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LETTERS OF TRANSMITTAL

Ocroner 25, 1973,
T'0 the members of the Joint Feonemic ( ‘omniittee:

Transmitted herewith is a study entitled *The Labor Market Im-
pacts of the Private Retirement system™ by Robert Taggart., This
study is Paper No. 11 in the series prepared for the Subcommittee on
Fiscal Policy as part of a_comprehensive review of income transfer
programs under the general title Ntudies in Public Welfare,

The views expressed in this study arve those of the author and do not
necessarily represent the views of members of the Joint Feonomie
Committee. the Subcammittee on Fiseal Policy, or the subcommittee
statl.

WriGnT ParMaN,
Chairman,Joint Economic Commdttee.

Ocronkl 23, 18973,
Hon., Wricur PaTMaN,
Chairman, Joint Economic Committee,
I'.8. Congress, Washington, D.C.

DeAr Mi. Criarraray : Transmitted herewith isa study entitled <The
Lobor Market Impacts of the Private Retirement Svstem™ by Robert
Taggart. This study is Paper No. 11 in the series Studios r Public
Welfare. prepared for the Subcommittee on Fiseal Poliey in its re-
view of the Nation's income transfer programe,

The subcommittee demonstrated a major interest in the cconomic
problems of the aged by publishing in 1967 a series of studics entitled
1l Age Income Axsurance. This study is in the tradition of the
enrlior studies in that it examines the broand implications of the private
pension system. One cannot view the yrivate pension svstem in isola-
tion. Tt is important to address the effects of the system on carly re-
tirement, on labor mobility. and on income security. Private pensions
are especially relevant to the current studies of the subcommittee be-
cnuse of linkages between pensions and such public transfer programs
as social security and supplemental security income,

Congressional committees in the House and Senate that are Jdevelop-
ing pension reform legislation will also find this study of great inter-
cst. Taggart separates fact from fiction in his discussions of : Who is
and who is not covered by private pensions? What types of age and
service requirements are most common in pension plans¢ And how
often are covered workers with long tenure the victims of unfair rules
causing them to lose pension benefits?

Robert I. Lerman of the snbcommittee staff helped prepare the
study for publication. The views expressed in this study are exclusively
those of the author and do not necessarily represent the views of the
members of the Joint Economic Committee, the subcommittee, or the
subcommittee staff.

‘MarrA W. GRIFFITHS,
Chairman, Subcommittee on Fiscal Policy-
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FOREWORD

Abuses of the pension system have angered many Americans, News
accounts of bankrupt pension funds and of individuals who lese all
pension rights after 20 years and more of faithful service. have helped
to stimaulate public concern. A good indication of the importance of
thejgrowing public interest is that the President and committee chair-
men in the House and Senate have proposed legislation under the gen-
ernl heading of pension reform. If the President and Congress can
achieve o compromize. new laws regulating pensions are likely to be
on the hooks by the end of the 93d Congress, With legislation immi-
nent but with final decisions unresolved on some issues, this study rep-
resents a timely addition to knowledge about the private pension
system,

Most disenssions of pension reform focus on equity issues. Some ex-
wnples of these egnity questions are the following: How long should
an employee have to work at a firm before his pension rights become
permanent ¢ At what age shonld a worker be able to draw on his pen-
sion? Should @ werker be allowed to retain his pension rights as he
moves from one job to another? Less attention has been devoted to dis-
cussing an equally important sot of issnest namely, the effects of the
private pensios system on the lubor market, Robert Taggart provides
a valunble service by addressing questions on the labor market effects
of pensions, Dr, Taggart examines such questions as the following: To
what extent do private pensions influence carly retirement ¢ Does the
private retirement system reduce the job opportunities of older per-
sons? Do lengthy job tenure vequiremients for attaining pension rights
impede worker movements from one job to another ¢

The Taggart study is relevant to the Subcommittee on FFiseal Pol-
iey's longstanding interest in income sourees of aged persons. In De-
cember 1967, the subcommittee published six comprehensive volumes
of studies in the series Ol Age Lncome Axsurance, Many of these
stidies continue to provide sound analyses of sneh popular topics of
pension reform as vesting, funding, and portability, In addition, the
studies covered employment. eiffects of private pensions and the rela-
tionship between the private retivement system and publie programs
for the aged. The Taggart study chonld again stimulate thinking
about the hroader aspects of the private retirement svstem instead of
viewing the system in isolation,

Tagunrt's study is also relevant to the subecommittes’s review of
public income transfer programs. In considering ways to improve
the current system of publie transfers. one eaunot. ignore the mter-
action between the private retivement system and publie transfer pro-
grams. By far the elosest linkage i between the private retirement.
system and the social seenrity retirement system. This linkage pro-
vides some excellent examples of the implieations of Taggard's find-
ingy for policy.
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First. Taggart’s work weakens the case for across-the-board in-
eronses in soert] seenrity benefits based on old formulas for computing
base level benefits. Taggrt points out that the large and contiming
growth in total pension benefits represents substantial inereases in
per person henefits for about half the retirees but, after a certain point,
there will be little incresse in the share of retirees receiving a private
pension. This means that, as current taxpayers contimie to provide
neross-the-bonrd social seeurity benefit increnses, a large share of these
benefits will go to retirees with relatively high private pension inconw.
Social seenrity will become an inereasingly ineflicient instrument for
putting money in the hands of the poor or near-poor aged.

Socond. the fact that a large share of workers are likely to remain
uncovered by private pensions strengthens the case for splitting social
security's pension function from its antipoverty function.! Present
formulas attempt to provide the most generons treatment (that i<
the highest amount by which henefits exceed the actuarial value of
contributions) to those who contributed least., As private pensions
grow. this policy may vield inereasingly haphazard results. Some
lower earners benefiting from the redistributive aspects of the formula
will add their social seenrity benefits to their private pensions and
end up better off than others with no private pension who paid more
social security taxes and received less favorable treatment under the
social seenrity formmla, Still others, who had low covered earnings
and who have no privite pension, will gain little from the redistribu-
tive aspects of the social security formulas, Since many of these most
needy will receive payments from the supplemental security income
program. they will gain only $20 per month from their social security
benefits,®

Finally, some of Taggart's findings demanstrate how unfair the
social security retirement test is, A large shave of aged workers receive
no private pension henefits at all. As a result, their income from
sources other than work is inadequate, Tt is these workers «ho must
and who do work to achieve adequate incomes, Taggart points out
that a higher share of social sccurity recipients without private
pensions work than do recipients with pensions, Thus, the aged vorker
unlucky in not receiving a pension is often doubly unlucky in that
the retirement test makes difficult his attempt to use earnings rather
than a private pension to supplement his social security benefits.

t Michael K. Taussig presents the ease for splitting the functions of so:ial
security In “The Noclal Security Retirement Program and Welfare Reform,”
tn Issurs in the Coordinntion of Public Welfare Programs, Paper Na, 7. 8tudies
in Public Weltare, Subcommittee on Figcal Policy. Washington, D.C.: UK, Goy-
ernment Printing Office. July 2. 1973, pp. 14-39.

2 ep Rubert 1, Lepman “Incentive Effects in Public Income Transfer Programs.”
in Imeome Transfer Programs: Howe Thep Tar the Puor, Paper No, 4, Studies in
Public Welfare. Suhcommittee on Figeal Poliey. Washington, D.(%.: UK, Gov-
ernment Printing Office, Dec, 22, 1872, pp. 70-7R.



PREFACE

The private retirement system consists of thousands of separate
pension anid profit-sharing plans, large and small, covering employers
and employees of all types and providing retirement benefits which
range from nigaardly to princely. The variation in every dimension of
these plans is so great that it is vather heroic to view them as a “sy=-
tem™ and to try to assess their aggregnte impacts. Yet, there is no
doubt that taken together. the growth and development of these varied
plans have had signiticant consequences, The welfare of those who ave
receiving or will receive benefits has been dramatically improved. The
eeonomy as a whole has been affected by the accumulation of large
funds for the payment of future benefits. And the work patterns of
the labor force, especially of older cohorts, have heen altered.

The problem is to relate developments in the thousands of separate
plans to measured aggregate changes in order to determine the diree-
tion and degree of impact. Unfortunately, there is limited data sum-
narizing the chareteristics of private vetirement plans and measuring
the extent of their development. There is even less information which
can be used to link these characteristics and developments to their
aggregate effects,

Data and deseriptive informution on how profit-sharing plans op-
erate, hoth separately and in combination with pension plans, are par-
ticularly meager. As n result, the analysis deals almost exclusively with
the impact of pension plans. Although it is not always possible to assess
the effects of pension pluns separately from those of profit-sharing
plans partly beeause some employers have both. these linkages should
not impart any significant hins to the findings reported here.

Given the diversity of the private retirement system, the dearth of
descriptive data. and the inherent problems of separating institutional
factors. especially over time, it is a difficult task to axsess the manpower
implications of private pension and profit-sharing plans. One must
steer botween the Sevlls of false aggregation and the Charybdis of
false »* *ribution; in other words, there is a very real danger of missing
impe.. - ot varintions within the private retirement system or of mis-
calenlati,r its overall impacts.

In order to steer this course, it is necessary to take chances, Data
must often be used in makeshift ways where there are gaps. Inference
is also required where no direct information is available. And usualiy
one must tack between conceptualization, analysis of aggregate data,
and generalization from limited case studies in order to gain the best

rspective, This is the only way to deal with this subject, and hope-

ully the end justifies the means.

Many have contributed to this study. Financial support was pro-
vided by the Department of Labor’s Manpower Administration, and

(VIE}
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pension experts in the- Department, particularly Dr, Donald M, Lan-
day and Harvey E. Davis, reviewed the manuseript for aceuracy. Drs,
Charles Stewart, Sheldon Haber, and Herman Miller of the George
Washington University read and commenied on the manuseript; Dr.
Robert Lerman of the Joint. Economie Committee provided many use-
ful comments. But most important of all, Dr, Sar A, Levitan super-
vised the research and prm'i(lod enconragement and axsistanee through-
out.
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THE LABOR MARKET IMPACT® OF THE PRIVATE
RETIREMENT SYSTEM

By Roserr Taceaws*
1. Thne IncrEasiNG IvpracTs

Dramatie Erponsion

Private employee retirement plans have grown at an incredible pace
over the lnst two decades. developing into a massive and complex sys-
tem with a variety of socinl and economic ramifications, According to
the best available estimates, nearly 30 million or roughly half o;- all
private wage and salary workers were covered by private retirement
plans in 1970 (table 1).! These plans were financed chiefly by employer
contributions, which totaled §12.6 billion, supplemented by ¥1.4 bilhon
ont of employees’ sularies. Some 4.7 million individuals received bene-
fits amounting to $7.4 billion, or un avernge f #1580 each, More than
£137 billion had been accumulated as reserves to pay future benefits,

The levels of coverage, contributions, benefits, and asset accumnla-
tions. have been rising rapidly (chart 1). In 1950, only 9.8 million, or
a fourth of all private wage and salary workers were covered.? The
number and proportion roughly doubled by 1260, to 21.2 million and
45 percent, respectively.® Over the sixties, Tnicreasing coverage barely
kept ahend of the growing wage and salary work force; however, the
expansion of retirement plan reserves was especially dramatic.

TapLe 1.—Nearly 30,000,000 or roughly half of all private wage and
salary workers were covered by private retirement plans in 1970

|
Covernge Employer | Employse | Numbterof | amountof

Yeur end of yeur | contribhutions contritsations | beuefielaries | snefit end of y::t
(thousands) (milllons) 1 milllous) end of year §it ments (billjons)
H ! (thoussnds) (milions)

- i

1950 . . 9,800 | $1.750 8340 | 450 $370 $12.1
1955.. .. 15, 400 3, 280 560 980 850 21. 5
1960_ .. 21, 200 4,710 780 1, 780 1. 720 5.0
1965.. .. 25, 300 7.370 | 490 2, 750 3, 520 86. b
1970.. .| 29,700 12, 580 g 1, 420 4,720 7. 360 137.1

"l,gu:dinclud». all private pension and deferred profit-sharing plans other than thuse for the self-
employ=d.

Sourve: Walter W. Kolodrubete, “Two Decades of Employee-RBenefit Plans, 1950-70: A Review,' Sacisl
Securdy Bulletin, Aptil 1972, vol. 35, No. 4, p. Q.

eExecutive director, National Manpower Paliey Task Force.

' Waiter W. Koladrubets, *Two Decades of Employee-Benefit Plans, 1050-70:
A Review.” Soeial Scenrity Bulletin, April 1972, Vol 85, No. 4, p. 20, and Man-
poreer Report of the President, 1972 «Washington U.8. Government Printing
Office, 1072), p. 174.

* Thid.

$ Ibid.

(1)
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Cuarr 1.—The levels of ,coverage, contributions, benefits, and asset
accumulations have been rising rapidly.
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More recently, the number of beneficiaries has been increasing
rapidly as many participants who were extended coverage in the fifties
are reaching retirement age,

Thoungh the private retirement system is secondary to the publie old-
age.survivors and disability insurance program (OASDI [ its relative
importance has increased over the last decade. In 1960, OASDI cov-
ered 590.0 million workers, with contributions of $11.9 billion and bene-
fits totaling $11.2 billion paid to 148 million recipients. By 1970,
coverage had been extended to 727 million workers, contributions
had risen to 834.7 billion, henefits to $31.9 billion, and the number of
recipients to 26.2 million.* Though the private retiremenut system
covered only 41 percent as many workers as QOASDI in 1970, this was
an increage from 38 percent as wmany in 1960, Private retirement plan
contributions, benetits, and recipients rose from 38, 15, and 12 percent
of those under QANDI in 1960 to 40, 23. and 18 percent, respectively,
in 1970, .

Because of the present senle of private employee rotivement plans,
their relatively recent development and their promise of continued
(though perhaps slowing) growth, they are playing an ever more
important social and economie role, Obviously. they have a major
impact on the welfare of retirees. Roughly an cighth of all persons 65
nm‘l over in 1967 received private retirement hevefits® The proportion
is rising rapidly as workers made eligible by carlier covernge exten-
sions and henefit liberalizations reach vetivement age in greater num-
bers. In 1968, 17 percent of all 62- to 63-year-olds vegistering for early
or regular social seenrity retivernent benefits or for medicare were
already receiving a private pension, and 8 percent wore expected to
receive one from their most recent joh The adequacy and availability
of these benefits and their etfectiveness in supplementing other forms
of retirement income, are vital concerns for the welfare of the aged.

The economy as a whole is aifected by the money which is contrib-
uted to rvetirement plans each vear, and by the massive funds which
have been accumulated for future payments. The annual contribu-
tions which might otherwise be paid as wages or dividends or retained
as profits nre. instead, saved and diverted into investments. Retive-
ment funds each year account for a large share of the purchases of
corporate stocks and bonds. with significaut consequences for the
growth of the economy. as well as for finnneial markets,?

In addition to these welfare and aggregate economic implications,
the private retirement system has o number of possible impacts on the
labor market. Retirement plans are an important labor-related cost to
employers, and are thus a factor in hiring and firing decisions as well
as 1n collective bargaining and financial planning. Retirement plan

¢ Institute of Life Insurance, Life Insurance Fact Dook 1972 (New York: In-
stitute of Life insuranee, 1972), p. 4.

S Walter W. Kolodrubetz “Private and Public Rotirement Pensionx: Findings
From the 1S Sarvey of the Aged,” Nocial Neeurity Bulleting vol, 33, No. 9,
Septembur 1970, p. 3.

® Lenore E. Bixby and Virginia Reno, “Second Pensions Among Newly Entitled
Workers : Survey of New Reneficlaries,” Soelal Sccurity Bulletin, November 1971,
vol. 34, No. 11, pp. 4-0.

" United States Securities and Exchange Commission, “Stock Transactions of
Financial Institutions,” Release No, 24, June 15, 1972 (Mimeographed.)
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contributions are a concern to employees to the extent that they are a
substitute for higher wages and a way of preparing for the future.
Thus, the terms of the retirement plan can have an impact on work
patterns, especially the timing of retirement.

Adaxsessing the [mpacts

The extent and implications of these various impacts are only
agely understood. Growth and change in the private retirement
system have been so rapid that 1t has been difficult to gain any perspec-
tive. There is sometimes a long lag between developments in retirement
plans and their impact on workers, since enrrent changes are often not
felt until participants retire many years in the future. To a lesser
degree. the finuncial consequences of retirement plan changes n:ay also
be delayed. Becanse retirement plans are so varied. it is a ditheult task
to assess and measure their impuct. It is also difficult to disentangle
the eifects of developments in the private retirement system from other
long-run institutional changes, especially those in the social security
systen,

" Despite these difficnlties, efforts are being mounted to better under-
stand private retirement plans and their impacts. Welfare issues have
been explored at great length by a number of congressional connmttees
considering federal legislation. The financial issues have been investi-
gated by Congress, by regulatory agencies, and by independent evalua-
tors.” A zood deal of work has been done by the Department of Labor
and varions academicians to determine the labor market mmpacts.?
Unfortunately, this research is widely scattered and often inconclu-
sive. Agaregate data on ditferent aspects of private retirement lans
are collected by the Department of Labor, the Sceial Security Admin-
‘strntion of the Department of Health, Edneation, and Welfare. the
Internal Revenue Service, the Securities and Exchange Commission,
and a variety of special interest associations, but there is a great deal
of overlap and of gaps in coverage. Because of the diversity of the sys-
tem. cnse study data are often misleading. Research, tl_leref'ore. must be
built. on rather undependable foundations. Conclusions can only be
reached by a careful piecing together of evidence and information and
there are ho unequivocal answers. ‘

Despite limitations in the research which has been completed to
date, and in the data sonrees which underlie it. policymakers are faced
with a number of critical issues which demand immediate answers.
The private retirement system has evolved in the absence of any con-
sistent public policy and with little governmental regulation. Legis-
lative action iy imminent to redirect and control the development of
the svstem. This requires the best possible assessments of the welfare,
aggregate cconomic, and manpower impacts of private retirement
plans.

* Intorim Report of Activities of the Private Welfare and Penxion Plan Study,
1971, Senate Committee on Labor and Public Welfare, 92d Cong., 1st seas. (Wash-
ington : U.S. Government Printing Office, 1972), pp. 4-5.

* The bibliography which is included in the appendix references most of the
reseurch completed to date on the labor market impacts of private retirement
plans,
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The Labor Market Issues

The issues related to the labor market cffects of private retirement
plans are esvecially critical. Workers ave retiving at a younger v,
and one of the primary reasons is the income available from pension
plans, If this trend continues among the large cohort now approach-
ing retirement age. labor force participation among older workers
miay fall more rapidly and *he output of the cconomy may be affeeted.
These trends :\m{ their consequences have heen labeled the “carly re-
tirement time bomb.” and though this ray exaggerate their signifi-
cance, it correctly suggests that the issue 1s an important oue.'

While pensions may veduce the supply of older workers through
earlier retirement, they may also reduce the willingness of employers
to hire older jobseckers. The longer the period over which contribu-
tions are ma({c for retirement, the less costly it is to the employer.
Under the benefit formulas found in most private retirement plans,
it is more expensive to hire an older worker who will retive in a few
vears than a2 younger one who will stay for some time. Firms with
higrh levels of retirement benefits might be inereasingly reluctant to
hire senior citizens, foreclosing the i-wst work opportunities.

In general. the cost of retirement plans is a eritical issue to both
employers and employees. Workers have bargained for increased hene-
fits and employer contributions have mounted both in dollar terms
and as a percent of wages and salaries. Considering such contributions
as deferred wages. workers are understandably concerned about their
prospects for receiving benefits. Kmployers must worry about meeting
financial commitments, both present and future, There is a growing
conflict between the rising expectations of workers (and legislators)
and employers® ability to pay.

Retirement plans may also have an effect on the mobility of the work
force. An employee may lose his right to a later benefit 1f he changes
jobs, and this may discourage him from taking advantage of better
opportunitics. As coverage has become more widespread and benefits
maore attractive, the mobility of the work force may have been affected.

A final issue which surfaced during the 1969-71 business recession
was the use of private retirement plans and benefits as a way to phase
out older workers and open jobs for younger ones. At any time, theve
are n large number of employees eligible for regular or early retirement
under private plans. If the availability of a benefit is used or serves as
an incentive for them to leave their jobs during a recession and if this
results in their leaving the labor force, jobs can be opened for unem-
ployed workers.

‘I'hese actual or potential labor market impacts of private retirement
plans, like their other i:npacts, are difficult to measure and assess. The
plans are so diverse, the data are so inadequate, the connections be-
tween retirement plans and labor market developments are so tenuous,
that rigorous statistical analysis is impossible. Nevertheless, much can
be learned about thie broad dimensions of impact and their implica-
tions by synthesizing aggregate labor force data, the information on

1 «The Early Retirement Time Bomb,” Nation's Business, volume 59, No. 2,
February 1971, p. 20.
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retirement plans and coverage, the various case studies which are
available, and some commonsense theory.

The five specific lnabor market issues outlined are particularly criti-
cal and need to be examined in depth :

1. The implications of retirement plan contributions as an added
cost of labor to employers and as a deferred wage to employees:

2. The impact of retirement plans on the mobility of the work foree;

3. Their intluence on retirement patterns;

4. Their use as a countercyelical device to open jobs through retire-
ment ina slack economy ; an,

5 The effect of retirement plans on the availability of jobs for
older workers,

Each of these issues has important poliey implications, A number of
specifie legislative reforms are being weighed, and the labor narket
impuacts of retirement plans are among the factors which must be con-
sidered. In a broader sers~, their impacts may suggest whether or in
what directions the development of retirement plans should be en-
couraged. Before specific issues or their policy implications can be
discussed., however, it is necessary to gain a better understanding of
the complex system of private employee retirement plans.




2, AN Overview oF THE PRIVATE RETIREMENT SYSTEM
Growth and Deedopment Factors

A number of interrelated factors have contributed to the growth
and development of the private retivement system. Over the last 20
years, there has been a dramatic expansion of all forins of nonwage
mmr(-nsutiun such as employer contributions to life insurance, hos-
pitalization, disability benefits, supplemental unemployment insur-
ance, and retirement é)lans. Whether this was due to the increasing
social consciousness of employers, the increased employee preference
for such nonwage payments as incomes increased, or any of a number
of factors. contributions to employee-benefit plans increased ninefold
hetween 1950 and 1970, rising from 3.1 to 7.4 percent of private sector
wages and salaries, s part of this trend, contributions to retircment
plans grew less rapidly but still increased severalfold over the two
decades from 1.7 to 3.3 percent. of wages and salaries.?

Certainly. a prime factor in this overall growth of employvec bene-
fits has been the unions. They have pioneered in the bargaining for
health and disability insnrance. supplemental unemployment benefits,
and a variety of other extras, But they have been especially impor-
tant in developing retivement plans, In the mass production industries,
union pressure converted pensions from the practice of a few of the
“enlightened™ employers into a mass phenomenon;; in other industries,
especially among small firms, the presence of the union made the Jif-
ference between pensions and no pensions. Once coverage was estah-
lished, the unions worked steadily to improve the terms of the plan,
adding new types of benefits and raising the level of payvments.®

Federal tax laws have also affected the growth of the private retire-
ment svstem. Since 1920, qualified retirement plans have been given
a variety of tax breaks. Kmployers are permitted to deduet their con-
tributions for tax purpos=es as well as the carnings aceruing from pen-
sion funds, while beneficiaries only pay taxes on their income after
retirement, There is some debate over whether or not this tax treat-
ment is “special.” but the taxation of contributions and earnings on a
current basis would raise costs by more than a third.® This subsidy has
been an incentive to the growth of private retirement plans, In order

wWalter W. Rolodrubetz, “Two Decades of Employee-Benefit Plans, 1050-70:
A Review,” Noeial Seenrity Bulletin,k April 1972, vol, 35, No. 4. p. 17,

3 Jaek Barbash, “The Structure and Evolution of Union Interexts in Pensions,”
Old Age Income Assuraner, Part IV, Subcommittee on Fiseal Paliey, Joint Eea.
nomic Committee (Washington: U.8. Governmeut Printing Office, December
1M7), p. 89,

“Ra.\?:uuml Gaoetz, Tar Treatment of Pengion Plang, Preferenttal o Noraal?
( Washington : Americnn Enterprise Institute, 1869), p. i,

(7)
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to he cligible for these tax breaks. plans must meet certain require-
ments sot by Congress and the Internal Revemie Service s the require-
ments, and changes in them, have bad an impact on the evolution of
the system, For instance the Life Insurance Company Income Tax Aet
of 1959 extended the deduction privilege for the fivst time to invest-
ment earnings of pension funds }wld by insiance companies, permit-
ting them to maintain these funds in separate accounts. and this led
to the vigorous expansion of insured plans. The Self-Employed In-
dividuals® Retirement Act of 1962 (The Keogh Act) gave the self-
employed the opportunity to deduet a proportion of their salary for a
bona fide retirement plan. and this. along with subsequent amend-
ments, contributed to the growth of small plans.*

A number of other laws have had an impact on retirement plans.
but the most important are the Nationnl Labor Relations Act of 1935
(NLR.A)Y and the Welfare and Pension Plans Disclosure Act of 1958
(WPPDA). In the Inland Steel decision of 1947, the U.S. Court of
Appeals upheld a ruling by the Natiounal Labor Relations Board that
retirement plan contributions were a remuneration for labor within
the terms of the NLRA and were subject to the same rights and privi-
leges ax wages in collective bargaining.® In the 3 vears after this de-
cision. coverage nnder colloctively bargained plans increased sig-
nifieantlv, The WIPPDA was initiated to check abuses of pension
funds, requiring reporting to the Department of Labor on a number
of agpects of plan provisions and changes as well as on financial deal-
ing<.* Though little oversight or control has been exercised by the
Government. the WPPD.A established the principle of supervision
and has led to the eathering of some useful information.?

Econoniic conditions have also affected the growth of private retire-
ment plans, During the boom times, wage and henefit settlements us-
ually rise® but retirement benelits are esnecially dependent beeanse the
earnings of accumulated retirement funds are an important supple-
ment to employer and employce contributions: when these earnings de-
cline, contributions must uaually rise to meet commitments and eannot
be used to hreaden benrefits, For instance, in 1968, rotirement reserves
grew by £11.6 billion, Emplovers and employees contributed $11.2 hil-
lion, but 25.5 billien was paid in benefits go that the other £5.9 billion.
or 50 percent of the growth was due to enrnings and realized capital
gains, In the bear market of 1970, less than 30 percent of the growth in
reserves was accounted for by earnings or capital gains.® Based on the

YInstitate of Lite Incuranece, Private and Pubiic Peasion Plana in the Uaited
Ntates (New York: Institute of Life Insurance, 166), p 13

“Interise Report of Aetivitics of the Private Welfaee and Pension Plan Study,
1971, Senate Committee on Tabor atud Public Welfare, 824 Cong., first sess,
{ Washington: U, 8 Government Printing Office, 1972), pp. 4-5.

1.8, Department of Labor, Legisiative History of the Welfare and Pensinn
Plans Dizelosure Act of 1042 Washington: U.R, Government Printing Office,
18451, p. 568,

Y Iuterim Breport, op, cit., p. 25,

* Joseph Talhot, “An Amalysis of Changes in Wages and Benefits During 1609
Munthiy Labor Reriew, June 1970, p, 46,

* Data from Walter W, Koladrubetz, “Two Decades of Employee-Benefit Plans,
1950-1970: A.Review,” op. cit,, p. 20,
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actuarial assumptions used in most funded plans, a 14 of 1 percent
improvement in the annual investment return enables a company to
ent its contributions or increase benefits by 4 pereent to 6 percent a
vear,” The state of the investment market undoubtedly atfects the
employer’s ability and probably Lis willingness to furnish extra
benetits. '

sSeveral other factors have influenced the development of retirement
plans. Financial institutions played some role, initiating new types of
plans and competing for a larger share of the growing pension market.
For instanee, insurance companies have been aggressive in selling
specinlly packaged Keogh plans. The exclusion of retirement contri-
butions from wage and price vontrols in World War 11 was a stimulus
to the growth of bencfits: their inclusion under controls in 1971 and
1972 was probably a damper to rising benefits and contributions.™

Overall, the picture is one of older plans, exF:mdin,«x. maturing. and
changing their form. newer ones being added in different industries
and of different types, and the whole system surging forward in one
direction or another in reaction to economic conditions and govern-
mental actions, union pressure, and a whole host of other factors. It
is not surprising to find. therefore. that the retircment system as it
now stands is extremely varied as well as constantly changing.

7 he Huces and the Huve Nots

Though coverage under retirement plans has risen continuously.
most of the growth in the sixties was the result of increased employ-
ment in firms that alveady had pension plans.’? Penetration into new
industries and firms has been slow in the last decade. and the propor-
tion of private wage and salary workers covered has leveled off. with
half umior pension or profit-sharing plans and half outside the private
retirement system. In order to understand the labor market impacts
of retirement plans, it is vital to know who is and who is not covered—
both the haves and the have nots.

In 1963, 32 million workers were in firms with expenditnres for em-
ployee retirement plans. but only 28 million of these were estimaterl
to be covered.”® The probability of coverage varied significantly be-
tween industries and different types of workers (table 2). More than
four-fifths of workers in mining were in firms with expenditures, com-
pared with less than two-fifths of those in trade and service. Only a
fifth of workers in firms with average wages less than $2.50 per hour
were covered, compared with fonr-fifths in those paying more than
%3, Over 80 percent of unionized, but less than half of the nonunionized
workers are in establishments with pension plans. Nine out of 10 firms
with more than 500 empioyees have private retirement expenditures

0“‘0"Thg Pressure on Pension Funds to Perform,” Business Week, September 11,
1972, p. 92,
W ppteate and Public Pension Plana in the United States, op. cit., pp. 13-15.

= Harry E. Davis and Arnold Strasser, “Private Pension Plans, 1960 to 1969—
An Overview.” Monthly Labor Review, July 1970, p. 40,

1 pmerson Beler, “Incidence of Private Retirement Plans,” Monthly Labor Re-
riew, volume 94, No. 7, July 1971, p. 37,
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compared with less than 3 in 10 of those with under 100 employ-
ees. Among these smaller establishments, 6+ percent of the unionized
=ones spend money on retirement plans compared with only 19 percent

of the nonunionized ones; and among workers earning less than £2.50
per hour, 41 percent of those in unions compared with only 18 pereent
of nonmembers are covered, Obviously, the lower paid employee of a

small firm must usually be unionized if he or she is to be pension
covered.
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Within these broad groups, there is a great deal of variation. A sur-
vey by the U.S. Chamber of Commerce found that while ihe average
retirement expenditures as a percent of payroll varies mavkedly
among industries, the varviation within industries was even greater
(table 3). For every industry, some establishments had no expendi-
tures while others deferred an unuswally large proportion of wages
into retirement plan contributions. For instance, among firms in the
transportation equipment industry, 10 percent had no outlays for pri-
vate retirement plans, 69 percent spent up to 5.0 percent of payroll on
plans, and 21 percent allocated an even larger proportion. On the aver-
age, the industries and the firms within these industries which pay
higher wages defer the largest proportion of payroll into retirement
plans, but there is obvivusly wide variation among firms.
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Regression analysis of rotivement plan contributions for individual
establishments supports the conclusions suggested by the eross-sece
tional data: larger, unionized and high-wage firms are more likely to
have retirement plans, For nonoflice workers. the incidence of coverage
mereases 10 percentage points for cach dollar inerease in average
hourly earnings when extablisliment sizec union status, region and in-
dustry are controlled. The incidence of coverage is 22 percent higher
for unionized workers when all else is controlled.** Unionization, size
and wage level, are generally more predictive of the incidence of re-
tirement plans than of the level of expenditures among establishments
with plans: in fact. unionization explains very little of the variation
among covered establishments in the “retivement ratio”—the hourly
expenditures for private retirement plans divided hy the average
hourly wage, However, the average level of earnings has some impact.
For nonotlice employees, each extra dollar of average earnings is usso-
ciated with a 0.3 percent higher retirement ratio.*

The correlation between retirement plan coverage, unionization, and
the level of wages has highly significant implications. Most workers
outside of small, low-wage estublishments are already covered. so that
if the share of workers covered is to inerease, these Jess afliuent firms
must be penctrated. Rising income among low-wage workeies will be
conducive to the growth of coverage: but unless unionization expands
into new areax, which it is not doing at preseut, growth will be modest.

For now and the foreseeahle fiitnre, private retivement plans will,
therefore, continue to be concentrated among the larger. unionized,
high-wage firms. The half of private wage and salary jobs which are
not covered will probably remain that way as benefits continue to im-
prove in those establishments with plans, This is what occurred over
the sixties ax the growth of the retirement system into new firms
slowed, while totzl contributions rose at an accelerated pace, As a
result, the attractiveness of johs marginally inerenged in the covered
seetor and deelined in the uncovered sector, although a number of
other changes also oceurred,

The bifurcated development of the private retirement system raises
critical welfare issues. &nvmno differentials between industries and
worker groups are continued past the working vears by the differen-
tinl incidence and level of private retirement henefits: or alternatively,
some of the differentials which wonld atherwise exist in the present are
deferted until after retirement, Amoung new social security registrants
agred 62 to 65 in the first half of fiseal 1970, only 5 percent of males
who were covered by pension plans on their longest joh earned under
KLO00 annually on this job, and only 16 percent hetween S1000 and
s6.000, compred with 59 and 24 perecut. respectively, among workers
not covered by plans on their longest johs» The relative proportions
of women enrning ander SE000 were 29 percent of those with coverage
bt 77 pervent of those withont, Even if low-wage workers are lucky

B Willinm R. ailey and Albert E, Schwoenk, “Employer Expenditures for Pri-
vate Retivemwent and Insuranee Plans,” Moethiy Labor Recicw, vol, 95, No, T, July
3O o 135 -3,

B Inid., p. 19

Walter W, Koladrabetz, “Characteristies of Workers With Pension Coverage
on Longest Job: New Beneflelaries.” Social Sceurity Bulleting vol, 34, No, 11,
Novewher 1971, . 16,
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enough to Le covered hy pensions, they canexpeet a much lower henefit
in the future than the covered worker who earns wore. One of the
effects of the private retirement system is. therefore, to continue or
postpone the effects of wagre differentinls into the retirement years.

