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SPENDING REDUCTION PROPOSALS

THURSDAY, MARCH 26, 1981

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:08 a.m., in room
2221, Everett McKinley Dirksen Office Building, Hon. Robert J.
Dole (chairman of the committee), presiding.

Present: Senators Dole, Packwood, Armstrong, Grassley, Moyni-
han, and Baucus.

The CHAIRMAN. We can go ahead and start. We have other
members coming and going this morning, as we have in the past.

Our first witness this morning on the administration’s spending .
reduction é:eroposal is Gregory Ahart, Director of Human Resources
Division, General Accounting Office, Washington, D.C.

As I say to other witnesses, you may proceed in any way you
wish. Your entire statement will be made a part of the record.

There probably will be some questions from members.

STATEMENT OF GREGORY AHART, DIRECTOR, HUMAN RE-
SOURCES DIVISION, GENERAL ACCOUNTING OFFICE, WASH-
INGTON, D.C., ACCOMPANIED BY ANDREW KULANKO, AREA
MANAGER, HUMAN RESOURCES DIVISION; LARRY ALDRICH,
GAO EVALUATOR, LOS ANGELES REGIONAL OFFICE

Mr. AHART. Thank you, Mr. Chairman.

I have with me this morning Mr. Larr% Aldrich from our Los
Angeles Regional Office and Mr. Andrew Kulanko on my staff in
the Human Resources Division. »

I have a relatively short statement, but I will summarize it in
the interest of time.

We have been asked to discuss principally today the minimum
social security benefit reduction. We issued a report on this provi-
sion in December 1979, which recommended that the minimum
benefit be repealed. ‘

We have t:‘forted on other provisions of the Social Security
Act which, if modified or eliminated, could result in significant
savings to the trust fund. ,

We would be happy to share with you our thoughts on these, if
time permits, and if the committee desires.

I would like to explain briefly what our 1979 study encompassed,
what the results showed, and why we believe the minimum benefit
should be eliminated. -

I should point out that the President’s proposal to eliminate the
minimum benefit differs from ours in that it applies to e‘i)eople on
social security, as well as people who will become entitled to bene-

)
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fits in the future. Our recommendation applied only to future
beneficiaries.

We found that the minimum benefit provision, which was intend-
ed to help the poor, has in recent years mainly benefited retired
government workers with pensions and homemakers supported by
their spouses’ incomes.

Ironically, most needy people receive no additional income from
the minimum benefit because they are covered by the SSI program
which requires a dollar-for-dollar offset for other income received.

Updated estimates show that eliminating the minimum for new
beneficiaries would save $405 million during fiscal years 1982
- through 1986, net of a $245 million increase in supplemental secu-
rit;i:hincome.

e Social Security Act has always had a provision for a mini-
mum benefit. Its original purpose was to aid administration and to
avoid paying benefits that would be of little value to the benefici-

. mYnitially, the lowest monthly benefit possible was $10.

The Congress increased the minimum benefit over time because
it believed most of the benificiaries were r and needed assist-
ance. In recent years, the Advisory Council on Social Security and
others have pointed out that increasingly the minimum benefit is
being paid to people who have not relied on their covered earnings
as their primar{' source of income.

The Council labeled the minimum benefit a windfall when paid
to these people. By its very nature, it does provide an unearned
bonus or windfall. It establishes a minimum whenever the regular
formula for computing benefits results in a smaller amount. '

The phrase, “eliminate the minimum benefit,” is somewhat mis-
leading implying that minimum beneficiaries will no longer receive
social security benefits. This is not the case. They would receive the
payment resulting from applying the regular benefit formula to
their work history of earnings. ‘

In our study, we wanted to determine the income characteristics
of the people who received the minimum benefit. We analyzed
selected Federal records on a random sample of beneficiaries who
were awarded minimum benefits during 1977.

We found three distinct minimum beneficiary groups. First,
those who generally received no additional income from the mini-
mum provision. That accounted for 44 percent of our sample. Those
with other primary income, which accounted for 30 percent, and
those for which there was insufficient data to determine the indi-
vidual's financial status, the remaining 26 percent. .
 Included in the 44 percent, who receive no additional income
were 18 percent who were supplemental securit{ income recipients.
As I have previously mentioned, there is a dollar-for-dollar offset
required under this program. @ - ‘ =

, about 23 percent of our sample were dually entitled. That
is, they were entitled to social security on either their own or their
spouse’st account, and the spouse’s account provided the higher
payment. | 3

the 30 percent of our sample for which Federal records
showed other 13rima!.)r3'0 sources of income, half received a Federal -
pension averaging $900 a month, and one-third depended primarily
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on their working spouses, who were earning an average of at least
$13,700 a year. ‘ :

We were unable to determine from Federal records the extent to
which the 26 percent depended on social security for their sup{x_:ort.
However, a more limited detailed analysis of a sample of beneficia-
ries in the Los Angeles area showed that most had some other
primary means of support, such as State or local pensions. -

Turning now to the characteristics of minimum beneficiaries, we
found that most minimum beneficiaries were part-time or intermit-
tent workers, never a permanent part of the labor force covered by
social security. .

Generally, they could not have depended primarily on the cov-
ered earnings because they were too low. Their average covered
?g;gings were only about $22 a month for the period 1953 through

Only 3 percent had covered earnings of as much as $4,000 during
any single year and only one-third had covered earnings of as
much as $2,000 in any year.

Contrary to the concept of partially replacing covered earnings
upon retirement, they received benefits that were about four times
larger than their average monthly covered earnings.

Many persons had not worked in covered employment for several
yearS§ before receiving social security. For these people, social secu-
rity was a new source of income rather than a replacement for lost
covered earnings.

Social security amendments in 1977 froze the entry level of mini-
mum beneficiaries at $122 a month as of January 1979.

According to the Social Security Administration it would take
more than 30 years for the freezing action to eliminate minimum
benefits. Recognizing this and considering the financial condition of
the social security trust funds, we recommended that the Congress
repeal the minimum social security benefit provision for new bene-
ficiaries. '

That concludes my summary with respect to the minimum bene-
fit provision, Mr. Chairman.

As I mentioned earlier, there are additional areas we have re-
ported on where savings could be realized. Phasing out student
benefits could save about $5 billion over a 5-year period.

Phasing out the death benefit could save about $2 billion during
a 5-year period. Rounding benefit payments to the nearest penny,
rather than the next highest dime, as is done now, would save
about $390 million over the next 7 years.

Also, in a few weeks we will report that revising the benefit
formula to stop the advantage it now provides to workers who
worked for only short periods in covered employment could reduce
expenditures by an estimated $11 to $15 billion over the next 10
years.

That concludes a summary of my statement, Mr. Chairman. We
would be pleased to respond to any questions that you or other
members of the committee might have.

The CHAIRMAN. I think with reference to that last statement,
that report, you say, will be available soon?
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Mr. AHART. That report will be available. I think we would be in
a position to make a draft of it available most any time, Mr.
Chairman.

The CHAIRMAN. It might be helpful because we are looking for
some flexibility, I guess is the best way to put it, as we soon start
trying to find some savings for this committee’s jurisdiction. That
might be very helpful.

r. AHART. Let us see if we can make a draft available to the
committee for its use.
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BY THE COMPTROLLER GENERAL

Report To The Congress

OF THE UNITED STATES

Revising Social Security Benefit
Formula Which Favors Short-Term
Workers Could Save Billions

People who have worked for only a short
period under social security receive propor-
tionately more for their social security tax
dollar than lifetime workers. In this. report,
GAO presents two alternative formulas for
computing benefits which would end this
favorable treatment. Adoption of either alter-
native could save the overburdened social
security trust funds from $11 billion to $15
billion over the next decade, depending on
the method used.

HRD-81.53

&
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CC/ /W TROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20840

B-202579

To the President of the Senate and the
Speaker of the House of Representatives

This report discussas an idiosyncrasy of the social security
benefit formula. It #'.:ws how people who have worked for only a
short period under social security receive proportionately more

- for their social security tax dollar than lifetime workers. The
report also identifies two alternative formulas for computing
benefits that would end this advantage for the short-term worker
and discusses the estimated savings that would result by imple-
menting either altrrnative.

We recommend that the Congress consider these alternatives
for ending this advantage to the short-term worker. The Social
Security Administration has estimated that such action could save-
the socfal security trust funds as much as $15 billion over th
next decade. B

We are sending copies of this report to the Director,

Office of Management and Budget; the Secretary of Health and
Human Services; and the Commissioner of Social Security.

Acting COnd'ollor General )

of the United States



COMPTROLLER GENERAL;S REVISING SOCIAL SECURITY BENEFIT
REPORT TO THE CONGRESS FORMULA WHICH PAVORS SHORT-TERM
WORKERS COULD SAVE BILLIONS

DIGEST

The social security benefit formula ensures

that low wage workers receive a proportionately:
higher return on their payroll tax contribution
than workers with higher wages. This favorable
rate of return is based on a "social adequacy”
or welfare objective. The formula alro provides
this advantage to average or high wage earners
who work for only short periods under social
security (short-term worker advantage), although
such an advantage may not be warranted for them.
This advantage is created by spreading the
worker's covered earnings over a lifetime (in-
cluding many years with no or only noncovered
employment) and applying the resulting artifi-
cially low average wage to a benefit formula
that, for social adequacy purposes, is favorable
for low wage earners. (See pp. 1 to 4.)

Short-term workers have contributed a relatively

v small amount of social security tax because they"
have had little work in covered employment. They
receive, however, a higher return on their con-
tribution than the average wage earner because of
the benefit formula used to attain the program's
social adequacy objective. In many instances,
short-term workers have substantial income in’
additi?n to their social security. (See pp. 3, 4,
and 90 M

Adverse economic conditions currently threaten
the financial stability of the social security
program. According to the Social Security Ad-
ministration, stopping the short-term worker
advantage could save as much as $15 billion
over the next decade. Stopping the short-term
worker advantage could also end “"windfalli"
social security benefits to retired government
(Federal, State, and local) workers who also
receive a pension from their noncovered employ-
ment. (See pp. 7 and 15.)

Taar Shest. Upon remova eport -
canrd“gﬂwuhlnnogbgnun
i HRD-81-53
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Because a social adequacy benefit seems inappro-
priate for the average or high wage earner, and
in view of the concern about the financial
stability of the social security program, the
Congress should consider revising the social
security benefit formula to remove the advantage
thu:91§ provides to the short-term worker. {See
p. .

GAO identified two methods of removing the
short-term worker advantage:

-=The contigﬁetion factor approach would allow
full ® only to people who have worked

a lifetime in covered employment by adding a
step to the benefit computation process which
applio- a factor based on the portidn of a
person‘'s lifetime spent in covered employment
to tho)conputod benefit amount. (See pp. 10
to 12.

-=The bend 22&7- t method would limit the amount
of each year's earnings that may be applied

against the highest rate of the benefit for-
mula. (See pp. 12 to 15.)

MENCY COlmNTS

The Department of Health and Human Services had
no comment on GAO's report. (See app. I.)

ii



DIGEST

CHAPTER

APPENDIX

1

I

Contents

INTRODUCTION
How benefits are computed
The benefit formula is weighted for social

adequacy

Low wage workers receive significant
advantage

Short-term workers also receive a higher
return ’

Objective, scope, and methodology

CAN SOCIAL SECURITY AFFORD THE SHORT-TERM WORKER

ADVANTAGE?
Social security fund faces an impending
shortage
Concern over the advantage for short~-term
workers

STOPPING THE SHORT-TERM WORKER ADVANTAGE COULD
SAVE BILLIONS :
" Continuation factor
Bend point method
Estimated savings

Near maximum savings without eliminating the

minimum benefit
Substantial savings possible with limited
application

CONCLUSION AND MATTER FOR CONSIDERATION OF
THE CONGRESS
Conclusion
Matter for consideration of the Congress
Agency comments

Letter from the Acting Inspector General,
Department of Health and Human Services,
dated March 2, 1981

"B Ww N ~» Pt

~

10
10
12
15

16
17.
19
19

‘19
19

20



10

ABBREVIATIONS
A__I!lli average indexed monthly earnings
cP1 consumer érico index
GAO . General Accounting Office
PIA primary insurance amount
88A 8ocial Security Administrstion

A Vi



11

CHAPTER 1
INTRODUCTION

The social security benefit formula is weighted in favor of
the low wage worker. Such workers get greater social security
payments relative to payroll taxes paid than do average or high
wage earners. Because this formula is applied to a "lifetime"
average wage in employment covered by social security, the weight-
ing not only helps the lifetime or long-term low wage worker, bhut
also favors the high or average wage earner who had only short-
term or sporadic work covered by social security taxes. The
weighting advantage is based on a social adequacy or welfare
objective which may not be warranted for short-term workers.

HOW BENEFITS ARE COMPUTED

A worker's social security benefit is determined by a multi-
step process. First, the worker's covered earnings are updated -
(indexed) to reflect increases in the average wage of people work-
ing under covered employment. These indexed earnings, expressed
as a monthly rate, are called average indexed monthly earnings
(AIME). The worker's AIME is applied o the benefit formula to
determine the individual's primary insurance amount (PIA). The
PIA is the monthly amount payable to a worker retiring at age 65
or upon disability. It is also used to determine benefits for
workers retiring before age 65 and for dependents and survivors
of insured workers. For workers initially qualifying for benefits
in 1979, the formula 1/ for computing the PIA is:

90 percent of the first $180 of AIME, plus
32 percent of the next $905 of AIME, plus
15 percent of the AIME above $1,085.

The PIA computed under this formula, however, cannot be less than
the minimum PIA of $122, or the special minimum benefit calculated
by multiplying $11.50 by the number of years of covered employ-

ment 2/ in excess of 10 (and up to 30). -

1/This formula was established by the Social Security Amendments

of 1977. It is adjusted automatically as average wages in-
crease. For example, the formula for a person becoming eligible
in 1980 is: 90 percent of the first $194 of AIME, plus 32 per~
cent of the next §$977, plus 15 percent of the AIME above $1,171.
Transitional provisions of the 1977 amendments allow workers
attaining age 62 in 1979-83 to elect benefits based on the for-~
mula existing before the amendments.

2/A year of covered employment for this provision generally re-

quires earnings in that year equal to or greater than one-fourth
of the social security tax base.

80-480 0 - 61 - 2
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THE BENEFIT FORMULA IS WEIGHTED
FOR SOCIAL ADEQUACY

The social security benefit formula is a compromise between
the objectives of individual equity and social adequacy. Indivia-
ual equity is a reasonable relationship between taxes paid and
benefits received. 8Social adequacy is a welfare objective which
attempts to assure everyone of a basic income level. The benefit
formula provides individual equity by relating benefits to the
earnings on which taxes are paid. This relationship is modified
to achieve social adequacy goals by weighting the formula in favor
of workerfs with low average earnings and by a minimum benefit
provision.

LOW_WAGE WORKERS RECEIVE
SIGNIPICANT ADVANTAGE !

The weighting of the social security benefit formula and the
minimum benefit significantly favor the low wage worker. For
example, compare the return of benefits on payroll taxes paid for
the average wage earner with that of a low wage earner and that
of a beneficiary with the $122 minimum benefit.

Comparison of Return on Taxes Paid

: Average Low wage Minimum
Description wage earner earner beneficiary
AIME (note a) ) $ b/e17 $ 248 $ 100
Lifetime social security
taxes paid (note c) 5,186 1,578 635
January 1, 1979, PIA 366 184 122
S8ocial security benefits 3,716 1,867 1,239
for 1979 (note d)
Portion of taxes returned
by 1979 benefits (percent) 72 118 195

a/Barnings indexed to 1977.
E/AIME of a career average earner, age 62 in 1979.

¢/This is an estimated tax based on a method discussed on page 6.
Actual tax can vary significantly.

d/Based on the January 1979 PIA reduced for retirement at age 62
and increased by the 9.9-percent cost-of-living adjustment
effective for the June 1979 benefit.
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The effect of the weighted benefit formula and the minimum
benefit is evident when comparing the return of the three 3
beneficiaries-~-the lower the covered earnings, the greater the
return on taxes paid.

SHORT-TERM WORKERS ALSO
RECEIVE A HIGHER RETURN

. The social security computation method allows people who
worked intermittently under covered employment the same favorable
return on payroll taxes as those who worked under social security
throughout their lives at low wages.

For example, assume that three workers retire at age 62 in
1979: a short-term worker who earned average wages while working
and two career workers--a low wage earner and an average wage
earner. The short-term worker has covered earnings in 7 of the
28 possible years since 1950 (one-fourth of that time) at indexed
monthly earnings of $817 during the covered earnings period. The
low wage earner has covered earnings in 23 years since 1950 (or
the full computation period 1/) at indexed monthly earnings of
$248. The average wage earner has the same indexed monthly earn-
ings as the short-term worker ($817), but worked at that wage
throughout the period used to compute social security benefits.
The following table shows the return on taxes paid for the three
workers under the social security computation method.

1/The computation period for social security benefits is generally
defined as the number of years between 1950 (or the year the
worker turns 21, if later) and the year that the worker attains
age 62, becomes disabled, or dies, excluding the 5 years of .
lowest covered earnings.
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Return on Taxes Paid by Short-Term and Career Workers

Short-term Career workers
worker Average
Average wages Low wages wages
Monthly indexed earnings: .
wWhile working § 817 $ 248 $§ 817
Used in formula
(AIME) (note a) T 248 248 817
PIA (note b) 184 184 366
Taxes paid (note c) 1,578 1,578 5,186
1979 benefits 1,867 1,867 3,716
1979 benefit per tax dollar l1.18 1.18 .72

a/The AIME is based on the total indexed earnings of the highest
23 years since 1950 divided by 276 months (12 x 23).

b/Por illustrative purposes in this report, we do not show the
effect on PIA of the transitional provisions of the 1977 amend-
ments.

¢/This is an estimated tax based on a method discussed on page 6.
The actual tax can vary significantly.

The short-term worker with average wages received the same
favorable return as the career low wage earner--$1.18 for every
dollar in taxes paid. Although the short-term worker's earnings
while working were the same as the average wage earner, his or
her return was greater ($1.18 for each tax dollar versus $0.72).

The short-term worker advantage may account for as much as
two-thirds of a person's benefit. In the above-mentioned example,
it is 39 percent--$0.46 ($1.18-$0.72) of each $1.18 of benefits.
This advantage is created by spreading the worker's covered earn-
ings over a lifetime 1/ (including many years with no or only non-
covered employment) and applying the resulting artificially low
average wage to a benefit formula that, for social adequacy pur-
poses, is favorable for low wage earners.

1/A lifetime is considered as the computation period used in the
social security benefit formula. See the footnote on the pre-
vious page for the general definition of the computation period.

\
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OBJECTIVE, SCOPE, AND METHODOLOGY

During our recent review of minimum social security bene-
fits, 1/ we became aware of the advantage that short-term workers
receive from the benefit formula. We believed that this advantage
was equal to or greater than the advantage of minimum social
security benefits and that stopping this advantage could help the
financially troubled social security trust funds. Therefore, we
initiated this review of the short-term worker advantage to deter-
mine ite significance and identify alternative benefit formulas.

our minimum benefit study and the Advisory Council on Social
Security's December 7, 1979, report indicated that individuals
who work under social security for short periods often have sub-
stantial retirement income other than social security, and that
those without additional income may be better served through such
means-tested programs as Supplemental Security Income. We did not
seek new information on the needs of short-term workers because we
believed that the primary issue was that people should not derive
an advantage from the benefit formula solely because they had not
worked much of their life under social security. Therefore, we
sought to identify alternatives to the present benefit computation
method and the savings that could result,

We reviewed the legislative history of the benefit formula
and studies by various groups, such as the Advisory Council on
Social Security and held discussions with Social Security Adminis-
tration (8SA) officials. Based on this research, we identified
two methods of stopping the short-term worker advantage, both of
which preserved social adequacy objectives for low wage workers
under social security for all or most of their working life.
Although there could be many alternatives for stopping the short-
term worker advantage, the alternatives we chose will not require
significant modification to the benefit formula and will not alter
the basic structure of benefits to workers with many years of
employment under social security.

We discussed the two alternatives with social security ac-
tuaries and asked them whether they had the data base on which to
estimate the potential saving to the social security trust funds
if either method was implemented. They responded that the data
base that they used to estimate the impact of the 1977 amendments
to the 8ocial Security Act could be used for this purpose and
later gave us the requested estimates. We did not verify the
validity of these estimates because of the extensive effort that
would be required.

1/"Minimum Social Security Benefits: A Windfall That Should Be
Eliminated” (HRD-80-29, Dec. 10, 1979).
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In this report, we use the "return on social security taxes"
as an indicator of the relative equity between lifetime and short-
term workers. While it is useful as such, it should not be used
as an indicator of the value of a participant's taxes relative to
the value of benefits received. This “return” does not consider
the time value of money, future benefit increases, life expectancy
of beneficiaries, the insurance value of social security coverage,
and many other factors.

The method we use to illustrate the inequity of the short-
term worker advantage has pitfalls as any method illustrating this
inequity will. This is because we are dealing with an issue that
has many variables because it involves both the benefit formula
and a person’'s work history. First, there is not just one social
security benefit formula, but rather a basic formula with several
alternative formulas. Second, the characteristics of individual
work histories are numerous and varied, including some who work
in covered employment during only their early working career and
others who join the system at an older age, while others have
erratic earnings over their lifetime. PFinally, the formula that
is required in a specific case may not include all of a person's
work history.

While we believe that our illustrations are useful in dis-
cussing the short-term worker advantage, the method we use to com-
pute a person's "return on social security taxes” is not designed
for the analysis of specific individuals. For example, to compute
a person's "lifetime"” social security taxes we used an estimated
tax rate derived from the indexed earnings and social security
taxes paid each year by a worker reaching age 62 in 1979 who had
earnings equal to the maximum tax base for 1951-78. Then, we
applied this single rate to the indexed earnings in only those
years that were included in the computation of benefits. The
actual lifetime tax for an individual might be quite different
than what we would compute with this method because many people
have covered earnings in years that are not included in the com-
putation of benefits, and the actual tax rate has not been con~-
stant, but has increased over the years.

Our work was done principally at SSA headquarters in
Baltimore, Maryland.
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CHAPTER 2

CAN SOCIAL SECURITY AFFORD THE SHORT-TERM WORKER ADVANTAGE?

The Advisory Council on Social Security and the Congress have
expressed concern over the short-term worker advantage, asking
such questions as: (1) do beneficiaries with a few years of
covered employment often have other primary means of support and
(2) can the trust fund afford to favor beneficiaries who have done
little to earn social security? 1In 1949 the House passed legis-
lation that proposed using a "continuation factor" to remove the
short-term worker advantage. The Senate rejected this proposal.
However, today circumstances are different, particularly in regard
to the solvency of the social security program.

SOCIAL SECURITY FUND FACES
AN _IMPENDING SHORTAGE

The Board of Trustees for the Federal 0Old-Age and Survivors
Insurance and Disability Insurance trust funds projects that the
old-age and survivors fund will be exhausted in late 1981 or early
1982, 1In its 1980 report, the Board recomuended that the shortage
be addressed in part by adopting legislation which would allow any
of the three social security trust funds 1/ to borrow from each
other. While the Board's report projected adequate combined trust
fund balances through the end of the 1980s, it warned that revised
short range estimates would probably be necessary because of recent
adverse economic changes. ’

Recent SSA estimates show a precariously low combined trust
fund balance by the end of 1984, According to théese estimates,
the balance of the combined funds will be 7.5 percent of antici-
pated 1985 expenditures. This is less than 1 month's outgo. If
this occurred, 8SA could not make full payments in January 1985.

The assumptions on which these estimates are based appear
optimistic, and 1f so, the combined funds could run short before
1985. The assumptions include consumer price index (CPI) in-
creases in 1981 and 1982 of 9.7 and 8.9 percent, respectively--low
compared to the 1980 increase of 14.3 percent. This tends to show
lower benefit increases than would be expected with higher CPI
increases. On the other hand, average covered wage increases of
9.7 and 9.8 percent are assumed for the same period. These rates .
are higher than ever experienced before and tend to show higher
revenues than might be expected.

]

1/0lda-Age and Survivors Insurance, Disability Insurance, and
Health Insurance trust funds.
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The financial stability of the trust funds is more than a
short range problem. The Board's 1980 report imiicated that inter-
fund borrowing would assure long range (through 2054) solvency of
the combined funds only under optimistic assumptions. These as-
sumptions include annual, long range CPI increases of only 3 per-
cent and long range unemployment rates of only 4 percent.

CONCERN OVER THE ADVANTAGE
FOR SHORT-TERM WORKERS

The Advisory Council on Social Security expressed concern
about the short-term workers' advantage in the social security
benefit formula. 1In its December 1979 report, it stated:

“* * % people who spend only a relatively small portion
of their working lives under social security will
generally have been supported at least in part by
other sources of income during their lives. Because
most such workers will not have relied solely on
their own covered earnings during their potential
working lives, a benefit that replaces those ldst
earnings can similarly not be expected to be their
sole support in retirement. Attempting to provide

a poverty-level benefit to people with a history of
less than full-time attachment to the labor force
would seriously erode the wage relatedness of bene-
fits and would significantly increase program costs.
The job of assuring a minimally adequate income to
those part-time workers who are in need is more
properly the role of means-tested programs, such as
supplemental security income."

Our minimum benefits study 1/ supports the Advisory Council's
belief that many people who spend only a relatively small portion
of their working lives under social security generally have been
supported by other,income. Our report showed that most minimum
beneficiaries awarded benefits in 1977 had little work in covered
employment. Most of those beneficiaries were supported by other
income. Por example, about 15 percent were retired Federal civil
servants supported by Federal pensions and 35 percent were home~
makers depending primarily on either their spouse's income or
their spouses's social security benefits.

) The short-term worker advantage has been labeled a "windfall"
when paid to retired government (Federal, State, and local) em-
ployees who also receive a pension from their noncovered employ-
ment. This is because many government retirees receive a social

1/"Minimum Social Security Benefits: A Windfall That Should
Be Eliminated” (HRD-80-29, Dec. 10, 1979).

8
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security benefit that is weighted in favor of the low wage workers
and their low covered earnings are not representative of their true
earnings considering covered and noncovered employment. 8Such an
advantage to retired government employees with substantial pensions
is particularly inappropriate because the weighting is based on the
social adequacy or welfare objective of the social security pro-
gram. Stopping the short-term worker advantage would eliminate
this "windfall” to retired government employees.

Stopping the short-term worker advantage would not affect
the "windfall® to retired government employees who had part-time
work in employment covered by social security throughout their
government career. However, there is no consensus as to what
this "windfall” is or even as to whether such a part-time worker
receives a "windfall."

In the past, the Congress has been concerned about benefit
advantages to short-term workers. In 1939, the House Ways and
Means Committee reasoned that an advantage or bonus to workers
with few years of covered employment was justified in the early
years of the social security program because people had had in-
sufficient time to earn substantial benefit rights. However, the
Committee believed that in the long run such bonuses were unwise
and endangered the solvency of the system. The formula estab-
lished in 1939 was designed to increase the adequacy of the
system during its early years as well as relate benefits to
length of covered employment. N

'‘In 1949, the House passed legislation to modify the social
security benefit formula. The propcsed computation method was
similar to the 1939 method exczpt that it used a “"continuation
factor” to establish a resszonable dlifferentiation between the
benefits of short-term anrd lifetime workers.

The Senate Finance Committee rejected the continuation factor
as well as the feature of the formula that related benefits to
length of covered employment--a l-percent increment in the benefit
amount for each year of covered employment. The Committee believed
that basing benefits on lifetime average earnings provided “suffi-
cient differentiation” between the short-term and lifetime worker.
S8hort~term workers' benefits were smaller because periods without
covered employment lowered their average earnings.

Circumstances which may'have a bearing on the gquestion of
sufficient differentiation are different now than when the con-
tinuation factor was rejected. At that time, there was no fed-
erally guaranteed minimum income level for aged, blind, and dis-
abled, such as provided by today's Supplemental Security Income
.program. Also, the Congress had not expressed a concern about
social security "windfall” to retired government workers. Perhaps
more important, the social security program was not in danger of
insolvency.
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CHAPTER 3

) STOPPING THE SHORT-TERM WORKER

ADVANTAGE COULD SAVE BILLIONS

Restructuring the social security benefit formula to remove

* the advantage provided to people with few years of covered employ-
ment could save social security trust funds as much as $15 billion
over the next decade. -

We identified two methods of removing the short-term worker
advantage. One is the "continuation factor" adjusted for use with
the current social security benefit formula. An SSA actuary sug-
gested the other method called the "bend point" method.

CONTINUATION FACTOR

The continuation factor removes the short-term worker advant-
age by allowing full benefits only to people who have worked a
lifetime 1/ in covered employment. It does this by adding a step
to the benefit computation process, which applies a factor-~based
on the portion of a person's lifetime spent in covered employment--
to the computed benefit amount. For example, persons who worked
throughout their lifetime in covered employment would receive all
of their computed benefit and those who worked only half of their
lifetime would receive 50 percent of their computed benefit.

The following example illustrates how the continuation factor
would be applied to a short-term worker whose findexed earnings
were $817 a month during the period that he worked. Assume that
a worker retires at age 62 in 1979 with indexed wages of $68,628
earned during 7 (84 months) of the 23 years used in computing
benefits. Under the 1979 formula, this worker's PIA is $184.

. Using the continuation factor, the worker's PIA would be $lll,
computed as follows:

1/A lifetime is considered as the computation period used in the
social security benefit formula. See the footnote on page 3
for the general definition of the computation period.

10



21

Step 1 Average indexed earnings in years worked:

$68,628 '
months = §817

Step 2 Application of the 1979 benefit formula to average

earnings:
90 percent of §$180 = $162
32 percent of 637 - 204
y . $817 . $366

Step 3 Continuation factor for portion of period worked:

28 quarters (note a) §7 years) = .304
quarters years .
Step 4 PIAs §366 x .304 . - 9/8111

a/8ee the footnote on page 16 for the definition of quarters of
coverage used in the continuation factor.

b/For illustration, we are showing the computed PIA. Under law,
however, a worker's PIA cannot be lower than the $122 minimum
benefit. Also, transitional provisions discussed in 1/ on page
1 have not been applied.

* The continuation factor is designed to equalize the return on
social security taxes for workers who have had equal earnings dur-
ing the period that they have worked. To illustrate, compare the
return under the 1979 formula to that with the continuation factor
for (1) the above short-term worker, who had indexed earnings of
$817 a month while working and (2) a lifetime worker with the
same monthly wage.

11
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Illustration of Continuvation Factor
Equalizing Return on Taxes Pa

With
continuation .
Under 1979 formula factor
Short-~term Lifetime Short-
worker worker term worker
Monthly indexed earnings $ 817 § 817 $ 817
Lifetime social security
taxes: 1,578 5,186 1,578
PIA: 184 366 a/lll
Monthly benefits
(note b) 147 293 89
Total 1979 benefits
(note c¢) 1,867 3,716 1,131
Yearly benefit for
taxes paid 1.18 .72 .72

a/For illustration, we are showing the computed PIA. Under current
law, however, a worker's PIA cannot be lower than the $122 mini-~
mum benefit.

b/Reduced for early retirement.

g/Benofits for January through December 1979 adjusted for the
June 1979 benefit increase.

With the present formula, this short-term worker received
$1.18 in 1979 social security benefits for each $1 of lifetime
social security tax. The person who worked a lifetime at the
same wage received 46 cents less. The continuation factor eli-
minates this inequity and provides the same rate of return to
each.

BEND POINT METHOD

The bend point method removes the short-term worker advantage
by limiting the amount of each year's earnings that may be applied
against the highest rate (90 percent) of the benefit formula to
12 times the first "bend point" of that formula. The first bend
point is the AIME above which the benefit formula rate changes from
90 to 32 percent. (See p. 1.) The bend point is $180 for a person
retiring at age 62 in 1979. Under this method, the 1979 PIA for
the person who had indexed monthly earnings of $817 for each of
7 years would be computed as follows:

12
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Step 1 Lifetime indexed earnings $68,628
7 years at $817 a month
16 years at $0 earnings

Step 2 Limit for maximum rate
7 years at $180 a month
(7 x 12 x $180) $15,120

Step 3 Computation period :
(23 years) : 276 months

Step 4 AIME .
($68,628 divided by 276) $ 248

Step S Amount of AIME at maximum rate
($15,120 divided by 276) $ 54

Step 6 Amount of AIME at lower rate
($248 minus $54) $ 194

Step 7 PIA: 90 percent of § 54 = § 49
32 percent of $194 = 62

, si11 a/$l11
a/Without considering the $122 minimum benefit.

The bend point method gives the same PIA as the continuation
factor except when a worker's monthly indexed earnings fluctuate
above and below the bend point. For example, assume that the
worker used to illustrate the continuation factor on page 11 had
monthly indexed earnings of $147 for 2 years and $1,085 for 5
years. The bend point PIA is computed as follows:

13
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Step 1 Lifetime indexed earnings
2 years at § 147 a month $ 3,528

5 years at $1,085 a month $65,100 $68,628
Step 2 Limit for maximum rate -
2 years at $147 a month $ 3,528
5 years at $180 a month 10,800
$14,328 $14,328
Step 3 Computation period
(23 years) ‘ 276
months
Step 4 AIME
($68,628 divided by 276) $ 248
Step 5 Amount of AIME at maximum rate $ Sl

($14,328 divided by 276)

Step 6 Amount at lower rate
($248 minus $51) $ 197

Step 7 PIA: 90 percent of $ 51 = § 46
32 percent of §$197 = 63

$109 a/$109
a/Without considering the $122 minimum benefit.

Using the continuation factor, this person‘'s PIA would be
$111. The bend point method gives a smaller PIA of $109 because
the monthly indexed earnings of each year subject to the 90-percent
rate is limited to $180 a month; whereas under the continuation
factor, the 90-percent rate is applied to the first $180 of the
average indexed monthly earnings during the period worked which
allows earnings from years when the monthly indexed earnings were
above the $180 bend point to compensate for years when they were
below. When a worker's earnings fluctuate like this, the bend
point method produces a smaller PIA. Otherwise, the two methods
result in about the same benefit.

Some may argue that the continuation factor or bend point
method unfairly discriminates against women, because many of them
were not working during their childbearing and childrearing years.
The continuation factor or bend point method, however, does not
unfairly discriminate against women. Either of these changes
eliminates an inequity in the social security formula that pays
higher benefits to anyone, female or male, who has worked sporad-
ically. The SSA estimates on page 16 indicate that nearly half

14
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of the benefit reduction would apply to male workers or their
families.

One possible explanation for why women may be less affected
than some might expect is that many retired women who were occa-
sionally employed during their childbearing years are "dual bene-
ficlaries.” That is, they are entitled to social security benefits
on either their own account or their husband's account, whichever
is higher. 1In such cases, it is less likely that a woman's benefit
would be affected by either of the revised computation methods if
;ho benefit from her husband's account was higher than that from

er account. .

ESTIMATED SAVINGS

S8SA estimates (see next page) show potential trust fund sav-
ings for the next decade varying from $11.4 billion to $15.6 bil-
lion, depending on which method is used. Since the short-term
worker advantage cannot be totally removed without eliminating the
effect of the §122 minimum benefit provision, the estimates show
the potential savings both when the minimum benefit is retained
and when it is eliminated in conjunction with the introduction of
the new method of computing benefits.

This S8SA estimate is based on the assumption that the new
method would have applied to workers who attained age 62, became
disabled, or died after 1980. Because of inflation, later imple-
mentation of the new formula would result in greater savings during
the first 10 years. This savings, of course, would continue beyonad
the 10-year period: and most likely, at an increasing amount. While
the total savings are significant, SSA believes that stopping the
short-term worker advantage alone would not prevent depletion of
the social security trust funds.

15
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1

Estimated Impact of Restructuring Benefit Formula

Trust fund savings
With continuation

Fiscal factor With bend point
year With No With No
(note a) minimum minimum minimum minimum

{ {millions)

1 $ 41 $ 47 $ 48 $ 55

2 146 166 171 194

3 291 328 341 382

4 490 567 574 661

5 768 911 896 1,057

6 1,094 1,312 1,270 1,515

7 1,481 1,780 1,706 2,043

8 1,905 2,294 2,181 2,622

9 2,358 2,833 2,690 3,233
10 2,839 3,397 3,233 3,874

10~-year

savings $11,413 $13,635 $13,110 $15,636

Beneficiary data

Portion of beneficiaries 24 29 28 33
awarded lower benefits
(percent)

Portion of benefit
reduction from:
Female workers 52 54 53 55
Male workers 48 46 47 45

a/This savings will vary depending on how quarters of coverage are
defined. For this estimate, quarters of coverage were derived
from the indexed earnings in the years used to compute benefits
(computation years) with a quarter deemed to be equal to the
earnings required for a gquarter of coverage in the indexing year.

NEAR MAXIMUM SAVINGS WITHOUT
ELIMINATING THE MINIMUM BENEFIT

The greater savings under both methods (see table above) in-
clude both (1) eliminating the $122 minimum benefit and (2) remov-
ing the short-term worker advantage. Savings near this amount are
possible without eliminating the minimum benefit if the continua-
tion factor is required only when the beneficiary has less than
full coverage--fewer quarter years of covered employment than

16
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there are in the worker's benefit computation period. When the
continuation factor is required, the factored benefit would prevail
over the minimum provision; if the factor is not required, the
minimum would apply. Using this method, the minimum benefit provi-
sion would not be eliminated. It just would not apply to the short-
term worker.

Requiring a person to have full coverage before receiving full
benefits is not as severe as it may seem. First of all, the 5
lowest years of earnings are not included in the benefit computa-
tion. Thus, a worker can have 5 years with no covered employment
and not have his or her benefits reduced. Also, a person can earn
1 year of coverage in 1 or 2 months of covered employment (since
under the 1977 Social Security Amendments, coverage is based on
yearly earnings--in 1978, $1,000 in covered wages earned a year of
coverage). Finally, when computing benefits any covered employment
after age 62 replaces periods without employment before age 62.

SUBSTANTIAL SAVINGS POSSIBLE
WITH LIMITED APPLICATION

To reflect the traditional compromise between social adequacy
and individual equity objectives the continuation factor's "full
coverage before full benefit" requirement could be modified and
still achieve substantial savings. The following schedule shows
SSA's estimate of the savings possible by requiring the continua-
tion factor at different covered employment levels.

Savings With Limited Continuation Factor (note a)

Level of employment required to avoid

Fiscal continuation factor (more than)
year EI) 2/3 12 173
{millions)
1 $ 36 $ 31 - $ 17 S S
2 129 109 59 17
3 254 215 121 34
4 440 374 228 80
5 712 613 385 154
6 1,031 894 569 248
7 1,405 1,218 784 354
8 1,824 1,581 1,027 470
9 2,262 1,963 1,277 600
10 2,714 - 2,351 1,528 736
10-year total $10,807 $9,349 $5,995 $2,698

a/Data presented under the assumption that if the continuation
factor is required the minimum benefit provision does not apply.

17
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The schedule shows, for example, $10.8 billion savings during the
decade if the factor were applied only to people who had covered
cmployment in no more than three-fourths of the computation years.

Limited implementation of the continuation factor has a disad-
vantage in that it introduces some significant differences between
the benefits of people who have just enough quarters to avoid ap-
plication of the continuation factor and those who fall just a
little short. Such a sharp distinction between these people may
not be desirable. Also, some of the savings shown on page 17 may
not be achieved because of the relatively modest effort required
of some people to attain the additional coverage necessary to
avoid application of the continuation factor.

18
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CHAPTER 4
CONCLUSION AND MATTER FOR

CONSIDERATION OF THE CONGRESS

CONCLUSION

The social security benefit formula favors not only people
who have had low earnings over a lifetime of continual employment,
but also those whose average earnings are low because of many years
without covered employment. While the importance of providing
greater replacement of preretirement earnings to those who worked
at low wages for a lifetime is well recognized, one could question
whether intermittent workers should get a similar advantage. They
have not relied on their earnings covered by social security before
retirement and often have other primary means of support after re-
tirement. Such an advantage for those with other income may be an
unnecessary drain on the social security trust funds. Needy short-
term workers could be cared for through a means-tested program,
such as Supplemental Security Income.

We identified two methods of removing the short-term worker
advantage. SSA estimates that removing the short~term worker
advantage could save up to §$15 billion during the next decade de-
pending on which method is used and how it is implemented. SSA
believes, however, that these savings alone would not prevent de-
pletion of the social security trust funds.

MATTER FOR CONSIDERATION
OF THE CONGRESS

Because a social adequacy benefit seems inappropriate for the
average or high wage earner and in view of the concern about the
financial stability of the social security program, the Congress
should consider revising the social security benefit formula to
remove the advantage that it provides to the short-term worker.

AGENCY COMMENTS

The Department of Health and Human Services, after reviewing
a draft of this report, said in a March 2, 1981, letter to us,
that it had no comment. (See app. I.)

19



30

APPENDIX I APPENIDX I
‘)'.,u"’“l&9
{ DEPARTMENT OF HEALTH & HUMAN SERVICES Office of nspector General
*
““"M-

Washington, D.C. 20201

Mr. Gregory J. Ahart

Director, HRuman Resources
Division

United States QGeneral
Accounting Qffice

Washington, D.C. 20548

Dear Mr. Ahart:

The Secretary asked that I respond to your request of Jan-
uary 30, for our comments on your draft report entitled,
"Social Security Benefit Pormula Favors Workers Who Paid
Social Security Taxes Only a Short Period--Revising the
Formula Could Save Billions." We have carefully reviewed
your report and have no comments at this time.

Program officials did note some technical questions relating
to definitions of terms and computation methodology; however,
these problems have been resolved informally with your office
and appropriate clarification will be reflected in the final
report.

Thank you for the opportunity to comment oh this draft
ceport before its publication.

Sincerely yours,

% = SO
Bryan B. Mitchell
Acting Inspector General

Enclosure

(105086)
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The CHAIRMAN. Now, you indicate that your proposal is some-
what different from the President’s. The President’s is about a
billion dollars, and yours, you say, was 400——

Mr. AHART. I think the difference, of course, is that the Presi-
dent’s proposal would apply the elimination of the minimum bene-
ﬁ}\l‘. to hhose people now on the rolls, as well as to those coming on
the roll. .

The CHAIRMAN [continuing]. Right.

Mr. AHArT. That makes a difference when you net out against
the supplemental security income program. I think the President’s
figure was about $5.2 billion, as against our net figure of $400-some
million over that 5-year period. So, it is quite a difference.

The CHAIRMAN. Do you have any information—did your survey
uncover any information on the age distribution of minimum bene-
fit recipients? -

There has been some concern that a great many of these recipi-
 ents are quite elderly and are drawing the minimum benefit for a

number of years.

Mr. AHART. This was not included in our study, Mr. Chairman,
because we were looking only at people that had just come on the
rolls in 1977, and our recommendation only went to eliminating
the benefit for new beneficiaries.

Now, obviously, if you eliminated the benefit for people already
on the rolls, you would, obviously, get some of those beneficiaries
who are quite elderly and probably need that income.

I don’t know what that breakdown would be by age. We have not
studied it. I suspect that the Social Security Administration could
provide that kind of information.

The CHAIRMAN. Could you explain to me, maybe I missed the
point on the 44 percent of the sample generally receive no addition-
al income. .

Will you spell that out for me?

Mr. AHART. Well, the two largest parts of that fraction, Mr.
Chairman, are, first, 18 percent who are eligible for, and are receiv-
ing supplemental security income. What happens in that program
is that they have a supplemental security income entitlement of,
say, $300. Anything that they receive from other sources, including
minimum benefits under social security of, say, $122, is offset
against that. So, if they are eligible for SSI and are receiving the
minimum benefit, they would receive the full amount_ of $300, but
they would receive $122 of that from the trust funds and the
remaining $178 from the SSI program. If the minimum benefit
were eliminated, they would get some lesser amount from the trust
funds and a greater amount from general revenues, but their net
take would be the same.

Now, the other part of that fraction, the main part, I should
mention——

The CHAIRMAN. That would be 26.

