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2t . . ¢ Foreword . - i,
. 4 ————— -

The purpose of this volume is t:o ~share wit:h
other ipstitutions - of . higher educat:ion and the _'
academic community at large the. ideas and infor-

mat:ion generated;ag:‘ the 1980 COFHE Conference on

Facult:y ‘Retirement.. That conference which was, of
necessity, limited to. our membership, provided a
logical follow—up to the reports* on.-our two year
.Study of the impact: of changes  in the mandat:o.ry
retirement .age on _faculty. Those reports. raised ES
number of import:ant: questtons.and issues about the .
adequacy of current planms, - .changing’ faculty needs
and. attitudes and the possibilities for. de\fising
new plans on improving existing plans. The pur-
pose of the conference was to take yet another
step towards a better understanding of the issues
. ahead, to suggest that some improvements can be
made now, and to identify those areas where .more
‘research and planning would ‘be the most fruitful.
We hope that you will find these proceedings use-
ful, but-more than that, provpcative.

The conference and this volume would not exist:

“~

. without the continuing financial support and the

‘encouragement: from the Andrew Mellon Foundation, .
nor w:.,,thout: the real contribut:ions and enthusias- ~
ti¢ support of the COFHE membership. We are_
grateful for both. But the work is not yet done.
We must continue to seek new approaches to retire—
ment "and to improve the oppomtunities and services
availablé to the  ultimate " beneficiaries of our’

efforts — the staff and faculty of every insti-
tution of higher_ education. . . v\

- \ . Lt
. - L otes id

* A series of four report:s published in June, 1.980
and available upon request:, at cost, from COFHE.

r - . . ..
. 7: . .. . .

,



“

';FIRST SESSION.

Presiding:

'lKafharine H. Hanson
- Executive, Director

Consortlum on F1nancing ngher Education
Introduction: , ;‘
Colin Campbell - *. - L s

Chalrman, COFHE Retlrement Study
" Advisory Committee
- President, Wesleyan University

4

—

"A Review of Curnent Legal Status and Nat10na1
Policy Issues T .
Speake;s: -, : . . a

L
LY N .

\ Laura C. Ford

. Assistant University Counsel )
Princeton~University

- . ~
S
-W. Lee Hansen .
\ . Proféssor: of Economics
Co-Director Mandatoqy Retlrement Study
Un1vers1ty of W1scons1n .
Moderatbr: .. .
. é .
J "Russell Southworth
Principal S, .
) T1111nghasﬁy Nelson, and Warren

. I - . ) .
- i . ’ .



o . Introduction

. ; Colin G.;Campbéll -

Colin- Campbell’ is President of Wesleyan Uni-
versity. He is a past Chairman of the COFHE Board
of Directors and is how Chairman of  the COFHE

Retirement Study Advisory Group- B

P

-k % % %
Welcome to the COFHE Retirement Conference.
We are very pleased to be here at Brown Univer—
" sity. I for ome, having lived with this issue now
pretty actively for the last couple of years, am
absolutely del}ghted by ‘the turnout here today,
not only in terms of the numbers and quality, GZt
in ‘terms of the range of perspectives that this
group represents in terms of faculty members,
academic administrators, persons from other
aspects of university and college administration
like predidents, financial officers, personnel
officers. | It's the' kind of mix that we had hoped
would occur, and we are very pleased to see that
it has. I do want to introduce on my right here
our presiding. officer for this conference, Kay
nson; you'll he hearing from her in just a fgw.
moments, but it should -be quite clear that Kay has
played -a leading role in the study which has
brought us to this conference and we're all. very
grateful to her for the work that she has done.
I'm also delighted .to welcome back from the West
Coast’ for “the weekend Eve Pratt Hoar who worked
almost comppletely with this project while she was
a member of the COFHE staff last year. -

I1'd like to go back for a moment to how we got
here to ,give you a littie bit - of perspective
before we get” on pb,the'substantive discussion of
the day. In May of 1978 the Consortium.submitted
. a proposal to the Andrew Mellon Foundation -for

;. “ 3 . "
, g



O

ERIC

Aruitoxt provided by Eic:

'."Tsuppo-rt of a proJect whlcb wa§ rea.lly qu1te d1f—-

,ferent from those prev10u§ly undertaken " by ,thi

organlzat1on. While all of us wha.were ‘then* on
the Board of COFHE. were well aware.of the. C&nsor—
~tium's limlted f1nanc1al resources and the demands
on. its staff, we were- also deeply concerned about
‘the, impl1cat10ns cof" the Age. Dlscr1m1nat13n in_
Employment'Act of 1978 as }t related _to the aca=
demic community._ Already troubled by the pres=
sures of‘lnflatlon on - our 1nst1 tiona} budgets'
.and. on the", value of the ret1remen ds of ‘our,:

faculty members, we sensed as-.a grohp, “but” vm?'

weren't in a\pos1t10n to document w1th suff1c1ent
specficity; that prov1s1ons of - th leglslatlon
concerning mandatory - retirement - were’' llkely ‘to

exacerbate .~.the> diffLeult1es _' ady - ant1c1pated"
for the 1980's. The Board concluded" that a maJor

effort was requkred to gain a better understand1ng
of the impact’ “of prohib1ting mandatory ret1rement
. until age-.70. Among our concermns were' the obvious
ones —— you'verall shared them —- Yelating to the
'$1r1ng_ of * young. .faculty, aff1rgat1ve action,
“ tenure ratios, fringe. benéfit policies. We felt
~uninformed abodt  faculty attitudes towa®d their
employment “and toward retirement about. early

" retirement programs available on our campuses, and

about untried options to relieve the pressures
Which were bound to build. We believed that there
was an information void and that policy issues of

great importance might well remain unstudied un-.’

less the Consort1um determined to plan an active

role. N\
Very“fortunately, the President of the Andrew

W. Mellon:Foundation, Jack Sawyer, .who is with us,

today, not - only-'shared our concerns, but sénsed
that a significant effort to address these issues

was essential and urgent. I know I speak for all,

the COFHE institutions, and I suspect dver time as
the work of this study permeates out to other
'institutions,'many others in higher education, in
expressing gratitude to the Foundation and to Jack

. Sawyer for the interest and the support which got

41 " . .o
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this "effort underway. . It's -a ;Eyy "valuable and
significant. public service. With thes support of
the Foundation we; moved ahead, first forming an
Adv1sory Commlttee‘of representatlves ‘rom s1xteen
"of our institutions and designing a, study,program;
.which is easy' to "say but took a. long time, - and
finally reta1n1ng consultants to work with us. It

‘took’ longer-than any of us expected to determinej
exactly what the questlons were; much  Iess - -the-

answers. - Thé shoddy state ofi the infornatiOn

concerning facuities on many of our campuses o

resulted in some further delays, bécause we were~

all in agreement on the Advisory Committee that

- the effot¥t Was. 1mportant enough to require -

reliable and acturate data.._When the reports of
the consultants began to gappear last- year, first
tn draft for lengfhy discission, and then-in final
form; we realized as. a group just how much we were
learntng about faculty profiles and attitudes and
about the pqlicies and p1ann1ng underway on our’
various campuses. . )
You've all received ' the reports, and, - I'm

sure, read every word, and I won't take the time

how to descr1be them or to summarize their conclu-
sions. I gather and hope that you have found them
interesting and useful. One of our goals over
this weekend is to be sure. that those reports\are
effectively used. They are full of information,
valuable information; they are full of ideas, good

ideas; and they deserve, I think, the most serious:
attention, not only from ‘those of you who thave .

‘come here this weekend, but also from'many others

‘on our campuses. . f‘ i .
-+ As the report phase of thls prOJect neared

completion last spring, the Advisory Committee

became convinced that. 'a conference involving
L R

representatives . from member institutions and a
range of experts would be an approp¥iate and
fact, a necessary next step. Enough quest1ons

Gfabout changing” natianal policy and legal interpre-

tations remained unanswered. ‘-Advice on how to use

‘the data which had been ga1nstak1ng1y gathered

ARV
S §
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. }, could be helpful to those d.eveloolng and 1mp1e- -
\__/mentlng institutional policfes. - Successful early
retirement .programs warranted  study and dlscus-\'-"
- sion. ~New ideas, about‘ phe nature ..and fundittg of -
v retirement plans: needed’ exposure. 'I‘he cruc1a1‘"'
_perspective’ of 'I‘IAA/CREF executives néeded to he.
heard and ways of responding. to faculty concerns.
and of’ prov1d1ng useful counsellng had to 'be exam-
ined.  And that' s what - this afternoon s program
® and- tomorrow's program are about. ° , - )
. I do.pant’ to. thank our speakets and our pana1-~-~
“~ists Ffor- taking the t1me to be.here and to ‘share ;.
their  thoughts ‘and their ideas with .the rest of
~ ‘+us. 1 also want to urgg that these be .active.. '
"~~’.-part1c1patory sessions startlpg t'hls aftemoon and,
running” through tomorrows It's very 1mportant I
" think, that we all get our two . cents+in when we
msh &0,. and we 11 try - to make every effort to
make that. p0551b1e. -With ‘the  help of our. panel-
. ists and. our speakers, I . .think we ought to leave
b here: better prepared to - address one of the most ~
L 51gn1ficant issues - fac1ng our 1nst.itut10ns, our
> faculties, and higher education._ i :
© It's ~going to be clear from - thesé sessions
N that there are stlll some legal. and pollcy 1ssues
- requ1r«ing~cont1nu1ng attention, and I hope ¥ou
' will be th1nk1ng @s we discuss this afternoon and~
tomorrow about areas in whigh you feel that the
Consortium might be involved. in the future .in
helping to address. The Board hasn't considered
these questions, and I'm not even'a member of it
so I'm not going to volunteer that it will decide
to do . so,‘ but . I°do think that it makes sense to
take some time- to think about a’ future role, if-
any,. for- the Consortd.um- 1 _think the Boaxd would
value that- input from ‘this" group, and - so )JI hope
Pl
. you, will. keep °that question on your mindgd as we
.discuss the other issues on our. agenda W1th
that, et me thank you again, all of ybu,” * for .
being here. 'I look forward to participati with
you today and tomorrow. - PR :

.~
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7"+ | .- A Review of Current Legal Status

P ‘1".,"-"_-'-‘ 2T E and Nat:ional Poli‘cy Issues "
RETI Latira C. Ford,

. ° - - . .

: Ms. Ford is a graduate of Wake Fopest and. t:hé ..7-;3,
Un1versit:y of Virginla Law School. She -has prac—-. ~ -
ticed-law in New Haven and served as the ‘Assistant+ - .
General Counsel of: ACE.  She, is -now at,»Pri'nceton T
Universn:y as’ a unfversit:y counsel‘?"and concur™ | -
rent:ly, pursulng a doct:orat:e in, classic.s. ‘ -

- -

-

[2
N . : H
i N

. * I potice gn t:he map . oft t:he Brown campus natled C :
to conferencetpartlcipants ‘that The. Faculty. Club . ' -

T-is locat:ed ‘on’ 'Bene'volent: St:reet:, Just off Benefit: o
'--.'St:reet:. Surel‘y ‘this” " demonstrates ext:raordln,ary»- -
persplcaclt:y on' Kay Hanson's- part, as. . tomorrow’ s,
_session: in . part:1cu1ar will consider; t:he quandary‘-_ :
- .of faculty members—-who- are ' anxious: about: “the "
relativé amounts of the two’ they. will rece1ve from‘ _
“their inst:1t:ut10ns upon ‘retirement: in an -era. of_-,"
ravaglng 1nf1at:ion.;~, . S R

u'v - N N : . O -

_ This aft:ernoon my a551gnment: is’ t:o rev1ew t:he S

current legal status of mandatory retirement:, and""; o e

related’ nat:10na1 pollcy issues. In so d01ng, T.am: -
v...__nnndful not: only that ‘most of you' ‘are’mot law‘yers,jj- : (
" but .also -that. many: of ‘you.: probably harbor deep--”'.. e
-seated hostility t:owards the.legak profess¥on. I - -
‘am - reminded of . the ‘story abott the : ‘social sciem—
t:'I.st: who - was conduct:lng a survey to ‘demonstrate
how people in. different: vocat:lons - and professions“
oft:en v1ew~t:he same problem quit:e,dlfferent:ly-
. The’ researc‘her first approache’d an accountant and . ..
“.askedi’"How much is' two plus two?” The accountant. - RS
_ '-rep]f'Led t:hat,.‘under ‘accounting - prvnciples with -a™
- commonly adcept:ed margm. of error, the . sum-. of- two L ;
"'and two' can .bé - any.where between 3.99: and 4. 01.',.',, i
The same quest:ion was t:hen put: £o a mat:hemat:).cs o ot

€,
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professor, ‘who: responded t:hat: t:he answer “would .. .
depend upon t:he/ numberbase of your syst:em, underv"'-‘
-our: number syst:em t:he answer is f'our, while - under.
~a syst:em based on‘three, “two plus’ two_ equals ele=".
Sven. * 'I‘he researcher ‘then approached a- lawyer -and - .

sai,d, Counselloxg_can yon_tell_me_how_much,is tWwo -
;- ““twd?")_Ihe_lawyen_paused_agdﬁximnght_fon_a“_l___
3 minute .and said, "How much'do you want it to.be?” — ]
Indeed S we, lawyers o not - ‘enjoy the highest pu“bllc#.' A
est:eém, ‘and.. I  am. afrald t:hat:\ly talk this, -after-
-'noon’ may-. serve t:o relnforce ra her t:han to thspel
t:hls notlon. R ' : . AR

. oa

- 'I‘he féll of 1977 and sprlng of 1978 w1t:nessedr PR
. a flurry of Iobby'a.ng activity by “the hlgher educa- ' .
@)‘tlon communit:y that:, was probably unprecedent:ed‘ in oo
_its intensity. . 'I'he cause Wwas amendment by Con- :
1gre$s of . thé -Age’ Dlscrimlnatlon ifn mployment: Act .
6£71967 to est:abllsh a general mandat:ory retire- .~
- ‘ment age of sevénty;" t:he resul was a3 l/2 year-i
.. temporary exemptlon for ‘tenure employees at post—"
secondary 1nst:1t:utlons. «‘The wisdom and: the: effi~ -
1cacy of the exemptlon were w1dely questloned at
t:he t:1me, and pred'ictlons .were. made that ..the
mea’sure would 1ne\41tably foster 11t:1gat:10n. In -
"floor debat:es,; for . example, . Congressman Floyd
-”,Flt:hlan stated; "I feel strongly that the -exemp-
tion, prov151ons\ are unfa1r and. Wlll be challenged ,
in court:. Senat:or Church sa1d, M .o .the exemp>
' tion is llkely to be t:he source of much: llt:igatlon“
or confuslon.v Yet the pred1ct:ed "law "suits. have
not come .to pass. October 1 of this year marked' &
the exact: midpoint of t:he 31/2 years, and to dat:e a
iny one case has been” report:ed in® the- federal-_ o
'-co‘urt:s challenglng ‘the exemption (and t:hat:, as we
_'fshall see, was 1nconclu51ve) ~

. As - the recent:ly-concluded COFHE study well
: demonst:rat:es, ‘the *skills - and" expertise that must
. be garnered to cope w1t:h retirement-related issues
“are ‘primarily those of labor ecornomists, personnel_
uspeclahs,ts,- and academlc and f1nanc1al planners.
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' Nevertheless, I will seek to brlng you up.to date )

on some ‘of the still unresolved legal and pollt1— e L
" cal problems surround1ng ‘faculty ‘retirement~®

" Given the COFHE const1tuen%,- I will focus. exclu-

's1ve1y fon private 1nstitu,t1 a- SN ’ PR
: R — -
———As——alluded—to—abov&*——thé?&——has—— ) . nﬂﬂe—

———Teported—‘cha'll“enge‘”to—the‘—termred‘—emplﬂoy‘ :
tion in the ADEA Amendments of 1978. ~'In Karlen v. -
- New York. Univers1ty (S.D -N. Y., “Feb.. 1, 1979), .a*
- former temired professor at* N Y:U. Law School, who
*' . had bee‘,n mandatorily. rétired at age 65 hefore the
. effectlve date -of the ADEA Mendments,' made . two
claims: f1rst, he claimed (for.reasons that I will
discuss later) that N.Y.U. violated the terms of -
“'its tenure cont'ract w1th him when the university
reduced its mandatory retirement age from 68 to:
65; secondly, he«,.clalmed that-—had he been allowed
" to stay on unt11 age 68 ‘as he was entitled to—-he
would have st111 been -a: tenured professor after
the effect1ve date of the ADEA Amendments, and’
'therefore" should have stand1ng to challenge the
' constitutionality 'Of ‘the exemptign. . The court .
reJected ‘his claim to standing, stat1ng that there
.were far ,too many contingencies "which made adjudi- /
.cation "of the issue 1nappropr1ate (espec1ally at
‘the early stage of the/11t1gatlon, wﬁlch was on.a -
pretr1al motion to dlsmlss). o ;
. ‘While : the court' .publlshed opinion does not
reveal the nature | the. .argument . Karlen would
‘have made against the- const1tutlona11ty ‘of the
o exemptlon, presumably hls argument would have been,
- that Congress had- v1olated tenured employees right -
to: ethal protectlon of the. laws under the due pro=.
cess clause . of: the Fifth. Amendment. The - ‘appropri- L
‘ate legal 'test in’ su,c’h cases is?whether a classi- = '~ .¢
f1catlon made by Congness .ds reasonably related to .-
furtherlng»"a leg1‘t1mate Government\ 1nteres‘t. My-v
QW op1n10n : along ‘has . been - that . the exemptlon .
Jds’ .reasonably related “ito furtherlng a le°1t1mate_..g
Government 1nterest under the ~'general rubr1c of‘ SRR

;. .
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the health and well-being of American higher edu--
cation. This interest. can be more spec1fthaliy*—
stated in a. number of ways, largely. tracking the
‘policy arguments made by many higher education
. representatives during the—lobbying effort on the
ADEA ‘amendments.. “ I -understand  that the . legal-
——————stafﬁ——in——the——national——office~—o£_—the——A1ATUrP
——’*—(vhich—oppased—enactment—of‘—the exemptibrr)—shares—*
“j th1s opinion and has’ act1vely discouraged several ’
« - of. its members from mounti legal challenges to
1‘: .the constitutionality of the exemption.

P .."

Assuming,_then; that‘the exemption is with us
. to stay unt2l July 1, 1982, my-next point is to
~ bring "to your: attention thé  rules- ultimately
decided upom to govern operatlon df the expiration °
' date of the exemption. As you may recall, in the:
version of the implementlng regulatlons ‘originally
' proposed by the’ Department of Labor, age seventy
- was to be- the applicable retirement age for ten-—
ured faculty with whom an employment relationship
exists -on and after July 1, 1982.° ~ Receipt ' of
‘salary - and benefits- was to .constitute conclusive’
proof . of the existence of an employment relation-f;
sh1p-.Thus, in order for a- tenured faculty member B
to be retiréd at the end of the 1981-82 academic
.- year,-. all salary and beneflts would have. had to .
. cease on or before June 30, 1982. As a result of
arguments made by A.C.E. and. the -other,'aSsocia;;
. tions that some instjtutions' fiscal years——and.
" thus salary and benefits—— extend through :July and
August, the  final regulations issued by the
E.E.0.C~,adopted a different- standard, Section.
- 1625.11 of the reéulatlons states, "Individuals .
" ..who attain age 65 prior to. July 1, 1982 and all of"
" whose job- dutles and respon51b111tiEs .cease prior
~ to that date will not be ‘considered outside the
4fexempt10n merely because their contract (or simi-
lar arrangement) prov1ding ‘for. unlimited tenure .
exp1res on or after July 1, 1982;

- . '..~.L
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And - what w111 happen “when " the .exemption

expires’ is the higher education comﬂmnity recon—g"
‘ciled to living with a retirement age of se\zenty,,_

-

or will it seek to have the exemption made perma-"_, C5F
nent? -And if such efforts. are made, what will be'.'_ -
the 1ike1ihood of success? _ N ‘. \, R

N

_ answer ‘these - questlons. - The makeup\ of . the 97th
'Congress is\ as yet unknown. Also, ne1ther the _
interim study (due January 1, 1981) nor the \final

[P

., study (due January 1, 1982) of the exemption's

.effécts has been- completed by -the  Department)\ of
" Labor for submission to Congress. (We - might learn
.more about the progress- of these  studies from our
next speaker——W- Lee Hanson) Whatever the study
_results, one é&annot escape: from.the fact that the
exemption was a desperate’ last—ditch measure to.
buy .time that was highly unpopular from the begin-—
ning. . - Also,.the political thrust: is clearly in
‘the opposite direction, i.e. towards -the elimina—‘
tion of mandatory fetirement . altogether. Several -
 bills fo that effect were introduced in the 96th
Congress, including Congressman Claude Pepper's. HR
70 (to uncap the ADEA and - eliminate~ all exemp—
tlons) ‘and another bill to add.age to the imper-
m1ss1ble bases of discrimination im Title VII of
the Civil Rights Act of_ 1964. According to ‘the-
staff of the- House Select Comm1ttee on Ag'ing with

. whom I spoke earlier this .week, ‘there is no doubt

oo C . L.

' that the. upcomlng %ngress will give attention to. ks
the general issue: of mandatory retirement.

‘I‘o sum up, all that one can say is that, while . -
there is no immediate danger, the gradual aging of
the American population and continulng inflatlon—
.ary pressures make. it likely ‘that the uncapplng
monster will rear its ugly head in the mot" too . \
distant’ future. When it does, the ’ngher educa—
tion community had better have its facts .and fig-

. ures ready, . and certalnly the COFHE proJect ‘is. a
Agood first step- e S o o )}
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~ Leaving - the exemption now, I 'would like . to . .
‘focus upon a conceptually and -legally. ' separate - -
'mat:t:er, the question of ‘cessation of employer con— - . -
tributions to pens\fon plans for employees who con— - -
tinue ° working Beyond ‘the normal retirement. age. '
- The operative section of the ADEA prohibits dis-—
crimination ‘on the basis of age in ‘all terms 4nd °
—conditforrs—of—emptoymetrt‘—’aud—oﬁts—face—wouid—
_appear to prohibit 'such cessation (in the absence. - -
--,";of a’ st:atut:ory excép.t:ion).f However, the leglsla-'f :
. tive hlst:ory of the. 1978 amendments-——including the,
_Senate” committee report and explicit statements in
the floor debates in both “houses——makes .as ‘clear - - .
- as possible that the- majorlt:y and® minority mana-= '
gers of the bill had the view that cessation would
. be permit:t:ed.' Thus, you have all the makings of a = "+
legal dilemma, and a situation in which a " court -
would. write a- well-reasoned, def1n1r,1ve opinion
" either way——depending ‘upon whet:her it -1nvokes the
princlple that legislat:lve-hlst:ory may be used -to
_' interpret but not to vary the plain- meaning of the
words of a st:at:ut:e, or the competing principle-:
that the intention of Congress must be. effect:uat:ed
regardless of problems with. wording.

_ In- addit:ion, as a 'furt:her comp11cat:ion, con— - -

" -fusion has pers1st:ed ove.r whether ‘cessation  of"
cont:rlbutlons - violates the . -Employee . Ret:irement:
Income Security. Act. The prevailing view has -been-
that ERISA neither requires nor .prolribits contin-

. ued contributions aft:er an employee reaches mnormal .

-.retlrement: - age. '  This was the Department: of ..
Labor' S view at t:he time of- hearings on t:he ADEA
-Amendment:s, and in November of 1979 the I-R.S.

- -issued - prJ.vat:e ruling to the same effect.
’(Labgr and ‘«Treasury &hare aut:hor.ity for enforce—
ment:"of E.R 1.s A.) . STy T .

3 . . . '_ o
DespJ.t:e‘ internal d1v1s1ons, the ‘Department: of
. -Labor issued: a final 1nt:erpret:at:ion on -this and

. other employee benefit questions on ‘May 25, 1979,

*  .concluding’ - that’ employers . with nonsupplement:al -

-

-

'-‘w.-.-...__ ‘».:’ .o __,.‘\‘ *8 12 . ’ ' R * .

D o ._._g -




- L. . , . . . 0
B L e

defined contriﬁotlon plads may'cease coﬁtributions.b ,
'Fon behalf of-employées who continue worklng beyond - {'
“the normal Tetirement age, (and that employers with
.deflned benefit - plans may take -analogous .mea= -
sures). On July 1, 1979, authority to enforce the’
ADEA. shifted from the’ Department of Labor to - the
: E.E.0.C., and it, is well-known that .the E.E. .0.
—w~—has—4mxﬁr—uﬁhappy—wi%h—Labor—s—amferpreta&hm}—a}}————
‘4]v along. Almost 1mmediate1y after assuming juris- .
- diction, the E.E.0.C.'s Staff. Committee on’ Pollcy-
took up the issue and sought a means- of prohibl-
-ting cessation- of . contrlbutrons that would be. both
legal and agreeable to all. the agenc1es 1nvolved.-

‘The obvious solutlon of s1mp1y reqo}rlng con-
tinuation of contrlbutlonsfto age ‘seventy seemed o
inadequate to the E.E.0.C. staff,- dnce .they reali- . _
zed that employers would simply. reduce their con-- .

" tributions so that employees accumulatlons at the :
time of mandatory . retirement would.-be no greater
than. they would have .been at the ‘time of ‘normal .
retirement?s  For example, +according to TIAA-CREF's .
flgures, continuation of contributions..to age g
seventy would result ‘in a’ 50% 1hcrease in the

' average person's accumulatlon (to fund a rétire-
ment of five years “shorter duratlon)g Institu- ..
tions could aim at the present level of retirement

. . benefits by making a 30% reduction in contribu- -
tions. This would mean that people would have to
work to age seventy (i.e., that they would effeCj
tively be deprived of a realistit option to retlre'

“at age 51xty-f1ve) The Congres51onal 1ntent of

' personal choice with regard to  Yetirement age
would thus be thwarted. ' - B

The .most recent draft of the E.E. 0 Cu s propo--
sals that I have seen 1ntroduces a new concept,
- _.that of “benefit goals.” - The . proposals would
. require that coﬁtributions'continue for . employees
-whose individual accounts are not ‘sufficient at
~normal retirement age .to meet the beneflt_goals

specified in the plan” and for those participants
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- .(usually profftsharing, thrift . and Savings plans ©
. as opposed to;noney purchase and_targettplans)

. ton last October as ‘having said that the E.E.0.C.:-.

-

[

in plans for whieh no benefit goals are specified

.
C - -t .

The problens, with such an- apbroabh;_:buth

;.philosophical and technical “would yobviously :be
. .monumental. What is a reasonablef benefit goal?
:::::Hew=about—short—serv1ce, as™ compared‘with career;

employees? What about. the. equity problem between
TIAA and EREF? Wouldn't you really be" blurring the

o distinction . .. between defined contribution and’

deflned benefit . plans,- in‘ that 6 the so-called .

"benefit goal” wouid"become. an implied benefit'"
guarantee? > :
The fact that s1xteen months have . passed w1th—,
out formal E. E.0.C. action on the prqposals may
indicate *some appreciation of - the enormity of

B

- these and other complicating factors. Or it may

simply indicate. some post—Gilbert gun—-shyness on

~ thc¢ Commission's part. . (An anonymous E.E,Q. C.'

official was guoted in the Legal Times of Washing—;

might look foolish if it changed Labor's already
established- regulations, th1s xepresents some new

.sensitivity on their part.) In any event, accord—

ing to Jay Pagano in the E.E.O. C.'s general coun-—
sel's office. earlier this week no action is sche—
duled .by the Commission on the proposals 1n the

" near’ future. S , ) v

Before I turn away from statutes and regula—.

vtions and to contract law, I would remind you not

to overlook your applicable state and" municipal
statutes and ordinances- dealing . with discrimina-
tion on the basis .of- age. - Institutions in Cali-
fornia and Connecticut have "had espec1a11y disyup-—
tive encounters with ,their respective state legis-
latures on the retirement issue. . :
s . : .

In.addition to these multiple sources of legal

obligation by enactment of legislative bodies,




‘colleges " and universities should be -aware of "
_-,another source of applicable law which - has. 1ike—
- wise "been in ferment in recent years——the common

law .of contracts. - ‘At the time’ ‘an _institution.
. \awards tenure to a faculty mqpber, it enters into-

"a long—term employment contract .with him or her,
w1th/ mutual rights and _obllgatlons- _ Typically,,

_the faculty member*’recelves only a. letter...of :

appolntment or reappolntment -each year, and- the-
terms <~and conditions’ of employment (beyond’ the
: barebones of - salary and relevant -dates) are" con-—

' tained in faculty" handbgoks - and -‘other published-
materlals- When a“matter - in d1spute is not cov-—
-.ered ' by any 1nst1tutlonal documents, courts must
" look to the testlmony “of w1tne$ses in’ quest .of the

¢ mutual understandlng of the ‘contracting partles.

And, as ®s often -the case when-matters of common

- understand1ng ‘within the academ1c world are at

issue, courts will look  to. sources outs1de a given
1nst1tutlon for ass1stance. ' : .

Such has been the case’ in’ three ‘recent. ret1re—

ment cases. The case of first 1mpress1on was

Rehor v.. Case Western Reserve University, dec1ded

" by .the Supreme . Court -of Ohio ,in 1975. A tenured -
professor of ‘English. challengéd . Case’ Western's 'y
mandatory retirement ~agé of sixty-five. on the *°
ground that he had been awarded~tenure by Western
. Reserve Un1vers1ty, which had a nmndatory retire—
ment age- of seventy,’ ‘prior to 1ts mergef with Case’
Institute. The court’ concluded “that’ obv1ously all .

- terms" and;:condltions of ulployment in effect at = -
the -time tenure is ‘awarded - cannot -be; ‘frozen. far.’
thirty or th1rty-f1ve years; .otherwise an 1nst1tu—'

"- tion could not adapt to changed c1rcumstances-: It -
.therefore held that the Univers1ty ‘reserved ' the
dlscretion to” change the.- retlrement age appllcable;}'
. to. tenured faculty. (Also, and perhaps 1ncons1s—-
tently, the court. held that the faculty n@mber s~
signature’ .acceptlng reapp01ntment each year gave
his consent to the change ) Of: 1nterest ‘to us’ ig*

the fact: that the UnIver51ty succeeded in its
st . . R ) o ‘A"'uq:-""':

. R ' - -
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argument: concern1ng its’. d1scret:ion t:o change t:he
“retirement age by referrlng to . several A:A.U.P.-
" statements, particularly the Statement of Prin~

: ciples on Academic Retirement ‘and’ Insurance Plans,
‘issued in 1950, which emp‘nasized 1nst:it:ut:10nal

flex1bilit:y. A dissenting Judge made reference to -

the 'same . statement, --argul that. the. Unlvgrsit:y
nable

[ X

transition provisions for t‘hose adversely affect:ed‘ S

by any change.

