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LETTER OF TRANSMITTAL

TO THE MEMBERS OF THE BUDGET COMMITTEE:

Must Federal income assistance programs inevitably consume a
larger and larger share of America’s Gross National Product through
the remainder of this century? The brief answer is no.

In an effort to help answer this question, T requested the Con-
gressional Budget Office to prepare a study on behalf of the Senate
Budget Committee projecting growth of Federal income assistance
programs by the year 2000.

The CBO findings, presented in the following report, show that
runaway growth is not inevitable, and that with prudent management
Congress can provide assistance for citizens who need it without any
significant increase in the share of GNP devoted to income assistance
programs.

The message emerging from the study is clear: The doomsday
prophecy that growth in transfer payment programs will eat up
larger and larger chunks of GNP as we near the year 2000 is based
on the assumption—which T find highly unlikely—that the rate of
legislated increases in such programs in recent years will continue
unabated. In fact, the study suggests that the percent of GNP
absorbed in these programs will not significantly increase during the
next 25 years unless Congress adds new benefits or additional pro-
grams. As the study concludes, “continuation of the recent rapid
. growth in income assistance spending is not inevitable, but is rather a
matter of choice for the Congress and the Executive Branch.”

The challenge to the Budget Committee is to seek efficiencies lead-
ing to possible savings in present programs and carefully scrutinize
suggested additions to them. Through this study and others, we are
making a beginning toward adjusting Federal programs to meet our
needs and financial eapacities.

As members of the Budget Committee, we must allocate our scarce
Federal dollars so that the real needs of our people are met at the
lowest sound cost. We must strive to assure that growth in Federal
programs occurs only where a need consistent with our fiscsl capacity
18 clearly demonstrated and that the maximum savings are achieved
in present and proposed programs.

In keeping with CBO’s mandate to provide nonpartisan analysis of
policy options, the report contains no recommendations. This paper
was prepared by John J. Korbel, with the assistance of Alan G. Fein,
Marc P. Freiman, and Robert D. Reischauer, and under the direction
of C. William Fischer.

Epmunp S. Muskig,
Chairman,
Senate Commattee on the Budget.
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SUMMARY

In the past two decades, spending on Federal income assistance
programs, such as social security, unemployment insurance, medicare,
and food stamps, has grown rapidly. While spending on such programs
amounted to 3.4 percent of the gross national product (GNP) in fiscal
year 1955, by fiscal year 1975 this figure had risen to 9.3 percent.

There is concern that the growth of spending on income assistance
programs might continue at the rapid pace of the past 20 years. If
recent growth rates are projected into the future, income assistance
costs by the year 2000 would amount to about a third of GNP.

This outcome, however, is not inevitable; ‘built-in”’ demographic
and programmatic forces do not require that program costs grow sig-
nificantly relative to the size of the economy. 1f no new programs were
added, spending for income assistance would increase only marginally
by the year 2000—to about 10 percent of GNP. This basic conclusion
holds whether future benefit levels and eligibility requirements are
assumed to be governed by current law (1), to be adjusted to reflect
increases in the cost of living (2), or to be escalated to keep pace with
the expected growth of incomes (3). (See below.) ‘

Conclusive evidence of the cost of assistance programs in the year
2000 is not provided either by projecting past trends or by estimating
the costs of current programs under future economic and demographic
conditions. However, these different projection methods do illustrate
that continuation of the recent rapid growth in income assistance
spending is not inevitable, but rather is @ matter of choice for the Con-
gress and the executive branch.

Year 2000
Fiscal year— Ad-
e justed
1955 1975 for cost Adjusted
(ac- (esti- Recent Current of for
tual) mated) trend law  living income

(D (2) (3)

Spending for major in-
come assistance pro-

grams o ____________ $26 %143 81, 220 $345 $342 $382
Spending as a percent of
GNP_ .. 3. 4 9.3 33. 4 9.4 0.4 10. 4

1 In hillions of 1975 dollars.






RECENT GROWTH IN FEDERAL INCOME ASSISTANCE
PROGRAMS

Since 1930 the United States has developed a wide array of Federal
income assistance programs, some of the largest and best known of
which are social security, unemployment insurance, medicare, medic-
aid, aid to families with dependent children (AFDC), and food

- stamps. Many of ihese programs are “entitlements;”’ that is, benefits
must be paid to any person meeting the eligibility requirements
est&b]ishe-é) in the laws. Some of the largest of these programs are
contributory; for example, employers and employees pay special taxes
that support the benefits paid to social security recipients and to those
temporarily unemployed. Other Federal income assistance programs
are not contributory, and are targeted primarily on the low-income
population. Some of these programs are supported by State and local
revenues as well as by Federal resources.

