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Tapt! . Fodersd programs benefiting the dderly . fscul year 1934

§aponditars Pt T
cgdlic Ty RS S AN Lo, s

ERRN I § W en . .
Other retifad  disetlod 4nd

VAl ofs Danielity? T 8 HIE . N
S8l JEI H -
Houung - P62 it s
T ood stamps g £ ol )
Medtoars 2L TA2 oo ]
Medicaid - LS 24 [
Other §edergd hodth care 2229 13 sl
Qider Amencans Aol proatams’ O ik - v .
Soct] servicest a7 b Lo
Miseellancous TEE " = 7
Totad $173 345 o ae s
S r— T i o 1o e e . = ——
o4

Includes Veterans Lompemation and Pensjone
Indudes Nationgd Institute on Ao and the Whate
House Conterence on Afime .

> Includes Enveey asntane

Totals muy not Ldd Jac te qoundine

Soutve  Oftior of Munacemen? and Budoot

THE RETIREMENT INCOME SYSTEM:
Past and Present

Employ ment

Although we tend to think of the semor years as a ime of withdrawal from work, earmngs from
.mpluyment are stll an important source of income for older Amenicans. Before this cgntury the
employment-ratc ol {m;f;;lc was very high, despite lower hie expectancy. This was due lo the
largely rural and agnicultural character of society, which made gradual withdrawal from

employ ment easy for many workers. As society has become more urban, less agricwltaral, and
richer, labor force partiapation among older age groups has gradually declmed. In 1900, nearly
two of every thiee men age 65 and older worked, but b} 1980 only one 1n five did $0. Employment
of men age $5-64 has also dechined, falling by 10 percent,in the last decade; by 1980 only 7 of 10
then i this age group were in the Jabor force 1 . i . :

This trend has been gradual but steady, and it parallels the cxpenence of other deseloped
countries. Although a variety of possible causes can be identified—rnsing wealth, changesm
industrial and socral structure, introduction of public and private traasfer programs— thie exawt
role eadli of these factors has played is stillin dispute. )

Anlong women over age 65, the rate of labor force participation has remained farrly constantin
thes century at about 10 percent. The percent of working women in the §5-65 age group chmbed
duning the 1950x and 1960s ax part of the generalineredse in women's labor force involvement; the
rate then leveled off m the 1970w at about 40 percent. I .
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In J9al, prosivons affesting both Indivdaal Retirerrent A-ounG (R &y ar2 k CER .

«wi-emploved. both of which permit deforral of Tave. on s ifigs TOT TElTEmEnT, wlte macE T o
gencrous Allworkers cannow wt aside up o 2,000 % vear inan IR A, AF:
Inveme s undl s withdrawn at retirement Thenterst carred by the IR A L 2lin a3 wrome
unit that ime Because of!hmompﬂund,m of thi fuibintere: amount, & tageferred ca.ri
plan can yvivld a copuiderable sum at retiremernt

Table 2 showe that 19 peteent of 1he money tnoome of thoss 6% 283 Gaer was from afagte,
induding interest on savangs a» well 2 other intereet, didends, rert, and mones from vz, 3
trusts More than half of all perons m this age group hadincomy from this scargs
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SO rerereczm fnanced By a partol tay on »age- 0 0orered eraployment uploa cgiling
o 1wkl i ebrg s $32.400 Trotanrale s 10 5 percent, with emplorer and emploseg each
- ot ' AP A . ” » - - ¥ 2 - ¢ P -1 -
ras me tal Ssitermpcoed ndiedeal aretaded at 5.0f percent. These rates have graduaily been
ve ol hs veare, afd ihotea e arg alreeds scheduled for the future. In 1985, therate wil s

v i1 A peraent.and in 19903 sl rog again 10 12 4 percent, The combined employer and
Crnp. sew tan rate 107 the entire Old Age Surwnor, Dicatility. and Health Insurance programs will
roe o gltmate rate of 18 3 percent at that Wne

Tre S1aning o~ 00 2 Par-ac-y 0u-g0 basis, #ith current benefits pard with current 1ax receipts
Trous the benefite retirees get are paid by thoee sull working, who in turn will have benefits paid by
cuweeeding workers when they retire. Thy trust funds <erse primarily as CONURERCY resenes 1o
cratle the <y tem to weather peniods of recession when tax receipts fall. As we have seenin recent
wealc, thew reeres may beinadequate 1o withstand prolonged or sehere recessions or periods
whon earmsngs fail 1o grow as fast as prices. This tendency has buen exacerbated by apparently
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IYTOOT e T et at e ancit o oreventhy anmcutoed rovisaons s e Coteumier Privw
rebiomiatu tutore The fimarciig ot QASD) womaontiast 1o
LCT STy Euvuttiuiale 2 farge tenene tund to et future

w Tros program sas antaed i 197410 replace the federally -rembutsed

¢ Afed. Bind, and Dieabled admunsstered by the Stane

Shl st ady tunded and admanetered programiio provde s satonally wmform muypmum
et e agndl bond, and deabled perore Trie major purpose of the program 15 10 ensure a

Fas Vel ot ma nienanee aome 10 aged, bhnd, and disabled persons who were not vorered b
SOy A S & wopd warnets of Sependonts of wage eatrats, of whose meome from Social
weUTN and SThet solfees s not ~utficent 1o provide basio mantenance needs A State may
sappriement e Federad beronit 1o proside 2 hugher income Ievel for its ressdents or 1o pay the costs
o serinh bang arrabgements (boarding home, readential invitutions) when mdinaduals are not
a0 o indemendenth i R

To bbbl 1ot SSE anando.dual of couple must be 65 or ¢oer or biind o otherwise disabled.
Avegts other than o home and certan other enduded tems must be below $1,500 for an individual
a3 $2.250 1ot a couple Fedoral SSI benefits for an individual with no cther income are $3, 180 a
vl ol tevro e 34,764 Twenty-eight States pay supplements o recaprents iving
ndepaidently, ranging from 3120 i Liah 1o 2,088 50 Califorma for indinaduals and from $180:n
south Dakora to $5,016 n Califorma for vouples. Thus combinied annual benefit levels i States
that supploment the Federal benetit fange from $3,200 1o 85,268 for individuals and from $4,956
10 89.7x 0 for couplhis .

Benelits arg reduced by athurd when a reapicnt bives in another person’s household and doos
vt pay # proportional <hare of common houschold expenses. This reduction applies 1o about 7
rrent of feaipients Benefits are alvo reduvid by $1 for each $2 of carnings, disregarding the first
368 oy month Qaly abowt 2 pereent of reaprents hase ther benefits reduced for this reason
Finaliv, benetits ary reduced by the amount of income av alable to the reapients other than
f.mmég-‘ s iuding Soaal Sceutity, selcrans pensions, and intercst and disidends, after
distegarding 20 Thie reduction affects about 60 percent of recipients.

In 19581, approximatels 4 mulhion people wete recesving SSI benefits, a decrease f1om 4.3 midlion
whenthe rolls peaked in 1976, About 35 percent of new awards are for aged persons and 65
prreant are for the blind and disabled. More than half of SSI recipients are 65 years or older, the
median age 101 ths group s 76 ycars. Tharty -three pereent of those over 65 are over 80, Sty -
pereent of the adull recpients ars wornen. 12

Toral Federal benefit outlay » for SSI were $6.3 bithon 1o 1981, and state <upplements
admunistered by the Federal Government added another $1.8 bilhon. The average monthiy
vaseload for Federal benetits was approsimatedy 3.6 million persons, 1.2 million of whom also
recened federally-admnstered State supplc:mcnb.,l

Esumates suggest that anly 55 percent of the aged pétsons potenually eligible for SSI pariapate
m the program, According to arecent study by Urban Systems Research and Engmeermgl 3,
PaArtQpaton rates are low for several reason.. First, some of the eligible nonparticipant
populzation is ignorant of the SSI program and its benefits, they have less expenence with
government programs and are skeptical of them. As the survey indicated, even those who recene
Soual Security chechs may never have heard of SSI. Second, if eligible parucipants were wrned
down at some me an the past they are iess likely to reapply when changed circumstances makhe
them ehgible tor benefits. Third, people wha have never recenved " welfare®” in their working ives

46
; 4_6




fean bttt Deappds for S5t oo of tooanse SSERerghts s e aredcongenm ol the ‘

&!sf‘.ﬂ‘;

)

IHE YUTURE OF THE SYSTLM

The tutute o Hhe LEUIORIENRT S o1 AL aanol B¢ predictod wath cortamty, of course, but |
Ltourh G R Bow o e season fob s n T hessstoms will tacd argor challenyes, mostly |
tosohany atound how 10 pas for rcurement benebit s 1he proportion of the elderhy mrhe |
popslation rees ‘ |

T bt the Sood Sooutits syatemm laces tutare financal ditficuines should be obuious 10 any ’ ‘
Rewapdper Teadet What s foss sbatous 1 that the system faces two distind future inancial : l
problems One sammedeate unless coonomie condiions are very fa orable the QASD] resenwe
tunds mas vory well be inadeguale 1o pay bencfits scomenime i the next few years The problem,
sanPhy P, 1= 2 1esalt of coonomig perlormance over the past f1ve years of so that was worse than
antropated when current benetit schedules and tax rates serg established

T ke nther problem s long-1ange. Buvause of demographiy shufts, of which the most dramatie
the aviny of the kaby boom gendration, the proportion of aged persons in the population will
s substantially cardy an the next eentury . According 1o projoctions of the Bureau of the
Coernt, thie Tatio 0f those 65 years of age and ot 1o those aged 20 1o 64 will nise from 20-22
pereent m the 19802008 penod to about 37-39 percent in 2030 and thereaiter, 14

Oner the nest 25 years, there walt be approximately 3 2 covered workers fr.e., workers paving

Socndl Secunits taxes) pet Soual Seeutity beneficiady (retired and disabled workers, their spouses
and children, and sunvivors of deweased worhers). But by 2010, the post-World War 11 baby boom:
will hane begun to retare, Wath tertalliny progected 1o reman at Of pear present levels, and with
projected improsements an mortality, the number of worhers per beaefictary is expected to dechne
1o abuut 2.4 tor the peiiod 2006 1o 2030, and (o about 2.0 for the period 2031 to 2055, withthe
el pattern dependimg on assumpticns about fertihty, mortahty, and disability.

The 1982 @ASDI Trustees” Report projects the path of the surplus or defiatin the OASDI trus
tund Rather than show this 1n absolute dollar gmounts 1t is more informative to show the
cimated inflow of taxes and outflow of benefits relatn ¢ to the total payroll available as a tax base
1o support the system Thus the estimated “cost rate” i the annual cost--or outflow of benefst <
paymenis—expressed as g pereent of taxable payroll. Simularly, the tax rate shows the mitow of
Social Seeuriy L ax a pereentage of the tax base, The difference between inflow and outilow 1+
the ~urplus or defiat, agim shown as a percentage of taxable payroll, .

The tollowing table shows estimates for the cost rate, the tas rate, and the surplus or deficnt
based an the less optimisty, of the two intermedsate alternatives that appear in the 1982 OASDI .
Trustees’ Report Reflectng the deching in covered worhers per beneficiary that occurs after 2003,
the estimated cost rate will rise more raprdly than the taxes to pay for them, with deficts occurriny
after 2010, As the table shuws, to adequately finance the programs, total payroll tax rates either
would have to be mreased by 1.68 percent over the years 2007-2031 and by an additonal 273
peraent bepinmng m 2032, or by 1 82 percent beginming immudiately.

The long-run problems—stemming [Tom an increasmg. propartion of the population that i aged
and collvctng benetits supported by a workloiee whowe growth does ot keep pace—cextend to
Medieare, the Health Insurancee (H1) portion of Sodal Secunty. As the proportion of the
population age 68 and over ireases alter the turn of the century, health care expenditnres us i
persentape of taxable payroll also are expedted to merease. While cost rates for the HI program
usally itre not estimated over a 75-year penod, the following table presents special eshmates done
by he Heudth Care Finanang Adminstration on the basis of the 1981 Trustees’ Report .
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TABLE 40 Estomated Hicost rates a8 petcentage of
taxable payrolf compared with tax ratey
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T'tie HI pumon of Soua! Secunty 1s even worse off than OASDI as the pmgmm 1s pmxmcd
tg run a vontmually increasing defict from 1987 1o 2035 The long-term situation i HI is
wlustrated in Frgure 2

Tosummarize, although it s ditfe ot o forecast the tuture, 1t currently nrojecied that
demographie changes owourning atter the turn of the wentury wiill give ise to sharply increasing
OASDI and HI vost rates Gaven currently legislated taxes, bath QASDI and HI costs will exeeed
the revenu faned to pay them after abow 2000 Under intesmediate assumptions, OASDI and
Medieare outlays sall exceed 28 pervent of taxable payrol in 2030 and in each vear beyond. Unuder
less optimistic assumptions, total Social Secarity outlays could exceed 40 percent of taxable
payroll

W hile the exact magmitude of these projections is unvertaimn, we know t.nuugh about the gentral
situgtion to recopnige that the problem s both large and unavoudable. all who will reach age 65
beracen 1982 and 2046 hase already been born. Furthermore, we would fave this long-run
pivblem evenatl the shiort run problem had never @ sen, though the solutions adopted to address
the shart run problem will obviously hase some beanng on the speafic nature of the long run
problem

Three broad approaches v tor Jdowng the defiats i Soval Secunity that » Jdl began to appea
atter 2010, .

I stantain the prosent benefit structure and icrease the system’s finanang The might be done

by (a) increasing future taxes as needed after 2010, (b) attempting to advance fund the system

between now and 2010
chun ul lh«: 5 cd-:ui Old Age and ‘-un o [n\uumc wid
Disabaliy Insuranee Trast Fundy

. The HI poreon of Soaal Secutily is even wonse olf than
OASDL as the program s projovied 10 fua a contnuaiiy
mareaang delion trom 1987 10 2038 The fong team
wtngtion it HE g dlusthsted m Figugg 2

ooty gre evtreniely seoatne to the umderlvang
SLovansphens v as dernlity, mus bty deability s tanee,
rral wage greth, and flanen There as o hagh degres ol
uinertasly asondied with these estmares, aod the .
uBCILMt T TE ey wv dhie petas] of projection i o
Fos the tesuliy of alterngiive estimates see the 1932 Amnuad
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sarrigs weed m the benefit formula
< An altetnative way of adpsting carmngs would be 1o indes them by the growth in consumer
prives, which would have the effect of conserting all carmngs 1o an amount that corresponds
in current dollars to the purchasing power of these wages when they were carned. For a gien
beaethit formula, wage- indesed carnsngs hitones produce higher benefits than pricz-indewd
) CArmngs, bu‘i ether method results in constant earnings replacement rates over time.

Indesing of Bend-Pomnts — Sooal Secunity benefits are sompuizsd by applving a three pracket
formuld, mudh hike an income 1ax formula, to average indeved moruhly earmngs (AIME). In E
any one sear, the formula produces benefits that are proportionally smaller for higher salues
«f AIME The boundarres of the bracke's or intersals in the formula are referred 1o as
Bend poents Gsee points g and baa Figure 3). Under currentaw the bend-paints are sndesed 1o -
retlect the growth in average wages 1o ensufe that varmngs replacement rates remain ¢onstant
over e
1 bend-pount s were mdewed to reflent the growth in praas instead of wages, cach succeeding
wohost of retirees would recene a lower carmings replacement rate, as long as real carnings
were prowanye over ume This would occur becauwse bengfits for new retiress would not
e tedsg A 1ast as average indesed monthly earmngs The real dollar amount of bencfits aould
Wi grow over ame, but the increase would be small

Fostenttivment Indeang of Benefits — Before 1975, beneht pand by Suaal Seeurity were pot
tormally indewed and increases i benefts were made ud how by Congress. Beginming in 1975,
trenclit- were indexed 1o heep pace sath the rate of growth in consdmer prices, Benefits trom
thy SSY program are abo indewed to prices.

