. Sallsbury and Susan E. Click. “IRA’s : An Expanding Opportunity for Privat.
Retirement Income Provision,” Employee Benefit Research Instltutge, 11)91‘81. v ior br €
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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 TRA 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, TRA’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.
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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 ° which looked at 16 ESOP’s, 3 of which vrere 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, one
might anticipate greater improvements in the ESOP legislation and
continued popularity with employers and employees in the years
ahead. Nevertheless, hecause the value of the shares of company
stock varies so dramatically with the fortunes of the company, it can
never be expected that ESOP plans will provide the major portion
of total retirement income, although they will undoubtedly play a

growing role in supplementing social security and other employee
benefits.

° U.S. General Accounting Office, “Emrloyee Stock Own :
in Clogely Held Companies,”” June 20, 1980. v ership Plans : Who Benefits Most
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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-

ture, however, analysis suggests there willbe agraduat inerease-in

personal savings over the next 40 to 50 years.® 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. ecit.



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)
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NUMBER OF SELECTED INCOME-TESTED BENEFITS ! 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 {evel and above
Number of selected income-

tested benefits Total Percent Total Percent Total Percent Total Percent
Total. 24,685,673 100.0 3,871,061 100.0 6,346,410 100.0 18,339,263  100.0
.- 20,297,324 82.2 1,991,698 51.5 3,733,336  58.8 16,563,988 90.3
2, 304, 366 9.3 691,552 17.9 1,098,044 17.3 1,206,322 6.6
1,131, 603 4.6 508,652  13.1 711,378 1.2 420, 225 2.3
795, 864 3.2 550,997 14.2 656,191  10.3 139,673 .8

156, 517 .6 128,151 3.3 147, 461 2.3 9, 055 0

1 Income-tested benefits include: Federal SSI, medicaid, food stamps, public housing, public rent subsidy, and AFDC,

2 Census (Orshansky) poveity index.

Note,—Table prepared by CRS. Figures are based upon the resident noninstitutionalized civilian population. and the
noncivilian population who wete 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. Ceils 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 (SSI)

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 X VI 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 alinost 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 1s 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 SST
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 automaticallv each vear to reflect the increase in the consumer
price index (CPI), if the CPT rises by 3 percent or more during a spec-
ified 1-year period. The method is the same one used to increase social
- ~security benefits: The Fuly 1981 increase amounted to 112 percent.

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 elizibility 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 SST 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 SS1 and State Supplementation____ 1, 200, 326 406, 48 26,786 767, 056

State supplementation ¢ 1,626,632 653,779 35,988 936, 865

State suppl 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 suppl tation. .. _________ 95.67 93,58 135.24 95. 60

1lncludes approximately 25,000 persons aged 65 and over.

2 Includes approximately 394,000 persons aged 65 and over, . )

3 Includes persons with Federal SSI payments only, and Federal SSI and federally administered State supplementation
data partly estimated. X X .

4 Includes persons with federally administered State supplementation only, and Federal $31 and federally 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 SSI
eligibility, but the Secretary of the Department of Health and Human
Services (HHS) is required to establish, through regulations, limits
on 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 for
an automobile, and $2,000 in equity value for household goods and
personal effects. The value of an automobile or household goods and
personal 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 aged
persons, 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 SST
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 the
disabled category has continued while the number of older persons
has declined (table 2). Since 1976, about 80 percent of SST applica-
tions have heen based on disability and blindness rather than age.

At the end of 1981, 66 percent of new SSI awards are for disability
or blindness ; 34 percent are for age. .

TABLE 2.—SSI APPLICATIONS, BY CATEGORY, 1974-80

Percent Blind and Percent
Total Aged of total disabled of total
Calendar year:
1974 926, 900 40 1, 369, 500 60
377, 400 25 1,121, 000 75
254, 400 20 1,003, 700 80
258, 500 20 1,039,900 80
257,900 20 1,046, 400 80
262,312 19 1, 089, 606 81
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 popuiation 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.
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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

— ~— umbers-of people-who-wouldquatifyfor-only small-SSF-payments— — —
or who are living with relatives are unwilling to accept SSI payments
under what they perceive as a welfare program. In these cases, the
benefits offered are not sufficient to compensate for the effort, expense
or stigma of participation.

C. CONGRESSIONAL ACTION
1. NEw Transrer oF Assers Rure (PusLic 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. Om~1BUS Bupcer ReconciuiaTioNn 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 SST
benefits. The change is to base SST benefits, in general, on actual income
received and other relevant ecircumstances 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 SST 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 SST benefits in the 31 jurisdictions (30 States
and the District of Columbia) that now supplement the basic Federal



203

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 Zotal 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 Iiberalize the SSI program were
included in the reports.