Over the past two decades, expenditures on the major Federal
income assistance programs have grown dramatically. While such
expenditures amounted to $26 billion in fiscal year 1955, it is estimated
they were $143 billion during fiscal year 1975.! This increase was more
than twice that of the economy as measured by the gross national
product (GNDP); thus these expenditures amounted to 3.4 percent of
GI;T P2 in fiscal year 1955 and 9.3 percent of the GNP in fiscal year
1975.

The relative growth of Federal, State, and local spending, which
expanded from 26 percent of the GNP in fiscal year 1955 to 32 percent
in fiscal year 1975, can be altributed almost entirely to the growth in
income assistance spending. Government spending exclusive of such
programs has remaimed almost constant, at about 23 percent of the
GNP.

Three factors have been responsible for the growth of this spending:
first, new programs have been created; second, for programs in
existence, benefit levels have been raised and eligibility requirements
lowered ; and, finally, the ranks of those eligible for these programs
have been augmented by population growth and a higher fraction of
those eligible have turned to these programs for assistance.

Of the 11 major Federal income assistance programs considered in
this paper, four were nonexistent in fiscal year 1955 and the remaining
seven were just beginning to expand their benefits and coverage
significantly. (See table 1.) The supplemental security income (SSI)

1 The %?llur figures throughout the paper are expressed in torms of 1975 dollars to make the magnitudes
comparable,

2 The sxpenditures cited in this paper are those under the following 11 mejor Federsl incomo assist-
anae programs: soclal security; rallroad retirement; civil service retirement; milltary retirement; unem-
ployment insurance; veterans benefits (compensation aud pensions); sng\ lemental security Income for
the sged, blind, and disabled; ald to [amilies with dependent children (A %C}; medleare; madicaid; and
fond stamps. state and local government spending on these pregrams {s ineluded, as are Federal outlays
for benefits and administrative costs. Some programs that cccaslonally are considered Incomo assistance
were excluded from this analysis. For further discussion of these programs and other methodological issucs,
sen appendix C, note 1,

(1)
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program, which replaced the federally aided assistance program for
the aged, blind, and disabled; medicare, which assists the aged and
disabled in meeting their medical costs; medicaid, which helps pay
for medical care for low-income persons; and the food stamp program,
which is intended to assist low-income families in securing an adequate
diet have all been created in the past 12 years.

Coverage and benefit levels have expanded in most of the programs,
Some disabled persons were added as beneficiaries to the social
security program in 1956; this coverage was expanded in 1960, 1965,
and 1967; military personnel were added in 1956; those over 72 with
no opportunity to earn benefits were made eligible in 1966. From 1955
to 1975, social security benefit levels were raised eight times. An
unusual 20 percent increase in benefits occurred in 1972 when a new
financing structure was enacted. Also, the 1972 law required benefit
levels to be adjusted periodically starting in 1974 to reflect increages
in the cost of living. In 1971 eligibility tests and benefit levels for the
food stamp program were made more generous and in 1974 benefits
were extended to those eligible in all parts of the Nation. Other
programs have been expanded in similar fashion.

Increased populations and higher participation rates have also
resulted in greater spending under some of these programs. For
example, the population over age 64—the general recipient population
for social security—grew by more than 50 percent during the past
20 years. Unemployment insurance costs have increased in large
part because the labor force has grown by more than one-third
since 1955 as children of the 1940’s “baby boom’’ entered the labor
force and as women increased their labor force participation. Under
the AFDC program, participation has risen dramatically from some-
thing under 50 percent of those eligible in the 1950’s t¢ close to 90
percent today.
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TABLE 1.—FEzxpenditures on Federal income assistance programs for
Siseal years 1856 and 1975}

[Constant 1975 dollars—in billions]

