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SOCIAL SECURITY OVERSIGHT:
EARLY RETIREMENT

THURSDAY, JUNE 18, 1981 -

U.S. SENATE,
SpeciAL COMMITTEE ON AGING,
Washington, D.C.

The committee met, pursuant to recess, at 2:40 p.m., in room
1318, Dirksen Senate Office Building, Hon. John Heinz, chairman,
presiding.

Present: Senators Heinz, Cohen, Pressler, Grassley, and Pryor.

Also present: John C. Rother, staff director and chief counsel; E.
Bentley Lipscomb, minority staff director; Larry Atkins and Mi-
chael Batten, professional staff members; Kathleen M. Deignan,
minority professional staff member; Robin L. Kropf, chief clerk;
Nancy Mickey and Letitia Hoadley, clerical assistants; and Eugene
R. Cummings, printing assistant.

OPENING STATEMENT BY SENATOR JOHN HEINZ, CHAIRMAN

Senator HEiNnz. The committee will come to order.

Today, the Special Committee on Aging holds the second of sev-
eral hearings on the complex issues involved in restoring fiscal
stability and public confidence in the social security system.

The purpose of today’s hearing is to explore the increasing trend
toward early retirement and its impact on social security.

Closing the age 62 early-retirement option is seen by many as a
way of saving money in the social security system. Even with
reduced benefits for early retirement, the number of people choos-
ing this option has increased dramatically. .

In 1956, only 12 percent of all workers under 65 chose to retire
early. In 1978, this figure had risen to 68 percent. Because Ameri-
cans are living longer and healthier lives, this trend toward early
retirement is significantly increasing the cost of the early retire-
ment option.

The administration has recently proposed reducing benefits for
early retirees at age 62 from the present 80 to 55 percent of the full
benefit beginning next year. While this proposal may have served
to highlight the need to look carefully at this trend and its impact
on the syst¢m, it also has caused a tidal wave of very adverse
reaction and a further erosion of public confidence in the social
security system. Criticism of the administration’s proposal was es-
pecially harsh from people who are on the verge of retirement.
Among the public in general, the proposed changes have alarmed
working and retired people alike who view them as changing re-
tirement benefit rules in the middle of the game. In my judgment,
we will not change those rules.
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On May 20, I cosponsored, along with some of my colleagues
from this committee, I might add, the resolution opposing any
precipitous or unfair reduction in social security benefits, and sin-
gled out for opposition any sudden cut in early retirement benefits.
The resolution passed by a vote of 96 to 0.

The early retirement option is important for many older work-
ers. Some two-thirds of those eligible take it. At the same time,
studies show that half of the people who are retired say they would
prefer to work in some manner.

A major purpose of our hearing today is to explore why, if so
many older people express this preference, they are not working.
Older workers who want to continue to work beyond the early
retirement age of 62 and the so-called normal retirement age of 65
should have the opportunity to do so. The choice to continue work-
ing is as valid and important as the choice or need to retire early.

Employment and retirement are not mutually exclusive concepts.
I believe it is important to remember the diversity of our older
population and create a climate in which each individual has the
opportunity to exercise his or her choice concerning these issues.

We must examine carefully retirement trends and the incentives
and disincentives in public policy which are relevant to those
trends. We need to take 'a closer look at private pensions and
personnel policies in order to identify discriminatory obstacles
which force older workers into early retirement. And we need to
examine positive incentives and new approaches proposed by em-
ployers, labor unions, and others concerned with older workers in
order to promote retention policies and new employment opportu-
nities for older workers.

While all these complex issues cannot be addressed here today, I
do plan a further examination in subsequent hearings this year on
employment and the older worker, and I expect, nonetheless, this
hearing to throw valuable light on the trend toward early retire-
ment.

This afternoon, the committee will hear from a panel of distin-
guished witnesses representing the academic, industrial, and labor
communities, concerning these important issues.

Senator Lawton Chiles, the ranking minority member of our
committee, and Senator Quentin Burdick are unable to attend
today’s hearing because of prior commitments. They have submit-
ted statements for the record and without objection they will be
inserted into the record at this point. .

[The statements of Senators Chiles and Burdick follow:]

STATEMENT OF SENATOR LAWTON CHILES

This hearing is a particularly important one as we look at the state of the social
security trust funds and legislative options for change.

We have heard much of the continuing trend toward early retirement and the
problems this poses for the financial solvency of the social security system.

I'll have to give credit to the administration for jumping into this fray with both
feet, though I'm not sure they looked before they leaped. Their proposals for
immediate and drastic reductions in early retirement benefits would certainly have
reversed this trend.

I think we have had a judgment from the people on the administration’s early
retirement proposal—to reduce current benefits by almost one-third for all those
who were planning to retire at age 62 next year. Such a drastic cut, so soon, would
be unfair to all our Nation's workers.
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But I also fear the administration never considered what impact such a quick and
major change in- early retirement policy would have on employers and on our
Nation’s struggling system of private pensions.

We do want to make-it possible to reverse the trend toward early retirement. We
all must rethink our attitudes toward retirement. Both the worker and his employer
should be encouraged to see the value of delayed retirement.

But we need to allow time for these changes to evolve. I am very concerned that if
we change the system, like the administration proposed, there be something there
when people reach age 62 or 65.

If the retirement age is to be increased, we must also increase the availability and
value of jobs for those over 65. Congress can do part of this by removing, over time,
some of the incentives in the social security laws which encourage early retirement.
A lot will have to be done by others. .

The Social Security Reform Act of 1981, which I introduced in February, would
-make.-three changes-in the law_to help-accomplish these goals:--- -~ - - .= .. ...

(1) My bill would make retirement- solely on the basis of age illegal at any age.
Presently, it is legal in the private sector to force workers to retire solely’ because
they have reached age 70. :

(2) Beginning in 1986, my bill would completely remove the earnings limitation
for those over 65. I would like to remove it earlier, but I believe that social
security’s short-term funding problems make‘it unwise to act before 1986.

(3) Effective January 1, 1982, I propose an “older worker tax incentive” by
removing the social security payroll tax for employers and employees based on
wages earned by workers over 65. For the employer, this is a direct economic
incentive to hire and retain older workers. For older workers the incentive is more
take-home pay. Under the terms.of my bill, general revenues would replace any lost
income to the social security trust funds. This is not a fiscal shell game. Income
taxes generated by those working beyond age 65 would more than pay for the cost of
these changes.

I believe these provisions would help to pave the way for change, but as a Nation,
we have a long way to go.

This committee held hearings last year on “Work After 65: Options For The 80’s.”
We found a number of seeming contradictions.

Despite a change in law raising the mandatory retirement age in the private
sector from 65 to 70, large numbers of older workers are still deciding, even
encouraged, and in some cases being coerced, to retire early.

There is also a great deal of evidence that many older citizens want to continue
working. National opinion polls in 1974 and 1978 have shown us this.

Little is being done to stimulate work opportunities for older persons, even
though a number of major corporations have shown the way with very innovative
and flexible programs. I would like to mention specifically IBM, the Xerox Corp.,
the Polaroid Corp., the Bankers Life & Casualty Co. of Chicago, and the Atlantic
Richfield Co.

I am pleased that we will be adding to this evidence today, hearing from the
Grumman_ Aerospace Corp. 1 had the opportunity to take earlier testimony on
Grumman'’s older worker policies from a representative of the Grumman manufac-
turing facility in Stuart, Fla. In Florida, Grumman pursues a policy of actively
retaining older employees for a longer period of time and aggressively seeking to
rehire retired employees, especially when they are looking for special skills.

The experience of these companies has been particularly enlightening. They have
pretty well allowed us to lay to rest many myths about older workers: They are not
accident-prone. They generally have better attendance records then younger work-
ers. They do just as well or better than younger workers when new learning is
required for a job.

As I've said before, I believe expanding job opportunities for older workers is cost-
effective for our country—and it is a way to insure dignity for older workers. It is
time to encourage more options so current trends will begin to change.

STATEMENT OF SENATOR QUENTIN N. Burpick

Mr. Chairman, it is certainly appropriate that we focus today on the question of
early retirement as it relates to possible changes in the social security system,
because no aspect of the administration reform package stirred more criticism than
its proposal for sudden and severe cutbacks in early retirement benefits. The outcry
in Congress and the country was immediate, and rightly so. The proposal was
fundamentally unfair to those who are now approaching early retirement and who
have carefully planned retirement budgets based on existing benefits. I was pleased
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that the Senate voted 96 to 0 on May 20 to reject any such precipitous and drastic
reduction in benefits.

I know that this hearing is designed to explore the full range of early retirement
issues and that the administration has indicated its willingness to compromise on
this issue. I do not wish to beat a dead horse, but the comments of Robert J. Myers,
Deputy Commissioner of the Social Security Administration, at Tuesday’s hearing
before this committee, reflected the same insensitivity to the problems of older
Americans that gave rise to the administration’s ill-conceived proposal on early
retirement. It appears that this dead horse is still kicking.

In response to questions from Senator Bradley, Mr. Myers expressed doubts about
surveys that show that 70 percent of those who take early retirement cite poor
health as the principal reason. He had no evidence to support his view that most of
those who claim poor health are not in fact unhealthy; he just doesn’t believe them.
Mr. Myers went on to make the astonishing statement that even those who are
actually in poor health would benefit from continuing to work and not taking early
retirement. This statement is as unfathomable as it is offensive.

We do need to make some hard decisions about what changes in the social
security system are necessary to preserve its financial solvency. We may well have
to find ways of providing incentives for healthy, older Americans to stay on the job
past age 62. But this process is not furthered by the kind of careless and unfeeling
statements made by Mr. Myers on Tuesday.

I hope that the administration will demonstrate more understanding and sensitiv-
ity toward those who are old, or poor, or disabled, or infirm, than that displayed by
Mr. Myers. I trust these hearings will proceed with that lesson in mind.

Senator Heinz. Before I call on our first panelists, I would like to
yield to Senator Cohen from Maine for any comments he would
wish to make.

STATEMENT BY SENATOR WILLIAM S. COHEN

Senator CoHEN. I do have a prepared statement, but I ask unani-
mous consent that that be made a part of the record.

Senator HEiNz. Without objection, that statement will be made a
part of the record.? ‘

Senator CoHEN. First, I want to commend you for the continu-
ation of these hearings and perhaps point out for the benefit of the
panelists, that Senator Heinz, as a former member of the House
Committee on Aging, over the years has expressed a great deal of
interest in the older citizens and older work force. He was, along
with Representative Claude Pepper, one of the leading voices in
trying to eliminate what we thought was a fundamentally discrimi-
natory practice, that of age discrimination aimed at our citizens
over the age of 65.

My own judgment is that the issue of mandatory retirement
almost amounted, perhaps, to a constitutional level that we have
invented in our system, a belief and a protection that if people are
similarly situated but treated differently, there is a denial of equal
protection. I believe that the converse is also true, that is, that
people who are not similarly situated, who are different, who have
different abilities, capabilities, and desires, are suddenly treated
the same—that is, they are all treated alike at the age of 65, and
tﬁeyl are forced to retire. That too is a denial of equal protection of
the law. '

Under the Constitution, we want to preserve the uniqueness of
the individual and have each person treated as the individual
within the Constitution. -

'See next page.



171

But, Mr. Chairman, the purpose of this hearing, I think, is to
explore some potential remedies we might propose in trying to
come to grips with running our social security system.

The size of our work force is declining. We are growing older as a.
society with half of the population, for the first time ever, over the
age of 30. We are living longer and we are retiring earlier and we
also have a situation of what is referred to as COLA, the cost-of-
living adjustment. That is also involved in our social security
system. .

I think if you look at it from the perspective of the working
person today and the potential for setting the jaws of the young
~ against the older generation—their parents—it is rather clear that -
what we have is an inverted triangle resting on the backs of the
younger people in the work force. There is a tremendous expansion
of the number of people retiring with the narrowing base of those
who have to support that system. If we continue to have older
people who are living longer but retiring earlier—and if you factor
into that a system that automatically adjusts for higher and higher
inflationary rates tied to the Consumer Price Index, then you can
see that the system is expanding at the top with a very narrow
work base at the bottom. That system cannot continue much longer
in the future without some fundamental reforms.

With that, I commend you again, Mr. Chairman, and look for-
ward to hearing from the witnesses, who have some expertise in
their fields to give us some guidance as to what we might do to
encourage people to work longer, and amend some of the laws
providing incentives for early retirement.

But certainly we will also have some constructive proposals to
save the social security system.

Senator HEINz. Senator Cohen, thank you.

Let me say, although it is unnecessary, that I commend you for
your interest in these hearings and in the problems of our senior
citizens generally. You have an absolutely impeccable record of
attendance at our hearings. You have contributed much, and you
are indeed an extremely valuable member, and I compliment you
for that.

Senator CoHEN. Please do not hesitate to offer those words at
any time in the future.

Senator HEINz. They are right here on the note paper that you
gave me.

[The prepared statement of Senator Cohen follows:]

PREPARED STATEMENT OF SENATOR WILLIAM S. COHEN

Mr. Chairman, It is an indisputable fact that the population of the United States
is getting older. In fewer than 20 years, the number of people 65 and older will
exceed 31 million. Already, over half the population, for the first time, is over 30
years of age.

This “graying of America” will have a profound effect on the work force. What we
have come to expect for the last few decades for older people after age 65 will,
inevitably change. Older workers who traditionally worked until they reached 65
and were expected to retire on social security benefits, a company pension, and,
perhaps, investments are no longer part of this longstanding pattern. Changes in
demography, family situations, improved health and longevity patterns, changes in
the economy, and other powerful forces have either forced older people to work
longer, or encouraged them to seek work opportunities past the normal retirement
age.
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Today’s older workers differ from those of previous decades: They are healthier,
they began working later than their predecessors, and—although the average level
of formal education of older workers several decades ago was far below that of
ygggger employees—the gap has been closing and will close even further in the
1980’s.

With the marked decline in death rates, the potential length of productive work-
ing life has increased greatly. Yet people have been ending their working careers
earlier and earlier, some voluntarily, some under duress. Many now wish they
hadn’t, and many of those still at work say they would like to, or will have to,
continue working beyond age 65.

I hope that today we can analyze the reasons why more and more older people
have left the work force in recent decades. Public policy decisions will depend on
finding out why they chose to leave. Different consequences follow, for example, if
early retirement ﬂrovisions or social security changes have induced people to short-
en their careers than if other forces such as changed health or life expectancy have
been involved.

Because of the many factors which have encouraged older people to stop working,
the Bureau of Labor Statistics has projected a continued decline in the percentage
of older people who stay on the job. However, a number of forces are emerging that
are slowing. or reversing this decline and which could encourage older people to
extend their work lives. According to the Work in America Institute policy study,
“The Future of Older Workers in America” conducted by a number of public policy
experts:

The rapidly rising cost of social security may lead to raising the retirement age,
taxing benefits, or reducing the protection against inflation.

Raising from 65 to 70 the age at which a firm may force an employee to retire has
inevitably led more people to remain at work.

Many employers have felt the need to retain older workers to take advantage of
their experience.

Inflation so erodes pensions that many people continue working as an economic
necessity.

Continued good health has convinced many older people that they do not want to
retire.

The higher education level of older workers means that more of them have
interesting work; therefore they have a stronger desire to stay on the job.

Greater use of flexible hours and part-time work makes jobs more attractive to
older people.

Other factors continue to discourage the extension of working life by older people,
which I hope we will look at closely today: Work sharing, “30-and-out” pensions
allowing employees to retire after working 30 years, and the pressures to keep a
younger work force.

All of the witnesses here today are experts on these topics, and I look forward to
hearing of their experiences and perspectives as we continue to examine the issue of
income security for older Americans.

Senator HEiNz. I would like to call on our first witness, Robert
Clark of North Carolina State University at Raleigh.

STATEMENT OF ROBERT L. CLARK, RALEIGH, N.C., ASSOCIATE
PROFESSOR, DEPARTMENT OF ECONOMICS, NORTH CAROLI-
NA STATE UNIVERSITY AT RALEIGH

Mr. Cragrk. Thank you.

I have been asked to do several things in my testimony. The first
is to give you a little background in terms of the trend toward
early retirement, with labor force statistics and perhaps give you a
framework for review, and then to look at some of the incentives
that the Senators have been discussing and, finally, examine some
of the proposed reforms. :

First, if one reviews the history of the United States, we do
observe a long-term decline in the labor force participation of men
over 65. It is not a recent phenomenon but has been continuing
since the late 19th century. But what is more recent is the decline
in the labor force participation rate of younger men. Women do not
seem yet to have been affected by the tendency to move out of the
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labor force. In fact, women between 24 and 64 have been entering
the labor force in greater numbers, so these labor force participa-
tion rates have been rising, although there was a cessation of that
rising during the 1970’s.

Just briefly, let us review the labor force participation rate of
men 65 and over. This rate declined from 50 percent in the mid-
1940’s, to 20 percent in 1970. So there has been a 30 percent point
drop for men over 65. For men 55 to 64, the participation rate
remained in the high eighties, until the beginning of the 1970’s;
and from 1970 to 1979, the participation rate dropped from 83 to 73
percent.

Also-there-has-been-a-noticeable-and-again-more recent-decline————-
of the participation rate of men age 45 to 54, declining from the
midnineties to about 91 percent in 1979.

The question then arises: Can we explain these trends? Incen-
tives, economic framework, and individual behavior I think provide
much of our answers.

Senator Heinz had suggested earlier that people tell us that they
want to continue working and yet they leave the labor force. That
may be a paradox that we-need to analyze.

The question is: What do people mean when they answer survey
questions. like that. I think we have to be careful concerning the
interpretation of survey data that asks people do they want to
continue work, in part, because it is my guess that what they are
responding to is, yes, I would like to continue to work if I can stay
on my same job at my old wage rate and still draw my pension
benefits.

So it may be a combination of those effects that leads one to
answer that question. So be careful when you review interview
data along those lines.

What I think is important in why people have been leaving the
labor force are the incentives that they have, both public and
privately promulgated.

First, if we look at the gain people have from work, they clearly
receive cash wages. They receive a variety of fringe benefits—life
insurance, health insurance, and the like. If we look at private
pensions and try to determine exactly what does a person gain
from continued work in private pension benefits, one can clearly-
show that under certain circumstances, in fact in most plans, there
comes a point after which one becomes- eligible for benefits that
continued work does not increase the value of their pension in a
present value sense. If you take the flow of benefits starting at one
age, let us say 63, and see what is the present value of that stream
of benefits over the rest of one’s life and compare it to the present
value of the stream of benefits starting at age 64, you can calculate
what the gain in one’s pension compensation would be. Clearly
under most defined benefit plans you observe that that gain de-
clines with age, declining for a variety of reasons. One of the
reasons is that firms have the option of not providing any addition-
al benefits after the normal retirement age. Say 65 is the normal
aEe. Then firms do not have to continue service or salary after
that.

Another reason is that firms have special early retirement op-
tions that enable people to take early retirement and they are not
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penalized, that their benefits are lowered in any actuarial fashion
for taking early retirement. Put that another way, if the person
continues to work, their benefits do not rise in a manner that
would be justified by an actuarial calculation.

The pension benefits clearly can influence people’s retirement
decisions. We were just mentioning cost-of-living adjustment. It is
clearly possible for pension benefits to be adjusted after retirement
and in fact there is a select group of Federal workers that receive
these cost-ofliving adjustments while most people ‘in the private
sector of the economy do not. Whether or not one’s benefits after
retirement are adjusted clearly will influence the decision on
whether one continues to work. If we are in a world in which,
through public pressure, wage increases are held down such that
one can retire and get a raise in their pension benefits but their
cash wage remains constant if they continue to work. Clearly social
security has many of the same effects. _

One of the major reasons I would argue that the trend toward
early retirement has continued over this period of time has been
the growth in development of the social security system. That is,
large liberalization in the benefits over time which I would argue
were basically unexpected by many people. So you can imagine
people on the verge of retirement now getting increases in their
benefits, seeing that as an increase in their wealth, and choosing to
retire earlier than they would have.

So the trend in the social security system has had an effect.

Having said that, one can examine the current structure of the
social security system. Clearly as one becomes eligible for social
security I would argue that the access to benefits, that is, current
eligibility, has an effect on one’s decision to retire or not to retire.
So access to benefits is an important determination of retirement.
But then if one imagines continuing to work and examining the
effect on one’s benefits, there are really three effects.

First, the earnings test. If one begins to draw social security
benefits and continues to work, their social security benefit is
reduced after an earnings allotment—a minimum amount of earn-
ings, $1 per every $2, in effect a 50-percent tax on earnings. Clearly
that has an effect to entice people to work less.

The second effect is that by continuing to work you can raise
your earnings history on which social security benefit is calculated.
This effect acts as an addition to your future benefits and, there-
gore, that would have an effect of keeping the person in the labor
orce.

And, finally, there is the actuarial adjustment for staying in the
labor force between 62 and 65 and the bonus for deferred retire-
ment after 65 that would also affect an individual’s decision. Clear-
ly what one has are penalties and subsidies for continued work. By
working longer you are penalized by the earnings test but you are
receiving some augmentation of the future social security benefits
from the two other effects, the recalculation based on continued
earnings and the actuarial adjustment. All of these effects will
likely have an influence on the person’s decision to remain in the
labor force.

There are many other effects, policies, programs, and personal
characteristics that influence people to leave the work force, clear-



175

Iy health, a person’s wage rate, presence of wife or husband, health
of wife or husband, and presence of dependents in the family. All
of those have an influence. Becoming unemployed tends to entice
older workers to leave the labor force and the continuing existence
of inflation also has an effect on people leaving the work force.

I discuss this in more detail in my prepared statement and some
background papers have been made available to the staff.

In looking to current proposals to reform or modify the social
security system, one should examine first what is the current prob-
lem, what is happening and what are the options that face the

_Congress.

First, the long-term financial structure of the system is primarily
in deficit because of a changing demographic structure that the
chairman mentioned. Given that we have this changing demo-
graphic structure, what are the options that they face. Clearly I
think they can boil down to only two options, one, either there will
be higher taxes that people will pay in the future or, two, there
will be lower benefits. Clearly there are a number of benefits under
each of those that one can propose to affect the overall financial
structure of the program. Personally I have argued in the past that
the most appropriate way I think of alleviating the situation is
through lowering benefits in a particular manner and that is rais-
ing the age of eligibility for the current age of full benefits from 65
to 68. One could raise early retirement options from 62 to 65 or you
could penalize even greater the 62 to 65 range that has been
proposed. When these options. are proposed, one should keep in
mind that if one raises the age of eligibility from 65 to 68, that
there will likely be an effect on the disability program.

If you change the age of disability to 68, the cost of the disability
program will rise as people remain in disability status for extra
years, even if you are reducing the cost of the OASI program. In
conjunction with raising the age of eligibility, I would eliminate .
the earnings test for those over 68, for people that defer benefits
over age 68. For those deferring benefits over 68, I would raise the
deferred retirement credit from its current—next year’s 3 percent
up to a more actuarially fair basis.

Finally, it seems only fair that Federal workers be brought under
the social security system. Any program that has a large amount of
income transfers should be supported by all the population. There
is no conceivable reason why Federal workers should continue to
be eliminated from the social security system while other workers
are incorporated in. Many private workers also have private pen-
sions. Clearly that is not a legitimate reason for keeping Federal
workers out. These programs would substantially affect the long-
range health of the system, would have the additional effect of
keeping them in the labor force longer as well as lowering their
lifetime stream of benefits. These programs also eliminate the need
for new taxes in the future. One would suspect that there would be
many modifications of private pensions to meet changes in the
social security system that would also have the effect on people’s
security system.

Senator HEeinz. Before I leave you, you were moving so fast on
all these things that you advocated and you did very well. You
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came in on the money. I am not sure I got all of them though. One
of the things you said is going from 65 to 68.

Mr. CLARK. Yes..

Senator HEINz. Increasing the benefits for those who were past
65 from 3 percent to——

Mr. Crark. Those who were past 68.

Senator HEINz. Now 65, you shift it to 68. But you did not specify
a number.

Mr. Crark. Ms. Rappaport is our actuary and she can give us a
number. But I would say this, probably somewhere in the neighbor-
hood of 8 or 9 percent.

Senator HEINz. You said, keep the Federal workers in—and what
other points did you make?

Mr. CLark. Eliminate the earnings test for those over 68.

Senator HEINz. Those are the four.

Senator CoHEN. Let me just ask on that point about Federal
workers. Is that a matter of equity or is it actuarially desirable?

Mr. Cragrk. It is a matter of equity across individuals. I think
there have been a number of studies that have reported on this. I
think virtually all the commissions I have seen have supported
that. It would have a minor effect on the actuarial soundness of the
system.

Senator CoHEN. I will pursue that later.

You are talking about equity but not about actually solving or
salvaging social security.

Mr. CLark. It has a minor effect on reducing the overall long-
term deficit. But it is a positive effect.

Senator HeiNz. Thank you very much, Professor Clark.

The plan was to do a panel but, Senator Pryor, if you have one
question, by all means.

Senator PrYor. One question.

You say you would abolish the earnings test for those over 68 but
retain it for those retiring before age 68.

Why wouldn’t you abolish the earnings test for those retiring at
an earlier age than 68? Why would you not abolish the earnings
test altogether?

Mr. CrLagrk. If you were going to maintain the relationship be-
tween the accumulation of future benefits—by deferring benefits,
one’s subsequent benefit from—let’s take between 62 and 65, or
what I was suggesting, 65 and 68—one has a choice. If you elimi-
nated the earnings test, then people would start drawing a benefit
at, let’s say, 65, and continue that over the rest of their lives. If you -
eliminate the earnings test, then you would want to eliminate any
actuarial gain from continued-work and not receiving social secu-
rity benefits. .

Senator Pryor. I have always considered the earnings test to
have a dehumanizing effect. I feel very strongly that there should
be no earnings test once a person begins to draw social security.

Mr. CLark. That is what I am saying. Once you reach the age of
full benefits, then there would be no further earnings test. So if
you say 68 is the age for normal full social security benefits, then
there would be no earnings test after that point.

{The prepared statement of Mr. Clark follows:]
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PREPARED STATEMENT OF ROBERT L. CLARK
EARLY RETIREMENT INCENTIVES!

Introduction

The decline in the labor force participation (LFP) rates of older men in the past
three decades has been one of the most prominent factors in the changing composi-
tion of the U.S. labor force. The LFP rate of men aged 65 and over has declined
substantially since the late 1800’s. Table 1 shows that the participation rate for
these older men dropped from 45.8 percent in 1950 to 20 percent in 1979. By
contrast, the LFP of women aged 65 and over has declined only slightly. The decline
in the work effort of younger males is a more recent phenomenon. The LFP rate for
men aged 55 to 64 fluctuated around 94 percent between 1890 and 1930 before
declining during the depression yedrs to 88.7 percent in 1940 and remaining at this
level through the 1950’s. Since 1960 the LFP of men aged 55 to 64 has declined
significantly and the rate of decline has accelerated in the 1970’s. Table 2 shows
that this LFP rate dropped from 83 percent in 1970 to 73 percent in 1979. The LFP
rate of men aged 45 to 54 has historically ranged between 95 to 98 percent. Until
1967, the LFP rate of this group was over 95 percent in each of the Bureau of Labor
Statistics annual surveys (see table 3). By 1979, however, the participation rate had
dropped to 91.1 percent. The trends for women in these age groups show substantial
increases in the market work effort of older women, although the rise seems to have
slowed during the 1970’s.

TABLE 1.—CIVILIAN POPULATION AND LABOR FORCE, BY SEX, FOR INDIVIDUALS 65 YEARS AND
OVER

Total Males Females-

Popula- Labor Popula- Labor Popula- Labor
Year tion ! force PP ion 1 force PP in 1 force Lr

(o (thou- ée",ﬁ')' (thou-  (thow- c(e",;')‘ (tho-  (thos  (PEF

sands)  sands) sands)  sands) sands)  sands)  CEt)
1950 11,378 3038 267 5358 2454 458 6,021 584 9.7
1955 13,718 3306 241 6379 2526 396 7,358, 780 10.6
1960 15,356 3194 208 6,909 2,87 331 8398 907 108
1965 17,461 3108 178 7638 2,131 279 9,760 976  10.0
1970 18,947 3228 170 8075 2,164 268 10,887 1,056 9.7
1971 19,294 3,145 163 8192 2,089 255 11,126 1,057 9.5
1972 19,917 3107 156 8287 2,022 244 11,667 1,085 9.3
1973 20,295 2963 146 8368 1908 228 11,843 1,054 8.9
1974 20,709 2920 141 8,594 1925 224 12,146 996 8.2
1975 21,297 2939 138 8,783 1906 2.7 12446 1,033 83
1976 21,172 2874 132 8946 1816 203 12,902 1,058 8.2
1977 22,214 2910 131 9,179 1,845 201 13,148 1,065 8.1
1978 22,701 3042 134 9380 1923 205 13333 1,120 8.4
1979 23,343 3073 132 9617 1928 200 13726 1,145 8.3

! Population figures are derived from data on the size of the labor force and the labor force participation rate for each year.

Source: U.S. Department of Labor, “Employment and Training Report of the President” (1979), pp. 237-41, and unpublished data from the
Department of Labor.

! This paper is based, in part, on “Reversing the Trend Toward Early Retirement,” Washing-
ton: American Enterprise Institute, 1981 and “Employment of Older Persons” prepared for the
Technical Committee on Employment, White House Conference on Aging.
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TABLE 2.—CIVILIAN POPULATION AND LABOR FORCE, BY SEX, FOR INDIVIDUALS 55 TO 64 YEARS OF

AGE
Total Males Females

tou W WY o o WY oge

So Goen - G SR e JBOOF e

1950 13,462 7633 567 6,667 5794 869 6811 1839 270
195§ 14,308 8513 595 6,965 6122 89 7357 2391 325
1960 15412 9386 609 7373 6,400 868 8027 2986 37.2
1965 16721 10,350 619 7994 6,763 846 8727 3,587 411
1970 18,248 11,277 61.8 8583 7124 830 9658 4153 430
1971 18,505 11,362 614 8693 7146 822 9825 4215 429
1972 18903 11,361 60.1 8867 7,138 80.5 10,033 4224 421
1973 19,115 11,182 585 8944 7,003 783 10,168 4179 411
1974 19,288 11,187 580 9,083 7030 774 10214 4157 407
1975 19,557 11,226 574 9,211 6,982 758 10,351 4244 410
1976 19,857 11,279 568 9,357 6971 745 10482 4308 411
1877 20,161 11,411 566 9,518 7,043 740 10,651 4367 410
1978 20415 11,555 566 9,642 7,087 735 10792 4468 414
1979 20,713 11,719 566 9,782 7,040 730 10931 45719 419

* Population figures are derived from data on the size of the labor force and the labor force participation rate for each year.

Source: U.S. Department of Labor, “Employment and Training Report of the President” (1979), pp. 237-41, and unpublished data from the
Department of Labor.