1. Increase BexNEFIT 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 miliion; and
1986, $5,100 million.

2. Remove Asser Tesr

~ 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 SST 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 genuinely have inadequate
incomes and “need” benefits. In recommending the elimination of the
asset test, the President’s Commission on Pension Policy 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 SST benefits. The
most common form of unearned income is the receipt of social security
benefits. About 50 percent of all SST 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, 838 215,193
Earned income. 134, 352 35,076 5,627 93, 649
Percent with income
Social security benefits_ ... oo 51.1 70.2 37.8 36.0
Other unearned income_.____________________ 11.0 12.8 1.3 9.5
Earned income. 3.2 1.9 7.2 4,2
Average monthly income
Social security benefits. .. o ooeoi e $196.94 $198.56 $208. 43 $194.00
Other unearned income ... .. ___.________ 74.35 65, 44 75. 84 83.88
Earned i ... R 106.95 92.30 386.57 95,64
1 Ravised,

Source: Social Security Bulletin, September 1981, Vol. 44, No. 9,
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4. INcreasE EArNED INCOME DisrEcarDs

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. BEnEFrIT REpucTion WHEN Livine IN ANOTHER'S HouseEnoLD

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.__._____________________ 100.0 100,0 100.0 100.0
Own household. ..._____._________ 83.3 90.0 89.2 86.8
Another’s household. ...___________"" """ 6.2 5.2 6.6 7.0
Institutional care covered by medicaid._______. 5.4 4.8 4.2 6.0

The National Commission 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 a
higher cost paid by medicaid. The Commission recommended that the

one-third reduction be eliminated and estimated future costs for this
change 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-
ﬁram over the last few years. The major change affecting the elderly
as 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 incomesashigh
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
1971-1984
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Source: Congressional Research Service

BENEFITS TO HOUSEHOLDS [N 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:
100rless._.__ - PO 8.7 12,7 12.7
L5 3.2 15.9
3.7 6.6 22.5
4.4 6.1 28.6
5.9 8.9 31.5
12.4 16.3 53.9
1.8 13.3 67.1
18.6 15.2 82.3
13,7 8.6 90.8
6.9 3.8 94,7
4.5 2.5 97.2
3.4 1.5 98.7
19 .8 99.5
1.0 .3 99.8
141 to 150. Ceeee - .5 .1 99.9
151 or more R [, é': .1 100.0

UnKROWN . o cceacaaeeeea

Source: Department of Agriculture, Food, and Nutrition Service, August 1980, 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.
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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
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-
0}1% 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 J anuary 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 SST 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 QOctober, it
was 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 SST 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-living delay.

Total food stamp savings to be achieved by the provisions of the
Omnibus Reconciliation Act and other legislative measures total $2.4
billion 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
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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 SST recipients and the elderly.
(“Cash-out” means issuing cash or checks instead of food stamps to

—— ——eligible-households-)Therearecu , h-out™programsunder=——
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 $11.8 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.
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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 healfh
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

(212)
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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 1981
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
3 Approximate  Percent figures
Section No.: Program: Status Projects Units Value elder units of elders through—

CONSTRUCTION PROJECTS

Title 11: Low-income public 10,750 1,200, 000 (
housing: Active.

202: Direct loans for housing
for elderly and handicapped:

<

) 1552, 000 46 Sept. 30, 1979,

Inactivez. ________________ 4330 45, 275 574, 580, 000 45,275 100 1977,
Active 3 1, 006 90,323 4,130,154, 957 79,185 89 June 30, 1981,
231: Mortgage i 495 66,285 1,158,117,347 66, 285 100 Do.
housing for elderly: Active.
22}\(4{_)(3): Multifamily rental: 3,532 355,101 5,718,508, 463 21,918 7 Do.
ctive, :
221(d)(4): Housing for low- and 5,239 582,313 13,908, 371, 752 75,745 13 Do.
moderate-income  families:
Active.
235: Home ownership assist-
ance for low- and moderate-
income families:
Inactivez_________________ 7472, 059 473,032 8, 456, 660, 790 ® (®) Program revised.
Active 78,034 78,134 2,768,814,179 ______________________ June 30, 1981,
ZOZ\:{YIuIti 2,633 275,588 3,944, 141, 865 3,380 2 Do.
ctive,
236: Rental and co-op assist- 4, 056 435,231 7,492, 815,583 55, 784 13 Do.
ance for low- and moderate-
income families: Inactive.
20|2/23:3; 202/236 conversions: 181 828,059 480,098, 460 8 28, 059 100 Do.
nactive,
232: Nursing home and inter- 1,300 147,336 1,676, 509, 129 147, 336 100 Do.
mediate care facilities:
Active.
NONCONSTRUCTION
PROGRAMS
84: Low-income rental assist-
ance:
Existing:4 Active.__._____ 10, 9%0 916, 704 2') 265, 492 28 Do.
N?Awt' construction:4s 8,225 524, 586 %) 283,741 54 Do.
ctive.
Substantial rehabilita- 1,654 117,904 ® 41,394 35 Do.
tion: 45 Active,
31;2\:tReha bilitation loans: 86, 004 ® ® 6,243 7.25 Sept. 30, 1980.
ctive,$
23: tow rent leased housing: ) 163, 267 (0] 54,0004 35 Apgroximately
Inactive.? : ge;:gmber

1 Data 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 cumnulative fund reservations through reporting date,
& Figures do not include sec. 8 itments attached to sec. 202/8 fund reservations.
8 Figures represent loan commitments only.
: ll-;lggres represent number of mortgages,
eds.

s 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
expensive ways to meet the housing 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. Secrion 8

The section 8 program is currently the largest of the Federal pro-

* grams providing subsidized housing to households with incomes too

Jow to obtain decent housing in the private market. Under the pro-
gram, HUD enters into assistance contracts with owners of ewxisting
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 ratesiin both the publie
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
section 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 1s 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
multiplying the-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. Secrion 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/ 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/ 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 prev1oule dis-
cussed 1981 FAF regulation. By November 1981, it appeared that if
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the direct loan interest rate was established using past methods relat-
ing it to the Treasury borrowing rate, it would be 113/ 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 1134 percent would make
many section 202 projects infeasible to construct. It was further
agreed that HUD should keep the interest rate at 914 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 914
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 * 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 to
provide 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. Common areas would be restricted to those needed to serve