Mr. AHART [continuing]. Well, the 23 percent, included within
the 44 percent is made up of people that are dually eligible. These
are generally people whose spouse is eligible and they are entitled
under their spouse’s social security account to so much.

They are also in their own right entitled to a minimum benefit.
What happens in that situation is that under the social security
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accounting method they get a benefit which is higher than the
minimum, but the $122, or whatever the minimum benefit portion
is, is shown as being drawn on their account. The remainder is
being drawn on their spouse’s account.

But, if you eliminated the minimum benefit, they would get less
on their own account, more on their spouse’s account, but still get
the same check every month.

The CHAIRMAN. ere is some reference to Los Angeles here,
let’s see, you indicate that you couldn’t determine from the Federal
records the extent to which the 26 percent depended on minimum
social security benefits for their suﬁggrt.

As I understand the finding in Angeles indicated that most
of those people had some other primary means of support? .

Mr. AHART. Yes. What we did there, Mr. Chairman, was that in
our main study and our main sample, we looked only at Federal
records, the information that is already available in the Federal
record system. In Los Angeles, we decided to supplement that by
going out with questionnaires to beneficiaries and getting informa-
tion from them as to what their financial situation was. And by
that device we were able to narrow that fraction for which we
didn’t have sufficient information down from 26 percent in our
main sample to 15 percent in our Los Angeles sample and learn
more about it.

We considered going with a questionnaire on a nationwide basis,
but that was a little bit too expensive for our purposes. However,
from the Los Angeles experience we do know that a substantial
part of that 26 percent are ple who do have other sources of
income, but which cannot gzoidentified in the Federal record
system.

The CHAIRMAN. Senator Packwood.

Senator PaAckwoob. I have no questions, Mr. Chairman.

The CHAIRMAN. Senator Armstrong had a couple of questions,
but he may have gotten called away.

Let me see if I can ask the questions that Senator Armstrong
had in mind.

Probably one that has been raised—raised earlier a couple weeks
ago, and we discussed this—was elimination of this minimum bene-
fit would be administratively expensive.

Do you have any cost estimates on what it would cost to elimi-
nate the provision and implement the proposal?

Mr. AHART. I would have to break that down two ways. Again, I
think you have to talk separately about what the President has
proposed and what we have recommended.

As far as our recommendation is concerned, since it ap]plies only
to new beneficiaries, it should not result in any additional adminis-
trative expenses because you still have to make the computation
for people coming on the rolls.

ow, the President’s proposal would require a recomputation for
all those le now receiving minimum benefits that are already
on the rolls. P think that could get rather expensive administrative-

y.

If I understand that proposal correctly, what would be required
would be that for each one of those people that are now receiving
minimum benefits, Social Security would have to go back and
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recompute what they would have been entitled to under the regu-
lar formula and then bring that up to date with the cost of living
increases that have been made since they went on the rolls to come
up with a new benefit amount.

That would be a rather major administrative undertaking and I
would guess quite expensive. Again, not for the ones coming on the
rolls, but rather for those on the existing rolls.

The CHAIRMAN. Senator Moynihan, do you have any questions?

Senator MoyNIHAN. No, thank you, Mr. Chairman.

The CHAIRMAN. Senator Armstrong was called away and if he
has additional questions, I might—would it be all right if he sub-
mits those in writing and you can respond to the record?

Mr. AHART. Certainly, Mr. Chairman.

The CHAIRMAN. Thank you very much. I appreciate it.

[The prepared statement of Hon. Gregory J. Ahart follows:]

STATEMENT OF GREGORY J. AHART, DirRecrorR oF HUMAN RESOURCES Division

We are pleased to be here today to discuss the Minimum Social Security Benefit.
As you know, we issued a report in December 1979 recommending that the Congress
eliminate the minimum for new beneficiaries.

In addition to that report, we have also identified and reported on other provi-
sions of the Social Security Act which if modified or eliminated could result in
significant savings to the social security trust funds. I will mention these later in
my testimony and we would be happy to share with you our thoughts on each of
these if time permits and the Committee is so inclined.

You have asked, however, that today we focus our attention on the minimum
benefit provision. I would like to now explain briefly what our 1979 study encom-
Eeassed, what the results showed, and why we believe the minimum benefit should

eliminated.

At the outset, I should point out that the President’s proposal to eliminate the
minimum benefit differs from our recommendation in that it applies both to people
on social security as well as people who will become entitled to benefits in the
future, while our recommendation applied only to future beneficiaries. Also, our
study was directed at beneficiaries just coming onto the rolls—not those already on
the rolis for an extended period of time.

We found that the minimum benefit provision, which was intended to help the
poor, has in recent years mainly benefited retired government workers with pen-
sions, and homemakers suprorted by their spouses’ incomes. Ironically, most needy
people receive no additional income from the minimum provision because they ar-
already covered by the Supplemental Security Income program, which requires a
dollar for dollar offset for other income received.

Since our report, the Social Security Administration has provided updated esti-
mates showing that eliminating the minimum for new beneficiaries would save the
Government $405 million during fiscal years 1982-1986. This figure is the net of a
$650 million savings in social security and a $245 million increase in Supplemental
Security Income.

THE MINIMUM BENEFIT PROVISION

Before discussing our study, I would like to comment on the purpose and nature
of the minimum benefit. The Social Security Act has always had a provision for a
minimum benefit. Its original pur was to aid administration and to avoid
paying benefits that would be of little value to the beneficiary. Initially, the lowest
monthly benefit possible was $10.

Over a period of several years, the rate of increase for minimum benefits was
more than twice that for other social security benefits. The Congress increased the
minimum benefit because it believed most of the beneficiaries were poor and needed
assistance.

In recent years, however, the Advisory Council on Social Security and others have

inted out that, increasingly, the minimum benefit is being paid to people who

ave not relied on their covered earnings as their primary source of income. Such
people include government workers who received substantial income from their
government pensions. Also included are homemakers whose spouses have substan-
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tial income. The Advisory Council on Social Security labeled the minimum benefit a
“windfall” when paid to these people.
The minimum benefit, by its very nature, provides an unearned bonus or windfall
to people who have had very low lifetime earnings covered by social security. It
- establishes a minimum for all eligible beneficiaries that is used whenever the
regular formula for computing benefits results in a smaller amount. For example, if
the worker’s benefit as computed by the formula was only $40, he or she would
receive the higher minimum benefit of $122. The difference of $82 is an unearned
bonus created when the Congress raised the level of the minimum benefit to assist
people who-had little or no other income.

e phrase “eliminate the minimum benefit” is somewhat misleading, implying
that minimum beneficiaries will no longer receive social security benefits. Of course,
this is not the case. When the minimum provision is repealed, these people will
receive the payment resulting from applying the regular benefit formula to their
work history. They would no longer receive a bonus if the application of this
formula resulted in a lower amount.

INCOME CHARACTERISTICS OF MINIMUM BENEFICIARIES

In our study, we wanted to determine the income characteristics of the people
who receive the minimum benefit. We analyzed selected Federal records on a
random sample of beneficiaries who were awarded minimum benefits during 1977.

® The selected Federal records analyzed included, for example, payment data on the
lSéxg%lemental Security Income program and Federal pensions. They did not include
ata.

The results of this analysis showed three distinct minimum beneficiary groups:

(1) Those who generally receive no additional income from the minimum provi-
sion—44 percent of the sample were in this group.

t (2) Those with other primary income—30 percent were in this group.

(3) Those for which there was insufficient Federal data to determine the individ-
ual’s financial status—26 percent.

I said, about 44 percent of our sampled beneficiaries received no additional
income from the minimum provision, primarily because of offsets required in other
Federal benefits. For example, 18 percent of sampled beneficiaries were Supplemen-
tal- Security Income recipients. Generally those who receive the social security
minimum benefit and also qualify as Supplemental Security Income recipients do
not receive any increase in their overall monthly income from the minimum benefit
provision because of the dollar for dollar income offset required under the Supple-
mental Security Income program. Also, about 23 percent of our sampled minimum
beneficiaries were “dually entitled.” That is, they were entitled to social security on
either their own or their spouse’s account, and their spouse’s account provided a
higher pa(ment. Under the law, the dually entitled person is paid the higher of the
two entitlements. Consequently, the minimum benefit provision does not increase
the benefits of the dually entitled person.

Of the 30 percent of our sample for which Federal records showed other primary
sources of income, half (or 15 percent of the sampled beneficiaries) received a
FederaLXension averaging $900 a month, and one-third (or 10 percent of the sample)
depend rimarily on their working spouses who were earning an average of at
least $13,700 a year.

We were unable to determine from the Federal records the extent to which the 26
percent of the sample depended on the minimum social security benefit for their
support. However, a more detailed analysis of a sample of beneficiaries in the Los
Angeles area showed that most of these people had some other primary means of
support, such as state or local pensions.

WORK CHARACTERISTICS OF MINIMUM BENEFICIARIES

Much discussion has been focused on the minimum beneficiaries retirement
income needs. But also important to the question of whether to retain minimum
benefits, are the minimum beneficiaries’ work characteristics. We found that most
minimum beneficiaries were part-time or intermittent workers—never a permanent
part of the labor force covered by social security. ’

Sampled minimum beneficiaries generally could not have depended primarily on
their earnings from covered employment because they were too low. Their average
covered earnings were only about $22 a month for the period 1953-76. Only 3
percent of the minimum beneficiaries had covered earnings of as much as $4,000
during any single year in that time period, and only one-third had covered earnings

. of a8 much as $2,000 in any one of those years. . ,
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Contrary to social security’s concept of partially replacing a person’s covered -
earnings upon retirement, sampled beneficiaries received benefits that were about
four times larger than their average monthly covered earnings before receiving
social security.

Many persons had not worked in covered employment for several years before
receiving social security. Nearly half had not worked in covered employment for 5
years, and about one-third for 10 years. For these people, social security was a new
source of income upon becoming eligibile for the minimum benefit, rather than a
replacement of lost covered earnings. .

e Social Security Amendments of 1977 froze the entry level of minimum
beneficiaries at $122 as of January 1979, but allowed cost-of-living increases for
these beneficiaries after they become eligible for social security. Under these
amendments, anyone becoming eligible for the minimum benefit would initiall
start drawing benefits based on the minimum primary insurance amount of $122,
but would thereafter receive benefit increases based on the Consumer Price Index,
as under the prior law.

According to the Social Security Administration, it will take more than 30 years
for the freezing action to eliminate minimum benefits.

Recognizing this and considering the financial condition of the social security
trust funds, we recommended that the Congress repeal the minimum social security
benefit provision for new beneficiaries.

That concludes my comments on the minimum benefit provision. As I mentioned
at the beginning of my statement, however, there are additional areas we have
identified and zx:forted on where additional savings in the social security program
could be realized. These include the phasing out of both post-secondary student
benefits and the lump sum death benefit and rounding benefit amounts to the
nearest penny or nearest dime. Phasing out student benefits could save about $5
billion over a 5-year period. The Congressional Budget Office estimates that phasing
out the death benefit could save about $2 billion during the 1982-1986 period. In
1978, we estimated that rounding social security benefit payments to the nearest
penny rather than to the next highest dime would save about $386 million over the
next 7 years. OQur reports on these and other matters were summarized in our
December 1980 report to the Congress ‘“Implementing GAO’s Recommendations on
the Social Security Administration’s Programs Could Save Billions (HRD-81-37).

Also, we expect to issue a report to the Congress in a few weeks which will discuss
the need to revise the social security benefit formula to stop the advantage it
provides to short-term workers who work for or;hv short periods in employment
covered by social security. Such a revision could reduce social security expenditures
by an estimated $11 billion to $15 billion over the next lt{;i'ears depending on the
method used and whether the minimum benefit is eliminated.

That concludes my statement Mr. Chairman, we would be happy to respond to the
Committee’s questions. .

The CHAIRMAN. Our next witness is Robert M. Ball, a former
Commissioner of Social Security, 1962 to 1973.

Mr. Ball, we are happy to have you before the committee again,
and you have had a lot of experience.

You may proceed any way you wish.

STATEMENT OF ROBERT M. BALL, FORMER COMMISSIONER OF
SOCIAL SECURITY, 1962-73, WASHINGTON, D.C.

Mr. BaLL. Thank you, Mr. Chairman.

I have a rather long statement that I would like to have included

in the record with your permission.

The CHAIRMAN. Yes. It will be made a part of the record.

Mr. BaLL. And, Mr. Chairman, I would also like to submit a two-
age memorandum supplementary to that statement which is re-
ated to a lon -ranf)(ir cost estimating problem. This memorandum

was develgpedg by Dr. Chen, who is the research director of the
McCahan Foundation for Research in Economic Security. I think it
is a major contribution to this subject.

The CHAIRMAN. Do we have that too?

Mr. BaLL. I have not distributed it. I just have the one copy.
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The CHAIRMAN. Oh, I see, fine.

W;at’id like to have a copy of that. That will be made a part of the
record.

Mr. BaLL. Thank you, sir.

[The information follows:]

SociaL SECURITY CoST A8 REPRESENTED BY THE PERCENTAGE OF TAXABLE PayvroLL

(By Yung-Ping Chen)?

The cost of social security in a given year is generally expressed as a percentage
of the taxable payroll in that year. This study analyzes the relationship between the
cost of social security and the representation of that cost as a percentage of taxable
payroll. A given level of social security expenditures will be represented by a higher
percentage of taxable payroll if the taxable payroll declines as when the cash form
of pay becomes a smaller part of total employee compensation. With the assumption
of a continuous decline in wages and salaries as part of total compensation, the
OASDI cost in the year 2035 is estimated to be 17.17 percent of taxable payroll. If
the ratio of cash pay to total pay does not decline as assumed, the cost will be
represented by a smaller percentage of taxable payroll. What follows is a summary
of the analysis.

Based :cron the latest official intermediate-cost estimates for the 75-year p':i'ec-
tion period 1980-2055, OASDI cost as a peroenta%e of taxable payroll is estimated to
decline from 1980 to 2000, to rise from 2000-2035, and then to decline from 2085
2055. There would be a 65-percent increase in cost from 2000-2035, reaching 17.17
percent of taxable payroll in 2035, the highest in the 75-year period.

Because these higher percentages imply very much higher social security tax
rates,l}t is iﬁpportant to recognize a very significant factor pertaining to the taxable
pa itself.

or all practical pu;poeea, the taxable payroll can be thought of as analogous to
the cash component of employee compensation and self-employment earnings sub-
ject to social security taxes. Over the years, wages and salaries as a percentage of
total employee compensation have continually declined: 84.2 percent in 1980, com-
to 90 percent in 1970 and almost 96 percent in 1940 when social security first
an monthly benefit p:f'ments. During the last four decades, supplements to
wages and salaries (generally known as fringe benefits, though not al lt:rim;e bene-
fits) have grown substantially in both absolute and relative terms.

Significant but little-known about the projected percentages of taxable payroll is
the assumption of a continuous decline in the ratio of cash to total employee
compensation. The assumed decline is at the annual compound rate of .4 percent
from 1980 to 2055: from 84.2 percent in 1980 to 62.2 percent in 2055. According to
this trend, as supplements to wages and salaries grow, the taxable payroll shrinks
relatively because cash my becomes a smaller part of total compensation. Conse-
quentﬁ', a given level of benefit payments will mean a higher percentage of taxable
payroll.

or example, suppose today out of $1,000 of employee compensation, $840 is cash
pay and hence is taxable payroll, and suppose 584 is required for paying social
security benefits. Taxing $84 out of $840 means a 10-percent tax on le payroll.
Now suppose in a future year, for every $1,000 of emplogee compensation only $620
will be in cash form and therefor is taxable gyroll, and suppose the same amount
of social security benefit pa{ment, $84, will be required. Taxing $84 out of $620 of
cash pay means a tax rate of more than 13.5 percent of taxable payroll.

Of course, the assumed trend toward increasing proportions of supplements (or
fringes) may or may not materialize. Because of the practice of expressing social
security cost in terms of taxable payroll, it is important to recognize that the
relative shrinkage of the cash versus noncash forms of compensation will raise the
percentage of taxable Ig«yroll required, even when the cost of social security sta
the same over time. For this reason, one must be careful about comparing the
percentages of taxable payroll required for OASDI costs over time.

Mr. BaLL. Mr. Chairman, I've summarized, as the committee
requested; the major points that I'd like to make concerning the
President’s proposals for the budget. The summary is on page 2 of
my statement and I would like to comment briefly on each of the
items. Hopefully, I can get through my original statement in 10

1Speaking for himself, Yung-Ping Chen is research director, McCahan Foundation for Research
- in Economic Security, professor of economics of the American College, Bryn Mawr, and consultant
to the 1981 White Hvouoe Conference on Aging.
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minutes or less, so we can have time for whatever questions the
committee has.

The first point that I would like to stress is that although social
security has turned out to be our most effective antipoverty pro-
gram, and that it keeps about 14 or 15 million people above the
poverty line who otherwise would be below it, that is not all it is.
Social security today is the base upon which all private savings for
these risks of retirement in old age, for total disability and for
death of a family breadwinner is built.

Every private pension in the country assumes that its pensioners
will be receiving social security. All savers assume that they have a
base of social security. This means to me that the most important
characteristic of the social security system is dependability. It must
be a system people can count on.

I distinguish sharply the social security contributory wage-relat-
ed program from other programs supported by the general rev-
enues of the Federal Government. Over the years, we have built
brick-by-brick a social insurance system in which people have a
compact with the government. They pay in earmarked social secu-
rity taxes in return for defined protection.

Now, I'm not one that says that that compact can never be
changed. Of course, the Congress can make changes, but I would
urge that they be made with care over a long period of time. It is
quite inappropriate as part of an annual budget process to make
long-range changes in the protection that people have been paying
toward and counting on in this program.

I feel it was a great mistake when the change was made after
fiscal year 1969 to include the social security system in the unified
budget. The two major committees of the Congress concerned with
social security have never proposed changes in the social security
system except changes that they felt were related to the internal
logic of the system and they were careful to recommend, to the
best of the ability of the estimators, full financing for the program.

Up until now, social security has not been considered a proper
subject for getting quick savings in a unified budget, and I hope it
won’t be now. This is quite aside from the merits of any particular
proposal.

I would argue that with the benefit rights, based on past contri-
butions and earnings, with the promises stretching into the distant
future that the annual budget process is not the way to handle this
program.

Second, Mr. Chairman, the unprecedented proposal to reduce
benefits for people already on the rolls seems to me a kind of
action that can undermine the sense of dependability that pension
plan managers need, that individuals need, and that the country
needs to have about a contributory social insurance program like

- this.

If I could just take the example of the minimum benefit, which
Mr. Ahart was commenting on. It so happens that I have never
been enthusiastic about the regular minimum benefit. I have con-
sistently argued against increasing the minimum benefit through-
out the years, but it seems to me that to take people already
receiving it and recomputing their benefits is the wrong way to go
about modifying any benefit. If I'm right, as I think I am, that the
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most important characteristic of the program is dependability, such
a proceedure is very harmful to social security.

It also seems to me that the action which the Congress took in
1977 of gradually phasing out the minimum benefit was just right.
It may take 30 years to get completely rid of it that way, but it has

" major effects quickly. And as you remember, the action of the
Congress was to freeze the minimum at $122 and since all other
benefits and the insured status requirements are related to wages
and brought up to date as average wages increase, the $122 mini-
mum just phases out and without making people feel that they
have had promised benefits taken away from them.

I think that is an excellent example of how direction should be
9halx§%$d in this long-range social security system, just what you did
in .

Senator, did you want me to proceed?

The CHAIRMAN. Go ahead.

Mr. BALL. It is not enough, in my view, to merely not change the
benefits for people already receiving them. To stick with the mini-
mum benefit: a person now 60 or 61 who expects the payment, I
think, also has a serious grievancé against the program if the
benefit is suddenly taken away.

Phasing out or modifying the general direction of a provision
seems to me, completely appropriate.

I will skip, Mr. Chairman, in the interest of time, to just a touch
on the financing of the program. Underlying many of these recom-
mendations has been the idea not solely of savings in the short
term unified budget, but a kind of pervasive feeling that we need
to cut back on social security somehow because of the difficulties in
financing it.

__ I would like to separate out, just for quick comment, three peri-

ods of financing social security.

The CHAIRMAN. Did you, by chance, see the proposal that Con-
gressman Pickle—he didn’t introduce it yesterday but at least he’s
chairman of the Social Security Subcommittee of Ways and Means.

I think there was some story in the paper this morning about
sgme‘,; suggestion had been made. Have you had a chance to look at
that?

Mr. BaLL. Yes, Mr. Chairman, though Mr. Pickle was very care-
ful to indicate it was not his proposal——

The CHAIRMAN. Right.

Mr. BALL [continuing]. Or the committee’s proposal. It was just
for discussion and there are possibly many modifications that will
be made in it. I am aware of the general provisions.

The CHAIRMAN. I didn’t want to interfere, but I think you pre-
sented it properly. It is not his proposal, but one of the better ones
that he has seen in the past years.

Mr. BaLL. I like many things in that proposal and disagree
profoundly with many others, as I am sure you would expect.

One thing they’ve come up with, I think, is very interesting and
that is their suggestion that the States and localities pay the
Federal Government more promptly by having the money flow to
the Federal Treasury with the same speed that is required of other
employers.

-
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That doesn’t sound like much. It actually turns out to save the
social security system something over $1 billion in fiscal year 1982
because of the speedup in collections, with additional interest earn-
li)x;;gs ft_‘or social security in later years. That doesn’t hurt anybody’s

nefit.

Mr. Chairman, just very briefly, on the general financing situa-
tion, there is a very short-term problem in the Old Age and Survi-
vors Insurance Fund, which you are fully aware of and I'm not
going to take time on it, except to distinguish it from what might
be called the middle-range problem. :

This very short-range problem can be dealt with, if you wish, b
relatively minor measures such as interfund borrowing and a real-
location of rates if you are willing to accept quite optimistic eco-
nomic assumptions, particularly if accompanied by moving the
scheduled 1985 increase up to 1984.

My own view on the very short-term problem is that it would
probably be better to take somewhat more pessimistic economic
assumptions and do a more fundamental type of restructuring the
financing as in Mr. Pickle’s draft bill. He suggests that one-half of
Medicare be financed from general revenue and that you move
over to the cash program the social security contribution rate that
you free-up from that change.

I think we need to build back a major contingency fund in social
security. We need to make sure that if the projections turn out to
be wrong in two or three years that social security is not back on
tllle front pages. I believe we should have a conservative financing
plan.

So, as I say, it would be possible under optimistic economic
assumptions to get by with relatively minor changes for short term
financing.

Now, middle-range financing, say the next 25 years—I think the
situation here is very much misunderstood. Under the official esti-
mates of the trustees, cash social security benefits actually decline
as a percentage of payroll during this period. There is not a con-
tinuing increase in cost arising from an older and older population
during the next 25 years.

The aging-of-the-population problem for social security, insofar as
it exists, is a next century problem. It occurs, if at all, when the
bal%;())oom generation reaches retirement age, say from about 2005
to .

Although we do have an increase in the number over 65 in the
next 25 years, this increase is balanced by an increase in the
people paying in. During this period, the baby-boom feneration is
of working-age. So, the demography question is really the long-
range question in my statement. I have many comments on the
assumptions used in making the long range cost estimates.

In summary, I'd say, it seems to me a mistake to cut back on
long term protection in social security on the theory that we know
what is going to happen some 50 to 75 years from now and to take
action, such as increasing the first age of eligibility for full bene-
fits, as if we did. I go into that question in some detail.

So, to conclude, Mr. Chairman, I have not commented individual-
ly on the President’s pro s because they are fairly technical
and it would take time. I think it is clear to you already, but let me
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make it very explicit: I oppose each one of the cuts on the merits,
as well as opposing the use of the budget process to set social
security policy. I would hope that the most objectionable feature,
which is to cut benefits for people on the rolls—not just the mini-
mum, but student benefits, too—would be changed by this commit-
tee at the very least. This committee and the Ways and Means
Committee have acted like a board of directors for the social secu-
rity system over the years and have given social security policy
continuity. I hope you will reject these sudden, unprecedented
policy changes.

Thank you very much.

The CHAIRMAN. Thank you, Mr. Ball.

In case Pat has to leave early, I am going to be here in any
event, I'll yield to Senator Moynihan.

. Senator MoyNIHAN. Oh, no, Mr. Chairman, I am going to be
ere. \

Mr. Chairman, I think it would be best if the Republicans be
allowed to plan the budget.

The CHAIRMAN. Senator Packwood had to leave temporarily and
he said if he didn’t return, he wanted to have this question asked.

As I understand it, the administration has recommended repeal
of the medicare payment for pneumococcal vaccine. Do you have
any policy observations you can share with the committee regard-
ing this recommedation?

Mr. BaLL. I like the way you passed it last year and I see no
reason to withdraw on that, Mr. Chairman.

The efficacy of the pneumococcal vaccine is well established. The
Office of Technology Assessment went into this very thoroughly, as
well as outside groups. This is not an expensive benefit. I believe,
however, that it was a real breakthrough to add a preventive type
of benefit to the medicare program. \

Up until now, Medicare has been almost entirely payment for
curative services. I think it is great to start thinking about at least
a limited number of services that are of proven preventative value,
as a way of, in the long run, saving money, as well as, of course,
promoting health.

So, to repeal the provision that would encourage people to get
the pneumococcal vaccine, which is very important because it is a
disease that affects older people in very large numbers, would seem
to me a mistake.

The CHAIRMAN. As I recall, we had quite a struggle over that
amendment. We finally, in the last hours of Congress, as I recall,
attached enough savings to pay for the amendment and that was
accepted by the House with some reluctance. So, we thought we
had it paid for.

Well, in any event, I appreciate that comment.

Now, as I understand, you wouldn’t at thic time do anything to
social security based on the reasons set forth including not enough
notice to those who may be affected. Do you have any comments—
and you may have made recommendations in your statement—on
cost-of-living adjustments?

This has been an area where the President says he will not
tread. In fact, he has told members of both parties that he does not
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want to tamper with that area. Do you think that’s an area that
should be addressed in the future by the Congress?

Mr. BALL. Senator, if a technical review of the cost-of-living
provision on an objective basis by the experts that work in this
area—and I'm not one of them—demonstrated that the_ cost-of-
living measure now used, the CPl, was not the best measure of a
true increase in the cost-of-living, I think, of course, it should be
changed.

I would be opposed, however, to arbitrary changes which are
designed in such a way that the people who get social security
benefits and the other people whose benefits are tied to the cost-of-
living do not have their benefits kept up-to-date as prices rise.
Retired people are very vulnerable to inflation with no bargaining
power to make up for the situation later.

So, it seems to me very, very important to protect the concept of
the cost-of-living. I would not, certainly, hold—I'm not capable of
judging; I'm not expert enough—to hold that the exact way the CPI
is now constructed is correct.

Many economists have been saying things like the mortgage
interest rate part of the CPI has created a situation in which
people have been over-compensated in the past. But, of course, it’s
true that it you were to change it, and mortgage interest rates
_ started to go down—since you are just measuring the difference—
you would be taking the action just at a time when you might have
saved money from doing nothing. Also there is considerable lag and
the benefits are not fully kept up to date with the CPI.

So, I think there are complications.

The CHAIRMAN. So, as I understand, you would not touch the
student benefits either. In any event, you would make it prospec-
tive and not impact on anyone currently receiving these benefits.

Mr. BaLL. Mr. Chairman, my own view is that the benefits
payable to the sons and daughters of deceased people, retired and
disabled people who are attending school is a perfectly legitimate
part of this social insurance system. That to many, many workers
it is important to leave when they die, for example, money that
can help their children as long as they are in school, so that I
dislike the idea of getting rid of this part of social security. But it is
certainly true that I dislike some part of the proposal more than
others, and the idea of affecting people who are either already
getting it, or just about to get it seems t¢ rae particularly damaging
to people’s faith in the program to which they have been contribut-
ing.

It undermines faith in the dependability of the benefits.

The CHAIRMAN. But as I understand, that benefit is based on the
earxcllisngs record; it doesn’t have much to do with the educational
needs——

Mr. BaLL. Right.

The CHAIRMAN [continuing]. Or the cost of education, or the
financial status of the student.

Mr. BaLL. Absolutely. You are absolutely correct, Mr. Chairman,
and I think that is the way it should be. Consistent with the
concepts of social insurance, this benefit is a partial substitute for
parental support. It is trying to put this motherless or fatherless



42

child in a position similar to those who still have parents to depend
on. ‘

The other programs, such as the Basic Opportunity Grant pro-
gram is supplementary to either parental support or to the social
security benefit for those people who are truly in need. Social
security does not have, and shouldn’t in my opinion, the idea of
directing the benefit just to people who can meet an income or an
asset test.

I'm particularly disturbed, Mr. Chairman, by the fact that in the
budget recommendations, it is argued, in effect, that there is a
better way to meet the purpose of the students benefits, while at
the same time there isn’t additional money allowed for people who
would turn to Basic Educational Opportunity Grants if the social
security benefit were cut, or to turn to the loan program—as a
matter of fact, as you know, it is now suggested that the loan
program should have an income test. So, on principles, I dislike to
change in general. I particularly dislike applying it to people al-
ready getting a benefit, or, those about to get it, say, a widow with
a 16-year-old son or daughter who has been counting on this help
for the child when he or she goes to a technical school or wants to
finish high school and go on to college.

I had thought this was a settled issue. I remember the President
in the debate with President Carter made a strong point that any
proposals that would come out of the task force that he said he was
going to set up would not pull the rug out from under people who
were already receiving benefits.

So, I find proposals or the minimum and the student benefits
something of a surprise and in disagreement with the position
which he took in that debate.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Thank you, Mr. Chairman.

One of the things I would like to ask our distinguished witness
are just twofold. It seems to me in discussing, for example, the
student benefit we are always—you know, you have the mother-
less, the fatherless child, and so forth. What proportion of the
people receiving this benefit are, in fact, children of a mother who
has died and continued to be supported by a perfectly well em-
ployed father; it is fairly high is it not?

Mr. BaiL. I don’t have the figures, Senator, but I would suspect
that it was the smaller proportion, and relatively small.

The children of retirees are also eligible, and that would be quite
small. On the other hand, the children of the disabled might be a
fairly sizable number.

Senator MOYNIHAN. Yes.

Mr. BaLL. I think the reason people tend to use the motherless or
fatherless child is that taken together they make up the bulk of
this beneficiary category.

Senator MoyYNIHAN. I guess I have just the simple view that we
have never yet found an increase in this program that wasn’t
warranted, necessary, and untouchable. We now have, I guess, for
every pirson receiving retirement benefits, there are three people
in the work force; is that not right?

Mr. BaLL. Well, three covered workers under social security, yes.
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Senator MoyNiHAN. In the year 2000, there will be two. It is
getting to be—we thought we had taken care of this for the next 25
years in 1977, and it seems we took care of it for about four. I
wanted to ask this: the thing that I am surprised, Mr. Chairman, I
even note today the most striking the proposals the President has
sent us have to do with children in the AFDC program where has
been cutting and cutting and cutting.

We don’t even have anybody here to talk about children, save,
Mr. Smith who will speak to some of the medically—children who
need medical treatment of special kind.

Mr. Ball, I wonder if you have some comment on—the children
are left out of this; they are not indexed; they are not fully sup-
ported by the Federal Government and when we talk about their
program, we talk about it in terms of behavior of adults.

The Washington Post, as you know, has proposed that the AFDC
program be abolished so people could stop bitching about it. It
becomes such a symbol of things. If you listened to Presidents and
Secretaries, and so forth, it’s not just this one, at least, you would
think that the population of the AFDC program consisted entirely
of adult males.

What do you think—I've observed in the President’s budget that
it is the children who are going to find themselves most reduced.
The retired people aren’t going to be touched at all, and how did
we get into this situation? Why did we—first, you are a repository
of national memory here, how come the AFDC was made a State
sharing program and the retirement system was not?

Mr. BALL. Senator, I don’t—just before I directly answer your
question—I don’t think it is quite right to say that retired people
aren’t touched by the President’s proposals.

In the minimum benefit proposal he would reduce benefits for 2
million people now receiving those benefits. But leaving that aside,
I certainly agree with the general position from which you are
asking your question: the reductions in the AFDC program seem to
me extremely bad. This program, which, of course, is a means
tested program operated by the States—they, by and large, deter-
mine the level of payment with the Federal Government putting
up more than half the money—goes to the poorest of the poor. It is
very, very largely for women who have small children. It should be
one of the last places, it would seem to me, to be cut.

Now, I don’t want to put it in competition with the social insur-
ance program. The reason that the retirement benefits under social
insurance are treated quite differently, I believe, is because as you
know so well, social insurance has quite a different purpose and is
structured very differently. Social insurance is contributory, is
based on past earnings, and is not, by any means, just for low-
income people, but is the base on which everybody builds protec-
tion. Every pension plan in the United States is built on the idea
that their pensioners can also expect a social security benefit.

So, you have a different kind of support for social security. The
AFDC prc:fram doesn’t have a broad constituency; it isn’t based to
the same degree on a sense of right, and I deplore that.

Senator MoyNIHAN. May I just make—my time is up and I don’t
want to keep you, Mr. Chairman, but I just want to make one

point.

80-480 0 - 81 - 4
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After the last election when there was—it didn’t seem that it
was necessary to spend too much time planning the new Democrat-
ic legislative program, we set to work doing some, well, scholarship,
if you might say, and we worked out a set of projections starting on
these matters that go back from a series that we developed from
1940, 1950, 1960, 1970 and, Mr. Chairman, you would be particular-
ly sensitive, I think.

We can establish at a very high order or probability now, that
means it is on the curve, that as of today a cohort of children born
in 1980, 52 percent will live in a single parent female-headed
family before they are 18. And of the children born in 1980, 32
percent—we round it to a third because we’re not that hard—one-
third will be supported by the AFDC program.

It is next to the public school, clearly the most important public
program for children the country has and the President’s proposals
reduce it—I'm not saying they are all wrong at all, but I mean, you
know, it is fundamentally important that no one comes up here to
speak about the subject.

If we don’t do it, no one will, and particularly the groups who
might most be expected to be here aren't.

But that is a striking figure, a third of the children. And that is
the one that’s not indexed, and in the new proposals would take all
the work incentives out. It would make a difference between a
mother working and a mother not working practically zero in net
income, which seems not to be the way our committee has tried to
work in the last 15 years or so.

I thank you very much.

The CHalrMAN. Thank you.

Mr. BaLL. Senator, Mr. Chairman, could I comment on one other
point that Senator Moynihan made as he was giving preparatory
remarks to a question? I don’t want to leave the record with the
implication that I agreed with his statement that we now have
three workers contributing to one person retired and we would
later have two contributing for one. It is correct that we have
approximately three to one now, and it is projected by the official
cost estimates that sometime about 2025 it will turn out to be two
to one. But I want to throw some doubt on that. That depends upon
a whole series of assumptions about the payers-in. It assumes, for
example, that we will continue to have a smaller proportion of
older people employed than we do today. That instead of reversing
that trend after the baby boom retires when there well may be
more opportunities for older people to work.

It assumes that immigration will not grow any faster than the
present legal limit. One response to a labor shortage situation in
the early part of the next century might be increased immigration.

It assumes that fertility rates will not rise above the replacement
rate. I think these assumptions can be defended, but I think they
can also be challenged. It is not a certain thing. The long-range
actuarial deficit in the official cost estimates for social security
depends largely on what happens from 50 to 75 years from now.

Now, another very important point is that in addition to the
number paying in and the number paying out, the high cost that
the social security actuaries get 50 to 75 years from now is based in
part on the assumption that total compensation for workers will be
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less and less made up of wages and salaries in the future and more
and more in fringe benefits. Wages and salaries, of course, are all
that are subject to social security taxes so this assumption in-
creases the estimate of the needed rate of social security taxes.

Now, to some extent, I think it is justified, to assume some
increase in the proportion of compensation represented by fringe
benefits. But their present projection just takes the past trend of
four-tenths of 1 percent a year, projects it indefinitely for 75 years
in the future without ever coming to a leveling off place. It does
not seem to me reasonable to think that workman’s compensation,
unemployment insurance, social security, private pensions are all
indefinitely going to keep increasing at the expense of wages and
salaries paid currently. So, I think that is something worth looking
into, too.

Senator MoYNIHAN. That is a fair peint, thank you.
b T};e CHAIRMAN. Do you have any other questions, Senator Moyni-

an?

Senator MoyNIHAN. No. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much, Mr. Ball.

We will probably be asking you for additional advice when we
get into the nitty-iritty of this.

Mr. BaLL. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Mr. BaLL. It is a pleasure to be here again. I have spent many
days in this room.

Statement follows:]

STATEMENT OF RoBERT M. BaLL, U.S. SENATE, COMMITTEE ON FINANCE

Mr. Chairman and Members of the Committee: My name is Robert Ball. From
April 1962 until March 1973, I was Commissioner of Social Securitx and prior to
that served for approximately 20 years in various positions in the Social urity
Administration and its predecessor organization, the Socisi Security Board. Since
leaving the government, I have continued my deep interest in social security and
have written and lectured extensively on the subject. I was a member of the most
recent statutory Advisory Council on Social Security, which reported to the Execu-
tive and the Congress in 1979.

I am testifying today, however, as an individual, and my opinions do not necessar-
ily represent those of the Advisory Council or any other organization with which I
am or have been associated. -

I appear today to oppose the social security recommendations in the budget. 1
want to make six points:

(1) Because social security is a self-financed social insurance system, with rights

wing out of past earnings and contributions and with benefit promises coming
ue many years in the future, the annual budget is not the appropriate mechanism
for considering program modifications.

(2) It will undermine people’s faith in social security to take the unprecedented
action of reducing the social security benefits of those already receiving them.

(3) The individual proposals for modification of the social security system are, in
my opinion, undesirable.

(4) If any of these modifications are to be made, ample notice should be given so
that people who now have reason to count on the promised protect.on are not
adversely affi .

(5) To strengthen public confidence in the system, rather than chipping away at
benefit protection, there should be an increased allocation of social security taxes to
the cash benefit program.

(6) It is not necessary or desirable to cut benefit protection because of a fear that
social security costs in the next centur’sl' will be increasingly difficult to bear.

(1) The nature of social security makes the budget process an inapprop=iate vehicle
for considering program changes.—The purpose of the annual budget is to make
choices among expenditures, giving preference in the budget period to one expendi-
ture over another, and also to determine who pays what and how n.uch for the
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expenditures. Social security promises—stretching into the distant future, resting on
past earnings and contributions, and with separate financing—are not a proper part
of this essentially competitive process. The obligations of social security resuit from
an agreement to furnish certain protection in return for certain payments by
workers and employers and the self-employed. The agreement can, of course, be
changed. But the changes need to be made with great care, with respect for accrued
rights, and for reasons that relate to the internal logic of the program. Otherwise,
popular support, which rests on the dependability of program promises, cannot be
maintained.

Thus, it seems to me that social security policy decisions need to flow, as they
have in the past, from the careful consideration of program modifications by this
Committee and the Committee on Ways and Means in the House of Representatives
and not be dictated by overall budget policy in a particular year. .

Perhaps it is worthwhile to summarize, for the record, some of the characteristics
of social security that distinguish it sharply from most other programs of govern-
ment. The details of the social security law are so complicated, and the rules and
regulations so numerous, that sometimes one forgets that the basic idea is very
simple. All there is to it is that, while people work and are earning, they pay social
security taxes on their earnings, with their taxes matched by the employer, and
with the self-employed, too, paying in while they work. When earnings stop or are
greatly reduced because of retirement or because one is too disabled to work, or
because a family has suffered an income loss when a wage earner dies, then benefits
are paid by the system to partly make up for these lost earnings. The cash benefit
part of social security is ‘“income insurance”—protection against the loss of income,
just as other insurance protects against the loss of a house through fire or the loss
of an automobile in case of an accident. It is a social insurance program, similar in
many respects to a huge group insurance and retirement program. It is based on a
compact between the contributing worker and the government, which promises to
pa%: benefits under defined conditions in return for earmarked social security taxes.

he program affects just about every American family. Today it provides monthl
benefits to 35,000,000 people—one out of every seven Americans. Another 115 mif:
lion Americans are building protection through payments into the program. Social
security is self-financed by the contributions of these covered workers and their
employers and the self-employed.

here is not only a legal right to the defined benefits—a denied claimant can go
to a Federal court for redress in the event of improper denial—but the right to
g;otection is an earned right, earned by the work and contributions of those who

nefit from the system. The payments reflect the beneficiaries’ previous levels of

living and thus serve in some measure as a reward for diligence, and the benefits
are payable without the scrutiny of individual means and needs and so permit
supplementation by the recipients’ savings. Because they are payable as an earned
right, the benefits accord with the self-respect of people accustomed to providing for
themselves.

Social security is built on the conservative principle of self-help, with the protec-
tion growing out of past work, but it has, nevertheless, created a revolution, trans-
forﬁl{;;g life for millions of people from poverty and in security to relative economic
well-being.

In 1935, when the Social Security Act was passed, less than 15 percent of the jobs
in the United States were covered by any sort of retirement, disability, or survivors’
insurance system, and only a tiny proportion of those over 65 were drawing retire-
ment benefits. Many people ended their lives in a now almost forgotten institution,
the “county poorhouse.” This year 95 percent of the people reaching a%e 65 will be
eligible for social security payments, and most of those who are not will be eligible
for retirement pay from some other government system, such as railroad retire-
ment, Federal civil service, or a state or local plan. Social security and other
government retirement plans are now providing just about universal protection.
This is a remarkable achievement of just the last generation, and it has been built
carefully, block by block.

Everyone knows how important social security is for the elderly, but it is also of
great importance to earners who are middle-aged and younger, r:ot only because
they are building protection for themselves when they retire—no one stays young—
but because they have protection currently against the risk of becoming totally
disabled and because their families have protection against the loss of income due to
their deaths. Increasingly, too, middle-aged and younger workers understand the
importance of social security as a better way of sux;porting the older generation
than the direct support that they would otherwise have to provide to their own
parents and relatives.
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Recent polls show much appreciation of the imﬁgrtance of social security protec-
tion, but at the same time they show concern about its dependability. Given the
importance of social security to just about everyone, I believe we must do everthing
we can to strengthen public confidence in the dependability of social security
romises. This requires considering program modifications from the standpoint of
ong-range desirability of the change rather than from the standpoint of the current
status of the unified budget. ‘

Although social security is our most important anti-poverty program—keeping
some 13 to 14 million persons above the poverty line—it is much more than that.
Today, social security is the base on which just about everyone builds protection
against income loes. In one way or another, all private pension systems, for exam-
ple, count on the fact that the pensioner will also receive social security benefits,
and the individual saving on his own for supplemental protection counts on social
security as the base. The most in#)ortant characteristic of this basic system of social
security must be dependability. How else can individuals and private pension man-
agers plan how to supplement the program?

(2) Reducing Benefits for Those Now Receiving Them Is Unprecedented and Will
Undermine Confidence in the System.—The worst feature of the social security
budget recommendations is that they provide for cutting the benefits of those who
have met all the requirements in present law, have submitted proof that they meet
the uirements, have received and award letter signed by the Commissioner of
Social Security certifying their entitlement to benefits of a certain amount, and are
actually receiving such benefits. It is now pro that the law be changed and
that the benefits alreg(t)ig awarded to some three million persons receiving the
minimum benefit and 800,000 persons receiving the benefit payable to young survi-
vors and dependents attending school be cut substantially.

Quite aside from the merits of modifl'yinf or not modifying the program to elimi-
nate particular benefits in the future, I believe it would greatly undermine faith in
the general dependability of social security to lower benefits for those already
receiving them. If such cuts can be made for minimum beneficiaries, for example,
who is safe?

I had thought this was a well agreed upon point. For instance, in the debate with
President Carter on October 24, 1980, President Reagan said, in proposing a new
task force on social security, ‘. . . with the premise that no one presently dependent
on social security is going to have the rug pulled out from under them and not get
their check.” Later in the same debate he said that beneficiaries ‘. . . must contin-
ue to get those checks.”

(3) I Disagree with the Individual Proposals on the Merits.—(a) The elimination of
the minimum benefit. | am not one of those who beliexe that no deliberalizing
changes can ever be made in social security, but I do believe that such changes
should be made gradually, with respect for accured rights, and with due notice.