TABLE 3.—CIVILIAN POPULATION AND LABOR FORCE, BY SEX, FOR INDIVIDUALS 45 TO 54 YEARS OF

AGE
Total Males Females
Year ng: i %%bg (Lpg:- Pt?to:rllJ i %ghrbcoer (LpFe': Pt(u’tlirtll i %”é’; (E:e':_
s(;ngg) s(atngg) cent) s(angg) s(atngg) cent) s(atngg) s(angg) cent)
1950 17,235 11,444 664 84713 8117 958 8778 3321 319
1955 18641 12993 697 9160 8839 965 9484 4154 438
1960 20,599 14852 721 10,004 9574 957 10,598 5218 498
1965 21,132 1575 725 10,507 10,045 956 11,222 5712 509
1970 23,060 16943 735 11,058 10417 942 12,006 6,531 544
1971 23,228 17026 733 11,136 10457 939 12,098 6,969  54.3
1972 23,343 16970 727 11,182 10422 932 12,148 6548 539
1973 23432 16988 725 11216 10431 930 12,209 6,556  53.7
1974 23,572 17137 727 11335 10451 922 12,245 6,686 54.6
1975 23543 17,092 726 11,320 10426 921 12,207 6,665 546
1976 23404 16991 726 11,269 10,322 916 12125 6,669 550
1977 23,199 16883 728 11175 10,192 91.2 12,002 6,697 558
1978 22966 16903 736 11,086 10,022 913 11,876 6781 571
1979 22,781 16913 742 11,028 10,052 911 11,753 6,861 584

*Popufation figures are derived from data on the size of the labor force and the labor participation rate for each year.

Source: U.S. Department of Labor, “Employment and Training Report of the President” (1979), pp. 237-41, and unpublished data from the
Department of 1abor.

This decline in the incidence of work among older persons has reduced the-
number of persons in the labor force and increased the number of people receiving
Government transfers. Table 4 shows that the reduction in LFP of persons aged 45
to 64 has resulted in almost 1 million fewer people being in the labor force in 1979
than would have been in the labor force if the 1970 LFP rates had prevailed in 1979.
A further indication of the tendency to leave the labor force is that over half of
eligible workers aged 62 to 64 start receiving their social security benefits prior to
the age of 65. )
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TABLE 4 —POTENTIAL AND ACTUAL LABOR FORCE, PERSONS AGED 45 TO 64, 1979

[In thousands)
Labor force, Change in
g S, e
1970 ool 3)
Men 17,541 17,192 18,507 — 1315
Women 10,684 11,440 11,094 346
Total 28.225 28,632 29,601 —969

Source: Robert t. Clark and David T. Barker, “Reversing the Trend Toward Early Retirement,” Washington, American Enterprise Institute, 1381

Retirement Decisions

Labor supply decisions of older persons are influenced by the availability of
retirement income, market wage rates, pension and social security characteristics,
personal factors, and labor market opportunities. These factors determine the net
value of continued work relative to the individual’s desire for retirement. In the
remainder of my testimony, I will outline for the committee the direct effects of
these factors on the retirement decision.

Social security

Labor force participation may be affected by the social security program through
current eligibility for benefits, the amount of benefits, and how the system alters
the gain from continued employment through the earnings test and the recomputa-
tion of future benefits.

Access to retirement benefits increases the likelihood that older persons will
withdraw from the labor force. Current eligibility allows a person the option of
retiring and starting pension benefits. Prior to the age of eligibility, the value of
future benefits is considered by the individual, however, he may have a difficult
time borrowing against future pension benefits. Thus, retirement prior to eligibility
might create a cash-flow problem. My own research indicates that current eligibility
for social security benefits significantly lowers the probability of being in the labor
force by as much as 18 percent. This result indicates that policy changes raising the
age of eligibility will increase the LFP rate of the newly excluded group even if the
discounted value of benefits is held constant.

Increases in social security benefits or in the replacement rate will increase the
probability that older workers will retire. This finding is stronger for persons over
age 65 than for early retirees. Unanticipated liberalization in the benefit structure
has probably been one of the principal reasons for the decline in LFP of older
persons. Thus, current proposals to lower the replacement ratio can be expected to
prolong worklife.

A third effect of social security is that it alters the net wage for continued
employment. If a worker is receiving benefits, the earnings test reduces benefits by
$1 for every $2 of earnings in excess of the exempt amount, $5,500, in 1981. With
the earnings test, many older workers will face an effective Federal tax rate,
including income and payroll taxes and the earnings test, of over 70 percent. A
marl%inal tax rate of this level can be expected to reduce the labor supply of older
workers.

Offsetting these tax rates is the potential increase in future social security bene-
fits due to continued earnings. Continued employment may alter the earnings
history used to calculate benefits thereby raising future benefits. In addition, for
each month benefits are reduced due to the earnings test workers receive a % of 1
percent increase in benefits at age 65. Delayed benefits after age 65 have a smaller
effect. The increase in future benefits from working acts as an inducement to
continue on the job. Recent evidence indicates that the recalculation of benefits and
the actuarial increases may be sufficient to offset the earnings test prior to age 65
for some people; however, the size of these effects depend on life expectancy, the
appropriate discount rate, and the presence of dependents. Thus, proposals seeking
to increase the penalties for early retirement, raise the bonus for deferred retire-
ment, or eliminate the earnings test will encourage continued labor force participa-
tion.

Employer pensions

Pension benefits and other pension characteristics may alter individual retire-
ment decisions. The availability and size of pension benefits have consistently been

83-457 0 - 81 - pt. 2 - 2
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found to be significant factors influencing labor supply of older persons. Several
research studies find evidence for a threshold effect of pension income that implies
that retirement probabilities rise significantly after a threshold level of income is
obtained. All research findings support the hypothesis that pension eligibility and
higher levels of benefits lead to earlier retirement.

The parameters of the pension plan alter the net compensation from continued
employment. These characteristics include early retirement options, determinants of
the benefit formula, and nonaccrual of benefif credits after the normal retirement
age. Firms can alter these characteristics in order to reduce the gain in the expect-
ed discounted value of pension benefits and therefore, encourage early retirement.

The gain in the discounted value of lifetime pension benefits falls after a person is
eligible for full benefits in most defined benefit plans, even if workers continue to
accrue benefit credits by working past the normal retirement age. The result is due
to the increasing value of benefits given up by working relative to the gain in future
benefits. Table 5 shows this result for an earnings formula defined benefit plan for a
male worker who has 15 years of credited service and is eligible for full benefits at
age 60. Column 4 shows that pension wealth actually falls with continued work
after age 64. For example, in this model the worker receives a benefit of $1,744 per
year if he retires at age 64. If he works at age 64 his benefit rises to $1,886 the next
year; however, the value of the benefit given up ($1,744) exceeds the discounted
value of the gain in annual benefits over the remainder of the person’s life ($!,623).

TABLE 5.—INCREASE IN THE PRESENT VALUE OF PENSION BENEFITS FROM AN EXTRA YEAR OF

WORK !

L @ B . W

esent val Present val Change in
Age ‘:)rf im:rea:eltj;3 of ebseenefitanlg: pe('l;so'?"zwlgglsm
annual benefit taken o) 3)

o 1,548 1,231 317
o 1,571 1,350 221
i 1,591 1,475 116
- 1,608 1,607 1
o 1,623 1,744 —121
o 1,634 1,886 —252
. 1,643 2,035 392
o 1,650 2,190 _ 540
s 1,654 2,351 —697
® 1,655 2,519 — 864

' Benefit is derived from a 5-year averaging period where real wages are growing at 3 percent per year and there is no inflation. Worker was
initially hired at an annual salary of $6,000.

?(iurce: Robert Clark and Ann McDermed, “Inflation, Pension Benefits, and Retirement,” unpublished paper, North Carolina State University, 1980,
p. 11

It is easily illustrated that nonactuarially reduced early retirement benefits will
further encourage employees to retire at earl ages. This is also true of special early
retirement bonuses and the refusal to consider service past the normal retirement
age. Firms can clearly change the incentives for older persons to remain with the
firm by altering their pension plans. Firms that are now precluded from forcing
workers to retire with mandatory retirement policies may attempt to entice them to
leave by modifying their pension plans. In addition, social security legislation alter-
ing the age eligibility for benefits will cause firms to reevaluate their pension
systems for costs and adequacy.

Mandatory retirement

Some firms have adopted personnel policies that require workers to terminate
their employment with the company at a specific age. In the private sector, age 65
was the most frequently used age prior to the 1978 Amendments to the Age
Discrimination in Employment Act. These amendments preclude the adoption of
forced retirement prior to age 70 in most jobs.

Several studies have attempted to estimate the effect of these amendments using
data from around 1970. These studies have typically found that mandatory retire-
ment was not a major constraint on the labor force participation of older persons.
This is attributable to several factors. First, only about 40 percent of the private
labor force was covered by compulsory retirement provisions. Second, many people
retired prior to the age of mandatory retirement.
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An additional problem in investigating the independent effect of mandatory re-
tirement is that these requirements are usually found in firms that also provide
pensions. Data from the 1971 wave of the retirement history study showed that
firms without pensions rarely had compulsory retirement provisions, while only 38
percent of the employers with pension systems did not have mandatory retirement
clauses. Multiple regression studies that attempt to hold pension factors constant
find that mandatory retirement provisions in effect in the 1960’s probably reduced
the labor force participation rate at age 65 by approximately 5 percentage points.
Thus, the evidence suggests that the total elimination of compulsory retirement
would increase the number of older persons in the labor force by only a small
amount.

Health and life expectancy .

Health impairments may reduce an individual’s market productivity and, there-
_ fore, lower the wage that he is offered. In addition, adverse health status can be

expected to increase a person’s desire for time away from work. The probable result
is that fewer persons with health limitations will be in the labor force. Virtually all
research studies conclude that health is a major determinant of individual retire-
ment decisions. Current health and mortality trends should tend to encourage
continued work effort by older persons.

Health-related retirement decisions are made in light of access to disability bene-
fits. Several studies indicate that the development of the disability insurance pro-
gram has significantly reduced the labor force participation rate of persons prior to
age 65. Increases in the disability benefit and expansion in coverage will tend to
decrease market work. Therefore, a tightening of these standards will encourage
continued work.

Unemployment

Unemployed workers will leave the labor force if their employment prospects do
not justify continued search in the labor market. Since the gains from search are
greater the longer the expected duration of employment, older workers are more
likely to become discouraged and leave the labor market. The response of older
workers to changes in unemployment does not appear to be symmetrical. The
decision to retire from one's job is often irreversible and, relatively few older
workers who lose their jobs and drop out of the labor force during a prolonged
recession are likely to reenter the labor market several years later. Older workers
who are laid off may remain unemployed awaiting the age of eligibility for pension
benefits. After achieving this age, they accept benefits and retire rather than
continuing to search.

Inflation

Inflation may affect older persons by raising the prices they pay and by altering
their real income. If nominal wealth rises by less than the rate of inflation, individ-
uals will be encouraged to remain in or return to the labor force. It is unclear
whether inflation has a greater impact on the elderly than the rest of the popula-
tion. The indexation of social security benefits has insulated real value of these
benefits from inflation. Other pension benefits, especially in the private sector, are
generally not automatically raised with price increases. Thus, inflation will lower
the lifetime wealth value of benefits and encourage continued employment.

It is possible for inflation to encourage people to retire if pension benefits are
indexed to changes in the Consumer Price Index but wages are rising by a lesser
amount. These effects may currently be operative for Federal workers whose pen-
sion system is fully indexed while salary increases have been less than the rate of
inflation. Altering the indexing formula for social security and the Federal pensions
could reduce expenditures by a significant amount; however, it seems appropriate
that the promise of future pension benefits should be in real terms.

Social Security Reform

Current demographic trends require that either the tax rate used to finance the
OASI program must be raised substantially or benefits must be reduced. Benefits
may be reduced by lowering the average replacement ratio, eliminating benefits for
some froups, or raising the age of eligibility. In examining these options, Congress
should consider the expected cost savings from each proposal while keeping in mind
the objectives of the social security system. The committee should also recognize
that changes in this program will directly affect the work decisions of millions of
older Americans and these subsequent effects will influence the cost estimates of
various proposals. ’

Any modification that reduces the discounted value of social security benefits will
tend to delay retirement, increase payroll revenues, and decrease total expendi-
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tures. The most visible method of achieving this result is to raise the age of
eligibility for full benefits from 65 to 68. This increase should be done gradually and
people should be given the opportunity to plan for this change. However, enabling
legislation should be considered in the near term. For example, if age 68 is the
desired target, the increase in the age of eligibility from 65 to 68 could be done over
a 12-year period, increasing the age of eligibility by 8 months each year. If such a
program were to take effect in 1995, the retirement age would be 68 in 2007, just at
the time large future tax increases would otherwise be required. It would be advan-
tageous to enact such a provision into law as soon as possible so as to enable
individuals to adjust to this rather significant modification in the social security
program.

Increases in the age of eligibility for benefits are consistent with the improving
health of older Americans and their increasing life expectancy. This modification
could-be made part of an overall reshaping of the national retirement policy. Policy
changes would raise the age of eligibility for other age based programs and tend to
establish an older age as the normal age of retirement: i

The appeal of raising the age of eligibility is that it will simultaneously reduce
benefit payments and increase tax revenues by encouraging continued employment.
Within this framework, I would abolish the earnings test for those over 68 but
retain it for early retirees with eligibility for reduced early benefits being raised to
65. In this context, delayed retirement after age 68 should result in an increase in
benefits that is more actuarially fair. These actions would significantly lower the
long-run deficit of the OASI program.

Federal workers should be integrated into the social security system. There is no
reason why all private employees (many of whom are also covered by a pension)
should be covered by a program that has a major income transfer component while
Federal workers are excluded. Virtually all study commissions have urged this
policy initiative which would help the overall financial structure of the OASI
program. The direct incorporation of Federal workers into the social security pro-
gram would also eliminate the need for some of the recent proposal designed to
penalize persons who are eligible for both social security and a Government pension.

Senator HeiNz. Ms. Rappaport.

STATEMENT OF ANNA M. RAPPAPORT, F.S.A., VICE PRESIDENT,
WILLIAM M. MERCER, INC., CHICAGO, ILL.

Ms. RappaPORT. I will raise some issues relative to the definitions
of the problems we are talking about, and relative to life-cycle
patterns. We must begin by being sure we are asking the right
questions.

You mentioned in your opening remarks certain trends, the baby
boom and the problems caused by the baby boom. Dr. Clark men-
tioned the trend to earlier retirement.

Retirement itself is a relatively new social phenomenon. If we go
back to 1900, about two-thirds of the men over age 65 were in the
labor force. In that connection, a key concept has been forgotten in
our discussions about retirement systems. The existence of social
security and retirement systems makes retirement possible. Retire-
ment is not something that always existed and it is not a pattern of
nature. '

Rather, we have created systems that provide for paying people
for not working at certain times in their lives in order to make it
possible for them to leave the labor force and in doing so, we have
encouraged this behavior. )

Today, because we have had the behavior for about 45 years, we
tend to assume that is the only behavior pattern that is possible.
We need to think about what behavior patterns are possible, par-
ticularly in light of the demographics.

We also have some definitional problems. I would like to give you
some examples to illustrate those problems because I think that
understanding the definitional issues is important.
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My first illustration: A retiree is aged 50 with a military pension
of $3,000 a year, and is employed at a local bank earning $25,000 a
year. Is he retired? Answer using the viewpoints of an enumerator
for the Census Bureau, of a market researcher, or of social scientist
trying to determine if people are satisfied with their retirement
plans. :

The second example, and I ask you to think about it from the
same three viewpoints, is also drawing a military pension of $3,000
a year and stays at home to care for the household and four minor
children. The spouse of this person is employed and earning
$25,000 a_year. Is that person retired? Now take this example and
switch the sex of the person and spouse. T T T

The third example is a person aged 60, receiving a pension of
$15,000 per year from work on the local police force and now
employed at a bank earning $8,000 a year.

We must stop thinking about retirement as if retirement and
work are two totally separate conditions. I am certainly a person
who has studied and used the statistics about retirement, but I am
very suspicious of these statistics because I do not think we know
what retirement means and what it is we are measuring. We need
to start focusing on patterns of work and retirement together.

If you would refer to the graphs I have submitted, you will see
one called alternative lifetime patterns. The line on the top of the
first graph focuses on what I call a linear life plan; and you will
see that it has thrée sections. The three sections are—early stage;
that is, an education and leisure stage; a middle stage, which is
work time, and a final stage that is a leisure time, or retirement.
That is the life-cycle pattern that we are assuming in our retire-
ment systems today.

The line at the top of the second graph is a cyclical life pattern,
and you will notice that interspersed between the work periods are
more periods of education and leisure. But the work periods start
earlier and end later. I believe that many individuals in fact are
trying to move to a cyclical life plan for themselves and that this
will better fit the needs of people.

Alternative Lifetime Patterns
L:near Lite Plan

0
Age In Years

: Education and Leisure D Worktime
- Source; World Future Society. The Futurist, February 1978.
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In that regard, if we think about the cyclical life plan as the
desirable pattern because it gives people more choices in their
lives, the question becomes: How do we provide for people’s in-
comes over the life cycle?

A primary form of income in our society is work. What we then
need to do is find ways for our income maintenance systems; public
systems, employer-sponsored systems, and individual savings to
help people maintain themselves during those periods of nonwork.

When we think about life patterns, we must deal with issues
relating to disability. If retirement is later, that alone will make
disability a bigger issue. A cyclical life pattern implies more indi-
vidual choice and more spreading of work and. leisure. In many
situations, people can get radically different benefits if they are
disabled than if they are “retired.” Yet disability is partly subjec-
tive so that, given the same physical condition, you would find
different actions by different individuals. Some of them would be
disabled and some of them would continue to work.

The relationship between disability and retirement plans is going
to be an increasing problem in the future.

I would like to point to a number of.reasons why I think the
cyclical life pattern will suit society well and make sense.

First, women are increasingly involved in a variety of activities.
It is well documented that there are more women in the labor
force. Women are likely to have a life-cycle pattern which includes
some periods of homemaking. They may combine working and
homemaking in their life-cycle patterns. A strictly traditional
linear pattern does not fit many of them.

The second problem is that, in today’s technological society, the
idea that one can learn enough and be fully educated by age 25 in
order to do a job reasonably well until retirement age, is ridiculous.
It may work in some particular portion of our society, and the
concept of educational half life was mentioned earlier. In many
areas, as each year goes by—education becomes more obsolete. We
need to find meaningful ways for people to renew education
through life and for them to be retrained and do other things as
they go through life. So the concept of single career should be
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replaced by -choice so that an individual can have a single career or
multiple careers. Financing for education in midcareer is an issue
that needs to be addressed if people are to be able to make career
changes.

I also believe that leisure time can be better enjoyed if spread
through life. Options for part-time and flexible work schedules will
fit well with a cyclical life pattern and they will fit particularly
well for certain groups of workers: Those involved in a more in-
tense educational activity at a particular time in their life, those
involved in child rearing or heavier household duties, and also
older workers.

Cyclical life patterns raise issues with respect to income during
periods of nonwork. This issue has not been explored. Some of the
things that might be theoretically possible would be employer pay-

ment of salaries for specified sabbaticals as occurs in universities,
support by other family members which may increasingly be possi-
ble as the number of two-income families rises. Personal savings
can be used for support during periods of nonwork. A portion of
employer provided benefit plan accumulations could theoretically
be used. You could extend thrift and savings plans in that direc-
tion. It would also be conceptually possible to develop a pension-
type system whereby a number of specified months of paid leave
are available. This is rather like the sabbatical concept.

In many ways, these are rather radical ideas. But in the long
term, these ideas. should fit better with people’s needs than simply
taking a social pattern that was developed 40 years ago and con-
tinuing to design systems around it regardless of the demographics
and regardless of the way people lives have changed.

1 will now review what I see as some of the major long-term
issues.

The first one is: What life-cycle choices will public policy sup-
port? People’s lives show they are making more choices. Which of
these choices are we going to recognize and support by public
policy? How are we going to treat disability versus retirement at
older ages? We need to focus on the relationship between work and
retirement and do things that will accommodate different work
options. We need to be concerned about what a retirement system
is about.

Questions were raised about the earnings test. From my perspec-
tive, the earnings test should be maintained or strengthened, be-
cause I do not think a retirement system should be designed to pay
benefits to people that are working. I think a retirement system is
designed to pay benefits to people who are not working. Since there
is no sharp line between work and nonwork, income limits provide
a reasonable criteria.

Gradual retirement seems to me to make much more sense. That
is, to be able to taper off rather than a full sudden retirement.
Being forced to say, “Today, I am working full time; tomorrow, 1
am not working at all.”

Lifelong education seems vital to both employers and workers if
we are to have work options on a meaningful basis. Performance
evaluations are critical. We need to make our social security
system support these choices.
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I support raising the retirement age for full benefits—I think 68
may not be high enough. I commented on the earnings test. I do
believe an actuarial increase is the appropriate basis of increase for
social security deferred benefits. The concept of actuarial increase
is inconsistent with the general basis of social security. It is not a
relevant concept since the social security benefit formula is based
on the law, and there is relatively little relationship between an
individual’s contributions and his or her benefits. Rather, it is a
social program designed around social adequacy needs. The actuar-
ial increase concept is very much of an individual equity concept,
and it is therefore inconsistent with the basis for social security
benefits.

Thank you.

Senator Heinz. Thank you.

Mr. Knowles.

STATEMENT OF DANIEL KNOWLES, VICE PRESIDENT OF PER-
SONNEL AND ADMINISTRATION, GRUMMAN AEROSPACE, INC,,
BETHPAGE, N.Y.

Mr. KnowLks. Thank you.

This is the fourth time in the last 5 years that I have been here
to testify.

Senator Heinz. How does it feel to be a. professional witness?

Mr. KNnowLEs. I keep hoping that something is going to happen,
Senator.

Senator HEinz. So do we.

Mr. KNnowLEs. So far, I have been disappointed in the Congress,
in the Department of Labor, and industry, in their failure to help.
But I will save those gratuitious remarks for later.

I am glad to hear Senator Pryor is a humanist. I think we might
have something.in common here.

To start off, a basic. tenet of the human relations field as exem-
plified in a practical implemented methodology in business and
industry is “don’t take something away from your employees once
you have given it to them and if you must, make sure you trade it
off for something of comparable value.” Certain things, like the
coffee break, once granted, can’t be expected to be taken away
without an insurrection within the organization.

In addition, we, as a Nation of employers and employees, are
heading-toward. a more behavioral approach to living, both on the
job and away from the job. More and more, industry and business
are providing employees with more and more choice in determining
their own destinies.

_ Such things as flex working hours, flex benefits, level income, or

social security adjustment options within pension plans, career
information profile systems and job counseling, second careers are
Just a few of the present or impending approaches to dealing with
people in the work environment. Therefore, with these two princi-
ples or objectives—don’t take something away once you have given
it, and give them as many choices to determine their own destinies,
then maybe some of my remarks will make sense.

What I am saying is, do not make changes within the social
security system that reduce benefits or eliminate or limit options to
people. Retirement in the United States is really going in two
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directions at the same time—earlier: and earlier and later and
later. Essentially. we are seeing a behavioral phenomena of people
electing or selecting what they consider is best for their particular
lifestyle. Let’s not interfere with that process.

Within that context, the following are specifics that relate to the
above:

Maintain the 80-percent benefit level of social security for early
retirement benefits at age 62.

Maintain 65 as normal retirement age with 100-percent benefit.

Incentivize people to work past normal retirement age of 65 by
increasing benefits at a more realistic actuarial rate of 6- to 7-
percent instead of .a 3-percent rate,_to a possible maximum of 200
percent of benefit at age 80.

Incentivize people to work past 65 by removing salary or wage
limitations after age 65, but tax social security benefits if a person
earns wages, and don’t tax if the person is not working for wages.

Incentivize employers by providing an escalating tax credit for
each year an employee works beyond age 65. By the time the
person is 80, you are really offering industry a benefit to encourage
that individual to stay in the work force.

Perhaps another thing is to eliminate death benefit and disabil-
ity benefit provisions of social security and transfer them to State
disability plans, making such plans common to all States. This will
increase cost to such plans but by maintaining same rate of contri-
butions from employer and employee, it will help fund social secu-
rity somewhat better.

Another thing you might consider doing is revise the Consumer
Price Index, CPI, formula to more realistically reflect cost-of-living
conditions of retired persons receiving social security.

Senator CoHEN. Is that a reduction in benefits?

Mr. KNowLEs. No, but it will be a slowing of the rate of increase.

Sena})tor CoHEN. Something less than what they would otherwise
expect?

Mr. KnowLes. What I would be recommending is that it be
realistic and that the COLA provisions within social security actu-
ally reflect the conditions that exist for retired people and not an
unrealistic formula.

I would also recommend that you mandate a minimum pension
system, MUPS, type plan; provide for portability but not immedi-
ate vesting and provide favorable tax treatment to employers pro-
viding pensions for employees; extend IRA, independent retirement
account, opportunities to all wage earners whether employers pro-
vide a pension plan or not; retirement income in the future must
be based on private pensions, social security and personal savings,
not just on pension and social security. By extending IRA provi-
sions to all wage earners, Congress will incentivize people to pro-
vide for a better retirement based partially on their own savings.

I conducted 1,300 in-depth interviews; 70 percent of the people
said they could not make it on the pension plan and social security,
and we have one of the best pension plans in our industry. I think
we have to do more in terms of convincing people that they have a
responsibility in preparing themselves for their own retirement.

Some additional supplementing thoughts pertaining to the Age
Discrimination Employment Act, ADEA, follow:
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Clean up ADEA by removing the age discrimination provision in
the act itself. How can industry and business be expected to take
the act seriously when the act itself provides for key employee
involuntary retirement at age 65?

Put some teeth into ADEA and provide parity between older
workers and minorities, women, handicapped, and veterans. :

Strengthen the act by requiring the Department of Labor to do
its job, some of the things that are vastly and desperately needed to
help middle-aged and older workers while they are working, much
less in retirement, and specifically, I think the Department of
Labor ought to put out a how-to-do-it booklet that ought to be put
out to every business, exploding some of the old wives’ tales, such
as, you can’t teach an old dog new tricks, and perhaps provide
better demographic statistical information so that companies would
be able to do an analysis to determine whether, in fact, they are
discriminating against the middle-aged and older worker.

If you went and asked a company whether they are discriminat-
ing against older people, they would rise up with righteous indigna-
tion; and if you asked them to prove that they weren’t discriminat-
ing, 1 in 10 might be able to do so. The rest of them would not have
the foggiest notion of how to show that they were not discriminat-
ing.

Finally, I think we need an awareness program to convince
industry and business that it is good business to do business with
the middle-aged and older worker, and if business and industry do
not rise up and voluntarily do something, then maybe the Congress
will end up making another mandatory affirmative action program
to cover the middle-aged and older worker. ’

S((einator HEeinz. Mr. Knowles, thank you. You do seem very prac-
ticed.

* Mr. Young.

STATEMENT OF HOWARD YOUNG, DETROIT, MICH., DIRECTOR,
SOCIAL SECURITY DEPARTMENT, INTERNATIONAL UNION,
UNITED AUTOMOBILE, AEROSPACE & AGRICULTURAL IMPLE-
MENT WORKERS OF AMERICA—UAW

Mr. Youna. Thank you very much.

I appreciate the opportunity to be here on behalf of the UAW. I
endorse the chairman’s comments that the administration’s pro-
gram and proposals on social security were unnecessarily alarmist.
I think that your indication that the debate ought to be put in the
proper perspective is the right tone, and I would like to do that,
especially with respect to the area of workers’ goals, the alterna-
tives as they affect employment and unemployment, the long-term
overall population situation, and also the strength of the economy.

It is very clear to us, Mr. Chairman, that UAW members want to
retire early. That means before age 65. Furthermore, they believe
that early retirement would be good for them. As I will indicate,
they believe it will improve their health. I suggest that UAW
members are more representative of most Americans than are
those people who write about deferring retirement age, or even
most of us in this room who tend to have fairly easy jobs, at least
in physical terms, and tend to be able to control the amount of
time they spend at work, as well as their workflow.
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Most people in this country work pretty hard physically for a
long period of time and they want to retire. I disagree with my
fellow actuary, Anna Rappaport. I do not think that pension plans
lead to people wanting to retire. My understanding is that people .
wanted to retire and pension plans were developed to meet that
need.

I also think that this distinction or apparent paradox between
people who say they want to work and people who say they want to
retire simply means they do not want to continue working at the
same hard job. Certainly, they would like to do some things after
they get out of the work force. They might look for part-time work,
or another type of job. They do not want to be in the factory, on an"
assembly line.

The UAW has a long bargaining history with respect to pension
and early retirement, and while there is not anywhere near the
amount of time here necessary to do it, I want to emphasize that
we have not confined ourselves exclusively to retirement or early
retirement as the way to meet a lot of the life-cycle issues that
Anna Rappaport mentioned.

We have talked about them and in many cases have achieved
extended- vacations, additional time off, sabbaticals, and phased
retirement. I agree with all of these, 1 ‘think they make sense. I
have personally worked on or designed many of them.

When one comes back to the issue of retirement, that is a goal in
and of itself, and, I think, as Mr. Knowles said, many people want
many different things. A lot of people want to retire even earlier
than they are now able to.

Let me say, briefly, we have been negotiating pension plans since
the early 1950’s. We have always had an early retirement option in
the plan. In the early years, the early retirement option had an
actuarial reduction. The results of that, plus the fact that the
benefits were fairly low, meant that there was no significant utili-
zation.

In 1964, we developed the first really significant breakthrough in
early retirement benefits. It became possible for people to retire at
age 60 on a substantial benefit. We improved that periodically in
each bargaining and in particular in 1970 and 1973. In 1979, we
moved toward a point where people with 30 or more years of
service could retire regardless of age. We have been interested in
finding out and in understanding the implications of all of this as
we went along. As a result of that, one of the things we did was to
sponsor research. As early as 1964, we stimulated the Institute for
Social Research of the University of Michigan to do a study on
early retirement, and that study was cited as late as this year as
the standard in the field. I have brought a limited number of copies
?fk this study along, which I will leave. We can provide more if you
ike.

Subsequent to the 1973 negotiations, the Michigan Health and
Social Security Research Institute with a grant from the Social
Security Administration, did a similar study of people who retired
under the ““30 and out” early retirement program. I have enough
copies of this study for the entire committee, which I will also
leave.
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I might mention that that Michigan Health and Social Security
Research Institute is sponsored by, but incorporated separately
from the UAW. It has its own board of directors, and it engages in
. what I think is reputable research.

We, basically, wanted to know why younger and older workers
might want to retire, younger and older people being over or under
age 55. I would like to mention a few. of the results. But since I will
be leaving the study, I will not attempt to be exhaustive.

The auto companies have a contract year which runs from Octo-
ber to September. The first time that full retirement with 30 years
of service, regardless of age, was available was October 1974. It had
been negotiated in 1973, so people had a year’s notice to adapt to
that situation. In the 1974-75 year, 52.8 percent of the people
eligible for that retirement took it. I think that is a ringing en-
dorsement of the fact that the people wanted the benefit. That rate
naturally dropped off, in subsequent years, in part because you had
the initial flush out of people who had taken it. We also observed a
very clear pattern, which I will not bother to itemize but can easily
be documented. What happens under our program is there is a
large number of retirements and then as we approach the next
‘bargaining, retirements slow up because people wait to see what
will happen, particularly since, in general, we have not been able
to negotiate exactly identical increases for people already retired
as for those that will retire in the future.

In addition to that, one real weakness of the design of the pro-
gram that we negotiated in 1973, which was unchanged for 6 years,
was that the benefit level for those who went on early retirement
was frozen once they had retired, and, therefore, as inflation took
off, particularly post-1974-75, as a result of the oil situation, bene-
fits became relatively less attractive financially, which means that
people simply felt they could not afford to retire in addition to
which they recognized they did not have protection against infla-
tion. ‘

So that while only 20 percent of the retirees expected to encoun-
ter financial problems, in fact, after the fact, over 80 percent of
them reported that they had financial problems. That was found in
our study and I believe every other study to be a major predictor of
satisfaction with retirement. When people tell you they are not
happy with retirement, what they generally mean is, I do not have
enough money to take care of my needs.

