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MESSAGE OF THE 
SECRETARY GENERAL 



The ICSS Secretariat General, as instructed by Mr. Genaro Borrego Estrada, 
President of the Inter- American Social Security Conference (ICSS), is continuing 
the 1994 Editorial Program. This program involves publishing monographs that 
describe the important work and development of functions leading to the achieve-
ment of proposed goals by the social security programs of the ICSS 
member countries. 

This bilingual monograph responds to the demands made by social 
security institutions in the Americas to have access to an extensive biblio-
graphy that documents their work, the goals that have been achieved and, 
at the same time, enriches their knowledge. 

It is for this reason the U.S. Social Security monograph of United States of 
America, based on documents compiled and selected by Mrs. María del 
Carmen Alvarez García, from the Secretariat General of the ICSS, will help 
meet the interests expressed by the member institutions regarding social 
security advances in the United States of America. 

The ICSS Secretariat General expresses their gratitude to the Social Secu-
rity Admistration, the Health Care Financing (HCFA), and especially, Mr. 
John Dyer, and the International Policy Staff, for their contributions that 
made possible the publication of a monograph that describes the historical 
development as well as the current state of social security in the United 
States. 

MR. ROBERTO RIOS FERRER 
Secretary General 

of the Inter-American 
Social Security Conference 
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CHAPTER I 

AN OVERVIEW OF AMERICAN 
SOCIAL SECURITY, 1935-1985. 
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The development of the welfare state has been a major social trend of the 
twentieth century.0)  By 1900, European governments increasingly assumed 
responsibilities for social welfare functions that had been largely performed 
by the family in agrarian societies. The United States was a latecomer to the 
family of welfare states. Not until the advent of Franklin D. Roosevelt and his 
New Deal did the federal government enter upon this sphere in any significant 
way. The passage of the Social Security Act in 1935 launched the American 
federal welfare state 12) 

But the establishment of the American welfare state was not really a sudden 
development; it came after three decades of intense discussion and deliberation 
over the forms social welfare should take in the United States. Many relevant 
ideas and practices were borrowed from European experience, beginning in 
the latter nineteenth century. Others emanated from social reformers in the 
Progressive Era. Others were more limited, and affected specific problems 
that had arisen in an industrial economy, which seemed to call for pragmatic 
responses. Moreover reformers differed among themselves as to whether social 
welfare was to be primarily administered by the state, or whether voluntary 
associations were to play an important role in its implementation. Deliberations 
concerned issues such as workmen's compensation, health insurance, mothers' 
pensions, public health, aid to the disabled, public assistance, unemployment 
insurance, and old-age pensions. Each had its advocates and critics who in the 
years before 1935 were engaged in lively debate. 

European social welfare legislation aroused interest in the United States 
as it became caught up in the industrialization process. In 1893 the U.S. 
Commissioner of Labor published a detailed analysis of the German social 
insurance system which Chancellor Otto von Bismarck had established in the 
1880s . (3)  In 1899 the New York State Bureau of Labor Statistics conducted 
its own independent examination of the German social welfare program (4)  
In 1911 the U.S. Commissioner of Labor published a comprehensive survey 
of European social insurance with detailed descriptions for individual countries (5) 
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Meanwhile, Progressive reformers were seeking greater public awareness 
of the need for governmental social welfare. Among them John B. Andrews 
was preeminent. In 1906 a nonprofessional economist, Andrews founded 
American Association for Labor Legislation (AALL) with the help of some 
of the leading economists and social workers of his day. The Progressive 
version of a latter-day think tank, the AALI, for more than two decades 
spearheaded the organized social insurance movement in America. Including 
prominent social scientists like John R.Commons, Jeremiah Jenks, Richard T. 
Ely, and Henry Seager, the organization provided consultants for voluntary 
groups as well as govemment agencies, drafted legislation for scores of city 
govemments and state legislatures, and publicized the growth of social welfare 
legislation through lectures and reports. Like many Progressive reformers, the 
men and women in the AALL tended to be pragmatists rather than ideologues, 
hoping to improve the efficiency of American society by providing expert 
advice in the realm of social welfare and social engineering. (6)  

In addition to Andrews, Isaac Rubinow became one of the significant pioneers 
of the American social welfare movement. Borra in Russia, Rubinow carne to 
the United States as a youth and eamed a medical degree from New York 
University in 1898. But he soon abandoned medicine to become one of the 
nation's leading actuaries. Before and atter eaming his Ph. D. in economics 
at Columbia University he published a series of monumental studies of social 
insurance policies in Europe and America. Meanwhile, he held major positions 
with various federal agencies as well as with private insurance companies. 
Unlike Andrews, who tended to favor voluntary social services, Rubinow was 
a strong advocate of government sponsored social programs. (7)  

Rubinow and Andrews often collaborated with John R. Commons, a leading 
economist and specialist in labor relations at the University of Wisconsin. 
Commons developed what came to be known nas the Wisconsin Idea, whereby 
academie experts provided advice for politicians and public servants in the 
formulation of political, economic, and social policies. In particular, he 
believed that administrative commissions staffed by experts could provide 
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solutions to many of the human problems wrought by industrialization. With 
his special interest in labor relations, Commons became an early supporter of 
workmen's compensation programs and wrote extensively on the subject while 
acting as an expert consultant in the field. (8) 

The Wisconsin Idea hal national reverberations. President Theodore Roosevelt 
was particularly concemed with the impact of industrialism on America's next 
generation and used his office to focus attention on the plight of dependent 
children. In 1909 he called the first White House Conference on Children 
to which many leading family and child specialists were invited. The 
conference dramatized the plight of poor, homeless, and abandoned youth and 
made concrete recommendations for some forms of government assistance. 
Although Congress itself took no action, the Conference gave impetus to a 
mothers' pension movement in the ensuing decade as cities and states 
developed scores of programs to provide some aid to single-head families and 
abandoned children. (9)  

If the First World War slowed the momentum of the movement for social 
welfare, it received a decided forward thrust from new leaders who emerged 
in the 1920s. One of these was Abraham Epstein, an emigre from Russia 
in 1910, who became one of the nation's most prolific writers on social welfare 
programs, particularly old-age insurance. His many books and articles were 
widely read, while he also served as a consultant to labor unions and government 
agencies at the state and federal level . 	In an academic setting, Paul 
H.Douglas of the University of Chicago, an economist, was a pioneer in the 
establishment of the field of welfare economics, with books and articles that 
enjoyed widespread respect during these years. His works clarified the options 
open to policymakers in the United States and helped to crystallize an emerging 
consensus on the need for some forms of social welfare . (") Such a consensus 
was also furthered by Professor Eveline Burns of Columbia University. An 
emigre from England in 1926, she became one of the most prolific writers on 
old-age and social insurance in succeeding years. (12) 
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By the time of the Great Depression, therefore, the goals as well as the 
implementation of social welfare proposals had been discussed for more than 
three decades. The debate had resulted in an extensive literature on the subject 
and had seen the emergence of acknowledged experts in the field. Before the 
advent of the New Deal, most social workers were aware of this movement - 
prominent individuals like Harry Hopkins or New York State Labor 
Cornmissioner Frances Perkins- while the general public had remained less 
concerned. (") 

But the Great Depression changed all that as economic crisis catapulted the 
issue of social welfare into the mainstream of American politics. A succession 
of popular political leaders now embraced the cause of social welfare as their 
principal program. Most important was the U.S. senator from Louisiana, Huey 
P. Long, an aspirant to the presidency , who founded his Share-the-Wealth 
movement in 1934. Within a year he enrolled five million members. Before 
his assassination in 1935 he advocated a wide range of government sponsored 
welfare programs including old-age pensions, health cate, education, unemployment 
insurance, and public relief. After his death many of his supporters joined the 
Old Age Revolving Pension Fund movement founded by Francis Townsend, 
a retired Long Beach, California, doctor Townsend advocated two hundred 
dollar a month federal pensions for all individuals over sixty and effectively 
focused the nation's attention on the plight of the elderly. In fact, more than 
any single individual, he brought the issue into the forthcoming presidential 
election of 1936 (14)  

It was within this context that President Roosevelt decided to preempt and 
forestall his critics by supporting a comprehensive social welfare program of 
his own. To achieve this goal he appointed a Committee on Economic Security, 
chaired by his Secretary of Labor, Frances Perkins, and influenced by Harry 
Hopkins, an expert assistant to the president on social welfare policies. The 
committee considered not only the experience of other countries, but also that 
accumulated in the United States. Moreover, the committee members considered 
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the political and constitutional context of the day, for they were wary of a 
Supreme Court that had already invalidated important New Deal measures. 
The fruit of their deliberations was the Social Security Act of 1935 .05)  

II 

Prior to the election of Roosevelt and the coming of the New Deal in 1933 there 
had been only two social programs in the twentieth century with federal 
involvement. Beginning in 1920, the federal government provided grants to 
the states to cover half the cost of initiating and maintaining vocational 
rehabilitation programs." The Sheppard-Towner Act, in effect from 1921 to 
1929, provided grants to the states for maternal and child welfare through the 
agency of the U.S. Children's Bureau. '17) The first third of this century, 
however, did see the passage of some social programs at the state level. Most 
of the states had passed worlcmen's compensation laws by 1918. Prior to 
1935, thirty five of the forty-eight states provided noncontributory means-
tested pensions for the indigent old at 65 or 70, all but South Carolina had 
legislated mothers' pensions(18), and twenty-four states had pension programs 
for the needy blind. A few states had adopted unemployment insurance 
before the Social Security Act became law on August 14, 1935. 

The term social security is problematic. To most contemporary Americans it 
is immediately synonyrnous with govemment old-age pensions. Upon a little 
reflection most individuals will realize that it is also something more. It 
comprises all the programs we are taxed for by the FICA (Federal Insurance 
Contributory Act) deduction: old-age, survivors and dependents, and 
disability insurance plus Medicare. But this is really not a complete roll call 
of what social security originally encompassed, what was included in the 
eleven titles of the original act passed in 1935 and amended in 1939. 

The 1935 Act consisted of eleven titles introducing federal involvement into 
vine programs in which there had been some previous state involvement and 
one program which was totally new under the American sun: old-age insurance 
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(OAI). The Social Security Act was based on the Report of the Committee 
on Economic Security created by President Roosevelt on June 29, 1934. Its 
report was transmitted to Congress six and a half months later, on January 
17, 1935. The entire legislative process took another seven months and was 
signed into law by the president on August 14, 1935. That such a complex 
and innovative piece of legislation could have been put through in thirteen 
and a half months is a remarkable phenomenon. 

But it is explicable. The United States was in the midst of an extreme economic 
depression and in a state of social upheaval such as it had not been in since 
the Civil War. The states were bankrupt and unable to support their modest 
social programs. Radical prescriptions for impossible programs with large 
constituencies abounded. In stark contrast, the Committee on Economic 
Security was passionately pragmatic, ideologically committed to the superiority 
of social insurance over public assistance, and had the highest degree of 
support forro an enormously popular president. Rarely, if ever, has a president 
been so intimately involved with such a complex piece of legislation the way 
Roosevelt was with the Social Security Act. 

The thirty-two-page Social Security Act ", as stated in its Prologue, had as  
its intent 

to provide for the General welfare by establishing a s:vstem qf Federal old-age benefits, and 

by enabling the severa! States to make more adequate provision for aged persons, blind 

persons, ciependent and crippled children, maternal and child welfare, public health, and 

the admitzirtration qf their unemployment compensador, laws; to establish a Social Security 

Board; lo raise revenue; and for other purposes. 

Title I of the act provided grants to the States to pay half the cost of old-age 
assistance (OAA) "not counting so much of such expenditure with respect 
to any individual for any months as exceeds $30" (increased to $40 in 1939). 
It established the general conditions a state must adopt to be eligible for federal 
monies, how payment to the states was to be made, and how the program 
was to be administered. Minimal federal regulation was necessary to keep 
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the support of southem representatives. Even the provision that the states must 
provide sufficient assistance "compatible with decency and health" was 
removed from the House bill so as not to disturb the racial status quo in the 
South. Still, it was the least controversial and most popular of the major 
programs in the act. And that is why it was put first. 

Much more controversial than Old-Age Assistance was Old-Age Benefits, 
now called Old-Age Insurance (OAI), the subject of Title II. This title 
established how the system of contributory old age pensions was to operate. 
It specified a formula by which persons with lower earnings would receive a 
larger replacement of lost eamings than those with higher earnings. OAI 
provided for coverage of virtually all employees in industry and commerce, 
a bare majority of the labor force. No benefit could be higher than $85 a month. 

Nothing is said in Title II about the taxation of employers and employees to 
finance OAI. This is the subject of Title VIII. The reason for this separation 
was the enormous fear of the drafters of the bill that the Supreme Court would 
rule the program unconstitutional as it had so ruled a number of New Deal 
programs. The benefits part of the program was thought to be justified under 
the general welfare clause of the Constitution. And the federal govemment 
certainly had the right to tax. But it was thought safest to keep the two sides 
of the program separate. The same pattern characterizes the unemployment 
compensation program (Titles III and IX). 

OAI was not considered the most important of the severa' programs in the 
original act-unemployment insurance was; nor was it the larger of the two 
programs for the elderly -OAA was. But social insurance pensions for the aged 
aroused the strongest and most bitter opposition from some business groups, 
Republican congressmen, and conservatives generally. It was a direct challenge 
to the pervasive American belief that the federal govemment had no business 
being involved in such a scheme and that most individuals could and should 
provide for their own old age. In an unsuccessful attempt to strike out old-age 
insurance from the social security bill, Senator Daniel O. Hastings of Delaware 
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predicted that it might "end the progress of a great country and bring its people 
to the levet of the average European "(2°)  Congressman Daniel Reed of New 
York predicted "The lash of the dictator will be felt and 25 million American 
citizens will for the first time submit themselves to a fingerprint test" (21) 

That OAI, for which there was little understanding in the country and even less 
popular demand (22), was not stricken from the original act was a result of 
Roosevelt's determination to have the Social Security Act passed in its entirety. 
Roosevelt and the framers of the act had an intense commitment to the 
philosophy of social insurance and believed that contributory old-age pensions 
would eventually lessen the need for old-age assistance. 

The retirement age was set at 65 (60 was thought too expensive and 70 too 
old), payment of pensions was to begin in 1942 (changed to 1940 by the 
1939 Act), with total withdrawal from paid, covered employment a necessary 
condition for receipt of a pension (much liberalized over this half century). 
OAI was conceived of as insurance against a loss of eamings, not as an annuity. 

OAI was the only one of the various programs in the original act which was 
to be a wholly federal program. 123)  The actuaries who advised the Committee 
on Economic Security were unanimous in opposition to a state-by-state 
system. They successfully argued that the great mobility of the population 
would make it impossible to estimate the future age composition of the working 
population in each state, and such estimates would be necessary if there were 
to be a state-by-state system.(24)  

Title III provided for grants to the states for unemployment compensation 
administration. It also specified the provisions that must be present in the 
state law before a state could receive payment. These provisions were of a 
very general nature and the states had a great deal of freedom to develop their 
own laws. As with the previous OAI title, nothing was said about taxation. 
This was dealt with in Title IX. 
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There had been much controversy over the form that unemployment insurance 
was to take. Of the various proposals, the Wisconsin plan which gave the states 
the maximum role in administration was adopted. Roosevelt and the members 
of the Committee on Economic Security were strongly committed to this 
approach in opposition to those who favored a national system administered 
along unes similar to OAI. 

Title IV provided federal grants to the states for Aid to Dependent Children 
(ADC). It was to provide a federal contribution to what had previously been 
called mothers' pensions or widows' pensions or mothers' aid. If a state 
developed an approved plan, the secretary of the treasury would pay one third 
of the cost of the benefits up to a maximum monthly benefit of $18 for the 
first dependent child and $12 for subsequent dependent children. As in the 
law today, there are no federal guidelines as to the size of the benefits. A 
"dependent child" is defined to mean 

a child under the age of sixteen who has been deprived qf parental support or tare by reason 

of the death, continued absence from the home. or physical or mental incapacity of a parent, 

and who is living with his father. mother, grandfather, grandmother, brother, sister, stepfather, 

steptnother, stepbrother. stepsister. uncle, or aunt. in a place of residente maintained by one 

or more of such relatives as his or their own home. 

Many amendments have been made to ADC over the years. The age limit 
of dependent children has been increased. Various monetary disregards have 
been introduced to encourage working. In 1950 benefits were allowed to be 
paid the caretaker of the dependent child, thus becoming Aid to Families with 
Dependent Children (AFDC). In 1961 the states were given the option to 
provide benefits under certain conditions to intact families. Provisions for 
temporary emergency benefits were introduced in 1967. Many deliberalizations 
have been made in AFDC since 1981. 

Title V contained four different programs. The first program was a revival of 
the Sheppard-Towner Act, in effect form 1921 to 1929. It provided grants 
to the states for "promoting the health of mothers and children". The second 
provides grants to the states for ''locating crippled children, and for providing 
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medical, surgical, corrective, and other services and care, ... for children who 
are crippled or...[with] conditions which lead to crippling". The third provides 
grants for "the protection and care of homeless, dependent, and neglected 
children, and children in danger of becoming delinquent". These three programs 
were to be administered by the U.S. Children's Bureau and were to be 
operative "especially in rural areas and in areas suffering from severe economic 
distress". 

The fourth program was of a different sort. It provided modest grants to the 
states for extending and promoting the 1920 act to promote "vocational 
rehabilitation of persons disabled in industry or otherwise and their retum to 
civil employment". This program, aid to crippled children, and aid to the needy 
blind (Title X) were the only programs in the original act which dealt with aid 
to the disabled. 

Title VI provided for grants to be made by the surgeon general of the Public 
Health Service to assist the states in "establishing and maintaining adequate 
public-health services, including the training of personnel for... health work". 
The title also provided a modest appropriation of funds for the Public Health 
Service for the "investigation of disease and problems of sanitation". 

Title VII established a three-member Social Security Board to administer all 
of the programs provided for in the Social Security Act and to study and make 
recommendations as to the "most effective methods of providing economic 
security through social insurance,... [Including] old-age pensions, unemployment 
compensation, accident compensation, and related subjects". This last phrase 
gave the Social Security Board (from 1946, Social Security Administration) 
authority to study and create health insurance proposals, which it began to do 
after passage of the act. While health insurance was recommended by the 
Committee on Economic Security, there is not even an indirect reference to it 
in the original act because of the belief that such would doom the entire act. 
Title VIII specified the taxes to be paid for OAI (Title II), how they were to 
be paid, and who was to pay them. Employees and employers were both to 
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pay 1 percent of eamings up to a limit of $3,000 for the years 1937, 1938, 
and 1939. The tax on both employers and employees was then to increase 
in 'A percent intervals reaching 3 percent in 1949. Congress, however, 
continually refused to increase the tax and it remained at 1 percent until 1950 
when it rose to 1 Y2 percent. But the pattem of equal contributions from both 
employer and employee with no contributions from general revenues has 
continued to the present. Yet in 1944 the act was amended to allow 
appropriations from general revenues, but this was rescinded in 1950. 

The Committee on Economic Security had favored contributions from general 
revenues to OAI beginning about 1965, but President Roosevelt wanted a 
completely self-supporting system, and Congress concurred. In defense of 
his position, Roosevelt proclaimed: "We put those payroll contributions there 
so as to give the contributors of legal, moral, and political right to collect 
their pensions. With those taxes in there, no damn politician can ever scrap 
my Social Security Program" .(25) 

Two easily overlooked items in this title have had important consequences. 
First is the stipulation that the tax is not to be allowed as an income tax 
deduction to the taxpayer, a condition that has continued down to the present. 
Second is the provision that the commissioner of Intemal Revenue "shall make 
and publish rules and regulations for the enforcement of this title". Rulings 
in 1939 and 1941 declared benefits as gifts or gratuities from the govemment 
and, hence, not subject to the federal income tax. This was modified for upper 
income beneficiaries in 1983. 

Title IX was the taxation title for the administration of unemployment 
compensation. It provided for an excise tax on all employers of eight or more 
persons in the industrial and commercial sectors. 	The method used 
demonstrates how the federal government can use its power to tax to control 
the actions of the states. The federal govemment here taxed employer payrolis 
but permitted employers to use the tax as an offset against their payments to 
an approved state unemployment system. This method overcame three 
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problems in the creation of an unemployment system. First, it solved the 
problem of states without an unemployment system having an advantage over 
states with such systems; all employers in covered establishments had to pay 
the tax. Second, it compelled the states to establish an unemployment system 
because if they did not their taxes would go into the national treasury and be 
used for other purposes. And, third, the constitutionality of the device seemed 
secure; its use had been upheld by a unanimous decision of the Supreme Court 
in 1927 in Florida v. Mellon, a case involving a national inheritance tax for 
which individuals could use a state inheritance tax as an offset (26>  By 1937 
all of the states had passed approved unemployment insurance laws. 

The tax was established at 1 percent of covered payroll for 1936, 2 percent for 
1937, and 3 percent for 1938. (In 1939 earnings in excess of $3,000 in the 
calendar year were exempted from the tax). No benefits could be paid before 
1938. The details of merit rating were established whereby employer who 
caused little unemployment would pay lower rates. Conditions were specified 
whereby a state could not deny unemployment compensation to a person for 
refusing to take a position vacant because of labor dispute, where the 
conditions of work were "substantially less favorable" than those for similar 
work in the community, and where the individual would be required to join 
a company union or resign from or refrain from joining a "bona fide labor 
organization". All money deposited in the Unemployment Trust Fund plus 
interest must be used to pay benefits. 

The subject of Title X was aid to the needy blind, the only categorical kind 
of disability, other than crippled children, dealt with in the act. As with OAA, 
the federal govemment pays half of the cost of benefits to the needy blind "not 
counting so much of such expenditure with respect to any individual for any 
month as exceeds $30 " (increased to $40 in the 1939 Amendments). 
Similarly, it pays half of the costs of administration. Both the definition of 
"needy" and of "blind" were left to the states. An individual could not receive 
AB for any period for which OAA was received. 
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The concluding Title XI defined terms used in the act and dcalt with 
administrative details. 

Social security became a major issue in the presidential campaign of 1936 when 
the Republican candidate, Alfred M. London, charged it was "a fraud on the 
working man. The savings it forces on our workers is a cruel hoax" .127)  But 
Roosevelt won mightily and favorable altitudes toward old-age pensions 
among American grew quickly. Support for OAI, which few people really 
understood, was 68 percent of a national sample in a November 1936 Gallup 
poll, increasing to an incredible 97 percent in an NORC (National Opinion 
Research Center) poll taken in 1943.128) But the fate of social security still 
depended on its constitutionality. 

Clear sailing for social security carne after May 24, 1937, the day the Supreme 
Court in two decisions affirmed the constitutionality of unemployment insurance 
(Titles III and IX and OAI (Titles II and VIII). 

The 1935 act, it should be emphasized, provided only for old-age pensions for 
workers at age 65 who retired completely from covered employment. There 
were no provisions for pensions for widows or other survivors, or for 
dependents. This great oversight was recognized as such by the important 
1937-38 Advisory Council on Social Security whose recommendations formed 
the basis for the 1939 amendments to the original act. The amendments filled 
forty-eight pages compared to the thirty-two pages of the original act. Social 
security now became a family protection plan and had essentially the same 
structure as what we now call social security, except for the addition of 
disability insurance (D1) in 1956 and Medicare in 1965. 

The 1939 amendments added benefits for survivors and dependents, including 
the wife aged 65 or over, the child under age 18 of a retired or deceased worker, 
the widow aged 65 or over, the widowed mother under age 65 with a child 
under 18, and the surviving dependent parent aged 65 or over. The effective 
date for the payment of monthly benefits was advanced to 1940 from 1942. 
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A program of lump-sum death benefits was added. And all this was done 
without much long-term cost to the system by reducing the amount payable 
to single persons and eliminating the money back guarantee of contributors 
who died or otherwise did not qualify for a benefit. The OAI trust fund became 
the OASI trust fund. 

A new formula for calculating pensions was also adopted in the 1939 
amendments. Interestingly, the relative size of benefits provided by the 1939 
formula for the worker with average earnings retiring at age 65 is almost 
precisely the same as those provided by the current formula. According to the 
1939 law the single worker would retire with a benefit of 40.0 percent of 
previous eamings -assuming constant wages and prices- and with an eligible 
spouse, 60.9 percent. Under current law the comparable percentages are 
40.6 and 60.3 percent.(29)  It is therefore not trae, as is commonly believed, that 
social security benefits have somehow become more generous than they were 
in the past.(")  

From the passage of the 1939 amendments to 1950 not much happened in social 
security; it "just was not very important" observed Robert Ball about this 
period.on Contributions and benefits in no way kept up with increases in prices 
and wages. By 1950 the average benefit was only about $26 a month. In 
1950 only a quarter of those over age 65 received OAI pensions. In 1985, by 
contrast, 94 percent of those over 65 received pensions and over 95 percent of 
children and their mothers were protected by survivors and dependents insurance. 

In the years around 1950 there were various proposals from various quarters 
for adopting a system of flat rate pensions and blanketing in everyone over 
65, but they were successfully opposed by the social security leadership and 
never came to a vote in Congress. Never in the first half century of its history 
has the fundamental structure of social security been so seriously threatened. 



AN OVERVIEW OF AMERICAN SOCIAL SECURITY, 1935-1985. 	
17 

The 1950 amendments revived the ailing social security system. Benefits were 
increased by a whopping 77 percent. The combined employer-employee tax 
rate was increased to 3 percent with provisions for the combined rate to increase 
to 6 'A percent by 1970. Compulsory coverage was extended to new categories 
of the working population. Gratuitous wage credits of $160 a month were 
granted for service in the Second World War (and later extended for postwar 
service). Certain changes in beneficiary categories were adopted in this year 
beginning the trend toward the completely sex blind system we have today. 

The 1947-48 Advisory Council, which recommended most of the changes 
that were adopted in 1950, had proponed a limited program of disability 
insurance. But because of strong opposition inside and outside of Congress, 
it was not included in the 1950 bill. In 1954, however, a "disability freeze" 
became part of the social security law, providing that a period of disability would 
not be counted in determining the worker's insured status or benefit amounts. 
DI was finally adopted in 1956 and then only for workers age 50 and over, but 
OASI had become OASDI. In 1960 the age qualification was removed and 
benefits were also provided for dependents of disabled workers. American 
DI has continued to use a severe definition of disability: an inability to engage 
in "substantial gainful employment" with a condition expected to least 12 
months or result in death; and no partial disability is recognized. 

III 

There has been much continuity over the first half century of OASDI. Equal 
contributions by employers and employees have continued, with the self-
employed contributing at a higher rate than employees (established by legislation 
at 1 'A the employee percent-age in 1950 when the self-employed were first 
covered, lowered in 1965, reestablished in 1977, but changed to double the 
employee percentage in 1983). Contributions from general revenues, as 
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envisioned for the future by the architects of the original system, have been 
vigorously opposed by Congress in favor of the original self-supporting mode 
of financing adopted in 1935. (Though a one-time exception of .3 percent 
of the employees' contribution from general revenues was legislated in 1983 
for 1984). This opposition continued even when the trust funds were close 
to bankruptcy in the early 1980s. The strong emphasis on social adequacy 
at the expense of individual equity has continued in the primary insurance 
amount (PIA) formula adopted in 1977, though with a slightly greater emphasis 
on individual equity at higher earning levels compared with the operative 1939 
formula. (The formula for those having first eligibility in 1985 is 90 percent 
of the first $280, of AIME plus 32% of the next $1,411, plus 15 percent of AIME 
in excess of $1,691). The normal retirement age (NRA) remains age 65, but 
the 1983 legislation will increase this gradually to 67 in the next century; 
early retirement at ages 62 to 64 with actuarially reduced benefits has been 
available to women since 1956 and to men since 1961. The eamings or 
retirement test continues, though it has been available by successive legislation 
beginning in 1939. (The retirement test touches a profound difference in the 
popular as distinct from the official understanding of OAI. The benefits are 
popularly interpreted as an annuity, not as insurance against lost eamings). 
Even the earnings base of $3,000 in the late 1930s covers about the same 
percentage of eamings (about 90 percent) in covered employment as did the 
1985 eamings base of $39,600. 

Most of the changes in OASDI that have occurred up to the legislation of 1977 
were expansionary: expansion of coverage; expansion of benefit categories; 
expansion of flexibility in age at retirement; expansion of exempt amounts 
under the eamings test; expansion of social adequacy; and, aboye all, expansion 
of taxes. There also had been a few contractions in the program before 1977 
such as elimination of return of contributions provisions (1939), freezing of the 
lump-sum death benefit at $255 in the early 1950s, and making eamings in 
noncovered employment applicable to the eamings test (1954). Legislation in 
1977 and particularly 1981 and 1983, however, introduced a number of 
deliberalizations into OASDI. 
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The 1935 legislation covered only a bare majority of the labor force, essentially 
all employees in the nonfarm private sector other than railroad employees who 
were covered under their own plan. In 1950 compulsory coverage was 
extended to cover virtually all workers in the private sector, state and local 
employees not already covered by some type of government retirement system, 
and the nonfarm self-employed other than those in certain professions. In 
1954 self-employed farmers and state and local government employees with 
a retirement system could be covered on an elective basis. In 1956 the 
remainder of professional self-employed persons, except self-employed 
physicians, were compulsorily covered. Physicians were mandatorily covered 
in 1965. Coverage was extended on a compulsory basis in 1983 to employees 
of nonprofit organizations and to all federal civilian employees hired after 1983. 
The president, the vice president, members of Congress, federal judges, and 
some 8,000 other upper level political appointees and senior government 
executives were also covered in 1983. Over 95 percent of the workforce is 
now covered by social security (OASDI); the only sizable categories outside 
the system are about 30 percent of state and local government employees, most 
federal civilian employees hired prior to 1984, and low-eamings casual workers. 

Benefit categories began to expand even before the first benefits were paid. The 
1935 Act provided benefits only for the retired worker at age 65. The 1939 
Act added benefits for survivors and dependents as previously noted. In 1950 
dependent husbands and widowers were added in addition to wives of any age 
of retired workers if a child under age 18 was present. In 1965 benefits were 
added for full-time students aged 18 to 21 and wives and widows' benefits 
for divorced wives when the marriage had lasted at least twenty years (reduced 
to ten years in 1977). In 1972 widows' and dependent widowers' benefits were 
increased to 100 percent of the PIA when claimed at age 65 or after (increased 
from the 82 1/4 percent legislated in 1961, which had been increased from the 
original 75 percent of 1939). 	Benefits were adjusted to changes in the 
Consumer Price Index in 1972 to take effect in 1975. 

Supreme Court decision in 1975 and 1977 expanded monthly benefit categories 
by eliminating the two most important sex differences existing under OASDI. 
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The 1975 decision in Weinberger v. Wiesenfeld gave fathers with a deceased, 
disabled, or retired wife the same benefits as a mother in a comparable 
situation. The 1977 decision in Califano v. Goldfarb did away with the 
dependency requirement for aged husbands and widowers on the grounds that 
none existed for aged wives and widows. Later decisions of lower courts 
required that men receive benefits under the same conditions applicable to 
divorced women. No other social security system in the world is now as fully 
devoid of sexual differentiation as the American. 

In 1956 women became eligible for actuarially reduced benefits at ages 62 to 
64. This first introduction of flexibility in age at retirement was made available 
to wives, widows, female dependent parents, and working women. The original 
rationale, though most inadequate, was that wives are commonly younger than 
their husbands and that it was desirable for both to be able to claim a pension 
at the same time. The eligibility age for men was reduced in 1961, also with 
actuarially reduced benefits. An increment of 1 percent of the PIA for each year 
retirement was delayed between 65 and 72 was legislated in 1972, increased 
to 3 percent for each year in 1977, and to 8 percent for each year in 1983 (to 
be phased in over the period 1990-2009 and to be applicable only aboye the 
increasing NRA). 

Since 1950, legislation has made real increases in the amount of eamings 
exempt from the retirement test, lessened the amount of reduction in benefits 
over the annual exempt amount, and lowered the age at which the retirement 
test no longer applies. In 1985 the annual exempt amount was $7,320 for those 
over 65 and $5,400 for those under 65 with a $1 reduction in benefits for each 
$2 eamed over the exempt amount (to become $3 in 1990). A lesser amount 
is exempt for those receiving DI. The age at which the eamings test is no longer 
applicable became age 75 in 1950, 72, in 1955, and 70 in 1983. 

OASDHI taxes (or contributions as a percentage of covered payroll have 
increased considerably since 1937 when they were first collected. The rate 
was 2 percent of the first $3,000 of eamings (1 percent from both employer 
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and employee) through 1949. The combined employer-employee tax for 
OASDHI for 1985 was 14.1 percent on an earnings base of $39,600. The 
maximum OAI tax in 1937-1949 for employer and employee combined was 
$60, or $30 each; the maximum tax for OASDHI in 1985 was $5,583.60 for 
employer an employee, or $2,791.80 each. The tax rate is scheduled in present 
law to Mercase in steps reaching an ultimate rate of 15.3 percent in 1990 and 
after. The eamings base, however, will be increased only in step with increased 
in average eamings. The allocation to the three trust funds is: 

OASI 	DI 	HI 	TOTAL 

1985 10.4 1.0 2.7 14.1 
1990-1999 10.2 12 2.9 15.3 

Beginning in 1974 the United States, like other industrial nations, began 
experiencing high rates of inflation and unemployment combined with a 
slowdown in economic growth, all of which had disastrous and unanticipated 
effects on the OASDI trust funds. Income showed a relative decline at the 
same time that outgo in the indexed programs increased. There was an upswing 
in retirement for reasons of disability and unemployment. The Congress, 
beginning in 1977, reacted by reversing the expansionist patterns of the 
previous decades. 

