
RETIREMENT INCOME OF THE AGING

HEARINGS
BEFORE THE

SUBCOMMITTEE ON RETIREMENT INCOME
OF THE

SPECIAL COMMITTEE ON AGING
UNITED STATES SENATE

EIGHTY-SEVENTH CONGRESS

FIRST SESSION

ON

RETIREMENT INCOME OF THE AGING

73207

JULY 12-13, 1961

Printed for the use of the Special Committee on Aging

U.S. GOVERNMENT PRINTING OFFICE

WASHINGTON: 1961



SPECIAL COMMITTEE ON AGING

PAT McXNAMIARA, -Michigan, Chairman

GEORGE A. SMATHERS, Florida
CLAIR ENNGLE, California
HARRISON A. WILLIAMIS, JR., Nev Jersey
OREN E. LONG, Hawaii
MAURINE B. NEUBERGER, Oregon
WAYNE MORSE, Oregon
ALAN BIBLE, Nevada
JOSEPH S. CLARK, Pennsylvania
FRANK CIIURCH, Idaho
JENNINGS RANDOLPH, West Virginia
EDMUND S. MUSKIE, Maine
EDWARD V. LONG, Missouri
BENJAMIN A. SMITH II, Massachusetts

EVERETT McKINLEY DIRKSEN, Illinois
BARRY GOLDWATER, Arizona
NORRIS COTTON, New Hampshire
FRANK CARLSON, Kansas
WALLACE F. BENNETT, Utah
PRESCOTT BUSH, Connecticut
JACOB K. JAVITS, Ncw York

SUBCOMMITTEE ON RETIREMENT INCOME

GEORGE A. SMIATHERS, Florida, Chairman

EDWARD V. LONG, Missouri WALLACE F. BENNETT, Utah

MlAURINE B. NEUBERGER, Oregon - - FRANK CARLSON, Kansas
JOSEPH S. CLARK, Pennsylvania
BENJAMINI A. SMITH II, Massachusetts

HAROLD L. SHEPPARD, Staff Director
WILLIUi4 G. REIDY, Professional Staff MAember

JOHN GuY MILLER, Minority Staff fember

II



CONTENTS

CHRONOLOGICAL LIST OF WITNESSES

JULY 12, 1961

Cohen, Wilbur J., Assistant Secretary, Department of Health, Education,
and Welfare, accompanied by Robert Myers, Chief Actuary, Social
Security Administration, and Miss Dorothy McCamman, Technical
Director of the White House Conference on Aging for the Social Security Page
Administration -5

Gaumnitz, Erwin A., dean, School of Commerce, University of Wisconsin 75

JULY 13, 1961

Clague, Ewan, Commissioner of Labor Statistics, Department of Labor;
accompanied by Arnold E. Chase, Chief Division of Prices and Cost of
Living, and Mrs. Helen H. Lamale, Chief, Branch of Consumption
Studies - -------------------------------------------------- 87

Hewitt, Edwin Shields, Edwin Shields Hewitt Associates, Libertyville,
Ill.; accompanied by Thomas H. Paine, associate -123

Murray, Roger F., S. Sloan Colt, professor of banking and finance, Graduate
School of Business, Columbia University- 157

Hobbs, G. Warfield, president, National Council on the Aging -160

STATEMENTS

Clague, Ewan, Commissioner of Labor Statistics, Department of Labor,
accompanied by Arnold E. Chase, Chief Division of Prices and Cost
of Living, and Mrs. Helen H. Lamale, Chief, Branch of Consumption
Studies -87

Cohen, Wilbur J., Assistant Secretary, Department of Health, Education,
and Welfare, accompanied by Robert J. Myers, Chief Actuary, Social
Security Administration, and Miss Dorothy McCamman, Technical
Director of the White House Conference on Aging for the Social Security
Administration- 5

Prepared statement- 6
Gaumnitz, Erwin A., dean, School of Commerce, University of Wisconsin 75
Gordon, Dr. Margaret S., acting director, Institute of Industrial Rela-

tions, University of California, prepared statement -10
Hewitt, Edwin Shields, Edwin Shields Hewitt Associates, Libertyville,

Ill.; accompanied by Thomas H. Paine, associate -123
Supplemental statement -146

Hobbs, (G. Warfield, president, National Council on the Aging -160
Morgan, James, and Martin David, program director and study director,

Survey Research Director, University of Michigan -188
Murray, Roger F., S. Sloan Colt professor of banking and finance, Gradu-

ate School of Business, Columbia University - 157

ADDITIONAL INFORMATION
Analyses entitled-

"Activities of the 54 Jurisdictions To Put Into Effect the New Pro-
gram of Medical Assistance for the Aged," from the Special Weekly
Report, Division of Program Operations, Bureau of Public Assist-
ance, Social Security Administration, Department of Health,
Education, and Welfare -67

m



Analyses entitled-Continued
"The Din of the Equitable," a critical analysis of "The Coming Din

of Inequity," an article by Ray M. Peterson, vice president,
Equitable Life Assurance Society of the United States, by Wilbur Page

J. Cohen -69
Articles entitled-

"Basis and Background of the Retirement Trust Under the OASDI
System," by Robert J. Myers, Chief Actuary, Social Security
Administration, Department of Health, Education, and Welfare 18

"Characteristics of Aged Old-Age and Survivors Insurance Bene-
ficiaries Who Receive Public Assistance," by Sue Ossman, in the
Social Security Bulletin of October 1959 -35

"The BLS Interim Budget for a Retired Couple," by Margaret S.
Stotz, from the Monthly Labor Review of November 1960 -91

"Total Money Income in 1959 for Families and Unrelated Individuals
With Head Aged 65 Years and Over for the United States, Urban
and Rural," from Current Population Report, Bureau of the Census 113

Charts:
Chart I.-OASI beneficiaries 65 and over increasingly outnumber

OAA recipients -- 28
Chart II.-Many more aged receive social insurance and related pay-

ments than 10 years ago -32
Chart III.-Comparison of selected characteristics of all aged OASI

beneficiaries, beneficiary-recipients, and all OAA recipients, 1957 35
Chart IV.-Many beneficiaries have little cash other than their

benefits -50
Chart V.-How one man's retirement has grown -124
Chart VI.-Retirement income in the auto industry -125
Chart VII.-Monthly budget for a retired couple -126
Chart VIII.-One man's spendable income -127
Chart IX.-Methods of offsetting the effects of inflation -128
Chart X.-Levels of retirement income- _ - -- - -- .130
Chart XI.-An idea-a basis for discussion -135
Chart XII.-What could the retirement accumulation plan ac-

complish? -135
Chart XIII.-Retirement accumulation plan-current service -136
Chart XIV.-Retirement accumulation plan-past service -137
Chart XV.-Retirement accumulation plan-deductible -138
Chart XVI.-Cumulative income components from wage income to

gross disposable income- -__--_ --__ ------- _- __ 190
Letters from-

Cotton, Hon. Norris, a Senator from the State of New Hampshire, to
Senator Smathers, dated July 10, 1961 -200

Knox, Harry C., president, Federation of New Hampshire Senior
Citizens' Clubs, Goffstown, N.H., to Harold L. Sheppard, staff
director, Special Committee on the Aging -200

Memorandum entitled "The Economic Situation of Widows Aged 65 and
Over," submitted by Wilbur J. Cohen -52

Progress reports entitled-
"Behavorial Analysis of Pressures Toward Retirement," by Karl U.

Smith ---------------------------------------- 85
"Costs of Retirement and Vesting Benefits Under Private Pensions,"

by William S. Bicknell -83
"Labor Mobility From the Viewpoint of the Older Worker," by Alton

C. Johnson -84
"Safeguarding Pension Benefits," by Richard M. Heins - 84
"System Simulation of Selected Plans," by Thomas R. Hoffman -84
"The Retirement Experience of Older Workers (Ford Foundation),"

by George B. Strother -85
Questions submitted by Senator Carlson of Kansas and answers by Wilbur

J. Cohen, Assistant Secretary of Health, Education and Welfare -167
Questions submitted by Senator Carlson of Kansas and answers by Roger

F. Muaray -177
Schedule entitled "Contribution Schedule for OASDI Program" (as pro-

vided in 1961 amendments), submitted by Wilbur J. Cohen -63
Suimarx of the Social Semirity Amendments of l]ffi, by Wilbur J. Cohen.

Assistant Secretary of Health, Education and Welfare -53

CONTENTSIV



RETIREMENT INCOM1E OF THE AGING

WEDNESDAY, JULY 12, 1961

U.S. SENATE,
SUBCOI[MITTrEE ON RETIREMENT INCO-ME

OF THE SPECIAL COMMITLTEE ON AGING,
Washington, D.C.

The subcommittee met at 10:45 a.m.. pursuant to call, in room
4200, New Senate Office Building, Senator George A. Smathers (chair-
man of the subcommittee) presiding.

Present: Senators Smathers, Clark, Carlson, Smith of Massachu-
setts. Neuberger, and Long of Missouri.

Committee staff members present: Dr. Harold L. Sheppard, staff
director; Dr. Frank Atelsek, research director; William G. Reidy,
professional staff member; John Guy Miller, minority staff member.

Senator SMATHERS. The meeting will come to order.
First, I want to say I am delighted that Senator Smith of Massachu-

setts and Senator Carlson of Kansas are here in attendance. Senator
Clark of Pennsylvania was here for a fewr moments, but had another
meeting which he had to attend and expressed his regrets that he
had to leave. He is greatly interested in the subject matter of these
hearings and will be with us on future sessions.

This Subcommittee on Retirement Income has been appointed by
Senator McNamara, the chairman of the overall committee, to engage
in a number of hearings, here in Washington and around the country.

These hearings are only the first of what I expect to be a series of
extensive-and we expect intensive-studies on the problems faced
by those living on retirement income.

The findings of these hearings will, if they so disclose, form the
basis of recommendations which will be made to the Congress for
specific legislative action.

One of the principal problems of our growing population of retired,
elderly citizens is maintaining a decent standard of living on retire-
ment income.

Personally, I don't need any figures to convince me of the urgency
of this problem. I am sure it is true of Senator Carlson and Senator
Smith.

I come from a State having the fastest growing population of
senior citizens. In contrast to an overall national increase of some
35 percent since 1950, Florida's aged population increased by 132
percent. There are now in Florida more than 550,000 men and women
aged 65 and over. One out of every nine Floridians is a senior citizen.
If we take only the adults in the State, nearly one out of every
five-or 18 percent-of the State's population is in this age group.
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RETIREMENT INCOME OF THE AGING

Contrary to what some people might think, the older citizens of
Florida are not all millionaires. Let me get specific:

To begin with, nearly 500,000 elderly persons in Florida now receive
social security benefits. These benefits are usually the only source of
income for them. As of the end of 1960 there were about 280,000
retired workers alone, receiving an average benefit check of only $76.22
per month. Approximately one-half of them were getting less than
that average. The benefits for wives and widows averaged far less
than $76. I am encouraged to see, however, that Florida has an above-
average percentage receiving the maximum monthly benefit possible
which still is no more than about $120 per month.

I hope that we get into the specific problems of unmarried and
widowed elderly women: In Florida I know that more than one-third
of the older population is made up of such women-whose incomes
are below what is considered to be a level of income necessary for
maintaining a decent standard of living.

While many retired persons have at first an adequate but fixed
income, as the years go by they see that income constantly decline in
purchasing power.

What is true in Florida, I am sure is true throughout the other
States of the Nation.

With today's advances in medical science, life expectancy has in-
creased substantially, since 1920. For example, our population of
citizens aged 75 and older has grown from less than 1½/2 million to
more than 5Y2 million.

Today about 4 million aged persons, including the wives of workers,
have income derived from either full- or part-time employment.

Approximately 11 million-of whom 2.2 million are also employed,
receive an average social security monthly benefit of $74.

There are about 1.7 million veterans receiving payments from the
Veterans' Administration. Another 1 million persons receive benefits
from public employee retirement systems which include over 300,000
Federal civil service retirees and approximately 600,000 railroad re-
tirees.

Some 2.4 million receive old-age assistance, with 700,000 of this
number also receiving minimum social security benefits.

There are an additional 11/2 million with no income from either em-
ployment or from any public or private program of retirement in-
come. We know very little about this latter group. Presumably,
most of them are living with relatives or in institutions and have no
income of their own.

We are anxious to explore all of the possible approaches to the ques-
tion of an adequate retirement income for this Nation's 16 million
retired elderly citizens.

I hope that these hearings will shed some light and expert opinion
on the following questions:

(1) How can we soften the blow of inflation upon the millions of
elderly citizens whose incomes are fixed, and who cannot, under pres-
ent conditions, share in the growing national income of the country?

(2) To what extent can their savings and other assets be con-
sidered an adequate resource for living above a mere subsistence level?

(3) What is an adequate income for a retired elderly couple in
today's economy?
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(4) How does it vary and to what extent in various cities and re-
gional areas?

(5) What can the private pension programs of this country do
toward expanding the number of persons under such programs?

(6) What percentage of their income is left for basic daily living
expenses if any?

(7) Wrow will various proposals in the field of taxation affect the
retirement income status of retired citizens? (I have received many
letters from elderly persons all over the country on this subject. They
express deep concern as to how the recent proposal]to repeal the Fed-
eral income tax credit on dividends and impose a withholding tax on
dividends received will affect their limited retirement incomes.)

(8) What can be done through both private and public measures
to meet these pressing problems?

To these and many other questions of a similar nature this sub-
committee is seeking answers so that we can determine what needs to
be done in order to provide for our elderly people to live in decency
and dignity.

It is important that we have an opportunity to hear the full range
of possible remedies for the problems involved. We will in the near
future hear other individuals and representatives of different organ-
izations on these matters.

The subcommittee expects to make a thorough examination of the
recommendations of the W17hite House Conference on the Aging, held
earlier this year.

In dealing with this subject it is not enough merely to concentrate
on the dollars and cents alone. As one philosopher has recently put
it, "To be alive and breathing is not quite enough." It seems to me
that current practices regarding the aged of this country are based
too much on the attitude of "get them out of our way and out of our
sight."

The waste of talent, experience, wisdom, and of contributions to
community programs, resulting from this attitude is a tragic one,
for which all of us pay-socially and economically.

Many of our aged could make a valuable contribution if they were
allowed to earn a larger amount without suffering the loss of social
security benefits. I, for one, am interested ill exploring how we can
help our older citizens by changes in our social security laws. We are
all indebted to Senator Carlson for having sponsored over the course
of many years amendments to make it possible for the elderly citi-
zens to receive their social security benefits while engaging in worth-
while employment.

Furthermore, it is time that we stopped treating our older fellow
Americans as if they were somebody else and as if the rest of the
country is never going to be old themselves. Today there are 17
million people over 65. In less than 10 years there will be more
than 20 million persons 65 years old and older. What we do this
year and next will have a bearing on the income status of all of us
when we ourselves enter those golden years.

Senator CARLSON. Mr. Chairman, may I make a short statement?
Senator SMIATHERS. Yes, indeed.
Senator CARLSON. Mr. Chairman, I just wish to state that it is go-

ing to be a real privilege to serve on the subcommittee headed by the
distinguished Senator from the State of Florida, Senator Smathers.
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We have been participating in Congress together on the Senate
Finance Committee, and I know he is interested in this field, because
we have on several occasions, as he mentioned, tried to work out an
increase in the allowable earnings of people who draw social security
benefits.

There are some problems connected with it, but I sincerely hope
that our committee will study that problem with a view to being of
some assistance. It has always been interesting to me that earned
income costs the social security worker some of his income from
social security payments, but dividends and interest income do not,
and it is rather difficult to go out in the country and explain to a
citizen who is trying to earn some money why he should be penalized
when someone who receives dividends is not. I think that is one
phase of this that we ought to get into.

Again, I say it is going to be a real privilege to serve with the Sen-
ator from Florida and other members of this committee in a program
that I think is going to become more pressing and of more concern
to our nation than any other.

Senator SMATHERS. Thank you, Senator, and if any of the other
Senators would like to make a statement or submit one for the record,
we will keep the record open for that purpose.

Senator NEUBERGER. I think, Mr. Chairman. you will notice you
have three very green freshmen here, and we hope to learn from the
senior Senators.

Senator SMATHERS. We are delighted to have you. Your vote
counts as much as any other member of the subcommittee.

The Senators from Massachusetts and Missouri have demonstrated
their interest in this problem and I am certain that none of us would
be here were we not interested. A lot needs to be done in this area.

Our first witness today is too well-known to require any elaborate
introduction. Wilbur Cohen, Assistant Secretary of Health, Educa-
tion, and Welfare, is well known to the Congress, particularly to the
Finance Committee of which Senator Carlson and I are members.

Mr. Cohen is probably the most away-from-campus faculty mem-
ber that the University of Michigan ever had. He was the professor
of public welfare administration. I think he knows as much about
the social security bill as anyone in Washington, and whenever we
have any difficulties with it, even to the extent of writing what Wilbur
might consider even more conservative amendments, we have to call
on Wilbur to write them.

So we are greatly dependent upon him.
Previous to his position at Michigan, he was Director of Research

in the Social Security Administration here in Washington.
We appreciate very much his taking time out from his very busy

schedule at the Department of Health, Education, and Welfare, to
give us basic background material which will be the starter in our
study of the subject.

Senator CARLSON. Mr. Chairman, I don't know whether I should
bring this up or not, because it kind of dates my age, but those of us
who were here in 1935 in the House will remember how Mr. Cohen
worked with Dr. Arthur Altmeyer, who really sponsored, wrote, and
secured approval, in my opinion, of legislation which is our present
social security program. It was a pleasure not only to serve with him.
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but have known him all these years. I think the Agency is fortunate
to have his services.

Senator SMATHERS. Besides that, he has become quite a controver-
sial figure. I don't know whether it is deserving or not, but neverthe-
less, in all candor, we must admit he is the man who did the job in the
social security area.

STATEMENT OF WILBUR J. COHEN, ASSISTANT SECRETARY OF
HEALTH, EDUCATION, AND WELFARE; ACCOMPANIED BY
ROBERT J. MYERS, CHIEF ACTUARY, SOCIAL SECURITY ADMIN-
ISTRATION, AND MISS DOROTHY McCAMMAN, TECHNICAL DIREC-
TOR OF THE WHITE HOUSE CONFERENCE ON AGING FOR THE
SOCIAL SECURITY ADMINISTRATION

Mr. COHEN. Thank you, Senator Smathers, Senator Carlson, for
your most generous remarks.

I would like to say that over the years I have worked with Senator
Smathers and Senator Carlson, both of you gentlemen have been most
cooperative and helpful, and I will say that the constructive improve-
ments in the Social Security Act are in large part due to the very fine
cooperation we have had from you two gentlemen in the Senate Fi-
nance Committee in working out what are sometimes very complex
and, as Senator Smathers implied, at times very controversial amend-
ments to the program.

May I also say that the Department is very delighted that you are
undertaking this analysis of our programs for the aged in which our
Department has a very important role, and we offer you our full coop-
eration in connection with any information, any analyses that you
would like to make. May I also state that the staff reports that have
been made for the committee have been extremely helpful to us. I have
read them all. I think they are very high-grade professional reports,
and they are very useful to us in the work in our Department on legis-
lation and implementation of congressional legislation.

I would like to introduce my colleagues, Mr. Robert J. Myers, the
Chief Actuary of the Social Security Administration and Miss Doro-
thy McCamman, who has been the Technical Director for the White
House Conference on the Aging for the Social Security Administra-
tion.

Senator SMATHERS. We have to pay a compliment to Mr. Myers, who
has been around almost as long as you have.

Mr. COHEN. He was a colleague of mine in 1934 on the President's
Committee on Economic Security which drafted the Social Security
Act, Senator Smathers.

Senator SMATHERS. He suffered with many of us for many, many
years, and at times we have directed rather residuous questions to him,
but he has always maintained his equanimity, as he does here today.
He made a real contribution. We are always glad to work with him.
He is most constructive. Those Senators who have not yet been ex-
posed to these two gentlemen, I can assure you that you will feel well
rewarded by this association.

Mr. COHEN. The big difference, Senator Smathers, is that his actu-
arial estimates are not controversial, and I hope they will remain so.
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Senator CAARLSON. Miss Dorothy McCamman did conduct and carry
through a very important conference on the aged here last year and
got some very fine studies and reports. The Conference on Aging,
I think, stimulated a lot of national thinking, and it was the beginning
of a program that aroused our Nation's interest further.

Senator SMATUERS. Right. We are, of course, delighted to have
her with us.

Mr. COHEN. Mr. Chairman, I have submitted a statement with some
appendixes which I am not going to read in its entirety but speak
extemporaneously on various parts and introduce some charts. So,
with your permission, I would like to have the entire statement appear
in the record at this point, and then I will summarize it.

Senator SMATHERS. If there is no objection, we will include your
statement in its entirety, and then you may proceed as you like.

Mr. COHEN. Thank you, Mr. Chairman.
(The prepared statement of Mr. Cohen follows, including tables and

appendix on retirement test by Robert J. Myers:)

PREPARED STATEMENT BY WrTBLR J. COHEN. ASSISTANT SECRETARY OF HEALTH,
EDUCATION, AND WELFARE

Mr. Chairman and members of the committee, 2 years ago, I had the privilege
of appearing before your distinguished predecessors, the Subcommittee on Prob-
lems of the Aged and Aging of the Committee on Labor and Public Welfare. At
that time, I summarized the income position of our aged population in the fol-
lowing broad terms:

"The aged are not a homogeneous group. * * * Some have adequate incomes;
most do not. Some do not receive social security benefits; most do. Some
receive private pensions; most do not."

These generalizations are equally applicable today. With a change of only
a percentage point or so to up-date the statistics, the same conclusions are valid.
During this 2-year interval a slow but steady progress has continued toward
the goal of economic security for the retired aged. Today I would like to use
a broader perspective and view the income position of our present aged popu-
lation against that of a decade earlier. Concerned as you are with long-range
objectives as well as possibilities for current legislative action, a look backward
may serve to delineate the path ahead.

With your permission, I should like to introduce for the record the supporting
data used in my statement. I can then focus my oral presentation on some
highlights from this comprehensive analysis and on bringing perspective to
the data.

INCREASE IN AGED

By the end of 1960, our population 65 and over had reached about 17 million,
almost 4½2 million more than in 1950. For every three aged people a decade
ago, there are now four. Proportionally more of them are women. Proportion-
ally more of them are past 75. Indeed, during the decade the number of persons
8.5 and older increased 61 percent in contrast to an increase of 35 percent for
all persons 65 and over. Not surprisingly then, the proportion with any work
experience during the year-and especially of those who worked year-round at
full-time jobs-dropped markedly between 1950 and 1959. For men. the decline
in the proportion with any work during the year was from 49 percent to 42
percent: of those with work experience, only 42 percent were year-round full-
time workers in 1959 in contrast to 52 percent in 1950.

INCOME SOURCES

In mid-1950, some 2 million people over 65-only 1 out of every 6-received
OASI benefits. A 5-fold increase has brought the number of these insurance
beneficiaries to almost 11 million by the end of 1900. raising the proportion
receiving insurance benefits to nearly 4 out of every 6 persons in our greatly
expanded aged population. Including others who receive benefits under the
retirement systems for railroad workers or government employees or under the
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veterans programs, approximately four out of every five persons 65 or older
currently have an assured income based on past employment or military service.
In addition, almost 11/2 million aged persons were eligible to receive benefits
under old-age, survivors, and disability insurance at the end of 1960 but were
employed (or were the wives of employed workers) and therefore not drawing
benefits.

Only a decade ago, more aged persons were dependent on old-age assistance
than received benefits under the old-age, survivors, and disability insurance pro-
gram. Public assistance was responsible for about half of all payments to the
aged under our public income-maintenance programs in 1950. The expansion
of the social insurance programs, as well as the growth in the number of
veterans receiving payments, has brought about a gradual decline in the size
of the old-age assistance caseload during the past decade-from nearly one out
of every four persons 65 and older to one out of seven.

Today, there are about 2.3 million aged persons receiving old-age assistance.
An increasing proportion of these public assistance recipients are on the rolls
because their social insurance benefits do not meet their needs as measured
by State standards or because advanced age, large medical bills, or other
emergencies have exhausted their resources. This group-now numbering about
three-quarters of a million-can be expected to increase even if total old-age
assistance rolls continue to decline.

Future trends in the number receiving old-age assistance will depend in part
on the extent to which the States put into effect the program of medical assist-
ance for the aged (the Kerr-Mills legislation) authorized by the 1960 amend-
ments to the Social Security Act and the extent to which health costs of the
aged are met by insurance programs.

As shown by the excellent staff report to your Special Committee on Aging,
most of the aged who have received MAA to date have been transferred from
old-age assistance rolls-some 17,000 out of the 27,000 individuals in 5 States
operating a program during the 6 months ending March 31, 1961. If a similar
situation exists in the other States that implement MAA, there may be little
net increase in the number of aged persons who received assistance in the near
future. If, on the other hand, the States find that they can finance new or ex-
panded programs primarily for people not now receiving old-age assistance, the
number of aged persons receiving assistance may increase.

In concentrating on our progress as a Nation in assuring retirement income
through social insurance, we must not lose sight of the fact that public assistance
still plays a large role in providing income for the aged in many of our less
industrialized States. While aged beneficiaries of old-age, survivors, and disabil-
ity insurance outnumber assistance recipients by a ratio of 4% to 1 for the
country as a whole, there is still one State (Lonisiana) in which more aged
persons are on the assistance rolls than receive old-age insurance. There are
others where the balance has shifted so recently that the difference is still slight.
These interstate variations and the dramatic change over the decade are apparent
in table 6.

INCOME AMOUNTS

With the overwhelming majority of our aged population no longer supported
by earnings, it is not surprising that they are a low-income group. Fewer than
1 in 4 persons 65 and older had as much as $2,000 in money income in 1960.
More than half-27 percent of the men and 74 percent of the women-had less
than $1,000. l

The 1960 income distribution of the aged population, while leaving little doubt
that they are a low-income group, nevertheless shows significant improvement
over the 1950 distribution even when allowance is made for price rises during
the period (table 7). Not only has there been a gradual edging up all along the
income scale, but the proportion with no money income has dropped from 29
percent to 14 percent. This change has been especially marked for the women,
where the proportion without money income of their own has declined from 46
percent in 1950 to 24 percent in 1960, primarily as a result of gains in the number
receiving social insurance benefits.

In using census data on incomes per person, we must recognize that the concentration
at the lower end of the income scale results in part from counting married women who
were supported by their husbands as having little or no income. However, less than one-
fifth of all persons 65 and over are married women, and many married couples have less
than $2.000 between them. Thus, adjustment of the income data to reflect an equal
sharing by husband and wife would only slightly lower the proportion who have less than
$1.000 in money income.
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In any examination of the income st atus of the aged it is sometimes pointed
out that a sizable proportion of all younger persons also have no income of their
own. True. But I am sure you will recognize that the significance is quite differ-
ent for the younger age group including children and young wives who are nor-
mally supported by the workers' earnings than for an age group that is heavily
weighted by widows, wives of retired men, and other aged women who are no
longer supported by earnings and therefore might reasonably be expected to have
their own income from other sources.2

Many older persons have resources in addition to their current cash income.
The aged are more likely than younger persons to have savings that were put by
in their working years for use in retirement. The majority also own their
homes, usually mortgage-free; while the burden of taxes and repairs is heavy
for many, homeowners as a group have lower housing expenses than renters. The
advantage of these additional resources is likely, however, to go hand-in-hand
with incomes on the high side, not the low. Furthermore, many older persons
are reluctant to use savings once their days of accumulating assets are largely
over: they have no way of knowing the number of remaining years of life over
which to spread their savings, but they can be quite sure that assets, once used
up, are not likely to be replaced. Some older persons, particularly in rural areas,
can keep down their grocery bills by raising part of their food. A number of the
aged can depend in part on their children, at least in emergencies.

These, in brief, are the facts relating to the income position of today's aged
population that you will wish to take into account in your deliberations. In our
opinion they add up to this at the present time:

The great majority of all older people have modest amounts of regular in-
come and other financial resources on which to draw. For the most part, they
manage to get by and maintain their independence on these incomes. Should
they encounter heavy medical expenses, however-an all too likely occurence for
this age group-incomes which have been barely adequate for the usual day-to-
day living costs become totally inadequate. Unless protected by health insur-
ance-and the income data and actual experience clearly indicate that many of
them find they cannot stretch their meager retirement incomes to purchase health
insurance-they may find themselves forced to undergo a means test in order to
receive the medical care they need.

RETIREMENT INCOME IN THE AGGREGATE

I have already commented on the fact that the overwhelming proportion of
all people over 65 now receive retirement benefits through our public programs.
In dollar terms, what is the contribution of these programs in making it pos-
sible for retired persons to share in our national prosperity?

The money income from all sources of the 17 million persons 65 and older is
currently estimated to total in the neighborhood of $32 billion (table 9). Roughly
one-third of this aggregate income of the aged is derived from earnings, a source
that plays no part in the incomes of at least 12 million aged persons and which
plays only a supplementary role for some 3 million others (including wives of
workers). It is significant that the small number of full-time earners-only
about 1V/ million workers-account for almost half of the estimated total earn-
ings of $11 billion.

Of the total income of the aged, the program of old-age, survivors. and dis-
ability insurance alone contributed $8.8 billion: an additional $2.1 billion came
from the retirement systems for Government employees and railroad workers.
Together these social insurance programs provided one-third of the total money
income of the aged population.

SOCIAL SECURITY AMENDMENTS OF 1961

On June 30. President Kennedy signed legislation liberalizing the Social Se-
curity Act in ways that will contribute significantly In improving the income
position of our aged population. Under these provisions, about $815 million
in new or increased benefits will be paid to some 4% million people, most of

2 It is frequently stated that the aged do not reveal all their Income. Income surveys
are characteristically subject to some understatement of amounts received : small or
Irregular receipts may be forgotten and persons with very larce incomes are less likely
to cooperate in household surveys than those with low or moderate Incomes. But both
the rerilaritv in psttern over the past decade and the gradual upward shift give assurance
of the overall validity of the Income data for the aged group as a whole.
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them aged, In the next year. Beneficiaries will also have greater incentive to
supplement their retirement incomes with part-time or occasional earnings.

Despite the criticisms made in some quarters concerning the financing of the
social security program, it should be pointed out that the amendments are de-
signed so as to fully cover the costs of the benefit increases. I would like to have
the Congress get a little credit for this responsible and wise action.

Because of the newness of the amendments, a brief summary is in order.
Benefits will be payable to men at age 62 with reduced benefits for those who

claim them before age 65. It is estimated that 560,000 people will get $440
million in benefits as a result of this change during the first 12 months. Paying
retirement benefits to men at age 62 makes the program more flexible and ef-
fective. Men close to 65 who lose their jobs find it very difficult to get new
ones. While the situation of the older worker is particularly serious at the
present time, the problems encountered by older workers in getting another job
exist even in periods of high employment and despite special efforts to overcome
the barriers that now exist.

The aged widow's benefit will be increased from 75 percent of her husband's
retirement benefit to 82'A percent It is estimated that some 1M2 million widows
will have their benefits increased during the first 12 months of operation under
this change and that the additional benefits paid out during this time will amount
to about $105 million. An increase in the widow's benefit is one of the most ur-
gently needed changes, more than justified by the evidence we have that as a
group widows are among the lowest of our low-income aged as well as by the
simple logic that there is no reason to expect that a widow can get along on
only 75 percent of the benefit her husband had received.