I do not favor the retention of the regular minimum benefit for social security
over the lonﬁ run. I believe such a minimum provides too large a benefit return for
workers with relatively slight attachment to social security coverage, and I have
consistently opposed increases in the minimum benefit for many years.

However, it seems to me that the gradual phase-out of the minimum benefit, as
provided for by the 1977 amendments, was exactly right; it is unfair to change the
rules in the middle of the game and tell ple who have been counting on these
benefits that they will get much less than they have been told they would.

Under present law, as a result of the 1977 amendments, the initial value of the
primary insurance amount is frozen at $122; in the future, an age 65 retiree will
receive no more than $122 unless his or her Preretirement earnings justify a higher
benefit. Over the years—since all other benefits are updated to current earnings—it
will become increasingly unlikely that workers with sufficient earnings to be in-
sured will be eligible at age 65 for a benefit of as little as $122. Thus, over time, the
regular minimum benefit will gradually phase out. This seems to me a very ood
example of how a modification In social security policy can be made without risking
the loss of public confidence that comes from recomputing benefits for those now
receiving them, or changing the rules for those who are counting on getting certain
benefits in the future.

(b) Elimination of benefits for young survivors and dependents attending school.

Since the social security amendments of 1965, the life insurance protection that
workers have been paying toward has included the continuation of survivors' bene-
fits to children after age 8 and through 21 if the child attends school full time. The
full-time school attendance requirement ma{ be satisfied in high school, technical
school, junior college, or regular college. Such benefits are also payable to sons and
daughters of retired or disabled workers unde. the same conditions. Some 800,000
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young people attending school are now receiving social security benefits to partly
make up for the loss of parental support due to death, retirement, or total disa ility.

The ability-to provide at least some help toward the continued schooling of one's
children in the event one dies, retires, or becomes disabled has seemed an important
protection to many, many workers. The Administration argues, however, that these
social security benefits should be dropped and that the sons and daughters of
deceased, retired, or totally disabled workers should look instead to the Basic
~Educational Opportunity Grant Program for low-income students and a revised
student loan program that would have income limitations. Yet, the grant program
has not been fully funded in the past, and, under the budget pro , the funding
is not increased to make up for the elimination of the social security benefit.

Given the current cost of higher education, verﬁ frequently, in any event, the
social security benefit needs to be supplemented by the other programs, just as
parental support from those who have not died, retired, or become tota’lll“\; isabled
needs frequently to be supplemented by the grant and loan programs. The partial
replacement of parental support by the social security benefit helps to equalize
educational opportunity for these young survivors and dependents of retired and
di?abled workers. It is not in conflict with programs designed to supplement paren-
tal support.

This partial replacement of parent support for youths attending school seems to
me a legitimate use of social insurance funds, but in the event the Congress decides
otherwise, I would hope that, at least, it would not reduce benefits already being

rovided or eliminate the benefit for those who have had every reason to count on
its later receipt. But let me return to that issue in a minute.

(¢) Elimination of the lump-sum death benefit for insured workers whe do not
have a surviving spouse or child eligible for monthly benefits. -

Social security pays a lump-sum benefit when insured workers die. The benefit is
paid tu the spouse who was living with the deceased worker. If the worker has no
spouse, or if the worker’s spouse was not living with him, the benefit is paid to the
person(s) who paid the funeral expenses. The benefit is the lesser of: (a) three times
the worker's primary insurance amount; or (b) $255. The dollar ceiling has been
$255 since the early 1950s. In recent years, three times a worker’s primary insur-_
ance amount has, in every case, been more than $255 so that all [ump-sum pay-
ments have been for $255.

It is very important to many people that they leave enou%h insurance to provide
for their burial and to pay for the expenses of their last illness. They are greatly
concerned that their death not be an expense to friends, family, or relatives or that
they not be buried at public expense. The current payment of $255 is clearly
inadequate for this purpose, and I would favor raising the ceiling to at least $500, as
propesed by the last Advisory Council. To move in the opposite direction and drop
the benefit, except where there is a surviving spouse or child eligible for monthly
payments, would lead many people to buy the most inefficient type of private
insurance—the so-called “industrial” policies which are sold door to door, with
premiums collected weekly or monthly. Because administrative expenses for such

licies are very high compared to their low face value, only about one-half or even
ess of the premium revenues are ever paid to claimants.

Protection against the costs of last illness and funeral expenses seems to me a
legitimate objective of social insurance and an efficient way of Eroyiding the protec-
tion. I believe the benefit should be improved somewhat rather than reduced in

scope.
. (d) Adding currently insured status to the eligibility requirements for disability
insurance.

When the prograrn was first passed, in addition to meeting the present test of
fully insured status, plus having worked 20 quarters of coverage out of the 40
calendar quarters ending with the quarter in which the individual mes disabled,
a worker had to meet a test of working in 6 quarters out of the last 13. This test of
recency of work was removed from the program by the Congress in 1958 because
this test was preventing many totally disabled workers from getting benefits, even
though they had paid into the system for a long period of time.

Many total disabilities do not occur at a precise moment in time. Unlike the

rson disabled in an automobile accident or by a stroke, say, a worker may suffer

rom a de%enerative illness that just gets gradually worse. Since the definition of
disability for social security purposes is very strict—inability to engage in any
substantial gainful activity—a worker may be significantly disadvantaged in the
labor market for a considerable period of time before he meets the definition. Thus
it is not unusual to find workers with a mental illness or any one of a number of
progressive diseases, such as emphysema, who have a history of intermittent em-
ployment for a considerable period before a final determination of disability can be
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made. Thus under the 6 out of )3 test, by the time the individual was ‘“‘disabled
enough'’ to meet the strict definition in social security, he or she was no longer able
to meet the test of recent employment. !

I believe the decision to remove the test of recency was the correct one, and I
believe that, if it were once again included in the program, many deserving people
would be made ineligible for benefits.

The Congress made a very thorough review of the disability provisions of social
security over a period of several years prior to the 1980 amendments. I see no
justification for opening up this program for reexamination so soon again. Many of
the provisions of the 1980 amendments have not even been given & chance to
operate.

Present cost projections for the disability profram show the system to be well
financed, and there seems to be no good reason for cutting down on the protection
now provided in order to save money.

All in all, I do not think social security policy should be made in order to gain
sh:rt-term advantages for the unified budget, and this proposal seems to have no
other merit.

(e¢) Providing that combined disability benefits from various Federal and State
programs should not exceed a worker's previous earnings.

nder present law, the combined amount payable by social security and by
workmen’s compensation cannot exceed 80 percent of the average of the highest five
years of the worker’s earnings since 1950, or the earnings in the highest year out of
the five ﬁ]ars preceding the year in which the worker became disabled, whichever is
higher. The eaminﬁs in these tests are automatically updated as average wages
covered under social security rise. The states are given the opportunity to reduce
their workmen'’s compensation benefits to a point where the combined workmen’s
compensation and social security benefits do not exceed the 80 percent test, and
many states have taken advantage of this provision to do so. However, if the states
do not act, then the social security benefit is reduced to accomplish the same

pu .

ere are no other provisions in the Social Security Act for adjustment because of

the payment of other disability benefits, but a high proportion of private pension

lans do adjust their disability benefits if a social security disability payment is

ing made. I think they all should, but it \;ould be a considerable departure from

revious Federal policy toward private pension plans to require them to do so by
ederal law, and this has not been proposed.

There is an argument from the standpoint of incentives to have an overall cap on
government benefits paid for the same disability, but there is certainly also a strong
point to be made on the other side—that is, the most important benetits affected by
such a proposal would be veteran’s compensation (not proposed for inclusion under
the cap by the Administration) and payments to miners who are disabled because of
lung disease. In both of these cases the argument is made with considerable merit
that the payment is designed not only to make up for a loss of earning caﬂacitg, as
social security is, but is also an indemnity payment for an injury. If it is thought of
as an indemnity, there is not the same problem in getting more in total benefits
than one might have been able to earn while at work.

In any event, if such a cap were to be considered, it seems to me of great
importance that the test of earning capacity be similar to that in the present law
governing the total of workmen’s compensation and social security benefits rather
than a test of a career average of earnings, as is used in the new provision limitin
family benefits under the disability program. What counts from an incentive stand-
point is the worker’s demonstrated recent capacity to earn, with this test kept ug to
date as wages move up. An average of lifetime earnings, or even the highest
earnings, stated in terms of wage levels of many years ago, is hardly a fair measure
of what would currently be a level of benefits ag'ecting incentives to work. It also
seems to me that if any such cap were to be considered, the contributory social
security benefit is the one that ought always to be paid in full, and that any
adjustment should be in the smaller, noncontributom ams paid from general
revenues. Thus, even if such a cap were to be considered, if done in the most logical
way, it would have no effect on social security costs.

(f? Elimination of the provisions for reimbursing state agencies for the vocational
rehabilitation of social security disabilitv beneficiaries.

inning in 1967, the disability insurance fund began reimbursing the state
rehabilitation ncies for the cost of rehabilitating social security beneficiaries.
The provision for paying for rehabilitation out of the disability trust fund was
adopted because, with limited funds available from lar rehabilitation prog;ams,
the state a’gencies tended to avoid the very seriously disabled social security benefi-
ciaries in favor of those with only partial disabilities, who were easier to rehabili-

-
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tate. From social security’s viewpoint, paying for rehabilitation is a good business
proposition. Every beneficiary who goes to work saves the program money.

My own view is that social security should probably spend more to get its
disability beneficiaries into productive employment. I agree with the last Advisory
Council’s suggestion that a study should be made of using not only the state
agencies but possibly private rehabilitation agencies as well.

(g) The budget also calls for stepped-up review of the continued eligibility of
disabled beneficiaries.

Such stepped-up review, which I support, was provided for by the 1980 amend-
ments to the Social Security Act. I think the Social Security Administration should
be allowed to fully implement the new law without still further mandated reviews
at this time.

(4) Any changes that are made should be graded in over time and not take away
from those who have every reason to believe they are currently protected.—It is not
enough simply to protect the rights of those already receiving benefits, although
doing this would be a big improvement over the proposals of the Administration. In
the case of benefits for surviving and dependent children attending school, for
example, there are large numbers of widows and children who are now counting on
the continuation of the child's benefit when the child goes to technical school or
college. Millions of pamphlets have been sent out explaining their rights under the
law. To eliminate this benefit, for say a child now 16 or 17 years old, or to eliminate
the minimum benefit for a 61-year-of;i, say, who is counting on it next year seems to
me very likely to undermine confidence in the general dependability of the system.

If such changes are to be made, and I am against them, then at least make them
in a way that will cause the least resentment. Give people a chance to adjust, to
make other plans. Rushing the proposals through in a way to get quick savings for
the unified budget would, I believe, weaken confidence in the dependability of social
security as a whole. If the government can so easily change its compact with the
contributing worker without notice and without lead time in regard to these bene-
fits, it might in future years decide to make other changes affecting millions of
other contributing workers. Yet, dependability is the most essential characteristic of
the system if it is to retain public support. And why should state and local employ-
ees or Federal employees want to come into social security unless they can count on
the stability and predictability of the benefit promises?

(5) There should be an increased allocation of social security taxes to the cash
benefit program.—The financing of social security is on a pay-as-you-go basis with
most of the funds collected in a given year being paid out in benefits in that year. It
is intended that there should be a contingency fund sufficient to tide the program
over periods in which fluctuations in economic conditions may cause a temporary
imbalance between income and outgo. While the interest earnings on such a contin-
gency fund are useful, they do not form any substantial part of the long-range
financing of the social security program.

This pay-as-you-go system can ordinarily be expected to work well. As long as
increases in wages exceed increases in prices, the income to the system (determined
as a percentage of payrolls) will usually be enough to cover the cost of benefit
increases, which are tied automatically to price increases. Pay-as-you-go financing is
also sensitive to the rate of unemployment, which, of course, also affects ?arroll
size. Recently, the contingency funds have been drawn below a reasonably safe level
because we have had the unusual combination of prices rising faster than wages
and, at the same time, a relatively high unemployment rate.

It is clear that some congressional action will be nceded shortly to avoid a short-
term financing problem in the old-age and survivors’ insurance part of socal secu-
rity (the disability insurance program and the hospital insurance part of Medicare
are not in difficulty). The reallocation of rates between old-age and survivors’
insurance and disability insurance signed into law on October 9, 1980 was intended
as a stop-gap measure and is probably sufficient only through calendar year 1981.
The action required can be quite minimal, or we can take the occasion—as I think
we should—to make rather fundamental changes in financing.

The Carter Administration proposed borrowing among the three social security
funds—the old-age and survivors’ insurance fund, the disability insurance fund, and
the hospital insurance fund—as a way of meeting the short-term problem in old-age
and survivors’ insurance between the end of 1981 and the point at which the
presently scheduled 1985 contribution rate increases take hold. If the economy
improves rapidly and substantially, this provision alone might well make the pres-
ent financing of the cash benefit program sufficient for the next 50 years and the
financing of the hospital insurance program under Medicare sufficient at least into
the 1990s. Under other economic assumptions, however, this plan would be inad-
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equate in the 1984-1985 period, and Congress would once again need to address the
question of social security firancing.

My own view is that it would be desirable to make fundamental changes in social
security financing right away so that financing of the cash benefit program would
be assured at least into the next century and without having to raise the tax rate
for old-age, surviveis’ and disability insurance for at least the next 25 years. It is
very disturbing to beneficiaries and contributors alike to keep running into these
short-term crises because of an insufficient margin in the short-term rates. And it is
disturbing to contributors to keep facing a series of rate increases.

What I woul(idpropose is that beginning in 1982 the rate for cash benefits, OASI
and DI combined, be set at 6 percent of earnings rather than the presently sched-
uled 5.4 percent. During 1982, hospital insurance under Medicare could be financed
by the present contribution rate of 0.65 percent for the employee, 0.65 percent for
tg’e employer and a drawing down of the hospital insurance trust fund, making the
overall social security tax rate for 1982 6.65 percent (the same as 1981), rather than
6.70 percent, as scheduled for 1982 in present law. Beginning in 1983, general
revenues would be introduced to pay half the cost of hospital insurance. The
contribution rate for hospital insurance would stay at 0.65 percent through 1984,
and would be increased to 0.80 in 1985 (present law calls for an increase in the HI
rate of 0.05 in 1985 and an additional 0.10 in 1986).

_The 6 percent rate proposed for the cash benefit program would stay at that level
for at least the next 25 years. It is to be compared with the present schedule for
cash benefits of 5.35 for 1981, 5.40 for 1982-84, 5.70 for 1985-89, and 6.20 for 1930
and thereafter. The scheduled 1990 rate of 6.20 is estimated to ({)roduce very large
excesses of income over outgo for at least 15 years or so after 1990, and the proposed
6 percent rate, starting in 1981, would finance the cash benefit program from 1981
well into the next century.

The idea of financing half of hospital insurance under Medicare out of general
revenues is not original with me, but has been advocated for some time by Congress-
man Barber Conable, the ranking Republican on the Ways and Means Committee,
and has now been endorsed b{qthe National Commission on Social Security.

Perhaps because Part B of Medicare already has the major part of its cost covered
by general revenue financing, and perhaps also because the benefits in both parts of

edicare are not geared to past earnings as they are in the cash benefit program,
there has been less reluctance to move away from total reliance on an earnings or
payroll tax in the Medicare program as compared with the cash benefit part of
social security.

At the present time, the hospital insurance part of Medicare (Part A) is financed
almost entirely from a tax on employers’ payrolls and deductions from workers’
earnings, as in the case of cash benefits under social security. The exceptions are
minor: contributions from general revenues, for example, to pay for non-contribu-
tory credits for military service, and for hospital insurance benefits paid to people
uninsured under social security at the time the hospital insurance program began.
On the contrary, about 70 percent of the costs of Supplementary Medical Insurance
{Part B} under Medicare, which reimburses for the cost of physicians’ services, is
paid from general revenues, and the rest of the cost is met from premiums paid
currently by those insured under the program. If both Parts A and B of Medicare
are looked at together, about 20 percent of the revenues for Medicare comes from
general taxes.

Although what I have described is my preferred plan, there are, of course, others:

The very minimal change of inter-fund borrowing proposed by the Carter Admin-
istration would, under optimistic economic assumptions, get the cash benefit pro-
gram through the next ears (and the hospital insurance program into the 1990s)
under the contribution sc{;edules provided by present law. If necessary, this ap-
proach could be suprlemented by some advances from general revenue during the
1984-85 period, should they be needed.

Another approach would be to provide for inter-fund borrowing as proposed by
the Carter Administration, but, at the same time, move the 1985 scheduled increase
in the contribution rate for cash benefits to 1984. This again would be sufficient
only under optimistic economic assumptions.

A plan which would have the same result for social security financing as the one I
propose but which would not depend on any general revenue financing for hospital
insurance, would be to provide for a direct increase of 0.65 percent in the cash
benefit rate in the near future. Such an increase would, of course, take the place of
the various scheduled increases for the cash benefit program in present law.

In any event, there is no need to turn to cutting benefit protection to meet the
short-term financing problem in the OASI mrt of social security; there are any
number of satisfactory ways of financing the benefit protection promised by present
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law. What I have proposed has the advantages, as compared to the first two of the
proposals I have just described, of not depending on either the realization of optimis-
tic economic assumptions or an infusion of general revenues for the cash benefit
program. Compared with the third proposal, it would not require an increase in
social security taxes for the cash benefit program until at least well into the next
century.

(6) Neither Demography Nor the Economic Future of the United States Requires
Cuts in Social Security Protection.—In discussing the social security cost implica-
tions of the future demography of the United States, it seems to me of the first
importance that we be clear in distinguishing between those matters we can be
quite certain about and those matters which are more speculative. The broad
outline of the growth in the absolute number of the elderly population over the next
50 years is quite certain—perhaps a 600,000 a year average increase in the number
of those over 65 for about 15 years in the future, then a considerable slowing down
in the rate of increase for 10, followed by a huge increase, averaging well over a
million a year, for the following 25 years, and then a more or less leveling off for
many years after 2030. The people who will become 65 between now and 2045 have
already been born, and the application of expected mortality rates (which include a
substantial allowance for improved mortality) to the existing population produces
the results described. In other words, give or take a few million, the number of
people over 65 will rise from 26 million today to 35 million by 1995, rise relatively
slowly for the next 10 years, and then be followed by a huge increase in just a 25
year-period from about 37 million in 2005 to 65 million in 2030, with the number
over 65 leveling off after that.

It is a fact that, for approximately the next 15 years, large numbers of people will
be reaching age 65 because birth rates were relatively high in the period from 1915
to 1930. It is also a fact that the number over 65 will not increase as much for the
10 years after 1995 because of the low birth rates during the great depression. And
it is a fact that the baby-boom generation of post World War II starts to reach 65 in
the early part of the next century.

Much less certain is the widely held belief that shortly after the turn of the
century, just at the time the number of elderly starts to increase so rapidly, the
growth in the 20 through 64-year-old population—ordinarily thought of as the
working age population—will come to a virtual halt and remain stable for many
years. It is the possibility of the relative growth in the number of retirees compared
to those at work that causes concern about long-range financing of social security.
Between now and about 2005, there continues to be a major growth in the 20 to 64-
year-old group—again a near certainty—so that the ratio of those over 65 to this
younger age group changes relatively little during this period. Thus, there is no
significant demographic problem for social security for the next 25 years at least.
'll‘ht]a proportion taking out and the proportion paying in will probably change very
ittle. .

In the longer run, however, there could be sizeable increases in the cost of social
security cash benefits if we continue to have low birth rates, immigration rates
limited to the present legal level, a substantial increase in the rate of disability, a
work force that retires about as early as today, and a continued long-range decline
in the proportion of workers' compensation paid in wages as compared to fringe
benefits. These are the assumptions made in the last Trustees’ Report, and on
strictly a pay-as-you-go basis (no reserves) these assumptions produce a need for a
contrigution rate from 2025 on of about 82 percent of earnings as compared to 6
percent or less for the rest of this century. If this turns out to be the case, however,
it is of great importance to recognize that the very assumptions which produce an
increasing ratio of older people to those at work also result in a declining ratio of
children to those at work. If, instead of the ratio of those over 65 to those 20
through 64, we take what has been called a total dependency ratio, the ratio of
those over 65 plus those under 20 to the group 20 through €5, we get a much
different picture than if we look only at the elderly. It J'ust isn't true that reason-
able demographic assumptions show a larger number of dependents for each worker
after the early part of the next century. Instead, what they show is a shift in the
composition of the dependency group—fewer children, more elderly.

Today we have about 75 people either over 65 or under 20 for every 100 in the aﬁe
group 20 through 64. Over the next 25 or 30 ycars, this proportion drops steadily
until it reaches a low point of 68 per 100 around 2010. In other words, up to that
year, there are actually fewer dependents per worker than. we have now, and it
takes until about 2020 to get back to where we are today. Even at the high point in
the total dependency ratio in 2035, we get a ratio of only 86 per 100, as compared to
90 in 1970 and 95 in 1965. In the future people may need to shift some of the
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resources that were once spent to raise children to building the kind of world they
want for themselves and others in retirement.

In spite of the relative stability of the total dependency ratio, under the Trustees’
assumptions the percentage of covered payroll needed to suggort the social security
system would increase. This is true, in part, because about 80 percent of the cost of
social security is for the elderly. Under the central set of assumptions used by the
Trustees, some 50 years from now only two covered workers per beneficiary will be
paying into the system as compared with 3.2 today. As stated earlier, this depends
on assumptions that include fertility rates not rising above the rate necessary to
replace the population, continuation of retirement at approximately the same early
age as today, immigration held to the gresent legal limit of 400,000 a year, and an
increase in the incidence of total disability to a level substantially higher in the
future than it is today.

Another powerful assumption in the ]ong-ran?e cost estimates is that the percent-
age of payroll to cover social security costs will continually have to rise because a
smaller and smaller proportion of workers' compensation is assumed to be in the
form of wages as compared to fringe benefits. Yung-Ping Chen, the Research Direc-
tor of the McCahan Foundation for Research in Economic Security, has pointed out
that, if wages and salaries were to remain at 84.2 percent of total employee comgen-
sation as they are today, then the pay-as-you-go social security tax rate would be
considerably less than presently estimated. This is true because the official esti-
mates assume that wages as a groportion of total workers’' compensation will have
dropped from 84.2 percent in 1980 to 71.5 percent in 2020, to 67.4 percent in 2035,
and to 62.2 percent in 2055.

All of these assumptions can be defended with varying degrees of persuasiveness,
but the‘y:I can also be questioned. If one goes along with what has been assumed, then
the cash benefit program, kept up to date with wages and prices, can be financed
well into the next century for a 6 percent contribution rate or less. In the longer
run, on a strictly gay-as—you-go basis, a self-financed system would require about an
8%z percent contribution rate.

Such a rate would not be an overwhelminf burden. German workers already pay
8 percent for old-age, surviviors’ and disability insurance lprotection, and, in add-
tion, the general revenues of the German government pay for 19 percent of the cost
of the system. But I am not at all sure that such a rate will be needed. No matter
what assumptions are made about fertility rates, immigration, retirement age, etc.,
it does not make startling differences in the estimated cost of the social security
system for the next 25 years. In the near term, financing problems, if any, arise
from the lack of an adequate contingency reserve to see the system through major
economic fluctuations. The important factors in the short run are the depth and
length of recession periods, the level of unemployment and inflation, and the
relation of price increases to wage increases, and the variations should be manage-
able with adequate contingency reserves. But for the next century, predicted costs
vary widely, depending on demographic factors, whether the proportion of worker’s
compensation subject to social security taxes continues to decline more or less
indefinitely, and on many other unpredictable trends. We just don't know very
much about what will happen on many of these crucial factors some 25 to 50 years
from now. We can be quite certain about the large increase in the absolute numbers
of the elderly, but we really don’t know very much about future fertility rates, the
extent to which women in the future will work in the paid labor force rather than
as homemakers, the extent to which, under conditions of fewer new entrants to the
labor force, employers will offer inducements to older workers to stay on at their
jobs longer than they do today, what our immigration policy will be, all the other
factors which will affect the ratio of “payers-in” to ‘‘takers-out” and whether at
some point workers will seek increases in current wages rather than more and more
fringe benefits. We just don’t know whether social security costs measured as a
percentage of payrolls will significantly increase in the next century or not.

In any event, it can be expected that, over the long run, productivity increases
translated into higher levels of living will make any increase in contribution rates
that might be necessary easier to bear. Most people do not question some increase
in productivity in the future. The argument is mainly over how large these in-
creases will be. Even modest increases of 1% percent a year, on the average—for
example, the Trustees’ assumptions of a 4 percent annual price increase and a 5%
percent wage increase over the long run (a much lower percentage increase than
the 2 to 2.5 percent which, up until recently, has been the historical average)—
translate into a doubling of real wages after social security taxes by about 2025. As
a percentage of GNP, social security cash benefits, according to the intermediate
estimates of the Board of Trustees, gradually drop from 5.05 next year to 4.30 by
2003, and then rise to a peak of 6.36 in 2030, falling again to 5.82 in 2055. It seems
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to me quite wrong to consider making reductions in social security protection now
based on the notion that in the distant future the costs of the present social security
!:aw will somehow become much more difficult to support. This is not likely to be
the case. .

In summary, there is no reason to expect that in the long run the economic
burden supporting the present social security law will be greater than it is today: (1)
It is not at all clear whether, and to what extent, there will actually be an increase
in the ratio of those drawing benefits to those paying in. (2) In terms of the basic
economic situation in the future, there will not be more dependents per worker
than there were, say, in 1970—there will be more older people but fewer children.
{3) It can be expected that the real wage level will be much larger in the long-range
future than it is today-—perhaps about twice as high by 2025 after social security
taxes—so that any increase required in social security contributions would be much
easier for workers in the future to bear. (4) Under present law, social security
benefits as a percentage of gross national product (using the assumptions in the
middle-range estimates of the latest Trustees’ report) show a considerable drop
between now and the early part of the next century and a relatively small increase
thereafter—in the range of 5.05 next year, 4.30 shortly after the turn of the century,
6.36 in 2030, and 5.82 in 2055. (5) Finally, the decrease in the part of workers’
compensation subject to social security taxes may well have been exaggerated.

CONCLUSION

All in all, I believe that the social security system that emerged from the 1977
amendments is a good one. The most recent polls show clearly that social security is
a popular program, that the majority of people do not favor cuts in benefits, and
that, if necessary, they are willing to pay higher social security taxes to support the
level of protection now provided. People just do not react to social security taxes as
they do to other taxes since social security taxes are earmarked for specific protec-
tion, and they do not react to social security benefits as they do to other government
expenditures because they see the benefit resulting from a compact between the
government and the contributor.

The major task in legislation for social security is to strengthen public confidence
in the system'’s financing, in the dependability of the benefit payments, and in the
intention of the government to honor the commitments that have been made. Social
security continues to be immensely popular, but the reports of fiscal crisis and
bankruptcy, the proposals to suddenly cut back on benefits that people have been
counting on, and the failure of government to make clear that the self-financed
system of social security cannot appropriately be manipulated for short-term budget
objectives are contributing to weakening the public's confidence in the system.

The CHAIRMAN. I am going to ask, if no one objects, that the next
witness by Jan Deering, board of directors of the Association of
Junior Leagues.

Jan, are you prepared and ready to go?

Following that, we will have a panel consisting of Mr. Hacking
and Mr. Clayman.

I might indicate as I have to other witnesses, your entire state-
ment will be made a part of the record.

You may proceed in any way you wish.

We are happy to have you here.

STATEMENT OF JAN DEERING, MEMBER OF BOARD OF DIREC-
TORS, THE ASSOCIATION OF JUNIOR LEAGUES, INC; ACCOM-
PANIED BY SALLY ORR, DIRECTOR OF PUBLIC POLICY OF
THE ASSOCIATION OF JUNIOR LEAGUES, INC.

Ms. DeerING. Thank you. It is a pleasure to be here and a
privilege, particularly in light of the support that you have shown
the children of our State of Kansas, as well as those throughout
the Nation.

Accompanying me this morning is Sally Orr, director of public
policy for the Association of Junior Leagues.
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I am here today on behalf of the association to request your
continued support for the child welfare reforms and subsidized
adoption provisions included in the Adoption Assistance and Child
Welfare Act of 1980, Public Law 96-272, passed by the 9oth Con-

gress.

We strongly urge you to maintain titles IV-B and IV-E of the
Social Security Act separate from the block grants for social serv-
ices proi)osed y President Reagan.

We also ask that you recommend adequate funding for these
programs. Specifically, we urge you to recommend an appropri-
ation of $220 million for title IV-B for fiscal year 1982.

The Association of Junior Leagues is an international women’s
volunteer organization with 235 member leagues in the United
States, representing approximately 132,000 individual members.

The junior leagues promote the solution of community problems
through voluntary citizen involvement, and train their members to
be effective voluntary participants in their communities.

The association’s commitment to the improvement of services for
children is long standing. Junior league volunteers have been pro-
viding services to children since the first junior league was founded
in New York City in 1901.

Many of the experiences of individual junior leagues advocating
for reforms in their communities made them aware of the need to
move for reform at the Federal level.

Often the difficulties that junior league advocates encountered
were caused by Federal fiscal policies that encouraged famil
breakup by providing easy access to foster care funds while provid-
ing little or no funding for preventive programs that would help
families to remain together.

There were also no Federal funds available to encourage adop-
tion of children with special needs.

The growing awareness for the need for change at the Federal
level led the delegates to the association’s 1978 annual conference
to vote that the association should advocate to see that opportu-
nities and services essential for the optimal, physical, intellectual,
emotional, mental and social growth of children are provided.

In 1979, the association moved to fulfill this mandate by voting
support of legislation in child welfare reform and child health and
establishing a legislative network to secure passage of legislation in
these areas.

To date, 194 junior leagues, 21 State public affairs committees
and 1 regional council have joined the network.

Junior leagues across the country continue to work for foster
care reform and the development of subsidized adoption programs.

Their support of child welfare reform and a subsidi adoption
program at the Federal level stems from their knowledge of the
stimulus that carefully targeted Federal programs can be for
needed reforms at the State and local level.

My own junior league, the Junior League of Wichita, completed
an extensive survey of community services for children in 1975,
subsequently focusing on the need for foster care reform.

A position statement on foster care adopted by the Junior
League of Wichita in 1978, and reaffirmed annually since then by
the league, calls for many of the reforms mandated by Public Law
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96-272. Similar position statements have been adopted by the two
other junior leagues in Kansas, Topeka and Kansas City, Kans., as
well as the State public affairs committee of the Junior Leagues of
Kansas, which represents the approximately 1,500 junior league
members in the States.

I have copies here with me of these position statements should
you be interested in seeing them.

In 1978, the three junior leagues of Kansas joined with the
Kansas Children’s Service League, a statewide not-for-profit agency
that provides a wide range of services to children, to establish the
Kansas Action for Children, a statewide advocacy group.

The Kansas Action for Children monitors the delivery of services
to children and publishes “Action for Children’s Sake,” a weekly
legislative news sheet focusing on legislation affecting children,
that is sent to over 3,500 individuals and organizations in the State
of Kansas. .

All three junior leagues in Kansas worked actively for the pas-
sage if Public Law 96-272. Our experiences have shown the need
for the reforms mandated by the child welfare and adoption assist-
ance sections of that legislation.

Of the more than 4,700 children in foster care in Kansas, 402 of
these children have been in foster care for more than 8 years.

I was amazed at the difficulty I had getting these statistics and I
personally feel that this information should be for public record.

Although Social and Rehabilitative Services of Kansas adopted a
permanency planning project in January 1980 for children in place-
ment over 1 year, the opportunities for the type of permanency we
seek for children are very slim for older children in our State.

In fact, caseworkers speak of a stagnant population that was
passed over 10 years ago. We know from the work of national
groups that homes can be found for children, including those with
special needs.

In Kansas, however, of the 201 children placed for adoption in
1980, less than 10 percent were over 11 years old. Furthermore,
intake for the State's 9-year old adoption sibsidy program was
closed last month because of lack of funds.

At this very moment in Kansas, 10 children for whom adoptive
families have been approved remain unadopted and in foster care
because there are no funds for subsidy.

Implementation of the subsidized adoption program mandated by
Public Law 96-272 would give these children permanent homes and
permanent families.

Kansas has no regular judicial or independent review for chil-
dren in foster carc. Experiences with foster care review systems in
other States indicate that regular reviews such as those required in
Public Law 96-272 result in achievement of permanency for chil-
dren either by reuniting families, or when this is not possible,
terminating parental rights freeing the child for adoption.

We are certain that many of those children who have been in
foster care for the past 8 years would be in permanent homes today
if Public Law 96-272 had been enacted earlier.

Kansas Social and Rehabilitative Services is predicting a 300-
percent increase next year in confirmed child abuse cases. If serv-
ices are not available to help these families, the children inevitably
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will end up in foster care at considerable expense to the taxpayer
and emotional distress to the child.

The work of other junior leagues has highlighted the need for
the development of the prevention and reunification required by
the child welfare reform sections of Public Law 96-272.

For instance, eight junior leagues in California played an active
role in the passage of their State's family protection act, legislation
that provided for a 4-year demonstration project mvolvmg State
and county financial cooperation to provide services to prevent the
removal of children from their homes either voluntarily or by the
juvenile court.

Demonstration projects have been established in San Mateo and
Shasta Counties.

Representatives of the San Francisco and Palo Alto junior
leagues, two of the eight junior leagues that supported passage of
the FPA, serve on the evaluation committee for the project. The
effects of the demonstration project have been dramatic in San
Mateo County.

According to a member of the Palo Alto Junior League who
serves on the evaluation committee, there was a 33-percent de-
crease in the admissions to foster homes and institutions in the 3-
year period from September 1977 to September 1980.

This significant drop came at a time when the reduction in out-
of-home placements statewide was only 1 percent.

One of the services offered by the San Mateo project is respite
care.

My experience, as a speech pathologist during the past 20 years,
has made me acutely aware of the critical need for respite care. I
have known many caring parents of handicapped children who,
because they have never been able to be away from their children
for any length of time, have broken under the daily strain. They
either become abusive or found it necessary to place the children in
foster care, or both.

Advocacy groups across the country can also attest to the need
for the type of subsidized adoption programs provided by the new
title IV-E of the Social Security Act.

Junior leagues in New Jersey have played key roles in securing
the passage of these programs which promise to provide permanent
homes for some of this country’s neediest children.

The support provided by the junior leagues of Oregon for a
national subsidized adoption program predates the association’s
support for such a program.

The two junior leagues in Oregon, Eugene and Portland, worked
for the passage of H.R. 7200 in the 95th Congress. The junior
leagues of Oregon also have worked actively to increase the finan-
cial support of their State’s subsidy program.

In summary, the child welfare and subsidized adoption programs
provided by Public Law 96-272 provide a cost-effective method of
providing permanency for children.

The programs mandated by the new law are among the most
supportive family measures before the Congress.

They offer services to prevent family breakup and to reunify
families that have been separated.



58

When reunification is impossible, they offer a subsidized adop-
tion program to provide permanent homes for children who would
otherwise be homeless and for whose care and support the Govern-
ment would otherwise be responsible.

This landmark piece of legislation passed by the House by a vote
of 401 to 2 and received unanimous approval in the Senate only 8
months ago. We urge you to give it a chance to prove itself by
keeping titles IV-B and IV-E of the Social Security Act out of any
block grant and by calling for funding adequate to trigger the
reforms mandated in the law.

Many have spoken of children as our Nation’s most precious
resource. We firmly believe they are.

Further, we know that children toward whom the reforms in-
cluded in Public Law 96-272 are directed are among our Nation's
neediest.

They are not only needy, but they are without a vote and a voice.
We urge you not to abandon the reforms that would make it
possible to provide permanent homes for them.

Please do not let the brunt of budget cuts fall on the neediest of
our Nation'’s children.

Thank you, again, for the opportunity to appear before you.

The CHAIRMAN. Well, I would just say that in light of the legisla-
tion passed last year, we are certainly sympathetic. In fact, I think
I asked Secretary Schweiker, when he was here, to take a look at
eliminating this from the block grant proposal.

I have not yet had a response from the Secretary.

On the other hand, we are caught in a budget crunch here that
makes it very difficult. I wouldn’t anticipate any new programs
passing the Congress this year. I think there may be certain efforts
to ease the impact some. But, again, at this point, I'm not certain
just what the committee may finally do.

There is a lot of support of this program obviously in that it
passed the Congress with the lopsided margin it did, but there is
also a lot of support for ending 17-percent interest rates, 12-percent
inflation, overregulation, and high unemployment. You can’t have-
it both ways, but we will do the best we can.

I'm certain that Senator Moynihan will do the same.

Ms. DEeRING. There are 500,000 children in foster care in the
United States of America. I hope that we will all consider what the
implications of this might be if permanent homes aren’t found for
most of these children in the future in regards to unemployment in
our country and a lot of other welfare problems.

The CHAIRMAN. How much are we spending on a State level?

Ms. DEerING. Which particular State are you referring:to?

The CHAIRMAN. Kansas.

Ms. DEerING. In Kansas, can you address that point?

Ms. ORrr. I do not have the figures on that. We will check, but,
Jan, as she said, had quite a bit of difficulty finding out how many
children are in foster care and so we will do the best we can on
getting the statistics to you.

Ms. DEerING. I do know that once the children are placed, the
cost in placing them in permanent homes is much less than being
in foster care for 8 years or 10 years, or 3 years, or whatever, as
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well as those children that end up in incarcerating institutions and
we are spending our money that way.

The preventive medicine is so vital here.

Ms. ORrr. Subsidized adoption program, for instance, always the
payment is less than the foster care rate.

s. DEERING. Absolutely.

Ms. ORrr. Plus there is no supervision of the social worker once
the adoption is finalized.

Second, if the child should go into an institution, of course, it
goes to $18,000 to $30,000 per year.

Senator Moynihan spoke eloquently of the AFDC children. Many
of these children who are in AFDC foster care would not have to go
under foster care if some of these services were available, and they
are cheaper in the long run.

The four Republicans on the Public Assistance Subcommittee
and Congressman Conable, in their letter to Secretary Schweiker,
spoke eloquently of this. That it is often cheaper for a State to put
a child in foster care if they aren’t planning past the next year,
and they are worried, so in a crisis crunch, they don’t do the long-
range planning.

But these services, as we spoke in our testimony, for instance, for
California are proving cost-effective in the long run because if you
can get a homemaker in, or as Jan mentioned that she has found
in her work as a speech pathologist that a family that can get
respite care can stay together sometimes. But if everything goes to
pieces and the children are taken out, it is much more expensive.
And once the family breaks up, it is much harder to get the family
back together.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Thank you, Mr. Chairman, and let me thank
you, Ms. Deering.

I just want to repeat that I am surprised how few persons come
forward to speak to this matter. We have an empty press table, of
course, and practically an empty room. I thought I had come to the
wrong place this morning when there were no lines outside.

We are not dealing with commodity tax squabbles, so there is no
possible interest of the lobbyists, but good for the junior league.
You won’t mind my saying that I was the author of the Child
Adoption Act and I did so out of a certain amount of experience in
the State of New York.

We have had adoption support for about 16 years and it works,
but it is, at some measures, sweeping back to sea. You might have
heard from the chairman that we have now got perfectly—I mean
as good as numbers as you are likely to get, t)épically HEW or
HHS, whatever it is now, would do. About a third of the children
born today will be living on AFDC before they are—reach their
maturity.

That, obviously, means the social system is not working very
well. It's not working. And, I think, it is only as we begin to
perceive how badly it’s working, that the only peorle still willing to
come here and talk about it are like the junior league, who have
been at it a long time.

An awful lot of people just stay away from it now. It is just too
much of a problem—too big.

80-480 0 - 81 - S
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But what kind of a society is it in the wealthiest society of the
history of the world in which a third of the children will be on
public assistance before they are 18?

I mean, you know, what happened here?

Well, we will do our best for you. As I said, the chairman has
problems, of course, and it is not the easiest thing to have a friend
and a constituent from Kansas come in here and tell you: stop that
crazy administration before it does all these awful things.

But, you know, you have a very humane and a very wise man as
Chairman——

Ms. DeerING. He cares about children.

Senator MoYNIHAN [continuing]. And he cares about children
very much.

e thank you, Ms. Deering.

Ms. DEerING. Thank you very much.

The CHAIRMAN. Thank you very much. We are happy to have
you and have a good trip home.

[Statement follows:]

SuMMARY

The Association of Junior Leagues urges that the Senate Committee on Finance
keep Titles IV-B and IV-E of the Social Security Act separate from the block grants
for social services rroposed by President Reagan and recommend funding for these
&rggrams that will enable states to implement the reforms mandated by P.L. 96-

1. The Association:

(A) International women's volunteer organization;

(B) 235 Junior Leagues; 132,000 members in the United States;

(C) Promotes solution of community problems through voluntary citizen in-
volvement and trains Junior League members to be effective voluntary partici-
pants in their communities.

I1. Association’s Child Advocacy Program:
(A) Junior Leagues in 214 communities surveyed the state of children’s needs
- and services available to them in 1975-1976;

(B) National Training Institute on Child Advocacy held in Baltimore in 1976;

(C) Junior Leafue experiences at local levels led to decision to support legis!a-
tion at national level in child welfare and child health.

III. Association Support of Child Welfare Reform:

(A) Experiences of Junior es across the country attest to need for
reform of foster care system, development of preventive and reunification serv-
ices and subsidized adoption program;

(B) Individual Junior Leagues and Association su%gort child welfare provi-
sifo’rll‘ls 1of I’I“,itléa IV-B of the Social Security Act and subsidized adoption portions
of Title IV-E;

©) bg)islative Network established—194 Junior Leagues, 22 State Public
Affairs Committees and one Regional Council belong to network. )

Sef:v' Assoct r iation Opposes Block Grant Approach for Titlec IV-B and IV-E of Social
urity Act:

(A) Block grant apgroach would destroy reforms mandated by child welfare

services sections of P.L. 96-272 and terminate subsidized adoption program;

- (B) P.L. 96-272 received strong bi-partisan support, passing the Senate unani-

mously and the House by 401 to 2 after five years’ effort by child advocates.

Proposed reforms deserve chance to be tested.

I am Jan Deering, of Wichita, Kansas, a member of the Board of Directors and
incoming Public Policy Chairman of the Association of Junior Leagues. I am here
today on behalf of the Association to request your continued support for the child
welfare reforms and subsidized adgstion provisions included in the Adoption Assist-
ance and Child Welfare Act of 1980 (P.L. 96-272) by the 96th Congress. We
strongly urge you to maintain Titles IV-B and IV-E of the Social Security Act
separate from the block grants for social services pro by President Reagan. We
also ask that you recommend adequate funding for these programs. Specifically, we
grge )lrglslzto recommend an appropriation of $220 million for Title IV-B for Fiscal

ear .
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The Association of Junior Leagues is an international women'’s volunteer organi-
zation with 235 member es in the United States, reg‘resenting a;;proximabely
132,000 individual members. The Junior Leagues promote the solution of community
problems through voluntary citizen involvement, and train their members to be
effective voluntary participants in their communities.

THE ASSOCIATION OF JUNIOR LEAGUES AND ADVOCACY FOR CHILDREN

The Association’s commitment to the improvement of services for children is long-
standing. Junior League volunteers have n providing services to children since
the first Junior League was founded in New York City tn 1901. Through the years,
Junior League volunteers have provided a variety of direct services to children,
including the establishment of settlement houses, emeriency shelters and day care
centers, and have served in a variety of positions such as tutors, case aides and
counselors.

In the early 1970’'s, a decision was made to supplement the Junior Leagues’
services by broadening the Association’s activities to include advocacy on behalf of
children. As a first step in its advocacy efforts, the Association, in 1975, developed a
study to be conducted by Junior Leagues in their own communities to determine the
state of children’s needs and the services available to meet them. Surveys were
conducted in 214 communities by Junior League members trained in interviewin
techniques and educated in the five focus areas chosen for the Association’s Chilg
Advocacy Program: child health, child welfare, special education, day care and
juvenile justice.