As a consequence of the rapid inflation of the 1970s it became clear that the 
PIA formula adopted in 1972 was resulting in escalating replacement ratios 
for successive cohorts. A new formula was adopted in 1977 that reduced 
replacement ratios by around 7 percent for persons bom in 1917 and after. 
The adoption of the 1977 formula, however, had universal support among 
social security experts, informed opinion, and in Congress because the earlier 
formula carne to be regarded as in "error". But the new formula certainly is 
regarded as a deliberalization by the "notch babies" born in 1917-1922, who, 
with similar eamings records, receive substantially smaller pensions than those 
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bom in the years before them. 

Several other deliberalizations occurred in the 1977 amendments. The minimum 
benefit was frozen at its December 1977 Level of $122. The continuing 
monthly earnings test was replaced by an annual test, a deliberalization for 
persons with relatively large earnings in a few months. A government pension 
offset for spouses with federal, state, or municipal pensions based on employment 
not covered by Social Security was enacted to take effect in December 1982. 

Legislation enacted in 1980 capped disability benefits by a special maximum 
family benefit (MFB) lower than exists in cases of the retirement or death of 
a worker. This was done, according to Robert J. Myers, because it was believed 
the relatively high benefits that could arise "could discourage rehabilitation 
of disabled workers and thus result in higher costs for the program" X32 

The 1981 and 1983 amendments were more deliberalizing than any earlier 
social security legislation, but they are minor in light of what was variously 
proposed by the Reagan Administration during its first year in office. The 
major provisions relating to OASI signed into law by President Reagan on 
August 13, 1981 were these: 

1. Benefits for youth aged 18 to 21 who were full-time students (adopted in 
1965) were phased out (except for high school students age 18-19) . 

2. Minimum benefits were phased out for new beneficiaries and for those 
already on the rolls. This was Tater changed to be applicable only to those 
claiming benefits. from 1982. 

3. Mothers' and fathers' benefits were terminated when the youngest child 
reached 16 (had been age 18 since 1950). 

4. Benefit amounts were to be rounded to the next lower dime at each step 
in the application of the PIA formula and to the next lower dollar at the 
final step. (Previously amounts had been raised to the next higher dime in 
all steps of the PIA formula). 

5. A disability megagap was introduced whereby the total disability benefits 
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under certain federal, state, and local public programs and Social Security 
DI could not exceed 80 percent of previous eamings.(")  

The deliberalizations of the 1983 legislation which successfully and quickly 
resolved the shortfall of the OASDI trust funds were these: 

1. The OASDI tax for 1984 was increased by .3 percent for both employer 
and employee and part of the rate Mercase for 1990 was moved to 1988. 
(For 1984, a one-time direct reduction of .3 percent of the employee tax 
was made up from general revenues). 

2. Cost-of living adjustments were moved ahead six months to a calendar year 
basic, from July to January, effective for 1983. 

3. Upper income recipients were to pay federal income tax on up to half their 
benefits. (The unindexed thresholds for tax liability are $25,000 for individuals 
and $32,000 for couples). 

4. Tax rates for OASDHI for the self-employed were increased to be equal to 
that of the combined employer-employee rate, effective in 1984. 

5. A prohibition on termination of state and local governmental units from 
coverage after having elected coverage became effective on enactment of 
the legislation. 

6. The benefit formula was modified to provide lower benefits for certain 
persons with pensions from noncovered employment.(34)  

All of the foregoing are clear deliberalizations, but most are minor when 
considering the magnitude of the proposals which emanated from the Reagan 
Administration in the spring of 1981(35)  The most important of the stillbom 
proposals were those increasing new pensions by less than the Mercase in 
average wages for the years 1982-1986; reducing the benefit rate for early 
retirement at age 62 from 80 to 55 percent of the PIA, with proportionate 
changes between ages 62 and 64; decreasing the maximum family benefits 
for the retirement and for survivors as was done for the disabled; elimination 
of dependent children benefits of retired workers aged 62 to 64; and delaying 
the automatic cost-of-living adjustments form July to October in 1982 and 
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subsequent years. (This is, by the way, just half the lag actually adopted in 
1983). 

Considering that 1981 was a year preceded by half a decade of "crisis" talk 
about the OASDI trust funds and the year when the prestige of the conservative 
Reagan administration was at a high point, the changes made in OASDI can 
only be regarded as minor and peripheral to the core of the programs. The two 
most important deliberalizations, those which resulted in the greatest savings, 
were the elimination of student benefits at ages 18 to 21 and the elimination 
of the minimum benefit. Both the Ford and Carter Administrations attempted 
unsuccessfully to eliminate student benefits because of their tremendous cost 
to the program and the introduction of various federal programs to aid students 
after the passage of OASDI student benefits in 1965. 

Elimination of the minimum benefit, originally introduced for administrative 
reasons and later regarded as a social adequacy benefit for low-eamings 
workers, was aimed at the much maligned double-dippers who made up the 
majority of those who received the minimum benefit. (The minority who were 
poor would be eligible for enhanced Supplemental Security Income benefits). 
Individuals could be eligible for the minimum benefit with only a small 
number of quarters of coverage and very small eamings. For example, a 
person reaching age 65 in 1978 needed only six years of coverage (twenty-four 
quarters) under OASDI to be eligible for a pension. Prior to 1978 a quarter of 
coverage was given for any quarter in which a mere $50 was eamed in covered 
employment. (In 1978 this amount was increased to $250 and is increased 
annually in relation to increased in average eamings reaching $410 in 1985). 

In late 1981 after President Reagan liad shelved his social security proposais, 
he announced the appointment of a bipartisan fifteen person National 
Commission on Social Security Reformoo to seek solutions to both the short-
range financial problems of the 1980s and the more distant, but more serious 
problem of the shortage of funds beginning in the second decade of the next 
century after the large birth cohorts of 1940-1965 begin to enter upon retirement. 
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The commission was composed of some who were suspicious of the system 
and some who were supportive of it, of expansionists, moderates, and contractionists. 
That the commission was able to agree twelve to three on a package of eight 
core proposals was a remarkable exception to the low degree of consensus 
achieved by previous committees devoted to making recommendations about 
the social security system. The previous National Commission on Social 
Security charged by the 1977 Social Security Amendments to investigate 
"all aspects of social security and related programs" failed in its 1981 report 
to achieve consensus on some of the big issues such as age of retirement with 
full benefits, cost-of living adjustments, and general revenue financing. So, too, 
did the recent Advisory Councils on Social Security fail. 

How little agreement there really is on the nature of OASDI and its future 
directions among expert opinion -policymakers and politicians, economists, 
and actuaries- was observed by Alicia H. Munnell a decade ago in summarizing 
a Brookings Institution Conference of "The Future of Social Security": 

One speaker characterized the conference participants as the proverbial blind men feeling 
the elephant, all holding their own views of what the social security program is. However, 
the participants had a more difficult problem than the blind men, because they were asked 
not only to define the social security program as it is today but to propose what it should be 
in the future. The introductory analogy was indeed prophetic, for participants displayed 
substantial disagreement on the role of social security, the appropriate beneftt structure, and 
how the program should be fmanced. The differing recommendations were derived directly 
form the participants' differing perceptions about the beast.07)  

The lack of consensus on the goals and purposes of our social security system 
among the experts has always existed and makes the accomplishments of the 
National Commission on Social Security Reform which prepared the way for 
the 1983 Amendments a most remarkable success. But, in spite of the experts, 
the great majority of the American population continues to support social 
security.(")  

The OASDI trust funds are in stunningly good shape for the near future even 
under poor economic conditions. But the American public has been so 
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bombarded with dire predictions about "the bankruptcy of social security" 
for so many years that they can't believe it. Consider the observation made in 
late 1985 by Claire Longden, a financial planner with the Philadelphia firm of 
Butcher & Singer: "We have no way of knowing where we will be 10 years 
from now... For instance, there's great disbelief in social security. I'm not 
sure it's going to be around in eight or 10 years. If I'm wrong, it's wonderful. 
If I'm right, it could be horrible".(") 

Future OASDI income and outgo will depend on a number of economic and 
demographic factors such as economic conditions, inflation, employment, 
mortality, and fertility. Four alternative sets of assumptions are prepared by 
the Social Security Administration in projecting the future financial status of 
OASDI. Two sets, Alternatives II-A and II-B, are called "intermediate". Both 
use the same demographic assumptions, but Altemative II-B assumes slower 
economic growth than Altemative II-A. Altemative I is designated "optimistic", 
Alterative III "pessimistic". 

Under Altemative II-B assumptions OASDI cost rates are projected to be lower 
than income rates for a third of a century. According to Harry C. Ballantyne, 
Chief Actuary of the Social Security Administration, writing about the actuarial 
status of the OASI and DI trust funds over the 75-year period 1985-2060: 
"During the first half of this period, the estimates indicate that income will 
generally exceed outgo, resulting in substantial surpluses each year. After 
about 2020, the reverse is true, with outgo exceeding income, thus resulting 
in substantial deficits".(4°)  

Because of the healthy prospects for future decades of the OASDI trust funds, 
it is unlikely that there will be any basic changes in the system. Social security 
has the largest public of any domestic political issue and the large majority 
of that public supports the essentials of the existing program. In presenting 
the 1977 Social Security Amendments fo the House of Representatives, Al 
Ullman,Chairman of the Ways and Means Committee, warned there would be 
"no more easy votes on social security" (41)  I would now say there will be no 
votes on social security in the foreseeable future unless and until an issue can 
be defined as.  a crisis. And that is unlikely. 
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OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE. 

The national Old-Age, Survivors, and Disability Insurance (OASDI) program, 
popularly referred to as Social Security, is the largest income-maintenance 
program it he United States. Based on social insurance principies, the program 
provides monthly cash benefits designed to replace, in part, the income that is 
lost to a worker and his or her family when the worker retires in oíd age, becomes 
severely disabled, or dies. Coverage is nearly universal: About 95 percent of 
the jobs in this country are covered jobs and self-employed persons pay Social 
Security taxes or their eamings that, along with matching taxes paid by the 
employers of workers, provide nearly all revenue for financing benefits and 
administrative expenses. 

In 1992, about 132.9 million individuals were engaged in work covered 
by the Social Security program. At the end of 1992, about 41.5 million 
persons were receiving cash benefits totaling about $24.4 billion per 
month. 	These beneficiaries included 29.3 million retired workers an 
their dependent family members, 7.3 million survivors of deceased 
workers, and 4.9 million disabled workers and their family members. 
Social Security is an important sources of retirement income for almost 
everyone; in 1988, nearly 3 in 5 beneficiaries aged 65 or older relied 
on their social Security benefits for at least one-half of their income. 
It is also an important source of continuing income for young 
survivors of deceased workers: 95 percent of young children and their 
surviving parents are eligible for benefits should the family breadwinner 
die. Finally, 4 in 5 persons aged 21-64 have protection in the event of 
the worker's long-term severe disability. 

Major milestones.- Under the 1935 law, workers in commerce and industry 
would can' retirement benefits through work in jobs covered by the system. 
Benefits were to be financed by a payroll tax paid by employees and their 
employers on wage and salary earnings up to $3,000 per year (the wage base). 
Monthly benefits would be payable at age 65 to workers with a specified 
mínimum amount of cumulative wages in covered jobs. 



30 
	 SOCIAL SECURITY IN THE UNITED STATES 

The amount of benefits payable also varied with the worker's cumulative 
eamings in covered jobs. Individuals who continued to work beyond age 65 
would not be eligible for benefits until their eamings ceased. Lump-sum 
refunds, in amounts somewhat larger than the total taxes paid by the deceased 
workers, were to be paid to the estates of workers who died before reaching 
age 65 or before receiving benefits. Collection of taxes was scheduled to begin 
in 1937, but monthly benefits would not be payable until 1942. 

Before the Old-Age Insurance Program was actually in full operation, important 
changes were adopted based largely on the recommendations of the first 
Advisory Council on Social Security. 	In 1939, Congress significantly 
expanded the old-age insurance program by extending monthly benefits to 
workers' dependents and survivors. Also, the basis for computing benefits was 
changed from cumulative lifetime eamings atter 1935 to average monthly 
eamings in covered work, making it possible to pay reasonably adequate 
benefits to many workers then approaching retirement age and to their 
dependents. The 1939 law also established the concept of "quarter of 
coverage" as the basis for measuring if an individual had sufficient covered 
employment to qualify for a benefit. Also, individuals who continued to work 
after age 65 could receive full benefits as long as their eamings did not exceed 
a specified amount. The 1939 amendments made monthly benefits first 
payable in 1940, instead of 1942 as originally planned. 

No major changes were made in the program forro 1940 until 1950, when 
benefit levels were raised substantially, the wage base was increased, and a 
new schedule of gradually increasing tax rates was provided in the law. 
Coverage was broadened to include many jobs that previously had been 
excluded -in some cases because experience was needed to work out 
procedures for reporting the eamings and collecting the taxes of persons in 
certain occupational groups. Among the groups covered by the 1950 
amendments were regularly employed farm and household employees and self-
employed persons other than farmers and professional people. Coverage 
was made available on a group voluntary basis to employees of State and local 



SOCIAL INSURANCE PROGRAMS 
31 

govemments not under public employee retirement systems and to employees 
of nonprofit organizations. 

In 1950, when coverage under the program was extended, the law was 
amended to allow a worker's average monthly eamings to be figured on the 
basis of his or her eamings alter 1950. Similar consideration was given to the 
groups newly covered by the program in 1954 and 1956 (including members 
of the Armed Forces, most self-employed professional persons, and State 
and local government employees under a retirement system ander certain 
conditions) by providing that the 5 years of lowest eamings would be dropped 
from the computation of average eamings. To assure that persons already 
covered by the program would not be treated less favorably than the newly 
covered groups, these special provisions were made available to all persons 
who worked in covered employment after 1950, regardless of when their jobs 
were first covered. Similarly, insured status requirements were modified to 
relate the amount of work required to the time a worker could have been 
expected to have worker after 1950; further liberalization of the work 
requirements (on a short-term basis) accompanied the extensions of coverage 
under the 1954 and 1956 amendments. 

The scope of the basic national social insurance system was significantly 
broadened in 1956 through the addition of the Disability Insurance (DI) 
program. Monthly cash benefits were provided for disabled workers aged 50-
64 who had severe disabilities of "long-continued and indefinite duration" and 
for adult disabled children -if disabled before age 18 (later changed to age 
22)- of deceased and retired workers. In 1958, the act was further amended 
to provide benefits for dependents of disabled workers similar to the benefits 
already provided for dependents of retired workers. 

In 1960, the age-50 requirement for benefits to disabled workers was removed, 
and disability benefits became payable at any age before 65. A trial work period 
was provided by the 1956 amendments and was liberalized by the 1960 
amendments. The 1965 amendments modified the definition of disability to 
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permit a severely disabled person to qualify if his or her impairment was 
expected to last at least 12 months. The 1967 amendments provided survivor 
benefits for certain disabled widows and widowers, starting at age 50. 

Also during this period, further refinements were made in the benefit and 
financing provisions of the Old-Age and Survivors Insurance program 
(OASI). The age of first eligibility for retirement benefits was lowered from 
65 to 62 for women in 1956 and for men in 1961- benefits claimed before age 
65 are reduced to take into account the longer period over which they will be 
paid. Additional categories of dependent and survivor benefits were added 
throughout the 1950's and 1960's. Gradually, the conditions for receipt of 
such benefits were modified so that additional persons were eligible and 
dependents and survivors of female workers would qualify under the same 
circumstances as those of male workers. Also, the eamings test -the provision 
that limited the amount of benefits payable to persons with substantial eamings 
-was modified to take into account persons with noncovered eamings or 
income form self-employment. From time to time throughout this period, 
general benefit levels were increased to adjust for rising prices, and the tax rates 
and the applicable wage base were raised. 

By 1972, however, concem was expressed that beneficiaries continued to be 
vulnerable to substantial declines in purchasing power between benefit 
adjustments. In 1972, Congress enacted a 20-percent benefit increase- which 
provided a real increase in the purchasing power of benefits- and provided a 
real increase in the purchasing power of benefits -and provided for future annual 
automatic cost-of living benefit increases equivalent to the increase in the 
Consumer Price Index (CPI) whenever the CPI had increased by at least 3 
percent. The wage base and the maximum amount a beneficiary could earn 
before experiencing a reduction in his or her benefits (the eamings test exempt 
amount) would also be subject to automatic increases based on increases 
in average wages in the economy. The 1972 amendments also created the 
delayed retirement credit, under which initial benefit amounts are increased 
for those who delay their entitlement or continue to have eamings aboye the 
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amount exempted under the retirement test after they reach normal retirement 
age (currently age 65). 

The 1977 amendments made significant changes in the benefit computation 
provisions of the Social Security law. Under the 1972 amendments, future 
levels of initial benefits relative to preretirement eamings -or replacement 
rates- depended on the performance of the economy. Under conditions of 
relatively high inflation or low real eamings gains, the cost-of living adjustments 
would cause replacement rates to rise. Both conditions prevailed following 
the 1973 energy crisis. The 1977 amendments replaced the technically flawed 
benefit formula with a new benefit formula for workers who attained age 62, 
became disabled, or died in 1979 or later. (An altemative transitional formula 
can be used for workers attaining age 62 during the period 1979-83, if higher 
benefits result.) Under the rules enacted in 1977, eamings for past periods 
are updated, or "indexed", to account for changes in the average annual wage 
in the economy since they were earned. In contrast with the former rules, 
the cost-of living adjustments now apply only after a person becomes eligible 
for benefits; the benefit formula is also updated automatically to reflect 
changes int he general wage level. These changes ensured stable replacement 
rate over time. The 1977 amendments also provided for increases in tax rates 
and the wage base to improve the program's financial stability. 

The 1980 disability amendments contained a number of provisions designed 
to remove possible work disincentives for the disabled and to improve program 
administration. They required that the continued eligibility of Disability 
Insurance beneficiaries with nonpermanent disabilities be reviewed at least 
once every 3 years. In the late 1970's and early 1989's, benefit costs were 
driven up rapidly by inflation while slow growth in wages and high unemployment 
held down payroll tax income to the system. The resulting short-term financing 
crisis, along with growing awareness of a long-run problem caused primarily 
by declining birth rates and increasing life expectancy, led to the formation of 
a National Commission on Social Security Reform in late 1981. Based on the 
recommendations of this bipartisan Commission, the 1983 Amendments to 
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the Social Security Act included a number of changes to increase program 
revenues: the effective dates for scheduled tax vate increases in prior law for 
employees and employers were advanced; self-employment tax rates were 
permanently increased; and up to one-half of benefits to certain upper-income 
beneficiaries were included in taxable income. Resulting revenues are 
appropriated to the OASI and DI Trust Funds. In addition, coverage was 
expanded to include Federal civilian employees hired after December 31, 
1983, and all employees of nonprofit organizations (on a mandatory basis). To 
address the long-terco outlook of the system. Congress approved a gradual 
increase in the age of eligibility for full benefits from 65 to 66 for workers 
reaching age 62 in 2000-2005, and from 66 to 67 for workers reaching age 
62 in 2017-2022. Actuarially reduced benefits will continue to be available at 
age 62, but with a greater reduction than under previous law. 

In 1984, further refinements of the changes made in 1980 were enacted as 
the Social Security Disability Benefits Reform Act of 1984. These amendments 
established a medical improvement standard for determining if a beneficiary's 
disability payments should be terminated because he or she is no longer 
disabled. 

In 1986, Congress eliminated the requirement that the CPI had to rise by at 
least 3 percent before a cost-of-living benefit increase would take effect. Under 
the 1986 law, any rise in the CPI in the preceding 12-month measurement 
period calls for an equivalent pecentage increase in benefits, applicable to 
persons eligible for benefits. 

Since then, Social Security amendments included in the Omnibus Budget 
Reconciliation Acts of 1987, 1989, and 1990, as well as in the Technical and 
Miscellaneous Revenue Act of 1988, provided for various administrative and 
technical improvements in the program. For example, coverage was 
expanded to include military reservists, additional State and local 
government workers, 	and additional farm workers. Also, eligibility 
requirements for certain adopted 	children and the definition of 
disability for disabled widow(er)'s were liberalized, and old, little- 
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used computation methods were consolidated and simplified. 	Some 
requirements involving service to the public and protections for beneficiaries 
unable to manage their on benefits were also enacted. 

The Omnibus Budget Reconciliation Act (OBRA) of 1993 provided that 
up to 85 percent of benefits for certain upperincome taxpayer were to 
be included in taxable income. 

Program Principies. 

Certain 	basic 	principies have been adhered 	to 	throughout 	the 
development of the OASDI program. 

Work related.- Economic security for the worker and his or her family grows 
out of the individual's own work history. A worker's entitlement to benefits 
is based on past employment, and the amount of cash benefits the worker and 
his or her family will receive is related to eamings in covered work. In general, 
the higher the worker's average amount to taxable earnings, the greater the 
protection. 

No means test.- Benefits are an insured worker's earned right and are paid 
regardless of income from savings, pensions, private insurance, or other forms 
of nonwork income. A worker knows beforehand that he or she will not have 
to prove the existence of need to receive benefits. The absence of a means 
building of additional protection for the worker and his or her family on the 
foundation that Social Security benefits provide. 

Contributory.- The concept of an eamed right is reinforced by the fact that 
workers pay earmarked Social Security taxes to help finance current benefits. 
The contributory nature of the program encourages a responsible attitude 
toward it. Knowing that the financing of the present program and any 
improvements made in it depend on Social Security taxes that he or she helps 
to pay, the workers has a vested interest in the soundness of the 
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program. 

Universal compulsory coverage.- Another important principie is that, with 
minor exceptions, coverage is universal and compulsory. As in private 
insurance systems, spreading the insured risks among the broadest possible 
group helps to stabilize the cost of the protection for each participant 
by making the probability of random fluctuations in insured risks 
smailer. In addition, nearly universal coverage is desirable for a social 
insurance system because it assures virtuaily everyone in society a base 
of economic security. 

Rights defined in the law.- An additional principie is that a persones rights 
to Social Security benefits -how much he or she gets and under what conditions-
are clearly defined in the law and are generally related to facts than can be 
objectively determined. The arca of administrative discretion is thus severely 
limited A person who meets the conditions in the law must be paid. If a 
claimant disagrees with a decision, he or she may appeal to the courts after 
all administrative appeals have been exhausted. 

Coverage. 

The Social Security Act of 1935 covered employees in nonagricultural industry 
and commerce only. Since 1935, coverage has been extended to include 
additional employment. Today, the OASDI program approaches universal 
coverage. About 95 percent of the jobs in this country are covered under the 
program, compared with less than 60 percent when the program began in 1937. 
Except for special provisions applicable to only a few kinds of work, coverage 
is compulsory nature of the program are essential to its effectiveness in 
preventing dependency and want and in assuring American workers and their 
families of continuous protection during all phases of their working careers. 

Nearly all work performed by citizens and noncitizens regardless of age of sex, 
is covered if it is performed within the United States (defined for Social Security 
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purposes to include American Samoa, Guam, the Northern Mariana Islands, 
Puerto Rico, and the Virgin Islands). 

In addition, the program covers work perforrned outside the United States by 
American citizens or resident aliens who are(1) employed by an American 
employer, (2) employed by a foreign affiliate of an American employer electing 
coverage for its employees, or (3) self-employed, under certain circumstances. 
Employment on American vessels or aircraft outside the United States 
is usually covered, without regard to the worker's citizenship. 

The majority of workers excluded from coverage are in four major 
categories: (11 Federal civilian employees hired before January 1, 1984, 
(2) railroad workers (who are covered under the railroad retirement 
system, coordinated with Social Security), (3) certain employees 	of 
State and local govemments, (4) household workers and farm workers 
whose eamings do not meet certain minimum requirements (workers 
in industry and commerce are covered regardless of the amount of 
eamings), and (5) persons with very low net eamings from self-
employment (generally less than $400 per year). The remaining few 
groups excluded from coverage by law are very small. An example 
is certain nonresident, nonimmigrant aliens temporarily in the United 
States to carry out the functions for which they are admitted (such 
as teaching, studying, or conducting research). Certain family employment 
is also excluded (such as employment of a child under age 18 by his 
or her parent). 

Employees of State and local govemments not covered under a retirement 
system are covered under Social Security mandatorily. Those covered under 
a retirement system may be covered under agreements between the States 
and the Secretary of Health and Human Services. Each State decides what 
groups of eligible employees, if any, will be covered subject to provisions in 
the Federal law that assure the employees a voice in any decisions to cover them 
under the OASDI program. States are prohibited from terminating such 
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coverage agreements. At present, more than three-fourths of all State and local 
employees are covered. 

The professional services of ministers, members of religious orders who have 
not taken a vow of poverty, and Christian Science practitioners are covered 
automatically under the provisions applicable to the self-employed unless, 
within a limited period, an exemption is claimed on grounds of conscience 
or religious principies. Religious orders whose members have taken a vow 
of poverty may make an irrevocable election to cover their members 
as employees. 

Since 1957, the basic pay of uniformed members of the military service has 
been covered under the regular contributory provisions of the law. In addition, 
deemed (noncontributory) wage credits of up to $1,200 per year are provided 
to take account of remuneration received in kind -such as quarters, meals, 
and medical services. 

Gratuitous (noncontributory) wage credits of $160 a month are also provided, 
with certain restrictions, to veterans for each month of active military service 
from September 1940 through December 1956. In general, these wage credits 
may not be used if another Federal periodic retirement or survivor benefit from 
the Department of Veterans Affairs) is being paid based on the same period 
of service. However, individuals who continued in the military service after 
1956 are given credit for service during the period 1951-56 even if such 
service is also used in calculating their from the uniformed services. The Social 
Security trust funds are reimbursed from Federal general revenues to finance 
noncontributory wage credits. 

Benefit Eligibility. 

Insured status.- To qualify for his or her own benefit payments and payments 
for eligibly family members or survivors, a worker must have demonstrated 
labor force attachment with a specified amount of work in covered employment 
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of self-employment. The required amount of covered work generally relates 
to how long a person could be expected to have worked under the program, 
subject to a maximum requirement of 10 years and a minimum of 1-1/2 years. 
Persons reaching age 62 in 1991 and later will need credit for 10 years 
of work, in covered jobs to qualify for retirement benefits. 

The period of time a persons must have spent in covered work to be insured 
for benefits in measured in Social Security credits. A worker can acquire up 
to 4 credits per year, depending on his or her annual covered eamings. 
In 1994, 1 credit will be acquired for each $620 in covered eamings. This 
eamings figure is updated annually, based on increases in average 
wages. 

For most types of benefits, the worker must be fully insured. In general, a fully 
insured persons is one who has at least as many credits (acquired at any time 
after 1936) as the number of calendar years elapsing between age 21 and age 
62 or death or disability, whichever occurs first. For those who attained age 
21 before 1951, the requirement is one credit for each year after 1950 and 
before the year of attainment of age 62, disability, or death. 

If a worker dies before acquiring fully insured status, survivor benefits may 
be paid to his or her children and his or her widow(er) caring for such children 
under age 16 (commonly referred to as mother's of father's benefits), if the 
worker was "currently insured" at the time of death. An individual is 
currently insured with six credits in the 13-calendar-quarter period ending 
with the quarter in which death occurred. 

To be insured for disability benefits, a worker must be fully insured and he 
or she must meet a test of substantial recent covered work-that is, he or she 
must have credit for work in covered employment for at least 20 of the 40 
quarters ending with the quarter of disability or, in the case of workers who 
are disabled before age 31, on-half the quarters after age 21, with a minimum 
of 6 such quarters. A blind worker needs only to be fully insured to qualify 
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for benefits. The insured status requirements for each of the various benefits 
paid under the program are summarized in table 1. 

Annual earnings test.- The law provides that a beneficiary who is not entitled 
on the basis of disability and who has substantial earnings from work will 
have some or all benefits withheld, depending on the amount of his or her 
annual earnings. 	Benefits will also generaily be withheld from a person 
receiving benefits as a family member it the worker on whose account he or 
she is eligible for benefits has substantial income from work. This provision, 
which is generally called the eamings test, is included in the law to 
assure that monthly benefits will be paid to a worker and to his or her 
family members and survivors only when they do not have substantial 
earnings from work, 

The amount a beneficiary can earn without having benefits reduced is increased 
automatically -in proportion to the rise in average eamings- whenever monthly 
OASDI benefits are increased automatically. 	In 1994, the benefits or 
a beneficiary under age 65 are reduced $1 for each $2 in annual eamings 
in excess of $8,040; a beneficiary aged 65-69 may earn $11,160 before 
his or her benefits are reduced $1 for each $3 of additional eamings. 
Beginning with the month in which they attain age 70, beneficiaries 
are eligible to 	receive full benefit payments regardless 	of their 
eamings. 	In the absence of this provision, some persons who work 
and pay Social Security contributions significantly beyond normal 
retirement age might never receive any monthly benefit. 

Under the "special eamings test" that applies to beneficiaries who work outside 
the Unites States in noncovered employment, a beneficiary receives no benefits 
for any month in which he or she works more than 45 hours or, in the case or 
family members, in which the worker works more than 45 hours. 

Disability requirement.- For purposes of entitlement to monthly benefits, 
disability is defined as "inability to engage in any substantial gainful activity 
(SGA) by reason of any medically determinable physical of mental impairment 
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which can be expected to result in death or which has lasted or can be expected 
to last for a continuous period of not less than 12 months." The impairment must 
be of a degree of severity that renders the individual unable to engage in any 
kind of substantial gainful work that exists in the national economy, regardless 
of whether such work exists in the immediate area in which he or she lives, 
or if a specific job vacancy exists for that person, or if he or she would be 
hired upon application for the work. The amount of eamings that ordinarily 
demonstrates SGA is set forth in regulations. At present, eamings averaging 
more than $500 a month are presumed to represent SGA, and eamings below 
$300 generally indicate the absence of SGA. 

If the determination of disability cannot be made on the basis of the 
medica] evidence only, consideration is given to the person's age, 
education, and work experience. A less strict rule is provided for 
blind workers aged 55 or older. Such blind workers are considered 
disabled if, because of their blindness, they are unable to engage in 
substantial gainful activity requiring skills and abilities comparable to 
those required in their past occupation. 

Monthly benefits at a permanently reduced rate are payable to disabled widows 
and disabled widows and disabled widowers beginning at age 50, based on 
the same definition of disability that applies to workers. The widow or widower 
must have become totally disable within 7 years after the spouse's death or 
within 7 years after the last month the widow(er) was previously entitled to 
benefits on the worker's eamings record. Benefits are also payable to a 
worker's adult children who are disabled based upon the same definition of 
disability that applies to workers. 

Initial determinations of disability are generally made by a State Disability 
Determination Services (DDS) under regulations established by the Secretary 
of Health and Human Services. The DDS is usually a division of a State's 
Department of Vocational Rehabilitation Services. The costs are reimbursed 
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Table 1. Benefits payable and insured- status requirements under the OASDI 

program, January 1991 ' 

Monthly payments, equal to 100 percent of the primary 
insurance amount, are payable to: 

A retired worker aged 65 or older2 	  
And monthly payments, equal to 50 percent of the primary 
insurance amount, are payable to a worker 's: 

Spouse or divorced spouse aged 65 or older 	 
Child or grandchild under age 18, or age 19 if 
school 	  
Child or grandchild aged 18 or older who has been 
disable since before age 22 	  
Wife or any age if caring for an entitled child under 
age 16 or disable 	  

Monthly payments of $183.40 are payable at age 72 to: 
A worker who attained age 72 before 1964 (1967 
for women) 	  

And monthly payments of $91.40 are payable at age 72 a 
to worker's: 

Sponse who attained age 72 before 1969 	  

Survivor insurance benefits 

Monthly payments equal to 100 percent 4  of the primary 
insurance amount are payable to a worker's: 

Widow (er) or surviving divorced spouse aged 65 
or older5 	  

Monthly payments equal to 82-1/2 percent of the primary 
insurance amount are payable to a worker's: 

One dependent parent aged 62 or older 	  
Monthly payments equal to 75 percent of the primary in-
surance amount are payable to a worker's: 

Widow (er) or surviving divorced spouse under age 
62 if caring for an entitled child under age 16 or 
disabled 	  
Child or grandchild under age 18, or age 19 if in 
school 	  

If workwer is: 

Fully insured 

Fully insured 

Fully insured 

Fully insured 

Full insured 

Transitionally insured 

Transitionally insured 

If at death the worker is: 

Fully insured 

Fully insured 

Either Fully or currently 
insured 
Either Fully or currently 
insured 

1 This table reflecte the currently applicable normal retirement age (NRA) of 65. As explained in the text below, the NRA - the age se ...hiel', 

um-educed retirement benefits are payable- will be inceased gradually from age 65 to 67 beginining in the year 2000. Benefits will still be ayailable 
at age 62 for retired workers and their spouses and at age 60 for widow ers, 6110 the maximum reduction for worker's and spouse's benefit will 

be greater. 
2 Reduced benefits are payabel at age 62; benefit amount is permanently reduced by 5/9 of 1 percet for each month the benefit is paid before 
age 65 (or 20 percent over the full 3 year period). For workers who attain age 62 in 1993-94, the benefit amcamt is increased by a delayed retirement 
credit (DRC) of 5/12 of 1 percent for each month (5 percent for each full year) that no benefits are playable to a fully insured person between 

the normal retirement age (currently 65) and age 70. The DRC will be raised to 5-1/2 percent per year for workers attaining age 62 in 1995-
96, to 6 percent for workers attaining age 62 in 1997-98, and so on, until it reaches 8 percent per year for workers attaining age 62 atter 2004. 
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Child or grandchild aged 18 or older who has 
been disabled since before age 22 	  
Dependent parent aged 62 or older, when both 
parents are entitled 	  

Lump-sum payment of $255 may be paid to a worker's: 
Widow (er) who was living with the worker at 
time of death; or, if none, to a person who was 
(or could have been) entitled to widow(er)'s, 
mother's or father's benefits for month of death; 
or, it none, to a person (or in equal shares to 
persons) who was (or could have been) entitled 
to a child's benefit for month of death 	  

Monthly payments of $183.40 are payable at age 72 to 
a worker's: 

Widow (er) who attained age 72 before 1969 	 

Disability insurance benefits 

Monthly payments equal to the amounts payable in 
retirement cases 6  are payable to: 

A disable worker under age 65 and his or her 
spouse children ' 	  

A blind worker under age 65 and his or her 
spouse 	 children 
7 

Either Fully or currently insured 

Fully insured 

Either Fully or currently in-
sured 

Transitionally insured 

If worker is: 

Fully insured and has 20 quarters 
of coverage in the 40 calendar 
quarters ending with the qua-
ter of disability onset 

Fully insured 

Special age-72 benefits 	 If the person meets: 
Reduced requirements for 

Monthly payments $ 183.40 are payable to: 	 insured status that apply only 
Certain persons who attained age 72 befor 1972 	 to this type of repayment 

3 Reduced benefits are payable at age 62; benefits amount is permanently reduced by 25/36 of 1 percent for each month the benefit is paid 
before age 65(or 25 percent over the full 3-year period). 
4 Where a worker was already receivmg reduced retirement benefits at time of death, the benefit payable to the widow(er) or surviving divorced 
sponse cannot be more than the worker would be getting if still alive, except that the benefit amount cannot be reduced to less than 82-1/2 

percent of the primary insurance amount for a widow(er) or surviving divorced sponse aged 62 ot older. 
5 Reduced benefits are payable at age 60; benefit amount is permanently reduced by 19/40 of 1 percent for each month the benefit is paid before 
age 65 (or 28.5 percent over the RE amount are payabie to a disabled widow(er) or disabled surviving divorces sponse aged 50-59. 
6 Except that benefits for a disabled worker before age 65 are not reduced calesa he or she previously received a reduced retirement benefit 
7 Same categories as in retirement cases. 
8 The special alternative insured status retirement for young workers disabled before age 31 is one hall the calendar quarters atter age 21 up 
to date of disability, or if disabled before age 24, one-half the quaders in the 3 years ending with the quarter of disability. 
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by the federal government. If the initial application is denied, the applicant may 
request a reconsideration. If the reconsideration results in a denial, the applicant 
may appeal for a hearing before an Administrative Law Judge (ALJ). A sample 
of decisions made by the State agencies is reviewed by the Social Security 
Administration to assure consistency and conformity with national policies. 