A secondlr not:ewort:hy case 1s Drans V. Prov1—

dence College, ruled on twice by the ‘Supreme Court"

“of" Rhode _ Island (most: recently on, February' 1,

. 1980) In t:hat: case ‘a professor of modern langu—'.-"-

-ages sued for a declarat:ory Judgment t:hat "he--was

" pot’ “subject - to :'Providence College's’ mandatory

retirement age of sixt:y-flve because t:hat: ‘policy

- . had. been instituted. after he was:awarded” t:enure.-i_
The court concluded that the professor"' srslgnat:ure_
. on anrual reappolnt:ment: forms did not counstitute.

"consent, but ne.vertheless ruled in favor of the

- College. Follomng the ":réasoning'. of ‘the Case .’

Western case’' and " also relying on the’ AAUP.-‘_
' statements, t:he Rhode  Island court . held that, as

l6ng as a’ mandat:ory retlrement: program is adopted
. by a college in good fa1t:‘n "the age chosen is rea-

~ Somable, . ‘the policy" is: unlformly applied: to all. " .
facult:y 'mem"bers,’ and ' the essential function of

. tendre 1is  not- ,comgromlsed the . cqncept: of . tenure
will not preclude ‘the imposition of .a .mandatory.
. ‘retlrement: pol1cy. .. The court remanded the . case in
Lo order for. the trial’court to resolve t:he quest:ion
of whether the reasonable ‘expectations’ | w:Lt:hin the:
'academc community” - would indicate t:hat: the pro-

-fessor was. el1g1ble for ‘special cons1derat:10n upon B

o reachlng t:he age of ret:1rement:-

That: s when t:hlngs became - 1nt:erest:1ng. :.On-_"_@-‘

remand the trial justice -commented,. "I do- mot’
" know'- what: academic community the Supreme ‘Court was”

"f.'_;‘v_ref_errlng.'t;o.' All t:hat: I know is -that .this 1_s a

pp e M
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Lo J.lege and no. one els What: Bost:on Unlversn:y
Ny t:h1nks or” may do or €4 the A.A.U.P. thinks<or
.,xnay do 1s of ‘no consequence in resolv1ng .this con—
'troversy.” He. ‘wert on ‘te const: % the Supreme o
Court's use of the . phrase "within t:he‘academc
commun1t:y as meaning solely the, communlty within
the -bounds of -the Providence College . campiis; and™
—wrt:%n:n—t:tnrframe—of—construqtlon—concluded—that*—‘
the- -College's ‘award-to the’ professor of an addi-
‘tional - year. of . t:each1ng beyond the .age of s1xt:y-
f1ve was a reasonable transition prov1s1on.
’ Needles-s to say, the case .was aga1n appealed‘
. to ‘the-state. Supreme Court: v;hlch referring ‘to the -
.Case West:ern decision- as well as~severa1 non= "
, .'_ret:1rement: cases, -stated: ‘. e-We were ‘speaking
"o in; terms- of what: we are now calllng a '’ national =~ -
-+ academic commun1t:y, K3 phrase which ' encompasses_.':-'"_-
©'within its: reach all 1nst:1t:ut:10ns of h1gher learn— -,
ing .in .the "United States.” "I’he cdase ‘was aga1n':"-
remanded, - and f there. will . ‘be - no. fJ.nal resolutlon,:; .
' as the plaintiff is now deceased- A : =

The t:h1rd recent case involving cont:ract: prin—_ -
leles and the mandatory retirement .of . tenured. W
.facult:y is-Karlen v. N.Y. U.,- dec1ded by ‘the ' fed-
eral d1st:r1ct: court for _the Sout:hern Dlst:rlct of
~ New York on February 1, 1979 which I discussed at =~ -
-the beg1nn1ng of this talk in comnection with. the
const:1t:ut:1ona1i.t:t}7 of ' the - ADEA". exemption.:- In- that .
:-casg a -law .professor.. c.hallengedl,N ¥:U.'s. réduction.
of° Its mandatory ret:1rement: age from"' s1xty-eight~ ey
- to '31xt:y-f1ve. The court: - denied the Un1vers1t:y s
".mot:10n to. dlSm1$S, hold1ng ‘that .t:he professor s
-s:L' nature on reapp01nt:ment: let:t:ers d1d not: constl-,.-‘
<tutte. ct nsent, and in so. d01ng rehed ‘on- t:he ot:her"f "

. . e S -
- 4

You may be wondering by now why I have devot:ed G
so much t:1me t:o thls 11ne of cases, in v1ew of the.\ oo

i

-~ s - - N

EE AN R PR FEA . e
> : - ' A .t LN S0 :a'_.-

v ) , . ~.-_‘.. O T " ) ’ -

ERIC

Aruitoxt provided by Eic:



) N . . o :

‘ fact t:hat: the new federal - law w111 effect:ively E
_prevent institutions from feducing. their retire-

. ment ages in.the future. While: that is ‘true, there.- -
is an import:ant: underlying point corncerning t:he
role of A.A.U.P. st:at:ement:s in retirement’ cases :
(as well as in fidancial exigency ‘cases such 'as.-
Bloomfield College, and, Goucher Cpllege). It is of
tremendous importance-who .articulates the comm0n1y-

—heId—understandings—oP—the—academrc—comun1t:y—con*——

. cerning- the terms and _conditions of, faculty"’
empldyment, expecially in areas ‘where the consen—
sus of the past has .eroded. Through vigilance and- .
. an aggressive posture -in relevant litigation, t:he;'-'
.- A.ALU. P.. has gott:en a firm foothold in t:he judi-
B c1a1‘ door. It is. up to institutional representa— i
‘tives, through their various associatioms,: to be"

‘ equally vigilant’ and to point out to court:s where.
‘necessary, the d1fference between joint' st:at:ement:s
of t:he A .A.T. P. and institutional associations, on
t:he one " hand, and unilat:erally issued A.A.U.P. -
"statements .on . the other hand. A.C.E.’,fought this. .
- battle uccessfully in the - Goiicher ‘College case,._'""
'and I. pa t:icularly -commend. .to .you, an al:t:Lcle on’

- this isst Jin the Winter, 1978 edition of t:he Edu—

. cat::Lon.al &ecord by W. Todd Furniss.. s

.

F1na11y, ‘I would br:Lng t:o your at:tent:ion the

1980 revision of the 1950 Statenient of Principles

‘on Academic Ret:Lrement: " and. - Insurance ‘Plans to
which I referred ear11er._ This latest document was -

e prepared by a joiat .committee  of the A.A.U.P. and-
t:hes Assdéciation of American Colleges,- and appears’
“in: the September; 11980 "edition - of Academe. It 1§’
too long for ‘me to sunnnanze “here, -but.-I. urge you - .

o Lto review it.as part of your, inst:rt:ut:lon s ,retire— ’
. ment deliberdtions. If\ t:here are respect:s in which ...
_your - institution’s pol:.c:.es ‘differ from those -

endorsed by the: st:at:ement:, for reasons that should
be obv1ous. by now I urge: you .to- ‘commit your pol:L-'.f.. 'l

; . ':_ c1es .to unambiguous wr:Lting.' Otherwise, - the
: A A.G.P.'s pol:.cies may by 3ud1c1a1 f:Lat: be held o
.. - to be your own. o C [__a
e g T T ‘ P




. -Mandatory Retirement Age Legislation,
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. for Tenured Faculty . - . 5

The Policy Issdes” and 'Ileir Cont:ext: S

._ . . ] v . / . . . ‘V.,

e .__.W. Lee Hansen'v B
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o " Dr. . Hansen 1s a memb of t:he Depa.rt:ment: of
—————Economics—of—t:he—Universﬂ: r—of—W‘i:sconson-Mad:uson—_
. A graduate of the :University -of: Wisconsin and
. Johns- Hopkins University, - he has held a. number of -
distinquished fellowships and has served as Senior )
- Staff Economist for. t:he Presiﬂent s Council of. ..
‘Economic Advisers. - ') e ST

He is current:ly cod1rect:1ng a-st:udy of the '
1mpact: of t:he change "in 'mandatory "retirement in o
" the- academ1c S'ect:or for. the Department of Labor.
**** S
o . My ass:l.gnment: today is” t:o ‘review: .t:he maJor~
,pollcy 1ssues and. t:helr context so as- :to set the
stage  for ~your “discussion .of retirement p011c1es
and’ programs at your 1nst:1t:ut:10ns..' All of-this 1is
~-‘-occas1oned by~ the 1mpress1ve series o§ report:s-
. prepared ‘by COFHE on the impact of changes in the -
B ,' age of mandat:ory ret:1rement: at its member’ 1nst:itu— :
t:10ns.. My comments w1ll t:ouch on a varlet:y of:

-topies: . o0 T

1) ;t:he maJor pubhc pollcy issies affect:ing

‘ '»_ret:irement: at colleges and. ‘universities

as . t:hey are likely to. unfold _over t:he

- next few-yearss;. -
2)-. . how : the resolution of t:hese issues will.
".— affect: the range of opport:unl,tles open to
-‘your,. 1ndiv1dual inst:it:utlons, .
(3) llkely changes in” the : econonuc‘posn.tlonz -.,-C
* of ifaculty memhers that will affect: and ~*
1nf1uence t:hei.r plans for retlrement:, and




O

The MaJor Policy Issues ~

. " Two - overriding policy issues,  plus’ anothet. - .
' .subsidiary but still important ‘issue, ‘confront. us:
% in. dealing’ with retirement . in higher. educat:ion..
‘—One’—frwhether—congress—ml—l—decide—t:o—~cont:inue——
the ‘exemption for _tenured -faculty members from ‘the. -,
'_provisions of: t:he 1978 amendments to: the Age Dis- .
A _criminat:ion Aine Employment Act ,of- 1967." In’ July
« 7 1982 the'" ‘carrént exempt:ion expires, -meaning that
- the’ minimum mandat:ory ritirement- age. for. temxred
T facult:y members will rise to age - 70 _unless st:at:e
- . law aut:horizes a higher age or ‘none - ‘at all. - “Itvis
~ - ¢ well-known that /many state. legislatufreslia've moved .' -
.o rap1dly to respond - to the federal: leg lationt. by _
"~ making a similav change’ ‘and in some ‘cases . prohib?- }‘;_" .
' ting -altogether "any mandatory age of retirement- .
) _'_-Because of -these "éhanges, a cont:inuat:ion by the
. federal government: .of the préznt: exemption would .
.leave a cogsiderablya smaller fraction ‘of all ten— -' ‘
¢ ured facult:y subJect: to retirement ‘at ‘age’ 65 "than"
. was t:he case .prior to; ipt:roduct:ion of t:he federal :
- leg1slation in 1977.. T L C T
. . . "._7.- 7 . ‘ﬁ
o This § raises : t:he interest:lng ‘and - important:
..__,quest:ion ‘as’ ‘fo . whether’ h»igher ‘education ' should:-
' f'“‘organi.ze 1t:self to- flght: to make the exemption a,
S permanent: one.." How " much ~support would come frbm‘."
. faculty and admlnist:rators ‘at colleges and unlver—
.. - sities - across _the; count:ry" " What. support: JWould
.+ " come “from t:he higher education est:ablisbment: in -
N ,_'Washingt:On" -How strong- w0u1d ‘this: support - ‘pe’ i‘f .
- "'_only a- smaIl segment of ‘higher educat:lorr,. we‘re‘ bR
affected? * - I believen ‘that “’continuation of t:he
exempt:ion ‘would be a hard battle to, fight ‘and to.
. wine -But if .there  is t@: ‘be- a’ flght:,_t:he st:rat:egy "
’for,,guiding it should be organized soon. . . ST
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','.' ‘The second i.ssue is how t:o'react: t:o fre-
- quently-made . PI‘opmsals that there be no minimum - . -
—MRA-—whgtSoeﬂeJ:- Both—presidential—candidates — ==
-favored this] p°sit:ion. ~In_the heat-of-:a“ political :
campaign 16718 "eagy "to make promises ~1like this.
.---—At -the -s3ne ',tilne T expect  that- for. some mpnt:hs _ e
RepreSentatiVe Claude. Pepper has bepn, quietly R
‘plotting his Strategy for amcapping -the MRA. - L
* These signs 9"8gest that retirement age will be a ,
+" hot Iegis:l_at:ive issue in the very near future. If *-
__"{so,'thls ral es ‘the -Same question noted before: ..
' How' sbould oL leges and universities as a, group
‘deal with tbis proposal" ‘Should “they -oppose’ .it? e
On what b3815 Should .they argue for.a- permanent: ST
exemption at 28¢ 70, as a compromise with the pre- - .
sent -exemPtif??  How do- ‘they make .their = case? S
~ What- is so0 uf’_Que about higher education? Even if o L
; ‘-’federal legig*?jon - exempts college faculty: mem—_ C
."bers, how ca® States be. restrained from -elimina~
. ting the exémptzlon that the federal government ,
" finds .quite”#Cteptable?. I leave these questions .-
for you to pof1 Sr. "'r SRR T 5 S

: A third 35 Que 'still a bit further off, is a

poss:.ble (:haﬂge in the age at which people are

‘entitled' to- Y% jve maximum social - security bene-

fits at retifenlent. Currently, - that age is. 65,

- with.- reduCEd ’anefits available at age. 62. But:

even- the to? itlon of present . and , prospective _

social SECUf t}f flnancing, : suggest:lons ~have:. .. -

already - been ‘#34e about changing the age at .which' =~
, jmaximum penefts are available, moving it from 65
- to’ 67 or.68 a4 3 maybe even to age 70. Of course,
_this is. a nat ©nal question that transcends higher -
cation.” A4 yer if -this change is made, it
have im,?ortanc consequences for the ret:ire-
ment) -of facultY pembers, particularly if the age T
emption Should - be made permanent; 'in. any :
the ave¥2Re age of 'retirement. could rise by N
vseveraI years’a a result of a change like t:his.- '




‘ "hpublfc institutlons have long had a MRA: of 70 -and
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Adjustments Wi\d:n Higher Education o ._,.
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—However—these—issues—are-—resoi:ved—this—sti—}lj—'
- leaves several important questions ‘for colleges'
:: and universities-their faculties and administra—, e
__tors.- Foremost: 1n the. minds of many is this ques—- ’
‘tion: How can ret1rement policies and programs be
operated without excessive - fedex:al intrusion into-
the academic affairs of.. colleges and universi— o
ties" The. record of -federal agencies in promulga—_'
ting ‘regulations designed - . guide'. or . govern
implementation of the 1978 Amendments to .the ADEA * .
is reason -enough: to give anyone pause. - The: reg’u-..?-- S
lations’ have .been: slow’ in coming, % they : are - - ‘
extremer detailed, they are voluminous, and. they G
/‘tend to be less flexible than they could be. ' R

4

: On the assumption that *the exempt19n does
expire and the age=of. MRA - goes to 70, then what?
One option is simply to -‘adapt, allowing faculty -
members to :retire - when they will." - Many top-notch

ey seem to have flourished or at least survived
- over  the:’ years. Even though th teach1ng and”
research performances of - some \faculty members
decline: with age, knowledgeable faculty and admin- S
1strators have coped with these problems in vari-, e
ous -ways. '; They have - encouraged inmproved perfor—_
mance,’ reallocated respons1bilities, suggested the - s
possibllity of. early retirement, helped_f' to work
‘out early retirement arrangements, ‘and in extreme
cases . and’ usually as a last resort, ‘actually for— v
‘ced ’éhe ‘reluctant. . to retire.- One knowledgeable . ..
dean I: know suggests that in h1s experience the
real breaking point comes somewhere between age 65
.and 70——with an! earlier age 65 retirement forcing -,
.out . many -able faculty members prematurely and- a
later age 70 ret:l.rement creating ~problems for 'a -
‘small number -of faculty whose performance has '
clearly deter:Lorated. . .

l o » SR .
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A second opt:ion-t:he one that: concerns. most: Off _
you here today——1is .to develop" plans, policies, and .
‘programs to . encourage -earlier retirement.  -This:.-
- will get T1d of so-ca11ed deadwood -and  permit - -
: 'it:s~ replacement with’ new young racult:y .members '
i whose .presence w111 invigorat:e instruct:ion and
research.‘ 'I‘his means t:hat:*early retirement- - pro— ael
grams must.. be designed that will benefit . both the -
affected - individuals - and .their = institutions. |
Whet:her t:hese voluntary programs will be effective -
" in “changing the quality. of the. faculty along the =
. lines* just suggested - depends heavily on- which
facult:y members are induced, to retire. - In’ other -
what: kinds, of early ret:1rement: .1ncent:1ves
3 ost.. -helpful’ - st:1mu1at:1ng : se1ect:1ve
early‘ retimment?‘.. 1 _:these ,‘programs result -in sthe ' .
_early ret:irement: of: the- oW, lgast: ‘able facult:y _:_‘.'
members), ~then :average qualit:y will rise.  But, .if.
_insteéad - the ablest: facult:y members are attracted
- into early ret:1rement, .then everyone loses. This'-
means  that ‘the: 1ncent::l_ves must - be- des1gn‘ed care-‘ '; )
ful],y to ac‘:.eve 1nst:it:ut:10nal purposes.ii b
: - s n . ""d ' e
te . An’ addit:iona.l set of plans, policies, : and Jiro— -
‘grams will be necessary . to deal ‘with -decliresin
. the physical and . 1nt:e11ect:ua1 v1t:a11t:y ;of aging
“faculty members. Inst:1tut:10ns will "no doubt: _be’ -
forced to: devise procedures-—not: too elaborat:e we
“hope, but’ .more formal than they now have-—for ,pef-;
iodically evaluating the performance .of-_ older
".”--facul—t:y members and f1nd1ng ways where necessary :
v1 ‘to’ Fetire some of . them premat:urely--for ‘cause.
'I‘hls is not a pleasarrt task? to cont:emplat:e.- ‘How -] .
. are such dec1sions to be made? What criteria will
have . to ‘be- employed> to assess p°erformance" Who
. rwilkE dec1de" The - questions are numerous and dif-
S ficultl- And though .we may somehow -avoid this .
. *pat:h ‘I."am .not too opt:imlst:lc. . In any case, we
z‘should begin to - t:hink about: t:h1s now rat:her t:han
lat:er. Co . . K .
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"~ Dealing intelligently with t:hese internal mat:—
ters arising out of the resolut:ion of the broad "
policy. issues will" be difficult. . To the extent ,

'~ that the minimum age of MRA is raised, -to.say 70,"
——,—at:—least:—some—faculty—members—will—take—advantage%
of the change by continuing to teach. Others will
continue to opt” for early ret:irement:, ‘as has long.. .
o been the case.. On balance, however, "the average '
age. of ret:irement:s is likely . t:o creep uRg by from
‘ one to three years, according to the best current ® .
" estimates. Such - estimat&" run -~ countér to. “the
find—ing t:hat: over the past .two decades there has
. been a -continuing decline ‘in the average age of
facult:y ret'irement:s. “Which of these two’ opposing .
forces ~will dominate——the t:rend toward earlier .
ret:irement: or the possibilit:y' of cont:1nuing t:o"_,
t:each unt:il age 70'7 . ) R '
" New Pressures, P “' T

- Y

<1t is- clear't:hat: the economic pressures t:oi-
defer retirement: will height:en. ~0ne force . pushing... .
in that direct:ion is inflat:ion whose underlying»"
. rate is current:ly ‘estimated ‘to: ‘be about: ten per—
i cents- This is up subst:ant:ially from»t:hree percent:
. a decade ago and from . one . percent: ‘twenty years'.‘
*  ago.. It.is “interesting. fo note” the effect of =~
‘inflation on‘ retirement benefi After. five
. ',years at - a‘one ‘percent’ inflat:ion fte the ‘real -
~ value_of a doller:of ‘bénefits’ drops by about -six -
percent:, ~at a= three . percent: inflation rat:e 1t:f'~;
drops by about: fifteen- ‘percent; at a’ t:en percent:
‘!'?' ipflat:lon rat:e it drops by. about fort:y percent,-'.;;'f
-etes” To- t:he ext:ent: .that .individual : facult:y mem—_»-'
bers .can see t:he effect:s of inflat:lon on t:heareal o
“ value. of . t:heir benefit:s, and tHere is no’ reason to -
- doubt t:his, they w111 opt "to. cont:inuek ‘working."
ThiS‘W'Lll beef up t:he ret:irement: annuit:ies of -
‘those'” facult:y~ members- >with "defined’ con,t:;.ibut:ion '
plans and augmen‘ﬁx the ret:irement: »benefit:s of t:hose .
facult:y under defined beneflt p1ans. S .
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' Whlle inflaEion is an. 1mportant cons1deration,
‘less attention, has - been g1Ven ‘to:rthe depressing
‘fact ‘that the startfng real value of/pension bene-
————fits—hasraiready*been—eroded—by—the—declining—reak————~
value of faculty salaries.. ‘Real faculty salaries -
fallen over ‘the: past . decade,zboth absolutely and' .
‘relative to other occupational groups..”rhis :means '
that, pension accumulations have :lagged seriously
and this d4mplies that. the relative position of
retired faculty" members will be - “substantially
" reduced relative to a decade: ago. The evidence on
w-faculty salary declines is - s1gn1ficant. Average -
salaries have fallen by almpst 20 percent over the -
last decade,‘ whether measured by rank, institu-
tional category, .or type . of institution. . This..
‘trend 1is likely to cdntinue,: with ever greater
'*adverse censequences ..for’ faculty retirement bene-
f1ts.- Th& situation for faculty members contrasts};_ﬁ:
sharply with- the s1tuation for other large groups_Z?,
<" of - workers, those in federal state and local gov— j‘J
ernments,4and in the unionized sectors of the pri- .
vate eConomy..' Of - course, “the - Social Securlty‘
benefits received ° by .most faculty members - are . .
- indexed, ' hus lessening somewhat <the 1mpact of )
' 1nflation. But this.is smaTl comfort since Social
Secur1ty benef1ts are also indexed for all othey..
retlxees. ., X

.b'q‘ K@?o ‘sum up," faculty members will have to adJustJ
;_‘to continulng inflation : and, 'declining “real. : . ;

fits.
'retirement as long as possible.‘ﬁ"“{

A If these problems aré not. enough faculty mem. PR
' bers will*® also suffer disproportionately Secause:" o
-of - sharp recent ‘and projected “increases in  the . -
Social Security tax and wage. base, as required by " -

- federal legislation passed several - years ago. By~
~the 'mid -to late 1980s v1rtua11y all’ of “the ¢ .
salaries ‘of ‘the vast maJorlty of faculty members = .-
;willrbe fully taxed under Social Security. *4nd to .
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the -extent- that inflation contimues to  push-

e

-~ Because* of the way social security benefits are . -
"paid out, faculty members will gain. relatively‘_
"little from their® additional payments. Nor* will"
" ‘they see apparent: gains' in- benefits accruing to

faculty members into higher tax brackets- (though
. perhaps more slowly than for most - other groups),

much  -less sharply than their nominal incomes.

_.them. as a consequence of larger income tax pay-
“mentsw Thus, we. find ourselves \a‘:n ‘a difficult

‘_decline" Given the continuance of “inflation and~

situation. . ‘News of “this will ‘be” “unlikely - -to.

create joy among faculty members in the l980s-

How- strong is the likelihood that faculty_a':_.»

s.alarie‘s‘ will continue their . real absolute

" the improbabilftyt that facu}ty salaries willtbe

indexed, inflation will continue to erodethe real_
value of our salaries. Moreover,. faculty salaries'"'f.

are uplikely to rise dramatically 1n nominal. terms

the a‘fter—tax—income—of——faculty-members—will—rise—

' because of familiar constraigts on' the fupds that_

provide sal ies-'-legigative appropriations -for

public institutions and tuition plus, fund - raisi*ng«.s . e
efforts for private institutions: I do not have '
- time to sp,ell out my reasons for the expectatxon

that "~ faculty salaries ~will show mno. significant

improvem_pts. “Nor is’ there ‘time to d1spel the

popular- notion that faculty salaries have lagged :

“and w111 continue ‘to .lag because of the great

abundance of new PhDsj ‘this’ explanation ignores a:

_'variety of important instit\utional constraints.

IHigher Education s’ ~Prospects

Let me now examine the prospects _"fo.r higher

: education finance in the 1980s.- ‘The. likelihood of "

.seeing the funding"”_.”base for higher- education aug-'

" mented is- not great 0
the economy and: on- the amount- ‘of ‘real” economic "

growth we experience 1n the next ten years-'- This .

L
-

‘ Much depends on- “the.: ‘state of

- .

"W:Lll determine ‘the m.ze of the total pie available

-
. P
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to individuals ‘to allocate to meet: their varying N
' 4£rivate and- public needs. k :

*in turn their availability, will depend heavily— at ;
least in the public ‘sector omr enrollments. .- This
is because enrollments determine total. sta‘te aid.
-which is cost per. student: multiplied by the number
of students. . Private - institutions ‘must rely ‘on
other sources’ ‘of funds, including tuition and con—'
.-tributipns.- Here, tbvo, however, total enrollment: o

affects the amount of funds needed.: 7

. Partly for this reason the big uncertainity is

" over .the- direction and magnitude of enrollment
changes. Economist-:Howard Bowen sugge'sts that-
enrollments: could rise substantially, and he sug-.
-gests that .they ‘will, to the extent that we can -~

L cultivate and capture large untapped markets for
our services. Economist ‘Steven Dresch concludes
that enrollments might drop by - as much as 50 per-
.cent as potential students. respond {(by not enrol-
ling) to the decli’ning ecqnomin returns to col-
lege—going, they will ‘opt “in greater numbers, than
in the past- not to .attend college. ‘The Carnegie .

~Council-on Public Policy suggests ‘an. 1ntermediate N

':‘fi)osition, w1th the likell‘nood of 1.a i5-10 percent."",
decline  in enrollments., For -individual institiu—

"¢ tiene enrollment changes are- 1likely .to be:greater, =
or smaller, ‘whatever the overall. change. 'I.’hey are
also 1likely to be greater for t;l;le private than
public sector 1nstitutions, given the ‘tuition
‘levels and differentials, institutional location,

" and the liberal arts orientation of many private K
colleges and univ%sities. ’

- .

-

. Another source of uncertainty is the extent: “to
which higher educati’bn -will "be saddled with new
soc1al mandates -that mll affect the demand for =

higher education ‘and. perhaps even, more importantly
. the? ct)sts 'of highert educ'ation.. .One"of these man—_ﬁ...:;-
dates is almOSt'certain to be a. greater push for“‘.

o B . B
. . o T L ‘_ . 3
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_accouritability, with consequent - rules, costly
‘reporting systems,' ‘need for spec1allzed personnel

to deal with them, etc. - Increased .amounts . of -

__remedial instruction - are now- being ) offered.

whether we are being pushed to, do ‘this or pulledl_ _
by our own choices is not entirely clear. By con- -

‘ trast, ‘there. could also-be a2 new push for instruc—

'_xtlonal support - and “6pecial programs fors research s
~and for advanced training from the federal govern-—
ment. We_may _have seen the first stirrings of Va__'~'
new effort: promote . such programs with . the-

' release’ in early Ocgober. of a report to ‘the Presi-

5 dent- from the ..National Science Foundation and .-

“'Department of Education én’our ‘lagging scient1f1c'

v ".angd; engineering education. ~ What is. 1mportant “to

v ° recognize 1s the folIowing.' :Some  of, these. man-«'_-',;._-.v.;-,‘
S¥ dates we’ ‘can’ do ‘well, whereas-others we afe ill= -
' equipped to provide. - I . -expect that we will con-—
. . tinue. to" seek to. do those that we- belleve we can -
l_" do well—in the aréas of .research and traditional _
' 1nstruction-and that we will- lag in “dur- efforts'.' T

to do other- things thrust upon us unwillingly.

What: about: the dlfferent sources of funds"lv

-.-,..:;There are five major sources of funds. students;
their parents, state 'shd private! “sources.: -which

__Jprov1de the biilk of instructional funds, *and the-,__,".
federal” govermnent.: Student funding programs .con- -
tinue to evolve, -but they. have _been’ given shape
“for the next five- years ~by. congressional action **
. gust a’ month ago. The reauthorlzatlon calls for a . -
T scheduled -pattern, of 1nc eases in: student finan—f .
‘..clal aid that we hope wi l be stable’ and predic-\'

'table. -

tions isjmore difficult to predict, 'in large -part

i ...State support: for publlc 1nstitutions and fre-'.
quentlp for students attending private institu-.".

P

" because of ‘public.coficerr about the. growth of gov_."l
ernment spending. TS push Jor tax-expenchture e
limitation programs through constititional amend= "~ -
-ments - and leglslatlve actions 'n the various

S
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states could. st:rlke a serjous blow against: higher
T educat:ien.- .Witness the 'p edict:ed consequences ,of - DT
* the “TISCH ‘amendment .in Michigan. Or takg a’ state .

