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REFACE

 On February 14; 1079, the US: Senate Specisl Committee on
Aging - contracted -with - the- Urban Institute of ‘Washington,  D.C;,

to conduct & study of the major.income and employment issues affecting
older Americans. The.resulting information paper, entitled ‘“‘Emerging
Options_for Work and Retirement Policy;”’ is a comprehensive docu-
ment- which surveys :the economic impacts of an. aging population,
presents an agenda for future research into the principal income-and -

g Y — ® ____ _  ____

legislative answers to these major policy questions. . . S
~-The committee would like to' acknowledge and -thank James R.

Storey, -principal author and -coordinator of the.s

al y; for his leader-
ship in successfully -synthesizing a massive amount of material in
order to present a rather complete range of policy options for com-
mittee consideration. Acknowledgment and thanks are also due to
several of Mr. Storey’s colleagues at the Institute who ‘contributed ip.z
various ways to the formulation of this document. Valuable writing”,
and research assistance was received from Margaret B. Sulvetta d#pd
Wendy Goldberg. Richard Wertheimer, -Gary. Hendricks, Sheila Zej-
lewski, George Peterson; Nancy Barrett, and Denys Vaughn-Cook&——
provided useful comments and ideas to the project. Brenda Brownm, -

ary Mingo, and Penny Rosenwasser assisted in| the preparation of
manuseripts.- - - - - - - - b . :
~ During the past several years; it has become moré and more ap-
parent ;ﬁ;@g older Americans desire expanded ‘‘options’ in the; areas
of retirement incoma planning and employment. A rising rate-of infla-
tion, deficiencies in the present structure of social seﬁity and certain
public and privaté pension programs; along with an inCreasing interest
on the part of older workers in part-time employment and other alter-

native- work modés; indicate that these issues will be among.the most
critical ones for policymakers.in the 1980’s, The Members of the Senate
Special Committee on Aging believe that " Kmer

ng believe that “Emerging Options for Work

and Retirement Policy’’ iwill be extremely .valuable to them and to
other professionals in the field of aging as we formulate an agenda

which can successfully m¢at the crucial retirement income and employ-
‘ment needs of older Americaps during the current decade:

LawtoN CHILES,

Pere V. DomENICI, =
- Ranking Minority Member.
(ITT)
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MAJOR POLICY -ISSUES = AFFECTING: THE

0

' INCOME AND EMPLOYMENT 'OF OLDER

AMERICANS S :
.. With the 21st century only 20 years EWEY; Congress and the Ameri-
" can people must\become aware of the preblems for retirement that lie
“ahead. For severalyreasons it is particularly important that issites of
income and employment of the elderly be fully understoed and debated.
First, we have entered an era of pension reform following 37 years
(1935-72) -of rapid: growth in both public and private pension plans
that_greatly improved financial circumstances of the aged but also
left important gaps and inadequacies. Second, -there are numerous
-pressures to change retirement policies and pension systems; and such
changes have proﬁiundeﬂ’e'ct’s on: Individual well-being and behavior;
the circumstances of-firms; unions, and governmental units; fisca
policy; financial markets; and the economy overall. Third, the pres-
sures for change are in conflict; with no simple remedies in sight.

On the one hand, there are good reasons to improve pension coverage
and benefits. Such pressures arise from individuals’ seeking:
—Qreater replacement of preretirement earnings.
—Better protection from infltion. : ,
—An end to poverty for the aged: - : . -
—Better opportunities, to enhance postretirement income through
- secondary jobs. S . . .
—A fair break for working women;and .~ - - - -
—GQGreater portability of pension credits for mobile workers. _
~On the other hand, resistance to such improvements results from a

fiscal - squeeze compounded by economic uncertainty. The fiscal
problems are: . oo

—Projections of - rapid rise in Federal spending on the aged due

mainly to the aging of the population. .
—A projected long-run deficit for social security. . L
—Financial difficulties of some Stats and loculd, governments in

__meeting pension obligations; and - - -

—Rising costs of private pensjen plans due to requirements estab-
hShe(ERijé “By ‘the Employee Retirement Income Security Act
/The financing of pensions was easier during the 37 years of growth,
with-immature systems being funded by the contributions of a mush-

rooming population of young workers and a tremendous growth in .

the national econer

relieve the pressurs:’ . - S
—PFurther tax increases will be strongly resisted at all levels of
' government. : .

(1) .

‘

-3

al economy. However; today there are no easy ways to
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- in terms that reflect. the primary concerng voiced in_public debat
-although different (often opposite) pe}'sEec ives on each can certainly
o .

’ P .

- ; 2 .
—Reductions in the share of public spending-for-children and youth
that would be, expected:-as the population ages would not be
: sufficient -to offset increased SPEQ(EDKOBWQ’B(] S
_ —Pressure to raise the normal retirement age will be resisted by the
many people who look forward to early pensions., -~ - = .
~—Possible savings from : elimination &f various ‘“‘windfall” retire-
ment benefits-for the ‘“‘pension elite,” while substantial, could not

alleviate by itself the fiscal constraints to major benefit improve-

ments;and - - - - . . - T i :
_— Eisla.,t.ive efforts to reduce the cost of social security or other
public pensions through benefit reforms will ~engender- hard
- __{ought political battles. T I
- -While major legislation to achieve.savings in social security dis-
ability benefits has been Teported in the Senate and in the House, no
major reforms in income security for the aged are likely to be con-
sidered seriously in this session o Cbhgiééé.nfhé:téﬁd} current attention,

has been focused on narrow changes in law while larger scale changes

Thus, in the short run, proposals for modest adjustments in bene
rules will,likely be the center of attention. Major action, such as a
new Ep’p’l‘ﬁch to social security financing; reform of the treatment of :
women under social security; or Federal regulation of public employee

%'ensions; will undoubtedly await consideration of the findings of the

" are the subject of task forces; commissions -and--academic stuc %v
t

resident’s Pension Policy Commission, - the. National Commission

on Social Security; ‘the Social Security Advisory Council; and the
HEW_Task Force on Social Security Universal Covernge. (The last
two groups have already issued reports.) The issues discussed in the
following pages will likely constitute the central themes of tjpe coming
policy deg)ute: S -

.~ This chapter is organized around 12 major policy issues, selected.

for their breadth as publio policy concerns and for their impact on thek
aged. While certainly not the only way to:identify and.organize the
issues of interest, this structure provides a useful frampwork within .

which-to discuss:-(1)"The significance of each issue; %2) its legislative
context; (3) how it relates to other major issues; anc

lying policy issues and research questions important in its eventual . -
resolution by policymakers.-- -~ .~ . - ;
These 12 major issue aress discussed in this chapter are delineated
that -reflect- the n 'gfjnp’gblic debate,

be taken. The 12 issiies are stated as follows: N _
1ssues of benefit adequacy and fairness: _

A: Are retirement incomes and benefits for the aged-inadequate?
- B. Are subgroups of the retired and aged treated unfairly relative to
others? . 7 - .

Financial tssues: Tt Co
L. Are retirement systems and pension plans adequately funded?

" D. How should the cost of providipg for retirement income be
shared? . : T : : S .

" E. Do pension plans-discourage saving and investment?,

* F. Will an aging population necessitate an incfease in gbi?értiﬁiéiit '

spending?

\

(4], the under-— -
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Employment issues: . S B
G. Should individuals’ working lives extend to-older ages?” -

\

H: Will critical labor market scarcities and/or surpluses result from
present policies and trends? o v ) -
1ssues of system coordination and design: = . L

ate éfﬁﬁéibﬁ for retire-

1.Should the present mix of public and pri

. meént income be changed? = o o o { :
7. Should Federal control be extended over.public employee retire-

-ment plans? - .- ' I - .

" K. Should the social insurance approach to old age income security
be revised? - . ' o o . e
L. How should major changes in retirement policies and benefit
systems be implemented? -~ - . oo oe L L
~ This structuring of policy issues should be helpful in understanding
the full spectrum of policy issues relevant to income and employment

- for the aged and their interrelationships. -

. I ISSUES OF BENEFIT ADEQUACY AND FAIRNESS
A. ARe RETIREMENT INCOMES AND BENEFITS FoR)THE AGED
L » _ INADEQUATE? ) .
A sty cortducted by the Social Security Administration of new

claimants for retirement- benefits in 196870 showed that about.a

third of new beneficiaries age 65 were still receiving eart d income,
and s little over half received pension benefits from private or public
smployee plans. However, about one-third of newly retired “social
security beneficiaries- had neither earnings nor. pension_ benefits to
supplement their social security checks (about 400,000 new retirees
based on today’s annual volume of new -claimants). Over half the

beneficiary. group_ had asset income, but the medisn annual figure .

was only about $600. For all married-men beneficiaries surveyed and

their spouses; 37 percent of their income was derived from ;e,amingsé

25, pereent from social security, 20 percent ffom-other pensions, &
13 percent from asset income. For age-65 claifnants, those who received
both social security and

both rivate pension benefits had 54 pertent of
average wages on their j'oi's of langest, duration replaced. his ratio
was less than 40 percent for 18 percent of théée,gl@imﬁnts;;‘bq‘tj over
* 70 percent for-17 percent of the claimants. (It was estimated t h@?
70 ‘to 78 percent replacement. rate would have fully replacéd pré-
retirement disposable income.)’ - _— el embes
. The absence of pension entitlement for many people. over 85;
the inadequacy of social security as a full support for retirtaiah
the limited smounts of private savings, and thé failure of theis
system to-alleviate poverty fully have Tesulted in a sizable nuin
e derl‘ﬂ who_are poor. A study by the Congressional Bgdg@tﬁ-_
has shown that, of the 16:1 mil flon households -with heads agd
or older in 1976, 9.6 million were poor based on income froin private

sources, although social security income _moved 6.1 mﬂlibﬁ'g these
S - - : SN e

s

- "V wResching Retirement Age: Findings from a Sucvey of Nawly Entitléd Workers; 1068-70.” Soctal Sadu-
rity reeals;,e;l report No. 47, U.S. Department of Health, Education, and Welfare, Washngton, D.C.. No-
vember 3 . . - I " e

3y
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households over the poverty line. Cash welfare and food benefits
further -reduced- the number of poor households with aged heads
from 3.5 to 2:3 million, but that stiﬁ left 14 percent of aged households
in poverty, and another 21 percent had incomes less than 1.5 times
the poverty level. In contrast, for households with nonaged heads,
the ncidence of poverty and near-poverty was only 11 percent and
9 percent; respectively:? - o, : T .
- Existing long-term g’i‘ﬁj@,@iéii,é;éi retirement-income deal more with

" the-adequacy of its financing than its adequacy to support retirees -
. and their families. Few household income projections have been

.completed - that ‘incorporate the 1977 social security amendments,
and those projections Eﬁ"""’ been necessarily limited by: (1) An overly
simplistic. simulation of private pension plans; (2) an inadequate
representation of. these ,p]’lnn's" interaction with social security;-(3)
a limited exploration-of-the impact of different sociceconomic assump-
tions; and (4) & lack of analysis of changes in individuals’ decisions
about retirement versus- employment. However, it is generally as-
sumed that, given a contmuation of current programs and economic
trends, social security wage-replacement rates will not change much
from present levels. The- incij)ence of aged poverty should ~decline
with real increases in social security. benefits; but poverty income -

levels would still gé&ist for a substantial share of the elderly, perhaps
affecting larger absolute numbers of people when the f.‘biilﬁy,- boom”’
" generation reaches old age. . . L o :
*Likewise.there is no guarantee that current programs left unchangec
will-ever yield a reasonable earnings-replacement rate in retirement:
Indeed, the current distribution of reticement benefits could become
more-bimodal. Ascurrent systems mature; more middle- and upper-

income workers may ‘become multiple beneficiaries under unco-
ordinated public and private pension plans; while substantial numbers
of less fortunate wo‘rkers;—iﬁ_cﬁudi some who presently have middle-
class - incomes—may accumulate lttle or no private plan. benefits-
. to supplement sacial security: S - o
The-issue of adequacy may be subdivided into four-policy-questions :
. (1) Whether: income avai]nile to persons already in old mge 1s ade-
quate; (2) whether income for new retirees and persons just reiching
age 65 is-adequate; (3) whether future income for the latter group ung
for future cohorts of retired/nged will be adequate; and (4) the converse -
1ssue of the extent to which people are being overpensioned. ‘
Ty ' LI P
i.. DO TODAY'S AGED INDIVIDUALS HAVE ADEQUATE INCOMES?
L e gl s LIty I LT LTIt Ll L
The goal-of providing an “adequate income in retirement in accord-
ance'with the American standard of 1iving” wus'set forth'in title I of

the Older Americans Act. A comparison of the income of families with
members. who. aro 65 yoars of hge and older with thut of youngér
families shows why the question of income adequacy of older Ameri-
cans has received considerable attention. In 1975, the median income
of single persons age 65 and older was $3,408, but the metlian income

of.single persons age 55-64 was $5,154, and that of Single persons age

© 35-44 was $10,218. Thus, the median ingome of elderly single persons -

~

.1 “Poverty Stidy_of Famillles Under. Alteriiative Dafinitiors of Tncome,” Cengiesslonal Budget Office,
‘background paper No. 17 (revised), June 1977. ) i .

Lo o ,@' -'ﬁe;‘;",”;'; ' ’
. S .L 't‘«; : :..‘;’

L
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s\:ti;éii‘,ust;ﬁﬁ percont and 33 percent, respectively, of the median incomy
for these two younger age groups. A comparison of the income of two-
person fumilies heuded by individuuls 65 years of age or older with
Younger. two-person fii'm'iﬁés for 1875 found that-the median income
of the tldet-two-person families was $7,449, while it was $13;109 for
two-person families headed by individuals aged 55-64 and $14,848 for
-two-person families whose hends were in the 45-54 age category. The
_ ratios of the medianincome of-older two-person families to the younger .
" families’ medians were 43 percent and 50 percent; respectively.® .
© --These statistics suggest that the income of older Americiins iFinade-
_quate relative to the income of the younger population. But such a
conclusion may ignore an important complicating fu tor—a’ simple.
p%fross money income measure may not provide an accufnte comparison
f the overill economic well-being of these subgroups. Moon and

economic_well-being is inupprohrisfe because it dbes‘not measure a
family’s command over all goods and services.! Maney income ignores

or understates many resources nvuilable to families, stich as net assets R
and_eligibility for in-kind -transfers. This limitation is. particularly . -

relevant when the-money income measure. is. used té. compare the_re-.

tired - population’s. standard of living with that of the nonretired

Smolensky argue that the tryditional ‘money income measure of

population’s standard of living. Both the income needs and the income 4 ;, ;
resources of these groups differ. - - : S S o
Maney- income_understates the economic well-being of retired- .
. persons for the following reasons: T . Lot L
—Tax Hability. Surveys mensure gross pretax income, but a large .
portion of the income of retired persons (social security, for . -

- - example) is not taxable. Tn addition, nonearned income i hot
- - subject to the payroll tax:. . L
= Availability of in-kind transfers. Many in-kind_transfers, such.

us medicare health benefits, are available to most-older Americans
but-net to many younger Americans, and these benefits are not

counted as income. . L Lol

—Liquid ussets. Savings are an income resource which may be tapped
in retirement. . e~ N

—Home ownership. Retired persons often enjoy. un implicit remt
from their ownéer-occupied housing, - ' : .- - -

—Work-related expenses. Retired persons no longer must bear job-
related exj such a5 travel to work, union due

~— -

penses.such as travel to work, union dues, health and
.~ retiremént plan contributions. o L.

—Child rearing. Retired families ‘typically no longer bear expenses

related: to child rearing; T

—Leisure as a resource. The increased leisure time of retired per-
sons has an economic value that should be included in & measure

of their well-being. : - : S

—Shared household arrangements. .Some: aged individuals share
‘homes with relatives and experience economies in household
expenses relative to typical young families living in their own

¢ .Homes: . C . -
- 3 This Information-and-additional data are discussed-moro fillly in-Shells ZedlewskL, “Defnlig Retite; .

- ‘ment Income Adeqiacy,” Urban Institute working Daper 5003-03. March 1978, -~ — = -= - - &% e
- ¢ Marilyn Moon and Eugene Smelensky,-*Income, Economic Status and..Policy Toward the Ajed:” .
riistitiite Tor Research ori Poverty, University of Wisconsin (Madison), May 1976.  _ T

Q
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- Money income may overstate the wellsbeing of the aged in several -
..other respects such as: The higher health care expenses of the aged;
:and greater himits on mobility which reduce access for shiopping; post-
retiremaint work, acceptarice of public services, and iitilization of
leisure time. o . L L
There 15 no-question that u significant number of the-aged live in —
poverty as officially defined: Whyt is unclear is the real extent and ~
nature of the economi¢ deprivation they.suffer, and the. possible
. eausal links between economic deprivation in.old age and the public
pq}iciesz ipriv,mte pension practices;, und cconomic.and social éircum-
stances that affected the aged poor earlier inlife. There is little known
as well about the income losses suffered by tlie nonjoor nged relative
‘ tothenrpnorhvmwitnndnrds and what the ¢auses and effects of these -
Income gaps may be. - o v L~
2. ARE NEW RETIREES_ AND SENIOR CITIZENS RECEIVING ADEQUATE
’ ' . BENEFITS? : : _

—-The _prior issue concerned the overall financial well-being of the.
"population ulready’ in old age today: This -second issue concerns the
g?{fqui]cy of income, available t6 those-just now retiring or iéﬁb}iiﬁg'
old age: - : i o
s Aﬁﬁiﬁh a_completely accurate measure for the wage-replacement .
rite needed to mantain prior living standagds in retirement may be’
lacking, a 70 tq 80 percent replacement rate is usually needed to.
‘.. -~maintain preretirement after-tax cash income. Thus; pension’ plans

ings over the last few years before retirement. On.the other hand,
pensions may be‘related to an employee’s career earnings or to total

. contributions to a retirement fund; in which case: {L high rate of replace-
.ment_of final wages is not assured. Many public employee pension-
plans reflect the former design, while social security embodies the

latter, and private pension plans are well represented: in both
. categories.. . . . .t
_ The more closely a pension benefit 1s related to final earnings; the
@, more it is subject to abuse through manipulation of the carnings level
just prior to retirement. On the other hand,; social security’s-methods
yield low wage-replacement, rates for these vho- 1?%4% atively low -
earnings early in their careers or who were out of the labyr force for
* Jong periods: Speial security compensates such-workers fod the effects .
of caredr averaging by replacine-.a much higher properfion of low
-average earmjngs than of higher afnounts; Added benefits for spoises, -
and-dependents taise ::?,éfilii@.@ém -rates _for retirees who can.claim-

{ them: On average; social security now @pl’acgsmirxrbfo\nt 43.percent of ;-

final wages, but. this rate is 73 percent, for example, for a low-wage

.married worker. A high-wage single worker hms—a ‘replacement rate -
' dedr 20 percerit. Legislation enacted in 1977 tg correct a flaw in benefit

indexing will keep future_replacement ratesnear their present levels.

(They would have risen under, the old law’) - R
; --The level of wage-teplacemént for retirees involves aspects of re-

» tirement systems other¢thfn benefit formulas and réquirés tradeoffs =

;. with other goals. Libergl vesting and portability rules result i, hibher

total r%plucement rates; for-8xample, but also ‘éncourage lgbor mo--.
bility. Benefits for dependerits and SUTViVvors increase replacement for. = ° .
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. Some retirees but at tha cost of lower replacement, rates for others,
particularly working women under social security who also qualify as

dependents or survivors. SSI benefits have the effect®of increasin

* replacement for persons with very low wages; but SSI levels out-soeial
security-benefit;differentials based on past earnings, thereby negatin
social security’s wage replacement for recipients- of- both- ,Sgi;,iiij',
s'cj'c;%sg)"cu'rity (about 8 percent of social security beneficiaries age 85
or .oiqder). . co o o T TITTIIoTInITI . .
~ Coordination of credits and benefits among social security and public
employee systems_is also a: fsutor. For example, retirees eligible for
more than one pension could be much better off; or much worse off,
than the less mobile.retiree,ydepending -on the particular sequences

iﬁnd‘-timilriig of the different spells of employment under separate
_systems. The- wide variations-in wage ,‘?@iif@?emeﬁﬁ that now result
raise” an overall equity issue im regard to the fairness of retirement
- programs for different groups of people. U 3 -
" “The ‘desirable level of wage replacement depends on what we-are -
willing to pay in foregone s’pégtﬁﬁg by those. currently working' to
assure n given standard of living in retirement. ‘However, the level
riises social as well as economic issues; since higher replacement levels
mean more independent living for retirees; more geographic mobility,
and more physical separation of ‘generations. = = - S
-~ With.respect to welfare programs; in-July 1978, combined Federal
SSI arid food stamp benefits guaranteed an eligible aged person $229
" in monthly income: ($341 for a couple). These amounts are 88 and 105
gerceﬁt;:rcspectitrely;,of the weighted: a,vemfe poverty index for -aged
ouseholds. Taking State supplemental SSI payments. into account,
nine States provide SSI and: food stamps to individuals-in-excess of
the poverty-level income. However, the participation rate in food
’slgﬁm%s by eligibles over age 65 is quite low (no more than 50 percent).
-1- e,

77777777 ederal and State SSI payments alone exceed the poverty level
_in seven States for individuals and.17 States for couples.®

_ ye : _
;8. WILL FUTURE INCOME  FOR THE AGED BE INADEQUATE?

“This issue deals with two concerns—whether retirement income
will remain adequate’over 4 new retiree’s lifetime, and how adequate
incomes will be: for:future generations of retirees. -~ ----—- - -—--
A fundamental -problem with current retirement systems 1s that

outcomes are so unpredictable  that “careful planning for retirement -

‘may be a useless exercise for most people. Sociml security policies de-
pend on legislation that is often enacted rapidly at thé end of a con-
gressional session’ with little attention given to possible impacts on
the private pension industry.--Privite pension offerings -are deter-
mined in part by the structure of the social secufity system but mainly
by -a company’s or industry’s business outlook, by the competition for
labor and the organization of labor; by tax incentives established by
the Internal -Revenue Code, and by Federal pension regulations:
Pension plans for public employees respond to_analogous forces-in
the- public-sector, p{ijs the important factor of the_ political influence
- of different public employee Ei'biipé on legislatures. Individual savings

and investment decisions, while in part influenced by social security,

__3“Welfarn_Reform Backgound Papers: Data on Current Selected Programs,” Congressional Research
Service report N¢. 79-83 ESW, Library of Congress, Mar. 23, 1970,
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the income tax; and employers’- pension policies, .generally. are made |
in ignorance of benefits likely to be available upon retirgment and
under conditions- of-extreme -uncertainty concerning future inflation,

resil wage growth; time of retirement; longevity, health status; and
fiit,ii;f@irf;;gT@ﬁéﬁﬁﬁmﬁﬁg,,;,,, = S
- “Thus; each of the major actors—governments, pension managers,
labor organizations, and individual workers—makes policy . decisions
without adequate knowledge of likely future- directions the other

parties may take and largely in ignorance of how the various. com-
ponents of retirement income fit together; -a-vital factor in a highly
~ mobile society whers most workers will have held at least three differ-
ent jobs before they retire and many will have held a government job
-as well as one or more private jobs. - . i
In ébﬂéidemng,thft@féﬁii@iﬂfﬁfz future income, a particular concern
right now is how pension benefits are adjusted for inflation. Benefits -
paid by social security, Federal employee systems, railroad retirement,

and sqmé‘ State and.local pension systems are adjusted automatically
each -yearfor price increases. (Retired Federal employees_actually

receive semiannual adjustments.) Some ‘State and -local systems want

to end automatic adjustments as s cost-saving measure; mounting

pressures in Congress may revise the retired Federal employee adjust-

ment to an annual basis.. : o T

- Few private pension plans make adjustments-tied directly to infla-
tion, although many have increased benefits somewhat on an ad hoc

‘basig in recenf years. {About twa-thirds of the plans in the Bankers

" Trust survey did so between 1969 and 1975.)* A key question with
respect to private pension adjustments is what the long-term impsct

of inflation.will be on the investment yields of pension funds. - - -~ -
The extent and nature of inflation adjustments and whether general

inflation adjustments are appropriate for the aged will be -crucial
issues for some time to come, for we are in an era where workers and

retirees may face high inflation rates for an indefinite period without
price contrels. Sych a situation has not occurred since the boom of the
1920’s; before social security was enacted; before early retirement was-
common, and before most priviate pension plans were _established. -
Thus; & significant impact on attitudes.of eurrent workers toward
retirement seems probable: The prospectl of high inflation rates can
affect drastically decisions on- where-to work, for how long, whether
to S&V‘e,hOW much and in Whilt forms. o L oot
- Tnflation will also determine the generosity of the initial retirement °
benefits set by systems saddled with the tremendous costs-of -main-
taining the real value of those benefits, and continued inflation will
" shift .the relative importance of retirement income sources.. For
example; the average married man retiring in 1968-70 received 56

percent of his retirement income in*social secirity benefit.” Assuming
an annual inflation rate of 5 percent after & mormal life expectancy
of 14 years, his social security would rise- to-72 percent of his retire-
ment Income if other pension benefits were not-adjusted. - I
~ Thus; a continued expectation of high inflation rates would probably
have the following effects: (1) It would increase social :

ﬁciul security’s
¢ 141975 Btudy of Corparate Pension Plans,” Bankers Trust Co., New. York, 10¥8. .- .. . .
_J.+*Reaching Retirement Age: Findings froni 6 Survey of Newly Entitled Workers, 1988-70,"" Social Secu-
rltyreﬁg(,:h report No. 47, U.8. Department of Health, Education, and Welfare, Washliigton, D.C., No-
vember 8. .
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of retirement nge to continue working as a hedge against influtionary - '

erosion of living standards. The realization of such expectations would
substantially lower reil income-for those-elderly people who cannot
continue working and who depend on fixed pensions for part of their

. income. Clearly, udequate: initial wage-replacement rates will, be a

hollow achievement for retirees if they live longer than Pﬁ@tg@éij@:
tions and experience greater price increases over their longer retire-

ment periods.:

Two related issues are whether retirement benefits should, be ad-

justed to. reflect reul economic growth occurring: (1) While working,

andjor (2) after retirement. That is; should living standards for:re- .

tirees be maintained relative to their position in the income distribu-
tion prior to retirement? Wage indexing; now a part of social security;
protects the value of wage credits over time for covered workers
relative to average wages 1n the economy. However, most public and

privite employee.plans, with pension-entitlements geared to pay just

rior to retirement; do not conserv€ the value of wages eredited long -

sefore the retirement uge und, therefors, offer no protection.of relative
wage value for.those workers who leave an employer well before retire-
ment sige. This is an important consideration 1n our society where job
mOblllty IS hlghly"ﬁlu,éd-,; oo oo Lol Lot Lo o :; ,Z,,;’,,,,e,
With respect to adjusting benefits paid after retirement, simply
indexing benefits for price increases (as under social security) results

in _an unintentled ,regiétribution‘ of real income to beneficiaries of
indexed - systems -during recessions, but such beneficiaries sink to
lower relative living stamdards during periods of -real growth. - -
- Another indexing question is whether a speciil price index relevant
to expenditures of the aged should be used rather than the general
Consumer Price Index. Some observers urgue that the CPI under-
states the impact of inflation on"the elderly. On the other hand; the

-

4

CPI itself hius been called into question for its treatment of housing

_costs (it asvumes everyone's housing costs reflect current interest

riites) and its failure to adjust to changes in the relative consumption

of varipus goods and services over time as relative prices change.
4, ARE A SIGNIFICANT NUMBER OF RETIREES OVERPENBIONED?
Overpensioning—that is; provision of fétiiﬁé”’éiitiiiié’gijiié to an indi-
vidual in excess of any reasonable measure of previous living standard
or prior contributions to pension plans—occurs for three reasons: - -
—The absence of universal coverage of either workers or wages by
social security. - - - ‘

—The failure of somé. private plans and most‘public employéde plans-

structure ‘to achieve reasonable wage-re
cases; and > - oo - STl
—The possibility of rétirement and pension receipt™at quite early
ages under some plans, especially public employes plans, and

most notably those for the military and police/fire personnel.

to integrate their benefit provisions with thlfﬁcialsecurity benefit

.

B

, | i

acement rates in all
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‘The a'bgence of'a universal system and the possi‘biﬁtji for sequbncing’
retirement from plans that pay benefits based on final yeary’ pay
adjusted‘for inflation permits some retirees to pyramid social security
plus military, public employee, and private pensions into handsome
ze ﬁlﬁiicjéd;b'" the contributions of others. For example,

S@S;lﬁlyga.;
career itary personnel often retire with full pensions (indexed for

inflation) plus social security coverage by age 45 and still have 20

years or more in which'to earn pensions under other public or private
systems. A military retiree could draw a full pension adjusted.for
mflation at sge 45, work 10 years inm a private job and retire from

that job with a pension at age 55, work in the civil service for 5 years .

* and retire at age 60 with an inflation-proof pension starting-at age 62,
and begin receiving social security at age 62 as well. This 62-year-old*

would then have four monthly pension checks; three of them adjusted
automatically for inflation; and could possibly have an annual pension
income greater than final wages. . ) } , .
Since the social security system places a ceiling on wages covered in
covered employment; and since the benefit schedule is weighted .to
. favor low-wage workers, employee pension plans are of ten des'fned to
provide greater-retirement income- protection-at. the upper end of -the
wage scale. Such: “integration’ with social security, the nature of
which is regulated for }Ili,i'i@'@, plans receiving tax exemption on their
e

-8 , determines t

total wage replacement retirees will receive

- from -the-combination -of social seeurity and -a-pension. -As -the -social

- security wage base rises (it has risen from $6,600 in 1967 to $16,500
- in- 1977, to $22,900-in-1979,-and will rise to $40,200 in 1986), & pension

plan’s integration method may need revision to avoid overpensioning;
ut such revisions often fall behind the changes in social security.

. The Bankers Trust 1975 survey found that ,65,;ﬁ'rc’ént of private
plans studied were integrated with social security.® However, Féderal

employee retirement benefits are not coordinated with social security - -

nor are the benefits paid by most State/local employee plans. It is in
the public-sector that failure to integrate- benefits or to update an
integration scheme is most likely .to produce combined retirement
benefits in excess of preretirement disposable income. )

l}. ARE SUBGROUPS oF THE RETIRED AND AGED TREATED UNFAIRLY
:.ReraTive To OTHERS?

-_Critics of retirement systems and benefits for tho aged question
the fairness with which_particular.subgroups of retired workers and
the aged are treated. These complaints are not surprising given the
diversity of employer-sponsored pension plans; their lack of coordi-
nation with each other dr with the social security system, the lack of
universal coverage by social security; and the many unresolved issues
within the social securify system itself: The:follqwmi paragraphs dis-
cuss these questions of fairness as they relate to the- treatment of:
Women relative to mei, minorities relative to the general population,
private-sector workers relative to public employees, and different age-
cohorts of the retired /population: .

e S
¥ 1975 Study of Corporate Pension Plans,’’ Bankers Trust Co., New York, 1975.
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- social security. The impacts of these trends have highlightec

- on -their own acco

- vesting: {that

N~
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1. I8 SOCIAL SECURIT?ISﬁ FAMILY ﬂéNEFlT APPROACH UNFK[R'TOQ SECOND

', EARNERS AND DIVORCED SPOUSES?

in the number of working women and the rising

.. The steady increase ;
divorce rate are factors exerting substantial pressure for change in
the

equity-problems-of a- social security system built to. serve a more
traditional population of intact, one-earner families. Working women
who contribute to. the system often earn little more in social security

benefits in their own riglit than they would have received anyway as

problem of coverage for divorced spouses with no retiremeiit credits
nts.’ ’

2. DO PRIVATE PENSION POLICIES LIMIT COVERAGE AND BENEFITS FOR
7 : WORKING WOMEN? : -

- Currently; older women receive little income:from:private pension

plans: (Only 9 percent of white women nye $5 or older and 2 percent

of aged black Ezemenrecewedvautte pensions in 1975.) ° Sirice pen-

sion plans generally have required many years of full-time work before
,-before pension income was guaranteed, regardless of

future employment status), most women have not qualified. Although
the standardsg specified in the Employee Retirement Income Security
Act (ERISA) of 1974 should improve the chances of all employees,

The currert structure and coverage of the private pension system
reflects no ,,onl?/ its traditional emphasis on career employees but also
E‘,‘F,’,,gﬁe}“ r relevance of pensions in:the past to male-dominated

groups as a bargaining 6bjédi\)c and as an achievable

__Since women have longer lifespans on the average (18 years of life

-expectanicy at age 65 compared to 14 years for men), they will suffgr

greater /loss in real income due to: the lack of inflation indexing for
private/pensions benefits. Given inflation at 5 percent yearly, a $1,000

monthly pension benefit ut age 65.retirement would be worth only

. A June O'Nelll and Jean Vanski . “Saiirces of Iiicoitie 6f He. Elderly, WIith 8peclal Raferaiico to Womon ;**
Urban Institute workink paper (forthcoming). . -

.
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. men age 65 or older receiving private pensions 4in 1975 (13 percent)
was half the recipient rate for all white aged men (26 percents)

“vate plans under ERI

S T AT
to live on that-pension for-18 years
man who expects to live 14 yeéars:
*Difforonces i, longarityal
whether : women §§§>§ld'
b@ﬁéﬁt ﬁlﬂﬁﬁ,ib’i‘:" &Y

or’
3

geel

) r Ereatiieey S _than men
. contribution  pléns’ uét?"“' eir “longer - average ‘life expectancy.

Women argiie. that such ‘a diStinctiofi based on sex is unfair since
comparable differéngials -based ¢n ﬁﬁiﬁi’é:iﬁbli as_race,- education,
income level, and.ffarital status ire mot applied, even though these
factors are _also reldted.to. life expettandy. Courts have ruled against
benefit differential§s gt contributions differentials are still being
contested. - Ui S a j PR .

O R ft:i?\l-,,, -
8. DO PENSION. AN WELFARE RULES ergx-rricorvnmaﬂ AND BENEFITS

:"FOR MINORITY GROUF MEMBERS?

N

Probloms of inadequate income tend fto be: worse for the aged in

minority groups than generally. Census data for 1977:indicated that
36 percent, of the black aged and 22 percent of the Hispanic aged had

incomes_below the poverty line, :compared. to 12-percent for elderly
whites. Differences in pension coverage .play a role ‘in thesé income .

differences: R N O
. The private pension system covers less than half the workers em-
ployed in-private iiid_ﬁ%ti?*:iﬁdjjbﬁdéi,r@ﬁ@eﬁt,h@@ﬁts,, to an
even smaller proportion of ‘workers. Although many workers. are not.
protected by private pensions; black workers are especially ill-advan-

taged. Among workers surveyed while aged 58-63 in 1969, onlg,ZQ
percent of black workers, compared:with 43 percent of white, had been
covered by & private pension on their longest job. Of those covered
age 63-68, 52 percent of the black groil;i),, it

group received private pension benefits.!® The proportion of alt black

-workers who had retired cgmgle\@lypy”1974, when they had attained -

and 77 percent of-the white

" Some of the racial differences in-private pension C@V@WE?? and receipt
%gp@;r”t{q,result from substantial differences in job characteristics.
Black workers were-much less likely \to have possessed job ¢harac- -
terigtics in which there is a high probabijlity of pension coverage and,
conyersely; were-more likely to have been in jobs where private pen-
siops are not common: They were also less iikélyfté—hiwé,thé long
tefiure -and- recent ;’emplbyment necessary for the receipt of pension
benefits upon retirement.™ " D R
.Liberahization of the participation and vesting requirements in dpri-‘

§A ~may tesult in expanded coverage and in

higher receipt rates for black workers with shorter’ tenure and more
discontinuous work - histories. Greitly expanded coverage of these
workers, however, will come only with their movement into jobs where
private pensions are prevalent. : .

Life expectaney raises the opposite issue for blacks as that discussed -
above for women. Nagretirement system pays differential benefits

__19 Gayla B;,,’I‘hn?gwn;: “Black-White Differences in Private Pensions: Findings from the Ratl;ezqent
History Btug?,’—'— Boclal Becurity Bulletin, vol. 42, No. 2, February 1978,
1 Jurie 0’Nelll an to
1 Gayls B, Thompsun, op. dt.
S

e

and Jean Vanski. op. cit.
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‘ vate al,@“s in several respects: -

 —Cost-of

S s \

i

based on life expectancy by race. Since life expectancy for nonwhite
males is only 64 years at birth and 72 years for nonwhite females, com-
F,ﬁié}l; to-69 years at birth for white males and 77 years for white
emales; the existence of benefit differentials would increiase peifsion
benefits for blacks relative to whites, Their absence means that, for.

workers.'with a given job history, blacks are subsidizing the pension
system for whites.. . - - : ' :

"In_the welfare systom, State supplementation of SSI produces &
significant variation in_available benefits, with the lowest paymerit

levels occurring in the States witbé‘l;e highest conéentrations of non-
white recipients. For example, nonwhites account for 35 pereeut of

aged SSI recipients nationwide, but ii:the f'{tifiédictions with no supple- :

mentation of the Federal benefit, the{black proportion of the caseload
ranges up to 58 percent in Mississippi and 75 percent in the District of
Columbiz. ' .

- 4. ARE RETIREMENT BENEFITS FOR PUBLIC SECTOR EMPLOYEES MORE

GENEROUS THAN FOR'THEIR PBIVATE SECTOR COUNTERPARTS?
Public employee pension plans tend to be more generous than pri-

ork force coverage is more complete. S
—Early and disability retirement provisions are more liberal.
:Wiige-reiplacement rates are generally higher;and . .. =

iving adjustiments occiur automatically for Federil re-
tirees; and State/local retirees are more likely to have some degree

of automatic inflation protection than are private pension

 beneficiaries. - - -

1# public employee plans are more generous; such generosity may -

reflect the willingness-of legislatures-to defer costs to be borne by

later generations of taxpayers and to. use early retirement options to

- keep the average age down in the relatively stable State/local work
force. While a completely accurate comparison of public and private

-4

pensions does not, exist, It is claimed by private pension analysts that |
1

beral pension features in government plans force private employers to
?ﬁl‘:ar‘, costly liberalizations of their plans to remain competitive for
abor..- .- .- - . -

_ A realistic private-public comparison is not eusy to delineats: First;
the range of employees in terms of skill and wage levels is_narrower in
the public sector, with the private sector including pegfle at both
extremies of the skill fi,i,i,d,,Wi@gé,:disﬁiibiitj?-,,S§§®i1; ‘most public em-
ployees contribute to their pension plans #nd most private employees
do.mot, so-overall compensation must be considered. Third, some

:public employees do not have social security coverage, so their pen-

sions are 1ot supplementary to social security as private pensionsare.
Fourth; some private employers also offér profit sharing and other
forms of retirement savings: which. the.piihbjic sector does. not offer.
And, -of course, the generosity of pensions within the public sector

varies a great deal depending on the level of government, the em-

-

ployee category, the size of the government;-its tax base; and the .

degree of employee unionization:

.13 Arthur L, Kahn and-Richard-A. Bell,  Distribution -of Beneficiaties under the 881 Program, by-Race,
June 1975.” Soclal Becurity Adminlstration; Rescarch Statistics Ncie No, 25, Dec. 15, 1976. ’

[
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5. ARE RETIREES TREATED DIFFERENTLY BY AGE OR COHORT?

_ Retirement policies and pension. rules often -treat individuals
differently by age or by.cohort: Examples include: The mandatory
retiremgnt age limit {now 70; raised from 65); the: social -security
retiremgent test (benefit reductions for postretirement earnings are less’
after age 65 than before, éiid,db,ﬁiibft,jiii"%;ﬁ& all after age 72); transi-
tional provisions and old law/new law d[i)c otormies that exist in many
pension plans because of :t,lié,,di!ﬁi}i,ﬂt% of uniformly applying changes -

in laws or rules to all participants. Thus, pension amounts and the
amounts of financial gain from work vary by age and create income
disparities among subgroups of the aged populatian. :
__Transitions In-retirement s
iounger, age groups as well, T
has to do’with the costs and benefits of social security to workers at
different ages. Workers already retired or neaf retirement will likely
reap much more in benefits relative to the taxes they paid into the
S

ystemms creato differential_effects. among
he most important example of this effect

stem as compared with workers now-in their twenties and thirties.

This effect results not only from assumptions abBout future benefits
but also from the fact that secial security is not a funded system.-

. Since it depends on current taxes, today’s taxpayers, who.must support

~ a-mature system providing income to an aging population, pay more

Qe

than did their parents; & difference that is not expected to be com-
pensated for by greater retirement benefits when the younger workers
retire: . - . ... . o . . .-
- ‘The latk of fill inflation protection outstde the social security and
Federal employee systems creates a particular ‘burden-for those who .

- live for quite long periods in retirement. It was shown earll® in this
- section that a fixed $1,000 pension held-for- 18-years (the-average

length of retirement for & woman who retires at age 65)-would decline
to $416 in real dollars with annual inflation of 5 percent. If she lived

for 8 more years to the age of 91, or if she had retired at age 55 and
lived the expgcted 26 years, the $1,000 pension would be worth $281
at time of eiitl:nghusf for those whose retirement. income is largely
unprotected: aganist-intlation, achieving a very old age is certain t0
produce financial hardship ess substaintial hssets or intrafamily

transfers are é?é.ilii.b'lb to such individuals:

II. FINANCIAL ISSUES

. R
° a..

« C. " ARE RETIREMENT SYSTEMS AND- PENSION -PLANS ADEQUATELY

" sion systems, often

- and contributions to the fund resumed. A study b

- FuNpED? S Lo
- Future cost increases growing from pressures for more adequate and

fairer benefits, unless offset by cost savings; will add to funding prob-
lems that are already apparent. The inadequate funding of many pen-
Kisguised ifi prior years by rapid increases in con-
tributing employees and continued economic growth, has now been
exposed for all ?;vels of povernment; for private pension funds; and
for -social security as W'lfl. A recent example was provided by the
United Mine Workers pension fund; -which -had -to--curtajl bem®fit
payments during the 1977—78 coal miners’ strike until the strike ended
nd contrib A study by the Pension Benefit
Guaranty Corporation found that 40 private mu?;ieir‘nployer plans are
in ;danger of collapse within 5 years, and another 200 are financially
) ‘ : - 0
~

Y
»

. i;K



. 15 , - -
troubled." It is feared that the cost of meeting ERISA’S rules may -
precipitate plan terminations, with the PBGC proving incapable of
_meeting the liabilities that would result. State, andnﬁical taxpayer

~Tesistance has prompted numerous efforts to curtail the cost of public®
employee plans. Congress enacted. social security tax increases and
benefit reductions in 1977 that will greatly reduce; but'not-eliminate, &

- projected trust-fund -deficit; but. taxpayer grumbling has already

sparked a search for financing slternatives: - : -
__The primary funding issues in-the three sectors of the pension system

‘are: (1) How to assure the financial integrity of social security; (2)
whether or not public employee-plans-should be fully funded; ¢3) the
,dt:agree to which private plans wiﬁ,be able to meet the funding stand-
ards” required under EI? SA; and (3) the financial viability of the
PBGC. / . C T :

‘4
2
1. WHAT MEASURES ARE NEEDED TO ASSURE THE FINANCIAL INTEGRITY -
OF BOCIAL SECURITY? '

+

_ The substantial increases in payxoll taxes enacted in 1977; together

with the ““decoupling” of the benefit formula from automatic indexing -

and -other benefit el ;,@n%eslflﬁ.j‘gély erased the deficit that had beén
projected for the social security trust funds: The 1979 trustees’
report for the cash benefit- programs-indicated-a remaining long-run
deficit of 1.2 percent of payroll using.the intermediate. assumptions
for economic and- demographic trends. (Under the-extreme cases -

- projected, thé long-range balance could vary from a surplus of 0.89
percent of payroll to a deficit of 4.69 percent.)_ :

- . To increase payroll taxes by enough to eliminate the projected
deficit under the intermediate assumptions avould amount to a 0.98
percentage point increase-over and above the taxes salready legislated -
lor a 4.48 percentage point increase under the pessimistic assump-
tions). - However; further legislation to curb program costs could meet
all or_part. of- the: deficit as_well.. Savings such as-those proposed by
President Carter in his 1980 budget would contribute to a reduction

of the deficit, for examiple: And consideration of the long-term financing
needed by social seeurity must allow for the tremendcus impact that

rélatively small changes in real economic growth, fertility, mortality,
or net immigration have on projected revenues and benefits. .. . ° .
. Less orthodox approaches to elimination-of the deficit that have
been_discussed recently include: :

—Enactment of a new tax, such as a Gélijé-édaéd tax; dedicated
s—Greater use of general revenues to pay for benefits within the

current system. © . : - LTl
—QConversion -of the financing-of soine -portion of social security

(¢'g:; medicare or disability benefits) from payroll taxes to general
revenueg;, &n,d, ,., e g ee.LlDo TSI S LT o Tl
—A restructuring of the entire bepefit system; with general revenues
providing“a base of old-age income through per capita or need-
related payments; while payroll taxes pay for a strictly earnings-

_.related retirement benefit. ¢
. - (These financing alternatives are discussed further in sections D
. and Ki) . .

14 Multiemployer Study Required by P.L. 95-214," Pension Benefit Guatanty Corporation, July 1, 1978,
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. 2. HOW APPROPRIATE I8 FULY FUNDING FOR PUBLIC EMPLOYBE PENSION

"PLANB?

the breadth of the tax base that supperds-Social security. For State-
and local governments, these conditions are not present, or are pres-
ent in lesser degree; yet many of their pension systems are fot
advance funded and operate on & current financing basis much like

- social security. - - - 11

In recent years, warnngs of impending financigl " problems  in
public pension systeis have been common. Some experts fear that
E‘ubhc pension plans may not be able to meet future obligations.
They argue-that- existing pension financing cannot sustain increased
benefit payments. Cgmpounding the increased benefit costs-is the
pay-as-you-go finanofug system adopted by z. large number of .
§overnments. Reflecting citizen Q{)p,osition, to -increased. “taxes, this
funding: concept results in the collection of funds adequate only to

pay current beneficiaries. Consequently, much of the ultimate pension .
cost has been deferred to future generations of taxpayers. As a result

of increased pension benefits and pay-as-you-go financing, the amount

of unfunded liabilities in public pension plans continues to mount.
- A number of factors have combined to cause the retirement costs
of State and local governmeénts to escalate rapidly. These factors
include: (1) Liberal use of disability retirements; (2) inereasingly ex-
P@,Sfi}”@ benefit_provisions, particularly early retirement. and cost-of-
iving adjustments; (3) ‘the combined effects of higher-than-expected
wage and cost-of-living increases and low rates of real return on
pension fund investments;- (4) automatic increases in the social secu-
rity tax rate and wage base; and (5) increasing numbers of retired

persons, resulting-in growing unfunded costs for those systemsgthat - -

are not fully funded: In addition; a humber of State and local govern-
ments have moved. to amortize theif past service liabilitiés: As a result
of these factors; many State and~local governments-face retirement
costs that are escalating more rapidly than other budget items and
much more rapidly than revenues from-the existing tax structure. °-

that pension expenses can continue to climb long after current em-
;ﬂ)loyment is cut back und.that, in the short-run, there is httle budget
flexibility regarding pension- costs. However, the steps required by

are the very - steps that can accelerate’ deterioration of the local

full funding (e:g:, higher current contributions from local -tax revenues)

tax base, thus compounding the fundamental “difficulties of such

jurisdictions. - - -~ o - o - T oo . o
-Understanding of the magnitude of the financial proplems associated
with State and local pension systems has been limited because of the

absence of generally agreed procedures: for-determining future costs

- and ascertamning the extent to which such costs_should be funded in

any.given year. Assessment of the liabilities of individual systems
made by system actuaries are extremely difficult to relate fo one
another or to summarize into any generalizations about pension



funding status. Thus, there is little reliable information on how pen-
sion funding problems relate to thé fiscal problems of individual juris-
dictions-or to the future fiscal outlook for the State ahd local sector
asawhole: -~ - C N

. When the ERISA legislation was passed, there was lengtEy discus-

. sion of the advisability of including State and local pension systems
within its scope. The final resolution of the issue was to exclude public

~ Systems; but to have a report on the subject that would provide the
\basis for later congressional consideration. That report.has since been

. published ®* and a high level of interest in an expanded ERISA con-
tinues. While the impact of such legislation would: extend-beyond full
funding: (e.g.; to vesting and investment policy), the -primary impact
on the State and lpcal sector could be on the funding of systems and
the impact of funding requirements on the financial posture and

service levels of State and local governmients. Regardless of what is
done at the Federal level; funding issues are important to local de-
cisionmakers and to States, which have.the power {to regulate the

ngion: fund activities.of their local governments as Wéugbfs to ex-

direct control over State funds;

0

8"CAN PRIVATE PENSION PLANS MEET THE'NEW FUNDING STANDARDS?
“Enactment of ERISA has had three differént effects‘on the funding

of private pensions. First; to meet the concerns over funding &dequ:ﬁf’;
the act requires that defined. benefit plans must be systematically

/Tunded on a sound actuarial basis, Second; to meet other concerns

(e:g:, over vesting rules), the act applies standards that increase plan -

costs and, therefore, the required funding. The third effect of ERISA

on funding is_that it eliminates much of the flexibility that plans could

exercise in the past to meet funding shortfalls through curbs.on
, . 7. Nt

a

yenefits. g o . A R
.._Considerable coricern has been expressed since the passage of ERISA
over-the large mimber of- on plan terminations and the decline in
new plan formations. Critics charge that ERISA is the chief reason for
the upsurge in plan terminations; whereas others believe that busmess
and economic conditions are the primary ‘reason. Congress is partic-
ularly concerned-about-the: situation since-it pasSe:;i)ERISA or the
purpose of protecting the interests of participants in/private pension
plmandtelrbeneg&’l@@,, R S SR B A
Since enactment, there has been & decrease in the annual ratio of
new plans to terminated plans. During the 10 years prior-to enactment;

the average ratio of new plans to terminated plans was about 14:4 to 1.
In 1975—the first year after passage—the ratio was 3.7 to 1. During
1976; the ratio hac dropped to 1,6 to 1.1 o o S
While ERISA may havecaused a number of plans to terminate, it is
impbdrtant to look beyond the termination statistics. Some employers
terminating their plans, for instance, are reportedly éonverting to other
types of employee benefit gl@hé- Furthermore; it could be hypothesized
tiat the worst is over. ERISA may have caused a number of poorer,
marginal plans to terminate—precisely the type of plan which led -
. to iﬁe enactment of minimum Federat standards: Of squal foncern,,
however, is the drop in the number of new plan formations. \’ .

T o LIl I . [ O A
. 4 “Penslon Task Farce Report on Public Employee Hetiroment S8ystems;” House Commit{el oif Edu-
cation and _Labor, U.B. Congress\5th Congress, 2d-Session, Mar.-15,-1978. - TR -
-4 Ray Bchmitt, “Major Issues Ficing the Private Penslon 8§stem,” Congressional Researgh SBervice,

Library of Congress. Jan. 2T, 1978,
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egsion plan termination insurance program

— e

RISA established & i

uarapty Corporation (PBGC):to protect
o Jos: ?jgéétéi:p@héitjﬁ benefits in"

cages where s defined benefit pensionigxlm js terminated with: insuffi-
cient assets to pay benefits due. The. PBGC is entilely self-financing,
and termination insurance accounts are kept separateg for single and
i,iiiil&iéiii'ﬂléf}@ijl@-'.,BSE:?E@@:@EIE@ are premiums which it -
collects for Insurancg, recoveries. of employers’ liabilities; and earnings

1§n the PBGC is authorized to borrow up-to $100

> .;'7' ' = . 'Il""b' T e 5 77"-
-On September 29, 1977, PgGC issued a report, ‘‘Potential Multi-:

" . employer Plan Liabilities Under Title IV of ERISA;’’ which reflected

considerable concern over the magnitude of unfunded vested liabilities
in' multiemployer pension plans and the consequent pdtéﬁ({‘f'g;iﬂmg@
of the termination insurance program. This concern was due largely

‘to_extreme uncertainty as to the potential-cost-of the- terminatien

insurance program,.and the impact that this pruf-rn;m could have on

the incidénce of terminatiens; plan creations; and expansions in plan

coverage and benefits: The PBGC reported that, of the 2,000 multi-
employer plans covered, about 2 percent of such plans covering about

5 percent: of multiemployer plan participants werp experiencing ex-- .
treme financial -hardship, indicating a high potential for termination °
within the next 5 years: The aggregate unfunded vested liabilities
of these plans-in 1977 exceeded $350 million. Another 10 percent of all
multiemployer plans, with 15 é)er nt of all participants in such plans;
1 inafgial hardships, indicgting .a high

Wéi’é:éﬁ)eﬁéﬁi@"mg _extrpme. final S, Inc
for plan termination; although not necessarily in:the near
utiire. These plans currently have aggregate unfunded vested liabili-

ties of about $3.5 billion.

i. I8 THE PENSION BENEFIT GUARANTY CORPORATION FINANCIALLY

] VIABLE?

.- Animportant reform of ERISA was the establishment of the PBGC

to provide at least partial protection against pension_ benefits lost due-
to failed pension plans. The PBGC is an “off-budget” Federal agency,
and its operations are intended to be self-financing. As of September
30, 1978, its trust fund assets totaled $438 million, with annual ex-
penses exceeding: income b}f $35 million for fiscal-year-1978..-- - -- -

The threat of large multiemploghr plans failing as discussed above
would present the PBGC with a - t ear
now c%stituted; thereby undoing the pension .benefit. protection

nancial burden it cannot meet as

Conggdils-sought to create under ERISA. Consequently, Congress has
delayéd until July 1; 1979 the requirement that PBGC begin covering
liabilities-under-terminated plans. If that date remains in effect, it is
anticipated that PBGC will not be able to meet the costs involved
without raising the multieniployer plans’ insurance premium, which
could stimulate further plan terminations due to the higher costs im-
posed on them. ‘ T S
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.D. How Suoutp tHE Cost oF Provivine For RETIREMENT INCOME
o ' CUBESHARED? ¢ r ¢ .. N E

~_Except for benefits earned_under snnuity contracts purchased by~

employees and/or employers; retirement benefits .areg in-large part, |
.intergenerational transfers from current workers to current retirees;
- institutionalizing transfers théit once took place mainly within families.
The extent of these transfers is inversely related to the extent a pension
- plan is, “funded’ (i.e.;. the extent that a reserve fund can-céver all. .

" mecrued pension ‘benefit liabilities). The sourcé of ‘the funds and the.

nature of the benefit entitlement rules also'determine: the relative

-

Al

significince of: transfer payments within s pension plan. A defined < ¢

. .contribution plan funded s cipants’ cortributions-inight

" involve mo tranmsfer aspects: ‘A defined benefit plan furided ‘solely by -

E@?@i@@ﬁﬁtﬁ@%ﬁ? involve substantial transfers if the hefiefit formula
eavily favored long-term employees; for example. - :

*Social security benefits are almost entirely transfer payments; with |

seolely by participants’ contributions:might: +

current . reserves adequate -to”.pay only 4% months’ benefits. The - -

Federal civil service retirement fund can cover 5%.years of benefits;,

“but-ot dy 16 percent. of annial‘fund receipts is contributed: directly:by - :

Covered workers. A matcumng co:

workers. A matching contribution is received by employing -
agencies, but 45 percent of annual receipts is transferred from ,ggliej‘iﬁ :
. .révenues to, make up for underfunding: Most State and loesl plans are -
* "also_underfunded. Private pension plans vary: widely inthe extent-of

- fund accumulation to pmy,,F ;}g

mula uture liabilities; althoug
by ERISA to amortize unfunded liabilities over 3Q to 40-yedrs.

. There are four basic ways in which retirement costs are borne: (%)
By the pension plan participant for his or her own future pension en-

titlement; (2) by plan participants in support of current retirees; (3) -

by consumers who pay higher prices as some portion of payroll taxes s
and employer pension contributions are passed on, iiiiii) ();)by ‘the
general taxpayers for costs supported by society as & whole through
income taxes. How the financial burden of these savings and transfer
-paymients are allocated among employees; smployers; consurmers; and
taxpayers, how regresSive or progressive the costs are- relative to
i;b)itgty to pay, and the likelihood that payers will eventually reap
eorresponding benefits have mueh to do politically with the aggregate

cdsts society 1s willinig to bear. The choices made will be reflected not
‘only in-aggregate financial data but in the individual household’s eon-
. sumption; investment; and work bghavior as well, _ * L

' The choices miade on shuring pension costs have marny ramifications:

’ For instance, the less the degree of prior funding; the greater the
-danger that future retirement income may be jeopardized by faulty -

management planning or unforeseen events (e.z., a decline in an in-

dustry’s work force, or a prolonged period of :slow economic growth) .

On the other hafid, large fund accumulations have significant implica-

tions for consumption versus investment-activity and for the control of

capital markets, the fluidity of capital, and the availability of venture

capital: ‘ oo P
U o c

: .

L8

all are required - -

%..u
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., Furtheriore Mifferent sourdes of fiinds for income tthﬁSfBTSPY have: -

- _different .economic 'ih‘lgac,ts as well. A payroll tax or an femply‘er%g- S

- "sion coltribution is a diregt tost ct;p”rbaguc’"' "8 £00d OT'SErvice un | S

© ~-add to the cost; and therefore the price; of that product and retard. ;'
sggregate demand. Transfers funded thpough income taxes haye mo : .

such ‘direct link 'to prices or employment-but help determing how *

‘governimental fistal pulic'iy affects the economy as & whole. . s

““Three specific issues of current interest bear on how-social security

casts are shared: Thess, issues have ta'do with the use of general reve-
niis i social security; the tapping of a néw revenue source tosupprt . .-

.. ‘the program, and the.question of Whether social security beneéfits should *- - - .

.~ . be taxed. (Related matters are discussed.in sections I and J with re~-.

- .spect’ to, private and public employee pensions; respectively.) . . . . e ’
i WL SO T AT S ) oo T
.1, SHOULD MORE GENERAL REVENUES BE USED T0 SUPPLEMENT SOCIAL .
A _* SECURITY PAYROLL. TAXES? ., .7 ‘e !
" . Several afguments.are often heard ffom advacates of greater general. -
.- - revenue sharing in sociglsecurity: .0 . s _ o
=i . —The program:is socisl; not private, rance:- should “
;- supparted by ‘all taxpuyers.us well us by covered eployees and,
e employ’er_s—_;—_;suchLd‘;t'npqi‘tlte ‘sharing 1s' commaén: '1n fEuropedn "
systemp, - P e SR AT
-, —%eé of géneral 1
o % repressive tax; mod o U

e

insiirance. ad shoild The - ..

.8

evenues: would _substitute a progressive.for o - 7

-

" . —Subsfitution -of ‘peneral revenues: would result in lower djrect -

- ““costs of* hiring and :of producing gpods and services compared

©. . with the alternative of payroll tax in¢reases. ;. S

;- - Given the need for {n I

i, afjother- argument is that it is leasi 1
. ‘reyenues to pay for part of social security than it

ater sacial security funding-(see section C), - _
t it_is leasier politically to allocate general- . -
to-ARcréase.the + "

Cepaygollitax. (UL L n 0w oo e o Tl Tttt o g
~Opponents of general revenues:argue that the political support for ™
gocial security would be:damuged if the link between taxes paid and
benefits received is’weankened. They dispount the importance’of tax-
regressivity because the resultant benefits.are progressive and because.
the earned income tax credit- mitigates the regtessivity for  those who. .
are eligible for credits: Opponents also argue .that the limitation-of ~ ~°
© the payroll 'tax is impartant as a budgetary -control over program =

-+

costs; use of general revenues would not be self-limiting. -
.2. SHOULD A NEW REVENUE SOURCE (SUCH A8 _A VALUE-ADDED TAX): -
' BE TAPPED FOR SOCIAL SECURITY? . 7 :

]
o
3

for-a way:to raise additional revenues that may meet with less re-
sistance thax will payrall tax hikes or a diversion of income tax funds.
The value-added tax (VAT) may have been suggested in part because
of its low visibility to.thie consumer who ultimately pays it and because
of its proven suecess in numerous countries, There 15'al%0 an economic
'reason—sgome - tax -experts feel - that consumption should b taxed
more and investment less to dampén inflation and stimulatewsaving.
Of course, VAT would increase the prices of taxed goods and services, -

 The seirch for o riew fevenye source is-to some extent, o search 7~

in the short-run. -~ : ° :

B . . - R e
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© As with general revenues, i tax such ns VAT would not b linked

directly to.social secuTity benefits In - the minds of the eventuul
beneficiaries. Furthermore, the incidence of VAT compared -to-the

payroll tax could be even more regressive; depending on which goods
and. services -were tixed and -whether -there were differences qmox’;g
products in the degreg to which final consumers bore the cost of VAT.
3. SHOULD TAX EQUITY BE IMPROVED THROUGH TAXATION OF SOCIAL

' ., SECURITY BENEFITS AS INCOME?
o ,

- Income tax policy applies to socidl security in an opposite manner
than to private pensions. Employees pay tax on the income -con-
tributed to social security, but Subsequent retirement benefits are

" not- taxed - {(employers may .deduct their share of-contributions from -
taxable income). gnfth'e other hand, contributions to-private pension
~plans- by both employees and employers and - current earmings of
pension funds may be nontaxable, But pension benefits are considered
taxable income. - R
- It 15 argued by some that social security benefits should be subject to
the income tax-to permit a lower net cost to government for the social

security system without curbing the benefits of those who need the. -
income the most. This argument is particularly relevant in the contexs.

of ,{)r,oposed support for the program from sources other than the pay-.
roll tax, since it is presumed that there will be greater pressure to =

make social security benefits more ‘“‘efficient’’ (i.e., turgeted more on
those most in nieed) if benefits are being funded from general revenues
or a new tax. . ) . )
E. Do PEnsion PLANS DISCOURAGE SAVING AND INVESTMENT?
. Efforts to restore the financial integrity of pension syiféms by build-
; Ing up reserve funds to meet future fiabilities will increase the flow of
tax dollars, corporate earnings, and private contributions into public

trust funds and private pension funds, decreasing the flexibility of - -

funding available for private investments and possibly reducing per-
SOnalsavmg T ( [T
- -It -has been projected that pension funds will own a majority of

control to capture:investment funds for :socially desirable projects.

And the increasing cost of pensions reduces the disposable income
available from which an individual can accumulats private savings.
Thus, three basic issues are raised:-(1)-The possible displacement of
‘individual savings; (2) the role of pension funding m determining the
%@ggm&;at@ saving rate; and (3) the potential for increasing dominance
of institutional investors in the capital markets:

LI e e el o ,,,‘,, e e e oo

' 1. WILL RISING PAYROLL TAXES AND PENSION CONTRIBUTIONS DISPLACE
o INDIVIDUAL SAVING?

- - The effect of pension plans on savingydepends primarily on tlig' y exXtgiit

Aepiace intrafamily trunsfers, the

ement effects are induced; and the

to which the }(1) ans do more_th
extent to'which offsetting early re

o Peter F. Drucker; “Pension Fund ‘Soclalism’,” The Public Interest; No. 42, wintér 1976, pp: 3-46.
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.éxtent to which dissaving in_anticipation of retirement is cdmpen-
sated for by the plan’s accumulation of reserve funds. That is; pensions
may not ig’d to amounts individuals would have saved anyway, since
the knowledge -of pension- availability . may stimulate behavior.to

-

reduce s_mvm%l’ in other forms by both the individual expecting the

Egngmg and: f&e family members that might otherwise have to support

; 1 old age: : : "
ntil retently, most eco

---Un onomists felt that participation in pension
plans encourage saving, but the latest studies have contradicted that
oginion.' It now appears that individualg reduce saving in other
forms to compensate for promisedpensionaeneﬁts, although such a
suibstitution effect has not been estunated with any precision, nor is
there any reliable study of how this effect may vary with a worker’s
age.. - R , L S
While not validated empirically; it may be hypothesized that the
substitution of accrued pension entitlements for other forms of saving
varies djrectly with:- -. ~ -~ -~ -~ - - -~ e
—~—The rate of taxationm or contributions supporting & pension plan.
—The extent to which a plan’s liabilities are funded.
.~—The generosity of early rétirement provisions. .

