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• This Issue Brief examines factors affecting the population’s age distribution and
composition, such as mortality rates, fertility rates, and immigration. In addition,
it examines factors affecting labor force composition, such as immigration,
increased labor force participation of women, and retirement trends, and dis-
cusses the potential impact of these changes on publicly financed programs:
Medicare, Medicaid, Social Security, and federal employee retirement systems.
The discussion also highlights the implications of these population and labor force
changes on employers, employees, and retirees.

• The elderly population—now 31.8 million, representing 12.6 percent of the
population—is projected to experience tremendous growth between 2010 and
2030, when the baby boom generation reaches age 65, rising from 39.7 million, or
13.3 percent of the population, to 69.8 million, or 20.2 percent of the population.
Growth in the elderly population has implications for retirement and health care
systems.

• Population projections suggest that the traditionally pyramid-shaped work force,
with a proportionately greater number of younger workers than older workers,
will be replaced with a more even age distribution. Consequently, significant and
continued modifications to benefit packages, such as changes in compensation
structures in which earnings automatically rise with age, are likely to occur.

• Women’s labor force participation began to accelerate in the mid-1950s, rising to
75 percent among women aged 25–44 in 1991, although there is some indication
that this growth may be flattening. With women comprising a greater part of the
labor force, employers will be encouraged to develop and implement programs to
better accommodate their needs.

• Increased life expectancy, a decreased percentage of entry level workers, changes
in Social Security’s normal retirement age from age 65 to age 67, and employer
plans to raise the normal age of retirement or provide incentives to delay
retirement, could raise the average age of retirement. However, other factors,
such as poor health, other sources of retirement income, and individual prefer-
ences for retirement, could still dominate the retirement decision.

• The combination of increased average life expectancy guaranteeing more years of
retirement to finance and rising dependency ratios increases the future cost of
Social Security financing. Medicare financing is also an important policy issue
because the program is projected to experience financial difficulties in the short
term, resulting from explosive health care costs. In addition, Medicaid expendi-
tures are consuming increasing amount of shrinking state budget resources—a
large portion of which is used to finance nursing home care for a growing elderly
population.
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The age distribution in the
United States has been
undergoing a persistent and
fundamental change, mostly
attributable to changes in life
expectancy and fertility rates.
Changes in labor force
participation, such as in-
creases in the number of
women and a trend toward
earlier retirement, have
compounded the complexities
of the changing age distribu-

tion. The combination of these changes has implications
for employers, employees, retirees’ economic security,
and the savings patterns of individuals preparing to
finance their retirement.

Most of the demographic factors examined in
this Issue Brief center around the movement of the baby
boom generation and the baby bust cohort into the labor
market and later into retirement. The baby boom
generation is those people born between 1946 and 1964,
when birth and fertility rates were abnormally high, and
the baby bust cohort is those people born between 1965
and 1976, when birth and fertility rates declined
steadily. Because children born today will enter the labor
market as the baby boom generation retires, the demo-
graphic composition of the future work force is already
determined. It is therefore possible to anticipate some of
the changes that will affect employers and public pro-
grams in the future. These changes will have an impact
on the labor supply and labor compensation, including
employee benefits, as well as on publicly financed social
insurance and welfare programs. Employer and
employee responses to demographic change could
lead to a restructuring of labor compensation and
employee benefit packages to better accommodate
the needs of a changing work force.

This Issue Brief examines factors affecting the
population’s age distribution and composition, such as
mortality rates, fertility rates, and immigration. In

addition, it examines factors affecting labor force compo-
sition, such as immigration, increased labor force
participation of women, and the trend toward earlier
retirement, and discusses the potential impact of these
changes on publicly financed programs: Medicare,
Medicaid, Social Security, and federal employee retire-
ment systems. The discussion also highlights the
implications of these population and labor force changes
on employers, employees, and retirees.

As the baby boom generation
ages, it is gradually reshap-
ing the age structure of the
U.S. population. In 1991,
baby boomers were aged
27–45, and individuals aged
30–34 comprised the largest
age cohort, nearly 24 million
(chart 1). In 2010, when baby
boomers will be aged 46–64,
this cohort will account for a
population bulge (chart 1). In
2030, when the youngest
baby boomers will be 66 years
old, the proportion of the

population that is aged 65 and over will also grow
(chart 1).

Changing Mortality and Fertility Rates
Mortality Rates—Mortality rates and fertility rates affect
the population’s age distribution and composition.
Mortality rates have declined dramatically since
the turn of the century. As a result, between 1900
and 1990, life expectancy at birth increased by
28 years (from age 47 to age 75) and at age 65 by
5 years (from age 77 to age 82) (calculated from
chart 2). In 1900, only 25 percent of persons in the
United States lived beyond age 65; by 1990, 30 percent
lived 80 years or longer. In 1900, median age at death
was 55.2 years for men and 58.2 years for women. By
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1991 Baby Boomers—Aged 27–45 2010 Baby Boomers—Aged 46–64 2030 Baby Boomers—Aged 66–84

Source: U.S. Department of Commerce, Economics and Statistics Administration, Bureau of the Census, Population Projections of the United
States, by Age, Sex, Race, and Hispanic Origin: 1992 to 2050, Current Population Reports, P25-1092 (Washington, DC: U.S. Government
Printing Office, 1992).

Chart 1
U.S. Population by Age 1991, Projections 2010, 2030
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Chart 2
Average Life Expectancy at Age 65 by Gender,

1900–1990

1990, median age at death had increased to 74.7 years
for men and to 82.4 years for women. Under the Social
Security Administration’s intermediate assumptions,1 it
is estimated that life expectancy for 65-year-olds in 2030
will be 16.7 years for men and 20.6 years for women, up
from 15.0 years and 19.1 years, respectively in 1991.

Fertility Rates—From 1946 to 1957, fertility rates
(number of births per 1,000 women) increased
dramatically—peaking at 122.9 in 1957. By com-
parison, the fertility rate was 69.6 in 1991 (U.S.
Department of Health and Human Services, 1992). The
boom of children born between 1945 and 1964 added
76 million persons to the population—the equivalent of
the entire U.S. population in 1900. The sheer size of this
cohort and the resulting change in the population’s age
structure have affected the educational system, the labor
market, capital formation, the housing market, and the
market for all other goods and services.2

The return of fertility rates to levels prevailing
during most of this century, combined with delayed
child-bearing by baby boom women, produced a baby

bust between 1965 and 1976. Even though fertility rates
have not risen significantly since then, the sheer num-
bers of baby boom women produced a baby boomlet
starting in 1977 (as the number of births gradually rose
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Sources: For 1900–1980, J.F. Faber and A.H. Wade, Life
Tables for the United States: 1900–2050, U.S. Department
of Health and Human Services, Social Security Administra-
tion, Office of the Actuary, Actuarial Study no. 89
(Washington, DC: Government Printing Office, 1983); for
1981–1990, U.S. Department of Health and Human
Services, Public Health Service, Health, United States, 1991
(Washington, DC: U.S. Government Printing Office, 1992).
aProvisional data.

1   Actuaries at the Social Security Administration base projections on various
demographic and economic assumptions and present findings under three
headings: optimistic (low cost), intermediate (best estimate), and pessimistic
(high cost). This discussion will focus on the intermediate and pessimistic
assumptions.

2   For an overview, see Russell, 1982.
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evolving over a 25-year
period. Under U.S.
Census Bureau middle
series projections, by 2010,
when the oldest baby
boomers are nearing age
65, the elderly population
is projected to rise to
39.7 million—13.3 percent
of the total U.S. popula-
tion (table 1).3 Based on
highest series projections,
the number of individuals
aged 65 and over in 2010
will be 41.8 million
(13.1 percent); based on
the high life expectancy
series, it will be
41.2 million (13.7 percent)
(table 1). In 2020, when
less than one-half of the
baby boom generation will
have reached age 65,
according to the Census
Bureau middle series
projections, the number of

elderly persons will have risen to 53.6 million—an
increase of 21.7 million from its current size—and will
represent 16.6 percent of the U.S. population. Under the
highest series projection there will be 57.9 million elderly
persons (16.1 percent), and under the high life expect-
ancy projection 56.6 million  (17.2 percent) (table 1).
When all of the baby boom generation has reached age
65—in 2030—the Census Bureau projects that, under
middle series projections, there will be 69.8 million
elderly persons, representing 20.2 percent of the popula-
tion.  Under the highest series projection the number
would be 77.7 million  (19.2 percent), and under the high

Chart 3
Total Fertility Rates a 1940–1991

projected to be smaller under the high life expectancy series projection than
under the highest series projection.  However, high life expectancy series
projections indicate that the elderly will account for a greater percentage of the
total population than under the highest series projection because the total
population is also projected to be smaller.  Other Census Bureau projection
series include: lowest, low fertility, high fertility, low life expectancy, low net
immigration, high net immigration, and zero net immigration.

