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Implications for Strategies for Social Welfare

in the United States

Sandra Reynolds, Department of Gerontology, University of South Florida

The United States and Japan are not unique in
facing the prospects of an aging society for
the foreseeable future-in fact, all of the devel-
oped nations are in reasonably similar situa-
tions, and even the developing world is
beginning to face the aging society as well.
However, I believe that there are enough simi-
larities and differences between our two coun-
tries that can inform policy makers on both
sides of the Pacific Rim, and that we can
benefit from one another's experiences in deal-
ing with the aging society. In this talk, I will
primarily be summarizing current thoughts on
the impact on our aging society on social wel-
fare in the United States. I will examine cur-
rent projections for the costs of Social
Security, our national pension system,
Medicare, which is our acute health care pro-
gram for older adults, and Long-Term care,
which is a growing problem that will chal-
lenge both the United States and Japan. I will
also examine trends in the health and finances
of today's and tomorrow's older adults, con-
cluding with some of the policy recommenda-
tions that are currently being considered to
"fix" our social welfare systems for the 21

Century.

Current Projections

In the United States, life expectancy has in-
creased dramatically in the 2" half of the 20"
Century, due primarily to improvements in
treatments of traditional "killer" diseases, such
as heart attack, stroke, and hypertension. The

result in the US is an increasing percent of

older adults (age 65+) between now and 2050
(Fig.1). Reasons for this increase include both
the increases in longevity attributable to medi-
cal advances in the late 20th Century, but also
to the post-World War II baby boom, in which
the fertility rate was nearly twice that of prior

or subsequent birth cohorts.

Fig.1

Increasing % of Older Adults
(65+) 1960-2050
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Social Security

For better or worse, Social Security represents
also represents the largest outlay of federal
dollars at 23%; adding in Medicare (11%) and
Medicaid (7%), and we see that currently our
major social welfare programs take up 41% of
the federal budget (Fig.2). In the future, this is
expected to peak at approximately 68% in the
year 2030(Fig.3). In the short term, Social
Security is continuing to accumulate reserves
and will continue to do so until 2015, due in
part to the strong economy we are now enjoy-
ing. In the long term, however, Social
Security payments to beneficiaries will increase
as the baby boom retires. Consequently, under
the Intermediate (II) assumptions, surplus will
continue to build until 2015, - from 2024 on,

— 49 —



we will have to start liquidating investments.
Current projections are that the Social Security
Trust Funds will be depleted in 2037(Fig.4).

The bottom line for Social Security, then, is
short-term stability and fiscal uncertainty in the
future, but its tremendous popularity will likely

guarantee its survival as a social welfare pro-

gram.
Fig.2
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Medicare

Prospects for our Medicare program offer a
slightly different, and not as optimistic picture.
In the US, we will spend approximately $220
Billion on Medicare beneficiaries, the over-
whelmingly majority of whom are elderly.
The average amount per beneficiary is $5600
per year. Medicare consists of 2 basic compo-
nents: Part A covers the costs of hospitaliza-
tion, and Part - covers supplemental care -
doctor's visits, medical supplies, and the like.
Between the two, (Fig.5) Medicare spending is
primarily for inpatient hospital expenses
(40%); outpatient and physician care together
come to 30% of the Medicare outlay, and very
little goes to home health programs, skilled
nursing facilities, or hospice (total 11%). The
result is that most acute care is paid for, but
little chronic care is covered.

Funding for Medicare is also more complicated
than that for Social Security (Fig.6). Funding
comes from payroll taxes (part A), general tax
revenues (part B), user premiums (part B), and
interest from investments. While Medicare is
not the sole source of funds for health care for
the elderly (nearly 60% have some other type
of supplemental health plan, paid either by
themselves or by their former employers),
there are significant deductibles and co-
payments that make out-of-pocket costs a
problem for many older adults--the average
outlay is $2,150 dollars, and uses up 20% of
the income of the average older adult. These
amounts vary somewhat by the type of health
insurance, age, marital status, race/ethnicity,

and a variety of other factors.