Two-thirds-of retirees cited health factors as a major factor con-
tributing to the decision to retire early. That does not mean they
were disabled, but it does mean that they felt that their health was
a reason to retire. Many received pressure from their doctors and
they believed that retirement would help improve their health.

On the other hand, when they were asked, after the fact, wheth-
er retirement did improve their health, only 20 percent said it did
not; 36 percent said there was no significant improvement, which
means that 46 percent had some improvement in health.

Finally, in that area, a full two-thirds of the people who were
interviewed, after they had retired, reported that they would do it
all over again if they were presented with the opportunity again,
and only one-third of that group; that is, one-third of the two-
thirds, said that they would do it over again because they felt they
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could not continue to work because of poor health. A substantial
number of the people would have repeated it and a substantial
number would have repeated it out of choice.

Now, let me turn to the question of putting this in a broader
context.

What about employment and unemployment?

I believe, Mr. Chairman, that we have to be realistic. Certainly
for the past several years—I think for the next several years—and
frankly, I believe that for a long time to come, the problem in this
country will not be too large a work force, it will be too small a
work force. We will suffer from the lack of full employment. We
- -will have a worker surplus. That has been the problem -that we -
have faced for many years and, unfortunately, I believe we will
continue to see that. I do not see us coming back down to the 3 and
4 percent unemployment levels that many of us defined as full
employment, even if we believe that it should be less than that. In
the auto industry, let me cite the example of the biggest, and also
really the most successful of the companies, GM, which has not
had the relatively large number of layoffs.

‘During 1980, on the average, every month there were roughly
120,000 UAW members laid off. During that period, almost 10,000
workers, at GM, took early retirement. In other words, if we had
not had an early retirement program another 10,000 people would
have been laid off.

Now, in my mind, that represents a significant distinction be-
tween planned and unplanned leisure. Somebody is going to be out
of the work force. They will either be not working or unemployed. I
think it is better in a situation like that for people to be able to
plan to leave the work force and voluntarily go out on early retire-
ment than for younger people to be told, we do not have a spot for
you in the work force. That is the alternative.

I will not take your time to detail the human and social costs of
unemployment. That has been done in too many committees.

Let me, instead, jump to the question of the social security
system.

You have adequately dealt with the point that the rules should
not be changed without notice. I think that there is some tendency
to lose sight of the fact that the rule which the administration
proposed on early retirement is completely unfair. If it were pro-
posed by a commercial company, I suspect they would be subject to
truth in advertisement charges or something else.

To put it in its most simple terms, to say to people, you have a
choice between taking 50 percent of your benefit for life, starting
at age 62, or 100 percent starting at age 65, is simply a ripoff.

Let’s say that your choice was to get half of your benefit for life
starting age 62, or a full benefit at 65. That means by the time you
reach 68, you would have fully paid back all of the advances you
got before age 65, but you would continue to get half of the benefit
for the rest of your life. You would be better off to go to a bank,
borrow half of your benefit for 3 years, pay it back over the next 3
years, and collect full social security benefits while on retirement.
So it is not simply a question of phasing in the program. It is a
question that the formula is unacceptable.
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I would like to comment on the relatively small cost of retire-
ment, but I will go into that during the question and answer
period.

Senator HEiNz. Thank you very much.

You know, I cannot resist asking Mr. Young and Mr. Knowles,
both of whom essentially came to somewhat different points of
view with respect to the desires of people for early retirement, how
you reconcile that?

If I understand Mr. Knowles, and maybe I am reading more into
it than what he says, if business would change its attitudes and if
we identified what is and is not discrimination, and if we just
generally treated, as we would be well advised to do, the wisdom of
the aged, with a bit more respect and with a bit more utility, that
we would have a significantly larger number of people who would
want to work longer, particularly if hours and working conditions
could be adjusted to suit them a bit more. I assume Grumman does
that; is that right?

Mr. KNowLEs. We do a lot of different things. We maintain
programs for secretaries who are out raising families and they
come back on a temporary, part-time basis. We maintain a work
skill inventory bank for our retirees and we bring them back either
on temporary or a part-time basis. We do have a very active
retirees club that plays a major role within the company.

We do a lot of things to provide an environment that is reason-
ably conducive to a middle-aged or older worker. I do not see any
disagreement——

Senator Heinz. The implications in what you said to me were
that you were successful in encouraging people to work longer. Mr.
Young is saying that most people have had a fairly physically
demanding work experience and they can hardly wait to retire at
age 62.

Now, if I have—I know I have simplified what you both said, but
if my characterization is generally accurate, there is a conflict
between the two of you.

Mr. Knowies. I did not detect a conflict.

Mr. YounG. There is somewhat less conflict than you suggest
because I found myself agreeing with not all but a lot of what I
heard Mr. Knowles say. We are talking about different parts of the
work force. I think when Mr. Knowles is talking about people
staying longer, particularly when you mean longer beyond age 60
and 62, he is referring to middle-aged people, and I already consid-
er myself there. When you talk about people staying longer, you
are talking about people who have relatively easy jobs, people who
work in air-conditioned environments, people who can, in fact,
often control when they do their work so that if work piles up on
their desk today, they can take care of it tomorrow. That is very
different than a worker in the factory, whether he is on an assem-
bly line or otherwise, who does not have those opportunities and
for whom the companies find it very difficult to create that kind of
situation.

Now, we have worked at that very hard. I would not try to give
you the details here, but we have developed a program called paid
personal holidays, in which people are scheduled off—there is an
individual schedule for every person, or really for groups of people,
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throughout the plant so that they have days off periodically, but
that is done without closing the plant. That ended up giving people
more leisure time. It ended up enlarging the work force. However,
the companies, when we proposed it, said it would be extremely
difficult to implement. In fact they found it not so difficult to
implement, but it did take a great deal of work and it probably
could not have been done without modern-day computers in order
to balance the work force.

So that is very different from saying in a different environment
that some individuals will come in later in the morning or not
come in on Tuesdays. :

Senator HEINZ. Let me-ask Mr: Knowles if he would agree that it
is a function of the type of work.

Mr. Knoweres. I think what Mr. Young said has a great deal of
validity to it. Up until recently, the average age of retirement was
62 years and 5 months with 22% years of service with the compa-
ny. That is moving. Where a few years ago, I had a handful of
people who would choose to work past age 65, I now have gone
since 1977 from a handful to 250. I think that is a problem of
inflation and fear that is causing people to stay on, not because of
the Age Discrimination Employment Act.

Senator Heinz. One of the facts that we have to work with that
Mr. Clark gave us is an intriguing fact which is that between 1970
and 1979, the participation in the labor force for those between 55
and 64 dropped from 83 to 73 percent, and I suppose if you looked
at age 60 to 64 it would be an even more dramatic decline, because
what I expect you are seeing is in those early 60 years. But none of
the panel has been able, at least to my mind, to satisfactorily find
out what it is that causes that shift that appears to me to be so
dramatic.

One thing that we did was to make social security a good deal
more secure by indexing benefits. Indexation has been around so
long we all take it for granted. By indexing benefits, we told people
that they would not have to depend on the Congress every so often
to do fiomething about their benefits. This is a better system now,
we said.

Another thing that came in was the 1974 pension reform law,
ERISA, which may or may not have had an impact here.

I know I am overstepping my time. It is 5 mintes on Senators
and 10 minutes on witnesses.

Let me ask either Mr. Clark or Ms. Rappaport whether they
have a hypothesis that fits—or anyone else for that matter—that
fits here.

Ms. RappapPorT. In addition to the social security benefit expan-
sion, there has been a tremendous expansion and liberalization of
the early retirement benefits available in private pension plans.
Larger companies tend to want to follow industry practices. When
our clients see liberal early retirement benefits in their industries,
there is pressure to offer similar benefits. That is certainly a factor.

One thing we need to study further is what people do after they
retire. Some may be retired and doing something in the under-
ground economy so that even though they are not in the recognized
work force, they may in fact be working. .

Senator HEINZ. Anybody disagree with that?
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Mr. CrLark. I do not disagree, but you also, in 1972, passed
substantial increases in the social security system and indexed
social security benefits to inflation automatically. Substantial in-
creases in the 1972 amendments that came in in 1973, 1974, prob-
ably stimulated a trend toward early retirement options.

The benefit in many pension plans was raised. A general in-
crease in the number of people covered by plans and liberalization
of pension benefits would also account for that drop in early retire-
ment.

Ms. RappaPorT. One other factor. I think plans are starting to
mature. Many private pension plans started after World War 1I, so
there are probably a lot more people that have private plan bene-
fits.

Senator HeINzZ. Senator Cohen.

Senator CoHEN. Mr. Knowles, you said it is your belief that you
should not take something away that is once given unless you have
some comparable benefit.

How do you feel about the Reagan economic package in general?
Do you support President Reagan’s attempts—I am serious now—
in terms of reducing food stamp benefits, cutting back on social
programs in order to achieve a reduction of $30 or $40 billion in
order to get a balanced budget by 1984; would- you apply your own
philosophy to the present economic circumstances we find our-
selves in?

Mr. KnowtLEs. That is an awfully good question and I have not
given a lot of thought to that.

But speaking for myself, I guess it would hold pretty strongly
that other than perhaps making sure that the people who are
receiving benefits legitimately are entitled to those benefits, yes, 1
would be very careful about increasing them. But as a general rule,
I would not take them away once they are given out.

Senator CoHEN. The problem is on a different level that you have
talked about, a long-range solution and not a short-range solution.

Now, the administration takes the position that the long-term
and the short-term problems are inseparable. Other economists
indicate we have a long-term problem and a short-term problem
and we have to deal with them separately.

I think what you have talked about today I could support. But
what do we do about the short-term problem today, for example? I
think Professor Clark indicated you can either reduce benefits or
increase taxes.

I was going to get to you, Mr. Young, on that, and I was going to
ask you whether you would want to propose to your workers
whether they would want a massive increase in social security
taxes in order to sustain the fund for a short-term period.

I come back to you, Mr. Knowles.

You made, I think, some very promising recommendations but
they are long term. What do we do in the meantime, right now,
about the kind of deficit in the social security trust fund in the
immediate future?

Mr. KNowLEs. I grant you that my prime concern has been one
from a personnel look rather than an economic or financial look at
- the thing, and I recognize that you cannot have pie in the sky and.
you have to have the money to pay for these things. That is one of
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the reasons why I suggested taking some of the provisions out of
social security and using social security as a retirement plan, not a
disability plan, and not a death plan, and move those features out
of the social security. Put them back in another plan such as State
disability. I do not have the studies so I do not know how much you
save——

Senator CoHEN. That gets to another account but that does not
deal with the bottom line of the ledger. I agree with what you are
saying except it does not solve our immediate problem.

Before I turn to Mr. Young, I would ask Ms. Rappaport some-

_ thing. As I understand your talk of alternative life cycles, it seems -

to me it is a variation or expansion of the concept of flextime;
namely, you are expanding the notion of altering employment
patterns on an existing job to accommodate different needs within
a family, but you would also extend it to different jobs.

For example, I myself have, during my relatively brief life, occu-
pied a.position of being a lawyer, a teacher, now a politician. I hope
to one day have a different occupation. There are quite a few of my
constituents that hope I come to that decision soon.

I hope to one day have a job that gives me a greater sense of
fulfillment. That is fine for me and I look forward to that.

I think if we expanded that to the whole range.of our employees
in this country, that that would be desirable. But it occurred to me
as I was thinking about a book that came out recently, entitled
“The Z Factor,” written by a Japanese economist, that we are
frequently being compared to the Japanese—to their workers, their
unemployment levels—as well as the Germans who have a quite
different integrated system where they do not switch jobs very
often. As a matter of fact, they have a long-term commitment to
one company because they have almost a vested interest in that
particular company.

So I am wondering how we can separate out this proposal to
have different jobs and reconcile that with increasing productivity
in a larger sense in this country sothat we can remain competitive
with foreign countries that are challenging our economic prosper-
ity? Can we examine these problems and just keep with life-cycle
alternatives without taking into account whether or not we are
upsetting a more long-term objective of being competitive?

Ms. RAPPAPORT. One of the problems I see is that so many things
are related. You mentioned the productivity issue and whether
increasing productivity is compatible with an alternative life cycle.
Increased productivity would be compatible, particularly since our
concentration of education at the early phase of life may be a
contributor to productivity problems. That is an issue that deserves
some study.

I am sympathetic to the notion that the person working in the
conditions that Howard Young mentioned really wants out, desper-
ately wants out. The alternative life cycle raises the question, if a
person wants out, maybe one of the things which should be done is
to encourage them to want out into another job.

Mr. CLARK. | wanted to add a comment on that.

The discussion of life cycle and phasing years of not working
with years of working throughout a life cycle has been around for a
long time and one wonders why don’t we see people doing it, and I
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think Senator Cohen was correct on the productivity argument.
You expect people to be in those jobs that provide them the highest
remuneration; that is, where they are most productive. One of the
reasons they do not leave the auto industry is because they are
making more money in the auto industry than they are going to
make doing something else. To take a year off at age 35 or 40 from
that high-paying job where they had become very proficient be-
cause of a long-term investment in their skills is going to cost them
a substantial amount in salary. What they are implicitly doing is
saying, no, I do not want to take this year off to go back to school
to retool for another career because the cost of that retooling, the
cost of the career switch is in effect in excess of what I am making
now, so they reject that.

Senator HEiNz. Senator Pressler.

Senator PressLER. Mr. Chairman, first of all, I.do have a brlef
opening statement that I did not present. I ask that it be printed in
the record.

Senator HEinz. Without objection, so ordered.

[The prepared statement of Senator Pressler follows:]

PREPARED STATEMENT OF SENATOR LARRY PRESSLER

Mr. Chairman, I wish to thank the committee for scheduling this hearing on the
implications of early retirement. The inescapable financial crisis of the social secu-
rity system makes it imperative that the Senate carefully review this retirement
program upon which a growing number of Americans depend.

I see the Committee on Aging as being charged with the specific responsibility of
reviewing how changes, including the proposal to reduce early retirement benefits,
would affect our elderly population. Financial security in one’s retirement years is
crucial. Although the long-term solvency of social security and the economic well-
being of the country are important, we must not forget the needs of our elderly
population who would be greatly affected.

Since coming to Congress, I have received a great many complaints about the
earnings limitation on social security. To impose such a test stifles productivity and
is unfair to the working, middle-class elderly. In considering the need to encourage
longer employment, we must be reminded that we are currently discouraging longer
employment by actually taxing 50 percent on earnings over the imposed ceiling.

I believe older Americans are dedicated, resourceful workers who should be en-
couraged to remain a part of the productive work force as long as they desire.
However, the option for early retirement should be available without a severe
benefit reduction. We must be extremely cautious in implementing initiatives in
order to minimize disruption in retirement plans for those now close to retirement.

Senator PrREssLER. I want to commend the witnesses. I think your
remarks have been very educational. I think we need to carefully
examine the social security system. However, I think, despite all
our criticisms of it, it has been a magnificent system in that it
works, checks are delivered to the recipients. But we have to be
very careful to preserve that success story; and that is what we are
trying to do here in part.

Let me ask you a few questions.

First of all, briefly, what is each of your positions on the income
tax on social security benefits?

Mr. YounNc. Organized labor has opposed the income tax on
social security benefits, largely because they have argued that the
benefits are not that enormous to begin with and that simply
1l:urning around and taxing those benefits will compound the prob-
em.
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Senator PreEssLER. However, there are people who have unearned
income who can earn $1 million a year and collect full social
security. Should this person be taxed? -

Mr. Young. I think, Senator, that that issue, the income tax on
social security, suffers from the jurisdictional divisions in the Con-
gress in the sense that it tends to be considered independent of a
lot of other things. I think that if there were assurances that
everything were considered and everything came out on balance,
sort of as Mr. Knowles says, you do not take something away
without doing something else, I think it may be analyzed different-
ly. .

" Tthink thé problem is the éxperience in terms of what was done. -
Consider, for example, the taxing of unemployment insurance. The
argument there was, well, it will only hit those that get a large
amount of unemployment insurance. But, at the same time, noth-
ing was done to improve the unemployment insurance system, and
there are plans to cut back on it now. If it was an-overall rational
package, people might approach it differently. Certainly at the
moment, there is very strong opposition in organized labor and
much more generally throughout the country to a tax on social
security benefits.

Mr. KnowLes. I split the difference. If a person were living on
social security and not.earning wages, then they should not be
taxed. If they were working for wages and collecting social secu-
rity, then I would tax the social security.

Ms. RapraPoRT. I think you have to decide what the purposes of
the social security system are. You can reach different conclusions,
depending on your purposes.

Mr. CLARK. If one is going to continue to promote the system as a
life-cycle system where you save and you are taxed during one
period and then see benefits in the next, you would certainly want
to consider the aspect of people who have already been taxed on
that income once in terms of their employee contributions. I think
you are correct in saying that a vast number of people, especially
those low-income people, would not pay any tax on the benefits
anyway, and to that extent it would be a progressive tax.

Senator HeINz. Senator Pryor. '

Senator Pryor. Before I begin questioning the witnesses, 1 would
like to'submit my prepared statement for the record.

Senator Heinz. Without objection, so ordered.

[The prepared statement of Senator Pryor follows:]

*
PREPARED STATEMENT OF SENATOR DAvID PrYOR

I am pleased to be here today as the Special Committee on Aging continues its
series of hearings on social security and related issues. These hearings are particu-
larly timely, and I am certain that they will contribute significantly to the wealth of
knowledge the Congress is gathering as it prepares to make needed changes in the
social security system.

The continuing trend toward early retirement has become a major issue affecting
the social security and private pension systems. It has been brought about by a
combination of factors including age discrimination, economic and demographic
conditions, as well as provisions of the Social Security Act and private pension
policy. Clearly, this phenomenon will require careful examination as the Congress
acts to bolster and strengthen the financial aspects of the social security system.

In recent years there has been some action taken to correct factors present within
the system which encourage early retirement. Extension of the age for mandatory
retirement through the Age Discrimination in Employment Act has played a major
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role in allowing senior citizens to remain in the work force. Other Federal initia-
tives include the establishment of employment and training opportunities through
the Older Americans Act. However, it is obvious that despite these efforts there is
still much which could be done legislatively to encourage continued work-force
participation of the elderly.

Probably among the most innovative actions taken to stimulate continued work-
force participation of older workers is happening in the private sector. Last year,
under the able chairmanship of Senator Chiles, the Special Committee on Aging
held a series of hearings on, “Work After 65: Options for the 80’s.” These hearings
highlighted the need for innovative approaches for providing incgntives to older
workers. Among the approaches advocated were part-time employment, phased
retirement, second career training, job redesign, and older-worker-oriented job-
finder organizations. It is encouraging to note that these efforts are taking place in
the private sector. I am hopeful that through coordination of Federal and private
efforts we will succeed in going even further toward developing a national policy for
older workers. It is my belief that our efforts toward this goal will have a substan-
tial effect upon future work-force participation of the elderly, and in turn on our
retirement income systems.

While it is important that we try to slow the trend toward early retirement in an
effort to maintain the soundness of the social security system, we must remain
mindful of those who are truly no longer able to continue working. I have grave
doubts about efforts to drastically reduce early retirement benefits. My concern is
for those individuals who have spent long years in the labor force and who have
made lifetime plans based on the current law, and who now face the frightening
prospect of having to either continue working or face a dramatic reduction in
retirement income. )

Mr. Chairman, I want to commend you for scheduling these hearings and am
hopeful that we will be exploring some of these important issues through the
testimony of our distinguished witnesses.

Senator Pryor. Mr. Knowles, I appreciate your testimony today
and the interest your company has shown in retirement and retire-
ment problems. You must have a tremendous number of assembly
lines, and I would like to know what Grumman is doing to utilize
older workers and their experience.

Mr. KnowLgs. The national work force figures for people over 45
years of age, I believe, is about 32 percent—and our figures are
around 57 percent. Now we are considerably higher, not only in
terms of the total work force but breaking it out, everything from
officials and managers to craftspeople, semiskilled people, and so
on. As the chairman of the board of our company has stated on
many occasions, it was not a bunch of kids that built the lunar
module that went up to the moon. It was a bunch of middle-aged
people. That is not meant to knock young people but rather as a
positive statement about middle aged and older people.

He personally takes offense when anybody leaves the company
for any reason, including death. So, I am fortunate in having a
chairman of the board who is very positive in the area of middle-
aged and older workers and it makes the job a lot easier when you
have that kind of attitude on top of the company.

We have an average length of service in the company of 15 years
and an average age of 46. I feel very comfortable seeing the demo-
graphics of the company made up of young people, middle aged,
and older people. I think it works well.

Senator PrYoR. We had some absolutely splendid- testimony last
year before the committee from such corporations as Xerox, Bank-
ers Life, and other major corporate entities that testified, I
thought, most eloquently and articulately relative to the utilization
of mature or older workers and keeping them in the work force
longer. I think their experience has been most positive and I rec-
ommend to you that testimony and to the president of Grumman
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to review because it is very, very revealing and most positive as to
what some of these private corporations are doing.

Now, this next question I would like to ask of Mr. Young of the
UAW.

I listened intently when you said UAW workers want to retire
early. We know that the types of jobs that many employees in auto
plants have are physically more difficult to stay with than, let’s
say, a desk-job in an air-conditioned office.

Has the UAW ever done any exploration into the possible cre-
ation of new types of jobs for older workers or into training older

workers for new jobs?

Mr. YouNc. What we have- done largely, Senator, is through the”
workings, for example, of the seniority system. When a job that is
somewhat easier opens up, a more senior worker will have an
opportunity to bid for that job. The first time I checked, I was
really surprised to find that there were a number of workers in
their late fifties or early sixties who voluntarily moved to lower
paying jobs because they were less demanding upon them.

I carried around in my head the conventional wisdom as people
got older, their pay went up. But in fact there are people voluntar-
ily downgrading themselves. We have urged the companies to work
with us in retraining. We have expanded things like the age limits
at which one could enter an apprenticeship program and, there-
fore, have less barriers to becoming skilled. We have negotiated a
tuition refund program which would assist people in order to go
back to school, and things of that nature.

The problem largely is that all of this usually, happens within
the environment of a single plant. There simply is not all that
much variation when you come down to it in the total number of
jobs, say, in an auto assembly plant.

Senator Pryor. Thank you.

My time is up but I would be remiss, Mr. Chairman, if I did not
compliment the UAW for decades of service to the retired individu-
al, not only to the retired UAW workers but also to retirees every-
where. It is my understanding that community centers and commu-
nity organizations that the UAW uses are open to all citizens. I
have had the privilege of speaking in Detroit and some other places
to UAW retirees and you folks have been at the cutting edge for a
long time and I would like to personally. compliment you for it.

Mr. Youna. Thank you.

Senator HEINzZ. Senator Grassley.

Senator GrasSLEY. I am sorry I was not here to hear all your
testimony. I appreciate your helping us solve the problems that are
before us, and that must be solved before 1982, when the trust fund
will not have any money left in it.

You know, we have many different alternatives that we have to
work on and one of these is to deal with the subject of early
retirement and, hopefully, something can be found that will not be
an immediate adjustment in anybody’s lifestyle as a result of any
changes that we might have to make.

In fact, hopefully we can find a solution to the problem without
even dealing with that aspect of the legislation.

Senator Pryor asked the question of Dan Knowles that I wanted
to ask, but I guess I will take the opportunity to compliment you
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and your corporation for giving employment opportunities to older
Americans and for having an experience with them that obviously
has been beneficial both to the corporation and to the individual.
Hopefully the pattern you are setting—as Americans continue to
live and work for a longer period of time—will be followed by other
industries as well.

So I can’t—do not need to ask that question.

But I also had a question of Anna because she has spoken of the
concept of life cycles and I guess I would like to have some view
when you would advise that the concept be taught and its patterns
put into motion. .

I guess I would primarily be concerned whether that is in your
judgment just something that lasts half a lifetime or whether it
would be throughout the lifetime; that the concept would be in-
stilled?

Ms. RappAPORT. I think that a lot of people’s lives follow alterna-
tive life cycle patterns today. It seems to me that the time is now
for us to find ways to do a better job of midcareer education. It is
not a matter of teaching people to have different life patterns, but
rather doing things that would create options for people to make
the choices. '

I place great emphasis today on midcareer education as being the
thing that in the long term will make later retirement really
feasible. It is education that will keep people’s skills meaningful in
the work force.

Senator GRAsSLEY. That is all I have, Mr. Chairman.

Senator Heinz. Thank you, Senator Grassley.

Mr. Young, let me ask you this, as Senator Pryor mentioned,
labor unions have worked very long and very hard to develop early
retirement options for their members and the UAW has done an
outstanding job in that regard. It is quite important in heavy
industry such as yours, where the physical demands are very de-
manding.

Given high inflation rates and energy costs, are pension benefits
adequate for workers who take early retirement?

Mr. Youne. Usually not after they leave the work force. That is,
they may be adequate at the time they leave, but with the excep-
tion of social security and some very limited other plans, very few
plans include increases after retirement which equal inflation. We
have, in our programs, specified increases after retirement but
those are not equal to the inflation rate so that people do lose
ground year by year.

Senator HEINz. As they lose ground, do they look for additional
employment, even if it is on a part-time basis?

Mr. Younc. Well, I do not know how to characterize that in
general. I think that a lot of people do. In spite of all our good
words, there are clear age barriers to hiring people in their sixties,
particularly if they do not have unusual skills to sell. While, I
think, a lot of them look for and find employment, it is in the
intermittent period that one does not always find employment.

Senator HEINz. A logical place for them to find even part-time
employment, assuming a much healthier auto industry than what
we have now, would be in your case with the auto companies with
whom they have been employed.
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Are there examples of unions which encourage retention of older
workers, say, in part-time jobs to help them make ends meet?

Mr. Young. I am just not familiar with any. _

Companies tend to feel that the part-time line worker is not that
hard to replace with a younger worker. I think that you find a
need for part-time workers with specific skills for which there are
shortages, electricians, and people like that. These people are usu-
ally able to find part-time employment. But, in terms of assembly
line workers, there is less interest on the company’s part in provid-
ing part-time employment.

I would also like to make it very clear that, at the same time
that we have promoted the opportunity for early retirement, we
have opposed any mandatory requirement, particularly at any un-
reasonably young age. I think there has been a tendency to say, we
moved the mandatory retirement age up, so let’s move up the early
retirement age. Moving the mandatory retirement enlarges peo-
ple’s opportunities. If we move early retirement age up, that would
restrict them.

Senator HEiNz. I am wondering if collective bargaining contracts
make it difficult—as they are structured next to impossible to offer
a worker who is in the conventional sense of the word, retiring—to
have that worker be offered some type of part-time employment in
a job setting with which he may be familiar. Further, if that is the
case, whether there are insurmountable barriers to making
changes to accommodate what we have agreed upon turns out to be
the need for additional income close to retirement.

Mr. Young. I think, in general, there tends to be opposition to
part-time work by many unions because it is frequently seen as a
way in which companies avoid hiring permanent workers who gain
seniority.

However, I come back to the fact that you must remember that
over the past 6 or 7 years all of this has been negotiated in the
context of a substantial number of younger workers who are out of
work. They may or may not be part of the union, nevertheless,
they frequently have young families to support, so that there has
been more priority given to how does one provide them with jobs,
than how does one bring the older worker back into the labor force.

Senator Heinz. There is no question there are not enough jobs to
go around. There are some suggestions that as we get toward the
end of this decade, we will have—definitely, relative to what we
have now, some would say, a shortage of workers and it is looking
down that road 10 years that perhaps this issue could become a
problem, if it is a problem.

Mr. YouNG. Could I just say one word on that? Because I think
there is another side to that story. I do not think that will happen.

I think while none of us can see the future very well, I think
that with the increasing participation of women in the work force,
with the kind of takeoff that we are going to have in this country
technologically, we will not have stagflation forever.

Senator Heinz. President Reagan will be happy to hear that the
UAW——

Mr. YouNnc. I did not ascribe a cause to it. I simply said we
would solve our problem at some point. But I really think that this
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idea that we will be short of workers is an unduly pessimistic
assessment of the capabilities to solve our economic problems.

Senator HEiNz. Do any of the rest of you-have comments on this
question of whether there is any potential problem for us with the
collective bargaining agreement and preventing workers from get-
ting into part-time employment if they need to?

Mr. KNowLEs. Coming from a company that is nonunion, we
have no problem at all with collective bargaining, which gives us
considerably more flexibility in terms of how we design our work
force. I surveyed some 3,000 retirees, and 1,500 of them indicated
they would like to come back to work in some manner or other,
some people as old as 80 and older. If nothing else, it was a very
flattering experience for them. They appreciated the fact that they
were wanted. It was a great morale booster.

Ms. RappaPORT. I would think there would be, but I am not
familiar with the specifics. I know of some programs in nonunion
situations where retirees are coming back as part-time people in
part-time pools.

Mr. CrArk. There are certain economic incentives and public
policies that influence the desire of companies to have part-time
workers. We have payroll taxes that will apply on earnings up to a
certain ceiling. Employers have certain startup costs and things of
that nature that need to be addressed before part-time work is
going to be a major component of any large company.

From the standpoint of employees, you have two things about
conscience to consider. If a person has not yet retired but is trying
to phase down, reduce their hours, the question is, what does the
reduction in work and therefore correspondingly reduction in bene-
fits have on future pension benefits?

Many companies with a definite benefit plans—where benefits
are derived from the last 3 or 5 years of earnings, people are not
interested in reducing their earnings by part-time work because of
the effect on future benefits. So some adjustment or way of recon-
ciling that would have to occur and, second, for people reentering
the labor force, the question would be—will their current benefits
be affected by their reentry into the work force. .

Senator HEiNz. Those are all absolutely valid and good points.

Senator Cohen.

Senator CoHEN. Mr. Chairman; Professor Clark, did you find—
did your study find any trends in a higher rate of early retirement
in Federal employees compared to those of the private sector?

Mr. CLark. I have no numbers on Federal retirees in terms of
numbers of people.

Senator CoHEN. You indicated that those are incentives to em-
ployees, and you specifically cited Federal employees. I was won-
dering if you found any correlation between the kinds of benefits
that are extended, whether that encourages early retirement or
not, compared with the private sector.

Mr. CLARK. One can examine the Federal retirement system and
compare that to a private plan. What you would find with Federal
workers, is that their wages, their salaries, have not been rising
with the rate of inflation. Yet, if they retire, once they are retired,
their pension benefits compare with inflation.
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Where you have persons considering whether or not to retire, he
will take that into account. It is conceivable by judicially choosing
their date of retirement, they can in effect get a cost-of-living
increase by retiring at a certain time. The cost-of-living adjustment
for civil service pensions are far more generous than most private
pension plans.

Senator CoHEN. In view of the fact that you encourage a system
of equity; namely, having one retirement system for all of our
employees without distinction between Federal and private, would
you recommend we have two cost-of-living adjustments for all
social security retirees or reduce the Federal employees to one?

Mr. CLagrk. I think that if Federal employees are included in
social security, that there would be a separate employer pension
for them as well. I would not envision the case where Congress
would bring Federal workers into the social security system and
that would be all they would have. Those of us in the private labor
force also have private pensions in addition to social security, and I
assume they would do that. But I think the indexing system once a
year is more appropriate.

Senator CoHEN. Mr. Knowles, I want to congratulate you. You
are one of the few representatives of industry that have come
before the Aging Committee calling for tougher standards and
enforcement of age discrimination—the Antiage Discrimination
Act that we passed a couple of years ago. Most of the business
community came to the House Select Committee on Aging at that
time opposed to the raising of the mandatory retirement age.

You are one of the few people that have come in and said we
ought to have parity for older people that are doing the job they
were hired for, and I want to commend you for that.

Mr. Young, we never did get to this issue, but we have a problem
as far as—your original statement that we are much too alarmist

"as far as the social security system.