3   The U.S. Bureau of the Census projects future population growth using 10
alternative projections that are  based on projected degrees of change in
fertility, life expectancy, and net immigration, assuming low growth, middle
growth, and high growth.  The middle series assumes middle level growth in
all three components.  The highest series assumes high level growth in all
three components.  The high life expectancy series assumes middle level
growth in fertility, high level growth in life expectancy, and middle level
growth in net immigration.  The future size of the elderly population is

to baby boom levels)—more
than 4 million births a
year—since 1989. The baby
boomlet peaked in 1990,
and the annual number of
births is trending down-
ward again.  Chart 3 traces
total fertility rates per
1,000 women (an estimate
of the number of children a
woman will have during
her entire reproductive
cycle) from 1940 to 1991.

Aging Population
The U.S. population is
aging. The number of
persons aged 65 and
over is growing faster
than the number of
persons under aged 65.
In fact, the fastest
growing group of people
are those aged 85 and
over. While both the
absolute number and
the percentage of the population aged 65 and over
have been increasing, the percentage of the popu-
lation under age 18 has been declining, falling
from 40.4 percent in 1900 to 25.8 percent in 1991. In
1900, there were 3.1 million people aged 65 and over
(elderly), representing 4.1 percent of the population; by
1980, 11.3 percent (or 25.5 million) were elderly. In 1991,
elderly Americans numbered 31.8 million and repre-
sented 12.6 percent of the population.

The growth in the number of elderly will precede
the retirement of the baby boomers. Although retire-
ment of the baby boom generation is likely to
affect retirement income and health care pro-
grams, the process will be relatively gradual,
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of Health and Human Services, Public Health Service, National
Center for Health Statistics, Vital Statistics Report 4 (Washing-
ton, DC: U.S. Government Printing Office, 1987); for 1959–1969:
National Center for Health Statistics, Vital Statistics of the United
States, Vol. 1 (Washington, DC: U.S. Government Printing
Office, 1980); for 1940–1958: U.S. Department of Commerce,
Bureau of the Census, Historical Statistics of the United States,
Colonial Times to 1970 (Washington, DC: U.S. Government
Printing Office, 1975).
aTotal fertility estimates how many children a woman is likely to

have during her entire reproductive cycle.
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 Table 1
Projections of the Elderly Population and the Median Age of the Total Population, 1995–2050,

Based on Alternative Census Bureau Assumptions a

1995 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050

Middle Series (millions)
Population

65 and over 33.6 34.9 36.4 39.7 45.9 53.6 62.4 69.8 73.8 75.6 76.7 78.9
75 and over 14.8 16.6 17.9 18.5 19.4 21.9 26.6 32.0 37.7 41.9 43.4 43.7
85 and over 3.6 4.3 4.9 5.7 6.2 6.5 7.0 8.4 10.7 13.2 15.8 17.7
100 and over 0.1 0.1 0.1 0.2 0.2 0.3 0.4 0.4 0.5 0.6 0.8 1.2

Median age 34.3 35.7 36.7 37.4 37.5 38.0 38.5 39.0 39.4 39.4 39.3 39.3

Highest Series
Population

65 and over 33.8 35.5 37.7 41.8 48.9 57.9 68.2 77.7 84.3 92.9 92.9 97.9
75 and over 14.9 17.1 18.8 19.9 21.5 24.7 30.4 37.1 44.7 54.9 54.9 57.3
85 and over 3.7 4.5 5.4 6.5 7.4 8.0 9.1 11.1 14.5 22.6 22.6 26.2
100 and over 0.1 0.1 0.1 0.2 0.3 0.4 0.6 0.7 0.9 1.7 1.7 2.5

Median age 34.3 35.5 36.1 36.4 36.3 36.4 36.5 36.6 36.5 36.3 36.1 36.1

High Life Expectancy Series
Population

65 and over 33.7 35.3 37.3 41.2 48.1 56.6 66.6 75.5 81.2 84.7 87.6 91.4
75 and over 14.9 17.0 18.6 19.6 21.1 24.2 29.7 36.2 43.4 49.4 52.6 54.2
85 and over 3.7 4.5 5.3 6.4 7.3 7.9 8.8 10.8 14.1 17.8 22.9 25.2
100 and over 0.1 0.1 0.1 0.2 0.3 0.4 0.6 0.7 0.9 1.2 1.6 2.4

Median age 34.4 35.8 36.9 37.7 38.0 38.5 39.1 39.8 40.3 40.6 40.6 40.7

Middle Series (percentage of total population)
Population

65 and over 12.8% 12.7% 12.7% 13.3% 14.8% 16.6% 18.7% 20.2% 20.8% 20.7% 20.5% 20.6%
75 and over 5.6 6.1 6.2 6.2 6.3 6.8 8.0 9.3 10.6 11.5 11.6 11.4
85 and over 1.4 1.6 1.7 1.9 2.0 2.0 2.1 2.4 3.0 3.6 4.2 4.6
100 and over 0.0 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.3

Highest Series
Population

65 and over 12.8 12.6 12.6 13.1 14.5 16.1 17.9 19.2 19.6 19.4 19.4 19.3
75 and over 5.6 6.1 6.3 6.3 6.3 6.9 7.9 9.2 10.4 11.4 11.4 11.3
85 and over 1.4 1.6 1.8 2.0 2.2 2.2 2.4 2.7 3.4 4.7 4.7 5.2
100 and over 0.0 0.0 0.0 0.1 0.1 0.1 0.2 0.2 0.2 0.4 0.4 0.5

High Life Expectancy Series
Population

65 and over 12.8 12.8 12.9 13.7 15.3 17.2 19.5 21.3 22.1 22.4 22.5 22.8
75 and over 5.7 6.2 6.5 6.5 6.7 7.4 8.7 10.2 11.8 13.1 13.5 13.5
85 and over 1.4 1.6 1.8 2.1 2.3 2.4 2.6 3.0 3.8 4.7 5.9 6.3
100 and over 0.0 0.0 0.0 0.1 0.1 0.1 0.2 0.2 0.2 0.3 0.4 0.6

Source: Employee Benefit Research Institute tabulations of data from U.S. Department of Commerce, Economics and Statistics
Administration, Bureau of the Census, Population Projections of the United States, by Age, Sex, Race, and Hispanic Origin: 1992 to
2050, Current Population Reports, Series P–25–1092 (Washington, DC, U.S. Government Printing Office, 1992).
aThe U.S. Bureau of the Census projects future population growth using 10 alternative projections that are  based on projected

degrees of change in fertility, life expectancy, and net immigration, assuming low growth, middle growth, and high growth.  The
middle series assumes middle level growth in all three components.  The highest series assumes high level growth in all three
components.  The high life expectancy series assumes middle level growth in fertility, high level growth in life expectancy, and
middle level growth in net immigration.  The future size of the elderly population is projected to be smaller under the high life
expectancy series projection than under the highest series projection.  However, high life expectancy series projections indicate
that the elderly will account for a greater percentage of the total population than under the highest series projection because the
total population is also projected to be smaller.  Other Census Bureau projection series include: lowest, low fertility, high fertility,
low life expectancy, low net immigration, high net immigration, and zero net immigration.

life expectancy projection it would be 75.5 (21.3 percent)
(table 1).

There will be a concurrent increase in age of the
baby boom generation and the median age of the U.S.
population. Under middle series projections, the median
age will rise from 34.3 in 1995 to 39.0 in 2030. Under the

highest series, the median age is projected to rise to
36.6 in 2030, and under the high life expectancy series it
is projected to rise to 39.8 (table 1). Chart 4 depicts the
growth of the population aged 65 and over under various
Census Bureau projection series.
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Chart 4
Percentage of the U.S. Population Aged 65 and Over, Actual 1950–1990, Projected 1995–2050, Based on

Alternative U.S. Census Bureau Projections
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Chart 5
Labor Force Participation Rates by Gender for Individuals

Aged 25–44, a Actual 1940–1991, Projected 1992–2005
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ally reflected the pyramid shape of the population, with a
proportionately greater number of younger workers than
older workers. Census data suggest that this structure
will change to one in which there is approximately the
same number of individuals in the labor force from each
age group. Labor force growth in the group aged 18–21
has been flat since it reached a peak of 17.4 million in
1980. Under the Census Bureau middle series projection,
the size of this group will decline from 15.2 million in
1991 to 13.8 million in 1994. It is then projected to
increase to 15.7 million in 2000 and to 17.8 million in
2010 (U.S. Department of Commerce, 1992c). Although
the number of young workers is projected to rise,
they will still represent a proportionately smaller
share of the labor force. Middle-aged and older
workers will account for a larger proportion of the
labor force.