The Diversity of L tiremond Plons

Tutrodneed and developed aceording to the special cireumstances
existing in particnlar industvies, and adapted to the size of the estab-
lishment, the type of cavered workers and other factors, private retire-
ment plans have taken a number of different forms, Two general types
ennt be identified : Fivst, pension plans which provide for a definitely
determinable honetit pavable for life after votirement: and socond.
profit-sharing plaze, nuder which a percent of the firm's profit is con-
tributed aonmally with distribution of whatever funds have accumu-
lated by the time of retivement. Profit shaving ties retivement income
to the snecoss of the tirm, sinee the benefit depends on the level of
profits as well as the proportion shared. Pension plans, on the other
hand. provide a more cortain and seenre retivenment income,

Though datz on profit sharing retirenient plans are not very de-
pendable, it is estimated that there were hetween 7 million and
million workers covered in 19697 compared with over 21 million in
private pension plans* In 1969, 81.65 hillion was contribvted into
profit-sharing funds with over 100 employees, compared with 8767
billion into pension funds of this size. Benefit payments woeve 614
million and S3.532 mitlion, respectively, while assets were $13.6 hillion
and £69.4 billion. respectively.?® In some cases, however, workers are
coverad by botii pension and profit-shaving plans. According ‘o a
survey of a limited number of profit-sharir« plans. roughly a third
are in companies which also have pension plans.®® Whether this is
valid for the universe of profit-sharing pluns is nnknown, Plans with
1 in 10 of the workers covered by profit sharing provide current
distribution of the shave: these plans and their participants are not
inclided among retiretaent or *deferred™ profit-sharing totals. But
& number of the deferred plans covering perhaps a million workers
also permit some eash paviments before retirement thongh most is
deferred. In many deferred plans also. the vetirement benefit may be
paid out as = amp sum at the clection of the employee,*

Because more data are available on pension plans, and because these
cover approximately three times as many workers as profit-sharing
plans, analysis of the private retirement system must necessarily focus
a private penzions, In most cases, this does not make a significant

S

" Donald X. Murray, “Growth of Employee Benefit Plans.” Profit Sharing.
volume 18, No, 3. March 1970, p. 7.

¥ Harry E. Davis and Arnold Strasser, “Private Pension Plans 1060 to 1969 :
An Overview.” op, cit., p. 43,

* N8, Department of Labor, Lahor-Management Services Administration, Wel-
fare and Pension plan Statisties (Washington: U.8, Government Printing Office.
1971, pp. 12-15.

»® Hewlitt Assaclates, “Annual Survey of Employer P/8 Contributions,”™ Profit
Sharina, volnme 19, No, 10, Octeber 1671, p. 21,

" Gunnar Engen, A New Direction and Growth in Profit Sharing,” Monthly
Lahor Review, volume 90, No, 7, July 1087, p. 4.




17

difference. since the deferred profit-sharing plans have generally simi-
lar requirenmients for Yarticiputiun and qualification, and end up pay-
ing roughly comparable benefits. Where a distinetion would be rele-
vant. the needed data are seldom available so that crude estimates
must be usedd.* There is often no choive but to assume that the labor
market impacts of profit-sharing plansare similar to those of pensions.

Pensions can be divided into a number of different types accovding to
the method of funding, whether the plans are bargained or unilaterals
whether they cover one or more emp‘oyors, and whether they are con-
tributory or noncontributory.

In terms of the tunding method. pensions may be p ovided through
the purchase of annuities from life insurauee companies, through the
accunmlation of resources in a trust fund, through a combination of
these two, or out of general assets of the employer. Roughly a fifth of
all pension plans covering over 100 employees are insured; these ac-
count for 18 percent of all annual contributions. Two-thirds of plans
and contributions involve trust funds. Eight percent of the plans and
15 percent of the contributions are combinations of the insuved and
trust fund methods. Only 2.5 percent of all plans covering over 100
enployees are unfunded or “pay-as-you-go,” that is, financed out of
current revenues, and these account for less than 1 percent. of annual
vontributions.* Pension plans with less than 100 part icipants account
for only a small share of total coverage. *Keogh™ plans for the self-
employed and their workers have expanded rapidly. with over 130.000
small pension plans for the velf-employed in 1970 (in addition to a
smaller number in the self-employed profit-sharing plans). yet these
had less than 200,000 participants. Most of these small plans are held
with insurance companies.**

The method of funding affects costs and benefit security somewhat.
The employee in an insured plan probably has the most certainty of
getting an earncd benefit, since insurance companies make it their
business to guarantee that funding schedules are met ; the participant
in an unfunded plan must depend on the continued profitability of its
sponsor and there is little benefit security. On the other hand, the insur-
ance approach usually costs more for plans of equal size and offers less
flexibilitv to the employer than the trust fund approach, especially for
larger plans. In terms of labor market impacts. however, there are few
differences between insured and trusteed plans.*

There are some differences hetween single employer plans and those
covering more than one firm. Roughly 3 out of {)0 covered workers are
in multiemployer plans which are usually union negotinted and espe-
cially important in mining. construction, wholesale and retail trade.

3 t'nder the terms of the Welfare and Pension Plang Disclosure Act, all de-
forred profit sharing and pension plans with more than 25 participants mnst file
an initial plan description with the Department of Lahor, and those with more
than 100 participants must file annual reports, While the gathered information
on pension plans has heen extensively analyzed, little work has heen done on the
profit-sharing statistics,

2 Welfare and Pension Plan Statistics, op eit., pp. 7-11.

% Donald X. Murray. “Growth of Emloyee Benefit Plans™ op. cit. p. 7.

»Donald M. McGiil. “Fundamentals of Private Pensions ( Homewood, T.:
Richard D. Irwin, Inc, 1944.)



18

transportation and service.®s These have been the most rapidly grow-
Ing plans over the last decade, and they are ditferent in that they offer
some degree of portability. permitting workers to move from one cov-
ered employer to another without losing accumulated credits towards
a pension. Under a single employer plan with the same qualifying re-
quirements as a multicmployer plan, there may be a disincentive to
leave the firm for another job because of the potentinl loss of benefits.

There may also be differences between negotiated and unilateral
pension plans. When the union goes to the bargaining table, it sup-
Dosedly represents the desires of its members, and the terms of the set-
tlement may differ from the unilateral situation where the employer's
concerns are probably paramount. Since 82 percent of unionized em-
ployecs are in firms with retivement plans, compared with only 44
percent of those who are not in the unions, and three-tenths of private
wage and salary workers are under union contracts, members of collec-
tively bargained plans account for roughly 45 percent of all pension-
covered workers.*”

A participant in a union-negotiated plan may be more likely than
one in & wnilateral plan to be familiar with its terms, since they must
be collectively bargained. This is especially true of an individual who
must make contributions from his or her own pocket. A fifth of all
single employer plans but only 1 percent of all multiemployer plans
are contributory, and the trend is definitely towards noncontributory
arrangenient =

Benefit Formulas

Between and within these various ‘ vpes of retirement plans, there
is a wide divergence in the henefit formulas and the ](-voll of benetits
they provide. as well us in the requirements for qualifieation, These
variations sometimes have important labor market implications.

A number of different formulas are used for calenlating the retire-
ment henefit. Some plans pay uniform amounts to all eligible retirees.
For instance. the 1970 Bakery and Confectionery Workers national
plan provided a monthly benefit based on negotiated employer contri-
butions and not the participants years of service (past vesting) or
earnings. In such plins where the collective bargaining agree-
ment vequires a $2.40 weekly contribution per employee, the
benefit upon normal vetirenent wonld be 250 monthly. whatever the
inconie or years of service over 25,2 Uniform henefit plans tend to aid
the lower income workers: they are usually found in multiemployver
plans. most often in low-wage indostries where wage seales are
compressed,

Most plans, however. take some account of the length of service.
even if they o not vary the henefit by the level of earnings. s an
example, the Melville Shoe Corp.'s 1970 plan paild a regular retire-

“Harry E. Davis and Arnold Strasser, “Private Penston Plans 1060 to 1969
An Overview,” op. ejt., p. 49,

“ Extimate of private wage and salary workers under eollectively harzained
agzreements provided by the Bureau of Labor Statistices, U.8. Department of
T.ahoy,

®Harry F. Davis and Arnold Strasser, “Private Censlon Plans 1900 to 1060 :
An Ovoerview.” ap, eit.. p. 46,

T U8 Department of Labor, Digest of Scleoted Pension Plans, 1950 Edition
(Washington : U.8. Government Printing Office, 1071), p. 20.
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ment benefit of $2 per month times the years of service, Whatever the
level of earnings, an employee with 25 vears of service would receive
$30 monthly while one with 30 vears of service would reccive £60.%

A declining number of plans calenlate the retirement benelit as a
percentage of the average earnings over the worker's eareer, usually
also considering years of service. The 1970 Union Carbide Corp. plan
with the machinists paid the greater of 1.1 percent of avernge monthly
earnings, times years of service, or $4 times years of service plus 10
pereent of average monthly earnings,t

A fowrth tyvpe of henelit formula is based on average monthly
earnings in the last 5 or 10 years or during some period of higher
carnings (thongh length of service may also be considered). This
“terminal earnings™ formula will pay more to the worker whose in-
come has visen rapidly, and it atfords some protection agminst inflation,
sinee the wage hase for henefits will usually rise with hiving costs, The
1970 New York Times-Newspaper (Guild noncontributory retirement
plan had a formula of this sort which paid 0.85 percent of average
monthly carnings in the 10 years prior to retirement, times the reats
of service, .\ worker with 25 years of service earning lifetime average
income of $1.500, which has been growing at 4 percent annually, would
receive 66, compared with 8120 for one with 30 years of service and
the same average lifoetime income,

In addition to these distinet types of formulas. there are many plans
which combine these approaches, for instance. offering a minimum
guarnnteed benefit plus a payment based on earnings multiplied by
the years of service. And, though profit-sharing plans have no definite
payment formulas, they usually accumulate funds for each worker
cach year based on the length of service and sometimes on the level of
employee carnings, The longer service worker and the higher paid
employee usnally receive larger shares of the accumulated fund.

These varions benefit formulas might have different impacts on
labor market behavior in addition to the fact that they produce widely
varving average benefits. Profit-sharing may affect the level of produc-
tivity since the ultimate benefit depends on emplover profits. Under
pension plans. uniform henefits will be attractive to workers with
lower carnings. perhaps providing them a greater inducement to stay
with the company. To the extent that benefit formulas reward lengthy
service, there will also be an incentive for employees to hang on as
long as possible, This will be especially true in plans with terminal
rather than eareer earnings formulas, since the worker will want to get
the highest final income,

Becanse of these potentially varying impacts, it is worthwhile to get
some iden of the frequency of these types of benefit formulas. In 1969,
half of covered workers were eligibie for benefits based on earnings,
maost often final earnings (table 4). Multiemplover plans were much
more likely to be based on service or else to provide a flat-rate benefit,
Salaried employecs were usually covered by earnings-based formulas.
which is ]n-rimps related to their frequently wider variation in income
than hourly employees.

® Ibid., p. 137,
2 Ihid., p. 201,
# Ibid., p. 151,
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Other data indicate that only a very small proportion of plans make
no allowance for length of service, There is @ continning trend toward
the elimination of any limits on the period of service which can be
recognized in determining benefit=* Thus. there is usually a sabstan-
tial roward for long tenure, This is heightened by terminal earnings
henefit formulas, beeause each vear of additional service not only in-
creases the employec's length of service, hut alzo usually increases his
terminal earnings. As an average for all pension-covered workers in
1969, including the 27 percent under terminal earnings formulas, it is
estimated that the individual with 10 years of service and career aver-
age carnings of $£800, would have a final salary of £5,690 (on the
assumption of a 4-percent annual salary growth) and wonld receive
onlv %27 monthly acconding to the termsof the average plan. A worker
with 30 vears of service 1 the same average career earnings would
have terminal earnings of S8.000, resulting in a benetit of $140 monthly
under formnlas existing in 1969.°8

Actual data on new male social security beueficinries receiving pri-
vate pensions in 1969-70 testify  to the benefits from longer
tenure, Among those with final earnings on their last job of $6.000 to
£7.999, the median monthly pension per vear of service was $4.60 for
those with less than 20 vears service. $4.80 for those with between 20
and 24, $£.95 for 25 to 29, and $5.65 for those with 30 to 34.2° In other
words. the retirement benefit increased more than proportionately with
cach yvear of service.

While this benefit structure may provide an incentive for longer
tenure. it is not without justification from an actuarial point of view.
It contributions to retirement plans are viewed as a deferred wage, the
longer service employee has more years of deferrals, and deferrals
from early periods compound in the pension trust for a longer time.
As a hypothetical example. a2 worker with career average earnings of
£6,000 over 25 years of service (assuming a 4-percent per year increase
in salary) will have accumulated $2.208 at the end of 25 years if 1 per-
cent of his or her salary is saved each year and earns 3.5-percent
interest. Another emplovee who is hired at the sanie salary level the
above worker has achieved after 15 vears, and who retires at the same
time after 10 vears service. will have accumulated $893 if there is
1-percent deferral carning 3.5 percent annually. The long-service em-
ployee can be provided a Lenefit 2.57 times that of the shorter service
one’: or put in another way, the accumulation per year of service for the
23-year man is $01.94 compaved witl $89.31 for the 10-year worker. One
must. therefore, be very careful in drawing inferences, Because benefit
formulas reward long service does not mean that employers are con-
sciously using these as a means to retain their work force: the decision
in many cases may be simply based on equity considerations,

8 Rankers Trust Co.. 1970 Rtudy of Induatrial Retirement Plans (New York:
Rankers Trust Co., 1070), pp. 27-81,

# Arnold Strasser, “Pension Formulas Summarization: An Emerging Research
Technique,” Monthly Labor Review, April 1971, pp. [8-04,

= walter W. Kolodrubetz. “Private Retirement Benefity and Relationship to
Earnings: Survey of New Beneficiaries,” Sooial Security Bullctin, vol. 36, No. 5,
May 1973, p. 26.
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It is a reasonable assumiption that-—all else being equal-~the larger
the retirement benetit, the more influence it will have on the work-
related decisions of employees, There is ineredible variation in the
level of benefits nnder pension and protit-sharing plans, For instance.
the 1970 Doilermakers' national p\nn provided 3379 monthly to a
worker with @5 vears of service aud a eareer average income of only
SES00: for 30 vears of serviee it was SE35, though, of conrse. most
workers with this tenure wonld have higher average annnal enrnings.
At the apposite extreme, the Bigelow-Sanford. Ine. plan negotiated
with the ‘Textile Workers Union provided only £10 after 25 yvears of
service,and SE5 after 5007 In the first case, the private pension benefit
combined with sacial scenrity wonld provide a comfortable living and
a meaningful option to continned work into the later vears: in the see-
ond case, the pension would provide only the barest supplement to
sarial security alone, certainly not something to look forward to with
great anticipation at the end of a long work eaveer,

As indicateds estimates based on 1969 pension plan provisions sug-
gested that the “typieal”™ worker with 30 vears of service and career
average carnings of $Es00, could expeet to receive 8140 monthly under
the avernge pension plan (table 5).% There were, however, significant
differences among industries, with the average for mining industry
plans heing anly K116, while in finance, insurance and real estate, it
was R1TN, Since average earhings also vary markedly between these
industries, and sinee half of all workers have henefits based on earn-
ing=. the actual benefits paid under the plans of ditlerent industries
are even more widely dispersed than the estimates for a “typical™
worker. Not only becanse the pension henefits are more liberal, hut also
hecanse the earnings on which they are based are likely to be higher.,
the individual who is emploved in durable manaufacturing. where the
average weekly carnings were $110 in 1969, conld expect a larger pen-
gion than the worker in the wholesale and retail trades where the
average wages were $91,%

™ Digest of Selected Pension Plans, op, cit.. p 57,
 Ihid. p. 33,
* Emplopment and Eurnings, vol, 16, No, 7. January 1970, p, 125
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TABLE 5.— Fxtimates based on 1165 pension plan provisions suggested
- ey . 1 N oF s
that the “typical” worker with 30 years of sercice and career average
carnings of %3500 could erpect to receive $140 monthly wnder the
as or - 1 Y
average jenson plan

Mean ronthiy
bentetit Without

Tudust-y f sacial seeunity
M . . e e e ececmiemmimasiemmememeeacanan &116
Contract eotstruetion oo o . iiaeeiaiaaaan Cn e .. 132
Manufneturing Lo iiecmamemaaaeeamaan ! 128

Nondurable goods L i 118

Durable goods L L L i e ios amemeeens 134
Transportation. .. ... ... e e e o 186
Communication and public utilities. oo oo o0 e 106
Whelesale and retail trade . L e iaea 133

Whodesdt . e i eeeaaccccecacmeemmnaan 133

Retil _ . . i e e ieeiceccmcemmeceaaoaal 134
Finance, insurnnee and real estate. oo o oooi i an ; 173
NOVIOUS .o ot ee @ memamtec e ceecccacamammmameanen- ; 118

AVOTBE e e e e e mmemcmcmeamme e meeeaaaos . 140

Soree: Are 1 Seraceer, “Pension Formula Summarization: An Emerging Techiigue,” Monthly Labw
Browew, vol, b Noo b, April 1991, b, 83,

But there are equally wide variations among plans within these
broad industry groupings. For instance. in the nonelectrieal machinery
industey, the 1970 Caterpillar Tractor- Automobile Workers plan paid
an estimated $178 mouthiy to the worker with 30 years of serviee
and career average earnings of $4800, More typical is the 1970 Inter-
national Harvester- Automobile Workers plan paying $141 to a similar
worker: while at the lower end, the .\lotn& Working and Repair Serv-
ire Industries-Machinists national plan paid only $110.** Among plans
in the food and kindred products industry, the Brewers Bomrd of
Trade. New York City-Teamsters 1970 pensgion provided $175 for the
worker with 50 vears service and career average enrnings of 84,5002 the
Armour & Co-Meat Cutters plan provided $1:25, the Campbell Soup-
Meat Cutters 100, and the Bakery & Confectionery Workers national
plan only S50

Among profit-sharing plans. there is also a wide dispersion in bene-
fits. There are stories of low-income, long-service employees who have
retired with accounts valued in the hundreds of thousands of dollars
providing life «unuitics of more than $10.000,% Data from a sumple
of profit-sharing pians in 1969 indicate that the older ones puy more

“‘ Picext uf Seloeted Penxion Plans, 1970 edition. op. cit.
* Ihid.
teFamily Firm Expands,” Profit Sharing, vol. 19, No. 6, June 1971, p. 14.
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Incrative benefits than most pension plans, but the new ones varely

do (table 6).

TarLE 8.—Data from a sample of profit-sharing plans in 1960 indicate
that the older ones pay ant more luerative henefits than most pension
plans, but the new ones rarvely do

R
Avetage annual
life annuity
could be provided
from the
Numher of aumulated
Year plan started companles profit share
1965 £0 1968 - o oo i aee ! 15 s201
1960 to 1064 . e e ctme e 25 304
1933 10 1039 - e mcecmccnccmcccceraman [ 48 1,313
1930 t0 1934 e e eemmaans 52 2,202
1045 0 1049 oo | 7 3, 246
1040 to 10 L e ceemmcm—m—an | 29 4, 144
Before 1940 oo ov oo eeooee S, ' 4 9, 672
|

Ranree: "Profit Sharing Distribytions at Retirement —-1:369 Survey,” Profit Sharing, vol. 13, Non, 2, Feb.
ruary U951, p. 7,

More comprehensive social seenrity data ave available on actual pen-
sion and profit-sharing annuity payments to QOASDI heneficiaries: al-
most all workers covered by private retirement plans ave also covered
by social security so that the data are inclusive. The 1968 survey of the
aged indicated that married couples receiving private pensions got a
median annual benefit of 2972, compared with 8861 for nonmarried
women. Over a fifth of all heneficiaries received less than $500 an-
nually, and an equal percentage more than £2.000.** These figures
apply to all aged heneficiaries. but those who are retiring enrrently are
gotting much more. Among new social security registrants. who are
almost all aged 62 throngh 63, male private pension heneficiaries re-
ceived a median of §2,080 from this source in 1969-70, and females
2970, The level for each recipient is of course dependent on previous
earnings and years of service. For the new male beneficiaries with less
than 20 vears of service. the median annnal henefit was only £960 com-

ared with $1.470 for those with 20 to 24, $1,840 for those with 25 to 29,
82,490 for those with 30 to 34, and $2,870 for those with 33 to 39 vears.
Alternatively, the median benefit among workers with 25 to 29 years
of service was $1,490 for those with a final income of under $£6,000,
£1.590 for those earning £6.000 to $7,999, 81,750 for those with $8,000
10 $0.999, and $2,480 for those with $10,000 or more earnings.*

2 patience Lauriat and William Rabin, “Men Who Claim Benefits Before Age
8%: Findings From the Survey of New Beneflclaries,” 1908, Social Sccurity
Bulletin, November 1070, p. 20.

@ walter W. Kolodrubetz, “Private Retirement Benefits and Relationship to
Earnings : Survey of New Beneficiaries,” op cit., pp. 20-27.




25
Cowditions for Qualification

The conditions which must be met to qualify for a retivement benefit
to a large extent deterine the plan's lnbor market impact. Often. a new
employvee must work for a trial period or must attain some minimum
age before beginning to participate in a plan; the pension or profit-
sharing plan eould have no effect during this period, and perhaps even
a negative one if wages in the firm were below what they would be with-
out a plan. To receive a full pension, most plans require some stated
number of years of participation. A worker who is close to attaining
the requived tenure may be reluctant to change jobs and lose his or
her benefit. Most plans have “vesting™ provisions which guarantee
worker with a given length of service a pension when he reaches carly
or normal retirement age, even if he lenves the plan before that time,
The presence of an early vesting provision may also nullify zome of
the negative impact the pension may have on labor mobility. Because
of these possible consequences, participation, service, and vesting pro-
visions are an important aspect of private retivement plaus. Theve is
wide diversity in these provisions. In some plans, a worker may have
to be 80 years old and have 5 years’ service before he can participate.
He may not he eligible fov a pension unless he works until age 65 with
the same employer. Overall, however. there has been a very significant
trend toward the elimination of participation requirements, a liberal-
ization of the service requirements for normal retirement, and the
adoption of earlier vesting provisions, so that workers now covered by
the private retirement system are much more likely to receive a pen-
sion or profit-sharing annuity in the future than covered workers in
the past.

In 1969, 45 percent of private pension plans accounting for 22 Yor-
cent of all covered workers, had participation requirements. More than
half of these required some minimum age and service combination,
most frequently, age 25 with 1 year of service or age 80 with 1.3, or
5 years of service. The important point, however, is that roughly
four-fifths of all covered workers in 1969 were in plans where covernge
beenme offective immediately, with credits accumulated toward a
retirement benefit from the first day of work.

According to the 1969 plans, 8 out of 10 workers had to achieye some
minimum level of service before they could qualify for retirement
benefits, and 94 percent had to attain some specified normal retirement
age, An estimated 72 percent of covered workers were in plans that

rmitted participants to retire after 15 years of service or less. pro-
vided they also met the age test: 60 percent could retire with only 10
vears of service. and a fourth with fewer than 5 years. Only 6 percent
of all workers were covered by plans with service requirements alone.
which permitted retirement at any age with full henefits once the

stipulated tenure had been achieved.*®

“ 1hid., pp. 48-50.
"{Ig?rypg}. Da;'is and Arnold Strasser, “Private Pension Plans, 1800-60: An

Overview,” op. cit., p. 48.
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Vesting provisions which are found in plans covering 77 }mrcent of
all workers, are generally of two tyves: full or graded. Under full
vesting. the worker is guaranteed a full benefit upon reaching normal
retirement age based on the formula in existence at the time he or she
severs emiployment and the service and earnings level .he or she
achieved at the time of termination. Under gimded vesting, the partic-
ipant is promised only a percentage of the full benefit, for instance, 50

sreent after 15 vears and 10 percent more each year thereafter up to
If':nll vesting after 20 years. Graded vesting formulas cover only 1 in
10 workers with vesting. but this approach is contained m most con-
gressional pension reform proposals as a minimum vesting require-
ments. .\t lprosent. however. a werker must usually have between H and
15 vears of service and have attained some stated age before leaving a
pian in order to qualify for any benefit; after this time, he or she
qualifies for the full henefit based on accumulated y :ars of service and
earnings. payable at the normal retirement age. In 1969, 46 percent of
all workers In plans with vesting provisions were guaranteed accrued
benefits after 10 years or less service; 39 percent were vested with be-
tween 11 and 15 yvears of service (table 7).
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Data for the lurgest and usually trend-setting plans suggest that
service requirements are being reduced for vesting, and age require-
ments are being eliminated. Among the plans bargained nationally
by unions, 82 percent had service and age requirements in 1965, but
only 53 pereent in 1970, The proportion without age requircments and
only a 10-yvear service requirement increased from 10 percent of the
total in 1965 to 34 percent in 1969, Similar trends oceurred among
plans established unilaterally by individual employers.® These
changes mean that today’s covered worker does not have to stay with
a single employer as long as in the pust in order to qualify for future
benetits,

Profit-sharing plans nsually have more stringent participation re-
quirenients but more liberal vesting provisions than pension plans,
According to a 1968 survey by the Council of Profit Sharing In-
dustrics, only a fifth of plans had service requirements of less than
1 year, with most requiring 1 to 10 years employment before partici-
pation, On the other hand, 75 percent of all plans vested fully after
10 years participation or less,*?

The Timing of Retirement

To the degree the availability of a pension or profit-sharing annuity
influences the retirement decision of the older worker, the provisions
of pengion plans governing the time benefits will become available
are among their most important features, All pians have a “normal
retirement age”™ when full benefits cun be received provided service
and other requirements are met, In 1969, two-thirds of all covered
workers were in plans that had a normal retirement age of 65, a
feurth were in plans permitting normal retirement at age 64 or less,
and 6 percent had no age requirement at all (table 8).

‘; Bankers Trust Cotupany. 1970 Study of Industrial Retirement Plans, op. cit.,
n 1L

* Donald X, Murray, “Latest Trends—Eligibility and Vesting,” mimeographed,
1070,
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Three-fifths of all covered workers are subject to provisions which
require retirement at or after the normal retirement age. In 1970, 34
pereent of covered workers were in plans with “compulsory™ retire-
ment provisions which required the employer’s approval for continned
work past a stipulated age, usnaliy 63: 17 percent were in plans with
automatic retirement provisions which prohibited work past a stipu-
lated age. usually several years after the normal retirement age; and
¢ percent were in plans with both compulsory and automatic
provisions,*

A majority of plans }n-rmit retirement before the normal age with
an immedinte but usnally redneed lifetime benefit. In 169, 87 percent
of all pension-covered workers were in plans with some type of early
retivement provision (table 9). ‘Three-fifths of these workers could
choase to defer their monthly benefit until the normal retirement age,
but the remainder were in plans only paying the benefit immediately.
For all but 6 percent of the covered workers. the early retirement
henefit was Jess than a normal retirement benefit forr the same service
and earnings, reflecting the fact that it would have to be paid for more
years with fewer in which contributions could be made and could enrn
mterest, thus increasing costs to the employer. In half the cases where
the benefit was reduced. the reduction roughly equaled the *actuarial
equivalent.” i.e.. the reduction was such that emplover's contributions
and costs would be the same as for normal retirement : but in the other
half the reduction was less than this amount, making it more attractive
for the employee to retire early but also making it more expensive for
the employer.® There is apparently a trend toward the latter type of
early retirement formulas. In 1970.47 percent of the unilaterally estah-
lished company pension plans surveyed by the Bankers Trust (‘om-
pauy paid more than the actuarial equivalent compared with only 16
percent in 1965.%°

* Npecinl tabulation of pension plan data, Bureau of Labor Ntatisties, 198,
Department of Labor,

“Harry E. Davis and Arnold Straseer. “Private Pension Plans, 1060 to 149
An Overview,” op, eit. pp 92-03,

“;;!ank«rs Trust Company, 1970 Study of Industrial Retivement Plans, op. oit.,
3 (S
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Abont 17 percent of all covered workers were in plans with special
early retirement provisions in 1969, These ave particularly prevalent
in the plans negotiated by the steelworkers, automobile workers and
rubber workers! Initiated to protect workers from technologieal
change and layoffs generally. special early retirement provisions offer
benetits to older workers who are permanently laid off by the em-
ployer befare reaching normal retirement age, These provisions usnally
provide more than the normal retirement benefit. at least until normal
retirement age or the time of qualifiention for social security. In the
1970 Ford Motor Company—Automobile Workers plan, for example,
the worker who is laid off at age 55 with 10 years of service will get his
normal benefit plns 86 monthly per year of service until eligible for
unreduced social security benefits or at least $400 per month until
age 65.°% Retiring a worker in this way is expensive. and neither the
specinl provisions nor their use have expanded much over the last dec-
ade (see table 34).

Service requirements connected with early and special early retire-
ment provisions also affect the age at which workers can retire. For
instance. the worker who is hired at age 48 is not eligible for ecarly re-
tirement at age 62 in a plan with a 15-year service requirement. The
most frequent service reguirement for special and early retirement is
10 years, with 15 years almost as common (see table 9).

The age and service requirements which determine the availability
of retirement benefit pavments have an obviously significant impact
on the timing of retirement. As these change. so does the impact of
pension and profit-sharing plans on retirement patterns. To the extent
that early retirement benefits are improved and terms liberalized, more
workers may choose this route. Where there are a number of workers
who are eligible for normal. early, or special retirement. jobs may be
opened in slack labor markets by easing these workers into retirement.
Compulsory and automatic retirement provisions to a large extent de-
termine how long employees can continue on the job. These and other
retirement plan impacts are a significant factor in determining the
labor force behavior of older workers.

The Maturation of Retirement Plans

The private retirement svstem is constantly changing. with increas-
ing benefit. levels, liberalizing eligibility criteria. and consequently
rising costs. Tt is vital to understand the past and present trends in
development in order to predict future impacts.

Over the last decade, approximately nine-tenths of the growth in
coverage has come from the expansion of existing plans.® The changes
in the system therefore reflect the maturation and development of in-
dividual plans. Most of them oo throngh the same aging process, At
the outset. modest benefits nre promised to the work force. usnally in-
cluding some proportion who are nearing retirement age and who

% Harry E. Daviz and Arnold Strascer. “Private Pension Plans, 1M0-69: An
Overview.” ap, eit., p, 53,

 Digest of Selected Pension Plans, 1970 Edition. op eit., . 83,

®Harry F. Davis, “The Growth of Benefits in a Cohort of Pension Plans,”
Monthly Lahor Review, vol. 94, No. 5.
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will participate for 1 'y 4 short while. Annual contribmtions are mude
into a fund from wuich retirement benefits are paid. Ideally, these
contributions will be adequate to meet all aceruing liabilities. i.e. to
cover the cost of providing stipulated benefits in the future for all
workers currently acenmulating credits toward a pension, as well as
to meet past service liabilities, i.e.. benetits for yeurs of work hefore
the initintion of the plan. All but 2 percent of private pension plans
with 25 or more participants are “funded,” that is, contributions are
made each year to accumulate reserves rather than to merely pay cur-
rent benefits, But firms vary in their funding goals, with some ayming
to accumnlate enongh money over a 25 year period to meet all past
service as well as currently aceruing liabilities. while other firms just
meet the Internal Revenue Service requirement of paying interest on
past service liabilities while covering all those currently aceruing. The
general pattern, however, is to accumulate substantial reserves in the
ecarly years of the plan when only a few eligible workers are retiring
and benetit payments are low.

As the years pas<, more and more of the workers who were with the
plan at its inception reach retirement age, and benefit payments in-
crease relative to contributions. But a reserve has nsually been acenmu-
lated, and its earnings supplement employer payments so that the
fund continues to grow, At some point, as past service liabilitics are
reduced, the benefits of the plan are usually liberalized to keep pace
with the rising cost of living and benefit. increases of competing plans:
the cost= are. therefore, increased. The higher benefits are usually ex-
tended to workers nearing vetirement age. and sometimes even to re-
tirees. and this inereases the past service liability since contributions
have not yet. heen made to meet these extra costs. There may he a con-
tinning trend of benefit increases. so that past service liabilities never
disappear, but generally. the percentage of liabilities which are funded
orows over time, FEventually, an equilibrium may be reached where
contributions and the earnings of the accumulated fund balance hene-
fit payment ontflows. and where the reserve is large enough to meet
all acerned liabilities. Evidence indicates that most plans over 10 years
of age are fully funded, and that younger ones are moving in that
direction,>

Tn some cases. however, most often in “mature” plang in declining
industries, benefits are increased and past service liabilities are in-
curred where the employers do not or are not able to raise eurrent con-
trihutions enough to cover the costs. The classic example is the railroad
industry, whose pension plan is somewhat unique in that it is civeum-
seribed by Federal legislation. but whose nnde-lying conditions typify
those in other declining industries. Though the Railroad Retirement
Fund has over $5 hillion in accumnlated reserves. it is expected to
run ont of money by 198855 This will ocenr hecause promised henefits
exceed projorted sontributions and earnings plus the reserves. Between
1959 and 1971, railrpad emplovment declined from 1.4 million to 611.-
000, while the numuer ef pension heneficiaries rose from 461.000 to
+

% Frank I.. Griffin and Charles L. Trowbridge, Status of Funding Undrr Private
Pension Plans (Homewood. Illinois: Richard D, Trwin, Inec, 1969), p. [0,

% ohert J. Snmuelscon, “Rallroad Retirement System In Trouble the Wash-
ington Post, Aug. 19, 1972, p. DT. .
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nearlv 1 million, Inereases in benofits of 10 percent in 1970 and 13 per-
cent in 1971 were adopted for all beneficiaries, hut there was no change
in the contribution level, since railroads conld not afford it and since
the number of workers per retiree had derlined to the point where the
work force was unable to pay for the added benefit through deferred
wages, Unless changes are made in the system. the Railroad Retive-
ment Commission estimates that (even if there are no further henefit
increases) receipts into the fund will be less than disbucsements in
1933, and the difference will inerease rapidly as more workers retire,
<ventnally, the fund will be drawn down.