We had a hearing 2 days ago in which economists came to testify
and said that back in 1977 we were not nearly alarmist encugh.
You may recall we passed the biggest peacetime tax in the history
of this country when we imposed higher social security taxes.

I can remember the headlines, “Highest Peacetime Taxes in the
History of the United States.” .

The economists who testified several days ago indicated that we
were much more optimistic about the future of the economic
system at that time than perhaps circumstances warranted. Cer-
tainly recent history has proven that we were overly optimistic.
Now we come to a situation where you and others may say that we
are too pessimistic about the future of the economy.

What happens if you are wrong about that? Where are we in 3 or
4 years if we do not assume a pessimistic potential, at least for this
economy that does not turn around. What if technology does not
come on line quickly enough to prevent the kinds of continuation
of stagflation that we are currently experiencing?

What do we tell our social security recipients at that point when
there is no money in the fund?

Mr. Young. Well, I think that if, in fact, 2 or 3 years from now
the experience had been so bad that the funds all ran out of money
beyond some reasonable point, then one would have to sacrifice.
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But I think that the important point is that the generally accepted
projections are nowhere near as pessimistic as the figures that
have been cited. The administration witnesses and spokespeople all
carefully say, although it frequently gets lost in the translation,
here is what might happen under the worst possible case. They all
carefully say that by October 1982, the old-age and survivor fund
will run out of money, but they do not mention that the disability
and health fund will have substantial amounts of money. I think
one has to act on the basis of reasonable assumptions. Certainly
they can prove to be wrong and we would have to face those
consequences. :

The best figures that I have seen, when one looks at the short
term, is if you look at the three trust funds as an overall entity,
and then you look -at the total tax rate available. While there are
shortages, clearly, in the old-age and survivor fund, the overall
shortage between now and 1985 would not exceed $10 billion. Now,
that is a lot of money and I would not like to cough up $10 billion;
but in the national economy over 5 years that is not a lot of money.
Furthermore, we have a real U-shaped graph. When you talk about
the projections, about the money in the trust fund—1985 is about
the low point. It then turns around. It starts to climb extremely
rapidly, and as I recall, under the intermediate projection—not an
optimistic projection—it climbs to the point where you have in the
trust fund three times the annual payout. That is automatically
adjusted for inflation and everything else. That would be an enor-
mous trust fund of roughly $450 billion. What we clearly face, I
think, if one assumes some reasonable assumptions, is a short-term
cash-flow problem, particularly in the old-age and survivor fund,
but that problem could be dealt with by short-term measures.
Taking the longer term and in particular this question of delaying
the retirement age, again the projections are, according to the
Reagan administration, that making the change they produced in
the retirement age would have the effect of saving only eighty-five
one-hundredths of 1 percent of payroll.

The Pickle bill used figures of 1.35 percent. The National Com-
mission on Social Security used 1.07 percent with a maximum
impact of roughly 2 percent of payroll.

Nobody likes taxes, but all the surveys I have seen indicate that
people would rather pay a little more taxes than have substantial
cuts in benefits. I think what they want is assurance that nobody
will tinker with the program; that nobody will come in and make
proposals and say, next year we will cut it back. But, I honestly
believe that if people were asked, would you be willing to give up,
over a long period of time, say 2 percent of pay, or would you
rather be forced to wait 3 years to retire, I think they would end
up giving up 2 percent of pay. Employees would contribute 1 per-
cent, and employers would contribute 1 percent.

Senator CoHEN. Let me ask you directly, in addition to combin-
ing the three funds, or borrowing between the three funds that we
currently have, would you recommend any action beyond that?

Mr. Younc. Yes.

I think there are a number of things that can be done.

One thing, although it is a little like Mr. Knowlés said about
shifting the problem to someone else, the States and localities are -.
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very slow in remitting money to the social security fund. They pay
it much more slowly than private employers do. I understand if
they were put on the same basis as private employers, there would
be a one-time impact of better than $1 billion.

I would argue for a shifting, half of the health insurance cost, to
general revenue financing, and putting that into social security.
But in the absence of that, I think it would be perfectly appropri-
ate to lend the trust fund a limited amount of money, no more
than $8 or $10 billion for a limited period of time in order to get it
through what is clearly a short-term cash-flow problem.

Senator CoHEN. Every economist who has testified so far has
indicated that in addition to the possibility of providing the funds -
and solving your immediate cash-flow problem, that perhaps the
CPI is not the right index to use in the long term. How would your
workers react to that, putting it to the wage scale as opposed to the
CPI?

Mr. Youna. I think if one, in fact, constructed a CPI that was
appropriate to retired people, you might find it goes up faster than
the CPI, but let the cards fall where they might. The reaction to
this question of changing the CPI is a little like Senator Pressler’s
question about taxing social security. I think there is a gut reaction
that says, let’s stay with the CPI. My own feeling—and this is
strictly my personal feeling—is that if somebody made what I
consider a fair proposal which is, say, let’s all get in the same boat,
and we will go to wage indexing now because things are bad, but
when things get better, we will still have wage indexing. But the
proposal is, give the people the worst of all possible worlds. Then
you cannot expect them not to oppose it.

Senator CoHEN. Thank you, Mr. Chairman.

Senator Heinz. Just following up on that, I gather what you
are—if I can put the proposition that you just made without claim-
ing you endorsed it or any of us endorsed it—that if you said for
the next 5 years, social security will be indexed at the CPI or the
wage, whichever is lower, but that after that, it will be indexed as
wages or of CPI, whichever is higher, that that would be a reason-
able proposition?

Is that what you meant?

Mr. Young. That is a possibility. But what I had in mind is
simply saying social security will be indexed to wages, period,
whether they are higher or lower than the CPI. I personally Le-
lieve that retirees would be better off in the long run under such a
system; because I believe we will get back to a situation where we
have real wage gains in this country.

But what is being said to retirees is, take the lower of the two
forever. 1 think, if as several people have said, this is a social
program and we all ought to be in the same boat; if workers are
losing ground to the cost of living, you can argue retirees should,
too. But if they gain ground, retirees should gain, too. -

Senator HEINz. You mentioned the fact of transferring half the
fund to general revenues.

Should we eliminate half of the payroll tax that applies to health
insurance?

Mr. Young. No.
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What ought to happen is that half of the payroll tax ought to go
into the other trust funds. In other words, we would maintain the
payroll tax at the current level but in effect free up half of the
health insurance portion of it to go into the other benefits.

Senator HEINz. I think Mr. Knowles suggested that disability
should be funded from general revenues and, of course, there is a
certain irony in those suggestions. The two funds of the three—the
OAS, the DI, and the HI being the three funds—that are OK right
now are the disability fund and the health insurance fund.

When people talk about, first of all, combining the funds, that is
what they are talking about. It strikes me a little ironic when
people say we have one of these funds that.is solvent, the cost of
which should go into general funds; I wonder exactly what is being
accomplished here. :

It seems to me those are fully funded programs. They are funded
half by employee, half by employer. They are insurance, intergen-
erational transfers.

Is it wrong to do it that way?

Mr. Younag. The health insurance fund will not stay in good
shape, mainly because of what happens to health insurance costs in
this country. We have—as you know, argued for a long time that
there has to be a different way to deal with that. We make no
secret of the fact that we have argued for a long time and continue
to seek as a goal that a significant portion of social security costs
should be financed from general revenue.

I do not quarrel with the conclusion that when one looks ahead
there will be, as Professor Clark said—a choice between higher
funds or lower benefits. The system will require more money. The
conclusion I quarrel with is that we cannot afford that. I believe
the economy will be able to afford it. I believe that the workers will
not be unduly burdened with a high dependency ratio, and I be-
lieve the order of magnitude of that money is not so great that it
cannot be handled.

But I do believe that a reasonable part of it should come from
general-revenue financing rather than payroll tax financing be-
cause of the inherent problem with payroll tax financing. .

Senator HEinz. The Europeans, of course, finance most of their
social programs out of a very different method than we have. They
do not do it by taxing payroll, or by taxing income, or by taxing
investment or savings. They do it by taxing consumption. That is
what the value-added tax is. It is a hidden national sales tax, and
they are able to support much higher levels of taxation for an
equivalent amount of growth than we do because they, presumably,
get a little more savings. and investment than we do and they
discourage consumption accordingly. They tilt their societies in
favor of savings and investment through that tax system even
though the tax burden per person, taking all taxes into account, is
higher than ours.

One last question, because it is getting late, and I think you have
been an excellent panel of witnesses and very thought-provoking
and \(Ilery helpful in getting a number of facts and ideas on the
record.
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One of my colleagues complimented you, Mr. Knowles, on the
stance you took on the Age Discrimination In Employment Act
enforcement question, and I join in doing so.

Let me ask you, in your testimony, you cited a number of things
you thought business ought to do to make its workers more aware,
to make itself more aware of what is and what is not discrimina-
tion, of what people might prepare better for.

Does Grumman engage in those activities that you suggested for
others? : )

Mr. KNowLES. Let me see how I can answer that.

Senator Heinz. How about yes or no?

" Mr. KnowLEs. T do not have to run very specific programs in~

order to accomplish the goals that should be accomplished. They
have happened because that is the nature of the policies in the
company, longstanding, long before the Age Discrimination Em-
ployment Act ever started.

Now, I do not want to sound like a paragon of virtue, that I have
set up all sorts of good programs. They have not been necessary.

One of the measures I go by is doing a company utilization
analysis annually, taking the annualization and checking it against
the national work force figures. But it occurs to me that in associ-
ation with personnel people and my own industry and other indus-
tries, that there is a tremendous amount of discrimination taking
place of an insidious nature that is unconscious; people do not even
know they are discriminating.

Senator HEiNz. The reason I asked the question is, I was curious
as to whether there were any materials that Grumman had devel-
oped along the lines of the how-to-do-it booklet that you indicated,
the awareness program that you suggested might be, first of all,
useful to the committee.

We have them?

Mr. KNowLgs. You have four copies from the four other times I
have testified, and I even got a letter written to Secretary of Labor

. Marshall. Still waiting for the response.

Senator HEiNz. In any event, I think the suggestions you make
are very good and I hope we can work with you and other employ-
ers who are as enlightened as you are to build a considerably
greater awareness among U.S. employers as to the potential of the
about-to-retire as well as the retired workers.

Do any of the witnesses have any closing comments or parting
shots, as the case may be?

Ms. Rarparort. I would like to add a comment about educating
employers.

We have given more than 20 presentations, seminars, on social
and demographic issues relative to aging. I started such presenta-
tions about 3 years ago. I see a small change taking place in that
when I started, people were very surprised at what I had to say.
Today, the ideas seem more familiar. While employers have not yet
done much, the information in the public press has changed enor-
mously. The amount of information in the public press on such
issues has changed dramatically over the last 6 or 7 years. Just
look at Newsweek, June 1, 1981. So I believe that employers will
get interested.
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Senator Heinz.-We will be having a hearing specifically on this
issue of work and retirement and including attitudes thereon in
the very near future.

The purpose of this hearing was to try to get at some of the
factors that have been impacting on people’s decisions, motivations, -
and disincentives to retire and retire early. You obviously cannot
consider all of these things in a vacuum.

Ms. RApPAPORT. It is extremely important that the long-term and
short-term social security issues be ‘dealt with separately. I see the
long-term solution as being a combination .of needing more money
and being able to pay less benefits. But it must be done very
gradually. You cannot implement short-term big reductions in
benefits. I believe the short-term problems must be solved on the
money-raising side.

Senator HEINz. On Monday of this week, before we started these
hearings, I put a statement in the record where I tried to lay out
the. differences in the problems, the fact that because there are
different problems, they necessitate different solutions that we
should bear in mind.

Mr. CLARK. I would like to echo that; that the long-term problem
is very real. It will not go away because it is primarily demograph-
ic, and productive gains will not save us, and reducing the rate of
inflation will not eliminate that problem.

Depending on what assumptions one makes about fertility and
mortality, we could require social security rates 10, 11, 12, 13
percent on-each.side, both on the employer and employee separate-
ly. So you are not talking about 1 or 2 percent increases, but 5 or 6
percentage points. You are talking about a person paying 13 per-
cent of salary to support a social security system.

The way in which the current political debate has developed is,
every time a long-term solution for social security is put forward, it
seems to me it is taken as if it is going to be done immediately. If
you- are going to solve this long-term problem, proposals will have
to be introduced so people are given an opportunity to plan.

Having said that, Congress needs to act today if they are going to
start future reforms gradually that may take 20 years to accom-
plish. I would argue that you should consider legislation this year
to start a gradual raising of the age of eligibility for full benefits in
the 1990°s and then let that continue for 10 or 20 years so you do
not achieve the full impact until about 2010, giving people the
opportunity to plan; not taking something away from people tomor-
row or next year, but giving them the opportunity to plan their life
cycle around that. That is a very realistic approach to reducing
benefits and it is quite clear unless there are catastrophic events or
dramatic. increases in fertility that these cost increases of social
security are going to occur.

Either you will pay substantially higher taxes or you will do
something to lower benefits in a life cycle sense.

Senator HeiNz. Not everybody agrees, at least as yet, that we
should address both problems at the same time, albeit with differ-
ent solutions, tailored to each of the problems. Part of the role of
this committee—and I think it is a vital one—is to develop a
consensus that there are in fact two separate issues; they are
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separate and distinct. They require different kinds of solutions and
the time is now to deal with both in an intelligent fashion.

I do not believe that that consensus exists in the Senate. I do not
think it exists in the House. We will all have to work very hard to
try and build an objective record that people will trust and be
convinced by that that will motivate a majority of my colleagues
and hopefully a very broad bipartisan consensus to act. It is going
to be very tempting for the House and Senate just to address the
short-term problem. It is here and now. The sooner we address it
the less painful any addressing of it will be later.

The year 2025 or 2030 is a long way away. Wait until next year
-or the year-after. Many people will say this to themselves; and-itis
hard to fault them unless—except if you do not address them, you
will probably lose 1 or 2 years or 5 or 6, because the impetus in
addressing the short-term problem gives you the motivation and
the opportunity to seek incentives for people to work longer, struc-
ture some more creative solutions than we have necessarily re-
ceived so far, and I do not mean that critically.

We will have another hearing where we will look for much more
creative solutions to this problem than we have asked you to
propose.

Everybody is talking about increasing taxes and reducing bene-
fits. There are other things that we can devise. They may not be
successful. You could offer people the option of taking a little less
in social security for the privilege of putting more into individual
retirement cuts. This is the so-called social security option account
which was proposed to the Finance Committee a week ago. That is
presumably the type of ingenious American inventive iceberg.

As time goes by I suspect we will have other ideas.

I have one question, Ms. Rappaport, or Mr. Clark, which is this:
The experts say that the funded liability between now and the next
75 years on social security—excuse me.

The amount of money we need to cover ourselves for the next 75
years is equivalent to 1.7 percentage points of payroll, of taxable
payroll. You used a number that was much larger than 1.7 percent.
You said taxes could be up around 11 percent on both employer
and employee, which represents a 4- or 5-point increase.

How do I reconcile this?

Mr. CLARk. I think what you are being told by that 1.7 percent is
that in fact you would have to raise taxes by 1.7 percent today and
keep them above the legislative increase by that amount for the
entire 75 years to offset that.

Senator Heinz. That is what that means?

Mr. CLaRkK. I am saying, if you keep the system on a pay-as-you-
go basis those same projections show that the expenditures as a
percent of payroll would be required to be 25 or 26 percent in the
first quarter of the next century.

Senator HeINz. That clarifies the discrepancy.

Ms. Rappaprort. I have a book by A. Haeworth Robertson, “The
Coming Revolution In Social Security.” Mr. Robertson is with
Mercer today as a vice president, and is a former chief actuary of
social security.

In his book he presents some projections of the long-term costs of
the system, under ‘“‘pessimistic, intermediate, and optimistic as-
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sumptions.” The long-term costs as a percentage of payroll are 17
percent under optimistic assumptions, 24 percent with intermedi-
ate assumptions, and 44 percent with pessimistic assumptions.

The assumptions are listed in the book, and I commend to the
Senators to look at these assumptions, because it will give you a
feel for the effect of changes in the economy on the system and
explain why there is so much uncertainty in the numbers. Also, if
we assume pessimistic assumptions that really do not look that
unreasonable, the costs could get very big indeed when you go out
in the next century.

I would recommend the book as providing good insights into the
uncertainties.

Mr. Younc. I do not want to prolong this, but the only thing I
would like to urge that goes beyond what you have said is that you
look at the issue in a broad context. If, for example, the economy
or the country, because those assumptions include demographics
and other things, were to experience anything like the pessimistic
assumptions that produce 44-percent social security costs, we will
have tremendous other problems in the economy besides which the
social security problem would pale.

So I think it cannot be abstracted. When one says that if, for
example, the birth rate turned around, we would not have the
demographic problem, and the burden of social security. That may
be true, but I suspect you would be here worrying about the prob-
lems of overpopulation. We should look at the realistic alternatives
and realistic effects on the total economy and not act as if this
were the only situation that would have to be dealt with.

Senator HeiNz. That is a point well taken.

Thank you all very much.

The hearing is adjourned. .

[Whereupon, at 4:53 p.m., the committee adjourned.]
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BRIEFING MATERIAL FOR HEARING

TO: Members of the Specihl Committee on Aging
FROM: Committee Staff

RE: Early Rgtiremént

DATE: June 16, 1981

SCOPE OF HEARING

The hearing will focus on .thrce major topics relating to
carly retirement and Social Sccurity.

First, it will examine carly retircment pattern; of older
workers in order to draw out implications changes and funding in-
the Social Sccurity system.

"Second, it will examine disincentives in current retircment
aﬁﬂ pcnsioﬂ sysfcms, as weil as the social security system, which
tend to promote early-retiremgnt. It will also examine advantages
of early retircment for both cmployers and older workers.

Third, the hea;ing will cxplore some solutions to the above.
problems and attempt to idchtify incentives .that will encourage
femploygré to promote retention policics Snd older workers to defer

early retirement.
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The desircd outcome of the hearing will be a series of early
retirement options‘which can be'considércd by Congress over the
coming months as Social Security legislation is developed. These
will take into’ account: -

o The traditional policies and practices which encourage
early retirement and how these might be changed.

o- The value of older workers and their continued voluntafz
activity in the labor force.

o Cost and savings factors that can result from more flexible
© Tetirement policies which allow both early retiremént
options for workers who -need it and retention incentives

in the social security and pension system for older, able
- workers who may wish to ‘defer retircment. RS

MAJOR ISSUES

The trend toward early retircment among older male workers
“is now a well established fact., Participation rates for men over

age 60fhave been in steady dfclinc since 1955.
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Civit1an Poruiation ano Lasor Forer Firry-rive 10 Sixry-rovs Yraxs or Ace
. (in thousands)

Total Males Females
Year  Population® Lobor force Percent  Population® Laborforce  Percent Population®  Labor force Percent
1950 13,462 7,633 56.7 6,667 5,79; i:: :,:;; ;,::: ;::
1955 14,308 8,513 59.8 6,965 6,12 . ” 24936 pligd
15,412 9,386 60.9 2,373 6,100 £86.8 8,027 % .
:Zz 16,721 10,350 619 7,994 6,763 846 8,727 :j,:: :;;
1970 18,248 11,277 61.8 8,583 2,124 a0 Z,éSH ‘,215 e
1971 18,508 11,362 614 8,693, 7,146 822 0,825 ‘.zz‘ ‘z-l ]
1972 18,903 11,361 60.1 8,867 7,138 80.5 10,033 ‘,179 ‘1-1
1973 19,115 11,182 58.5 8,544 7,003 78.3 o 10,1657 _ _‘1157'— ‘0.7:
TI97T 19,288 11,1877 7 '88.07 T TT'9,0837 7,030 T 774 — 10,21: oo o7
1978 19,557 11,226 57.4 9,211 6,992 75.8 10,3:l ‘:305 oot
1976 19,857 11,279 56.8 9,357 6,971 74.5 104 : s oo
1977 20,161 11,411 56.6 9,518 7,043 74.0 10,652 ‘,‘6’ e
1978 20,415 11,555 ° 56.6 9,642 7,087 735 10,79 ) ‘,579 s
1979 20,713 ' 11L,719 56.6 9,782 7,140 73.0 10,931 B

* Population figures are derived from dala on the size of the labor farce and the labor force participation rate lor-u.d; ):idr.. rom
Souncrs: U.S. Departraent of Labor, Employment and Training Report of the President (1979), pp. 237-41; and vnpublished data fro

the Department of Labor.

Civitlan POPULATION AND LABOR FORCE S1NIY-FIVE YEARS AND Over
{in thousands)

Total

Males

Females
Year  Population® Labor force Percent Population®  Labor force  Percent Population* Labor force Percent
1950 11,378 3,038 26,7 5,358 2,454 45.8 6,021 584 97
1955 13,718 3,206 241 6,379 2,826 39.6 7,358 780 10.6
1960 15,356 3,194 20.8 . 6,909" 2,287 31 8,398 207 10.8
1965 17,461 3,108 17.8 7,638 2131 ° 279 9,760 976 10.0
1970 18,947 3,221 17.0 8,075 2,164 26.8 10,887 1,056 9.7
1971 19,294 3,145 16.3 8,192 2,089 25.5 11,126 1,087 9.5
1972 19,917 3,107 15.6 8,287 2,022 244 11,667 1,085 °3
1973 20,295 2,963 14.6 8,268 1,908. 228 11,843 1,054 8.9
1974 20,709 2,920 141 8.594 1,925 224 12,146 296 8.2
1975 21,297 2,939 138 8,783 1,906 217 12,446 1,033 8.3
1976 21,772 2,874 13.2 8,946 1,816 20.3 - 12,902 1,058 8.2
1977 22214 2,910 131 9,179 . 1,845 201 13,148 1,065 a1
1978 22,701 3,042 134 . 9,380 1,023 20.5 13,323 1,120 84
1979 23,343 3,073 132 9,617 1,028 20.0 13,726 1,145 83

* Population figures are derived from data on the sizc of the 1o
Seurces: U.S, Department of Labor,
the Department of Labor, .

bor force and the lsbor force Tarticipation rate for each year.
Lmployment and Trairiing Report of the President (1979), N‘. 237-41; and unpublished data from
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Labor force growth and projections over the next ten years

suggest that this trend will continue.

Projecreo Grownit of Tie Civitian Lanow Fokce

Actual Labor Force Piojected Labor Force
e (millions) (millions)
Demographic —_— —
Groups 1970 1977 19385 1990 i

Total, age 16 .

and over 82.7 97.4 . 113.0 . 1194
Men

16 and over 51.2 544 61.0 65.1

16-24 9.7 12.9 12.5 11.2

25-54 322 35.7 418 45.8

55-64 7.1 7.0 7.0 6.4

65 and over 22 1.8 : 1.8 1.7
Women .

16 and over 31.5 40.0 49.9 54.3

16-24 8.1 10.8 11.9 11.2

25-54 18.2 237 324 37.7

55-64 ° 4.2 44 4.5 4.3

65 and over 11’ 11 1.0 1.0

Source: Paul Flaim and Howard fulleston, “Labot Foace Projections to 1990:
Three Possible Paths,” Moutkly Labor Revicw, vol. 101, no. 12 (December 1978),

P 29.
Civiuian Lavor Force PaktnicipaTion Ratis, INTERMEIMATE
Crowni AssuMITIONS
Actual Rates . M n}'r.ch'.f Ralcs
(pereent) {percent)

Demographic

Groups 1970 1977 1085 1990
Total, age 16

and over 604" 62.3 65.3(6'1.0--63.0) G6.2 (69.7—63.0)
Men

16 and over 79.7 72.7 77.0(79.4-74.7) 76.4{20.0-73.3)

16-24 69.4 741 76.4(78.9--74.4) 76.1(81.0-73.3)

25-54 95.8 4.2 93.5(95.1 22.2) ‘.’3.1(95.6—91.1)

55-64 83.0 74.0 63.1(7_3.5«-64.1) ¢S0(73.3 -59.0)

65 and over 268 20.1 16.7(19.7 -11.9) 15.0(15.1-9.4)
Women

16 and over 433 484 54.8(57.1-52.4) 57.1(00.4—53.8)

16-24 51.3 59.6 69.3(73.2 . (-6.2) 72.8(78.2- 67.3)

" 25-54 s0.1 s8.4 68.5(70.9- 65.9) 72.4(76.1-69.0)
55-64 . 430 41.0 40.2(41.5.-38.1) 29.8(41.8-36.6)
65 and over 9.7 8.1 6.8(7.5-5.9) 6..‘.(7.‘.’.(4.8)
[y

Nore: Figurcs in parenthescs indicate high and low assumptions,
Source: Paul Flaim and Howard Tullerton, “Labor Turce Figjections lo 1990:
Three Possible Paths,” Monihly Lalor Review, vol, 103, no. 12 (December 1978),
p. 28. - .
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It should be noted at the outsct that the carly retircment

problem relates mainly to men. This is not to say that cmployment

and retirement issues relating to older women aré not important.

The problem with older women, who arc~cntcrin§ the labor force

in greater numbers is to obtain a job with adequate pensionibcncfits.

The early retirement problem will face women some ycars from now..

T At the same time that labor force participation rates for ~—

men are declining, the rate of - ° retiring-workers- taking a reduced

social security benefit is increasing.

Percent.of‘Workers_witht;ocial security benefits reduced
for early retirement

Year
" 1965
1970

1975

1978

Source:

&ilé : Female Total .
53 69 59
53 70- .60
61 . 89 68
68 73 70

Congressional Rescarch Service
See .Attachments for more data on
early retirement rates.

These trends, combined with decreasing fertility and-

mortality rates raise a number of serious issucs pertaining-to

the social security and pcnsion systems that provide the bulk of

retirement income for older Americans. Without some changes, the

costs for social security will become intolcerable.

To reverse the early retircment trend, the Administration

proposed to reduce the early retircment bcneff‘ for workers who
- \

choose to retire at age 62.

Uner present law a worker lcaving

the labor force at that. age receives 80% of the maximum benefit he
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would have received if he retired at age 65. The Adninistration's
proposal would reduce the early retirement benefit to 50% of the
maximum. The early retirement benefit for workers spouse would be
réduced froﬁ the current 40% of the maximum to 27.5% of that amount.
The current monthly average Benefit of $372.80 would be rcduced

to $246.80 under.that proposal which would go into effect in 1982.
The Administration estimates a $17.6 billion savings from that
measure by 1986--the single largest savings clement in its social
security package.

The strong opposition to this propqsal by.ﬁhe public and
Congress is now a matter of the rccord( But Congress is not un-
awvare of the early retircment costAproblems associated with Social
Security. Rep. Pickle's Bill (1IR3207) proposes to gradually raise
the normal retirement age from 65 to 68 beginning in 1950. 'The!
age 62 early retirement eligibility age would remain--but the
bencfit would be set as 64% of the maximum. This is no little re-
duction in itself. : - _

Both the.President's Commission on Pcnsion Poliéy and the

"National Commission on Social Security recommended gradual raising
of both the early‘and normal Tetircment cligibility ages from 62
and 65 to 65 and 68, respectively:

OASI retirement benefit costs are rapidly increasing. In
1979 $90.5 billion was spent on retirement benefits. The 19380
éstimates are $105 billion. The average monthly cost for early
retirement benefits (recipients aged 62-64 wastslightly over

$1.9 billion in 1977. \‘

There is a problem with early retircment in social security

and Congress has to deal with it. Some of the key issues are
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follows:

© Should able, older workers lcave the labor force at
age 62 (and carlier under many private pension plans)
when they are capable of extended and productive work?

0 Would any attempt to .changethe long-standing early re-
tircment option in social Security be regarded as an
infringement of the carncd rights of older workers
who elect carly retircment?

o Changes in the carly retirement arrangements would adversely
—-——affect - older-workers-with—marginal—hexlth or—workers-in——~
heavy industry who may nced to or want to retire.

o What would be the magnitude of savings té the system if
significanVnumbers of older workers defered the early
retircment option? .

o What are the work disincentives in both the social security
and private pension systems (often closcly linked) that
tend to lead older workers to carly retircment?

Should these be changed? 1f so, how and when?

o What incentives can be built into the social security and
related pension systems to encourage cmployers to retain
older workers and older workers to defer carly retirement?

o What personnel policies nced to be changed to permit capable
older workers to make retention and continued employment

decisions well in advance of carly and normal retirement
dates? .

BACKGROUND

The steady decline in labor force participption among men
and correstponding increase in early retirement rates can be ex-
plained, in part, by a combination of factors. ILconomic and
demographic conditions,~existing social sccuriﬁy Jaw and pension
policy, collective bargaining stratcgies ana-gbﬁ discrimination

will influence early retircment rates at any given time..
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1 -- Economic and DNemographic Factors

Economic factors affect cmployment opportunities and retire-
ment trends in several ways. When the cconomy is sound with both
low uncmployment and inflation rates, as it was in_ the 1950's and
carly 60's, both employers and older workers tended to take advan-
tage of early retircment options within expanding pension plans.
Employers can, and did, offer induccments for early retircment.

This was especially so afer 1961 when men became e}igible for re-
duced carly retirement benefits at age 62. The reasons, however,
were often mixed.

On the one hand, both workers and cmployers regardéd the
early retirement (ER) muttally beneficial. It was there, why not
take it? Ecdnbmiﬁ conditions were such that the amount of the
benefit appeared fully adcquate to mect the worker's retirement
nceds. The_pensién trusts ‘were sound so the early retircment choice
- had little apparent effect on the plan. On the other hand, employ-
ers could use the ER option as a way of controlling personnel costs.
Older, less able workers coﬁld be cascd out via the early retirement
program. -Older, higher wage or salaried workers could be replaced
by younger more physically able and less expensive workers who
were availableAin.the labor force in cver iﬁcreasiﬁg numbers as
the baby-boom cohorts moved into the youth and young adult worker
ages in the mid-sixties and 70's. -

When down-turns occur in the cconomy, ER bccomes a sort of
safety valve for emplofers and younger‘workcrsa Cut backs in
production and services often require a rcductgbn in the pcrsoﬁnel
force. This can be accomplished most casily by attrition through

early retirement.. The older workers are often preésured-out of
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their jobs and into carly retircment regardless of seniority or
length of service to protect the jobs of younger workers who don't
have a ﬁension or social sccurity income to fall back on.

These typces of pension policies and cconomic factors are
very powerful and often influence the carly retirement patterns

of older workers.

2 -- Collective Bargaining Stragegies

Some of the greatest pressures to dcvelop early retirement
options came about through collective bargaining. Workers in
the sfeel, rubber, automotive and manufactufing industries often
encounter héalth problems as they age due, in part, to the heavy
physical demands of their jobs. Given the solid status of the
Post WW IT economy and gréw;ng, strong pension plans, labor unions
focused collective baroalnlng strategies on increasing pen51on
benef1ts——espec1ally carly retirement options--along with increased
wage demands. The UAW's thirty- and-out plan, which allows a worker
to retire with full benefits regardless of age after 30 years of -
service is illustrative of this trend. The ER option: appeals-to
workers- who for reasons of health or desire for leisure can leave
the job early. The Optlon appeals to union m-n*noment wﬁich
through ER, can move- adult worker- mcmber< up in 5cn1or1ty and brlngv

younger workers into the l1abor force--and into the union.

3 -- Reéent Early Retircment Incentives
In studiesAon selected pension plans, conducted by Bankers
Trust in 1975 and 1980 (see Attachments) two types of powerful earl
retirement incentlves can be noticed. The first' es constltuted by
a sort of bonus, or lump sum award, that is mnde ava:lable to cer-
tain workers who elect the ER choice. A variation of this theme is

to offer the worker a portion of his salary over a two year period
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'

if he clects the ER choice. In all cascs, the retircment bcnefip
would be actuarilly reduced.