Female Labor Force Participation
Another labor force trend is the increased labor force
participation of women. Women’s participation, which
grew at a small, relatively constant rate since before the
turn of the century, began to accelerate in the mid-1950s.
In 1942, the labor force participation rate among
women aged 25–44 was 34.0 percent; in 1991, it was
75.0 percent (chart 5).

The largest source of growth in the labor
force participation of women has been among
married women, rising from 31.9 percent in 1960 to
58.5 percent in 1991. Among married women, the
group aged 25–34 experienced the greatest increase in
labor force participation, rising 41.3 percentage points
between 1960 and 1991, compared with a 33.3 percent-
age point increase among married women aged 20–24.
During this period, the labor force participation rate
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4   Immigration statistics cited in the “Diversifying Population” section are for
fiscal years ending September 30.

5  This figure excludes the 2.5 million persons who were granted permanent
residence under the legalization program of the Immigration Reform and
Control Act of 1986.

Diversifying Population
In addition to an increase in the median age of the
U.S. population, the population is also becoming
more diverse. A substantial portion of future
population growth is likely to consist of new
immigrants.4 Data from the U.S. Immigration and
Naturalization Service show that an average of 570,000
individuals per year immigrated to the United States
between 1979 and 1988; immigration averaged 657,000
per year between 1989 and 1991.5

Asian and Mexican immigrants account for a
large portion of these increases. Since the 1950s, the
number of immigrants from Europe to the United States
has fallen, from 59.3 percent of total immigrants be-
tween 1951 and 1960 to 9.2 percent between 1981 and
1991, while the number of Asian immigrants has risen
from 6.2 percent to 34.7 percent during the same period.
The number of immigrants from Mexico has increased
from 12.7 percent between 1951 and 1960 to 28.4 percent
between 1981 and 1991 (U.S. Immigration and Natural-
ization Service, 1992; U.S. Department of Commerce,
1992b; and U.S. Department of Commerce, 1985).

Five of the most pervasive
labor force trends have
been the aging of the
labor force, a growing
proportion of women in
the paid labor force,
earlier retirement, in-
creased immigrant
representation, and a
growing need for a labor
force with specialized
skills and training.

Aging Labor Force
The age distribution of the U.S. labor force has tradition-
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6   See Charles Betley, "Trends and Issues in Early Retirement" EBRI Issue
Brief no. 103 (Employee Benefit Research Institute, June 1990) for further
discussion of retirement trends.

among single women grew the most
among the group aged 16–19 (20.1
percentage points); the rate fell for
single women in all other age groups
(i.e., those aged 20–24, 25–34, 35–44,
and 65 and over). Among separated,
divorced, or widowed women, the labor
force participation rate grew the most among the group
aged 35–44 (12.1 percentage points) (U.S. Department of
Commerce, 1992b).

Among married women, the largest increase in
the labor force participation rate has been among
mothers. In 1960, 18.6 percent of married women with a
husband present and children under age 6 were in the
labor force; by 1991, 59.9 percent of these women were in
the labor force (U.S. Department of Commerce, 1992b).
In 1991, 66.8 percent of married women with a husband
present and with children under age 18 were in the work
force (U.S. Department of Commerce, 1992a).

Early Retirement Trends
A third labor force trend is the tendency for workers to
opt for earlier retirement. While the labor force partici-
pation of women has been increasing, successive cohorts
of workers have been retiring earlier (Ruhm, 1991). In
1970, 83 percent of all men aged 55–64 were in the
labor force; this rate dropped to 66.9 percent in
1991. The participation rate for women aged 55–64
grew during this period—from 43.0 percent to
45.3 percent. Relatively few persons aged 65 and over
were labor force participants in 1991—only 15.8 percent
of men and 8.6 percent of women. This compares with
26.8 percent of men and 9.7 percent of women in 1970
(U.S. Department of Commerce, 1992b).

It is impossible to predict whether the early
retirement trend will continue. Some analysts contend
that, given the changes in Social Security’s normal
retirement age from age 65 to age 67 (scheduled to rise
incrementally through 2027), the average age of retire-
ment will increase, but most feel that the impact of this

In 1970, 83 percent of
all men aged 55–64

were in the labor force;
this rate dropped to

66.9 percent in 1991.
The participation rate
for women aged 55–64

grew during this pe-
riod—from 43.0 per-
cent to 45.3 percent.

change will be minimal. If employers,
too, begin to raise the normal retire-
ment age or provide incentives to
delay retirement, the average age of
retirement could increase. But other
factors, such as poor health, other
sources of retirement income, and

individual preferences for retirement, could dominate the
decision to retire.6

Immigrants and the Labor Force
An increased representation of immigrants in the labor
force is another labor force trend. U.S. Department of
Labor (DOL) estimates of the labor force to 2005 show
that 4.8 percent of the labor force will be “Asian and
Other,” and 11.1 percent will be of Hispanic origin (table
2). The greatest annual growth in the labor force
between 1992 and 2005 will be among workers of
Hispanic origin (4.0 percent), followed by workers
who are “Asian and Other” (3.5 percent) (table 2).
This compares with the overall growth in the labor force
between 1992 and 2005 of 1.3 percent (table 2).

Need for Skilled Workers
Another factor that will affect the labor force and em-
ployers is the growing need for a pool of employees with
specialized training and skills. The average years of
formal education has been growing. In 1940, 12.0 percent
of the U.S. population completed at least four years of
high school, compared with 38.6 percent in 1991.  Over
the same time period, the percentage of the population
completing four or more years of college rose from
3.7 percent to 21.4 percent (U.S. Department of Com-
merce, 1975; U.S. Department of Commerce, 1992b).
Despite this trend, there is growing concern among
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Table 2
Civilian, Noninstitutional Labor Force by Gender, Age, Race, and Hispanic Origin,

1992 and Moderate Growth Projections, 2005

Level (in thousands) Percentage Change Percentage Distribution Average Annual Growth Rate

Group 1992 Projected, 2005 1992–2005 1992 Projected, 2005 1992–2005

Total,16 and over 126,982 150,732 18.7% 100.0% 100.0% 1.3%
Gender

men, 16 and over 69,184 79,338 14.7 54.5 52.6 1.1
women, 16 and over 57,798 71,394 23.5 45.5 47.4 1.6

Age
16–24 20,454 24,048 17.6 16.1 16.0 1.3
25–54 91,097 104,562 14.8 71.7 69.4 1.1
55 and over 15,432 22,122 43.4 12.2 14.7 2.8

Race
white, 16 and over 108,526 125,785 15.9 85.5 83.4 1.1
black, 16 and over 13,891 17,766 27.9 10.9 11.8 1.9
Asian and other,a

16  and over 4,565 7,181 57.3 3.6 4.8 3.5
Hispanic origin,b

16 and over 10,131 16,790 65.7 8.0 11.1 4.0

Source: Employee Benefit Research Institute tabulations of data from  U.S. Department of Labor, Bureau of Labor Statistics, Employ-
ment and Earnings, January 1993 (Washington, DC: U.S. Government Printing Office, 1993) and unpublished data from the U.S.
Department of Labor, Bureau of Labor Statistics, Office of Employment Projections.
aThe “Asian and other” group includes Asians, American Indians, Alaskan natives, and Pacific Islanders.
bPersons of Hispanic origin may be of any race.

policymakers and employers that the quality of
education received is inadequately preparing
individuals for the increasing proportion of posi-
tions that require technological skills. In 1991,
nearly 4 million individuals aged 14–24 were high school
dropouts (U.S. Bureau of the Census, 1992b). Employee
Benefit Research Institute (EBRI) tabulations of U.S.
Bureau of Economic Analysis data show that between
1981 and 1991, the number of manufacturing jobs fell
from 19.7 million to 18.0 million, or from 22.5 percent of
total positions to 17.4 percent. There has been a concur-
rent increase in the number of positions requiring
specialized training and skills.  The need for a work force
with specialized training and skills is particularly
important at a time when immigrant populations—who
generally have less specialized training—are the fastest
growing sector of the work force.