Fig.5

Medicare Spending by Major Category, FY 2000
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Fig.6

Sources of Medicare Financing (Major Components)
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Medicare also has been increasing as a percent
of the Gross Domestic Product (GDP) (Fig.7)
and is projected to continue throughout the 21
Century.  Unlike the increases in Social
Security, however, these increases are due
more to the unbridled expansion of the costs
of medical care, not so much the numbers of
beneficiaries. It is well known that the recent
increases in the cost of Medicare have been
due to factors other than increases in the num-
ber of beneficiaries, which has contributed less
than a 1/4 of the increase (Fig.8). The bigger
culprits have been our inability to control costs
(67%) and the intensity of services (10%).
Clearly the increases in the number of older
adults in the 21st Century will exacerbate this
trend, but it is also clear that getting a handle

on the costs themselves will be critical.

Fig.7

Medicare Spending as a Percentage of GDP
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Long Term Care

Federal outlays for long-term care (Fig.9) will
also be rising dramatically in the 21st Century,
from $123 Billion this year to $350 Billion in
2040 (in year 2000 dollars). This is in spite
of the fact that a large portion of long-term
care is currently bormne by private families.
(Fig.10). The two biggest payers of long-term
care are the family (Donated Care-27%) and
Medicaid (26%- largely nursing home care).
Medicare picks up 17% (in short term post-
hospital coverage), and individual older adults
pay 25%. Currently, very little of the long
term care costs are borne by Long Term Care
Insurance but this is destined to change as
more adults with long term care insurance

reach the ages where such care is needed.



Fig.9

National Long-Term Care Spending (in
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Trends in Health

Of course, virtually all of our projections re-
garding the cost of health care, both acute and
chronic (or long-term) are based on what we
know about current trends in the health of the
elderly. There is pretty much a consensus that
increasing life expectancy has resulted in
longer life and better health, although the evi-
dence is not consistent across different surveys
or different conditions. If we consider meas-
ures that are most likely to affect our funding
of Social Security, it is useful to examine re-
ported work disability among adults. When my
colleagues and I recently examined work dis-
ability among adults born between the years of
1917 and 1959, we found that, indeed, for the
older adults (cohorts born between 1916 and
1940), work disability steadily decreased for
both men and women. Interestingly, this trend
(1982-1993) makes a dramatic turn for those

born 1946 and later - the baby boom, or to-
morrow's older adults (Fig.11). This finding
implies that future cohorts of older adults may
not be able to continue working, just at a time
when it might be important for them to do so,
for their own financial well-being, and also for

the continued solvency of Social Security.

Fig.11

Health Trends for Tomorrow's Aging Society?
Changes in Work Disability, 1982-1993
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If we examine the same age groups in relation
to a number of chronic conditions, we find
that in men (Table 1), there appear to be im-
provements in the prevalence of arthritis, car-
diovascular disease, and emphysema for both
today's and tomorrow's elderly cohorts.
However, with musculoskeletal disorders, we
find that while today's older adults have expe-
rienced no change over the time period exam-
ined, the future cohort of older adults has
experienced increased rates; in addition, both
current and future cohorts of older adults are
experiencing increased prevalence of orthope-
dic impairments. These findings are largely
the same for females - they also participate in
continued decreasing rates of cardiovascular
disecases and arthritis. For females, however,
we find increases in asthma and orthopedic
impairments only for future cohorts of elderly

women.



Table 1

Cohort Trends in
Diseases/Conditions- Men

Today's Elders Future Elders

Arthritis Down Axthritis Down

Cardiovascular ~ Down Cardiovascular  Down

Diabetes Up Diabetes Unch.

Emphysema Unch. Emphysema Down

Musculo- Unch. Musculo- Up
skeletal skelotal

Orthopedic Up Orthopedic Up

(Adapted from Reynolds, Crimmins, & Saito, 1998)

Another point to make, in stark contrast to
Japan, is the impact of the US' racially diverse
population (Table 2). At the present time, non-
Hispanic whites account for 84% of the US
elderly population - by 2050, this percent is
projected to be only 64%, with the highest
amount of growth among the Asian & Pacific
Islanders (a census grouping), followed by
Hispanics, and African Americans. This is
important because, in the US, Hispanics and
African Americans are the least healthy,
wealthy, and those most likely to be dependent
on our social welfare programs, potentially
complicating the projections we see for the
overall population. For example (Fig.12), if
we examine work disability rates among men,
we see that rates of work disability for African
American men are nearly twice that of Non-
Hispanic White men, with Hispanic men fal-

ling in between the other two.

