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ECONOMICS OF AGING: TOWARD A FULL SHARE IN
ABUNDANCE

(Pension Aspects)

WEDNESDAY, FEBRUARY 18, 1970

U.S. SENATE,
SPECIAL CoMmrrrEE ON AGING,

Washington, D.C.
The special committee met at 9:40 a.m., pursuant to recess, in the

Whittall Pavilion, Library of Congress, Senator Harrison A. Wil-
liams, Jr., presiding.

Present: Senator Harrison A. Williams, Jr.
Committee staff members present: William E. Oriol, staff direc-

tor; John Guy Miller, minority staff director; and Dorothy McCam-
man, consultant on the Economics of Aging.

Also present: James H. Schulz, Ph. D., associate professor of
economics, University of New Hampshire and visiting lecturer,
Florence Heller School for Advanced Studies in Social Welfare,
Brandeis University.

The CHAIRMAN. We will get underway with the continuation of the
hearing on Private Pension Aspects of the Economics of Aging.
This is the second day of hearings on this very important part of the
whole hearing process we are having in this subject matter.

I was not here yesterday. Were you in Whittal yesterday?
Mr. ORIOL. Yes.
The CHAIRMAN. I don't know if it is a congressional first, it is for

me. I like the arrangements.
It is a pleasure, indeed, to have with us Mr. Clinton Fair from the

department of legislation, chairman of the department of legislation
of the AFL-CIO panel that we are going to have first off.

Mr. Fair.
Mr. MEIKLEJ-OHN. Senator, I am Kenneth Meiklejohn, representa-

tive of the AFL-CIO. Mr. Fair unavoidably is not able to be here,
so I am taking his place.

The CHAIRMAN. All right. Would you come up and introduce the
rest of your colleagues.

(1575)
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STATEMENT OF KENNETH MEIKLEJOHN, DEPARTMENT OF LEGIS-
LATION; ACCOMPANIED BY RICHARD SHOEMAKER, ASSISTANT
DIRECTOR, DEPARTMENT OF SOCIAL SECURITY; AND PENSION
PLAN REPRESENTATIVES, LOUIS ROLNICK, ADMINISTRATOR,
INTERNATIONAL LADIES' GARMENT WORKERS UNION NA-
TIONAL RETIREMENT FUND; JOHN F. TOMAYKO, DIRECTOR
INSURANCE, PENSION AND UNEMPLOYMENT BENEFITS DEPART-
MENT, UNITED STEELWORKERS OF AMERICA; AND REESE HAM-
MOND, DIRECTOR, RESEARCH AND EDUCATION, INTERNATIONAL
UNION OF OPERATING ENGINEERS

Mr. MEIKLEJOHN. My function here, Senator, is primarily to intro-
duce the pension plan representatives appearing for the AFL-CIO.

With me is Mr. Richard Shoemaker, who is the assistant director,
department of social security of the AFL-CIO.

Our representatives here are Mr. Louis Rolnick, who is the ad-
ministrator of the International Ladies' Garment Workers Union
National Retirement Fund.

Mr. John F. Tomayko, director of the insurance, pension and un-
employment benefits department of the United Steelworkers of
America.

Mr. Reese Hammond, director of research and education of the
International Union of Operating Engineers.

When Mr. Epstein comes, we will introduce him, too.
They will speak in the order in which they are listed here. If it is

agreeable to you, we will start off with Mr. Rolnick.
The CHAIRMAN. That will be fine.

STATEMENT OF MR. ROLNICK

Mr. ROLNICK. Senator, I first would like the opportunity to ex-
press the appreciation of my organization for the opportunity to
participate in these hearings. We have long recognized and responded
accordingly to the notion that our ability to serve and make better
the lives of our membership is indeed closely related to efforts made
by the community at large to improve the lives of the total commun-
ity.

We recognize that the subject under discussion here, the problem
of providing for our older citizens an economic base at least for a
recent life in retirement, is one of the very important matters on the
agenda for social progress in this country.

Now, Senator, in response to the request of your staff I sent to you
a prepared statement. Mindful of the admonishment that I take
only 5 minutes, which I will try to be responsive to, it seems to be
wasteful of your time that I read that prepared statement. Instead
may I place it in the record with your consent.

I would like to take out a few salient points and at the same time
try to be responsive at least indirectly to the points and issues that
were raised in that very interesting paper that was prepared for
your committee by Professor Schulz.
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The ILGWU National Fund is probably the largest collectively
bargaining bilateral self-insured fund in the country, at least in
terms of a private pension fund. We cover 400,000 workers through-
out the United States and Puerto Rico. It is a totally national fund.

The fund and its predecessor, and I will try to explain what I
mean by predecessor as I go along, has been in existence since 1946.
Since that time the fund has retired some 73,000 workers. At present
we have over 50,000 workers on the rolls as against the membership
of 400,000 members, and we anticipate as we project ahead that in
about 15 years we will have 100,000 workers on the rolls, retire about
5,000 a year, and with deaths, our net increment is about 3,500
workers.

So we are talking about a fund in some 15 years which will have
a ratio of 25 percent of retired workers to the number of workers
which are covered.

This is a multiemployer fund obviously, if we are covering work-
ers across the country, and we estimate that there are probably be-
tween 7,500 and 10,000 individual employers with workers covered
by the fund.

Perhaps most significant, being responsive to Professor Schulz'
paper, these employers for the most part are small employers. I
would say that the average employer employs less than 50 people.

The national fund that I speak of really came into existence in
1965. Prior to that time, we had some 50 separate retirement funds
regionally located responsive to different phases of the women's
garment industry.

In recognition of some of the issues raised by Professor Schulz,
although we never had any individual employer funds, in recogni-
tion of some of the issues we merged these fifty funds into this
totally national fund in 1965.

What that meant most significantly to me was that we therefore
provided complete portability for every single worker in the indus-
try. A worker is completely mobile, both for voluntary and involun-
tary reasons; may work in California a part of his period, take withi
him the credit he has earned in California and go to Puerto Rico or
New Mexico, as the case may be.

We have gone further than that and we have established reciprocal
arrangements with our affiliates in Canada. Those Canadian work-
ers are not part of this fund, they have their own fund. We have!
reciprocity between the Canadian funds and this fund.

You will be amazed to find there are many workers who spend
part of their working lives in Canada and are now working here
and will retire here.

We achieved centralization in response to the issues raised by Pro-
fessor Schulz, but we were mindful of the problem of making sure
that we did not depersonalize this fund and its operations. We are
mindful of the fact that it is difficult for workers to be thoroughly
acquainted and to understand the operations and the rules and the
eligibility requirements.

So, although we centralize in terms of providing constant stand-
ards, providing the maximum opportunity for investment, providing
the maximum security by the centralization of resources, we went to
great lengths to insure a local breakdown with respect to operations.
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We have some 50 different offices throughout the country to which
the worker in that particular area will apply for retirement. At that
point it is not simply signing a piece of paper and waiting for a piece
of paper in answer, he will be counseled, advised, aided, and abetted
in preparing his application for retirement.

Further, we have established local committees comprised, inci-
dentally, equally of employers and representatives of the union who
pass upon the application. The applications are then sent to a central
headquarters where the administrator will check the application for
conformity with the rules, and if he agrees with the decision of the
local committee, the application stands approved. If he disagrees,
there is an automatic appeal from his decision made again to a local
appeals committee and comprised again of workers and employers
at which the applicant is given the opportunity to appear personally
again to make sure that nothing has been passed over which could
possibly help this applicant to be approved.

I have to tell you, and I think you would guess, that these are not
adversary proceedings. You have to go to one of these meetings to
see the worker and the committee jointly making an effort to find the
basis for approving the application to understand what I mean.

"A WiDow's INDUSTRY"

Senator, this is essentially a woman's industry. I would say that
85 percent of the workers in the industry are women, and we have as
a consequence of that probably much more turnover than is associ-
ated with the work in other industries.

Particularly, we have a great deal of turnover at an early age. The
young girl coming out of high school may enter the industry, work
for 5, 7, 8 years, and leave the industry to be married. She may
continue working for some time in order to help support her growing
young family. There is a great withdrawal from the industry as it is
regarded by many workers as in a sense a casual employment situa-
tion. Early beginning and early withdrawal.

This has great consequences in terms of Professor Schulz's reac-
tion to the problems of vesting and the number of people who retire
in a given industry.

One of the interesting things about this industry and the fund,
again coming back to Professor Schulz, is that traditionally it has
been the home of immigrant groups. Every immigrant group that
has come to this country seeking bread and justice, a substantial
portion of them have passed through or remained in the garment
industry in their search, and today this is equally true for the new
underprivileged minority groups. A substantial portion of our mem-
bership is Puerto Ricans and Blacks, and in the rural areas the
daughters of low income groups.

So this fund through its program provides retirement benefits for
a group in the population with a very definite need for such protec-
tion and such assistance.

I venture to say to you that a huge majority of the people in our
industry who have worked and retired from that industry would
require public assistance certainly without the assistance provided
by the benefits of the fund.
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I am saying to you that in addition to providing assistance to our
membership through this fund, I would have to say that it is defi-
nitely in terms of the present level at least of a national Government
security system very much a matter of public interest that our fund
operates and continues to operate.

Thank you.
(The prepared statement follows:)

PREPARED STATEMENT OF LOUIS ROLNICK

The ILGWU National Retirement Fund is an industry wide structure
covering over 420,000 workers in all areas of the United States and Puerto
Rico. It is a self-insured trust fund paying out $40,000,000 a year in benefits
with assets of over $293,077,000 as of December 31, 1969. It is administered
by a Board of Trustees of 60 persons equally divided among employer and
union representatives. The union trustees are designated by the various or-
ganizational subdivisions of the Union, and the employer trustees, in the
main, by the major employer organizations In contractual relations with the
I.L.G.W.U. or Its branches. The Board is genuinely national, including repre-
sentation from all sections of the country and representative as well of the
various products found in the woman's garment industry.

The Board is required by the By-Laws to meet at least once a year and,
In fact, meets more often when necessary. At the annual meeting, general
policy is established and detailed reports of the Funds activities, including
a coLnpreheusive flinanciai report prepared by an independent auditor, are
presented and discussed. This Is truly a bipartisan enterprise. In every re-
spect the division of responsibility and control between the employers and
the union is equal.

There are four elected Board officers; It is required that two be union
trustees and the other two be chosen from among the employer trustees. If
action is required between plenary meetings of the Board, thel Executive Com-
mittee is vested with power to act. That Committee consists of the Officers
and ten additional trustees, again equally divided between management and
the union.

The theme of joint administration, and an equal member number of em-
ployer and union representatives is continued in the composition of the vari-
ous standing committees, namely the numerous local retirement committees
and the regional appeals committees.

In anticipation of possible deadlocks the organizational structure includes
an impartial chairman who is empowered to break deadlocks, (which inci-
dentally have yet to occur) and a chief appeals officer who is empowered to
break deadlocks in the appeals committees.

Day to day administration has been entrusted to the union by the trustees
at a total cost of 3.1% of income. This has been the pattern of administration
since the inception of retirement funds in this industry, and for some very
pragmatic reasons. The industry is composed, with minor exceptions, of thou-
sands of small units scattered through the width and breadth of the land.
Established lines of communications already exist between these units and
the local union offices. Procedures for the payment to the union offices of
contributions by the employers for other benefit funds and the corresponding
accounting records and collection techniques already exist at the union offices.
In addition, the union maintains records, which although necessary for its
own purposes, also assist in establishing the eligibility of individual appli-
cants.

To duplicate the facilities, the records, and the personnel involved; to set
up a parallel organization would be a tremendous undertaking; wasteful and
extremely costly.

Basic eligibility requirements are a minimum age of 62 for women, 65 for
men, and 20 years of attachment to the industry. The minimum age require-
ment is waived for permanently disabled applicants.

The benefit amount for normal retirement is $75 a month for most of the
industry and $85 a month for one branch of the industry. Benefits are actu-
arially reduced for early retirement. Benefits also include a lump-sum death
benefit of $500.



1580

The Fund and its predecessors have retired over 73,000 workers since the
inception of the program, and as of December 31, 1969 has approximately
51,000 retirees on the rolls. During the past few years, new retirees average
over five thousand each year.

Although the Fund is centrally controlled, the trustees are proud of the
successful efforts that have been made to retain local and regional partici-
pation. This has been accomplished at a measured and programmed cost,
and has resulted in establishing the interest and involvement in the operation
of the Fund of literally hundreds of union and management representatives.

It has also met the objective of the trustees to personalize the administra-
tive apparatus; and provide every opportunity for face to face contact with
applicants for and recipients of benefits.

In short, considerable attention has been paid to meeting the twin objec-
tives of realizing the advantages of the stability and combined financial
resources achieved through centralization, and the humanization achieved
through decentralization. -

The trustees are vitally concerned with insuring the rights of the appli-
cants. Applications are handled at local offices scattered throughout the coun-
try, where the applicant is counseled and assisted. The local retirement
committee then reviews the application and forwards its conclusions to the
National Administrator. He in turn reviews each application, thus insuring
consistency in the application of the Rules and Regulations. If he concurs
with a favorable decision of a local retirement committee the application
stands approved. If he finds it necessary to dissent, the application is auto-
matically placed before the appropriate regional Appeals Committee.

Each applicant is notified in writing of the action of the Administrator.
Where the local committee and the Administrator concurred in an adverse
decision, the applicant is notified of his right to appeal to the Appeals Com-
mittee and appear personally before the Committee.

The work of the Appeals Committee is under the general supervision of
the Chief Appeals Officer. This separate structure has been deliberately de-
signed to insulate the appellate procedure from the office of the Administrator.

The Appeals Committees are vitally concerned with maintaining the in-
tegrity of the Rules and the administration of equal justice to all applicants.
The Committees are equally concerned with uncovering every last shred of
information which may have been overlooked and which would enable the
Committee to reach a favorable decision. As might be anticipated from the
previous observations made with respect to the operation of the Fund, the
Appeals Committee meetings are far from an adversary proceeding between
the committee members and the applicants.

Of particular interest is the complete portability of retirement credits from
plant to plant in the industry throughout the United States and Puerto Rico.
The specter of plant failure before retirement and the consequent potential
loss of benefits is avoided by the, multi-employer nature of the Fund which
embraces over ten thousand production units. Similarly, voluntary or invol-
untary job separation from a particular employer offers little threat to re-
tirement benefits for those who wish to continue in the industry. The financial
stability of the Fund is considerably enhanced as well by the multi-employer
character of the Fund as individual plant stability in no way can adversely
affect the Funds financial position.

The International Ladies' Garment Workers' Union is understandably proud
of the role it has played in creating this great socially productive enterprise.
The woman's garment industry has traditionally been the industrial home
for the vast multitudes who have emigrated to our shores seeking bread and
justice for themselves and opportunity for their children. Additionally, the
industry has in the past, and will continue to provide employment for the
new underprivileged minority groups who restlessly seek full participation
in our Great Society.

The retirement program of the I.L.G.W.U. continues to play a significant
role in helping to provide a life of dignity and security for the men and
women in the industry, who during their working lives have made a mean-
ingful contribution to the development of our American community.

The CHAIRMAN. Thank you, Mr. Rolnick.
I wonder, without of course having the opportunity to read your

statement, what is the period of fullest eligibility?
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Mr. ROLNICK. Requirements are age and years of service.The CHAIRMAN. What are the years of service?
Mr. ROLNICK. The years of service are 20 years of service, 65 age,for a normal retirement, 62 for actuarily reduced retirement.The CHAIRMAN. When did your retirement fund start?Mr. ROLNICK. Senator, the first of the predecessors to the nationalfund started in 1946, and others came along later on. I would saymost of them were in existence by 1950, 1951.The CHAIRMAN. Is this totally an employer contribution fund?Mr. ROLNICK. This is totally employer contributed. This is a self-insured fund, Senator, jointly administered by the employers and theworkers.
I would like to make one point if I may which I neglected to makewhich should be of interest to you, and that is that we are cognizantof the opportunity, with the resources of this fund, to do somethingabout-for want of better language I would call social investment.You will find that this fund has made a great effort to use its re-sources, for example, for low-cost housing. We have sponsored andmade possible a large number of low-cost housing units primarily forworkers and we are very much involved in support of federallyguaranteed mortgage programs for farmerg, et cetera.I think that is an interesting byproduct of the existence of theseprivate funds.
The CHAIRMAN. These funds are invested in low-cost housing withthe-well, the subsidized Government rate for interest rate?Mr. ROLNICK. Yes;, they are. secured, of course. I am not about totell you that we are not aware of the necessity of achieving a rea-sonable return upon our money, but we are also, amid the choicesopen to us, thinking of the social consequences of our investment.The CHAIRMAN. Are you moving in the direction of reducing theeligibility period from 20 years down to 15 or 10, in that direction?Mr. ROLNICK. Senator, we are constantly reviewing our eligibilityrequirements. When I say there are 20 years required, I am talkingabout 20 years attached to~this industry. This is a highly seasonableindustry, and 20 years does not mean 20 years of solid work.For example, if we have had employment in two quarters of ayear, we will credit that worker with the entire year. We also willcredit at least 2 years of absence from employment for inability tofind work, for illness, et cetera. I suppose if you broke it down to itsadministrative details, we are talking about a fund that requiresactually 18 years of active activity.

Yes, we are constantly worried about the problem of trying toreduce the eligibility period required for the pension benefit. I thinkyou know the answer to that question. The problem is one of bal-ancing equities, of establishing priorities.
I am not about to tell you that we think our pension benefit is ashigh as we would like it to be, so we have to wrestle in terms of re-ducing the requirements with our desire to achieve a better benefitthan we are now paying.
The CHAIRMAN. Well, yours is very important testimony, and Iwould like to continue talking with you. I have conflict of timeproblems. We want to certainly have as full a statement as we can
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from the rest of you gentlemen here on this panel. So we will move
on, Ken.

Thank you.
Mr. MEIKLTJOHN. Our next participant here is Mr. John Tomayko,

the Director of the Insurance, Pension, and Unemployment Benefits
Department of the United Steelworkers of America.

STATF2ENT OF MR. TOMAYKO

Mr. TOMAYKO. Senator, before I came down here I talked to you
off the record and I said that perhaps it would be foolish to read the
statement that I had prepared.

The CHAIRMAN. I will .say this, gentlemen; if you don't, you have
promised me a lot of very interesting nighttime reading which I
will commit myself to.

Mr. MEIELEJOHN. Senator, perhaps we could arrange to have the
statements printed in the record.

The CHAIRMAN. Yes; of course they will be.
This is going to be a very important record. This committee had

its rule considered before the Senate Monday, and one of the Senators
particularly will be back again next year to inquire what we did.
I will point with particular pride to yesterday and today of what this
committee has done because it is going to make a great contribution.

Mr. ToMAYKo. However, in addition to the assignment that was given
me and in line with some of your questions, perhaps- I can make a
synopsis of the circumstances just off the cuff, so to speak.

Our union is composed of approximately 1,200,000 members, and
perhaps as many as 900,000 or a little more are covered by pension
benefits at this time. We have in excess of 2,700 local unions and
perhaps collective bargaining agreements which may be with as many
as 2,000 separate employers. Our problem exists chiefly among the
smaller employers.

I want to talk about two things this morning, things that are
uppermost in my mind. Perhaps they have not been called to the
attention of the Senator, perhaps they have. But it is a concern of
a twofold nature.

My chief concern is the fact that I am a member of the advisory
council under the Welfare Pension Disclosure Act-perhaps that is
not the correct title. It was an act of Congress in 1958 and provided
for a committee to advise the Secretary of Labor. I had a very dis-
appointing meeting yesterday, and I think it relates somewhat to
the concerns that you have at this time.

Perhaps it is a little late to say this, but my union certainly is
appreciative of your action in showing attention in calling this kind
of a special committee meeting on the problems of aging. I want the
record to show we admire your record and your concern and look
with hope for your help in solving our problem.

For a year and a half, serving on this committee, we have been
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talking to the Labor Department about further necessities Congress
might consider, itself, in taking the responsibility of assisting unions
and providing for them the kind of protection that in spite of our
so-called great strength we have not been able to achieve through
the collective bargaining mechanism, and it should be a concern of
the Congress in our opinion.

It deals primarily with questions such as vesting, funding the
pensions, portability and reinsurance of the unfunded portion so that
there can be a true reality to the man who gives a lifetime of effort
and a considerable portion of his lifetime to his employer and can be
assured a pension benefit should there come about a termination of
that employment through no fault of his own.

So, called for a hurried meeting was a coalition of representatives
of the Labor Department called under the sponsorship of the Labor
Department. Present were representatives of the Treasury Depart-
ment and the Commerce Department. We were given, even though
this was not the advisory council, certain selected public representa-
tives and certain labor representatives exclusive of management rep-
resentatives who they met with separately in developing an admin-
istration position on amendments to this act which was passed in
1958-which I probably improperly des-nribed-concernd with re-
porting features under this procedure.

This act's name will be changed and it will be called the Employee
Benefit Protection Act, and this in itself is a misnomer because the
amendments deal onlv with the problems of fiduciary responsibility.

The CHAIRMAN. What is that name again?
Mr. TOMAYKO. Employee Protection Benefit Act, and you have to

rely on my memory because I was given 45 minutes to read the new
act and to make comment on, and I was not permitted to take a copy
of the draft, and I had to return it when I left the room.

The labor representatives of the committee were not cooperative
in the sense of their actions yesterday. We felt that in order to prop-
erly advise the Government in the kinds of amendments that we were
interested in we should- have been given more ample time to have
looked at the act and further that we should have had time to con-
sult with our people -such as our legal staff and our actuarial con-
sultant people so that we could properly respond to such important
administrative development of legislation.

I understand also that the rush in having this type of conference
was the pending hearings that will commence on February 26 by
Congressman Dent. I merely mention this so that your staff might
be interested. I don't know if our union would have an opportunity
to appear before Congressman Dent. He does come from my area;
I am from Pittsburgh, Pa. We do know Congressman Dent and we
have similar admiration for his efforts of concern.

So, to make a long story short, I call this matter to your attention
so that I can speak to a member of the Senate so that you, too, will
be cognizant of what is happening. Sooner or later I am sure someone
in the Senate will be given a draft of whatever comes out by final
administrative paper.

If I may, I digressed from my assignment, and I want to read
what I hurriedly scribbled down, a statement on what I think fund-
ing should be, which is a great problem in our union.
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Our benefits are completely noncontributory. I think we have per-
haps the highest benefits currently. I hope Walter Reuther and the
United Automobile Workers will be able to give us a larger target
to shoot at because they came up this year and we don't come up
until next year.

Right now a man with 35 years of service in the basic skill indus-
tries has a possibility with 35 years of service of receiving $227.50 a
month in addition to his entire social security. We have various
modes of retirements to fit the problems that exist in the steel indus-
try. We permit a man to retire at 65. Retirement is voluntary, it is
not required. He has an actuarially reduced pension at age 60.

We have a magic number kind of formula that permits a man to
retire. Should his plant be terminated and he loses his employment,
a simple formula, if he has 15 years of service and has achieved 55
years of age. Or if his combined age and service equals 80, he still
has the basic $6.50 formula times his years of service, plus a $75
amount supplement to what would have been his social security if he
had achieved age 65, and it continues until that moment.

Then we also have a voluntary retirement for any reason, a quit, so
to speak, it does not prevent him from seeking employment in any
other area of employment after 30 years of service.

That is a very brief synopsis of the benefits.
I would like to take time just to read a few notes, first on funding

and then secondly on the problem of reinsurance.
I notice that we have an actuary here and that is the only reason

I want to take that opportunity.
A pension plan is considered to be fully funded when the assets in

the pension trust are sufficient to pay for every employee his pension
when he becomes eligible for it, even though no further contributions
were made in the trust. This condition can come about only if regu-
lar contributions usually not less frequently than annually are made
to cover each employee's accrual of service each year and to amortize
the unfunded past service liabilities of the plan prior to the date on
which contributions are discontinued.

SAFEGUARDS FOR FULL BENEFITS

Unfortunately it sometimes happens that a company will discon-
tinue its operations and terminate its contributions to the pension
fund prior to the date that full funding is achieved. Unless safe-
guards are taken in advance in such cases, only a fractional part of
the pension plan's total obligation can be fulfilled from the pension
fund. The remaining obligations are either forfeited or will have to
be met from the assets of the company.

Under the pension agreement between the United States Steel
Corp. and the United Steelworkers of America, the company is free
to determine the manner and means of making provision for funding
and paying the benefits of the agreement. However, the same agree-
ment has two very important provisions which affect the extent of
U.S. Steel's obligation to provide pensions.

First, the agreement provides that any benefit properly payable
pursuant to this agreement shall continue to be payable notwith-
standing the termination of this agreement.
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Second, the agreement provides that without any limitation, after
Internal Revenue Service and corporate approvals have been ob-
tained, the benefits under the agreement shall be provided by the
company or cause to be provided by the company for the employees
and beneficiaries of the pension plan.

Although not contractually compelled to do so under the fore-
going provisions, the U.S. Steel Corp. has amassed a vast pension
fund. The value of the U.S. Steel Pension Fund as of the end of last
year has not yet been published, but we do have information from the
annual report of U.S. Steel for 1968. According to the 1968 annual
report, the U.S. Steel Pension Trust Fund has a year-end balance
of $1,965,000,000.

In 1968 total employment in U.S. Steel was 201,017 employees. In
addition, total pensioners and copensioners equalled 53,895 for a
grand total of both active and pensioners of 254,912 people.

At the end of 1968, therefore, the average amount per participants
in the pension plan trust fund was $7,700.

As we have seen, the U.S. Steel Corp. has not used the permissive
language in the pension agreement to avoid funding of accrued. and
accruing pension obligations. Some other employers havej however,
used the language which says the company is free to determine the
manner and means of providing for the payment of pensions to either
not fund or underfund their pension liabilities.

When a company which has not been adequately funded gets a
pension obligation and goes out of business, the promise of pen-
sions, both those owing immediately and those vested but payable in
the future, may prove to be an illusion. Pension funding over the
active employee's working life not only assures the benefits will be
paid when due in the long run, it also is the least expensive way of
providing pensions. The reason for this is that the earnings of ac-
crued pension trusts are not subject to taxation, and the untaxed
pension trust fund earning will pay a substantial part of the bene-
fits to which pensioners, widows, and copensioners are entitled.

It has long been the policy of the United Steelworkers of America
that the U.S. Steel pension trust provision is not suitable for any
other employer. New pension plans should as far as possible provide
for the guarantees contained in the U.S. Steel pension plan and
should always provide for the funding of accruing pensions and the
unfunded liability for accrued rights.

Where plans have existed for some time and the accrued pension
liabilities have been underfunded, funding should be provided for
but without the sacrifice of previous contractual provisions which
may have placed no limitation on the obligation of the company to
provide or cause to be provided the benefits of the pension agreement.

If the Senator had remained, I was then going to make the last
addition that I read, the supplement that I had made to my testi-
mony in regards to the very problem that deals with this issue on
what we think is the most imperative conclusion.

I just can't use the proper adjective to say how important our
members and our union feel that if we are going to do something to
protect the private pension benefits through contractual collective
bargaining agreements that Congress now, before it is too late, at
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this opportune moment, when this prosperity is in this country,
Congress must concern itself with assisting not only the free labor
movement in this United States but the members that it represents
and the families of those members by interesting itself in passing
intelligent systems of reinsurance modeled after other acts of Con-
gress that have guaranteed savings in banks, et cetera, et cetera,
et cetera.

Since I have made that statement and since time, I am sure, is of
the essence today, I will not bother to read it because it will be in
the record.

I would like to show this supplement preceding my statement or
anytime you see fit, so that there will be a proper perspective to our
thoughts and our need on the problem of reinsurance.

Since you are concerned with the abundance of the aging and the
part private pensions plans might play, I would like to include the
concern that our union has on the current absolute need for some
system of reinsurance of the unfunded portion of the pension funds
of the employers throughout the Nation.

Thank you.
(The prepared statement follows :)

PREPARED STATEMENT OF JOHN F. TOMAYKO

Approximately 900,000 Steelworkers today are working under a collective
bargaining agreement under which they expect to receive some form of pen-
sion upon retirement, provided they have met certain age and service re-
quirements.

For the purposes of this presentation, it would be impractical, if not im-
possible, to review even the highlights of the wide variety of pension plans
which are currently in effect throughout the severftl industries organized by
our great Union. Therefore, I wil confine most of my remarks to the pension
agreements which have been negotiated in the Basic Steel, Aluminum and
Can Industries.

By far the most prevalent pension plan is that which has been negotiated
with the eleven Basic Steel companies and which in turn has been adopted
by many other employers to the extent that it now covers more than two-
thirds (2/3) of all employees under pension plans.

Since the first Basic Steel Pension Agreement was negotiated over 20 years
ago, the Union has not only liberalized and added benefits and retirement
options, but also these improvements reflect a significant change in the philos-
ophy of.the Union towards the role of pensions in providing post retirement
economic security.

Over the past 20 years, the Union has been able to add several retirement
options to the normal (age 65) and disability provisions which characterized
the first agreement. While service requirement has remained at 15 years, an
employee may elect an actuarially reduced early retirement anytime after
attaining age 60. In addition, he may retire on full pension any time after
accumulating 30 years of service, regardless of age. These two options reflect
the Union's strong desire to permit an employee with long service to enjoy
more years of retirement without incurring substantial economic sacrifices.

Realizing the great need to provide adequate' income for Steelworkers who,
because of circumstances beyond their control, are deprived of their jobs (be-
cause of long layoff, disability or plant shutdown), the Union has. negotiated
a so-called "magic numbers" pension. Under this option, an employee meeting
the 15-year service requirement may retire if he is 55 years of age or if his
combined age plus service equals the number 80.

If an employee who for similar reasons is deprived of his job but cannot
qualify for a magic numbers or disability pension, he may still retire on a
deferred vested pension. That is, he will receive a full pension at age 65 or
a reduced pension after age 60, provided he was age 40 and met the service
requirement before retiring.
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The disability retirement provisions have also been greatly liberalized.
Since 1966, an employee may qualify for a disability pension if he is perma-
nently disabled to the extent that he cannot perform bargaining unit work.

One of the major breakthroughs of the 1968 pension settlement with the
Basic Steel Industry was the establishment of a surviving spouse's benefit.
Under the program, the eligible spouse of a deceased employee will receive
the greater of $75 or 50% of what the employee would have received as a
pension had he retired at age 65. Although the spouse's benefit is reduced
upon attainment of eligibility for Social Security, her benefit will continue
in reduced amount for life even if he or she remarries.

Under the current agreement, a retired employee receives a monthly benefit
equal to 1% of' his average gross earnings during his last 10 years of work,
multiplied by all years of service. In no event, however, is his monthly benefit
less than $6.50 for each year of service up to 35 years. To insure an adequate
income for employees retiring prematurely under the disability or magic num-
bers options, the Agreement provides a $75 monthly supplement to the basic
benefit until the employee is eligible for unreduced Social Security benefits.

As I had stated before, the evolution of the Basic Steel Pension Agreement
reveals a significant change in the Union's attitude toward the role which
a pension should play in providing economic security after retirement.

When the first pension agreement was consummated in 1949, an employee's
pension was reduced by the full amount of his Social Security benefit. In
effect, the pension was merely a supplement, since any increase in Social
Security benefits reduced the amount of the Company pension.

Since then, the Union has entered negotiations with the view that a pen-
sion should not merely supplement Social Security, but instead it should be
the primary source of an adequate post-retirement income.

As a result of the Union's efforts in this direction, employees now retiring
in Basic Steel no longer have their pension benefit reduced because of attain-
ment of eligibility for Social Security benefits. Whereas in the early 1950's
the average Company pension was only about one-third (1/3) of a man's
total retirement income, today the average pension benefit is about 60% of
a retiree's income after 65.

Due to the necessary brevity of this presentation, I am not able to cover in
any great detail the highlights of our pension agreements in the Can and
Aluminum Industries. These Agreements which cover approximately 40,000
and 35,000 employees respectively, generally follow the Basic Steel pattern.
There are a few notable exceptions however. The Alumnium Plan contains a
ten (10) rather than fifteen (15) year service requirement for all benefits.
Also, the disability and magic numbers retirement benefits are computed
somewhat differently in that an employee is entitled to a $100 rather than
$75 supplement before age 65. His disability retirement benefit is reduced by
$60 if computed under the 1% formula. Finally, an employee in Aluminum
may receive a special early retirement benefit if he is laid off due to plant
shutdown, or is absent more than 3 years because of layoff or disability. To
receive this benefit he must be 55 years of age and have 10 years of service.

The Can Industry Plan follows the Steel pattern except that an eligible
surviving spouse receives a flat $100 monthly benefit less any mother's bene-
fits. The benefit terminates once she dies, reaches age 62, or remarries. Finally,
like the Aluminum Agreement, the Can Agreement provides a $100 supple-
ment to employees who have retired under the disability or the magic numbers
options but are not yet eligible for Social Security.

Unfortunately, although the great majority of our Union's membership is
covered under these three Industry Pension Agreements, we have not yet
been able to extend such coverage down into many smaller plants, especially
in the Steel Fabricating Industry. While many employees are covered under
some kind of pension plan and receive at least a minimal benefit, even today
several thousands of Steelworkers work under collective agreements which
have no pension plan. As Professor Schulz has pointed out, these employees
are concentrated in small plants, where pension costs per employee become
prohibitive. In 1964, 80% of those Steelworkers who had no pension coverage
were employed in units of less than 300. One-half (Y2) of these worked in
units of less than 100 employees.

To combat this serious problem, the Steelworkers have developed two (2)
uniform pooled pension plans which the Union has successfully negotiated
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into contracts at several small plants. In addition, the International Union
strongly encourages its field staff, whenever possible, to expand existing
pooled plans into more, of these plants rather than attempt to negotiate
individual plans.

The United Steelworkers of America is optimistic that through the pooled
pension plans, it will be able to expand those benefits, which are already
enjoyed in Basic Steel, Can and Aluminum, to employees who presently can-
not look forward to the economic security after retirement which -they
urgently need, but will not have if they are forced to depend solely on Social
Security.

Our Union is cognizant of the relatively poor economic and competitive
disadvantage of these smaller employers. We must choose between somewhat
less than standard economic conditions of employment or pressing our strength
and no employment for these members at all. So that even.during their work-
ing lives, they suffer from sub-standard wages, vacations, insurance programs,
no SUB, extended vacations, and-to repeat-pensions; with the final result,
after a lifetime of effort, they and their families must rely completely on
Social Security for any semblance of economic security.
* Even though my particular assignment by this Committee was very limited

-in scope, I feel compelled to take advantage of this opportunity by concluding
my remarks with a problem that besets not only our Union and its members,
but, I believe, all working men and women who are covered by private pen-
sion plans. For the sake of brevity, I will limit my expression to what I
believe is a description of the desires of the United Steelworkers of America.

Each year a small minority of old, established enterprises go out of busi-
ness, almost invariably on an involuntary basis. Most of these defunct busi-
nesses are able to meet their outstanding obligations to their creditors and-
to their employees. Unfortunately, there is always a fractional part of the
businesses that close permanently which either declare- formal bankruptcy
or, even if they are not bankrupt, are able to avoid paying in full their pen-
sion obligations which were built up by their employees over a lifetime of
work.

How does it happen that businesses which have obligations to employees,
who have been in their employ for thirty, forty and even more years are
unable to meet their pension obligations of these loyal, old timers?. There are
usually only one of two possible reasons.

The Company may have irresponsibly failed. to properly fund its accruing
pension obligations on a continuous basis. Or, alternatively, the Company
may have been funding on a sound basis but the interval between. the incep-
tion of the plan and its termination may not have been long enough to permit
the full funding.of all the pension rights that vest upon the permanent shut-
down of operations. Whenever an employer fails to meet his pension obliga-
tions, he creates a serious crisis for the employees who had assumed that
they would have pension income in their old age.

Under no circumstances should workers who have earned private pension
rights by a lifetime of labor lose these rights. When our nation correctly
feels an obligation to support those who are incapable of working, its obli-
gation to those who have spent their whole lives working should be clear and
doubly urgent.

Two things need to be done to insure the payment of pensions:
1. The law must require that each year during a worker's active life his

accruing and past service pension rights must be funded. The goal of pension
funding must be to provide that the amounts put away each year during a
worker's active life will equal the actuarial value of his pension by the time
of his retirement.

2. A federal pension insurance fund must be established which will provide
the deficient funds necessary to achieve the goal of full funding by the time
of retirement, whenever a pension plan is permanently terminated prior to
the date of full funding.

The taxes paid into the pension insurance fund should be determined on
essentially the same basis as unemployment insurance taxes are in the main
determined. That is, taxes should be related to the use of the fund by each
employer. In the case of pension plan insurance, past experience cannot be
used. Therefore, it would be appropriate to use a test which would represent
the probability of the use of the insurance fund. The most reasonable guide
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to the probable use of the pension insurance fund is the extent to which the
liabilities of the plan have been funded. Thus, a Company which is fully
funded should pay only a minimal rate of taxes into the insurance fund,
while a Company whose liabilities were only partially funded should be re-
quired to pay a proportionately greater rate of taxes into the insurance fund.

This country has been extremely fortunate not to have suffered a serious
business reversal since pensions became a major factor in industrial life some
20 years ago. The social crisis that would suddenly arise if large numbers of
workers were disappointed in their anticipations of lifetime pensions in their
old age, is difficult to exaggerate. The Congress has the responsibility to antici-
pate and legislate preventive measures in this area which so vitally affects
the welfare of millions of wage-earners. Now, when this burden is the easiest
for businss to bear, is the time to initiate a federal pension insurance plan.
Pension insurance is a social responsibility which all business should share.
Private efforts to persuade all employers to behave responsibly have failed.
'The irresponsible or unfortunate minority of employers who might one day
default on their solemn promises to their employees could initiate serious
social conflict. Where private efforts have failed, Congress must act.

Thank you for this opportunity. I will be most happy to answer any ques-
tions you may have, or attempt to furnish you with a response if the infor-
mation you desire is not readily available.

Mr. ORIOL. Thank you, Mr. Tomayko.
Senator Williams was mentioning-as you know, he is also chair-

man of the Labor Subcominitee. and that subcommittee will have
jurisdiction over at least part of the legislation in which you express
an interest. So he was laying plans for future activity by that sub-
committee and welcomed this very much.

We can't miss this opportunity to ask a member of the advisory
committee for this welfare and pension plans disclosure act-do you
have Professor Schulz' paper before you?

Mr. TOMAYXO. Yes, I do.
Mr. ORIOL. If you will turn to page 30, at the bottom of the page

in boldface this is Professor Schulz' comment:
It is an astounding fact to report that today we do not know what the

level of private pension benefits is and how they are changing over time.

The Professor's conclusion is that this great wealth of information
required to be filed under the act remains relatively unanalyzed. -

I wonder whether the advisory committee has ever dealt with that
problem or whether you have personal comments on it?

Mr. TOMAYKO. Well, the only comments I have are not as a result
of our discussions of any great length on that subject. Since I have
been a member of approximately 18 months, we have been pushing
for amendments to the act.

I do have personal knowledge, however..In the steel industry they
have developed a steel industry coordinating committee, and it con-
sists of 11 major steel-producing companies of the United States
basic steel-producing companies-blast furnaces, open hearths, finish-
ing mills, et cetera, including ore mines.

They represent a little less than 500,000 of our members, and they
generally are pattern-setting collective bargaining agreements.

In preparation for collective bargaining, since we hiave limited fi-
nancial reporting from the basic steel industry, they give us benefit
reporting as I have shown you examples in the supplements to my
testimony. We use our actuarial consultant staff to examine the re-
ports that might be available under the act to the public.

And it comes, I am sure, as no surprise to some of you that even
top employers of the 11 major basic steel producers, sometimes they
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are as much as 2, 3 years late in submitting this. We wonder what,
happens all the way down the line on even examining whether or not
they are complying with the act, I think if there were a thorough
check of the enforcement of the act, it would almost be a public
scandal, and yet through our own evidence we know that companies
within the major 11 have been considerably delinquent in complying
with the act itself.

Mr. ORIOL. Is this because the act imposes. unreasonable demands,
or is it simply because

SHORTAGE OF "ESSENTIAL STAFF"

Mr. TOMAYKO. No, I think it is because the act does not provide
the Labor Department with the essential staff to pursue the necessity
of enforcement of the act. I think the best that they can do is to
make an occasional spot-check, which we only hope that they do.

Since 1958, which is about 12 years, I have never heard of any
astounding public revelation of failure or noncompliance with the
act or even that the submissions were inaccurate that might have
been submitted. Perhaps there have been statements that I have
missed, but there is certainly, I think, sufficient evidence, if sought,
that could name some rather important companies.

They may be well-funded, but the act is so little enforced at the
present time because of lack of appropriations to provide a staff at
the Labor Department to enforce the act that I think it is currently
not taken very seriously by the private employers.

Mr. ORIOL. Do you have an estimate as to how many Department
of Labor staff persons are involved in overseeing this act?

Mr. TOMAYKO. I have not pursued that, and I do not know. I just
know that Frank Kleiler is the director in this area. I have respect
for him. He is a conscientious man, and I have had personal conver-
sations with him. I have not delved into the depth of his staff, but
in conversations with Frank I think he is very disappointed with the
fact that he does not have an adequate staff.

Mr. ORIOL. May I introduce the other people sitting here?
Professor Schulz, the author of the aper; Dorothy McCamman

consultant to the committee; and John uy Miller, the minority staf
director for this committee.

Thank you.
One reason Senator Williams had hoped to stay especially for your

testimony is for a while he was a member of your union back in 1946.
Mr. TOMAYXO. I am aware of that.
Mr. MEIKLEJOHN. Our next spokesman, Mr. Oriol, is Mr. Reese

Hammond, who is the director of research and education of the In-
ternational Union of Operating Engineers.

STATEMENT OF MR. HAMMOND

Mr. HAMMOND. In addition to being the director of research and
education for our international unions with responsibilities in the
area of social insurance, I am also secretary of the central pension
fund of the International Union of Operating Engineers and Par-



1591

ticipating Employers, which is the largest pension fund in our inter-
national union.

On behalf of our international union and the trustees of our fund,
I am very pleased to have the opportunitv to speak to the committee
staff on what has become an increasingly important area of concern
for all citizens.

In general, we would support the comments made here by the
previous speakers. I also would like to emphasize our feeling of the
inadequacy of public programs for income maintenance in old age
and support Lou Rolnicks comment about the importance of a
base for old-age income maintenance.

If the public program is inadequate, as it is, then there is a need
for private pensions. In this country we believe an individual or
groups of individuals have the right to make their own determina-
tion of income distribution, and if they wish to trade off current in-
come in exchange for old age income, they should have the right to do
that.

As a result of this feeling in our international union we have
developed a number of different pension programs.

I would like to address my remarks today to that portion of our
union working in the construction industry, some *315 000 of the
400,000 members in our international.

In the United States there are 76 local unions with construction
jurisdiction. There are 30 jointly trusteed pension plans covering
members of 75 of these local unions. Thirty-six of the locals covered
by pension funds are participating in the Central Pension Fund.

Contributions to our pension funds vary from 5 cents an hour
worked to 65 cents per hour worked. The general executive board of
our union has adopted and recommended that the trustees of all
local pension funds should adopt a resolution providing for all con-
tributions made on behalf of an employee wherever he may work to
be transferred to the fund covering the local union in which said
employee is a member and in which he could reasonably expect to
develop credits to draw a pension.

RECIPROCITY AGREEMENTS

To speak to some of the problems raised in the working paper
here, our reciprocity agreements between local unions have actually
developed along two lines, one of which is the concept of money
following the man. That is that contributions are actually returned
to the fund in which an individual is a member by virtue of his work
in that area and/or his membership in that local union.

We have also taken the concept of mobility or portability of pen-
sions one step further in that we have provided for pro rata pension
funds where a member may have a substantial length of member-
ship and therefore a substantial interest in several pension funds
across the country but not have sufficient credits in any single fund
to be eligible for a pension.

We have applied the concept of aggregate credited service to his
total length of service under all pension funds. Very roughly speak-
ing, if the aggregate credited service of an individual meets the
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requirements of the given fund, then each fund prorates his pensions
by paying him that portion of a pension which his service in that
fund represents to his total service.

For instance, if he had 30 years in three funds, 10 years in each
fund, this would make him eligible for a benefit in all funds. He
would get one-third of the normal pension in fund A .and one-third
in fund B and one-third in fund C.

We expect to have that reciprocal agreement in effect for people
working at our craft, under our contracts by the end of 1970. With
the exception of probably twenty local unions we already have it in
effect-either one or both of the reciprocity arrangements. Both of
them make it possible for an individual working at our trade to be
mobile and work anywhere in the country and maintain his eligibility
for a pension benefit.

Speaking more directly to one or two of the questions that the
Senator posed to other panel members before he had to leave, we
have vesting with 10 years' service at any age, disability benefits
available for those who are permanently disabled until they are able
to return to work or until they are eligible for normal retirement.

The pension benefit formula is directly related to earnings in the
sense that future service benefits are calculated on the basis of 2 per-
cent per month of the total amount of money contributed on the
employee's behalf.

If we are. dealing only with future service-if an individual, for
instance, has in the course of his service $15,000 contributed on his
behalf, he would draw $300 a month pension.

In our pension fund a man is never dropped out of the fund; his
records are always maintained. When he reaches age 60 with 10
years' service, he is eligible for early retirement actuarially reduced.
He is eligible, for normal retirement at age 65.

Mr. ORIOL. May I ask how many are taking advantage of this age
60 early retirement?

Mr.- HAMMOND. In my own fund, very few. Most of our funds are
relatively young. The large growth has been in the last 4 years, and
the fellows who could take advantage of early retirement are ob-
viously the fellows who were 60 years or older when the fund really
had its large surge of growth. Those are guys who just like to work.

I think that is as concise a summary as I can give in terms of a
general statement, Mr. Oriol.

Mr. ORIOL. I just have one question at this point. I think you said
that if the public pension, social security, is inadequate, why, then,
that private pensions should supplement. Is that what you said?

Mr. HAMMOND. We should have the right to supplement if we
want to, yes.

Mr. ORIOL. Another way to look at it is that social security could
supplement private pensions. I just want to be clear on what your
approach is on that.

Mr. HAMMOND. I would say it depends on whether you look at
the center from the left side or the right side. A citizen of this coun-
try could look essentially towards public policy to establish a mini-
mum income maintenance program. If you moved over to the other
side, you could say that it should be public policy to supplement the
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individual's ability to develop his own income maintenance program.
We will take it either way, as long as the guy makes out okay.

Mr. ORIOL. I would like to address a question to you and to the
other members of the panel. You have already mentioned in some
way or another some legislative goals you would like to see. For the
record, we appreciate any official declarations by any of the unions
represented here on social security, specifically for income main-
tenance for the elderly in general. If there is anything along that
line that you could provide, we would like to have it.

Mr. Meiklejohn.
Mr. SHOEMAKER. We would like to see a substantially improved

social security benefit.
Mr. ORIOL. That is a good goal.
Mr. SHOEMAKER. Speaking for AFL-CIO, we are, of course, quite

cognizant of some of the problems that are raised in Professor
Schultz's paper and we have been attempting to deal with them, but
it appears to us that the fundamental solution of the problems raised
in Professor Schultz's paper is that older workers should be able to
look forward to a substantially higher level of benefits under social
security.

I don't see anv easv wav to resolve some of the problems where, at
least in some industries workers, are retiring with better than half
of their retirement income coming from the private sector if they
are lucky. I think this is fundamental and most important. We
recognize that many employees lose their pensions because of failure
to meet the vesting standard or because the plan is underfunded.
These deficiencies are more applicable to single employer plans than
to multiemployer plans.