Aging Work Force
Firms that have tradition-
ally relied on new entrants
into the work force (fast
food restaurants and
grocery stores) have
already experienced rising
labor costs as they com-
pete for workers under
age 24—the baby bust
cohort (Bernstein, et al.,

1987). DOL projections indicate that between 1992 and
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2005 the labor force will grow at an average rate of 1.3
percent per year (table 2)—less than one-half the aver-
age growth rate throughout the 1970s. However, the
rapid rise in labor force growth in the 1970s was
abnormal, and the slower growth that is currently
occurring is more in accordance with historical
trends. During the 1970s, the baby boom reached
working age at the same time that womens’ labor force
participation rates rose steeply. Between 1992 and 2005
the number of workers aged 16–24 in the labor force is
projected to increase by 17.6 percent, from 20.4 million to
24.0 million (table 2).

The rise in the average age of the labor force has
implications for compensation and benefits packages.
The labor force has traditionally been pyramid-shaped,
with fewer older workers relative to middle-aged and
younger workers, but this is changing. Consequently,
compensation structures in which earnings automati-
cally rise with age will become less appropriate. A more
even population distribution may lead employers to offer
benefit packages attractive to a broad range of employ-
ees. In the area of retirement benefits, a com-
bination of defined benefit and defined contribu-
tion plans may be increasingly used to provide a
base level of retirement benefits that will appeal to
older workers and provide a more visible accumu-
lation of benefits in a defined contribution
account that will appeal to younger workers
(Silverman, forthcoming).
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Implications of Womens’
Labor Force Participation
Child Care—As more women with
children continue entering the labor
force, employers will be encouraged to
develop and implement programs to
accommodate employees’ changing
needs and offset productivity losses that can result from
time lost from work.7 In 1988, among the nearly
19 million employed women with children under
15 years of age, 4.4 percent reported that they lost
time from work in the previous month because of a
failure in their child care arrangement8 (U.S
Department of Commerce 1992a). The amount of lost
time was least when the child was aged 12 and over and
greatest when the child was under 2.

Employers have begun offering a restructured
work week, termed flextime, to help employees adjust
their schedules for child care and work responsibilities.
Flextime plans allow employees to vary the times their
workdays begin and end. Variations can occur in the
number of hours worked each day or in the total number
of hours worked each week or pay period.

Another restructured job arrangement offered by
some employers is job sharing. Job sharing refers to a
structured arrangement that merges the duties of two or
more (part-time) workers into one job. Employees
involved in the sharing are interchangeable. This
arrangement enables two or more workers to balance
work and family responsibilities.

An increase in the number of mothers in the
work force also encourages employers to offer additional
benefits such as child care, adoption assistance, and
parental leave. Because members of the baby boom
cohort are still in their childbearing years, receiving

these benefits is likely to remain an
important policy issue.

Elder Care—Women have been the
traditional caregivers for the
frail elderly. As more women
enter the labor force, employers
will need to address the needs of

employees with caregiving responsibilities. As
more workers help to care for their parents or other
relatives, productivity on the job is likely to be affected.
When employees use sick leave, come in late, leave early,
extend their lunch hours, or need to make personal
telephone calls because they are trying to juggle two or
three roles at once—employee, parent, and caretaker or
care coordinator—their work is likely to suffer.

Productivity can also be impaired when an
employee refuses to accept a promotion, reduces hours,
or quits to care for a chronically ill dependent. Survey
results indicate that a substantial percentage of the
work force report that their work is affected in some way
by long-term caregiving responsibilities. In a 1993
survey conducted by EBRI and the Gallup Organi-
zation Inc., 22 percent of employed respondents
indicated that a member of their family had
received some kind of long-term care during the
last five years (Employee Benefit Research Institute/
The Gallup Organization, Inc., 1993). Of this 22 per-
cent,    61 percent said that they or someone in
their family had provided that care. A 1989 EBRI/
Gallup poll found that 31 percent of respondents in
families that had provided long-term care claimed that a
family caregiver had refused a promotion, reduced
working hours, retired early, or stopped working specifi-
cally because of long-term caregiving responsibilities
(Employee Benefit Research Institute/The Gallup

In 1988, among the
nearly 19 million em-

ployed women with
children under 15 years

of age, 4.4 percent
reported that they lost
time from work in the

previous month
because of a failure in

their child care
arrangement.

8   The interviewer was instructed to include lost time from work resulting
from any disruption that resulted in an alternative child care arrangement.
For example, the provider may have been ill or have had an emergency or a
prior commitment. Disruption caused when the child’s illness prevented care
by the usual provider may also have been included.

7   See Nancy Saltford, “The Changing Environment of Work and Family,”
EBRI Issue Brief no. 138 (Employee Benefit Research Institute, June 1993) for
more information.
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Organization, Inc., 1989). In addition, in the 1993
survey, 50 percent of all respondents said if they were to
need long-term care assistance, they would expect that
care to be provided by a family member in their or a
family member’s home. A 1989 survey conducted by
Fortune Magazine and John Hancock Financial had
similar findings (Fortune Magazine and John Hancock
Financial Services, 1989). Results indicate that
38 percent of respondents with long-term caregiving
responsibilities needed to take unscheduled leave, and
37 percent reported leaving work early or arriving late.
An estimated 30 percent of female respondents reported
quitting their jobs in order to provide long-term care.

Recognizing that caregiving among their employ-
ees may lower productivity by affecting emotional and
physical well-being, employers or unions may consider
restructuring employee benefits programs. Information
and referral services, counseling, time off to care for a
dependent, and alternative delivery or financing options
such as adult day care are ways employers have begun to
address the problems employees experience as
caregivers.

Employers have also begun offering long-term
care insurance for active workers, retirees, and workers’
parents. The Health Insurance Association of America
(HIAA) reports that by year-end 1991, 288 employers
were sponsoring a long-term care insurance plan, up
from just 2 employers in 1987. Among these employers,
153 had begun sponsoring their plans in 1991). As of
December 1991, 135 companies were selling long-term
care insurance policies, up from 75 in 1987 (Health
Insurance Association of America, 1993).

Implications of Earlier Retirement
The tendency to retire earlier has increased the
significance of retirement to the individual and
society, especially in terms of the cost of support-

ing the retired population. This trend also has
implications for employers.  Employers may
choose to raise the normal retirement age to
encourage extended labor force attachment. They
may also choose to assess the current structure of
their retiree health benefit plans (see section on
Retiree Medical Benefits).

Implications of Need for Skilled Workers
In the future, employers will increasingly be
searching for prospective employees with special-
ized skills and training. According to the Department
of Labor, jobs that do not require post-secondary educa-
tion or training, such as manual labor or various service
industry jobs, will at best grow slowly, and may even
decline. At the same time, the number of jobs requiring
more technical skills will expand (Kutscher, 1991). Skills
training designed to help employees adapt to ever-
changing technology will be essential in confronting the
gap between the skill levels of work force entrants and
the demands of available jobs (Ferman et. al, 1990).

Retiree Medical Benefits
Another area in which demographic changes will affect
employers is retiree medical benefits. According to
EBRI tabulations of the March 1992 Current
Population Survey, 10.1 million, or 33.1 percent, of
the 30.6 million elderly received employer-spon-
sored health insurance coverage in 1991;
10.6 million, or 34.7 percent of the elderly, received
other private health insurance coverage in 1991.9

Forty-five percent of active full-time health plan partici-
pants in medium and large establishments were in plans
with a provision for postretirement medical benefits in
199110 (U.S. Department of Labor, 1993). Among those
with this coverage, 4 percent participated in plans that

Most surveyed
employers are respond-

ing to FAS 106 by
modifying, not elimi-
nating, their retiree
health care plans.

9   Other private health insurance coverage is defined as individual or group
coverage not offered through an individual’s current or former employer or
union. This category consists primarily of individually purchased private
insurance.

10   This includes plans financed wholly by employers and plans financed
jointly by employers and employees.
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covered only retirees under age 65;
2 percent participated in plans that
covered only retirees aged 65 and over;
and 38 percent participated in plans
that covered all retirees (U.S. Depart-
ment of Labor, 1993).