In the area of foster care, a compilation of 70 completed surveys revealed an
urgent need to overhaul the svstem that administers foster care in order to provide
a sense of permanency in chilaren’s lives. The survey results highlighted the need to
provide services designed to help reunite children in foster care with their families
or, when reunification with natural parents was not possible, to move toward
termination of parental rights so that a child may be freed for adoption. First and
foremost, of course, was the need to provide services to keep families together and
to avoid the use of foster care whenever possible.

The Association’s child advocacy program was officially launched at a four-day
national training institute on child advocacy in Baltimore in 1976. With technical
assistance from the Association, individual Junior Leagues developed a variety of
advocacy programs ranging from the design of parenting courses and educational
campaigns on child abuse to supporting legislation for subsidized adoption and
foster care review systems.

At the request of their local judges, several Junior Leagues initiated Children in
Placement Projects (C.LP.) in their communities. C.L.P. is a program sponsored by
the National Council of Juvenile and Family Court Judges that utilizes volunteers
to screen foster care cases for the courts. The goal of the program is to ensure that
the case of every child in foster care is reviewed by a court at least once a year. The
annual reviews are designed to end the ‘“drifi” of foster care by either reuniting the
child with his family, or if this is not possible, freeing the child for adoption.

Among the Junior Leagues that have assisted in developing and staffing C.I.P.
profects in their communities are the Junior Leagues of Brooklyn, New York;
Oklahoma City, Oklahoma; Providence, Rhode Island; Wilmington, Delaware; and
Raleigh, North Carolina. In addition, the Junior League of Wilmington, Delaware
and the eight Junior Leagucs in New Jersey played key roles in securing passage of
legislation mandating the establishment of citizen foeter review boards in their

- states.

Many of the experiences of individual Junior Leagues advocating for reforms in
their communities made them aware of the need to move for reform at the federal
level. Often the difficulties that Junior League advocates encountered were caused
by federal fiscal policies that encouraged family breakup by providing easy access to
foster care funds while providing little or no tunding for preventive programs that
would help families to remain together. There also were no federal funds available
to encourage adoption of children with special needs.

ASSOCIATION SUPPORT OF CHILD WELFARE REFORM

The growing awareness of the need for change at the federal level led the
delegates to the Association’s 1978 Annual Conference to vote that the Association
should advocate to see that oprortunities and services essential for the “optimal
physical, intellectual, emotional, mental and social growth of children” are pro-
vided. In 1979, the Association moved to fulfill this mandate bly voting support of
legislation in child welfare reform and child health and establishing a legislative
network to secure passage of legislation in these areas. To date, 194 Junior es,
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22 Staie Public Affairs Committees and one Regional Council have joined the
network.

The Association presented written testimony on behalf of child welfare reform to
this committee in the 96th Congress and testified before the Subcommittee on
Public Assistance and Unemployment Compensation of the House Ways and Means
Committee in both the 96th and 97th Congress (March 12, 1981).

JUNIOR LEAGUES SUPPORT CHILD WELFARE REFORM

Junior Leagues across the country continue to work for foster care reform and the
development of subsidized adoption p ms. Their support of child welfare reform
and a subsidized adoption program at the federal level stems from their knowledge
of the stimulus that carefully-targeted federal programs can be for needed reforms
at the state and local level.

Testifying before the Subcommittee on Public Assistance and Unemployment
Compensation of the House Ways and Means Committee in the last session of
Congress, a representative of the Junior League of Wilmington, Delaware stated:
“Lobbfn'ng experience with Delaware’s General Assembly has taught us that our
state legislators look first to the federal government for procedural guidelines and
availability of funds in deciding the validity of proposed legislative reforms. In the
area concerning the achievement of a permanent home for children in foster care,
there are no federal precedents which would serve as incentives and models for
states.

““We need these procedural reforms to alleviate foster care ‘drift’, to stop unneces-
sari; and inappropriate c[)slacemehts, and to end the unnecessary years spent in care
by hundreds of thousands of foster children.”

“We need federal fiscal incentives for states to provide reunification-of-family
services, programs emphasizing prevention rather than crisis intervention, review
and tracking systems, and adoption subsidies.”

The Junior League of Wilmington reviewed the cases of 650 children in New
Castle County, Delaware. Their profile of “Jenny”, the average child in foster care
in New Castle County, is illustrative of the findings about the approximately
500,000 children now in foster care in this country.

Statistics on “Jenny'’

Age upon entering care: 58 years; Reason for entering care: neglect; Father:
unknown, or not living with family; Mother: between 26-40 years of age, unem-
ployed, emotionally troubled; Siblings: at least one brother/sister, also placed in
care, but not in the same foster home with “Jenny’’.

Services offered to mother: a variety, but she either did not take advantage of
them, or discontinued them, possibly due to a transportation problem or the inap-
propriateness of the services available; Mother’s visits with “Jenny”: ranging from
infrequent to no contact; Current age of “Jenny’’: 13 years: “Jenny” has spent in
foster care: 7.2 years; Number of moves by “Jenny” in foster care: 2.9, which means
that “Jenny” has had to adjust to three different homes and families—statistically,
she will be moved again in two months’ time.

‘ Initial placement goal: return to own mother; Current placement goal: permanent
oster care.

SUPPORT OF KANSAS JUNIOR LEAGUES FOR CHILD WELFARE REFORM

My own Junior League, the Junior League of Wichita, completed an extensive
survey of community services for children in 1975, subsequently focusi'zs on the
need for foster care reform. A ition statement on foster care ado by the
Junior e of Wichita in 1978, and reaffirmed annually since then by the
League, calls for many of the reforms mandated by P.L. 272, including the
development of subsidized adoption programs, regular case review of children in
foster care and the development of services to prevent the removal of children from
their homes as well as services to help reunite families that have been separated.
The Junior League of Kansas City’s position statement on children, enacted in 1979,
and the foeition statement on child abuse and neglect, adopted each year since 1977
by the Junior League of Topeka, call for similar reforms. In addition, the State
Public Affairs Committee of the Junior Leagues of Kansas, representing the ap-
proximately 1,500 Junior League members in the state, has adopted a position
statement calling for appropriate temporary and long-term foster care facilities, the
expansion and upgrading of services for abused and neglected children and their
families and, because we are well aware that services do not come free of charge,
adequate funding for these services.
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In 1978, the three Junior Leagues in Kansas joined with the Kansas Children’s
Service League, a state-wide not-for-profit agency that provides a wide range of
services to children, to establish the Kansas Action for Children, a state-wide
advocacy group. The Kansas Action for Children serves as a neutral monitor of
existing and non-existing systems in the delivery of services to children and pub-
lishes “Action for Children’s Sake,” a weekly legislative newssheet focusing on
legislation affecting children that is sent to 3, individuals and organizations in
the State of Kansas,

All three Junior Leagues in Kansas worked actively for the p. e of P.L. 96-
272. Our experiences have shown the need for the reforms mandated by the child
welfare and adoption assistance sections of that legislation. Of the more than 4700
children now in foster care in Kansas, 402 have been in foster care for more than
eight years. Although the Social and Rehabilitative Services of Kansas adopted a
permanency planning project in January 1980 for children in placement over one
year, the opportunities for the type of permanency we seek for children are very
slim for older children in our state. In fact, caseworkers speak of a “stagnant
population that was passed over ten years ago.” We know from the work of national
ﬂoups such as the North American Center for Adoption of the Child Welfare

ag_ule of America that homes can be found for older children, including those with
special needs.

In Kansas, however, of the 201 children placed for adoption in 1980, less than ten
percent were over 11 years old. Furthermore, intake for the state’s nine-year-old
adoption subsidy i){rogram was closed last month because of lack of funds. At this
very moment in Kansas, ten children for whom adoptive families have been ap-
Proved remain unadopted and in foster care because there are no funds for subsidy.
mplementation of the subsidized adoption pro?am mandated by P.L. 96-272 would
give these children permanent homes and families.

Kansas has no regular judicial or independent review of children in foster care.
Experiences with foster care review ?'stems in other states indicate that regular
reviews such as those mandated by P.L. 96-272 result in achievement of permanen-
cy for children either by reunitirzf families or, when this is not possible, terminating
parental rights, freeing the child for adoption. We are certain that many of those
children who have been in foster care for the past eight years would have perma-
nent homes today if P.L. 96-272 had been enacted earlier.

NEED FOR PREVENTIVE/REUNIFICATION SERVICES

The work of other Junior Leagues has highlighted the need for the development
of the preventive and reunification services required by the child welfare reform
sections of P.L. 96-272. For instance, eight Junior Leagues in California played an
active role in the passage of their state’'s Family Protection Act (FPA), legisiation
that provided for a four-year demonstration project involving state and county
financial cooperation to provide services to prevent the removal of children from
their own homes either voluntarily or by the Juvenile Court. Demonstration proj-
ects have been established in San Mateo and Shasta counties.

Representatives of the San Francisco and Palo Alto Junior Leagues, two of the
eight Junior Leagues that supported passage of the FPA, helped develop and contin-
ue to serve on the FPA Evaluation Committee of the San Mateo County Department
of Health and Welfare’s Family and Children’s Services Advisory Committee. Mem-
bers of the committee are charged with evaluating the act and reporting to the San
Mateo Board of Supervisors. The effects of the demonstration project have been
dramatic in San Mateo County.

According to Ann Latta, the Palo Alto Junior League member who serves on the
evaluation committee, there was a 33 percent decrease in the admissions to foster
homes and institutions in the three-year period from September 1977 to September
1980. This significant drop came at a time when the reduction in out-of-home
placements state-wide was only one Kercent. Most importantly, in 1975, before the
proi'ect was initiated, 47 percent of the children placed out-of-home that year were
still in placement two years later. Of the children placed in 1978, only 23 percent
were still in placement.

Mrs. Latta states that the story of Sheila represents the type of services that the
demonstration project has used to prevent the removal of children from their
homes. Sheila was reported as an abused child to the San Mateo Social C rvices
division of the Department of Public Health and Welfare. Investigation showed that
both she and her brother were abused by their father and mother. Before the
g':"loject was established, both children would have been placed out of their home.

e provision of marital counseling and after-school respite care aliowed Sheila and
her brother to stay at home. After six months, the family was able to manage
without additional social services.
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Respite care and marital counseling are just two of the preventive services offered’
by the San Mateo project. Other family support services include: in-home caretaker,
homemaker, emergency housing, parent support groups, legal representation for
children in abuse and neglect cases, and emergency medical care and diagnosis.

The Junior League of Oakland-East Bay, another of the eight Junior Leagues that
supported passage of California’s Family Protection Act, was instrumental in the
development of the Family Stress Center in Contra Costa County. The center,
founded in 1978, provides parent education classes, family therapy, counseling,
respite care and parent aides. The Junior League of Oakland-East Bay provided
approximately $36,000 in seed money for the establishment of the center and Junior
League members serve on the center’'s board and as volunteers in all the center’s
programs. Approximately one-quarter of the 1300 individuals who participated in
the center’s programs since it was officially established in June 1979 were referred
by the children’s protective services of Contra Costa County.

A significant number of those persons participating in the programs have chil-
dren in foster care and are working with the center to prepare for their children’s
return home.

The reforms mandated by P.L. 96-272 will help California and other states devel-
op and expand the type of reforms made possible by the San Mateo demonstration
project and will stimulate the development of projects such as the Family Stress
Center. Advocacy groupe across the country also can attest to the need for the type
of subsidized adoption aRerogmm provided by the new Title IV-E of the Social
Security Act. In state r state, subsidized adoption programs have provided the
means for finding permanent homes for children with special needs. Junior League
advocates have played a key role in initiating and securing Faaaage of those pro-

am?1 \Ia:lhich promise to provide permanent homes for some of this country’s need-
lest children. ‘

In fact, the support provided by the Junior Leagues of on for a national
subsidized adoption program pre-dates the Association’s support for such a program.
The two Junior Leagues in Oregon—Eugene and Portland—worked for passage of
H.R. 7200 in the 95th Congress. The Junior Leagues of Oregon also have worked
actively to increase the financial support of their state's subsidy program. A study
of the adoption subsidy programs in 27 states completed by the Junior League of
Eugene, Oreion and presented to the Oregon State legislature found significant cost
savings in the subsidy programs and also revealed that the subeidized adoption
programs were providing permanent homes for many children who otherwise would
remain in foster care for years.

NEED FOR TITLES IV-B AND IV-E

In summary, the child welfare and subsidized adoption programs provided by P.L.
96-272 provide a cost-effective method of providing permanency for children. The
programs mandated by the new law are among the most supportive family meas-
ures before this Congress. They offer services to prevent family breakup and to
reunify families that have been separated. When reunification is impossible, they
offer a subsidized adoption program to provide permanent homes for children who
would otherwise be homeless and for whose care and support the government would
otherwise be responsible.

This landmark piece of legislation passed the House by a vote of 401 to 2 and
received unanimous approval in the Senate on’g eight months aﬁc’x We urge you to
gx;r:e it a chance to prove itself by keeping Titles IV-B and IV-E of the Social

urity Act out of any block grant and by calling for funding adequate to trigger
the reforms mandated in the law.

Many have spoken of children as our nation’s most precious resource. We firmly
believe they are. Further, we know that the children toward whom the reforms
included in P.L. 96-272 are directed are among our nation’s neediest. They not only
are needy, but are without a voice. We urge you not to abandon the reforms that
would make it possible to provide permanent homes for them. Please do not let the
brunt of budget cuts fall on the neediest of our nation’s children.

Thank you for the opportunity to appear before you today.

JAN DEgRING,
Member, Board of Directors,
The Association of Junior Leagues, Inc.

The CHAIRMAN. Mr. Hacking, Mr. Clayman, and anyone else you
may have with you. If it is all right with Senator Moynihan, I need
to step outside just for a minute. Could you please take over?

Senator MOYNIHAN. Good morning.
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Mr. Hacking, we welcome you, and Mr. Clayman. Do you have
two associates with you, or one each, or would you introduce them
to the committee?

Mr. HAckING. Yes, Mr. Chairman, on my left is my colleague,
Mr. Ron Hagen. He is our association’s health policy expert.

Senator MoYNIHAN. Good morning, sir.

Mr. Clayman, have you an associate?

Mr. CLaAYyMAN. Oh, excuse me. I was looking at my notes to be
prepared.

Senator MoyNIHAN. Would you introduce your associate?

Mr. CLaAymaN. Betty Dustin, our research director for National
Council of Senior Citizens.

Senator MoYNIHAN. Good morning and welcome.

Mr. Hacking, I think you appear first.

STATEMENT OF JAMES M. HACKING, ASSISTANT LEGISLATIVE
COUNSEL, NATIONAL RETIRED TEACHERS ASSOCIATION AND
THE AMERICAN ASSOCIATION OF RETIRED PERSONS, WASH-
INGTON, D.C., ACCOMPANIED BY RON HAGEN, HEALTH
POLICY EXPERT OF THE ASSOCIATIONS

Mr. HAckING. Thank you, Mr. Chairman.

I am here representing both the National Retired Teachers Asso-
ciation and the American Association of Retired Persons.

As I am sure you are aware, these organizations are affiliated
and have a combined membership in excess of 12% million older
persons.

I would like to have my statement included in the record of the
hearing. There is a summary of that statement and I'd ask that
that, too, be included.

Senator MoyNIHAN. Of course, we will do that. You proceed in
your manner.

Mr. Hacking. I would like to proceed from an outline that I have
prepared. I would begin by saying here, as we have been saying in
every forum available to us, that the chief concern of the elderly
today, as it has been for some years, is inflation.

High rate, sustained inflation has been rapidly eroding all of the
income components that comprise the elderly’s total income, espe-
cially those components that are not indexed. As a result, the
elderly over the past several years have been gradually pushed
down the income distribution scale and are now, I think as Mr.
Ball described quite accurately earlier, in a very, very vulnerable
situation—hovering just above the poverty line and likely to be
very harshly and seriously impacted by any kind of cap or limit
that might be imposed on the indexing provisions of the major
entitlement programs.

Over the past decade, again as I am sure you are aware, Mr.
Chairman, the elderly have become increasingly dependent on Gov-
ernment programs that provide them with income support and
health care protection.

That trend is very ominous, especially if it continues on out into
the future given the demographic shift in the population.

So, given that situation, these associations have been very sui)-
rortive of efforts of bringing the inflation rate down to tolerable
evels. We think a multifaceted approach to the problem is neces-
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saelg', and in that approach we see a role for balancing of the
Federal budget. We support bringing the Federal budget into bal-
ance in the near term, but we also think that that effort has to be
complemented by a number of other essential elements.

We think that the money supply growth, for example, has to be
brought into line with real growth in the economy. We still see a
need for a tough “incomes” policy to complement these other fea-
tures of an anti-inflation program to deal directly with the wage-

price spiral that is the major factor right now contributing to the
-.aggregate double digit inflation rate.

I would like to turn now to the issue of the budget and, specifi-
cally, to the administration’s proposals that impact upon the pro-
grams that serve the elderly.

First, with respect to the social security cutbacks that the admin-
istration has advanced, I would just have to say, in agreement with
Mr. Ball, that regardless of the merits of each of these particular
cutbacks, we have to oppose them because their effect would be
immediate. They are not proposed to be introduced or implemented
on a prospective basis; rather they are proposals that would impact
upon people who are already on the rolls and to us that amounts to
a change-in-the-rules-of-the-game on people at the last minute with-
out giving them sufficient time to prepare themselves and accomo-
date themselves to the changes.

We cannot accept proposals that have this sort of immediate
impact. However, we do see, as part of a comprehensive long-range
restructuring of social security, a role for these kinds of proposals.
We think they ought to be considered on their merits in that
context.

As a matter of fact, our associations have long advocated a major
long-term structuring of social security to deal with the economic
and demographic trends that confront the system now and that
combine to produce a very large and significant long-range finan-
cial imbalance in the programs.

So, we would not oppose these proposals if they were introduced
on a prospective basis and were part of a long-range restructuring
of the programs.

Having said that, I would also like to add that even if this
package of short-term social security cash benefit program cuts
were enacted, we do not by any stretch of the imagination believe
that the “‘savings’’ they would effect would be sufficient to get the
provgrams through the near term.

e think that social security is faced with a very serious short-
term financial problem, as well as a vefy serious long-term prob-
lem and that much more is going to have to be done beyond what
the administration has advanced to ~ate just to deal with what
confronts the system in the immediate .uture.

Now, with regard to the curtailments in the health program
area, I would have to say that we have no choice but to oppose the
so-called medicaid cap. We find that if the States can’t make up a
shortfall in funding from their own resources—and we understand
that about 26 of the States already have deficits in their medicaid
programs—they are ;oing to be forced to cutback on eligibility
criteria, benefits, and/or reimbursement rates. That is simply going
to deny access to needed services, or cause a further deterioration
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in the quality of care that is being received by elderly people who
ﬁre part of the medicaid population and who reside in nursing
omes.

The cap is going to make it also less likely that the States,
through their medicaid programs, will be in a position to promote
the growth and expansion of community-based means of delivering
health services, especially home health services and other kinds of
services that represent a less costly alternative to
institutionalization.

With regard to the administration’s proposals in the medicare
program area, we are opposed to the administration's proposed
recisions with respect to the home health care liberalizations that
were part of last year’s Omnibus Budget Reconciliation Act.

Recision of these home health benefit improvements, we think,
goes in the wrong direction. We need to start to develop a viable
long-term care program that will provide a complete continuum of
services, especially home health and other community-based serv-
ices that will represent less costly alternatives to the institutions
and give people the option of remaining in their homes.

This is why we supported last year the bill introduced by Sena-
tors Packwood and Bradley to establish a new title XXI, 10-State,
6-year demonstration project. We hope that legislation will be rein-
troduced and that it will be favorably considered by this commit-
tee.
Senator MoyNIHAN. Now, Mr. Hacking, you were doing very well
until you got there. It is a problem of credibility in a witness if you
think that there is going to be any new legislation out of this
Congress. [Laughter.]

Mr. HackiNG. Well, Senator, the emphasis in health care right
now is on acute care intervention and on institutionalization.

We need to know what would happen in terms of overall cost if
we put a focus on case management and assessment and utilize
community-based services that would represent, we hope, less
costly alternative to institutionalization. If we can do this on a
demonstration project basis, then—at very modest cost, we will
have the data which we must have before we can go on to imple-
ment something on a nationwide basis.

But the point here is this: We have to find some means for
setting up some alternatives to the current structure of the means
by which we deliver health care services in this Nation if we are
going to achieve long-term cost savings. That is why our organiza-
tions continue to support these kinds of demonstration projects
that put a focus on service delivery mechanisms that represent
meaningful alternatives to the institutions, the hospitals, and the
nursing homes.

Senator MoyNIHAN. I happen very much to agree with you. I
think you are right and we are going to go throufh a period for a
little bit perhaps, but that doesn’t mean we shouldn’t be thinking
about what ought to be done.

Precisely, I couldn’t more agree with you.

Mr. Hacking. I would like to indicate that, on the other side of
the coin, our associations can support, and do support, the adminis-
tration’s proposed elimination of the 82 percent inpatient nursing
salary cost differential. Also, we support the proposal to create
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authority for civil money penalties for medicare fraud and the
proposal to institute competitive contracting for medicare carriers
and fiscal intermediaries.

With respect to the the administration’s proposed phaseout fund-
ing for the health systems agencies, we have to say that we view
health planning, certificate of need, and section 1122 review as
viable State and local decisionmaking processes with a record of
demonstrated success.

The health planning network, as far as we can see, is the only
tool presently available on a nationwide basis to control the rate of
increase in health care costs.

The planning agencies are currently disapproving about 20 per-
cent of the $5 billion in capital projects they're reviewing each
gzar. We are afraid that without health planning, there is going to

an explosion in capital construction for health care facilities
that will mean that the Nation will end up spending a good deal
more for these facilities than it will spend with a health planning
system in place.

The CHAIRMAN. You are talking about the tax program?

Mr. HAckING. Mr. Chairman, I am talking about the administra-
tion's proposed elimination of funding for health systems agencies.

The CHAIRMAN. Oh, I see.

Mr. HackiNGg. We bring it up before the committee because it is
tied in with section 1122 review.

The CHAIRMAN. Well, there is another problem on accelerated
depreciation. One problem they have had with the faster writeoff.

Mr. HackING. Well, we certainly don’t want to see more hospital
beds in areas where they are not needed.

The CHAIRMAN. I just got out of one of them. [Laughter.)

Senator MoYNIHAN. Mr. Chairman, while you were out a vote—
rollcall vote has been called. .

The CHAIRMAN. If you can just excuse us for a minute. We want
to vote and be right back. :

Mr. HACKING. Surely.

[10:28 a.m. to 10:45 a.m. recess.}

Mr. HackING. Ancther point I wish to make with respect to the
administration’s recommendations with regard to the medicare
program is that our associations are opposed to the proposed reci-
sion and repeal of medicare’s coverage of pneumococcal pneumonia
vaccine. We think that proposed repeal goes in the wrong direction.
We supported medicare’s coverage of the vaccine because it puts an
emphasis on preventive medicine and, in the process, begins to
deemphasize the present emphasis on acute care intervention.

The proposed recision and repeal is shortsighted because ulti-
mately the Medicare program will accrue significant amounts of
savings as a result of reduced hospitalization.

Finally, I would like to offer for the committee’s consideration
two of our own prog:aea]s. Since we’ve op some of the things
the administration has advanced, we feel it necessary to suggest
some cost saving alternatives. Certainly savings need to be effected
in order to bring the Federal budget intc balance.

We would like to suggest that the cominittee begin to examine
the tax expenditure subsidy that promotes tire growth and expan-
sion of hospitals. The tax-exempt status of hospital bonds, which
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finances about 50 percent of hospital construction, is going to cost
the Fle&ezral Treasury about $700 million in lost revenue in fiscal
year .

To the extent that this kind of provision is promoting the expan-
sion of hospital construction and additional hospital beds in areas
that are now overserved, it goes in the wrong direction, and ought
to be sharply curtailed.

hwﬁ would hope that the committee would review that. We also
think——

The CHAIRMAN. I think your time expired sometime ago, so if
you could just wrap it up.

Mr. HACKING [continuing]. I have just one more point to make.

We also like to suggest a means for reducing the rate of increase
in health costs and especially hospital costs. The Federal Govern-
ment should provide the States with financial incentives to pro-
mote the expansion and development of mandatory rate review
programs that we think have been rather successtul in holding
down the rate of increase in hospital cost at the State level. Suc-
cess in reducing the rate of increase in hospital costs will also help
hold down the rate of increase in Medicare and Medicaid program
costs.

Thank you.

The CHAIRMAN. Thank you.

[Statement follows:)

SUMMARY STATEMENT OF THE NATIONAL RETIRED TEACHERS ASSOCIATION AND THE
AMERICAN ASSOCIATION OF RETIRED PERSONS

The Associations strongly support federal efforts aimed at reducing the rate of
inflation since the elderly population in particular would benefit from such action.
In supﬁorting these objectives we also realize (as does the Administration) that it
will take some time for anit-inflation policies to be effective. Until they do begin to
take effect, however, we will continue to see a decline in the elderly’s real income
and, specifically, an increase in the rates of poverty and near-poverty among them.

The 1976 poverty data, revealed that the poverty rate for the elderly jumped from
13.9 percent in 1978 to 15.1 percent in 1979 which is the largest rate increase since
the Census Bureau began collecting statistics. While the aged poverty rate escalated
in 1979, the rate for persons under 65 remained static at 11.1 percent. Furthermore,
the rate of near povert{ (125 percent of poverty) for the elderly also rose to 24.7
percent as compared to 15.2 percent for the under age 65 pulation.

Given the deterioration that is occurring in the elderly’s income situation, it is
unfortunate that programs which serve the elderly—particularly the poor and near
poor among them—are being slated for substantial and immediate reductions.

S8OCIAL SECURITY

With regard to social security, the Association’s are firmly opposed to any attempt
to reduce the cost-of-living protection provided by this program which is the corner-
stone of the elderly’s income security. While the Administration has op such
action, proposals to cap or otherwise reduce social security COLA’s have been
surfacing during Congress’ deliberations on the Administration’s proposed budget
reduction package.

As the elderly’s participation in the labor force continues at low levels and as the
real income derived from their private sources of income falls, the responsibility for
an increasing portion of their income support is being shifted to the public programs
like social security and Supplemental Security Income which provide some measure
of inflation protection. But these public programs do not fully compensate recipients
for the inflation losses. Although social security benefits, and those of other public
programs, are indexed to the Consumer Price Index, they are not fully protected
against inflation for two reasons: first, benefit adjustments occur long after the
inflation has had its effect on the purchasing power of the benefits; and second, the
standard used in making the adjustments, the CPI itself, we believe may understate
the true impact that inflation is having on the budgets of the elderly.
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We consider gropoeals to cap or reduce social securi!g"; cost-of-living increases to
be the major threat to the elderly’s income security. ial security coset of livi
curtailments will dissipate whatever shred of income security they have left an
cause increasing numbers of them to be pushed into the lower reaches of the income
distribution and, in many instances, even below the poverty threshold.

Other areas of possible benefit deliberations have been suggested for the purpose
of reducing the cost of the social security program. The Administration has suggest-
ed eliminating minimum and student benefits even for individuals currently on the
benefit rolls. Our Associations would flatly oppose any consideration of benefit
deliberalizations in the short term even if these deliberations are imposed only upon
new beneficiaries. To produce near-term savings, any benefit cut would have to be
imposed immediately with no transitional period—a method of deliberalization we
vehemently object to because it would defeat persons’ reasonable benefit expecta-
tions and allow them no time to adjust their retirement plans accordingly.

With respect to the proposal to eliminate the minimum benefit, the argument is
often made that the primary recipients of this benefit are retired federal, state or
local retirees who are considered to be reaping a windfall from this benefit. Al-
though many minimum benefit recipients are receiving an unintended advantage
from the minimum provision, there would still be many low-income individuals who
would be left with no assistance—not even SSI assistance—if the minimum were
abruptly eliminated. This group would include ear? retirees between ages 62 and
65, widows and widowers between ages 60 and 65, and many other low-income,
elderly persons who meet the SSI income test, but not the very restrictive assets
test

Reform is needed in the minimum benefit as well as the student benefit area;
however, reform should not be achieved by a precipitous cutback of benefits for
current and/or newly eligible recipients who have reasonably worked for and

lanned on this source of income. Time needs to be provided for a gradual, thought-
ul and fair phase-out of these benefits as part of a comprehensive restructuring of
the social security programs.

MEDICAID

The Administration proposes a cap on Federal expenditures which would reduce
outlays by $100 million in the current fiscal year, allow an aggregate increase of
only 5 percent in fiscal year 1982, and thereafter limit the increase in Federal
matching payments to no more than the rate of inflation. Qur Associations oppoee
this “interim” measure because we believe that strong Federal support of the
Medicaid program is an essential component of the “social safety net” for the poor,
eepeciallz the most vulnerable of this group, the elderly poor. Expenditures for
nursing home care constitute the single largest health care liability for persons over
the age of 65 and are the major source of catastrophic health expenses for this
group—of which over 20 percent will at some point in their lives need to enter a
nursing home. In 1979 Medicaid represented a full 49 percent of all spending for
nursing home care.

The implications of this “capping” propoeal are serious. Current trends toward
dual systems of care for Medicaid beneficiaries will intensify, and access to care
become even more difficult. Indeed, the $1 billion in savings projected for fiscal {ear
1982 (with savings exceeding $5 billion by fiscal year 1986) represents a false
economy, as the demand for long-term care services is already creating a substantial
back-up in our acute-care hospitals. Qur Associations believe that the “capping” of
the Medicaid program alone without taking effective, across-the-board measures to
restrain the uncontrolled escalation of health care costs represents an abro%:lggn of
responsibility on the part of the Federal government as the primary purc r of
health care. The course of action recommended b{ the Administration will seriously
impact the availability of quality care for many elderly Medicaid recipients. In light
of the dependency of the elderly on the Medicaid pn;ﬁram for eesential long-term
care services and the nonavailability of meaningful alternatives, our Associations
oppose this “interim” capping of the Federal portion of Medicaid. Medicare and

edicaid are and should remain complimentary components of :e? “social safety
net” the Congress and the Administration construct beneath needy older Amen-
cans.

MEDICARE

There is evidence that the Congress is supportive of an incremental, systematic
evolution in the delivery of home health services. In the closing days of the 96th
Congress, a number of liberalizations in the Medicare home health proiram were
approved as part of the Omnibus Budget Reconciliation Act of 1980 (P.L. 96-499).
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Our Associations, like most of the members of this Committee, strongly supgorted
these changes (such as removal of current 100-visit limits under Parts A and B of
Medicare and removal of the 3-day prior hospitalization requirement under Part A).
The Administration now proz)ses to repeal or rescind these “low priority’’ reforms
along with provisions in P.L. 96-611 which provide coverage for pneumococcal
Eneumonia vaccine under Medicare. To repeal these needed changes in the home

ealth program, costing an estimated $35 million in fiscal year 1982, is not only ill-
timed but extremely shortsighted. At the same time our “at risk” population of
older Americans with chronic degenerative conditions is mushrooming, our various
public and private home health programs are meeting the needs of only some 25
percent of those in need of such long-term care services.

To not allow these reforms to be implemented (effective July 1, 1981) would reflect
an inadequate understanding of the dilemma this nation faces in the delivery of
long-term care and preventive health services to an aging population.

THE LOW INCOME ENERGY ASSISTANCE PROGRAM (LIEAP)

The Associations have serious concerns about folding the LIEAP objectives into
an omnibus social service block grant to the States and funding it at substantially
reduced levels. Because States would establish their own priorities and exercise
total program control over resources, we are concerned that the purpose of this
program will be “lost in the shuffle.”

Currently the program is funded through the Windfall Profits Tax which in
essence redistributes the taxes levied on the high profits oil companies are experi-
encing due to oil price decontrols to low-income households which can ill afford the
skyrocketing costs of home energy. The States do not receive revenue from this tax
and may therefore be reluctant to pick up their share of the costs for this assist-
ance. It is important to note that under the current program, 95 percent of the
monies are already in the form of block grants to States which drew up their own
plans, subject to HHS approval, for dispersing available funds. Currently, Federal
guidelines do allow States some flexibility in determining local needs.

Qil price decontrols (and exf)ected gas price decontrols) are Federal initiatives. It
is incumbent upon the Federal government, therefore, to continue to provide ene
assistance to those in need. We would suggest that it would make more sense for {Eﬁ
various energy assistance programs to be consclidated at the Federal level rather
than continuing the current fragmented approach of placing some at the State level
(through the massive block grant) and keeping other initiatives in various agencies
in Washington. Such a coordination of programs would make current benefits more
accessible, eliminate duplication or overlap, and fill in the gaps to meet needs where
current programs do not. Furthermore, streamlining programs would reduce admin-
istrative costs, and within budgetary constraints, make it possible to reach more
needy persons.

In our view, this consolidated national energy assistance program would have
three major components: direct assistance, weatherization, and outreach. Each State
would have the flexibility to determine how best to meet these three goals. Thus the
States would have greater flexibility and be better able to consolidate fragmented
energy assistance programs within their jurisdiction.

TITLE XX SOCIAL SERVICES

The Administration is seeking new legislation which would consolidate some 40
categorical grant programs (with fiscal year 1981 funding of $9.1 billion) into 4
major block grants. Funding for fiscal year 1982 would be 75 percent of the current
(fiscal year 1981) base, or $6.8 billion. Beyond our criticism of the philosophical
underpinnings of this proposal, we are particularly concerned about the impact of
reduced Federal funding on Titie XX Social Services, one of the programs targeted
for consolidation, which will represent nearly a third of total outlays for all the
talégeted programs in fiscal year 1981.

ubstantial assistance is provided through the “Core Services” of this program for
homemaker/chore and other in-home services that serve to prevent premature and
oftentimes unnecessary institutionalization. The State of California, for example,
utilizes over a third of all its Title XX funds for this purpose. Also, this program is
essential to many older Americans since it provides access (i.e. transportation) to
service providers, daycare, counseling, meals-on-wheels, needs assessment, and
health related services. In essence, the Title XX program provides the States a
highly flexible funding source which enables many elderly individuals to achieve or
maintain independent living and economic self-support. A subetantial reduction in
Federal financial support is likely to force many elderly beneficiaries into higher
cost institutional settings.
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SUMMARY

In summary, until government indicates it will pursue an effective, multi-
gronged, anti-inflation program that includes not just fiscal and monetary restraint
ut also a tough “incomes” policy that will bring down inflation rapidly and spread
the “pain” of curing inflation in an equitable manner, organizations that know
what the real economic situation of the <lderly is, and that represent their interests,
will not be willing to accept proposals that would chip away at the minimal cost-of-
living protection and general economic security the elderly have, but otherwise
leave double-digit inflation largely unchecked. The proposed cuts in health and
human service programs we have described will only serve to further exacerbate the
increasingly serious problems the elderly face in coping with inflation and receiving
quality health care and other essential human services.
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STATEMENT OF THE NATIONAL RETIRED TEACHERS ASSOCIATION AND THE AMERICAN

ASSOCIATION OF RETIRED PERSONS

ABSTRACT

OVERVIEW OF THE ELDERLY'S INCOME SITUATION

Largely due to inflation, the poverty rate for the e derly increased
substantially from 13.9% in 1978 to 15.1% in 1979, representing the
largest increase since the Census Bureau began collecting statistics.

Inflation is severely eroding the elderly's "real" income received
from private sources (such as private pension payments and income
from savings) since those sources provide little or no compensation
for inflation losses and is making the elderly depend more heavily
on public programs (social security and S$SI) which do provide a
better measure of inflation protection.

SOCIAL SECURITY

*

The Associations vehemently oppose capping or otherwise reducing social
security's cost-of-living adjustment on the grounds that any cutback
in the elderly's inflation protection would further jeopardize their
rapidly eroding real income situation.

We are opposed to funding HI (Part A Medicare) out of general revenues
as a response to the short-term financing dilemma of the social security
program; instead, we recommend a limited and temporary infusion of
general revenues into the cash benefit program during times of adverse
economic conditions (high rates of inflation and high unemployment) in
order to directly address the cause of short-term imbalances.

Although we recognize that reform in the minimum and student benefit
areas is needed, it should not be accomplished by an immediate elimi-
nation of these benefits which would defeat persons' reasonabl:c
benefit expectations.

To ensure the solvency of the longer-term social security system, the
Associations recommend a comprehensive restructuring of the social
security benefit and financing structures which would encourage employ-
ment of older workers and sort out its social adequacy functions from
its earnings replacement (pension) function.

HEALTH PROGRAMS

L ]

The Associations oppcse the proposed Medicaid "cap", as the projected
savings represent a false economy =-- leading to increased hospital
back~-up, increased Medicare costs, and a serious impact on quality of
care. Without effective, across-the-board measures to restrain the
uncontrolled escalation of health care costs, the elderly will continue
to bear a disproportionate burden as a result of health care cost
inflation due to their relatively inflexible consumption patterns. The
Medicaid program is an essential part of the "social safety net" the
Congress has constructed beneath the truly needy elderly.

Significant increases in cost sharing liability on the part of Medicare
beneficiaries should he avoided since the health care cost spiral
continues to push the total cost of health care for older Americans well
beyond their growth in income and increasingly into poverty and near-
poverty status. Besides being cost promoting in the long run, such
efforts to reduce utilization of services inadequately recognize the
rising portion of total health care costs that are paid out-of-pocket
by older Americans.

continued
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In light of the fact that the revenue losses from tax expenditures
continue to exceed the annual rate of increase in direct Pederal
outlays, our Associations urge this Committee to seriously consider
(in tandem with budget cuts in these programs) such items as the
tax-exempt status of hospital bonds and the exclusion from taxable
income of employer-paid health insurance premiums which together will
cost the FPederal government in FY1982 over $29 billion in direct
revenue losses.

THE LOW INCOME ENERGY ASSISTANCE PROGRAM

The Associations have grave coacerns about the Administration's
proposal to consolidate LIEAP and APDC emergency assistance into a
block grant which would be funded at 25% below current levels. With
energy prices continuing to rkyrocket, low income elderly can ill
afford to be "lost in the shuffle" of a program which would allow
states almost total flexibiiity in dispersing the monies.

ANTI-INFLATION STRATEGY MUST BE COMPREHENSIVE AND MULTI-PACETED

*

Controlling inflation is the first priority of older Americans. Wwhile

the Associations recognize that spending restraint is one part of the
strategy necessary to curb inflation, a comprehensive and multi-faceted
anti-inflation strategy must be employed which also includes: a strong
incomes policy; control of ®oney supply growth; and promotion of
competition in the ‘economy using regulation or deregulation as appropriate.
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I. INTRODUCTION

Our Associations are pleased to present our views on
the budget cuts affecting our nation's elderly that the
Administration has proposed in their Program for Economic
Recovery. Our Associations strongly support the Adminis-
tration's promised efforts to combat inflation, revitalize
the oconbmy, and balance the federal budget. Regarding
the federal budget, we continue to advocate that it be
balanced over the business cycle. However, we have reser-
vations as to how the Administration proposes to achieve
this balance. Specifically, we would contend that sudden
and drastic reductions in federal support for certain in-
come, health and human service programs would leave gaping
holes in the "social safety net" that the Administration con-
tends it has created for the truly needy, dependent and vul-

nerable among our elderly population.

In keeping with the purpose of this hearing, we would
like to comment on those budget cuts that disturb us most,
the reasons for this concern, and the consequences of such
reductions. In addition, we will provide you with a number
of alternative recommendations for reducing federal spending

in these areas,

80-480 0 - 81 - 6
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II. OVERVIEW OF THE ELDERLY'S INCOME SITUATION

A. 1Income Gains !ade in the Past are Being Eroded

Rapid growth and expansion of goéernment income support
programs during the late 1960's and early 1970's caused the
elderly's average income to rise over the past decade in real
terms and in relative terms (relative to the income of the
younger population). This trend was confirmed by a 1980
study entitled "Inflation and the Elderdy", which was pre-

pared for NRTA-AARP by Data Resources, Inc. (DRI).

According to the DRI study, average elderly income (in
aggregaté terms) managed to keep pace with, and slightly
exceed, the inflation rate from the late 1960's into the
late 1970's. Taking into account the incomes of elderly
persons newly retiring during this period, as well as elder-
ly persons already retired, aggregate elderly incomes rose
at an average annual rate of 7.7% versus an anrual CPI rate
of 6.1% over the.period of 1967 through 1976. As a result,
the average incomes of those over age 65 increased from
about 48% of the average incomes of the non-elderly in 1965,
to about 55% by the end of the 1970's =-- just about where

the elderly's average incomes had been in the mid-1950's.
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A recent study, authored by Bridges & Packard of the
Social Security Administration (published in the January 1981

Social Security Bulletin), refines this analysis by examining

what has happened to the average incomes of one cohort or

class of families headed by elderly persons over the 1970-71.
period. It was found that despite the large social security
benefit ipcreases that were provided in the early 1970's, average
real incomes of this cohort of families fell by 4%. This occurred
" for two reasons: first, the earnings component of their income
dropped significantly as their advancing age decreased their
labor force participation} and second, their private sources of
income (namely, private pensions, savings and assets) declined

in value since these private sources have little or no inflation
protection.

The incidence of poverty among the aged steadily declined
from the late 1960's, when one quarter of them lived in poverty,
through to 1978 when the rate had declined to 13.9%. Despite
this substantial progress in raducing poverty, there is mounting
evidence that inflation has begun (and will continue) to wipe
avay that progress. After this decline in aged poverty rates,
the rate increased substantially from 13.9% in 1978 to 15.1%
in 1979, representing the largest increase since the Census
Bureau began collecting statistics. Again we believe the fixed
nature of many of the elderly's income components contributed

to this poverty increase.
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The 1979 poverty data also revealed the degree to
which the elderly, relative to other population groups,
are vulnerable to the effects of inflation. While the
aged's poverty rate escalated, the rate for persons under
age 65 remained static at 11.1%., Additionally, elderiy
near-poverty rates (defined as the percentage of households
having incomes within 125\'o£ the poverty threshold) rose
and are disproportionately high; in 1979, 24.7% of the
elderly were concentrated in this income category, compared
with 15.2% of the under 65 population.

Despite the limited, progress that the elderly achieved
in terms of income during the last half of the 1960's and
during the 1970's, other statistics demonstrate how economically
disadvantaged the elderly continue to be relative to the rest
of the population. 1In 1979, while only 9% of nonelderly-
headed households had annual incomes below $5,000, and only
21V of them had incomes under $10,000, 31% of elderly-headed
households found themselves in the former category while 62%
were included in the latter. Even adding the cash-value of
the in-kind benefits the elderly receive to their income levels
cannot change the fact that the elderly, as a group, generally

subsist on low and, in many cases, extremely inadequate incomes.
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B. Future Prospects Poor

As for the future, the income situation for the
elderly appears bleak. In the study previouslf'cited.
Data Resources, Inc. (DRI) forecast that even if current
government programs remain in place with no legislated
cutbacks, the elderly's share of income relative to thaé
of the nqneldérly will decline sharply beginning in i981.
This decline is illustrated by the figurb-on the ?ext page.
While the reasons for this decline are complex, the major
factor remains the continuing high rate of inflation.

Although, in the past, much progress was made in
reducing poverty and 1mp}oving the income status of the
aged, these recent statistics and forecasts indicate that
the elderly are most vulnerable to inflation, that they
are sustaining disproportionately larger losses as a result
of it, and that a rapid erosion of progress made in the past
has already begun. In short, continued high rate inflation
could reduce the elderly to an ect.nomic situation worse than
that which prevailed a decade agc when nearly one-fourth of

them were poor.
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- Source: "The Aged & the Future Economy: An Interactive
Analysis", Data Resources, Inc., November 1980, page 19.
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C. Inflation and the Elderlz's'rncomo Components
Inflation is significantly altering the balance and

relative importance of the various components of the elderly's
income. Public programs are bearing an increasing portion of
‘the income support responsibility as inflation constricts the
"real” income received from private sources (such as.private
pension paymentf, income from savings,zetc.) since those
sources érovide little or no compensatiqg for inflation losses.