. such as Wisconsin which' has’ always been . exceed-'
1ng1y- generous in its support of—hlgher educa-
_‘tion. . -Becdusé ' of tight state' budget:, we e
recent:ly added a $30 per semest:er t:ultlon sur—"
"charge. at Madison. 'This may ‘well. mark a’ change in
the decade—old forpula that set tuition at 25 per—

. cent’ of‘ inst:ruct:ional cost:s, prior to that it ‘was
20 ‘percent.. When this is combined with the ‘index- - *
ing ‘of * state- 1ncome t:ax brackets - ~in Wlscons1n,

. which came’ as part, ‘of an almost $1 billzon tax’

’ reduct:1on 3 year ago, _t:he state. tax system will no-

1onger be -the- money ‘producer it has been 'in’ ‘the .
- . past. : To 'the extent “that: more: funds are fo. be . T

: allocat:ed to higher’ educatlon they will have to be o
.. taken out of ot:her programs. Whether we -can bu11d '
‘an effective case.for" added,_funding, agalnst: “such .

programs as,- say, welfare a1d is not all‘ cert:al:n-_ e
o s

e

-~

vy

) Pr1vat:e fund1ng for h1gher educatlon .may suf- N
.fer s1m11 rly., People may g1ve less ,for t:he same .

ent. On t:he er: handy; - aggressive * 3‘*
fing. effort:s “by.- pxﬁa‘te a.nstltut:mns "c‘an.,. _;vl,- '
put: them in an ‘especially st:rong pos1t:10n Lo’ com~-_ .. 5
..pete with ' the ' piblic sector .with®’ Téspect “ to - - i
facult:y sa1ar1es, -early ret:irement: programs, and - "
.the. like.- _«Perhaps .they. can.also. narrow ;the pub- _
11c—pr1vat:e tuition differentlal. ="1‘h1s may ‘be the-
. +Iong™ awa.lt;ed ray of hope for pr1vat:e hlgher educa-.

t:ion. R s

e, : L .. .=t .
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_ Federal fundlng beyond st:udent: a1d i-s also
.unc¢ertain. i Whether- add1t:10na1 fundlng will be-
'_.avallable *for research remalns to be seen. -How- -
ever, growing Concern :about’ slow productivity _
growt:h .¢ould well generate a mew burst. of’ enthusi- ,
“asm'‘for ‘basic research, much .of which would. have S "_'
to be done ‘at the colleges. and universltles” ‘How"" -
favorably inc11ned t:he ﬂederal government: may "be ’

', .
e

e
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T t:oq JEund special programs "designed to - proxiide s
¢ aIt:ernat:ive support for -top-motch young scholars-"
" " to.develop their research potential (in. a: period '. ..
, when ‘academic jobs:'are not- available- for - ‘them) is.
—al"o—unc erta‘i:n——ﬂel-p—of—this—kind—can—be—cri tical——

in dealing with .the* short:run problems- arlsing from
- t:he change in the. age of mandat:ory retirenmnt: and-
SO with the. longrun problems ‘arising, from the - -pecu— .
\ ~1idr age structure.of academe .as we . mov& int:o the_-_'_
;h._1980s._~ S \ . i

T

9.'.

S . . at
’j__.'. . . ._._’_

Summary and Conclusions

Let: me_ now summarize. ; The immediat:e policy -
isSues ‘concern tte* eXempt:ion -which. expires in '1982;‘_“
and likely congress1onal action to eliminate 'all-
. MRA. .- What-.should - we . do to affect . this legisla-
"'_',, t:ion" * How will -we adjust .to - this legislat:ion
o assuming it. t:akes its predicted course? How éan .
~ rwe work to ‘minimize -its adverse impact: on the~ qua—

Iit:y of“American hlgher educat:ion"

A

A a
- "‘_ »A -‘ .- .

_-.“_,-:*." Dealing w1t:h t:hese quest:ions is‘. difficuLt fOr LT
o . several : reasons.v First:,. -inflation, . which _ !
- ‘llkel;y _fo' continue ' umabited,. .quickly erodes R
v facalty - ‘satary increases and ‘pushes’ more . facult:y k
T members to continue t:eaching until they, are forced
A .to " retire:. Inflat:ion “also . erodes the - real ‘and’
- relative value of their hard—earned persion bene—
- fits.  THe:continued increases in;Social Securit:y
taxes and- perspnal income’ t:axes will contribut:e to_-‘r'f_«.
.. further facult:y d1s1llusionment: with their econo—.‘ ot
e mAe position.; . How they will cope w1t:h this is, R
o difficult: to speculat:e a‘bout.l : SUNPLS

" The prospect:s for higher educat:ion finance are
not: especially opt:1mist:ic- St:ate funding * :
likelyv t:o const:rain »publlc inst:it:ut:10ns in many:
. ways:.and " t:o prevent: them f‘rom taking s1gnificant: ‘
7 steps. either ‘to-maidtsin: real salaries oriito’ stim--
“ ulat:e -earlier retirement:-- " The™ pr1Vat:e sec't:or,.,_
t:hough hard ,pressed wilL have greLat:er _ﬁlexibﬂ.i-t:y
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-'to deal w1th ear]&- retlrement:. It: w111 also have

“the -.\opportunity to bi’:ing‘ about: .subst:ant:ialt
‘improvetients: in’ t’ﬁe qualit:y of its" facult;y- And’

it may be-‘a‘b’.te “to- improve ity drawing power for -

<students..’ Much_depends-on whetHetr-it cali- 1nc9ease

.

its growth of volunt:ary ,ﬁmﬁi‘ng, faster ‘t:han “the -
‘growth ~of . public"* sector fun@.ng.--,‘ Substant::kg.l
addltions of federal funds appear“’to :Be. unliﬁely.-

| To “sim’ up,-" the. ‘chanc o,f finding "sOme w1nhfa11

solut:ion to’ our prohl‘erns ts ‘slight,” and we w'11~1‘ be e

1ncre351ng1y const:ralned throﬁ.lghout the'1986su a.::__

- ‘ -
’

C e

optlmlst:lc at:mosphere of t:he earlx 19605, “only -
d1m1y perceived as poss1‘b1e “in ‘thé” early: 19705,
and ‘now upon” us-'in the .early 19805. Al71 - of you

“will more* than.,’ eam your salarles dul:lng *these

coming  years. and as a res lt you wi l‘F‘probably
rehsh ea.rly ret,ivremeﬁ't‘*&< partlcular y 1rf the
incentives‘are favorable ,enoughn « I wish you well

To conclude, e could bé d_escr:Lbed~ ‘as’ entenng‘?-- _
‘a mew. era of limlt:s, somet:h:l.ng funimaglnable 1‘h t:he

is

in your wo‘rk .and’ 1n‘oyeu;‘:' eﬁforts .to-devise effec—:.'

t1ve ways | of coping with 11mited resources.*'t:he

ag1ng« of our facuItrz.es, \and q:he speclal d1ff1cul-" ‘

t:1es creat:ed by the change in mandatory ret:n;ement:. .

- e » L .
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A RusseIISout:hwort:h , -

" Mr. Sout:hwort:h is a principaL of Tillinghast:,

Nelson .and Warren, . .which’ is a national fim of",
COnsult:ing actuaries. " He 1s_ the manager of the
"'.New ‘England- Off‘ice ‘and- has: mo¥ t:han twelve’ years

of service in @ ployee benefit: consult:ing- T i el
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sure that there are quest:ions being asked.. One* »
part?cular 'comment I have is that if in fact 'we

move ‘to. age 70 as - a‘ mandat:o _retirément. and you:

; ha’ve to provide benefit: ‘credit to -that. t:ime, there
o -1s no question “in ‘my .mind . t:hat: ~-most. .of your-.
"scbools are going to. have  to readdress your entire
- defined .objective and the accumulat:ion that" you 11-
“. " have - -to- - provide 1s- somet:h:.ng less.because the"
longevit:«y is lessu Jhis, .in fact:, on the" opt:im—'

~,ﬁ “ istic, side,,will end up. enabling you_ to act:ually
SRR -u_.reduce falrly significantly the™ cont:ribut:ions .on
f' . your existing program, maybe to .the extent. of
T 25-30%, depending upon how you might: use your
_progect:ions. : . Lo
5. -:_7‘ .~ Now,. the probl wit:h t:his of* course is, and .-

It-is really ‘nice to be in a po‘sit:ion to maKe ™

0
)

o
.-.(,.:

‘ .again, +I'm- t:alki‘ng here to try “and st:imulat:e sﬂome'_" _'_f.,'

discussion; “the problem wiE'h t:his» oL, cQurse"“ 'I.s;, S0

B t:hat: a lot of people are unable: to work unti e
.. 20 or do not want. to, so t:hat: you'll probably: fing.
"f} yourself hav1ng to come up wit:h some ‘sort of : earl

. retirement: inducement, whet:her out: “of nécessit:y ory.
* to ‘allow these. people to get: out: “.ln .terms of the e

deadwood problem.

Now,  the dollars t:hat: you Wlll save " immedi— "

"at:e]:”y ‘by" redu¢ing-. -contributions to meet. a bepefit

target at age 70 wiill® enable~-you, “1f you work, to . .
earmark’ alncert:ain amount: “of t:his 5 sav.ings, : and. ,'ﬁ

' "'certainly ot all of it 1is’ required to - come up

L = .




,probably w.tth somé very genel.!ous early retirement i :_
. _schemes to ‘eénable people going out prior -to .70 to+
“--have as: high :an income ‘as they :otherwise would/ -
.. have - had - if hey ‘worked ' ‘antil - 70. So I don t/
v 'think it's all%n the bad side.. = :
. ¢ ', - I.think ‘you will have to come’ to" grips with
— ."'thatﬁp&rt—icular—rproblem—of—reducing—the—cont ribue;
> . tiom, leveLs for ‘existing faculty. ' The -reason you
‘w111 end up=obviously saVLng some funds is- that P
-7 all good schools end up_ having - people leaving your '
R 1nsti'tutions along the . way, and -you're- not: going
g \to have - to. provide those early retirement schemes
= Litls going to sbe the ‘next - employer.;-And to the
_ extent that “these ° peop1e actually _leave educa- KRR
- tional institutLons entirely, it ‘becomes a savings
collectiv,eJ.y to all of you. - N
Another thing we . seem to be rupning into to
.'some ‘degree -in_some of our 'schools - we've asked e
a repeatedly, , because ".of inflation, - because im0
<+ certain’ cases you have defined contribu.tion pro—.
" - gramg that m1ght be 1ntegrated mth Social . Secu-
.. rity, that is yod provide @ higher level of .con=; .
- tributions on sa‘laries in -excess of Sécial Secu-
o . rity.- There's been .a cokErn that. as. the Social
’ ’Security wage base goesup much faster than infla— f'g
s tion, that obv1ously the faculty :are losing in the '
aggregate “n".terms. of contributions .going into
“their plans, ‘and- what s "this doing. in terms of not’ -
'.'.’-_* meeting - retirement income - objectives - that ,.we ;

.,'

A

L established previously? - - Cos
Well amazing}.y enough, in spite of’ the infla-

" 'tion and the rapid. salary increases, falthough not-
SO, rapid according :to - Lee, - for faculty, " and the
fact that on” integrated zplans contributions as ao'

i percentage of:. pay are. actually getting smaller,
.the benefits at retirement .are" actually becoming
Iarger as " a- percentage of pay> for onexsimple\

. reason,: that, ‘when'. youl take you - accumulation at

o ret1rement and convert, 4t idto} an«,annuity, .you'rée’ ;

A converting it “on-an -interest rate that” hds' been '-.=«.

‘going  up consistently at TIAA £rom 1970 'through

\'\." 1980' - —_f‘“ Lo I -’ I Y w0y -
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i The problem is this.s I know that TIAA for‘w
- instance, is now ‘fioving . its interest rates “from 9 *
: 1/2 to ‘10 1/2%, thereby providing even ‘that. "much: -
greater annuity on a. given accumulation. “The only- .
- way! that ‘we -can sustain,Aor TIAA can’ sustain,,a 10
_ l/Z 011 ...172. interest rate' .onm - its  'existing .~
portfolio obviously is® _for. continued ~inflation.’
In fact, - the only " reason that longer term fixed
. income obligations yield ll .and, 12-: and 132 is: ﬁf
, because .of ‘a- -perceived: inflation rate'of something
_" like "10%.. ~So-- suddenly'to focus on what has - been "‘
* the traditional way: ‘of - looking on benefits at
C retirement to ‘see  if ithey are meeting" adequate
> income -objectives, - when you ‘take that: into. account
' with Social- Security, I think maybe.is the’ wrong.
'S way to look at it now, particularly‘when yOu s .]
“shot.,at- that one, age and’ then find.:a: fremenddbs
qeros1on over time, particularly ‘at 8 or' 9 or 102..4
* . L-don't have to .tell".youf “how much erosion. you
do see:: And" particularlyb with faculty members
where’ Soc1al‘Secur1ty which is fully indexe& pro-‘,f'
' -.vides 25% or, less of a_ person “total 1ncome, the
~total. erosion factor is fairly lhrge. i
*‘\i These are comments-, frankly, just te.try-xo
stimulate~somevdi$cussion‘ i do have ‘a gueStion Ll
Y Laura.--I ‘think she’ mentioned at one point that”;
the longer “the EEOC proposal does " not come  outy. .
the better chance it 'has, in terms continued pem .
sion. credic, -of not becoming+law -in-the future. Do:>-f
you actually feel that that might be the case?."I°

fined benefit and defined contrlbution plans” will
“have to provide credit- night up’ to ‘the new manda-'r
g tory retirement age- C . v -
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NERR - < Quest:ions and Answers

-

_'Q: : What: -do you ° foresee happe’ning wit:h t:he
apparently differing interp;etation of . regulat:ions
by t:he EEOC and Depart:ment of Labor" R : B

o

LF The Age Discr].minat:ion and Employment: Act:
act:ually t:echnically is* an:’ amendment: of the Por—’_
t:al-t:o—Port:al Pay Act,: wit:h which ;many ~-of. ; you S
,". labor lawyers and economists ~:are probagly familiar,. s
- s which -\exempt:s '
e employers ‘from any liabilit:y t:hat: tﬁ‘ey 'm.afy A ncur
t:hrough good fait:h reliance - on regulatory irﬂ:erpre—.
" tations by any administ:rat:ive agericy.’ SQF l think -
schools, ‘for however. long ‘the; Ifepartment df Labor 5.
.interpretations st:ay in’ effec > will fbe rot:e;:t:ed
from any l).abilit:y. for any-t:hing t:hat: happggs d}fring
S t:hat time. As for the question of whether: the EEOC
'is likely in the futufe to change Labor’ s int:erpre—
“  “tation - I do get the impression. that, ‘as I said,
they are : gun—shy “as"a result-of what: happened to.
them in the Gilbert case. 'If all” "of - -you .are; not-
familiar with General Electric, v."Gilﬁ'é{t:,:,t:ha:tx‘,
was the pregnancy:* disability ‘case> 2 th.%...
+Supreme Court of the’ United States satid

N

Ip o st: in
t:hese words. that :the" regulations:of’the EEOC .,are'-
not wort:h the -paper t:hey are wrltt:en .omy " in ‘&
P s1t:uat:10n where they had flip—flopp and gfust: ‘had -
behaved very badly. . As.-I indic‘at:ed ﬁtb'ased qupon. g
*+ ".the wording ‘of the. statute, .I¥ t:hipk that “a‘case ,
"" cquld be made that the concj:ibdj:ions - ‘'should
‘continue, and 1t: 's ‘not inconcelvaﬁle tt:hat: t:he .EEOC
_.people will . come out Rith. regn'lat:lons o this’ _;;:'
effect. - b*ut: 16 mont:hs have passed' Ehey vé got:t:en :
: all t:he comment:s from* t:he ot:her agenmes,, and. they’
“ra “x l'c~‘t:here .1s
o nsome gun—shyness t:‘here. . I&aﬁybe t:hey \arg,f wa1-t1ng
- for the eléction, w_‘,}o knowsa I .r ?‘giy couldn't’
- give a definite indication o'ne 'ff'or ;:he other,
. 1. but . I.do think that the 'more timebfh‘atx‘ 'sses, the
v - less likely it 'is because t.he mowﬁment: will: have

‘-”fﬂ-» lost: whatever impet:us 1t: had' i -h).nk t:he aging
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. me:to mention :

- '.' e L

_-.f Ra N "_-A.-:J;“-AA :r ) . - L ‘ . Lo .'.";‘«_.'__'.;. -
Co advocates"-have fovrgotten about 'it. DR A

s

'-."-Q: Your comment: about early retirement leads

.had a2 few- of onr butstanding pro"fessors leave, and

——found—it- B ave—ea rly—ret:-i—rement———respect abi—l—i t: y-fw

.

. Isn t this what' we should be trying toﬁo"

° sore

_ear or 'so_ago I hat‘tendedaa conference

-confgence- was: background for *a Carnegie—spon-

LH.: PerhapsA I did npt""address this issae in
“erns,-about the . erosion of
o' link these two’
.-.;"on faCulty salaries and outside. incomes,_ tha.t, :

report that w,i.ll -be.:out.  soon, - calling f~or:~:

o 'greater regulation “of - the’ outside activi-ties ‘of -
- —faculty" members. One interesting concern expressed ..

by faculty from - the California - system, ..where’

faculty salaries have lagged very seriously,' is
"that some of :thelir best colleagues are the .ones.

-----

' who are .leaving. ‘I‘hey are going'. off . to private"f'
industry, banks,. corporations, and-“so’ ons, -The lag™
“in faculty salaries is- causing the best"® people to’:
leave, and . everybody 1s suffering as.a result. .

Faculty members with': -good alternatives in the.”

private: sector are taking advantage of them, given
"the change in relative earnings situations in

those two sectors:plus the fact that you can earn .

more outside academe. To the extent that .you have
“this happening already and }w in addition you
‘‘dangle the.se early retarement 1nducements in front

'of people, “you: may “give - them -a double barrel..

reason for leav1ng. Certainly, . you ‘may give'

respectability to the. program, . but you could end

“!<up helping to'nudge some very good people .to leave

your institution-i-- This is not. going to. happen

occur in, _‘the' sciences,” engineering, the profes—

sionalr ‘areas. . As.'a result you may . develop

' frequently in the. humanities, but it w1ll certainly .

c*

.imbalances 1in the quality of your facult:y that .
could be. very serious. As I look at the 1980's, I

see this as. a -major- reason for concern .'— the

W
Y.
.




- decline in the real:values of the.faculty- salariesh" ,
and .the decline vis—a-vis what- peopIe can earn fin- UL
‘dlternative employments. This will not océur f£or

——ever—yone———but~—per-haps—for—-~ha f.or a third of the .

.. faculty who are in fields (Where they can . t:ransfer‘ '_;;
_,_theit_skills_and_sell_them—‘f’:the—_private—sem:or
Thus, attractive early. ret:irement: programs may be
acce’nt:uat:ing anot:her problem and a serious ‘one.

s .

. .

<. .0 Qe Early retirement plans are ‘a good thing if
'~ the" person actually. retires,. ‘but not: 'so good 'if e’ :;_'4
..’ goes on to another -job. Could the ‘early ret:irement’ -
e subsidy ‘be st:opped i§ the person is employed"
. LH° I know double dipping id’ pervas1ve and o
I'm not: sure that: .there's anyt:h,ing t:hat: ‘can- be' ‘

B done t:o prevent: it. AP e e o

o Q: ‘But . don' t you t:hink this is a wast:e "of 1
money? ' - v‘
. . RS:. It's wast:eful from one perspect:'ive, it’ -sv

. not. from others.- -So, I think ‘that might:depend a
e little bit upon .when your éarly retirement.: pro-
© gram .is going 2o be coming"int:o effect:- We're
‘talking about*- something "that ‘might’ be coming in
any time after age 55. I t:hink you 've ‘got to.
'int:egrat:e, in some fashion, post: ret:irement funds, .
-so to ' speak, W.Lth special .subsidies, but this also-
I, t:hink bears .more on a point thdt I ‘made a* lit:t:le o
bit. earlier here: 1if you 'm)zre- ‘your.. exist:ing e
program ¥3s _is, which presumably,- -at- jeast at .
ret:irement'.(,,meet:s -your retirement: income “goals at.’ '
. ..age 65, and then are forced to continue..to make. ...
‘< contributions beyond 65 or 70, then very clearly
. you'll be exceeding at retiremént -at .least .the -
. .goal . t:hat you initially have established- - In "
.-fact, to a large degree, even if you don't. make'_‘_ ’
. contributions beyond normal: ret:irement:, _because ‘of
the 1nterest: ‘and mort:alit:y fdctors, you will be
exceedmg -the goals that you had . set at norma1.~--'
'r‘e\t:irement:f Now, when you. are -confronted °with .

v

+ L



this ’facu],t:y member who may not want: to-- leave, and *
you are now t:rying to rovide some form of finan--
- cigl -incentive -for hin “to . leave, thed” youlre going .
to - have t:o meet’ not just the ‘ret:irement income
goals " you init:ially est:ablished “hat:: somet:hing\ \‘
_much_greater-_Af_ter_thiLis_done_a_while,_and_you_.'_
. see” the . kind of expense you are lool&i‘ng at, I’
. think most institutions are going to find that:
.. they have te. cut: t:he cont:ributio‘tk rates t:hat: t:hey
i presently have if in fact,” they. are meeting
: exist:ing target:s. PR .

Q: If .. the contribut:ion rat:es are reduced
should t:his money Dbe . ret:urned "to the faculty i v,
Y member now, ' or- used to insure adequat:e benefit's

-,:.-

aft:er retirement:" C iR
: R , o e e 1 AR
RS°" I'm’ probably going to be t:readlng on: a
few other people's . territory in lat:er talks, but I
o think” ‘coming back again- to: thiS' basic. focus and
Y the: facr that’ We re. looking at ret:irement: income
- .and-.seeing this: ‘terrific. erosion aft:er retirement:,
soma:hing ig going to, have to be done-- -In onme"
““sense, if .the inst:it:ution is merely: meet::Lng its .
. retirement and annulty rates’ baSed upon today s
< value of money, and<they : really meanvwhat: ~they say
in terms -of - want:ing to meet cert:ain obgect:ives,-a Ly
then" they al:e going to. have “to back’ ‘around and’
provide some 'form of post: ’ret:irement: indexing,
whe;her it ‘be on a pay-as-you-go basis or pre—:-
funded, which can become terribly expens1ve if£
. t:hey wait too long. They are. present:ly spend1ng
money that they could: ot:herwise use for t:hat: very .
purpose. Conversely, t:here 'is another wady of ..
doing:it, and it would be to- look at the.fact that' . s
~ maybe: our ‘reals rat:e,of 1nt:erest: has never been -

" much . more t:han ‘3%, - and that m1ght: ‘even be ~
T opt::Lmistic to some degree, and to- look then at the
income t:lat: .could be produced by buying annu1ties
from T-IAA ‘at 3% .and let:t:ing t:his extess . .interest
" be used -to - take’ | care, at least 1in part, of the’

1nflatlon problem ﬁm"the future.. *What you'll ’




probably find {_most of your institutions right
-y, now, . though, . if. we - "look at this  agaln “and' do .->'
)[pro_]ections to. see” {f*~ your contributidh rates areﬂ '
' meeting retirément -income - objective“ on - the_.__"".-..'__,,'_
- assumption that - that dccumulation would turn into. -
- “an sammuity af " 3% inter.est,-. they d probably be . ..’
———falling—quiteﬁshort-_- : , ; - i e

. .’ s RPN W

A (from John - Biggs and 'I‘om Edwards) We'-ll\_,vu
-talk about this tomorrow._ o . TR .

ol
P

; 'Vb'?"'“Q: You did not address, peﬂxaps deliberately:,
, the question of alternatives to tenure. T e

i LF.v l‘fo, it was not deliberate. I hadn t-
really considered that as a possibility. Having' I~
just réad a draft ‘of a’ paper that sofheone did on -
tenure, 1 was impressed ~with how firmly it’ is:'.
..entrenched : in higher education. Clearly, however,'__
‘; there are- alternatives that perhaps should. be.
‘_explored more fully. T e ‘_.‘ e )

. Q: When Boston University Presidg;nt John .
.Silber suggested developing alternatives to‘ tenure. > -V
he~ got ‘shot “down. Tenure is a well established-
'apprenta.ce 'and Teview system. I " have questions
about how to make early ‘retirement plans fair and
/“targeted, perhaps linked to the median salary, and ;
- .how.- to develop phased retirement plans .to meet,,

individual needs .

~ i - . B . ~
":.. . - - )

LH.‘ As- I understand: the age discrimination
‘ amendments, it - is ok to. mandatorily retire someone,
',but not to offer them partial retirement. ' :

._': : q!, . G . v RE .

. ‘LF: I thiank that ‘what you re saying is an

ac¢urate description ofi:the state of affairs while:,
" the- exemption_is in effe,ct, the reason’ being the

.. . ADEA* prohibits .discrimination of any kind in any™-

= teYms and . conditions of employment with'a narrow
'exemption card dealt that ‘says ‘to .colleges and °
. universitieS', you may require retirement, yOu may -

.

3 .
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. continue . ‘to- require ret:{rement: ‘at age 65 but: by
implidat:ion you may ‘dot do anyt:hing else t:hat.*
“would be. disciminat:ory -on t:he ‘basis: of : age. * It's
a st:range result: -1 admit:. LIt's as’” if. saying,
- well, you can have capit:al punishment: and execute '
.these: ‘people,,,but: you~ can't inflick . ay - lesser~
penalt:l_upon them.- (That: s-:reasoning by analogy;
I don t mean to sa‘y that: ret:irement: is execut:ion)

[ pad

Q Wbat: a‘bOut: offeting pa:rtial ret:irement:" 7’“. o

N
‘*-.

, -~..-_ LF° You may offer it:, you can noL requite it:.

‘Q: ° Can you. ret'.’ire someone,, t;hen rehIre him
2 part:—t:ime" : ’ S

T

. e

b .. v . » 3z T e
R -
- o

-

: ‘LF°" Well 'I /t:hink t:hat: you would have ‘a-
problem convincing. a. ‘court that you . did- in fact
_retire him..._,"- What' is- _the : difference” betWwedn:
ret:iring someone and * hiring _them' back on. - a "¢

' ‘different- basis and - shift:ing “their terms:- and

""'_'condit:ions of : employment: --Well: you cap say, maybé )

.we'il ‘have one day.-or-ome veek” or :one :month; in ’

= between the «two in -which t:his person -‘is not:

2.0 affiliated. with. t:he college._ “Then you say, well ™

¥ ‘how’ long’ does .that”have-to.be to make it clearii "

T there really is’ ar gs’everance and t:haﬁ\ you rea,lly iy

.fv

p brought: him or her »*back rat:her t:han just: changing
" 'the terms and ‘conditions . of ,employment:, which you
.. ‘'can't 'do on the basis’ of .age? Many " people . t:hought:
' when\t:his ‘law was- first enact:ed of various eon— . -
- figurations® .just as you describe, ‘and I don' t.
© think anyeme has_ had . t:he courage to: try it:, it's’
just: too risky legally.. ' : . . o

.,:.,‘

Qs Given all “the problems wit:h det:ermining

' the . amount ‘and period “of cont:ri jons to our.
ret:irement: plans, how long “can o " on, 'wit:h
defined b\'-:nefit: plans" _' - v

} - ‘RS. Well, you said defined benefit: plans., By

‘16 "
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contributton~ planss-:i- ’Right._.nov. +there's a

'T% - Bresident's - Commission, &S, you may know, om S
. ~retirement. policy, ~and they re . 1ooking “at  the ... .
S problems you -are having with income- security via“ .1"

_____yestingl_fOutsﬁme_oi_the_academic_morldr—in—the
' corporate” world; ~ you ~ typically -haye :-ten. ‘years;,
: required “to -be . vested .in"-.a pension, which is
typicalIy a: defined benefit plan. Now, they are

_talking .about .reducing the #ime péricd‘required o ¥

s . becomé* vested so ‘that- 1f a person moves around,
’5{_” when_ they finally " ‘retire, they've - -got’ -their full

pension. ‘But -'what they are, of course, " finding,&.

. which. they didn't; realize before, 'is that because
" of .the'fway -defined ~ benefit plans work,. if.

_ and 1érgé:f most faculty are covered privatefi
' faculty " anyway, - ‘aré . covered - under “defined ™

a 1nd1v1duals - move ; around three or four 'tlmes in»““'

g the1r - career, 'with 8- 9% - inflatlon " rates,
~pens10ns from those earlier pe:iods .are based upon

, are earning when they f1nally retire that 1tf
dbesn t ‘really:’ matter if  they are vested or not

" because they are. vested in practically: nothing. ™

People are ‘realizing, - majbe for the first time'-—
-1 know ‘TIAA “will “1like -this’ because they ve beén’
advertlslng it all along. - -- that- defined'
contr1but1on plans .are the answer‘ -that 1f you are
j?'"_now “sifting. down. to try to’ address this - problem
: :for the first time with a white sheet ‘of paper and:
.saying. you want to be ‘sure to “aldow mobility in
the work . force, ‘you probably would » take XZ of

T compensatlon and say one piece of thatcls goxng to. . /

8o ‘into some form. of deferred 1ncome whichi'he can-

‘tap wheffi: he ultimately ret1res but ' can't. get at.'

%’ sooner.  And the problem is we're notwgorking with
‘a white sheet of .paper, and to now go back, and:
stadt from .scratch, if we go to a, def1ned
contribution plan for the . future for everyone;.

:+will take’.years;and.years to come out fthe: way we
" want” because so many ‘people are” clOSe to ret1re-
‘ment. . .I think clearly you .are g01ng ‘o see
cont1nuat10n of def1ned. contr1but10n‘ plans and

o




O probably st:art seeing more of t:hem in: t:he corporat:e‘f ‘
.., world.i But-ati the same~time,+I thimk that If we . *
;'are goin.g to. move t:o age.. 70 in some . .form, \and ‘more "
-+ ‘and more- people are going to wor],c .till sage 70, you: -
. are going to - see ,some form'. of defined - benéflt--
L supplemeut:, howe‘Ver you might couch it:,. N don o
' frankly.——And—«right:—-now» —a
“1ot. .Of . corporat:ions'.— they're  fairly - fortuant:e
right now = can freeze benefits ‘at’ age. 65 ‘for the
 rank and file .although . .they . can ~work? t:ilL 70:
'I'hey ‘are”’ also fortunat:e because ‘these_people- don't | -
T séem. to- like t:heir Jobs as much as’ facult:y members,
sb. it's-a 1litfle easier to" gét them otit. -What &
_they're" doing in“‘a lot ‘of -cases-is ‘counseling the .
“typical employee who might earn-: szs 000 ox $30,000,7.
‘the -salary of .a°- faculty membex,,.and sayi'ng ok, .
. Jou can ‘work until 70,_but: understand t:he implica— c
t:iOns of your working. : Number -onez". -'you're fore— _’_,'-'
* -going- Social- ‘Security, . which, "although you'll get: o
~a little bit. larger benefit: if:you defer, it's not:
: nearly as- much as its'. ‘actuarial’ equivalent:, .so‘
you? re- Tooking at essent:1a11y one—third of - your
'1ncome from 'Soc1a1 Security.. You re mnot getting
¥ your - pension -at-;aldy whichis goiug to be frozen,
SO presumably the institution's able to. take that
money and, feed it . .into. 'salary., You ‘can ‘turn T
around t:hen and t:ell t:he 1nd1v1dual that . T’ hope
‘you . like your wqu.-'because you're 'essent:1a11y RN
~ working for, one—third pay. Now, what's happenlng
- thereiis it's: getting ‘these . people::.to” ret:1re, -and
because of . the . earnings tést inder Social Securit:y _
,Whick is going up to .$6,000 very soonm,  they’are . . :
'dble to. bring ‘these people: back omn.a part:—t:ime
" basis, maybe utilizing them very well-; Alt:hough
as ‘n actuary I can't get into the other issues_of -
~_ how 1mport:ant: it is for people’ to work after
retirement, they are; .using them one or two. days,a ..
week, "taKing ‘fuft value of the™ Social “Security i
" setup the’ way it is right “now, .and at the same-
7 time allowing them to tap into their pen51ons. If
":you ‘have some form of deéfined benefit superimposed
... over your ;x1st:1ng def1ned cont;ribution plan,, you

S




-~ can accomplish the same' thing on.a partctime S
,-*g_teaching ‘basis]” although 'L don’t know what might -
o happen if - they ; then -can. go ’to full time after -
y they ve’ been working sone year ‘at, part: time. ST do
‘see that’ this céuld be ‘something . that ,probably
could be utilized: within colleges and universities"
as. well ‘as, corporations.. :

— " Q¥ ‘Theres’ the possibilfty of raisiné the"A
» - for. Social Security benefits to- 67 68+ or*70.'