“T'he generosity with which post-retirement work is treated by theé

plan;and - . S
—'Theadgres of protection ugainst inflation. ST
Thus; the greater the feeling of financial security a plan engenders

- in & participant, either through the plan’s promised protection or the

leeway it gives the participant to continue working, and the more

the required funding reduces & participant’s current earnings; the
less that participant 1s likely to save in other forms. -

3. WILL GREATER PENSION FUNDING INCREASE .THE AGGREGATE RATE
OF 8AVING? Lt

_-The Nation as a whole varies its ssving and corisumption rates from
year to year iUSt as individuals do; and it-is- tﬂmgtmé:,tégééééﬁiﬂé
that increased

pension funding will result in & hig

tl er aggregate rate.

of saving. However, businesses and gevernments can _substitute

pension funding _for other forms of saving and investment, also as

1ndividuels do. Based: en -past- trends, the best. evidencesavailable,

though far from conclusive, suggests that neither social sécurity not

- ‘employer ﬁé@i@,yl@ﬁé@ had a significant net effect on the rafe of
aggregate saving:'

Whether this conclusion will change with changes
in retirement behavior, inflationary expectations, of increased under. -
standing of pension entitlements by an older and better educated
¢« population remains to be seen. e
3. DOES THE GROWTH OF PENSION FUND ASSETS ENDANGER CAPITAL
R . MARKET OPERATIONS? '

Assets managed by pension plans have grown fa?ialy in the past and

ated f8r the future -

will continue to mushroom as fiinds are accumu

~)0'T'ic résearch o penslors and saving {s summarized fn Alicis H, Munnell, **Research on Macro Effects
gl‘ii Rgtairaaznem lnoomeI g;ogmms," paper presented to HEW workshop on work, income and retirement of
erly, . 8-9, 1079, __. ) .
1" Audny . Munnell, op, cit.




" retirement of an increasing
" that the assets of private,
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igiirgédﬁpdpuiin:tiﬁn; It has been estimated

billion in 1961 and $238 billion in 1971, will reach.$486 Hillion in 1981.%
Conm:itiiiii'e’d rapid growth should be expected until early in the-Rist
century. S .- , . - S
- Pension plan assets have been concentrated in- C@E&@;ﬁ@@ﬁii@i
In 1973; 79 percent of these funds were invested in corporate stocks
and bonds. Within the corporate sector, investments have coneen-
~ trated on the offerings of major corporations (over 90 percent of
. stocks held are listed on the Now York Stock Exchange). Portfolio
turnover has been at a fairly slow rate. Thus; it is feared that pension
funds have underutilized opportunities for long-range investments in
. smaller companies: or in new enterprises and have helped create a
- shortage of risk capital. Continued growth. in pension fund assets;
coupled with a’trend toward homogeneity in portfolios; suggest

" this pattern of influence on the capital markets may become more
pronounced.® . - oo oo T

Another issue of portfolio management that has emerged recently
is increased pressure for ‘‘socially-useful’’ ijijéé;@,éjitgri

sure has been seen with i‘espéét,t(_) State/local pensionfunds (to nvest
in ‘their own governments’ public. works or in locaj industries)- and
union funds.: (to_avoid investment in nonunion businbsses). Organized

campaigns to: deny American investment capital ‘to such countries -

- as South Africa may affect pension managers as well. These em,erfgin
pressures raise two issues: (1) The ?u*estwn of the integrity of fun
management from: the- viewpoint of benefits of future Péﬁéibﬁéiﬁs;

ity in the

" and (2) the possible introduction of additional inflexibi

investors.. _ . . R . . : :
In the long run, another concern may arise with respect to-the-in-

. fluence of pension funds on the capital markets: That is, as more and

more private and State/local plans become fully finded, and as they
accumulate funds in anticipation of the retirement of the ‘“baby
boom” generation, a rapid liquidation of funds will occur in the next
century.-As early as 1996 to 2001 for State/local plans; and 2001 to
2006 for private glms, substantial numbers of people born during the
1941-60 period of high fertility will claim pensions. During some part
of the first half of the 21st_century, there would likely be-a net with-

drawal of pension funds- from -the capital markets as liquidations

exceed accruals for future liabilities; perhaps resulting in downward

pressures onstock-prices and rising interest rates.- Unless-long-term

investment planning for the overall economy properly anticipates
this period of pension asset liquidation and appropriate investment

sfrategies are followed, an acute capital shortage could occur during
that period. ' o i "

% Williami C. Greenough and Francis P, King, “Pension Plansand Public Policy;"’ Columibia University
New York, 1076, p. 149, _____ __ _ ___ ___ __ __ ___ ___ .
1 Willlam C. Greenough and Francis P. King, op. cit., pp. 144-152.
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ate, and local plans; which totaled $88

1S Increased pressure I10r "'soc That- is; the.
investment criteria used by fund managers should take into account .
the social and political desirability of certain investments. This pres- -

low of capital in a market increasingly dominated by institutional -




F. WiLL an AGI:MGGE OPULJTion NECESSITATE 4N INCREASE
. ¢ IN. YOVERMuENT SPENDI o
--Given demographic ¥°0ds ahd forecasts; it 'S ®asy to seo that coftr
tinuing “business as ustBl” fvith respect to Fotirgmont policy and
health care financing ¢0%'d Bave an enormous Mpyct on the Federsl
budget. All’eﬁdy gbout ’;h(lu;“t'er of fiscal yeﬁ,ﬂ,li)'?g Federal outlays
,,,,,,,,,,,,,,,,,,,, & 8ged through 5@?}%,,&6&;&&; medicar®
Federal employes retur® " °0t; gnd various wé''e yroorams. If oné
simply - projects these Urvent proprams and 8SSymes that oversl!
Federal spending return® Y9 -the ihictoric” Tevel of 20 percent of gmgs
‘national product (it is §’-22:5 percent: this }?—‘%—P?;; then the elderly s
share of the Federal bu?88t Will rige slowly du™™Mi thig century to 32
percent, then leap upwi'C by another 10 pe*$utage points in- the.
next 15 years, an soa;f*w, 63 percent by 2025: As share of labor in:
coms, aged benefits will {ﬁmmn fairly stable 8t 9-t5 10 percent until
the 2010 ‘‘senior boom;’ "¢ share then rising t°.19 percent by 2025
__ Two_specific issues 8° discusgeq below: {1):“Nte controllability of
Federal spending in_an ,"f:i Ol population aging; &nd (2) the*tradeoff®
in spending st the Fede™! veryys the State/loC® levels that populs”

1. WILL AN AGing POPU"TION pRomoTE LES? BUbGETARY GONTROY
' Y GOYERNMENT? '

About 75 percent of 1. Federal spending i assified by OMB 88
-%uncontrollable” pecaus® It capyot 'e,modiﬂed,,ih’rough the annug
appropriations process.” tirtually sl Federal “enefits for the ageds
being entitlement progﬂfﬁlsc‘,‘jlth benefits adjus'®d zutomatically fof
inflation, are “uncontro’ ®ble” iy, “the budget Year and account fof
about a third of “uncon?™lluble’ Federal spendiNg. The cost of thes?
benefits can be controlleC through Jegislation: X OWever, such legisls” :
tion takes time, particul?’ ¥ When a controvers'®! mytter such as the
income of the aged is 87 Stake _Thys, CongresS cay. only-exert sigé
nificant budgetary cont/®L0ver the so-called UACOntrollable spendin

through o multijear eff7%: In fact, where relitemen; incorfyp 15 ¥

issue, the time span for '°&l budgetary contro! 'S ever longef, s
realit{))f dictates ,tgat, cnrﬁqlf,ﬂl?;nning by worker® 8nq retirement plan”
ning by those already of P®slong must be tak?® Into gecount. - -
_As benefits for the ag® ,ﬁr,@)\‘ as & share of ,th‘]’,,,udget, they should
also account for-a lﬁrge:hs,,,are of “uncontrollzP"® " ‘outlays, and -“un:
controllable” spending $20Wd rige to even mor® than 75 percent o’
the total. Thus, for Conf83s to control the siz® °f the budget in _any
significant way,; the legi® '&t,l,(,’,’,‘,,l‘equired, to do £° Wil hgve to address
fiscal policy pouls over B Oger 5nd longer timé Spay .. . .
Spending on benefits fOF-th® aged is primarily Yetermined by:
—Growth in the pumb TS entitleq to social s€°Urity, medicare, and -
Federal employee re/ytment. -
—The past earnings oL .. entitled population- -
—The current rate of J ation_ ' '

—The program rules f°7 benefit entitlement ™ computation; and
—Decisions by individ"8ls on when to retire: . - R

S P ',b&,u”i,'" e “i'ffv
8 Unpublished p,rojgcttonmembl"a G rban ynstitufe sEall from ar Staft study.
5 “Fho Budget of the United 5tate? _C¥ernmens: Fiseal Year 1980.” | Yall study
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.- -. The current strength of the econorny has only & marginal effect on
benefit costs, although it has & sizable impact on the payroll taxes
that finance social security, medicare, amf civil service retirement:
While these programs ordinarily generate reveniies in excess of outlays
and -contribute to a budgetary surplus (or_reduction of & deficit),
during & recession payroll taxes usu;ﬁy fall off sufficietitly to resiilt in

a net outflow of funds from these programs’ trust funds.” .
“Although an increasing Federal budget relative to GNP is often
viewed-as a medsure-of the size of government, an increase in aged
benefits, which are mainly transfer payments from workers to non-
workers and from one generation to another,-do not generally result

in morei overnment _control over the production of goods and services
as would or e _ :
environmental control effort. The one exception to this generalization
may be in health care. Certainly the size of medicare expenditures has

be- true,--for example, with -a -larger defense program - or

heightened Federal concern over health services delivery and has stimu-
lated attempts to exercise more. public regulation over hospital and -
physician practices. ‘ ‘ -

- 2. WILL-AN: AGING POPULATION SHIFT THE FLOW OF TAX DOLLARS
TOWARD FEDERAL INCOME TRANSFER PROGRAMS AND AWAY FROM

" FEDERAL- PROCUREMENT AND SERVICE DELIVERY AND THE STATE/

LOCAL SECTOR? ’ S - }
Public spending on eged bensfits has bocomd essentially a Foderal

-~ function; with certain exceptions (State/local employee retirement
systems, State supplementation -of -SSI benefits, State matching of

medicaid payments): On the other hand; States and localities contmue
to provide the bulk of the expenses af public educatien; they pay close
to half the welfare aid to needy families with children, and they
operate and share in the costs of employment and training programs,
56§islél services, ‘and fauriuly he‘avlﬁ,h care servl"jcgs. i L b
ince an aging population will increase Federal spending, it gay be
assumed thi%%gdgiﬁﬂiiiggﬁi‘étibi‘tibh,bf children, youth agnd ounger
-workers will lessen the demands on State and local budgets. However,
with all-this budget-making occurring in- theusands of disconnected

decisions, there can be no assurance that such tradeoffs will be made,
although - taxpayer-efforts to reduce- property -taxes and -growing

e

congressional sentiment to discontinue revenue sharing suggest :that
this process is already underway tosome degree. Since aged dependents
cost the pubhic more to support (children relying largely on families for
their support), even an explicit tradeoff of less State/local for more
Federal spending would not likely hold overall public costs of depend-
- _Within the Federal sector; current trends coupled with a continua-
tion of the Carter admimnistration’s goal to hold Federal spending to
20 -percent of GNP would mean that' Federal procurement programs

and direct services. provision: would have ‘& déclining shars of ‘the
Federal budget and, ultimately in the 21st century, could realize a
declining amount of reahitlollar :expeuditures;-T:rzold, rocurement
spending constant;, or to incredse it in real terms, it would be necessary
either to relax the ceiling on the share of GNP dpass - through the
- Federal budget or to effect cost reductions in aged benefits. The latter
course would requige changes in benefit entitlement rules, a curbing
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of inflation (especially in the health cafe sector); s major change in

~ past_trends toward early retirement,Zr soms combmation of these
avents. - '

T ' III. EMPLOYMENT ISSUES

T S D e - - - .

G: Smourp INDIVIDUALB’VWORKING' Lives ExTtENd 7o OLDER AGES?

_The selection of age 65 &s_the normal retirement age for_social

security, for the prqpondéi‘ﬁhéé;,6{4’3}&?@@}@1@9@'jli;psﬁi and for a

large number of public émployee plans; occurred mainly at a time when -

relatively few peo ble lived to be much older than 65: This policy is now

questioned for at least fivereasons: v~ o ool oo

—More_and -more people should experiende good healthffor long

periods past age 65 and will be better abla_to continue working

than was the case 40 years a SA

0. N\ o E

—Many people want to work %oxigéi: or nedd . to work -to make up
for inadequate retirement income, but have b#h prohibited from
doing so by laws just now amended—future_ aged -workers will
not-only have broader legal rights to contim ork, but their
reater levels of education compared to today’s<fetirees and the
decreased physical demands of many jobs may stimulate more

"work actinityaswell. - - - - o

—The prospects for a tight labor market if low fertility rates con-
tinue calls into question. the-economic wisdom of encouraging
healthy, productive 55-; 62-, or ‘even 65-year-olds to retire. -~ - --

—The tremendous cost- increases associated with the gging of the
U.S. population can be offset by a lengthening of théd traditional
working life. For instance, the ratio of people in dependent . Ee
groups (children and the aged) to working age people: woild be

" about -the-same in 2025 as today if the normur retirement age

were raised to 70. : LI ToI TS it
—People have been encouraged to retire early (age 62 with actuarial

reductions under:social Sééiji'it{,

Federal civil service, any age wit

ge- 55 with 30 years. in the

, y 20 years of military service; age
55 with 25 years service for white cellar employees in New York
City), and many people have res onded to these incentives {over

‘half the new social security. bengficiaries in recent years have re-

tired ‘early): Yet many :'em'li» “retirees’! keep working and con-
tinually exert pressure to liberalize the retirement test that re-
o duces social security benefits by 50 cents for each dollar earned

. over $4,000 yearly. - - .. : . :
In additdon to the question of the appropriate-normal retirement
age, the~tetirement-nge issue involves E)un closely related specific
policy issues:. (1) Whether encouragement -of early retirement s 1ould

continiue: (2)the extent to which social security and pension benefits . -

should be reduced for retirees who resume work, or increased for those
.- who -defer Vijertilrement-?u'st the normal age; (3) whether mandators
lowed -at any.age; and (4) whether the tradi-

% retirement shafild be 4 and (4) w
tional life-cycle model of labor force participation {full-time work
followed by full-time leisure) should give way to some other sequencing

or mixing of work and leisure over a lifetime?

-

-
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_ 1. SHOULD ENCOURAGEMENT OF EARLY RETIREMENT CONTINUE? @~

N

- benefits by an entitled worker as early as age 62.-Most private pen-
. sions I{Tﬁﬁdé'ﬁﬁ' early retirement option, and public employee plans

- Social -security- provides for the election- of reduced retirement:

typically provide for optional retirement at earlier ages than do the
private plans. If an early retirement benefit is the ‘‘agtuarial equiva-

ent” .of the normal retirement benefit (i.e,; its value’is less than the
normal benefit by an amount that allows for the return on funds in-
vested for the time period/involved and the greater-chance of dying
before the normal age), then there should be no_ finangial incentive to
retire early. While benefits in some_ plans afe ‘in_fatt reduced by
-amounts that make them actuarially equivalent: to.benefits at the -
normal retirement age, the majority of plans actually reward early
retirement with_benefits greater than &e actuarinl equivalent of
normal benefits.* Even social security’s 20-percent benefit reduction

at age 62 is less -than; the reduction necessary to achieve a neutral -
system with respeet to retirement age.® - - .. -~

-~ This financial encouragement of early retirement began in the Great
Depression with the announced intent of making room for employment
of younger, unemployed people. This policy has continued through the
ensuipng decades when larger numbers of young people wére entering
the labor force. However; we are now entering an era when new en-
trants will_taper off significantly, although early, retirement may be
viewed as needed to make room for women reentering the labor force

und to previde greater flexibility for affirmative action efforts to hire

and promote women and minority group workers.
2. SHOULD POSTRETIREMENT WORK BE DISCOURAGED?
For social security_ beneficiaries who resume work; the retirement
test, -although liberalized in 1977, still discourages full-time work

at & 50-cent rate per dollar earned for all but low-wage workers (who

receive further discouragement from welfare benefit rules if on welfare).

The main argument in Iavor of a strong retirement test is thatsocial

. seciirity’s main purpose is to iﬁfe against loss of income in retirernenty
and it should not spend its.lilmited resources for a kind of annuity

to-be claimad at age 62 regardless ofgwork status: S .

For the worker who-defers retiremeént past age 65, social security does
provide a bonus in the benefit paid upon retirement, but the bonus
rate-(3 -percent_annually-for work between ages 65-72) is far below
the rate that would provide actuarial equiv%ﬁence between deferred

- benefits-and benefits at the normal retirement age. Most private and -
f)ublic employee plans allow no further accrual of pension entitlements
- for work past the ﬁ'ogm'b:l age.”® This financial discouragement to

, 1975 - -
- 1 Riel khauser, “An Assct Maximization Approach to Early Soclal Security Acceptance,”
tnstitute for Research on Poverty, University of Wisconsin-(Madison), 1977. . - - .= . — - =
_'#.+1975 Study.of Corporate Pension-Plans,”” Bankers Trust.Co., New. Yotk, 1075; ¢ Peusion. Task Force
Report on Public Employee Retirement -8ystems,” House Committee on Education and Labor, U.8.

Congress, 85th Congress, 2d 8cssion, Mar. 13, 1978,

u ;Eiiflugy %Eis,qéiéréié Pension Plans,” Bankers Trust Co., Now York, 107

7 338
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continue working is closely related to the policy issue discussed sbove °

of inducing early retirement. For private plans, it is also a way of
durbing thecostofem%loymg oldef workers whose marginal pfoduct
may no longer exceed their margingl cost to. the hrm. . -~

3, BHOULD MANDATORY RETIREMENT BE. PERMITTED?

-

~ The mandatory retirement age limit; set at 65 in the original Age.
Discrimination in Employment-Act of 1967, was raised to 70 in the
1978 amendménts. Although the ‘act previously allowed mandatory
- retirement prior-to the-age 65:limit if such practice were part of a bona
fide employee benefit plan; no new plan can contain any arrangemant
which would force individuals to retire prior to age 70. Collectivelyy
bargained benefit plans currently in férce with-mandatory retirement
- befere age-70 may remain in force until the earlier of two dates—the "

plan expiration date, or January 1, 1980, - - - - - - oo -
~ -~ The sgendments, however, do permit forced retirement at age 65 for
individuals employed.as ranking executives or in high policymaking

positions if they ‘have been employed in such capacity for at least -
2 years Pitor to reaching age 85 and have, upon. retirement, annual
pensign.benefit entitlements on & straight life annuity. basis of at
east '¥27,000 per year {(excluding social_security). Until July 1982,

- “penured faculty members in institutions of higher education can also
be forced -to retire at age}65,-at which time that exemption will lapse
absent extension by Copgress. . o CoTioooTo
- Past. trends of earlier Tetirement may not have been entirely the
result of worker choice but may have been due in part to mandatory
retirement rules. . The- aspects of private and public pension systems

_discussed . above which induce workers to leave the labor force may

constit ute -even more important factors, but :-withogt mandatory

limits & more gradual transition between work and retiremént might

beé possible, accompanied by a-lessening of the ,gsych ogical; socio-
logical; and economic problems-assoeiated with the abrupt change in
lfifgstylezm@)r:”eﬁple experience today: One recent study ** has esti-
mated that o dgi' ﬁbtkér,é;é,ijbg;cj,,tjé:iiifiii,dﬂﬁ}i?j,’, Tetirement are more
likely to leave the labor force than-are other workers. It was estimated
that the increase in the mandatory age to 70 will increase:the number
of workers ages 62 to 69 by 8 percent, Further research i3 underway
f6i°;tlj§;ILS:;jﬁéi‘tiEiéiitjﬁ{L@g@i’, on this question. = .-~

"A ' mandatory retirement age constitutes a form of age discrimination -
which limits the ability of some older persons to continue in_their

accustomed jobs: Some of -them-may withdraw from the labor force, -
depriving -the economy of . their_productive services, depriving the
workers and their dependents of -an-important source of financial

 support, and raising the costs of pension programs. Others affected

* by age limits may be forced-to find new jobs, often jobs at lower pay.
that do niot fully utilize the skills and experience accumulated over

. many years of work. Some older workers who are forced to retire may
seek work_but wind up. unemployed and recipients of unemployment
benefits. The effects of this loss of productive services on the economy

and the related increase in the costs of public and private pension
systems fall upon everyone, especially workers: .

. " Richard F. Wertheimer il and/Shella R. Zedlewski, “The Consequences of Changing the Mandatory
_ Retirement Age Limit,” Urban Institute wot_Einz peper 1234-01, Nov. 24, 1979, .

~
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_On the other hand; raising or eliminating the mandatory retirement
age may affect adversely the opportunities for jobs snd promotions
for younger - workers—espécially . youth; ‘women, “and- minorities.
One argument claims that there is a fixed.number of jobs in the Ameri-

can economy at any given time; and jobs held by older workers aré jobs

- that, cannot be held by others: Therefore, a mandatory retirement

Y

age directly increases the opportunities for younger workers by,
creating job vacanocies: . . . . L o S
-~ A-counter argument is-that-the nimber of jobs is not fixed. Higher

incomes' for, older workers lead to higher demand for goods and
Séi‘ii§§$,;:§iﬁaz:;thij§z,16,,@,,highéﬁf overall level of employment. The
number of jobs is more a function of the amount of investment capital
and the_level of aggregate demand than of such institutional limits
as the n al retirement agge. 7/ = . - - - - -
~ Furthermore, ‘it is not clear that older and younger workers are =
directly competitive for the same jobs.to any great extent. Fewer
older workers may lead to higher wages for senior positions, rather
than to more entry-level jobs. If thé increase in labor force participa-
tion by older: workers is ns smull #s that estimated by Wertheimer
and Zedlewski, then the impact on younger workers would be expected
to be minor. for the economy as n whole: -~ - " o .
It is also argued that many older workers experience a decline in

- productivity as they age: Since it is usually difficult to reduce salaries
of senior employees, firms may find it to ti'ﬁii’ economi¢ advantage.to
substitute younger workers for older workers. A mandatory retirsment
age provides a comvenient way to ease out older workers without the
need for £ase-by-case review and the singling out of particular em-
ployees fpr dismissal. *-": . -~ : S
fon ile{the passage of-the 1978 ADEA amendments has raised the
egal m

ezal magdatory retirement age to 70 for private sector workers; it-
falls short™of eliminating all age discrimination, and further debate on
this subject and the abovementioned issues is expected. :

ettt S U SO
4. IS THE TRADITIONAL LIFE-CYCLE MODEL OF FULL-TIME ‘WORK

FOLLOWED BY TOTAL RETIREMPNT OBSOLETE? .
- Tn recent years; two important trends affecting the- employment-of-
. the elderly have ”qugrged? First, greater numbers of employees are
‘opting for early retirement. Second, there is an:increased desire for
part-time work by older people. While related to the above-mentioned
three issues; both of these phenomena may-be-indicative of a more
fundamental issue—a desire on the part of workers to reallocate
working_time versus leisure_time across-the lifé cycle. For example,
" this reallocation may inwolve decreasing one’s hours of work at a
) ‘together with working for a loniger period of one’s life:

younger- age together wi a
Another possibility is that two careers’within a lifetime could become
the norm, with periods of sabbatical leave interspersed among the
working years: in lieu of a permanent withdrawal from the labor force.
- Despite the growth in part-time employment .as & proportion of

total employment (from 8 percent in 1954 to 14 percent in 1977)

more and more older people who want to work part time cannot find
jobs. Other older workers who are employed -do not-work the hours
they would -prefer, being employed eit%er fewer or _more hours than
they would like. Thus; some older workers must still make the choice

between continued full-time employment or complete retirement.

= ' . /35




" tupities within th

rectly believe part-time employees are more expensive !

. formulas t o
"getting benefits at & specific: percentage per year, of 1Wtime WOl

- "To.design offective\policies to increase part-time empP!®Yment oppor-
tunities within the plivate Séctor, we need to know 10 about, tho
relative costs to: ‘of usmipal‘t-tl,me versus full-til®® smployees in
different occupsations. The lack of part-time employme? " Spyortunities
msy be an accurate reflection of increased costs to fi'™"S, hut it may
be more the ‘case that employers, without good qu,","z‘,&ti(m;,ix_jcof-
plo; ore expensive h@,ﬁiﬂf@mﬁ
employees. If relative costh are higher, private and/or Pubjic policies
may-be inadvertently ingfeasing the: costs of using ps’ ~time workers
in ways that could be*a¥oided. _ = = = __ o n e

A related issue concerns the fact that there also 2PP&fiss to be a

lack of part-timé emiployment opportunities fol:,@?,tgi,,@iid women.
Hence, general policies to increase part-time employme?. : Opportunities
likely tg benefit these groups as well. However, it )% bossible that
efapt Yo expand ’gfl}tﬁiﬁ@;ﬁ@mpldynmﬁt opportutl*1es shecifically.
for the elderly would be at the expense of the other t¥° Broups. This’
situation would be likely if the skills. and experien¢® of the three
ups are similar. Alternatively; it may be the,case tha ‘the-jobs for
which elderly workers are best suited do not overlap t0 & pyoat extent
with those being sought by youth and-womg#l. . of vl 3 -
Another consideration is the .need for réeducatioB 3! the aged to
facilitate pursuit of ‘second careers. Institutions of W& ler edycation,-

faced with diminishing numbers of students of nor® - college age;
could be encouraged to design course work to better X%t the needs -
of older workers. - ; S I
- Reallocation of more leisure time from the “retire it years’ to
the “working years” could also cause a demand for cha®¥ss in pension
plan design, since most private plans compute enti® Staegts using
esigned with a traditioij,iiljii.,itééj':jjit,@ifﬁ,m‘imliidf(e',g.j;b1
times the average salary for-the :ﬁi,iilj;z@i@ -;A;P"???;;’Ev‘fi!}h,é longer
career that interspersed part-time with full-time wor®:could suffer
relative to the 30-year full-time employee who starts 10 8] rotirement
at age 62 or 65, even if total hours workef over their resPective careers
were equal. ) R A v
H. Wit Chiticiy Lasor MARKET Scarcrrizs AND/OR Syrpruses
- Resuur From PRESENT, PoLiciEs anp TRENDS? i
T Do s , STl sl N Yt
- -Population aging, retirement policies and pension Pl8Ns gy have
mﬁgr,egate impacts on the labor -market -in ‘several W%Yﬁz th, -the

changing age. structurs of the population affects; the ¢!Stribution of
extent of labor force.participation by various groups. 1 2 lnterplay of
rules to coerce or induce retirement with dembgraphic ¢ '®cts.on labor
supply is of particular interest here. Second, it is ,Q;f,t,e?l'&lle?: that
population aging could lower work force produbtivity; Third, hging -
may change patterns of demand for various goods an %,WQCSS,;,, ng

fourth, pension policies may have sggregate effects of Sbor supply,
distribution. and turnover, and unemployment. TDB®S® jssues are
discussed below. ‘ ) _ . :

. available skills, with-secondary impacts on relative %‘{;ﬁ%,l@?éls and

~
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. time.

will respond to this demand is not known.
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1. WILL ANTICIPATED DEMOGRAPHIG CHANGES SHARPLY RESTRICT
o ~ LABOR BUPPLY? o
Given-current trends in fertility, mortality, and legal immigration,

and the age distribution of the present population; the age structure of

: the populatign will shift decidedly in favor of the middle-aged over the

next 30 yéars and the elderly in the longer run. At present, the labor
market-is being flooded with new entrants from the baby-boom
women-as -the-female labor: force participation rate:increases. While
the level of labor force participation by young people has reached its.

" generation and . simultaneously receiving substantial - increases- in

peak and will soon be-declining rapidly,.the labor force participation
rate for women of nearly all ages will likely continue rising. for some
ne. On the other hand, older workers have tended. to retire -earlier
and earlier since World War-II; and it is unclear whether the increase .
in the mandatory retirement age limit will affect that trend, - -
Over the next 30- ts for
work would seem relatively brightc However; as noted elsewhere, the
economic incentives currently embodied in_our public and'private

VOArs,; jbbﬁggp@@f,br older workers choosing to

pension systems discourage them from working. However, by 2020
there will be a dramatic increase in thé number of older persons and a ;
substantial risk of heavy competition for jobs. - * - -- -

For the cutrent cohort of younger workers; job pros%fct,s are: not

* favorable, since members of this abnormally large cohort will be

continually competing with esch other for promotions as the cohort
ages. For young persons not yet in the labor market, conditions should
pet ' progressively more favorable as the succeeding cohorts shrink in

size. Shortages of workers for entry level jobs may begin to. appear in
the.late 1980’s. - However, if the trend toward earlier retirement is .
reversed; there is the possibility of adverse consequences (probably -

temporary). for younger workers, . .o coo .t ooo oL
~Many of the same effects of demographic change, expected for

yo’un[ier workers also apply toa lesser extent-to women.and minorities. -
The-slg he flow of youth into the Iabor market and the trepd

e slowdeown of-

rities.

toward earlier retirement will both benefit women and minoriti -
However, women and minorities compete directly for jobs witih;youth
and older workers only to a limited extent. Moreover, traditierhily

women have been confined to certain occupations and, thus;- largely

have competed with each other. As the female labor force participation
rate corftinues to rise, women will face continuing stiff competition for -
jobs and promotions; -unless -they break into nontraditionsal -occupa-
tions. Black youth face a bleaker future than whites because of the
vestiges of discrimination. Attempts to reverse the trend toward

searlier retirement could cause adverse consequences- for- both women

and ‘minorities to the extent that they compete for :the same jobs.

The combination of an increase in two-earnei couples and pension
rules which -penalize \full-time: work is likely ‘to lead to a tontinuing
incresse in the demand for part-time jobs. One major employer, the
Federal Government, has greatly expanded its number o part-time -
jobs in recent years. However, the ‘extent to which other smployers .

-



, 7§1mve seen sbove; &- s‘hertnge of entr{-levei workers and &
' surplus rt-time workers are both possible tuture prospects. Both
.employers facing a shortage of a particular kind ‘of worker, and workers
a shortage of a part;xcular 1d of job are victims of a structural

facm
m%mce in the labor market. To some extent, wage rates will change

to equate-supj ly and demand. However; this process does not work well

enoﬁﬁh to achieve a balance; and the i“ederal Govérnment has acted
eviate the imbalances  through - training -and joh- placement

programs. If the precedm analysis is accurate; the future chientele for
these programs maK ifferent -than today’s. Instead of trying' to
tram unskxlled youth and place them in skilled positions, the programs
- be helping to place women, older workers, énd other persons
g for part-time employment into jobs traditionally filled by
full-tlme younger workers. Such a program would. probably- have to
concentrate as much on job restructurmg as on-training. ’

Another Fotentm]; impact of .an iigm% population may be on \the pro-
duotlwty of the labor force. Although little is known about this topic;
two hypotheses are commonly presefited. One is that & more _ex-
perienced and mature labor force should be mor _productive. The
other is that the labor force-will become dominatey by people with
“obsolete skills and with less Eiithiiéiééﬁi for traml g than younger
workers : . -

% winn POPULATION AGING CHANGE DRAMATICALLY THE TYPES OF GOODS

AND SERVICES EMANDEQ‘ BY CONSUMERS?

The imj act of an- agm% popula.tlon is ndt restricted to the labor
lﬂ&l‘ket .affects the  markets for gogds and services. For

exuﬁple, the rrent housing boom is in part caused by the baby boom;

generation re achmg the age at which they form_households of  their

own. As the impact of the -baby boom wanes; it is likely- that the

housing boag: will as well. This may, in turn, have & serious impact

on the consfruction trades. It may also dxmmxsh -the -value-of home-

gwnershlp as & source of wealth i in old age if prlce upprecm’.tlon slows
own

In. addxtlon to housmg, certa;m other lmpact,s can be. sketched
briefl — ST
'iYhe demmd for educational services for children and young
adult,s will decline rapidly. To some extent this may be offset

'I}lrx more adult education:

e demand for institutional care facllmes will rise. stead;ly :

throughout this century and rapidly in the second and third
decades of the next century. -

" —The combination of rising female Jabor force rtlcxpatxon and
the fact that women -from the bEby boom co%

the demand for child care services. .
ﬂl‘he striucture of demand for many gooads’ a.nd emeegw;ll 9}iéi‘ige

in response to the decrease, in"average household size associated
with low fertility and the tggmg of -the Qogulatxon ‘For example,

. - the demand for apartments and smaller houses should increase

-relative to the demand for la.rﬁer houses. The energy cnsxs aside,

o the demand ‘for large autéiﬁ tes shbu{d decline as well

ort are in their
child-bearing -years will cause-at least a t.emporary upsurge m‘;.f_

A
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—The demand for health care services, particularly thoge provided

to the middle<aged ‘and elderly, should rise steadily until the
_-second decade of the next century and then increase dramatically.’ -

- All of these changes will affect not only the product markets them-
- selves but also the labor markets for the persons in these iiidiiéﬁﬁes.

8. Do PENSION POLICIES HAVE EMPLOYMENT IMPACTS?

- . T Tomy : :
- _In sddition to changes in labor market conditions brought about
by underlying deémographic trends, there are effects brought about
by government and private policies directly. One of the most im-
portant of these is the effect of pensien policles. . - . .
 Although little is known about the magnitude of the effects of
puplic and private pension policies, the direction of the'effects is
usually clear. First, pension policy discourages labor force participa-

piredtohl} ol

) tion by older pegsons. Thp most important.devices which:discourage
- work are the retirement tests employed by social security'and private
pension systems. These tests make receipt of: full pensiom benefits
conditional upon at least partial retirement. In addition, benefit
formulas are usually desi;i)x(i)ed; to encoursge earlier rather than later

" retirement. Thus; total labor force-size is probably rediuced, and the
elderly labor force is reduced dramatically: : .

"~ Second, most private’ pension plans discourage mobility from firm
 to firm and even more so from industry to industry. Although the ;
. passage of ERISA required some protection of the pension rights of

workers who change jobs; often these rights are measured in dollars

. which are not indexed fot.inflation. Thus, for & younger worker, these
“yesting privileges’’ are nearly worthless since the credits will dwindle
in real-terms as inflation takes its toll in.the intervening years be-

' tween the earning of the credits and the claiming of bepefits. -While
" it is unclear how serious an effect this bas on worker mobility; there !
is no doubt that the effect is to reduceit.- - - -~~~ — - - -—- 7
__Becaiuise older worlkers are less mobile and, therefore, more likely to

 stay with a firm until retirement, and_then-qualify for a subsimntial
- pension,_they cost a firmi more than & younger worker who may earn
‘the same pay but is less likely to finish-his/her career at the same firm
and, thus, will be entitled to a much smaller pension. This factor may
cause firms to favor younger workers over older workers in their hiring |
decisions. R o - L
_ Another effect- of pension policies relates to employee compensation.
Some employee groups may have achieved greater levels of total com-
pensation by barganing for more generous pensions, since the: full-
cost of pension benefits may not be felt for some_time; whereas wage
increases impact a firm’s costs immediately.. Where pension coverage
varies within an industry; firms may vary in their attractiveness to
labor based on their mix of, pension benefits versus wage income. =
" There ts.also & maeroecotiomic aspect of.the compensation effect of
pensions. If the net effect of pension plans has been to raise the level. -
of total compensation compared- te what- would be paid in -wages. if *
pensions did not exist, then pension plans may well have resulted in
an increase in the total number of people in the work force. -l

R :
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* IV. ISSUES OF SYSTEM COORDINATION AND DESIGN

v

-
oo [ S S S N S e

. L _Snoutp THE PRESENT MIx or PuUBLIC AND PRIVATE

& ., ProvisioNsFor RETIREMENT INcomME Br Cuingen?

“Thie original idea-bebind; the Social Security Act of 1035 was that
:social security would provide minimum income security in old age

. . for_as many workers and_their families as-possible. Private pensions

o
.
Y

.

-and savings would eventually supplement. that base retirement income. .. -
up to*adequate levels. The ﬁééﬂffégr welfare aid to the poor would & -
“wither ‘away’’ as benefits related to employment matured:” How- :
- ever, despite r ag,ld,‘"i‘fiiiﬂh: in-benefits and jc@éi'gi;é,,,ﬁ@ith@f, of these -
last two.goals. has’been realized fully, and social security has been

stretched - in.two -directions;, playing an implicit. welfare role as well
. 88 8I explidit;getireﬁxent:x:ole; L o T

__ Private pension-plans were relatively few in number until the 1940’s

when pension coverage grew rapidly: %his growth continued through- .. -
© jout: the 1950’5- The percentage of the private work force participating

in pension plan#Taese from 12 percent in 1940 _to 21 percent in 1950,

32 percent 1n 19556, and 41 percent in 1960.?® However, in the 1960’s
_ growth.in private pension coverage slowed, and, as the participation -
* rate for-workers reiched 45 Pé'rce"nt in. 1965, pension analysts were .

predicting that the number of, workers ultimately eligible for private
pensions would not reach 50 percent of the work force until well into :
the 1980’s, or even the 1990’s.” Moreover, there was growing. concern

during the last half of the 1960’s about the equity of various private

" pension rules and financial abuses in certain’ plans. Cases of long-time.
workers being denied benefits due to vesting rules came to light, and
financial scandals were attributed to-mantpers of several large funds.
The hope that private pensions would’ ultimately provide adequate
retirement income for most wotkers became less certain. . . . .

_ The changing outlook for private pensions led to legislation in the

" 1960’s-and early 1970’s to imiprove the adequacy of retirement income.
Beginning in ‘1965, seven separate social security ‘benefit-in reases
... took effect in a 10-year period that yielded a cumulative increase of:
. 120 percent. Adjusting for inflation; ¢hese increases; aimed at devel=
-oping a benefit structure to provide income adequacy; produced a real
"« benefit increase of 48 percent. . ... . .o -o- o o -
At the same time, private pension systems were increasingly regu-

- lated toward the same -objective. Contern -about priv ate pensions
ultimately resulted in a major new effort to regulate private pension.
eligibility and funding -under the Employes Retirement g
Security Act of 1974 (ERISA). S Lo

. Contrary to what many may have expected, the large increases in’
social,securitg,baneﬁts,of. the late 1960's and early. 1970’s and. the
passage of ERISA in 1974 did not signify the beginning of a new era.
of rising wage-replacement rates approaching adequacy, not even for -
the 40 to-50 -percent of workers. covered by private pension plans. -

Rather, the large increases in real social security benefits marked the

end of an era of rapid growth in pension coverage and benefits.”

—_—— Yy T .
7 See William C. Greenoughand F nda,:P-ﬂnﬁ,,, op. cit:, especially pp. 84-8. - - R,
*'Norman B. Tureand Barbara A. Felds, ¢ *ature of Private Péension Plans,”” American Enterprise
Instituta for Public Policy Research, Wsshington, 1078, - -~ - - — - - e
. T sLepublie Pollcy and Private Pension Programs,”” President’s Cotnmittee on Corporate Pension Funds
and other Privats Retirement and Welfare Programs, Washington, January 1965.
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" While public_and privite programs- were modified and public’

" attitudes toward them-shifted, fundamental changes in fertility were
. -ulso taking place, with major imgplications for future -demographic
trends;, and expectations for economic groyth turned pessimistic.

These social and sconomic changes made the financing mechunisms

developed earhier a less viable means of providigng ptbﬁ’f‘iﬁéd benefits
ent: us, in 1977 -

.and led s into a new era of reform and retrench
legislation was enacted that reduced the long-runge cost of soeial
-security, increased the payroll tux, and substantially raised the earn-
ings level to which the payroll tax applies. ---- . - --- - -2
. Since social security taxes and benefits apply for only a portion of
‘taxable wages; it }ié.'s,,{i'e'é‘ii customary for many privite pension plans
to supplement social' security. by concentrating contributions and/or
benefits above the taxable wage ceiling. Such ‘“integrated” plans must

meet certain ﬁf of fairness in order to qualify for tax exemptions
under the Intertal:Reven od -Dankers lrust 1975
271 msjor ipensi'on' plans found that 65 percent of them were integrated
with social i ' : :

seeurity.?® - -

* The rapid increase recently enacted in the social securi ty ii'}igé',ijii:sé;;

from $16,500 in-1977 to $40,200 in 1986, will force many of these pen-

sion’ plans to reevaluate the methods used-to coordinate their benefits

" and contributions with thgse for social security, since social security
"taxes will apply to total waes for 9 percent more workers-in 1986 than

i '1977. The rising wage base means that'the maximum social security
retirement benefit: will be much higher in the long run. Forexample,
using constant 1976 dollars and & real’economic. growth rate of 1.8

percent, the maximum benefit i, 1988 will be 1.7 times the 1978 maxi- -

* mum in constant. dollars; the maximum in 2008 will be 2.3 times the
1978 maximum, gising to 5.2 times the 1978 maximum by 2035.%!
- The pressures on private pensions—from the rise in earnings covered
. by social security; the iﬁi}lﬁigb',Qf,iji‘i;‘?iit?i,i?l,iiii$ to keep benefits caught,
%‘iiwjth inflation, ‘the rising cost of pension plan operation under
RISA;-and the failure of the public-private system to ussure retirees
sdequate financial protection—suggests-the three important issues
which are discussed below: o — o ‘
—Future expectations for private pension offerings. - - .. -
—Future growth in individualized pension arrangements; and
—The future relationship of private pensions to social security.

1. WILL PRIVATE PENBION OFFERINGS LEVEL OFF. OR DECLINE?
. A decision bf a firm or industry to offer its employees participation
in-a pension plan results from considerution of a nuin ?r of factors.
The fuct that pension coverage appears to have léiiéléizﬁéf[; and the
> 4l the fuctors
pted considerable interest in what future de-

y determine

knowledge thit private pensioiis ure under pressire {ro
cited above; has% nsider

velopimetits inl pension oflerings might be. Fuctors th

future pension offerings include:_ . S _

['he impact of rising social : urity ~benefits und covered
earnings; and the nutomatic inflation adjustment.
—Cost incresases associate with ERISX:

—The impuct of rising social security taxe

» 11975 Study-of €orporate Penajon- Plans,’* -BanXkers TFrust Co., New York, 1075.
u Unipublshed fahulations prepared by Upbin Inatitute staft. o

L

I: Revenua Code. The Bankers Trust 1975 study of .

¢
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BGC by ERISA, permitting financially troubled

—Creation of the I ting financial
plans to terminate and have part of the liabilities covered by an
- @@@@P@}! Lo - .- - .- "-- - .- __>_ - ___~_ > ,A,,
—Union b ining and the degree to which certain types of pen--
__sions have become institutionalized in certain industries. - :
—The liberalization in mandatory retirement age limits:

—Changes that may occur in tax treatment for pensions. .-~
—Higher rates of inflation; lower real economic growth, and:looser

labor markets than in the 1960’s era of rapid pension plan growth.
—The profitability of various classes of firms. =~ =
—The popularity of individual retirementaccounts (IRA’s) as alter-

natives toformal pension-plans. ‘ :

. —Future reliance on profit-sharing plans as a source of rétirement °
~imcomejand _ - oo

~.—Trends in public employee plans and their impact on privite .

. sectoremployee expectations and union bargaining. - - . --..
. 7 __The ability of ,geusion ‘experts ta predict the net resultfor pension

' offerings of all these forces-is quite-limited; In-general, however,
developments that increase pension costs to employers; that provide

- employees with greater options for retirement income, or'that weaken

- the institutional and market forces promoting pension offerings will
retard future expansion-of coverage or even diminish present coverage.
- Conversely; a potential combination of factors 'Sii’c% as_ tight labor
markets, continued shcouragernent of pensions through taxlaws, anda
-eonstrained or diminished role for social security could stimulate -
growth in pension coverage: ) . : S

2. WILL INDIVIDUALIZED PENSION ARRANGEMENTS PROLIFERATE? =

- Congress has extended. tax- privileges similar to those accorded

nsion . plans to retirementplans set up by -eligible individuals:
Keogh plans, are available ,@Qﬁélf?iﬁlﬁi’fl@?,éﬂ individuals. Individual
retirement accounts (IRA’s) are avai &%13 to employees in firms with
no_pension plan. While 'there is still a guite restrictive limit on the
portion of one’s salary.that can be put into an IRA or Keogh account;
there will likely be pressure to-relax the limit over time. e
_ Presently; data are limited on the degree to which peisons eligible to
establish I%A or Keogh dplmis have actually done so, the factors that’
. have prompted them to do so; and what the long-term-potential of this
development. may be: The extent to which this avenue is utilized may
: iéig’,,’é@?ﬂ%;iiiﬁtﬁiﬁ’}ﬁ@i‘@ decisions ori pension plan_ terminations

or offerings: From the firm® point of view; ?RA’S, avoid the burden of
ERISA regulation and %olve the problenis of ,Véé,ﬁi,ig and portability.

- However, the IRA will not sefve the function of retaining senipr
workers and reducing turnover as will a pension plan. ‘

PENBIONS AND BOCIAL BECURITY? . . ¢

I3

. 8. WHAT SHOULD THE FUTURE RELATIONSHIP BE BETWEEN PRIVATE

It has long been, argued by some, particularly organized labor, that
sacial security- Eh@ﬁ?bé:iﬁiﬁrﬁiéd;@,,@§ ﬁﬁi”t;%ﬁt, i:ﬁ)rovides an .
adequate retirement income to all workers in and of itself, regardless -
of -the level of %ﬁﬁ@j’?ﬁﬁibﬁ@*WQﬂENE This "argument has been

e effects of inflation on private pensian benefits:

" . . ;‘42 g. .~>‘ ‘ / ’;.'T"ji
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These social security advocates base their case on-the points that only
a Federal system covering most workers can assure a pension that:
(1) Reflects a lifetime’s work; (2) is adjusted for wage increases while
working; (3) is adjusted for price imcreases while retired; and: (4)
offers_ unbroken disability -and survivors’ protection. They regard
private pensions as useful income supplements when available but as
unreliable instruments on_whioh to base planning for a financially
sound retirement by a whole society, given the varying circum-
stanees-in which retirees find themselves. - -
On the-:other hafid, social security does not cover. all earnings for
individuals with high salaries; the proportion of earnings covered has

varied over the years as Congress adjusted the covered wage ceiling.
Thus, private pensions will remain & valuable income supplement so
long as some earnings are not covered b{' social security. Furthermore,
the weighted benefit formula for social security results in .relatively
fow wage-replacement Fates for retirees from-jobs with high salaries,

_LAaR7add YRS i, rptel

which makes private pensions crucial to achievement of a high re-
placement rate for those individuals. The existence of a private pension
‘system also builds in a degree of flexibility that a national system
cannot sustain- with respect- to benefit computation, rules of entitle-
ment, and terms of retirement. L

- Another advantage of retaining a major role for private pensions is

that these plans are funded while social security is.not. Pension funds

assure-the Nation of a vast fund of capital for investment; there is no
-assurance that private savings:f\i'éiilff'gé available in the same magiii-
tude if-private pension funds ceased to exist. - L
- Advocates of reliance on private sector initiative may argue_that
the role: of social security. should be diminished in the future. With
some solution to the ﬁtbgﬂléﬁis— of portability and inflation protection,
the private pension system could offer a retirement income more

oriented toward recent earnings, with social security more explicitly
playing a role of income redistribution and minimum income assur-
ance. One way to diminish the future role of social security under
such a restructuring would be to repeal the wage-indexing system for
~ benefit-entitlement enacted in 1977. Alternatives. considered in 1977
would result in a significantly smaller system and-allow the applica-
tion of the payroll tax to a lower wage base, thereby leaving a bigger
role for private pensions in wage replacement-and & larger share of
}ncom:ar2 available to businesses and individusls to contribute to pension
~ Whether or not major shifts occur in the public/private share of
pension inecom¥, the integration of private plans with social security
will still be s short-term issue. Most plans were designed: to replace
wages at different rates depending on whether an individual’s wage is
above or below the ceiling on social security coverage. Many such
plans are already out of date, in" that they have not revise their
designs with each ChﬁﬁFé in the socfal security wage ceiling. However,
past changes in the ceiling were not us rapid as those enacted in 1977
to become effective in several stages.-This rapid series of increases in
the. wage ceiling will probably ,h)rce,these plans to redesign their
entitlement éiidt;o’i' contribution formulas. . :

_ n For & dIscimslon of ﬁﬁiﬁan%aiiarmﬁy,e;;ncg ,;;,fjxlqndnréiiéi Becurity: Issues for the Bhort and Long
Term,” Congressional Budget Office background paper. July 1977.
45
9
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- Ll‘hg, rules set by IRS ander Which - thmred@mgIl can -oceur for
- tax—exempt plans may cha?8® 83 woll. In 1978, P Carter adminis-
tration ¥roposed a change fp &V°1‘ low-wage workers !horé relative to
current but no action ¥2S taksp, S ilar prop®s may be forth-

' coming in “the future, howe"e

J. Snomm anmmu. CoN’rB‘,’:I‘ Be EXTENDED OvEP PUBmc EMPLOYEE
R¥® REMENT Puans?

The development of retlfement stems for yubllc sy ployees pre-
ceded the 1935 enactment' g ial Secm'lti’ '¥he Federal
civil service system -wss cf ,,,,, d in 1920 from s@Y r&l earlier plans;

numerous State and. ‘ocal -2 P1°yees had their d—Wn pension _plans

rior -to 1935; the mmlitary 1e n'ement gystem of 1928y, ‘though estab-
Eshecl -after World War 11 Srew outyjf older 93:18176!113 ofgmxhtaljy
pensions: When social secus) i i Wis established, F@ le’l‘&l workers were
“not covered (although soc! ec“l'lty credits wer®.'‘8ter extended for
military service); Stat,e]loc*’l OYernments could OPt lor social security-
coverage for their employees ut coverage was B & m&ndatory,,,, as for
private employees. In fact, h;’l;nd&to y coverage o dt&teﬂoctﬂ workers
may be constitutionally pro ta 1ted pecause it woﬂih Tojuire State and
local governmenta to psy % ax (the employers #8te of the payroll
tax) to & Federal trust fu fo
Two basic issues raise qués t'lons about the need,,",!‘,iurther Foderal

intervention in provision of fetiremgpt. protection fO7 Public* employees.

First, there are qtiestxons Dfaq“‘ty raised by the ext?¥ e ce of retirement
systems for Federal and so?® Stﬁte/local em%nyee hat operate inde-

pendently of social Seelll'lt'i ut- which are d in large part by .
t:he same taxpayers who-ar®.’ quired to-pay their . OWn gocial sectm?
taxes. The second issue coP--rus the adequacy;. f"‘h less; and depend-
ability of public employe®. 93;:%1!13 and.whether t18Y should be regu-
lated under ERISA as priv® Pl&ns are.

1. BHOULD BOCIAL gEC ‘TBITY covERAGE BB XNIVEBBAL?

The absencs-of umv,@!?”l Loverg, e for gove nt _workers raises
several problems: One maj" gl‘ b]em js the po for yramiding
‘pension_benefits by- career lic employees: ,?,Dubhc employees
can retire at an early a2 -and ,,,then, throug yent in the

private seofor, acquire. coverage under social seqlii Y uch coverage .

- @ssures an artificially high # O¢1gl Becunt benefit- « ble to that system’s
weighting of small amoun® - plus & py2 ,E,pensxon that 18
 usually based on the last few feﬁrs of highest e . 5. Since move-

ment between the privatd nC . blic sectors i l8lrly common,

men common, F
substantial fraction of for® Public smployees ( ﬂ‘lbo\lt 40 percent; ¢ of

U.S. civil service reureeS) éld’t covered by -so¢i® Security in. their’

. primary careers qualify sublic pensio? A0d gocial security
. ngeﬁt;s This pt;ltentml fofh &voredp treatment i8 Madg more contro-
_ versial by the fact that, in V' ©a8se of Federal civil %Tvants. 45 percent
of civil service retirement i ,uctmﬂl& paid for by tb® Beneral taxpayers;
employer/employee - contriP hlons only providing 21 percent_of the
necessary funds. (Most of the reliiiiﬁiﬂgiunds #T% income from in-
vestment of the trust fund 258eta.) , , -

Y ]

Ay




Q

ERIC

Aruitoxt provided by Eic:

e

_. Congress has taken one step to correct this inequity: In 1977, a -

- Social Security Act amendment provided that a person receiving

- & spouse’s bemnefit under social security would have that benefit

reduced if a public employee pension were also received. In- 1979,

- President Carter proposed. that an offset; limited in amount according
to benefit anivurt, be applied against social security bernefit payments
for all dual beneficidries of social security and civil service retirement.
. ‘Another ‘problem with lack of universal coverage is that gaps in
retirement ‘protection have resulted. For example, although retired

U.S:.: workers receive automstic cost-of-living ad]iustments to their

pension- amounts, most State and fecal retirees-do.not receive full

inflation adjustments: Thus, in the jurisdictions that_do not have
Sbg:iiiij.lg security coverage, protection of retirees against inflation is often
lacking: : . R .

. Another gap in coverage oceurs with respect:to disability and sur-

vivors’ coverage: A pers%n switching' between public and private

employment may lose distbility or
of several years, even if the worker already has earned retirement
protection under social -security.. This: gap for disability coverage
results from o rule that 20 of the last 40 quarters of work must have
been in social security covered employment to receive these auxiliary
entitlements. Public employee plans often have similar-rules. Thus,
" a job switcher may wind. up with disability or survivors’ coverage
under neither system, whife a person-moving between private jobs
would at.least retain full coverage under social security: , = .
__A study of universal coverage options was recently completed by an

* HEW task force under a congressional mandate.

2; SHOULD FEDERAL REGULATION BE EXTENDED TO PUBLIC EMPLOYEE
/ PLANS?
R : P . o :
~_Two Federal laws have a significant impact on private pensions.
The first is the Internul Revenue Code; which exempts from taxation
contributions to pension plans and earnings on pension plan assets.
A plan must qualify for the exemption by meeting a_test of non-
diserimination with-respect to employee coverage, rules for variations

in benefits by wage level; and the .contributions made on behalf of;

and/or reguired of, different employees. Differentialsum ong employees

_ ure permitted by IRS, but the allowable differentials are limited and

* are relited to the weighting of benefits by sociil security in fuvor of
workers with low covered earnings. Thus; these tax ééj?:i 1

manner 1n-which plans define coverage and structure benefits and/or
contributjons; o o e :

“The: selond Federal law significantly -affecting private pensions is

ERISA: Enacted in 1974 to 1amprove the reliability and adequacy of
the private pension-system, this act applies Federal standards to plans
with respect to vesting rules; funding standards; financial reporting
and disclosure, portfolio management und other aspects of . plans,
includihg a system of insurance protection for participants-in. ter-
. minated plans. While these rules miny be improving pension protection
for workers under existing plans, the greater costs imposed by ERISA’s
requirements may prompt. termination of marginal plans and dis-
courage formation of new plans. )

bility or survivors’-coverage for a period .
ty. ] overage lor & perio

1 provisions-
encourage the establishment of privats pension plans but uffect the-

)
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- Neither off these laws has been extended to public employee plans;
- but the possibility of doing so is currently at issue. With respect to
-~ taxation; public e nployee -plans’ contributions and earnings are not
now t,ﬁx’qi,,,,b;ij,t;IRg has considered applying the same. alifications

for tax exemption as aie used for private plans. Mos public employee
ans would not meet that test and thus would be sdbject to t&xutioz;‘

While State and local governments could not be taxed, plan contris
butions and earnings could be attributed to the person income of

State and local employees and taxed accordingly. ‘Congress has con-

sidered legislating a prohibition against such Iig;ﬁb&iéﬁ,_ . L
__When-ERISA was: enacted; exténsion of its provisions to piblie
employes plans was.debated, but instead & congressional study was -
autl on,zédl,j,wmh legislation deferred. for later consideration: The study -
* by the House Pension Task Force has been completed,® and legislation

to establish Federal standards for public employee plans has been intro-

duced. A primary concern is the extent to which such standards should

deviate from those-under ERISA. It might Jbe partict er difficult to
?Eiﬂ? a requirement for full advance funding of future liabilities to
t 8;. sing

- the public plans-as now applies to private plans; since most public
g}: 18 are funded at least partially by a State or local tax levy that the
- Federal Government' may be reluctant to force- highér. Another key
consideration will be whether Federal standards should apply uni-

formly without regard to'level of government, size of government, or
type of employee. : ' )

K. SnouLp tuE Sociar Insusaivcs Arrroaci 1o Oip Aas

. " INcoME SecuriTY ‘BE Revisepn? i
_Social security benefits bocame available to & broad spectrum of
ia;égple,,at'a time whan}fgde’i:ij’l efforts to alleviate poverty were mini-
mal. There was ne-Federal aid to low-income, aged, blind, or disabled

individuals through SSI, no medieaid or medicare; no fpod stamps, far

less was fhent than now on subsidized housing, ‘and federally aided

State wel are: payments to families were much more limited. Thus,

available, social security was used as a vehicle to reach many low-
income -people; and the “social insurance approach”-of income sup-
pﬁrtLthéi@g’y;iill persans in & given risk group were aided without
regard to income, became -a poptilar tool for athisvement of social .
progress for 30 years through the mid=1960’s.-- - - _ Lo e
... However, the “war on poverty’ focus of that decade led to a pro-
liferation dnd. expansion of needs-tested benefits that caused remewed,
questioning of ge social welfare tilt that the social security-system
had acquired over its first 30 years.* Thé fiscal squeeze that-became
apparent in the 1970’s added to the concern that overlaps between
welfare programs and welfare-related feutures of social security should
. be rationalized to reduce the total amount of tax dollars necessary to
~ assure a given level of minimum incomeé protection throughout society
or for §§l%’gtéd groups. Also; a rediiction in total Federal benefit costs
would leave more. funds available '

to individuals and businesses for

2 “Penslon Task Forcs Report on Public Employes Retiremont Bysteiiis,” Hotse Commitjes on Edu.

cation and-Labor, U.8. Congr o8, 95th Congress, 2d Seesion, Mar. 8,198, - Y 0

'wagjor, Ldlléﬁii{&h, ses ‘‘The Report of the President’s Commission on Jiicorne Maintenance Programs,’
ngton, 1969, : o

Y '

46

&



- private initiatives, including expansion of private savings, pension
coverage,-or increased pension benefits. .. - - - -
" To make social security more purely related to wage replacement
_ reises numerous issies, which are discussed below ih relation to options

f_g: (1) More needs-tested aid to the aged; and (2) less needs-tested
aid. . R 5

1., SHOULD GREATER RELIANCE ON NEEDS-TESTED BENEFITS FOR THE
AGED REPLACE PART OF SOCIAL SECURITY?
- Replacing with needs-tested benefits the aspects of social security
benefits that deviate from the system's original purpose (i-e. pro-
wision of individual retirement annuities) would raise a number of
- problems with respect to both the retirement and welfare ?stems;
such as: , ' oL P AR S
ula more closely related to past
T-wage replacement rates for persons

—A social security benefit -
earnings could result in loy €8 1or person:
with histories .of low earniygs, many of whom have low total
incomes as- well—such-a benefit formula would also medify -the
basic factor upon which: privaugpension plans have based their
coordination -with soeial security benefits (i.e,; that low-wage
workers will have hiﬁh replacement rates independent: of private
pension - benefits), - thereby. resulting in a.need to restructure
gl’imlte pension plans. . S

—Individual annuities for women without regard to family status
could have deleterious effects on the finanginl well-being of low--
inicome families where one spouse has had f

income families 6 0116 SPi ittle work experience,
unless substantia! benefits were credited to homemakers for their
unpaid services: - -~ . . - - S S
—As#rimming of certain welfare aspects-of the social-security system
(e.g., in disability benefits, students’ benefits, other survivors’
* benefits) would adversely-1mpact-some -needy individuals who
would fail to_qualify for welfare benefits given the inequities and
gaps in existing Federal, State, and local welfare programs.. = .
—Greater reliance on SSI' for old age income support -would in- -
crease an aged person’s financial disincentives to work for those

who were newly eligible for SSI; and - , o

:Bégirfé@;;éggi@gﬁidg@s:ﬁﬁd,,ﬁdqwgm younger than age 66
< .- would not ggmlei£@"SSI under present rules.- - - - -
-~ Other issues raised by-greater reliance on welfare -aid for imcome
assistance to the aged, even with improvements in SSI, include: -

—The philosophical issue of the value to individuals of perceived

earned rights under social security versus the social stigma of

~ agcepting welfare: S L s

—The past_experience of low participation rates for eligible aged

individuals in welfare programs; and - ) SR

—The problem of even more recipients having to cope with. the

redtape of multiple Federal and State welfare programs; which .-
could be-simplified only by sweeping reforms that Gon%-ess has . *
effo

so far refused to enact despite recent welfare reform
 the Carter administration. . -~ - i o
Also, improvements in welfare aid for-the aged; blind, and disabled
under SSI aspart of & reorientation of social security away from

4
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‘ !!l@’%gﬁﬂéﬂﬁiﬂﬂﬁjﬂh@@@béﬁ the preferred treatment already
orded those ps compared -to other categories of needy indi-
viduals and families. _ :
Do o [0S . .
‘2, BHOULD A m'ii!ﬁ oF UNMBESL( GRANTS FOR THHAGED BE ADOPTED?
- One approach that some advocate would permit both & reorientation
of social security toward retirement and a reduced need for welfare aid
through -the establishment of equal grants for each individual over &
certain age without regard to past earnings or current need. These
g)sercagxm" old age grants would set a basic income floor without
e stigma. of welfare needs tests and would -permit Federal inceme
assurance for th,ga%ge*d independent of the design and financing of
social seﬁgtybe.n ts. - o o T
The primary disadvantages of a per capita old age grant are: —
—As with social security, these grants would be an expensive way
to maintain a Hoor under income since they would go to people
at- all -income levels, although making the grants taxable and
. restructuring socigl security to take the grants into account could
‘ greatly reduce the net cost. oL o
—GQiven the wide disparities in welfare benefit levels, it is unlikely
that. old- age iﬁ'lints -would permit elimination of the.various -
progr —rather, some:system of State supplements; perhaps
- with'Federal aid, would be needed; and = . -~ _ ° =
+ —Social security beneficigries too young. to receive. & per capita .
grant. could -experience ffinancial difficulty under a restructured

system; given.the inadequacy of welfare benefits and coverage.
already discussed above. = - - D
L. How Shoutp Mhsor CuaneEs iN RETIREMENT POLICIES AND

., . BENEFrT SysTEMS BE IMPLEMENTED?

‘While transition in public policies is never simple or painless; change -
relating to-policies that affect the economilywell-being of people in
old age is particularly complex, and how b8st to make major transi-
tions s dn issue in-itself.-- - - . o

- The enormity of & policy change that impacts the financial affairs
of millions of individuals is further complicated in the case' of.retire-
ment and pension policy by the’ fact that the financing of one’s
- retirement 1s a lifelong- concern. Also, the-fatt- that-every employer;
whether public or private, and every union has a stake in retirement
 policies and. pension systems means that change in public pelicy-has
- ramifieatiqns far beyond the relationship between the Federal Gov-
- ernment. and individual beneficiaries. Thus, in setting an agenda for
. policy_change, it is vital to distinguish clearly those matiers. that
 mus be handled quickly and how they can be dealt with effectively,
recognizing also that most issues, although not necessarily demanding
" short-run solutions, are often resolved more painlessly if tackled years
in advance of the anticipated consequences. -~ .
.. Aside from the political, economic, budgetary or social urgencies
that determine short-run priorities, & number of other matters should
. be considered in’ changing policy: . = _ e s
* —How will different individuals be affected financially over their

- lifetimes? -

-



. ] . ;’ .
'——Whﬁtds %he releva.nt tlme penod over- Whlch mdlwdual retu'ement

pltmmngl usuuﬂy occurs, or should occur; without dxsmptlon by
policy change? - -
—@Qiven tlmtrmost magor pohcy changes must differentiate amo
affected individuals by “grandfathering’ certain cases under- 015
laws; ¢ ﬁwmg people chowes between ol new laws; or providing
special transition provisions for c& ain people, what legal issues
L arise from such differentiation?
\. -——How quickly can changes in_the social secunty system be 1mple-
~. - mented from an administrative viewpoint? -
"EHOW quickly can public and private employee plans be revxsed?
i—How- will individual behavior in work and saving be modified in

; .adjusting to changes in policy?
"+ —How - employers’ pensxon offerings be adjusted under new

ohcxes? ] )
low long will it take to realize the positive achievements that

-are the goal of a policy change?