Table 2

Future Retirees Will Be More
Racially Diverse

{Percent 65+ by Race | 2000]  2030] 2050
i

Non-Hispanic Population

[ White ! BA% ! 74% 64%
! "African American 8% 10% 12%
; American indian a 1877 Y
; Asian & Pacific slander | 2% 5% 7%
[Hispanic "}~ 6% 1% 6%

ia/ Lass than 1 parcent

Source’ National Center for Health Statiatica

Fig.12

Trends in Work Disability: Age
and Race (Men w/ 10 yrs. Educ.)

(adapted from Crimmins, Reynolds, & Saito, 1999)
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In terms of our projections for health, then, we
see that in the future, our older adults may be
subject to a remarkable increase in work dis-
ability, continued improvements in life-
threatening diseases, but increases in conditions
such as asthma, musculoskeletal and orthopedic
disorders that my compromise both their con-
tinued ability to work, and their need to pay
for, primarily, long-term care. In terms of
their financial condition (Fig.13), an examina-
tion of the comparative income of adults aged
40 who were born in 1921-25, in 5 year co-
horts, up to cohorts born between 1951 and
1955 shows another threatening trend. What
we see is that each successive generation of
40 year old Americans has been better off
than the previous cohorts, with a halt to this
increase in the 1946-1950 cohorts and beyond
- in other words, the baby boom. Even then,
these figures mask differences between
subpopulations, with the most affluent of the
baby boomers continuing to have growth in
their comparative income, and the least afflu-

ent losing ground.
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Changes in Family Structure

While we consider these figures, and their im-
pact on Social Security and Medicare, it is
also critical that we keep in mind the potential
problems that arise when considering the
changes to family structure in the U.S. Due to
increased longevity, adults will live longer in
all of their relationships: whether as a parent,
a child, a spouse, or alone. Alternatively, in
the US, we are seeing more and more cases of
"serial monogamy," in which divorce and re-
marriage result less in being a spouse longer
(my parents have just celebrated their 59th
Anniversary), to having 1 spouse for the ear-
lier part of life, another for midlife, and per-
haps a third spouse with which to grow old.
In any case, the general trend has been for the
family to move away from a traditional "py-
ramidal" structure toward something more like
a "beanpole" - (Fig.14) - here 1 present a pho-
tograph of 4 generations of women in my
family - my mother, sister, her oldest daughter,
and her daughter. In contrast, when I was in
high school, all of my grandparents were de-
ceased, so for several years, there were only 2

generations alive.

Fig.14
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For adults in the US, the increase in 4-
generation families has resulted in some unin-
tended consequences. Increasingly, we see
phenomena where adults in their 40s have
aging parents (and sometimes grandparents)
while they are struggling to raise their chil-
dren; alternatively, for the adults in their 60s
and 70s, we see increasing numbers who have
frail parents, and whose retirement years are
interrupted by the prospect of the divorced
daughter moving in with her children. Thus,
the burden of caring for frail older adults in-
creasingly falls on fewer and fewer family

members - usually women (donated care!).

Policy Choices

There are a number of changes to Social
Security and Medicare that are currently being
considered to cope with the projections we
have discussed today. For Social Security, the

changes include:

» reducing benefits (trim back benefit)
¢ increasing revenues
* privatization

 strengthening the economy

Politically, it would not be feasible to reduce
benefits for those already receiving Social
Security; what would be possible would be to

reduce benefits for new retirces. Another way



is to raise the retirement age, which is in
process now, going from 65 in 2000 to 67 by
the year 2025-moving the age further to 70 is
currently being discussed. Finally, it would be
fairly easy, but again, unpopular for the gov-
ernment to cut back on the Cost-Of-Living-
Adjustments which ensure that those receiving
Social Security are able to keep up with infla-
tion.

Increasing revenues are even less popular. In
order to meet the demands of Social Security,
the current 6.2% in payroll tax (12.4% total)
would be raised to 8.6%, an unlikely occur-
rence in today's political climate. Other op-
tions would be to raise other federal taxes or
to cut other government expenditures, options
that are also not likely in the foreseeable fu-
ture, considering the makeup of the U.S.
Congress.