Fiscal year—

1955 1975
(actual) (estimate)

Social Security and Railroad Retirement._ _____________. 9.7 66. 7
Civil Service and Military Retirement.________________ 1.6 13. 2
Unemployment Ingurance... . _______.___ [ 3.8 g, 1
Medicare (Enaeted 1965) - . . o 14. 8

Subtotal: Contributory Programs. . ....___.___. 15. 1 103. 8
Veterans Benefits______ e 5.2 7.6
‘Supplemental Security Income * (Enacted 1974) . _______ 3.6 4.8
A¥DC___ o 1.4 9.7
Medicaid ¥ (Enacted 1965) ___ __ __ _______ . __.______ .3 12, 4
Food Stamps 3 (Enacted 1964) . __________.____ e .1 4.6

Subtotal: Noncontributory Programs____ _________ 10. 6 39.1

Total: All Programs. - .. .. ___._ 25.7 142. 9

1Includes State portions of medicaid and AFDC.

? Adjusted to a 5-percent rate of unemployment. The actual unemployment
insurance for fiscal year 1975 was estimated at $13.5 billion with a 7.4-percent
unemployment rate.

3 Includes aid to the aged, blind, and disabled; medical vendor payments;
and commeodity distribution.

Source: “Current Service Estimates for Fiscal Year 1977, OMB, November
10, 1975; “‘Social Security Bulletin,”” Fcbruary 1975; ‘“Trend Report,” HEW,
October 1972; and ““The Budget of The United States,”” 1957.






THE FUTURE: PROJECTING INCOME ASSISTANCE
PROGRAMS TO THE YEAR 2000

The dramatic growth of Federal income assistance programs has
generated widespread interest in the future levels of spending on these
programs. Will the recent rapid growth rates continue, accelerate, or
slow down? No one can answer this question with certainty, but it is
useful to project future program costs under various assumptions
about the major factors that influence such spending.

One of the several ways in which future costs can be estimated is
simply to project the experience of the recent past; that is, to project
the 1955 to 1975 growth 1n spending into the future. Since the expected
increases in the eligible population under current statutes are not
likely to produce a similar expansion, this method implicitly assumes
that future legislation will create new programs and expand existing
ones. New proposals that have received serious consideration in the
Congress include comprehensive welfare reform, health insurance, and
housing allowances, to name but a few. Of course, proposals also are
being considered to limit benefits and improve the eﬁll)ciency of existing
programs; this would dampen the growth of spending for income assist-
ance programs,

Another way to estimate the future costs of Federal income assist-
ance programs utilizes more explicit assumptions. This method starts
with estimates of the size, income distribution, and age structure of
the U.S. population in the future; stipulates assumptions about prices,
wages, unemployment and growth of GNF; and. calculates the cost to
apply current Federal income assistance programs to that population
under different assumptions concerning benefit levels.

Prosecting Past RateEs or GROWTH

Extrapolating the 1955 to 1975 trends to the year 2000 involves
increasing the expenditures for income assistance programs by about
9 percent per year over and above the rate of inflation. Using this
growth rate to project 25 years into the future implies income assist-
ance expenditures of $1.2 trillion in 1975 dollars; relative to the size
of the economy, Federal income assistance outlays would rise to
approximately 33 percent of GNP in the year 2000 from the current
level of 9.3 percent and the 1955 level of 3.4 percent. (See table 2.)

(6)
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TABLE 2.—Ezxpenditures on Federal income assistance programs
Jor fiscal years 1955 and 1975, and alternative projections *

[Constant 1975 dollars—in billions]

Year 2000
Fiseal year— ’ Ad-
e justed Ad-
1975 for cost justed
1955 (esti- Recent Cur- of liv- for
(actual) mate) trend? rentlaw ing income

(D 2 (3)

Total cost- . __._ 25,7 142,9 1,220.1 3451 341.8 381. 6
Contributory pro- ]
Broams__ __ ... ____ 15. 1 103. 8 886.3 307.8 293.5 297, 4
Noncontributory

programs_ __.____. 10. 6 39.1 333.8 37. 8 48,3 - 84. 2

Total cost ag percent of - . v C v
GNP __ . 3.4 9.3 33. 4 9.4 9.4 10, 4

1 ExFenditure figures include State and local government portion of medicaid
and AFDC. GNP and unemployment insurance have been adjusted to the levels
that would exist under a 5-percent unemployment rate. -

2 The 1955 to 1975 growth rate was applied to total costs. The contributory and
nonconiributory shares of total costs were assumed to be the same as in 1975,

3 GNP figures for fiscal years 1955, 1975, and 2000 are $755 billion, $1,529 billion,
and $3,653 billion, respectively. For further explanation, see appendix C, note 2.