1The Davis-Bacon Act requires that federally assisted construction project contractors

pay 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 oifered 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 escrowed for a period of 8 years from the-date of eccupaney. - —

{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 )yRevision 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. PusrLic HousiNg

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 PIHA’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 hil-
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 vear 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 1981-82 UNIT RESERVATIONS BASED ON
CONGRESSIONAL ACTION

Fiscal year 1981

Before After Fiscal iyear
rescission rescission 982

Section 8:
New construction/substantial rehabilitation 85,344 51, 500 26,735
€C, 02 T 18, 800 18, 400 17,200
Existing_________________ 1T 132, 907 107, 100 74,296
_ Subtotal—sec. 8__. .. - 237,051 177, 000 118,231
Public housing.._____________ T T TTTTTTTTTTTTTTTmmTm T 42, 000 30, 396 24,000
Total oo 279, 051 207, 396 142,231

Source: Senate Committee on Appropriations.
4. CoxereEGATE HousiNg SERVICES

The Congregate Housing Services Act, passed in 1978, authorized
HUD to award grants to public housing authorities and section 202
housing sponsors to provide nutritional meals and supportive services
to partially impaired elderly and handicapped persons allowing them
to 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 coordinating them with congregate housing services through the
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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
— - —abilitytepay. - - — - - — - . .

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 prooram 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. * * *
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In this instance it would seem that our zeal to reduce Federal
spending 1s 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 unnecessarily
in a care facility, such as a nursing home, because of a lack of residen-
tial arrangements with supportive services.

The bugget 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, sertion 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
needs of elderly homeowners as well as renters received special atten-
tion in 1981, and can be expacted to receive serious consideration by
the Congress in 1982.
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1. VoucHERs

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. S

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 vouchcr, 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 (8) 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. Tt 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
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ability of the private market to meet special needs of the elderly and
handicapped; households restricted in mobility by discriminatory
practices; and areas of the country with an insufficient number of ade-
quate low-income rental units.

’

2. HousiNg AssisTaNce Brock GRANTS

Although vouchering was perhaps the most publicly debated of
housing options in 1981, housing assistance block grants were also a
subject of serious discussion. '

The concept of a housing assistance block grant was first recom-
mended by a congressional study in 1971. In 197 3, several Congressmen
introduced legislation designed to replace housing subsidy programs
with 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, however,
were not included because there was no budgeting device to provide
the kind of long-term commitment deemed necessary to support as-
sisted housing production. The housing block grant concept again was
proposed by the Ford administration in 1976. Under that proposal
housing 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 and
Community Development Act of 1980 HTUD was directed to produce
a comprehensive study of the feasibility of a housing assistance block
grant program due by March 31, 1981. In 1981, the deadline was
extended to early 1982.

Proponents of the housing assistance block grant concept usually
emphasize the importance of offering States and local governments
maximum flexibility in administering their programs. Similar to any
proposed housing voucher system, any housing assistance block grant
proposal will need to consider a number of basic issues including: (1)
Whether the block grant would serve as a substitute for all present
housing assistance programs or as a more limited program used, for
example, to stimulate housing production in defined areas of geo-
graphic and social need; (2) how to assure, without the kinds of

udgetary commitments made today, the long-term financing required
for housing construction and rehabilitation programs; (3) the extent
to which funds would be needed by localities for necessary startup
costs 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 with
a priority for the elderly and handicapped; (5) what criteria would
be used to determine which localities would receive block grant funds
and how much they would receive; and (6) whether adherence to a
number of Federal policies, such as environmental goals, efforts to
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3. Suarep HousiNe

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
untelated people live together, each having their own private space but
sharing common spaces such as the living room, kitchen, dining, and
Jaundry 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, ete.).

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:

Tn 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 BV A 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.
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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 city
governments, 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, and
church and family donations. Many of the existing projects have ex-
perienced major difficulties in obtaining these funds, For instance, SST
payments 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 a
shared 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 a
local level. Kach municipality or commurity establishes its 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 national
church demonstrations, and the Gray Panthers united to establish a
national 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 local
levels of government. Federal legislation was drafted to address the
benefit disincentives with regard to SSI, food stamps, and section 8
assistance. The purpose of the legislation is to insure that elderly per-
sons who live in shared housing are not subject to any undue loss of
these benefits as a result of residing in a shared household on the local
level. The shared housing project also conducted a survey of 352 com-
munities’ zoning laws to determine how they affect potential shared
housing projects. The study documented the difficulties shared house-
holds encounter with zoning ordinances. It was discovered that less
than 20 percent of the municipalities surveyed had laws that would
permit a shared living. As a result of these findings, the shared hous-
Ing project plans to release a report in April with the official findings
of the survey as well as several examples of model zoning ordinances
for use by local zoning boards.