The issue of financing retiree
health coverage became a focus of policy debate when the
Financial Accounting Standards Board (FASB) issued
Statement No. 106 (FAS 106) requiring companies with
more than 500 retiree plan participants to account for
retiree benefits as a liability on their annual balance
sheets, effective for fiscal years after December 15, 1992.
In other words, employers are required to record retiree
benefit liability accruals as an expense against earnings
from the date employees are hired until they become
eligible for benefits. Each employer must estimate in
current dollars the expected postretirement benefits
obligation for each employee. The number that repre-
sents the liability for retiree benefits that the company
has accrued during the previous years—called the
accumulated postretirement benefit obligation (APBO)—
less plan assets is called the transition obligation. This
number is nearly always higher than the company’s
current costs for retiree benefits because it includes
future cost considerations for active employees or current
retirees not included in current costs, and there are
seldom any dedicated assets. In response to FAS 106 and
escalating health care costs, some employers have
already begun to restructure retiree medical plans for
current and future retirees.

Findings from an A. Foster Higgins survey
show that the number of retiree health plans is
falling.  However, most surveyed employers are
responding to FAS 106 by modifying, not eliminat-
ing, their retiree health care plans. Study findings
also show that, in 1991, 52 percent of surveyed employ-
ers offered retiree health coverage to retirees under 65,
and 49 percent offered coverage to retirees aged 65 and

over, down from 60 percent and
54 percent, respectively, in 1990.
Twenty-three percent of surveyed
employers have increased the retiree
contribution for the group under age
65, and 19 percent have increased the
retiree contribution for the group

aged 65 and over. Between 1990 and 1991, the percent-
age of surveyed employers requiring retirees to pay the
entire premium for family coverage rose from 21 percent
to 25 percent among retirees under age 65 and from
19 percent to 21 percent among retirees aged 65 and over
(A. Foster Higgins & Co., 1992).

The magnitude of the unfunded liability is
directly related to future health care costs and the
number of retirees. Financing on a current-cost basis
becomes more or less expensive on a per participant
basis, depending on the company’s relative growth. For
instance, the current cost of postretirement medical
benefits per active employee will be relatively smaller if
health care costs do not increase and the ratio of active
workers to retirees increases. However, if this ratio
decreases—which is the situation for most employers—
the cost of the postretirement plan per employee will
increase. Rising health care costs further accelerate plan
costs.

Longer life expectancies will increase the
cost of retiree health insurance plans. The propen-
sity of workers to retire earlier also raises plan
costs, as the funding period is shortened and the
benefit period is lengthened. Although the Census
Bureau’s middle series projections currently estimate
that the elderly population will number 78.9 million by
2050, alternative census projections point to even greater
growth among this population. The number of persons
aged 65 and over is projected to rise to 97.9 million under
the highest series projection and to 91.4 under the high
life expectancy projection.

Longer life expectancies
will increase the cost of

retiree health insur-
ance plans. The pro-
pensity of workers to

retire earlier also raises
plan costs, as the fund-
ing period is shortened
and the benefit period

is lengthened.
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and employees into the Hospital Insurance (HI) trust
fund essentially on a pay-as-you-go basis. That is,
current workers finance current benefits. One-quarter of
Medicare Part B is financed through the premiums paid
by beneficiaries, and three-quarters is financed from
general revenues. In 1992, 35.4 million persons were
Medicare beneficiaries, and total expenditures for the
program were $119.0 billion (table 3).

Medicare does not pay for many services needed
by chronically disabled elderly persons. Most of this care
is provided informally by family members or is paid for
directly out-of-pocket, resulting in expenses that can
easily exceed a family’s resources. Medicaid has become
an important source of coverage for these services and
especially for nursing home care. EBRI tabulations of the
March 1992 CPS show that 9.5 percent of the elderly
were covered by Medicaid in 1991. Personal health care
expenditures for nursing home care totaled $59.9 billion
in 1991. The largest share came from Medicaid
(47.4 percent), followed by out-of-pocket payments
(43.1 percent), Medicare (4.4 percent), and private
insurance (1.1 percent).

Technological advances in medicine,
coupled with a growing number and proportion of
persons aged 65 and over, are likely to increase
Medicare program costs per beneficiary. Expendi-
tures per Medicare enrollee are projected to
rise—in nominal terms—from $3,361 in 1992 to
$5,937 in 1998 (table 3). Consequently, the financial
problems experienced by the Social Security program in
the early 1980s are expected to arise in the Medicare
program within the next few years. The HI trust fund
ratio12 peaked at 136 percent in 1992. The intermediate
assumptions indicate that the ratio will decline steadily
to 42 percent in 1998, and the trust fund will be depleted
in 1999. Under pessimistic assumptions, the trust fund
ratio is projected to fall to 53 percent in 1997, with
depletion of the trust fund projected to occur in 1998.

The Medicare, Medicaid, and
Social Security programs and
federal worker retirement
systems—civil service and
military retirement pro-
grams—are important
sources of retirement income
security for the elderly. The
financial health of these
programs is likely to affect
employers, employees, and
retirees. Medicare provides
protection against the high
cost of acute and ambulatory
health care. Medicaid, the
means-tested health care
program for poor persons in

specific categories, pays for health care for low- income
individuals and elderly and disabled persons whose
Social Security income is sufficiently low that they
receive Supplemental Security Income and many whose
health care costs exceed their income. Workers who
qualify for Social Security can obtain benefits at age 6511

or at an actuarially reduced rate beginning at age 62. In
the event of major health care reform, it is likely that the
Medicare and Medicaid programs will be restructured to
fit into a new health care system. Therefore, cost projec-
tions for these two programs should be considered in this
light.

Medicare
Medicare, which is generally available to Social Security
recipients aged 65 and over, pays for acute health care
expenditures (hospital care and skilled nursing care)
under Part A and ambulatory physician services under
the optional Part B program. Part A of Medicare is
financed from current payroll taxes paid by employers
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12  Assets at the beginning of the year expressed as a percentage of the outgo
during the year.

11   This age is scheduled to rise incrementally in the next century to 67.



August 1993 • EBRI Issue Brief 15

Excluding interest
earnings, the HI trust
fund is projected to
begin showing a nega-
tive balance in 1993
under all three sets of
assumptions. Estimates
included in the fiscal
year 1994 Clinton
administration buget
show that total outlays
from the program rose
to $119.0 billion in 1992
and are projected to rise
to $233.1 billion in 1998
(table 3). Proposals to
reduce the age limit for
Medicare from 65 to 60,
offered during the
102nd Congress, would further increase these costs.
Without changes to the current system, the HI
trust fund will be insolvent about one decade
before the oldest baby boomers become eligible to
receive benefits—the beginning of rapid expansion
in the Medicare-eligible population.

Medicaid
The Medicaid program is administered by the states,
which are entitled to federal funding of between
50 percent and 83 percent of their expenses for medical
services provided in accordance with federal Medicaid
guidelines. States have a great deal of latitude in estab-
lishing specific eligibility rules and provider
reimbursement methods and rates and in determining
the scope of covered services. They are also free to cover
groups of persons and services not eligible for federal
matching funds. Consequently, each state’s Medicaid

program is different.
Individuals eligible in
one state might not be
eligible in another.
Medicaid eligibility is
not conferred automati-
cally on persons whose
income falls below
federal poverty stan-
dards. In fact, EBRI
tabulations of the March
1992 CPS show that
68.6 percent of elderly
individuals with family
incomes below the
poverty level were not
covered by Medicaid in
1991.13

One of Medicaid’s major
expenses is financing nursing home care. Thus, projected
growth in the population most likely to need nursing
home care services will directly affect program expendi-
tures. Over the next 25 years—before most of the
baby-boom is aged 65—the demand for institutional
long-term care services is projected to increase
73 percent, and the demand for noninstitutional care is
projected to increase 66 percent over the amount of care
now provided (Manton and Liu, 1984). Shortages of
services in light of this growing demand will continue to
put upward pressures on the cost of these services.14

In fiscal year 1991, Medicaid benefit pay-
ments rose to $77.0 billion, up from $64.9 billion in
fiscal year 1990.  The 1.5 million Medicaid recipients of
nursing facility services represented only 5.3 percent of
the 28.3 million Medicaid recipients, but the $20.7 billion
spent on these services accounted for 26.9 percent of
total Medicaid expenditures on personal health care.
Estimates of Medicaid expenditures through 2000 made

Table 3
Outlays per Medicare Enrollee, 1975 and

1980–1992, Projected 1993–1998

Number Outlays Estimated Outlays
(in thousands of enrollees) ($ billions) per Enrolleea

1975 24,453 $  12.9 $   528
1980 28,295 32.1 1,134
1981 28,844 39.1 1,356
1982 29,348 46.6 1,588
1983 29,885 52.6 1,760
1984 30,373 57.5 1,893
1985 30,957 65.8 2,126
1986 31,565 70.2 2,224
1987 32,229 75.1 2,330
1988 32,858 78.1 2,377
1989 33,468 85.0 2,540
1990 34,087 98.1 2,878
1991 34,738 104.5 3,008
1992 35,411 119.0 3,361
1993 36,104 132.7 3,675
1994 36,821 150.0 4,074
1995 37,528 168.0 4,477
1996 38,187 189.5 4,962
1997 38,762 210.9 5,441
1998 39,260 233.1 5,937

Source: U.S. Department of Health and Human Services, Health Care
Financing Administration, Office of the Actuary, Office of Medicare and
Medicaid Cost Estimates; U.S. Office of Management and Budget,
Budget Baselines, Historical Data, and Alternatives for the Future,
January 1993 (Washington, DC: U.S. Government Printing Office,
1993); U.S. Office of Management and Budget, Budget of the United
States Government: Fiscal Year 1994 (Washington, DC: U.S.
Government Printing Office, 1993).
aEmployee Benefit Research Institute tabulations.