A sccond, and more reccent trend is to offer a full, non—reduced
benefit for workers who retires carly. Such an option goes a long
way to rcmove the dcsire and the nced on the part of the older
worker to remain on the job. The strategy is affordable to plans
that are reasonably sound and which are integrated with social
security. The plan is relieved of much of its responsibility to
pay out when the beneficiary becomes cligible for social security

benefits at age 62--even though that benefit is reduced.

4 -- Age Disc¢rimination

Many features' of carly retircment provisions and pension
policy are discriminatory. For cxample, the brcssure put on
older workers to take an ER option, for whatever reason, is
most likely a violation of the Age Discrimination in Employment
Act and the Employee Retircment Incomc.Socurity Act which pro-
hibit the use of pensions and vetirement policy as a means to
displace a worker because of his age. .

More than dne-haif of ageidiscriminarion charges filed with
the Equal Employment Opportunity Commiséion involve termination
or involuntary retireﬁent. Management may feel casier in forcing
an older. worker to retire on the grounds that he has a pension.
This is a subtle form of discrimination and. one that.is‘not all

that uncommon (cf Retirement: Rcward or Recjection--Attachment).
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EARLY RETIREMENT OPTIONS

Depending on one's viewpoint, there are incentives and dis- !

incentives to both parties in the ER option. Many of these have-

been already touched on. This section. will sum them up and add

some others.

1 -

;AAEarlx,chircménxvaﬁd_Oldcn,Workers_A___._:: .Incentives-

o Older workers can choose to lcave their jobs early if
they nced or want to. This is espicially important for
workers in heavy industry. The trade-off for the choice

~is, of .course, a reduced pension.

o The ER-choice is appealing if the early retiree has a
spouse who is working or who reccives a pension. The
combination of incomes offers relatively firm economic
security. ’

o The early rctiree can take another job and often ga1n
both income from the job and, ult:m\tcly, social security
and/or other pension benefits.

o The appeal of a lump-sum bonus or extended salary arrangement
over the early retircment years may be short term, but it
offers the carly.retire immediatc cash bencfits.

-- Disincentives

o Once the older worker makes. the ER choice, he may be strapping
himself in to a relatively fixed income which can be easily
- eroded by inflation and high costs of living.

o Once.an older worker takes the early social sccurity beneflt
he is subject to the earnings limitation which takes §$1
from his benefit for every $2 carncd once he exceeds $4,080.

o Older workers often face difficulties in finding new jobs once
they retire. Age discrimination in cmployment often accounts
for this.

o Any bonus, or short-term cash incentive for taking early
retirement is temporary. After it is gone, the retiree
may regret his choice to leave the job early.

o ERISA presents obstacles for rcemeIO)ment of older workers

in that it allows employcrs with multi-employer ?ep51on
plans not to cnroll the older worker if that individual
worked in a similar occupatlon in the surroundlng geo-

graphical. area. . \



2

222

Early Retircment and Employers -- Ipcentives

The ER option gives management a mechanism to encourage less
able or less productive older workers to leave the job
without having to terminate them.

When management develops new technologics, production
and service procedurcs or new facilities it can use ER
as a means to get rid of older workers and reduce the
costs of retraining that might be involved in the change-
over.

ER can be used by management as a way to reduce personnel

costs in the event of a rcduction-in-force is called
for. :

ER plus special incentives allows management to reward
older employees for long term scrvice and help them plan
for their future. This makes for good cmployee relations.

\ --Disincentives

ER mechanisms can be a ruse for discrimination against
older workers. Employers run the risk of cncountering
age discrimination suits if they misuse carly retirement
policy. )

The ER option can be taken by highly preductive and valued
employecs with rclatively little notice. This prescnts
skill loss and replacement problems. .

The costs of the ER option lie in the future. By promoting
early retirement employers can be strapping their plans
with heavy future obligations as payout to greater numbers
of early retirees mount.

By promoting ER, employers are blind to future labor force
realities which will require greater utilization--and not
early retirement--of older workers.
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INCENTIVES FOR RETAINING OLDER WORKERS UP TO AND BEYOND NORMAL
RETIREMENT - -

TA -- Savings to the Social Sccurity System

One major reason to encourage continued cmployment for

older workers is to conscrve limitcd social sccurity resources.
—— " 6 -In-1977- a- total of-1,879,371_carly_retircment bencfits

were granted to individuals between the ages of 62 and
64. 462, 333 men in that age group received an average
monthly bencfit of $260.60. If we assume that 50,000
of them were capable older workers who, with some in-
centive, might have deferved the option for one year
then the savings to the system would be in the order of
$1.2 billion. Add to this the balue of their work and
that they will be paying income and payroll tax and the
savings grow--to sociasl sccurity and the economy. .

o Allow FICA credits to cmployers who retain workers beyond
age 62 and beyond normal retivement at age 65.- This
has a practical appeal and while it uses a tax credit
approach, it can eventually have the effect of changing
emplotment and retirement policies for older workers in
more positive ways--they are retained because’ they are
good. : - . . ’

o Employers are allowed to writc off pension contributions
for covered employees against income tax liability. This
may be a difficult approach, but allowing an increased
write off for workers rctained beyond . age 62 could have
the some practical appeal to cmployers as the above strategy.

o Develop cmployer cducation programs on the capability
of older workérs.  This is a long-term approach which’
needs to be put into place. Trequently employers simply
lack knowledge about how tv utilize older workers effectively
so they take the traditional path of getting rid of them
through rctircment. They nced to Know: :
--how to assess skills of older workers without
resorting to formal and youth-oriented tests.
--how to train and rctrain older workers in ways
that accomodate age and skills as an assets.
--how to-conduct performance appraisal which is
is free of age bias. . \
--how to decvelop alternative work3ng arrangements
to accomodate older workers in effective work roles.
--how to conduct rctirement preparation programs
that include continued cmployment options.
--etc. o
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Eliminatc mandatory retirement and tighten :
the exccptions in the Age DNiscrimination-in Employment
Act which tend to inhibit hiring and retcntion of

older workers. The age 70 limit is no grcat barrier

since relatively fow workers stay on to that age. It

is the attitude which the vrestriction underscores- -that

age is a“1limit to ability--which nceds to go. Removing

the 1imit would heclp accomplish this. :
Exceptions in the law, especially the bona. fide occupational
qualification section that allows age exclusions. for older
workers as police, fircman, pilots and a variety of other

_jobs necd to be tightencd. up. As it now stands, older

workers are excluded from many jobs they. could perform
by conservative court decisions Which have turned against
older workers: -

0lder workers need incentives to stay on the job also. Some

of these could be.

o

Increase the delayed retirement credit for workers who
stay on beyond age 65. Experiment with some type of a
credit for workers who stay on beyond age 62.

Liberalize the earnings limitation as a general means
to encourage labor force activity for individuals over
age 62.

Consider allowing continued pension credit accrual for.
older workers who stay on beyond age 65. Consider allowing
special credits for thosc staying on beyond age 62--such

as a targeted write-off described above.

Encourage workers to take retraining at age 50 or earlier
in order to maintain and upgrade skills nceded to remain
in the labor force beyond the traditional early and
normal rctircment ages. Tuition aid programs and other
training and development strategics nced to be developed
to help older workers in this regard.

SOCIAL SECURITY DATA -

The following are unpublished reports from the Social

Security A@migistration which illustrate the continuing
trends on individuals taking early social security benefits.
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Table #3.--Benufits avarded and tn currontepayment status for Individusls: Numbor snd averaye monthly smounc, by type of bonaficlary, race 1/, aye, and sex, 1978

(Not necvesarily paysblo at tima of award; soe definitions of avards, p.

)

Avarded during year In current-payment status at end of yesc
Total Total White Black Other
Age 2/ and sex
Average Average Avetaga Average Averare
Nuaber monthly Nuaber wonthly Number monthly i Nuaber monthly Rusber monthiy
smount )/ smount smount i k amount smount
Retircd. workers l
Totaletiersonararcaensacnonnns 1,672,788 $278.80 16,387,753 $261.20 16,707,517 $267.50 1,433,673 $215.90 216,563 $261.20
811,567 239,40 1,870,885 229,30 1,12,352 22,30 129,389 . 193.90 8,964 210,40
517,29 219,40 495,503 219,10 456,739 221.60 29,887 186.30 8,877 200,80
168,450 261,20 656,032 229,40 598,959 232,40 46,676 19,20 10,399 209,20
105,821 300.20 721,350 236,20 656,854 239.70 54,828 | 197.70 9,668 220,40
646,529 328,70 5,722,574 273,90 5,169,914 276.50 478,747 227,10 13,913 233,10
563,458 333.50 1,177,438 271.50 1,064,839 275.80 93,903 | 225,60 18,216 203,60
Diaablility conversions 145,043 269,10 .- Ers . .- e L e ave es
Newly entftlede.oa,o., 418,415 335.80 .o .o .o e - i . eee L oo .-
51,498 308.30 1,202,172 274,90 ¢ 1,085,009 279.50 101,610 [ 227.80 L 16,12)
14,994 279.20 1,149,232 275.50 1,041,997 279.9¢ 93,021 229,20 14,214
8,390 264,90 1,117,911 273,50 1,007,201 278,30 | 96,708 | 226.90 14,032
5,789 264,80 1,015,071 273.90 970,838 278.80 ! 91,508 | 225.90 12,028
11,585 ° 252,20 &,628,796 275.10 4,198,257 280,10 ¢ 375,393 l 224,00 33,146
4,068 255.90 1,039,782 275,00 943,466 279.50 ! 81,701 | 226.50 12,615
2,798 268,60 986,172 274,30 891,236 79.30 ! 83,25 | 224,50 11,691
2,2% 268.00 924,324 277.70 839,857 282,60 i 73,527 224,80 10,940
1,517 260.10 873,858 274,90 792,205 280.10 ¢ 13,290 l 222,30 10,383
4n 229.30 862,660 273,80 129,493 278.70 6,630 |1 221.00 9,837
2,203 22,85 3,055,233 245,46 2,£09,338- 70,3 ¢ 241,037 |, 12.10 34,188
13 221,60 763,273 275,30 677,232 275,05 57,969 |, 216.30 8,491
si 219,50 64,380 267,70 625,205 272.7% 35,337 | 214,70 1,008
mn 228.20 592,962 255,10 342,560 269.79 43,320 211,20 8,582
157 214,40 375,150 2e1.1¢ 520,281 266,20 48,426 209.20 6,643
223 215,30 484,403 260,50 443,509 265,26 36,085 206.10 4,83
s11 206,10 1,856,112 253,80 1,707,887 258,10 132,677 201,50 15,348
174 209.80 459,707 254.30 ©21,819 262,60 33,39 206,20 4,602
176 210.30 404,509 256,90 371,69 260,30 | 29,367 203.60 3,600
102 198.50 374,356 254,70 346,222 299,10 ! 27,077 201.90 3,047
b 193,70 330,115 249,70 303,980 256,00 ! 23,626 197,30 2,509
st 210.10 287,425 246.10 266,162 150,10 | 19,20 194.90 2,012
166 198.10 884,549 234,60 823,055 23860 55,288 184,70 6,206 ¢
L3 207,70 263,362 209,60 244,586 212,60 16,583 | 167,30 1,19 124,20
15 225,00 46,264 109.20 41,878 192.50 3,959 135,20 %27 1840
832,351 323,10 9,928,099 291.60 9,022,003 29.30 ' 756,792 261,70 149,307 238,70
422,620 287.40 915,739 276,10 837,883 278.20 63,69 | 226,40 16,380
243,644 268,20 228,812 267,30 11,302 270.60 13,799} 221,00 3, i
112,077 299.80 322,661 273,80 295,492 277.90 22,071 226.00 3,098
66,899 336,50 164,266 278,70 331,089 283.30 21,626 229.40 5,531
422,87 360.00 3,215,324 305.90 2,901,385 311.00 ¢ 263,368 233.80 30,571
375,420 ° 364.30 659,030 310.40 595,921 315.30 52,736 238.50 10,31

)




Nowly entitloed,

Disability conversions

Dinability conversion.
tevly entitled.

Sea footnotes

at end of table.

. — . PN - .
96,740 294,10 .- .- o - s
278,680 388,70 .- . o -
32,091 340.60 678,218 310,00 611,69 315,30 36,057 238.20 10,497 218,40
8, 144 306.00 647,600 307,10 586,484 312,00 51,266 258.10 269,70
4,228 265,60 627,874 301.20 564,279 306,50 33,342 23,10 241,40
2,991 281,60 602,572 299.80 543,007 304,90 43,967 251.00 262,90
5,551 256,90 2,571,798 298.60 2,330,146 303,70 201,431 267,40 261,60
1,979 263,00 380,312 299,40 526,332 304,20 0,018+ 250,10 263,31
1,311 256,00 549,033 297,60 493,030 302,80 43,078 248,20 260,40
1,083 268,00 515,870 301,70 468,252 306.80 39,163 . 248,80 264,70
122 241,10 485,899 297,80 438,661 303.20 39,268t 263.10 260,00
456 231.00 442,686 296,10 401,891 01,10 33,526 1 283.90 230,90
981 215.80 1,667,076 285.60 1,516,588 290,60 126,833 | 23310 9,9
32 215.30 407,224 291,70 370,928 296.60 29,679 | 238.60 23530
s 222.90 375,556 288,20 340,760 293,20 28,93 | 238.80 232.20
151 221.20 319,37 285,20 292,427 289,80 22,013 | 12,70 80
152 208,70 307,911 279,90 277,361 285,20 25,652 ‘ 229,10
101 202.80 257,011 279.70 235,092 284,40 18,355 226,20
2. 197,10 962,487 277.00, 885,970 281.40 63,963 | 226,00
66 191,20 21,737 279,20 221,850 283,50 16,635 220,10
79 203,90 210,971 229.90 194,226 284,20 14,338 227.60
b1 210.70 193,765 278,80 177,826 283.60 13,803 22).40
25 127,50 168,853 273.80 155,507 278.30 1,767 219.90
35 126,30 147,156 270,50 136,561 276,70 9,340 1180 ™o
69 199,00 439,938 259,50 409,075 263,50 26,895 05.20 1S
18 181,90 130,250 232,50 120,227 236.50 8,068 181,90 04,03 S
[ 285,60 23,397 209,00 20,731 214,40 2,362 164.30
620,435 217,90 8,429,656 229,70 7,685,512 233.70 676,881 187.00 67,263
388,947 187.80 955,146 186,40 874,669 188,40 65,893 162.50 16,586
273,652 176,00 266,591 177.80 245,437 179,40 16,988 156.60 3,148
76,273 266,50 331,31 186,20 303,667 4 183,10 22,603 163.00 5,301
38,922 237,80 357,636 192.90 325,765 1 195.30 27,202 165,60 07
223,655 269.40 2,507,250 232.80 2,268,529 . 236.90 215,379 191,90 1,0m
168,038 272,10 518,628 222.10 468,918 225.60 43,167 183.30 6,363
56,560 . 218.90 e- .- - - .- - -
. 129,498 296,20 .- .- . ! - o -
: 21,807 260,90 52h,524 229,50 473,363 ! 23).40 45,55) 190.50 5,026
: 6,830 | 247.30 501,632 234.80 433,513 238,70 41,753 193,70 8,366
, G162 1 266,00 490,067 238.00 662,922 262,50 43,366 194.80 3,719
: 2,798 . 246.80 472,599 240,90 427,831 245,50 41,538 195.80 3,20
i 6,034 ] 247,90 2,054,998 245.80 1,868,111 250.60 123,962 196,90 12,975
v 2,089 i 249.20 -459,470 244,20 419,134 248.50 37,203 198.40 3,05)
! 1486 | 262.00 437,139 25,10 396,206 250.00 38,167 196.50 2,766
! 1,151 | 268.00 408, 654 267,40 ILe0s | 252,20 34,386 197.50 2,663
i 795 ! 239.20 389,959 246.30 353,366 1 251.40 3,022 196.00 2,913
] 513 I' 227.90 339,976 246,40 jarepr | 25100 30,106 195.60 2,268




Toble 03,c-heoclits avarded and fa current-payawnl scstus for Individusls: Numbur and aversge monthly swount, by typu of beneficlery, race 1/, sge, and wux, 1978--Continud

Avarded during year 1n currenc-payment status at ond of yesr
Total Total Whits Black Other
Age 2/ and sex - -
Average Avaraga Average Average Average
Number monthly Nuaber wonthly Nuzber @onthly Number ! wonthly Nusber wmonthly
: amount 3/ acount amount amount amount
Rotired vorkors--Continued !
1,287 $221.90 1,418,107 $261.70 1,292,800 $206.60 116,804 4189.70 6,513 $210,30
401 226,80 337,089 244,30 306,905 249,30 28,090 193,00 1,074 209.20
36 216.%0 312,804 243,10 284,445 248.20 26,403 191.60 1,956 110.50
221 233,00 123,568 241,60 250,133 246.30 21,807 189,50 1,648 210.50
205 218,60 267,239 239.40 242,500 244,50 22,77 186.90 1,565 209.70
124 225,50 227,437 238,80 208,437 243.50 17,730 185.20 1,2%0 212,30
319 21L.60 893,625 228.90 021,917 .10 66,714 179.40 4,99 198,60
108 221,10 217,970 235.10 199,969 239.50 16,761 186,50 1,260 205,60
9 215.10 193,538 231,80 177,468 236,30 15,009 180.70 1,061 199,60
n 193.50 180,391 228.80 186,406 232,90 13,194 179,20 9951 200.10
53 196.70 161,257 224.40 148,473 228.50 11,859 175.20 .7 195.00
30 224,80 160,269 220.40 129,601 224,20 9,891 173,70 m 183,40
” 197,40 644,561 210.40 413,980 213,60 28,393 165.40 2,108 178.50
7 228.20 133,072 187.10 124,359 189.50 8,119 152,40 594 160.20
9 184.80 21,867 168.80 21,147 171.00 1.617 142,00 103 145.20
Disabled vorkers !

Totadeiiooiennorianesassnneans 464,413 324,30 1,879,774 288.30 2,406,340 295.20 257.10 43,143 262.40
Under 20,,, 1,05 189.10 1,281 188.10 1,12 190.30 170.30 Ja 181,50
-2 13,749 273.8% 33,227 246,50 27,39 247,40 262,30 998 242.80

w 1,50% 119.50 2,239 203,80 1,939 206.10 1£8.50 68 192.60
HLl 2,313 242,99 Lo, 167 221.00 3,523 223,40 206,40 12 114,80
22 2,979 266,80 6,591 237,10 5,409 238,40 230,60 222 232.60
2 3,n2 290.10 8,895 253,50 7,163 254,50 248,50 255 249,50
7% 3,612 307.00 11,495 263,50 9,223 264.70 259,20 330 265.20
23.29, 15,239 352,80 83,759 292,20 66,194 293,00 290,60 2,369 279.50
2% 3,673 325,00 13,123 274,00 10,511 276,70 72,20 408 263,00
", 3,875 338,80 15,174 281,70 12,111 282,80 276,60 &8 279,50
17 3,826 353.280 16,525 291.00 13,1 291.30 192,60 al 172.10
e 3,938 366,50 18,534 298,60 14,608 299.60 297,50 505 283.70
2y 3,928 378.10 20,342 306.90 15,936 Jos.30 J03.20 361 291.70
303, 20,122 381.70 112,658 322,80 89,211 326.50 309.10 * 2,874 304,50
bad 4,028 385,40 22,245 313.20 17,488 + 315,60 305.20 581 296,30
n 4,230 387.60 24,017 321,40 19,204 324,60 310.00 549 292,70
» 4,062 383,10 22,765 324,80 18,139 328,90 308.90 | N 309.00
3 378.30 20,834 327.00 16,383 11,50 310,30 ¢ 578 J10.10
Ya,. bIEN ] 2,797 327,70 17,995 332.20 311.00 593 200,%0
5-39, 335.10 125,975 320.90 100,251 326.70 299,10 ' 2,702 291.00
% 370,00 24,618 327,90 19,742 332.60 309,80 484 300,10
» 362,00 25,119 325.70 20,093 331,00 306,10 538 293,30
n 353.70 24,911 19,779 327,10 298.20 352 293.10
sy 348,30 24,886 19,739 326,20 294,90 . 8% 85.20
39, 342.80 26,421 20,898 319,20 260,00 L5 283,30
r}i’n”!{‘ . h"‘brm " d 26330 ~—dylh
H i

L%



Teble 35.--Banefit awvards to vetirsd workers: Number and averags monthly amount, with end without udu‘uton‘-!o! sarly tetivement, by stetus of avard and sex, 1956-78

Number (fn thousands) ! Averags monthly ssount
Reduced currently Currently payable regular 1/
Currently payabla regular 1/ payable svards
. as percent of: Not With reduction for eerly retiremsat
Yeor ALl AL ALl curreatly . Without
‘avards 1 sverds payable ’ total reduction
Not Reduced 1] ALY '“"':‘ Y 2/ for sarly Before After Percent
Totsl |y educed uce avards E:i:li: retiresant reduction | reduction | veductios
awnrde
. Total
1956, 0 icusnnnrcnson 934 890 775 13 12 13 $67.25 3 3 3 ¥ EY -
1960...0.. . 82 841 636 207 21 23 81,75 kY k1) o kY 3
1,362 1,166 629 537 | 39 48 77.50 3/ 3 3/ 3/ 3
1,347 1,120 627 693 51 62 78,75 3/ 3/ 3/ 3/ 3/
1,46 964 k1Y 613 54 64 80,25 $103.75 $76.50 $92.25 $78.50 $87.50
1,062 877 91 586 36 67 81.25 106,25 .25 97.00 19.00 67.50
1,183 875 296 579 49 66 65.50 115.25 80.25 99.50 82,00 70.25 14
1,648 890 259 631 38 71 93.73 118.00 80.00 92,350 26,50 74,75 14
1,161 763 127 " 636 53 83 89.75 116,25 79.50 $0.00 8%.25 76,00 13
1,240 807 8 34 675 34 8 103.75 13400 89,50 103,50 103,00 86.75 16
1,213 808 119 689 56 . 83 106.25 135.50 92,20 107.00 106.60 29.60 16
.1,338 859 114 745 56 87 123.85 158,00 108.20 126,50 125.00 105,30 16
1,391 99 120 799 57 87 138.30 176,60 122.30 142,60 161,25 119.20 16
1,461 961 17 B4 58 88 168,90 218.50 145,00 168.45 169.70 141,85 16
1,493 1,047 135 N2 61 87 169.80 220.00 153,80 167.30 178.70 151.50 15
1974 3/... 1,613 1,012 109 903 64 83 191,90 252,00 175.00 199.10 203,30 172,10 135
.
1975 $/... 1,5% 1,081 117 964 64 89 213.00 278,20 195.70 226,50 226,40 191.90 13
1976 4/, 1,464 1,082 110 972 66 90 233.40 308,50 215.60 230,30 245,60 211,70 16
1977 5/... 1,59 1,178 114 1,064 67 50 254,80 342,10 235.60 273.50 269,50 231,50 14
1978 3/eiivinicnnne 1,473 1,116 142 974 68 87 278.50 375.60 259.70 285,10 © 297,50 256.00 16
Me:
1936ucuenuianrnsans | 4. 564 530 530 ee- -l .- 975,78 3/ 174 1 ¥ - .-
1960, . 00aanunes b4 630 515 515 - - - 92,00 3y 3 3/ 3/ b
1961 (Jan,~July), 77 202 302 o .- .- 90,75 3/ 2 3 3 -e-
1961 (Aug.-Dec.)... 568 482 203 279 49 58 80.50 K 3/ i 3/ 3/
. 904 122 299 42) 47 59 86,00 3/ / 3y 3/ ¥
236 592 239 35 48 60 88,50 $106.25 484,75 $99.75 405.75 §74.75
652 524 200 324 50 62 89.75 108,75 86.00 104,00 86.75 T4.75
431 347 132 214 50 62 91,00 109,25 87.2% 105,25 88.00 76.50 n
2 m (1] 105 33 61 99.75 121,75 92.75 110.5¢ 95,00 81.7% 14
1,060 491 146 345 b ] 70 103,00 119.75 89,00 102,25 95.50 81,50 12 -
719 418 67 351 49 84 99.25 118.50 89,00 99.50 99.00 85.00 14
766 44Q 73 367 58 83 114,25 136.50 99.25 111,25 114,25 97,00 13
9 433 65 367 LY as 117,25 138,50 L 103,30 115,60 119,00 101.10 13

-y

t
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‘. ey

814 461 63 398 49 86 136,80 162,20 121,60 136,40 140,00 119,20 15
840 498 67 430 51 86 153.00 181.40 135,85 134,00 156.78 133.00 18
8713 516 84 449 s1 a7 188,35 224,80 165,135 182,15 193.70 162.90 16
873 51 66 485 56 88 189.90 226,83 174,30 189,60 102.20 . 1.3 15
833 342 58 484 58 89 215,40 258.90 199.40 119.30 129,70 193.90 14
902 393 (1% 331 39 50 239,70 287.40 223.00 248,40 138,10 221,00 14
867 3%0 58 533 62 90 265.50 320.80 249,40 276.70 279,60 246,40 12
© 940 642 59 583 62 91 291,70 358,30 174,00 308,90 308,70 270.80 14
852 600 72 s 62 a8 J23.10 401.00 30s.70 325.00 343.40 303.00 14
Women
195600 nceeeececnnss 370 | 260 s 11s N 3 $54.50 y Y 2/ | y v ove
1960., ast 326 1y 207 59 64 §3.28 Ly V 7 b14 A
1961 420 383 125 258 62 67 81,50 | - 3 A y kI /
1962 (1YY 398 128 270 61 [1] 64,25 a 3/ 1 K / .
1963 410 m 12 261 64 70 63.75¢ 994,75 463,25 425,78 468,50 $37.73
1964, ... 3s0 333 90 26) 67 % 67.00 98.00 64,25 81.00 $9.30 38.50
1965 (Jan.-Aug.)... 5h 220 59 . 169 66 74 68,73 99,23 66,23 84,00 7015 | 60.00 13
1965 (Sept.-Dec,).. 186 130 kL 92 49 70 71.25 112,50 68,50 86,50 73.73 61,75 16
38 9% 113 286 49 72 77.00 111,28 68,75 20.50 75,25 64,00 13
442 345 61 286 64 82 24.75 108.50 67,75 79,25 .00 64,50 1
476 387 59 Jo8 65 84 87.2% 125,50 78.00 94,25 . 89.25 7.7 16
47) L3713 S4 E13Y 65 (1 88.90 126.20 79.40 96.70 .00 76.40 R L
526 398 30 348 66 a7 103.20 147,00 92.60 113.90 106.00 89.50 16
-551 421 53 369 67 86 115.95 163.70 104,00 128,00 119,30 100,50 16 .,
387 447 53 394 67 88 140.10 201.70 122,95 153,55 141,25 118.83 16
618 496 0 426 70 86 141,40 203.10 130.40 146,30 150,20 127.80 13
578 “n 50 420 3 89 157,90 230.90 146,080 175.60 172,80 143.40 17
603 498 56 432 72 89 173.10 251,60 161,30 02.20 180.00 156,00 17
596 492 52 439 7% a9 186.80 272.70 175.10 221.30 204,30 169,60 17
654 536 55 481 7% 90 201.60 293.00 109.60 238.90 115,80 183.90 135
’ 620 316 70 447 b Ly 217.00 315.20 206,30 24).60 234.00 200.50 1Y)
1/ Excludes disability conversions and transitions d 11 as not curreatly payable awards, !
2/ tot currently payable avards are conditional and deferred swarde suspended iomediately following determinstion, chiafly bec of nings of the retired vorker,  Since
Septeobar 1963, most not currently payable awards have been made primarily for the putpose of sssuring eligibility for hospital insurance Pandlu.
3/ Data not available,
4/ The sverage amounts shown are based on monthly ges from ber 1972 and reflect the benefit incresses authorized by the 1972 Amendments to ths Socisl
Security Act.
5/ Averspe amounts for January through May entering into the computation of the snnual sverages at lavels effective in June,
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Chapiler 1
The Retirement Revolution—-
And How It Came To Pass....

WHEN THIS CENTURY began, people had to

work much longer than they do today. In 1900,

stecl production employees, for example, were

on the job 12 hours a day, 7 days a week, 52

weeks a year. Since then, the lengths of the
~workday,_the_workweck, and_the workyear in____ __
the steel industry — and in all other types of
business as well — have been shortened
continuously.

The length of the work life, on the other
hand, remained the same uatil fairly rccently.
Only a gencration ago, in fact, the average
employee was bound by cconomic consider-
ations to stay on the job until decath or
disablement. But this is no longer the rule. A
succession of interrelated developments has
produced what amounts to a retirement revolu-
tion. Today, the employce who may stay on the
job beyond an appointed age is the exception.
Mandatory rctircment, usually at the age of 65,
has become a nearly unanimous practice
throughout the business world.

This marked the first stage in the revolution-
ary process. Now a rclated development — one
that will have a far more significant and
extensive effect on the length of the work life of
employees — is making surprising headway. It is
the quickening trend toward retirement before
age 65.

Key Factors: Pension and Social Security
Benefits

Historically, the causes of the retircment
revolution trace back to the cstablishment of
private pension and fedcral Social Sccurity
benefits for employees. Although private pen-
sion benefits were pioneered in 1875, it was not

; until World War Il (when wage and salary
Ccontrols and the corporate cxcess profits tax

" made them an advantagcous altcrnative to cert. denied 336 U.S.

restricted pay raises) that these benefits were
extended to a sizable scgment of the working
population.! The United States Supreme Court
was also instrumental in further swelling the
ranks of covered workers when, in 1949, it
refused_to revicw alower court ruling that-had.
declared private pension benefits a Icgitimate
issue for collective bargaining.? Soon after-
wards, about ten million union employces were
accumutating private pension benefits.

Mcanwhile, the Social Sccurity Act of 1935
had provided another source of retircment
income for the bulk of the nation’s work force.
The amount of such income was not enough, of
itself, to induce many cmployecs to retire from
their jobs on reaching the eligible age of 65.
However, the financial prospects of retirement
at this age took on a new and more realistic
dimension by midcentury, when a substantial
pereentage of the working population  was
covered by both Social Sccurity and private
pension benefits.

Witli the retircment income picture  thus
improved, the stage was sct for introducing the
practice of mandatory rctirement at age 65. It
was favored by company managements, because
they realized that letting each individual
cmployee choosc his or her retirement age could
Iead to endless planning and staffing problems.
They found, too, that union officials were
willing to cooperate, because the forcing out of
older union members (many of whom were well
past 65) opcned jobs for younger union
members who were out of work. Age 65, as a

Vpatrick ). Davey, Financial Management of Company
Pension Plans, The Conference Board, Report No. 611,
1973, pp. $-6.

INLRB v. Inlnmfﬁtcl, 170 F. 2d 247, Tth Cir. (1948),

¢0, 69 S. Ct. 887 (1949).
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result, quickly became the normal and required
retirement age for a dominant majority of this
* country’s union and nonunion cmployeces,

. The transition from requiring all employees to
retire at age 65 to encouraging some employees

" to retirc at an even carlier age began during thy -

* 1960's. Many companies decided they could casé

. early retircment provisions of their pension
' plans.? . Ever since, in increasing numbers,
“employces at every level of the work force have
been electing on their own or have been
**encouraged”’ by their cmployers 10 retire at age
62, 60, or even carlier. **Our findings,' a Social
Security administrator informed The Confer-
ence Board, ‘‘indicate that, in recent ycars
through 1970, 50 to-53. percent of men-who
become entitled to (Social Sccurity) benefits

clected to receive ‘reduced benefits because of

retirement before the age of 65.”> =* .~

Nor has this trend to carly retirement (akcn S

any downturn since:1970. About.two-thirds (48)
of the 75 exccutives whom The Conference
Board questioned on the point answered that 50
percent or more. (the top was 80 percent) of the
employees retiring from their companics "cach
year are early retirces. And even in the 27
companies where this is not the case, most (19)

of the executives remarked that “‘carly rctire- -

ment is yising gradually.”