4. Home Equity Conversion Praxs

It is increasingly acknowledged that the homes of older Americans
are their most common and most valuable asset. The most recent stat-
istics indicate that of the three out of every four clderly persons who
own their own homes, 80 percent do not have a mortgage. Equally as
significant, older homeowners are concentrated in the low-income cf;ss.
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 aged
homeowners the opportunity to convert part of their equity into cash
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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
a choice to these elderly persons facing costs 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 distinet 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, &
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 1s repaid to the
State from the proceeds of the sale or the estate. Z'quity plans involve
sale of the home to an investor who immediately leases 1t 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, insursnce, 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
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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 as
needed, 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 model
emerged 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 the
mortgage market at the time the original payment contract was
signed : 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 who
live for longer than the average person in their age bracket. To further
reduce risks, the amount of the monthly payment would be tied to the
age and sex of the homeowner, the amount of existing equity in the
dwelling, and the amount of future appreciation the owner contracts
to share. At the close of 1981, the consistesnicy 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 equity
conversion project.

Consumer safeguards for those participating in home equity con-
version plans was a subject of continuing discussion in 1981, A 'paper
prepared by Maurice Weinrobe of Clark University, emphasized that
the “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 triggered
new questions regarding the treatment of plan revenue by Federal and
State systems of taxation and public benefit programs such as food
stamps, supplemental security income, and low-income energy
assistance,

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 and
the Secretary of Housing and Urban Development on national hous-
ing policy. The Commission was directed to submit its final report to

the President and the Secretary by April 30, 1932, with an interim
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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 in the eountry; seek to-develop housing and mortgage 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 * * *7

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 statisties 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
(85 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:

%A chieve 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) 1n order to target assistance to those with the greatest need.
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 - 18



 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
;hax} otlher households but pay a larger portion of disposable income

or 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 ernergency assistance b%g;k 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 Ey 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. . __. ..o $1,000. . ___._.___. $1,270t0$1,370_._._._.._._ 31,520 to $1, 890,
. _-- §1,590 to 31, 980.

S -~ $810 to $1, 000,
_-——-- §1,110 to $1, 380.

Natural gas:

Northeast_ .. 530 e $630to $660________.____._. $710 to $750.

North-central . ___.___.___ ... 560 .- $660t0 $690_.__ . ________.. $740 to $780.

South. oo e 300 .. $360t0 $370_.______________ $400 to $420.

West_ . 350 .. $410 to $430_. ____._._______ $460 to $490.
Electricity:

Northeast. _______ 690 .- $760 to $320___. — $820 to $910.

North-centeal . ___._______ ... 730 eeeo- $820 %o $870___ - $870 to $980.

oul 350 —ea- $390 to $420. - $420 to $470.
West. ool A0 .- $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.?

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 budeet 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

1 The sources of all statistical information in this chapter, unless otherwise noted, are
the Office of Weatherization, Department of Energy; and the Office of Energy Assistance,
Department of Health and Human Services.

2 Source : Residential Energy Consumption Survey, Energy Information Administration,
Department of Energy.
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TABLE 2;—ESTIMATEB AV.ERAGE ANNUAL HOUSEHOLD EXPENDITURES ON HOME ENERGY, 8Y INCOME CLASS
AND REGION, FISCAL YEAR 1981

Estimated

average expend-
itures on home As percent
energy of income

Estimated housetiold tncome: - co : e - e e -
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 J— w—- 1,080 3.8
$36,900 or more.__.. e 1,290 2.5
Less than 125 gercent of poverty.___ . ..... - 790 13.5
greqter than 125 percent of poverty.._ ... 1,020 3.7
egion:

Northeast. _ - 1,29 5.2
North-central 1,080 4.4
South.____.____ . 900 4.0
West____ c——- - 700 2.9
Average, all household e e 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 Aprif 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.® 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 CPL

i) Source : Center for Environmental Physiology ; Washington, D.C.
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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 serlous personal problem, ahead of crime, health, and gen-
eral finanees. - S e C e

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 need
households by increasing the energy efficiency of their homes througK
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. Tae Low-IncoME Exerey AssisTANCE Proeram (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-
Jated 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 1

$533  About $600.
(&)

511 About $590,

§90 About $680,

611 About $590.

Golorado. __________ 581 About §670,

Connecticut___.___ il 1,696 More than $2, 000.

i 1,356 More than $1, 600,
511 About $570.

533 Azbout $600.

) ).
1,428 More than $1, 700,
695

1,534 Qver $1, 900,
4 Nearly $1, 700.

About $750.

Kansas...__._ - 601 About $690.
Kentucky___._. _ 692 More than $770.
Louisiana______ - 513 About $590.
Maine_______ _ 1,773 More than $2, 100.
Maryland____ - 1,356 More than §1, 600.
M husett: . 1,696 More than $2, 000.
Michigan. . - 695

i 1,534 OQver $§1, 900.
Minnesota___.__._ .. _______________ i 1,602 Over $2, 000.
Mississippi....- 5§33 About $600.
Missourt_. .- 601 About $690.
Montana_____ 581 About §670.
Nebraska__ 638 About $730.
Nevada__.__ - 653  About $750.
New Hampshire_ 1,773 More than $2, 100,
New Jersey._ 1,670 Nearly $2, 000,
New Mexico 644 About $740.
New York._.__ 1,851 More than §2, 200.
North Carolina 599 Over $690.
North Dakota. 1,488 Over $1, 800.
Ohio.________ _ 654 About $750.
Oklahoma.._. 590 About $680.
Oregon___._. i 1,196 More than $1, 450,
Pennsylvania. 1,356 More than §1, 600.
Rhode Island. __ 1,696 More than $2, 600,

South Carolina__ 533 About $600,
SouthDakota. ______________________ i 1, ggs Over $1, 800,

Tennessee. .. 9 About $690.
Texas.....- 513 About $590,

S Utaho__._____ 568 About $650,
Vermont_____ i 1,773 More than $2, 100.
Virginia_.__ 608 Close to $700.
Washington_____ i 1,196 More than $1, 450,
West Virginia. 733 More than $840.
Wisconsin____ i 1,602 Over $2, 000.
Wyoming.__._____ - 581 About §670,
District of Columbia..._____._______. i 988 Close to $1,200.

t Projected prices based on rate of increases in prices from February 1980 to February 1981. Oil prices have increased
232|het{:ent '?nl?l other fuels 15 percent during that time.
ot available.