Quite obviously if the single employer goes out of business, or if
the pension plan is not adequately funded, people may lose their
benefits. Employees who change jobs before they acquire a vested
right to a pension under a single employer plan lose their benefits,
so we would like to see vesting and funding standards for single
employers.

MULTI-EMPLOYER PROGRAMS

We do recognize that such multiemployer programs as my col-
league Lou Rolnick described that they substitute in a sense for early
vesting because employees in that industry can transfer within the
industry almost ad infinitum and still maintain their eligibility
within that particular plan. The problem of funding multiemployer
plans is also not particularly acute.

I am sure, Lou, that a lot of your employers go out of business
every year. This does not affect the plan or it does not hurt the em-
ployees one little bit.

So we feel for these reasons that the multiplan should be exempt
from standards of vesting and funding.

Mr. ORIOL. What should be exempt.
Mr. SHOEMAKER. Multiemployer plans.
Mr. TOMAYKO. I might say that we have made various testimony

on this by representatives of our union and the necessity-of improving
the act. Off the cuff I might take this opportunity, since you asked
the question, to express a few problems.
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Thousands of our members are not covered by any private pension
plan. Any significant improvement in the economic return on social
security is not only going to be gratefully accepted, it is almost
urgent that they get it.

Now, I believe that there has to be some additional consideration
to the trend in which private pension plans are developing and a
recognition of problems that beset workers after giving their life to
a company, and we have many examples that I am not prepared to
give you at the moment, but they go into the hundreds of termina-
tions of business and that throws people out perhaps at ages that
keep them ineligible from receiving social security.

This is why we have developed the magic number formula that I
had described. These people are just too old to get another job, and
whenever you put your life into the steel industry, your skills are
rather limited. When these plants close down, you can be in the
United States Steel plant such as Donora, Pa.

As an example, you may be 55 years of age or you may be some
place like 60 and you may have a right to transfer as we do have in
our collective bargaining area throughout that corporation to seek
other employment and have a right under the contract to obtain it.

The particular skill that you possessed-for instance, the zinc
plant at Donora was closed down. There was only one zinc plant in
the United States Steel Corp. There was not any place for these
people to move in their own skills unless they were in the maintenance
division. If they were in the actual smelting of the ore, there was
not another smelting plant of zinc ore in the United States Steel
Corp. s

- It would seem to me that if we are going to design a social security
plan it should be so constructed so that it would fit peaks and valleys
of what happens in business.

Then we have hundreds of small employers that are going out of
business every year with no place to move. If they don't have a pen-
sion plan and if they have to depend completely on social security

'and if they are over 50 years of age, you just have to believe that
their opportunities of earning a living are greatly diminished.

If they do find employment, it is marginal employment that is
merely above the starvation line.

I would like to emphasize that I like to see much consideration,
since we are talking about social security, and coupled with that is
Medicare. There is absolutely no basis for not providing Medicare to
all social security recipients rather than permitting it only to become
effective at age 65. There just is not any humane justification for
that kind of bill that in' a sense supplements the benefits of social
security and enhances the abundance of the aged that you have
previously been talking about with Professor Schulz.

I limit my comments to that.
Mr. MILLm. Mr. Tomayko, you make reference to the problems of

getting employment after age 50 in these situations. Do you have any
suggestions as to how we can improve the employment opportunities
for these people recognizing the difficulties in bridging the gap in
other waysO
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Mr. TOMAYKO. Well, in 1961 I had a rather odd assignment; it was
a combined assignment between Canada and the United States, and
it was sponsored under the Kennedy administration. The assignment
was primarily to go to Europe to examine the causes of full em-
ployment.

It seems to me that with a little bit of research and endeavor we
could examine what is being done in the Netherlands, what is being
done in England, what is being done in Sweden. Some of the coun-
tries that we visited had full employment. They had a steel plant
above the Arctic Circle in Sweden take care of the Laplanders who
had very seasonal employment and very originally lived off- reindeer
and whatever they could construct out of the hide of reindeer and
then became loggers. There is a limited logging season when you
have darkness a great portion of the year. They moved a steel mill
and established a community of 30,000, 40,000 people provides some
kind of employment throughout the year.

What I am saying is that the Government, whenever you have a
community like Donora, Pa., and I was a staff man for our union
in Donora in 1937, we had 5,000 steel workers- there, and it was a
one-company town. The Government should take some concern in
directing in some fashion subsidy, if necessary, to entice employers
to keep these kinds of communities alive so that they don't become
ghost towns. There are a number of ways and I am sure that the
Congress is sufficiently ingenious to assist people, elderly and young
alike, to have employment because people want to work, they have
a desire to work.

The Government must direct its efforts toward directing employ-
ment in some fashion to depressed communities as a result of failures
of those companies, or the moving of those companies to some other
location of the country.

It would take too long for me to expound on various methods I
saw used in Europe to bring about full employment. This not only
includes rehabilitating people and the job training, it is a concerted
effort. They not only concerned themselves with aged people, but
with handicapped people to provide them with employment and
make them producers of this country.

It can be done if there is a willingness of the administration to
pursue that kind of policy

Mr. ORIOL. Mr. Tomayko, did a report come out of this visit?
Was a summary made?

Mr. TOMAYKO. I am sure there was a report.
Mr. ORIOL. We will try to track that down.
Mr. TOMAYKO. Almost 10 years ago. There was a report filed.
Mr. ORIOL. On this matter of plant shutdowns, there was some dis-

cussion yesterday, and there has been at other hearings, on finding a
way to give practical assistance to the employees who are going to
lose their jobs well in advance of the actual shutdown in the form
of possibly a Department of Labor task force being dispatched to the
community when it is known that a shutdown is in the offing.

In fact, we discussed this at our hearings on employment aspects
of the economics of aging. They could do much by sizing up the
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community or the region and giving advice on how new opportunities
can be developed or even good use of retaining programs and so
forth. They could have impact. At least that is what we think.

What is your reaction to that?
Mr. TOXAY1O. In our industry there have been massive technologi-

cal improvements, and we now have two brand new steel mills, Burns
Harbor in Indiana, and J and L in Hennepin, Ill., who have been
gobbled up by one of the conglomerates. They have the modern tech-
ni ue of producing steel.

If the other major steel corporations want to stay on a competitive
basis, they, too, I think, will be moving in this new direction of
technology. I am really fearful of what might happen. Thousands
of steelworkers in this Nation, unless we keep a prosperous Nation
and have a continuous growth in this Nation to continuously increase
the demand of steel-if these two plants are an example, they can
produce, I believe, currently, if they wanted to, about 50 percent of
the steel that is now currently produced throughout the Nation, and
this would bring about massive unemployment in the steel industry.

I am certain that there are people in Commerce, in the Treasury,
and in Labor who are aware of this pending threat that hangs over
our head in the steelworkers union.

Just the other day, within the last week, 10,000 J and. L steel-
workers were personally sent a letter. They reside on the southside of
Pittsburgh. They were personally sent a letter by the chairman of
the board that their plant theoretically was not a plant that added to
the profit of the overall corporation.

It would seem to me that there are actions not only of sending a
Labor team in advance. There could be actions from the Government
directly to make the improvements where the workers reside, the
economic improvement where you live. As I said, I lived in Donora
for a number of years. There are not any employment opportunities
in that community, but because the company moved out and you have
struggled to try to pay for a home and then try to sell it to move
over into the Philadelphia area or the Gary area, because of the fact
that there are not any employment opportunities, the value of yoursavings and the value of your real estate holdings, if any, drop com-
pletely. It is a disruption of people, the people don't like it. There
can be actions on the part of the Government not only of retraining
of people, bringing new industry in, but industry should be brought
in to where the people are that are unemployed in my opinion.

Companies should be directed to make their improvements in tech-
nology where the people reside, but not move out into the prairie
some place and cause massive dislocation of people in an attempt to
find cheap labor.

Mr. ORIOL. That is a fascinating topic. I wish we could continue it.
Any questions?
Mr. Meiklejohn.
Mr. MEIEKLEJOHN. Mr. Epstein was to have been here, but I take it

he was unavoidably detained.
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Mr. ORIOL. The record will be open for 30 days, and anytime we
will be happy to do that.

Mr. MEIKLEJOHN. Unless any member of the panel here wishes to
say anything else, I will just express our appreciation of the oppor-
tunity to be here.

Mr. ORIOL. We have one question.
Dr. SCHULZ. Could I ask Mr. Tomayko a question with regard to

the pension advisory committee?
Did that committee, during the time that you were on it, ever dis-

cuss the question of the use of that data?
Mr. TOMAYKO. Now you are asking me for a search of my memory.
Dr. SCHULZ. I understand.
Mr. TOMAYKO. Perhaps it was my own motivation and because of

my big mouth. I was so happy to become a member of this committee,
I was aware for a number of years of the necessity of amending the
act, that I did my level best to direct our conversations toward seek-
ing new amendments because I felt that my knowledge on reporting
was rather a meaningless kind of act. It was nice for the record.,
Nothing ever happened. Nothing could happen and it was a safe
piece of legislation, to put it in a rather sarcastic fashion.

Maybe it was in the beginning; after 12 years, there certainly was
not any improvement to it. I cannot recall any discussion in the
committee of search as to the effectiveness of disclosure or the depth
in which the Labor Department was able to enforce the very limited
provisions of the act.

I do recall, however, having conversations with various staff mem-
bers, and I merely mentioned one previously. I had others, some of
them now have been gone or have gone or have been removed, I don't
know which. Nevertheless, they all assured me that there was.. abso-
lutely no staff provided which would adequately search and enforce
the act as it was intended.

Mr. SCHaULZ. I was interested in your earlier comment with regard
to the fact that your actuaries make use or try to make use of the
data. It occurred to me that since this committee has been unable to
get information from the Department of Labor with regard to the
usefulness and use of the data, that perhaps these gentlemen from
the various unions, who have actuaries who apparently are using the
data, might have some very valuable information which they could
submit to the committee as to whether they have been able to use the
information, how accessible it is, and things of that sort.

Mr. TOMAYKO. A critique on the availability of data and the type
of data that is available. Is this what you want?

Dr. SCHULZ. Public information. Presumably, anyone can go to
where the pension plan disclosure records are stored and use them.
But- then, since there are thousands upon thousands of records, your
statements about the limitations of staff make me curious as to whether
they are in a usable form for research purposes.

I would think it would be very valuable if the committee were
made aware of the experiences that the actuaries have had.

Mr. TOMAYKO. Our actuarial consultant is Murray W. Latimer,
and he goes through great pains. Sometimes we have a complete re-
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fusal on the part of companies to furnish us with this kind of infor-
mation. There are procedures in which we can obtain it, but there
are lengthy legal procedures, and it might prove meaningless by the
time our contract expires. I understand from him that it requires
great searching on the part of a member of his staff to dig out the
data and they are not permitted to remove it, and they have to make
extractions from the data.

When they come back with the data that they have extracted, it is
quite limited in its nature of exposure of the actuarial condition of a
fund. That proves sometimes of very little value to our actuary in
providing us a proper analytical statement that we could use in col-
lective bargaining procedures to really tackle this problem.

If the Senator is interested, I am sure either Mr. Latimer or mem-
bers of his staff would make for you a critique on the availability of
the data, the assistance received from the Labor Department in
securing the data and the adequacy of the data that might be re-
quired under the act or the adequacy of the data that was never
submitted voluntarily by the companies and inspected by the Labor
Department to determine whether or not it is in compliance or
whether it is adequate.

Mr. ORIOL. We will ask Senator Williams to make a request to you
in writing for this so that you will have an official request.* Would
that be all right?

Mr. MEIKLEJOHN. I was going to observe sometimes it is very easy
to get drowned in data. I think one of the basic needs may be for an
examination as to just what kinds of data it is essential to get, not
just any data, because when you get any data, maybe 90 percent of it
you might as well not have gotten. The important thing is that you
get the data that you want and need. This is a problem that I think
probably there was not paid sufficient attention to at the time the
1958 act was passed.

It is one that I hope more care will be taken with in regard to
any amendments of that act.

Mr. ORIOL. You certainly have given us lots of ideas on amend-
ments as well as many other things.

The record will contain the complete statement. We thank you for
a very major addition.

Mr. MEIKLEJOHN. Thank you very much, Mr. Oriol. We thank
Senator Williams for the opportunity to come here.

Thanks again.
Mr. ORIOL. Thank you.
So that our witnesses may have some idea of our schedule today,

we have checked on their schedule, and it apears that it would be
best to go through until about 12:30 or 1 o'clock or so in the follow-
ing order: Mr. Hewitt, Mr. Jackson representing Mr. Griffin, and
Mr. Greenough.

So would Mr. Hewitt be our next witness.

See appendix A, item 4, p. 1733.
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STATEMENT OF EDWIN S. HEWITT, PARTNER, HEWITT ASSOCI-
ATES, LIBERTYVIILE, ILL: ACCOMPANIED BY THOMAS E.
PAINE, PARTNER, AND MISS PEARL E. CHARLET, MANAGER OF
RESEARCH

Mr. HEwrrr. Thank you, Mr. Chairman.
Mr. ORIOL. We have your statement and it is a very good job;

glad to get it.
Mr. HEwrrr. I presume that statement will be entered in the

record?
Mr. ORIOL. Yes.
(See appendix A, p. 1691.)
Mr. HKEwiT. That will very greatly shorten the presentation we

will make which is a highlight of the statement.
We have outlined it here on some charts, and with the expectation

that those who might be sitting away from the committee might also
be interested, there are double charts, with the same thing appearing
on the back as on the front. I am not sure we should not have made
three dimensional for the people over here.

I am a partner in the firm of Hewitt Associates, which is a firm of
consultants and actuaries.

Participating with me is my partner, Mr. Thomas Paine, from New
York, and my associate, Miss Pearl E. Charlet, Manager of Research.

Prior to joining the organization in 1954, Mr. Paine was with the
Bureau of Labor Statistics of the Department of Labor where he
coauthored a series of reports on employee benefit plans under col-
lective bargaining.

He was a member of the stalf of the President's Committee on Re-
tirement Policy, which prepared recommendations on amendments to
Government retirement and' insurance systems.

He served as a consultant to the Interagency Task Force on Private
Pension plans in 1967 and 1968, as a member of the Labor Depart-
ment's Committee on Disclosure Forms revision in 1964 and 1965, and
as a member of the Secretary of the Treasury's Advisory Committee
on Integration of Pension Plans and Social Security in 1967 and
1968.

Miss Charlet, in addition to participating in the preparation of
materials presented to the Subcommittee on Retirement Income in
1961 and 1965, also prepared a paper for the compendium of papers
published by the Joint Economic Committee of Congress in 1967,
and served on the advisory committee assisting Dr. Schulz in the
preparation of the background paper for these hearings.

She prepared materials in exhibit A and other sections of the
working paper dealing with the potentials for expansion of coverage
under the private pension system.

We sincerely appreciate the opportunity to appear here today and
discuss the role of private pensions as an income source for our older
citizens.

We appreciate the fact that this special committee has the fore-
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sight to review and to contemplate some of the broad basic issues in-
volved in financing old age. Too often philosophic decisions which
should be considered as part of a long-range policy are swept up in
a current controversy over the merits of some specific piece of lehsla-
tion, with the unhappy result that we must then live with any short-
sighted decisions that may have been made.

I have read with great interest the working paper prepared for
your special committee by Dr. Schulz. I should like to address a few
comments to several specific points made in the paper concerning:
(1) The role of private pension plans; (2) conflicts in plan purposes;
(3) myths concerning pension plans; (4) private pension benefit
levels; (5) private pension coverage-potentials for expansion.

The essence of the suggestions we would like to emphasize appears
on the first chart.

I� t.�"L� :i N±U �UI I �1 :7±1:1
�: *A

1. Maintain dual system

2. Recognize "Price" of priorities

3. Private pension levels are
rising rapidly

4. Encourage private pension
expansion

5. Universal tax incentive for
retirement income

HEWITT ASSOCIATES

Dr. Schulz' paper focuses attention on the three-way choice we
face in assuring adequate income in old age. What, he asks, should
be the respective roles of individuals through private savings, private
industry through private pensions, and Government through publle
pensions i

I have asked Tom Paine to discuss this first point-the suggestion
that we maintain our dual system.

Tom.
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* Social Security as basic level
- Compulsory
- Universal
- Uniform
- Providing modest living standard

* Private plans as supplemental level
- Voluntary
- Flexible
- Individually tailored
- Responsive to changing needs

HEWITT ASSOCIATES

STATEMENT OF MR. PAINE

Mr. PAINE. We believe that the fundamental old-age income policy
which this country should continue to follow is that of a dual sys-
tem of protection. Federal social insurance is the basic layer-com-
pulsory, universal, uniform and sufficient by itself to provide a mod-
est living standard.

Private pensions should be supplemental, voluntary, flexible, indi-
vidually tailored and responsive to changing needs.

Now let's look at these systems in detail to see what their different
purposes are.

Social security's role is perhaps easily defined by looking at its
fundamental characteristics. First, it is almost universal in coverage,
and generally compulsory; because it is, it provides fully portable
benefits as people move from job to job.

Second, social insurance is work-related in benefits and contribu-
tions. Entitlement is based on past employment and the amount is
related to past earnings. There is no means test for entitlement to
benefits.

Third, social insurance is contributory and financed through a
payroll tax divided equally between covered employers and em-
ployees.

Fourth, it is not advance funded. Income through taxes is almost
equally balanced by outgo through benefit payments.

The Federal social insurance program provides the basic level of
retirement income for almost the entire work force.

I might define this as what is needed by an individual or elderly
couple to maintain a modest standard of living even if this individual
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has no private pension benefit of any kind. We think this level
should not be much higher from the public system since there comes
a point beyond which it is uneconomic to allocate additional resources
from the working population to transfer to the retired group.

So, the public system has to be appraised periodically to see if
that keeps doing the job we assign to it.

We should expect that as inflation and prices and compensation
rates continue upward there will have to be continued revision in
social security levels and in the wage base. This might be done by
periodic amendment by the Congress; it might be done by some au-
tomatic mechanism such as has been suggested in the current ad-
ministration's social security bill; but, one way or another, the job
should be done.

The public and social insurance system must be kept current with
changing needs in the society.

If Federal social insurance does meet this goal, the role of private
pension plans can be better defined. I think we should start with
some suggestions as to what private plans are not supposed to be.

First, they are not universal. Nor is it practical to suggest that
they ever will be. Nor is there any compulsion that they should be if
social security is, by itself, sufficient to provide basic needs during
retirement.

Second, they are not uniform. Since they result from decisions
made in the employer/employee relationship, it is understandable
that pension plans should differ just as much from one to another
as other parts of compensation-wage levels, vacations, premium
pay practices, et cetera. There is no "good" or "bad" label that can
easily be applied.

Third, they are not public. They should not be judged by the ex-
tent to which they resemble social security in such characteristics as
portability and minimum benefit guarantees.

Certainly anti-public behavior and illegal use of funds must be
prevented; but beyond that, the private character of private plans
should be recognized.

So, if these plans are not to be judged by the extent to which they
are social insurance, what should we expect of them?

GOALS FOR PRIvATE RETIREMENT PLANS

What can we count on private retirement plans to do?
Let's start by recognizing that contributions to a pension are a

form of compensation. This compensation may be shared by all mem-
bers of the group, such as would be true in a money-purchase pension
or a fully-vested profit-sharing plan. Or the plan designers may
establish a priority order as to who in the group is going to get the
proceeds from the contributions.

By establishing different methods of allocation, private plans ac-
complish different goals. In fact, it is extraordinary how flexible an
instrument for providing adequate security the private plan has
proved to be.

There are two kinds of flexibility and perhaps this fact is under-
rated when we appraise what private plans are doing.

First, is their flexibility in terms of adapting to different needs.
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:Very real differences in security problems exist among different com-
panies, different industries, different age groups.

Retirement at an earlier age than 65 may be necessary in some
cases. Sometimes the risk of disability is higher than at others. An
older work force may mean past service credits; a younger group
may provide some kind of account accumulation. The variations are
important and should not be understated.

The second dimension is the flexibility between periods of time.
Private plans have exhibited amazing flexibility to make their pro-
visions meet the different needs that a group may have at different
times.

The initial job of most pension plans when first established is to
concentrate on retirement income for the older worker, hence the
importance of past service benefits.

As plans become better funded, they tend to branch into other
areas. Variety increases as plans are able to spend more money and
give attention to tailormade benefits to meet specific needs.

Currently, for example, many plans are wrestling with such prob-
lems as protecting the value of benefits against inflation, providing
adequate survivors' income, getting supplemental arrangements for
long -term savings.

So, these two elements of flexibility between plans and over time
periods demonstrate the role that private plans should be expected to
play in the provision of old-age income. They are compensation pay-
ments which allocate money to where it should do the most good.

It is not possible, in our judgment, for either the public system
or the private plans to do the whole job in an efficient, economical
manner. Private plans can't be universal and they cannot be a basic
layer of protection. A public system cannot be as flexible and it can-
not be as changeable over time as individual private plans.

So, we cannot judge the merits of one of these forms of protection
bv the standards that apply to the other.

Social insurance should not be criticized because it is not tailor-
made to specific situations or because it is not fully funded. On the
other hand, private plans should not be criticized because they are
not universal and not fully portable.

We can develop a sensible policy towards retirement income ar-
rangements only when we clearly understand the different purposes
of public and private plans. Fundamental to this understanding is
the recognition of the permanent value of a dual system for the as-
surance of old-age income in this country.

The second point we want-
Mr. ORIOL. Mr. Paine, before you flip that flip card, one of the

major elements or one of the major purposes you think social se-
curity or public pension should do is provide a modest living stand-
ard.

We have charts and other information showing that before the
15 percent increase the average level was far below the BLS moderate
budget for retired couples.

Do you have any estimate at this point as to how far short, if you
feel that is the case, social security levels are now from providing
a modest living standard?

32-346 O-70-pt. 10B-3
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Mr. PAINE. I would say that I think the primary benefit is now
about $180 a month, which means that an elderly couple would be
having somewhere around $3,200 or $3,300 a year for the person
currently retiring under Social Security.

Of course, those who have been retired for years are receiving
lesser income for the most part. I am not sure how that level of about
$3,300 compares to the BLS index.

Miss MCCAMMAN. It is at least $400 below.
I had a related question, too.
Are you suggesting that it provide a modest living standard for all

beneficiaries or for the average beneficiary or what?
Mr. HEwirr. I will take that.
We represent the school of thought that feels that one of the de-

ficiencies in social security is in constant improvement in the upper
benefits without proper attention to increasing those at the lower
end of the scale and that more emphasis should be put on increase
at the lower end of the levels of income before we continue to increase
the higher levels.

Now, does that possibly answer one of the questions that you are
suggesting?

Miss MCCAMMAN. Yes; it does.
Mr. ORIOL. Thank you.
Please continue.

. . .in ... or lower
higher costs retirement benefits
$1.oo0 ' / RETIREMENT $101 00X//XX ONLY _ 10

$1.15 //// VESTING 87¢

$ 1. .20 //////DISABILITY

$1.45B///////// DEATH M9
EARLY 5

$2.O5s///////// PORTABIUTY * 49¢
HEWITT ASSOCIATES

Mr. PAINE. The second question I would like to comment on is the
issue of the relative priorities that pension plan designers must
undergo when they have to decide what to do.
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Let's assume that an employer and a union are negotiating a plan
where the financial commitment has been agreed upon and where
we have various priorities to try to assign within the set dollar limit.
The question is: Who gets what and when do they get it? The entire
amount could be reserved to pay for retirement benefits at age 65.

On the other hand, we could make a decision that we will, in addi-
tion to providing retirement benefits, have vesting after 10 years.
This would mean for each dollar of retirement benefits in a nonvested
plan we could provide 87 cents if the plan were vested.

These illustrations, by the way, assume a particular work force
and a particular set of characteristics in terms of age and service and
turnover, et cetera. So, please don't look upon these numbers as un-
varying from case to case.

If, in addition to providing 10-year vesting, we wanted to provide
disability protection after 10 years of service, then that dollar benefit
level would have to be reduced to 83 cents.

If, in addition to those, we wanted to provide a full death benefit
for persons who die after age 55, then we would cut the benefit- to
69 cents.

If the benefit were to be payable at age 60 with no reduction, then
that dollar gets cut down to 56 cents.

Finally, if we provide fully portable benefits, then we must re-
duce our dollar down to 49 cents.

Different combinations, of course, will result in different steps
along the way.

On the other hand, we could make the assumption that we have
agreed to a retirement benefit level of a dollar and the issue is: How
much more money will it take to provide these other things? This
produces figures which are reciprocal of the other way of looking
at it.

DECISIONS BY PLAN DESIGNERS

The main point that we would like to make is that there are some
very real and practical decisions that have to be made by the plan
designers and that the money attached to these decisions is quite
considerable. We think that it is not only logical but quite proper
that most private plans when they were first developed tended to
concentrate the money that they did have on retirement benefits, to
give the person who was nearing retirement, who had accumulated
no income, adequate past service credit.

We also think it is entirely logical that as a plan has aged it has
tended to go into more of these kinds of things.
- So, we believe, then, that what you see as different priorities do

not necessarily mean conflicts; they mean the tailoring of a certain
amount of money to meet different purposes at different times.

Miss MCCAMMAN. May I interrupt to ask a question about your
costs for vesting shown there as 15 cents?

I realize that this is a particular labor force and it would not fit
Mr. Rolnick's labor force which he described this morning with the
women leaving at an early stage.

However, when Professor Bernstein was making his presentation
yesterday he said that the costs of vesting are usually exaggerated
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because there is no recognition of the possibility of bringing in
credits from another plan such as you might have if you had a na-
tionwide universal plan that he would suggest.

I assume that your vesting costs there do not include any credit
for-

Mr. PAINE. Let us put it this way. This is the cost that is repre-
sented by the money which people would have forfeited had they left
the plan after 10 years .of service but before attaining retirement
age, dying or becoming disabled.

I think what you are talking about is Perhaps not something that
reduces the cost of vesting but, instead, something that provides
benefits from an earlier period of time.

Now, we could look at this as two stages, one as to cost of this
10-year vesting provision, the other as the added cost to add full
portability.

.Now, you will notice that the cost for the 10-year vesting is about
15 percent in this illustration, and the cost of going from the fully
developed plan without portability to full portability, that is some-
thing like another 15 percent, it adds up to.

Miss MCCAMMAN. What is shown on the chart as 25 percent.
Mr. PAINE. It is 205 over 180, so it would be about 15 again.
Dr. SCHULZ. Could I also ask a question?
You stated that you did not see any' conflict with regard to various

alternative plan provisions.
Now, let me ask here, if an employer takes his money package and

does not put some of it into past service credits, could he not then
put more into, say, earlier vesting or more liberal vesting provisions
for the younger workers?

Mr. HEWITT. At the price of the benefit.
Dr. SCHULZ. Perhaps you don't see it as a conflict, but if older

workers are to get higher pensions and if the employer has some
fixed amount in his mind he is willing to put out, then the younger
workers -are going to lose something. They won't be able to get some-
thing that they could have had if there had been general agreement
that the older workers were not entitled to past service credits.

Mr. PAINE. I think this is perhaps a semantic question of what
is a conflict.

I think what we wanted to do was to make you aware of the
quantitative price tag that may be involved in this and that the dif-
fering provisions between one plan and another don't reflect who has
a good pension plan and who has a bad one. It is a merely reflection
that different decisions were made to meet differing needs.

My own decision after participating in a decade and a half trying
to design plans and sitting in collective bargaining sessions where
companies and unions made decisions and trying to help trustees of
joint funds do it, my opinion is that both the companies and the
unions are pretty darned responsive to the real needs that exist at
that time in the particular group. An amazingly good job has been
done, in my judgment, in most of these cases.

Mr. HEWITT. I think I would like to add to that that historically
this is not a new idea. The TIAA plan started with the idea of money
purchase plans, of only funding for the current service without fund-
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ing for past service. In the academic field past service was provided
by a Carnegie gift.

As Dr. Greenough I suspect will point out in his paper this kind
of plan does eliminate many of the criticisms of the private pension
plan today. In other words, the criticisms are all directed toward
characteristics of the fixed-benefit plan as contrasted with a plan with
benefits based upon the amount of contributions that go in.

This is the product of an attempt to develop a pension sytsem in
private industry which could very well have gone that way, could
very well have gone on the basis of benefits determined by contribu-
tions rather than contributions determined by benefits. But it was
not acceptable and therefore to meet the needs not only I think of
employers but primarily of employees for benefits which would be
adequate to represent the full career of service of an individual -and
to enable the plan to be effective in achieving its retirement income
goals, the fixed benefit system evolved and has been, I think by reason
of choice, the preferred method for financing most industrial pension
systems.

The fact is, you see, that this choice has been made in practice by
the product of the multiple choice of all the people concerned with
the development of private pensions an'd recognizing th1at- there is
still great merit in the type of plan which does do just as you are
suggesting, as is true in certain plans, primarily the ones we have re-
ferred to and that Dr. Greenough will refer to in the educational
field in TIAA.

The two have the characteristics that we think would be desirable
in private pension systems but this has developed because it was a
choice as to whether the adequacy of retirement benefits related to
a period of service was preferable to just setting aside money for each
year of service under a particular plan.

Now, this may throw some light, I think, on the choices that you
have.

Mr. ScHLuZ. I agree with much of what you say, but I think it is
a very important point to make.

I'think that Senator Williams and his staff are keenly aware of the
problems that arise out of this conflict between youth and the older
people.

One thing that it seems to me is coming out of what you are saying
is that when you do things like this-that is, try to help the older
people or the older workers, in this case, and give up better benefits
for the younger workers who will eventually get old-you create a
serious problem. Of course, younger workers do not necessarily get
upset, for it is very difficult for them to see what the advantages of
the pension plans are, to be appreciative of the retirement income
problem that they may have in the future, and why, therefore, they
should make contributions or contributions should be made for them.

It seems to me that this is a very serious problem that one has to
be concerned about, not just the Government but private industry,
also.

Mr. HEwirT. This is not a product of our current attitudes of
youth; this has always been true. The young people don't get very
excited about pension benefits. This is not new.
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Mr. PAINE. There are many kinds of compensation that do not get
paid proportionately to everybody in a group. Pensions are an ex-
ample. Certainly the younger worker with the wife and four kids is
going to do pretty well on the medical benefits that his employer
pays for and perhaps there are other members of the work group
who are not going to do as well.

We have our vacation schedules in most of American industry re-
lated to length of service; for the short service person is generally
going to get a smaller portion of that vacation compensation than a
longer service person.

I think really you are into something that is more than just the
pension issue. You are talking about the relative way in which we di-
vide compensation among the members of our working group.

If you wish, you could even go to the extent of questioning basic
compensation policies, salary and wage rates and how they are de-
termined, and is this equitable among members of the group. I don't
think it is strictly a pension problem.

Mr. HEWITT. I would like to be sure to emphasize we are not try-
ing to prove any particular point but trying to throw some insight
upon the characteristics and the information that is available in re-
viewing these alternatives.

I also would want to be sure that we are not in any way saying
things about the desirability of vested benefits. There is very little
lack of agreement on desirability of vesting. We are saying this is a
matter of choice; it is a matter of determining priorities as has been
outlined in your paper from Dr. Schulz.

If we have any bias, it is that we would prefer to see the freedom
of choice preserved for individuals and their representatives and
their employers rather than having the choice made for them that
may not correspond to what their choice would be as individuals or
as groups.

So, it is not a question of the desirability of vesting. It may be a
question of how we achieve it, but it is certainly not an objection to
the desirability of vesting upon which I think almost all of us
would agree.
. Mr. MILLER. With reference to your raising the point of importance
of individual choices as well as those by the employer and the repre-
sentatives of the employees, is there any way to devise these plans
so that the individual when he enters the plan may exercise a
choice which reflects the points that you set forth in your list of
priorities?

Mr. PAINE. I have two comments on that.
One is that you are beginning to see, and perhaps will have as a

major development in the 1970's, this concept of individual choice.
It is a logical time for it to come because the plans have now gotten
big enough to take care of the basic needs and they can now begin
to be concerned about choice.

I.R.S. REGULATIONS

The second comment I would make is that we are restricted in
what we can do in that regard. There are regulations in the Internal
Revenue Service that tell us what we can and cannot do.
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It is very difficult, for example, to have a system under which one
worker chooses to have pension benefits and another worker chooses
instead to have medical benefits or death benefits or more pay. This
could well be judged to be discriminatory and nonqualified under our
present Internal Revenue rules.

We are hoping that, as the movement toward individual choice
grows in the 1970's, we will be able to get some more flexibility from
the Government so that these plans can more appropriately do what
you are talking about.

Mr. ORIOL. May I ask-I have looked through and I don't find
this particular chart in your presentation, and I wonder whether we
may have a copy of that. I think we will need it in this discussion.

Mr. PAINE. It is a combination of illustrations on pages 14 and 16
of the prepared statement.*

Mr. ORIOL. This is so visually helpful.
Mr. PAINE. We can certainly provide them in that form; yes.
Mr. HEwIrr. I think what we are reflecting here is that we are

talking about a system which seems to be pretty well established
but which is relatively a new system in our economy, this growing
private pension system and the evolving adequacy of benefits for re-
tired workers.

Now, the fact frequently not recognized is that the private pen-
sion is still a maturing institution. It has not fully matured; there
are still constant changes. It is a very dynamic, fast-moving, grow-
ing, social and economic device of the economy.

Private pension plans are growing rapidly. Of course, the rate of
maturation differs among individual companies and among different
industries.

There is no question that private pension levels are far more
than they were when we first appeared before this committee, cer-
tainly not too many years ago, and they are increasing constantly.
Today they are producing more actual income than is assumed or
reported by many of the critics of the system.

With the continuing growth of benefit- levels and funding for
benefits, they will approach a level of adequacy in the future as
measured by the percentage of spendable working income replaced.

Now, the adequacy of pension benefit levels has been questioned
by some students of private pensions, primarily because of the ab-
sence of meaningful data. The point has been made that many of
the studies to date are either limited in scope or based on unrealistic
assumptions. Admittedly, as was pointed out yesterday, we need
more adequate information upon the actual circumstances as they
exist today.

We would like to invite your attention to one additional source of
information that I don't believe has previously been reported on
pension levels that may shed some light on this question and on the
rate of growth in the maturation of private pension levels. This has
been the result of some digging out that Miss Charlet has done, and
I would like her to report on it.

See illustrations 2 and 3, pp. 1704 and 1706.
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Annual Pension Income of Older Taxpayers
1967 1962 Increase

Number
receiving pensions 2 .3 mil. 1.5 mii. 57%
% of Age 65+
population 12.3% 8.5%
Total
pensions received $ 3.8 bil $1.8 bil. 111%
Average per.
person age 651 $1641 $1221 34%
Average per
tax return $2105 $1575 34%

Pensions as
% of income 9.1% 6.5% HEWITT ASSOCIATES

STATEMENT OF MISS CHARLET

Miss CHARLET. The additional information that Mr. Hewitt refers
to is pension and annuity amounts reported by individuals on their
Federal income tax returns. This data source, which is published an-
nually by the U.S. Treasury Department, is extensive and does not
require the use of a number of assumptions for interpretation. All
we need to know is what kinds of pensions and annuities are cov-
ered and what kinds are not.

The chart you are seeing is based on the amount of taxable pen-
sion income reported in 1962 and 1967 tax returns filed by taxpayers
where at least one taxpayer was age 65 or over.

Now, since amounts reported on income tax returns represent only
the taxable portions of pension and annuities, these amounts will
include employer-paid pensions, employee-paid pensions-but only
those amounts which are over and above actual employee contribu-
tions.

It will also include a certain amount of individually-purchased an-
nuities, but again only those amounts which are over and above the
actual cost of annuities.

The amounts reported as taxable pension and annuities will not
include employee contributions to pension plans; it will not include
lump-sum distributions from qualified retirement plans since these
are reported elsewhere in income tax returns and do not get into this
particular section.

It will not include, of course, the cost or investment in individually
purchased annuities, nor does it include death-benefit exclusions under
survivors' pensions if the employee dies prior to age 65.
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Of course, there are no amounts included here for Social Security,
veteran's pension, old-age assistance. These things are all outside
the scope of this chart.

The amounts shown here and reported for income tax purposes
do include both private and public employee pensions. While the
actual numbers shown here may add somewhat to our knowledge
about private pension levels, the most significant fact revealed is the
amazing growth that occurred over just this short 5-year period.

The number of age 65-and-over taxpayers who reported income
rose 57 percent, from one and a half million to 2.3 million. Stated
another way, the proportion of the older population with taxable
pension income increased from 81/2 percent to 12.3 percent.

Total pensions reported more than doubled, going from $1.8 bil-
lion to $3.8 billion.

The average amount reported for each age 65 and over taxpayer
increased 34 percent, from $1,221 to $1,641, while the average per
tax return, or family spending unit if you would like to look at it
that way, also rose 34.percent, going from $1,575 to $2,105. ---

Finally, pensions are an increasingly important source of income
for older taxpayers: Where they represented only 61/2 percent of the
total income of all older taxpayers in 1962, they accounted for s11lt
over 9 percent in 1967.

Again, let me repeat that these figures do not measure the total
retirement income produced by private and public pension plans.
This is only the taxable portion of continuing income payments. The
figures do not include income produced by lump-sum payments or
from actual employee contributions.

S .5

Monthly Retirement Income in the Auto Industry
1960-1970

Year of Benefit at Retirement Benefit Today
Retirement S/S Pension Total S/S* Pension Total

1960 $119 $ 84 $203 $166 I170 $336

1963 122 98 220 170 184 354

1966 133 149 282 173 184 357

1969 161 210 371 185 210 395
* Under 1969 Amendments

HEWITT ASSOCIATES
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Leaving tax returns, which are a sad subject this time of the year,
the rate at which private-pension plans are growing is also evident
from the developments during the past decade among some of our
pension leaders.

For example, the retirement-income pattern of hourly workers in
the auto industry illustrates this progress towards maturity. The
chart indicates a monthly income from pension and Social Security
for a worker retiring at the beginning of 4 selected years in the past
decade, together with the monthly income each such worker would
be receiving today, including the Social Security increase passed in
December.

The benefit amounts shown assume that each worker retired at age
65 after 35 years of service and that base pay was equal to or in ex-
cess of the Social Security wage base in effect. You can see that the
total retirement benefit of an individual retiring in 1969 was almost
double what a similar worker would have received at retirement in
1960.

Another interesting aspect here is the fact that a man who did
retire in 1960 with a total of $203 a month now has an income that
is $336, a fairly substantial increase, I think.

Auto industry plans have actually matured to the point where
they are supplementing Social Security to provide a substantial por-
tion of preretirement spendable income together with providing
vesting, disability, early retirement and survivors' benefits.

Single hourly workers now have about 70 percent of their spend-
able earnings replaced and married workers with wives who are
eligible for Social Security have about 77 percent of spendable earn-
ings replaced.

These replacement levels of the combined company pensions and
Social Security are for workers earning $4 an hour at the time of
retirement and are related to that pay rather than to the final average
during the last 5 or 10 years.

So, if the historical pattern of follow-the-leader in pension mat-
ters continues, we can expect many more plans to be generating in-
come at this rate within the next few years.

We can further anticipate that benefit forms and eligibility condi-
tions existing only among today's leaders will be adopted by the
followers.

The prepared statement gives considerably more information in
detail on this matter of rising pension levels. A few of these we
would like to summarize very briefly.
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* Increases between 1952 and 1967:
Number of persons - quadrupled
Total pensions - up ninefold
Average pension - doubled

* Annual compound rate of increase, 1952-67:
Number of persons - 9V/2%
Total pensions - 15%
Average pension - 53/8%

* Portion of labor force covered by private plans:
1950 - 22.5%
1967 - 47.4%

* Pension leaders now supplement social security
to 70% or more of spendable pay

HEWITT ASSOCIATES

Going back again to our taxpayers, if we look at all taxpayers in
this country, whether they are under or over age 65, the number who
reported taxable pension income has quadrupled in 15 years; the
total amount of pension increased ninefold, and the average pension
amount doubled.

The annual compound rates of increase required to accomplish
this growth is indicated as nine and a half percent for the number of
persons involved, 15 percent for total pensions, and 53/8 percent for
average pension amounts.

The portion of the labor force with private plan coverage more
than doubled between 1950 and 1967, going from 22 and a half to
somewhat over 47 percent.

Finally, today's pension leaders are supplementing Social Security
to provide replacement of about 70 percent of spendable pay at re-
tirement, a level we can expect the followers to reach within the next
few years.

Mr. HEWITr. Are there any questions on this particular informa-
tion ?

Mr. ORIOL. Dr. Schulz, do you have questions?
Dr. Scm Lz. Are you finished?
Mr. 1{Ewrrr. On this particular section of it; yes, sir.
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* Continuation and improvement
in growth rate of private
pension system

* Extension to larger portion of
working population

HEWITT ASSOCIATES

I think that this additional evidence of the rapid acceleration
toward maturity that has occurred in the most recent decade is
perhaps reason for use to question whether efforts to improve the
private-pension system should not be directed toward devices that will
extend coverage rather than to measures that risk disrupting the
current growth pattern.

At the present rate of maturation, the private-pension system may
outgrow the need for the present legislative changes that are being
proposd and considered.

Our concern probably should not be with the private-pension sys-
tem as it has developed to the present time, and is continuing to de-
velop, in covering a substantial portion of the members of the work
force. It is doing a good job and likely will continue to do so in the
future if it maintains its present direction and momentum.

Our concern, rather, should be with the inapplicability of the
present private-pension system to a large portion of the population
who are not employed in industries and jobs where private pensions
are being substantially developed.

Our attention should rather be focused on those areas where pen-
sions are not an appropriate part of the employer-employee relation-
ship and where we have no adequate tax incentives to encourage
their development at the present time.
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It would seem that a primary concern of long-range planning for
the economic well-being of older citizens is in finding the means for
increasing the portion of those who have pension income.

We know that pensions and other forms of retirement income re-
sulting from work programs cannot produce income in old age if
coverage does not exist during the working years. We also know
that there are segments of the labor force where prospects for pension
coverage, in our opinion, is minimal as outlined in considerable de-
tail in the working paper for this hearing.

Now, we do consider that expansion of private-pension coverage is
vital and we believe that the time is appropriate to consider new
measures to accomplish the desired expansion.

* *

* Related to individual taxpayer
* Not dependent on employment

relationship
* Coverage opportunity for those unlikely

to come under present system
* Incentive through total expanded

system for:
Flexibility Vesting
Freedom of choice Portability
Funding Simplicity

HEWITT ASSflCIATES

We suggest consideration should be given to the encouragement
of voluntary savings for retirement, either through individual sav-
ing or employee group saving, but with emphasis perhaps on the
individual aspects of it that are not dependent necessarily on the
employment relationship and are perhaps related to the individual
taxpayer.

Such encouragement could be expressed by extending tax defer-
ment to funds saved for retirement beyond, the scope of the present
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deferment granted only to employer payment to qualified retirement
plans.

Perhaps the criticism of the private pension system that has not
been adequately emphasized is the inequity that is produced by
reason of the limitation of these incentives to those workers who are
in industries or companies where the excellent growth record of the
private-pension system is applicable.

So, in effect, we are proposing a universal system for private-
retirement accumulation which would permit every working tax-
payer to exempt from current taxes a portion of his earned income
if it is held or invested in a bona fide retirement-income arrangement.

I would like to say that this is the same proposal we made in our
testimony before this committee in 1961, again in 1965, and again in
our contribution to the compendium of papers for the Joint Eco-
nomic Committee of Congress.

Miss MCCAMMAN. May I ask, Mr. Hewitt, has there ever been
draft legislation on this point?

Mr. HEwITr. Not to my knowledge at the present time.
Under this kind of a proposal, the portion of income exempt would

take into account payments made on behalf of the taxpayer by his
employer (as currently permitted), payments made by the taxpayer
to employer-sponsored plans (not currently permitted), and pay-
ments made to any approved registered, certified, qualified retire-
ment-income arrangement (not currently permitted except under
tax-sheltered annuities available only to employees of certain tax-
exempt organizations).

A universal private-retirement system would offer a solution to
the major deficiency of the present system, namely, its apparent in-
ability to achieve broad coverage and would provide the coverage
opportunity for those unlikely, under our analysis, to come under
the present system.

This is the group for whom the inequities exist. Adoption of a
universal system with the tax privilege related to the individual tax-
payer rather than limited to application through the employment
relationship would appear to lead to the natural achievement of the
goals of flexibility, of freedom of choice, of so-called portability, of
vesting and of accelerated funding.

This will complete our intended review of our prepared statement
at this hearing.

Mr. ORIOL. Thank you, Mr. Hewitt, and associates, for giving us
a very responsive and helpful statement for our record and for this
overall study.

You have shortened your prepared statement but, of course, it
will be placed in the record in its entirety.

(See appendix A, p. 1691.)
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Mr.. HzIwrr. We will be happy to answer. any questions you may
have.

Mr. ORIOL. Dr. Schulz has some questions.
Dr. SCHULZ. With regard to the discussion in your paper and in

your testimony this morning about the adequacy of social security
benefits, you implied, although you don't state it explicitly, that you
were defining adequacy by some absolute standard-some particular
level that is adequate.

It has been my feeling that this is a very poor way of measuring
adequacy given the fact that earnings are rising quite rapidly and
that many people might find their pension income totally made-
quate if it were- significantly different from preretirement earnings.

My question is this: with regard to the role of social security do
you think that perhaps consideration should be given to measuring
adequacy of social security benefits in terms of some relative stand-
ard,'for example, the amount of earnings replacement which takes
place?

Mr. PAINE. Yes, I think so. The fundamental point we were try-
ing to make in our testimony is that we do not believe that the level
of social security should ever be influenced by the number of people
that have private pensions or by the size of those pensions.

Social security by itself must be adequate to do the job of provid-
ing whatever we decide meets this standard of adequacy. I don't
feel competent to define precisely how this is met but I would sug-
gest that some method, either periodic congressional review or by the
adoption of some kind of automatic index for social security bene-
fits, would help us get the job done.

If you look at the current proposal on social security you will
notice that the proposal is to tie social security benefits to the cost
of living index.

It also suggested that the wage level be tied to the average earn-
ings taxed under the social -security system, so that every time there
is an increase of $50 a month in the earnings covered that the wage
base under social security goes up again.

When this occurs the bill calls for an additional factor to be ap-
plied to all previously earned benefits. The result of this is that if
we have price increases of around 2 or 3 percent a year, wage in-
creases of around 4 or 5 percent a year which are consistent with the
long term trends in this country, that after a worker has been cov-
ered for most of his working career under social security the benefit
provided by social security will be about one-third of this final pay
for himself and about one-half of his final pay if he has a wife who
is also over age 65.

So I think some of the things that you are looking for may be part
of this current bill.

Mr. ORIOL. Is this the administration bill that you are referring to?
Mr. PAINE. Yes it is.
Dr. SCHULZ. Another question I have is with regard to the Federal

Tax data which you presented. Would you comment on the bias that
exists in that data in representing average pension levels because of
the fact that the "average" excludes the pensions received by people
who do not pay federal income taxes, typically the very low income
people who would have very low pensions?