Applicants for disability benefits are referred to State vocational rehabilitation 
agencies-disability benefits are not payable to anyone who, without good cause, 
refuses vocational rehabilitation services made available to him or her. Payment 
may be made from the Social Security trust funds for the cost of providing 
vocational rehabilitation services to DI beneficiaries who are successfully 
rehabilitated. 

To further encourage a retum to work, a disabled person who has not recovered, 
but who returns to work, is allowed a trial work period during which his or 
her benefits are continued. As a general rule, when a disabled person is in 
a trial work period, only the month in which eamings from employment exceed 
$200 will count as one of the months of the trial work period. At the end of 
9 months of trial work (not necessarily consecutive months) the case is 
reviewed to see if the person is able to engage in substantial gainful activity. 
If he or she is not able to do so and has not medically improved, the benefits 
are continued. if he or she is able to engage in SGA, the benefits are continued 
for a 3-month period of adjustment. The person thus receives a total of 12 
benefit payments for months in which he or she works (9 months of trial work 
period and 3 months of readjustment). In addition, as long as the beneficiary 
does not recover medically during the 36-month period following the trial work 
period, the benefits will be reinstated for any month in which earnings fall below 
the SGA level. Beneficiaries who recover from their disabilities before they 
work 9 months, as well as beneficiaries who recover before testing their ability 
to work, continue to receive benefits for an additional 3 months, including the 
month in which they recover. 

The law includes numerous other provisions designed to encourage disabled- 
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worker beneficiaries to retum to work. These include the deduction of 
impairment-related work expenses from a person's eamings when determining 
if he or she is engaging in substantial gainful activity and the continuation of 
Medicare coverage for at least 39 months after the trial work period ends. An 
individual whose disability benefits are tertninated on the basis of work activity 
may purchase Medicare coverage. Family benefits payable in disabled-worker 
cases are subject to a lower cap than the one that prevails for other types of 
benefits, because of concem that some disabled workers might be discouraged 
from returning to work because their benefits could exceed their predisability 
net eamings. 

Payment of cash benefits abroad and totalization agreements.- Benefits 
are generally payable to U.S. citizens regardless of where they reside. Benefits 
cannot be paid to an alien who is outside the United States for more 
than 6 months unless that person meets one of several exceptions in 
the law. For example, an exception is provided if (1) the worker on 
whose eamings the benefit is based had acquired at least 40 quarters 
of coverage had resided in the United States for at least 10 years, or 
(2) nonpayment of benefits would be contrary to a treaty obligation 
of the United States, or (3) the alien is a citizen of a country that has 
a social insurance or pension system of general applicability 	that 
provides for the papi-tent of benefits to qualified U.S. citizens who are 
outside that country. Even if they qualify under these exceptions, aliens who 
are first eligible after 1984 for auxiliary or survivor benefits as family members 
or survivors generally must also have resided in the United States for 5 years 
and been related to the worker during that time. Benefits are not payable to 
an alien living in a country in which the Treasury Department has suspended 
payments. 

Through international totalization agreements, the U.S. Social Security system 
in coordinated with the systems of certain other countries. Authorized under 
the 1977 amendments, these agreements benefit both workers and employers 
by eliminating dual coverage and contributions for the same work under the 
social security systems of the countries that are parties to the agreement. Such 
agreements also prevent the impairment of :ocial security protection that 
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results when a person works under the systems of two countries but is not 
eligible for benefits in one or both countries when he or she retires, becomes 
disabled, or dies. The United States currently has Social Security agreements 
in effect with 17 countries-Italy (1978), the Federal Republic of Germany 
(1979), Switzerland (1980), Belgium, Norway, and Canada (1984), the United 
Kingdom (1985), Sweden (1987), Spain and France (1988), Portugal (1989), 
the Netherlands (1990), Austria (1991), Finland (1992), Ireland (1992), Luxembourg 
(1993) and Grece (1999). 

Types of Benefits. 

Monthly retirement benefits are payable at age 62 to a retired insured person 
and to the spouse of a retired insured person. These benefits are permanently 
reduced if claimed before the normal retirement age (currently age 65). 
Unreduced benefits are payable to the wife or husband or a retired worker at 
any age if he or she is caring for a child, under age 16 or disabled, who is entitled 
to benefits on the eamings record of the worker. Child's benefits are paid 
to the retired worker's unmarried child under age 18, or aged 18-19 if he 
or she is a full-time student in elementary or secondary school. They are also 
paid regardless of age if the child has been disabled since before age 22. 

Monthly survivor benefits are payable to a widow or widower at age 60, or, 
if disabled, at age 50; to a widow or widower at any age if the or she is caring 
for a child, under age 16 or disabled, who is entitled to benefits on the eamings 
record of the worker; to unmarried children under age 18, or aged 18-19 if they 
are in elementary or secondary school, and at any age if the child has been 
disabled since before age 22; and to a dependent parent at age 62. A Itunp-
sum death benefit of $255 is also payable to the spouse who is living with 
the worker at the time of the worker's death or is eligible to receive benefits 
at that time based on the worker's eamings record, or, if there is no qualified 
spouse, to the child or children of the worker eligible for monthly survivor 
benefits. 

Monthly DI benefits are payable to a disabled worker under age 65 alter a 
waiting period of 5 full calendar months. These benefits terminate if he or she 
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recovers of returns to substantial gainful work despite the impairment. When 
the worker attains age 65, he or she is transferred to he retirement rolls. 
Benefits for family members of a disabled worker are payable under the same 
conditions as for family members of retired workers. 

Under certain circumstances, benefits may also be paid to the divorced spouse 
of a retired, deceased, or disabled worker and to the remarried widow or 
widower of a deceased worker. 

Benefit Amounts. 

A worker's Social Security benefit amount is based on his or her average 
covered earnings computed over a period of time equal to the number of years 
he or she reasonably could have been expected to work in covered employment. 
Specifically, the number of years in the averaging period equals the number 
of years after 1950 (or, if later, after age 21) and up to the year in which 
the workers attains age 62, becomes disabled, or dies-generally minus 5 years. 
Fewer than 5 years are disregarded in the case of a worker disabled before age 
47. The minimum length of the averaging period is 2 years. The averaging 
period may include years before age 22 and after age 61 in lieu of years with 
lower earnings between ages 21 and 62. 

For persons who were first eligible (attained age 62, became disabled, or 
died) after 1978, the actual eamings are indexed-updated to reflect increases 
in average wage levels in the economy. For persons first eligible before 1979, 
the actual amount of covered eamings is used in the computations. After a 
worker's average indexed monthly eamings (AIME) or average monthly earnings 
(AME) have been determined, a benefit formula is applied to determine the 
worker's priimary insurance amount (PIA), on which all Social Security benefits 
related to the worker's earnings are based. The benefit formula is weighted in 
favor of low earners since they have less margin for reduction in income than 
do high earners. 

The PIA is $1,147.50 for workers whose eamings were at or aboye the 
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maximum amount that counted for contribution and benefit purposes each 
year and who retire at age 65 in 1991. Beginning with 1982, newly eligible 
retired workers have not been subject to a statutory minimum benefit amount. 
The law does, however, provide for long-term, low-paid workers a special 
minimum benefit that is higher than that permitted by the regular benefit 
formula. 

For persons first eligible in 1994, the PIA is equal to: 

90 percent of the first $422 of AIME, plus 

32 percent of AIME between $422 and $2,545, plus 

15 percent of AIME aboye $2,545. 

The dollar amounts defining the AIME brackets are adjusted annually based 
on changes in average wage levels in the economy. As a result, initial benefit 
levels will generally keep pace with future increases in wages. For example, 
in the future, initial Social Security retirement benefits for workers 
who do not claim early retirement benefits are expected to replace a 
constant proportion (about 42 percent) of past covered earnings for 
persons who had a full worklife with earnings equal to the average 
wage in the economy and retired at the normal retirement age. For 
persons who worked a full worklife and earned low wages (45 percent 
of the average wage), the replacement tate is expected to be about 56 
percent. And for persons who 3.1wavs carned the maximum amount 
subject to Social Security taxes, the 	eplacement rate is expected to be 
about 28 percent. 

In general, alter a worker's 	Social Security benefits has been determined 
of the year of first eiSibility -the year he or she attaints age 62, becomes 
disabled, or dies- the amount is increased automatically each December 
(payable in the January checks) to reflect any increase in the CPI. (If Social 
Security trust fund reserves were to fall below certain levels, a different rule 
would apply. The amount of any increase would be based on the lesser of 
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the rise in the cost of living or in average wages, with provision for a "catch 
up" when reserves have been built up). 

The benefit may be recomputed if, after retirement, the workers has additional 
eamings that produce a higher PIA. The monthly benefit for a worker retiring 
at the normal retirement age (currently age 65) is equal to the PIA rounded 
to the next lower multiple of $1. For workers retiring before the normal 
retirement age, the benefit is actuarially reduced to take account of the longer 
period over which they will receive benefits. Currently, a worker who retires 
at age 62 receives 80 percent of the MI benefit amount; a spouse who begins 
to receive benefits at age 62 receives 75 percent of the amount that would have 
been payable at age 65; a widow(er) who first receives benefits at age 60 will 
be paid 71-1/2 percent of the deceased spouse's PIA, as will a disabled 
widow(er) aged 50-59. 

As described earlier, the normal retirement age (the age of eligibility for 
unreduced retirement benefits) will be increased gradually from 65 to 67 
beginning with workers who reach age 62 in the year 2000. Benefits will 
continued to be available at age 62 for retired workers and their spouses and 
at age 60 for widow(er)'s, but the maximum reduction in worker's and spouse's 
benefits will be greater. 

A worker who delay retirement past normal retirement age has his or her 
benefits increased based on the delayed retirement credit. This credit takes into 
account benefits forgone as a result of the earnings test by persons who 
confirme to work past age 65. The size of the delayed retirement credit 
currently is being raised every other year. The credit is 4 1/2 percent of the PIA 
per year for workers attaining age 62 in 1993-94. It will incitase to 
5 percent of the PIA for workers attaining age 62 in 1995-96, and so 
on, until it reaches 8 percent of the PIA per year for workers reaching age 62 
in 2005 or later. 

Benefits for eligible family members are based on a percentage of the worker's 
PIA. In the case of a retired worker, a wife's or husband's benefit at the normal 
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retirement age and a child's benefit are equal to 50 percent of the worker's 
PIA. A surviving widow's or widower's benefit is equal to as much as 100 
percent of the amount of the deceased worker's PIA. The benefit of a surviving 
child is 75 percent of the worker's PIA. 

The law sets a limit on the total monthly benefit amount that may be paid either 
to a worker and his or her eligible family members or to the worker's survivor. 
This limitation assures that the family is not considerably better of financially 
after a worker retires, becomes disabled, or dies than it was while he 
or she was working. 

A person who is eligible for a benefit based on his or her own earnings and 
also for a benefit as an eligible family member of survivor (generally as a wife 
or widow) will receive the full amount of his or her own benefit, plus an amount 
equal to any excess of the other benefit over his or her own-in effect, the 
larger of the two. 

In addition, benefits to an individual whose entitlement is not based on a 
disability may be reduced if a person's annual earnings from work or self-
employment (or the earnings of the worker on whose record that person receives 
benefits) exceed a specified exempt amount. In 1994, beneficiaries aged 
65-69 may earn up to $11,160; those under age 65 may eam up to $8,040. 
(The 	exempt amount increases automatically as wage levels rise). 
Beneficiaries under age 65 have their benefits reduced $1 for each $2 in 
earnings over the annual exempt amount. This rate of reduction is $1 for each 
$3 for persons who have reached the normal retirement age. Persons aged 70 
or older may earn any amount without having their benefits reduced. 

Benefits for disabled workers are computed in much the same way as are 
benefits for retired workers. Benefits to the family members of a disabled 
worker are paid on the same basis as those to the family of a retired worker. 
The limitation on family benefits is, however, somewhat more stringent for 
disabled-worker families than for retired-worker families than for retired-
worker. Table 2 shows the number of individuals receiving benefits and the 
average payment amounts for various benefit categories. 



TABLE 2.-Number ofpersons receiving monthly benefits under OASDI, December, selected years 1940-92, and 
average monthly amount, December 1992 

Average 
amount, 

December 

Type of beneficiary 1940 1950 1960 1970 1980 1985 1990 1992 1992 

AR beneficiaries 222,488 3,477,243 14,844,589 26,228,629 35.084,511 37,058,535 39,832,125 41,507,188 $588.87 
Retired workers 112,331 1,770,984 8,061,469 13,349.175 19,582,625 22,432,103 24,838,100 25,757,727 652.64 
Disabled workers . 	. 	. 455,371 1,492,948 2,861,253 2,656,500 3,011,294 3,467,783 626.07 
Wives and husbands1  of 
retired or disabled workers 29,749 508,350 2,345,983 2,951.552 3,480,212 3,374.602 3,366,975 3,382,189 322.13 
Widows and widowers2  4,437 314,189 1,543,843 3,177,879 4,287,930 4,756,872 5,010,493 5,074,051 607.55 
Widowed mothers and fathers2  20449 169,438 401,358 523,136 562,798 371,658 303.923 294,176 437.66 
Disabled widows and widowers2  . 	. . 	. 	. 49,281 126,659 105,945 100,989 131,324 422.65 
Children3  56,648 699,703 2,000,451 4,122,305 4,609,813 3,319,477 3,187,010 3,391,173 324.61 
Of retired workers 6,410 46,241 268,168 545,708 642,445 457,408 422,200 431.936 285.24 
Of deceased workers 48,238 633,462 1,576,802 2,687,997 2,608,653 1,916,928 1,776,013 1,807,998 432.33 
Of disabled workers . 	. . 	. 155,481 888,600 1,358.715 945,141 988,797 1,151,239 170.22 
Parents 824 14,579 36.114 28,729 14,796 9,541 5,908 5,083 526.44 
Special age-72 beneficiaries4  533,624 92,754 31,655 7,433 3,682 177.76 

I Includes divorced spouses. 
2  Includes surviving divorced spouses. 
3  Includes disabled adult children aged 18 or 
older whose disability began before age 22. 

Represents benefits for certain persons who 
attained age 72 before 1972 and who became 
eligible only under special insured provi-
sions of the Social Security Act. 
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Program Financing. 

The financing plan of the OASI and DI programs requires workers and their 
employers and self-employer persons to pay taxes on eamings in covered jobs 
up to the annual taxable maximum ($60,600 in 1993; automatically adjusted 
as wages rice). These taxes (which constitute more than 95 percent of program 
revenues) are automatically deposited in two separate trust funds -the OASI 
Trust Fund and the DI Trust Fund. (The Hospital Insurance (HI) portion of 
the Medicare program is also financed in this way. The maximum amount of 
earnings taxed for HI purposes is a separate higher figure. As of 1994, there 
is not limit to the amount of earning that may be taxed for HI purposes. 

The money received by the trust funds can be used only to pay the benefits and 
operating expenses of the program. Money not needed currently for these 
purposes is invested in interest-bearing securities guaranteed by the U.S. 
Government. A Board of Trustees, which by law is composed of the Secretary 
of the Treasury as Managing Trustee, the Secretary of Labor, the 
Secretary of Health and Human Services, and two public members, is 
responsible for 	managing the trust fimds and for making periodic 
reports to Congress. 

In addition to the Social Security Taxes paid by employees, employers, and 
the self-employed, trust fund revenues include relatively small amounts 
transfi rred to the Social Security trust funds from the general fund: interest 
on Social Security trust fund investments; payments for deemed and gratuitous 
military service wage credits; funds to pay for limited benefits to certain very 
old persons who qualify under special insured-status requirements; and 
amounts equal to the revenue lost from the tax credits against the Social 
Security tax liability of the self-employed for 1984-89 and of employees for 
1984. In addition, the revenues from the income tax on up to one-half of the 
Social Security benefits of beneficiaries with substantial amounts of other 
income are appropriated to the OASI and DI Trust Funds." 
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Based on 75-year actuarial forecast, a schedule of current and future tax rates 
designed to produce sufficient revenues, together with other revenues, 
to fmance the program over the long range is set forth in the law. This 
schedule also specifies what portion of total revenues collected is to be 
allocated to each of the Social Security programs. In 1994, OASDI tax 
rates are 6.2 percent each for the self-employed and 12.4 percent for 
the self-employed. 	The Federal Disability Insurance Trust Fund is 
allocated a portion of these rates: 0.6 percent each for the employee and 
employer and 1.2 percent for the self-employed. (With the turn of the century 
these figures are scheduled to increase to 0.71 and 1.42 percent, respectively.) 
Current and future scheduled tax rates are shown in table 3. Table 4 
summarizes the status of the OASI and DI Trust Funds for selected years. 



Period Total 	OASI 	DI 	HI 

Percent of covered eamings for 
employee and employer each 

1990-99 	 
2000 and after 	 

	

7.65 	5.6 
	

0.6 	1.45 

	

7.65 	5.49 	.71 	1.45 

Percent of covered earnings for 
the self-employed 

1990-99 	 
2000 and after 

	

15.3 	11.2 	1.2 	2.9 

	

15.3 	10.98 	1.42 	2.9 
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Table 3.- Tax rate schedule for OASDI and HI programs 1,2 
 

1 In 1994, the OASI and DI rates tax apply to covered earnings up to 860,600; this maximu taxable amount 
subject to anual automatic adjustment in proportion to increases in nacional average wage and salary earnings.The 
maximum taxable amount for purpouses of the Hl tax was 5135,000 in 1993 but has been repealed entirely, 
effective for 1994, by the Omnibus Budget Reconciluiation Act of 1993. 
2 The Social Security Amendments of 1983 provided for tax credits against OASDI and HI tax Iiability of (1) 
the self-employed aqual to 2.7 percent of earnings for 1984; 2.3 percent, for 1985; and 2.0 percent, for 1986-
89; and (2) employes equal to 0.3 percent of eamings for 1984.Effective for 1990, the tax credits have been 
replaced with special deduction provisions designed to treat the self employed in much the same manner as 
employees and employeers are treated for Social Security and income tax purposes. 



Table 4.- Status of the Old-Age and Survivors Insurance and Disability 
Insurance Trust Funds, by selected years, 1940-92 

[Amounts in millions] 

Year 
Total 
receipts' 

Expenditures 

Total 
Benefit 

payments 

Net 
adminis-
trative 
expenses 

Other 
expendi-
tures 2  

Total 
assets, 
end of year 

Old-Age and Survivors Insurance Trust Fund 

1940 $368 $62 $35 $26 $2,031 
1945 	 1,420 304 274 30 7,121 
1950 	 2,928 1,022 961 61 ... 13,721 
1955 	 6,167 5,079 4,968 119 -$7 21,663 
1960 	 11,382 11,198 10,677 203 318 20,324 

1965 	 16,610 17,501 16,737 328 436 18,235 
1970 	 32,220 29,848 28,798 471 579 32,454 
1975 	 59,605 60,395 58,517 896 982 36,987 
1980 	 105,841 107,678 105,083 1,154 1,442 22,823 
1985 	 184,239 171,150 167,248 1,592 2,310 38,842 

1986 	 197,393 181,000 176,813 1,601 2,585 39,081 
1987 	 210,736 187,668 183,587 1,524 2,557 62,149 
1988 	 140,770 200,020 195,454 1,776 2,790 102,889 
1989 	 264,653 212,489 207,971 1,673 2,845 155,063 
1990 	 286,65 227,519 222,987 1,563 2,969 214,197 
1992 	 311,162 259,867 254,883 1,830 3,148 319,150 

Disability Insurance Truts Fund 

1957 	 $709 $59 $57 $3 $649 
1960 	 1,063 600 568 36 -$5 2,289 
1965... 1,247 1,687 1,573 90 24 1,606 
1970 	 4,774 3,259 3,085 164 10 5,614 
1975 	 8,035 8,790 8,505 256 29 7,354 
1980 	 13,871 15,872 15,515 368 -12 3,629 

1985 	 19,301 19,478 18,827 608 43 ° 6,321 
1986 	 19,439 20,522 19,853 600 68 7,780 
1987 	 20,303 21,425 20,519 849 57 6,658 
1988 	 22,699 22,494 21,695 737 61 6,864 
1989 	 24,795 23,753 22,911 754 88 7,905 
1990 	 28,791 25,616 24,829 707 80 11,079 
1992... 31,430 32,004 31,112 834 58 12,324 

1 Includes trastera from general revenues - for militan/ service wage credits and special age - 72 benefit payments - net interest on trust fUnds, 
insumo laxes paid on Social Security benefits tmder 1983 legislation, as well as contributions from employees, employers, and self- employed 
persona based on eamings up to the maximum taxable 211101111L 

2 Indultes transfers to (or from) the Railroad Retirement program and expenditures feo vocational rehabilitation services to disabled workers, 
childhood disability beneficiarles, and disabled widows and widowers. 
3 Includes amounts borrowed from the Disability Insurance and Hospital Insurance Trust Fund. under the interfund torrowing provisions of 
Public law 97 -123. 

4 Excludes amounts lem to the Old- Age and Survivors Insurance Trust Fund ander the interfund borrowing provisions of Public law 97-123. 



56 
	 SOCIAL SECURITY IN THE UNITED STATES 

Administration. 

On August 15, 1994, the President of the United States signed into law 
the Social Security Independence and Program Improvements Act of 
1994. This law establishes that beginning March 31, 1995, the Social 
Security Administration will be an independent agency of the United 
States government solely responsible for the administration of the 
OASDI and SSI programs. 

The independent agency will be headed by a Commissioner with authority and 
control over all SSA personnel and activities. The Commisioner will be 
appointed by the President and subject to U.S. Senate confirmation. The 
Commissioner will serve a 6-year tern with the initial term of office ending 
January 19, 2001. There will also be a Deputy Commissioner, appointed by 
the President and confirmed by the Senate, who will also serve a 6-year term. 

The law also creates a seven-member bipartisan Social Security Advisory Board 
that will meet at least four times a year to review and make recommendations 
to the Commissioner conceming matter of policy. The Board has no role in SSA 
operations. Three members of the Board will be appointed by the President 
and the remaining four will be the appointed by the Congress. The requirement • 
for the appointment of a quadrennial Advisory Council on Social Security has 
been eliminated atter the current Advisory Council completes its work. 

Each person working in covered employment or self-employment is required 
to obtain a Social Security number, which is used to identify the lifetime 
eamings record on which is or her benefits are based. The same number is used 
for life and is recorded by each new employer. To date, more than 360 million 
Social Security numbers have been issued; about 137.5 million persons -
working in about 95 percent of the jobs in paid employment and self-
employment- held jobs covered under the program in 1994. 

Employers withhold Social Security taxes from their employees' paychecks 
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and forward these amounts, along with an equal employer tax, to the Interna! 
Revenue Service (IRS) on a regular schedule. 	By the end of February, 
employers file wage reports (W-2 form) with the Social Security Administration 
(SSA) showing the wages paid to each employee during the preceding year. 
In tum, SSA shares this information with the IRS. Self-employed persons 
report their earnings for social security purposes and pay their social security 
contributions in connection with their income tax retum. Information from 
self-employment income reports is sent by the IRS to the SSA. 

Reported earnings are posted to the worker's earnings record in the central office 
of SSA in Baltimore, Maryland. When a worker or worker's family member 
applies for Social Security benefits, the worker's earnings record is used 
to determine the claimant's eligibility for benefits payable. (The earnings 
credits on the worker's record are also used to determine entitlement to Hospital 
Insurance benefits). 

Payment is certified by SSA to the Department of the Treasury, which, in 
tum, mails out benefit checks or deposits the proper amounts directly into 
beneficiaries' accounts through electronic Fund transfer or by other means. 

SSA operates one of the largest recordkeeping systems in the world. Automated 
techniques are used to perforen the huge job of posting earnings to individual 
records and computing benefits from these records. The use of electronic data 
processing and telecommunications has been extended to practically all areas 
of program operations. Field office staff are able to enter information directly 
into the systems, to request from agency records any information needed to 
process the claim, and to produce a paper copy of the completed application 
for the claimant to sign. The computer systems are continually being updated, 
improved, and put to new uses, as new technology becomes available. 

The Baltimore headquarters complex houses staff offices., a national computer 
center, disability operations, central records maintenance, and foreign claims 
operations. Data operations centers are located at Wilkes-Barre, Pennsylvania; 
Albuquerque, New Mexico; and Salinas, California. At these centers, data are 
converted from source documents for electronic data processing. Program 
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service centers in New York City; Philadelphia; Birmingham; Chicago; Kansas 
City, Missouri; and Richmond, California, certify benefit payments to the 
Department o f the Treasury's Regional Disbursing Centers, maintain beneficiary 
records, review selected categories of claims, collect debts, and provide a wide 
range of other services to beneficiaries. 

In addition, SSA has a nationwide field network of about 1,300 offices and 
37 teleservice centers. Field operations are directed by the 10 Regional 
Commissioners and their staffs. The field installations are the main points of 
contact by the public with SSA. They issue Social Security numbers, help 
workers and employers correct records of earnings, help claimants file 
applications for benefits and assemble the evidence necessary to prove their 
eligibility, adjudicate retirement and survivor insurance claims and help 
determine the amounts of benefits payable, forward Disability Insurance claims 
to cooperating State agencies (generally State vocational rehabilitation 
agencies) for a determination of disability, and give workers and their families 
the information necessary for them to understand their rights and obligations 
under the program. 

Everyone has the right to appeal a decision on benefit entitlement. The appeals 
process consists of several levels of review. At each level, a review must 
be requested in writing within certain time periods. First, the claimant may 
request reconsideration of the initial determination. If the claimant is dissatisfied 
with the reconsideration determination, he or she may request a hearing and 
appear in person before an Administrative Law Judge from the SSA's Office 
of Hearings and Appeals. If the ALJ's decision does not satisfy the claimant, 
a review by the Appeals Council may be requested. And, finally, the claimant 
may take bis or her case to the Federal courts. The SSA hearings and appeals 
process is administered through 135 hearing offices aligned under 10 regional 
chief Administrative Law Judges. The central office of the Office of Hearings 
and Appeals is located in Falls Church, Virginia. 

In calendar year 1992, the administrative expenses of the cash benefit program 
amounted to about 0.9 percent of benefit payments. 
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UNEMPLOYMENT INSURANCE 

Unemptoyment insurance programs are designed to provide benefits to 
regularly employed members of the labor force who become involuntarily 
unemployed and who are able and willing to accept suitable employment. 

The first unemployment insurance law in the United States was established 
in Wisconsin in 1932 and served as a forerunner for the unemployment 
insurance provisions of the Social Security Act of 1935. Unlike the Old-Age 
Insurance benefit provisions of the Social Security legislation, which are 
administered by the Federal Government alone, the unemployment insurance 
system was made Federal-State in Character. The existence of the Wisconsin 
law, with regard to the constitutionality of an exclusively Federal system, and 
various untried aspects of administration were among the factors that influenced 
the adoption of this kind of system. 

By means of a tax offset, the Social Security Act provided an inducement 
to the States to enact unemployment insurance laws. A uniform national tax 
was imposed on the payrolis of industrial and commercial employers who in 
20 or more weeks in a calendar year had eight or more workers. Employers 
who paid a tax to a State with an approved unemployment insurance law could 
credit (offset) up to 90 percent of the State tax against the national tax. Thus, 
employers in States without an unemployment insurance law would not have 
an advantage in competing with similar businesses in States with such a law 
because they would still be subject te the Federal payroll tax. Furthermore, 
their employees would not be eligible for benefits. 

In addition, the Social Security Act authorized grants to States to meet the 
costs of administering the States systems. By July 1937, all 48 States, the 
territories of Alaska and Hawaii, and the District of Columbia had passed 
unemployment insurance laws. Puerto Rico tater adopted its own unemployment 
insurance program, which was incorporated into the Federal-States system in 
1961. In a similar fashion, the program for workers in the Virgin Islands 
was added in 1978. 
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Federal law requires State unemployment insurance programs to meet certain 
requirements if employers are to get their offset against the federal tax and 
if the State is to receive Federal grants for administration. These requirements 
are intended to assure that a State participating in the program has an 
unemployment insurance system that is fairly administered and financially 
secure. 

One of these requirements is that all contributions collected under the State 
laws be deposited in the unemployment trust fund in the U.S. Treasury. The 
fund is invested as a whole, but each State has a separate account to which its 
deposits and its share of interest on investments are credited. A State may 
withdraw money from its account in the trust fund at any time, but only to pay 
benefits " Thus, unlike the situation in the majority of States having workers' 
compensation and temporary disability insurance laws, unemployment 
insurance benefits are paid exclusively through a public fund. No private plans 
can be substituted for the State plan. 

Aside from Federal standards, each State has major responsibility for the 
content and development of its unemployment insurance law. The State itself 
decides the amount and duration of benefits (except for certain Federal 
requirements concerning Federal-State extended benefits); and, in general, the 
eligibility requirements and disqualification provisions. The States also 
directly administer the programs-collecting contributions, maintaining wage 
records (where applicable), taking claims, detennining eligibility, and paying 
benefits to unemployed workers. 

Coverage. 

Approximately 108 million workers were in jobs covered by unemployment 
insurance in 1992. Coverage originally had been limited to the employment 
covered by the Federal Unemployment Tax Act (FUTA), which relates 
primarily to industrial and commercial workers in private industry. Two 
Federal laws -the Employment Security Amendments of 1970 and the 
Unemployment Compensation Amendments of 1976 -added substantially to 
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the number and types of workers protected under the State programs. 

Private employers in industry and commerce are subject to the law if they have 
one or more individuals employed at least 20 weeks during the current or 
preceding year or if they have one or more individuals employed at least 20 
weeks during the current or preceding year or if they paid wages of $1,500 
or more during any calendar quarter in the current or preceding year. Agricultura! 
workers are covered on farms with a quarterly payroll of at least $20,000 with 
10 or more employees in 20 weeks of the year. Domestic employees in private 
households are subject to FUTA if their employer pays wages of $1,000 or 
more in a calendar quarter. Excluded from coverage are workers employed 
by their families and the self-employed. 

State and local government employers and employees of most nonprofit 
organizations are also exempt from FUTA. However, as a result of the federal 
legislation enacted in 1976, most employees in these groups now must be 
covered by State law as a condition for securing Federal approval of the State 
law. Under this form of coverage, local government and nonprofit employers 
have the option of making contributions under FUTA, or of reimbursing the 
State for benefit expenditures actually made. Elected officials, legislators, 
members of the judiciary, and the State National Guard are still excluded, 
as are employees of nonprofit organizations that employ fewer than four 
workers in 20 weeks in the current or preceding calendar year. Many States 
have extended coverage beyond that provided by Federal legislation. 

Federal civilian employees and ex-service members have been brought under 
the unemployment insurance system through special Federal legislation. 
Benefits for these persons are financed through Federal funds but are 
administered by the States and paid in accordance with the provisions of the 
State laws. However, Federal law prescribes certain eligibility requirements 
and a 13-week maximum duration for ex-service member's benefits. Railroad 
workers are covered by a separate unemployment insurance law enacted by 
Congress. This law is described in connection with the other benefit programs 
for persons employed in the railroad industry. 
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Eligibility for Benefits. 