The minimum benefit payable will be increased from $33 to $40. This change
will provide an additional $170 million to an estimated 2.2 million people
during the first year. We know that people now getting benefits at the
minimum are less likely than other beneficiaries to have additional retire-
ment income. Generally they are people who were already old or ill when
the work they did was brought into the social security program and have
thus not been able to build up substantial benefit rights. People qualifying
for benefits in the future will generally get amounts above the minimum because
they will have had more chance to work in covered employment at higher
earnings levels.

The requirement for insured status will be changed so that a worker will
be fully insured if he has one quarter of coverage for every year elapsing
after 1950 (or age 21 if later) rather than one quarter for every three elapsed
quarters. This provision will make the insured status requirements for workers
now at or near retirement age comparable to those that will apply in the
long-run program for workers who attain retirement age in the future. The
change will help many people who were uninsured because the work they
did during their best working years was not covered until they were already
so old that they could not work regularly. Taking into account the proposal
to raise the minimum benefit to $40 and to pay reduced benefits to men at age
62, the total amount that would be payable to these people In the first 12
months would be $65 million.

Another major amendment of concern to older persons is the liberalization
in the retirement test so that $1 in benefits will be withheld for each $2 of
earnings between $1,200 and $1,700, rather than between $1,200 and $1,500.

THE RETmREMENT TEST

The retirement test is one provision in the law which is always subject to
considerable public discussion. It will undoubtedly receive attention during
your consideration. I have therefore provided for the record a detailed analysis
which discusses the pros and cons and traces the development of the retire-
ment test over the years, and presents the alternatives that have been pro-
posed in bills introduced In the Congress, with their estimated costs. May I
urge careful consideration to the costs and effects of these proposals before any
further congressional modifications are made with respect to this provision.

AREAS FOR SPECIAL ATTENTION

Your subcommittee, in focusing on retirement income and the respective roles
of public and private sources now and in the future, Is performing a most
useful service. I would like to point up some areas needing special attention.
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I assume that In your study you will place emphasis on systems, public orprivate, which provide insurance or pension benefits based on past employment.
I urge that the subcommittee also recognize the importance of having adequate
public assistance to backstop the gaps in public and private retirement pro-
grams. There will always be some people who reach age 65 with no insurance
coverage or with inadequate insurance coverage. Our migratory workers are
an example. There are other persons too who have a full-time attachment to
the labor force but whose lifetime earnings are so low or irregular that failure
to qualify for an old-age, survivors, and disability insurance benefit will almost
inevitably result in need for old-age assistance. Furthermore, a benefit level
under old-age, survivors, and disability insurance that is adequate to meet
the needs of the great majority of all beneficiaries will fail to meet the needs
of some.

For these reasons, our Federal-State public assistance programs will con-
tinue to form an essential second line of defense in the provision of income to
the aged. An analysis now underway in the Bureau of Public Assistance makesclear that old-age assistance still falls short of meeting even the most essen-
tial needs recognized under present standards. For July-September 1960, the
total income requirements of the 2.3 million recipients of old-age assistance
were measured at $197 million, an average of less than $86 for the month or
little more than $1,000 a year. Old-age-assistance payments for the month
amounted to $146 million which, when added to the $42 million available tothe assistance recipients from other sources, still left an unmet need of $9million for the month or 4.4 percent of the total. The proportion of unmet need
was highest in the Southern States where total requirements averaged just
under $70 in a month per recipient (table 10).

This measure of unmet need-about $108 million annually-relates only topersons actually receiving old-age assistance and is in terms of need as de-
fined by State standards varying widely as to the level of living provided. Notincluded in this measure is the unmet need of other aged persons who fail to
qualify for old-age assistance because of income just above this level or be-
cause of restrictive eligibility tests, such as the residence requirements thatdisqualify migratory workers and other needy people.

There are many knotty problems in connection with old-age assistance andother aspects of public welfare. The Advisory Council on Public Assistance.
of which I was privileged to be a member, carefully analyzed these problems
and included its recommendations in a report submitted to the Congress onDecember 31, 1959. The Secretary of Health, Education. and Welfare was re-
cently initiated an evaluation of our public welfare programs with a view tomaking recommendations to the Congress next year. In this connection we will
continue our study of the extent to which the Kerr-MAills legislation places
a financial commitment on the Federal Treasury and State governments for
its implementation.

While the 1961 amendments will immediately provide higher benefits for
the most disadvantaged of the aged beneficiaries of old-age, survivors, and dis-
ability insurance, I am sure you will wish to give attention to the important
question of benefit adequacy of the insurance system now and in the future. Inrelation to the general level of benefits, I see two major questions.

First, should the earnings base and maximum benefit be raised? For work-
ers with above average earnings, the relationship of benefits to previous earn-
ings has deteriorated over the years.. In 1939, with a maximum earnings baseof $3.000 only 6 percent of all covered male workers with earnings in four
quarters had earnings above the amount taxable and creditable for benefits.
Twenty years later, with a maximum base of $4,800, half of all male four-
quarter workers had earnings above the maximum. In order not to defeat ourbasic purpose of wave-related benefits, is some adjustment in this maximum
necessary? I believe that study will show this question must be answered
in the affirmative.

The second major question relates to whether we need to redefine the measure-
ment of earnings used in determining the benefit amount. As much as 6 years
of low earnings can now be excluded in figuring the average earnings on which
benefits are based. For the long term, a benefit based on what is in effect arecord of lifetime earnings will fail to take account of the rising level of earn-
ings. Also, workers who are unable to go on working until retirement age
or whose earnings decline in the period before retirement receive benefits thatdo not reflect their normal earnings level. Consideration might therefore be
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given to the possibility of excluding more years of low earnings in computing
benefit amounts.

You wiU also wish to look at special questions of benefit adequacy. The
increases enacted in the amount of the minimum monthly insurance benefit and
in the insurance benefit for aged widows are not as large as the President pro-
posed. We know that aged widows, as a group, are in a relatively poor position
when it comes to making ends meet. They have little income other than their
social security benefits. Almost none of them, for example, are getting private
pensions. Because many of these widows have been on the rolls for long
periods-frequently as wives of retired workers before they were widowed-they
have had more years in which to exhaust savings and other resources put by
for retirement. Women drawing widows' benefits are older on the average than
retired worker beneficiaries, and thus the earnings on which their benefits are
based tend to be further in the past when wage rates were lower. Retired men
or women workers who were on the rolls at the end of 1959 received benefits that
averaged well over three times the average in 1940 when benefits were first pay-
able, reflecting the rise in earnings as well as changes in the benefit formula
(table 11). For aged widows, however, the average benefit was only 279 percent
of the benefit in 1940. Even with the recently enacted increase for widows, the
new average will be barely three times the 1940 average. I therefore suggest
that your subcommittee give special attention to the continuing question of the
adequacy of incomes of aged widows.

The need for periodic scrutiny of the financing of OASDI and the other factors
that, in a dynamic economy, affect the appropriateness of the program was clearly
recognized by the Advisory Council on Social Security in its 1959 report. The
1960 amendments provide for the appointment of an Advisory Council on Social
Security Financing in 1963, 1966, and every fifth year thereafter. The Advisory
Councils will be broadly concerned with the overall status of the OASDI pro-
gram, including coverage, adequacy of benefits, and all other aspects as well
as the status of the trust fund.

The whole area of private pension plans will undoubtedly claim much of your
attention during your deliberations. And properly so, because of the importance
of this segment of retirement income in achieving economic security in old age.

I think it is reasonable to say that a retired worker who receives both a social
security benefit and a private retirement pension is in pretty good shape finan-
cially. Currently, however, no more than 1% million retired people (fewer than
1 out of every 13 people over 65) are in this favored position.

Pension plans have expanded rapidly since 1950 when pensions became a
prime objective of collective bargaining. Some 20 million workers, including
most production workers, are now covered by these plans. Because much of this
coverage is of relatively recent origin, the full potential of private pension plans
in providing retirement income lies largely in the years ahead.

Further expansion of pension-plan coverage depends in large part on whether
effective arrangements can be worked out for covering workers in small firms.
Bnt perhaps even more important in achieving the potential of private pension
plans is the expansion of arrangements for preserving earned pension rights
during job shifts or when companies relocate, consolidate, or go out of business,
or automate and reorganize.

You will therefore want to look behind the figures on number of workers
covered to ask how many of them will actually receive pensions on retirement.
Under the provisions as to eligibility and portability that existed several years
ago, it was estimated that upward of half the workers nominally covered would
never actually realize any retirement benefits from their coverage. Since then,
vesting provisions have increased and there are indications that this desirable
trend will continue.

Predictions as to the number of workers who will receive both social security
benefits and private pensions have an important bearing on your deliberations.
If-in the foreseeable future-only a small minority of our aged population will
be able to count on income from private pensions plans, we must continue to put
prime reliance on the old-age, survivors, and disability insurance benefit for
assuring adequate income after retirement. Our concept of a reasonably adequate
benefit level under the governmental program is thus colored by the assumptions
we make as to the future role of private pension plans and of individually pro-
vided resources in the total income picture of retired people.

I believe we can and must continue to improve the retirement income of our
aged. I believe we can do so in a sound and practicable manner. As we look
ahead to the future, we can take pride in the responsible manner in which
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Congress has legislated in this field. It has created a financially sound mecha-
nism in our social security program on which the Congress can reliably build.As our gross national product increases during this coming decade we can im-
prove the economic status of the aged without adversely affecting the incentives
of the currently productive population.

You have asked me to present the basic introduction to the financial status ofour aged population as a background for your analysis of retirement income
problems. As you pursue these inquiries, the Department of Health, Education,
and Welfare will be most happy to provide all possible cooperation in the Im-
portant task of improving the economic status of our aged.

TABLE 1.-Age and sear of persons aged 65 and over in the United States,'
1960 and 1950

1960 1950 Percentage increase,
1960 from 1950

Total Male Female Total Male Female Total Male Female

Total - 16,559,580 7,503,097 9,056, 483 12,294, 698 5.812, 691 6,482,007 34. 7 29.1 39. 7
65 to 69 - 6,257,910 2,931,088 3,326,822 5,013,490 2,431,035 2,582,455 24.8 20.6 28.870 to 74 - 4, 738, 932 2,185,216 2, 53, 716 3,419,208 1, 633, 382 1,785,826 38.6 33.8 43.0
75 to 79 31579.927 1,3593424 914.S34 }3, 284,061 1,510, 794 1, 773,267 41.1 34.0 47.1
85 and over - 929,252 362,276 566,979 577, 939 237, 480 340, 459 60.8 52.6 66. 5

I Includes Alaska and Hawaii in 1950 as well as 1960.

Source: Bureau of the Census, 1960 Census of Population, advance reports, PC (A2)-1 (Mar. 31, 1961).

TABLE 2.-Percent of persons aged 65 and over in the labor force, by age, sea,
and marital status, in the United States, March 1960

[Noninstitutional population]

Sex and marital status Total aged Aged 65 to 69 Aged 70 and
65 and over over

Mfen, total -31.8 45.5 23.2

Married, spouse present -37.1 48. 4 27. 9Single -24.3 34.1 19.5Other marital status -18.2 32.2 14.3

Women, total ------- 10.1 17.5 5.9'

Married, spouse present -59 8.8 2. 9
Single -statu 21.6 42.0 12.1Other marital status -------------------- 11.0 22.9 6. a

X 10 States and the District of Columbia.

Source: Jacob Schiffman, "Marital and Family Characteristics of Workers, March 1960," Monthly LaborReview, Preprint No. 2364 (April 1961), table B.

I
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TABLE 3.-Extent of work experience during the Vear for persons aged 65 and
over in the United States,1 by sex, 1959 and 1950

[Noninstitutional population]

Extent of work experience 1950

Men Women Men Women

Total percent - 100.0 100.0 100.0 100.0

Worked at full-time jobs: '
50 to 52 weeks -42. 5 25.2 52.3 29. 7
27 to 49 weeks -11.7 10.8 15.1 11.1
I to 26 weeks ---- 11.2 9.6 9.1 12.0

Worked at part-time jobs 2 ------- 34.5 54 4 23.5 47.4

Percent of population with work experience during year -42.4 13. 9 49.3 11.8

I Excludes Alaska and Hawaii.
2 A person is classified as having worked at part-time jobs during 1959 if be worked at jobs that provided

less than 35 hours per week In a majority of the weeks in which he worked . He is classifed as having workedat full-time jobs if he worked 35 hours or more per week during a majority of the weeks In which he worked
in 1959.

Source: Sophia Cooper, "Work Experience of the Population in 1959," Monthly Labor Review, Decem-ber 19060, table 6.

TABLE 4.-B8timated number of persons aged 65 and over in the United States'
woith money inconte from employment or social insurance, December 1960, by
sex, and June 1950

[in thousands]

December 1960 June 1950

Type of money income Total Total
Men Women

Number Percent Number Percent

Total population aged 65 and over- 16,960 100.0 7,690 9,270 12,270 100.0
Employment or social insurance or both 13,570 80.0 6,880 6,690 6,390 52.1

Employment -4,110 24. 2 2,330 1, 780 3,930 32.0

Earners ------------------------------ 3,220 19.0 2,330 80 3,000 24.4
Nonworking wives of earners -890 5.2 -------- 890 930 7.6

Social insurance (retirement and survivor)
benefits 2 -12, 010 70.8 5,770 6,240 2,740 22.3

Old-age, survivors, and disability
insurance -10,820 63.7 5,190 5,630 2, 090 17.0

Railroad retirement -650 3.8 330 320 360 2.9
Government employee retirement 1,020 6.0 510 510 350 2.9

I For 1960, the 50 States, the District of Columbia, Puerto Rico, and the Virgin Islands; for 1950, conti-
nental United States.

XPersons with income from more than 1 of the programs listed are counted only once. Estimates of women
with benefits under the Government employee programs inelude estimated number of beneficiaries' wives
not in direct receipt of benefits.

Source: Social Security Bulletin, January 1961 and July 1961.

73207-61-2



14 RETIREMENT INCOME OF THE AGING

TABLE 5.-Estimated number of persons aged 65 and over in the United States'
with money income from employment or public programs, December 1960

[In thousands]

Total
Type of money income l Men Women

Number Percent

Total population aged 65 and over -16,960 100.0 7,690 9,270

Employment, total 2_ _-________________________________________ 4,110 24.2 2,330 1,780

Employment and no income from public programs 1,160 6.9 8150 310
Employment and social insurance benefits - -2, 550 15.0 1,220 1,330
Employment and payments under other public programs 400 2. 3 260 140

Social insurance (retirement and survivor) benefits, total 3 4 12, 010 70.8 5, 770 6,240
Benefits and no earnings or veterans' or public assistance

payments -7,700 45.4 3,560 4,140
Benefits and veterans' payments -- 1,020 6.0 680 340
Benefits and public assistance -740 4.4 310 430

Veterans' pension or compensation, total 4 1, 670 9.8 990 680
Veterans' payment and no earnings or social insurance ' - 340 2.0 110 230

Public assistance, total 5 
- 2,410 14.2 830 1,580

Public assistance and no earnings or payments under other
public programs -1,560 9.2 450 1,110

No income from employment or public programs -1, 490 8.8 250 1,240

I The 50 States, the District of Columbia, Puerto Rico, and the Virgin Islands.
2 Includes 3,220,000 earners and an estimated 890,000 nonworking wives of earners.
' Includes persons with income from 1 or more of the following sources: old-age, survivors, and disability

insurance, railroad retirement, and Government employees retirement (see table 1). Excludes persons
with benefits under unemployment or temporary disability insurance or workmen's compensation programs.

' Includes estimated.number of beneficiaries' wives not in direct receipt of benefits.
5 Includes a small number receiving supplementary public assistance.
6 Old-age assistance recipients and persons aged 65 and over receiving aid to the blind or to the perma-

nently and totally disabled, Including a small number receiving vendor payments for medical care but no
direct cash payment (either under old-age assistance or medical assistance for the aged).

Source: Social Security Bulletin, July 1961.

TABLE 6.-Persons aged 65 and over receiving OASDI, OAA, or both, per 1,000
aged population, by region and State, March 1960 and 1950

Number per 1,000 aged population receiving-

1960 1950
Region and State

OASDI, Both OASDI, Both
OAA, OASDI OAA, OASDII OAA OASDI

or both and or both and
OAA2 OAA3

Total (including
Puerto Rico and the
Virgin Islands)

United States 4

New England -741
Maine ------- 7------ 761
New Hampshire 742
Vermont -- 741
Massachusetts 738
Rhode Island -- -- 765
Connecticut -- 727

Mideast -692
New York -- 697
New Jersey 711
Pennsylvania -- 700
Delaware -- 686
Maryland -- 616
District of Columbia ---- 521

Great Lakes -- 721
Michigan -- 761
Ohio - - 715
Indiana - - 731
Illinois - - 690
Wisconsin -- 739

See footnotes at end of table, p. 15.

716 615 142 401-I-I-

7161 616 141 41 366 164 224 22

681
693
697
657
667
722
693

661
665
688
668
661
584
489

660
696
644
664
634
677

110
110
72

130
139

75
60

45
49
34
44
36
42
45

86
97

100
63
76
89

50
42
27
46
68
32
26

14
17
11
12
11
10
13

25
32
29
16
20
27

377
341
334
316
405
403
338

293
295
290
314
255
234
174

336
374
350
291
330
307

238
208
225167

236
286
258

213
211
237
221
198
168
131

170
190
190
165
179
158

17b
158
128
170
214
146
108

92
96
62

106
65
73
49

177
216
179
144
169
169

36
25
19
21
45
29
28
12

12
9

13
8
7
6

20
32
19
14
18
20
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TABLE 6.-Persons aged 65 and over receiving OASDI, OAA, or both, per 1,000
aged population, by region antd State, March 1960 and 1950-Continued

Number per 1,0(

1960
Region and State

OASDI. I
OAA, OASDIX OAA 0.

or both 0

Plains .
Minnesota .
Iowa .
M issouri
North Dakota
South Dakota
Nebraska .
Kansas ---------------

Southeast
Virginia
West Virginia
Kentucky
Tennessee
North Carolina
South Carolina
Georgia
Florida
Alabama .
Mississippi .
Louisiana .
Arkansas --.-----------

Southwest .
Oklahoma
Texas ----------------
New Mexico
Arizona

Rocky Mountain
Montana
Idaho -----------------
W yoming ---------------
Colorado
Utah .

Far West
Washington
Oregon
Nevada
California
Alaska
Hawaii .

Puerto Ri5o 6________________
Virgin Islands .

709
706
691
747
695
715
677
688

734
631
745
746
697
726
733
758
686
807
813
797
773

724
761
725
652
666

717
700
738
676
727
714

709
760
752
632
695
749
675

743
725

600
608
613
583
596
617
606
598

550
585
642
589
538
594
531
480
601
511
497
429
533

499
486
498
480
558

591
627
650
595
545
615

615
654
692
566
598
574
634

420
453

150
134
106
232
12.5
126

92
119

231
51

114
193
179
156
217
333
126
378
421
517
284

296
362
297
209
155

198
107
127
127
299
132

174
178

93
143
186
268

51

323
272

D0 aged population receiving-

1914

Both OASDI,
ASDI OAA. OASDIX
and or both
AA'

41 317 105
36 309 117
28 262 97
68 411 124
26 229 48
28 271 58
21 254 85
29 286 100

47 425 108
5 207 121

11 362 173
36 360 105
20 354 91
24 358 105
15 435 91
55 517 93
41 419 163
82 491 107

105 450 54
149 738 104

44 4S6 78

71 503 87
87 575 78
70 493 86
37 371 76
47 398 138.

72 408 127
34 330 116
39 353 115
46 345 132

117 492 132
33 356 134

60 434 196
72 487 200
33 354 206
77 354 164
89 437 194
93 441 149
10 309 201

( 3 -- I---- ---------
-- - - -- - -- - -

I State data estimated for 1950 from distributions for December 1949 and June 1950; for 1960, from dis-
tributions for December 1959 and June 1960.

2 Data for February or March 1960.
0A Estimated by applying to the OAA caseload for March 1950 the September 1950 proportion of the total

OAA caseload that was receiving both OASDI and OAA.
'Includes Alaska and Hawaii for 1950 as well as for 1960.
& First included under public assistance in October 1950; under old-age, survivors, and disability insur-

ance in January 1911.
* Fewer than 50 recipients.
Source: Social Security Bulletin, July 1961.

Both
OAA OASDI

and
OAA'

232 20
208 10
181 16
319 32
187 6
221 8
183 14
201 15

334 17
90 4

194 5
266 11
271 8
264 11
355 11
449 25
287 32
399 15
410 5
695 61
424 16

441 25
521 24
433 26
305 10
292 32

311 30
232 18
262 24
236 23
402 42
241 19

288 50
343 56
177 29
236 46
295 52
330 38
118 10

D

]
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TABLE 7.-Percentage distribution of persons aged 65 and over by total money
income in 1950 and 1960, by sew

[Noninstitutional population of the United States]

Total Men Women
Money income class -

1950 1960 1 1950 1960 1950 1960

Total percent --------------- 100. 0 100. 0 100.0 100.0 100.0 100.0

Less than $1,000 -74.1 . 52.7 55.5 27.1 90.5 73.9

Zero ------------ 29.2 14.5 10.1 3.6 46.1 23.6
$1 to $499 -24.5 11.7 23.1 5.5 25.8 16.8
$500 to $999 ----- --------- 20.3 26.5 22.3 18. 0 18.6 33.5

$1,000 to $1,999- 11. 7 23. 7 18.2 32.0 6.0 16.8

$1,00 to $1,499 -7.5 15.3 11.0 20.1 4.3 11.2
$1,500 to $1,999------------------------------------ 4.3 8. 4 7.2 11.9 1. 7 5.6

$2,000 to $2,999 ------------ - 6.9 10.2 12.4 17.3 2.0 4.5
$3 000to $4,999 -4.6 7.2 8.7 11.8 .9 3.4
$5,000 or more -------- 2. 7 6.3 15.1 11.8 6 1. 7

Median income for-
All persons -. ---------- $420 $950 $880 $1, 620 $80 $640

In 1960 dollars - 20--1,080 -- 100
Income recipients-770 1,150 990 1,690 530 820

In 1960 dollars ------- 940 -- 1,210-- 650
Year-round full-time workers ------------------- (2) (2) (2) 4,120 (2) 2,840

In 1960 dollars -(2) -------- (2) ........ (2) --------

1 The 1960 distributions for men and women were combined using population figures estimated in the
Social Security Administration, Division of Procram Research, by updating the 1960 Decennial Census
counts after adjustment to exclude an estimated 540,000 institutional inmates. The Census Bureau has
not yet released estimates for aged persons In the noninstitutional population as of spring 1961, when the
income data were collected.

2 Not available.

Source: Bureau of the Census, current population reports, "Consumer Income," series P-0, Nos. 9
and 36; for 1960, percent of men and women with zero income made available in advance of publication.

TABLE 8.-Family income by age of head, 1958

Median income per family

Age of head_
Total Per capita I Per equiva-

lent adult 2

25 to 34- $5,207 $1,270 $1,680
35 to 44- 5, 704 1, 30 1,630
45 to 54 -5, 738 1,550 1, 740
55 to 64- 5,153 1,780 1,840
65 and over -2,666 1,030 1,070

I Median income divided by mean family size.
2 Children under 13 years assumed to be equivalent to half an adult while older children are counted as

adults.
Source: "Background Paper on Income Maintenance," White House Conference on Aging, p. 14; based

on publications of the U.S. Bureau of the Census, series P-20, No. 88, table 6 for persons per family; series
P60, No. 33, table 4, for median incomes per family.
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TABLE 9.-Batimated money income received in 1960 by persons aged 65 and
over from public programs, employment and private pensions

[in billionsi

Source Amount

P u blic ------------------------------------------------------------------------------------- $ 14.0
Social insurance (monthly retirement and survivor) benelits - -10.9

OASDI --------------------------------------- 8. 8
Railroad retirement and Giovernment employees' retirement - - 2. 1

Veterans' compensation and pension--1.1
Public assistance --------------------- ----- 2. 0

Private ---------------------------------------- (2)
Private pension plans and invidiaul annuities -- 1.7
Employment -- 11.0
Other -(-)

I Residual: includes interest, uividends, rents, and contributions. Based on the rough estimated total of
$32 billion, this residual would be something over $5 billion, bringing the total from private sources to an
estimated $18 billion.

2 Not available.
Source: Social Security Administration, Divisioii of Program Research.

TABLE 10.-Old-age asai8tance: Recipients, payments, requirements and unmet
need by region, for 1 month, July-September 1960

[Dollar amounts in thousands]

Available income I Unmet need

Number Require- Net asa Income
Region of ments Supple- other in kind As per-

recipients Total OAA mentary than with Amount cent of
payment GA assist- money require-

payment anee value ment
assigned

All United
States ' -- 2, 297,700 $197, 011 $188, 303 $146,015 $292 $40, 136 $1, 868 $8, 708 4. 4

Northeast - 266,900 28,475 28,389 21,994 0 6,319 76 84 3
North Central ----- 530 200 45 025 43 098 34 071 39 8,861 125 1,928 4.3
South -1,093,900 74, 802 70,197 55,785 123 13,225 1,069 4,602 6. 2
West ------------- 422,600 48, 465 46, 374 33,976 124 11,684 590 2,092 4.3

I Excludes cash income allocated to dependents and income in kind with no money value assigned.
2 Total Includes Alaska and Hawaii, not represented in regional totals.

Source: Social Security Administration, Bureau of Public Assistance.
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TABLE 11.-Old-age, survivors and disability insurance: Average monthly bene-
fits in current payment status at end of year, 1940-60, for selected groups of
aged benefioiaries

Average monthly benefit for selected family groups

Calendar year Retired worker alone Retired
worker and Aged widow
aged wife

Male

1940 ------------- - --------- ----- $22.80 $18.40 $36. 40 $20.30
1941 - - - - - 22.90 18.50 36.30 20. 20
1942 --- 23.30 18.70 36. 80 20. 20
1943 - - - - - 23.80 19.10 37.50 20. 20
1944 24.10 19.30 37. 90 20. 20
1945 - - - - - 24. 50 19.50 38.50 20. 20
1946 ------------------------ 24.90 19.60 39.00 20. 20
1947 - - -- 25. 30 19. 90 39. 60 20.40
1948 - - - - - 25. 80 20.10 40.40 20. 60
1949 - - - - - 26.50 20. 60 41. 40 20. 80
1950 _------- - - -- 44. 60 34.80 71. 70 36.50
1951 ---------------------------- - 43. 20 33.00 70. 20 36.00
1952 - - - - - 50.70 39.10 81.60 40.70
1953 - - - - - 52. 90 40.60 85. 00 40.90
1954 - - - - - 61. 60 47.00 99.10 46.30
1955 _------_----------- - - - 64.60 49.80 103.50 48. 70
1956 - - - - - 66.10 51.10 105.60 50.10
1957 - - - - - 68.30 52. 20 108.40 51.10
1958 1---------------- - - 70.70 53.50 111.20 51.90
1959 - - - - - 78.00 58. 70 121.60 56.70
19602 -- -- ------------ 79.20 59.30 123.40 57. 20

X End of November.
2 End of June.

Source: Social Security Administration; monthly Social Security Bulletin, its annual statistical supple-
ment, and unpublished reports.

BASIS AND BACKGROUND OF THE RETIREMENT TEST UNDER THE OASDI SYSTEM

(By Robert J Myers')

The Social Security Act provides a test on earnings, so that retirement, de-
pendents', and survivors' benefits are not payable to eligible persons under age
72 who are engaged in substantial employment. After a beneficiary attains age
72, the retirement test is no longer applicable. The test has been the subject of
discussion ever since the enactment of the Social Security Act.

PHILOSOPHY OF TEST

Probably the major reason for the retirement test is that the program is de-
signed to provide social insurance against presumed loss of earnings due to retire-
ment from employment rather than, like private insurance, to provide annuities
at a prescribed fixed age.

Closely related to this reason is the cost element. If benefits were payable
automatically on attainment of the minimum retirement age of 62 specified in the
law rather than only on retirement at such age or later, the increased cost
would be close to 1 percent of taxable payroll on a level-premium basis. Accord-
ingly, if there were no retirement test, alternatives would have to be considered,
such as increasing contribution rates, raising the minimum retirement age, or
lowering the general benefit level. None of these alternatives seems desirable.

In addition, there is no social necessity for paying benefits to individuals who
have substantial earnings, although there may be reasons for paying partial or
full benefits to those in part-time or low-paid employment. It is here that the real
problem exists.

Still another argument in favor of the retirement test has been presented in
the past, Under certain economic conditions payment of benefits automatically,
without a retirement test, might depress wage scales because beneficiaries might
be willing to take lower wages if they also had their benefits.

1 Chief Actuary, Social Security Adminlistratlon, Department of Health, Educatlon, and
Welfare.
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ARGUMENTS POPULARLY ADVANCED AGAINST RETIREMENT TEST (AND THEIR
REBUTTALS)

The preceding section has demonstrated the reasons for a retirement test in
the old-age, survivors, and disability insurance system. Despite these points, a
number of arguments have been advanced against the retirement test. This sec-
tion will set forth these arguments and will then give the rebuttals to them.

One argument often advanced is that benefits are inadequate, and therefore
retired beneficiaries should be permitted to work and earn above $1,200 so as
to have enough total income to live on. One fallacy in this argument is that if
the benefits, along with $1,200 of earnings, are inadequate for beneficiaries who
are able to work, then how can beneficiaries who are unable to work-the vast
majority of the beneficiary roll-get along merely on their benefits? Certainly,
if this is the case, the first need is to increase benefits for those who are unable
to work and for those who are able to work and earn only small amounts. More-
over, there is the problem that if the retirement test were eliminated so that
retired beneficiaries wbuld be free to supplement their benefits as much as pos-
sible, then benefits would be paid to individuals in their normal, lifetime career
jobs merely because they attain retirement age without actually being at all
retired. It is, of course, impossible in a nationwide system covering almost all
employment in the country to define retirement from one particular job and to
distinguish between a person of eligible age who is working on one job as against
one who is working on another job that he might just recently have acquired.

Somewhat related with the previous argument is the one that is often advanced
to the effect that the retirement test prevents people from working. On the
whole, this is not so because generally the individual will have more income from
working than he will have from the combination of benefits and any amount of
earnings that are exempt from the application of the retirement test. This is
particularly so in connection with the retirement-test provisions of the 1960 and
1961 amendments. Also, there is no legal provision in the retirement test that
forces people to quit their jobs, even though any test undoubtedly serves to dis-
courage beneficiaries from engaging In productive employment. Furthermore, a
retirement test is probably a universal provision in all private pension plans.

Another somewhat related argument is that it is unfair to allow beneficiaries
to have unlimited amounts of unearned income such as private pensions, indi-
vidual annuities, income from insurance policies, rents and royalties, and invest-
ment income, and still receive full benefits, while for other beneficiaries the bene-
fits are reduced for earned income above $1,200 a year. At first glance, this
would seem to be putting a penalty on earned income and a premium on unearned
income. But on fuller examination of the matter, this argument falls by the
wayside since it would run contrary to the spirit and practive of social insurance
to introduce such a test on unearned income because then the system would de-
teriorate into a means test program. Rather, the purpose of the social insurance
system is to provide a floor of protection upon which group and private economic
security can be built. In other words, the individual knows that, upon substan-
tial retirement, he will get his old-age insurance benefits and will be able to sup-
plement them with his various forms of savings. To do otherwise would have a
very serious and damaging effect on all forms of private savings.