1618

Mr. HEWITT. I would like to start comment. This illustration was
intended primarily to arrive at some reliable figure as to the rate of
growth and increase in levels of benefit rather than to be the abso-
lute study that I think you are seeking as to what benefits would be
based upon all incomes and also to point out that while there is
certainly a bias people have to be having a certain amount of income
before they are paying taxes. Also excluded from this data, as Miss
Charlet pointed out, are lump-sum payments which are frequently
elected by higher-bracket taxpayers and which are taxed at capital
gain rates at the present time and reported elsewhere in published
tax data.

I think Pearl you might want to comment on exactly this question
as to the analysis of the data and the question as to whether though
it does not distort the growth rates, it might distort the absolute
amount of benefits.

Miss CHARLET. Dr. Schulz, these averages have been taken over
the entire population filing income tax returns and include both
those taxpayers who actually pay income tax and those who end up
with no tax to pay.

So the only area of pension income that might not get into this
particular set of data is that which is below the amount which would
require the individual to file an income tax return.

Mr. HEWITT. Taking into consideration the special exemptions and
all.

Miss CHARLET. No.
Mr. HEWITT. They still file but it would not be represented in the

taxable income.
Miss CHARTET. That is right.
Mr. HEWITT. But they are in the data.
Dr. SCHuLz. I am not sure. I think that this is an important point.

I agree with you as long as you're using that data to indicate changes
and rates of change. I think it is very useful data, but if you use it
to indicate the average size of a private pension benefit today, I
think it misrepresents the true picture.

Miss CHARLET. Yes, it is an imperfect vehicle for precise measure-
ment of an "average" benefit amount since it tends to exclude very
low pensions and some of the higher pensions, as Mr. Hewitt pointed
out.

Mr. HEWITT. We will qualify this to that extent. Data such as you
are seeking is probably not available as yet.

Dr. SCHiuLZ. There is a sizeable proportion, as I understand it, of
older persons not filing any income tax form.

Statistics are available on this; I have forgotten just what the
proportion is. But there are a sizable portion of older people who
don't have to file income tax, especially given the recent liberalization
of the tax laws for low income recipients.

Now, with regard to your data for the automobile industry, you
recognize, of course, that this industry is a leader in the pension
field. I just want to emphasize once again that your data should
not be taken as indicating the typical pension benefit in industry.

You would agree with that, would you not?
Mr. HEWITT. We would agree with. this certainly. Certainly we ap-

preciate all of the efforts of the UAW, for example as reported yes-
terday, in behalf of incerasing levels of benefits.



1619

I also think I should say that probably it is appropriate for us to
comment a good deal on this since I suspect the man who will follow
us and testify later today is the man who is the actuary on many
of these programs.

We were using it merely as a common illustration of what the
pattern program is. Now being in the business of dealing with many
employees, and employers, we are very well aware of the impact of
the pattern and of the leaders in the field.

There is no question whether there is an impact from these pat-
terns. There is no question that employers tend, either through their
own decision making or through the pressures of collective bargain-
ing, to build constantly toward the pattern of leaders in the indus-
try. So there is significance in these levels because historically you
could probably trace that there has been a follow-the-leader pattern
and that the efforts in certain industries had a great impact upon
what has been done generally throughout the private pension move-
ment.

In our position of seeing the effect of this upon employers, gen-
erally I think it is important to recognize that this does not neces-
sarily discount the importance or the significance of taking into con-
sideration what the leaders arc doing andt what the benefit results
may be.

We are not saying that these are the levels of all of the private
pension programs. There are some that are more than this but this
particular industry has a significant impact upon the decisionmaking
of all employer groups and employee groups.

Dr. SCHULZ. If I can follow up on that question. Yesterday Pro-
fessor Bernstein accused me of being rather optimistic about public
and private pension trends. It seems to me on page 30 of your pre-
pared statement you have gone far beyond my optimism

Mr. HEWITT. May we help to defend you, because we made an
analysis of what your earlier projections were in comparison to what
these figures came out.

Do you recall any of that, Pearl?
Miss CHARLET. Of course the recent rate of increase we showed

from tax data was rather astounding.
Mr. HEWIrr. But in comparison, your projections were modest.
Miss MCCAMMAN. Perhaps the fact that Professor Bernstein calls

him overly optimistic and you- think he is pessimistic or at least
modest, then it suggests he has struck an admirable balance.

Mr. HEWITT. Yes.
Dr. SCHULZ. You say in your statement that:
If the historical pattern of follow the leader in pension matters continues,

we can expect many more plane to be generating income that will supplement
social security at 70 percent levels within the next few years.

I presume you are referring to 70 percent levels of earnings re-
placement?

Mr. HEWITT. Spendable income. In other words, the amount of
earnings after taxes.

Dr. SCHinZ. I think we are at the heart of the matter. If this
statement or prediction proves true and thus, in the next few years
we are going to reach these high levels, then I don't see where there
is any income maintenance problem for the vast proportion of the
elderly population that will be retiring.

32-346 0-70-pt. iOB-4
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Mr. HEWITT. This is what we are trying to emphasize, however,
pointing out this is not anywhere near the full 100 percent of the
working population.

This is why we are emphasizing that we must direct our efforts
toward ways in which we can extend coverage to those who are not
currently likely to be covered under these kinds of programs.

Dr. SCHULZ. But do you really believe that in the next few years
this earnings replacement level will be achieved? I do not.

Mr. PAINE. In the large collective bargaining plans, it is already.
You heard Mr. Tomayko earlier this morning talk about the steel
industry. They are at a higher level than automobile. And when
auto finishes bargaining this fall, I think it is reasonable to expect
they will be at a higher level than these figures show.

The car industry is higher. I have even seen benefits up to $15 a
month for every year of service. Certainly the large pattern-setting
companies are achieving this 70 percent level.

Dr. SCHULZ. Yes, it is very easy to argue the point by looking at
the leaders. Beyond doubt there are a certain number of pension
plans in this country which have very high levels of benefits.

The question is whether these high levels will be rapidly extended
to the overwhelming proportion of plants.

Of course my frustration in attempting to gather information on
this point was reflected in the background paper.

I have the feeling that if the Department of Labor were to give
serious attention to this question, they might be able to document
this trend that you talk about but document by looking at only a few
plans.

Mr. HEwirrT. Yes.
Dr. SCHULZ. We need to look at a broad spectrum of plans.
Mr. HEwirr. I think we have to qualify our statement to the eifect

it is based largely on our experience and involvement with private
pensions and our own guesses as to what is likely to happen.

We cannot say it is going to be true with all private plans but we
see the rate of increase and we see the rate of maturation and im-
provement in plans after they are in effect for a long period of time.

I must admit that we cannot substantiate that. As I said we would
like to have the same kind of information that you want to have
for analysis. We are only one firm. Since Mr. Jackson is following us
and represents a firm of great size and coverage of experience, I hope
vou will ask him that question to see whether he may or may not
differ with us in our guesses. I do not think we are trying to speak
for all of the people in the private pension field in making this guess
but it would be our observation that this is a likely continuing trend.

Dr. SCHULZ. If this trend is taking place and it is moving as
rapidly as your figures suggest, I think it would probably be reflected
in the private plus public pension levels of "new beneficiaries" as
currently surveyed by the Social Security Administration. It might
be well to inquire and attempt to make as part of this record any
evidence Social Security has in this regard. Their surveys, of course,
are for a broad spectrum of workers.

Mr. HEwITT. The important thing to watch in the current survey
you mention will be the rates of growth that have occurred and how
they compare with those we have reported here today. The levels of
income may differ substantially from those we have reported for
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two reasons: first, the populations studied are different and second,
the pressures on individuals to make a full disclosure of income are
different.

Another point is that there are two ways of viewing current pen-
sion levels. One is based on what is actually being received, which is
the kind of information that will result from the social security sur-
vey of retired people. The other way is to look at what pension plans
are currently generating for people who will retire in the future.
The Labor Department study you mention might possibly provide
such information.

In terms of comparability, the social security survey is comparable
to the data we have illustrated from income tax returns, in that they
both show what is being received today as the result of past pension
provisions. On the other hand, our projection of 70 percent of spend-
able pay replacement shows what is currently being earned in the
auto industry for retirement now and in the near future.

Dr. ScnuLz. My understanding, however, of the social security
surveys is that they are getting information on the pensions that are
being paid now to workers who are newly retired. I think this infor-
mation would provide, in some sense, a better indication of what is
happening than going to the plan formulas. Sometimes- the plan
formulas have been updated, but the pension that the employee gets
is often based on a series of plan formulas over his work experience
and is much lower than the benefit he would get under the newest
plan formula.

Mr. HEwrrr. In which case the validity of the data will probably
relate to the accuracy and reliability of the sample.

Mr. PAINE. I think you also should recognize that the benefit
increases must be very significant if we look at the increase in the
level of contributions to qualified plans and the reserves.

We are now at a point where employer contributions are about
$10 billion a year for private plans, the amount the employee con-
tributes is about $1.5 billion a year, total private plan assets are
somewhere around $120 billion.

We are obviously coming to the point where per capita benefits
are increasing more rapidly.

Certainly we are seeing a faster rise in the number of beneficiaries
than we are in the spread of coverage. This obviously must reflect a
very significant increase in the pensions being paid per person.

Mr. ORIOL. Are there any other questions?
Miss MCCAMMAN. I have one question. If we were to achieve a-

what do we call it now, universal-
Mr. HEwIrr. Universal tax incentive.
Miss MCCAMMAN. Now that would not be a fixed-benefit type of

payment, would it?
Mr. HEwrrr. It could be or it might not be. It likely would not be

all fixed benefit if it resulted in new plans for small employers mostly
because of the complexities of the fixed-benefit type of plan and the
difficulty for small employers to deal with those complexities and to
pay the costs resulting from them for a small employee group.

That would be the reason that I would agree with you that the
more likely addition might be fixed-contribution type plans.
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I think I would like to add just one concluding remark. While
there appears to be a great deal of controversy and conflict or possi-
bly criticism, and while it is all very healthy and part of our process
which we should welcome, I think we also could observe that the con-
flict and the controversy is not in the objectives that are being sought
by everyone.

There is a very amazing kind of universality or desirability of
certain kinds of things. So there seems to be a strong agreement upon
common objectives and upon mutuality of preferences.

Any differences that come up probably are in ways at which we
arrive at the fulfillment of those objectives.

So I suspect that we have to constantly search for new ways of
solving problems. In other words, where we have differences of opin-
ion as to ways of getting there, we have to constantly search for
alternatives as to how we might achieve these common objectives.

The fact that we still have some differences of opinion and some
controversy may be related to the fact that we perhaps have not
searched hard enough and have not come up with enough alternatives
on which we might find more common agreement.

I suspect it is in this spirit we have proposed this extension of
coverage through tying it in with the individual and putting more
emphasis on the individual rather than on the employer-employee
relationship.

Thank you.
Mr. ORIOL. And it is in that spirit that this economic aging study

has been begun and is being conducted.
Mr. HEWITT. Yes.
Mr. ORIOL. Once again, Mr. Hewitt, Mr. Paine, and Miss Charlet-

and Mr. Hewitt, our special thanks for sitting through the entire 2
days.

Mr. HEwIrr. Thank you, Mr. Oriol. We appreciate your efforts.
Mr. ORIOL. We have checked with our two final witnesses. We have

such excellent witnesses that the last thing we want to do is rush
them to do this, so we will resume here at 2 o'clock for the final two
witnesses.

That is agreeable to both witnesses, I believe.
(Whereupon, at 12:20 p.m., the committee recessed, to reconvene

at 2 p.m.)
AFTERNOON SESSION

Mr. ORIOL (presiding). Dr. Greenough has a time problem, so we
will go right into his statement.

STATEMENT OF DR. WILLIAM C. GREENOUGH, CHAIRMAN, TEACH-
ERS INSURANCE AND ANNUITY ASSOCIATION AND COLLEGE
RETIREMENT EQUITIES FUND

Dr. GREENOUGH. I do appreciate it.
Mr. Oriol, Professor Schulz, Dorothy McCamman, and Mr. Miller:
I would like to brief my testimony, as the others have done, to

save your time. I will hit the highlights of it and then be glad to
respond, if you want.
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For the record, I am William C. Greenough, chairman, Teachers
Insurance and Annuity Association and College Retirement Equities
Fund-usually called TIAA-CREF. I am honored by your invita-
tion to appear at this hearing. The report to your committee pre-
pared by Professor James Schulz comments most favorably on the
TIAA-CREF pension system, and I am certain that the college
world will be pleased to know that your committee thinks so highly
of its retirement plan as developed over the last half century.

You have asked me to discuss TIAA-CREF and its relevance tothe larger picture, and I shall gladly do so. This is certainly not tosuggest that TIAA-CREF is the best or the only way to provide
pensions under all employment conditions. But I do hope to con-
firm that strong, useful pension systems, answering all of the fre-quently voiced criticisms of such systems, can exist in coordination
with social security and can serve the American public very well
indeed.

Congressional attention is centering on what is potentially thelargest combined public service and private enterprise in America:
providing adequate retirement income for all our people. In recent
years, there have been several reports at the Federal level on pen-sions. Dr. Schulz's on your committee is the most recent and is a
very interesting and challenging one.

MAJOR CRITICISMS: PRIVATE PENSIONS

These reports have two common characteristics. They pay tribute
to private pension programs, yet end up criticizing these same pro-grams. Most of the criticism centers around: (1) the lack of, or
limits on, vesting; (2) the lack of funding or full funding in some
plans; (3) the lack of portability in many pension plans. An ex-
ample of this criticism is given in the 1965 Cabinet level report
which states:

Because protection will always be far from complete, private pension planscannot be a substitute for public programs. But public policy can encouragedevelopments which will provide supplementary retirement benefits to a grow-
ing proportion of the Nation's workers, and will provide greater assurancethat the promised benefits will be paid.

The recent report of your committee summarized as follows:
The critics of private pension plans argue that the benefits are currentlyinadequate and, more importantly, that even if they were adequate, they wouldnot be available to large numbers of retired persons and their families whodid not achieve eligibility while working.

In most things, governments play primarily a direct or an indirect
role. In the area of old age and retirement income, they play bothroles. Both Federal and State governments have accepted huge re-
sponsibilities for the welfare of all our people. Mluch of this responsi-
bility they discharge through the direct action of OASDHI, one of
the truly great developments of the last generation.

Another major function of Government can be to set an appropri-
ate climate to encourage the private sector to accomplish as muchas it possibly can in the benefit area. And then, to fill in the gaps
around OASDHI and private pension systems, governments should
and do have many programs of assistance in income maintenance
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with necessarily heavy emphasis on benefits for those not in the
employment market and therefore not covered by OASDHI or
private plans.

What I would like to do in my time is touch briefly on the three
most significant and serious criticisms of private pension plans and,
using the example of TIAA-CREF, show how the colleges have
avoided these problems. The purpose of this is not to draw attention
to those weaknesses. Plenty of attention has been drawn to them
already. The point is to show that none of these problems are un-
solvable in the private sector. All of them can be solved. As Mr.
Hewitt has shown, we are making progress toward solving them.

And I do not suggest that the TIAA-CREF way is the way to do
it or the only way. Quite the contrary, the important thing in the
private sector is that you can have diversity. There is unanimous
agreement in the report that the lack of early enough vesting in
pension plans is one of their most serious defects. Vesting has im-
proved rapidly in the last 10 to 15 years in both industrial and gov-
ernmental pension programs.

The key point is that it is both possible and feasible to solve-this
problem within the private sector. It was done starting 50- years ago
in the college world, two decades before social security. It is moving
rapidly in that direction elsewhere, in both industrial and govern-
mental pension programs. --

On funding, that great automobile company in my old State of
Indiana, Studebaker, did a fine job drawing the attention of the
pension world and the American public to the problem of adequate
funding of pensions. That incident .brought home to a good many
people the dangers of not having money there to pay the benefits.
Since then, there have been a good many demands for guarantees of
l'ne sort or another, or reinsurance schemes for pension programs, or
efforts to get the plans fully funded.

I agree absolutely that all pensions, governmental and private,
of course exclusive of federal social security-this is a different kind
of plan, so exclusive of that-all others should be fully funded as
soon as possible.

Once again, to prove that such funding is practical, the experi-
ence of TIAA-CREF is relevant. Over 2,100 educational organiza-
tions of all kinds and types of support participate in the TIAA-
CREF system. There are many public colleges, universities and com-
munity colleges. There are great private universities and small
private colleges. And all of them support fully-funded pension bene-
fits, without outside guarantees or Government mandates. Since it
has already been done in higher education and in much of the pen-
sion world, it certainly is possible and practical for the rest of in-
dlustry and Government. It can't be said that it is impossible.

Dr. Schulz's study, I believe, was the first one to draw primary
attention to the problems of the small employer, and I think it pro-
vides a real service in that.

H~e notes, "excessive cost of establishing and administering a plan"
is offered as a reason-and it certainly is one-for less than impres-
sive representation of pension plans among smaller employer groups.
Again, interestingly, this is not true of TIAA-CREF. More than
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1,150 of the colleges and schools with TIAA-CREF plans have less
than 200 participants; 815 have fewer than 50 participants; and 543
colleges and schools have fewer than 25 participants in their retire-
ment plans. Yet the benefits per person and the cost per person are
precisely the same, whether it is the University of Michigan, the
State University of New York, or Hillsdale College. So it can be
done.

But it is a fundamental reason why congressional action is now
called for to continue the nationwide availability of TIAA-CREF?
to higher education, so that this problem of many small pension ar-
rangements will not affect the world of higher education.

Portability is one of the other very significant things that your
committee and Professor Schulz have drawn attention to. It is a
social objective that can be met in the pension programs, and should.
There are 2,100 institutions in the TIAA-CREF system. Professors
can move from one to another, even to institutions without a TIAA-
CREF plan, back into one with it, all the while with fully vested
and portable benefits from the institutions that do have it.

In your previous hearing, you gave some attention and I gave
special attention to pensions, capital and productivity. Here, I will
put it in the record but skip much of it. However, it may be one
of the few places where I am puzzled by the report before your
committee. I think it is very puzzling to have the conclusions of two
governmental reports on private pensions come out saying that we
have an oversaving economy.

I suspect quite the contrary is so, as indicated by other studies,
including the recent Budget of the President, the Council of Eco-
nomic Advisers' Economic Report, the present prevailing high in-
terest rates and shortage of money, and so on. I believe very strongly
that we need pension savings to generate the next great capital
goods revolution in this country.

INVESTMENT: A HALF-TRILION DOLLARS

The total investment needs in the next 5 to 6 years will be about
half a trillion dollars, and unless we obtain a fair amount of that
from pension savings, we may have a substantial curtailment of
growth.

Now, shifting to the question of correcting and strengthening
those defects that are considered to be present in private pension
plans, how you do it. A good many people suggest legislative man-
dates of specific provisions for vesting, funding, portability, and
the like. An example would be, all plans must vest by 10 years of
service, or whatever * * * specific provisions. There are a couple of
troubles involved. One of them is, that we have a fair amount of
experience showing that legislative minimums sometimes turn into
maximums; certainly they do freeze into a certain pattern the pro-
vision of plans for various people. And what looks like social policy
that is very good under one set of circumstances may not be good
for all sets of circumstances.

There was a diversity of people testifying this morning in con-
nection with the needs of their people and their corporations. So, if
we can someway or another devise a system that will encourage all
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of the correct trends that are spoken of in your studies, without man-
dating specific solutions, that would be good. I was exceedingly in-
terested to hear the Hewitt proposals this morning on taxes, because
they follow so very closely some of my own thinking on this matter.
This is an effort to get an alternative approach to achieving what
we recognize as desirable social objectives.

The power of the Federal Government to tax and regulate could
be placed squarely on the line by establishing a proper climate to
promote maximum improvement in pension programs. May I have
permission to read into the record a lecture that I gave a couple of
years ago at the Huebner Foundation? It gives precise details on
the whole thing, and I believe would be completely consistent with
what Mr. Hewitt was recommending in more general terms.

We called it at that time ERITD, earned retirement income tax
deferral system. It is based on a new priority. The priority is very
simple: Pensions are for people! Perhaps this seems very obvious,
but our regulatory and tax structure in this country, our competitive
approach to talking about private pensions, the type of pensions gen-
erally used, and the attitude of many people toward pensions, are
much more company-oriented than people-oriented. And they are
frequently one-company-oriented. The important thing under these
plans is the one-company unit rather than the people, the persons,
the American public that is moving around from plant to plant,
moving around from company to company, from employment to em-
ployment.

So, I think that, while that approach served very well in the
early days-I am talking about the early days of 1945 to the present,
this last quarter of a century-in solving the problems of the people
close to retirement during that period, it no longer is the best way to
do the thing. It is time to reorient our thinking and acting more to-
ward the individual.

SHurTS IN TAX TREATMENT

The present tax treatment of pensions has been helpful in en-
couraging corporations to set up plans, but it also needs a shift in
emphasis toward the individual. It could be accomplished by such
systems as ERITD, that provides tax-exemption for employer con-
tributions to pension plans at the time those contributions become
vested in the individual. When individual's rights were set for him,
at that point the corporation would get tax exemption.

We in this countrv should also consider giving deferral of tax on
an individual's contribution during the time that he and his em-
ployer or the individual alone is saving for his own old age. Benefits
will be taxable when received.

If we now put the individual's protection uppermost and set our
tax laws to encourage this priority, I think we can make a break-
through to a higher level of pension usefulness and retirement se-
curity, and begin to fill some of the gaps that now exist. Making tax
benefits available to a corporation only when the individual is ac-
tually protected would, I believe, achieve the full funding and other
desirable objectives mentioned in the Schulz report without spe-
cifically telling you that you have to do this today and that tomorrow.

Furthermore, the effort would retain the strength of those pension
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plans that are currently fully funded and socially well oriented,
while encouraging movement toward even better funding and vest-
ing of pensions in general.

In summary on that point, I think that Congress can now, as it has
in so many other areas, set a healthy climate for pension plan de-
velopment by the reordering of priorities to and for the individual
in our society.

There is one other thing that Congress can do, and it is an urgent
need. Congress certainly has a major stake in encouraging those
pension plans which have incorporated what its own studies show
as desirable pension trends. I therefore bring to your attention one
item on which action is urgent and that has to do with the higher
education's nationwide retirement system so highly and gratifyingly
praised in your committee report. Higher education's pension system
has been providing fully-funded, immediately vested portable pen-
sions for over 50 years. It is efficient, it works for both the large and
small employer. It is equally appropriate for employees at all salary
levels.

Why the problem after 50 years? A shift in the construction of
state insurance laws threatens the essential uniformtiy of the pension
system at this point. ^n imlpairment of the nationwide system would
impair the portability of one multiemployer plan that has met this
desirable social objective so well, and it would impair the crucial
continuance of low-cost, efficient pension plans for hundreds and
hundreds of small colleges that, in the absence of CREF and TIAA,
would have to contend with the problems of small size, as brought
out in your-report.

S. 1290 and H.R. 9010 are the bills which would provide a Federal
charter but keep these plans under State insurance supervision, and
at the same time meet the objectives of your report-full funding,
immediate vesting, and portability. The proposed bill is supported
by all the educational institutions and associations, and it gives Con-
gress an appropriate opportunity to establish a positive climate for
good social policy and pension programs for the entire college world,
both public and private, and this without adding to any financial
burden of the Federal Government or State and local governments
because they do not have to contribute to it.

I hope members of the committee will support this effort for higher
education.

I am pleased to have met with you. I guess I have pressed on a little
fast and less than formally. I hope that these deliberations, and I am
very much encouraged by some of the trends that they have shown-
can strengthen Congress's ability to help set a good climate for the
whole private sector.

I have not said much about social security. I agree with everything
that has been said about its great importance and the basic necessity
of keeping it up to date, keeping it strong, and to coordinate the
private and the public plans.

(The prepared statement follows:)

PREPARED STATEMENT OF DR. WILLIAM C. GREENOUGH

Gentlemen, I am William C. Greenough, Chairman, Teachers Insurance and
Annuity Association and College Retirement Equities Fund (usually called
TIAA-CREF). I am honored by your invitation to appear at this hearing.
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The report to your committee prepared by Professor James Schulz comments
most favorably on the TIAA-CREF pension system, and I am certain that
the college world will be pleased to know that your committee thinks so highly
of its retirement plan as developed over the last half century. You have asked
me to discuss TIAA-CREF and its relevance to the larger picture, and I shall
gladly do so. This is certainly not to suggest that TIAA-CREF is the best
or the only way to provide pensions under all employment conditions. But
I do hope to confirm that strong, useful pension systems, answering all of the
frequently voiced criticisms of such systems, can exist in coordination with
Social Security and can serve the American public very well indeed.

Congressional attention is centering on what is potentially the largest com-
bined public service and private enterprise in America: providing adequate
retirement income for all our people. In recent years, there have been several
reports at the federal level on pensions. They include: Public Policy and Pri-
vate Pension Programs, a Cabinet-level study; Old-Age Income Assurance:
An Outline of Issues and Alternatives, a report to the Joint Economic Com-
mittee; and the interesting and well thought out report, Pension Aspects of
the Economics of Aging, prepared by Dr. Schulz under the sponsorship of
your committee.

These reports have two common characteristics. They pay tribute to private
pension programs, yet end up criticizing these same programs. Most of the
criticism centers around: (1) the lack of, or limits on, vesting; (2) the lack
of funding or full funding in some plans; (3) the lack of portability in many
pension plans. All three reports conclude in one way or another that pension
systems cannot do very much of the job of caring for the older segment of
our population. Let me quote examples of these critical conclusions:

The report, Old-Age Income Assurance, states: "May not pension plans in
too many instances generate expectations which cannot or will not be ful-
filled, interfere unnecessarily with the exercise of free choice in employment
and in saving, induce an excessive rate of saving, create enclaves of economic
power which are not subject to effective supervision, and hinder the produc-
tive deployment of wealth?"

The 1965 Cabinet-level report is more positive in suggesting that: "In view
of . . . social purposes, public policy should continue to provide appropriate
incentives to private plan growth, and by improving the basic soundness and
equitable character of such plans, set a firmer foundation for their future
development." But it goes on to state: "Because protection will always be far
from complete, private pension plans cannot be a substitute for public pro-
grams, but public policy can encourage developments which will provide sup-
plementary retirement benefits to a growing proportion of the Nation's workers
and will provide greater assurance that the promised benefits will be paid."

The recent report of your committee summarized as. follows: "the critics
of private pension plans argue that the benefits are currently inadequate and,
more importantly, that even if they were adequate, they would not be avail-
able to large numbers of retired persons and their families who did not
achieve eligibility while working. The defenders of private pension plans have
little to say about ultimate coverage and the income maintenance alterna-
tives of nonplan members; instead, they argue that private plans are rapidly
improving for those employees covered and that such plans provide coverage
which responds to needs which are unmet by present (and possibly future)
public pension systems."

Each report implies that pension plans either won't or can't solve their
share of the basic problems of old-age income assurance. I am well aware
of the developing clamor for increased public regulation and control over the
provisions of pension plans in order to achieve certain social objectives. I
recognize that America is an impatient nation. I am sensitive to the concerns
of this committee in achieving a decent level of income for our older people.
But I am among the many people who believe that the job of helping all our
citizens be secure in their old age is one that very well can and should be
shared between the government sector and the private sector.

In most things, governments play primarily a direct or an indirect role.
In the area of old age retirement income, they play both. Federal and state
governments have accepted huge responsibilities for the welfare of all our
people. Much of this responsibility they discharge through direct action of
OASDHI benefit programs. Another major function of government can be to
set an appropriate climate to encourage the private sector to accomplish as
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much as it possibly can in the benefit area. And then, to fill in the gaps
around OASDHI and private pension systems, governments should and do
have many programs of assistance and income maintenance, with necessarily
heavy emphasis on benefits for those not in the employment market.

I will return later to the question of how government can improve the
climate for desirable pension programs. However, let me now take a case
study to show that all of the internal objectives recommended by the Schulz
report, the McClung report, and Public Policy and Private Pension Programs,
can be met in pension plans coordinating with Social Security. I propose to
do this by taking each of the major pension criticisms in turn and showing
how the TIAA-CREF system meets them.

VESTING

There is unanimous agreement in the reports that the lack of "early enough"
vesting in present pension plans is one of their most serious defects. The
criticism is valid, but it does not represent an unsolvable problem. It must
be noted that vesting has improved rapidly in the last ten to fifteen years in
both industrial and governmental pension programs.

In the college world, of course, there has been immediate full vesting of
pension benefits ever since the establishment of TIAA in 1918. The colleges
have been able to provide, through contributory pension systems with their
staff members, an adequate level of benefits and full immediate vesting. It
is idle chatter to say that our industries, banks, and other employers (in-
cluding state, local and the Federal Government as employers) would find
it forever too costly to finance immediate full vesting of pension benefits.
This "too costly" argument is frequently heard. But what of the cost (in
terms of lost benefits) to the individual who does not achieve vesting. Surely,
a poverty-ridden old age is too costly for him. Or what of the cost of legis-
latively dictated uniform vesting provisions; or of acceding to demands that
Social Security fill this vacuum by taking over the whole job of providing
old age benefits?

The key point here is that it is both possible and feasible to solve this
problem within the private sector. It was so done starting fifty years ago in
the college world, two decades before Social Security; it is moving rapidly in
that direction elsewhere in both industrial and governmental pension pro-
grams.

FUNDING

The often-mentioned failure of Studebaker as an automobile manufacturer a
few years ago brought home to the American public the dangers of pension
plans that are not fully funded. Since then, there have been a good many
demands for guarantees of one sort or another, or reinsurance schemes for
pension programs, or efforts to get the plans fully funded. I agree absolutely
that all pensions (exclusive of federal Social Security) should be fully funded
as soon as possible.

Certain comments in your committee report raise a particular question. The
general record of funding is now a good deal better-in pension plans covering
persons in private employment than it is in pension plans covering federal,
state and local government employees. These latter programs should also be
fully funded. Therefore, if there is to be legislation dealing with required
or mandatory funding for private pensions, shouldn't it include these govern-
mental units?

!Once again, to prove that such funding is practical, the experience of
TIAA-CREF is relevant. Over 2,100 educational organizations of all kinds
and types-of support participate in the TIAA-CREF system. There are many
public colleges, universities and community colleges. There are great private
universities and small private colleges. And all of them support fully-funded
pension benefits, without outside, guarantees or government mandates. Since
it has already been done in higher education and in much of the pension
world, it certainly is possible and practical for the rest of industry and gov-
ernment.

HIGH COST OF SMALL PLANS

Dr. Schulz notes in the report that the cost of administering a plan will
reflect the size of the employee group to a large extent, but the per capita
cost for a small group will invariably be higher. This "Excessive cost of estab-
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lishing and administering a plan" is offered as a reason for less than im-
pressive representation of pension plans among small employer groups.

Interestingly, this is not true of the TIAA-CREF system. More than 1,150
of the colleges and schools with TIAA-CREF retirement plans have less than
200 participants. Eight hundred and fifteen of these have fewer than 50
participants, while 542 colleges and schools have fewer than 25 participants
in their TIAA-CREF program. This is a fundamental reason why Congres-
sional action is now called for to continue the nationwide availability of
TIAA-CREF to higher education, so that this problem of many pension ar-
rangements will not afflict the small colleges.

PORTABILITY

Here again the experience of the college world shows that a social objec-
tive can be met in pension programs. TIAA-CREF participants are free to
move among the more than 2,100 educational institutions that have TIAA
plans, all the while accumulating benefits. Even if a participant moves to a
college having no TIAA plan or leaves the educational world, he takes his
pension with him. Portability is feasible, can be financed, and is furthermore
the only socially acceptable way of providing meaningful pension benefits.

PENSIONS, CAPITAL AND PRODUCTIVITY

Pension programs currently have assets of some $150 billion. These billions
of dollars represent actual savings for retirement available for investment
in productive enterprise and thereby capable of enriching the lives of workers
as well as retired people. I commented on this in testimony before this com-
mittee last year:

The active workers in our labor force benefit through higher wages reflect-
ing their increased productivity from modern, up-to-date plants and equipment
and the power to run them. Pension plan savings provide a large and in-
creasing part of the many thousands of dollars of plant and equipment avail-
able to each worker to increase his production and to finance the house he
lives in.

The retired worker benefits directly from his share in the increasing produc-
tivity made possible by his own savings. This is especially true if invested in
equities under a pension plan permitting flow-through to the retired person.
And he and the worker both benefit without detracting from the relative
economic position of the other, that is, without transfer payments or other
drains on either side.

I suggested at that time that. pension savings represented the most im-
pressive source for generating the next great capital goods revolution in this
country. The recent report to this committee, I think, overlooked this impor-
tance. Instead, it presented figures showing the retained earnings of industry,
missing the fact that it is savers in various categories that make *possible
the actual retention of the earnings.

I also question the soundness of the conclusion, reached by the report; under
discussion and the earlier report to the Joint Economic Committee, that there
are adequate or superfluous savings in our economy relative to investment
propensities. . President Nixon's budget and economic report did not support
this conclusion, nor does the Council of Economic Advisers. And as the recent
National Planning Association report concluded:

Rising investment will require higher savings out of current income some-
where in the economy. If consumers and businesses are unable or unwilling
to save more and attempt to finance their investment needs by greater bor-
rowing, then one or two things must happen-and probably both: capital
markets will remain under pressure, with higher average interest rates than
we. have been used to in the past decade, or the. Federal Government must
become a net saver and supply funds to capital markets by running substan-
tial budget surpluses.

A SUGGESTION

The recent government reports mentioned earlier have performed a service
in isolating and emphasizing various weaknesses in many current pension
programs. But we must not become preoccupied with weaknesses. We must
not satisfy ourselves with claims that these weaknesses cannot be overcome
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in pension programs-claims that sometimes come from pension experts them-
selves. We must recognize the tremendous present and potential strength of
pension programs. The time has come to consider how government can help,
how it can best set the climate for the next development in the pension world.

A good many suggestions have been made that the Federal Government
should mandate specific provisions for pension programs. For example, it has
been suggested that all pension benefits be fully vested after ten years of
service. It has also been suggested that the financial stability of pension pro-
grams be insured by taxing the strong, solvent ones in order to support the
weaker ones.

These recommendations involve a strong governmental approach, but within
that strength is a readily apparent weakness. It is a fact of human life and
of political history that prescribed minimums all too often become, in fact,
prescribed maximums. And they apply one set of values to differing condi-
tions, thereby tending to destroy one of the strengths of pension systems-
their diversity and capacity to experiment and innovate.

Perhaps there are alternative ways of achieving these desirable social ob-
jectives. I have suggested elsewhere that the power of the Federal Government
to tax and regulate could be placed squarely on the line of establishing a
proper climate to promote maximum improvement in pension programs. These
suggestions were made two years ago in a lecture given for the Huebner
Foundation at the Wharton School of Economics, University of Pennsylvania.
(Mr. Chairman, I would appreciate having your permission to have that mate-
rial, "Pensions Are For People, The ERITD (Earned Retirement Income Tax
Deferral) Approach to Federal Regulation of Pensions," read into the record.)

ERITD is based on a new priority: PENSIONS ARE FOR PEOPLE. Per-
haps this seems obvious, but our regulatory and tax structure, our competi-
tive approach, the type of pensions generally used and the attitude of many
people toward pensions, are more company-oriented than people-oriented. And,
almost always, one-company-oriented. It is time for a change in emphasis.
Perhaps it is now time for us to reorient our thinking and acting more toward
the individual. In order to emphasize the "people" element in pensions, we
should. now work toward tax and regulatory approaches that will encourage
the right developments; and this, in turn, can do much to extend the service
of the whole pension field.

As pointed out in the various reports already mentioned, we should have
a tax system that will give primacy to those social objectives which can help
solve the problem of income for the aged. The present tax treatment of pen-
sions has been helpful so far, but it also needs a shift in emphasis to the
individual. This could be achieved by some such system as ERITD that would
provide tax exemption for employer contributions to pension plans at the
time those contributions become vested In the individual. We in this country
should also reconsider giving a deferral of tax on an individual's contribu-
tions during the time that he and his employer or the individual alone is
saving for old age. Benefits would be taxable when received.

One of the problems of broader extension of coverage of pensions and an-
nuities throughout the population has been our "employer-oriented" system.
If we now put the individual's protection uppermost and set our tax laws
to encourage this priority, we can make a break-through to a higher level of
pension usefulness and retirement security.

Additionally, making tax benefits available to a corporation only when the
individual is actually protected would, I believe, achieve the early vesting,
full funding and other desirable objectives mentioned in the Schulz report.
Furthermore, the effort would retain the strength of those pension plans 'that
are currently fully funded and socially well oriented, while encouraging con-
tinued movement toward even better funding and vesting of pension plans
in general.

Congress can, I am confident, as it has in so many other areas, set a healthy
climate' for pension programs. Essential to this climate is a reordering of prior-
ities to and for the individual in our society.

AN URGENT NEED

Congress certainly has a major stake in encouraging those pension programs
which have incorporated desirable social trends. I therefore bring to your
attention one item on which congressional action is urgent. Higher education's
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nationwide retirement system-so highly and gratifyingly praised in your com-
mittee report-has been providing fully funded, immediately vested portable
pensions for over 50 years. The TIAA-CREF retirement system covers over
300,000 employees at more than 2,100 institutions. The system is efficient and
economical for both small and large employers and is equally appropriate for
employees at all salary levels. But because of recent shifts in interpretation of
state insurance law, the essential uniformity of this pension system is threat-
ened. Impairment of nationwide uniformity could not help but hurt the stimu-
lation and essential movement of academic talent from institution to institu-
tion-both intrastate and interstate. Of similar crucial importance is the con-
tinued availability of a low-cost, efficient pension plan for hundreds and
hundreds of small colleges that, in the absence of TIAA-CREF, would have to
contend with all the problems of "small size" as brought out in your report.

S. 1290 and H. R. 9010 are essential if the objectives recommend in these
recent government reports-particularly full funding, immediate vesting, and
portability-are to be continued in the world of higher education. The pro-
posed bill is supported by all of the educational institutions and associations:
the American Council on Education, the American Association of University
Professors, the Association of American Colleges, the National Association of
Land-Grant Colleges and State Universities, the National Catholic Education
Association and the others. The proposed legislation gives Congress an oppor-
tunity to establish a positive climate for good social policy in pension pro-
grams for the entire college world, both public and private. And all this with-
out adding to the financial burdens of the Federal Government or state and
local governments. I hope this committee will support this effort for higher
education.

I am pleased to have had the opportunity to meet with you today. I -hope
that in some way I have added to your deliberations the conviction, built up
out of pertinent and relevant experience in the college world, that pension plans
can serve well and that your deliberations can be helpful in that direction.
Congress can, at this juncture, help America provide for its older people by
establishing an effective climate for the pension world. And it can strengthen
higher education by confirming the existing pension system in that sector.

Mr. ORIOL. Dr. Greenough, I will certainly bring the legislation
you mentioned to the attention of the members of the committee,
and see what followup action will be possible.

I have one question. I am very much interested in your statement:
Congressional attention is centering on what is potentially the largest com-

bined public service, and private enterprise in America: providing adequate re-
tirement income for all our people.

I would just like a little more discussion of that point. You say
"potentially". Are you talking in terms of dollars, in terms of people
served? Could you amplify that comment a little more?

Dr. GREENOUiGH. Maybe it already is. Maybe the word "potentially"
is not necessary. When we set out in the public and the private
sector to provide some way to finance a third of a person's life or a
fourth of a person's life during retirement, this is a big job. The
normal professional career may extend over as much as 40 years.
The person retires at age 65, the man has 16 years still to live. He is
married and his wife is a couple of years younger than he is. The
two of them together have over 20 years during which they need in-
come from public and private sources. Twenty years is equal to the
first part of life when you are growing up as a child. Then you have
40 years in between, and then you have 20 years of retirement.

Financing that 20 years is what I am talking about as a huge job
that society has taken unto itself and it can carry off, but it requires
an extraordinarily good social security system supplemented by an
extra good private pension.
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Is that responsive?
Mr. ORIOL. Yes.
Do we have questions?
Mr. MILLER. Yes, I have a couple of questions.
Dr. Greenough, you just made the statement that we can carry off

this retirement for one-third of the life of a person. I am perhaps
echoing the question asked by Senator Hartke yesterday, but do you
think this really is possible as a practical matter?

I am not talking about a theoretical matter. Apparently there is
considerable resistance on the part of the working population mani-
fested in a variety of ways, some subtle and some direct, to expansion
of social security amounts, minimum payments and maximum pay-
ments, and so forth. Do you honestly think that we can provide re-
tirement income for all for a third of their lifetime?

Dr. GREENOUGH. You picked up my error. So we will change it. I
should have said a fourth of the total life. A third of the working
and retired lifetime.

Mr. MILLER. Even a fourth then.
Dr. GREENOUJGH. One, I am certain that it can be done. I am quite

certain, I agree with a good many people, that this country can do
whatever it reallv sets out to do.

Two, it has to be done. We are now letting many of our older
people, I guess the word is "starve". A fair number of our older
people are not living as well as they should at the present time. But
we can finance adequate old-age income and at the same time do the
job for the working population and for the kids whose aspirations
to go on through college are so great now.

I would say that part of the way to do that is to have a very
strong private pension system. Why a strong private system? Why
not do it all through the Government? Because it is a handy thing
for the Government to set a climate in which the private sector can
do as much as it possibly can because the demands on Government
are endless and we should husband our Government resources as
much as we can.

By having the private sector do everything that it can in the field
of old age, it means that you should have fully-funded plans in the
private sector. The funds that go into those, representing an indi-
vidual's savings, corporate savings for the individual's old age, are
invested and the investment is in productive capacity: machinery in
our plants, houses for our people, Government buildings, all the
rest of it. These actual investments help to produce the goods that
then will support those people in their old age. There is a direct
relationship between the savings and the productivity and the prod-
uct sent to the people in their old age.

Mr. MILLER. Do I understand you correctly to say that it can be
done, but really only if there is a substantial expansion in the use
of the private sector in this area?

.Dr. GREENOUGGH. Yes.
Mr. MILLER. I have one other question on another point, if I may.
On page-
Mr. GREENOUGH. I was trying to figure out where you were going

next and how I could be responsive.
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Mr. MILLER. On page 13 you make reference to S. 1290 and H.R.
9010. As I understand it, this is legislation to provide a Federal
charter; is that correct?

Dr. GREENOUTGH. Yes.
Mr. MILLER. For your plan. And you cite pretty well the benefits

that would accrue to the individuals involved in the plans. Is there
any way in which legislation could be developed so that such bene-
fits could be extended to other groups, other potential retirees?

Dr. GREENOUGH. The particular request in S. 1290 and H.R. 9010
is simply for precisely the same treatment that is available to about
90 or 95 percent of the pension plans at the present time. The pe-
culiarity is, that this college program is a very old one. When the
colleges set up their plan they wanted public regulations and public
supervision of pensions. Even today you see that public supervision
has not gone very far, but the colleges wanted it 50 years ago. The
only supervisory agency there was was State insurance regulations.
So they put their plan under State insurance regulations.

A half century later, two court cases went for this purpose'the
wrong way, for other purposes the right way. Throwing this 50-
year-old pension system into the possible supervision of 50 different
State insurance codes, State insurance regulatory authorities which
were set up for agency life insurance companies, not nationwide
portable pension systems, would be to return the colleges right back
to where they were before their pension system began meeting their
needs.

The tax protection for the system simply puts it in the same cate-
gory as State and local retirement systems, Federal civil service, of
course social security, bank trustee plans, the union negotiated plans,
and everything else. The only plans that are taxed are life insurance
company plans, and really only about 15 to 20 percent of those plans
are.

So this legislation provides what can be done in the private sector
through various alternatives now anyway. No similar legislation is
needed for those plans.

Mr. MILLER. Would you favor similar legislation to take care of
the life insurance plans that are, as I understand you, subject to
taxation now?

Mr. GREENOUGH. I think it would be wise to let that be their deci-
sion. I do not think those plans should be taxed. When they are re-
tirement plans, they definitely should not be.

Whether the Federal Government should say that they are not, I
will leave to the State government and to them. Clearly, a nonprofit
plan should not be taxed.

Miss MCCAMMAN. In describing your proposal for ERITD, you
mentioned it was similar to the proposal made this morning by Mr.
Hewitt. You proposed that employee contributions not be deductible
until they vest in the individual worker. I wondered whether you
could tell us, is this something that you have explored with Mr.
Hewitt, so that' you know whether he feels the same way? And one
of the major reasons I ask is, that if there were to be a specific legis-
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lative proposal in this area that question of the possible difference
might have to be resolved.

Dr. GREENOUGH. I do not know his attitude on that. The similarity
in thinking that I was mentioning was the importance of evening
out the tax incentive to individuals to save, whether employed by
General Motors or by themselves, or they are working on a farm or
whatever, to try to fill in the gaps that Mr. Schulz, in his report,
shows.

I go on and suggest, although there will be a good deal of differ-
ence of opinion on this, that you also encourage achieving other
social objectives, not only spreading out participation, but vesting.
Why give the corporation a favorable tax treatment until the con-
tributions reallv are dedicated to an individual? That, after all, is
the social objective of the private pension plans.

Mr. Hewitt and probably others may not go that far. I certainly
would welcome this approach of emphasizing that pensions are for
people, and trying to set the thing up so that they do start spreading
pension coverage more broadly. I would not let it fall on that one
point of vesting.

Miss McCAMMAN. Perhaps we can address a question to Mr.
Hewitt along this line.

Mr. HEwirr. As Dr. Greenough has said, perhaps one of our ob-
jectives is to try to put some kind of greater equity into the system,
as well as to try to expand the coverage of the private system. I am
not much of a handyman, but if I found one leg of this chair a little
shorter than the other, I could start cutting off the other legs and
pretty soon I would have the chair on the ground. It seems to me
when you try to correct an inequity you have to cut something down
or build something up.

My own feeling is, that you try to build up the part that's short;
you don't try to knock the good part down. The concern I would have
with Dr. Greenough's suggestion for eliminating the tax deductibility
or tax treatment of the private pension plan is, that you would
probably knock down what we already have been very successful in
building up. We would not agree with the statement-with the way
I heard him say it just now-that the deductibility of employer con-
tributions would only be available when and to the extent that the
full benefit of employer money is vested.

We have no question of the vesting of employee money. Employee
contributions are always vested. If we were to say that a way of en-
couraging greater vesting would be to add the provision that the
deductibility of employee contributions would require that employer
contributions be fully vested, then I think maybe it would be a point
that I am not willing to commit myself on now.

I think we would have to realize in his own industry, in the teach-
ing profession, that a great deal of it is supported by employee
money. There is, of course, no question of tax deductibility because
they are not tax-paying institutions. But a. good deal of the teacher
pension is supported by a heavy amount of employee contributions.
I would certainly feel that there would be good justification in per-
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mitting the tax deductibility of those employee contributions to teach-
er plans which is possible now, but it is a very cumbersome process
of qualifying a tax-sheltered annuity, even for contributions to
TIAA. This is possible at the present time. It is not easy. In our
proposal for a universal tax incentive we would contemplate that the
tax deductibility of employee contributions would appropriately ex-
tend to the public employee plans, including teachers' plans as well
as to individual action or the equivalent contribution of an employer
in behalf of an individual.

Dr. (IREENOUGH. I think it may bring us completely together.
There are two matters of a time dimension that I might mention, too.
One, it is never wise in pension matters suddenly to shift from one
system to another for a period of time. The present tax treatment of
qualified plans should go along a parallel with and concurrently
to the kind of thing Mr. Hewitt and I were talking about. It would
have to go, I don't know how long, parallel else you might have plans
that would drop and that would serve nobody well.