Private pensions, for example, are generally not in-
dexed. A Bankers Trust study of private pension plans cited
an average benefit increase of 16% in the period 1969-79,
compared to.a CPI increase of 47%. A 1970 retiree with a
non-indexed private pension is now receiving a real income
from that source of less than one half the 1970 value.

With respect to savings, not only has the rate of'in-
terest income not kept pace with the rate of inflation
(largely because interest rates have been limited to 5-6%
by Regulation Q), but the real value of savings accounts has
also been eroding rapidly. According to DRI's calculations,
$1,000 invested in a savings account in 1967 would have been
reduced to $667 in 1978 if the saver decided to divide the
interest between current income and reinvestment. These
losses are common to most of the aged and are dispropor-
tionately borne by the low-to-middle income elderly (as

this is often their only form of financial savings). It
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is estimated by Professor Kane of Ohio State University
that Regulation Q has cost older consumers almost $20
billion over the past ten years. ..

Those elderly who invested in stocks and bonds to pro-
duce retirement income have sustained not only real capital
losses over the past decade but also low rates of return
on investment. Because stock prices (§S measured by Standard
& Poors)-have not risen over the past tQE years, inflation
has cut the real value of the equity in most stodks in half.
Dividends, which are taxable, have averaged 4% over the ten-
year period, compared to‘an average 6-7% rise in the CPI.

A typical pattern for many elderly households is to
save for retirement, and at retirement, convert their savings
to "secure" forms (such as money in the bank, or corporate
bonds), sell their homes to clear themselves of any mort-
gage debt and to gain additional liquid resources, and then
rent. A retiree of ten years ago, following this patterzn,
would have been impacted quite severely by the recent infla-
tion since the real value of their retirement savings would
have likely becen cut in half.

As the elderly's participation in the labor force declinés
and as the real income derived from their private souéces of
income falls, the responsibility for an increasing portion of
their income support is being shifted to the public programs

'like social security and Supplemental Security Income
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which provide some measure of inflation protection. Table I

(shown below) demonstrates this trend.

TABLE I
INCOME SHARES BY SOURCE

1967 1977

Age 53-61

Wages and Salaries 76.6 " 70,9

Social Security 1.6 - 3

Asset Incomne 5.2 7.6

All other 16.6 18.4
Age 62-64

Wages and Safarics ) 67.3 50.0

Social Security 7.6 15.3

Asset Income L 7.9 lhz

All other 17.2 .23,
Age 65-71

Wages and Salaries . .3 20.9

Social Sccurity 27.5 33.0

Asset Income 14.2 17.0

All other 23.9 . 26.9
Age 72 & over

i 7

Wages and Salaries 10.9 b

Social Security 43.0 63.)

Asset Income 19.5 gg.?

All other 26.6

Source: Inflation and the Elderly - Part II,

report prepared by Data Resources, Inc. for
NRTA-AARP, January, 1980.

In 1976, it was estimated by the Social Security Administration
that two-thirds of the elderly depended on social security for at
least one-half of their income and for 28% of the aged, social security

amounted to 90% or more of their total income. In 1976, 11% of
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persons age 65 and over reported public assistance as an income
source; 32% said such agssistance represented one-half of their
total income and 22% said it represented 90% or more of their
income.

Given the deterioration that is occurring in the elderly's
income situation even with increased reliance on dovernment pro-
gramg, it is unconscionable that programs which serve this vul-
nerable segment of our population are bé?ng slated for #ubstan-

tial and immediate reductions.
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III. CSOCIAL SECURITY

A. Social Security: Cornerstone of the Elderly's Income

A 1977 Congressional Budget Office (CBO) study isolated
th2 impact of various government programs on the incidence of
elderly poverty. The study showed that, were it not for income
from social insurance programs, 59.9% of all families headed
by an elderly person would have fallen below the gubsistence-
based poverty line in fiscal 1976. Socidl insurance programs,
primarily social security and including federal pensions, sub-
stantially reduced that e}derly poverty rate from 59.9% to
21%. Cash assistance programs, such as Supplemental Security
Income (SSI) and veterans' pensions, reduced the rate even fur-
ther to 14.1%. Of significance is the finding that social
insurance programs, dominated by social security, were respon-

sible for lifting an overwhelming 70% of the elderly out of

poverty.

The social security system obviously represents the corner-
stone of the elderly's income. Given its significance, improve-~
ments in social éecurity's benefit and financing structures
must be considered in order to insure its short and long term
financial viability as well as insure that it will be able to
continue to serve the present generation of older Americans and
accommodate what will be the different needs of the future elder-

ly population.
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B. Causes of Short-Term Problem: Adverse Economic Conditions

Over the past eight years, the financial well~being of
the system has proven to be extremely vulnerable to the effects
of high inflation, high unemployment, and declines in the rate
of productivity growth and real wage growth. Inflation h#s
consistently‘been much higher than expected and we have expér-
ie;ced periods of practically negligible growth or actual
decline in real wages. According to Social Security Adminis-
tration, calculations (using average social-security-covered
wages and salaries), in 1979, prices rose faster than wages,
yielding a -2.1 real wage differential; in 1980, the differential
was -4.6; and in 1981, it is projected to be -2.2. Because of
declining real wages, revenue for the system has not increased
sufficiently to cover the cost of inflation-induced increases
in social security expenditures. - .

High rates of unemployment for extended periods have also
severely reduced tax revenue to the system. At the same timé,
high unemployment can cause increased costs for the system
because it causes workers--particularly older, unemployed

workers--to be attracted into retirement or disability status.

It is these trends that are largely responsible for the
unraveling of the 1977 financing package in spite of the large
payroll tax increases scheduled by that legislation. Congress

should recognize that the current payroll tax mechanism can no
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longer be relied upon to meet fully and consistently the short~
term financial needs of social security. In addition, we have
come to realize that over-reliance on the payroll tax structure
to fund the massive social security system has, in and of itself,
become a contributing factor to our economic problems, especially
inflation. The Congressional Budget .office estimated last

) thig year that the 1981 payroll tax 1ncggase would increase the

CPI by 0.2% in 1981 and increase unemployment 0.2% by 1983.

Cc. Associations' Recommendation: Limited and Temporary Use
of General Revenues

Violently fluctuating economic conditions produce a great
deal of uncertainty for the social security system and make
sound financial planning utilizing the payroll tax extremely
difficult, if not impossible. Given the current economic
climate, some flexibility to use alternative revenue sourc;;
should be built into the system. For this reason, our Associ-

ations recommend use of two counter-cyclical general revenue

devices specifically designed to offset some of the financial

impact that high rates of inflation, low rates of productivity

and economic growth, and high unemployment have on the program.

For over five years we have espoused these types of economic
safety nets for the system and we are convinced that only

through use of such devices can we ever expect the system to
be permanently rid of short-term imbalances caused by unfore-

seen adverse economic conditions.
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Specifically, we propose that federal general revenues
be used to defray partially the cost of automatic benefit
increases when these increases exceed a certain percent per
year--perhaps 6% or 8% could be selected as a realistic trigger
figure.

To complement this proposal, our Associations also recom-
mend use of énéther counter-cyclical general revenue financing
" device to replace payroll taxes lost to‘fhe system as a rasult
of unemployment rates in excess of six percent. This device
would act as another automatic stabilizer -- this time on the
revenue/income sidé of social security -- and would assist
Congress in predicting future payroll tax needs of the system
by curtailing another area of uncertainty. However, this
device cannot stand alone as the only counter-cyclical devicae.
It is not likely to produce sufficient revenue to avert the
short-term imbalance the system faces, because high rates of
inflation combined with low real wage growth are more likely
to be the conditions which will more severely damage the

system's financial structure in the near term.

To those who have been adamantlyopposed to use of general
revenue financing for the system out of concern that this could
lead to unrestricted benefit expansions, we would point out
that our proposed mechanism is designed solely to compensate

the system for adverse economic conditions and would be trig-
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gered only by such avents. Once adverse eccnomic conditions sub-
side, this mechanism would automatically be phased-out. Since

it is clear that an infusion of additional revenue is needed

to stabilize the cash benefit programs, the mechanism ;o are
recommending is one of the most conservative and restricted

in design.

We do not wish to leave this topic without some comment
on the source of the general revenues wﬂlch we propose to use
for social security purposes. In our view, these general
revenues can come from: (1) increased and non-earmarked
revenue de}ived from existing or new taxes; (2) increased
revenue flowing from irflation throwing individuals and
corporations into higher tax brackets; (3) deficit financing
during periods of recession; (4) the shifting of expenditure
priorities within the context of the federal budget process;
and (5) the fiscal dividend that t;al aconomic growth will
yield when it resumes. .

To the extent that general revenues are needed in any
year, the choice of source(s) for those funds should be made
through the Congressional budget process in the light of the
needs of the economy at that time. We hasten to add that since

our Associations want the federal budget brought into balance

when the economy emerges from the recession and that balance
maintained over the business cycle, in coming years, no single
source for the general revenues needed should be relied upon

year after year.
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D. Alternative Short-Term Prooosals

1. General Revenue Financing of Part A Medicare

Several public policy experts and advisory bodies (in-
cluding the 1979 Advisory Council) have recommended either
partial or full financing of the HI Program out of general
revenues (with an accompanying shift of part of the HI tax .

rate to OASDI).

-—

NRTA~-AARP believe it is inappropriate to consider fund-

ing HI out of general revenues as a response to the short-term

financing dilemma. This proposal would make a major change

in the social security system and therefore necessitates more
careful deliberation and future planning. General revenue
financing for HI should be considered on its own merits--not
for the amount of short-term revenue ‘it would generate for
the cash benefit programs. We hope Congress will not seize
upon the proposal solely to avert a short-term crisiq in the
cash benefit programs or to roll back part or all of the 1981
payroll tax increase.

The first drawback of the proposal relates to its cost.
Pinancing half of the HI out of general revenues would neces-
sitate a large ($14 billion) expansion of the federal budget
and this amount can be expected to grow rapidly in future years
since uncontrolled hospital costs will continue to rise in

excess of the overall inflation rate.
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More importantly, however, shifting payroll taxes from

HI to OASDI does not respond to the specific cause of the

short-term problem and therefore would not really provide

the kind of automatic protection for the cash benefit programs

that they need; it merely provides more payroll taxes in the

short-term with absolutely no assurance that future economic
downturns will not again upset its financial balance. Over
the longer-term, the general revenue for HI proposal may end
up doing more harm than good. Severing the payroll tax con-
tribution/entitlement concept of the program, coupled with
the large, on-budget costs of this proposal, could invite a
means-test of program benefits as well as preclude enactment
of some long needed reforms in Medicare.

We acknowledge the argument that it is more appropriate
to put general revenues into the HI portion of social security
than the cash benefit programs because HI benefits are unrelated
to contributions and life expectancy. The cash benefit programs
are thus said to be "actuarial” and therefore suited for pay-
roll tax financing.

There are problems with this line of argument. HI payroll
tax payments are supposed to be analogous to insurance premium
payments to establish eligibility for benefits. 1If this is
eliminated, then something else--a means test perhaps--may end
up being used for determining eligibility. Furthermore, the
size bf OASDI benefits is not strictly and solgly related to
earnings records and life expectancy; the number of dependents

a worker has is also an important determinant.

80-480 0 - 81 -~ 7
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2. Capping or Reducing Cost-of-Living Increases
In ‘reaction to the historicallj large automatic

social security benafit Increase in 1980, several pro-
posals have surfaced that would reduce the size of the cost-of-
living adjustments provided by the social security program.
These proposals have taken several forms: (1) capping the
increase at 70% or 80 % of what would.otherwise be the full
adjustment; (2) altering the construction of. the Consumer
Price Index (CPI) in'a way that would y£;1d a loﬁer increase;
and (3) using either a price 6} a wage index, whichever yields
the lower benefit increase. These proposals have been con-
sidered quite attractive since, of all the possible benefits
cuts, reducing the social security cost-of-living protection
would produce relatively large and immediate savings for the

program and for the federal budget.

NRTA-AARP urge Canress‘to reject these proposals on

the grounds that any cutback in the elderly's inflation pro-
tection would further jeopardize their rapidly eroding real

income situation. It should be clear from the above discussion

that because they are a low-income group, the elderly represent
one segment of society that should not be singled out for any
curtailment in the only inflation protection which government

provides them.
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The inflation trend, by rapidly dissipating the
real value of many of the elderly's fixed income components,
is driving increasing numbers of them into the lower reaches

of the income distribution.

Even the social security cost-of-living increases which ,
the elderly receive do not maint;in benefit purchasing power
because these increases are provided long after rising prices
affect recipients' budgets, and they are measured by the
general CPI. With respect to the first;point, a.January 1981

OMB study (entitled Report on Indexing Federal Programs)

indicates that, since 1975, social security recipients
have experienced a 3.4% decline in real benefit levels
due solely to the lengtﬁy lag time in adjusting benefits
and the accelerating inflation rate.

Although it has been argued that the current CPI, at
times, overstates the inflation rate for the general public,
most detailed studies of this issue show that the experience
has been the opposite for the elderly. A study prepared for us
by Data Resources, Inc. (DRI) on the elderly's expenditure pat-
terns indicates that the general CPI tends to understate 1nf1a-
tion's impact on elderly budqets. This occurs because the
elderly, as compared to younéér consumers, spend more of their

income in three categories of expenditures which are experi-

encing the most rapid price inflation-~-food at home, fuel and
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utilities, and out-of-pocket medical expenses. Because the

general CPI is not specifically weighted to reflect the

elderly's expenditure patterns, it has distorted and under-
stated the true impact of inflation on their budget.

statistics from the DRI Study indicate that, since 1970,
the cost of living for the elderly has risen faster than the
cost of living for younger consume;s.: patween 1950 and 1979,
the Bureau of Labor Statistics all-urban CPI rose an average
7.2% rate compared to 8.3% for food at home, 9.4% for fqel

and utilities, and 7.9% for medical care. These costs have

riqen at a céhposite rate of 8.4% per year versus a CPI in-
crease since 1970 of»]lgl'pér year. The DRI Study further
indicates that the adverse eftedts of this high inflation
rate among the core necessities are greater for the poorest
and the oldest of the elderly who, because of their lower
incomes, have less flexibility in altering their spenaing

patterns in response to higher prices.

Since higher inflation in the core necessities is ex-
pected to continue in tpe 1980's, the CPI's understatement
of inflation's impact on elderly budgets will continue as
well. For 1979 through 1985, DRI has forecast an 8.7% rise
in food at home, 9.9% for fuel and 10.1% for health care,

compared to an 8.7% rise in the overall CPI.
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The Bridges & Packard study (previously cited) found that,
over the 1967-79 period, an index, specially constructed for
older consumers (CPI-0O) to reflect more accurately their ex-
penditure patterns, grew sligﬁtly faster than the economy-wide
or general CPI-W. " Their findings are consistent with the find-

~ ings of other recent studies on this subject. The following

table reflects their research.

Table 1.—Constructed convumer price indexes: Annual
- indexes and percentage changes, 1967-79
1
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(Sou;ce: Bridges, Benjamin and Packard, Michael D.,
'Ptxcg and Income Changes for the Elderly”, Social
Security Bulletin, January 1981, page 4.)

Bridges & Packard, however, acknowledged the inherent weak-

ness of their specially constructed CPI-O. In constructing this
index, the authors merely reweighted the seven major expenditure
categories of the general CPI to reflect the elderly's different
expenditure patterns in these seven aqgrééate categories. In order
to produce a more accurate and valid older persons index, these
seven expenditure categories must be pulled apart ~- or disaggre~-

gated -- into more expenditure classes and then reweighted to
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resemble the elderly's spending patterns. At the present
time, an economist, Dr. Thomas C. Borzilleri, is conducting
this type of research for our Associations. We would be
pléased to share with the Committee the results of his re-

search when they are available in the hear future.

3, Comments on Proposals that Would Alter Current Indexing

Our Associations urge Congress to reject proposals that
would alter the construction of the CPI:iolely for the purpose
of moderating the rate of increase it registers. The public
would quickly perceive this as either an underhanded attempt
to curtail the growth of indexgd entitlement programs or an
attempt to lower fictitiously the inflation rate.

Some have endorsed the use of the CPI-X-l, recently
' developed by BLS, because it would remove the current
CPI's flaw related to the treaﬁment of homeownership. We agree
that the current CPI tends to overstate increases in housing
costs. From the point of view of the eiderly, howevér, for |
avery overstatement in the general CPI, there is proSably
at least oﬁe understatement in another expenditure category.

The current CPI must be more qlosely examined than it
has been to date. If Congress wishes to change the CPI used
to index the entitlement programs benefiting the elderly,
then it ought to develop an index which will accurately re;

flect their expenditure patterns.
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Another prominent proposal to alter indexing would limit
cost-of-living increases (especially those provided by the
‘;ocial security program) to either the average rise in wages
or the average rise 16 prices, whichever is lower. This
"wage cap” would result in a severe downwar& ratcheting of
real benefit levels particularly if imposed over a number of
years. For instance, the CBO has estimated that this pro-
posal woﬁld reduce social seéuritx benefits alone by 526
billion over the 1981-86 period.

Some proponents of the.wage cap proposal seem to be ad-
vocating it on the grounds of equity -~ in other wordsg, it is
inequitable to allow the incomes of retirees to rise more
rapidly than the incomes or wages of workers who must support
government programs through taxes. .

Unless Congress is willing to adjust benefits according

to the rise in wages on a permanent basis even when wages

begin to outpace prices in the future, then the wage indexing
cannot be sold on the grounds of equity. Beneficiaries will
feel -- and rightfully so -~ that they will always be getting
the "short end of the stick.” The overall rationale for cost-
of-living adjustment mechanisms must be consistent. Thqse
mechanisms are not for the purpose of paésing along‘to current
retirees increasces or decreases in the standards of living of
current workers, but rather for the purpose of maintaining bene-

fit purchasing power.
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In several years over thn past decade, prices have in-
creased at a faster pace than wages. This trend, however,
is projected by most economists to reverse itself within
the next two years. Workers can have reasonable expecta-
tions over their future working lives of making up any real
income loss they are currently suffering as a result of low
growth, the recession and high inflation; Retirees, because
they are not wage-earners and have man}_fixed comp&nents to
their income, havé'no expectations for ;;coupingoche infla-
tion losses they have already incurred and will continue to
incur as long as inflation is with us.

The elderly's real income situation and their.standards
of living are declining. Poverty rates among them are taéidly
escalating. All this deterioration is occuring despite the
provision of relatively “full®” cost-of-living increases by
the major income support programs. If these increases are
curtailed in any manner (éspecially in a relatively perma-
nent munnef through use of a wage cap or CPI-X-1, which would
curb benefit growth into the future), then the nation's
elderly could easily'be reduced to the economic level that
prevailed a decade ago, when one out of every four of them

were below the poverty level.

-
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. 4. Other Potential Benefit Cuts

Other areas of possible benefit deliberalifations have
been suggested for’the purpose of freeing up or generating
revenue in the short term.The Administration has suggested
eliminating minimum and student benefits even for individuals
currently on the benefit roll. Our Associations would flatly
oppose any consideration of benefit deliberalizations in the

short term even if these deliberalizations are imposed only

upon new retirees. To produce near-term savings, any benefit
cut would have to be imposed immediately with no transitional

period -- a method of deliberalization we vehemently object to

because it would defeat persons' reasonable benefit expectations

and allow them no time to adjust their retirement plans accord-
t

ingly. -

We would add that some of these benefit reforms have
some merit. However, these are major changes that should be
phased-in over a 1;ﬁg period of time and considered only in
the_context of long-term, comprehensive'restruéturing of
the entire income support structure, not with a view toward
improving the short-run financial status of the system.

With respect to the proposal to elim%nate the minimum
benefit,'the.argument is often made that the primary zecié-
ients of this benefit are retired federal, state‘’or local
retirees who are considered to be reaping a windfall from
this benef{t. This‘argument is made based on a 1979 survey

of minimum beneficiaties done by the GAO. This survey is
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far from comprehensive, since no information (regarding
degree of income dependence on the minimum benefit) was
obtained from 26% of those surveyed. .

Although many minimum benefit recipients are receiving
hn'unintended advantage from the minimum provision, there
would still be many, low-income individuals who would be
"left with no assistance--not even SSI assistaﬁc;--if the
minimum were abruptly eliminated. This group would include
early retirees between ages 62 and 65, widows and widowers
between ages 60 and 65, and many other low-income, elderly
persons who meet the SSI .income tést. but not the very

restrictive assets test. Even the GAO Report recognized

the potential hardship to this group of recipients and
recommended the following:
"To minimize the hardship of the few needy
beneficiaries who would not be eligible for
SSI, the Congress could authorize a limited
SSI payment which would replace a portion
of the social security benefit lost when
the minimum provision is eliminated."

Reform is needed in the minimum benefit as well as the
‘student banefit area, however, reform should not be achieved
by a precipitous cutback of benefits for current and/or
newly eligible recipients who have reasonably worked for
and planned on this source of incomé. Time needs to be
provided for a gradual,.thoughtful and fair phase-out of

these benefits.
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The Administration has also proposed to tighten up
the disability insurance program by improving its admin~
istration, providing a stricter recency-of-work test and
imposing a "megacap” which would limit total disability
benefits so that they would not exceed a worker's vrior
after-tax earned income.
While we support more uniform administration of the
DI program to reduce the error rate (with tpe increase in
personnel necessary to carry this objecEive out), we oppose
. the reduction in the recency-of-work test and the megacap;
Tightening the recency-of-work test may deny benefits to
persons who gradually become disabled and unable to work.
The "megacap” drastically changes'the entitlement "concept
of the DI Program because it would introduce a "means test"”
into the program. Also, it should be noted that Congress
already moved last year to tighten up the DI program.
Further cuts are unjustified and would be overly severe

in their impact on this group of persons.

E, Fundamental Reform of Social Security Benefit

~and Financiig Structurus lleaded

The convergence of demograpliic, employment and economic
trénds will make it impossible to continue the system as
presently structured into the next century. If perpetuation of
social security in such a form is attempted, either a massive

payroll tax increase (a near doubling of current rates)
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or benefit cuts of equal magnitude (through such steps

as raising the retirement age and/or price indexing of

the bcnefit formula) will be necessary. Any large pay-.
roll tax increase would be incredibly disruptive not only
to our economy but also to our political and social fabric.
And, if benefits are substantially cut, the elderly will
inevitably be forced to sustain a significant deta?ioration
1q their living standards and perhaps face the high poverty
rates that prevailed in the 1950's and 1;60'9.

To _avoid the unhappy choice between large payroll

tax increases and a piecemeal dismantling of the system's

benefit protections, we recommend comprehensive reform

of the system's benefit and financing structures. This

reform must respond to the trends cited above,
particulétly the adverse economic trends consisting of

a high, hard-core inflation rate, low real economic growth
and sluggish prod-. “ivity gains. These economic trends are

financially detrimental to the system because they greatly

restrict the resources available to finance social security

and, at the same time, certain features of the system (particu-
larly its over-reliance on payroll taxes) exacerbate rather thap
help alleviate many of these economic problems. This situation
dictates that we begin now to rationalize the social security

financing and benefit structures to insure that scarce resources
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are not wasted and that the financing mechanism used contrib-
utes to, rather than detracts from, our future economic

health.

Briefly, to achieve thaese objectives, we suggest that the re-
vamped social security system include the following:

* a benefit structure that would

- strongly encourage employment on
the part of both younger and older
workers;

-

* a more diverse and less infla-
tionary financing structure that
would use separate and éppropri-

ate tax mechanisms to finance social
security's divergent functions of
earnings replacement and social
adequacy;

* a benefit structure that is equit-
able in its treatment of individual
workers (particularly working wives
"and single individuals); and

* a benefit structure which pro-
vides benefits in a cost-effective

and target-effecient manner and which
does not overlap or duplicate the bene-

fits provided by other government
income support programs.

The details of our Associations' comprehensive long-term
restructuring plan for the social security system goes beyond.
the gcope of this hearing. We would be pleased to provide you

with a detailed statement on our position upon request.
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v, HEALTH PROGRAMS

The Admigiatration's budget cuts in health programs are
based upon the contention that Federal and State regulatory
efforts have failed to contain the rising tide of health
care costs due to the underlying cost-promoting bias in
the financing of services. Therefore, a number of interim
measures have be?n proposed by the Administration prior to-
the adoptiop of comptehensive—legislatioﬁ to remedy market
dllgortiﬁns and encourage competition in'the delivery of
health care. Our Associations believe that the elimination
of certain programs and the devastation of others through
reduced federal support is at best shortsighted. We believe,
as many of the members of this Committee must, that the
transformation of the health care marketplace contemplated
by the Administration is not possible in sucﬁ a short time
frame. While developing meaningful'(price) competition in
this market is indeed a desirable goal, we hardly think it
justifies the extreme interim spending reductions proposed

by the Administration in certain programs.

A. Medicaid

The new Administration ;tates that the Medicaid program i
contains excessive benefiﬁ provisions, overly generous eligi-
bility criteria, and is‘poorly mangaged - all leading to ei-

cessive cost increases. The complaint is expressed as to the
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15% a year growth in total Medicaid spending over the past
5 years (as hospital costs continue to escalate at annual
raFes of 16-18t}. As an interim measure, theréfore, the
Administration proposes a cap on Federal expenditures

which would reduce outlays by $100 million in the current
fiscal year, allow an aggregate increase of only 5% in

FY 1982, .and thereafter limit the increase in Federal
matching payments to no more than the rate."of infla.tion
(measured by the GNP pfice deflator). The Administration con-
tends that this can be done"without reducing basic services
for the most needy” -- though there is some question as to
how or by whom "basic services” and the "needy” would be defined. Further-
more, during the 1983-86 period the Administration expects
to institute comprehensive health financing and Medicaid
reforms, as yet unspecified, to reduce the rate of health

care cost inflation and to improve Medicaid. -

Our Associations oppose.this "interim"” measure because
we believe that Btrong Federal support of the Medicaid pro-.
gram is an essential component of the "social safety net”
for the poor, especially the most vulnerable of this group,

" the elderly poor. Approximately one in five older Americans
are Medicaid recipients. <Currently, 41% of total Medicaid
expenditures are going to nursing home éare.. Expenditures
for nursing home care constitute the single largest health
care liability for persons over the age of 65 and are the

major source of catastrophic health expenses for this
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group - of which over 20% will at some point in their lives
need to enter a nursing home. The importance of the Medicaid
program to the elderly is further highlighted by the fact that
87%. of all public expenditures for nursing home care ($8.8
billion) and 49% of all spending for nursing home care in

1979 were Medicaid dollars.

The Administracion's proposal is expected to reduce the
total federal payment to State Medicaid programs' in FY 1981
by $300 million and in PY 1982 federal spending would be re-
duced from $18.2 billion to $17.3 billion as a 5% cap is
implemented resulting in all but three States receiving re-
duced (federal) payments.' The implications of such action are
serious. Current trends toward dual systems of care for Med-
icaid beneficiaries will intensify and access to care become
even more difficult. 1Indeed, the $900 million in savings pro-
jected for FY 1982 (with savings exceeding $5 billion by FY
1986) represents a false economy, as the demand for long-term
care services is already creating a substantia; back-up in
our acute-care hospitals. The impact of this "capping" proposal
on the Medicare program, therefore, deserves immediate action.

Our Associations believe that the "capping” 9£ the Medi-
caid program alone without taking effective, across-the-board
measures to restrain the uncontrolled escalation of health
care costs represents an abrogation of tespon81bility on the

part of the Federal government as the primary purchaser of
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healih care seggiggg; In this instance, taking the expedient
course of actio: recommended by the Administration will seriously
impact the availability of quality care for many elderly
Medicaid recipients, the most vulnerable and dépéndent of
ali.groups. This seems to be in stark contrast to the

avowed purposes of the Admninistration's budget proposals and at
variance w%th his repeateé pledge to protect those truly

needy individuals dependehc on Federal assistance.
) ’
Our Associations believe that the Administration's Medicaid

"capping” proposal deserves serious and thoughtful considera-'
tion and that all alternative proposals should be carefully
evaluated. This is not.to say that we do not share the
Administration's view that the entire Federal mandating
process should bg reviewed. The States clearly should main-
tain and perhaps even be allowed to expand their authority
to restructure Medicaid benefits td most appropriately meet
local needs. However, in light of the dependency of the
elderly on the Medicaid program for essential long-term__
" care services and the nonavailability of meaningful alter-
natives, our Assqéiations oppose the capricious reduction

of Federal support for the Medicaid program and urge you to
reject this portion of the Administration's bulget package.

The Congress has expressed a desire to see that cost

effective alternatives and options to nursing home care

are developed (most recently in the Medicare home health

80-480 O - 81 - 8
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care liberalizations of P,L. 96-499, the Omnibus Budget
Reconciliation Act of 1980). Yet placing an "interim cap”
on the Federal matching payment to already severely strapped
State Medicaid programs would only cause further restric-
tions to be placed on the availability of mandatory home

—

health services and (optional) community-based personal
1/

care seryices.— Currently, access to home health care

is at best difficult in those many States where
reimbursement levels are far below even the Mediéare rates.
Instead of moving to disméntle the semblance of a fully
integrated national health care program for the poor, the
Administration and Congtess should be working (through appro-
priate incentives) to‘obtain State-to-State uniformity in

the range and scope of benefits that are Qvailable- with

obvious concerns as to the availability and need for par-

ticular service mixtures.

Additional and significant reductions in Federal support
for the Medicaid program as proposed by the Administration
will have a seri9us impact 6n the availability §f quality
health care services, particularly institutional long-term
care services. State Medicaid rates for nursing home care
are clearly inadequate in most cases and Medicaid patients
are often only_m;intained because facilities' private pay
patients subsidize their care. Further reductions in Federal

support will undoubtedly make what is at present a bad situa-

ation worse.

1/ Only 4 States offer pcrsonal care services to their cate~
gorically needy under Medicaid while 10 provide such benefits
A thi~ arann and tha madi~11 v nrrAv aae ol



109

In addition, in light of the severe reductions that are
lchcdu;ed in Federal maichinq payments for the Medicaid program
and the untenable situation many States face in fundihq this
'jointﬁredotal-ézgié program, eliminating the 50% Federal minimum )
matching rate, as proposed by the Finance Committee staff, would
be unnecessarily extreme and have a serious impact on those
elderl& so dependent on the Medicaid program (i.e. the poor,
frail elderly in nursing homes). We are alSo curious as to the
rationale behind requirinq a "nominal”copayment (anly) for
patient initiated services. We would remind the Congress that
Medicaid covers only approximately one-third of those individuals
below the poverty level and that the median income of Medicaid
households is $5,990. Frankly, we do not believe even 'nominal'

copayments on mandatory or optional services are justified under

these circumstances.

B. Medicare

There is evidence that the Congress is supportive of an
incremental, systematic evolutién in the delivery of home health
services. 1In the closing days of the 96th Congress, a number of
liberalizations in the Medicare home health program were approved
as part of the Omnibus Budget Reconciliation Act of 1980 (P.L.
96-499). Our Associations, like most of the members of this
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Committee, strongly supported these changes, which included (Section
930) : the removal of current 100-visit limits under Parts A and B
of Medicare; removal of the 3-day prior hospitalization requirement
under Part A; the inclusion of occupational therapy as a qualify-
ing ("skilled") service; the nonapplicability of the Part B
deductible for home health services; the elimination of discrimina-
tory licensing requirements based on the tax status of a home health
agency (as a qualifying condition to receivg provider status under
Medicare); the establishment of an HHS-approved training program
for home health aides; and (Section 931) the establishment of
regional intermediaries for home health care., The Administration
now proposes to repeal or rescind these "low priority" reforms
along with provisions in P.L. 96~611 which provide coverage for
pneumococcal pneumonia vaccine under Medicare. To repeal these
needed changes in the home health program, costing an estimated

$35 million in FY 1982, is not only ill-timed but extremely short-
gsighted. At the same time that our "at risk" popu1§tion of older
Americans with chronic degenerative conditions is mushrooming,

our various public and private home health programs are meeting

the needs of only some 25% of those in need of such long-term

care services. 1In FY 1978 Medicare home health expenditures

{$520 million) constituted only 2% of total program outlays
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while hospital care amounted to 74% of ;xpenditures. As for
Medicaid, only 1% ($211 million) of total Medicaid dollars was
spent on home health - and three-fourths of this in New York
State. In the absence of public policy changes, estimates are
that in the year 2000 some 2 million persons - 83% of them over
the age of 65 - will reside in a nursing home, an increase of
54%; by the year 2030 there will be nearly 3 million nursing home
residents, a 132% increase. Yet even these projections do not
reflect likely increased utilization due to changes in family
structure. Expenditures for nursing home care are expected to
more than triple by the year 1990 (reaching $76 billion) and
remain the fastest growing area in the health sector. Further
compounding this problem are other qminous trends. ‘These include
the fact that the growth in the number of nuising home rcsidenti
continues to outpace4the growth of the elderly population in
general and, as the growth in nursing home outlays continues to ex-
ceed the growth in the elderly's income, that private pay nursing
home residents will exhaust their resources, and "spend down" to

Medicaid at an even faster rate in the future.

Our Associations believe that current efforts to scale back
Federal spending in this area deserve thoughtful consideration
and that this Committee should not foreswear innovative approaches.

It is within this context and out of concern for long as well as
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short term public spending that we have supported Senator
Packwood and Senator Bradley's Title XXI legislation, "Non-
ingtitutional Long Term Care Services for the Elderly and
Disabled Act.™ We hope that this Committee and the Congress will
carefully consider this legislation when it is reintroduced.

The information that this six year demonstration project will
generate is needed before we can begin to effectively meet the

long term care needs of our rapidly growing aging population.

Although a program to provide pneumococcal pneumona
vaccinations to the elderly under Medicare would entail a net
cost of $43 million in the first year; a recent study By the
Congressional Budget Offic; shows that the inclusion of this
service under Medicare would actually save the program $6 million
in the fodrth year and $11 million by the fifth year as a result
of a reduction in costly (hospitalization). In addition to its
cost effectiveness, it is estimated that 5,500 lives would be
saved over a five year period., To start to counter these trends
our Associations strongly recommend that the aforementioned
amendments to the Medicare program be reaffirmed. To not allow

‘these reforms to be implemented (effective July 1, 1981) would
reflect an inadequate understanding of the dilemma this nation
faces in the delivery of long-term care and preventive health
services to an aging population, as well as being pennywise but

pound foolish.
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In addition, the Administration has proposed the elimination
of the 8 1/2% inpatient nursing salary cost differential (saving
$200 million in FY 1982) and the authority for civil money
penalties for Medicare fraud. We support both of these cost
savings measures as well as the Administration's proposal to
institute competitive contracting for Medicare gaxriers and inter-
mediaries. We oppose, however, for reasons already outlined less
frequent surveys of skilled nursing facilities. This latter pro-
posal would only serve to further exacarbate the already serious
quality of care problems public pay patients encounter in

participating nursing facilities.

At the same time, our Associations support a number of
provisions recommended by this Committee during the 96th Congress,
including: payments to promote the closing and conversion of
underutilized facilities ($2 million in FY 1982 savings); and
the limitation on reasonable costs and reasonable charges for

hospital outpatient reimbursement.

However, a number of additional items have been proposed
as alternatives or supplements to the Administration's proposed
FY 1982 reductions which we find objectionable. The Senate Finance
Committee staff has formulated several options for additional
savings in the Medicare program - most of which are troubling.

For the most part, these options would call for significant in-
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creases in cost sharing liability on the part of beneficiaries.

One type of proposal would increase the Part B deductible to as
much as $100, index the deductible to reflect increases in program
costs, and/or require that it be satisfied on an annual basis. One
senses from these alternatives a conviction on the part of Committee
staff that the elderly should bear a greater portion of the burden
of these programs. To us this seems rather incongxuous since the
health care cost spiral continues to push the total cost of health
care for older Americans well beyond their growth in income. The
intent of such a proposal seems clear - to reduce utilization of
Part B services on the part of the mostlvulnerable of the elderly,
those in poor health Qnd needing treatment., Older Americans
already pay 3.4 times ($2,026/ CY 1978) the $596.82 per year an
under - 65 individual spends on health care and 43% more:of théir bud-
gets on out-of-pocket health care. A total of 37% ($746) of per
capita outlays are from private funds -- exceeding the total per
capita amount paid by those under the age of 65. When one factors
in the deductibles, coinsurance, and premium payments required
under'Medicare, direct expenditures for health care services on

tﬂe part of the elderly exceed the portion of their annual health
bill covered by Medicare. Considering (Part B) physician services
alone, beneficiary liability is approximately 69% of total

physicians' charges due when deductibles, coinsurance and
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unassigned claims are included. And as we know all to well, on
only 45.8% of services do physicians accept Medicare payment as

full reimbursement:.

Furthermore, requiring coinsurance (we assume 20%) for home
health benefits undor Part A and B or Part B alone will only serve
to further deny access to community based alternatives to nursing
home care. As we have noted, access to home health care is )
already severely limited. Moreover, over half of all individuals
with annual health expenditures exceeding $5,000 are institu-
tiénalized in long-term care faciljties. Supplementing this
Finance Committee staff proposal for home health as well as the
increased Part B dedugtible solely for budgetary reasons is
thremely ill-advised. It would represent a significant re-
gression on the part of the Congress at the very time the elderly
can least afford it. 1In combination with severe restrictions in
Medicaid funding for FY 1982, any hope for progress in the
development of a meaningful and cost effective continuum of

long term care services will be lost.
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C. Health Plannina

Another area of concern to our Assoéiations }s the pro-
posed phasing out of health planning over the 1981-83 period,
supposedly in concert with the Administration's 2-year time-
table for the development of a comprehensive package of health
care financing reforms ;imed at encouraging competition in .
the health sector. Frankly, to us this is not a "quid pro-
quo.* It is highly unrealistic to expect such comprehensive
reforms aimed at axmtrahﬁng the health care cost spiral
to be implemented within this period. At the same time, the
:Federal govarnmént would be dismantling the only national
cost containment program it has in place - and one with a
prern track record of broad-based community involvement

and success in containing health care costs.

The Administration proposes a reduction of $28 million
in FY 1981 funding for State and local health planning
programs, 5160 million reductions in FY 1982, and a camplete phase-out
by FY 1983, Unfortunately, the Administration's view of
health planning is unidimensional; that is, it serves

merely a public utility function. To the contrary, our

Associations view health planning and the certificate-of-

need process as a viable State and local decision-making
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process with demonstrated successes. It remains one of
the few tools government and health care consumers have

in the battle against rising health care costs.

While many speak of the well recognized neeé to change
our inadequate and cost promoting reimbursement system,
this alone will not solve the problem. We have éo look
at the supply side, and through the health planning process,
continue to discourage, disapprove, or modify capital pro-
jects that are not effective. It seems ili-advised to jetti-
son federal financial support for local health planning at
the very time itlls needed most and when our growing senior

population is most vulnerable to the health inflation spiral.

Health planning is impossible to evaluate on the basis
of outuome measures alone. In fact, in terms of its clearest
objec’ivas the performance of the planning process iz lest
reflected in things that did not happen or in things that
happened in a qualitatively better or more rcsponsive fashion.
For example, annual expenditures for health facilities con~
struction has continued to decline in constant dollar terms
since the early 1970's, falling 26% in the last four years
(1976-79). Planning agencies have also disapproved approxi-
mately 203 of the $5 billion per year reviewed by local

planning agencies. This process, in successfully avoiding

capital expenditures where demonstrated surpluscs already
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exist, help reduce Medicare and Medicaid outlays otherwise
expended to maintain unnecessary and costly beds, facilities,
and equipment. And yet, the real dollar savings ‘in public
programs and systemwide come with projects that are delayed
or modified as a result of Health System Agency (HSA) review
prior to formal submission of the project under either CON

or 1122 review. In part as a result qf health planning,
hcspitals'own institutional planning - as reflected in the
quality of their capital expenditure proposals -f@as improved
dramatically in the last five years. In a 1979 national sur-
vey of hospitals 34\ said they had expansion plans and 21%
of these indicated that.they had postponed or dropped such

plans due to the need for planning agency approval.

It is also interesting to note that on a per capita basis
more expenditures are being approved in rural areas than in
urban areas and that planning agencies are approving much
.higher net increases in hospital beds in areas of high popu-

lation growth while fosﬁerinq net decreases in areas of popu-
lation loss. At the same time,approval ﬁates have increased
kharply‘for nceded alternative, new, or "other faci;ities

.and services"when compared to approval rates foé hospitals and nursing
homes. This would seem to counter ﬁhe arguments being advanéed
by the Office of Management and Budget {(OMB) that market

access (and thus competitionf is being unwisely restricted

by CON, 1122 review and'the health planning process in general.

Other positive changes at the local level,readily discern=-
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able but not easiiy quantifiable, include the timely alloca-
tion of new resources into underserved areas, gdgcatinq the
public about health and health care problems,aﬁd creating
new coalitions of business and labor to tackle health care
costs. The cost =-- less than one dollar per year per capita
for all health planning in an industry costing more than
$1,000 per year per capita and the elderly more than $2,500
per year -~ is relatively small. Shoulé health planning be
eliminated it -has been estimated that there would be a 50%
increase in capital construction over the next 4 years, or
$10 billion more than uEder the current system. '

Our Associations believe that the health industry's
Voluntary Effort (VE) to contain health care costs vffers
older Americans very little in the way of relief. We are
disturbed at what seems to be a growing tendency on the
part of the Federal government to eliminate or de-emphasize
its own capacities as a prudent buyer in the name of market
forces and to back off from its responsibility to constrain
our rapidly rising national health bill (and the Federal

share of it).

Simply stated, the alternative advanced by the
Administration, implementation of pro-competition legislation,
is not a near-term posgibility. By the same token we‘would
note that planning is and will remain an essential to the

implementation of any competitive health system. Local



120

planning agencies are well positioned to provide major
consumers and purchasers of health care informasiqn that
ls needed in order to make those informed and price con-
scious choices that are basic to the effective functioning
of a competitive'system. We believe that organizations
such as ours must work with éhe Congress and the planning
ccmmunity to strengthen the local heai£§ planning process,

making it even more effective and responsive to Jocal needs.

At the same time we must realize that health planning
is a recent development‘and must have time to develop.
Results cannot and should not be expected overnight. To
eliminate Federal expenditures for health planning only
2 or 3 years after much of the machinery for this proéess
was put in place would epitomize "waste" in government
spending. To quote from an unexpected source, Congressman
~ David Stockman said during the debate on funding for health
planning in the 96th Congress, "if funding reductions are
to be made, it seems far more sensible to me to channel the
bulk of available funds to the local health planning effort,
rather than to State or Federal health planning administrators
who are further removed from the immediate needs of the com-
munity." We agree with Mr. Stockman's assessment and we'hope

you will when the Administration's proposed phase-out of local

health planning is considerczd. -
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p. HMO's

Starting with rescissions of $37 million to the loan
fund in FY 1981, the Administration proposes completely
phasing out Federal support ($54 million in PY 1981) for
the development of Health Maintenance Organizations (HMO's)
by the end of 1983. We find this proposal inconsistent
with the stated intent of the Administration to encourage
the development of alternative health care delive;y systems,
the necessary lead times required of most HMO's to become

fully viable, the demonstiated cost savings HMO's generate,

and the significant financial support State and Federal
government provides {(primarily through tax expenditures)

to such ﬁigﬂ-cost institutional providers as hospitals and
nursing homes. We would contend that these modest levels

of Federal financial support are needed to expand access to
.the HMO alternative in those many areas of the country where
private (venturd capital has not been invested in HMO development ,
yet where the;p is significant potential for growth and
where health care costs are out of control. Indeed, the
major impediment to HMO development is not overly restric-

© tive requirements for Federal qualification found in the

MO Act but the inadequacies of our reimbursement system.
Should the Congress decide to further limit access to HMO's
by eliminating Federal support during the initial years of
development ,we would hope that the Canres§ would act to

provide elderly Medicare beneficiaries equal access to HMO's
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"through changes in the way HMO's are reimbursed for ser-

vices. As individuals, the elderly for the most part can
not enroll in HMO's. Changing reimbursement from a cost

plus to a prospective, pre-payment basis for Medicare ben-
eficiaries with required open-enrollment periods would act
as & powerful incentive for the development of the HMO option
for all segments of the population. <Clearly, retrospective,
cost based reimbursement is not financially attractive nor
viable for all but the largest and most capital-r%ch HMO's
(e.g. Kaiser Permanante).