These considerations suggest that'i-hoosmg the right tlmes and
pnormee for political resolution of policy issues and the best means:
of ‘transition may be equally as important as any other aspect of
deliberations over aged mcome and employment po icies. ,

RN ' 1o o
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literature on the eco
The view one gains from

OF SIGNIFICANT FINDINGS

ation fiow in process is 8 Plenomanon

S.|poptl: =
d wh ﬂgffdiscussed;fmsented here-15.& review of

this review is uneven in-its

economic aspects of aging Xe.g.; the financial consequeRtes for the
social security system) have) been throughly analyzed, Other topics
have been studied but with inconclusive results (Big'fii?ﬁtirement

behavior and future labor supy
have seen little research (e.g., the overall public financey
*-This chapter addresses the stonomic impacts of an sgif

and presents signifi

'yggwt"; {4) pension plans and financial markets; nd (% migration
and-

(1) Employment; (2) iricoms, consumption_and weslth (3)

v of the elderly), and still 0¥38r subjects
blications
ificant findings organized aroumd-1

regional development. The distinction is thus drawd “Stween the

economic impatts of the aging of individuals versus the '“Ring” of &

_ population t

rough & shift in its distribution by age-We Vil concern

" ourselves with the latter situatipn. Thuss for example, . %'® shall not
 discuss the economic impect on an individual of his or BT transition
from worker to retiree-but instead.address the aggreg®™ effects of

status. -

an increasing proportion of individuals moving from wo °r to retired

" "Fhe aging of & population can be measured in various ¥A¥s:{1) By

an.increase in the median age; (2) by an increase in

bo absolute

number of elderly individuals; or (3) by an increase in. tI% Broportion

 of ‘aged! to the total population. Regardless of the criter.on ytilized;

the- U-S:_population will age over the coming decades 17°° the early

part of the next century. =

- P11.1976, the medisn ags in- the United States was 20 yoBIS: however,
by the year.2020, the median age is projected to be 37:; As table 1

demonstrates, the absolute numbers of elderly persons Wi lise so that
by the year 2030, there will be 55 million elderly, double. the number

in 19772 ;’,Iéhé@@dga@ggigﬁj of elderly in the total populat’®N will algo -

T ety St :
¢ 'l‘hro%ghoutihh chapter we will generally define the aged as.those. M,Qﬂ,gl(!"‘;‘n,y
<_Cases, such as the pensioners who retired prior to 65, aleas rigid-de elorrouﬁ i Py
TN 9-U-8,- Bureau of the Census, Current Fopulatic Gﬁ‘ :wﬁa'igled o, 107 w‘ i
Popuistion of the United Btates: 1977 to 2050, - U.8. GV, O Int 1.7, The, dife

" %lﬁi!‘l,!?t{gl%m' motio rdlng foture frtility rates)
; nl ring assumptions regarding future fer rates). . -
9, 1is can be stated g'ng-m ol certal 65070

--3 Thiy can

2080 are Already alive. The Lgm)gcupn of these.cohorts relies mainly upon assuriptl
and net immigration rates. These two

, reaching & peak of 18.3 percent in th® Year 2030.
' e S ey R 5
a3 P-25, NO. e[ Qlecrions of the

v, 14, (Berles
erices i(ro due

Current Population-
a1.4 and seriea ITI at 4

ity sifica tha persons who will be65 20016y 1y the year

on%, %t mortatity rates

Mfluences demo-

wit
{actors ara Jes3 volatile than'the third factor w

graphic estimates, viz, ture fertility rates. -

C
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Source: Current PopelationReports, series P-25, No. 704 (1977). Complled from tables 8 and 11. Series 11 projections.

i

“To understand the economic impacts of this Fogulatxon aging, it is
t. i .

useful to examine the dynamic determinants ¢

useful to « 1 e aging process: A
population which- ages: because Offgé-rélﬁtéd”?h:an”:g’ es -In- mortality
rates, for example, may be quite different from a population whic

" -ages a8 a result of dechning fertility rates, and the resultant popula-
tion. compositions would in turn -exert different-economic impacts.

Therefore; the next section discusses the components of population

change and their relative contribution to the projected.aging of the
U.S. population; _ : o
TaE DETERMINANTS OF AGE STRUCTURE CHANGE

The age composition of any given population s determined l%y

mortality rates, nef immigration rates and fertility rates. The signifi-

cance of each of these factors in the projected aging of the population

is discissed below. @ ) 3
MORTALITY

nation of po&\gatmn growth during the 19th and esrly 20th centuries,
its relative mnfluence has diminished since then. At the start of the
20th century, 35 percent of white and 58 percent of nonwhite female
* infants died before attaining age 45. By the mid-20th century;, how-

- ever, mortality ‘rates had undergone a significant decline. In 1900,
death rates per-1,000 population were, 17 for whites and 25 for non-
whites. By 1980;-comparable rates were 9.5 for whites and 10:1 for

" nonwhites (Taeuber, 1972). Advances in sanitation and medical tech--

niques, as" well as-increased levels of education and income have all-

contributed to declining mortality rates, so thut_th 1975, the_crude
death rate was 8.9 per 1,000, the lowest rate in.U.S. history.* Death
rates for the middle .and older age groups declined significantly in the
1973-76 period ‘due largely to a rediiction in deaths from cardiovas-

x,?éntimc at birth had increased to 69:1

- cular disesses.* By 1977, life e
for males and 77 for f’e’m:ile"s.;
- 4.U.8. Pureaiiof the Census; Current Population Reports, series P-25, Nc: 706, “Estimates of the Popu:
htik:n of the United States and Coniporieiits of Change: 1040 to 1976,” tfs qu, Ylahlngton, D.c., 1977,
:.'nri'o‘f‘ nal Cnter for Health Btatisties, Monithly Vital Statistics Report, val. 24, N&. 13, Jurie 1076, table
__8 Burest of the Certaus, Current Population Reports; series P-25, No. 704; ** Projectlois ¢{ this Populatioii
of the Unlted Btates: 1077 to 2080, U.8. GPO, allhlngto'n, D.C., 1977, p. 1. ol 1o vopit
N ' i

.",.: . s 151 .

- While mortality rate ipduction played a major role id the determi-

Based on recent research on futuie
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Aruitoxt provided by Eic:

_ (Taeuber, 1972). While net civilian immigration rates
‘ relatively stable since 1950, larger percentages of the net change in

-~ *'327,000 in 1976, or .5 per- 1,000 population.® Such estimate

Nt

Pl

trends in mortality,’ average life expectancy at birth is estimated to .
be 71.8 years for males and 81 years for females in the year 2020,

_However, further reductions in mortality rates are expected to be

' “quite small, and therefore mortality will exert relatively little influence

over projected changes in the demographic composition of_the popu-
lation.? Estimates cited by Jacob Siegel, for example, indicate that

- complete elimination of cancer mortality would only add 2.5 years to

life expectancy at birth (Siegel, 1978). :
| : © mpwoeration

__Net immigration has historically been a major contributor to U.S.

population growth:: Recently; however; legal immigration has been
strictly -controlled and has “l,itrt,l'emimp}ig’trrbnird:emt@grrﬁ;};iihiq structure

F'Q yulation have been attributable to new immigration as a result of
alling birth rates. Net civilian immigration was estimated to be
I ates-do not
incliide temporary workers, foréign-$tudents;, exchange aliens, and
illegal residents (Keely; 1972). The Immigration and Naturalization
Service apprehended over 800,000 illegal aliens in 1976, almost two
and one-half times the number of legal entrants. Estimates of the
total number of illegal immigrants present in the country vary widely,.
with some setting the iiij,tii%jéi‘ at-two 'to four times the number -of
apprehensions. Lack of reliable data regarding the total number and
demographic characteristics of- the -llegal alien population precludes

speculation as to how this group affects the current or future demo-
graphic composition of the total population. Population projections

published by the Census Bureau generally set net irhmigration:at

400,000 per year, refle¢ting the. observed trends in legal immigration

.. over.the last 5 years:!® However; the degree of accuracy of this estimate .
7 and the true mmpact of immigration upon the demographic compo-
~“sition of the population remain unclear.

e L
. : FER'ijLi'i‘Y - -

. - Most. of the fluctuation in post-World War II population growth

can be’ ékﬁlﬁhéd:bj’,ﬂﬁbtij%ﬁg birth rateg. The total fertility rate in

1957 was 3,760; by 1976, it/had decreased to 1,760." It is this decline

. in- the birth-rate coupled with the high' fertility rates of the past

which will result _in increased proportiohs of elderly ggt@ﬁé,iﬁj}ié
population. The ‘‘baby boom” population born after World War 11

© will attain age ‘65 in the early {mr,t of thé next cemtury; the high
te

fertility rate of 1957 which resulted in large numbers ol young.de-.

pendents will translate into large numbers of old dependents in the *.

-t Hoelai Heciirity- Adminlstration, Ofice. ol the Actuiiry, ‘‘United States Population Projections for
OABDHI Cost Pstimates,” actuarial study No. 76. June-1977: T h™br
A Fora riscussion of ptudles which ana,rumxu declines {n mortality rates; see Harold S8heppard snd
8arp Rix, “The Orayingof Working-America,”” New York, Free Press, w77, .
). Current Population. Raparts, P-25, No. 700, D.2. . . . .
10 Keely argucs that no trend {8 discerniblo. He states that Insufliciont timo has elapsed since rocdiit chaiiges
to Immigration Iaws fcr & l’rﬂn,munm,!,o,,emrrgr,.,,, I
"1 The total fertiiity rato Is the number cf birtha-that 1,000-% omen would have.In_thelr_fefliie i _at
each.yenr of chilldbearing age, thoy experienced the birth rates occurring {n the specified calendar year.
Current Pcpulation Reports, P-22, No. 706, p. 1. RN
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© year 2022. Shoiild low fertility rates prevail over the coming decades,
- the proportion of the elderly could reach 22 percent of the total popula-
tion by the year 2030.” . . . . . NS
- The economic impacts which will be experienced as-a result of these
-~ demographic. shifts depend upon more than the absolute or relative

2 .,

increase in elderly persons. Sinee the elderly are npt-a homogeneous - . .

Erou, the nature of the economic impacts will be détermined in part’
y the characteristics of the elderly population. The following section
discusses the socioseonomic com;ysxticzl'of the future aged.

. SO

SocioceNomic ComposITION oF THE ELBERLY PoPULATION IN THE
: - 2l1sr CENTURY " :

" The relative economic. impacts of the increasipg proportion of
elderly persons will be shaped by ‘various. characteristics including
ize'; race; sex; living. arrangements; Ahd labor force ﬁ:ii'tiéijiéggijii

gatterns. In general, the subgroups of tie elderly who will be growing
ost rapidly are precitely those whom Jn the past have been most
disadvantaged: the very old, nonwhites, and. females. - T

¢ 4Pt THE VERY OLD o RSN

. Within ‘the_coitext of population aging lies another abservable
trend—the aging of the elderly -population itself. While.the elderly.

will comprise a gredter proportion of: the total future population, the .

very old—those age 75 or over—will ¢omprise a greater proportion
of -the elderly (until- the-large influx of new 85-year-olds begins in

~ 2006). Table 2 shows this shifting age structure for those age 65 or .

" older. ——

TABLE 2.—AGE STRUCTURE OF THE ECOERLY POPULATION; 1877-2030

TAgeTSpls . AmeSte e 7
Il Pets Pet- .. Por- Per- . Per- Par-

Popu- _cent - cent m:" _cont - cent  cent u-
i E o i B
B Pohe o5y nawy Tavon 65 glus

8
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i

-({"n?.'LmS'J 65 glus  sands)

&
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Soura: Curent popiaion rpors 2, Wo. 104, table & and 11, e 1 proecions.

. _As table 2 indigates, the proportion of the population sge 75.or
older is p,roi]ected to rise from 4.07 percent-in-1977 to 7.71 percent by
2030, and the proportion of the elderly who are 75 or older will reac
45 percent by 2000. The proportion aged 85 -or older will double, from

B less than 1 percent to slmost 2 percent, and 12 percent of the elderly”

will ‘be age 85-or older-in-2000. Greater. proportions of the very old

among the elderly can be expected to influence the economic impacts
of -population aging. The very old are more likely to be in ill health,

are more limited in their mobility, and generdlly have lower incomes. -

-1t Tho Buresu of the Census publishes three serits of population. projec ti&ﬁi.@iﬁ&li’eﬂ&i’éiﬂii’a&?g '
es 1.

. jimnber of lifetirie birtha per woman of 2.7, series II teflects aversge births of 2.1; and serios I1I assum
birthe per woman.- - - —— - - —- —-- - A o
11 Current Population Repbrts, P-25,'Nc. 704; serias 111 projection, table 12, p. 71. ’
. S :
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In 1970, 1.4 percent of those aged 65 to 74 resided in nursing homes;
compared-to 8.1 percent of those aged -75 or older.!' The.older sub-
groups also_experienced longer stays in nursing-homes. "Those age
85 to 74- experienced 4,397 nursing home days per 1,000 persons in
1973-74; those age 75 to 84 spent 21;485 days; and. those age 85 and

< over spert 86,364 days in nursing homes per 1,000 .persons (Kovar,
1977). A%zlwoximately 57 percent of the cost of this nursing home :
care was financed by public programs, with the remainder privately - -
.. financed. In fiscal year 1977; nursing home care for those age 65 and
* ‘over cost an estimated $10.5 billion, or, $446 per-capita: The. higher -
_utilization rates and longer stays experienced by thosé age 75 and.
above would translate into an even higher per capita cost (Gibson
. and Fisher; 1979).- In_addition; the very eold who reside outside of
institutions require relatively more services to help them funection’ .
“in a community-setting. This is due partially to the.problems asso-"
ciated with advanced age and partially to the fact that a high per-
centage of the very old live alone (approximately 35 percent in 1975).
. The very old are also more likely to be economically deprived. Ap-
Erognméte y-17-percent of all persons age 72 and above had incomes
_ below the poverty level in 1975."The overwhelming majority of these
\féiéléé?k?: poor_received all their money income from social security
benefits or other transfer payments.’® Thus; the aging of the elderly
popiulation is 4 significant trend which will affect the magnitude and
direction of economic impacts.
THE MINORITY ELDERLY
" The racial composition of the elderly ;population will also: affect the .
nature of economic impacts. In 1977;,:nonwhites comprised 9.25.per-

cent.of the total population age 65 or over; by the year 2000; nonwhites .

are_projected to comprise:11.5 percent of -the elderly population.'®:.
Tlie nonwhite population is projected to grow im numger abo@t 300

_ .percent by 2035 (as ¢ompared -to 115 percent for all races). These
.+ differing growth rates will .cause the proportion of nonwhites in’the
‘elderly: popiilation to-increase from one-tenth in 1978 to one-sixth’

" in 2035 (Fowles; 1978). = - o
- ‘The nonyvhite elderly poj
advantaged than the eld[(,ar
out that in 1072, black elderly units were less. likely than whites: to

hgve social security benefits; other public or private pension benefits,
of income from assets (Abbott, 1977). Thompson also reported that
__ black workers were less likely than whites to have been covered by -
“ & pension on their longest-job. In addition; those blacks who were
covered were less likely to receive benefits (Thompson, 1979). The
1974 median income’ for families headed by a 65-year-old was $7;519
for whites and $4;909 for blacks.-While only & small percentage of the
elderly were-dependent upon public_assistance payments, a large
percentage of the black élJéﬂywefé dependent upon such transfers:

ulation has been more economically dis-

y .population in general. Abbott pointed

—iJlUrﬁrrﬁi;ii-iiii of €hi§ Censiis. Cerisis 61 Population: 1960, Final Report PC(2)-RA; Inmates of Tnatitu-
tions, table 7. - - — - - - -- - S - S
__ U8, Bureniiof thi Cening._Ciirreiit. Population_Reports; serles P-60, No. haracteristics of the -
PoPulg,tﬁqn’nqlgyg the Poverty Lovek-1975,-U. 8. GPO, Washington, 13.(1., 1977, table 15. . :

W Current Population Reports, P-25, No. 704, tablo 8. .

- '
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_ Abbott has noted that numerous-studies of the income status of the
agod treat the aged as & homogeneous group and ignore the compara-
tively disadvantaged:situation of the glﬁc elderly. Unless the rela-
tive economic position of whites versus nonwhites improves in the
coming decade, the increasing proportion of blacks in the elderly
population will significantly affect the economi¢ impacts of popula-

* tion aging. N
e AGED WOMEN

experiencing high;fmwth,,riités. Women -now ‘constitute a_greater
proportion of the elderly than in the past. In 1975; there were only
69 males for every 100 females age 65 and over in the. United States,
It is anticipated that this ratio will fall until the year 2000 and then
begin to rise again; reaching 88-males for overy 100 females in the year
2030.7 Women also have greater life expectancies than men, so that
white' women who_were 80_years old in 1975 could expect to live an
additional 22 years, about 5 years longer than white men-of the same
age (Fowles; 1978). Thus, women will likely make up a proportion of
the_very old population: A ‘ R

- Elderly svomer-are more likely

me to 'g&iﬁeﬁencé;pgverty ‘than men.

Over 18 percent: of women age 65/and over had -incomes-below the
poverty level in-1975, compared wifh 12 percent for elderly men. More
significantly, women compriSed over 69. percent of the aged poverty
. population in 1975 (ovér 72 percent of the poverty ‘population age 72
and over):'® : . e .. DT T T_IITT DI T I
_ Elderly women are far more likely to live alone than are elderly
. men a.ndy are thus more likély;tb,ré,quj'ré,s;jji?gttjve ser¥ices. In 1975,
- 40.3 percent of all women age 65 and over lived alone, compared to
14.9 percent for méh in the same age group. The likelihood of being
widowed (and therefore the likelihood of living elone) increased with
age: Thirty-nine percent-of all women age 65 to 71 in 1975 were

widowed; while 65 percent age 72 and above were widowed.- One- .

In sdditigh, widows constituted over half the nursing home population
and thpée-fourths of ﬁli'e’l'derly womien in such institutions (Fowles;
1978). . .- .. . .« e mimoooe imeeoem e T
1t is possible that the current and,projected high female labor force
- participation rates, future improvements in EY@Q@,%@ coverage,
and future social security reforms providing more equitable treatment
of women will ameliorate the relative position of the future female
elderly. However, at the present time, it should be noted that an
increasing proportion-of females in the eldg'gl‘ilij population will influence

ﬁl'ie degree of the economic impacts of population aging.

quiite;?‘éheseverydm widows had income below the poverty levek:!'?

- ‘ DEPENDENCY RATES b
economic. impacts—living arrangements and laber-force -participa-
tion—will be discussed within the context of dependency ratios: These

ratios provide a meaningful framework within which the impacts of

o~

it Ciirrenit Popiilation HenIEs, P-23, No. 56, p. 12 57d p. 25, No. 704, table 11. .
::?b‘llgmt Population Re , P60, No. 108, p. 79. - Y
. N - ' ) . N

__Females constitute the final suﬁ%‘dup of the ‘slderly which will be -

- Two remaining factofs which. will greatly . mﬂgencetfxe degree of




RE

vol._ln, No. 43; p.

’

5
P

. -y -
. : . . b .
! : . .’?,*;-‘;‘-
: I 2 e .
“. s e - .
4 ,"v..‘v"‘, ‘ ‘z . 0

7

v

futute trends'in living dihngements and labor forcs participation rates
-can be: examined. B S

- -Traditionally; the “dependent-age’” popilation has been defined as
those under 18 or 21' and those age 65 and over: The definition reflects
the idea that Eéi‘éons in these age groups are ot expected to be mem-
bers of the labor force and are therefore noncontr: utors (o the pro-
ductive sector of the population: These groups, therefore; are consid-
éred ‘‘dependents’” of the productive-age popwlation: With regard to
the -elderly, the economic burden for their. support ‘rests-on later
generations; thus the dependency ratio (number o eldetFly to number

of productive-age persons) is of prime importance. For- example,
pay-as-you-go pension programs, such as social security, must respond’
to changing -dependency -ratios if they are to retain their current
strueture and future solvency: - T B . :

- The first type of dependency ratio which will bs examined- is the
familial dependency ratio: This measure is a-type of “fertility rate in
reverse’ in that it relates parents to children rather than children to

parents in determining the level of support which the elderly can expect -
rom their children.’® Such ratios relate the number of _persons age
65 to 84 -to the number of their children age 45 to 49 to illustrate

intergenerational familial age-dependency rati¢s.”! In 1975; this ratio

was 174; in 2020, the ratio is ﬁ)rojected,to reach 235,
Famihal dependency can also be reflected in living' arrangements

and intergenerational transfers of incoms from -the young to.the

elderly. Nonmonetary transfers of resources within extended family

relationships constitute the principal source of direct #ssistaiice to the
elderly by relatives: . . S mIiomo

.- The extended family concept has been declining in p g
the-last- few decades: Increasing numbers of-elderly individuals:have
been maintaining their own:-households; living alone or with nonrela-

tives. About 15 percent of elderly men and 37 percent of elderly women

opularity over

maintained their own households-in 1975.% This trend may continue
into the future when the elderly have fewer children to-call upon for
s,upipourt.”t Rosenheim has suggested that government programs have
replaced family responsibilities, altering the patterns of family rela- -
tionships (Rosenheim, 1965). Should su¢h trends persist; the relative
““burden” of providing assistance to the elderly would increasingly
shift from the family to_the society in general. - - - . :
- Society’s ‘‘burden’’ of providing assistance to the elderly is examined
through the sacietal dependency _ratio.- Societal. dependency is of
ﬁ-reater impb;t"’;' Jor the older nonworking oup than for the younger
dependent grafip*for three reasons- (ngri‘ and_Spengler). First;
much of the expghditures on young dependents takes the form of

human capital-building (e:g;; 'schoohng, training) which improves

:ﬁ: glgi.éﬁt Poptilation Reports, P23, No. 59, p. 55. ] o N .
% The Urban Inistitiite, “Inconie Adequacy and the Eiderly: Priority Research Tssues,” Mar. 31; 1977,
PR3, it ' te I

"1 Currerit_Pop
3 Robert Butler, head of the N

tion Reports, P-23, No. 59, p. 49 - T oo Lol -
National Institute of K?hg.Jummndzuthhpolnt {n his statement: My
wifa and I will be ini goo ape, because we were explosive. We had four children; we lost one, but we liave
three.- 8o, presumably, if- !g}[ retaln thelr health, when we get Into our old age, we'll have three children
to call upon. For thé post-World War 1f genemtlen there won't be-as many children.” Quoted in R. 1.
Samnelw.n, ‘—%A,gin%—ﬁ;meﬂed—wm Wil Bhoulder the Growiiig Burden?'* National. Jo , Oct. 28, 1978,

£
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their. future productivity and usefulness to society. However; ox-
?&id;i,tjii‘éé; for- elderly dependents largely fulfill a maintenance-typs .
uniction aand are not recouped later by society in the form of increased -
human capital. Ih@é’réf:dré.,,&@:rk@nd,,peﬁgl'e"r— argue that a reallocation
of resources toward: older dependents may lowar the future-rate- of
- economic growth (Hogan, 1974). Second, u significant change in the
relative spending on younger -versus older dependents will -involve
a shift iggf{p@@ﬁturﬁs by level of government, since expenditures for
youths are primarily undertaken by families and State and local
. governments while expenditures. for the elderly are undertaken '
primarily at the Federal level. Third, they further point out that

government expenditures for older dependents are three times larger
than those for youths.- Thus;-the dependency ratio for the elderly
populdtion is of crucial importancé in determining the economic
1m;l)‘a'c,t of a-growing -proportion of elderly. . - . .
he dependency ratio is by definition based upon labor force partici-
pation-since it is designed to measure-the ratio of nonworkers. to
workers: The ratio will differ; therefors; based upon both the relative
size of the elderly and working-uge populations and-the work. patterns
of those groups—the ages at which persons enter the labor force and
withdraw fromit. - - - T T T
, Since World War II; the age of entry into the-labor force has risen
~ while the uge of oxit has fallen: The oversll rate of labor force partici-
pation has remained relatively stable; however because the decline in

‘male participation has been offset by female participation (Spengler;

1978). e T S U O S
~ Only one-fifth of the men aud one-twelfth of the women above age
65 were'in the labor force in any given month of 1975. Moregver,

42 percent of men and 52 percent of women in the labor forcé volun-
tar Fﬁi‘k@; part time. Coupled with this trend of withdrawal from
the labor force after age 65 are the trends-toward early retirement -
ijjjd;ijiibitéii.ééd years of schooling (Bixby,1976 and Kreps and Clark, -
1975). A S o - R i
---Rejda and Shepler state that a future retirement age of 60 is a more
reasonable assumptionr than 65 and that age 20 should be used as the'
labor force entry point to reflect a greater incidence of college atten-
dance. Based on these assumptions; they estimate that-the ratio of
those age 60-and ovgr to the Populmion ages 20 to 59 will be .420 in the
é,i';,',lg't'g)s; e '

" A comparision of dependency ratios reflecting different labor force
entry and exit:ages is presented in table 3. The first measure assumes
an entry age of lSmuF tetirement age of 65; the second assumes an
entry at-age 20fand withdrawal at age 60. The third measure assumes
retirement at age 65 and incorporates labor force participatioy rates -~
_that differ by sex.-Men are assumied to work from age 20 to §4 while

' women enter the labor force after the peak child-bearing age nd with-
draw-earlier at age 60. The impact of labor force participatjon is clearly
iHustrated in this table. With a working population agé 18 to 64,
it is projected that thers will be 29 nonworkers for every 100 workers
in the year 2030. Delayed entry for both sexes and eyrly retirement .
for females increases this ratio to 39 retirees for every 100 workers.-

I
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TABLE S—PROJECTED DEPENDENCY RATIOS UNDER DIFFERENT LABOR FORCE PARTICIPATION ASSUMPTIONS,
- S e 1975-2030 ) — :
- DI DL (Population 65 plus)
glﬁi)-in (Piiﬁliﬂﬁﬁ,mzslﬁi +. ¢ males 20 b&u?;a
0 64) (population 20 to . females 35 o 58)

o -

ooaaton 65
((vov!l!ﬂonl

.. 0!
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“Sourca: Current Population Reports, =23, No. 59, . 86
Delayed entry and early retirement at age 60 increases the ratio
even further to a projected 44 nonworkers for every 100 workers in
the year 2030. The trend toward early. retirement; or decreased lalor
force -participation of the elderly, will.obviously exert a significant
influence over the econamic impacts of population aging. : )
1. THE IMPACT OF POPULATION AGING ON EMPLOYMENT |
’ A: S1zg anp ComposiTioN oF THE Lasor ForcE o
N - 1: PROJECTIONS
As indicated in-the preceding discussiont of dependency ratios, a
‘most significant impact of en aging population is its effects-on the
size and -somposition of the labor force. While several studies have

gresented labor force projections to the year 1990—see Flaim and
‘ullerton -(1978), Johnston (1973), and Smith (1979)—few have ex-

tended-these projections into the 21st century.® In addition, many of

the- 1990 pi‘bﬁ@tij@@s’ﬁhi’iv’é been - criticized—see - Rosenblum (1972),
Sum (1977), Ryscavage (1979); ‘and. ‘Taeuber (1976)—sinee projec-
tions of labor force participation rates were overestimated for males
and underestimated for females. - -~ - . 3

* * [Nore: See end of this chapter for complete description of references.] ‘, .
ohpston (1976)spresents two projections of the labor force to the:
year 2040 based on the diﬁering fertility rate assumptions-of census
series B and E population projections snd varying labor:force par-
ticipation rates: The first projection assumes a norm of three children
per family and- total labor force rates of 78.6 percent for males and -
.47.7 percent for females. The second .projection is based on 2.11
children per family and total labor. force rates of 74.8 percent for - -

males and 45.5 percent for fémales. ~ -~ . _
" Under the first' assumption, the total labor force grows from
101,096,000 in 1980 t6 255;312,000- by 2040, an increase of 252 per-
cent over the 60-year period: The rate of owth is steady, with
increases ranging between 35 and 37 percent for each 20-year period.
- Under the second assumption of replacement rate fertility levels, the
labor force increases from 102,818,000 persons in 1980 to 147,724,000\ .
" in 2040; an increase of 43.6 percent. Under this scenario, the rate of

increase rapidly declines. The size-of tfie labor force grows l;y 23 per-

cent in the period 1980. to 2000 and t en) halves its rate of incrgase

"3 Everyons (except fitiire Linmigrants) fii £he 1980 workitf-age population had alresdy been Born b
1974, Therefore projections of the labor force to 1960-are based upon campleted (and hence
tility rates. ons much beyond 1990 necessitate development of fertility rate projections.,

,I - "-‘.5\8.. ’ ) | ‘ - %
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_to 11 percent from 2000 to 2020, resching 141,138,000. Over the

88

ing two.decades the rate halves again to 4.6 percent. Thus, if

‘replacement level fertility rates continue into the next century, the

labor Yorce will grow at a contintiously decreasing rate, growing in’

- size by lesg-than 50 percent over the next six decades.

"'The age composition of the labor force also varies under these two

scenarios. Under series B; 14.3 percent of the total labor force would ;

-be age 556 and older in the year 2040, while under series E, 18.7 percent
would fall into that age backet. The contrast is more striking during -

the period 2000 to 2020. The high fertility rate projections show 17 per-
cent of the increase in -the: labor force attributable to those aged-16
to 2 d:21 percent attributable to thoseage 56 and over, while the

lower fertility rate projections show less than 2 percent of. the labor

force growth attributable to the younger up, and 72 percent -
- attributable to the older-group. Séi'l%é Bji'ﬁi%?@ that 2.1 percent of

‘the labor force would be age 65 and over mn the _year 2040, while

.series E projects 3.3 percent. - -

Serow (1975) presents a slightly different age distgbution of the '

male labor force in théﬁ{"eﬁi‘ :2020. Using the census series E projec- =
8

tions; he predicts a total male labor force of 81.2 million (compared

to Johnston'’s 85.5: million), with 17.6 percent falling into the 55 to 64 g

age bracket (compared to Johnston’s 16.2 percent). Serow excludes the
aged, examining only those males aged 20t0 64.- . - - =~

- However; given the larger proportion-of éld,éi‘(l?t -in-the population;
.the size and composition of the labor force will depend heavily upon

the-labor force patterns of the over-65 age group. Johnston predicts .

labor force rates in the year 2040 of 14.6 for males age 65 and over

" and 8.7 for-females.” - This contrasts with- actual-1960 rates of 32.2

percent for elderly males and 16:5 percent for females:

- The proportion of men aged 55 to 84 who.were out of the labor force |

reached 19:5 percent in 1972; the g&portion of men age 65 to 69

‘working ,@ﬁ,ﬁﬁmﬁ,ﬁi@é,,dﬁﬁﬁﬁﬁ year has recently declined to less than
half. In recent years; about half the men and two-thirds of the women

"who have become -retired-worker. social security -beneficiaries- have

done so _under early retirement provisions—see Bixby (1976). and
Schwab (1974). In addition; indications are that among these early
retirees relatively few could be-iduced to return, to work {(Motley,

. 1978). Thus, the recent trend has been toward reduced labor force

ion -among- the 85-to 69-dge group and increased withdrawal

rom the laber force for the pre-85 age gro

Parﬁ"ea’ -#eipation among the 65 to 69
4 Despite these trends, the projected ,d@gl?iié,iﬁ,,g@ﬂh,?f, the labor

orce, coupled with high rates of inflation, the uncertainties of pension

programs ’a’.ijd@hf@”’q’ﬁiiciﬁmitaiiig—iﬁéi‘éis’ed importance of ‘earnitigs as

. a source of retirement income might résult in a revé¥sal of thistrend.

This revarsal, however, would be dependent upon -the . relative si§-
nificance of such factors in- ﬂié;d?éitﬁﬁ retirement: decision. The fol-
lowing section, therefore, examines the literature on the labor supply
6fthé éldéi’l?. e L ’ .

o 2. RETIREMENT BEHAVIOR S
-— The- factors which appear to-influence-the labor supply of the elderly

_ include health, pension coverage and receipt; firms’ retirement policies,

aggregate economic factors, other socioeconomic factors at the family

"% Serles E projoctions.
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level, and job charasteristics, Thosé which seem to exert the groatest

+ - influence on the wetirément decision based on past studies arghealth-

and social security Qenefits.. However, no consensus exig}s”
relative cance. of the other contributing factors. . . o

__ Barfield and Morgan (1970); utilizing a national survey-and a survey

< of United Auto Workers covered. by an early retirement plan, found -

- that subjective evaluation of health, expected retirement income and .
attitudes toward job and retirement were the most influential factors
in decisions to retire prior to age 65. Barfield (1970), using & reinter-

- view survey -of the retired auto workers; found retirement ‘income to -
be the most important factor in the retirement decision, with all other
factors playing a secondary role.- - R

“Parnes and Nestel (1975) anaiyzed darly retirement among males

age-50 to 64 and stated that early retirees could be dichotomized into -
ose for whom early retirement is_truly volintary and those who are
- forced out of the labor force by -ill -health. Their analysis excluded

. data’on expected social security or pension benefits: -~ .- - .
. - Boskin (1977), utilizing a longitudinal sample of 131 males, found

.that social security benefits and the social security earnings test

- exert ‘the most significant 'influence over early retirement decisions,

" with net earnings éléd-ﬁl%ﬁiié a significant role. He also found that
health status does not influence the dscision. In fact, ill hedlth was -
found to have a positive; although insignificant, effect upon the early
retirement decision. However, Boskin admits that his measurement:

of -health statug does not provide a-preeise estimator.- Boskin-and

Hurd (1977), using Retirement History Survey data, found that social

security benefits and assets-exert -a significant-influence upon labor
force withdrawal. They also conclude that workers who state that they
have bealth linritations are more likely to retire than those who do not.
- Quinn_ (1977, 1978a, 1978b), in a 1977 analysis of data from the

_first year of the Retirement History Survey, found -that -eligibility

- for social security, pension: benefits, asset income and health limita-.
tions all- contributed -significantly to the retirement_decision, with -
limiting health conditions the most significant factor.- The interaction
of private pension benefits and poor health was significant in explainin;
decreases- mn-labor force participation.” Labor-market conditions and

job characteristics were not found to_be significant factors in the
_ retirement decision. In a later étiidi’;i,ié,liigiliéjf@,é;éé},@;b@éL uinn
"~ found. that holding health status and .pension'@ligibility constant,

job_characteristics had - significant impact on the early retirement
decision. Job characteristics were also significant, even in those cases .
where ill health or pension benefits were the deciding facters. Jacobson -
(1972a; 1972b) also reported that among those with jobs: requiring
physical activity, workers wers more likely to retire when they became
éﬁ%b@:i‘jtpéﬁ@éﬁ b,éii,éﬁ,t{é:,, oo CrooIio ST oo LTooo T D
owen ‘and’ Finnegan (1969) have stated ‘that the decline n self-
employment occupations- has - contributed to declining labor force

participation rates, since the retirement process for the self-emaployed

18 more often a gradual one. Self-employed men-age 60 to 64 are two

and one<half times more likely to work part time than aré wage and
salar ’J?Qi’,k@?ﬁ;(,RQﬁQSL,l?ni Thus, the decline in employment in
rur?lyoccupations where self-employment is moreé predominant hes

been & _contributirlg factor to overall declining participatign rates
(McKain; 1955 and” Gallaway, 1971). _ 3 {"?‘i}x - 28

_a ' ' .
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__ With regard to the impact of wage ;E&féé on the retirement decision,
- Boskin (1977) finds a positive relationship between wages and the

decision. to remain in_the labor force; and Burkhauser (1976). has
‘found - that the probability of accepting a pension -benefit declines
as wages increase. Anderson; Clark; and Johnson (1978) have examined
retirement in- dual career families and found that the labor force
participation of both the husband and wife are positively related to
the_wife's wage: . .. . 2 S

--Vroman-{1971);- Sander- (1968); -Boskin - (1977); Qiﬂl&@i%f (1965),

and Pellechio (1978) have.investigated the effects of the social security

earnings test on-laber supply. Vroman found that the 1965 inerease

in the earnings ceiling resulted in a slight increase in the proportion

Eurtidpﬁti’on rates, since -workers should -respond - by decreasing

This may account for the increase in part-time work among employed
males; which -has risen from 20 percent in 1957 to 42 percent-in 1974

(Campbell and . Campbell, 1976). Pellechio examined & sample of :

men who worked at some time during the year and found that elimina-

tion of the earnings test would increase hours of labor supphied: The
major ,ﬁn}’)’etﬁs was found to be the earnings gxemption rather than the
‘tax rate.” _ : _ I o I

. A factor which may. influence labor force withdrawal of the elderly
is the existence of ‘a mandatory retirement provision. Reno (1976
stated that 36 percent of all males in: the survey of newly.entitled
benéficiaries- were subject to-a compulsory retirement provision on -
therr last job. Bowen. and Finnegan estimated that mandatory retire-
ment-causes a-decrease of -five percentage points in the labor force
participation rate of males age 65 and over. -~  .©: = -
- The passage of -amendments to the Age Discrimination-in Employ-

ment Act raised the mandatory retirement age from 65 to 70. Marc
Rosenblum has stated that the effect of this change will be to increase . .
~ thelabor force by about 200,000 older workers per year. James Schulz -
(1974) estimated that approximately 7 percent of all workers retired .
in 1970 at age 65 were unwilling to retire but compelled to do so_by:
compulsory-retirement provisions: Using Schulz’ estimate; the De-
partment of Labor calculated that jim:iiixim@tély 80,000 to 130,000
additional males age 65 to 69 would have been in the labor force in
1976 if the mandatory retirement age had been set at 70.in that year

(Rones; 1978):% 1t is possible that, as the popujation ages, greater
numbers of older workers will avail fhemselves of its provisions and
continue in the labor force past age 65. o e
While the literature, concerning the labor shpply of the elderly has
not resulted ;in a definitive picture of the infﬁxence of all relevant
" factors upon_ the retirement decision, it does appear evident that

37 One caveat which should be recalled -when reviewing literature examining the impact of the earnings
test Is.that the.ecnclusions drawn are only as accurate as.the data which support them. Many persuns who
are subject to the earnings test simply receive their wagesin cash-and do notreport them. Survey data would
riot detect sich béhavior. Evidence exists, however, to suggest that such. tices are widespread.and that
the size cf the *‘underground economy,” which such practices contribute tp, {s quite large (GQutman, 1978).

. .. 3 It should be noted that past studies have not separated the affects gr. tcry retirement. policies
from the behavior induced by-pension plan rules. A study now underwdy at The Urban Institute for the
U.8. Department of Labor will comipléeté such an analysis. ’ - .

’- : t ~

N




retirement income and availability and health considerations are the . -
major determinants of labor force withdrawal. Thus, -the relative
size and age distribution of the linbor force in the next century should
be strongly influenced by how these two factors develop ‘over timie.

IR .

B. Impact oF AGiNG oN THE UNENPLOYMENT RATE

- The -overall_unemployment_ rate reflects numerous ctjﬁtiﬁbijtiiiﬁ
factors, including those related to. sconomic cycles und those whic

are noncyclical in-nature. Recently, attention hus been given to the

noncyclical determinants of unemployment, with the major deter-

minant in this category. being the demographic. composition-of -the
population. Studies of the-impact of changing demographics on past
unemployment rates.are useful for the insight they offer with regard
to the impact of future demographic changes on unerffployment rates.
~ Flaim (1979) analyzed the effect of demographic changes on:the
overall unemployment rate over the past two decades. He found that,
over the period 195%-77, changes in the structure of the population
saccounited for a 0.6 to 1 percent increase in the overall unemployment
rate. This incrense wus largely due to the entry into the lubor force of
the baby boom cohorts. When examining the compositional changes

which have occurred since 1967, Flaim finds that changes in the demo-

graphic composition of the population and-changing labor force par-

ticipation rates have exerted a relatively equal impact on the unem-
+ ployment rate. Flaim projects that in the near future, the declining

“proportion of youths in the labor force will exert a downward préssure
on the unemployment rate. He predicts that, by the year 1990, '
changes in the population composition will account for an unemploy- -
mernt rate that is half & percentage point below what it would I})mve' :
been in 1977. . S : o N h

- Gordon (1973) estimated that changes in the age-sex distyibution of
the labor force between 1956 and 1967 caused an increase imthe na-. -
tional unemployment rate of about 0:25 percent. Similar calcultions

S

~for the 1956-70 period show that compositional changes caused an
increase -of 0.34 percent.. - ! S L
Perry -(1970), in-examining unempleyment rates by age-sex groups,

found that; as _the relative size of an age-sex group has grown; its
relative -unemployment rate Has worsened. A prime example of this

henomenon can be found in the young age groups. The converse

18 also trie, so that, as the proportion of prime age méles has declined,
so has that group’s unemployment rate. Perry further states that; while
substitution in unemployment across age-sex groups has occurred,

it has been insufficient to prevent the increasing divergence in-age-sex - . -
group - unemployment rates: For example, workers under age 25
comprised 15 percent of the total employed in 1956 and-20 percent in

1969, yet 31 percent of the total unemployed in 1956 and 50 percent
ml,gG,g‘,véré undérﬁgé 2,5;::::: R ;,,:,;Zi;:,, R f,,;-,;,,l:,;;;Z’,,,,‘,,Q,, .

Wachter (1976) also stresses the relatively low substitutability of
younger -and. older -workers, - stating that older workers are more

established ini their career paths and have accumulated valuable on-

the-job training which %@ﬂilgéif ‘workers cannot supply. He attributes
. .the significant rise in' t

e nonaccelerating inflationary rate of unem-
—
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ploymernt over the pust 15 to 20 years* primarily to changing demo-
graphics. L . oLt e
Stafford (1979), on the other hand, attributes the longer spells- of
unemployment which older workers experience to lower rates of accu-
mulation of on-the-job training and stronger employer-specific com-
mitments. Stafford also states that spells of unemployment experienced

b?t older workers often turn out to be “retirement furloughs.” Since
old

ler workers-do- have strong employer-specific commitments and do

experience longer spells of unemployment; those older workers who
are eligible to receive social security-or pension benefits may be induced

""to drop out of the labor force rather than search for jobs.: . o
___In conclusion, it appears likely that the declining rate-of growth in -
" the labor force (as discussed in the previous secti(g% coupled with the
decreasing proportion of the unemployment-prone teenage group-will .
result in_lower future aggregate unemployment rates. In addition;
there will be greater incentives for employers to retain older workers,
hence lowering the unemployment rate and/or decreasing the duration
of spells of unemployment for that group. :

_ ~ C: Impxer oF Aeing oN PRobUCTIVITY -
 Whit_ little literature oxists regarding age-specific productivity

rates indicates that_there is little relationship between age and pro-

duetivity.- A-series of reports-by the Bureau of Labor -Statistics (1956,

1957a, 1957b, 1960, 1964) examined the relationship between.job. per-
formance and age 1n the clothing, footwear, and_household furniture

industries; as well as among office workers and Federal mail sorters:
These reports generally found that the variability in productivity
within age groups éxceeded the variability across age groups. A similar
study by Hilary Clay (Clay,-1956) of performance in relation te-age
at two printing shops reached the same general conclusion. Clemente
and Hendricks (1973) have also stated that age is a-poor predictor of
job performance. A more recent study by Schwab and Heneman (1977)
of semiskilled, piece-rate workers found that productivity actually

increased with age. However, after controlling for experience; the
. age-productivity relationship was no longer significant; . . .
--As Sammartino points out (Sammartino, 1979), the existing research ;
on productivity su% from two major flaws: First, none.of the studies
mentioned examings: changes in Pproductivity -as-an individual -ages.

What is measured is'rates of productivity across age cohorts st & single -
point in time. Thus, it is unclear whether the observed productivity
Teflects the impact of age or the impact of differing attributes- of
different age groups. Second, age cohort productivity measiires may
be suspect due to the problemof selectivity. Presumably; less pro--
ductive workers are eliminated from the labor force over time, and
the measurement_of job_ performance with relation to age daes not
" control for this factor: Thus, it would appear that the relative lack of
Tecent, systemagic literatyre and the questionable methodology utilized
in the existing literature leave the relationship between age and pro- -
ductivity open to question. : :

the {nfiation rate is co t.

M ’
-

» Tﬁemnacmleml:%?iﬂonnry tats ot aiemn ploymant IS defined as €hé unemploy et raté at which
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" With regard to labor foree growth and prodictivity at the aggregate
R A, ) ) ha gLt ; AL b SIS Mo o - S Lo hd <
.- level, Leibenstein (1972) states that aggregate productivity is zﬁ:ficed '

. with labor force growth since young entrants are better equipped in
terms of _human capital (i.e:;-education), Therefore; he would state
that the greater the turnover from older workers to_younger workers,
the faster :theincreases in.produgtivity growth.- However, it might
also be stated . (Serow, 1976) that the decline in turnover (slower labor

force growth) would permit increases in the level of human‘sapital of

the new entrants which would in.turn increase aggregate productivity:
.- Serow--(1876)- calculated indices of productivity - to -the year 2020

after estimating productivity by sge.: He utilized census data on

earnings by age as a function of educational attainment to compute

weighted mean earnings by age groups; with the weights equal to
educational attainment by age.. The cohort with the highest weighted

average annual earnings was used as the base and set at 1; and the
‘?Eiii&mfﬁ:;f;,@h@i’,@,?éﬂ expressed as percentages of this base. The -
mdex v derived_n tlns,m%er were: 20-24, .417; 25-34, .760;
36—44, .978; 45-54, 1.0; and 55-64, ,824: (This calculation rests on
the assumption that earnings are a direct reflection of productivity.)
These indices of productivity were then usetl with labor:force projec

tions based on census _series D and E- iiéibﬁiti,dii;:iji'ii'éétiﬁ@-; The.
resultmg indices ghqwﬂgm;g’mat increases in aggregate labor produc-
tivity over time as a function of the changing agecomposition of the

labor force. As table 4 shows, the ]})Spnlatlon' ing which takes place
under series E projections yields higher levels of-productivity than

_under series D with its lower proportions of older workers. .

TABLE 4.—SEROW'S INDICES OF AGGREGATE LABOR PRODUCTIVITY, SERIES D AND SERIES E PROJECTIONS, = -
» s ' 9020 > j S

1970 1580 0 - 0 . @D,  @m

Py I LOoW . 0.915 1. 0080 1:0038 Lools * 1.0040
Swiss .70 Loooo | 0%l L0080 1.0072 LoM5 . 10063

_ Sourcs: Willlam J. Serow, “Slow Population Growthi and the Relative Size snd Producivity of the Male Labor Force,” -
. Atisntic Economic Journal, spring 1976, p. 64, : R

. - Serow then takes these indices one step further and estimates the - -
elative values -for - output/laber, output/capital, and capital/labor
tios for alternative demographic situations; from 1970 to 2020. It is
nticipated that, with smaller growth in the labor force and smaller - .

uts of labor, more capital may be utilized per unit.of Jabor. . Greater
investment in both physical capital and human capital can be antici-
pated as the growth if the labor force slows. Thus; labor productixity
would be higher under the p:m:iﬁcted slow-growth populution than the
faster growing population, with thé output-to-laber ratio higher a#nd
- the output-to-capital ratio lower. This smaller outpat-to-capital ratio *
* is hot surprising since; as the supply of capital rises relative to labor, = -
., each. successive unit of capital input adds progressivély 'smaller®”
_ amounts to iiiltiiiih,Tiilil,é,i,iSélﬁ%ﬁ, Serow’s estimates. Serow’s find- '~
. ings confirm the earlier findings of Phelps (1972) and Spengler (1972).

R
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TABLE 5~SEROW'3. (STINATER OF BELATIVE VALUES FOR OUTPUT-LABOR, GUTPUT-CAPLTAL, AND GAPITAL: * .
= -7 LAROR RATIOS FOR ALTERNATIVE DEMOGRAPHIC SITUATIONS, 1970-2020 oL
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Source; Wikism 1. Sarow, 1978,5.87. Y .
_Thus, white the evidence on.age-productivity relationships at_the
individual werker--level -are -jnconclusive -and -do not.support. &
generalized statement with regard to the (i;mpact of slowing population
growth and- population aging on productivity, the literature which
addressed aggregate, productivity levels is more conclusive. Based on
the- research conducted by Phelps, ,,Spgii%]llér; and Serow, it can be
stated that declining population growth rates and -concomitant
population pging will result m greater capital-labor ratios and in-

‘creased aggregate productivity. o , ‘

‘ ; D. ImpacT oN VERTICAL MOBILITY .

. The consensus.in the literature with regard to vertical mobility is

that; under conditions of slowing § opulation growth and. population
» _;;giiiﬁﬁ,i’sﬁghfmcbgitxis;impaired; pengler (1971) states that upward
mobility is limited In:the same-manner that mobility within mulitary

establishments is limited in the absence of war. Insofar as seniority .

- -.determines: position and-status, tb@,,fi'ﬁ?@rﬁ@iﬁ of superior positiondiey
. allocated to.older. persons would bé relatively high f\i’lﬁ& the allocdtion. -
to younger persons would be relatively low: The access of non-prime- / .-
‘age werkers fthose under.age 40) to higher positions would be much{ - -
! pnore limited under conditiens of slow growth than rapid growth.

" Wander (1972) agrees with this conclusion; and she hypothesizes that’ '
smaller i%i‘j)j@ttibjjs of young workers could result in diminution of
wage differentials -bﬂ age; thus removing incentives for' younger

. workers to improve their skill levels to receive higher wages. Spengler
(1971) also states that the -decrease- in -vertipdl mobility would -
necessitate some ‘‘restructuring of remuneration yqua

/!

A

pufadiE Shecieguul ~ A e

essitate 7 » ‘diminish inequality

in the reward structure_ at least to the level at which performance

and output are not adversely affected.” - - . LTIl
_Keyfitz (1973) stateg that an increasing population. facilitates indi-

vidual mobility. He estimates an equation for the relationship between

individual mobility and population increases to demonstrate the

effect of Ebpulation growth bn promotion by age. This equation shows

that a change in population growth from 2 percent per :%mum to

: : T : oo SR o
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* 2er0 growth implics a 4% year delay in reaching the middlo positions of
. pmaverago factory or office. In terms of higher proportions of olderly
. 'individuals in a stationary population, it is reasonable that retirement
decisions and mortality would im; act upon the promation opportuni-
ties of those remaining in the work force. However, Keyfitz found that.

a-rapidly increasing population is more . than three:-times as ad- -

. vantageous as & high level of mortality in terms of promotions for the

" survivors. Resignations (or. early retirement) ‘are analogous to levels
of mortality, for as Keyfitz points -out; it is immaterial to those
remaining in the labor force whether. those exiting do so as a result of

voluntary withdrawal or death. However, mortglity;resignations prior
to age 85, and population increase all contribute to. more rapid- job -
adY&ncemﬁnt: - - e ,,,,,,,,,;L,j;: AT ' _ )
__Since age and seniority are necessarily highly correlated, increasing

,,,,, a

proportions of -elderly persons will inhibit upward mobility. Browning
(1975) argues. that early exits from the labor force would inicrease
upward mobility. However, while the encouragement of early -retire-
ment policies may have advarntageous effects upon labor mo bility, it
is in direct opposition to the encouragement of prolonged work life to
compensate for the declining growth in the labor force and increased
dé%éjjdéiit/woﬂ:er ratios: o T
rowning suggests that multiple careers may be the solution to the .
mobility- probley, arguing -that when workers reach-an- impasse- to
upwird mobility in one career -they might switch to another. He .. .
recognizes that the gevere decline in earnings which-normally accom- -
panies such movemduts (since seniority and ‘experience would be in~ &
apz{il;’c@bl@iiij;iéwc,areer) would have to be lessened in order for this :. .
to be a palatable solution, Keyfitz suggests three possible solutions.
The first involves increasing the dicators of status, the rationals

- being that if there are four levels of machinie operators rather than

two, the opportunity for perceived advancement would be inereased.

His second solution is elimination of all indicators of status. His final

solution is to advance technology to the point where { addtions: in
( labor skills are less relevant than gradations in’ technology. Barring

these institutional changes or others, it is likely that upward mobility
W o R

will be dampened by population aging: A .

E. ImPAct gN INDUSTRIAL MIX anD OccupaTioNar "DisTRIBUTION.
. The main determinant of the.impact -of ii)ifjiijlé’tibn -aging ‘on the'
future industrial mix and occupational distribution will ba the change
in preferences reflpcted in demand for final products, If; for example, a

- more elderly population is predicted to demand relatively more services

< than manug:ctured goods, then industries will tespond to such demand,
and employment growth-will be heavier in service industries;, |, e
~‘Pechnological advances are another.factor which- impact-upon-in- -
dustry growth; however, growth of ‘this t¥pe may not ‘translate into,
employment growth. Technological- advances will be most gis@cgng

- tageous in terms of employment for the-older worker: Skills-obsoles- .
cence is -hastened by. tecﬁrxﬁlogical change, and older workers are
more likely to be affected by skill obsolescence.- Younger workers with

- more recent-education and training are more likely to be familiar with. -
the latest techmological advances. In addition, where traning is re-

quired, employers are more likely to train younger than older workets,
q p , Y ung
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since the costs of training can be recoverod through the younger

- worker’s longer work life; Y ounger workers are thus more:likely-to be
employed in growth industries, while older workers_are dispropor-
tionately concentrated in declining industries. In 1970; over half the
employed men aged 45 and older wers working in agriculture, mining,
construction or nondurable goods manufacturing—all industries of
slow or declining growth (Sammartino, 1979). . , r i

With regard to occupation distribution, shifts in aggregate demand
arising as u result of demographic changes will play the most important
role. %6'{ example, -the gégiliiiiﬁk, student population will result in

decreased demaril for teachers; while the increased elderly population
may necessitate increased employment in the health services sector:

The -literature relevant to these -issues will be discussed in: greater

detail in the -following section, which exumires the impact of popu-:

lation aging on the level and composition of aggregate demand
[ : -, - )

i1..IMPACT ON :INCOME, CONSUMPTION, AND WEALTH
A. IspAcr or Aging oN Income DistrisuTion

_ The combination of the aging of the baby boom cohorts and con-
__ tinued low fertility levels can be expected to impact upon the U.S.
*~.income distribution in two important ways. First, it can be anticipated
" that the income distribution will become more unequpl than it cur-
rently is; and second, shifts in-the income distribution will increasingly

jocour 45 @ result of income redistribution. policies.

B e

1. INCOME INEQUALITY

" The relative economic position of the elderly has been improving

“recently; and most likely will continue-to improve.. The occupational
history and educational level of the future elderly will be substantially
djfferent from those of the current older population. Increased coverage

urriler government transfer programs, as well as cost-of-living indexing

f Social sécurity benefits; have #erved to improve the economic status

.9 . . S Sl L. DI
T The 'driifg;?!ebm@jbr;ijijjr'elj}it@(lﬁmirlriyiiluﬁl;q' andd fumilies with hends
i ()]

Hg%l 25\t0, 6 %hich grew by 4 pércent over the 1970-76 period, while the

‘Igorgl of fpmilies with oliler. hends yrew by 18 percent and of
retated individuals by. 22 "percent.- A similar -puattern 18

dnlithe numbers of elderly with incomes below the poverty

level. Bitweerf 1969 and 1976, the number of persons age 65 or older

. million. However; the subgroups of the elderly popul: u who ex-
perienced slower or zero decline in poverty#rates are ihose groups
expected to jncreade most rapidly in size over the coming decudes—
women, nonwhites, und elderly individuals living alone. {Fowleés, 1978.)

"In examining the incomes of the over-65 uge.group, an ever clearer
Ficturg, is presented if we adjust for family size differences, since
iiiijj,lfééhﬁéjjdéd’b?' persons age 65 or older are generully smaller in size
than families w uf’ nomelderly heads. In 1974, fagailies-with elderly -
heads had incomes equal to only 56 percent of the ian income for
all families. However; after adjusting for family size,“the proportion

increnges to 82 percent. (Census; 1976.) T

e with irfcomes below the:poverty level declined from 5.9 million to 43

3!
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In ‘addition; the income of the older population varies dramatically
according to age. Schulz (1976) points out the need to distinguish

among different age groups within the elderly population: When such
distinctions are made, the income differentials are striking. In 1978,
the median income for families with a head nged 55 to 64 was $16,118,
while. those familiés with heads age 85 and over had a median income
of $8;721.%° (Census; 1977.) Susan Grad, reporting on data from the
1972 survey of the stutus of the elderly, found that the median incoms
of those aged 60 and 61 was $6,993, while among those aged 62 to 64
and 65 to 67 the median incomes wers $6,388_imd $4,450, respectively:
. ‘Thesé age-income- differentials -clearly refi#t the transition from

‘worker to retired status and relisnce uli,on sources of income other than

wages and salaries. Thus, on the one hand-we can expect the income

distribution across the U.S. population to become more unequal as
the population ages, since greater numbers of persons will be reliant

~upon retirement income sources which are dramatically lewer than -

their preretirement income levels- However, gn the other hand, we

must consider the overall age-income profile, particularly as it pertains
to those elderly who are either a few years away from retirement at
age 65; o who continue to work after attaining nge 65. Such workers
- may be at their peak earnings level. . i . i

Cross-sectional data reveal a standard age-enrnings profile. Initial
entry earnings. are low, with the earnings of successive age groups

,cg tinuously higher until they peak at-age 45 to 54; with those -uged
55 to 64 receiving lower earnings: than the next younger age group:
Such a scenario would -tend to skew -thé income distribution even

further, with incomes increasing up to age 54, decreasing gradually,

among thé 55 to 64 group, and rapidly declining in the 65 and over

group: R o R - .

- - Becker (1964), Miller (1965), and Kreps (1976) combined cross-
sectional data sets to'follow a.cohort over its working life. These
.studies showed that contrary .to the results of the cross-sectional
analysés, average earnings continue to rise until age 65. Colberg and
Windham. (1970) reached similar conclusions, stauting that cohort or
historical incomes in the ¥nited States do not show a decline, even in

. roal terms; for the lust decade of work: I

- - Thus; two factors may serye to-influence the income distribution in

the next century. While the absolute number of elderly will be increas-

»

-ing; the youngest among-the elderly will be at the peak of their earn-

ings profile, and the older elderly will be at the nadir of their lifetime
' 111905159%915 This implies that as the population ages, the income.
distribut®¥n will first become more equal as wage edrners attain their

- earnings: peak, then grudually diverge as the post-65 workers who -

remain in the labor force experience earnings declines and as retirees
experience significant income losses. ) '

 ig: %, THE ROLE OF INCOME REDISTRIBUTION - '
i Tt e DTl sl C
- 'We:mow- turn_to- the second impact whieh -poepulation agir
e réiert'e—thevim:'ieﬁsin%ro!e of income redistribution in establishing the

overall income distribution. Danziger and Plotnik (1977) found’ that

. the degree of measured inequality of pretransfer.incoms is greater for

® Referenced in Clark, Krepd, and Spengler (1978). p. 924.




" - aged individuals than for any -other group.®’ However; these same
© " individuals also- benefit from the greitest equalization of Income
through government transfers. Danziger and Plotnik reveal that, 1R
1974, income inequality was: dJecreased -through' transfers by 43:5
percent for clderly single males and -51.2 percent for elderly single
(emales. This decreuse in inequality was brought about through govern-
“nent transfers, i.e, the redistribution of incoms from those under age

65 tothose over uge 65. Robert Clark (1977) estimated that the
proportion of an average worker's income that is transferred. to finance
. suppot}-programs for the elderly is over 12 percent; u threefold increase. -

of the population nlone wouyld require a 50-percent increase in-the
sociil security tix by the yeur 2050: I retirement uge contimues its
. current glownward trend and declines-to-age 60 by 2050, a-200-percent
increuase in the tux rute would be required. However, if the retirement
age were to increase to age 70 as u result of the slow growth in the
labor-market, the tux rate ¢ould be reduced slightly: = - ,
Rejda and Sheplgr (1973) found that if real social security retire-
ment benefits incréase by ns Mitlezs 1 percent annually, under replace-
mentdével fertility rates, real per capitu personal income must¥ncrease
by.nfdeust 2:01 percent annually to avoid increasing the real financial
burden on-active:workers. They stite thut such grgawth in personal
inctme upl)e;ars untenable; therefore, the shrinking’ pool of active
workers will

rites ialso remain constint, the resultant changes in the age structure

beur the brunt of financial support of the growing pool of
elderly. Income redistribution will be reql‘urqd In increasing degree in
order to maintain udequite standards of living for the elderly under

conditigns of populafion aging. .
» N ’

- B. ImpactT OF Adié«;,;({‘ @N CONSUMPTION

In this section; we uddress the-direct impuct of, an aging population

-, on_the-aggregate consumption- function. We do not discuss indirect
s~ impnets, such us the effects of u Igwer-proportion of workers on output
" andriggregate income and he on iggregnte consumption. . . -
Populution aging may aff onsumption behavior as u result of
severul fiictors. These fiuctors igchude the followiig: . R

{1) The elderly may have iliﬁé’ijiﬁt expenditure pattérns than other.
subgroups of the population: (2 a% . S
(3) The elderly may have n differe
popiilution us i whole; und theirlevel of disposable ineome muy impuct
upon their consumption behavigr;Qnd. ; .
~(3) The elderly generally live i Wgmuller h()il%old units than does
the peneral population, ind househiol®size muw iﬁuem:za consimption
behuvior: - I , i
- Eilenstine and Cunninghangs (1972) point ouig
natute o ast two of these factors, They find that
size’ vutiables affect relutivé consumer spending in

5
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They examined 23 expeniity Shtegories gnd found- that, for 12 of-
these 23, the impacts-of age iititl’dééicﬁsed,u,nit size ure oflsetting: The
impacts of age and unit size associated with populatien aging worked
in tindem to increase-the relative imrportance of five expendituie

“categories und to decrease the relutive 'ﬁ?portmce of six expenditure

- -Denton and Spencer (1976) conclude-that uggregute consumption is

not affected by vuriutions either in average household size or in the

age-distribution of the populytion. However; they d6 not ignore the
possibility that such variations exert direct effects tipon particular
categories of consumption. L o

- Goldstein (1968) suggests that the age distribution of the population
is of less importance -than the income -distribution: He stutes that

_ differences in expenditires ars frequently mich greater for- the dif-

ferent income levels-of the -aged group than they are for different age
groups at the same incomelevel: = o 7 e e

Reinecke (1964) found: that, whep*household size; homeownership :
status; and other important characteristics are held constant, the
effect of nge upon miost expenditures is not very great. He found that
expenditures l'ér clothing; -recreation; and furniture decrease soiiie-
whut with age, while medical expenditures increase. However, the

dmpact of income and family size.exceed those of age in ulmost every
expenditure category. Reinecke further stiutes that the expenditure
patterns- among the highest income ciasses. vary the least #cross age
groups. His major conclusion is that differences in expenditure pat--
terns between older and younger age groups are almost totally at-

-tributable to the lower income and smaller size of the elderly con-

suming umit. . - L . .
Howard and Lehmann (1872) suggest that: the aging of the popula-
tioni implied by a-lower: rite--of population growth could have a

substantial effect on all industries: They furthier hypothesize that as
the older uge.distribiition increases,-it will be -more difficult to intro-4
duce new proglucts. They also note that the decressing growth of the
labor force and: smiiiller gimilygsiges will encourage greater labor force
participation of women. This may in turn lead to incressed demand
or.convenience products such as dishwashers or processed -food: items.
_Thus, two zeneral conclusions can be drawn from the literature with
regard to thﬁmpuct of an aging populition on aggregate consumption.
First, it appéurs that-the -major determinants of gny impact will be
houseliold size and income; rather 4han age. Second, the overall level
of aggregate consumption will- probably be nffected to a slight degree,
while significant shifts may tdke plaée among the various sectors. Thus,
there muay be un increase in the demand for products consumed by
‘oldler persons (e.g.; medical services); but the impact on aggreginte
consumption will %e determined by income rather than age.