The second time dimension is quite persuasive. It has a good many
technical aspects, but it has to do with past service benefits. Mr.
Hewitt mentioned it this morning. You choose your priorities. -Well,
the priority you choose is the person who is already retired or close
to retirement at the time a plan is set up, and has no benefits. You
jolly well try to provide him with some benefits. In the college world,
that was done by a free grant of Andrew Carnegie in 1906 that took
care of past service benefits. When that money started to run out, the
colleges began to put in new plans based on the past service benefits
being funded through foundation grants, but not building up a de-
ferred liability.

So they could always put a priority both on the person retiring
and on the young person. They did not have to choose and did not
choose between the differing interests of those two people. They
recognized their interests are quite similar. The young guy is going
to be old sometime. So the full vesting in portability was brought in
through taking care of past service benefits. This always should be
done, uand it can be done. It can be done in the nonprofit world, it
can be done in the regular commercial world.

So those two time dimensions are very important. Private pen-
sions really only go back to World War II. Therefore, some of them
still have a past service problem. But they are working out of it
now, and I believe all of us will be getting together on full and im-
mediatevesting and agreeing on it. I must take the words "all of us"-
a fair number of us are moving in that direction already, and we are
making real progress.

Mr. ORIOL. Dr. Schulz, do you have a question?
Dr. SCHULZ. Your last comments were very interesting because I

was going to ask you what is unique about the TIAA-6REF and
the college pension industry that permits it or has caused it to de-
velop in such a comprehensive manner. Perhaps you do not wish to
add to what you have said. I would like to ask the question anyhow,
because to some of us it seems strange that you have a system like
TIAA-CREF which has solved these problems, as you have just
said, and yet there are so many other plans that have not been able
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to solve these problems and are moving ahead in greater or less de-
gree, depending on your interpretation of the data.

Dr. GREENOUIGH. These principles are not universally accepted, as
the nod of the head there informs me. Not everybody does believe in
fully portable pensions and fully transferable pensions. There are
employers who want to use pensions to tie employees to them. They
are not interested in the person who leaves. The entire attitude of the
college world is different from that. The idea of the college world is
that they are dealing with people of the mind, that intellectual ability
is very well developed in different climates and under different chal-
lenges. The college world believes that the John Gardner who moves
from college teaching in a small woman's college to the Carnegie
Foundation, to the head position in HEW, to trying to solve our
urban problems, is a desirable thing. They believe if it is good for
John Gardner, it is good for the whole society. This is based on the
portability of human effort and knowledge.

So it is a different approach. Another part of it is the idea that a
man is worthy of his hire each year as he works. The obligation of
an employer or anybody who pays a person should be fully dis-
charged within that time and, whether that person is able to continue
to be emDloved-the Studebaker person was not-or whether he
wants to move on to another job, or whether he does stay, those
things should not influence what the employer has already paid.

This concept of pensions considers them as part of compensation
currently earned, deferred in form, but nonetheless discharged fully.
Not all employers accept that approach to it.

Dr. SCHULZ. The other question I have is in regard to a comment
made by Mr. Frank Griffin in his prepared statement* which has not
yet been presented. Since it directly considers TIAA-CREF, I think
it would be wise or right to get your reaction before you leave.

On page 12 of his statement Mr. Griffin says that in my report I
labor under a misconception with regard to plans like TIAA-CREF.
He says, "His," referring to me, praise of the TIAA plan with
which he is personally familiar is quite understandable, though it
also concedes unfamiliarity with the history of money-purchase plans
which fell into rather general disfavor in the early 1930's due to
glaring deficiencies in their basic benefit structure."

I must confess that I am not sure what he is referring to, but I
thought it might be helpful to get your reaction to that statement.

Dr. GREENOUGH. If there is a weakness in understanding the his-
tory of pensions, perhaps it is a shared one. We have already men-
tioned the history of college pensions where the colleges did the past-
service job concurrently with the present-service, partly through the
Carnegie grants, partly through their own efforts.

The money-purchase, so-called, plans-defined contributions would
be a better title-in industry in the early 1940's and early 1950's did
have some serious defects. Thev were not structured to take care of
the persons who had already grown old in service. Instead of pro-
viding benefits directly for them, they left them with inadequate
benefits which could have been solved through additional past-service
benefit at that time.

*See p. 1648 for prepared statement of Mr. Frank Griffin.
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The defects were in the way the money-purchase or defined-
contribution plan was applied in industry, not a defect in the plan
itself. Now, we could go into a good deal of discussion of what the
defined-benefit plan really does for individuals and what it does not
do for the person who changes jobs even under the assumption that
the benefits are vested, because they do much more for the older
person than for the younger person.

If you have a system,- as you do in the college world, where each
person is getting his full salary and full share put in on his pension
each year of his life, whether he is 30 or 60, then the problem men-
tioned in money-purchase plans does not develop and it is not ac-
curate to say that it does. So, I would say the great advantage of the
private sector is that you can have defined-contribution plans in one
area, if you want them for the colleges, defined-benefit plans in an-
other area, whether that be auto workers or meatpackers or General
Motors, if you want them.

That diversity is very good. I am not criticizing the defined-
benefit plans, nor should the plans that do, as you point out, solve
the problems of full funding, portability and vesting, be criticized.

Mr. ORIOL. Dr. Greenough, thank you very much. You gave us an
excellent presentation back last March when we began, and you have
helped us again today. Thank you very much.

Dr. GREENOUTGH. Thank you.
Mr. ORIOL. Our final witness was to have been Frank L. Griffin,

chairman of the Wyatt Company in Chicago. Mr. Paul Jackson will
be heard from instead.

STATEMENT OF PAUL JACKSON, ACTUARY, THE WYATT CO.,
WASHINGTON, D.C.

Mr. JACKSON. The formal statement which Mr. Griffin prepared I
believe has already been sent on to your office.* Mr. Griffin very much
regrets his inability to be here today and appreciates the invitation.

In a way I regret it too, because Mr. Griffin is a very fine spokes-
man for the basic ideas I believe in. He is a fine actuary, president
of the Conference of Actuaries, member of its board of governors
and that of the Society of Actuaries, and coauthor of the Pension
Research Council's Status of Funding under Private Pension Plans.

I am a consulting actuary in the Washington office of The Wyatt
Company, a fellow of the Society of Actuaries, a fellow of the Ca-
nadian Institute of Actuaries, Associate of the British Institute of
Actuaries, and a member of several other actuarial organizations. I
have been employed in the employee-benefit field for some 20 years.

At the present time, I am consulting primarily on pensions and on
plans of, among others, two of the Nation's largest industrial orgauj-
zations, one of the largest railroads, a large multiemployer plan and
perhaps the largest union-financed plan in the country.

There are no doubt a number of areas where Mr. Griffin and I
might differ. Of course, I am prepared to answer any questions re-
garding his statement or the study that he prepared, but first, I
would like to emphasize a few points in his formal statement that I
feel are particularly important and perhaps add a few comments
of my own.

*See p. 1648 for prepared statement of Mr. Frank Griffin.
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In his statement on page 7 he lists in tabular form the results of a
survey of a number of pension experts as to what the trend in benefits
is likely to be., going forward to 1980. The majority of these cor-
respondents-these are majority consensus items-felt that pensions
for workers will approximately double in amount with the trend to-
ward formulas based on final average pay. There will be improved
disability-pension provisions, more liberal early retirement benefits
with improved benefits, survivor benefits in many plans for deaths
occurring before and after retirement, pensions reflecting the cost of
living, vesting after 10 years of service, and further decline in popu-
larity of employee contributions unless their tax status is changed.

In connection with that survey, I would like to bring to your at-
tention an article that appeared in the January-February 1970 issue
of the Harvard Business Review entitled "Employee Benefits 1970-
1985", written by P. J. Gordon and R. E. LaBue. It presents a fore-
cast of future benefits assembled by a panel of roughly 100 authori-
ties. In the pension area their estimate of what the future holds in
store coincides pretty well with that of Mr. Griffin's more limited
sample.

THREE MAJOR PROBABILITIES

Specifically, they list three major items that are likely to occur
over the next 15 years: Higher prospective pension incomes for fu-
ture retirees, permitting them to enjoy a higher standard of living
relative to the final pay than do current pensions, periodic increases
to pensioners income during retirement to reflect cost-of-living in-
creases, and pension portability.

Further, as to possible new benefits.they cite optional retirement
at age 55 with full benefits to all employees. It is interesting to note
that the trend in early retirement benefits under private-pension plans
is one that social security has not been following nor is there any
indication that it might in the future.

In this particular forecast they give a breakdown of 43 of the
experts as to their speciality, where that speciality was given, and I
found it interesting that Government welfare supplied two of these
43 experts, economics supplied four, labor three, education three,
employee-relations eight, domestic business six, corporate structure
three, a rather widespread set of respondents.

It. just stands to my mind in rather sharp contrast to the list of
experts that were summoned to write on private-pension matters in
connection with Mr. Schulz' paper.

Mr. ORIOL. Is this a reference to the comments on page 2, Mr.
Jackson?

Mr. JACKSON. Indirectly. Mr. Griffin noted that as well in his re-
marks.

Mr. ORIOL. I had a comment on that because I caught it when- I
read it. I think perhaps a little more elaboration is needed here. It is
just referred to as one private research statistician and five Govern-
ment statisticians in addition to the retirement editor. Of course one
of the persons who participated we heard from this morning, Miss
Charlet, who certainly has a broad experience in the field.

I believe that the persons also represented on the panel have ca-
pacities and qualifications, even though a Govermnent statistician
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has to be an expert, I think that their qualifications go beyond that.
I just wanted to make that comment.

Mr. JACKSON. I have no real criticism of the selection of the indi-
viduals. I believe basically you get people to work on a thing like
this when they are convenient and they are available and I can say
that the individuals chosen are expert. I have no hesitancy on that.

I would like to point out, however, that there is a bias here toward
what might be considered the macrocosmic view of pensions, viewing
the overall picture from the outside as opposed to actual work with
pensions on a day-to-day basis from what might be termed the inside.
I am not saying one point of view is better than another, but that
only one point of view was adequately represented in the paper.

Mr. ORIOL. Did you find that was true, Dr. Schulz?
Dr. SCHULZ. Not entirely, but I am in sympathy with the comment.

Economists pride themselves, in part, of being generalists and work-
ing from the outside rather than from the inside.

Mr. JACKSON. Right.
Mr. ORIOL. May we have a copy of that article* for the hearing

record?
Mr. JACKSON. Yes, I have a copy.
Mr. ORIOL. Fine.
Mr. JACKSON. When I read this working paper and considered this

overall broad point of view, then adding up 35,000 plans and finding
that they cover 22,700,000 participants and the like, I took the dozen
or so programs that I worked on and added them up to see what
added insight I was able to get in private pensions and I found
these programs cover 1.3 million workers with 167,000 retired people
now collecting benefits and some five and a quarter billion dollars
in funds.

Having done this, I found in the first place that it did not really
give me very much insight into what I was actually doing, or into
the value of these pension plans, what the plans themselves are doing
for the people who are collecting the benefits.

Second, there is a tendency in this approach to average out indi-
viduality. For example, the two largest programs that I work on
are a union-negotiated pension plan supported by one of the Nation's
strongest corporations on an employer-pay-all basis and a union-
member plan where the only source of funds comes from union-
member dues.

After adding these two programs into a single total it seems to me
that I have an apple and an orange added together and the end re-
sult is a bit meaningless in some respects.

My own personal view is that private pensions do not have as a
valid objective 100-percent coverage. If they should ever achieve a
100-percent coverage I believe that would probably be indicative, by
my way of thinking at least, that our social security program had
fallen behind the point where it ought to be.

To me the ideal is to have the social security program reach the
point where the first group of citizens agree that nothing further is
necessary for them. Other groups then will agree that small addi-
tions are necessary on up to still other groups that want to lay a
great deal more away for retirement.

* Retained In committee fles.
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No PROGRAMS "IN A VACUUM

I think there is a danger in holding a hearing on private-pension
plans that relates to modern benefit design. The total approach to em-
ployee benefits is more and more frequently being taken. An employ-
er does not look upon a pension plan as a program in a vacuum, but
rather considers it in connection with other programs such as work-
man's compensation, social security, group life insurance, disability
income insurance, sick leave practices, vacation programs and the
like and tries to fit all of these into one meaningful whole. Concen-
trating on just the pension aspect tends to overlook some of these
other areas that have a valid hearing on the design of these pro-
grams.

The overall feeling that I got from reading the committee back-
ground paper was that we have essentially another paper exploring
the hole in the doughnut. It is not quite as far out or objectionable
from my standpoint as that of Nelson McClung, but it exhibits a
great deal of negativism. It is viewing what is wrong with private
pensions and I submit that you could consider what is wrong with x,
letting x be almost anything you want to choose, and after a period
of 2 or 3 weeks of looking at the flaws in what you have decided to
look at, you would conclude that it isn't very good. I think some
balance is needed.

I was delighted in reading Senator Williams' opening remarks to
find that there is in fact balance in his statement and that there is
some recognition that these, private plans are doing a good job.

ILLUSTRATIONS OF "NEGATivE APPROACH"

One illustration of this negative approach. I think there is no real
understanding of the true value .of a pension plan as a useful mech-
anism in the Nation's economy. A pension plan has two disadvantages
when it is compared to private-individual bank accounts. One is that
there are service requirements for vesting and the second is that
there is forfeiture at death.

This leads to suggestions that vesting should be immediate and
full and that greater survivor benefits should be added to private-
pension plans.

At the same time this objection is raised, there is no recognition
whatever of the offsetting advantages; that is, that adequate benefits
can be provided to current retirements as well as to those who live too
long. And the objections overlook the fact that the groups choosing
the pension approach could have selected a profit-sharing or thrift
plan with full immediate vesting if indeed such a plan had better
served their purpose. The fact that most of them have not selected
such plans I think is quite pertinent.

Also as to general area of vesting, it seems to me that most of the
comments I have heard today overlook the acquisition and training
costs that are involved in bringing new employees in and I am not
sure that I understand the rationale that employers should not only
meet such costs for what might be termed nonpreventable transients
but also should accept a liability for them as well in pension units
not falling due for some 30 or 40 years into the future.



1642

A second illustration of the negative approach lies in the compari-
son of private-pension plans to social security and the conclusion
that social security is portable and private pensions are not and
this is bad.

In the final analysis, our national program of social security pro-
vides benefits geared to political and economic considerations that
simply may not be applicable to a private-pension plan established
by the individual employer. Social security provides full unrestricted
benefits only after age 72. Benefits are available after 65 only to then
extent that an earnings test can be met. Social security provides extra'
benefits for the wife or minor child of a living pensioner simultane-
ously with his collection of a full benefit, and benefits for surviving
parents also. None of these are commonly found under private-
pension plans.

Disability benefits are more restrictive and social security benefits
generally discriminate in favor of married participants as opposed
to single, against female participants, and in favor of those spend-
ing only a small part of their working careers in covered employ-
ment.

There can be no question but what many of these unusual benefits
and the quirks in the system's operation would make little sense under
a private-pension plan however justifiable in the national social in-
surance scheme.

To some extent, however, the integration rules imposed by the
Internal Revenue Service tend to favor benefit patterns that are
similar to those of social security. This is particularly important in
the case of early retirement. Thus, they impose a set of considera-
tions on the design of private-pension benefits that may or may not
be compatible with the private interests that are involved there.

A third illustration of this negative point of view would be the
Studebaker situation. There is only one spokesman that I have heard
of in the last 10 years and that is Bob Royes of A.T. & T., who has
commented not on what the Studebaker pension plan did not do,
but rather on what the Studebaker pension plan did.

There is surely some Studebaker worker who retired in 1952 or
1953 or 1954 or 1955 who received a pension based on 30 years' credit,
that pension having been paid in full to date and probably will be
paid in full in the future.

On the subject of funding which was raised this morning by one
of the labor representatives, I think all of us can agree that the
sound funding of pensions is a good thing. Again, as with the case
of vesting where I would personally agree it is a good benefit, the
question is should it be mandated. It seems to me that pension-plan
termination is a symptom not a disease. The disease is business
failure. The end results are not only loss of pension rights, but loss
of jobs, loss of earned income, the need to move from one community
to another.

I do not personally view plant termination as posing as great a
problem for private-pension plans as inflation which in the long run
has perhaps robbed more people of more pension rights.

In the area of vesting and turnover, we conducted a study recently
for a major client with high turnover rates and found that of all of
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the people now working for them only 18 percent would leave em-
ployment prior to meeting vesting requirements under that plan, the
vesting requirement being 10 years of service at this point. Of the 18
percent, 14 are those who will leave with less than 3 years of service.
These figures are a lot lower than Professor Bernstein would have
us believe.

The plan that I work with that has the weakest vesting require-
ment is the union-member plan that is supported entirely by member
contributions. In that case, a conscious decision was made that, rather
than provide benefits to terminating members, even a return of their
own contributions, it would be better to provide a death benefit of
$1,000 and an additional accidental death benefit of a further $1,000
in order to carry out the fraternal interests of the program.

In looking at the effect of pension regulations a parallel can per-
haps be drawn in Canada where I can think of two illustrations that
sort of lead me to the view that greater regulation will not improve
matters. On the one hand, we have an employer with a pension pro-
gram covering a small group in Canada and we have been forced to
conclude, because of a recent ruling of the Department of National
Revenue-Taxation, that this employer is better off operating an un-
qualified pension program for the handful of people in Canada than
he is continuing to operate under their restrictive regulations.

In a second situation, a U.S. employer with separate United States
and Canadian pension plans decided to adopt a fairly generous dis-
ability pension in the United States. In Canada the Department of
National Revenue regulation indicated that the particular type of
disability pension did not meet their qualifications, since it exceeded
the accrued pension, and so it would have to be modified. Now, the
end result here is that the Canadian employees of this organization
have no disability provision whatever. It was simply not put in.

One miscellaneous question that I believe should be raised in con-
nection with the various studies that are done on the needs of the
aging, and the various comments about the gradual decline in pur-
chasing power of a flat dollar pension, is whether there is not in fact
some decline in the need for income with advancing age. Is it not
true that people retiring, let us say, in their fifties or up to age 65 do
not in fact have a great proclivity and ability to spend money for the
first 5 years following their retirement than they do 20 years later
when they may be bedridden?

So that the gradual
Miss MCCAMMAN. There is nothing more expensive than being

bedridden.
Mr. JACKSON. This may be true. I think with the introduction of

Medicare we may have an offsetting factor here. And yet a good
many of my friends and associates that have retired have done a
good deal of traveling in the first few years. Those who were retired
years ago have slowed down somewhat-Bill Williamson is a good
example, a fine actuary, Bill is now approaching 80, and he is not
getting around to quite the extent that he did. I just pose it as a.
qutestion because the Bureau of Labor Statistics has never broken
this need for income down by age.

Mr. ORIOL. Mr. Jackson, we will make available to you a transcript
of the hearing conducted in Ann Arbor last summer on consumer
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aspects of the economics of aging at which this question was posed
and in which BLS representatives participated.

The upshot is that there is no reason to accept your premise as
right or the premise that expenses markedly increase. There is no
study which is what we both agree on. However, I think medical
expenses, rising property taxes, inflation, do add quite a bit to erode
fixed incomes quite markedly.

Mr. JACKSON. This may be true, but one possible trend in private-
benefit design which I believe the Harvard Business Review article
mentions is the possible introduction of decreasing pensions, pensions
that are designed to start higher in the first year following retire-
ment.

Mr. ORIOL. What do they say are the elements of reduction? What
causes them to think the need for income declines?

Mr. JACKSON. Presumably what they have in mind is the matter of
plan design, if there is a sharp reduction in an individual's income
from one day to the next as a result of retirement the individual
hesitates making the move.

In early retirement due to ill health in particular, an individual
may not be able to get his advance financial commitments out of the
way fast enough to be able to adjust to a lower dollar income. Thus,
if there is a gradual decline it may ease the transition.

Mr. ORIOL. One decline we have become familiar with is the de-
cline implied when a person has to choose between prescription drugs
and food. We have encountered that awful choice at any number of
hearings. And I don't know what else could be reduced when you
reach that minimum. True?

Mr. MILLER. Is examination of this question of declining retirement
incomes directed at people with rather substantial incomes at retire-
ment? Because that is a major factor. If you are talking about sub-
stantial income or near subsistence income, the pattern of inflation
almost inevitably is going to work so that they are going to need more
income, not less.

Isn't that so?
Mr. JACKSON. That is possibly true. I am talking about private-

pension benefits that are presumably above the bare subsistence level.
Miss MCCAMMAN. So they do leave room for foreign travel in the

early stages whereas the person might not have the capacity to travel
later.

Mr. JACKSON. This is true. This is one of the alleviating factors
that prevent private-pension benefits, even when a flat dollar amount,
from gradually becoming inadequate. They may not in fact have be-
come inadequate. They may start at one level of adequacy and gradu-
ally taper off, by reason of the increase in cost of living, to a sub-
sistence level 20 years later. That may be all the individual needs at
that point in time. The point is that there is not 100-percent agree-
ment even on the need for cost-of-living adjustments in pensions.

Another illustration of this approach is the steelworkers pattern
plan which has a lump-sum payment upon retirement and that lump
sum is intended to tide the fellow over a few months.

Mr. ORIOL. To reduce the shock.
Mr. JACKSON. To reduce the shock. You want an employee to take

advantage of the pension plan and retire when he really ought to re-
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tire. And yet if he is going to take such a sharp drop in income that
he can't afford to, then you have resistance.

You have a point at which the individual doesn't want to make
the decision.

Mr. MILLER. Now you have hit on a very important point, when
one ought to retire. In whose opinion?

Mr. JACKSON. I would say in the opinion of the individual, him-
self, which is pretty generally a good one.

Mr. MILLER. Isn't this other thing you are speaking of a dangling
of a carrot before the retiree when he has some reluctance about retir-
ing, so as to make him jump because of certain immediate advantages?

Mr. JACKSON. The carrot has been. dangled in a number of pension
plans, the autoworkers pattern plan being one perfect example.
Viewing in their own particular industry a potential problem of
automation and loss of employment opportunity the autoworkers
negotiated for what they call supplemental allowances which for the
30-year worker at, say, age 60 would. provide a total income from
their plan of $400 a month up to 65 at which point he would drop to
his full regular pension and collect social security.

That was Vut into their program as a carrot so that, when there
was a uutbac 11n produa'bionl, the older worker wouLU r-eure and the
younger worker would not be laid off.

Mr. MILLER. This relates to a comment made by a previous witness
that many of these pension plans are designed for the benefit of the
country. You are citing an instance where an element in the pension
approach is designed for the benefit of the younger workers and the
union.

It is true, is it not, that this is frequently the case?
Mr. JACKSON. I would say most definitely. And in those cases where

there are no unions I would say that employers are highly cognizant
of their competitors' pension plans and just how attractive a package
they have and so they are encouraged by the example of others to
provide benefits which they might not have thought of, themselves.

By and large, these union-negotiated plans have followed a pat-
tern of development that has best served the interest of the union
membership, at least as well as the union leadership can read it and
as well as management can read it.

Management does not just take the union demands and accept
them. If they are going to pay for the program they want to make
sure it fits in with corporate philosophy as well.

EXAMPLE FROM Auro INDbus

One illustration in the auto industry would be the individual in
his 60's who has a job and he is not totally and permanently dis-
abled so as to meet the social security definition which almost re-
quires that he be put in a basket and carted off somewhere, but he is
semisenile and he is beginning to reach the point where he may get
his finger cut off in a drill press or step in a hole on the way through
the shop or have some other accident so that the company would
prefer to have that man retire.

The individual, himself, given a reasonable pension, will accept it;
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There was a study at the University of Michigan, published this
last summer, on the subject of early retirement that developed the
fact that below some minimal level of income the early retirement
choice is not made. You have to reach some minimum level of the
order of $300 or $400 a month in income, social security plus private
pension, before you have what might be considered as a fairly free
unfettered choice on the part of the individual worker as to whether
he will retire or not.

Below that point, the choice simply is not made.
Mr. MILLER. Is it not true, Dr. Schulz, that the early retirement

has been most common among those with the lowest incomes?
Mr. ORIOL. Let us distinguish between voluntary and involuntary.
Dr. SCmmuz. In general it is true; it is documented that the phe-

nomenon of early retirement is commonly observed among lower
income people. Those who have retired early are typically those
with the lowest economic status. A 1966 social security study found
that men claiming reduced social security benefits are much more
likely than men who defer their claim until 65 to have low lifetime
earnings and sporadic work or unemployment in the years preceding
entitlement.

Mr. JACKSON. I would like to comment very briefly on Mr. Green-
ough's suggestion of an employer deduction only when the benefit
vests. I think there are two problems here.

The first problem is that many private-pension plans do not have
a cost that is allocated specifically to an individual employee and
placed in a bank account for him and forfeited at the time that the
man leaves.

So that there is a real problem under many of our largest plans
of determining just who the employer contribution is made for. For
example, if you have a plan that has been developed over a number
of years and there should be a change in the actuarial interest as-
sumptions, from 4 percent to 5 percent, cutting back the cost, does
that represent an employer payment on somebody's behalf ? It means
that past contributions made by the employer will stretch further
than they did at the time when they were first applied.

It seems to me that this suggestion envisions a world in which we
have individual annuity purchases made from an insurance com-
pany or an organization such as Mr. Greenough's, in which case
this would be practical because the records would be there. Un-
fortunately, under most private-pension plans things aren't that
simple.

So, my first criticism of his suggestion is that it is not practical.
In many cases we do not even know how many people are covered
by a plan. We do not even have the employment statistics, pay, date
of birth and so on for all the people who are covered. These are de-
veloped only when the people reach retirement and apply for pen-
sion.

Now for my second objection. Pensions, private pensions, are
long-term commitments. Employers can in theory cancel a private-
pension program once embarked upon. The fact of the matter is
that they have not done so very often unless they get in very dire
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straits, primarily because they don't want to back down on a
promise made to an employee about something as important to him
as retirement income.

Now, it seems to me quite obvious that this sort of long-term com-
mitment is taken very seriously by private employers and they don't
like embarking on pension programs of this type or of expanding
programs already in existence if they are not sure of where things
are going. A pension commitment is not one that is made for the
next few years and changed as would be the case, say, with a group
insurance program. It is a 20-, 30-, 50-year undertaking.

When you have a climate in which there are continual changes,
even of a modest nature, in the tax rules that affect these plans you
merely focus the employer's attention on the fact that we live in a
changing world and raise the question of why he should adopt an
expensive pension plan and commit himself to it permanently when
the effect of that commitment can change overnight.

"THREAT" OF NEW REGULATION

Threats of new regulation, or greater regulation, on the part of
Government also discourages emplovers from adonting thPse pro-
grams, and there are even bills that have been entertained in Con-
gress which would in effect result in confiscation of some of the
funds already put into private-pension plans if the plans don't per-
form in one or another desired fashion.

I personally feel that private pensions do a great deal of good,
because I deal with the individual calculations, and certify to the.
benefits of individuals who are retiring. I have met some of these
people and I can see at the working end of pension plans just what
it is that they are doing. I think they do a great job basically. I
would hate to see them, discouraged.

I think the biggest thing that Government could do in this re-
gard, admitting the fact that change is necessary in the long run, is
at least to leave the American public with the. feeling that there is
some element of stability here, there is something you can count on.

One illustration of this point is the integration rules which first
came out in 1942 or early 1943 and there was a great outcry at the
time that the rules of the game had been changed, but at least the
rules that went in in 1943 lasted until 1968 at which point there
was a ratchet-like change downward. Now, that one change dis-
couraged a lot of people from improving their pension plans. They
turned to other approaches, group insurance which at the moment is
not federally regulated, pay-as-you-go arrangements, unqualified
arrangements, and the like.

And so I think the Federal Government does have something that
it could do to assure reasonable growth in private-pension plans-
namely, to think through very carefully any changes that are going
to be made, to give people advance warning of the changes; to let
the public. comment on the need for and forms of such changes and
then to make a minimum of major policy shifts.

This is my chief objection to Mr. Greenough's suggestion, the
changing of the tax rules from A to B. Maybe B is better 'than A,
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I am not an expert on taxes. It is a change, and the employer who
is faced with a pension commitment that he views as stretching on
into a future which is affected by taxes which change from one year
to the next, and rules and regulations that change ceaselessly, is
that much less likely to increase the benefits and put more into that
plan.

He is more likely to let it wither.
Now, I have touched on many of the things that Mr. Griffin had

covered in his statement and given perhaps some emphasis that he
would not have given. I will be happy to answer any questions you
may have either on his statement or on my own.

(The prepared statement of Mr. Griffin follows:)

PREPARED STATEMENT OF FRANK L. GRIFFIN, JR.

PRIVATE PENSION PLANS

That honest men may disagree as to the fundamental nature of things, de-
pending on their particular viewpoints, background and preferences, is readily
apparent. I can think of no better illustration than the parable of the six blind
men who set out to determine the nature of an elephant. The first, upon grasp-
ing the elephant's tail, observed that the object was very like a rope; the
second, upon grasping its tusk, exclaimed that it was like a spear; a third,
clasping its arms about the behemoth's leg, averred that the object was akin
to a tree; . . . and so on. All were right, to a degree, but not one had an accu-
rate concept of the animal. It would have taken a wise man and a philosopher
to have pieced together an "elephant" from the limited findings of these data
collectors.

In assessing the private pension field, men of different persuasions, having
vastly diffrent areas and degrees of experience, are arriving at varid conclu-
sions. The economist has a particular viewpoint, the research statistician an-
other, the politician yet another. Unfortunately, few of these have intimate
knowledge of the practical aspects of private pensions, influenced by daily
contact with the thinking of individuals who bear primary responsibility for
decisions on design, negotiation and communication of benefits, administration,.
and financing of these plans. It is not possible to make a proper evaluation of
the private pension system without giving considerable weight to such practical
matters as the give and take of pension negotiations, the tailoring of benefits
to specific needs of particular groups (coordinating pension programs with
separate benefit programs maintained by employers or provided by statute),
and the practical considerations involved in selecting realistic cost budgeting
methods within the framework of IRS regulations.

Progress of course lies in blending new concepts with methods and approaches
which have proven themselves successful. It is to be hoped that fresh view-.
points will constantly flow from minds unfettered by traditional concepts and
allegiances. We should make sure, however, that new proposals blend harmoni-
ously with the practical realities of the market place.

In view of the fact that Professor Schulz' acknowledgement list of "experts
in the field of private pensions" includes not a single person with more than a
peripheral view of the field (i.e., one "retirement editor," one private research
statistician, and five government statisticians), it occurred to me that it might
be of interest to explore the opinions of experts who are actually practicing
in the private pension field. These are the consultants and actuaries who, being
on the firing line, are familiar not only with the statistics and theory of pen-
sions but also with the practical problems and viewpoints found in everyday
contact with the field.

Accordingly, as part of my presentation, I have derived a sample of such
opinion, choosing as my correspondents 17 individuals, any of whom would rank
high on any list of pension consultants and actuaries, from different geographi-
cal areas in the country. For the most part these individuals, though well sea-
soned, represent the younger generation of actuaries and pension consultants.
This latter choice was deliberately made in order to avoid the possibility of
criticism on the grounds of "arterioschlerotic" bias. To avoid influencing my
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correspondents' opinions in any way, these individuals were merely asked
"What, in your opinion, would do most to strengthen the private pension 8y8-
temr in this country?" Their answers, given later, may be of interest. In an
effort to obtain a further opinion on the probable character of private plans a
decade hence, these experts were also asked what the wvell dressed pension plan
will wear in 1980. Their answers to this question are summarized in the back-
ground material below.

GENERAL RAcKGRoUND

To begin this presentation with some observations of my own, what is it we
do know about private pension plans? Among other things, we know that com-
pared with many other institutions they are exceedingly strong and healthy.
We know they have thrived in an atmosphere of minimum government re-
straint or interference. We know that, for the most part, employers and unions
have taken their stewardship of retirement security seriously, and have ar-
rived at sound decisions on a multiplicity of benefit provisions and funding
policies adapted to their special requirements. We know that desirable experi-
mentation and innovation of new benefit forms have been the rule rather than
the exception, and that vesting provisions have undergone significant liberali-
zation by voluntary action over the past two decades. We find that currently,
under pension plans which have been in effect 10 years or more, 80% of the
values of all, accrued benefits are vested. We know, too, that funding of private
plans is well ahead of realistic benchmarks of funding progress in over 90%
of all cases. These conclusions are borne out by the recent Pension Research
Council monograph on the "Status of Funding Under Private Pension Plans"
authored by Mr. Trowbridge and myself. That monograph presents the results
of the first factual nationwide study of private pension plans in the United
States.*

Furthermore, we know that if mandatory vesting were legislated, it would
be the smaller employers, and the employers with the most generous bnefits,
on whom the principal cost burden would fall. These inequities extend beyond
cost into the area of benefit priorities, which have traditionally been set by
those most familiar with the needs and preferences of the particular group
being covered, rather than by an omniscient government.

What other facts do we know about private pension plans? We know that
they cover approximately one-half of the total civilian labor force between the
ages of 25 and 65 years, that the amount of pension per retiring employee has
approximately doubled over the past ten years (it is estimated that it may
double again over the next ten years). We know that most large and medium
sized employers already have pension plans covering their employees and. that
there are a growing number of small employers adopting plans either of the
pension or profit sharing type. We know that even at the present stage of evo-
lutionary development of vesting provisions, most older employees of organiza-
tions employing 100 or more will reach retirement with substantial pensions,
notwithstanding any job changes made prior to their middle working years.
We also know that, even in the absence of liberal vesting in some plans, em-
ployees who put in as many as 15 or 20 years of service with their last
employer will in most cases develop a meaningful private pension supplement
to their Social Security benefits.

As Robert Tilove, Senior Vice President, Martin E. Segal Company, well
pointed out in his discussion "Income For the Elderly Through Work Life
Extension, Asset Conversion, and Pension Improvements" which appears on
pages 31 and 42 of the Joint Committee Print, "OLD AGE INCOME ASSUR-
ANCE-Compendium of Papers on Problems and Policy Issues in the Public
and Private Pension System," submitted to the Subcommittee on Fiscal Policy
of the Joint Economic Committee, Congress of the United States:

". . . pessimistic estimates (of the percentage of employees who will receive
private pension benefits) have not been supported by convincing evidence...
The real question is not the probability that a young man or woman will re-
main with the same employer to retirement age, but rather the following:
What percentage of the older worker population is covered by pension plans
and will be eligible for pension benefits"?

Subject to the political and economic climate for private pensions during the
next decade, it is possible to predict that in 1980 perhaps two-thirds of the

*Plans which, at the time of the study, had been In effect at least ten years.
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non-farm, civilian labor force will be covered by some form of pension or profit
sharing plan. It seems probable that the average per capita pension payable
under private plans will have increased to between $2,500 and $3,000 per an-
num, of present trends continue. As an illustration, note that in the past ten
years private pensions for, workers in the automotive industry have increased
from an average of $840 to an average of $1,800. A further doubling in the
next ten years is clearly possible. Including Social Security, total pensions for
such workers by then may have reached or passed $6,000 a year.

Another national "pattern" plan (Steelworkers) provides a similar level of
benefits under a different type of formula. In many areas there has been a
trend toward formulas based on final average salary. These plans often pro-
vide 40% to 50% of final average salary, which, for a typical worker, would
produce a pension of from $3,000 to $5,000. Even when this amount is inclu-
sive of /2 P.I.A., the benefit is a significant one.

Some have predicted that in a generation private pensions plus Social Secur-
ity (even with the latter remaining at its present level in relation to average
pay rates) will reach close to 80-90% of final average pay for lower paid em-
ployees, a lesser figure applying to higher paid employees. The possibility of a
legislated minimum subsistence income for all, active as well as retired, may
of course bear on such a projection.

Employers, unions and their pension advisors have on the whole wisely
planned their retirement programs in relation to the benefits available under
Social Security. The government itself has encouraged this approach through
the operation of IRS rules; as a result, many plans quite properly allow in
their formulas for the substantial Social Security benefits applicable only to
the lower segment of earnings, by providing larger private plan benefits on
earnings not covered by Social Security.

(Some individuals have incorrectly criticized private plan benefits on this
score, on the grounds that they are disproportionately weighted in favor of
higher paid employees. When viewed in relation to total retirement income,
this is certainly not the case. Looking at the matter correctly, it is apparent
that the employer provides not only the private plan benefit but at least 50%
of the Social Security pension. This fully justifies the provision of different
levels of benefit under the private plan, on different segments of earnings.)

A number of persons outside the field have made projections of the benefits
which may be expected under private pension plans by the year 1980. Accord-
ingly, it seemed wise to consult experts practicing in the field to find whether
there was general agreement on this point. The following table is a truncated
summary of the replies to the question "What will the well dressed pension
plan wear in 1980?" Admittedly, answers to this question are no more than
unprovable prognoses at this time, especially in view of uncertainties as to the
political climate for pensions in the decade ahead. However, since the answers
come from consultants who are used to anticipating trends in this field, they
are certainly indicative of likely events if the climate remains favorable to the
growth of private pension plans.

Number of times
mentioned by 14
correopondents

replying to
Trends in benefits to 1980 this question

Pensions for workers approximately 100 percent higher in dollar amount,
with trend toward formulas based on final average pay -10

Improved disability pension provisions, both as to eligibility and amount,
either under pension plans or more widespread use of long-term disability
programs -10

More liberal early retirement practices, with improved benefits (retire-
ment ages flexible, with full benefits at age 60 becoming common) ' 8

Survivor benefits in many plans, for deaths occurring both before and after
retirement- 0

Pensions reflecting cost of living-- 11
Vesting after 10 years of service -11
Further decline in popularity of employee contributions unless tax status

is changed --- 7------------------------------- - 17

'It Is my belief that these numbers would have been higher if questions cover-
ing these points specifically had been asked.
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The prospect of greatly expanded benefits under private pension plans wouldappear to be bright provided these plans are not subjected to rigid regulatorycontrol which would lead employers to retreat from this field in favor of other,less regulated forms of benefit.

A SUGGESTION FOR BROADENING PRIVATE PLAN PARTICIPATION

From what we know about private pensions, we can also deduce that every-thing possible should be done to strengthen the private pension movement bybroadening the base of coverage under private plans. Several schemes have beensuggested to accomplish this. One of the most logical, in that it would open newavenues to employees of small organizations and to the self-employed, wouldbe to encourage individual savings for retirement by making the contributionsof individuals for retirement purposes tax deductible currently (taxed uponultimate payment of the benefits). This would put such contributions on acomparable (though not identical) basis with contributions made by employerson behalf of employees in presently covered employment. Such a procedurewould argue for a revision of the present code relating to tax deductibility ofpension contributions in order to establish greater equity between those em-ployees in occupations covered by employer sponsored plans and those em-ployees who are not. Specific suggestions on this point will. I dare say, beforthcoming in the not too distant future.
A change of this type would of course have an immediate impact on theU. S. Treasury, to the extent individuals availed themselves of the new privi-lege. Long range, however, it would not have a seriously adverse tax effect.The mQst logical time to adopt such a revision would obviously be a time whensubstantial Federal disbursements for defense or other priority items couldsafely be reduced.
Aside from the advantage of such a scheme in broadening and strengtheningcoverage under private pension plans, making these plans an ever more im-portant part of old age security, the scheme has the additional advantage thatits encouragement of savings.would act as a brake on inflation. Certainly thereis no more compelling argument that could be raised at the present time.

ACTIONS WvHICH WOULD STRENGTHEN THE PRIVATE PENSION SYSTEM

The following table summarizes replies received from 17 correspondents,chosen from experts practicing in the private pension field, to the question:"What, in your opinion, would do most to strengthen the private pension sys-tem in this country?"

TABULATION OF MOST FREQUENT ANSWERS (REPLIES FROM 17 CORRESPONDENTS)

Removal of detrimental factors (12 respondents commented here)

Discourage "expansionist" philosophy for social security; hold such benefitsto a floor of protection consistent with present levels in relation to pay- 8Reduce governmental interference; simplify IRS requirements; avoidexcessive regulation- 9Curb inflation -_- 6Positive actions that can be taken (12 respondents commented here)Broaden the coverage of private pensions by encouraging plans for smallemployers; raise inadequate limits of deductibility for HR-10 plans---- 7Make employee contributions tax deductible, whether under existing
employer sponsored plans or as individuals- 5Better public relations by the industry, through studies, publication,testimony (three respondents significantly pointed out the need for achange in the basic attitude of many governmental leaders) - 8

Minor regulation possibilities (9 responeents commented here)
Require meaningful disclosure and more adequate communication ofbenefit rights to employees- 7Require fiduciary responsibility; impose restrictions on trustees other thancorporate trustees- 3Accreditation of actuaries (through American Academy of Actuaries) tohelp insure adequate funding- 5

32-346 0-70-pt. 1OB-6
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Although the emphasis varies from one person to the next, I believe the fore-
going opinions are widely shared by pension actuaries and consultants.

A number of side comments were made by various of these correspondents.
For example, one has observed there is an inherent bias in the manner in which
information is presented to the public, as a result of which the industry has
been less successful in communicating its side of the story than critics have
been in voicing theirs. He bases this claim on the fact that writings of govern-
ment officials and academicians are supported either by taxation or educa-
tional endowments, while representatives of the private pension field (working
usually for themselves or for relatively small firms), must take time from their
regular duties in order to prepare the studies and publications needed to com-
municate the favorable aspects of private pensions.

An interesting idea expressed was the possibility of applying a special busi-
ness tax where an employer had no pension plan or where the plan fell below
certain minimum standards established through legislation. The tax could be
graded according to degree of insufficiency. Any such scheme undoubtedly
should be accompanied by an overhauling of the code relating to tax deducti-
bility of employee contributions, a simplification of IRS regulations, and so on.

Another respondent suggested permitting employers to "opt out" of the So-
cial Security system in favor of comparable benefits privately provided (as has
been the case in England). Others suggested the possibility of eliminating the
Social Security system as an old age pension scheme, and the substitution of
the concept of minimum subsistence income for all persons, active or retired.

One point on which nearly all consultants seem to agree is that the greatest
threat of all to the, private pension movement lies in the continuing "squeeze"
between an expanded Social Security and a narrowing of the integration limits
permitted by IRS. Many persons, including Robert J. M1yers, Chief Actuary of
the Social Security Administration, have spoken out boldly against the "expan-
sionist" philosophy held by many government officials.

MISCELLANEOUS CONCERNS RELATING TO THE POSITION PAPER: "PENSION ASPECTS OF

THE ECONOMICS OF AGING: PRESENT AND FUTURE ROLES OF PRIVATE PENSIONS"

A point of some concern is the readiness of some observers to criticize pri-
vate plans for the absence of ancillary benefits, especially widows' or survivors'
benefits. In my opinion such criticism is unjustified.

Since the days of the earliest private plans, which provided only age retire-
ment benefits after attainment of an advanced age, many ancillary benefits
have been developed. Among those commonly found in pension plans today are
disability pensions, special forms of early retirement pension, severance bene-
fits (in the form of vested deferred pensions), optional forms of retirement
income (which permit, among other options, the election to take a portion of
the total value in the form of a survivors' annuity), and lump-sum or instal-
ment death benefits. The selection of particular forms of benefit (in addition
to old age pensions) has depended on the priorities assigned by the interested
parties, in allocating available funds.

Yet, the benefits contained in the pension plan itself do not tell the entire
story. Pension plans are almost always accompanied, in the employer's overall
benefit package, by a separate program of group life insurance. Frequently
these separate insurance programs are quite substantial. Moreover, during the
past several years automatic widows' or spouses' pensions have become popular
additions to quite a number of plans. Experts are predicting that this type of
benefit will become one of the more common features of private plans before
the decade is out

In both the type and amount of their benefits, private pension plans continue
to keep pace with new ideas and developments, without any prodding from
government. This adaptability is one of the outstanding features of the healthy
growth of private plans in the past. I believe it is particularly unhealthy for
a handful of individuals, in government or out, to postulate themselves "arbi-
ters" of the question of benefit priorities, on the theory -of special insight into
questions of social reform. I believe these issues should be settled democrati-
cally in the market place, on the basis of competition for good employees or
through collective bargaining.

Little purpose would be served by bringing to light disagreements with the
author on miscellaneous matters of fact or interpretation, yet it may be of
value to clear the record on a point or two.
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In citing "exemplary" plans, the author labors under a misconception thatplans of the TIAA-CREF (money-purchase) type are somehow superior to
others. Possibly he confuses the liberal vesting provisions of such plans with"superiority" in general, rather than recognizing that similar vesting can beprovided under any form of pension plan. His praise of the TIAA plan withwhich he is personally familiar is quite understandable, though it also con-
cedes unfamiliarity with the history of money-purchase plans, which fell intorather general disfavor in the early 1950's due to glaring deficiencies in their
basic benefit structure. The weakness of money-purchase plans in comparison
with "fixed-benefit" plans is reflected in the fact that 90 to 95% of all private
pension plans today are of the fixed-benefit type. I shall not bother to elaboratehere, as the situation is well known to pension experts.

The two industrial plans and the plan bargained by UAW with several largeautomotive companies, also included in the paper as "exemplary" plans, arebasically of the fixed-benefit type, one having a variable annuity feature. Why
these particular plans were cited by the author, however, I cannot say. They
are reasonably good plans but are not particularly unusual in any importantrespect other than the special early retirement provision of the UAW plan.
Their benefit levels are matched by many other plans.

Thus, one cannot subscribe to the unequivocal statement that "the superior-ity of these exemplary plans cannot be attributed simply to normal growth anddevelopment over time; conscious commitments lie behind their innovative
provisions." I submit that many, many employers and unions have made as
great a commitment, frequently with even greater innovation. Just as in the
parable of the blind men and the elephant, the quoted statement is based oninadequate information relative to the fieid as a whole.

Finally, under the heading "Conflicts in Plan Purposes" (which might moreappropriately have been termed "Diversity of Plan Objectives"), the author
of the paper presents in a negative way what proponents of private pensionplans view as the positive advantage of "flexibility." He states that the "con-
flicts" have contributed to the difficulties of developing a public atitude regard-
ing private pension plans. One might ask whether we need a uniform "public
attitude" to justify the existence of private institutions. If that were so, for
example, many of our finest institutions of higher learning would be forced toconform to mediocre educational standards set by an uninspired and nebulous
"public attitude." The situation, it seems to me, argues for quite the reverse
of social uniformity. Diversity is the key to progress and this distinctive fea-ture of private pensions, as opposed to social pensions, presumably should beviewed as both normal and desirable in the private field.

CONCLUSION

Those who believe strongly, as I do, in the potential of the private pensionsystem must take exception to the expenditure of taxpayers' money in research
which appears to be deliberately aimed at shifting emphasis from private topublic pensions, thereby inhibiting further growth in the private sector.

The fundamental question here should be: "How best can a healthy privateinstitution be eopanded to embrace an ever larger segment of our working popu-
lation"?

Accompanying this line of inquiry, a related question is: "What changes, vol-untary or otherwise, would be desirable in existing pension plans to effect a
higher level of ultimate coverage under these plans"? Here, though it is mybelief that too much has been made of this particular issue by critics, it islikely that most persons of responsibility in the private pension field would bewilling to accept some "ground rules" in the nature of minimum vesting stand-
ards. At the same time, however, vesting is not the paramount issue.

The basic problem is to find a practical means of making available to smallemployers, the self-employed, indeed any individual, a vehicle to finance private
retirement security. One possible approach was outlined in an earlier part ofthis statement. This problem can most certainly be solved if we are prepared
to pay the price from whatever revenues are available for domestic social im-provements. And in so many other areas, however, we are faced with a ques-tion of priorities. There are many social problems which a majority ofour citizens would undoubtedly argue to have a prior claim on our resources.
For this reason alone, I do not believe that a substantial reordering of priori-
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ties in favor of the "Economics of Aging: Toward a Full Share in Abundance"
as a practical goal at this time.