13   Federal poverty thresholds vary by location and family size. In 1991,
weighted poverty thresholds were $6,620 for one person, $8,880 for two
persons, $11,140 for three persons, and $13,400 for four persons.

14   The average cost of a year’s stay in a nursing home has risen steadily from
$13,000 in 1980 to $31,000 in 1990 (Anzick, 1992).
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Table 4
Cost per Old-Age, Survivors, and Disability Insurance Beneficiary Under Intermediate and

Pessimistic Assumptions, Calendar Years 1975, 1980, and 1985–1992, Projected 1993–2006

Beneficiariesa Benefit Payments Cost per Beneficiaryb

Year Alternative II Alternative III Alternative II Alternative III Alternative II Alternative III

(thousands) ($ millions)

1975c 31,861 31,861 $ 67,022 $  67,022 $  2,104 $  2,104
1980c 35,492 35,492 120,598 120,598 3,398 3,398
1985c 37,027 37,027 186,075 186,075 5,025 5,025
1986c 37,683 37,683 196,666 196,666 5,219 5,219
1987c 38,171 38,171 204,106 204,106 5,347 5,347
1988c 38,613 38,613 217,149 217,149 5,624 5,624
1989c 39,141 39,141 230,882 230,882 5,899 5,899
1990c 39,825 39,825 247,816 247,816 6,223 6,223
1991c 40,587 40,587 268,162 268,162 6,607 6,607
1992c 41,504 41,504 285,995 285,995 6,891 6,891
1993 42,307 42,385 302,616 303,531 7,153 7,161
1994 43,057 43,243 319,182 323,833 7,413 7,489
1995 43,769 44,101 336,433 344,785 7,687 7,818
1996 44,446 44,950 355,017 373,425 7,988 8,308
1997 45,098 45,801 374,926 406,871 8,314 8,883
1998 45,725 46,650 396,062 435,829 8,662 9,343
1999 46,341 47,503 419,050 467,882 9,043 9,850
2000 46,958 48,366 444,177 501,959 9,459 10,378
2001 47,562 49,202 471,121 537,930 9,905 10,933
2002 48,161 50,042 499,506 576,029 10,372 11,511
2003 48,847 50,154 529,936 614,610 10,849 12,254
2004 49,556 51,031 561,587 654,757 11,332 12,831
2005 50,263 51,906 594,905 697,332 11,836 13,435
2006 50,888 52,692 630,198 742,521 12,384 14,092

Source: Employee Benefit Research Institute tabulations of U.S. Department of Health and Human Services, Social
Security Administration,1993 Annual Report of the  Board of Trustees of the Federal Old-Age and Survivors Insurance
Trust Funds (Baltimore, MD: U.S. Social Security Administration, 1993); and unpublished data  from U.S. Department of
Health and Human Services, Social Security Administration, Office of the Actuary.
aAs of December 31.
bEmployee Benefit Research Institute tabulations.
cActual data.

long-term care services can either be restricted directly
by denying approval for the construction or license of the
service or by providing a reimbursement rate that does
not allow for a normal or market rate of return.

Unless there are substantial improvements in
the elderly’s health status, increased numbers of very old
persons are likely to demand services and bid up the cost
for long-term care services, beginning long before the
baby boom generation becomes elderly. In the absence of
major reform of the Medicaid program, higher costs for
these services are likely to increase Medicaid expendi-
tures for those currently eligible for this program and
also to increase the possibility of more persons becoming
impoverished and joining the program. State legislators
may find themselves in a situation in which access to
long-term care requires either assigning a larger portion
of the state’s budget to the Medicaid program or increas-
ing the state’s overall budget by raising taxes. Long-term
care financing may also be included in national health
care reform.

by the Health Care Financing Administration (HCFA)
indicate that Medicaid expenditures on personal health
care will rise from $59.2 billion in 1989 to $234.9 billion
in 2000, with hospital care expenditures accounting for
38.7 percent in 1989 and 42.4 percent in 2000. Nursing
home expenditures are projected to rise from
$20.6 billion in 1989 to $59.9 billion in 2000. However,
nursing home care expenditures as a percentage of
Medicaid spending on personal health care are projected
to fall from 34.8 percent in 1989 to 25.5 percent in 2000.
Recent estimates through 1998 included in the
fiscal year 1994 Clinton administration budget
show that Medicaid expenditures are projected to
rise from $67.8 billion in 1992 to $150.2 billion in
1998 (U.S. Office of Management and Budget, 1993).

States have tried to control their Medicaid costs
in large part by reducing access to health care services.
Access can be denied either by lowering income or asset
eligibility standards for potential recipients or by re-
stricting the availability of services. Availability of
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51.7 percent over the next
10 years, from $7,153 in 1993 to
$10,849 in 2003. Based on pessimis-
tic assumptions, it is projected to rise
from $7,161 to $12,254 —an increase
of 71.1 percent (table 4).  Under
current law, the OASDI payroll tax

rate is not scheduled to rise above the current combined
employer-employee contribution of 12.4 percent.16

However, according to pessimistic assumptions, the cost
rate—the ratio of program costs to the taxable payroll for
the year—is projected to rise from 11.7 percent of taxable
payroll in 1993 to 19.8 percent in 2030.

Federal Employee Systems
The civil service and military retirement programs
represent a sizable liability to the federal govern-
ment, which will grow steadily with growth in the
aged population. The Civil Service Retirement System
(CSRS) covers those hired as federal employees prior to
1984, and the Federal Employee Retirement System
(FERS) covers those hired after 1984.17 These two
programs had an unfunded liability of $864 billion in
1991, compared with $831 billion in 1990 (Salisbury,
1993).

Budgeted outlays (inclusive of interest paid
on bonds held as assets by the plans) for these
employee pensions grew from $21 billion in 1975 to
$73 billion in 1991 and are projected to grow to
$92 billion in 1997 (Salisbury, 1993).

The Military Retirement System (MRS)
presents a future financial challenge as well. MRS
had an unfunded liability of $701.6 billion at the
end of fiscal year 1991, compared with $682 billion
at the end of fiscal year 1990 (Salisbury, 1993).

Social Security
In 1975, Social Security benefit pay-
ments were greater than revenues
received from payroll taxes. Reserves
established for contingencies under the
program were eroding, and it appeared
that the program would be bankrupt in the early 1980s.
Despite legislation enacted in 1977 to secure the trust
fund for 75 years, other measures were soon needed. The
1981 Amendments to the Social Security Act permitted,
as an interim measure, interfund borrowing from the
Disability Insurance fund and the HI trust fund. The
1983 Amendments to the Social Security Act raised taxes
and cut benefits, which staved off immediate bank-
ruptcy. According to intermediate assumptions, the
combined Old-Age, Survivors, and Disability Insurance
(OASDI) trust fund ratio (income to disbursements) will
peak at 298 percent (enough to cover expenses for nearly
three years) in 2015 and fall to 33 percent in 2035,
leading to exhaustion of the trust fund in 2036. Under
pessimistic assumptions, the combined OASDI trust
fund is projected to be exhausted in 2017. A growing
portion of the growth in the Social Security trust funds
in the 21st century will be derived from interest earnings
on special issue Treasury securities.15 Excluding interest
income to the combined OASDI trust fund, the funds are
projected to show a negative balance in 2020 under
intermediate assumptions and in 1997 under pessimistic
assumptions.