While our Associations' contention tha% Federal financial
assistance should be maintained at current levels is, for the
most_ part, the product of our deep concern over escalating
health costs, we do believe that the current support pro-
gram should be more carefully targeted and selective. The
focus of thisg program should be on areas with high growth
potential as well as on HMO's serving special or otherwise
unserved population groups. The latter goal may not be as
easily a subject of prescriptive financial analysis, and HMO's
serving such high risk groups are likely to find initial
private financing unavailable without early Fe¢ ieral financial

support in the form of loans, locan guarantees and grants.
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E. Alternative Suggestions for Reducing Federal Health Care Outlays

Qur Associations have a number of suggestions to make
for reducing Federal outlays for health care that we believe

are preferrable to those being advanced by the Administration.

First of all, as we all know hospital costs (which repre-
sent some 40% of all health care costs) continue to increase
at rates far in excess of the general rate of inflation,
driving up Medicare and Medicaid costs. In January of this
year alone, hospital .costs (CPI-U) increased 2% while the
all items CPI rose 0.7%.  Our Associations have long
urged the Congress to place federal limits on increases in
hospital revenues per admission. Such an'acrossfthe-board
approach would not single out Mediéaid or Medicare bene-

ficiaries for special restrictions.

Since the Congress has rejected such a uniform imposi-
tion of limitations on the rate of increase in hospital
costs, we believe és an alternative it should encourage the

adoption of State ratec setting programs (a total of seven

States already have mandatory rate review programs). this
would reduce Federal and State outlays as well as payments by pri-

vate purchasers of hospital care. We would also suggest

80-480 0 - 81 ~ 9
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that the Congress direct the Federal government to share a

greater portion (e.g. one-third) of the savings in Medicare and
Medicaid costs that are achieved through such rate review with

the States. Providing financial incentives for additional States
to initiate effective rate review is in concert y}th the goals

of H.R. 2626, the Hospital Cost Containment and Reporting Act of
1979, as approved by the 96th Congress. Based on rather conserva-
tive assumptions, the Congressional Budget Office (CBO) estimates
five year (1982-86) savings of $2.4 billion to the Federal govern~
ment from such an initiative (assuming 25% of costs are reviewed

and 1/3 of Medicare savings passed on to the States).

Since 1975 revenue losses from tax expenditures have been
rising at a rate of 14% per year while the annual rate of increase
in direct federal outlays has been about 11% over the same time
period. Therefore, in the area of tax expenditures, our Associa-

tions beiieve that the exclusion from taxable income of employer-

paid health insurance premiums deserves the Congress' attention.

This exclusion of subsidy will reduce tax revenues by $21.4
billion and social security trust fund revenues by another $§7
billion in FY 1982. Our Associations support limiting this
aexclusion to a fixed, :ggionally determined monthly dollar
figure (e.g. $120) if, as a "quid pro quo; some form of

catastrophic or stop-loss protection was adopted as a required
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part of all qualifying health plans and if such benefits were
convéyed to individuals upon retirement. This minimum, catastroph-
ic protection should include some degree of protection against
long-term care costs. Cumulative five year savings from the

imposition of such a ceiling would approximate $17.9 billion.

On the supply side, severe and immediate limitations should

/

be placed on the tax exempt status of hospital bonds% Approxi-

mately half of the funding for hospital capital projects comes
from tax-exempt bonds ($3.4 billion of these bonds were issued

in 1979). The direct Federal revenue léss from all outstanding
hospital bonds in FY 1982 will be $700 million. We seriously
question the efficacy of this subsidy which allocates resources
on the basis of a hospital's financial standing rather than the
need for such facilities. Also, the magnitude of the subsidy
promises to increase greatly should local health planning and the
certificate-of-need process be phased out as thc Administration
has proposed. Such tax-exempt status for hospital bonds in those
many areas of our country which are nverbedded also further
escalates Medicare and Medicaid reimbursameﬁt levels for empty,
unneeded beds. Every $1 saved by borrowing hospitals costs

$1.33 in lost Federal revenue. ;/

2/For hospitals able to demonstrate the need for new construc-
tion in a growth area, this subsidy could be retained.

3/CBO, Reducing the Federal Budget: Strategies and Examples,
FY1982-86, February 1981.
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V. THE LOW INCOME ENERGY ASSISTANCE PROGRAM (LIEAP)

The Associations have serious concerns about combining the
LIEAP program and the AFDC emergency assistance program into an
Energency sneggy block grant to the States and funding it at
substantially reduced levels. Because States would establish
their own priorities and exercise total program control over
resources, we are concerned that the elderly's energy needs will

be "lost in the shuffle."

Currently the program is funded through the Windfall
Profits tax which in essence redistributes the taxes levied
on the high profits oil companies are experiencing due to
0il price decontrols to low-income households which can ill

afford the skyrocketing costs of home energy. The States
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do not receive revenue from this tax and may therefore be
reluctant to pick up their share of the costs for this
assistance. It is important to note that under the current
program, 95 percent of the monies are already in the form of
block grants to States which draw up their own plans, sub-
ject to HHS approval, for dispersing available funds.
Currently, Federal guidelines do :llow States some flexibility

in determining local needs.

0il price decontrols (and expected gas price decontrols)
are Federal initiatives. It is incumbent upon the Federal
government, therefore, to continue to provide energy assistance
to those in need. We would suggest that it would make more
sense for the vaiious eﬁergy assistance programs to be consoli-
dated at the Federal level rather than continuing the current
fragmented approach of placing some -at the State level (through
the massive block grant) and keeping other initiatives in
various agencies in Washington. Such a ccordination of programs
would make current benefits more accessible, eliminate duplication'
or overlap, and fill in the gaps to meet needs where current
programs do not. Furthermore, streamlining programs would re-

duce administrative costs, and within budgetary constraints,

make it possible to reach more needy persons.

In our view, this consolidated national energy assistance
program would have thrce major compéncnts: direct assistance,
weatherization, and outreach. Each state would have the
flexibility to determine how best to meet these three goals,
which would give them more flexibility and allow them in
turn to consolidate fragmented energy assistance brograms
within their jurisdiction.
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VI, CONCLUSION:

Anti-Inflation Strategy Must Be Comprehensive and
MultI-Faceted .

Our Associations have been observing inflatidn closely
- for over a decade. In the process, we have come to recognize
the commonly accepted myths concerning the origins and
nature of modern inflation. These myths are still prevalent
in the press, in the minds of the public, and in tﬁe minds
of ﬁany policymakers. We will not gain_much ground in the
bactle against inflation unless these myths are abandoned.

Federal deficit spending is blamed by a large proportion
of the public as the entire and sole cause of inflation.
Without dispute, it is an important factor in inflation, but
mathematically it cannot remotely account for the large price
rises in the economy, which are now over $250 billion a year.
The-printing press, the public's shorthand expression for
expansive monetary policy, is probably the number two whipping
boy for inflation. Labor unjons' "excessive" wage demands are
blamed. Administered prices are blamed. The OPEC cartel has
also been held solely reponsible for recent inflation.

In our view the wage/price spiral represents the backbone
of our current inflation problem. A study made in 1980 by DRI
mathematically established the wage/price spiral as the largest
component of modern inflation. If inflation is running between
12% and 13% a year, the wage/price spiral is probably contributing
aboui 8% to 10% to the rate, represenﬁinq what is commonly labelled

the "hard-core” rate.
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Some policymakers have argued that the elderly should
share, along with other groups of society, in government
spending restraint necessary to help bring inflation under
control. Since it is impossible to make the elderly inflation-
proof, we agree that controlling inflation must be our priority
concern and recognize that spending restraint is one part of the
strategy nécessary to curb inflation. However, before enlisting
"the elderly in any inflation battle and accelerating the rate of
decline in their real incomes and living.;tandards, we would
want reasonable assurances that government will pursue an
effective anti-inflation strategy that would bring down the
rate in a short period of time and also proviade for an equita-
ble sharing of the “pain" such a strategy must inevitably en-

tail.

Although no one can accurately predict to what extent
balancing the budget will dampen the public‘'s inflationary
expectations and help to unwind the wage/price spiral, some
economists estimate that, at most, balancing the federal
budget will shave a few percentage points off the aggregate
inflation rate. Without specifically dealing wigh cost=-push
factors, we do not expect inflation to be radically slowed
in the coming months. Supply-side economics, based on a
revival of savings and investment in new capital facilities,

is inherently a longer-term, anti-inflation strategy.
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To deal with inflation in the short-term, our Associations

recommend the following combination of policies:

*

First, a strong incomes policy must be pursued;
the President should be given standby authority
to impose wage/price controls on a selective
basis. J

Second, the federal budget should be brought
into balance over the next two or three years
and maintained in balance over the business
cycle. -

Third, money supply growth must be gradually

reduced and ultimately kept in line with real
growth in the gross national product.

Fourth, competition in the economy should be
furthered by deregulation where appropriate,
removal of import quotas and refraining from
further government and private actions which
increase prices.

We would like to emphasize the importance of using a

strong incomes policy to attack the wége/price spiral.

Incomes policies can range all the .way from exhottations

r "jawboning”) by the President or other leading public

figures to a full-blown program of monetary wage/price

controls modeled after the programs in effect during World

War II and the Korean War.

In our opinion, in order to deal effectively and resolutely

with the wage/price spiral and inflationary expectations, the

President should be given standby authority to impose price

and/or wage controls in those sectors of the economy that are
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leading the inflation parade. The health care industry is
an outstanding example of just such a sector; the rate of
escalation in health care costs has been clearly out of -
control for some time. ) ‘

Standby authority for the implementation of controls and
an expressed willingness to use them, if and when necessary,

" will immediately alert the public to the fact that the govern-
ment is serious about reducing inflation to tolerable levels
within two to three years. The more forcefully it is indicated
to the various groups that they must cooperate in the common
effort, the less likely it is that the standby authority will
have to be exercised in more than just a few cases.

We would like to stress that although we support a gradual
reduction in the rate of growth in the money supply and fiscal
restraints, we cannot depend on these policies to dampen
inflation égﬁghgeasonably short period'of time. While these
policies take time to be effective, inflation will be doing
great harm to the economic and social fabric of the nation.
Dependence on restraining monetary and fiscal policies alone
to reduce inflation has leéd Great Britunin into exceptionally
high unemployment and costly industrial stagnation. In the
United States, we must deal directly with structural "imper-
fections” in the economy, which are noi going to disappear by
waving "macroeconomic” wands or by repeating incantations of

the virtues of supply-side economics.
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In summary, our Associations support the Administration's
effort to reduce Federal expenditures, balance the budget, re-
duce unacceptably high rates of inflation, and revitalize the
economy. However, we do not ascribe to the theory that such
fiscal restraint in tandem with massive tax cuts will abate the
inflation spiral - the paramount concern of older Americans.
Until government indicates it will pursue an effective, multi-~
pronged anti-inflation program that includes not just fiscal
and monetary restraint but also a tough "incomes® policy that
will bring down inflation rapidly and spread the "pain® of
curing inflation in an equitable manner, do not expect the
elderly to be willing to accept proposals (such as reducing
social security's cost-of-living adjustment) that would re-
duce the only inflation protection they have, but otherwise
leave double~-digit inflation unchecked; and be assured that
cuts in health programs we have described above will only serve
to further exacerbate the increasingly serious problems the
elderly face in coping with inflation and in receiving quality
health care. There are numerous alternatives to the Administra-
tion's proposals we have discussed that would act to constrain
on-budget expenditures of the Pederal government while maintain-
ing a "social safety net” for the truly needy. We hope this
Committee and the Congress fully realize the importance of such
programs as social security, Medicare and Medicaid to the
elderly so that you will seriously and carefully explore other
options prior to supporting the Administration's proposed budget

reductions "entoto".
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STATEMENT OF JACOB CLAYMAN, PRESIDENT NATIONAL
COUNCIL OF SENIOR CITIZENS, ACCOMPANIED BY BETTY
DUSKIN, RESEARCH DIRECTOR FOR NATIONAL COUNCIL OF
SENIOR CITIZENS

Mr. CLayMAN. Mr. Chairman, Senator Moynihan, earlier in the
proceedings Senator Moynihan indicated a concern about the lack
of public interest. He was particularly worried when the press
wasn’t here. That is a concern that I have too, not about the press,
but the plain fact is that the American people really don’t know
what this is all about yet.

There is great confusion. The facts are never laid out straight
and clear and understandable to the ordinary public. But it will
come ultimately, and I assure, at least in my humble judgment,
Senator Moynihan, in the not too distant future that there will be
an understanding of this total program.

And it may very well be that the necessities of procedure, con-
gressional procedure, demanded haste but in our judgment it is an
unseemly haste and action on the budget cuts.

I come from a senior citizens organization which represents basi-
cally the poor and the moderate income segment of our society, and
so I have a very special interest in those peoi)le, and I keep repeat-
ing almost ad nauseam a few facts generally not comprehended
ggt. In much of our society, particularly in the last couple of years,

nator Moynihan, academia and others have been obsessed with
the notion that in the main the senior citizens of America are in
good shaape.

They don’t need much help. There are a few at the bottom of the
barrel that may need assistance, but quickly I repeat these figures;
they must be kept in your mind; if I had a brand, I'd brand them
on everybody’s memory.

In 1979—it is a little higher now—the poverty level was $3,479, a
single person, that means $66 a week. For a family of two, it was
somle{thing like $4,394, or a weekly salary or weekly income of $84 a
week.

And when you also include in that categorly, as per necessity, the
near r, literally one-forth of all the elderly in America, roughly
6 million people live in poverty. And if there is an assumption that
there is a safety net under these 6 million, I'm afraid we who work
with the elderly do not discern it at all.

For example, and I'll do this quickly, you can’t break the fall of
hundreds of thousands of people in poverty with these cuts. In the
low-income energy assistance pro%ram, when you cut it fully by a
fourth and add double jeopardy by sending the three-quarters to
the States, it just won’t work. Hundred of thousands will fall
through that fragile net.

Housing: We in the National Council of Senior Citi: :ns are very
much concerned with this problem. We have been weorking with it
for years now, and the suggestion is being made, whereas it is as of
now and heretofore that an aged occupant would be required to
" pay 25 percent of his income for rent, the balance subsidized by the
Government.

This will go to 30 percent. It has been rationalized by some; I
trust the figures are correct, that there will be 730,000 elderly who
will pay $202 more per year in rent.
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Now, that doesn’t sound like much, I suspect, to those of us who
are in the so-called middle class; we can manage $202 a year quite
easily, but to an elderly couple or an elderly person, that means
another form of deprivation, whether it is food, whether it’s cloth-
ing, whether it's health care, whatever. And if I didn’t know that it
:vdasn’t intended as such, I would almost call it rather mean spirit-

Medicaid: In some of the areas of health services to the elderly—
medical services to the elderly would be cut by 25 percent and,
again, ship to the tender care of the States, and the care will
vary from State to State.

Legal services: 1980, about 400,000 elderly people were assisted by
the Legal Services Corporation. That means that finally, at long
last, these people who pretty much have been outside of the law in
terms of receiving the benevolent protection of the law, and only in
recent years have had the opportunity, on a free basis, to present
their grievances to the courts to defend what they conceive to be
their rights. It is their only chance at what we call justice. And
this is going to be eliminated if the will of the administration
becomes the law of the land.

Well, there are other things that I would have talked about, but
I don’t want to abuse that red eye that is staring at me and so that
is our case, except as we presented some written testimony and
trust it will become part of the record.

Th?i CHAIRMAN. The entire statement will be made a part of the
record.

Senator Moynihan.

Senator MoYNIHAN. Thank you, Mr. Chairman.

I would like to thank both our witnesses. They have, prepared
very careful testimony.

We are running a little bit late this morning, so I won’t ask
questions, but to tell you that you have raised questions, and you
certainly have my sympathy in most of the matters you’'ve done,
and, more importantly, we are in your debt for laying out some of
the facts of these subjects for us, because we have to take them up
in actual legislation.

The CHAIRMAN. I didn’t have an opportunity to hear Mr. Hack-
ing in full, but I appreciate the comments I did hear.

nator MOYNIHAN. It was very fine work.

If you are ever looking for—if you ever get tired downtown, we
could use you on Capitol Hill

The CHAIRMAN. | can’t quarrel with anybody who says we
shouldn’t do anything, but we are in the fix we are now because of
past policies, in part. ,

I would guess one thing that affects people you represent is
inflation and high interest rates, and all the other things that go
with it, and if we just say, well, we are not going to cut any of
these programs, or any other programs, I don’t know what the
alternatives are, and I think we are going to have to make some
hard decisions.

For 26 years we have followed one course, maybe it is time to
look at another.

Mr. CLaAYMAN. I'm moved to make a response, but maybe we
don’t have the time.
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The CHAIRMAN. We have a couple of other witnesses. I know you
were not a strong supporter of candidate Reagan, but I hope that
there is some area since he is now the President, you may see fit to

support him.
g‘f&nk you.
[Statement follows:]

STATEMENT BY JacoB CLAYMAN, Fc’nmmsn-r, NaTioNaL COUNCIL OF SENIOR
ITIZENS

Mr. Chairman, Members of the Committee, I am Jacob Clayman, President of the
National Council of Senior Citizens. The National Council represents over 3.5 mil-
lion older Americans through 4,000 senior citizens clubs and councils located in
every state of this nation. As the largest organization of clubs representing low- and
moderate-income elderly, NCSC is concerned about the detrimental impacts that the
President’s proposed budget will have on elderly people.

We feel that something ominous is happening in America. For the first time in
over fifty years—since the administration of Herbert Hoover—a President of the
United States has announced a complete faith in the ability of private industry to
restore the economic health of the countr?r, coupled with a significant rejection of
the government’s responsibility for the well-being of its citizens.

As an indication of this dual principle, the Administration has submitted to
Congress a budget that would markedly reduce or drastically cut back on many of
the programs created over the years to assist the poor. At the same time, it would
provide tax breaks for wealthy individuals and corporations. Cuts would be made in

rograms providing health care, nutrition, legal services, day care, transportation,
job training and employment, and senior services. The elimination of these services
woulclidcr(leate a severe hardship for tens of thousands of Americans, many of whom
are elderly.

The philosophy behind the current proposals for the budget is that if we cut
federal spending for the poor, and allow tax breaks for the rich, we will reduce
inflation and create full employment. There are economists on every side of this
suggested strategy, including those who believe it will work, and others who believe
it won't. But one thing is clear to everyone: The new strategy will be carried out at
the expense of the poor and the disabled in our society.

These observations on the budget should be immediately apparent:

Firstly, there is no serious evidence that the prescription of reduced government
spending to achieve a balanced budget will actually end inflation in America.

Secondly, most of the budget cuts are aimed at those in society who are generally
voiceless, defenseless, and unrepresented.

Thirdly, the Administration’s call for a ten percent cut in taxes for each of the
next three years, for a total cut of thirty percent, is desi%ned to benefit wealth
individuals. There is no evidence that these generous tax breaks for the rich will
create more jobs or end inflation.

It should be noted that one of the stated aims of the Administration’s economic
plan is to end unemployment in America. It has been estimated, however, that if
the Reagan plan is enacted, one million, one hundred thousand new jobless will be
added to the rolls. There will be other impacts as well.

The National Council of Senior Citizens has carefully examined the President’s
budget proposals. We have concluded that many of the proposals threaten the
income security of the elderly and that they are being asked to shoulder a bitter
burden. Whether the proposed actions are to decrease cash income or to reduce
services and supports, the end result will be a loss of income. The elderly will have
less money to purchase the basic necessities most people take for granted, and they
will have to- use their reduced incomes to purchase even more necessities than
before because of the potential losses in food stamps, in energy assistance, and in a
host of services. :

Millions of senior citizens already have inadequate incomes. Fourteen percent of
the peogle over age 65 have incomes below the poverty level, and 25 percent of the
elderly live a tenuous existence just above ﬂoverty. The slightest loss of income will
ﬁlummet man pe;)é)le into the pain and humiliation of poverty in spite of their

aving worked hard throughout their lives. If not for the development of social
welfare programs, many more older persons would live in poverty. Yet, these very
programs are about to be placed on the budgetary chopping block. '

I am here today to discuss how the proposed budget will impact the income
security of the elderly. It has not been difficult for us to understand how the cuts
will reduce or eliminate the programs which help the elderly. However, it is exceed-
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ingly difficult to understand why our President would sacrifice the well-being of so
gaeanyfr_ people for budgetary short cuts which may ultimately have more costs than
nefits.

The budget proposals do not just represent the ways our government will try to
save money. They represent the insensitivity of our new Administration to the basic
rights and needs of individuals who, through no fault of their own, depend on
others. These prorosals also represent an insensitivity to the consequences of policy
decisions made solely on the basis of dollars.

Our public policy-makers must be reminded that on the other side of every budget
cut there are people manﬁ of whom are dependent upon the government, not
because they want to be, but because they have no alternatives: Many of these
dependent tper'sons are low-income elderly whose meager incomes are devastated by
the cost of the basic necessities of life—housing, food, medical care, and home
energy. The federal government has interceded on behalf of these people in an
attempt to assure that they do receive these necessities, and can lead reasonably

. comfortable lives. ‘

If the elderly lose access to these basic elements, many of them will be forced to
make trade-ofis. For example, some may have to decide between keepir:ﬂ'warm or
eating adequately, between buying prescription drugs or paying rent. This is not
belt-tightening; it is not simply doing without. This, gentlemen, is forcing people to
accept conditions which threaten their very survival. In good conscience, can you
accept this as a consequence of budget cuts?

Many of the budget proposals will impact the income of elderly people, particular-
ly since they will have to stretch their incomes to pay more for the basic goods and
services. ] will now discuss some of the particularly significant proposals.

S8OCIAL SECURITY

Proposals to eliminate the minimum benefit, and to reduce disability and survivor
benefits, all have implications for the elderly both today and in the future. Social
Security is a system. It is com of many parts, all of which are essential,
legitimate functions of the nation's social insurance program.

is concept is paramount in considering the impact of any of the Social Security
pro 8 on the elderly’s income security. We must ask ourselves: Do we want to
nibble away at the vital components of the system, pretending we are seeki
budgetary savings, when we are in fact eroding the whole system and the public's
confidence in it? Is that not really the greatest threat to income security?

There may be no system left if we start attacking the income of f)oor elderly
widows for the sake of what is thought of as a “windfall” for a small few; if we
deprive the disabled, deceased, or retired beneficiaries’ children of a better chance
at productive lives through education by regarding them only as “students”; or if we
forget that 75 percent of disability beneficiaries are over age 50, and most have
chronic disabling diseases that eliminate work as an alternative.

What comfort can the elderly take from being told that “basic”’ benefits will not
be cut when they know in their heart that it only means that they are second in
line for the guillotine instead of first?

POOD STAMFS

Almost 2.5 million or ten percent of all food stamp recipients are elderly people.
This is close to ten percent of the total elderly population, and many more are
eligible. Thirty-four percent of the food stamp recipient households derive their
income from Social Security and Supplemental Security Income for the blind, aged,
and disabled.

The proposal to reduce eligibility for recipients by setting gross income eligibility
at 130 percent of the poverty line would remove five percent of total recipient
households from the food stamgsprograms, and it would reduce benefits for many
others. Among these households and individuals would be many elderly people.
Current elifibility is based on net income, acknowledging, correctly in our view,
that a family's ability to buy adequate food depends on its discretionary income, not
on income that it is forced to spend in order to have a roof over its head or the
carfare to get to the doctor.

The other proposals would have the effect of reducing disposable income since the
shelter and standard deductions would be frozen. Food stamp benefits would not be
adjusted to reflect income loss as inflation causes the price of other necessities to
rise. The clderly also would not be allowed a larger medical deduction to reflect
their inordinately high medical expenses. This would erode disposable income as
well. The loss of food stamp benefits has more than income effects. It also has
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serious health implications, and potential public and private medical expenditure
increases which should be considered.

LOW-INCOME ENERGY ASSISTANCE

The Low-Income Energy Assistance Program has been set up to help people meet
the rising cost of home enerﬁ'. Forty-two percent of the people who benefited from
this pro?ram in 1980 were elderly. This year the program will provide $1.85 billion
to eligible consumers for the payment of heating bills during the winter and cooling
bills for the summer.

This program operates through state welfare offices or economic opportunity
offices. Although eligibility levels vary, generally speaking, an individual with a
n'_lgnthly income under $395 or a couple with an income under $522 will qualify for
aid.

How much help each person can receive depends upon a number of factors, but
the most important one is the amount of energy a home or an apartment uses
compared with household income. Most states are providing a maximum of $750 2per
eli,gi le household, although the actual benefit is usually between $100 and $200.

he budget ‘proposal for the program could end this assistance for 25 percent to
100 percent of the elderly now on the program. They will be placed in “double
jeopardy” along with the other recipients. The proposal is to slash the program by
25 percent and to place it into one large block grant to each state for emergency
assistance. Not only will about 25 percent of current eligibles be declared ineligible,
but it is possible that the entire program will be eliminated by many states.

For the elderly, the loss of assistance in paying eneriy bills will have serious
health as well as income impacts since the elderly are at high risk of complications
such as hypothermia and pneumonia.

The threats to income security of the elderly does not stop with these three

proposals.
HOUSING

Nearly one-half of all publicly subsidized housing is used by the elderly. The
budget proposals for housing programs would require that the elderly pay more for
this housing, if it is available should the proposals be apvroved.

The Administration’s proposed budget cuts will have a profound effect on at least
three major programs which provide affordable housing for lower income elderly
persons.

The Section 8 rental subsidies and Public Housing Program are the major housing
program now available to lower income persons living in rental housing. They do
not have to pay more than 25 percent of their income for rent; the remainder of the
fair market value for the rental unit is the Section 8 subsidy amount.

Fortg-one rcent of the 1,744,805 households currently receiving rent subsidies
are elderly households. People receiving these subsidies reside in either existégg
rental units covered by the program or in newly constructed and rehabilita
rental housing built as a result of this program.

There are two ways in which the Administration’s proposal will drastically affect
this program. The first way is to raise the rents of all present and future partici-
pants in the program from the present 25 percent of their income to 30 percent of
their income. The second way is a drastic reduction in funding which will lower the
number of households participating in the program.

The proposed cut would eliminate as many as 34,850 of the 722,415 elderly
households from the program in the future, as well as raise the rents of all.
Considering that the program has never received sufficierit funding to meet housing
needs, the cuts pro by the Administration will virtually eliminate this pro-
gram's ability to provide affordable housing for the elderly.

Section 202/8 Direct Loan Program for Housing for the Elderly and Handicapped
makes available to non-profit sponsors 40-year mortgages at U.S. Treasury interest
rates for new construction or substantial rehabilitation of housing for useel:!v lower
income elderly and handicapped petggle. Section 8 rent subsidies are provided for all
residents of the buildings constructed under this program.

To date the Section 202/8 Frogram has provided new affordable housing for some
105,722 lower income elderly households, but there are strong indications that
attempts will be made to eliminate or radically restrict the program in the future.

Another threat to the Section 202 program is the potential ineligibility of the
Section 8 Rent Subsidies. The rents necessary to support the Section 202 projects—
even at Treasury interest rates—would be above the allowable maximum rentals to
which the Section 8-can be applied. In any case, the a J:sropriation requested
includes no increase in funding, so the number of households served by this pro-
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gram (now approximately 17,500 new households per year) will be cut by 10-15
percent as construction and maintenance costs rise.
. Farmers Home Administration 515 Rural Rental Housing Program: This is for all
intents and purposes the only program providing for the construction of affordable
rental housing in rural areas. Since twice as many rural elderly as non-rural elderly
live in deficient housing, and the rural elderly pay more for their housing, continu-
ation of this program is especially critical. This program provides for 40-year mort-
gages and rent subsidies similar to Section 202.
ince the program's inception in 1961, it has provided new affordable housing for

approximate 5 191,578 households, of which at least 65,416 (one-third) are elderly
households. Currently, of the 30,000 units built each year under this program,
10,000 are specifically designated for the elderly.

The Administration is calling for an 11.5 percent cut in the program for fiscal
year 1982. Since the rent subsidies used in the program are usually Section 8
subeidies, reductions in that program will also severely affect the Section 515

program.

HEALTH CARE

The President has proposed major reductions in funding for Medicaid and pro-
grams which meet distinct health and social service needs. These cuts will seriously
threaten the health of the elderly, the poor, and the disabled. They will have to pay
more money from their already-strained pocketbooks, and may find that the only
medical facilities to which they have access will be closed.

Low-income elderly, with or without Medicare, need Medicaid. It buys basic
health care and service, such as nursing home care, not covered or insufficientl
covered by Medicare. Since the elderly’s health care expenses are three-and-one-half
times greater than those of any other group, and since Medicaid pays 57 percent of
all nursing home stays, losing Medicaid coverage could be disastrous to senior
citizens. They will pay more for health care or will be deprived of this basic human

right.

gl‘he proposal is to “cap” the federal Medicaid contribution. In fiscal year 1981,
$100 million would be cut from the funds the states need to continue their present
programs through September. In fiscal year 1982, this contribution would increase
only five percent over 1981. (In 1980 alone, medical inflation was ten percent.)
During 1983-1986, the federal contribution would increase no more than the annual
inflation rate. Funding would not change even if the states’ costs increase. The cap
would be in effect for as long as it takes the Administration to formulate, legislate,
and implement health care reforms.

The President has proposed to give the states more flexibility to administer their
Medicaid programs. However, since the states would be less accountable to the
federal government, they could use the federal money for Medicaid services that are
currently paid for from local monies. Fewer services will be provided and fewer
people who need medical care will receive it.

e proposals will have income effects on the elderly. Those who can pay for
medical care will spend more of their income on medical care. In addition, the
“savings’” will become costs in some areas and will raise prices in others. Some of
these consequences can be expected:

Benefits and eligibility levels under Medicaid will be restricted. Recipients will be
removed from current rolls. The states will have less Medicaid money. Since few
states can put more money into their programs, they will provide fewer benefits to
fewer people instead.

State and local taxes are likely to increase to allow for even modest growth or to
avoid denying benefits.

The poor will become ill from lack of early treatment and require more expensive
care. People will receive inadequate medical attention, and they may postpone
seeing the doctor urtil they are seriously ill, needing hospitalization. Not only will
this endanger health, it will result in higher Medicaid costs rather than savings.

Health care costs will rise. Without Medicaid, people will be unable to pay their
medical bills. The community or people with Medicare and other health insurance
will pay higher fees to absorb these costs.

Health facilities will close. Innercity or low-income community hosepitals and
clinics in low-income areas Frimarily serve Medicaid recipients. These institutions
will be forced to shut down if they lose Medicaid revenue.

Finally, the problems of high cost in medical care will not be solved. The price of
health services for all e is high, and yet this propoeal does not ofter any
remedies. To cap the federal funding of Medicaid without solving these problems is
unjust and counterproductive. It is not a vicious attack on the budget but on those
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whom the President described as “those who through no fault of their own depend
on the rest of us.”

The health and social services grant consolidation proposal threatens many pro-
grams which service the elderly: senior centers, visiting nurse and homemaker
services, meals-on-wheels, low-income energy assistance, community health centers,
and mental health services.

These programs, plus 33 others, are now separately funded because there was a
time when the states were unwilling or unable to finance them in spite of a
nationally recognized need. The pro I will return us to that time.

All 40 programs would be consolidated into four categories. Funding would be cut
by 25 percent and given to the states in "'block grants.” The states, in effect, would
have four large pots of moncy to use as they please, with virtually no federal
constraints to assure that the money benefits people in need. If a state places low

riority on caring for sick older persons or on helping low-income persons pay their

i?h utility bills, the block grant money will oe spent elsewhere. Some programs
will cease to exist.

LEGAL SERVICES

During 1980, about 400,000 elderly people were assisted by Legal Services Corpo-
ration (LSC) lawyers. Now the Administration has asked Congress to cut off all
future federal legal aid for the poor, thereby totally eliminating the LSC which has
been in existence since 1974. It receives funds from Congress and in turn distributes
the money to local, community-based programs that provide direct legal services to

the r.

I&o lawyers generally handle routine civil cases: utility cutoffs, housing, Medic-
aid and Social Security complaints.

LSC is currently funded at $321.3 million for fiscal year 1981. There_are about 320
legal services projects presently operating in more than 1200 neighborhood offices
and serviced b lawyers.

There are about 30 million low income persons nationwide who are ﬁnanciiagé
eligible to receive corporation-funded legal assistance. During fiscal year 1980,
grantees handled apgroximataelr one million legal matters for the poor. While legal
services to the poor have greatly expanded in recent years, it is estimated that still
ongua small percentage of the leFal needs of the poor are presently being met.

ring 1980, about 400,000 elderly were assisted by LSC lawyers. In addition, the
elderly benefit from LSC through the efforts of the two branch offices of the
National Senior Citizens Law Center, in California and in Washington, D.C. which
provide back-ur support for lawyers in the field and represent the elderly’s legal
concerns to relevant parties in Washington. Termination of LSC would not only
mean that the elderly poor would have to pay for legal services (though few could
afford to), it would also mean they would lose access to legal means of assuring their
income when they experience problems receiving their entitlement and support
services. It would leave a huge gap in legal representation for the elderly.

TRANSPORTATION

The Reagan Administration has asked for substantial reductions in funds for
l)ublic transportation which, if approved, would mean drastic cut-backs in service on

ocal transit systems as well as on commuter trains and Amtrak.

Federal mass transit operating subsidies would be phased out gradually, with a
?&gillion budget cut in 1981, leading to complete elimination of such subsidies by

Under current law a mass transit system receiving federal subsidies m?ty not
charge imore than half-fare for senior citizens or the handicapped during oft-peak
hours. An end to federal subseidies could very likely mean an end to guaranteed
senior discount fares. :

In submitting its prorosal on mass transit, the Administration said that it would
be up to state and local governments to decide “whether to (1) raise State and local
subeidies, (2) increase transit fares, or (3) reduce services.”

Budget cuts proposed for Amtrak would be $431 million in 1982, increasing to $1.1
billion in 1986. Amtrak fares would be raised to cover the loss of current federal
subsidies, raising the current fare to approximately double on short distance trains,
and by approximately 50 percent on long haul trains. The financial burden will be
sil'ift_ed tue)d either Amtrak passengers or State governments or certain trains will be
eliminated.

What should now be clear is that the threats against the income security of the
elderly are not confined to {’l;st a small portion of the President’s bugget proposals.
In addition, it should also be clear that if the proposals are approved, the elderly
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living in or near poverty will be confronted with spending a greater pet:)&prtion of
their incomes on basic needs or strugfling to survive with these n unmet.

In the view of the National Council of Senior Citizens, therefore, budgetary
savings which reduce programs that benefit the poor should not be approved. These
programs were created to fulfill a national priority and I see no evidence that this
priority has or should change. In this time of economic instability, these programs
need to be reinforced—not cut—to help those without sufficient resources or alter-
natives to protect themselves from the ravages of inflation. To cut the programs
may, in fact, lead to greater social costs or increased federal expenditure in other
areas such as health care.

This government help need not be passive. There are current programs which
encour%: employment of low-income elderly people. One of these g/rog‘rams—the
Senior mmuni%y Service Employment Program—exists under Title V of the Older
Americans Act. This program, which is an important source of income to approxi-
mately 70,000 low-income elderly citizens with poor employment prospects, has
many secondary benefits. It brings the elderly back into the mainstream of life,
restoring di%nit and returnigg mature minds and skills to the service of the
community. It fills jobs that need doing, satisfying unmet needs in the local commu-
nity. It also provides wages instead of public assistance programs which otherwise
would be needed by these people. Finally, the high employability of many older
persons and the useful part-time work they can perform benefits the elderly and the
community.

Although the success of this lprogram has been widely recognized, it too is being
exposed to the vicious cycle of budget cuts. The Department of Labor, under an
OMB directive, is requesting only a one-year extension of Title V at current levels.
If the current services level is not maintained, some enrollees will lose jobs and be
forced to rely on the income maintenance programs which are threatened by budget
cuts. There will be no social welfare program to %ieck up the slack created by the
loss of Title V jobs. Former enrollees will not even be eligible for SSI since Adminis-
t:l'atigr; proposals are calling for retrospective accounting as a means to determine
eligibility.

ere are also other ways that money can be saved in fiscal year 1982 and beyond
without reducing benefits to poor people. Here are a few suggestions:

Reduce the administrative costs of social welfare programs:

Review eligibility and reporting requirements and eliminate those which do not
serve useful purposes. For example, instead of having itemized deductions from
income to determine eligibility, use a standardized deduction as is done in the Food
Stamp Program. This streamlining would eliminate administrative expense without
sacrificing the benefits to the poor.

Eliminate the asset test in Supplemental Security Income (SSI) where the cost of
administration probably exceeds the savings to the program. SSI recipients are
generally those who have no work history and who have had bad luck throughout
their lives and no opportunitly to save at all. If this were not true, they would be
getting most of their income from Social Security and other sources, not from SSI—
a program of last resort!

valuate the size of the proposed tax cut: We may not be able to afford to
reduce taxes to the extent discussed in current proposals.

In closing, I would like to say that the National Council of Senior Citizens is
sincerely committed to the goal that one day no American, regardless of age or
income, will have to live with his or her basic needs unmet or basic rights denied.

We have carefully examined the budget propoals with this goal in mind. We have
concluded that the proposed budget’s treatment of dependent Americans will push
this goal even further out of reach than it is today.

The CHAIRMAN. Mr. Marion Smith, chairman of the Governmen-
tal Affairs Committee, National Association for Retarded Citizens.

STATEMENT OF MARION SMITH, GOVERNMENTAL AFFAIRS
COMMITTEE, NATIONAL ASSOCIATION FOR RETARDED CITI-
ZENS, ACCOMPANIED BY MYRL WEINBERG, GOYERNMENTAL
AFFAIRS OFFICE )

Mr. SmitH. Mr. Chairman, Senator Moynihan, I am a volunteer
from Clearwater, Fla., speaking to you today for the eight organiza-
tions listed on the first page of our testimony, representing over
2,000 chapters of our organizations in all of the States.
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I would like to add that I am a parent of a severly retarded child.
Therefore, I have consumer experience both in community care
and in the institutional realities in our land.

Senator Dole, as past president of cur national organization, I
recall very clearly your very excelleat address to our national
convention in Denver some 8 years ago. We appreciated that mes-
sage and your work to bring the food stamp action through last
year.

In the interest of time, of the committee’s time today, I will
summarize verbally the four key points of our written testimony,
which, I believe, you have before you.

My first, of the four points, deals with the proposed action on
block grants. We submit to you that there is a considerable and
severe impact, financially speaking, on both State and local govern-
ments who must take up the slack of the 25-percent cutback and
related dollars which will no longer be available.

It is clear to us, from our national overview, that my State
governmeht and yours are poorly prepared to take up this slack
and, therefore, needed {)rograms now will either have very restric-
tive requirements or will be eliminated in their entirety.

We see that the block grant proposal, as recommended, would
increase the cost of services to disabled persons, because, as I will
point out, the limitation on availability of needed health services to
those who are now disabled may increase the extent or severity of
their disability and result in both short and long-term increased
cost to our Nation.

We think that the proposal, which states that services would be
provided by the States is not well founded. As noted on page 2 of
our statement, we submit that many of the Federal services now
provided through categorical grants were not provided in the past,
and we have no confidence that in many of the States many of the
programs will be picked up in the future.

For example, the justice standing bill, which our organization
supported last year, was brought about by the necessity to bring in
the Justice Department with the right to intervene in cases of
abuse of institutionalized persons.

The action being proposed now to assist in zoning—removal of
zoning impediments in States and localities is an action very un-
likely to be taken at the local level.

We note on page 4 of our testimony thét the block grant proposal
reductions will very likely result in a sighificant reduction in com-
munity care and service funds for disabled people. A transition has
been taking place in America up to this point, that is, the shift of
persons who are needlessly in institutions to more normalized lives
in the community. However, with the States budgets alined behind
institutions, and with the difficulty in finding new funds to provide
community care and services, we see a very real danger of a
reversion to more than 20 years ago and a reinstitutionalization of
disabled people.

Disabled persons for whom we speak cannot fight back. We ask
that you join us in being their champion. They are not letter
writers. You haven’t received many letters from persons in this
category, and so we are here to speai for them today.



142

Our second point: In the medicaid arena, we note on page 5 of
our testimony that some 77 percent, Senators, or 18 of the 23
million people eligible for medicaid are dependent children or aged,
blind or disabled adults.

We feel that the arbitrary limit on Federal expenditures under
medicaid rips the social safety net which we understand was not to
be removed. The cap endangers, to a very great extent, the pro-
gram of intermediate care facilities for mentally retarded persons
and emphasizes our concern that reinstitutionalization may occur
since funding may not be available for the ICFMR program.

Indeed, the absence or the threat of removal of Federal regula-
tions, or softening of these, to me, from direct experience, poses a
real danger because we have seen that the regulations to date have
not been enforced. Unwarranted extensions have been requested,
life safety codes are not present—may I continue, sir?

The CHAIRMAN. Another minute or two. '

Mr. SmitH. I will summarize briefly. My third point: On social
security disability insurance—we see this as a disaster for the
younger disabled person. A key sample is on page 7, that is, the
recency of work test requiring employment for 6 of the last 12
quarters. This should remain at the present test of 20 of the last 40
quarters.

Disabled people may have erratic work patterns because of their
disabilities. A pregnant woman who had contributed into the fund,
Senator, for 10 years, and then left work in the 6th month of her
pregnancy, stayed home for a year and a half, and then became
disabled would get no return from the 10 years she put into the
program. We feel this is totally unfair.

Secretary Schweiker talked, I believe, to this committee and said
if the administration’s proposals are harmful, it would look at
alternatives. We believe this is a key example.

And, finally, my fourth area, medicare, there are two issues
relating to cost-effectivity. The Reconciliation Act of 1980 provided
that outpatient providers under part B could be funded. This is a
cost-effective action that the last Congress took. It is dollar foolish-
ness to eliminate that provision and require persons to go to inpa-
tient services instead of the less costly outpatient services.

And, finally, on page 11 we note that home health services
provisions, under that act, should be continued for the same cost-
effective reasons.

One quick example, Senator. In Clearwater, where we are train-
ing mentally retarded people to be office cleaning service nightime
workers, the owner, Senator, of the local cleaning service came to
us and said, “I'll take all your graduates for the next 3 years
because they are dependable workeis and if you can train them, I'll
take all you can supply me for the next 3 years.”

So, we submit to the committee that this illustrates that these
persons can be taxpayers and not tax burdens, and we ask you to
join us in being their champion.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Mr. Chairman, we have heard capable and
important testimony. I would like to thank Mr. Smith for this. It
confirms what I have felt to be the case that the 25-percent cut-
back in health and social services, combined with medicaid cap,
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have a severe impact on the availability of community care for the
mentally retarded.

And the point, Mr. Chairman, that there has been un enormous
social movement in America to get people out of asylums, as they
were called, and it is a movement comparable to the onset of the
public schools. I think it involves you people and it involves people
everywhere in communities who sense that there is something—a
better way to do this, and we have been working on it, and we’ve
beeill having success, and now it looks like we are going to be losing
it all.

I have faith, and I think I sometimes bore this committee—
sometimes I get the impression that.this committee thinks I'm
thinking about the State of New York more than one should, but
the fact is that most of social services the Federal Government
provides today, the State of New York used to provide on its own,
the adoption services, we've had them for 15 years.

One way or another we will try to keep up our levels, but there
are many parts of the country that won’t. As you said, sir, had
none of these services until the Federal Government came along to
fund them, and, in some cases, even required them.

Mr. SMITH. Yes.

Senator MoYNIHAN. You make the point, and I end where I
began, the children are the people, and there is nobody here—a lot
of the people who should be here, aren’t here. It is a scam the
organizations that present themselves being concerned about the
poor who are not present, but are here at all of our hearings, but
you are, and others have been, of course. But 45 percent, you say,
of the persons receiving medicaid are dependent children and we
are interested, as I said earlier, weren’t you struck by these figures
that we developed, and they certainly struck us.