Source: The Greer 'Partnership for the National Council of Senior Citizens, Aprif 1981,
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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 of this provision on the 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 sue-
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 actual
percentage of elderly served is probably higher than 39 percent. Chart
ITY 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 1II

LOW INCOME ENERGY ASSISTANCE PROGRAM
PERCENTAGE OF APPLICANT HOUSEHOLDS WITH ELDERLY MEMBERS
OCTOBER, 1980 - JUNE, 1981

i LIE e VSRS ESECT F OR AT

Source: Office of Energy Assistance; Department of Health and Human Services
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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
- (ie, 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
APPLICANT HOUSEHOLDS BY INCOME
OCT. 1980 - JUNE 1981
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2. DOE WEATHERIZATION 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 assistarce; priority is given to
the elderly and handicapped. Weatherization assistance is glesigned
10 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
graglted 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 providin
materials, presented another obstacle, chiefly due to the lack of loca
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 upgradin% multiunit rental housing, due to both
difficulty in obtaining landlord agreements and identifying the
most effective weatherization measures.
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—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 1981 funding levels, 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 particularly 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 HUD 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
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benefit the elderly (and all others) by providing a sound economy for
the Nation. A

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 Ea,s 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
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gurchase of heating o0il? Can I do without the medicine the
octor 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, Chiles; and Cohen in empha-
sizing the importance of weatherization in permanently reducin
household fuel consumption and progressively reducing the deman
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 1t, 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 supportes 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 * * * Qur 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 Qil 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-
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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-
lce. 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-
ing, 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
gf eligible population and form of aid to be offered would be left up to

tates.

Senator Lowell Weicker offered a bill (S. 1165) to reauthorize the
fiscal year 1981 low-income energy assistance program with few sub-
stantive changes, and funded at $2.5 billion. This bill excluded some of
the program’s problem areas, such as building operators’ payments and
shutoff moritoria, but it retained Federal power to disapprove State
plans,

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 and
handicapped, gave priority to households with the highest fuel costs in
relation 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
cffective 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 vear 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



247

$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,
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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 new 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 1s 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.

—T3 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, 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. Tn 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 IT
“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.

1 Bureau of the-Census,
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A. OLDER WORKERS IN THE U.S. LABOR FORCE:
A PROFILE

1. THe OrpEr 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 ParricreatioN Rames For OLpEr WORKERS

The U.S. labor force includes workers who are employed and
actively seeking employment. The participation rate is the percentage
(f)f individuals in a given group (e.g., age group) who are in the labor

orce.

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 TowarRp 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 defined 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 women 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-
tics presented here offer stronger support of that trend.
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Proportion of unemployed aduits looking for part-time jobs
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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, which explores bar-

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. .

A(}‘opies of the report are available from the Special Committee on
ging.

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 (EEO%J) 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 policy,
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.



257

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
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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 _of gerontology, business administration, and in- .

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 IT 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 ITI, 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.

(8) The senior community service employment program
un}ler 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
mcentives 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 EMproyMeNT SEcUuriTY 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)
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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. o

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. MaxpowerR 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, and
counseling 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, the
MDTA shifted its job training emphasis to a new segment of the
population, the young and the disadvantaged, especially minorities
with limited education.

From 1963 onward, amendments to MDTA gradually increased the
proportion of funds available for youth training and allowances.

As a result, the U.S. Employment Service (USES) system under
the Department of Labor had to learn and manage a new series of
manpower development functions. In addition to their previous respon-
sibilities in dealing with job referrals, job applicants, job orders and
counseling, 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 oF 1964 (EOA)

Under the Economic Opportunity Act (EOA) of 1964, a part-time
work program, operation mainstream, was developed. It was directed
toward 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 for
a period with the expectation they would be hired by the agency or a
similar 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. Sentor CommunrITY SERVICE EMPLOYMENT PrROGRAM (SCSEP)

First enacted in 1973 as title IX of the Older Americans Act, the
senior community service emplovment program (SCSEP) was im-
- plemented by the Department of Laborandadministered by mational
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 SCSEP by Age

Age: Percent
55 to 59 _— 20
60 to 64 28
65 to 69 27
70 to T4 —— 16
75 and over-. 9

5. ComPREHENSIVE EMPLOYMENT AND TrAINING AcT oF 1978 (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 yvears 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 Titte

Title 11 Titte 111 Title VT Hb}c) () Title VIa

Total participants (100 percent)..._____.______ 1,425,000 197,500 431,600 1,113,800 486,400 410,400
Under 22 (percent)_____._____ .- 7" 56,5 .2 1.4 47.9 36.1 942