C: ImpacT oF AGING ON SAVINGS

The 'theme which dominates any iscussion of savings behavior is
the life-cycle model. This model "'wus developed. by Fisher (1930), .
Harrod (1948), Modigliani-Brumberg: (1954), and Friedman (1957).
Mayer (1972) provides- a review of existing literature concerning the

life-cycle thieory. Tlie generil notion of this theory is that a pattern -
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_state that such plans affect savings putterns thloug}ﬁ d

~ B

termied “hum‘h siving” results as individuals save during their working
years and-¢lissave: (lurmg, their retirement years (Shorrocks, 1975).

However, Munnall (1979) states thut this gpproach 1s oversxmphﬁed
and-is baseil -on very little evidence, 1n that the-model has not been

used to pre;hct savings _behavior over individual lifetimes. Clm‘k

curve un(l puttefn of fumxly \pen(llture, in a(l(lmon to which in-

stitutionalized sauvings (e.g., social security or private pensions) may
exert n discouraging effect; while the desire to make bequests may
exert i positive effect (Mayer 1972 nml Bra(ly, 1955)

« Within the context of population aging, perhaps the most important
isfue 1s whether social security; prxvute “and pughc pension plans en-
courage or discourage personal saving, A 1965 study by George Katona
found that pension phm coverage stimilated pemona?lsnvmg Another
study by Phillip Cagan (1965) also suggested that pension plans in-
crease aggregate personal saving. However, Cagan also noted thﬁt
pension payments to retired workers offset part of the effect on savings
and that such panyments must be deducted in figuring the net effect on
agiregite savings. He defined net aggregate savings as the net’ growth'
in pension fund: plus the change in government and business sang.,
plus the change in other forms of personal saving, He stated that if
penslon funds Ptop "row r so that benefit payments equal contnbn-

covei‘ajlo-dlscoum{_\ed Fexgom;f savings. - R vl
Munnell (1976) and Feldstein (@74) huve 1dent1ﬁed mdual‘ ny
of social security and private pension plans on savings behavior,

an(l an m(luce(l remrement cﬂ'ect

hgmsehol(l \\eulth I untmpute(l social- secm'lty remreme'f 3
However, availability of pension benefits influences reti
havior, encouraging early retirement. Thus, individuals-{ gnd ,nggm,'eg
less bocmuse they hold SHVINZS i the: form of nntl(lpumd retiremeit
benefits, but tend- to inerease savings because the existence of pension
plggrnms lengthens the retirement period and therefore the number
of "yearrs over whikh accumulated assets must be spent. Feldstein
hn(?: that the stimulating “retirement-effect” is outweighed by the
sset-suibstitiition effect by imore than 2 to I, wth the rcsult being
50-percent reduction in aggregate iiéi‘%éiiiil savings., Barro (1978)
fm(L fault with this conclusion. He states, that. socisl security, merely
replaces intrafamily transfers an(l that; ms uch it %houl(l have no. net
Imk et on persona suvm;!, ‘

sposito (1978) reviewed foul mujox &Itll(lle'w thnt anuly/e the 1mpact
olf:.()( il sexurjty on piivate savings using time series datn (Feldstein,
1974; I\/Iiiiiiiél{ 1974; Barro, 1978, and Darby, 1978). He stites that
none of. the four studies produce sufficient evidence that the docial
N(‘(i(llltj System affects savings, He argties that one of two conclusions

cat be drawn from this—egith lec-seues unulysls cannot isolate the

" impict of sociul security®on privite suving, or the program does not

have a significant 1mpact on private quvmg

i
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- In another study; Musinell (1976) found that private pension cover-

age discourages personal saving in other forms. However, since there
is imperfect substitution of pension saving and other forms of saving;
due to uncertainties of vesting, etc., the net impact is reduced per-
sonal saving-but increased aggregate saving. Such. conclusions would
only hold; however; if pension contributions exceeded pension benefit

payments. Given the increasing size of unfunded pension labilities

and increasing probability of a slowdown in growth of the future labor.
force, pensior- plans could- bring about a-decline in':net agoregate

saving. Munnell (1979) states that the savings rate. is directly related

. to the age structure of the.population and the division of life between

work and retirement. She concludes that the. predictéd Ademographic
shifts CO“gled with a possible extension of the retirement age could

serve: to
thegries are as yet untested. . = - R

epress the .savings rate. However, she admits that such
*In summary; the impact of population aging on aggregate saving is
dmbiguous at best. In addition, the effetts of sﬁgve;iimzf@rt@n,tﬁ;j:
ables, such as the projected: preyailing-age at retirement, relative im-
portance of unfunded pension, Tiabili ies; and prevalence of bequest
behavior, remain unknown. =~ 3, . . ¢ ~
| I1I. FISCAL IMPACT
~ It has been traditional in our society that younger generations help

support their parents when they reach old age. Before-the-1930's and

the enactment of social security, most of this ixitégehefatibnal transfer
of income occurred privately through shared living arrangements,

gifts in eash- or kind; -and payments for parents’ health care needs:

oday; however, a number of government programs exist to make
those transfer payments. as a collective activity on behalfl of indivi-
duals; and tax I%WS have been shaped to benefit. the elderly relative to
others. Thus, population-aging has a significant impact on government
taxation: and spending and; therefore, on fiscal policy through the
direct effects on programs and tax benefits for-the aged. There are

also indirect effects of aging on fiscal policy; since the economic effects

" described elsewhere in this chapter will ultimately affect reventes

and spending. S o
The fiscal impacts of aging are described in two parts: impacts on
spending; and impacts on revenues.
A. ImpacT oN GOVERNMENT SPENDING ; 7

I ‘ 1. THE BEVEL OF SPENDING .

- An overwhelming proportion of public spending. for aged benefits

"flows from Federal pro. srams, ipfincig&lly because of the smounts of

cash and medical benefits paid by the social security system. Based

~on data reported in Storey and Hendricks (1979), State and local |

" spending on getirement #nd aged welfare benefits amounted to no

more- than-8“percentwof all such public spending fo fiscal year 1979,

In addition to social security cash and meilicare Benefits, the uged
receive siybstantial -payments from Federal employee retirement;
veterans’ benefits, supplemental security income (SSI), and other
W'e'lfa;'{'e programs. : D §

+ 0
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_ Federale itures for sged benefits have risen rapidly in the past
two decades. U@l estimate finds a growth from $13 billion in 1960 to
$112 billion.in 1978 (Clark_and ﬁéhé@;; 1978). This spending rise
represented an increase in GNP share from 2:5 to 5.3 percent and an
increase in Federal budget share from 13 to 24 ‘percént. %his growth

stems not simply from increases in the elderly populatin but also

from price increases and policy initiatives to improve benefits. Adjust-
ing for price incresses raises 1960 spending to $27 billion.in 1978
dollars and lowers the annual growth rate from 13 to# percent, thereby

reducing the niominal growth rate by 5 percentage points; or 40 percent
of the 13 percent nominal rate. ° : S -

~ To sort out the components of the real growth: in-aged -benefits,
Clark and Menefes held the “‘quality” of aged benefits constant over
the 1960-78 period to eliminate the variation due to policy initiatives.
Three measures of quality were used, all defined per elderly indivi-
diial—vonstant benefits in current dollars; -constant- benefits in real
dollars; and constant benefits relative to change in per capita income.
These three measures result in the 1960 expenditure per aged person

jf $768 being compared to 1978 measures of $768, $1;611;and $2;493; .

res ECtiVBly; Lk e

-~ Under the first measure, all growth in benefits per aged person.up-to
+the actaal 1978 figure of $4,67% would be attributed to policy change;
the other two measures agoougd for about 20 percent and 45 percent
of the per capita spendipg gH§Wth, respectively.- - - S R
~ Taking into accou §tiial 1960-78 growth in the aged-popula-

1 7 to 2 & people, the different approaches taken
wodice the results shown in table 8. Of the

gferal spending, a minimum_of $5.6 billion

cah be attributed ‘to mcfeasing numbers. of gged. Using the more

realistic measures of ‘vonstpnt quality of bene ts;the population in-
crease accournts for $12 to $18 b?llféii of the $§9 billion spending rise:

TABLE 6.—DETERMINANTS OF SPENDING SHCREASES BETWEEN 1960 8 UNDER ALTERNATIVE DEFINITIONS
OF CONSTANT QUALITY OF AGED BENERTS. - .. . '

. 14 biltlons of doltarskly, ;@E‘, S

I
- .
?, i w i X . =
> 3 . [ - A G
- - N
- b
3

increas per elderly necessary to maine . N - -

e el maeren i -0 - $14.1 §28.8

Change due to incresse’in number of: eldes! i

Change. due_to increass_in benefits per_recipient above that p
ma ¥

ntaln stated polley. .. ... 5 A

TIATTTTII T TN T - o o oo s g T R T ,,ﬁ;,j‘, T . ' T
,,Séﬁii:ii,Rom,CJuk,gnd,}qlm,mnpjﬁ, Increasing Federal Egpenditures for the Elderly,'" paper presented to the
313t annual meeting of the Gerontoiogical ty, Nov. 19; 1978, E . ) ]

o

- Given demographic ‘trends:and forecasts, it is easy to see.that if
““business us-ustil”’ with respdet_to Mtirement policy und health care
finnncing continues; pdpulntion ngtdwall have an enormous impuct on
the Feileril budget in the next céntury;,ﬁlren(l{y,j ‘about o quarter of
fiscal year 1979 Federal outluys-ure directly bene 1tii)ﬁi the aged through
socigl security, medicare, Federal employee retiremeiit, and - various
welfare programs. If one simply projects these current programs and
assumes that overall_Federal spending returns to, -and remains it, the
“historic¢”’ level of 20 percenit of GNP (it is ut 23.percent this year),

then the elderly’s share of the Federal budget will rise slowly, during

o
oM . e

¢
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this century to 32 percent, then leap upward by anothger 10 percentage
points in the next 15 years, and soar to 63 percent By 2025 for 12.6
ercent of GNP): As u share of labor income, aged benefits will remain
fairly stable at 9 to 10-percent until the.2010 “‘senior boom;” the share.
then rising-to 19 percent by 2025. -~ = : S
__In the paper cited earlier, Clark and Menefee projected aged benefits
using- the three measures of constant quality of benefits cited above
(constant nominal benefits, constant real-benefits; constant benefits
relative to income growth): Using the Iatter two measures; they show
that real benefit values can be.maintained in-the future at far less

expense than the simple extension of current trends (with aged benefits
v CIM’-E_‘F -only. 3.8 percent of GNP-in 2025 instead of 12.6 percent).
Even i benefits keep pace with per capita mcome; the GNP share

~

\

v

suggested by extending current spending patterns results from health
care costs rising much more rapidly than prices generally.- Thus;-a
long-term failure to control health eare costs will meanyeither & much
greater share of the Nztion’s wealth flowing through benefit programs

would rise to only 8.3 percent in 2025. Most of the excess spending.

or an abahdonment of current practices in health care ancmg as

being too céstly. - e

- In summary, the impaet of population aging on the lqvel of Federal

spanding, while enormous in' absolute dollars (8112 billlon in 1978 to
from $30 to $100 trilliop in 2025), may not be significant relative to the

total Federal budget or GNP: If spending on the aged simply keeps
pace with price increases, the current share of-Federal spending (24 -
percent) and of GNP (5:3 percent) going to the aged could actually
decline to 19 and 3.8 percent, respectively. Given the pressures to
improve pensions, such a relative decline 1s improbable, but control
of ‘heulth care costs would result in increases far below the -worst-case -
scenario {to 42 percent of the Federal budget and 8.3 percent of GNP,
instead of 63 percent and 12.6 percent). This substantial increase in
the-share of the Federal budget going to the aged could prompt three
reactions: (1) Benefit reforms to achieve savings may be souight; (25 a
gredter relinnce on private pensions and savings and a smaller rolaTor
social; security could result; or (3) the “historic’’ size of government
(20 percent of GNP) may give way to-# larger Federal role as the
Nation recognizes .that the Federul budget during the 1960’s, before
maturation of sotil sectirity. and madicare, may be irrelevant to the
social needs of; & paich elder population 50 years hence: -

N

"

LE
- The potential for & rise in"the sged’s share of the Federal budget
implies -potential- - relatiye -retluctions in other -claims on  Federal
spehiding. X_refitive dealing sin. income .and employment- programs
targeted-an families with chiltleen might be- expoctol ‘#iven the trend
in age structure: However; other competing demdids could well rise
over time relative to the current share of spending on Federal Govern-
ment actiyities such as. energy production, defense; transportuation;
or space exploration. Thus, the aging of the population will -likely
trargiform the past struggle for resources between socinl programs for

THE COMPOSITION OF SPENDING .

low-ficome families and. the defense sector iiito one between pro-

'Yjéibﬁia"'iiiiééiﬁé and services for the elderly versus some other govern-

men ivity:

-74
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" One sspect of, tho shift in composition in the budget implied by
population ag lii*ri\jé‘-jg;ijﬁjj@i oni the process of budget-muking. Cur-
rently; about 75 percent of all Federal spending is classified by OMB

as ‘‘uncentrollable’” because it cannot be modified through the annual
appropriations process. Virtually all Federal benefits for the aged,
being- entitlemment progrims: with benefits adjusted automatically for
inflation; are ‘“‘uncontrollable” in_the budget year and -aceount for
about a third of ‘“uncontrollable’” Federal spending. The cost of these
benefits can be controlled through legislation. However; such legis-

ing through a multiyear effort. In fact, where retirement income is at
issue, -the time span for real budgetary control ¥ even longer; since
political reality dictates that carecr planning by workers and retire- -
ment planning by those . already on pensions must be taken into

account..---- - oo N ol
- As benefits for the aged grow -as a share ol the budget; they should
also aceouiit for i larger share of “uncontrollable’” .outlays, and "“un-

. controllable’’ spending should rise to even more than 75 percent -of

the total. Thus, for Congress to control the size of f'qe budget in_any ;
significant way; the legislation required to; do so- will have to address

fiscal policy goals over a longer uad longer time span: ‘
8 INTEHGOVERNMENTAL SPENDING IMPACT

Public speriding oi aged benefits hias becomo essentially & Federal

function; with Aertain exceptions (State/local emé)l'o,yee retirement
systems, State -supplementation of SSI benefits, S

medicuid payments): On the other hand; States and localities contmue
to- provide the biilk of the expenses -of public. education, they pay
close to hall the welfure aid to needy fumilies with children, and-they
operate and share in the costs of cinployment and training programs,

wocial services; and family health care services. While State/local

spending on these activities now totals well over $100 billion; Federal

spending in 1979 was as follows: _ T
L o In bdilliona
gd,l,l,ct,l,tim,l,,,_,,.,.,,,,,,. . el aalilee B14
Youth cmplo b e e e s mem s e ee - -3
AFDC, food. tps; child nutrition, and medieatd. .. ... ... 22
Maternal and child healtho_ .o o0 0 a0 Leiioiioo- 1
Ay
. 140

famnilies with dependerjt children accounts for about half of all State
andlocal expenditures/but only a small fraction of the Federal budget,

Since un nging popylation will increase Federal spepding; it may be
wssumed that o @,I,@jcfiyi,hgjii'bp'iii-tibn of children, youth and younger
workers will_lesson the demands on State and local budgets.--How-
ever, with all this budget-muking occurring in thousands of discon-
nected _decisions; there can béf#ho assurance that such tradeoffs will
bie mide, wlthough tixpuyer offbrts to reduce property taxes nmd grow-
ing_congressional .sentiinent to- discontinue revenue sharing suggest
that this process is nlram&r underway to some degree.

. ]
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. However, even an explicit tradeoff of less State/local for more

-Federal spending based on the redistribution of the population by age
group would not likely' hold overall public costs of aid to dependent
groups to current levels. Several factars may deter any substantial
offset to increased spending on the aged. First, aged dependents cost
more_to suppogj than children, especially if the aged become more

- femnale and more minerity. And most support for children still comes
from their families rather than from public funds. Second, advocates
of children will continus to make strong arguméents that greater efforts
-are needed to end "jiiﬁéﬁg » improve education, and improve maternal

‘and child health care, and that there is athigger payoff to society from
" lopg-run-investmentsin children than from maintenance of the e 'de"rl?:i

Finally, it may turn out that a decline in the relative size of the chi
population will not result in a proportionate reduction in the need for
paolc, S & W on . :
children. The assimilation of families of millions of illegal aliens could
also occur in the future; thereby misin% the need for public support-of
children. Thus, it is not, at all obvious that the projected rise in f?ec?eml

,,,,,,,,,,,,,,

gpendmg for the aged will be accompanied by a relativé decline in

tate/local spending for children and youths.

B. Impacr oN GovernmMENT REVENUES

- The impaet-of -population aging on public.revenues has ‘not re-

ceived the same attention as the spending impacts discussed -above.
Thils, there are no revenue projections that attempt, to isolate the
effects of sging on changes in revenue collections over j:;igié.,;glfé@tlg'/

there will be some effects, the natyre.of which can at least be surmised.

1. DIRECT BEVENUE EFFECTS |

Popldtion aging will affect revenues directly as a result of the grow-

‘ing number of aged for whom special tax laws apply and for whose
retirement -benefits certain taxes are earmarked. There will also be
indirect effects, smce aging has a number of economic and employment
effeets that in turn i@iﬁ,ﬁ%?\ on to

This section discusses the direct effects, which:involve: (1) Pressures
to increase payroll taxes (or find other taxesto substitute for payroll
taxes); (2) resultant counterpressures to hold down. income taxes;
and (3) increased utilization of specinl tax benefits for the aged.
Social security; medicare; and public employee retirement benefits

"are. funded primarily by payroll taxes paid ly employees and em-
plizéi‘é,-:s!iiéé:é@iﬂ; security, medicare, Federal employée retirement,
and & good many Stateflocal retirement. systems are funded on-a (E%fyi

er
greatly from current benefit expenditures at any particular- peint. in
time. Thus, unléss financipg policies are changed, trends in payroll
tax revenues will follow ébéxiiﬁijg trends fairly closely. For instance,

a§"you-go - basis, the necessary payroll tax revenues do not.

the past growth in benefits for the aged was financed largely by larger

. payroll tax collections. Social security. taxes account for 28 percent
of all Federal revenues today ‘but amounted to only 17 percent of
total revenues-as recently as 1969. The projections of greater spegd-
inF on the aged in the next century would be accompanied by greater
rellance on payroll taxes. If the mqst extreme projection discussed

Y o
C e

.on the revenues generated by the economy.
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earlier came to puss, wnth nged beneﬁtre ebsorbm«r 63 percent of all
Federal spendm 2025, then puyroll tuxes would wmount to about
60 percent .of a ederal revenues. In fact; Congress-has already

enacted sociul eecurlty tixes thit will total 15:3 percent of payroll by

2011; and must raise-taxes by another-1.46 percent of payroll to meet
currently projected iong-term beneﬁt costs.
-To keep -total Federal re f

goai of 20 percent of GNP, C‘onl.,resm will find 1t necesenry to cut income
tixes repeatedly, not only to offset the natural escalation in revenues

produced _over time by the progressive rate structure, but also to.

miitke up for the higher puyrol tn\ rites. Congress is iilso feeling pres-

sure to reduce pa roll taxes by using income tax revenues to pay part
of sociul seciirity {;eneﬁts or by creiiting u new tix (e.g, i vulue-mlded
tax) tp support social security. -
- The payroll tax; being a highly: visible and4 omewlmt regressive tax,
has lessened in polltncal acceptability as it has risen. Bgt there are
economic reasons as well for: the interest in substitution of veneml
revenues. A payroll tax is a-direct cost of producing a good or service

'

and adds {o.the cost, and therefore the prrce; of that product adding
to--price- inflation . um@retur«lmw,umrregate demand. A v:;}ue,udded

tax would jalso add to inflation and reduce demand. Funding through
income taxps preduces no such direct link to prices or employment
Instead, suth funding is one of many factors (etermining how govern-
mental ﬁsc' 1 policy affects the economy as u whole.

The s )ecmlprulee for taxation of retirement income un(l ‘tax breaks

paper. cited earlier by Storey and Hendrrcks the e\:pected 5-year
growth in these tax expenditures is as follows:

TAX EXPENDITURES
" {1 biltions of dollars, fiscal years|

=< op e
Special exem Ny s $1.5 $2.
Ontaxed refirement benafits_ . _______ = "~ 6.6 1.
Untaxed pension plan contributions (IRA’s Keog! 13.3 22.
21.4 31

0| rRowre.

Hmsl in 5 3eurs, i "IO\\ thi of 50 percent in these tax e\pen(htums

'Iule been projected.

Stute un(l local levenues \\1“ be reduced in <nowuw mnounte by

zwo(l lor penelon mcome, zm(l for (-mplovex ¢
,)Tuns In"nddition, new tax exetuption for the (-l(lml) hu,ve
in State and local systenis in_ recent: years. “Partic nl‘ul) populur
riglit now are measures to provida property tux relief through income
tax credits or direct property- tax-credits for the elderly. '[‘he District

of Columbin and 28 States now provuie such relief:




iz o

2. INDIRECT REVENUE EFFECTS

_Population aging would have indirect effects on_revenues ss well;,
since the economic effects of aging will, in turn, mddify the tax base

and result in more or less tax receipts than would have otherwise been

obllected. The authors are not aware of any attempt to project such
. indirect revenue impacts; ip;fact; such projections-would be highly
uncertain given the present’state of research on the effects of popula- .

tion aging. For example; of vital importance to such projections would

~ be the impact of the older work force on productivity and the effects

& .»of a larger retired population o the national saving i'i{té., Assumptions
about these. factors would need to be better informned .by: ressarch.

before the feedback of aging effects into revemie collection could be

¥ usefully estimated.

“IV. IMPACT ON PENSION PLANS AND FINANCIAL
' MARKETS

A. OVERVIEW \
An aging population means that; barring $hanges in pension plan
rules or retirement behavior, larger numbery of people will become
beneficiaries of pension plans; and for longeg time periods: given the
- likelihood of .increasing longevity. This lu'rg'e'r_ng""e iciary population
eligible for greater real benefits resulting from past wage increases, will
mean a continued rise in the real cost of both _public and private
pension benefits. Rising costs put pressure on funding sources; includ-
ing the tax base, corporate profits, the compensation of current
-employees; and the cost of - consumer- goods. The growing size_ of
pension funds; in turn, riises concerns about their potential dominance
over- ‘capital -markets.. This seetion discusses the implications . of

population aging for: Social security, employer-provided pension -
plans; and capital markets.
B. Social Fecuriry
- N . S Wi - - - -
. «The financial pressures on the sogial security system, which have
prompted substantial tax hiltes and sept Membars of Congress and
executiye branch officials scurrying in search of alternatives to an ever

larger_paytoll tax, result from a number ¢f both short-term and,longﬁ
1

term fa?tbj's. But_a pay-as-you-go systenk such as social security will
always require adjustments. in tax levels; simply because’ the many
» factors which determine revenues and benefit costs cannot be forecast :

recisely, especially for a period as long as the 75 years{over which-
Congress strives to set social security financing to achieve a)balance in =
revenues and outlays and maintain a reasonable reserve gghinst short-
term’_contingencies. One of the major developments ifi recent years
that has prompted attention to social security financinf is the outlook
for a mgre rapidly aging population than earlier antici L :
With a system such as social security; in which current revenue flows -
7 finance current benefit payments; the relative sizes of the beneficiary
. snd working populations are crucial in determining the extent of the
financial bur(f)

en. Although changes in work force participation of the

- B
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working age population and changes in retirement age can greatly -
affect the long-term situation; the basic demographic constraints are ..
the numbers of persons at working and retirementy ages. Under eachs >
set of assumptions shown in table 7, thé:*{)' opulation of retirement age-
(persons age 65 years or older) is projected to grow sharply us a ppreent,
of the working-age population {persons 20 to 64 years old). The large

populution born during the post-World War 11 baby boom will start
reaching retirement age after the year 2006. But, at that pointy.the .

working populution will_be'compesed, at least in part, of the groyps -
born dur iﬂj;’,,U,’i?‘,iib,iiﬁil,,’(’f,,ébﬁi‘{iﬁ’;,d,@,c‘,imﬁi’{f@ﬂi‘,i,@&, starting in-the lite.
1960’s: (‘The fertility rate is defined as the averagé number of births ©

- thit the uverage Woman is projected to huye oyer her lifetime. .

. AN AR S
TABLE 7ﬁlﬁﬁ6ii'cﬂdﬁ$,bf THE U.S. POPULATION OF RETIREMENT AGE 4S A PERCENT OF THE WORKING AGE

POPULATION UNDER ALFERNATIVE FERTILITY'ASSUMATIONS, 1985-2050

e e e g IR e
. : _ T _redtiltyvater_ __
T L7 21
g9 . * 149 N I&$
13.5 19.5 19.5
20.3 20.3
20.3 2.3~
20.9 20.7
6.8 26.1
336 31.9
3 . 32.8 30.2
. 2.4

&;(ii&,gi;;; duging her lifetime assuming she followed the pattern of
state . B .
Note: The populatian of retirement.age is defined here as 65 yr and over.The population of working age is defined

"33 20 1o 64 y7 of age. The underlying mortality assumptions are those of the 1977 sbcial security trustees report.  {
Source: 1977 annual report of the board of trustees of the Federal 0ASI ang DI trust funds. i
. Froii now on, the fertility rates will, in large pacgt; determine the
size ol the working population in the next century, bul projections are
uncertiin; ‘The historical pattern indicates: n long-term decline in the -
fertility rate in the Unitec f States. From i rate of 5.4 births per woman
in the mid-19th century; there wis a fanly steady decline; reaching 3.6
-in 1900, 3 in 1925, and 2.2 in ,19,4(?:,,,1?&@@?@59@%5 Ipng-tern_decline,
the very high fertility rates of the -postwar;buby boom; which lasted .
rotii -the mid-1940’s witil 1960 (penking at 3:8 in:1957), appear as
an aberration. {The abnormal ﬁ"séijijie'ijiié ol -the grent depression,
which probably depressed birth rates below the trend, followed by
World Wir II; undoubtedly 1éd 1o the unusuul swing in the-birth-rate.)
Since the liate 1960’s; the fertility rute has declined tor below the level
of“the 1930’s, reiching un_ estimated 1.7 births per woman in 1976.
The so-cilled “replacement level’”’ fertility rate, which- would result
*in o stationary population, is2.1.. ’

. v
Although fertility may not remain at its present low level, there have

mikrying liter than ti - usei to, und wives uro increasingly likely to
work. For these rensons; nmong ofhers; some-ohservers uss‘,ﬁ;me “the
fertilit J'illeiw?l stuy on i low platenu aronnd the replucement rute

fevel of 2.1 births per wouinn; othés believe a fong-term rite clase to

T e
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1.9 is more likely: In this latter case, even if the proportion of women

. who work continues to increase, there will be a decline in taxpaying-

" ‘workets to support social security beneficiaries.® - T
__The mortality assumptions are also critical to the projections. When

mortality- improves at: older ages, the number of beneficiaries irfcreases .

‘and. the g?e:;i,'%g beneficiary colle#ts benefits for more years.gl'he pro-
jections in table 7 reflect the assumptions of the 1977 social security
trustees’ report, which is more optimistic in this respect than earlier
reports. - The projection of mortality ‘Whprovements may still be re-
garded by some as too low: The mortality rates in the.1977 report
translate to a life expectancy at birth of 70.8 years for men. and 79:6

years for women in the yéar 2050. If these estimates should.be sur,

passed_(some countries have alréady repprted life expectancy for men

as_high or higher than these figures); then the ratio-of beneficiaries
to workers,would be still higher. - ' :

X

_ One recent study (Wertheimer and Zedlewski, 1978) simulated the
PQ@@@?J effects on the social security system of policies to encourage
“ later retirement.by the aged. These projections to. 1990 disclesed -a

. possible reduction .in the social security tax burden, sccompanied

% higher incomes for the elderly; through changes in financial-ineen-
ti

tives designed to reward later retirements. The assumptions used irr
the study resulted -in a-3-percent reduction in social security costs
compared  to current policy by 1990.-This would permit a pargial

offset-to the-fiseal impact discussed above, allowing & reduetion of 0.7

‘percentage pomts-in the social security payroll tax rate that Would
otherwige apply. : .

A .
C. EMPLOYER-PROVIDED PENSION PLANS
1. PRIVATE PENSION PLANS
Jnlike social security, private pension plans finance their liabilities
in advance through fund accumulations- based-on actuarial projec-

- Unlike social security,

tions. ERISA requires that private. plans nmortize employee service
liabilities over a 30- to 40-year period. Thus, private pension financing
arrangements are not directly semsitive-to changes in demographic
Arends, since each employee’s future benefits are financed independent,
of how large the work force is or how many beneficiaries there wil
< ultimatelybe. . - - . .. . - RN
- Thus; the primary direct effect on private pension plans of -:popula-
tion aging is the resulting fluctuation in the size of plans’ accumulated
assets. Currently, plans are building up reserves rapidly in anticipation
of & much larger number, of pensioners in the 21st century. Total assets
amounted to about-$215'billion in, 1975, an increase of 11 percent pver .
the previous year (Schmitt, 1978). When the “baby boom" generation
starts to retire, however, fund liquidations may exceed contributions,

and the fund balances could decline. While this pattern of financing
poses no particular problem from an individuml mBnager’s perspective,
- 1t does raise_questions about impacts on capital markets {discussed 1n
sBection D below). T - R - :
" There are other less predictable consequences of -aging. for {ension
plans, however: In particwar, there.is the iSer of inflation and benefits.
. = o : A

. B-Phese data on fertility aro presented in-more detail in -—-iriii.'iﬁ'ci";ig Social Hecurity: iasues for the Short 2
- and Long Term,"” Congtessional Budget Office backgrouiid paper, Washington, D.C,; July 1077.
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Since very few plans promise to adjust-benefits
of inflution@n & retirce’s pension,* such e

not advance-funded. They are usually hegotiated on un ad hoc basis
_ -along with .other compensation and benefit issues and are often paid
for out of firms’ current-eatnings.- - - .
- Th n pension costs have on profits is-a
func f Inbor intensity. Ina toinpany lirie$ and wages take
~ 30 percent of total niicome and pension costs are .10 percent of total
aries and wages, a-20-jprcent rise in pension costs increuses: labor
osts by 0.6 percent of income (.2X.1X.3). In-a company with higher
labor-intensity (suy 50 percent of totul income used for salaries and
wages); the 20 percent rise in_pension. costs- will-require-an_additional
©, 1 percenit of incoirie (.2 5.1 X.5): H the profit margin is 15 percent; apd
if prices remain fixed; profits will be reduced by 4 percent (6/15) in the
low laboi-imtensive company snid by 6:7 percent (1/15) in the high
. labor-intensive one. The potential impict of such costs during n in-
Autionary period will be intensified by the rapid growth of retirees und
has implications -for sharehelders (reduced dividends),” consumers
(higher prices); employees (lower wage increases); and governments
(lower tax revenues)-(Paul, 1974). - - Lo - y
Anotler indirect effect of population aging has to do with the actu-
arial assumptions used to finance future benefits. These mssumptions
regurding a fi e—turnover rates, long-term growth, age,
'fé'tii‘éjiiéiiy behavio prove to be inaccurnte for reasqns related
o uging: For is more rapid than expected;the work,
forece muy be mort size, muy turn over less rupidly, and may
work until older ages; t requiring an alteration in plans’ methods’
for financing beiiefits (Tilove, 1976): S

(

2. PUBLIC ESPLOYEE PLANS

. spension systems of Federal State; and locil governments. In faet,
¢ effects may be seen about,

the public employee sector

of finuncing methods. Military: retirement is completely cu rently
finunced with no-reserve fund. The U.S. civil service systein maintains
u reserve that can cover §j years' w efits; emplgyee con-
tributions and matching agenca payments provide 38 percentof the
systefii’s revenues: Stute and locul systems; by and large; are advance-
funded but af rates less than required to meet all future linbilities:

Munnell and Connolly (1976) estin-'ed the unfunded linbilities of

_ "The aging ol the population will also swell thie beneficiary rolls of the =

public employee phins to be $629 billion ($195 billion for the military,
. $164 billion for th wcivil service; $270 billion -for State/local
. plans). However, Si plig_ussets totaled $106 billion in 1975,
or more than the sof Ny and U.S. civil service systems’ assots
rombined. - AL o 0 . )
“Sinee the unfunded labifities of the-military and U.S. eivil service
retirement systeiis wre paid from general taxes; that is where the
burden of nsing costs attributable to a more elderly population will
fall. (The most certain mging effect will be from reduced _mortality
prolonging periods of retirement, since peither the,size ‘g';t'he eirecr,

) ¥

T TTRe, T = T
2 A 1954 survey of 1,H00 Hnjor wiliployer Pliis Tound only 4 pereent with nutomatic cost-of-living ndjust-
mgnts, und many of those plans upply eaps te the pllownbie increases (Schmitt, 1978).
- A - LI
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military nor the Fedéral civil service will necessarily relate to the
effects of reduced fertility.) Thus; these pensign cost increase§ will
. constitute & claim on the same resources many look to for relief feom
.rising social security taxes. . -~ - !
- . State and local pension systems likewise will be affected by imi-
. proverdents ‘in -mortality and will be somewhat affected by reduced
¢ fertility as_well, since Stateflocal sector dmploymept has borne o .
«closerrelationship to_population trends; and some.'of the primary
ef;ervwes provided %y this work force are delivered to children and their
amilies. - - - -0 Lo elD el LU L L A -
- For fully funded State/local plans, the impact of aging is analofBus
to that for private plans. That is; assets will build up rapidly in antiei-

pation of higher costs (to $0:5 trillion by 2000 fof the sector
ffffffffffff , =

whole as projected by Munnell and-Connollyy, with: possibly a
: %‘nﬁplannesfliabilities to_adjust benefits for inflation: Accordinf ‘to
Tilove -(1976), over ‘half of State/local employees are covered by
autamatic -_beﬂeﬁt adjustments; but few are assured complgte protec—~

tion against price incteases., - - Co
~-In the case of State/local plans; such unplanned costs will: have to
be made up by the governmernts iivolved,; sither through tax increases;
reduced wage increases; or displacement of other claims on State/local
treasuries: And; of coutse; the underfunded systems may have to look
to greater employee contributions andfor-tax shikes to meet rising

. benefit costs;, much as social security tax increases have been foun
- unavoidable at fl’ié,Fﬁd@‘:@ééi@:;Bi,ifz,dii;fi!ig',ﬁlié, 1970’s; a number of
State and local governments have moved: toward greater prefunding;

~ in some cases with less promise of postretirement benefit adjustments
.or adoption of measures for prefunding them: Do

v

- D. FiNnANcIAL MARKETS .
. As already pointed out above, the ugmﬁ of the populution has
prompted. 2 rapid buildup-in the assets of private and State/local
peosion_plans. By the end of 1975, these plans’ assets plus the social
securityapeserve-amounted - to -one-fifth-of the total equity and debt
e .S:.nonfinancial corporate business sector: Private and State/
- local pension assets increased by a net amount of $24 billion in-1975,

which was more_than a quarter of total Persomxl savings and 65 per-

cent of the nonfinancial business sector’s requirements for external

funds {(Friedman; 1976). It has:been predicted that pension .plans will
cont;*ol a majority of all U.S. corporate equities by 1985 (Drucker,
1976). — - - - - oo - : - -

T i R I A 1 e T . 1 - ."'l
The most significant issue’ posed by this dominance in the capital
markets is the heightened potential for institutional control over the

allocation of capital: For example, it may be attractive for State

governments to influence -the ,51@5; -of eapital formation through

encouragement of mortgage- investments or a capital market break

- for jn-State businesses. As Stone (1976) indicates, there is the following
economic argument that can be made for government intervention in
the investment of pension assets. - = = © = - : =

. - Certain economists have contended that there is an inherent market

. bias which causes funds to be overcommitted to private purposes and
undercommitfed to public purposes.-It is certainly erguable that our

- gociety is not u.lloca@nf a proper share of its investment capital to
ds as educati i‘

such public goo tion, scientifighresearch, transportation, or -

-8
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; Jhﬁ investmentgiyre diffio
Q w likely to be g gﬁtﬁﬁs ,

My Vost
Pt

iifdhe fuct that largdAnve

¥ nsset purchnses to the largest #aues of the

Yo tbrivate or public investor muy gyell tlrink it

byt smutll number of situntions. Onlysthe most.

gh¢. opportunities attract lurge investors” atten- -

w: i1Ehey wish to remain fuirly liquid; their opj yerfuiiities

y Bltifurther to large investment oppgrtunities ‘which are -

11 frijetféhi el bven lirger investment oppdrtunities.. - . o -

“This n#stly theoretical debute over: the social efficioncy of private |
investment will become a hented practical debate as the nccumulution

of %fdi’r@ijjﬁéij,t,pengipn ety 'ﬁ‘:l‘b\'\"’ﬂ; Until now; government involve-
met

t in_capital-formation could only have come -through' mindutory
controls, a notion extremely_difficult politically to bring about. But

the political balance could-change as-funds for government pension

li@biﬁqiqg grow. When governments hold the funds; governments must
make the investment ii’é'ci,%;itj,ﬁ;gh@@p}yegiW 5% :
. Pension plan assets have been concentrated in’ corporate securities,
;GMQDO‘{KI‘ and King (1976) -reported that,.iny1973, 79 ercent. of ;
£hege funds were invested 1in corporate stacks and bonds. Within the.
‘vorflorate sector, investments have concentrated on the offeringsof

. ‘higjor. corporatipns. (over 90 peéfcent. of stocks held-are listed on the

" . New York Stoék Exchangg). Portfolip turnover hus been at a fairly

" slow-rate: Thus; it is feardd that pension funds-have-underutilized-
- oppwrtunities for-long-range investments in smaller companies or in’
pew enterprises and have helped create a shortage-of risk : capital;
€ontinued growth in pension fund assets, coupled with a trend toward
‘bupggeneity in »port&lios; suggests this:pattern of infldence-on the
,@ﬁg&_‘ﬁﬁl;ﬁi@k@@sm@y become more pronounced. T
*An the long run, another concern-iay arise with respect to the .
. influenge of pension funds on the capital markets. That is; as more-and
more private and State/local plans become fully funded,-and. as _they
accumulate funds in anticipation of the retirement of the “baby
- boom”’ generation, a rapid liquidation of funds will occur in the next
cenitur As early us 1996 to 2001 for State/local plans, and-2001 to,
2006 for private plans, substantial numbers of people born during

. the 1941-60 period of high fertility wilk claim pensions. Sometime
- during the first-half of-the 21st century, there ma ‘well be a net with- .
7 drawal of. pension funds from the_capital markets -as "liquidations .
7 exceed aceruals for future i jﬁ'iljti'e’s%HsiaO; 1976). Such a withdfawal - -
* - could result in downward ffressures on: stock prices and rising interest
t@@l;Uhfe’ss,,lgn;g-rtprm:investrjient planhning for the overall economy
properly anticipsites this peripd: of- pension asset liquidation and -
appropriate investment strategies are followed; an acute capital
shortage could’ occur during that period.
V. THE IMPLICATIONS OF MIGRATIONYAND REGIONAL
- C : DEVELOPMENT PATTERNS - o
- Movements of elderly individials among States and regions follow .
different patterns than those for-migrating persons of working age

" and their families. Should- such differences- continue, ‘the various

ecanomic effects of popiulation aging will have differential impacts on

' T

) ) :‘ . . *; 7 o '. ) .
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}' regions and States, .parti

structure, health and welfare costs; and demand'for zooilsan: S
- This section describes selected studies ou the mighiition: of the elderty: 7
- In the decade between- 1980 and 1970, the elderly popidation iprthe:

United States increased by 21 percent: However, growtBratessdivicd =
dramatically across -regipns,and :S&@;Lé%::'J’;h.‘é;'Egié‘liﬁl“;éi@é’t Tates. o
ranged: from 12:3 pereent_for the-morth-centsul ’q@)wiqﬁ/to,:ﬁfﬂﬁ""pen et |
in_the South. Over the ;1’?!‘1@,;1979‘7? —,,;,,t,héfséijt%?}iib."'tb}i?l-’—iﬁd%ﬁef’
1.1 million - elderly individuals; ~an increase-,of ;an ‘#ddstional “18:8
percent. Within regions, the South Atlantic was the largest gainer with g/
a 39.2 percent..increase-over the 1960-70 period and a 23 percent -
increase over the 1970-75 period.™ . . -

- Even within census_divisions; the variation: in growth rates is . .
dramatic. Within#the Sputh Atlantic census division, the 1970-75 = *
increase in the elderly- population ranged from: 1.6 percent in the =
District _of Columbia_to 36.8 percent_in Florida. Similar patteins -
emerge- for the 1960-70-time_period. The elderly population in the
District of Columbia grew by only 1:9 percent while the increase im
Florida amounted to 78.2 percent.-In-1960; 553,000 elderly persons
resided in Florida; ,%;1970 their presence had grown to 985,000, and
by-1975 over 1.3 mil iQii,9!?,1@?13’,,,ﬁersfbiié,ifési}léfi in that State.

1 However; rates of increase cun _be deceiving in that States with |
small inereases in the nmsb'er of elderly residents may uctually rank”: -
among the highest in terms of absolute numbbers of elderly indivaduals. . ~
Hlinos experienced only:u 5.9 percént’incrense in its elderly population -

- during the 1970-75 -period; yet by-"1975 over ‘1.1 iﬁill-ibji;bliféi}; indi-
viduals lived in that Stafil In fuct, 45 fercent of the total U.S. elderly
g@ﬁijlﬁtj}éﬁ;;i‘,éﬁdég seven -States of -N S
Pe

-1n-- UG- seven New ,YCirkJ,U,ﬂh,f rnia, i
nnsylvania, ¥ lo‘rida@mis; Texas, and Ohie? with each containing
over a million elderly. By 1977,-17.3 percent of Floridw's total pepula- - .
© tion was aged 65 and ower.** However, of the seven-States with the . "~
% largest absolute numbers of elderly, four—New-York, Pennsylvania;
Ohio, and Illinois—experienced net outmigration.of elderly. perséns
during the 1960-70 period. In some ‘Stites ch'as Nebragka ani

5' ~South Dakota; the proportion of eldesly in - -otal population grew Y

¥ due to outmigrition of young persons:x = .-~ \
-Net migration rates for the 1960-70.time_period show a movement
of elderly persons out of the. Mid-Atluntic and East North Central -
States and into the South Atlantic, West South Central, and Pacifia
' States: If such movements continue, the jncressed proportion of
5? elderly individuals in_ the- total .ﬁbﬁiilii;tié,fi}{b,@lﬂ:éfiéjt - significant
impact on regional development: An examination of the determinants
ofel(lerlymxgmtlon m”ay'h’elp’ to establish the li:gélih'o"(i%bf i continua-
tion of past trends. = - - G o : :
The literature dealing ,ﬂyiph,miﬁgrnpian patterns is enormous in-size;

hewever; the: subset ‘which deuls with migrition behavior - of ‘the
elderly is quite limited. Barsby -and Cox (1975) have conducted the

mos* comptehensive review of the migration patterns of the elderly. %
‘The fuctors which they identify is determinants of elderly. migrution
behavior include: (1) Family and social attachment; (2) health ikl

> climate; (3) homeownership; (4) locution ut time of retirement; und
(8)7educational level. P : )

 Tha data dited {ri this setion Ao taken frgan Cirrent Population Reports; No. 59, b, 23; Moy 1976,
. 3} University of Florida, College-of Business Administration, Florida Statistical Abstract 1978, The Uni-
* versity Presses of Fléﬂdﬂ;)aﬂmﬂue; 1978, p- 20. . . I "b -
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- Faniily and social attuchments aro negatively correlated with migra-
tion when the family and friends of the elderly person ure located
within the community, and positively reiatod when they nre located
outside the commumty. Harold Gelist (1988) fouri at _about 80
nt of sumpled retirees_who chose not ¢ after retirement,

ik

f social ties. Langford 23 found thint sociul

s significant factor tletériining- -migration
© behavior thuii were the availability of community or health fucilit,i(‘,su?:
(1976) found thiit, while older peggons ure
the populution observed s # whole, once the elderly yecide to-move, -
‘they ure more. likely to return to their State of bif}tz#'he tendency.
to return to-one’s-State of birth- may reflect the iflyente 8f sgeints

ties—i:e:; famlinrity with the environment; commiunjty<structure
and - pust. social relutionships. Serow stites that; while, the migration
of the elderly will mnost likely continue to. be concentruted in areas of °
fuvornble climate (the “frostbelt” to “sunbelt’” movenient), increusing
numbers of elderly persons:will be returniny to their States of birth,
Serow states that planning for such u trcmhs crucial if the needs of

the elderly are to-be met.in the future. " -~~~ - oo
__Health and climate.sire two varinbles which may workin conjunction
or-in opposition. While- poor- health- may inhibit. mobility, 3t may

actuiilly increase tlie probubility of move

climate. Mobility may als
lieulth, reflecting personul preferences: 2 , ,
- . Homeownership may: dct as-a-deterrent or a spur to migration,
Since 1 home 15 n 're?;ttively}'z nonliquid . asset; homeownership niay
reduce -imobility. A-study of Prasad and Johnson (1964) found this |
deterrent effect: However, Lansing and”Mueller. (1967) found that °
thi{sﬁmﬁpf@,hg ie provides i stimulus for out-migration: o

) by and.Co; te-that a-tentative relationship between 1si-
derrey” at tinie.of: retirerient and inigration does exist. However,

ment -to un nrew of nn?)’r'o,ve

' be affected "By clinuite iridependent -of

“the studies completed to date have not conclusively -defined- this
relitionship. It does tentatively .appear that' residents of suburbs
- or SMSA’s-are more likely to 'migrate-than residents of other locations.
Job opportunity. is another: factor: for which the relationship with
migration behavior is tentative at best. -t would appear reasonable,

however; that -the inducemient to: migrate because of - job opportu-
nities detlines with -age. -Postretifement, -income appears to _be posi-

© tively related wi ty to migrate: This is not surprisingg
since migration ivolves econoinic costs. - : : -

Given, the extended durations of 1
older iidi‘ff({ii,s,,,,',lt,,,i: o
inbor forcegare less inobile-than T

1 ree participation: and net
scu&liije‘j‘ of Millei (1865) anit-
The/study. by Lansing anil

o, and- Wood_ (1969 reveal that

14

;Telateil: to igher migration 4h ¢ dderly -
;@jixg;iin' weérg more. likely to:have held jobs mn the gsstonal or
. m_am}gepgl;occupatnons prior “to .retirenient than 'safre elderly
® nonpmgrants:. . . . T R R ¥y o
- -Rhus, based onthe existing literature, Barsby afid Cox (1975)
co flude that ‘“high mobility among older persons is coneentrated
L7 o T s . < B
/ S . . >~ ——
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among those who im% modemto indomo level\ hve in- quburban '
areas; ure well-educated, and held ianagerial or profquonal [)ONILIOIIS
- prior to retirement.” However the authors caution that-much of the-
ovildence supporting these conclusions is of questionanblo validity:
In tm of elderly migration;-several observations are
made of . First, older persons are less mobile than
yo;mger pe ligration- rates-of young j)ersons avere over .
twice us & the rates for older pergons during the 1955-60 and
1965-70- tnme,perm(ls Seeoiid, the elderly: teni to ijove froii larrer
Stnto\ to smaller States.: Third;wlderly persons show a greater: tend-
el to move-into a few speuﬁc States than do the nonelderly.
During the 1965-70 -period; the net inmigration rates. of ‘those aged
65 and over exceeded. that of the under-65 po ulation ‘in mght Stntes
na; Florida, ovada; North (‘aro Okl
South Cnib]um sm(l I‘enne\\ee e el

atlon. lhe economic ('onsoquencek of, such (llﬂ"elences n nugrntory o
. behgvior- will certainly--inérease as the populntlon ages; both-at the iy
regionsl level zm(l w Itgm specific States: Some economig consequences . .
of populitioi aging -observed at the national level, will be felt inore-
keenly at the regional amnd State level. Migratoty :patterns: of the

pqpulntron couple(l with prolon"e(l lo“ butTl rites, _1 ay' \Vell serve

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
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Chapter's .

. ‘PRIORITIES FOR RESEARCH ON THE INCOME

'AND EMPLOYMENT:OF OLDER AMERICANS
- The piirpose of -this chapter. is to suggest an agends of priority

“® research topics that constitute the most important-areas- where-an
‘advancement in knowledge can enhance considerstion of new policies

_relevant-to ‘the income and employment of the .aged. The research -
- Wagenyla is structured along the lines of the organization of policy issues

" set out_earlier in cha]iter 1. The conjent of the agends relates to the
_ issues singled out in that chupter; and the specific research topics are

" " deeigngd to be incremental ié:tlié‘:kﬁé@i"é:#‘%éé cataloged in the

' npgenghx to: this report and discussed in chapter2. - = . =

--This  chapter concerns. itself solely with research areas relevant to

major policy issues. Thus, research topics not directly relevant to the
analysis' of ‘major policy issues and. proposals are excluded from ‘the
discussion. Analyses of specific policy proposals that will be required
eventually for legislative debéte are not described hers either. Rather,
this sgenda-deals with the underlying research necessary to- the per-
formance of such legislative analysis. The context from which this -
sgenda gprings—i.e., the current state of the art—ia discussed only.
- briefly im: thxschalpter, but such descriptions are sW%ailable from:
,numberof'sogl‘cés,. D T TS ' &
S = 0 I DATA AVAILABILITY

1
3

S

Se . AU RerEvant:Dara Bases
- - If a research-agénda is to-be-of immediate value, it must be co
_ “within-the bound? of feasibility: i P
" to-dath-availability may. be useful as a guide for long-run’r
ﬁ:gmmi bt may be nothing,mere than a wish list'for the shortgan.

* Rebearch issues presented in this-chapter can-be undertaken withys
ting data sources or with the aid of data sets currently #hde

S - -
gensral types of data are required to perforin resea
Pissues of retirement and employment of older Americans: (1),
aphic data such as age; sex; race; and household composition;
yisl data suchgg income by source; assets by type, retireident
ge. vesting.mhd benefit receipt; ﬁ.ﬁagéﬁ?iiigé >ehavior; and

of tho state oftheart In varlous msearchageas: . L. g

e on Siving: Reviow cf Studies Thing U.& Timo Series s, - 4

g 4 . 8, May 1078, pp. S PR Lo . -~
#i. | Labor Supply of the Eiderl: - anpiiistied-papar, Febriary 1970, - B

3% Research omi_facto Effecta of ftetirement 1ncome Programs,” unpublished paper,

_ Alicia H. Mtin
Feb. 15, 1979 =~ - - - -- e em el e o i
- James_R. Storey anid Gery Hendricks, “Retirement Income {p an Aging Soctety: The Need for Batter
Information for Public and Private Declsions,”” Urban Institute*baper, ber 1970, ____ . . :
Theg Urbsn Institute, “Income Adequacy and jhg Elderly: Priority kesoarqh Issues,” Mar. 31, 1977,

89)
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(3) employment, data such B’ lnbor force stutus, occuputlon, wage

rate, hours-.of work
rememen.t

- Severa
the da&a i eu)s qured in order to

here. "

data sets-(othe! han- the regul

_universal in‘mature. (Additional- d
" viduals and penision systems w 3
useful In spemﬁc research project

1. THE IONGITUDINAL m;'rm"

E The LRHb is. o 10- yenr'
Social Security - !

work histories,

1n dddition; ~everal- du.tn. yots cyY
- vide uch;of. &%5 ‘requisite data. Thé {bllowing sections

jon to -stutly

and coveruge by mn.ndn.tory

or duta bases are n.vmlnble which: contum some-or- all of. .

glicy issues of interest
or development pro-
esoribe. the
Johisus data: collections) - that are
files are: available on . both: indi-
ough mm'o\Ver i qcope, are

-analyze’ the”

prrently u

ENT ms'romr SURVEY (ers)

onmtuthnul survey m‘ilucted by the

“the athitudes; plans; re-

sources, and uctwmes of Amerimns as they pass through -the usul

retu'ement period of the life cycle.
zmd included - individuals uge(?'SS
every 2 years ‘ofi {uestions of::
-retirement plans; health;
anicl income; assets, and
currently available.:

LRHS to examine jssues relntm«r
of older Amencans

The e‘mct match ﬁle IS the fesul . of
and the Socml,ﬁe

Buren.u of--the Census &
file is an exact, match: of the cens
sxlxrvey households with data fra
files

- iifiemmploy

. wThe: social secuntv benefit- and

oW

Wt N

gocial sécurity beneficiaries _anc
with covered employment While-
filo has somewh
file willbe gvailable soen which &\1
@ie with thegMarch 1978 CPs-

The exacl

household family and
d debt.2 Data from the first. four suryeys. are

- 2. THE 1973 Cps-S3K EXACT MATCH f‘iiii;

hat. dummshed as the data become

> match file has beem used to exam

“The first survey was tiken in 1969
'to 63. The panel was reinterviewed
Liabor force status, retirement and

social ictivities;

Numerous research pl%]ects Thave utilized the

to the retirement smd*employment

me

The current’ populutlon survey M
curring | household survey whlch contains ¢
ent, and income in addition

files .contain dum

earnin
ex histories . of -alt .
-the useft of this exact ‘

outdgted, another
il mﬁtch the social secunty eal mng,,s

imine issues s\u'roumlmg

scinl security beneht reeeipt: 1tis also-i useful dnm base for slm\p\

lutmg existing or proposed penslﬁh
,ﬁr R

5 A S

3 BENSIONS AND SAerGs SURVEY :

pl ans:

This is an” onrfomg survey ’sponsored by the Ptesxdent s Commmsxon

. on Pension- Policy. It hus been desxgned to permif

effects of social security, persions; and
1t will ‘contain detailed -
jags history, work } ustory‘

private s”ings belmvior..
sition;” & recent «o;:m‘p

i annlysis: 8f the™
other: etu‘ ment phms on

[ 1 family com- -
ome and w

" related expenses net Wo.tth retu'ement plan@, perﬂfbﬂ»plan covemge,r ;

~amd. pension assets. :;». Eth

August 197

. VVB
7

_,____.--———— (/' )
. s _1'Fora mor detalled ducrlpﬂonlsee Benn!e A. Clemmier and D. Hrupe Pén; "Technlml Now, Soc\al
" Secur o -
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y potential for enormous iriﬂiié for researchers
it and retirement of older workers, u few
ue of the survey must be-stated. First; the -

’

/
;o ' "
o ‘ v
While this data file has's
’ in the arex of employm
j coveats as-to the final v e sur
{  President’s Commission /has undertaken n large scale, very compre-:

* _ hensive-survey and miugt complete this task within a quite limited
time frame. The feasibjlity of this undertaking is thérefore subject
to question. Second, iff the survey data are to be used. as a basis
for the analysis of the ifnpact of retirement plans on savings behavior,
the current time.perioil 1s quite atypicyl since todny’s high interest )
rates and rapid price irflation Woulay e éxpectecl to impact on savings
behavior quite significantly. Finally, the types of data which are the

- primary focus of thisj/survey are the types most subject to_problems
of nonrésponse antl ynderreporting. However, if these problems ure
properly addressed, t; e survey can be of treméndous value in examin- -

" Ing various resenrch jssues. - i o ®

‘.
i,

Qi

e U et e
4. EMl'LOYEE/EIﬁﬁPLOYER SURVEY OF RE’I‘I_REMEN’I‘ POLICIES

—ne
: e,

- _-This survey is b@iﬁg,bﬁﬁﬂﬁcbﬁl,fﬁi the U.S. Department of-Labor.
Tt-is_ designed to obtain data on the retirement plans of a_sample of -
employees and on [their employers’ retirement policies inid pension

- plans. The emploQ{:e' portion of the survey “contains. demographic
uiformiition,. questions on heulth limitations, uttitudes towird retire-

" . ment; labor force history; income and assets; and retirement plahs.

The employer portion contuins queries on. compuny. refiroment ugo

> policy, anticiphted costs resulting from the incrensed ,rﬁi,inumr% re- ..

. tirement age, and nonretirement related benefits in addition to busic
' background data on the firms. The pension plar sponsor survey will
obtain data on the mumber and composition of benefit payments, and
provisions -for_early retirement, vesting, and other pension features.

his survey will be completed .by_ mid-1980, and should provide
researchers with a rich data base for the analysis of ii“;ﬁéibﬁ and

retirement issues: _ ,

5t THE SURVEY OF INCOME AND PROGRAM PARTICIPATION (SIPP)

. . and ‘Welfare; is currently under development. This household survey

hus beert designed to produce data on incorme, .assets, liabilities; pro-
gram eligibility - and - participation; taxes,/pension coverage; savings;
and: demographic: composition with sample sizes selected to provide
statistically significant data for each State. The survey-is now experi-

This survey, spbg{saré‘tiuby,theﬁe*mrfmeﬁt of Health,. Education,

mental but will be conducted on s recurring basis beginning in 1981:

- - SIPP offers several iiﬂgi@@iﬁ@té ~over existing household. surveys
' (such as the CPS): It v rovide relinble estimates by State; asset,
. pension, and health data will be obtained in greater detail, and income
will be reported either quarterly or monthly as well as annunlly. HEW,
.in-conjunction with the Bureau of the Census, is currently conducting
an inéome survey development program (ISDP); the main purpose of
which is to resolve a series of technical and operational issues prior to-

sélecting a final design framework for SIPP..Data from both the ISDP -
and SIPP will provide analysts with a greater opportunity to investi-
- gate such issues as transfer program benefit receipt, savings behavior,

- and retirement patterns:

.

97,
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6. PENSION PLAN DATA BASES
Administrators of ptivate employee benfit plans with 100 or moro
participants are required by law to file an EBS-1 form annually with

" the U:S. Department of Labor. This form contains the following data .

_items: Sponsor and administrator, type of plan; sources and methods
of determining contributions; method of asset accumulation, eligibility
_requirenents, . vesting. provisions; portability or recrprocity features;

length of service and break in service rules, reguirements for pension -

benefits and benefit computation Pprocedures; joint and survivor’

annuity provisions, and requirements for welfare benefils. 'I'hese
forms, are processed and. are currently available on com})uter,,tupe.
"""""""""" plens of-

Thég’ provide -a -wealth of information on the types.-o
fered,;

and-retired pafticipants and beneficiaries, and data on the number and
cause of })lun terminations. It is & valuable tool-in any analysis of the

impact of specific pension (or welfare benefit) plan designs:

he U.S. House of Representatives Pension Task Force conducted

‘aone-timie survey of public employee retirement systems: This 1976
survey sampled a universe of 68 Federal and 6,330 State and local

%o?'e'mmjent’ pension plans: The sample frame covered 100 percent of

ederal employees' and 96 percent of State and local employees. It

Wa.sdes1%ned to provide information on public pension plan adminis-
.tration; benefit structire;-finances and funding. A companion survey
athered data from approximately two-thirds of/ the public_pension

‘ ?iiiidé with assets in excess of $50 million. These data inelude informa-

:tion on:statutes, policies and practices affecting pension fund-inyest-
ments in -1974-75. These two surveys,. taken together, provide a

considersble breadth of data for research in the area of public em-
ployee retirement systems. - : . o

. B.: Microsisurarion MopeLs Usep iN° RETIREMENT INCOME

) _ ANALYSIS )

Throughoiit thi% chapter, reference will be made to several existing
microsimulation:models which use. (or will use) as their input-some of
the data bases-desoribed above. A microsimulation model is essentially
a set .of. coded computer statements. which: replicate ‘the rules and
regulations of existing or proposed -taxes,:pensions, sofial insurance

and/or welfare programs;, combine

assumptions. about individual’ behavior sngl*demagraphic and eco-
nomic change. Input files which contain-duta on individuals, families,
or households (i.e., microrecords) sre passed through this set of coding
to provide estimates or projections of costs, program eligibles or
participatits, and income distributions that can be |calculated at

- varying levels of aggregation.
B\

B - B I .
. These simulation models have been used to investigate various
issues_with- respeet to -income tax and transfer-programs, and the;

- will continue t6 be crucial in future research. Some- of the research
.topics-deseribed - in .this chapter will rely upon such mmodels as the

ilows. (While fiot described here, there are other micro- and macro-

Prmcipai tool of analysis. A brief description of several of these models
0

. *models that generally are narrower in scope-in that they focus upon

& particular program or subset of programs. Such models are of

ﬂ -
Vo :
3

BSPI ._. o s

/

with detail on specific plan provisions; the number:of- active -

d with!a set of sim arly coded’

o S U

B
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great'use in an analysis of individual programs; however, they are
. Fumted in_their ability to examine numerous: programs simultaneously
- and therefere cannot.model important program, interactions.)

!