Economic Constraints

There were several other dcvelopments that
contributed in some mcasure to the growth of
the retirement revolution. One has been the
inconstant state of the economy during the
second half of this' century. Time and time
again, companies were forced by adverse
business conditions to scek out ways to reduce
the number of cmployecs on their active
payrolls.

® Mitchell Meyer and Harland Fox, Early' Retircement
Pragmms. The Conference Bo:nd chon No. 532, 1971,
p-19. .
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out certain 1ong-servwe employces — those -
whose usefulness had declined although they
were not yet 65 years of age — by liberalizing the .

Recesslon .
Business -organizations suffered lhree reces-.;
sions since 1960: The falloff in sales in cach of
these recessions — especially the most secent one
— necessitated cutbacks in production and lcll
companies with more employees than they could ! :

- use. What many of they did to remedy the]

situation was to encourage employees between ;

" the-ages of.62 and 65 10 také early: retirement |
when they were qualified for both company.

pension and Social Sccurity benefits. Tl'ns
obviated the need for laying off - younger
cmployces with growing families. -

Another consideration added appeal to this -
approach. The rapid advance of automation has
so allered job duties that the skills and
knowledge of employees at nearly every level of
the work force have been rendered partially -
obsolcte. Bringing such employees back to peak-
efficiency calls for some retraining, and this
entails an investment on which there is small
chance of realizing a prof' table return if the
retraining has to be extended to employees only:
one to three years away from the mandatory
retirement age of 65

It is true, of course, that the Age Discrimina-
tion in Employment Act may well apply to
compulsory early retirement situations. But it
would probably .not be interpreted so as to’
pieclude an employer from encouraging all
cligible older cmployees to agree to early
relirement by offering them extra financial
incentives . which make the prospcct more
attractive. o RRTINCEs

Plant Relocations and Closings

Similar considerations prompted employers to'
favor the carly retirement approach when they
had to close a plant or move to a distant
geographical location. Young employees who are
deprived of jobs through such actions are laid
off and given severance pay. Employees old

. cnough to meet: the eligibility requirements of

their employer’s. pension plan, on the other -

hand, are persuaded to accept early retirement.
Some cconomists point out that if the

employces pressured into carly retirement were



counted, the current national unemployment

rate would be higher than it is. There is . .

evidence, though, of growing opposition to -
mandatory rctircment at any a po ntod age (see
box on page 4).

Govemmen! Action

After enacting the Social Sccurity Act of -

1935, the-Federal Government moved in several
different directions to promotc the retirement of
employces.” * -

Endlng Sex Dushnctlons_, - _-_f_,_*_.
The primary purpose of the Equal Pay Act of -

1963 was to requirc employcrs to pay women as
much as they paid men for the same work. But
one.of the cffects of this act was to spur early
retirements among employees of both sexes.
Some companies that had provided pension
benefits at age 62 for fcmale employces, when
only women could qualify for Social Security
benefits at this age, made the pension benefits
available to male employees on an equal basis
after men had also become chglhlc for Social
Security benefits at age 62.

Phasing Out Obsolcte Jobs

On specific occasions, the government has
advocated the offer of carly retiveinent induce-
ments to help stabilize employment in declining
industries. In the railroad indusicy, for cxample,
where the advance of automation has discon-
tinued the necd for certain jobs, the operating
unions wanted to prescrve these jobs. But the

Rail Passenger Scrvice Act of 1970, the federal -

law that set up publicly financed AMTRAK to
strengthen the industry, called for reducing the
work force by attrition. And onc of the chicef

. means through whic;h such attrition is being -

_Sought is by encouraging the employces on the
_Obsolete jobs, who are qualificd to do_so, to
g 3pply for early rctirement benefits.
lncreasing Social Security Benefits,

. Congress has increased the retirement bencfits

. ¢h ) in the'

: Wallable' under the Social Sccurity Act of 1935

“repeatedly. In January, 1940, when the first
- monthly benefit was paid to a retiree, it was for

$22.54. By conlrast, an unmarried male
employee who retires this year at the age of 65,
with maximum coverage under the Act, reccives

- @ monthly benefit of $387.30 (an amount more

than 17 times greater than the 1940 payment).
- -Such an increase in retirement bencfits was

" made possible; of course, by repeated hikes in

the rate and in the base of the Social Security
taxes imposed on cligible employces and their
employers, In 1937, when tax collections

started, the_tax rate. payable-by-both-employees— ——————

and employers was one percent, and this rate
applicd to only the first $3,000 of cach cligible
cmployce’s annual carnings. .

Now, the ralc of the tax is up to 5.85 peroent
for both ecmployer and employee, and is
scheduled to climb to 7.45 percent by the year
2011 (assuming the same contribution rate for
hospital insurance as is scheduled for 1986-
1998). It should be noted, too, that since 1966,
when Medicare benefits were provided for those
reaching age 65, a percentage of each year’s
Social Security tax has been sct aside for the cost
of this medical protection. This amount was
0.35 percent of 1966°s 4.2 percent tax, is 0.90
percent of this year’s 5.85 percent tax, and will
be 1.5 percent of the 7.45 percent tax in 2011,

The - maximum tax basc has also been
multiplicd over the years. It went from $3,000 in
1937 to $13,200 in 1974 ~— and is cxpected to go
on rising for ycars to come, since the Social
Sceurity Act now calls for automatic increases

- (according to wage changes) in the maximum tax

basc for every ycar after 1974 in which a rise of
three percent or more in the cost of living
occasions an incrcase in bencfits. ¢ Because this
happened in both 1974 and 1975, the maximum
tax basc was upped from $13,200 to SM,IQO for

*Annual living cost nses that pmmp( Incuasu in’
benefits also bring g to wage
of oxhcr incomc a retiree
may carn without losing some or all of his Social Security
benefits. On January 1, 1976, this earnings limit was lifted
to $2,760 per year (or $230 per month), It will go to $3,000

* per year (or $230 per month) on January 1, 1977,

THE RETIREMENT REVOLUTION .,
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't "ol
nlons durlng lho yoan lhw wore establishing.the ~
q to rellre ol age 65,

-t dluﬂaclsd employon. Ol ln\o. however, this -

" practice has” besn runnlng “Into “challenges from ™
' other sources.” The Natlonal Councll of ‘Senlor.
: 'Clllzenu, |ho' msrlcan Assoclalion of Retlred
Persons, and othier’ organlxallons concerned with
the “welfare of iho e|deﬂy arg advocaling the

of ient at any ags. So

. Is the American Medlcal Assoclallon, which glvn
mls reason for lis sland' -

Vet Is ‘avallable to

. Wlll Mandalory Rellremenl Be Oullawed? -,

In another cass, Cannon v. Guste [CivIl No.~
74-3211 (E.D. La,, 5/19/75), affirmed without
oplnlon, 98 5. C1, 257, 48 L.Ed. 2d. 245 (1075)), the
U.S. Supreme Court afflrmed a lower court declsion .
that had upheld he valldity of a Loulstana statute - .
that compolled state civil. service employees to "
rotlre al ago 65. “There Is a ratlonal basts,” the lower * -
coud stated, “for “maintaining the mandalory
" rotiremont voqulramunl at age sixty-five In that It ls *
falrty nnd substantially related to the state's valld

bjoctive of an efficlent,
vlgo:ous and hoalthy civil service, and of establish-
Ing & feasible system for promotions of young
employees,” .
A third case (Murgla) Involvad (ovclnq siale
1l 10 ratlre at age 50.

Indicate that the ‘sudd ton of productl
work and eamlng power of an Indlvidual, causad by
i at the ch fogical age of

- es, onen Ieads to physical and emollonal delerlorn-
. tion and prema!ule dealh. .

The AMA made lhls slalemenl when 1t ]olned ln a
fawsuit brought by Martin O. Welsbrod, a 70-year-

old attorney with the Department of Houslng and

Urban Development. He asked the courts 1o oullaw

federal regulatlons which required him to retire
because of his age, even though the government
admitted that he was physlcally capable of perform-
ing his ]ob duﬂes and thal hls Job competence was -
above average The couris refused to do so and the

case was dismissed “for want of a substantlal -

federal question” [Weisbsod v. Lynn (383 F. Supp.
993), affirmed without oplnlon, 420 U.S. 940, 95 s, -
Ct. 1319, 43 L.Ed. 2d 420 (1975)].

While these three cases fatled on apyeal to the N
U.S. Suprema Coud, cfforts have been launched to
enact stals and federal legisiation that would
Javalldat datory for employees 65 of
more years of ags. Testimony In support of such
tegistation 1s now belng collected by a Senate
Speclal Committce on the Aging. 8llls almed In the
same general ditectlon have also been Introduced in
Congress and In severa) slate legislatures, .

Furthermore, the U.S. Department of Labor is
stepplng up Nts prosecutions of employers it feels
have been unfalr 1o employees because of thelr age.
Carin Clauss, an assoclale soliclior for the
depariment, was ashed whether the Age Discrimina-
tion In Employment Act, which precludes disciimb
natfon agalast cmployees between the specified
ages 40 to 65, would eventually mean an end 10

. mandalory ietlrement. *1think so,” she replled then

1975 and to $15,300 for 1976 (and will go to
$16,500 for 1977), even- though the- tax rate
stayed the same.

As a result, the tax bill that an employee and
employer each has to pay for maximum

coverage under the Act has jumped from $30 in <

1937 to $895.05 in 1976. (It will-be $965.25.in
1977.) Furthermore, were the maximum tax
base to increase as much during each of the
next five years as lt did “between 1975 and
1976, the top tax payable in’ 1981 (by which-
time the tax rate wnll be 6. 3 pcrccnl) would
be $1, 44] .80.

4 THE CONFERENCE BOARD

During the beginning years, as has been
notcd, no onc could qualify for.Social Security .
benefits before the normal retirement age of 65.
It was in 1956 that the Social Security Act was
revised to make women eligible for reduced
retirement benefits at the age of 62. The same
early retirement option was extended to men in
1961. Ever since, ‘‘the proportion of workers.
with such (actuarially reduced) benefits o,
payment status has increased by about 3 percent .
a year for bolh men and women. Currently,
about half thé men and two-thirds of the women
initially awarded retired-worker benefits elect an




went on to say: “AY present, we have nol sald that
afl mandatory relirement 1s bad,. although as a
practical matter it may be. !
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Those who oppose mandalory retiroment at age h

65 clalm there is no }i for

rellrement on the mere allalnment of an arbllrarlly .

determlned age, since the effects that advancing
years have on the capabillty to perform a Job vary,
from employee to employee. Before an omployee
can be valldly forced to retlra, It Is argued, he or she
should be judged on Individual merits. Another
opposltion argument Is that surveys conducted by
the U.S. and Canadian Labor Depariments, the New
Yosk State Commisslon on Human Rights, the
Gerontological Society, and. several universitles

have found that: (1) employees from 85 to” 70 and”

even 75 years of age can generally perform lobs as

young employe: s hot tled to reth Income,
would bo prevented from offering the motivaling
prospect of promotlons, and would be unable to
provide In a proper mannor for the filling of future
work force needs and tho distribution of pension
plan benefits. 1f thoy had to decide each employes
rolltement on an Individual merlt basls, they add, it
would cause more problems than it would solve,
Up to now, both federal and state leglstatures and
tho courts have looked with favor on the practice of
y 1etl t al age 65. are that
they will go on dolng so as long as cuirent
economic condltlons prevall. Emerging develop-
menls, however, such as the steady Increase In the
numbers of Soclal Security beneficiaries and the
concspondmg dccrease In the number of Social
Securily taxpayers, could evenlually change present

tently and p ly as y 9 ploy

legistative and Judiclal attitudes.

ees, as long as the Jobs do not Imp

heavy physlcal demands; (2} advancing years brlng .

no significant decllne' In learning abillly; and
(3) older employees are likely to have greater
experience, more matuie Judgment, and belter
records for allendance, punctuality and safety than
younger employees.

Companles that require thelr employces to retire
on reachlng age 65 claim, on the other hand, that
such a requirement Is within thelr management
rights, and that the current shorlage of jobs makes
Its enforcement an economlc necessity. Otherwise,
they argue, they would be compelled 1o lay off

! “Mars Age Blas Setilements to Come, Says Labor Dop( ..
Industry Week, June 17, 1974,

. the entrenched practice of com-

pulsory retirement at age 65 Is causing dissallsfac-

tion and hardships among many employees who,
2lthough they get both Soclal Security and private
pension benefits, object strongly to being forced to
telire from thelr carcer Jobs al an age when lhey
feel they are capable of continuing to work
produclively for several more years. This is a reality
of the retirement piclure that some employers are
worrled about. A personnel vice president in a large-
bompnny, for Instance, ranks the following high on
the st of questions he Is aclively Investigating:
“Should we replace our current policy of requlring
rethiement at age 65 with a more flexidle policy
allowlng alternatives, such as part-time work,
translers to less demanding work, and so on?”

actuarial reduction.” * This reduction is five-
ninths of one percent for each ‘month of
entitlement before age 65, with a maximum
reduction of 20 percent at age 62.

What's Ahead?

Uniil recently, the Social Security system had
been sclf-sustaining. From year to year, it
generally took in more tax revenucs than it

3Social Security Bulletin, November, 1970, p. 3.

83-457 0 - 81 - pt. 2 - 5

paid out in benefits and even amassed a trust
fund of some $40-50 billion. However, its future
is far less promising. In 1975, bencfit payments
edged $2.7 billion ahead of annual tax collec-
tions. Subscquent ycars, moreover, are ex--
pected to bring mcrcasmgly larger annual
deficits.

A number of reasons explain this financial
reversal. One is the current high level of
unemployment. Another is the relentless climb
of inflation. The new automaltic cost-of-living
increase, for example, was added to benefit

" payments in June, 1975 and June, 1976,

THE RETIREMENT REVOLUTION  §
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Ona long-rangc basis, howcver, the recent
. sharp decline in the national birth rate may be_. .
the ' preatest 'contributor - to” the projected
“substantial annual Social’ Securily deficits.
There ‘will be fewer and fewer ‘taxpayers in the
.. ‘'work force around the turn of the next century
- " -—atime when the many employees born during’
" the **baby boom"’ of the 1940’s and 1950,
(most of whom'are fiow paying laxcs) will start
_qualifying for benefits.’At present, the number
of retired beneficiaries for cach 100 ‘working =
taxpayers is 30. This number will go up to 45 or ™
more by the year 2030, according to forecasts by |
- government-established study groups.- © - ¥
" These developments will undoubtedly necessi-
tate changes in the Social Sccurity system. A~
“‘white paper” released by five former Sccre-
taries of Health, Education and Welfare (HEW) °
- and three former Social Security Commissioners -
in defense of the system mentions an immcdiate
need for *‘some additional f'nancmg." L (3

emphasizes, howcver, that ‘‘thé "size of the . "

problem over the next 25 years is casily
managcablc and certamly docs not constitute a
financial crisis.””.*- : :

Tt would seem that furlhcr increases in the rate
and/or the base of Social Security taxes arc the -
measures most likely to be adopted to satisfy thé ~ *~ ~
immediate need for additional financing. The
Ford Administration rcjected another approach
supgested by the Social Security Advisory’
Council (13 private citizens appointed by the
Secretary of HEW). It called for a gradual
divorcing of Medicare from the Social Sccurity ™ ..
system. Each annual deficit, as it accrued, . .
would have becn met with Social Security funds
now allocated to Medicare, and the remaining
Medicare costs would then have been paid out of
general revenue funds,

Some who look at the projected difficulties
with a Iong -range eye feel that Social Security’s
financial problems will ease up considcrably
when business conditions improve. Others
“advocate a cutback in Social Sccurity benefits -

$ Social Wrily: A Sauni ond Durable Institution of
Great Value, White Paper released February 10, 1975,

& THE CONFERENCE BDARD

- Sccurity System

that would cventually make 68 the normal
rctirement age and 65 1o 68 the carly retirement
ages. Former Social Sccurity Administrator
Robert Ball, who favors encouraging workers 10
continue workmg as Iong as they can, said in
House Hcarings on ."F‘nancmg lhe Social

"T‘hc mosl sgmr cant soc .lrcnd causmE

. higher than necessary Social Security costs in the'
_v"ncxt ccnlury
retirement. ... lf we would reverse this trénd

is the trend ‘toward carlier-
and have ‘greater labor’ force participation’
among older people in the next century than we
have today, there could be a significant saving
for Social Sccunty over what is “currently
cstimated.” (Commitice on Ways and Means,

__House of Representatives, F Tnancing the Social
 Security  System,

Hearings  before the-
Subcommitice on Social Security, Ninety-fourth

Congrcss First Scssxon 1975 pagc 607)

I‘mally, lhe mosl drashc of lhe changes in the

Social Sccurity system proposed to date would

put an end to the Social Security tax as a distinct
Ievy. It would be incorporated into the federal
income tax, and retircment benefits would be
paid out of the government’s general revenues.

chulaiing Private Pension Pla‘ns

Social Sccurity benefits, although they have
been boosted repeatedly, still average only -
$2,616 a ycar for a single male (32 496 for a .
widow or widower) and $4,464 a ycar for a -
married couple.” A comparison of these figures
with the present poverty level for elderly persons
— which is $2,580 a year for an individual and
$3,255 a ycar for a couple — shows how
difficult it would be for the average retiree to
satisfy his financial needs if he had to hve on
Social Sccurity benefits alone.*

Most large and some small cmployc;s,

7 Social Sccunly Admlmslralmn, O[fce of the Actuuy, .
.hmc, 1976,
* Burcau of the Census, 1975,




however, have voluntarily set up private pension,
or deferred prafit-sharing plans to supplement -
=" the retirement income of thcir'employces. The..

" Bureau of Labor Stansus reports that, in 1970

more than four-fi fths of workers'in manufactue

ing industries were ‘employed in es(abhshmcnts_': )

with™ employer contributions "to pension’ or .-
- deferred profit-sharing plans.’ A Conl'crcnce'
made in .
1974, reveals that 87 percent of the 1,600
support pension

Board study of employece bcncf!s
participating companics .
plans.

_Ih_cmcompamcs approached in_ 1 BLS and
Conference Board surveys, howcvcr do not
include the many thousands of very small
companies that. employ only a handful of
workers and are not likely to have pension or

other supplemental retirement income plans.’

Actually only 24 million (44 percent) of the 65.9
million wage and salary nongovernment workers
in the nation’s civilian labor force at the end of
1973 were covered by employcr-fn:mccd retire-
ment benefit plans, *

What is more, there have been scveral hxghly
publicized instances in- which employces of
companies with pension plans were hit with the
news, not.long before they were scheduled to
retire, that they would be paid.cither no pension
benefits or bencfits considerably below what
they expected. In some instances, the reason was
that the pension plan funds had been poorly or
even criminally mismanaged by company or
union administrators. o

These ‘*horror stories’ were never the rule.
Yet there are strong indications that the.tclling
and retcling of them in the press and on the air
had the effect of getting not just older workers,
but younger ones as well, vitally concerned

about protecting their pension- rights. Shocked”

P prevalence of Private Retirement Plans in Manufac-
turing,” BLS Monthly Labor Review, Scpl:mbcr 1973,

. pp 29-32. |

®Mitchell Meyer and Harland Fox, Profile of Employee

Benefits, The Conference Board, Report No. 645, l974
Chapter 7, pp. 50-64. .

"'Walter W. Kolodrubetz, “Employee Bcnef'l Plnn:.

1973, Social Security Bulletin, May, 1975, Table 1, p, 23,

into action by the possibility that thcy could

cventually be deprived of the pension benefits |

which thcy were accepting in licu of current pay

_ raiscs, cmployees of all ages began questioning
~ employecrs about the financial soundness of their
pension promises. They also flooded Congress -
....with demands for pension reform legislation,

which almost certainly played a part in the °

enactment of such legislation by Congrcss in
1974,

“ln terms of formal hlstory " two close
obscrvers rclate, “‘the Employment Retirement

_Income Sccurity Act of 1974 canbetraced tothe_ ...

1965 rcport of a committee appointed by
President Johnson, which recommended that
federal standards be imposed on the private
pension system. More realistically, the origins of
the legislation can be found in a continuing flow
of complaints from participants regarding
specific private pension plans — severe age and
scrvice requirements before eligibility for a
pension, inadequate funding by employers,

termination of plans without funds 1o assure-

pensions  to  qualified. employees, and the
diversion of pension funds for private purposes
by the cmployer or union involved.”” '*  The
Employment Retirement Income Security Act of
1974 (ERISA) provides remcdies for all these
complaints. (Sce box on page 8.)

Union Role Crucial

Around mid-century, when unemployment

was relatively high in the steel industry, a good _

many of the available jobs were held by union
mcmbers who were 65 or more years of age.

" Pcter Henle and Raymond Schmitt,'‘Pension Reform:
The Long, Hard Road to Enactment,” Manlkly Labor
Rrwtv November, 1974, pp. 3-12.

Y For a number of years, the American Tron and Steel
Institute publish¢d an annual statistical report with some
data on the distribution of basic steel employment by age.
The 1957 report showed that, in 1956, there-were 12,178
employecs (2.7 percent of the work force) who had reached
their sixty-fifth birthday. By 1972, the latest such AIS[
report revealed, the number of employecs 65 or more years

of age had dropped to 2,058 (0 6 perecnt of the work
force).

THE RETIREMENT REVOLUTION 7
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‘ How ERISA Protects Panslon nghls of Emp!oyeas

Tis um’ 00 carly o dalormlna lha tun lmpm of
Iho Employu F y Act of

service, an nddltlonal 5 percent for each ol lho nnxl
- five yean thon a jump of 10 porcenl for aach ol the
g flve yoars." ~ - ’

" 1974 (ERISA). Aa an AFL-CIO retl tall

ider the most’ ,“ 1od logls-

whlch many

‘latlon” evet passed by Congress - wiil not be:

o operallng completely for yoars and the final vasul
depend on such le faclors as ad
“tratlon, regulations and court declsl '

** Nonetheless, the changes that have already been

pul Into elfect by ERISA provide exienslve

proiec(lon for the dghls of miilons of employeos by
P a of y controls on all
exlIsting and luture prlvale pension plans .

HYSN T

Ves!mg Requlremen! : Some prlvale penslon
plans enabled employees to gain vested rights to
_benefits after 5 to 10 years of service. 2 In many
»I other such plans, however, vesting was delayed
" until the employees wera close to retlrement age, no

" matter how many years of service they may have’-.
had. Henle and Schmilt report that “the largest -

number of complaints agalnst private penslons
" came from Individuals who had worked as much as
30years | lora company but still had not qualified for
a pension,™3
- On Janvary 1, 1976, lhls was made lllegal The
pens-an reform law now requires all employers
who voluntarily set up plans-that quality for tax
privileges to make every employee working at least
- 1,000 hours a year, who ls at least 25 years of age
{unless he was hired within five years of normal
retirement age), and who has completed at least one
year of service {or three years If the ptan grants full

and Immediate vesting), eligible for vested benelit _

*  rights under one of thesa three optional methods:

na és percent ;res“ng-g! the end of flve years®

Vawrencs T.
American Federationist, October, 1975, pp. 16-20.

251 employes never loses fult lsga! (1lla to the contridutions he
or sha makes (o a privale pansion plan. The “vesting™ provided In
the new law deals only with the right 10 scquire tufl tegal title
{vested rights) to the beneflts made possible by the employs’s
conhtributlons to the plan. . - o )

3 Potor Honls and Raymond Schmllt, “Pension Reform: The

long, Hard Road 1o Enactment,” BLS Manlh!y L.bol Review,

. November, 1974, pp. 312, | A

bserves, some of the pmvlslona of lhll Act —

. "Pensions a Year Later,” The AFL-CIO *

of 10 years' sorvice; of

" rettioment tncome.

() An lmmodlnle 100 pelcanl vesllnp al the end .

(3) A 50 porcont vesllng under the “Rule ol 45 -
(which 1s whon the ‘employes’s age plus years of

* sorvice add up 10 45 provided ho has flve years’
" service, or afler 10 years' service, regardiess of age),

then another 10 percent lor each of lhe nexl five

Consequenlly. the benem rlghls of employees * -
have to vest 100 percent after 15 ysars® service under
the first option, after 10 years’ service under the .
sccond option, and alter 10 to 15 years' zervice
(dcpcnd!ng on age varla(lons) undar lhe ihird -

Celllng on Rerlrement Benellls The new law
Imposes limils on the maximum retlrement benefits
that can be pald out each year. For a Ife
annuity-plan participant who Is 55 or more years of -
age and who has at least len years® service, this
annuai limlt (subject to adjusiments for future rises
in the cost of llving) is the lesser of 100 percenl of
the average of the top three consecutlve years'
compensatlon, or $75,000.% In the case of defined
contribution plans {such as proflt-sharing or
stock-bonus plans), the yearly additions made o a
participant’s account cannot exceed the lesser of 25
.percent of annuat compensatlon, or $25,000. .

Automatic Benelit for Surviving Spouse: Under
the new law, the survlving spouse of a participant In
any plan calllng tor a retirement benefll In the form
of an annulty becomes entitied to at least half the

4 So0 “Foderal Standards for Penslon Vesting: A Summary,” The
Conference Board, February 7, 1975; and Mitchell Meyor and
Marland Fox, Profile of Employes Benelits, The Conlerence Board,
[Report No. 645, 1974, p. 55. .

9 Tho 575,000 ennual pension celling {which has sinco been lifted
10 380,475 by cost-ot-living adjustments) has been attacked from
both ends. 1 Is considerad 100 high by smployees eflgible for much
smaller pansions and 160 tow by 1op-salarled sxecutives who feel It
Wil seversty Impair thelr lite-styles. The Wall Strewt Journa! reporta -

. (May 11, 1975) that several targs corporations “will supplement

tas-tavored pensions™ for executives by adding other forms of .




L e Vet rae e A ek et .
annulty that would be payable to the particip
during the Jolint lives of the employce and spouse.
. This provision op ¢ Ically it the partiet-
*_pant was marrled for a year and d!d not specifically

! 'elqcl to the contrary. In the past, employers were

n b

7. not obl d to Include a sur nefit oplion In_
"__thelf plans; I they did, the employees had 10 ask for
It expressly. e -

e e RS R
Funding Restrictions: It has been common
Ice, when a y starled a penslon plan, to

pay the lull cost of the employees' current-year
coverage; the cost of ge for the ployees’
past service credits, however, has generally been

handled th h th

.. gh comp 9
thai permitted the funding of such plan Hiabliltles to

be dragged out Indefinitely. Hencelorth, not only

wiil current-year coverage costs have to be pald as

they accrue, but the cost of past service credits will

have to be evenly amortized, both as to principal -

and Interest, over a period of not more than 30 years
In the case of new plans and of 40 years In the case
of elther plans already In existence or new
multlemployer plans. .

Fiduclary Responsibilities: Slandards estab- -

lished by the new law requlre the flduclarles of

_retirement benefit plans to act In the best Interests

of the plan participants and to reofraln from using

plan funds In any manner intended 1o advance thelr

own lnleresls or the interests of close relatives or,

pariners. Furlhermore, they- are made personally
.- Nlable and punlshable for violall of tho resp 1
<17 bllltles entrusted to them. Under what Is termed the
“prudent man™ rule, they are direclod to diversify
plan holdings so as to minimize the danger of
.. losses. A further restrictlon, that Is applicable only
to penslon plans (not to prolit-sharing and
stock-bonus plans), stiputates that no more than 10
_percent of the plan’s assets may be Invested In the
employer's stock or real property.

Plan Teimination Insurance: So that particlpants
_In plans terminated with a shortage of funds wili not
be deprived of vested benefit paymonts, the law has
created a new agency In the Department of Labor —
_the Penslon Benefit Guaranty Corporatlon (PBGC).

To bulid up funds for the benelit payments that this

agency may have to make to employees, every .

- employer plans and 50 cenis
. mulllomploy

. ponsion plans wllt bocome Itable, to the extent of 30

ployer wlth a private pension plan must pay an
annual premium to the PBGC, As a beglnning rate,
this premium is $1 por participant in single-
per participant In
yers who

plans, Empi,

pereent of thelr not worth, for any beneflt amounts

"the PBGC pays tholr employees. .. .

Employer's Reporting and Communlcations Obil-
gations: The new law Is under the JoInt Jurlsdiction
of tho Inlernal Revenue Service and the Department
of Labor, while the Soclal Securlly Administratton Is
charged . with keeplng. records of vesied benefit
rights. Tha admin) s-of pany rétl t
beneflt plans have to register thelr plans each year
with IRS and file a datalled annual fnanclal report

_with the Dcpartment of Labor. Furthermore, they
must glve plan pasticlpants and beneficlarles:

{1) A summary description of the plan that Is
“written In a manner calcylated to be understood by
the average plan pasticlpant™ and that Is “suffi-
clently and comp Ive to
apprise such particlpants and beneficiarles of xhellr
righls and obligations under the plan.” This
descriplion has 10 be ropublished at least every ten

years, or cvery flve years If the plan has been
amended.

(2) An lalormatlve summary of the annual

. tinancia! report filed with the Department of Labor.

(3) A st to any par , who req
It In writing, ol his individual accrued and vested
benelits. Though such requests may be made at any
time, only one stalement need be glven the
particlpant during any 12-month span. :
(4) A statement to any particlpant, who is lcaving
the plan, of his right to a deferred vested benefit.

Speclal Penslon Arrangements: The new law, In

dditl ) provisions thal permit self-
employed persons and employees whose employers
do not have a penslon plan to save for retlrement on
atax-free basls by tho doposit of up 10 15 percent of -
thelr annuat earnings In an approved flnancial
Inslltution. The most a sell-employed person can .
sot asldo for rotlromont I_n this way Is $7,500 a year;
the 1 for b not d by a

Pioy

. pension plan 13 $1,500 a year.

THE RETIREMENT REVOLUTION
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Some job holdcrs. in fact, w re Inlo lhcll' T

SCVCMICS. RO

This suggesicd a new bargamlng ob;ccuvc to

_the Steelworkers Union, 1f benefits could be
¢ gained that made, the, prospect of voluntaxy
- rcurcmcnl i nanc:ally atlraclive to the older
" union members, their jobs could be taken over

“in p

large unions that moved in the samc direction,
To illustrate, two of the benefits won in labor
_ scttlements during the Jast decade make it
possible for union members fo retire, without
the Toss of any of their accumulated company

m n | mcmbcrs who were out ol‘ .

, the Stccl\vor!\crs ;
have met with signal success. So havc the other ~ -

To obviate this possible dra\sback. some

‘ unions have won another benefit that sequires
" employers to make supplemcental payments, 0R

3.

an interim basis, to any unfon member who

- retires afler eomplchng 30 years of service but

who is. still foo young to be chgnblc for Social -
Sceurity bencfits. Such temporary supplemental *
allowanccs are paid in various ways. ;i M

Rubber ‘workers,  for’ cxamp!e, have 8 flat .-
$200 per month'added to, ‘their company pension
benefits until they reach’ age 62; then they stop

. getting the extra $200 monihly ‘payments and

. pcnsmn benel‘ts long before they reach the age .
o T s

30 and Out

" The first such beﬂwclhcr _benefit is the

*“30-and-out’’ provision negotnaled by the Steel- .

workers in 1966. Previously, no ecmployee could
retire early unless he satisfied two requ:rcmcnls.
(1) the completion of a specified number of
years of service, and (2) the attainment of a
fixed minimum age (usually 55 or 60). .
Now any employec who is covered by the
30-and-out provision -— which has since been
obtained for large groups of their members by
the United Auto Workers, United Rubber
Workers, International Brotherhood of Electri-
.cal Workers, and a few other unions — may

retire with full title to accrued company pension ..

benefits as soon as the 30-year service mark is
reached, regardless of age. Rccently, for ex-
ample, a clerical employee who went to work for

the Chrysler Corporauon at 19 was pcnsloncd

off at the age of 49.