22 to 44 (percent). 36.5 63.9 64.7 45.7 51.5 62.8

45 to 54 (percent)_ ... 4.1 8.8 8.8 4.1 7.5 7.6

55 and over2 (percent). ... _____._.______ 2.9 5.0 5.0 2.3 5.0 5.4

;A; a result of the 1978 CETA amendments, the title bers changed. The programs under the different titles have
not chaneed,
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 ITI, 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 parfs
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 ITI 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
anfl older workers over 55. It also calls for research about the relation-
s?nps 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 1s 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 ITT 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. Commrrree 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 ericourage 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. Hlowever, 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-
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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 penalizing 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 acerual 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
person 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.
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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 Qlder Americans Act in which issues relating to the senior com-
munity service employment program under title V were 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 a];-e 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 hetween national and
State sponsors ; maintenance of current income criteria, given
budgetary constraints and income disparities among older
persons; special emphasis of geographical targeting 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. :
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2. LreisLaTion

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 lacing 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 to
older workers through job training programs sponsored by the Com-
prehensive Employment and Training Act, job counseling through the
U.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. OreEr COMMITTEE AOCTIVITIES

A. EMPLOYEE RETIREMENT INCOME SECURITY ACT (ERISA)

One of the disincentives to continued employment for older workers
has been regulations issued by the Department of Labor to implement
the Employee Retirement Income Security Act (ERISA) which
permitted employers to suspend pension benefits for retired employees
who return to work.
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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.

* * T 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.”
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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 haif 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 1n 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 ecommon
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.?

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 efliciency 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 technologlcal 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.

1 Historical information in this sec]t;gi‘is from an unpublished paper prepared by the Em-

ployment Standards Administration
2 Graebner, W., A History of Retirement, Yale University Press, New Haven: 1980.

(270)
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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 the
work 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 force
participation by older persons.

1. Ace DiscriminaTiON v EMPLOYMENT AcT or 1967

Title VIT of the Civil Rights Act of 1964 has come to represent the
main Federal effort to bring about equal employment rights and
opportunities 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 include
age as a protected category. The statute did, however, direct the Secre-
tary of Labor to conduct a study on the matter and report back to
Congress on the prevalence and seriousness of age discrimination. The
1965 report submitted to Congress concluded, in part, that:

There is a persistent and widespread use of age limits in
hiring that in a great many cases can be attributed to arbi-
trary discrimination against older workers on the basis of age
and regardless of ability. The use of these age limits con-
tinues despite years of eﬂ%rt to reduce this type of discrimina-
tion through studies, information, and general education by
the Government. The possibility of new nonstatutory means

of dealing with arbitrary discrimination has been explored.
That area is barren.

Congress responded to the report by holding hearings which
together 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 persons
based on their ability rather than age; to prohibit arbitrary age dis-
crimination in employment ; and to help employers and workers find
ways of meeting problems arising from the impact of age on employ-
ment. The act prohibited employment discrimination against persons
- aged 40 to 65. These age limifs were chosen to focus coverage on

workers especially likely to experience job discrimination because of
their age. The upper age limit was set at 65 because it was the common
retirement age in U.S. industry and the normal eligibility age for full
social security benefits.

The 1967 ADEA contained the following exceptions:

It shall not be unlawful for an employer, employment
agency, or labor organization to:

(1) Take any action otherwise prohibited under subsec-
tion (a), (b), (¢), or (e) of this section where age is a bona

e 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
—_plan shall excuse the failure 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 1n 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 age 65 to final pension benefit
levels. This has and continues to be a disincentive to continued work
beyond age 65.
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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 controilers,
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

%é%'ggg the act. Could that experience be transferred to the
—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 ¢
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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
EEQOC. Eleanor Holmes Norton, Chair of EEQC, testified that the
most significant trend in the ADEA jurisdiction, following its transfer

to EEQC, was an extraordinary 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 1s 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 1s a “bona fide”
occupational qualification should be sharply restricted.

B. CONGRESSIONAL ACTION DURING 1981

1. LiecisLaTioN

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
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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. 16686, introducedy 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. EnxrorceMENT oF 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 REePorT TO CONGRESS ON AGE DISCRIMINATION IN
EMpPLOYMENT 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 required that
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
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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 Aect—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 -

ears.

Y 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 be
significantly 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-

89-509 0 - 82 - 19
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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

— —Am-estimated-73 million workers-of all 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,
fabor 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. OrRGANIZATION 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 1. 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 TII. 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.
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PRIVATE SECTOR INITIATIVES
‘ A. OVERVIEW

Historically, there has been no consistent response by the private
sector to older workers. As noted under the cha{)ter on age discrimina- -
tion, myths about the productive capacity of older workers combined
with retirement patterns designed to ease older workers out of the
work force to make room for younger workers, have resulted in ém-
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 of
hearings on, “Work After 65: Options for the 80’s” A major out-
come of these hearings was the evidence that one of the primary
obstacles to the employment of the older worker is & 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 study
of age changes in competence and learning ability. He concluded that
there is no evidence of systematic across-the-board poor health, higher
accident rates, lower productivity, reduction in learning ability, or
lowered value of retraining as a consequence of normal aging.

However, four corporate witnesses agreed that a major obstacle to
the employment of the older worker is the persistence of the very
myths that the scientific research has shown to be false,

A major recommendation of the witnesses was the development of
a program of education and incentives aimed at employers to encourage
the 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 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 effec-
tive ways.