I most cases where there is a precipitons decline in an industry's
work force, a rednction in the number of firms, s rise in its average
age, and an inerease in the imber of heneficiaries. pension plans are
put ander stress which is agaravated by pressire for more adequate
henefits to keep up with the rising cost of living, Wherever such condi-
ticns prevail, as in the Studebaker shutdown in 19545 and the coal
miners and railroad retivement funds today. pension problems can be
expected,

M the whole, however. most pension plans have more healthy
maturation. Over the sixties, the svstem as a whole moved toward
fuller funding and greater henefit seenvity, coverage grew rapidiy.
henefits incrensed even more, and the terms and conditions of plans
were significantly liberalized.

Among private pengion plans in existence in hoth 1962 and 1969,
there have been n nmimber of substantial changoes:

(1) The proportion of covered warkers in plans with age or service
requirements for participation declined from 29 to 22 percont,

(2) In 1962, only 1 out of 10 workers could retire with » full benefit
hefore nge 65, By 1969, 3 out of 10 covered workers were i plans with
# normal retirement age helow 65

(3) Over this period. the number of plans with terminal earnings
formulas for ealculating henefits increased. covering a fourth of all
workers in 1962, hat ronghly a third in 1969,

(4) Three ont of four workers were in plans with some type of
vesting provision in the latter vear, compared with three out of five
in the former,

(3 Early retirement provisions covered 87 pereent of workers in
1969 compared with 77 percent in 1962,

(6) There was some liberalization of special early retirement hene-
fits. wenerally raising the payment up to the level which would be
received at normal retirement with social seeurity.s®

There is no a=surance that these trends will continue at the same
pace over the 1970%s, Special earlv retirement provisions, which were
added to many plans in the late fifties and early sixties. accounted for
the <ame pereentage of covered workers in 1969 as in 1962, Other types
of benefits, sich as cost-of-living esealators. may catch on and hecome

™ id,

M Federal Reinsuranee of Private Peasion Plans, Hearvings hefore Senate Com-
mittee on Finanes, 80th Congress, 2d sess, ( Washington: UK Govt, Print Off.,
1008, up, 112-114,

A eponxinon Knueeze Rusinras Week, September 16, 1972, n, 41.

® Harry E. Davis, “The Growth of RBenefits in a Cahort of Pension Plans,”
ap. eit., pn. 46-50.
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more important than terminal earnings formulas, But the thrust will
undoubtedly be townnrd providing a lavger retirement benetit with
greater certainty to a larger percentage of covered workers at an
carlier age.

Nocial Securcty aud the Private Reticement Systew

The private retirenient system is built on the foundation of the much

more comprehensive retivement svstem—social security. The present
nd fature aggreanate impact of pension and profit-sharing plans is
toa large extent interrelated with social security.

With few if any exceptions, employers contributing to private plans
must also pay social security payvroll taxes and withhold an equal tax
from the emplovee’s paveheck. Almost every worker who receives a
private pension is also eligible for social seeurity payvments, and the
level of henefits under private retirement plans ave established., either
consciously or unconseionsly, as a supplement to anticipated QASDI
benelits, In the fortie< and fifties. many private pension plans simply
promised to make up the difference between social security and the
stated level of retirement income. In 1949, fov instance, the steel-
workers negotinted plans providing a minimum of $100 per month
including socinl secnrity. The reasoning was that social security
pavnients were not heing upgraded enough to meet the basic needs of
workers, Beginning in 1950, however, and continning to the present,
periodie inervases were made in social security benefits. Private pen-
sion plans with social security offzets, therefore, contributed less to the
welfare of workers than plans providing stipulated benefits. Unions,
including the steelworkers, were therefore generally snccessful in
negotinting henefit formulas without direct offsets.®

Many plans, however, still have formulas which pay higher benefits
for earnings above the social seeurity tax maximum, The idea is that
OASDI benefits will provide a floor of retirement income, gnarantee-
ing the replacement of a fixed percentage of income helow the maxi-
nmm: plan benefits are intended to insure the same replacement for
incomes above the maximum. or to raise the “replacement ratio™ for
those hoth above and below, As an example, the 1970 Dravo Corp.
pension plan with the Marine and Shipbuilding Workers promised an
annunl benefit (for those retiring \\'itil less than 15 years of service)
of 1 percent of avernge earnings subject to social security tax during
the 10 years prior to retirement. but 1.5 percent +.f average earnings
above the maximum.® Other plans provide for some percentage of
earnings up to » fixed 2momnt, often social sceurity maximums exist-
ing at some point in time, and a higher percentage for earnings ahove
that level. The Internal Revemue Service issues “integration rules”
insuring that the percentage of income replaced by social security and
the pension is no larger for employees with higher earnings: this is

» Qratement of Joseph Swire in Reduction of Retirement Benefits Due to
&oeial Neenrity Inercases, hearings before Subcommittee on E aployment and
Retirement Inerenses, Specinl Committee on Aging, U.S, Senate, 90t_h Cong.,
1st sexs. ( Washington: U.8, Government Printing Office, 1967), pp. 61-72,

T Ihid.

% Nigeat of Relected Pension Plans, 1970 Edition, op. cit., p. 73.
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to protect against the use of pension plans chiefly for rewarding the
higher paid employees.

Data indicate that in the agaregate, there is no widespread problem
with a skoewing of benefits townrd higher income employees, at least in
terms of the pereentage of income replaced. \ study of 28 large, liberal
private plans in 1969 estimated that the pension alone would replace as
a median 28 percent of the income of low-wage earners (with income
two-thirds of the average in their industry) with 20 years of service,
compared with 15 percent for those with high earnings (80 percent
above the average).*? Actual data on the private pensions of new male
social seenrity beneficiaries indicate much less redistribntion. For those
earning $6.000-87,999 in their longest job witli 20 to 24 years of service,
median private pensions replaced 18 percent of final income, the same
percentage as for those earning $10,000 or more. Among those with 30
to 3+ vears of service, however, 31 percent of the income of the less
atlluent group was replaced by their pensions, compared with only 28
percent among the $10.000 and over group.** The fact remains, how-
ever, that private retirement benefits do not give relatively more to the
upper income employees. Since replacement rates under OASDI are
skewed to the low earners. the combined effect is to provide the 65-
vear-old low-income worker, who also receives a private pension,
with almost three-fourths of his or her preretirement income on the
average.%®

Whether or not the comparative replacement rates of high and
low income workers ave considered equitable, the significant. point is
that. pension henefits are planned as a layer on top of the social security
floor. The median pension replacement vate for the typieal 20-vear-
service worker in the 28-plan 1969 sanple was 21 percent (though it
is probably ecloser to 23 percent now). The average social sccurity
replacement rate for all private industry was estimated to be 23 per-
cent for a 6i-vear-old single male retiring as of January 1, 1972, and
48 percent for the married male (though these fizures, too, have in-
creased substantially).® It is only by combining the two payments
that a sigmificant replacement rate is achieved which permits the
worker to live in retirement at something near his or her previous
standard,

The layering of the private retirement system on top of the social
security system ereates some publie policy dilemmas. Those without
private retivement henefits must, of course, rely on social security
alone. In order to raise the retirement income of these “have nots,”
the whole social security floor must be lifted, which tends also to raise
the replacement rate for pension covered workers, At the same time,
if there is some degree of inclasticity in the ability to pay for and
the demand for future retirement benefits, increases in social security

“Peter Henle, “Recent Trends in Retirement Benefits Related to Earnings,”
Monthlp Labor Review, volume 95, No, 6, June 1072, p. 16,
* Walter W, Kolodrubetz, “I'rivate Retirement Bepefits and Relationship to
Earnings: Survey of New Beneficiuries,” op. cit., p. 27.
““" I 'c'; er Heule, “Recent Trends in Retirement Benefits Related to Earnings,” o
¢it., p. o
% Ibid. pp. 14-18.
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contributions and payn.nts might stunt the growth of the private
retirement. system. PPut 1 another way, employers who have to pay
a larger QASDI payroll tax may be unable to u fford increased pension
Lenefits, and they may not feel obligated to provide these since their
workers are protected by a more adequate social security tloor. Work-
ers who sce their social seeurity payroll deductions increasing may
press for cash compensation rather than greater deferrals into pension
or profit-sharing plans.

The extent of such impacts cannot be quantified in any exact way,
but it is fairly certain t}mt a doubling or tripling of social security
taxes and benefits over several years would squeeze the private retire-
ment system. There are those who argue for such a course of action.
Social security has advantages such as almost complete portability,
very early vesting, and a guaranteed benefit security, On the other
hand, defenders of the private retirement system argue that it provides
needed funds for investment and that its adaptability to individual
situations is an asset which can never be matched by a homogeneous
" system. Also, as the social security system takes on increasing redis-
tributive functions, the private retireinent system isthe best way work-
ers can rise above the social security floor of adequacy to a higher
replacement rate.%

Arguments are likely to continue over the relative balance of the
public and private retirement systems. The relative “effectiveness” of
the systems depends on the goals for which they are intended, and
there is no way to decide on any single set of goals. A variety of nor-
mative and philosophical, as well as pragmatic, issues are involved.
Whether or not the arguments are resolved, however, it is vital to rec-
ognize the interplay of social security and the private retirement
systen.

i The Future of the Private Retirement System

The future of the private retirement systemn is clearly dependent
upon changes in social security, the trends of development in pension
and profit-sharing plans, the economic climate, and a variety of otuer
factors. Continued growth and change are relatively certain, but the
pace and direction can only be guesseg.

Mere extrapolatious of past trends can be misleading. For instance,
the President’s Committee on Corporate Pension Funds and Other
Retirement and Welfare Programs estimated in 1965 that by 1980,
plans would cover 42.7, or nearly three-fifths, of all wage and salary
workers, with 6.6 million beneficiaries receiving $9.0 billion, employer
contributions of $10.9 billion, and reserves of $225 billion.®® These cs-
timates are suspect, however, since the interim projections for 1970
were groszly wide of the mark. Coverage was predicted to be 34.0 mil-
lion, 1nstead, it was 20,7 million. Contributions and reserves were pre-
dicted to be $8.7 billion, and $125 billion, respectively: instead they

¥ Robert J. Myers, “Government and Pensions,” Private Pensions and the Pub-
lio Interest (Washington: American Enterprise Institute for Public Policy Re-
search, 1970), pp. 20-50.

® President’s Committee on Corporate Pension Funds and Private Retirement
and Welfare Progzrams, Public Policy and Private Welfare Programs (Washing-
ton: U.8. Government Printing Office, 1865), appendix table 1.
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were 814.0 billion and $137 billion, respectively. ® Obviounsly, it is dif-
fienlt to know what the future will bring.

There are, however, a number of clouds on the horizon that do not
hode well for the private retirenient system. Where the 1950 were a
dlecade of rapidly expanding coverage, and the 1960 of dramatically
improving henefits, the 1970% may well be a decade of relative stagna-
tion, with newer plans catching up to the older ones, but develonments
overall coming much more slowly than in the recent past. The follow-
iner factors support this conclusion::

First, as plans mature. more and more workers will be retiring and
receiving recently improved retirement benefits. Fullv funded nlans
should have little trouble meeting these demands but those which are
underfunded may have to run just to stay in place. Their problems
will be componnded by demographic factors. In the first half of the
decade, the 60- to 84-vear-old age cohort will grow more rapidly than
the total population: in the latter half of the decade. the 63-'to 69-
vear-old cohmit will expand dramatically relative to its slow growth of
the last decade,™ This means that a large proportion of workers in the
lahor force will be reaching retirement age. putting pressure on the
retirement svstem. .\s the experience of the rilroad and coal indns-
tries suggests. this can create problems when an aging work foree
nresses for henefits which have not been paid for by previous contri-
hutions and which cannot he met by deferring wages from the current
work force. Over the next decade, workers in the 20- to 29-vear-old
cohort will be the most rapialy expanding segment of the labor force.
while the “buffer cohort™ aged 45 to 54 which might be expected to side
with older workers. will actually decline,” ‘

Second. the favorable financial conditions which provided funds for
improving retivement benefits over the sixties will nnt he available in
the coming decade. Whether or not a bull market will exist which can
provide a high level of earnings on reserves, the rate of increase in
retivement fund earnings cannot contimie to rise. There has heen a
dramatie shift in retirement fund investment patterns over the last
decade from Government securities and corporate honds to common
stock. The rosult was a significant increase in the yield of retirement
funds allowing firms to nse their contributions for improving henefits.
The rate of return on corporate pension funds rose from an estimated
313 percent in 1965 to 5 percent in 1970, though this includes only
realized eapital gains and not those aceruing which will be utilized in
the future. As a vule of thumb, each one-fourth of 1 percent increase
permitted employers to reduce contributions or raise benefits hy be-
tween 4 and 6 percent.” Now, however, the portfolios of funds are
mnch more “balanced.” that is. much closer to yielding their potential.
The rate of return has probably stabilized, providing little impetus
for expansion,

" Ihid., and Walter W, Kolodrubetz, *Two Deeades of Employee Denefit lan-.
1950-70 : A Review.” op. cit. p. 20.

™ Xophie C. Travis, “The U.K. labor force: projections to 1985, Monthly Labor
Review, Vol. 93, No. 5. May 1970, p. 4.

T 1bid., p. 4.

7 Louls Harrig and Associates, Lusge Corporations and Their Ponsion Funds:
1970 (New York : Louis Harris and Associates, Inc, 1971), p. 85.

7 “The Pressure of Pension Funds to Perform,” op. cit., p. 85.



39

Third. continued increases in social seenvity henelits and contribu-
tions may have an impaet on the growth and development of the pri-
vate retirement svstem, Some businessten and some socinl seenrity ex-
perts have asserted that the 1972 amendments which inereased all bene-
fitx 20 pereent and improved them in other ways, consequently rising
the tax rate from 5.2 pereent of the first S0.000 of earning to 385 per-
cent of the first 812,00 in 1974, will have a signiticant impact on the
private retivement system.’

There i no elear-cut evidence, but some reason to believe, that this
will retard the growth of private plans. From 1964 to 1965, contribu-
*ions ta social seenrity rose 45 percent. while from 1465 to 1970, they
more than donbled : private retirement plan contributions rose 53 per-
vent from 1960 to 1965, but 67 percent from 1965 to 1970, despite the
faster growth of social seenrity.” In comparison, however, the 1972
amendments will increase social security contributions even faster. hy
almost 50 pereent within 2 yems, If total retirement contributions rise
at their previous rate, private retirement plans may have somewhat
Jess room to expand. And this assumes that there will be no further
inereases in social security before 1974, which may be an unrealistie
assumption in view of the benefit escalator in the 1992 Iaw.

Higher levels of social seenrity may reduee pressure for expanded
henelits in industries covered by private retirement plans, but the
move signiticant impaet will likely be to discourage the formation of
new plans in the now uncovered areas. Social security is probably a
more effective retivemient system for such industries. They are char-
acterized by small firms, high turnover, and low wages: and social
security obviates the need for separate plans. has complete portability,
and is in part an income transfer mechanism to these with low wages.
Whether this is the case, increasing social security taxes will affect
both employers and employees who usually do not have private plans
becanse they cannot atford them.

Fourth, incrensing governmental regulation of the private retire-

ment system is inevitable, Minimum standards will be set for vesting
and funding. and plans falling below these standards will be forced
to change. Costs are involved, and the immediate impact of new legis-
lation will be to inerease contributions in the aggregate. However, it is
also possible that the further growth of the system will he forestalled,
Beeause they have to meet minimum standards, some firms without
plans may be discomraged from establishing them: others with Ylnns
niay simply drop. or at best not improve them. Though it is doubtful
that any legislation passed by Congress will be so severe as to cause
an immediate diseuption of the system. there is the possibility of a
longrun impact,

In light of these factors. simple extrapolation of past frends is gues-
tionable. Yet, it is probably not wrong to assiiee tine the directions
of change will continne even if the pace slows, ‘Three major trends
emerge from studies of “lead™ retirement plans by the Bankers Trust
Company: First, there has been a significant trend toward the elimi-

* wThe Forcer Reshaping Social Security,” Business Week, July 15, 1972, pp.
- 60,

= Walter W. Kolodrubetz, “Two Decades of Employec-Benefit Plans, 1960~
1070 : A Review,” ap. cit., p. 20.

9740 TR -4
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nation of age requirements and the reduction of service requirements
for vesting; second. terminal earnings formulas have become more
widespread as a hedge against intlation. and benetits have inereased
to replace a greater share of final salary; and, third, carly retirement
provisions have proliferated, they have been changed to permit exit
at an earlier age. and benefits have heen increased ™™ Experts gen-
erally agree that these trends will continue to be predominant over
the next decade. Many feel that portability provisions will also expand
as multiemplover plans continue to grow in importance, as stable and
estublished plans work out greater coordination, with reciprocity
agreements. and perhaps as Federal legislation is passed to encour-
age portability. But to the extent that carlier vesting is a partial sub-
stitute for portability provisions and that only vested rights can be
transferred anyway, vesting changes will probably affect more workers,

To tinance further improvements, most experts believe that contri-
butions will continue to expand at a rapid rate.’® As suggested, how-
ever, there are reasons to believe that the pace of growth and change
will slow. What.ver the future may bring, the fact remains that the
private retirement system now covers half of all private wage and
salary workers, and 1t is providing benefits to an ever increasing pro-
porticn of new retirees. Pension and profit-sharing plans have under-
gone signifieant changes in the last decade, and the impact will be in-
creasingly felt in the coming years as more and more participants
reach retirement age, Because of the lag between lead plan changes,
their widespread replieation and their full impact, it is the past rather
than future developments which will largely determine the labor mar-
ket impacts of the private retirement system in the next few years, It
is, therefore, vital to look at the provisions of pension and profit-shar-
ing plans. as well as the trends in these provisions, to determine their
likely effects.

“oThe Forces Reshapinz Social Security,” op cit.. and Garnett Yorner and
Philip Shandler, “Nixon Will OK Benefits Rise,” The Evening Star and The
Washingtor. Daily News, October 30, 1972, p. A-8.

7 1970 Study of Industrial Retirement Plans, op cit., pp. 1-17.

"7 J. Gordon and R. E. LaBleau, “Employee Benefits, 1970-1985," Harvard
Business Review, No, 1, January 1970, pp. 26-28.




3. Derkurep Wasks axn Lapsor Cosrs
The Deferred Wage Concept

Up until the last several decades, pension and profit-sharing benefits
were generally resarded as awards or gratuities rather than contracted
obligntions between employers and employees. Qften, they were paid
out of operating expenses rather than reserves, with the employer hav-
ing the right to deny payments to any employee. As an example, one
of the carliest plans contained the following disclaimer:

Thisx pension plan is a voluntars act on the part of the company and is not to
be deemied or construed to be o part of any contract of employment, or as giving
any cemployee an enforceable right against the compuay. The board of directors
of the comriny reserves the rirht to walter, amend, or aunul or cancel the plan or
any part of it at any time. The right of the company to discharge any empluyee
 at any time shall uot be affected by this plan, nor shall such employee have any
interest in any pension after discharge.?

As retivement plans beenme more firmly established, particularly
where they were part of collective-bargnining agreements, conceptions
hegan to change, The Inland Steel decision in 1947 was a landmark,
with the National Labor Reiations Board rling that:

Realistieally viewed, this type of wage enhancement or incrense, no less than
any other, becomes an integral part of the entive wage structure and the vhnrae-
ter uf the employee representative’s interest in it and the terms of its grants, is
no different than any other case where a change in the wage is affected.”

Today, it is generally accepted that vetirement plan contributions
are a form of “deferred compensation” rather than a gratuity, at least
where these ontlays cover enrrent as opposed to past service linbilities.
According to income tax regulations, payments into funds are set aside
for use only for the benefit of employees. The level of payments under
collectively bargained plans is usually determined along with other
noneash benefits as part of the total compensation package. Employers,
therefore, generally vic v contributions as a cost of labor, while work-
ers view them asa deferral of wages for the future,

» Despite this general agreement that pension and profit-sharing con-
tributions are a deferred wage and a labor cost, there nre many unre-
solved issues, Where benefits are extended for past service when wages
were not deferred, the employer may feel that his obligation is not the
same as in meeting current service liabilities. Some firms make very
slow progress in funding these past liabilities. to the detriment of cur-
rently employed workers who might find that there is not enough
money to pay promised benefits if the employer goes out of business.

! Cornelins Justin and Marlo Impellizeri, “The Mirage of Private Pensions,”
Private Welfare and Pension Plan Legislation, Hearings before General Sub-
committee on Lator, House Committee on Education and Labop, 918t Congress,

1.«2 ;llnl:ll 24 S;ssiuns (Washington: U.8, Government Printing Office, 1970), p. 388,
id., p. 390,
(41)
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Another issue is whether the individual as opposed to the covered work
force ns a whole has claim to wages deferred into retirement funds. 1f
contributions come from evervone's potentinl paveheck. then it might
be argued that everyone should get a benefit. Though all retirement
plan contributions are supposed to go .o workers as a group. many who
work under a plan never meet the qualifyving requirements,

Whether retirement contributions are considered “group deferred
wages™ or “individual deferred wages," and whatever the contractual
interpretation given to past service liabilities, it is clear that contribu-
tions are labor-related costs and part of the compensation package for
the employce,

Inereazing Deferraly

Expenditures for retirement programs are rising rapidly and ac-
count for an increasing share of all private employvee compensation.
In 1959, 4.2 percent of the $2.61 hourly average compensation of pro-
duction and related workers in manufacturing industries went for re-
tirement programs: 2 percent for social security. and 2.2 percent for
private retirement plans, In 1970, 6.5 pereent of the $4.24 average
went for retirement progvams, including 3.7 percent for social seen-
rity and 2.9 percent for private retiremient or profit-sharing plans,
Contributions for private manufacturing plans, therefore, doubled
from 6 cents per hour in 1959 to 12 cents per hour in 1970, For all in-
dustries and all workers, private retirement plans absorbed 3 percent
of Fayroll or 14 cents per hour in 1970, )

These costs are unevenly distributed. Manufacturing firms paid 8
percent of all compensation in 1968, or 12 cents per hour for private
plans compared with 2.5 percent and 9 cents per hour for nonmanufac-
turing industriez. Establishments with over 500 employees paid 4
percent or 18 cents per hour compared with 2.4 percent and 9 cents
for firms with 100 to 499 employecs. ansd 1.5 percent and 5 cents for
those with under 100, In establishments . » ered by collective bargain-
ing. 3.1 percent of compensation or 13 cents went to private retirement
plans while in noncovered establishments it was only 1.2 percent or 8
cents per hour, More was spent for office employees (3.4 percent of
compensation or 16 cents per hour) than for non-office employees (2.3
percent of compensation or 7 cents per hour).* Generally, the propor-
tion of compensation deferred for private retirement plans in 1968
was larger in establishments with higher average earnings (table 10).

}«Employee Compensation Reached $4.54 an Hour in 1970, News Release
by Burenu of Lahor Statistics, November 23, 1071.

$ Employee compensation in the Private Nonfarm Economy, 1968, U.S, Depart-
ment of Labor Bulletin 1722 (Washington : U.8. Govt. Frint. Off., 1971).
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TABLE 10.—The proportion of compensation deferred for private retire-
ment plans in 1968 was larger in establiskments with higher arerage
earnings

— e -

Notdlice ciployers ' Otlive employess
Zxpends ! Expeud.
: ;o ftaresas {tures as
Average hourly compeusation I Pereoutfu . percentof Percent in pereent of
establishe | compens establishe competis
, mentswith © satlon in ments with sation {u
expends i estublishe expend- establish-
ftures . ments with ftures ments with
o expende . expend-
ftures | Iturer
Total e iameaa 50 - 3.5 67 4.7
Under $2.50. ..o .. civiaenanon. 19 . 2.4 | 3 3.8
$2.50 and under 350 __ ... ... 52 - 3.0 46 3.6
$3.50 and under $4.73 .. _._.... 72 3.3 | 70 4.2
$e.70andover.o oo oinannns 87 4.1 77 4.9
. : !

Sonrce: Bureau of Tabor Statisties, Employee Compensation in the Private Nonfarm Eeonor:y, 1068, U8,
Department of Lator Bulletin 172 (Washington, D.C.: U.8. tiovernment Printing Otfice, 1971) p. 3.

As indicated previously. there i wide variation among all sizes
and tvpes of establishments in the incidence and level of private pen-
sion plan contributions (table 11). In 1968, 41 percent of employees
were in establishments with no expenditures, another 17 percent were
in ones which contributed less than 2 percent of the payroll, and 18
percent were in those with ontlays of less than & cents per hour. At
the other extreme. 5 pereent of workers were in plans where private
pension expenditures were § pereent or more of payroll. and 12 percent
are covered by plans with contributions of 25 cents or more per hour.

Advantagex and Disadrantages for the Imployer

The- fact that the share of total compensation allecated to retire-
ment plans has inereased. while the proportion in eash payments has
declined, suggests that the employer, the employee, or hoth, find ad-
vantages in deferring wages, For the employer, contributions to re-
tirement plans may he preferable to equal wage payments beenuse
they offer some degree o} short-run flexibility in that they can some-
times be delayed. because they might help to discourage turnover and
retain skilled workers, and because they ean be used to phase out older
and less productive workers in a_Lhumane way. The welfare dimen-
sion= are probably a major factor in the employer's mind, whether for
altruistic reasons or gelf-interest hecause of employees’ demands:
Pension and profit-sharing contributions purchase more future hene-
fits thun an equal increment to wages and salaries. Every dollar con-
tributed to a tax-qualified pension fund is deductible as an expense
by the employer, *f the contribution were included in the earnings
of the firm. that is. considered as profit distributed to employves, it
would be taxed at the maximum corporate rate of 48 percent. More-
over. there is no tax on the annual investment income of the pension
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TaBLE 11.—There is wide variation among all sizes and types of estab-
lishments in the incidence and level of private pension plan contribu-
tions

1063 l Al with private l Manufacturinge
| pensiou plas

| Nonmauu-
! L tiathige
|
|

1
Contribution as percent of compensas
tion:

. 1
All establishments (percent) __. _. 27 3.0 23
Es}ahlislm;onts with expenditures ag 5 G 40
Pereent) . ..o ceececcee e 3.8 3.6 .

Total (pereent) - - .. _ 100 | 100 100
Noexpenditures. . oo oo : 41 | 24 o0
lL'nd«-,r 1 pereent oo .o ....... ! l-‘; : l? 7

to el 0! O
R X TR 1 10 13 s
Btod . i iaiaiacacea- 11! 16 9
R S, | 8, 11 ¢
Sto 6o leal.. | 41 7 3
6ta gL LDLIIIIIITIIIIIT | 3 4 3
R TR . y 1 ‘ 1 2
Rton o iaao.-. ! 2 2 2
9to 10, . 1 1 1
10 to Moo ool | e e 1
) I 1 T eemen crmmmem mmam. e jemacemeccana
12and aver. o e eman ! 1 1 .

Contribution per payroll hour: | ;

All estahlishments (cents) ... ... | 11t 13 9
Establishments with  cxpendi-, - | 1 .

TUPES . o o ereceieemcanas i . 7
Taotal (pereent) . ... o_.... | 100 I 100 100
No expenditures_ .. ..., ) 24 H0
Underleent .. . oeeoeeneeoon-. [ 8! 5 3
Q0 e eccaeaeaee | N 6 »
3 (I | R, o] I H 6
6 tO R _________________________ { -?' i 6 4
Bto 10 e 4 6 3
10 te 12 e ceceee 3 ) 2
12¢to M4 e cecaeaaa- 4 6 3
M4to 16 ... 3 4 2
1640 18 et e ceeicmee - 3| 4 3
1Rt0 200 e ceeececeeaas 3 3 3
20t0 25 . lo 6 12 3
2540 B0 - cmemeneees ! 40 6 3
R {1 3 1Y 3 YR 2 3 2
It 40 e 2 i 2 ‘
4080 00, ca. e 2 i 2 3
S0t G0 LTI 1! 1 1
60andover_ ..o ... ...... i 1 } 4 1

Source: Bureau of Lahar Statistics, Employee Cempensation in tie Deivate Nonfarm Economy, 1948, T 8.
Department of Labor, bulletin 1722 (Washiugton’ C.S. Government Printing CMce, 1071) pp, 26-29,

funds, making it advantageous to the employer to operate on a funded
rather than a pay-as-you-go “asis since most other uses of the funds
would be taxable. As a further benefit to the employee. contributions
and carnings are not taxed until the year they are received, when the
individual’s income and tax rate are usually lower. The Treasury
Department estimated that this tax treatment resulted in between
$1.1 and $3.9 billion in subsidies in 1966 (table 12). This is very im-
portant when it is considered that in 1966 employer contributions
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totaled only $8.2 billion,* The President’s Committee on Corporate
Pension Funds estimated in 1965 that if an employer paid corpovate
income tax on his contribution as well as on the earnings of the funds.
a R100 a month pension under a “typical” plan for a “typical” worker
would cost 101 a vear as opposed to £71 under existing tax rules.®
There is some debate among tax experts whether the rules applying to
retirement contributions are “preferential® or “noriaal” under the
conventions applying elsewhere.? Tt is certain. however. that if con-
tributions or the income of funds were taxed. this form of compensa-
tion would be much less attractive to both employers and employees.
In order to get tax breaks. a pension or deferred profit-sharing plan
must. meet several Internal Revenue Service regulations. It must have
written terms providing benefits exclusively for employees and their
Leneficiaries. It must be permanent and all eontnmbutions must be
reserved for participants. It must be nondiscriminatory relative to

TasLE 12.—The Treasury Department estimated that this tax treatment
resultg%l. tn between 81,500,000,000 and $3,900,000,000 in subsidies
n 19

Based on Based on
Item . individual corporate
income tux income tax
1. Revenue gain from benefits subject to individual
fncome tax. ..o eiacai i [ +$323 <+ 8325
2, Revenue loss from tax-free income of pension and i
annuity funds._ . e meaoaan — 530 -1, 350
3. Revenue loss from present tax treatment of employer’s
contributions. . ... ... ememammanan RO ---| =1,150 -2, 850
4. Net revenue loss- ... - cemeesecocecemmenenn | -1,375| -—3,87
NOTES

Ttem 1: Under present law, benefits taxed to the extent they excaed the employvee's contributions. Of an
estimated $3.300,000,000 in private pension beneflts 1n 1966, it 18 estimated that 36 rercont ap) on non-
tazable returns or are exclided as a return of contributions. ‘The remainder would be taxed, under the
Revenue Act of 1084, at u marginal rate of about 20 percent (based on the income distribution of pension and
annuity income), it about !¢ of the tax would he offset by the retirement incomao credit. Thus, approxi-
mately §325 million is now obtained by taxing benefits,

item 2: Totslinvestment {income ofdprlvnte pension funds and annuity plans {s estimated at $3,000,000,000
in calendar year 1966, This wonld yleld tax revenue of $350,000,000 at individual rates and about $1,350,000,000
if taxed at corporate rates,

Item 3: At 1966 income levels, corporate contribytions to privata pension and profit .haring plans are
estimated at about $3.300,000.000. Under the Revenue Act of 1984, the marginal rate on salaries and Wages
is estimated at 18.4 percent, ineluding nontaxable returns, 1f corporate contributions were treated as being
vested in the employees and taved to them, their Habilities would rise by $1.150.000,000.

The marpinal tux rate on corporation deductions under the 1964 act 1s about 45 percent, Thorefora, if in
lieu of emMuyet's contributions thess amonuts were included in corporate profits and were made taxable
to the employer, corporate tax liabilities would rise $:2,850,000,000.

Source: Rnymond Goetz, Tar Treatment of Pension Planas. Prefeential or Normal? (Washington: American
Enterprise Institute for Public Policy Research, 1469), p. 55,

3 Walter W. Kolodrubetz, “Two Decades of Employee-Benefit Plans, 1950-70:
A Review.” Social Seeurity Bulletin, Ay 1972, vol, 83, No, 4, p. 20,

* President’s Committee on Corporate Pension Funds and Private Retirement
and Welfare Programs, Public Policy and Private Welfare Programs (Wash-
inzton: U.8. Government Printing Office, 1865), p. 16,

?Rolert J. Myers., “Government and Pensions.” Private Pensions and the
Public Interest (Washington: American Enterprise Institute for Public Policy
Research, 1970), pp. 2050,
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different classes of employees. And annual contributions. at a mini-
mam. must meet currently acerning linbilities and the interest on
any unfunded Jliabilities.®

The employer. therefore. has some flexibility in contributing to
pension funds, and a greater degree of flexibility under profit-sharing
plans. which he would not have in paying wages. In a bad year. the
single employer with a trusteed fund might forgo contributions or
reduce them somewhat, making them up when profits are higher. \s
an example, the Aluminum Company of America made pension plan
contributions of $11.3 million in 1967 when its net income was $107.4
million; contributions fell the next year to $9.8 million when net
income fell to $104.7 million. They rose again the next vear to 8127
million as net income inereased to $122.4 million then fell to $11.4
million when income declined to $95.5 million.?

Not all employers have this flexibility under their retirement plans.
In multiemployer plans. for example, contributions are frequently
set as some amount per hour independent of ability of a given firm
to pay. Likewise, in many insured plans, contributions have to be
made on an actuarinl basis ench year. Overall. there 5 some reason
to doubt the flexibility of contributions since they rose by 10 percent
in 1967 and 1965, but still inereased 10 percent in 1970, desnite the
recession.’® The entbacks by employers with financial difficultics were
apparently balanced by increases elsewhere, It was prohably only the
plans which were already overfunded or those firms with special diffi-
culties which chose to reduee their contributions. However, there was
some degree of extrn flexibility for some firms.

Another dimension is the flexibility retivement plans provide rela-
tive to wage and price controls. During World War I1. private retire-
ment contributions were not controlled. and many employvers who
could not raise wages increased or initiated retirement plans to attract
and hold workers.?* While pension and profit-sharing payments were
included under the controls initinted in 1971, there is some evidence
that at least a few firms increased their contributions toward agreed
upon benefits in order to stay below profit marein ceilings. For
instance, the Ford Motor Co.. which applied to the Price Commission
for price increases eiting low third-quarter 1972 earnings, had in-
creased its pension fund contributions from $60 million in the third
quarter of 1971 to 373 million in the third quarter of 197222
Whether this was a conscious attempt to hold down profits and to
stockpile reserves for future pension payments after controls wonld
presumably be lifted cannot be known; certainly, this would be a
rational course,

“Interim Report of Activitiez of the Private Welfare and Pension Plan Study,
1971, Senate Committee on Labor and Public Welfare, 924 (Cong., first sess,
(Washington: U.R, Government Printing Office, 1072y, p. 23,

*Pensions data from the Alcon annual Welfare and Densions Plans Dis.
closure Act reports and net income data from the Fortune 500 zeples, 1048,
1949, 1970, 1971, and 1972

" Walter W. Kolodrubetz, *"Two Decades of Employee Benefit Plans,” op. cit.,
. 20,

I Institute for Life Insurance, Private and Publie Peasion Plana in the United
Ntates (New York: Institute of Life Insurance, 1968), n. 5.