Notwithstanding the foregoing observation, since it is possible to develop
otherwise workable programs which would broaden the private pension move-
ment, as well as have other beneficial effects in the economy, preparation of
desirable alternatives is most certainly in order.

Supplementing the material in this statement is an article by the present
writer entitled "Myths in Proposed Pension Regulations," which appeared in
the October 1969 issue of Financial Executive magazine, copy of which is at-
tached.

Mr. ORIOL. Thank you very much, Mr. Jackson. I think we would
have been very disturbed if we had had uniformity of opinion at
these hearings. You have saved us from that fate.

I do believe though as Mr. Hewitt said this morning, that the
areas of agreement may be far greater than at first it appears.

Mr. JACKSON. I think that is true.
Mr. ORIOL. By making us focus on the positive you have stated

something that we should certainly pay attention to. Since we are
informal here, Mr. Hewitt is here, I cannot resist the opportunity to
ask whether he has a comment now or in a few moments and if so,
just let us -know.

Mr. HEwirr. Thank you.
Mr. ORIOL. On page 14 of Mr. Griffin's statement, he says, "Those

wvho believe strongly as I do in the potential of the private pension
system must take exception to the expenditure of taxpayers' money
in research which appears to be deliberately aimed at shifting em-
phasis from private to public pensions, thereby inhibiting further
growth in the private sector."

This may be a reference to a much broader activity than I am
about to describe, but I just want to be absolutely clear on this.

If this is a reference to Professor Schulz' paper, Professor Schulz
was a volunteer I think but he certainly was unpaid.

I just mention that for the record.
Mr. JACKSON. I think what Mr. Griffin may have had in mind

there is the fact that we have at the present time a set of disclosure
laws that were originally adopted with the idea of protecting the
participants in private-pension plans. There were public hearings and
I am not even sure that they even found one pension plan in which
there was something wrong, not one pension plan. I think they have
since then found one, maybe two.

But the disclosure requirements were adopted as law. It was put
in along with a lot of regulations. It has been amended. There is a
great deal of pressure currently to increase the information to be
disclosed and to study it in depth, as is sort of implied by Professor
Schulz' reference to the great wealth of information on file with the
Labor Department that remains relatively unanalyzed.

Now, the current proposals for disclosure would ask for informa-
tion that goes well beyond its original purpose of catching the thief
or preventing stealing. It is suggested that employers who sponsor
private-pension plans should now provide a host of other details re-
garding the operation of their plans. Some of these proposals I sup-
pose are just tossed in as flyers, others are seriously intended. In
part, however, we are faced with the fact that for the college com-
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munity, for example, the universities, this offers a great opportunity
to do research and to write papers. So, employers should provide
more information.

I think one thing that Mr. Griffin was concerned about is that the
more papers of this sort that are written, the more pressure there is
going to be to add still more to disclosure requirements. Perhaps if
something meaningful were added to disclosure and all of the infor-
mation which has been found useless were eliminated then the re-
porting burden would not get greater.

There is some concern on my part about the proliferation of these
things. I am probably one of the few people in this room who has
actually had the pleasure of filling, in a disclosure form from end
to end. It took me the better part of an afternoon. It ruined my day
completely. Looking back on it, I don't really see that the informa-
tion that is provided there really does a great deal of good in the
form that it is now provided.

Mr. OnIOL. Do you think you could provide us within the 30 days
this record wvill be open, you or Mr. Griffin or both, some thoughts
on what could be eliminated from current disclosure and what might
be added to it? *

Mr. JACKSON. Yes.
Mr. ORioL. Are there any questions?
Dr. ScHumz. First of all, since Mr. Griffin raised the question of

the composition of the group of people assisting me, I think it is ap-
propriate at this time that I formally acknowledge their assistance
and I would therefore like to request at this point in the proceedings
that their niames and their titles be entered into the record, if that
is agreeable.

Mr. ORioL. That will be done.
(Theinformation referred to follows:)

Miss Pearl Charlet, manager of research, Edwin Shields Hewitt Associates.
Mr. Walter W. Kolodrubetz, Office of Research and Statistics, Social Security

Administration.
Mr. Donald Landau, Chief, Division of General Compensation Structure,

Bureau of Labor Statistics.
Mr. Theodor Schuchat, retirement editor, North American Newspaper Alli-

ance.
Mr. Alfred Skolnik, Chief, Interprogram Studies Branch of the Office of

Research and Statistics, Social Security Administration.
Mr. Edward W. Spannaus, research associate, Institute of Industrial Geron-

tology, National Council on the Aging.
Mr. Arnold Strasser, Director, Employee Benefits and Annual Earnings Pro-

jections, Bureau of Labor Statistics.

Dr. SCHuLZ. Mr. Jackson, on page 5 of Mr. Griffin's prepared
statement, he talks about what is going to happen in the future with
regard to private-pension coverage and the size pf pensions that will
be paid to various people in retirement. It seems to me that what
Mr. Griffin has said conflicts with many of the other projections that
I am familiar with.

I would like to ask you what is the source of Mr. Griffin's pro-
jections?

Mr. JACKSON. You mean the probable increase in the average per
capita pension payable to between $2,500 to $3,000 per mnnum?

*See letter from Paul Jackson, appendix A, item 3, p. 1724,
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Dr. SCHULZ. Yes, and also that it is possible to predict that by
1980 perhaps two-thirds of the nonfarm civilian labor force will be
covered by some form of pension or profit-sharing fund.

Mr. JACKSON. I will have to ask Mr. Griffin for his source of in-
formation on that.

Dr. SCHULZ. I think it would be useful to know whether his pre-
diction is based upon some specific study or whether it is based on 'a
less formal source of information.

On page 8 of Mr. Griffin's statement, he talks about the advan-
tages of private-pension plans-the fact that they encourage savings
and would act 'as a brake on inflation.

I think that the assertion regarding the extent to which private-
pension plans encourage a net increase in the aggregate amount of
savings in the economy is open to question, based upon what I have
read in this area. But I don't want to quarrel with that now. Rather
I want to ask you if you agree with the following. If the economy
is not in an inflationary period but rather in what the noted conserva-
tive economist, Professor Friedman, has characterized as imminent
recession, does it not therefore follow that the encouragement of
savings would contribute to this recession? It is rather unfair in
times of inflation to credit the pension system with contributing to
anti-inflationary policy without pointing out at the same time that
if we go into a recessionary period it will do just the opposite.

Mr. JACKSON. Let me answer that in two ways. First of all, private
employers put more money into pension funds in good times than
they do in bad times. So, given a recession, pension contributions
serve as sort of a cushion so far as the employer, the drain on cash
for the employer is concerned, because he can cut back his contribu-
tions. His work force cuts back anyway, but even above and beyond
that relative decrease, he can cut back his pension contributions.

So, I don't agree that private pensions worsen recession, and I am
not speaking now as an economist, but as an actuary looking at what
happens to a company's contribution to its pension plan when busi-
ness conditions are bad.

The second comment is that it may well be that we have been in
an inflationary period and it may well be that we are going into a
recession. This I leave up to the economists. But I am not sure that
the, fact that we are going into a recession means that we won't also
have inflation.

Some spokesmen have suggested it is possible for us to have the
bad medicine and the disease both and to have them for a prolonged
period of time.

So, the question of whether we have a recession or not is imma-
terial. The fact remains over the last 20 years private pensions have
built up reserve funds amounting to billions of dollars, $100 or $120
billion. The number is so large that it boggles the mind.

You may well contend that if that money had been kept in the
corporate treasuries that the corporations would have borrowed less.
You may contend if it had been paid to the individuals they would
have saved it. What might have happened is pure conjecture. Frank-
ly, I doubt it.

I suspect what would have been paid to the employees would not
now end up as $120 billion in savings. If the whole amount would
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have been paid to the employees, you might have half of it saved, or
a quarter, but certainly not 100 percent. In that sense, I think the
private-pension movement has served over the last 20 years. as a
brake on inflationary forces, much in the same way as the Social
Security System did when it was first started.

When social security was originally put in it paid no benefits at
all. Possibly this was for political reasons, it may well have been
necessary at the time. Anyway, when social security was originally
put in it drew several billion dollars in taxes out of employees' and
employers' incomes and just held them in the social security trust
fund for a number of years. The social security plan when first
adopted did not make the mistake that private pensions are now
accused of making, namely, of considering the fellow who is already
64 at the time that the pension plan is going in and wondering what
is he going to do next year when he retires. Social security designers
just sort of washed their hands and avoided this problem 'and said,
"Let these old people take care of themselves, we will wait until a
man earns his credits before we pay him a benefit."

It is interesting that the subsequent developments in social
security have been a continual upgrading of the benefits granted even
to the earliet recipients so that tIe uistini4con at this point between
those who were left in and those who were left out of the Social
Security System at the start is a pretty sharp one and it is one that
I don't think society can be too proud of.

Accordingly, I think employers who do consider these matters,
who do put in adequate benefits for people already past the age on
their staff when a future service benefit would be at all meaningful,
are really to be praised rather than flogged.

Dr. SCHULZ. As I argued in my original statement, however, per-
haps it is not the private-pension system that should be the humani-
tarians but rather the Socitl Security System-that is, the country in
general should be the humanitarian. But that is a matter on which
people will disagree.

Mr. JACKSON. On this point, may I just say that I think the Amer-
ican public is relying on social security for something in their old
age. And yet I think almost to a man they would prefer not to have
all their eggs in one basket. I don't think they want to rely 100 per-
cent on private-pension plans either, on an employer-sponsored plan.
I don't think they want to rely 100 percent on their friends and rela-
tives and their children. I don't think they want to rely 100 percent
on their personal savings.

I think the more legs you put under the old-age security stool the
better the American people like it. It is when you start sawing off
one leg and then another, when there is a threat that private-pension
plans will be taken over and lumped into the Social Security System
as another layer on a federally operated cake for the old people, that
the American citizens begin to wonder.

Should they place that much reliance on social security? Aren't
they better off in fact having two or three sources of income? Some-
thing could go wrong with one of them. Diversity is merely a means
of insuring against that.
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Dr. SCHULZ. When social security was started, however, there was
recognition of the fact that certain people would not be covered un-
der social security. As a result, we developed the Old Age As-
sistance legislation which was made a part of the general social
package. Inadequate as it may have been, and still is, it certainly was
a recognition by the Congress of the fact that not all people would
benefit from the social security retirement benefit legislation that
was originally passed.

Mr. JACKSON. That is true. Also along the same line when the
Railroad Retirement Act was passed there was also provision made
in that act for past ser'vice.

Dr. SCHULZ. Mr. Griffin mentions on page 14 certain ground rules
with regard to minimum vesting standards which he thinks most
people in the private-pension field would be willing to accept.

Do you know what sort of ground rules he is referring to?
Mr. JACKSON. I think probably what Mr. Griffin had in the back

of his mind is the practical approach that is taken to vesting that
occurs in a private-pension plan freely operated. When the auto-
workers-pattern plan was first put in 'they did not have 10-year
vesting. They had a $1.50-benefit unit. If they had started out with
10-year vesting then today we would have some ex-employees who
had 10 years of service 20 years ago still carrying around a $15-a-
month benefit that will not be paid for another 5 or 10 years. It
would be a little meaningless really. It seems to me that vesting is
not simply a problem of service. It does not depend on the fact that
the first 10 years of work performed represents one-quarter of your
working career just as the last 10 years do.

It seems to me that the need for vesting ties in not only with
service but more importantly with the level of benefits. It seems to
me that the development of vesting in the private-pension field has
been a reflection not of the fact that vesting is desirable as a bene-
fit but rather that it is a less desirable benefit than an increase in
normal retirement income to an adequate level.

An awful lot of emphasis today has been given to vesting which I
view as just one of the benefits that can be added to a private-
pension plan.

Anyway, rather than adding vesting, I would far rather stand
up for the widow and add survivor benefits. I don't know who in
Congress opposes income for widows. Obviously you have to favor
survivor benefits that would pay widows and orphans an income to
sustain life currently over a benefit that gives a man who is 32 years
old, Sand is voluntarily terminating one job to accept employment
elsewhere, a benefit that will be paid 33 years in the future.

Dr. SCHnuLZ. Then why do we have to make a choice between the
widows and vesting credits for workers?

Mr. JACKSON. Because'the employer doesn't have enough money
to buy everything, Mr. Schulz. If an employer had all the money in
the world, full immediate vesting right back to the word "go" might.
be one of 'the things in his pension plan but it might have gotten into
the plan after an adequate survivors benefit, after a disability pen-
sion, after reasonable early retirement provisions and so on.
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Now one of the puzzling features of the current pension dialogue
is how everyone can settle upon one benefit like vesting and say,
"This is desirable, and so without this pensions will not qualify."
We have that same pattern in Canada where the Department of
Revenue has laid down a set of rules and said pension plans will
provide only this type of benefit and that is bad. It does not help
the Canadians. They end up not getting any benefits at all in some
cases. No pension plan at all is clearly worse than one with poor
vesting. It is not a question of whether vesting is desirable. It is a,
question of whether it should be mandatory.

Dr. SCHULZ. I am raising the question though about its desira-
bility, not about mandatory requirements. You say that the em-
ployer

Mr. JACKSON. I agree that it is desirable. It is a desirable benefit.
Dr. SCHULZ. Yes. But leaving aside for the moment the matter of

mandatory requirements, you say that an employer cannot provide
everything; there is just not enough money. Suppose the worker
were willing to settle for a lower take-home pay; you could then pro-
vide him both with survivors benefits and vesting.

Mr. JACKSON. You have been emphasizing what you refer to as a
conflict between young and old. I would prefer a soniewhaut softer
word, maybe call it a different objective of the young employee
versus the older employee.

Young employees frankly don't care what sort of pension plan
their employer has. You can't convince an 18-year-old girl who is
employed as a secretary that this is at all meaningful. They are just
not concerned. By the same token you can't convince a 58-year-old
woman who is working for a company that a maternity benefit in
the group health plan is a desirable benefit.

She does not care. You have a whole host of divergent interests
here. What we are talking about is balancing them. Now, a pension
plan happens to be one of the few employer instruments that is de-
voted to old people.

I begin to wonder why the interests of the young in the pension
plan should become overriding here. No wonder it is biased in favor
of the old, that is its purpose.

Dr. SCHULZ. Because they will become old and eventually will be
very concerned about their old age and the amount of income they
have in retirement. Because you find that the people who are old
today and who were young many years ago are very concerned now
about their inadequate benefits, both private and public. These peo-
ple are now asking the Congress and private organizations for in-
creased benefits, benefits which they did not or could not provide
themselves with when they were young.

-There is a serious problem here; I think it is one of education and
communication. It should perhaps be the subject of hearings by the
committee-the stake which younger people have in providing for
their future old age.

It is something which is not very meaningful to them when they
are young; but as Professor Bernstein pointed out yesterday, this is
not a lottery. Those of the young who live to old age, all of them
have to face the old-age income maintenance problem, and many of
them will have to face the survivor's problem.
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So I see it mainly as a communication problem between the young
and old and not one of there not being enough money to provide the
benefit. I am very young and I belong to a private-pension system
that takes out quite a bit of my salary. If I did not contribute and
if my employer did not contribute to the plan I would have much
more money and could afford now much more of the abundance of
the society.

The fact that it is taken out, however, guarantees me that in my
old age I will be able to have a relatively adequate standard of liv-
ing. This is something I don't think you can trade away.

Mr. JACKSON. I think that the plan you are involved in, the
TIAA-CREF plan, is a fine plan. I know that you appreciate it. I
think it works well in colleges and universities because it is covering
people who are higher paid than the workers who are covered under
our private-pension plans.

If you ask the typical autoworker to make a voluntary contribu-
tion toward his old-age security at the level that college people are
asked, few would make it. I think college people are more aware of
the problems of the future and maybe other people are more inclined
to live in the present. In America that would seem to 'be their right.
So I think there is a valid distinction between the TIAA plan and
industrial pension plans. But on balance it strikes me that if the
younger generation were really upset about the lack of accumulation
of a pension credit during the earlier years of employment we would
have heard more from the younger generation on the subject and
less from college professors. We hear very little from the younger
generation. They don't really care about pensions. The man who is
in his fifties and sixties does care about pensions.

Now, when you use a word like lottery, and I am not accusing you
of using it, you were quoting Professor Bernstein, I think you do
the pension arrangement a very real disservice.

Professor Bernstein takes a simplistic approach of assuming that
if an employee works for 1 year he has accumulated 1 year's pension
credit because in the collective bargaining agreement x cents an
hour were set aside for pensions and x cents times the hours the
man worked is the amount of money that is his pension money, and
if he does not get it then it is stolen from him.

Yet that very thing happens under group life insurance programs
where y cents an hour is taken out of a man's pay and he never
gets a cent.

His wife may collect a good deal more than his "equity" if he is
unfortunate enough to die. And yet if he is fortunate enough to
live the whole thing is forfeited. You could call that a lottery. This
pension arrangement operates in exactly the same way. It is aimed
at a problem area. It is aimed at the older person. It is aimed at the
person who can't work any more. It is not aimed at the younger
person who can.

When the steelworkers were concerned about the possibility of
plant shutdown and widespread unemployment they negotiated for
their 30-year retirement provision. They were not concerned about
the man at 55 who just felt like quitting. They were not concerned
about giving him a pension. They were concerned about the invol-
untary case.
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You see, as an actuary I view pension plans as financial tools that
have been around for hundreds and hundreds of years. Pension
plans, as I view it, provide benefits that are defined in the plan. If
the plan says that a man reaching age 65 is entitled to a pension and
that is all it says, then that is what the plan provides. I don't view
that plan negatively and say that there is a complete forfeit of pen-
sion rights on the part of a man who leaves before he got a pension
right. I think there is a clear distinction.

The benefit formulas under private-pension plans frequently re-
late to years of service as a convenient way of developing a reason-
able pension amount. That does not say that an employee earns the
pension in each one of those years. And the employee does not for-
feit a pension right if he terminates without vesting. If he gets no
benefit it's because he did not have one. The plan did not give him
the right. Forfeiture takes place when you have an unfortunate
situation like Studebaker where an employer goes out of business
and the plan terminates, and the man who had a right given to him
under the terms of the plan is frustrated because there is a lack of
funds.

Mr. MILLER. From your experience who makes the decision as to
whether a plan shall be vested or not vested? Is this normally made
by the employer or is it normally made by the employee?

Mr. JACKsON. There are probably as many answers to that as there
are companies. By and large, demands for vesting have been brought
up by some unions, not others. Vested rights don't really help the
union either. If the employee is leaving the company he is also leav-
ing the union local. He is not going to vote any more. Whether
union leadership has gotten him a good pension with a vested right
or not, does hot help them. The political aspects are such that you
would expect unions to be no more interested in vesting than em-
ployers.

The fact is that both unions and employers are interested in vest-
ing after they get benefits for the old people up to the point they
are satisfied they are doing a reasonable job and then they start
looking around in other areas.

Sooner or later an increase in benefit will mean that the amount
forfeited, if you want to call it that, is big enough to worry about.
If you are talking about a $1-per-month-per-year-of-service
;pension, then lack of vesting until 20 years of service does not
bother anybody because $5 or $10 or $20 a month just does not mean
that much whatever the figure turns out to be at termination. It is
when the benefits rise to a level of financial importance that vesting
becomes a matter of concern. It has been my experience that it is a
matter of concern to unions and it is a matter of concern to employ-
ers. And it was a matter of concern to unions and employers whose
pension plan reached the appropriate stage for vesting long before
it was a matter of concern to college professors, for that matter.

We now have pension plans in all sorts of stages of development
and those that are just off the ground with inadequate benefits look
pretty bad in the way of vesting. Those that have been in existence
1.0, 20, 30 years with adequate benefits look pretty good.

One- major exception to the general rule that vesting takes care
of itself over the years is the union-member plan that I work on.
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That plan has operated for more than 40 years and they have vest-
ing essentially at 20 years. It is a sliding scale. 20 years and age 65
really, but you can get some benefits if you are age 55 and have 20
years of membership in the plan. And yet this is a case of a group
of people sitting down and trying to decide what they should pro-
vide in the way of benefits to their membership and at the moment
their pension benefit happens to be fairly modest. An outsider could
point to that plan and say it has pretty weak vesting and you can
also point to that plan and say it was established in 1927 and it is
still not fully funded. Anyway, this plan ran all the way through
the depression and it paid 100 cents on the dollar and there are a
lot of old people who could not have made it without it.

The fact remains of course that it does not have good vesting, and
I think they would like bigger benefits and better vesting both. But
where are they going to get the money?

Mr. MILLER. The thing you are saying about vesting is the same
point that was made by Mr. Hewitt's chart on the costs of various ele-
ments that might go into the pension plan.

Mr. JACKSON. You don't often find an employer who has a pension
plan with benefits of 60 percent of pay, including half of social se-
curity, who is planning on making it 70 or 80 percent. At some point
you reach a stage where private-pension-plan objectives have been
met in dollars for the old people. It is at that stage that you begin
concentrating on these other areas, on survivor benefits, vesting and
disability pensions.

In some cases disability income is provided through disability pen-
sions and in some cases through long-term disability insurance plans.
Thus the fact that a pension plan does not have a disability-pension
provision does not prove, benefits are inadequate. In the case of the
autoworkers pattern plan some of the disability income benefits are
in the pension plan and some are outside in the form of sickness and
accident and extended disability benefits. Similarly there are sur-
vivor benefits under the pension plan and survivors income insur-
ance outside the pension plan.

The autoworkers were one of the early. groups to emphasize vest-
ing but they also pioneered a supplemental unemployment benefit
program to cover the involuntary layoff case.

There are a whole host of benefit programs. It is a real problem to
idesign benefits in such a way that they all fit together. I think
when. you just fence pensions off and say, "In pensions we have a
conflict between the young and old," you are ignoring all these other
programs. I grant this, Dr. Schulz: I think we have a conflict be-
tween the young and old in group life insurance, we have a conflict
between the young and old in medical expense insurance, in disabil-
ity income.

In every one of the fringe benefit areas there is some conflict of
interest. The point is neither side is right. It is a case of reaching a
balance. Most private employers with pension plans that have in-
adequate pension benefits for people now retiring would prefer to
spend additional money bringing their normal retirement benefit
up to a level of respectability before they spend additional money
on vesting.
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Now, if you give employers a free choice they are eventually going
to get the vesting and at the appropriate time. I think that is what
Mr. Griffin's testimony indicates and it is brought out in the funding
study of the Pension Researdh Council which he coauthored.

Vesting it is something that everybody admits is desirable. We
are getting there. The question is are we better off if the Govern-
ment says you have to have vesting before you can have any pen-
sion for your oldtimers?

It is at that point that I would deny that it is necessary. I think
that free choice and bargaining between employers and employees
who are designing these plans is what leads to innovation and what
results in the plans working better for the particular groups that
they cover.

Dr. SCHULZ. I understand your argument, I think, very well.
But I still think there is a problem which you are overlooking

and not taking account of. Let us switch from vesting to survivor
benefits which you just said were very important and something
which we should be moving forward toward improving.

At the present time most private-pension plans do not have auto-
matic survivor benefits. Some of them have optional survivor bene-
fits. The evidence, very fragmentary evidence, indicates that the
option is often not exercised.

Mr. JACKSON. That is true.
Dr. SCHULZ. Now, in Mr. Griffin's statement, and I think in much

of what has been said at these hearings, there is an indication that
some day in the future we are going to get adequate survivor in-
surance benefits-whatever adequate means.

Mr. JACKSON. You may not get them in pension plans though.
They may be provided through a group life insurance program or a
survivor-income program outside the pension plan. So looking just
to the pension plan it may or may not be that survivor benefits will
be added.

Dr. SCHULZ. But some time in the future this problem will be
solved. It may take 3 years or 5 years; I would say it would take
10, maybe 20 years, to solve it.

Now, what happens in the meantime to the hundreds of thousands
of workers who are now retiring, who have retired in the past and
who we know are going to die and in many cases leave widows?

We already know that there is currently inadequate protection
for these widows both through company life insurance, personal
life insurance, and private-pension plans.

It seems to me that there is a problem which needs to be recog-
nized, and the question is where does the money come from to solve
the problem? Now, the younger worker of course is not interested
in that problem because he is not old yet.

But if I were about to approach retirement, I would be seriously
concerned about it. Wlhy is it that the unions and the employers and
the workers are not concerned enough about this problem to insure
that the improvement in this situation occurs relatively quickly?

Mr. JACKSON. The unions and employers have been concerned
and there are far more private-pension plans providing widows
benefits for death before and after retirement than you would indi-
cate. I don't believe it is a majority of the plans yet, however.
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The autoworkers pattern plan, for example, has a preretirement
death benefit and subsidized option at retirement that is now auto-
matic. You have to elect out. You don't have to elect the joint sur-
vivor option in other words. The people doing the electing have to
specifically say: "I don't want it."

So these things are going in pension plans. I think when you
consider the overall benefit package, however, you can see that there
are really two separate problems here. One is the young widow with
minor children. The other is the old widow. Now, under pension
plans the first pressure to provide a widows. pension comes when-
you have a right on the part of an employee to retire early and to
elect a joint and survivorship option, and yet if the man dies dur-
ing that period while he continues at work there is no benefit.

This is a matter of concern for both employers and employees and
it looks like an unfair loss of benefit. The man's entire pension ac-
crual and the survivorship protection for his wife goes up in smoke
because he did not retire, because he elected to stay on the job.

That does not seem fair and accordingly pension plans more and
more frequently are providing that the individual widow will re-
ceive the benefits she would have gotten if the employee had retired
on date of death and elected an option, for example. A simpler kind
of widows pension is to give the widow a flat 50 percent of the em-
ployee's accrued pension.

Now that is one problem area. When you get to the young widow,
it is a completely different problem area because the young widow
in theory can become self-supporting and get a job when her chil-
dren eventually reach a certain age, say 15 or 20, somewhere in
there. This problem is being approached currently I think more fre-
quently by group life insurance programs or group survivor income
benefits.

Again the autoworkers pattern plan happens to have both group
life insurance and group survivor income benefits.

Dr. SCHULZ. Once again that is not a typical plan.
Mr. JACKSON. But it is a leader and not that far ahead. They

manage to drag all sorts of people along after them when they
come up with new benefits. If they were to have a program that
continually remained too far ahead of everybody else then all the
people going into the employment market would become autowork-
ers.

And that has not happened.
Mr. ORIOL. Mr. Jackson, thank you very much for sharing your

expertise and your point of view with us on several crucial issues.
We are very glad to have this for the hearing record. I asked

whether Mr. Hewitt would care to say anything. If you do we will
be happy to hear from you at this point.

Mr. HEwirr. A good deal of the discussion during the past hour
has focused on the question of priorities that Dr. Schulz raised in
his paper. Mr. Jackson has pointed out some of the practical aspects
of determining these priorities.

As I see it, there is so much variability in individual situations,
needs, and preferences that it would be almost impossible for gov-
ernmental dictate to prescribe an order of priorities that would be
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satisfactory in meeting this great variety of needs. The most prac-
tical and effective way of resolving pension priorities for the opti-
mum satisfaction of all concerned would appear to require the de-
cisionmaking to occur at the closest possible level to the individual.
I believe emphasis should be put on maintaining freedom of choice
through normal processes for expressing preferences, such as indi-
viduals themselves or their collective-bargaining representatives,
rather than on some master overall legislation as a method of ac-
complishing the social objective you are seeking.

Mr. ORIOL. Thank you very much.
Dr. SCHULZ. May I respond by saying that I disagree with that

view? As I have looked at the problems of the aged and the prob-
lem of income maintenance one thing which has become clear to me
is the difficult problem the individual has in correctly anticipating
what his needs will be and what the problems he will face in old
age will be. The problems are very large and in many cases, I think,
almost impossible for the individual to handle as an individual.

If this were not true I think that we would have a very different
sort of income maintenance system in the United States today.

I think social security would be much weaker. I think that private
pensions would be completely voluntary which, in most cases, they
are not today. If individuals could foresee the problems, they would
make the correct decisions; they would make proper provisions for
their own economic welfare through personal saving or through
group insurance programs of one sort or another. But history clearly
indicates that people have had great difficulty doing this.

Apparently they do not foresee the problems-cannot foresee
the problems that they are going to face. Even if they could fore-
see them, such things as inflation, recession, and unexpected death
are outside their personal control and interfere with their decision-
making process. What they thought would be true very often turns
out not to be true.

I think our opening panel of old people very vividly illustrated,
in certain cases, these problems. As I listened to them I heard them
talking about the sort of problems they had and, apparently in many
cases, their lack of success in solving these problems. And when they
reached old age, they felt the results of problems in a very real
sense.

I think a very strong case can be made for private and public de-
cisionmaking in the old-age income maintenance area. Notice I say
both private and public. I think it is very unwise to argue that we
should put a large measure of the responsibility in this area in the
hands of the individual.

I am speaking now not as an economist, I suppose, but more in a
political sense. But I do think that economic facts support this view.

Mr. HEwirr. May I add one comment to that? I think we have
already emphasized the need for a basic level of protection through
Government. But I cannot go along with the paternalistic view that
people cannot make decisions for themselves. Nor do I believe that
most younger people subscribe to paternalistic decisionmaking.

I have more confidence than you in the private individual deci-
sion. Not that each decision the individual makes will work out
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under unpredictable circumstances. But I think most of us would
still far prefer not to be deprived of the right to make decisions for
ourselves and to take our own chances. On this I think I differ with
you on the point that the decision should be mandated and made by
someone else in a paternalistic way rather than permitting the indi-
vidual to have the freedom* of choice, either acting individually or
through employee representatives.

Dr. SCHULZ. I would disagree with you with regard to the use of
the term "paternalistic." I would refer to this as a delegation of
decisionmaking authority-just as we delegate certain other deci-
sions to our representatives in Congress.

Just as, for example, most people delegate the decision about the
education of their children to school boards.

Mr. ORIOL. May I ask a question here, Dr. Schulz?
You emphasize public and private decisionmaking; do you have a

breakdown of the division of effort there, where you see the public
effort, where you see the private effort?

Dr. SCHULZ. On this I don't think we disagree. That is, when we
speak in generalities and talk about basic forms of protection, we
talk about the public decisionmaking effort.

When we talk about private decisionmaking, we are talking about
the special circumstances of small groups of people. I think we all
recognize that you can't do everything with one gigantic national
plan, that there is a meaningful role for private plans.

And there is certainly an important role for individual decision-
making with regard to individual or group action. This is what I
was referring to in the private collective decisionmaking process.

The individual can try to provide for himself. Alternatively, you
can either get, for example, all the workers together in one big
"town meeting" in the plant to decide what their private pension
package should be or you can have them elect their representatives,
appointed union members to get together and represent them.

That is a delegation of authority right there. Or you can, as we
do now, get a delegation of authority, in most cases through private-
pension plans; where union representatives negotiate with repre-
sentatives of business.

I think there is a role to be played by both public and private
decisionmaking. I think this is a very real and meaningful alterna-
tive, and I don't think it should be characterized as paternalism.

Mr. ORIOL. The decision we make in the public area may actually
increase the number of choices in the private area. It has been
stressed that improvement in social security can give private pen-
sions more flexibility in fulfilling their role.

Dr. SCmULZ. This is what I have tried to argue. Not everyone
agrees with that obviously.

Mr. JACKSON. There seems to be an omission here of any reference
to old-age assistance or similar programs. I would like to merely
observe that social security even today is not universal in its appli-
cation. There are gaps. There are people who don't work and who,
,when they reach old age, are entitled to nothing from it. As a
private citizen it seems to me perfectly reasonable that Government
should concern itself about those who slip through both of these
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sieves and that public welfare should be readily available, perhaps
in more generous quantities and perhaps the terms and conditions
on which it is granted should be more gracious than at the present
time. Private charity is another source of income for these people
that should be encouraged. For the record I also would like to add
that I too share wholeheartedly, Mr. Hewitt's faith in free indi-
vidual choice. When you look at the paycheck that a typical em-
ployee gets and see the total amount that is taken off in taxes and
the total amount that is taken off for fringe benefits and other ele-
ments that don't even show up on a pay check but that are consid-
ered compensation of a type, that someone other than the employee
ought to spend for him in effect, someone far wiser than he even if
not in the employee's judgment, it seems to me there is a limit as
to how far you go.
* Eventually you reach the point when you have taken a hundred
percent of the man's money and spent it in the ways you and others
want to spend it, and then there is nothing left over for him and
he stops working. Now there is a balance to be reached here. I am
not suggesting a hundred percent is a practical extreme. I am not
suggesting zero percent is the ideal. It seems to me that we are
searching for a reasonable balance that takes full advantage of the
various arrangements that are now available.

I for one disagree completely with Dr. Schulz' conclusions that the
average American cannot take care of himself. He has done a pretty
good job of it up to this point. I think the American system really
ought to encourage the individual. I don't know how our children
are going to grow up knowing how to take care of themselves if
they're led to the belief that they can't every time they turn around,
that it is the Government's problem to take care of you when you are
old, to take care of you when you are young, to take care of you
when you are sick. Somewhere there must be individual responsi-
bility. If you just wipe it completely out and make it unnecessary
lit seems to me that we have not added to the quality of life in
America.

Mr. ORIOL. I will refer you to our initial working paper which
described some of the difficulties. I don't believe that it is a matter of
not being able to take care of yourself.

As Dr. Schulz said before, our present crisis, which is what the
committee has described the retirement income situation as, is sub-
stantial evidence that people are now faced with monumental prob-
lems in trying to live on available income, retirement income.

They are deprived of choice by the current situation. I think this
is what we were trying to emphasize.

Dr. Schulz mentioned before about the importance of helping
younger people to realize their stake in issues related to retirement
income. Senator Williams, who is now planning the final hearings
in connection with our overall study of the economics of aging has
indicated that that should be a major if not the major issue in our
final hearings.

So we will be able to do more in that way. Thanks once again for
coming and we thank everyone for being here.

(Whereupon, at 4:40 p.m., the committee recessed, subject to call
of the Chair.)

32-346 O-70-pt. 1OB-7
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PENSIONS ARE FOR PEOPLE

The "ERITD" (Earned Retirement Income Tax Deferral)

Approach to Federal Regulation of Pensions

Dr. William C. Greenough
Cbairman, Teacbers Insurance and Annuity Association

and College Retirement Equities Fond

Private pension plans in. the United States have now reached the
highest level of service to the public and to the economy ever
achieved in this or any other country, in this or any other time. And
yet their potential for even greater service to this country and its
people is just beginning to be realized.

In the last quarter century, the number of people covered by
private pension plans has increased from 4 million to 26 million,
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and the assets supporting prospectivc benefits have increased from
$2.4 billion to $94 billion. By 1980, we should see the number of
people covered reaching more than 41 million, representing 44
percent of the working force, and with assets to support benefit
payments growing to more than $193 billion.

Or am I blind? Are nongovernmental pensions already on the
way out? Are the seeds of their destruction already planted? Will
we increase social security benefits so much that there is no room for'
private pensions? Will we overemphasize regulation and supervi-
sion to the point where we hamper imagination and innovation?
Will we standardize so severely that we discourage diversity, so
demandingly that we halt development of the private pension
sector?

The things we do in the next few years will determine whether
the coming quarter century will see private pensions make enor-
mous social and economic contributions to the country or see them
dwindle and die.

This paper will attemhpt to ask different questions than those
usually posed by lawyers, regulators, and tax experts. It will propose
a different solution than those heretofore proposed, and perhaps
will arouse some discussion that might lead to worthwhile shifts in
approach. In preparation, I have been giving a good deal of thought
as to how public action can encourage and reinforce the public
service function of private pensions-how it can establish the best
"climate."

To begin, let me propose a new priority: PENSIONS ARE FOR
PEOPLE. How obvious! Of course!

Perhaps it is obvious, but our regulatory and tax structure, our
competitive approach, the type of pensions generally used-group
annuities and trust fund plans-and the attitude of many people
toward pensions are company oriented, not people oriented. And
almost always one-company oriented! Repeatedly it is announced
that the purpose of pension plans is "to make possible the retire-
ment of older employees whose efficiency has declined," or "to part
in a socially acceptable manner with those whose usefulness has
been undermined by age," or "to tie our employees to us during
their working years."

As an interim objective, this one-company orientation has served
us well. The tax laws have encouraged companies to establish
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pension plans, the competition for talent has pushed them forward,
the design of most pension plans has emphasized one-company
responsibility, and in the process a large number of people have
indeed been served well during their old age. But isn't it time for a
change in emphasis? Time to reorient out thinking toward the
individs'al? This doesn't mean we should stop thinking about the
needs of the firm; but it does mean we should start thinking more
about the needs of the individuaL

Many years ago we cast aside the old "charity" concept of
pensions as a gratuitous reward for long and faithful service, to be
handed out arbitrarily and fitfully. More recently we have been
challenging the "leave it to the last employer" concept of responsi-
bility, a concept that avoids the degradations of charity but still
results in capricious treatment among individuals according to their
choice of a "last employer" and whether they work for one firm or
several during their careers. I believe we can now adopt a broader
goal than the one-employer approach to pensions. And the timing is
right. We are now moving toward the far more appropriate concept
of. funded pension credits constituting a vested part of current
compensation from each of a person's employers during each of his
working years.

The acceptance of the pensions are for people approach leads
clearly to the concept that pension credits are a part of current
compensation that is set aside for retirement. And this in turn leads
to the conclusion that retirement benefits for each individual in our
society should always be fully vested in him, that his pension
benefits should be wholly funded and invested productively, that
each year's obligation of the employer toward each employee should
be discharged that year, and that the level of benefit produced by
each year's service should not depend on whether the individual
leaves an employer or stays with him until retirement.

If we are to emphasize the "people" element in pensions and
move toward the improvements which follow from this change in
emphasis, we can now work toward new regulatory, supervisory,
and tax approaches that will encourage the right developments.
New regulation is coming anyway, and coming fast; the only
question now is whether its effect on private pensions will be.
constructive or depressing.

Later on I shall make a specific proposal as to how we might
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arrive at a "people pensions" approach. I believe it deserves careful
consideration. It might even be the answer. Or criticism of it might
lead to a better answer.

FEDERAL REGULATION OF PENSION PLANS

For many years the pension world and to some extent the whole
benefit world was an overindulged industry, large parts of it being
under no direct supervision whatsoever. Those days are passing.
Adequate public regulation of this great sector of our life is abso-
lutely necessary. We need not devote time to discussing whether we
whould have federal regulation of pension plans-we already have
it. And, things being what they are, there seems to be no question
but that the federal government is going to regulate, supervise, and
direct this field of endeavor a good deal more than it does now. I
want to emphasize that insured pension plans are now regulated
under the state insurance laws by state regulatory authorities, and
plans funded with state chartered banks are supervised generally
under state banking laws. Other state agencies also have similar
functions. Incidentally, the proposal to be presented later is unusual
in that it does not disturb these state patterns. But since the federal
government is already heavily involved in the field of pension regu-
lation and has served notice that it will be in it a good deal more in
the future, this paper will focus on the federal scene. Here, the only
real points for decision are: regulation by what agency or agencies
of the federal government, according to what guidelines, and to-
ward what objectives.

The following is a brief review of existing regulation at the
federal level, so brief a review that it oversimplifies and thereby
does not give sufficient credit to the thoughtful and energetic efforts
of the federal supervisory agencies and their staff members working
in their present gerrymandered spheres of control.

Federal Regulation Now Applicable

Internal Revenue Service. The most powerful instrument of
federal supervision is, of course, the Internal Revenue Service. Here
a certain kind of regulation of commercial employers' pension plans
is brought about through the taxing power. The service reviews
each employer's plan to determine whether it meets the criteria for
federal qualification, which exempts the pension fund from taxation
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on earrings, makes corporate pension contributions tax deductible
to the employer as a cost of doing business, and makes such
contributions tax-deferred to the employee until retirement! A
separate section2 establishes a strict set of limitations on the retire-
ment plans of nonprofit organizations as a substitute for federal
qualification. Both of these provisions will be discussed later.

The Labor Department.. Through the Welfare and Pension
Plans Disclosure Act, the Labor Department endeavors to see that
people covered by retirement plans receive adequate information
regarding the funding and management of those plans.'

Federal Trade Commission. The Federal Trade Commission
exerts authority over a number of pension plans that are insured by
its limited but significant regulation of mail-order insurance.4

Proposed Federal Regulation

Federal Extensions Now under Discussion. Suggestions for
extensions of federal regulation of pension plans range far beyond
the various items of regulation mentioned above.

We are already familiar with the cabinet-level study Public
Policy and Private Peesion Programs released in January, 1965. Its
major recommendations include:

1. Improved and earlier vesting.
2. New minimum standards for funding.
3. Broader coverage by the plans.
4. Further study of a system of transference of pension credits.
5. Protection of employees upon termination of a plan.
6. Full disclosure of relevant facts.

Several congressional committees are also concerning themselves
with pension matters. The Joint Economic Committee's Subcom-
mittee on Fiscal Policy, headed by Rep. Martha Griffths (D.,
Mich.), has made studies of our old-age income assurance systems,
and its report has added to the pressure for pension law changes.

2 1I-r. REV. CODE OF 1954, Sea. 402, 404.
2 1 r. REV. CODE OF 1954, sec. 403(b).
'Welfare and Pension Plans Disclosure Act of 1958, P.L 85-836, 85th

Cong., 2d sess., 72 Stat. 997, amended by Aa of March 20, 1962, P.L 87-420,
87th Cong., 2d sess., 76 StaL 35.

' FTC Guide: for the Mail Order Insurance Indlsstr (effective July 14.
1964).
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Specific Bills Introduced in Congress in 1967. S. 1103,
introduced by Sen. Jacob Javits (R., New York), deals with some
of the major problem areas pertaining to private pension plans. The
bill would establish in the executive branch of the government a
new, independent, SEC-type agency-the United States Pension
Commission-which would administer and enforce all aspects of
the bill. Its purpose is to consolidate the legal requirements relating
to all employee benefit funds, including pension plans, under the
commission's jursidiction. The bill would set up criteria for commu-
nicating provisions of a plan to employees. It would also establish
minimum standards for vesting and funding and require periodic
reports from all plans. A federal pension reinsurance program
would be created to insure against the failure of a plan to pay vested
benefits because the employer went out of business. The reinsurance
would be optional, but a plan that was not reinsured would not be
considered for qualification under the Internal Revenue Code. The
bill would also establish a pension portability program and set forth
minimum standards for administration of all employee benefit
funds (not just pensions). Furthermore, the commission would
have enforcement powers.

S. 1635, introduced by Sen. Vance Hartke (D., Ind.), would
establish a federal program of insurance for private qualified plans
to protect credits earned by employees from the risk of loss. As
under the Javits Bill, participation in this insurance would be
required as a condition for deduction of employer contributions
from taxable corporate income.

H.R. 5741 and S. 1024, the Perkins-Yarborough Bill, provides
for full disclosure by employee welfare and pension plans, expand-
ing greatly on the existing Welfare and Pension Plans Disclosure
Act by establishing standards of conduct, responsibility, and obliga-
tions binding upon all plan managers and others, and. by providing
sanctions in the case of a breach of such fiduciary standards.

S. 1255, introduced by Sen. John McClellan (D., Ark.), com-
bines fiduciary standards and sanctions, management, and insurance
provisions in one package. -

Private-Public Action

In many sectors of our economic life the federal government
performs a large and growing "climate-setting function." In the
benefit field it not only sets the climate but it also accepts a huge
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-direct responsibility for our peoples' welfare through its poverty
programs, Aid to Dependent Children, Old Age Assistance, Unem-
ployment Insurance, and Old-Age, Survivors, and Disability Insur-
ance and Medicare. If the private and the public sectors work
effectively together, each encouraged to do that part of the job that
it does best, then the public programs, other than the broadly based
OASDI and Medicare, should contract substantially over the years
as the difficulties they were designed to ameliorate are resolved by a
combination of private and public action. The elimination of pov-
erty itself and of the various programs depending on direct or
indirect "needs tests" is a conclusion greatly to be desired.

SOCIAL SECURITY

The directions already taken and those to come in social security
legislation have profound inplications for the amount and the kind
of pensions needed in the private sector and for their supervision
and regulation. Let me mention one specific area where social
security can be taken into account in designing the "clinate of
regulation" for private pensions.

The Internal Revenue Code has been very much concerned over
the years to prevent "discrimnination" in favor of higher paid em-

.ployees. The problem of controlling "discrimination" in a pension
plan 20 and 30 years ago was one thing; now, with OASDI
providing half of salary or more in retirement benefits for all salary
up to nearly the $7,500 a year level, the problem is quite different.

In view of those sizable social security benefits, the Internal
Revenue Code and the Internal Revenue Service can shift their
primary attention from the question of "discrimination" against
lower paid individuals within a jingle employer's service to ques-
tions of vesting and funding aind disclosure. The real problems of
discrimination now perhaps relate more to the differential treatment
of individuals from industry to industry and from one employer to
another; and the differential treatment of two employees, one of
whom works for a single employer all his life and the other who
shifts jobs one or more times.

OPPORTUNITIES AND DANGERS

It is clear that there are great opportunities and great dangers as
legislative and regulatory agencies take increased interest in private
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pensions. The opportunities include reinforcement of a climate
favorable to the general development of private pensions and con-
ducive to their innovative capacity, diversity, and investment pro-
ductivity. Broader coverage, earlier vesting, and effective investment
of pension funds are all trends to be strongly encouraged, so that
the sharing of responsibilities between the private and public sectors
can be most effectively accomplished. The dangers mostly lie in the
possibility that our efforts to strengthen certain aspects of the'
private pension world and to control specific abuses or imperfec-
tions will result (a) in requirements that delay the establishment of
new plans or the improvement of existing ones; (b) in mandating
a particular set of provisions to achieve a particular set of social
objectives, wherein we may overlook other objectives just as impor-
tant and introduce pension rigidities or regressions; and (c) in
establishing minimum standards that might tend to become maxi-
mums as well and so halt the rapid improvements now being made.
The stakes are clearly high. Will we maximize the gains for the
country and for our people, or will we stultify, homogenize, and
constrict the whole private pension development?

I have mentioned that our approach so far to private pensions in
this country has been one-company oriented, not people ori-
ented. Approaching pensions from the context of the separate firm
results in particular attitudes and problems that are then reflected in
the kind of plan set up, in the treatment of individual participants,
and in the type of supervision that evolves. Let us take some
examples:

1. The firm itself may oppose vesting of retirement benefits
because it takes little interest in the treatment of an employee who
leaves before retirement. I happen to believe that this is unenlight-
ened self-interest. In any event, it is contrary to the public interest;
for society as a whole, early vesting of retirement benefits is essen-
tial.

2. The Internal Revenue Service in "qualifying" a pension plan
gives a good deal of attention to whether there is "discriminatory"
treatment in favor of the higher paid employees in a particular
company. But it has no responsibility, nor does any other regulatory
agency, to see that the company's workers are treated fairly com-

pared with employees in similar categories in other companies or
compared with the needs of particular employment groups or indi-
viduals. For example, a corporation can conceivably qualify a pen-
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sion plan for favorable tax treatment even though the plan allows
little or no vesting of benefits prior to retirement so long as all
participants seem to be treated (or mistreated) consistently.

3. The main funding mechanisms that have developed-group
annuities and trust funding-are designed for use primarily by
separate employers acting separately, with the group contract or
pension trust specifying the individual's rights and lack thereof.