Supp\emen(al Early Retirement Allc;wa‘nc'es

Under the 30-and-out arrangemecat, an em-
'ploycc is cnmled to accrued company pension
benefits, ‘even’ lhough retiring years before
qualifying for Social Security benefits. During
the intervening years, therefore, mcomc could
fall short of actual fina cnal necds :

" THE CONFERENCE BOARD

10

start receiving Social Sceurity benefits ms(cad
Auto workers, in another variafion, ‘receive
their accrucd company pension bencfits and 2
supplemental carly retircment allowance. To-
galhcr these dual sources of prc-Socnal Security .

_income — which presently lo(al $650 a month-

but will go up to $700 in 1978 — are intended to

" provide no more than 70 pcrccnt of preretire-

ment pay. Should the total of the two exceed the
70 percent limit, the amount of the supplemental

“allowance is cut accordmgly, thc amount of the

company pension benefit is' never reduced. .
When the early retiree reaches age 62, the
combined monthly payment is reduced from
$GS0 to $400; at 65, what is reccived from the
company cach month is the individual’s regular
pension bcncﬁs plus $80 '

Union Interest in Retirees

Benefits that encourage voluntary - early
retivement have not only opened jobs for
younger union members; they have also proved
lug,hly acceptable to the older members. This is
due, in part, to the cfforts undertaken ‘by many
unions — cither on their own or in cooperation
with cmployers — to dcvclop retircment
planning programs. N

Some unions, for examplc, furnish their
members with a manual that offers written
counseling on life-style adjustments, budgeting,
health care, use of leisure, and other such
retirement-related  matters. For ‘example, the
manual distributed by the Paperworkers Union’
is titled **Plan to Live — Al Your Life.”

In other unions, the retirement counscling is




made available through the'orsaﬁimllon’of

discussion scminars - for” members and - their
spouses. Suggcsnons covcnng lhe content an
conduct of such seminars_are sent to_all the.
“Jocals of the Elcclncal Workers Union .in a*
publication, Handbook for 'Conducting Pre-
retirement Programs. Locals and lodges of the

_ Machinists ‘and Acrospace Workers Union are.

. urged to’sponsor clubs for their retirces in a-
” booklet called Guide for Older Workers and -
Retired Member Programs.
step-by-step blueprint on how the clubs can be
set up to serve the best interests of lhclr
members. .
Other factors, too, can add appcal to
retirement benefits. A few unions have estab-
lished retirement centers where their member:

“ can live well on their pension and Social Security
benefits. The Typographers Union, for instance,
has been opcratmg a retircment home in’
Colorado Springs since 1892; and the Carpcn-

ters Union and some railroad unions have long - -

maintained retirement facilities for 'hcu’ mem-
bers in Florida.

But even when such relocation mduccmcnts
cease to be a factor, union members continue to
look with favor on benefits that make early
retirement financially possible. Years ago, for
instance, the membership of the Ladics Garment
Workers Union included many immigrants from
European countries who welcomed retirement
because it enabled them to return to their
homelands with enough money to cnjoy a
comfortable way of life. Although the makeup
of the work force in this industry -has since
changed extensively, retirement bencfits remain
as popular as ever with the union members. The
major unions, therefore, are expected to go on
pressing hard for early retirement bencfits in the
future, even though their top demands in
current bargaining are for |mmcd1alc pay raises
to make up l‘or ml'l:mon

Shifts in Company Policy

L

Companics kcep changing the pl’OVlSlOnS “of

their pension plans. Some: of the changes, as -
noted, have beeri prompted by outside pressures ; .

It contains a '
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ch-as govcrnmcmnl rcqunrcmtnls ot union
‘demands, Other changes have been put into

, companies -7 the emergence of an excess

in management: lhmung. But no_matler what

"rchrcmcnt mcomc provnsnons'.‘

an =

B !ncreaslng the chel of Tncome

... . What many companics have been trying to
achieve, ever since the practice of mandatory
retirement was established, is to provide their
_ retired employccs with enough income to satisfy

- * their financial needs, _But the cost of living has

kept rising rclcn_llcssly over the years; and the

cbmpanics, as a result, have found it necessary

.to go on'raising the level-of the pension bcneﬂs

they pay their retired employees.

" At present, long-service cmployccs in busmess

“organizations with private pension plans can
qualify for pension benefits which, when added
to Social Sccurity bencfits, give them a
retircment income that runs from 30 percent to
50 pereent of their preretirement pay.

The 50 percent figure appears to be the
desired goal. It is considered, as a general rule,
the equivalent of prerctirement pay "
allowances arc made for the fact that a retiree is
liable for less income taxes, has no commutation
costs, and incurs lower luncheon, clothing and
other such expenscs.,

Increasing Sccurity of income

At the start, pension benefits were generally
regarded as a *‘gift’* from the cmployer to the
cmployces; and when companies started adding
early retirement provisions to their plans, an

" Another comparison mcasure uses two-thirds of
spendable prer:lucmcm income as its calculation base.
Both these , h r, produce appr Ty the

same results. For example, if a retiree’s gross pr:rchrc- :

ment pay was 325,000, his spendable income is presumed to
have been $18,000. Two-thirds of $18,000 is $12,000,
= wh:rc:u half of $25,000 is $12,500.

THE RETIREMENT REVOLUTION

effect solcly for reasons originating inside, the -
* manpower, problcm. for instance, or a new turn

i’ caused It, nearly. every corporate pcnsxon plan-:
‘change made to date has Inbcmhzed lhc'

when -~
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employce who wished 1o retire carly often had to The Labor-Management Services Adminis-
* meet specified agé ‘and length-of-service requlre- ™ - “tration of the Labor Department reported i’
“ merits, as well as obtaln’the permission of his 1973 that an analysis it had made of 78 large |
“employer. s PN company pension plans under collective bar- .
Theé concept of, pension benefits as a gift has'_ °  gaining revealed that, between 1955 and 1970, -
en Yosing ground, ‘however.’ Most company the benefits provided for sctirees_had been
g - _switched to the view that”.:'. " increased at Jeast once in 54 (69 percent) of the. .
ens vefits™ are” a, *‘right’*,“which : the "78 plans and two or more times ‘in 42 (54
émployces earn through their ‘years of contrib- “percent) of the plans. The increases, moreovet, -
uting” {0 "corporate | progress. As a result, had served to moderate the impact of inflation--
latively ~ few " emplojers . 16ddy “retain the_ " ary rises in Jiving costs on the retirces’ -pension
prerogative of ‘being able fo_ deny carly - I bencfits. “In a significant_number of plans,”
*~retirement 10 an employee who has satisfied the " the analysis found, *‘the increases have excecded
;" * specified age and service requirements. This is the Tevel of prices over a period of years. By the
=" evidenced in a recent Bankers Trust Company ' . “end of 1970, for cxample, the pension benefit of
% sudy which finds” that *‘the” trend “Continues 21955 retirce had been increased by an amount ©
* toward giving the employce the option to retire’ “in excess of the risein the level of prices in 23 (70
" early at his own clection.” Only 12 percent of *; ~ " percent) of the 34 plans which were in effect and
more than 200 of the 1970-1975 plans in the™ ' paying benefits in 1955”107 T
. study_require ll,\cfcbmp'_anyfs_i consent for all ' -; . In like manner, the “fecent Bankers Trust
7. " cases of carly retirement;  this percentage ‘was study, which covers changes between 1970 and
twice ‘as ‘much (24 percent) in_ the Bank’s " 1975, shows that nearly three-quarters of the

previous study of _1965-1970 plans. What is, " “more than 200 pension plans in the study

- . more, the Bank also found thatin 85 percent of  ~ extended “¢ost-of-living increases to retired
thé 1970-1975 plans early retirces get more than ; cmployces .and that more than half of these
the actuarial cquivalent of their accrucd pension plans allowed more than one such increase since
_benefits; this had been the case in only 47 1939." Why do companies, that have no legal

___ perceat of the 1965-1970 plans. o obligation to do so, continue to up the pension
: ¢ benefits of retired employees, whether they were

. VOIunlary Cost-of-living Hikes for Retirees union members or not? One reason has 1o be

: B . . . human concern for the financial well-being of

i A 1971 decision of the United States Supreme the retirces. The managements of the compa-

.. Court ruled that retired pensioners are not nies, having recognized that the fixed income of

_bargaining unit “employces’ within the mean- **  piany of their Tetirees was being rendered

. ing of the Labor Management Relations Act and painfully inadequate by the relentless climb of
. that their bcr}cﬁts, therefore, are not a - inflation, took steps to remedy the situation by -

" mandatory subject of collective bargaining. .. voluntarily incrcasing the pension benefits of all

Both before and after this decision, however, : . ..of their retired employees. Some companies, as
companics have been voluntarily granting” - noted, have granted cost-of living increases two

cost-of-living_pension hikes to their retirees, or more times. General Elcétric Company, for

* including those who had belonged to , which has over 60,000 retisecs, has

o " YBapkers Trust CO'“"P“Y. 1975 Study of Corporate B "U.S.. Departmeat of Labé;, i.ibo:-lla.;l;;emcut
* Pension Plans (the 10th in a scrics).New York, 1975, p. 13, ~ . Senices Adminisiration, Office of Labor-Management '
% Atfied Chemical and Afholi Workers v. Piusburgh Devdler ““Union Statas and Benefits of Retirecs,”

Plate Glass Co., 404 U.S. 157,925, C1. 383, 30 LEd. 24 - 1973, e T . it

MuLQom. : + " Bapkers Trust Conmipany, 1975, pp. W36
LI . K . AR




given lhcm five such increases ovcr the period

’ from 1961 to 1976. .
“Another ’ conlr'butmg factor” may be that
. reurecs. as their ranks continue to Brow, are -
gaining broader influence and learning how lo
" use it cffccuvcly More and .more, they . are
*‘organizing into groups who;t members have the.”
time to prcss dcmands fori |mprovcmcnls in. thcu'
financial statas “on 'govcmmcnts, unions ‘and’
companies. Companies are espccnlly sensitive -
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" to these demands in communities where they are

a principal employer; their corporate image is at

stake. What is more, the retirces are winning the

support of their childrea {who may be active
employces and averse to being burdened by the
financial problems of. their retired parents) and
of other youngemployces who sce themselves as

eventual retirces and feel they can further their ™~

own future sccunly by ba kmg the dcmands of
present retirees. .

Whenever companies vo! unhnly boost (hc,

pension benefits of their retlrccs, they are :

usually deluged with enthusiastic. lctters of

thanks. Among the many such letters that _

reached a manufacturing concern, however, was
this more subducd expression of gratitude:

“Frankly, this announcemcat was as much a
morale stimulus as a financial boost. Bearing in
mind the company’s traditional conservatism, 1
had assumed that inflation would continue to
erode the (unaltered) pension checks until that

unhappy day when the postage C\cccdcd lhe

value of the contents.”

lncreasing Early Retirement Incentives -

Several recasons can prompt an ¢mployee to
opt for early retirement. He may be in poor
health; interested in starting a sccond career; or
ready to exchange job pressure for a life of case,
Frequently, too, female employces retire befose
age 65 becausc their older husbands have had to
retire at this age. Again, conditions existing -
within a particular industry can influence early
retirement decisions. For example, an aerospace |
executive notes: “Admittcdly, the trend to early
retirement has been. unusually hlgh m our

business for some years, due to the contracting
situation. The company has not actually
encouraged carly retircment. But its availability
in the face of a shrinking work force has causcd
many cligible employces to electit.” ;

Most employces who retire early, howcver.A '.
are encouraged to take. the step by an offer of

special monetary incentives '— such as the

suspension of the benefit reduction charged for -

carly retirement in company pension plans, or
the addition of extra rctirement income supple-
ments. Some comp‘\mcs in making such’special

-inducements-available, extend them to exccutive

and noncexecutive employees on an cqual basis.
Other companics trcat their exccutives —
particularly key exccutives — .differently, be-
causc they feel that different considerations are

involved. . .

" Incentives for Executives

During recent years, the average age of
exccutives in business organizations — espe-
cially thosc in top positions — scems to be
dropping. The Conference Board has ‘completed
an as yct unpublished survey of some 700 senior
personnel exceutives. It reveals that their median
age is 47 years and that only about 3 percent of
the 700 ¢executives arc over 60 years.™ Factors
contributing to this development include the
explogive growth of technological innovations
that has rendered the knowledge of many older
exccutives obsolete; the demands of highly
knowlcdgeable young executives for greater
responsibilities;  the desire of more  older
exccutives to get away from the strain of
compctitive pressures and pursue more leisurcly
second careers:

But perhaps the most influential factor has
been the ready aceeptance in business circies of
the theory that the peak effectivencss of top
exccutives cannot be maintained beyond a
certain number of years. How many ycars? The
span of time most frequently mentioned is ten

I'Scc also “A Group Profile of (he Fortune 500 Chlcf
Executives,' Fortune, May, 1976, p. 172,
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years.®  After that, the' theory goes,

pcopl: ‘In some mslanccs, the'i
prov:dcd for in_formal plans “At 1BM, “for’

. cxamp!e"'corporatc officers’ havé. (o retire

" policy was an ounccd

" the long-range future of the ¢ompany, while _

when lhcy reach agc 60, but are given rclalwcly

gencrous rctirement  benefi ts. . Wcslmghouse ’

adopted a **Step Down ‘at 60 pohcy in 1972,
Donald C. Burnham, who "was lhcn lhe
corporation’s Chairman and ‘who has’ smcc
passed his sixticth’ ‘birthday’ "and become’ a,
““Director- Officer,]

“‘Under the unigue plan, ich applies bnly
to ' members of "the f' ve- man Managcmcnt
Commmcc, “these five ' top officials remove
themselves  from  their” prcscnt ‘executive
posmons at age 60 and bccome ‘Dircctor-
Officers’ who will concern themselves with
long-range plans and stratcgies of Westing-
house. They will devote their efforts to socially
important issues which are also. of importance to

younger managers assume corporate exccutive
leadership . . . younger, mcn who are fiexible,
“venturesome and in‘fune” with the¢ changing
nature of our society and will be best prcparcd
to meet the new demands and challengcs f: acmg
busmcss and mduslry." .

- A more common practicc is"to provide carly

.'m. "

"0 Harold Stieglitz, *The Chicf Executive — and His
Job,” Studies in Personnel . Poh‘cy. No. 214, The
Conference Board, 1969, p. 34. | .|

Myt s suggested that Oﬂ'cer-Dlrcdors (\\ho are asked to
devote two-thirds of theis time to the corporation) study
g issues: technologh
ing-nations strategy,

world encrgy sources, government

the

policy-level executive is Yikely to refrain from™ - '
making bold’ ncw innovations and corporale
progrcss surfers unless new and _younger

xplained ‘at the time lhxs_

of the future, develop-

retirement inducements for exccutives on,
Informal basis. Each case is handled indls
ually. As the particular circumstances warre

*oan cxccuuvc might beurged to rchre arly by.

. retirement bonus; ‘or'a consulting arrangems

‘lhul would preclude him from pcddhng
company’s lrade _secrets to .a. eompcm

“imd

app'\rcm]y rving their intended purposc H|
of some 50 coopcralors, who were qucshon
on this point by The Conference Board, si
thal the pereentage of executives retiring carly
their companies is about the  same “as 1
" percentage of other cmployees  doing s
Exccutives in these companies, however, 8

" offered special incentives. Where this is not 1.

case, carly retirements: are ‘likely to be lc
prevalent at the exccutive level. One explan
hon g:vcn by a vice president of a large bank,’
" that “jobs "at this - Jevel are generally mo.
and .’ rc“ardmg The employ:
benefits manager of a giant manufacturin
concern offers another explanation: ~ ., . .

“'An analysis of carly rctirements from a
occupational viewpoint shows that executive
tend to retire later and production employe:
carlier. Social Security has much to do with thiy
when Social Security benefits become a signifi
cant percentage of an employee’s total retire:
ment income (as is the case with productios
cmployees), there is a greater incentive to retir:

* carly. Conversely, when such benefits represeni

a smaller percentage of total retirement incoma
('us is the case with exccutives), early retirement
is lcss attractive. This is why the largest
percentage of employces retiring early in ouwt
company are production workers.”

reluions, and Should a M: Poliey
Committee member prefer outright retirement on reaching;
nge 60, he would be frec to engage in public scrvice work or
in petitive b and prof ) p A
few other companies, including Texas Instruments and
Daw Chemical, rcquue top cxcculnes to retire before age
65,




Incentives for all 'Employees
Ordinarily, when an employee rctirés'c'arly,

the percentage formulas used to compute his
. monthly pension bcncﬁls are” reduced. . This

reduction is called an *actuarial discount.*” It~
allows for the fact that contributions to the
pension plan on his behalf will have been madc
for fewer years, and thal he will be recéiving”

pension benefits for more monlhs than if hc h‘ld,

retired at the normal age.” -
Employers who are faced with thc nced of
cutting down their work forces often promote
carly retirement by agrecing not to apply the
actuarial discount to pension benefit computa-
tions, or by applying it at a lower reduction-than
the plan permits. Large companics in the oil and
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months 1o acccpt the offer. One-third accepted

in 1971, and about onc-quarter in 1975.

auto industries make periodic use of this type ol‘

carly retirement inducement.-
In 1971, Eastman Kodak offcred a lcmporary

R

early retirement inducement that went a step

further. Any employec at lcast 55 ycars of age
who retired with company consent between
September I and December 1, 1971, was paid
not only the full amount of his pension benefits
calculated to retircment date, but also a
supplement of $200 a month to age 62 or 65.
Employees aged 55 had to have 30 ycars® service
to qualify for the offer; for cach year over that
age, the service requircment was cut two years.,
The $200 monthly supplements were paid to
employees retiring at ages 55 through 59, until
they became eligible for Social Sccurity benefits
at age 62. Employecs leaving between 60 and 62
years of age got the $200 monthly suppleinents
for two years, while those going out between 63
and 65 years of age received them until age 65,

A temporary incentive to pursue intcrests
outside of the company was offered by IBM in
1971 and again in' 1975. Employces with the
company 25 years or more (there were some
7,000 such employces in 1971, some 8,000 in
1975) were offered.the opportunity to leave IBM
and be paid a bonus of two ycars’ salary,
payable aver a four-year period. If they were

' - connection.

also eligible to retire, they received this bonus in .

addition 20 their regular retircment” beacfits,
Both times eligible employees were given six

lncenllves ona Selecllve Basis

" One drawback of makmg early rcurcmcnl,
incentives available. to all employees on a

" temporary basis — or to all union employees on

a continuing basis under a negotiated labor
contract — is that it involves the risk of a

" company's losing employees it does not want to

retire carly because it nceds their skills and
knowledge. One cxccutive obscrves in this
regard: **Wé would prefer that our highly -
motivated and highly competent employees not -
retire early. Still, the same is true of their
retirement at age 65. This is a problem that
socicty has not yct learned to cope with
creatively.'

The Conl‘crcnce Board asked some 30
company cexccutives for their experiences in this
Half a dozen of the cooperators
said they had used ‘‘personal appeal and/or
salary rccognition” to persuade necded em-
ployees to forcgo carly retirement and met with
fair success. The rest answered that they had not
yet cncountered such a situation. “‘Should it
occur,” they confided, “what we do will depend
on how much we need each particular
employce.”

Most compaxms that are not e\poscd to this
problem by union contract provisions bypass it
by offering early retircment incentives on a’
strictly individual basis. The incentives are
tendercd only to those employees who are
deemed expendable because their work skills
have been rendered obsolete by- technological
progress — because scgments of the companies’
work forces arc overstaffed — or because room
has to be made for the advancement of younger

_employces. Comnienting on how the attrition

thus made possible can help achieve job security
for younger employces, Markley Roberts, an
AFL-CIO cconomist, writes:

“Early retirement is certainly no cure-all for
the problem of job displacement resulting from
automation and technological change. But if

THE RETIREMENT REVOLUTION
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rcurcmcnl bcncﬁls are largc cnough lo prov:dc as-

. decent = sstandard of living _and retirement -
H ‘counschng .and construchve opporlumllu fol
Teisure,‘time  activities - are avallable, carly
rcurcmcnl options for lhose workers who wish -
1o lake advantage of them can be humane and

Whﬂc “the’ lnccnhvcs ochred cmployccs to

““pension benefits or special retirement income
_supplements, a few companics add others as

well. The manager of employce rclauons in an
oxl company g es lhls cxample' .

) “From hme to time, changcs in comp'my

"~ operations have necessitated work reductions.

_ This is done largely by encouraging employces in

~ the retirement zone to retire carly by supple-

" menting retirement income. For salary-cxempt
employces interested in other cmployment, the
“company has also employed the services of
placement firms to assist such employecs in their
search for a second career job. This is expensive,
but the company feels it’s a fine investment in
helping an employce who is forced to lcave us
before he had anticipated doing so.

“In addition to the income he will reccive
from us, an employec considering retirement is
concerned about his continuing life and medical
insurance coverage. The programs that provide
such coverage must be geared so that his
transition from employee to annuitant brings no
sharp reduction in his proteﬁﬁon lcvels. Other-
wise, he may be hindered from clecting carly

’ rctlrcmcnl "

“ Although few companies go this far, many of
them fret about the possible human conse-
quences of encouraging employces to retire
early. “Early retirement,”” a manufacturer’s
director of compensation confides, “*has us

u"Adjusling to Technological Change,” AFL-CIO
Federationist, _F;bruary. 1973, pp. 13-18.
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retire carly are generally reéstricted to unreduced” -

- worried — not so much because of how it will

affcct the company, but morc because our

‘management is greatly concerned that some
" employees_will be lured out bcl‘orc they are
" feady for total retirement.” ~A° bank vice
" president” considers the individual “treatment

accorded cach carly retiree more s:gm(" icant than
the monctary 1nduccmcms he is’ ol'l'crcd The
vrce prcsndcnt of ‘personnel in’ " chcmlca!
company warns: ‘‘Early rchrcmcnl ‘can’ create

severe financial problems, It ‘can create even
‘slrongcr psychological problcms. Because of

increased longevity, many individuals want to

" work longer. At present, however, our socicty

provides little opportunity for rctired pcoplc in
their_fiftics or smles to rully conlnbule ina
conslrucuvc way

Or, as a bank oﬁ' cial cxpresses lL Our
rcspons:bxhncs as managers of a business may
require us to ease out certain employces before
their normal retirement date, but it’s a tough
course to take. No one wants the capable young
stagnating and underutilized. This nation,
gevertheless, cannot countenance a pohcy which
would create a human scrap heap.””

Are Early Retirement Inceniives Juslified?

There are companies that are inalterably

- opposed 1o carly retirement incentives. A metal

products manufacturer, for instance, rejects it

on principle; he regards’ the encouragement of -

carly retirement by offering monctary and other

inducements as. "a mnsuse" of a valuable asset, -

adding:

““Many companies usc it to ‘open up the
organization,’ but I question its real worth for
the reason that, if proper planning is accom-
plished, attrition is gencrally a known quantity
and will provide for younger cmployccs If the
cconomic situation is causing a company to cut
its work force, I ‘would still question the use of
wholesale carly retirements because an individ-
ual's performance should be the determinant.”

Another opinion voiced by q__fc\\; cooperators



in v, a?mol_'*vlce
ab \jm'd' il s lowu
S 0 'r“*’ A i
o _‘vice prsxdent Ofcsees
i rly reurcmen?conlm .'_lt'
" dxﬂ‘ cultl vis a];ze shonagcs of many types of
pcrsonncl wl):ch could lcad lo,a 5tro,

drscouragcmcnl of carly rchrcmcnl. .Tlus is'a’y

..view sharcd in Canada, whére anolher stecl
company exccutive observes: . *'Studics in ou

country indicate that, béginning about 1980, We' :

.” will.be having population i inversion, due to our
dechnmg birth rate, our dcclmmg emrgrauon

' rates, and other such factors. 1 lhmk it is entirely

possible that we may offer i mccn ves for people
not to relire.” Such action has alrcady becn
. taken by a department store in New  York C|
Rather than encourage early rcnrcmcnt ]
A official of the store remarks, *‘the’ quahly of our

" new hires has led us to request postponement of
‘the retirement of cxpenenced cmployccs beyond ;

the age of 65.” .
" What is more, (hcrc are several coopnrators
who believe that carly retirement inducements
would not be necessary if companics faced up to
their management obligation and cased out
unproductive and obsolete employces at the first

. sign-of their declining uscfulness, regardless of ~

their age. A few companies have set up or
considered programs almed in this drrcclron.

<A rood'scr'vit':c }ias a maﬁagena] counsehng s

program in which each manager is mvn(cd toa
“life planning” personal intervicw cvery two or
three of the years he is with the company.
R Dunng the interview, he is given an honest
:." appraisal of his abilities, his productivity, his
Ppotential for promotion, and his future pros-
pects with the company. Should the appraisal
. lead him to concludc that he would be better off
.. elsewhere, he is offered., psychologlcal and other
=, professional consu!t:mon scrvrce at_company
€xpense. ;

. *An msurance company has an "unsatls-v _
factory pcrrormance and_job abohshmcnt"

resident -
% ndency

pronran; 'lhut co\crs all cmployces. But it

-~ contains a specific provision for cmployees who

-are asked to Jeave the company between the ages

by -of 55 and 63, when they are eligible for early
Tretirement. Such employees rccenve the regular
5 4carly ‘retlrement incomc they are” entitled to,

“under’ thé ‘company  pension plan “and, ‘in .
addmon, an allow:\ncc cqual to 13 weeks' pay

A greater added allowance (based on years of”
cmployecs

whdsc jobs are abohshcd ;
4 Anothcr insurance company has cnlargcd its

b:ms for” sclecting employees it will “‘en-

) cour'lge" to retire carly. Evcry affected em-

ploycc. however, must be given at-least one
ycar's advance notice. In the cvent a reorganiza-
tion requires.an cmployce to retire early with less
th1n a full year *s notice, he or she is awarded a
yc1r s pay in onc lump sum. -

" A program proposed for adopuon in a

* manufacturing company would provide for the
tcrmmanon of unsatisfactory cmp]oyees of any

age. Each terminated employee would get a
severance advance that would depend on .the
individual’s age, job level, and length of service.
The decision to terminate, though, would never
be left to a single company cxecutive; it would
be reached by a board or a committee. “\‘Vc
have terminated long-service cmployecs with
uscful knowledge and experience,” a company
spoLcsm'm exphins, ‘‘because some ‘young
genius® came in and sold management on how
much more productive we could be if we

‘unloaded all our older cmployees. Later, when
“*we realized that the young genius was a flash in

the pan and had gotten rid of him, we found
oursclves in the position of having to recruit
employces with the same abilities as the older
employcecs we had pushed into carly retirement
not long before.”

Changing Employee Life-styles and Values

A gencration ago, the prospect of retirement
held little promise for the average employee.
Storics were frequently heard of people wlro
retired and died soon afterwards. It was .sand
they dicd of brokcn‘hcarts, because their jobs

THE Rsrma.'«sut REVOLUTION 17,




248

were their, lives. Many of lhcm morc tikely, died -
. from’ reasons rclated 10 empty pocketbooks,
“since lhe lncomc of most ulnrccs was pmfully o

ly,; thi
tered’ nsiderably’ for v ‘employces by the *.
ssuranccs they’ “have lved “from their -
'employers a'm‘d S ial Sccunty of more ample *
= and more sccure lncome, and by the opporlun-
. itiés lhcy are af fordcd to retire at younger ages.
] ™ But lhcrehavc been other dcvclopmcnls as well .7
“ that have put the prospéct “of retiring in a new .
~ light by gradually reshaping the hfc-stylcs 'md
values of lhe avcrage

Greater Longevlly

Today, _thanks 1o - the slnkmg progrcss .
achieved in scicn ifi rcsearch an employee’s

" Tetirement years, c span n apprccnablc period ...
“of txme. Life expectancy at age 6S‘|s now 13.1. ...
" years for men and 17.2 ycars for women. For- "+
more and more cmploycts, too, this normal -
span of retircment ycars is _being” steadily
"lengthened by the' growing lrcnd toward -
retirement before agc 6S.

" Better Health Care -

Increased normal life expectancy is largely the
result of the many advances in medical scicnce
that maké it easicr for pcople to remain healthy.
Employees are provided with the bencfits of
these health care advances through company-
financed medical plans and Medicare. "

An employee has 1o be 65 years of age to
qualify for Medicare. However, in many
companies, employees who retire ‘early are -
continued in the medical plan until they reach
age 65. Furthermore, some companies provide
additional medical bencfits for all retirces
cnlxl]eg to Medicare coverage.

Active Leisure - IR o

Shakespeare, when he dlvnded man’s life into
seven ages, made no provnslon for remcmcnt.

B he 1 of Lnf: Y L(fe. Fact
Book, 1975. New York: 277 Pask Avenue, !00_17. P 86.
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. The omission was’ not nn osgrslght. Worklngl

elircmcnt hns bccn L

~ coneept of the’ work”¢ihic, An
‘have led,’in 8" slcp—by-slcp ‘process, !
- addition of an qghlh sge lo lhe hfe [

the age of retirement; «& LRk

men were not cxpcclcd 10 Teliré at an appointed

age in Shakespeare's’ day nor for many |
decades thereafter. But‘thi ccmury as already
noted, has brought ' sevolufionar: -

e

< In the first slcp of the proccss the duration of

' lhc ‘workday was: shortened. chry Ford gavc

|
forceful lmpctus to this dcvclopmcnl ‘when, in %

) spite of vchemént opposmon from his fcllow
industrialists, "he mauguralcd the clghl'hour |

day. Next, came a cut in the duration_of lhe..
workweek. Many cmployccs still on their career f
jobs remember having just one full day off cach .
week (Sunday) and being- allo(\'cd fewer paid -

" holidays, than they are loday The_third step

- feduced ‘the duration”of ‘the workycar by a

steady lengthening of *"paid vacation time. !
Long-scrvice hourly workers, for instance, who
were usually not cligible for paid vacations some
thirty ycars ago, are now commonly entitled to
four weeks off with pay cach year." - .

These progressive reductions in the workday,
the workweek, and the workycar pavcd the way
for the fourth and final step in the process — the
shortening of the work life. But they served
another purpose as well: They helped prepare
employees for the coming of mandatory and
carly retirement by gradually exposing them'to
the cxperience of havmg Jonger and’ longer -
stretehes of leisure time on their hands.