Privatization would require the reduction of
Social Security benefits, and the mandate that
workers put some percentage of their earnings
into individual retirement investment accounts.
The main problem with privatization is that is
tends to benefit those who are already able to
put money away for retirement - not those
who will really need Social Security to sur-
vive. The risk is that the system then be-
comes two-tiered, with one system for the
affluent, and "welfare" for the rest. This
would dramatically undermine the widespread
political popularity of Social Security.

The real solution is to strengthen the economy.
This can be done through a number of means,
including finding incentives to increase capital
accumulation (savings and investments), and to
enhance productivity.

For Medicare, the most important and effective
policy option would be one which 1 fear will
never happen - Universal Health Care (UHC).
Whether it is structured similarly to a

Canadian plan, or on the UK. model, or

completely differently, UHC is the only way
to bring down the cost of medical care insur-
ance by including all in the risk pool. If
President Clinton's 1994 attempt to reform our
health care system tells us anything, however,
it is that Americans are too satisfied with the
system they have, for all its flaws. Therefore,
attempts to reform the health care system will
have to be incremental. The easiest method
would be to reform health insurance coverage

by a number of means:

+ extending Medicare to cover the un- and
under-insured

¢ including prescription drug benefits, and

+ allowing people aged 55-64 to buy into

Medicare voluntarily

The results of these reforms, however, are
likely to increase costs at a time when we will
be looking to reduce costs, instead. The ef-
forts to control spending have largely centered
on "managed care" - in our country, the
Health Maintenance Organizations (HMOs),
Preferred Provider Organizations (PPOs), and
other attempts to limit the cap on medical
spending. The good news is that, in 1998 and
1999, health care spending did slow down,
suggesting that managed care can be effective
in the short run.

In the long term, however, there are no readily
available solutions. Current proposals include
controlling prices and utilization -i.e., the con-
tinuation of managed care efforts to control
costs; premium supports, and medical savings
accounts.

Premium supports would offer choices of care
similar to those currently offered in extended-
care facilities - if one chose to contract with
a cheaper plan, they would receive fewer
benefits, and vice versa. The government's in-

volvement would be limited by a bidding



system, in which local contractors would vie
for the right to provide Medicare services. A
system such as this might, indeed, save
money, but it would have to be properly
monitored, and again, it would tend to benefit
most the people who can already afford health
care.

Similarly, the medical savings account is the
equivalent of privatization of Social Security.
The idea is to expand our current system of
putting tax-deferred income into a designated
medical account. These accounts have the po-
tential to provide an interesting and attractive
long term financial planning device, but again,
they do not solve the problem of funding
health care for older adults who are not able
to save.

In terms of Long Term Care, the picture is
even more bleak (Slide 24). Suggested ways
of providing funds for long-term care include
expanding Medicare and Medicaid to cover
more chronic care. The appealing nature of
this suggestion is that the infrastructure is al-
ready there, so implementation would be rela-
tively simple. However, to do this would
require an enormous increase in taxes and user
premiums, something that is unlikely to hap-
pen in the current climate in the US.
Another suggestion would be to subsidize "un-
compensated” or "donated" care through tax
credits. For example, if a working woman
had to cut back her hours, or quit her job al-
together to care for a frail older relative, the
federal government would allow a certain
credit on her income taxes, similar to those
currently in use for child care. While tax
credits are politically easier to swallow than
actual payment of benefits, the fact remains
that revenues to the federal government would
decrease, thus making this option somewhat
unlikely to happen.

Finally, one proposal to fund long-term care is

to stimulate the growth of the long-term care
insurance industry, presumably also through
tax incentives. Long-term care insurance is a
decidedly growing field, having started badly
in the 1980s and early 1990s. In the begin-
ning, companies were plagued by an inability
to adequately price their policies, and older
adults were plagued by high costs and exclu-
sions contained in fine print in their policies.
In the 1990s, however, the US government
began to require that policies be written that
were easier to understand, and the industry
found better ways to price their policies. For
older adults, however, the age at which they
buy these policies is critical - as with all in-
surance policies, the closer you are to needing

them, the more they cost.