Unemployment benefits are available as a matter of right (without a means test) 
to unemployed workers who have demonstrated their attachment to the labor 
force by a specified amount of recent work and/or eamings in covered 
employment 44. 

To be eligible for benefits, the workers must be ready, able, and willing to work 
and must be registered for work at a State public employment office. Workers 
who meet these eligibility conditions may still be denied benefits if they are found 
to be responsible for their own unemployment. 

Work requirements.- A worker's monetary benefit rights are based on his or 
her covered work over a prior reference period, called the "base period", and 
these benefit rights remain fixed for a "benefit year". In most States, the base 
period is the first four quarters of the last five completed calendar quarters 
preceding the claim for unemployment benefits. 

Six States specify a flat minimum amount of eamings, ranging from $1,000 
to $2,800 in the base period to qualify. One-fourth of the States express their 
eamings requirements in terms of a multiple of the benefit for which the 
individual will qualify (such as 30 times the weekly benefit amount). Most 
of these jurisdictions, however, have an additional requirement that wages be 
comed in more than one calendar quarter or that a specific amount of wages be 
earned in the calendar quarter other than that in which the claimant had the 
most wages. Almost half the States simply require base period wages totaling 
a specified multiple -commonly 	of the claimant's high-quarter wages. Eight 
States require a minimum number of weeks of covered employment (minimum 
number of hours in one State), generally reinforced by a requirement of an 
average or minimum amount of wages per week. 

If the unemployed worker has enough wages or weeks of work in his or her base 
period and is therefore eligible for benefits, his or her eligibility extends 
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throughout a benefit year, which is a 52-week period usually beginning on 
the day or the week for which the worker first filed a claim for benefits. No 
State permits a claimant who received benefits in one benefit year to qualify 
for benefits in a second benefit year unless he or she had intervening employment. 

Other requirements.- To receive benefits all States require that claimants 
must be able to work and must be available for work that is, they must be in 
the labor force and their unemployment must be due to lack of work. One 
evidente of ability to work is the filing of claims and registration for work at 
a State iiublic employment office. Most State agencies also require that in order 
to qualify for benefits, the unemployed worker make a job-seeking effort 
independent of the agency's effort. 

Eleven States have added a provision that claimants who become disabled 
alter filing a claim and registering for work shall be eligible for benefits as long 
as no offer of work suitable but for the disability is refused (limited to 3 weeks 
in Massachusetts and 6 weeks in Alaska). Most States have special disqualification 
provisions that specifically restrict the benefit rights of students who are 
considered not available for work while attending school. Federal law also 
restricts benefit eligibility of some groups of workers under specified 
conditions: School personnel between academie years, professional athletes 
between sports seasons, and aliens not legally in the United States. 

The major reasons for disqualification from benefit eligibility are voluntary 
separation from work without good cause; discharge for misconduct connected 
with the work; refusal, without good cause, to apply for or accept suitable work; 
and unemployment due to a labor dispute. In all jurisdictions, disqualification 
serves at least to delay a worker's receipt of benefits. The disqualification 
may be for a specific uniform period, for a variable period, or for the entire 
period of unemployment following the disqualifying act. Some States not only 
postpone the payment of benefits but also reduce the amount due the claimant 
in a given period of unemployment. However, benefit rights cannot be 
eliminated completely for the whole benefit year because of a disqualifying 
act other than discharge for misconduct, fraud, or because of disqualifying 
income. Also, no State may deny unemployment insuranee benefits when a 



64 
	 SOCIAL SECURITY IN THE UNITED STATES 

claimant undergoes training in a approved program. 

The Federal Unemployment Tax Act also provides that no State can deny 
benefits to a claimant if he or she refuses to accept a new job under substandard 
labor conditions, or where he or she would be required to join a company union 
or to resign from or refrain from joining any bona fide labor organization. 
However, in all States, unemployment due to labor disputes results in a 
postponement of benefits, generally for an indefinite period, depending on how 
long the unemployment lasts because of the dispute. State laws vary as to how 
the disqualification applies to workers not directly involved in the disputes. 

Under Federal law, States are required under certain conditions to reduce the 
weekly benefit by the amount of any government or disability pension, including 
Social Security benefits and Railroad Retirement annuities. States may reduce 
benefits on less than a dollar-for-dollar basis to take into account contributions 
made by the worker to the pension plan. 

In nearly half the States, workers' compensation either disqualifies the worker 
for unemployment insurance purposes for the week concerned or reduces the 
unemployment insurance benefit by the amount of the workers' compensation. 
Wages in lieu of nocice or dismissal payments also disqualify for benefits or 
reduce the weekly benefit in half the States. 

Types and Amounts of Benefits. 

In December 1992, an average of 3.3 million unemployed workers 
were receiving benefits each week under the State unemployment 
insurance programs. Their average weekly benefit was $ 174 and the 
average duration of benefits (regular program) for the 12 months 
ending December 1992 was 16.2 weeks. Benefit payments in 1992 
totaled $ 26.0 billion.45  

Under all State laws, the weekly benefit amount -that is, the amount payable 
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for week of total unemployment- varíes with the worker's past wages within 
certain minimum and maximum limits. In most of the States, the formula is 
designed to compensate for a fraction of the usual weekly wage, normally about 
50 percent, subject to specified dollar maximums. 

Three-fourths of the laws use a formula that computes weekly benefits as 
a fraction of wages in one or more quarters of the base period. Most commonly, 
the fraction is taken from wages in the quarter during which wages were 
highest, as this quarter most nearly rellects full-time work. In most of these 
States, the same fraction is used at all benefit levels. The other laws use a 
weighted schedule that gives a greater proportion of the high-quarter wages 
to lower-paid workers than to those earning more. 

Five States compute the weekly benefit amount as a percentage of anual 
wages. Eight States base the weekly benefit directly on average weekly wages 
during a recent period. 

Each State establishes a ceiling on the weekly benefit amount and no worker 
may receive an amount larger than this ceiling. The maximum may be either 
a fixed dollar amount or a flexible amount. Under the latter arrangement, which 
has been adopted in 36 jurisdictions, the maximum is adjusted automatically 
in accordance with the weekly wages of covered employees. The maximum 
in these jurisdictions is expressed as a percentage of the statewide average 
weekly wage- form 49 percent to 70 percent. Such provisions remove the need 
for constantly amending the flat maximum statutory dollar amount 
as wage levels change. 

The maximum weekly benefit for all States varíes from $133 to $335 
(excluding allowances for dependents provided by 14 jurisdictions). Because 
statutory increases in the maximum tend to lag behind the increase in wage 
levels, the maximums in States with fixed amounts often operate to curtail 
the benefit amounts of workers to below the 50-percent level. Minimtun limits 
on benefits -ranging form $5 to $69 a week- are provided in every State. 



66 
	 SOCIAL SECURITY IN THE UNITED STATES 

All States pay the full-weekly benefit amount when a claimant has had some 
work during the week but has earned less than a specified relatively small sum. 
All States also provide for the payment of reduced weekly benefits -partial 
payments- when earnings exceed the specified amount. In a majority of the 
States, this amount is defined as wage that is earned for a week of less than 
full-time work and that is less than the claimant's regular weekly benefit amount. 

Thirteen states and the District of Columbia provide additional allowances for 
certain dependents. They all include children under ages 16, 18, or 19 
(and, generally, older if incapacitated), 10 include a nonworking spouse, 
and 3 consider other dependent relatives. The amount allowed per dependent 
varíes considerably by State but generally is $20 or less per week, and, 
in the majority of States, the amount is the same for each dependent. 

All but 11 States require a waiting period of 1 week of total unemployment 
before the benefits can begin. Four States pay benefits retroactively for the 
waiting period if unemployment lasts a certain period or the employee returns 
to work within a specified period. 

All but two jurisdictions provide a statutory maximum duration of 26 weeks 
of benefits in a benefit year. However, only nine jurisdictions provide the 
same maximum for all claimants. The remaining 44 jurisdictions vary the 
duration of benefits through various formulas that relate potential duration to 
the amount of former earnings or employment - generally by limiting total 
benefits to a certain fraction of base period earnings or to a specified multiple 
of the weekly benefit amount, whichever is less. 

In the 1970's, a permanent Federal-State program of extended benefits was 
established for workers who exhaust their entitlement to regular State benefits 
during periods of high unemployment. The program is financed equally from 
Federal and state funds. Employment conditions in an individual State trigger 
extended benefits. This happens when the unemployment rate among insured 
workers in a State averages 5 percent or more over a 13 -week period, and is 



SOCIAL INSURANCE PROGRAMS 
67 

at least 20 percent higher than the rate for the same period in the 2 preceding 
years. If the insured unemployment rate reaches 6 percent, a State may by law 
disregard the 20-percent requirement in initiation extended benefits. Once 
triggered, exended benefit provisions remain in effect for at least 13 weeks. 

When a State benefit period ends, extended benefits to individual workers also 
end, even if they have received less than their potential entitlment and are still 
unemployed. Futher, once a State benefit period ends, another statewide period 
cannot begin for at least 13 weeks. From January to July 1991, extended benefit 
periods were triggered in vine jurisdictions-Alaska, Maine, Massachusetts, 
Michigan, Oregon, Puerto Rico, Rhode Island, Vermont, and West Virginia. 

Most eligibility conditions for extended benefits payable are determined by 
State law. However, under federal law a claimant applying for extended 
benefits must have had 20 weeks in full-time employment (or the equivalent 
in insured wages) and must meet special work requirements. A worker who 
has exhausted his or her regular benefits is eligible for a 50-percent increase 
in duration of benefits for a maximum of 13 weeks. There is, however, an overall 
maximum of 39 weeks of regular and extended benefits. Extended benefits are 
payable at the same rate as the weekly amount under the regular State program 

Financing. 

All employers who are covered by the Federal Unemployment Tax Act are 
charged a tax of 6.2 percent on the first $7,000 annually of each worker's 
covered wages, effective January 1985. 	However, employers do not 
pay the full amount because they may receive credit towards the 
Federal 	payroll tax contributions 	that 	they pay towards a State 
unemployment insurance program established by an approved law. 
The credit may also include any savings on the State tax achieved 
under an approved experience rating plan, as described below. The 
credit available to employers in a State may be reduced if the State 
has fallen behind on repayment of loan to the Federal Government. 
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Many States have obtained such loans when their reserves for paying benefits 
were depleted during periods of high unemployment. Only two States had 
outstanding loan balances as of July 1991. 

Effective January 1985, the total credit may not exceed 5.4 percent of taxable 
wages. The remaining 0.8 percent, including a 0.2 percent of taxable wages. 
The remaining 0.8 percent, including a 0.2 percent temporary surcharge, is 
collected by the Federal Government. The permanent 0.6 percent portion is 
used for the expenses of administering the unemployment insurance program, 
for the 50-percent share of the costs of extended benefits, and for loans to States 
with depleted benefit reserves. Any excess is distributed among the States 
in proportion to their taxable payrolls. Loans to States had been interest is 
payable except on certain short-term "cash Flow" loans. The temporary 0.2 
percent share is being used to repay general revenue advances made to help 
pay the federal share of extended benefit payments. This surcharge enacted 
in 1976, has been extended to December 31, 1995, by 1990 legislation. All 
States finance unemployment benefits almost completely through employer 
contributions. There is no Federal tax on employees, and only three States 
collect employee contributions. In January 1991, 38 jurisdictions had adopted 
tax bases higher than the $7,000 Federal base. 

Most States have a standard tax rate of 5.4 percent of taxable payroll. 
However, the actual tax paid by an employer generally depends on the 
employer's, record of employment stability. All jurisdictions except Puerto 
Rico use this system, called experience rating. Under experience rating, an 
employer's State contribution rate is varied on the basis of his or her record 
of employment stability, measured generally by benefit costs attributable 
to former employees. Employers with favorable benefit cost experience 
are assigned lower rates than the standard 5.4 percent, and those with 
less favorable experience are 	assigned higher rates. 

The provisions of experience rating systems vary widely among the States. In 
47 States, the amount of benefits paid to an employer's former workers is 
the basic factor in measuring his or her experience. The other States rely on 
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the number of separations from an employer's service, or the amount of decline 
in his or her covered payrolls. Benefits are commonly charged against all 
employers who paid the claimant's wages during the base period, either 
proportionately or in inverse order of employment. However, a few States 
charge benefits exclusively to the separating employer. In some States, benefits 
paid after a disqualification are not charged to any employer's account. 

Contribution rates may also be modified according to the current balance of each 
State's unemployment insurance trust fund. When the balance falls below a 
specified level, rates are raised. In some States, it is possible for an employer 
with a good experience rating to be assigned a tax rate as low as zero percent; 
the maximum in one State is 103 percent. 

In 1992, the estimated national average employer contribution rate actually 
paid was 2.2 percent of taxable payroll, or 0.8 percent of total wages in covered 
work. The average contribution rate varied widely by State, however. The 
percent of State taxable payroll ranged from 0.6 to 5.4. The percent of total 
wages ranged from 0.3 to 2.9. Nonprofit organizations and State and local 
governments have the option of reimbursing the State fund for unemployment 
insurance benefits attributable to service for them or of paying the regular State 
unemployment taxes on the same basis as other employers. 

The States do not collect any tax for the administration of the unemployment 
insurance laws because funds are appropriated each year by Congress out of 
the proceeds of the earmarked Federal unemployment tax for the "proper and 
efficient administration" of the Federal-State program. 

Administration. 

Federal regulations do not apply to organization administering unemployment 
insurance or its place in the State govemment. Twenty-seven States have 
placed their employment security agencies in the Department of Labor or under 
some other state agency. The others have independent departments, boards, or 
commissions to administer the program. Advisory councils have been established 
in all but three jurisdictions; 46 of them were mandated by law. The councils 
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assist the employment security agencies in formulating policy and addressing 
any problems related to the administration of the Employment Security Act. In 
most States, the councils include equal representation of labor and management, 
as well as representatives of the public interest. 

State agencies operate through local full-time unemployment insurance and 
employment offices. These offices process claims for unemployment insurance 
and also provide a range of job development and placement services. State 
employment offices were established by Congress in 1933, under the Wagner-
Peyser Act, and thus actually antedate the unemployment insurance provisions 
of the Social Security Act. Federal law provides that the personnel administering 
the program must be appointed on a merit basis, with the exception of those 
in policymaking positions. 

The Federal functions of the unemployment insurance program are chiefly the 
responsibility of the Employment and Training Administration's Unemployment 
Insurance Service in the U.S. Department of Labor. The Internal Revenue 
Service in the Treasury Department collects FUTA taxes, and the Treasury 
Department also maintains the unemployment insurance trust fiord. The Unemployment 
Insurance Service ascertains each year whether State programs conform with 
Federal requirements, provides technical assistance to the State Agencies, and 
serves as a clearinghouse for statistical data. 

Claims must be filed within 7 days after the week for which the claim is made, 
unless there is a good cause for late filing. They must continue to be filed 
throughout the period of unemployment, usually weekly and in person. Benefits 
are paid weekly. 

All the States have adopted interstate agreements for the payment of benefits 
to workers who move across State fines. All States have also made special 
wage-combining agreements for workers whose wages have been eamed in 
two or more States. 
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According to the Federal law, States must provide workers whose claims are 
denied an opportunity for a fair hearing before an impartial tribunal. Generally, 
there are two levels of administrative appeal: first to a referee or tribunal, then 
to a board of review. Review board's decisions may be appealed in state 
courts in all jurisdictions. 

WORKERS'S COMPENSATION 

Workers' compensation, designed to provide cash benefits and medical care 
when workers are injured in connection with their jobs and survivor benefits 
to the dependents of workers whose deaths result form work-related accidents, 
was the first form of social insurance to develop widely in the United States 
The Federal govemment led the way, covering its civilian employees with the 
act that was passed in 1908 and reenacted in 1916. Similar laws were enacted 
by 9 States in 1911; and, by 1920, all but 6 States had such laws. 

Today, 55 workers' compensation programs are in operation. Each of the 50 
States, the District of Colombia, Puerto Rico, and the Virgin Islands has its 
own workers' compensation program. In addition, two Federal workers' 
compensation programs cover Federal Government employees and longshore 
and harbor workers throughout the country. A Federal program also protects 
coal miners suffering from pneumoconiosis, or "black lung" disease. Under 
this program, which was enacted in 1969, monthly cash benefits are payable 
to miners disabled by black lung disease and to their dependents or survivors. 
Medical benefits are also payable on the basis of a diagnosis of pneumoconiosis. 

Coverage. 

In 1991, State and Federal workers' compensation laws covered about 93.6 
million employees, or 88 percent of the Nation's employed wage and salary 
labor force. Only in New Hampshire does the State law cover all jobs. Among 
the most common exemptions are domestic service, agricultura( employment, 
and casual labor. However, 39 programs now have some coverage for 
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agricultura! workers and 25 programs have some coverage for domestic 
workers. 

Many programs exempt employees of nonprofit, charitable, or religious 
institutions; some limit coverage to workers in hazardous occupations. Under 
14 programs, employers having fewer than a specified number of employees 
are exempt from coverage (fewer than 3 employees in 8 States, fewer than 4 
in 3 States, and fewer than 5 in 3 States). 

The coverage of State and local public employees differs widely from one State 
program to another. Thirty programs provide full coverage, specifying no 
exclusions. some have broad coverage, excluding only such groups as elected 
or appointed official. Other programs provide full coverage, specifying no 
exclusions. Some have broad coverage, excluding only such groups as elected 
or appointed officials. Other programs limit coverage to public employees of 
specified political subdivisions or to employees engaged in hazardous 
occupations. In some States, coverage of govemment employees is entirely 
optional with the State, city, or other political subdivision. 

Two other major groups outside the coverage of workers' compensation laws 
are railroad employees engaged in interstate commerce and seamen in the 
U.S. Merchant Marines. These workers are covered by Federal statutory 
provisions for employer liability that give the employee the right to charge 
an employer with negligence. The employer is barred from pleading the 
common law defenses of risk assumption, fellow worker, and contributory 
negligence. 

The programs are compulsory for most covered jobs in private industry 
except in New Jersey, South Carolina, and Texas. In these three States, the 
programs are elective -that is, employers may accept or reject coverage under 
the law; but if they reject it, they lose the customary common-law defenses 
against suits by employees in private industry. 
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The programs also vary regarding the methods used to assure that compensation 
will be paid when it is due. No program relies on general taxing power to 
finance workers' compensation. Employers in most programs are permitted 
to carry insurance against work accidents with commercial insurance 
companies or to qualify as self-insurers by giving proof of financial ability to 
carry their own risks. In eight jurisdictions, however, commercial insurance 
is not allowed. In four of these arcas, employers must insure with an exclusive 
State insurance fund, and in four others, they must either insure with an 
exclusive State insurance fund or self-insure. In 14 jurisdictions, a State fund 
is "competitive" with private insurance carriers. Federal employees are 
provided protection through a federally financed and operated system. Table 
5 shows total workers' compensation benefits paid, including Federal black 
lung payments, by type of insurer for selected years. Also shown are the 
amounts for medical care and cash benefits as well as benefits and employer 
costs related to covered payroll. 



Table 5.- Benefits and costs under State and Federal workers' compensation programs, selected years, 1940-91' 

Year 

Benefits paid during year (in million) 
Type of benefit Percent of covered payroll Type of insurance 

Total 

Insurance 
losses paid by 

carriers 2  

State fund 
disburse- 

ments3  

Employers' 
self-insurance 

payments 4  
Medical and 

hospital 
Cash 

compensation Costó Benefits 

1940 	 $256 $135 $73 $48 $95 $161 1.19 0.72 
1950 	 615 381 149 85 200 415 .89 .54 
1955 	 916 563 238 115 325 591 91 .55 
1960 	 1,295 810 325 160 435 860 .93 .59 
1965 	 1,814 1,124 445 244 600 1,214 1.00 .61 
1970 	 3,031 1,843 755 432 1,050 1,981 1.11 .66 
1975 	 6,598 3.422 2,324 852 2,030 4,568 1.32 .83 
1980 	 13,562 7,023 4,333 2,206 3,930 9,632 1.96 1.06 
1985 	 22,472 12,341 5,874 4,257 7,485 14,987 1.81 1.31 
1986 	 24,647 13,827 6,248 4,538 8,654 15,993 1.97 1.37 
1987 	 27,390 15,453 6,782 5,082 9,940 17,450 2.06 1.43 
1988 	 30,733 17,512 7,447 5,744 11,540 19,249 2.15 1.49 
1989 	 34,316 19,918 7,965 6,433 13,424 20,892 2.27 1.58 
1990 	 38,238 22,222 8,658 7,358 15,187 23,051 2.36 1.70 
1991 	 42,169 24,515 9,711 7,944 16,832 25,337 2.40 1.79 

1 Beginning in 1960, includes Alaska and Hawaii. 
2 Net cash and medical benefits paid during calendar year by prívate insurance companies under standard workers' compensation policies. 
3 Net cash and medical benefits paid by competitive and exclusive State funds, the Federal program for Government employees, and, beginning in 
1970, by the Federal Black Lung benefits program. 
4 Cash and medical benefits paid by self-insurers, plus value of medical benefits paid by employers carrying workers' compensation policies that 
exclude standard medical coverage. 
5 Excludes programs ftnanced from general revenues - most Federal black lung benefits and supplemental pensions in a few States. 
6 Premiums written by prívate carries and State funda and benefits paid by self-insurers increased to allow for administrative costs, of Federal 
system for Government employees. 
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Eligibility for Benefits. 

Although at first virtually limited to injuries or diseases traceable to industrial 
"accidents", the scope of the programs has broadened to cover occupational 
diseases as well. However, protection against occupational disease is still 
restricted because of time limitations, prevalent in many States, on the filing 
of claims. That is, benefits for diseases with long latency periods are not 
payable in many cases because most State laws pay benefits only if the disability 
of death occurs within a relatively short period after the last exposure to the 
occupational disease (such as 1-3 years) or if the claim is filed within a similar 
time after manifestation of the disease of after disability begins. Some programs 
restrict the scope of benefits in cases of dust-related diseases such as silicosis 
and asbestosis. 

These eligibility restrictions reflect the problems associated with determining 
the cause of disease. Work-relate ailments such as heart disease, respiratory 
disorders, and other common ailments may be brought on by a variety of 
traumatic agents in the individual's environment. The role of the workplace 
in causing such disease is often very difficult to establish for any individual. 

Types and Amounts of Benefits. 

The benefits provided under workers' compensation include periodic cash 
payments and medical services to the worker during a period of disablement, 
and death and funeral benefits to the worker's survivors. Lump-sum 
settlements are permitted under most programs. However, a lump-sum 
settlement may, in some cases, provide inadequate protection to disabled 
workers, specially where lump-sum agreements prevent payment of future 
benefits (particulary for medica] care ) when the same disabling condition 
recurs. In many States, special benefits are included (for example, maintenance 
allowances during rehabilitation and other rehabilitation services for injured 
workers). To provide an additional incentive for employers to obey child labor 
laws, extra benefits may be provided for minors injured while illegally employed. 
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The cash benefits for temporary total disability, permanent total disability, 
permanent partial disability, and death of a breadwinner are usually 
calculated as percentage of weekly earnings at the time of accident or 
death most commonly 66-2/3 percent. 	In some States, the percentage 
varíes with the worker's marital status and the number of dependent 
children, especially in case of death. 

All programs, however, place dollar maximums on the weekly amounts 
payable to a disabled worker or to survivors with the result than some 
beneficiaries (generally higher-paid workers) receive less than the amount 
indicated by these percentages. Four out of live programs have adopted 
flexible provisions for setting the maximum weekly benefit amounts. Basing 
them on automatic adjustments in relation to the average weekly wage in the 
jurisdiction. Without these automatic adjustments, annual legislation would be 
required to increase the maximum weekly benefit amount; consequently, an 
even greater number of injured workers would fail to receive a benefit equal 
to the State's percentage. 

Other provisions in worker's compensation programs limit the number of 
weeks for which compensation may be paid or the aggregate amount that may 
be paid in a given case, and establish waiting-period requirements. These 
provisions also operate to reduce the specified percentage. 

Compensation is payable in all jurisdictions, except in the Virgin Islands, 
after a waiting period ranging from 3 days to 7 days, with a 3-day waiting period 
being most common. However, for workers whose disabilities continue for 
a specified time -ranging from 4 days to 6 weeks- the payment of benefits 
is retroactive to the date of injury. 

Temporary and permanent total disability.- A large majority ofcompensation 
cases involve temporary total disability -that is, the employee is unable to work 
at all while he or she is recovering from the injury, but the worker is expected 
to recover fully. When the worker has been determined to be permanently and 
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totally disables for any type of gainful employment, permanent total disability 
benefits are payable. Both temporary and permanent total disability are usually 
compensated at the same rate. For temporary disability, maximum weekly 
benefits (excluding dependent's allowances) range from $225 to $737 ($65 in 
Puerto Rico and $1,204.36 for Federal civilian employees). The median State 
maximum in july 1992 was $409. 

Most programs provide for temporary disability benefits for the duration of 
the disability and if the possibility exists for further improvement with medical 
treatment. But 16 programs specify payment of benefits only up to a maximum 
number of weeks, a maximum monetary total, or both. 

If the total injury appears to be permanent, 44 programs provide for the payment 
of weekly benefits for life or the entire period of disability. A few programs 
reduce the weekly benefit amount alter a specified period, of they provide 
discretionary payments alter a specified time. Among the 8 programs where 
permanent total disability benefits are limited in duration, amount, or both, 
the periods range from 260 weeks to 700 weeks. Some programs provide 
additional payments for an attendant in one is required. 

In 10 States and under the Federal civilian employee program, injured persons 
who are compensated for temporary and/or permanent total disability receive 
additional benefits for dependents. In two of these programs, such payments 
are made in case of temporary disability only and in two others these 
allowances in general is to increase the maximum weekly payments that a 
disabled worker receives. Under a few programs, however, the additional 
allowances are limited by the same weekly maximum benefit amount or 
aggregate maximum that is payable whether or not there are dependents. Under 
some programs, the term "dependents" is defined to include the spouse as well 
as children. 

Permanent partial disability.- If the permanent disability of a worker is only 
partial, and may or may not lessen work ability, permanent partial disability 
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benefits are payable- in part as compensation for the injury and ensuing suffering 
and handicap, and in part as compensation for the injury and ensuing 
suffering and handicap, and in part as compensation for a potential 
reduction in eaming capacity. The typical law recognizes two types 
of permanent partial disabilities: 	Specific or "schedule" injuries (such 
as the loss of an arm, leg, eye, or other part of the body); and general 
or "nonschedule" injuries such as a disability caused by injury to the 
head, back, or nervous system. 

Compensation for schedule injuries is generally made at the same rate as for 
total disability, but it is subject to different (generally lower) dollar maximums 
under 16 programs. Compensation is determined in terms of a fixed 
number of weeks without regard 	to loss of eamings power. For 
nonschedule injuries, the compensation is usually the percentage of the 
total disability payment that corresponda to the percentage of wage 
Loss or reduction 	in eaming capacity-that is, the difference between 
wages before and after impairment. Under 35 programs, there are 
limitations on the maximum amounts and/or periods of payment 
ranging from 200 weeks to 1,000 weeks, and $12,000 to $382,980. 

Under a majority of programs, the compensation payable for permanent partial 
disability is in addition to that payable during the healing period or while the 
worker is temporarily disabled. Additional amounts usually are allowed for 
disfigurement. Under some programs, no benefits are payable for permanent 
partial disability resulting from occupation disease; under other programs, 
such benefits are lower than for disability due to accidental injury. 

Death benefits.- Generally, compensation related to eamings and 
graduated by the number of dependents is payable to the survivors of workers 
who die from work injury. Thirty-five programs provide weekly or monthly 
death payments to the spouse for life or until remarriage (regardless of the 
spouse's age at the death of the worker). All programs provide payments to 
children until age 18 or later if they are incapacitated or are students. Under 
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11 programs, however, the maximum amounts payable to a surviving family 
are limited, ranging from $65,000 to $250,000 ($16,500 in the Virgin Islands). 
Under 16 programs, payments are limited to a specific period, ranging from 
6 years to 20 years (sometimes reduced by benefits paid to the deceased worker 
before his or her death). In a few others, dollar and duration limits apply. Many 
laws contain special provisions for lump sums payable to widows who 
remarry and thereby become disqualified for periodic payments. 

In all the compensation acts, provision is made for payment of burial expenses 
subject to a specified maximum amount that ranges from $700 to $5,000. The 
median maximum payment is $2,500. States pay these amounts regardless 
of the availability of monthly survivor benefits except in Oklahoma where 
$1,000 is paid to the decedent's estate when there are no dependents. 

Medical benefits.- All compensation acts require that medical aid be 
furnished to injured workers without delay, whether or not the injury entails 
work interruption. This care includes first-aid treatment, physician services, 
surgical and hospital services, nursing, medical drugs and supplies, appliances, 
and prosthetic devices. 

Medical aid is also furnished without a limit on time or amount for accidental 
injuries (except that the Virgin Islands limits medial care to $40,000 
per injury). A few programs provide for only limited medical benefits when 
occupational disease, dental care, or prostheses and appliances are involved. 

Under 32 programs, the employee has the right to designate the physician, 
although in some cases the physician must be chosen forro a list prepared 
by the State agency or by the employer. Under others, the employer 
has the right to select the physician, the administering agency has the authority 
to require a change of physician, and, in some States where the worker may 
not make original choice, the employee may choose his or her own physician 
after a specified period. 



80 
	 SOCIAL SECURITY IN THE UNITED STATES 

In practice, the employer's right to designate the physician may be transferred 
to the insurance company that carnes the risk for medical care and compensation. 
Some employers provide the medical services directly, even though they are 
insured 	for cash compensation costs. 	Others are self-insured for 
medical services and cash benefits. 	First aid and, lens commonly, 
hospital facilities may be provided by the employer at the place of 
employment. 

Because medical aid is usually provided by physicians in private practice on 
a fee-for-service basis, the programs commonly contain provisions restricting 
the responsibility of the employer (or insurer) to such charges as generally 
prevail in the community for treating persons who are of the same general 
economic status as the employee and who pay for their own treatment. 
Provisions requiring review and approval of medical bilis by the administering 
agency are also common. 

Offset provisions.- Certain disables workers may be eligible for cash benefits 
under both workers' compensation and the Social Security Disability Insurance 
(DI) program. The 1965 Amendments to the Social Security Act provide for 
a reduction in Social Security payments so that total benefits under both 
programs do not exceed the higher of 80 percent of a worker's former earnings 
or the total family benefit under Social Security before offset. The offset also 
applies where the worker receives both DI benefits and Federal Black Lung 
program benefits (Pan C, financed by employer funds). 

Under Federal law, the Social Security offset is not applied if State law provides 
a worker's compensation benefit is reduced to offset concurrent payment of a 
DI benefit to the Disabled worker. Presently, 13 States have such provisions. 
However, the Omnibus Reconciliation Act of 1981 eliminated the preference 
to any new State offset provisions. Thus, no additional State offset provisions 
are expected to be enacted with respect to DI benefits. The Federal offset 
is relinquished only where State workers' compensation offset provisions were 
in effect by February 18, 1981. 
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Under several programs, workers' compensation benefits may be reduced 
because o freceipt of Social S ecurity benefits other than for disability, unemployment 
insurance, or disability, or disability benefits under private plan. In addition, 
benefits under the Federal Black Lung program are reduced to the 
extent that workers' compensation benefits attributable to the same 
disease are being paid. 

Financing. 

Workers' compensation programs are almost exclusively financed by employers 
based on the principie that the cost of work-related accidents is a business 
expense. A few State laws contain provisions for nominal contributions by 
the covered employee for hospital and medical benefits. 

The employer's cost of protecting workers varies with the risk involved and 
is influenced primarily by such factors as the employer's industrial 
classification and the hazards of that industry, sometimes modified by 
experience rating. In industries characterized primarily by clerical operations, 
premium or "manual" rats may be fess than 0.1 percent of payroll; in very 
hazardous occupations the rates may be as high as 20 percent or more. 

The premium rate an employer pays in a given State, compared with the 
premium rate for the same industrial classification in another State, also reflects 
the level of benefits provided in a given jurisdiction. Costs are also influenced 
by the method used to insure for compensation liability-through a commercial 
carrier, through an exclusive or competitive State fund, or through self-
insurance-and the proportion of the employer premium assigned to acquisition 
costs and costs for services and general adminstration. Nationally, it is 
estimated that in 1990 the cost to employers for obtaining insurance or for 
self-insuring the risk of employment injury averaged 2.36 percent of payroll. 

State costs of administering the workers' compensation laws and supervising 
the operations of the insurance medium -the private carrier, the self-insurer, 
and/or the State fund-may be provided through legislative appropriations or 
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through special assessments on insurance carriers and self-inurer. In 1988, 
the programs were about evenly divided in the method used to defray 
administrative costs. 

Administration. 

State workers' compensation laws generally are administered by commissions 
or boards created by law. Court administration exists in four States with 
limited administrative unit. The Federal provisions are administered by the 
Office of Workers' Compensation Programs of the U.S. Department of Labor, 
except for part of the Black Lung program administered by the Social Security 
Administration (SSA). 

Generally, State administrative agencies are expected to exercise supervisory, 
adjudicative, and enforcement powers to ensure prompt and continued 
payment of obligations and to secure compliance with the laws. This activity 
is often carried out by boards or commissions. However, in those States that 
maintain exclusive State funds, there tasks of administration are merged with 
those of providing the insurance protection-that is, the functions of setting rates, 
collecting premiums, and paying benefits. 