L RS' You mean age at:. entry or normal retdrement"-#
r"*gage of " Social‘Security’ S s - g

ey

.-_‘ . e ‘n

Q Normal retirement age._‘“ A.

e

B RS' Yes, but their problem is Iong term

,;fundlng <. that" getting into anp entirely dlfferent
issue. It does took like ode of the prospects will.,: .

.. be. some form of ‘postponed - retirgnent, but; maybe not -

:_to take effect until some distance. into the future,

"Ln the year 00 or so. For the next ten or so‘ o

' years you'll continue to ‘“intain nQImai retirement o
to 65. e R

o

‘ tion may be helped somewhat

as there will be fewer new Ph.D.s coming along due -

©  to demographic. factors. Also, institutions “may

..., stop h1r1ng people -at:. the full professor level or

Ctry things like“"b.sharing or award1ng research
.'tenure s teaching tenure. e ~-gf£= ” '

-Q: This whole situ.

3"Q' If you‘%&re -a husband and wrfe with one'f?,
“salary, -one, set_of benefits, what do they do vnth
'“their free time’ ",, T A ¢

T~ .
ST
T Y R )

A:_ (from aud1ence) Woxk—research-babysiG’ o R

LH: Changes in., the supply of new _Ph. D's ane ’
'interesting. Allan-: Cartter ‘S pro;ections in his
AP} 976 book’ and “several earlier papers_  indicated
_that Ph D. production would cont1nue rising:_-f

7 A 43__ ’
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.'forever.- If you examine t:he Nat:a.onal Résearch
""Council's annual summary report: on’ Ph.D. s granted
’you 11 see. t:he number of Ph.D.'s. increa ing drama--;,'.x'
't:ically for 'a number of years, hitting.a peak in
‘ 21974 Since then PhD. productiOn has remained sl
" ..constant ot falled slight:ly. 'I'h.is . reflects’ a .
tremendous respOMLJo_marker. condit:ions -and_=_-
perhaps to. other: forces as well-' of course the
. number of Ph.D.’'s. grant:ed .cannot’ drop to: zero,
w because Ph.D: -students . are an- essential’ "input “'to ‘.’
"__t:eaching and research espec1ally at big universi-
,'t:ies.' If t:he -number of economics graduat:e st:uden‘t:s‘_;;,:;:
I'¢ went to zero .at- Wisconmsin, .we'd" be .id peril; I
“don' t know ‘what we 'd do. This is not a problem at
. 77 four’ year colleges, bu; it certainly, is at univer-ﬁ_'"_;'
sities. ~There’ are.also ‘différential™ resppnses in
" the - different: fields. Physics has had ar very rapid
drop off; education’ may still be rising slight:ly-.
So you find. very differené patté¢rns “acrogs ‘disci-i:
plines reflect:ing, in part:,»changing ‘market condi- )
tions "and, in part, ~other 'forces ‘that. I'm not
*really sure " we underst:and‘—_-,,I don t believe™ that
- you will ever get: a big. enough Tesponse - to choke .
~ off supply .so. the! market’ Sl IE generate  salary-
. incredses of t:he kind we : might:' observe in .other
occupation$.:. Lf :that did ‘nappen,~ ‘we. might: be in
an even worse sit:uat:ion. Let me’take up your other .
point about: “.hiring - full professors- Harvard .
E replaces a'full pfofessor who dies or retires with.
another. star from somewhere\ else,: and that
. institution in turn hires someone from another
in.s._tit:ut:ion,_ and that process ‘continues on down °
“‘the:” line, ~ and event:ually anot:her assist:ant:
profedsor - is hired . somewhere- ‘While an -
institution~may change ~its faculty -age and- ‘Fank -
structure Somewhat by v1rt:ue of hiring a senior
person rather t:han a dew Ph.D., for the academic _
" sector as a whole not:h1ng much w111 happen. Tl

~?

‘?. -

Q: 'I'he quest:ion is, st:ill remains, what: do we
.. _now want, and what: should -we be doing for t:he
. utuze? i




0 - . . - - . . ) N .~

. LH: Well, it's, not-a question neceSsarLly of .
“‘what we want. As ‘I recall you had individuals w,’f'
: cOming~in and. tescifying ‘before™ Congress, and I m-
. sdre that people like- Bill Bowen and John Kemenyn
.offered . advice. . As I- understand it, Congressmen
didn't know .anything about his matter, -they 3
*  $imply didn't- know what to do. They were eventu— < -
_l__ally__persuaded__that—~the§~—should—anot——act——too——————
. hastily.‘, They_ decided to have the .. question .
‘studied and ‘to delay final action. Now they" willf‘
- want to see what comes out and .then decide._ ‘That's %
one issue.  The other one is. this: Irrespective -
..-of whatwthe studiesthow what ‘should we be . doing -
to help’ achie@h what we’ want whether based on‘fhe
study findings or. the other ideas .of faculties -and ot
institutions? Alre_dy things have changed because'u~ﬁ_xj
any’ . '_’jf Ihavenraised_xheir retirement age to - v
70% I “am ‘now: trying to digest all the’. state and
legislative -changes, most of which have followed ‘
~the federal legislation. So. 1f you* want to go -
.back to the pre-1978 situation, then. you3ve got
fifty - states to work. - This: will “be d1ff1cult if
-not impossible to handle. = All you can hope for - is_*'
that a persuasive case can be made at the federal
level that may lead the  states- to- behave in the
j_same way. It is important now to think ahead’ ande
- try to figure. out what you want rather than wait— "
ing, as happened in:. 1977-78, until the . horse’ was' v
- -~ out of the- ‘barn and then trying to, move quickly to
' affect ‘the legislation. '., . e tene D HER T

Qe In. terms of ERISA what can be done to get
‘rid of somecone who won't retire’ cr s
LF' . I think 1t would be gross incqmpetence on.
my part to answer any questions .about ERISA. It“
.is a many—headed monster that only people who spend;“._“g;
'their lives on Rt could credibly comment ‘on." -

Jffg Q: Well can you make payoffs of a COuple oft;lw“;
. years?: salary if that! 'S what 1t*takes’ g S




‘.: . like .any- ot:her, and the- terms of it can always be

Ce T e

W P

LF' ‘ Well a’ t:enure cont:ract: is a’ .o t:ract:

T

©. revised by mutual agreement. That's true. of” any.."”
cont:rae't:,.'so 1f" the other part:ies, were, willing,
"then you'd rewrite it to your specificat:ions T

what:ever dollar - amount: you want:ed £
The danger would be* that. he or sh

~

-3 What: are t:he t:ax consequent:es of cont:rib-
ut:ing such a lump sum to TIAA/CREF” R EX

I RS" Well, .clearly t:here are’ exclusion allow-‘

P

Lepe

PN

ance limit:s to "“how,much you can put int:o TIAA or
~CREF. -There _are ways™ ‘in which.after a person>
.actually. disappears from the institution’ and o .-_.
longer has 'a salary, that you can continue to put
“funds in TIAA and CREF but typically it would’ not
bé up to one or two times pay,: so probably the way
you'd do that would be to give them. some sort..of -
compensat:ion and .enable’ t:heir ’L’IAA/CREF benefit:s
;to grow to that level that you 'd *otherwise want to-
get. - So you get: there in a different way but you
.get theré+ina much more tax ‘efficient basis. So
in other words, instead of - just. dumping a Yot ‘of
-money into TIAA and CREF, ‘running amok with' ‘the
exclusion allowance .and- creating - tax’ problems for
the individual to . d1low them to: live on_a -reason-
able retirement income, you det:ermine how long % 2 S
will “take:for:that “TEAA/CREF to~ accumulat:e to the .
level t:hat: yo nt. to. .pay him .and t:hen 1n t:he
vt:erim you payft:;.am some ‘'sort. of bridge.~ e

Q‘ S & ave' -one quest:ion t:hat: ~really ‘cdmes to o
Dr- Hinsen: >and - to_ anyone else. who might: know: ‘I:--'& ;
am really worried about: the fact t:hat: none of us

- has been looking very hard ahead- at t:he problem of'_ '1‘.".
poss1bly having total: uncapping- I'm wondering if -
anyone’, knows if .there's. anyone 'responsible ‘“for. -

" -doing ‘a study or thinking about: do:Lng a - study
“about the 'subJect:" '

. .
vt
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7With 'ther.total uncapping, ,we~wou1d then be .
faced 'with: a situdtion ™ as’ mow eXists: in . some "~
' st,ates i*with “the no-mandatory .: retirement” age-

llowed. We —would then have’ people with contracts .
swithout .an~ end .date,  known- as tenure, n and ‘no -
pos51bility .of havi-ng a mandatory retirement age oo
at alls = 5 . : .

".‘. o -
- = el

TR LH “The difflculty with. trying to“answer the.

".question-is- that there are almost: no. 1nstitutions-
-that do not: have some tultlmate mandatory ret1re-.;_~"~-
‘ment age« This makes it dlfficult ‘to check “the.
experience of = schools w1th no cap.-"" For . this:
redson,* there is- nd way to pro_']ect wHat ‘might
happen- at 1nstitutlons after they ‘are uncapped. :
This is something ‘that we " Twill try- to. -address ‘in-
our report, .but I don't believe- we. “can- do it. very -.."
effectively. Perhaps we can only wr1te a»-":x:ouple
of . sentences on the matte‘r- Yet. this ‘is™a: :
important_.:questlon that we shOuld be . trylng -to
figure out how to’ analyze._ If the cag*—is. taken . |
off, all of you, are going, to have to ‘work a lot .
harder, -I'm afra1d 1n d01ng whatever “you' re___'"
trying to do’ ‘to encourage early retirement or to .'
-deal with -people ‘who plan to continue but: who
should be” ret1r1ng. _‘_ ; - - -

.‘f

Q:" It mlght be of some use to 1ook at the
. expergnce of the. federal. government, where there-'_
has beéh no mandatory retlrement age fgr several o

years. S S A "

%
LS

e

+ RSz. Historlcally,, we got ; the- ‘mandatory -
retirement age in ‘the1920's" because the: federal
‘agencies felt -that: Aif they dldn t put: one’ on they
couldn't ever get: ‘anybody- out- T - R

- PR
R B .

LH: Yes, but: the extent: - to wh1ch you can’
generah.ze from the federal exper1ence. is unc;lear.
-And ‘its, exper1ence is not long enocugh. Yet we are
g01ng to have .to cons1der 1t as best we .can.

2R R

e - - . . ) s
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. _ f-'(from audience) We11
"ison edn- only be: .carried .so - far,
T federal pension system is inHeXed. i

the uncapping compar—l.’*
because the

. LH' Except that most public institutions have .
; defi‘ned benefit programs which are; the h:[ghest~
" three. yéars” multiplied by the years ‘of
times X, .and so in. that™*sense we n;ight have coun-

service/

«terparts Lo the federal system,_

indexing.
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o - 'Retirement and Inflation , _
- ";The,Problem, Qualifications, and’ . ;‘
D Some Modest- Proposals for Change o T

John a. Biggs -

-Mr. Biggs, a graduate of Harvard,.is now a Vice’ v\
~Chancellor at Washington University..'Prior"to his
university career, he served for many years as an.
-actuary. and ‘then as a .senior manager- with the
"General American Life Insurance Company of St.__:~

Louis. . - i

L IS

e khkkkk
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- Thank you. I suppose all of you have noticed,t
" by ‘now that we're having this meeting at the corner
. of Benefit and Benevolent Streets, which is.a great S
place for ““this. kind. of meeting: = You're also®
_.getting a heavy -dosage . .of actuaries at this-
npet;ng, porbably heavier than you have ever had
..an,your ‘previous career or ever will want to have
again. - Bob- Link,'whOyymll-be commenting on this. ‘-
session,,ls an actuary. L am an actuary, and Russ @~
S ithworth, _who spoke- ‘yesterday, . is another. - One,

“the th1ngs actuaries ‘like to: do''is- tell Jokes ]
about actuaries -and we don't get aichance to do it .
often .because most- actuarial audiences have: heard-
"all of them. Hence this is an opportunity that we”
ecan't ‘miss.. I .have two short - ones, wh1ch will'
help define for you what .we are. - The - ftrst

-def1n1tlon 1s.- 51mp1y that - an . actuary is ‘a- personﬂ«
<o " 'who ' wanted. to become an accountant’ but didn't have;f‘"

' the personallty fBr - it. 'The second ‘was found in.a”"

o very " scientific way-. Somebody ‘decided to- do a
o study of. what people thought .actuaries’ ‘were,, soi I

- they put people out on -Street corners asklng S

passers by what they thought an actuary was. And |

. one solemn citizen said, "Well it must be a place’ i ..

‘ where you bury dead - actors» Having. imposed on ...

L
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you with ‘those helpful" definitions, let 'me move to .
our: cheerful subject of inflat:ion and ret:irement:- .

Most: Americans t:oday believe t:here is a high_j
probability of . double-digit . inflation for the

* almost indefinite future. - This is reflected most
clearly 'in the financial markets where long-term.
bonds nb:longer can be sold ‘without a roughly 10%
inflation premium = Ta the past, most:_American
finargial people have been unwilling to use such a
_'doomrshy prospect in doing financial - planning for .
“themselves or for.their institutions. The evidenmce = “:in.
D accumulat:es, however, that a double digit; ation . -
" rate is-with us and. that we need to at least think .
“_'t:hrough the implications of such an experience. -
o Accordingly, I plan to present. the implications of .
an indefinitely continuing 10% inflation rate—— - R
-that .is:’'the problem; thén some mit:igat:ingf*circmn—‘ '
: .'.V.,;-':st:ances, and finally several proposals. to. defend -
against “the effects of “such ah inflation. What
would a 10% permanent: ‘rate of: inflat:ion mean to 7
 faculty. member in ‘his. mid-sixt:ies cont:emplat:in_g
‘the possibility of retirement? What act:ions .can

_ be t:aken by those of us responsible for the
. retirement systems  of higher education? These two .
quest:ions are anot:her way of writ:ing t:'ﬁe abst:ract:: _ B
for this paper. . ) S : R e

.....

' ‘I‘he Problem L S

~For’ "t:be' purpose '_of- illust:r.al:ion, let  us.
consider a 65 year—old professor earning $35 000 a
© v-year with a .current. TIAA-CREF accumulat:ion ‘of . -
*..'$100,000. From my review- of the .C t:erials"“" _
" and the detail of our own:-faculty situatidhy, this =~ =
. is a fairly .typical result in. 1980. for a career =
'Art:s and - Sciences professor. ‘.,We will also, assume
his funiversit:y had ‘the - ge'od sense m; st:ay in the " L
- 'Social.Security system and  he . did mot opt ot n T

T -personallyr ‘As the subsequent analysis- -show, = « ~

- the difficulty of the questions- we have “asked -

o focuses -on approximat:ely t:his sa,lary ZLevel - _t:h
CBge e A

b
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somewhat easier solutions fprrk}ower\ or:;pigher_
B salaried individuals-'_’“Q“etllrw' T e

Under & present TIAA-CREF procedures, " this ‘
professor” (assumed male -but.-soon to be unisexed)
¢,  could begin drawing in: 1980 an income'of $12 300 '
feom .TIAA or $8, 200" from ' CREF. Intermediate ﬁ,ff
, -figures can easily’ be interpolated for various
‘*"_ xtractional allocations between TIAA and CREF. I
!;' have assumed a  “straight life annuity” = -i.e.,
#*  there is ho continuation to.a spouse or- beneficiary
after death. ‘In actual‘fact, many faculty elect a
" joint annuity, providing benefits for as long as
either the faculty member or spouse survives — P
"which makes the riod of  concern after retirement
~.significantly longer. Also, ‘I want to come back
.to._the difference in. the ipitial payments between
TIAA and CREF:- .;57-?\ o RN
”_ Now ;for the bleak picture.. At 10% 1nflation,
this 1ncome ‘'steadily and rapidly declines, in real

value -as follows. rv.:_ B . ) .a;;

-

Purchasing Income % of

5= Power -Rela~ in 1980 - Retirees - | -
Yearj"fessor ‘tive to 1980 ' Dollars Surviving
1980 © 65 . 100%Z $12,300 ~100Z
1985 7 7@ 62 . 7,600 91 -
©1990 - .. 75 139 = 4,700 <79 - |
1995 .80 26 2,900 o3 |
V2000 85 - 15 ., 1,800 . 43 L
2005 . -° 90 ° .9 *‘j 1,100 ~ 24 -
2000 95 6 700 f 8

oo Accordingly, if- our professon, opts for\ a
f1xed incomeunder’ TIAA his real income will be
seriously reduced in~ just five years, ~cut to 39%
in ten years,.. xd v1rtually eliminated in twenty._.
Slnce a sigﬁif ant percentage live to age 85, it

-seems that our entire private pensiofi ‘system is,

- Serlously flawed. Our sacrifices: in income prior -

' retirement in order to . provide .a future

:._::‘"‘_ to —-_-,.:.-.:.E;.;v__‘_ BN 5.3 - .




. o~

. retirement 1income end’ up producing a sort of

: declining transition income from .retiremént until
‘ten to fifteen years" later when all the retiree - oL
has 1s Social Security income. o . IR A

’ ----~-.~The problem- is not'one for Just a few
. unusual .people. who happen to live to 'a ripe old
age." Using the mortality - ‘table underlying current
—HAA-GREF—tet:trement—conversfons, the following
percentages survive to the“ages shown . ’

Percent . :Percent' o Percent Where . ‘4. ... T
~°  "Males ' Females Either or Both =~ - . =~
- Age Surviving' Surviving - - Survive. .. - -« .
65 . T 1002 .- T 100% T 1007 e
79 .91 : " 95 7,99 I T
175 79 89. 98 | yio.i i ol
- 80w . 163 - ~ue 78 92 kil IR
85 43, Texel - 78 AT _
9% . 24 S 39 33 -,
.95 - . .8 17 . 24 o

-
~

fe Since moste TIAA annuities are 3oint s
annuities involving ‘a- faculty . member and "spouse, -
the - third column is the most important one. In
only 8% of the families have. both:died .before age
80 when, under 107 inflation, the TIAA ‘benefit has .
Jeen knocked down ‘by-over 75% in real purchasl.ng U
power. * Note the surprisrng result that one in
four families will ‘sti11 be relying on TIAA-CREP
income at age 95 ~— thirty: years afér retirement.
Thinking about th1s simple illustration
may give: all of. us pause; fundamental questiohs
are raised: why: try to save anything at all? and
if other Americans think the same way,' where will
- needed capz_ta‘l;. for business and hou51ng come from? .
This liﬂ.EeOfo reasoning supports the following .
_'insidious syllogism: (1) govermment will .continue.
to caus‘e inflation; (2) Social Secur1ty is: indexed .
but priyate employers cannot afford indexing; (3')'
the government must prevent even 1mplicit "fraud

-
-~
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! and over—promisiné -by employers, (&),accordingly,
private pensions must ‘be. outlawed' and (5) all
pensions must be provided by Social: Security.,
This argument has been forcefully .presented" by

. several: eéonomists to the current President ‘s

'3Commission on Pensions.- But we should not wander

can do. . :'%ﬁi; C. rfhf.

Qualifications

What llghtens this doomsday picture7 - -;“m - -

A’?F’l.' IndeXed Social Security Benefits.

-\*‘

oy The mos H,mportant mitigatlng fact L& that
" our professor will also, be. .entitled to ' annual
Social Security- benefits of $7 800 in l980 (plus‘
an additional $3,900 if h1s ‘wife 1is 65 years ~ -
- old) Under the, current st ute; < these . benefits
.are indexed and 'dhder contihuing - 10% 1nflation, )
would rise by -10%° a year:. Consequently, our
i professor s revised nominal and real’ 1ncomes would '
" be: : :

PRI

LT e i 1980 ‘Percent . -
i - » _'Income Dollars Tof )
. - Social in Total or Real Initial -,

Yearr ' . TIAA = Security -Dollars. Income" Amount

1980 $12,300. $.7,800 = $20,100% $20,100. 100%
1985 = 12,300 12,600 . 24,900;?“15,500' 77% -
1990 . 12,300 720,200 ‘. 32,500 12,500. . 62%
1995°. 212,300 32,6ooT 44,900 10,700 - 53% -
2000 - 12,300 . 52,500 - 64,800.° .9,700. = 48%
2005 . 12,300 - 84,500 . 96,800 8,900 .  44% ,
2010 . 12,300 136,100 148,400 . 8,500 42%

We ‘should also remenber that under current law,
. Social Security benefits are not taxed 'so that the
inafter-tax real income of our professor ‘will- be
j“reduced somewhat less, than the table shows. = -

P 4
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}?ﬂ?, Also, if the professor bas a spouseygthere are
additional Social Security benefits_ ‘while she’
lives. o o

-
D

" One “'of the ' most . sighificant  fimameial -
“innovations — 1in the insurance; ° banking,f*or
“—“—1nvestment“industries—-——in—the—last—thfrty—years——————
‘was ‘the ~variablé annuity, and’ TIAArCREF, ‘can be.
proud .to have been the pioneer in the early 1950's
development. -Private life insurers did not beg1n
offering "such annuities until the late: 1960's. I
was" personally,. invéived: in“'the pfoduct design for
-~ onme company at _ that time, and like all other’
o actuaries, my first ‘step was. 'to read the classlc-'
1954 paper by Robert Duncan, who ‘at, that time was_;
the TIAA actuary, and who .worked"” through the “theory- -
" of equity based annuities ‘and the practical 1nsti-"757
tntional application of - that theory. ~ '

Yet, we all 'know thé disillusionment of . the 4
last decade with common' stocks as a hedge agafnst~ S
inflatlon.w But our prOJection here  is.’ for a
professor*not over just ten years, but’ over twenty

-~ and thifty.: *Even with the:declines of the l970's,:

" stocks have produced better real returns over - _
twenty and thirty years and do have a good chance . ,
of subsEantially off-setting inflation- If stocks 2
‘did give a real return of 4% over the professor s -
11fet1me or approximately 14% nominal return 1if -
i lation is 10% — and there are some good reasons - -

elieve they will —. then ‘the CREF. income would‘
rise 10% a. year and oun ‘professor would come out:.

- even: against inflation. '(except for .inmcome. taxes)'”;~
In fact, a 90-year old today who: retired in. 1955
at age 65, would have done extraordinarily well
under. CREF 1in spite of past inflationm. ' , i

o 1 should »explain briefly my exception on -
federal income taxes. My projections  in this
paper abstract from any poss1ble changes in the ’



. . . . . .
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»’ . income tax structure — ‘including possible future

"‘taxation of Social Security and possible 1ndexing

-of tax brackets. I'll point out at each time the

) rough' implications of taxes. but pro;ection -of what™"
i-“ Congress might do is even more: chancy than progec- -
4 ting inflation rates.- f{;;- , . SRR

. In any.event, a retiree today with half hls”

______income_from_CREF and - half from TIAA need not-: *1ook
at Table ‘I's bleak "certainty”. He has a realis—

- tic probability of preserving much of his income.-_

. Unfortunately the. word “probability” must be ‘used
‘and retirees-are in .the  ‘weakest” position to”take
chance. ' : ] ‘-c L i ‘;“mﬁo
", ] . ’ . L e eiie . P

' 7123. ‘Other Assets: -

. - . It seems.fair to..assume .that most 65 year—old
. professars: will own their own homes ‘and will. be -
: close to the end .jof their mortgage’ 'schedules.
Accordingly, for a maJor item in his:budget he:is. .’7
relatively protected frém’inflation <- at ‘least as’
.tb the capital costs of the house. Utilities ‘and :
. maintenance will run up”with'inflation.' If at.a-
later age an apartment is preferred or, in the Lo
- case of bad health, a nursing home, the apprecia-
‘tion .due to inflation of the house w1ll prov1de a; -
..51gn1f1cant cap1tal source. '

" For those with higher 1ncomes than . our example,
- there may well be still other assets —- a' summer:
.. home, an investment portfolio, and probany some.
“_-1ife insurance -cash values. ‘Those~— with lower.”"'
. -incomes “will have 'a larger proportiwsn’ of - ‘their. !
o income provided by Social Schrity.'; o S

‘ .. Of course there are counter examples - there

‘rare 65 year—old faculty who are still confronted
with costs of aging parents and some . w1th college
tultlon bllls for their children. . :

”“ Medicare R S

.




f“.’“Another major item in the’ family s budget is
virtually' inflation-broof to those over 65 —
healtﬁ care. At’ current prices 1t would cost more
« ¢ than $2,000. a year for_an. individual to.. .buy. the
" health benefits provided‘*by‘ MeQicare.-- -And-; - of- - -
. course, as prices rise,~the Social Security system
~ automatically improves the value of these benefits-
— except. for the small supplementary premium and
the hospital deductible. . IRV -

-~

s

" 5.- CPI 0verstatement : o P T

Our barometer for inflation has recently come
‘under a lot of . .deserved . criticism. Clearly it. is
‘not” a good measure for cost 'of retired professors
Iiving standards. Although it ‘may- not include
;; “enough for books, wineé, and _travel,. it includes
“"  way too much for housing, - probably ,for automobiles

- and gasoline. ' ‘After. retirementi -commuting costs™
i ‘are reduced and, hopefully,_there 1s. less need for ©
station wagons to provide children . with-:taxi -
service. Quality changes are badly handled in the
.. .CPL " and. the. 'measured. market .~ basket ‘does’_ not -

include the"beneflt of - government regulation.n'“ R
.+ The overstatement should not be “"overstated,”

" but it is probably worth 2% to 3% out. of the
recent 1970's rates of 1ncrease- A A o

Given the above qualifications, the situation ﬁ'
facing retirees .1s " not quite so- bleaR and' there-
_are *strategies and options (part1cu1arly ‘CREF) -
that may help a good deal. 'We are“still left w1th ~
‘a naghing. uneasiness. that universities as- employers '

ihave further .obligations.- And "I'm- -sure® :IIAAV
officers ‘are - acutely - uncomfortable ‘when - they
'f.-cons1der the implications: of --this scenario. for .

.

. R
What Can or Should WeDo? ?}z:;.

pFirst;_ofﬁ; “a ' point - about 'financing' Soqial; f;

S n L sg
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" from uni‘versities wi.ll be pald for by someone and,

>
.

w -

Security costs should be made, The. rapidly rising"
income ' benefits . and Medicare ' costs for retirees

- that someone turns ‘out to - be universities S
" themselves. Next-:year we have a healthy 24% tax
“increase for-anyone earning | ‘over,.30,000.  'In large

part that ‘w111 be- used to pay for “the 142 increase
“in benefits to retirees that was awarded this last:

" July 1st. Similar 1ncreases will be. imposed: in.
—  the future - —hopefully——not—at—the—242—~level

and, -of .ourse, universities ‘as employers will
Have to- pay half the cost and employees 'the- other.
half. ~ In short, when .our - professor ‘retires- our

government: has already mandated that we will pay A
: for h15~ ‘indexed Social” Security benef1ts.

Laeh
"r

Can 'I‘IAA type pensions be "indexed orq,,defined
benefit privaté: pensions be indexed? The . critics

minutes is that there 1is a- form of cap1tal markets

i,ndexing £, "modifisd” 1ndexing n that is clearly

: »“fea51ble.~ N , Tooeen

Let me. set ‘out the argument that at first’

'-‘blush seems _to condemn the “idea of index1ng

private fixed annuities. ' Another way of looking
at .our ‘example- of the typiegl ?FHE Arts and
Sciences professor 1Is that we want to provide an
initial income at age 65 of- $12‘ 300 and the cost:
to do so is.$100, ,000. ° What additional cost would '

it take to .buy him an- 1ncreasing income ' that
starts at/$12 ,300 and goes up .10% a year thére- -

after. ing thé present. TIAA prices -- reflected

2o in the1r mortality, . interest and- expense assump-
“tions -~ the extra cost is '$134,000 for a total of

$234,000. One can quickly trace’ out the 1mplica-
tions for - universities in.: such an addition to

-

-~ of private - fixed annuities say -they cannot.- and. v
therefore seek ‘government .solutions. Let<us not
__too hastily reJect this - idea’of 1ndex1ng — in

--faect, the key proposal L want to make in° a few . .

-

—'u-_'

- costs. 'In fact, the result 1is really not a way to %’QI

1ndex real income because of the terrific 1ncrease

-89



in federal income " taxes - that. would ‘eventually:’, ».
evolve. N : ‘ - T
: But 'we shouldn't. stop. here. . The .price for
$12 300 in retirement income has dropped dramati— -
. cally in thé last two  decades. Interest rates.-'—v-'-',1
used : by insurance companies to’ calculdte single
_ 'premium annuities have- gone .from 5% in 1960 to' 12%
.+ or:13% today.w,Although Ppeople live longer, this
———*change——in——iﬁferest——tates——dwarfs——that——efEect
Surely>in defined benefit pensions some of that .
"-savings might be used to provide a form of indexing ,"
—- perhaps not CPI indexing -but at least broviding
. for ciurrent retirees the same’ real costs that were
's”ent/on past retirees. This 1s complex and not L
';sely relevant to TIAA, since. TIAA is a money”
hase plan. I come shortly to .my proposal for
ﬁt might be indexed.

_nsura ge companies, employers, and economiSts -
*giving “,much’ more thought to indexing
'benefits. .The proposals I've seen all
, irly radica1 new fipancial instruments -
ehce .seem to me remote from practical-
.applications. For - instance, 1f. the government
:l_—;prOVided indexed* bonds —- offering a return of,
ai;:say 3%, that grew.each year with the CPI —— such a.
_bond - -might secure an indexed annuity commitment. .
However enormously ‘difficult implications flow '
s from sach an. approach. Another approach, Outlinedr “.
BN recently in -a- paper by an economist associated .
" with' the. NBER, would .offer ‘an indexed , annuity
) vsecured by . short .. term 1nvestments. hedged with
. holdings in commodity futures.. -The flow “rate of - .
“.return \uonif only be 0%  —— which  makes. for.a
- pretty' 1 nruity 1f 1nf1ation does’ abate. Again,'”
" the institntional arrangements are pretty diffi-
' cult._“ These. examples ‘are “to suggest only ‘that .
imaginative financia}-innovations*may be coming.