There are alternanes to sndesang benefits by the rate of grosthn consumer prices. One .
alternatiog would by to sndex them by the growthin wages With pice indeang the real lew!
ot benelits remains sonstant over tme, but with growth in real wages the relative standard
of lnang of benehaties fallh W age indesing would allow benefiaanes 1o share in general
vwonumin growth, whik would be particularly helpful to very aged benefiaanes who hasve
Been on the rolls tor o long ume. Wage indvang has also been suggested for another reasog
Dunine 197314975 and avaaoin the past two years, prices have been growing faster than
nomukgl wapes Beeause benefits are price-indexed, Suial Security and SSI reapients
baas e bared much Butter than the workang population duning these years. Many argue that

Dhecausy all sauety shouid share the wosts of a depressed voonomy, the indexing factor for
tenehits should not vneeed the rate of growth i nomunal wages

Sume hare afgued that because coasumption needs are dif ferent for the elderly, benehits should
beandesed by g sepatiate prce indes that reflects the k mdx of goads consumed Dy retirees. For
wrample, the plice of nus homes and home mortgage rates hase a relanvely large weight in the
consumer price indes €0 P, but current prices do not reflect the costs of housing or mortgages for
elder pezsons who tpeally made thesr home purchases years ago when prces and morigage rates
were much lower ’

Separate prise sndvaes tot the clderdy hasve been construded on an expenimental basis, but the
results indicate httle Jhange in these indewes over tmye compared 1o the change in overall consumur
prives 19 Ap addimional te.hatedd problem in 1ying to speafy the appropnate consumption P
pattern tor 4 separate index arises from the fact that a substantial portion of Soial Securnty :
berelctares gre oot elderly

Private pereaon plans generally hase no L"*.{vhs.it indesang of either wage histones or benefin
pasments Indeang of bend pomnsos 0ot an sue Jor peisions because waith proportional beaehits
there i only one bracker i the benehit formulas Sance wage histories are not indexed, the earning -
upon whih benebis are Pased at retrement do not aeoessanly refleat current price levels, Thevs
o erone Lo some estent bewause pensibn plans use a much <horwer averaging peniod than Souial
Sseoufity, U proally wany sarmongs from the three of Gve lughest carmngs years With nominal
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salfinigs groAatn, those & B0 Dkl Betfe year, Just pefore retitemment. However, the pzc:b!c):n
1o gente 100 AuThors who leave 2 partuial pension plan beforg retirement Once vested, such
A Thers are sl gble 1o recene benefits from a plan, but briawe these benefits will often be based
on saffuhgs LG yeats fong before, ther value at retirement will bevery low.
Losf pricaty pencon plans do notmdes retirement benefits Shme plans adyust benefits onan ‘
ad oo, baeis, but tupalls theeg inereases have bren far ke than increases in the consumer price
vven benetits that provided adeguate income at the
the pont where they no longer provide sufficient

indey Wirh moderate e hegh nflation rates,
a1 v ol rehirement rapadis tall i real s alue to
retrnent iRy )

~

Tax Treatment of Benefits

A final Hmportant aspedt of benetits o the way they ase Ireated with respect 1o Income 1axes Social
Seounts and SSI benefits are not subject to the per-onal income ta, but benefits under private and

- rubl, employer plans become taxable after workers has e recovered benefits equaling their
Lohtpbulions to the system. , .

Many have argued that the doubie personal exemption n the income tax for people over age 65
mahes the nontasability of OASDI benefits unnecessaty, and that the tax system should treat these
Benehits the same - of at least similar to the way pnvate and public employer pensions are treated
On the bther hand ., tavng OASDI benefits would substanually lower benefit/contribution ratios
1o worhers with hugh varnings. Because these workers are already treated unfavorably by the
fanefit turmula. taxation.ol benefits could conflict with vertical equity. (The taxation issue is
condyred at greater length in a later section of this chaptur_)?-

Financing

Contribution Bave .

An ppportant consideration in finanng relirement benefits 1s the base from which contributions
come Both Souial Secunity and pension contnibutions can be thought of as being financed out of 4
proportional tax on earmpgs $SI bencefits, on the other hand, are financed from income taxe»
These are two ratnonales for finanang Social Security benefits from earnings. The firstis to
maintam a hnk between contributions and benefits, both the amount of payroll tax paid and the
amount of Soyial Security cash benefits receved are based on a worker's earnings under the
program  This relationstup has been an important factor in achieving, public support for the
program. Social Securny benefits are thus thought of as an earned right rather than a transfer
pavment, although this ink has been historically tenuous; in the case of current and past
generations of retirzes,contributions have accounted for only a small percentage of total benefit
pasments. However, under current law, tor young workers on average, lifetime benefits il
pencrally refledt tetime contributions to the system. '

I'he second rationale 1s that the payroll tax is designated specifically for Social Security. A
eparate s nnposes a degree of fiscal disaphine on the system. The cost of the Social Security
program i retlected i the payroll tax rate, and any overall liberalization of benefits must be
aucompanied by 4 corresponding increase in the taxes that workers and their employers pay
F armat ked taves made abundantly Jlear what any proposed benefit increases might cost current
and future laspayers

The pavroll tay has been enticized as a source of financing for Social Security. The tax is
thought to be regressive becawse it s leveled only on earnings up to a certain amount and does not
i ude income.other than carmngs 1 1ts base, Other arguments weaken this position, however
Fiest, less than 10 percent of all carmings are excluded because of the ceiling. Second, the earned
income tax redit, ntroduced in 1975, was mtended to help compensate for the regressivity of the
tan Finally, a regressine or proportional tax may be appropriate in a program whose overall effect

1 Propressive
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Reverues tor Suvial Seeunty would be generated through other taxes besides the payroll tax. The
1w o mdgol alternatives are (1) moving sume or all of lhe;@slcm'; revenue requirements to generai
revenues, thus relying on personal income and corporate profits taxes, or (2) imposing a new ‘ax, a
value added tax being the most frequently discuysed. Arguments favoring a particular approach
wonvetn the apprypniateness of the finanang mechamism to the benefits conveyed, the different
cconumi impdet of the taxes, and the absolute magnitude of the base on which a given tax is
levied.

The introducuion of general revenues into the Soual Security program would require an increase
ingeneral taxes or reseltan a future ancrease in the general fund deficit. Among those who would
wontnibute under genéral revenue finanang would be the retured population itself through taaes on
1nvome trom pensions, investments, and other assets.

Two aspects of present Soual Security financing are frequently considered candidates for
nenpdyrull tax finanang. hospital insurance and the redistnibutive portion of retirement benefits,
including both the tilt in the benefit formula and anullary benefits to-dependents. In both cases,
the naturdl ink that proportional payroll taxes make between the level of earnings and benefits s
sbwent, so one major rationale for payroll tax financing does not hold.

»

Puy-As- You-Go versus Advance Funding

A cnitival dif ference between the Soual Security program and pension plans is the reliance on
pay as you po finanung rather than advance funding. Sinee the 1939 Amendments, Social
Seeurnity has been financed on a pay-as-you go basis. The revenue collected from the payrotl tax
cach yedr is intended gu equal total expenditures for that year plus a small amount to maintain a
contngendy fund.IHe effectiveness of the pay-as-you-go financing principle, 1n use almost since
the beginning of Souial Security, 1s grounded in the growth of the economy and the population.
Taxes paid in any period by g certain generation could, in the aggregate, be matched or exceeded
by the benefits receised in the future by that same generation, as long as the populatién and real
carmings were growing. With a dedine in population growth and a slow or no-growth economy,
however, mdmdual}ﬁ. in the working population would face tax increases that could not be met by
equivalent inereases in future benefits.

Private pension plans are funded in a different way. while there are many variations, the basic
approach s 1o advance fund the retirement benefits of \‘»orkcrs over their working lifetime. A
resenve fund 1s accumulated, which is then drawn down when a worker retires.

It was recognized at the inception of the Soual Security program that there would be a large
windfall 1o the imtial generation of retirees. While this 1s necessanly the case under pay-as-you-go
financuing, it should be noted that some retirees also have recerved large windfalls as the result of
grandfathering at the inception of many pension plans.

A significant finanual liability anises during the period between the inception of a pension plan
and its maturity, because thege are not accumulated funds to make payments to workers at or near
reurement age. Reurement benefits based on emplpyment before the plan’s starting date must be
met thiough increased contributions to the pension fund during the transition period. Under the
rules established by the Employee Retirement Income Security Act of 1974 (ERISA), the
maximum period for amortizing this past liability is 30 years.

The reason for the large windfalls in Social Security hes in the program's historival origins. The
system was voneerved during the Depression of-the 1930s, and the economic environment of the
times brought elements of social welfare and redistribution into its structure. Benefits were paid
immediately to individuals who paid very little into the system.

The Depression was an event that no one could have reasonably prepared for. It severely
reduced the economic well-being of several generations and thus it may have made sense to
transfer income from generations yet unborn to generations hurt by the event. One way to do this
wds to start an unfunded Social Security program. Because the Depression imposed an economic
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foss of some tagnitude on the entire working and retired population, the payment of income
transters to people who have reached retirement even as late as current times can be justified.
However. by now most of the people affected by the Depression have reached retirement age and
this argument does not hold for continuing intergenerational transfers.

The probiems ot pay-as-you-go finanung will become acute as members of the large baby boom
generution reach retirement age early in the next century. To meet the program’s revenue
requirements at that tme, the generation succeeding the baby boom generation would face sharply
increased payroll taxes. Some have argued that Social Security should distribute this burden more
evenly by engaging in a considerable degree of advance funding. For this to happen payroll taxes
would have 1o be increased in the very near future. This would enable the system to accumulate a
yery large reserve fund that could then be spent down as the baby boom generation retires. Under
this option, members of thut generation would bear a large share of the burden for their own
retirgment support. )

It 1 important to recogmeze that because of extremely unfavorable dependency ratios, even the
financng ot adsvance-funded pension plans will be affected. As the baby boom retires, pension
tunds will liave to pay benefits vut of accumulated reserves. The generation succeeding the baby
boom wohort will be asked to purchase a large stoch of accumulated capital. The tradeofT for
reduced consumption will be a higher level of savings. The one major difference is that capital
accumulation under advance funding leads to more investment and hence a greater total national
output; both consumptson and savings will then come out of a larger total pie, so the absolute
levels of both will be higher,

An increase m therelative degree of advance funding in the retirement income system, cither
through greater reliance on private pensions or modification of Social Security financing, does not
necedsanily lead to greater aggregate savings, other government policies are critical. For example,
1t 11 were deemed desirable to partially advance fund the Social Security prograni, significant
technical and political 1ssues would have to be resolved to ensure that taxes collected in advance of
payment requirements would be used effectively to increase society's productive resources. At a
nunimum, using the funds to finance other Federal spending and.’or retirement benefit increases
would have to be avoided. The accumulated funds could be used to retire government debt,
driving down market interest rates for government bonds and leading toa shift in private
investrients to productive capital. However, even after all outstanding governnment debt was
retired, there would still have to be a very large reserve buildup if the system were to be advance-
tunded toany sigmificant degiee. Thereappearsto be few options forinvesting these funds short of
buying State or municipal debt or buying large amounts of private assets, which would imply
Federal Government involvement in the ownership of private companies.

Swnularly, if increases n prvate retirement income claims— for example, larger employer-based
pensions, greater use of IRA tax shelters—were offset by increases in overall Federal borrowing
for current operating expenses, then these increases in private sector retirement provisions also
might not translate into increased aggregate savings.

Tax Treatment of Contrjbutions

The final aspect of financing to consider is the tax treatment of contributions. The Social Security
payroll tax 1s levied equally on employers and employees, and in the long term at least part of the
employer share of the tax 1s most probably shifted back to employees. Pension contributions are
most often paid entirely by the employer, but they are usually considered as deferred wages by
both employers and employecs. -

Workers’ contributions to the Social Security program are taxed as income when carned.
Employer contributions are treated as compensation to employees, hence as ordinary and
necessary non-taxable business expenses. Employer contributions to private pension plans are
treated the same way but are taxable income to the employee when received in retirement. Also, in
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private pension plans the interest earned on employer contribwtions (aud, if any, on employee
contributions) is not taxed until received as retirement income. The deusion not to tax employers’
contributions and interest in private pension plans reflects the explicit intent to encourage the
deferment of wages until retirement, when individual tax rates tend (o be lower.

In contrast, the nontaxability of Social Security benefits in excess of employee contributions
constitutes a tax exclusion rather than a deferment. If Social Security were treated exactly hike
private pensions, approximately 85 percent of benefits would be included in the adjusted gross
income  fbeneficiaries. A less analytically rigorous, but often suggested, treatment would include
just one-half of Social Security benefits in the tax base.

INTERACTIONS

Interprogram Interactions

Public and priv ate pension plans, Social Security, and the Supplemental Security Income program
interact in a number of ways. The most obvious is through offsets. Because SSI counts both Social
Security and pension benefits as income, benefits from these programs offset SSI benefits dullar-
fur dollar. The same is true for the many pension plans that are integrated with Social Security.
Under integration rules established by the Internal Revenue Service, private plans can reduce
benefits by up to 83 cents for each dollar of Sodial Security benefits revelved. Most plans that
offset benefits for Sodial Security use a reduction rate substantially less than the maximum,
typically 50 pcrucm.u Under defined contribution plans, employers can contribute a hugher
percentage amount for carnings above the Social Security taxable maximum.

Programs interact in other ways as well. Pension plans typically set a total target earnings
replacement rate for retirees that takes account of expected Social Security benefits. Thus, in plans
that allow retirement before age 62, the first age of eligibility for Social Security, benefits are often
adjusted so.the total annual retirement incom. remains constant before and after the worker
begins to receive Social Security benefits,

Effects on Savings

A potentially importaut interaction of retirement income piograms is their effect on individual
savings. The idea behind this is fairly straightforward. If people save because of anticipated
income needs at retirement, then the creation of a retirement income program that meets this need
will cause them to save less. Assuming for the moment that private pensions are close to fully
funded, as long as there is less than dollar-for-dollar reduction in private savings in response to
pensions, total capital for investment is increased. However, Social Security is an unfunded
program, su to the extent that individudl savings are discouraged there is less capital available for
investment.

In order for the effect of an unfunded system to be a concern for reasons of economic growth,
at least three conditions are necessary. (1) the level of capital accumulation is too low; (2)
aggregate savings would be higher in the absence of the system, and (3) changes in other
government policies would not be more effective for inducing-greater savings and investment.

The effect of Social Security on savings is ambiguous. There are at least three theoretical
considerations. (1) benefits in excess of contributions should be expected to increase lifetune
income and thus decrease savings, (2) the introduction of Social Security may have encouraged
carlier retirement and thereby may have led individuals to save more over a shorter working life in
order to provide for longer retirement,(3) individuals may act to offset the effect of the Sodial
Security program cither by reducing support for elderly parents or by increasing bequests (in which
case the system should have no impact or sav ings). Empirical evidence of the effect of Social
Security on savings is mixed and inconclusive.2

L b0

N




Lffects onkarnings

A second potenual ettect of retirement meome programs is on the labor supply of older workers
in the past 25 years, labor lorve participation rates for older men have steadily declined. For men

aged 65 and over, the rates have fallen from 36.5 percent in 1955 to 19.1 percent in 1981, The

participation rate tor men age 60-64xhas fallen by 21.5 percentage points, from 82.5 percent in

195510 61.0 percent 1980, The trend in labor foree participation rates for women has been less

clear. Over the same 25-year pertod the rate for women 65 and over has fluctuated around 10

percent, while the rate tor women 60-64 has actually increased slightly, reflecting the general

mcrease in labor force participation by women. 3 .

Winle other 1actors, such as rising real incomes, have been important, private pensions and
Social Security may have contributed to the decline in participation rates in two ways. First, if
benehts from pensions and Svaal Security increase total lifetime income, workers can be expected
to respond by working less, in particular by retiring earlier. Second, private pensions and the
Soctal Security program may create disineentives for continued work once benefits are taken

In most cases up through the present, the value of the total Social Security benefits a worker
could expect to receve i retirement has greatly exceeded the value of the same individual’s
contributions to the system. This has also been true of many pension plans. An excess of benefits
relatin e to contributions represents a net addition to an individual’s wealth, which makes
retirement from the labor force more attractive. While this incentive for retirement may have
mfluenced past labor force participation decisions, retirement income, at least from Social
Security, will no longer represent an inerease in-w caltlronce the system reaches maturity in the
near future. At that pomnt the value of benefite will more nearly equal, on average, the value of
past contributions.

However, because the wealth represented by future Social Security or pension benefits is not
liquid, much hke housmg assets, the as ailability of a retirement income stream as an alternative to
meome from working may be more important for workers in choosing when to retire. To the
extent this 1 true, the age of first availability of benefits may be a key factor influencing labor
force participation. )

Both public and private employer pensions and the Social Security program restrict the potential
carmngs of retirees once retirement benefits are taken. Employer pension plans universally require
workers to leave therr present jobs once they begin to draw their pensions, and in some cases place
restrictions on the type of employment workers can accept after retirement. Because workers give
up Job-specific experience and accumulated seniority when they retire, wages will be lower in any
postretirement job. b

Despite this potential loss of earnings, there still are strong financial incentives for workers to
accept pension benefits. Most employer plans do not credit years of service of additional earnings
bevond a certain age, usually age 65, for purposes of computing a worker's retirement benefit.
Thus the total value of pension benefits falls as retirement is delayed.