Still another argument claims that the beneficiary has "bought and paid for
his benefits" because he may have been contributing for as much as 24 years.
In actuality, however, a person who has had the maximum covered earnings
for the period 1937-60 has contributed only $1,290 (and his employer, a like
amount). This represents, at most, only about 1 year's benefits payments for
a retired worker without dependents so it is quite obvious that no person has
anywhere nearly "bought and paid for his benefits." In fact, actuarial calcula-
tions indicate that, at most, the maximum proportion of benefits that have been
paid for by an individual's contributions is now about 10 percent, and in many
cases of beneficiaries now on the roll, this proportion is less than 1 percent.

Finally, the argument is occasionally made that eliminating the retirement
test will not result in any additional cost to the system. It is claimed that
the system profits from every benefit withheld because of the retirement test.
However, in actuality, the cost estimates for the system-and the contribution
schedule in the law, which is based on these estimates-take into account the
various probabilities of delayed retirement.

Somewhat related to the foregoing argument is the claim that raising the an-
nual exempt amount from $1,200 to a somewhat higher figure will not have
any adverse cost effect, but rather will be favorable. It is claimed that indi-
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viduals holding their earnings to $1,200 a year will then raise them to the
higher exempt amount so that there will be more tax income to the system and
at the same time, no more benefits will be paid out (since in both instances
all 12 months' benefits will be paid). It is, of course, quite true that in this
instance there would be no adverse cost effect. What is ignored, however, is
that there are many other cases that would far more than offset this one.
Thus, there are those cases where individuals have earnings well above $1,200
and would under the new exempt amount either receive partial benefits (whereas
on the $1,200 basis they would get none) or else they would get larger partial
benefits. In fact, some individuals might actually reduce their earnings to the
new higher exempt amount so as to receive full benefits for the years, whereas
on the former basis they would receive either no benefits or only partial ones.

HISTORY OF RETIREMENT TEST

The retirement test has been changed many times over the years by legisla-
tion. Following is a historical summary of its development.
(a) The 1935 act

A test of retirement was implicit in the original Social Security Act. The
law stated that, for any month in which the individual received covered wages
from "regular employment," monthly old-age benefits would not be paid. Regu-
lar employment was not specifically defined, however (the law was amended
before monthly benefits became payable).
(b) The 1939 act

The 1939 amendments permitted payment of benefits if the beneficiary had
earnings in covered employment of no more than $14.99 a month.2 The test
was on an "all-or-none" basis; earnings of $14.99 or less did not affect payment
of the full benefit, but earnings of even slightly more than this amount meant
that the entire benefit for the month was lost.
(c) The 1947 Advisory Council

The amount of earnings permitted by the retirement test was still set at
$14.99 a month when the 1947 Senate Advisory Council on Social Security was
considering the general subject of old-age and survivors insurance.' Because
of changes since 1939 in the wage level and other factors, it was generally
agreed that this amount was too low. Furthermore, there was the important
question of working out a more equitable basis for the test than the all-or-none
basis and one that would also be reasonably simple to administer. The Ad-
visory Council stated that modification was necessary so that beneficiaries
should not have their total income reduced because of work.

One possibility considered was the general principle of a "one-for-one" reduc-
tion. Full benefits would be paid if earnings were a specified amount or less,
while if earnings were larger, the benefits would be reduced by the amount of
the difference. Operation on this principle would permit a smooth transition
between part-time employment and full-time employment. Individuals earning
more than the amount permitted for payment of full benefits would thus, within
a certain range, maintain their total income from benefits and earnings com-
bined, instead of having a reduction in total income as under the all-or-none
retirement test. The Council recognized, also, that minor modifications would
be necessary to facilitate administration to some extent, since month-by-month
adjustments and calculations would be costly to make, and it recommended
quarterly adjustments.

Specifically, the Advisory Council recommended setting the exempt amount in
the retirement test at $35 a month. Just as under the all-or-none test, benefits
would be paid for any month in which earning were $35 or less and would be
suspended for any month in which earnings exceeded $35. For beneficiaries who
had one or more benefits suspended in a given quarter. the following procedure
would be used to determine the amount of the quarterly adjustment. The bene-
ficiary would furnish a statement showing his earnings in each of the 3 months
of the quarter. Then, when the employer's quarterly tax return was received.

2 In determining earnings from covered employment for purposes of the retirement test,
the effect of the maximum on taxable and creditable wages ($3.000 a year) was diM-
regarded. Thus. if an individual earned the maximum amount in the first 6 months of a
calendar year. any subsequent earnings in that year would nevertheless be counted In
applying the retirement test.

8 The earlier Senate Advisory Council (1937) had made no recommendation about the
retirement test.
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the beneficiary's statement would be checked against it. If there were reason-
able agreement, for each month that benefit suspension occurred the adjust-
ment amount would be computed. This amount would consist of any difference
between his benefits (including any supplements for dependents) and his actual
earnings in excess of the exempt amount of $35. The adjustment amounts for
the 3 months of the quarter would then be payable in a lump sum.

As an example of how the Advisory Council proposal would operate consider
the case of an individual with a total monthly benefit of $60 who has wages of
$50, $25, and $100 for the 3 months of a given calendar quarter. In the first
and third months, the benefit check would have been withheld because earnings
were in excess of $35. The amount of the adjusted benefit for the first month
would be $45-the $60 benefit minus $15, the amount by which his $50 earnings
exceeded the $35 exempt amount. There would be no adjusted benefit for the
third month, since the earnings of $100 exceeded the exempt amount of earnings
by more than the amount of the benefit.

The Advisory Council recognized that some modifications would have to be
made for the self-employed since their earnings would be reported annually.
No specific proposals, however, were presented for this group.

Another recommendation made by the Advisory Council was that the retire-
ment test should not apply to beneficiaries aged 70 or over. It was recognized
that this provision would involve some significant increase in cost but not nearly
so much, of course, as if the test were completely eliminated. In essence then,
the proposal was a compromise with those persons who held that the test was
a restriction on their activity and who considered the benefits as something that
they had paid for and that therefore should be payable automatically as an an-
nuity, at age 65. Furthermore, the elimination of the test for persons aged 70
or over would be attractive particularly to farmers and the professional self-
employed (for whom the Advisory Council recommended coverage), since it had
been argued that generally these groups "never retire."
(d) 1950 act

The 1950 amendments raised from $14.99 to $50 a month the amount of earn-
ings permitted under the retirement test, with no restrictions for workers aged
75 or over. The test remained on an all-or-none basis for wage earners. For
the self-employed, who were brought into coverage by the 1950 amendments and
who report their earnings annually, a "unit-reduction" procedure was adopted.
Benefits were not withheld if the covered self-employment earnings reported for
the year were $600 or less, but 1 month's benefit was withheld for each $50 (or
remaining fraction thereof) of the amount in excess of $600.

The test of substantial retirement was thus applied differently for wage earn-
ers and the self-employed, but for both it related only to earnings In covered
employment.' If a worker earned covered wages of more than $50 In a month,
his benefits and those of his dependents were suspended for that month. A
month-by-month suspension of benefits was not feasible for self-employed per-
sons, who are generally able to determine their net earnings only on a taxable-
year basis. Self-employed persons were therefore considered retired if, through-
out the year, their covered self-employment earnings were not more than $600
(12 times $50). For each unit of $50 or fraction thereof that is in excess of
this amount, the beneficiary lost 1 month's benefit for himself and his dependents.
When an individual eligible for benefits for all 12 months of a year had self-
employment earnings of $601 to $650, for example, only 11 months' benefits were
paid; when such earnings were $651 to $700. only 10 months' benefits were paid:
and so on until, when earnings were $1.001 to $1.050. only 1 month's benefit was
paid. The number of the monthly benefit deductions could, however, never
exceed the number of months during which the person was substantially self-
employed.5 In addition, withholding of benefits for wages and for self-employ-
ment earnings could not take place concurrently. A person with self-employ-
ment earnings of $625 in a year and wages of more than $50 in 1 particular
month would have 2 months' benefits withheld unless he engaged in substantial
self-employment only in the month in which he earned the wages.

4 Since earnings received for employment outside the United States were "covered earn-
Ings" only when received for servic on an Amrican ship or airplane (In certain circum-
stances) or when received by an American citizen from an American employer, beneficiaries
could. engage in substantial employment of most kinds outside the country and not be
affected by the retirement test.

5 Regulations are prescribed for determining whether an Individual has rendered sub-
stantial' services.
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The test had a double-exemption feature in that it applied separately to wages
and to self-employment earnings for persons who have both. An individual with
self-employment earnings of $500 in a year and with wages of $50 or less in sev-
eral, or even all, months would not have any benefits withheld.
(e) 1952 act

The 1952 amendments did not change the basic nature of the retirement test
in any way but rather merely increased the monthly amount of exempt wages
from $50 to $75, the annual amount of exempt self-employment from $600 to
$900, and the self-employment units from $50 to $75.
(f) Necessity for change in 1950 act basis

Under the retirement-test provisions in the 1950 act, as modified by the 1952
net, a number of situations occurred-particularly for wage earners-that
aroused considerable criticism. A retired wage earner who made more than $75
a month, but not as much as $75 plus his benefit amount, had a particualr prob-
lem. If, for example, a man's primary insurance amount was $60, and he had a
-wife aged 65 or over, the benefit for the couple was $90. In the month that his
beneficiary had earnings of $75, he would have available a total income of $165.
If he earned $80, he lost his own benefit and his wife's benefit and had only the
8S0 from his work. The problem became less acute for him, of course, as his
earnings approached the amount of his benefits plus $75. In actuality, most
beneficiaries who worked and were affected by the retirement test earned sub-
stantially more than their withheld benefits plus the $75 exempt amount.

There was also a problem for the beneficiary who worked only occasional
months at wages that, while moderate, were more than $75 and who thus lost
benefits for such months. He was, in fact, substantially retired, certainly to the
same extent as a $75-a-month. 12-month worker, who perhaps had been able to
adjust his wages downward so that he could receive benefits in all months.

Self-employed beneficiaries did not have the same problem because the retire-
ment test operated differently for them. They had an undue advantage, more-
over, when they had-wages as well as self-employment income, since then the
double-exemption feature applied.
. Another inequity existed because the retirement test applied only to covered
employment. Thus. individuals engaged full time in noncovered employment, and
by no means retired, could at the same time receive full benefits. One illustra-
tion is the case of a civil engineer who worked for a number of years as an em-
ployee of.a construction company but who became a partner in a consulting engi-
neering firm a few years before reaching age 65; he was thus paid old-age
benefits when he reached that age since he was not engaged in covered employ-
ment. Still another example is a Canadian who commuted to work in the anto-
mobile factories in Detroit but who, upon reaching age 65 terminated that
employment and began working in a garage in Canada. Since this foreign
employment was not "covered," he received his full benefit even though he was
not retired.
* Before the 1954 amendments. noncovered employment (for which earnings

reports are. not available through the collection of contributions) was not
counted in the operation -of. the retirement test, principally because of the
administrative problem involved under the limited coverage of the system.
With the.i'irtually universal coverage achieved by the 1954 amendments, these
problems were much smaller.

(g) 1954 act
The law as amended in 1954 provided for the payment of benefits to a person

who has insured status and who is aged 6f5 to 71. inclusive, only if he is substan-
tially retired. and it provided for payments to his eligible dependents if they do
not have substantial employment. After the worker reaches age 72. he receives
his benefits regardless of his retirement: the dependent's benefits are suspended.
however If the dependent Is under age 72 and is substantially employed. Survivor
beneficiaries must also meet the retirement test. but here the test applied to
each Individual separated. Thus. if a widow entitled to mother's benefits en-
gages in substantial employment. benefits are continued to the eligible children. 6

8 f the family Includes a larre number of children (four or more). employment of the
wid-wed mother will rot reduce total family benefits. Tn "uch instances the family
masxmunm benefit provisions are aPplicable. and so the same total I1 Paid whether only the
ehilirren's hen-fits are in eurrent-pavment status or whether benefits for the widow and
children are all in current-payment status.
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The retirement test logically applied to earnings in all types of employment in

the United States (including Alaska, Hawaii, Puerto Rico, and the Virgin
Islands), as well as in covered employment outside the United States. ' Logically,
also, a single test that combines earnings of all types is applied rather than
separate tests for wages and self-employment income. In addition, under a
special provision that applies only to noncovered earnings outside the United
States, benefits are suspended for every month during which the individual en-
gages in noncovered remunerative activity on seven or more calendar days.
This type of provision-on a monthly basis and without a monetary amount-
was necessary for administrative reasons and because of the differences in wage
scales between this country and other countries. An amount of earnings that
might indicate effective retirement in the United States would be full-time earn-
ings in various other countries.

The annual exempt amount of earnings was set at $1,200. When earnings are
in excess of this amount, 1 month's benefit can be withheld for each excess of
$80 or fraction thereof. No benefits, however, are suspended for any month in
which the individual does not have wages of more than $80 or in which he has
not rendered substantial service as a self-employed individual.

Perhaps the best way to consider the operation of the retirement test under the
1954 act is in two steps. First, the total earning for the year must be considered
and the maximum number of deductions determined. If, for example, such earn-
ings total $1,400, the deductions will be for a maximum of 3 months, since the
excess of $200 represents three "$80 units of excess earnings."

The second step is to consider the number of months in the calendar year for
which deductions can be made because the individual earned more than $80
in wages or rendered substantial self-employment service. If the number of
these potentially deductible months equals, or is greater than, the number for
which deductions would be made under step 1, then the maximum determined
under the first step is applied. If the number of potentially deductible months
is smaller, the deductions for only that number of months are made. If, in the
illustration above, the individual had 3 or more potentially deductible months, he
would lose 3 months' benefits. If, on the other hand, he had only 2 potentially
deductible months (if, for example. his earnings of $1,400 were concentrated
more or less equally in 2 months), then he would lose only 2 months' benefits.

It is important to note that the first step consists of considering the total
earnings for the year and ignores the way in which these earnings are dis-
tributed throughout the calendar months of the year. It should be noted fur-
ther that benefits are not necessarily paid for months during the year before
the individual has earned the $1,200 exempt amount because subsequent earn-
ings might affect those earlier months. If, for example, an individual earns
wages of $200 a month for each of the 12 months of the year, he will not re-
ceive benefits for the first 6 months-although his total earnings during that
period did not exceed $1,200-since his annual earnings amount to $2,400 (re-
sulting in 12 "$80 units of excess earnings") and since he had earnings of more
than $80 in every month: that is, 12 potentially deductible months.

The maximum amount of earnings that an individual entitled to benefits
throughout a year can have in that year and be certain of getting at least 1
month's benefits is $2,080, since any larger amount would mean 12 "$80 units of
excess earnings." Actually. however, an individual who earns $2.080 may get
anywhere from 1 to 11 months' benefits, depending on how many potentially
deductible months he had. Conversely, an individual can earn more than $2,080
and still get benefits for some months; that is, those in which he had $80 or less
in wages and no substantial self-employment services. Thus an individual with
$1.200 of wages in January and exactly $80 in each of the other 11 months
would have wages of $2,080 and 11 "$80 units of excess earnings." Only his
January benefit would be withheld. since that is the only potentially deductible
month. The result would be the same even though he had wages of far more
than $1,200 in January. or if the situation was reversed and he had $80 of wages
in each of the first 11 months of the year and $1.200 in December (or, for that
matter, any amount more than $320 in December). In the latter case the de-
duction would, of course, be for December.

7 "Covered earnings" outside the United States Include earnings received for services onan American ship or airplane (in certain circumstances) or those received by an Americancitizen from an American employer (or. in certain circumstances. from a foreign subsidiaryof an American employer), and also In certain circumstances the self-employment incomeof American citizens.
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The eventual benefit paid may be increased if the individual is employed
after he reaches age 65 and if such employment increases his average wage. In
no case, however, will employment after age 65 reduce the benefit to less than it
would have been if the individual had retired at the earliest possible time after
reaching age 65. Contributions are payable on all covered employment after
age 65, even though the individual is in receipt of benefits-when, for example,
his annual earnings are $1,200 or less or when he is aged 72 or over.

It may perhaps be helpful to consider certain examples illustrating how the
retirement test provisions of the 1954 act operate. Individual A has a part-time
job paying $120 a month. Before the 1954 amendments, he would not have been
able to draw any monthly benefits while he was so employed. Under the amend-
ments, however, since his total earnings aggregate $1,440 in the year and since
the $240 in excess of the $1,200 exempt amount represents three "$80 units," he
loses only 3 months' benefits and thus draws 9 months' benefits.

Individual B is fully retired for most of the year, but during the Christmas
season he is employed for 3 months in a department store at $200 a month.
Under previous law he would have lost benefits for those 3 months, but under
the amendments he draws benefits for the entire year, since his aggregate earn-
ings in the year do not exceed $1,200.

Individual C also is retired during most of the months of the year. Since
he was formerly a topflight scientist, he occasionally is employed for special
jobs at a substantial salary. In a calendar year, for example, he earns $1,200
in January, $500 in March, $400 in September. and $75 in December. His total
wages for the year amount to $2,175. Based on the amount of his total an-
nual earnings, benefits might be withheld for all 12 months of the year. Bene-
fits can be withheld, however, for only 3 months-January, March, and Septem-
ber-since in all other months his earnings are $80 or less. If individual C
works only in January and thus earns only $1,200, he would receive benefits
for this month as well as all succeeding months. On the other hand, if he
earns the $1,200 in January and earns $80 in 1 other month, then he loses 1
month's benefits. Since the total amount earned indicates that 1 month's bene-
fit should be withheld, January-the only month with wages in excess of $80-
is the only month that it would be possible for such withholding to occur.
(h) 1958 act

The 1958 amendments did not change the basic nature of the retirement test
in any way but rather merely liberalized the monthly test by increasing from
$80 to $100 the wages that can be earned in a month in which there is no sub-
stantial self-employment services and yet benefits are paid-regardless of annual
earnings. This change, thus, made the monthly test apparently consistent with
the annual exempt amount-although. in fact, such consistency was not really
essential, except for public relations purposes.
(i) Necessity for change in 1954 act basis

Although the basis of the retirement test as revised by the 1954 amendments
was considerably more equitable than previously. certain difficulties and in-
equities still existed. It is no doubt fair to say that administrative problems
and difficulties prevented, for several years. any more intricate and complex
a retirement test than was developed in 1954. Subsequently, however. adminis-
trative improvements and advancements gave rise to the possibility of consider-
ing an even better basis.

As the retirement test existed before the 1960 amendments, there were cer-
tainly certain definite disincentives to continued work by older people-although
by no means as much as public criticism and discussion sometimes implied. The
principal problem was in connection with the $80 units since. in many instances.
persons were better off to hold their earnings down to $1.200 a year than to
earn somewhat above this figure. because under the latter circumstances their
total income might actually be reduced.

Such an illogical situation could arise in several ways. If an individual had
a family benefit in excess of $80, he would quite obviously lose more In benefits
than his additional earnings-at least up to a certain point. Thus, for example,
if an Individual had a total family benefit of $150, he would lose $70 In total
family income for every $80 that he earned in excess of $1,200, until he had
earned in excess of $2,080 (after which point he would receive no benefits). In
fact. in this case the Individual would not have more total income from work-
ing beyond $1,200 until his wages exceeded $3.000 (and even this does not take
into account the expenses of working, the possible income taxability of the
wages, and the increased OASDI contributions payable).
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Even for a person with a family benefit lower than $80, there could be some
loss in total income by working beyond $1,200. This would be due to the fact
that partial units of $80 beyond $1,200 were counted as full units. For exam-
ple, a person with a total family benefit of $50 would lose 1 month's benefit of
$50 if he earned only $20 in excess of the $1,200 exempt amount. Likewise, if
such an individual earned $90 in excess of the exempt amount, he would lose
2 months' benefits or $100, a net loss of $10.
(j) Report on retirement te8t

In the consideration of the 1958 amendments, the House Ways and Means
Committee-in its report on the bill (House Rept. No. 2288, 85th Cong.)-re-
quested a study of the monthly test of the retirement-test provisions. The prob-
lem with which the committee was concerned was that "a person may have very
high earnings in a single month and yet get benefits for the remaining 11 months
in the year."

The Department of Health, Education, and Welfare complied with this re-
quest in a report "The Retirement Test Under Old-Age and Survivors Insur-
ance," submitted March 29, 1960, and printed by the House Ways and Means
Committee as a committee print. This report both considered the problem
raised by the committee and also gave a number of alternative approaches to
changing the retirement test.

As to the problem on which the Ways and Means Committee requested specific
study, the report suggested several possible methods by which this particular
problem could be handled, but came to the conclusion that either eliminating
the monthly test or having a separate test for people with high earnings would
not be desirable since such a change would create more difficulties than it would
solve.

The report also discussed a number of proposals to improve the retirement
test by creating incentives for people to continue working or else by eliminating
disincentives in the existing test. These proposals included increasing the an-
nual exempt amount, increasing the "excess earnings units," and several pro-
posals for reducing benefits in proportion to the amount of earnings. The latter
included a basis of deducting $1 of benefits for each $1 of earnings in excess
of $1,200 a year, a basis of deducting $1 of benefits for each $2 of excess earn-
ings, and a basis combining the previous two basis by withholding $1 in benefits
for each $2 of the first $1,200 of excess earnings and $1 In benefits for each addi-
tional $1 of excess earnings (i.e., on total earnings of more than $2,400.)
(k) 1960 act

The 1960 amendments as they passed the House of Representatives made no
significant changes in the retirement test. The Senate Finance Committee, how-
ever, made one significant change-namely, increasing the annual exempt
amount from $1,200 to $1,800. This change was accepted by the Senate, but
was rejected by the conference committee which, instead, retained the $1,200
annual exempt amount, but made a significant revision in the method of reduc-
ing benefits for earnings in excess of the exempt amount. No change was made
in the monthly test.

The 1960 amendments provide that the annual test is such that if earnings
are in excess of $1,200 a year, benefits are reduced by $1 for every $2 of the
first $300 of such excess earnings, and on a $1 for $1 basis for additional excess
earnings (i.e., for earnings in excess of $1,500 a year). Thus, for example, if
an individual earns $1,350 in a calendar year, the most that his benefits will be
reduced will be $75; such a reduction, however, will occur only if his benefits
for months in which he either earns more than $100 in wages or engages in
substantial self-employment totaled at least $75 (i.e., taking into account the
monthly test). Likewise, if an individual's earnings in a year are $1,700, he
will lose $350 of benefits (computed as 50 percent of the first $300 of earnings
in excess of $1,200, plus 100 percent of the remaining $200 of such earnings).

For persons with family benefits of a large amount, payment of at least partial
benefits can occur for relatively high earnings. Thus, for example, in the case
of a husband and wife with the maximum benefit of $190.50 a month, with the
monthly test of retirement not being applicable, it is not until annual earnings
reach $3,636 before no benefits at all are payable. Also, as an example, for
an individual with the maximum family benefit of $254 a month, this "maximum
annual earnings point" is $4,398. In the more usual cases, of course, such high
boundary points will not occur.
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In the actual administration of the new retirement test, the same generalprocedure will be followed as previously. Beneficiaries will be asked to estimate
in advance their annual earnings, and if these are predicted at more than $1,200,
it will be suggested to the beneficiary that he forego a certain number of monthsof benefits so as to balance, more or less, the reductions in benefits under theretirement-test provisions. Then, after the end of the year, a final accounting
will be made on the basis of the actual earnings, and an appropriate financial
adjustment will be made with the beneficiary.

In summary then, the new retirement-test basis has introduced the veryimportant principle that a beneficiary will always have more total income by
working beyond the $1,200 point than if he did not do so. It will be observed
that the band where the $1 reduction in benefits for every $2 of earnings
occurs is only $300 as compared with the illustrative figure of $1,200 con-tained in the report on the retirement test prepared by the Department ofHealth, Education, and Welfare (see subsec. (j)). In this connection, it isinteresting to note that Senator Kerr, who was the floor leader for the Con-
ference Report of the legislation in the Senate, stated that this band was heldas low as $300 (above the $1,200 exempt amount) because of cost considera-
tions, and that when adequate finance is available, it would be desirable to
increase it to $1,200 (see Congressional Record for' Aug. 27, p. 16828). The
new basis was to be effective for taxable years (of the beneficiary) beginning
after 1960-that is, generally for calendar year 1961 and thereafter.
(1) 1961 act

The legislation resulting in the 1961 act did not contain any provisions
affecting the retirement test until it was considered on the Senate floor. Then,an amendment was debated that would have increased the annual exempt
amount to $1,800. A substitute amendment to increase the band, where there
is a $1 reduction in benefits for each $2 of earnings, from $300 to $500 butleaving the annual exempt amount at $1,200 was proposed and adopted. This
was accepted by the conference committee and is in the final legislation.
The resulting increase in the cost of the system-two one-hundredths of 1percent of taxable payroll on a level-premium basis-was met by advancing
the year in which the ultimate tax rates become effective from 1969 to 1968.This change in the retirement test is effective for taxable years (of thebeneficiary) ending after June 30, 1961, so that for the vast majority of thecases it will be effective for calendar year 1961. As a' result, the $300 band
provided by the 1960 act will be applicable in only a few cases.
(m) Cost effects of possible modifications

As indicated previously, if the retirement test were abolished, the level-premium cost of the old-age, survivors, and disability insurance system wouldbe increased by almost 1 percent of taxable payroll (actually ninety-six one-hundredths of 1 percent). This means that the combined employer-employee taxrate would have to be increased by 1 percent in all future years to finance
this change. The' additional benefit disbursements would be about $2 billion
in the first full year.

An increase in the annual exempt amount to $2,400 (with a corresponding
change In the monthly test and with the $500 band In the annual test con-
tinued unchanged) would have a level-premium cost of forty-nine one-hun-dredths of 1 percent of' payroll and a first-year cost of about $1 billion. Corre-sponding figures for an $1,800 annual exempt amount are twenty-three one-
hundredths of 1 percent and $500 million.

If the band in which the benefits are reduced by $1 for each $2 of earningsis increased from $500 to $1,200, with no other change, the increased cost isestimated at four one-hundredths of 1 percent of payroll on a level-premium
basis and about $80 million in the first full year.The reason that raising the annual exempt amount results In a much greater
cost than increasing the band can be illustrated by an example. If the annual
exempt amount is increased, this means not only that full benefits are paidin a larger spread of earnings at the lower end of the earnings scale but
also that partial benefits are paid for a longer interval of earnings at the
middle of the scale. The following table illustrates this for the case of a total
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family benefit of $100 per month, showing the annual amount of benefits
payable (neglecting the effect of the monthly test)

Amount of benefits payable Additional amount payable

Annual earnings
$1,200annual $1,800 annual $1,200 annual Increase in Increase in
exemption, exemption, exemption, exempt band
$200 band ' $00 band $1,200 band amount

$1,500 - $1,050 $1,200 $1,050 $150
$1,SOO---0 19200 900 3.50 $0
$2,100- 550 1,050 70 500 200
$2,400- 2250 80 600 600 320
2,700 - - -300 220 300

$3,000- 250 -250

I Present law.

Also involved in the cost-effect analysis is the incentive element. For example,
a beneficiary formerly restricting his earnings to $1,200 so as to receive full bene-
fits would, under an increase in the annual exempt amount, have an incentive
to raise his earnings to the new limit. Under such circumstances, the gain to
the system would be only the relatively small amount of additional contributions
paid. On the other hand, if the band is increased, there is an incentive to
increase earnings by this amount-thus resulting in higher total income to the
beneficiary from benefits and earnings combined-which results in a gain to the
system in an amount equal to half the earnings and the additional taxes.

Mr. COHEN. Some 2 years ago, I had the privilege of appearing
before your distinguished predecessors, the Subcommittee on Prob-
lems of the Aged and Aging of the Committee on Labor and Public
Welfare. At that time, I summarized the income position of our aged
population in the following broad terms:

The aged are not a homogeneous group * * *. Some have adequate incomes;
most do not. Some do not receive social security benefits; most do. Some receive
private pensions; most do not.

These generalizations are equally applicable today. With a change of
only a percentage point or so to update the statistics, the same conclu-
sions are valid. During this 2-year interval a slow but steady progress
has continued toward the goal of economic security for the retired
aged. Today I would like to use a broader perspective and view the
income position of our present aged population against that of a dec-
ade earlier. Concerned as you are with long-range objectives as well
as possibilities for current legislative action, a Took backward may
serve to delineate the path ahead.

By the end of 1960, our population 65 and over had reached 17 mil-
lion, almost 41/2 million more than in 1950. For every three aged
people a decade ago, there are now four. Proportionally more of them
are past 75. Indeed, during the decade the number of persons 85 and
older increased 61 percent in contrast to an increase of 35 percent for
all persons 65 or over. In other words, we have an older older popu-
lation all the time. Not surprisingly then, the proportion with any
work experience during the year-and especially of those who worked
year-around at full-time jobs-dropped markedly during this decade.
For men, the decline in the proportion with any work during the year
was from 49-percent to 42 percent; of those with some work experi-
ence, only 42 percent were year-round full-time workers in 1959 in
contrast to 52 percent in 1950.

27
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Now, I would like to present my first chart, Mr. Chairman, which
I think will indicate what has happened during this past decade that
is of vast significance.

CHART I
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When the Social Security Act of 1935 was passed, we were faced
with the question of what to do in providing income to the then-aged
persons, and we inaugurated two programs, a program of old-age
assistance, utilizing the tested idea of Federal grants to the States to
encourage them to help the needy aged persons. That is our old-age
assistance program, OAA.

28
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We also simultaneously made arrangements to start the old-age

insurance program, today called old-age, survivors, and disability
insurance, or more popularly by most people, just called social
security.

This insurance program did not become inaugurated for contribu-
tions until 1937, and the benefits did not begin until 1940, and very
few people were, of course, eligible in 1940, cause they had to con-
tribute to the system for a minimum period. So that by 1940 when
the insurance system started, you can see that the number receiving
old-age assistance was substantially large. At that point, if you want
to remember a round figure, about 25 percent of the aged were re-
ceiving old-age assistance on a needs test basis through the State old-
age assistance programs, financed in part by Federal funds.

But the insurance program, as you can see, was just beginning to
get started.

During the war, with the substantial employment both of the aged
persons and largely the children who, when they are able, support
their parents, the proportion of the aged declined, but with the end
of the war again the proportion increased. Keep in mind since I am
using proportions here, that during this whole period of time the
number of aged, as I just pointed out, has increased very tremen-
dously, but here I am using proportions to show you the relative size
of the problem.

The insurance program was growing slowly but steadily but in 1950
Congress amended the social security program, and I may say largely
due to liberalizing amendments made by the Finance Committee with
respect to eligibility. The program was very substantially liberalized
in coverage and eligibility and amount, and for the first time in our
Nation's history in about 1950 or 1951, the proportion of aged persons
receiving insurance benefits through social security was higher than
those on the assistance program. This was the objective of the Ways
and Means Committee and the Finance Committee in 1935 when they
established the program, to get a contributory insurance program
working so that ultimately it would be the first line of defense as far
as the public programs were concerned in providing income security
for the aged.

Now look what has happened as a result of what Congress has done.
During this period of time you can see that the proportion of theaged receiving old-age insurance has skyrocketed to the point where
close to 70 percent of the aged receive some form of social security
payment.