Real Solutions

Most demographers and economists agree that
most if not all of our problems with funding
our social welfare programs would be mini-
mized, if not corrected altogether, if the econ-
omy were to continue to grow, certainly as it
has in the past 10 to 15 years. In the absence
of guarantees, however, there are concrete
things that Americans can do (Table 3).

First, the government must find creative ways
to encourage private and public savings.
Some methods are already being undertaken -
the balancing of the federal budget was an ob-
vious first step; however, the retirement of the
national debt is another issue entirely and
needs to be addressed. Second, the govern-
ment needs to make a concerted effort to edu-
cate the American public on our social welfare
programs. The Social Security Administration
and the Health Care Financing Administration
have long known that, even among citizens
who receive Social Security and Medicare,
these two major programs are not well under-

stood. If we are to remain committed to these



programs in the long run, we must be sure
that the American pcople understand who pays
for what types of benefits, and what they
would have to pay out of their own pockets,
if those programs were not in place. Third,
the single most important way to guarantee a
growing economy is to have a well-educated
and productive workforce. In my view, it is
not acceptable that we should have to import
workers for the high-technology industry due a
shortage of properly trained workers in our
own workforce. The U.S. needs to put more
of its money where its mouth is, in funding

public education in particular.

Table 3
Economy of U.S.

* Find ways to encourage private and
public savings

* Continually educate American public
on public programs
— Who pays for what
— Who would pay in their absence

* Encourage growth - EDUCATION

What the US and Japan can learn
from one another

At the risk of significant oversimplification,
Japan has two characteristics that I think could
benefit the US, should we ever choose to
adopt them (Table 4). First, the US is con-
sumed by short term thinking; we are famous
for postponing action on our problems until
they are actually staring us in the face; at the
same time, our economic system is built on a
system of short term financial gains - indeed,
short term used to mean quarterly profits in
our country; now, short term means the stock
price each day. Japan has traditionally been
much better at evaluating their society with the
long term in mind allowing, in my view, a

more balanced way to examine the true costs

and benefits of social programs.

Table 4

What U.S. and Japan can learn
from one another

* Japan looks much more to the future; US is
focused on the short term.

* Japan has much more flexible system in
which older workers can continue to be
productive.

* US has greater experience and
infrastructure for formal long term
care—both positives and negatives

Second, compared to the US, Japan does a
much better job of making it not only possi-
ble, but desirable, for older workers to con-
tinue working, both approaching and after the
traditional retirement age of 60. In the US,
we have only just eliminated the tax penalty
for citizens on Social Security to keep work-
ing; at the same time, our industries are rather
backward, in terms of developing phased re-
tirement programs, partly due to the different
way that our large industries are organized
compared to Japan's. In order for the US to
adopt some of these policies, laws regarding
age discrimination in employment would have
to be changed and, quite frankly, I do not see
our unions (and other vested interests) allow-
ing that to happen.

From the US, however, 1 believe Japan could
learn a lot in terms of ways to provide
chronic, or long term, care. The rapid in-
crease of the elderly population in Japan, com-
bined with the declining fertility rate, has
resulted in increasing demand for long term
care services. This demand is exacerbated by
significant declines in multi-generational house-
holds, increasing female labor force participa-
tion, and something of a cultural revolution in
which Japanese women are beginning to resist

the traditional role of caring for their



husband's mothers.

While our long term care policies are some-
what disjointed, we do have a relatively
healthy network of institutional and home- and
community-based systems of long term care
delivery, as well as considerable experience in
trying alternative means of funding such care.
I know that, as we speak, Japanese social and
policy researchers are consulting with their
American counterparts in order to gain knowl-
edge from the American experience with long
term care - not simply what works well, but
also lessons we have learned about what does
not work well. In the meantime, of course,
the Japanese government has taken a number
of steps, of which I am sure you are all famil-
iar, to address these concerns, including the
implementation of the Gold Plan, as well as
the 1997 Long Term Care Insurance Act,
which 1 believe was due to be fully imple-
mented this past April.

In short, we are all in this together - we are
all facing the increasing challenges of support-
ing our growing elderly populations - and I
believe that we can learn much from one an-
other, if we will only allow ourselves to do
so. Unfortunately, 1 think that the willingness
tends to be there in the academic and business
communities - the general public tends to lag
behind, and we all need to do a better job in
educating our people on these important issues,
different options, and the relevant costs and

benefits of each.