Social Security imposes a slightly different constraint on postretirement earnings. Under the
carmngs test, a person's Sccial Security benefits are reduced by 50 cents for cach dollar of eainings
above a specified exempt amount. In effect, the carnings test imposes a 50 percent tax on carnings
’ above the exempt amount. By comparison, under the personal income tax a married couple would

have to carn at least $85,000 1n 1982 before they would face a 50 percent marginal tax rate. When
added to already existing payroll and income taxes, the total marginal tax rate on a Social Security '
recipient can be quite lugh. For example, a.beneficiary with a median level of income can expect to
net only about 25 cents for every dollar of earnings above the exempt amount. A tax that reduces |
financial gain from work should be expected to cause people to work less. o
The earnings test has also been criticized on equity grounds. Older workers argue that they have
contributed to Social Securnity throughout their working careers and that to deny them benefits just
because they choose to continue working is unfair. Whether or not it is equitable to withhold
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benehits trom those over retiiement age who work depends on whether Suuial Sevurity 1s viewed s
an vold age annuity or a reurement program. The traditional view is that the purpose of the
program is to replace lost earnings when a person becomes disabled, dies, or retires. The earnings
test 1s used as a measure of whether retirement has occurred. With this view of the system, 1t 1s
eqquitable to withhold benetits, just as in any insurance program payment ts not made unless the
msured against event oceurs. On the other hand, if the system s viewed as an old age annuity, the
only requirement for commencing benetit payments should be the attainment of the specified

" pensionable age. As noted earlier, however, in the private sector even employer pensions dv not

operate as old age annuities and they réstrict earnings, once benefits are takcn by requuining
workers to leave the firm.

Recent analy sis of the Social Security system suggests that there are substantial offsetting
factors to the tax on wages from the earnings test. Because of adjustments for early retirement and
the effect of additiondl earnings on future benefits, the Social Security system may actually create
work incentives that are larger than the disineentive effect of the carnings test for workers betwesn
the ages of 62 and 65. It seems clear, however, that substantial disincentives do exist for continued
work beyond age 65 because the adjustment for delayed retirement does not fully compensate
workers tor foregone benefits. 24

-

CONCLUSION

Over the next 50 years the Nation will have to accommodate a very large increase in the proportion
of the population that is aged. The growth in the aged population was over 10 pereent in the 1970s
and will be almost 10 percent in the 1980s. At present, the population 65 or older constitutes about
11 percent of the total. OQver the next 50 years it will inurease to approximately 18 percent of the
total  an increase of more than 60 pereent. Because of a long-term trend toward zero population
growth in birthrates and a les eling off in immigration, the Nation eventually would have reached
this higher percentage of the population that is aged without a sharp cyuical upswing mn the
birthrate during the 1950s and early 1960s. The baby boom-baby bust cycle, howeser, requires the
Nation to make this substantial adjustment in a short period of time.

Such changes and accommodations are not unprecedented. In the post-World War Il period,
sactety accommaodated a large bulge (and now a decline) in the dependent population under age 20.
Howeser, per person costs are lower with respect to children, and socictal transfers to the aged are
nominally more *“public’” than those made to the under 20 population. The shift to a more elderly
population over the neat 50 years demands more forethought, planning, and understanding than
the Nalmn has ever tended to give such demographi. transitions. The problems are especially
acute at the Federal ley ¢l, for increased public transfers to the aged show almost exclusively i the
Federal budget.

Basically, the debate about retirement income over the next 50 years will be about how to
reallocate a commensurate share of the national product to the growing percentage of elderly in
the population. The elderly on average currently enjoy a certain standard of living in relation to
the younger, working population. Depending on the yardstick used, the current hiving standard of
the aged is vonsidered to be anywhere from 60 percent to nearly 100 pereent of the living standard
enjoyed by most middle-aged citizens. If this relative living standard of the aged is to be
maintained neither improved nor diminished — the percentage of the national product that goes
to the elderly approximately must double over the next 50 years as the elderly population increases
at the same iate. This can occur by means of Social Security, employer pensions, private asset
accumulation, and carnings. [s that possible? Or will the relative income position of the elderly
have to decline?

Equally important, how do we want the allocation between cash income and medical sersices to
evolve over this intervening period? Current extrapolations show Souial Security dechining relative
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B PI it Ll COMPindlon (Wi and hrmges), ovnvupatiomtl peamons probably

s tets g, did medicdl cage proseson = especnithy pubhcly tidnecd Medical Care —pivrddyane oy
comniderabiy A the Nanon shitis resoutaes, o whatever degree, tow ard the eldesdv i ths the
drvaibution of vash versus m kmd meome that we think pecessars or senwible *

Farther, die we wonttortable with the mecbein een om public and pir ate modes ot realfocation !
b anplosan peistons aud other Torms of deterred compensation are giowing Some have arpued
that 1t wouthd be desirable to encourage that growth, tor thenmore of the upcomir ¢ aggresate shift
1 ratoil momme coulid take place m the private sector, placmg less stran on the political process
tespectally at the Federal leveh and possibly leading to greater capital formation Can that be
accomplntied wirthout posubly counterproductive public regutation of employer penvions AN
disctssed nrore tully below, will the growth of emplover pensions be such that the histornical
emphasis ot Soctal Secungy on low-waye and mtermutient emplovment can be phased out or at
feast dirmnshed ? Can we subrtitute other meoms transter mechanisms, more Jdirectly or mnduectly
meome-vondinoned, that alyo nught case this tradinonal emphasis 1 Soctal Secuniny? Bt
exaunple, proposals have long been made to substitute some ot all of the redintnibutional elemenis
of Souzal Secunity with an enhanced Supplemental Security Income program, the s-atled speciat
prammam 10 Soctal Secunty tor long-term workers, or for an aged demogrant (an equal pasymont
to alf awed individuais) that s subgect to knation.

Aun deranfed reevamination ot the reifement Income s Aent Nt concentrate on the publich
tnanced component and besin with the recogmition that this component i structured around two
broad objectines (1) reallocation ot an mdi idual’™s mcome from the working years to the
rentement yeans niordel o support one’s own retirement and that of a spouse; (23 reallocation
within Soctal Security tand within national mcome) from certan groups, especially those with
relatively hugh Iitetime carnmgs, m favor of other groups m the elderly population

1he current system attempts to nieet these objectives largely through the Social Sevunty
program and secondanly through the Supplemental Security Income program and tax palicy  The
curtent structure consists of the histonical aceretion of incremental and ad hoe deeistons, and it 1s
not evident that it achieses s resudts i ways that are coherent, readily understood, or event alway

mntended

One often-used gutde tor reenanning these divergent goals 1n the systent s the measure ot
actuartal barness. Canan fdn wual expect tarecen e from the systeni w hat he pand intou? Such
caleulations wyolve comparning litetine taves and foregone interest with scheduled fetime
benetits, adiusted tor risk and insurance protection When this benchmark 1s used to measure the
current svatem's rewliocations, some possible anomalies emerge. Thevompeting objective of social
adequacy prevents Socrdl Secunty trom pros wding actugarial furness mall cases Insome areas, the
woend] cotrensas around the departure is probably relatively strong. For example, the svstem’™s
teallocation trom benetits pard to couples when both spouses are alive (and from those who leave
no sueynor atally m tavor of benehits pard to survivng spouses s probably greater thanin posate
eccupational penstons with actuarial sun i onship rules. Nevertheless, that reallocation has been
relanyely unquestioned i debates about the system over the years,

On the other hand, aspects of ancitlary spouse benefits (pard while both the worker and
dependent spouse are aline) and the nontasabihity of all program benefits operate i wavs that
deteat the tlt i the baste benetit formula. These seenung conthets in the syatem have been debated
persntently and aeross a broad political spectrun, thus calling mito question exactly what the
program’s purposes are and whether some explicit rearrangements nught more aceurately reflect a
changing econonue reality and social consensun.

It may be appropriate and even necessary (o smooth out some of the benetit redistnibutions in
Soual Securiny and to reassess the treatment of Sacal Secunity under the mcome tax-—uespecially 1
occupationdl Penson COVETAZe Rrows among lower-wage w orhers. Further, now that the 881
program has become i fined teature of the Soctal Secunty Admnistraton, greater reliance night
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Woth the <tmudue frota the nay haes, emplovment baed ihsurancs has beoome vne ol the
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AEDICARE-AND MEDICALD . '

Medicare

Fracted 1963, Mediate is g Federal program proy iding hospital and medical insurance
Coverare pfPerons who are entitled to Social Security cash, benefits and their families.
.\m«:lccl@mn ¢lderly persons ganed eligibihty for Medicare at its inception in 1966. .
Medicard beneliaries now number 25 milhon persons who are over 65 and 3 million
who Jre pamanently disabled, including 73,000 who are suffering from end-stage renal
Jiveane. Almont all the Nation's elderly population 1s covered by Medicare. Roughly three
and one-halt mithon Medicare beneliciaries abo have Medicaid coverage.

Mediare covers the tollowing acute and extended care services: hospital .care, physician
sersices, pust-hospatal skalled nursing facihty (SNF) care, home health care, laboratory and
w14y services, physical and speech therapy, rural health clinic services, and durable
medical cquipment and supphies. Medicare covers neither outpatient prescription drugs nor
lony term nursing ome care, twoservicesof considerable importance for the elderly.

o Medicare consinis of two parts: Part A, Hospital Insurance, and Part B, Supplementary
Medical Insuranee. All persons recaving Social Security retirement or disability benefits
are automatically entitled to Par( A without premium payments while anyone who is over
age 65 or otherwise entitled to Part A benefits may elect Part B. Part A is financed
prmanly (97 percent) with payroll taxes and Part B is financed by a combination of
genvral revenues (three-fourths of expenditur :s) and beneficiary premium payments (one-
tourth ot expenditures) | Niniety-six pegeent of all Part A bencficiaries also enroll in
Part B Consersely, about 40,000 persons not chgible for Part A enroll in Part B. The
monthly pramum for Part B coverage 1s now $11.00 and will become $12.20 July 1, 1982.

L nder Medicare Part A, mo% benefits are available on a spell-of-iliness basis. A spell
ot tiness is defined as the peniod that begins at the time a beneficiary enters a hospital

_and ¢nds when he has been out of a health care facility for 60 days. During each spell of

" e ., beneticiaries are covered for 90 days of Hospital care and 100 days of skilled nursing
care They are entitled to recerve an additional 60 days of hospital care during their
htenme {(called Itenme reserve days) and unhmited home health visits if they require a
Jhatled home health servace, A

Medicare requires beneticianies to pay part ot the cost of services covered by Part A,
although most of the cost’shanng v imposed toward the end of the benefit period. During ..
cach speil of aliness, beneticianies must pay a deductible amount ($260 for 1982) that
apprnamates the national average cost of one day of hospital care. Therg is no cost-

Janme tor davs 2 through 60, Coinsurance 15 charged for days 61 through 90 of each spell
ot inets tun amount equal to 25 percent of the deductule or $65 aday in 1982), and for
laetime reserve davs (50 pereent of the deductible). Comnsuranee equal to one-ciglfth of

the hospatal deductible per day is charged for days 21 throught 100 of skilled nursing

L ity oty .

¢ ou-chariny s abso required of benefoarnes under Part B of Medicare. Each ycar a
henelicary must meel 2 Part B dedbcenble, set at $75 for 1982. Thereafter, Medicare®
remnbur-es the benelicrary tor 80 percent of what 1t dclﬂcrmincs to be reasonable charges .
ot phusicaans and other supphers of services, The beneficiary pays the remaining 20
pereent of the reasonable charges and, about half of the time, must pay the additional
ssmounts haryed by physicians that Medicare does not consider to be reasonable. Benefits

pad under both Parts A and B of Muedicare represent 44 percent of total per«onal hcalt‘h

|

|

i
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Admio 170 pereent o) Medware spending for the elderly 15 for inpatient hospital care, . I
2< pereent for physinan servkes, 25 pereent tor home health care, anid 1.5 percent for
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Medicare program costs have risen at an average annual rate of 18.8 percent since
1972, By comparison, medical care prices in general rose 8.5 percent a year over the same
period. In fiscal year 1982, Medicare costs will increase to more than $47 billion, double
what they were in 1978, This dramatic rise in costs is due to both price and utilization
increases, along with growth in the beneficiary population. In fiscal year 1982, Mgdicare
will pay part of the health care bills of more than 17 million elderly beneficiaries, at an
overall average cost ol $1,696 per beneficiary.

Table 2 presents trends in Medicare total disbursements and expenditures per enrollee
for selected years since 1967. In light of these trends, it is not surprising that public
officials have eapressed concern about the continued financial viability of the trust funds
that pay the Hospital Insurance and Supplemental Medical Insurance expenses for
Medicare beneficiaries. In March, 1982, the trustees of the Federal Hospital Insurance
Trust Fund reported to Congress that expenditures from the trust fund could exceed
revenues as early as 1986, and that even under the most optimistic assumptions the fund
would be depleted in 1991.

FABLL 2. Total disbursements from the Medicare trust funds and —
disbursements per beneficiary for selected years,

1967-1982
Total disbursements Mean disbursement

Yoar (billions) . per beneficiary *
IR $ 446 . $ 251
972 Y .61 S 429
1o ) $21.62 $ 869
1Y iprojected) $47 75 $£1,696
Sodne 1981 Annual Reports ot the Boards of *Pertairs oply to enrollees in the Supplemental Medical

Trustees of the Federal Hospital Insurance Insuran€e Program — shghtly less than the number

and Supplementary Medical Insurance frust enrolied i the Health Insurance program.

Funds, U.S. Gosernment Printing Office,
Tualy 8, 1981

Medicaid

Medicaid is a joint Federal and State program, administered by the States, that finances
health services primarily for individuals who are eligible to participate in the Federally-
supported welfare programs. Aid to Families with Dependent Children and Supplemental
Security Income (SS1) for the aged, blind, and disabled. In addition, States may provide
Medicaid to medically needy persons whose incomes are too high for the cash assistance
programs but who would otherwise be eligible, and whose incomes are not high enough
to pay for their medical care. Thirty States and four territories have programs for the
medically needy. :

Medicaid was enacted along with Medicare in 1965, and States first began to participate
the following year. It was not until 1970, though, that the vast majority of States had
loined the program. All States except Arizona now have Medicaid programs.

Certain basic services must be provided under any State Medicaid program: hospital
services, physician services, laboratory and x-ray services, SNF services for persons at least
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age 21, home health services, fanuly planning, rural health clinic services, and health
assessment services for children. States also may provide any of a varicty of additional
services that qualfy for Federal matching funds. All States have chosen to cover
intermediate care tacility (ICF) services. There is great variation in State income
eligibihity standards, provider retmbursement levels and methods, and in the amount,
duration, and scope ot benefits.

Medicard operates as a vendor payment program. Payments are made directly to
providers, who must accept the Medicaid payment as payment in full. For nursing home
care, ndividuals are required to contribute any ¢ ome they have above the cligibility
standard to help pay for the care. States may require medically needy beneficiaries to
Jhare 1 the cost of services provided to them. Forty-six State Medicaid programs have
agreements with Medicare to pay the Part B premium on behalf of beneficiaries eligible
for both prograns.

Medicaid 1s financed jointly with State and Federal funds. Federal contributions vary
with the States’ per capita income levels and curreatly range from 50 percent 10’78
percent of program expenditures. The distribution of Medicaid expenditures across services
i very different from that for Medicare: just 31 percent for inpatient hospital care;

13 percent for physician, clinic, and outpatient department services; 42 percent for
nursing home care; less than 1.5 percent for home health care; and almost 6 percent for
prescription drugs. Medicaid payments account for 14 percent of the health expenditures
of the elderly. .

An estimated 23 million persons will receive Medicaid benefits in fiscal year 1982 at a
Federal and State cost of more than $32 billion (the Federal share will be $17.8 billion).
Medicaid expenditures have risen rapidly over the past 7 years at an average annual
rate of almost 15 percent (1975-1982). Elderly beneficiaries, who represent only 15 percent
of Medicaid recipients, account for over 37 percent of Medicaid spending.

Private Coverage and Out-of-Pocket Payments

Private 1nsurance covers just 7 percent of health care expenses of the elderly,
proportionately less than half of what it covered 16 years ago. More than half (about

5§ percent) ot the elderly purchase private insurance to supplement Medicare coverage.

In 1977, approximately 12.2 million elderly Medicare beneficiaries purchased an average

of 1.7 health nsurance policies each, paying premiums that averaged $318 per year per
beneficiary. For that year, the elderly spent a total of $3.8 billion on coverage supplemental
to Medicare.