_ Another ‘idea sometlmes ‘mentioned is prov1ding5fﬁ
.. insurance against llving too 1ong S | interpret

Ce .

g ® o ;;_ Sl
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"zalthough a lot less than full indexing;'

' the. quality of ‘our faculties, and the quility of

. 'our ret1rement arrangements induce faculty to §tay

Y

) .this to mean -that if our profes'sor‘" lives JBa sa’y,‘: =
~'.age 80, there might. then - begin an. income: to
. compensate for his inflation . losses.- Apart from

“the obviouslproblems of - discbnti'nuity in. such ‘an :

" arrangement,’: the":: costs .are: not - incon iderable,,.
'/',Ai'-;lOZ per
year  rise in income - for . ‘fifteen’” years causes
‘roughly a quadrupling of. income.  If-we- allbw for
mortality = probabilities ‘and for a“ y1eld

{nvestments . of lOZ,owe ‘would - “need $3l 500" at " age

65 as & s1ng1e_payment —to provide .a deferred
>annu1ty for. - our professor “of - three" times his"- _
beginning -annual 1ncome. Nothing would be paid if';-‘: =
he died before age 80. ' .

It would be d1fficult as" a. practical matter
for a private insurance company to offer- such a’
- contract without some .death benefit payable ’
. between. 65 and 80. Results for other periods are-

- not too. d1fferent" S T S A
, Projeqlt_'_i’on-.- _ Increase Required Cost ‘_a:t‘ s
' Years:. -, ‘.,.J.f 10% Inflation - Age .’6“5? R
,.". '. . B - B N R "
T 1597 o §38, 000 “ﬁ,,". -
15. - . 318% ... <31,500 o o~

20 . 573% - ., _.‘-v19170Qi“

Again, I bring upr the progress1ve -'federal,
1ncome tax structure as a caveat. L S :

\
. -“..

Some Ideas to Explore :
. - I " Ay
The - f1rst 1dea that seems to me 1mportant is~
"to help- faculty cope with real and-’ 1mag1ned fears =
“of inflatiom in: -making their decision as to.actual
. date of retirement. - It will be- unfortunate for .

life for the, senior faculty members themselves, if

.’*'on longer than . they . want-,l Surely, the . ﬁaculty *

member eager to retire - for whatever reason. —-';
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but: induced to staf ony. “even to as’ late as: age 70
by his :or her fear of Lnflation, is not likely to
be a great teacher “nor .a. productive researcher in
those reluctant continuing yea-r-s-' What we must: do.
is neutralize the retirement decision so that the

inflation fear does not: dominate.- . - L

- & . . . - N -
am . -~ . . BN

'This was pefhaps the prlmary obJective behind

the design of the Washington Un1versity""bridge,‘_--"»f.. .
bexieiit .
- COFHE- " materials I will ‘not go -into - its detail
here._ Fundamentally our plan involves a deflned _
benéfit -at .age 65 with': inflation‘{lotection until

5’

o the mandatory age 70..- > - e

A second reform I would llke ‘to see made is in '
. the TIAA annuity program and this 4s perhaps the E
‘central’ idea of this paper.. ‘It seems to°me .that .

:, thé "rising - interest: rat’es of -" the 1970"s,— ‘alongy

s with increaslng inflation, “have altered signifi

cantly the desirable .design for the TLAA "fixed
annuity . This is ‘a - -bit complicated8 so please y
‘. bear with me. " - " S T : '

.
MO - PR N
-.1.-. Ut

‘l. In determinlng the annual income from an: .
R S annui.ty, -an interest rate ‘must . be. assumed i

? ---called .. thé Assumed Interest Rate-or
: S A‘IK. Currently “TIAA .eaths- 9% :to. J.OZ on "
> “its . portfolio of~ investments gand’\’useas a..,,,

_ rate of 9.5% to begin. annuities (
““this As .not  guaranteed ' 2nd- B
: reduced @hich is’ unlikely if " inflation -
M _continu'és at ~10%;’ since - interest - rates'
LCawill undoubtedly rise still higher). - The -
2 AIR used for CREF is only 4%. - 17 ll come' )
" back to this.- Rt T

2. "I"he annuity 1ncome can be thought of..as .
. .. two parts:. part an interest or investment" P
“income .return’ and part a return “of origi- , ..,
nal cap1tal (the latter distinguishes the '~
annuity_, from a ,s:.mple investment), hence

wa
.
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e thea higher the int:erest: rat:e, the highe.r

T -gvt:he income.  The return: - of ,capit:al
‘.'—reflect:s . the’, . mortality. exﬁerience T
R expect:ed for t:he group of lives.‘ 5’-‘54 oL

bl

3 TIAA is basically ‘a- fixed annuit:y - t:he
income - you start with- will be: fixed <over B
~.your: ‘!:ifet:ime ‘(the 'small:: eg:ception is..
"¢ .- that if TIAA does muclubet:t:e%han assumed **'-
on your, money, you get“J:he results through ‘
.a- dividend supplement).¢ CREF, on the
oj:her hand; is a variable annuit:y, it is & -
T fu11y ‘expected that CREF apnual _payments
S T e Wik vary substan 'lly and Swill do- so in. " ..
| .<l.l:taccordance ' e . result:s of ‘the . .
under,lying .of - CREF equit:y L
securfties. - The AIR for- CREF ‘is 4%. o
‘ _the. - .stocks’. 'do well -and ears 20% 1n' 'a
" :'_year," the income goes up roughly 16%-_,
R "badly,« say, t:he return is -J.OZ then t:he'
" -income drops 148 R

kS Given that‘ brief % :
f»‘,proposal. TIAA should also be- a vai’iablé nnuity*

" this ‘mé a? First: off* t:he initial - income to the
o retiree- \ 6uld be lower ‘and would be equal precisely“
to that for. CREF. - As .the fixed . asset portfoliq of
. TIAA éarns more than 4% ‘the, income each year would. L
" rise.- If, for inst:ance, in 1980 t:'he funds for our . F'j"fl
. professor earned -10%, his. income the. next: year '
* " would rise approximat:ely 6%. ‘If. 1nf1at:10n does - ,
'~ continue long at 107%, interest rates on* t:axable— t..C”?
""'bonds will surely rise to 15% and probably higher.- X
At 15%, our professor s incbme would rise by; —117 a "
year (TIAA has, of course, a lag i,n its port:_ :
‘rqgturns as- interest rates.change == ‘but over a ten Cy
. to twenty year period t:his would work out:) -

N

. . There is a clear ecor.romic t:heory underlying ’_,
'.__thls gn. Nominal int:erest: rates .on “bonds,,. say |

., . 13% ¢ ay,-. are seen by, econoznist:s 1n t:wo part:s.

Lo &yl o c e 3l ) .

BN > <, A .-" - - ) . R - i : .. ,'.‘.*, . .". IR ]
TITES TR Rl an . 63 . PO R S S S VI
R T e 8 59’”’? R




i

&

o

one is a real interest rate of prohably 3% or 4%:

) .-

ii: at most, and the' balance, is an inflat:ion premium. ;

" All of us responsible for college dowments ; know-
" this and - have’ changed our spending policies to -
pIo —back t—least—pa-rt—of—the—inf lat:ion—premimn.
"The TIAA annudity design 1in. the1950's was simple .;
and sensible. TIAA used abbut. ‘542% and CREF's rate
“was 4%. Inflation .and’ <o Sequent high er int:erest: _
" rates have fouled up the ‘relatig ship. " BotH then -
uere annuit:ies in Teal income, CEEF remains so but:
TIAA is now most:ly nom al ‘and sei‘iously misleading
.11}usions follow from -that —.a Fhrm.of irratio-

nalﬁty t:hat: economist:s call money 1llusion .
: 5,

é’?

_L)“
v ~a, e

" The idea of making TIAA a variable -annuit:y
“based - on 47 int:erest is not ‘an impractical - idea.
“The - vari‘able 'annuity principle fory fixed asset:
portfolios was adopted. by ‘the life- insurance
‘company L worked for, ,
‘referred; to- it ‘as a monot:onic ‘annuity,” since we ,"“
guarant:eed the AIR — t:he annual ,dncﬁle could only.”
"go.‘up. +And we used a3 1/2% ! ‘AIR. ~ The whdle_
rat:ionale and. ‘teéchnical ‘detail are- described fully
~in=+my ‘paper published in the 1969- Transactions -of-
the Society of 'Actuaries, - which ‘has - béen required.:
reading for studepts taking the act:uarial e}{amsw.
since *thaﬁ‘ﬁtime. -
T]’.AA ‘had to- plow,‘,throug

-

b’t;hé‘f who.le paper. : ,‘\;,,

‘.,?,

‘e g .
What would such: an annuity optibn do for our

professor- retiring iﬁ} 19807, I've, set out: below a .- ‘.'.
loz . ’ %-‘.'?

plausible scenario based

inflation rates:

.on - contin.uing

‘e
= -~
rd .5
e

t:hey did so 1n 1969. :We A

'm* sure some young actuariges- at,,p ¢

Cieeq
e

. L
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=R e L- o (D ,(2),{
Do . -r L
Progecé"ed S
© TIAL Total -
R Total. - Dollar .
Age - Eamings o InC’éme
65 -}” “10% $8 200.
66, Ilz)_'~, * 8,700
67 Gl ¢ 9,300
68/”’”//l32- -~ 10,000 | . -
269 14% . - 10,800
= 70’; ©15%Z- . 113900
E - 75 - 15%. . . 19,600
" 80 - %?157“ o7 32,400
" - 85 - 15%Z .+ . . 53,600
e 90,'~ j 15% .« - 88,700
95', 15z“ Lo '146 600

- Column 2 1s Elerlved by startlng w1th a payout :
b of $’/3,200 at” age ‘65 using’' an AIR of 4%, (Note’

_ that. $8,200 "is the CREF initial’, ‘amount. ). The. -

values _in later Yyears are. found by multiplying the

” prev:Lous year value by ‘a factor -where the  factor

'..;1 04. . - .~ >.7‘_§“' -

-There are a number of advantages in the above' _

results T , N

< ('.a » »"» &1'

(1) 0bviously the TIAA annuit'y incomibecomes-'-
w0 .. responsa.ve to 1nflat10n. The - retiree,

doesn't ."blow’ "the inflation premium each

'is ,1 plus column (l) (1n decimal form) d1v1ded ‘by

year but adds it back .to his prinéipal. =

- And- 1if 1nflation .abgt and .interest
rates fall _the annuig, adJusts automa—

o - SR t1cally to the new. circumstances-v S

.(__2) There "J.s no perverse 1ncen;1ve to get out R

Y of CREF into TIAA -~ as- there is.now -

A . . -7 P . o
=y o) i v, .
. ] S SO g

W N ) . 71 AN

A . o ) - . i

. 1n,order to get more immediate 1nbome per_
. $1*9@®,,\“of ret1rement fund-_ CREF and TIAA -



= . . . then- operat:e on exact:ly t:he same p i-

~

. fairLy easy t:ransfer from CREF t:o,oTIAA
It doesn't "~ work the- opposite j‘g;

o

- . ples. . This problem needs emphasf .'f/ ‘the :,.
= current: policy of TIAA-CREF is- to: permit:

Lact—the—most—di smayi‘ng—seﬁof—data'“—l—‘ve—‘

" seen 1s the st:eadil'fy declining use in the

1970 s by our - professors of GR?JF- L.
LN i . pr 4’ . . _. e
R (3) The result:s dovetai\J, wit:h ‘the -
.7 faculty member’ s '-m-_,., experience.

7% " Those who 1live to 95 &
- rising income.,_ . Obv ;.. the plan -is
+" disadvantageous to "f:‘ﬁosﬁ 'wwho die: . soon,
R after retirement.  If“we. want: ~an. insur—.
- “‘ance "plan againsty living “too long,,}t:his
~ is 1it, funded j#Bimply- out- of- the
g ;already accumuls ed by t:he TIAA syst

ke T
RN

member

2,

t:he

© $12,300, hes ‘pays
©t . dbd if. he them s
e needs, he'll . have t:ovpay t:aﬁ qn - the’

facult:y

:- - interests earnings from his finvestment.—"'

ve a steadily - ’

aves so_m for alat:er -

Under the proposed a:m 7, the™ g rtion

. plowed . hack Jis not- taxed; atid its: ings -
escape .. tax until..they ow as income
"much later. (The  a umen £ SRE ™

R annu1t:ies aré precisely t.hese arguments ) -

\“f;'“':-(-'SD.“*To avoid confusion, some "name other t:han

s . “variable annuit:y 1s needed « for  this

annuit:y. As I see it:s -design, it should
“bea. "monotonic” or a "ratchet annuit:y-,, -
inceme is only variable- upwards.
Wit:hout: imposingw a . lecture -~on” asset

-, 7valuatjon ] T¢es ‘of ‘life" insurance
i '.'_"-"_" compaxit’é% “1¥ m# simply sSay._ t:hat: TI'AA
uses ®ppk .or cost. values for its “fixed "

£

- ® assets ~ and does mnot revalue them -

T &cont:inuously to market, as. ‘does CREF.'

-
4 :
.5 ~,

6 . R .. V.,’ :



/ :_Accg;dingly, in t:he current: climat:e at
*“least, .it would seem that TIAA could
h guarant:ee the "AIR ‘of ~4Z. - The mechanics
of the “annuity. .then’ assure t:hat: the ¢
‘annuity woulds only go -up _-- as: TIAA'

Pt

- ,average—rate~ earningS‘“exc‘ee‘ds—Az,. T

¢ ‘

(6) Anot:her serious problem w1t:h ‘the present
" . TIAA, annuit:y s the.,——rlluslon of - wealt:h

R creat:ed by - sending.” out -the blue -and

. : yellow - proJect:ion forms each - year.
Lo Current: :high fixed~ income earnings are*
' . used® to- pro_]ec’t -retirement 'J'.ncomes and
" our® facultles look; at:- ). 3

_at . times: ’higher -~.t:ha,n:. pres>_ent: earnin&s
. The' "result '_'is reduc'_;ds interest- in 4ddi- I

) 1llusions. : Using;.' Y5

ties and 4% to Qf

-°  realistic valmatic

: people will, be aft:

¢7) 0t:her gr difficult

: consideratigns ex st. g S S

' - give peopl p‘tlons on- t:he A 0N p. '&

4 . at General American did "so but: T t:h'ink o

.. .7 for TIAA t:hat: would not be advisable. A .-
" - . complicatg d form - of . mortal'lt:y i

-'ant:1—sel.e on would arise and the opt:J.on
“would be chfuslng. _ . PR

Ty
Rl
S

Let :me rephrase ,my- proposal',in't:erms of capital "..{._:lf
preservation.” At current. inflation induced o
interest rates, our ‘retirees eat into their:

- capital both through. t:he mort:ali't:y'principle but

even more so -due to " spending the inflation
premium. - If TIAA used 4% int:erest:, t:lus problem

~_l:would be substant:1a]:ly overcome.




.-f_-'.‘."And,}“fir%lly, I,et me.come to. the -ob;
tion." Could our professor retire’ on'onln;

- 1instead of $12,300?. Counting Social Security, his

"~ 1nitial income is -reduced . from $20,100 to. $16,000.

spouses' Social Security -~

~ (exclusive . of
——*entt;tement?
o benef%ts of .significant inflation protection dre
bstantial. My . preference, if I were-the 65n
-1§'$v£ryr strong “for:: "¥*$1§~000 and
However;_and perﬁzﬁigtﬁis_is most’
if ' 06 S£vere, then
we, ds university benefits plannets: 2as T
annuity designers, ’have partially 'failed in oqr
jobe: ‘More money needs to. go to TIAA so that the

) ?Job gets done. o

°,¥% !

._'»A. ‘Presently 1t is 9 1/3%. 1. understand.
T  TIAA 1$ 1ikely to change to a higher rate

e

Wf
important,

Q. - What is the’ current rate used by TIAA for +

‘ﬁa fixed .annuities 'and what is it likely to.

be in the near future’ ,
RN e

The——drop——is—msmbstantia&:——but——thej”

in 1981 (The subsequent announcemeugiis S

 that the new rate is 11%). Thoser%who

. . . retired prior . to 11981 will" have-‘an
- 'y‘ " increase in their annuities, reflect

= o .-_their age, annuity option, ugnd-:s on.

p The increase is not comparabIe howeverL

# . :to ‘the kinds of increase” a’ “ratchet

. annuftyr would experience.' ' ‘

~ What will happen to LTIA

" results if inflation conti

f
75

investment
s at 107

. rate’ earned on its Yotal:
investments. . Today's 13%- 87 14% rates on
new funds get averaged in with (the . lower’

R .f rates on investments made in past years~a7
‘ and: -

Obviously - “4f ~ inflation continues
-frates stay' at. 13% to *14%, or .more likely
rise to 157 to 167 TIAA's average will

-
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'TIAA pﬁys to all annuﬂfants the average
portfolio oﬁffﬁ
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rate , investments will gradually

- '..ﬁmat:ure and can be invest:ed ‘at- t:he higher

rates. e

e e s ,.‘..

. f,unds will _be. . .
“the ””‘ﬁﬁtgher "‘rates . and old

AR Y (¢

e, Ietired person s pnce index? .

A.

I t:hink the government: already has such a

pProject .underway since: the CPI has been
under - 'so much " attack. Preparing an

~appropriate .index.. 'is ‘an enormous -and
-,c0st:1y proJect:,_ involving',.

statistical ' - sampling - and rlifficult

-theoretical” “issues. The  cost  of

- designing an :index must run’ to .‘the

w

several million dollars at least. I

doubt ' whether : one inst:itut:ion in the

‘private. sect:or should undert:ake-such a

pro_]ect:. . . e

A m point: is that - all such indexes_

are at .best very trude - measures. Many
theoretical economists have shdwn t:hat:
such measures are seriously flawed at the

t:heoret:ical 1eve1. The- problem is.. then -

compounded by the practical computational
d1fficu1t_1esg_ I just don't put a lot of
priority on 'refining %i:hese measures.
Inflation 1is’ certainly real and one of

é{ts worst 'manifest:at:ions is that it

2 ‘éffect:s the welfare of different: ‘classes

- s
. . ’ e

1s—th“ere a ca_s_e for—mto pione~er’- asf,-i--':‘
it did in- variable annuitiesﬂbx—’ with a
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‘I‘he TIAA/CREF PerSpectlve o S
' The Unisex Issue o

oo Thomas C. Edwards = .

. Mr. Edwards, a Phi Beta Kappa graduat:e of t:h;)

University of North Carolina, has a dist:ingulshe
career in the insurance industry.. He has been

' associated with TIAA for thirty'@wears, served as®
President for twelve years and is now the Chairman. .

C dkekkdkkk
/

I'm™ very pleased to be here.. This is the first:
time I've ever been invited. Lo aI-COFHE'meet:ing, and .
I think: 1t: s terrific. Iwas—s& Lng :

A

.a subject that we eat,’ drlnk " a‘i:tl‘;:s‘Iae’ép 24 hours. a
day back home, "it. is really a rewarding experience}

" to know %that: youd 1ndeed\_care and -know so ‘much .
about .this subJect:- I hope we can’ ‘remain ,a part:l
of everything yau do here. I think what's happen- -

. inggwith the Age Discrimination in Employment Act::

/4and everyt:hlng else t:hese days, 1nclud1ng double— '_

é@v‘dlgﬁ inflation, has t:remendous 1mp11cat:10ns not .

" only for, hJ.gher ‘education ‘but for ‘all of .the
private - sector. Just one comment: to - John Biggs. '
We don' t: stop .worrying about’ annult:ant:s ‘at 95 or .
90. I sign a whole st:ack of congrat:ulat:ory
Yetters once a month to our 90—year olds -afid the
95-'year—olds. One of my predecessors -a number of
years ago said, "If we're going.. to lo e, we ought:
to 1lose gracefully. _ And -it’s ‘jp.v&suxg and -
grat:1fy1ng to ‘see how. many t:here “are at those ages.

. It: s. ny. Job to int:roduce t:he TIAA—CREF
people. That's John McCormack and that's Don
‘Willard and ‘that's it.- John':is- golng to - t:alk
-about- t:he ADEA 1mp11cat:10ns for ret:irement: plans,
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“a Iittle b1t .%re than you heard yesterday, and’
‘some of the flexib lities ~available " within the
‘I‘IAACREF system . that help-  early retirement
. programs. You may nét know. about all of . them._

,,7" Don is going to talk about some of the pre— Ce

/o retirement planning developments. A very important

——part—of—arry—eariy—re‘tirement—approach_“i‘s—to get——

/ ‘people thinking about the. fact that, "Hey,- retire- :

! ment actualIy comes, and it.will affect if make
it .to that age.. I remember Allan Cartter at NYU

© onte telling mé that a .professor, aged 68, showed

- up in his" office thh this little 'slip of -paper, -

.. and - said: "What is thls retirement business? I
“-didn't know I was going to have to retire.” ‘And .
- that . sort . .of thing is still with us, -.as many of
you may ", know. ‘Don."is alsq :going to talk about ;-
methods ‘of  coping with inflation, and Just §o that .

" you will - listen to.-me and John before- we get to.

'~ Don VWillard, I ought to mention thdt we dre. already
.way past the conceptual - acceptanc‘ ssahe ~of a
program very much like”the.one John g;eseni? :
“We're into- the syst@
1ncreaslng. annu1ty. \

"ratchet annuity” but‘/that s still  a poss1bﬂ1ty.
We hadn't thought of that one. Don will tell you
about the details of that and how it's done.

Now, I'm probably going to tell you a little.

; more than you want to know about ‘the unisex’

2 question and where we stand on that, because that's
running through ‘everything we do these days and
has implications for you. We owe you an up-to—date
report on it. You ‘would have had a. 1etter on it
two weeks ago- except for the. position recently A
taken by the - EEOC. is whole merged—gender* " -

. situation is not a. si,‘ " issué,t as those of you .
who have, - gotten 1nto~.‘«t _know. It's. full of -
- complexities and emotlons, esgec1a11y the laktter.
The blood- pressure of “both men ‘and women gets
. raised about equally durihg¥any discussion of -the
~subject, not only because it involves peoples":
retirement savings; it . also involves basic * -




R . O nen Vet Cleat.

‘4quest:ions of equit:y and fairness. And it: involve,s ,
~a major- ‘change in the -conventional use of risk
'__classificat:ion and laws of ‘probability, . which have

always been used in pricing - insurances,,-pricing_,w_
.annuitdes, . and in determining - 11fetime pbenefit:

_amounts_based_on_liie_expectancies 4
. 4»_,,- . '..
1’ m golng t:o skip t:he background. It' s been ;'

_eight: "long - years with nine court.-cases- and
"lcont:inuing ‘conflicts among federal regulators as "
to .what's fair. and: wha‘ﬁ's,equal in .this bu31ness
of providing Nifetime incomes. - Basically t:oday -
--the thrust of the regulat:ors, the thrust of . the '
- court:s, and now Congress is that in the future the
- c¢ivil rights of the individual as one ‘person- have .
got to. prevail - over® insuring principles -that
classify people by ~age and sex into  groups for'
risk sharing purposes. Age grouplngs are still
okay,.sex groupings ‘are out, at least forfinsgrance
and annuities. At the federal level the” actions .:
being taken are all under Title VII of the Civil =
Rights Act and the Equal Pay. Act. At the state- |
level the actions dre’ under the various human
rights lawe> ird_the. ‘states. And the actions now '
. ~being proposed in. Congress <by - the Dingell Bill.in
the House and the Hatfield Bill in’ the Senate are
all-inclusive. . They,'re trying to f1x it so that ¢
a11 insurers, a11 government: pension plans, andg

Loy,

. everyt:hing involving 11fet:ime payment:s,-whet:her in §
_ an employment situation or not, will have to go to }
a unisex mort:alit:y table. because" anyt:hlng else isg
"discriminatory. RE 1earned this week that Canada '’
is ‘also moving ost:rongly .in ‘that ~d1rection ‘at ' the -
federal level. . o . ]/
- Well, about a year ago., as you all know and as
John Biggs has mentioned,” our Boards moved t:oward
meeting the growing concerns of a number of. your
instlt:ut:‘ions, a number -of state unive@tties, the -
ACE, and other education associatlons. We set out
' then to " convince the various ‘state 1nsurance .
’-"depart:ment:s t:hat: in spite of their mode.l uniform
S 4 ‘a~',.’?8_72'__', L
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}laws, wh1ch requl—re - equal premiums : and equal_\".
£ du}idsnds for individuals of the same;-classand
: _.equal e:cpectation of.. lj.fe, it seems clear- from
_f\f-the ‘courts” and ‘everything ‘élse that the time has - S

comé& to approve the use of * ‘a sex—neutral mortallty_ B
" - ‘taple for future annuity - premiums... Well, -this
- effort ha s—t a-ken—us——a-ﬂ—y ear——an d—whe’l:e—th ere_were

~rejections among- the. ;varlous' states, we  went -'

'one-on—one w1th them. e - explalned how and why
~ the - legal and social tide 1is mo » and the

‘states have-all eventually approved ggmerged-’ '

- gender -table we proposed. ‘We also - announced a.

year ago that once wé+“got these approvals we would -

adopt the merged-gender table for future . annu1ty

premiums, so that in the future equal’ premiums . .

" paid. by 'similarly situated men andswomen would ,buy .

- equal period1c benefits under all of the income _

options at retirement rather than just the Jcr;.nt— . e

' life options for a husbagd and wife,, as it the
- present time. The annuities reserve the r1ght to.,

change ‘the premium rates for the fhture, but we °

have .no right or 1ntention to. change our represen-

tations:. as to any prem1ums paid in the- Rast.r

Ninety days rotice must be :glven-to- all partici- =».° .

pants for ‘future premlums, and there. wlll be mo ..®

effect on TIAA benefits  resulting from pa‘§t TIAA -
premiums;  no- effect on CREF benef1ts~re$uIt1ng

. from past CREF premiums. . - e

: The - prospective : change will apply. °to - both
'-_regular and . SRA contracts, prlmarfly because g
tax-deferred annﬁlty plans and pensions . are both‘*___,_,,
considered employer “retirement plans” ,at ‘the -
- federal .level, by the EEOC,. the’ IRS: and--i'RIs’A.
. There's also beeémn a recent decision in- ArLzona,,
concerru.ng a 403(b) tax-deferred annuity plan :that
- involves employee ,money _en‘t .. through” - 'salary "%
reduction to annuities issued by .a number .&f
- commercial companies,. as well as - by TIAA-CREF..
@'That decision, ‘at the U. S. District Court level,
.~.was, that---the plan 1is 1llegal because "all of the
':msurerst use sex distinct tables. _Th1s ‘is desp1te
AN : ¢ . * - ;
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H Well we" cou1d go %into how much effect the‘:g e
proposed change will have onf-the various optlons.“" )
. _no effect on the most popular Joint—life .options,
——and—a—range—of—lmpact—from—l%—to~as-—l';igh-as—&é-—for
. one option - the s;Lngle life annul“ty, which - has'
no- guarantees for any : survivor, ‘iie., the stra1ght
life -annuity- where a11 payments stop_when_ .the -
~annuitant d1es. S _J,,r_‘_ B S
N No insurance companies have yet constructed
"merged—gender tables,"b “the -shock waveés: are
still running through the- 1nsurance industry.. But
they too will: be affected. by this if the govérn= )
. ment's. posil:ion is ‘indeed the wave of the future.
If they wan§" to continue to provide tax~deferred .
- annuities. and- annuities. for pension -plans, they'
will have to issue- merged—gender Aannuities in the
futnre. oL e _ . .
You've probably ‘heard somethlng about the
court-ordered settlement d1scuss1ons we've  gotten .
. into ‘with the EEOC. This was an attempt to see 1f_".
a glohal se -tlement o:f _thls complex‘ 1ssue couldn t

The. ma1n,rema1nin3 1ssue po KN ; _iv1ty. -We've
~agreed’ to adopt “"unisex" % 'ure “premiums, if
permitted. by state insurance laws, so the main '
questlon is retroact1v1ty,, that \‘\1s, whether
beneflts -esultlng ‘from. past premlums are. g01ng -to
have toThe™ equallzed and if so how. * There was,
‘some movement during thése d1scuss,10ns, but very
ﬁ-llttle really. We offered to move. toward- them, a -
] ~‘~ littlé. bit. .They. moved the ‘other way. It was not T
-'a productlve' settlemept -discussion,. and there v
»*’won t be any settleg%nt%- We're poles apart- "But® T
'there was some . 1ncreased understanding of: each -
other's pos1tlon, wh1ch we: thlnk will be helpful
Jooim u1t1mate1y gettlng a: dec1s1on on retroact1v1ty :

b T
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in the courts-ﬁlu, o T o -

L. Now the EEOC's position, as we read it,_ fs:
o that the merged-gender mortality table should“Be
" used not t for fuflire. premiums, but to.determine
ol total_benefits for- “aIl" people who retire "in' the .
L future, whictl .means benefits resulting from .all
] paSY_ﬁremiums as well as from all future premiums.
You see, ' they contend that TIAA. dividends, . over... .
_ "and - above * the. 3% contractual guarantee; ahd ary _—
+. CREF earnings: -are fungible and therefore not
"~ committed to. dny individual.:- They icontend that we Lo
iwould be fully Jjustified in shifting those’ earningsj'
+- around . .ampng -~ participants. in- order to . "unisex”
benefits resulting from .past premiums.' In.other .
words, ‘all TIAA d1v1dends over the minimum guaran- '
tee and all CREF earnings should, in their view, v
" . be available,' as needed, for that purpose. We o
.. -also understand that the EEOC. is’ going ‘to seek -
% some Jkind’ of back pay award fon women a1ready
retired as well .as future benef1t 1ncreases for' B
them. . :

- .Our position, and that 'of - many of our
participants who express - them— selves " in no
uncertain terms, continues to bé that all. ‘benefits
that = aré :attributable to past premiums should -
‘continue to be determined according to . the