Source: Same as table 1 and appendix B.

The basic assumptions underlying this approach are important. The
same types of forces that were responsible for the recent growth in
Federal income assistance programs would have to continue, although
it 1s impossible for their relative importance to remain the same. For
example, participation rates can be expected to rise in some programs.
But in others, such as AFDC, participation is already approaching the
total eligible population, so an increase like that of the previous 20
vears would not be possible. Similarly, accepted population projec-
tions indicate that the retirement age population will not expand as
rapidly as it has during the last 20 years. In addition, the labor force—
the population potentially eligible for the unemployment insurance
programs—is expected to expand at a slower pace than in the recent
Fast. Clearly, this approach implies enactment of significant additional
legislation for new and broadened programs if expenditures were to
rise as rapidly as in the past 20 years.

Prosecting THE Cost or CUrRRENT PROGRAMS IN THE YEAR 200032

The second approach is based on specific population, economic, and
cost projections. The numbers of families and individuals who would be
eligible for the various income assistance programs in the year 2000
were estimated from a detailed Bureau of the Census population

3 This stady does not make projections bayond the year 2000, For & comment about trends beyond that
date, ses appendix C, note 3.
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sample, projected into the future using the mid-range of the Bureau
of Census’ long-range population and household projections.*

For some programs where eligibility is not determined by income—
social security, military and civil service retirement, and veterans bene-
fits—actuarial cost estimates of the executive branch for the year 2000
were distributed to the population projected for that year. Executive
branch actuarial projections were also used for medicare cost esti-
mates and provided the basis for the medicaid cost estimates.” Separate
estimates for unemployment insurance benefits were based on an
assunlled 5 percent unemployment rate in the year 2000 population
sample.?

Since a number of the assistance programs use income in determining
benefit levels, incomes in the year 2000 were calculated, taking into
account future growth in wages and in benefits such as social security
and military and civil service retirement. To make these adjustments,
it was assumed that per capita income would grow at a rate of about
7.6 percent per year and that prices would rise at 5 percent per year.”
Using these population, economic, and cost projections, benefits were
calculated for AFDC, SSI, and the food stamp programs, assuming
significantly increased participation rates.

Caleculation of the cost of providing existing programs in the year
2000 were made under three specific assumptions (cases) about growth
in program benefit levels.® The cases are as follows:

1. CURRENT LAW

This case assumed there would be ne change in current law. Benefit
and eligibility schedules were adjusted for changes in the cost of living,
where required by current law, Where current law does not provide
for such indexing, such as in the AFDC and veterans programs, the
benefit levels were assumed to remain fixed for the next 25 years.
This case also retained all existing legislative provisions in social
seeurity and the military and eivil service retirement programs.
Among these were social security ‘“‘coupling,” which results from
applying the cost-of-living adjustment to the wage replacement
formula for those still working, even though their after-retirement
benefits have already risen with their wages. This feature increases
retirement benefits for those still working at a rate greater than the
actunl rise in the cost of living. Also retained was the 1 percent “add-
on” in military and civil service retiremeni, which is the additional
adjustment in benefits that is provided every time there is a cost-of-
living adjustment. This “add-on” was infended to compensate for
the fnct that cost-of-living adjustments are made after the inflation
has been experienced, not as it is oceurring. Like “coupling,” however,
it overcompensates for inflation.

¢ For further explanation, see a{)ﬁendlx, C, note 4,

8 For a detailed explanation of tho procedure lollowed, see Technlcal Appendix A on file at the Congres-
sional Budget Office.

¢ A 3-percent unemployment rate was asstmed because the 1673 C P8 was the most recent avallable popula-
tion sample with a relatively low rate of unemployment. This does not represent a judgment that 5 percent
is cither a likely or 8 desirable rate of unemployment.