About half the programs require reports by employers of afi work-related 
accidents or injuries. The others require such reports only if medical care 
beyond first aid is required, time is lost after the day of the accident, or 
compensation is to be paid. A claim for compensation must be filed with 
the administering agency for due notice (most often 39 days) to the employer 
or insurer. 

The deadline is commonly not longer than 1 year or 2 years after the injury, 
onset of disability, or death. Time limits are extended under certain 
conditions, particulary with regard to occupational diseases. 

Under most programs, the employer of the carrier, when notified of the injury, 
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is required to take the initiative to begin the payment of compensation to the 
worker or his or her dependents. The injured worker does not have to enter 
into an agreement and need not sign any papers before compensation starts. 
The law specifies the amount a worker should get. If the worker fails to receive 
that amount, the administrative agency can step in, investigate the 
matter, and correct any error. In many cases, however, these provisions 
have not been actively enforced. 

Under some programs, uncontested cases are settled by agreement among the 
employing firtn, its insurance carrier, and the worker before payments start. 
Further, the agreement must be approved by the administrative agency under 
a few of the laws. 

In contested cases, most workers' compensation laws provide for adjudication 
through hearings before the administrative body, which usually has exclusive 
jurisdiction over the determination of facts; appeals to the courts usually are 
limited to questions of law. Under the four programs where the laws are 
administered through court procedure rather than a special agency, contested 
cases are adjudicated in the first instance by the courts. 

Rehabilitation. 

All workers' compensation programs provide for physical rehabilitation when 
needed. In addition, all but six of the workers' compensation laws contain 
special provisions for rehabilitation in the forro of retraining, education, and 
job placement and guidance to help injured workers find suitable work. A 
few programs provide for the direct operation of rehabilitation facilities to 
make available to injured workers the fitll services necessary to restore their 
ability to perform a job. 

In most of the acts, payments for items such as food, lodging, and travel are 
provided to facilitate the vocational rehabilitation of the worker. Under some 
laws, these payments are provided through the extension of the period for 
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which regular compensation is payable; under others, they are provided in 
addition to the payment of indemnity benefits, with time limitations in some 
cases. 

In addition to any special rehabilitation benefits and services provided 
under the workers' compensation laws, an injured worker may be 
eligible for the services provided by the Federal-State program of 
vocational rehabilitation. 	This program is 	operated by 	the State 
divisions of vocational rehabilitation and applies to 	disabled persons 
whether or not the disability is work connected. 	The services 
rendered include medical 	examination, medical and vocational 
diagnosis, counsel and guidance in selecting the right job, and training for and 
placement in that job. 

To help place injured workers in jobs and to relieve the fear of employers that 
their workers' compensation costs will be unduly burdened if they hire 
handicapped workers, all States have some forro of second-injury fund. When 
a subsequent injury occurs to a worker who has sustained a previous permanent 
injury, the employee is compensated for the disability resulting from the 
combined injuries. The current employer pays only for the last injury and the 
remainder of the award is paid from the second-injury fund. 

In 25 programs, the second-injury fund legislation is broad enough to apply 
to any preexisting impairment. Under the remaining programs, legislation is 
limited to workers who have certain specified impairments or whose combined 
injuries result in permanent total disability. 

The method of financing the second-injury fund differs among the various 
programs. Usually an assessment is made against an employer or insurance 
carrier in death cases without surviving dependents (or sometimes in disability 
cases as well), or an annual assessment is made against insurance carriers 
and self-insurers. 
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BLACK LUNG BENEFITS PROGRAM. 

The Black Lung benefits program was established in 1970 by the Federal Coal 
Mine Health and Safety Act of 1969. Generally regarded as a specialized 
workers' compensation program, it provides monthly cash benefits to coal 
miner who are totally disabled because of pneumoconiosis (black 
lung disease), and to survivors of miner who die from this disease. 
Medical benefits are also payable for the diagnosis of the disease and 
treatment for conditions resulting from the disease. 

Benefits.- 	At the end of 1991, about 275,000 disabled workers, 
dependents, and survivors were • receiving black lung cash benefits 
under the combined programs administered by SSA and the Federal 
Department of Labor. In addition to those who actually mine the coal 
on the surface or underground, individuals disabled by black lung may 
be eligible for benefits if they processed or transponed coal, constructed 
coal mines, or were owners of managers who had worked in the 
extraction of coal. Evidence of the existence of pneumoconiosis can be 
established by several means including definitive X-ray readings and presumptions 
based on the number of years of mining employment and the extent of disability. 

The monthly benefit payable to a disabled miner is a flat amount equal to 37-
1/2 percent of the monthly par rate for a Federal Government employee in the 
first step of General Schedule grade 2. As of January 1993, this monthly 
benefit amount was $418.20. For one dependent of a disabled miner, 
an additional 50 percent of the basic benefit is payable; for two 
dependents, the additional amount is 75 percent of the benefit; and 
for duce or more, it is 100 percent or a total of $ 836.40. A widow, 
widower, or other surviving dependent (child, parent, brother, or sister) of 
a disabled miner who died also receives the basic benefit of $ 418.20. If there 
is more than one survivor, additional amounts are paid in accordance with the 
aboye benefit schedule (divided equally among the survivors); except that 
a surviving widow or child precludes a parent from succeeding to benefits. 
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Benefits are paid regardless of the age of the miner of dependent (other than 
child) or how long ago the miner's disability began or death occurred. Benefit 
payments are reduced on a dollar-for-dollar basis if the beneficiary is also 
receiving payments for disability (due to black lung) under a State worker's 
compensation program or is receiving benefits under a State unemployment 
insurance 	or disability insurance program based on 	the 	miner's 
disability. 	Benefits paid to miners and dependents (except widows, 
wives, and children) are also subject to reduction due to excess eamings 
computed as under the Social Security program's annual retirement 
eamings test. Black lung benefits are not considered workers' compensation 
payments for purposes of applying the workers' compensation offset 
provisions contained in the Social Security DI provisions and thus are 
not reduced due to receipt of DI benefits. 

During calendar year 1991, total Mack lung benefit payments amounted to 
$1.4 billion, of which $0.8 billion was made through the part of the program 
administered by SSA and $ 0.6 billion was made through the Department of 
Labor. Almost three-fifths of the payments were made to miners and their 
dependents; the remainder was paid to survivors. These payments include 
$117 million in medical benefits. 

Financing and administration.- The original part of the Black Lung 
program, Part B, administered by SSA, has been funded from the beginning 
through general revenues. The later part of the program, Part C, administered 
by the department of Labor, is currently intended to be self-supporting. Where 
a coal mine operator can be assigned responsibility for a worker's disability, 
benefits are paid by insurance (or self-insurance) arranged for by the employer. 
However, most of the benefits paid through Department of Labor auspices, 
as well as administrative costs, are financed by a trust fund established in the 
1977 amendments. 

The Government-administered trust funds is financed by an excise tax on coal 
taken from the mines. Currently, this tax remain as enacted in 1981: the lesser 
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of $ 1 per ton of coal from underground mines (50 cents from surface mines), 
or 4 percent of the coal's selling price. These rates represent a doubling of those 
originally enacted, which had proved to be insufficient to pay claims. 

Because of the growing interest charges on the debt that the trust fund has 
already incurred, it is anticipated that 	further corrective 	legislation 
will be needed to make the program fully funded. 	Under current law, 
rates will revert back to previous levels by the earlier of January 1, 
1996, or after all principal and interest owed to the Treasury Department 
have been paid. 

TEMPORARY DISABILITY INSURANCE OR CASH SICKNESS 
INSURANCE 

Five States, Puerto Rico, and the railroad industry have social insurance 
programs that partially compensate for the loss of wages caused by temporary 
nonoccupational disability of matemity. 	These programs are known as 
temporary disability insurance because payments have a durational limit. 
Private arrangements for similar kinds of insurance are more widespread. 

Federal law does not provide for a Federal-State system of disability insurance 
comparable to the Federal-State system of unemployment insurance. However, 
the Federal Unemployment Tax act (FUTA) was amended in 1946 to permit 
States where employees made contributions under the unemployment insurance 
program to use some or all of these contributions for the payment of disability 
benefits (but not for Administration). Three of the vine States that could have 
benefited by this provision for initial funding for temporary disability insurance 
took advantage of it: California, New Jersey, and Rhode Island. Four other 
jurisdictions enacted temporary disability insurance laws without any supplemental 
funds from the unemployment insurance system. 

In addition, workers in States that do not have compulsory temporary disability 
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insurance laws are often protected by their employers of unions through group 
disability insurance or ' formal paid sick-leave plass established through 
collective bargaining or the employers' initiative. Workers in States that have 
temporary disability insurance provisions may also have similar coverage. 
Some workers also secure a measure of protection by purchasing individual 
accident and sickness insurance form private insurance companies. 

It is estimated that through these voluntary and governmental group 
arrangements, in 1991, about two-thirds of he Nation's wage-and-
salary workers in private employment had some protection against 
loss 	of eamings caused by 	short-term 	nonoccupational disability. 
These workers received about $ 14.2 billion in wage-replacement benefits 
(including formal sick leave), of which $2.6 billion was paid under 
temporary "disability insurance laws. 

Coverage. 

Some 21.2 million employees, or nearly one-fourth of the 	country's 
wage-and-salary labor force in private industry, were covered in 1991 
by temporary disability insurance laws. The first State law was enacted 
by Rhode Island in 1942, followed by legislation in California and the 
railroad industry in 1946, New Jersey in 1948, and New York in 1949. 
Then carne a hiatus of two decades before Puerto Rico and Hawaii 
passed laws in 1968 and 1969, respectively. 

The five State temporary disability insurance laws and the Puerto Rico law 
cover most commercial and industrial wage-and-salary workers in private 
employment if the employer has at least one worker. Principal occupational 
groups excluded are domestic workers, family workers (parent, child, or 
spouse of the employer), government employees, and the self-employed. 
State and local government employees are included in Hawaii and hospital 
employees are included in Rhode Island; a similar program under another law 
covers State govemment employees in California. Agricultural workers are 
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covered to varying degrees in California, Hawai, New Jersey, and Puerto Rico 
but are not covered in other jurisdictions. The California law permits self-
employed individuals to elect coverage on a voluntary basis. Workers 
employed by railroads, railroad association, and railroad unions are covered by 
temporary disability insurance under the national system included in the 
Railroad Unemployment Insurance Act. 

The laws generally permit individuals who depend only on prayer or spiritual 
mearas for healing to elect not to be covered by the contribution and benefit 
provisions of the law. Other than for this type of minor exception, the laws make 
coverage against the risk of wage loss due to short-term nonoccupational 
disability mandatory for all employees subject to the law. 	However, 
the methods used for providing this protection vary. In Rhode Island, 
the coverage is provided through an exclusive, 	State-operated fund 
into which all contributions are paid and from which all benefits are 
disbursed. In addition, a covered employer may provide supplemental 
benefits in any manner he or she chooses. The State system does not take 
account of private cash sickness plans. The railroad program is also exclusively 

. publicity operated in conjunction with its unemployment insurance provisions. 

In California, New Jersey, and Puerto Rico, coverage is provided through a 
State-operated fund , but employers are permitted to "contract out" of the State 
fund by purchasing group insurance form commercial insurance companies, 
by self-insuring, of by negotiating an agreement with a union or employees' 
association. Coverage by the State fund is automatic unless or until an 
employer or the employees take positive action by substituting a private plan 
that meets the standards prescribed in the law and is approved by the 
administering agency. Premiums (in lieu of contributions) are then paid 
directly to the private plan and benefits are paid to the workers affected. 

The Hawaii and New York laws are similar to an employer-liability law because 
they require employers to provide their own disability insurance plans for their 
wórkers- by setting up an approved self-insurance plan, by an agreement with 
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employees or a unión establishing a labor-management benefit plan, or by 
purchasing group insurance from a commercial carrier. In New York, the 
employer may also provide protection through the State Insurance Fund, which 
is a quasi-public competitive carrier that writes insurance on a premium-paying 
basic. Both Hawaii and New York operate special funds to pay benefits to 
workers who become disabled while unemployed or whose employers have 
failed to provide the required protection. In other jurisdictions, benefit 
payments for the disabled unemployed are made from the regular State-
operated funds. 

In 1991, private plans accounted for nearly 21 percent of the covered 
workers in New Jersey and about 5 percent in California. In contrast, 
private plans cover all workers in Hawaii, almost all in New York, and 
61 percent in Puerto Rico. 

Eligibility for Benefits. 

To qualify for benefits, a worker must fulfill certain requirements regarding 
past earnings or employment and must be disabled as defined in the law. In 
addition, claimants may be disqualified if they receive certain types of income 
during the period of disability. 

Earnings or employment requirements.- A claimant must have a specified 
amount of past employment or earnings to qualify for benefits. These 
requirements limit benefits to individuals with a substantial attachment to the 
covered labor force. 

Disability requirements.- The laws generally define disability as inability 
to perforan regular or customary work because of a physical or mental 
condition. Stricter requirements are imposed for disability during unemployment 
in New Jersey and New York. The laws in Hawaii, New Jersey, New York, 
and Puerto Rico also deny payments for periods of disability because of wilfully 
self-inflicted injuries or injuries sustained in the performance of illegal acts. 
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Puerto Rico also denies payments to victims of automobile accidents who are 
covered under other laws. All the laws pay full benefits for disability due to 
pregnancy. (In Puerto Rico, benefits are not payable for disability caused by 
or related to abortion except when the abortion was performed for medical 
reasons). 

Disqualifying income.- All the laws restrict payment of disability benefits 
when the claimant is also receiving workers' compensation payments. Further, 
New York does not pay benefits for employment-related disability, even if 
workers' compensation is not payable. The other jurisdictions do not pay 
for disabilities for which workers' compensation is payable. However, the 
statues usually \ contain some exceptions to this rule -for example, if 
the workers' compensation is for partial disability or for previously 
incurred work disabilities. 	California and the railroad program will 
pay the difference if the temporary disability payment is larger than the 
workers' compensation benefit (and, in the case of the railroad program, if the 
temporary disability benefit is larger than benefits from certain other social 
insurance programs as well). 

The laws differ with respect to the treatment of sick-leave payments. Rhode 
Island pays disability benefits in full even though the claimant draws wage 
continuation payments. New York deducts from the benefits any payment from 
the employer or from a fund contributed to by the employer, except for benefits 
paid pursuant to a collective bargaining agreement. In California, New Jersey, 
and Puerto Rico, benefits plus paid sick leave for any week during disability 
may not exceed the individual's weekly eamings before his or her disablement. 
Railroad workers are not eligible for temporary disability benefits while they 
receive sick-leave pay. 

All the disability laws provide that a claimant cannot receive disability benefits 
for any week for which he or she receives unemployment benefits. The New 
Jersey law deducts forro disability payments the amount of any pension received 
if the pension was contributed to by the claimant's most recent employer. Puerto 
Rico disallows disability benefits if a pension is being received without the 



92 
	 SOCIAL SECURITY IN THE UNITED STATES 

claimant's having had insured work for at least 15 weeks immediately preceding 
the disability claim. 

Types and Amounts of Benefits. 

In all seven temporary disability insurance systems, as with unemployment 
insurance in the United States, weekly benefit amounts are related to a 
claimant's previous eamings in covered employment. In general, the benefit 
amount for a week is intended to replace at least one-half the weekly wage 
loss for a limited time. All the laws, however, specify minimum and maximum 
amounts payable for a week. As of January 1993, the maximum 
weekly amount ranged from $104 in Puerto Rico to $336 in California. 
In three States, the maximum amount is recomputed annually so that 
it will equal a specified percentage of the State's average weekly wage 
in covered employment: 66-2/3 percent in Hawaii, 53 percent in New Jersey, 
and 75 percent in Rhode Island, which also pays benefits to dependents. 

The maximum duration of benefits payable per disability or per year is 26 
weeks to 52 weeks. Hawaii, New York, Puerto Rico, and the railroad program 
provide for benefits or a uniform duration for all claimants who qualify. In 
the other States, the length of time that benefits will be paid varíes, depending 
on the total amount of base period eamings (as under the unemployment 
insurance program) or length of covered employment. 

A noncompensable waiting period of a week or 7 consecutive days of disability 
(4 days for railroad workers) is generally required before the payment of benefits 
for subsequent weeks. The waiting period, however, applies only to the first 
sickness in a benefit year in Rhode Island, and is waived in California and Puerto 
Rico from the date of confinement in a hospital. In New Jersey, the waiting 
period is compensable alter benefits have been paid for 3 consecutive weeks. 
In each of the temporary disability insurance programs, a worker may be paid 
benefits on a proráted basis for partial weeks or sickness alter the waiting 
period has been satisfied. 



SOCIAL INSURANCE PROGRAMS 	
93 

The statutory provisions described aboye govern the benefits payable to 
employees covered by the State-operated plans. In those States where private 
plans are permitted to participate, these provisions represent standards against 
which the private plan can be measured (in accordance with provisions in the 
State law). Thus, although identical statutory provisions apply to all covered 
workers under the public system in Rhode Island, a different situation prevails 
in other States, where private plans may deviate sharply forro statutory 
specifications. 

In California, before a private plan can be substituted for the State plan, it 
must afford benefit rights greater than those under the State-operated plan. 
In Hawaii, New Jersey, and Puerto Rico, private plan benefits must be at least 
as favorable as those under the govemment plans. Hawaii permits deviation 
from statutory benefits if the aggregate benefits provided under the private plan 
are actuarially equal or better. In New York, adherence to precise statutory 
benefits is not required; the benefit package provided by private plans must 
be "actuarially equivalent" to the statutory formula and must meet certain 
minimum standards. Some features of a private plan can be inferior to the 
standards of State Iaw if other features are more favorable. Moreover, the 
New York Iaw also provides that medical, hospital, and surgical tare benefits 
may be substituted for cash sickness benefits up to 40 percent to the statutory 
benefits. 

Private plans may also deviate from the statute with respect to conditions under 
which benefits are not denied in any case in which they would have been paid 
under the statute. In fact, however, where there are State-operated plans, 
financial considerations tend to operate as restrictive force on the liberalization 
of private plans because the laws forbid requiring employees to pay higher 
premiums for private plan coverage. 

In 1991, the average payment for a week of disability ranged from $ 74 
in Puerto Rico (publicly operated fund and private plans combined) to $ 185 
in New York (special State fund and private plans). The average duration 
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per period of disability was only 4.8 weeks in Hawaii, but was 14.5 weeks 
in California (State-operated fund). 

In areas where private plan participation is permitted, special arrangements 
are needed to ensure continuity of coverage for a worker who changes 
employers of experiences periods of unemployment. In New York, the law 
requires that a worker be covered by a private plan for 4 weeks after termination 
of employment unless he or she is reemployed, in which case he or she will be 
covered by the new employer without a waiting period. Puerto Rico requires 
that benefits under a private plan be payable for periods of disability that begin 
during unemployment or employment in uninsured work. In the other three 
States allowing private plans , the employer's responsibility for coverage lasts 
only 2 weeks after separation. After such converge lapses, the worker may be 
eligible for continued disability benefits through the State fund. Special 
benefit and eligibility provisions are also in effect for disabled unemployed 
workers in Hawaii, New Jersey, and New York. 

In Rhode Island and in the railroad industry, there is no reason to make a 
distinction between employed and unemployed workers because all benefits 
are paid from a single fund and workers are assured of continuous protection 
during short periods of unemployment and job turnover. 

Financing. 

Under each of the laws, except for that goveming the railroad program, 
employees may be required ceatribute to the cost of the temporary disability 
benefit. In five of the jurisdictions (all but California and Rhode Island), 
zmployers are also required 	contribute. In general, the government does 
not contribute. The State-operated plan in Rhode Islands is financed through 
an employee payroll tax of 1.3 percent on a worker's wage up to 70 percent 
of the State average annual wage in covered employment. Railroad employers 
pay a joint unemployment insurance-temporary disability insurance contribution 
on wages of up to $810 a month per employee. The contribution is the same 
for all employers but can vary each year from 0.65 percent to 12.0 percent, 
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depending on the level of financial reserves in the system for the previous 
year. 

Under the California State plan, employees pay no more than 1.2 percent and 
no less than 0.1 percent of payroll tax. Self-employed persons who have 
elected coverage contribute at a rate of 1.25 percent of wages, deemed to be 
$5,475 a quarter, without regard to actual self-employment earnings. In New 
Jersey, the State plan for employed workers in financed by a tax of 0.5 
percent of covered wages up to $ 12,000 a year paid by employees and 
corresponding tax of 0.5 percent for employers. However, the 0.5 percent 
employer tax rate may be modified to vary between 0.1 percent and 1.1 percent 
of covered payroll, depending on the experience of the employer with the 
disability risk and the level of reserves. 

For benefits not exceeding the statutory benefits, New York employees may 
be required to contribute 0.5 percent of their wages up to a maximum of 
60 cents per week; employers bear any additional costs that may arise. There 
is no ceiling on the employer's liability. In Puerto Rico, employees and 
employers each contribute 0.5 percent of the worker's wages, up to $9,000. 
The cost of benefits for agricultural workers is paid from public funds. In 
Hawaii, employees pay one-half the cost of benefits, not to exceed 0.5 percent 
of taxable weekly wages; the balance is paid by the employer. The taxable wage 
base is computed annually as 121 percent of the State average weekly wage. 

Under programs in California, New Jersey, and Puerto Rico, workers covered 
by approved private plans are relieved from contributing to the government-
operated fund; but when they are asked to contribute to the private plan, they 
may not pay more than they otherwise would be required to pay for the State 
fund. When benefit costs exceed this amount, employers must pay the balance. 
In Hawaii and New York, higher contributions than specified in the law may 
be required of employees if the level of benefits provide bears a reasonable 
relationship to costs. 
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The administrative costs of the government-operated plans, like the benefit 
outlays, are met from the payroll taxes collected under the law. California, 
New Jersey, New York, and Puerto Rico levy assessments on private plans to 
cover the added administrative cost to the States of supervising these plans. 
In Hawaii, the administrative costs are paid from general revenues. In New 
Jersey, employers covered by the State-operated plan pay an extra assessment 
for the costs of maintaining separate accounts for experience-rating purposes. 

Those disability laws that permit private insurance require these plans to pay 
part of the cost of paying benefits to insured workers who become disabled 
while unemployed-generally by means of a levy proportional to the insurable 
payroll covered by private plans. This arrangement is considered necessary so 
that the cost of benefits to unemployed workers will not be borne exclusively 
by the public funds. 

Administration 

Five of the seven temporary disability insurance programs are administered 
by the same agency that administers unemployment insurance. Under these 
five programs, the unemployment insurance administrative machinery is used 
to collect contributions, to maintain wage records, to determine eligibility, 
and to pay benefits to workers under the State-operated funds. The New York 
law is administered by the State Worker's Compensation Board, and the Hawaii 
law is administered separately in the Department of Labor and Industrial 
Relations. 

By way of contrast, claims in New York and Hawaii are filed with and paid 
by the employer, the insurance carrier, or the union health and welfare fund 
that is operating the private plan. The State agency limits its functions with 
respect to employed workers to exercising general supervision over private 
plans, to setting standards of performance, and to adjudicating disputed claims 
arising between claimants and carriers. A similar situation applies to claimants 
under private plans in California, New Jersey, and Puerto Rico. 
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All the laws require the claimant to be under the care of a physician (or, 
in California and Hawaii, the claimant may be in the care of an authorized 
religious practitioner of the claimant's faith). The first claim must be 
supported by a physician's certification. It must include a diagnosis, the date 
of treatment, an opinion as to whether the illness of injury prevents the claimant 
from carrying on his or her customary work, and a estimate of the date when 
the claimant will be able to work again. 

An individual whose claim for benefits is denied, in whole or in part, has the 
right to appeal the determination through the State courts. 	Decisions 
by private carriers are also subject to appeal to the State administrative 
agency and then to the courts. If a carrier should fail to pay promptly 
in accordance with a decision on appeal. The benefits may be paid by 
the State agency and assessed against the employer. 
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Our Nation's expenditures on health care for 1994 may be as much as $1 trillon, 
which would be about 15 percent of the Nation's gross domestic product 
(GDP), according to the Department of Commerce projections published in the 
1994 U.S Industrial Outlook. In recent years, despite the overall economy's 
slow growth. In 1991, the natiopnal health expenditures increased 11.4 per-
cent, while the United Stattes' GDP for health in 1991, -- which is the largest 
increase in the share of the Nation's output consumed by health care in the past 
three decades. 

Health care issues have continued to escalate in importance our Nation. 
Bginning in 1915, various efforts to establish government heati insurance 
programs have been initiated every few years. From the 1930s on, there was 
broad agreement on the need for some form of health insurance to alleviate the 
unpredictable and ueven incidence of medical costs. The main issue which 
remained to be resolved was whether health insurance should be privately or 
rapidly financed. Privated health insurance coverage expanded rapidly during 
World War II as fringe benefits were increased because of government limits 
on direct wage increases. This trend continued after the war. Private health 
insurance (mostly gropu insurance finced through the employment relations-
hip) was especially important for niddle-income people. Yet not everyone 
could obtain or afford private health insurance. 

Various national health insurance plan, financed by payroll taxes, were 
proposed in Congress starting in the 1940s; but none was ever brought to vote. 
In 1950, Congress acted to improve access to medical care for needy persons 
who were receiving public assistance. This permitted, for the first time, Federal 
participation in the financing od State vendor payments to the providers of 
medical care for costs incurred by public assistance recipients. In 1960, the 
Kerr-Mills bill provided medical assistance for aged persons who were not 
so poor, but still needed assistance with medical expenses. But a more 
comprehensive improvement in the provision of medical care, especially for 
the elderly, became a major congressional priority. 
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After various considerations and approaches, and following lengthy national 
debate, Congress passed legislation in 1965 which established the Medicare 
and the Medicaid programs as Title XVIII and Title XIX of the Social Security 
Act. Medicare was established in response to the specific medical care needs 
of the elderly (and in 1972, the severely disabled and certain persons with 
kidney disease), and Medicaid was established in response to the widely 
perceived inadequacy of the "welfare medical care" under public assistance. 
Subsequent to their enactment, both Medicare and Medicaid have been 
subject to numerous legislative and admin-istrative changes which continually 
seek, within financial considerations, to make improvements in the provision 
of health care services to the aged and poor. 

Growth in health care expenditures have consistently outpaced growth in 
general revenues for all leveis of govemment since 1965. The average per 
capita health care expenditure in 1991 was $2,868. For a population of 262.2 
million people, this amounted to a total national health expenditure of $751.8 
billion. 

Health and medical care is funded through a variety of private payers and 
public programs. For each year from 1979 through 1990, private funds (out-
of-pocket expenditures, non-patient revenues including philanthropy, 
industrial in plant health services, and private health insurance) paid for 
approximately 58 percent of all health care expenditures. But in 1991, the 
proportion paid by private funds dropped to 56 percent. 

The remaining 44 percent represented expenditures by Federal, State, and 
local governments. Of the publicly funded health care expenditures for our 
Nation, small percentages are accounted for by each of the following: The 
Department of Defense health care programs for military personnel; The 
Department of Veterans' Affairs health programs; payments for health care 
under Workers' Compensation programs; health programs under the State-
only general assistance programs; non-commercial medical research; and the 
construction of medical facilities. Other activities which are also publicly 
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funded include: maternal and child health services; public health clinics; 
school health programs; Indian health care services; migrant health care 
services; vocational rehabilitation services; and drug, alcohol and mental 
health activities. 

However, the largest shares of public health expenditures are for the 
Medicare and Medicaid programs, which accounted for almost 30 percent of 
the total health care spending in the U.S. in 1991. (By comparison, 19 percent 
of all national health care spending comes from consumers in out-of-pocket 
expenditures and 33 percent is reimbursed by private health insurance.) 
Medicare and Medicaid expenditures represented more than two-thirds of all 
publicly-funded health care spending in the U. S. in 1991, with Medicare 
responsible for 37 percent and Medicaid responsible for 30 percent. The 
Medicare and Medicaid programs' total expenditure in 1991 for delivery of 
services and program administration was $223.3 billion. 

MEDICARE: A BRIEF SUMMARY 

Overview 

Title XVIII of the Social Security Act, entitled "Health Insurance for the Aged 
and Disabled," is commonly known as "Medicare." As part of the Social 
Security Amendments of 1965, the Medicare legislation established a health 
insurance program for aged persons to complement the retirement, survivors 
and disability insurance benefits under other titles of the Social Security Act. 

When first implemented in 1966, Medicare covered most persons age 65 and 
over. Since then, legislation has added other groups: (1) persons who are 
entitled to disability benefits for 24 months or more (1972); (2) persons with 
end-stage renal disease (ESRD) requiring dialysis or kidney transplant 
(1972); and (3) certain otherwise non-covered persons who elect to buy into 
the Medicare program (1973). 
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Medicare consists of two parts: hospital insurance (HI), also known as Part 
A; and supplementary medical insurance (SMI), also known as Part B. When 
Medicare began on July 1, 1966, there were 19.1 million persons enrolled in 
the program. By the end of 1966, 3.7 million persons had received at least 
some health care services covered by Medicare. In 1993, about 36.2 million 
persons were enrolled in one or both parts of the Medicare program. Over 
83 percent (84 percent of the aged) of all Medicare "enrollees" used some HI 
and/or SMI service in FY 1993, and thus are the 1993 Medicare "beneficia-
ries". 

Medicare (Hl and SMI) coverage 

Hospital Insurance (Part A) is generally provided automa-tically for persons 
age 65 and over and to most persons who are disabled for 24 months or more 
who are entitled to Social Security or Railroad Retirement benefits. A major 
aspect of HI is the "benefit period," defined as the measurement of time-
duration for inpatient care, starting when the beneficiary first enters a hospital, 
and ending when there has been a break of at least 60 consecutive days since 
inpatient hospital or skilled nursing care was provided. There is no limit to 
the number of benefit periods covered by HI during a beneficiary's lifetime; 
but co-payment requirements (detailed later) by the Part A beneficiary do 
apply for days 61 through 90 of a benefit period. If a beneficiary exhausts 
the 90 days of inpatient hospital care available in a benefit period, he or 
she can elect to use days of Medicare coverage from a nonrenewable 
"lifetime reserve" of up to 60 (total) additional days of inpatient hospital care. 

The following describes the health services for which Medicare HI reimburses 
participating institutional providers: inpatient hospital, skilled nursing 
facility, borne health, and hospice services that are rendered to beneficiaries 
enrolled in Part A. 

• Inpatient hospital care coverage includes costs of a semi-private room, meals, 
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regular nursing services, operating and recovery room, intensive care, drugs, 
laboratory tests, X-rays, and all other medically necessary services and 
supplies . 

• Skilled nursing facility (SNF) care is covered by Medicare HI only if it 
follows within 30 days (usually) a hospitalization of 3 or more days, and 
is certified as medically necessary. Covered services are similar to inpatient 
hospital, plus rehabilitation services and appliances. The number of SNF 
days provided under Medicare is limited to 100 per benefit period, with a 
co-payment required for days 21 through 100. Medicare Part A does not 
cover nursing facility care at all if the patient does not require skilled 
nursing, or other skilled rehabilitation services which must be given on an 
inpatient basis. 

Home health agency (HHA) care, including a home health aide, may be 
fumished by a home health agency in the residence of a home-bound 
beneficiary if intermittent or part-time skilled nursing, physical therapy or 
rehabilitation care is necessary. There must be a plan of treatment and 
periodical review by a physician. Home health care under Part A has no 
time limitations, no co-payment, and no deductible. However, full-time 
nursing care, food, blood, and drugs are not provided as HHA services. 

Hospice care, added in 1983, is a service provided to those terminally 
ill persons with a life expectancy of six months or less who elect to forgo 
traditional medical treatment for the terminal illness, and to receive only 
limited (hospice) care. Such care includes pain relief, supportive medical 
and social services, physical therapy, nursing services and symptom ma-
nagement for a terminal illness. However, if a hospice patient requires 
treatment for a condition not related to the terminal illness, Medicare will 
pay for all necessary covered services. For the hospice program, the 
Medicare beneficiary pays no deductibles, but does pay a very small coin-
surance amount for drugs and the cost of respite care. 
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Supplementary Medical Insurance (Part B) benefits are available to-  almost 
all resident citizens age 65 and over; certain aliens age 65 or over -- even to 
those who are not entitled (based on eligibi-lity for Social Security or Railroad 
Retirement benefits) to Part A Medicare services; and disabled beneficiaries 
who are entitled to Medicare's Part A. Part B coverage is optional, and must 
be paid for through a monthly premium. Almost all persons entitled to Part 
A also choose to enroll in Part B. 

Part B is often thought of primarily as coverage for physician services (in both 
hospital and non-hospital settings). However, SMI also covers certain other 
non-physician services, including: clinical laboratory tests, durable medical 
equipment, flu vaccinations, drugs which cannot be self-administered (except 
certain anticancer drugs), most supplies, diagnostic tests, some other p'73 
therapy services, ambulance services, certain other health care services and 
blood not supplied under Part A. 

The expenditures for institutional services in hospital out-patient depart-
ments, ambulatory surgical centers and certain other centers are also covered. 
All services must be medically necessary to be covered. Certain medical 
services and related care are subject to special payment mies including: 
deductibles (for blood); maximum approved amounts (for independently 
practicing, Medicare-approved physical or occupational therapists); or higher 
cost sharing requirements (such as for outpatient mental illness treatments). 

Non-covered services under Medicare include long-term nursing care or 
custodial care, and certain other health care needs such as dentures and dental 
care, prescription drugs (except certain self-administered anticancer drugs), 
eyeglasses, hearing aids, etc. These are not a part of either the Part A or the 
Part B program -- unless they are a part of a special "coordinated care plan". 