YeAutatuichers Argue for a 3 Percent Boost. Buzinese Weelk, Nov, 4, 1072,
P 23,
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I’erhaps an even greater advantage in the eyes of some employers
is that current settlements do not necessarily increase cnrrent costs.
The employer may, for instance. provide only the interest accunmla-
tions on his unfunded liabilities though the cents-per-hour cost attrib-
uted to retirement plan changes wonld include the funding of past
service liabilities. More generally, management has been able to pro-
vide rapidly increasing benefits without paying the full cost because
of increasing earning rates on funds over the last 10 years, Many em-
plovers count on such savings in bargaining over retirement benefits.
IFor instance, a 1970 survey of large pension fund managers found that
90 percent expected their costs to double over the next 5 vears, yet they
estimated a rise of only 10 percent in contributions on the assumption
that the rate of return of tLo pension funds would continue to rise,!
Whether the employer expectaticns ave realistie, it is clear that they
are promiging benefits on the assumption that their current contribu-
tions will have to meet less than full cost.

The retirement plan contribution may have other advantages and
disadvantages to the employer which an equal wage payment would
not. It is undoubtedly true that middle-aged and older workers who
are looking forward to retirement and have long employment will
favor greater contributions, while younger workers, usnally short
term. will favor the extra dollars in'the pay envelope. The extent of
contributions and types of benefits may affect the work attitudes and
patterns of these segments of the work force. as is true of the whole
package of employee henefits. For instance, under multiemplover
plans. contributions may have less impact on the commitment of the
workers toward a particular employer than contributions to company
trusteed plans which are identified with the sponsor. Plans with kieh
benefits but lengthy service requirements may have a positive impact
on older workers near qualification but a negative impact on younger
workers whose wages are heing deferred for a far distant possibility.
These impacts cannot he documented. and they probably affect work
patterns only marginally. concentrating in establishments with plans
that are significantly hetter or worse than the average, but any factor
influencing the attitudes of the work force is not unimportant.

Onc of the longstanding controversies of economic and business
theory is whether profit-sharing motivates the individual worker. In
the present context. the issue is whether deferred profit-sharing plans
would have more impact on worker performance than regular pension
plans, if both offered equal benefits.

There are some indications that in some industries, profit-sharing
may increase productivity. For instance, two studies of large depait-
ment store chains from 1952 to 1958 and from 1958 to 1969 found that
the profit-sharing companies, such as Sears & Roebuek. J. . Pennev.
and R. TL. Macy. had botter performance by almost all financial indi-
cators thun the non-profit-sharers such as Marshall Ficlds and Alliea
Stores Corp.'* The department store chains with profit-charing claimed
that their plans had some favorable impact on employees and that this,
in turn. contributed to the financial success of the company (tab'e 13).

1 1,0uis Harrie and Assoclates, Large Corporationg and Their Penzion Funds;
1970, op, ¢it., 1, R2-K8,

1 Rept Metzger and Jerome A. Collettl, Doea Profit Sharing Pay? (Evanston,
1IL.. Profit Sharing Research Fonndation. 1971,
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There i »5 way to know whether the profit-sharing plans really had
an impact, or, if o, whether it was the impact dependent on the profit-
sharing aspects of these plans. For instance, in the Sears plan in 1969,
the average employee retiring with 15 to 19 years of service had an
account of $24,000, while those with 40 vears of service or more had
an accumulation of $328.000; these accounts would provide the aver-
age 63-year-old retiree an annuity of roughly $180 and $2,500 a month,
respectively.’® This high level of benefits, rather than the fact that they
were related to the level of profits. could have accounted for greater
worker satisfaction and productivity.

A much more comprehensive study of 175 companies compared the
financial performance of 65 profit sharers in 9 industries to the other
firms without profit sharing.’* Judging from the level of operating in-
come, the net income margin, the return on assets, investment, and
common stock equity, and the earnings per employee, profit sharers
perfored better in eight of nine industries; measuring the trend in
these six variables, plus the trend in sales, earnings per share, divi-
donds per share, and market price per share, profit sharers outper-
formed other firms in seven of nine industries (table 14). To the extent
that the selected companies were characteristic of the universe, the bet-
ter performance of the profit sharers may have resulted from better
management and not increased worker productivity, and profit-sharing
plans might have been one of the things which could be afforded out
of high profits. It still remains to be established that workers whose
retirement incomes depend on the annual level of profits will work
harder than those whose benefits are fixed by the plan prior to retire-
ment. Nevertheless, the evidence should not be dismissed totally. There
is a reasonable possibility that profit-sharing plans will have some im-
pact on productivity. For instance, if 10 percent of the work force of
a company is 45 and over and retirement conscious. and they increase
their output 10 percent each, total company productivity rises by 1
percent, which is not at all insignificant. A hiberal profit-sharing plan
might have an effect of this magnitude, especially in service and retail
industries where personnel ro«fuctivity is hard to measure and largely
dependent on the individual worker attitudes.

3 Ibid., p. 69,
% Rion Howard and Peter Dietz, A Study of the Financial Significance of Profit
Sharing (Chicago, Ill.: Council of Profit Sharing Industries, 1069).
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TaBLE 14.—Judging from the lerel of operating income. the net income
margin, the return on assets, investment and common. stock equity and
f!w earnings per employee, profit sharers performed better in 8 of 9
industries: measuring the trend in these € varicbles plus the trend in
sales, earnings per share, dividends per share. and market price per
share, profit sharers outperforme! other firms in 7 of & indistries

Profit shuring compa.tes compared with averags of
nonprofit sharers

Fadustry : ) : -
i Level 1966, nmnber I Trend 148 to 1:w6,
| indicators number indicators
i ! o
! Higher ! Same " Lowwr | Up | Chan'e Duwn
Chemienls. ... l 5° 17 ol 0 o
Draga. . 17T I 0: 1! 5| 4 0 6
Bleetronien_ ... . .00 | 6! o, ol 7 2 1
Muchinery and metal fabricnturs.-] 6 0! ol 2 8 0
Oil-integrated domestic. . .- . | 1l 20 317 3. 0
Publishing_ ... ________ . ________ 3 2, 1| 3 3 4
Retail department stores and mail 5 | ‘
order., . . 1| 2. 3|9 0 1
Retail department stores .. (1), (0 (S (8) (1) (1)
Retail food chaine. . __ .. . _.__. i 1 4. 11 7 3! 0
Tobaceo, eigarettes. ... .. .| 4 l 2: 0] 6 2] 2
Total ... ..., : 275 14 i 13 | 55 21 { 14
t §

Source: Bion Howard and Peter 1Yietz, 4 Study of 1 ial Ngu; [ ; (.'. : .
T1: Councll of Profit Sharng e rr”. b .“p.ya':, e Financial S.guificanes of Profit Sharing ((*hicago

Adrantages and Disadvantages for the E'mployee

The worker is not so concerned with how much the employer must
contribute to l;fnsion plans as he is with the retirement income he is
promised and his chance of receiving it. The $1.800 median benefit to
newly retiring males may replace only a proportion of preretirement
income, but to provide this amount commencing at age 65. roughly

20,000 has to be accumulated.’” The average worker earned about
$150 per week in 1971 % or ronghly $7.500 per vear, out of which there
would be nearly $850 in social security ang(‘in('ome taxes for the head
of a family of four.”® To save $20.000 over 20 years would require the
worker to set aside a tenth of his take-honie pay each year. The chances
of doing this are very slim even if all deferred wages instead went into
the pay envelope. Not only is savings relatively painless when dor.:
through the deferred wage approach (and the limited available evi-
dence indicates that it is not offset by cutbacks in individual savings).
bt it isalso encouraged by favorable tax treatment : that is. the worker
does not pay the 14 cents-on-the-dollar income taxes.

" BEstimated by the Franklin Life Insutrance Co,

*Manpower Report af the Prexident. 1972 (Washington: U.8. Government
Printing Office, 1972), p. 217.

® Jtatement nf Andrew Biemiller bhefore Hontse Ways and Means Committee
on HL.R. 12272, The Administration Pension Proposal, May 11, 1972 (mimeo-
graphed).
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For those who receive benefits under private retirement plans, it is
also true that the deferrals from their own wages provide only a por-
tion of their benefit. Employers contribute on the assumption that only
a minority of the employees will eventually qualify for benefits either
hecause of death before retirement, turnover before qualification, or
some other reason. All else heing equal, the smaller the proportion of
workers eventually qualifying for benefits, the more they can be given
from any level of annual contributions to those who do qualify. Re-
strictive pension provisions facilitate a higher payment to beneficiaries
by denying them to those leaving the plan. Provisions which would
increase the proportion of covered workers ultimately qualifying for
a benefit would reduce the level of benefits which could be provided to
each retiree out of given contributions, In considering the attractions
of private retirement plans, one of the concerns of the worker, there-
fore, is his chance of being among the beneficiaries rather than among
those who are excluded.

These chances are determined by the interaction of age, service, and
preparticipation provisions of retirement plans. For instance, in the
1970 Plumbers Local 130 plien with the Plumbing Contractors Associ-
ation of Chicago, the normal retirement age was 65 with a 13-year
service requirement. In order to receive full henefits, the worker had
to be on the job at age 65 and have had the requisite service. But a
worker who retired at a rn..nimum of 62 with 15 years of service conld
also receive a benefit, calculated by reducing the normal benefit five-
ninths of 1 peveent for each month under age 6:. In addition, a worker
any age with 10 years of service qualified under the vesting provision
for 5 percent of a normal henefit upon reaching age 65, and for each
year of service beyond this he would get another 5-percent share. Con-
ceivably, after 30 vears of service and age of, say. 48, he would be
qualifie] for a full benefit at age 65. Under this plan, then, the worker
who staved at least 10 years would get something, while after 15 years
of service he or she would qualify for normal or early retirement.?
This contrasts with provisions such as in the Clothing Workers 1970
national plan, which also had a normal retirement age of 65 but a
longer service requirement of 20 years. While there conld be early re-
tirement at 62, the worker also had to have 20 years of service. since
there was no vesting.®? Obviously, the worker's chances of obtaining
any benefit from this plan were much smaller than under the I’lumb-
er’s Local plan if the probability of leaving the scope of coverage were
the same.

In 1969, 77 percent of all private pension plans had vesting provi-
sions which entitled a worker leaving his job before normal or early
retirement ages to still receive some benefit at a later date. with most
requiring 5 to 15 years of service and attainment of a stated minimum
age. Eighty-seven percent of plans had carly retirement provisions
providing immediate benefits to long-term workers leaving before nor-
mal retirement wge. Though vesting and early retirement provisions
have grown more widespread over the last decade, with shorter service
periods, a worker still has to stay on the job for many years to qualify
under most plans (table 13).

“ N Department of Labor, Digest of Scleeted. Penzion Plans, 1970 Edition
(Washington: U8, Government Printing Office, 1971), p. 53.
% Ibid., p. 125,
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As a consequence of these standards. many workers who hold jobs
with retirement plan coverage never qualify for benefits. Crities of
- the private retirement system have pictured it as a massive crap game,
in which only a few winners take all.?# This perhaps exaggerates the
element of chance which is involved. and ignores the fact that workers
who leave cne plan without qualifving for benetits may move on to an-
other where they will. Nevertheless, it does ightly suggest that retive-
ment plans introduce an element of uncertainty which individual sav-
ing from higher wages and salaries would avoid.

The probabilities of qualifying for and receiving a benefit vary
from plan to plan and from one set of workers to another. In the
agraregate, it is necessary to make a number of assumptions in order
to estimate the average likelihood of pension receipt. A highly pub-
licized study of the experience of 51 large plans with lengthy vesting
requirements (11 or more years of service) and 36 plans with less
stringent requirements (10 years or less) found that in the long-vest-
ing plans, which had 5.2 million participants who left their plans
since 1950. only 253,000 received any benefits or rights to benefits. In
other words, for every one beneficiary, there were roughly 20 who

articipated in the plan but received nothing. Among those without
enefits, 116,000 had 15 or more years of service before leaving their
plan, 280,000 had 10 or more, and 720,000 had more than 5 years of
service. In the ssmpled plaas with a vesting requirement of 10 years of
service or less, only 243,000 of the 1.5 million who left the plan since
1950 received a benefit or vested right.?* The probabilities of receiving
a benefit were much higher for workers terminating in the last 5 years,
reflecting the changes which had been made liberalizing vesting and
retirement requirements. Still, there were 79 participants terminating
without any vested rights for each one wi.o qualhfied in the long-
service plans and nine for each one in the short-service plans (table
16). This suggests that the odds are not very good for covered workers
to receive a benefit.

However, the basic fact is that most young workers go through a
period of job search before they settle down to more stable work 'lpat-
terns; that is, before they stake their futures on their work. They
may hold a job for a year or t vo in covered employment, and then
move on to another covered job for a year or two before finding a
permanent position to their liking. Thongh they do not qualify in
their shorter term jobs, they still have time to do so in the longer
term ones,

Most workers do eventually settle down, accumulating long tenure.
A survey of 62. to 65-year-old new social security registrants found
that 48 percent of males had worked 25 years or more on their long-
est job, and that 30 percent more had worked between 15 and 25 years
with one employer. For women, 44 percent worked 15 or more years.
Among these new social security registrants, thosr with long service in

® Statement of Merton Bernstein, Private Welfare and Pension Plan Legisla-
tion, op. cit., pp. 245-200.

® Interim Report of Activities for the Private Welfare and Pension Plan
Study, 1971, op. cit., pp. 120-184.
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TABLE 16.—There were 79 purticipants terminating without any vested
rights for each 1 who qualified wn the long-service plans, and 9 for
each 1 in the short-sercice plans

1
1 81 plans with | 3@ plans with
ue vesting or | vesting alter 10

Lattivipants vested rights and forfeitures vedting with 117 yeurs of service
- years of service or less
Or nore I
1. Participants in last  years. ... ... -{ 2,900,000 | 1,800, 000
2. Active participants in last 3 years who left scope of |
plan_. .. ... ... _-..i 1, 200, 600 400, 000
3. Participants in last 5 vears who received vestad !
rights on termination of employment prior to
retirement .. ... ... .. ...l oo 12, 335 J8, 037
4. Participants who forfeited in last 5 years regardless |
of length of service. .. ... . .o coieaiooao.. C 901,111 332, 760
5. Participants who forfeited in last 5 years with more |
than 13 years of service. ... ..o oo L L 21, 335 470
6. Participants who forfeited in last 5 years with more
than 10 years of service. ... ... ... ceeae- - 63, 894 1, 451
7. Participants who forfeited in last 5 years with more
than 3 years of service. . ... e, 153, 522 65, 177
8, Participants who forfeited in last 5 years with 3
vears of service op less oo inan el 835, 589 267, 583

Sonrer: 1.8, genate Committee on Labor and Public Wellure, Zaleritn Repurt of Activitica for the Private
Welfare and P+, Jdon Plan Study, 1971 (Woshington: U.8. Government Printing Offlce, 1971;, pp. 130-133.

a single job were more likely than others to have been covered and if
covered. to receive a benefit (table 17). For instance, 70 percent of all
males with 23 or more years of service were covered in _their longest
job, and 92 percent of these were receiving or expected to receive a
benefit. Overall, the average 62- to 65-year-old male who worked pri-
marily in the private sector had an 88 percent chance of holding a
single job more than 10 years and 50 percent of the time this job
was in covered employment. All but 6 percent of such covered v.orkers
received or expected to receive a benefit. For women, all these proba-
bilities were much lower.

The data about the past experience of employees and employers
understate the probability that current workers will receive benefits.
There has been no radical change in work patterns over the last sev-
eral derades, and workers in most cohorts are just as likely to accunm-
Iate long tenure on a joh as those in past.** (iiven these same patterns,
the growth of pension coverage and liheralization in gualifying re-
aquirenients have increased evervone's chances of getting a pension.
Thus. for instance. 67 percent of the plans in the Bankers Trunst survey
in 1952 had no vesting provision, but this declined to 18 percent in
1959 and 1 pereent in 1970.2° The worker whose longest tenure job was
during the fiftics had much less chance of being vested than the aver-
age worker under current plan provisions, It is to be expected, there-
fore. that the proportion of workers who are covered and receive a
benefit for jobs of 15 years or less duration will rise significantly.

* See tahle 19.
3 Bankers Trust Company, 1970 Study of Industrial Retirement Plans (New
York: Bankers Trust Co., 1870), p. 11.
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TaBLE 17.—Among new social security registrants, those with lon
xervice in a single job were more likely than others to have been covered,
and if covcred, to receive a benefit

——— e

" Pereent covered

Pereentof  ° Pereont I reeciving or
'rvate viuployecs on Jungest fab total H covennd expecting to
! { receive
¢ ; beniefit
|
Madess e eeeeaaa- ! 100 ' 52 92
Tess than 10 yeurs. oL oL onouoan: 10 27 67
W ta b vears .o omei ool 12 28 73
10t 1 vears . eacieanas . 13 | 44 83
RV (TIRLE B Y N 15, Y ) a1
I l 16 | 0 97
N POt L irreeciacanana . 3, 30 a2
Feunles oo iiicicecccennnn 100 ‘ 23 83
Fessthan 10 vears ..o oenino.ns 31 11 40
10t 18 yenrs_._ 01000000 21 | 17 70
19 1D yeur<. Lo eicecracceann 16 28 Rl
2W 0B vears ... . 11 48 87
23 OT IOTC . L iemmmcmcceamaronn ! 17 b2 87
NO PSP e e 4 L T P,

Souree: Walter W, Koladrubetz, “Churacteristics of Workers With Ponslon Coverage on Longest Job:
New Beueficiaries,” Social Seeurity Bulletin, Vol. 34, Nuv. 11, Novamber 1071, pp. 14, 20.

If the probability of receiving a benefit is estimated from the cur-
rent provisions of retirement plans and assumptions based on the
current work experience of covered employees, the chances of being
among the beneficiaries are much higher. A study of 864 pension plans
covering 867,000 employees found that 31 percent were already vested
and 37 percent mul(Fe.\'pect to be vested based on reasonable turnover
projections (table 18). For workers under 35, only 2 percent were
already vested. but 28 percent could expect to be vested and four-
tifths of the remainder had time to qualify for a pension with an-
other employer. A fourth of workers aged 35 to 45 were already vested,
but. given expected turnover, another half would vest in the future,
while 17 !wrv('nt of those not expected to vest in their current jobs
could probably tind employment which would qualify them for later
pensions, Tius, it s estimated that two-thirds of curreatly covered
employees will receive a pension from their current plan, with an addi-
tional 20 pereent having a good chance to qualify under another plan
in the future. These estimates may exaggerate the overall p:robabili-
ties of receiving pension benefits beeause the sample was drawn from
more liberal pension plans, but they illustrate that currently covered
workers are nmneh more likely to get a pension than those in the past.

The fact remain . however, that most individualg who work less than
10 years on g sinele job in covered employment will not get a henefit
from that partieclar plan, and come of those who work even longer
than this will wiss ont, Legislation requiring earlier vesting may be
needed to reform the plans whiel have Iagged in providing greater
security to workers, And whether or not such legizlation is passed, the

0T -40R -F8 ——-0
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Tanne INC L stwdy of 86 pensivn plans cocoring SET 00 cm plojee <
fonwd that 31 percent were alrerdy cested, and that 37 pereent eonld
capect to bo resicl under the enrcent provisions based on reasonable
turnneer projections

Nat Yot veated

c et e b e -

Ape ptoup C Tetal . Now | T

T vaNeredd veate ) Al i Exvpreoted Exjnte]

Pt Vest fiot o ve t
Under 25,0 L oo o 00 0T 800 430 J0T 469 1 14,061 - V42, SON
Wtodd L L 108, 604 SO101 104,503 1 67, 401 1126, 180
By dn 0 L CBOSCOSH - N A28 0155, 061 | 107,065 . 2 47, 006
d5105% L 00T L 208 I8 255 1 104,998 | a0, 484 | 314, 444
Shtatd . L. coo o I2NUTS R, 410 35, 368 | 35, 243 I 335
toandover. ..o 0 14,362 10,067 ;4,465 4,465 1.
e o e : —— : R
Tatal oo ll - 866,901 265, 817 | 601, 084 | 319,312 | 281,772
Pereent of total .. ..., N o 31 } o -(iéi o -i7 )

LTS pereest Yol cnough for a substantlal wajority to qualify for pensfon with other
employer

J'i? pereent yonng cnough for a signiticant pereent to qualify with otler emplayor,

43 pereent of queatinnalile e figibllity with subsequent emjuoyer,

Nottree ;NN Hansen Axsociates, Survoep of Peicate Pennion Plane «New York: A, 8,
Hanseu Asrociates, Lecember 1970), p. 4305

defereal of wiages for retivement will still involve risks, The young
werker, expecially in a high turnover industry withont mmttiemployer
plans, has 4 very low probability of ever receiving benefits from the
ret rement cantribntions of his current employer, Understandably, he
ar <he micht e relnetant to defer present wages for the small chanee
af o heretit (from this partienlar contribntion) in the distant future,
especially where there is a tine preference for present over future in-
eame, On the other hand, the older worker with long tenure and senior-
ity Las a very good chance of getting a pengion: he or che will prob-
ably Le mueh more willing to have wages deferred since these will be
supplemented Ly the deferrals from others who will not qualify and
sinee retirenn at is in sight.

The Wage Implications of Lletirement Contributions

Despite the slowing growth of coverage under private retirement
plans over the last decade, contributions have been inreasing at an
arcelerated rate, Bet ween 1960 and 1965, coverage rose by a fifth while
enpioyer contributions increased by 55 percent: hetween 1965 and
1970, coverage expanded by 17 pereent while contributions grew more
than 70 percent.*® Though there are a number of factors which may
forestall further ox&mnsmn of coverage, there is every indication that
the proportion of the compensation package going to private retire-
ment plans in covered industries will continue to expand unless there
are drastic changes in social security costs and benefits or in the tax
treatment of private plans.

;0 Walter W. Kolodrubetz, “Two Decades of Employee-Benefit Plans.” op cit..
p. {
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The baxix for this projection is the evidence that the proportion of
compensation which employers and emplovees are willing to sot aside
for retirement plans rvises with income, Only 19 percent of nonfarm
workers in establishwents with average enrnings under £2.50 per hour
were covered in 1968, and these covered establishments contributed
only 2 percent of compersation to their private plans, Among work-
ers in establishents with average earnings over $1.75 per hour, 87
pereent were covered, and employer expenditures amonuted to 4.1 per-
cent of payrolls When other factors attecting this differential ave held
constant. there i as noted previonsly, a 0.8 pereent inerease in the per-
cent of compensation going to retireent plans for cach extra dollar
of average carnings.* \s wages and salaries rise. one might. thercfore,
expeet contributions to private retivement plans to rise move than pro-
portionately if the cross-sectional relationships have some long-rm
sirnificance. Apparently, this is the ease, sinve as the average hourly
compensation of nonotice workers inmannfacturing rose from $£2.61
i 1959 to S424 (or by $1.22 in real terms). the proportion allocated to
private retivement plans rose from 2.2 poreent to 2.9 percent.™ Thus,
if the relationzhip hoetween ewrnings and defereals continues in the
futurve, and if n-:zll wages continne *+- <Hae it the saie rate, the average
hourly compeusation in wanufacturing will be hetween 87 and $8 per
hoar tn 1950, with between 3.4 percent and 3.5 pereent deferved into
wivate retirement plans. In absolute terms. this would imply a dou-
Llin;_r of the cents-per-hour contribution,

I1 this oceurs, the impact of private retivement plans on employers,
emyployees, and the cconomy as a whole will increase. Other factors
diseuszed previously may vetard the farther growth in coverage and
the rate of inerease in contributions, but costs and henefits arve still
likely to rize substantiallv, As more and more dollars are channeled
into pension plans, managers can be expeeted to beeome much more
concerned with their provisions and impacts, Siuce they are funded
over o number of years, retirement agreements have longer-range
eleets than wage agreements 2220 other benetits, Emplovers will have
to be neh more conscious of the goals of their plans, and will iave to
initinte more eareful planning, for instance, in determining whether
to xeck a yonnger work foree throngh early retirement provisions, At
the same time, it is 'ikely that cmployers will be increasingly conseious
of pension costs and will seek ways to minimize these by getting hetter
serformanee from funds and perhaps by initiating policies such as
Lirin;: younger workers in ordet to eut down on the expense.,

Enmployers are also going to have much less floxibility than they
have had in the past, Funding procedures have sometimes been hap-
hazard, and retirement plan provisions have often been poorly ex-
plained to workers, As the stakes rise. unions can be expected to de-
wand more control over retirement funds and plans. More sig-
nificantly, the role of the Federal Government will continue to expand.

7 FEmployee compensation in the Private Nonfarm Fconomy, 1968, op, cit.

* Williiin R, Bajley and Alherr E. Sehiwenk. “Employer Expenditures for Pri-
Vate Detirement and Insarance Pflans,” Nadhly Labor Review, Vol, 93, No. (A
Jule 1972, p. 19,

*“Employee compensation reached $4.24 an hour in 1970,” op. eit.
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Regulation of funding procedures. finaneinl management, plan termi-
nation. vesting, and perhaps portability provisions is likely. To some
extent. these controls will detract from the aduptability of plans to
individual employer needs.

In meoting the increasing costs and legisiative requirements, em-
ployers will not have as easy a time as they did in the past, Changing
investment patterns of pension funds led to rapidly incrmsing rates of
return and contributed to the provision of rising benefits. Some im-
provements may still be made in investment patteins, but rarely in
the largest cmiployver trust funds which are already trying to carn
the maximum return possible,

As the stakes inereage, emplovees ean also be expeeted to show more
concern with the adequaey and the security of the henefits, and they
will want more control over the provisions of their plans. Like em-
plovers, theyv will find ont that the “free ride” of the sixties is over and
they can only get more benefits by eiving up something el=e in the
compensation package. Union leadership will have to make difficult
decisions as to how much compensation should go to retirement plans
as oppesed to cash or other welfare benefits. They must also decide
the mix of provisions within retirement plans, balancing the interests
of work force groups. For example. younger workers clearly have less
to gain Irom retirement eontributions as opposed to cash, and cerainly
they have less interest in them than older workers. except insofar as
retirements create job opportunities. Where the former may be inter-
ested in eurlier vesting and portability, the latter will be more con-
cerned with early retirement or the level and seenrity of benefits.
As u general rule. the balanee of power in the sixties lay with the
older workers, and most of the increasing pension costs resnlted from
earlier retirement provisions and inereased benefits rather than earlier
vesting, Bat, as noted carlier. the demographic basis of this balance
i shifting. In 1968, 33.4 percent of the U8, lnbor force was 45 to 64
yvears of age, and 33.4 percent was 20 to 34.

By 1980, labar force projections indicate that only 29.1 percent of
the lahar foree will be 45 to 64, and 40.7 percent. will be 20 to 34.3° To
the extent the yvounger cohort prefers present to deferred compensa-
tion, itz inereasing representation may har. a depressing effect on
the growth of pension contributions. More likely. it will resalt in
demand for «till carlier vesting and for portability. These trends will
also be angmented by the inereazing number of women in the labor
foree who tend to have less tenure and probably less interest in retire-
men! pians,

The growth of the private retirement system will have several im-
pacts on the lahor market as a whole, One indirect but possibly sig-
nificant effoct of rising contuiburions and relutively stabie coverage is
a further bifurcation of the job market into a primary sector charac-
terized by high wages, low turnover, unionization. a rich array of
cmployee Tenefits, and a number of opportunities for job advance-
ment, and a secondary seetor characterized by low wages, hirh turn-
over. few organized workers. a dearth of carcer opportunities. and
meager emplovee benefits. The “secondary sector” is usually defined

" Nophia C. Travis, “The U.S. Labor Force: Projections to 1985." Monthily
Lahor R vicw, val, 93, No, 35, May 1970, p 4.
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to include retail trade. personal services, much of nondurable manu-
facturing, and these are also industries with relatively low pension
covernge and contributions,® To the extent pension plans have an
impact on worker commitment, turnover and satisfaction. this cor-
relation is causal to some degree. The “haves and have nots™ among
retirees are usually drawn from the primary and secondary labor
markets, respectively. As retirement benefits get better and better.
but are restricted to'those lucky enough to have pension coverage, the
equity as well as cconomic implications of any labor market bifur-
cation will grow more apparent.

By far. the most important impacts of private retirement plans on
employers and employees remain to be examined in the subsequent
chapters, These wi’ll seek to determine the system’s influence on em-
ployees’ job-changing behavior and retirement patterns as well as on
employers’ wiliingness to hire older workers and their layoff policies
during recessions. The preceding discussion should suggest that what-
ever the directions of influence of these variables, the impact is liable
to increage in the future as retirement contributions rise absolutely and
as a proportion of compensation while more covered workers become
atfected hy the provisions of the plans.

a1 pennett Harrison, Education, Training, and the Urban Ghetto (Baltimore:
The Johns Hopkins Press, 1972), ch, 5.
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4. Laasor Momniey axo Privarte Retmmemest Prass

Uhe Hypothetioal Im pact

The private vetirement system has some impaet on labor mobility.,
. warker who leaves the coverage of a pension or profit-sharing plan
before attaining the age and service requirements for vesting, early
or normal retirement, loses the wage deferrals which have accumu-
lated during the periad of covered elnployment as well as the potential
benetit these could provide upon qualification. The retirement plan
losses will be considered by the rational worker in weighing the costs
and benetits of nny change of jobs which will result in a break in cov-
erage. The importance of this factor depends on the level of contri-
butions and promised benefits, the proximity of the qualifying date.
and the individual’s degree of concern over future retirement status.
In a plan with no vesting and no early retivement, the workers stand
to lose all the employer contributions aceumulated during the years
of previous service, For instance, a male employee aged 60 under a
lan with a normal retirement at 635, no vesting, and a flat bhenetit of
$100 menthly, stands to lose $12500 in termns of the cost of an annuity
at age 65 which wonld pay him the same income, or a present value
of S105im if he or she left the plan beenuse of dissatisfaction or an
alternative opportunity.’ Few warkers would be able to inerease their
income enongh by o job change at age 60 to compensate for this boss,
espectaily sinee they would be unlikely to qualify for a benelit
elsewhere,

Ravely. however, are pension plan provisions <o totally immobiliz-
ine, Nine out of ten covered workers ave in plans with early retive-
ment provisions, 77 pereent have vesting, and 30 percent are in nlti-
employer plans which permit a worker to change emplovers within
the scope of the plans and remain eligible for benefits.® A1 of these
provizions tend to reduce the immobilizing etfect of retivement plans,

Vesting is the key factor atfecting labor mobility, Once vested, the
worker will still get zome benefit if he leaves for another job. and each
year of service after vesting is likely to increase his Inter benefit only
mcrementally, For instance, in the 1970 Uniroyal, Ine., pension plan
bargained with the Rubber Workers, the standard monthly henefit was
$3.50 tiznes the years of =ervice.* But there was deferred full vesting
commeneing at age 40 and 10 years of service, For the worker who is
approaching these vesting requirements, a change in jobs befoie quali-
fving would mean the loss of $53 per month at age 65 which could

'Estimates made by the Franklin Life Insurance Co, A discount rate of 3
pereent §s assnmed,

*Harry E. Davis and Arnold Strasser. “Private Ponsion IMlanx, 1960 to 1969 ¢
An Overview,” Wonthiy Labor Review  Jily 1970, p, 49,

P18 Department of Lahar, Digest of Selected Pension Plans, 1950 Edition
(Wiashiugston : VLN, Government Priuting Office, 1071), p. 205,

(60)
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e purchased for $7,500 upon retirement with a present value at age
40 of $2200¢ This loss, if rationally considered, would provide some.
impediment to job changing. Only a third of all workers are in plans
permitting vesting with 10 years or less service and 40 years or less
age. The more strict the age and service requirements for vesting, the
more 2 worker has to lose who is approaching qualification. For in-
stance, if the standard for vesting under Uniroyal were age 50 with
20 vears of service, the 49-vear-old with 19 years of service would stand
to loso a £110 monthly benefit at age 65. an annuity with a present
value of $6.700.% To offset this loss, the worker wanld have to inerease
his earnings considerably more or have other much better reasons for
lenving than the worker aged 39 with nine years of service under the
Uniroyal plan az it existed in 1970,

Once an emplovee is vested. however, the losses resulting from a
change in emplovers is reduced signiticantly. In the Uniroyal plan,
again, the worker would get £5.50 extra a month for each year of serv-
iee past vesting., and if he or she conld tind another covered job under
which there was time to analify for an equal benefit. there would be
no complete lows of past service credits or of a chance to add to the
rotirement bonetit, Thus, the immobilizing impact of retirement plans
i< a diseontinuons function of age and service. rising as the worker
approaches vesting qualifieations and declining to a much lower level
after vestment,

While the vested worker has less to lose than the nonvested one.
the benefit he or she would attain by moving between and vesting in
eiqual plans is usually less than the benefit received by staying in a
-ingrle plan. Pension benefits are consistently rising and vested workers
who have left employment are usually only eligible under the terms
whiel existed when they left. Thus. if a worker age 50 with 20 vears
of service left the Uniroyal plan for another offering the same benefit
of 25,50 times vears of service. and if after 10 years the benefit went up
to $7.50 times vears of service under both plans. he or she would gt
only $185 monthly (8110 from Uniroyal and $75 from the second
plan) after 20 vears of work instead of the $225 for 30 years service
with Uniroyal. In plans with formulas multiplying some percent of
final earnings times vears of service, this effect 1s even greater since the
worker who moves between plans usually has a lower final income
multiplied by his vears of service under the first job. For instance. the
1970 United State< Steel Corp. plan with the steelworkers paid 1 per-
cent of avernge earnings during the 10 years prior to retirement. muiti-
plied by the vears of service,® If income is assumed to rise 4 percent
a1 vear. the worker who split 30 years of service hetween this pf:m and
another with similar provisions would get only 8142 in benefits assumn-
ine an average career earnings of $4.800, while the participant in only
one plan wonld get £195.7 The differentinl would be even more if bene-
fits were increased equally in both plans, ITowever, it is doubtful

¢ pstimates by the Franklin Life Insurance (o, A discount rate of 5 pereent
ju assnmed,

* fatimates by the Franklin Life Insurance Co. A discount rate of 3 percent {s
ax<ymed,

= Nigent of Neleeted Pension Plans, 1970 Edition, op, cit. n. 207.