. representations . that we . at TIAA-CREF . (like all
1nsurers) made .when the' premiums were paid, and in
~all ‘the yearss since: that in retirement  those .
benefits would be paid out to men on the basis.of -
male  life expectancy and to females on the basis
of female " life expectancy. We don' t think we have
any -legal or moral right ‘to. change from those’
representations. -However, everydne is aware that-
if u1t1maﬂe1y ‘the Supreme Court says you have to <.
do it, then that will be the lawxof the land. But Ay
. we don't sée it as the law of . ‘the. land now, and we ‘-
. "~ think that ‘men would be justified in suing us if we
did it, so to speak, voluntar11y as to past contr1— :
butions. ' L : S, o

&




": good falith deferise on’ retroactivit

X ] ~——

So Qe '11  continue ' to oppose t
around - among -participants of investment
on past accumulations in ordef to - un1sex“benef1{s
from past: service. And of- cour§ we oppose¥any
position that would impose financial 1iability on'-

- our partlcipating institutions. - And we and " the
EEOC now expect litigation‘ on. the . retro ctivity

issue to work its way .up to the Suprem t.. We
think we and our institutions hav;{aj&ery strong
state 1nsurance laws authorize sex-distinct tables;
even at the federal level there are guidelines that

still say it's okay. to prov1de actuarially €qual
benefits for men and ~women instead of equal

monthly " benefits. And the Manhart decision “was.

very . bearish toward any retroactivity. where
conflicts in -igovernment rules have not- been
"resolved. . : T

~

L

My last message ‘on’ this subJect is thatfthére*w

has - been. significant . progress’ bp, implementing
merged—gender{°'jbles for future  premiums. There
will be a ‘:;?: on this going out to you next

week, hopefu You'll remember that we had
planned to. put thlS table 'in earlier but we. held .,

off. If you got my July 22-letter you know why.“

We deferred because at that time the EEOC said
they would press charges against all 3, 400 insti-
ututlons and ' TIAA-CREF, -alleging that our proposed .
© use’ of . merged-gender- ‘tables - for future premiums

would be a violation of - Title VIL. ° Since- they .
were clearly ready to bring those charges against™

all of your colleges, we held ‘back, and although
ofT discussions with them didn't end im settlement,
.we made some prégress toward implementation of

’ 'merged-gender tables for future premiums that does

meet with EEOC approval. They have’ agreed 7 at Qur
urging,lltoi separate - thé- prospective, .and . the
retroactlve issues so that we can go- ahead on'the
. prospect1ve -basis.  And. we agreed ‘to make ‘some’

changes in the mer8ed-gender amendments in. order
’-f_to achleve EEOC approval. o e :

"76 ot
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T The'-EEOC is issa.ing ‘an’. Opi,nion’ st:at:ing t:hae'
e -adoption of the .new-. t:able /for fu?ure premiums swill:

mot be a violation of "Title \LII or :the" Equal Pay~ :
- ¥ Act, -either.by TIAA-CREE %r DBy any of our part:icf-'»

“pating: in it:ut:ions- So tthe” ‘way. is- clea .
ahead-aga “but it me;ps another’ ;'ound of @
-_st:at:e surance department. approvals, because the L
_ame ent: form has been changed. ST e T = e
L f . . . . RN T ;
AT, "The - EEOC' Office of | General Co'unselu has .-+
T+ weittem a  letter for- the' ' " epartment:s, Sk
" s¥ating that using this rat e, and I quote, * +
“will afford. full protect:ion part‘i; -

cipat:ing institutions agains cla ms- 'of" sex
" discrimination - by reason of . nt: ot ‘receipt - :
" of pre%uumsqbr benefits under: ‘the ﬁ‘ew' te table.” =¥ .~
.So- £Bey Vefccleared ‘that, and we must now seek the

neceSsary ‘8 t:e approvals.. I.f we- get: t‘hem, .we w&_i
..send out t:h ﬁmendment:s. LR v

s é‘; i : : .
A But: the reﬁroaotlvity issue remanis, and t:he,.
lega.l staff of -the EEOC has- informed - us, that. t:hey
can no longer, will no ~longer. .defer the -na%on—‘”-%“
wide ‘charges deahng' w1t:h the ret:roact:ivit:y issue. -

. Although we are trying ‘ to (stop ' it, t:he EEOC is .
s apparent:ly g01ng ahead with this redundant:’ charge, g}

against all 3,400 institutions individually, and..~ '
agalnst: us, despit:e the fact: that” the basic ‘issue’ -~ -
"-_.fis already being contested in n1ne separate Rl S.
District. Court:s-_ We ‘don't know the - spec1f1cs of _
" this - extreme ° measure - and 'we don't know . “the -
procedures that aré .going  to. be established for' '
: respondlng to it. The EEQC- w111 probably seek to™®
- consolidate ‘all. of it 1nt:e'\0ne court: _case in t:he _
Southern District of New York. “Fhat “seems- to be - -o_"
" what t:hey want:,_and it would" cert:ainly be what: we, !
.;_;\’ want . if t:here is to be a national -charge — t:o get:
it into.“one court °case ipstead of- many- .- We’~11 BT |
. keep your, inst:1t:ut:10ns informed about these de\re—- T
lopment:/as they occur. . The- Amencan .Courcil’ on , ’} Lo
Educat:lon has annougced to its- cbnst:i-tuency ’that:, e
At has h1red outside: .counsel’ to offer guﬁda_’ A

‘7"‘ .. .
’ : P veov e .

g&
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‘ So, in summary, we~ expect to be going aheacI
) ) w1t:h the - merged-gender ‘table for: fu ire” premiums
- ﬁ-,1f'> the state insurance départ:ment:s approve, and° T .
. we'r oing to carry the retroactivity issue-all. < ¢

3z o—the—Supreme—Court—I’tLS""One—thing—toﬁ
heg,rules of. ‘the- game® .'_wore the= ’%be Tt e
. starts,”Bot it's quite another thing to change‘zz e
rulds-'of the game and' its. score the game 1is -
'over. However, if ‘the Supreu;e; Coﬂ%’t ult:imately_._

_says do. 1t:, we will do 4ty and- so will evergone

.else,: ‘and "it. wil Z:become™ t:he law of “the: land; . .
- retroact:ively. I ge lose on t:he retroact:1v1ty _ -
, 1ssué, that is, {fg&11 "bénefit:qto people’ retiring ;

“ in the  future -must: st- be on' a unisex basis, my =~ -
-+ judgment would. be that this would_ not-be a charge
to_the .colleges. ‘Rather, it ‘would be a charge .to

t,he men - .through- the method . now proposed by . t:he LEL

... EEOC; that_1is, t:hrough shifting - easrnings;“-qn past’ . . . .
accumul*}tions among participants “im order"to T
unisex retroactively T e A

« -

H,ow will ‘the cyange for fut:ure pr
> oy

L eu affect the nen’? e o n
PR .'A‘._., “The " Sullet:in we 11 be sending e
' : people when -Wwe - make ‘the change .

. . For -gxample, ‘th - the: mos£ >-popu1ar EANEE
T e joint=TYife opt: ;, which - are’ chosen by .
@ v+ .60% jof - the. .men, it wilI— “mirke <] no
Ce -.».--_._'{A»'adifference T at- ‘all because : there:: ‘is R
L .-,.al:;eady a ma'le.and female. in . ‘the couple, ety

, .. normally. . On, yt:he ot:her options,. t:he e ,_ O
¥* ° . one-life’ " options, o “there: ‘will " “be’ “a. i+ -
- ... % - difference. = The biggest: difference is:’
 "L..., whérera man elects 4-benefit ‘only for hlS -.
e T life, h.no benéfits for..a.survivor,. t:he
e singl ¥life';annuity, s.o-called. If he'

. - builds id.a tenor t:went:y-year guarantee’;

.. 80" t:hat: payment:s are" guarant:eed even if

- B | WhOIe{liSI OYg different:ials to, men..‘--"

A.,., R . e o
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o . he- doesn t Iive for- t:he ten or . e%‘ "‘.
(R " ¥ears,. t:he" differenc‘e is mch""-&s’ﬁ‘g
e be;:ause- for the first tem or twent:y years -
. ‘f-',no_ 1life - cont:ingencies “are. involved..
L . Also, of. '-course, .the, proposed change.'
: % oe oy affects epnly future’ premiums, so Tt would
oo make ‘more ‘of "a differenc‘e to, -you because .
- . you' re young.- But for people who'! ve ‘been-
- ‘in t:he system for. a’wh'lle ;Lt: ‘would ake,
“less | d‘.'rfference because it /affeé.t:s only
< those premiums paid bet:ween nom and the™
C e t::Lme t:hey ret:ire\ . 3 FEN o

- - --.._-,

o \Q. Will : th}.s ' affect: t:ax-deferred anmnt:y
T plansf;*ag well as pension pians" Aﬁd' ot’her'

st T ‘_‘, 'insurers t:oo" L . P, AT
A _ T » :‘» T el . v‘w&c\a IR

_ '.Yes, t:he whole t:hing. Becawse ‘bo . types - S
._'of plan: are co‘nsideredd.émployer sponsored o

“retirement p lans, " whet:h_er they re w:.th o

% TIAA ~<’:,r‘r-.?§n3'<>n glse. . C

X W ) o L

' : hégdefendant: . ‘t_x” t‘:‘..e : p%sent:a 5‘_ y:,;.;
o A '\.. . . SRR . ,*".:‘.’:é

bt

R t:hre " 'm‘.ne court: wcases are . ..
L g agai.nst%« ;['I.AA-CREF -and, i in ea,c‘h casﬁ, B TS
L g collfegé;or..nn1ver51ty. e e -.-;_;;ﬁ. .

o

R e . . .

How much wo&d ret:roact:1v1t:y cost:"
-

Well t:hat would be t:he cost -to t:he men,.' _
.and ‘it would d%end on what Opﬁlons the. .
‘men elect:. ey Swnot: ‘something you camn
'know im advance, but: if you. tried. to fund - . v .
it toiiay, it would be ,a very big sab.-'__ ; -
"But-over any one ‘man's life expectancy it = ..
N will be@ﬂ:herfO/ for him or up to'as = °.
. high as ¥8% depending on which option- he.
.'elects and . how much of his income will -~ =
- come: from fut:ure premlums. As I've said, =

we: feel we have no right t:o 8o unlsex for_
’
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L JI‘E premlums when we have ,been assurlngg
as everybody else,

ERIC

Aruitoxt provided by Eic:



: _' ﬁ TIAAICREF and’ P'lannlng fj&etlrement c
: T, e.e
N ' {‘ j
o Donald«S Wlllard . .
: I 2 S, L

C Mr. Willard a- Harvard Buslfi’ess School alumnus,

has had a&‘career which "has. included service as a.
> -W\eacadem.c . adm1n1st:rat:or and ~ service,

T BRp s - in  the rinsganc industry.. " He ig . :
=t t y t:‘he‘-Executlve “Vlce— res1dent: of 'I‘IAA g2
Cgen ] =~ e T SR

. Xk Kk k k% < T S

. Two t:h1ngs~‘have happened t:oday t:hat direct‘ly
affect me. -Birst John Biggs has done a_very ‘good
« "jo t:elling ‘you what T.was- going to tell ‘you, Cer
and secondly, in t:he interest - of - time, I've been
' asked to try tox trurdcate my remarks._ “This rem1nds
me'f»of t:he epltaph .on Robert Burns ggvest:one whlch
'saz-s "I knew if I.hung around lon,g enough séme—
5 ‘t:h’inO‘ 11ke t:hls would I‘hppen t:o me."" e :

n

- ~“ I have twé" t:hlngs t:hat: I want “fo t:a' Eyery. . . %
br;ﬁiy‘ about.’ . F1rs=t,,m as Tom* ‘has “indigated, I -
1K about .some'p;e—g:ét:n’ement: &gnsellng,7,

wa.n -o---
2 "'ar re réclrement: plannlng prog@'m% that are -taking . . . %
Fiag«e" ‘in h1gher education. .&s some - of.you may - -
know\, back in 1977 wé did a pret:t:y 1nt:enslve survey o
;';‘" of . ret1rement: plannfng programs in ‘higher. educa-.- '

r e t:ion. .The ‘results’ were pnbllshed in a book" called i
. ‘Retirement Preparatlon in Bighex: £ﬂucat:10n.,~ by Jinm
Mulanaphy, who' is one of our research pft”flce’t:s»@
'For those of ‘you who have. not seen. it am

interest:ed in’ l;h subject;. you m1ght: la':lg
. requﬁst @cop? at study showed _that, out of
. 2210 responding 1nst:1tut:10,ns,_96 or about Ly o8 had _
- pre—retirement plannlng programs.. Now, . since that f"
t:1me, in a very short” pe‘r:Lod ‘of two or”three years, '
. there's been a growing 1nt:erest in these programss, .' Lo
As this interest ‘has developed, :our part:1c1patidn T

r e

e

in t:hem has 1ncreased subst:antlally. ‘I‘he programs.. B

o a1 -




N

-

take a_ wide range of forms, from multi=session
progt that cover. a whole variety of topics, to
single ', programs - that . concentrate solely .-on
_ financia{ planning.__ Our role in these programs is _
in the fin- ‘ancial. planning sessions. We partici- .’
‘pate in such sessions at a good -many inst:it:ut:ions i
- by - sending . a TIAA-CREF representative or. ‘two.
*GeneraIly*a—repre‘sentanve—fronr—the—Socfal—Securrty.—'—
Office from ' that ‘region also’ par@cipates.a A
‘I‘oget:her we discuss financial planning -as. 1t
applies to TIAA-CREF and Social Security.' These . s
have been very: int:erest:ing and' I think very - e
-wort:hwhile sessions. - S e ;e,,{“

. e

-

_re concerned™ is a new pllot: progrdm P
N tituted thi's-faill; We refer t.‘o i‘s-..as;v__w
-%our Comunit:y Program. " There are a great: many- . -
#institutions arounds the count:ry t:hat:'_“l"z:a “g very. . -
‘| smadl number of people on their st:affs,\_%hat are 55 L
and ‘older . t:hat: are concerned about ret:1rement:. S
It: s not feasible’ for. _us .to arrange f1nancial ol
planning sessions at such ,institutions. So*’yhat.

' we «do 1s schedule programs 1n°urban centers -around

e..«count:ry and inva.te employees age* 55 and ovef‘,

TIAA—CREF.; Generally, ‘heré’ t:oo, a represent:a e - PR
ﬂ:ouh ‘the, ‘Regional’ Soglal Securlty ;0 £ty h

" atte; ‘dance. Indeed, “for the. last+tjcdasd,
been ﬂrnzg ofig_of. these Cowunlt:y _
‘herein Prdﬁnde,ggce, .and ‘some .of- youy’"*be aware ..
of t,hem. . We a‘-rg'd01ng ‘this,- of coursgs*is '
_ cooperation of ¢ institutions ‘located w;Lifh‘E , a .
- .S50-mile radiu®%iz; These, . programs “have : be'ét “We ry
well-regelved- We 've also, Just complet:ed a ser1es

. of ‘such programs in Rochester where we had 4in the
- Thurseé of . three or. four . days, ~some'600 “people
'at:t:end- -1 may _interest yousto . ‘know 'that ‘we “have -
.30 of. them already scheduled fot l981’and we will -
"probably “be holdlng well ove,r 50" by the .time. 1981
is over. So 1f you're, 1nt:erested in knowmng ‘'where

";: B

e g2 T
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T any of' these programs are’ be1ng he1d :ée 11 be( a;f
glad to check the schedule and “let you know. N

AT £ 11 Just pass by that/subgect riow. and go om *

S to the g!her topic -that’ Tom mentioned -— ways that
-employers -and’ employees and pension systems are . .
ftrylng_xo cope- with’ 1nf1ation. I'm- goxng ‘to “hurry
along ard Just try to ‘hit the high spots, start1ng4*

————4ﬂi%h4ﬂmr1mgﬂﬁyersT——What—are—they—Tkag-to—tawe
with ' 1nflablon occurring before retirement 1th »1/7?
respect. tés heir pension plans? Well - th .
doing sevetali_thlngs. One thing is & 'ﬁ?b!%f’

simple appfoach. - It's simpl%: incre£§e tgglr_‘
~plan cpntv&butlons. The idea ‘heté is to’ provrde a
-+ -'cushion,, if._you w111 for the. person ntering N
o ret1rement. © This - ; Ld %1ve the ."pe'r'so ~ sotne,
flexibilities "that zij# cCormack - spoke~ bou,a-
earlier this: morning,Nngunds that ate . abo%e ‘&
ret1red petson s expectations could be ‘used insa e
s var1ety of ‘ways iIn order: to offset - the‘?ﬁwages of ’ )
ht 1nf1atr9n.g1 It*s not a big. Ehlng,.’%ut,‘ft is"
»sagetbing ‘that ‘a number of_lnstltutrons4have done.zl; -
) : «’f ~a 9‘-Q; \’&“ ST e P

. u Another approa h that a few'1nst1tut10ns have ,Hﬁﬁz

gﬁ adop;ed is .what call -a- comb1nation plan.s Thls._f

-l s s;mpiy a TIAAﬂCREF defnned contrlbutlonﬁﬁaan,,”

- . with: contrlbutlons of. 105 12, or 15% of salary,
~:coup1ed wit a %loor ‘or. guaranteed beneflt. The .sz;
- plan prov1des that'the retirement beneflgpylll be .
- the slarger ‘ofs;the’ benefit 'resu1t1ng from . ‘the'
deflne'-£¢ontrLbuelons ‘or the ‘bedefit ‘guar ntee.;

. f%ﬁe ‘Benefit guarantee is ‘greater than the '

.?i benef‘ts generated by the defined.. contrnﬁutlon, y

then',jthe 1nst1tut10n supplemagns for . the .

difference.. For- example, ‘a comblngilon plan m1ght

. -~ .have &’ floor benefit for a career employee of 50%

,'* of final aVerage salary, 1nclud1ng_pr1mary Social
" Security benef1ts. If the contr1but10ns under the A

s 2 plan don't produce a benefit equal to’SO/ Eggn ‘_a
- the 1nst1tutlon-provides a supplement.

2

K
.-

A

o I should have said . up front that some of these




e thing5>cl‘(hat I o "talking about may have ERISA .
. catlons..;Bln: I want to talk concepts e | really
}don t want to -get into spec1f1—cs., There may ]
‘some _problems-"that have’ to. be workea out.- - But, I %
hopefully, they .can -be - worked out in one. fom or-
ﬂanothe’f. : We d" rather approach - this from a.
posit1ve standpoint knowing that -there 'may be
-problems -to :overcome. ' First’ let's find out what
-an ‘institution really wants to accomplis,h or try
to dq, and work. -towards’ that " objective “and. .
" hopefully work over, around, or under the probl'ems\,, .
. as ‘best we can as wé go-along. I should addq and
'~pe1:haps ' th1s,- isn't . necessary, .. -that. if ""the..
L2 institution does adopt ‘the comblnation approach ?
§ #e cakes~ ‘on .an added commitment.. In other: words," -
. theiri'pénsion gommitment does not stop :with the.
Kisl payment - of : that ?efined contribution as -it «does
_f ‘under pure or de &ed contribution plans, because
-they NE ta’ken on a commitment to supplement those’?\
~bene?j.ts, neeessarzy,é in order to bring them ;ap""
be tfloor‘guaran‘gee.-_ ; T 1 3 S
= c. B “{.

. 'Now, qhat about cop:.ng w1th infl d’n dur1ng .
‘r ti‘rement"“"l‘he most popular"way, at east Y thea .0
p‘rivate sec‘tor,, is *for’ employers to.amake ad hocu :
» aﬂ'justments, *which ' ERiSA »defines - as® "gratuitous:”
paymen'ts~ Arrangements of thls Xind -~ take many
S forms. 'fhey‘ are e1ther a flat dolla namount ofo v
3 supplement, '1 f:.xed ‘per ge amo%nt or. .a.
percentage that™% varies, dftnetgqined by .. formula‘,‘l
Sa cranking in "such. things- as: years of service, age, : Ty o
\-_3_‘-_ amount. of inir.ial annuity income, years-in- retire= . . @
%men:-, *years. since: any -last  or former . increaseu
<% might have been made, changes%.n the - CPI and ‘so
Fo. ‘on.” The choigce of ‘the’ arrangement depends .upon a
munber of thingsuqthe cost andfunding - implica-—
~tioms, the or1g1na1 “level of:A he‘ pension, changes
,In the cosg of llvin , chang s24n ‘Social Security"
benefits,. changes id CREF, .and "so on. - But the\ad *
hoc. approach has been most -popular, basically
bg:ause it gives the employer a’ better contfol#
over costs, the employer is not commit;ted ~to any.

-

TR o »



~on-going grra&ement "the amoun%:'c :"'Qbe varied, up R
. 6F .down, from year to. year, or %§f3¢an be omitted
AR in,‘any given yegr. ' he employer his .control over

_ the ‘timing, ‘as well'ds the amo " and indeed, ®if
Social ‘Security benefit% increa%or'_CBEF benefits"' )
‘. . take a bs Jump, the amount.can be.vari_e'd"to take

~ that intof account.. D A

s,_the—publiC—sector a§—~—most 1
N ch that has been ‘takén through
employers and their publi retirement systems .has _
: 'indexed vapproach or the_ au_tomatic B

'nef1t approach. a‘*You know, I'm sure,
that ". the federal programs -— .the “Civil Service
Ret1rement System,‘the Un1formed’“'Serv1.ces Kstem,
- and Social Security -= index fully to:changes in
- *the 'CPI. " At the state level ‘retirement. systems
4“31"&1‘( public ‘employees ' and teathers that'»; index
""Benefits gene&ally cap—-them at a 3% level+sfor’ithe
-mosts part, but--some- ot it 'hem go as high as 5%. <Or -
they go the automatic route, for example, they
_ - 1increase benefits automat1cally 3%Z.a. year without .
- .regard to what ‘happens to the cost of 11ving. -
John Biggs has already )alluded to. the concern in:
> the private sector ‘over. this approach because of ..
‘the - costy and indeed it is a. concern. Employers
.are wary of “the cost of any kind oggi, commitment W
s "to a continulng and” unknown * incfe ng - _benefit. " -
. There are" ‘also some conceptualipro.blems'bwith that -
S app.roach ~but -I won t take the time to get 1n,_ )

A

O ‘ . A , ..\.‘.. e

%4 What about -coping with . iﬂflati‘on before 9. e

_during retirement? - John' Biggs addressgd ‘J:ha L& o

S question- elgquently-in terms of what employ®rs. and 4
“#of course ,;Zq1vidua1 par¥icipants are doing through

.a variable annuity-based on 1nvestments in common -
stocks. . As John- indicated fbr ‘the fJ.rst 20 years -
or ‘so afte.r the development of . variable annuitles .
in’ 1952, _equities .’ performed very well.” They. =
. per%d beyond: most™ -peapje's exf;ectatlc;ﬂs Then._ o
ith ere a _few yea“"“rs 1d‘ th% 70"s when §u1t1es T
. =g’ -




were very . disappointing, pa_rtic_:i'ilarly,, Eo _people K
who were in retirement and experiencing»a decrease- . . _t..
in their. variable annuity benefits in a period of.
rising livin@costs. In the last: few years equity- ..
performance has turned around. - It's not been an .
_ unbroken\line upwards, but since t:he middle of the '
_'1970’ qommon - stock performance ‘has been quite’ :
- good. indeed.‘,'Many .knowledgeable: people whp are e
—rmaking (I7 was. | goimo—sw— *footish—eno
mak&” ) predictions. of what's- going. to ‘happen: in
_the future, think. that: the decade -ahead is goigg
to-be 2. very good decade for equit:ies. .I’m talking
abqp; people, many from COFHE instit:ut:ions,

obin at- Yale. You may have read a. recen
- ‘cle. where all- ‘three of these ople were =
“bullish™ about equities. I~ think i‘% in t:he
‘last issue of Business Week - magazin%& ’

Now, there's 3lso a strong. feeling that t:he

. employer should not take full responsibilit:y for
‘providing ‘some kind of hedge against inflation,
that the indrvidualo should play ‘a role in: this.-
And ‘many of them indeed -are * "doing jJust t:hat:-,
:['hey re. doing -#t in all kiads of ways: t:hrough
rsonal savings vehicles of one k1nd or another.

. And as‘I’m sufe many of you know, one of the most - @&
popular ve‘hicles being used gthese days is the tax ’
deferred annuity,. Qgcéuseﬂof its tax advant:ages'
and the flexibillt:y that- it has. At TIAA alone,’
there are somé& 94= 6 000 people who are putting . -
extra contributii into Supplement:al Ret:irement: L
- Annuity (SRA) conbracts. That.'s, just people put—: ' . ,
.. ting aside extra funds through TIAA-CREF. There :
" are many, many more who are doing it through the
products of other insurance companies. It gives -

. them a good deal of flexibility, particularly in
t:he earL}? years of ret:irement: in terms of how they -
j ha dle their finances. .They can defer
IAA-CREF income while
inc.ome from their SRA, or _vice-versa, or

¢




ning their CREF income to.a later’ date. Indeed
‘an. individual has as many as. three starting dates
Aln TIAA and three start1ng dates in CREF 1f they
fi‘g,ﬁ 'want to u o .

'FinaI} ; 'd like to talk Just a- couple -of,.

-

minutes ; apprbac.hes to cope with inflation
that are defconsideration at TIAA-CREF. One’ of - .
them is_the Kemeny approach that John - McCormack -

went into in some detail. We've been working with

- Dartmouth College, providing them figures on- this, .

talking with them about the approach and how 1t

. would work. I won't say anything more than that

e
cont.roversial as” many _things ace, but. for the

concern that John Kemeny expressed, it ,may, 'be an.

acceptable alternative -“for -some p'eople. He's

°

got enough set aside. I' ~not "too * worried ‘about

that, but what am I going. 't
end of that ten year peri

do when "I-get to the:
_ : W‘here am- I going to.,
turn for help?”  This is what s behind the Kemeny -’

because John covered it pretty. thoropghly . It s

worried about the person w}xo says, "Hey, look, I .
, can cut it for the first ten .years or-s I've- -

approach of nothing for ten years in the way “of a.

csupplement, then a good infusion o‘f money, - perhaps
followed . with an . increasing annual benefit
thereafter.~ . .',. R A

N g

proach Tom alluded to““ in l';is

3 _‘ uity Joﬁn Biggs is suggesting. The'
ial TIAA Fncome- x3uld be based “on a 4%~ assumed

i‘ﬁconxe than if 1t had’ bee;t ‘based” #n -the full pay-

. out *dividend rate. .Then ea"'h ~year ‘in retirement
 any pay-out dividend intérest-in. excess of 4% would ‘

be used to finance an increase in the annu1ty

i -remarT(s \.Ls o very. close 'to,_':- the -

rest rate resulting in an 1nft'ia11y lower total”

. income. - If the. full pay-out rate (contractual;'

- plus dividends) were 10%, for example, 67 1ntere$\'/
. on the reserve, or. prPesent value, of the am‘uz.ty

" would be used to finance the next 1ncre;se.g
- _,effect *‘ﬁié‘gnd add1tion purchas1ng

-~




lt:ernat:ively, another method being considered

R

w in bot:h ‘the con‘-tractuaI and dividend mrt:ion of ..
-.‘the initial.> 'I‘_IAA income. T\he reduction amount
would be ‘usedy t:a"finance a preé-selected rate :of

.wonld“ offer ‘-‘thew_retiring part:icipant: a reduct:ion

e increase«'each year of, say, 3% or 6% in both thé: s

.-'v "l

1f\ a

" by 6%, each year, no. ;matter what .happened to
interest. rates. “The dividend amount would increase
by ‘6% a 'year as long as -the dividend scale in
efi"ect: at time . of*:;ret:irement: -remained unch{ﬁged.

When TIAA' £ payout: "dividend rage: changed ‘say from

. 10Z to llZJur'-'--'QZ t:he overall le\zel of ~dividends
* would chavgg’e; accordingly, but cﬁaﬁw yearly 6%
int:erest:fﬁf’q‘_?se .wou‘id st:ill Be .applied to what:ever
div1dends_~_ 3 l__ .. s 3 .

operat:ions and systems pro-
: _'ter;ﬁl ‘getting all our ‘ddcks
! “But. some approach to an
7 ".t:hlng that's very -
@::d: on the drawing

gramm1ng, wri
in a-arow,_ ant

S° : ~I llv - make ¢ 3 . -
pleased t:o hear John' gs say° t:hat: when a ;.""ompany
is. 1nvolved in a cont:roversy that is as complex

; and_ ‘nvolved as_ the un1sex issue, itg takes 'up. a,
« . lot.of time. There is a lot: of work involved in’

making a conversidn to u " rates, and there are -’

v only so -many . people.and ny ‘machines. t 0 SO
" ‘many things. So, we have -¥o limit our- optiﬁ
~we have 'to -b@.very careful in "setting...