T The 5 percent inflation rate reflects the slgnificantly higher rates experlenced In the 1970°s and the 7.6
percent increase in per capita income in consistent with the rate {n the 1055 to 1975 time period.

8 See appendix A for the deseription of specific program assurnptions.
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2. ADJUSTED FOR COST OF LIVING

This case assumed benefits and eligibility in all programs would be
increased to compensate for inflation. It was assumed that as inflation
erodes the purchasing power of existing benefits, legislative actions
would be taken to raise benefit levels. It was also assumed that legis-
lation would be passed to eliminate the social security ‘‘coupling”
and the retirement ‘“‘add-on” to eliminate the overcompensation
provided in the current laws.

3. BENETITS HELD CONSTANT RELATIVE TO PER CAPITA INCOME

In this case, benefit and eligibility schedules for all programs
werc adjusted for both price inflation and real wage increases, so that
the ratio between benefits and per capita income in the year 2000
would be the same as the current ratio.® This assumed that the
Nation’s conception of who is needy is relative, and that legislative
changes would increase the level of benefits at the same pace as
incomes. This case also assumed 1'(=pea1 of the social security ‘“cou-
pling” and the retirement “add-on.”

#1n all three cases, benefits for social 3ecurity and other Government rvetirement programs arc increased
o5 & result of both price and real waoge increnses for persons not, yot rettred. Howover, for persons already
retired, bhonefits are inereased only for prico changes in ease 3. Svo footnote 10,



RESULTING ESTIMATES

Under either basic approach, expenditures on Federal income assist-
ance programs were projected to grow substantially by the year 2000.
(See table 2.) However, costs estimated by extrapolating from past
trends are three and one-half times as large as those estimated on the
basis of detailed demographic and economic projections. Relative to
the size of the economy, spending on Federalpincome agsistance pro-
grams would increase only slightly over fiscal year 1975—from 9.3
percent to 9.4 or 10.4 percent of GNP—according to the projections
based on the cost of maintaining current programs; this is true even
assumning benefit levels rise at about the same pace as incomes, as in
case 3. On the other hand, the projections based on & continuation of
past trends call for spending on income assistance programs amounting
to about a third of GNP by the year 2000.

Although the three program assumption cases represent significantly
different future benefit and eligibility levels, the overall magnitudes
of their costs aro not dramatically different because of offsetting
changes. For example, between cases 1 and 2, s $19 billion reduction
in retirement program costs is caused by eliminating “coupling’”’ and
the “‘add-on,” but this is cancelled in part by the rises in unemploy-
ment insurance and in the cost of programs primarily for low-income
persons. (See appendix B for a program-by-program breakdown of
costs and other characteristics.) The latter increases result from
making adjustments for cost-of-living increases in the programs where
these adjustments are not made under current law.

The substantial change between cases 2 and 3 is due to increasing
benefits to mateh increases in real wages, in addition to the cost of
living. Since benefit and eligibility schedules in case 3 are adjusted
to reflect both cost of living and real wage gains, more families tend
to be eligible and participating in assistance programs, and at generally
higher benefit levels than in case 2.1°

CHANGES IN THE RELATIVE Size oF CONTRIBUTORY AND
NoONCONTRIBUTORY PROGRAMS

In fiscal year 1975, contributory programs—social security and
railroad retirement, civil service and military retirement, unemploy-
ment insurance and medicare—represented 73 percent of the total
cost of Federal income assistance programs. When contributory pro-
gram costs are estimated using the detailed demographic and economic
projections, they represent between 78 and 89 percent of total income
assistance expenditures in the year 2000, Generally, the share of the
total devoted to programs aimed primarily for the low-income popu-
1ai,tion diminishes under this projection method. This is illustrated in
chart 1.

19 Tn case 3, if rotirernent program benedits for thoso already ratived are indexed for real wages as well as
cost of llving, thon total retirement costs eould increase by as rnuch as $38 billion. Under those condltlons,
year 2000 income asslstanes costs would riso to 11.5 percent of the gross national product. Howaever, this rise
in retirement program costs would bo partially offset by a decrease In other program costs,

(9
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Program INTERACTIONS

In the case of some Federal income assistance programs, the income
received from other programs is considered when determining benefits.
Such interaction occurs in eligibility and benefit determination for
such programs as SSI, AFDC, and food stamps.