R , 1. DYNASIM/MICROSIM
. DYNASIM (dynamic simulatioii of income model) was developed
~  at-The Urhan-Thstitute. & version of this model was adapted by the

- Hendrickson Corp. -and- tenamed MICROSIM: Both models use
) microsimulation -techniques which simulate year-to-year changes. in
- socioeconomic- characteristics of sample. members by _applying esti-

mated behaviorsl relationships to individual units. The models are

well suited, to long-term projectionis: The DYNASIM model sinu- -

littes the rules of major income trunsfer programs,® with the primary

use of the moedel hiving been mulysis of retirement income issues. -

DY NASIM includes detuiled stinulitions of p’i-ivugt'e pensioit ind socinl

* seciirity benefits utid the SSI progrum: - - '

2 TRIM/MATH e a
.*.The transfer income moiel (TRIM) und” the microanalysis of .
. transfers to. households model (MATII) were «lesigned to answer
* questions rélevant to the formiution of social welfare policies. TRIM

wiis developed ut The Hrban Institute und luter sdapted, revised, and
renamed MATH by Miitheiiatica Policy Research: The core of both
models is the set of ‘modules which, npply income tix and. trinsfer
program rules to-the ehiricteristics of individual households in a sur-
vey and caléulate program outcomes by ageregating the individual
outcomes. The sample can be projected to reflect a luter year than the
survey year by changing the sumple weights to reflect chianging (demo-
graphic, and- economic charactenstics, of the population. This tech- *
nique is static (unlike the dynamiec proeediires used in DYNASIM/
MICROSIM) ‘any is more reasonubly confined to short-term projec- .
. tions: The major advantage of these models is in their simulation of
needs-tested income transter. programs. Tt :
The four models Jescribed above use currently existing data. bases
and are thersfore subject to the limitations-imposed by. the -data.
s . The models'- eapabilities will be erihanced as ‘improved data sets
' "\ beécome available: In connection with this, an ongoing research project

at The Urban Institute will investigate the improvements which, can

“ be made mm the f,o,ur,:mbi,lé,l'ls' described: above as w result of the intro-- . '

Tt is obvidus from the discussion of the previous sections that the
" range of researchable issues.is largely constrained by the availability -
of 'ciﬂut,a. The following section disclisses some of these research limita- -
" tions imposed by datg gaps: ‘ . : :

- duction- of the SIPP.data bases:,

 C.Liurrations oy Ressarci IMposep BY DAta Gars
. ' The range of -policy és sues which ¢an actually be_ subjected to
* research is defined primarily by the availability of data and appro-
p’i'.iiift'éﬁééftif@@pingprbcp@lﬁres; Thorefote, a-key determinant in develop-

ing a research: agenda'is gﬁé_ékiétéiibé of the necessary tools of analysis:

4 THhe MICROSIM version dges no£ presently Incorporate the abillty to simulate transfer programs.
T " . - e .
o KA .
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-~ Numerous examples may be cited of relevant ‘research issues which °
cannot be '@&ijdié({) comprehensively -because of data constraints.
Four such examples will- be- presented here. - =
T Perh's;ps‘,t{bjj;ijijdi' reason underlying the establishment of & man-
datory retirement aye and pension provisions which encourage early
‘retirement. is the belief that daclinir productivity accompanies old
age.-Fhis is a widely held E!L@,ﬁit%g impac )

only: engiri:c’iﬂ, test of: this hypothésis is

e

i cal te a series of reports produced
by the Bureau of Labor Statistics in the late 1950, These studies
reported. a wider divergence in roductivity within age cohorts than .
across age-cohorts—that is, prgtgjgjivity declines are unrelated to the

aging process—but the results ‘are questionable for several reasons ’ -
connected with.data limitations. - , S R

* --The 1950’s-data were- collected on & cross-sectional basis; that is,
the productivity of Yyounger. workers and older workers Wwere compared.
at a single paint in time.- Thus; it is unclear whether the observed °
productivity réflects' the impact of age per se or the impact of differing
attributes (e.g:; ‘educational levels) of different age groups. Anbther
conceptual problem connected with past data sets is the problem of

selectpvity. - Presumably, less productive” workers are eliminated

ar-reaching impact. Yet the

'from the labor force over time; and the measurement of job_perform-

ance with relation to age does not control for this factor. However, - .

even ignoring these problems; the passage of time has rendfred- th
findings obsolete: = - o . M
Thus, we are faced with a question of prime importance :
* productivity decline with age—and no ressarch on which to base%a
rm conclusion. If -ad€anci itail. a loss in p
capacity, -the argumént for the continuance of early retirement
-practices or mandatgry retirement provisions is strengthened. How-
ever, if productivit, %clines are not linked to aging, such practices
_may be robbi&(g the laber force of its most experienced, productive
- workers.% - R " ’ ton Tt ’ -
- Howeyer, despite|the importance of this issue, the Tresearch has not .

beeﬁ‘imde'{%}kéij and most certainly will not be undertaken in the near
future due to a lack of\data. No existing data set is capable of providing
the information reqjired for such an analysis, and no such dsdta
collection ef / been proposed. In order to ‘properly gage the
_preductive capacity, longitudinal surveying tech-
‘Niques must be used\to mregsure ’:??Sijii}fji%i(tiy at various points in an -
ingividu&l’s lifetime. The sukvey design and ata collection required to .
undertake-such an;anhlysis would be extremely complex and prohibi-
'tively%éXpensive; T o . IIICC
. A sécond area where ‘data constraints limit-research capabilities is
in the area of intrafgmily transfers. The contributibn 'of shared living
ements arnd-Ahtrafamily transfers of wealth -or income to the

economic well-being of the aged is an important_topic. However, the
research to date which has investigated such transfers has been specula-
tive-and sketchy due to.data insufficient ;t,b,sup‘gort a comprehensive
reséarch project.- It would be_very difficult to obtain reliable data on:
. & national sample, smce intrafamily transfers are often not well ‘dociis
mented, hsrd to- measure; and. easily ~obscured by the- donor. An

analysis of the extent and m tude of intrafamily fransfers is impor-
tant if one is to comprehend the economic status of the aged and the
i ‘Z‘r s

. '
L. o1 .
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true-incidence of burden resulting from provision of adequate income *

to the elderly: There is aldo a need to investigate imcentives o1- dis-{
incentives for such private transfers inherent in the public transfer

grogmms;,Eaph of these research issues must be postponed until better
data are obtdined. - - - I , :
A third example involves an evaluation of the long-range impact

"of immigration- on employment opportunities and retirement pro-
grams. While policy analysts have written numerous articles concern-

ing the projected impact of the changing demographic cqomposition

of the populatiori -on -employment opportunities ‘m‘f r'etirgmtmb pro-
rams; none have addressed the impact of immigration {both legal and

- llegal). As a result of recently fallipg birth rates, an inéregsing per-

centagé of the net change in population has been attributable to new

immigration, even excluding the impact of illegal immigration, tem- -

porary workers, gnd foreign students. Research projects which in-
vestigated the size’and composition of the immigrant population and
g_‘iolected trends. in net immigration would substantially improve our

owledge of the influence. of this component of population change on ./

employment opportunities and retirement programs. Hewever, such-
research will not be forthcoming unless methods are devised to obtaia
reliable data on the-total immigrant population. -

lack of ‘information on the ‘‘underground

Nifnitations invelves  th

ceiving social ‘security retirement bendfits are employeil and receiye

their earnings in! dash to,av&(( loss of benefits resulting from reporting
earnings to social security in excess of Tgie limit imposest by the social
security retirement-test for full-benefit eligibdlity.-- -. . -~ .
__ Estimates of the extent and cost of thig svasion vary widely, no
is there any information on the ¢ompositi
qamiﬁ{'zs' o ﬁﬁi‘égbrted;, Given the. 1illegalr _suc

on of the gfpu;!@,t,ipﬂﬁvhb se
arnings go_unre : _practices; it is
unlikely that such data will ever become available. We are therefore

in this evasion-and eannot conduct a tg

confined to sketchy estimates of the cost and number of participants

ot o uly comprehensive analysis of -

the impact of the social security retirement test or other such financial °

retirement incentives. - S - S :
"The above are just four examples of the limitations;data gaps place '

on ‘research. Numerous other examples could certainly be 1dentified;

‘but these four serve ,to,"illij'sti‘iité,t%ié influence of -data availability

1. IDENTIFICATION OF PRIORITY RESEARCH ISSUES

 A. REsEARCH on IssUEs oF BENEFIT ADEQUACY AND FAIRNESS
. The policy issues listed in chapter 1 as issues of benefit adequacy §nd
fairness cover the current adequacy of retirement income and benefits
for the aged, the adequacy of such income and benefits over-time, and
the fairness of treatment of various population subgroups, particularly

wonrten and minorities. The research topics relatedto these issues that - .

represent the top priority for further work: are discussed below.

o

103

-. One final example of i}The constraints on research unpoSe(l by tii;tii N

conomy:” It is & widely accepted view that many older persons re- '

w

v
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1. MEASBUREMENT OF AN ADEQUATE REPLACEMENT RATE Z
i Social planners have long been concerned with providing an accept-
| able rate of replacement of earnings for older workers after retirement.
\g’et, the conceptual walidity of ‘replacement rates’” as generally de-
ined remains open to question on an operational basis. The -term
‘replacement rate;’ as most often used; refers to that portion of a
retiree’s prior edrnings which is replaced by social security and other

pension benefits, Such a definition is limited in scope in that it~takes
"ty accourit only the proportion of retirement.cash benefits to .pre-
retirement gross earnings. Such a ratio is not indicstive of the real
. disipo :able income pre- and postretirement which is available to & given

individual. A more exact measurement of income might take numerous

other fakctors into account: |

—-Feor

simply wages. Many employees receive in-kind benefits such as sub-
sidized cove p

to invest in

example, remuneration for .work typically involves more than

rage under health and life insurance plans, the opportunity

ofit -Sharing plans; or the benefit o preferéntia]pﬁnancml
oxn company credit unions. On the other hand, employ-
enses; many of which are mandatory in natureé; such

s payiiernit of 'in:come and payroll taxes. Union dues, commuting costs,

and other work-kelated expenses are also part of the costs of employ-
ment. Both the work-related benefits and costs are usually terminated
upon transition m\labor force status from worker to retiree. - 7 - --

 The measurement of replacement rates; natrowly defined, does not
take these items ;!ﬁkﬁ, consideration. A replacement. rate ealculation
which did consider these items would calculate_preretirement income

as net. earnings plus ‘the value of in-kind work-conditioned benefits

and compare it to postretirement benefits- under. the applicable tax
treatment.and allow for changes in expenditures typically associated .

with retirement.:

analysis of the conceptual framework underlying the ‘“replacement
rate’’ notion and an empirigal investigation-of the impact of alterna-
tively défined rates. Such a project could be undertaken with the use
~of a longitudinal data basé such a5 the LRHS, which provides data
. on.preretirement . earnings and work-related expenses and om postre-
tirement benefit levels. Data on in-kind employment-conditioned bene-

fits may not be sufficiently comprehensive on the LRHS to permit

_reliable estimation. However, additional data sources fmight be utilized

to impute such data to the LRHS file.* Some analysjs using the LRHS

of how expernditures pre- and postretirement-diffex has just been com-

leted; but further refinement of that work, both in terms of compre-

: f)i'eﬂ's'iveﬁess of expenditure categories covered and.in relating expendi-
ture change to replacement levels, could be undertaken. - - - . -- -

Another_important aspect of replacement. rate measurement is
temporal, Tﬁfﬁ@llj’ﬂ'ébl@éﬁiéj&i‘@@;@@ﬁ@; has the new retiree as
its reference point in judging the performanee of a pension system.
However, given the wide range bf,b;engﬁt,iiﬂ’ast,mems,ii plied by
different systenis after retirement (fram semiannual CPI adjustments
qrrerent syste ; 11 5¢1 - ) ,

i For example, the Department of Labor publishes data by occupation codo on the propo
which wage supplements (health insurance, ete.) represent. .

rtion of enrnings
. NUPENE
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in Federil -oniployep pension systems to no regular-Adjustment in &
great many privaie employer plans), ani the increasing avernge Tength
of life in retired stitus; methods to judge-changing iricome repliucernent
over time should -be reviewed. Such consideration raises;the question
of how -expenditures may change for the aged after-retirement. and
into very ol age (a period not covered by the LRHS). Whether or
not. i special aged version of the CPI should be used " in-meusuring
replacement. ind/of adjusting  benefitg sheuld also; receive further :

" inyestigution: ' S .

2. EVALUATION OF THE CAUSATIVE FACTORS UNDERLYJNG RETIREMENT

INCOME PROBLEMS

. . 3 . = [ . e I .
In order to-addi cistiiig retirement income proble tivdly,
one must first identify the ciuso of the problems. Retirement income

problems may -entail both situations ir.which individuals receive in-
iilequte retirenient.income and others i which individuals recerve

more thin- is actiially required to muntain a previous standard - of
living. The lattersproblem may iifr,i;ié;iisrjiwijes’iiit of overpensioning.
Military- persoiiiel, for examnple, often retire with full pensions plus
social security coverage aut age 45 and still have 20 years or more n
which to earn pensions under gther public or private plans.
Inadequate retirement incomes miy be tied. to several causative
factors. Inadequite retirement gucome muy bé the result-of an ¢ i

-work history, mmadequacy of- pensioil coverige, ek of mdj :
waize credits or retirement benefits for inflation; job mobility aixl
portability of pension plans, limitations on survivor _benefits, or it
may simply be the result of inadéquate planning on the parg of the
retiree. - - - A -
" The meusures which could be. tukell to-resolve retirement incomse

problems {problems of both inadequacy and excess) vary drastically

according. to the causative factor. An assessieiit of the roots of .the

problems is vital if effective solutions are to be found.
v »

B. Researcn oN FinanciaL Issues

o retire-
ment income and- financial impacts of pensions are as follows) -

(1) The adequacy of pension plan fi

The policy issues identified in chipter 1 us issues of fina

151 | fiiiincing:

* (2) Methods for sharing the costs of retirement income provision:
(3) The impnct of pensiond on siaving and investment; and - -
~ (4) The fiscal policy implications of population aging and methods
used to finance retirement income. - o : oIl
_ Tlie reseurch .topics related. to these -issues that represent the top

. priority for further work are discussed below:

< i. iMPACT OF A VALUE-ADDED TAX (VAT)

The ittemtion given:the idea-of a yalue-added tax by Senator Long
and Representative Ullman has elevated interest in its ramifications,
but littie reséarch has been done on VAT irf the context of the Ameri-
cqan economy ani tax system: While VAT.is basically & general public

finance issue and not a- retirement issie, it is included here because

the congressional interest in it has been genérated mostly by concern

.about the level of the sociil security payroll tax:
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- Research on VAT should consider its potential impacts in the con-:

text of other tax.changes that might be expected to accompany such
legislation. These other changes include: ‘Reductions in the OA DHI
tax rate andjor wage base; refluctions in Income tax rates; tax breaks

- for investment income, and expansion of the earned income. tax crodit

for low-incame wage earners. Research on variatipns in VAT itself
with respect to rates and. exemptions appliedaeto specific goods and
services 1s also needed. - 7 L SR
_: There are 'at least_three. major objectives in research on VAT and
related tax changes. First; it is important to know how such proposals

will impact ‘the distribution of.incqme among individuals and house-
holds rilative to current tax laws, both in the short run and -over

time, to identify which groups are better or worse off financially and
how various measures of social impact are affected (e.g., size of poverty

population; progressivity of taxes sing ly and in-combination; income-

distribution among population quintiles). Short-run anialyses can be

accomplished with existing data and the TRIM .or MATH micro-

simulation models. Analyses of longer @un implications could also be
undertaken with existing data-and the D YN SIM model. However,
further behavioral Tesearch (see below) and better (ata on ussets (see
discussion in section IT) would greatly improve our understanding of
how these potential shifts in taxes would ultimately affect household

. The second objective of this research-on VAT would be to estimate

the behavioral consequences of such tax changes. By increasing taxa-

tion of consumption and reducing . wage taxation andjor taxation of
investment iicome, the following types of behayioral change might
béstimul&ted: - ;7”"7 ”7'7:;77 T - -

© (a) Shifts imw consumption from taxed to unmxedr%’.i{trsbds'.

(b)"Reduction in consumption and increased savi

{c) - Shifts withih an expendifure category from higher to lower-
priced goods. - Lo T .
(d) Increased work affort-and labor force participation:

(¢) Increased hiring for part-time work; and - - - —

(f) Shifts in yields on different investment instruments. -~ ,
_-Of these six areas of interest; which probably do not constitfite an
exhaustive list, the impact on saving versus consumption is tKe most

important in terms of the need ‘to impréve our understanding of

- behavioral response, and it is an area of great relevance to the appro-

priate mix of public and private provision of retirement income in the
uture. LN e e _

- A third research objective is to examine, the potential consequences
of VAT for State and ldcal finances. Reducing Federal taxation of-

vestment income-would lower the attractiveness of State and local

debt instruments to-investors and thereby raise the cost of borrowing
by States and localities. Should VAT result in & more ‘regressive
Federal tax structure; State and local governiiefits might find them-
selves pressured to reduce their reliance on sales taxbs and to adopt a

'“MOTe progressive tax structure. Such impacts could flesult in-behavior

the intent of the Federal tax changes. The most likely State/local

responses to VAT should be reviewed in terms of how they would

by State and local governments that wotld offset; at least partislly,

affect the estimated imipacts of the, Federal tax changes.

O

&
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Finally, the mucroeconomic implications of VAT ate an important
‘siibject for study. Given the anticipated individual and institutional
ress)onses; it would be expected that prices; employment; investment,;
a1

(-]

. ADBQUACY OF PENSION FUNDING UNDER DIFFERENT. ECONOMIC
L. : SCENARIOS

- Socinl security financing S set based on long-range cconomic and
9 demographic trends assumed for.a 50- to 75-year period. However,

financing 1s on a pay-as-you-go basis; and g long-range planis vulner-

able to short-term economic disruption, a circumstance now oceurring

for the second time in this decade; While private plans are gdvance -
short-term econotnid es in
pension plzu}atlmt require revised funding plans or special funding.on .
a sepaiiite bisis, Given receiit experierice with inflation, an unemploy-
ment rate that has remained at or abave 6 pércent almost every month
in the:past 5 years, and great uncertainty over future gnergy sources
ind - prices; the vulnerability of social security; private %il{ijj.ﬁ, -and

and: price
public employee plans (which include both advance-funded and pay-

as-you-go plans} under differént economic scenarios deserves more
attentibn. .~ 7 . . : : S e S
~—-In the ease of social security, a number of options to®he current

financing plan are being discussedy usually involving reduced relinnce
on the payroll tax in faver of a new tax (e.p., VAT, oil windfall profits
tax) or reneral revenue contributions baséd on various formulas. Ex-
amination of these different financing approuches is needed, including

. options specifically geared to be triggered by cettain economic events . .

2 such as high mi'empil‘bymem. This analysis should be cotidycted for a
wide* range of economic scenarios, with the interaction between-the
particular financing method and the performance of the ecomomy
explicitly taken into-account. The objective of the analysis would be.to
determine how to obtain the browdest degreg of insurance against an
economic deterioration of the social security trust fund balances for *
the least investment of tux resources: . . v,

For employer pension plans, the principal economig threat eurrently

1s the impact of inflation on the real value of benefits; since few if aa

plans make regular adjustments that keep pensions Tully protect

against inflation: Projections bf pension costs are needed for:warious
approaches to inflatiori adjustments under-a broad range ol ecgpomic

scenarios. Of particular interest in the analysis of private plansg
likely performance.of pension fund assets vis-a-vis the rute ol i
under thesg scenarios. ’ F

_ et e L el v P R el
« 3. INTERGOVERNMENTAL FISCAL IMPACT OF POPULATION.
* It is a well-known fact and of considerable concern that Federal
spending willirise sharply s the:population grows older unless gurrent

budget policy is revised with respect. to aged benefits or sormhe othe

governmental activity. However, while public spending on aged bene-- ;
fits has become essentilly a Federal function—with certain exteptions® 7
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(State/local employee retirement systems; State Siiijjiléjiiéiitiitiliijjif
SSI benefits; State matching of medicaid paynents)—=5Stuates and loculi-
ties continue to provide the bulk of the expenses of public education
{ovor 80 percent), thoy pay close to half the welfare ail to needy
families with children; they account for'nearly 90 pereent of the costs
of the criminal justice system, iiiiil they operiate and shure in the costs
of employment and training programs; social services, and family
health care serviees. Thus; spending reluted to the population of
<hildren and youth and families with - dependent children aceourits for
Li‘;?\"bi‘ lialf of iiﬁ State and local expenditures but only about 10 péreent

ol the Federal budget. More nationwide data and analysis are needed
on the quality of govern-
ment services-of a dwindling number of yying people. - R
Sinece an aging population will increase Federal spending; it is often
assurned ,t}iiit:ﬁ,:i!@hﬁiiﬂg;ii?‘iii?bi't‘iﬁii,iif children, youth and younger
workers will lessen demands on State and local budgets. However,
with-all this budget-making oceurring in thousands of disconnected

decisions; there can be no assurance that such intergovernmental
" tradeoffs will be made. . - S

- However, even an explicit tradeoff of less State/local for more
Federal spending based on the redistribution of the population by age
aroup would not likely hold overall, public_costs ef aid to dependent
groups to eurrent levels. Several factors may deter any substantial

offset to increased spending on the:',ﬂ}:et:l,-,;Fi:i,'g1,,:,iig'é@!,ﬁ,l,egi‘m,{??m3,¢§$§ :
ecome more

more to support than children, especially if the aged
female and more minority.- And-mest-support for children still comes
from their {amilies rather than from public funds. Second; advocates
of children will continue to make strong arguments that greater efforts
are needed to end poverty, improve education; and improve maternal
and éﬁ]ﬂ;ﬂéélthﬁ@@;,iiﬁ,g that there is a biggrer payoff to society from
long-run investments in children than from maintenance of the elderly.
If crime declines with aging, prison expenditures may not follow, since
sentences could be Jengtheneg amljor the quality of -penal astitutions
improved. Third, it inay turn ot that a decline in the relative size af

the child population will-pot result in a proportionate: reduction- in

the real need for public aid of this group since it will be composed more
of minority children. Fourth; the assimilation of families of millions of
illegal aliens could also-occur in the future; thereby raising the need for
public support of children.- And finally, the fertility rate could rise
above the replucement rate of 2:1 aud change the population age struc-
ture the Census Buregu now projetts. Thus, it Is not at-all obvious
that the projected rise in Federal spending for the aged will be accom-

panied by a relative decline in State/local spetiding for children and
youths: : < . ‘ , . .

" Research on this subject should Yegin with projections of the non-
aged population under several\assumptions about fertility and immi-
gration. State and local costs associated with this population could be
determined for income security and health care financing programs by

‘use of the DYNASIM microsimulation model. .Several assumptions
regarding program improvements (€.£.,. elimination of below-poverty

" income. for recipients, universal coverage of low-incomé. people by

welfare) could be simulated as well as current policy: For other govern-
mental sectors (e.g:; criminal Jugtice) special studies might be needed;
applying different levels of service quality to the several population

oY
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datn hases. ;;réiiéi'ii,iiii%wb’ymrthh, virious “demographic inrios. The ~
‘ohjective of this study would be to-cstiinate tlie variations in State
aud local spending-due to population aging for a rango of policy und
demograpliic scenarios; ' '

4 DETERMINANTS OF FUTURE PENNION OFFERINGS

or industry to offer its asimplovecs participation
ic lerntion of a number of factors.
The fact that pensior

. A decision by a firm
“in a- pension plan

] 1 coverage appears to hinve foveled off, nnd. the
sxistenice of varous external pressiives on yetision plans; have prompted
considerablo ititerest i what future developments in _;)Q?i(m offerings
mizht be. Current factors that niy determine future pefision offerings
include: i Ch . - ) .

—Phe.impact ol rising social’ ecurity taxes; benefits and covered
eartings already legislated, "angd the automatic’ inflation adjust-

. llmnl:{ - R S o - c -
—Cost increnses associnted withi the existing provisions of ERISA.
"~ (reation 0 3G by ERISA, perinitting financially troubled
- plans to inate-and have part of ther liabilities covered
’ liv f11 1118 @ pool:. . . o o
—Vnion lmrfniniiiig and tlie degree to whie

: sions hiive beconie institutiona
—The-liberalization ol mandito

- —Higlier rates of inflation, lowe
labor markets than in the 1960’s ern of rapid pension plan grow th.
—T'he profitabi 10118, classes :

—The ity of various, classes of firms. S
—The existence of individusl retirement accounts (IRA’8) 68 tax-
exenijit alternatives to formal pension plans. - _ ; e
—Reliance on profit-shiring plans as a source of retireinent incormie;
and L o S . o
—Trends iit piiblic employet plans and their impact on private-

°l sector emplpyee expectations and union bargaining, . oo
In addition possible public policy responses to widely: perceived

~ pension problems will greatly jm\pact future pensions offerings. Siich
v initiatives could nc R o

public -policy it ude: .- =
—zpansion of ty- wage replacement. T'o assure more
" péople adequate retirement incomes, proposals for hiﬁher wagre-
> replacement. undet social security -could be. offered, which miight
* significantly reduce the need for private pemnsion coverage_ for
middle- and-upper-middle-income wor ers. The .greater cost of ..
gocial security would detract- from funding umila%le for private
pensions and “wotld substitute for private thrift. :

__Additional payroll tazation. Independent of ‘the above point,” .

social security tax increases may be proposed for Several reasons
(to .cover the projected trust fund deficit; to pay for national
health insurance; or to provide a hew ‘social security benefit such
as homemakers’ coverage). Such taxes increase payroll-costs and
_teduce employer funds available for pensions: An option to &
payroll tax increase that will be considered 1s the establishment of
a-new tax such as a value-added tax, which would impact the.
rivate sector butin a manner-quite different from a payroll tax.
iike, ini that consume “demand might be nf’fectc%moi‘é than

employee benefits and compensation. .
’ 3 e
oo i ' - £ y §
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S L il ,' . D U
— Fxtension of Federal regulation. Further rogulation of private

pensions may be proposed. The most likely ultimate goal of further
regulution woul(f 1
system with universil coverage of all jobs by . combined social
_socurity-employer pension.that would provide completely port-
able eredits with eurly vesting und indexed: benefits.

—Revigions in lax treatmeiit of retirement plans., The - tax -systom
eould be used to imnduce further utilization of ‘individual retire-

" ment; accounts in- lieu-of pension plans: #lso, the tax-code pro-
visions that define plans qualified F’di- tax exeniptions of earnmgs
and employer contribiitions coilld be modified to force-a restrue-

-turing- of pension. benefits or.to achieve ut least partially the

, i ;

ronls of further regulition cited above. B R B
%nvonragemm! or . compulsion -of -laier refirements. _Given'~the
. aging of the population, the rising cosis of social security, and
~ the nsing interest of older people in continiiag to work; proposals
. can be expected to 'c'ompe‘ an increase in the normal retiremerit
sage or to induce later retirements. Since many private_ plans
now edicotirage eurly retirements, such a publie policy might force
i redesignof private plans. If significant extensions in individuals’

workiiig - lives' were realized; especially if coupled  with higher .

social security benefits, the need for private pension coverage
~_could be preatly diminished. L
' The ability of pension experts to predict. the net result of all these

' forcds for pension offerings is quite -limited. In general; however;

_developments ‘thit increase pension costs to employers, that provide

omployees with grenter options for retirement income, or that wenken

the institutional and market, forces promoting pensior “offerings will
retird future expansion of coverage or even diminish present coverage.
Conversely, a potential combimation of*factors such- as ,ti'T'ht labor
markets, continued encouragement of pensions through:tax laws

a constrained ‘or diminished role for social security could st

ulate

~ renewed growth in pension offerings. Research is needed to develop
estimating models-to predict firm behavior under a variety of circum-

.

. retirement of older workers are-is follows:

‘new policy initiatives on retirement.inc
-of iE)redlctlon of .the.
- publi

: _ el xmbe ¥ -
N . C.-RESEARCH oN EMPLOYMENT ISSUES

stances. Policymiakers -cannot. take into mnccount the full -impact of
i ome without n better method

rivate pension sector’s responses to chinges in
¢ liws andepepulations. © - . Lo . o

The poliey issuibs listed: in chipter 1 ns issues of employment and

LMLVt .- . )

-{1) The appropriate retirement age; and . _

ropriate ret : L S
(2) Potential for labor market scarcities andjor surplises under

< current trends and policies. - ° S

suggest that retirement benefits may be mu _
future than once thought. At the same time; increases an longevity .

,,,,,,, %

‘priority for furtlter work are discussed below.

b : S R
CENTIVES FOR LABOR FORCE WITHDRAWAL

R “

i. MEASUREMENT OF. IN
. : R T S Lo
Experience with inflation and the gups 1n private pension coverage
6 much less adequate’ in_the

- .

v

v

be to use privite plins as part of n nationad -
N e

and

b8

The research topics related to these issues that represent the top -~
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and a decline in the 9'&5&&5@ of the populstion-in-the work force
make it uncertain whether even current inadequate benefit levels
can be financed. Thus; policymakers -are torn between two powerful

forces. On the one hand, there is substantial public pressure to reduce

pdverty among the -aged;-provide greater- protection against inflation

after retirement, and ensure adequate benefits to 2ll workers regardless
of their patternsof lifetine employment. On the other hand, no tax

source can be tapped to finance current benefit obligations; much less
further---benefit ‘ﬁb’émlizaﬁ'o'ﬁé, without incurring the wrath of-
taxpayers. . o 11 v ' ,: O AT
- —-In response to _this dilemma, some policymakers and analysts have
.proposed intreasing the retirement age. However,; legislation to compel =
“this would be controversial and perhaps politically unfeasible. A more

" acceptable way to resolve the policy dilemma, without-excessive tax
iricreases . or unpopular - benefit reductions,; ‘woild be: to develop
‘strategies to encourage, but not compel, healthy older Americans to .
work’ past age 62 or 65 or to retire only partially at those ages. This

approach would allow the same amount of funds to be paid to indi-

viduals over shorter retirement periods; hénce larger monthly benefits
- could-be afforded. -~ ~.- - : i : P

O SRR U S
- -Unfortunately; findmg -workable methods to encourage extended
labor-force -participation by older Americins may not be easy. The
current system of public and private retirement programs; the welfare
-ystem and- the tax system all provide substantial financial incentives
for early and full retirement.- If,these incentives are -to-be reversed;,
their full impact must be unde’rgtbbd',,policy options to reverse them
must be developed, and proposed policy options must-be evaluated
using the best available knowledge of the impact of financial mcentives.
on the timing of retirement. = - - ----" Co-.oo oo o -
- Research now underway st The Urban Institute will catalog the
financial incentives for early- or-normal age- retirement imbedded in
the prignte and public Programs which affect the incomes of older
Americdns and-exafnine the major interactions among programsego

identify detrimental cumulative impacts. = R :

“““Adational researchyrill bo needed beyond the prasent effort in order
to estimate the probable number and ages of workersvaffected by -
each program singly and in combination. Available data on program

ga?ticipation and work histories would be quite useful and- will Soon
b

e augmented by data from the new surveys of income andprogram
articipation. Once such an analysis is done; policy optionsfor chang-
- ing the incentives of programs with or without reductions in expected :

lifetime béx{)éﬁté; can be tested.

2. FURTHER ANALYSIS OF RETIREMENT BEHAVIOR

There has been a great deal of research on the determinants of the

~ retirement decision. Recently, analysts have begun to tap the longi-’
tudinal date on older workers provided in the longitudinal -retire-
ment history survey to improve on eurlier studies. Despite the ex-
tensive  body of research in: this area, its-importance to-the eritical -
issue of the appropriate retirement age policy in an aging society -

'sii%?*sts that the ex:létiii% research gaps should be filled. . :

ere are five topics w

- There are five t ere further research on retirement:behavior
seems most crucial: :

L 109

.



5 St Coé
T . ' .
' 104 o

" (8) Effects of cumulative marginal taz rates on. labor force participation

by older werkers.—Studies of -the behavioral impact ‘of marginal
“‘tax rates” on -earnings (e reductions in-net-income from taxes

and - from reductions In_benefits -as earnings rise) have generally
deslt with only -one provision;  the social “seciirity retirement test
being the primary- subject of this -analysis. Broader. studies that

. take into: account welfare and - unemployment bernefits, employer
pensions, health benefits; and income and payroll taxes are needed.
- (b) Joint retirement bekavior in two-earner Jamilies.—With-increasing

labor force: participation by women and -interest in social security
ang pensior reforms directed toward the treatment of women, more

research on- the retirement behavior of -older workers with working
spouses is needed. Data on two-earner couples’ work histories have -
“been limited, but some initial research is underway and should be
built upon.. ~ ; L o i e
(c) Lffects of - pension information on retiremént behavior—Surveys
indicate that most workers, even older workers, have little kiiowledge.
about the workings of social security and employer pension plans
~* and have planned mnadequately for their retirement. Retirement
behavior m'if!hﬁt be greatly affected by better information on current
& pensioni -credits; eventual retirement income under different possible
-~ < work histories, an ineoime needs over ths entire retirement period.
The behavioral impact of incressing the level of ~understanding is a
matter of consilerable interest to researchers and policy ahalysts.
- (&) Interaetion -of health status'and retirement béﬁdvior.‘-,&teseurch
has indicated that poor health is a key factor in older workers’ deci-

sions to retire.- However; thers may be a corresponding impact of
retirement on health ; i.e., early retirement may increase the likelihood.
of & person’s developing certain health problems. This potential effect
has consequences both for an understanding of earlier studies and fer
the costs to society- of early retirement and should -be -investigated:
.. (&) Employment patterns after pension acceptance.—There is a sizable
job murket for secondary jobs after pension -acceptance, - especially
part-time jobs. While some new research on this subject may soon be
})unded by Ao, there will still be a great: need. to iinderstand better
the workings of this market in terms of who is in it, why, what their
job histories after pension acceptance are; how secondary jobs impact
curreiit and future income and health status, how large a demand for
such work can be met, and the nature of current and potentiil secorn-
dary work. 1o :

3. EFFECTS OF RETRAINING OLDER WORKERS FOR SECOND CAREERS

—-If working lives ure extended, or if labor force participation after
pension acceptance increases;- there will be need to consider large-
scale efforts to retrain older workers for new -carcers. Retminin;:ixlhe'sp
workers could: enhanco the productivity of the labor force, facilitate
mobility- -of older workers with obsoleto--skills; enable labor force

reentry for pensioiiers closed out of lifelong occupations by pension
riles, and impact the economic and social well-being of the most
rapidly growing segment of the population. - -~ e
- %es’eﬂ;l;h;i;ij this area should focus on: (1) Projections of the need
for retraining underalternative scenarios for trends. in retirement
behavior; (2) projections of training resotirces available to meet this
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stimulate development of such resources; and :(3) determination of
the likely occupations-to target retraining efforts on given projected

~*need under current circgmgtgncég,anq,@mqe;r,poli;cj%smdesigned to

labor force nééds amrd current performance of older workers who have

made transitions from primary to secondary careers. \

4. INTERACTION OF RETIREMENT POLICY AND ECONOMIC GROWTH

: rt to. pation by-older workers,
if successful, will have macroeconomic consequences: Such effects
will result from different demand patterns; a different-mix of labor.by

- Any effort to increase lnbor force par

experience level and industry, reductions in income transfer payments

and the accompanying payroll taxes, and different savings rates.
These factors help determine sggregate demand and employment,

riwes, and economic growth, which in turn determine the size of the -

compete forjobs. - - - - oo o0

To .dute; the muacroeconomic aspects of retirement policy hav
ceived far less attention from- analysts than have the microec
factors involved in ind

>
I."brif)fr”fq'r'éer within which incressing sumbers of older workers will

simulations of I ( I
cies. Such-research could indicate the interactions.between the aggre-

‘pate economic measures and policies to influence individual behavior
and help determine the feasibility of such policy options in terms of

impacts on fiscal policy and the economic well-being of the aged.

D. RESEARCH oN Issuks oF SysTEM COORDINATION AND DESIGN

The policy issues identified in chaptert as issues of system coordina- _

tion and d 1 are as follows:- -~ - =~ S
- (1) Determination of the proper mix of public and private provisions
for retirement income. ---  .-- - .
(2) Extensian of Federal control over public employee retirement
plans. - - - - - . .. - C o .
(3) Revision of thé social insurance approach to old age incorne
security;and S : o S S
(4): Tmplementation of major changes in retirement policies and
benefit systeins: . R . S
"The research topics related to those-issues that represent the top
priority for further work are discussed below: -
P . ;;!,;‘,,,; ;,Z,} I , R
i; PROJECTIONS OF RELATIVE ROLES OF VARIOUS SYSTEMS IN PROVIDING
: RETIREMENT INCOME

. .
vt

The original ides behind the development of the social sectirity
‘program was thiat social seeurity would provide minimum Income’
security in old age for as many workers as possible with - pnvate

pensions and private savings supplementing this base. Welfare pro-
s were expected to disappear as the system matured and increas-
ing numibers of workers were-covered. In fact, what exists today is a
N -tier’” system composed of secial-security, the needs-tested
tre

iij
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. importariée-,.foff understanding the relative tolé of each component of
. this three-tier system. o S R
" There has been little in the way of comprehensive projections -of
* these three components: over time. -A key resegreh topic,, therefore,
should be a projection of the benefits that will be produced by the
~ existing systems over-the next 20 to 30 years. Such- projections are
: needed to assess the likeihood that inadequacy of retirement income
~ will be & major problem in the long run and iliit?é;r;ij*ljg,t’piﬁrcumst‘anées.
The current system could prove more adequate for future generations
of .retirees than we- suspect.-On the other hanmd, projections may. -
indicate a socially unacceptable outcome with some workers receiving \

large benelits while- others with similar earnings-receive_little. Such
projectipns. would greatly enhance our knowledge of the expected -
outcomes for persons under the “existing mix of retirement. income
sources. Without this knowledge, intellizent decisions as to the con-
tiftuance of the existing system or adoption of major system reforms
cannot be made. e S .

- Projections-of this t)'g)e are well suited to D
of existing or proposed ¢ 3
projections -gnd simulates social security, private pensions and the

YNASIM (with the use

ata bases), since the model can make long-term

needs-tested transfer programs.

. 2. INTERACTIONS OF PENSION AND UNEMPLOYMENT BENEFITS

i" _ This topic involves two central questions: (1) How does the -availa-
bility of uqemglbyﬁiém benefits alter the retirement

b ¥ at ben patterns of older
workers; and (2) to what extent are pension recipients also receiving
inemployment benefits. -~ : .

_. Older workers. do mot géﬁ,éréiiyiexp'@j'iencé,fﬁéfé stiéﬁ.é of unemploy-’
ment than do their youngér counterparts;.however, the durafion-of

the spells which they do incur is generally much more prolonged. There -~
is evidence to suggest that many older workers who are receiving
unemployment. compensation benefits actually consider themselves
partially or fully. retired: In many cases, the availability of unemploy-
nmient compefisation ‘benefits is treated by recipients as a forrm of early
retirement. This, of course, is not ‘the intent of the unemployinent
compensation program, and such benefit availability ma undermine

the retirement incentive structure biiilt into the pension plans. *

In u related manner, many elderly individuals simultaneously re-
ceive -benefits under_both unemployment tompensation and_privite,
ii)ension plans; also eontrury to the.intent -of these two programs.

revention of such overlaps is 4 current issue in Congress. Al dssess-

ment of the extent of interaction and overlap dcross these two progruns
is essential if an accurate picture of. the emplo ment and retiremernt
income problems of the elderly is to be obtained. Once again, DYNA-
SIM, which can model the operation of the unemployment cotnpensa-
tion program, coild be m valuable tool in the conduct of such an
analysis: ‘ ’

. 3: I‘:\'IP;»\C’I‘S OF EXTENDING AN ERISA-TYPE LAW TO STATE AND

{ : LOCAL EMPLOYEE PENSION PLANS ‘

L o e L o L

Enucted in 1973 to improve_the relisbility and adequacy of -the

private pension system, ERISA applies Federal standards to plans

with respect to vesting rules; fliiii}iii'g stanidirds; fimancial 'r'éii'(ii'tiii'g
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. and disclosure; and portfolic management, and. establishes ﬂsys,t#“
of insurance protection for participants in terminated plans. Legisla-
tion to, establish ERISA-like Federal standurds for public employee .

pensions has been introduced in the U.S. House of- Representatives. -
A topic of prime concerni, therefore; is the impact such a law might

have on State and focal pension plans. An analysis of the anticipated
impact upon program costs, vesting nlprovisions; funding options and
lan terminations is necessary if an-mnformed decision is to be reached.
Proposed surveys of pension plan coverage and benefit receipt coupled
with existing data on individual plan designs should provide sufficient
data to evilunte the impact: . :

4. IMPACT OF "TAX REFORMS ON PRIVATE SAVINGS
- Various tax incentives huve been legislited to induce greater levels
_of private savings for purposes of providing retirement income, and
neiv proposals abound. -Self-employed- individuals_ure extended tax
privileges to set up Keogh retirement plans; and individuals employed
in firms which do not hive @ pension plan are anccorded similar. tax
privileges in establishing indlvidun!l retirement- aceounts (IRA's).
tiiformation iibout the impuct of these plans 1s scarce: There is little
knowledge of what proportion gk the-eligible population has*actually

estiiblished in account, the cofmposition of ‘the subgroup 'which has -
done s0, and the long-ringe impact these plins may have on pension
plan oflerings. More information is needed on other nonpension forms
of retirement savings -us-avell;- siueh -as company thrift plans and em-
ployee stock ownership and profit-sharing plans. ) -
An assessment- of- the extent and nature of purficipation in:these
wlternatives to pensions is necessary if the eflectiveness of tax incen-
tives -ininducing personal savings, -their effectiveness in providing
adequute.retirement income and their relative role in_the multiticred
systein of retiremeiit income 4and benefit programs Is to be evaluated:
.Such u study could be undertaken with the use of dita obtained from
the suivey sponsored by the President’s Commission on Pension Policy
zm(ilJ the employer/employée survey sponsored by the Department .
of Labor. - '

5. IMPLEMENTATION OF CHANGES IN RETIREMENT INCOME SYSTEMS

‘

been paid to the meuns by which such wide-ranging changes could be -
implemented. The key issues involved in assessing -the appropriate
implementation: methodology, -include: (1) Selection: of n _method
which insures the least administrative cost and beneficiary financial
loss for different transition periods; (2) analysis of the costs inherent in' -
alternative transition proposals; and (3) analysis of the distributional

impacts which wouldl occur under salternative schemes. If serious

consileration is to bie given to altering thie eXisting mix of pensions,

social security and needs-tested benefit programs; then serious con-

sideration must also be given to the,,ﬁ,l?i"@l’ﬁ@t?,i??‘?‘?‘is for effecting
such a change. DYNASIM could be used to perforin such an analysis.

ii3
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. plansis & problemJ c

Incomplete covb@e of’zmre ';. ings or ﬁnal sarnings by the com-
bmed -credits_-ear éérs ddodml . secunty and employer pension
by Frood.: Jnany ; ‘workers and results in in-
adeguate- retirémient -incomes’ and meqmtles among -workers when
uped by sex, rdcs
' grg four factors; |
- 1ty (2) ‘the. lack
jobs; (3) the lack’

and occupation: Fhis mcom_plete coverage. stermns
) The ceﬂp)g@ ered wages under social -secu-
f: ngvaite pension :

Lo

verage for a large number of -
777777 tability of pension efedits for those who change
jobs; and (4) ’ohe ] lue of credits earned in a job vacated before
retireifient age in’ g,yq{ems where pridr-geas.crédits are not indexed up
tothe year when normal or early retire \ent age is reached. The latter
two poinits are prdi'mbly da Imore sxgmﬁé‘%mt problem than the-first two .
since they impact a huge proportion of ;(t e work force (viz; those who. - -
hold several ifferent jobs over their. lifetimes).
. There is a need for a_comprehensive study of the extent to which
coverage of real wages will be incomplete. in the future under the now
mature systems of soeial security and private pensions. The method-
ology already exists for such projections-and is in the process of being
improved under a contract with the U.S. Department of Labor. Such
projections could pinpoint. the hkely loss of retirement income owing
to incomplete wage coverage by Sociceconomic categories for a cohort

of workerg who will retire near L‘he turn of the mext century:

A

-
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| Chapter 4 . -
POLICIES ‘AFFECTING- THE INCOME AND EM-

PLOYMENT OF OLDER AMERICANS: A REVIEW
- OF OPTIONS FORCHA.NGE : | a

In chapter 1; this information paper described the complex of major

issues confronting - policymakers concerned about_ the income and

employment of older Americans. Basically, these policy issues may be
categorized as issues of:-(1) Benefit adequacy and fairness; (2) benefitr

. financing; (3) employment and retirement; and {4) system coordina- "~

tion and design.

With these major issues in mind; a wide variety of sources has been -

reviewed to determine the policy options that have been devised to

deal with the problems posed by the issues. This review has covered

bills introduced in the 96th Congress, reports_of various government

agenciés and study groups; papers prepared by members of -the-re-
search community, and position papers o inferest groups: The informa-
" tion which follows synthesizes_this massive amount of material in
order to present the full range of ideas for policy change and how they
are interrelated. .. -.- - oo oo o e

"Section I of this paper summatizes the policy options identified by
several government task forces and priwate scholars who hive recently -

prepared policy options or recommendations for some major segment

of the retirement incoiie system. Specifically, section I covers the work -

of the 1979 Social..Security Advisory Council;.the HEW: Social
Security Universal Coverage Study Group, the-HEW Task Force on
Women and Social Security, the House Pension Task Force, and the,
President’s Commission on -Military Compensation. Also described
are the provisions of several fbills introduced in the 98th Congress;
and thepolicy options desctibed in two_books on. social security
written by Robert Ball and Alicia Munnell, respectively. = .- - -
" . Section II presents, in'the form of an annotated offtline; the full
. range of policy options reviewed, orgagpized according to the four
major _categories_of benefit adequacy ald fairness;<benefit financing,
employment. and -retirement, and system coordination and design.
Section III describes the positions advocated recently by the various

interestgroup organizations active in secking policy improvemonts
't -

with respect to the income and employment of the aged. = _ -
"~ In conclusion, section IV discusses the éonflicting objectives inherent

in the policy options identified, the strategic choice posed of structural
reforms versus inctemental changes, and the implications of different
economic trends for the importance of the various issues and options.
Areas are identified where the rarge of current policy options sdems

to be too limited. -
. (109 .

:l:i /‘ ! B “A ;

.c’ |



A\l

E - o

‘Considering the large: volume of source materials and the rapidity
with which ne Siﬁiétbﬁéééli are emerging in this area, it is unlikely that
.this paper includes a complete representation of al} options for change.
. An effort has been made ta reflect as:many different ideas as possible,

though all the specific variations propgsed for a particular approach
-“may be omitted in the interest of ET@VitY— =8 L
- One caveat that should be borne in mind in reading this paper is
that the individuals whose names are associated with policy/Gjtions
may not currently advocate implementation of such changes. Olten;
ideas for change are raised in the context of research reports or issue.
anajyses as.options not necessarily fayored by authers but regarded
as:worthy of {urther investigation. Such idess are included in the fol-
lowing discussion. Even :,b}ﬁlé.,,iiittbﬂijCéd' in_Congress may include
provisions no longer supported by all the bills’ sponsors: Thus; the
ocus of this paper is more to describe the nature of the approaches

available for policy change than to identify current support of specific
proposals. ot ' ' vE '

I. MAJOR POLICYY OPTION PACKAGES 7
- From.time to time; both Congress and the executivé bianch have
initiated- comprehensive policy reviews ol a program or. programs: re-
sfilting from public policy concerns regarding income and employment
of the aged. Recent years have seen a plethora of such &tudy graoups

formed, several,of which still have investigations underway. This
section -presents the récommendations of, of qptions studied by, the
- following groups: - = .. S <= S
+ " —1979 Social Security Advisory Council. . . .
—HEW Social Secunity Universal Coverage Study Group.
—HEW Task Force on Women and Social Sécurity. -
—House Pension-Task Force; and . . = = :
. “~President’s Commission on Military Compensation. e

v

. =The-work of two currently -active_commissions—the President’s
Pension Policy Commission and the National Commission -on-Social

. Security—is not far enough along at this writing {o describe the options
those bodies will considerin-their respective reports and recommenda-
tiong due next year. - -~ . : L . , L
. Also described. in this section are-several far-reaching proposals for
social security,reforms mada by Members of Congress ang by two pri-

vate scholars. The ‘congressional initiatives include: H.R. 14 -(Con-

able); H.R: 764, H.R: 765 and H:R: 3588 (Stokés); H.R. 1851 (Fren-
zel); and H.R. 2650 (Green). The private studies reviewed heré are
Robert M: Ball’s “Social Security ’I‘:)dny and Tomorrow,;” and Alicia
H. Munnell’s “The-Euture of Social Security.” =~ . ° —

-*_ INorE: See‘end of this chapter for complete description of refer-

. ences.) ’ : :

“"There are; of course; many other- gi,abés:;;i;iééésiﬁpién.;ébﬁemmnt
studies, and academic papers that offer. pohc?r options for .considera-
_tion..The options presented in these additional sources are outlined by
‘mgjor issub areas and subtopics in section 1: ' ] -
_ s . . S
L N ' -
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A. SociAL SECURITY

7 1. THE 1979 ADVISORY COUNCIL 7 :
An Advisory Council on Social Security is required by law to meet

every 4 years to re’ggrt on the program and make recommendations on

-needed. Business, labor, and Pgb%ambmbéﬁ,@g
th, Education, an

changes that may
pointed to the Council by the Secretary of Hea

~Welfare. The 1979 Council has - recently issied its report, and its

frecommendstions are summsrized below by major subject area.

a. Financing

. _The coungil believes that the financial souhdness and equity of the

.\‘

- scheduled to be 6:13 percent in 1980 and 6.65 percent in gisl
" earnings base would be $24;900 in 1980; rather-than $29,900-

system wodld be improved by financing at least part of social security
benefits from general revenues, 1t also believes that the. ad hoc: in-
creases in the earnings base (the maximum amount of earnings subject
to social security taxes) enacted in 1977 should be repealed. Specifically,
the council recommends: - o S
‘—Financing the hospital insurance (H1) program (part A of medi-
care) - entirely from -earmarked portions - of- the- personal and ~

* corporation income taxes, rather than from payroll taxes: | ]
. —Allocating part-of-the current HI payroll tax to the ¢ld-age and
. survivor’s and disability (QASD1) cash benefits programs:
—Repealing the balance opthe HI payroll tax. . -
~Repealing the ad hoc increéases in the earnings base scheduled for
1980 and 1981: 1n the future, the earnings base would beiincreased
__only to reflect increases in' the level of .average wages. N
The combined effect of these recommendagions would be.a significant
reduction in the social security taxes scheduled to be paid in the next
few years. The total tax rate for employers and employees,(each). could
be set at 5.6 percent. (Under present law; the rate for OASI )H%‘ hlS
) The.
\ as sched-
uled un% preseny law; and $27,000 in 1981, rather than $29,700. If
the econdmy proyes less favorable than projected in the 1979 trustees’

report; the appropriate tax ratd may be somewlat higher tham 5.6
percent. . -
. If Congress does not implement the proposal to_finance hospital

insurazice entirely from easmarked corporation and:personal income
taxes, the council recommends thatat a minimum, the increase in the
HI payroll tax rate scheduled for 1981—0:25. percent for employers
and employees each—be r. evenues. Elimnation

eplaced with general revenues. Elimination

of this mcrease alone would reduce the total (OASDHI) tax rate for

employees-and employers-each in 1981 to 6.2 percent, rather than the

6:65 percent in current law: ! T .. )
_ To protect social securify against economic fluctuations, the council

recommends: . B S R -
—Making payments to the trust fundg;from general revenues if

_ - reserves are less than 60 percent of animl outlays; in the manner -
# proposed by the Carter administration in 1977, to help compen-,
sate the system for revenues lost because of high unemployiment.

This provision would reduce the need to raise payroll taxes
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during a recession, ‘fé%ixéé the lévkl of reserves ordinarily needed
for safe operationi.of the systemi, and introduce general revenues

-

into' the OASDI proggams in a way that strigtly limfts their yse.
" —Authorizing/the trusﬁun’ds’ to borrow from the general fun& if
reserves fall below about 3 months’ outlays. Repayment of such
a loan weuld begin whenever the balénce in the funds reached

about 5 months’ outlays. -If the loan were not répaid-within 2 -

years, then the council recommends that payroll taxes be in-

ereased-automatically to repay the-amount outstanding; provided

that the nationsl unemployment rate is below a specified level.

beginning in the year 2005. <~ . S
—Rejecting the idea of using a nev ue-added tax té finance
—Continuing current-cost financing,; with reserve balances main-

tained at a lével equal to about 75 percent of sutlays-to provide

protection agminst u recession: (If the council’s propossls for use
. of -general revenues-and borrowing -authority during a recession

run. actuarial balance by scheduling o payroll tax rate increase

were ndopted; a reserve of 60 percent of ouglays would be
sufficient.) o '

'b. Structure of social security benefits

_ Benefit formula.—The council recommends a revised benefit formula
that would guarantee long-service workers with uverage earnings at
or somewhat below the Federal minimum wage benefits at- least-equal
to the poverty threshold. Under ppesent law, a worker retiring st age
65 will receive a benefit thﬁt,rébl?&éé 90 percent of the first $180 of
his/her average indexed monthly earmings (AIME); plus 32 percent
of the next $905 of AIME, plus 15 percent of AIME dbove $1,085.
The new benefit formyla would replace 61 percent of the first $442 of

["AIME. The council also
recommends hberalizing the special minimum benefit for those with

long histories of work-at low wages.

AIME, plus 27 -pereent of any additiona

Tazation of benefits:—Because social security benefits are derived -
from earnings in covered employment, just as is the case with private
pensions, the council believes social security benefits should be subject
to taxation in the sameg general way that private pension income is
taxed. This principle means that 83 percent of an employee’s -social |

security benefit (and 75 percent of n self-emgloyed person’s benefit)

would ‘be subject to taxatioh. However, the council recommends
including only half of all social security benefits in taxable income.

- Averaging period—In calculating social security benefits, workers
must count’all years between 1950 or the year they turn 21 up until
the year they turn 82, die, or become disabled. Five years of low or.no
earnings may be excluded fromn this calculation; but if a worker has

mdre than 5 years of low earnings or of work outside covered employ-
ment, these low or zero yqars must be entered into the calculation.
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Young workers may exclude a.disproportionately high number of
years from the averaging péeriod because; by dropping 5 years from a-

their survivors; The council recommends that all workers be allowed

- to _drop 1 year from the-averaging period for each 6 years elapsing
between age 22 and the.nge of eligibility for benefits. S
Semiainual cosi-of-living increases.—The council recommends that

_soé¢ial security. benefits be jncreased twice a year—in March and
Sepfember—whenever prices have risen by at least 3° percent since

i the last cost-of-living adjustment was made. .
- Deuble-decker “plan. —The council considered and rejected a dodble-

. decker plan under which each aged and disabked person and surviving
/.'\&'ghi’ljlr would receive a flat grant paid from general revenues, with an
adglitional benefit directly proportional to past cavered earnings paid
to social security contributors but not to their dependents OT SUrvivors:

..

for couples on half a couple’s cornbined earnings represents the most
promising approach _to addressing many%f theissues related to women.
. However, the'council did net endorse s full-scale earnings-sharing plan.

. ~* The council felt that acceptable anssvers must be found for the issues -
raised by the specific plans developed so far. The council felt that

earnings sharing would represent a fundamental.change in the sfruc-

tire of social'security and should not be implemented until it has been

more widely debated and-understood by 1h§$",,“f§9,‘i‘i’9“‘,‘,‘ be affected.
However, the council did recommend two .elginents of a full-scale. .

earnings-sharing- system for immediate - implementation: Persons
divorced. after at least 10 years of marriage would receive retirement
. benefits'based on shared eartiings from the years théy were marited; -~
and aged widow(er)s would receive benefits based on the couple’s .
combined €arnings. S R , .
-* Under.this limited form:of earnings sharing; the:credits gained or
. " lost through sharing. would not "afféct eligibility for either_disability > _
or survivor- benefits; but these credits would- affect the level of retire- ’
ment benefits.: Divorced women generally would receive higher retire- ,
- ment benefits and divorced men lower bénefits on_the basis of:their
shared earnings than they would receive under present law..Now; a -
divoreed-woman is-eligible for a retirement.benefit equal to only half
her ex-husband’s benefit: The second propiosal would permit a survivor
to-inherit the earnings credits of his or her deceased spouse.. All of the
earnings’eredits of the deceased :spouse that were earned in-years - -
durinig which the two were 'r'riiii‘i'ie'({ would be . udded to the_earnmings
credits of the surviving spouse. Thus; surviving spouses- of couples
where both. partners workeil would receive higher benefits .than they -
would under present law; where the benefit is based only on”the earn-
ings of the higher paid spouse: © =~ = =~ ' S
The council- recommends that proposals to permit parents to drop

;

one or more years spent caring for children from the averaging period
be Sehbiiély considered. Co s ! S
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' Thé:council examined the sllegation”that members of minority -

- relative “to :their previous, earnings than “is provic

~

-
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groups fareless well than-others.under social security and concluded
that 1t.is unfounded. The council found that, looking at-social security
as a whole, benefit losses resulting-from .the shorter life expectancy
of minorities are-offset by the fact that minorities are more Iljikély; to

‘receive disability and survivory’ benefits:> Also,. the social. seglrity

benefit formula provides workers with lower eam;pF 4 higher benefit -
elative 'to :their ded to_those with

higher earnings. Thus; as-long as minorities continue to be paid4less

or to experience more unemp oyment-than the average worker, the.
weighing in the benefit formula'provides minorities the advantage of

higher benefits relative to taxes paid than is frue for others. . |

\d ' ' e. Disability o

. The council recommends’ that the disability definition to qualify
for_disability benefits be liberalized for those aged 55 to 60 by usinﬁ
thé same criteria now applicable to-those older than 60. The counc

recommends that HEW develop a definition of disability for the SSI

program’ that is less strict .than the defifiition used for soeial security .-
B {

' d

£ Coverage. ‘

' The council recommends. that social security coverage be extended

to all Federal emplo eps, either through mandatory coverage of new

employees or- through credit transfers. Mandatory coverage 1s recom-
mended. for all new employees of State and local governments and
ﬁQﬁPjéﬁt;ﬁ?&@@@@i@ise,,,iﬁﬁl,,ﬁu, workers are covered by social
security; the council recommends as interim steps that: R
—An earnings offset be-instituted for those who have earnings®
under both social security and noncovered employment. o
—All current and future agreements implementing coverage for
State and local workers be made irrevocable! If this is not adopted,
terminations should only be” permitted sfter.a vote of affected
employees . LIl lITIU L LIt
- . T~ g. Retirement golicy
- -The council recommends that consideration be given to. enictment

now. of an increase in the retirement nge to 68; effective nfter the turn
of the century. It is argued that action must be tuken in the nenr
futureif workers are to hnve nmple time to adjust to n new retirement -
age. . : : : . S o
%Théfcouncilrecommen(ls continuntion of the actuarinl provisions
which allow retirement benefits to bé druwn us enrly us age 62 (with
an actuarinl reduction for persons. retiring before nge 65). 1t recom-
mends considerution of o Sﬂeciul,progrum to provide long-term un-
employment benefits - for thosé -who -are ,i@ifii’,biic,him{,,,tﬁ? normil
retirement uage but are unuble to find u job: Such a program would pay
benefits until a-worker turned 65, us long s he/she were willing and
uble to work; und would be sufficient to make it unnecessary for older
workers to cliim eiirly retirement benefits. - S ,

' The council recoinmends no increase in the earnings {or retirement)
test for workers 65 or older but suggests that the earnings test for

»




Q

ERIC

Aruitoxt provided by Eic:

. : . R ""_ - - 11’5 .

, t;hose younger- th:m ‘@5 be mcreased so thut xt Is, the same as. t‘or those -
older than 65. The council felt that elimination of the test woul,d help - i

"". more those wha nesd help least; thus; a relaxation of the earnings test

~ should not take priority over other benefit. 1mprovements . ’\

E f'mcluded in the 19

H

’

i R Admmwtratwn cost samngs proposais ,‘ .

. Curter agministra¢ion in -the 1980 budget. gl‘hebe proposal’s are not

Carterbudget) T \¢ . S

o ¢ proposals would have:. . e

" ~“PHased out the régular 1 mmlmum beneﬁc more rapldly tha.n would
. .octur under presentlaw. . . .

e;ected the cost. Savings. proposals oﬂ"ered by the .

' ’—-Prov1ded the lump-sum death benefit only to SSI rec}plénts a.nd :

: their suryivors;

—Phaseéd out. beneﬁts for students ao'ed 18 to 22 who are chlldren :

e of retired; decessed, or disabled wprkersk_

" <=Phased out béiieﬁts for’ mothers caring for- nondxsable«l ch.lldren :

‘éze(l 16 to 18: -,
~<Eliminated benefits
= earning currently in

- ihsjured status. | "_, o
- . 1. Private’ peﬂswm;and SSI ’ ‘~

G

The councll also recommends that serious consuleratxon be ngen to
improving the private pension system. Itiis particularly concerned

about the problems of adequacy of coverage under private plansithe

portablllt of pension rights; the updatmf of- pteSlQnigrie(jlt?S? -from.
prior employment, the-unequal effect of many private pension systems
on women workers, and the updating of pen )pn benefits to take account

of inflation aftez;v(tlrement

The council also recomme/n(ls the following 1mprovements for the

SSI program:

=1 gt&l beneﬁts for all SSI rec1plents should gra(lually be broug’ht'

up to. the poverty line through the combined effects of social
security, SSI, State SSI supplements, food stamps, and other

income sources, As an interim measure; thé council recommen(ls

o that Federal matching funds be offered -to States that.raise theu'

gplementa payment levels to the poverty line.

—SSI households eligible for food stamps should’ be pm(l the value

of their fobd stamp allotments in casl!:

—SSI resource limits. should be updated imd uutomutlcaliy a(l]uqtexl
each year for changes i in the cost of living. -- °--

—The present disregard of $20 & month for unearned income should
be-updated-—to- about $30—and kept.up to (late thh mﬂntlon
nntomatlcally in the fature.

—The' value of. household goods and. s)ersonu,l eﬂ'ects mcludlng '
C

the value of automobiles; shoul(l be disregarded in (letermmmg

SSI eligibility.
The council recommende(l that serlous consndemtlon be g.,lven to:
——Provxdmg benefits to needy spouses of SSI recipients:when the

spouse: turns age 62 and to. minor (lepemlent chll(lrep of bSIK

reclplents
~—Libeéralizing - the one-third. reduction in benehlq to rec 1p1ents
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who live in the households bf others:
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. "I __Thé public debate that erupted in the eatly 1'9_'73"5', aver the ﬁiiiih\;él'hﬁ o
77 of social security and its suitability as & retirement.ingome basen &

-rapidly changing society spawued a; grept. deal of ihteresi-among-the: . ~
) “experts in how:the system- should - be- modified. Two such-workd”
. that ‘are partitularly comprehensive in their ‘treatment . of social, ’
curity issues are discussed below. .= P ¥ o
R av Alicia Mudhpell’s book. . ial% IEINE 2“_.;;.

R ,";j;';; R S RN T e sl SN et St S - oYl
.o Alre1s B Mupneﬁ;-{m’ economist with-the-Federal Reserve Bank of.

<", .. Bostonwrote on social security as g staff mmember,of ‘the Brookings = . -
" fnstitution’ (“The Future_ of Social Secigrity,” Brogkings: Stitdies i = -
.+ Soetal - Etonomics, e Brookings Instititiod; .WasKington,  [977).
;- Simge she wrote prior to enactment of thé 1977.Social Security. Amend-

> - jments, some.of the major issues she discussed werd- resolved in that -
"+ legislation: However, - the :following’, conclusions sh¢ draws inzher ..

e d'is;,ci}ssjgiri;gf,;t:he”is“SUe&-xifeqhite"relevant}t'o,'fixt,ure- dehiptes: .. - - g
%+ ~—Munnell argyés, fox:@ reduction in the “welfare as sécts’” of sdcial ;- ;.

miniiting the- mintmum floor oA’ pengfit; amounts, .
~ - . elimmating di o1 | enef gressivity >
.. - of th l’b?x'%ﬁﬁit’;fbr_tﬁ,uluéﬁhe-,u!‘gés,qute‘ reliance’on/the meansy
107 “wested SSI program, which, cojild be liberalized, by Jowering the -
ncome offsets SYI benefits from".100.t0 =
o L/ Co N

. " pecurity, elimingtir .
imin - deperdents’’ benefits, and reducingthe py

. %,y rateat . which*unearnedii
i 750 pereemt. (U | o o ' w7

“ulff-be - progressivé’ socia

: : social’- security benefit™formula is retdined, . -
~, =+ Munnell advocates “revisions’ that' will result in benefits more . .

’

L " closely related ‘to earnings for working spouses.. = .

Jiie L-Munnell:arirues for changes designed to increase labor force par-

SV 3 rorkers; although she ‘feels.more’ reségreh is» " .~
» " L'needed to select the bést appronch: Possibily ed ;are to-in- ..~ ¢

- .crease the rate ,of,,ci‘é'difté‘.fbi;(llélgiyijii;{rgtjrreiﬁehtpast #ee 65; and -

* & -liberalization of thé retirement test for-those.itho both work snd

R .

3 ticipation by older

"

draw benefits. R U ¥ N e LT e S
. —Mounnell prefers - retention_of payroll tax finaticing’ for 'social
- ome tax credit to_.

- gecurity, but with an extension of the eartied iné
. "all low-income wagé earnérs'to mitigate, the effects of ‘the payroll’ -
"\, tax on.those least sible to pay it. 'She proposes a consolidation of
the OASI and DI trust funds to increase flexibility in meeting
short-run -financing problems. She argues for an increase in. the
_retirement age to 68 or for declining wage replacement rites to :
. . deal with the deficit projected for the sociaksecurity funds over the
~ “long run. R S
D b Robert Ball’s book
Robert Bull; a formerSocial Secirity Conimissioner and mow.a senior
’scholar ut the Instituteof Medicine, put forth his views on the fiitiire of
sociak securtty in p 1978 volume entitled “‘Soci | Security Today and
. "Tomorrow’_(Columbia Univer: £ ress, New "Yorkj. The: principal
fontures of Balbs futyre design Jor social security are uS follows:
—Ball posits the policy goal for retirement ineome as provision ofa .-
lovel of living comparable to that schieved while- working; he
regards s wage-replacement rate of 65-80 pércert iy udequute for

v ; e
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most aged people in good health who live independently. He would

arrive at this goal by reliance on a universal social security system
for regulargvorkers-at below-average wages, with supplementary
pensioris qﬁrﬁing'pmt of the load for above-average wage earners;
and individual savings ndeeting part of the earnings replacement

“needed by the top 10-15 percent: An improved SSI program would
eradicate poverty among the aged. He would constrain Federal
support to.be at least sufficient to eliminate poverty but no
greater than the preretirement level of living. S
—DBall urges improvements in private pensions, particularly with
regard to cost-of-living adjustments; vesting rules, and survivors’
benefit§. He woulil constrain the sum of social security and private

pension| benefits to be no more than 80 percent of preretirement
earningsy-however. - - .- - ..o
—Ball favors unive#sal coverage by social security; with govern-
ment. employee -pension plins modified as_needed.- He would
target any future :benefit increases on correcting the grossest
inequities and inadequicies of the system rfither than on ucross-
the-board increases for everyone. In particular, he favors higher
benefits for single workers and widows. He would also establish
higher benefit rates for the very old (e.g.; those 85 and-over).-- -
—Ball would apply to beneficiaries under age 85 the more liberal.
. exemption from the retirement test that now applies: between’
ages 65 and 70. He favors accounting for earnings under the re-
tirement, test on a monthly rather than an anmnil basis as was
the case prior to 1978._ ., . , Lo . ]
—Ball favors retentien-of the “retiremert insurarce” focus of social

security, rather than converting it into a figded annuity; he
“favors o gradual introduction of general revenues to help fund
the system in, concert with the payroll tax.