Senator SMIATEIRS. Is that 70 percent of all aged?
Mr. COHEN. Yes, sir, I think it is about 65 percent here at this

point in 1960.
Let us use this figure, 65 percent, for the moment. Sixty-five per-

cent of all of the 17 million aged are today receiving some form of
social security payment. Some of them, of course, when we get into
it, receive only the minimum. The new minimum under the amend-
ments just enacted will be $40 a month. Some receive substantially
more, but a very large proportion of our aged now are actually receiv-
ing some benefits.

This has been a tremendous step forward over these 25 years in
achieving this objective that Congress originally wanted to achieve

73207-61-3
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and at the same time achieving this objective of trying to keep the
assistance program as a secondary, a necessary secondary but as small
a program as was feasible in meeting needs.

Senator CARLSON. May I ask one or two questions?
Senator SMATHERS. Yes, sir.
Senator CARLSON. What year did Congress provide legislation pro-

viding for the coverage of the self-employed?
Mr. COHEN. The coverage of the self-employed was enacted in 1950

and farmers in 1954.
Senator CARLSON. May I inquire how many or what percentage of

our people are receiving both OASI payments and old-age assistance
payments?

Mr. COHEN. Yes. There are about 700,000 receiving both. I will
come to that in just a moment. That is on this chart over here. That
is a very significant fact, and I will develop that in just a moment.

I think here you see, Senator Carlson, the impact. You see this
line was sort of going up this way [indicating] at that point when the
1954 amendments again gave an upward thrust to this, and the 1961
amendments again, by changing the insurance status provisions and
the other amendments that we just finished discussing with you, will
keep this going up. By looking at this chart I can make two points:
The original purpose that Congress tried to achieve of having an insur-
ance system that would try, as far as possible, through a contributory
approach, to meet a large proportion of the income needs of older per-
sons, and making that the first line of defense is now in effect.

The assistance program, at least as far as proportions of people being
affected, has been declining so that fewer and fewer of our old people
have to have recourse to the needs test through public assistance as a
method of meeting their income needs. I think this indicates the re-
sponsible and intelligent, in my opinion, basic policy decision that
Congress made can now be said to be implemented, and we would hope
that this would be the basis upon which this committee and the Con-
gressmen continue to improve both of these programs.

Senator SMATHERS. Wilbur, I would like to ask you a question now
though you will undoubtedly get to the point of my inquiry and I do
not desire to get your testimony out of order.

Mr. COHEN. Certainly.
Senator SMATHERS. What groups are there today that are not eligi-

ble for social security?
Mr. COHEN. Well, the largest groups that are not now covered are

those State and local employees who have not taken full advantage of
the optional provisions that are in the existing law. State and local
employees, because of the special legal problems, have to exercise an
option to their State. There is one State, Ohio, which absolutely bars
its State and local employees from coming in, but that is their option.
Others of them that have retirement systems of their own do not wish
to come in. That is their option. Some policemen and firemen are
actually precluded by Federal law, as you know, and the Finance Corn-
mittee periodically has to consider adding on to the list of 17 States
which are permitted to bring them in only when they indicate they
want to come in.

The next big group that is now not covered is Federal employees.
Now, Federal employees basically have their own civil service retire-
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ment system, but from time to time people move back and forth. Myown situation is such that I have been back and forth into Federalservice several times, and the question of continuity of rights is a veryimportant one, and we have tried to work out an arrangement, which
I hope in the next year or so we can submit to Congress, that wouldbe satisfactory to permit this to be bridged.

Those are the two large groups.
Then, of course, physicians are excluded. They are the only largeprofessional group in the self-employed that are excluded.
Senator SMIATHFIRS. By their own decision?
Mr. COHEN. Pretty largely so, although the polls indicate, Senator,as you know, that the physicians are about evenly divided as to com-ing in, and no national poll has even been taken. This would haveto be subject to my verifying, but there are 12 to 16 States in whichphysicians have voted they have wanted to come in, but there has beenno national poll, but my own evaluation would be that now there is aslight majority of those that would want to come in. (A subsequentcheck indicates that, as of August 1960, polls in 20 States have shown

a majority of physicians favor social security coverage.)
You see, the point there is that many doctors are now already cov-ered by social security by some other method. So if you happen to beemployed by a private corporation as a physician, you are covered.

If you happen to be a doctor employed by a State hospital, you mightbe covered. If you are a doctor employed by a nonprofit institution,
you might be covered. So it isn't as if physicians are completely ex-cluded from social security coverage; they are only excluded when
they are practicing as self-employed individuals.

Senator CARLSON. If a doctor is a director of a bank, he might wellbe included.
Mr. COHEN. With respect to his service.
Senator CARLSON. That is right.
Mr. COHEN. As a matter of fact, I think one of the reasons somedoctors do not want to be covered by social security is that a largenumber of them are already covered under other business entitieswhich bring them up above $4,800. So there actually are not manyof them that are not covered.
But the big point there is this, because the recommendation I amgoing to make later is the importance of larger benefits for widows.

We tend to think always of the problem of the individual himself,but the big gap, as I am going to point out later-what I think is the
single biggest gap in terms of priority that exists now-is the in-a dequ ate protection for widows.

Senator CARLSON. Mr. Cohen will remember I tried to take care ofthe group in this last bill, and the Department was unable to goalong. I am not critical, but I think it is a field we should look into.Mr. COHEN. As I said, Senator, I think your amendment dealing
with disabled widows is very desirable. It just costs money, as mostof these do, and that is the dilemma we have in all of these thingsthat come up: how to do the things we want to do that cost moneyand do them in an intelligent, responsible manner. That is the realcore of the policy decision that I want to touch on in a moment or so.Now we will get into a couple of the questions that you have raised
here, which show how the income of the aged through public pro-grams at the present time is met, and as you can see, I show here
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what has happened in this decade from 1950 to 1960, and of course
the first thing that is obvious is how the total number of aged have
grown; that we have commented on. But look what has happened
during that decade in the sources of income of the aged, and let me
point out a few significant points in this.

CHART II
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If you look here [indicating] you will find that the total number
of aged people in employment, this blue part here, is about the same
in numbers at the end of the 10-year period, even though the total
number of aged has grown very rapidly. I will come back and deal
with the crosshatched part in just a second.
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The significant part is the growth in the social insurance and re-
lated programs-in that I include railroad retirement, civil service
retirement, veterans' program, and any other program of the Federal
Government or State or locality that provides for incomes on some
insurance or pension basis which is designed to provide income to
aged persons. You can see here what has happened in this policy
during these 10 years. Look at what a small portion of the problem
of the aged was met through that kind of insurance protection in
1950, and look what has happened in the last 10 years. That has been
the most significant development of that decade.

Senator SMIATHERS. I am not clear on one thing. Over on the 1950
chart, the bottom shows a lot of employment, and in 1960 a very
minimal amount. Why is that?

Mr. COHEN. The crosshatched part is blue, too. This is all em-
ployment up to here [indicating].

Senator SMATHERS. I see.
Mr. COHEN. Now, the crosshatched part is a group of people who

have both employment and some income from social insurance or re-
lated programs, and that is the significant thing that has happened
in this decade, that we are tending to have more people who have two
forms of these various types of income.

And you can see here, and I have the specific figures, a very large
number of the people who had some employment in late 1960, also
received some type of income payment from the Federal Government,
or the State or the county.

Of the slightly more than 4 million aged with income from em-
ployment in December 1960, it is estimated that 2,860,000 also had
income from social insurance and related programs while the income
of 1,160,000 was from employment only.

This goes back to the point that both of you gentlemen mentioned,
which I will touch on later in my paper, namely, the retirement test
in social security; the progressive liberalizations of that that have
been made now permit, and especially as a result of the more favor-
able provisions in the 1960 amendments, will permit a substantial
number of older people to work during the course of the year and also
receive some social security. And that really is what this indicates,
that in the course of time I would say that except for a small number
of, let's say, very highly professional people in the high income
groups, whether they are lawyers, doctors, architects, or real estate
people, who will not be getting social security at all up to the age of
72, let us say, even though they can get it after 72, most people in
employment will probably be drawing some cash income, maybe from
social security or a related program, and also doing some work during
the year, maybe up to $1,200, maybe up to $1,400, maybe up to $1,500.

Senator NEUBERGER. I would think the increase in numbers of
widows would be especially shown here, would it not, because a
good many of them would be receiving widows' benefits and still be
employed.

Mr. COHEN. Some of those, yes, some of the widows could, too, but
I do not know how many of these in employment are widows, offhand.
I do not know whether they had that.
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Miss MCCAMMAN. I think we can get Rt.'
Mr. COHEN. Would you like to know that?
Senator NEUBERGER. I thought you indicated in your opening re-

marks that there was a noticeable increase in widows.
Mr. COHEN. Yes, but I think a large number of widows are up here

in this group where they have no other form of income.
MiSS MCCAMM3AN. We have it for all women; we do not know how

many of these women are widows.2

Mr. COHEN. I am certain with the increased employment that will
occur the increased number of widows and the increased employment
opportunities for women and the more favorable liberal retirement
test, it would have been to the advantage of a widow to work up to
the retirement test provisions in social security and have that income
plus her social security, plus whatever was left from the estate of her
husband. And as a matter of fact, may I comment on that?

That is what I, myself, hope would happen, that people would have
more than one source of income, that is really our objective for the
older people, to have several sources of income plus home ownership,
which will make it possible for them to have a better level of living in
the course of this coming decade, and that is exactly what I foresee
as happening.

Here is the point Senator Carlson was raising. You have in this
blue band here [indicating] now around 2.3 million aged people, aged
65 and over who are drawing public assistance, of whom more than
700,000 are drawing both old-age assistance and some type of insur-
ance payment. They are the people largely, I would say, a very sub-
stantial portion of them-I analyzed this in my paper-who are prob-
ably getting the minimum benefit or not much above it and who have
extensive health costs during the year. In other words, if the person
is drawing $40 or $50 from social security, it is very likely that he has
very little outside income. He may be able to get by on his mainte-
nance needs by very careful budgeting and maybe some help, but as
soon as he meets a heavy medical expense, he must then go to old-age
assistance, and that, of course, is what the Kerr-Mills amendments of
last year were designed to deal with, because they recognized that
many of these people could not finance their heavy medical care costs.

Senator CARLSON. May I ask there how many people were drawing
a minimum of $33, which we now have increased to $40?

Mr. COHEN. In that 700,000?
Senator CARLSON. Yes, and in the Nation as a whole.
(Mr. Cohen subsequently provided, for the record, a detailed

analysis entitled "Characteristics of Aged Old-Age and Survivors In-
surance Beneficiaries Who Receive Public Assistance," showing that
among those drawing both payments in the fall of 1957, two out of
every five were getting OASDI benefits of $30 or less. This is in
contrast to one in seven of all aged OASI beneficiaries receiving $30
or less at that time. It is currently estimated that 2.2 million benefi-
ciaries will have their benefits increased as a result of the 1961 amend-
ment raising the minimum to $40.)

l Of the aged widow beneficiaries in the 1957 OASI beneficiary survey, fewer than 15
percent reported any earnings in the survey year and about half of them earned less than
$400 durinr the year Figures from the Department of Labor included in table 2 of the
testimony show that in March 1960, of all women who were widowed or divorced, only I
in 9 wpor' in the lhor force.

2 Of the 1% million aged with no income from employment or public programs in Decem-
ber 1960, about 1% million are women. The great majority are widows.
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(The analysis referred to above follows:)

[From Social Security Bulletin, October 1959, pp. 10-17]

CHARACTERISTICS OF AGED OLD-AGE AND SURVIVORS INSURANCE BENEFICIARIES
WHo RECEIVE PUBLIC ASSISTANCE

(By Sue Ossmant)

Three out of every four persons aged 65 and over in the United States receive
either old-age and survivors insurance benefits or old-age assistance payments, or
both. For this reason the socio-economic characteristics of aged insurance bene-
ficiaries and assistance recipients under these social security programs have an
important bearing on planning for the security of the aged. Findings of the
national sample survey of beneficiaries conducted by the Bureau of Old-Age and
Survivors Insurance in the fall of 1957 were therefore analyzed to determine how
the beneficiary who receives public assistance to supplement his benefits resem-
bles other beneficiaries and other assistance recipients. A comparison of this
kind should furnish a partial answer to the two questions often asked about this
group. Are they more like other insurance beneficiaries, or are they indistin-
guishable in most respects from the other assistance recipients? Do they come
-on the assistance rolls primarily because of medical care needs, primarily because
their insurance benefit plus other income is inadequate to meet their maintenance
needs, or because of a combination of reasons?

SUMMARY OF FINDINGS

Aged persons receiving both old-age and survivors insurance benefits and old-
.age assistance payments number more than 650,000 and constitute more than a
fourth of all old-age assistance recipients. They resemble, according to the 1957
survey of beneficiaries, all aged insurance beneficiaries more closely than they
resemble all aged assistance recipients in several significant respects. As shown
in the chart, they are younger, on the average, than assistance recipients; they
-are more likely to be men, to live in cities, and to have their own households; but
they are less likely to live in the home of a relative.

CHART III

Comparison of selected characteristics of all aged 0ASI beneficiaries, benefi-
ciary-recipients, and all OAA recipients, 1957*

PERCENTAGE: 0 20 40 60 80

75 YEARS OF AGE AND OVER .......

WOMEN. .................

NONWHITE. .................. I.

IN CITIES OF 100,000 OR MORE-- -.- -

ON FARMS-...... ....... ......

NONMARRIED *............. .....

LIVING ALONE OR WITH SPOUSE ONLY . .

HOME OWNERS . ........

ALL OASI - OAA-OASI _ ALL OAA mm-

* Data on aged beneficiaries and beneficiary- the Bureau of Public Assistance in early 1953.
recipients from the 1957 beneficiary survey. Bureau I Widowed, separated, divorced, or never married
-of Old-Age and Survivors Insurance; data on old- during the year.
age assistance recipients based on a study made by

t Division of Program Statistics and Analysis, Bureau of Public Assistance.



36 RETIREMENT INCOME OF THE AGING

On the other hand, like all old-age assistance recipients, the beneficiary-recip-
ients differ from other aged beneficiaries with respect to race, the proportion
living in institutions, and the extent of homeownership. More of the bene-
ficiary-recipients than of all aged beneficiaries are nonwhite, more reside in
institutions, but fewer are homeowners. They also differ from other beneficiaries
in that they are more likely to be in poor health and thus more likely to incur
high medical costs and to have a higher incidence of hospitalization within a
year.

The benefits of beneficiary-recipients are, as would be expected, lower than
those for all aged beneficiaries-about 40 perceht lower, on the average; a con-
siderable number get no more than the minimum. In addition, beneficiaries who
also receive public assistance are less likely to have income from sources other
than their benefits, such as income from earnings or assets or contributions from
relatives. It is only when the amount of the assistance payment is added to
their benefits and whatever other income they may have that the total income
per beneficiary-recipient approaches the average for all aged beneficiaries. In
other words, it is clear that, were it not for public assistance supplementation, a
substantial proportion of the beneficiary-recipients would have incomes that
would be meager or inadequate for their subsistence.

SOURCES OF DATA

The 1957 survey of old-age and survivors insurance beneficiaries covered a
cross-section sample of the major types of aged beneficiaries (98 percent of all
beneficiaries with benefits in current-payment status in December 1956) and
young widowed mothers with entitled minor children.' Because the sample
design excluded beneficiaries who had not received at least one benefit before
October 1956, the survey includes no disability insurance beneficiaries and no
women aged 62-64 except newly eligible wives of beneficiaries already on the rolls.

The sample was drawn from 70 sampling areas that were selected in such a
way as to produce a national probability sample when combined. It is a cross
section of beneficiaries who became entitled to benefits from 1940 through Septem-
ber 1956 and represents different races, cultures, and types of communities in the
United States. The data were obtained in personal interviews in the homes of
the beneficiaries.

Nine percent of all aged beneficiaries included in the survey received public
assistance some time during the survey year. The "survey year" was a period of
12 consecutive months ending with the month before the interview. Since vir-
tually all (more than 98 percent) of the beneficiaries whose benefits were sup-
plemented by public assistance payments received old-age assistance and almost
all (about 92 percent) received assistance payments throughout the full survey
year, all the assistance recipients shown in the beneficiary survey were included
in this analysis. They are hereafter referred to as "beneficiary-recipients" or
"beneficiaries who also received old-age assistance."

Because eligibility for public assistance is determined on an individual basis
and not on a family basis, data from the 1957 national beneficiary survey were
not tabulated and analyzed in this report in the same manner as in earlier
reports.' The beneficiary-recipients are treated as individuals throughout. The
total group of aged beneficiaries in the sample, for the purpose of this analysis,
included all nonmarried beneficiaries-that is, those widowed. separated, di-
vorced, or never married during the survey year-and all married beneficiaries
and their entitled spouses. Spouses who were not entitled to benefits at the
end of the survey year were excluded. This procedure-consideration of each
beneficiary as an individual-was followed whenever separate information was
available for the beneficiary and the spouse-that is. data on age. sex. income
from earnings, indication of health handicaps, health status, total medical costs,
and total hospital costs. Race, marital status, place of residence, size of com-
munity. and living arrangements are generally the same for both spouses, and
these data were also analyzed for all beneficiaries on an individual basis.

See the Bulletin for April 1959. nT. 8-9. for scone of survey.
2 See the Bulletin for August 1958, pp. 17-23; December 1958, pp. 3-7; January 1959,

pp. 3-6; and April 1959, pp. 3-9.
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When separate information concerning the spouse was not available, the entire
group of beneficiaries was considered in two classes--(1) the nonmarried bene-
ficiaries and (2) the beneficiary couples. The "beneficiary couples" included both
entitled and nonentitled spouses, and the data on income obtained for a couple
represented the combined amount for two aged persons (husband and wife).
This procedure was used in the analysis of total money income, contributions
from relatives outside the household, income from assets, net worth, liquid as-
sets, and means of meeting medical costs.

Information concerning all recipients of old-age assistance was obtained from
a study conducted by the Bureau of Public Assistance in cooperation with State
public welfare agencies in 1953. Since most of the data on social characteristics
obtained in that study are believed to be applicable today, comparison of the
social data concerning beneficiary-recipients was made with the data for all aged
assistance recipients as well as wvith data for all aged beneficiaries. No com-
parisons of income data for beneficiary-recipients with those for all aged assist-
ance recipients were possible.

BENEFICIARY-REcIPIENTS
Date of entitlement

The distribution of beneficiary-recipients by year of first entitlement to old-age
and survivors insurance benefits contrasts sharply with that for all aged bene-
ficiaries. The beneficiary-recipient group was heavily weighted with persons
who were first entitled to benefits in 1950 or earlier. Forty-one percent of the
group first became entitled to benefits in 1950 or earlier, 45 percent in 1951-54, and
only 14 percent in 1955 and 1956." By contrast, only one-fourth of the total
beneficiary sample aged 65 and over became first entitled to benefits in 1950 or
earlier, 43 percent in 1951-54, and almost a third in 1955 and 1956.

The longer a beneficiary had been entitled, the more likely he was to be
receiving supplementary public assistance. Of the beneficiaries first entitled to
benefits .in 1950 or earlier, more than 15 percent were receiving assistance during
the survey year; of those first entitled in 1951-54, slightly less than 10 percent
were on the assistance rolls; and of the number first entitled in 1955 and 1956,t
only 4 percent also received assistance. The differences in these proportions can
be attributed to two factors. First, beneficiaries who began to draw benefits in
1950 or earlier were considerably older in 1957 than beneficiaries who received
their first benefits after 1950. (The average age at which male workers start.
drawing old-age benefits is about 68.) It seems reasonable to assume, therefore,
that more of the beneficiaries who first received benefits in the earlier years of-
the program had used up their savings and, being too old to work, needed public:
assistance supplementation. Secondly, retired workers who become entitled now
get, on the average, a larger benefit amount than those who retired in 1950 or
earlier because their benefits are based on a higher average wage. The average
benefit awarded to a retired worker aged 65 or-over in the fall of 1957 was more;
than $9 higher than the average benefit received by all aged retired workers with.
benefits in- current-payment status.
Personal characteristics

Age, sea>, and race.-Beneficiary-recipiefts were, on the average, somewhat.
younger than all old-hge assistance recipients but older than the total beneficiary
population aged 65 and-over (table 1). In the fall of 1957, 37 percent were aged
75 or over, compared with 49 percent of all aged assistance recipients and only-
30 percent of all aged beneficiaries. These differences have an important bearing
on- differences in marital status and living arrangements.

3 None of the beneficiaries in the sample were first entitled in 1957 because, to be In-
cluded in the survey, they had to have been entitled to benefits for a full year and to have
rpceived at least one payment before October 1956. A few of the beneficiary couples In
the survey did include, however, a spouse who became entitled In 1957.



38 RETIREMENT INCOME OF THE. AGING

TABLE 1.-Percentage distribution of all aged beneficiaries, beneficiary-recipients,
and all old-age assistance recipients, by age and sex, end of survey year, 1957

Age and sex Aged bene- Beneficiary- OAA
ficiaries recipients recipients

Total ----- --------- - ----------------- 100.0l 100.0 100.0
65 to 69 ------------ ------------------------------------ 33.3 22.0 21.270 to 74 -------------------------------------------------- 36. 6 40.8 29.975 to 79 ----------------------------- 207 24.6 24.080 and over- ---------------------------------------------- 9 3 1265 24.1Median age -72.3 73.0 74.8.
Men, total-- 100.0 100. 0 100.0.

65 to 69- 29.1 16.7 19.670 to 74 ----------------------------------------------- 36.9 41.2 29.8
75 o 7 - --- --- -- --- --- -- --- --- -- --- --- -- --- -- 23.1 27.6 21.680 and over ------------------------------------------ 23 10.9 14.6 25.0'Median age -72.8 73.5 75.1

Women, total- 100.0 100.0 100.0,
65 to 69 -8------------- 37.5 27.0 22.270 to 74 - 36. 3 40.4 30.0,
80 and over 79-------------------------------------------18.3 22. 0 24.480 nd ver-- --- --- --- -- --- --- --- -- --- --- --- -- 7.8 10.6 23.4M edian age ---------------------------------------------- 71.7 72.0 74.6.

Source: Data on aged beneficiaries and beneficiary-recipients from the 1957 beneficiary survey, Bureau,of Old-Age and Survivors Insurance; data on old-age assistance recipients based on a study made by theBureau of Public Assistance in early 1953.

Aged women are, on the average, somewhat older than aged men In the gen-
eral population aged 65 and over because of differences in mortality rates. Forthe three groups of aged persons being studied here, however, the situation isreversed, although less markedly for all aged assistance recipients than for allaged insurance beneficiaries. The reversal for the beneficiaries reflects, of course,
the gradual aging of persons who became entitled to benefits in the earlier years
of the insurance program and the fact that many women who today are in the-older age groups never had an opportunity to become beneficiaries. In the totalassistance group the difference in age between men and women Is probably be--cause of the greater incidence of need among women, particularly in the jounger-
age intervals. Widows with no protection under the old-age, survivors, anddisability insurance program have difficulty in finding employment because-
they have spent almost all their married life as housewives. In any case, em-ployment opportunities begin tapering off at an earlier age for women than -formen. Then too, since women, on the average, marry men older than themselves
and since dependency among such women frequently results from changes In
marital status and family relationships, It is to be expected that more women
than men in the lower age groups would be out of the labor force and on the-assistance rolls.

Because of their greater longevity, women outnumbered men In all three
groups, with the ratio largest among those receiving only -old-age assistance
and smallest in the beneficiary-recipient group (table 2). As the insurance-
program matures and as coverage has been extended to practically all jobs, theproportion of women on the beneficiary rolls will increase. More women maybe expected to gain eligibility as dependents or to work long enough In covered
employment to be entitled to benefits on the basis of their own earnings when
they reach retirement age.
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TABLE 2.-Percentage distribution of all aged beneficiaries, beneflciary-recipients,

and all old-age assistance recipients, by sex and race, end of survey year, 1957

Sex and race Aged bene- Beneficiary- OAA
ficlaries recipients recipients

Total - ----------------------------------------- 100.0 100.0 100.0

Male - --------------------- --- - - --- --- -- 47.9 48.5 40. 3
Female ---------------------------------------------- 52.1 51.5 59.7

Total -100.0 100.0 100.0

White ------------------------------------------ 94.6 77.8 82.6
Nonwhite-. 2 22.0 17.4
Unknown-.I .2 ----------

White, total --- 100.0 100.0 100.0

Male - ----------------------- -- --- -- --- -- 47.5 46.2 40.2
Female ------------------------------------------ 52.5 53.8 59.8

Nonwhite, total -100.0 100.0 100.0

Male ------- ------------------------------- --- 546 56.0 41.1
Female --------------------------------------------------- 45.4 44.0 58.9

Source: Data on aged beneficiaries and beneficiary-recipients from the 1957 beneficiary survey, Bureau
of Old-Age and Survivors Insurance; data on old-age assistance recipients based on a study made by the
Bureau of Public Assistance in early 1953.

As would be expected, there were proportionately fewer nonwhite persons
than white persons in each of the groups. Almost 1 out of every 4 beneficiary-
recipients was nonwhite, compared with only 1 out of every 20 in the total aged
beneficiary group.

With a relatively high proportion of nonwhite workers in domestic service
and in farming-types of employment that gained coverage only in recent
years-and with their higher incidence of unemployment, fewer of the non-
white population than of the white population are entitled to benefits. For
the nonwhite persons who are entitled, monthly benefits are usually small and
supplementary assistance Is often necessary. For the same reasons-type of
employment and high unemployment rates-women among the nonwhite in-
surance beneficiaries are outnumbered by the men. Other reasons men out-
number women among the nonwhite beneficiaries are that a smaller propor-
tion of the nonwhite men (52 percent) were married than of the white men
(69 percent), and more of the nonwhite wives (27 percent) than of the white
wives (16 percent) were not entitled to benefits during the survey year and
were therefore excluded from this analysis. As more and more of the non-
white population gains enough coverage to become eligible for benefits, the
ratio of women to men among nonwhite beneficiaries will tend to increase.

The proportion of nonwhite persons among recipients of old-age assistance
was substantially larger than among the total aged beneficiary population but
significantly smaller than among the beneficiary-recipients.

Marital status.-Out of every 10 aged beneficiary-recipients, 4 were married
and living with their, spouse, 4 were widowed,. and 2 had either never married
or were divorced or separated from their spouse (table 3). Among-all aged
insurance beneficiaries in the fall of 1957, a somewhat higher proportion were
married (59 percent) and smaller proportions widowed (31 percent) and never
married, divorced, or separated (11 percent). Since the 1957 survey showed
that beneficiary couples have larger incomes and more assets than single bene-
ficiaries, it is possible that they have less need for supplementation by old-age
assistance.
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TABLE 3.-Percentage distribution of all aged beneficiaries and beneficiary-
recipients, by marital status, end of survey year, 1957

Marital status Aged Beneficiary-
beneficiaries recipients

Total - 100.0 100.0

Married- 58.5 38.2
Nonmarried-41.5 61.8

Never married -7.1 12. 2
Widowed - ---- --------------------------------------------- 30.8 42.2
Divorced -2.1 4.2
Separated - 1.4 3.2

Source: 1957 beneficiary survey, Bureau of Old-Age and Survivors Insurance.

Married persons were relatively fewer among all aged assistance recipients
than among either the beneficiary-recipients or the total aged beneficiary
population. Only 3 out of every 10 receipients of old-age assistance, accord-
ing to the 1953 study, were married and living with their spouse. One reason
is that women on the assistance rolls outnumber men by 3 to 2, and-as in
the general aged population-there is a greater prevalence of widowhood among
women than among men.

Place of residence.-The distribution of the beneficiary-recipients among urban
and rural areas tended to follow virtually the same pattern as that for all
beneficiaries (table 4). Almost half (44 percent) lived in cities of 100,000
or more population; a third (34 percent) lived in smaller cities, and fewer than
5 percent were residing on farms. This distribution reflects the extent of
insurance coverage in these areas. Because agricultural workers and farm
operators were only recently covered under the insurance program, the rural
areas and farms can be expected to account for a larger proportion of bene-
ficiaries in the future. By contrast the assistance recipients, according to the
1953 study, were concentrated in cities with a population of less than 100,000
and in rural-nonfarm areas. At that time, almost a third of the aged recipients
were living in each of these types of communities and 13 percent were living
on farms.

TABLE 4.-Percentage distribution of all aged beneficiaries, beneficiary-recipients,
and old-age assistance recipients, by place of residence, end of survey year,
1957

Place of residence Aged benefi- Beneficiary- OAA recip-
ciaries recipients ients '

Size of community

Total ------- ---------------------------------------- 100.0 100.0 100.0

City with population of 100,000 or more -44.2 44.0 24. 6
City with population of less than 100,000 -34.3 33. 9 31. 9
Rural-nonfarm :- 16.7 19.0 30. 5
Farm - 4.8 3. 0 13.0

Geographic region

Total 100. 0 100.0 100.0

Northeast - ---- --------------------------------------- 35.4 17.4 . 12.0
North central - --- ---------- ------------ 30. 4 25.8 24.3
South - ------------ 19-------------------------.9 19 36.4 45.4
West -14.3 20.4 18.2

1 Data by geographic region as of end of 1957.

Source: Data on aged beneficiaries and beneficiary-recipients from the 1957 beneficiary survey, Bureau o f
Old-Age and Survivors Insurance; data on old-age assistance recipients based on a study made by the
Bureau of Public Assistance in early 1953.
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In terms of geographic regions, the largest concentrations of beneficiary-
recipients (36 percent) and of all aged assistance recipients (45 percent) were
found in the South. The region with the largest concentration of all aged
beneficiaries (35 percent) was the Northeast.

Living arrangements.-More than two-thirds of the beneficiary-recipients and
of all aged beneficiaries maintained their own households, either by themselves
or with a spouse only, compared with half of all aged assistance recipients
(table 5). Data from the Bureau of the Census suggest that the relative number
of aged persons maintaining their own households is higher for men than for
women, for married persons than for those of other marital status, for the aged
in their sixties and early seventies than for those of more advanced years, for
rural than for urban residents, and for nonwhite than for white persons. Since
the insurance beneficiaries were younger, on the average, than the assistance
recipients and included relatively fewer women and more married persons, a
larger proportion of them therefore maintained their own households. Most of
the beneficiaries who shared living arrangements were in their own home rather
than in the home of a relative. Because of their less favorable economic circum-
stances, however, almost twice the proportion of assistance recipients as of in-
surance beneficiaries lived in the home of a relative-21 percent compared with
12 percent.

TABLE 5.-Percentage distribution of all aged beneficiaries, beneficiary-recipients,
and all old-age assistance recipients, by living arrangements, end of survey
year, 1957

Living arrangements Aged bene- Beneficiary- OAA
ficiaries recipients recipients

Total - 100.0 100.0 100.0

Lived alone (or with spouse only) -66. 9 70.1 52.7
Owned home - 42.0 22 1
Rented house, apartment, or housekeeping room 17.8 34.7 49.0
Free housing -4.1 3.8
Rented room -2.7 8.5 3. 6
Other -. 2 .2 .2

Shared joint household (with other than spouse) -31.7 26.1 42.7
Owned home -14.7 7.3
Rented house, apartment, or housekeeping room 4.5 6.5 18.1
Free housing -. 8 .8
Rented room ---- 4.0
Home of relative -11. 7 10.6 20.6

Institution I -1.4 4.8 4.7

I Includes nursing homes, homes for aged, and other public or private institutions.