Longer periods of retirement and more
retirees are likely to keep a persistent upward
pressure on average Social Security program costs
per beneficiary. According to Social Security
intermediate assumptions, the average annual cost
per beneficiary will increase—in nominal terms—

According to Social
Security intermediate
assumptions, the aver-

age annual cost per
beneficiary will in-
crease—in nominal
terms—51.7 percent

over the next 10 years,
from $7,153 in 1993 to

$10,849 in 2003.

15   For more information on Social Security trust funds, see Michael A.
Anzick, “Financing Social Security Retirement Into the 21st Century,” EBRI
Issue Brief no. 109 (Employee Benefit Research Institute, December 1990).

16   The addition of interest income is projected to increase income to the trust

funds from a projected 12.64 percent of taxable payroll in 1993 to
13.12 percent of payroll in 2030, according to intermediate assumptions.

17   Civil Service Retirement System participants were given the option of
switching to the Federal Employee Retirement System in 1984.
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Employers and employees
participate in the financing of
Medicare, Medicaid, and
Social Security programs and
federal retirement systems.
Payroll taxes from employers
and employees finance
current Social Security
recipients and Part A of
Medicare. Federal income
taxes finance three-quarters
of Part B of Medicare and the
federal portion of Medicaid
expenditures. The state
portion of Medicaid funding
comes from general revenues,
mostly property, sales, and
income taxes. Therefore, the

ratio of beneficiaries to active workers can directly affect
the cost per worker or taxpayer. Unless the average age
of retirement increases, public programs financed by
active workers on a pay-as-you-go basis will continually
require either greater contributions from employers and
active employees, contributions from beneficiaries, or a
combination of both.

The potential consequences of a growing number
of elderly persons on the financing of pay-as-you go
programs can be seen in the ratio of persons who are not
of prime working age to those of prime working age (age
18 to 64). Over the next 30 years, the proportion of
dependents (children under age 18 and adults aged 65
and over) to the number of people of primary working
age is expected to decrease gradually as the last mem-
bers of the baby boom generation enter their working
years (chart 6). The ratio of potential dependents to
the working age population is projected to decline
from 63.7 percent in 1995 to 60.0 percent in 2010—a
level similar to the decade prior to 1945. As the
baby boomers begin to retire, this proportion is
projected to increase rapidly, reaching 78.6 per-
cent in 2035 (chart 6).

Although referred to as a dependency ratio, the
ratio actually exaggerates the extent of dependency
across generations. In particular, it does not adjust for
the number of employed dependents.  Nor does it adjust
for the lifetime accumulation of assets, including funded
pensions, held by individuals aged 65 and over or for
differences in individual health. On the other hand, a
dependent parent is potentially likely to require more
assistance for a much longer time than a dependent
child.

Some of the shortfalls in this measurement may
be compensated by other measures of dependency. For
example, the Social Security actuaries estimate the ratio
of workers paying Social Security payroll taxes to
beneficiaries. From 1960 to 1992, the ratio dropped from
5.1 to 3.2. Based on their intermediate assumptions
through 2070, the ratio is projected to remain above
3.0 through 2005 and then decline to 2.1 by 2030, when
all members of the baby boom generation will be at least
aged 65 (U.S. Department of Health and Human
Services, 1993).

Demographic changes and
employer and public
policy responses to them
will directly affect em-
ployees and retirees.
Higher labor market costs
that lead to new methods
of producing goods and
services could result in
the displacement of
workers with inadequate
or obsolete skills. Employ-
ees will also be affected by
increases in taxes that
become necessary to
support public expendi-
tures, while retirees are
likely to be affected by

any changes in public program benefits. Moreover,
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more persons will be affected by
the issues surrounding dependent
and long-term care.

Providing long-term care for
aging family members particularly
affects women.  As daughters or
daughters-in-law, they may have fewer
disincentives to leave the labor market (because their
wages are likely to be lower than their husbands’) to care
for an elderly parent. As younger spouses, women are
also more likely to become caregivers of their ailing
husbands. As spouses and as widows, women are more
likely to bear the financial burden of uncovered expenses
incurred by a husband’s illness. Women tend to marry
men older than themselves, and, because of their longer
life expectancy, will continue to comprise a dispropor-
tionate share of the single elderly. According to EBRI
tabulations of the March 1992 CPS, among persons aged
65–74 living in the community, the ratio of women to
men in 1991 was 1.2, and among persons aged 85 and
over, it was 2.2.

Women who reduce their work hours, change
jobs, or leave the labor force to become caregivers may be
less likely during their retirement years to afford health
care that is not covered by Medicare. In addition, such
women are more likely to need long-term care, because
they tend to report lower health status and more chronic
conditions than men of the same age (Verbrugge, 1982).

Growth in the aged popula-
tion, increased labor force
participation of women, a
growing immigrant popula-
tion, and the propensity for
workers to retire earlier are
the primary demographic
trends likely to affect employ-
ers, and, consequently,
employees and retirees.
Longer life expectancies and
earlier retirement increase

the duration of retirement, while
reduced mortality without commen-
surate declines in illness means that
more retired persons will need
assistance with activities essential for
independent living.

As the number of elderly
persons grows relative to the number of
nonelderly, the financing of public programs such
as Social Security, Medicare, and Medicaid be-
comes an increasingly important public policy
issue. Social Security benefits have already been re-
duced and taxes increased by the 1977 and the 1983
Social Security Amendments to avoid imminent insol-
vency in the OASDI trust funds resulting from high
rates of inflation and unemployment and a faulty benefit
indexation formula (later corrected) that was generating
unexpectantly generous replacement rates. Medicare is
projected to experience financial difficulties in the short
term, and Medicaid, despite the growing number of
persons likely to need assistance, is expected to continue
to manage program expenditures by restricting access to
health care.

The insolvency of the Medicare program and
actions by states to manage Medicaid expenditures will
precede the retirement of the baby boom generation that
is now between age 29 and age 47. Population projections
indicate that, in 2030, the retirement of this cohort will
increase the elderly population by 113.2 percent, from
32.8 million in 1993 to 69.8 million in 2030; increase the
portion of population aged 65 and over to 20.2 percent;
and increase the proportion of persons aged 85 and over
to 2.4 percent of the population.

Smaller family size will also slow the growth
rate of the labor force and therefore of potential taxpay-
ers and consumers. Relatively tighter labor markets are
likely to raise the cost of labor to employers. Employer
responses to these increases are likely to vary—depend-
ing partly on the products produced—but for most
employers the cost of production is likely to rise.

Concern about the quality of future workers has

As the number of
elderly persons grows
relative to the number

of nonelderly, the fi-
nancing of public pro-
grams such as Social
Security, Medicare,

and Medicaid becomes
an increasingly impor-
tant public policy issue.
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prompted some larger
employers to focus
attention and money on
the public school
system. More than
64 percent of 130 major
corporations surveyed
in 1988 ranked primary
and secondary educa-
tion as their major
concern, an increase
from 42 percent two
years earlier (The
Conference Board,
1988). Even if wages
are not driven up, training costs (including remedial
education) may raise the unit cost of labor.

As the composition of the labor force changes,
employers are likely to experience new pressures from
employees to consider a different mix of employee
benefits. Some expected changes include the changing
structure of the work force from a pyramid shape to one
that is relatively flat, the larger number of working
mothers, and the increased number of adults with a
chronically ill parent or family member. Most of the
growth in the labor market has been among women in
general and women with children in particular.

Smaller families not only reduce the number of
new employees and new taxpayers but also mean that
there will be fewer adults to assist parents and family
members with chronic disabilities. Longer life expectan-
cies without commensurate reductions in illness ensure
that more persons will need long-term care. Increasing
numbers of employees will become caregivers. Employ-
ers’ recognition that Medicare, supplemental Medicare
insurance (Medigap), or other forms of health insurance
do not cover long-term care and that coordinating this
care is confusing, stressful, and time consuming may
also lead to the formation of new employee benefits.

Increased longevity is also accompanied by

Chart 6
Ratio of Persons Not of Prime Working Age to Persons

Aged 18–64, by Age Group, 1900–2050
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Source: U.S. Department of Commerce, Economics and Statistics Adminis-
tration, Bureau of the Census, Historical Statistics of the United States,
Colonial Times to 1970 (Washington, DC: U.S. Government Printing Office,
1975); and U.S. Department of Commerce, Economics and Statistics
Administration, Bureau of the Census, Population Projections of the United
States, by Age, Sex, Race, and Hispanic Origin:  1992 to 2050, Current
Population Reports P–25–1092 (Washington, DC: U.S. Government Printing
Office, 1992).

the need for more
extensive savings
for retirement to
finance basic living
expenses, health
care costs, and,
increasingly, some
type of long-term
care. On average, a
man retiring at age
65 in 1990 will need
to finance 14.8 years
of retirement; a
woman will need to
finance 18.8 years.