Before reaching the age 18, a third of the children in the United
States will be on public assistance.

Mr. SMITH. Yes.

Senator MoyNIHAN. Well, then if we start tampering with that,
is to start tampering with our children, our population, not a
subgroup.

I hope you will help us, sir. I mean, the people who have made
these proposals haven’t done:-so out of animosity against your
purposes, but I think they—there is, as yet, a lack of awareness of
much would happen and could happen to people—to people very
helpless, who are being helped.

I thank you, that is all I can say, and you are not forgotten in
this committee and the chairman has to make the case he’s made
and he does it well, but you know that he is a person who cares a
very great deal.

Mr. SmiTH. Thank you very much.

The CHAIRMAN. Well, thank you, Mr. Smith, I can’t quarrel with
the statements—I wouldn't quarrel with the statements that were
made by my colleague from New York.

Many of us have voted for and supported these programs and
now they are up against the wall. I think that is the problem. It is
not that we will want to do anything that has been suggested. I
think we could make a case, as you have, for every single program
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be spared reducton, but I have got to say, in all honesty, that some
will not be spared; some may be spared. ‘

You didn’t give me a priority list, but it might be helpful. You
know, if some have to go, I assume there are others——

Mr. SmiTH. Yes.

The CHAIRMAN [continuing). I don’t ask you to do that now. It
might not be fair, you represent so many different groups. You
have as many constituents as we have. It makes it difficult when
you start trying to single out this group over that group, but we
will do the best we can, and we appreciate your testimony.

Mr. SmitH. We could submit a few recommendations—some rec-
ommendations for modification, which might be effective.

The CHaIrRMAN. That would be helpful. If I take the President at
his word, if we don’t like what he has suggested, if we can find
alternatives that still meet the general goals, we’re not here to
rubber stamp any President. I haven’t known any Congress to do

that. This Congress is no different.
Mr. SmiTH.' Thank you, sir. We will submit a followup statement

with some recommendations.
The CHAIRMAN. Thank you.
[Statement follows:]

STATEMENT OF MR. MARION P. SMITH, CHAIRMAN, GOVERNMENTAL AFPFAIRS
COMMITTEE ASSOCIATION FOR RETARDED CITIZENS

TESTIMONY ON FISCAL YEAR 1982 PROPOSED BUDGET FOR THE DEPARTMENT OF
HEALTH AND HUMAN SERVICES

Disability organizations recognize the need for fiscal restraint and reduced federal
spending. Given the current economic dilemma, allowing disabled people to become
tax payers instead of tax burdens clearly should be a very high priority. Yet, the
new Administration seeks to reduce or eliminate funding for the very programs
which make this goal possible for do many disabled people. We are frankly puzzled
by this short-sighted policy. A summary of our testimony is as follows:

1. The disability organizations represented by this testimony reject the Reagan
Administration Block Grant pro ls. The withdrawal of educational, rehabilita-
tion, housing, health, social and other services would significantly enhance the
likelihood of additional, much more costly, lifelong services for disabled people.
Without federal programs, quality control mechanisms and funding, experience had
shown that many disabled persons are inappropriately served or underserved and
forced to lead unproductive lives in unsafe, even dangerous, living conditions, fre-
quently in the confines of an institution (pages 1-4).

2. Our organizations strongly oppose the Administration’s proposal to impose and
arbitrary limit on federal expendntures under Medicaid. Medicaid is an essential
component of our country’s “social safety net.”” Without the basic health services
funded through Medicaid many disabled persons will unnecessarily lead lives of
dependency often becoming more severely disabled, will be unable to enter the
wcrkforce and will be inappropriately institutionalized (pages 5 and 6).

3. A change in the recency-of-work test for the Social Security Disability Insur-
ance program to six out of the last twelve quarters, in our opinion, would be amon%
the worst forms of discrimination against disabled people. It represents a tota
misunderstanding of the life experiences of the disabled population (pages 6-8).

4. Our organizations also oppose recalculating the Consumer Price Index and
other similar proposals which would have the effect of establishing a continued
erosion of the Disability Insurance benefit levels. We believe all methods which
have been proposed to date will fail to take account of the real inflationary costs of
items and services eapecial%y needed by disabled citizens (page 9).

5. We support Section 933 of the onciliation Act of 1980, P.L. 96-499, which
recognizes outpatient rehabilitation facilities as providers under Medicare. We are
opposed to the repeal of this provision as called for in the Reagan Administration’s
budget for fiscal year 1982. Section 933 does not add new benefits to Medicare but
simply authorizes certain benefits to be fsr:vided in another setting—a settin
which is less costly than hospital care. We also oppose the repeal of the home healt
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provisions contained in P.L. 96-499. These provisions will result in a8 more respon-
sive home health system for disabled geople. which will help to avoid more costly
service delivery mechanisms (pages 9-12).

Mr. Chairman and distinguished members of the Finance Committee, I am
pleased to have this opportunity to speak to you today on behalf of the eight
organizations listed on the front page of our testimony. As will be demonstrated
throughout the body of this statement our organizations maintain a keen interest in
a number of federal %rgams including Medicaid, Medicare, Social Security, Com-
munity Mental Healt nters, and Vocational Rehabilitation. We believe that all
of these programs serve many of the unmet needs of handicapped children and
adults. Yet, in light of the President's fiscal year 1982 budget, all are at risk of
serious funding cutbacks, limited elgibility and program access, or total repeal.

BLOCK GRANT PROPOSALS

President an's “America’s New Beginning: A Program for Economic Recov-
ery” calls for a wholesale and indiscriminate consolidation of federal social pro-
grams. Though the plan, if enacted, miiht save the federal government money in
the short run, it does not address either the fiscal impact on state and local
fovernment nor the impact on the lives of persons with disabilities whose quality of
ife depends on these benefits and services.

Before your Committee wholeheartedly endorses President Reagan's proposals, we
ask you to document answers to the following questions:

(1) Where has a block grant/umbrella agency experience resulted in improved
services to persons in greatest need?

(2) Can you ensure/guarantee to persons with severe disabilities that the benefits
and services the; now depend upon will continue under a block grant/umbrella
agency approach?

(3) Can you ensure/guarantee that a block grant/umbrella agency approach will
not result in an end to deinstitutionalization and start the reinstitutionalization of
people with disabilities?

e ask you, cannot the cost and burdens of government be reduced without the
total elimination of federal programs targeted on persons in need, such as those
with severe disabilities? Are you willing to gamble with the lives of persons with
severe disabilities because of the current drive to balance the federal budget?

Although our organizations clearly ize the need to solve the economic ills of
our nation, we cannot understand how the Administration expects to succeed by
abolishing its commitment to programs and services for disabled persons. Someone
must realize that the withdrawal of educational, rehabilitation, housing, health,
social and other services will significantly enhance the likelihood of additional,
much more costly, lifelong services for these people. The effects on future Federal
budgets will surely be negative, to say nothing of the impact on the lives of the
disg led individuals and thelzir familie}l;. Reagan Ad Block Grant

ur organizations strongly reject the an Administration Block Grant propos-
als. Presr?dent Reagan t:ﬁm of'l returning programs or the responsibilities to the
states. This line of argument is inaccurate and deceiving since the states never had
many of the programs or never assumed the responsibilities in the first place. Many
of the categorical programs earmarked for consolidation into block grant programs
were created precisely because the states were not providing the services the grant
programs pay for, and more importantly they did not intend to provide those
services. As a result, the national government, in bipartisan efforts which included
the Executive Branch and Congress, created programs to provide services that were
not being provided in the states. )

We believe that without many of the categorical programs now being considered
for consolidation the health and well-being of the disabled population will be at risk
and, I might add, at considerable cost to the Federal government. ) .

Let me give you one example. A 25% cutback in health and social services
combined with the proposed cap on the Medicaid program can be ex to have a
severe impact on the availability of community care for the mentally retarded, the
mentally ill and other disabled populations frequently served in large institutional
settings. The very real poesibility exists that we are going to see extensive reduc-
tions in community care, while institutional services must still be paid for. Even as
the community care movement has progressed over the last twenty years, state
institution bugrets have also increased despite the great reductions in the number
of institutional clients. This clearly shows that state funding patterns foretell a
retrenchment in community care if drastic federal cuts are made in community
service programs. This trend will be unintentionally strengthened because public
and private third party payments emphasize institutional care and because there
remains a subsetantial stigma on disabled people. Many communities still object to
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having disabled persons, especially mentally disabled individuals, living near them.
Thus, there will be economic, political and public pressure to return these people to
the institutions.

States and localities are clearly not in any condition, economically, to pick up the
slack if the Federal government’s commitment is so suddenly and dramatically
reduced. Yet, ironically, costs to society as a whole increase when insitutional care
is substituted for community care. Costs accrue to the unemployment system, public
assistance and welfare, criminal justice system and the general health system. We
fear that the economic models used by the Administration may not have accounted
for these future costs to the federal government. Furthermore, affected Americans
have not had an adequate opportunity to express their concerns about these issues.

With major program consolidation through block grant to states, increasing num-
bers of vulnerable people will be pitted against one another in competition for the-
same, limited resources. One group of vulnerable and needy peolple will expend their
energies and attention fighting with other groups of vulnerable and needy people.

Experience with the Title Social Services, housing and other noncategorical
programs has demonstrated that disabled people and their organizations often are
not equipped to compete for scarce funds and services at the state and local level.
Other, more powerful groups with larger voting constituencies have been able to

arner the lion’s share of funds and program activity under these programs. If
isabled people are faced with the necessity of fighting over large block grant funds,
it is very likely that they will not emerge victors.

MEDICAID

Our organization stongly oppé)ose the Administration’s proposal to im an
arbitrary limit on federal expenditures under Medicaid. President Reagan said
he will not cut “social safety net” p;:?rams. The Medicaid program is an essential
component of our country’s “social et{dnet." More than eighteen million of the
twenty-three million ple eli?ble for Medicaid are dependent children or aged,
bll:?g or disabled adults. Forty-five percent of all Medicaid eligible individuals are
children. \

A quic:ld¥t enacted cap will not result in long-term “real” cost savings. It will
merely shift costs to state and local governments which will be forced to either
absorb the increased costs or deny eligiblity and services. The corresponding reduc-
tion in preventive and primary care services will produce greater health nroblems
and higher costs later on.

Without the basic services funded through Medicaid many disabled people will
become more severely disabled. Many children will lead lives of almost total depend-
ency—unnecessarily. Disabled persons who are working or have the potential to
work will no longer be able to afford to work and the Federal government will lose
their contributions as productive employees.

Cutbacks in the Medicaid program would %z:y a primary role in the process of
reinstitutionalizing meny disabled persons. The Medicaid program, through the
Intermediate Care Facilities for the Mentally Retarded program, finances state-
operated institutions and small community residences for mentally retarded and
certain other developmentally disabled persons. This ICF/MR Program is optional.
Given states’ ongoing financial obligations to the operations of state institutions—
large mortgages, bond debts, increased capital expenditures required to meet the life
safety code for Medicaid certification—it is likely that some state will choose to
curtail, if not altogether, halt, the development of small community living arrange-
ments.

I would like to make one additional point relative to the ICF/MR program. Along
with the cap on Medicaid, President an is proposing, wherever ible, the
elimination of regulations in order to reduce administrative costs for the programs
and to provide the states more flexibility in Frogram administration. This mve_
well mean the elimination of all or most of the minimum stafﬁnf stand , life
safety code requirements and other quality control regulations for the ICF/MR
Frogram. Combined with the known lack of enforcement at both the state and

ederal level, this elimination of critical governing rgulations may lead to unsafe,
even dangerous, living conditions for mentally retarded individuals.

SOCIAL SECURITY DISABILITY INSURANCE

The financial stability of the Social Security trust funds has been a nagging
problem for Congress and the various Administrations since 1975. Actuarial esti-
mates have been given, legislative “remedies’” passed, and revised estimates pro-
vided ever since passage of the 1977 Social Security financing amendments.
Throughout this process, Social Security disability ifisurance recipients have borne
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the brunt of efforts both to restore fiscal balance to the system and to slow the
growth in demands upon the social security program. The ial Security amend-
ments of 1980 (P.L. 96-265) placed a ‘‘cap’ on maximum family benefits for DI
beneficiaries and reduced the number of dropout years allowed for younger workers.
The Association for Retarded Citizens opposed these cuts which were, in our opin-
ion, based on faulty assumptions. Now, much to our dismay, we see some of these
same assumptions operating as the basis for additional changes to the Disability
Insurance rprogram

Let me first address the President’s proposal to change the ‘recency-of-work” test
b‘)lr requiring disability insurance beneficiaries to have worked one and one-half of
the three years (or six out of the last twelve quarters) preceding disability in order
to be eligible for the DI benefits which replace lost wages.

While it may not have been intended, this propoeal, if it became law, would be
among the worst forms of discrimination against the disabled. It represents a total
misunderstanding of the life experiences of disabled persons. For example, many
mentally retarded people, many of whom have ﬂhysically handicafping conditions,
have fluctuating work histories depending on their abilities, employers’ attitudes,
the rate of unemployment, etc. If at the time they needed to apply for DI benefits
they had not worked one and a half out of the last three years, they would be
denied coverage under the Social Security Disability Insurance program even
though they had contributed to the system in earlier years.

Two other examples will help illustrate the potentisl impact of the Reagan
roposal. Under the proposed ‘‘recency-of-work” test, a woman who left the work-
orce temporarily, after ten straight years of contributin§ to Social Secur;?'. during
her sixth month of pregnancy and spent one and a half years totally dedicated to
child rearing, and then became disabled by a disease or trauma, would not be
eligilble for benefits. Likewise, persons with types of disabilities which exacerbate
and remit in unpredictable patterns including arthritis, forms of cancer, multiple
sclerosis, some types of mental illness, etc., would be faced with new disincentives to
returning to work. Many would be caught in the trap of quarterscounting and
betting on the odds of whether they will be able to work for the next several
quarters.

The complications of life activities for persons with disabilities suggests that a-
recency-of-work test of such short duration would not be fair to those who have
contributed substantially in previous years. We intensely favor retaining the pres-
ent eliﬂ:ili?' requirements with res to fully insured status. Current law re-

uires beneficiaries to have worked five out of the last ten years (or twenty out of

the last forty quarters). We were glad to hear HHS Secretary Schweiker say before
your Committee on March 17 that if the proposed change in the recency-of-work test
would be harmful to persons with disabilities, especially those with degenerative
diseases, the Administration would be more than willing to look at alternatives. We
believe the proposed change would be extremely harmful and ask you to look for
alternative ways to save money in order to stabilize the Social Security system.

Various pro Is which have emerged during discussions of ways to help the
financial problems of the system would have the effect of establishing a continual
erosion of benefit levels. Less than 100% of CPIl increases, the lesser of wage or
price increases, and other adjustments which would over a period of years reduce
the benefit levels in real dollar terms, assume that benefit levels for the vast
majority of DI recipients and their families are overly generous. We do not believe
that to be the case. Likewise, recalculating the CPI is not something we can support;
we believe all those methods which have been proposed so far will fail to take
account of the real inflationary costs of items and . services especially needed b
disabled citizens. Any fair analysis of the resources available to disabled individua
and families receiving DI as compared to other citizens would demonstrate the
Ie_xtreme financial restraints under which most disabled persons and their families
ive.

MEDICARE

In our testimony today we would like to address only two issues relative to the
Medicare program.

Late last year, the Co passed and President Carter signed the Reconcili-
ation Act of 1980, P.L. 96-499. Section 933 of that Act recognizes outpatient rehabili-
tation facilities as providers under Medicare. The provision is effective on July 1,
1981. The effect of this provision is to make all of the services which these facilities
provide, including physical therapy, occupational therapﬁ', speech pathology services
and respiratory therapy, reimbursable under Part B of the program.

The an Administration’s budget for fiscal year 1982 proposes repeal of this
provision (and many other Medicare provisions which were contained in the Recon-
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ciliation Act). We are opposed to the repeal of this provision and believe that
President Reagan's position ignores the need for less costly ambulatory alternatives
to hospital care.

Since the be%nnin of the Medicare program, all of these services have been
covered under Part B when provided by hospitals, either on an inpatient or an
outpatient basis. However, freestanding outpatient rehabilitation centers could re-
ceive Part B reimbursement only for physical and speech therapy services. This
policy promoted the use of hospital-based services, despite the fact that the services
provided by freestanding centers are less costly and frequently more accessible than
those grovnded by hospitals.

In the Reconciliation Act, the Congress acted to rectify this problem by allowing
reimbursement under Part B for all comprehensive outpatient rehabilitation serv-
ices, whether provided by a freestanding outpatient center or by a hospital. Section
933 does not add new benefits to Medicare but simply authorizes those benefits to be
provided in another setting.

The provision in question was first prorowd in the late 1960’s. During severa!l
Elrevious Congresses, it was included in legislation which was approved by one

ouse but not the other. In 1978, for example, it passed the House almost unani-
mously as part of HRR. 13097, the Medicare Amendments of 1978, but died in the
Senate because of the lateness of House passage. Enactment by the 96th Congress
concluded a ten-year effort by various national organizations, most notably the
National Easter Seal Society, the National Association of Rehabilitation Facilities,
the American Occupational Therapy Association and the American Association for
Respiratory Therapy. Furthermore, the language of Section 933 was worked out
over considerable time with a large number of people in the rehabilitation commu-
nity to insure that the covered services were sufficiently defined and subject to
adequate quality controls.

en Section 933 is implemented, many of your constituents will have greater
access to these benefits. In many cases, individuals who are being treated in a
hospital will be able to receive these medical services in a freestanding outpatient
clinic at a lower cost to the Medicare Trust Fund.

The Reconciliation Act also changes the home health provisions under Medicare.
It provides Medicare coverage for unlimited home health visits; eliminates the
three-day prior hosﬂital stay requirement under Part A of Medicare; eliminates the
$60 deductible for home health benefits under Part B; and includes several other
provisions aimed at improving home health benefits and the delivery and adminis-
tration of such benefits. Each of these provisions will result in a more responsive
home health system for disabled persons. Unfortunately, President Reagan also
pr%»ses to repeal all the home health provisions in P.L. 96-499.

e urge you to oppose any efforts to repeal the home health provisions or Section
933 of the onciliation Act of 1980.

In closing, let us again reiterate our recognition of the need for fiscal restraint
and reduced federal spending. However, we also recognize the ongoing needs of
persons with disabilities and we accept the need for federal assistance to these
persons.

Given our current economic dilemma, allowing disabled people to become tax
p?'ers instead of tax burdens clearly should be a very high priority. Yet, the new
Administration seeks to reduce or eliminate funding for the very programs which
make this goal possible for so many disabled people. We are frankly puzzled by this
short-sighted policy! In our zeal to straighten out our economy, we must carefully
assess the implications on the future. Caution must be exercised to insure that the
lives, freedom and independence of millions of people are not destroyed or disregard-

Disabled people and those representing them are deeply concerned that the total
level of support for primary programs that benefit them will be reduced and that
backup and support programs will also be reduced or eliminated. When taken in
their entirety, the cumulative effects of President Reagan’s proposals spell disaster
for the disabled population in our country.

Your thoughtfulness regarding the complexity of these issues is appreciated.

The CHAIRMAN. Our final witness is Fred Barrett, chairman,
Unemployment Insurance Commission of the Interstate Conference
of Employment Security Agencies, Inc.; administrator, Employment
Security Division, State of Montana.

If Senator Baucus arrives, he may want to add to your introduc-
tion.

In the meantime, you may proceed.
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TESTIMONY OF FRED BARRETT, CHAIRMAN, UNEMFPLOYMENT
INSURANCE COMMITTEE OF THE INTERSTATE CONFERENCE
OF EMPLOYMENT SECURITY AGENCIES, INC., ADMINISTRA-
TOR, EMPLOYMENT SECURITY DIVISION, STATE OF MON-
TANA

Mr. BARrerT. Thank you, Senator, Mr. Chairman and members
of the committee.

The Interstate Conference of Employment Security Agencies is
composed of the 53 State administrators involved in the adminis-
tration of the unemployment insurance program and job service
operations.

We strongly support the unique Federal/State arrangement and
partnership in the employment security sgstem, and, accordingly,
oppose Federal standards which limit the State’s ability to operate
these programs efficiently and to tailor programs specifically to
local and State needs.

My views today will be in four different areas. First, the modifi-
cations of the extended benefit program, which provides benefits to
workers who have exhausted their regular benefits during periods
of higher than normal unemployment.

Second, the modification of the regular unemployment insurance
rogram requiring claimants who have collected 13 weeks of bene-
its to accept available work which meets certain minimum re-

quirements.

Third, the modification of unemployment insurance benefits for
ex-military personnel, and, finally, modifications to the worker
trade adjustment assistance program.

On the first area under consideration, modification of the ex-
tended benefit program, we support these proposals in the large
part. We support the elimination of the national trigger, which at
present requires many States to pay benefits despite local or
statewide excellent economic conditions.

We also believe that States should be allowed to set the optional
State trigger higher than the current 5-percent level.

Our membership has not established a s;}:)ecific position on the
trigger change from 4 to 5 percent, plus the existing 20-percent
increase from the prior 2 years. We do believe, however, that the

— States would welcome this on an optional basis.

. Third, we support the exclusion of extended benefit claims from
the calculation of the trigger rates. Including extended benefit
claims results in a different definition of high unemployment for
purposes of triggering “off”’ extended benefits than was in effect for
triggering ‘on” and creates inequities among the States.

e final prog)osal concerning extended benefits is a requirement
for 20 weeks of work in the base period as a qualifying criterion.

The additional weeks of benefits are justified by high unemploy-
ment levels, and if the individual qualified for lar benefits, we
feel that he should also qualify for extended benefits.

Going into another area, we strongly oppose the proposal requir-
ing claimants who have drawn unemployment insurance benefits
fox(-is 13 weeks to accept available work at certain minimum stand-
ards.

' This proposal, apart from appearing contrary to the administra-
tion’s stated intention to return responsibilities to the States,
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would be a significant departure from the principles which have
governed the unemployment incnrance system for the last 40 years.

Each State currently defines suitable work in a way which re-
flects its own labor market conditions, the views of the employers
who finance the program, and the needs of unemployed workers.

We strongly urge you to reject this proposal.

Next, we have some questions regarding the third area under
consideration, that is, the elimination of unemployment insurance
benefits for those who have completed their term of voluntary
enlistment and choose not to re-enlist for military service. It is not
clear to us whether this means that the ex-servicemembers mili-
tary wage credits would be arbitrarily canceled by failure to reen-
list, and whether there is any determination of good cause for
voluntarily leaving the military.

We believe that this proposal should be examined more closely
and the treatment of former military personnel compared to that
of workers in the private sector who voluntarily leave employment.

Our membership has not established positions concerning the
specific changes in the trade adjustment programs, which have
been proposed by the administration. We do believe, however, that
any special assistance provided for permanently displaced workers
should be determined by the potential benefit to the individual and
the economy rather than solely by reason for the worker’s unem-
ployment.

Lastly, Mr. Chairman, we would like to emphasize two points
that are mentioned in passing that we feel should be considered in
connection with any unemployment proposals which come before .
this committee.

First, any modifications made to the State or extended benefit
programs will require the 53 jurisdictions to enact their individual
laws to conform to the Federal legislation.

We urge you to allow sufficient time for State legislatures to act.
The imposition of heavy penalties on a State—a tax penalty on
State employers—simply because the State did not have time
enough to act would certainly be unfair.

Second, the Interstate Conference understands that recommenda-
tions to modify and reduce benefit outlays in the regular benefit
program are very attractive to the Congress, especially now when
;;)h% Nation faces substantial pressures to balance the Federal

udget.

However, we would emphasize the point which was made earlier
by another witness regarding the social security program, that the
inclusion of State unemployment insurance trust funds in the Fed-
eral unified budget, accomplished through Executive order, creates
an artificial sense of fund availability.

State unemployment insurance trust funds financed entirely
through each State’s employer taxes are dedicated solely to the
payment of regular unemployment insurance benefits to qualified
workers in each State.

State trust funds cannot be utilized for any other purpose or be
borrowed by the Federal Government or State governments. There-
fore, we urgently request that the committee reaffirm basic princi-
ples of the Federal-State partnership by rejecting proposals which



151

disrupt the integrity of the regular unemployment insurance
system in each State.

We certainly appreciate this opportunity to have our views
before the committee. I have presented to the committee a full
statement which we would request be included in the record.

The CHAIRMAN. It will be made a part of the record.

Mr. Barrert. Thank you, sir, and we would be glad to answer
guestions now or in writing that the committee members might

ave.

The CHAIRMAN. I would just say that I appreciate very much
your excellent statement, which 18 made a part of the record.

[Statement follows:]

STATEMENT BY FRED E. BARRETT, ADMINISTRATOR, MONTANA EMPLOYMENT SECU-
RITY DivisioN AND UNEMPLOYMENT INSURANCE COMMITTEE CHAIRMAN OF THE
INTERSTATE CONFERENCE OF EMPLOYMENT SECURITY AGENCIES

SUMMARY

The Interstate Conference of Employment Security Agencies (ICESA) is an organi-
zation of all 53 state administrators responsible for unemployment insurance and
job service operations. We strongly support the unique federal-state partnemhig in
the employment security system, and accordingly oppose federal standards which
limit the states’ ability to tailor programs to local needs. Outlined below are our
positions, determined by a majority vote of the members, concerning the administra-
tion’s spending reduction pro I8 in unemployment benefits.

1. Extended benefits.—(a) We sugport elimination of the national trigger, which at
present requires many states with excellent economic conditions to pay additional
weeks of benefits; (b) We support the exclusion of EB claims from the calculation of
trigger rates. Including EB claims results in inequities among states; (c) We also
believe that states should be allowed to set the optional state trigger higher than
the current 5 percent level. Out membership has not established a position regard-
ing the increase in the required state trigfer from 4 to 5 percent (plus a 20 percent
increase from the prior 2 years). We do believe, however, that states would weicome
this on an optional basis; (d) We stro g'oppoee a federal standard for 20 weeks-of-
work in the period to qualify for EB. Benefit qualifying requirements should be
determined by each state to meet individual state needs.

2. Federal suitable work requirement after 13 weeks of benefits.—We strongly
oppose this significant departure from the principles by which the u::employment
insurance system has served us well for over forty years. Every state currently
defines suitable work in a way which reflects its labor market conditions, the views
of employers who finance the program, and the needs of unemployed workers in the

state.

3. Denial of benefits to those who voluntarily leave the military.—We believe that
this pro| should be examined carefully and its treatment of former military
personnel compared with that of workers in the private sector.

In conclusion, we would like to emphasize two points. First, any modifications to
the state or extended benefit programs will require conforming state legislation. We
urge you to allow sufficient time for state legislatures to act. Second, while state
trust fund monies are included in the federal unified budget, those funds are state
employer taxes and are dedicated solely to the payment of unemployment benefits
to qualified workers in each state. A reduction in benefit outlays will not free funds
for any other purpose.

Mr. Chairman, Committee members, my name is Fred E. Barrett. | am Adminis-
trator of the Montana Employment Security Division and Unemployment Insurance
Committee Chairman of the Interstate Conference of Employment Security Agen-
cies. We welcome the opportunity to come before you today and present our views
on the several proposals for reducing costs related to the unemployment insurance

p .

g‘ﬂe Interstate Conference of Employment Security Agencies (ICESA) is an organi-
zation whose members include the state administrators from the fifty states, Puerto
Rico, the Virigin Islands and the District of Columbia. As the individuals responsi-
ble for administering the unemployment insurance program, the Employment Serv-
ice as well as other employment and training programs in the states and jurisdic-
tions, we are dedicated to the continued review and improvement of the programs
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we operate. The positions we will present to you today represent those approved by
a majority vote of our membership, unless otherwise indicated.

As a beginning point, the Interstate Conference always encourages reviews of the
unemployment insurance program which are intended to improve its quality and
services to the unemployed, while insuring its costs are reasonable and fairly
distributed. We are reminded, when reviewing measures which will change the
pnfmm that the balance between the state and federal governments in creating
and administering the unemployment insurance system is unique in all the many
arrangements that exists in our nation. The Interstate Conference is convinced that
it is the very uniqueness of the federalstate partnership which has given the
unemployment insurance system its strength to withstand the demands that it has
faced for the past 45 years. At the same time, the nature of the partnership requires
careful consideration of the federally mandated changes in the program which will
then have to be enacted by the 53 states and jurisdictions. The original notion that
the states must each knowledgeably review their own special labor market configu-
rations and enact unemployment compensation laws, within broad federal guide-
lines, which best serve the unemployed workers and the employers in that labor
market, still must be considered by each of us when recommending modifications to
the unemployment insurance system. It is in light of the special relationships
between the states, the Congress, and the federal executive branch that we present
our views to the Committee.

MODIFICATIONS TO THE EXTENDED BENEFITS PROGRAM

The first group of proposals we will address are those involving modifications to
the extended benefits program which provides payments to workers who have
exhausted their regular unemployment insurance benefits during periods of higher
than normal unemployment. The Interstate Conference supports continuation of the
extended benefits program but believes that some improvements can be made. We
believe that eliminating the national trigger and allowing states to set the optional
state trigger higher than five percent will target extended benefit payments to
locations where they are most needed. We also favor the exclusion of extended
benefit claims frem the calculations which determine the beginning and ending of
extended benefit periods. We oppose the establishment of a federal requirement for
20 weeks of employment in the base period in-order to qualify for extended benefits,
believing that benefit qualifying requirements are best left to the states.

Our members believe that the sound and efficient administration of a federal-
state partnership requires the states to share equally in the responsibility for
decisions which directly affect the costs of the program. In the case of unemploy-
ment insurance benefits paid after the exhaustion of regulation benefits, the state is
responsible for ﬁnanci%% 50 percent of the costs and the federal Bartner is responsi-
ble for the remaining 50 percent of the costs of these benefits. Under current law,
the national trigger requires many states to pay extended benefits when unemploy-
ment levels in that state do not warrant the continued payment of benefits beyond
the regular 26 wecks. The elimination of the national trigger returns the responsi-
bilittg and basis for determining the beginning of an extended benefit period to the
state.

Another proposal for modifying the extended benefit trigger mechanisms would
increase the required state trigger from four percent to five percent insured unem-
ployment {the rate must also represent a twenty percent increase over the prior two
ggars) and the optional state trigger rate from five percent to six percent. When

nator Boren proposed last year that the states be allowed to increase the optional
state trigger level, a poll of our membership resulted in support for that concept.

Many states believe that the decision to define the level of the state extended
benefit trigger should be made at the state level. Since the decision to raise the
state’s trigger level would occur through consultation with the state’s employer,
workers and citizens, and since the state is responsible for assuming the cost of 50
percent of extended benefits, the Interstate Conference believes it is important for
the states to have the option of increasing the level at which extended benefits
become available in each state. We would, therefore, urge the Committee to recom-
mend that states be provided the option of raising the state’s trigger levels, rather
than making this mandatory change in the federal unemployment insurance law.

While there has been a great deal of confusion about the inclusion or exclusion of
extended benefit claimants in the calculation of the extended benefit trigger, the
ICESA Unemployment Insurance Committee makes the following obeervation and
recommendation:

The inclusion of extended benefit claimants in calculating the EB trigger rates
actually creates two definitions of hiﬁh unemployment. One definition is for trigger-
ing “on” and one for triggering “off’’. In order to trigger “on” 4 percent of those
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covered by unemployment insurance in a state must be collecting lar UI bene-
fits, disregarding the number who may have already exhausted benefits. In order to
trigger “off”’ there must be less than 4 percent collecting both regular and extended
benefits. Because both types of claims are counted when triggering “off”’ less than 4
percent must be collecting regular benefits in order to ofiset those collecting ex-
tended benefits. Therefore, among several states with the same rate of unemploy-
ment based on regular claims, some may be paying extended benefits and others
would not be. The Ul Committee believes that the same populations should be used
to calculate both the “on" and “off’’ triggers.

The recommendations of the ICESA Unemployment Insurance Committee reflect
and earlier position adoption by the membership which supports the exclusion of
extended benefit claimants from the calculation of triggers for beyond 39-week
benefit programs. Therefore, the Interstate Conference concurs with the proposal to
exclude extended benefit claims from the calculations for all program triggers.

The final proposal concemin? extended bencfits would establish a federal require-
ment of twenty weeks of employment in the base period in order to qualify. We
oppose this and other federal qualifyin%requirements for both lar and extended
benefits. States have developd many different measures of labor force attachment as
qualifying requirements for Ul benefits. Some use weeks of employment, others use
various wage formulas. Even though the Administration’s pro is said to allow
for a wage equivalent, this standard still preempts the state’s ability to establish
qualictl‘ying requirements which reflect the state’s own labor market conditions. We
would like to point out also that unemployed workers who meet only the minimum
requirements generally qualify for a small amount of benefits for only a short
period of time. )

MODIFICATION TO THE REGULAR UNEMPLOYMENT INSURANCE PROGRAM

The second major proposal under consideration today would uire claimants
who have collected 13 weeks of benefits to accept available work which meets
certain minimum requirements. Suitable jobs would be those that pay at least
minimum wage or the equivalent of the claimant’s weekly benefit amount, that
meet basic health and safety requirements, and that meet other existing federal
standards. As we understand this provision it is identical to one of the newly
enacted requirements for the receipt of extended benefits contained in the Omnibus
Reconciliation Act of 1980.

The Interstate Conference urges the Subcommittee to reject this proposal. A
federal mandate defining suitable work in the reﬁxlar state rﬁram would be a
significant departure from the principles under which the federal-state unemploy-
ment insurance systen has served us well for over 40 years. This proposal also
appears contrary to the Administration’s stated intention to return responsibilities
for programs to the states in order to better serve local needs.

As you know, the lar benefit programs are administered under state laws
which both define the benefit qualifying requirements and the conditions under
which they may be received. The states are responsible as well for financing the
costs of these benefits. All state laws currently include requirements that claimants
be available for and seeking suitable work during their benefit eligjbility. Further-
more, each state has determined:definitions of suitable work which reflect that
state’s labor market conditions, the views of the emgloyem who finance the pro-
gram, and the needs of the workers who benefit from the program. .

Particulary in the regular benefits program, the theory of suitable work recog-
nizes that each claimant has some skills which were utilized during the period of
employment which qualified the individual to receive unemployment insurance
benefits. States determine what is suitable work for an individual claimant based on
his skills, past earnings, the local labor market conditions and the length of his
spell of unemployment. States attempt to provide the claimant with guidance to jobe
which will utilize his skills and which will pay wages similar to his last employ-
ment. This strategy means that claimants are encouraged to continue using the
skills they have developed and have an oggortunity to continue to earn the highest
wages possible. When it becomes clear that a claimant will not be able to i
employment commensurate with his or her last job, then energies are directed
toward locating other types of suitable work, which may pa¥l lower wages.

Automatic referrals to low and minimum wage jobs at the 13th week eesentially
shortcircuits the state’s opportunity to work with the claimant and to seek place-
ment opportunities for individuals at the highest poesible skill and wage level. The
impact of this proposal on employers should also be considered. Many employers
may not wish to receive refe of individuals who are over-qualified for job
openinf. Employers who do hire over-quslified workers may find that these individ-
ual seek other job opportunities resulting in increased turnover for the employer.
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Finally, we should consider the overall economic impact: When lower paying jobs
are filled with higher skilled individuals, those with lower skilll levels are faced
with fewer job opportunities and fotentia]ly rnust turn to welfare or other income
maintenance programs for survival.

The Interstate Conference understands that recommendations to reduce benefit
outlays in the regular benefit programs are very attractive to the Congress when
the nation faces substantial pressures to balance the federal budget. However, we
would only point out that the inclusion of state unemployment insurance trust
funds in the federal unified budqet, accomplished through Executive Order, creates
an artificial sense of fund availability. The state unemployment insurance trust
funds, financed entirely through each state’s employer taxes, are dedicated solely to
the payment of regular unemployment insurance benefits to qualified workers in
each state. The state trust funds cannot be utilized for any other purposes or be
borrowed from by the federal government or other states. Therefore, we urgently
request that the Committee reaffirm the basic principles of the federalstate part-
nership by rejecting proposals which disrupt the integrity of the regular unemploy-
ment insurance programs in each state.

Additionally, as the Committee considers these proposals, we urge you to remem-
ber that any modifications made to the state or extended benefits programs will
require 53 jurisdictions to enact conforming legislation. Effective dates for proposals
requiring state authorizing legislation which are less than two years beyond the
date of enactment for federal legislation do not provide states with sufficient time to
secure state authorizing legislation. Several state legislatures meet only in alternate
years. We hasten to remind the Committee that the penalty for failure to conform
to federal laws results in an almost five-fold increase of the federal unemployment
tax for employers in decertified states. The impositions of this heavy tax burden on
a state’s employers simply because the state did not have sufficient time to act
would certainly be unfair.

MODIFICATION OF UNEMPLOYMENT INSURANCE BENEFITS FOR EX-MILITARY PERSONNEL

A third area under consideration today pro the elimination of unemploy-
ment insurance benefits for military personnel who voluntarily leave the service.
We understand this recommendation to mean that military personnel who fail to
accept a reenlistment offer will be denied unemployment insurance benefits.

Basically, military personnel can be thought of as workers who are earning
wages. If military personnel who fail to reenlist have earned sufficient wages to
qualify for unemployment insurance benefits, denying those benefits arbitrarily
eliminates their wage credits. The Interstate Conference has consistently opposed
proposals which would either eliminate wage credits or remove a group of individ-
uals from coverage. If the intention of this pro 1 is to eliminate wages earned as
a member of the armed services from consideration for unemployment purposes
when an individual fails to reenlist, the Interstate Conference would oppoee this
recommendation.

If the intent of this proposal is to treat failure to reenlist for military service as
voluntarily leaving emgloyment is treated in the private sector we would like to
emphasize two points. First, all state laws ize and define the notion of ;sood
cause”’ for voluntarily leaving employment. Normally, good cause is defined in
terms of the decision a reasonable and prudent person would make when faced with
a particular employment situation. If good cause is established, benefits would be
paid. Second, wages paid for employment which as individual leaves voluntarily
may be used in determining his labor force attachment and qualification for bene-
fits if he later becomes unemployed through no fault of his own.

The Interstate Conference recommends that the Committee consider the implica-
tions of the Froposal to eliminate benefits to individuals who fail to reenlist. Should
it become clear that this proposal amounts to an arbitrary elimiration of wage
credits for a class of workers, the Interstate Conference urges the Committee to
reject this proposal. If the intent of the proposal is to consider voluntarily leaving
the military as voluntarily quitting employment, then some other considerations
may be required to determine if there are any situations which should be considered
as sood cause for not reenlisting. In either event, the Interstate Conference would
be delighted to work with the Committee and its staff to explore possible options for
clarifying the intent and direction of this recommendation.

MODIFICATIONS TO WORKER TRADE ADJUSTMENT ASSISTANCE

The state employment security agencies act as paymaster for trade adjustment
assistance benefits to workers unemployed due to imports. While our membership
has not established positions on the specific proposals of the Administration con-
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cerning these benefits, ICESA’s Unemployment Insurance Committee has made
some comments concerning special worker protection programs. Those comments
reflect the philosophy that these programs create inequities in the treatment of
unemployed workers by providinf more generous benefits for those covered by
sﬁecial programs than are available to other unemployed workers. We do recognize
that skilled workers who are permanently displaced from their jobs need special
assistance in making the transition to new careers. We believe that the assistance
provided should be determined by a variety of factors including the potential bene-
fits to the individual and the economy rather than solely by the reason for an
individual’s unemployment.

SUMMARY

In summary, the Interstate Conference concurs with the recommendations to
eliminate the national extended benefit trigger and to exclude extended benefit
claims from trigger calculations. We favor a provision which would permit states to
increase the optional state trigger from 5 percent to 6 percent and believe that our
members would support an optional increase in the required state trigger from 4
percent to 5 percent (plus a 20 percent increase in unemployment). We urgently
request the Committee to reject the proposed federal standard requiring unem-
ployed workers to accept any work meeting minimum requirements after 13 weeks
of {eneﬁts. We ask you to carefully consider the implications of excluding ex-
military personnel from unemployment compensation coverage. Finally, we ask that
you consider both the equity of special worker protection bencfits as well as the
needs of displaced workers as you consider modifications to Trade Adjustment
Assistance.

We remain fully available to work with the Committee and its staff to assist in
developing improvements to the unemployment insurance program. I will be de-
lightec[J to answer any questions that you may have for us, either in writing or at
this time. Thank you very much for this opportunity to present our views.

The CHAIRMAN. I would yield to Senator Baucus for questions or
comments. I told him that you were on the way.

Senator Baucus. Thank you, Mr. Chairman.

Fred, I want to thank you verK much for coming.

Mr. Chairman, I might say that I have known Fred Barrett for
some time, in fact, for all the years that I have been in public life.

Fred, frankly, has served our State of Montana years before that
and if Fred, in my judgment, presents a viewpoint that States can
handle a lot of these problems, that the States should be able to
continue those traditional rights and generally handling unemploy-
ment compensation programs.

I strongly suggest that the committee listen to him very closely.

There 18 no reason for me to think that other States can’t do as
well and handle the area as well as Fred has, but, believe me, in
my judgment, he has done so well that we would be well-advised
here in Washington if we had administrators who handled, you
know, Federal programs as well as he has handled ours in Mon-
tana.

There have been no problems in Montana, no scandals, no com-
plaints, no criticisms over the years and I want to thank you, Fred,
first, for the service fyou provided, but, second, for coming here to
give us the benefit of your views, and particularly giving Washing-
ton the benefit of the views of somebody west of the Hudson River.

There is a bit of parochialism in this—part of this country, and
certainly in this city, and it is helpful for ycu to come and help
clear the air a little bit.

I want to thank you very much for coming.

Mr. Barrerr. Thank you, Senator, and for those kind remarks.

The CHAIRMAN. Well, I share that last view. I think as you look
down the witness list, almost daily, you find most of the witnesses

80-480 0 ~ 81 - 11
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are Washington, D.C. They are all great people, but many of them
have never been out of the city and it i1s nice to have somebody
come in. We've had somebody as far as Kansas today and, now,
Montana out there where people still like to think for themselves
and react for themselves and make their own judgments, and I
think your statement reflected that.
I mean, you agree in some areas with the administration’s pro-
s and you disagree with others, and that is certainly the way
it should be.
We will probably have disagreements on this committee. Your
suggestions will be most helpful.
r. BARRETT. Thank you, sir.
The CHAIRMAN. Any other questions?
Senator Baucus. No, thank you, Mr. Chairman.
The CHAIRMAN. If there are no other questions or no other
witnesses, the full committee will recess until 9:30 on Tuesday.
There will be a subcommittee hearing tomorrow morning chaired
by Senator Wallop on energy and on Monday, Senator Packwood at
9:30 will chair his Subcommittee on Taxation on a number of
taxation annuities, taxation of private foundations, a number of
other bills introduced by Members of the Congress.
Thank you very much for coming, and we will be in recess of the
full committee until 9:30 Tuesday.
ereupon, at 12:20, the hearing was adjourned subject to the
call of the Chair.]



SPENDING REDUCTION PROPOSALS

TUESDAY, MARCH 31, 1981

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 9:35 a.m., in room
2221, Dirksen Senate Office Building, Hon. Robert J. Dole (chair-
man of the committee) presiding.

Present: Senators Dole, Chafee, Heinz, Durenberger, Grassley,
Long, Byrd, Baucus, and Bradley.

Senator DURENBERGER. The hearing will come to order.

I am pleased to welcome all of our witnesses toda,y at what is the
fifth day of public hearings on the administration’s budget reduc-
tion proposals.

As many of you know, the focus of today’s hearing will be on the
medicaid program. Tomorrow’s hearing will include testimony on
the title V program and Thursday’s witnesses will include Dave
Stockman, Director of the Office of Management and Budget, and
Governor Matheson from the State of Utah.

A lot of questions have been raised in response to the proposal to
place a cap on Federal spending for the medicaid pro§ram. The
questions include those regarding the impact on the elderly and
the poor and those relating to the alternative proposals available to
us as a substitute for the the cap.