Source: Data on aged beneficiaries and beneficiary-recipients from the 1957 beneficiary survey, Bureau
of Old-Age and Survivors Insurance; data on old-age assistance recipients based on a study made by the
Bureau of Public Assistance in early 1953.

Beneficiary-recipients resembled all recipients of old-age assistance with respect
to the proportion who lived in institutions such as homes for the aged and nursing
and convalescent homes. There were three and one-half times as many residing
in institutions among these two groups as among the total group of aged bene-
ficiaries-almost 5 percent compared with somewhat more than 1 percent.

The proportion of beneficiary-recipients who owned their home in the fall of
1957 was about the same as that reported in the 1953 study for all aged assistance
recipients-30 percent compared with 28 percent. Although the proportion of
the total group of beneficiaries owning homes (57 percent) was almost twice
that of the other two groups, the proportion of homeowners who shared their
households with persons other than a spouse was about the same for the
beneficiary-recipients and for all aged beneficiaries-1 out of every 4.

Economic resources
Money income, for purposes of the survey, included income from such sources

are insurance benefits, assistance payments, earnings, cash contributions from
relatives outside the household, income from assets, unemployment insurance,
private annuities, employer pensions, and veterans' compensation and pensions.
It did not include such items as lump-Sum proceeds from life insurance policies
or profit-sharing plans, inheritances, or cash contributions from relatives within
the household.
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Insurance benefits and assistance payments.-Beneficiaries who also received
supplementary public assistance had, on the average, smaller benefits than all
aged insurance beneficiaries. Low benefits are usually associated with retired
workers who either (1) retired many years ago, with their benefits calculated on
amounts earned when the general level of wages was lower, or (2) were marginal
workers in their younger days. In the fall of 1957, 6 out of every 7 beneficiaries
in the group consisting of nonmarried beneficiaries and married couples with only
one spouse entiled to benefits, and almost 9 out of every 10 couples with both
spouses entitled, were receiving more than $30 per person, the minimum payable
to a retired worker at that time. Almost half of all beneficiaries had benefits of
$60 or more per person. Among the beneficiary-recipients in the fall of 1957, only
11 percent had benefits that high, and, as shown in the following tabulation, 2
out of every 5 were getting no more than $30.

Percentage distributionDASI benefits of beneficiary-recipients
Total-------------------------------------- 100. 0

Less than $30_--------------------------------------------------------' 8. 9
$30 ---------------------------------------------- 33. 5
$31.00 to $49.99_----------------------------------------------------- 33. S
$50.00 to $59.99------------------------------------------------------ 13. 1
$60.00 to $69.99------------------------------------------------------ 7. 7
$70.00 to $99.99_---------------------------------------------------- 3. 4
$100.00 to $108.50____________________________________________________

1 Beneficiary-recipients entitled to benefits as wives of retired wage earners who werereceiving old-age benefits of less than $60.
The median monthly benefit paid to beneficiary-recipients in the fall of 1957

was $34, or 40 percent less than the median amount paid to all aged beneficiaries
in the survey. Not all low-benefit beneficiaries in the survey received supplemen-
tary public assistance payments. There are several reasons for this situation:
benefits tend to be relatively small in the low-income States, where public assist-
ance standards also tend to be relatively low; some beneficiaries do not apply
for assistance; and others are ineligible for assistance because they have addi-
tional income or assets or are supported by their adult children.

The total amount of public assistance paid to insurance beneficiaries or paid
in their behalf (in the form of vendor payments for medical care) during the
survey year could not be ascertained in every case. Many of the beneficiaries
for whom vendor payments for medical care were made did not know the total
amount of such payments. For those whose total amount of public assistance
was known, the median was slightly more than $450 for the survey year, or about
$38 a month. For somewhat more than a fourth, the amount of assistance, in-
cluding vendor payments, average less than $25 a month during the survey year;
for about 15 percent the monthly amount averaged about $63 or more. The
average monthly old-age assistance payment (including vendor payments) for
all recipients during the survey year was about $60, or 58 percent larger than
the average for beneficiary-recipients in the 1957 beneficial survey.

Earnings.-Relatively few of the insurance beneficiaries had some earnings
during the survey year, but the proportion among all beneficiaries was double
that among the beneficiary-recipients. Only about one out of every eight benefi-
ciary-recipients had income from earnings, compared with one out of every four
for all beneficiaries aged 65 and over. The amount of such earnings was sub-
stantially lower for the beneficiary-recipient group; 2 out of every 5 beneficiary-
recipients with income from earnings but fewer than 1 out of every 10 of
the total beneficiary group earned less than $75 for the entire survey year.
Moreover, none of the beneficiary-recipients, but a third of all beneficiaries had
income from earnings averaging $100 or more a month. Since all income is
taken into account in determining eligibility for assistance, beneficiaries with
earned income of $100 or more are generally ineligible for public assistance.

Contributions from relatives outside the household.-Fewer than 4 percent of
the beneficiary-recipients reported cash contributions from relatives outside
the household. In the 1957 survey, about 9 percent of all nonmarried benefi-
eiaries-that is, those widowed, separated, divorced or never married-and 5
percent of all the couples received some cash contributions from relatives out-
side the home. Among those receiving cash contributions the median amount
for the survey year was about $100 for beneficiary-recipients, $250 for all non-
married beneficiaries, and $300 for all beneficiary couples.
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The 1953 study of old-age assistance recipients showed that more than half
the recipients who lived in Joint households with their adult children received
some contributions from them but that only a sixth of the recipients who had
children living elsewhere received a contribution. Although the contributions
were less frequently in cash when children lived with the recipient than when
they lived elsewhere, most of the support from adult children or other relatives
was provided by relatives within the joint households. At that time only 5
percent of all recipients of old-age assistance received some cash contribution
from children outside the household.

Money income from assets.-An additional source of income for the aged is
the assets they accumulated in earlier years. More than 9 out of every 10
of the beneficiary-recipients, compared with about half of all beneficiaries, had
received no asset income (that is, interest, dividends, or net rents) during the
survey year. Of the few beneficiary-recipients who did have asset income, 72
percent received less than $75. In contrast, of the total beneficiary group with
asset income, almost a fourth of all the couples and more than a sixth of the
nonmarried beneficiaries had amounts of $600 or more during the year. None
of the beneficiary-recipients received as much as $600 in asset income.

Total money income.-For beneficiary-recipients the median amount of money
income from all sources, including public assistance, was $970, or about $80 a
month. For all nonmarried beneficiaries the median was approximately $90 a
month; for all married beneficiaries and their spouses (whether or not entitled
to benefits), it was about $94 a month per person.'

Only 1 beneficiary-recipient in 12 had money income totaling $125 or more a
month ($1,500 or more for the survey year) compared with 3 in 10 nonmarried
beneficiaries and a similar proportion of the beneficiary couples ($3,000 or more
for the couple). The following tabulation shows the percentage distribution of
beneficiary-recipients according to their total money income for the survey year.

Percentage distribution a)
beneflciary/-recipients

Total---------------------------------------------------------- 100. 0

Total money income:
Less than $600_------------------------------------------------- 11. 7
$600 to $S99…-------------------------------------------_________ 33.7
$900 to $1,199_--------------------------------------------------- 29.9
$1,200 to $1,499__________________________________________________-16. 0
$1,500 to $1,999…-------------------------------------------------- 7. 5
$2,000 or more--------------------------------------------------- 1. 2

A ssets and net worth.-Three-fifths of the beneficiary-recipients, compared
with a third of all nonmarried beneficiaries and an eighth of all beneficiary
couples, had no assets of any kind or had debts or liabilities that exceeded
assets.5 Out of every 10 beneficiary-recipients with assets, 3 had a net worth
of less than $500 and for an additional 3 the net worth was $500 to $1,999. None
had a net worth of $15,000 or more. In contrast, more than a fifth of the non-
married beneficiaries among all beneficiaries with assets and more than a third
of the beneficiary couples had a net worth of $15,000 or more. Among those
with assets, beneficiary-recipients had a median net worth roughly one-fourth
that of the nonmarried beneficiaries and one-seventh that of the married bene-
ficaries and their spouses. The median net worth of beneficiary-recipients was
$1,525, compared with $6,250 for the nonmarried beneficiaries and slightly less
than $10,500 for the married couples.

Equity in the home was the beneficiary's most important asset. Liquid assets,
such as reserve money at home or in a bank or other assets readily converted
into cash, accounted for only a small fraction of the net worth of most aged
beneficiaries. One out of every seven beneficiary-recipients had some liquid

4 Because vendor payments for medical care are included in total money income of
beneficlary-recipients but excluded for all beneficiaries, the comparisons may be somewhat
distorted. This distortion is believed to be relatively slight since in many cases the
amount of the vendor payments was unknown to the beneficiary.

5 Assets represented money at home (except amounts held for current operating ex-
penses), bank deposits, stocks and bonds, loans to others, equity in an owner-occupied
home and other real estate, interest in a business, and the market value of a professional
practice. patents, and copyrights. Liabilities represented balances owed on Installment
purchases: hills past due on open accounts and for rent, taxes, interest on mortgages,
and medical care: and borrowings on securities and unsecured borrowings. The net worth
of a beneficiary group was obtained by subtracting Its liabilities from its assets.
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assets; the median amount was slightly less than $150. Three out of five non-
married beneficiaries and three out of four of the beneficiary couples had some
liquid assets. The median amount for those who had any liquid assets was
about $2,150 for the nonmarried individuals and slightly more than $2,800 for
the couples.

Health status and medical care costs
With a substantial proportion of both the beneficiary and the old-age assist-

ance rolls consisting of persons aged 75 and over-a proportion increasing each
year-facts on the heath status and medical expenditures of aged beneficiaries
and assistance recipients are of paramount importance. The extent to which
aged individuals have unmet medical needs is difficult to determine. The 1957
survey did ascertain, however, the total medical care costs of the beneficiaries
during the survey year, as well as their impressions of their health status.

Health status.-Beneficiaries in the sample were asked their opinion of
their health, how it compared with that of other persons the same age, and
what health handicaps or ailments they had. Responses to these questions are
subjective and may have been influenced by the very fact that such questions
were asked. Moreover, some of the beneficiaries who received public assistance
may have felt a need to justify being on the assistance rolls by emphasizing
their poor heath. There is generally an inverse relationship, however, between
income and the need for medical care. Frequently persons who are least able
to pay have the greatest need for medical care. More of the beneficiary-recipi-
ents than of all beneficiaries stated that they were in poor health, that they
were worse off than others their own age, and that they had more handicaps and
ailments that bothered them. Only 25 percent of the beneficiary-recipients
stated that their health was good, and 44 percent called it poor. Among all
aged beneficiaries these percentages were reversed; 44 percent stated their
health was good, and only 24 percent called it poor. The proportion desig-
nating their health as "fair" was about the same for both groups.

As to their opinion of how their health compared with that of other persons
their own age, about a fourth of the beneficiary-recipients stated it was better
and slightly more than a third said it was worse. Among the total group of
aged beneficiaries, more than a third called their health better than that of
others of the same age and only a fifth considered it worse.

Most of the aged beneficiaries complained of health handicaps or ailments
that bothered them. The proportion without such complaints was half as large
for beneficiary-recipients as for all beneficiaries-16 percent compared with 32
percent. The most frequent types of complaints included arthritis or rheuma-
tism, heart trouble, shortness of breath, bronchitis or asthma, hardness of hear-
ingz, stomach trouble, trouble with vision, and foot trouble.

Information on the health status of all old-age assistance recipients is not
available. The 1953 study showed, however, that 82 percent were able to care
for themselves, about 14 percent required considerable care from others because
of some physical or mental condition, and about 4 percent were bedridden. A
specific handicapping condition about which information was obtained was blind-
ness. About 3 percent of all recipients were either known to be blind or believed
to be blind; for about a third of them there was substantial evidence of blindness.

Total medical costs.-Because total medical costs, in the 1957 national bene-
ficiery survey, included household medicine-chest items as well as prescription
medicines and services rendered by hospitals, physicians, and others, only a
small proportion of the beneficiaries were expected not to have such costs during
the survey year. Of the beneficiaries who also received public assistance, only 1
in 20 reported they had incurred no medical costs during the survey year; for
all beneficiaries the ratio was 1 in 10 (table 6). The proportion of beneficiary-
recipients who had some medical services of which they did not know the cost
was almost three times as large as that of all beneficiaries-19 percent com-
pared with 7 percent. Most of these beneficiaries received some free care-
that is, care supplied by a hospital or doctor who rendered no bill to anyone
and care for which a public assistance or other agency made payment directly
to the hospital, doctor, or other vendor-for which they did not know the cost.
On the other hand, some beneficiaries who received free care were able to state
the cost of such care and could therefore be included with those having total
costs of known amount rather than unknown.
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TABIE 6.-Percentage distribution of all aged beneficiaries and beneficiary-recip-

ient8, by amount of total medical costs incurred during survey year, 1957

Total medical costs I Aged bene- Beneficiary-
filearies I recipients

Total- 100.0 100.0

None incurred- 9.8 5. 7
$1 to $49 ---------------------- 30.2 22. G
S50 to $99 -15.5 14.9
SlO to Sl19-16.3 12.7

2-00 to $49 -14.2 15.4
$500 or more- 7.0 9. 7
Unknown -

6.9 19.0

Median known costs:
Excluding those with no costs -$87 $100
Including those with no costs -$71 $91

l Represents household medicine-chest items, prescription medicines, and services rendered by hospitals,
physicians, and others.

2 Represents incurred medical expenses of each entitled beneficiary; excludes those of nonentitled spouse.
3 In most of these cases the beneficiary received some free medical care-that is, care supplied by a hospital

or doctor who rendered no bill to anyone and care for which a public assistance or other agency
made payment directly to the hospital, doctor, or other vendor.

Source: 1957 beneficiary survey, Bureau of Old-Age and Survivors Insurance.

Beneficiaries who also received public assistance more often reported having
incurred high medical costs and less often low medical costs for the survey
year than other beneficiaries. Since more of the beneficiaries-recipients were in
poor health, and since public welfare agencies in virtually all States provide medi-
cal care to some extent to aged assistance recipients who need such care, bene-
ficiary-recipients can be expected to make use of medical care services exten-
sively; the costs of such services can therefore be expected to be higher for
them than for other beneficiaries. Almost 23 percent of all beneficiary-reci-
pients and 30 percent of all aged beneficiaries had known total medical costs
of less than $50. At the other end of the range, almost 10 percent of all
beneficiary-recipients and 7 percent of all beneficiaries had known costs totaling
$500 or more.

Among beneficiaries incurring medical costs and for whom the costs were
known for all items of care, the median expense was about 15 percent higher
for those who also received assistance than it was for the total group of
beneficiaries-$100 compared with $87. If the beneficiaries incurring no costs
are included, the median would be 28 percent higher for beneficiary-recipients
with known costs than for all beneficiaries-$91 compared with $71. If the
dollar value of the medical care for which the cost was unknown to the bene-
ficiary could be estimated, medians both for beneficiary-recipients and for all
beneficiaries would probably be higher and the difference still larger, because
a large proportion of these unknown costs were incurred in connection with
hospitalization.

Hospital and nursing-home costs.-A period of hospitalization or nursing-
home care was much more common among beneficiaries who received supple-
mentary public assistance than among all aged beneficiaries, 23 percent compared
with 13 percent (table 7). For about a third of the beneficiary-recipients
and a fifth of all beneficiaries receiving such care, the care was either free or
the cost was unknown for other reasons. The median cost for those reporting
hospital or nursing-home care, excluding any for whom the care was free or the
cost unknown, was $445 for beneficiary-recipients and $390 for the total bene-
ficiary population. These median amounts would undoubtedly be higher if the
hospital and nursing-home costs of all beneficiaries were known or could be
estimated. In comparison with a beneficiaries reporting at least one period of
hospitalization, beneficiary-recipients were much less likely to have hospital
or nursing-home costs of less than $400 but more likely to have such care
provided free or paid for by a person or agency, with the amount unknown to
the beneficiary. Because the costs of nursing-home care are relatively high,
it is of interest to note that much of the costs of such care, particularly for
nonmarried beneficiaries, was assumed by public assistance agencies.

73207-61-4
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TABLE 7.-Percentage distribution of all aged beneficiaries and beneficiary-recip-
ients, by number hospitalized and by amount of total hospitalization costs
incurred during survey year, 1957

Total hospitalization costs I Aged bene- Beneficiary-
ficiaries 2 recipients

Total - ----------------------------------------------------- 100.0 100.0

Number hospitalized -12.9 22.6
Number not hospitalized -87.1 77.4

Hospitalization costs, total -100. 0 100.0

$1 to $99 - 11.1 11.6
$100 to $399 -30. 0 18.8
$400 to $999 -23. 6 22.3
$1,000 or more -1.-- 1.6 16.1
Unknown 3_----------------------------------------------------------------- 19.6 31.3

Median known costs (excluding those with no costs) -$390 $445

X Data for beneficiaries who spent any time in a general hospital or who were in an institution for long-
term care, such as a nursing home or mental or tuberculosis hospital.

2 See footnote 2, table 6.
3 See footnote 3, table 6.

Source: 1957 beneficiary survey, Bureau of Old-Age and Survivors Insurance.

Medical costs and income.-There was apparently little direct relationship
between the amount of medical costs incurred by aged insurance beneficiaries
and the amount of their cash income.e Although there appears to be some rela-
tionship between incurred medical costs and the total cash income of beneficiary-
recipients, it has limited meaning because expensive medical care provided
through public assistance funds would in itself raise their total computed money
income. In this analysis, total computed money income of beneficiary-recipients
included total medical expenses paid by the assistance agency-those paid
directly to the vendor and those included in the money payment to the recipient.

Means of meeting total medical cost8.-Almost all the beneficiaries with medical
expenses assumed some of the responsibility for such expenses incurred by them
during the year. Of those who incurred medical costs, 9 out of every 10 benefici-
ary-recipients, a similar proportion of all nonmarried beneficiaries, and virtually
all the beneficiary couples (97 percent) assumed some responsibility for meeting
these costs. Since beneficiaries who also received public assistance had very little
in the way of income or assets other than their insurance benefit and assistance
payment, any payments for medical care that they themselves made had to come
from either their benefit or assistance check. Other beneficiaries, as shown above,
were more likely to have other sources of income to draw on-assets, earnings,
and contributions from relatives. Some of the beneficiaries who shared a house-
hold with relatives were able to pay their own medical bills only because the rela-
tive contributed to the household expense. Information to determine the extent
to which relatives shared in the household expense was not analyzed.

Relatively few of the beneficiaries incurring medical costs-6 percent of the
beneficiary-recipients, 14 percent of all beneficiary couples, and 9 percent of :111
nonmarried beneficiaries-had some of their medical expenses covered by health
insurance. As would be expected, since health insurance usually provides pro-
tection against hospitalization costs, many of the beneficiaries who had some of
their medical expenses covered by insurance had at least one period of hos-
pitalization during the survey year.

Relatives paid all or part of the medical bills for 6 percent of the beneficiary
couples and for almost twice that proportion of the nonmarried beneficiaries,
compared with 10 percent of the beneficiary-recipients.

Medical care for all old-age assistance recipients is provided in two ways. The
State welfare agency may include an amount for medical care in the require-
ments on which the recipient's money payment is based, or it may make pay-
ments directly to the suppliers of medical care (vendor payments), or it may do
both. Because the type and amount of medical care to be provided are decided by

e See "Medical Care Costs of Aged OASI Beneficlaries: Highllghts From Preliminary
Data, 1957 Survey," Social Security Bulletin, April 1959.
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each State agency, there are wide differences among the States in both the qual-
ity and quantity of medical care provided. Most States provide medical care
services under the assistance programs only if a person receives a money payment
to meet basic maintenance needs; in a few States a person may be provided
medical care even though he does not receive a money payment. Medical ex-
penses for such individuals are paid directly to the medical supplier by the
agency. An aged person receives medical care under the old-age assistance
program only if he is in need, has inadequate resources to meet that need, and
the needed type of medical service is one of those provided by the agency.

Information on the number of aged recipients with medical care included
in their requirements or on the amount of such medical care is generally not
collected. Reports from 24 States obtained as the result of a special inquiry
made by the Bureau of Public Assistance in early 1957 showed, however, that
only one recipient in five had medical care needs taken into account in de-
termining his requirements. State by State, the proportions ranged from zero
to 72 percent. Payments made directly to the suppliers of medical care (vendor
payments) for 1957 represented about 9 percent of the total payments to re-
cipients of old-age assistance. The largest proportion of the vendor payments
in old-age assistance went for hospitalization (37 percent). Nursing- and con-
valescent-home care represented 34 percent of the vendor payments, drugs and
supplies 13 percent, and practitioner's services 12 percent.

Senator CARLSON. They, of course, would be people who, generally
speaking, would need some assistance or financial aid?

Mr. C'OHEN. Yes, Senator. I wanted to develop this policy ques-
tion, the question of raising the minimum in social security which has
been one of the key questions before the Finance and Ways and
Means Committees, of course, one that should have periodic atten-
tion. The minimum was originally $10 a month in the 1939 amend-
ments. It has been progressively raised so that, as a result of this
last amendment, it was $40. We actually recommended $43, but the
minimum benefit is related to the whole structure of the contributory
benefits and the Ways and Means Committee did not want to raise
the minimum too rapidly without raising the whole scale of benefits.

It didn't want to push the bottom up so that the whole level was
telescoped, and therefore I think the question of the further raising
of the minimum benefits is related to raising the maximum benefits
and raising the benefit level entirely. But it is certainly one that is
worthwhile for your consideration.

The last significant development, it seems to me, here is the fact
that we have been narrowing the groups that have no money income
or income solely from independent sources that we do not know any-
thing about offhand. In other words, we are getting to the point
now, and I would hope certainly within the next 5 or 10 years, where
practically every aged person in this country will have some assured
income, through employment, social insurance or related programs,
or public assistance. That certainly would be a desirable objective
if we could achieve it.

Now the question of the extent of that income, how adequate we can
make it and how much that would cost, of course, is another ques-
tion which we want to touch on.

Senator SMATHERS. Is not the real purpose to arrive at the day
when there will be no necessity for our old-age assistance program?
That is the objective is it not?

Mr. COHEN. Well, I would say, Senator Smathers, that is a goal.
I do not see that objective in the foreseeable future, quite realistically,
because human needs being so-how shall I put it ?-so diverse, the
-conditions among our people in the different States and localities are
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such that I do not know that we, can make all these other programs so
perfect that there will not be any need for any assistance at all. But I
would hope that the objective would be that in the next decade we
could get the proportion of those on old-age assistance, now about 14.1
percent, as I recall it, down between 5 and 10 percent in this next
decade; then I would say we are really doing a very good job.

Now, beyond that decade, I do not know what would be needed, but
would like to see, myself, and I would hope that would be a firm part
of our national policy, to have this continue to go down so that it
would only meet the absolutely unpredictable emergency needs of the
smallest number of people. But even at that, with our growing number
of aged people, don't forget that if we have 20 million aged people,
when I say I would like to get down even to 5 percent, that still means
a million aged people on old-age assistance. So it is a lot of human
beings that are involved, but I would hope that that is what we could
drive toward, our objective.

Senator CARLSON. Mr. Chairman, I have a regrettable situation. I
have an 11:30 television show which necessitates my leaving. I do hate
to leave this timely and most interesting discussion with which I am
deeply concerned. I would like to be excused, and leave with Mr.
Cohen half a dozen questions that he might reply to for the record, not
today. They are some questions that I think would add to this.

Senator SMATHERS. Do you want to ask the questions now?
Senator C(ARLSON. No; I have to leave now.
Senator SMATHERS. Do you want me to ask them for you?
Senator CARLSON. Well, that is all right, as we go along, but I think

these are some questions that I think could be taken up as you wish.
I beg to be excused and I regret having to leave.

Mr. COHEN. I will be glad to give you a full answer to them in the
record, Senator.

Senator SMATHERS. All right, you may proceed.
Mr. COHEN. I will just touch on this last chart.
Senator SMATHERS. I would like to ask one question before you pro-

ceed to the other chart. Do you have any information as to the regional
areas of the United States, where people are drawing the heaviest
amounts of old-age assistance?

Mr. COHEN. Well, if you will turn in my testimony to table No. 6,
Senator, by some queer coincidence, I had Florida marked on my
table and I would 'like to use it in answering your question.

Senator SMATHERS. Have you marked Missouri and Oregon and
Massachusetts as well?

Mr. COHEN. I thought that would be very wise for me to do before
I came.

Senator SMATHERS. You are very able.
Mr. COHEN. If you look at Florida, as an example, you will find

that in March 1960, in the first four columns of that table, in Florida
there were 68.6 percent of all aged people drawing either old-age
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and survivors insurance-social security-or old-age assistance. Now,
60.1 percent of them were drawing social security, 12.6 percent of
them were drawing old-age assistance, and 4.1 percent were drawing
both old-age assistance and old-age insurance. So that actually you
see you had the 60 percent drawing insurance, 13 percent drawing
assistance, you had 4 percent where there was this overlap, and the
net result was close to 70 percent of the aged people in Florida in
1960 were drawing some form of income from these two sources.

Now, if you look over to the last column you will see the tremendous
growth that occurred during that period of time. It was only 41.8
percent in 1950 that received both types of payments. So roughly
we have gone from about 40 to about 70 percent, even though the
number of aged in the Nation and, as you pointed out, in Florida, has
increased tremendously during that decade.

Now perhaps we could look at Oregon.
Senator SMATHERS. With respect to the Far West, as distinguished

iroiti bie ouutlieast, what dutZ LU;U Piu IkiktU tU J%.t5 - -je Ulloy UlUU

in the same category?
Mr. COHEN. Yes; the figures here are sumarized regionally. As

you can see, for the Far West they have 71 percent from both, the
Rocky Mountain has 72, the Southwest has 72. The Southeast has
73. The Plains had 71 percent. The Great Lakes have 72. The
Mideast has 69. New England has 74. So they are concentrated in
a very narrow band. In other words, we are at a point in this devel-
opment where -you can say, as we pointed out, as a generalization
around 70 percent of the aged people are getting some form of income
from one of these two sources or both.

Now, there are some tremendous differences among the States, in
the proportion receiving one type or another. For instance, I just
see right above Florida what is a significant difference, that Georgia
only has 48 percent old-age insurance.. There is actually one State,
Louisiana, which has still more persons receiving old-age assistance
than receiving old-age insurance.

Senator SMATHERS. Would it stand to reason that the States which
are more rural, where farming, of course, is the principal occupation,
they obviously would be less covered by the insurance feature of the
program and depend more heavily on the old-age assistance ?

Mr. COHEN. Yes. Well, that factor, though, is diminishing to some
extent since the 1954 amendments bringing farmers in, and they have
come in in astonishing proportions. There was a great deal of con-
troversy for many years as to whether farmers should come in, but
once the law was enacted, they cooperated greatly about filing returns
of their covered work. So that I think we now tend to see lessening
of that variation among the States.

This particular chart goes to the question of what proportions of
our social security beneficiaries have any kind of cash income, other
than their benefits. -
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CHART IV
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We do know one other significant thing that has developed that has
been very important, and that is the development of homeownership,
not only among all of the American people, but among the aged,
and this is a very, very important point. If we could achieve as a
matter of national policy that when every individual or nearly every
individual reached retirement age, he had a desirable home which was
all paid up so that he only needed to meet his taxes and any upkeep,
it would certainly make the income problem of the aged a much less
difficult one. There would be some other problems that arise which
you may want to explore of how the aged adjust to having, say, a
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large home when they only have one or two people, but that is not
primarily an income problem.

Now here, if we take retired workers, this second band here, the in-
teresting thing we find is that about 25 percent of them have other
income neglecting amounts under $75 a year, from any other source.
In other words, basically this large group of people have no other
substantial income. That means, of course, those people primarily
have to rely almost entirely on social security, unless they own their
own homes or they are living with their children or some other method
that they have worked out, social security becomes the major source
of reliance, and then as you go up the scale you see that about
15 percent has only between $75 and up to $300 of annual income.
So that roughly 40 percent of the retired workers have no substantial
independent income, in my opinion, other than their social security.

Senator SMATTERS. Now, that is not a couple. You are talking
about an individual worker?

Offi. C=-=-. T a... tallkingac Gus' -Bare. _ Is t +k.
explanation for a couple, but the figures are converted to a per person
basis, and on this you will see that the couples are a little better off,
generally speaking, but it isn't very much. And here is my point
about the widows, as you can see.

A large proportion of widows, up to 35 percent, have really no
other income at all, and a sizable proportion have only a little income,
so that over 50 percent of the widows who draw benefits, are without
any substantial income. If you went up to $600 a year of income,
which I would not consider very large, in addition to their social se-
curity, that brings you up to about two-thirds of the aged widows.

That is the reason I say the problem of income for our aged widows
is really a matter of social priority. I would say it is the No. 1 prob-
lem to grapple with.

In these 1961 amendments, Congress, recognizing that fact, did in-
crease the proportion of the social security benefits payable to widows
from 75 percent of the worker's primary benefit to 821/2 percent. In
other words, it raised the relative level 10 percent.

Now, we had recommended 85 percent, which I think is a desirable
level, and, as a matter of fact, I think consideration could be given
even to seeing whether something more could not be done, because if
we do not, I would expect that more and more of these widows would
have to apply for public assistance.

Senator SmAT~IIRms. Do you have any figures as to- howmany widows
there are. Now I do not want to make the semantic misthke we used
to keep making by saying "How many widows are uncovered?" but
how many widows are there now who are not covered by any type of
social security benefits who have to live with relatives and children?

Mr. COHEN. We do not have that exact figure. I can put that in
the record for you.

Senator SMATHERS. All right.
Mr. CoHEN. What you really want to know is how many widows-

or do you want to take the group of widows and see what their income
status is:as a group ?

Senator SMATHERS. Yes.
Mr. COHEN. I think that would be a very desirable thing to look at:

151
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(Mr. Cohen subsequently submitted the memorandum which
follows:)

THE ECONOmIC SITUATION OF WIDOws AGED 65 AND OVER

The number of widows aged 65 and over in our population is now approaching
5 million. They comprise more than half (53 percent) of all women in this age
group and 29 percent of all persons 65 and over.

Widows are less likely than other aged women to be eligible for benefits under
the old-age, survivors, and disability insurance program. At the end of 1960, it
is estimated, 55 percent of all aged widows were drawing such insurance benefits
compared to 67 percent of the other aged women, nearly four-fifths of whom were
married. Roughly half the widows received benefits based on their own earnings;
the others, based on the work record of a deceased husband, or in a few cases, a
deceased son or daughter. Many were not eligible for benefits because they
belonged to a generation of women who rarely worked outside the house and
whose husbands died before acquiring insured status under the OASDI program.
More than three-fifths of the other women on the OASDI rolls drew wife's
benefits. The others were eligible in their own right even though many also
had protection as wives. Information on the marital status of retired worker
(old-age) beneficiaries is not currently available. The estimates given above
were therefore developed from data on the marital status of the women bene-
ficiaries covered in the 1957 survey.

Data on receipt of payments by aged widows, wives, and other aged women,
respectively, under other programs based on previous employment, under pro-
grams for veterans, or the Federal-State public assistance programs are ex-
tremely limited. They nevertheless suggest that the economic status of widows
is much more unfavorable than that of other older women: That at the end of
1960 probably as many as 1 in 5 of the aged widows were without income from
employment or a public-income-maintenance program, compared with 1 in 20 of
the other aged women.