4. The benefit formulas that have developed-unit benefits re-
lated to final average salary-are sustained by contributions that are
small for the young person and very large indeed for the older,
highly paid person. This makes true portability of benefits related
directly to current compensation nearly.impossible to obtain-in
fact, true early vesting is a chimera in this kind of arrangement.

Some transition away from this separate firm orientation and
toward the individual person is already occurring. Earlier vesting
and greater portability, better funding, and, in some employments,
emiphasis on "money purchase," that is, `current compensation,"
plans are all signs of this shift of emphasis. (Perhaps "defined
contribution plan" is the better name, and I shall use it'later.)

I believe a major shift in emphasis is now needed in our ap-
proach to private pensions. This is not because private pensions are
doing so badly. Quite the contrary! It is precisely because there has
been spectacular growth and, in general, great success in private
pension plans that we can now take a giant leap forward. This leap
will be towards having the great majority of our workers enjoy
retirement income directly related to the fruits of their own labor
and of the productivity of our economy through pensions oriented
to the individual's needs and desires and rights as a concomitant to
the social orientation of OASDI benefits.

EARNED RETIREMENT INCOME TAX DEFERRAL
"ERITD"

I believe there is a way to encourage the trends that lead in the
right direction and to discourage the others. This can be done by a
twofold provision:

1. Tax deferral for individuals on a stated percentage of earned
income, say up to 20 percent, on amounts set aside for
"retirement income in approved systems.
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2. Full disclosure of all pertinent facts regarding investing, plan
provisions, and management of approved programs.

Specifically, each employed or self-employed person would be
allowed to defer up to, say, 20 percent of his earned income and the
taxes on this income by participating in an approved retirement
program. The employer, whether a corporation, a college, a self-em-
ployed person, would be required to set up a plan or to participate
in a broader pooling in order to qualify plan participants for this
Earned Retirement Income Tax Deferral.

To add a little precision to this ERITD suggestion, let me offer
for discussion the following-more detailed explanation. It can help
point up the principles involved and perhaps lead to suggesting
revisions and refinements to make this approach viable.

ERITD Through Internal Revenue Code and Regulation

The following code provisions relating to ERITD would be the
basis for federal regulation of pensions:

1. Funding requirements for prior service benefits at least as
strict as at present.

2. Every person would have an individual ERITD allowance
determined each year by the following formula:

ERITD allowance = 20 percent of his earned income for
the current year multiplied by his years of full-time em-
ployment through the current year (for any employer,
including self-employed) minus sums deferred in previous
years.

3. The ERITD allowance would apply to contributions made
on behalf of an employee by his employer or by the employee
himself (including a self-employed person) to an individual
annuity contract or to his account in a group annuity or
trusteed pension plan provided that such contributions were:
a) Fully vested in the individual for future payment to him

as a life annuity or, in event of his death prior to com-
mencement of annuity payments, to his named beneficiary
or estate;

b) Nonarsignable by the individual or the employer;
c) Noncashable during the individual's lifetime; that is,

payable only as an income involving life contingencies;
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d) Reported on the employee's Forms W-2 and 1040 as
currently nontaxable income (the employer contribu-
tion reportable under a unit benefit plan would be deter-
mined in accordance with procedures similar to those
now in the regulations for Section 403[bl);

e) Part of a formal and fully disclosed plan available on a
fair and equitable basis to all full-time employees or if
not all at least to those who have been in the full-time
employment of the current employer for five or more
years and have attained age 30.

4. Contributions that qualify for the employee's ERITD allow-
ance would receive the following tax treatment:
a) Employer contributions would be deductible by the em-

ployer as a business expense, and
b) Employer and employee contributions would not be tax-

able currently to the employee, but would be taxable as
ordinary income to the employee or his beneficiary when
received as part of the annuity payments.

5. Investment earnings realized on contributions that qualify
for the employee's ERITD allowance would not be taxable
currently to the employer, the employee, or the pension fund
but would be taxable as ordinary income to the employee or
his beneficiary when received as part of the annuity payments.

Testing ERITD against Objectives

This proposal holds up very well indeed-at least I think so-
when it is tested against a list of objectives worthy of encourage-
ment through good legislation and public regulation.

DESIRABLE OBJECrIVES FOR PRIVATE PENSION PLANS

1. Adequacy of benefits.
2. Mobility of human resources.
3. Flexibility.
4. Capital formation.
5. Enhancement of tripartite partnership.

Each of these objectives is important because it serves people,
because it helps them achieve their economic aspirations, because it
helps them live in financial security in a productive economy.
Again, people pensions.
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1. Adequacy of benefits. Achieving adequacy of retirement ben-
efits is a major endeavor. The life expectancy of a man aged 65 is
about 15 years, and of at least one member of a couple, both aged
65, is around 21 years. Most working careers are about 40 to 45
years long. This means that each two years of work have to support
one year of retirement. I believe the ERITD proposal would en-
courage employers, unions, self-employed people, government, and
nonprofit employers and, of course, people, to strive for real eco-
nomic security during retirement, for reasons outlined later. This
security would result from a tripartite cooperation consisting of (a)
direct governmental benefits from wage taxes through social secu-
rity, (b) employer-employee participation in retirement plans, and
(c) individual savings of current income until retirement.. With
reasonable provisions for benefits related to service prior to the start
of ERITD, the 20 percent deferral in addition to social security is
sufficient to provide a good level of retirement income at all salaries
even in light of the necessity for each two working years to support
one year of retirement.

2. Mobility of human resources. Probably no society in history
ever provided greater voluntary mobility of human and material
resources than does ours. In trying to improve still further, we must
identify and strengthen those areas where additional mobility for
advancement of our people is still needed-through broader educa-
tional opportunities, through new job availability in depressed
areas, and through elimination of barriers of all kinds to mobility of
our human resources.

One of the known rigidities in our society is the lack of immedi-
ate full vesting or at least early vesting in all too many of our
pension plans. This includes the de facto delayed vesting resulting
from the unit benefit formula incorporated in final salary pension
arrangements. If a person cannot leave a given job and seek one
where his particular abilities 'would be better used, there is an
economic, a social, and a personal loss. If the individual is-going to
have to forfeit a substantial amount of retirement benefits upon
leaving, he is a'good deal less free to leave. His present employer
has an inappropriate economic hold upon him. If he does decide to
leave and forfeit part or all of his accrued pension benefits, he
comes to any new employer as a pension liability. As such, he may
not be acceptable to a new employer. Underutilization of human
resources is the result.
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The proposed Earned Retirement Income Tax Deferral arrange-
ment would encourage earlier vesting. Corporations could exclude
from taxable income monies paid into a pension plan only if they
were allocated to and vested in a specific individual's accumulating
retirement account. This would encourage employers actually to
make such contributions and would also help the individual to
realize better than at present that the retirement plan means little
for him until vesting actually occurs. I

This would enhance the individual's interest in early vesting and
would encourage him to seek it as part of his employment opportu-
nities. But unlike the many current proposals for legislative action,
there would be no compulsion and no designation of a specified
type, term, or point for vesting. It would not establish a particular
minimum, which all too often turns into the "normal" or even the
maximum.

Mobility with assured benefits, of course, calls for full funding of
the vested bcnefits, .'hether they are left iri tihe previous employer's
plans until the individual's retirement or shifted over to the new
one.

Since neither the individual nor the employer would receive any
tax deferred credit until funds were actually paid in and ascribed to
the individual's account, the ERITD proposal would lead to in-
creased interest in adequate funding and a prevention of *even
indirect employer recapture of contributions made. Since the contri-
butions of each individual and the employer would have to be put
in individual benefit accounts, the individual immediately would
have an inducement to take an interest in the funding mechanism
and its effectiveness, which, in turn, would encourage more produc-
tive investment of pension funds and engender concomitant advan-
tages for economic development. The ERITD suggestion would not
in itself lead to adequate funding of all plans, but it would provide
a strong and yet flexible inducement to funding. It would help to
avoid "Studebaker" situations where persons involuntarily separated
from a company or industry in its waning years may now be
inadequately protected.

In forwarding these goals, the ERITD proposal can help bring
us toward a society in which our people have a greater freedom to
develop their talents fully either by staying in one job throughout
their careers or by changing from job to job as their own personal
development and job opportunities dictate.
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Social security provides full mobility without loss of benefits
among employments covering 90 percent of Americans. Private
pension plans have also been moving rapidly toward earlier vesting.
With encouragement, perhaps this objective can now rise to first
priority as more and more private pension plans accomplish the
initial job of providing retirement benefits for people who origi-
nally had no expectations and for whom no savings had been made.

Benefits that are fully and immediately vested in the individual
have been working effectively for 50 years in the field of higher
education. Now 250,000 educators at 2,000 educational institutions
are cooperating in the TIAA-CREF nationwide pooling of benefit
plans that give them full ownership of each year's accumulating
benefits whether they change jobs several times during their careers
or stay at one institution the entire time. And they are being
financed by 100-cent dollars; a nonprofit employer receives no tax
advantage from having a retirement plan.

There are also retirement systems such as unionwide plans, plans
covering ministers of given denominations, and Federal Civil Serv-
ice where opportunities exist for carving out an effective career
within a fairly broad range covered by the given retirement plan.
However, professional people frequently complain that the separate
employer plans found in industry and business work against mobil-
ity of chemists, accountants, engineers, actuaries, economists, law-
yers, and many of our most important brain-power resources.

3. Flexibility. At the present time there is a great deal of flexibil-
ity within pension arrangements. This; of course, may be because
pensions are not as strictly regulated as other financial organiza-
tions. -Savings banks, savings and, loan institutions, and commercial
banks are strictly and comprehensively regulated by law and by
supervisory authorities. And as a result, banks of about the same size
look pretty much alike. But in the pension field there is broad
diversity. There are funded and unfunded plans; there are fixed
benefit and ;there are defined contribution plans; there are plans
based largely on equity investments and plans based solely on
fixed-dollar investments; there are different plans for nonprofit
groups in the colleges, churches, and welfare- agencies; there are
insured plans and trust fund plans, and there is a wide variety of
retirement ages, eligibility provisions, and contribution levels. Bene-
fit schedules vary widely. So do the vesting provisions and the
adequacy of funding.
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And diversity is intensely to be desired. There should be flexibil-
ity across the economic cycle so that both society and the individual
building up retirement benefits can adjust well to periods of full
employment when compulsory retirement ages are being relaxed
and to periods of unemployment when they are being more strictly
applied. Experimentation with various methods of funding is also
good-variable annuities, split fu.9ding, separate accounts, and the
more traditional group annuities and trust fund plans.

The full advantages of diversity and pluralism can be most fully
realized by the individual if he is the participant, if clearly it is part
of his current compensation that is being set aside in an annuity
vested in and owned by him, if funds are actually being accumu-
lated by him and for him. And this is all part of the new ERITD
proposal. It would be a substitute, or alternate, to the currently'
discussed proposals for federal mandating of specific vesting, porta-
bility, funding, and participation requirements-moves that have-
commendable social objectives but which eliminate flexibility. The
greatness of this society of ours is related to the fact that it is
innovative, it is diverse, it is pluralistic; let us keep 'it that way in the
pension field, too.

4. Capital formation. There. have been various great waves of
capital utilization in this dynamic country.-Our earliest settlers effec-
tively utilized the virgin resources of a richly endowed earth; the
opening of the West carried the process forward; this was followed
by the Empire Builders, the power revolution, atiomatic machinery,
the electronic innovations. A most impressive source of private
savings to generate the next great capital goods revolution is private
pension savings. It is estimated that a trillion-dollar economy, which
we may reach in terms of constant dollars by the year 1975, will
require an additional 500 billion dollars of invested capital in the'
seven years between now and that time. Pension funds, which had
total assets of $2.4 billion in 1940, $12 billion in 1950, $52 billion
in 1960, and $94 billion in 1967 can provide a substantial portion
of this sum.

In this respect social security provides no capital formation for
the economy; it is essentially a transfer system that does not and
should not build up large reserves. The funds to pay benefits under
social security come directly from the current efforts of currently
productive people. Again, this is the way a nationwide governmen-
tal plan must be financed, and it is quite proper. But it is also
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proper, and exceedingly important, to have a substantial amount of
our benefits for old age provided through capital formation and
savings, giving individual rights and equity ownership for partici-
pants in addition to their socially determined benefits. It is in the
private sector that this can occur and that individuals and concerns
can set aside some part of the productivity of this generation to
support the people now working when they arrive at old age.

Capital formation is a crucial function of private pension plans.
Because this is so, the suggested ERJTD method of taxation with its
encouragement of private pensions and its emphasis upon full
vesting and full funding can assure the continuation and increase of
capital production. By emphasizing the importance and viability of
the private pension sector, ERITD can continue to keep this sector
strong and healthy and therefore productive of investment re-
sources. By encouraging employers to give the "investment posi-
tion" to the individual, the individual can take more interest in the
source of his retirement income and in supporting a healthy econ-
omy. This would include a better balance both for the individual
and for business as a whole in equity investments through greater
participation in variable annuity plans such as CREF.5

The mobility of these capital savings is also important. Some
restrictions still limit the range of pension investments. Some public
plans must invest fairly heavily in federal government bonds or in
tax-free municipal bonds. In some states, trust and life insurance
codes contain stringent limitations. Common stocks are still not
acceptable everywhere. But in general, capital is free to move, in
terms of invested savings, from industry to industry, as higher
interest rates and greater productivity beckon. Most of the pension
funds are large enough to be invested by professionals, skilled in
comparing investment opportunities, and thereby able to shift re-
sources efficiently among mortgages, bonds, and common stocks,
from company to company and from one section of the country to
another, "wherever the action is."

5. Enhancement of tripartite partnership. How would ERITD
enhance the tripartite partnership of public pensions, private pen-

5 College Retirement -Equities Fund (CREF) provides retirement benefits
based on investments in equities. CREF and Teachers Insurance and Annuity
Association are companion organizations, working together to provide retire-
ment and other benefit programs for educators. CREF is financially separate
from TIAA, with its own portfolio of investments and its own board of trustees.
Both organizations have the same limited-eligibility, nonprofit status, and the
same officers and staff manage both companies.
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sions, and personal savings mentioned earlier? The ERITD taxing
arrangement by setting a favorable climate for experimentation and
diversity will encourage the continuing vitality of private sector
pensions. The voters' liking for social security is well demonstrated.
If our people also really like private pensions and the direct oppor-
tunity to share in the productivity of the American economy, they
will be better able to achieve a reasonable balance between public
and private pensions and individual personal savings.

ERITD ENCOURAGEMENT OF GOOD TRENDS

It would perhaps be worthwhile now to analyze other aspects of
pension plan operations, present and potential, to see how the
proposed ERITD arrangement would affect them.

ERITD would help spread the full advantages of private pension
plan participation among larger numbers of Americans, especially
among younger workers. Years ago when the initial "qualification"
requirements were established by the Bureau of Internal Revenue
for private pension plans, the immediate objective was to eliminate
the sources of discrimination existing then. The qualification tests
helped spread out participation among a substantially larger group
of employees of each firm establishing a plan and to assure that the
benefit formulas for various salary patterns were in reasonable
balance. Since the initial demands upon a new pension plan are to
provide benefits for retiring and retired staff members, the initial
benefit formulas, participation -and vesting provisions, and actuali-
ties of coverage nearly always favor the older employees. The first
problem for the company is "to part in a socially acceptable man-
ner" with the oldsters. Again, as an interim objective this is fine. But
it only touches lightly upon the total potential of private pensions
for later generations.

In actual operation, final-salary, deferred-vesting plans result in
substantially better treatment for most older highly paid people of
whatever length of service, and the preference is especially great for
those of long service. The annuitycontributions to support a final-
salary-related benefit formula for an individual who has risen rap-
idly in salary can really be large. It should be noted that the
Internal Revenue Service does endeavor to eliminate discrimination
in operation and tends to look at a company's entire system of
qualified plans in determining whether discrimination exists.

Under the ERITD arrangement, a trend toward "defined contri-
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bution," or money purchase, pension plans would be encouraged.
Since no amount could be put under the tax-deferred arrangement
until it was vested and actually funded in the individual's name,
employees should take more substantial interest in the actual size of
contributions to their own pension account at various ages. Many
young employees might be exceedingly interested to find that under
their present unit benefit plans little or no money was being set
aside for their benefits, even though they were being assured that
they were "participating" in the retirement plan; they might be
disposed to move toward defined contribution retirement plans
providing employer contributions of a reasonably level percentage
of salary at all ages. This of course is a salutary move toward the
concept that retirement plan contributions are a part of current
compensation. And it encourages more equitable allocation of re-
tirement plan contributions among participants of various ages and
salaries, again helping to make private pensions mean something for
more peopre.

Dhe ERITD arrangement would encourage the direct participa-
tion of the individual's pension savings in the, investment experience
of the fund, including equity funding and variable annuities. At
present a commercial employer can have one set of tax-deferment
arrangements for its employees under a pension plan and a separate
set under its profit-sharing plan, with still a third set under bonus or
stock option plans. Goyernment employees of all levels, federal,
state, and local, and the entire nonprofit sector including churches,
educational institutions, charitable organizations, and a number of
organizations such as mutual savings banks and similar corporations
do not have available these other methods of setting aside money
for the retirement of their employees. In fact, there is considerable,
although unintended, discrimination against the nonprofit and gov-
ernmental employments solely beause of the structure of the em-
ploying agency and the resultant unavailability of these other ar-
rangements. Since a good deal of the world's work is-done by
governments and by the independent nonprofit sector, some better
balance in tax treatment for retirement income deferral and in-
creased availability of equity funding with the advantages going to
the individual, as is true for college teachers through CREF, would
seem to be good. Section 403(b), discussed later, helped to encour-
age individuals and nonprofit or governmental employments to use
good pension funding, including variable annuities, to achieve re-
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tirement security. But it could not redress the existing imbalance
caused by unavailability of profit-sharing and other such plans.

The total amount of tax shift forward or backward under the
ERITD proposal would require most careful study by experts.
However, several factors might be mentioned:

a) Much of the tax impact would be a matter of timing, not
ultimate amount. This is a tax deferment, not a tax avoid-
ance, program. Annuity taxation of the general kind now in
force could continue. Although certainly not a part of this
proposal, suggestions being made in some quarters for taxing
social security benefits and eliminating the double exemp-
tions for people over 65, would, if enacted, bring in sub-
stantial revenues.

b) The individual's owh conrtributions to annuities, now taxed
currently to him, would under the ERITID plan be taxed
when received as benefits during retirement. The present
heavy tax load carried by our younger productive members of
society just when they are trying to raise their families would
be more equitably distributed over their lifetime.

c) Insofar as the economy itself was strengthened by the saving
and investment-capital formation-made available through
pension plans, the ERITD proposal would help generate new
tax revenues.

d) The proposal's encouragement of financial security for all
our people would help reduce. the welfare tax load.

The proposal could eliminate otherwise duplicatory regulation
and supervision. Adequate public supervision is absolutely essential
in the area of staff benefits. Competent, effective, imaginative, and
flexible supervision-yes, tough and demanding supervision-is. a
must. But it is apparent also that the private pension world could be
circumscribed and stultified by multifold overlapping regulation in
coming years. The adoption of just the one structure of ERIT)
alone would minimize such a danger while permitting flexibility
and encouraging innovation in pension planning.

The current anomaly whereby employee contributions are taxed
currently to the individual and employer contributions are not,
would be removed by the proposal. The differential tax treatment
has, I believe, led to a slower growth of pensions, to lesser vesting,
lesser funding, and lesser benefit levels than would have been the



1688

case had employer and employee contributions been given equal tax
deferral treatment.

As to economic cost, economists can point out that the real cost
of a pension plan is shifted forward to the consumer, backward to
the raw materials producer, over to the employee, on to the em-
ployer, or backward or forward in time, according to the economics
of the particular competitive situation for labor, capital, materials,
and the end product. Differential tax treatment of employer and
employee contributions is not economically appropriate and would
be eliminated under the proposed plan.

The all-pervading orientation toward the, single-employer plan
could be greatly reduced under ERITD. The present approach is to
consider each pension arrangement solely in terms of the separate
employing unit. This, more than anything else, prevents really
strong developments toward mobility of pensions among employers.
Some markets for talent are national in scope, others are statewide,
others are local. The marketplace for certified public accountants is
different from that for production line workers, is different from
that for chemists, is different from that for construction workers.
But a given company, employing 10 or 100 or 100,000 people,
nonetheless sets up a retirement plan, choosing one among these
markets or some kind of a compromise in establishing its plan. This
is not always helpful. Under the ERITD arrangements, different
employees of one employer could be participating in different plans.

Experience in the Nonprofit Sector

A plan similar in certain respects to the ERITD recommendation
has been in effect in nonprofit and some government employments
since 1958. In that year, Congress enacted Section 403(b) as a
replacement for all that had gone before in the nonprofit world and
as a substitute for "qualification."

This alternate deferral-of-tax treatment for employees of non-
profit and governmental institutions is permitted only under the
strict limitations of Section 403(b) of the Internal Revenue Code,'

TINT. REv. CODE O 1954, sec. 403(b) sets up congressional criteria for
pension plans of nonprofit organizations and certain governmental units. An-
nuities purchased under this section must be funded, must contain specified
provisions, and must observe a limit on the amount of salary that can be used
to purchase an annuity with a deferral of taxation. This `exdusion allowance'
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which requires that all annuity contributions by the institution be,
among other restrictions: (a) kept within a statutory percentage of
the employee's salary (the 20 percent rule), (b) fully and immedi-
ately vested in the employee, and (c) fully funded through an
annuity contract.

The so-called 20 percent rule, while a more stringent limitation
in most respects than "qualification," has, even so, provided a good
climate for pension development in the nonprofit sector. As a result,
certain nonprofit employments have achieved a level of diversity
and innovation essential to their needs but not matched elsewhere.
To illustrate, let me describe one area where flexibility has been
characteristic-the college world.

The establishment of 403 (b) has given colleges and universities
a framework within which they can continue existing programs and
construct new programs, such as the invention of the variable
annuity through CREF, to meet their employment needs. The
exclusion allowance approach has made it possible for colleges and
universities to tailor a number of plans to accommodate to varying
situations. At Cornell University, for example, the central faculty
group participates in the Endowed. Colleges contributory TIAA-
CREF plan, certain other employees are members of the New York
State Employee Retirement System, another group, mostly staff and
maintenance employees, is covered by a noncontributory retirement

limit is 20 percent of current salary times years of service, less any employer
contributions which have been excluded in the past.

Government officials and legislators realized from the start that qualification
requirements established primarily to control corporate use of tax incentives
have little meaning when applied to institutions that meet their pension obliga-
tions without the incentive of corporate tax deductions, and therefore in 100-
cent dollars. The only question for employment in the not-for-profit educa-
tional and charitable sector had to do with the employee's tax status. In the
early 1930s, the Bureau of Internal Revenue held that a college's contributions
toward annuities for its employees were not currently taxable income to the
employee. This treatment was added to the Code in the 1942 amendments and
was continued in the 1954 Code. Then in 1958, Congress enacted a specific
"substitute for educational, charitable, and religious organizations for the 'quali-
fcation' required of industrial plans." This substitute is Section 403(b) of the
Code.

The criteria and approach of 403(b) not only meets the needs of these or-
ganizations more appropriately than would qualification but might well form
the approach for all pension plans. It does make sense for the colleges; perhaps,
modified appropriately, it might make sense for many or even most other em-
ployments. This is in many respects the recommendation for study presented
in this paper.
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plan, and some older staff mrnembers Blokd contnacts mssucd under a
previous plan, while still others participate in the Federal Civil
Service Retirement System. Multiplici4ty Yes indeed. To meet dif-
ferent needs of various em ployment groups.

CONCLUSION

We clearly are at one of those points in the history of private and
public pensions when important decisions will soon be made deter-
mining the future course of security for our older' people. As is
generally true at suich times, the temptation will be to follow the
same paths as in the past, erecting additional structures on top of
existing ones, without a central objective and without taking full
account of the changes that have occurred, both within the private
and within the public benefit plan sectors.

It is inconceivable that the ERITD suggestion is the answer to all
problems. Purthermnore, it is not worked out in enough detail to
answer all questions, and some of its aspects unquestionably could
be improved on or perhaps scrapped. The purpose of this paper and
the extensive presentation of a new proposal, Earned Retirement
Income Tax Deferral plan, is to stimulate discussion regarding
fundamnental issues. It does not matter so much whether an eventual
plan might take the ERITD approach or be thought through to a
different arrangement, just so that whatever is done reinforces the
strengths and avoids the mistakes of the past and produces a
salutary climate for the future.

This will permit advancement of a "people-pensions" approach,
a pluralism in provisions, a climate for innovation, and diversifica-
tion in investments that is the true strength of the private pension
world. This strength will find expression in the private sector's
ability to provide the individual with his own pension rights directly
related to his own productive efforts in the economy; its ability to
generate his benefits directly from that same productive A-merican
economy; its provision for flow-through to the individual of the
vitality of our private enterprise system.
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ITEM 2. PREPARED STATEMENT OF EDWIN SHIELDS HEWITT

My name is Edwin Shields Hewitt. I am a partner in Hewitt Associates, a

firm of consultants and actuaries helping organizations find answers to

problems related to employee compensation, including retirement plans

and other employee benefits. Participating with me is my partner, Mr.

Thomas H. Paine from New York and my associate, Miss Pearl E. Charlet,

our Manager of Research.

I have previously appeared by request before the Subcommittee on Retire-

ment Income of this Special Committee on Aging at hearings held on

July 13, 1961 and on March 4, 1965. I served as a member of the

Secretary of Labor's Committee on Pension Costs and the Older Worker

in 1956.

Prior to joining the organization in 1954, Mr. Paine was with the Bureau

of Labor Statistics of the Department of Labor where he co-authored a

series of reports on Employee Benefit Plans Under Collective Bargaining.

He was a member of the staff of the President's Committee on Retirement

Policy, which prepared recommendations on amendments to Government

retirement and insurance systems. He served as a consultant to the

Inter-Agency Task Force on Private Pension Plans in 1967 and 1968, as a

member of the Labor Department's Committee on Disclosure Forms re-

vision in 1964 and 1965, and as a member of the Secretary of the Treasury's

Advisory Committee on Integration of Pension Plans and Social Security in

1967 and 1968.

Miss Charlet, in addition to participating in the preparation of materials

presented to the Subeommiltee on Retirement Income, prepared a paper
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for the compendium of papers published by the Joint Economic Committee

of Congress in 1967 and served on the Advisory Committee assisting

Dr. Schulz in the preparation of the background paper for these hearings.

She prepared materials in Exhibit A and other-sections of the working

paper dealing with the potentials for expansion of coverage under the

private pension system.

We sincerely appreciate the opportunity to appear here today and discuss

the role of private pensions as an income source for our older citizens.

We appreciate the fact that this Special Committee has the foresight to

review and to contemplate some of the broad basic issues involved in

financing old age. Too often philosophic decisions which should be con-

sidered as part of a long-range policy are swept up in a current contro-

versy over the merits of some specific piece of legislation, with the un-

happy result that we must then live with any short-sighted decisions that

may have been made.

I have read with great interest the working paper prepared for your Special

Committee by Dr. Schulz. I should like to address a few comments to

several specific points made in the paper concerning:

1. The role of private pension plans
2. Conflicts in plan purposes
3. Myths concerning pension plans
4. Private pension benefit levels
5. Private pension coverage - potentials for expansion
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1. The Role of Private Pension Plans

Dr. Schulz's paper focuses attention on the three-way choice we face in as-

suring adequate income in old age. What, he asks, should be the respective

roles of individuals through private savings, private industry through private

pensions, and government through public pensions?

Perhaps fundamental to defining the role of private pensions is some agree-

ment as to what these plans are supposed to accomplish. Are they "second

layers of protection" to be evaluated as an adjunct to social security? Are

they instead methods of tailoring retirement income to the needs of particular

individuals and groups?

We must start with a recognition that public and private pensions are two dif-

ferent types of programs, with different purposes, methods of financing, and

benefit characteristics. Each has its role to play. Each should be judged on

the basis of whether it justifies its role.

Tne federal social-insurance program has the-following characteristics:

1. It is almost universal in application and generally compulsory.

Because it is, it provides fully portable benefits as workers

move from job to job.

2. It is work related in benefits and contributions. Entitlement

is based on past employment and the amount of benefits is

related to past earnings. It has no means test.
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3. It is contributory and financed through a payroll tax divided

equally between covered employers and employees.

4. It is not advance funded. Income through taxes is almost

equally balanced by outgo through benefit payments.

The federal social insurance program provides the basic level of retirement

income for almost the entire work force. It needs to be continually appraised

to assure that its benefits are sufficient to meet its basic role. This could be

defined simply as providing the level of income needed for an individual or an

elderly couple to maintain a modest standard of living during retirement. The

benefit should be large enough to allow this modest goal to be reached even if

the individual has no private pension plan benefit. It should not be much larger,

since there comes a point beyond which it is uneconomic to allocate additional

resources from the working population to transfer to the retired group.

If these are the basic parameters for the federal social insurance system,

they imply that the system needs to be appraised periodically to see that it

continues to fulfill its proper role. We should expect that with continued in-

flation in prices and compensation rates there will be revisions in social secu-

rity benefit levels and wage base. This might be done by periodic amendments

enacted by Congress or by some automatic mechanism as suggested in the

Administrations current bill. But one way or another, the job should be done.
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If federal social insurance does meet this goal, the role of private pension

plans can be better defined.. Perhaps we can start with some suggestions as

to what private plans are not:

-- They are not universal. Nor is it practical to suggest that they

ever will be. Nor is there any compulsion that they should be

if social security is, by itself, sufficient to provide basic needs

during retirement.

-- They are not uniform. Since they result from decisions made

in the employer/employee relationship, it is understandable

that pension plans should differ just as much from one to another

as other parts of compensation--wage levels, vacations, pre-

mium pay practices, etc, There is no "gnod" or "had" label

that can easily be applied.

-- They are not public. They should not be judged by the extent to

which they resemble social security in such characteristics as

portability and minimum benefit guarantees. Certainly anti-

public behavior by a pension plan in the form of discrimination

among employees should be-prevented. Beyond that, however,

the private character of these plans should be recognized.

If private pension plans should not be judged by the extent to which they are

universal, uniform, and possessed of public characteristics, what should we

expect of them? What can we count on them to do?
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We can start by recognizing that contributions to a pension plan are a form

of compensation. This may be shared by all members of the group, such as

in a money-purchase plan or a profit sharing plan. Or the plan designer may

establish a priority order as to who in the group receives the proceeds from

these contributions. By establishing different methods of allocation, private

plans can accomplish such goals as granting past service pensions, updating

benefits to offset past inflation, and providing pensions for widows of employees

who die in service.

In fact, it is extraordinary how flexible an instrument for providing adequate

security protection that private pensions have proved to be in their relatively

short life to date. This flexibility has been felt in two dimensions:

First, in their ability to adapt to differing needs. It is possible to

look at the variety of pension provisions that exist and dismiss it as

the result of the tugs and pulls of various employee and employer

pressures. But very real differences in security problems exist.

The risk of disability may be present. Retirement at an earlier

age than 65 may be necessary or desirable. An older work force

may require past service credits. A younger group may prefer

individual account accumulation. The variation for important, legiti-

mate reasons should not be understated.

Second, private pensions have exhibited amazing flexibility between

different periods of time. The initial job of most plans is to con-

centrate on retirement income for the older worker; hence the
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importance of past service and low incidence of provisions for vesting

and widows' income. As plans become better funded, they branched

out into other areas. Variety has increased as plans have been able

to spend more money and attention to tailor-made benefits to meet

specific needs. Currently, for example, many plans are wrestling

with such problems as inflation protection, death benefit needs, and

supplemental arrangements for employees' long-term savings.

These two elements of flexibility--among plans and over time periods--demon-

strate the role that private plans should be expected to play in the provision of

old age income. They are compensation payments which allocate money to

where it will do the most good.

The fundamental old age income policy which the country should continue to

maintain is that of a dual system of protection. Federal social insurance is

the basic layer--universal, uniform, providing by itself necessary amounts

of income to maintain a modest living standard. Private plans consist of a

supplemental layer--individually tailored, flexible, and responsive to changes

in needs of the work group covered.

It is not possible for either the public system or private plans to do the whole

job in an efficient, economical way. Private plans can't be universal or a

basic layer of protection. A public system can't be as flexible and as change-

able over time as private plans.
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A final conclusion is that we cannot judge the merits of.one of these forms of

protection by the standards that apply to the other. Social insurance should

not be criticized because it isn't tailor-made to specific situations and is not

funded. Private plans should not be castigated because they are not universal

and fully portable., We can develop sensible policy toward retirement income

arrangements only when we clearly understand the differing purposes of pub-

lic and private plans. Fundamental to this understanding is the recognition

of the permanent value of a dual system for the assurance of old age income

in this country.
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11. Conflicts in Plan Purposes

Let me preface my comments by saying that the existence of conflicts

in pension plan purposes is a perfectly normal phenomenon. Hardly

any aspect of our society is devoid of conflict. The important thing is

how we go about resolving those conflicts that do exist.

Three of the conflicts cited appear to be largely a matter of internal

priorities to be resolved within the employee-group itself.

The first conflict is the difference in preferences between employers

and employees about flexible retirement and the age of retirement. We

suggest that the conflict should be rephrased to read "who should de-

termine the time of retirement. " The employee naturally would prefer

to make his own decision in this matter. Although many employers

would like to leave the retirement decision to each worker, few can do

so, primarily because the question of retirement timing also brings the

interests of younger and older workers into conflict. Employers gener-

ally feel they must exercise some degree of control over the retirement

decision in order to manage effectively the manpower needs of the business

and to adjust to changes in labor market conditions.

The remaining two conflicts are almost exclusively among members of

the employee group. These are: a) the differences between older and

younger workers regarding the priorities of benefit levels and credit

for past service versus vesting provisions and b) conflicts over allocation

of the total pay package.

32-346 0 - 70 - pt. lOB - 9
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The resolving of these two conflicts, together with the question of retire-

ment age, is accomplished in decisions relating to plan design and specifi-

cations. Since these are the primary areas in which employers and/or

collective bargaining agents stand accused of depriving individuals of their

freedom of choice in pension matters, we believe it might be illuminating

to this Special Committee to sketch briefly the decision-making process

that typically occurs in arriving at those details of a pension plan that

establish the priorities of employee interests..

Ideally, the first step an employer takes in designing a retirement program

is to develop a set of broad goals and objectives that the program is ex-

pected to accomplish. Examples of such objectives might include, the

following:

1. To be competitive in the local labor market.

2. To provide a form of tax-deferred compensation.

3. To provide a systematic method for removing workers

who become unproductive because of old age.

4. To provide a vehicle through which employees can par-

ticipate in providing for their economic security needs.

5. To develop a program within the financial capacity of

the business.

These are, of course, only a few of the objectives that employers might

have in establishing retirement plans.
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The second step in designing aipension plan is a review of the characteristics

of the employee-group, such as age, service, sex, turnover, earnings,

nature of.work, and any other factors that might affect the security needs

of the employee group. This review alone will tend to define areas of

potential priorities.

Third, the employer must become acquainted with the limitations imposed

on his decision-making by laws, rules, and regulations dealing with the

requirements for tax qualification.

Fourth, if a collective bargaining agent is involved, the plan must be negoti-

ated. In most cases the union will make known its- goals and demands re-

garding plan specifications which wiii reflect its own decisions as to the

priorities of the interests of its membership.

At this point, the employer is ready to begin making tentative decisions

keeping in mind his own objectives and financial abilities, those character-

istics of the work group that would influence plan design, the limitations

imposed by tax law, and the demands of the union if one is involved.

Few employers are in a position to ignore the cost effects of a retirement

plan. Therefore the priorities concerning who gets what and when are

usually resolved within the over-all framework of cost considerations.

The initial cost/benefit decision area involves the question of whether

pension -priorities are to be determined within some dollar limit that em-
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ployees (and their representatives) are willing to divert from current

compensation or whether employees are willing to channel a larger share

of pay into pensions in order to satisfy a greater range of benefit needs.

The following illustration may serve to clarify the cost/benefit decision.

Illustration 1. Priorities vs. Pay Allocation

TOTAL PAY TrOTAL PAY

CASH PAY

PENSIONS

Priorities determined
within fixed cost

CASH PAY

'PS tS

Cost determined
by priorities

-
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Assume that an employer and a union are negotiating a plan where the

financial commitment is agreed upon and the priorities must be defined

within that dollar limit. Who gets what and when?

The entire amount could be reserved for retirement benefits at age 65,

or for actuarially equivalent benefits at an earlier age. Or a portion

of the retirement benefit could be diverted to provide disability benefits,

vesting, survivors' benefits, full unreduced benefits at an earlier age,

or even full portability of pension credits. But each such benefit se-

lected would reduce the amount of benefit that would be available for

regular normal retirement at age 65. Illustration 2 shows how each

dollar of pure retirement benefit for a typical employee group might

be reduced by the election of additional priorities. (It should be kept

in mind that the amount of benefit reduction caused by election of

the various priorities will differ among employee groups to reflect

the characteristics of each group, such as age, service, turnover, etc.
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Illustration 2. The Cost of Priority Benefits in a Pension Plan

-- in terms of Retirement Income Reduction

$1. 00
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1. Retirement only

2. ( 1) plus vesting after 10 years of service

3. (2) plus disability after 10 years of service

4. (3) plus spouses, benefit at death after age 55 and 10 years of service

5. (4) plus full retirement benefit at age 60

6. (5) plus portability from 0 - 10 years of service
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Next let's assume that an employer and a union are negotiating a pension

plan where the level of retirement income at age 65 is agreed upon, but

where certain additional options are also desired by the union.

Here the question becomes one of additional cost, which must be diverted

from the total- pay package for allocation to pension priorities. Which

options, 'if any, is the employee group willing to buy at the price of

less cash pay? Or the employer willing to absorb as an additional com-

pensation cost? The cost of adding priority benefits to a basic retire-

ment benefit for the same typical group of employees is shown in

Illustration 3.



1706

Illustration 3. The Cost of Priority Benefits in a Pension Plan

-- in Additional Funds Allocated to Pensions.
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4. (3) plus spouses' benefit at death after age 55 and 10 years of service

5. (4) plus full retirement benefit at age 60

6. ( 5' plus portability from 0 - 10 years of service
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These examples are greatly oversimplified for the purpose of illustrating

how the employer, or the employer and the bargaining agent, will weigh costs

against benefit priorities in their decision-making process. Their process is

not dissimilar to the process followed by legislators in resolving the conflicts

of priorities that exist in determining the benefit structure of the social

security system.

It should be kept in mind that the decision-making process is never finalized

but merely hesitates for a period of time. Traditionally both workers and

employers have tended to give priority to retirement income during the

initial years of a plan. Once retirement benefits reach an acceptable level,

other priorities receive increased attention. This same process was followed

in the development of the social security system. The historical route to

pension maturity tends to follow a common course of priorities starting with

retirement income adequacy, followed by the addition of disability, vesting,

survivor benefits, and unreduced pensions at earlier ages. Along the way,

eligibility standards for benefits tend to become relaxed and retirement

income levels adjusted periodically to reflect wage trends.

A fact frequently not recognized is that private pension plans are still a

maturing institution. They are growing rapidly, but the rate of maturation

differs among individual companies and among industries.
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111. Pension Myths

I should like to comment briefly on several of the myths described in the

working paper prepared for your Special Committee and to offer a few

pension "misconceptions" of my own.

Myth 1 says that private pensions are a product of the free choice of

workers in negotiation with management and are more compatible with the

ideals of freedom than compulsory public pensions.

The "free choice of workers" in pension matters is limited as much by

restrictions imposed on private plan design by the Internal Revenue

Service as by power blocs or special interest groups either within

unions or company work forces. For example, plans must be designed

around these IRS limitations: death benefits must be only "incidental";

integration rules impose benefit limits; employer contributions are subject

to specified limits; benefits may not be based on average pay over periods

of less than five years; benefits must be "reasonable"; employee con-

tributions are limited; etc. etc.

Within the limitations imposed by requirements for tax qualification,

employees do have a few options that they may exercise individually. In

the matter of benefit payments, it is common practice to permit the

individual some flexibility of choice within the "actuarial value" of his
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earned benefit. This freedom of choice by the employee usually becomes

evident after he has attained eligibility for early retirement. Usually

he can retire early with a pension of equivalent actuarial value, and

sometimes at early retirement age he is offered a choice of converting

a portion of his future pension to provide a death benefit if he should die -

before retirement age. At actual retirement he almost always has the

option of continuing part of his pension to a surviving spouse by accepting

a reduced benefit during his lifetime.. -

Options permitting diversion of part of a pension benefit into a variable

benefit amount are becoming increasingly popular. Such options involve

converting part of a fixed benefit into an equity benefit in the expectation

that investment return will keep pace with the cost of living.

Another approach to permitting greater employee choice in matters involving

his retirement income is evident in the adoption of employee savings plans

as supplements to basic pension plans. Each employee decides whether

to contribute or not. Frequently he is offered a choice of decision regarding

the amount of his contributions, the inivestment of his contributions, the

time of payout of his and employer contributions (whether short-term or

deferred to retirement), and the manner in which his benefits are to be paid.

It is important to observe that his voluntary contributions are from after-

tax income.
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Myth 2 states that "while social security must ever remain a monolithic

uniformity, private pension plans are flexible and can be tailor-made

to meet differing situations and conditions."

The fundamental objective of the social security system is to assure a

basic minimum level of benefit under specified conditions (i. e., old age,

disability, and death) to a maximum number of workers. Such an objective

could only be accomplished under a compulsory system where receipt of

benefits is based on criteria other than input of funds. Freedom of the

individual to elect participation and benefit rights has to be submerged in

the greater social need for some universal degree of minimum protection.

The accompanying statement that private pension plans are flexible and

can be tailor-made to meet differing situations is a myth only to the

extent that such plans are circumscribed by limitations imposed for tax

purposes. Viewed in comparison to social security, there is a wide range

of choices available even within the confines of tax qualification requirements.

Myth 4. "The current large number of workers covered by private pensions

and the high incidence of some kind of vesting protection will cause a

significant improvement in private pension benefits for future retirees.

This myth contains a contradiction within its language. The "high incidence

of vesting" may result in more persons receiving pensions in future years,
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but it is more apt to depress future benefit levels than to raise them.

The reduction in retirement benefits resulting from the addition of

vesting was shown in Illustration 1. Unless vesting is acquired by

diversion of additional funds to the pension program, it would generally

result in a redistribution of a predetermined number of dollars to a

greater number of people.

Some Pension Misconceptions

1. Private employers receive substantial tax subsidies on funds they

contribute to retirement plans; therefore, private plans should

conform to standards of public interest.

Companies do not establish anid maintain retirement plans because of

tax advantages to the company. The same tax deduction would be per-

mitted for the same amount of money paid. in wages. Employers are,

however, influenced by the fact that money put into a pension plan

is not taxable to his employees until they receive it in the form of

benefits.

Since the tax subsidy ascribed to private pension plans is actually a

tax deferment benefitting individual participants, the same "subsidy"

is also enjoyed by members of public employee plans. 'It could be argued

with some logic, however, that employer contributiohs to the social

security system enjoy a true tax subsidy, since the benefits they purchase

are tax exempt when received.
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2. The social security system provides greater protection to workers

than private plans because social security is vested.

Benefit vesting does occur after 40 quarters of coverage, or earlier

if a covered worker reaches retirement age, becomes disabled, or dies

under the qualifying condition. And, of course, eligibility for vesting

can be acquired during the course of employment with numerous employers.

The vesting of contributions, particularly employee contributions, is an

area of significant difference between private plans and social security.

Employee contributions to private plans are always 100% vested, usually

with interest. Employer contributions to money-purchase-type plans

(including profit sharing and savings plans) usually vest after a specified

period and at death, disability, or retirement. Contributions to social

security, however, never vest. Unless a worker meets one of the conditions

for benefit eligibility, there is no return of funds. Technically speaking,

both employee and employer contributions to social security are a payroll tax.

3. Private pension plans are not adequately funded to provide the benefits

they promise.

At the end of 1967 private pension funds had sufficient assets on hand to pay

benefits at 1967 rates for 25 years. The Civil Service Retirement Fund

could make benefit payments for 9. 6 years, and the OASDI fund had 1. 2 years

of benefit funds on hand.
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IV. Pension Benefit Levels

Private pension levels are far more than they were when we first appeared

before this Committee in 1961 and again in 1965, and they are increasing

constantly. Today they are producing more actual income that is assumed

by many critics. With the continuing growth of benefit levels and funding

for benefits, they will approach a level of adequacy in the future as

measured by the percentage of spendable working income replaced.

The adequacy of benefit levels has been questioned by some students of

private pensions, primarily because of the absence of meaningful data.

The point has been made that many of the studies to date are either limited

in scope or are based on unrealistic assumptions.

We invite your attention to a source of information on pension levels that

may shed some additional light on this question. The source is pension

and annuity amounts reported by individuals on their federal income tax

returns. This data source (which is published annually by the U. S.

Treasury Department) is extensive and does not require the use of a

number of assumptions for interpretation. All we need to know is what -

kinds of pensions and annuities are included and what kinds are not.

Since amounts reported on income tax returns represent only the taxable

portion of pension and annuities, such amounts will include:
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1. Employer-paid pensions

2. Employee-paid pensions, but only those amounts over and
above actual employee contributions

3. Individually-purchased annuities, but only those amounts
over and above actual cost of the annuities.

The amounts reported as pensions and annuities do not include:

1. Employee contributions to pension plans

2. Lump-sum distributions from qualified pension, profit
sharing, stock bonus, and annuity plans (these are re-
ported elsewhere on income tax returns)

3. Cost or investment in individually-purchased annuities

4. Death benefit exclusions under survivors' pensions if
employee dies prior to retirement

5. Sick pay exclusion prior to age 65 under disability pensions

6. Social security

7. Old Age Assistance

8. Veterans pensions

It should also be kept in mind that amounts reported for income tax purposes

include public employee pensions. . .

Table 1 on the following page shows the extent of pensions and annuities

reported by taxpayers of all ages at 5-year intervals since 1952. These

would include early retirement and disability pensions as well as old age

pensions. The dollars reported are only the taxable portion of pension

income.



Table 1. Pensions and Annuities Reported on Federal Income Tax Returns by All Taxpayers

W.1

C,

Number of returns with pensions
Increase over preceding period

Amount of pensions reported
Increase over preceding period

Average pension per return
Increase over preceding period

1967

2, 503, 296
63%

. 1962

1, 533, 963
67%

1957

920, 441
45%

1952

634, 881

$5, 046, 015, 000
117%

$2016
33%

$2,322,493, 000
104%

$1514
22%T

0

$1, 140, 021, 000
95%

$1239
35%

$583, 811,000

$919

Joint Returns
Number
Amount of pension
Average per return

Separate Returns of husbands & wives
Number
Amount of pension
Average per return

1, 529, 491
$3, 378,626, 000

$2209

891,465
$1, 485, 872, 000

$1667

An43, 254
$76,644,000

$1772

Not Available

Heads of Household Returns
Number
Amount of pension
Average per return

69, 932
$130,618, 000

$1868

Not Available

Returns of Surviving Spouses
Number
Amount of pension
Average per return

7, 286
$7, 921, 000

$1087

Not Available

Returns of Other Single Persons
Number
Amount of pension
Average per return

853, 333
$1,452,206,000

$1702

548, 358
$703, 534,000

$1283
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The most impressive evidence revealed by Table 1 is the significant progress

made in a relatively short period of time. In the 15-year period, 1952-1967,

the number of persons reporting taxable pensions and annuities increased

nearly fourfold. Total dollars increased nearly nine times, and average

amounts per return more than doubled.