I'he private health insurance coverage the elderly have purchased to supplement Medicare
has frequently been duplicative, expensive, and has not provided adequate protection
agamst extraordinary expenses. Congress recently amended the Medicare statute to encourage
States to adopt mimmum standards for private health insurance policies specifically
designed to supplement or fill 1n Medicare coverage (these are sometimes called “Medigap”’
policies). The standards for coverage, marketing, and premium-payout ratios for such
policies are based upon those developed by the National Association of Insurance
Commuissioners. The law also provides for a voluntary Federal certification program to be
implemented 1n States that fail to adopt adequate standards; the program is to begin on
July 1, 1982, At the present time it is expected that the voluntary certification program
will not apply 1 45 States and jurisdictions because their Medigap programs meet
Federal standards. Thus the Federal voluntary certification program will operate in only
10 States and jurisdictions. .

The Medigap statute also provides new protections for Medicare beneficiaries by
establishing Federal criminal penalties for certain fraudulent and abusive practices in
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the marketinng and sale of supplemental insurance policies. In addition, the Department of
Health and Human Services and each of the States will continue their information and
education efforts to teach Medi.are beneficiaries about private suppleiental health
ihsurance.

Despite the availability of Medicare, Medicaid, and private insurance, the elderly still
pay about 29 percent of their health care expenses directly out of pocket.lo This is,
however, a substantial reduction from the mid-1960s, when, as described in the next
section, the elderly paid for more than half of their health care in this way.

IMPROVEMENTS IN
ACCESS AND HEALTH STATUS

The Medicare and Medic.ad programs have had a significant impact on the availability

and affordability of health care services for the elderly. Before 1965, substantial segments
of the population faced serious financial barriers to obtaining medical care. Only 50
percent of the elderly had any form of health insurance.!! Under Medicare, almost all of
the elderly are covered for hospital aud physician services. In addition, Medicaid provides
insurance coverage to over 20 million of the Nation’s low-income population, including
3.4 million of the poorest elderly citizens. As Table 3 indicates, public health care programs

finance almost two-thirds of the costs of medieal care incurred by the elderly. This is in

sharp contrast to 1965, when public programs financed only 30 percent of the elderly’s
health care expenses.

TABLY 3. Personal health expenditures of the elderly population
(age 65 and over)

Aguregate amount Per capita Pergent public
Year (in billion~) . amount programs
Pans L 89 $ an 3o
| T $§7.3 € 854 61
faTe 377 $1.624 65
foanepr 3684 $2.640 64
*Prelimunary 1980 data Provided by the Health Care Source. Charles R. Fisher, “D_mcrcnccg by Age Groups
Finanung Administration m Health Care Spending,” Health Care

Fmancing Review, Vol. 1, No. 4, Spring 1980,

-

Access to Medical:Cgre .

Public health care finanung programs have led to marked improvement in the availability

and accessibility of quality medical care. 12 Since 1964, access to and utilization of

medical care services have increased most significantly among the low-income elderly
population.” For example, hospitalization rates among the elderly have risen dramativally.
The average number of days of hospitalization per year for persons over age 65 increased
more than 20 percent between 1965 and 1975, This increase in hospitalization was also
significantly lugher for the poor elderly (47 percent) than for the nonpoor elderly (18
pereent). : !
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Also, there 1s greater equity 1n aceess to ambulatory medical care. In 1964, only 72
percent of the low-income elderly, in contrast with 82 percent of the higher-income
elderly, had visited a physician within the prior 2 years. By 1979, parity was achieved
with 86 percent of both groups having visited a physician. Similarly, the differential in
annual rates ol phystcian visits for low-income and higher-income elderly persons has been
almost eliminated.

These notable achievements 1n facilitating access to medical care and promoting equity
are dramatically reflected n the fivefold nise in per capita expenditures for health care
services to the elderly, increasing from $472 per elderly person in 1965 to $2,640 in 1980.
As utilization, medical care costs, and per capita spending escalate, there is growing
debate about the value of these increases.

Certanly, medical care is important when one is ill and valuable even if it only alleviates
pamn. However, medical treatment does not always provide a cure. Table 4 illustrates '
the limits of medical intervention. Almost 21 percent of Medicare dollars in 1976 were
spent tor less than 8 percent of the elderly during their last year of life. In some instances,
medical care can only provide temporary relief from suffering and does not offer a cure or
prolong lite, despite vast expenditures for the most sophisticated therapies.

TABLI 4. Distribution of Mcdicare expenditures for
persons ?vho died in 1976

Percent of total

Percent of Medicare Medicare dollars for
recipients who died each age group spent
Age group . -w'ié - for recipients who died
. Afl ages 65 and over 7.9 207
63 64 4.0 15.3
"7 KR 18.%
T g0 20,3
He)-Xod 118 249
835 and over 19.8 321

sonree Chatles R. tisher, “Ditterences by Age Groups in Health Care Spending.™ Health Care | inancing Review, Vol 1,
Ne 4 Spring 19810, .

Improvements in Health Status

The precise relatonship between the use of medical care services—sophisticated technology,
drugs, radiologic treatments—and health status is very complex and somewhat uncertain.
A vanety of factors influence health status—not only timely and appropriate use of the
medical care system, but also greater acceptance of individual responsibility for lifestyle
behaviors affecttng health status. Recently, we have begun to recognize the critical role
that lifestyle plays in promoting health and prev enting discase. (For a more extensive
discussion of the role of prevention see the last section of this chapter.)
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The Challenge for the *80s

The demographic shift toward an older and relatively healthier population requires a
reevaluation of health care delivery requirements. We must carefully target health and
social welfare resources to meet the varied needs of an aging population. The realization

of improved health status, as signaled by longer life expectancy for adults, has significant
implications for the health care financing and delivery systems. Improvements in science’s
ability to identify health problems and develop solutions, whether therapeutic or behavioral,
present a -hallenge for the Nation to apply medical care resources efficiently and to
promote healthful lifestyles more effectively.

The Rapid Rise of Health Care Costs and the Reasons Behind It

The advent of the 1980s has witnessed no relief from the inflation in health care
expenditures that has troubled health policy makers since the late 1960s. Although the
health system has made many gains, inflation continues to be a serious problem and 15
now threatening to force major reductions that could reverse some of those gains. As
discussed later, it is ironic that many of the successes of our health system are also
contributors to the inflation problem.

The terms cost and inflation carry special meanings in the health system. In the broadest
sense, cost refers to amounts that are spent, either by public or private health insurers or
individuals out-of-pocket, for a h;alth care ““market basket”’ whose contents change over
time. Thus inflation refers not only to increases in prices for a constant set of services, but
abo to increases in the complexity of services and the frequency with which they are used
by vonsumers. In part, because use and complexity have increased as well as prices, inflation
in health care costs has substantially exceeded that of most other sectors of the economny
for decades,

TABLL 5. National health expenditures and share of
Gross National Product for seleeted years,
1965 to 1990

Lotal expenditures Percent
Year __ (billiony public * Pereent of GNP
1963 $ 420 26.1 6.2
1971 $ 740 37.1 7.6
1978 $132.1 42,6 8.6
197y §21.22 431 9.3
19KS + 3462.2 44.7 10.5
1990 + © 88210 46.4

* Includes | ederal, State, and loval governinent expenditures.  Soutees. Mark S. recland and Carol Ellen Schendler,

+ Projected < *'Natonal Health Expenditures: Short-Term
Outlook and Long-Term Projections,”
Health Care Financing Review, Vol. 2, No. 3
(Winter 1981), Table 4, p. 105; and National
Indicators System. Report No. 7: Economics
of Health Care. National Center for Health
Statistics, October 1981,
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The tremd m nationdal health expenditures, and tuture projections il effective remedial
meastres are not undertaken, ts truly alarmimg. As tllustrated in Table 5, national health
expenditures were $42.0 billion in 1965, had reached £212.2 billion by 1979, and are
projected to merease to $821.0 tillion by 1990.14 The share of Gross National Product
devoted to health care was 6.2 percent w1965 and had exceeded 9 percent by 1979.

} Projections indicate that this share will increase continuwously throughout the 1980s.13

Lable 6 presents distiibations of the major components of health sery ice expenditures and
ther trends since 1965, Hospital services have comvistently consumed the largest share of
the health care dollar, and this share has been growing in recent years — from 30 pereent
ol the total m 1950 to 40 percent n 1980, Much smaller in size, Lut growing even faster, are
expenditures tor nursing home care (& service primarily used by the elderly) from 2 percent
ot the tatal m 1950 to 8 percent in 19g80.16 .

TARLE &  Natwonal health expenditures by type of expenditure,
1950-1980, in pereent

Health care expenditures

[956 1960 1970 1980

A evpenditares an billions) M3 37 LA ST
Iype o ovpenditure
tas perornt ot totab

Honpatal care 3 34 Kyl 4t

Protesstonal services R R 2K n

Nurstne home care 2 2 3 R

Drags 14 14 11 b

I sephavses and appliances 4 ki 3 2

Research and construdtion 8 6 7 5

N Other servies 10 9 B 4

Lot 100 160 jon 1004

somine National Fadicators System, Report Number 7
Health Economtes, National Center for Health

Statsties, October 1981,

National health care expenditures are affected by a number of different trends and forces.
The health care system is first affected by general inflation in the cconomy. The
Congressional Budget Office, for example, reported that when hospital costs rose by an
annual average of 15.0 percent from 1968 to 1978, roughly half of that increase, or 7.7
percent, was due to ncreases in the prices of the goods and services that hospitals buy,”
The Department of Health and Human Services estimates that about 55 percent of the
increase i per capita hospital expenditures between 1970 and 1980 was due to general
inflation and that just over half of the rate of increase in total health care costs is due to the
rate of increase i the Consumer Price Index. There remains, however, the question of the rest
of the werease and why health care expenditures should be inflating nearly twice as
tast as the rest of the economy.

Part of the answer 1s that the population is growing by about 0.9 percent per year.

Even more unportant, the average age of the population is rising, Because health care
costs are much ngher for older people, on the order of two and one-half times as high
for adults over age 65 than for those under age 65, this trend affects total expenditures.
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One cvonomnt estnnated, however, that ondy about 7 percent ot the merease in per
capita ,\sendmg on health care between 1965 and 1978 could be aunbuted to aging
alone 13 Whle a growming and aging populanon s auportant, it does not gecount tor &
rredt deal of the increase

One important tactor s that health care services are not the same today as they were
20 or even 10 vears ago Some services didn’t exist untl relatwely recent serentihe
breakthroughs made them possible. Total p replacemients were introduced in the last
decade, cardiae pacemakers are now used by more than 250,000 people, complex open
heart sargery requinng highly sophisticated equipment has become increasingly commen
Over 70,000 people with kudney disestse are able to recen e dialyss services. Even
rautine haspital services have changed, there were 334 hospital emplosees pet patient
day i 1980 compared to only 2.65 w1970 and 2.24 10 1965.19 Aud an mereasing
pereentage of hosputal beds are equipped tor mtensive care

Between 1970 and 1980, expenditures on hospital care per person eresised three and a
halt tmes, and about 30 percent of that rise has been attnibuted to incredases in service
meensity <0 Few would argue that these advances have not vielded benehits, tor lives have
been saved and the quality ol Iife has been improsed for many peopie. But they
have added new products and services to the system and e mereased the cost aud nature
O CXISUHIE SCTVICeS

There are a growing number ol doctors in the country, the result of decisions in
the 19604 to expand medical schools The number of phvsicians per 100,000 population
watv 140 1 1960, grew to 174 by 1975, and has been projected to redch over 240 by 1990,
A greater number o physicians i accompaed by higher expenditures.

Some econonusts Jdam that, unhke other markets where lower prices follow an increase
mn supply, when the supply of doctors, orat Teast of certain spectaliats, Is greater, average
tees are lugher. Other evonominsts find the evidence inconddusive. The dsnanues belund all

ot this are not dearly ynderstood and are actively debated  Nevertheless, as long as out
cutrent pavment system remans unchanged, there s certamnly hittle evidence to saggest
that having moere doctors will lower costs,

Ninally. an mportant factar contoibeting to the rse i costs s the growth ot thard party
hnanaing for health care services with s two pomary payment mechanisms —
tee tor service Tor doctors and rettospective cost-reambursement for hospitals, Each ot thewe
elements has had an mportant ettect on how costs are percenved in the course of medieal
decistonmaking.

Thurd-party pasers are orgamzations or programs that pay medical bills (panents and
doctors are the fist and second parties). The payers are commonly isurance compagies or et
vice plans such as Blue Cross or Blue Shield, but are alvo government programs such as
Medicare or Medicad, and wan be emplosers who pay directly tor services rendered to
ther employees. Redall the exarple desenibed carlier. wlule the average cost of a hospatal
day 1ose from $18 to $245 between 1950 and 1980, the amount that the patient patd
incredsed very ittle, Atter adjusting for intlation, the cost rose from $22 to $99 per
day (n 1967 constant dollars), but the intlation adjusted patient share rose only from
$7 to $9 per day.

In part, this was dehberate. The Medicare and Medicaid programs and preferenual
tan treatment for employee health benefits were promoted Lugely to protect more patients
from more costs. The figures above show that the strategy worked. But in protecting patents,
third party finanang also conceals costs, It allows decisions to be made as if cost were
no abject, asif a hospital day really cost only 29 percent more wn 1980 than in 1950
stead of over 450 pereent more.

The tirst of the third-party payment mechanisms, retrospective cost-resmbursement for
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Wb s Conat oo bR there will bo 1 madbon more very old people than there are today
Lo needing Tong-term care tend to have lower incomes In 1977, 41 percent of all the

ety Beonahzed tunctionally divabled had incomes less than $6,000; 46 percent oi the
Lot Statonaheed lunctionally disabled age 65 and older had incomes less than $6,000.

. _otapart o, onle 1o percent of all indivduals and 39 percent, ot all elderly were this

oo Peopls whu b waattiaent tiranaal resources o purchase adequate services, and

st tamndy and tends are unable to help, tind 1t difficelt to mamtain an independent

e tetioe o the communiy Although mu .t of the disabled bve with-others who can help

e omme 20 peroent e alone and theretore must make arrangements (o secure services,
atichoanay only beoavadable m msttutional settings

The Program»
P ong-ferm cate veed, are hpanced by g sanety o Feders), State, local, and private

Froeras and openditure. The prunapal Federal progrdms that provide resources for long
ot o need are Mediedsd, Medicare, the Socal Senvides Block Grant, Supplemental

.
Do, e e o s g melitares B R B Cane Pinancms Re o Svannes 1979 €} 3

e o ctred o e S e S et Bboun Sereed Sttt sl Sapplasant PITT 79§ ypares shosn an tor aftn
Uobst g Cr b L Sareas 1eoad Dt it Fecuran o proctane stosn gt 1of g and diablad v orhosonh o —
P oty ent b onee o s aet eoenn Judud
Flhoon 1o r b Lrathe r o s tadostoadime of taned tron Sttt Ftic S8 plane
Dbt e Mg S bt an € hargcierndies of Matos Lale XY 8ol Sersiees Plans tor Irval Year 1979 Glopg Kalpage and
Gattp s ohoan Sy ot DR WOPE T 15 17

ASCRWRIVIS FUTRN S 8 i

4
Pt b g fditar - dor o bt §oderal progiams sl vear 1978 Gnomlions of dollars)
Soiad
sappbmentd Siopes Ot
LRTIE I VO I# sttt Seeoarnt, Bio b Armenieans Vytegans
Al b i
¢ RN Yt b 1 In wpanoe - In come Lyant’ art \dmlm\h’.ﬂiunl .
4 PR TR o <
! v 7 y 19
NI N
% Y NV -
’ . LRy 17
. C 3
: i 1? v
o .
P o L RS |
i . L e o4 . v 57
"oy [ v ' i3 ]
y 24 L YTRIE] o O ST AREE SOEK $4,479




Q

" FRIC

}

Security Income, Titke 111 of the Older Americans Act, Veterans Administration programs
tor disabled veterans and their families, and HUD housing construction and assistance
programs. Table 7 summarizes Federal spending in fiscal year 1978 in the major programs

“that support individuals who need long-term care.