Large segments of - .§ocicty seem to have
prol‘ud from the experience; they have learned
to put the added lcisure time to active use.
Active Icisure, in fact, has become the normal .
life-style. The average employee spends the extra
days and wecks and months that he is off the job
busily engaged in pursuits of his own choosing
— participating in sports, traveling, reading,
developing  hobbies that range from Tock
collecting to creative p'nnlmg. going back to
school, doing home rcpalrs, ‘or \'oluntcenng for
community work. . :

Retirement, as a rcsult apparcnlly l\ecps
bccnmmg more dcsu'ablc for more and more




employces. Take the lnslanoe of a worker, ndw

around 60 years of age; who purchased his own

* home back about 1950. Over the years, the value -
of hh home may have” doubled or tripled
ledn, while, he has_paid’ oIT a
drigh 'nnd his children haves grown ‘and’ gone
ol‘l' on thelr own. He can afford forefire

) wrly'rctuemenl) Thcy \yanl"l‘o' rchrc \vhllc lhey
. are. sull ¥ ng; and healthy cnough lo fully cxuoy_

“to offsct the’ rcdnccd mcomc which rcurcment
bnngs. ‘On lhé ‘ofher hand, if’ thcy “want to’*
relocme they can'realize a sizable sum of moncy e
_from the salc ol' (hc:r homc to finance n X

" declining years “that they know will.come latcr
" on. They realize they may havc to slow dc:twn~
then — maybe switch to golf when tennis gets
too demanding — but they have no intention of
ever stopping. Acuve lcxsurc mal\u retircment
makc sense. .

Employccs loday :|rc af fordcd diess oppor-
lumucs to broadcn lhe range of their interests

: and to’ acquire additional. lcarmng. In books,
Smce World War 11, pay scales at’ cvcry levcl . magazines and newspapers, and in radio and

lncreased Savlngs and Home Ownershlp

of the work force have been rising constanlly.b """ television programs, they are kept well-informed
This has contributed to the growing trend - .- of emerging developments. They can go to local
toward early retirement, because it enabled high schools for all kinds of adult education
many employecs to start saving moncy as soon courses that will teach them new manval and
as they started working. Thus, by the time they intellectual skills, Some employers even allow
reach an age when they are eligible for- early .employces approaching retirement to use the
retirement, the length of years over which they- company.tuition-aid plan for courses not relalcd'
have been saving provides them with enough . to their company job duties. =~ 7. T .
accumulated moncy to - make it financially Tal\mg advantage of such opportunities can .
possible for then to take the early retirement. open new horizons for the employees and
Higher earnings also enabled many employees suggest second carcer possibilities that lend great
to buy their own homes. There were only 15.2 " "appcal to the prospect of retirement. Storics are
million home owners in this country in 1940, By told in the employce publication of many
1970, the count had more than doubled to 39.9 companics of men and women who voluntarily
million.* Employecs, of course, made up the Ieave their carcer jobs before age 65 to devote
bulk of those who became home owners dunng '. themselves full time to activities they had been
the intervening-three decades, cspccmlly since engaging in only during their off-the-job time.
the end of World War II. There are storics, for example, of employces
As a result of this great increase in home who studicd politics and ran successfully for
ownership, there was a sleady upward climb in public office, or who became so expert in a
real estate values that now gives added appcal to particular hobby that they could put this
':the prospect ol‘ early retlrcmcnl for many knowledge to profitable use by stamng small

busmcsscs of their own. .
" As a rqule, though, the cmployces bcst

© *H Asel, o, 4 Guide o Con-fumt' Mﬂ'kfl-' -equipped to take carly retirement - to” enter
- 1975-1976, The Conference Board, Report No. 675, 1975+ second carcers_are the exccutives. They are

D-IKG

_ usually bcllcr cduc:\lcd and have more adapt- -
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e+ aeevre b e e+
“able kills than other employees; they tend, too,
“10°be Tess dependent on the need for a“regulaf
-pay check. Many exctutives, morcover, have .
% risen fo positions of relative importance but no!
“the top positions they had anticipated when th
““left college. One man, nstance, who becam
isillusioned with his corporate progress, retired,
i his fifties; studicd law, and ot only becar
“highly successful Jawyer But” now  also " ha

cxhibits of his paintings at well-known galleries, e

Other exccutives, “on being sent back to .° -
then start accumulating néw pension bencfits

universities for ac‘}vahé’c courses in their ficlds of
specialty, have become enam

‘20 THE CONFERENCE BOARD

i e lEm e e

ored of campus Jife

“and stayed on to devote themselves full time 1c
teaching. ’ i

ERISA, incidentally, will probably increast
the nunibers of exccutives retiring carly 1Q

" undeftake second ciréers, This law’s require!

ment that pension benefits vest 100 peicent afies

‘a maximum of 15 years® scrvice affords a form

of built-in portability, An executive hired out of
auniversity with & master’s degree at age 25 can
Icave his original employer at age 40, without
losing his accumulated pension bencfits, and

with a ncw cmployer. .
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Chart 2. I+Lor force iules by s2x and

meajer ége group, 1¢35 to 1825
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Chart 2 Profile of the women's labor .

force, 1955, 1979, and 1995
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The 1595 Iz bor force: L

a first look

- All three projections—high, middle, and low—

indicate that women will account for two-thirds

of the growth, most of which will occur

in the prime working-age group; the bluck labor force

will grow twice as fast as the white force

HOWARD N FULLERTON. JR, .

By, the mid-1980's, persons in the labor force are pro-
jected (o excced those aot in the labor foree --including
-%igs. This develapdient reflects the changing age come-
\ion of the population which, in turn, is caused by
the swings in births over the past 50 years. By 1995,
this labor force would have a greater proportion of
* women and minoniiics; indeed, about two-thirds of the

labor force growth would be generated by women, re-

flecting their continued Jabdr force participation.!

The projections cﬁ§cus<cd in this article are part of a
continuing program of economic projections made by
the Bureau of Labor Siatistics. As part of this program,
every 2 years labor force projections are- prepared,
followed by projections of the cconomy, of employment
by industry, of demand, and ultimaicly, of eccupations
by industry.

The Burcau of Labor Statistics dudopcd three labor
force growth scenarios: a high-growth projection, which
assumes rapid growth in the labor force participation of

“ women in the 1980's and the convergence of participa-
tion between black men and white men under age 65; a
middle-growth scenario, with the eapansion coming from
women; and a Jow-growth path with enly moederate in-

Howard N Fullerton. Jr.. is a demographic statistician in the Office of
Economic Growth and Employment I’m;nlmm Buicau of Laboc
Sunun ..

(

.
creases in the pasticipation of women and with the diver-
genee in male participation between races continuing.?

In the intenuediate seenario, the labor force is pro-

. jected 10 reach 115 willion by 1985 and 128 million by

1995, (Sce table 1) This represents 1.8 percent growth
per year fiom 1979 to 1985 and 1.0 percent per year
from 1985 o 1995, (Sce table 2.) Under this scenario,
Iabor force 1ates of women age 20 to 44 are assumed to
fise at an iucicasing rate until 1983, For most age
groups of men, paiticipation is projected to decline, al-
though not 1st*as it did in the 1970%s. Overall par.
ticipation is asstimed to increase more rapidly for whites
than for blacks? -

In the high growth scenano, the Iabor force is pro-
jected 1o grow 2.3 percent per year between 1979 and
1985 and 1.1 percent per year between 1985 and 1995,
Under this seenao, about 135 million persons would
be in the fabor force in 1995, The participation rates for
women age 16 to 19 and 45 to 64 are projecied to grow
at an incicasing rate until 1985, before tapering off in
the 1990's. The 1ates for white men age 25 10 39 ase as-
sumcd to 1ice, reversing a long-term drop since 1960,
By the end of the century, the labor force participation
ratio of LlacX men are projected to converge to the ra-
tio of white imen. (With the higher rate of black involve-
ment in the Anncd Fdces and Righer rates of
institutionalization, the cmfinn labor force rates for
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somie s prenps of bisck men woild cuiad thane of
white men ) However, hecause blacks mab.e up about 12
pereent of the Iabor. foree, this assumption of the high.
growth. scenario does not have a significant impact on
the level of the overall labor force.

In the low-growth scenano, the labor force is project--
ed 1o grow 1.1 percent a year from 1979 to 1985 and
0.8 percent from 1985 10 1995. By 1995, the civilian la-
bor. force is projected 10 be anly 122 million. The par-
ticipation rates of women age 20 to 44 are projected 1o
rise over the entire period, but at a decreasing rate. For
other age groups of women, participation is assumed to
increase at a slower rate than in the middle-growth
path, reflecting a longer run expericnce than that in the
1970's. For- men, labor force activity is projected 1o de- .
crease more rapidly than in the middle-growth scenario,
leading to an increased disparity in rates by race.

Women provide most growth

As a base for these projections, we used the popula-
tion projections prepared by the Bureau of the Census.
Under the Series 11 (middlc) projection, the population
16 and oldef grows steadily through 1995, although the
decrease in births (which began around 1960) means -
slower rates of growth during the remainder of this cen-
tury.* (Sec table 3.) Because of reduced birth rates dur-
ng the 1930% and the 1970°s and the baby boom of the
1950%s; the age composition of the population and, thus,

.of the labor force will change significantly during the
next 15 years.®

In the past, much of the increase in the labor lorce
has been generated by the entrance of youth and wom-
en. The number of new labor force entrants could drop
i the future because there will be fewer ‘youths. This
mcans that the labor force would consist of more cape-
rienced workers than now. By 1985, the small number
of persons born during the Great Depression will begin
1o leave the prime working ages. They will be replaced

Ly the mose ihe
growth of the older populaticn will be slowed.

More than two-thitds of the 19¢0-
growth would come fiom women. (These pioj:
not yicld estimates of new entrants and of re- u.n.mls)
Women are expected to compose an additional 4 per-
cent of the labor force in 1995 under each of the three
patterns offlubor force gm‘Mh The increase in the pro-
portion of cmployud wamen in the prime_ working-age

Prepitous baby-tocm zoncraiiong

08 luhor lorre

. group would mark than offsct the decreasing propor-

tions of younger and older working women. On the oth-
er "hand, the proportion of men in the labor force is
assumed to be shightly less. Under -the medium- and
Jow-growth scenarios, the activity rates of men age 25
and over is expected to drop. Under the high-growth
path, the rates for men age 40 1q:64 are projected 10 re-
main constant and the rates for men age 25 to 39 will
increase slightly. Rates for men and women under age
25 are moving up, but those for women are increasing
faster. In the older age groups, where rates for men and
women are dropping, those for men are dropping faster.
Hence, women's increasing share of the labor force re-
flects their own greater activity as well as the decrease
in male participation.

Until recently, labor force participation has been
dropping for most age groups of black men, while their
population has been increasing at a higher rate than
that of whites. As the black population continues to
grow at a faster rate, the black Jabor force also can be
expected 10 grow at a fuster rate. Thus. under all three
projections, the black labor force is growing considera-
bly faster—at about twice the rate of whites. That the
relatively rapid growth is related to population growth
may be seen by comparing possible participation rates.
Under middle and low scenarios, the overall rate is low-
er for blacks than for whites. Under the high-growth
scenario, which assumes convergence of male total par-
ticipation ratios for blacks and whites, black civilian la-

Table 1. Civilian Isbor force based on three different growth paths to 1995
Annust percent change ' Particpation rals
Actusl {in miclions) Projected {n mifons)
Growih path 106s | 1ors | asre | rsas | aeso Actut Projected
to 10 to to o f—

1965 | 1975 | 1979 | 1sas | 1590 | 1995 | 975 ) vere | 1ses | uwso | awss | e | oaers | vare | 1sas | 1es0 | ases

745 | o526 | wo2e 22 { a7 | 8y | o2 | a7
nso | 1224 | 1ars - 1) 1] o» s | &19 | as
13 [ 120y | a2 24 1. 10 Qe N | ne
T | nza |y 14 AL 1 848 | 652 3]

3 | ss6 | 595 " [} &1 | s | N
&6 | es9 | or8 u ? ] ny | ma | ses
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%2 | w0 | e R . EE 3 R s ) asa | w0
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bor force participation excceds that of whites by 1995,
(This refiects, for black women, an expected continua-
tion of higher participation and, for black men, higher
rates of institutionalization and of participation in the
Armed Foices.) Under the middle and low scenarios,
the racial gap in male participation rates is projected to
approxum:lcly double from Ihe percentage point differ-

ence in 1979,

The above description of population and labor force
changes suggests that the discussion of future labor
force trends should focus on two periods, 1979 to 1985,
and 1985 to 1995. During 1979-85, the teenage :md

will decli

young adult pog

and the prime-age population will grow sharply. During
1985-95, the older adult population will grow at a

slower rate. Further, during the late 1950°s and easly
1990%, women of the baby-boom generation will pass
their prime childbearing ages.

The changing labor force, 1979—&%5

A look back to 1975 will help our gaze forward 10
1985, In 1975, the total fertility rate was 1.8 children
per  woman; for 1985,
population projection is for 2.0 children per woman.*
Bevause the total fertility rate adjusts for changing age
composition, there would be an increase in births from
the levels of the 1970' . This increase in fertility rates,

the Census Bureau's Series 11

in absol ] pled with the Tgerease.in the labor force participa-

wmothers,

tion of women, mems there would be more working



In 1975, 46 pureen

t of in, il
force. By 1988, this is pinj e to £6.4 per-
cent under. the middle-g no. (See tuhles. 4

znd $ L This. dramatic incrense reflects bath the move-
meat of women of the baby-boom geacration into the
prime working-age group. and the projection of in-
creased activity rates. In 1975, women represented- 40
percent of the labor force—by 1985 they would repre-
sent about 45 percent. The percents do not vary much
across scenarios.

Slow grawih for youths. Since the early 1960°s, the youth
population (age 16 to 24) has been. growing at a faster
rate than has the older population. However, 20 ycars
have passed since the years of peak births, and the size
of this age group has begun to fall. Thus, with the ag-

.
the s

ort, the numbers of those age
nc so that, despite a
tubor [force participstion
Ltor force voould full (Of
be as sharp as that for the

by-boom

Lies, the Jovel of the
ceurse, the drep would ot
population component.}
The composition of lhcl.ymmgcr population will also
be aflccted’by the difference in festility between blacks
and whites. Although fertility for both groups has been
falling, black fertility rates remain higher. As a conse-
quence, the black population is younger (the median
age is lower), and the youth population will have a
greater proportion of blacks than will the population
age 25 and over. At the same time, black youths have
Jower labor force participation than do their white:
counterparts, so if other things Temained the same, the

Table 3. Civillan noninstitutional population, by age, sex, and race, 1975-79 and projected to 1995
[Mumbers in thousands)
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growth of the youth labor force would be slower. (Sce  Prime-age labor force. The prime-age workers (25 10 54

table 6.) . . years) would be the fastest growing component of the

The number of black youths should increase slightly  labor force under each of the growth paths. The follow-
while the number of whites should drop. Ouly black  ing tabulation shows annual growth rates by major age
young men had lessening labor force participation during  group and race, 1975-79, and projected growth for
the 1970%s. Under the middle-growth ‘projection, this  1979-8S:

drop is d to i lihough at a decreasing
rate. The cffects of greater labor force participation by 1975-79 1979-85
black women and a proportionately larger youth popula.

. P S 32 -06
tion would offset the decline in male participation, and 30 30
black youths would coastitute the same proportion of the 2 7
\abor force in 1985 as at present. Under both the middle- 26 17
and high-growth projections, the black youth labor force 40 30

would be haif men and half women. In the high-giowth . .
sccnario, black youths represent an even gréater propor-  In each scenario] the prime-age labor force of women
tion of the labor force in 1985; the more pessimistic lows  would grow at a fa¥er rate than that of men. Under the
growth pattern yiclds a lower proportion. . high projection, between 1973 and 1985, the female la-

13
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Tor foree is g Coted 1a Al dwiee Uie male ralc
and at a pace faster than that expeienced in the 1970's,
This is due to three factors: the movenent of women of
the baby-boom generation into this age group, 8 moder-
ate risc in fertility, and a continued growth in female la-
bor force participation. The high-growth scenario for
women in this age group is an atiempt to reflect the ac-
celeration in participation that was exhibited in the
1970's. . =
Under the high-growth scenario, prime-age men (par-
t'if:l_llarly young men), are also expecled to experience an
increase in participation. Under the high-growth path,
prime-age men would represent 78 percent of the total
male labor force, a moderate increase from 1979, Under
the middle-growth path, such trends would also be evi-
dent, although less significantly. .For example, by 1985,
prime-age male workers. would represent only 75 per-

W

ot wi the aaie tabor tesve, Wk
diop anticipated under the o
projoction of primc-age ' be lews thun in
1978, while their female crunterparis would be morz
than 10 peicentage paints higher than in 1975,

AT 7 1 ‘\' MIOUDCLY
ath scenarnio, the

Older workers. Oler people (age 55 and over) have the
most ou-}hojob experichice, although.on average, they
have the least fonnalfcducalién. From 1979 10 1985,
older workers are expected to participate less intensively

- _in the labor force. These projections do not indicate the

extent of part-time labor force activity that this growing
segment of the ﬁopulalion might clect.

Under the high-growth scenario, men age 55 to 64
are eapected to have only a modest decrease in partici-
pation, This-decrease, coupledtivith population growth,
will result in an increase in their labor force. Under the

oumoers in thousands) .

Table 5. Clvillan labor force by sex, age, and race, 1975-79 and-proji-cled to 1935

Actusl

"

Sex, age, snd race

BLACK AND OTHER

Total. 2g¢ 16 and over 12.306 145669
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drop muoie shaply

BRI B Y B ()
male labor foree age 85 to
64 would actually se. Participation 1ates for wome
ensn this age greap are enpected 10 increase under buth
the moderate: und high-growth projections. The result
would be an older labor force with proportionaicly
more women.

The scenarios in these projections for the age group
65 and over are the same for both sexes. For the high
projection, recent legislation forbidding mandatory re-

tirement before age 70 is cxpected to hold participation

constant, Under the moderate-growth scenario, the
mcasured rate of dccrease in participation is reduced
somewhat, so that labor force activity drops at a slower
rate than in the past. Under the low-growth projection,
the measured declines in labor force participation are
projected to continue. .

_An expericnced labor force, 1985-95

During 1985-95, the baby-boom gencration will be
in the prime working ages and the relatively small num-

ber of persons born in the Great Depression will begin

retiring, easing pressures on retirement systems.

To put the 1995 projections in context, it 45 uscful to
look back to 1965, a time of the buildup of forces in
Victnam and a period of lower inflation. The fertility
rate was 2.9 children per woman, well abGve the Census
Bureau’s Series Il .projection of 2.1 for 1995.7 In fact,
1965 was the first year in which births were below 4
million—alter 11 years of high birth rates. In 1965, 40
pereent of all women, 34 percent of all marricd women,
and 23 percent of mothers with children under age 6
were in the labor force. Although comparable projec-
tions of the labor force by marital and parental status
were not made by the Bureau of Labor Statistics for
1995, more than half of all married women were al-
ready in the labor force by 1979, as were 45.2 percent
of mothers with preschool children. Both groups
(which, of course, overlap) are projecied to supply
much of the labor force growth in the 1990%.

Youths. In 1965, youths were a relatively small propor-
tion of the labor force, 18 percent. By 1979, this num-
ber had climbed to 24.4 percent. The cffects of changes
in the composition of the labor force may be seen by
loaking at the median age of the labor force. In 1965, it
was 40 years: by 1979, it had dropped S years, taking
the cffects of both wgreater retirement and the aging of
the baby-boom generation into account; by 1995, the
median age of the labor force is projected to be 37.5
years. . ’

Based on the Census Burcau's Series Il birth rate
projection, the youth labor force would continue to de
ctease from 1985 to 1995, although a larger proportion
of would partici in the labor force. Only

~

to 24 have a greater
1495, the youth labor force would be a smaller pro;-
tion of the Iabar force than in cither 1979 or 1988,

Fiimc-oge workers. By 1995, more than 70 percent of
the labor force would be in the prime working ages. Fur
the mi“ldlc- and high;growth scenarios, this is actually =
lower “proportion ﬂ}{m in 1985. The projected growth
for prime-age men i$ about the same.under all three sce-
narios; consequently, even after the growth in fenzle
participation,is taken into account, the prime-age labor
force is siill tore stable over the scenarios than that of

the younger and older age groups. (Scé tablé 6.) In the .

middles and low-growth projections, it is assumed that
the youth and the older jabor force grow relativeiy
slower than the prime-age labor force. so these scenzr-

ios have a higher proportion of prime-age workers. .

However, the greatest number of prime-age workers
would be attained under the high-growth pattern. Un-
der all projectionse the labor force would have more
women and more blacks than now: 47 percent of the la-
bor force would be women, and 14 10 15 percent of the
labor force would be black. Following are selected an-
nual growth rates (in percent) of all persons in the la-
bor force, by major age group and race, 1965-79, and
projected growth to 1995:

1965-79 1979-95
Youth 39 —-L9
Prime .. 2.2 23
Older 4 ~.2
White 23 12
Bluck and other 2.8 25

Older workers, Under all scenarios, workers age 55 and
older would continue to be a decreasing proportion of
the workforce. The changes for the 25 years from 1970
are most dramatic in the low-growth projection—in
1995, older workers would constitute about two-thirds
the proportion of the labor force that they did in 1970.
This drop reflects both their expected continued drop in
participation and the increasc in the numbers of persons
in the prime working ages, when participation is
highest. The drop in the proportions for the middle-

and high-growth paths is less extreme, from 14 percent

in 1979 10 around 11 percent in 1995,

How the projcc(ipns were revised

The uncertainty of the projection process is indicated
by the changes from the 1978 sct.’ (See table 7.) The
difference between the high and low in 1985 and 1990 is
about the same as that in the 1978 projections; the cur-
rent middle projection is midway between the previous
middle and high.\Each scenario, high, middle, and low
was revised upward—the low one the most, to almost

- 1
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the level of the previous middle-growth path. The  middle- and high-growth scenarios.

changes reflect the effects of two additional years of ob-
servations, as well as changes in the assumptions made
for women age 20 to 44 mentioned earlier. They also re-
fiect the gencral experience that it is more difficult to
project an increasing phenomenon.

In 1990, the projected number of women would be
about 2.5 millian higher under each scenario, but the
proportion of the labor foree in each major age group
differs among scenarios. Under both the high and mid-
dle scenarios, the number of 'young women in the labor

force would be smaller than in the previous projection,

reflecting their slower participation growth. For women
in the 20 1o 44 age group, the 1978 projection included
an adjustment 10 the high-growth scenario to reflect ac.
celerating participation rates; in the current projection,
this assumption was formally introduced in both the

The differences between the two scis of projections
are less uniform for men. The number of-men in the la-
bor force is essentially unchanged in the high-growth
scenanio; in the low and middle scenanios the number of
men is projected to increase. The Bureau of Labor Sta-
tistics typically revised downward the number of men in
the Jabor fore with each succeeding labor foree projec-
tion (while increasing the number of women). These
changes reflect the slowing or ending of the decline in
mal¢ participation rates. For the high-growth scenario,
it is assumed that male participation rates will either
rise or at least hold constant. .

To summarize, for each scenario, the number of
women eapected to Re in the labor lorce was revised
upward by about the $ame amount. For men, the high-
growth projection was approximately the same as the




263

I'ussible consequences

A number of questions could be asked about the
poasible conscquences of the changes in the structure of
the population and of the labor force in these projec-
tions. Would these changes affect the ability of socicty
to maintain the responsibilitics it has assumed, such as
social security? Could the changing composition of ihe
labor force make goals such as cqual employment op-
portunity casicr or more.difficult 19 accomplish? Is there
potential for changes in productivity? Will there be
scarcities of certain kinds of workers? How would mi-
gration affect the composition of the labor force? -

Socictal responsibilities. One of the implications of these
projections is the change in the “cconomic dependency
ratios™ for both the high and middle projections. The
cconomic dependency ratio is defined as all persons not
in the labor force (including those under age 16) divid-
ed by the total in the labor force.® This ratio should
drop to below 100 nonworkers per 100 “or\crs Under
the conditions of the middle-growth patiern, ‘the depen-

ihe condie
{which awwumes
io drops signifi-
sign of leveling off in thic
y. Under the conlitiens of the low-growth projec-
tivn, the dependency tatio would stabilize above the
100-nonworker-per-100-worker level, but well below
histonic levels. The fnl_)[)wing tabulation shows dcpen-
dency ratios for 196579 and projected ratios for the
three scenarios, 1985-95:

\.Ylu Tran Tl et

FE TN

.  Projected
* Acival  Middle High Low
1968 1518 ... ...
1970 1385 e . .
. 1254 @ ...
1979 ..ol 110.§
98.3 935 104.5
. 95.6 87.0 103.4
.. 94.5 84.4 104.1

These favorable ratios are a characteristic of the age of
the baby-boom cohort and of the numbers of projected
births, A large labor force is combined with low births
to give low economic dependency ratios. As the baby-

Table 7., Comparison of the current and previous proleclxons tor 1985 and 1990
Phumbers o M]
1985 1950
Growth path, sex, snd age
Previous® Current Dferenca® Previoua ! Current Ditterence?
KIDOLE
Total. age 16 and over 112953 114985 202 -zz_ns . 303
TR, 62,007 600 “ 768
12465 2592 a1 n)lz 128
41824 4200 25 <6147 302
0718 097y E) 0.458 w
49948 $1.388 143 56,498 220
nau 8% - 1325 100
32422 33650 29 146 17%
5580 san 5101
17.005 Na 282 1207 125603 120023 2520
65013 82 -1 820 edan -5
12882 12873 -3 11878 1 -
2831 2473 -60 a70% a6 -6
2558 9473 -1 2285 2382 o
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* The pravcxs proctons eers pubishad n Paul O. Flam and Romaed N Fuerton, Jr, La- Decomber 1978,
bor lorcy projectons 1o 1990 Thves possote futu,” dlnsvy Labor Aevew. pp. 2535, TA MR 10 OCRS 12t D cur W ORRCEON 8 Kower i e B (YGACE.
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boem cchort lemves the prime wosking ages (after
2015). the dependency ratios should rise again, alihough
the higher mortality of older people will present it fiom
reaching the levels of the 1960's. Diffciences in the
number of-older people arc a conscquence of past fertili-
ty-—not improvements in. mortality —but if spectacular
increases in longevity occur, this could change.® Thus,
the current difficulties of the social sccurity system are
not a result of the current age composition of the popu-
fation. This favorable age composition effect on social
security almost certainly will reverse in the carly part of
the next century.

Black-white differentivls. One dilemma confronting labor
force forecasters and policymakers concerned with em-
ploymient and training programs has been the continued
divergence of labor force participation between blacks
and whites in the prime-age groups. As recently as the
mid-1950's, the rates for men were virtually the same;
but since then, the participation rates for black men
have dropped more rapidly than those for white men.’
The high-growth scenario projects a possible rcturn to
parity of their labor force rates. The extent to which
black rates have to increase is:a measuse of the prob-
lems that have to be confronted. In numbers, about 1.3
million more black men would participate in the high
than in the middle-growth path labor force. For wom-
en, the picture has been different; in 1979, the rate for
prime-age black women. was higher than that for their
white counterparts (despite higher: fertility among black
women). Morcover, participation of women in both
groups is increasing, although faster for whites.

The differences in female participation reflect the
greater family responsibilities of black women—more
are single parents than are whites, although the number
of such white women is increasing.! The higher fertility
of black women obviously translates into higher popula-
tion growth and then into higher. labor force growth.
Thus. the youth groups: of the 1980's and 1990's \ull
have a higher proportion of blacks. -

Productivity. One question raised by these projections is
the cffect of a proportionally greater prime-age labor
force on productivity. The proportion of primne-age
workers will increase at least by 10 percentage points
(with the low-growih prajection having the greatest
concentration in the prime ages). Analyses have cen-
tered on the relative size of the youth habor force (which
will diminish) and on the likely impact this would have
on productivity gains.'? The growing proportion of the
prime-age labor force should have a favorable impact
on productivity because of the greater continuity of par-
ticipation by women and because of the higher educa-
tional attainment of all age, sex, and ethnic compo-
nents.”

20

In the J7nd's and
y fin
in the « af youihs will be pa:
to the Asned Forces—
youths. Given the dectease in the youth
those who cimploy unskilled workers muy also experi-
ence difficulty —dcpending to some extent on the Na-
tion's immigration policy.

The growth' of thd prime-age labor force would
excced that of the overall labor.force by 20 percent. Be-

1660's,

cmpleyers may  have
e

aher

cause this is the experienced component of the labor

force, analysts \ho look for a shortage of skilled work-
ers must consndcr likely changes in the composition of
the prime-age labor force. More than half (59 percent)
of the growth is projecied to be generated by women
and 22 percent by blacks (blfkk women are in both
groups). Skilled and professional workers will have to
come from these groups in greater numbers than in the
past if there is not to be a shortage.

. In the U.S. labor market, there is a tradition of male
occupations and of fumale occupations, and there has
been little change in this pattern.™ The growth in female
participation has occurred largely in occupations tradi-
tionally held by women. What would happen if demand
would no longer grow in those scctors? The argument
has been. presented that higher participation would be
translated into greater continuity of work and, thus,

+.into more capacity to retain skills and professional abil-
itics that diminish il not used. Given that much of the

increasc in female labor force activity will probably
come from mothers, employers may have to review thewr
personnel practices (such as provision of day care) to
attract these workers.'*

By 1995, the youngest of (hc baby-boom generation
will be in their thirtics. They may well face competition
for career positions which may result in {rustration for
some and greater productivity for all. The older mem-
bers of the baby-boom gencration will be in the pre-
retirement years and should be at the peak of their pro-
ductivity. .

Inunigration. Along with growth in the native adult
population and increased labor force activity, immigra-
tion represents a possible source of labor force growth.
For purposes of this Jiscussion, migration can be divid-
ed into two groups, legal or “documented™ migration
and iltegal or “undocumented™ migration. The Bureau
of the Census projects that “documented™ net migration
will average 400,000 persons a year, with bulges in a
few years such as. 1976 and 1980 when large nunbers of
refugées reached our shores. To estimate the proportion
of the labor force growth that net migration represents,
we can look at 1979\ The labor force participation rate
for those age 16 and older was 63.7 percent. If the com-
parable rate for the migrant population was about the



woul the Iabor force in
or shout 7 percent of the setual fabor force
h.'® Documented warkers vary from those with
shills (the brain drain) and professional athletes to
lower skilled agricultural and service workers.,
Undocumented workers also represent a varicty of
skills, from college graduates to unskilled workers. By
their nature, we know litde about these people as a
group. The discussion that {ollows is based on a study
canducted by Jacob S. Siegel, Jeffrey S. Passel, and J.
Gregory Robinson for the Select Commission on Immi-
gration- and- Refugee Policy.'TAfter-a-review-of past-esti-
mates, they concluded that there are 3 to 6 million
undocumented workers in the United States. 1t is im-

Relv]

1o confuse the stk of

not
waibers with the flow of documented

potiant

in the g paragrzph. The ealy infoim
able alout Bows of undacuinented workers is for &
cans. There zppears to be considerable movement s
both dircetions netting 1o zero (with large seasonal fluc-
tuation).. There is no way of ascertaining what portior
of undn(lumcnlcd workers, if any, are currently account-
ed for in cxisting labor force data. Therefore, no chang-
es have been made to the projections 1o account for
undacumented workers.

Obviowly, these last few paragraphs have raised rath-
er than answered questions about the implications of the

[N

-changing structure of the labor force: The topics -dis~- -

cussed here illustrate some uses for which these projee-
tions have been generated; there also are other uses. (J

—~———~FOOTNOQIES -——

These projections replace those described by Paul O, Flaim and
Howard N Fullerton. Jr. in “Labor force projections 10 1990 three
possible paths.” Monikly Labor Review, pp. 25-35, December 1978,

¥ These scenarios are prepared by projecting the changes in the ra-

tio of the 101al fabor force 10 the 101l papulation for each of 54 ages

sex-race groups: the lescls of the anticipated labor force wére calcutat

«d by applying the projected rates 10 the Burean of the:Census® popu.

lation projections. The high snd fow scenarios do not represent

“confidence intervals.” but rather different views of the future. A
) hodolagical isin preparation. -
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