Future Perspective: Strategies for Management of

Life Style related Diseases, Diabetes in Japan
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International Institute for Diabetes Education and Study

In Japan, recent affluent society underwent the
structural change along with changes of our
modetn life style and advancement of new
technologies. As shown in Fig.l, newly
emerged concept, human inventory is now in-
troduced to various activities, individualism is
further emphasized and diverse choices are
given to our daily lives, which lead the society
to respect human aspects and healthiness of its
citizen.

As the result of it, we started to recognize the
change of value which motivates us to put
people or humanity as the core concept in
urban planning. We can say that especially in
the field of medical treatment, the basic princi-
ple has been shifted to human health and sci-

ence.

Fig.1

Structural Change in
Industrial Society
Ilndustrialized societyl

Change from quantity to quality

4
U

Human ecology and city development
* human biology
* health promotion for comprehensive community
with nature, culture and acience

Japan required to come up with countermea-
sures for many issues such as westernized die-
tary life style, environmental pollution and the
huge difference and gap in the sense of values

between the generations.

Therefore, the Japanese Ministry of Health and
Welfare issues a new policy, "Healthy Japan
21" in April 2000 (Fig.2).

This policy is designed based on the progres-
sion of the aging sociecty with less children,
the increase of the elderly who needs special
care, the increase of life-style related diseases,
and the increase in medical cost. The basic
idea of this policy is to extend the span of
healthy life as well as to improve the Quality
of Life

The modern medical treatment is centered to
the patients and it requires optimal care to im-
prove the Quality of Life.

Fig.2
HEALTHY JAPAN 21
Japan Ministry of Health and
Welfare, 2000
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Following is my medical philosophy in setting
diabetes strategy, responding to these newly

emerged challenges.

1. Future direction of diabetes strat-
egy and EBM
Evidence-based Medicine, EBM, is reasonable

medical care which is well supported by the



scientific evidence and acceptable to patients.
As in Fig.2, it is designed to achieve the fair-
ness and holism in providing medical care and
to establish medical economics. In order to im-
plement EBM, each specific care and its way
of provision has to be evaluated based upon
cohort studies.

Further, patient's compliance is regarded as
one of the key factors for the successful medi-
cal care. Recently, it is said that how to obtain
an adherence of the patients is another key
factor.

This will encourage patients for their willing-
ness and ability to change behavior, so that
they can psychologically adjust to diabetes.
Once you establish adherence of the patient, it
will lead the patient for his/her self-
management with confidence.

The next concept is informed consent at medi-
cal care aimed the improvement of QOL. Now
the time has passed to change from informed
consent to informed choice. Self-realization
calls for individual recognition and optimal
medical care. It also requires to adjust the en-
vironment which enables such medical care is
fully implemented. QOL was the indicator of
medical ethics in 20th century. In this new
century, QOC, quality of community has to be
also emphasized, which implied the 21st cen-
tury type medicine, namely the third new
medicine. (Fig.3)

Fig.3
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It is essential for us who are health/medical
professionals to recognize that human ethics is
reflected into the community planning.

Accordingly, with the emphasis on the preven-
tion of diabetes, and having the objective of
improving the Quality of Life of people with
diabetes, the International Institute for Diabetes
Education and Study (IIDES) was established
on the basis of worldwide cooperation, 1998 in
Kobe. The merit of this institute lies in its ac-
cumulation of modern medical research infor-
mation, and in its role as a place of education
and leaming for health professionals, thus it
contributes to both a healthy society and the

creation of a comfortable community life.

Table 1

EVIDENCE-BASED MEDICINE (EBM)

+ KEvaluation of medical treatment
(cohort study)

+ Compliance and adherence
- Equity in medical practice
+ Comprehensive medicine

+ Quality and efficiency

+ Hconomics

2. Future direction of diabetes pre-
vention project

Chronic non-communicable diseases, i.e. diabe-

tes, cancer, cardio-vascular diseases, have com-

mon risk factors. These diseases can be

controled or prevented by intervention as the

Interhealth Project (WHO).

Nowadays diabetes prevention project can be

summarized into several topics as it is shown

in this slide (table 2).