Despite the lack of an overall Federal policy to promoting employ-
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 hightight the increasing trend toward the development 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
1nforréxation 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-ferm 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 bv the year 2005.

The following survey of examples of innovative corporate policies
and practices was prepared by Travelers in March 1981. Tt 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.
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Review oF CorroraTE Poricies aND PROCEDURES !

The review is divided into explicit corporate policies and specific
corporate programs. Programs reviewed are: (1) Retirement plan-
ning, (2) arrangements for continued employment including job
sharing, (3) retraining for continued emplovmeni. (4) performance
assessment, (5) the effect of longer working life on traditional
corporate benefit programs, and (6) transition assistance.

CORPORATE POLICIES

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 Tecognize
the value of retaining productive older workers ou 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 mandatery 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.”

Sub%equently ARCO statistics showed that approximately 8 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 life/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 hearing, 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-
Tmmtion in this review is based on the following reports: M. Rosenblum and H.
Sheppard, “Jobs for Older Workers in U.S. Industry : Possibilities and Prospects,” Ameri-
can Institute for Research, September 1977 (hereafter Shevpard). B. Jacobson, “Young
Programs for Older Workers: Case Studies in Progressive Personnel Policies,” Van Nos.
trand Reinhold/Work in America Institute, 1980 (hereafter Jacobson). “Retirement Prep-
aration : Growing Corporate Involvement,”” Corrorate Committee for Retirement Planning
and the National Council on Aging. 1980 (hereafter NCOA). “Retirement Policies and
Programs,” Bureau of National Affairs and American Society for Personnel Administra-

tion. January 1980, reported in (1980) Personnel Practices Manual, Bureau of National
Affairs (hereafter BNA).
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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

~ " {ime between the ages of b5 into the seventies. Pressure is ot 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 showecase 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’ JXxperiences With Over-65 Work-
ers,” promoting its policies and views on the value of older workers.

_In 1ts 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-
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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 (CEQ’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 o%g 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 CEQ’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
retirergent. But 81 percent of the personnel directors whose com-
panies have broad programs, feel that 5 years is the minimum limit,
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a}rlld 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, retirement advisers program, and an in-house program mod-
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—>a5, 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 bb.

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.

ECTI Division in St. Petersburg, Fla., offers its nrogram to employ-
ees 60 and over. Three sessions cover company benefits and social securi-
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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 and
more companies to modify work situations to enable older workers to
remain on the job. They note that companies are sensitive to changed
practices of their pecrs in the business community. But many are
reluctant to publicize their policies and programs and decline to be
identified in surveys. Researchers find, however, that, “(t)he range of
private sector alternatives for older workers to adjust their work hours
n some form of voluntary adjustment is wide, with examples of many
types and variations on record. [But] it is difficult to determine the
extent or pace at which companies revise their personnel policies re-
garding the utilization of older workers. New programs or practices
do not always receive public attention.”

One survey conducted by BNA of American Society for Personnel
Administration members found that 78 percent of those surveyed had
some program to help their employees adjust to aging. The large ma-
jority (61 percent) reassigned employees to lighter work. One-third
retrained 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 depended
largely on the individual involved.

Some examples:

Minnesota Abstract Title has instituted job sharing. Older workers
share jobs on a 1-month-on 1-month-off basis,
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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-
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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 manufacturing firm finds a 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 *o 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.

v 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 tc
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 older 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 the
“management 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 and supervisor work together to establish objective perform-
ance standards for the job. Then employee performance is rated
against the criteria at 3, 7, and 12 months, Tn 1977, the company an-
‘nounced that retirement past age 65 would be based solely on per-
formance.

THE EFFECT OF LONGER WORKLIFE ON BENEFIT FROGRAMS

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 insurance benefits may be Tower Tor older workersif there

1s 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.
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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 to
take off an additional 1 month the first year, 2 months the second year,
and 8 months the third year. Salaries are reduced proportionately.
However, pension benefits are calculated on earnings between 62 and
65, and are increased by 8 percent for each year the employee works
after 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 the
phased schedule. The rest continue working full time at full salary
with no additional pension credits.

IBM has yet another variation on the theme of transition assistance
in its retirement education assistance plan. The company offers up to
$2,500 each in tuition aid for the employee and spouse from 3 years
before retirement to 2 years after retirement. Designed to assist re-
tirees in preparing for second careers after retirement from IBM, the
program represents the philosophy of Thomas J. Watson, J r., former
chairman of IBM: “If we respected our eople and helped them to
respect themselves, the company would make the most profit.”

CONCLUSION

These examples show that imaginative and innovative managers
and executives can make optimum use of older workers. Myths that
the older worker is less capable or less productive 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 are
equal to or better than the rest of the work force, The experience of

employers such as Bankers’ Life, Northrop Clorp., and others bears
out the result.

C. COMMITTEE ACTIVITIES DURING 1981

ComMrTTEE HEARINGS

At its June 18, 1981, hearing, “Early Retireraent: Implications for
Social Security,” the Special Committee on Aging heard testimony
from Daniel Knowles, director of personnel, arumman Aerospace,

Inc., concerning steps that can be taken to increase job opportunities
for older workers in the private sector.
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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-
mining their own destinies. .