According to Table 7, the bulk of Federal dollars in these programs were spent on 4
basiv inwome support and acute care health needs (hospitals and physicians). Of the dollars
spent specifically on long-term care services, the lion’s share is spent in-Medicaid on
nursing home care. In 1978, Medicaid alone financed approximately 50 percent of the
total national nursing home bill. Private financing accounted for 42 percent of the
remainder. Medicare pays a relatively small amount of the Nation’s nursing home bill,
primarily for posthospital recuperative care. Both Medicare and Medicaid fund a relatively .
small number of home health care and in-home services. The social services block grant
and Title 111 of the Older Americans/Act give States flexibility to spend appropriated
funds on a wide variety of support services ranging from chore services to day care to
respite care to *‘meals on wheels’’ and nutritional services. '

The relative amounts available for these services are small, howcvq{ Most recently,
Section 2176 of the Omnibus Reconciliation Act of 1981 gives States the flexibility to
apply for wawvers to fund a wide variety of home and community care services under . .
Medicaid. States can supplement Federal Supplemental Security Income payments to provide
medical care-to individuals. Several but not all States do so. The Veterans Administration
provides a wide vanety of benefits to yeterans and their families ranging from home and
attendant care allowances to nursing home services.

In addition to these major programs, there are a variety of State, local, coumy, and
private activities in long-term care. The relative share of total long-term care expenditures
financed by each is difficult to estimate, aid cost figures are available only for nursing
home care. However, it is estimated that 60-80 percent of all long-term care needs, other
than nursing home care, are met informally by family and:friends.

Federal retmbursement for Siate vendor »ayments to skilled nursing homes began
under Kerr-Mills in 1960, contir.ued under Medicaid which superseded Kerr-Mills in 1965
and was then expanded to Intcymediate Care Facilities in 1972. On the other hand,

Medicare (also enacted in 1965) has never expanded nursing home coverage beyond skilled
nursing facilities. The nursing home and home health benefits in that program have
remained primarily posthospital as/l.(c care benefits.

Expenditures under the Social Services provisions of the Social Security Act (Title I'V(a))
were authorized in 1962 but grew slowly .ntil the late 1960s and early 70s when their
rapid growth forced Congress to cap them at a level of approximately $2.5 billion a year.

Tatle IV (a) became Title 11 in 1975 aud the long-term care share of the program has run

around $600 to $700 myllion in recent years. In 1981, it was converted to the Social Services

Block Grant. The Older Americans Act, passed in 1965, gave State and area agencies broad

discretion 1n making expenditures. Like the $ocial Services Bleck Grant, only a relauvcly ,
small proportion is spent on the long-term care m.cds of elderly citizens.

.

THE PROBLEMS ‘ . !
Fragmentation of the Long-Term Care Delivery System .
Long-term care requires a wide range of services by the family, community, private .

vrgamzations, and government. The service delivery system is highly diversified in both
sources of financing and delivery of services. Diversity at the local level can be beneficial,
for it permits local communities to tailor the services to their pardcular needs. However,
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diversity at the Tederal and State levels may lead to unnecessary duplication, administrative
burden, and expense. The Department of Health and Human Services alone has 27
programs that prosvide resources for people with long-term needs. This multiplicity of
Federal programs and agencies is mirrored at the State and local level. These various
gosernment programs have difterent ehgibility requirements, benefit coverage regulations,
adnunistrative structures, and methods of providing services. .

The result is @ complicated and confusing system in which individuals and their families
may experience ditficulty in locating and using the most appropriate services. Moreover,
meentives are wreated for a doctor or soual worker to institutionalize a person rather than
try to prece together the complex array of services from different programs necessary to
pernut someone to remain in the community. The 1981 White House Conference delegates
clearly favored greater efforts to decrease institutionalization. .

Insufficient Alternative Settings and the Mismatch Between Needs and Available Services

I vidence trom some national surveys suggests that there is a substantial group of people
with 2 wide spectrum of functivnal limitations who receive appropriate care in a variety of
setiings. Rather extensive evidence, however, also indicates that some people are getting
«elvices 1n settings that foster dependeacy when they might be able to receive them in

less restriptive settings, were there not financial and systematic barriers. Estimates of
mappropriate placement based on various criteria range between 10 percent and 40
percents34 For example, a significant proportion of nursing home clients are functionally
dependent in relatively few areas and do not require the full range of services available on
a 24-hour basis in nuising homes. Some could be cared Tor cutside of ntrsing homes

if there were more services available in a greater variety of settings. Services provided within
nursing homes could be better matched to patient needs if reimbursement systems under
Medicare and Medicaid were appropriately reformed.

The choice 15 not simply between institutional care and in-home services provided in
widely scattered living sites. While proudmg some services in alternative settings may be
more costly than the same services provided in nursing homes, it is likely that some
services can be provided cost-effectively to people living in other group settings: apartment
complexes for the elderly, congregate housing, and the like. Further, some services may be
provided 1n collective settings on an intermittent basis to people who usually live in
independent households (e.g., respite care, adult day carc) P

Inadequate Support for Informal Support Mechanisms and Community Care

Most long-term are services are provided by families and friends. Rescarch increasingly
points to the important role informal support networks play in preventing premature
institutionahzatien or rehance on costly formal service systems. Also, recent studies
suggest that the suceess of formal home-based services depends on the availability and
willingness of friends and family to provide‘additional services.
* Current Federal polivies do not explicitly acknowledge the contribution of the informal
support system and often work against iv. Assets and income policies in Medicaid and SSI
do not reflect a consistent vidw of the role that spouse and family can and should play.
In part, the reluctance to expand Federal support of community based services is due
to a fear that such formal programs will substitute for informal programs and hence
add immeasurably to the public burden. Howeser, far too little attention has been given
to the current incentives for substituting formal institutional care for informal care.
Public programs will pay for all living anid personal care services in a nursing home, but
there 1s httle public subsidy of services in private homes that might enhance the ability
of family and friends to meet the bulk of care needs.
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Medicand encomeges nstitutional care for several reasons. First, until the recent
enactment ot home and community care waivers, Medicaid permitted States to allow
individuals with higher incomes to become eligible in the institutional setting but not at
home. Second, States often fail to cover optional in-home services in their programs while
nursing homes are covered in all States. Third, the high cost of nursing home care exhausts
individual assets more rapidly and makes individuals eligible for Medicaid coverage sooner
under the provisions of State medically needy programs. Fourth, Medicaid will pay for
basic living expenses such as room and board only in nursing homes, giving low-income
mdividuals finanual incentives to be in nursing homes where these costs are covered.

-
The Costs of Long-Term Care

The costs of long-term care scrvices have been increasing more rapidly than health care

costs 1n general. For example, the costs for.nursing home care are estimated at $17.8

billion 1n 1979, an ncrease of 76.2 percent over 1976 compared to a general medical inflation
rate of 42:2 percent over the same period. Costs for personal care services and related
long-term care services are also increasing rapidly.

Rapid inflation 1n the long-term care sector creates several specific problems, the most

obvivus of which is that rapidly increasing costs increase the rates at which individuals
exhaust private resources. This hastens the day they must seek public assistance.

Because of rapidly escalating costs it is difficult for people to plan for a secure retirement
given the possibility of large potential costs for nursing home care or for personal care
servives. Available data indicate that although nursing home care costs per resident were
approyimately $8,000 in 1975, average per capita income for those over 65 was only
$5,349, While the majonity of nursing home patients initially use private funds, a substantial
proportion wonvert to public sources of payment after exhausting personal resources.

Private resources are, on average, depleted within the first year of entering a nursing home.

The long-term care component of Medicaid spendmg is a particularly important policy
considerauon. In 1980, across all the States some 9 percent of beneficiaries using long-
term care accounted for a full 47 percent of total Medlcald expenditures.

The Agenda For The “80s

In order to deal with the above problemns, a cooperative effort between the Federal
Departments, the Congress, all levels of government, and the private sector is necessary.
A wide variety of private sector activities are already underway. These include the -
dewlopment of ontinuing care communities, reverse annuity mortgages, private long-term
care nsurance, and ihcreased employer provision of disability benefits. There are also
proposals for the construction of alternative housing, increased community use of volunteers,
and the expansion of hospitals and nursing homes outward along the care continuum into
community-based services. R
Government can act through a variety of tax incentives, loan guarantees, and other
mechanisms to support private activities that will ensure adequate alternatives to
stitutional placement and increase the range of choiced availdble to individuals."A variety
of mechamsms, including tax credits for the care of dependent family members, vouchers,
and_direct payments to family members deserve exploration. If private sector provision
and individual savings for long-term care needs are maximized, the residual public sector
burden can be minimized and scarce public resources can be concentrated on those who
are poor or who have no family left to help provide care. ”
Public policy needs first to identify and then target limited resources to those who,
without additional help, would enter institutions laigely at public expense. In addition,
emphasis needs to be placed on biemedical research and preventive approaches that
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can help amehorate the projecyions of tuture long-term care needs. It has been estimated,
tor example, that a cure tor semle dementia could reduce the future need for nursing home
beds by as much as 50 pcn:cnt,35 However, icreased emphasis on upgrading physicians’
Anowledge of geriatries and increasing the access of the elderly to skilled professionals
tratned m gerontology can help reduce rates of decline among the elderly and raise the
average age ol mstitutionalization, Finally, the delivery system for long-term care services.
aeeds to be rativnalized so it van operate 1 a manner that ensures maximum continuity

of care and mastmum eftiency in the provision of services, and encourages providers,
comstmiers, and government to play their appropriate roles.

PREVENTIVE MEDICINE AND
HEALTH PROMOTION

[in.estments i disease prevention and health promotion are among the most effective
and ethivient that could be made to improve the Nation's health. Indeed, the concept has
been a cornerstone of classic public health activities, and the success of these traditional
formis of public health has been dramatic.

At the turn of the century, diseases such as tuberculosis, rheumatic fever, smallpox,
diphthenia, and tetanus were among the primary causes of death. Eight decades later,
none of these miectious diseases 1s any longer a major cause of death and disability in the
Umited States. 36 Examples of public health efforts that were instrumental in virtually
elimmatmg nfectious diseases as the major source of death and disability in this Nation
mclude pasteurization of milk to interrupt the spread of tuberculosis, infrastructure
development, including public water and sewer facilities; and more recently, fluoridation
of many public water supplies and immunization against preventable diseases.

As a result of the stuccess of interventions to halt infectious diseases, the health pioblem
currently faced by the Nation is chronic discase.

Arterioselerosts . . . arthritis, adult-onset diabetes, chronic obstructive pulmonary

disease (ncluding emphysema), cancer, and cirrhosis represent the overwhelming majority

of our health problems. They are widespread conditions that originate in carly life and

develop insidiousty, the probability of their occurrence increases with age . . . Generally,

they develop slowly and asymptomatically below a clinical threshold, at which [point]

the process becomes chinically evident, progresses, and often culminates in death or

disabitity.37

As much as 80 pereent of deaths currently are the result of chronic illness and disease; the
eftect on disability may be even more substantial.38 Public health practices that have
worked for vontrol.of infectious discase toc often may be inappropriate for or irrelevant
to the problem of chronic disease.

In analyzing current disease prevention and htalth promotion alternatives it is useful to
separate alternatives within the so-called medical model from those that are essentially
within the individual’s control, having to do with lifestyle.

Discase Prevention

Presenuon actisities are a long-term investment. One way to value disease prevention and
health promotion 1s the willingness of people to pay for it. When an individual chooses

to make an insvestment in s own health future, and pays the costs himself, the decision
regarding cost-effectiveness is the purchaser’s alone. When others are asked to pay, they
are entitled ta ask whether the benefits to_them og‘twcigh the costs. One reason why so few
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third party wsurcers pdy for pruumn services is that many of the benefits — primarily cost
savings — that may evenjually accrue are long-term, while the costs are iminediate or
short-run. Because there are likely to be changes m the beneficiary's employment, carrier,
01 Loverage over ume, the results of today's prevention expenditure do not often benefit
today's private third party payer.

The Surgeon General defines disease prevention as beginning with a threat to health.??
It seeks to protect as many people as possible from the harmful consequences of that
threat. Discase prevention, then, consists of a minimum set of activities within the medical
model, differentiated primanly by age and sex, whose efficacy is generally accepted within
the medical profession. -

That there s substantial popular interest in and desire for medically oriented prevention
s demonstrated by the 1975 National Ambulatory Care Survey. The survey found that
the most frequent reason for patient visits to internists — accounting for 3.5 million visits
that year — was for well-patient physical exams. However, there may be a substantial
gap between that popular interest and the demonstrated efficacy of certain medical
prc»(_cmmmoricnlcd screening services, especially for the elderly. For example:

An in depth review of the medical evidence for seeking 78 different medical conditions
during a periodic health examination . . . concluded the evidence was so poor for
16%s of the conditions that decisions could not be made scientifically. For only 21% of

conditions (mostly mfectious discases) was the treatment or prcvcnnon supported by
evidence lmm well-conducted, randomized, controlled trials.4

Another example examined not only efficacy but also cost-effectiveness. In the now classic
Kaiser Permanente study — one of few methodologically excellent cost-benefit examinations
of prevention — only for men aged 45 54 did the preventive Multiphasic Health Checkup
show a net cost savings. 42 The study showed no savings for women or other age groups
of men.

Clearly, <hildhood and many adult immunizations have a significant positive benefit-
to-cost ratio. Death from influenza is 10 times more likely for those over 75 than for the
population aged §5 to 64. Those suffering from various chronic illnesses and diseases are at
an even higher risk from influenza. Similarly, the death rate from pneumococcal pneumonia
1s 10 umes hugher for those over 75 than for the general population; it is more than twice
as ligh for those aged 65 to 74. The medical efficacy of vaccinations for these discases is
established, continuing research can be expected to improve their cost-effectiveness.

Recent work by the Congressional Office of Technology Assessment indicates positive
benefit. cost ratios for Pap smears. Mammography and other forms of breast examination
aie medieally efficacious for womean in in.d to late life. Carefully targeted hypertension
screening and control also seem to be cost-effective, as is fluoridation.‘?3

Suenufically aceeptable documentation of the efficacy, let alone cost-effectiveness, for
many other medical prevention interventions, however, is.still not available. Rather,
evidence 15 accumulating that actions outside of the medical model of prevention but
within the individual’s control may determune whether or when various chronic diseases uceeut.

. Chronic diseases are approached most effectively with a strategy of ‘postponement’
rather than cure. If the rate of progression [of chronic diseases] is . . . sufficiently
postponed, the symptomatic threshold may not be crossed during a lifetime, and the
discase is ‘prevented’.

Some chronie illnesses definitely can be postponed, elimination of cigarette smoking
greatly delays the date of onset of emphysema and reduces the probability of lung
cancer . . . In other illnesses, circumstantial evidence of similar effects of postponement
15 strong but proof 1s difficult. that arteriosclerosis is retarded by weight reduction or
exercise is suggested by associative data but has not yet been proved. 4
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Health Promotion

The Surgeon General's Report detines health premotion as beginning with persons who are
pastcally healthy and seeking to Jevelop measures that can help them initiate and support
behaviors that mantain and enhance their \-.cll-bcing.45 The goal of health promotion,
then, i to mduce mdniduals (and society) to do what is in their own illness-preventing
best mnterest. :

The tocus here s itestyle modification. Study has indicated that making appropriate
changes m personal behavior or hifestyle with regard to drinking and smoking, diet, sleep
and exercise, wearmg automobile seat belts, and observing speed laws can extend life
by as much as 11 years over those who practice undesirable behaviors in these arcas.46

As with prevention, sv too in too many promotion areas, our knowledge of what works,
tor whom, and why, 1» woefully inadequate. This is particularly true with regard to how
to 1w, * appropnate individual behavior, such as smoking cessation. However, there is
substantial suggestive evidence that people, on average, will act to change their behavior
as the evidence of 1l effects becomes increasingly better known. Some examples:

e Between 1964 and 1975, there was a 26 percent reduction in the number of males who
smoke, and an 8 percent reduction among women; the result has been a 22 percent
reduction in per capita consumption of tobacco.

e For the period 1963-1973, per capita consumption of fluid milk and cream fell 20
percent, butter 32 percent, and eggs 13 percent. The percentage of the population
with high cholesterol was also significantly reduced: for males aged 45-54 down 6
percent, aged $5-64 down 14 percent; for females aged 45-54 down 13 percent, aged
§5-64 down 29 percent. , v

e Untreated hypertensives in the Nation fell 10 percent over the 1962-1974 period.

These factors have all been components in the decline in U.S. deaths due to heart disease,
which fell by 22 percent between 1968 and 1977. On the other hand, some 80 percent of
Americans do not use seatbelts despite their simplicity,, constant availability, and proven
effectiveness in reducing morbidity and morlality.47'

These observations collectively indicate three things. First, individuals have a broad
wnterest i mamtainmg health. Second, and closely related, at least some forms of disease
prevenuion and health promotion efforts apparently have the power to change behavior.
Third, they indicate that additional research needs to be done, not only to determine what
disease prevention and health promotion activities work and are cost-effective, but also
how to bring that knowledge in an effective way to the public as well as providers of
health care.