—The remaining’ sex-related differences in social security law are . -

recommended for elimination. = - %3 Jtoomoen
" —With a system -of adequate.retirement. income, jBall feels that
special tax breaks {such as the extra old age income tax exemp-

proposes t
. taxation: .. : S S ) :
—Ball- argues for retention of the progressive benefit formula and

tion) und Eriée subsidies based on age should be eliminated. He
1t half of sociil Seciirity benefits be sitbject to income

dependents’ bapefits. He would reduce the regressive impact of
the puyroll tax by extending the earned income tux credit to all
low-income wage earners and; in the.long run; by greater reliance
oii-the income tax as a funding source. . . S
—Ball urges the Social Security Administration to make a greater
effort to inform participants of ‘their protection under the system.
3. HEW SOCIAL SECURITY UNIVERSAL COVERAGE STUDY GROUP
- The' 1977 Social Security Amendments required the Department of
Health, Education; and Varelfai'e‘to study and.report_to 86ijgi'éss on
options for extensigns of social security coverage to all qualified jobs.
. (Most uncovered jobs are in-Federal agencies; State and local govern-
ments that have gpted to remain outside the system, and jobs with
norg)roﬁt organizations that have chosen to stay umcovered.) -The
study group’s report, issued on March 25; 1980, made no spectfic

<
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recommendations but instead analyzed various options to impiave
coordination of social security coverage and other pensions for workers
not now under social security. These options are described below under
four major categories of possible actions: - o

—Mandate social security coverage for some or all workers in non--

covered employment. =~ - - -
—JIncrease incentives for voluntary coverage. '
—Reduce coverage gaps and undesiriable subsidies.
-——Maintain the status quo: '

a. Mandate coverage

Social seeiirity coverage would significantly. improve the protection

{)rovided to -public em{g oyees and their dependents against income

i disability or death: It would also guarantee that at
least sonie percentage of anticipated retirement income would be fully
portable from job to job throughout a career. In addition; many State
and local-governiment employees weould benefit from higher adjustment

losses cauised -by disabi

.of ‘their pensiotis to compensate for cost-of-living increases when they

are nd longer working. Against these advantages, many employees
express concern that . the relatively generous retirement ,1;11@@571{@,;@
their public retirement 5&5&6@5,@@@& be threatened by any proposed
coordination with social security coverage. - ool

Mandating social security coverage g",’, all employment would re-

~ solve the problems of windfall benefits and gaps in coverage most

effectively. Initially, however, mandatory coverage on an incremental

basis might be preferred. CoLmino -
" If social security coverage were mandated for Federal, State; and
local'??vemment employment; the current-retirement benefit formulas
would need revision. Extension of social security coverage would mean
~ dual retirement income; one part of total benefits would come from the

social security system and another from staff benefit systems. - - _

_ ""A staff benefit formula could be-coordinated with social security in

three ways. Each method would have different effects on the distribu-
tton of total benefits among employees with different career patterns,
The three approaches are comnionly referred to ‘as the %add-on,”
“offset,”” and “step-rate’’ methods. : ¢

The add-on approach would require no_direct interaction between
the staff and social security benefit formulas. The staff benefit would
be calculated as a percentage of a defined salary.base, as In civil service
retirement and in many State and local plans,.the applicable percent-

« age beingl,‘,determined y an employee’s: total years of service in the
system. This staff benefit would sup jement an employee’s" social
security benefit; but the }i'rjiéiijjt;'gifﬂgrig staff benefit would not be
affected by the amount of social security benefits for which the emi-
ployee would be eligible. - -~ - . R T
- Under the ng'setapproach the two benefit formulas would bestructur- -
ally connected. The staff benefit would be reduced for in#ividual em-
ployees to offset partially the varying rates of income replacement
provided by the social security benefit formula; For example; the offset
Eg?jqentsrge could be set at 1.25 percent of siii;émgﬂglyee’s social security .
benefit times years of participation in the staff plan. The basic staff
benefit for an employee with 20 years of service would be reduced by
25 percent of the social security benéfit; the staff benefit for an em-
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ployee with 40 %%{;jitjf service would be reduced by 50 percent of the
social security ‘benefit. The offset is designed_to-reduce the income
redistributional effects of the social security system, which pxt('i'viil,és
relatively higher rates of income replacement for retirees with rela-
tively in low average career earnings. - T
The same purpose ijijdéiliééjiﬁé: step-rate approach. Instend of

" . reducing the staff benefit by some percentage of the social security

* benefit; the step-rate formula the benefit percentage pplied to the
defined salary buse would depend on the salary level; higher salaries
‘would receive higher proportionil replacement than would lower
salaries. For example, the percentage rates might be-set at 1 percent
and 1.5 percent- for the amounts '(?lg the salary base below umr above
$10,000: A retiree would receive a staff ‘benefit equal; to 1 percent
times years of service, ;5@95,3“1“7 up to 310;690;——131& 1.5 percent;
times years of service, times all salary above $10,000. Thwo employees
with 40 years of service would receive. different income replacement
rates in the staff benefit if their salary bases differed. .
 The transition method chosen to implement mandatory coverage
would affect pension benefits-for all -or some.of -the existing: work
force not now covered by social security, establish those employees
who would be covered immediately and those who would: continue
to be exempted, und establish the peried in which a transition-from
the existing structure of pension coverage to the mew coordinated
system- could be uccomplis%ed; An existing pension system could be
closed and a new one, coordinated with social security coverage, could
be substituted in a-way that protects benefit eligibility acquired on the
basis of past -service. The 'c{)*s'ed gysterm coul% continue to provide
coverage for all or some of the existing-work force. Providing social
security- coverage for the prospective service of employees not pre- |

viously covered would not necessarily jeopardize any previously earned
benefits. Both the closed and new systems would continue to:-operate
through the $ame fund. A;géhéj@; system could implement hold-
harmless provisions that would protect current employees’ present
benefit accrual rates under the new, coordinated pension plan: A plan
could be developed under: which the only reduction in- benefits for
current workers would be the elimination of existing windfalls.

_ There are two extreme strategies for tramsition, to-social security
coverage.-One strategy would involye everyone immediately. The
other extreme would cover only ﬁe\&éﬁiﬁl'gfiéég; allowinig currsnt
employees to-move through their careers under the present system.
Transition time could be as long as 40 years. Between these extremes
are a variety of options. These options would be based on such criteria
as age, length of service, years until retirement, or some combination
of these. Severil transition strategies are as follows: S
—Providing full, retrospective coverage for all previously uncovered

_service.to all employees not currently eligible. to-retire. -
—Providing prospective coverage for all future service to all em-
_ ployees not yet eligible to retire.. . .. - - .
—Exempting Some current employees and providing prospective

coverage for future service for all other-workers. . . - -
. —Exempting all current employees and providing coverage for all
new employees. . - ocie o oo e '

— Providing coverage for all new employees and allowing any current

employees wishing to choose social security. coverage to do so:
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b. Increase incentives fdi‘gbblilﬁ’tdi‘@/’ coverage

_ Another option-is to establish more widespread coverage through
voluntary participation. Pragmatically, this option is relevant only

to State and local governments and to private; nonprofit organizations.

If-Congress - approved coverage for” Federal employees, directly im-

plementing coverage would be more sensible than encouraging volun-
tary participa - : - - -

Volu & aged 1 ,
were rilised by ineans other than, or in addition to, the payroll tux.

- General revenues; a value-added tax; and revenues from a “windfall

profits tax” on oil companies have been sugpested as potentiul sources
of funds for the social security program. Because the burden of these
other taxes would fall equally on-covered and noncovered workers,
.incentives for voluntary participation would increase. Making revenue-
sharing funds contingent on voluntary social security coverage would
be another possible incentivé approach. Another approach would tie
Federal grants-in-aid -to sociu{) security coverage by requiring all
employment subsidized by the grants to be covered. ’

: * ¢. Reduce gaps and undesirable subsidies.

ntirely different approach. 1t would
e th woinplete social security coverage

awithout requiring such coverage. IRsurance gaps; windfalls;-or both
could be reduced withotlt full cpverage in several ways: Sy
—A system for transfer of retirement credits could be established

A thirdoption constitutes ay

seek to reduce the problems of

between social security and noncovered retirement systems: This

action would help reduce coverage gaps for most individuals who

leave noncovered employnient:

"—A minimum level of protection cou
m'simlat'or%, _minimum standards  on mnoncovered .retirement
-systems. his action would at least partially eliininate coverage

_gaps. . - oo - P e
—The social security benefits of individuals with periods of non-

covered employment could be adjusted to remove or reduce
: s

windfall -benefits. -- .

—The option to withdraw from social security currently available
to State and local government employees could be eliminated.
Although this action would not reduce the current gap or windfall
problein; it wotild help prevent it from worsening:

. d. Maintain the status guo

_The final option is to-do nothing; to maintain the status quo. The
study group found no support for continuing the status quo in regard

to windfalls; and -ne orgapiation claimed that its members.-had a
right- to. gain future windfalls. If there were no transitional costs

" associated with -achieving an equitable. distribution, maintaining the .

status quo would not be considered.

4. HEW TASK FORCE ON WOMEN AND SOCIAL SECURITY
_In the 1977'Social Se : r
in consultation with the Justice Department, to report on: Proposals
+ . ,

a

i2%

~

iul Security Amendments; Congress required HEW,



Q

ERIC

Aruitoxt provided by Eic:

-—— two spouses based on their proportionate bene

121 .

to eliminate sex discrimination inm social security rules; and proposals
ta eliminate dependency us a factor in entitlement to spouse benefits.
That report presented two _major options—an earnings-sharing plan,
and a double-decker plin.-These options and-other ideuas described in

the task force report (U.S. Dégp.i'tiiiétit of Health, Education; and
Welfare, February 1979) are outlined below: : .

a. Earnings sharing

- The_ basic idea underlying -earnings-shuring is that each spouse

should have social security protection in his/her own right since each
spouse is an equil partner in the marringe and each mikes an economic
contribution to'the fumily. Since both spouses would have their own

primary benefits, there would be no aged spouse’s and surviving
spouse’s benefits as under present law. U o
- Under earnings shiring, & person’s social security protection would
be-based on his/her earnings when unmarried and; when married; on
hulf of the totul earnings credits of the married couple. A couple’s
annual earnings would be divided equally between them for the years
they. were murried. for purposes of computing retirement benefits; the
earnings- would -be ‘divided when the' couple divorced or when one
spouse reached age 62. . S o S
-."The 50-50 split of eurnings would not apply under certain condi- -

tions: The basic earmings-sharing iden was modified in order to pay
benefits that are somewhat comparable to present law benefits. The
modifications are: ) o S T
—When one spouse dies, the survivor would be credited with 80
percent of the total annual earnings®of the couple during the
marriage but not less than'100 pércent of the earnings of the higher
earner. - e e
—For purposes of bensfits for young survivors—a young surviving
spouse -caring- for a child; and children—earnings would not be
transferred between: the spouses with regard to a marriage in

effect -at ‘the time of death. Benefits for young survivors would

_ be based on any earnings credits the deceased persom had from
paid work (while unmarried or during a current marriage), plus
any credits acquired as a result of a prior marriage terminated

by death or divorce. =~ - - o s
—For purposes of disability benefits; eaknings would not be shared
with regard to a marriage still in effech at the time of disability.
Disability benefits would be based oh any earnings credits-the
disabled person had from paid work (while unmarried or during
the current marriage), plus any credits acquired as a result-of a
. prior marriage that hudp been terminated by death or divorce:*
-—-An-alternative-to earnings sharing ini_the-case of couples who are

married &t retirement (and the survivors of such couples) was also
developed. This alternative is known-as AIME averaging. Rather than

splitting earnings 56-50 at retirement for intact married couples; the
spouses’ average indaged monthly earnings (AIME) would be aver-
aged for purposes of cdmputing benefits for the couple. A retirement
benefit would be computed for each spouse based: on-the averaged
-AIME; and then.the two.benefits would be apportioned between the:
gts under present law:

©
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~ averaging is more limited and represents less of a departure from
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tszvet,ween the spouses, a life-
couple’s total benefit and

the earner would get two-thirds as under present law.-Survivers of all

Under the plan for apportioning benofi
long homemaker would get a third of

retired couples would get two-thirds of the couple’s benefit as do sur-
vivors of one-earner couples under pfesent law. . - - ¢
 Total benefits to lifelong married couples would be similar umder
earnings sharing and. AIME averaging, but otherwise the two ap-
proaches are different. Earningy sharing is a more broad-scale ap-
proach that would deal more Kully with the busic -issues. ALN

present law. It"deals primarily with providing equal retirement bene-
its for couples with the same average eamugs.

b: Double-decker benefit struchire

- Doible-decker systemis are not specifically desigued to deal with

_issues related to the treatment of women under social security. How-

ever such systems would provide social security Protection for each
spouse in his/her own right. Under the ,déiijlééd,éck@]?plﬁﬁ,dgs’pribetl'
below, each U.S. resident would have retirement, survivors, and dis-
ability protection. This universal protectien ‘would be. the first tier
of & two-tier system. Tier I would be a flat-dollar payment of $122
for U.S. residents at age 65-(or upon iiié@bilitY)-,,Tgﬁ second.tier
(tier II) would be a benefit ggual to 30 percent of a_person’s AIME

" in-covered employment. Red®ed benefits under both tiers would be

available as early_as age 62: The benefit for an aged or disabled-worker
would be equal to-the sumi-of ‘& tier I and a tier II benefit. The com-

bination of flat-dollsr and flat-percentage payments under this-option
would approximate benefit levels under present law. Under the double-
decker. option, the adequacy and equity elements of social security

would be separated—tier I would provide the social adequacy element,

and tier IT the equity element.

.~ _Several features of this option afe not an integral part of a basic

double-decker system but were included to improve the protection of
;lpegljic groups. Two such features are the 50-50 split o} earnings _at

ivorce and the inheritance of earfings by a surviving spouse for
purposes of cqmputing tier IFbenefits: J]I; unpaid divorced or surviving
spouses received only tier I benefits, their protecgion would be sub-
ese two featares of the plan-are

stantially lower than present taw. Th
the same as those under earnings sharing, although the benefit amounts
would be somewhat different due to .the different benefit structure.
These features are included primarily to deal with issues of protection
for homemakers: B ' ‘

. ' ¢. Protection for homemakers in their own right
" The earnings-sharing #nd double-decker options’ would replace
dependent spouse’s benefits with protection for homemakers in therr
own right. The option discussed below also. would provide individual
protection for homemukers, but without making changes in the system
as comprehensive us those required by the earnings-sharing and double-
decker options. - - 1 : :

Under this. option; homemakers would - receive- social security

- earnings -credits based on un imputed dollar value for their unpaid

services in the home. Homemaker credits would replace the current

s




L 1237 : 7 .
system of dependent spouse’s benefits- because -a-homemaker would

acquire. her own earnings credits, thereby becoming entitled to a

benefit in her-own right. - -

- This approach would eliminate the problem of duplicative protec-
tion for women who are homemakers for part of their lives and paid
workers for part of their lives. It would also ger®e to fill any gaps in
their social security protection resulting from leaving the paid E‘bﬁr
force to perform unpaid homemaker or childcare services. Protection
for divorced and disabled homemaKers would be increased becuuse
homemaker credits, could enable their survivors.to get benefits and
would help them mest the “recency of work” test for disability
beneﬁts o Sl Lol oT o me T

This option would require setting u specific dollar value for work .’
performed -in_the home. To be equitable  among-homemaukers, \the

valué would have to be_mdjusted based on the time and effort each

- homemaker spentls performing homemaking services. Adjustments

might also have to be made for those who work in part-time or full-
time paid jobs in addition to performing unpaid homemaker services. - -
However; from an administrative standpoint; adjustments on an indi-
vidiuil basis would not be feusible; it would seein necessary to provide
a uniform credit for all homemakers {(or perhaps two or three iilt'e'i'iiiiti\?i
amounts). : ; i i I S .
There are at least three alternatives lor financing homemaker
credits: = - . , S ] o
—Require homemakers to pay social security taxes on the imputed

value of their services. In order to finance the credits on the same

basis as credits for unpaid wages, contributions would have to be

made at the combined emplover-employee rate (12.26 percent of
covered earnings for 1980). |
—The additional costs for the homemaker credits could be funded
by general revenues. Under this alternative, homemakers would .
receive credits based on the value of imputed wages but would
}I’;ﬁ}f’, no social security taxes.. . . T : .
—The additional benefits could be covered by increases in social
security tajs of paid workers:. _ i .

d. Greater equity. between one- and fiﬁ{)?éﬁ};ﬁé? couples

_ Five options would rediice or eliminate-the differernce in benefits for

one- and two-earner couples by modifying: or eliminating payment of
dependent spouse’s benefits. In géi,ié,i'@ﬁ, thesé five options would either
incresse the benefits payable to two-earner couples or decrease the..
benefits payable to one-earner couples. ‘\ B :
Option 1.—Pay all or part of the spouse’s benefits in addition to the
benefit based on the-spouse’s own edrnings. This option would over-
ride the dual entitlement provision since the spouse with- the lower
average earnings would get the larger of the worker's or the spouse’s

- benefit plus some percentage of-the smaller benefit. This eption- would

improve treatment of two-earner couples by raising their benefits,

while benefits or one-earner couples and single workers would remain
the same. = . . S L o
- -Option 2.—Eliminate spouse’s and surviving spouse’s-benefits. This-

optiorx would treat all individuals with the same average indexed
monthly earnings (AIME)—married or single—alike. However, it
$5-566 0 - 80 - 8
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ted benefit formula, the total

total ATME. Because of ghe wei
benefits- for.a_couple_would depen: L on-the: proportion of :the totgl
AIME earned by each. In general, thegreater-t 16-proportion of the
AIME earned- '

 wouldnotnocsssarily provide oqusl bensfits for couples with the saris

f the benefit formula. Under this option; the béne.
ner couples would be reduced by one-third; thers

or lofver, reductions in"benefits for two-earner couples.

xgouple’s_total ATME -would fall in the moré heavily

gurity benefits on the basis of their own.work. Since this option would
leave widows and. divorced women with no profection as dependents

v Pl‘o—Visim!S-; T S o e il —
. —-Option 3.—~Reduce ‘the amount of - the spouse’s benefit from 50
percent to 33) ‘percent: of, the_worker's rimary insurance- amount

(BI%;;@H,' crease i the PIA’s ok all workers by 12% percent. The

benefits ﬁvo-eamer{ [ si 3 would be raisec

12)§ peggent,| while benefits €

thus, t diﬁ'erenc*e’ in bg@ﬁg@;for;one-,and"‘two-emerjbijpl@sj and

or_survivors, it.would be practical only in conjunction with other

for married and single workers would be narrowed. Increasing the

+ workers’ benefit by 12§ perdent would also increase benefits for widows- -~

and widowers by.the same’ percentage; thus protection would be im-
proved for all-surviving spouses regardless of whether the survivor
ori aid (or unpaid) spouse. On the

--was the primary earner or the 1 !
other hand; lowering the amoynt of the spouse’s benefit from 50 to
33)4 percent of PIA would ce > for 8 7

dlghi ed homemakers who wers not insured for benefits-#i their own
nght. e — bl S S s e
_Option 4,—Cap the spouse’s benefit by providing & maximum doliar
benefit amount, r’egb;ifcﬁ i

, regardless -of the level of earnings of the worker.

- Placing a-cap on the benefit-amounts payable te spouses could even-
tually narrow the differential benefits paid to a significant number of
one- and. two-earner couples_and the differential- betwoen married
couples and single workers. Howéver, a low cap could cause consid-
eraé’lé hardship for -divorced and separated. women and--orfe-earner -
couples. Placing a cap on'the spouse’s benefit would eventually lead;

to a flat-rate spouse’s benefit unless the cap were iij@gééédﬁfj@ijp:d;ﬁéuﬁj -

If the cap were not inci;ea:séd,j@m;jj@!%x all's
be:the same ré%}dl’ess of the earnings-of the worker.'
" Options 5—Base benefits for a rotired couple on combined family -

pouse’s benefits wou

gs- Benefits for retired couples would be based on the couple’s
total earnings as a unit. The benefit f’('ii‘ipﬁ.@;hég?ji@ would be equal
to 75 percent of the benefit based on the combined earnings of the
~couple (a total of 150 percent for the couple). This would equalize

benefits for one- and two-earner couples. On the other hand, the option
svould raise new issues of fairness between married and single workers,
& Reduction in the'pumber of years used to figures AIME
 The next two options would reduce the number of years of earnings
that are used to compute-the worker's AIME and/PIA. These options
gre designed to help women who spend only part-of their lives in paid

ould cause financjal hardship for separated and -

S

by one spouse; the lower the -benefit: for the,coiipl’é” B

e
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employment; but they would not help women who do not work in

coverad employment. - o - L R
Option 1.—Provide-for a shorter averaging period. Benefits could be
based on earnings averaged over 10 or 20 years rather than over a work- -
ing lifetime. -Under- this-option, timae spent out of paid employmmnt
ve less effect on benefit amounts of women workers. -However,
f a shorter averaging period would raise & question of fair
of workers with many years of covered work. -~ - - -
- 1 2.—Provide dropout years for childcare: Instead of reducing
the averdging period, years that parents spend-out of the paid labor
force in childcare activities could be excluded from the averaging period.
Ten addi%oné.l dropout years would-reduce the ultimate- ﬁ.verﬁ.giiri%

period from 35 to 25 yegrs—a/reduction of 29 percent. The additiona
. dxckpo,u,t years. would ‘significantly incréase X homemaker's. AIME and

PIA. This option would incrdase the benefits) paid to people who work
somé years and stay home for the purpose of caring for preschool-age
children other vears: It would not increase benefits for childless women
who performed unpaid homemaker services for part of their lives or
for homemakers—with or without children—who never worked in
coverad jobs. - . o e e
T - Additional protection for divorced persong .,

~hie following two options are directed specifically toward imprbving

.ij’r‘btéépi&ﬁ‘dl,xvex:ge. OTSONS.  -- o oo Dot
Option 1.—Reduce theé~10-year duration-of-marriage requirement

for divorced spouses. The Social Security Amiendments of 1977 re-
“duced- the duration-of-marriage requirement_for entitlement~to-di--...
vorced spouse’s and surviving divorced spouse’s benefits from 20 years
to 10 years beginning Janusary 1979: A further reduction would-enable -
additional - divorced homemakers to get social security, dependents’
benefits without increasing costs substantially, since most divorced
women have protection either because of their-own earnings or as a
. dependent in a subsequent marriage. However; the possibility increases
- that two, three, or more people could qualify for divorced spouse’s
"~ benefits based on one worker’s earnings. - - -------- ' -
~ Option 2.—Divide & couple’s total annual earnings for each year of -
_marriage 50-50 upon divorce.- While- this- option .is included as a
feature of the earnings sha:r'm§ option; it could be implemented sepa-
rately under the present benefit structure. It would address the issue'of -
providing protection for persons in their own right; rather than as de- :
bendonts, by allowing individuals who had never worked to pay to
. obtain earnings credits upon divorce which could be used as-a basis for
future -benefits. Dividing earnings equally between the spouses at
divorce could be viewed as giving recognitién to the economic value of
homemaker services. Under present law, the entire cost of providing

benefits for divorced SPfQiJSes is borne by all workers. Under this op-
tion, a larger portion of that cost would be borne by the former spouse.
g Additional protection for aged surviving spouses

This section discusses four options designed specifically to im?rbvé
protection for Eied surviving spouses. Thedirst.two options would ac-
complish- this objective by - increasing dependency-based _protestion,
thus increasing the protection married workers have compared to
single workers. The fﬁu'd 1ird option would bgsi benefits for the surviving

RS
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spouss.on_total benefits of the fdbﬁitiié; thus imiproving protection of
survivors of many two-earner couples; regardless of whather the sur-
vivor 18 the primary or Seeondary earner. The fourth option would

eliminate dependent’s benefits for surviving spouses and. provide"or

6W1tljght.i ’ . _ - . -- - il _
- Option 1.—Provide a Benefit increase for very aged beneficiaries. A
speeial benefit inoflease cguld be provided for beneficiaries when they

Increase. protection for the surviver of a married couple it his or her

reach age 80 to 85. Thiy option woild take account of the fact that

usted only for inoreases in the Consumer Price
&e account of increases in- the-general standard
Aving. ‘This option’ would benefit many more women than men.
Option 2.—Prbvide full benefits for survivors. Unreduced benefits
could be.pajd 8 surviving spouses at age 60 or 62; rather than uge
65 Whmmvm ouses can get benefits equal to 100 percent of

benefit amounts are i

the decensed spouse’s PTA at age 65; the benofit amount is substantizlly

reduced if they take benefits befors that age; it is 71.5 percent of the

worker’s PIA at age 60 and 82.9 percent.at. age-62. In-addition; the -

benefit-is-alsolimited to the amount the worker would get if he were
still alive. o

- Option 3.—Baso benefits for the surviving spouse on total benefits
of t ing Spouse

¢ married couple. The benefit for a surviving spouse could be set
at-two-thirds of the total benefits of the couple. Under present law,
the surviving spouse of a one-earner couple (and of a two-earner

couple where a spouse’s benefit is payable) receives & benefit equal to

two-thirds of the couple’s combined benefit. However, the survivor

of -a-two-earner couple may get as little as 50 percent of the couple's

prior benefits where both spouses had the same earnings. -

?[‘ptlon -4.—Permit. the surviving spouse to_inherit the earnings
credits of the deceased spouse. This option wotuld periit the surviving

spouse to add to-his/her-social security earni
earnings of the deceased spouse for each-year of MmAarriage qu to the
amount -of the contribution and -benefit base for each year. Alterna-
tively, the surviving spouse could inherit the deceased spouse’s eam-
ings credits and add them to his/her own record up to 70 or 80 percent

nis gredits _the apnu
the

of the couple’s total earnings. |
h. Additional protection for surviving gpouses under age 60

This section describes two options that are simed specifically.at

improving the protection of s¥rvivors under nﬁe_ﬁo; ese options

would accomplish this objective by providing additional dependents’

benefits, rather than by providing protection for widowed homemakers

in their own right. a result, these options would increase the .

protection of nfrried workers- compared-to-single workers. -~ i
-- Qg:t,ibjii 1.—Pay widow’s benefits before age 60. Reducing the age of
eligibility for surviv m% _spouses below-age .60 would provide benefits
for surviving spouses who cannot get benefits under present law because
they are not disabled or caring for children, but who may nevertheless
find it difficult or impossible to find a job because of lack of skills, age,
H health; or other factors: Sl
__Option 2.—Provide adjustment benefits. Monthly benefits would be
sayable to a surviving spouse under age 60_for a-year after the death

of the spouse, subject to the earnings test. The a
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. & period following the death of the spouse would provide some protec-
tion for surviving spouses under age 60 who do not qualify for benefits

-under present law. «

. 14, Proposila to sliminate gender-based distinctions
_ Following is » discussion of the 1977 Carter administration proposals
. for eliminating-gender-based: distinctions:

- '(1).Provide benefits for aged divorced men on the saime basis as these.

benefits are provided for women. This proposal would provide benefits

for relatively few men since their own workers’ benefits wotild generally
- be-higher than the spouses’ benefits based on _their wives’ earnings.
(2) Provide benefits for a father who has in-his care an entitled child

‘under age 18 or disabled before age 22 on the same basis as benefits
are provided for mothers. In most cases; the fathers that would become
entitled to benefits under the proposal-would-have their benefits with-
held under the earnings test. - - - . - - :
" (3) Provide benefits for a widower who had remarried before -age
60 but who is not married at the time he applies for aged or disabled
widowaer’s. benefits: ‘Prior to the 1965 Social’ ééiii'ity;fiji,@diiiéii@, a

widow who remarried before age 60 could not receive benefits based .

on her deceased husband’s earnings; but Congress provided benefits

based on-the first marriage to younger widows if the woman was not .

married at the time she applied for benefits. Relatively few- women

were affected and the additional cost was low. Providing similar bene-

fits for widowers would. affect evenfewer men since almost all are
insured on the basis of their own work: . :

~(@). Provide benefits for husbands and widowers of women who °

. qualify for benefits under the. transitional insured status provision.
The - benefit ,%ii"éblé,,,@dﬁr; this provision is a flat amount—now

$83.70 a mont

the transitional insured status-provision applies only to men reaching

aoo 72 before 1966 and women reaching age 72 before 1969, the number

-of people-getting benefits under this provision has declined from about
" 130,000 beneficiaries in_December 1966 to about 22,700 beneficiaries

in December 1977, and eventually the provision will wash out. Eew
men would become entitled under the administration proposal. -
- -{5)- When both members of & married c(:ﬁple are getting special
age—'f_l}myments—, divide the total amount equal i}i@ﬁ‘i‘?@‘?ﬁ, the husband
and wife. When both members of a couple qualify for the pa,%i,,ii,éji 5
$83.70.is paid to the husband and $41.90 is paid to the wife. There 15
no rationale for dividing the payments to the couple in this way,
since neither qualify for the special payments as & “worker”’ and the

wife_is not considered to be._entitled on the basis of -her hiisband’s -
earnings.-Under this proposal, each spouse in & married couple would .

under present-law. The proposal would increase benefits for about
1,500 wives and decrease benefits for about-1,500-husbands. These
changes-in benefit amounts would be significant mainly in cases where
the couple is separated.. - ... - . - o
— (8) Termindte the dependent’s or survivor's: benefits of 8 man

receive $62.80; total benefits to the couple would be the same as

married to a disabled worker beneficiary if his wife ceased to be dis- -

abled. Under the proposal, certain men who are dependent or survivor
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, Béﬁéﬁéiﬁééﬁéi@i&ﬁﬁe their benefits terminated; under present law,
) t’h;z’%ﬁiijld <ontinue- to receives benefits. :
respect to the mother in the same way as it is now determined: with.
respect to the father. Permit.-a woman's illegitimate child who cannot
inherit from her under applicable State law to be deemed her child

Provide that an illegitirate child’s status will be determined with

for social security benefit purposes if: (1) She had been decreed .by a
court to be the mother of the child; or-(2) if she is shown by evidence
satisfactory to the Secretary. to. be the mother of the child and was

sliving with or contributing to the support of the child.The proposed
,c]l,a.nﬁe,;ln, _the law would eliminate an e:fxlmit gender-based distinc-
tion but would have virtually no. practical effect. There are virtually
no:cases 1n. which a woman’s illegitimate child is not deemed to be her
child for social security purposes. . . - ot
;:(&;Fe@t};é;@;dé@ér to waive payment of a'Federal beneﬁt based
on pre-1957 military service So that the military service could-be

credited for social security purposes. Permit a widower (like a widow)
to waive payment of a civil service retirement benefit based:in whole
or in part on credit for military service performed before 1957 in

order to have the military service credited toward eligibility for, or the-

amount, of, the social security benefit. - - - -

(9) Credit the self-employment income of & married couple in a
community property State. to the spouse who exercises. the greater
amount of man ent apd;

ntrol over the trade or business. Where

the husband and wife exercise the same amount of management and

control, the self-employmerit income would be equally divided between
them. Under present law, when there is no paytnership; self-employ-
meng _A,inc,omg(ﬂ community prorert r States is credited to the wife
only if she gkercises substantially all the manageiment and control’
of the business. i I

P j. Modifications of the offet provision

The 1977 provision to offset:public pension bensfits against social
security. spouse_benefits to f@iéil,,“@gfgillé;’;’ -resulting from employ-
ment: ouside. the social security system. has received widespread
criticism. Following-are options-to revise that provision: - - - - -

- Option 1.—Reduce the amount of the offset. Since public pensions
based on noncovered governmental employment frequently combine
the_functions of the.social security worker's benefit and those. of a
supplementary private pension, consideration could be given to apply-
ing the offset only to that portion of the public pension that is analogou's
to the social security Wﬁrﬂ’e’i’? benefit. The amount of the noncovered
pension that - would be disregarded could be a flat dollar amount or a
percentage of the person’s public.pension. T

| Optién. 2.—Extend I (

sthe offset provision to pensions based on non.-
covered employment for nonprofit organizations: This option- would
provide similar treatment for all persons in noncovered employment;

.but would make the admimstration of the offset more difficult since
information about many other pension plans would have to be-verified.

- Option 3:—Elifinate the 5-year exception clause. The difference in
treatment of men and women under tﬂp exception clause would be
eliminated by this modification. "~ ;

}
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_.-Option-4.—Delay the effective date of the. offset provision 5 years.
The. offset-would @pply with respect to benefits first. payable for De-
cember 1982;-which would eliminate the implicit: gender-based distinc-
‘tion crested by the sxception clause: :
k. Alternatives to the offset provision .
--These three alternatives. would not-change the present system of
providing dependeuts’ benefits. Options that would  eliminate’ de-"
i;i@i,i’gljiijﬁ@fﬁbi}ﬁ@ﬁté for spouses ilso ire potential alternatives to the
offset provision;: - - S . o .
__Option 1.—Provide a dependency test. A dependency test would
limit the payment of benefits to those spouses and surviving spouses
" +who were «lependent on the worker at the time the worker became
-entitled ta-retirement or disability benefits or died. = :
Option 2:—Mandatory univérsal coverage. Social security coverage.
could be-provided for all Federal; State, and: local governmental
employees and employees of nonprofit organizations on & mandatory

basis. --

- .-Option 3'—~Eliminute the offset and provide additional finuncing.
This approach would restore thie advantage that public employees in

nonéovered work had over covered workers prior to the offset:
5. MOST COMPRENENSIVE BILLS INTRODUCED IN 96TH CONGRESS
- Most of the social security bills introduced in the 96th Congress
thus far deal with sifigle issues; such as whether or not to liberalize
. further the retirement test: However, several bills.denl with_social
security issues more broadly. Three are'discussed below—H:R. 14,
introduced by Representative Conable (R-N:Y.); 1dentical bills (H:R.
- 1851, H.R. 2650) introduced by Representatives Frenzel (R-Minn.)
.and Gresn (R-N:Y); and three related bills (H:R:. 764, H:R: 765,
and -H.R‘. 3588) aithored by Representative Stokes (D-Olio).
o a. Conable bill ‘
~ This bill addresses three major social security issues: financing;
treatment of working women, and coverage.of government workers.
With respect to financing; the ad hoc increases:in: the--wage base
enucted in 1977 would be repeitled, leuvinig the witge base ceiling torise
yroll

annunlly with average wages. The payroll tax rate dedicated to fund
cush benefits would be increased, but. the tux rate applied to medicare .
funding would-be reduced. The short{all-in medicare funding would be

covered by general revenue payments to the. hospital insurance trust
fund.-- .- 0 - - ,ﬁ, e e o
With respect to the other two issues; the Conable bill would mandate :
- social security coverage for féderal emplayees, ind a ‘‘working spouse” .
benefit would be established to insure a .greater return from social

security on the earnings of- murried women. The “working -spouse’
benefit would-be a percentage of the smaller of a retirement benefit
or u derivative benefit (spouss; widow[er]) for persons duslly entitled
and would be incremental to the régular entitlement. Only one member

of a marriéd couple would be eligible for this benefit: .

SRR R &1 S
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ills irtclude several provisions iil common with the Conable

" These

bill—wiz, a repeal #f the ad hoc wagé base increases; mandated cover-

age of Federal employees; and establishment of u ‘“working spouse”
 benefit alo e l?nés,of, the Conable proposal. However; 'ﬁié& bills
-include several other @,t;g;rresj;fétioung in Conable:. =~ . -~ '
.~ —The normal retirement age Would_be- increaged gradually from
" 6p-to 68 between 1999 and 2011. " - e ok
- —All génder-related differences in the social security statute would be.#" -
ended, and marriage/remarriige of.u beneficiary would no longer. - .-
. be-used as a-factor in termination or reduction of benefits. . - .
'—The retirémént test would be phased out by 1982: S
. These two bills. would increase the payroll tax rate to make up for
the lower wage base, and the individual trust funds would be per--
mitted o borrow from each-other-if nieeded. Unlike, the Conable bill,

there i8'no provision for greater use of general revenue funds.

v _J{L" é;;;»;f,;' B 77,‘;:” o ,
R C: Stgkes. bills _

These  bills -have -two provisions in common . with the. Frenzel/

Gtéen bills—extension of coverage to Federal employees, and elimina- -
tion of the retirement test (th;fl:iittér”being done immediately rather
than gradually). -~ - . e e
-~ However, the Stokes bills¢all for a number of program liberalizations °
not included in the other bills: - - S rmemile o wse s e
—Full retirement benefits would be paid as early as age 55 to popula--
tion subgroups for whom earlier retiyement ‘than the national
norm can be justified on- actuarial grounds due to shorter life’
expectancies. ) R e ’
—Primary insurance amounts would be increased. = .|
—The marriage duration requirement for divorced spouses to receive
derivative benefits would be reduced to 5 years, . T
—Workers earning less than $4,000 yearly woild be exempt from
—_the payroll tax: . : , . T
' 'The increased social security costs and reduced revenues that would
result would be made up-by: Subjecting all wages to the payroll tax
(except those exempted as mentioned above); and introducing more
general revenues into the program. _ e e
" Stokes also proposes two major liberalizations in the SSI program:
Raising Federal benefit rates to the poverty income level; and lowering
age eligibility §t"o'r SSI benefits from 65 to 60. N :

B. Pusric EmpLoYEE RETIREMENT SysTEMS
i HOUSE PENSION TASK FORCE TR
- In 1978, n Perision Task Force of the Committee on Education and
Labor; U.S.-Huse of Representatives, filed a report summarizing. the
findings of an in-depth review of the status of public employee retire- .
ment; systems, includiyg Fedpral, State and local systems. While
rimarily an exposition of facts on these systems, the report (‘‘Pension
Task Force Report on Public Employee Retirement Systems,” 95th
Congress; 2d Session, March 15; 1978) draws several conclusions that

L
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suggest areas where new policy initiatives are needed. Thesé concly-

- sions are suminarized below: I S - L
—The tmpacts of these s?’s'té_ﬁi's, on the national economy; financial
markets, governmental spending, and the well-being of workers

and their families have not been fully -comprehended by -those
involved, and “. . . the current repulatory framework does not

; adequately protect the vital national - interests whtich are

involved.”

—Current Federal legal provisions regarding these systems do not

leatl to a unifiedl national policy, and the primary body of law

{the Internal Revenue Code) is ambiguous 11 its applicability as .

_a regulatory device for.these systems. e
. —Regarding State legal provisions, the report states that. “the
absence of ‘a coherent amnd uniform regulatory framework has

resulted -in_wenerally- ineffective communication of. basic. plan

provisions, inadequate safeguarding of plan assets and insufficient
?j’bgﬁLiﬁféii,ﬁ,f,:i?ii‘,tic,iﬁ@ﬁFSf,?ﬁﬁerests-” S v - ‘
—In many systems, participants are poorly informed of plan pro-
iiié,ibgig@;ijf vested benefit amounts, there is a lack of independent
and external review of plan finanéial operations, -and there is an

i incomplete assessment of true pension costs..

—A majority of public employee retirement plans fail to meet the

minimum standards for vesting set. for private plans by ERISA..

—Pointing out that 17 percent of public plans still rely on pay-as-
~you-go financing, the report calls for elimination of incentives for

continued use of such -financing and accumulation -of pension

fund reserves on an actuarially sound basis instead. Uniform
actuarial measures, terminology, and-standards are advocated: -
—A_uniform standard for fiduciary conduct by plan managers is
urged to avoid impairment of plans’ earnings through  invest-
ment  patterns dictated by political rather than financial
_ considerations. - - . - . -
Legisiation following up on the report recommendations and ob-
servations is expected from the tusk l%rc’e lewdership, but no bill has
been introduced at this writing. : T
2. PRESIDENT'S COMMISSION ON MILITARY COMPENSATION
Also in - 1978, a commission established by President Carter to
review military compensition reported its recommendutions.. While

much of the “Report of the President’s Commission on_-Military -

(April 1978) deals with active duty piy and other
utters not d relevant to this paper; extensive work was devoted
» & proposil £0 reform the military retirement system: The commis-
n's proposal is described briefly below: -~ ---. .-~
—The basic philosophy underlying the proposal is that military

Compensition”.

_ retirement should be viewed us-u supplement to sociul security to
provide un adequate income in ol(]i) age rather than as simply
~ deferred pay; but the system should be designed us an incentive
/. for: career service uml should be nccompanied by a program of
assistance in-transitioning to civiliun employment. o
—Old nge annuities would to,buse(l,bn the high-3-yenr-averige piy
to retirees at age 62 with at least 10 yeurs’ service, or-ut age 60 wit%
at least 20 years, or ut age 55 with at least 30 years. .

. i
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- —Wage replacement rates would range from 21 percent (10 years’
service) up to 90 percent (35 years). o ]
—Upon entitlement to receive social security benefits, military
_retirement benefits would be reduced by 1% percent of the social
secyrity primary insurance amount for each year of serviée up to

a maximum reduetion -of 50 percent.

—DBoth benefit payments and the wage buse to be used for futureé
retirees’ benefit computations would be adjusted by CPI increases.

. —A deferred compensation trust fund would be established for
active duty persennel that they can draw on for aid when transi- .
- tioning to ¢ivilian life; , . e e
"~ —Limit medical benefits to retirees with at least:15 years’ service; "
with entitlement at the time annuity payments begin for those = -
withi_less than 25 years’ service but entitlfement upon separation . - -
for those with longer temures.” - -~ .. . .- - L :
—A military retiree who works in_the Federal civil service should . . "
not receive retired pay while in Federal employment; and retire- - - -:
ment credits earned i the ¢ivil service should be coordinated
with the military retirement system, . . o .
-—Current retirement rules should continue for active duty personnel
with-4 or more years-of service; for personnel serving second enlist-
ments; and for those serving beyond-their initial periods of obli- -
,I{i@iﬁﬁ::;;;;,,, o L . S .
The commission’s plan would deal with the problems of coordinating .-

with social security and the civil service system and would change the:

early retirement .incentives for individuals with vested benefits. The
cost analysis done by the tommission indicated that budget outlays
would rise initially for about;15 years following enactment of the new
system. However, over the long run, steady-state retirement costs
would decline by about one-third gompared to the current program.
II. OUTLINE OF ADDITIONAL POLICY OPTIONS
- This section outlines policy options identified from sources other
than- those reviewed. in-segtion I, organized by the policy -issue pri-

marily addressed big'the option: Following: each _option’s description,
e

a reference to a-fuller discussion of the-tepic is shown in parentheses.

Where an option is included as a provision in & bill introduced in the
86th Congress; # r éf,é?éii?@éé,m@dé to the first Hlouse and/or Senate bill
number including that provision: The many.duplicative bills associate
with certain provisions are not listeil. i
L o .. #
- A. BENEFIT ADEQUACY AND FAIRNESS

-

1. OPTIONS TO INCREASE CURRENT INCOME OF THE AGED.

a: Income taz credits; deductions, exemptions and exzclusions

--Pr#sently, each taxpayer ajze 65-and gyer receives-an extra personal

exemption:. This extra exemption could be offered to a broader:segment/
of older people by reducing the eligible age to 80, or 55 for widows and
widowers (iY;R; 984). - . . : S o
__Excluding certain types of income from taxation would help older
taxpayers. Suggestions include exclusions of various amounts of pen-
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proposed, siich as dediictions for the costs of electrical usage (H:R:
1721). S o o IR
~ New tax credits have been proposed to assist the aﬁed, including
credits for partial relief from property taxes or rent (H.R. 499, six
pther\bills), energy c*ost;s;(H:Et:,low; two other bills); and home
maintenance eipenses (H.R.4744). - - - - -
Existing tax credits that benetit the aged and retired. may ~be
liberalized; such as the tax credit for the elderly (H.R. 105, S. 94, and
13 -other bills). - - - L
Federal reimbursement -to-States offering property -tax relief to the

aged would spur such assistance at the State level (H:R: 2632):
7 N
- Increase Federal beniefit lovels to the amounts equivalent to the
poverty line for singles and couples (H.R. 764). = . S
- Federalize benefit costs, resulting in higher-total benefits if States
used freed funds to increase payment leveTs {H.R. 1538).. o
~ Reduce .income counted against SSI benefit by excluding interest
income (H.R. 2403); or by excluding the value of shelter "provided
to recipients (S. 620), or the value of other support in kind (H:R.
1727). . AR } . Lt
—Provide. supplementary housing allowances for SSI recipients
(HR~ 487) . LT :L:,,,,,,;QZQ;, ST
Lower the age limit for eligibility from 65.to 60 (11:R:764):
- -Provide- SSI recipients- with -extra_cash-in lieu of food stamps,

thereby raising ' income _level for recipients who don’t claim their
stamps (H.R-4321,-8..1290).- -~ .- . .

Increased the number of eligibles by .revising. the assets limit_to
exclude the value of & burial plot (H.R. 882, S. 329, two other bills),
or to revise the present partial exclusion for the value of a home (H.R.
713). :

¢. Unemployment benefits

Prevent the prospective loss of income- for pensioners claiming
unemployment benefits by delaying the. effective-date (H.R. 1853,
H.R. 3920Y or repealing outright. (?I:R:,4464) the law requiring all
States - to offset -retirement benefits against unemployment benefits
for dual beneficiaries: '

_ d: Railroad retirement
__ Eliminate certain offsets against social security benefits for rail-
road retirement beneficianes (H.R. 699, four other bills).
¢. Federal employee retirement \
: i
based on current. active - duty m% rates rather than - the rates
apphicable at time of retiremuent (H:R: 462, five other bills):

. For military retirees over a certuin age, recompute retired pay

139




138
£ Asmt&ﬁé& in kmd

°

Expand health msurance protection for the ‘aged; either. as: part
of & new national health ‘insurance plan (Robertsomn; H.R._16;
H.R. 21); protection against catastrop ic health care costs (H:R.
3277; S. 760); an expansion of medicare coverage, to cover drugs; for |
example (H:R. 1360); or improved coverage of 1ospital and physician
services under medicare (HL.R. 58). i T
. Expand medicaid coverage by excluding the value of a burial plot
from the assets test (H.R: 882{., e e
~ Establish special housing allowances for certain SSI recipients
(H,B,,;11,35),-,,,Q - - [ R — L -
Reduce rents for the aged living in section 8 ‘housing (H:R: 1119).
. Give the aged preferred treatment in the event that faod stamp
" benefits must be--reduced to stay within the appropriatigns limit
{H.R. 4028, S. 982). b em - :

Increase food iéiiiiiiﬁ benefits for the aged by allowing then medical
expense deductions ( .R.-3050, S. 1060, one other bill), by increasing
the program’s -standard._ deductions- in- determining. their countable
income (H:R: 3545) , or by increasing. the income deductions for costs
of sheiter (H.R. 2126, S: 632, nine other bills). R
" Revise_the_rules for provision -of reduced fare transit to the aged
(H.R. 4378, S. 1269, one other bill). - —.. ) oz
Subsidize energy supplies on behalf of SSI recipients and partici-

pants in certain other welfare programs (S. 1270).

2. OPTIONS TO REVISE FUTURE ENTITLEMENTS FOR RETIRED WORKERS .

_a. Social security .

3 years of highest earnings (H.R. 586). - F

. Compute social security benefits based on average earnings for the
. Increase early retirement benefit amounts by i’gg—wi,ngrmle for recent

work force attachmént to qualify for social security disability benefits
after age 62 (H.R. 175). ' '

S b. Railroad retirement |
Extend tailroad retirement benéﬁuﬁzﬁ}smty to age 55 for workers
i R. 2696).- :

with 30 years of service (H:R: 1084; H.
Provide benefits for a spouse; of & disabled w

I worker When the spouse
reaches age 60 (H.R. 4341): . .
& Public employee retirement

- Reduce wage replacement rates but retain adjustments for cost of
e roases. (Munnell and Connolly). hments Tor €52 .
~ Include. years of “military service in base 'gario*d for civil service
retirement benefit computation (H.R. 135, H.R. 3007). .
“Liberalize minimum vesting requirements for Federal employees
(Shipp). - T T T T o
—Reguce extent of ‘‘backloading” in- Federal em{)loyee retirement
benefit formulas in order to offer higher wage repla C

shorter term employees relative to career emp oyees than occurs
presently (Shipp). '



a

 already retired (S. 1473).

' k d: Private pengiona A

- Change ERISA: i'égétiﬁdiié to liberalize minimum vesting require-
mefits by : Reducing below 25 the threshold above which vesting
is required. (perhaps after 1 year of service); reducing the 10-year-
service period mow required by ERISA; and requiring allowance of
breaks in service for childbearing (Schroeder). S oo
__Permit.- greater portsbility of credits among plans under ERISA
(Schroeder; Shipp). L

._ Prohibit. c&sg _withdrawals of employee contribytions to plans
(Greenough and King). '

" "Set up a pool fund for combined paymeiit of small entitlements

from several different plans for workers with multiple private pension
plan coverage (Greenough and King). -

P Require. pension_plans to liberalize their terms of coverage for a

firm'’s emp10yees (Shlpp) e

" Require more equitable benefits for short-term workers than most
plans currently provide (Shipp). . ‘

3. OPTIONS TO REVISE MECHANISMS FOR BENEFIT AND EARNINGS CREDIT

ADJUSTMENTS ASSOCIATED WITH PRICE OR WAGE iﬁ'cm-mims

a. Social security

Make cost-of-living adjustments in_ social —éé'ciii'ity,;b'éﬁéﬁté semi-
annually instead of r@nualﬂy,(H;R: 294, four other bills): .

Establish a special CPI for the aged for use in social security
cost-of-living adjustments (H:R: 330, two_other bills; Campbell).
- Base the automatic annual-social security benefit adjustments.on
the avers; "WE%B’ increase whenever wagps rise by less than the CPI
(Campbell; Rivlin). - - - - - - i
- Index social security benefits to

~ Index . o rathor than price increases to
keep benefits in line with -ec&fiomic_growth, perhaps restricted to
persons on the rolls 10 years orjmore or as a tradeoff for lower initial

W%&'Eéﬂ@éﬁi@&,ﬁi@i,@@mp ell).

ndex wage credits under social security by priee rather than wage
chenges to limit the sizo of the system (CRS; Campboll):. © o
- Different approaches to indexing earnings credits require different
ways of adjusting the dollar brackets of the benefit computationtfor-
mula to assure that the desired degree .of progressivity in the benefit
formula is retained over time (Campbell).
R b: Federal employee retirement |
Limit civil service retirement cost-of-living increases to 70 percent

of increases in the €P1 (CBO).

.

¢. Private pensions

- Encourage :cét,:r,equ,ire;;xfri@;tgé?ﬁnsiéﬁ— lans to offer at least partial
protection of benefits against inflation ( Jéi{lg;Sllep);.; S
~ Require that collective bargaining cover pension benefits for workers

Indéx the maximum allowable contribution to an IRA for changes

1dg

n wages or prices (S. 1242).
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d. Welfare.benefits

\ . Exclude social security cost-ofliving increases from countable
Income m computing SSI benefits (H.R. 588, two other 'bills), and in

gﬁlte)nmnmg eligibility for housing assistance (H.R. “743; two other
Is). - . - S o *"”,;;

_- Exclude social security and SSI cost-of-living increases from count-
able income in determining eligibility for the medicaid- program
(H.R. 338, two other bills): ‘

4. OPTIONS TO REVISE THE TREATMENT OF WOMEN UNDER RETIREMENT
INCOME SYSTEMS,

" 6. Widows' benefits

~—Allow receipt of both.a widow(er)’s social security benefits and n
retired or. disabled worker’s social security benefits without offset
(H:,R,!,484)s, -— - - - - o 777'7:7 R - - -
-Reduce the offset of social security benefits against military sur-
vivors’ benefits (Shipp). =~ .. - L
Allow ﬁmént,gf,m» dependents’ indemnity compensation to
widews who remarry after .age 60 (H.R. 679, two other bills)..

Strengthen ERISA requirements for private pension plans to pro-
vide goint and survivor benefits (H.R. 717, H.R. 2049; Clark).
Do not reduce a person’s social security benefits because of a mar-

. lower age requirement for a social securit widow(er)’s benefit

from 60 to-50 (H.R. 2466; S. 907; four other b’il{sr)f., e
Extend military retired pay to certain survivors of reserve person-

nel (H.R. 2878). - -~ ~ : - A S

__ Maintain judicial annuities for survivors who remarry after age 60

(H.R. 2074, HR.3504). - R

- Require survivors’ benefits under private plans for vested employees

who die before retirement age (H.R. 3340). .. S

- Revise military survivors’ benefits and allow spouse participation

in election of benefit options (Shipp). : = o

_Allow a 1-year grace period in which to elect the survivors’ benefit-

optien under civil service retirement (H.R. 527). : T

__Allow_a-widow(er)’s benefit under civil service retirement for o -

spouse who married s pensioner after his/her retirement (H.R. 528).
-Extend civil -service retirement: survivors’ benefits-to "Wj‘ggw(éi')?r—\

of pensioners who did not elect the survivors’ option (H.R. 1680).

Allow a civil serviee retiree to increase the survivor benefit to pro-

tect a spouse of & remarriage (S: 203).
- Require under ERISA- that survivor ((){,ption, ag
plans must be signed by spouses (Sfc'h'r'oei,ejr,;,,,Sh,ipE),-,,; e .
Allow widows to remarry after a certain age without loss of railrond
retirement benefits (Shiprlg; . S S
Require that survivor option agreements for civil service retire-
ment must be signed-by spouses (Shipp). et
Provide survivor. benaefits under¢civil service retirement without
reduction in the retirement benefit (Shipp): o
:..Reduce the age below which the remarriage penalty applies under
civil service retirement (Shipp). :

Increase survivor benefits under: civil service retirement (Shipp).

. @
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. b Dworced 8pouse beneﬁts

.. Reduce the m fage duration. requirement for divorced . spouse
benefits under socigl security to less_than 10 years (H.R. 874), or
eliminate the durat ,n requxrement (H.R. 3309)..
. Do not reduce & | n’s social security benefit beceuse of & mar-
rf"e -or remarriage (H.R. 1730).
emstate & terminated child’s beneﬁt under socm:l secunty 1f the

parent is-divorced -(H.R.2464). - -- -

Entitle an unmarried dIVOI'CBd spouse who was memed longer tlmn

‘ @gefmu@fdug&twn to a-portion of a civil service retxrement or
survivor’s benefit (H.R: 1867, H.R: 2818).
Revise sociil seeiirity rules-to reflect better the changid structure
of the family (Robertson; Burkhauser).
Provide medical beneﬁts to spouses divorced from m:lltary persoriniel
if 1 marriage lasted 20 years or more (Schroeder).
- Make provision under ERISA for splitting of private pension berie-
fits between divorced spouses (Schroeder).
Revise the structure of social sesurity such that covered earnings
re shared between spouses for purposes of determining beneﬁt entitle-
snts upon retirement (Burkhauser): .

/- Extend railroad retirement benefits (S;nlpp),fnulgtgg retlred pay

7(Sh1pp), and c1v1i service retirement (Schroeder Shlpp) to divorced

‘e Equzty in treatment of work by women

Provxde earmngs credits .for unpmd homenmaking :under social
security (H.R. 1039; Shipp; Gordon). :
Esta{hsh a ‘“working souse’’ -benefit under social secunty (H R.

3158, S. 907, four other%d]p
Reform the structure of socml securdty to reflect greanter lzrbor force

participation. by women, through earnings sharing for example
(Robertson; Burkhauser; Shipp; O'Neill; Gordon). |

- Limit; the social secunty payroll tax pmd by two-earner couples to
the meximum on individusl coutd pay for 1 year (Feldstein):

Increase social secunt,y benefit amounts for two-earner couples

(Shi
A.fl)ow coup]es to Cmelne their soclal securlty earnlngs records

(Shipp). . . :
Base social secuntﬁ benefits on the average of combxned covered

earnings for couples (H.R. 2503, S.907, three other bills; Shipp):

In conjunction with messures to improve benafits for workxng

women, reduce or eliminate the dependent spouse social security

beneﬁts (thpﬁ
-Eliminate the use. of se:gbased actuarial tables in ca.lculatlng pnvate

pensron benefits (Shipp):
Repeal the prov:sxon to offset public pension benefits against socigl "
security - ({)ouses benefits (H.R. 398; S. 294; 10 other bills); or extend

the period of exemption before the Ji:rows»on s implementation, per-
haps- waiting for actxon on univers ovemge under social security
( -R: 25607). :

- Continue | ayﬁg socmlfgggufnbzfdrsgbrl&y beneﬁts to a person ‘who .
marries & cnnl service retn‘ement eneficiary (H:R: 658): '

- Donot reduce a r{)erson ’s Social secunt,;y beneﬁt because of & marriage -
or rema.rrm.ge (H 1730) ' [
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‘ other bills-

Modrfy ERISﬁ rules on. vest r to_ apply before age gsﬁf(perhaps

after 1 year or-service); to reduce the 10-yedr service requlrement and
. to allow breaks in service for cm@bea.nngf (Schnoe? ;
“Permit portability of wage credits under ERI (Schroeder) end
set up pool for payment o sma.ll entltlement,s from several pensmn .
plans (Greenough and King

Require l;;lnvat,e plans to pEy more equxtable beneﬁts to short-t.enure
warkers (Shipp) '
berahze rules: under ERISA on allowable breaks in service (Shlpp)

" B. OPTIONB TO INCREASE PRIVATE SUPPORT OF THE KGED

Income taz déductwns and credzta

- Allow- an ineome tax deductlon or credlb for a ta.xpa er's o enses. :
m supportmﬁlg dependenf. household with an aged member (H. . 452
nine other b
-Allow an income tax deductlon for medical e expenses mcurred in
puymg costs on behalf of aged persons (H. R 1728). -
'S OPTIONS TO IMPROVE RETIREMENT PLANNING
T oa Pnreurement educazwn .

Establrsh grtmts to su p?rt progru.ms of prerétirement educatlon
(H.R. 2573, two other bﬂi)s '

6 Informatm on retirement 6mqﬁts

Imtmte pubhc lnformatlonfqa.fmpmgn on how social security and-
perat.e pensions é) ans work (Robertson; N Ccswy. -

- -Require the Socia} Security - Administiation fo - mferm covereg
workers annually of covered ‘wages and/or ciirrefit. gocial securi Ry

beneﬁt entitlements, End/or projécted - benefit entltlements (H.

3601, 77908)

«

B: BENEFX'I‘ FINANC[NG
_ 1. BOCIAL SECURI'I'Y FINANCING OPTIONE
] B a. ievei of fundmg
Reqmre“contrlbutlons to the socm.l secunty &st funds sufﬁejegtl

-tso accumulate- reserves that would provide funding for all future
benefits to which retireet and workers_are entitled using stanidard

actugrial assumptions (Feldstein; Campbell).
6 Sources of fundmg

» Transfer er neral revenues - to. OASI, DI and HI (H:.R. 33, five
ﬁebertson Campbellj. |,
Pay for DI benefits or HT henefits from general revenues and adj ust
. the payroll tax to apply only to OASI (H.R. 850, six other bills;
Munne 1—1979; Rivln).
- -- Finance the “Welfitre aspects”;gf, QASI from generul revenues but
retum the payroll tax for the “‘retirement aspects” of the program

~(Mupgell—1979).

i' S )9
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. Authorize trust fund borrowing from general revenues during periods

of economic recession (Rivlin), - --- . ° - o o =

_Levy a new tax (e.g., 8 value-added tax or a tariff on oil umports)

to pay for part or all of OASDHI costs (Rgbertson). . .. -

) ﬁgom’”fbiﬁ@two or more of thethree funds (Rivlin),- er allow.

OASI and DI to borrow from each other as needed (H:R: 546). _ _
Increase. the ceilinﬁ on cover,ed,wases (H.R. 33, four other bills),

roll tax rate but reduce the base (H:R, 546).

Eliminate the employer portion of the payroll tax (Campbell).

_ or increase the payt

?" ¢ Cost reductions

e

_ Adjust annual credits for covered earnings by a price index rather
than a wage index in obtaining an average monthly wage for benefit
c’d@gi@@i@;(CB,,S: Cmgbelhz S : i
~ Adjust social security benelits by the year’s average wage. increase
rather than by the CPI increase in years when wages all” behind
inflation (Campbeli; Rivlin). - = - - -
" Allow fewer years than 5 _to be disregarded in _com yuting averiage
mohthly wage to determine benefits for workers with limited years of
coverage (Budget): - - - - . e S

Phase out-dependent’s benefits for students over age 18 (Budget).

_ Reduce benefit eligibility of nonaged spouses, who care for minor
children (Budget). = - Sl e

~ Apply offsets to social secui'ifgt benefits for Tetirees who ilso receive
Federal employee pension benefit ' :

ral emplc nefits (Budget): . .- -
_ Eliminate the minimum floor under social seciirity periefit amoufits °
for new beneficiaries (Budget). = = . . . - - SR
Limit_eligibility for survivors’ benefits to families of: workers who
were fully entitled when deceased (Budget).. . .- . .. ...~
" Raise the age at which the retirement test ceases to apply from 70
to 72 (Budget). ’
2- CIVIL SERVICE RETIREMENT FINANGING OPTIONS
a. Level of funding
Increase the Federal employee contribution rate from 7 to 13 per-
; C. EMPLOYMENT AND RETIREMENT
1. OPTIONS TO LIBERALIZE MANDATORY RETIREMENT AGE. LIMITS
a. For the workiforce generally
- Eliminate mandatory retirement for any job covered by the. Age
Discrimination in Employment Act (H.R. 70, three other bills;
NCSW): I : .
b. For the military

Eliminate mandatory retirement for military personnel (EL.R. 1686):

;B%is’e' the mandatory retirement age in the mjlitary to 85 (H.R.

1688). .- .. AR
Permit active military duty for reserve officers until age 80 (8. 470)..

i

% Gs9ss90-80-10 ¢ i4 ,
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. For other selecied ocoupations

_Eliminate _mandatory retirement for Forelgn Service personnel
(H R.- 2694, H.R. 373(;? ——
- Prohibit or revise age restrictions appllcable to aircraft pxlots (H.R.
3201 six other bills).
Prohxblt_ State. oﬁxjfl_ofo;iljmsr ghpj exerr Xt jobe from coverage under
s i I ct (H:R: 4652).

2. or’nons TO REVISE FINANCIAL RETIREMENT INCENTIVES
, q‘“} . a. Early retirement mcmnm T

Lower the minimum age for.social secunty early retu-ement from
62 to 60 (H.R. 708).  _
Liberalizs eligibili g' for gggxgl segugtyfcbsplllhty beneﬁts after age
60 and lengthen eligibility period for unemployment benefits after age
60 éf$9§‘§l security early retirement options are curtailed (Greehough
" an
- __Allow: mhta retired pay at age 55 for members of Reserves and
Natlonal Guar?fH R. 81% ag [
- Revise Federal civil service early. retlrement prowsmns to approxi-
mate-those of comparable private pension plans (CBO).
C KmEinmnnﬁe social secunty early retirement benefits (Greenough and
Adjust socmisecunt early retxrement benefits so that t.he reductions
are actuarially | neutra rather than a nn encoumgement to early retire-
raent (Feldstein). . :
(C}nci:;mse the social secunty ‘beneﬁt amounts pmd out at age 62
ar
_ Increase the reductloii in- full retu;ement beneﬁftsfpmd for age 82 .
retirement under social security from 20 to 24 percent (Wertheimer
_nnd Zedlewski). g
b, Def rred refirement incentives

: Encour%e eleoyers to nnprove frmge benefits available to older
workersj OA).- - -

Repeal the. bonus now- added to. socml seéunty beneﬁts for ret1re§B
ment def rred past age 65 (H.R.-3369).