TArneld Strasser, “Pension Formulns Snmmmivation: An Fmerging Research
Toehnlgue” Monthly Labor Revice, April 1971, n 52,
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whether the average worker weighing a job change carries his caleula-
tions as to potential benefits and losses to this extent. Most likely, if he
or she is vested, and is moving into a job with equal pension terms
under which there is time to accumulate a benefit, the worker dismisses
thisas an issue.

In summary, vesting provisions reduce, but do not eliminate. the
immobilizing impact of retirement plans on the rational worker. Even
in a fairly liberal plan such as Uniroval's, with a 40-10 age-service
requirement, the worker aged 39 with 9 vears of service would stand
to gain the equivalent of $2.200 in present annuity value by sticking
on the job another year. After this point. however. the worker only
has to worry about the loss of future service credits and not those
accumulated for past service; the losses are significantly less and also
much less obvious.

The prolifevation of vesting provisions over the last decade has un-
donbtedly reduced the immobilizing impact of retirement plans. The
substantial changes in age and service requirements for vesting have
also had an impact. Where vesting is earlier. the worker approaching
qualification has less to lose by job changing than the worker who is
near to qualifving under more lengthy vesting requirements. The
immehilizing effect on individual workers in plans with liberalized
vesting provisions is reduced. On the other hand. liberalizations redunce
the age at which the loss of henefits becomes a consideration. Younger
workers tend to change employers more frequently. hoth voluntarily
and involuntarily. and if the vesting age is redunced. a larger number
of potential job changers will be affected. The liberalization of vesting
provisions over the last decade has reduced the immobilizing impact
on each worker. but has increased the number of potential job changers
who are affected.

Farly retirement provisions may also have some influeuce on the
labor market impact of private retivement plans. Like vesting pro-
visions. they permit the worker to leave the emplover withont loss
of benefits if he or she has attained a certain age and service. In
general. however. the age requirements for early retirement are stricter
than for vesting: and most plans that have early retirement also have
vesting so that the worker eligible for early retirement is usually
already vested.® The only difference is that he or she can thereby
receive a pension immediately rather than waiting until normal retire-
ment age to receive the vested benefit. Tt is only in the plans without
vesting and with early retirement that the latter has a major impact.
Between 10 and 15 percent of all covered workers are in such plans.®
As early retirement benefits are increased and the ages lowered, it is
entirely possible that some eligible workers wonld find it advantageous
to leave their job. receive a benefit. and then find another job some-
where else. Most likely, this would be limited to skilled or highly
cducated workers who could easily find secondary employment at high
wages and who wonld be eligible for substantial early retirement bene-
fits. The example of white-collar Government workers and military
personnel who retire at an early age to other jobs may be duplicated

*Harry E. Davis and Arnold Strasser, “Private Pension Plans, 1960 to 1060 :
An Overview.,” op, cit., p. 49,

* Inid.
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more often in the private sector as retirement is permitted at an earlier
aee with substantial benefits. To date, however (as is discussed in the
next chapter), only a small minority of workers purposely retirve under
private pension plans in order to increase their income through sccond
jobs combined with benetfits.

Portability provisions which allow a worker to carry accumulated
pension credits from one_employer to another within the scope of
coverage may also reduce the immobilizing impact of retirement plans.
A few single employer plans have reciprocity provisions, usually for
transferring to subsidinry companies, but for the most part. portability
is a feature of multiemployer plans. Workers belonging to multi-
employer plans can change jobs and employers as frequently as they
wish, and get full eredit for their service as long as their new - mployer
is a participant in the plan. The scope of the plan, therefore, deter-
mines the (l('grce of mobility it permits.

.\Iultivmlfln_wr plans are concentrated in mining, construction. food
and apparel manufacturing, services, transportation and trade.' These
plans vary wildely in size. The largest plans, such as Central States,
Southeast and Sonthwest Areas (Teamsters) pension fund. the West-
ern Conference of Teamsters pension fund, the United Mine Workers
bitnminous retirement fund. and the International Brotherhood of
Electrien] Workers and the International Garment Workers Union
plans each cover more than 100.000 workers.'t These usualliy permit
mobility within broad regions or over the entire Nation, and covered
jobs may include a wide range of skills and occupations. But the vast
mujority of multiemployer plans are much smal{er, covering a single
occupation in a limited geographic area. They offer less opportunity
for interarea and interocenpational mobility than the large multiem-
plover plans. and, in fact, than many single employer plans where a
tirm may have many plants. Among workers with a heavy investment
in training for a specified skill and with roots in a specific area only a
small pr {mrtion might consider job changes outside the scope of the
small multiemployer plan. But among less skilled workers. or those
with little attachment to an area or specific occupation, portahility
may not really mean much. Also, balancing the portability features of
multiemployer plans is the fact that they usually have more stringent
or no vesting provisions. and are less likely to have early retirement
provisions. Tn 1969, 96 percent of workers in single employer plans
were coverad by either vesting or early retirement provisions com-
pared with only 7R percent of those in multiempioyer plans: for vest-
ing alone, the pereentages were 87 and 51 percent, respectively.’?

Despite the widespread and increasing incidence of vesting, early
retirement. and portability provisions, the fact remains that workers
considering a job change may still be impeded by the substantial re-
tirement acenmnlations they might lose. Unless pension and profit-
sharing plans have immediate full vesting and complete portability,
they will reduce. to some degree, interfirm (and sometimes interarea
and interoccupational) mobiﬁty.

" Ibid.. p. 40

2 Labor Mobility and Private Pension Plans. Bureau of Labor Statistics, Bul-
letin No. 1407 (Washington: U.S8. Government Printing Office, 1864).

2Iarry E. Iavis and Arnold Strasser, “Private Pension Ilans, 1960 to 1069
An Overview.™ op. cit., p. 46,
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Labor Mobility Patterns

The critical issue is the extent to which pension and profit-sLaring

pans have affected labor mobility. Based on the analysis of retive-
iyent plan provisions alone. one might expect a sigmificant influence.
*fven in a plan such as Uniroyal’s with vesting after only 10 years
..f service and age 40, the worker leaving the plan in the ninth year,
assuming the age requirement has been met, stands to lose a future
benefit which is enrrently worth some $2.200. If a worker were offered
this amount in cash to stay on the job for a year or two mere, most
would give it serions consideration.
_ If the private retirement system has. in fact, a major impact on the
propensity of the covered work foree to change jobs, there should be
some evidence of declining quit rates and increasing tenure concen-
trated in the highly covered industries and among older employees
who are most likely to be near the age and service requirements for
vesting or early retirement. Since nine-tenths of the growth in cover-
age over the last decade came from expancion of existing plans, it is a
safe assumption that the impacts of expanding coverage are greatest
in the already most intensively covered indnstries: in other words,
there is a reason for expecting some differential changes between in-
dustries if private retirement plans have had an impact.

Looking first at the job tenure data. the evidence indicates that over
the sixties, there has been no increase in the median tenure of the
work force, even for workers 45 years and older (table 19). In 1963,

TaBLE 19.—0Over the sisties, there has been no increase in the median
tenure of the work force, eren for workers 46 years and older

Median vears on the cugrent job

Teal ’ 13 1966 | 1968
) UL S y —-——

All workers. ... .LLLlll.oll. i 4.6 4.2 3.3
| £ 38 U1 I RN ] LT .6 .6
ISand 19 . L. L. .. . ... ! .5 ;) .6
At 2 e iceeaan. ! 1. 1 1.0 1.0
Wt 34 e 3.0 2.7 2.5
S todd e 6.0 6.0 52
N TRy S T 9.0 ] R K 6
Wt 64 oo ! 1.8 13.0 12.3
frand over. e cm e i 13. & 13.7 12. 1

Males . . el - HT 5.2 4.8
dto 17 i ceeeeea e m. : .7 .6 )
1ISand 19 .. .-, - L5 ;) . hH
20t . e ) 1.0 1.0 . 8
St B e e 3.5 3.2 2.8
Wtod . el ... . 7.6 7.8 6. 9
A3t b4 .. _ 11. 4 1.5, 11.3
Shte 64 .. L. ' 14.7 ! 15.8 ¢ 14. 8
6handover. . .ol e iaan. : 16. 6 | 155 ; 13.5

Sopree: Harvey R, Hame?, *lube Tenure of Amerlens Werkore, Jannars 1962, Speeinl Labor Forer B!,
N, S Washington, U8 Government Printiee oo, 194 Harvey R Hamel, ** Tob Tengre of Amerioan
Warker:, Jantury 1966, Bureau of Labor 8tati ties, Spaeal Lobee Foree Bepiet, No, 7Y (Washington, U8
Goverament Printing Office, 147, Fdward O Bovie, *dob Teanre of Workers, Vannaey 19664, Buroan of
I Yoo Statfstice, Specind Lahor Foret e port, N'o, 112 Wachngton, U.R. Government Printioue Office, 14e-,
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the typienl worker had heen on his current job for 4.6 vears: in 1966
it was 4.2, and in 1963 it was 3.8, Among 4i- to H4-yvear-old males, the
decline was less, from 114 years in 1963 to 113 years in 1968, but there
was no increase: while among 5i- to G1-year-old males, there was &
very slight rise in tenure, from 14.7 to 1.8 vears. If private retirement
plans contributed to an increase in job tenure, their impact. even
among the older cohorts which could be expected to be more affected,
was balanced in the sixties by other faetors operating in the opposite
directions, for instance, the tight labor market which facilitated more
frequent job changing or the Vietnam war which may have lowered
tenure by withdrawing younger workers from the lnbor foree,

Breaking down the job tenure data by industry, and focusing only
on nles 45 yvears old and over. there is no evidence of a correlation
between pension coverage and tenure changes (table 20). Tenure in-
crensed significantly between 1963 and 1968 in the highly covered
transportation and utilities indnstries: but it rose even more in whole-
sade and retail trade where coverage is low, and it actually declined in
durable manufacturing which is highly covered.

TaBLE 20.—Breaking down the job tenure data by industry, and focusing
only on males .} years old and orer, there is no eridence of corrdation
between pe nxion cocerage and tenure changes

Indusury | @ | e 1968 l 1963-tom
1
Agricultare . . _. ... ... . . .. ....... 2.0 18. 7 21.4! +0. 4
Nomagricalture. ... oL L., T VA 12.5 121! 0
Mining_ ... oo 14. 4 129 13. 1 -1.3
Construetion_ . .. ... oo o ooo. 4.2 4.2 5.4 l +1.2
Manufacturing . ..o ... .l ooo. 14. 8 15. 7 14.7 | -.1
Dunrabie . e 14. 5 14. 9 14. 3 I -.2
Nondurable.. o e ao.. 15. 3 16. 9 15. 4 +.1
Transportation and utilities_ .. .. . ____ 17.1 17.2 1R. 4 l +1.3
Wholesaleand retail teade. - .. .. .. ... 7.4 7.6 K. R +1. 4
Fin.nce, insurance, real estate- . ... .._.. 10. 6 85 09 -7
Other<ervices. _ . oo @ i ceanea ! 6. 6 59 7.2 +.6
Public administration_. ... . ... o..... 13.5 13.1 12.1 —1.4
Selfecinploved .. o oo oL L. l 13.9 15.9 121; -1.8
Y YT T P i 128 13.1] 127 . 1

Somres Harvey K. Laned, Job Tonare of Atnvriean Workers, January 1'%3." Burean of Lubor Statistics,
Specal Lator Foree Beport, No. 86 We, hington U8, Government Printing Oflice, 193). Harvey R, Hamel,
“Jub Tenure of Amenean Workers, Jnmtary Ve, Specitd Labor Foree Repart, No. 72, Buran of
[eatities - Washi g2 U8 Gavernment Fonthie Ottioe, 19675, Edward O Bayle, “Job Tennure of Workers,
Junary VN Specal Labor Foree B port, No. 112 (W ashingtton: U8, Government Frinthaz ttfice, 1976).

Quit rate data also show little evidence of the impact of retirement
plans on labor mobility. In manufacturing. for example. the quit rate
per 100 employees was 1.5 in 19592 in 1962 it fell slightly to 1.4, but
then it roze to 1.9 in 1965 and 2.6 in 1969.* Over the same time, con-
tritutions per worker for private retirement plans in manufacturing
estalilishments doubled. ! Looking on an industry-by-industry basis,

FVWanthly Labor Revicw, vol, 93, Na. 7. JJaly 10950, b 105,
“eEmployee Compensation Reached $4.54 An Hour In 1971." News Release by
Bureau of Labor Statistics, November 23, 1071,
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there is no apparent relationship between changes in quit rates over
the sixties and either the incidence of coverage or the extent of con-
tributions to private retirement plans (table 21). When selected indns-
tries are classified into high. medium. and low coverage groups ac-
cording to the percent of workers covered and the percent of payroll
contributed where there is coverage. the quit rate rose by an average
of 152 percent in the high coverage industries between 1960 and 1969,
while it rose by only 110 percent in the low coverage industries. Put in
another way. voluntary labor mobility increased most in those indus-
tries with the greatest incidence and largest expenditures for private
retirement plans.

TasLe 21.—O0n an industry-by-industry basis, there is no apparent
relationship between changes 1n quit rates over the sizties and either
the incidence of coverage or the extent of contributions to private re-
tirement plansc

Percent | Percent !
waorkers payroll Quit Quit ; Percent
Industry and coverase coverad, where rate, rate, chango
1969 covered, 1960 1539 '
1969 i
All manufacturing. . cccaccaaanos 83 4.0 1.3 2.7 l ‘08
High coverage: i l
Food and tobaceo. ... | 90 4.8 1.8 37 106
Chemieal ... .. . cocaaaaa. | 98 4.5 .8 1.6 . 100
Petroleum ... oo 100 4.9, . 1.3 ¢ 160
Primary metals_ . _____.___._ 93 4.9 .6 2.0 233
Stone, glws, elay oo oaaoa. 86 4.5 1.1 3.0 173
Rubber, leather, plasties_ . __. 91 4.2 1.6 3.8 138
AVeruge. emcrcmceccecaeaee 02 4.6 1.1 2.6 152
Medium coverage: T
Printing and publishing. ____. ]9 3.7 1.5 2.4 60
Machinery (except clectrical). 93 40 .9 1.9 111
Transportation equipment._.. 20 3.9 .9 1.8 100
AVOrAgl v ciicacccacencaa 87 3.9 1.2 2.0 90
Low coverage:
Textile and apparel..__..._.. 69 2.9 2.0 3.4 70
Paper, lumber, furniture. .. .. 82 2.7 1.7 3.8 124
Fabricated metals .. oo ocaeo. 74 3.2 1.1 3.1 181
Eleetrical machinery_ .. ___.__ 79 3.9 1.2 2.3 02
Inatruments and miscellane-
OUS. eiceccrcmcrmcmcacean 70 33 1.5 2.8 87
Average v ecaea ! 75 3.3 L5 3.1 110

Rource: U.&, Chamh.r of Commerce, mployee Benefitr 1909, Bureau of Labor Statistics, Employment
and Earnings, 1908-70 «Wasghington: U.8. Government Prniting Office, 1971).
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A Selective Effect

Although the impact of private retirement plans on labor mobility
does not show up in aggregate job tenure and quit rate statistics dur-
ing the 1963 to 1968 period, there ‘s some evidence of an interaction
when pension-covered esteblishments are compared to those without
plans, and when the behavior of covered workers is compared to those
without coverage. A 1963 seven-city survey of establishments with 50
or more employees found in the aggregate, for most industries, and for
most age groups, that the number of quits per 100 employees were
usually lower in establishments with pension plans (table 22). In par-
ticular, covered workers 45 to 64 were three times less likely to quit
than those without coverage; among workers nnder 43, those outside
plans were half again as likely to leave, It must be noted. however, that
several characteristics of covered establishments other than coverage,

er se, probably also affect the mobility of workers: pension covered

rms are more frequently unionized and may have more “attached™
eiployees because of seniority or other provisions: employers with
high quit rates rarely have ﬂponsion plans; and high wage firms are
usnally those which can afford retirement contributions. In other
words. the firms with the lowest quit rates - ce likely to have the higher
wages. better working conditions. and greater job seenrity. as well as
pension coverage. )

Other more recent datn support the finding of lower voluntary
mobility rates in covered employvment. A longitndinal survey of male
workers initially aged 15 to 59, found that between 1966 and 1967, 13.0
percent of all whites who were not eligible for pensicn benefits changed
employers, compared with only 8.4 percent of those who were cligible
(tab.s 23). The differential was especially noticeable in manufactur-
ing. where 16.7 percent of the noneligibles changed employ ment volun-
tarily. compared with only 6 percent of the eiigibles. These differ-
entinls ocenrred for workers with both long and short ienmre.

Though older male workers not eligible for pensions were half again
as likelv to change employers between 1066 and 1967 as those who
were eligible, the pension itself was only one of the .casons. To some
extent. the highly mobile workers might have been more lik~ly to be
ineligible for pensions because of past job changes. Higher paid work-
ors who were more likely to be covered were also less likelv to change
jobs voluntarily. For instanc . 26.5 pereent of white males initially
awed 45 to 59 who earned less ihan $2 per honr changed employers vol-
antarily between 1966 and 1967, compared with 9.7 percent of those
enrning betwern $2 and $2.99. and 9.0 percent of those earning 3 or
more.’s Thug, for males in their preretireme+t years, eligibility fora
pengion alone undoubtedly had an impac?, but it explained only a part

» Qpecial tabulations were made from a 5-year Jongitudina)l study of maies
initially aged 43 to 59 being conducted by the Center for Human Resources Re-
search under a grant from the Manpower Administration,
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of the 50-percent differential in voluntary turnover between workers in
covered and uncovered jobs, Aggregate data on quit rates which lump
together covered and uncovered workers, plus females (who are less
likely to be covered or long tenured) and younger workers who are far
less likely to be covered in or affected by retirement plans and far more
likely to change jobs, obvionsly swamp any retirement plan impact
affecting mainly the older male worker with over 10 years tenure.

Why the Impact Has Not Deen Greater

Based on the estimated costs of job changing indicated by the provi-
sions of retivement plans, one might expeet that their growth and
errichment over the ‘:xst dveade would have had a much more notice-
able impaet on labor mobility than is revealed by the agerogate data.
To: some extent it is undoubtedly true that the effect was dizemised be-
cause tight Iabor markets increased job opportunities and stimulated
job changing. But there are ather factors related to the retirement svs-
tem alone which may explain its limited impact, For one thing. any
immob lizing effect of inereaved and more widespread henetits could
have been balanced by the trend toward earlier vesting and retire-
ment. and by the growth of multiemployer plans with their portability.
In 1962 to 1963, only 59 percent of covered workers were in pension
plans with vesting provisions, compared with 77 percent in 1969 the
pereentage covered by early retivement provisions inereased from 735 to
ST pereent. For plans with vesting, there wus some easing of age and
Sservice requirements.’” Over the same time, multiemployer plans with
portability rose fron 23 to So percent of covered workers. s All of these
changes could Eave off<et some of the negstive iminact of higher pen-
sion on abor mobility, Of course, if ti aceepted ag an explanation,
continuing trends toward earlier vesting and retirement and increased

“portability nuy also affect to some extent any further impact due to
rising benefits over the next derade.

The evidence is tenuous, but snpportive, During the fifties. when
covernge under pension plans was growing most rapidly, the propor-
tion of workers whose decisions could be affected by these plans also
rose. Over the decade, there was a noticeable decline in labor mobility.
During the sixties. on the other hand. the major thrust was toward
development of existing p'ans rather than growth in coverage; and
job tenure fell while quit rates increased. Job changing may have been
discouraged by the increasing stakes involved, but facilitated by
earlier vesting,

Another important reason why retirement plans may have had little
impact on mobility patterns is t{at the average worker contemplating
a job change may not be entirely rational, In some cases, he or she
may be highly dissatisfied and emotional. ready to leave his job “come
hell or high water.” More often, he or she may sin.nly fail to realize

“Harry E. Davis and Arnold Strasser, “Private Pension Plans 100 to 1969
An Overview.” op, eft,, p. 46,

¥ Bankers Trust Co.. 7970 Study of Industrial Retirement Plans. ( New York:
Bankers Trust Co., 1970), pp. 11-12.

*Harry E. Davis and Arnold Strasser, “Private Pension Plans 1980 tn 1069
An Overview.” op, cit., p. 46.
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the potential loss. There are no gnod statistics available on the knowl-
edge covered workers may have of pension provisions, but many may
not realize they are covered or that they will lose pension l_'lghts by
moving to another job, Those who do realize that they will lose u
future benetit may have an extremely high personal <iscount rate on
future income, not caring much whether they get $50 or $100 niore a
month 20 or 30 yearsaway. L.

For the rational worker contemplating a job change, it is also true
that possible pension losses are only one of the factors which nmst be
considered, Evidence indicates that most voluntary job changers leave
for jobs which they find more satisfactory and nmore remuncrative.'
In many cases, these greater satisfactions and income increments may
exceed the pension losses, A few cents an hour more pay spread over
a number of vears can more than ake up for the past deferrals of a
few cents an honr which are given up, The important point is that job
changing decisions involve many factors. and any increase in potential
pension losses will only affect some marginal number of all possible
job changers where it raises their costs over benefits,

Moreover. pension loss possibilities are an important factor for only
a small proportion of all covered workers who might be considering
job changes, Workers who are already vested have (or at least they
probahly feel they have) little to gain by staying with their present
plan if they can transfer into a job with equal benefits. Young workers
nearing vesting age are not toc affected beeause the promised bene-
fits which have acerned are usnally small and are payable so far in
the future that they have a very low present value. It is probably only
the workers who are one or two years from reaching the age and serv-
ice requirements for eavly retirement, or else thoce near qualifyving for
vesting after many years of work, who are significantly influenced by
their retirement plans, To the extert that pensicn considerations only
affect workers close to qualification for benefits. they may pogtpone
rather than deter job changing,

When all these factors are considered. it is understandable why
private retirement plans have not “indentured” the work force, Many
workers are affected to some degree during some periods of their work
lives. but in the aggregate, the impact on labor mobility rates has been
only marginal.

The future is uncertain. There is no way of knowing whether
workers have yet hecome fully aware of the implications of their re-
tirement plans, or, if not, how soon or whether this will occur, Trends
toward carlier vesting, portability, and early retirement are likely to
continue with or withont Federal legislation. and these developments
willact to halance the increasing immobilization which will result from
higher stakes in the retirement package. Tn general terms. there is little
reason to think that retirement plans will have any dramatieally in-
creasing impaet on this front. They will augment other factors reduc-
ing labor mobility. but they should continue to be only a minor deter-

minant. of whether the economy has an adequate amount of flexibility
to continue its growth,

»w Ilorporfvl’arnm. et al., The Prr Retirement Years, Manpower Research Mono-
graph No. 15 (Washirgton : U.S. Government Printing Office, 1948),
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An Farlier Exit

The major purpose of a pension or deferred profit-sharing plan is to
rovide for retirement. It is to be expected, therefore, that the major
abor market impact will be on the retirement patterns of covered
workers. The normal retirement age which determines when full bene-
fits are available usually serves as the benchmark of both employers
and employees. The level of benefits, to some extent, influences the
relative attractiveness of continued work at the same job, retirement
from this job with reemployment elsewhere, or complete withdrawal
from the labor force. Ceteris paribus, a higher benefit increases the
attractiveness of the latter two options and encourages retirement from
the covered job at the normal retirement age. With the growth of early
retirement provisions. however, and the increased benefits which they
Frovido. it becomes increasingly feasible for a minority of workers to
eave before normal retirement. The money may provide a cushion if
retirement is necessary for health or other reasons. or it may actually
provide the incentive or wherewithal to leave a job for leisure or an-
other pursuit. Retirement plans may also have an impact on workers
at or beyond the normal retirement age who want to continue on the
job. since many plans contain mandatory retirement pro.isions re-
quiring the worker to take the pension immediately, forcing an earlier
retirement than might be desired by the employee. In all these ways,
the presence of the pension or deferred profit-sharing plans tend to
lower the age of retirement from covered jobs.

Changes in the provisions of pension and profit-sharing plans should
have augmented this impact. First, early retirement provisions have
s_?read and become more liberal. Nearly 9 out of 10 wo.kers were in
plans with early retirement provisions in 1969, compared with 3 out
of 4 in 1062 and 1963. In 1969, 75 percent of these workers could
qualify for early retirement at less than age 60, compared with 60 per-
cent in 1962 to 1963.! According to a survey of the most progressive
plans, there ha: also been a marked trend toward higher early retire-
ment benefits, both absolutely and relative to the benefits at normal
retirement. In 1965, only 17 percent of all collectively bargained na-
tional plans in the Bankers Trust survey paid an early retirement
benefit which was reduced from the normal benefit by less than the
actuarial equivalent: that is, the amount needed to make up for the
higher cost of providing the benefit sooner. By 1970, three-fourths of
these plans paid early retirement benefits with less than the actuarial
equivalent reduction.? In other words, these plans had been changed

'tarey E. Daviz and Arnold Strasser, “Private Pension Plans, 1960 to 1969:
an overview, “Monthly Labor Review, July 1970, p. 40.

* Bankers Trust Company, 1971 Study of Industrial Retiroment Plans (New
York : Bankers Trust Co,, 1970), p. 14,
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to make early retirement somewhat more attractive to the employee
relative to normal retirement.

*°  Normal retirement ages under pension plans have also been lowered
significantly (table 24), In 1962 to 1963, only 12 percent of all covered
workers were in plans with a normal retirement age less than 65, By
1969, the proportion had increased to 31 percent. While 65 is still the
most frequent retirement age, 62 has become much more important,
since this is also the qualifying point for reduced social security bene-
fits. An imprtant trend is the increasing proportion of plans with
service only rather than age and service requirements for retirement.
While in many cases the requisite period of service is so long that most
qualifying workers are 65. there are other cases where much younger
workers can retire and receive a full pension immediately.

TaBLE 24.—Normel reticement ages under pension plans have also been
lowered significantly

Katitement ace ! 1062-63 1964
Noage requirement .. ... .. __._____.__._. . 6
Sdandunder 60, .. ... .ao.... ‘ 1 3
GOt B2, . . e immmemean 1 10 8
B2 to B4 e eieiaiaaeca 1 14
1 R 88 68
L0 1Y o+ s S J IS N

Source: Harry E. Davis and Arnold Strasser, “Private Pension Plans, 1960-69; An Overview.” Mokl
Lakor Revicw.naolume 93, No. 7, July 1370, p? 6. y

Mandatory retirement ﬁrovisions under pension plans have also
changed, making it somewhat less feasible for covered workers to con-
tinue on their jobs past tlie normal retirement age. Automatic retire-
ment provisions under which workers have to retire at a stipulated a
have to some extent reﬁlaced compulsory provisions which permit the
worker to continue with the employer’s permission. In 1963, half of all
covered workers were under compulsory provisions, compared with
only 42 percent in 1970. On the other hand, only 19 percent were in
plans with automatic retirement provisions in 1963, compared with
24 percent ir. 1970. Put in another way, 11 percent of covered workers
had to retire without option at age 68 or earlier in 1963, compared with
16 percent in 1970.2 Overall, the impact of these changes is not highly
significant. The slight shift from compulsory to automatic retirement
provisions may reflect the greater difficulty of administering the for-
nier more than the attempt to phase out workers at an earlier age.
Private retirement plans. and changes in their provisions over the
last decade, have undoubtedly been a factor in the earlier retirement
patterns of older workers and their consequently declining labor force
articipation rates. A worker can retire from a job under a pension or
eferred profit-sharing plan without retiring from the labor force. but
only a minority of retirces in fact seek other work and not all find it,
so that earlier retirement often nieans carlier withdrawal from the

SThe Oider American Worker, op, it p. 37: and special tabulationa by the
Rureau of Labor Statistics.
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labor force. Thongh a number of other factors are involved. and are
undoubtedly of more importance than pension or profit-shaving plans
alone, the private retirement system has contributed to the dechning
labor force participation rates of older cohorts in the population
(table 25). This has been especially noticeable for males, where the
rate for those 65 and over declined from 40 percent in 1955 to 26 per-
cent in 1970. For 55- to 64-year-old males there has been a modest but
still significant decline, fzom 88 to 82 percent. Among females,
the trend toward earlier withdrawal is not apparent becaust of rising
labor force participation among women of all ages, though there has
been a modest decline in the rate for women 63 and older. Since males
are most likely to be covered by pension plans, more likely to work at
one job long enough to qualify, and are thus more than twice as likely
to eventually receive a benefit, retirement vlans have a greater impact
on their refirement patterns.* The impact is easier to discern since
most men work or look for work most of their lives until they retire.
while women more frequently enter and leave the labor force. To iso-
late the influence of retirement plans. it is therefore necessary and
probably justified to concentrate attention on the behavior of older
meisg, ond to assume that generally the same holds for a smaller pro-

pertion of alder females.

TaBLE 25.—The private rctirement system has contributed to the declining
labor force participation rates of older cohorts in the population

Late s fores partieifucion v tes I 1955 190 175 1971
Males<:

E R T e 46. 5 95 K a5 6 93. 9

Bt e 87.9 86, 8 | 84. 7 82, 2

85 and OVeT e ewenaccccacaan 39. 6 33.1 27.9 25. 5
Females: :

45 60 e e reecmcem - ! 43, R ¢ 40, 8! 50,9 34.3

R tn B4, e eecerceanm- ; 32.5 1 37.2, 4;.1 42. 9

65and OVer. o ccccecoccc-- 10. 6 10. 8 ! 10,0 9,5

Soures: Manpower Report of the President, 1978 (Washington: .8, Govermmnent Printing Otlles, 112},

For men. retirement usuall'y becomes a consideration in the late
fiftics or early sixties. Among those aged 43 to 5. 94 percent were
labor force participants in 1971. compared with 9 pereent among
n5 to 59-vear-olds and T4 percent among 60- to 64-vear-olds, with a
reduction at 62 when reduced social security henefits become avail-
ables At uee 65, there is a dramatie decline as workers become quali-
fiedd for full social security benefits: the participation rate drops to
50 percent among 63-year-olds.® Tt then continues to fail more slowly
to 39 Yorcont for those aged 65 to 69, and 17 pereent for those aged
7“0 and over.

* Lenore E. Bixby and Virginia Reno, “Second Pensions Among Newly Entitled
Wgrkers: Survey of New Beneficiaries,” Social Security Bulletin, vol. 33, No. 11,
{3K1N
! * Employment and Earninga, Vol, 18, No, 7. January 1972, p, 118,

* The Employment Problems of Older Workers, U.8. Department of Lahor,
Bureau of Lahor Statistics, Bulletin 1721 (Washington : U.8. Government Print
ing Office, 1971), . 3.
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Sinee more than three-fourths of covered workers are in plans with
carly retirement minimums under age 62, these provisions may have
an impact on retirement patterns of workers 35 to 62, though not a
major one since full benefits would be reduced and service would be
limited, providing only a portion of the henefit which would be
received by remaining on the job until normal retirement age or until
age 62, when socia) seenrity benefits are available to supplement pri-
vate retireiment plan payments.

For workers. age 62 to 64, early retirement becomes a much more
realistic alternative. The loss in monthly benefits from accepting a
pension immediately rather than waiting until normal retiremeni age
mayv be small. especially where less than the actuarial cquivalent 18
subtracted from the normal retirement benefit. During this period,
some long-service workers may also qualify for benefits under normal
retirement provisions, since 25 pereent of covered workers are in plans
with a normal retirement age less than 65, and 6 percent have no
age requirement.’

The marked decline in labor force participation at age 65 is cer-
tainly influensed by the fact that this is the most frequent normal
retiremient age in private plans. Roughly 7 out of 10 pension-covered
workers qualify for the normal benefits at this age.> Some of these
will voluntarily retire, but others will be forced out of their jobs,
sinee 37 pereem are covered by compulsory retirement provisions,
and ~ pereent by automatic retirement provisions which take effect
at this thne?

For still older workers, compulsory and automatic retirement pro-
visions will hnve an impact on the continued labor force participation
rates in covered employment., But in the aggregate. other factors will
probably predominate since 35 percent of the working males age 65
and over are in part-time jobs.® 36 percent.are self-employed, and
many have moved into the types of jobs available to older workers
which e usnally not covered Ly pension plans.

Private retirement plans and other provisions cre only one of the
factors governing the retirement decision at each of these junctures.
Obwvionsly. the qualification for reduced social security benefits at age
ti2 and full benefits at age 65 are even more important, since these
affect more workers and since even for covered workers social security
benefits are often larger than the available pension or profit-_haring
annuity.* Health, job discontinuance, family responsibilities, and a
number of other factors are also important at different stages.'® The
difficulty is to isolate the séparate influence of private retirement plans.

"Harry E. Davi< and Arnold Strasser, “Private Pension Plans, 1960 to 1169:
Al Overview,” op, cit. p. 40,

* Ihid.

* Data provided through a special tabulation by the Bureau of Lahor Statistics.

© anptarer Report of the President, 1972 (Washington: U.S. Government
Printing Office. p. 191,

% patience Lauriat and William Rabin, “Mer Who Cla:m Benefits Before Age
03." Sacial Security Bulletin, Nov, 1970, p. 20.