Medicare coordinated care plans 

Coordinated care (prepaid health care plans), such as competitive medical 
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plans (CMPs) and health maintenance organizations (HMOs), is an option 
for Medicare beneficiaries. Coordinated care plans function on a basis 
different from the regular fee-for-service plans. Under coordinated care 
plans, Medicare beneficiaries receive their medical services at a compre-
hensive health care setting within a service area. This public or private 
organization provides health care services at a predetermined per-person rate, 
regardless of frequency or extent of utilization by its enrollees. Coordination 
of all health care services is central to the HMO and CMP concept. To insure 
this coordination, all of the health care services, except for emergency 
services, are obtained by the beneficiary only from the professionals and 
facilities affiliated with the HMO or CMP which the beneficiary has selected. 

In addition to those services which are usually provided under Medicare 
fee-for-service plans, the coordinated care plans often cover services such as 
preventive care, eyeglasses, dental care, or hearing aids. The election to 
participate in a coordinated care plan may also serve as an alternative to 
purchasing "medigap insurance" (described later) which is often wanted if the 
beneficiary is in a traditional fee-for-service plan. And, although there are 
certain restrictions and limitations, the coordinated care plan's larger fixed 
monthly premiums and smaller coinsurance payments help to provide more 
predictability for out-of-pocket costs for the bene-ficiaries who do not have 
medigap insurance. 

Program financing, Beneficiary liabilities, and Vendor payments 

Medicare's expenses for both benefits and administration are paid from two 
separate trust funds. HI's funds accrue mainly from a tax on individuals' 
employment eamings. SMI's funds come from the payment of premiums 
by or on behalf of individuals, plus contribu-tions from the general revenue 
of the Federal government. Most Medicare covered services require some 
forro of cost-sharing from beneficiaries, as well. 
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Program financing: 

For Part A, financing is, primarily, through a mandatory payroll deduction 
("FICA tax") of 1.45 percent of taxable earnings for employees and employer 
each, as well as 2.90 percent for self-employed persons who pay into the HI 
trust fund. This hospital insurance trust fund is separate from the SMI trust 
fund, and from Social Security's Old Age and Survivors' Insurance and 
Disability Insurance trust funds. The HI trust fund is used only for HI. 

For Part B, financing is through premium payments ($41.10 per month in 
1994) which are usually deducted from monthly Social Security benefit 
checks of those who are voluntarily enrolled in the SMI plan, and through 
significant matching contributions (a total of 65 percent in 1994) from the 
general revenue of the Federal government. 

Beneficiary payment liabilities: 

For Parts A and B, beneficiaries are responsible for charges not covered 
by the Medicare program, and for various cost sharing aspects of both HI 
and SMI. These liabilities may be paid by (1) the Medicare beneficiary, (2) 
by some other third party such as Medicaid, or (3) by some additional private 
insurance ("medigap insurance") purchased by the Medicare beneficiary. 
The term "medigap" is used to mean private health insurance which, within 
limits, pays most of the health care service charges not covered by Parts A 
or B of Medicare. These policies, which must meet federally-imposed 
standards, are offered by Blue Cross (for Part A) and Blue Shield (for Part 
B), and by many commercial health insurance companies. 

For Part A, the beneficiary's payment Share includes a one-time deductible 
amount at the beginning of each benefit period ($696 in 1994). This covers 
the beneficiary's part of the first 60 days of each spell of inpatient hospital 
care. If continued inpatient care is needed, additional coinsurance payments 
($174 per day in 1994) are required through the 90th day of a benefit period. 
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Medicare pays nothing after day 90, unless the beneficiary elects to use 
"lifetime reserve" days, for which a co-payment ($348 per day in 1994) is 
required from the beneficiary. 

For skilled nursing care under Part A, the first 20 days of SNF care are fully 
covered by Medicare; but for days 21 through 100, co-pay ($87 per day in 
1994) is required from the beneficiary. After 100 days of SNF care per 
benefit period, Medicare pays nothing for SNF care. Home health care has 
no deductible or co-insurance. In any Part A service, the beneficiary is 
responsible for non-replacement fees for the first three pints or units of blood 
per calendar year. The beneficiary has the option of paying the fee or of 
having the blood replaced. 

For most people age 65 and over, there are no premiums for the HI portion 
of Medicare. Eligibility for Part A is generally eamed through the work 
experience of the beneficiary, or that of a spouse. However, some persons 
otherwise unqualified for Medicare may purchase HI coverage if they also buy 
the SMI coverage. If they have 30 quarters of coverage as defined by the Social 
Security Administra-tion, then the 1994 cost of HI is the reduced amount 
of $184 per month; if not, then the cost is $245 per month. 

For Part B, the beneficiary's payment share includes: one annual deductible 
(currently $100); the monthly premiums; the coinsurance payments for Part 
B services (usually 20 percent of allowable charges); a blood deductible; 
and payment for any services which are not covered by Medicare. These 
"cost-sharing" contribu-tions are required of the b.eneficiaries for SMI 
services. For ESRD patients, Medicare Part B assists in paying for kidney 
dialysis and transplants. Regular Part B cost-sharing requiremens also apply 
for ESRD services. 

Vendor payments: 

For Part A, prior to 1983, payment was made on a "reasonable cost" basis. 
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Medicare payments for most inpatient hospital care are, since 1983, under 
a plan known as the Prospective Payment System (PPS). Under the PPS, a 
hospital is paid a predetermined amount, based upon the patient's diagnosis 
within a "diagnosis related group," (DRG) for providing whatever medical 
care is required during that person's inpatient hospital stay. In some cases 
the payment received is less than the hospital's actual costs; in other cases 
it is more. The hospital absorbs the loss or makes a profit. Certain payment 
adjustments exist for extraordinarily costly cases. Payments for home health, 
hospice and skilled nursing care coverage continue to be paid under the 
reasonable cost methodology, with each service having some restrictions and 
limitations. 

For Part B, physicians are paid on the basis of "reasonable charge". This was 
defined as the lowest of (1) the physicians's actual charge, (2) the physicians's 
customary charge, or (3) the prevailing charge in the locality for similar 
services. Beginning January 1992, the reasonable charges are defined as the 
lesser of: the submitted charges, or a fee schedule based on a relative value 
scale (RVS). Durable medical equipment and clinical laboratory services are 
also based on a fee schedule. Outpatient services and HHAs are reimbursed 
on a reasonable cost basis. 

If a doctor or supplier agrees to accept the approved rate as payment in full 
("takes assignment"), then payments provided must be considered as payments 
in full (alter co-payments have been met) for that service. No added payments 
may be sought from the beneficiary or insurer. If the provider does not take 
assignment, the benefi-ciary will be charged for the excess (which may be paid 
by medigap insurance). Limits now exist on the excess which providers can 
charge. However, since Medicare beneficiaries may select their doctors, they 
have the option to choose those who do take assignment. 

Medicare claims processing 

Medicare contractors (intemiediaries and carriers) may be public or private 



HEALTH CARE PROGRAMS 	
111 

organizations or agencies (currently, all are private insurance agencies) that 
contract to serve as the fiscal agent between providers and the Federal 
government to locally administer Medicare's Part A and Part B. 

Medicare "intermediaries" process Part A claims for institutional services, 
including inpatient hospital claims, skilled nursing facilities, home health 
agencies, and hospice services. They also process outpatient claims for SMI. 
Examples of intermediaries are the Blue Cross and Blue Shield Association 
(which utilize Blue Cross plans in various States), and commercial insurance 
companies. 

Intermediaries' responsibilities .include: 

determining costs and reimbursement amounts; 
• maintaining records; 
• establishing controls; 
• safeguarding against fraud and abuse or excess use; 
• conducting reviews and audits; 
• making the payments to providers for services; and 
• assisting both providers and beneficiaries as needed. 

Medicare "carriers" handle Part B claims for services by physicians and 
medical suppliers. Examples of carriers are the Blue Shield plan in a State, 
and commercial insurance companies. 

Carriers' responsibilities include: 

• determining charges allowed by Medicare; 
• maintaining quality of performance records; 
• assisting in fraud and abuse investigations; 
• assisting both suppliers and beneficiaries as needed; and 
• making the payments to physicians and suppliers for 

services which are covered under Part B. 
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"Peer Review Organizations" (PROs) are groups of practicing health care 
professionals who are paid by the Federal government to review the care 
provided to Medicare beneficiaries in each State. PROs act to promote 
effective, efficient and economical delivery of health care services to the 
Medicare population they serve. 

Peer Review Organizations' responsibilities include: 
• deciding if care provided is reasonable and necessary; 
• deciding if care is provided in an appropriate setting; 

reviewing the validity of hospitals' diagnostic information; 
• reviewing the appropriateness of admissions and discharges; 
• deciding if standards of quality are being met; and 
• reviewing the appropriateness of care for which additional 

payment is sought for extraordinarily costly cases. 

Administration of Medicare 

The overall responsibility for administration of the Medicare program lies with 
the Department of Health and Human Services (DRHS) and the various 
components: the Health Care Financing Administration (HCFA), the Public 
Health Service (PHS), and the Social Security Administration (SSA). The 
HCFA has primary responsibility for Medicare, including: formulation of 
policy and guidelines; contract oversight and operation; maintenance and 
review of utilization records; and general financing of Medicare. The SSA 
is responsible for the initial determination of an individual's entitlement and 
has overall responsibility for maintaining the Medicare master bene-ficiary 
record. And the PHS is responsible for administering the professional health 
aspects of Medicare. 

The Department of Treasury manager both the Medicare Part A and Part 
B trust funds, and the transfer of funds to pay the bilis. A Board of Trustees, 
which is composed of two appointed members and three ex-officio members, 
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holds the trust funds for HI and SMI. The Board of Trustees reports the status 
and operation of the Medicare trust funds to Congress on April first of each 
year. 

State agencies (usually State Health Departments under agree-ments with 
HCFA) assist by helping DHHS to identify, survey, and inspect provider and 
supplier facilities or institutions wishing to participate in the Medicare 
program. In consultation with HCFA, they then certify those that are 
qualified. The State agency also coordi-nates the various State programs 
to assure effective and economical endeavors, and assists providers as a 
consultant. 

Medicare trends and Summary 

The Medicare program covers 95 percent of our nation's aged population, plus 
many of the disabled persons who are on Social Security. In calendar year 
(CY) 1993, Medicare Part A covered 36 million enrollees at a cost of $94.4 
billion (expected to be $107.2 billion in 1994), and Part B covered 34.6 
million enrollees in 1993 at a cost of $57.8 billion (expected to total $61.8 
billion for 1994). Administrative costs were 1.0 percent of HI and 3.5 percent 
of SMI disbursements for 1993. 

Combining the HI and SMI benefit payments for all Medicare services in CY 
1993, the average disburse-ment per enrollee was $4,111. Of those persons 
who were entitled to Medicare in 1993, over 80 percent use the Supplemen-
tary Medical Insurance services, while only twenty percent use the Hospital 
Insurance services. 

The rising cost of health care is a major consideration for HCFA, for the 
President, and for Congress. The present schedule for financing the Part A 
program is sufficient to ensure the payment of benefits only for the next seven 
years. And although the Part B program is currently actuarially sound, the 
past and projected growth in the cost of the program is of grave concern. For 
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the long range: the SMI program costs are projected to increase from 0.88 
percent of the Nation's GDP in CY 1993 to 4.37 percent of GDP in CY 2068; 
and the HI program costs are projected to increase from 1.52 percent of GDP 
in CY 1993 to 4.98 percent in CY 2068. 

Projections for the more immediate future indicate that, if expenditures 
continue at the current rate with normal growth rate for the population and 
if there are no significant changes to the health care programs, disbursements 
for the Medicare program are estimated to rise from $169 billion in 1994 to 
almost $205 billion for 1996. 

MEDICAID: A BRIEF SUMMARY 

Overview 

Title XIX of the Social Security Act is a Federal-State matching entitlement 
program which provides medical assistance for certain individuals and 
families with low incomes and resources. The program, known as Medicaid, 
became law in 1965 as a jointly funded cooperative venture between the 
Federal and State govemments to assist States in the provision of more 
adequate medical care to eligible needy persons. Medicaid is the largest 
program providing medical and health-related services to America's poorest 
people. 

Within broad national guidelines which the Federal govemment provides, 
each of the States: (1) establishes its own eligibility standards; (2) determines 
the type, amount, duration, and scope of services; (3) sets the rate of payment 
for services; and (4) administers its own program. Thus, Medicaid programs 
vary considerably from State to State, and within each State over time. 



HEALTH CARE PROGRAMS 	
115 

Basis of eligibility and maintenance assistance status 

States generally have broad discretion in determining which groups their 
Medicaid programs will cover and the financial criterio, for Medicaid 
eligibility. However, to be eligible for Federal funds, States are required to 
provide Medicaid coverage for most indivi-duals who receive Federally 
assisted income-maintenance payments, as well as for related groups not 
receiving cash payments. 	The following displays the mandatory Medicaid 
eligibility groups: 

• Recipients of Aid to Families with Dependent Children (AFDC); 

• Children under age 6 who meet the State's AFDC financial or whose family 
income is at or below 133% of the Federal poverty level (FPL); 

• Special protected groups (typically individuals who lose their cash assistance 
from AFDC or SSI due to eamings from work or increased Social Security 
benefits, but who may keep Medicaid for a period of time; 

Pregnant women whose family income is below 133% of the FPL 
(services to the woman are limited to pregnancy, complications of preg-
nancy, delivery and three months of post-partum care); 

• Infants up to age one and pregnant women not covered under the mandatory 
rules whose family income is no more than 185% of the FPL (the percentage 
of FPL is set by each State); 

• Supplemental Security Income (SSI) recipiente (or aged, blind and disabled 
individuals in States that apply more restrictive eligibility requirements); 

• Certain Medicare beneficiaries (described later); 

• Recipients of adoption assistance and foster care who are under Title IV-E 
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of the Social Security Act; and 

• All children born after September 30, 1983 in families with incomes at or 
below the FPL. (They must be given full Medicaid coverage until age 19. 
This phases in coverage, so that by the year 2002, all poor children under 
age 19 will be covered). 

States also have the option to provide Medicaid coverage for other 
"categorically needy" groups. These optional groups share characteristics of 
the mandatory groups, but the eligibility criteria are somewhat more liberally 
defined. The broadest optional groups that States may cover (and for which 
they will receive Federal matching funds) under the Medicaid program 
inc lude: 

• Children under age 21 who meet the AFDC income and resources require-
ments, but who otherwise are not eligible for AFDC; 

• Recipients of State supplementary income payments; 

• Intitutionalized individuals with income and resources below specificied 
limits; 

• Certain aged, blind or disabled adults who have incomes aboye those 
requiring mandatory coverage, but below the FPL; 

• Persons receiving care under home and community-based waivers; 

• TB-infected persons who would be financially eligible for Medicaid at the 
SSI level (but only for TB-related ambulatory services and for TB drugs); 
and 

• "Medically needy" persons (described below). 
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The option to have a "medically needy" (MN) program allows States to extend 
Medicaid eligibility to additional qualified persons with significant health care 
expenses who have income in excess of the mandatory or optional categori-
cally needy levels. Such persons may "spend down" to Medicaid eligibility 
by incurring medical and/or remedial care expenses to offset their "excess" 
income, thereby reducing it to a levet below the maximum income allowed 
by that State's Medicaid plan. States may also allow families to establish 
eligibility for MN coverage by paying monthly premiums to the State in an 
amount equal to the difference between the threshold allowance for income 
eligibility, and a family's income (reduced by any unpaid expenses incurred 
for medical care in previous months). 

The "medically needy" Medicaid program does not have to be as extensive 
as the "categorically needy" program in a State, but there are certain requi-
rements. If a State has any MN program, certain services must be provided 
as a minimum (the State may also choose to include additional services); and 
in any MN program, a State is required to provide coverage to certain persons 
(certain children under age 18 and pregnant women who are MN). 

A State may elect to provide eligibility to other MN persons also: aged, blind, 
and/or disabled persons; to caretaker relatives of children deprived of parental 
support and care; and certain other financially eligible children up to age 21. 
In 1993, forty 83 States had a MN program which provided at least some 
services for at least some recipient groups. 

The Medicare Catastrophic Coverage Act (MCCA) of 1988 made some 
significant changes which affected Medicaid. Although much of the MCCA 
was repealed, the Medicaid portions remain in effect. For Medicaid nursing 
care recipients, the MCCA protects enough of the institutionalized spouse's 
income and resources to assure a moderate levet of support for the community 
spouse. As a result, less income and resources remain available to contribute 
to the cost of the nursing facility care; thus the institutionalized spouse 
qualifies for Medicaid earlier than would have been true previously. 
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Medicaid does not provide medical assistance for all poor persons. Even 
under the broadest provisions of the Federal statute, Medicaid does not 
provide health care services even for very poor persons unless they are in 
one of the groups designated aboye. Low income is only one test for Medicaid 
eligibility; resources and assets also are tested against established thresholds 
(as determined by each State, within Federal guidelines). 

Once eligibility for Medicaid is determined, coverage generally is retroactive 
to the third month prior to application. Medicaid coverage generally stops 
at the end of the month in which a person no longer meets the criteria of 
any Medicaid eligibility group. In addition to the Medicaid program, most 
States have additional "State-only" programs to provide medical assistance 
for specified poor persons who do not qualify for Medicaid. Federal 
matching funds are not provided for these State-only programs. 

Scope of Medicaid services 

Title XIX of the Social Security Act requires that, in order to receive Federal 
matching funds, a State must offer certain basic services to the categorically 
needy populations: 

inpatient hospital services; 
outpatient hospital services; 

• prenatal care; 
• physician services; 
• nursing facility (NF) services for persons aged 21 or order; 
• home health care for persons eligible for skilled-nursingservices; 

family planning services and supplies; 
• rural health clinic services; 
• laboratory and x-ray services; 
• pediatric and family nurse practitioner services; 
• nurse-midwife services; 
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• certain Federally-qualified ambulatory and health-center services; and early 
and periodic screening, diagnostic, and treatment (EPSDT) services for chil-
dren under age 21. 

States may also receive Federal assistance for funding if they elect to provide 
other approved optional services. A few of the optional services under the 
Medicaid program include: 

• clinic services; 
• nursing facility services for the aged and disabled; 

intermediate care facilities for the mentally retarded (ICFs/MR); 
• optometrist services and eyeglasses; 
• prescribed drugs; 
• prosthetic devices; 
• dental services; and 
• TB-related ambulatory services & drugs for qualifying persons. 

States may provide borne and community-based care to certain persons with 
chronic impairments. Another option allows up to eight States (as a 
demonstration project) to establish and provide community-supported living 
arrangement services for individuals with mental retardation or a related 
condition. 

Amount and duration of Medicaid services 

Within broad Federal guidelines, States determine the amount and duration 
of services offered under their Medicaid programs. They may limit, for 
example, the number of days of hospital care or the number of physician visits 
covered. However, States are prohibited from limiting the duration of 
coverage for medically necessary inpatient hospital services provided to 
Medicaid-eligible children under age six who are in "disproportionate Share 
hospitals" (defined below) and to infants in all hospitals. 
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With certain exceptions, a State's Medicaid plan must allow recipients to have 
freedom of choice among participating providers of health care. States may 
provide and pay for Medicaid services through various pre-payment arran-
gements, such as health maintenance organizations (HMOs). 

In general, States are required to provide comparable amounts, duration 
and scope of services to all categorically-needy eligible persons. But there 
are two important exceptions: 

1) Health care services identified under the EPSDT program as being 
"medically necessary" for eligible children must be provided by Medicaid, 
even if those services are not included as part p'73 of the covered services 
in that State's plan (i.e., only these specific children might receive those 
specific service); and 

2) States may request "waivers" for home and community-based services 
(HCBS) under which they offer an altemative health care package for persons 
who might otherwise be institutionalized under Medicaid (i.e., only those 
persons so designated might receive HCBS). States are not limited in the 
scope of services they can provide under such waivers as long as they are 
cost effective (except that, other than as a part of respite care, they may not 
provide room and board for such recipients). 

Payment for Medicaid services 

Medicaid operates as a vendor payment program, with States paying providers 
directly. Providers participating in Medicaid must accept the Medicaid 
reimbursement levet as payment in full. With a few specific exceptions, each 
State has broad discretion in determin-ing (within Federally-imposed upper 
limits and specific restrictions) the reimbursement methodology and 
resulting rate for services. 
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States may impose nominal deductibles, coinsurance or copay-ments on 
some Medicaid recipients for certain services. However, certain Medicaid 
recipients must be excluded from cost sharing: pregnant women, 
under age 18, hospital or nursing home patients who are expected to con ribute 
most of their income to institutional care, and categorically needy en .ollees 
in HMOs. In addition, emergency services and family planning service 3 must 
be exempt from co-payments for all recipients. 

The portion of each State's Medicaid program which is paid by the federal 
government, known as the Federal Medical Assistance Percentage (F vIAP), 
is determined annually by a formula that compares the State's aval ge per 
capita income level with the national income average. By law, the FMAP 
cannot be lower than 50 percent nor greater than 83 percent. The w ;althier 
States have a smaller share of their costs reimbursed. In 1993, the I'MAPs 
varied from 50 percent (paid to 11 States and D.C.) to 79.01 per( ent (to 
Mississippi), with the average Federal share among all States beit g 57.5 
percent. 

The Federal government also shares in the State's expenditures for a dminis-
tration of the Medicaid program Most administrative costs are 3 natched 
at 50 percent for all States. However, depending on the complexities and the 
need for incentives for a particular service, higher matching rates ar autho-
rized for certain functions and activities. 

Federal Medicaid payments to States have no set limit (cap); ratl ex, the 
Federal government matches (at FMAP rates) the State payments for the 
mandatory services plus the optional services that the individual Stat decides 
to provide for eligible recipients. Reimbursement rates must be suf ícient to 
enlist enough providers so that Medicaid care and services are availa ile under 
the plan at least to the extent that such care and services are availat 	to the 
general population in that geographic arca. 

States also must augment payment to qualified hospitals that provide 



122 
	 SOCIAL SECURITY IN THE UNITED STATES 

inpatient services to a disproportionate number of Medicaid recipier ts and/ 
or to other low-income persons under what is known as the dispropo; tionate 
share hospital (DSH) program. Under this program, which was coupled with 
refundable donations and provider taxes, some States made large DSH pay-
ments in order to get higher Federal matching monies with little or no increase 
in the State's share. However, under legislation passed in 1991, these payments 
are now limited. 

Medicaid trends and Summary 

Medicaid was initially formulated as a medical care extension of Federally 
funded income maintenance programs for the poor, with an emphasis on 
dependent children and their mothers. Over the years, however, Medicaid 
has been diverging from a firm tie to eligibility for cash programs. Recent 
legislation assures Medicaid coverage to an expanded number of low-income 
pregnant women, poor children and to some Medicare beneficiaries who are 
not eligible for any cash assist-ance program. Such persons would not have 
been eligible for Medicaid under earlier legislation. Legislative changes also 
focused on fewer service limits, increased access, better quality of care, 
continua-tion of specific benefits, and enhanced outreach programs. 

The Managed Care concept, which is growing rapidly within the Medicaid 
program, seeks to enhance access to quality care in a cost effective manner. 
As of June 30, 1993, 4.8 million Medicaid recip-ients had enrolled in 
Medicaid Managed Care programs, and the number of participants is increa-
sing rapidly. 

The biggest change from the original Medicaid program has been the growth 
of Medicaid's substantial role in long-term care. An average of almost 45 
percent of care for persons using nursing facility or borne health services in 
the U.S. in 1991. was paid for by the Medicaid program. A much larger 
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percentage is paid by Medicaid for those persons who used more than four 
months of such long-term health care. Medicaid vendor payments for 
nursing facility and/or honre health care services in 1993 totaled almost $40 
billion. 

Medicaid policies for eligibility and services are complex, and vary 
considerably even among similar-sized and/or adjacent States. A person who 
is eligible for Medicaid in one State might not be eligible in another State. 
Services provided by one State may differ considerably in amount, duration, 
or scope from services provided in a similar or neighboring State. And 
Medicaid eligibility and/or services within a State can change during the year. 

Since its inception, mercases in expenditures for the Medicaid program have 
exceeded the consumer price índex, and have exceeded the increase in total 
numbers of persons served and the increase in services provided. This 
continually increasing growth in Medicaid expenditures seems primarily due 
to four factors: 

• the increase in rates of payments to providers of medical and health care 
services, when compared to general inflation; 

• the results of technological advances to keep more very low birth-weight 
babies and other critically ill or severely injured persons alive, but in need of 
extensive, very expensive care; 

• the increase in the numbers of very old and disabled persons requiring 
extensive acute and/or long term health care and related services; and 

• the mercase in the size of the Medicaid-covered populations (a result of the 
economic recession and Federal mandates). 

Most Medicaid recipiente require relatively small expenditures per person, 
per year. For example, preliminary data for 1993 indicate that Medicaid 
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vendor payments for over 16 million children under age 21 averaged only 
$1,013 per child. Other groups, with far fewer persons, have much larger 
per-person expenditures; e.g., the 149,000 recipients of ICFs/MR care in 1993 
who averaged Medicaid payments of $59,156 per person to ICFs/MR, plus the 
cost of acute care and other services they received outside of the ICF/MR 
facility. And at least 40 percent of persons with AIDS have their health care 
(estimated in 1992 to be about $40,000 per person per year) paid for by 
Medicaid. 

Although the recipient numbers are relatively very small, some individual 
patients (e.g., severely burned patients, accident or violence victims with 
multiple severe head and brain injuries, medically fragile very premature 
babies, organ transplant patients, and others requiring very specialized, 
extensive and intensive medical care) can cost over $4,000 per day/per 
person. And a few persons require many years of continuing extensive 
and very complex health care, costing several hundreds of thousands of 
dollars per person, year after year. 

Preliminary data indicate that over 39.7 million persons were enrolled in 
Medicaid in 1993. Of there, 33.4 million (13.4 percent of the USA's 
population) received at least some health care service in p73 1993 through 
the Medicaid program. Total 1993 outlays for the Medicaid program include: 
vendor payments of $101.7 billion; payments for various premiums (for 
HMOs, Medicare, etc.) of almost $7.8 billion; payments to disproportionate 
share hospitals of nearly $16.6 billion; and administrative costs. This total 
increased from $115.9 billion in 1992 to $125.8 billion for 1993 ($72.3 billion 
in Federal and $53.5 billion in State monies). In 1993, Medicaid payments 
to health care vendors averaged $3,042 per Medicaid recipient. 

Medicaid's compound rate of growth for the existing program is now projected 
to be 12.7 percent per year between the years 1993 and 2000. Thus, if current 
expenditure trends continue, and there are no significant changes to the 
Medicaid program, then payments for the total (Federal and State) Medicaid 
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programs may exceed $290 billion by the year 2000. 

The Medicaid programs must function within the various Federal and State 
constraints of economic, social, and political factors. 

The U.S. Congress, the Department of Health and Human Services and the 
individual States continually seek to make improvements in the Medicaid 
programs' quality, effectiveness and extent of health care services. The need 
for expanded eligibility and for more extensive and enduring services is 
obvious. However, there is also great pressure to limit the Federal and State 
budgets. As a balance for these factors is sought, frequent revisions occur 
in Federal laws, in HCFA regulations, and in the States' Medicaid plans. Thus, 
the Medicaid program is continually changing. 

THE MEDICAID - MEDICARE RELATIONSHIP 

Some aged and/or disabled poor persons are covered under both the Medicaid 
and Medicare programs. These persons may receive the Medicare services 
for which they are entitled as well as additional services available under that 
State's Medicaid program. As each State elects for its Medicaid Plan, 
services such as eyeglasses, hearing aids, and nursing facility care beyond 
the 100 days covered by Medicare may be provided to these persons by the 
Medicaid program. And the Medicaid program pays all of the cost-sharing 
portions for Medicare Part A and B for the fully-eligible persons. 

In addition, there are other Medicare beneficiaries (QDWIs, QMBs or SLMBs 
- see below) who are not fully eligible for Medicaid, but who do receive some 
help through the State Medicaid program's payment of part or all of the 
person's Medicare premiums and cost-sharing expenses. Persons identified 
as Qualified Disabled and Working Individuals ("QDWIs") who lost 
Medicare benefits because of their return_ to work, are allowed to purchase 
Medicare HI and SMI coverage. However, the HI premium (but not the SMI 
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premium) must be paid by the State Medicaid program for QDWIs with 
incomes below 200 percent% of the Federal Poverty Level. 

Other Medicare beneficiaries who may receive some asssitance are those 
known as Qualified Medicare Beneficiaries ("QMBs") and those known 
as Specified Low-Income Medicare Beneficiaries ("SLMBs"). For the QMBs, 
(those Medicare beneficiaries who have resources at or below twice the 
standard allowed under the SSI program, and with incomes below the FPL), 
the State pays all the cost-sharing expenses and premiums for Medicare FII 
and SMI. For the SLMBs, (beneficiaries with resources like QMBs, but with 
slightly higher incomes: less than 110 percent of FPL in 1993 and 1994, and 
less than 120 percent in 1995), the Medicaid program pays (only) the SMI 
premiums. 

If a person is a Medicare beneficiary, payments for any services covered 
by Medicare are made by the Medicare program before any payments are made 
by the Medicaid program. Medicaid is always to be the "payor of last resort". 
Legislation passed in 1993 established a new health insurance reporting 
system requirement for employers. This will provide a better data bank for 
health care coverage, and will be used to identify and collect amounts from 
hable third party payers to reimburse costs incurred for items and services 
fumished to Medicare and/or Medicaid beneficiaries. Table 6 shows the 
distribution of these Medicaid recipients and the amounts paid for the services 
they received in 1992. 



Table 6.- Number of Medicaid recipients and total and average vendor payment 
amounts, by eligibility category and type of service fiscal year 1992. 

Eligibility category and type of 
service 

Number of 
recipients 
(in thousands 

Total payment 
amount 
(in millions) 

Average pay-
ment 
amount 

Category 

AH recipients 	  31,150 $91,480 $2,937 

Dependent children under age 
21 	  15,200 14,758 971 
Adults in families with depen- 
dent children 	  7,040 12,403 1,762 
Persons aged 65 or older 	 3,749 29,089 7,759 
Blind persons 	  84 530 6,293 
Permanently and totally disa- 
bled persons 	  4,402 33,474 7,604 
Other 	  675 1,226 1,817 

Service 

Inpatient- 
General hospital 	  5,790 23,686 4,091 
Mental hospital 	  77 2,200 28,460 
Skilled-nursing facility 	 1,573 23,547 14,970 
Intermediate care facility for 
the mentally retarded 	 151 8,552 56,517 
Prescribed drugs 	  22,070 6,790 308 
Physician 	  21,683 6,122 282 
Outpatient hospital 	 15,167 5,296 349 
Home health 	  926 4,888 5,276 
Other care 	  12,674 4,637 366 
Clinic 	  4,128 2,825 684 
Laboratory and radiological 	 11,850 1,040 88 
Dental 	  5,717 853 149 
Other practitioner 	 4,725 539 114 
Family planning 	 2,559 504 197 

1 Categories do not add to total because of the small number of recipients that are in more than one 
category dming the year. 
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VE TERAN'S BENEFITS 

A variety of programs and benefits are available to veterans of military service. 
Included in these programs are disability payments, educational assistance, 
hospitalization and medical care, survivor and dependents benefits, special 
loan programs, and hiring preferente for certain jobs. Most of the veterans' 
programs are administered by the newly created Cabinet-level Department 
of Veterans Affairs, which replaced the Veterans' Administration in March 
1989. 

During fiscal year 1992, total benefits to veterans and their dependents, 
exclusive of career retirement and Social Security benefits, reached $30.8 
billion. This amount included $16.3 billion for disabled veterans, their 
dependents, and survivors; $13.7 billion for medical programs; and $752 
million for educational programs. As of February 1, 1993, 2,664,300 veterans 
were receiving disability benefits and 676,600 widows were receiving survivor 
benefits. 

Cash Benefits 

Two major cash benefit programs are available for veterans. The first program 
provides benefits to veterans with service-connected disabilities and, on the 
veteran's death, benefits are paid to the eligible spouse and children. These 
benefits are not means tested--that is, they are payable regardless of other 
income or resources. The second program provides benefits to needy veterans 
who have non-service-connected disabilities. These benefits, however, are 
means tested. 

Compensation for serviceconnected disabilities.--The disability compen-
sation program pays monthly cash benefits to veterans whose disabilities 
resulted from injury or disease incurred or aggravated by active military duty, 
whether in wartime or peacetime. Individuals discharged or separated from 
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military service under dishonorable conditions are not eligible for compen-
sation payments. The amount of monthly compensation depends on the degree 
of disability, rated as the percentage of normal function lost. 

Pensions for non-serviceconnected disabilities.--Monthly benefits are 
provided to wartime veterans with limited income and resources who are 
totally and permanently disabled because of a condition not attributable to their 
military service. To qualify for these pensions, a veteran must have served in 
one or more of the following designated war periods: the Mexican Border 
Period, World War 1, World War 11, the Korean conflict, or the Vietnam era. 
Generally, the period of service must have lasted at least 90 days and the 
discharge or separation cannot have been dishonorable. 

Benefits for survivors.--The dependency and indemnity compensation 
(DIC) program provides monthly benefits to the surviving spouse, children 
(younger than age 18,. disabled, or students), and certain parents of service 
persons or veterans who die as the result of an injury or disease incurred or 
aggravated by active duty or training or from a disability otherwise compen-
sable under laws administered by the Department of Veterans Affairs. 

Dependency and indemnity compensation payments are also made if the 
veteran was receiving or was entitled to receive compensation for a service-
connected disability at the time of death. The disability had to be continuously 
rated totally disabling for a period of 10 years or more or had to have lasted 
continuously for at least 5 years alter the veteran's date of discharge. To qualify 
for benefits, a surviving spouse must have been married to the veteran for at 
least 1 year before the veterans death or for any period of time if a child was 
born of or before the marriage to the veteran. 