Turning now to the older segment of the population, Table 2 shows the actual

pensions and annuities reported in 1967 and 1962 on returns with at least one

taxpayer age 65 or older.

Table 2. Pensions and Annuities as an Income Source in Old Age

1967 1962 Increase

Number of returns with pensions

Approximate number of persons
Age 65 and over'

Percent of population age 65 and over

Amount of annual pension
Annual pension per return
Annual pension per age 65 exemption

1, 807, 053

2, 318, 449

12.3%

1, 146, 756 58%

1, 479, 315 57%

8. 5%

$3, 803, 974, 000 $1,805, 808, 000
$2105 $1575
$1641 $1221

111%
34%
34%

Pensions as a percent of total
adjusted gross income 9. 1% 6. 5%

Note: Table 2 includes the taxable portion of pensions and annuities included in
gross income on tax returns with at least one taxpayer age 65 or over.
Institute of Life Insurance reports benefit payments from individual an-
nuities were $463. 8 million in 1967 and $372. 1 million in 1962. If it is
assumed that such payments were reported by older taxpayers in the
same ratio as total pension payments and that approximately.25% of
such payments represented taxable income, individual annuities would
account for about 2-1/4% of total pension and annuity income reported
by.older taxpayers in 1967 and 4% in 1962.
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The average pension per return is only slightly higher than reported for

the entire population in both years. This results largely from the fact

that over 75% of all pensions and annuities are reported on returns with

at least one taxpayer age 65 or over.

A substantial portion of the individuals reporting pension income also

received social security benefits. At the end of 1967 nearly 11 million

retired workers age 65 or older were receiving benefits, averaging

slightly more than $85.00 monthly. Nearly 2-1/2 million wives of re-

tired workers were also receiving benefits at half the average rate of

their husbands. Fewer than 10, 000 husbands of retired female workers

received benefitr. Even at average rates, older couples could have had

$1, 530.00 additional annual income and single persons perhaps an ad-

ditional $1, 000. 00.

If we assume that all taxpayers age 65 and over who report pensions and

annuities are also receiving social security benefits, the value of these

benefits translated into tax return classifications would-result in extra

income of about $908 each year for every age 65 and over taxpayer, or

$1164 for each tax return filed.

A final illustration from tax return data shows a classification of the

older population by tax and pension status.
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Illustration 4. Tax and Pension Profile of the Older Population in 1967

Number of Persons Tax and Pension Status

18, 802, 000 Total population age 65 and over

8, 419, 322 Filed income tax returns

4, 994, 864 Paid income tax

Of these
1,410, 503 received pensions averaging $1920

for each person age 65 or over; or
$2463 for each taxable return

. . . . . . . . . . . . . . I. . . . . . .

3,424, 458 Paid no income tax

Of these
907, 946 received pensions averaging $1207

for each person age 65 or over; or
$1549 for each nontaxable return

1, 900, 000 Were claimed as "dependent parent"
exemptions

300, 000 (approx.) Were claimed as "dependent grand-
parents, aunts, uncles, etc."

10, 619, 322 Were represented on federal tax returns
8, 482, 678 Were not represented on federal tax returns



1719

Data from federal tax returns can provide infinitely more information re-

garding the financial status of the older population than shown here. Our

purpose is served, however, by tracing the growing importance of pensions

as an income source in old age and by showing that when pensions are a

source of income, they are producing increasingly significant amounts.

The rate at which private pension plans are growing is also evident from

developments during the 1960's among pension leaders. For example, the

retirement income pattern of hourly workers in the auto industry illustrates

this progress toward maturity. The table below indicates the monthly in-

come from company pension and social security for a worker retiring at the

beginning of each year in the past decade together with the monthly income

each worker would be receiving in January 1970. Benefit amounts assume

each worker retired at age 65 after 35 years of service and that base pay

was equal to or in excess of the social security wage base in effect.

Table 3. Retirement Income in the Auto Industry 1960 - 1970

Year of Benefit at Retirement Benefit January 1970
Retirement S/S Pension Total S S* Pension Total

1960 $ 119 $ 84 $203 $166 $170 $336
1961 120 84 204 167 170 337

1962 121 98 219 168 184 352

1963 122 98 220 170 184 354

1964 123 98 221 171 184 355

1965 132 149 281 171 184 355

1966 133 149 282 173 184 357

1967 136 149 285 177 184 361

1968 156 184 340 179 210 389

1969 161 210 371 185 210 395

*Includes 15% increase approved under 1969 Amendments.
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Auto industry pension plans have matured to the point where they are supple-

menting social security to provide a substantial portion of pre-retirement

spendable income, together with providing vesting, disability, early retire-

ment, and survivors' benefits. Single hourly workers have about 70% of

their spendable earnings replaced, and married workers with wives who

are eligible for social security have about 77% of spendable earnings replaced.

These replacement levels of the combined company pension and social security

are for workers earning $4. 00 hourly at the time of retirement and are re-

lated to that pay rather than to a final average pay during the last five or

ten years.

If the historical pattern of "follow the leader" in pension matters continues,

we can expect many more plans to be generating income that will supplement

social security at 70% levels within the next few years. And we can further

anticipate that benefit forms and eligibility conditions existing only among

today's leaders will be adopted by the followers.

The rapid acceleration toward maturity that has occurred in the recent

decade is reason to question whether efforts to improve the private pension

system should not be directed toward devices that will extend coverage

rather than to measures that risk disrupting the current growth pattern.

At the present rate of maturation, the private system may well outgrow

any need for some of the legislative changes being considered.
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Our concern should not be with the private pension system as it has de-

veloped to the present time in covering members of the work force. It

is doing a good job and likely will continue to do so in the future if it

maintains its present direction and momentum. Our concern rather

should be with the inapplicability of the present private pension system

to a large portion of the population who are not employed in industries

and jobs where private pensions are being substantially developed.

Our attention should rather be focused on those areas where pensions

are not an appropriate part of the employer-employee relationship

and where we have no adequate tax incentives to encourage their de-

velopment.

It would seem that a primary concern of long-range planning for the

economic well-being of older citizens is finding the means for increasing

the portion of those who have pension income.

At the end of 1967 about 47-1/2% of the total labor force had retirement

income coverage. Tax returns for that year show pensions as a source

of income for 12.3% of the age 65 and over population--and some unknown

percentage also received retirement income resulting from lump-sum

distributions from retirement plans, which was reported on other sections

of their tax returns. (Unfortunately, income tax returns do not permit

analysis of this type of retirement income, which generally would be

reported as a capital gain in the year of receipt. In subsequent years,
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income from invested proceeds would be reported as interest, dividends,

rents, etc.)

We do know, however, that pensions and other forms of retirement income

programs cannot produce income in old age if coverage does not exist

during the working years. We also know that there are segments of the

labor force where prospects for pension coverage are minimal, as outlined

in considerable detail in the working paper.
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V. Private Pension Coverage--Potentials for Expansion

Expansion of private pension coverage is vital, and we believe the time is

appropriate to consider new measures to accomplish the desired expansion.

We suggest consideration should be given to the encouragement of voluntary

saving for retirement, either through individual saving or employee group

saving. Such encouragement could be expressed by extending tax deferment

to funds saved for retirement beyond the scope of the present deferment

granted only to employer payments to qualified retirement plans.

In effect we are proposing a universal system for private retirement income

accumulation which would permit every working taxpayer to exempt from

current taxes a portion of his earned income if it is held or invested in a

bona fide retirement income arrangement. The portion of income exempt

would take into account payments made on behalf of the taxpayer by his

employer (as currently permitted), payments made by the taxpayer to

employer-sponsored plans (not currently permitted), and payments made

by the taxpayer to any approved retirement income arrangement (not

currently permitted except under tax-sheltered annuities available only to

employees of certain tax-exempt organizations).

A universal private retirement system would offer a solution to the major

deficiency of the present system; namely, its apparent inability to achieve

broad coverage. Adoption of a universal system with the tax privilege

related to the individual taxpayer rather than limited to application through

the employment relationship would appear to lead to the natural achievement

of the goals of flexibility, freedom of choice, portability, vesting, and funding.
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ITEM 3. PAUL JACKSON, ACTUARY, THE WYATT COMPANY,
WASHINGTON, D.C.

THE WYATT CO.
ACTUABIES AND EMPLOYEE BENEFIT CONSULTANTS,

Washington, D.C. March 31, 1970.
U.S. Senate,
Special Committee on Aging,
Washington, D.C.

GENTLEMEN: At the public hearing, February 18, 1970, on Pension Aspects
of the Economics of Aging, Dr. Schulz asked for the source of Mr. Griffin's
projections as to the extent of private pension coverage and size of pensions
by 1980.

First off, it should be noted that an actuary hardly needs a survey (public
or private) to prepare forecasts, since his primary function is to make long
range projections. A good actuary can make long range forecasts with con-
siderable accuracy if he is experienced in the field to which his estimates
apply. The forecat in Mr. Griffin's prepared statement was "that the average
per capita pension payable under private plans will have increased to be-
tween $2,500 and $3,000 per annum (by 1980), if present trends continue".
This estimate was qualified by "subject to the political and economic climate
for private pensions during the next decade". Furthermore, the estimate ap-
plies to benefits payable to retirees of 1980, rather than to the total .of all
benefits payable from private pension plans divided by all recipients in 1980.
Because of the periodic updating of benefits, the estimate of benefits payable
to current retirees is a far more pertinent measure of the progress made under
private pension plans than the aggregate average.

As to method, Mr. Griffin based his estimate on intimate knowledge of a
broad spectrum of retirement plans, coupled with the rates of increase in
benefits which are currently being experienced. Essentially, three basic types
of formulas and levels of benefit commonly found today were separately ap-
plied to pay rates and length of service, where applicable, to obtain an average
pension for a 25-year employee; and, after weighting these three types, the
average payable in 1980 came to $3,200. Independent estimates made by three
other actuaries produced figures of $3,500, $3,600 and $2,500 to $3,000. Like
most actuaries who are conservative by nature and try to avoid overstating
their case, Mr. Griffin rounded off well on the low side and used the range
$2,500 to $3,000.

Dr. Schulz indicated that Mr. Griffin's projections conflicted with other
projections he was familiar with, which had been done by Government Com-
mittees. It would probably be necessary 'to analyze the basic assumptions
underlying such other projections in order to determine just why they appear
to conflict with Mr. Griffin's projections. Personally, I am inclined to the view
that Mr. Griffin's estimates are well on the low -side, even assuming a stable
economy and the expressing of the benefits in terms of dollars having con-
stant purchasing power. . . -:

A second question raised by Dr. Schulz was Mr. Griffin's reference to cer-
tain ground rules with regard to minimum vesting standards. Although Mr.
Griffin made the statement that "most persons . . . would be willing to accept
some 'ground rules' in the nature of minimum vesting standards", he did not
mean to imply that there was any magic number on which 100% agreement
could be reached. As a matter of fact, being opposed by nature to telling
others what is good for them, Mr. Griffin has indicated that such ground rules
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should be set through the democratic process of debate and compromise. Em-
ployers have diverse viewpoints on the question, just as do different unions,
and it would seem to be impossible to satisfy everyone.

Mr. Griffin has indicated that if he were asked to estimate where a suit-
able compromise might be found, he would be inclined to suggest a vesting
requirement expressed more in terms of age than length of service. Certainly,
age is a more meaningful factor for vesting under the many plans that pro-
vide greater than proportionate benefits for employees of short service-An
illustration of such plans would be the flat-benefit excess plan providing 30%
of final average earnings, reduced pro rata for service shorter than 15 years.
Mr. Griffin felt that vesting by age 45 or 50 would probably be reasonable to
use as a legislated or regulatory minimum.

To illustrate the divergence of viewpoints, my own personal inclination
would be to relate the requirement of vesting more to the amount of benefit
involved than to either age or service. If an employee terminates employment,
even after long service or reaching some older age, under a program with
miniscule benefits, there can really be little deviation between his expectation,
right or wrong, and reality if he is granted no benefit. On the other hand,
where the accrued benefits at termination of employment, even though after
short service or at a younger age, are greater than, say 100% of the Social
Security Primary Amount, then I would personally be inclined to the view
that some vesting should probably be provided. Such an approach would tend
to hold to a minimum the value of any benefits that are not extended to termi-
nating employees by reason of lack of vesting.

Finally, at the hearing, William Oriol asked either Mr. Griffin or me to
submit suggestions as to those items in present disclosure forms that might
be eliminated without any sacrifice in the value of such forms, and those
areas where it might be worthwhile to request additional information. In view
of the submission in the meantime of an Administration-sponsored Bill that
would radically extend the scope of disclosure, a detailed listing of such items
would not appear to serve any useful purpose. In general, however, both Mr.
Griffin and I would be inclined to support full disclosure of party in interest
transactions and of any other transactions that could conceivably be ques-
tionable. Greater disclosure also seems reasonable from those organizations
which do not have an independent audit.

Basically, we believe that the purpose of the Disclosure Act should be to
make it clear that the financial transactions of pension and welfare funds
should be on an open and aboveboard basis. On the other hand, we would
recommend minimum disclosure as the standard requirement, with the ad-
ministrator of the Act then being empowered to ask for further details In
those cases where some suspicion of the possibility of wrongdoing has devel-
oped. We do not believe that the fundamental purpose should be to supply
Government or private research workers with additional data, because the
cost of preparing that data, imposed upon thousands of plan sponsors, is far,
far greater than the sum total value that could ever be derived from the
added information.

When immense detail is called for, as under the Administration Bill, evi-
dence of wrongdoing becomes buried in a pile of meaningless figures, and the
very purpose of disclosure is thwarted by the over-abundance of detail. In
this sense, too much disclosure may end up being no disclosure at all, and the
end result may be valueless, except possibly as data for theoretical research.

Sincerely yours,
PAUL H. JACKSON, Actuary.
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EXHIBIT A

MYTHS
in proposed

pension regulations

Proposals for regulation of private
pension plans, supported by three specious

arguments, may force employers to retreat
to other, less regulated-and less secure-

forms of benefit.

BY FRANK L GRIFFIN, JR.

In this session or the next, Con-
gress is headed for a showdown on
the principle of self-determination
under private pension plans. Pro-
posals contained in several bills be-
fore Congress, two of the most pub-
licized being those introduced by
Senators Javits and Yarborough,
would bring this highly successful
private institution under strict gov-
ernmental control. In the opinion of
those most intimately concerned
with the private pension movement,
there is serious question whether
regulation would be in the interest
either of the sound future develop-
ment of these plans or of employees,
employers, or unions-in short,

t whether need for regulation has
' been demonstrated at all.

The proposals Congress will con-
sider would effectively remove cer-
tain decisions relating to benefit pri-
orities from the hands of the parties
to such plans through mandatory

benefit provisions (e.g., vesting), as
well as enforce rigid funding re-
quirenients (including entirely inap-
propriate dictation of minimum cost
assumption standards by a pension
"czar" or by legislation) in order to
accomplish what Walter Reuther
and certain-others really want: fed-
eral reinsurance of private pensions.
This last idea also appeals strongly
to those who would like to see private
pension assets and obligations taken
over lock, stock, and barrel by the
federal government.

Proponents of this type of legisla-
tion either do not realize or close
their eyes to the fact that vesting is
merely one of many benefita that can
be added to a pension plan. A form
of severance benefit which carries a
price tag, vesting must be considered
in conjunction with other benefit
priorities. It is clear that any of the
several forms of benefit which can
be added to the basic retirement al-
lowances of a pension plan must be
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provided at the expense of some-
thing else. Does vesting outrank, for

example, disability pensions, wid-
ows' pensions, lump-sum death bene-

fits, or additional retirement allow-
ances for long-service employees?
Who is to say, under a particular
plan, what the priorities should be-
the parties to the plan or the govern-
ment?

As far as funding is concerned,
strangely enough, it is only the
healthiest pension plans that anyone
is talking about regulating. No one
seems the least.bit concerned about
unqualified or unfunded pay-as-you-
go plans, which offer little security
to employees. And, to round out the
picture, most plans for governmental
employees are in far worse condition
than virtually any funded plan of a
private employer.

The right to assert public policy
or set social objectives we may sup-
pose always to be present in govern-
ment. At the same time, certainly
we ought to be able successfully to
dispute specious arguments of any

-kind advanced to "justify" other-
wise unjustifiable intrusions into the

private sector.

FIRST GREAT MYTH

To date, the principal argument
cited in support of the government's
"right" to impose restrictive con-
trols and mandate pension plan pro-
visions rests on a false hypothesis:
substantial tax subsidization of
qualified private pension plans. This
is a fiction, purely and simply, as
has been demonstrated by tax attor-
neys and actuaries alike. Yet much
of the argument for regulation is
grounded on this fiction.

Tax expert Raymond Goetz, pro-
fessor of law at the University of
Kansas, has written a number of

scholarly papers on the tax treat-
ment of pension plans. He concludes
that the tax deductibility of pension
contributions to qualified plans does
not involve any special subsidy, any
more than deductibility of salaries
and wages can be construed to con-

stitute preferential tax treatment.

Footnotes are included at the end of the
article.

Treasury Department spokesmen
have implied that a partial measure
of tax subsidy is to be found in the
$3.9 billion in additional taxes which
would be collected annually from em-
ployers if their pension contribu-
tions were not tax deductible and if
the pension fund investment income
were taxable to employers at corpo-
rate rates. Mr. Goetz says:

". .. there is no real basis under gen-
eral principles of taxation for dis-
allowing the current deduction of
such payments as a business expense
or attributing fund income to the
employer, with or without employee
vesting. In the long history of the

* Internal Revenue Code (aside from
the special restrictions on non-quali-
fied plans), there never has been any
real question about the propriety of
such employer deductions, or the
freedom of the employer from tax on
investment income of pension funds,
usnder pgora tax principles. Thus,
the entire amount of the $3.9 billion
in estimated lost tax on employers
can be disregarded."tO

Mr. Goetz goes on to point out
flaws in the estimates of lost em-
ployee tax. Finally, he says:

"... the fundamental policy question
involved ... is simply whether broad
social objectives . .. call for more ex-
tensive governmental control of the
private pension system or can be left
to private decision making by em-
ployers, labor unions and employees,
within the bounds of existing regu-
lations.* This is not actuoally a tax
question at all."' [Italics mine]

The same conclusion can of course
be reached through an entirely dif-
ferent line of reasoning.

First of all, it must be recognized
that the situation under a pension

plan is quite different from that
under a profit-sharing or savings
plan, where the actual net yield on

invested funds affects directly the
amount of the employee's benefit.
Under a typical pension plan provid-
ing fixed or definite benefits follow-
ing an employee's retirement, it is
immaterial to the employee what the
net investment yield on the fund

happens to be or whether it is sub-
ject to tax. The latter is of concern
only to the employer, who is obli-
gated to meet the costs of the pen-
sion plan, whatever these may be.

The fact that interest income on a

qualified pension fund is tax exempt
of course decreases the employer's
pension cost. But it does not follow
that this is a subsidization by the
government; it also decreases the
employer's tax deduction and raises
his tax in the year of contribution.
In effect, by reason of tax-exempt
interest, the government collects
more taxes in the year of contribu-
tion and foregoes some taxes later.

From the employer's standpoint,
whether the plan is funded or han-
dled on a pay-as-you-go basis, tax
deductions have the same capitalized
value.

0
Granted there is a deferment

of deductions under pay-as-you-go
(with the government collecting
more taxes currently under that
method), but the ultimate amount of

the pay-as-you-go deductions is con-
siderably higher (with the govern-
ment foregoing more taxes later).

To determine whether, in the ag-
gregate, the government loses or
gains in tax revenues from pension
funding would require a forecast of
tax rates and other variables over
substantial periods of time. Such a
forecast would be subject to many
uncertain factors, among them the
relationships holding from time to
time between yields obtainable on
pension funds, on monies invested in
the company's business, and on the
net cost of money to the government
(borrowing rate less taxes recovered
on interest paid). A paper on this
subject by Ray Peterson, retired
former vice president and associate
actuary of the Equitable, deals with
these relationships and reaches some
tentative conclusions. Interestingly,
there are areas where both the gov-
ernmentf and the employer gain by
the funding of pensions, as well as

areas where it is to the disadvantage
of both. Only in a relatively narrow
band does the employer gain and the
government lose. Peterson con-
cludes:

"In view of the realized or expected
return on funds that are invested
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substantially in common stocks
ranging up to 9 per cent per annum
(or higher) it would appear that
there are many plans where the gov-
ernment will enjoy a decided advan-
tage by reason of advance funding.
...Considering the entire range and
character of private pension opera-
tions over the years to come, can any-
one say, with any degree of confi-
dence or factual support, that
advance funding of pensions, with
tax-free input, will be any more cost-
ly to the government than the pay-
as-you-go financing of the same ben-
efits. under such plans would have
been with tax-free output?"'

Thus, use of government officials'
claim of "generous tax treatment"
of funded plans to justify attempts
at regulation is unsupportable on at
least two counts. If pay-as-you-go
pension disbursements are accept-
able as a business expense deduction
without the employer having to com-
ply with restrictive rules, why
should a funded plan be discrimi-
nated against? Such discrimination
would indeed mean that different
agencies of government were work-
ing at cross purposes. If, to escape
onerous regulation, employers were
driven to pay-as-you-go plans, or
even away from pensions entirely,
would we not defeat the very objec-
tives of those (in government and
out) who wish to encourage funding
to protect employee pension bene-
fits?

SECOND GREAT MYTH

Great Myth No. 2 may be stated as
follows: "Public policy requires com-
pulsory early vesting, funding regu-
lation, and benefit reinsurance, be-
cause:

* "Pension plans have very little
vesting, a circumstance which inhib-
its the mobility of labor, and

* "Pension plans are poorly funded,
with the result that benefit losses are
heavy on plan termination."

Sn these assertions were valid, it
might seem reasonable to call on the
oracles of "public policy" to. get in

there with both hands and regulate.
The truth, however, is that our
friends in Washington are manag-
ing to get things backwards with the
same old mirrors. For example, the
statements "pension plans have very
little vesting" and "pension plans
are poorly funded," are both unwar-
ranted assumptions, as will be dem-
onstrated. And one need only cite
independent Labor Department stud-
ies to refute the corollary conclu-
sions that lack of early vesting seri-
ously "inhibits mobility of labor,"
or that "benefit losses are heavy on
plan termination." More on this
later.

In the face of all the activity to get
regulatory pension bills into the
Congressional hopper, some of us
have had the temerity to suggest col-
lecting a few facts before embarking
on a course from which there is no
turning back. One is entitled to hope
that a compass will improve what is
currently very poor navigation on
the seas of regulation-if facts are
permitted to bear on political steer-
ing of the Ship of State.

STUDY OF BENEFIT SECURITY

Charles L. Trowbridge (vice pres-
ident and chief actuary of the Bank-
ers Life of Des Moines) and I have
just finished a book under the spon-
sorship of the Pension Research
Council, entitled Inquiry Into the
Status of Funding Under Private
Pension Plans in the United. States.
The aim of this study has been,to
determine not only the average de-
gree of funding already accom-
plished, but also the proportion of
plans whose accrued benefits are
fully funded. A secondary purpose of
the study has been to examine cur-
rent vesting practices and to ascer-
tain the extent to which the values
of accrued benefits are vested.

The study was limited to plans
which had been in effect at least 10
years in order to allow sufficient time
for a funding pattern to be estab-
lished, especially in the light of IsR
maximum limits on deductible con-
tributions. It was also limited to
plans, covering at least 25 partici-
pants each. Notwithstanding these
practical reductions in the data to be

reviewed, the project was a gigantic
one. The 11 major insurance com-
panies and 22 leading actuarial firms
which contributed td the study de-
serve. considerable credit for their
time and effort, which was only par-
tially compensated.

The sample of plans is a signifi-
.cant one. Altogether, nine million
participants were covered in the
plans submitted for study, or 44 per
cent of the total possible at the dura-
tion studied. The detailed actuarial
valuations in turn covered approx-
imately a 50 per cent sample of the
above, or 4,500,000 participants.
Over-all, the plans for which valua-
tions were performed had accumu-
lated aggregate asset values, at mar-
ket, of $22.2 billion. The total value
of accrued benefits under these plans
also totaled $22.2 billion (the close
correspondence being accidental).
The total value of vested accrued
benefits was $18.0 billion.

By the central date of the study
in 1966, a very high degree of bene-
fit security had been reached. In the
aggregate, plans which had effective
funding periods of 15 years or more
had accumulated assets sufficient to
cover 94 per cent of all accrued bene-
flts (whether vested or not) and 99
per cent of vested accrued benefits!

Such a record is truly outstand-
ing. Complete funding of accrued
benefits should not be expected, of
course, until a plan has been funding
for a considerable number of years
(perhaps never), for the following
reasons:

* Amortization of past-service costs
must be accomplished over extended
periods due to tis limits on tax de-
ductible contributions as well as
practices under union negotiated
plans; and

* Most plans are subject to repeated
updating of benefits which contin-
ually create additional costs to be
amortized.

Table 1 illustrates the dispersion
of results as well as the high over-
all level of funding. This particular
table is restricted to plans having an
effective period of past funding of
15 or more years.
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TABLE 1
Average

Plans With Effective Funding Periods Benefit Security
- of 15 Yearsor Mote Ratio'

Upper ½ 1 40% (All ver 1 00%)
Middle ½ 116% (All aver 100%)
Lower ' 86%
* The weighted average of unadjusted individual plan ratiss.

Over 70 per cent of the plans at
funding durations 15 and over are
fully funded as defined in this study.
This is a much higher percentage
than would be expected to have
achieved full funding of accrued
benefits at the funding durations
represented here. The result must
be attributed both to favorable in-
vestment experience and conserva-
tive funding practices of the past.

The study also introduced a meas-
urement of funding progress in rela-
tion to the effective period of past
funding. Progress has been meas-
ured by a benchmark which moves
toward 100 per cent over a period of
years. The benchmarks we have de-
veloped reflect funding levels 'that
might be expected under typical
funding procedures and employment
patterns, and are compared with the
ratios actually achieved at each
funding duration by the plans in the
study.

In terms of the funding of olac-
crued benefits, 94 per cent of all
plans were found to be ahead of one
of the benchmarks selected, and 90
per cent were ahead of the other
(more stringent) benchmark.

Proportion of Plans Above Funding
Benchmarks

(All Funding Durations Combined)
Benchmark #1 (30-year straight line) 94%
Benchmark #2 (40-year arn bowed

upward) 90%

If the benchmarks are viewed as
representing "normal" progress, ex-
pected variation about the norm
means that anything over half of the
plans above benchmark constitutes
a reasonable record. The record
achieved is therefore little short of
phenomenal.

VESTING

* As far as the vesting provisions of
the plans studied are concerned, the
results are equally enlightening. All
plans were classified into three
groups according to liberality of
vesting provisions. Those conferring
vesting essentially upon completion
of 10 or less years of participation
were designated "early" vesting;
those conferring vesting after 20 or
more years (or upon qualification
for early retirement if sooner) were
designated "late" vesting; and those
with vesting requirements in be-
tween were designated "intermedi-
ate." (See Table 2).

Approximately half of the partici-
pants and benefit values were found
to be under plans with "early" vest-
ing. Another third were found under
plans classified as having "inter-
mediate" vesting, the balance of
about one-sixth having "late" vest-
ing.

Eighty-one per cent of the values
of all accrued benefits were vested.
(The percentage of benefits vested
or of participants enjoying full vest-
ing would be lower.) The figures in-
dicate a reasonably advanced stage
in the evolution of vesting, with lib-
eralizations continuing to occur as
other benefit priorities are satisfied.

So much for the highlights. The
principal message to be found in the
results of this study is the clear evi-
dence that during the past several
decades, in a climate favorable to
independent development, private
plans have responded with a remark-
ably healthy growth, both in the evo-
lution of benefits and in the enhance-
ment of employee security through
sound financing.

There is the danger that those
who want regulation will attempt to
turn the argument around, saying
that most plans are so well funded
that it is feasible to set strict rules.
To anyone familiar with the count-
less legitimate reasons for differ-
ences between plans and funding
practices, this assertion is complete-
ly illogical. Borrowing a page from
Professor Parkinson, perhaps we
can translate this paradox into the
First Law of Regulation: "The fea-
sibility of regulation is directly
proportional to the absence of need."

The Pension Research Council
study also demonstrates a tremen-
dous diversity in the private pension
field. Unions and employers, oper-
ating on the basis of free bargaining
and independent judgment, have ar-
rived at decisions leading to the
adoption of a wide variety of plan
provisions and funding policies
adapted to their special require-
nments. Since requirements- vary
from one industry to another and
from company to company, diversity
rather than-uniformity should be en-
couraged.

In a field where diversity is the
normal state of affairs, regulation
seems singularly inappropriate. It
would stifle innovation and end self-
determination in what has hitherto
been a private area. Are those
urging compulsory early vesting, for
example, aware that employers and
unions have steadily been adding
and liberalizing vesting provisions
over the years without any pressure
from government? Are they aware
that vesting is just another form of
benefit under a pension plan (like a
death benefit), which carries a price
tag and is provided at the expense
of some other benefit? Finally, are
they aware that these various bene-
fits involve priorities which should
be decided by those affected, not by
the government?

No pattern can ever fit all the cir-
cumstances of individual plans. The
inability of rules to keep up with
changing conditions, and the impos-
sibility of obtaining timely legisla-
tive changes, should be kept firmly in
mind. The insurance industry, which
has etperienced frustrating delays
in modernizing its products as well
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as valuation standards, provides an
example for all to remember of the
inertia inherent in legislative stand-
ards.

THIRD GREAT MYTH

A third great myth is: "Political
supervision would improve pension
funding, benefit security, etc."

One need only examine the record
of plans for public employees to rec-
ognize the fallacy of such an asser-
tion. Consider federal civil service,
for example, which is under political
supervision, if you can call it that,
and a so-called funded plan. After
satisfying requirements for current-
ly retired employees, the assets of
this retirement system would cover
less than five cents of each dollar of
the employee's own contributions!
There would not be one thin dime of
employer funds for active employ-
ees.

There are numerous similar ex-
amples in the public field. Is it not
ironic that private pension plans, on
the whole soundly conceived and
funded, should come under scathing
fire from their critics; while plans
for public employees, generally un-
derfunded, with costs grossly mis-
represented to taxpayers, virtually
escape public notice? Responsibility,
like charity, should begin at home.
Politicians ought to put their own
pension houses in order before tam-
pering with those on solid founda-
tions. i :,

Typical of the difficulty confront-
ing. any large bureacracy in its
efforts to regulate is the potential
conflict .between one bureau, IRS,
which wishes.to hold down pension
contributions for tax purposes, and
another which wishes to encourage
more rapid funding. It is like the
'problem of tobacco.. Our government
spends.$50 million a year to subsi-
dize the production and sale of-to-
bacco products,- while at the same
time other agencies are spending
millions to point out to the American
public the dangers of using such
products.

Dr. George Stigler of the Univer-
sity of Chicago has done consider-
able research in the field of regula-
tion. In an address, "The State as an

TABLE 2

VESTING SUMMARY
Distribution of Proportion of

Vested - Total Benefit
Vesting Benefit Values Which

Classification Participants Values Are Vested

Early 47% 51% .91%
Intermediate .4 37 83
Late 19 12 51

100% 100% (81%)

Economic Guardian," he drew ex-
amples from many fields to show
that regulation is rarely justified
"after the fact" by the record of per-
formance' Concluding that regula-
tion often brings results not orig-
inally intended, he said: "We should
think a man singularly irresponsible
if he entrusted his children to a
guardian of whom heaknew nothing.
. . . We have been equally irrespon-
sible in the economic tasks we have
delegated to the state."

5

A result "not originally intended,"
which could become the fate of pri-
vate pensions, may be illustrated by
the following possible sequence of
events: -

1. First of all, if private plans are
required, as a condition of favorable
tar treatment, to confer vesting
after a very short period of service,
would this not argue for shortening
the period over which employers are
permitted to amortize past-service
costs?

2. Would not the extra cost thus
resulting be a deterrent to larger
pensions, or perhaps lead employers
to turn their bdcks on funded plans
in favor of unqualified pay-as-you-go
plans; which provide virtually no se-
curity to employees?

3. Might our "planners" then feel it
necessary. to legislate compulsory
funding of pension plans and to out-
law pay-as-you-go?

4. Would this not, in turn, lead em-
ployers to abandon pensions in favor
of less regulated forms of benefit?

5. So that, eventually, the "plan-
ners" would feel compelled either to
legislate compulsory private pension
plans, a conflict in terms, .or to pre-

empt the entire field through a
greatly expanded social security?

Thus, by yielding what may ap-
pear to be a relatively small point
initially, we may eventually run the
full gamut of regulation. It is not
amiss to recall a quotation f romi Ben-
jamin Franklin's "Poor Richard's
Almanac": "For the wart of a nail,
the shoe was lost; For the want of a
shoe, the horse was lost;" and so on,
down through the rider, the battle,
and the kingdom, which was finally
lost.

The real danger to private pen-
sions does not lie in the details of
original regulatory legislation. Such
legislation will deliberately be de-
signed to be "saleable," to get a leg
up on the horse. Rather, the danger
lies in setting a pattern of rigidity
which will induce employers to re-
treat from the private pension field
and turn to other, less regulated
forms of benefit. If one were deliber-
ately bent on a course of shackling
the development of private plans,
there would probably be no better
way than to couple rigid regulatory
controls with a continued social se-
curity "squeeze."
- Does anyone seriously believe that
the private pension field would be
improved or the public substantially
benefited by a complex system of
bureaucratic control? On the con-
trary, having politicians oversee the
healthy private pension institution
would be like putting a cat in charge
of bird watching.

CONCLUSION
Summing up, the hullabaloo over

private pensions has given the pub-
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lic an impression of inadequate
funding and careless stewardship.
But the impression is false. During
the past several decades, these plans
have been going about their business
quietly, funding conservatively, ex-
panding, modernizing, adapting to a
wnide variety of circumstances, and
generally acting like responsible citi-
zens in a progressive society.

Unfortunately, it isn't enough
just to be respectable. Maybe we've
been going about it a little too quiet-
ly. It's a little like the old verse:

"He was right, dead right, as he
sped along,

But he's just as dead as if he'd
been wrong."

His communication was bad. He
forgot to toot his own horn. Studies
such as the recent one emanating
from the Pension Research Council
should encourage us to toot a little
louder. Communications programs
designed to publicize the good points
of private pensions and enlist active
support from the beneficiaries of
these plans would go a long way to-
ward correcting the publicity imbal-
ance.

The policing of private plans-
which have a high degree of benefit
security, which contribute substan-

tially to the capital structure of our
economy, and which fulfill many
other important social objectives-
seems completely illogical if plans
with far less desirable attributes are
ignored.

Moreover, viewed in the over-all
picture, the question of regulation
to improve security levels under pri-
vate plans represents a tempest in a
teapot. Based on an analysis of the
federal government's own statistics
(a study of terminating plans made
by the Labor Department), the loss
of pension benefits due to plan termi-
nations during a recent 10-year
period was approximately one-
fourth of 1 per cent. This is one-
fourth of I per cent for the whole of
the 10 years, not the average annual
rate. Contrast this with the present
rate of inflation, which, over a com-
parable period, produces a pension
benefit loss of 30 per cent or more in
terms of purchasing power!

Thus, the loss of pension henefios
resulting front inflationary govern-
mental policies is co-rently running
at morre than 120 tines the rate of
loss due to uncompleted funding
under plans terwinasig.

Somehow, under these circum-
stances, it seems incongruous to
urge a new bureau to reinsure
against loss of benefits on plan ter-

mination. How much energy should
be spent to close a pinhole through
which an ant might crawl, when the
front door is left wide open to the
tiger of inflation? Let us hope the
present administration will restore
perspective on the pension security
question by placing primary empha-
sis where it belongs. I

FOOT NOTES

From an address titled "Tan Treatment
of Private and Phblic Pensions Snteel"
at a symposium on Private PeFions snd
the Public Interet, Amerisan Enterpriae
Institte, Washington, D.C., May 8-9. 1959.
TIbid.

When rotepated at the net yield rate of
the pension fasd, the rapitali-ed ,alua of
the employrr' r-ontribations to a funded
ptn in identical with the capitalised value
of pennion paymenta on a poy-a-yo.u-go
hasis. Therefore, the employera. tan dedac-
tiont hats the tame rapitatieed .atae an
the two bates.
'Oid A"e Inosme Assaranes by Lifetime
Income Sp-eeding with Deferred Taxation
aa the Natarat Treatment." A Campe-dia
of Popers on Pr-blems a,,d Policy Ieee i01
the Ptblic and Pricate Pee-is,- Soeteot,
snbmitted to the Subrommittee on FitooI
Pottey of the Joint Economic Committee,
Congre-s of the United Staten, Part lIt
(U. S. Government Printing O(mee, Dec.
1967) p. 209.

Fron an address before the Financial En-
ecativsa Conference aponsored by The First
Nationat Bank of Chicaca, April 295 1964.

32-346 0 - 70 - pt. lOB - 11
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EXHIBIT B

[From the Wall Street Journal, Mar. 4, 1970]

FATTER PENSIONS-MANY COMPANIES BOOST PAY To RETIRED WOBKERS
AS INFLATION CONTINUES

FIRMS ACT WITHOUT PRODUCING: SOME STOCKHOLDERS GRIPE;
IT'S MORE THAN ALTRUISM

Now, Grapefruit at Breakfast

By Richard J. Howe

Thomas Fehnenberger, 79, figured he was a forgotten man.
Mr. Fehnenberger retired in 1954 as a safety inspector for Smith Kline &

French Laboratories. He had worked for the pharmaceutical house for 44
years and thus was entitled to a monthly pension of $142. That wasn't bad
in 1954. Combined with his Social Security, it provided him and his wife
with a comfortable, if not luxurious, life in their tidy home in Pine Hill,
N.J., not far from the Philadelphia plant where he worked all those years.

But what was adequate in 1954 was inadequate in 1969. By last year, Mr.
Fehnenberger had slipped a few hundred dollars into debt as his expenses
mounted as his pension held at $142. In the past five years alone, his property
taxes climbed 200%o, his food and clothing bills rose 50% and his medical ex-
penses doubled. He could see no way out.

200 COMPANIES ACT

And then, last June, Mr. Fehnenberger got the good news. In the morning
mail he received a letter announcing that Smith Kline & French was boosting
payments to its 268 pensioners. In his case, the payment would rise 27%,
to $180 a month. "I was flabbergasted," he recalls. "After all, they didn't have
to do it."

Mr. Fehnenberger was right, of course. Smith Kline was under no obliga-
tion to boost the pensioners' benefits. The company acted simply because it
was aware that inflation was eating into the pensions. Besides helping the
pensioners, a company official says, Smith Kline hopes the move "will help
our employe relations-will indicate our continuing concern for the welfare
of our employes during and after employment."

Smith Kline is just one of a number of corporations that are increasing
payments to many of the nation's six million private pensioners without any
apparent pressure to do so. Though there aren't any statistics available-
many concerns, wary of setting precedents for future pension boosts, avoid
fanfare-management consultants and others count at least 200 companies
that have recently raised their pensions. Among them are IBM, Eastman
Kodak, GE and Campbell Soup.

Another 300 companies are considering boosts, according to the Philadelphia
consulting firm of Towers, Perrin, Forster & Crosby. "It's true that some com-
panies still feel that once a man retires on a fixed pension they have no fur-
ther obligation," says James J. Sweeny, a vice president of the consulting
firm. "But this philosophy is rapidly disappearing-along with the value of
the dollar."

GOOD FOR THE IMAGE

The main reason for the increases, of course, is inflation. Consumer prices
have risen about 30% in the past 10 years, and if the current rate of inflation
persists the dollar in 1980 will be worth only half what it is today. "It may
sound corny, but we feel we must recognize our responsibility in this," says a
spokesman at Eli Lilly, which recently gave 650 pensioners boosts of 5% to
30%.

But there are other, less altruistic reasons behind the increases. W. T. Grant
Co., like Smith Kline & French, believes pension boosts help the morale of
employes who are still working. An official of New York's First National City
Bank concedes that one reason the bank raised pensions by 5% to 25% was
that the sight of financially pinched retirees could hurt the bank's image.
"If people see one of our retired branch managers dressing shabbily, it can't
help but reflect poorly on us," says the official.
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The increases don't add terribly to most companies' costs. Smith Kline fig-
ures that last summer's boost will cost it about $37,500 a year, a tax-deductible
amount equal to less than 0.1% of the company's profit. Consumers Power Co.
of Jackson, Mich., says a 10% boost to 1,200 pensioners in 1966 added only
$200,000 to the company's $7 million annual pension outlays. "That's not hor-
ribly expensive," says Walter Boris, the utility's vice president for finance.

Some stockholders of Consumers Power disagree. About 25 of them have
sent letters complaining about the increase in pensions, apparently because
they feel the money should be used for dividends instead. Ironically, most of
the letter writers are retired people living off their dividends.

THE BOLE OF TIHE UNIONS

Though the great majority of pension increases are being initiated by com-
panies, some are being brought about by union pressure. In recent years, both
the Steelworkers and the Mine Workers unions have several times persuaded
employers to liberalize pensions for members who already were retired.

There's some legal question about whether unions can represent their re-
tired members at the bargaining table, but as a practical matter they can
and do. "If the Steelworkers put the demand on the table, and if you need
it to make a deal, you'll pick it up," says an official of one company that bar-
gains with the Steelworkers.

The union motives, like those of some companies, are not always wholly
altruistic. "Even the youngest union man realizes he'll be retired someday
and be looking for higher benefits," says one union official. Thus, by sticking
up for the pensioners the union can eement the workers' aleg ane, he reasonss.

Whatever the reason for the pension increases, the pensioners are apprecia-
tive. Mr. Fehnenberger, for instance, now is debt free. He and his wife some-
times enjoy the luxury of a second vegetable at dinner, and every morning
they now have grapefruit. They had cut out grapefruit as an economy move
five years ago.

ITEM 4. JOHN F. TOMAYKO, DIRECTOR, INSURANCE, PENSION AND
UNEMPLOYMENT BENEFITS DEPARTMENT, UNITED STEEL WORK-
ERS OF AMERICA

MURRAY W. LATIM ER,
INDUSTRIAL RELATIONS CONSULTANTS,

Washington, D.C., March 11, 1970
DEAR SENATOR WILLIAMs: We are actuarial consultant to the United Steel-

workers of America. Mr. John F. Tomayko, Director of the Insurance Pension
and Unemployment Benefits Department of the Steelworkers, has asked us
to respond to your request to him for comments on the Welfare and Pension
Plans Disclosure Act and on the administration of that Act by the Depart-
ment of Labor.

The enclosed memorandum is intended to comply with the invitation to
comment.

Very truly yours,
MURRAY W. LATIMER.

[Enclosure]

MARCH 11, 1970

COMMENTS OF MURRAY W. LATIMER, ON PENSION REPORTS MADE TO THE
DEPARTMENT OF LABOR UNDER THE WELFARE AND PENSION PLANS DISCLOSURE ACT

Mr. John F. Tomayko, the Director of the Insurance, Pension and Unem-
ployment Benefits Department of the United Steelworkers of America, has
asked me to prepare a memorandum responding to a request made in a letter
to him dated February 24, 1970, from Senator Harrison A. Williams, Jr.
Senator Williams asked for a critique regarding "(1) the availability of data
under the Welfare and Pension Plans Disclosure Act, (2) the assistance re-
ceived from the Department of Labor in securing this data, (3) the adequacy
of the data required under the Act, and (4) any additional data that might
be required to provide more comprehensive and pertinent information."

(1) The reports of companies under the Welfare. and Pension Plans Disclo-
sure Act are filed and made available with reasonable promptness by the staff
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of the Office of Labor-Management and Welfare-Pension Reports of the De-
partment of Labor. The files are quickly accessible and members of the staff
of the Office are most cooperative. There have been two continuing problems.
First, the index of employers is not complete and there are some errors. For
example, the United Steelvorkers of America has filed, well within the time
limits, all the reports required by the Disclosure Act. The published "Register
of Retirement Benefit Plans Reported Under The . . . Disclosure Act" lists a
United Steelworkers of America pension plan in Cleveland, which is in error,
and fails to list the correct plan. When one of the attorneys for the Steel-
workers was taxed with the alleged failure of the Steelworkers to observe the
requirement of the Disclosure Act we could demonstrate compliance only by
finding the files by reference to the number assigned to the Steelworkers'
plans. The trouble seems to be, in this and other cases, that in the initial
stages the Reports Office failed to record all the numbers which were assigned.
When reports come in and there is a file, they can easily be placed in the
proper file because they contain the assigned number, but there appears to
have been no effort, systematic effort at least, to correct past indexing de-
ficiencies.

Second, there is relatively little policing. On several occasions we have
called attention to lack of returns in files and this has on occasion resulted in
inquiries which have brought returns. In other cases a report is not in the file
even though we are sure that it had been received. We are informed that
when reports are used in analyses made by the staff of the Bureau of Labor
Statistics, xerox copies are made and the report itself is returned immedi-
ately. Whatever the reason, checks for files over periods of months have failed
to turn up documents which we wished to examine.

Both these problems are susceptible of correction, but at the cost of multi-
plying the work load of the Office several times over. While we have made
no survey of work methods and loads of the Office and, of course, are hardly
in position to do so, our observation is that the methods are appropriate and
the load reasonable and fairly distributed.

(2) It has been convenient to discuss staff assistance along with availabil-
ity of reports in the preceding section.

(3) These comments relate mainly to the annual report which the Act re-
quires each employer to file, for each plan, with the Office of Labor-Manage-
ment and Welfare-Pension Reports. There is also a requirement that certain
plans and documents related thereto be filed. We have had made relatively
little use of he document files-none at all where plans covering Steelworkers
are uvolve -ueeaue the Union's files are at least as good and we can make
certain that they are current. The main drawback of the Labor Deparment's
document files is the lack of any method of determining whether all amend-
ments have been filed. It is not clear that the Office of Labor-Management and
Welfare-Pension Reports can, even with substantial additional time and effort,
do very much about policing amendments to tens of thousands of plans.

The Disclosure Act sets out in some detail data to be included in the an-
nual report which it requires be filed with the Office for plans covering 100
or more participants, such reports to be filed within 150 days after the end
of the plan year. I am not a lawyer, and these comments are not based on any
assumptions as to whether or not the enumerations in the Disclosure Act
were intended to be and are exhaustive or to what extent, if at all, the De-
partment of Labor may, by regulation or instruction, amplify definitions and
requirements. But the data available for the steel industry are hardly to be
termed satisfactory.

The usual aim of the Steelworkers is to have a single master contract
covering all the employees within its jurisdiction who work for one corpora-
tion. The pension agreement would parallel the coverage of the master agree-
ment. There are many exceptions to this. For example, a few of the largest
steel corporations employ members of the Steelworkers on railroads, subject
to the Railroad Retirement Act. The benefits of the Railroad Retirement Act
are quite different from those under Social Security, and the formulas in the
pension agreements applying to railroad workers differ from those for other
employees.