B ywalter W. Kolodrubetz, “Private and Public Retirement Penslons: T {ndings
From the 1968 Survey of the Aged,” Social Scourity Bulletin, vo'. 43, No. 9,
Sept. 1970, p. 15,

3 A J. Jaffe, “The Retirement Dilemma,” Industrial Gerontingy, No. 14, sum-
mer 1972, pp. 15-25.
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The = Early Retive ment Time Bomh™

The impact of carly retirement provi<ions is a controversial issuc.
In negotiations with General Motors in 1971, the United Auto Workers
demanded full retirement benefits at any age alter 30 vears of service,
It existing plai. negotiated in 1964, provided £100 2 month for work-
ers retiring at age 60 with 30 years of service, In that vear, the nu-
her of 1etirees went ap threefold. including many skilled eraftemen,
The company was, therefore, reluctant to liberlize its benefits furt her.,
In 1971, it had 16520 hourly employees with 30 vears of service or
mere (out of some 370000 in the colleetive bargaining unit) and there
were 24235 with-between 25 and 29 vesrs of servite, Based on earlior
experience, GM estimated that S000 of those immediatelv cligible
would retire early, raising pension payments immediately from $192
million to $240 million, In addition. a Targe number of hiehly skilled
workers would be lost. involving a s=ubstantinl cost for training
replacenients,

The final agreement between GM and UAW did not provide for *30
and out,” but it did allow for a worker to retire at 58 with a full pen-
sion as of October 1, 1971, and 56 as of October 1, 1972, The early ro-
tirement henefit was raised to $500 monthly until age 65 and qualificn-
tion for full social security at which time it would become S7.50 a
manth for each year of service. Workers with 30 vears of service could
reiire even hefore the early retirement age with an B-percent redne-
tion in henefits for each year. Thus, a 50-year-old with 30 vears of serv-
1ee could retire as of October 1. 1972, with £260 a month. and a 5a-
year-old with €460, It was estimated that these changes would cost the
company between 7 and 13 cents more pe, man-hour. More inportanuiiy,
it xet u precedent for early retirement hased on service alone, As UAW
President Leonard Woodeock put it. *1t is now clearly established that
2 worker with 30 years of seniority has the right to retire with a
Dension,” 15

The UAW and other large industrial unions such as the United
Nreel Workers, are likely to continue to press for early retirement on
full benefits without nge restrictions. The costs will be significant. PPro-
jecting these trends into the future, business spokesmen have elaimed
that the Nation is living with an “eatly retirement time bomb,” where
pensions will lead to earlier and earlier retirement, putting inerensing
burdens on business, having questionable long-run Lenefits to retirees.
and a negative impact on the economy:.¢

These claims have <ome basis in fact. Al evidence indicates that the
availability and magnitude of early retiremient pensions are a major
determinant of voluntary early rotirement, especially after age 62
when social security is available or in plans with a leve] earnings op-
tion woich pay more until qualification for social security so that re-
tirsment income is constant.

If benefit= are expanded. more workers will retire at an earlier age.
Aumong 62- to 6it-year-old males who left the labor foree in the latter

““The Early Retirement Time Bowmh,” Nation's Business, vol. 59, No. 2. Feb.
16971, pp. 20-24,

" Ihid., p. 24,

¥ Ihid., pp. 20-24,
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half of 1965 and registered for social security, the percentage who had
wanted to retire was directly proportionate to the level of retireiment
income (chart 2). As pension and deferred profit-sharing annuities
raise potential retivement incomes, it is therefore likely that the pro-
portion of workers who want to and do retive early will inerease,

CrArT 2.—Among G2- to 64-vear-old males who left the labor foree
“¢ the latter half of 1965 and registered for sovial seeurity, the
percentage who had wanted to retire was directly proportionate
tothe level of retirement income,

k)
-

- 77'.",

s

£~

0
T 465 |

3.0

M R IR

{
we
| 5d

)
(™
|

LROEILL
o
"
1

’-
{2

. AL . P U U y a0 i
JoR TS W LN LM SN0 3R A Sa0 $40 $La0 3350 S0 over
B o

L R TINEIITIIT ITISOME DN )4

Sotrcg: Virginin Reno, “Why Men #top Working At or Before Age 65"
Report Number 3, Social Seeurity Administration, U.S. Department of IHealth,
FEducation, and Welfare, May 1971, p, 27,

studies of workers” plans for early retirement also reveal the im-
portance of expeeted income, Barfield and Morgan®s study in 196 67
found that “tinanecial factors—primarily expected retirement ineotne—
are of prineipal importanee in the retirement decision, with attitudinal
viariables havine less influence. though operating in expeeted dirvee-
tion=" 17 A 1460 followup of antamobile manufacturing workers wha
were 5 to 61 in the 1966 €7 aarvey found that over two-thirds had
alremedy retived, Most of those who Liod planncd early petirement hal
retived within a year of the anticipated time, with the majority retir-

T Richard Barflohd and Laomes Morzan, “Eorly Retirement : T« Decision and
the Bxperionce,” ahstreaet it Todestrial Goponealogu, vol, 4, witto e 1070, pp, 34-
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ing at precisely the expected age. Most of those planning later retire-
ment had also retired before age ¢5.1 T.is suggests that when early
retirement benefitz are lucrative, many of those who think they will
continue working change their minds as health deteriorates or prob-
lems ocenr on the job. Retirement expectation studies may, therefore.
understate the influence of carly retirement income. )

A comprehensive longitudinal survey of males in their “pre-retire-
ment vears,” initially 45 to 39, considered a variety of factors which
might influence the expectation to retire early.’® These included:
finaneial need. resources in the absence of work. health, ocenpation.
edueation, commitment to work. ¢ititudes toward work. race, and
coverage Ly a peasion plan, A stepwise regressicn of these varial.)los
found thet the ~ingle most important factor governing cariy retire-
ment exprotatons was pension coverage. Overall. 33 percent of the
covered males expected to retire early. compared with only 13 pereent
of those not covered by pension plans. Length of service under
covered plans. which usnally determines qualification for early retire-
ment. was alzo a significant variable, with 39 percent of covered
workers with 15 or more years of service planning to retire early
compared with 26 pereent of those with less. A final sigmificant vari-
able was whether the worker was in the public or private sector;
under more luerative government retirement plans, 52 percent of long-
tenure workers expeeted to retive eavly compared with 36 percent of
those in the private seetor.®® Clearly, the availability of an early
retirement pension, especially the Tuerative one which usually covers
government workers, 18 a major factor in the voluntary decision to
retire early.

The eritiend issue. however, is the extent to which present and fu-
ture trends in private pension an ° profit-sharing plans permitting or
enconraging ecarlier retirement w.1l incrementally affect retirement
patterns, It mu=t first he determined how changes have affected covered
workers, and then their impaect must be estimated on the retirement
patterns of the entire work force.

Ideally. one would like to know how much each dollar in retirement
income increases the propensity and ability to retire early. No time
series data are available to get even a erude estimate of this relation-
ship. and there are staggering conceptual problems since onlv real
income gains should be considered. and perhaps only in relation to
pre-vetirement income. and since the marginal relationship may be
different at varving income levels, To get a sense of magnitude, hovw-
(-]vor. some estimates can be made from the cross-sectional data in
chart 2,

Median =ocinl security henefits for male retire:s and registrants for
social security need 62 to 64 in 1969 were $1.200.%t At this level, only
35 percent of those leaving the work foree he o' ¥ane so voluntarily. An
ml«sit ional 21,000 provided by a private retirement benefit would raise

8 Richard Barfield. The Automobile Workers and Retirement: A Recond Look
{Ann Acbor: Institute for Soclal Recearch, University of Michigar, 1970). p. 49.

¥ Jerbhert 8. Parnes and Gilhert Nestel. Retirement Expcctations of Middle-
Aaged Yen (Columbug, Ohio: Oulo Siate University, 1972).

® Thicl., p. 30.

2 patience Lauriat and Willim Rebin, “Men Whe Claim Benefits Before Age
63, op. cit., p. 17.
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income to £2300. and at this level, 46 percent of those retiring had
chosen to do =o, If it is ascumed that the likelihood of leaving the labor
force for health reasons or job discontinuance is the snme among those
with $2.500 retirement benefit for those with $1300, the rising propor-
tion «f voluntary retirees would mean that the number of carly retir-
ees increased by two-thirds with the SL000 extra income, This isc obvi-
ouzlv. an extremiely ernde estimate: there is no assurance that the like-
lhood of health problems or job discontinuance is coustant over this
range, or that vross-sectional data ean be applied to predict responses
over time. N ertheless, this gives some idea of seale. Fven if pension
plans expand to provide workers with an extra £1.000 1 annual retive-
ment income. there will be something in the magnitude of a two-
thirds ivcrease in early retirement. Since the average private retire-
ment bonetit i 1970 was only 81300, st e the early vetirement henefit
is u=ually less than the normal retivement benefit. and since improve-
me nts over time must be reduced to the extent of rising eosts. the aggre-
eate impact of rising ecarly retirement benefit levels over the last
decade on the early retirement patterns of covered workers eannot have
been nmuassive. -
Despite these rising benefit levels. there is still a long way to go he-
fore the average early retirement provisions in pension or deferred
rofit-sharing plans provide a realistic income alternative to work.
‘stimates for a sample of 10 plans with early retirement provisions
suguest that the monthly early retirement benefit is sigmificantly less
than the normal retirement benefit, and it replaces only a small percent-
are of earnings (table 26). Among the 10 plans. three do not permit
early retirement at 36, two at 58, and one at 60. For a worker who would
have 25 vears of service and $6.600 carcer average earnings if continu-
ing work to age 65, the henefit available (in those plans permitting re-
tirement) at 56. 58, and 60, is only $61. £39, and $10%, respectivelv. Put
in another way. the worker retiring at ~ge 56 gets only 11 percent of
his average monthly carnings over tl. ).revious 5 years. or 30 percent
of the benefit which would be received. {;_v remaining until regular re-
tirement. Even at age 62, the replacement rate of average earnings is
only 18 percent, and the monthly benefit is less than three-fourths of
what would be receivi1 by remaining on the job another 3 years,

ERIC
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The nutoworkers’ retirement plans and their early retirement pat-
terns are obviously atypical, and it is misleading to draw any = zare-
gate conclusions from their experience. For one thing. the propensity
to retire from assembly-line jobs is higher than in white collar em-
ployment.?? The same anomie which is manifest in excessive absentee-
ism. rising quit rates. and sometimes shoddy workmanship among blue
collar workers. is also reflected in the desire to get out as quickly as
possible,2? Tn particular. the study of early retirees under the auto
plans snergests that problems in the industry arising from intergenera-
tional and interracial conflicts may have induced some workers te
retire.*

Another reason for the high rate of retirement noted under the
General Motors plan is that changes in 1965 and 1971 not only raised
the carly retirement benefit. but they extended it tn workers at a
vounger nge. For instance. in 1971, workers with 30 yvears of service
who were 58 rather than 60, were allowed to vetire and receive an
unreduced benefit, There were a number of workers with qualifying
serviee need 5% to 60 who might have wanted to retire but could not
previously: once they retired under the new provisions. the proportion
of workers with the requisite service choosing early retirement could he
expected to level off. Put in another way, the short-run reaction to
retirement pian changes probably overstates the long-run impact.

But this does not deny that if workers in other industries were
offered the ame $300 monthly pension available t~ automobile workers.
those with 30 vears of service and age 58 would be much more likelv
to retire early. The fact is that there are few workers this age with
auch extensi e service. and little likelihood that such lucrative benefits
for early retirement will become widespread. The estimated cost of
pension plan premiums and payments in all manufacturing industries
in 1970 was 12 cents per payroll-hour.?® The UAW estimates that the
extra costs of its 1971 settlement were 7 cents per payroil-hour. with
some analysts projecting a 12- to 13-cent-per-hour increase.? Put in
another wav. the cents per hour increase in contributions under Gen-
eral Motors’ plan was nearly as much as the average paid under all
other mannfacturing plans. In the coming years. other industries may
improve their early retirement provisions. but they also have a lot of
catehing up to do in their normal retirement, disability. vesting. and
other provisions. so that improvemenis will not be concentrated solely
in the carly retirement area.

Even if the 30-and-out provisions became universal in private ren-
sion plans. it conld affect only the minority of all workers who are
long-tenured. Aecording to social security data covering new regis-
trants in 1069-70, 46 percent of males aged G2 tn 63 had worked 25
vears or more at a single private sector job, and only 32 percent in one

3 & T, Jaffe, “The Retirement Dilemma,” op. cit., p. 30.

2 Herbort 8. Parnes, et al. The Pre-Retirement Years, vol. 1, Mannower Re-
search Manegraph No. 13 (Washington: U.S. Government Printing Office, 1970),
i, 203-230,
M Richard E. Barfield, The Automobile Workers ané Retircment: A Second
Look, op, ¢it,

3 «Emplosee Compensation Reached $4.54 an Hour in 1970, news release hy
Burean of Labor Statisties, Nov. 23, 1971,

® «The Early Retirement Time Bomb,"” op. cit., p. 22.
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with 2 retirement plan. Only 17 percent of women the same age had
werked in a single job this long, and only 9 percent in one which was
¢ ,vered. Among this minority of all older workers who might be af-
fected hy a 3o.and-out provision, some proportion would retire early
anyway, beeause of health problems, layoffs, or personal desires: others
would not want to retire early even if they could.® Ifence, even if all
‘wns-iam and profit-sharing plaus had liberal carly retirement paral-
eling those in the automotive industry. only a mmority of 62- t> 64-
vear-old workers wounld be able or wonld want to retire early becanse
of availible benefits. There is. however, a leag way to go before the
average ven-ion plan matehes those in the automobile industry.

Normal and Mandatory Bctirement

The toajor impact of pension plans is among workers reaching the
normal retirement age, usually 65, and among the somewhat older
workers who eontinue on their jobs until reaching the mandatory re-
tirement age. The income from the private retirement plan, combined
with social security. alleviates the stark choice between penury and
continued work, giving the individual more freedom of choice. On the
other hand, the pension may also provide an excuse or means for
thie cmployer to phase out older workers, even though thes<e individuais
way want to.ontinne working,

Aniong 63-vear-olds registering for social security hetween July
1065 and June 1970, 72 percent of the men whe were Teceiving a pri-
vate pension were not employed, compared with 17 percent ol those
rot receiving a pension. Among women, the 80 percent of recipients
compared with the 25 percent of nonrccipients were not employed.®
Pensianers were Jess likely to have been driven by economic necessity
to find part-time work after retirement. but they were also more likely
to have been involuntarily retired from t'eir last job. For instance,
amone 65-vear-old male penszien beneficiaries who were not employed
in July-December 1968, the major reason for leaving the last job was
mandatory retirement : nonrecipients more often left because of health
or job discentinuance (table 27). And though two-fifths of all manda-
tory retirees reported that they wanted to quit working, three-fifths
would lave liked to continue.®® The uncovered worker who has no
choice but to continue working is not likely to feel sorry for the pen-
sion recipient who was involuntarily retired from his or her job but
who had enough income to stay out of the labor force. Nevertheless,
mandatory retirement is a concern to the older worker wl s would
like to continue working on the covered job.

Thongh some establishments without retirement plans may have
compulsory or antomatic retirement provisions, and establishments
may also have strictly enforced age policies even if these are not artien-
lated. formal requirements are usually a part of the pension or profit-

# Walter °+. Kolodrubetz. “Characteristirs of Workers With Pension Cover-
ave in Lop «st Job: New Beneflclaries.” Social Security Bullctin, Volume 84,
Namber 1? Sovembher 1971, p. 14,

*Lepcre B Bixhy and Virginia Reno, “Second Penslons Amongz Newly En-
titled Workers: Survey of New Beneflciaries,” Nocial Security Bulletin, Volusue
34. Nnmber 11, November 1971, p. 7.

*vVirginia Reno, “Why Men Stop Working At or Before Age 65, ap. cit.. p. 26.
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TARLE 27 - Amorg 65eyear-oled male papsion bengfieiaras who awcre not
empleyed in July-December 10038, b major re aeon for learing the last
Job weas mandatory rotivement: nonreeipoerts more often left beea ise
of dl health job o <continnanee ' '

Ressoty for Jeasfrge Dot Jot [ TERE TR TRDR I Net £ s tits
Heulth . - . : : i4 35
Job dicentmntion. o0 0 00 00 L0 L I 13
Mandatory retirement . L0 0L L 62 . 24
Emploves initiated .. ... e e e 22 23

Sagree : Vieginta Reuo, "Why Men Stop Workine At are Bofore Age €73, Repost Ne. 32, TPres
imiuary Findings Froan the Survey of New Bepelieforfes, Moy 1071, o 89 omidone agreplicad.

sharing plan. The Age Dizerimination in Employment Aet of 1667
made it unlawful for any cmplover to discharge an employee aged
10 to 61 colely on the basis of age, unlesz such provisions were part of
a hona fide employee-lenefit plan. The law aceepts 65 us the age at
which mandatory retirement is not unlawful age di=erimination, But
<till mest 63 and over age Hmits arve instituted as part of pension plans
sinee emplovers are reluetan? o five workers without any henefits,
Four ont of five new soctal zeenrity resistrant: daring July-December
1969 who reported mandatory provisions on their most recent jobs
said that they were also (‘nvvn-«‘ by pension plans: three out of five
af these covered by pension plans reported a mandatory rrovision,

Despite thiz correlation hetween pension and minndatory retireraent
provision covernge, the private retirement syetem i- not hasienlly ve-
sponsihic for the growing numbwr of older workers who niust leave
their jobs involuntarily. There iz nothing in pension plans. per se,
whicli tankes it mare costly to continue emploving cllder workers. For
instanee, in plans covering a third of all workers, the normal retire-
ment benetit daoes not increase, that is. service eerdit= are not earned,
even if the employee continues working past the normal revrement
ae: in this ease, it actually costs lesc under the plan to continue
employing the older worker rather than hiring » younger one, In pians
covering another half of all workers. the empioyee may receive credit
far extra service, hut none for the actuarial gnins aceruing to the plan
from the fact that the number of vears of expeeted payout will be less
the latep the retirement, * Ior instance. a $100 a month life annuity
at age 6 costs $13.200 in 1972 from a typical insurance company while
ane at age 67 cost only S12.£00% Jt is, therefore, less expensive to
employ a worker over the retirement age in a plan with this type of
provision than it is to replace him with a younger employee who is
carning equal serviee eredite toward a pension. If employers write in
compnlsory and automatic retirement provisiens, it is rarely because
of differential pension costs. The reason for such provisions is simply
the desire to phase out older workers for one reason or another. In

“Virgina 1* Reno. “Compulsory Retirement Among Newly Entitled YWorkers:
Sfurvey of New Beneficiaries.” Sevial Security Bulletin, Vol. 83, No. 2, March 1972,
pp. 3-15.

N The Older American Waorker, 0p. ¢it.. p. 30 .

= (alculated by 1the Franklin Life Insurance Co.
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this senze, the availability of the pension or profit-sharing plan may
permit emplovers to do what they want. but it is only the duex ex
machina, At little or no cost to employers, flexible retirement provi-
sions could be added to private retirement plans. On the other hand,
this might be antithetieal to the basic purpose of the plan, that is, to
help ease out older workers.

Retiving From Work and Not Just a Job

The Inhor market impaect of the trends toward earlier retirement
from joh< covered by pension and profit-sharing plans depends on
whether the early retirees leave the labor foree or look for other
johs to supplement their retivement incomes. Assuming that the will-
ineness to wvork is a function. among other factors, of the wage or
salary which could be earned by eontinning work and the retivement
income which wonld he received by retiring, and also assuming that
leisnrs 12 preferred to work, labor faree participation ean be expected
to fall with inereasing rotirement henefits and involuntary termina-
ticn from jobs whieh piovide a higher wage or salary than een be
earned elsewhere,

Data on military vetirees cho ean leave after 20 vears of service
rever] the importanece of the level of retirement income in determining
the prolability of reemployment (table 28). The elasticity of labor
foree paiticipation (that is. the pereent the labor force participation
rate full< witli cach pereent increase in retirement income) is especially
higl mmone less edueated older warkers, as micht he expected thom
the fact that what they can earn from reemployment, that is, what
they mnst forego if they ‘opt for leisure, is less, As an example, there
is a ! pereent decline in the labor force participation of 35 to 64-
year-old ex-servicemen with a high school education for each 1 per-
cent inerense in rotivement income. 1f retirement benefits are doubled,
tue labor foree participation rate of recipients can be expeeted to
fall by twodtifths, For the less than high school graduates in the
sate age group. there is a three-fifths decline in participation rates
when benefits are donbled, With increasing age, the elasticity of labor
force participation increases. which indieates a decline in both the
desire r.: 1 ability to work and the level of income which can be
earted. For the 63 and over cohort with just a hizh school edueation.
the rete ot labor foree participation would fall to zero: in other words,
nobody would seek work, if the elasticities held up over this income
rahre,

There is no reason to believe that military retirees are any different
than other inaividuals with the same age, education, and retirement
benefits. so tiat as retirement benefits increase, the proportion of recip-
lents who wek reemployment will fall, The fmpact will he greatest
in cases of unskilled or selectively skilled workers who eannot find
m;ll-paying jobs. and the impact will also be greater among the older
cohorts,

Whatever the exact relationship between increased benefits and fall-
ing lahor foree partieipation, it is clcar that those who receive a private
retirerient annuity are much less likely to work than those who do net.
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TavLe 28.—Data on military retivees who can leace any time after 20
years of active sereice reveal the importance of the lecel of retaement

encome in determining the probability of reemployment

Level of schionl completed wnd age

Estimated elasticity

Less than 8 years:
BRI TR ¥ B T PR —=0. 036
3t B SeRPR . e imeeaiecemaaan —-. 112
AV to G YORrS . L i cicaeacennn-  rememeemmenmaa- -, 579
G5 YEULS OF DUOP@a e c o eiceececaascacseccacaemcenmannnn -1 641
9 to 11 years:
S T S B 8 o D —. 038
S I IR S Y o —. 074
TN R 1 Y . S —. 4493
LHIRA DTV T B (TR (SN — 1 416

12 years:
35 to 44 years

R L T A

- 025

A3 80 34 YOI e C et cecmmemmme—m———aan- —. U633
N i R o TN -, 3490
G0 VEATS OF e e e e amecccecocmeacam- mccecceaane - 1. 456
B to 10 years:
ST I (TR 5 N T Y USRI ~, (43
B (TR Y I —. 065
R TN 1S ST U —. 385
B3 YOUMS OF INOTE e oot e cca e ecaacmmen————- -1 42
16 years:
35 80 3 VORI L i ieceecacmeemeemaccmeaecaaanan —, 081
L S IR TTISE B TS —. 108
SO BE FCUIS o eh e i ieemcemacmccccacanacmane semenann -, 53l
65 XCUTS OF MIOPC . o e ot encmcecmmceccecc e ccmea—. —1.477
17 years or more;
BN I B B RN . ON7
S I (TR R BT CI0 ¢ S rmmaececmteememam—m——— ~. 083
I T Y P R, —. 404
65 YOUrs OF MOPC . e e oo eecmeee e e e m——— -1, 223

Souree; Bette 3. Mahouey and Alan B, Fechiter, *The Ecouomics of Military Retivement,” in Old Age
Incume Ameuranes, Part IV, papers subinitted to Subcommnittee on Fisead Poliey, Jolit Economic Com-
mittee (Washingtoa: U3, Qoverument Printing Otlice, 1967), 1. 188,

Among 62- to Ga-year-old social seeurity registrants hetween July 1968
and June 1970, only 20 percent of males who were receiving private
pensions were employed eanrrently, compared with 66 percent of non-
‘recipients. For females, 44 percent of nonrecipients, but only 16 per-
cent of recipients were working.®® In part, this differential reflects the
fact that low-wage workers usually not covered by private pension
plans register for early social security benefits to supplement low
wages, and in part it reflects the fact that the self-employed who are
most likely to continue working are the least lilely to be covered by
pensions. More important, however. is the fact that the income private
p]unl? provide in addition to social security reduces the necessity to
work.
The same holds true for older persons. The 1968 survey of the aged
(i.e.. all persons 65 and over) found that among married couples who
received both QASDI and private pensions, 31 percent. reported some

% renore E. Bixby and Virzinia Reno, “Second Pensions Among Newly Entitled
Waorkers : Survey of New Beneficiaries,” op. cit., p. 6.

97-408--73 - -7
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earnings in the previous year, compared with 46 percent of those re-
ceiving social seenrity alone and 80 percent of those receiving no retirve-
ment benefits, Among nonmarried males, the proportions were 13, 30,
and 21 percent, respectively; among nonmaried females they were 7,
16, and 14 percent, respectively. Where 19 percent of the income of
male recipients of both OASDI and private pensions comes from other
sources including wages and salaries, *hese sources acconnt for 48 per-
cent of the income of older persons - »iving QASDI alone. Clearly
then, as an increasing proportion of al workers qualify for normal
retirement benefits, the labor force participation rate will fall.»

An importaut question is whethier the small but growing proportion
of workers in their late fifties and early sixties who choose volun-
tarily to retire early will seek reemployment. Iere, the evidence indi-
cates that only a minority will move into other jobs. For instance,
among M3 automobile workers vwho were followed up between 1966
67 and 1969-70 and were aged 3% to 61 in the initinl survey, two-thivds
had taken the aption of early retivement. Of these, only two had re-
tnrned to other jobs™ Similarly, a study of 450 voluntarily early re-
tirees from a petroleum refinery. who ranged from age 50 to 64, found
that less than one-third sousht to return to the labor force.™ A more
comprehensive 1968 survey of over a thousand carly retirees in a
variety of industries found that only 26 percent of them worked full
or part-time compared with 17 percent of older. regalar vetivees,™ \
longitudinal survey of workers aged 45 to 59 revesled that those who
planned to vetive early from their current job were no niore likely to
want to return to work than those who planned to retive later.®

In some cases carly retirees may he deterved from future jobhseek-
ir 2 by recimployment restrictions, This was certainly the case in the
autuanotive plans: workers are prohibited from finding another job
with a competitor. and their pension benefits are subject to the snme
carnings test and incremental reduetion as under social ceeurity, This
mdoubtedly accounts for the small proportion who return to work.
Overall, however, reemployment. restrictions affeet only a minority
of early retirees, usnally limiting jobs only in the same industry
(table 29). The more likely explanation of the low rates of labor foree
participation is that workers cither rvetive early beeause of nealth or
other prablems which rule out further work. or they want to retire he-
cause the benefit is attractive cnough to support them in leisure. Few
who qualify for early retirement henefits are apparently willing to give
up their seniority and pay to get n benefit if they then have to seek
work to maintain a reasonable standnrd of living and few can exceed
their pay by adding their benefit to emrnings from secondary jobs,

 ywalter W. Kolodrubetz, “Private and Public Retirement Pensions: Findings
From the 1988 Survey of the Aged.” op. cit,, pp. 18-18,

= nichard 1. Darfield, The Automohile Workers and Retiremicnt: A Seeond
Lonk, op. eit.

 John 1®. Owen and L. . Relzuny., “Consequences of Voluntary Early Retire-
ment: A Case Study of 8 New Labour Foree Phenomenon.” abstract in Indus-
trial Qerontology, Teswe No, 4, Winter 1070, p. 39,

= Mark R. Greene, ot al.. Furlp Retirement: A Surrey of Company Policiea and
Retirees' Erperienee (Eugene, Oregon: University of Oregon, 1060, p. 30,

*erbert 8, Parnes and Gilhert Nextel, Retircment Expectaticns of Middle-
Aged Men, op. eit,, p. 6.
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TABLE 29.—Reemployment restrictions affect only a minority of early
retirees, usnally limiting jobs only in the same industry

Pereent of workers in survey subject to
reemployment  restrictions on  ently
Reemployment restriction retirement

Salared | Mouny

S e - —

Employer has some type of reemployment
TeAtIICtON . L e i eiiieeneana- 45 44

Types of reemployment restrictions (some use
more than one):

Reemployment by company prohibited. . .. 60 54
Reemployment by competition prahibited.! 36 22
Reemployment prohibited hy union rules. ! 2 7
Other reemployment restrictions.__ . ____.__ ' 20 21

Souree: Mark R. Greeus, ot ul., Karly Retirement: A Surrey of Company Policies and Retirces® Expetience
(Fugene, Oregon: University of Oregon, 1969), p. 48,

The private retirement svstery, therefore, has a definite impact on
participation patterns. For workers aged 65 and over, pension and
profit-sharing plans wil! contribute to some further reduction in labor
force particination as benefits become move attractive, but more sig-
nificantly, as a larger proportion of workers become eligible for nor-
mal retirement benefits, As noted previously, the proportion of new
retirees receiving private benefits it inereasing, 1t is, therefore. to be
expeeted that the trend of deelining Iabor foree participation among
thoze over the normal retirement age will continne, The total depends
on changes in the demand for older workers and on other factors such
08 sorial security levels, The Burean of Tabor Statistics projects a
substantial deeline aver the deeade in the labor foree participation
rate of the 63- to 60-vear-old cohort: this iz cortainly not overstated
in light of retirement plan developments (table 30).

TasLe 30.—The Bureaw of Labor Statisticx projects a substantial
decline over the decade in the labor force participation rate of the 65 to
69 age cohort

Sex and age of worker '. 1940 1908 ; 1973 1680 1985
]
Men: l
3 t0 D s 80. 9 8K, 5 87.5 87.1 86. 8
to 64 .. 79. 9 75. 8 72. 6 72.8 72.5
Brandaver.. o o..o . ooono.. 32.2 26. 3 23.1 22. 0 21.1
Goto 60 ... 45. 8 42.1 37. 6 36. 0 35. 2
70and OVOelee e e eea 23. 5 17.1 14. 3 13.3 12. 7
Women:
N (] N I § W ¢ 47. 4 a0, 6 5.6 51.8
60to B ... . 3L0 336 37.2 38.0 38. 2
63 and over. oot ioeeinaes i 1005 .1 8.8 87 85
658009 e 17. 3 16. 7 16. 4 16.1 18. 0
TDandover...oo.oioaaa... 6. 5 a4 a0 4.9 | 4.8

Sourcee: Sophie C. Travis, “The U 2, luber force; projections to 1985, Monthly Labor Rericwr, vol. 93, No.
5, May 1971, p. 4.
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The expansion aned lilwralization of early retirement provisions will
contribute to declining lalor force partivipation among workers in
their early sixties, Ax a larger percentize hecome oligible for carly
retirement provisions, more will choose to rotire not enly from the job
bat from the work foree, The process of change will nat he abrapt,
since few plans now affer options attractive enongh to stinmlate early
retivement and sinee their development in this direetion is gradual in
most eases, However, the enmulative impact will be noticeable, The
Burean of Lobor Statisties projects that the participation rates for
miales aged 55 to 5% and 60 to 61 will continue to fall at their past rates.
or hy two to three percentage points over the rext 15 vears, Consider-
inge the deeline in normal retivement ages and the impact of early re-
tirenrent benetits, this projection may understate the deeline among
the €0- to Gl-venr-old coliort and may alo be on the low side for 55-
to ad-year-olds. On the other hand. private retivement plans arve likely
to angment thix deelize by no more than three to 5 percentage points
s rongrh estimate, Therefore, if there ix any ticking of an “carly
retirement tine bowb,” it has an extremely long fuse,
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6. Oprexine JoBs Tnrotvent RETIREMENT
Lucovasing Refirmments To fpen Tuhs

Sinee pensgion and profitshaving plans atfeet the timing of retire-
ment, they could, conceivably, be used to inerease the rate of retire-
ment during periods of high unemployment in order to open jobs
for younger workers, By providing retivement income to older em-
plovees who nve laid off. they may furestall reentry iuto the labor
foree, Management might enforee mandatory retirenent provizions
more rigidiv in slack markets in order to reduce their work forees,
Emplovers and other employees may pressure those workers who are
eligible for carly or normal retivement to take this n;)tion immediately.
lenving an opening for someene ek, Special early vetivement pro-
visions might also he uzed as a lay-off mechanisu.

The extent that private retirement plans conld be nsed to inerense
the mte of retirament would theoretically depend on their provisions
and on the economie situation, The rate of retivement might he
experted to rive most after an extended period of low unemployment
when Tabor shortages and lmited layofls had resulted in a pool of
older workers staving with their jobs: the larger the number of active
workers eligible forr early. normal or special early retirement. the larger
the potentinl impact, After the tight labor markets of the sixties, one
might have expeeted a significant rize in retirement when nnemploy-
ment rates inereased dramatieally in late 1969, 1970, and 1971,

The trends in pension and profit-sharing plans over the sixties also
enlarged the pool of workers cligible for vetivement with henefits. The
coiditiona] retirement ranee in which workers ave protected against
Invotl or else have a reasonable amount of choice as to whether to
continue to work or to retire was elearly expanded by the lowering
of retirement ages and the rising of henefit levels. Under a growing
number of plans, the 6o-vear-old. long-serviee employee ean give
sorions consgiderntion to early or normal retirement, and may be respon-
sive to ontside pressures, whereas 10 years ago 65 was the almost
aniversal threshold for voluntary retirement.

The Conditional Retivement Rinee

There is no way to estimate in anything but the cradest fashion
the number of older, pension-covered workers in the conditional retire-
ment range, In 1971 there were 2.8 million male workers age 60 to
6k and 1.6 million females: there were also 2 million working males

“and 1 million working women aged 65 and over.' But only a minority

Q

of these were in covered employment where they could he affected
by plan provisions, Amoeng 62 to 6i-vear-old new social security

t Employment and Earnings, Vol. 18, No, 7, January 1972, p, 118,
(1)
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pogistrants in 1968 and 1969, 20 percent of males and 11 poreent of
females hiad just retired from eovered johs which were their longest,
anel an additienal 11 and 5 pereent. respectively, were still employed
in such jobs? As indieated previously, almost all of these workers
qualified for a benefit. and the ¢iming of their retirement was influ-
enced by the provisions of their plans and the application of these
provisions, If it is assumed that 31 percent of »ll 60 to G4-year-old
working males and 21 percent of all working females are employed in
covered jobs, there would be_ at least a million 60 to Gi- rear-old
workers In the conditional retivement range, If the percentages still
employed in covered jobs were applied to the 65 and over working
population, another 300,000 older workers would be included. These
estimates can only be suggestive, since there may be many older
workers who e covered by pensions who are not currently in their
longest jobs: but they do indicate that the pool of potential retirees
is not insignificant in size.