Eligibility for survivor benefits based on a non-service-connected death 
of a veteran with a serviceconnected disability requires a marriage of at least 
a 1-year duration before the veteran's death. A surviving spouse is generally 
required to have lived continuously with the veteran from marriage until his 
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or her death. Eligibility for benefits ends with the spouse's remarriage. 

The monthly benefit amount payable to a spouse depends on the last pay rate 
of the deceased service person or veteran. The benefit amount ranges from 
$594 to $1,633 a month. The amounts payable to eligible parents are lower, 
ranging from $5 to $336 a month, depending on (1) the number of parents 
eligible, (2) their income, and (3) their marital status. 

Special allowances, in addition to the regular monthly benefit, are payable to 
both surviving spouses and parents if their physical conditions require the 
regular aid and attendance of another person. Spouses whose conditions do 
not require the regular aid and attendance of another person, but whose physical 
conditions confine them to the house, are entitled to an allowance of $87 a month 
in addition to their regular benefit. Death compensation under prior provisions 
is payable for serviceconnected deaths before 1957. 

Pensions for non-serviceconnected death.--Pensions are paid based on 
need to surviving spouses and dependent children (under age 18, students, 
or disabled) of deceased veterans of the wartime periods specified in the 
disability 

Pension program. For a pension to be payable, the veteran generally must have 
met the same service requirements established for the non-service-connected 
disability pension program, for a pension to be payable, the veteran generally 
must have met the same service requirements established for the non - service 
- connected disability pension programa and the surviving spouse must meet 
the same marriage requirements as under the dependency and indemnity com-
pensation program. 

The pension amount depends on the composition of the surviving family and 
the physical condition of the surviving spouse. Pensions range from $425 a 
month for a surviving spouse without dependent children to $812 a month for 
a surviving spouse who is in need of regular aid and attendance and who has 
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a dependent child. The pension is raised by $108 a month for each additional 
dependent child. 

Hospitalization and Other Medical Care 

The Department of Veterans Affairs provides a nationwide system of hospital 
and other medical care for veterans. Eligibility for any particular medical 
program is based on a variety of factors. Care is furnished to eligible veterans 
at these facilities according to two categories: "Mandatory" and "Discre-
tionary." Within these two categories, veterans with nonservice-connected 
disabilities must also have limited income and resources to be eligible for cost-
free medical care from Veterans Affairs. 

Hospital care.--Eligible veterans are provided free hospital care and medical 
services if they are: 

• Disabled because of an injury or disease incurred or aggravated during active 
military duty, 

• A former prisoner of war, 
• Receiving a pension from the Depai 	tment of Veterans Affairs, 
• Eligible for Medicaid, 
• In need of treatment for a condition related to exposure to Agent Orange or 

to radiation from nuclear testing while on active duty, or 
• Veterans of the Spanish-American War, the Mexican Border Period, or World 

War 1. 

Care for dependents and survivors.--The dependents and survivors of 
certain veterans may be eligible for medical care under the Civilian Health and 
Medical Program of the Department of Veterans Affairs (CHAMPVA) if not 
eligible for medical care under the Civilian Health and Medical Program of 
the Uniformed Services (CHAMPUS) or for Medicare. CHAMPUS is the 
health program administered by the Depaitment of Defense for dependents of 
active duty personnel, and military retirees and their dependents. 
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Those eligible for care under the CHAMPVA program include: 

• The spouse or child of a veteran with a total, permanent serviceconnected 
disability. 

• The surviving spouse of a veteran who died as a result of a service-connected 
disability or who had a total, permanent service-connected disability at the 
time of death. 
The surviving spouse or child of a person who died while on active duty. 

Nursing home care.--Eligibility for admission to a Department of Veterans 
Affairs nursing home is the same as for hospitalization in a department facility. 
Admission is based on a priority system--with the highest priority given to 
veterans requiring nursing home care for a service-connected condition. The 
Department of Veterans Affairs also contracts with community nursing homes 
to provide care at Department expense to certain veterans. Community nursing 
home care is usually limited to 6 months and 15 available to veterans with 
a service-connected disability or to veterans discharged from a Department 
hospital to the nursing borne. 

Outpatient medical treatment.-- Extensive outpatient medical treatment 
is available to veterans. It includes rehabilitation, consultation, training, and 
mental health services in connection with the treatment of physical and mental 
disabilities. Veterans who are at least 50 percent disabled by a serviceconnected 
disability, receiving veterans' aid and attendance or homebound benefits, 
former prisoner of war, or veterans of war, or veterans of World War I may 
receive outpatient care for any condition. 

Other medical benefits.--Other Department of Veterans Affairs programs 
and medical benefits are available to certain eligible veterans and include: Do-
miciliary care for veterans with limited income who have permanent disabilities 
but who are ..1.nbulatory and able to care for themselves; alcohol and drug 
dependence treatment; prosthetic appliances; modifications in the veteran's 
borne required by his or her physical condition, subject to prescribed cost 
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limitations; and, for Vietnam-era veterans, readjustment counseling services. 
Under limited circumstances, the Department may authorize hospital care or 
other medical services in the community at Department expense. 

Educational Assistance 

The Veterans' Educational Assistance program is a contributory benefit 
program available to veterans who served since January 1,1977, and before 
July 1,1985. Since July 1,1985, veterans have been entitled to aid under the 
Veterans' Educational Assistance Act of 1984. An educational assistance 
program is also available for individuals who enter the Selected Reserve after 
June 30, 1985. The Department of Veterans Affairs also administers an 
educational assistance program for the surviving spouses of deceased 
veterans, spouses of living veterans, and children of either when the death or 
permanent and total disability of the veteran was the result of service. Spouses 
and children of service members currently missing in action, currently 
prisoners of war or forcibly detained or interned in the line of duty by a foreign 
power may also qualify. 

PUBLIC EMPLOYEE PROGRAMS 

The Federal Government, the 50 States, and many localities maintain programs 
that provide retirement, disability, and survivor benefits for their employees. 
These jurisdictions may also provide health insurance, group life insurance, 
paid sick leave, workers' compensation benefits, and unemployment insurance. 

Federal Chillan Employment 

Civilian employees of the Federal Government receive various types of 
protection through employees benefit programs. Federal employees are 
covered by retirement, life insurance, health insurance, and workers' 
compensation programs. They also receive paid sick leave and severance pay, 
and are covered under the Federal-State unemployment insurance system. 
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In general, employees hired before January 1,1984, are covered by CSRS and 
those hired after that date are covered under FERS. Several separate 
retirement systems cover special classes of employees, such as those in the 
Foreign Service or the Central Intelligence Agency. The principal provisions 
of the two largest retirement systems are summarized below. 

The CSRS aliows optional retirement with full annuity at age 55 with 30 years 
of service, at age 60 with 20 years of service, or at age 62 with 5 years of service. 
In addition, workers with 20 years of service at age 50 or 25 years of service 
at any age are eligible for retirement benefits if they are involuntarily separated 
from Federal employment. Workers with at least 5 years of service may retire 
because of disability at any age, if they meet the criteria used to determine the 
existence of a disability. 

Regular CSRS benefits are based on the average of a worker's three highest-
salaried years. The formula used is 1.5 percent of that average for each of 
the first 5 years of service, 1.75 percent for each of the next 5 years, and 
2 percent for each additional year. This formula provides long-service 
employees with retirement benefits approximately equal to two thirds of their 
"high-three" earnings average. Those who retire because of disability are 
guaranteed a benefit of 40 percent of their high-three average, or an annuity 
based on the projection of their service to age 60, whichever is less. If a disabled 
annuitant's regular retirement benefit is larger than this guaranteed amount, he 
or she receives the larger amount--although no annuity may exceed 80 percent 
of the high-three average salary. 

The spouse of an employee who dies before retiring receives a survivor benefit 
equal to 55 percent of the disability guarantee. At the time of retirement, a 
married worker's annuity is actuarially reduced in order to provide survivor 
benefits to his or her spouse after the worker's death. Such annuities are equal 
to 55 percent of the worker's unreduced benefit amount. Child survivors usually 
receive flat monthly payments. 
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The CSRS is financed in part by joint employer-employee contributions, and 
in part from general revenues. Federal workers and their employing agencies 
each contribute 7 percent of the employee's salary, and the Government 
assumes the balance of the cost, including unfunded liabilities. The CSRS 
benefits are usually adjusted each year to keep pace with increases in the 
cost of living as measured by the Consumer Price Index. 

Full-time, permanent-Federal employment was not covered by the Social 
Security program before January 1,1984. Those workers-- primarily part-time 
or temporary employees--who were not covered by the Federal retirement 
system have had Social Security coverage since 1950. All Federal civilian 
workers have been covered under the Hospital Insurance program (Part A of 
Medicare) since January 1,1983. They pay 1.45 percent of their salaries as taxes 
to that system. 

The FERS program was established by legislation enacted in June 1986 to 
cover all employees hired after December 31,1983, and any others who chose 
to switch from CSRS. The benefits provided by the new system are analogous 
to those provided under CSRS, but the structure of FERS is quite different." 

The FERS structure is threetiered, and the first tier is Social Security program. 
All workers enrolled in FERS are covered by Social Security. They contribute 
to the program at the current tax rate and are eligible for the same benefits 
as all other workers covered by Social Security. The second tier of FERS is 
a Federal pension. For workers who retire at age 62 with at least 20 years of 
service, this annuity is based on the average of a worker's three consecutive 
highest-salaried years, and calculated at the rate of 1.1 percent per year of 
service. For workers who retire before age 62, or after age 62 with fewer than 
20 years of service, the multiplier is 1 percent per year of service. The FERS-
covered workers contribute toward this pension; in 1993 their combined 
contribution rate for Social Security, Medicare, and Federal pension is 8.45 
percent of salary. 
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The disability provisions of FERS are integrated with those of the Social 
Security program. In general, the benefit provided is 40 percent of high-three 
average pay, plus 40 percent of the regular Social Security disability payment. 
Survivor benefits under FERS are paid in addition to benefits paid under 
Social Security . The survivor benefit formula varies according to the 
employment status of the worker at the time of death; that is, whether the 
decedent was currently employed, formerly employed, or an annuitant. 

A worker who meets the full age and service requirements for an annuity under 
FERS, but at an age when Social Security benefits are not yet payable, may 
receive a Special Retirement Supplement until he or she attains age 62. This 
benefit approximates the Social Security benefit earned during Federal service, 
and stops when the retiree begins to receive the Social Security benefit. 
The third and final tier of FERS is a tax-deferred savings plan known as the 
Thrift Plan. Under this plan, workers may contribute up to 10 percent of their 
salaries to the plan, with the Government matching up to 5 percent of the salary. 
Contributions and interest earnings are not taxable until they are withdrawn, 
usually at retirement. These funds may be invested in U.S. Govemment 
securities, in a private sector fixed-income fund, or in a common stock index 
fund. 

The Federal pension segment of FERS is administered by the Civil Service 
Retirement and Disability Trust Fund, as is the CSRS. In 1991, the Fund, paid 
$26.4 billion to 1.6 million retired and disabled annuitants, and $4.7 billion 
to 570,000 survivor annuitants. 

The group life and health insurance programs available to Federal employees 
are optional, and are financed by joint contributions from the worker and his 
employing agency. The Government pays onethird of the cost of basic life 
insurance and an average of 70 percent of the cost of health insurance. 

Workers receive 13 days of paid sick leave each year, which may be 
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accumulated without limit. Under CSRS (but not under FERS) this accumu-
lated sick leave may be credited toward length of service at retirement. The 
Federal Employees Compensation Act (workers' compensation) provides 
benefits in the event of job-related injury, illness, or death. Unemployment 
insurance for Federal workers is paid for by Government employer contribu-
tions to the Federal-State unemployment insurance system. 

Armed Forces 

Since 1957, all members of the U.S. Armed Forces have been covered by the 
Social Security program. Those individuals with 20 or more years of service 
are also eligible for retirement benefits under the military retirement system. 

Military retirement pay is noncontributory, and is equal to 2.5 percent of a 
service member's final basic pay for each year of service. For those who entered 
the Armed Forces alter September 8, 1980, the formula uses the average of 
the highest paid 3 yeárs instead of fmal pay. Persons who entered the Armed 
Forces after August 1, 1986, have this basic benefit reduced for each year 
under 30 years of service at the time of retirement. An unreduced pension (30 
years or more) provides 75 percent of preretirement basic pay, although the 
retiree may elect to have this amount reduced in order to provide a survivor 
benefit for his or her spouse. This survivor benefit is a proportion (up to 55 
percent) of the retired service member's unreduced benefit at the time of death. 
During 1991, 1.7 million retired service members and their survivors received 
$22.8 billion in military retirement benefits. 

The Department of Defense provides medical care for active duty personnel, 
retirees, and dependents. In addition to care in the hospitals and clinics 
maintained by the Department, the dependents of active duty personnel and 
retirees and their dependents are eligible for a program called the Civilian 
Health and Medical Program of the Uniformed Services (CHAMPUS). This 
program shares the cost of civilian medical services when care is not available 
at a military facility. Direct care facilities and CHAMPUS are both funded 
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tbrough the Department of Defense. 

The Federal Government contributes to the Federal-State unemployment insu-
rance system on behalf of military personnel. Exservice members are qualified 
for unemployment insurance on the same basis as other workers in their States. 

State and Local Government 

The majority of State and local govemment employees are covered by retire-
ment systems maintained by the States and localities. The provisions of these 
plans vary from one jurisdiction to another. However, nearly all require 
contributions from their employees and nearly all guarantee benefits at least 
equal to the amount of those contributions. 

Most State and local plans permit retirement because of disability or age, and 
provide for early retirement at a reduced benefit. It is usual for employees in 
high-risk jobs, such as police and firefighters, to be eligible for retirement based 
only on length of service, regardless of age. Other workers normally must meet 
age and service requirements. In 1990, State and local governments paid $36 
billion in retirement benefits to 4 million persons; 3.5 million of those received 
benefits based on age and years of service. 

Benefits under State and local retirement systems are usually calculated on 
a 3 to 5-year average salary and a 1.5- or 2.0- percent multiplier for each year 
of service. The multiplier is lower in plains where workers are covered by Social 
Security and benefits are integrated with the Social Security programs. 
although relatively few systems provide survivor benefits per se, retiring 
workers are commonly given the option of electing a smaller benefit in order 
to provide for a surviving spouse. 

When the Social Security program was enacted in 1935, State and local 
govemment employees were not included. However, legislation enacted in 
1950 and later provided coverage to these workers at the employer's option and 
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under certain conditions. In 1954, 34 million State and local employees carne 
under the Social Security system when the option of coverage was extended 
to all workers (except police and firefighters) even if they were already 
covered by a pension plan. By 1989, an estimated 10.8 million State and 
local workers were covered by the program, about 72 percent of all whose 
major job was in State and local govemment at that time. Legislation enacted 
in 1990 extended Social Security coverage on a mandatory basis State and 
local govemment retirement plan. 

Paid sick leave is often provided by State and local govemments to their 
employees. Group life and health insurance plans are also commonly offered. 
Government workers are usually covered by their States unemployment insu-

rance and workers compensation programs 

RAILROAD RETIREMENT * 

At the time of the Great Depression of the early 1930's, few of the Nation's 
elderly were covered under any type of retirement plan. The situation was better 
for workers in the railroad Industry: 80 percent were covered by some type of 
private pension plan by 1927. However, these plans were inadequate to meet 
the demands made by the general deterioration of employment conditions in the 
1930's. While the social security systems was in the planning stage, railroad 
Retirement system to continue and broaden the existing railroad programs 
under a uniform national plan. As a result, legislation was enacted in 1934, 
1935, and 1937 establishing a Railroad Retirement system separate from the 
Social Security program, the Railroad Retirement program provides monthly 
benefits to retired and disabled workers and their dependents, and to survivors 
of insured workers. 

Coverage under the Railroad Retirement system has declined in the years since 
the program was established, paralleling the decline in the railroad industry 
itself. In 1939, the system covered 1.2 million employees: by 1992, that number 
was 270,000. There were 854,000 beneficiaries on the rolls at the end of fiscal 

* Adapted from the Rairoad Retirement Handbook, 1991, Railroad Retirement Board, 1991 
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year 1992, of whom 380,700 were employee annuitants and 212,000 were 
spouse annuitants. 

The basic requirement for a regular employee retirement annuity under the 
Railroad Retirement Act is 120 months (10 years) of creditable railroad 
service. For employees with less than 10 years of service, time with the railroad 
industry is counted as covered employment under the Social Security program. 

Annuities are calculated under a two tier formula. The first tier is calculated 
generally the same as a Social Security benefit, and is based on railroad credits 
and any nonrailroad Social Security credits an employee has accrued. This 
tier I portion is the equivalent of a Social Security benefit. The second tier is 
based on railroad credits only, and it may be compared to industrial pensions 
paid over and aboye Social Security benefits to workers in other industries. 

Persons covered by the Railroad Retirement program participate in Medicare 
on the same basis as those covered by Social Security. 

Types of Benefits 

Employee annuities.--At age 62, employees with 10-29 years of creditable 
service are eligible for regular annuities based on age and service. Early 
retirement reductions are applied to annuities awarded before age 65. 

Employees with 30 or more years of service are eligible for regular annuities 
at age 60, with early retirement reductions applied to annuities awarded before 
age 62. An annuity based on age cannot be paid until the employee stops 
working for a railroad. 

Annuities based on total disability are payable at any age, if an employee is 
permanently disabled for all regular work and has at least 10 years of creditable 
railroad service. Annuities based on occupational disability are payable at age 
60 with at least 10 years of service, or at any age with at least 20 years of 
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service, when the employee is pennanently disabled for his or her regular 
railroad occupation. A current connection with the railroad industry is also 
required for an annuity based on occupational, rather than total, disability. An 
employee who worked for a railroad in at least 12 of the 30 months immediately 
preceding retirement will meet the current-connection requirement. An annuity 
based on disability cannot be paid until the employee stops working, and a 5-
month waiting period is required after the onset of disability before payment of 
the annuity can begin. 

Vested dual benefits.--An employee who qualified for both Railroad Reti-
rement and Social Security benefits before 1975, and who meets certain vesting 
requirements, can receive an additional annuity amount. Generally, the 
employee must have been fully qualified for both pensions as of December 
31,1974, and must have had a current connection with the railroad industry. 

Supplemental annuities.--In addition to these regular annuities, a supple-
mental annuity may be paid at age 65 to an employee who has both 25-29 years 
of creditable service (or age 60 with 30 years or more of service) and a current 
connection with the railroad industry. Neither a regular annuity nor a 
supplemental annuity is payable for any month in which a retired employee 
works for a railroad or for the Last nonrailroad employer he or she worked for 
before retirement. 

Spouse and survivor annuities.--The age requirements for a sponse annuity 
depend on the employee's age at retirement and his or her years of service. If 
a retired employee is aged 62 with 10-29 years of service, that employee's 
spouse is eligible for an annuity at age 62. However, early retirement 
reductions are applied to the spousal annuity if the spouse retires before age 
65. 

If a retired employee is aged 60 and credited with 30 years of service, his or 
her spouse is eligible for an annuity at age 60. For those who met the 60/30 
requirement after July 1,1984, an early retirement reduction is applied to the 
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spousal annuity if the employee retires before age 62. 

The spouse of an employee who is qualified to receive an age and service annuity 
may receive a age and spouse annuity at any age if he or she is caring for a 
child of the employee and that child is under age 16 or became disabled before 
age 22. A wife in this situation receives a regular spouse annuity and may 
continue to receive partial (tier 11 only) benefits while the child is aged 16-
18. If the husband of a railroad worker is caring for such a child, he will receive 
an annuity equal to what Social Security would pay in the same situation. This 
amount is generally less than the amount of the regular spouse annuity. 

A spouse annuity cannot be paid while the spouse is working for a railroad. it 
is not payable in any month in which the employee's annuity is not payable, 
nor for any month in which the spouse returns to work. 

A special minimum guarantee provision ensures that railroad families will 
not receive less in monthly benefits than they would have if their eamings had 
been covered under Social Security. This guarantee covers situations in which 
some family members would be eligible for a Social Security benefit that does 
not exist under the Railroad Retirement Act. For example, the Social Security 
program provides benefits for the children of workers who are retired, 
disabled, or deceased. Under the Railroad Retirement program, only the 
children of deceased workers receive such benefits. Therefore, when a retired 
railroad worker has children who would be eligible to receive benefits under 
Social Security, his or her annuity is increased to reflect the Social Security 
payment level. 

Survivor annuities are payable to widows and widowers, children, and certain 
other dependents. Eligibility for survivor benefits depends on whether or not 
the employee was "insured" tmder the act at the time of death. "Insured" mean 
that the worker must have had at least 10 years of railroad service and have 
had a current connection with the industry. When a deceased employee is 
uninsured, his work credits are transferred to the Social Security system, and 
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the jurisdiction over survivor benefits passes to the Social Security Adminis-
tration. The tier I annuity portion of a widow's or widower's annuity may be 
reduced for receipt of any federal, State, or local government pension based 
on his or her own eamings. 

A lump-sum death benefit is payable to survivors of an employee with 10 years 
or more of service and a current -connection with the industry if there is no 
survivor immediately eligible for an annuity upon the employee's death. 

Amount of Benefits 

When an employee's annuity begins, the total amount of railroad retirement 
benefits payable to an employee and his or her spouse is limited to a family 
maximum based on the highest 2 years of creditable eamings on the previous 
10-year period. This maximum applies only at the time of initial award, and 
benefits are subsequently increased for the cost of living whether or not a 
maximum limitation was applied. The maximum incitases every year as the 
amounts of creditable eamings rise. 

For workers first entitled to a railroad annuity and a Federal, State, or local 
government pension after 1985, the tier I amount is reduced for receipt of a 
public pension based on employment not covered by Social Security. There 
is a guarantee that the tier I amount cannot be reduced by more than 50 percent 
of the public pension amount. Similar provisions apply to spouse annuities. 

The tier I and vested dual benefit components of employee and spouse 
annuities may also be subject to limitations based on any eamings outside the 
railroad industry, although no reduction is made after the annuitant attains age 
70. In 1993, annual eamings of up to $10,560 for those aged 65-69 and $7,680 
for those under age 65 were exempt from such work deductions. 

The tier I portion of a disability annuity may, under certain circumstances, 
be reduced for receipt of workers' compensation or public disability benefits. 
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Work restrictions can also affect payment, depending on the amount of 
earnings. The annuity is not payable for any month in which the annuitant cutis 
more than $400 from employment or selfemployment. Withheld payments will 
be restored if earnings for the year are lens than $5,000. 

The tier I portion of railroad annuities is usually increased for the rise in the cost 
of living at the same time, and by the same percentage, as are Social Security 
benefits. Tier II annuities are normally increased annually by 32.5 percent of 
the increase in the Consumer Price índex. In 1993, tier 1 Mercase was 3 percent 
and the tier II was 1 percent. 

Financing and Administration 

The financial interchange between the Railroad Retirement and Social 
Security programs is intended to put the Social Security trust funds in the 
same position they would have been in if railroad employment had been 
covered under the Social Security Act. It follows that all computations under 
the financial interchange are performed according to Social Security law. 

If a retired or disabled railroad annuitant is also awarded Social Security 
benefits, the amount of his or her tier I payment is reduced by the amount of 
the Social Security benefit. This reduction occurs because the tier 1 portion 
is based on combined railroad and Social Security credits, figured under Social 
Security formulas, and reflects what Social Security would pay if railroad 
work were covered by that system. This dual benefit reduction follows the 
principies of Social Security law, under which the beneficiary receives only 
the higher of any two benefits payable. 

Railroad Retirement tier I taxes are coordinated with Social Security taxes and 
are increased at the same time. Employers and employees pay tier I taxes at 
the Social Security rate -7.65 percent in 1993 in addition, both employers and 
employees pay tier II taxes to finance the industry pension segment of the 
annuities. In 1993 the employer tax rate was 16.10 percent, and the employee 
tax rate was 4.90 percent. The earnings base for tier I taxes is the same as for 
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Social Security -$576,000 in 1993. 

The tier II earnings base for the same year was 42,900 (Tax contributions to the 
Medicare program are levied on an earnings base of $135,000). Tier I benefits 
are taxed like Social Security benefits; tier II benefits are taxed like other private 
p ensions. 

The Railroad Retirement Board is an independent agency in the executive 
branch of the Federal Government. It is administered by three members 
appointed by the President, with the advice and consent of the Senate. One 
member is appointed on the recommendation of railroad labor organizations of 
railroad labor organizations, the second, on the recommendation of railroad 
employers, and the third- the chairperson - represents the public interest. The 
terco of office is 5 years, and the three terms are arranged to expire in different 
calendar years. 

Unemployment Insurance and Sickness Benefits 

Like the retirement system, the railroad unemployment insurance system was 
established in the 1930's. The Great Depression demonstrated the need for 
unemployment compensation programs, and State programs were established 
under the social Security Act. 

State unemployment programs generally covered railroad workers, but rail-
road operations that crossed State lines caused special problems. Because of 
differences in State laws, railroad in different State received different treatment 
and different unemployed. Workers whose jobs required that they cross State 
fines sometimes found that they were not eligible for benefits in any of the 
state in which they worked. 

The Committee on Economic Security, which had reponed to President 
Roosevelt on the nationwide State plan for unemployment insurance, 
recommended that railworkers be covered by a separate plan because of the 
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complications their coverage had caused the State plans. Congress subse-
quently enacted the Railroad Unemployment Insurance Act in june 1938. The 
act established a system of benefits for unemployed railroad workers. The 
program was financed entirely by railroad employers and administered by 
the Railroad employers and administered by the Railroad Retirement Board. 

In 1946, Congress extended the railroad unemployment insurance program 
to include cash payments for temporary sickness and special matemity 
benefits. This program is financed by the contributions of railroad employers 
only, based on the taxable eamings of their employees. In 1993, the taxable 
eamings base was the first $810 of each employee's salary. 

The economic recession of the early 1980's caused large scale railroad layoffs 
that, in tura, increased payments under the unemployment insurance program 
to levels that were beyond the ability of the system to finance. By the end 
of December 1987, the Railroad Retirement Unemployment Insurance 
Account was $745 million in debt, and could meet is obligations only with 
the assistance of loans from the Railroad Retirement Unemployment Insurance 
Account was $745 million in debt, and could meet its obligations only with 
the assistance of loans only from the Railroad Retirement Account. To balance 
this account, a special repayment tax of 4 percent of the taxable eamings base 
is being levied on rail employers until the loan has been repaid with interest. 
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Income support programs are designed to provide benefits for persons in 
need. To be eligible for such programs, a person must have income and assets 
below a certain level and ofien must meet other eligibility criteria. 

In the 19th century, relief or charity was viewed largely in the context of the 
English Poor Law and was given as sparingly as possible. Such relief, provided 
by cities, towns, and counties, typically took the form of food and/or shelter 
rather than cash assistance. 

During the 1920's, there was a growing acceptance of the idea that certain 
categories of the poor, such as the aged or the blind, coved not reasonally be 
expected to provide for themselvers on the same basis as the young and able-
bodied. 

Programs of direct cash assistance for such persons gradually gained ground 
in the United States, and by 1929, nearly half the States had some kind of cash 
assistance program. 

In 1932, the Congress passed the emergency Relief and Construction Act. This 
law provided money for State and Federal public works projects. It made 
available $300 million to be loaned to the States for relief purposes. These 
loans were never repaid and, in fact, they constituted the first Federal grants-
in-aid for public assistance. 

By the beginning of 1933, 12 -14 million American were unemployed, and 
19 million - nearly 16 percent of the population - were on State relief rolls. 
In that year, the Federal Emergency Relief Act was enacted to help alleviate 
this burden on the States. This act authorized $500 million in grants to the 
States for relief purposes. During the next 2 years, the Federal Government 
channeled $2.5 billion to the State relief administrations, which distributed the 
monies to local government authorities. By 1934, old-age assistance was 
provided in 28 States and aid to the blind in 24. 
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The Social Security Act of 1935 established two categorical Federal State 
grant programs: 

Old- Age Assistance and Aid to the Blind. The 1935 act specified that 
the Federal Government would pay half the cost of State benefits to the 
needy aged and blind, up to $15 per month per person. This amount was 
increased on an ad hoc basis over the years. In 1950, eligibility was extended 
to the permanently and totally disabled. In 1974, the programs of Old - Aged 
Assistance, Aid to the Permanently and Totally Disabled, and Aid to the Blind 
were replaced by the Federally administered Supplemental Security hicome 
(SSI) program in the 50 States and the District of Columbia and was Tater 
extended to the Commonwealth of the Northern Mariana Islands. This pro-
gram guarantees a minimum monthly benefit to needy aged, blind, and 
disabled persons who meet federally established eligibility criteria. Most 
States supplement the Federal benefits, for at least some groups. 

• Aid to Dependent Children. This program, with modifications over the 
years, has become the program of Aid to Families with Dependent Children 
(AFDC). 

Today, SSI and AFDC are the major cash assistance programs for those in 
financial need. In addition, a number of programs provide cash or in-kind 
benefits for special needs or purposes. Several programs offer food and 
nutritional services. The largest in term of expenditures is the Food Stamp 
program, which provides coupons used to purchase food. In addition, various 
Federal State programs provide energy assistance, public housing, and 
subsidized housing to individuals and families with low income. General 
assistance may also be available at assistance may also be available at the State 
or local level. 

SUPPLEMENTAL SECURITY INCOME 

In 1972, Congress replaced the categorical Federal-state programs for the needy 
aged, blind, and disabled with the Federal Supplemental Security Income (SSI) 
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program in the States and the District of Columbia. The establishment of this 
unified program ended the multiplicity of eligibility requirements and benefit 
levels that had characterized the assistance programs formerly administered 
at the State and local levels. The program went into effect in January 1974. 

Under the SSI program, the elegibility requirements for benefits were made 
nationally uniform with respect to age, disability, blindness, income and resour-
ces. 

Federal benefit payments under SSI were also made uniform so that eligible in-
dividuals are guaranteed the same minimum amount regardless of where they 
live. The SSI program also established uniform amounts of income that are 
excluded when determining the eligibility of an individual or couple. 

Eligibility 

To be eligible for SSI payments a person must be either a U.S. citizen, an 
alien lawfully admitted for permanent residence, or an alien permanently 
residing in the United States under color of law. The individual must also be 
a resident of one of the 50 States, the District of Columbia, the Northem 
Mariana Islands, or a child who is a U. S. citizen and resides abroad with 
a parent who is a member of the Armed Forces. 

The SSI program provides monthly cash payments to any aged, blind, or 
disabled person whose countable income is less than $446 per month, as of 
January 1, 1994. To qualify as an aged person, an individual must be al least 
65 years old. 

The qualifying standards for eligibility based on disability under SSI are the 
same as those used for the social Security Disability Insurance program. That 
is, an individual is considered to be disabled if he or she is unable to engage 
in any substantial gainful activity (SGA) by reason of any medically 
determinable physical or mental impairment that can be excepted to result in 
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death or which has lasted or can be expected to last for a conrinuous period 
of 12 months. (The SSI blind do not have to meet this test.) Those who received 
assistance under their State program of aid to the Permanently and Totally 
Disabled in December 1973 and for at least 1 month before July 1973 were 
eligible for SSI, as long as they continued to meet that defmition of disability. 
For a child under age 18, the disability must be of comparable severity to that 
of an adult, i.e., the physical or mental impairment(s) so limits the child's ability 
to function independently, appropriately and effectively in an age appropriate 
manner, that the impairment(s) and the limitations resulting from it are compa-
rable to those that would disable and adult, i.e, the phiscal or mental impairment(s) 
so limits the child's ability to function independently, appropriately and effec-
tively in an age appropriate manner, that the impairment(s) and the limitations 
resulting from it are comparable to those that would disable and adult. 

An individual is considered to be blind if he or she has a central visual acuity 
of 20/200 or less in the better eye with the use of correcting lenses, or with tunnel 
vision of 20 degrees or less. Blind recipients who were transferred to the SSI 
rolls may continue to meet the less strict state standards in effect in October 
1972. Such persons are considered blind for purposes of the SSI program so 
long as they continue to meet that State defmition. 

Benefit amounts 

For the year beginning January 1, 1994, a maximum Federal monthly SSI 
payment of $446 is payable to eligible individuals living in their own house-
holds. To receive this maximum amount, individuals generally must have no 
more than $20 in other income. Eligible couples, in which both husband and 
wife are eligible for SSI by reason of age, disability, or blindness, may receive 
a maximum Federal monthly payment of $669. In addition, as discussed 
subsequently, the Federal payments are supplemented for some persons by all 
but two States. 

Federal payments are adjusted automatically each year to reflect cost-of- 
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living increases. Under the SSI program, a State may not reduce its supplemen-
tal payments to offset any increase in the federal amount. This ensures that 
recipients will receive the full amount of the automatic increases. In September 
1993, 5.98 million persons were receiving Federal SSI payments averaging 
$348 per month (table 7). 