While the trend method of projecting costs does not permit isola ting
these impacts, the other approach does take them into account.
Indeed, program interaction explains part of the cost difference
between the various cases presented using this approach. In other
words, the differences in program costs under the three assumptions
" cannot be accounted for by price and income adjustments alone.

The food stamp program provides an example of how such inter-
actions work. Between case 1 and case 2, food stamp caseloads in-
creased slightly, but total costs actually declined by 21 percent.
Since the assumptions regarding the food stamp program were identical
for these two cases, another factor—specifically the treatment of
other forms of assistance—caused this decline. In case 1, AFDC
eligibility and benefit schedules were not adjusted for cost-of-living
increases. In case 2, where they were adjusted, AFDC caseloads and
benefit levels rose substantially. The net effect of this change in the
AFDC program was to reduce food stamp benefits while increasing
participation only slightly. That is, because AFDC income is con-
sidered in determining food stamp eligibility and benefit levels, an
increase in AFDC bhenefits will decrease food stamp benecfits for
AFDC recipients. On the other hand, from case 1 to case 2, the
removal of social security ‘‘coupling” and the retirement “add-on”
tended to reducc incomes for beneficiaries of those programs so that
their food stamp benefits rose. On balance, however, the AFDC
changes outweighed the effects of the retirement programs, and
produced an overall decline in food stamp costs.

Otuer OUuTCcOMES

. The detailed nature of the method using demographic and economic
projections allowed the effects of many basie assumptions to beisolated.
Some of the more important are:

—If participation in all programs increases from the assumed
levels to 100 percent, then total costs in the year 2000 would
rise by roughly 1 to 2.5 percent; $3.5 billion, $4.6 billion,
and $9.8 billion for cases 1, 2, and 3, respectively.

—Social security and railroad retirement costs in the year 2000
declined by 7 percent when the ‘“‘coupling’”’ provision was
eliminated.

—Civil service and military retirement cosis declined by 11
Eercent when the 1 percent “add-on’” was removed.

——Supplemental security income increased dramatically when
eligibility and benefit levels were adjusted for increases in
per capita income (case 3), because a high proportion of the
aged have low incomes.

—AFDC costs would more than triple if a cost-of-living adjust-
ment, not present under current law, were added.



12

—Because the projected rates of inflation for hospital costs are
higher than those assumed for either the general price level or
wage increases, medicare costs were projected to rise rapidly
from 1975 to the year 2000.

—Medicaid costs were projected to increase rapidly for the sames
reason as medicare costs But, in-addition, program interaction
raised caseloads, increasing costs in all three cases.

—Increases in real income and in benefit levels from other assist-
ance programs tend to dampen the increases in food stemp
costs. -



CONCLUSION

The future cost of Faderal income assistance programs depends upon
two important factors; first, the course of future legislative action
and, second, future economic and demographic conditions. The pro-
jection that extrapolates past trends is dependent primarily upon
assumed future legislative action at a rate at least as rapid as that of
the last 20 years. On the other hand, the projection of the future cost
of current programs is influenced primarily by economic and demo-
graphic conditions. :

No one can project with certainty the future course of spending on
Federal income assistance programs. The projections that have been
presented indicate that there is a wide range of estimates of what the
future costs could be of this most dynamic of all sectors of Government
spending. If past trends continue, an amount equivalent to about a
third of GNP will be devoted to such programs. On the other hand, if
current programs are maintained and their benefits adjusted to com-
pensate for rises in the cost of living, the cost of these programs will
amount to about 10 percent of the GNP.

These projections are not conclusive as to what actual spending for
the programs will be by the year 2000. However, they do highlight the
importance of future {egislative and budgetary decisions. They also
show the need for careful analysis of the economic, population, and
program assumptions on which projections are based. Most impor-
tantly, these contrasting projections indicate that rapid growth of
income assistance spending is not inevitable, but rather a matter of
choice for the Congress and the executive branch.