Another way to estimate the total number of workers who are eligi-
ble for early or normal retirement is to look at the actuarial reports
of pension plans<. Since the level of contributions depends on the age
amd service charaeoristies of the covered work foree, reports usually
contain Jdata on these cheracteristios, Unfortunately, few of these are
available publicly heeaure they are not required under the terms of the
Welfare and Pension Plans Dizclosure Aet. But analysis of seven
large plans which voluntarily included 1970-71 actuarial reports sug-
gests Chat there 19 wide sariation in the percentage of covered workers
eligible for early retircinent. while the proportion of those who have
passed norm 1 retivenment age is small in most cases (table 31), 11 all
workers qualifving fer early retivement were included in the condi-
tional retirement ranee, the total numhber wonld be larger than if, as
previously estimated, only workers 60 and over were included. On the
assumption that 15 percent of covered workers are eligible for early or
normal retirvement a: in the seven plans, there would be more than 4
million workers in the conditional retirement range, However, there
miy be some donbt whether the minimnm early retirement age pro-
vides any meaningful option for employees, since, as indieated pre-
viously, early retirement benefits are usually limited. As an illustra.
tion, a worker unider the 1970 McDonnell-Douglas ‘Machinists plan
could retire at ags 55 with 10 vears of serviee with benefits reduced
actuarily from age 62 The benefit effective December 1970 was $6.25
per month {or each year of service.® Retiring at the minimum early re-
tirement age and service would yield an income of only $40.00 monthly.
T nless laid olff or under extreme pressure from the emplover, the 53-
vear-old worker wauld be unlikely to ¢hoose this early retirement op-
tion. On the other hand. the 60-vear-old worker with 13 years of serv-
ice would get a benefit of ronghly $85.00 immediately ; he or she might
be willing to recire on this amount if employer or union pressure made
continued work uapleasant.

?Lenore E. Bixby and Virginia Reno, “Second Penslons Among Newly Entitled
Waorkere," Sociel Sceurity Bulletia, November 1971, Vol. 34, N, 11, pp. 10, 21,

I Digest of Scleeted Ponsion Plane, 1070 Pdition, U8, Department of Labop
¢ Washington : Government I'rinting Ofee, 1971, . 135,
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Tavre 31 Thore ds wide veriation in the pevecnt of corarad workers
Ligeble fur earty retivoment, whide the progoction w'o harve passed
normal retiremend age s small in most cases

l 'epeont ellglble for -
Retiroment plan l ToT T ot - - -
Tarly retirentent ' Norinal retirement Early or normal
| ! . retivenicut
PR O U U N e et ———— —

! | :

i
Meoa P ULl v 1 8
Alcoa Plan 11 ... e i 16 1 17
Firextone Tire and Rubbero . 20 12 1 13
IBEW-~hourly .. ... .. | 7 2 0
Dow Chemienl. oo oneoio2t 25 I R 24
Machinists Pattern Plans. ... | 19 2 21
Johns Manville Corp. .. oo r} 1 18
Average. .. coaoaoan e 14 | 1 | 13

l i

— e -

Source: Actuarial roports on Ble along with Welfure and Peuslon I'lan Disvlosure Act reports.

Though there is no exact definition of the conditional retircment
ranve, and thongh it is diflicult to mea<are the namber of workers in-
eluded inany abitrary definition, it remains a faet that there isa large
and growing number of workers for whom retivement is a viable
option, aid for whom the timing is dependent, in part, on economic
conditions as they affect attitudes of employers, coworkers, and the
worker himself, Fstimates vary, but there are probably a million
workers who could retive from their enrrvent job cushioned by private
pensions and social secarity. and who would lose only a small pereent-
aue of potential monthly retirement benefits, There are some millions
tore who could turn to their pension for economic relief if they were
laid off from their job in a slack labor market.

Pressure to Retire

When and why these workers will choose to retire, or more exactly,
whether the ageregate employment situation affects their decision, is
difficult to answer in any exact way, There is =ome evidence that pres-
sure from within the work foree can push older emiployees into earlier
retivement. A study of the retirement rates of workersin 55 industries
tie, tho proportion of men aged 45 to 64 in these industries in 1950 who
retired by 1960), found that one of the major explanations of variance
was the ratio of 45 thiongh S4-year-olds to 55- through 64-year-olds:
the U oo the proportion of middle-aged men in an industry’s work
forc., dhe murvllilwly that its older workers would retire. After age 40
to 45, susequent promotions and increased earnings depend to a large
extent upon the number of job vaeancies opened by retirement 5 mid-
dle-aged workers, therefore, apparently pressure those above them to
retire earlier.!

it is less cloar that the threat of layoll generates the sume pressure
on older workers. A survey of 200 firms in 1968 found that employers
rarely conzidered or used their retirement plans as management tools,

4 AT Iaffe, “The Retirement Dilemnmn,” Industrial Gerontology, No. 14, sum-
mer 1972, ., U5,
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neither enconraging nor discouraging carly retirement. \ sister survey
of workers who had chosen early retivement suggested that neither em-
plovers, unions, nor coworkers exerted much pressure (table 52). Of
course, this neutrality might be expected in the tight fabor market of
1968 when eiployers expericneed Iabor shortages and could not casily
find vounger workers to replace older employees. and when unions
and coworkers felt no threat of job loss.

TABLE 32.—.1 1968 survey of workers who had chosen to retire earl
sugqested that neither employers, wnions, nor coworkers exerted much
pressure

ITh percent}

' |
Question for eniplovee : Neither or no
i Fncouraged | Discouraged l response

“How did the union feel about .
vour deeision to retire?”__ .. 14 4 82
“How did your coworkers feol
ahout your decision to re-
tire? e memanaa 28 18 44
“llow did the company feel
ahout your de.y ton to re-
tire?” e oo i eremmmanan 15 20 65

Sanree: Mark Greene, ¢t nl., Farly Betivement: A Surrey of Company Policicx and Retirees” Erputience
(Fug ne, Oregon: University of Oregon, 1), pp. 32 33,

A followup survey of 12 exceutives of large retail firms, 26 of Lanks,
and 20 of manufacturing companies attempted to determine the im-
pact of the recession on employver policies vis-a-vis older workers. For
these firms 12 percent. reported that some older employees had been
1aid off or retired early. One company reported tougher screening of
older employees who were not productive, two reported rai-ing bene-
fits so that workers conld retire carlier. and two wanted to but were
unable to afford raising benefits. When asked specifically if they wonld
try to get rid of as many older employees as possible if they had to
reduce their work force by 10 percent in a severe recession, only one
firm specifically declared that it would but only one declared that it
definitely would not.* While it may be true that manpower policies
are determined below the executive level, with pressure from super-
visors or from coworkers, management's acceptance of retirement
plans as a work force reducing mechanism is apparently not wide-
spread.

The Ewperience Under Pension Plans

If older workers are pushed into retivement when johs become searce,
the number of retirees in covered firms shonld rise when employment
falls. One way to test the actual experience of firms over the last few
vears is to look at their annual financial reports filed under the Wel-
fare and Pension Plans Disclosure ¢t which indicate the number of
active and retired workers. Using active covered workers as a proxy

5 'npublished survey data provided by Charles Pyron and Vincent Marion,
College of Business Administeation, Unjversity of Oregon.
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for employment in 21 of the largest plans which experienced fluctua-
tions in employment over the last 6 years, there is evidence that in some
cases the number of retirees increased most rapidly in periods when
employment was stagnant or declining (table 33). As an example, the
number of workers in the Alcoa hourly plan declined by 4.3 percent
between 1966 and 1967, while the number of retired workers rose by
11.3 percent: similarly, between 1969 and 1970, active workers fell by
3 percent and retirees increased by 6.6 percent. In the 1967 to 1968
period when employment fell only slightly, and in the 1968 to 1969
period when it rose. the increase in rvetirees was much less. There are
some plans such as Youngstown Sheet and Tube where the exact
opposite pattern emerges, and in most cases the correlations between
the changes are weak or inconclusive. Nevertheless, it does appear that
to some limited extent the retirement of older workers may be used to
absorb a portion of any cutbacks in employment.

97-408--73--—8
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The Special Case of Special Farly Letivement

Of particular interest is the use of special early retirement pro-
visians, Ronghly 17 percent of all covered workers are subject to such

rovisions which nﬂ!t'r immediate henefits to those whe arve laid off.

he age and sorvice requirenwents are usnally less stringent than for
early retirement. Among workers under such provisions in 1969, 95
percent were eligible at age 55 or earlier. 37 percent needing 10 years
gervice or less, 24 percent needing 15, snd 34 percent needing 20.° As
an example. the Fard Matar Campany plan in effect in 1970, required
10 venrs of service and age 60 for early retirement at the employee's
optinn: hnt in the ense of emplover initinted layoffs, workers aged
55 with 10 vears of service were eligible. The special early retirement
benefit would usually exceed that for regular early retirement: it
cqualled the normal henefit plus 6 for each year of service, paid until
qualification for full socinl security.”

While a primary purpose of the special early retirement henefit is
to protect the long-service em loyvee axainst lavoffs. there is a very
aond reazan why eminlovers might be reluetant to nse thiz mechanism
to roduce the <ive of their work foree: specinl early retirement is very
castly. A henefit usually larger than the normal retirement amount
nmst be pravided for more vears, while contributions or wage defor-
rals ta pav far it must he made over fewer vears of work life for
ench snecial early retiree, Tn individual eases where unproductive
older emplovecs can he replaced by more productive vounger ones,
the rast v be justified. Rat the appraach iz less effective as a tool
to enshion large-seale lavoffs, when produetive ns well as unprodnetive
older workers are terminated, and when financial conditions are usu-
ally strained.

Fxperience with special early retirement provisions in the “Big
Three® antomotive companies sngeests that this mechanism is used
sparingly, and. if anything. the number of special early retirees de-
elines rather than inereases when employment is ent hack (table 34).
Retween 1960 and 1970, total employment in the Big Three fell from
1.465.000 to 1.856.000: the number of special early retirees also de-
clined from 1.3%5 to 1.017. Tn 1971. employment increased to 1.434.000
and o did the number of special early retirees, to 1.472. In general.

the antomotive companies were more likely to lay oif workers through

special early retirement when business was good and they could af-
ford it. Whether other industries with special early retirement provi-
sions act in the same way is unknown, but it is doubtful that these pro-

visions play an important countercyclical function.

“Harry F. Davis and Arnol  3trasser, “Private Pension Plans 1960 to 1969
An Overview.” Monthly Labor Review, July 1070, p. 46, and table 21.
Y Digest of Selected Pension Plans, 1970 Bdition, op. cit., p. 86,
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The Aggregate Impacts

While normal and early retirement provisions are used, in some
cases, to cushion layoffs and in other cases to stimulate retirement,
the aggregate impact was apparently modest during the 1969 to 1971
recession. The average number of workers 60 and over who left the
labor force in the previous year because of retirement increased from
540,000 in 1968 to 568,000 in 1969, 615,000 in 1970, and 674,000 in 1971.
The rise between 1968 and 1969 was 5 percent ; between 1970 and 1971
it was 10 percent.®

Looking only at covered workers, there was an apparent acceleration
in the growth of beneficiaries in 1970: if the number had increased
at the same rate as during the 1965 to 1969 period, there would have
been only 4.5 million beneficiaries at the end of 1970 instead of 4.75
million (chart 3). Changes in the trend also occurred in 1954 and 1964,
years of slack demand, but there is no way to know whether pressure
from other workers or employers causing earlier retirements was the
reason for the jump in 1970.

From this limited a%gregate duta, it seems that the counter-cyclical
impaet of retirement plans is minor. As a best guess, perhaps 50,000 to
100,000 workers retired under pension and profit-sharing plans éuring
the 1969 to 1971 recession who would have normally continued longer
in their jobs, and a portion of these left the work force altogether.

Chart 3.—There was an apparent acceleration in the growth of bene-
ficiaries in 1970: if the number had increased at the same rate as
during the 1965-69 period, thare would have been only 4.5 million
at the end of 1970 instead of 4.75 million.

5.0,
/} 250,000
4 -
- ~ el
m Codl
S 4.0
;._2 —
ke
I
A
5]
@
I,
o 3'_0__
w0
A -
& :
3
= 9
- T T I ] 1
1903 1966 1967 1968 1969 1970

Source: Walter W. Kolodrubetz, “Two Decades of Employee Benefit Plana,
1950-70: A Review,” Socigl Security Bulletin, vol. 35, No. 4, April 1972, p. 20.

* Bmployment and Earnings, vols, 16-18, No. 7, Table A-38.



7. Tur Impacr ox JoB OprorruntTies FOR OLDER WORKERS

Retirement Plans end Hiring Decisions

In a number of indirect as well as direct ways, retirement plans may
discourage employers from hiring older workers. Employers who are
making substantial contributions each year, as well as bargaining over
plan provisions, may be much more conscious of age factors than those
who do no more than pay social security payroll taxes. If covered firms
have initinted the pensions or profit-sharing plan as a way of phasing
out older workers, they are unlikely to be hiring those in their pre-
retircment years. If thev look at the pension as a reward for long serv-
ive. they may be unwilling to hire those who can work only a short
Fprin«l before they retire. If they have heen pushed into establishing
ower early and normal retirement dates, they may be reluctant to hire
any but the voungest workers who will have long periods of service
before qualifying for benefits. These business outlooks and attitudes
are dilicult to measure, since they are indirect and amorphous. Two
factors. however. can be more directly quantified: First, the service
and other conditions of a retirement plan may mean that if older
workers are hired. they will not be able to qualify for a pension by
thee e of retivesent: the prevalence of such litits cai be deter-
mined by the examination of plan provisions. Second, it is usually
more costly to provide a given benefit for a new older employee, since
contributions must be made over a shorter period; the extent of cost
differentials can also be estimated from plan provisions.

Ejfective Age Limits

The interaction of compulsory and automatic retirement provisions,
service requirements for normal retirement. and service crediting
limits may etfectively set n maximum age for participation in a retire-
ment plan. Asan example. the 1970 International Harvester Co.—Auto-
mobile Workers plan had a normal retirement age of 65: 10 years of
gervire was required for a full benefit but a smaller one was available
for the worker with 5 years or more of service. There was a compulsory
retirement age of 68 and service was credited up to hut not beyond the
compnlsory age.! Thus, if a worker age 63 were hired, he or she would
be ahle to yualify for a minimum benefit, while a 64-year-old worker
would not. In the FFord Motor (‘o.—~Automobile Workers plan, how-
ever. there is a strict 10-year service requirement for the normal bene-
fit. with service credited to age 68.2 There, a worker hired at age 59
could not qualify for a benefit.

' U.8. Department of Labor, Digest of Selected Pension Plans, 1970 Edition
( ‘:’ashlngtun : 1%.8. Government Printing Ofice, 1971), pp. 115-118,
Ibid., p. 88,

(101)




102

The effective age limits obviously vary from plan to plan, depending
on their age and service provisions. Reflecting the normal retirement
age of 65 and typical service requirements of 10 and 15 years, H5 and
60 are frequent maximum participation ages (tables 35). Overall,
plans with almost a fifth of all covered workers have 2 maximum par-
ticipation age limit of less than 53, and another fourth are in those
with a limit between 55 and 59, There has been a trend toward shorter
service periods over the last few years. but normal and mandatory
retirement ages have been reduced more so that overall, the effzctive
age limits have been lowered.

TasLE 35.—The effective age limits vary from plan to plan depending
on their age and service provisions; reflecting the normal retirement
age of 65 and typical service requirements of 10 and 15 years, 55 and
50 are frequent maximum participation ages

Percent covered workers under plan
Eftective age limits
1065 1968

Without maximum participation age.......... 37.8 30. 3
With maximum participation age_______..___. 62.2 64. 7
Under 50.. o ool 2.9 7.7
B0 e it cccracncacaa- 9.6 82
O R N 3.8 2.2
65_.... ... .... —eman 9.6 15.9
56todY.... ... R ———- . c——-- 125 8.6
.................................... a6 40
6l to B4 o iarcean- 11. 6 11.2
1> PN 6.1 62
Over 83, - e iicdcceacaae. 7 .6

Eouree: U.8. Department of Labor, The Rder American Worker (Waahlgtgton: U.8. Government Printing
Office, 1965), p. 37; and special tabufutions by the Bureau of Labor Statistics.

It is uncertain, however, whether and how muech the existence of
effective nge limits affects the hiring of older workers in covered es-
tablishments. Some employers may be sensitive to hiring workers who
will retire without a pension, but. this might be only one of the rea-
sons, and the effective age limits may be the result rather than the
cause of diserimination against older workers. In other cases, employ-
ers might conceivably hire those beyond the maximum participation
age in order to avoid the costs of pensions. There are no a prior:
grounds for assuming that the financial incentive of hirinﬁ older work-
ers in f’hms with effective age limits will be less than the incentives
not to hire them because they will not be able to qualify for a benefit.
It is unlikely. however, that many firms will consciously employ older
workers in order to avoid pension costs, since this would run counter
to the purpose of having a plan. Large, single-employer plans are
most likely to have maximum participation ages, and ti‘;ese firms are
especially sensitive to the possibility of bad publicity and union un-
rest that could come from retiring a number of workers without any

support.
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Differential Costs

The age of entry into a funded pension plan affects the annual costs
-of providing a later benefit because it determines the period over which
contributions can be made, interest will be accumulated, and with-
drawal, death, or disability may occur. The earlier the age of entry,
and the longer the period of participation, the more intercst will add
to the contributions of the employer, and the greater the chance that
the worker will die or leave the plan without qualification. The exact
provisions of the plan, including the type of benefits offered and con-
ditions for qualifications, determine the extent of the differential.

Given assumptions about the rate of interest which can be earned,
the rate of turnover, and the probabilities of death or disabling injury,
the costs of any plan can be estimated. Assuming a return on pension
funds of 3.5 percent. a $100 annual inerease in earnings beginning ini-
tially at $3,600 and other mortality, disability and withdrawal assump-
tions usually used by actuaries, the costs of providing benefits to two
groups of workers, one with a median age of 22 and another with a
median age of 41, were estimated for various benefit formulas in a
1964 study sponsored by the Bureau of Labor Statistics (table 36). For
a typical plan that provided 1 percent of monthly earnings for each
year of service, the annual costs for the younger group would be $117
per employee compared with $179 for the older mix, a differential of
32 percent.® The difference would be much more in the case of a uni-
form benefit, and much less for a benefit formula based on earnings in
the last vears of service. Vesting provisions would reduce the cost dif-
ferentials because of the high withdrawal rates among young employ-
ees, but shorter service requirements for normal retirement, more li
eral early retirement conditions and early retirement benefits which
are higher than their equivalent all increase the differential.*

! Estimates of Murray W. Latimer as summarized in The Older American
Worker (Washington: U.S. Government Printing Ofiice, 1965), p. 42.

¢ Murray W. Latimer, The Relationship of Employee Hiring Ages to the Cost
of Pension Plans (Washington: U.S. Government Printing Office, 1085).
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. The differentials would be larger if the employer were assumed to
isolate the marginal cost of hiring a particular older worker instead of
a younger apghcant. For instance, a flat $150 a month benefit for a 27-
year-old employee would cost $114 under & plan with no vesting, a
10-year service requirement, and a normal retirement age of 65; the
cost for a 57-year-old employee would be $745.° In setting hiring
policies, however, the employer probably considers the problem in
aggregate terms rather than by comparing individual cases.

. In all likelihood, the differential cost of hiring older workers has
increased somewhat since 1964. Tending to reduce the differential are
the trends toward earlier vesting and the more widespread use of final
earnings benefit formulas; while the growth of minimum benefit for-
mulas, the elimination of jong service requirements, the expansion of
early retirement plans which pay more than actuarial equivalents, and
the fall in normal retirement ages have all tended to increase relative
costs.* On the balance, it is difficult to determine whether the ave
differential has increased or decreased as a result of these changes in
the provisions of pension plans. Another factor, however, has prob-
ably increased the cost gap. In 1964, when the preceding calculations
were carried out, the average return on pension gu\ds was 8.5 percent.’
Since then there have been dramatic changes in investment patterns,
with the rate of return increasing to 5 percent or more for most la
funds by 1970.* The differential cost of hiring older workers under
pension plans is increased when contributions for a younger employee
earn a greater return for the longer geriod over which they are made.
A henefit of $1 per month per year of service under a plan with a nor-
mal retirement age of 65 will cost $5.02 monthly for a newly employed,
40-vear-old worker if the rate of return is 4 percent, but only $1.06
monthly if the rate is 5 percent. For the newly employed 55-year-old
workers, the necessary monthly contribution 18 $7.58 at the 4-percent
rate of return and $6.78 at 5 percent.® Looking at the differentials
alone, it costs $2.51 extra, or half again as much, to hire the older
worker at the 4-percent rate, while it costs $2.72 extra or two-thirds
again as much at the 5-percent rate. .

"ery definitely, then, most emplo¥ers with pension plans have added
costs if they hire older workers. If anything the differential has in-
creased in the last decade. making it relatively even more costly to
employ the experienced jobseeker.

The Evidence

If either effective age limits or differential costs significantly dis-
couraged the hiring of older workers, their proportion among new
hires and in the total work force in highly covered industries might be
expected to decline over time. Aggregate data on the age of the work

* The Older American Worker, op. ¢it., p. 43.

* These trends are noted in Bankers Trust Co. 1970 Study of Industrial Retire-
ment Plans (New York : Bankers Trust Co.. 1870), pp. 1-20.

" Murray Latimer, The Relationship of Employce Hiring Ages to the Conts of
Pension Planas, op. cit., p. 8,

sTouls Harrls & Assoclates, Large Corporations and Thelr Pension Funds:
1970 (New York: Louis Harris & Associates, Inc, 1071), p. 84,
St' (.‘ialmcnlatlona by Murray W. Latimer, actuarial consultant to the United States

celworkers.
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force in different industries reveal a mixed picture. In terms of the
proportion of workers covered, and the outlays per covered worker,
the high coverage industries include transportation and public utili-
ties, finance, insurance and real estate, and durable manufacturing;
mining, construction and nondurable manufacturing fall somewhere
in the middle; while wholesale and retail trade and service industries
generally have low coverage and contributions.® There is no clear
relationship between the chan in the age composition of an

industry’s male work force and its level of reiirement plan coverage
(table 87).

¥ U.8. Chamber of Commerce, Employee Benefits, 1969, op. cit., pp, 13-17.
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On the one hand, the proportion of older workers in highly covered
industries has declined. In 1960, the durable manufacturing, trans-
portation and public utilities, finance, insurance, and renl estate sec-
tors provided Jobs for 36 percent of all employed males aged 55 to
64, _and 275 percent of those 63 and over: hy 1971, only 348 and
22.7 percent of the male workers in the respective age groups held
jobs in these more highly covered industries. The service and whole-
sale and retail trade industries provided jobs for 34,6 percent of 55-
to Gt-vear-old males and 47.3 percent of those aged 65 and over in
1960: by 1971. the percentages inereased to 36 and 57.5 percent, respec-
tively. The decline in the proportion of older workers employed in
the high covernge sectors und the increase in the ones with low cover-
age is consistent with the hypothesis that retirement plans have dis-
coitaged the hiring of older workers. and also have resulted in earlier
retirements.

On the other hand, the changes in older workers' shares of employ-
ment in the high and low coverage industries are inconsistent with
the hypothesis. In 1960, male workers aged 45 and over accounted for
36.8 percent of the male labor force in the high coverage industries;
but by 1971, the proportion had increased to 39 percent. In the low
coverage industries in 1960, 37.9 percent of the male labor force was
45 and over, but this declined to 34 percent in 1971. Obviously, more
older workers got jobs in the expanding service and trade sectors
without increasing their share.

Because the expected shifts do not show up in the aggregate data
does not deny that jobs are foreclosed for older workers by retire-
ment plans. Available data on older male job changers alone sugqest
that there is, in fact, some shift from the highly covered to the less
highly covered industries among those changing jobs.* This ig espe-
cially true of involuntary job changers. Between 1966 and 1067, it is
estimated that 545,000 male workers initially aged 45 to 59 left jobs

in manufacturing, transportation, finance, insurance, and real estate;
only 404,000 job changers the same age found employment in these
industries, a net loss of 141

1 1000. In the trade and services industries,
402,000 left jobs but 438,000 entered jobs, a net increase of 36,000
workers. While only 38 percent of these job cha were involuntary,
55 percent of the net increase in the trade and service sectors was
accounted for by mvolgntag changrs; in other words, there is some
evidence that those losing their jobs could not find reemployment in

their ?grevious industries and were pushed into the low coverage
sector.

Because an older job changer moved from a high-coverage industry
to a low-coverage one does not mean that he moved from 8 firm with &

pension plan to one without a pension plan or that the existence of
retirement benefits was a factor in the employer’s willingness to hire
him. Conversely, though a job changer remained in the same industry,
he may have moved from a covered to an uncovered establishment op

vice verss. There is no good aggregate data to assess this possibility.

" Data prepared as special tabulation from longitudinal study of older work-
ers by Herbert 8, Parnes, et al.,, the Ohio State University.
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However, information pieced together from the surveys of 62- to 65-
year-old new social security registrants is suggestive. According to
ealeulations based on data for the J uly 1968 to June 1969 period, 79
percent of the male registrants whose last or current wage and salary
job was their longest were covered by pension plans. Among those
male registrunts whose last or current job was not the longest, only
22 percent were covered in their most recent position. even though 38
percent had been covered earlier in their longest job.** Job changing
was thus more frequent for employees of uncovered firms; but also
many of those whe changed jubs moved from covered to uncovered
em’F\oyment.
his still does not prove that a retirement plan influences the em-
ployer to discriminate against older workers, Measuring such dis-
crimination or its causes is difficult because the Age Discrimination
in Employment Act of 1967 makes it illegal.* In 1965. however, before
the act was passed, an extensive employer survey was carried out in
five cities where there were no State laws srohiblting age discrimina-
tion in order to ascertain the extent of and motivation for restrictive
age policies and practices. Only a_fourth of the surveyed employers
had specific, articulated upper age limits for one or more occupational
groups. but only a sixth had an affirmative policy of hiring without
recard to age. Among the remainder with no specific policy. at least
half indicated by comment or practice that they had preferences
which effectively precluded older applicants. Workers 45 and over
acconnted for only 6.9 percent of new hires in the firms with upper
agee limits, 8.6 percent in thoese with no age policy, and 13 percent in
those with an affirmative ;])olicy. Overali, one of every five establish-
ments failed to hire any older worker 45 or over in 1965, and almost
half reported that these accounted for less than 5 percent of all their
new hires.!®
Employers with upper age limits, and those without them who
hired few older workers, were asked what factors e;&ﬂ:ined their em-
Rlovment patterns (table 38). Though over four-fifths of these firms
ad pension plans, fewer than 15 percent reported that these had in
some way limited their hiring of older workers, and only 6.7 percent
gave this as their major reason. Relatively few made direct references
to the differentis] costs of hiring older workers under the pension
plan; more frequently, the employer felt that if an older worker would
not be able to qualify under the service requirement of the plan he or
she should notle hired.’® Despite the limited number of cases in which
employers claimed their pension plans were & factor, hiring patterns
of those with plans differed significantly from thoge without. Where
20.8 percent of the workers hired by uncovered establishments were 40
and over, only 14.8 percent of those hired into covered jobs were from
this older cohort; put in another way, firms without plans were almost
half again as likely to fill their jobs with older workers.!!

¥ Walter W. Kolodrubets, “Characteristics of Workers With Pen<ion Coverage
on Longest Job: New Beneficiaries,” Soclal Seourity Bulletin, Vol. 34, No. 11,
.\'ovembel' 1”1' po 18.

“Virginia Reno, “Compulsory Retirement Among Newly Entitled Workers:
Survey of New Beneficiaries,” Social Security Bulletin, March 1972, p. 8.

¥ The Older Americon Worker, op. cit., pp. 8-17.

1 Ihid., p. 18

¥ Ibid., . 18



110

TanLe 38, —Employers with upper age limits, and those without the m
who hired few older workers, were asked what factors erplained their
employment patterns

Percont distribution
Major reason of nuraber of 1imes

nientioted
Physieal requirements. . o . ... . ___. Ceeea ceea- 34,2
Job requirements. ... ... ... . s 25,1
Company standards. ... ... . .o 9.1
Promotion from within, . ... ... . . . _ ... 8.1
Earnines .. _ . . ... _. ceeme e mmmacemcnream——ae——— 7.3
ension plan—costs and provisions. . .. .o _ .. . .. ___.. - 6.7
Lack of skills and experience. .. ... ..., e eeemeiaeeaneana 6.3
Limited work life expecraney - . .. L. ... .. J. 1
Few applicants apply e aceiaaaals e i 30
Educational requiremnents oo oo .o oo oo 4,2
Adaptability e oanen 3.1
Training too long and costly. .. ... _. ereoiavoenn e camaa 3.0
Inferior quantity of work ... ... . ... e enaa 2.3
Slowness in attaining profcieney. ... ... oo inoeenann .- 2.1
Need for halunee of wges. oo v e oo | 1.7
Undesirable jersonal characteristic. oo o cmmeee e ccceemoe. .. PO | .7
Health insurance—costs and provisions. . . oooeoooooooo .. .- 1.4
Life insurance ~costs and provisions. ... oo ooa .. e 1.2
Other. oo . ceecsaaa veaman mesceccuscmcnanan 6.8

Sourer 7.8, Departmient of Labor, The Older Amierican Borker (Washiugtou: U.8. Government Printing
Oflice, L), . lo,

Ao ssessuer ?

Lookine at the substantial cost differentials of hiring and covering
older workers under pension plans and at the effective age limits of
many plans ny give an exaggernted notion of the impact of the
retirement systemi on the job prospects for older workers. To start
with. only half of all private sector wage and salary jobs are covered
by retivement plans. While evidence suggests that covered establish-
ments tend to hire fewer older workers, there are many factors in-
volved. Employers may not realize the differential costs or they may
feel they are balanced by greater productivity and stability. Even if
it costs half again as much annually to cover an older worker as op-
posed to a younger one. this may amount to only 1 percent or less
of the wage amd supplement package. The deeision is governed hy
supply and demand factors as well as the characteristics of needs and
applicants, Pension plans are also prevalent in the high wage. union-
ivedd establishments with henlth, disability. and life insurance plans
which themselves add extra costs for hirine older workers.

P’e that as it mayv. it is not unimportant to older workers who cannot
find work or to the ones who must move from high paving pension-
covered jobs to lower paving ones in uncovered industries, that per-
haps some percentage of potential jobs have been foreclosed in the
Jost decade to some extent hecanse of pension plans. The impacts have
heen eoncentrated in particular sectors and among particular workers.
and they are not insmrnifieant in these cases. The normal retirement
age provi-ions nsnally preclude the hiring of workers 65 and over
in covered employment. Those who are 55 to 65 are also hard hit.
beenuse they either cannot qualify for pensions in a new job and will
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retire without benetits which the employer may wish to avoid. or else
they will qualify at an exorbitant cost to the firm.,

v the same token. impacts are concentrated among large, single
employer plans. In multiemployer plans, snch as those found in con-
struction, the firm does not have to pay directly for the added costs of
hiring an older worker since each contribmtion is usually based on the
Fayroll and any extra costs arve spread over all covered emplovers,

>ension plans are. therefore. less of an impediment. But the single

employer must consider this, and when the firm is so large that hiring
policies are depersonalized and are integrated into the overall manage-
ment policies. differential costs may be considered very important.
especially sinee the employer will usnally have more control over
hiring decisions than he does over pension levels and provisions set
through collective bargaining. Jobs in establishments covered by single
employer plans include many of the highest paying and most stable
ones in the economy.

Though it i difficult to isolate the impact of private retirement
plans on jobs for older workers, it is a safe assumption that they are
an increasingly important factor. Since 1964. when a fifth of covered
emplovers felt their plans were a reason for not hiring older workers
and a tenth thought it was the major reason. the difterential costs have
increased. Management has nlso probably hecome move concerned with
social image. Pensions are no longer viewed ag a gratuity, but as a
deferred waeo, and workers who do not gt benefits have more and
more frequently gotten a sviupathetic ear from the press and Con-
gress, Any previous reluctance to hire older workers who could not
later qualify for pensions has undoubtedly increased. Tt is also prob-
ahly true that the neeative impacts of retirement plans were obisenred
by the extremely tight labor markets which prevailed over the later
sixtios, mployers may have decided that hiring older. skilled workers
and paving the extra pen-ion costs was cheaper than reaching back
down t]he labor queue and hiring the disadvantaged who had ta he
trained,

These and other factors sngizest that retirement plans will he in-
creasingly important in determining the job prospects of older
workers, First, not nll penzion funds have revised their investment
patterns or changed their actuarial assumptions: and among those
which have, a large number may not have vet realized the cost dif-
forentinl this implies in hiring older workers rather than yvounger
ones, Second. labor markets are likely to remain much more slack
than in the sixties, with an influx of skilled workers in their twenties
competing for available jobs. so that employers would not be under
as much compulsion to hire older workers, And third. trends toward
earlier retirement are likely to continne. which will not only increase
cost differentials for hiring older workers. and push back the effective
age limit, but will probably shift the focus of hiring policy toward
the goal of obtaining a younger work force.

These changes will not be sudden or dramatic. but over the long
run they may have a significant impact. In large. single emploger
plans, typically in durable manufacturing, transportation, conununi-
cation, and public utilitiex. the work foree will get younger as present
employees retire earlier and new accessions are drawn from among
younger workers,

97-408— 73— 0



8. Tue Poricy IMPLICATIONS

The following conclusions are based on the preceding analysis, but
also on additional data and information, and on the judgments of the
auihor. The discussions of pension legislation are focussed on pro-
rosals before the 92d Congress. The provisions of legislation currently
eing considered differ somewhat, but the conceptual issues remain the
same,
The Importance of the Labor Market Impacts

With rapid growth and maturation over the lust decades, the private
retirenient system has developed into an important Inbor market insti-
tution. Contributions to pension and profit-sharing plans are absorb-
ing a growing share of the waga package, and are consequently becom-
ing of more concern to employers and employees. The retirement plan
is increasingly recognized as a management tool which can be used
to phase out older workers. to reduce the lahor force, or alternatively,
to attract. retain, or motivate employees. It is also becoming accepted
as a fret of life which must be considered in policymaking. Manage-
men’ - st adjust its policies to negotiated changes in plan provisions
which may lead to undesired earlier retirements, extra costs of laying
off older workers under special early retirement provisions, or contri-
butions for many years in the future to finance higher benefits and
liberalized provisions. On the other hand, the employee, or the union,
must be increasingly concerned with maximizing benefits from the re-
tirement plan. For the individual, this may mean sticking with a job
another {ear or two until qualification for vesting and either movin
up or delaying the decision to retire. For the union, the goal is to bal-
ance retirement plan demands with other components of the compen-
sation package, and to balance the changes within the retirement plan
in order to satisfy its members and to get the most for them.