Table 7 .- SSI: Number of persons receiving Federal payments and State supplementation, total amount and avera-
ge monthly amount, by source of payment, July-September 1993 

Source of payment 	 July 1993 August 1993 September 1993 

Number 

Federal payment or State supplementation' 	  5,916,197 5,988,453 5,989,008 
Federal payment only 	  3,123,720 3,166,142 3,173,922 
Federally administered supplementation only 	  360,979 362,290 346,271 
State-administered supplementation only 	  80,887 81,099 81,403 
Both Federal payment and federally administered supplementation ........ 	....... 2,118,939 2,146,818 2,154,785 
Both Federal payment and State -administered supplementation 	  231,672 232,104 232,627 

Total with- 
Federal payment' 	  5,474,331 5,545,064 5,561,334 
State supplementation: 

Federally administered' 	  2,479,918 2,509,108 2,501,056 
Sate -administered 	  312,559 313,203 314,030 

Amount of payments (in thousands) 
Total 	  $2,093,410 $2,173,086 $2,085,217 

Federal payments 	  1,763,239 1,833,979 1,762,015 
State supplementation: 

Federally administered 	  283,084 291,021 274,899 
State-administered. 	  47,087 48,086 48,303 

Average monthly amount 

Total 	  $353.84 $362.88 $348.17 
Federal payments 	  322.09 330.74 316.83 
State supplementation: 

Federally administered 	  114.15 115.99 109.91 
State-administered. 	  150.65 153.53 153.82 

'Persone with a Federal payment ardor State supplemetnation 
AD penaos with a Federal SSI paymear whether receiving a Federal payment tad),  or beth a Federal payment and State supplementation. 

penaos with federally admiaistered State supplemeatetion whether 

reeeiviag State suppleroentation ooly or both a Federal payment and State 
supplementation. 

'AB persona with Statwadmioistered State supplemematiaa whether reeeiving 	State supplemenution ordy or bdh  
a Federal paymeat and State supplemeatation. 
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Factors Affecting Benefits 

The basic SSI payment is reduced by the amount of other income and in-kind 
support and maintenance available to the recipient. A recipient who lives in 
another person's household and receives support and maintenance there 
receives only two-thirds of the basic SSI payment. Recipients who are in 
public or private medical treatment institutions and who have more than one-
half the cost of their care paid for by the Medicaid program may receive a 
maximum SSI payment of $30 per month. However, those in public 
institutions not covered by Medicaid are generally ineligible for SSI. An 
individual may be eligible if the institution is a publicly operated community 
residence designed to serve no more than 16 residents or if the individual is 
in the public institution privarily to receive educational or vocational training 
designed to prepare the individual for gainful employment, and actually 
participates in the training program. In addition, payments may be made to 
persons who are residents of up public emergency shelters for the homeless for 
a period of up to 6 months in any 9- month period. The 6 months need not be 
consecutive. 

If an individual was eligible for one of the special work incentive provisions of 
the Social Security Act in the month preceding the first full month of residence 
in a medical or psychiatric institution which agrees to permit the individual to 
retain the benefit payments, regular SSI payments may be paid for the first full  
month of institutionalization and the following month. 

Also, payments may be made to certain SSI recipients who are temporarily 
institutionalized for medical care, for up to the first three full months of 
institutionalization. A physician must certify that the recipient's stay, is not 
likely to exceed three full months, and the recipient must demostrate the need 
to continue to maintain and provide for some expenses of the home to which 
he may return. Evidence of both must be submitted to SSA no later than the 
90th day of medical confinement or the day of release, wichever is earlier. 
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If the recipients have other income, SSI payments generally are reduced. 
However, the first $20 por month of most uneamed income is not counted. (If 
the $20 exclusion is not exhausted by unearned income, the remaining 
exclusion amount is applied to earned income, if any.) Any additional uneamed 
income received by recipients during the month (most often a Social Security 
benefit) reduces the SSI benefit. Recipients are required to apply for any other 
benefits to which they may be entitled, such as Social Security, unemployment 
insurance, or workers compensation. 

To encourage SSI recipients to work, eamed income is treated differently. 
In addition to the initial $20 a month exclusion (if not applied to uneamed 
income), $65 of eamed income in any month is also excluded from countable 
income. Thereafter, SSI payments are reduced by $1 for every $2 eamed. 
However, certain amounts of earnings fo students, the amount paid by blind 
recipients for expenses related to working, and the amount paid by disabled 
recipients for expenses related to their ipairment(s) necessary for working, are 
excluded from eamings when determining countable income. 

Income from a number of other sources is excluded when determining payment 
amounts. These sources include certain income from scholarships, payments 
for providing foster care to an ineligible child and the Earned Income Tax Credit. 

Income necessary for an approved plan of self-support for blind and disabled 
recipients is also disregarded. Irregular and infrequent income is not counted 
as long as it does not exceed $20 per month if unearned, or $10 a month if 
earned. 

The Employment Opportunities for Disabled American Act of 1986 provides 
additional work incentives - special SSI benefits and Medicaid coverage - to 
blind and disabled individuals eligible for SSI payments who work despite 
severe impairments. This legislation made permanent and improved section 
1619 of the Social Security Act, which was enacted as a temporary 
demonstration project in 1980. 
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Under section 1619, a disabled recipient who loses Federal SSI eligibility 
because of eamings over the substantial gainful activity level may continue 
to receive a special benefit status as long as the recipient has the disabling 
impairment and until his or her earning exceed the amount that would reduce 
the cash benefit to zero. States have the option of supplementing this special 
benefit. 

In addition, blind or disabled recipients who are no longer eligible for either 
regular or special SSI payments because of their eamings may retain Medicaid 
eligibility under the following conditions: (1) They continue to have the 
disabling impairment; (2) they meet all nondisability eligibility criteria except 
for eamed income; (3) they would be seriously inhibited from continuing 
employment without Medicaid services; and (4) their eamings are insufficient 
to provide a reasonable equivalent of SSI payments and Medicaid. 

The amount of assets a person may own and be eligible for SSI is limited. In 
most cases, the limits are $2,000 for an individual and $3,000 for a couple. 
However certain resources are excluded from the total. The most important 
of these is a house and surrounding land that is the principal place of residence 
of the recipient. 

Also excluded are personal goods and household effects with an equity value 
of up to $2,000. An automobile may be excluded, regardless of value, if the 
individual or a member of the individuales household uses it for transportation 
for employment or medical treatment, it is modified to be operate by or used 
for transportation of a handicapped person, or it is needed for essential daily 
activities. If an automobile cannot be excluded based on the nature of its use, 
up to a current market value of $4,500 may be excluded. 

A recipient's life insurance policies are not countable if the face values do 
not exceed $1,500 per insured. In certain cases real property can be excluded 
for as long as the owner's reasonable efforts to sell it are not successful. 
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Special exclusions are applicable to the resources necessary for an approved 
plan of self-support for blind or disabled recipients and for property essential 
to self-support. The value of burial spaces for a recipient, spouse, and 
immediate family member is excluded. There also is a provision for the 
exclusion of funds set aside for burial up to $1,500 each for individual and 
spouse. 

State Supplementation 

The SSI legislation provides that anyone who received assistance under the 
former State assistance programs before January 1, 1974 (the date of SSPs 
implementation) could not receive lower benefits under the new program. 
States whose previous assistance levels were higher than Federal SSI payment 
were required to supplement the Federal payment in order to maintain that 
assistance level. In addition, States have the option of supplementing the 
payments of their SSI recipients, whether they were initially awarded SSI or 
transferred .from the prior State assistance programs. 

A State may administer its supplemental payments or choose to have them 
administered by the Federal Government. When a State chooses Federal 
administration, the Social Security Administration (SSA) maintain that States 
payment records and issues the Federal payment and the State supplement in 
one check. The States pay a fee for Federal Administration. If a State chooses 
to administer its own payments, it processes applications and makes eligibility 
determinations separately from the Federal Government. As of January 1991, 
about half the State were administering their own supplementary payments. 

The States are permitted a great deal of discretion in their optional 
supplementation levels. States that elect Federal administration of their supple-
mentary programs may vary the amount of the supplement by reason for 
eligibility (aged, blind, or disabled) and by status (individual or couple). They 
may differentiate between various living are arrangements such as living with 
relatives, or living in a domiciliary care facility), although not more than five 
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such arrangements may be recognized in one State. States may also differen-
tiate between geographic regions, although not more than three may be 
recognized in one State. States that administer their own supplement programs 
have greater discretion over their supplementary criteria. 

In September 1993, 2.8 million persons were receiving State supplements. Of 
the 2.8 million recipients, nearly 2.5 million were receiving federally admi-
nistered supplements which averaged $109 per month, and 314,030 were re-
ceiving State administered supplements which averaged $153 per month. 

Administration 

Federal SSI payments are financed from Federal Government general reve-
nues. Total payments for Fiscal yeara 1993 were $23.6 billion, of which $20.3 
billion was for Federal SSI benefit payments. Federally administered State sup-
plements totaled $3.3 billion and State- administered supplements totaled about 
$550 million. 

Applications for SSI payments are taken at SSA field offices where the 
supporting documentation is examined, and the Office staff determines whether 
the applicant meets the program criteria on age, income, and assets. When 
disability or blindness is involved, medical determinations of eligibility are 
made by the State disability determination agencies. The SSA offices may 
also make emergency payments of up to $446 to an eligible individual and 
$669 to a couple, (plus the federally administered State supplementary 
payment, if any) if severe financial difficulty is evident. Computation of benefit 
amounts is made through SSA's central computer operations and certification 
is then made to the U.S. Treasury Department for the issuance of monthly 
payments. 

Aid to Families with Dependent Children 

The Social security Act of 1935 included a provision that authorizes matching 
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grants to the States for financial assistance to dependent children. The 50 
States, the District of Columbia, the Virgin Islands, Guam, and Puerto Rico 
now operate a program known as Aid to Families with Dependent Children 
(AFDC). The program aids children in families where need is brought about 
by incapacity, death, continued absence, or unemployment of a parent. 

Basic Program Principies 

The AFDC program authorizes Federal matching grants to assist States in 
providing cash and certain noncash services to needy families with dependent 
children. The program is financed by Federal and State funds. Through 
formula grants to the States, the Federal Government matches State expen-
ditures for assistance payments at a rate that varíes by State. The Federal share 
of AFDC payments is determined in a way that provides a higher percentage 
of Federal matching tp States with lower per capita incomes and a lower 
percentage to States with higher per capita incomes. The certain percentage 
of the costs related to program administration and training and the costs for 
acquiring and implementing statewide management information systems. 
Federal administration is the responsibility of the Administration for Children 
and Families, Department of Health and Human Services. To qualify for grants, 
the States must comply with the Federal guidelines set forth in title IV, part 
A of the Social Security Act. 

In addition, the State must participate financially in its AFDC program, based 
on the grant formula for the State's share, and must submit for the Federal 
Government's approval a plan for administering the program. States may not 
exclude eligible individuals from participating in the program on the basic of 
citizenship of residency requirements. Within there broad guidelines, the States 
determine eligibility requirements and the amount of assistance. Among the 
States, choices on theses matters vary greatly. 

The factor with the greatest variability is the need standard the dollar amount 
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that a State determines is essential to meet a minimum standard of living in 
that State for a family of specified size. On January 1, 1993, for example, the 
monthly need standard for a family of three was $577 in New York, $368 
in Mississippi, and $421 in Colorado. 

In computing its need standard, a State takes into account allowances for food, 
clothing, shelter, utilities, and other necessities. The family's need is theore-
tically equal to the difference between the determined need standard for a family 
of given size and the actual income and resources available to the family. 
However, the States are not required to provide the full amount of this 
difference. States have statutory and administrative ceilings on the amount 
that may be paid, which my result . in assistance payments below the need 
standards need and payment standards are adjusted periodically by the States, 
based on their fiscal abilities. The Family Support Act of 1988 requires each 
State to evaluate its own need and payment standards at least once every 3 
years. 

In fiscal year 1992, average monthly payments per family ranged from a low 
of $121.58 in Mississippi to a high of $743.22 in Alaska. Average monthly 
payments per recipient ranged from $41.69 in Mississippi to $251.65 in 
Alaska. Nationwide, the average benefit per family was $383.49; per recipient 
it was $134.21. 

Payments are usually made directly to AFDC recipients. However, individuals 
who are physically or mentally incapable of managing their own funds may 
have their payments go to representative payees on their behalf. In some States, 
at a recipient's request, payments for rent and utilities may be made directly 
to a landlord or a utility company. 

E ligibility 

In fiscal year 1990, 4.0 million families- consisting of 11.5 million recipients-
received $18 billion in AFDC payments in the 50 States, the District of 
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Columbia, Guam, Puerto Rico, and the Virgin Islands. 

The eligibility requirements for AFDC are set by the jurisdictions based on 
the provisions of the Social Security Act. In all jurisdictions, children to be 
assisted must be needy and deprived of parental support or care by reason of 
death, continued absence from the borne, physical or mental incapacity of a 
parent, or unemployment of a parent who is a principal wage earner. The 
children must be living in the home of a parent or other relative. 

To be eligible for AFDC, individuals must be either United States citizens or 
aliens lawfully admitted for permanent residence in the United States. In 
general, aliens who are refugees, conditional entrants, parolees, or asylees may 
be eligible for AFDC. However, aliens sponsored by private individuals are not 
usually eligible until 3 years atter they enter into the United States because 
they are considered to have the income and resources of their private sponsors. 
Aliens who are sponsored by public or private agencies are also ineligible 
for a period of 3 years, unless the agency or organization ceases to exist or 
has become unable to meet the alien's needs. 

When a stepparent lives with and AFDC family in a State that does not have 
a law of general applicability, for example, a law that holds the stepparent 
legally responsible to the same extent as a natural or adoptive parent, Federal 
law requires that a specified formula be used to count the amount of the 
stepparent's income available to the AFDC unit. In States with laws of general 
applicability, the same AFDC laws and regulations that apply to natural or 
adoptive parents apply to stepparents. 

The need, income, and resources of parents and siblings (except Supplemental 
Security Income recipients or those who receive foster care) living in the same 
assistance unit as the dependent child must be taken into account. An assistance 
unit includes those persons in a household whose need and income are 
considered when determining the amount of assistance. The income of parents 
or legal guardians of a minor parent must also be counted if all parties are living 
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in the same household. Other financial conditions for eligibility may be imposed 
on recipients, and they vary from State to State. Some States, for example, 
impose liens on the real property of recipients. 

Eligibility is limited to families whose total income alter applicable disregard 
is at or below 185 percent of the State standard of need. To encourage 
recipients toward self-support, Federal law provides for disregarding some 
eamed income in determining the need and amount of the AFDC payment. 
The first $90 of monthly eamed income from full- or part- time employment 
is disregarded as a work expense deduction for both applicants and recipients. 
Further, $30 more per month is disregarded for 12 months and, during the first 
4 consecutive months of eamings,. an additional one-third of eamed income is 
disregarded. Firtally, the actual per child monthly cost of child care -up to $175 
for older children and up to $200 for children under age 2-is deducted. Eamed 
income is the amount of gross eamings rather than take-home pay. All other 
income is considered in determining the AFDC payment. 

Assets held by AFDC applicants and recipients are considered when determi-
ning their eligibility. States must set a limit of $1,000 or less on the equity value 
of the resources that an assistance unit may own. Exceptions to the resource 
limit include the value of a home owned and occupied by the assistance unit, 
the equity value of a car worth up to $1,500, a similarly valued burial plot or 
burial insurance policy and, at State option, the value of basic essential items 
such as clothing and fumiture of limited value. 

Effective October 1, 1990, States were required to establish and have in place 
a Job Opportunities and Basic Skills (JOBS) training program, which replaced 
the Work Incentive Program (WIN). All States now have an approved JOBS 
program in operation. 

When a family receives AFDC payments because of continued absence of a 
parent, the local welfare agency must notify the local child support 
enforcement agency. As an eligibility requirement for AFDC, the custodial 
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parent or caretaker relative must assign all rights to child support payments 
to the State, except fof the firs $50 collected per month per family. 

Local child support enforcement agencies enforce the collection of child 
support payments. They provide services to welfare agencies, such as locating 
absent parents, establishing paternity, and obtaining support agreements. In 
addition to AFDC recipients, these agencies also assist other single parents 
regardless of their income level. 

Administration and Financing 

The cost of AFDC is shared by Federal, State, and local governments. Since 
1958, the sharing formula have been designed to provide higher Federal 
matching rates to States with more limited resources than to other States. The 
formula provides for varying, in relation to the annual per capita income of 
a State, the percentage of Federal participation in that part of the payment 
that is aboye a specified amount. A maximum percentage that varíes, among 
the State programs, limits the amount of payments to be shared and the ratio 
of Federal sharing. The States may make higher payments by using State and/ 
or local money. 

Under regular matching formula for AFDC, the Federal share is 5/6 of the first 
$18, with a maximum of $32 per recipient subject to Federal participation, the 
proportion applied to the average amount aboye the first $18 varies from 50 
percent to 65 percent, depending on the State's fiscal capacity as measured 
by its annual per capita income. The same formula is applied to certain children 
in foster care, but the maximum payment is $100 per month for each child. 

If it yields more Federal funds than the regular formula, States with an approved 
Medicaid plan may apply the Medicaid formula, on a unified basis for both 
their AFDC and Medicaid reimbursements. This provides for Federal 
matching, again varying with the State's per capita income, of from 50 percent 
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to 83 percent of the aggregate amount spent for cash payments and medical 
assistance to recipients. In 1990, all State used this more generous formula 
for calculating reimbursements, rather than the regular matching formula. 

Generally, most service costs and other administrative expenses incurred 
under public assistance programs are shared equally by the Federal Govern-
ment and the States. However, the Federal share can be increased to 75 percent 
of the cost of certain fraud prevention activies and to 90 percent of the cost 
of implementing an approved statewide management information system. 

Under the JOBS program, 90 percent of approved program costs may be 
matched up to the amount of State expenditures under its allotment for the 
Work Incentive Program (WIN) in fiscal year 1987. For additional amounts, 
the Medicaid matching rate is used for the Federal share, with a minimum 
Federal match of 60 percent, for nonadministrative costs and for personnel 
costs for full-time staff working on the JOBS program. A 50-percent matching 
rate has been authorized for other administrative costs and transportation and 
services. 

Federal participation in the AFDC program is administered by the Adminis-
tration for Children and Families under DHHS. The agency reviews and 
approves State plan and grants, provides technical assistance, evaluates State 
operations, sets standards, and collects and analyzes statistics related to the 
program. 

Each State has an agency that administers public assistance programs. Some 
States administer the program directly; others operate through local or county 
authorities supervised by the State agency. All of the federally aided programs 
must be administered by personnel selected through a merit system. 

FOOD STAMPS 

Initiate on a p lot basic in 1961, the Food Stamp program was formally 
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established by the Food Stamp Act of 1964, with 22 States participating. 
Under tbis program, single persons and individuals living in households 
meeting nationwide standards for income and assets may receive coupons 
redeemable for food at most retail food stores. The value of the coupons that 
a unit receives each month is determined by household without income receives 
an amount equal to the determined monthly cost of the Thrifty Food Plan (TFP) 
which is a nutritionally adequate diet for its household size. This amount is 
updated to account for food price increases. As of October 1993, an eligible 
fourperson household with no income received $375 per month in food stamps. 
A household with income receive food stamps valued at the difference 
between the determined cost of the TFP, a nutritionally adequate diet, an 30 
percent of its income, alter certain allowable deductions had been mode. 

To qualify for the program, a household must have (1) less than $2,000 in 
disposable assets ($3,000 in assets if one member is aged 60 or older and the 
household has at least two persons), (2) gross income below 130 percent of the 
poverty income guidelines for the household size, and (3) net income (alter 
subtraction of the five deductions listed below) less than 100 percent of the 
poverty income guidelines. 

Household with a person aged 60 or older with a disabled person receiving 
either Supplemental Security Income (SSI), Social security (OASDI), or 
veteran's disability benefits may have gross income exceeding 130 percent of 
the poverty guidelines, if alter subtracting the deductions listed below, the 
income is lower than 100 percent of the poverty income guidelines . One-and 
two-person households that meet the applicable standard receive at least $10 
a month in food stamps. Households in which all members receive Aid to 
Families with Dependent Children (AFDC) or SSI are categorically eligible 
for food stamps without meeting these income or resource criterio. 

Households are certified to receive food stamps for varying lengths of time, 
depending on their income sources and individual circumstances. Recertifica-
tion is required at least annually. 
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Households whose sole income is from SSI payments or OASDI benefits are 
certified for a 1-year period. Households must report monthly income or 
expense changes of $25 or more or other changes in circumstances that would 
affect eligibility. Families with income or food loss resulting from natural 
disasters such as tornadoes or floods may be eligible for food stamps for up 
to 1 month if they meet the special disaster income and asset limits. 

Special provisions allow the homeless, drug addicts, alcoholics, or blind or 
disabled residents in certain group living arrangements, residents of shelter for 
battered spouses and children, and persons aged 60 or older to use their coupons 
for meals prepared at a nonprofit facility. Households whose members are aged 
65 or older or are mentally or physically handicapped may be certified for food 
stamps through telephone interviews or home visits. 

The Food stamp program is in effect in the 50 States, the District of Columbia, 
Guam, an the Virgin Islands. (Since July 1982, Puerto Rico receives a block 
grant for nutrition assistance rather than participating in the program.) The 
Food stamp program is administered nationally by the Food and Nutrition 
service of the Department of Agriculture and operates through local welfare 
offices and the Nations food marketing and banking systems. 

An estimated 25.4 million persons per month participated in the food Stamp 
program during fiscal year 1992. The average monthly value of food stamps 
per person was about $69 and the total value of stamps issued during the year 
was $20,900 billion. 

SUPPLEMENTAL FOOD PROGRAM FOR WOMEN, IN-

FANTS, AND CHILDREN 

The supplemental food Program for Women, Infants, and Children (WIC) is 
a Federal nutrition and health assistance program designed to help pregnant 
and postpartum women, infants, and children up to 5 years of age, who are 
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identified by health professionals as being at nutritional risk. Participants 
usually receive vouchers or checks that are redeemable for nutritious 
supplemental foods at participating retail grocery stores (worth about $30.17 
per person per month in fiscal year 1992), nutrition, education, and access to 
health services. 

Applicants must be residents of the States in which they receive benefits. The 
major eligibility criteria are divided into three arcas: 

(1) category, (2) income, and (3) nutritional risk. they require that: 

(1) An individual must be either a pregnant, breastfeeding, or postpartum 
woman; an infant under 1 year of age; or a child under 5 years of age. 

(2) Household income must be below 185 percent of the poverty income 
guidelines, although States may set lower standards if the standards are 
consistent with those for State or local health programs. In no instance can 
the income criteria be below 100 percent of the poverty income guidelines. 
Currently, two States have set income eligibility criteria below 185 percent 
of the poverty income guidelines. 

(3) An individual must have a medical, nutritional, or dietary disorder 
diagnosed by a health professional. The risks include anemia, underweight, 
history of poor pregnancy outcomes, or inadequate dietary pattem. 

The WIC program is administered at the Federal levet by the Food and Nutrition 
service, Department of Agriculture. Grants are made to all 50 States, the 
District of Columbia, Puerto Rico, Guam, the Virgin Islands, and to 32 Indian 
tribal organizations. Local, public, or nonprofit private health or welfare agen-
cies apply to the State to qualify for funds from this program. Individual 
participants apply to one of the approximately 7,600 approved local clinics 
that provide WIC services. 
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The WIC program operates under the authority of the Child Nutrition and 
WIC Reauthorization Act of 1989 (Public Law 101-147). Federal program 
costs in fiscal year 1992 were $2.6 billion, of which 75 percent was used to 
fund benefits. Average monthly participation was 5.4 million individuals -
1,226,000 women, 1,684,000 infants, and 2,494,000 children. The appropria-
tion for fiscal year 1993 was $2.86 billion. More than 40 percent of the infants 
bom in the United States participate in this program. 

SCHOOL LUNCHES 

The national school lunch program is designed to help safeguard the health 
and well-being of the Nation's children by assisting the States in providing an 
adequate supply of food for all children at a moderate cost and to encourage 
the domestic consumption of nutritious agricultura! commodities. All students 
eating lunches prepared at participating schools pay less than the total cost of 
the lunches. Children in public and nonprofit private schools or residential child 
care institutions who are determined by local school officials to be unable to 
pay the full established price for lunches receive their lunches free or at a 
reduced price. 

Beginning August 1981, children were eligible for free school hinches if their 
gross household incomes were below 130 percent of the poverty income 
guidelines and for reduced-price lunches if their household gross income were 
130-185 percent of the poverty guidelines. 

Beginning with the school year 1990-91, school meeting eligibility conditions 
may be reimbursed for meal supplements served to children enrolled in 
afterschool care programs. 

The national school lunch program is administered by the Food and Nutritional 
Service of the U.S. Department of Agriculture (USDA) through State edu-
cational agencies or through regional USDA nutrition services for some 
nonprofit private schools. Commodity schools are now eligible under section 
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11 for free and reduced price meal reimbursements in addition to the receipt 

of commodities. 

LOW - INCOME HOME ENERGY ASSISTANCE 

The Low - Income Home Energy Assistance Program (LIHEAP) provides block 
grants to the 50 States, the District of columbia, Puerto Rico, insular areas, 
and Indian tribal organizations to assist eligible households in meeting the 
costs of home energy. The program was established under title XXVI of the 
Omnibus Reconciliation Act of 1981 and has been in effect since fiscal year 
1982. The LIHEAP is administered at the Federal level by the Department of 
Federal level by the Department of Health and Human Services (HHS), which 
has administered energy assistance programs since fiscal year 1980. 

Energy assistance programs in fiscal years 1977-79 were administered by the 
Community Services Administration. These earlier programs focused on crisis 
assistance to household facing immediate hardships. Anual funding for these 
programs was about $200 million. 

For fiscal year 1993, a total of $1.346 billion was appropriated by the Congress 
for low- income home energy assistance. For fiscal year 1992, the appropria-
tion was $1.50 billion. 

The estimated number of households receiving borne energy assistance in fiscal 
year 19990, by type of assistance, is shown below. 

[ In thousands ] 
Heating 	  5,906 
Cooling 	  384 
Energy crisis intervention: 
Winter 	  950 
Summer 	  26 
Low-cost energy weatherization/ 
energy related repair 	 106 
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Eligible households may receive funds for heating and cooling costs and for 
weather-related and supply shortage emergencies. The States must submit an 
application consisting of assurances by its chief executive officer and a plan 
describing how the State will carry out those assurances. 

The unit of eligibility for energy assistance is the household, defined as any 
individual or group of individuals who are living as one economic unit, for 
whom residential energy is customarily purchased in common either directly 
or through rent. The act limits payments to households with income under 
150 percent of the poverty income guidelines or 60 percent of the State's median 
income, whichever is greater, or to those households with members receiving 
aid to Families with Dependent Children Supplemental Security Income, food 
stamps, or mean - tested veterans ' benefits. States are permitted to set more 
restrictive criteria as well. Beginning with fiscal year 1986, grantees are pro-
hibited from setting income eligibility levels lower than 110 percent of the 
poverty level. 

States make payments directly to eligible households or to home energy 
suppliers on behalf of eligible households. Payments may be provided in cash, 
fuel, or prepaid utility bilis, or as vouchers, stamps, or coupons that can be used 
in exchange for energy supplies. 

GENERAL ASSITANCE 

General assistance is a term used to describe assistance provided by State and 
local govemments not fmanced in whole or in part by Federal Government 
funds. General assistance, in the form of direct cash assistance to eligible 
persons or payments to vendors, may be furnished to needy persons who do 
not qualify for federaily financed assistance programs or who require addi-
tional assistance. 

The eligibility requirements and payment levels of general assistance pro- 
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grams vary from State to State, and often within a State. Payments are usually 
at tower levels and of shoiter duration than those provided by federally financed 
assistance programs. Recipients include unemployed persons who are ineli-
gible for Aid to Families with Dependent Children (AFDC) or unemployment 
insurance benefits, or individuals who have exhausted their unemployment 
benefits. In addition, persons whose illnesses are not of sufficient severity 
to qualify them for Supplemental Security Income (SSI) may receive general 
assistance. However, about one-third of the States do not provide general 
assistance to households containing an employable person, except in specific 
emergency situations, such as fire or flood. 

General assistance may be administered by the State welfare agency, a local 
agency, or a local agency under State supervision. The assistance is usually 
financed by State and/or local funds, but in almost one-fourth of the States 
it is financed from year 1992, 36 States the District of Columbia, Guam, Puerto 
Rico, and general assistance data to the Federal Government. During That 
period, 1 1 million persons in general reporting States received general 
assistance. 

PUBLIC AND OTHER SUBSIDIZED HOUSING 

Beginning in the 1930' the Federal Government has provided leadership toward 
a goal of safe, sanitary, and affordable housing for all American. Various 
Federal, State, and local agencies now administer housing programs for low-
income families. Most are funded and administered by the Department of 
Housing and Urban Development (HUD). Some programs for rural families 
are funded by the Department of Agriculture. Federal budget outlays in fiscal 
year 1990 for public housing and rental assistance programs administered 
by HUD for low - income families and individuals were $15 billion. 

Public Housing 

Low-rent public housing projects under the Housing Act of 1937 were the 
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earliest of the Federal rental housing programs. The projects are owned, 
managed, and administered by a local Public Housing Agency (PHA) or an 
Indian Housing Agency (IHA). Funds are provided by the State or HUD to the 
PHA/IHA to cover the capital cost of a project or to provided debt service 
payments to assure the lower-income character of the project. Additional 
subsidies are available to cover operating and maintenance service costs and 
to finance the major reconstruction of obsolete existing public housing 
projects. The beneficiarles are families and individuals with children, the 
elderly, disabled, or handicapped. Income standards for initial and continuing 
occupancy vary by local housing authority, although the limits are constrained 
by Federal guidelines. Rental charges are set by Federal statute not to exceed 
30 percent of the monthly adjusted income of the recipient's household." 
Federal outlays for public housing programs in 1990 were $4.4 billion and 
covered 1.4 million housing units. The public housing outlays include $2.0 
billion under the Comprehensive Improvement Assistance Program (CIAP). 
The CIAP provides capital cost funding to improve the physical condition and 
upgrade the management and operation of cost effective, existing public 
and Indian housing projects to assure their continuing availability to serve 
low-income families. 

Rental Assistance 

The HUD rental assistance programs (Section 8) accounted for Federal 
outlays of $12.3 billion in 1992. These programs include rental certificates, 
moderate rehabilitation, substantial rehabilitation, and rental vouchers. Appro-
ximately 2.8 million housing units were included under rental assistance 
programs in 1992. 

Housing assistance payments include Federal, State, and local funds and are 
made to participating owners of private sector rental housing on behalf of 
eligible tenants. Except for rental vouchers (as discusses below), the payment 
makes up the difference between the approved rent due the owner for the 
dwelling unit and the occupant family's required contribution toward the rent. 
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The assistance occupant family is required to contribute 30 percent of the 
monthly adjusted income.48  Eligibility for rental assistance is limited to "very 
low-income" families-families whose incomes do not exceed 50 percent of the 
median income for the area-and, on an exception basis, to "lower income 
families"- those whose incomes do not exceed 80 percent. 

Programs for the Homeless 

The homeless, and shelter for this segment of the low-income population, 
have been a growing concern in recent years. The two major pieces of 
legislation addressing this problem are the Stewart B. McKinney Homeless 
Assistance Act of 1987 and the Cranston-Gonzalez National Affordable 
Housing Act of 1990. In 1992, appropriations for the homeless programs under 
the McKinnely Act were $450 million: 

[In millions] 

Emergency Shelter 
Grants Program 	 573.2 
Supportive Housing 
DemonstrationProgram 	 150.0 
Supplemental Assistance 
for Facilities to Assist the 
Homeless (SAFAH) 	 11.2 
Rental Assistance-Section 8, 
Moderate Rehabilitation, Single Room 
Occupancy (SRO) 	105.0 
Shelter Plus Care 	 110.5 

The Supportive Housing Demonstration program is designed to develop 
innovative approaches for providing supportive housing especially to deins-
titutionalized homeless individuals, homeless individuals with mental disa-
bilities, homeless families with children, and other handicapped homeless 



INCOME SUPPORT PROGRAMS 	
179 

persons. The program consists of two components - Transitional Housing and 
Permanent housing for the Handicapped Homeless. Transitional housing is 
designed to provide housing and supportive services to facilitate the transition 
to independent living for homeless person who are capable of making the 
transition within 24 months. The Permanent Housing for the Handicapped 
Homeless component has as its purpose, through providing housing and 
supportive services, to maximize each resident's ability to live independently 
within the permanent housing environment. 

The Supplemental Assistance for Facilities to Assist the Homeless (SAFAH) 
program provides comprehensive assistance for particularly innovative pro-
grams for, or altemative methods of, meeting the immediate and long-terco 
needs of homeless individuals and families. 

The National Affordable Housing Act of 1990 establish the Shelter Plus Care 
program. This program will provide rental housing assistance in connection 
with supportive services funded from other sources to homeless persons with 
disabilities- primarily persons who are seriously mentally ill; have chronic 
problems with alcohol, drugs, or both; or who have acquired immunodefi-
ciency syndrome and related diseases. 

Other Programs. 

Prior to legislative revision in 1990, the Housing for the Elderly or Disabled 
program provided financing for the construction or rehabilitation of housing for 
low-income individuals by nonprofit organizations and consumer cooperatives. 
Funding was by means of long-term loan and Section 8 rental assistance. 
Federal outlays in 1990 were $462 million. 

The National Affordable Housing Act of 1990 restructured this activity into two 
separate programs: Supportive Housing for the Elderly and Supportive Housing 
for Persons with Disabilities. The new legislation emphasizes accommodating 
the special needs of the elderly and disabled and the provision of supportive 
services. 
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The funding mechanism was revised to a combination of capital advances and 
rental assistance. Capital advances are no interest loans to be repaid only if the 
housing is no longer available to very low-income persons. Tenant rents were 
established at a level of 30 percent of monthly adjusted income (or the alterna-
tives described under rental assistance). The housing units must be made 
available to very low-income elderly or to disabled persons for a period of at 
least 40 years. 
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