(13)
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Appendix A

ASSUMPTIONS ABOUT COST OF LIVING AND REAL INCOME ADJUSTMENTS FOR EACH PROJECTION CASE,
BY GOVERNMENT PROGRAM

Program

Current law

1

Adjusted for cost of living
@)

Adjusted for income

Social Security and Railroad
Retirement.

Benefits doubly indexed for cost
of living. Situation known as
“coupling.” See text for expla-
nation.

Benefits indexed for cost of
living. Benefits formula “de-
coupled.”

Civil Service and Military Re-
tirement. c

Benefits indexed for cost of
living plus 1 percent. Situation
known as 1 percent “add-on.”
See text for further explanation.

Benefits indexed for cost of
living. One percent ‘‘add-on”
eliminated.

Unemployment Insuranee.

In some States, indexed for cost
of living and real wages (because
maximum benefit is a function
of average State wage). In other
States, benefits not indexed.

In some States, indexed for cost
of living plus real income (be-
cause maximum benefit is a func-
tion of average State wage). In
other States, benefits indexed

| for cost of living.

3

Benefits indexed for cost of
living. Benefits formula ‘de-
coupled.” .
Benefits indexed for cost of
living. One percent ‘add-on"
eliminated.

Benefits indexed for cost of

living and real incomes in all
States.

Veterans Benefits.

Benefits not indexed in law.

Benefits
living,.

indexed for cost of

Benefits indexed for cost of

living and real income.

.Medicare,

Benefits indexed for projected
increases in factor costs and
| services provided.

Same as case 1.

Same as case 1.



Medicaid.

Same as medicare.

Same as medicare.

Same as medicare.

Supplemental Security Income.

Federal benefits indexed for

Benefits indexed for cost of |

Benefits indexed for cost of living

cost of living. State benefits as- | living. and real wages.
Participation Rate: 90 per- sumed to disappear by year
cent. 2000.
Aid to Families with Dependent | Benefits not indexed in law. Benefits indexed for cost of | Benefits indexed for cost of living
Children (AFDC). living. and real income.
Participation Rate: 90 percent.
AFDC-Unemployed Fathers. Same as AFDC. Same as A¥DC. Sameas AFDC.
Participation Rate: 50 percent.
Food Stamps. Benefits indexed for ecost of | Benefits indexed for cost of | Benefits indexed for eost of living
living. living. and real income.
Participation Rate: *
Non-Public Assistance. 48 percent 48 percent 46 percent
Public Assistance. 93 percent 84 percent 70 percent

* Nore: Demographic changes in conjunction with participation
rates which differ by benefit level and family size result in different

participation rates for each of the program cases,

¢
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[Constant 1975 dolars—in billions]

Appendix B
CASELOADS AND COSTS OF FEDERAL INCOME ASSISTANCE PROGRAMS

Year 2000
Fiscal year Case 1—Current law Case 2—Adjusted for cost Case 3—Adjusted for income
19751 of living ‘
Costs Costs Costs Costs
as Family as Family as Family as
percent caseload percent  caseload percent caseload percent
of (thou- of (thou- of (thou- of
Costs 2 GNP3 sands) Costs? GNP3 sands) Costs® GNP? sands) Costs? GNP?
Social Security and Railroad
Retirement._.____________ 66. 7 4, 4 31, 411 178. 9 4.9 31, 411 166. 2 4.5 31, 411 166. 2 45
Civil Service and Military
Retirement_______________ 132 0.9 3, 642 53. 5 1.5 3, 642 47.5 1.3 3, 642 47.5 1.3
Unemployment Insurance____ 49.1 0.6 5, 415 11. 7 0.3 5, 415 16. 0 0. 4 5, 415 19. 9 0.5
Medicare—Part A___________ 10.6 0.7 %33 180 48. 6 1.3 533, 180 48. 6 1.3 533,180 48. 6 1.3
Part B.__________ 4.2 0.3 533,273 15. 2 0.4 533 273 15. 2 0.4 %33,273 15.2 0.4
Subtotal: Contribu-
tory programs._ _____ 103. 8 6.8 ______ . ... 307. 9 8.4 . __ 293. 5 7.9 . 297. 4 8.0




Veterans Benefits_ - _______ 7.6 0.5 3, 604 16 £0.0 3, 604 5.3 0.1 3, 604 9.7 0.3
Supplemental Security In-