The majority of aged women receiving widow's benefits under the OASDI
program barely manage to get along on the average benefit of only $58 per
month. As I showed by chart 3, nearly two-fifths of the widow beneficiaries
covered in the 1957 survey had no income in addition to their OASDI benefits
or less than $75 for the year. Exclusive of earnings, public assistance, and
contributions from relatives outside the household, more than three-fifths had
less than $75 for the entire year in addition to benefits.

Widow beneficiaries practically never receive employer or union pensions:
The 1957 study showed 1 in 16 widow beneficiaries drawing a pension or com-
pensation under a Veterans' Administration program. Income from assets-,
interest, dividends, and net rents-ranked next to benefits as a source of cash,
with more than two-fifths reporting annual income of this type -amounting to
$25 or more. One in seven of the widow beneficiaries reported some-earnings
during the year, but employment cannot be 'counted on indefinitely as a regular
source of income for an aged person. Public assistance and relatives. outside
the household provided some support for 12 percent and. 11 percent, respec-
tively, of the widow beneficiaries in 1957. All told, at least tine-fifth of those
on the OASDI rolls were partially dependent on outside support and others
undoubtedly received some support from family members with whom they lived.
Nearly half of the widow beneficiaries shared a home with relatives, almost
one-fourth of the total living in the home of children or other relatives.

.Mr. COHEN. Let me generalize this way from what I recall, and
this is part of the problem that Senator Carlson raised in the Finance
Committee. Many widows were quite young when their husbands
died. (Among women under age 60 at the, time of the 1950 Census.
half the widows were widows before they were 40 years old.). Of
course, in a large number of cases now, because people do have life
insurance and group life insurance, the man leaves the widow a cer-
tain amount of life insurance but it is not enough. That is the prob-
lem. It is not enough to take. care. of this total life expectancy of
these younger widows. And very likely what happens is that it is
largely exhausted by the time she becomes 62, or if she has happened
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to have a large medical expense before that time or large medical
expenses in connection with her husband's death, it is almost in-
evitable that she has to look forward to the social security benefits
at age 62 as her full income; and that is one of the reasons, I may
say, also, that this was why the Senate Finance Committee, when it
reduced the age for widows' benefits to 62 in 1956, provided for the
payment of the full benefit at age 62.

There is no actuarial reduction for the widow as there is for the
wife or the woman worker, because it was recognized that the widow
did have this tremendous social need, and they paid the full 75 per-
cent of the primary benefit, which will now be 821/2 percent under
the 1961 amendments.

Incidentally, Senator, I have prepared for the committee a sum-
mary of the 1961 Social Security Amendments, which perhaps you
would like to put in the record and which I will supply for the mem-
bers of the committee.
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each of us would like one.
(The summary referred to follows:)

SUMMARY OF THE SOCIAL SECURITY AMENDMENTS OF 1961

(By Wilbur J. Cohen, Assistant Secretary of Health, Education, and Welfare}

The Social Security Amendments of 1961 (H.R. 6027), approved by President
Kennedy on June 30, 1961, make very significant improvements that will add to
the flexibility and effectiveness of the social security program. They are a
further step toward providing American workers and their families with basic
protection against the hardships that can result from loss of earnings when the
breadwinner retires, becomes disabled, or dies.

SUM MARY OF' CHANGES

The principal changes made by the new legislation are:
1. Retirement age.-The age at which men are first eligible for old-age and

survivors insurance benefits is lowered from 65 to 62, with benefits for those
who claim them before age 65 reduced to take account of the longer period
over which they will get their benefits.

2. The minimum benefit.-The minimum insurance benefit payable to a re-
tired or disabled insured worker, and to the sole survivor of a deceased insured
worker, is increased from $33 to $40 per month, with corresponding increases
for people getting other types of insurance benefits-for example, wives and
children-based on primary insurance amounts of less than $40.

3. Insured status requirement.-The insured status requirement-the propor-
tion of time that a person must work under social security to be eligible for
old-age and survivors insurance benefits-is changed from one quarter of covered
work for each three calendar quarters elapsing after 1950 to one for each calen-
dar year (equivalent to one for each four calendar quarters), thus making the
insured status requirements for people who are now old comparable to those
that will apply in the long run for people who will attain retirement age in the
future.

4. Aged widow's benefit.-The insurance benefit payable to an aged widow of
a deceased insured worker is increased by 10 percent, from 75 percent of the
worker's primary insurance amount (the basic amount on which all old-age, sur-
vivors, and disability insurance benefit amounts are based) to 82Y2 percent.
(A similar increase is made in the insurance benefit payable to a widower and
to a surviving dependent parent where only one parent is entitled to benefits.)

5. Retirement test.-The provision for withholding benefits from beneficiaries
whose earnings exceed $1,200 a year (generally referred to as the retirement
test) is changed so that $1 in benefits will be withheld for each $2 of earnings
between $1.200 and $1,700, rather than between $1,200 and $1,500 as under
previous law.
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6. Contributions.-The social security contribution rates payable by employers
and employees are increased by one-eighth of 1 percent each, and the contribu-
tion rate for self-employed people is increased by three-sixteenths of 1 percent
and rounded to the nearest tenth of 1 percent, beginning with 1902. In addi-
tion, the tax increase scheduled for 1969 will be moved up to 1968.

7. Public assistance.-The amounts the Federal Government will pay under
the old-age assistance, aid to the blind, and aid to the permanently disabled
programs are increased. For these categories, the first $30 per recipient in
which Federal participation is 80 percent is raised to $31 per month. The
overall maximum average payment in which the Federal Government partici-
pates is raised from $65 to $66. For old-age assistance, the amount of vendor
medical payments in which there is additional Federal participation beyond the
formula applicable to all three adult categories was raised earlier in 1961
from $12 to $15.

8. Assistance to U.S. citizens returning from abroad.-The Secretary of
Health, Education, and Welfare is authorized to provide temporary assistance
to U.S. citizens without available resources who return to this country from
foreign countries because of war or other emergency.

9. Other changes.-Other changes in old-age, survivors, and disability insur-
ance made by the legislation would give workers with long-standing disabilities
additional time to file applications to preserve their benefit rights, facilitate
coverage of additional employees of State and local governments, and provide
for survivors of certain deceased ministers an opportunity to obtain social se-
curity protection.

In the main, the amendments make changes in the social security program
along the lines recommended by the President in his economic message to the
Congress on February 2. 1961. Although the increases in the amount of the
minimum insurance benefit and in the insurance benefit for the aged widow are
not as large as the President had proposed, and although his proposal for pay-
ing disability insurance benefits to a worker with an extended but not neces-
sarily permanent disablement is not included, the amendments will largely
meet the problems that prompted the President to make his recommendations.

Many of the people who will benefit from the changes in the old-age, sur-
vivors, and disability insurance program are getting public assistance because
they are not now eligible for insurance benefits or because their insurance
benefits are inadequate to meet their needs. The new or increased insurance
benefits they will get under the amendments will enable some of them to get
along without public assistance, while others will need to get smaller amounts
of assistance. It is estimated that the savings in assistance expenditures (Fed-
eral and State) resulting from the old-age, survivors, and disability insurance
amendments, in the first 12 months in which the amendments are in effect, will
be $50 million, of which $20 million is the estimated saving in Federal expendi-
tures.

CHANGES IN OLD-AGE, SURVIVORS. AND DISARILITY INSURANCE

Reduced benefits for mien. at age 62
In 1960, in connection with the social security amendments then under con-

sideration, an amendment to permit men to receive reduced insurance benefits
at age 62, as was provided for women in 195)6, was proposed to the Senate Com-
mittee on Finance by Senator Byrd. of West Virginia, and cosponsored by 21 other
Senators. The provision was included in the Finance Committee's bill and
passed by the Senate. It was later deleted in the House-Senate conference
because of its cost (then estimated at 0.05 percent of payroll).

President Kennedy's Task Force on Area Redevelopment, in its report dated
December 27, 1960. recommended the payment of insurance benefits to men
beginning at age 62. The President's Task Force on Health and Social Security
also suggested it for consideration in its report of January 10, 1961. The Presi-
dent recommended the change in his economic message to the Congress. While
there is general agreement that this change does not represent the only or the
best solution to the economic problems of older unemployed workers, it does
provide some protection for these people. The fact is that the problem of the
older worker who cannot get a job does exist, in good times as well as bad, and
the social security program should be flexible enough to take account of the
problem. People who have made social security contributions over the years
in the expectation of receiving insurance benefits when they are too old to work
should have a degree of protection if they find themselves unable to get work
because of conditions beyond their control when they are getting along In years,
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even though they have not reached the age of 65. Under the provision making
reduced benefits available at age 62, a man can weigh the amount of the benefit

he can get against his physical condition, the availability of work, and his general

financial situation and make the choice that seems best for him under all the

circumstances.
It is estimated that benefits amounting to $440 million will be paid during the

n ext .12 months to about 560,000 people who would not have been eligible for insur-

ance benefits if it were not for this change.
Under the new provision, the insurance benefits for a man worker are reduced

at the same rate as now applies for a woman worker (five-ninths of 1 percent for

each month before age 65 for which a benefit is payable) husband's insurance

benefits are reduced at the same rate as now applies to wife's insurance benefits

(twenty-five thirty-sixths of a percent for each month before age 65 for which a

benefit is payable) and widower's and surviving father's insurance benefits are

payable in full as widow's and surviving mother's insurance benefits now are. A

man who begins getting old-age insurance benefits in the month in which he

reaches age 62 will get a benefit amounting to 80 percent of the amount he would

get if he stopped working then but waited until his 65th birthday: a man getting

husband's insurance benefits at age 62 will get 75 percent of what he would have
gotten at age 65.

As is now true for women, tne percentage reauecion in tne insurance oenenu
payable before age 65 will continue to apply after 65, except that if the person
works and earns enough before he reaches 65 to cause any of his benefits to be
withheld the reduction in his benefit will be refigured at 65 to reflect the fact that
benefits were not paid for as many months before 65 as was contemplated when

the original computation was made.
As originally proposed, the provision to lower the minimum eligibility age for

insurance benefits for men involved some additional cost (estimated at 0.05 per-

cent of payroll on a level-premium basis in 1960 and 0.10 percent this year). This
additional cost arose because the computation of both fully insured status and

the average monthly wage (from which benefit amounts are figured) would have
been liberalized for men as they were for women when insurance benefits were

made available to them at age 62. The measuring period for determining the
number of quarters of coverage required to be fully insured for benefits and for
determining the number of years to be included in the computation of the average
monthly wage would have been based on the period ending with the beginning
of the year of attainment of age 62 instead of age 65-a 3g-year shorter period
than under present law. Using a smaller number of years in the computation
permits the dropping of more years of low earnings and thus may give a higher
average monthly wage and a higher benefit amount even where the person works
right up to age 65. In the amendments as adopted an increase in the cost of the
program is avoided by continuing to use age 65 for determining insured status
and computing the average monthly wage for a man.

Because the period for computing the average monthly wage for men extends
to age 65 even though men may claim benefits before that age, in some cases
where coverage was very recent as many as 3 years without earnings may have
to be included in the computation. Where the man works after entitlement to re-
duced benefits, therefore, the new law provides for a special automatic recomputa-
tion without an application at age 65, or death before age 65, to pick up such
earnings and, in death cases, to shorten the period used.

Increase in the minimum insurance benefit
The provision for increasing the minimum insurance benefit from $33 to $40

makes an improvement in the old-age, survivors, and disability insurance pro-
gram that is much needed at the present time. People coming on the benefit
rolls in the future will generally get benefits above the minimum level because
they will have had a chance to work in covered employment during their best
working years. Right now, though, many of the people on the rolls are getting
benefits at or near the minimum level not because they had a low level of
lifetime earnings but because they were already old when their jobs were
covered and their earnings under the program were lower than their average
earnings over their lifetime. The increase in the minimum makes the protec-
tion of the program much more effective for these people.

The provision to increase the minimum insurance benefit to $40 will put an
additional $170 million in the hands of 2,175,000 people in the first 12 months
of its operation.
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Change in the insured status requirements
The provision under which a person is fully insured for benefits if he has

one quarter of coverage for every year (equivalent to one for each four
calendar quarters) elapsing after 1950 and up to the year in which he reaches
age 65 (age 62 for a woman), dies or becomes disabled was recommended
by the Department of Health, Education, and Welfare last year and was in-
cluded in the bill passed by the House of Representatives, but it was deleted
in the Senate. Previous law had required one quarter of coverage for every
two quarters elapsing after 1950; a provision requiring one quarter of cover-
age for each three calendar quarters elapsing came out of the 1960 House-
Senate conference as a compromise.

The change to one for four will help many people who are uninsured be-
cause the work they did during their best working years was not covered and
by the time their jobs were covered they were already so old that they could
not work regularly enough to meet the insured status requirements then in
the law. Here again, while the long-run cost is small (taking the increase in
the minimum insurance benefit into account, only 0.02 percent of payroll), the
immediate effect is pronounced. About $65 million will be paid during the
first 12 months to 160,000 people who would not otherwise have qualified for
insurance benefits.

Table I compares the new insured status requirements with the previous
law.
Inerease in the widow's insurance benefit

The amendments increase the widow's insurance benefit by 10 percent (from
75 to 8292 percent of the worker's primary insurance amount). (People getting
widower's benefits, and surviving dependent parents where only one parent
is entitled to benefits, also have had their insurance benefits increased.)

Under the law in effect up to this time, when a man died his widow had to
get along with one-half of the benefit income that the family had while the man
was living. If the retirement benefit for a man bears a reasonable and ade-
quate relationship to his previous earnings, as it is intended to, then three-
quarters of that benefit is not adequate for his widow in terms of the man's
earnings. The increase provided in the legislation will produce a more reason-
able relationship between the widow's benefit and her deceased husband's
earnings.

This change will result in $105 million in additional benefits being paid to
1,525,000 older people during the first 12 months of operation.

The following table compares benefits for widows under the new law at
various levels of average monthly wage with those previously payable:

Amount of Amount of
widow's widow's

Average monthly wage benefit un- henefit un-
der pre- der the 1961

vious law amendments

$50 -$33.00 X $4n. 00
$100 -44.30 48. 70
$150 ------ 0 0--------------------------------------------------------------- 5 4. 860.30
$200 - ------------------------------------- --------------- --------------- 63.00 69.30
$250 -71. 30 78. 40
$300- 78. 80 86.70
$350 -87.00 93. 70
$400- 9. 30 104.80

I The minimum benefit provided for in the 1961 amendments.

Change in the retirement test
The Social Security Amendments of 1960 changed the provision for with-

holding benefits from beneficiaries whose earnings exceed $1,200 a year (gen-
erally referred to as the retirement test). The new test eliminated the require-
ment for withholding a month's benefit for each $80 of earnings above $1,200
and provided instead for withholding $1 in benefits for each $2 of earnings
between $1,200 and $1,500, and for each $1 of earnings above $1,500. (Regard-
less of the amount of annual earnings no benefits are withheld for any month
in which the beneficiary neither earns wages of more than $100 nor renders
substantial services in self-employment.)
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The changes made in the retirement test by the 1960 amendments reduced the
deterrent to work and eliminated certain anomalies that had existed under

prior law. Adjusting benefits in direct ratio to the amount of earnings above

$1,200 assures that a beneficiary who earns more than $1,200 in a year will

always have more in total income from benefits and earnings than if he had
held his earnings to $1,200.

The Social Security Amendments of 1961 as passed by the House and as re-

ported by the Senate Committee on Finance contained no provision for changing
the retirement test. An amendment adopted on the floor of the Senate, and
later approved by the conference committee increases the range of earnings over

which the. $1-for-$2 reduction applies from $1,200-to-$1,500 to $1,200-to-$1,700.
The change increases the level-premium cost of the program by 0.02 percent of

payroll on an intermediate-cost basis. Under the new test, about 350,000 people

will start to get insurance benefits or will get more benefits for 1961 than they
would get if the law had not been changed.

Establishing a period of disability

While the legislation does not include the provision the President recom-

mended for paying disability insurance benefits after the worker has been to-

tally disabled for 6 months whether or not the disability is permanent, it does

,JuLaf.L a rclatzf to dion-...-t-'B … , … … -. e ^e^.…. … uyer the

amendments the June 30, 1961, deadline for filing applications for establishing
a period of disability beginning with the actual onset of the disability (as far

back as October 1941) is postponed for 1 year. (As in previous law, where an

application is filed after the deadline a period of disability can be established
no earlier than 18 months before the date of filing application even if the ap-

plicant stopped working because of his disability much earlier than that 18th
month.)

This is a much more important provision than it may appear to be. Failure

to qualify for a period of disability means that a person may lose his insured
status for all types of insurance benefits-retirement and survivors as well as

disability-or may have the benefits payable on his earnings record greatly

reduced. Yet about one-sixth of the disability claims now being filed are based

on disabilities that began more than 18 months earlier. Many of these late

filers are disabled workers under age 50, who only recently were made eligible

for disability insurance benefits and have just learned that they are eligible.

Facilitating coverage for employees of State aid local governments

Under an amendment added by the Committee on Finance, State and local pub-

lic employees are given additional time to elect coverage under the "divided re-

tirement system" provision, which permits 16 specified States to cover those

retirement system members who desire coverage, with all future members being

covered compulsorily. Under a provision added to the law by the 1958 amend-
ments, people who do not choose coverage at the first opportunity may, at their
request, be brought under the program by the State at any time within a year

after the date on which coverage for the group was approved (or before Jan-

uary 1, 1960, if that was later). Under the amendment, the option of bringing

additional persons under coverage would be open for 2 years after coverage
for the group was approved, or through December 31, 1962, if that date is later.
This extension of time takes account of the fact that State legislatures meet

only once every 2 years, and of other factors that might result in people not
coming under the program within the time limits of present law.

Under another amendment added by the Finance Committee, the State of

New Mexico has been added to the list of 16 States to which the "divided re-
tirement system" provision applies.

Affording survivors of certain ministers opportunity to elect coverage of the
minister's services

The Senate Committee on Finance added a minor amendment to the provisions
for covering ministers. Under this change, the survivors of ministers (or

Christian Science practitioners) who die on or after the date of enactment of

the 1960 amendments (September 13,1960) and before April 16, 1962, are eligible
to take advantage of the extension of time that was provided in the 1960 amend-

ments for electing coverage. Such a survivor, as would be true of the min-
ister himself had he lived, has through April 15, 1962, to file a certificate elect-

ing coverage of services performed by the minister before his death. A cer-
-tificate filed by a survivor will be effective, generally, to cover the minister's
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services retroactively for 1 year just as if the certificate had been filed by the
minister himself on the date of his death.

This change will help a few families who have been adversely affected by the
fact that, under previous law, waiver certificates could not be filed on behalf
of a minister after his death. If a minister died without electing coverage,
there was no way for his family to secure old-age, survivors, and disability in-
surance protection on the basis of his ministerial employment.
Financing the old-age, survivors, and disability insurance amendments

The changes made by the 1961 amendments will increase the level-premium
cost of the program by 0.27 percent of payroll and the income to the trust funds
will be increased in the long run by an equal amount. This additional income
will result from an increase in the contribution rates and from advancing by :1
year, to 1968, the time at which the ultimate scheduled contribution rate be-
comes effective. Since the change in the retirement test adopted during the
Senate debate on the bill increased the cost of the amendments by 0.02 percent
of payroll above the cost of the House-passed bill, the Senate made provision for
financing this amendment by accelerating the last scheduled contribution in-
crease so that the ultimate rate will be effective beginning in' 1968 instead of
in 1969.

Under the House-passed bill the contribution rates for the self-employed would
have been increased by three-sixteenths of 1 percent. The fractions resulting
from an increase of three-sixteenths of 1 percent would have made it difficult for
people to compute their contributions. Therefore the Committee on Finance
changed the self-employment rates, after increasing them by three-sixteenths of
1 percent, so as to express them in decimals rounded to the nearest tenth of 1
percent.

The changes in the contribution schedule are shown below:
[Percent]

Employers and employees, Self-employed
each

Calendar years l

Old New Old New

1962- 3 3s 4H 4 71°63 to 1965 -3. 354 5 5 41P66 to 1967 -4 4Y8 6 6.21968 9-------------------------------- 4 4% 6 6.91969 and after -4_- _ 4 4% 6% 6.9

In making the changes in old-age, survivors, and disability insurance, Congress
has shown its customary concern for the financial soundness of the insurance
program. Since the amendments would increase the level-premium cost of the
program by 0.27 percent of payroll, and since the bill provides for additional in-
come to the trust funds which is also estimated at 0.27 percent of payroll, the leg-
islation will not change the actuarial balance of the insurance program and the
insurance system will remain on a sound financial basis.

CHANGES IN PUBLIC ASSISTANCE

The new legislation amends the Social Security Act to provide additional Fed-
eral participation in public assistance payments to recipients of old-age assist-
ance, aid to the blind, and aid to the permanently and totally disabled. It also
provides temporary assistance to help U.S. citizens and their dependents who,
having returned to this country from abroad, lack funds and other resources
necessary to their health, welfare, and resettlement as responsible citizens.
Additional Federal participation in public assistance payments

In recognition of the need for more realistic assistance payments to needy
people, Congress has raised the amounts, in which the Federal Government shares,
of payments for the adult categories-old-age assistance, aid to the blind, and
aid to the permanently and totally disabled. The Federal share has been 80
percent of the first $30 per recipient per month paid by the participating State.
The Federal share in the next $35 of the average assistance payment (up to
a maximum of $65 exclusive of the special medical provision in old-age assist-
ance) has ranged from 50 to 65 percent in accordance with relative State per
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capita income. The new legislation, effective from October 1, 1961, through June
30. 1962. provides a Federal share of 80 percent of the first $31 of the average
monthly payment, with the Federal share in the next $35 ranging from 50 to 65
percent as heretofore. The maximum is raised from $65 on an average basis to
$66. The provisions already in the law for special Federal financial participation
in medical care vendor payments in old-age assistance beyond the $615 (now
changed to $66) monthly maximum are not affected by this legislation. The
nnmount of the additional vendor medical payments in old-age assistance in which
there is Federal sharing is $15.

The new legislation makes appropriate changes in the special provision for
Federal financial participation in these programs for Puerto Rico, Guam, and
the Virgin Islands.

These formula changes are expected to increase the Federal investment in the
Federal-State assistance programs by $15,225,400 for the 9-month period covered
by the legislation.

Legislation enacted previously (Public Law 87-31) provided for an increase
in Federal financial participation in the aid to dependent children program by
broadening the coverage to include the children of unemployed parents.
Assistance for U.S. citizens returned from foreign countries

From time to time U.S. citizens in foreign countries because of their personal
misrorrune or itiiess or uesLiuLiou or uecause o0 ineraaLriouai crisis are wiLhoul
available resources and need to be returned to this country. After they reach a
port of entry in the United States they may be in need of temporary assistance.

Under an amendment to title XI of the Social Security Act the Secretary of
Health, Education, and Welfare is authorized to provide temporary assistance
to citizens of the United States and their dependents who have been identified by
the Department of State as having returned or been brought back from a foreign
country because of destitution or illness, or the illness of any dependent, or be-
cause of war, threat of war, invasion or other crisis when they are without
resources.

Reimbursement to the Federal Government.-Except in cases or classes of
cases set forth in regulations of the Secretary recipients of temporary assist-
ance are to reimburse the Federal Government for the cost of assistance.

Provision of assistance.-Assistance may be provided to the recipient directly
by the Department of Health, Education, and Welfare, or through utilization of
the services and facilities of appropriate public or private agencies and or-
ganizations.

Plans and arrangements.-The Secretary is also authorized to develop plans
and make arrangements for providing such assistance in the United States to
U.S. citizens and their dependents who are without available resources after
being returned or brought back from a foreign country.

Definition of "temporary assistance."-"Temporary assistance" may include
money payments, medical care, temporary billeting, transportation, and other
goods and services necessary for the health and welfare of individuals. It could
also include guidance, counseling, and other welfare services. Temporary assist-
ance to individuals is available on arrival in the United States and for a period
after arrival as may be provided in regulations. This provision for temporary
assistance will be effective through June 30, 1962.

In this critical period of history, the residence and travel of Americans in
foreign countries can be a real force for building international friendship, eco-
nomic progress, scientific and educational exchanges, and cultural ties. At the
same time, however, American citizens abroad cannot always protect themselves
against illness or even greater disasters in a foreign land. Yet, some of them
on returning to this country are ineligible for the Federal-State public assistance
available to other needy Americans.

Up to this time, however, the responsibility for giving essential help to return-
ing citizens has been largely carried-of necessity-by private agencies and
organizations. The welfare agencies in the Nation's major ports have made
heroic contributions of time, skill, and money drawn from State, local, and
private sources.

The Department of Health, Education, and Welfare has worked with State
and local public welfare agencies on an individual case basis in an effort to
develop arrangements under which care and attention could be given to needy
citizens froiinabroad. The Department for several years has been making pre-
liminary plans with various Federal agencies for the care of returning American
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nationals. The new legislation authorizes it to enter into agreements with them
or with State welfare agencies. Under the new legislation, the Department will
be able to reimburse the States for the costs of care given at the reception point,
and for a limited period after the needy recipients reach their point of desti-
nation.

CONCLUSION

Although these amendments go a long way in making the social security pro-
gram more flexible and effective, much still remains to be done. No program
intended to meet the needs of the people in a changing society can remain static.
Congress and the executive branch recognized the need for periodic reevaluation
and improvement in the program and, on the basis of the record, there is every
reason to believe that the entire social security program will continue to be modi-
fied and strengthened to meet changing needs of a growing economy.

TABLE I.-Quarters of coverage required for fully insured status for old-age
insurance benefits under previous law and under the 1961 amendments

Quarters of coverage needed

Year of attainment of age 62 Men Women

Previouslaw 1961 amend- Previous law 1961 amend-
ments inents

1953 or before -6 6 6 6
1954 -8 6 6 6
19.55 _ 9 7 6 6
1956- 10 8 6 6
1957- 1 2 9 8 6
1958- 13 10 9 7
1919 ----------------------- 14 11 10 8
1960- 16 12 12 9
1961 -17 13 13 10
1962- 18 14 14 11
1963 -20 15 16 12
1964 ------------- 21 16 17 13
1965 ------------- 22 17 18 14
1966 - 24 18 20 15
1967 ----------------------- 21 19 21 16
1968- 26 20 22 17
1969 ----------------------- 28 21 24 18
1970 -29 22 25 19
1971 -30 23 26 20
1972 -32 24 28 21
1973 - 33 25 29 22
1974 - 34 26 30 23
1975 -36 27 32 24
1976 -37 29 33 25
1977 ----------------------- 38 29 34 26
1978 ------------------ --- 40 30 36 27
1979 -40 31 37 28
1980- - 40 32 38 29
1981 -40 33 40 30
1982 -40 34 40 31
1983 ------------- 40 35 40 32
1984 ------------- 40 36 40 33
1985 -------------- 40 37 40 34
1986 ----------------------- 40 38 40 35
1987 ----------------------- 40 39 40 36
1988-40 40 40 37
1989 ------------- 40 40 40 38
1990- 40 40 40 39
1991 -40 40 40 40

Mr. COHEN. Returning to my testimony, I think I would now just
like to point out some of the policy questions which I have not touched
upon in my presentation of the charts. And if you will turn to page
10. I have outlined as a result of this, some areas which I would hope
your committee would be in a position to touch on in its iDvstigation.

I assume that in your study you will place emphasis on systems,
public or private, which provide insurance or pension benefits based
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on past employment. I urge that the subcommittee also recognize the
importance of having adequate public assistance to backstop the gaps
in public and private retirement programs. There will always be
some people who reach age 65 with no insurance coverage or with
inadequate insurance coverage.

For these reasons, our Federal-State public assistance programs
will continue to form an essential second line of defense in the provi-
sion of income to the aged. An analysis now underway in the Bureau
of Public Assistance makes clear that old-age assistance still falls
short of meeting even the most essential needs recognized under
present standards. For July-September 1960, the total income re-
quirements of the 2.3 million recipients of old-age assistance were
measured at $197 million, an average of less than $86 for the month
or little more than $1,000 a year. Old-age assistance payments for
the month amounted to $146 million which, when added to the $42
million available to the assistance recipients from other sources, still
ieft an unmet need of $i million for the month or 4.4 percent of
the total. The proportion of unmet need was highest in the Southern
States where total requirements averaged just under $70 in a month
per recipient. I have outlined this on table 10 in the attachment to
my testimony.

This measure of unmet need-about $108 million annually-relates
only to persons actually receiving old-age assistance and is in terms
of need as defined by State standards. This is not my definition of
need. We have taken the needs standard of each State, Florida,
Oregon, Missouri, Massachusetts, say, as their standard, and then see
how far they have gone toward meeting it and just for the people on
the rolls, and we find that there is an existing gap of $100 million an-
nually in just meeting what the States themselves say the aged people
ought to have.

Not included in this measure is the unmet need of other aged per-
sons who fail to qualify for old-age assistance because of income just
above this level or because of restrictive eligibility tests, and it cer-
tainly does not include any more liberal definition of need, which of
course, some States might be willing to undertake if they had the
income.

So I think this is one very important area for you to examine. With
this unmet need that we have now, of a $100 million gap, how do we
go about dealing with that?

Senator SMATHERS. Does that result in some measure from the
reluctance of the States to make available the matching part of the
old-age assistance moneys?

Mr. CoimN. When you say "reluctance," I would probably put it
this way: inability or reluctance, or both. That is, this is the same
problem we find in a number of ways. I will put it this way: The
States with the least financial ability find it difficult to raise their
share to match the Federal amounts, and as you know, as a result
of that, Congress has put in an equalization formula that in part
utilizes per capita income as a basis for giving grants in order that
the lower income States can have an incentive to come up.

But stilr-with all that, it is difficult for the States; and as you know,
the net result has been, as again in 1961, to put pressure on the Federal

73207-8i61



62 RETIREMENT INCOME OF THE, AGING

Government to increase its Federal matching to make up for this in-
adequancy.

Now, that raises a very fundamental question as to what extent
in a Federal-State program should the Federal Government under-
take this.

It is as a result of this that Secretary Ribicoff has undertaken a
complete reevaluation of all of the public assistance programs includ-
ing old-age assistance, with a view to making recommendations to the
Congress next year. This, as you remember, was a result of both the
Finance and AV ays and Means Committees asking for that evaluation.

Senator SMATHERS. What overall percentage does the Federal Gov-
ernment contribute to the old-age assistance programs, vis-a-vis the
State?

Mr. COHEN. You mean the proportion?
Senator SMATHERS. Right.
Mr. COHEN. It is about 60 percent.
Senator SMATHERS. About 60 percent?
Mr. COHEN. About 60 percent. The Federal formula is 80 percent

on the first $31 of average monthly payments, and then goes from
50 to 65 percent on the next $35. So that for some States the proportion
would be close to 80 percent, and in other States that are way above
this, such as California, the Federal proportion might work out to be
only 40 percent. But the average for the Nation as a whole is 60
percent.

That raises some very, very fundamental questions about the role of
the Federal Government, and there would be in that alone a discussion
of a whole day here as to what the Government's role should be.

Now, I would like to turn to the broader question of your examining
the benefit adequacy of the insurance system, because as you will see
from my discussion already, there are some serious gaps and problems
there in the long run; and I think there are two basic questions for
examination. First, should the earnings base and the maximum benefit
be raised in the social security system, and that is a broader question
because as I pointed out, raising the minimum and raising the whole
level of benefits is related to the minimum and the maximum, because
when you have a contributory system that is related to wages, and
you want to have some spread, you have got to consider the bottom, the
top, and the configuration of the whole benefit schedule.