I have, like many of my colleagues, some very serious concerns
that, in our legislative efforts to reduce Federal spending, we don’t
place individuals, particularly those who are poor or elderly at
inordinate risk.

So I am hopeful that our witnesses today will provide us with
their suggestions, now that they have all had 6 weeks or so to deal
with our problem, as to how we might achieve our goal of control-
ling Federal spending and what they believe to be the benefits and
the drawbacks of the administration’s proposal in that regard.

I am also eager to hear comments on possible modifications of
the medicare program, both long range and short range, so I thank
you all for your willingness to be here today for any comments you
would like to make.

Our first panel is stretching the definition of “panel”; it's two
people, Mr. Paul M. Allen, director, Medical Services Administra-
tion, Michigan Department of Social Services, and chairman, State
Medicaid Directors Association, Lansing, Mich.

Paul, welcome.

Mr. ALLEN. Good morninx.

Senator DURENBERGER. And Gerald Reilly, who is deputy com-
missioner, New Jersey Department of Human Services, and chair-
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man of the Health Care Committee of the National Council of
State Public Welfare Administrators. Gerald is from Trenton, N.J.

We welcome you both.

Do you want to position yourself in the middle or wherever you
are comfortable. Just make sure you have a mike. ‘

Paul, are you going to start, or Gerald?

Mr. ALLEN. Gerry is going to start.

Mr. ReiLLy. I will start.

Senator DURENBERGER. Great.

Please go right ahead.

STATEMENTS OF PAUL M. ALLEN, DIRECTOR, MEDICAL SERYV.-
ICES ADMINISTRATION, MICHIGAN DEPARTMENT OF SOCIAL
SERVICES, CHAIRMAN, STATE MEDICAID DIRECTORS ASSOCI-
ATION, LANSING MICH., AND GERALD REILLY, DEPUTY COM-
MISSIONER, NEW JERSEY DEPARTMENT OF HUMAN SERYV-
ICES, CHAIRMAN, HEALTH CARE COMMITTEE, NATIONAL
COUNCIL OF STATE PUBLIC WELFARE ADMINISTRATORS,

TRENTON, NJ. '

Mr. RenLy. Mr. Chairman, Senator Long, we appreciate very
much this opportunity to testify before you today.

I am Gerry Reilly, chairman of the Health Care Committee of
the American Public Welfare Association and deputy commissioner
of the New Jersey Department of Human Services.

In addition, I was director of our State medicaid program for 2
years.

I intend to briefly outline some views of State human service
commissioners who are directly responsible for managing the med-
icaid program at the State level.

Mr. colleague, Paul Allen, is vice chairman of the health care
committee and is chairman of the State Medicaid Directors Associ-
ation. Paul is going to describe some of our specific proposals for
program inprovement.

e States have an enormous stake in medicaid cost contain-
ment. We will pay $12.9 billion, or 44 percent of the cost, in the
current fiscal year. Therefore, we strongly support efforts to re-
strain costs in the health care sector.

Such efforts, however, must not be restricted to medicaid alone,
but must include, in a balanced way, medicare and other federally
financed health care programs.

Efforts restricted to medicaid will not be effective and will lead
to ari erosion of health care access to the poor and to many elderly
people.

e administration’s proposed 5-percent cap for fiscal year 1982,
with a GNP deflator index to govern the growth of the program
thereafter, raises several important questions.

Will differences in State management efforts to date be taken
into account?

Will provisions be made for low-benefit States to improve access
over time?

Will legitimate health care needs of a rapidly growing elderly
population be considered?

ill Federal financial support continue at a level sufficient to
avoid a shift in the proportionate burden to States and localities so
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as tg) avoid any even more pronounced two-tiered system of health
care?

Based upon preliminary information now available to us, the
answers to these questions are not encouraging from either a bene-
ficiary or a State perspective. o

Because of these concerns, our recommendation is to postpone
consideration of any medicaid cap proposal and proceed instead
with an evenhanded cours? of cost containment in all federally
financed health care. Such a course should include, at least, the six
following elements:

One, significant statutory grants of program flexibility to State
medicaid programs;

Two, retention of congressional oversight with regard to access
and State maintenance of effort;

Three, application to medicare of the principles of prospective
rate setting in hospitals;

_gour, use of prudent buyer concept in both medicare and medic-
aid;

Five, aggressive promotion of the proven success of the HMO
approach for all federally financed health benefits.

And, finally, six, streamlining, but retention of health planning,
certificate of need, and utilization review processses.

In our view, this six-part program will be much more effective in
controlling health care costs than the proposed cap, and does not
contain the compound risk of further limiting access to health care
for poor people while at the same time encouraging rampant in-
creases in the broader health economy.

Thank you.

Senator DURENBERGER. Thank you very much.

Mr. Allen.

Mr. ALLEN. Mr. Chairman, members of the committee, I support
strongly the statement of the APWA. Further, on behalf of the
medicaid directors, I strongly support the statement that Mr.
Reilly has made about objecting to the administration’s cap of
medicaid next year. _

There are a lot of misconceptions about what medicaid is and
what it isn’t, and I think these misconceptions are a function or
misunderstanding. We, in the States, view medicaid as a form of
national health insurance for the indigent, the poor. It serves the
most needy in our population. The vast proportion of the money we
?end on medicaid is spent on the aged, the blind, the disabled.

ery little is spent on the classic AFDC welfare case.

And, yet, there is a body of opinion in this Nation that there is a
lot of fraud, there’s a lot of abuse, and we submit, as State medic-
aid directors involved in administering these programs, that that’s
not true. ,

The primary problem is that medicaid is a health program in a
very expensive marketplace. Inflation is the problem, and until we

et a handle on inflation, then we can’t contain medicaid costs.

utting a 5-percent cap on it will in no way allow us to achieve
cost control as the Congress of the United States wants it, and as
we want it, too. )

In fact, the 5-percent cap has a more severe impact on thcse
States that are experiencing financial stress. This is because we
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who have been in this position have been tr{ing for several years
to g(lmtain costs, and the 5-percent cap will just exacerbate the
problem.

Related to specific recommendations as an alternate to the 5-
percent gap, we strongly feel that somebody has to get a handle on
medicare costs.

Medicare is the largest Government health entity and third-
party payment system in the health field. In our State, for exam-
ple, they are about 25 percent of the hospital’'s budget. They are
under a reasonable cost formula, which has a tendency, and has for
years, to inflate costs in that very expensive sector at a greater
rate than a perspective system, for example, would.

On the other hand, medicare seems to be exempt from the many
rate setting methodologies that medicaid States have experimented
with to control this very expensive sector.

In the same area, medicare tracks physicians’ fees using a usual
and customarlz prevailing fee approach. That, in and of itself, will
cause rates that are paid to physicians for services to rise at a
faster rate than normal inflation, because the marketplace is con-
trolled by the provider.

In both of these areas, we feel that a lot more can be done in
controlling total health costs than any arbitrary cap of 5 percent
on medicaid only.

By the same token, we sti:eragly recommend—and I understand
the administration has promised a relaxation of rules concerning—
the use of Erepaid health plans, HMO’s, for example; and utiliza-
tion controls over what services you can and cannot provide. The
use of PSRO’s, for example, as determinants of utilization review
has not been a cost effective exercise. Relaxation of controls on all
gf these items would assist us immensely in controlling costs in the

tates.

And, finally, I guess—we’ve submitted a separate statement
which details some suggestions more clearly, and I ask your staff’s
attention to those because we think that 1s the way to go if you
really want to contain medicaid costs.

Senator DURENBERGER. OK. Thank you very much for your testi-
mony.

Do you agree with the list that Mr. Reilly gave us of the five
broad areas of cost containment: State flexibility, oversight of
maintenance of offort, prospective reimbursement for medicare,
prudent buyer on both, greater utilization of HMO’s and some
change in, but a maintenance of our utilization review, health
planning, and PSRO effort?

Mr. ALLEN. Very definitely. I didn't repeat them because—I do
strongly support them and we have used them effectively in Michi-
gan within the law. -

Senator DURENBERGER. Now, you also made the observation, I
think, in your testimony that the cap is tougher on States that
h}?v?l blclaen trying to do something to get more quality of service for
the dollar.

Could you elaborate just a little bit on that?

Mr. ALLEN. Well, I guess the best way to do it is to use Michigan
as the example.

Senator DURENBERGER. Please, I'd appreciate it.
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Mr. ALLEN. Michi%an has the highest unemployment rate in the
Nation. Our unemployment rate, statewide, is over 13 percent. I
think the national average is around 7.8 percent.

Now, we have, for about 18 months, been trying very hard to
contain costs within Michigan in the medicaid sector particularly
because medicaid also happens to be 13 percent of our State’s
budget. Last year in the State of Michigan for the first time since
1932, our bucfget was lower than the prior year and medicaid was
one of the main reasons that we’ve had this problem between low
revenue and high expenditures. So, we have been using every
imaginative initiative to contain costs in health care. To the extent
that next year's medicaid budget is only a little over 6 percent
increase over this year’s budget and with the rising case load and
15 percent inflation in the health care field, you can see that we
have had to address the problem.

On the other hand, if you put a 5-percent cap on our efforts, you
are just going to heighten our problem. :

r. ReiLLy. 1 would like to follow on that one brief point. In New
Jersey, for example, with our prospective rate reimbursement, we
have trailed the Nation by better than 3 percent a year over the
past 3 or 4 years in the rate of increase in hospital costs. So that
we have had benefit from that cost containment effort.

With a 5-§ercent cap, we will not have the opportunity to take
up that slack because that slack is already very, very taut in our
State. So, relative to a State that has not been aggressive in hospi-
tal cost containment, we are disadvantaged.

Senator DURENBERGER. On the issue, for both of you, of participa-
tion rate of physicians in medicaid, I guess, my impression is that
it has been fairly low.

If we give you freedom of choice with regard to hospitals, it is my
impression tKat you already have a certain amount of flexibility in
setting reimbursement rates in a nonhospital setting. What else do
we need to do to get greater physician participation in medicaid?

Mr. ALLEN. Well, there are conflicting opinions on that the effect
of Yhysician participation and reimbursement techniques. Never-
theless we have in Michigan fostered the use of HMO's in order to
obtain health care services for a large segment of the medicaid
population. At this time I have 6 percent of my medicaid popula-
tion, some 60,000 people in an HMO setting.

Senator DURENBERGER. In one?

Mr. ALLeN. In five HMO's, and that's the largest medicaid per-
centage in the Nation. And it is a cost-effective way to go. Now, if
we had more latitude in reimbursing physicians, then we could
increase the use of prepaid health ideas, not necessarily the HMO
structure.

Senator DURENBERGER. Go ahead.

Mr. ReiLLy. We have about 70 percent physician Farticipation,
but that figure is somewhgt distorted because you will find that 20
percent of that participatfon accounts for 80 percent of the care
rendered. So, a small percentage provide most of the care.

We had a hard time gettiniph sician fees up. We are anomalous
in that we think that we should pay greater fees in our State.
We're less than 40 percent of usual and customary. One reason
that we can’t is that we are so constrained on the inpatient side in
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terms of long-term care and hospitals. And so much of our money
goes there that we don’t have any to reinvest or invest in the
preventive sector or the ambulatory sector, and I think we would
like to do that.

Senator DURENBERGER. Thank you very much.

Senator Long.

Senator LonG. Thank you, Mr. Chairman.

- With regard to States paying usual and customary charges, for
many years we used to operate our system in Louisiana on that
basis. We still do to a certain extent, but I recall a great number of
years when the State never considered paying a doctor his usual or
customary charge—for example, at the New Orleans Charity Hos-
pital. Incidentally, the hospital is named ‘“New Orleans Charity”
because of the Sisters of Charity, a Catholic order, that provided
tll:e nursing care there. They provided a very high quality of care
there.

The death rate there was the same as it was in a private hospital
when they had the proper administration under my father, and
that was how it was from that point forward. You had the same
doctors performing operations there that were performing oper-
ations in those private hospitals. They were willing to do that, and
I believe that for many years it was done without compensation.
They were performing a service for their fellow man, but they were
also getting a lot of valuable experience.

Would you have to pay the same fees for doctors to care for the
indigent as are paid these doctors when they treat a wealthy client
who can pay a large amount?

Mr. ReiLLy. I don’t think we have to, and I don’t think the
medical community expects it, at least in our State they don’t, but
when we're paying less than 40 percent of the normal fees, there
are some significant problems. I think if we were in the ball park
of 65 or 70 percent, we would get much wider physician support.

They recognize that it is a public program with tax dollars, and
that we can’t pay what the private market can pay.

The problem with the charity medicine, however, if you look at it
over 10 or 15 years, is that while in many cases it was quite
excellent, and the care was very good, it did tend to be acute care,
and it didn’t tend to deal very well with the ambulatory preventive
sector.

And I think if you look at the health statistics for the poverty
population in the United States, you can see the remarkable bene-
fit of both medicare and medicaid by opening up that issue of
aﬁcess. Not to say that good care didn’t occur in some cases before
that.

Senator LonG. Do you want to comment on that?

Mr. ALLEN. | was going to support the idea that charity should
be used wherever practical. However, in our State we have over a
million people on medicaid out of a 9.2 million population. Because
of high unemployment it would be very difficult for us to get access
to charity health care for a million people.

To echo Mr. Reilly, we are paying very low ourselves. We are not
even covering the overhead in a doctor’s office at the present time,
and we should.
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Senator LoNGg. Well, I can rememer a time when one of the
nicest things you could do for someone was to get him admitted in
New Orleans Charity Hospital where he could get himself some
free hospital care and it was a great favor if you could get some-
body in New Orleans Charity to be treated.

But then we got this effort by the bureaucrats in Washington
who wanted to fix it so that the indigent have a choice.

Now, outside New Orleans you have the Oschner Foundation
Hospital. Dr. Oschner was at one time the chief surgeon at New
Orleans Charity and a great doctor. I mean, he’s a little old now,
but back in the time when he was making his famous reputation,
he was a house surgeon at New Orleans Charity.

Nowadays, the Federal bureaucrats want to offer people the
choice of going to the Oschner Foundation Hospital or to New
Orleans Charity.

Now, I have been in both. I am familiar with both of them. I've
been all through both of them, and Oschner is great, but it is very
expensive. It’'s a topnotch hospital, there is no doubt about it. I
think it can compete with any hospitai anywhere in the world.

But when we're talking about spending the taxpayer’s money, is
it appropriate that we would have to let patients choose some very
expensive places that provide about everything one could ask for?
We also have very fine hospitals that treat large numbers of people
that can’t quite meet the same degree of sophistication as
Oschners. Is it reasonable to try to offer every patient the choice,
especially when the taxpayers are paying for it, of having the most
expensive that the good Lord can offer?

Mr. ReiLLy. We agree that unlimited freedom of choice has actu-
ally become a barrier to access to good health care simply because
we can't afford it. However, in limiting freedom of choice, we think
that it has to be done carefully, because, we think, in general it's
better to have access to as broad a mainstream of health care as
you can.

One classic example is laboratory service. No person chooses
* their clinical laboratory. There is no reason why we shouldn’t be
able to bid on a competitive basis five or six regional clinical
laboratories in New Jersey or in Michigan and get the benefit of
competition and competitive purchasing because you don’t choose
your clinical laboratory and I don’t either.

Senator LoNG. I just wanted to get this matter straight that
when the taxpayers are paying for it, I don’t think we have to offer
people who are getting something for free, at taxpayers’ expense,
the most expensive care that you can find anywhere in the area.

But hasn’t that been about the way it's been working?

Mr. ALLEN. The problem is real and I think we should in some
cases limit their choice to ambulatory care. However, when it
comes to where we spend most of our money, you have got to look
at the anatomy of the medicaid expenses. We spend 70 cents of
every dollar on institutional care. And medicaid clients don’t
choose their hospital or their nursing home overtly. Somebody
usually chooses it for them. And freedom of choice is a two-edge
sword because the most expensive hospitals in our State, and I
think it is true in New Jersey and others, are teaching institutions.
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One of the most expensive in the State is the University of Michi-
gan Hospital.

It is also the largest Medicaid hospital provider in the State, and
it is also State supported. And so you get in this circle where you
are State supporting an institution that is very high cost. If you
buy the service from a $200-a-day hospital down the street, you will
dry up the cash flow of this expensive teaching institution and you
find yourself in a box. This is true of public hospitals also.

Senator DURENBERGER. Thank you.

Senator LoNG. Could I just ask one further question?

Senator DURENBERGER. Yes.

Senator LoNG. Well, can’t we separate out the expense that has
to do with teaching and pay for that separately, apart from the
expense for the care of the patient?

Mr. ALLEN. Yes; I think there is potential to do that, but I have
never seen it done.

hSenator Long. Well, it seems to me logical that we ought to do
that.

Senator DURENBERGER. You will see it sooner or later.

Senator Grassley.

Senator GRassLEY. Mr. Chairman, I don’t have any questions, but
I would like to comment in a little more general fashion than the
questions so far have been pointed toward.

I think I sense the frustration of ple who are in charge of
programs within the States and the State Governors and some of
the State legislative leaders, and particularly those people who are
in charge of hospitals that there will probably be some readjust-
ment if a cap is put on. And maybe it is not realistic to think that
there will be a cap put on. Maybe it can’t get through the congres-
sional process here.

But some compromise of the existir}g setup where there is no
necessity for prioritizing claims on the Federal Treasury as with no
cap and the States decide what they want to spend and the Federal
Government will match it, it seems to me to encourage a lack of
discipline because the people that are making the decisions on
what to spend and where are not the ones that have the responsi-
bility for raising the money like we do here. At least, somewhere
between 53 and 83 percent of the money, I guess, for medicaid
comes from the Federal Government varying from State to State.
And, so we bear that responsibility for raising it, giving it to the
States, but obviously with some guidelines, but almost to a point
where there is no incentive to police. So, it does violate that one
principle that somewhere along the line those that have the re-
sponsibility for spending it—have the right to spend it, ought to
have some care that it be spent wisely. '

In other words, the level of government that spends it ought to
have some of the responsibility.

I don’t know how that is going to come other than more Federal
regulation, which we don’t want, because that is going to federalize
it totally, or else through such a cap.

The second point is that just basically medicaid is an example of
some Federal programs that kind of view the Federal Treasury as
a bottomless ﬁlt where there doesn’t need to be any prioritizing of
claims upon the Federal Treasury and that just doesn't square with
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the basic facts of economic life—that there is a limit on what
people will pay in taxes. There is a limit on what public officials
czlap do with that money, and when there isn’t, there isn’t disci-
pline.

If we would adopt a philosoinhy that is involved with medicaid on
a whole vast array of Federal programs, and there are only a few
that don’t have a cap, there wouldn’t be any end to what we would
be doing here, and, of course, with our unwillingness to raise taxes
through a vote, and otherwise raising the money through the infla-
tion or else raising the money by devaluing the dollar by running
the printing presses to a greater extent, then there is no fiscal
d}gcipline here either, and so we have to institute that fiscal disci-
pline.

You not only have to institute it on the tax end, but you have to
institute it on the spending end as well. So, you know, I suppose
hospital officials, Governors, administrators of State programs, as
you are, look at this as an effort of Congress to punish you. It is
not that at all. It is an effort to punish ourselves for our prolific
spending and to reestablish some—or force some priorities here
within the decisionmaking process in Washington.

Mr. ALLEN. Mr. Chairman, may I respond?

Senator DURENBERGER. Yes; go ahead.

Mr. ALLEN. The States are as interested as the Federal Govern-
ment in containing costs, particularly those States like New Jersey
and Michigan that spend 50 cents for the 50 cents the Federal
Government spends.

So, a 5-percent cap really hurts a State that is trying cost-
containment initiatives, or only gets 50 percent match.rﬂ: is more
to the advantage of those that get a 70-percent match not to
contain costs and that isn't what you are trying to do. You are
trying to take the ones that are more conscious of the problem and
cut them down.

So, there needs to be some evening process in lieu of a 5-percent
across-the-board cap. We suggest that there should be some incen-
tives built into the system that would encourage the States to
establish cost containment initiatives. For example, in nursing
home care, coming up with alternatives to institutions. Coming up
with rate-setting methodologies to constrain hospital costs where
we are really spending a lot of money. These kinds of things—
because we don’t think it's a bottomless pit, believe me. Our legis-
lature is ve(?' uptight about every dollar we spend on this program.

Senator GraAssLEY. I don’t reject your suggestions. I, in fact,
encourage them. All I am simply saying is that we have to depart
from the 1% decades practice that there isn’'t any limit to what we
can spend.

Mr. ReiLLy. Senator, the way to depart, we would suggest is to
permit us to be aggressive in cost containment. We have felt over
the years that when we turn to the Federal Government for sup-
port, that is where the problem came in with the bias toward cost
reimbursement at institutional settings. And we are as much, or
more interested in trying to control this budget as is the Federal
Government. We n some help in that direction giving us those
grants of authority to get tough and bring competition into the
system.
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Senator GrassLEY. Less Government tion, or less Federal
reg'ugtion in the program is going to help or hurt in your judg-
ment?

Mr. ALieN. It's going to help.

Senator GrassLEY. It is going to help.

Mr. AuieN. Right.

Senator GrassLEY. Do you agree with that, sir?

Mr. ReniLy. Yes.

Senator DURENBERGER. Thank you very much, Senator.

Senator Byrd.

Senator Byrp. Mr. Allen, both you and Mr. Reilly in your collo-
?uy with Senator Long admitted that there should be a limit to the
reedom of choice, so to speak?

Now, how is it limited now? How do you limit it, Mr. Reilly?

Mr. ReiLLy. At the ﬁresent time it is unlimited. It is virtually
open ended. Any health care provider who is licensed and has not
been barred from the program for a program integrity offense is
permitted to provide services. It is unlimited at the present time.

Senator Byrp. Well, I gathered from what you said that you felt
there should be a limit and that you had a limit?

Mr. ReiLLyY. No; I feel there should be a limit but the limit does
have to carefully weigh how far the limit goes before it begins to
impede beneficial and reasonable access to service and takes us in
the direction of a two-tier or a two-class system of health care. -

I think we can make a lot of progress in efficiency and economy
before we cross that line.

Mr. ALLEN. Senator Byrd, there are two parts to the freedom of
choice issue. One, i8 freedom to choose a provider and then there's
the provider’s freedom to choose us.

e provider, at the present time, assumes the right to do busi-
ness with us, and the recipient assumes the right to do business
with any provider they want to because they have a credit card to
do ‘{'ust that.

hat we would suggest is that as a prudent buyer of services, if
we had the latitude, we could deal with certain providers that were
more cost effective than others. That is freedom of choice on the
provider’s side. And on the recipient side, we could perhaps chan-
nel the recipients’ health care services to cost-effective providers,
such as pregaid health plans, and the like.

Senator Byrp. And you cannot do that now?

Mr. ALLEN. We can’t do that now.

Mr. ReiLLy. We do limit people if they have a record of abuse.
Michigan has a lock in program, I believe, and so do we in New
Jersey where we can give them a limited eligibility card to tie
them into certain physicians and certain pharmacists only, but
that is only a small percentage of the people who participate in the
program.

In general, peogle have universal access.

Senator Byrp. You can’t direct which hospital they go to?

Mr. RenLy. No.

Mr. ALLeN. No.

Mr. ReiLLy. Or which doctor.

Senator BYrp. And you feel that the law should be changed to
permit that?
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Mr. ALLEN. Under certain controlled circumstances, yes.

Senator Byrp. Now, you mentioned in your dialog with Senator
Grassley that less Government regulation would be helpful and
could you indicate what chages should be made in the law?

Mr. ALLEN. We have submitted a list of specific parts of title
XIX, which governs medicaid, that should be liberalized or modi-
fied concerning the reimbursement mechanisms. What we should
pay a hospital, reasonable costs, for examgie; what we should pay a
doctor, both for medicare and medicaid; how we should negotiate
contracts with prepaid health plans; the freedom of choice issue we
just talked about; client cost sharing. We're severely limited on the
client’s ability to share costs. So, we have submitted a list of
specific laws and regulations that need to be loosened up.

Senator BYRD. Just one last question. I was intrigued with what
you mentioned, Mr. Allen. I'm not sure whether I heard you cor-
rectly. Did you say that the State of Michigan has actually reduced
its budget for the current year, vis-a-vis as compared with the
previous year?

Mr. ALLEN. Yes, sir.

Senator Byrp. Actually reduced it below what it was last year?

Mr. ALLEN. Last year the State’s part of the budget, you know,
there is a State and Federal part, the State’s part of the budget
last year was $300 million more than this year.

Senator Byrp. That is for all services?

Mr. ALLEN. That is for all services. So, it is an absolute reduction
over the prior year.

Senator Byrp. That shows that there can be a reduction in
Government spending if there is a will on the part of those who
operate the particular State, or the Nation, or the locality?

Mr. ALLEN. That'’s true. And the people of Michigan have bitten
the bullet. Unfortunately, I think if you put a 5-percent cap on us
for Federal support, we’ﬂ break our teeth because we just can’t go
further—it will push us underground.

Senator BYRrp. I think the Federal Government has got to bite
the bullet and the Members of the Congress have got to bite the
bullet, too.

Mr. ALLEN. Yes, sir.

Senator Byrp. Thank you, sir.

I congratulate Michigan.

Senator DURENBERGER. Thank you, Senator Byrd.

Senator Bradley.

Senator BRADLEY. Thank you, Mr. Chairman.

I'd like to say a special word of welcome to Mr. Reilly who is
here today sharing with the committee his view of this issue, which
I think is one that should be instructive.

I wonder if you could walk through the steps that you go through
in New Jersey in order to insure that you have some incentive
systems to control costs and that you do, in fact, control costs.

xplain how your approach works and how the situation might be
difterent in a State that didn’t have a rate-setting commission.

Mr. ReiLLy. The Yrincipal tool in controlling costs in the medic-
aid program is to limit the rate of growth in your institutional
Kroviders, be they hospitals or long-term care facilities, nursing

omes. That is because they will constitute between 60 and 7
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mrcent of your program expenditures and the most effective way I
ow of doing that is to have a cost based reimbursement system
that is prospective in nature and not retrospective. So that an
institution knows what it can count on from support at the outset
of the year and knows that it cannot come in with a blank check at
the end of the year and expect to be reimbursed.

There are various levels of sophistication in that process. We are
now trying in New Jersey something called the diagnosis-related
group system that hones in on the specific illness and tries to set a
rate for that. And framers of that system believe that it is the state
of the art and the most effective way to deal with hospital costs.

Beyond that, it is terribly important in an entire medical assist-
ance program, particularly your large State, to have a very effec-
tive claims payment review and monitoring process, and that
means you must run on computers when you are dealing with 12
or 14 million bits of information in a period of a month.

You must also have a well-developed program integrity effort to
deal with those few individuals who will attempt to defraud the
program or abuse the program. You have to have a good relation-
ship with the criminal justice system in order to prosecute people
when that becomes necessary.

Senator BRADLEY. Since you have set up this kind of system,
could you tell us how the proposed medicaid cap would affect you
differently than it might affect a State that hasn’t done this?

Mr. ReiLLy. We don’t have the opportunity now to do those
things because we have already accomplished it. Qur system, we
think, is as tight as we can reasonably make it although we are
always trying to improve.

The State that has not had an aggressive cost containment and
has not had aggressive program integrity; has not had aggressive
claims management, has some opportunities to get by with less
money.

Senator BRADLEY. So, you argue that States that have actually
put into place these mechanisms to control costs should have some
relief from the cap; is that correct?

Mr. ReiLy. There ought to be some way to factor in program
performance in setting a cap if we get to a cap.

hSe;xator BRADLEY. Mr. Allen, did you want to say something on
that?

Mr. ALLEN. Well, I'll give you a specific figure. We have totted
up this year all the cost containment initiatives that we have
accomplished in the past couple of years, and on an annual basis,
we have reduced our budget this year $238 million in medicaid
from what it would be if we hadn’t put these initiatives in place.
That is 17 percent of my budget. Now, that was done without any
great Federal impetus. It was done because the State of Michigan
recognized the problem and had to move out. That's a lot of dough.

Senator BRADLEY. It sure is and I think it speaks well of your
efforts. We should try to take into consideration those States that
have actually succee:iyed in keeping these costs down.

Mr. ALLEN. Amen.

The CHAIRMAN. Do you have a record of that in your statement?

Mr. ALLEN. Sir?
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The CHAIRMAN. Is that in your staternent the things you did to

achieve that savings?
Mr. ALLEN. No, but I have it here. I can add it to my statement. I
have a complete list by item.
The CHAIRMAN. Why don’t you make that a part of the record?
Mr. ALLEN. Yes, sir, I will.

MICHIGAN MEDICAID COST CONTAINMENT PROGRAMS

Anngal savings
Pokcy Bie lisa Aot
Mternatives to institutional and nursing home care... . 1975-76 11981 $150.0
TOHEOPARRY HADHEY ...........oovovvvovrove e erenve e ssasssssss s ssstssss s sasins 1977-78 1978 18.0
1979 23
1980 395
11981 46.0
Fr300 300 BDUSE .............oooooooee oo e ssees st eesesssssesene e 1978-79  11980-81 40
OUIPALIBNE 13D .. ........oooooo. oo s e N 1979-80 1979-80 1.0
11980-81 2.1
ROULINE BBSHNG...........c..ovee e samsss st issssens s 1979-80 1979-80 5
11980-81 S
L LT ST (1 9 1 1977-18 13
1978-19 13
1979-80 13
11980-81 13
Recipeent muiomg

1978-79 1979-80 . "5
1979-80 ' 1980-8! 1.0
1979-80 1979-80 20
11980-81 40
Volume purchase eyewear . . .. . . . ... ..o s i - 1979-80 1979-80 25
11980-81 .50
HMO's. . e o 1974-75 11980-81 45
Generatists versus speaahsls fees.. e 1918-19 1978-19 1.0
1979-80 20
11980-81 20
Pharmacy copayment . . e ... 1980-81  11980-81 30
Prospective renmbursemem/long termeare.. . . . ... ... .. . 1918-19  11980-8) 15.0
Prospective reimbursement/hosptals.. . . . . . L L. o ... 1979-80  11980-81 5.0
Ambulatory fee drfferential ... ... ... .. . ... ... ... . ... 1979-80  1]1980-8] 1.0
Total fiscal year 1980-81 Savings . . . . . . 238.2

' Progected

The CHAIRMAN. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman. Actually, these last
two requests are the area that I want to focus in on.

You said Michigan achieved 17 percent savings; is that correct?

Mr. ALLEN. Seventeen, yes.

Senator BAucus. Seventeen percent.

Mr. ALLEN. Right.

Senator Baucus. And my understanding is that New York also
has experienced significant medicaid savings; is that correct?

Mr. ALLEN. They have had great improvements in the past
couple years, yes.

Senator Baucus. Do you know roughly what their savings are?

Mr. ALLEN. No. But knowing the magnitude of their problem, it
is two to three times ours.
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Senator Baucus. Do you know—I'm sure that is true on an
absolute basis, do you know what their saving has been on a
percentage basis?

Mr. ALLEN. No, I do not.

Senator Baucus. You apparently are somewhat familiar with the
Michigan savings, and I appreciate the request of the chairman
who asked for a submission of an itemized statement.

Could you just generally indicate now, to the degree that you
can, where those savings occurred?

Mr. ALLEN. Yes. The majority of the savings accrued in long-
term care—nursing home care. The alternatives to institutional
care that we have are quite extensive. To the extent that we have
more people receiving help in their home or in a congregate living
situation than we do in nursing homes.

We only have 30,000 people in nursing homes in the State of
Michigan, which, as a dollar percentage, means it is only 30 per-
cent of the medicaid budget. Nationally, long-term care is about 45
percent of the medicaid budget. So, our biggest effort in cost con-
tainment has been in not letting people go in to nursing homes
when they can he kept in their own homes more economically.

That is the major one and amounts to $150 million.

Senator Baucus. Out of what? $300 million?

er ALLEN. Out of $238 million. So, it is almost 60 percent of the
total.

The next largest one is in the area of third-party liability. There
are a lot of people in Michigan that have other insurance because
they are the products of divorces involving UAW people who have
a strong health plan as part of employment contracts. In this
respect there are a lot of people in this Nation that have other
insurance coverage but are on medicaid. We have identified 35
percent of our medicaid population as having other insurance. So,
this year we are collecting in cash, or sending bills back to insur-
ance companies to the tune of $46 million.

Senator Baucus. Are there any people in Michigan who com-
ﬁlain about fewer people going into extended care, I guess, nursing

omes, and so forth?

Mr. ALLEN. Yes.

Senator Baucus. What’s the complaint in Michigan?

Mr. ALLEN. Well, we hear periodically, in isolated instances, that
they are being kept in hospitals too long because they can’t find a
bed or that the bed is not close enough to their home, and so forth.
But it is not what I would call a loud outcry, it’s an episodic thing.

Senator Baucus. Is there any reason why other States couldn’t
achieve the same savinfs as Michigan?

Mr. ALLEN. Not at all.

But there has never been an impetus, you know, in either the
Federal or the State law to do this.

Senator Baucus. Do you have any idea as to how much more
savings Michiian could achieve if Congress were to allow the great-
er flexibility that f'ou request?

Mr. ALLEN. Well, that's our problem. We have been working so
hard at this issue, we are up against the wall. We are getting to
the marginal return and I am talkjérag now something less than 5
percent of my budget could be saved, if we had mo:e flexibility.
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This further savings would be primarily in the hospital area where
we would be able to get more for the dollar. Also perhaps in the
ambulatory prepaid system, though there are no big dollars left
there now.

Senator Baucus. What would it be in the hospital area?

Mr. ALLEN. Well, I would estimate possibly as much as next year
with our budget of $500 million, close to $25 million.

Sex;ator Baucus. And what would you do to reduce hospital
costs?

Mr. ALLEN. Well, I think we could go to a more stringent cost-
related formula so that we wouldn’t recognize excessive inflation-
ary expenses.

nator Baucus. Thank you very much.

Senator DURENBERGER. Thank you.

Senator Dole.

The CHAIRMAN. I have no questions, I was just interested—I was
wondering how we could save some money. If we can find some
better way than the cap, I'm certainly willing to listen. That is why
I asked if you had the list with you.

Mr. ALLEN. Yes, I do.

The CHAIRMAN. It is probably a big list.

I appreciate your testimony.

Senator DURENBERGER. Could I ask each of you just one question
that I've been asking at all of these hearings and that is on the
future role of Federal and State government in the provision of
health care to those who depend on some subsidy for their health
care. And the suggestion is being made that as we look at the
appropriate roles or functions of the various levels of government,
that it might be appropriate for the Federal Government to fi-
nance—fully finance health care, for example, both medicare and
medicaid and, in effect, at some point to arrange a swap with the
State, where we give them back what they used to have in educa-
tion, highways, and housing, and a variety of things, and take over
medicaid.

What is your opinion as to what might happen both to the issues
of access to quality care and the cost of care if we were to move in
that direction and, in effect, federalizing medicaid?

Mr. ReiLLY. Initiallf' it strikes me as a very attractive proposal. I
think that there would be some problems in sensitivity of adminis-
tration at the local level in a federalized health care program
because of distance and bigness and how hard it is to change the
computers in social security, and very practical reasons like that.

I think it would free up a ‘%ood deal of State money, depending
upon what maintenance of effort was required, in order for us to
operate at the local level in many of the traditional functions. I
think that in the long run it would probably better serve access
than going in the other direction of decentralizing the health care
to the States.

Senator DURENBERGER. Mr. Allen.

Mr. ALLEN. As might be expected when you have 49 States and
five territories involved in the issue you will get several opinions. I
have a feeling that the higher you escalate management of a
program like this, the more expensive it is going to be. If you make
the Government—the central government responsible for health

80-480 0 ~ 81 - 12
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care for the poor in Michigan, I know that your unit cost is going
to go up, because the people of Michigan currently have a very
stewardship oriented approach to administration of medicaid. It is
their money. It is their physicians; it is their community hospital.
So, they are interested in making sure that they get the most for
the dollar, the tax dollar that they contribute to the income of
those places.

On the other hand, remote management of a program by the
Federal Government is expensive. I think medicare is a classic
example of an expensive program that is just going to get more so
because of the very nature of its structure. There is a difference of
opinion on federalizing medicaid.

Senator DURENBERGER. But that is true insofar as government,
however, you define it, as making the decisions for people relative
to where they are going to get their health care and how it is going
to be paid for.

If the providers of health care and the consumers of health care
were making those decisions in some way, might we then look to a
federally financed system?

Mr. ALLEN. Possibly in a concept sense, but most of the people
who need health care that are poor, are disadvantaged, probably
mentally as well as physically, and I don’t think that they are
capable of making that kind of a reasonable choice.

Senator DURENBERGER. | hate to let it go at that, but I think it is
time.

Thank you both very much for coming.

Mr. ALLEN. Mr. Chairman, I have one more concern.

Senator DURENBERGER. Yes.

Mr. ALLEN. The issue is a rather parochial one. We are con-
cerned in Michigan with our high unemployment rate that the
Federal match of 50 percent just doesn’t realize our unemployment
situation. The current formula just doesn’t do it. And we are in
great difficulty because of it. There is a flaw in the 50 percent
formula.

Senator DURENBERGER. And quotas on Japanese cars aren't going
to help you either.

Mr. ALLEN. No, none of those things.

Senator DURENBERGER. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

The one thing that strikes me is the anomaly in placing a cap on
medicaid and not a cap on some other entitlement programs that
are going up at as great a rate perhaps than medicaid expendi-
tures, and what, in your view, is the reason why the Administra-
tion poses a cap on medicaid, but not, say, a cap on medicare?

Mr. ALLEN. Well, you know, I read an article in the Wall Street
Journal the other day and the lead line was, “We've got to do
something about this medicaid mess.” And, I think, like I said, my
comments earlier there is a preconceived idea that medicaid is a
mess. It is not cost effective, and I submit, and all of us medicaid
directors submit that that’s not true.

Senator Baucus. That it is more cost effective than, say, medi-

care?
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Mr. ALLEN. Oh, definitely. Definitel{. It gets more attention both
at the local scene and at the Federal level than medicare will ever

get.

Senator Baucus. So why do you suppose the administration puts
the cap on medicaid?

Mr. ALLEN. Because——

Senator Baucus. Because they don’t know that, or what is the
reason?

Mr. ALLEN [continuing]. It is somebody else's responsibility to
administer, that's why.

Mr. RemLLy. It may be lack of information. It may be the nature
of the beneficiary, either of those reasons, or both.

Senator Baucus. Thank you very much.

Senator DURENBERGER. Thank you for the question. And that
accents something we asked earlier in the hearing and that is for
your ideas on changes in medicare, and I hope that you can get as

much information in that area to us as possible.

* We thank you very much.

- Mr. RenLy. Mr. Durenberger, I would also like to submit for the
record a statement by Tom Russo, our medicaid director in New
Jersey, if that would be permitted?

Senator DURENBERGER. That is fine. We will accept that as part
of the record and appreciate it very much.

[The statements of Mr. Reilly, Allen, and Russo follow:]

STATEMENT BY THoMas M. Russo

SUMMARY GF PRINCIPAL POINTS
The Medicaid poor and needy require a program of full benefits for health care

rvices.
The State of New Jersey is unable to provide full Mediceid benefits with the
administration’s proposed drastic spending reductions.

Many Medicaid persons will be seriously hurt and will face life threatening
situations with the proposed Federal reductions.

A less severe and traumatic Medicaid reduction procgram should be followed by
the Federal administration and legislature.

The “cry of the poor” must be heard and heeded for the ultimate benefit of the
nation.

Mr. Chairman and members of the Finance Committee of the United States
Senate, I am Thomas M. Russo, Director of the Medicaid program in the State of
New Jersey. Thank you for the opportunity to make this presentation concerni
the administration’s spending reduction proposals relative to the Title XIX Medicai

program. -
ntlemen, I am certain that you have heard the phrase and I quote “The Lord
hears the cry of the poor. Bl be the Lord.” In the context of the hearing today,
I might paraphrase that quote by saying ‘“The Lord hears the cry of the poor.
Blessed be those in the Congress who hear and heed this cry.”

As the Director of the Medicaid pronm in one of the big ten Medicaid States, I
know both personally and professionally of the tremendous need for and the good
that the Medicaid program does for the poor, the elderly, the disabled, the blind, the
needy and the children in the State of New Jersey. We all too often hear charges
concerning waste, inefficiency, and fraud and abuse in the Medicaid program, often
without ample supporting documentsation to categorically uphold such allegations.

We all too seldom, however, hear about the tremendous benefits derived by our
citizens because of the very existence of the Mediciad p . Very few people in
high places, except when there may be a crisis such as the one I truly believe we
are facing today, will or do recite the thousands of daily occurrences supported by
Medicaid funds for our poor and needy people whoee very lives and existence have
been saved because they received the operation that was required, beca they
were able to obtain the d?:rensive life sustaining drugs that are needed, use
they could obtain renal dialysi

ysis services regularly, because prosthetic and orthotic
devices and medical supplies were readily available to help them sustain them-
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selves. In short, because there is a Medicaid fp am and a caring government that
has recognized and provided for these needs for the millions of our citizens.

Many of these citizens, I might add, are the very ones who in the past have fought
America’s battle on foreign soil, who have provided the productive capacity that
helped to make America great and who have reared the generations of children who
are now making America’s basic decisions. The Congress cannot turn its back on
these people and on those who in future generations America must in large part
deﬁn , these of course being the children of the poor and the needy.

ere are those who say that the proposed reductions in funding for the Medicaid
q_x"‘ogram will not hurt those who are truly in need. This I can assure you is not true.

e needy will be hurt and in some cases will be hurt very badly, to the extent that
their very existence may be in er.

Based upon my current knowledge of the proposed Federal capping formula for
the Medicaid p: , the State of New Jersey will receive 2.86 percent of the wotal
national fun or the Medicaid program. If the figure of 17.2 billion dollars at the
national level for fiscal year 1982 is correct, this will mean that the State of New
Jersey will be provided with 492 million dollars to run its Medicaid program for
fiscal year 1982. That amount, standing alone, represents a potential loss of 37
million dollars in the amount of Federal money required to fund New Jersey's
Medicaid program with its current benefit packages and reimbursement levels.
Coupled with State-Federal matching funds, the reduction represents a potential
loss of 74 million dollars in fiscal year 1982 for medical services, pending possible
offsets from other programs that might affect Medicaid eligibility.

There are some areas in which a re-emphasized cost containment p can
save some of this money without materially affecting benefit packages. ﬁowever
gentlemen, I can assure you that those areas in an efficiently operated Medicaid
program, such as that exists in New Jersey, are very few without either reducing or
eliminating reimbursement to groviders or services to recipients. Even with
lute flexibility on the part of the State to operate its Medicaid program free from
any Federal restraints, it is absolutely impossible to realize within one fiscal year a
total saving equal to 74 million dollars without adversely affecting the health care
of the needy and the poor. Of necessity, some program must be sacrificed.

In this regard, there are no low priority services, nor are there optional services
in the eyes of those for whom a grevioustl){ available benefit has n curtailed,
withdrawn or is no longer available. To obtain such a benefit once it has been
eliminated, the Medicaid recipient must find the means to obtain that service from
an already meager subsistence allowance. Such choices only make the poor poorer
and the needy more needy.

I truly believe that the State of New Jerseéoand all the other states in this great
nation are as interested as is the Federal Government in economy and efficient
operation and in beating back the ravages of inflation. However, this should not be
accomplished at the expense of those most needy in our society. A total Federal cap
on expenditures at the State level should not be considered by the Congress at this
time. At the most, a partial Federal cap, possibly at one half of the current pro
level or as proposed by the National Governors' Association, should be considered
while at the same time giving the states the full flexibility that they need to
independently operate their Medicaid programs and to initiate their own cost con-
tainment prog,:'ams. Anything lees, in my opinion, will leave totally unmet the full
range of health caere services required by our needy J)eom .

Gentlemen, I could provide you with a litany and a list of those areas and items
that should not be touched by the proposed capping program and could provide you
with a si:tn:lo%ra;num&on of al&e.g;:;ives.h dowever, tamanti y ouf those lwho are ap-
pearing a 8 are provi such documentation. My simple purpose is
to urgg that you not turn your back on the poor and the needy or the handicapped
and on children by taking 