The Surgeon General's Report quotes a 1976 analysis of the 10 leading causes of death
that indicated that at least 50 percent of mortality was likely due to unhealthy behavior or
litestyle. Twenty percent was due to environmental factors, 20 percent to human biological
factors such as genetics, and only 10 percent was due to inadequacies in medical care.
Even when taken only as indicating orders of magnitude, these figures suggest that major
future improvements in tbe health status ol the population are most likely to be made
through prevention of disease and promotion of good health, not through acute care and
treaiment. :

What Is Possible For The Elderly?

As the prior examples and dicussion indicate, health premotion’s usual messages need to
be understood, accepted, and acted upon as early as possible during an individual’s life. On
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average, most chrome diseases can only be successtully avorded or, at least, maximally
delayed if preventive practices and lifestyle modifications are followed over the long term.
Nevertheless, while good data on health consequences are lackimg, such behavioral
changes as smoking cessation, proper exercise and nutrition, weight control, proper jest,
and use of seat belts can still prove useful to health whenever they are adopted.

Beyond these activities, however, several other measures seem particularly useful with
regard to quality of life for the elderly. An increasing literature, derived from the realms
ol both health and social services, suggests the need and desiratulity of support agamst
sodial isplation and loneliness. Presention indudes mechanisms as diverse as the extended

family and the .uanlabnln) of appropriate recreational and congregate meeting faulities
for the clduly. the latter within the provenance of voluntary or service organizations,
local governmental bodies, and even home health or nursing tacilities that serve the aged.

Because the elderly receive frequent medications to meet their chronic and acute
medical needs, providers should know what other drugs are being used, should consider
the adverse effects of drug-drug interactions, and should examine the necessity for each
additional prescription being contemplated and the desirability of making the patient a
more imvolved and understanding drug consumer.

Fially, the goal of improving quality of life particularly mcreases the importance of
those health care deteetion and screening efforts designed to uncover

. .. sull munor disabilities which, if left undi»  osed and untreated, can lead to
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severe handisap, Such condinops which are very mudh-amendable-te-enrbydeteerhtn
and treatment include glaucoma, hypertension, some types of anenua, depression,
hearing disorders, diabetes, some cancers, and over-medication.-

RECOMMENDATIONS

1z hight of these analayses, we make the following recommendations on acute medical care
financing and organization, long term care, and presentive medicine and health promotion.

Financing and Organization for Acute Medical Care

s Acontinued exanunation of health care and soaal service delivery systems s desirable to
produce a better organized and integrated approach to meceting the needs of the elderly
more clticiently.

*  Tradutional hi alth and mental health agencies should be encouraged to collocate their
services withir & senior center, thereby maximizaing the aceess of that seivice to older persons
and tulfilling t 1 mandate to reach older persons. Also, senior aitizens are thereby enabled
to share as volunteers in planning, prouoting and carrying out such health programs and
goals as health check-ups, maintenance of wellness, and helping other senior citizens with
Meals on Wheels, fellowship, and friendship.

*  The Department of Health and Human Services should inyvestigate methods of modifying
provider reimbursement under Medicare in order to alleviate inflationary pressures on the
Medicare trust funds. The Department should determine the effects of departing from
retrospective wost-based reimbursement and should identify substitute methods that may
produce incentives for greater efficiency.

*  Public programs should be reformed to give beneficiaries and providers incentives to use
lower cost settings where feasible and consistent with preserving the quality of care.
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expamvion of govermment programs over the past 20 years, problems developed as well.

o Hundreds of individual categorical , rograms were developed, each with a different laudible
goal and each with its own rules, deadlines, and priorities. Because of the confusion, local
adminntrators and State governors alike have called for simplifving the rules and collapsing

the categories.
orical programs, their size and complexity, and their

ced them, waste and inefficiency are chronic
d, and some percentage of funds

e Because of the rigidity of national catey
{ailure to target resources to those who really n
problems: ineligible people are served, services are duplicate
is siphoned off at every level to support bureaucracy.

THE ROLE OF GOVERNMENT

American tradiion supports the idea that the primary responsibility for an individual’s
welfare rests with the individual and his family. When the family is unasailable or incapable of
meeting the problem adequately 1t is appropriate to turn to the neighborhoad, community,
church, private secior, or government for help.

Governmnent arres from the need to band together to do some tasks collectively that cannot
e dont by indiiduals or families. It has always been appropriate for government to play a
role when the scope of a problem is Such that individuals, families, neighborhoods,
commumtics, or prisate organizations cannot cope with it. But it is inapptopriate {or |
government to arrogate roles that would be more efficiently and sensitively handled without its
mtersention.

Four guestions should always be asked when trying to determine whether 2 problem requires
a government program for s solution: Is it an appropriate area for government? Can
gosernment do the job most efficiently? Can we afford the government program? What are
the posstble adverse side effects of the program?

o Appropriaeness, — Most Americans probably would agree that government should not do
ansthing that people can do for themselves. When it comes to particular cases, however,
much disagrezment arises about wWhether people are managing by themselves, or whether the
custence OF continuaton of a‘problem means that people cannot handle it and government
wntersention s needed. This 1 a phitosophical argument that stubbornly refuses settiement
It i~ sufticient for our purpeses 1o recognize that all agree that government solutions are
appropniate when there is evidence that people can't handle a problem themselves, though
they may disagree on what and how much evidence 1~ needed to know when this threshold
has been reached .

o Etticweney — Although kage mdustrics and orgamzanom often can proude veonomics of
operanons breause of thur v, thivs wwaally not irue of gorermment programs ith thar

logtorns o

pruque eeds of

sudicsted tanulds o warmy

thap vien the bost-disnned goveramont progranm
+

a trail elderiy per.on or the transportation teeds of an ciderhy couple, 2
nenchbor, if available, e more flenible, sepatine, and vificient
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¢ Affordabiluy. — Just as individuals, families, business, and organizations make daily
decisions on what activities are affordable, so must taxpayers and their elected
representatives at all levels of government. But funding high priority programs often
requires reducing funding for these that are of lower priority. The best way to reduce the
number of programs that are competing for limited resources is to use nongovernmental
solutions whenever possible.

¢ Unanticipated or unwanted side effects. — Just as overreliance on a cane or crutch can slow
the healing of an injured limb, the existence of a government program can encourage
dependence and overrelianice on that program. Some have argued that the existence of
Social Security has discouraged saving by making people less concerned about their
retirement needs.! It has also been argued that extending Medicare and Medicaid to pay
families who care for elderly parents at home may result in a tremendous fiscal outflow to
pay those families for what they are doing anyway, without substantially increasing the
number of families who care for their elderly at home or reducing the number of persons in
institutions.2

THE ROLE OF THE INDIVIDUAL

The choices individuals make are the most important factors in determining what kind of
old age they will have. Most elderly persons who are independent took steps to prepare
themselves for old age and preserved their health when they were younger, although it is true
that not all old people who need nelp failed to take such steps, since chance, discrimination,
the economy, or simple bad luck can wreck any carefully prepared plan. Nevertheless, it would
take an inordinate amoun of good luck to override the effects of a lifetime of poor health
habits or financial imprudence.

Old age is a payoff stage of life, when decisions made and patterns adopted earlier begin to
produce dividends or exact their price. Poor health habits that for many years seemed to be
without cost can now show their cost in the form of earlier disability and earlier death, while
good health habits can add years to life. Love given to children thioughout their growing years
is, In most cases, amply repaid. Savings set aside year after year now will have accumulated to
4 significant sum that can be used to supplement pensions and health insurance to make the
retirement years more comfortable and the saver more independent.

It i« always difficult for people in their twenties and thirties to pattern their lives on the basis
of a future 30 or 40 years away. Still, young people, and anyone else who can, should consider
saving a larger fraction of incotzie as the best possible way to prepare for old age. As pointed
out in Chapter 2, this «ill have the added benefit of improving the Nation’s future economy —
and the Social Security System too — by helping to expand our national productive capacity.

Even actions taken in late middle age or in old age can significantly improve life and life
expectancy. For example, some studies indicagg that stopping cigarette smoking can lower the
chance of heart attack in as little as two months.

Individual actions as simple as marking possessions, installing proper locks on doors and
windows, and being careful when on the street can reduce, if not eliminate, a person's chances
of becoming a victim of crime. Educational programs can open pathways to second careers or
help elderly persons keep current with a rapidly changing world.

A number of .lew or developing techniques allow older persons to improve their.economic
pusition through maximum use of assets, tax advantages, and saving opportunities. The assets
tepresented by a mortgage-free house can often spell the difference between a precarious and a
«omfortable retirement. In the past, the aged were faced with the unhappy choice of remaining
in the residence and foregoing use of these assets, or selling the house and facing capital gains
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taxes and higher living costs elsewhere. Changés in the tax law have alleviated the capital gains
tax problem, and increased experimentation with reverse mortgages and guaranteed annuity
transfers indicates their promise as techniques to unlock another source of regular income in
old age. These programs have developed in a number of different forms, but the underlying
idea is that people remortgage their homes and receive.an annuity from investment of the
assets. When the homeowner dies, the mortgagor takes title to the house.

Other changes in the tax code have encouraged savings or have facilitated retention of
income by providipg an opportunity forthe elderly to take steps to benefit themselves:

* Tax-free saving certificates. — After October 1, 1981, $1,000in earned interest ($2,000 on a

joint return) from a variety of savings certificates can be excluded from income taxes.

e Indvidual retrement accounts. — All employees, including those participating in pension
plans, are now allowed to contribute to an IRA. The new maximum amount that can be
deducted by an individual is $2,000 (up from $1,500) plus an additional $250 for a
nonworking spouse. I{ the taxpayer is already in a pension plan, the IRA contribution can
be made to the pension plan to increase the taxpayer’s equity. ’

o Estate tax rehef for married couples. — Before January 1, 1982, surviving spouses had to pay
estate taxes on 50 percent of the joint.estate of the couple. The tax rates were the same as
those for any other estate on the taxable 50 percent. After January 1, no estate tax will be
owed by a surviving spouse c}n/a/ny portion of a joint estate.

//
. I:;x-clusmu of gain on thesale of a residence. — Taxpayers 55 or over can sell or exchange their
home and get a oncg-in-a-lifetime $125,000 exemption of the gain on that home.
// - -
e Indexing. — Beginning in 1985, tax brackets will be adjusted for inflation so taxpayers can
realize gaing-in personal income based on cost-of-living increases.

* Reduced individual income tax rates. — Several across the board reductions in tax rates have
recently been legisiated, the first being the 1.25 percent reduction in 1981. A 10 percent

reduction is scheduled for 1982, a 19 percent reduction in 1983, and 23 percent in 1984. The

maximum tax rate on any income was reduced from 70 percent to 50 percent effective
October 1, 1981.

» Credit for the elderly. — Under certain conditions, individuals over 65 and those under 65 and
retired under a public retirement system may be able to claim a credit and reduce their tax
liability by as much as $375 (single) or $562.50 (married filing jointly).

« Additional exemption for age and blindness. — Individuals can always take one exemption for
themselves. If they are over 65 they can take a second exemption, and if they are also blind
they may take a third exemption. The same exemption rules apply for spouses if filing a
joint return. i .

o New Exclusion for interst and dividend income. — At this time, $200 (3400 if married and
filing jointly) of qualfying interest and dividend income can be excluded from the adjusted
gross income calculation.

e Nonreporting of mcome. — Under current Federal Tax laws certain income sources need not
be reported. They include Social Security benefits, disablity retirement payments and other
benefits paid by the Veterans Administration, dividends on veterans’ life insurance, and life
insurance proceeds received because of a person’s death.

An important feature of all these tax changes is that government action has provided the
opportunity, but individual initiative is required if the potential benefit is to be realized.

States, localities, and private organizations are also providing potential benefits to older
Americans as the following examples show.
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Tax freezes. — The State Legislature in Connecticut, in cooperation with
various city councils, has changed its tax policy to relieve older homeowners of
increased property tax burdens after age 65.

Property tax deferrals. - Six States have instituted tax policy changes that allow older
persons te defer tax payments until property is sold and more resources are available.

Homestead exemptions. — Forty-one States have changed their tax codes to relieve older
persons of some'tax burden by reducing assessments.

Circuit-breaker taxes. — Thirty~ﬁyc States have relieved older pesons of some property tax
burden by reducing payments according to-income.

House sharing. — Many cities have directed their housing departments.to institute programs
enabling two or more individuals to share house expenses.

Group living. — Non profit organizations in many cities have promoted self-help among the
elderly by enabling groups of them to live together and share expenses as well as find
companionship. N

From these examples it is clear that individuals have numerous opportunities to prepare for a

comfortable and secure old age, if they are able to use them.
An additional aid that will develop during the next few years is the increasing value of older

workers to the economy. As discussed earlier in this report, the reduced birth rates of the
1960s and 1970s will produce a labor shortage that will make older workers more attractive to
employers. Incentives for older workers to remain in the workforce will increase, and this will
have the double advantage of taking some pressure off the Social Security system and keeping
more people fully integrated in society longer.

Most people in their sixties have no problems of health or competence that require
retirement. And there is no reason to believe, for most people, that passing 65 or 70 brings
infirmity or dependence or need for extra services. These services should be available for those
who need them, and they should be delivered fully, promptly, and efficiently.

THE ROLE OF THE FAMILY N .

The role of the family is complex and embodies numerous’components — economic, social,
psychological, philosophical, biological, and spiritual — none of which alone can fully describe
its functions. In describing the role of the family with regard to the aged, it is possible to
catalog roles and responsibilities using the categories of government programs: provide
economic security, serve as caregiver, provide transportation services and so forth. But this
categorization of the help that families can and usually do provide to their older members is
unnecessary. Simply put, families, to the extent that they can_ will provide the support thcir
older members need, including financiai advice and assistance, transportation, help with chores
or decisionmaking, or whatever other aid a parent or older relative needs.

But the family role becomes even more important when older persons grow less independent
because of insufficient savings or income, illness, or increasing frailty, Families have always
provided this kind of help to their older members. Before the growth of government programs,
families were the major — in many cases the only — source of help and support. In earlier
societies, older members stayed with their children, gradually changing their status from leader
to advienr until eventually their health failed and they needed care and assistance. People
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without families often had no one to care for them, at least until the development of poor
farms and charitably supported private institutions.

Federal programs to aid and support the elderly developed after the depression of the 1930s,
a period.of physical and economic dislocation that overwhelmed many families’ ability to
provide the kind of assistance to their older members that had been-taken for granted 10 years
earlier. During the next 40 years, a range of government programs was developed covering the -
same kinds-of services that a family would have provided, virtually alone, in earlier years.

These programs are needed. They provide services for pegple who do not have families to

- help them. And they provide support when the family’; economic and emotional resources are

overwhelmed by serious problems. But government programs should be designed and scaled to
reinforce, not replace, family efforts. Caregivers paid by government funds simply cannot
provide the personal service that a loving family can. And government programs can.never be
flexible enough in their rules and reghlations to provide the exact service that older persons
need at different times. ’ :

Most itnportant, we as a Nation can not afford to replace family care with government-
funded care. It has been estimated that over 80 percent of the care provided to the elderly is
provided by informal caregivers, usually families, without, pay or reimbursement. Fublic
policies that would reimburse family members for service to their older members, or would
discourage families from providing such care in favor of more publicly-funded, publicly-
provided care, would add untold billions to the budget. .

When the ratio of producers to dependent aged is high, it may make sense to tax everyone 10

" provide ‘services centrally to the smali number of elderly who need them. But as the ratio

decreases, the “‘insurance’’ aspect of the programs decreases as well; instead of taxing a large
number of producers a small amount each to provide benefits for a small number of recipients,
a smaller number of producers must b/eiaxéﬂ’at a high rate to provide government services for
a relatively large dependent population.

A better alternative is to count on families to provide a larger share of the help and suppart
for the elderly, and to reserve governmental assistance for those who have no family or whose
families lack the necessary resources.

FRIENDS, VOLUNTEERS, AND
PRIVATE NONPROFIT .
ORGANIZATIONS .

If the growth of government programs-has threatened to replace family responsibility, it has
had an even greater effect on the role of the community, neighborhood, and private voluntary
and charitable organizations. The perception has grown that these are no longer needed, that
government programs are providing everything necessary. Government programs decidedly are
not providing everything necessary. Private efforts not only can provide the same services at
lower cost and without red tape, they are better at providing some services than the
government. '

Transportation is an area where the private sector, State and local governments, and the
Federal governmént all have roles. Due to economic necessity, privately-owned transportation

_systems are increasingly concentrating on their most profitable routes and dropping or

decreasing service on the less profitable ones. The rural elderly in particular are adversely
affected, since rural transportation routes are usually the least profitable.