Senator SMATHERS. Will you inform the committee for the record
the social security tax on employees and employers. How high have
they gotten and so on?

Mr. COHEN. It is in my testimony where I have that all nicely out-
lined. The contribution rates at the present time for the employer are
3 percent of payroll on the first $4,800, and an equal amount for the
employee; that is, share equally, 50-50. Then the self-employed rate
is 50 percent more than the employee rate, or 41/2 percent on the first
$4,800. Now, that was scheduled to go up to 63/4 percent on the self-
employed and 4½/2 percent on the employee in 1969 under the 1960
schedule.

But in the 1961 amendments, to fully finance the extra benefits that
were put in, what Congress did was to raise the tax in 1962 to 31/8 per-
cent each on employer and employee-

Senator SMATIHERS. It always goes up by eighths, does it not?
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Mr. COHEN. It always goes up by eighths in the employee rates, butin order to make it easier for the self-employed, we went to decimal
points for self-employed, and the ultimate rate will be 6.9 percent.

I can put in the testimony at this point, the new schedule, if you
would like.

Senator SMATHERS. I think that that would be helpful for the
record.

(The schedule referred to follows:)
Contribution 8chedule for OASDI program (a8 provided in 1961 amendments)

[Percent]

Year Employer Employee Self-
employed

1961- ------------------------------------------------------- 3 3 4.51962 3h, 4.7
A9c7 ------------------------------------------------------ __ 4,4 6. 21968 and after- 4%a 4S 6.9.

Mr. CoHEN. That raises the fundamental question, which we should
not dodge in an effort to improve the contributory social securitysystem; you cannot escape the question of how you are going tofinance benefit costs. If you did not have the problem of how tofinance the cost, I think all of us would be willing to do a lot moreimmediately. But recognizing our responsibility, we always have toconsider benefits and costs together, and that is one of the great valuesof the contributory social security system. It always requires you tosit down and take both factors into account, and that is the responsible
way to do it.

Senator SMATHERS. I cannot help but remark that as you grow
older in years and grow higher in importance of position that you
seem to have developed a little bit of a conservative talk that I havenever noticed before about "Where is the money coming from?" But
that is an important point and obviously, as you say, everybody
would like to do more were it not for the question of how can you
afford to do it.

Mr. COHEN. That is right. And as I say, I think the original
sponsors of the social security program, by tying contributions andbenefits together, developed what I consider is basically a conservative
approach to this problem, but one that is responsible. Because whenyou are dealing, as we are now, in the social security system where youare spending $12 billion a year, going up rapidly to where it will be$15 billion or $20 billion a year for this program, you must exercise
a degree of responsibility. I think the term "security" in socialsecurity means that whatever you decide to do, you want to provide an"assured" income to the aged. That is a very, very important point,the assurance of continued income, because once a person retires andhas left employment and has left his other business and economic asso-ciations and has 14 or 15 years of his life left, it is very important tohim that whatever income you provide and no matter how meager it is,it be an assured income.
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The second basic question relates to whether we need to redefine the
measurements of earnings used in determining the benefits amount.
I have explained that in my statement, and then I go on to deal with
this whole question of widows, which I have touched on. I also
touched, in part, on methods that you are also going to look at.

There is the whole question of the degree to which private pension
plans supplement the income or meet the income needs of the aged.
I point out, of course, that you have to keep in mind that at the
present time, no more than 11/3 million retired people are in the posi-
tion of having private pension retirement income in addition to their
social security. In other words, we cannot, unfortunately, assume that
all of the aged do have an income from a private retirement program.
How to make these private retirement programs somewhat adequate
to meet a part of this situation and particularly to provide more
portable benefits with vesting is a very grave financial problem, but
one that ought to be explored.

Predictions as to the number of workers who will receive both social
security benefits and private pensions have an important bearing on
your deliberations. If-in the foreseeable future-only a small minor-
ity of our aged population will be able to count on income from private
pensions plans, we must continue to pt prime reliance on the old-age,
survivors, and disability insurance bnefit for assuring adequate in-
come after retirement. Our concept of a reasonably adequate benefit
level under the governmental program is thus colored by the assump-
tions we make as to the future role of private pension plans and of
individually provided resources in the total income picture of retired
people.

I believe we can and must continue to improve the retirement in-
come of our aged. I believe we can do so in a sound and practicable
manner. As we look ahead to the future, we can take pride in the
responsible manner in which Congress has legislated in this field. It
has created a financially sound mechanism in our social security pro-
gram on which the Congress can reliably build.

Many people have asked me, "Well, how far can you go in expand-
ing the income of the aged?" "How much will it cost? "What will
this burden be on the younger people?" And this is the way I look
at that problem and I think that your committee should look into
this, because it would make quite a good deal of difference in how
you planned these programs for the aged, and that is: if we can
look ahead during this next decade to our gross national product
increasing on an average of, let's say 41/2 or 5 percent per year, that
would mean that at the end of this decade our gross national product
will be 50 percent greater than it is today.

It is my opinion that in planning these improvements in the aged
program we should so plan them with our legislative enactments,
contingent upon this economic growth, so that we improve the in-
come status of the aged without in any way adversely deterring the
incentive of the productive parts of the population who eventually
have to pay the bill. There is no way of getting away from the

Sulon o t economics that to provide income to people who arequestion of the people who
not working, the people who are working must contribute the in-
come. The people today who are working will become the people
who are not working later on, but in order not to disturb the incen-
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tives you cannot pile this cost overnight on the productive popula-
tion. You have got to have some graduated system through either
private, contributory plans, or public plans, through either private
health insurance or public health insurance or both, which will meet
these costs of income and health needs on a long-range basis. That
is the essence of responsibly and intelligently meeting the problem
of the aged in the future; to start now and to build into these pro-
grams a periodic reconsideration, what I would call an improvement
factor that is contingent on sharing in the increased productivity of
our Nation between the productive and our retired people.

If we follow that general principle, then I would say 10 years
from now when we look back at what has been happening during this
decade, we will find that the income of the aged has been improved,
but it will have been done in a way that will not have adversely af-
fected either the Federal budget or the incentive factors in our
economy.

Senator SMATimRs. Thank you, Wilbur.
Senator Smith?
Senator SMITr. Mr. Cohen, we have been hearing a certain amount

of criticism on the basic principles of the social security system dur-
ing the last several months, and I refer especially to an article by a
Mr. Peterson of one of the large insurance companies, Equitable Life
Assurance Society.

Mr. CoHEN. Yes.
Senator SMITH. And an article in the Journal of the American

Medical Association criticizes the entire system, and I am wondering
what your views are on that. Is there any necessary overhauling of
the entire system that should be contemplated?

Mr. COH1EN. Mr. Peterson is a personal friend of mine, but we find
ourselves locked in a rather sharp difference of opinion. Mr. Peter-
son has written several articles now, two of which I have replied to, in
which he, I feel, basically attacks the fundamentals of our social se-
curity system. He feels it is not insurance, he feels it is not wisely
financed, he feels it is discriminatory and inequitable, and I feel that
this point of view which has been widely distributed in the Journal of
the American Medical Association is not a fair evaluation of the
program.

He has, as a result of this article, only made one specific recommen-
dation for change. After going through all these criticisms, his only
recommendation is that the benefits should be adjusted to the cost of
living. Well, that is fine as far as it goes, but I think there are more
basic improvements that are necessary. But I think Mr. Peterson
is doing what I consider to be a very grave injustice to Congress, which
has tried to do what I have said just before, to meet the income prob-
lems of the aged, but at the same time to do it in a very responsible
manner.

Now, if you forget costs and how to finance costs, which Congress
has always kept in mind, there are a lot of things you might do. If
you ask me what kind of an automobile I would like, you know I would
say I would like a Cadillac. When you say, "How much would you
like to pay for it?"-well, I have a 1956 Chevrolet, and that is the
same thing with old-age security. If you will only ask what would
you 'like to do independent of the financing, you get a different an-
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swer, and I think that Mr. Peterson has overlooked completely that
Congress in designing the social security program, has tried to pro-
vide this assured income to people on a sound contributory basis, has
attempted at all times to meet the cost factor. I am certain Senator
Smathers will agree with this.

At no time, for instance, in the 25 years that I have been connected
with social security, has any committee of Congress taken action on
any benefits without asking Mr. Myers' advice as to the long-range
actuarial implications of any changes, and every conference report
that has been made has followed his actuarial advice as to what should
be the sound basis of financing.

Now, errors of judgment enter in. We can't all foresee the future,
but as far as I am concerned, I believe that wisdom and responsibility
have been shown in designing this complex system that covers mil-
lions of people and that is administered at a cost of only 2 percent
of the contributions collected and is most efficiently administered. I
believe that Mr. Peterson is doing a disservice, I know we have people
writing in and saying, "I understand the social security system isn't
any good and I understand that it is in financial difficulty, and I
am not going to get my benefits."

W1ell, I don't think this criticism is either to the best interests of the
aged or to the continued improvement of the system.

Senator SMITH. Thank you very much.
Senator SMATHERS. Senator Neuberger.
Senator NEUBERGER. I am interested in this. I would be interested

in what State Mr. Peterson lives in, because I would like to see him
run for Congress on that platform. I would like to know.

One of the points that is not often brought out is that there is an-
other purpose for social security; namely, to take somne peole out of the
labor market by providing retirement. As we enter periods of auto-
mation, with many people in the labor market, if people have an op-
portunity to retire a little bit earlier, perhaps they will.

I was thinking during your interesting presentation of chart No. 1-
a very graphic description of what had been achieved over these 26
years-that it would be an interesting thesis for somebody to go back
through hearings and the Congressional Record over those periods
and read again what some Members of this Congress said about the
horrendous things that would happen if this were passed. I would
like to see something like that brought up to date. I am working on
a farm bill right now where I hear people say what terrible things
are going to happen, and I would like to point out that these do not
always come to pass over the years.

I remember when someone said that if we pass social security, it
would mean a dog tag around the neck of every American working-
man. But here we have proved that it has not come to pass.

Through two White House conferences on education I followed very
closely the meetings and the recommendations.

What do you think about this recent White House Conference on
the Aging?

Are any of their recommendations going to be put into effect? Do
you support them?

Mr. COHEN. Well, it is a little bit of an embarrassing question for
me, since I was one of those who first said I would not attend the White
House Conference when I was a private citizen, and I now find myself
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in a position where I have to review these recommendations to see how
they can be implemented. But when this administration first came
into office and we were preparing the President's recommendations,
which ultimately became the 1961 social security bill, I reviewed the
recommendations of the White House Conference in this particular
field, and you will find that in these changes that were made by Con-
gress, each of those had been recommended in part or in whole by the
White House Conference. And I believe that the social security bill
alone, in effect, adopted about six of those recommendations in the
income field.

Now, of course, we have also recommended that one of the most con-
troversial recommendations made by the White House Conference be
implemented. and that this is on health insurance for the aged, and I
do not know how that will turn out, but this is a very important aspect
of the President's program.

There are a whole host of other recommendations the White House
cuuInerence Inuae LhaG we are nHOw considering impierleiellig, our as
you understand, Senator, some of them are for implementation by
States and localities, and some by private groups.

I do not feel personally that all of these problems of meeting the
needs of the aged are of primary concern to the Federal Government.
One of the things that we have to do is to decide what areas are of
primary concern to the Federal Government, to the States, to the lo-
calities, and private persons.

Now, with respect to income, Congress has made a decision, and I
think that decision is an important one, that the income needs of older
people should be met very substantially through the social security
system. Now, if we can provide and continue to meet that decision
through changing times, a lot will be left to individual initiative and re-
sponsibility and in local and private agencies to handle some of these
noncash items. But we will give, during this next period, very careful
consideration to how to further implement as many of these White
House Conference recommendations as we think can be implemented
primarily by the Federal Government.

Senator NEUBERGER. Just one point. How many States have con-
formed to the Kerr-Mills provision? Do you know offhand?

Mr. COHEN. Yes; I have that right here. I would be glad to insert
this analysis in the record, Senator Neuberger, if you want this.

Senator NEUBERGER. I think that would be very useful.
Senator SMATHERS. We will make that a part of the record at this

point.
(The analysis referred to follows:)

SPECIAL WEEKLY RFPORT. DIVISION OF PROGRAM OPERATIONS. BUREAU OF PuBLIc
ASSISTANCE, SOCIAL SECURITY ADMINISTRATION, DEPARTMENT OF HEALTH,
EDUCATION. AND WELFARE, JULY 10, 1961

ACTIVITIES OF THE 54 JURISDICTIONS TO PUT INTO EFFECT THE NEW PROGRAM
OF MEDICAL ASSISTANCE FOR THE AGED

A. Programs in effect '-10 States: Kentucky, Maryland (June), Massachu-
setts. Michigan, New York (April), Oklahoma, Puerto Rico, Virgin Islands,
Washington, West Virginia.

I Plans of these States are approved, except New York.
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B. Plan submitted; not in effect-A States; Arkansas, Oregon (effective No-
vember 1, 1961), Idaho (effective July 1, 1961) (in regional office), North Dakota
(effective July 1, 1961) (in regional office).

C. Legislation enacted; plan not yet submitted-9 States: California (effective
January 1, 1962), Connecticut (effective April 1, 1962), Hawaii, Louisiana, Maine
(effective July 1, 1961), New Hampshire (effective October 1, 1961), South
Carolina (effective July 1, 1961), Tennessee (effective July 1, 1961), Utah, (effec-
tive July 1, 1961).

D. Legislation in process to give basis for program or to provide appropria-
tion-7 States:

Passed both houses: Illinois, Vermont.
Passed one house: Alabama, Wisconsin.
Bill introduced: New Jersey,3 Ohio, Pennsylvania.
Other status (drafted) : None.

E. Considering possible action by legislatures States: Delaware,4 District of
Columbia, Guam.'

F. Need legislation; no action is anticipated in 1961-18 States:
Adjourned without action: Alaska,4 Arizona,' Colorado, Florida, Indiana,

Kansas, Minnesota, Missouri, Montana, Nebraska,' Nevada, North Caro-
lina, Rhode Island, South Dakota, 4 Texas,' Wyoming.

Session in 1962: Mississippi, Virginia.
G. Have authority for MAA; not expected to implement in 1961-62; legislature

adjourned-3 States: Georgia (enacted 1961: no funds available), Iowa (en-
acted 1961; no appropriation), New Mexico (plan in abeyance; no appropria-
tion).

Mr. COHEN. At this time, as of July 10, 10 States have programs
actually in effect. They are Kentucky, Maryland, Massachusetts,
Michigan, New York, Oklahoma, Washington, West Virginia, Puerto
Rico, and the Virgin Islands. Four more States have plans which
they have already submitted but are not yet in effect. They are:
Arkansas, Oregon-which is effective November 1 of this year-
Idaho, which was effective July 1; North Dakota, effective July 1.
Then there are nine States in which some legislation has been enacted.
But a plan has not yet been submitted to the Federal Government for
its approval. So I do not know what is involved, but they are Cali-
fornia, Connecticut, Hawaii, Louisiana Maine, New Hampshire,
South Carolina, Tennessee, and Utah. So if we took all of those,
that would be 21 States, Puerto Rico, and the Virgin Islands.

Now we do know that there are 18 States that have either adjourned
or are not in session and have not taken action. I have that fully
listed here, which is the complete picture as far as we know as of
July 10.

Senator SMATHIERS. I think Florida has undertaken the problem
and had a program that is in line with the Kerr-Mills approach. I
didn't hear you read it off, but according to the Governor, they do
have a program. I will check it. You did not read it so I will take
the burden of finding out about it.

Mr. COHEN. My impression is that they had a bill up and it was
turned down in the legislature, Senator, a bill to further imple-
ment. I do know that they have medical care for old-age assistance
recipients.

Senator SAIATHERS. Right.

2 Effective date postponed by State until funds are available.
a Intermittently in session; summer recess began June 2.
A Do not have in operation vendor payment for medical care in OAA.
i Bill defeated in legislature.
r Except introduction of proposed constitutional amendment for future MAA program.
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Mr. COHEN. But how much further they wanted to go on that bill
I don't know, but I don't think it was enacted. Anyway, my report
shows that they adjourned without taking any further action.

(All available sources confirm the proper classification of Florida
among the States which do not anticipate action on an MAA program
in 1961. Florida has expanded the scope of vendor payment for medi-
cal care costs of old-age assistance recipients since September 1960.)

Senator SNIATHERS. All right.
Senator Long, do you have any questions?
Senator LONG. No questions.
Senator SMATE1S. All right, thank you very much, Mr. Cohen.
As usual, you have been very helpful and very informative.
Mr. COHEN. I might say Miss McCamman brought to my attention,

in case Senator Neuberger or Senator Smith would like it, that I
have a copy here of my reply to Mr. Peterson that I have made to him,
and if you would not mind, I would be glad to submit it for the record.

('The document referred to follows:)

THE DIN OF THE EQUITABLE

(A critical analysis of "The Coming Din of Inequity," an article by Ray M.
Peterson, vice president and associate actuary- of the Equitable Life
Assurance Society of the United States, by Wilbur J. Cohen, Assistant
Secretary of Health, Education, and Welfare)

Mr. Peterson's article itself, the fact that it was published in and reprinted
from the Journal of the American Medical Association,' and the widespread
distribution it has been given-including free and wide distribution of reprints
by the Equitable Life Assurance Society-make it plain that Mr. Peterson,
backed by the facilities of his company, is engaged in an effort with the
American Medical Association to try to discredit the old-age, survivors, and
disability insurance program and to shake the people's confidence in it. The
old-age, survivors, and disability insurance program is too important to the
American people to let attempts to discredit it go unchallenged. In my opinion
what we have in Mr. Peterson's paper is a carefully prepared attempt to cast
serious reflections on the financial soundness of the program. I believe that
the old-age, survivors, and disability insurance program as enacted by the
Congress has provided is sound. Mr. Peterson also states, in effect, that there
is no foundation for referring to the old-age and survivors insurance program
as an "insurance" program, even though the Congress so refers to the program
in the law itself. I disagree with Mr. Peterson's view.

SOCIAL INSURANCE IS INSURANCE

Mr. Peterson implies that old-age and survivors insurance is not at all like
private insurance, and may even not be insurance at all. Actually, while the
social security program differs from voluntary private insurance in many ways,
the two types of insurance have many attributes in common. What we have
in the current campaign on the part of Mr. Peterson and others Is an attempt
by some practitioners in private commercial insurance to lay exclusive claim
to a term which properly and historically applies to both commercial and
social insurance. Governmental programs like old-age, survivors, and disability
insurance are in existence in countries all over the world and in some countries
have been in effect for generations. "Social insurance," recognized as one
branch of insurance, is the term used traditionally and properly to describe
these programs. As the article on "Insurance" in the Encyclopaedia Britannica
says, "* * * the modern institution of insurance is divided into the two broad
categories of voluntary or commercial insurance and compulsory or social
Insurance, both relying on the same basic principles but differing in many
details of philosophy and organization * *

'The article appeared in the Journal of the American Medical Association of April
8, 1961. It was reprinted (in briefer form) In the Wall Street Journal of June 29, 1961.
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The old-age, survivors, and disability insurance program Is income insurance.
The risk insured against is loss of family income because of severe and ex-
tended disability, because of retirement in old-age (at age 72 the payment is
a straight annuity without a test of retirement), and because of the death
of the family earner. While people are at work they pay a small part of
their earnings into the social security trust funds. Employers match these
amounts. In general, when the earnings stop because of disability, retire-
ment, or death, insurance benefits are paid from the trust funds to partially
replace the earned income that has been lost. The loss occasioned by the
occurrence of the risks is averaged among the insured group. The cost of
meeting the risks is actuarially evaluated and contributions sufficient to cover
these costs are provided for. Benefits are paid from those contributions as a
predetermined basis when and if the risks covered eventuate. The right to
these insurance benefits is a legal right enforcible in the courts. These are the
characteristics that make social insurance "insurance"; they are the same
as, or similar to, the characteristics that make private voluntary insurance
"insurance."

The two branches of insurance of course differ in some respects. One way
in which they differ is the nature of the right to the payment. The terms of
the legal right to social insurance are spelled out in a statute, which can be
amended as any law can be amended; the rights under private insurance
are spelled out in a contract, which for the duration of the period of the
contract can be changed only by agreement of both parties to the contract.

The fact that the right to social insurance is not a contractual right is
made much of by those who seek to discredit social insurance, yet actually the
fact that Congress can change the law is an advantage in social insurance.
The contractual nature of private commercial insurance gives it an inflexibility
in comparison with social insurance, since the latter can be changed from time
to time to keep pace with changing conditions. As the Supreme Court has
said, in the case of Fle-ming v. Nestor, "To engraft upon the social security
system a concept of 'accrued property rights' would deprive it of the flexibility
and boldness in adjustment to everchanging conditions which it demands." To
illustrate this point: the social insurance program has been amended several
times in recent years to raise the benefits in order to compensate for rising
prices and to allow the beneficiaries to participate to an extent in the increase
in the general level of living enjoyed by the country as a whole. Most private
insurance at the present time does not provide for this type of adjustment
although variable annuities now being sold by some private insurance carriers
have as their objective to adjust benefits to changing economic conditions.

In this respect it is quite unrealistic for those who contend that the program
is not insurance to assert that the right of Congress to amend the law may
he used to deliberalize the program rather than to improve it. Those who are
trying to make people feel that the right to amend the law constitutes an
element of insecurity in the program are, in my judgment, very shortsighted
in trying to stir up an uneasiness about contributory social Insurance. More-
over, I am sure they do not really believe that the Congress will take away
the benefits of millions of people who have contributed toward the cost of
those benefits from their earnings.

Incidentally, the Supreme Court, In the recent decision already referred to,
very positively indicated that the right to benefits under the social insurance
program is protected by the due process clause in the fifth amendment to the
Constitution against denial and diminution by arbitrary governmental action.
Thus, although fortunately, the Congress can modify rights granted under the
statute, It cannot do so In an arbitrary manner. Both the majority and minority
opinions support the concept that the right to old-age, survivors, and disability
Insurance benefits Is an enforcible valuable right which cannot legally be arbi-
trarily diminished. The truth is, of course, that the power of Congress to amend
the law has been used and will continue to be used to Improve the program and
keep it up to date In terms of changing prices and wages.

Under private Insurance, of course, the only possible basis for the arrange-
ment between the Insurer and the insured Is a contractual one. And there are
advantages in private Insurance to a long-term contractual arrangement; such
an arrangement eliminates the kind of Insecurity that can occur when a policy
is written to cover a relatively short period of time-1 year, for example-and
enn be continued in the following year only on conditions that suit the company.
The deficiencies of health insurance policies that are cancelable when the Insured
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has proven to be a bad risk are well known. Increasingly, health insurance
policies are being made uncancelable and guaranteed renewable. Yet, because
the contract is written to protect the insurer as well as the insured, only too
often these guarantees are not as meaningful as they seem. Primarily, this is
because there is no guarantee that the premiums will not be increased and often
they have risen sharply. In other instances the protection afforded to the aged
has been reduced below that available to persons insured as members of em-
ployment groups. These underwriting practices are proper in private insurance
to prevent the insurer from being wiped out by increasing costs that he cannot
meet; but they result in a very insecure situation for the people involved.

Another point at which social insurance differs from many branches of private
insurance is in the nature of the reserves. Because compulsory social insur-
ance is assured of new entrants into the program, it does not have to build up
the kind of reserves that are necessary at all times in an institution that might
have no new customers and might be forced out of business. Private insurance
is required to maintain the type of reserves that will meet the threat of dissolu-
tion. Social insurance, on the other hand, is actuarially sound as long as it
operates under a plan of financing which is designed to provide income sufficient
to meet all benefit costs as they fall due.

It is because there are differences between private and social insurance that
we u.cu buuuI brunches of insurance. Cie chuaracerisdcus ue two branches Have
in common are what give them claim to the common term "insurance," and the
differences are what define the two branches. Yet these differences are cited
by those who wish to discredit social insurance and discourage improvements
in it in support of their contention that social insurance is not insurance. They
seem to reason as follows: "The American people have accepted the Idea of
insurance; they think insurance is a good thing. If we can convince them that
social security is not insurance, that it is unsound, that the benefits can be
taken away at any time, and even that this is likely to happen, they will be
afraid to press for improvement of the program."

Much of the current propaganda on this subject is based on statements in a
brief filed by the Solicitor General under the last administration in the case of
Flemming v. Nestor. This brief was unfortunate in its general slant and em-
phasis; several of the statements in it are quite misleading. And although the
Supreme Court arrived at the same conclusion as the Government brief, it did
not endorse the arguments In the brief, nor base its conclusions on those argu-
ments. The Supreme Court specifically stated, "The social security system may
be accurately described as a form of social insurance, enacted pursuant to Con-
gress power to spend money in aid of the general welfare." * * *

Finally, it should be noted that Congress has referred to the benefits In the law
as "insurance benefits" (see. for instance. sec. 202 of the law) and has en-
titled the part in the Internal Revenue Code that levies the taxes the "Federal
Insurance Contributions Act" (sec. 3126 of the Internal Revenue Code).

To summarize: The program established by title II of the Social Security
Act-the old-age, survivors, and disability insurance program-is an insurance
program. The Congress has recognized it to be an insurance program. The
right to social security benefits is a valuable and enforcible legal right that
cannot arbitrarily be denied or diminished. The program is soundly financed.
It is a compulsory, statutory social insurance program, and In my opinion it has
just as much right to be called insurance as has voluntary private contractual
Insurance.

YOUNGER WORKERS ARE TREATED EQUrrABLY

The main contention of Mr. Peterson's article is that future generations of
workers are going to consider themselves inequitably treated under the social
security program because a part of the employer contributions paid with respect
to the earnings of those future workers will be used to meet part of the cost of
the benefits paid to people who retire In the early years of the program and who
were not under the program long enough so that their contributions, together
with those of their employers, could have an actuarial value equal to that of
their benefits.

Underlying Mr. Peterson's contention Is an assumption that the employer
contributions paid with respect to the wages of a given worker are paid for
the use of that worker, and that he has a right to get protection equal to
what the sum of his own social security contributions and his employer's con-
tributions with respect to his wages will provide. At the same time that he
takes for granted that the employer contributions paid on the wages of a given
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worker are paid for the benefit of that worker, Mr. Peterson urges that "the
self-supporting principle must be retained." If one argues that a subsidy to
the program from general revenues should be resisted, he cannot also argue or
imply that the individual employee has a right to have the employer contribu-
tions paid with respect to his wages devoted exclusively to his own benefit,
for if this principle were followed the only source from which to finance ade-
quate benefits for the present aged would be the general revenues.

In other words, Mr. Peterson's basic contention argues for the very thing
he recommends against. Mr. Peterson cannot have it both ways. He has to make
up his mind whether he wants to propose that the employer contribution be
used for the sole benefit of the generation of workers on whose earnings it is
paid and accept the resulting necessity for a Government subsidy to the system
or whether he wishes to look upon the employer contribution as pooled, as
I do, and used where needed to make the system adequate without a Govern-
ment subsidy.

It is, of course, perfectly reasonable to consider that the employer contribu-
tion is pooled and used where needed to make the program effective in meeting
its objectives. TWhis is the philosophy Congress has embodied in the present
program. Among the objectives of the program is the payment of full-rate
insurance benefits to people already near retirement at the start of the pro-
gram; another is the payment of insurance benefits that are kept in line with
current wages and prices. The man who is covered under social security from
age 21 to age 65 has 44 years of earnings out of which to pay toward the cost
of his benefits; it is entirely reasonable to expect him to pay a greater propor-
tion of that cost than the worker who, because the program became effective
when he was already along in years, has only, say, 10 years of earnings out
of which to contribute toward the cost of his benefits. It is, then, reasonable
to say that a relatively large proportion of the employer contribution goes to
meet the cost of paying full insurance benefits to workers who were old when
the program started and that a smaller proportion is used to help pay for
the insurance benefits of future generations.

Actually, there is no reason why younger workers should feel that they are
being treated inequitably because in the future they will not get the full ad-
vantage of the payroll contributions made by employers. Moreover, those who
understand the protection they are getting in return for the contributions they
pay will certainly not feel that way. What the younger worker is getting under
social security is insurance protection that can, and in all likelihood will, be in-
creased by the Congress as wages go up without a corresponding increase in
the contribution rates. Congressional action adjusting benefits upward in 1950,
1952, 1954, 1958, and 1960 make it very clear that the younger worker's protec-
tion will be related not to current wages and prices but to those prevailing
during the period of his retirement. If wages go up, as of course there is
every reason to expect they will, the program is overfinanced at the contribution
rates now scheduled, and insurance benefits can be increased to some extent
without contribution rate increases.

THrE PROGRAM IS ACTUARIALLY SOUND

Mr. Peterson contends that old-age, survivors, and disability insurance is
not and cannot be "actuarially sound" because it does not maintain the same
kind of reserves that private insurance must maintain. The philosophy which
the Congress has embodied in the present law is that because compulsory
social insurance is assured of continuing income (since new workers must come
into the program), it does not have to build up the kind of reserves that are
necessary in an institution that might have no new customers and might be
forced out of business. Private insurance is required to maintain the type of
reserves that will meet the threat of dissolution. Social insurance is financially
sound, on the other hand, as long as the legislation on which it is based pro-
vides for a plan of financing which yields income sufficient to meet all benefits
costs as they fall due. And the social security law does so provide.

MIr. Peterson contends that while social insurance may be fiscally sound, the
concept of actuarial soundness cannot be applied. This contention is based on
a definition of terms that is not universally used by actuaries. The Chief
Actuary of the Social Security Administration, Mr. Robert J. Myers, has fre-
quently stated that the social insurance program is actuarially sound and that
any such program, when its anticipated long-range revenues are adequate to
meet anticipated long-range outgo, is actuarially sound and this concept is widely
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accepted by other actuaries. In any case, there is very little point in this sort
of argument about words; the important thing is that Congress has provided
the mechanism to assure there will be money to pay the benefits when they are
due both in the short range and in the long range.

Mr. Peterson mentions that for the years 1956 through 1965 contribution
collections under the social security program and benefits and expenses under
that program will be nearly equal, and then concludes that the program is
; now almost completely on a 'pay as you go' or 'hope as you pay' basis." The
figures given by Mr. Peterson are correct but his conclusion is incorrect. In-
deed it is hard to believe that he did not select the decade he mentions for the
purpose of coming to this conclusion, since over the coming decade-from
1961 to 1970-the combined assets of the trust funds, now amounting to about
$22 billion, are expected to about double.

Mr. Peterson's use of the derogatory phrase "hope as you pay," and his dis-
cussion of financing in general, implies that he is opposed to anything less than
"full reserve" financing in social insurance, or at any rate believes that only
with "full reserve" financing can a program be sound. Yet a person as sophisti-
cated as he is knows that "full reserve" financing in the social security program is
neither practical nor desirable nor essential for financial soundness and that
any attempt to go to a full-reserve basis would create very serious problems.
i CuLuuLV ieip bu, wvuuiur if 'Mr. reLerzou in not deilbekatuiy uIndriAkiur iv
create the impression that full-reserve financing is necessary for actuarial
soundness and that therefore old-age and survivors insurance is not financially
sound, and, through these impressions, to frighten people away from attempts
at improving the program.