Increase the social security bonus for deferred reurement from 3
t’o’ 5 percent of regular retirement benefits (Werthexmer and
Zedlewski).
© Adjust the socml sechnty bonus for deferred retxremengsgjhg,tfthe
increments_are actuarially neutral rather than & discouragement to
deferred retirement. (Feldstein).
- - Raise the normal retirement age under socml secunty from 65 to
"'\ 68 (Campbell)
low -an -exemption from paympnt of the socml secunt payroll
x for workers age 65 and over who ATe entxtled to socia secunty :

; benefits-(H.R, 4428), - - -- - -- ~ilt

-/ Change social securi K retirement p provxsxons to reﬂect lengthenmg
}%ﬁ(gﬁspgﬁus, better health of older people, and newﬁfthlfnkm? about
“How work and leisure should be distmbuted over the life cycle

(Robertson) .

- idg




'ment age (NCCOA).

; (NCCOA)
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'} For thoss who defer retirement pest, a;ge 85, p r& social securit
benefits retroactive Hy to-the month of the 85th birthday when such
workers do retire {H:R: 2080):

Increase the age limits allowed for contributions by the self-em~

ployed to Keogh sccounts (H.R. 1357).
¢. Social swunty retzrement test

Ehmma.t.e the reductions in socml security beneﬁts now apphce;ble
when beneficiaries between. age 62 and 70 have earnings above a
certain - threshold level (H.R. 113, 21 other bills; Bu auser and
Kimmel; BerrK Garfinkel and Munts; Feldstein).

é Ehngna.t,e 8 retlrement test for those age 65 and over (S: 1287

141 -

-Liberalize: the retlrement testby I:owermg the benefit oﬁset for an
additional dellar earned from 50 to-40 cents (Wertheimer and Zed-

lewsln), mcreusn% the amount of earnings exempt from being oﬁ'set
agmnst benefits (H.R.-1133, H.R. 1192). -

Revise the retn'ement test_accounting rules to reduce its 1mpa.ct in
cert.a.m clrcumstances (H.R. 779 four other bxlls) ;

8. OPTIONS TO INCREASE EDUCATION AND TRAINXNG OPPOR’PUNITIES

N FOR THE Aoim

- a. Education )
Make § rant,s {o institutions of hlgher educa.txon to pay tmtlon for
aged mdlvrdmils (H R. 624, HR: 1444).
Require institutions of hlgher education to make courses avmla.ble

to the med on & space-available busxs H: R 698; H.R. 3230)
5. Trai mmng o

Provxde more counselmg and job trmmng for persons nea.rmg ratire-

,\

4. OPTIONS TO INCREASE JOB OPPORTUNITIES FOR OLDER WORKERS
v o aJobcreatwn

Create: more - pa.rt-tlme jobs for older workers (Robertson; Burk-

ha.ueer and Kimmel; Corbo).
Encourage more lise of job- sha.rmg and ﬂemtune to incresse older

~ workers’ job opportunities (NCCOA).

Create-lesa strénuoiis public service jobe to attmct older workers

(Robertson) ‘ i .
b. E‘mptoyment services '

commuiiit;y centers (NCCOE&?
Encourage firms’ personne oﬂiceg jg,esﬁtg.bhﬁsh lﬁlnl’(sfwgtl} emplog-
ment . services imd educe;txonul Iinstitutions to aid older workers ‘

L 14!;7
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MENT INCOME PROVIBION

v L Im:mtwes to increase mdwrdual eﬁorts 7

: (HQR 169)

Permit- mdlwdual contnbutxons to pnvat,e annuxt plans in lisi

of taxation by, and pa;rtlcxputlon m, socml security (H.R. 210, four

- other-bills).: -

- -Allow contributions to IRA% by pensxon plan participants (H R
828,-four other-bills).

Extend income tax deductions for contributions to, and earning s,_ ;

% nsion plans not sponsored by eniployers (S: 575, two other bills
auser and
7Encours,ge develo ment by financial institutions of reverse annuity

'»“_'mort,ga.ges (Gutowsl and Felld)

..

6 Masurea to mmase the Féderal role

" Increase the re lEcemeut of earnings by socml sectmty to com-

pensate for any echne in privatp provision of retirement income
Robertson) L.

) c Measures to increase Federal regulatzon of private pensions

- - Revise the rules for mtegratlon "of pnvate pension plans. \v1th social

security such that the weighting of private pension benefits in favor

- of higher paid employees is further limited than at présent (Shipp):

Require the Pension Benefit. Guaranty Corporation to insure certain

nonbasxc benefits ‘in additioyy to pension entitlements (H.R. 1570):

‘Move. toward ' requirement under ERISA of full and immediate
tg pensxon plans (Greenough Elld King)-

d Medsures to encourage prwate penswn oﬁenngs

 Allow income tax deductions for ‘all mdwxdual pension plan con-
'tnbutmns(S 75;-two ot ghdls -

*Increase- ﬁexxblllty und

mum vesting stundurds, and allow a phase-in period to reach vesting

. standards-for new {)lans (Greenough and King).
1c1es desxgned to encourage private pensxon oﬂ'er-

Adopt ll)'( ublic po
ings (Clar

e. Options to attain a coordinated pubizc-prwate pension system N

Estabhsh a four-tler retlrement mcome system (q) SSI- at a level ’

that will eliminate poverty; (b): social security to replace earnings

below the median wage; (c) social security plus private pensions to .

replace earnings between the 50th and 85th percentiles in the earnin 8
distribution; (d) social security plus private pensions plus individuals

investment income to replace earmngs ubove the 85th percentﬂe,

(Clark).

4
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ERISA for hiow pension plans meet mini-
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ERIC

Aruitoxt provided by Eic:

 biisis (H.R. 489).

i43

Do not ﬁenmt publlc beneﬁts for early retlrement before age- 62
leaving such benefit offerings to the discretion of private plans (Clark).

Mandate 4 national private pension system -designed to impose on
gll firms s portable; universal system that meets o set of Federsl
standards and serves as a supplementul system to sociil ~.ecuuty

(Ross) . SR I

‘2 OPTIO‘\S TO REVISE THE FEDERAL ROLE I’\ PROVISIO’\ OF RETIREMENT.

..

" INCOME FOR PUBLI(‘ E\IPLOYLES . -

_ Cover all. wovernment \\orkers un(ler social aecurlty (Robertson,
Greenouuhgnel King; Munnell and Connolly ; NCSW; CRS). -
Require all Fei eml employ ges to pnrmcqmte in <.ocml security (H:R
536, H R. 537;Shij

Reqmre all new e(lernl employees to pnrtlmpute in social security
(H.R. 2365).

Extend social : security covernge to Federal employees on a voluntary
- Require sociul securlty coverage of the legislutive branch, or Me-
bers-of Congress, and/or the President uml ice President (H R: 1601,
S. 352, eight other bills).

b. Coordination ‘of social secirity and public employee retirement
Coordinante credits under social hecnrny and civil service remremem
for anyone with dual coverage (H.R. 708). - :

Allow un exthange of enrmings credits bemeen social_security and

éjubllc plans for \»orkerx with credits inder both (Munnel and

onnolly): ;
- Convert. ClVll service retirement to u supplementnl plan atop Lhe

' Social security base (CBO).. .

Eliminate provisions under socinl security that result in wmdfull"
benefits to government workers (Munnell and Conn ly).

c. I‘ederal regulalwn oj publw employee relu‘emenl plans
_Apply the ERI%A fundmp, smn(lurcls to pgxblxc employee plans

(Greenoughnncl King)., -*

Require. indepentlent cost esmmutes for g opose(l ‘plan chungeq and
proposals for tax.increnses to cover costs (glreenough and King),

Set normal retirement age at 65 for public plans; with-early retire-
ment beneﬁm based on actuarially fair reductions (Greenough - and .

{ing).

- Require that publlc employee plans be mtegmted with the sovml
qecunt ‘benefit-structure (I()}reenoug,h and King).-

Establish qtroni; stundarids for: acmnrml evaluntion using dynamic
assumptions; public disclosure; managers” fiduciary behavnor Green-

ough and King; Munnell and Connolly)
Create a central fund- to-insure portablllty of credms umong publlc
employee plans (Munnell and Connolly).
qtabllsll) a uniform retirement syster for all Federal workers; or a

credit exchang,e ‘among Federal plans (Munnell and Connolly)

I
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_ Set early retirement -age higher than at present for. %oiié&,”ﬁ;é;‘
and military pensions; provide such personnel.with higher wages,

- second-career job training and lower vesting requirements'in lieu of the

.o R
& " s r ¥

present pension generosity (Munnell and Connolly).
ﬁ 6?1’161@5 To REVISE ’I‘HE S80CIAL SECURITY-WELFARE RELATIONSHIP
7 a. Major system reform o P,
-, Change ‘the structure of social security to resemble a private
~ annuity; and_expand SSI benefits; perhaps to 125 percent or more_of
the poverty line (Burkhauser; Binstock). © T
- Change the structure of social security to_that of an annuity, and
‘replace SSI'with-a flat grant per aged person (Ozawa; Berry, Garfinkgl
and Munts; Shipp). "~ R o e '

~ Phase in reforms such as the above by “grandfathering” the. curren®

social security entitlements and limiting the new system’s applicability

onlyi(to new wage credits at some future date after enagctment (Bin-

stock). T S
: Co b: Minor program revision

- -Lower the rate at which social security benefits are offset against
SST benefits from 100 percent to 50 percent to strengthen the relation-
ship between social security -benefits and past earnings levels for
retirees from low-wage jobs (Burkhauser and Smeeding).

* .« IIL POSITIONS TAKEN BY INTEREST GROUPS
B A: BACKGROUND . |
‘The policy options discussed in séctions 1" and. II.were found in. " -

legislation, in government studies; and in the wrifings and testimony
of -a -variety-of-scholars and pension “experts. To ‘gain “additional -
_ insight ifto the outlook for policy change; statements were requested
. " from:a variety of interest. groups on recent positions taken on policy
- - 'issues concerning income and.employment tor the aged. Views were .
- . 'sought from organizations representing business; labor, the aged, the
. pension’ industry; and pensioners themselves.! While the information
" collected may be incomiplete, and most certainly will become dated as
circumstances change over time, the following paragraphs outline the
_policy positions taken by the various groups (or their spokespersons)

in recent months. LTl
. B. BusiNEss ORGANIZATIONS
i. NATIONAL ASSOCIATION OF MANUFACTURERS (NAM)
~ NAM emphasizes economic growth and control of inflation as im-
E‘Qi':,tﬁm,t,; measures to insure the adequacy of income “,‘,,,‘f"'t.@'?’f‘,é,“fﬂ
hey favor measures to encourage. further development and improve- .
ment of individual and group private pension plans:

-t Information was requestod bit not yet reetvad from the Amerlenn-Association of Retired Persons, . the
National Center_for Voluntary Actlon, The Natlonal Cotinell of 8enior Citizens; and The National As.
sociation of Retired Federal Employeey. T ) :
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 With respect to social security, NAM favors retention of the present
financing methods and benefit structure but with two significant
changes: - . L S -

-——Eﬁﬁimitléh; to the-extent practical of sex-related differences in
how;the systemn treats individuals; and L
—Extension of coverage to all public employees. .- . -

- NAM advocates retention of a needs-related welfare program for
the aged administered at the State level. . ~..... . ~.. .

In testimony on a pending bill to amend ERISA (S. 209), NAM
representatives argued for the following: , .. .. o

—That no major amendments should-be made-to ERISA to require

pension plan changes or -further restrict flexibility. in plan
developmont-. . L LLTIoTonnlomomeeo
.—That. offsets of workers’ compensation_benefits against pension
benefits should not be prohibited as.S. 209 would require. =
—That survivors’ annuities should not be mandated Tor survivors
of vested participants who die before retirement age. - . -
—That requjrements for full advance funding of benefits not be
extended to plan provisions not yet in force. '

—That employee contributions to.plans should be tax deductible, but
fat -under the discrimination standards S: 209 would set for
pension plan eligibility. g :

2. CHAMBER OF COMMERCE

- . The Chainbi s leiislation to make private
retirement savings more attractive/Arom the viewpoints of cost of
compliance, plan administration, and tax incentives. A broadening of
IB.A? eligibility to include pension plan participants is favored, as is
af increase in the IRA contribution ceiling and automatic future
adjustments in the ceiling amount. - - Lo .

i’n; regard to_social security, the Chamber of Commerce -favors a

" continuation- of the basic principles of the system and current rates .

of wage replacement. General revenue financing, even if restricted to

medicare, is opposed. Thg Chamber of Commerce regards family
+ issues; the retirement age; and long-term financing methods and -
revenue sources as topics requiring further'studies. Specific positions
- taken on social security issues include: . :
. ~—Support of universal coverage: .. ] ) o
e :—e%epetil of ad hoc increases in the wage base ceiling not yet in
effect. - . : S e T
-, —Retention of the retirement test in its present form. . o
—Retention - of the present benefit formulas for early and late
retirement. - -- - -- - -
—Opposition to expansion of benefits. - - - - -
x&acks in student benefits and the mjnjmum

—Support for cutb
_ ;,beneﬁt.,, . - Ll L L L g g
* - On two labor igsues re’gtxrdindg pensions; the Chamber of Commeree
opposes H.R. 1145 that would include retired employees within the
labor- pool covered by collective bargaining agreements; and. gén'éi'oh
plan.investment pylicies to promote union interests are opposed:;

e
1B
[




Q

ERIC

Aruitoxt provided by Eic:

-unwise; AF

~local gbi'rér?n_ th plans;-especial

- - - . A

— On S, 209; the Chamber of Commerce opposes the bill as introduced.
Positions on workers’ compensation offséts; survivers' benefits require-
ments, und deductibility of employee contributions ure the sime as,
outlined above for NAM. The C&-ﬁiﬁibétbf’,ctﬁﬁtﬁéréi@ also singled out

for opposition ag, 8. 209 provision for tax credits as incentives for start-

ing pension planis by small employers. .,
‘ ' C. LABOR ORGANIZATIONS
1. AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES (XFGE)
~ On the preeminent issie of universal coverage of public employees,
AFGE urges that_action be deferred until the various issues raise

“have been studied thoroughly, A merger of the U.S. civil service

tétiréiﬁéﬁt,gstéiii with’ the social security system is; thought to be
unwise. AFGE would favor a reduction in the cqmp,léz’si,ty of Federal
employee wetirement through consolidation of groupings of similar

~ pluns: Sl

- With- tespect_to. @st:,tif;iiving; adjustments; AFGE_ argues that
social security ncreases should be made semiannually like those for
civil service retirees. If Congress were to change the civil service

adjustments to an annual basis like sgcial security; then AFGE favors
making civil service retirement benefits nontaxable to treat thém the
same as social security benefits: =~ .. . . L }

- AFGE favors repeal of two recent cutbacks in Federal employee
pensions—the elimination of the extra 1 percent-that used to be added
to cost-of-living adjustments, and the bﬂ‘get' of pensions against spouse
social security benefits. L -

2. AMERICAN FEDERATION ‘Of STATE; COUNTY AND MUNICIPAL
EMPLOYEES (AFSCME) :
- AFSCME supports coverage of government workers by social
security g,enemllp; but has not endorsed any specific proposal_or bill:
__The other issue of .greatest concern .to AFSCME—viz, Federal
regulation of government pension plans in a manner similar to ERISA
for private plans—has not been addressed in detail since the expected

legislation has. not yet been considered in Congress. AFSCME would

y required funding standards.;

3. AMBRICHR FEDERATION OF LABOR-CONGRESS OF INDUSTRIAL

ORGANIZATIONS (AFL—CIO)

-- The AFL~CIQ'profers that social security become a national public

retirement system that can provide by itself a decent income in old
age. While recognizing that current private pension plans capnot be

totally replaced. by social security; the. AFL-CIO feels that private -

plans shouldnot be expected -to play a larger role in -the future.

 Financing of increased social security costs would be provided in
two ways—by removing the ceiling.on the wige base to which -the

employer tax applies; and by introduction of general revenues into
"the system, eventually amounting to.a third of totul system revenues.

The payroll tax rate would not be raised. General revenues would be

3

likely oppose certain ERISA-type provisions if applied to State and
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fummlled mto ull the socm;l sacunty progrmns not concentrated m
t.he disability program or medicare as some hnve proposed. -

The Hb—é)ie advocates improvements in social security to help
the most disadvantaged and those with the least pension coverage

" rather than across-the-board beneﬁt increases: Exu;mples of éuch me=

. provements are:

—An increase in the special. minimum benefit'to the poverty lme
with the amount indexed thereafter.

—Greater wage-replacement rntes for workers below the. edian
wage.

—A closer relntlonshxp between beneﬁts and recent earnings, per-

: haps through increasing the number of drop-out years in benefit -

eomputation or by basing benefits on the high-5 or high-10 years.
—Elimination of remuining differences bused on sex.

—Elimination of the recent work test in establishing ellglblllty for

disability benefits: \6
—Benefit eligibility at afy - age withelt uctunrml reductlon l'or dis-

;abled widows and disabled surviving. divorcdd wives:

—Beneﬁts for disabled spouses of beneficiaries.

—Optional computation of benefits-for couples based on combmed
© .- earfiings not in excess of wage base maxima.

The AFE—
liberalizations. Better treatment of early rétirees is favored - through
dealing wigh disability and unemployment problems. One approach
mentioned 1s to apply an occupational, rather than solely & physical,
definition of disability after age 60 and pay those who qualify an early
retirement benefit that is not subject to the full actuarial reduction
usually applied. Another approach would be to start s6cial security
eligibility after a person over age 55 has been unemployed continu-
ously for-2 years.

In ‘the welfare ares, the AFL—CIO feels th&t development of a

national policy is needed for the very old with respect to income a.nd ‘

long-term care. The AFL-CIO udvocates severa spBCIﬁc Improve-

ments in-the SSI program :

s»—Benefits ‘should be raised to the " ove\rty hne and eventually
increased to correspond to the BIS lower 11v1ng standard budget
for a family of four. .
—SSI ‘benefits should not be reduced on account of residence with
" family. members: when an elderly recipient is alsodisabled.
—An extra disability allowance should be paid.under SSI, perhaps
. target.ed on: the oldest age group: (e % 75 and older) P
_ In regard’to other benefits, the A 0:
. —Advocates a comprehensive natiohal health. i msurance plan
—Favors expansion of section 202 housing for the elderly:
—-Argues-for placement of- service and long-term care faclhtxes m

« ' neighborhoods easy to access by the low-mcome élderly. .

services under the Older Americans Act:

- -—Ugges -training of older-workers and iob development a.nd referra.l'

- -—Favorg expansion of tltle IX public service jobs under tgbe Older ‘

Americans.Act.
——Argues that social services programs fOl' the elderly should hire
more older workers , B

cm

i

CIO wants to retain the retirement test wlthout undne-'

L
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~ D: AGEp AND RETIREES), ORGANIZATIONS

_ The American Association of Homes fbrrthre' Agiiii’g:ﬁvérs' anvincrease

in SSI benefit. levels. They have testified in favor of a Federal payment.
level of $3,000 annuallyfor an aged individual, and $4,500 for an aged

couple:. . L. Lo TToIe oooiTon lo o Io_Zioso Tl
, lfruceMﬂlerofthe National “Senior: Citizens Liw Center of Los
Angeles spoke in opposition to the social 8scurity cost savings proposals

.1 put forth in President Carter’s. 1980 budget:. He favors greater use of
gena,ml Trevenues tO finance :S:Qbiﬂ’éébﬁﬁti:;;; Pl
- The Pension Rights Center generally favors proposals that would

broaden pension coverage, ralsa retirement incomes to more adequate

levals, ‘and offer greater legal and financial protection of benefit

entitlements. -

-, B: PENSION INDUSTRY ORGANIZATIONS
. 1."AMBRICAN SOCIETY OF PENSION ACTUARIES (ASPA)

- ASPA favossmecentives for firms to establish new ‘‘defined benefit’’
- pension plans. Such incentives could be provided through tax credits,

changes. in IRS qualifying rules for tax exemptions, or the pension

77777777 X,

‘Benefit ,'Gj;’@ijﬁ,ijﬁy,(}pygorat’lbjxi"s, premium rats structure..

. ASPA opposes the ¢ ]
. pension benefit structures with social security proposed by President ,

ange in thé IRS rules for integtation of private

" Carter. The preferred approach to integration would yield the same
wage-replacement rate from private pension and. social security

benefits combined across all wage levels. ‘Changes should be sought

to.make integration rules easier to understand and administer and to
facilitate updating for ?Eﬁh;sgési@,,Sﬁ,Ci,@], security over time. -

_ ASPA opposes any ERI

living adjustments in private pension benefits. -

In Tegard to S: 209 and related bills; ASPA has taken the following

positions: - -

—_Survivors’ bensfits should not be mandated for survivors of vested

—Tax deductibility for emplo

participants who dio bofore retiroment Bge.’ . - -

pension plans, but eligibility should not be hased on size of profit.

supported, but ASPA woufd, apply deductibility to all contri-

" butions whether .or not mandatory. :A higher limit on contribu-

The ACLI advocates constraints on social security costs and favor--

 tions is suggested ($1,500_ or 15:percent of pay), with the limit

indexed for nflation. ASPA’s position is taken both to increase
pension coverage and availability of investment capital.
2. AMERICAN COUNCIL OF LIFE INSURANCE (ACLI)

able conditions for growth in_private pension plans and individual

A 'provision to require automatic cost,-ofi

ax credits are favored to_ encourage small-businesses to start

66 contributions to qualified plans is .

“an

savings. Social security reforms that would result in large infusions of
%gneml,,revenues (e.g.; the ‘“‘double-decker’” proposal) are opposed.

The ACLI prefers continued reliance on $he payroll tax but argues for
a redg‘éti’o’ii in, qr elimination of, the 1981 increase in the wage base.

-
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) Onother social security issues, the ACLI positionis: - -
..V —To keep the retirement fest in-its present form, but consider
= -~ raising the normal retirement age by the next century. . - -
{—To extend social security coverage to all workers, with protection
> for benefits earned and contmbutions made by participants in non-
‘covered -retirement systems, and- with elimination of gaps:in
. __pratectipn that now exist for such participants; - - R
© T h@é,AQLﬁi‘éé@,i‘dﬁ existing i@k,béﬁé&é for-pension plans not _as tax
- preferences but as a way to avoid double taxation of savings. Enact-
, went of new tax incentives to encourage development of new pension -
Pi?hv% ' : : : :
-On

langisfavored.} -~ = N i o
he issueb?,}}iﬁhethef pension benefits should differ by sex based on
- differences in longevity, the ACLI favors the “‘either-or rule,” which.

¢ allows an employer to make equal contributions on behalf of male and
' female employees, - thereby buying' different levels of protection in
terms of annual benefits, . oL S
—- With respect to_nonpension retirement plans, the_ ACLI favors a
provision in S. 557 to broaden IRA eligibifi)ty; The ACLI woiuld ex-
@Eilg;,iiﬁ%biliﬁgﬁb -any . pension plpn participgnt. Yncreasing and in-
dexing the limits on contribution{to IRA’s and Keogh sccoiiits: is

also advocated. - - - - ... .7
in reiard to S: 209; the ACLI opposes the provision to require sur-
vivors’ benefits in cases where vested -participanty die- before retire-

ment age. The ACLI would accept such & requirement if only applied
on bel?flf of participants with at least 10 years of seryice who die after
reaching age 45 or 50. The S: 209 provision on' tax; deductibility of
en%p yee contributions is opposed. ~

- Wit

;] rivate pension plans are integrated with social
security, the ACLI position is that social security should constitute
only a-basic floor of protection. The tombined social security-private
pension benefit amount should be the relevant quantity for qualifica=
tion of & plan for tax-exempt status. The Carter administration pro-

respect-to how

Pdé&l, tochange the IRS integration rules is opposed: The ACLI would
lketolséé present integration methods simplified and made more
practical. : ' ' ’ - :

) ) ) ) F.. OtHER ORGANIZATIONS . .
* £ The National Governors Association (NGA) is opposed to Federal

-;?“lﬁtiqn,,df,ﬁt,@@,,@ﬁil local employee pension plans. Instead they
advocate improvements by States at their own initiative in the follow-
. ing areas—reporting and disclosure, regular independent audits, regu-

* + - lar actuarial -evaluations; adequate fuhding;,gmination of benefit

" . abuses, - guidelines  for fiduciary conduct, plan consolidation, and
porﬁﬁbgljta'ﬂf,gréd},té CoC ool B U o .

' “In the welfare area, the NGA favors making benefits available to all i
in need, with benefit levelsrelated. to the poverty line. They argue that

' welfare reform for the aged should be pursued in the context of overall ...
_ Sbciﬁlsaﬁurit 7,béneﬁt reform,g',,:,:, oot TimooicoC l:‘ D :!,'E -
=" . The NGA feels that job,-proigra'ms for older workers should be better*

coordinated at the State level. Such jobs are created’under both the - -
CETA ﬁifogr&m and the Older Americans Act with little coordination
for joint efforts: . : : .

K
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' IV. SUMMARY ‘DISCUSSION OF #emev-eiyfons

P ’

- -A. ConrLicTs AMONG OBJECTIVES 7

.

 The proposals.and policy options outlined in the three- preceding
sections are, -not Surprisingly, replete with conflicting 0E3°CtiV082 .
: These conflicts are not solely the product of the varied sources of these My
Nideas for change, however. Even & single, carefully ,designed: reform . %
proposal may well embody unresolved roadblocks that stand in the

way -of -achieving -all the reformer’s goals, -sinte cost constraints; _
4 benefit adequacy, equity in trdétiiié,iifibf;iiibé'biiﬁ%:@ﬁi‘k,ﬁiﬁﬁﬁti"éﬁ N
savings - incentives, - and - systenr: coérdination cannot . be achi’éi?,éii‘; .
simultaneously. to anyone’s full satisfaction. Described below are the

&

principal dilemmas with which policymakers must contend in fashion- %
legislative proposals to resolve the major issues of -income *and g
-, ' employment of the aged. o LR
1. PROGRAM COSTS VERSUS FUNDING LIMITS
policy options mean greater costs for giibli,’c;,pjgg@gg and/or private - -
lans, or less tax revenues collected by governments: Increased SSI
enefits; elimination - of .the social: security retirement test, higher

;| Unless offset with unpopular benefit reductions, most, of the major

- goeial security benefits for two-earner eouples, more nﬁ)di‘tﬁbility of
pension plan credits; tax incentives for private saving—all such options
- would generate substantial costs at a time when the costs of current

benefits a.re,msixi%,a.xid greater funding for retirement income and aged
- benefits is difficult to obtam: . . . . S
- A number of proposals-are directed. toward reductions m payroll

taxes, with greater use of general government révenues to fund retire-
ment benefits. However, existing claims on general revenues are re-
. garded as excessive by a good many political leaders-and economists,
and Congress will be faced with mounting pressures for tax cuts to

mitigate the boosting of taxpayers into higher tax brackets by infla-
tion. Alse; increased Federal sge’nding for new investments in energy
production and defense capability seems likely- over the next few
years. Enactment of a new tax, such as a value-added tax; will meet

.. with gresat resistance, especially during an infitionary period:. Thus,
& tax shift may only lead to even tighter pressure on the costs of
social security and result ultimately in applying megus tests for what-
ever portion of benefits is supported by general revenyes. . - S
In the private sector; some firms-have already been ard-pressed to
meet the ERISA standards for advance funding .of -benefits, and
ERISA has been blamed as a factor in some plan terminations: The

- numerous proposals+to set even stronger Federal standards for private
g};ﬁ: coverage and benefit rules wpuld:add to the cost squeeze on

s at-a time when. the outlook “for.real economic-gro th is not

optimistic. The net result of cost pressures on firms cou well be a
smaller role for private plans, or a Federal subsidy of these plans,
with increased public interest in expanding social security intp a full-
blown retirement income system. S

[y
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2. BENEFIT ADEQUAGY VERBUS FAIRNESS AMONG GROUPS

- Improving the adequacy of retirement income and bensfits offen

Aorks against considerations of equity. A prime examplo is offered by
proposals to raise SST benefit levels without changing the relationshi
of SSI to social security. Since social security benefits are-deducted

dollar-for-dollar from SSI benefits after the first $20 & month, an
increase in SSI will increase-the-nuraber of social security- beneficiaries

for whom: the net addition to total monthly income derived from the
wage-related social security benefit is only $20. The effect is to diminish

the wage-related benefit differential among social security beneficiaries
and reduce the system’s rewards for & lifetimé of work. . =
-- To cite a_contrasting example, efforts to improve the fairness of -
‘treatment of & certain group may result in less adequate benefits for
those most-in need. ‘The best case in point is the issue-of how to make
social security & more rewarding system for women who.work but who
ain little or nothing relative to their entitlements as speuses of

-retireck workers. Some proposals to revise the treatment of two-earner
- coupley would result. in lower future entitlements for —one-earneg
couples; some of whom would have inadequate incomes for retirement?
_ Given the financial pressures on -social-security, -almost -all -the
identified policy options that result in benefit increases are aimed at
. helping those who are worst off or reducing the-greatest- perceived . .-
" inequities. There is no interest in nsing scarce resources for across-the-
board increases to all beneficiaries. The same is generally. true for other -

programs- as well. Thus; the examples cited above of the tradeoff
etween benefit adequacy and fairness are quite typical of the con~ -

siderations -policymakers will continually be asked to confront for PR

some time to come:

8: RETIREMENT. INCENTIVES VERSUS WORK INCENTIVES
- Retirement incentives and-work incentives for older workers are
IMIITor lmages, &N Increase In: one amountmng to & decrease mn-the
other. Thus, the goals held by different observers and policymakers

gre in diréct confligt here. Increases in cov;x;tﬁge or benefits or redticed.
service or 'age gffgibility: requirements will encourage retirement;

" liberalized mandatory retirement laws and retirement tests and in-
~ creased credits for deferred retirement will encourage wark. o
--Furthermore;  there are three separate. issues involved to which

" conflicting solutions may be proposed. The issues concern early. retire-
ment -rules, benefit reductions for income earned after pension ac-
ceptance (the retirement test), and late fetiremént rules. Raising the
mandatory retirement age while continuing to encourage-early retire-

" ment and discourage late retiremyent is ore such example: Another
is provided by the Stokes bills described in-section I. “They- would
lower the retirement age for some beneficiaries; which would -en-"

- courage earlier retirement, but, on the other hand, the retirement test
‘would be eliminated; which would encourage postretirement work.

. Provisions of work incentives for older worlkers also conflicts with -
the goal of benefit- adequacy. Initiatives to Jincrease retirement or’
welfare benefits make it possible for many pegple to live comfortably

' . ) I ot o :
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while working less. On the other hand; lowering welfare benefits or
social security wage replacemgnt rates would constitute an approach,
slbeit an unpopular one; to strengthen work incentives by making
retirement less feasible. R o

4. PRIVATE SAVING VERSUS FEDERAL REGULATION

The policy options presented in this paper reflect two often contrary
notions about the role of the private sector in tlie provision of retire-
‘ment income.. One is-that private saving should be encouraged; and
proposals abound for. tax breaks for centributions to private annuities

or income received fromy investments; there are even proposals that
individuals be permitted. to contribute to annuity plans in lieu of.
social seeurity tax payments with contributions excfuc ed from taxable
_ income: However; there is also a great deal of interest in measures.to go
further than the present ERISA in setting national standards: for
private plans with respect to vesting, portability, inflation protection,
§iiijy_i;\?6jjs’!7§-7i%lhts; and benefit formulas, =~ - ¥ - -
While both sets.of options ostensibly would ‘incresse reliance on
private income sources, they represent conflicting demands on the

_ funds: iiiiiiiliib[éj'q’i';Ej'i\?@,tg”irnve’stment;'End each approach would
tend to undermine the present employer-based pension system: The .

first approach would lessen the smportance of employer plans to em-

ployees_-by increasing individuals’ optiens for scquiring retirement

R Y

assets. The second approach would prob ably either lessen-volunta

pension plan offerings &v firms had to bear the increased costs involveg;
or convert pehsion pluns into appendages to social security (if govern-
ment helped bear added costs, since subsidies would likely be ac-

companied by public control).

'5. EFFICIENCY VERSUS UNIVERSALITY "\

- "Phis issue is a coneern of all government benefit programs. That is
shotild all individuals (or all within seme broad category, such as ail
aged) receive the same benefits, or should benefits be -targeted- on
individuals - in need?” The former -approach involves larger public
transfer payments and the’requisite taxes, but is often accompanied
by. gresater public . acceptability.- The latter approach requires less

public funding to achieve a given peduction in individual needs, but

means-tested programs are often held in low regard by both tanaKem
and recipients, and incentives are created which may retard self-help -

efforts in the long,mi;,,,; . : : - [
A Social security represents the universal -approach in providing in-
come to the aged; and SSI is the cornerstone of means-tested- aid to
the aged. The poiicy options_identified reflect different em hases on

- these two -approaches for public income transfers to the aged. In fact,

the two most -far-reaching ideas “for restructuring . social security
represent pure applications of the two different notions. The ‘‘double- .

decker’’ proposal would -eliminate means-testing for the m%é'd; give
every aged person & flat amount per capita, and convert social securi

into a retirement annuity. The vontrasting. approach would expanyi
SSI benefits, strip away. “‘welfare aspects” of social secufity (e.g., th
minimum Aoor under benefit amounts), and likewise convert the
residual social security system into an annuity-like retirement benefi

i58
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=~ 6. SYSTEM REFORMS VERSUS RETIREMENT PLANNING
’ ~Individuals’ financial plans for retirement must be made over long-

time periods, since career decisions and savings behavior are lifelong

processes. The riiles: established by sociil security and pension plans
play. n major role in that individual ‘planning in_terms of expected

. retirement age and financial needs in retirement. Thus, major reforms

in retirement systems have to be phased in over fairly long time periods
- 4o avoid undie disrijptions in the financial circumstunces of people too
. near retirement age to ndjust:their behavior to a new situation. -- -
Funding of retirement systems must ulso be planned over » Jong- -
time horizon; not only for advance-funded private plans but for a pay-
us-you-go system like social security us well. A long-term finuncial plan
for social security is needed. to assure the availability of future benefits:
for toduy’s workers without frequent major adjustments in tax rates.
- Unfortunately, such long-term planning is not a strong point of our
hudgetary system: The President’s budget request ,un(F associated
legislative proposals are submitted only 8 full months before the fiscal
}Ir‘etir begins; and the congressional budgeting timetable is even shorter.
"his-procedural schedile, coupled with the naturil tendency of law- =
. makers to focus on issues Wigil immediate impact; makes sustained
action toward major reform goals difficult.to achieve;given the lengthy
time frames desirable for such reforms. The net:result often is-that in-

_ cremental changes take precedent over. mujor reforms; single-issue
proposa uch as liberalization of the retirement test; are easier to act
on than is a more complex restructuring of retirement ages and incen-
tives to retiie. Diiiidféifébiiiiiii,ttéé jurisdiction, with ERISA and Fed-
eral employee pensions handled by different committees with still
others having jurisdiction over-taxes and_-social security, also biases

. legislative action in favor_of incremental change: Inaction throughout

" the 1970’s on major welfare and health legislation, where the time

horizons and issues involved were more immediate; serves to under-

- B. Major Gars 1§ IpenTIFiED Poricy OpTioNs
[ The wide variety ofoptions identified-in the preceding sections cover
~ . & tremendous rang@ of possible new public policy initiatives. Still,
_ there are areas ‘of potential policy change that have not béen explored
in the sources available to the author. Further, some major policy
~ options that have-been put forward have never been. crafted in the
' form of detailed proposals that can be considered seriously by Congress.
The four-most significant areas where policy initiatives seem to be the
least developed are discussed -below. - ‘ S o
. ‘1. BENEFIT REDUCTIONS ,
;,,jrhg,i@e%ﬁﬁgq policy ’oPtiO'ns indicate great interest in resolviniz thd
projected inancing problems of social security.- But one general ap- -
proach—viz, long-run reductions in benefits—has not been given the

same degree of attention as tax proposals, presumably owing to the
lack of popular support for such options.. - v N o
- President, Carter’s.1980 budget %ﬁﬁfoﬁfﬁh a few cost saving proposals, -

- ‘but they were limited to thdse which would have ifimediate effects;-
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* these: proposalsdid not reappenr in the 198 budget; Testimony by

Congressional Budget Director- Alice ‘Rivlin “also suggested a few

short-termr savings methods as alternatives to tdax proposals: Durin
the 1977 debate over indexing social security wage credits, a proposal
to index by .price rather than wage changes; which would result in
o smaller-social security progam, was considered by Congress and
rejected. Finally, several oﬁcy ideas which call for reducing the
“welfare aspects” of social security-in favor of greater reliance on
SSI could result in savings; but a lack of specificity precludes quanti-
p;irtrib\’iqpssessment of thieir potentinl as solutions to the financing
roblem. - : ! : : - . ,

P Given. the variety of approaches to socinl security reforms that
could-achieve substantial long-run cost reductions; these need to be

developed us & concerted strategy -that could forestall new taxes or
perinit tax reductions. These possible approaches include: .
ater use of means-testing for selected benefits:
-—Revised incentives to disdourage early retirement. .~ - - - .
—UGradual reductions in wage-teplacement rates; perhaps linked
,t,?,pjoli'cies ito . encourage private syvings and improve pension
ans. e 5 : :
—Limitations on-the. size of inflatior -finked. benefit adjustments:
—Integration of social security ‘with public employee pension
__benefits to prevent overpensioning snd “windfall’’ sbenefits.
.- No existing proposal has b,ééji,-dééig,iiég: that would package several
of these policy changes as ‘= conscious & proach to tax limitation:
Specification of such-an approach would also be -useful for those in-
.terested in policies to encourage greater reliance ?:n the private sector .
in provision of income for retirement.> '

. 2. IMPROVED COVERAGE AND INFLATION PROTECTION IN EMPLOYEE PLANS
- As tnay be seen from: the options listed in section IT; there is a great
deal of concern aboiit- the lack of protection against inflation afforded
under employer pension plans. Also of concern:is the fact that the
design of ,pensi'on}beneﬁt formulas and the lack of portability of credits
among plans results in too great a variation in the degree of wage
replacement between a. firm’s long-term employees and those who
work for several firms:before retirement. While:improvements have

been advocated; detailed ideas on ways to achieve the desired results

. arelacking. . - - ... . e S o

stronger pension standards will need to be designed with Federal
_participation built in, in the form of subsidized inflation protection .
and/or an administrative role in the transfer of 'ci'édité.; among pli_tié.
3. _ﬁﬁViéEﬁ‘ﬁﬁTiﬁi}SiENT INCENTIVES IN PRIVATE i’ﬁNS’iiﬁN‘_Pi)Aﬁs
‘Many options have been offered to reduce. incentives for ear)
retirement - or increase delayed  retirements -under-social security.
Likewise; a number of such proposals-were identified with respect’ td -
public employee retiremeng systems. However, private plans have
een mostly ignored in this regard. : g , C
. . : - : Y.
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 While social security is the dominant source of retirement income,
clearly -the rules governing private pension berefit eligibility - help
dgtermine individual retirement decisions. Most private plans permit
ently retirement, and the majority offer early retirement bene ts de-
.sighed to induce early retiremepit. On the other hand; {few -plans

encourige delayed retiremients béyond age 65. Even with the ruising
of the nllownble mandatory retirement age from 65-to 70, firms may
refuse to grant pension credits for years worked past nge 65. .
The interest in reshaping private pensions las run mainly toward
wilys to incrense coverige. Future proposal development should come
up with options to revise private retirement incentives through public:
regtlation. a8 ‘ , » . e

L4

4. SPECIFIC PROPOSALS FOR REVISION OF SSI-SOCIAL SECUBI'IJ‘Y .
. RELATIONSHIP E ' .

It has been proposed by several éig)éfté that social -security be

- reformed into. a_benefit structure resembling a private annuity with

benefits closely rélatéd to mdividual earnings. The welfare role of social

* security would be borne, ut leust i part, by & flat grant for each aged

})erson or by an:expanded-SSI program. One such proposal of the
oriiier type hus been designed as the “double-decker” option of the
HEW Task Force on Social Security and the Treatment of Women.
. However, no proposal of comparable specificity has been developed
for a_zestructured SSI-social security system. Since such u system
would no doubt leave some current beneficiaries worse off, methods of
trapfitioning into -siuch i system need to be. designed. Also, the inte-
grgtion of SSI and sociai, security benefit levels; how SSI -would
sdpplement social security, how each program would treat earnings. by
beneficiuries, and how retirement incentives would be designed for the

progrims in combination are all important issues to be addressed.

C. Revarionsuipr oF Pouicy Oprions To EcoNomic TrENDS

. 'The body of. policy options of "l,i;ii@,iféét,@t,,,mz, point in, time wan
change quickly us the férces which precipitated that interest intépsify
or. moderate over-tinie.- Policy optiotis of interest related to infome

. and: ermployment are particularly shaped by the future economictout-

r. ~look, and the optians described earlier often reflect the responses to

' economic_change that the authors.of those options aniicipate will be
needed. Of course, the economic outlook, even {n the short run; some- -

. times changes rapidly; and the efficacy of pa:‘k%ularpolicy responses -

'+ to economic change will be evaluated differently over time: Tge fol-
lowing discussion identifies issue areas where such reevaluation wolld |

be most crucial in the event of altered economic developments.

1. FISCAL LIMITS ON SOCIAL SECURITY
s .

 Options for chan

| gel iri"the social security system are dominated by
.the projected shortfa in trust fund revenues. The tight funding situ-
ation largely depends\on future growth in real wages and whether or

not & period of high fi i‘ﬁlit{i_ rates materializes.. A relaxation of fiscal~
i

pressure might mean‘a decline of interest in revisir§.%acial sécurit:
ancing ‘and: a resurgence of proposals to raise benefits:0n the of
A

)
59-559 0 - B0 - 1! ~
' >

o le




156

- hand, & major economic depression could intonsify interest in financ-
;,lji;g,;l,lﬁd bring forth more radical proposals for restructuring benefits
‘as well. ST ’ = v

' 2. COBT BQUEEZE ON PRIVATE PLANS

. Although private plans are advance funded and thus not i,iﬁ,éii;b{'e’ét

to finaneing crises as social security, they are limited in their ability

: to accommodate to changing needs of their_participants, -sinee fund-
ing availability limits are imposed by: thie performance of the econoimy.

If “better -economiic performance enhanced the earnings of pension
fund assets and increased o portunities for employee argaining for

" pension liberalizations, much of the interest in po?;v’,’ options to ex-
tend public regulation of private plans might ilimihiég. .

. o 8. AGING OF THE WORK FORCE.

__ A good. deal of current interest in changing policy is dictated by the

, anticipated aging of the work force: Much attention is being given
to_measures to extend working lives -through revised ﬁnuncin{zin'c'eii:’ i
tives; liberalized mandatory retirement rules, and subsidies for second-
career training or education: However, at least two factors now diffi-
cult to anticipate could lessen these concerns. First, the extent of
illegal immigration is unknown; and whether -young immigrants will
become. a ‘permanent part of the work force is purely speculative. -A

continued- presence could enlarge the pool of young workers substan- .
tially beyond that which is now projected. Second,; older.workers may

. contifive working ldhger independent of any policy change, Sim?ly due
to fears of inflation or as a result of much better health, thus nullifying . .
the need to entice or coercegglder workers to stay in _%,Eé labor force.

_ 4. NEED FOR PRIVATE INVESTMENT FUND§

~ In_part; the interest in encouriiging increased saving (e:g., by
advance funding social security; o1 through tax inceritivess for con-

. tributions -to annuities) grows out of ‘a concern. that society ns a
{ Whole isgaving too little, With_the result that investment capital-is
- insufficient  to -meet national ndeds: But aWilability of investment
capital may be more sensitive. to\ oreign' invéstrijenis, stock market
erformatice,- or -inflatiopary- expgctutions than -ty .changes)in tax
laws; .and tritical invesNment - nepds (e.g.; in energy _production)
may stimulate. Special efforts >Capture the-funds needed for such
purposes. Thus; ‘the nationdl saving rate eould fade AWRY #S 4 con-

sideration in whether to boost the amount of capital supporting

promised retiremient benefits. .- :
- 5. FEMALE LABOR FORCE PARTICIPATION - S

- One of the most active areas of policy debate concerns the treatment .
of women by social sec:urit}y. and employer pension plans. In part; thi
interest is an outgrowth of more general concerns regarding women’s
nights, but interest has been heightened In women'’s retirement issues

by -the rising female labor force g@ijtimpntmn rate and women'’s
greater staké in pension coverage. The social security issues largely .
arise from the family oriented benefit structure and the fact that most
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married women having lower lifetime eirnings thun their husbands,

receive; at best; only marginal returns from social Security for working.

Employer pension issues for: wonmien stem mainly from their occupa-

tional erowding in-jobs which areless likely to.hnve pénsion covernge

and from women being more likely thum men tb experietice breiks in

service, huve shorter careers and changejobs. - - - -~ - - -

Over time, the nature of women's labor force experienco relutive to

men’s could change in ways that would serve to mitigate these issues.

. That is; the caréer’commitment ol women could beconie moro similar

to that of men, wages differentials by sex may tend to diminish; and

! women may succeed in entering male-dominated occupstions to mn
-extent thut occiipational crowding is rediced. .

6. IMPACT OF INFLATION ON INCOME i

-- The effect, of high inflation Tates on interest in policy change is con-

siderable: Concern about inflution is reflected in_options to limit auto-

matic: adjustments _to achieve cost savings; to liberalize such adjust-

ments: to offer beneficiuries better protectiof; to improve inflation

protection for private- pension beneficiaries, and to_extend working

fives and shorten periods spent in retirement. Whether inflation will

continue at high rates, and for how long, eannot be predicted; being

- subject to change due to governmental policies; international events,

and economic belinvior of idividuils and firms. A changein the pres- .

g

ent_outlook and a return to _levels of inflation. experienced in the
1950's and early 1960’s would certainly serve to deemphasize the
" above-mentioned policy concerns. -

g
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CURRENT AN RECH

. ~ RESEARCH 7
*__The research projects in this appendix were identified by staff of

NTLY COMPLETED *

" The Urban Institute in the summer of 1979 as the current and most
mgéi;t;é}jidlﬁjx related to major policy ‘issues of income and eémploy-

ment of older Americans; . T i S

- The projects chosen for this corfipilation have been organized sc-

cording to the issue structure usedin section I of -this report. The
main emphases on the selection of projects were on their currency an
their relatedness to policy issues. Tiié specific criteria used in the
selection arg as follows: fl - . . -
+ (1) Projects selected are either orgoing or have been complbted
since December 31, 1977. - . . o S -
_. (2) Projects chosen-involve both- analysis and either colleétion of
new data or generation of new information from existing data (thus;
literaturé: reviews; -policy option-papers and: the like were excluded).
.. (3) Selected projects involve research concerning issues of income
and/or employment: of older Americans; and . - : -
_" (4) The research relates to furthering knowledge about major policy
issues-rather-than issues of benefit administration. ~__ ... . ...
- In compiling information on the selected jii'bj'e'ét'si,,I,J;i';b?;'xjﬁlijéﬁti;tj;’ft,e
. staff found-several previous research summaries extrembely ‘helpful.
These summaries were prepared by : Thomas Gustafson of the Office 8f
the Assistant Secretury for Planning and Evaluation, Department of
Heslth, Education; and Welfare; staff of the National Commission
on Social Security; and staff of the National "Planning Association.
Another valuable source for this material was a draft report of the

EmployegdBenefit Research Institute (“An Annotated Biblidgraphy
of Selected Recent Research on Retirement Income Programs,”
review draft; June 1979): el . liToi e
- In an effort to obtain as complete a listing of current research as
possible, Urban Institute taff wonsulted 10 experts in the research
areas -of interest. Their cooperation and advice sre gratefully ac-
Xknowledged: The 10 experts who lent their assistunce in reviewing a
“draft of this report are: - - . - - -

Richard Burkhauser, Vanderbilt University.

John Carroll; Social Security Administration,

]

Robert Clark, North Carolina State University.
Dan McGill, University of Pennsylvania.

Marilyn Moon; University of Wisconsin (Milwaukee).
Alicia Munnéll, Federal Reserve Bank of Boston.

Jim Schulz; Brandeis Universit :
William: Serow, University 8f

Tom Woodruff, President’s Commission on Pensioni Policy.
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EXPL&NATIGN OF ENTRIES _

- Each resea.rch prOJect summax3r is h,sftpgiﬁ thnn the major pohcy
issue to which it isumost relevant, although some projects adciress more
than one issue area. The issue category titles are identified- ‘by Roman

numerals -and_capital letters; with.the project summaries listed

numerically, ajphabetized by the institution where the research is

be1 -{or has been) done,

6 summaries presented are dlsplayed in the following format
Project title.- -

.Instltutlon principal mvestlgntor
%exgsor;ng organization; startmg date-completlon date (1f Enown)
stract: . .
Frequently cited abbrevgtrons jrefasifollo“?s ’ S
ADEA: Age Discrimination in Employment Act. -
CBO: Congressional Budget Office. - s
CPS: Currenit population survey. (perxodxc'census survey "
DOL/BLS: Department of Labgr; Bureau -of Labor. Statlstlcs

DOL[ESA Department of Labor Employment Standards Admlnls--
ration.

DUL[ETA Dépiﬁ‘tmént of Labor Employment aml Tm;mmg

__ Administration.

DOL]PWBP Department of Labor; Office of -Pension gnd Welfare
Benefit Pro rams*‘w : P

DYNASIM: - xefs;rnulatlon of mcome model o L

ERIS%: Employee etirement Income Secunty Act’ (1974)‘ g

GAO:*General Accouting Office.

i

_HEW/AoA: Department of Health, Education,; and W_\plfere Adm; i ,’/

tration on Aging. ]
HEW/ASPE. Department of Health Educntlon, aix V4
-~ of the Assistant Secretary for Plannmg and Evalijati
HEW/NIA: Department of Health; Education, and We!
- Institute gm Aging. i
-"HEW/SSA/ RS: Department of Health Educatlon, Welfare
- Social Security Administration; Office of Research AT( Statlstws .
HUD: -Department of Housing and Urban Developjnznt )

St

IRS: Internal Revenue Service: . J-, =
NLS: N ahopalflorgg;tgghnalfsﬁurvey P
OASDI: Old age, stirvivors and dlsablhty Insurance (the cash bene,ﬁts

srogram of socialssecurity Yo e L
OPM : Office of Personnetl . anagement

MPSID: Michigan P@QQ!,S@H@Y,,Of Income Dynamlcs e 4
RHS: Retirement history survey. _ R
ISIE S,‘,’,’,'Y‘?Y,Qf, 7lrnreome and educatlon o e

;' ‘ RESEARCH PROJECT SUMMARIES

-'j I Issums OF BENE?IT ADEQUACY AND FAIRNESB

.

A ADEQUACY OF RETI&EMEN’I_‘ INCOME AND BENEFI'i’é F:OR THE AGED

41) Levpls of Private Pbnsion Benefits. Arthur Your ﬁ and Co.
(Washington, DC) Mike_ Hooban; DOL/PWBP and HEW/SSA;
September 1978—September 1979.
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--Data will be obtained-from a sample of pension plans and-cross-

checked against social security records to_create s multipurpose com-
R“Wf file able to 5@?556?? a wide range of retirement income studies.
1aj Y.

or areas analyzed will include plan benefit formulas (including
integration provisions), total replacement rates, and changes in retire-
ment income over time. A sample size of 1,500 plans (with an expected
response rate of 80 percerit) Will be surveyed to collect benefit amoiirnts
paid to beneficiaries. o oo e ‘
—(2) -Economic Impact of Private Pensions. Brandeis ~University
{Waltham; Mass.); James Schulz; National Science Foundation ;.- May
1976-January 1979: - . : - - ey - :

- Basicwanalytical work -was undertaken to investigate the major

characteristics of prrvate pension plans: Coverage and benefit formulas

arg included. In addition; work was-carried out to investigate the dis-

tribution of tenure in the United : States and. the _incidence _of
job change, both ®sing multiple regression techniques. Based on this

initial: work; a. preluminary private pension model was constructed to
be added to The Urban Institijte’s D YNASIM model.

- (3) Private Pensions Fall FarShort af Preretirement Income Levels. .

Brandeis: University — (Waltham gMass.); James Schulz, Thomas
Leavitt; Leslie Kelly ; February'1979. .~ - . .
The authors base their findings on a 1974 BLS study of 989 retire-
ment : plans; covering 100 workers or more; which had sufficiently
definable contributions and benefits: ‘Benefits were simulated for a

median income male and female earner at 20 'and 30 years of service,
and the replacement rates of post- to.preretirement income were calcu-

Ii@@é,ﬁiéiit rates varied widely, tended not to exceed-28 per-
cent om average; were higher for women (aithough their earmings and
henefit levels were lower), viried by industry, and were lower in multi-

cmployer plans: Replacement rates for singte and muarried workers were
calculated with social security added in, and: very few nonmarried
workers achieved the 70-percent standard. . : g N
-{4) Private Pension Policy Simulation. Brandeis University
(Waltham; Mass) ; Jumes Schulz; DOL/PWBP; June 1977-September
1979.. : . o : . : - [ h
- «This project is andding a private pension module t¢-The Urban In-
stitute’s DY NASIM m'odef:) The module is fully specified and 1s now
-n the vilidation stages. It will be used to investigate the-following
issues: . (1). Economic stiutus of the socixl security-only population;
(2).level and distribution of privite pension benefits; (3) adequaucy of

- pension benefits; (4) .spech*groblems,éf women; (5) impact of alter~

native vesting provisions. This is. a followup for “Economic Impuct of

.. Private Pensions” by the same investigator.

(5)- Priviite Pensioiis und the Economic Status of the Aged. Brook-
ings Institution (Washington; D.C.); John A. Brittain; DOL; com-
pleted)1979. = - = : : S

- Thel objective of this study was to evaluate empirically the im-
porturnce of- privn;gtpénsi(m benefits_us it source of the income of aged
couples -and individuals. The role of private pensfons is compured to
thut of sociul security benefits and other income sources 1 gelernting
the iﬂc&ﬁésbfﬁ@ﬂ; persons. The degree of dependence of the elderly
on both \Lypes of pensions is also ussessed in terms of the contribution
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of n ﬁnnncmg consum tfn and mmntmmn reretlrement
hwlx)\‘;;n :g%rds is-evaluated. - P EP

(6) The Economics of. Private Pensuon Progr&ms Btookmgs In-
stitution (Washington, D.C.); John A. Brittain, Alicia H. Munnell.

Issues covered in this monozrnph include funding’ of pensions and
investment policy; financial effects on companies;, demand for pen-
sions and the incidence of pension costs; income mamtennncq and the
effects on personal income and wealth dlstrlbytlon taX treatment of
pension programs; the effects of inflation and indexing; effects on
saving and investment; relationshi with other retirement prograr:s
(especially social securlty), and tﬁe increasing tendéncy for social
security to substitute for private pensions. . . .

{1 Development -of - nli%iiéibii Plan/Social Secumty Model. CRS
(in-house) ; Ray Schmitt; completion spring 1980.

- This project mVO}ves the development -of -a -pension- and socml

- security model to examine incoms replacement rates, pre-: and post-

\5

taxes. The model has been designed-to caleulate social se'cunty benefits

according to old; new; and transitionary formulas; and pension benefits

under any type of beneﬁt or- contribution fdi'ihijlii ‘Similarly, “re-

placement rates”’ may be defined in numerous ways so -that replace-

ment can be based on final year’s earnings, or some other definition.
#¥af or synthetic wage data.:

The model will accept
—(8) Pension Pla L tion vaey HEW/SSA/ORS nnd DOL/
bgress.

A specinl sup
dntn on private I ¥plan coverage and vesting; and on the-use of
IRA and Keoyg Sions. These ﬁata will provide new benchmark
estimates of thi ‘of -retirement income protect,gqnﬂprewded by
%uvnte phms “us,_ well ws information on such changes since ERISA

he data can be-used t0-explore coverngg gaps and overlaps. .
I&W/SSA/ORS (in-house) ; in

(9) Private Pensxon Benefit Trends:
progress. -

A number of illustrative pnvute pem plmwxll be examined to
determmg the improvement-between, 194 ”'1978{11 the relntlonshlp
of benefits to preretirement wages. .. e, -
= (10)®Prepargtory Studles fox R’e rafting: Bh Budgsts:
Instltute for Researgh on' Poverty ( 1dik N4 Is” )., Ha‘sold Watts

DOL/BIS; -completion January 1980, g '

~This study ‘provides a methodology necessnry foxjfcix;gwjng up new -

budgets Present budgets are based on the 1960-61 survey of consumer
expenditures, and are drawn up onMor an urba.n fanily of four and
for a retired couple over e 65

a1 Amencnn At ‘FI‘ow Pensuons and Retirement. Louis

Harris and  Associa! (New Ydik;, N:Y.); Johnson and Higgins;
completed 1979. -

”, plo:" es; as well as 397 who hnd retlred

- 1,330 _current full-tissag
from full-time wopk, and j :17 executives of the Fortune 1,000

list'who deal with pensmn and retitement problems were sg(gg{e({ for
o nntmnwxde study. THe -survey provided tonsiderable information
concerning - public- attitudes toward - retirement and its financial

requirements, characteristics of pension plans; and the ultimate

willingness of future generations to pay socml security retirement

benefits to retired individuals: :

p the CPS (May 1979) will be uxsed to gnther; B




(12) Inﬂ ion and Pensxon Plans Math Tecﬂ (Pnnceton N J. )
Donald Wish; ; DOL/PWBF, completion fall 1979. =
-This-is part of a-larger econometric study, ‘“The Bple of anate

Peusxons in Meetmg conomic Security. Needs of the Nation.” It
yrovides- an -an I_i'sus of the infpack of inflation on current retirees.

ata source: R
(13) Retirement Income Research Project. Math Tech (Princeton,

NJ. ); The Hendrickson Corp:; ICF; Wiilmm Morrill; EBRI; begun .

Au ist 1979.

his research project w111 examine three major issues: (1) What
retirement income goals should be established for individuals during
retirement; (2)- what mlx ‘of public and private retirement- income
Frograms should be em loyed to meet those goals; and (3) what

unding methods sheuld be used-to finance-these- beneﬁt,s ‘The shert-
and long-term implications of these pohcy questions will be examined, .

n terms: 9{ the economie and distributional eﬂ'ects on different income
tmd population groups:_. _

liflleasurement of' Intru—famlly Transfers and Their Eﬁect on

indxwdnal Behavior. National Bureau of Economic Research (Stan-

* ford, California); Mordecm Kurz, Marcy Arvin; H ’W/AoA; October

1, 1978-Oct,ober 1 1979.

" The objectives o.f this study include the develop'” nt and testing of

a variety of techniques for the measurement.of intrafamily transfers to

assess their utilit; {' and feasibility. A model will be developed to deter-

mlne the robab """"""""""

e amount, -direction and type of transfers: A limited
number of studies will be used to test and v&hdnte the model:
- -The -model -will be-based-on-Samuelsen’s consumption-loan - model

Ith severdl modified assumptions. The study will address the fol-

amount f intragenerational transfers can be obtained; (2) what are

the -behavioral characteristics that determine size and direction of
transfers; and - (3) how do public transfers influence mtr?amxly
transfers. - : -
. (15) The Wealth—A ) Rélatlon Amonv the Aged SUNY Albnny @n-
- house}, Thad Mirer; January 1977—Ja;nunry 1979.
+ - Mirer. exﬁmned the wealth-holding -behavior-of-the 4 ed iiéiiig the

life-cycle roach."He found that-weslth declines mo estly; or per-
haps not.at 2 with age 1N cross-gection regrgssion analysis. his study
is now unm [er revisjon: Data source: 1968 \ﬁwey of the Demographxc
and Economgt Charabgeristics of the Aged. |

(16) The ﬁ Holdmg Behavior of the Ag SUN Y Albany (m-
house) ; Thad Miyer; September 1977—December 1978

This is an examiution of the savings behavier of aged retired per—
“sons and cdliples: ; éuds very slight. dissavingsy on the_order of
1 percent. Dissavings wémdavnd jo incregse withwealth and income.
This paper is' now under revision: Dafs séufrces: 1963-64 Federal

Reserve #Vealth Surveys. -

(17) The Social Secunty Beneﬁt Strnct,ure Eqmty Considerations
“of the. ‘Family As Its Basis. University of Texas, Austin; Carol Bennett.
:4The ratio of expected benefits to e pected contributions is calculated
3r workers entering the social security system in 1978, by family type

_earnings level. Estimates are provided.to show the impact of two
itive proposa.ls on these ratios:

~

1z questions: (1) What are thewmechamecs by which data on



| (18) The\Indidence of Poverty Among ths Aged. University of ~
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Wisconsin; Milwaukes (in-house) ; Marilyn Moon; 1979. - -

. Using an expanded definition of économic status which includes in.

. kind transfers, gsset lncome imputation; intrafarily transfers, -and

I

. the impact of further inflation on the elderly.

money income, Moon finds little decrease in poverty among the aged
between 1966 and 1971; I e
.- Moon also makes an argument in favor of an upwards adjustment to
the SSA poverty thresh;ﬁlu on the grounds that it underestimates the
food requirements of the elderly. She also compared new findings with

other recent analysis of the poverty status of the aged: Data source;.

Mich’gan Panel Study of Income Dynamics, 1971~ . -
--(19) Supplemental’ Security Income, Asset Tests and Equity™

(in-liouse); Marilyn Moon; June 1979. = ... .
-- The treatment of assets and income from assets has impestant con-
sequences for eligibility in the supplemental security income program
for the aged anc disabled. This paper examines ths. equity effects of
several alternative approaches to asset-testing -including those ad-
vocated in current weF ia] estimates use

University of Wisconsin (Madison); Institute for Research on Poverty

fare reforin debates. The empirc us
target efficiency indicators for the measures bf,‘jejcgtjptfij,i,é status and
find considerable variation smong the alternative asset treatments.
_ - (20) Intrafamily Transfers and the Elderly. University of Wisconsin,
Milwaukee; Marilyn ;Moon,;WHEW/,ALQA;,hbﬁiﬁl’etion October 1980.

. This " research project ‘will explore alternative procedures - for

‘estimating the size an extent of transfers of resources among relatives:

Included will be an analysis¥of the chiracteristics of donor and
recipient fashilies and the economic aspecis of the decision to live in

- groups. Several alternative -techniques for estimating the size -of

intrafamily transfers will be applied -to existing data to estiméte
the feasibility for such analysis and the basis for recommendations
for. ,futiiiqd@t@;gﬁthéﬁiig,and:study;, — = o

_.(21) Study of Expenditure Needs in- Retirement. Urban Institiite
Washington, D.C.); Richard Wertheimer; HEW/SSA/ORS; com-
plé;iﬂﬂ September 1979 - 7:”7;7”;;;7;: . - -
- The changing patterns of expenditures and of the -needs of the

elderly as they move intoretirement are examined in this study: Data .