The United States Steel Corporation has pension agreements with many
other unions, some of which, notably the United Mine Workers, provide for
contributions to an industry fund which pays pensions to retired U.S. Steel
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employees, some of whom also receive supplements from the general U. S.Steel pension fund from which members of the Steelworkers get their pen-sions. Where there is not an industry fund it is our understanding that U.S.Steel (and the other large steel corporations) follows the pension termsworked out with the Steelworkers. But there are deviations and, in any event,because of differences in the periods covered by pension agreements, there willbe a variety of pension provisions in operation at any given time.The pension agreement between the Steelworkers and U.S. Steel (and this,I believe is true of all that Corporation's pension agreements with unions)provides that all costs will be borne by the employers. But U.S. Steel alsomaintains a contributory pension plan for supervisory and executive person-nel and perhaps others. Some Steelworkers participated before the first pen-sion agreement was negotiated but, at union insistence, were then madeineligible.
The U.S. Steel Corporation files a single pension report each year. By theusual definition of "plan" the Corporation has many pension plans, though,I assume, for the purposes of the Disclosure Act, there is one plan. Howeverthat may be, about all that anyone interested in a particular plan (in theordinary sense of "plan") can get out of a consolidated report is (assumingthat there is a single pension fund) the approximate rate of return on thebook value of the fund and realized capital gains. Whatever knowledge aboutthe U.S. Steel pension plan which the Steelworkers have which is useful tomembers is derived almost entirely from reports made to the union by theCorporation. The only data contained in the reports filed with the Labor De-partment which were not available to the Union before the Labor Departmentreports were instituted are the amount of current and past service liabilitiesand the current service costs. The value of consolidated figures is, however,highly dubious. It also seems to me improbable that any general prescriptionwhether by statute or regulation, of the contents of reports to be made toa government agency would meet the needs of all of the various interestedparties. As regards the Steelworkers, for example, the data needed with re-spect to the various pension agreements to which it is a party are not identi-cal, and for the same agreement will vary from time to time. Tt is non to heexpected that the Steelworkers will get the needed pension information inany way other than through direct request addressed to the specific employerswith reference to particular situations. All such requests will have many itemsin common.; but there will also be many which are relevant under some cir-cumstances and not in others.

While no union can reasonably hope to acquire all the data it needs forthe pension activities on behalf of union members from government reports,any union will be interested in the contents of such reports and will wishthem to be as full and as accurate as is reasonably possible. From the pointof view of anyone who is interested in the operation of private pension plans,the pension reports to the Labor Department can be substantially improved.(4) There are some data which are perhaps called for by the existing stat-ute and forms, the precise content of Which can usefully be clarified. Otherdata are not called for. But it would not serve any useful purpose for a lay-man to attempt to make a classification involving conclusions as to the exactmeaning of either law or regulations.
a. The definition of "plan" should be such that each set of provisions in-volving differences as to eligibility to participate, or as to requirements forreceipt of pension, or as to the method or methods of calculating the amountof benefit, or as to any other factor requiring the segregation of groups ofemployees for the purpose of calculation of actuarial liability and cost wouldconstitute a "plan." If there were a separate fund or a separate account inan overall fund which is allocated to the particular employee group, the actu-arial liability, current service cost and reserves should be reported as at pres-ent. If there is an unallocated fund, the aggregate fund should be reportedin a summary which would refer to the aggregate of the liabilities and costsfor the several plans.
Many employers now report on essentially this basis. The practice variesand uniformity is needed.
b. The present report form calls for employment data at two points, onewhich separates former employees with vested rights to a deferred pensionfrom currently active employees, and one which makes no such separation.



1736

These two items are almost always, except for the separation, identical. It
would be more useful if the average number of active employees during the
fiscal year were reported (as is required for unfunded plans), together with
the number, as of the date of the latest actuarial valuation, of former em-
ployees with vested rights and of active employees.

c. The present report calls for the number of participants which "will most
reasonably reflect the number covered by the Plan during the reporting year."
It is inconceivable that this instruction produces comparable data. The pre-
ceding paragraph covered employees. Three pensioner numbers are needed:
the average during the fiscal year, the number on the latest valuation date
(as mentioned in the preceding section), and the number who retired during
the year.

The present report asks for a single amount of benefits paid in a fiscal year
by plans financed through trust funds. This may consist entirely of pensions.
But it may also have death benefits, withdrawal benefits and, in most plans
operated under employer pension agreements with the Steelworkers, lump-sum
payments of from 9 to 18 weeks of vacation pay. It is legally permissible
also to pay benefits for sickness, accident, hospital and medical expenses of
retired employees from a pension fund. Use of total benefits and of a number
of pensioners selected on the basis of some unstated criterion as "representa-
tive" to construt some index of the level of individual pensions is about as
likely to be misleading as helpful. What would be useful would be:

i. Amounts of benefits paid in the fiscal year, divided as between life
pensions, temporary pensions, the various types of lump-sum bene-
fits, and benefits to cover health expenses;

ii. The number of lump-sum payments of the various kinds, and the
number of pensioners, if any, who received various forms of sickness-
related expense benefits;

iii. The average number of pensioners receiving life pensions, temporary
pensions, and both.

Until now the number of pensions for survivors has not been large enough
to warrant a separate category. Widows' pensions are beginning to spread,
and the proportion of joint and survivor elections has been increasing. Sepa-
rate categories for employee and survivor pensions will probably be desirable
soon.

These suggestions involve a substantial increase in information about pen-
sioners, other beneficiaries, and pension and other benefit payments. The Steel-
workers have found it most helpful to secure from employers a much greater
volume of data in these areas. The overall data conceal highly important
differences between the various types of pensions and the rate of increase
in the level of pensions over time. It may be emphasized again that in the
area of benefits and beneficiaries, reports tailored to specific situations cannot
be replaced by general inquiries such as a government agency may appro-
priately make.

d. There are five types of insured pension plans. Of these, the deposit ad-
ministration type of contract is much the most important. But the reports on
this type of plan are gravely defective in that no benefit payments are called
for, and the greater part of the operating expenses of many, probably most,
such plans is combined with the cost of benefits in the charges for annuity
purchases. The suggestions as to classifications of pensioners, beneficiaries
and benefit payments made above are applicable to all types of insured plans.

e. One of the purposes of the benefit plan reports to the Labor Department
is to make certain that participants in the plans are able to get some idea
as to the extent to which their benefits are assured. Information on the book
value, usually cost, of pension fund assets grouped in very general categories
is included in the annual reports filed with the Labor Department. But there
is no indication of actual market value. And a report on market value of
most real estate and unlisted securities is not of much use unless the method
by which the reported market value is determined is indicated. In general,
securities listed on an exchange or for which an over-the-counter quotation
is available, and mutual funds listed in the Wall Street Journal or New York
Times, should be separated from securities not so listed; government insured
mortgages should be separated from those not so insured; and there should, be
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appropriate places for reporting securities in default on interest or both inter-
est and principal. A market value should be given for each category, alongwith the book value, and where the market value cannot be ascertained by
reference to an actual market, the basis of the valuation should be stated.

f. In the original report form respondents were required to reconcile year-
end trust fund balances. In the present form no reconciliation is called for.As often as not it is impossible, on the basis of data reported, to effect areconciliation. In my judgment, unless such a reconciliation is possible, a
calculated rate of investment return (witb and without realized capital gains)
is probably subject to a large margin of error. The reconciliation requirement
should be reinstated. One other change would be useful in connection with the
rate of return. It is not possible to ascertain whether or not receipts from
investments include interest which had accrued when a security was pur-
chased. The fact that the instructions for the financial returns are very gen-
eral hinders understanding of the content of the various items and increases
the probability that practices are not uniform.

g. Some employers, including major corporations, reduce actuarially calcu-lated contribution requirements by a formula or an arbitrarily determined
amount having some relation to unrealized capital gains. If the market values
of pension fund assets are reported, the significance of such values cannot be
completely comprehended unless there is information as to what extent, if at
all, contributions have been reduced because of any excess of market over
book value. This would be particularly important in periods of declining
market values.

h. Most pension plans, when the pension funds are valued at cost, as isusually the case in actuarial valuations, have an unfunded past service ila-
bility. Deeisions as to the amount of gross contribution to be made (that is,contributions before capital gains or other offsets, if any) involve some spe-
cific period in which assets to cover the unfunded liability are to be accumu-
lated. For a thorough understanding of the finances of a pension plan the
way in which the amount of the reported employer contribution was deter-
mined is essential. This would involve not only any capital gains offsets but
also reference to the amortization period (or periods if there are different
periods for different segments of the liability) is needed. In some union pen-
sion agreements the method by which the contribution is determined is spelled
out. In the case of the Steelworkers, contributions are determined under nomore than one in five (measured by covered participants) of the pension agree-ments.

i. Any judgment as to the adequacy of contributions to a pension plan must
be made in relation to the liability involved in the payment of the plan bene-
fits, and the reasonableness of the liability depends on the actuarial methods
and assumptions on which its measurement is based. There is a wide varia-
tion in the quality of the description of these methods and assumptions. In
some cases there is a statement to the effect that the information is available
in the plan office. This is not particularly helpful when the interested party
looks to the files of the Labor Department in Washington for the information.
The instructions might well specify that unless a complete actuarial report
is filed (we have yet to find such an actuarial report attached to a report
to the Labor Department), a complete statement of actuarial assumptions is
to be supplied. At present the descriptions are frequently so brief that it isimpossible to determine whether the valuation fails to take into account someprovisions of the plan or whether the statement of assumptions is incomplete.

This is particularly important for the Steelworkers' pension agreements pro-
viding for the payment of immediate pensions for certain employees who lose
their jobs because of extended layoffs or the permanent closing of a plant or
department. Some actuaries calculate pension liabilities as if these provisions
did not exist. Others take them into account in different ways, but very rarely
do the actuarial assumptions specify what has been done. Similarly, actuaries
may value pension liabilities as if a provision for a large lump-sum payment
at retirement had not been adopted, but without mentioning the omission inlisting the actuarial assumptions. There needs to be a question which would
elicit information as to whether or not the liabilities of the pension plan
cover all the provisions of the plan and, if not, why.

MURRAY W. LATIMEB.
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LETTERS AND SFTATEMENTS FROM INDIVIDUALS
AND 'ORGANIZATIONS

ITEM 1. LETTER FROM GEORGE P. SHULTZ, SECRETARY, DEPARTMENT
OF LABOR, TO SENATOR HARRISON A. WILLIAMS, DATED FEBRUARY
17, 1970

U.S. DEPARTMENT OF LABOR,
OFFICE OF THE SECRETARY,
Washington, February 17, 1970.

DEAR SENATOR WILLIAMS: This is in further response to your letter of Janu-
ary 23, 1970, requesting this Department's comments on a statement by Dr.
James H. Schulz of the University of New Hampshire. Dr. Schulz asserted
the imnortanee of adequate inforation on private pension benefit levels in
evaluating the impact or role which private pensions will play in providing
income security during retirement. Dr. Schulz further stated that despite the
requirement in the Welfare and Pension Plans Disclosure Act that provisions
of all pension plans covering more than 25 workers be filed with the Depart-
ment of Labor, the information remains relatively unanalyzed, and we do not
know what the level of private pension benefits is and how they are changing
over time.

This Department is keenly aware of the need for reliabile information on
benefit levels. Accordingly, we have.prepared estimates of benefits paid under
current benefit formulas, given various income and service assumptions. The
first such study for 1962-3 was based on the reports filed under the Welfare
and Pension Plans Disclosure Act and was reported in detail in BLS Bulletin
1485, Private Pension Plan benefits. It was summarized in the Monthly Labor
Review for July 1965. A fresh study for 1969 is now in preparation.

I should point out that there are certain limitations on these estimates
because the reports which we receive do not show the distribution of retirees
by type of retirement benefit which they receive (disability, early, or normal)
or by their age, length of service, or earnings.

As soon as the pending study is complete, we will be happy to furnish you
with the information.

Sincerely,
GEORGE P. SHULTZ,

Secretary of Labor.

ITEM 2. LETTER FROM GEOFFREY H. MOORE, COMMISSIONER, BU-
REAU OF LABOR STATISTICS, DEPARTMENT OF LABOR, TO SENATOR
HARRISON A. WILLIAMS, DATED MARCH 6, 1970

U.S. DEPARTMENT OF LABOR,
BUREAU OF LABOR STATISTICS,
Washington, D.C., Maorch 6, 1970.

DEAR SENATOR WnLL4AMS: The working paper on "pension aspects of the eco-
nomics of aging," prepared for the U.S. Senate Special Committee on the Aging
and the testimony presented at the recent hearings of the Committee have
been brought to my attention. Your leadership in providing a forum at which
attention can be focused on these needs reflects your concern and the concern
of the Committee about the economic security of our elderly. I was, therefore,
particularly sorry to realize that in a few instances, either because of a mis-
understanding or misinterpretation, the work of the Bureau of Labor Statis-
tics was misrepresented. It is my hope that this letter, which I should appre-
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clate your having printed as a part of the hearing record, will set the record
straight by reaffirming the Bureau's position.

We at the Bureau of Labor Statistics appreciate the concern about the
needs and the economic security of the aging. We also recognize the need,
that you addressed in your opening statement at the hearing, for factual
information about the present realities and future potential of private pen-
sions. To meet this need we have a quite linmited but highly competent staff.
Within the past five years, this staff has published about 20 Monthly Labor
Review articles, reports and comprehensive bulletins which have examined
one or more facets of this complex subject.

We are now concluding another in a series of studies of private pension
plans. The early results of this study, which I hope you will find interesting,
are presented in the enclosed release. Copies of this release have previously
been sent to the Committee staff. A detailed report will be issued later this
year. This study is a reexamination of the material filed with the Department
of Labor's Labor-Management Services Administration under the provisions
of the Welfare-Pension Plan Disclosure Act. It updates the study reported in
the July 1965 Monthly Labor Review, to which Professor James H. Schulz re-
ferred on page 31 of his paper. That study was presented in more detail in
BLS Bulletin 1485, Private Pension Plan Benefits, and BLS Bulletin 1407,
Labor Mobility and Private Pension Plans.

The current study also updates the study on growth and vesting changes
in private pension plans, which appeared, in the May 1968 issue of the Monthly
Labor Review.

Professor Schulz' working paper and Professor Merton C. Bernstein's state-
ment have raised questions regarding the Bureau's analyses of pension plans
filed under the Disclosure Act and of its digests of negotiated pension plans.
They are particularly concerned about our treatment of benefit levels and-the
assumptions on which our illustrative benefits are based. Professor Bernstein's
paper also raised some questions about our analysis of the data we published
on terminated pension plans. Allow me to discuss each of these points.

Our studies based on the Disclosure files are limited because the reports
filed do not show the distribution of retirees by benefit amounts or by type of
retirement benefit (disability, early, or normal) or by their age, length of
service, or earnings. We should like to obtain such information and on sev-
eral occasions have unsuccessfully requested funds for such a project. Never-
theless, being keenly aware of the need for some reliable information, we
have prepared estimates of benefits paid under current benefit formulas using
various uniform income and service assumptions. Our estimates may not com-
pletely reflect the benefit formulas current at the time the plans are studied.
This occurs because of the time-lag between the introduction of a plan change
and the time of filing. In the current study, where we know of such a situa-
tion, we have attempted, and in the case of the large plans succeeded, in ob-
taining the latest plans from the parties. These were then used in our study
in place of those in the Disclosure file.

The uniform income and service assumptions used in our benefit level compu-
tations place all plans on a common footing so that prevailing differentials
and central tendencies are revealed. They provide benchmarks against which
change can be measured. They do not, however, provide an indication of the
benefits actually being received by those already retired nor do they forecast
benefits to be paid those newly entering the firm's employ. These limitations
were noted in the study reported in the July 1965 Monthly Labor Review
article cited by Professor Schulz, as well as in each of our bulletins and
digests dealing with pension plans.

We have been well aware of the importance of providing comparisons of the
results of pension benefit formulas not only for formulas applicable to future
service but also for those applicable to earlier periods of service for em-
ployees now retiring. Both types of comparisons are useful and within the
limits set by available resources, we ar planning to provid both types in the
future. As a beginning, we have asked employers with plans included in our
digest of 50 selected pension plans for salaried employees to give us, in addi-
tion to the usual illustrations of benefits based solely on future service,
illustrative pension benefits for those currently retiring after 25 and 30 years
of service using all applicable formulas. These illustrative benefits, which are
subject to all of the limitations previously noted, will be published this year.
Similar information will be provided for pension plans under collective bar-
gaining, although in this case, it should be noted that most of these plans
have only a single benefit formula, applied to both past and future service.
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In our study of "Terminations of Pension Plans: 11 Years' Experience," to
which Professor Bernstein referred in his testimony, we included all of the
8,069 qualified retirement plans that terminated during the 1955-65 period.
It may be true, as was asserted at the hearings, that employee separations
in some firms are particularly heavy for several years before plan termination.
However, the conclusion that only a small fraction of all plan participants
are in terminated plans, even allowing for heavy attrition in employment dur-
ing the few years prior to termination, is inescapable. The fraction may, as
Professor Bernstein points out, be more than .01 percent a year. All available
data, however, point to a fraction substantially less than 1.0 percent.

Unfortunately, as indicated in the article, only the most fragmentary data
are available on the extent of participant losses of expected benefits through
plan terminations. Recognizing the need for some objective on the frequency
and magnitude of accrued benefit losses, we selected a sample of 100 termi-
nated pension plans for which reports are filed under the provisions of the
Welfare-Pension Plan Disclosure Act. This sample included about one-third
of all pension plans terminated during the 1955-65 period that were required
to file financial reports with the Department of Labor. Information about the
potential participant losses, however, could be developed for only 26 of these
plans.

The study pointed out that the general lack of pertinent financial informa-
tion frustrates any effort to determine the value of benefits lost through
plan terminations. Some evaluation, however, was made for the 26 plans for
which data were available. That evaluation showed that 10 plans appeared
to be fully or almost fully funded. Participants in the other 16 plans would
have sustained a loss if their coverage had been discontinued on plan termli-
nation. In six of these cases, however, coverage was transferred to other plans.
Thus those that transferred coverage did not sustain an apparent loss. They
may, nevertheless, have sustained a loss in credits transferred or. in other
factors affecting their final benefit. As the study concluded, reasonably accu-
rate estimates of the magnitude of benefit losses cannot be obtained from any
government reporting system now in operation. Unless such reporting systems
are changed, only a special survey program can produce more reliable data.

My staff and I are most interested in the work of the Special Committee
on the Aging. Please do not hesitate to call on us if we can be helpful to the
Committee in the future.

Sincerely yours,
GEOFFREY H. MOORE, Commi8sioner.

[Enclosure]

U.S. DEPARTMENT OF LABOR,
BUREAU OF LABOR STATISTICS,

Washington, D.C., February 18, 1970.

PRIVATE PENSION PLANS COVERED 25 PERCENT MORE WORKERS IN 1969
THAN IN 1962; VESTING COVERAGE INCREASED 29 PERCENT

Growth of multiemployer pension plans from 1962 to 1969 outpaced the
growth of single-employer plans, and coverage of noncontributory plans in-
creased faster than contributory plans, according to a study by the Labor
Department's Bureau of Labor Statistics.

The study shows a striking 29-percent increase in the proportion of workers
covered by plans with vesting provisions.

Private pension plans reporting to the Labor Department covered about
19.5 million workers in 1969, almost 25 percent more than in 1962 and about
12 percent more than in 1967.

The Bureau's study was limited to those private pension plans covering
more than 25 participants for which the plan administrator filed a report
with the Labor Departments' Labor-Management Services Administration
under the provisions of the Welfare and Pension Plans Disclosure Act. Plans
providing noncomputable retirement benefits (such as profit-sharing plans)
are excluded.

Multiemployer plans covered 5.6 million workers in 1969, almost 30 percent
of all participating workers. Back in 1962, multiemployer plans covered less
than 4 million active workers, or 25 percent of the total.

Noncontributory plans covered 15.4 million workers in 1969, almost 80 per-
cent of all private sector employees participating in pension plans. The 1962
coverage by noncontributory plans extended to 11.8 million workers, or 75
percent of the total.
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The growth in the number of workers covered by private pension plans is
primarily attributable to the growing employment in firms with pension plans
rather than to the adoption of new plans.

Plans with vesting provisions covered 76 percent of all participating workers
in 1969, compared to 63 percent in 1967 and 59 percent in 1962. The prevalence
of vesting in multiemployer plans and in noncontributory plans increased at
a faster pace over the 1962-69 period than in either single-employer or con-
tributory plans.

In 1969, 87 percent of the workers covered by single-employer plans were
in plans with some form of vesting, compared to 51 percent of the workers
covered by multiemployer plans; 89 percent of the workers under contributory
plans and 74 percent of the workers covered by noncontributory plans were in
plans with some form of vesting.

About 10 of every 13 workers in plans with vesting can receive a vested
nonforfeitable right to all of their accrued benefits immediately upon meet-
ing the plans' age and service criteria for vesting. The remainder are covered
by plans which provide for graded, or gradual, vesting.

In 1969, plans with either vesting, early retirement, or both, covered 91
percent of all active workers participating in private pension plans reporting
to the Labor Department. Plans with both vesting and early retirement cov-
ered 73 percent; those with only early retirement covered 14 percent; and
those with vesting provisions alone covered 3 percent of all participating
workers. Early retirement provisions of private pension plans have certain
similarities to vesting provisions. Both provide participants who meet certain
criteria for nonforfeitable rights to pension benefits prior to their normal re
tirement age.

In single-employer plans, 84 percent of the workers were covered by both
vesting and early retirement provisions while only 47 percent of the workers
in multiemployer plans had such coverage in 1969. The incidence of both pro-
visions in plans requiring employees to contribute was about 10 percent greater
than in noncontributory plans.

More than one-third of all plan participants could receive a nonforfeitable
right to a vested or early retirement benefit at age 40 with 10 years of service,
and more than half would receive such rights at age 40 with 15 years of serv-
ice. By age 55, all but about 10 percent of the workers covered by private
pension plans who had 15 or more years of service under the plan would have
a right to either a vested or an.early retirement benefit More than half of
all active workers in plans can elect early retirement at age 55 if they meet
the plan's service requirement. At age 55, the most frequent service require-
ments were 10 and 15 years.

About one-third of the workers under plans with early retirement can re-
tire, after meeting the plan criteria, and immediately receive a benefit from
the plan equal to the private plan benefit plus social security. Under such
plans, the private pension is reduced when the worker qualifies for benefits
under the OASDHI program.

(See attached tables for statistical detail.)

TABLE 1. NUMBER OF PRIVATE PENSION PLANS, AND NUMBER OF COVERED WORKERS AND PERCENT OF WORKERS
IN PLANS WITH VESTING PROVISIONS BY SELECTED PLAN CHARACTERISTICS, 1969, 1967 AND 1962-63

Characteristic 1969 1967 1962-63

Numbero plans -17,403 17,091 16,031

Number of active covered workers (000) -19,511 17, 485 15,787
Single employer plans -13,869 12, 553 11,802
Multiemployer plans -- 5, 550 4,929 3,985
Noncontributory plans -15,368 13,351 11,784
Contributory plans -4,051 4,134 4,003
Percent of active covered workers in plans with vesting provisions -76 63 59
Single employer plans - 87 77 71
Multiemployer plans -51 26 23
Noncontributory plans ------- ---------------- 74 57 51
Contributory plans ---------------------------------------- 89 80 78

I Data relate only to those private pension plans covering more than 25 participants for which the plan administrator filed
a report with the Department of Labor's Labor-Management Services Administration. Plans providing noncomputable
retirement benefits (such as profit-sharing plans) were excluded from all studies. The active worker count in each study
is for a period about 2 years earlier than the study's reference date. The totals presented here for 1969 include 529 plans
covering 92,332 workers, for which complete information was not available in the Department's files at the time the study
was conducted; all subsequent data for 1969 exclude these plans
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TABLE 2. PREVALENCE OF VESTING AND EARLY RETIREMENT PROVISIONS IN PRIVATE PENSION
PLANS, 1969

Type of employer unit Method of financing

Total Single employer Multiemployer Noncontributory Contributory

Type of provision Plans Workers Plans Workers Plans Workers Plans Workers Plans Workers

Number (workers in thousands)

All plans -16,874 19,419 15,230 13,869 1,644 5,550 12,482 15,368 4,392 4,051

Plans with either vesting or
early retirement provisions 14, 902 17, 619 13, 515 13, 315 1, 387 4,306 10, 535 13, 733 4, 367 3,886

Vesting and early retirement 12,309 14,241 11,631 11,641 678 2,601 8,526 11,003 3,783 3,236
Vesting only -632 640 478 418 154 223 523 284 109 356
Early retirement only- 1, 961 2, 738 1,406 1, 256 555 1,482 1, 486 2,446 475 292
Plans with neither vesting

nor early retirement
provisions -1,972 1,799 1,715 555 257 1,244 1,947 1,634 25 165

Percent

All plans -100 100 90 71 10 29 74 79 26 21

100 100 100 100 100 100 100 100 100 100
Plans with either vesting or

early retirement provisions. 88 91 89 96 84 78 84 89 99 96
Vesting and early retirement 73 73 76 84 41 47 68 72 86 80
Vesting only -4 3 3 3 9 4 4 2 2 9
Early retirement only -12 14 9 9 34 27 12 16 11 7
Plans with neither vesting

nor early retirement
provisions -12 9 11 4 16 22 16 11 1 &

I See footnote 1, table 1.

NOTE: Because of rounding, sums of individual items may not equal totals.

TABLE 3. HIGHEST AGE AND ASSOCIATED SERVICE AT WHICH THE WORKER ACQUIRES A NONFORFEITABLE RIGHT
TO A PRIVATE PENSION BENEFIT PRIOR TO NORMAL RETIREMENT AGE, 1969

[Workers in thousandsj

Minimum age requirements I

No age
Total requirement 40 and under 45 2 50 3

Minimum service
requirements I Plans Workers Plans Workers Plans Workers Plans Workers Plans Workers

All plans - 14, 901 17, 404 5,885 8,090 2,524 3,692 862 832 857 1,699

Less than D years -610 277 366 120 100 15 - - - 102 11
Sto 10 years -5,826 7,033 2,957 4,817 1,099 1,098 236 311 112 185
11 to 15 years -4,734 6,639 1,526 1,421 1,304 2,537 278 343 457 1,078
16 to 20 years -2,742 2,136 726 923 18 39 347 172 165 319
21 to 25 years -698 748 287 364 3 3 1 7 19 96
Over 25 years -291 573 23 445 ----- 2 10

554 60 625

All plans - 2,893 1,850 1,531 863 349 378

Less than S years -38 100 4 31.
S to l0years -1,027 381 259 193 136
itto 1 years -1,027 381 259 192 136 48
11 to IS years -622 816 408 219 139 225
16 to 20 years -788 418 653 192 45 73
21 to 25 years --------------------------------- 177 111 182 135 29 32
Over 25 years -241 25 25 93

'See footnote 1, table 1. Age and service requirements shown are those at which the worker first acquires a nonforfeit-
able right to a benefit prior to the normal retirement age. The term service as used in this table is defined to include prepar-
ticipation service. The distribution includes 1,010 plans, with 2.3 million workers, that provide vested rights as shown
in the table only in the event of involuntary separation (including continulous ayoff-but excluding retirement mainly at
the employers request); almost all of these plans also provide for the attainmentof nonforfeitable rights, prior to normal
retirement, in the event of voluntary separation. In such cases, the eligibility requirements are typically more stringent
than those for involuntary separation. Plans which provide for special early retirement-essentially those providing for
early retirement at the employer's request with an unreduced or higher than normal retirement benefit are excluded
from this table.

a Includes I plan with 4,458 workers at age 46 with 11 years' service.
0 Includes 52 plans with 440,287 workers at age 52 with 15 years' service.
4 Includes 2 plans with 20,400 workers at age 57 with 20 years' service and 6 plans with 12,900 workers at age 58 with

10 years' service.
a Includes 20 plans with 6,500 workers at age 63 with 25 years' service.
NOTE: Because of rounding, sums of individual items may not equal totals.



1744

TABLE 4. TYPE OF VESTING PROVISIONS IN PRIVATE PENSION PLANS WITH VESTING BY TYPE OF EMPLOYER UNIT
AND METHOD OF FINANCING, 1969

[Workers in thousands]

Type of employer unit
and method of financing All plans

Plans with vesting

PlansType of vesting without
Total _ _ _ _ _ _ _ _ _ _ _ _ _ _ __ vesting

Deferred full Deferred graded

Num- Work- Work- Work- Work- Work-
ber ers Plans ers Plans ers Plans ers Plans ers

All plans - 16,874 19, 419 12, 941 14, 882 10, 277 13, 017 2, 664 1, 865 3,933 4, 537
Single employer - 15,230 13,869 12, 109 12,059 9,596 10,942 2,513 1,117 3,121 -1,810Noncontributory -11,080 10,098 8,365 .8,668 7,238 8,144 1,127 524 2,715 1,429Contributory -4,150 3,772 3,744 3,390 2,358 2,797 1,386 593 406 381Multiemployer -1644 5, 550 832 2,823 681 2,075 151 748 812 2,727Noncontributory------- 1,402 5, 270 684 2, 619 563 1, 963 121 656 718 2, 651Contributory -- -- - 242 279 148 204 118 112 30 92 94 75

' See footnote 1, table 1.

NOTE: Because of rounding, sums of individual items may not equal totals.

TABLE 5. PROVISIONS FOR VESTING AND EARLY RETIREMENT I N PRIVATE PENSION PLANS BY TYPE OF EMPLOYER
UNIT, TYPE OF VESTING, AND CONDITIONS FOR VESTING, 1969

[Workers in thousands]

Type of employer unit

Type of vesting and Single employer
conditions for vesting With early Without early

All plans All plans retirement retirement

Number Workers Plans Workers Plans Workers Plans Worker

All plans I -16,874 19, 419 15, 230 13, 869 13, 037 12, 897 2,193 973
With vesting --------- 12, 941 14,882 12,109 12, 059 11, 631 11,641 478 418Deferred ful -10, 277 13, 017 9, 596 10, 942 9,378 10, 557 218 384
Any separations -9,524 11,027 8,876 9,256 8,681 8,887 193 369Involuntary separation 753 1,989 720 1,686 695 1,670 25 15Deferred graded -2,664 1,865 2,513 1,117 2,253 1,084 260 34Any separation -2,407 1,525 2,262 832 2,002 798 250 34Involuntary separation 257 340 251 285 251 285 ---------4
Without vesting -3, 933 4, 537 3,121 1, 810 1,406 1, 256 1, is sss

Multiemployer

All plans -1,644 5,550 1,233 4,081 411 1,467
With vesting -832 2, 823 678 2,601 154 223Deferred full -681 2, 075 579 1.939 102 136Any separations -648 1, 771 557 1, 654 91 118Involuntary separation -33 304 22 286 11 18Deferred graded -151 748 99 661 52 87Any separation -145 693 94 636 51 57Involuntary separation -6 55 5 25 1 30Without vesting -812 2, 747 555 1,482 257 1, 244

1 See footnote 4, table 1.
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TABLE 6. SELECTED CHARACTERISTICS OF PRIVATE PENSION PLANS WITH EARLY RETIREMENT PROVISIONS, 1969

[Workers in thousands)

Number Percent

Characteristics Plans Workers Plans Workers

All plans - 16,874 19,419 100 -- 100
Plans with early retirement provisions -14, 270 16,979 85 100 87 100
Single employer plans -13,037 12,897 77 91 66 76
Noncontributory - --------------- ---- --- 9, 003 9, 579 53 63 49 56
Contributory- 4,034 3,317 24 28 17 20
Permitting early retirement:
Solely at employee's option -7,597 9,139 45 53 47 54
With employer's consent -5,440 3,757 32 38 19 22
Multiemployer plans ------- 1,233 4,083 7 9 21 24
Noncontributory ------------------ ,------- 1009 3,870 6 7 20 23
Contributory -224 213 1 2 1 1
Permitting early retirement:
Solely at employee's option- 1,122 3,937 6 8 20 23
With employer's consent -111 146 1 1 1 1
Plans without early retirement provisions -2,604 2,440 15 -13

I See footnote 1, table 1.

TABLE 7. MINIMUM AGE AND SERVICE REQUIREMENTS FOR EARLY RETIREMENI IN PRIVATE PENSION PLANS 1969

[Workers in thousandsl

Minimum age requirements

No age
All plans requirements 50 55

Minimum service
requirements Number Workers Plans Workers Plans Workers Plans Workers

All plans with early
retirement I - 14,270 16,979 301 1, 523 432 528 9,280 10,638

No service requirement 398 871 - - - 2 16 322 494
1 to 4 years -783 925 2 9 8 46 698 774
5 years -565 562 --- 8 15 488 194
6to 9 years -503 212 --- 20 3 363 198
10 years -3, 912 4,121 1 7 24 54 2,870 2,726
11 to 14 years -1,062 400 --- 5 19 995 335
15 years -3,404 4,120 21 12 178 43 1,688 2,950
16 to 19 years -960 285 12 3 7 11 626 220
20 years - ---- --- 1,456 2,067 11 18 120 69 587 1,270
21 to 24 years- 348 137 104 22 51 25 161 82
25 years -430 681 77 111 4 172 146 156
26 to 29 years -333 53 10 5 2 10 301 33
30years -113 2,518 62 1,330 3 45 35 1,006
Over 30 years -3 28 1 6

60 62 Others

All plans with early retirement' -3,666 3,319 423 762 168 210

No service requirement -74 361
I to 4 years -28 42 --- 47 55
5 years -55 134 4 11 10 8
6 to 9 years -100 7--- 20 6
10 years -851 1,195 154 106 12 32
11 to 14 years -8 21 53 20 1 5
15 years -1,310 755 152 301 55 58
16 to 19 years -315 51 ----------------------------------------
20 years - ------------------------- 686 394 50 295 2 20
21 to 24 years -32 8
25 years -174 210 9 25 20 7
26 to 29 years -20 5
30 years -13 136
Over 30 years ---------------------- 1 3 1 19

' See footnote 1, table 1.
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TABLE 8. DISTRIBUTION OF PRIVATE PENSION PLANS WITH EARLY RETIREMENT PROVISIONS BY
SELECTED CHARACTERISTICS AND SOCIAL SECURITY OPTION, 1969

[Workers in thousands!

With social security Without social security
Total adjustment options I adjustment options I

Characteristic Plans Workers Plans Workers Plans Workers

All plans with early retirement 2_ 14,270 16,979 6,310 5,364 7,890 11,616

Single employer -13,037 12,897 6,121 4,146 6,916 8,750
Multiemployer -1,233 4, 083 259 1,218 974 2, 865
Noncontributory - - 10,012 13, 449 4,108 3 963 5,904 9,416
Contributory- 4,258 3,530 2,272 1,401 1,986 2,121

I Underthis option the worker'sbenefit is adjusted sothathis monthly paymentsare the same before and afterthe receipt
of his social security benefit.

2 See footnote 1, table 1.

ITEM 3. LETTER FROM EMERSON H. BEIER, SENIOR ANALYST, AUTO

INSURANCE AND COMPENSATION STUDY, DEPARTMENT OF TRANS-

PORTATION, TO SENATOR HARRISON A. WILLIAMS, DATED

MARCH 31, 1970
OFFICE OF THE SECRETARY OF TRANSPORTATION,

Washington, D.C., March 81, 1970.
DEAR SENATOR WILLIAMS: I have read with great interest the recent testi-

mony before the Special Committee on Aging concerning private pensions and
their contribution to the economic security of the elderly. However, one of
the witnesses, Professor Merton C. Bernstein, criticized an article reporting
on a Bureau of Labor Statistics study of pension plan terminations (Termi-
nations of Pension Plans: 11 Years' Experience, Monthly Labor Review, June,
1967). Although the Bureau should respond to this criticism, as author of the
article in question, I would like to make a few observations.

The Professor's most fundamental criticism seems to be based on a mis-
understanding. He apparently labors under the impression that the BLS claims
to have studied how employee separation has affected pension rights. The
pertinent testimony begins with the statement that "'the phenomenon of large
scale separation before and after a change in ownership demonstrates the
weakness of a Bureau of Labor Statistics study which purports to show that
company mergers have not adversely affected pension rights to a substantial
degree." The witness continued by complaining that "the study limited itself
to the plan participants at the time of the plan's termination despite the fact
that . . . employee separation often is heavy both before and after the kinds
of occurrences that typically accompany plan terminations." In reality, the
article does not make such a claim. It reports that the BLS "studied the
causes and effecs of [plan] termination and the characteristics of plans closed
out between 1955 and 1965." Incidentally, a study of how employee separations
are affecting pension rights could not be based on termination records of the
Internal Revenue Service (Form 517T). The separation of employees and the
termination of pension plans are frequntly intertwined, but either may occur
without the other.

The remaining criticism is less important. The testimony quoted above states
that the BLS study "purports to show that company mergers have not ad-
versely affected pension rights to a substantial degree." In fact the article
does not state or infer that mergers have such a limited effect.

When a pension plan is terminated by a merger or sale, participants may
lose both the opportunity to earn benefits for future employment and their
accrued pension rights. The opportunity to earn benefits for future employ-
ment is only assured when coverage is continued in another plan. Accrued
pension rights may be preserved by their transfer to another plan or by ac-
cumunlation of assets to fund them. The article reported, "In at least a third
of these terminations by merger or sale, pension coverage of employees was
not continued." It was also noted that "most pension plans do not, at any one
point in time, have sufficient resources to fully discharge all of their liabili-
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ties." Unfortunately, IRS termination records do not contain the information
needed to determine the extent of lost pension rights.

Professor Bernstein completes his criticism by questioning the treatment of
participant losses among 26 plans. He states, "I quite disagree that under the
circumstances liabilities are overstated to the extent the article suggests."
The article's basic contention is that benefit losses among 10 of these plans
were probably, on the average, less than the difference between the reported
value of their assets and liabilities. A footnote points out that liabilities gen-
erally exceed the cost of accrued benefits. Liabilities may not be overstated to
the extent the footnote suggests; however, most actuaries are likely to agree
with the basic contention concerning benefit losses.

The witness also disputes the study's finding that there was no apparent
losses in 6 of the 26 plans in which participants were transferred to other
plans. He finds this "utterly mystifying because the new coverage would not
compensate for former years' credit unpaid." In fact past service promises
are frequently taken over by succeeding plans. This is likely to be arranged
on an ad hoc basis, but some pension agreements specifically provide for such
transfers. The pension agreement between the Steelworkers and companies in
the basic steel industry, for example, provides benefits for "service in the em-
ployment of any company whose stocks or properties shall have been hereto-
fore acquired." Returning to the 6 plans discussed in the report, the past
service promises of 4 of them were definitely preserved and a similar result
seemed likely in the remaining cases, but available information was not con-
clusive.

Sincerely,
EMERSON H. BEuER,

Senior Analyst.

ITEM 4. LETTER FROM RODNEY W. MARKLEY, JR., VICE PRESIDENT,
WASHINGTON STAFF, FORD MOTOR COMPANY, WASHINGTON, D.C.,
TO SENATOR HARRISON A. WILLIAMS, DATED APRIL 10, 1970

FORD MOTOR CO.,
Washington, D.C., April 10, 1970.

DEAR SENATOR WnLLIAMS: Thank you very much for seeing Hy Biegel and
me yesterday with respect to the work of the Special Committee, on Aging.
As we told you at the time, we are part of the Washington Pension Report
Group. This is not a formal association, but consists of representatives from
approximately 150 major companies in the country who get together from
time to time to discuss their common problems in the field of pension legis-
lation.

We have studied and are deeply concerned with the paper entitled "Pension
Aspects of the Economics of Aging: Present and Future Roles of Private
Pensions", prepared by Professor James Schulz for your Committee. We are
aware that the study was printed by the committee to illicit comments for
further discussion. However, we believe that the study is not completely ob-
jective and that there are aspects of the problem which merit further con-
sideration by non-partisan experts.

In the latter connection we suggested that a further study might be under-
taken by an organization such as the American Enterprise Institute for Pub-
lic Policy Research. The Institute is a non-partisan research and educational
organization which studies national policy problems. I am attaching a copy of
a Legislative Analysis entitled "The Debate on Private Pensions."* As you
can see, the Institute has a high degree of competence, not only within the
membership of its overall Advisory Board, but also on the Advisory Committee
on Pension Studies which prepared this particular analysis.

We hope that you and the members of your Committee will see fit to write
to the Institute and request a study of this subject which could, like the
Schulz paper, be printed as a Committee document. We believe such a course
of action would give balance to the record of your Committee and would
afford additional information which would give credence to the ultimate find-
ings of thf 'u nmittee.

S2 -rely,
R. W. MABR:T Y, Ja.

*Retalned In committee files.
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ITEM 5. LETTER FROM ROBERT TILOVE, SENIOR VICE PRESIDENT,
MARTIN E. SEGAL COMPANY, NEW YORK, N.Y., TO SENATOR HARRI-
SON A. WILLIAMS, DATED APRIL 17, 1970

MARTIN E. SEGAL Co.
CONSULTANTS AND ACTUARIES,

New York, N.Y., April 17, 1970.
DEAR SENATOR WILLIAMS: I appreciate the opportunity to comment on Dr.

Schulz's paper "Pension Aspects of the Economics of Aging: Present and Fu-ture Roles of Private Pensions."
There is no substitute for an adequate Social Security system.
Whatever the growth of private pension plans, it is bound to be true thatat least one-quarter, more likely one-third, and perhaps two fifths, of the em-ployees in private industry will remain without effective coverage by privateplans. Their economic security will require an all-embracing public system thatprovides at least a minimum standard of health and decency.
Social Security benefits should be bolstered against erosion by inflation.

While it should take account of the number of years of covered employment,
the benefit formula should be based on. wage levels in the years immediately
preceding retirement. This does not mean, necessarily, a formula geared toeach worker's final five or ten years of employment; it could be a formula forcorrecting the benefit amount for changes in the general level of wages so asto wash out the effect of price and salary levels more than five years out-of-date.

Attention ought also to be directed to a cost-of-living adjustment of Social
Security benefits after retirement.

Moreover, it should not be assumed that the basic levels of Social Security
are so adequate as to need only the addition of anti-inflation measures. Theformula itself should seek to provide the life-long wage and salary worker
with something he can really live on.

It is not a question of how much each person wants to allocate out of cur-rent income in order to provide security when he is old. It is precisely theunreasonableness of expecting an individual worker to protect himself ade-
quately, in the light of the vast uncertainties of our economy, that makesthe Social Security System inevitable.

The case for adequate Social Security is so strong that it is puzzling tounderstand why some advocates spend so much effort in attacking private
pension plans. The working paper by Dr. Schulz is unfortunately marred bythat animus.

The Preface offers Dr. Schulz's paper as providing disturbing evidence onat least two important points:
"One. That private pensions, while performing a major service to the econ-omy and to millions of Americans, now serve far fewer than is commonly as-

sumed and will continue to fall short of expectations unless greatly improved."Two. And that many common assumptions about the level of pension pro-jections are based more on wishful thinking than upon hard fact"
The question is, of course, difficult to debate with precision, because it ishard to say what is "commonly assumed." Nevertheless, there is somethingworth saying. Dr. Schulz takes pot-shots at private pension plans that arefar off the mark.
He presents figures that in 1964, some 60 percent of pensioners were receiv-ing less than $1,000 a year and even by 1980 with a "significant upward

trend" (3% a year), about three-quarters will be getting less than $2,000.This projection is remarkably obsolete. Late 1969 was a perilous time forprojections of this kind; it was a time when wage settlements broke out onto far higher territory than ever achieved before. The projection overlooked
that contemporary fact.

"Three" percent increase per year? In 1969, the East Coast longshoremen
pushed their normal monthly pension up to $300 from $175. Mass production
contracts moved the normal benefit up to $5.00-$6.00-$6.50 per month per yearof service ($150 to over $200 a month for 30 years of service). Shoe workers
raised a 7 cents-an-hour employer pension contribution to 11 cents-an-hour.
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Construction industry plans that were based on contributions of no more
than 10 cents to 20 cents an hour only a few short years ago are now getting
$1.00 to $1.75 an hour and paying commensurately increased benefits.

The greater failure, however, is not to appreciate that private pension plans
are developing institutions, the result, so far, of incessant growth since 1950.
More to the point, they will clearly be something different tomorrow from
what they are today.

Criticism is leveled at the fact that negotiated pension plans have generally
been directed toward the interests of the "old-timers," said to be the main-
stays of the union, with the result that the plans provide relatively high
amounts for that group, at the expense of restrictive eligibility rules. The
point has factual basis, but when all the evidence is in, it nicely illustrates
several of the essential advantages which the vigorous growth of private plans
has provided-flexibility in attending to felt needs, responsiveness to the de-
sires of individual groups, and the achievement of new levels without waiting
for public consensus.

It is true that, by and large, the plans which burgeoned in the 1950's gave
first attention to the needs of the superannuated and the older workers. That
made good sense-the use of limited resources for the most urgent need.

With successive waves of improvement, the next most important purposes
are being served-vesting to meet the desires of the younger workers; sur-
vivors' pensions and other death benefits to meet the needs of widows. This
is a simple history of first things first.

The idea that unions are dominated by older workers, who write the de-
mands for pensions, is also rather obsolete. Such an observation is bound to
bring a wry smile to the face of any union leader who has seen a negotiated
settlement voted down by young men who want to know what the union has
done for them lately and who want complete vesting if anything more is to
be added to pensions. The latest development in the building trade is the
spread of "annuity funds" that represent immediately and fully vested indi-
vidual pension accounts, on top of the traditional pensions.

Are private pensions worth very much? Yes, they are. In fact, one could
say they are worth almost half-a-trillion dollars.

That may sound like a simplistic answer. It is not. It has, in fact, a quite
sophisticated meaning.

Pension plans in private industry hold assets worth about $130 billion. That
is less than the value of the pension benefits accrued by service to date by
the workers coverd by these plans. The present value of their accrued bene-
fits-after discounting appropriately for forfeitures by death or employment
turnover before retirement-is probably on the order of $160 billion. If one
were to place a present actuarial value on all the benefits which present cov-
ered employees will accrue by the time they retire (after-to repeat-making
due allowance for forfeitures due to death and withdrawal before retirement)
the aggregate would be on the order of $400-$500 billion. A value of that
magnitude, realistically determined, cannot fairly be considered a myth or a
mirage.

The role of private pensions is to make retirement income more adequate
while Social Security is still inadequate and to improve still more the living
standards of a large percentage of the aged when Social Security becomes
more adequate. The case for a better Social Security system has a validity
quite independent of the ever more valuable role which private plans fulfill
for the millions of workers they cover.

Sincerely yours,
ROBEaT TILoVE

ITEM 6. LETTER FROM MRS. HELEN SZYMASZEK, CHICAGO, ILL., TO
DR. SCHULZ

DuAn MR. SCHuLZ: I read your article in the Sun Times on February 16,
1970. About how little some people benefit from private pension plans. May I
tell you of other ways a person does not benefit by them. My husband worked
for Wilson Sporting Goods for 25 years. At the time of his death December
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23, 1968, he was 51 years old. He would of been 52 in February 17. I was toldthat had my husband worked only 18 years but was 55 years old I would beeligible for the widow's pension. This to me is so unfair a man that workedfor 25 years and a good reliable worker at that His wife is not eligible fornone of the benefits but a man that worked 18 years his wife would be eligi-ble, because he was 55 years old at time of death. It does not matter if thewoman would be younger than I. My husband and I are the same age. Iwould like for you to tell this Special Committee about women I should saywidows like me. I'm sure they'res a lot of them in the same situation as I am.We were married for 25 years. Thank you for reading my problem and I'msure a lot of other widows, too young for Social Security and husband's notold enough at time of death.
MRS. HELEN SZYMASZEK,

Chicajo, Ill.
0o