' pr10r1t:1es. I . assure. you that <the increasing

=4 priority list: with the unisex issué.
. tha : s )
e

N s

“and'

-

g 'comment:. 1 'was |

' ividend—portim———f‘or——examplh
‘6% - incr;easing -benefit - was ~selected, ‘the:
-contractual -amount - would be guaranteed to. increase %

(Rt

ricing on. now..,-:.'
It t:aTces a lot of

4

4 bemefit option.is right up there at the t:op of t:he L



: AD‘é&.;I‘n.plica't:‘[ons fo1
"TIAA/CREF Retirement Pla

SMra. McCormack is a senlor vice pres1dent of- ,TIA.A
" He ‘heads.- ‘the Institutional Counse11ng Division and.
. has . _extens1ve experience  'in the de81§§ and .
ﬁmplementatron—of—retrrement‘p Iaus . : ‘

SRR L ’,-‘.
**,****' oo .' LA
<5"' : Yesterda,y we heard. a good dea1 ab0ut ADEA.‘ -

i its regulations from Laum Ford. I'm golng,J:o

a few comménts, hopeully expand on Laura'’ s .comf§
:a little bit. Laura mentioned that -on. duly ,
1979 the administration. gf the Age. D1scr1m1nat10n
- and- Employment Act sw1tched from the Labor Depart— .
ment té the EE oy Just prlor"to that‘ sw1tc‘n and .
'it's - not- uncom?zn for these. 'kinds -of ~.things. to - |
- -happen, "“tHe. " LaboT Department promulgated 'i’ts
(. :regulaticns or, as it- is offlcxally cal¥ed, .an’ .
interpretative’ bullet:ln .on how ‘the amendménts. to
4. the "Age Act would naffﬁct employee : benefa.t -plans. . ..
Under” the' DOy .intejs retative . bulletrn. whlcﬁ’, by o
‘the way, . is st 1,11 in. effect defined %ontrlbu.tlon RN
+plans .g-' ‘the 'I"IAA—CREF typef: plans =’ = ran ceas_)-"'_-‘-j'.
. contnbutmn or 1nd1.v1duals ‘who con.tlnue ‘to work ", - .
once: they, re%&* the noﬁqnal r,etlremetrt age. ,Deflned S
beneflt plans - typlcai 1ndustry plans - {_currently
are not -reqiiired to credlt"salary o’r»- serv1ce for_"
employment, after an *’hleld%"_r :
] ret1rement age.,. EY

. Well, shortly after that sh,u‘f‘t ,1n'nrespons1— SR
blLrgty on July 1 of 1979, the EEOC. ‘became concqrned i
) ‘"; about’ —"wi.hdfalls"'@ ‘that they saw accfuing to. a@f
sponsors of def1ned~ beneflt plans.,r Ifnder ﬂef;med__

ERIC
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f:' the right: to work beyond t:hat: age- This windfall’
‘. that. the EEOC  saw accruing results from”the fact, ,

", that there are actuarial gains d earnings gains -
- accruing when - individuals delay receipt' of ' their
,gg:etireme'nt: ‘benefits. ~John Biggs  touched on how
“%the. accruals occures Mortality .concepts and their

>

'f a 'lot ‘over the last”day and .a- half so-I think you
~ can__understand_that: 'if a_person d delays recelpt: of

£ .
' ﬁ“‘ﬂn lications for. pens1on ‘plans have been discussed =

[N

beneflt:s, .the 1iabbilit:y for the payment. of retire— -
-~ ment "income is short:er, t:herefore qf t:he benefltsl_
are frozen as of . the dat:e the individual- reaches

"..»normal retirement age but he t:akes those benef:.t:s"_'. s
_four or' five. years lat:er, “they . ‘are going .to be. - T
1ess expensive to -purchase when be'neflts actually .

begin four or five years iat:er.. What: the .EEOC: saw-

in this windfail to employers was a loss to 1nd1vi-f

ual partlcipant:s -and . a -potent:ial for a. charge of
wage - discriminablon because older 'emnioyees who

alary and service aft:ez’\at:painmenb of . ‘the -

,folr
correct: this: problem inva rather- strange way’ that -
ay have--some of you o3 used._ A number’ of .people-
YU ave sa':éd to me. -~ dldnt the EEOC' come wut- with
regulat}Ons . that. rcha ﬁ'xe iDepartment of Labot’l
regulatlons’ The fact f t:he ‘matter .is- no,. t:hey

. “Have  Jiot come ~out- offi,cf‘ally with any éharges. in:
the - regulations on‘ the’. amendma'ﬁts‘ to the- Age
‘Discrimination” Acét. There is a requiremem: tiat:

.- the 'regulatory agencies ‘share ugnmdraft: form  the --

propogsed regulations they are - consi’derlng, ‘and ¢ thg
< inter—agency draft of the EEOC proposed regs on’
- .ADBA -is what ha‘s been: ‘published ~in :a ‘number of
- places but not offmia ly released in the Federal
Reglst:er.. In ?:he last couple of months I have -had
. .;calls from at "least three 1nst:1t:ut:10ns -who" t:hought:
. 'the EEOC had come -out w1t:h rev:tsed regulatlons-.
. It's quite obvxousm when ‘you read -the- EEOC ‘regs

that the date for -comments, which - all- proposed.

'regulat_lons 1nc1ude, ‘is ‘blank. So -you :can- see
. very qulckly in: t:he f)frst coup.]f of paragraphs

O 90‘~- B

z cont:inued to work- are not: receiving penSlon credlt:s , _._‘

normal’ r@tirement: age. We].l the EEOC proposed to - - ’



) . . _ e e .

that they had not been officially released but
were. floated or leaked for" publ1c reaéction and,.
needless ~“to ~say, they’ have .gotten a lot of
reaction. . - < !

-

] Well, to correct this windfall’ occurring to
sponSors of defined beneflt .plans, the -EEOC
proposed ~r‘ﬁ ’ .

-

'That deflned beneflt plans' credit' years',oft

- servrce and salary for empioyees who continue

to work ®beyond the normal retirement age or
Jcredit.the'gctuarial:and éarningé_gains.
\- ""-/ P
In addltlon, they . also took the oppartunity to
propose a change -in the regulations for defined _
contr1bution p1ans‘ .
The EEOC wouhd require cont nuatlon of "contri-
butions' for an~employee unlédlss a stated benefit
obJectlve was achieved when the employee
',reabhed the’nofmal/retirement age. :
Defined eontribution' plans _usually “use a
benef1§>ob3ectiv6 they would like to achieve for a
career./ employee- at the normal retirement age in

. order_-to set the rate of contribution under the

plan. However, th1s benefit is not. guaranteed and

.may be *more or . less depending upon years of

yartic1pa£ion in the plan and the individual's -

salary ’. history. If “a benefit objective 1s

required, it would become a formal part of the
plan and a commitment for the institution that
sthey do not currently have.”

Since defined contribution plans do credit  the
actuarial and earnings gaims to individuals who
delay. reqé&pt of their benefits which, ~in some
cases, 1 guess has been yiewed as somethlng of an
incentive to stay on, it's important to note that
this practice -may also save defined contribution
plans from being required to put a stated benefit

. '.:';‘-»r - ' 91 . R



'object{ve in ‘the, plap. S1nce we do cred1t the

- actuarial and earnings gains to individuals, we

‘already meet one of the proposed requirements the
EEOC is propos1ng for defined bepefit plans. We re

also encouraging the EEOC to recognlze this fact‘
and not requir&€ contributions beyond the normal
retirement agé or require a. ' stated benefit

objective. ¥f an individual delays receipt of his
benefits, eaeh year he delays the receipt of tHe
benefits beyond age 65 they will ~increase by at
least 10% a year? Well, as I say, we have

encouraged and suggested to the EEOC that they -

reﬁognize this fact ‘which they'did not -appear to
be aware of, -and they indicated they would take
our shggestlons under . consideration. ‘I make no
guarantees because I,don't *knbw where they'll come

out. ‘ti)thlnk the EEOC is waiting for the election

results before going public with revised ADEA
regulations.. I would mention that any revised regs
will be proposed. There will be.a comment period
'followed by final’ regulat1ons. So, it will be a
matter of time before anything happens on this
issue.- The EEOC commissioners meet every Tuesday
and the last time I  talked to the EEOC, they

anticipated tbat,the-amended regulations would be-
on the agenda for ‘the commissioners' meeting on ,

the 7th of October, and that's obviously past. I

did hear that last week it was on the agenda as ~

the fourth Jr fifth item, 4nd just prior to the
meetlng it was pulled, which may signal a variety

of thtngs — is there concern about the floated regs -

among the other agencies? 15 there concern about
the election? is there concern .about how the regs
have been structured and whether .or not they are
fair and equitable? It would be speculation -on my
part to. try and. tell you why they were pulled from
the agenda, but they were. \

) .The 1978‘Amendments to the '‘Age Act fhcreased,
the mandatory retirement age from 65 to .70 and,

there was some concern on the part of our partici-
pating\ins?}tutions about whether or not employers
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\ with TIAA-GREF defined contribution plans should
- cbntinue contr1but1pns between the. ages of 65 and
70 and if so; should they reduce: thosebcantrlbu-
tlons because they will be making them for “five
years Jonger than they had originally anticipated?
Well, I thought it would be interesting to report
on what has actually happened since the amendment
‘to the Age Discrimination Act. The great maJor1ty
of TIAA and CREF retirement plans have not changed'
1 their normal retirement age from 65 to 70, and to
keep retirement financially possible for indivi-
duals who want to or should- retire . before 70
vimtually all of the plans have.also kept the1ro
pre-DEA amendment rate of contribution. . In 1977;
thergﬁ\g\t_¢/65 4% of all TIAA participants in
retiremen lans with the normal retirement age of -
. 65. In.1980, 74.3% of all.of our participants were
. in retirement gégns with the normal retirement age
of 65. ~{€f number of par€1c1pants covered by plans
with the hormal retifement’ age of 65 has increased
from 1977 to 1980. In addftion, for staff members ..
employed beyond the normal retirement age, that's
beyond the age of 65 in ‘most cases, 75%,of our
« programs continue ‘contributions to age 70 or to-
retirement. The balance cease contributions at.
the normal retirement age. In spite of the chahges
in the mandatory retirement laws, improving health
and increasing concerns about inflation, approxima- -
tely 52% of the TIAA-CREF participants. beginning
-annuity income start -payments at or about agé 65.
Of those who start their income after age 55, some
27% begin their payments before age 64. This is
compared to about. 17% in 1972. The pe:éentage
starting annuity income at age 67 and above has
declined from 33% in 1972 to 21% in 1979. Although
individuals now have the option of éontinqing to
work beyond the normdl retirement age, between the
ages of 65 and 70, we have not identified inter-
nally any trend towards anniuity incomes starting
at the older ages. T

Well, you all .know that the amendments to the

\
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- Age DishriﬂinationvActPprovidea'é special eXem'tion‘

for tenured staff members and it allowed insffTtu-

~tions that -had tenured ind1v1duals to have

mandatory retirement at. age 65 or the' normal

1ndicates that about 11% -of !the eolleges and
universities with the TIAA-CREF plans are retaining
early’ mandatorylretirement provis1ons for tenured
staff - members. - Roughly .76% now " Have age 70,

. mandatory retirement for. all. Employees 1ncluding

tenured steff "and believe it. o# -not, 13%Z have no-
mandatory .~ retirement age’. whatspever. -That's

‘basically what T was g01ng to cover on "ADEA. .

-.retirement age - up until July’ I, 1982. - Our: data

.a
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T Robert Link = D
" Mr. Link, a- ?% Alumnus, has recently retired - °

-. from*a career in \he-life insurance industry. He
r,__h‘as_ extensive e€xpgprience w‘itf;_ ‘private pénsiori, j
: group insurance amN, as .Vice“ Président of the
.~ Equitable Life. Assurance Soc1ety ‘of the United
- States, corporate management, Mr. Link nmow plans - -
+ . to. launch a second. career 4s. an  independent. R
consultant. ., . . ‘ . : ‘
- R R ‘
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I've enjoyed this meeting . tremendously. It
makes a big difference. to be rhere, to hear 'what
.people say, and to get some of the feeling con-.
tained in these issues:  You don't ,quite get that
feeling from the exeécutive stmary ‘of- theé studies
_.that have been done, and | the feeling is, very

N - . -

interesting: . v < :
» B AN
I'm reminded of Murphy's Law. You know the
first Murphy's Law: if anything can go wrong, it
will. There's a.whole series of them. One says
if there are se\bﬁjﬂgthings that- can go wrong, -
they all will go ‘w , and they'll dqo it at the
same time and in the same d1rection.

I think that characterizes the problem ‘that -
this meeting is concerned with: First, we have an .
unbalanced faculty population, .so that retirement -~
is. more of an issue than it would be normally or
than it has been in the past. , Second, we ‘'suddeanly
have roaring inflation'creating great. fears, about |
retirement. And third, we have .the age 70 thing
" suddenly upon us. All of this happer!ed at.once,
‘just- as Murphy said it would. CoL .

l B
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I really think' though, all of this and the

problems that this" . meeting is. discussing' are .-

* symptomatic of a deeper problem. «I've heard- about

it (during th1s meeting. I'11 -speak saiow from the’,
deep well ef my Lgnorance-about academia, but 'this

. is how I see it. 'The 'real issue. thaC :I've" heard

repeatedly/ is, - how ‘do we avoid paylng $30,000 when -
$l6 000' would probably get,us a better product’

- -

¢ This is a classic hnsiness problem-_ In the‘
private or profit—making sector,“they vae tools
to deal.with the prolen. They have - the legal and

" moral right to prune. staff. ~In varying degrees ;

they -practice this art. -It' s 8- very difflcult art.
to practice, but they‘ do- it. . But, .what "I am
hearing here..is <hat in;*academfa, particularly :
with respect to the. tenured faculty,. you don't .
seem to haye the tools or the moral or legal.

‘right. I'm also’ hHearing 4ittle. feelings or

a

comments that may be you're glad: .that, you don't,
because if you did it would be' so difficult. to'
exercise those <¥ights and make the heart-rendlng_
d1scrim1natlons that are . necessary to-do it right.-
: t_‘;‘ .

All of this leads e “to a suggestion. You -
have discussed some ways +of encouraging early._
retirement of tenured faculty. ' These devices cost
consjiderable money, at least if you aSsume sgome
retirements ' ,would have taken ‘-place - anyway-.
Suggestion: . Put these devices inta effect on a,
basis such that they can be withdrawn again if
cirfcumstances. _change. Cduple’ this . with: a
resolutfon to address‘those aspects bf- the tenure
system that stand in ‘the way of more  creative

_staff pruningi If I've given enough offense, I'll

remark .on a few things that have cropped up during-
the program. ) . .

‘John Biggs talked about  the Consumer Price
Index being an inappropriate meashre of imflation.

. I passionately ‘agree. “There are a mumber of

11D 96

things; First/is the treatment of taxes. Payroll
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taxes are ‘in the CPI. If there were value added

. taies,.they'would be.* Maiiy other ‘fords of taxes i
-aren't. _This .-leads, people to say. that payroll ’

taxes are 1nf1ationary ‘and income  taxes- aren't.
That's.hogwash. That'!s a defect in the CPI. -

[

- .’ Secondly there are other things in, the CPI
that  one could . question. T This is less a

scientific quest1on than a questlon of purpose,

especially- because the CPI is used to adjust the-
income of government employees,® Social Security

o

beneficiaries, and~ people. w1the~1abor contracts.

To the extent that expenses' are ‘incurred- and .-
prices “are raised by. complying with oVermment
regulations for envirotimental ‘and . consumer
protection, . the unindexed- :people “are paying - for
the indexed people’'s share of these. addéd, costs..
It would 'be great if there were a way to recogn1ze
that+ Third, John Biggs mentioned improvements in:
the quality of things. Classic examples are tires
rolling further and razor blades giving :more
’*shaves. I’ 'vé read articles by economists alleging
that you "ve got. 2% right there. And fourth,
there’ s .the housing thing. ‘

-

" I've corresponded with Commissioner of Labor

' Statistics Janet: Norwood, and I've.also written *
letters to a few Congressmen and Senators. I see
very little sign that the government is interested
“in pursu1ng these matters.

John Biggs mentloned the indexing of private
pension plans and suggested that thig is not an
absolutely hopeless area. . I think he's right.
The fact is that the sponsors of those plans hawe
been spending the’ inflazfon bonus in their
investment earnings on er increasing nominal
benefits or reducing tReir own costs.' They have
painted themselves into a corner. L But if there's
enough time, maybe they can get out of it.

I am charmed by John's major .proposal and by

97

103



the studies going forward at TIAA. ~Perhaps"o'ut-of
. these studies will: cqme*somethlng that will help a
person who doesn't want to spend the dinflation -«
premium up front but wants instead to let it come

"through with a t1m1ng that fits his need.

o -
.

15e National Commission on Social Security has
recently done a survey. It covered about .1600
famil®es, various -ages, incémé levels, and so
forth, -supposedly representative. This 1is in
support ‘of their charter to study the whole issue .-
of Social _ Security in this. country. It's |
intefgsting that some of the attitudes revealed in
this survey correspond to attitudes revealed in
the COFHE study. ,This 'is particularly the case
with respect’ to. people who intend to retire  late
.or intend to retire early, how they relish the
thought of retirement, and "how they fear the
economic consequences. The. same attitudes were
found. . , - ) . . A
. . .- T : %
Next I'd like to mention a short piece by one’
‘Carter Henderson. "He is a, writer amd lecturer on
financial matters. With his permission, I'll.

quote in part: - "Not too long ago, after lecturing
on the economic outlook at a Southern university,
I had occasion to chat with two women:. the first

an affluent college professor - with extensive
investments who was visibly frightened by the’
. future, and the second -a’'younger woman with no.
financial- assets who was  looking forward to it
with confidence and anticipation.” He talks about
the incongruousness of that situation and explains .
that the college professor was concerned because
of the disinte- gration of the economy with which
she had been familiar, and theén he went on to say,
"Since it will take years to conquer high-level
inflation if we're lucky (and decades if we are’
not), millions of investors, myself among <themn,
are turning .to a fail-safe investment strategy --
unknown to 'Wall Street or the Gnomes of Zurich --
which can substantially increase their economic
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security as the nation’enters a New Age of waning
.material affluence. New 4dge- investors see‘ the
. United States at the beglnnlng-ofoa great ecomomic
transformation, [etc. "etc. and they] are taklng
command of their own economic destinies by reducing
their’ need for cash incomes, learning to coax.more
purchasing power -out of the money they do have to
spend, becoming do—'t—yoursé1f~experts, capitali-
zing on the untapped productive power of the1f
homes and communities,” and so forth.

4 .
-

Well, it's an interesting concept. I once_had
lunch with Mrs. Henderson, who is a practicing
futurist and making money at it. They are living
" this way. She described some things she and he
husband are doing. In this .culture you don't
boast about how much your possessions cost; you
boast about how 11tt1e they cost: after you have
‘bought them in a junk yard and fixed them up. You
grow your own food. - Very interestingly, the
Hendersons are going bare* on medical coverage.
They say they don't want to be in the system;
they'll do it themgelves. They find as a conse-—
quence their attitgfe towards the subject of health
is quite different’! from what it ,would otherwise
be. They are very positive about staying healthy.
Aerobic -exercise, the right kinds of : food, &and’
such. T, : o

If your're going to do this kind.of thing, you
.’ have to plan for it. In my own future life I hope
"I can succeed to some degree in living this way.
..Over my lifetime I have' developed a few of the
) skills that are necessary. I suspect it's best to
start young on retirement planning, on learning
and on developing the skills and interests that
"will permit you to make that transition with
rélish and enjoyment, doing - th1ngs for yourself
. instead of depending so heavily on money.

People will argue endlessly about details and.
.specifics. What I mean to suggest here that we

- .: v a . ,.'. 1 "5
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Faculty: Planning for Retirement

* : - Aaron Lemonick : s

A ' S

Aaron Lemonlck is Dean ‘of Faculty at Princeton
Unlver31ty. He has sérved as an active member of

the COFHE Retirement Study- Advisory Group and was.

instrumental in the’ planning of this conference.

x k'k-%k % %

I have been asked to moderate thlS ‘last =
session. My .task is to gét it started to-

- introduce the spedkers, amd to brimg it to an end
at the time promised. - R e

-

"I think {Elappropriate at ‘this point to say a
Yword of appreciation for “the “conference and the
work that weit before. 'The 1978 amendment to the
Age Discrimination in Employment Act, which estab-

lished 70 as the earliest’ permissible mandatory.

retirement age presented the institutions represen-—
-ted here, not to® speak of all the others} with a
set of sproblems, many of them common. Not the
least among these problems -was the fact that there
was a startling lack of information -- we did not
singly or collectively really know the facts of our

_ 7 situation, what the .effects of the rhewly raised

retirement age would turn out to be, what might be
done about it. It is-a tribute to COFHE that it
-recognized the need and set out to do something

about it. It is a tribute to Colin_ Campbell who.
~ gave leadership to the task over the paskytwo andg."

a*half years that the tisk was® accomﬁT1shed.f -This
conference is a capstone of that effort. : ’

behalf of all of ug™o some -of the people who made
this eonference what it has‘ been. \F1rst of all,

Frank Durand Maurice “Glicksman, and ™ Brown .
University for, hosting this conference' in the
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.Before going on let me voige - some thanks on



th1s Club and Betsey Wallace who is ,in"charge of
preparatlon and serving of the food for ‘the style

- ip..which. we. hgve ‘been received® I'm sorry that-
Jack Sawyer of the- Mellon. Foundation ‘1s‘a1reaglyu

gone: Witholut it and"iits support there ‘could have
been no reports and no conference. The Foundatlon,

. .its directors and its officers, were sens1b1e and

sensltive and thoughtful, and résponded to a felt

~ peed, a need which'-has been-met ig such felicitous ;
. awaye - I ‘think it also dn order to - thank thé™

speakers at this conference, and Ta%l the partici-
pants fqr the “most focused and interesting confer-

very long .time.. Finally I think that we ought to

thank again the, Board of COFHE. which recognized . =

the need and Colin Campbell, Kay Hansen, Eve Pratt,
and Carol Finney,’ without whon none of it ‘could

. D G T . - ran i
& : . . . o - e

effectlve way ;'tha"t a conference ougfht- to be
.hosted; ,thanks® go to Reiner Summer the manager .of

have occurred. )COFHE' - effort ~has * been an’

important one. .o -

In -sailor's - parlance, if age‘ 70 ‘is a:‘--fuli '
-gale, . then certainly uncapping would be a
hurricane, and to pursue the analogy, and the

inflation adds' a +disturbed, * confused, s&:eep,

breaking sea to the dan r. As institutions we .
are all-in it’azlone, but we're all in it together. -
At. the end of this' ‘segsion I would “like to save®

some .time to open it up ‘to you the particlpants to

.get your thoughts as’ td what you see that now needs

to be donerby thls most effective group.

We have two speakers this- afternoon. They will

.not  be Speaking' to pensions .as such, nor rate -

s'chemes, nor slopes, nor ramps, nor other things
which-"have already been mentioned, they will be
speaking -about the individuwal with whom wé\are all

.'concerned the faculty member.” One will speak about~

the opinlon'\survey which sought to find-out what

the individual faculty member thought about his or"

her own.: retirement, his or her own work " his or-

N

- ence that I have the.privilege: to attend: for. a )
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_her ovn reg:r.rement: dat:e, and -the possibl‘lity of
early ‘retirement. Early. in the effort its was .
'recognized that . . this -information ~—— "what t:he‘
% faculty member felt: — was an important: element in _,l.i-"?._ g
‘any attempt:lt:o meet the problem-- It turned :out -
.that we: had a "very import:_ant: asset, . the. Crowell
UnLvexsi_t:y__P_r‘o_f_e_s_s.Qr " of - Social Sciences “atl .
N 'Wesleyan, Herb Hyman. the man ‘who - was ‘not ‘on’ the: v~_‘
s ‘liaiso‘n person' with ‘the Inst:it:ut:e for Research of © 7 T
" Social Behavior which did the opin,ion survey, but:
' was ‘also- the person “who -‘translated . our fears” aqd

g hopes and dreams about - thé opinion-. survey . to the

. -Institute in such-.a way ‘as_to assist.them “to. cén-' -
~ struct a survey'-wh1ch not- only- got a- 757' response, o
‘an amazing response. but | also t:aught: us” somet:h'lng
and from which :one- could draw conc.lu51ons. - I.'
. would .like to i roduce lyou ““now,. Janice.
. Clinthorne who will peak about: the opinlons -as o
. they relat:e to 1:he 1sSues -of this conference. ; o
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Ms.' Clinthorneﬁ ;who s” ~an. analyst‘ with the‘

Institutg for Reseatch’ in Social Behavibr, Sras theg"'f

o prdﬁess Al background .combines résearch and
consumer ~economics.: . She. has . served on the staff. -
of the Community Council‘of Greater\Eew York. ot

Projecfiﬁﬁirector. for - the. COFHE stuqy.”- Her ..

T i& *hkkEEE o "'f_»“; :.nf

o~
'o

In Fall l§79 the Iﬁstitute for Research in-".
Social - Behavior conducted a‘mail survey of over -

1600 ; faculty _at. COFHE" institutions, asking about;_”l'

thelir plans for ‘retirement .and "about .various

f“,circumstances that’ presumably influence retirement -

decisions, such ‘as health, ‘job satisfaction, and -

financial - status. We. were, particular}ly interested
" in how the new law on -the mandatory tirement ‘age

- may affdct  the retiremert - pJans ‘of the older

N

' faculty.

”'sample ' was . selected to represent -only those:

k)

participated _An’ the survey. Our probability—based

Twenty-six of the . 30 COFHé"winstitutionsv

faculty who .were tenured 40 ,years 3 age and

older, and teaching in the arts and sciences

faculties. LT P [

‘The faculty were" quite:fcooperatiye j74: 74
.percent returméd completed questionarires -— an
extremely high response rate for a mail survey.- A

: - comparison of the, responders and nonresponders
indicated that- these groups d1d not vary greatly on

.

age, sex, rank and academic discipline." The only-
notable difference was that . the nonresponders

tended to cluster somewhat at Ivy league” schools.

Expectations About Retirement e

10.4“ R
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The very first questlom we asked faculty was
about their - general attitude toward the préspect
of ret1rement. About one-=third reportea\\hat they
look forward etirement.. A smallpr proportion
== one-fifth actually dislike the: prospect of
retirement, and the rest are either neutral or
uncertaln—aboutﬂimﬂ*f““*’ T - :

-, .
A

 Women,’ incidentally, were somewhat more, likelJ
‘to regard . retirement. in - a- favorable /llght.

. Overall 40 pergent. of the women look’forward to

ret1rement, compared to 3l percent of the mén.

) Later in the. questlonna1re we asked’faculty 50
and older about. specific hopes they mlght have: for -

their . own ret1rement. . listed ,a variety  of
favorable ret1rement prospects and "asked them to

i rate how - much they .looked forward: to each of

‘them. The most popular prospects‘were..

ail. 'Dolng wr1t1ng and research in their own
-+ - field that they do not have . enough time
o to do now-(79/ reported they look forward -
. to this veiy much” or- quite a bit")

’Z,TI‘Pursuing hobbles, arts, crafts, music,

(66/)
o 3.. Spendlng more time w1th the1r familles
. ",(59/). ' . . .

»
S

"Just as’ they ‘were more incllned to report a favor-
able att1tude .toward" ret1rement in general, women

were also more likely than men to lOOk forward to
these spec1f1c ret1rement prospe .

. We. also l1st d s6me)‘t mmon worries about

' retlrgment. : These Covered‘:a' wide range from
JIle&DClQ&‘ worries .to - concern . about phys1ca1

deﬁefio;atlon, loneliness,' boredom,‘ and ‘so on.

3jOnly one ‘worry was mentloned by - aw:maﬁorlty of
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faculty — the fear of not having enough money .

. after retirement. Sixty percent- 6f' those " 50 and

. older’. reported this was’ ‘somet"hing they feared

+» . "very much”-“or "quite al|<“bit.” *The. next most -

- common. worry -also reflected* a concern with future
' financial status. About one& out of fpur reported -
. they were worried about having 50 fi}md anpther Job/

- __supplement_ their incor er _they retired.

Smaller minorities’ (21 to 14Z)n reported they were

- worried about other unfavorable prospects such as
loss of prestige, loneliness, boredom, or feeling

obsolete. ' ~ .

Knowledge About Retirement Policies

How well informed are’ faculty about their
school's ‘retirement policies? The great maJorityv
- (82%). already knew what their school's current
' -mandatory¥ retirement . age was,, but they were less
informed " about their school's . policies omn early
. retirement. Among those 55 and ‘over, 40, percent
.* . ~did not know whether or ‘not - their school -had any
policy on early retirement. Those at universities
-. . were the ‘least informed. about early .retirement
‘policies - 48 percent did not know whether such
plans existed at their university, compared to- 35
- percent of those - who taught at small. . colleges,
women's. colleges and Ivy schools.” And faculty are

" even less ‘informed about-the availability of pre-—
retirement counseling.. Fifty percent of those 55
and older did not know whether or not their school

-

offered any such counseling. e s

Ret irement Intgnt ions :

Perhaps . the key . question 1in this study
'was,given the .choice "of remaining until- 70, how
many plan- to_do so? Not all the faculty do, in
‘fact, have ‘this choice. A small- group of older
faculfy members will ‘reach ~ the mandatory -
retirement age at their schools before:-the new law
takes effect. They may or may not have the choice -

L.
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» of stay1ng on, depending on whether or not furthen
- changes are enacted by their state legislatures or' .
their " administrations. Because ' these-"
uncertainties make their - retirement plans-,more .
problematic ~ than those . of other faculty, we i
excluded ‘'these persons from the main analyses of

. retirement 1ntentlons, the results of which I am
present1ng today. ; : '\j: L

. ~ - : — :

: After maklng sure'that respondents undersgood
‘the implications of - the new\law, we asked them Et
what age they expected to retire. _We asked ‘them «
to answer this rea11st1ca11y, taking. everyth

- into account (including the  things you can't
-control)”. The . data show ' that - for .every. age
group, including the very .oldest,  the maJorlty-

: expect to retire voluntarily before age 70.

For example, 46 percent of‘those 61 and older
expect .to retire at age 70. The average expected
" retirement age for these faculty is 68.2 years.
Among those 55-60, only 38 percentyexpect to_stay ¥
- on as long as age 70, and their average expected -
~\ retirement age is.67.3 years. In general, younger -
faculty are more’ 11ke1y to plan voluntary retire- -~
ment than older faculty. This partly reflects the
~fact that the ranks of the older faculty have been
thinned by the. absence of those who: have already
taken arly retirement. - Still, there doe$ appear - .
to be a clear relation betwéen current age and . / :
expected age of- ret1rement-—- the older the faculty
.. member is, the more:likely he or she is “to plan to ' (
‘'stay until ~age 70.° This -suggests ’that younger
- faculty in their forties, for whom retirement is
'relat1vely far off may be "more- influenced by
their preferences, and - that older faculty, for
whom retirement is an imminent dec1s1on, are more
* . influenced by the rea11t1es of current economic
condi- tions, particularly inflation. However, ~
even -among the oldest -- thHose 61 and older —- 19 '
percent expect ‘to retire at 65 or earlier.. “And -
the oldest faculty presumably have made the flrmest

- . . )
/ . . age e
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Plans since they are most 1likely to -have given
-serious thought to_ their retirement plans and - to .-
have taken some practical ‘steps - to~ prepare for
- this event \=— such as obtaining information about
their pensien- aceounts, - their health care coverage
- and so.on. v : ‘ 4
4. . ’ : i ) -
—It 1s—prrth—“noting—“that——among all*”but‘“the
'fyoungest age group, 40-44, women are more likely
"than men to plan voluntary retirement. before 70.
For example, among those 61 and older, 46 percent
of the men expect to teach until age 70,. compared
' to only 31 percent of the women. . ' '

' Predictors of Plans for Mandatory Retlrement

: . To identify the variables that .best. predict’
the intention to -teach until age 70, we.carried
out ’ an . “"automatic interaction detector” (AID) .
analys1s, a mult1var1ate procedure. .analogous. to
multlple regress1on, but. more powerful in. that it

takes into account interaction among the predic—
tor. variables. The AID computer program "searches

'for the dichotomization that explains more variance
in the criterion varlable ‘(éxpectation of. retire-
ment at-age.- 70) than’ ‘any other.. The end pgoduct

. 'of this AID analysis resembles a tree, in which
‘the most powerful . variables 1lead “to smaller

- branches. We fed 1nto this analys1s 28. 'variables -

' that “we .considered good predictor cand1dates -
ranging from demograph1c and instltutlonal charac—
teristics . (e.g-, sex, ‘type of school) to current ;

.circumstances (e g., enJoyment of teaching, ‘need 5
for " salary) expectatlons (e.g-, anticipated: .
level of ret1rement 1ncome, various hopes and’ fears
about ret1rement) L e : PRI .