SDUICB:RHS; T . . . - T

*.(22). ‘The -Impact of Inflation on the Income and Expenditures
of Older Americans. Urban -Institute’s(Washington, D.C.); Sheila
Zedlowski; September 1979-September1980. ..~ Ny ,
--'This study will examine the -impaet of inflation on the income
sources and expenditures of elderly . ersops, The change in overall
income experienced by cohorts of older ,&ﬂcans assing- through
their retirement during the period 1969-75 will be cileulated, as well
as the-extent to which each source of their-income has kept up with
inflation. -In addition, the impact that any loss in-real income has had
on -the real expenditures :of these persons -will be estimated. The
manner in which declines in real éXpenditnre; have been distributed
among various consumption categ ories will be examined, Finally, the

results of this analysis will bffused to re’cbmmengﬂpol.icy changes which
would shelter the incomes of the elderly from inflation and to predict

s O
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B. FAIRNESS OF TREATMENT OF BUBGROUPS OF OLDER WORKERS
: RETIREES C

- : g?
Enterprise Institute for Public Policy Research (Washington; D.C.);
(in-house) ; Mgrshall Colberg; 1978: - , o

The social security retirement-test, especially as amended by the

urity Act; is shown to be a burden to older people and
onamy. The 1977 legislation did little-to liberalize the
. real ea incomse limits; and younger workers were put_at a dis-
- advantage. The retirement test fails to<reflect geographic differences.
in; the cost: of living; is inconsistent with the IRS policy of counting
. unearned .incomie (favoring earned income among the poor) and ac-

counting for-deductible expenses; and discourages delayed retirement.
(2) Providing Survivors’ Benefits to Employees—Company Pro-

1977 Secial

cedures. - Brandeis-. University {(Waltham; Mass.); James Schulz;

Andrus Foundation; June 1977 -September 1979, . o
. Anﬂ}?‘f‘lé of available data on survivors’ provisions. £ﬂ6t survey
of 40 firms in the Boston area to see how firms present thess pro-

visions-to retiring workers who: ehoose whether to take them or not.

- (3) Portability andReCiprdcity Amox% Single Employer Plans:
George Buck Consulting Actuaries, Inc. ﬁshiﬁgtb'ii,'lg. .J; George
‘Buck; DOL/PWBP; in progress. = -~ -~ _

. -The purpose of this contract is to conduct an in-depth data gather-
ing effort and analysis of the extent to which portability and reciprocity
arrangements - currently exist among 'sin’gle:em{ilﬁyerfsppjjg@jd
pension-plans-in the private sector. More specifically; this contract
shall focus on: (1) Plans huvingi'ﬁaqtures_ or portability or reciprocity :

with other plans; and (2) plans with provisions facilitating the transfer

of pension credits by permitting lump sum distribution of vested
beﬁ@,ﬁt?} upon separation of employment prior to retirement and/or
ro

transfe dp,ayments from -outside sources toward the purchase of
~ pension credits for new employees. - -
__{4) Social Security and the Changing Roles of Men and Women:
HEW/SSA/ORS (in-house) ; February-17,1979. - . -
_This study -was mandated by the Social Security Amendments of

. 1977 to examine differences in treatment of men and women under the
Social Security Act and to analyze the inadequacies in the protection

rovided .for. homemakers as dependent.spouses and women working

for pay. Proposals are presen ’!'é’(f,tjjgi?é women eligibility for many

social security benefits in their own right. ‘

Four main subject areas are covered: .

—Basic problems for women with social security. " _ .

—Comprehensive options such as the ‘“double decker’” system
consisting of two separate tiers of benefits. ]

—ldentification of limited options to improve the system.

—Specific gender-based distinctions in the law.- - - = -

f'ztlllso,'nlciix ed are several appendices; mcluding one covering income

of the aged. - - e

- __(8) The Inequitable Distribution of OASI Benefits Among. Home-
makers. University of Wisconsin (Madison); Keren C. Holden;

HEW/NIA; completed 1978.

w . .
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- OASI spouse benefits may bé,ii,i,té%ffi’é@,@;@,i@"Jicji@',P@Yméﬁc

to-wives for time spent in home work. This implicit credit is calculated
for women who have spent time out-of -the work force and is shown
to vary. among wives: Because spouse benefits are based in part on
husbands’ earnings; women with high earning husbands tend to receive
a larger implicit credit_for periods offhome work; a bias in favor of
these women which will not, be corrected..by iroposed, reductions in
spouse. benefits, the payment_of an explicit. homemakers- credit or
by child care dropout years. Data sourees: Exact match study and

(8). Anilysis of the Relationship-of Social Security Insurance to

Other Federal Assistance Programs—Medicaid and Social Services;
HEW/SSA/ORS (inhouse). . .
(a) An examination of the growth in State medicaid programs re-

sulting from the SSI program with respect to increases in numbers of
persons eligible; increases 1n number of persons for whom medicaid bills
were paid, increasad costs, and changes in policy and ‘administration
of State ,ijjédib,éiﬂ,ﬁijigtms,(b)fﬁﬁi analysis of the relation of social

services (title XX) to SSI caseloads in the various States, the propor-

objectives of the services provided to the SSI population. - -

- (?)-Cpntribution of Wives” Earnings and Benefits to Total Family
. Income; MW/SSA]ORS (iﬁ;héijSé)i 1959. o ”': . -

- -This ,brgjgct;,wﬂl describe present and projected contributions of
wives to.family income in retirement. The portion of family income
which is provided by the wife’s earnings and her own pension: and
benefit retirement income will be analyzed for gouples with different
income patterns. Data produced by a simula -model -for- women
to the year 2000 will describe future patterns,“#hanges in frequency

tion of the SSI casdbad receiving services, and the achievement of the

and level of earnings and benefits of women, and their changing contri-
bution to family income in retirement. Data source: RHS. . -
_(8) Earnings Replacement Rates of Retired Couples: Findings
From the Retirement History Study: HEW/SSA/ORS; Alan Fox;
January 1979... T C o e e e e
_ Using date from the Social Security Administration’s longitudinal
RHS; this artiole presents-the first-study of replacement rates for
" couples. The findings show that; though about ha f the wives claiming
- benefits in 1068-74 were retiredworkers, their benefits were not neces-
sarily much larger than what they would have received a3 dependent
spouses.-Couples with retired worker wives had higher absolute retire-
_ment benefits, but_the women’s preretirement earnings cause_ the
replacement rates of thes couples to be lower than those of couples
¢, with dependent wives. % - o
__{9) Study of Widows nder Age 60 Without Benefits. HEW/SSA/ ,
ORS (in-house); 1978. - - - - -~ - - - .
~ This study -of widows between ages 45 and 60 focuses on the
adequacy of the resources they command. during widowhood, the
effect of widowsd mothers’ benefits on transition into-the labor- force,
‘the effect of work after widowhood on eventual totskbenefits; and the

- L

extent to which widows will collect benefits on the basis of their own,
versus their husbands’, earnings records. Data on recent widows wﬂi‘

be gathered by mail and direct interviews.
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- {10). Ave Women Treated Fairly in Today’s Soéial Security System?
oy Wis); Richard V.

-

Institute for Research on Poverty {(Madison,

- Burkhauser; HEW ; June 1979. s i —

The incre commitment of women, particulatly married women, -
/§Q the labor market has made the OASI one-earnér. model of the house-
hold obsolete. Using data from actual OASI files, this study shows

that, while households currgntly collecting OASI benefits receive more
than an actuarially- faif return- on their contributions, one-earner
married couples do better than either two-earner married ,@ﬂiﬂéig oo
. single indivic luals. Barring radical reform of the system, however, its .
difficult to propose changes qonsistent with both tie social insurance
and social adequacy-goals of gASl S S~
ination Among Older Work-

C v

~ (11) Wage Determination and Discrimin, Vork

ers.- Institute- for Research on Poverty (Madison, Wisc:); Joseph
Quinn; completed June 1978. .- - oo oo o
M;Iji}.jxu;z paper, the determinants of the market wage rates of older
workers are -analggd;,using the 1969 wave of -the Social Security Ad-
ministration’s RE arket

ministrati HS. The extent and nature of current labor market
discrimination by race and sex are then examined by estimating the
portion of the race and sex wage differenfials which tannot be ex-
lained by observable sociceconomic -chgracteristics. Evidence of
discrimination appears in both cases and uggests that occupational
segregation or crowding-is-more of a proble %m the male-femzle than
in the white-nonwhite case: | R
-~ (12) Black-White Differences in Private Pensions: Findings from
the Retirement History Survey. HEW/SSA/ORS (in-house); Gayle
Thompson; February 1979. - - R )
- This article compares older black workers and-older white workers,.
on coverage under-private pension i;]il'ans; the receipt of pension bene-
fits, upon retirement, and the job characteristics associated with both
coverage and receipt. Data are from the 1969 and 1875 interviews of -
the RHS, and describe pre-ERISA conditions amiong persens in their
late fifties to mid-sixties. Black workers were much less likely than
white workers to have been comgred by a private pension.on their
longest job. Moreover, among: t lacks who were covered; they were
less like’iy to have received benefiis. The racial differences. appear to
- “result in part from Substantial differences in job characteristics; par- -
ticul&ﬂy' industry.  ----- “7;7 o "; o — - - R
~ (13) Pension Coverage and. Benefits, 1972: Findings from the Re- ,
tirement History Survey. HEW/SSA/qu (in-house) ; Gayle Thomp- N
sony February 1978. . e
“This article, based on data from the RHS, examines coverage by
an employee pension plan on the longest job; the extent to which-cov-
ered workers received an employes pension upon retirement; and the

sizo of their benefis. It also examines the joint receipt of employod
fits

.

pension and OASDI benefits and the size of the com ined benefits.

ach of these pension variables is-analyzed for differences b classof.
worker (private wage and salary or government); sex; and character-
istics of the longest™job (industry, occupation, tenure, extent of em-
ployment, -and annual earnings rate). The majority of completely - .

retired individuals in their early to middle sixties in 1972 did mot re- 1\ -

ceive employee pension benefits in that year. Women employed - in
- \
N
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pnva.t,e mdustry on their longest iob were the most dlsadvantgggdfmj

this regard. Even when they did receive.retirement benefits fronr -
employee pension plans, their- benefits were subs tantm.lly lower than .
those of men or of women employed in governmz ] .
. ~-(14) Informal Social Networks in Support of Elder Blacks in the.
Black Belt of the U.S. National Center on the Black Aged (Washing-: *
- ton, D.CJ); Wlllm’.m Watson HEW/AOA January 1977—-December -

1979. .l
-1,500 persons were mtemewed n the black belt: Questwns 8
related to incomie,- -previous-and present employment, finangi as-—
sistance .received;. retirement, yearly earnings, 'h 'meownershlp, and %
medxcare/medlctydf Analysis is now being dong” S

‘ JS) The Minority Retiree: An_Untappfd Resource. San Dxego
e University (San Diego, California); (Dr. Stanford Dr Baty,
HEW/AOA October 1; 1979—1&prﬂ 1; 1980
This project will examine the qulvement of the mmonty zgtil;'ge-

in community organization programs:. Samples of black, Mexdan- -

Amierican, and white retirees in San Diggo-and Denver will be. sur- :

veyed. These two sites were chosen.since they will provide a basis

for comparison with data from a previous AcA study performed by = .
" Hal Shepperd and Sara Rix: The data will include selected informa-. >

‘tion on existing community organization structure, and functions, and

a probability sample of nl?ersons age 55 or- f order to permit

an_investigation into the fBttors mﬂuencmg ¢t j'ty involvement

in local organizations. - Tren

- (16) Social Security. an L:zbor Market Dlscrimmiitlon Agmnst

Women. University of sconsin (m-house) Mamlyn Moon; fall

1978-fall 1979:

-- This project-is an- mvestlgatlon of .the degg'ee to wh,xch ,tl;g ,§o't:ml

»secunty progranr mstitytionalizes labor “market dlscnmm&mn ox-
perienced by women during their work lives prior to retirement. More
specifically; it will analyze the extent to which the OASDI benefit
structure compounds wage discrimination through lower beneﬁt levels
Data sources: CPS, Exact Match File, _
: ~ {(17) The- Adequncy of Earnings Replacement Throu h Private
. Pensions. Urban Institute (Washisgton; DC), Gary %—lendncks,
HEW/AoA completed August 1979.
This study \vxlrldent}fy major soclodemogmphic and prgxiqtg'ement
income groups which are systematically excluded from private pension
benefits and-measure thé -extent of this exclusion by comparing re-

placement rates: The:study will explore reasons.for exclusion; and
develop measures of the extent of « epnvntlon Major data source’
HS.. -

[

of Women. Urban  Institute (Washmgton, D.C.J; June O'Ngill;
DOL/PWBP completion March 1980. - .-
A three-phase study, examining the dxﬁ'erent ways -in whieh the
*economic security needs of older men and women ure met: The first
L phase provides an « vcrview of the income security situation of aged
women according to. source of ingome and demographlc characteristics
of the population. The second phase will expand the life-cycle theories
of consumpt %on and savings in order to account for sex-related differ-
ences in factors suchi*as life expectancy and labor force participation
patterns: The third phise will evaluate trends in the role of pnvate

18) The Role of Pensions in Meetmg the Economig Secunty Needs -

~
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pensions for women over a 25-year span. Foreeasts will-be developed
: ~to measure the effects of female labor force participation; equal em-
- plpyment opportunity laws, and legal "rulings requiring- unisex -aet-
uarial tables on tho retirement.of women workers. Data sources:
RHSSIE, ©: - - . . . - _ . o g
- {19):Empirical Study of the Relationship Between Human Capital
Reésources of the Elderly and Their Participation in' SSI. Washirgton
University (St. Lbiilé';,KliSébiii‘i)i Martha Ozawa; HEW/AoA ; Octo-
ber 1; 1979-October 1, 1980, - . <% - S
__The- objective - of -this .project is to'study the relat:onship between

human capital resources of the elderly and their participation in the
supplemental seeurity‘income program. A-test will be made of the

hypothesis that those elderly with substantial levels.of human capital
such as good health or higher skill #évels have a lower.probability of

: participating in the SSI program: Multivariate regressions will be run
5 ~ on data from the survey of low-income aged and disabled to test this .

hypothesis.

1

" II. FiINANCIAL ISSUES

A. ADEQUACY OF THE-FUNDING OF RETIREMENT SYSTEMS AND PENBION
- I PLANS AT

, --(1) AStudy to Evaluate the Impact of ERISA On New Plan Forma-

. tion: Abt Associates (Cumbridge; Mass:); Robert Lake; DOL/PWBP;

© March 1976-July1979..- - - - - N

. This study exarmnes the impact of ERISA on the recent growth of
private pension and profit-sharing plans, evaluates the effect of ERISA
on the strructur,e,zmg design of plans; and assesses the signiticance of
shifts and trends ou the participants affected by such plaps. Also, the
characteristics of firms and workers without plans will be determined.:
-2 (2) -Preliminary Analysis:-of the Cost of Maintaining Pension and
Health _Benefits in Selected. Plans. ICF (Washington; D.C.);
DOL/PWBP; January 15, 1979. e
--‘This report examines the level of allowable cost increases in worker
compensation under .the revised wage guidelines for six collective
bargaining units which are scheduled for wage renegotiations in
1979. First, cost increuses requirad for muintenuance of current benefits

in_pension-and: hiealth-eare-plans in-cach unit were_projected-under

_ several different assumptions: Then; . the corresponding muximum
S increase in wages permissible under -the _7-percent. limitation on
increases in total compensation was_calculated: Such variations in
pension phan cliarictenstics and funding levels were shown to have
jibtéiitiiillly,,Si;jﬁiﬁéﬁﬁi impact on increases in wages. Major data
source: ERISA annudl reports. =~ -, I
- (3)-Study of Level of Benefits in Private Sector. DOL/BLS; Alvin
Baaman; completion August 1980.. I -
- Individual employee benefit plans are analyzed in terms of charac- .
tenistics such ax participation. requirements, *fimding, and various”
provisions. The data will be used by OPM to cost, out each employee
3. plan and by BLS for & publication summarizing various plan
[)10\'i5i9n{§ ool il B
__(4) Effect of ERISA on the Termpuation of Single Employee
Defined Benefit Pension Plans. GAO (i!ri);gﬁi!@) ; completed April 1978.
This report discusses the effect of ERISA on sbout 7;300 pension .«

o
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plaus terminated during the 21-month period from September 1974
to -June- 1976, About 93 percent of these plans had fewer than 100
participants® o S e e e
- (5) An Examination and Analysis of Pension and Profit-Sharing

Terminations After tHe Passaie of ERISA - Hay -Associates (Wash-
. igeton, D.C.); Al Fisher; DO ’/PWBI?; September 1976-September

80. - ettt e S

_ This study of post-ERISA terminations of pensien and profit-sharing

lapsevaluates reasons for, and-effects of, termination on different

3 pes of participunts and sponsors: Included is a control sample of on-
oing plans which-will be-analyzed with t@gegg,tc,pertinent charae-

. “ (6) Plan Costs Resulting from s Proposed Amendment to Extent
Joint and Survivor Coverage of ERISA Hay Associntes (Washington,
D:C.); Al Figsher; DOL/PY BP. . . o Sl intoonmen
- The impact of proposal to extend. joint and survivor options to non-
retired vested participants and to eliminate the 2-year watting period
is evaluated. ' - - - R

(1) Pre-ERISA ,Piiiii, fIi‘ermrmatlon 71736jjéﬁg L’bééé@, 7H114y }is’s’écigt’es’

1979: - - B , Il T I IT Lz -

The costs of extending’ ERISA insurance protection to pre-ERISA
terminntions is evaluated. Actuarial-statistics are used to determine
the future of this group of individuals. A literadure review is included.
__ (8) Effects of title I gf ERISA on the Costs of Pension Plans:

“Yeristics of the plans, plan.participants, and employers. A model-is’
- also developed to éstimdte the probability of termination, -~ —

(Washington, D.C.); Al Fisher; DOL/PWBP; February 1978-July /

L

ICF (Washington, D.C#jWohn Valiante; DOL/PWBP; September

IQZB_MaPCh 1978:; LTIt . . . 1 . _
" An wctuarinl cost model is used to evaluate the impact on the private
pension system of satisfying the requirements of title I of ERISA
relating to minimum standards, for participation,. vesting, benefit

accrual, survivors benefits, and funding. =

- “2(9) Amalysisof Single Employer Defined Benefit Plan Terminations,

1977. Pension Benefit Guarghty Corporation; November 1978,

This report examines the characteristics, reasons, and termination
rates and trends of single employee plans which were terminated In
fiscal year 1977. Findings show that the number- of covered plans
dropped by 5 percent in the 3 yenrs following ERISA, but the in-
clense in workers covered under new plins wis twice the loss of cover-
age from pluns terminated: Plan terminations renched a peak-in
December 19786, biit-by theé final quiirter of fis¢al year 1977 new plans
outnumhgred plan terminations. _ =
< (10)-X5tudy To Evaluate the Impuct of ERISA on Multi-Employer
-Pensioni’ Plans: Towg Perrin; - Forster; -and. Crosby (Washington,
D.C.); RomMuling SESERWBP; O ‘tober 1977-September 1979.

This study is te pri g‘ P'and PBGC with & detailed descrip-
tion of the multiemplod on plan universe, both before and after
ERISA. Past trends hnd svents will be reviewed ind analyzed to
explain development of the present structure; characteristics;- and
practices for these plans.-The study will ussess the impnct of ERISA

on these plans to dute and develop projections of the ‘nature of the

multiemployer plan universe and of- nnticiputed 91}““«‘-1‘@.,— m plan

practices ang. their effects.
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_.{11) Financing the Civil Service Retirement System: A Threat to
Fiscal ‘Integrity. University of Pennsylvania Pension Research
Council ,(Philiiiiélbhiﬁ,; Pa); Dan McGiPl, ; :OPM/Bureau 'o& Retire-
ment and Occupational Health; completed April 1979, - :
-_This. volume is a compilation of official and semiofficial documents
pertaining to. the determinution of the cost of the aceriiing benefit
obligations -of thé-civil service retirement system and the extent to
which these obligations should be funded. Thevtheiie- of the basic

documerits in this volume is that ”rbsgé,é!:i\ié recognition of the impact
of inflation on CSRS costs and liubilities is essential to, the fiscal
integiity of the system. . v

B. INCIDENCE. OF COSTS OF PROVIDING FOR &ﬁﬁitﬁﬁiiﬁ&i-@ééi&ﬁ,
m Agereguto Economic Effects of Chang '
€BO; Helmut Wendell; September 1977-August 1978. .

3

wes in'Socinl Security Taxes.

-

. A-technical analysis which discusses the general econofiit coti-

sequences of the 1977 Social Security Amendments that raised payroli
taxes. Particular attention is paid to the inflationary effects of payroll
tax increases and the macroeconomic effects of the 1977 amendments
on wages and social security taxes. - S
2 i?ension Improvements Since 1974 Reflect Inflation. HEW/SSA/
ORS; Robert Frufukin, Donald Schmidt; April 1979.*~
.. The authors examine changes occlirring ir® 131 -pension plans during
the period from October 1974 to February 1978, 'iPhé changes l‘eﬂect::ﬁ
responses to inflation and ERISA: Findings indicate that during this
period, most benefit formulas reflected a real loss; the number of plans
meeting ‘ERISA standards. for .vesting of benefits nt an early age

nearly tripled (i.e., increased to nearly 100 percent); with the lowering
of age-and service Tequirements in 58 plans; the percentage of plans
satisfying ERISA standards in this regard grew from 50-to 100; and

by 1978 the joint -and survivors options of all plans met ERISA
requisrements (although some plans -were made less liberal after
ERISA). - : : :

" (3) Two Studies in the Shifting of Taxes on Liabor. Michigan State

University (East Lansing,” Mich.); Daniel Hamérmesh; HEW/SSA/
ORS; first study completed April 1979; second study in progress.

- These studies both ajm at estimating the extent to w 1ich - payroll
taxes are shifted to labor. The first estimates the extent of this shift

. using microeconomic data. The second constructs a dynamicsimulation

model and inqitires into the time path of shifting increased payroll
taxes or subsidies. Both studies aim at providing policy advice on the
extent and dynamits of employment in response to changes in taxes
or subsidies of payrolls. .-~ = - e
---(4) ‘Intergenerational Transfers of Economic ‘Well-Being. National

" Plicning Association (Washington; D:€:) (in-house); David Levy,

Nestor Terlockyj; estimated publication date, 1980. . -- -

.

)

- ‘This project creates a model of intergenerational transfers: A meth-

odology is developed for relating transfer pagments to the retired

N A onomic growth over a time horizon involving!
more than one generation. The behavior of the transfer system anc
economiy is ékiiﬁim\éil in the absence of smooth population growth:

- ' .

population and to ece

; . . - ' -

-'!’ 'r !é



A
~ . ,}5".‘"
JOkiel Security -on -Priviite $a -F
Hos. American Enterprise Instityte for-Public
ington,- D.C. (in-house); Robert*Byrra; 1978
tg results of ordinury least squares regressions-on
, i %Péigdjgij@gjn the United -Stutes, orf the social

syariables specified by Feldstein {1974), on other life

N PLANS. ON S&¥

" impnct on personal savings. - - oo

%2 Intettemporal Effects of Social Security—Stving; Lubor Supply, /

Cupital Pormation, and Output. HEW/SSA/ORS (in-house) 19
- 'The primary focus of this report 1s_the-effect -of socinl security-on

‘saving and labor supply; using a life-cycle model. ‘Current research

_“tion_and labor supply using aggregite time series dutu: Alternative

eldstéin and others. A corollary study. will investigate the effect of

s

o ‘security on private pension savings;-using U.S. time series data.
. ¥.473) Private, Pension Savings and Inflation: HEW/SSA/ORS (in-
_ . house) ; John Furner; April 1979.-- - -- , :

. Turier’ presents empiriésl evidence that inflation has a large nega-
g effect on pension saving. The model he develops incorporates the
" Behaviorgl demand of individuals for pension assets. He cites evidence

“gfrom the RHS that over theyears 1070-74 real pension benefits fell by

313, porcent and real socisl security benefits increased by-26-percent.
- Private pension savings are defined in three different ways; depending

¥gH the treatment of capital gains: omitting capital -gains, -including
realized gains; and including realized and unrealized gains: The treat-
mrént ‘of -capital gains’is shown to be an important determinant of the
level of pensionsavings. ~  _ S DT e
(4) A Re-Examination of the Link between Social Security and
-Savings. HEW/SSA/ORS (in-house) ; John/B: Hagens; February 1979.

- A simple overlapping generations model is developed in this study to
reinvestigate the wealth and endowment redistribution effects from

the -paper, that' society may use social security- to achieve an inter-

the introductiore of pay-as~youjgo;schal,{sfgﬁqijj'irtry.r The major point of

involves the estimation of aggregate econometrie models of consump- -

) ;.gigeci:ﬁcﬁt_iomz: wre used to test the siéii'sitiiiit?v‘éf results- published by
i | in

§-1m( on the government surggus: deficit). No data on” '
private dyanstehs are available for inclusion. Barros results fuil to .
demonsttate that sociil security weulth has m significant negativel

~u

_geperational redistributiorgdf wealth, is shown through developing a © -

“model treating the social sécurity system as endogenous and assumng
s non-ndative private bequest, constraint exists. A change in the de-
mand for social security can result from events such -as a depressiom,

exogenous technical-change, endogenous human capital investment;
- or unanticipated inflation.. -~ - oo o oo
" (5) Social-Security -Interest  Rates and. Life-Cycle. Consumption.

Johns Hopkins University (Baltimore; Md.); $heldon Stein; DOL/- =

Manpower Ad@nﬁstrntiqn;;sisg@ember 1975-June 1978. -
.- Stein extends the life-cycle the

Stfiﬁiiéﬁb@l:biﬁi,s'; which Stein was able to avoid by. incorporating interest
rates in his model. Stein’s findings were contrary to those of Feldstein.

TE P N

ory o include social security. This is
afother approach to the study done by Martin, Feldstein who found -~
that socia! security reduces private-saving. Feldstein’s study had &~

%




ey

“l‘

> )
N “‘i’k‘ .

) &

~(6) Dyn oﬁ Eubor Snp iy, e : Accumulati
Natxona Bureau of Economic %&sea;gg s@;g\g on; D.C.y: es.
Heckman; HEW/SSA/ORS; June;}978-Jung 1980 & s

This research addresses - the _economics. agd eedhometrics of-: houge:
hold hfe—c rcle labor:supply, wa 9 ow:th and “asset Akcumutation”
patterns. ' h)s pm]ec_gp.wﬂ include )The .cofapar f dpriaiidc *
models’ fitting on"panél data mth mord & converti dels’ fitting
on .gross-section_ dats, and: the: formulafionof: 1%9
models of household béhavior; (2)- the ddy

oclels- ent of econometr
methods for the analysis of discrete dynamic data, and’ techniques-
that- combine- factor- analytic and-stationary - time-series: techniques

to analyze pangl mnt.ermis (3) the:development of s simulation module:.
of life-cycle: beliavio® that can ‘be- psggf to - imj rove current mxcro-,
economic simulation models. Data source: MPSID Ty
(7). Publig Emrployees Peiision Fiinds: Resourcés for- Piiblic Oﬂicmls
and ~Activists, -
Lee Webb, William Schweke; 1978. .—
--This - comprehenswe resourcé book discusses red)rectlng pubhc

‘employee Ipensmr&fund capital. into -socially responsible jnvestment

projeets. Ineluded are statistics -and facts on size: and portfolios ‘of

grated, dynnm%m

)

e ]
)

ople’s Business - Commyssxon (Washmgton; D: G), g

pension fnnds and models of new investment strategies in the areas

of housing, small business, and econemia development. The material

includes original articles: and reports, ‘Speech transcripts, o glossary

of - financial tennsb a.nd a comgrehensxve hst of - resources n.ncf

organizations. : R At
- (8) Testing the T ) of Socta.l Security and foe-C_igcle Accfimu]n.-.
tion. University o % fornia; Los Angeles; Laurengé J. Kotlikoff;
June 1979.
- This paper- pregents nn»eeonometnc model of mdcumuln.te('l snvmgs
and of retirement age_to ‘test the life-cycle model. The results give
mixed support to-the life-cycle-model; the present -valtie of thersocial
security taxes ‘accumulated for the household ‘is found to reduce
accumulated savings;- but- the- yaeld of t! systemto: theshousehold

is significant. Also, social security is_n.. shown to. mfluence th#~

: expect.ed retirement dage significantly. Date sourc’é‘ Natxonal Longl-
" tudinal Survey data for men 45-59. .
© 22(9) Equity in: Pension Plans. Unwelsxty:, of: Illlnsig Chnmp -’ .

Urbana); Robert Ferber, Robert Pegﬂ HEW/ASPE comp}

- March 1979; - o AR

tIpratlon (SIPP); it:

-(a) Deﬁnes typo]ogy of pensxon pla,ns fori?use 1n§termmﬁ1g equlty
value: -

(b) Draws a sn.mple of individuals by pla.n type collects mforgnatmn
from individuals;, then gets releases a.nd obtains corroboration from-
pensxon providers. - :

«c) Drafts- uestxonnau-es or desxgns other data collectlon methogr
for use in SIP

- {10)- A Study to- Evn.luat.e the Impact of ERISA on the Invest-

nt Behavior-of Private P enswn Funds. University of Pennsylvania,

Part of development of- the Survey o% Income a.nd Program Par-

arton- School {Philadelphia;, Pa.); Randy- -Westerfield, Dn.vui .

’Cuﬁifnni, John Percevn.le, YOL/PWBP; research m progress
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is iin in-depth study to: nssess

- The major -objective of: théfﬁ;rbégcg i i dopth study
{her factorg—on the invests

the impuct of ERISA—separate irom :
ment process and behavior of private p n. funds; und to estimate. _
the  impact of these changes and- shift ronv‘—j;iif_iirtﬁk{rjij,ig-két;s.; The 3

project will develop data that represent. présEBESA.and post-ERISA f

_' < periods to anadyze the differentinl effects of ERISA on specific sub-

groups of the privite pensior universe.  The study will also_inclugdp -

o

-un snalysis to’identify shifts and trends in the use of pro’fé' gmional

organizatiofis that may have taken pld

» Acceptance.-
- consin; Mad
. ber197

8 since pgssage o SA. -
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A. DETERMINANTS OF RETIREMBENT AGE* © ',
. , PR Y R R

- zmgt - - — = J R S N E— .- )
(1) - Effects. of Assets on _Rétirement. Behawipr. 'Abt Associiiter ‘
{Cambridge, Mass.); Joseph Friedmun; HEW/SSA/ORS; completion
September 1979. v ' i men Ao - -
~ Using RHS iis a data source, an analysis is conducted of the effects o
of assets (including equity in pension and sociul security) on retire- ‘

ment, and of the effects of retirement on the size and composition.of
asset holdings. - So- i oiler
(2) ‘Older Me ice Between “Work and Retirenient.
(in-ho > Nowoinber 1978, -~ " §

lder worker’s (ecision to remain
ad. The growth of retirement income is shown.to -
cipal explanation for the dropping participation rates .” -
kers and a growing percentage of part-time and seli- 5&

employed-are-e
provide the prin
among older wor g
yed v rs over- 60 years of -nge.-Also discussed .are factors’
ch influenc .types of occupations and industries in: whicholder
- 4ncluding health réstraints, pension plans and mandutory

Datu sources: €PS;, RHS; SSA’s survey of newly. entitled

K31

-4(3) I s of the Age Discrimination in Employment Act. DOL/

OPM -(in-house); Walter Townsend; June 1978-June 1980, - - .
A study of the removal of restrictions on employment of individuals

"""" e 65. Minimil effects are expected to be seen due to short-term

\

- {3) The Effect of Social Security and Pension Policies on Retirement. ‘
Harvard “University; Cambridge; Mass.; Anthony Pellechio; HEW/
SSA; August 1, 1979-August 31; 1980 Rt
~ The two main sections of this stugds ¢
decide t
the proBability of retirement; ‘and

Results indicate that the tax rateg

to BafiSocial Sééuii_ij; €« g
; @hmiversity of Wis-  °
'; .completed Decem-

*(5) An "Asset. g ch _to
cceptance.- Institute for Research .on Povert
ison); Richard Butkhauser;-HE

" This paper; using & sumple from tite 1073 Sccial ‘Security exnct
match, file, tests the. importance of economic choice variables on _the
decision of male workers to take social security retired worker beneﬁts‘i,
. : _ Lo ¥ S Kt

5 .
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ge 62 Since acceptance of social security eon- .

arnings given social security, acgeptance is weighted

in the asget valua of private pension and social se-..
ey are postponed. . SR

te, as expected, that the less than actuarially fair

$Linde Roger. Gordon, Donald Wise; DOL/PWBP;

A inodel ,b,f,,tﬁ@,,éﬁiﬁtbigéﬁff riviite pelisions as an institution’ is
dev#loped based on the theery oF theitrachure of .contracts chosen by
- workers and firms within the context oI imperfect information.and risk.

In this framework; wages paid at a given point in time usually do not
equal a worker’s current marginal productivity. The model predicts
the existence of nonvested pension arrangements #nd early retirement
provisions: A life-cyele model of thie asset accumulation and retireményt

4 g At

' decisions of workers is developed. A ‘“‘wage e3uation” is used relatipg

wage rates to pensions, experience on and off the job, and various .~

.. additionalfactors serve as input in the asset and retirement equations. .

. The effect.of pensions on labor supply nlear retirefment is complex; but</ _ .
: they may-delay the timing of voluntary retirement, perhaps explaifting ™

why many pensions are accompanied by compylsory retirement
- _(7) Rétirement in thé Dual-Career Family: North Carolina’'State
University (Raleigh, -N.C.); Kathryn -Andersod, Thomas Johnson,  :
-, ... - Rgbert Clark; HE%V;/SSK] ’ﬁS;;Débéﬁibéi' 1977-December 1979, --- " - i
=iy #The retirement protesy of ‘both spouses is expmined using simyl-
"7 taneous labor supply decision models; and' optimal control-models of
i life-cycle economic activity with endogepous retirement ages. Dusl-
-career families will be_contrasted with single-earner families, and'the
“+public dpolicy implications of ‘incypasing tabor: force attachment of
~ matried women will be explored. Data source: RHS: ~. = = . -~
.~ (8). Federal Law. Enforcement and Firefighters Study + President’s

Biisw

Gp;nn;;s%ﬁ-bﬁ Law Enforcement,; Craig Pettibone; OPM; July 1979—
April 19 ;.;i"’:f"' o St e et
, 'H;%%WSB&I‘C 1 is to determine-if fiyere is a-yeed for a mandatory
 “setirethent age forlaw enforcers, firefighters,; and air traffic controllers. .
Po— ﬁv’ﬂhé'eﬁect of Mandatory Retirement on Retirement Behavior.. =

n’ University (Princéton; N.J.); Cordelia- W.* Reimers; 1980. -

#*4% . A study to determine if mandatory retirement provisions cause

¢ ' workers to retire even earlier. A thegretical model is under develop- -

- 4, ment; empirical work will use the RBS. = oL

Ll ,,ﬂi@;:fﬁ"@ﬁﬁtﬁﬁﬁ@;:St,iifdi,éé, of -Retirement Behavior. Btanford . -
%niversny,,(Pa:lo Alto; Calif:) and National: Bureau. of Economic

a
B%@rj:};; {Washington, D.C.); Michael Boskin; National Sciefice
Fotindation; completion June 30, 1980. - S o
Boskin develops a stochastic model of retirement and estimation of

7

the effects of changing wage and social security options on retire- .
- ment behavior, These efforts will be disaggregated by subpopulations
. .- and will refine previous work which provides no support for the theory

o
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(11) Faxmly Economm Status and Labor Force Participation of '
Older ‘Women: Umversxty- of ‘Florida (Gainesville); Jchn enretta '
HEW[SSA]ORS -April-1;-1978-March -31;- 10'% R

+ A sociological mvestxganon relatlonshlp he labor fgr rt1c1-
Pgtal,qn,qf,qlﬁer women to family economic status; as determgf d]m the
characteristics of the famil and the two spouses. Data s(‘mrce,

(12) An Investigation of the Retirement Detision Process. Umver~
sity_of North Carolina (Chapel Hill; N:€.); Benson Rosen; Thomas
Jerdee; HEW/Ao0A ; completion: March 1980.

The. authors develop and-refine a model of :the retirement degision )
process in organizations. The projéct uses field-studies with s.giffiula- Y& -
tion of administrative decisionmaking that permits ma.mpula n_and, -
control of selected variables to_estimate t]!i)éir effects on reuréx;}enf'

i dbcisions. Regional and national samples ;of. ma.nagers and pers el
' admlmstra:tcrs will participate. - Sy

.+ - *-{13) Social Security and-the Labor Sﬁﬁﬁly of Older Men: Umversxty

of Western - Ontario. ,(Isondon,x .Qutario); -Gﬁ Carhmﬁ2 DOL/ETA;

etion-August-1980- - L o o W

3 comE}
s study will estimate the. nnpactf ? socnﬂ;secunty bgnefits- an&"
the OASI earnings test-on the-labor force-behavior of - men over age 0
. 62 Thajmb’ﬁct o%sll health; mandatory retirement; layoffs; and avail-
?lel,léty of . pnvate péhsxon income w1ll also be analyzed Data base

~(14) Prgbablhty Models [oVrNPensmnable Service. Umniversity of
. WlaCOl’lSln (M’adxson) Izzet Sahin, Yves Balcer (m-house), completion
=™ date 1980.
‘The “uthory deve]o ‘& model which redlcts the probablhty dls-‘
tnbutmn and/expectet value of - pensmnall))e service (defined as service

g ~ with -tHe-firtn given-- that a -worker ‘has - met - vesting- -standards).

-+ - These numbers’ are functions of the: level of interfirm mobility in the
- . .workforee, ‘indexing for- inflation,; minimym -and maximum p’artic'"’a- -

==~ tion ages, and other factors. It is shown that given current mobility ¥

patterns, gradual vesting over the first 10 years of service, for example,

" would be ‘more advantageous ‘to emplo 1yee‘é than the more common

"+ practice of full vesting . :ft,er five years. It is also shown that inflation-

" indexed pensions are more generous than nomndexed pensions.» s

— (15) Qualifying : Semce ‘Under ERISA estm%/[ Standards——zt

' Compamﬁe Analysigs University of Wisconsin (] adlson) Jzz8t

-

A es Baléer;: \house) completion date 1979 -
S \ ,,@,ag,hezs, cormpare the three alternative mnimal vesting® pro-
7+ cedures ated by ERISA with respeét to employee terminatidn

& R rates., A con analyg‘ls was performed iy regard to career quahfymg .

”(,176) rmmants of the Age of Retu‘ement an@Pat%ems@? gbar:
S I;VT) uring -the Retirement sYea, ‘o Umversuty of Wls j
3!; ( adxson) Frank Sammartino; DOL : 1980. « 3
’ The: author is ‘conducting’ resea‘i‘ch ona madel whiéh- combm.e “Gfe~ =
-eycle labor éuppl)&and Eemﬁlon acceptance models into &, unified ° .

framework. Data s -
Jinntary’ Retirement and the Eﬁects of Ralsmg
gtiretnent Agea Urban Institute, James R. Storey;




R

179

- - - P . - ol P . _ - R ¢ L

Miithéiiiiiiié%olicy. Research, William Morrill; Unive’r’s’it% of Wis-
consin - (Madison); Lee Hansen; DOL/ESA; March 1879-December

1980.- - -~ . : . . oL

- This study examines involuntary retirement and the-effect of raising
the mandatory retirement age limit in order to assist in understanding
responsesspf employers and. employees to -probable-laber -market
'gh;@gé%@téd Ey .increasing or eliminating the mandgtory retire-
" ment age: In addition; factors that s’uppjortmmjrandgtbr@j@igé@éjig
policy will be investigated; as will_ special considerations requiring
mani atory retirement for exempted executives and tenured ?ﬁq;ﬂt_y‘
employees. LIl ZooTiT L s oL

18)- Direct and Ind%t Consequences of Increasing or Eliminating -

e

;, the_ Mandatgy {Y _Retiffgpent  Age. Urban Institute (Washington,

#D.C.); Rich#d Wertheinier; HE%V/AOA; completed September 1979.
.- This research estimates direct -effects; -ingluding changes in work
behavior. of older workers, .and how thés%hmges will affect their

. economic and social well-being. An econometric -model will be de-
signed fo capture the employment effects on nonaged . workers, es-.
pecially: yduths, mijnorities and women. RHS wks used for estima-
tion of dirdct effects. - o
- (19) The Aging of America: A Portrait of the Elderly in 1990. -
Urban ~Histitute (Washington, D.C.); Richard Wertheimer; Sheila
Zed e“skijﬁv’gEW%oA ;completed December 31, 1978. . . ... ..
- The nufdBers-#d characteristics of the eldesly are projected to
the year 1990 using The Urban' Institute’s D YNASIM model. Two
dalternative scenarios are considered; reflecting different assumptions "

abopt labor force participation:among the elderly. Under the low
participation scenario, it 1s assumed that' the declifie in labor force

participation among the elderly witnessed- in the past two decades.
will-continue. Under the high participation scenario; it is assumed that = -
changes in government economic policy; a restructuring of  the social
security economic policy, the raising” of the minimum mandatory

retirement. age; and changes in the age structure of the population
will ‘bring about & reversal of past trends. It is concluded- that, by,
altering incentives in ordéw to encourage late retirement, it will be' -
possible to both reduce the tax burden om ths working pepulation
and increase the incomé of the elderly”. =~ = - i
. €20) Eﬁrly, Retirement and the Labor Market Dynamigs .of Oiffer
Workers. Yale University (New Haveh, Conn.); Thomas-(ustafson ;
DOL/ETA; January 1980. - - wig, - T
One .part of -this ,,S@i@tl}j’,,;i‘@'ﬂlii&ii’é&g&‘é@@;ﬂifféi‘;éiit:,déﬁiiitiéns of
retirement. ranging from descx’_im%*rp:measures;. gensinn receipt, and _ e
labor force participation. The setbr lers- the relative imz" "3
portance- of ‘ poor \Ith - versus retirement - benefits' in . explaining

nd part consic
the«decision to retire. ‘ 3 . , +
NI T TmITTmoiiT. f + o o
'B.  THE EFFECTS.OF RETIREMENT POLICIES AND SOCIGECONOMIC TRENDS
T ON LABOR MARKETS | 5 ‘_

- - - - - K - R >7A..7‘7,': hi..
tly. American Tnstitute
@hepard; HEW/AoA;

_ {1y Employment Envitonment_far the Elde
for Research (Washington, D.C.); Harold
JJanuary 1977-Apnl 1979; . o S e S

Longitudinal data (every 4 --months “over.-16 -months) has been
.eollected from 500 respondents; male and female, aged 40 to 69, in each
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of two cities with contrasting unemployment -rates. Information
gathered includes labor market activity (job search, etc.); income,
pension coverage (but not expected benefits); attitudes toward retire-

ment- and social security, and homeownership (no other assot
information). - . it N !

{2y The Future of the Retirement. ﬁge Policy in iiiéjﬁiﬁtbﬁem »

Countries. American :Institute for- Research (Washington,” D.C.);
Harold Shepard; HEW/AoA ; January 197,9—J,ahii,ﬁ'rg,,19&1;, S

The experiences of Germany, France, England, Sweden; and Den-
mark are eyamined in dealing with changes in ‘demiographics, - bio-

medical and economic factors and -the costs of retirement plans.
Assessment also will be made.of the impact that a.change in the age
of retirement ‘would have on the current and. projected trends. -
--(3) Impact of Pension Plans and Labor Force Attachment. American

University- (Washington, D.Gh¥); Bmdlgy'SéhiHér; HEW/AbAj com-

_pleted ¥978. - oo moooo too oo - :
* *. Data were collected on 133,000 employees of the 300 largest corpora-

tions and matched to their social security records. Pension coverage

ovisions can be-analyzed, For example, the points at which

. are vested or become eligible for early-retirement can be

iderftified; and the Tesponses can;be observed. A cross-sectional study

is-differentiated in termy of 12 variables, and the particular effects of .

(“Labor Force Attachment Twfe to Pensions™) of the effect of pension .-

provisions on quit rates f@d,f?iﬁ%ﬁs}, has been completed: .~ .
(4) Private Pension Plans and Employment Opportunities. American

University (Washington, D.C.); Bradley Schiller; HEW/AoA; com--

pleted July 1979: A

Follow-on from previous work described abaye. This”study. will -

assess theextent to which pension plans restrict émplpg’mentf oppor-
tunities for older workers: 1t intends to develop cost anc emplgyment

-

models that explicitly recognize plan. provisions and: to examine: the-
$Y Yy 5 TOVIS1I0NS,

experiences of other countriess, uantitative analysis will: build- on

models and longitudinal ~pension-employment ‘data base already

‘developed by the researchers, and will extend to RHS and NLS. -. .
. (5). Impact of Public Emj fli%’?ij'e;ijrtjiiid Training. Programs on Older
University (Boene, N.C.); Jean-Pierre

Workers. Appulachian State N.C.); Jeun-
Courbois; Michael ‘McDonough; HEW/AoA; completed J ug' 1979.- ;-
This study will mvestigate the extent-to-swhich the needs

v.!l‘

of older -

workers are. served; recommend witys of improving the progrims;

analyze participatipn rates and measure impacts on older: workers: -

Data primarily taken from base-lines of Comprehensive Employment
onsors; identification o

one important tadk.

. programs and effectiveness for specific target groups and services. -

* and 1973 Waves of the retirefme
- rity data for two populations:

>

" (8) Effect of Social S

/ ,A uSt 197 oo s -
The labs he older?dﬁiﬂflﬁéijj@j
icy #ariubles—including

e reated from the 1969, 1971
anc nt history survey, merging, social secu-
heads of families: T R &

¢ i of useable duta sources:is .
nalyses will compare aggregate- performarice: of -

and the siZe"®f the bene--

E .

or Supply. Columbia University
- York); Marjorie. Honig, ch; HEW/SSA and HEW/: -

3

P

its married males anc white female
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7) Nntlonal Retlrement Pollcy in -the US Commlttee for Eco-
nomic-Development (Washington, D.C.); Ken McLinnean; Univer-
sity ol Pennsylvania (Plnlndelplua, P&), Dan McGlll {in-house); -
June 1979-December 1980.
--Major demographic-and- ﬁnanciﬂg problems swhieh- have- -created

serious obstacles in both social security systems and private and pub-
lic pensions are-id8ntified. It is nntlel}frnted that-the study-will recom-
mend cha in social security nnd reforms in both private and public
pensions. ,T'hese chnnges-\vlll emphasize the need to provide. greater
opportumtles and incentives for thg elderly to participate in the labor
market beyond the traditional labor market age imd rediuce the bur- |
den of financing our retirgment policjes. -
- (8) Demographic_ Structure of - nemployment thes Comell
University -(1thaea;, N.Y.); Ronald Ehrenberg; National Commission

on Employment and Trummg Policy; completion August: 1979.

-~ This-study will - examine -unemployment- rates for -various- groups,

mcludmg workers aged 55 to 64 and 65 plus, and estimate the  Impact
- of policy parameters on transition-probabilities. Data source: gross
‘ﬁow data on workforce Blrtlclpntlon from the CPS:. . - '
(9) The Retirement Decision of the Self-Employ ed. Institute for
'Research on Poverty (University of Wiscomsin, Madison); Joseph o
Quinn ; HEW/SSA/ORS; January 1978-May; 1979
. Cross-sectlonal and longitudinal .an lysis of . retﬁement decxslons
. and plans of the self-employed.: The sgudy .will attempt to isolate
the effects of pei‘sonal anc ﬁnancml ' ,,rthStlcsl labor nﬁ:ketr con-
ditions, and job gk teristics: @Determmu;nts and effects of partial
thhdrawa.l from* & abor force' will: be emphamzed Data source:

(m) foe-Cycle Work and - Consg tij ~Undek_S i
;chuset Institute of:Techno Cam 25 y
Hel Dmmond HEW/SS ORS, February ‘1978—August
197

The atithors develop -an empm i -Cy:

use in exploring - the .effects_of Specific facets of the ocial . secunty
system on-the allocation of work and leisure through: the llfe-cycle
and;_consequently, on productiofi emi- distribiition. - -The -madel w111
allow estimation of the mpuaot of pecific’ “proposed policy cﬁnn :

- -(11) -Simulation- Model ‘of Social Security.- National

<

. Economic Research (N&v- m ‘f) (in-house) ; Anthony.
Janunry 1979June 1980.- -

As part of the larger project on tax simulation, this project wxll ’
develop a. simulation model :of howthe social security system v
work in the future. The project is now in edrly specification sbhges
The behuvior response to the payroll tax and to the size of ber
.Wl]l be emphasized. . - )

‘Other: issues con51dered ‘are taxation of two-enrner fmmhes, bire- 7
“ownership; adjustments for-inflation, co: xg@mt@,mugt@ ration, and
‘social- secunty Probable sources €PS and/or exact match file: _z

12). Emp W;'ment Oj port,umtles for Middle-Aged Older White and
Non-Wh men: National' Center:-on Black Aged . (W‘ashmgt,on,
D.C); Dolores Davis; HEW/AoA; October 1, 1979—October 1, 1980.

- will involwe: (1) A comprehensxve literature review of
ayment 'opﬁ'ortumtles (2) an assessment, of employment

barriers and opportumties for older women mcludmg an anaIysus of

-

-
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olicy issues and existin : ions . for
turther research ;ii,nc‘lﬁpgtéghg,ue islation,: propriate
Federal officials in Washington ' nducterf::-* S
- (13)--Outlawing Age. Discrir Sconomic’ and Iastifltional
Responses _to the Elmination :
C'g;’;ﬂli;m Stite CUnivexsitgicRul'

ry_.Retirement. North
ober® Clark,. David

mates.the impact of retir
mandatory. retiremenit._Co
involuntarily retired. Uses:t

onse %
gﬁéﬁiéd;by;m;@n@%i'&;rgtg@éienkg Thet
mandatory retireme ovisi |
contracts, layoffs, and-human capital, and téste
(3) Employment and mobility: estimates of .xec

on emp{)'oym'éiit' and -proi

1 complex simulatio nodel. -~ - -
(14)-E yment Patterns: of Displaced Hém

" (18): Employn sod Homatnpkers, University,
of Bajtimore (Bultimore, Md.); Nijole Benokigitis; ﬁEW/APA;
October 1, 1979-October 1, 1980. - e ‘ ’ o

)

_This project involves an analysis of the entry and mﬁy processes B

of displaced homemakers, -their perception -about - jobr availability;

.required skill level, and so forth, and the impacts of -training and re-.

edueation. A sample of 200 women who participated in a training pro-

gram in 1978; will be reimterviewed to determine what their employ-
ment experiences have been and how their perceptions have changed.
- (15) The Effects of Changing Demographics on-the Labor Market
~ for ‘the, Elderly. University of Virginia (Charlottesville); William J.
‘Serow ; HEW/Ao0A ; completed July 1978. . - . LTiTooue
«; This study - andlyzed the impact of the- changing demographic
cog}posi,tion of the U.S. population and found- that -the-shift -would
create stronger incentives for greater labor force participation among
‘the elderly. The three major reasons for: these increased incentives

inglude “the projected problelns with the social security system; a
decline .in- the réal income of vlder personis, and @ labor shortage
sround the year 2015 oo I Lo
—:(18) A .Cross-National Sty of. Part-Time Employment. for_the
. Elferly. Urban#Institute- (Washington, D.C.); Jean Corbo; HEW/
AcA; eompletion August 1970, " g :
This:study will examine the demand for; and supply -of; part-time
- work, considering such factors as mandatory retirement, age dis-
crimination; and employer attitudes. Relevant; expérience- of other
_ countries with part-time employment. arid phaseéd  rétirement: will -be

analyzed. Involves- case studies of personnel-agencies, analysis of

#RHS, and exploration of other data sources including collective
. barg A .7:@én!’§i;:;,,: o LT e g ,
" © (17) Displaced Homemakers: How and Why Do Older Workers.
- Seek and Find New Types of Work. Urbhn Ins@te(Washxlr\nfton
P:€:); Jean Vanski; Richard Toikka; HEW/AoA; completion March
1981. : : ' o :

%Q l‘,:;.
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- This research will provide estimates on the size and-charaéteéristics
of the population of tfispl;qq;l homeniakers, as well as defina the prob-
lems asdqciated with their reentry to the paid labor market. The etfects
of, personal attitudes, productivity, r)nz or. murket - knowledgs;:: and
discrimingtion on -their probability of obtaining employment will-be
assessed./The qua’]i_ty.oé.)job lacemernt with respect to occupational ; -
distribufions; - wage ‘Tates; - job -charaeteristigs; -skill - utilization- and
workey satisfaction will be_also examined: model demonstration
,77t Wlll,bédéggﬂé,d; _ EL:::,; S S ,! I
8) A : Demographic-Eeqmomic. Model of the OASDI Sﬁsltéevxg/

.

-Williams - College - (Willjamstown, Mass.); Joseph Anderson;
WSA/ORS; July 15, 197;‘-.1;1:13 30, 1979. y o
_ Development of o long-term demographic-economic model of the'
USS. labr market and ‘& long-term financial model of -the- OASDI
program. The labor market model will forecust growth. of output aud
earnings distributions mﬁ demographic group, providing the basis for
the OASDI mgiodel: Thégntegrated mode% 1s designed to investigate the
implications“of changes in popuilation growth and composition for the

social security system: Do Y 7
% 1V. Issues oF SysTEM CoORDINATION AND DEsIGN
A. THE PRIVATE/PUBLIC MIX OF RETIREMENT INCOME
(1) Are Private Pensions Doomed? Brookings Institution (Wash-
- Munnell’s analysis of titne series data shows that social seeurity has
tended to crowd out private ;{fz’n’s’ion savings and keep private pensions
from: growing at the rate that would have otherwise applied. She
usserts that if the average OASI replacement rate had been imitially
established-at the eurrent level -of 45 percent, the private pension
system would not- exist in its presentjform: According to I\fun,nell; ,
recent increases-in socidl security paypoll taxes will cause reductions -
in private pension contributions by em%)loyers; since the two are close
substitutes. High-wage employees will be affected the most. Persistent
inflation may also jeopardize privite pension .plans, since only the
public sector can guarantee benefits that keep pace with inflation:
-.(2). The Economics _of Private Pensions. Brookings Imstitution
(Washington; D:C:); Alicin Munnell, John Brittain; DOL; Jannary
1979_AugUSt 1980' oo DT :C,;":’:: R ,QL:,:’;L:;’Q,: S e
- Issues covered in this monograph include funding of pensions, finan-
cial issues of companies, incoine distribution, tax treatment, questions -,
raised by inflation and indexing; effects¥f savings and inVestments; -
relationship to other pension..programs ,,.9515§Ci35-1}’ social secyrity), .
and' the tendency of sociil séodrity to be asubstitute for private pen- 2
siofs. | o - ST RO R . .- ST
- (3) The Role of Private Pensions in Meeting, ¢
Needs of -the:Aged—Part ‘B: Brookings I
D.C.); John Brittain; completed Febryary -}
-~ An empirical analysis i

- s is done with & sample of d
rivate pension recfpients,-based -on CES and,
ssues analyzed are’adequacy of pe

as an income source; and wage e ace mept
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(4) A Study to Devblop Eoreclistmg Models “Which_ Wnll Project
the Private Pension -System. ICF {Washington; D. (‘) Colirf Bladon;
DOL/PWBP; September 1976-Jtmuury 1980: ,
--A-comprehensive  study-.in:which- different models were--used to
forecnst various areas such as number of plans and pnrtlmpnnts,

amount of— contributions and assots, pumber -of -retirees--receiving
Benmon benefits, number. of beneficiarids;, and: aggregate amount of
enefits and benefit levels received by individuals. fhe models will
~ be_constructed to project the future implications for the above vari-
_ables of changes in pension plan’ characteristics.”

(6) Impact of Inflation on Private Pensions of Retirees, 10%0-74
Fmdmgs from the Retirement  History, Study HEW/SSA/ORS
(in-housé) Gayle Thompson; November 1978.

Many private pensipns pltms have provided bemlﬁt increases or
. other-forms- of- protection -against- inflation to their -retired ‘orkers
~ In recent years: This nrtlcie, based on pangl data from the RHS,

examines - the - extent te - which -completely retired persons in- theu'

sixties benefited from these increases from 1970 to 1974. The private
pension benefits of retirees rose slightly during the period,-but- their
purchasing power . declined sharply on account of the considerable
owth in tEe inflation rate. Social security benefitg, on the other
and; rose substantially -more than the corsumer hbp index. As a
reSult total retirement benefits largely mmntmnedn or ‘nearly main-

tamed thexr purchasmo' power. . S ‘*‘vj

k B xsstms IN PUBL ]

(1) The Public Pension’ Cr is: Myth
Federatanﬁf State, County ah« Mumcl
D:.C.); (in-house); ﬁobert allpam: -

A study of State and-loeal plhns is. being conducted by AFSCME

" Results have been fubhéhed in#) agjous journals:
(a) “State and | Begilation o

July 1978 Journhl of Péj :
i) “How Much Federal Regulution o Public Funds Need?”

) ‘“Current_Federal Law Regulating Stute zmd Locul Pensxon
Plans” appeared -in September 1978 -Employee Benefits Journal. --

g ): Retirement Proposals and Alternatives in the Military: CBO
rt Hale; Joel Slackman;-completion December-1979.- - —-- - -

_ a.p?eared in August 1978 Pension World.

his study was initisted at the requfst of the House Armed" Serv-
_gqqsﬂof' nittee to review changes propbsed by the Military Compen-
| “sation Administration. It relates to compensation as-a whole, but

- primarfly to the retirement system, and will assesg other altematlves
In te of .cost and military retention.. - . - t-- :
~ (3Y Wages i#nd Retirement System Characteristics. 1ﬁ'7lr’gbhc§ector
-( Com;ponents) Cornell University (Ithaca; N.Y.); Ronald Ehren-"
25 Robert Smith; Natxonnl Science Foandation; October 1977—
tember 1979, -
5 a) “A Framework fcn Evulunt;mg Stnte nnd bocal Pensxon ths”
Robert Smith; Ronald Ehrenberg. . - --

eviews relevant economic theory and empmcul ovidence reintmg

to pension reform in state and local sector. _
>
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(b) “Ponsion Under-Fun(lxng und VVuges in { the Pubhc Sector”
Robert Smith,

An empirical analysis of the extent retlrement charac
cludlng under-fiinding, are related to wige riites o

- (c) ‘‘Retirestient System Chuaracteristics and C
Differentials in the Public Sector’; Ronuld Ehrenberg. a-

Two basic_hypotheses concemxng the relationship
Wﬁges and- saliries of public employees und the chuaructe
ﬁensxon plans that cover them: ke

(i) ‘Do employees with more generots pen'ﬂon plun\ tend to receive -
lower wages; ceteris -paribus? - --
- (i))-Do employees who are_more certmin to receive the retu'ement
bene)ﬁts?to W hxch they are entxtled tend to receive lower wiges, ceteris
aribus :
P (d) ‘“Correlates of Underfunding of Public’ bector Reﬂﬁ‘ement
Systems’’; Ronald Ehrenber
(). “The Costs of Deﬁne l’Beneﬁt Pensxon Pluns and Firm Admst-

I‘heoretxcul paper: mdlmmng ho\\ employer S costs of vurious pen-
sion_plans vary. with: employees’ age nnd years of service. Even if s \@
employers usé t 18- uctum'm.l) concept of level undlng the econorm(‘ cﬂ
to-employers-is not level, No defined benefit plan can-be ‘‘age neutr -

since 1t costs more to provide . given level of benefits for an oldeg,_ .
worker than a-younger worker. - 27

(f)-“‘Ratirement; Policies; Employment and Unemployment” Ron- ;-
ald Ehrenberg. - &

“Considerntion of the influence of policies such as socml secunty,
ERISA, the Manhart case, and early retirement provisions in private
collective bargaining on the level and dxstnbuflon of employment and
unemployment - -

~{4)- Reserves Compensutlon System Study Department of Defense
(Inhouse), Rear Admiral Richard Altmann; completed 1978. ERRGEN

- Presidentially-directéd -review -of the entire ~compensation system E

for the Reserves, including design_ recommendation$ for a new*
system. Retiremen#fis dealt'w ith only s it affects the reserves and ag
mcentwe program- for enlisting is established. .y
= (5) Level of Beuefits Project for Office of Personnel Managame,t N
DOL/BLS {in-house) ; September 1980. =N

1In an at m it to understand how to achieve full comparablh
‘ggy; between -the federal jnd private sectors;- this-study -will -coll e t .

ata and enefit p

orm analysist on private sector benefit plans, mcludmg'
pensions. Cdnsideration-will be given-to revamping the Federal €oimn-
pensation sy§tem to mclude value of beneﬁts such as pensions; hes,lth
msurance and paid-leave. -

16). Universal Social Secu-rlty Coverage Study HEW. (mshouse),
rJoe Bartlett; July 1978~-March 1980.
S o) study in consultation with OPM and other agencxes, the ad-
visabilit feasxbxhtyrandxm ict of alternatives for universal coverage
by socm{ secyrity. HE} | be concerned- with sources of incofne;
the.effécts of #4arious ret ement” programs on mdlvxduals iin(l i

acts

on- progg am financing. - - tl

(7) State" and . Retxrement Systems HEW/SSA/ RS (in-_,
ho_use) N o
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-Study of coverage and beneficiary data for those State and local
government: retirament plans which: have..1,000. or more employees
‘also covered- by-social security.-Their program provisions; contribu-
tion levels; vesting; and inflation escalator protaction provisions are
déégribéd;i;:, S -ID L .IrI oI ITIT I L IT-tTo TlIITiIo T ::;;i: ;i:;
. (8) Pension Task Force Report on Public: Employee Retirement-
Systems. House Committee on-Education -and-Labor; Subcommittes

: on Labor Management Relations; completed March 1978. == . ,
©__Study included a 1975 census of Federal, State, and local govern--
ment retirement systems toyidentify universe and .characteristics of
public pension plans. Information on administration, benefit structure,
gnances and fynding was gathered from a sample of public plans. A
separate surves?l of public funds focused on investinent operations.
State and local laws affecting retirement systems were recorded and

. analyzed: St oo I : -
¥ -:{9) -Report -of -President’s Commission on Military Compensation.
President’s Commission on Mi]i%lify Compensation ; Chiirfé’ss Zwick;
Department of-Defense; June 1977 April 1978, -~ - -~ - - ‘-

ecommendations for the military retirement system. Proposed
- radical overhaul such that vesting would occur after 10 years of mili-

tary service rather than 20:. Other recommendations include: Deferral
of -retiree’s pay-until retiree reaches a certain age; option to receive a
lamp sum payment upon retirement: - ° - - . - - -
-_(10)-- Public Pension Plans: Standards of Design, Funding and Re-
,%ort,inﬁr. University” of Pennsylvania; Wharton Schoofg(Philadelphia;
’i.) ; H. Winklevoss, D. McGill; National Science Foundation, 1979.
- Public pension plans haye evolved over time without consideration
of all factors concerning benefit: structure, funding policy, and dis-
closure of financia] information about plans. Consequently; the digea-
tive of this study.is to provide standards for public benefit plansy
respect to‘each of these matters.. -~ - e

-(11) Analysis._of State and Local Pension Issues: Urban Instifute
(Washington, D.C.); Geerge-.Peterson; ‘HUD, DOL/PWBP;
dent’s Commission on Pension -Policy; HEW Task Force on Un

- - Coverage; September'1978-October 1980. - - - - .
- +This'study applies a combinatidn of actuarial and ec
17 sistechniques to State and local pension is*sue;s;,Pension";b :

- be analyzed in terms of: (1) Adequacy in relation to earnings
ment.- and minimum living standards; and (2) comparabilr
-juriadictions -and in-relation -to the pz e ension

1 rivate sector.. Pension‘g
assessed for various State and. local gystems using g~

" €ostdetermining -mechanisms. - The -sensitivity- of - eost -egfimates - te
2 miuh assumptions will be described: Pension funding will be con-
idered through examination of the many different approachey idvo-
for; or uded.ige the State and local sector. Pension fund.invest-
i bﬁ?,E@s@i@d,,i@ﬁe@s,pf,'ci!’?‘l'ﬁfﬁtai???fes,tm@m, policy and
_gmphasis on socially uselyl investments. ‘The: eco-
nd local pensions willybe analyzed in;{erms of
icts on taxpayers and workers,. the fiseal: posi- +
cal: governments, %nd the functioning of national

gional
ite and:lo

— ~
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