COME _ oo 4.8 0.3 1,405 1.9 0.1 1,614 2.0 0.1 4, 535 . 7.2 0.2
AFDC __ . ____ 9,7 0.6 3, 288 2.3 0.1 3, 815 8.8 0.2 4, 466 18. 7 0.5
Medicaid. .- _____._____ 12. 4 0.8 529 799 24.0 0.7 531,713 26. 3 0.7 3552 891 41. 5 1.1
Food Stamps.- . —_____.____ 4.6 0.3 §6,800 7.5 0.2 96,885 5.9 0.2 810, 814 7.1 0.2

Subtotal: Noncontri-
butory programs--..  39.1 2.6 ... 37.3 | D R 48.3 1.3 .. 84, 2 2.3
Total: All programs °._ 142. 9 9.3 (1) 345.1 9.4 19y  341.8 9.4 s 381.6 10. 4

1975.

! Caseloads not available on a comparable basis for fiscal year

¢ Includes administrative expenses.

8 GNP for fiscal year 1975 with 5
to be $1,529 billion; year 2000 GNE
be $3,653 billion. ‘ )

4 Adjusted to a 5-percent rate of unemployment. The actual
unemployment insurance for fiscal year 1975 was estimated at $13.5
billion with a 7.4-percent unemployment rate.

* Eligible persons.

6 Zero due to rounding,

ercent unemployed is estimated
in 1975 dollars is estimated to

" Includes commodity distribution.

8 Caseloads are average monthly households.

% Components may not sum to total due to rounding.

10 Cannot ‘be summed because of multiple program beneficiaries,

Souree: “Current Service Estimates for Fiscal Year 1977, OMB,
November 10, 1975; “Social Security Bulletin,” February 1975;
and Technical Appendix A, “Long Range Estimates of the Cosis and
Caseloads of the Major Income Assistance Programs,”’ Mathematica,
Ine., October 1975.

—
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Appendiz C

The following is a series of explanatory notes that support state-
ments within the text:

(1) The data for fiscal year 1955 include the predecessors of
some of the 11 major Federal income assistance programs—e.g.,
medical vendor payments, commodity distribution, and aid to
the aged, blind, and disabled. Excluded from consideration are
such Federal income assistance programs as housing subsidies,
social services, black lung benefits, child nutrition and higher
education, as well as the income assistance programs such as
general assistance and workers’ compensation that are supported
entirely by State and local funds. The former programs are
generally not entitlements. In the aggregate, expenditures on
the excluded programs grew at a slower rate than those of the
11 major prograns.

In fiscal year 1975, the unemployment insurance expenditures
and GNP were adjusted to levels that would be experienced at
a 5-percent unemployment rate. This was done to eliminate
changes that represented cyclical economic factors rather than
long-term trends.

(2) Fiscal year 1975 GNP with 5-percent unemployment was
estimated by assuming that a 1 percentage point change in the
unemployment rate would lead to a 3-percent change m GNP.
The estimated GNP for fiscal year 1975 with 7.4 percent un-
employment was $1,426 billion.

The year 2000 GNP was obtained by assuming that the
relationship between pretax/preincome assistance income and
the GNP does not change between the 1973 current population
survey (CPS) base year and the year 2000, Adjusted for inflation,
this results in about a 3.5-percent annual growth in GNP {rom
1975 to 2000.

(3) Althongh the margin for error increases considerably for
projections beyond the year 2000, curront population projections
indicate that basic demographic changes will occur in the 21st
century. This will result in significant increases in program costs.

It is possible, however, to outline the directions m program
costs produced by these changes. During this period, babies
of the post-war boom in pepulation will reach retirement age.
As a result, recipients and costs of the various retirement pro-
grams are expected to increase substantially. Also, increases in
the aged population and a continued rapid rise in hospital costs
could leac{) to further expansion of medical assistance programs.

(4) The projections used were Populution Series IT and House-
hold Series B (mid-range projections). The sample was the
current, population survey (CPS) for 1973, which provided basic
detailed population data. Alternative demographic and economic
assurnptions would result in different estimates of future program
costs.

A complete explanation of the procedure followed by Mathe-
matice, Inc., the primary contractor, is available in Technical
Appendix A on file at the Congressional Budget Office.
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