This time period will lengthen to 16.7 years for
men and 20.7 years for women retiring in 2030. The
need for increased retirement income should be consid-
ered within the context of current pension design, the
future solvency of the Social Security program, and
health care costs. Will an individual who has partici-
pated in a defined contribution pension plan have the
necessary resources to adequately finance an extended
period of retirement? In addition, will individuals be able
to finance the growing share of retiree health costs that
will become their responsibility as employers restructure
current plans to curtail the growing costs of health care
and address the requirements of FAS 106?

Concern over retirement income security for a
growing elderly population and the employee benefit
needs of a diversifying work force has prompted employ-
ers and policymakers to focus on these issues. For
example, womens’ growing labor force participation has
led policymakers to focus on changing employee needs.
On February 5, 1993, President Clinton signed the
Family and Medical Leave Act (H.R. 1) into law. Effec-
tive August 5, 1993, the law provides up to 12 weeks of
unpaid, job-protected leave each year (with continued
health insurance coverage) to employees for the birth or
adoption of a child or for the serious illness of the
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is currently director of research at the National Academy of
Social Insurance.



                                       August 1993 • EBRI Issue Brief22

________. Statistical Abstract of the United States 1985.
Washington, DC: U.S. Government Printing Office,
1985.

________. Statistical Abstract of the United States, 1975.
Washington, DC: U.S.  Government Printing Office,
1975.

________. Population Projections of the United States, by
Age, Sex, Race, and Hispanic Origin:  1992 to 2050.
Current Population Reports, P-25–1092.  Washing-
ton, DC: Government Printing Office, 1992c.

U.S. Department of Health and Human Services. Public
Health Service. Monthly Vital Statistics Report
(September 30, 1992): 2.

________. Social Security Administration. 1993 Annual
Report of the Board of Trustees of the Federal Old
Age and Survivors Insurance and Disability Trust
Funds. Washington, DC: U.S. Government Printing
Office, l993.

U.S. Department of Labor. Bureau of Labor Statistics.
Employee Benefits in Medium and Large Firms,
1991. Washington, DC: U.S. Government Printing
Office, 1993.

U.S. Immigration and Naturalization Service. 1991
Statistical Yearbook. Washington, DC: U.S. Govern-
ment Printing Office, 1992.

U.S. Office of Management and Budget. Budget of the
United States Government, Fiscal Year 1994.  Wash-
ington, DC: U.S. Government Printing Office, 1993.

Verbrugge, L. M. “Sex Differentials in Health.” Public
Health Reports 5 (September–October 1982):
417-437.



August 1993 • EBRI Issue Brief 23

Suite 600

2121 K Street, NW

Washington, DC

20037-1896

202-659-0670

The EBRI Databook on Employee Benefits—2nd edition.
A comprehensive statistical reference work on the entire range of private- and public-sector employee benefit
programs and work force related issues. Organized into four easy-to-read sections, this invaluable resource
presents data from multiple authoritative sources in table and chart form, supplemented with concise
explanations.

Add to this an appendix providing general economic and demographic data that will help you put employee
benefit trends into perspective, a complete glossary, a summary of legislative changes to employee benefit
programs, and a list of research references.

                The EBRI Databook on Employee Benefits, 2nd edition regular price is $35.95  —  special
                  discounted price is $17.98.

The perfect combination—Fundamentals of Employee Benefit Programs—to give you the back-
ground and structure of employee benefits and the EBRI Databook on Employee Benefits—to give
you all the data you need, right at your fingertips!

EMPLOYEE

BENEFIT

RESEARCH

INSTITUTE

EBRI

Also from EBRI . . .
the perfect supplement to Fundamentals:

To order your copies of Fundamentals and the Databook, call EBRI
publications at (410) 516-6946. For information on quantity dis-
counts, call (202) 659-0670.

Fundamentals of Employee Benefit Programs, 4th edition:
EBRI’s best seller—updated for the 1990s.

Written in clear, concise nontechnical language, this fact-filled study covers everything you need to know, from
health insurance to pension plans and from retirement planning to dependent care programs. Each chapter
reviews the history of the program, outlines its design and structure, and reviews related legislation and regula-
tions.

This edition has been completely revised and updated for the 1990s and covers legislative and regulatory changes
that have occurred since the Tax Reform Act of 1986. It also includes new material on cash balance pension plans,
pension coverage and participation rules, and an entire section on public-sector employee benefits.

Fundamentals should be extremely useful to both employees and employers as a reference guide, a primer for
human resource training programs, and an educational resource on employee benefit information.

Chapters include:
• Trends in Employee Benefits • Social Security • ERISA • Defined Benefit and Defined Contribution Plans • Cash Balance
Pension Plans • Individual Retirement Accounts • Managing Health Care Costs • Integrating Pension Plans with Social
Security • Health Insurance • Planning for Retirement • 401(k) Cash or Deferred Arrangements • Profit-Sharing Plans •
Group Life Insurance Plans • Disability Income Plans • Legal Services Plans • Dependent Care Programs • Retirement Plans
for the Self-Employed • HMOs and PPOs • Evaluating an Employee Benefit Program • Thrift Plans • Section 403(b) Plans •
Flexible Benefit Programs • Employee Stock Ownership Plans • Educational Assistance • Employee Assistance and Health
Promotion Programs. And much more . . .

Fundamentals of Employee Benefit Programs, 4th edition — $24.94 softcover, $35.95 hardcover.

Special 50%
Discount  Now

Available!



                                       August 1993 • EBRI Issue Brief24

©  1993.
Employee

Benefit
Research
Institute.
All rights
reserved.

The Employee Benefit Research Institute (EBRI) is a nonprofit, nonpartisan public policy
research organization based in Washington, DC.  Established in 1978, EBRI provides
educational and research materials to employers, employees, retired workers, public
officials, members of the press, academics, and the general public.  The Employee Benefit
Research Institute Education and Research Fund (EBRI-ERF) is a nonprofit, nonpartisan
education and research organization established by EBRI in 1979.  EBRI-ERF produces
and distributes a wide range of educational publications concerning health, welfare, and
retirement policies.  Through their books, policy forums, and monthly subscription
service, EBRI and EBRI-ERF contribute to the formulation of effective and responsible
health, welfare, and retirement policies.  EBRI and EBRI-ERF have—and seek—a broad
base of support among interested individuals and organizations, as well as among private-
sector companies with interests in employee benefits education, research, and public
policy.

EBRI Issue Briefs and EBRI Notes (a monthly newsletter featuring highlights of
employee benefits legislation, corporate trends, statistics, events, and a list of new publi-
cations) are published by the Employee Benefit Research Institute Education and
Research Fund with the assistance of the staff of the Employee Benefit Research Insti-
tute.  Annual subscriptions are available for $224. Editorial inquiries may be
directed to EBRI, 2121 K Street, NW, Suite 600, Washington, DC  20037-1896, (202) 659-
0670.  Orders, payments, inquiries, and all other correspondence relating to subscriptions
should be sent to EBRI’s distribution agent, The Johns Hopkins University Press, 701 W.
40th Street, Suite 275, Baltimore, MD  21211, USA, (410) 516-6964.

EBRI Issue Briefs and EBRI Notes are also available to EBRI Periodical Sub-
scribers. EBRI Periodical Subscribers also receive EBRI’s Benefit Outlook (a
quarterly bill chart covering the latest legislative developments in a variety of benefit
areas), EBRI’s Quarterly Pension Investment Report (a quarterly report that tracks
the growth of private and public pension assets and their investment mix and perfor-
mance), and other EBRI special reports, studies, and books.

For information on subscribing to EBRI Issue Briefs and EBRI Notes ($224/year),
becoming an EBRI Periodicals Subscriber ($1,500/year),  or for general member-
ship information, call or write to EBRI at 2121 K Street, NW, Suite 600,
Washington, DC 20037-1896, (202) 659-0670.

Nothing herein is to be construed as necessarily reflecting the views of the Employee
Benefit Research Institute or the Employee Benefit Research Institute Education and
Research Fund or as an attempt to aid or hinder the passage of any bill pending before
Congress.

EBRI Issue Brief is registered in the U.S. Patent and Trademark Office
ISSN:  0887-137X      0887-1388/90 $ .50 + .50 .

Is
su

e 
Br

ie
f

EBRI
EMPLOYEE
BENEFIT
RESEARCH
INSTITUTE