Though these various impacts are not insignificant and are certainly
incrensing, it is easy to exaggerate their importance by concentrating
on atypical cases and projecting these into the future. Many analysts
believed that special early retirement provisions would become uni-
versal when they were negotiated in the early sixties in several large
industrial plans, but in fact, they wore neither copied nor widely uti-
lized once they were instituted. Similarly, the thrust toward 30 and out

yrovisions in the pension plans of a few large industrial companies has
fed to fears of an *early retirement time bomb” which may drastically
alter the work patterns of the labor force. Other claims have been made
that retirement plans have indentured the labor force, or that they
have foreclosed jobs for older workers still wanting to work, creating
a crisis for our senior citizens.

These claims about massive labor market impacts are not supported
by available evidence. For the most part, as shown in the foregoing
analysis. changes in retirement patterns, labor mobility, and the avail-
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ability of jobs for older workers have been gradual; furthermore, the
discernible developments can only he partinlly attributed to changes
in the private retirement svstem. The impacts of pension and profit-
sharing plans are concentrated among workers in the older age brack-
etz and among industries and establishments with the most compre-
hensive plans. When aggregate data are considered! for the entire labor
force and for low-covered as well as highly covered industries, the
separate effect of the retirement plans ave moderatc,

heir predominant influence has been to lower the age of retire-
ment. The labor force participation rate of workers 65 and over has
declined dramatically in the Inst decade and pension and profit-shar-
ing plans have contributed. Other factors are probably more impor-
tant: that is, liberalized social seenrity benefits and increased affluence
have made retirement easier, while changes in the demand for labor
may have foreclosed jobs for less educated older workers. Neverthe-
les¢. changes in plan provisions toward lower normal and early
retirement ages and toward automatic vetirement have been a
significant factor in rediicing the desire and opportunity to continue
working past page 65.

For the work force in the 60- to 64-year-old bracket, the impacts
are somewhat less, but still significant. Voluntary early retizement is
becoming more widespread as benefits are liberalized, and all evidence
indicates that the trend will continue. But there is still a long way
to go before a substantial proportion of pension and %roﬁt-sharing
plans provide a benefit which, even when combined with social secu-
rity at age 62, provides a meaningful alternative to earned income
and the wherewithal to live comfertably in retirement. The luera-
tive early retirement benefits provided by the automotive plans and
those in a few other industries are the exception rather than the rule.
Perhaps more significant is the trend toward lower normal retire-
ment ages and the proliferation of service-oniy requirements; these
will have an increasingly important impact on the 6u- to 64-year-old
cohort in the current decade.

To a certain extent, the differential costs of hiring older workers
under pension plans, and the reluctance to hire those who will not
qualify for benefits is reducing the number of opportunities for job-
seekers in their fifties and sixties, The impact is greatest in the indus-
tries with liberal benefits which are usually trying to phase out their
older work force through early or compulsory retirement. While ihere
has been no signifirant shift in the distribution of older workers into
tha nuncovered sectors of the economy, the reason is mainly that job
changing is limited among the older cohorts so that the shift does noc
have much of an impact on aggregate distributions.

To a limited degree, private retirement plans have been nsed
to cushion layoffs and rising unemployment by coaxing or pushing
older workers into retirement during recessions, thus opening jobs for
vounger workers. Changes in plan provisions and improvements in
benefit levels have increased the proportion of older workers who at
any time can retire with immediate benefits of some significance under
early, normal, special, or mandatory retirement provisions; this trend
will continue. It migfxt, therefore, be expected that in a future reces-
sion, if it occurs after an extended period of low employment, retire-
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ments under pension and profit-sharing plans may inerense more than
n:f thte 1969-70 recession where they had only a minor countercyclieal
ctiect,

The impacts of retirement plans on the labor market behavior of
younger workers are not very great. except in the few cases where
special early retirement provisions or early retirement based on service
alone may permit retirement in the late fifties or early sixties. Retire-
ment plang have ne noticeahly changed aggregate rates of labor mohil-
ity. though clearly some workers are discouraged from changing johs at
some times in their lives. Trends toward earlier vesting have in the last
decade apparently balanced any immobilizing effect of rising henefits
and this will probably continue aver the seventies.

Finally, the iinpacts of retirement contributions as a deferred wage
and a labor cost are inereasing. Covered establishments and their em-
ployees generally accept and expeet these contributions as part of the
compensation package. The type and level of benefits which are pro-
vided may affect the satisfaction and attachment of workers to a minor
degree: for instance. profit-sharing plans may marginally increase
produetivity in some industries. The growth of contributions is one of
the factors making cms)loymont in the covered sectors more attractive
than elsewhere, regard ess of any changes in relative cash compensa-
tion. Thus, the retirement svstem is a hidden and increasingly impor-
tant aspect of the bifurcation of the lahor market into primary and
secondary sectors, making workers in the former better off a fter retire-
ment as well as in the present. But these effest< arve certainly
pevipheral. .

Though most of the labor market i+ paets of the private retirement
svitem have heen modest to date. they are likely to hecome more sig-
nifieant in the future. As plans mature, henefits will be inereased and
eligibility provisions broadened so that nore and more covered workers
will ba eligible and will take retirement plans into account in their labor
market decisions. Tnereased contributions will be required from em-
{)loyers and they will hecome more aware of how to manipulate or at

east cope with retirement plans as a part of good management. With
all tnis said. the evidence does not suggest any sudden disruptions in
current. trends of development. or any cataclysmie changes. There is
not likely to be any sudden bankruptey of employers as they must mect
pension commitments. no wholesale foreclosure of jobs for older work-
18, and no massive exit from the labor force of workers in their late
fifties or early sixties.

Leqgislative Concerns

This does not mean that nothing can be or should he done to ehannel
the further development of the private retirement system or to hetter
cope with its impacts. Perhaps becanse of the diversity of the private
retirement system. or perhaps because it developed only recently as
an important supplement to social security. there has heen. to date, a
minimnm of governmental guidance and regulation. The Welfare and
Pension Plans Disclosure Act of 1958 (WPPDA) requires the dis-
closure of certain information and provides for the regulation of some
tvpes of serious misconduct. but it does not have any enforcement
teeth. In 1970, there were 174.010 welfare and pension plans on file
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with the Department of Labor, but only 533 cases of violation were
closed, and only a fifth of these involved action to correct misconduet
by retirement plan managers.! There has also been a minimum of over-
sight exercised nnder the tax laws, and almost none under the Wagner,
Taft-Hartley, and Landrum-Griffin Acts which provide penalties for
some violations with jointly administered funds.®

For over a decade, stronger regulatory legislation has been urged to
correct a number of alleged deficiencies in the private retirement sys-
tews. In a comprehensive investigation completed in 1965, The Presi-
dent’s Committee on Corporate Pension Funds concluded that:

(1) There were no effective preseribed government standards applic-
able toy welfare and peusion plans:

12 State laws were inadequate to cope with violations of fiduciary
trust by trustees. employees, or administrators:

«3) Vesting provisions were generally severe and restrictive, or non-
existent:

(4) Nnmerous plans were not adequately funded ;

15) Plans frequently terminated prematurely, with no insurance to
provide for Payme.nt of accrued benefits to workers: and,

(6) Employers conld be immaobilized by the lack of portability of
earned pension credits.?

A variety of legislative measures have heen introduced since then to
deal with these observed deficiencies and hearings have ‘heen held in
almost every session of Congress.* The 92d Congress was no exception:
a wide array of pension reform bills were introduced, and one, the Re-
tircrient Ineome Seenrity for Emplovees Aet (S, 350R) was reported
out of committee hut too late for Senate action. All of these legislative
praposzals deal with essentially the same set of issnes.

One of the primary concerns is the establishment of a Federal mini-
mum standard for vesting. There is copious documentation of workers
who have held the same pension-covered job for 15 years or more,
never qualifving for a retirement henefit becanse of strict age and
service requirements for vesting. Despite the trend toward more liberal
provisions, many plans have lagged behind. providing the worker lit-
tle in the way of benefit security. But liberal vesting increases the costs
to employers. since more workers will qualify for benefits, and there is
opposition te minimum requirements, or at least to those which will
affect a large proportion of all plans.

Among the leaisle tive proposals there are several approaches to vest-
ing. The Retirement Income Security for Employees Act would re-
quire the vesting of 30 percent of accrued henefits after 8 years. and
10 percent each year thereafter so that full vesting would be achieved
after 15 vears.> Another proposal (8. 2485—92d C%ng.) wonld require

18, Department of Labor. Labor Management Services Administration.
Welfare and Pension Plons Disclosure Act: 1970 Report to Congress (Washing-
ton: U.8, Gavernment Printing Office. 1970), p. 11.

S Interim ort of Activities of the Private Welfare and Pension Plan Study.
1971, Senate Committee on Labor and Public Welfare, 924 Congress, 1st Seasion
(Washington : U.8, Government Printing Ofiice, 1872), pp. 4-5.

! Ibid.. p. 26.

¢ Ihid.. p. 27.

r R 259R—The Retirement Income Recurity For Employees Act of 109, 7~
gressional Record—Senate, October 12, 19072, 8. 17728,
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full vesting after 10 years, with various optional formulas.® A slightly
different approach is contained in the bil] introduced by the Nixon
administration (H.R. 12272-92d Cong.). This would a opt a “rule
of §0,” that is, at least half of an employee’s acerued benefits would be
vested when ag~ plus years of participation totaled 50, and at least
one-fifth of the balance would be vested in each of the next 5 years.?

Measures to Erowde for the portability of vested benefits are closely
related. A worker who stays at one job for a given period of years and
gets a benefit based on his final salary times years of service will re-

~ce1lve 8 higher benefit than a worker moving through a number of
similar plans. even if he attains a vested right in each, which is un-
likely. It is all'eﬁed that this provides an impediment to mobility and
certainly tle job changer would benefit if he could carry his credits
with him. Most pending legislation merely recommends fxrther study
into this issue. but the Retirement Income Security for Employees Act
would provide for a central pension fund which would accumnlate the
contributions voluntarily transferred to it in fulfillment of the pension
obligations to individuals who have left specific plans. These could
either be accumulated until age 65 or used to buy into new plans.

Another major legislative issue is the security of vestecr rights and
continued retirement income. There have been a number of cases. the
best known of which is the Studebaker shutdown, when establishments
have closed down without enough money in the pension fund to pay all
accrued benefit liabilities. Pending proposals would require more con-
scientions funding by employers, would protect the worker agninst
mismanagement of the pension funds. and would insure aaninst the
loss of benefits due to a shutdown before contributions for accrued
benefits had been accumulated. For instance. one proposal (H.R. 1269—
92d Cong.) would require plans to fund all past service liabilities over
a 25-year period, and in every year to at least meet accruing liabilities
plus interest on those left unfunded. A premium would be paid each
vear to a pensicn henefit insurance corporation based on the amount of
unfunded liability to protect against termination of the plan. Finally,
much more detailed reporting would be required of retirement plan
¥roh\(r)isi'ons to workers and of financial deslings to the Department of

4anor.

If vesting. funding, reinsurance, portability. and fiduciary standards
were established. the cost of pension plans would be raised for those
employers who had to improve their plans to meet these standards and
for those who were just initiating plans. The usual maturation p:acess
has been to start with a large unfunded liability and then to catch up
over the years. Federal legislation which raises initial costs might dis-
courage the initiation of new plans. This is one of the issues raised by
opponents of Federal standards and those who would keep them at a
minimum. To stimulate the growth of coverage. the administration’s
proposal (H.R. 12272-—92d Cong.) would permit any individual not
covered by a private employer's retirement plan to deduct from fed-
erally taxable income 20 percent of the total up to $1.500 annually

* Ihid.. p. 110.

* The deim’atrauon’c Prtgte Penaton. Proposnl (Washington: Ameriean
Enterprize Institute. 1072). p.

‘;::;)eﬂs:t Report of Acticities of the Private Welfare and Penaion Plan Study,
1971, ap. cit.. p. 110,
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when this is set aside in 2 bona fide retirement plan. These contribu-
tions would have to be held in separate trust and could not be with-
drawn until retirement age.” Given the incentive of tax deductibility,
it is hoped that uncovered individuals would be able to help themselves.

These issues will have to be faced by the 93d Congress: but if. as ex-
pected, some pension reform legislation is passed. the same issues will
rem:ain in deciding how quickly and strictly to implement the regula-
tions, and in the future, how much to raise the minimum standards.
Among the factors which must be considered are the labor market im-
pacts of proposed changes. For instance, it has been argued in support
of minimum vesting standards and voluntary portability arrange-
ments that they would alleviate the immobilizing impact of private re-
tirement plans. This is, of course, a secondary concern; the major
issue is to protect the welfare of the worker who holds a job for many
vears without carning a vested right. But the labor market impacts
cannot be dismissed without consideration.

Labor Market Implications

One obvions policy implication of the analyzed labor market un-
acts is that the administration's vesting approach. the “rule of 30.”
as very serious drawbacks. The evidence is fairly conclusive that

there are already substantial differential pension costs in hiring older
workers which have resulted in a declining proportion of them heing
hired in highly covered sectors. Pensions are not foreclosing all jobs,
hut they are certainly reducing the chances of tinding reemployment
at a late age in the moreattractive areas.

Quite obviously, the “rule of 50” would add to this impact. If a
worker aged 50 were hired and worked for 5 years. he would be fully
vested at the end of the period. If a 35-year-old worker were hired.
he would have no vested right after 5 years, and a 20-year-old would
have no vested right until the 15th vear of service. A much larger
proportion of younger hires would leave the plan before qualifving
for a benefit, so that it would be much less costly to hire them. The ad-
ministration’s proposal would soften this impact somewhat. For work-
ers near or bevond age 50 when hired. there could be a three year delay
until the beginning of participation. This would reduce, but would
not eliminate the disincentive to employ older jobseekers.'

Neither on the grounds of equity nor efficiency is the combined age
and service requirement preferable to a service only formula. Most
plans now take the latter approach, sometimes with 2 mimimum age
requirement but rarely using the combination age and service total as
a standard. The “rule of 50" would force them to adopt a new approach
which would reward different workers and would increase the differ-
entinl cost of hiring older jobseekers. There are no equity grounds to
justity vesting the 45-year-old worker with 5 years of service rather
than the 35-year-old worker with 15 in fact, it would seem fairer to
aive the benefit first to the worker with longer service. Whether or not
this is true, the fact remains that older jobseekers would be increas-
ingly excluded by a combined age and service formula.

* The Administration’s Private Pension Proposal, op. cit.. pp. 7-9.
¥ e Administration’s Private Pension Proposal, op. cit., p. 28
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There are other lnbor market implications of private retirement
plan reform legislation, but these are mnch less clearcut. First, the
minimum vesting standards and voluntary portability arrangements
which have been proposed are likely to have a negligible impact on
labor mobility. As suggested by the preceding analysis, the evidence
indicates that retirement plans impede voluntary job changing for
only a minority of those considering moves and only during the period
immediately preceding qualification for a present or future benefit.
Furthermore. workers with long tenure who are the most likely to
he affected by retirement. plans are the least likely to move anyway.
accounting for only a fraction of all job changers. If legislative action
lowers the service requirement, for instance, from 15 to 10 years, the
unpact on each worker approaching qualification will be less. since
he or she will have less acerued service in calenlating the henefit and
a greater discount beeause it is further in the future: on the other
hand. more potential job changers will be affected since mobility for
those with close to 10 years of service is much higher than for those
with nearly 15. The net impact of the modest vesting standards which
have heen proposed by legislation will, therefore. be minimal in the
agarerate,

The voluntary portability arrangements of the Retirement Income
Security for Employees Act are likely to have an even more meager
impact. There are many technieal problems involved in transferring
pension credits. and there is little likelihood that the arrangements
will he nsedd by mauny individuals or employers. Whether or not they
are utilized. however, fow workers probably understand how plan
provisions ean interact to yield a greater benefit for continnous service
than for separate periods of vested service: Tt iz unlikely that workers
whe have just been vested will decide not to move to another job where
they can also gnin a vested right beeause they project a differential
total henefit at the end of their worklife. It is therefore unlikely that
they will be more willing to change jobs becanse they ean carry their
vested pension credits with them,

This is not to argue that minimum vesting standards and portability
arrangements are undesirable, The welfare and equity arguments for
both may be compelling. And there is no donbt that immediate full
vostin(i: and complete portability would, if they were ever achieved.
provide some stimulus to labor mobility. The fact remains, however,
that deferred graded vesting after 8 or'10 years and voluntary porta-
bility arrangements will have almost no ‘impact on mobility.

Second, funding and reinsurance provisions are likely fo make
retircnient plans_ somewhat more attractive to employees and less
attractive to employers. From the employer’s point of view, the rein-
surance preminm will raise retirement plan costs, especially where
there iz a large unfunded liability. In plans that are well established,
with little question of future viahility. reinsurance raises costs with
little added benefit, The extent of the added costs may be small if risk
factors are used to determine reinsurance premiums, K‘undin ¥ require-
ments may rednce the flexibility which retirement contributions offer,
while areater emphasis on funding schedules. and particularly the
setting of standards for reasonable actuarial assumptions as to invest-
ment return expectations, may make employers less willing to expand
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- Lenefits to the extent they are not raising them in the expectation of
increased earnings on reserves, For employees, on the other hund, re-
insurance and more stable funding will mean increased benefit secarity.
To the extent that the employee now disconunts his deferred wages by a
risk factor based on the chances of plan termination with unfunded
liabilities, the discount will be reduced. In all likelihouod, however. few
employees consider this possibility unless they are nemr vetirenment age
and their employer is known to e on extremely shaky ground. Even in
the case of the Studebaker shutdown, the union recognized and. in a
sense, accepted the existence of a large unfunded liability in order to
provide a larger immediate henefit ; it apparently did not consider the
Rossibility of plan termination.! If there is a rational digscount of the

oliars going into retirement plans. it iz prohably related more to thc
individual's fear of leaving the plan before qualifving than to the fear
that the plan itself will be terminated. Employees may not value ve-
tirement deferrals hecause they expect to move on to another job
before qualifving. Earlier vesting may in this sense tend to assuage
yvonnger workers who would prefer direct wages to increased henefits.
All these effects. however. are hypothetical, Many emplovees would
not be affected. and many of these affected would not realize the differ-
ence. Some emplovers would have extra expenses to come up to mini-
mum standards. but these might be met by simply delaying benefit
level increases or other changes in the plans. For the most part, then,
the proposed regulaiions would have only a very modest etfect on the
deferred wnge and cost of labor aspects of private vetirement plans,
Third, by miging the minimum standards and costs of retivement
plans, and reducing the flexibility with which thex ean he adminis-
tered, proposed legislative changes may further retard the growth of
coverage into new firms. Expansion has been slow in the last decade.
and it is not likely to speed up. While the administration’s proposal to
provide tax deductibility for individual contributions into retirement
lans recognizes the existence and inequity of the existing “have and

“have not™ division. and while one of its aims is to reach out to uncov-
ered workers. it is unlikely to do much to correet this situation. even
if aceepted. Firms without retirement plans usually pay low wages.
and neither the employers nor emplovees are able to support very sig-
nificant if any pension contributions. Tax deductions will largely help
those few more afluent workers who are not covered rather than the
nuich larger number of uncovered low wage workers who simply ean-
not afford deferral of any income. The mechanism is also suspect be-
<antse it makes the tax on savings regressive. vielding more henefits to
the higher paid worker who has the higher tax rate and therefore is
subsidized on a large proportion of contributions.’* A formula which
reduced taxes by some fixed proportion of retirement fund set-asides
would be more helpful to the lower income worker, but the fact re-
mains that few low earners conld save much on their own, Tnstitutional-
jzation of deferrals in formal pension and profit-sharing plans is the

4 Teatimony of Clifford MaeMillan tn Private Penzion Plana, Hearings hefore
Suhcommittee on Fisenl Policy of the Joint Economic Committee. 80th (‘onvress,
24 ression (Washington, U.8. Government Printing Office, 1968). pp. 107-109,

» Statement of Andrew Blemiller before House Ways and Meanx Committee on
H.R. 12272, May 11. 1972 (mimeographed).
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~only hope for the majority of those who must struggle to make ends
meet. and their chances of being helped by new plans may be reduced
by the changes initiated to assist covered workers.

Future Labor Market Issues

Though the labor market impacts of retirement plans play only a
secondary role in current pub:ic policy deliberations, they are likely
to be a somewhat more import:nt factor in the issues which loom on
the horizoen. £ ‘e of these aic suggested by the previons analysis.

First. compu .ry and antomatic retivement provisions are likely to
come under increasing scrutiny. A large proportion of those who con-
tinne working in their sixties. especially past 65. are forced out of
their jobs either by these provisions or by employment policies related
to retirement plans. Mandatory provisions are becoming more often
automatic than discretionary. and provisions of all types will prolif-
erate as the normal retirement age is reduced. Where funds needed
to payv the retirement henefit have already been accumnlated, and the
benefit is considered adequate, the employer will be under no com-
punection to continue employing older workers who are felt to be Jess
productive. When the normal retirement age is 60 or 62. more workers
may want to continue on the job than when it is 65, and as a result.
they mayv object more strenuonsly if they are pushed out of work,
Compulsory and antomatic retirement provisions are not an essential
part of pension or profit-sharing plans in the sense that they rednce
direct pension costs: the retirement plan is simpiy a way of accom-
plishing the employer's aim of getting rid of older worke:s. Prohibi-
tion of such policies and provisions may he necessary. especially if the
mandatory retirement age begins to inch helow 65,

Sccond. whether or not the “rule of 30" is adopted as a vesting
standard. it is likely that the impact of pension plans on the hiring
of older job seckers will come nn(*er increasing serntiny as more older
people are forced out of jobs but still want to work, as there are
relatively more young workers competing for jobs. and perhaps as the
agrreante unemployment rate reaches an equilibrinm above the level
of the sixties, One solution is to subsidize the differential pension costs,
if there are any. involved in hiring older employees. Alternately. em-
plovers should alzo be urged to adopt more widely the types of benefit
formnlas, such as those bazed on vears of service and final period
earnings. which minimize the differentiale,?

Third. as more and more people take advantage of Inerative early
retirement provisions which will be available in a growing minority
of plans. there may be some controversy if they reenter the Tabor force
an compete for the jobs of other workers who are not covered or have
not unalified for early retirement. Likewise. as normal retirement ages
ate pushed to 60 and helow, there will be the same potential problem
of competition betwoen haves and have nots for jobs. Society may
very well feel that there shonld be a minimum age for normal retire-
ment. such as the 62 threshold under social security. and that benefits

2 Pregident’s Committee on Corporate Pension Funde and Private Retirement
and Welfars Programs. Publie Policy and Private Welfare Programs (Wash-
Ington, U.&. Government Printing Office, 1965). . 16, and see ch. 7.
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should he actuarily reduced for retirement before this age. It may well
be that the taxpayer does not want to subsidize extremeTy early retire-
ment except in the case of disability or layoff or other special situ-
ations and tax laws might be used to set 2 minimum age. On the other
hand, covered workers who are able to retire at an early age may feel
they should have the option of working, and might oppose any re-
employment restrictions.

mu:th, in order to increase the countercyclical impact of retirement
plans. it might be possible to provide unemployment insurance pay-
ments in addition to retivement benefits to early retirees in periods of
high unemployment. TTuder current State laws. retirement beneficiaries
are <ometimes automatically disqualified, but in most cases the un-
emplovment insurance payment is offset by the amount of the retire-
ment henefit, It might be possible to provide a Federal supplement in
times of high unemployment to workers who either voluntarily or in-
voluntarily leave their jobs under early or normal retirement provi-
sions, If several hundred thonsand workers could be enconvaged to
retire. the welfare loss would be less than having an equal number of
younger workers off the job. ‘

Fifth, as workers retire earlier. the problem of the erosion of hene-
fits by inflation will grow more critical. There has heen a marked
trend toward benefit formulas based on terminal earnings in order to
protect the worker somewhat from inflation, but this does not help the
worker who has already retired. If there is an annual inflation rate of
4.5 percent, the real value of a stable henefit will be cut in half in 15
venrs, anag the hi-year-old early retirees stand a good chance of living
ut least this long. In all likelihood, therefore. cost-of-living provisions
will Le one of the benefit dimensions which will increase greatly in the
coming decade.* Tf this occurs, there are significant implications for
the wage-price relationship. Cost-of-living adjustment provisions
under wage agreements contribute to the wage-price spiral, and this
impact. will be inereased if employers have to increase contributions to
provide higher henefits to current as well as future beneficiaries.

Sixth. becanse of the increasing lahor foree participation rate of
women and the trend toward earlier vesting which will permit them to
qualify for benefits despite their typically <horter job tenure, it can
he projected that the proportion of women receiving benefits will bhe-
ain to increase rapidly. One issue which this wil raise is whether
women should get the same benefit or qualify under the same stand-
ards as males. .\ 65-vear-old white woman can expect to live another
16.4 vears compared with 12.8 years for a male. A standara benefit
based on earnings and years of service will be more costly for the
female than for the male hecause it must be paid over a longer Fenod.
Where the work force under a plan is largely male or largely female,
there is no problem: but when it is mixed. n decision must be made
relative to contributions and benefits for the sexes.

The Broader Questions

While these specific current and future issues are important. there
are more basic questions about the private retirement system which

»p J. Gordon and R. F. TeReau, “Employee Benefits, 1870-85." op. eft.,
P 88



23

must be addressed and hopefully resolved. The preceding analysis has
assumed that pension and profit-shaving plans are worthwhile. and
that they will continue to evolve in their present directions with some
increased governmental vegulation but generally under their own mo-
mentum. It is a_matter of judgment whether the system which exists
18 generally equitable and effective. and how or in what ways it should
be changed; it is only an assumption that it will not he drastically
altered.

One basic and still unresolved issue is whether the dual system of
g;'lvate retirement plans and social security, and the relative halance

tween them, is acceptable. As mentioned previously. there are some
who would argue that the public retirement system, with its early vest-
ing, portability, and almost complete universality, should be expanded
relative to the private system. There is no doubt that an accelerated
increase in social seenrity taxes and benefits would check the growth
of private retirement plan contributions and benefits.

n defense of the private retirement system, and its status relative to
social security, several points can ve made.

First, many of the faults of the system are being corrected in the
conrse of its own development. throngh trends toward earlier
vesting and through maturation which usually leads to fuller funding.
Legislative regulations such as those proposed shonld improve the
worst plans withont fundamentally altering the systen.

Second, private retirement plans have significant advantages over
social seenrity in terms of their flexibility. Their variability serves an
important function, Worker interests differ: the autoworker way he
more concerned with retiring early from a physically demanding joh
than the college professor who is more intercsted in the portahility
aspects of his plan. Employer interests also vary: in technologically
intensive indnstries such as petroleum, older workers may be relatively
less productive than in retail trade. and the retirement plans in the
first case wonld niire likely stress lower retiremnent ages. Overall. it is
a fundamental fact that the ability to pay for retirement plans varies
hetween worker groups and firms. There'is no way that every worker
could get the retircment henefit of the automobile workers wnless there
were & massive redistribution of income in society. Social security. is.
in fact. becoming a meehanism for redistribution, and proposals for
financing out of tax revennes would increase this transfer effect. Un-
less it is belicved that all individuals should have an equal income in
retirement, private retirement plans are important in letting relatively
more affluent workers prepare for their futures above and heyond the
floor of adequacy provided by social security.

Another advantage of the private retirement system is that. despite
sonie exceptions, pension and profit-sharing plans are funded while the
social seenrity system operates on a pay-as-you-go basis. The savings
which are generated by the private system are probably a positive fac-
tor in the growth of the economy, and there is no doubt that funding
alleviates much of the intergenerational transfer inherent in sacial
security. By the time the current pension-covered worker retires,
enough will have been accumulated through deferrals from wages to
provide maost if not all of his or her henetit. While some of enrrent
contributions go to meet past service liabilities, the proportion is much
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less than ander social seenrity, where current taxes are paid out to
existing retirees.

Orverall, then. there is justification for having a dual retivenent <ys-
tem, Despite the problems with pension and profit-shaying plans, the
argments for vastly expanding social seenvity to replace or at Jeast
to reduee the relative iporanee of the private recd ament system. are
not compeliing. .

Another underlyving issue, once Federal wininmna standards are es-
tabli<hed for vesting, funding, aied other aspects of private vetiverient
plansc is how guickly these mininmms should be raised, For instance,
the ~ through 15 year graded vesting standard of the Retivement
Income Security For Employees Aet. which only applies retroactively
to warkers 43 and over, will not dramatically change the costs of most
existing plans.’® A 5 year full vesting standurd would be much more
cortly and would atfect almost all plans, while immediate vesting re-
quiraments would have a massive impact. It is likely that any reform
legislation will establish relatively modest standards, but once the con-
gressional foot is in the door, there is the possibility of establishing
even more stringent requirments. As in dealing with minimum wages,
the impact of any proposed changes will be concentrated in the most
marginal plans, and the gains in welfare from better protected par-
ticipants will be balanced against the potentinl losses if plans are
dropped or if the standards step them from being established. If the
experience with minimum wage legislation is repeated, there is likely
to be o continuing pushing mateh between the advocates of stricter
statalrreds and the<e who deery the price tag and negative couse-
quenees, The compromise will be standards which change at about the
stne pace as the average of private retirement plans: in other words.
mas-ive disloeations arve unlikely.

Another issue whieh will become ervitical is the tradeoff hotween the
immediate welfare impacts of private retirement plans, i.e.. their
cifectiveness in fulfilling their Jdesigned functions, and their secondary
or spillover impacts on other workers or the cconomy as a whole. In
the {nlmr market context, there are several illustrations:

(1) Does the employer have the right to use the retirement plan asa
way to retain workers, even though this means that those who leave the
joly may lose their benefits?

(2) 1f private retirement plans discourage the hiring of older work-
ers, to what degree should they be altered in order to protect potential
hires, and to what extent will this affect the benefit available to exist-
ing workers?

(3) Early retirement benefits under private retirement plans may.
as mentioned previously, result in workers in their fifties and sixties
retiring with benefits from covered jobs and competing for work else-
where with uncovered employers. What is the tradeoff between the
effect of the plan on the welfare of early retirees, and the sccondary
impaets of competition from those who retire earl

(4) Pressure from coworkers. unions, or employers may convince
older workers to retire earlier than planned when unemployment is

* As noted alove, this sectlon was written before passage of pension reform
billz in the 934 Congress,
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high in order to open jobs for others, This will have a desirable coun-

tercyclical effect in the aggregate, but what is the tradeoff with the

;']el fmée loss of individuals sho are forced off their jobs under pension
ans

The question of tradeoffs also arises in other contexts. For example,
pension fund investment patterns might have undesirable financial
consequences, but any regulations which reduce the returns on these
funds would alxo 1 Ju.co the henefits which could be provided. Like-
wise, the institutionalized savings and investment of pension funds
may have unwanted aggregate economic effects if the economic sitna-
tion is such that. there is too much saving and too little consumption.
In these cases, actions may be justified :fxi(-h have nothing to do with
the effectiveness of individual plans to provide for the welfare of re-
tired workers.

These various questions cannot be resolved in any absolute way.
Tradeoffs and strategies will depend on circumstances encountered at
particular points in time. Decisions will nsually be marginal in the
sense that they will be made only when particular problems become
acute and only to the extent necessary to correct these problems. Thus.
for example. the issue will not be whether to eliminate private pension
plans and to have all contributions made to a central fund, but rather
whether to further raise social security benefits or to require the deposit
of accrued vested contributions in a central fund when a worker moves
outside the coverage of a plan. The decision which iz made will devend
on a number of normative and philosophical as well as pragmatie nreu-
ments. It is imports nt. however. that the broader questions be kept in
mind when the more specific problems are addressed.

The Need To Know

In order to deal with these current and future issues, there is a need
for much more information about almost all aspects of the private
retirement system. For such an important and pervasive institution.
the data concerning private retirement plan characteristics, coverage.
contributions, henefit levels. and beneficiaries. are woefully inadequate.
Available information must be pieced together to get even a erude de-
scription of the private retirement system. To measure the impacts of
this system. broad inferences must be made linking descriptive data to
ohserved ontcomes. . .

For instance. in assessing the relationship between private pensiona
and lahor mobility. the only recourse is to look at the vesting and early
retirement provisions. to theorize about the impacts. and then to exam-
ine aggregate quit rates and tenure in specific situations where it is
hypothesized that private retirement plans will have significant influ-
ence. What is unavailable is data which can he of nse to directly com-
pare the hehavior of firms and workers covered by various tvpes of
retirement plans with the hehavior of uncovered firms and workers,

To fill this gap. there are a variety of informational needs: First.
in hypothesizing ahout any labor market impacts. the assumption is
that the worker is completely rational and understands what he has to
gnin or lose hy a specific course of action. Yet the countless stories of
unrequited expectations of older workers which have heen presented
to justify pension reform legislation suggest that many individuals do
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not understand the terms of their plans or their implications. One of
the most vital needs, therefore, is to determine how much eg(llléloyees

know about their plans and how much they take this knowledge into
consideration. Looking particularly at the issue of Izbor mobility, job
changers and those who would like to but do not change employers.
should be intensively interviewed to determine their understanding of
the retirement plan considerations.

Second, employers, like employees, may not be completely cognizant
of the implications of their retirement plans. The provisions may or
may not be best suited to the needs of the firm, and the employers may
not understand or care about such factors as the differential costs of
hiring older workers or the possibility of using plans as a layoff device.
Actual policies may differ significantly from articulated provisions.
More information is needed to explain the business management di-
mensions of private retirement plans.

Third, a Jongitudinal study is needed tracing older workers into
rotirement to specifieally isolate the influence of different types of
retirement plan provisions on future labor force participation. The
available studies on retirement patterns usually go no farther than
asking whether a worker is covered or uncovered and will or will not
receive a benefit. The effect of varying benefit formulas and levels. as
well as different early, normal, and mandatory retirement provisions
need further study.

Fourth. a large-seale compn ative study is needed of the behavior
of firms with and without retiremeti plans of different types. and of
mnl[(»luyvvs in these firms. This is the only way that the plans ean be
linked with the behavior of employers and employees. Possibly. this
comparative study could determine the degree workers understand
plan provisions, and could also focus on older workers nearing retire-
ment age,

A comprehensive project to study the labor market im lications
of the retirement system is warranted. Pension and profit-sharing
plans have a varie?' of significant and increasing impacts on employ-
ers, employees. and the economy as a whole. The private retirement
system is clearly an important labor market institution as well as a
mechanism for improving the welfare of retired workers. Further
study is vitally needed.
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