Public ownership of mass transit has expanded over the past 30 years in both municipal and
regional systems. The public systems have tried to restore the services dropped by the private
companies, but economic problems at these levels of government have prevented them from
doing all they would like. In many urban areas governments have provided excellent dial-a-ride

143 il Ul ) ol




ERIC

Aruitoxt provided by Eic:

services, and these should be continued and expanded where possible. The Federal Government
has subsidized the development and operation of transit systers, but its aid has been focused
mainly on high-use systems and routes. - y

For occasional travel, particularly in rural areas, the best solution will probably continue to
be a friend or neighbor. Churches-and community groups can help organize this approach by
using sign-up sheets and recruiting volunteers to drive one day a week.

Social services is another area in which the role of the nongovernment sector is strong.
Government recognizes that these organizations have flexibility that even well-run and well-
intentioned government bureaucracies do not. Much of the government-funded social service .
activity is in fact performed by the staffs of private social service organizations operating under
contract with the government.

) Thcse agencies should be supported not Just with tax dollars but by direct contributions of
money and time, for the more they are forcéd to rely on government funds the more like
government bureaucracies they will eventually become. Conversely, if they can rely more on an
independent source of income they will be better able to retain their traditional flexibility. ’

Nongovernmental efforts can also have a large payoff in the area of crime protection.
Programs like Neighborhood Watch extend the capabilities of local police and provide a-feeling
of security for older people.

Education, recreation, and cultural activities are lmportant for maintaining physical
coridition, mental alertness, and social contact. Education helps older people keep up with a
rapidly changing world. While advances in cable and satellite television systems promise a
broad range of new educational experiences at home, the value of person-to-person discussion
and the need to focus some educational activities on local issues means that community
discussion groups and other informal education will remain important.

.Recreation and cultural activities are best managed on a local, nongovernmental basis
because personal preference plays such a large role in determining individual participation. A
variety of different activities run by different organizations or informal groups is likely to
please more people than a large program run by government.

Churches serve the elderly in many ways. In addition to their primary role of providing
organized worship, they sponsor many activities that bring elderly together with their peers as
well as with younger people. Clergymen are often excellent counselors, and other members of
the congregation are often willing to help older members in time of trouble.

Voluntary organizations tend to be extremely sensitive to real needs precisely because they
are voluntary. The decision to volunteer time and money is personal, and the voluntary
agencies or groups have complete discretion in choosing their issues and targets with no
political constraints or bureaucratic regulations. If a voluntary or charitable organization
wastes time or money, or if it focuses on marginal problems, its funds will soon dry up and its

" volunteers will drift away. The voluntary sector, whether represented by a national

organization or a single concerned neighbor, can be counted on to operate efficiently and
responsively and to resolve problems that “‘fall through the cracks”. of clumsier, more

»

constrained government programs. )
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THE ROLE OF
THE BUSINESS SECTOR

Although it provides by far the most goods and services Americans receive, our private,
for-profit sector receives surprisingly little attention in considering ways to meet people’s
needs, including those of the elderly. We tend to focus on government, though the free
enterprise system in most instances is test capable of performing this function.

The business sector of our system has the advantage of being able to respond automatically
to our changing demands and preferences. It operates without all the difficulties inherent
in public programs, such as appropriating the “correct’’ level of funds, proper targeting,
excessive administrative expense, and conformance to a particular political ideology. Unlike
our public programs, the for-profit sector does not waste funds by providing people with
services they neither want nor need. And for the most part it operates efficiently,
effectively, and with minimal oversight.

It is essential that we do not unnecessarily inhibit the free enterprise system’s ability to
provide needed goods and services. :

The ptivate sector often has much to offer in areas we generally regard as a purely public
responsibility. An example is crime prevention, a major concern,of Americans, especially
the elderly. In response to this concern, housing projects are now being designed to make it
difficult for-a criminal to enter a residence without being seen by a neighbor. Improved '
window and door locks are another way the market has responded to the crime problem. Fire
protection has also been vastly improved through the production of easily installed and
inexpensive smoke alarms, which have already saved hundreds of lives.

The free market system provides-the best mechanism to meet many of the needs of the elderly.
As the absolute number of elderly Americans increases and their proportion of the population
grows, the private sector can be counted on to pay increased attention to their needs and interests.

STATE AND LOCAL GOVERNMENT )
State and local governments are responsible for more than managing and accounting for .
Federal funds they receive. They also have the responsibility to make themselves aware of
conditions affecting their older citizens and to exercise leadership so old problems can be
resolved and new opportunities can be created.

School districts should think creatively about ways to serve the middle-aged and the elderly.
The rate of technological change has accelerated to the point that many would benefit from
refresher courses that explain new technology or prepare people for new careers. At a time
when school enrollments are falling and pressures are building to close schools and eliminate
programs, increased attention to career development and continuing education would bring
together a growing need and a resource in good supply.

Transit authorities should be aware that the travel needs and schedules of the elderly often
differ from those of commuters. In some cas¢s, routes, schedules, and fares can be adjusted in
the middle of the day to accommodate elderly riders without substantially raising costs or
affecting the quality of morning and evening commuter service.

Police forces are hard pressed-and there is little that can be suggested here to improve their
effectiveness, but we hope they will continue to remind people of the steps they can take as
individuals to deter crime and the steps that communities can take‘to make their
neighborhoods safer. Judges and juries should become more aware of the terrible effect of
crime on the elderly-that it not only takes their savings and threatens their lives and health,
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but that fear of crime makes them more isolated, less able to trust others, less willing to travel

the streets alone, less independent. They should consider these additionxl factors when setting

bail or deciding on a sentence. Some States have passed Victim Impact laws, which require

Judges or juries before imposing a sentence to read a statement detailing the effect of the crime

on the victim: financial losses, hospital or medical expenses, lingering health problems resulting
. from the crime, and psychological effects.

There are many opportunities in the housing area for State and local government leadership.
Laws authorizing and governing reverse mortgage plans, zoning ordinances permitting group
housmg or construction of ‘‘granny flats,” real estate tax reductions or deferrals, all represent
areas in which some States and communities have taken action; changing demographic patterns
and changes in the economy are making certain policies desirable that only a few years ago
were rejected by most people and most communities. Likewise, some housing and development
goals encourdged by ordinances passed 20 years ago are now seen as inappropriate because of
energy cost increases, inflation, and changing demographics. States and communities should
seriously consider changing some laws that are no longer needed, but they should do so
carefully so as not to throw out needed protections in their search for new flexibility.

-

@

THE FEDERAL GOVERNMENT

Federal support for the elderly is and will continue to be strong. While the elderly
comprlse about 12 percent of the total population, they receive approximately 28 percent
of Federal budget outlays. Federal support for the elderly will @verage over 37,500 per
individual in fiscal year 1983. This mose than doubles Federal spending on elderly programs
in fiscal year 1978. Over the next five years, Federal spending for the elderly will increase
-125 percent as fast as overall Federal spending.

The Federal Government will continue to exercise its responsibilities. Several of these —
including preserving the Social Security system, encouraging good health habits and
reducing health care costs, and supporting research on issues related to the aging — are
discussed in other chapters. The Federal Government will also provide services and
protections to those who truly need help: those who cannot care for themselves, and for
whom family, community, or State assistance is not enough. It will continue to support
the activities sponsored under the Older Americans Act. These programs provide a range
of services often not provided by other programs. And it will support expansion of the
protections afforded in the Age Discrimination in Employment Act through the elimination
of mandatory retirement. ° - .

Retirement should be a bilateral agreement between an employee and an employer.
Amendment of the law in this way may be the most significant step of all in achieving our
avowed goal: to give older Americans maximum freedom of choice and encourage their
continued integration in society, in the workforce, in the business of America, for as
long as possible.
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RECOMMENDATIONS .
Services
e Efforts to target Federal resources on older persons most in need should be expanded.

o States and locahities should be encouraged to improve access (0 existing services for older
persons, rather than create separate service delivery mechanisms for the elderly.

»  The Department of Health and Humar Services should continue to work with Federal
Departments, organizations and voluntary groups to assure that appropriate services are

_ available to elderly persons in need. ' _

»  States and localities should be encouraged to promote and maintain intergenerational
activities and to integrate the elderly into existing service programs.

Public and private agencies serving the aging should be cognizant of the particular needs
of minority populations, including blacks, Hispdnics, Asian Pacific Americans, and Native
Americans. ) .

-

Housing —
e The Federal Government should work with private sector, State, and local governments to
explore housing options for older persons. This exploration should include analysis of

innovative financing, construction, and living arrangements.

Fransportation

e Transit authorities should explore ways in which the needs of the elderly can be met — such
as mid-day route and fare adjustments ~ without increasing the costs or decreasing the
quality of rush hour service,

Voluntary
¢  Programs to encourage voluntary service by the elderly should be encouraged by both the
public and private sectors.

Educatinn

o Educational programs, under a variety of auspices, should be available to older men and
women and should provide skilled training, job counseling, and job placement, all of which
wilt enhance their ability to stay in or rejoin the worzforce or to enhance second careers

Crime

o Older persons should be encouraged to play an active role in crime preventionrand should
be made aware of the stept they can take to minimize the risk of being victimized,

REFERENCES AND NOTES

1 See Martr Feldman, **Socal Stcunty, Induced
Renrement, and Argregare Capital Accumulatton ™
Journdl of Politicat Econumy, Vol B2 (1974
wWis 925

2 Fot a dicusson of this rsut, see Long Teim
Cure Badkground and Future Direcpnny
Health Care Financng Adsuntratton Foblication
No 81-20047. b
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. RESEARCH

INTRODUCTION

‘ N ] ¢ Americans have a deep conviction that research will bring us continuing benefits —
longer lives, healthier lives, better lives, and better and less expensive services. Our

nauonal commitment to research.has brought remarkable success in all.of these areas,

except in the control of the costs of medical care services. -

It is often said that the growth of longevnty in the United States is due to medical
achievements that have reduced the toll of childhood diseases, New dcvclopmcnts make that
explanation only a partial one. Statistical studie. havm&ﬁ clear that in recent years
longevity i improvements for adults have exceeded those for ch}{drcn In the 50 years from
1900 to 1950 life cxpcctancy at birth increased by 38.4 percent wmlc life expectancy at age 45
increased by only 14.9 percent. 21n the 30 years between 1950 and 1980, however, life
expectancy at birth mcreascd by only 8.1 percent compared with apr increase of 12.6 percent
for life expectancy at age 45. Between 1970 and 1980 the age-adjusted death rate declined 37.4
percent for stroke and 19.0 percent for heart disease, our third and ﬁrst leading causes of
death respectively. \

The changing statistics reflect medical advances. Each year, for example 65,000 Americans
find new freedom of mobility as well as freedom from pain by receiving gruf‘ icial hip joints.
Pacemakers, coronary bypasses, organ replacement, insulin pumps, and a long list of other
recent medical breakthroughs have given new life to tens of thousands of adults. cach of these
improvements can be traced directly to research. There is every reason to cxp\ect research
benefits in the future to be as great as those we have reaped in the past. y

.That we can and must continue to progress was assuredly the viewpoint of bc\th the 1981
and the 1971 White House Conference on Aging. Yet there were important dnffereuces in
emphasis between the two Conferences.

A review of the reccommendations for research on aging made by the 1971 Confcrcnc.e
provides a useful perspective. That Conference met when inflation was little more thap a word
m the dlcuonary {except i2 the area.of medical care where it was alrcady quite noticeable), the

“‘energy crisis’’ was not even dreamed of, and President Johnson's Great Society programs
were well underway. Our confidence in our government's ability to improve our lives through
research was perhaps at jts zenith. The [971 Conference recommended:

1. A National Institute of Gerontologs to support and conduct research and training in the
biomedical and social-behavioral aspects of aging. .

2. An Executive Office on Aging with authority to develop and coordinate programs for the
agcd at all levels of government, including research and demonstration programs, and to
oversee their translation into action. ’
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3. A major increase in Federal funds for research, research training, and déhonstratioﬁ .
,projects in the field of aging, the projects to be funded by no less than 3.5 percent of
gcpcral revenues appropriated for programs in the interest of older persons.

4, Funding of reséarch, research training, and demonstration projects on aging to be allpcated-
16 racial and ethnic minority groups in proportion to their numbers in the total population,
with attention to recruitment and training of minority group students to become competent

researchers in gerontology.

I3

s. Recruitment and training of women and representation of women on bodies with
responsibility for allocating training ar.d research funds.

6. A clearinghouse to collect and disseminate current research findings in the field of aging to
practitioners in the field and to the general public. .

7. Prompt allocation of appropriated Federal research, demonstration and training funds and
prompt implementation of intramural and extramural programs-suppotted those funds.

8. Assured continuation and-funding of Federally-funded demonstration projects that have
proved successful. . g’
H

.

These recommendations of the 1971 Conference focused mainly on the resources necessary
for research and-the organization of research. Several of the recommendations have been met.
"The National Institute on Aging was established in 1974, its budget has_increased-eachyear, . ’
and its 1983 budget will reach $84 million. The problems suggested by Recomimendations 7 and
8 are largely resolved. Recommendations 2 and 3 were noi met, -and marginal improvements

have been made on 4, 5, and 6. .

It is interesting to_note the lack of specific reference to several subjects that were important
to the 1981 delegates: disease-prevention, work opportunity for the elderly, the need for a
continuum of long-term care including in-home care, and -medical care costs. Perhaps these
issues were discussed in 1971 but were not incorporated into the recommendations. Or perhaps
the issues so important to the 1981 delegates were not considered significant in 1971.

It could also be hypothesized that in 1971 there was little sense of fiscal constraint, so no
attention was given fp priorities for research or acknowledgement of the choices that might be
necessary. In 1981 there was definite indication that resources for researcli were of concern to
the delegates. The recommendations on specific types of research and training to be funded far
outnumbered those concerned with research resource development and organization of
research. And while the 1981 Conference recommended that the-government-match the private . _ e
sector’s commitment to research, the 1971 recommendation that 3.5 percent of revenues for

. e e

\ programs in the interests of older persons be allocated for research and training had, in 1981,

been reduced to 2 percent.
The 1981 delegates further recommended that, “Funds for research should not be allocated X
|

at the expense of funds to beneficiaries in those programs that are being studied.”’” Thus the
delegates exhibited a very high sense of responsibility to the needs of the elderly, as well as
awareness of the fiscal problems now facing the country and the likelihood that choices among
the recommendations might be required. ’

Choice among research and training options is a continual issue in the development of
government budgets. Choices may be based on cost-benefit criteria or on very subjective
impressions or on a combination of both. In considering how to divide funds between
competing research needs, the issues can become extremely complex. Is is not easy to decide
how to allocate between competing research needs: resource development versus execution of
research; basic versus applied research; research that extends life versus research that improves
its quality; research to reduce government progiam ,?penditurcs versus research to improve

~
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services to the rural or minority elderly, research with short-term payoffs versus longer-range
research; prevention research versus research on cures versus rehabnhtauon research? Although
cost;benefit analysis might be the preferred approach, we lack the knowledge to resolve all the
questions that might be raised concerning choices and priorities. Ultimately, consensus about
the allocation of research resources must_be achieved through interaction between the
Executive and Legislative branches of government during the budget development process.

t

'

TOWARD A RESEARCH
POLICY ON AGING

This national policy for Tesearch on aging is based on the following premises:

® Federal budgetary restraints will not s:gmf‘cantly retard the rate of research progress.
Federal research dollars for agmg have increased rapidly in recent years but have slowed for
the past two. However, we can expect continued research productivity, We have the
resources: trained researchers have never been more plentiful; our data bases are more
complete than ever; and rapid advances in computer technology have given us better
information processing capabilities than we had in the 1970s. Better use of resources and
better coordination will make our research efforts more effective in the years immediztely
ahead. Nevertheless, dollars remain an important requirement for research on aging. Severe
underfunding of any element' — manpower training, information bases, data processing
capability, and new hasic and appli/cd research — could be very damaging.

* Distinct boundaries cannot be drawn between research on aging and other kinds of research.
The sharp decline in death rates from several diseases of adult life is due to research
progress on many fronts, not just in the field of aging. The National Center for Health
Statistics estimates that the total cradication of cancer would increase average lifespan in the
United States by 2.4 years, yet the billion dollars budgeted annually (o the National Cancer
Institute is not classified as aging research. Similarly, research on housing for the poor and
on the other sccial programs usually benefits the aged along with other groups. Qur .
perspective on the kinds of research that will benefit th. _.Jerly should not be too narrow.

o Laboratory and clinical rese 1. ch demonstrations, and eul:ins, as well as studies.
designed to reduce program cuv..s e all relevant to o older population. For the purpoww
. of this discussion, no distinction is drawn between these acti sties.