- 4 ’ - & {? °."'. "’-. {:,4 ’§ - . : - o

. 'Among senior °faculty‘«6l and older, th most

“powerful pred1ctd? of plans for mandatory re ire—

" ment. was the . expectatlon of an 1nadequate ‘income

_dur1ng the first year or so of ret1rement...E1ghty

K percent  of those who expect their immediate v

114108 : B ,' ‘
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. retirement income to be inadequate plan to stay

until they are 70, compared to only 40 percent of’
. those who expect the1r 1ncome to be adeguate.

And among those who fear the worst about their.. -
N~ immediate retirement income, - the influence of
.+ family provides further differentiation. Ninety- .

" three percent of those who anticipate an- inadequate
—————retirement*tncome—and—who—were—influenced—by—thetr——~—
families to -continue working;, plan to teach until
age 70, compared to 71 percent of. those who were
¢ also worrled about retirement 1ncome hut .Were mnot

influenced by their families to stay - on. 4

< Other factors influence. those who expect to
* have sufficient retirement 1ncome. - :Among. these “
' persoms, it is the need for- facllities and/or e
‘collaborators that figures' in the decision to take ..
. mandatory retirgment. Fifty—s1x percent of those -
. who ,expected. to have . enough money but who -dieeded .
. fadilities and/or collaborators expected to. ‘stay
~until 70, compared to only 28 percent. of those who
were neither worried’ about - mogey nor about the
_ .accessibi11ty of fac111t1es. :
4 . ‘ H ~
.Incentives for Voluntary Retrrement ’ o T e s

v .

When we. asked faculty how bheir retirement .
plans coincided with what they ideally.would 1like
. to ‘do, - 33 percent of the oldest faculty. . (61 and
_;—-older) reported that they would like to retire _
" eariier than they expeécted to. - Thus, one-third of
these senior faculty presumably would be receptive - -
.~ .to 1incentives for early complete ret1rement or
\\ phased retirement. To-estimate savings in teach1ng
. years associated: with various incentives,.  we
presented faculty with five hypothet1cal plans_--
two for phased retirement and three. for early
complete retirement. - ' '

) -

- Faculty were to assume. that the two plans'for .
phased . retirement would be available at ,age 60.

v 4 .:» '109 .> .. “- .
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. Both plans recognized the ﬁdportance of keyvfrfnge

benefits —— both prévided that (]1) faculty, would -
receive? their ‘current medical benef1§s Ehrbugh_'

. phased - retirement, and (2) ‘dfter. full retirement
they would receive whatever was currently available_-

. tos fully retired faculty at their.institution. The:

Z';schools contributions to their pension funds would -

continue at the current percentage level until_full-

T retirement was taken. The two plans differed in -
-'only one way .—— the level of financial remunera-

tion. In Plan 1 faculty were of fered 60 percent‘of‘”

their full-time salaty for half-time work. In Plan

~salary for half—t1me work.

2., they were offered 70: percent "of the1r full time.;

‘Faculty were asked at what- age* they would take -
phased retirement under each of the two plans and

“ at what. age -they would completely retire. . From -

this ‘information we calculated for each faculty'
member ‘the number. of - teaching - years remarnlng
given ‘a "certain .incentive plan, and. we “compared
this~figure with the ‘number of 'years the faculty
member expected to . teach before he or she was

presented with the incentive plan. The d1fference;_V

between these two f1gures is . the sav1ngs “from -
expected teaching years® provided by the incentive
plan. We prorated the number of teachlng years -

‘during pliased retirement accordlng to the propor—-

tion ‘of -full-time salary received. . THus, under
the first plan, which .offered 60 percent salarr
for half-time work, each year of phased ret1rement'

, was equal to 0 6 teach1ng years.

Not ° surpr1s1ngly, the plan which offered 70
percent pay was more popular than the one which
offered 60 percent pay —— "more popular” in the
sense that .more faculty said they would ‘change
their previous plans in. ordér “to take - phased"
retirement ° under these ~copditions. . Bowever,
because we ' prorated the - phased teachlng years "

"aCCordlng to the proportion ot salary recelved

the actual years saved, by the two p1ans was v1rtu—

g w0
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.ally the same. For 1nstance; among senior faculty :
61 and older, each plan provided an’ average savings
of ‘one~half a teachlng year (0.5). About-two out
.of five senior faculty *would - accépt the. plan that
offered 70 percent pay, "and about one out of three
would take the plan that offered 60 percent pay. :

N After cons1der1ng th\\plans for phased ret1re-

——ment; —were—presented—w1th—three—hypothc
- tical plans for early full -retirement. " They. ‘were
to assume these ‘Plans would be available ‘when they
_reached age’ 62.. - Again, ‘key fringe benefits were
provided by the plans. All: three“contlnued current
‘medical = benefits. - ‘throughout ' ‘retirement. In
addition,  retired faculty would " be offered, "all -’
usual university courtesies”. These plans guarant =~
- teed retired faculty specific income levels: that =
is, "if .-the faculty member's comblned income from
soc®al secur1ty and teachlng ret1rement fund did
not equal a specified propoftion. of . the gross

sa1ary during the final  year of. teach1ng,. the .. .

school would -make " up the difference..’ ‘The plans .
differed in the level of these guarantees: and 1n
the1r prov1s1on of cost-of-11v1ng adJustments. '
. The f1rst plan prov1ded retirement payments
.. equal to 40 percent of gross salary. No cost-
of 11v1ng adJustments. ) "
'_. The second plan offered payments equal to. 40
' percent of . gross "salary with. annual cost—of—
.7 living adjustments" until the retired faculty _
"_-member reachef ‘the- normal ret1rement age atf.}]
his ‘or her school._p. e o P

'...The th1rd plan offered retlrementn'payments-HEJ?
"~ equal .to’ 60, percent -of gross salary. No
cost-of 11ving adJustments.;:q.“_;_u T P

s .Aga1n, we asked faculty at what age they would - .?;i:
retire . completely given each o6f these 'plans, and = =

- compared this. with’ the age,they“expeeted to retire:
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without anﬁ incentives. We could not, of course,

prorate, the savihgs by the proportion ‘of guaranteed

_ 'salary since | the actual. cost to -the. schools would

--depend ‘on the salary level of the faculty who
SR accepted these plans, and on’ their longevity. )

The most popular plan for complete retirement

. .was ' the one that offered 60 percenb of gross, pay

‘and no indexation, °“Keep in. mind that the only -

. plan that offered any indexation'did so. on a"very
Y " 1limited baSis'-‘that is, only until the faculty
- member- reached the- * “normal” retirement age, which

;at -some schools would" be as early- as age "65 or
so. . This" plan‘was much’ less appeaIing to' faculty

7-since it offered only a guarantee o

‘final gross pay- . IR -

Among-the faculty 61 and older, about one—third '
indicated they. would. retire- “earIier’ -than . they
- ™ expected to 1if offered -guaranteed retirement::
payments equal to 60 percent. of ' final gross .pays -
:The' plan yielded "an average sav1ngs per: faculty
' member of just under one year. (0. 9 years) The -

40‘percent,of_7‘ o

‘plan . that proVided limited “indexationm and- "40. -

" percent gross pay.was: léss appealing —— about one-*
- fifth of the oldest faculty would retire earlier o
under this,plan, which yielded an- average savings
- of less than half. a teaching’ year €0.4 years). The
f_plan offering 60 percent pay. thus appealed to about .

fwould like Lo, rétire earlier than they . expected o
to. The plan which offered 40° percent - ‘pay and no,
indexation was' least popular — only about 15

: the’ same number of faculty -as those reporting’ they REEE

'percent of the ‘oldest’ faculty would retire earlier v-Q:ﬂT

offered: such a plan — the average savings was 0. 4

.yearS, o -‘- “_-- . /\ . 4 R } . - I EEDARY
" All  the- plans were more appealing to- younger -
faculty than to those.: over 60 —— for. example,,

among those 50-54 49 percent reported they ‘would
retire’ earlier given the 60 percent . pay - plan,
;compared to about one-third of those over 60.

R
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. . Ai‘sb, t:he 50 54 year-olds Rrovided "grea‘t"e,r.".. savi-ngs-. *,
o 1.4 years versus 0.9 Years ‘for. ‘the<,oldest ¢
_'_Vfacult:y. " '. E oL e
. o’ . o . '-’ ’ .
-'_aEffect: of Fut:ure Inflation on Retlre"ment: Int:ent:ion ' e
. SR P PR

It: is well to remember t:hat: ‘when the study was'
-done . (fall of {1979), - 1nf1at10n was .at an annual
'rate of about \10—11 percent.” and still climbingj .
that_ wmteL_Lt_xeached_an_annual_rate_of_about;—lB—
-percent. . When . asked how' inflation would affect’ ,

" their ret:1remen " plans, 43 percent. of the oldest _
faculty reported -that if ‘“inflation continued’
bétween 9-11 p rcent, - they would change their

. current- plans and- work longer. - An additional 20

. - percent - .would. work %onger 1f 1nf1at:ion rose ‘as -
S hJ.gh as 15—17 perce,nt: ' T

, To summarlz_e ery br1ef1y, we .. found's that 1n '
late ‘1979 the mafjority -.of faculty expected -to -
retire - ~voluntarily before 70- and ‘many 1ndicat:ed‘_'f '
t:hey ‘would' change--their’ ‘plans’ and. retlre -even - .
ear11er if offered' 1ncentives to 'do so. . Whether. . ..

- or not they follow t:hrough on these 'intentions-..
seems, to depend largely- on ‘the rate of inflation -

.in the coming years.  If the economy returns to an
extensive 'period of very. high inflation -- say ..
between 15 and 17 percent —— most - faculty" indicated-: "
‘they would" change their plans and postpone t:he1r
ret:1rement:. e - . S .
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Financial Planning for Ret:i,rement: T :

K
.

* R e _.;_: Temefi 'George Barbee’ - - r- R

s . '

‘Mr.. Barbee, a graduat:e of Brown, fs the Executive

Director and Founder of The Consumer. Financial
Institute - locat:ed~ in " Newton," Massachusetts. - The"

 Institute 1is the largest’ independent provider of -

-~}

observat:ions I_had after reading over the

.'personal f_inanci_al planning and pre-retirement.
. programs in the United States. ) :

k kR Kk Kk K

My-t:hanks to the COFHE~group for in‘irit:’ingv ‘me
here t:oday. I rather - like- mys, role which is -to

"suggest’ to you that t:here are “'transferable learn~.
-ings” ‘from. our work with- private sector companies

.that ‘are applicable to .the issues surrounding

("'_college facult:y --retirement .. Addit:iona]_.ly_, we

‘provide’ self-hel'p findncial education to thousands . -

. of consumers nationally. which  may . a1$o provide
“'.anot:her per.spect:ive from t:he out:side.. ' . '

I'd’ 1like’ t:o begin by sharing some}l;rief
COFHE

: -studies. “Then - 1 will cover:. the faculty as con~

. sumers; . ‘the need for ‘a t:riangle "of * partmership - .
... between t:he ind-ividual facult:y ' member, the -

educational inst:it:ut:i-on, “and ‘the government:, ]

' ,'st:rat:egies for - t:he individual' -and st:rat:egies for"
: t:he institution- _E S L o

'tf.u.» N

','Observat:ions on t:he com 'Faculty, Retirement St:udy L

In reading the COFHE st:udies, I was struck by .

the.. conclusion ‘that’ personal finances were of

- primary ‘interest to academic ‘faculty “at' all age

[y

‘levels, even, t:hough hist:orically ‘they. have 'nad_
'ot:her . priorit:ies. Facul_t:y | are’ now' facing 'a -, - -

. . S -
_,7. st e L e e
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confrontation between inflation’and4retirementa N;"[,

"1t seems . that it is not a question as . to ;
"whether" 'some action'Will ‘be taken by institu* o
»tions, but ““what™ will bé done ' and- "when" and

"how" " much it will cost- - There is a great ‘need .

for pract1cal solutions at .this point._, '

., .,

1.wa also struck by the low level of ffhancial

__knowledge reflected_JJL_the_COEHE—stud1es . There

*

weré re tively ‘few faculty w1th specific plans for
‘themselves .after.. retirement.’ Many others had
little ‘specific knowledge of the retirement plans
of thelr inst1tutions. .
- I couldn t help but .ask myself _1f these .
“situations weren't aggravated by the insulation” of

faculty from the private sector. . Perhaps the com-

.pensation philosophy at these: institutions -- which
‘may provide -such perks as subsidized hous1ng,”
'tchildren s .tuition assistance, and‘ so on, —— 1is
tending to. foster th1s 1nsulatlon. o T

.gJThe Faculty As Consumers f.&ﬂ'f':". L '.4.

- -

. . Now, I d-1like to .move on to 4 simple, but
,,rsometimes .overlooked observation. Tﬁe faculty_;

~ ‘member is al$o*a ‘cgnsuger. -As-such he or 'she is
.subJected to. the .same factors affectlng ‘consumers - .
‘as a whole regardless of .. the academic environment. s
. From ' éur perspective At the Consumer Financialwﬂ

Inst1tute where .we have worked with- tens : of - thou~
1ds of consumers, _many of 'whom are educators,; ..

_ following ‘trends ‘are affecting faculfy
tonsumers.' 1) record high 1nflation, 2) dependenée'

;-7on two intome. fam111es, 3). personal fax bracket.
"g'creep~ 14) general aging of the populat1on, 5)

.;”hrgher personal stress related to family. f1nan es,
and . 6) pressures. on . traditional: government _ and

pr1vate sector funding ‘of retirement jrf'such as"”f”“;

_the need for 1ndex1ng due to 1nflation and theﬂ-

e T sl



These\ pressures in «the economy_uan _
life-of each consumer. in the 40° plus age’ range\'
happening to everyone, “not - just tenufed college oo
professors._; Therefore, . there 'is ' no ‘cause for.:l;“;

: paranoia.; In\ this sense, ”the tenured faculty o

© retirement issu .1s a microcosm of> aolarger social
and economic issue facing the'country.,

- . . . KPR B Y

The Triangle of Partnershlp Lo . C

LA . P ’

o I would now like to discuss the ' triangle of -,
partnership. . The ~ triangle - consists’ 'of, the

sindividual faculty member, -the 'educatronal
institution - both the college or un1versity and - "
-~ TIAA/CREF, and  the government in - the form :of - "“.*¢
social~security. B ?f/: cET ",7y:k~wih(¥g7
o P L ~ L

At “a time of finandial priority setting and ",
tight. budgets, ‘the tendency is for veveryone to .
point . the finger at:the. other two a as: and pass. . " .
blame and responsibility-, Instead, our exper&ence .
~indicates’, that if -ar true’ partnership atmosphere of

’ g1ve ‘and take is. established the solutions can bev
creative and posit1ve.‘~ o ) . o s '

Of the three p01nts on the triangle, however,h .
we would have to recognize: that the indlvidual has”
perhaps ‘the greatest distance .to come in under—
_standing his or her role in their own ret1rementg'
.-aand f1nanc1al planning.«vRealistrcally government K

’and college pockets are. only S0 deep-

S e R

Strategies for Indivldual Faculty

It is important :o look at strategies for the"
1nd1v1dual. While the population as’ a- whole is
plagued by the problems of inflation and personall;'
finances, those = approaching retirement ‘have ‘an.
- additionil . problem..: They" must deal ' with. ‘the '~
'Auemotlonal problems brought on simply by the word{

b
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\:;7"retirement.3-*_1t is a negat1ve1y charged word
_often ‘meaning’ " "th __” end. Nwhen -the ‘need ' is for
“contimiing” or change. “Most 1nd1v1dua1s are

fearful as they approach retirement because our :
,a___culturea_has_aestablLshed——dreamsw—qnyths~. and-false————~—
oo eXpectatlons-,u.M- b B N T

LR - .\' et s
RPN ol . .

- - 3:.- Thus. the need for a neW'word for.'retirement."
We ‘call it - Stage I1" Me must ,realize that
retirement " today can be a beg1nn1ng and a change{
. This can'be very" positive. If viewed and discussed
in this 11ght” we can begin to change the attitude.
© in each community and - each 1nd1vidua1._ ,S0, let's.
begin to  strike "the 'word “retirement” from our’-
vocabulary and? talk  instead ?of ‘"chapge"” - “and - _
“continuation” ...Stage II. R _ “~3 s -
, . oo :
There appear to’ be three parts_for an ind1v1—‘
dual's successful launch into- Stage II. | First I
“will d1scuss psychologlcal goal setting and self
e _assessment, ‘then planning time allocatlon, and
finally, personal f1nanc1a1 plannlng. X oL

;:; Strategy A "-_ o S o . _
. . o S L ,
As far ‘as psycholog1ca1 goal sett1ng and self— '
assessment, there seem to .be 3 categories of people
facing Stage I1. Let s 1dent1fy them as Dans ’

~Jeans" and Roberts. : . SR B

"For Dan,f h1s Job is hls hobby, his 1dent1ty.
He ‘knows or cares about’ Ilttle else. - He is: dedica—
- ted.w He is not eager to leave h1s Job. Money may -
: or;gyy not be a factor. - ., R =

"Jean,f on the other'hand, is looking'forward ,

to ‘new adventures. Jean has a high energy level .
.and has. put off pursuing alternative- interests . =
-« +0OW is the. time. She has-.enjoyed work, -but
wants to use this time of life to experience other.

.- interests, both work-— and non—work—related.' Jean
“has been'anticipating th1s as an opportunlty for

P ¥
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change and growt:h. \ ‘ o

Robert has been s icking it: out:. He“has <

2

R

I

at he can finally leave his work. Robert will

-probably leave .seeking escape. from - perceived

drudgery and peer reject:ion.

Most: facult:y, we'd presume, ‘are "Dans" or.
"Jeans". - "Roberts” will. probably ‘have sought: .

* the -opport:unit:y for escape . or have been drummed
out by peers. From ‘ar personal viewpoint:, a "Dan”
- can become, ‘or" secretly may want to become,"fa»- _‘.'

"Jean™...Dan: just: has not spent: the time explqring |
it:._ The essential’ opport:unit:y s~ 1im. opening ‘up .
- alternatives. H0w-can we help Dan* divert: his’

" resources and strengths ‘to new areas or to related

. areas... to- areas that: are likely transfers of his:

st:rengt:hs or accomplishment:s" "If we begin early, "
Dan may see alt:ernatives and become a seeker of
new challenges-" s JRPE 4 :

An import:ant: part .of Stage.II,.then, is 'g'o'od
coaching and stimulation of . self-analysis, result—
ing in gradual experiment:at:ion int:o ’mew front:iers
of ifiterest. ~ ~

4.

. This coaching can be stimulated by t:he univer-~
sit:y or college in -a partnership enviromment. It
will be personally ‘stimulating to the Dans, and’
by --opening up alt:ernat:ives, the universit:y will”

’ benefit: -from more faculty - seeking outside

T challenges during their second stage. This is:a

.St:rategyB ' v S

~positive philgssophy ‘of -~ increasing opt:ions and
choice...and sources of income. Everyone can win.

S . L é.

o phobably not been 2 high producer. He 1s relieved - -
t

»

'I'he second part: of St:age II is planning t:ime .

allocat.ion- -The facult:“y member should analyze the

" way time ‘1s Spent now (e.g., 3 hours- in class, 2 -

- hours on research, _and' 4 hours wit:h.'-_pee_rs'r._.an‘d N

i -

T
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. students)

, shift in activity level may. occur in stages. There -
are’ a’ great ‘many useful eXercises in aidiﬂg think~

I

Ll

’ Strategy C

Then he *or: she’ ‘shouid project how
-ideally. the ‘day would be spent in- Stage II. This

“further

-

details at this point.;

) B LU R
FREN . L. . e .

" The third part is- personal financial planning,['ﬂ'”
. perhaps the ‘most- important. - The faculty. member -

'should. be encouraged to keep the financial. house

“in.order. It 'is best to. start early, while he or. -
she is- in the ‘late thirties or early forties. He -

or: she should organize all aspects of | persomal.

finances investment,
insurance, taxes; ““and - esta_ea_planqi' then set
objectives. These‘ objectives shduld ‘be very

'specific = not "I want.to retire’ comfortably and ™.
travel™ but ',we will need 707 of” our current

income.™ Lt

L S i Sy . B . . L -

R el Y o ' .o

The individuali then'’must " project - financial.
}pn and review these needs- in
light of his or her own: resources; Then he or she.. .

needs given" inflat

- savings; retirement, o

ing .-

I

-must plan strategies to accomplish those goals, o

and implement them early.

- . RS

_ These are steps we've learned from . experience -

‘are’ necessary :for successful financial planning.

Most -of us don' t- take the.time to exercise these .
disciplines early enough in Tife. This is perhaps_
on e pf . ther most «important opportunities .for
partnership coaching”’ between the faculty ‘and then'

administration.w o . R

. e -

. Strategies Fo: Institutions

._, _\

‘.

institutiqp..j
sponSoring financial . planning ‘and Stage II type.

programs’ Waiting until 64 to plan for retirement

h iR . ) . e . .
A L

FERVORN N
s B 3 Ls

e

~

Herei we should\ consider strategies for the
Should - the institutions - begin -

v .

R
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‘at 65 cad'be .a disaster. The hundreds of organiza-
"tions we've worked with say it is important . to
.start- early to develop -a long range  financial
plan, and to. experiment to learn abeut yourself
- and your interests._ oo .

Sponsoring such programs ahd starting early is .
jhst now becoming accepted ‘and popular in organiza-
_tions we've worked and talked with. It's: good for
"the- »individual ‘and the parent: organization. - It
opens up -options and choices whilgg there. is time
- for experimentation. : .

o

Services Available . ;:i_ T

[y

What .types- .of services are . available for

financial planning and retirement planning’ There: -,

are . basically two kinds: financial -services
companies ‘and . independents. The financial
-services™ organizations include banks, stockbrokers,
insurance salesmen, and financial planners. <They
will - proviae seminars - or personal -counseling.’

. While generally inexpensive, -and :useful from the:

point.: of- ‘view’ of ready . implementation, " these
services are oftep perceived as sales fronts to
se11 their productsu They . tend to specialize in
~their “ma jor “area of" expertise and often do not. -
taEm~an overview of ‘all areas of personal- £, ce. 3'
Still, many individuals are good and profess 1.
‘It simply takes careful examination and experience
to recognize them. N L S \*3 S

=%, ...

A There are' two: kinds of ° independents;‘f;;
financ{al - education’ and planning groups, - and

pre-retirement planning :'organizations. J#. Theseé’ ;.F

organizations - will - ‘provide semihars and
counseling. Some have programs that can be donek
.on .an independent, ‘at-home basis. - Some use a.

personalized written analysis to. help plan ‘one's U

s .
~

. SR

finances.(A Some  will “use' their own staff ‘to- j'f
provide counseling.' Others will help train the .”5.

trainer so as: to nse your resources..

120 SRR
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While individual fees. for Such programs range ".‘"

f\rom under $100 to $6 000 where in~depth personal

counseling is desired, they are objeétive ‘profes—
sional, and" generally should be’ -expected ta, -stakeé

.. an overview < —‘t:he—to tal— f*tnancia]:‘—or"ret‘h'ement—
; .n.'picture.v S, o '5 , v - : ~

. A few pioneering organizat:ions combine t:he»
rigors of personal’ financial education with help =

,in ot:her aspects .of _anticipating. _retirement.

Retirement: Counseling per. se has hist:orically
been done by “"social” and government’ agencies,' "and

. a few sponsors in. the labor .movement. Most are. n
‘weak. in the financial- area. “"Financial Planning :

has hist:orically been done piecemeal by specia— -

. " listsy many of whom have an "axe t:o grind because h '

they're selling a product: _'r;.‘ﬁ service " (e.g., . .
insurance, stocks: f'rusts, et:c) There is ‘a- “need ;. -

" for. ‘combining - these . two areds, .and'. especially. .

t:ailoring it to the highly educat:ed, sophist:icat:ed'-'f-""-f.":
faculty audience that one’ finds at. colleges and,:.
universit:ies. o S AP L

There are. several not:ewort:hy successes and . ¢
experiment:s in . the " privat:e *sect:or. e Wat:ching -

'development:s in: -the private sector may provide",

levels and ages of. employeescst:art:ing at. age 30,._1
" early retirement: incent:ive programs; outplacement:

' Realist:ic Program Goals

to a rising star;. consult:ing organizat:ions,-_. set -up
by the company made up ‘of - retired. employ~ es, 207
- -part-timé work .= so: that the’ employée- can: st:illf‘.,__
 ‘qualify ‘for benefit:s, financial planning for . all -

. "lead indicators” and generat:e ‘1deas’ for ‘colleges =
. and. universities. "There are- many" examples. -.“}}o_:‘..f .

podicy” _of mandat:ory ret:irement:, "big brother/ .
programs .,ﬁu.which a retired- employee is assigned

programs to help poor performers ofind alt:ernat:ives.‘-'::'; a

° B

What are realist:ic goﬂs ‘of financial a\nd R



.".st:age 11 planning" . These programs can sensitize

' - -each individual to his or her role in the planning

. process (not just: government: cont:ribut:ions,
.universit:y pension program, etc.); raise level of
_individual_expert:ise_in_managing - moéney ___and

planning ret:irement:, start the thinking. process
early about . .personal transfer for "income -
" flexibility”™; and encourage ‘each .person’ t:o plan a.
‘personal investmeqt strategy now, while there is .~
t:ime t:o capit:alize on- int:erest: compounding. ' -

: Criteria Checklist: S ' ’ %. ' -

I have developed a checklist: which can be used

~ to: )évaluat:e financial planning programs.- ~ Such a
'.'service should be objective, unbiased, confiden- .
- tial, ' personalized, - reasonably . .prdced,  and

present:ed with the appropria‘te level of sophist:i- '
cation. , Also worth considering are whether . .the
. provider gives _an ovérview. or a “specidlized -
perspective,* how much administ:ra‘tive time is
.required, and whether the” program Is designed for ' °
home study or group presentation. These -days, a, .
worthwhile finmancial program must address problems T

" "of inflation, 'and be able to taillor -the presenta- .

t:ion for all ages from t:he 30s t:hrough -the 60s. R

.‘Co°nclusions~ ot L .' B -

L Tre

In conclu‘s.ion,' let's . remeiber - t:ost:rike the
word .“retirement” from our vocabulary. It. will
- 1imit the .people ‘'who will. attend: programs and it

has a negative connotation. Begin rlz.... nows

Personal financial planning is. a \desired service
“for faculty 40, and ‘over and it! s "ok™ -to -attend
_ “such. -sessions. It let:s' g _aculty f‘omgwlat:e.: plans .
v while there's sufficient: : Iead t:ime t:o exp 'riment: ‘
-wit:h choices. , : _ e

V

. 'I‘rai g in personal finances is necessary for
‘raising consciousness of t:he individ-ual

- . N e Sl e -
g T Y Ddw
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'that the individual will not be solely reliant: on_
the institution .and governmEnt. ‘Consider using ’
one-time, .early retirement. incentives- to. relieve
- 'the preijgfe among older 'faculty. This could be

" very ine nsive relative-to other costs if faculty

- stays on. and can be attractive to- individuals roo.,

- Consider establishing a  network of ~ part-time ..

employment opportunities . among Consortium ‘members
and " other universities. = 'I'he private sector can
‘serve as a lead indicator. . Look for examples- and

‘successes in private industry; they have a 2 to 4 . -

- year lead in dealing with .the changes in° t:he
mandatpry retirement situation- S R 2

These have been "some of my reflections based'«
on the™ experience ~we have had at ‘the. Consumer’

Financial Insti-tute wotking ‘with. tens 'of thou-

.sands of individuals ‘across ‘the country, as well -
‘as several hundred organizations. in" the private
sector. I -think these organizations can be lead'

. imdicators. Many of their' experiences can be

't‘ransla-ted to‘help provide solutions to your needs. -

R

'f o And a last thought... the problems of changing.
‘retirement- laws, - inflation, -stifled; succe/s'si.on in.
. organizations, etc. are mnot peculiar to coll:eges S

" and universities. -There'-are a variety of promising

: solutions currently available,' and new ones‘are -
evolving from a: partnership ~ atmosphere.. created

by the 3 poiints on the triange. ,individual,

organization and government. ' .As . the: 1eading-"" e

universities . in the country, " there " -is -’ an

opportunity for each of you to - prowde a

‘leadership role in this partnership.
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. 'Clos;[ng Remarks by Dean Lemonick :

fJ

Cofin and . Kay have forged “a magnificent.
: - instrument, and I for one. think theiriwork is not. °
—44——+yet—overw——I—believe—that—theyﬂare~wflltng~to—have—~

members of .this conference help them Set, an agenda
for the fut:ure. T t:hink we need that e:Efort: ‘and ©

you are vall Tavited 'to .write direct:ly to’. t:hem,,
'-about §our ‘own feelings. N S . D

-, . Let me €nd’ with a short story T once’, heard
related by Martin ‘Trow, 'Director. of -the Center for .

Studies 1in Higher Educat¥ion  at Berkeley, * which
R 's"'e@}sr to be. a .particularly. .appropriate way ‘to end -
N this conference. : s : -

_ ‘,,At: about t:he t:urn of t:he century, ‘the &+
ER “story is. told a fisherman on the Isle of .
s --Aran,v.an islahd which st:ands in- t:he"_;._m'
' Atlantic’ ‘to the west of Ireland was
reflect:ing on hig hfe ‘and “work," nd he |
. .did so.1in these words:  ."A man, who. ?s not °
‘ " afraid of the sea will 'soon be drowned,. -
4 for he will be going- out on- days when- he..':"
IR 'should not. . But we do be afraid of the . B

, sea, and.: e do only, .be:: drowned now and, o
L again-- . o N _:‘?{:’.4‘-"

3 M . -
by PR . o . .

We are, all of us’ afloat: on t:he st:ormy ‘and uncer— _
‘tain sea that is the last quarter of the 20th Cen-*

tury; .we “have: no choice”® to go out onm it. - But we .
are well advised to fear it -and -study its - ways-__f'»_-
If we are both wise. and’ 1ucky} ‘we may ‘like. the' .-
fisherman of Aran, only be drowned now and again :
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