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 middie-
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
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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 emplovment,
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 leaders
toward hiring older executives and managers. The major findings of
that 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 aré specific problems which stilt affect a company’s— — — -
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 deélining 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 versons 65 and
older, however, accounting for over 40 percent of deaths in 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 declinin
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-

dependently despite-these chronieconditions—Aceording to-the Na- —-

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
1s 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.
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USE OF NURSING HOME SERVICES

The nursing home population has increased rapidly in the past
two decades. 1n 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 63, 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 1s 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 carve; 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 vears, 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 tl-eir health care
costs out-of-pocket. These out-of-pocket expenses vary considerably
by service category. Out-of-pocket expenses (uncovered by public or
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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-dental-care; other-uncovered services such as-drugs, eye—
glasses, hearing aids, etc., and the increasing costs of private supple-
{)nental health insurance, have added to the elderly’s overall health care
il

1981 FEDERAL ACTIONS IN HEALTH FOR THE
ELDERLY

Since the late 1970, 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 resuﬁ: 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
———"**jnnpoﬂinroffh&&ﬂ&Pfﬂmadﬂy4n@%aéngjiouLS34mnmmhin1QEL,,vﬁ_
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
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CHART2

HEALTH CARE EXPENDITURES
AS A SHARE OF GNP
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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. PersonaAL Hrarta CArRe EXPENDITURES FOR THE
Torar PopuLaTIiON

A. 1IOW 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.* 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.
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CHART 3

THE NHTIONH%ggEHLTH DOLLAR

—FHOTHER MAT Lo - o s e
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9 ¢ NURS HOHE —%;

20 ¢ PHYSICIAN

SOURCE: Health Care Financing Administration:

Unpublished data, 1982,

(¢) 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.? 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.

(¢2) Nursing Home 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 19812

(¢id) Physician Services

Expenditures for physician services will reach an estimated $54
billion in 1981, a 15.8 percent increase over 1980.* This category of
expenditures accounts for 21.5 percent of personal health care
expenditures.

2 Reference cited in footnote 1.

3 Reference cited in footnote 1.
¢ Reference cited in footnote 1.
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(w) Drugs and Medical Sundries

Expenditures for drugs and medical sundries will 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 19815 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 ?
(¢) 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 EXPENDITURES!

[In percent)
Under 65 Over 65
H ——————————— X 1
1 Health Care Fi ing Admini ion, 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 technolooy.
The increase in medical technology’s effect has changed the hea%gh
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.
% 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.

Therefore, changes in the complexity and amount of services provided
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.

(¢8) Utilization

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 8.6 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

100 FY6T7-FY80

(2]
(14
@
1

(%)
[o]
@
1

— MEDICARE ADHISSIONS (65¢+)
256 - PERSONS UNDER 65
...... TOTAL POPULATION

2004

150

ADMISSIONS PER THOUSAND POPULATICN

190

T T T T I { 1
1966 1968 19790 1972 1974 1976 1978 {980
FISCAL YEAR

SOURCE: Fisher, Charles R., "Differences by Age Groups.in Health

Care Spending," Health Care Financing Review. Spring

1980. and Unpublished data: HCFA, 1982.



363

Although the number of physician consultations (visits) has re-
mained the same or possibly deeclined, 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, Ppharmacological
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 1s
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. Personar Hrearts Care EXPENDITURES AND UriLizaTioN oF
SERVICES BY THE ELDERLY

A. PER CAPITA EXPENDITURES
(2) 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
clderly 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 897 percent for those over 65.5

(é¢) Physician Services

Although the difference is not as great as hospital expenditures,
per capita expenditures for physician services were also higher for the
elderly than the under age 65 population. In 1980, expenditures per
capita for the elderly for physician services were $471.26. This is 282
percent more than the $167.23 that was spent per capita for the under
age 65 population for physician services.® In actual dollars, the total
growth 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 recent
developments 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

7 Gibson, Robert M., and Waldo, Daniel R., “National Health Care Expenditures, 1980."”
Health Care Financing Review, September 1981, p. 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
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B. UTILIZATION OF SERVICES
(¢) 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

INCIDENCE OF HOSPITALIZATION, ALL AGES AND ELDERLY, 1979 B8 NO HOSP STAY
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CHART 7

TOTAL SHORT-STAY HOSPITAL DAYS BY AGE GROUP, 1978
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SOURCE: National Center for Health Statistics

CHART 8

DURATION OF STAYS IN SHORT-STAY HOSPITALS
AVERAGE HOSPITﬁl{gp,gYS BY AGE GROuUP

AVERAGE HOSPITAL DAYS

UNDER 15 45-64
AGE GROUP

SOURCE: National Center for Health Statisties

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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(i¢) 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
- 1-persons-age-65-and-older-have seen-a physician-at-least —

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 THWO YEARS
1964 AND 1979
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Statistics
(#¢8) 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
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CHART 10

PHYSICIAN OFFICE AND HOME VISITS
BY PERSONS196759 AND OLDER
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percent.’* 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. FunpiNe For HeavtH 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.1t

For the 1979-80 period, the increase in expenditures of the medicare
program was 20.3 percent. Iiven 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.

1 Unpublished data, Health Care Financing Administration, 1982.
1 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 rige in

———— ——hespital-eosts-has-been-particularly-dramatic: Government fundscur=
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 zﬂiocal 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.? (Chart 11
compares the difference of funding sources for health care for the
elderly for 1965 and 1978.)

CHART 11
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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. CoNCLUSION

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,

32 Chartbook, White House Conference on Aging, p. 96 (data source, Health Care
Financing Administration).
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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 