* Other institutions besides the Federui Government are invvlved in research related to aging.
Although most biological and social research related to aging is supported by Federal funds,
other levels of government and the private sector make siznificant conuibutions and are
important resources. , ,




MAJOR FUNDING SOURCES
FOR AGING RESEARCH

Although.a very substantidl amount of age-related research is done by the pharmaceutical
industry, most of it is funded by the Federal Government, principally the Department of
Health and Human Services. !

_ Within HHS, the Natjonal Institute on Aging leads both in dollar amount and in variety of
age-related research activities, but other agencies of the Department are also involved. The
National Institute of Mental Health, for example, funds intramural and extramural research on
mental processes. The Health Care Financing Administration funds research and
demonstration projects relating to Medicare and Medicaid. The Social Securfty Administration,
the Office of the Assistant Secretary for Planning and Evaluation, the Ceater for Health
Services Research, the National Center for Health Statistics, and all the Institutes of the
National Institutes of Health also fund and conduct research that is relevant to the aged.

Nunle’rpus'other Federal agencies and departments, including the Veterans Administration,
have active research programs that study age-related problems. Most of these programs are
relatively small and are often quite specialized, depending on the agency's mission.

NEEDED RESEARCH IN SOCIAL AND
ECONOMIC AREAS RELATED TO AGING

Desigatng a sensible and effective National Policy on Aging requires a great deal of
information. We need to study ‘retircment. the \:etired population, and the institutions that
support that population. We need to find the best ways to design programs to serve the diverse
and changing needs of this group. We need information on the number and nature of the
elderly, now and in the future. We need to know how the institutions that support the elderly
— particularly those that provide retirement income — aftect the well-being of the elderly and
the zconomy as a whole. Specific areas needing research are discussed in this section.

Research on Work Oppartunities for the Eiderly

The right to work in old age was a major theme of the 1981 Conference. A Conference
Committee recommendation to abolish mandatory retirement and allow the clderly to continue
working if they want to received the strongest support of any recommendation in the post-
Conference survey of delegates. This recommendation is also supported by the President. The
age at retirement was also identified as a critical issue earlier in this report. Chapter 1, dealing
with the economic implications of an aging population, showed that retirement age affects
national productivity and the strength of the Sociat Security systen.

Developing effective policy in this area requires research. Before we can design programs
and policies to structure workplaces and jobs to accommodate older workers, many questions
have to be answered. For example: What factors produce social competence and personal
satisfaction in later life? What can government and private organizations do to promote
employment for the elderly who want to work? What are the best ways to increase the use of
part-time jobs and flexible or phased retirement for older workers? How do various aspects of
health, impairment, and disability relate to employment?

To promote work opportonities for the elderly we need better information on the future size
and characteristics of the older population as well as better understanding of the economic and
social factors that influence the decision to retire or continue working, the factors that affect
employers' demand for the labor of older workers, and the effect on worker productivity of
advancing age. All of this behavior may be substantially influenced by government regulation,
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tax and transfer policies, and the practices of employers. The cumulatise impast of these

influences during individuals' working lives could have major effects on the character of the
retired population, the rest of society, and the economy. '

Finally, we need better information on how retirement income progtams affeut the cwnosxy
through their effects on aggregate labor supply. Do the savings effects of these programs
influence capital formation and.productivity? How will the financial markets and the economy
be affected when the baby boom generation retires and begins to draw down the reseives of
pension funds?

Research on Competition in the Medical-Care Dellvery Sysiem /

H .

Chapter 3 discussed some of the problems in our health care delivery system and how these
problems are increasing medical care costs. Clearly, changes must be made if the aged are to
be assured affordable medical care. !

One way that has been recommended is to stimulate competition in the health system. Past
research has-laid a solid foundation of formation on how the health system functions and
has suggested the role that competition could play, but greater depth of knowledge may be
needed about how consumers, providers, and insurers would respond to the incentives of a
more competitive health care market,

Rescarch is also needed tO generate informatioa in the public domain to help the-private
sector 1mprove efficiency 1n health care {inancing and delivery. Current policy relies heavily on
the private sector for innovations that enhanwe efficiency. Rather than attempt to control the
private sector through regulation, current policy is to remove impediments to allow private
sector activities to move freely in desired directions. Information provided by sesearch can help
the private sector make informed decisions.

A 1982 report prepared for the National Center for Health Servicey Research identified fise
specific research topics relatifig to competiton in the health care system. the effects of (1)
greater out-of-pocket payments by consumers, (2) changes in taxation of employez-provided
health benefits, (3) the spread of health maintenance organizations and other alternative
delivery systems, (4) changes in insurance programs, and (5) changes in the nature and ealent
of regulation in the health system. .

Discussion of each-of these topics 13 beyond the scope of this report, but some general
remarks can be made about the current state and direction of research 1n these dreas. In some
cases, very hitle 1s known about how certain reforms would change behavior in the market.
For example, little information exists on how novel developments such as business-health
coalitions, preferred provider plans, and vompany administered ““stay well'” plans are affecting
health care expenditures. In many cases we hnow the direction of Jhe effect that would be
produced by a certain reform but not its magnitude. An cxample is the extent to which losy
preferential tax treatment of employer-pawd health bercfits would deflect the trend to ever
more expensive "first-dollar’” health insurance.

Despite these uncertainties, it would be incorrect to assume that nothufig or very hittle i
known about the health care market’s hikely response to ncw incennives. In fadl, much of pax
health services research 1s.entirely relevant to current health policy deliberations, and part of
the task of current research 1s 1o synthesize those past findings 0 they can serve as a
foundation for new research.

Bath the private and public sectors have roles to play in preducing new Infurmation on the
prospects for the consequences of a more vompeutne health system. Even niow, some of the
tesearch budget of the Department of Health and Human Serviees is devoted to investigating
compettion-related issues, and part of this aclisity 1s to discorver information being produced
in the private sector and determinc sts pmpheations for devaioping competitive reform in health
care financing and delnery. There 18 much more to be learned in this tapidly changing arca.
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Research on Long-Term Care

Lonp-term care for the elderly imvolves principally the fast-growing population age 75 and
over. Although the rate of increase in this populaton is diminishing (see Table 1), it is
nevertheless sufficiently high to alert us to the increasing need for long term care services.

The costs of long-term care have been the fastest growing of any 1n the health sector and are
projected to have the fastest growth for the remainder of this century. This growth is due not
only to the mereasing size of the aged population but also to the Kerr-Mills and Medicaid
programs of the 1960s. Because of the growth of these programs and oceasional scandals in the
vare provided to elderly nursing home patients, 2 strong <all hay been raised for alternatives to
the mstitutionahization of the disabled elderly .

I he mtitutionalizest elderly person today tends to bea woman ho b sutlived her husband
Prior to msntutonahzation she was poor and Ined alone She wan unable to purchase the servioes
e needed and had no one at home to provide for her She was 4dmutied to a nursing home from a
hospital Ancther prrson with the same medical condition, but with money of & caregiver, might
freser Toguie 4 nurang hopwe. The fie ¢ patient would reguire consaderably more assistance to
o ititatnsd zation than the seeond '

It + widely behwsed that many nuning home patients could be cared for in their own homues
i ~ervives could be provided to them there, This helief was reflected in the post-Conference
arsey of delegates. the second and third most favured recommendations that emerged from
the 1981 Conference were espanded bome health care and s-hore services, and ax incentives
tor Lamby care of elderly relatnes &t honie. )

Oser the past several years the Department o Health and Human Services has funded a
nunsber of prowects throughout the couniry to allow States 1o study and develup systems for
home dnd community cate. The Department and several States (using thaer swn funds) have
aho conducted gxperiments o see f sufficent care Gan be prov.ded to the impaired ciderly in
their homes A number of home of COMMIMMLY L demonstranon studies have also been
carried out, and many are wurrently anderway Although few results are vet available, there
high mterest 1o the home-care aternabive Congress, m Section 2176 of the 198] Budget
Reconciiation Act, permitted the States, under certam conditions, to vsabhish home and
COMMUNI care programy as substitutes tor sklled nueving and imtermediate care facihitnes A
pamber o States are making usi of ths opportumty.

The Gial 1esults of thise efforts dre rot vt in, but prelimnary analysis by Stassen and
Hulashan™ shows moed resalts the qualiny of e tor patients probably improved but costs
are probably higher The authors stat

From the rovea of conanumily-widy coordimated care demonsttations, Jay-care propranis, and
-homie o g proprams, we hise conduded thut there s only a limued amount of evidenicy
that commumty-bised aorsioes cubitute for weshtational care. . [Tlheie is hittle direet vvidense
of overall vort reduutons realimg from the we of communty baed services.  Inosum,
communits -baed wrices dppedr o have @ generally betiee ympact on outcome than
etitutiond care Whether thew improved outoome are wonh (he costs is & pohtical or sockd
judement well buvond the soope of this repa

These studies are desipned 1o demomstrate that paticnts who would othersas requie
in-titutionalization can be eftectnely treated m ther own homes at less costaf they ar
provided services asadable m thet commumties. The most difficaly aspect of these programs v
thie ~creciny of camdidiate patients to accepd tar home xnd commumity care treatment only theee
whe would otherwie reguire placumien! 1R an ittation. Too often i these studies patients
welented for home care, though wnpared, would never have sought nursing home care, o the
wWenttied sy are dhiory 1 the patenss dctually reqintsng stitutionahization conlid by
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precsely dentified and successtully treated at hone, this would presumably result in lower
pursing home owoupancy rates. This has not oceurred, and since most advocates for home and
community .are do not anticipate that it will, it appears quite possible that the home and
wommunity vare movement will result in an additional set of services without counterbalanaing
savings in nursing home services. Society may well be willing to pay this price. This would
<Ieate a new community health care and souial services delivery system that could grow to a
very substantial size. .

Additional research findings are rapidly becoming available, and some ol ;them will provide
at least provisional answers to many of these questions. The area deserves and must receive
thorough attention by researchers, policymakers, and legislators. It is critical that we learn
mure about these new home and community cate systems to ensure that they provide the
needed services at aceeptable costs Otherwise, 1n today’s tight fiscal environment, they will be
unable 10 survive.

NEEDED RESEARCH ON THE
BIOMEDICAL ASPECTS OF AGING

Disease Prevention and Health Promotion
Rescarch is needed on appropriate measures to retard the rate of biological decline associated
with aging, to prevent or delay the onset of chronic disease processes, and to evaluate
biologival and psychological factors that contribute to the maintenance of healih and
well being of the elderly. Many ot the health problems that result in loss of independence
among the elderly could be avoided by heightened health awareness during the middle years as
well as during old age. Examples include improved nutntion, physical fitness and exercise,
wontrol of stress, and the effects of sodal networks on health. Research opportunities, as well
as effurts tancrease public awareness and transfer existing knowledge to health professionals,
must be pursued. ‘

Improsed hiological markers are needed 1o measure physiologieal age for companson with
chronologial age 1o permat better studies of agang and the effects of more healthful lifestyles

Dementlias of Aglng
Approsanately 3 to 4 mulhon ¢dderly Ameinans suffer from demenua, often of the Alzheimer's
type. This disease of unknown vuology s charavteniced by intellectual deterioration and
iabality to varey out the tasks ot daily Lising. It o the consensu~ of the biomedical community
that dementias of aging are not an inevitable wonsequence of growing old but are disease states
that «an be understood and remedied. The human and health care ¢osts of senile dementias call
tor a maor reseanch ioative amed at presention, specific diagnoses, and treatment.
AY

U nderstanding the Aging Process
Researh s needed to understand the phy siologieal deding tha asf&ompﬂmcx agung and renders
bivlogieal systems increasimgly Tess effioent and more susweptiblesto disease. The goal of this
researoh 1x e retard the agimg process s

1
Bring Geriatrics info the Mainstream of Academic Medicine
New hnowledee must be deseloped to diagnose and treat the diseases and disabilities of old
ave, with emphasiv on the major sourves of mortudity and magriahty among the elderly,
mduding dementia, inconnnence, muscatosheletal disorders, pneumonia, fall inpuries,
aenovomual infectons, and decubstus aleers (bed sores), Integral elements of this research
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emphasis are the development of & cadre of health care professionals competent in geriatrics
and movement of geriatrics into the mainstream of U.S. academic medicine.

RESEARCH RESOURCES

The Research Commuttee of the 1981 White House Conference on Aging emphasized the
importance of resources for research on aging, the need for long-term Federal commitment to
their support, and flexibility to develop new resources to respond to advances in the field and
the changing needs of investigators. ’ :
A program for research on aging should address three kinds of resources for research
capability: institutional, human, and physical.
o Investigators and thewr wstitutions are the heart of scientific inquiry. Research activity at
academic and other institutions must be fostered and research support provided in a stable
manner.,

¢ Tramng of new researchers is essential to sustain a healthy research capability into the
tuture. As stated earlier in this chapter. current fiscal constraints are temporary and will '
improve with the economy. and thus will not significantly retard the rate of research. Like
research money, funds for training wiil also feel the squeeze, but we must not neglect this
key to our future research potential.

e Critical 1o0ls for aging research include such specialized resources as libraries, census
statistics, a variety of data bases and equipment to progess them, genetic and cell culture
resources, and animal models, as well as human populations for clinical, sociological, and
epidemiological studies on aging. It should be recognized that these types of resources must
be maintained over time,

HEALTH CARE PROFESSIONALS

IN AGING'

The increase 1n the aged population will require more trained geriatricians as well as other
professionals and paraprofessionals for service in hospitals and long-term care facilities,
including teaching nursing homes, Teaching nursing homes, affiliated with established medical
centers, are an important new concept that responds to an acute need in our society. Careful
study should be given in the implementation of this concept, however, in order to avoid a
narrow concentration on the medical model to the exclusion of a broader sociomedical model
that also incorporates in-home and community services.

CONCLUSION

It has been said that more than death itself we fear a long period of suffering and debility
before death. Above all, we wish to avoid the lingering terminal illness. The ideal life would be
years of interested active involvement with our community, job, friends, family, and spouse,
ending 1n no more than a very brief illness. Although it has not been thoroughly documented,
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there is good evideace that over the past several decades we have been moving toward thls
ideal.6

Thanks in part.to epidemiological and biomedical research, more and more of us in recent
decades are approaching what may be our maximum, genetically programmed life span, when,
having survived childhood and not succumbed to some chronic disease as adults, we reach the
point when a number of our body syst=ms simply wear out and quit working.

Research will aid the continuation of this favorable trend, of course, but improvement of
our own individual health habits will do far more to give full and healthy lives than any
amount of research. Life expectancy for 40-year-olds increased less than 5 years between 1940
and 1980, despite spectacular research and medical advances in that period. In contrast,
epidemiologic studies have shown that our patterns of daily living have a very powerful effect
on our health and longevity. Belloc and Breslow ’ found that the best practices to promote
health and longevity were 7-8 hours of sleep each night, eating breakfast daily with only
occasional snacks between meals, being neither excessively underweight nor overweight,
frequent physical activity, avoidance of excessive alcohol, and the less.smoking the better.

Belloc8 found that these relationships held for the elderly as well as the young and that the
improvement of even a single habit can be beneficial. Forty-five-year-old men who follow six
or more of these good practices will average 11 more years of life than men who follow three
or fewer. For women, the difference is 7 years. These added years of hfe exceed the overall
improvement in longevity between 1940 and 1980.

The message from these studies is clear. those of us with poor habits have the opportunity to
live longer if we choose, we have a great deal of ability to determine how long and how well
we shall live. The major chronic diseases—heart disease, cancer, stroke—are more easily
prevented than cured. Though we as a society continue to give biomedical research a high
priority, cuar highest priority as individuals must be our responsibilities to ourselves.

RECOMMENDATIONS

¢  The Department of Health and Human Services should improve its coordination of overall
strategy for its research on aging to ensure that priority areas are adequately funded and that
duplicative research activities are avoided.

¢  Research in disease prevention and health promotion should receive the highest priority.
The knowledge we already possess must be exploited. New studies are needed to establish
improved biological marhers of physiological age. Study of the personal motivators for
improved health habits is also essential.

®  Researvh on work and retirement, program cost containment initiatives, and long term care
must also receive high priority. The strong rationale for such studies is developed in the
chapters of this National Policy on Aging.

* Increased study of senile dementias, including those of the Alzhelmer stype, is urgently
needed.

*  The necessary supports for aging research must be protected to ensure a continuing capacity
to advance geriatric knowledge.

*  Research knowledge must continue te be disseminated with maxinmum effectiveness.

*  The Department of Health and IHHuman Services should meet with private foundations and
corporations to coordinate aging research activities and to encourage their increased
participation in aging research.

e Cooperation and coordination of aging research among American scientists should be
" fostered, and liaison with the scientists of other countries should be continued.
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