Mr. Peterson brings out that a private insurance company taking on the
responsibility of providing benefits for only those employees entering the system
at the younger ages could provide protection for them at premium rates that are
lower than the taxes required to be levied under the social security program to
provide the same benefits for both these younger people and people who are
already old. This of course is true. In the same way, if insurance company A
had a group annuity plan and a rival insurance company offered to take over
from the plan the new entrants, the latter could quote a much lower premium
rate than the rate under the existing plan. This would not reflect upon the
operations of insurance company A. It would be the expected result of the
contracting-out of the long-service group. The fact that insurance protection
for new entrants at younger ages can be provided with lower premium or
contribution rates than those required for a group including also people first
covered at older ages is just simple mathematics, applicable to both private
insurance and social insurance, and not at all a reflection upon the operation,
the nature or equity of the social insurance program.

SOCIAL ADEQUACY

Mr. Peterson criticizes various proposals made to improve the adequacy of
social security benefits. This is in line with what appears to be his overall
objective to prevent social security from meeting the social needs of the American
people. He points out that "Social adequacy for some means individual inequity
for others." This is a play on words. The program can be improved to meet
social as well as individual needs without in any way losing its fundamental
"insurance" characteristic or, on the other hand, becoming a "dole." As I have
already pointed out, as wages and earnings increase, some improvements can be
made in the program without increasing the contribution rate.

Mr. Peterson implies that I have stated that there is no reason why the 50-50
sharing of contributions could not be changed to a 40-60 sharing and that I have
stated that the Government should make a substantial contribution to the
insurance system. I did discuss these alternatives in a speech. But I have not
made any such recommendations.

Mr. Peterson makes such implications in an attempt to attribute to people
views which they do not hold. It is illustrative of his approach to only refer
to part of the facts in making his analysis thus leaving an inaccurate conclusion
in the mind of the reader.
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SOCIAL SECURITY FINANCING OF MEDICAL CARE

Mr. Peterson has only two brief paragraphs on the issue of financing medical
care under social security. However, it is apparent from the article that the
entire "din" of his views is to set up certain strawmen which he then demolishes
in order to attempt to prove why health insurance for the aged should not be
made a part of the social security system.

For instance, Mr. Peterson states that "most students, pro and con, believe
that it will be virtually impossible to limit benefits to the aged" if health
insurance for the aged is enacted. He states: "Such benefits will eventually be
extended to all ages." Mr. Peterson is certainly entitled to utilization of his
crystal ball to predict what the Congress in the future will do. However, if
private insurance satisfactorily meets the problem of financing the health costs
of the American people then there should be no fear that Congress will extend
any such program to cover younger people. If, however, private insurance falls
to make socially adequate protection available to the American people then Mr.
Peterson may be correct. I should think therefore that instead of spending his
time and energy attacking the social security system he would want to direct
his efforts toward so improving private health insurance that the contingency
that he fears would be certain not to come to pass.

HIS "CONCLUSIONS AND RECOMMENDATIONS"

Before stating his specific recommendations, Mr. Peterson indicates the fol-
lowing-in fact he italicizes it-as his guiding principle: "As our society
becomes more affluent, the relative role of social programs should diminish." I
disagree with Mr. Peterson. Private and public insurance in my opinion are
"social" programs. Does Mr. Peterson believe private insurance should decline
relative to economic development? I would hope that as our society becomes
more affluent it will recognize that it can afford to do more for its disadvantaged
members-the aged, the widows and orphans, the disabled-than it does now,
through private and public insurance and other social programs.

Along the same line, Mr. Peterson recommends that no further increases In
old-age, survivors, and disability insurance benefits should be enacted "except
those required to recognize changes in living costs for the aged." If this
recommendation were followed the result would be that the aged, and the other
groups looking to old-age, survivors, and disability insurance benefits as their
major or only source of support, would be effectively excluded from getting their
fair share of the increasing productivity and affluence of our society. I would
not like to see that happen, and I don't think it will. Mr. Peterson is fighting a
Tearguard delaying action. I am confident that the people of this country and
the Congress not only will continue to support the old-age, survivors, and
disability insurance program but will want it improved as was done in the recent
social security legislation enacted by the Congress in June 1961.

Mr. Peterson attempts, in his article, to give the reader the erroneous impres-
sion that the old-age, survivors, and disability insurance program Is inequitable
and financially unsound. He completely ignores the fact that Congress has
exercised both wisdom and responsibility in devising a system which meets
social need in a financially sound manner. He ignores the further fact that in
revising the program the Congress has shown great concern for financial sound-
ness and for maintaining a balance between income on the one hand and the
costs of benefit changes on the other, not only in the short run but In the long
run. Mr. Peterson discusses what he considers to be defects of the program but
offers not a single recommendation for remedying the defects, and, unless one
can count his concurrence with the idea of such a bare-minimum improvement
as keeplng benefits in line with costs of living, he does not offer a single recom-
mendation for any basic program improvement or the removal of any so-called
inequity he has discussed.

Senator SMATHERS. I would say that we are going to call upon you
again before we conclude these series of hearings. Undoubtedly we
will develop some information which only you and your department
will be able to give us some enlightenment about. We will want you
to come back.
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I am going to have these questions delivered to you which Senator
Carlson desires answered. I gather he did not want to have them read
into the record. After we get your answers we will make the questions
and answers a part of the record. (See p. 167.)

Mr. COHEN. All right. As I said, Senator Smathers, our department
stands ready to cooperate with your subcommittee fully. Anything
you want we will be most delighted to see if we can supply.

Senator SMATHERS. Thank you very much, Mr. Cohen.
We have a very distinguished dean from the School of Commerce,

University of Wisconsinbean Gaumnitz.
All right, if the committee will be in order, we will hear from Dean

Gaumnitz. You go right ahead.
I must say we are most appreciative of your taking the time and

exercising energy to prepare your statement, to come before us and
give us your views.
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COMMERCE, UNIVERSITY OF WISCONSIN

Mr. GAUMNrITz. Thank you, Mr. Chairman and members of the sub-
committee. I shall make a very brief statement, and then I would like
to summarize also, very briefly under certain headings, some research
that we have underway at the University of Wisconsin that I think
may be of ultimate interest rather than immediate interest to you.

Senator SMATHERS. Fine.
Mr. GAUAMNITZ. I think your immediate interest would be to know

that we have it underway.
Senator SmATHERS. Right.
Mr. GATMNIrZ. I think your ultimate interest will be the results

which we do not now have available.
Senator SMATHERS. Fine.
Mr. GAUMNITZ. I have a short statement that I shall read, although

I have made a few copies available.
The extensive research project supported by a grant from the Ford

Foundation under the title, "A Study of Retirement Plans From the
Viewpoint of the Older *Worker," now underway at the School of
Commerce at the University of Wisconsin, was originally planned to
require approximately 4 years. The study has been underway for only
a year, and therefore any remarks I make at this time should be inter-
preted as my personal opinions and in no way to represent a summary
of the research study.

I shall center my attention largely on problems of maintaining
income of retired workers and their dependents and also the problem
of inflation as it affects their economic welfare. During the past few
years, many people in the United States have become more concerned
with competition, on a cost-price basis, with many parts of Europe as
plants abroad have become modernized. It is economically very diffi-
cult, if not impossible, to have simultaneously as a benefit of increased
productivity, fewer hours of work per week, higher rates of pay per
period, lower prices, and an earlier retirement. One or more of. these
may be achieved in accordance with the preferences of the citizenry.
If competition with producers abroad is a prime objective, price and
related problems become of greater importance. The desire for an in-
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creased standard of living in the United States should then lead to a
higher proportion of the adult population being in the labor force.

More than two decades ago, largely because of depression conditions
and with less concern about competition from abroad, there were
strong pressure toward earlier retirement and shorter hours per week
as a means of spreading the limited amount of employment. Some of
this concern is with us at the present time, but largely associated with
automation as the cause. In my opinion, from the economic point of
view, it is inconsistent to set all of the goals mentioned above as
objectives of an overall economic program especially when coupled
with a high rate of growth for the Nation as a whole, as a prime target.

As the condition of health of the typical retired person improves
with the development of medical knowledge and other causes, there
is increasing concern about the problem of employment beyond the
customary retirement age. Increasing attention also has been given
to psychological factors, such as contentment, leisure time activities,
and the like. Very little demonstration is required to indicate that the
retired worker's monthly benefit may be greatly enhanced by postpon-
ing, for even 1 or 2 years, his age at the time of embarking on his
annuity. Increased earnings on his investments whether privately or
publicly made, the spending of earned income instead of dissipating
his savings, and the possible effect on health and psychological atti-
tudes, all would point to the conclusion that greater benefits could come
to the individual and the Nation if greater flexibility in employment
practices for the aging could be introduced.

In making such a statement, I am not unaware of the difficulties
that confront both employers and employee groups, especially labor
unions. Employers must constantly contend with the problem of
retiring elderlv workers who are showing signs of decreasing effective-
ness from whatever cause and the possible accusation of unfair discrim-
ination by continuing some employees while forcing others to observe
the compulsory retirement age. This problem will undoubtedly be
difficult to solve, and to administer smoothly.

The attitude of organized labor will perhaps not easily be changed,
especially if employment opportunities appear to be limited, and
there likely will be constant pressure toward early retirement to make
way for younger workers. It is quite possible that the typical atti-
tude toward retirement existing in the mind of a person in his thirties
will continue to contrast sharply with that of a person about to retire
or recently retired. Education and research are requirements on this
point.

Senator S&NIATHERS. What do you mean by that? At 30 you look
forward to retirement and then when you get to be 65, you sort of
wish you were not retiring ?

Mr. GAUMNITZ. That is it in part. Actually, the attitude varies in
accordance with people. Precisely what I meant on this point was that
an individual who was young and who sees limited employment op-
portunities, by and large, would like to see an elderly person, who has
retirement benefits, voluntarily move out of the labor force to make
way for those who are unemployed but who are much younger.

I think especially this reasoning tends to vary as we move back and
forth between periods of employment ease and stringency.
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Senator SMATMOS. Would you hazard the guess that today the aver-
age prospective retiree who is at 64, 65 years old, in the light of the
better medical care and apparently we are all in better shape than
we were 20 years ago, that now they wish that probably they would
not have to retire, they would like to continue on?

Mr. GAUMNITZ. It is my feeling based partly on some research we
have done, that the people who now would prefer not to retire are in-
creasing both in number and proportion. I think the statement is
true also regardless of the economic circumstances. Psychologically
there are many individuals who find the shift to retirement to be rather
difficult, partly because they fee] that they are less important, and
they would like to be significant members of society instead of those
that are living on other people's production, even if they are living
fundamentally on their own savings.

I think they do wish to be a part of the total economy both from the
standpoint of the income, and then also from the standpoint of other
tvnPc nf ati.VitviPC evrn thnse thctdAAn ot. invnsivepay

Senator SMATHERS. Do you believe that these workers who are 64
and 65 years old, can make a significant contribution to the economic
well-being of the country without, in fact, displacing or eliminating
job opportunities for the younger people? Do you think our economy
can be so geared that we can take care of these people who arrive
at the age of 65?

Mr. (A1UNINITZ. I would not say offhand that we could completely
do so, but I think there are possibilities. For example, there are some
types of positions that a person, we will say, at an age of 30, could
perform equally well as one who performs at 65 or older. I think
there are other types of jobs, especially those that are more closely
related to experience and Judgment that might be better performed by
an individual who was older and who draws upon his experience and
judgment.

If it is a matter of finger dexterity or certain physical movements,
that is a different type of problem.

Senator SMATHERS. Is your study at the University of Wisconsin
intended to cover this particular point, or will it cover that point?

Mr. GAUMNITZ. Yes; we have two studies that touch directly on
that point.

We have part of the work that is largely psychological in nature,
involving studies of finger dexterity, motion activities of one sort or
another, gait, speed of doing certain physical things classified by age
intervals. We have charts already drawn up to show that there are
certain types of activities that seem to require decreasing amounts
of time in the very early ages, and then run along moderately level,
and at fairly advanced ages only require more time.

Our studies so far indicate that this tendency varies in accord-
ance with types of activities, and of course it varies very sharply as
to the individuals within groups.

Senator SMATHERS. Is it your individual opinion that forced re-
tirement at 65 years old is a good thing, or is it a bad thing, speak-
ing economically and socially?

VIr. GAUMNITZ. Well, that is a question I would sooner not an-
swer flatly. I would sooner comment on it in this way: from the
standpoint of ease of administration, if by that one means ease of
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making decisions, then I would say it is nice to have a simple rule
so that one can easily say yes or no. From the standpoint of a con-
tribution toward the economy, disregarding the welfare of individual
workers, and the attitude of the worker, I would say that it would
make a contribution to the economy if we could have people able to
work actually working.

Now, shifting to worker's desires, I think there are many people
who are required to retire that would be much, much happier if they
could work even part time and perhaps in some cases, even at a de-
creased rate of pay. Now, I am not advocating this procedure, but
I realize, apart from those difficulties, it would be beneficial to our
economy as a total if we could utilize the services of individuals
who are able to give them.

Senator SMATHERS. Well, I personally agree with you. You can
go right ahead.

Mr. GAUMNITZ. Another aspect of income maintenance that is not
so closely related to employment of the elderly is concerned with
greater safety of funds, and higher yield and better income manage-
ment by those responsible for the growth of savings and investments.
Closely allied is investment policy for the pension funds and the pos-
sible contribution that a good program can add to the growth of the
Nation, especially in an economy so dependent upon capital equip-
ment as a prime source of increased productivity.

Many of the ideas mentioned previously, because of the casual
connection with the total volume of output and per capita produc-
tivity, are vitally related to the price level. A much better utiliza-
tion of our resources will result if the rate of increase in the general
price level can be held within narrow limits. Greater emphasis
should be placed on the goods and services that the retired person's
benefits will command in the market, and it is exceedingly shortsighted
to be concerned with increasing the monthly benefit in dollars while
lacking diligence in keeping inflation within bounds.

One should remember that price inflation depreciates the purchas-
ing power of all retirement benefits and is not restricted to those pro-
vided by the Federal Government. Therefore, a gradual upward
adjustment in social security benefits to offset price increases will
contribute toward a solution of only part of the problem.

The appearance of increased rates of growth nationally that are
due in large part to inflation may mislead many people who are in
policymaking positions. The greatest contribution to the economic
welfare of retired people, largely in control of the Federal Govern-
ment, is that of the control of inflation, more so than small additions
to the monthly retirement benefits.

Most elderly people, physically and mentally fit, desire to make a
contribution to total output, and will be happier when permitted to
do so. Forced leisure is a burden, but discretionary leisure is wel-
come. We who are concerned, should find a plan acceptable to all
groups.

Senator SHATHERS. Is this study that you have run at the Univer-
sity of Wisconsin going to result in some specific recommendations on
that point?

Mr. GAUMNITZ. Yes.
Senator SMATHERS. You will have?
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Mr. GAtMNITZ. We hope to.
Senator SMATHERS. And when is that due to be completed?
Mr. GAUMNIrz. The study is divided into five parts and then those

parts are in turn subdivided, and I would like to postpone that answer
for just a very few moments, and I will give you some headings under
which we will make studies.

Senator SMATHERS. Very well.
Mr. GAU3MNrrz. For decades, good employment policy has included

low employee turnover and incentives as a cost-reducing device. Ade-
quate pensions have made and are making a contribution in this di-
rection. However, a dying or very slowly-growing industry may
yield surplus workers. Certain funding provisions and similar fea-
tures of retirement plans may decrease mobility of workers and even
plants within industries. The failure to solve this problem will in-
hibit an economical allocation of resources with an adverse influence
on costs, prices, our ability to compete abroad, and hence, the rate of
growth. Depreciation and tax poilcy are inciuaea as paris oi iunis

difficulty.
That concludes my written statement.
I would now like to summarize in a very short time, the title of our

research, and tell you briefly some of the subdivisions included.
Senator SMATtERS. All right, sir, you go right ahead.
Mr. GAUMNrrz. In the first place, the total study has as its title,

"A Study of Retirement Plans From the Viewpoint of the Older
Worker.'

Our initial proposal that we made to the Ford Foundation on which
they acted favorably has five parts to it, and the last part has two
subdivisions. I have a copy here which I can leave, but let me merely
read the titles of these five parts.

One: Labor Mobility from the Viewpoint of the Older Worker.
Two: Pressures Toward Early Retirement. It is under this head-

ing, incidentally, that we are studying certain psychological aspects
involving attitudes, as well as physical and mental abilities.

Three: Retirement Experience Study.
Four: Safeguarding Pension Benefit Commitments.
It was to this section that I made passing reference quite quickly,

when I made a comment about checking quite carefully to see the di-
rections in which pension funds were being invested, the limitations,
and encouragement on investments, their safety, costs of administra-
tion, and so forth.

Senator SMAT=ERS. Inflation?
Mr. GATmhrrz. That is right.
Five: Benefits, Formulas and Vesting Provisions.
Under that heading we have two subdivisions, one, a rate study and,

two, a systems stimulation study. We hope by those two studies,
which are actuarial and statistical in nature, to be able to work out
certain techniques so we could analyze rather quickly, although per-
haps approximately, certain types of proposals that might frequently
be made and on which people in the pension planning field would have
to arrive at a decision.

We already have a study quite well underway that is concerned with
administrative costs of pension plans. You know there is a Federal
reporting act and also one in the State of Wisconsin. The State of
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New York has a statute that requires operators of pension plans to
make periodic reports. We have already secured the cooperation of
people in the Federal Government, and we have similar cooperation,
especially for Wisconsin.

We wish to cooperate with the people administering those laws to
make detailed studies on a variety of factors that would relate to cost
and also that would relate to the yield and hence the ultimate safety
which in turn, would be related to the benefits. I think that psycho-
logically, there may be people in the United States who would be
quite disturbed about any type of retirement benefits if there is any
undue publicity that is related to difficulties that threaten the safety
of pension programs. To the extent that we could make a contribu-
tion to the solution of some of those problems before those problems
would arrive, I think, would be helpful.

Senator SMATHERS. What you are saying is that you are trying to
determine whether or not there is good judgment exercised by those in
authority who have discretion as to whether and what they will in-
vest pension funds in.

Mr. GAUMNITZ. That is correct.
Just to give you an illustration without trying to give you the

answer, in many pension and profit-sharing plans, there is provision
for the funds accumulated to be invested in the stock or physical assets
of the corporation that hires the people. If we could look forward
with certainty about the welfare of that corporation, then we could
arrive quite simply and quickly at a decision with respect to the wisdom
of that investment. Suppose, however, that you would have a corpora-
tion in a given field of activity investing pension funds largely in the
assets of the corporation and then find that the corporation is destined
to go downhill, the pension operator would have no way of knowing
that, but, the decline would defeat the purpose of a private pension
plan. The plan may be well concevied on all points, but if the invest-
ment decision is inappropriate, it would be fatal.

Senator SMITH. Up to now I think most pension plans have gone
along pretty smoothly and there have not been too many cases such as
you have just mentioned. Do you think there is a very great danger
in the future of this without some sort of legislation ?

Air. GAUMNITZ. I would like to state that we now have a study which
is about a third completed under the subheading of "Pension Plan
Termination: Cause, Provision For and Consequences." We have
found that as a matter of fact there are many pension plans that have
been terminated. I do not wish to state that these terminations are ad-
verse to the interests of the employees. For example, some pension
plans may have been terminated beause they were superseded by
better ones. That is possible and frequent. We hope that they would
be the majority.

There are other pension plans that have been supeseded not neces-
sarily by some that are either better or worse, but different ones. For
example, there may merely be a revision that is sufficiently drastic so
that rather than to be classified as an alteration, it really is a different
plan. For example, two corporations may merge causing two termina-
tions and a new birth in which the new one would not be very similar
to either of the other ones, but necessarily some changes would take
place. There have been terminations of plans in which a new plan
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would replace the old one because of some coordination involving social
security.

We have an estimated figure that there were about 3,500 terminations
in the years 1930 to 1959, of which about 1,400 terminations of pensions
or deferred profit-sharing plans were reported for the 3 years, 1956
to 1959. So just in 3 years, 1,400, as an estimated figure, terminations
have been reported.

We would like to know a lot about many of those plans. Why did
they terminate? Were there any losses, substantial or otherwise?
Were there gains? What can we find out about them?

Senator ?MrITH. Would these be in the relatively small organiza-
tions ?

Mr. GAMMNrrz. Many of those were relatively small, and I think
quite a few were the result of mergers, and perhaps involved drastic
alterations. Our feeling is that if there is a significant number of
terminations, it would be desirable to make a reasonably thorough
study, and it we could find that there are certain problems, then ii
would be desirable to pinpoint those difficulties so that they could
be removed quickly, or so that safeguards could be immediately in-
stituted, whether on a State or Federal or other basis, to decrease the
likelihood of the recurrence.

Senator SMiITH. I think Mr. Cohen said earlier one of the main
things is that it be a certain amount that these people can count on
and not something that can fluctuate or entirely disappear.

Mr. GAUMNITZ. We have so far what appears to be excellent coop-
eration from people administering these plans. We have access to
some of the reports filed. We have good relations established with
consulting actuarial firms that have agreed to help and have agreed
to make much of their information available on a confidential basis.
We have talked with various labor union groups that have expressed
willingness, and interest in cooperating with us.

Senator SMNATHERS. Dean, I might say, you raised the point a minute
ago about whether or not directors of the pension programs should be
permitted to invest funds in the company's assets. In providing legis-
lation for the self-employed, known as the Smathers-Keogh bill there
is a prohibition against any funds that have been put up by employees
to be in turn invested in that particular business for the reason that
we do not really think it is a very sound approach to the problem.
And obviously, if the employer, the people who operate the company,
which would be the case with self-employed businesses, they would be
most willing and probably generous in the creation of a retirement
program if they thought the retirement program was going to be in-
vested back in the company. It would be just one way of getting
themselves refinanced.

So we think, as you have touched on, that is probably a practice
that should be looked into with the bigger pension funds, if such prac-
tice exists-I do not know that it does. but I think that is the purpose
of your statement.

Mr. GAUATNITZ. I think especially in this category that a problem is
closely related to pensions; namely, profit sharing. There are many
profit-sharing plans that include a provision for the funds to be in-
vested either in the stock or in the capital assets of the corporation,
and there is a question whether this is firmly based or not. I am not
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prepared to say that it is desirable from the standpoint of creating em-
ployee loyalty to the corporation to invest those funds in corporate
stocks or assets to give the employee a feeling of his welfare being tied
with the corporation. The statement is made. I am not evaluating it.

Senator SMATHERS. Yes, I think there is a difference between profit
sharing and pension funds, and then, the workers should clearly under-
stand it.

Mr. GAUXNrrz. Yes, but where there are plans that involve profit
sharing there are similarities to pension benefits.

Senator SMATHERS. Do you know whether or not any groups might
be looking to the extent that improvement should be made in our tax
laws with respect to medical deductions for elderly or retired people?

Mr. GAUMNITZ. We are touching on that in one of the studies that
we have underway.

Senator S LATHERS. Yes. All right.
Mr. GAnMNITZ. We have another part of the study that will be

actuarial and statistical in nature and that will be more of a case
study relating to withdrawal rates; that is, the rates at which people
have been withdrawing from these plans. We wish to try to determine
cost factors, because I think if we can get answers to some of these
questions we will have some basis for arriving at arguments on vesting,
as related to decreasing mobility; and mobility, as related to dying
industries or regions of the United States that are not growinog rapidly.
I think these are interrelated, and we hope by this study to be able to
throw some light on these questions.

We have another study that is quite technical in detail. It relates
also to determining various factors so that we could feel, if we once
derive certain formulas, we will have the basic elements of evaluation
of some pension proposals to enable people to give immediate answers
on an approximate basis, to some of the common pension questions.

For example, there have been many cases, fortunately not too many,
which have not created immediate difficulties, but if left unattended,
would create difficulty. This is especially true in the private pension
field wherein somebody decided to raise a minimum, for example, and
the minimum was negotiated and approved without having any de-
tailed actuarial evaluation of that change. In some cases there have
been answers given to questions without thinking of the ultimate effect
on the safety of the fund. and, therefore, ultimately on the benefits
that would be available to the retired workers. The converse has been
true. There have been some cases in which people have argued that
some alteration might be desirable but too costly in which they had
inadequate information for deciding that it was too costly or even
deciding approximately what the cost was. We hope to throw some
light on this point.

We have another subdivision that involves a series of related studies
which I will summarize by giving you some objectives under the main
heading of "Labor Mobility as Related to Pensions."

One, we wish to evaluate patterns of separations by age groups in
companies with different types of pension plans. Next, we wish an
evaluation of hiring patterns by age for two periods, before and after
adoption of a pension plan. We wish to determine the relation of
separation rates, and age of the worker and finally, we wish to make
comparisons of current hiring and separation patterns of age and sex
for groups of employees at 5-, 10-, 15-, and 20-year intervals.
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If we were to discuss in philosophical terms the desirability of
permitting or perhaps even encouraging some people in the retire-
ment ages to continue their employment, we would like to know the
extent to which there are promises and difficulties that should be
analyzed.

Some people, as you know, say they would like to hire the elderly.
but that they are inefficient and have higher accident rates. We
would like to know more about the actual factual situation.

And one more. We have already secured excellent cooperation
from some companies that have many people on retirement, and one
of these, whose name I will skip at the moment, administers its own
sick leave, medical, and hospital benefit programs, and also it is
rather interesting that this particular company has all retired em-
ployees covered by the same medical and hospital insurance plan
that covers the present employees. It is quite unusual in that regard.

Secondly, the company administers its own benefits, and therefore
ihas Very cuJoinpieLe recorLs ul bile e uxewib aidu LieflC3 ol iniiubebs ilicUrrIU
by their workers, and I might add the most important point to us
is that they have agreed to give us complete cooperation and access
to their records, and much of the information is already on punched
cards, which we can study in great detail.

I will not take the time to give you the various headings under
which we are conducting that study, but if Mr. Sheppard would like
it, we can supply that to you.

Senator SMATHERS. Right.
Mr. GAUmNITZ. I have some progress reports that I suggest you

include in the hearings for the benefit of your committee and staff
members.

Senator SMATHERS. All right, sir. Thank you very much. We will
be greatly interested when you have specific recommendations. That
is what we are looking for.

Mr. GAUMNITZ. Thank you.
Senator SMITH. We think there is a lot of need for improvements.

I think that conditions and times have changed and that we ought
to recognize it in our laws and attitudes that we have toward elderly
people. So that when you get specific, you get something concrete
that we can tie into, let us have it.

(The progress reports referred to above follow:)

COSTS OF RETIREMENT AND VESTING BENEFITS UNDER PRIVATE PENSIONS

(Project leader: William S. Bicknell)
This investigation will focus on the cost of benefits received by workers from

private pension plans, with particular attention given to the costs of vesting
and retirement benefits.

Included will be an investigation of some of the assumptions on which the cost
figures will depend. In particular, current and past data as regards with-
drawal or turnover will be analyzed for a variety of industries and types of
worker.

It is planned to program a general pension model for an electronic computer,
and then vary the parameters to determine effects on costs. The parameters
would include the retirement benefit formula, vesting provisions, withdrawal
rate, salary scale, age and sex distribution of the employees hired, et cetera.

At present, machine programs are being developed for both the rate study and
the pension model. A pilot study of one organization's withdrawal experience
is underway and other data are being collected and processed.
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SAFEGUARDING PENSION BENEFITS

(Project leader: Richard M. Heins)
An analysis of the literature and published materials relating to the problems

of safeguarding pension benefits to workers discloses rather elaborate descrip-
tions of pension administration in this country, but also emphasizes the great
voids which exist in the empirical and factual data surrounding pension activi-
ties. The result of this lack of facts has caused considerable debate on the
subject of the welfare of retired and prospective retired workers in relation to
their pension expectations. The disclosure laws enacted by some States and
the Federal Government are examples of attempts by the Government to fill this
factual vacuum. Without a carefully laid foundation of detailed Information
relating to the various specific problems of safeguarding workers' expectations,
hypothetical systems or philosophies of pension supervision may have little
relationship to the real problems in this field.

Setting aside the question as to what role Government should play, if any, in
the supervision of pension plans and their administration, the research study
at the University of Wisconsin is concerned with the practices and procedures
in pension administration which may affect worker financial security. The re-
search thus far has centered on the realities of measuring and controlling ad-
ministrative costs, the impact of plan termination resulting from insolvency,
dissolution and migration of business firms on pension expectations, and the
significance of tax policy on decisions regarding funding and vesting and other
matters which, in turn, may affect worker security.

Once the empirical information has been assembled in each of the areas, it
will be possible to draw conclusions and make recommendations concerning what
role, if any, Government, self-regulation, or other groups might play in protect-
ing and safeguarding the expectations of workers in pension plans.

SYSTEM SIMULATION OF SELECTED PLANS

(Project leader: Thomas R. Hoffmann)

System simulation utilizing electronic computers provides techniques of ex-
panded dimensions for the costing of pension plans. Computers make it pos-
sible to estimate future conditions under different management policies by
treating a system in its entirety and applying sampling techniques to imple-
ment a dynamic model.

Some simulation studies can be done manually. In our projected research.
the Control Data Corporation 1604 and 160 computers at the University of
Wisconsin's Numerical Analysis Laboratory will be used extensively. This
computer installation will also be used in conjunction with the analysis of data
for other portions of this project.

Preliminary programing has begun, and some analysis of a general nature
has been made. It is planned to develop a general pension model and utilize
information gathered by other members of the research group to test and
evaluate policy recommendations and proposals.

LABOR Monii= FROM THE VIEWPOINT OF THE OLDER WORKER

(Project leader: Alton C. Johnson)

The objective of this research is to determine relationships between retire-
ment plans and labor mobility. The assumption is usually made that labor
mobility is essential to the economy if dynamic growth is to be maintained.
There is the possibility that mobility may be increasingly limited as a result of
retirement plans. In this connection, assessments will be made of vesting and
portability provisions in pension plans.

Data relevant to the objective of the research will be collected in several
areas. These are: (1) changes occurring in continuous work histories of se-
lected employees; (2) changes in the economic and demographic character-
istics of the United States, including quit rates, labor force participation rates.
age composition patterns, education, and so forth, bearing upon labor mobility:
(3) case studies of selected companies; (4) present and potential effects of
vesting and portability in pension plans: and (5) mobility patterns of retirees.
Research procedures have been designed but the actual data-gathering process
is in varying stages of development in each area.
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BEHAVIORAL ANALYSIS OF PRESSURES TOWARD RErIRvEMNT

(Project leader: Karl U. Smith)

Two areas of research are under investigation, one dealing with scientific
motion analysis of performance over the life span and the other dealing with
the basic nature of unemployment in the aged. A new concept-the activity
feedbhck theory of aging-has been developed to interpret the results of scien-
tific motion analysis of performance and other behavioral phenomena. Research
already completed indicates that the component movements of behavior patterns
such as gait, handwriting, and speaking, which are practiced almost daily by
most people over the life span, show very little deterioration until late in life,
whereas activities which are seldom used deteriorate much earlier. Activity
has intrinsic feedback effects which prevent premature decline of motivation and
performance capacity. Accordingly, activity maintenance through work conser-
vation is a vital psychological and health problem of an aging population.

In the second aspect of this research, behavioral analyses are applied to prob-
lems of unemployment in the aged. Job holding in the aged is assumed to be an
important indication of the level and effectiveness of human organization in
the evolving industrial system. Thus the underlying factors contributing to job
InA nrr of hsqis social and behavioral significance and cannot be explained by
the limited concept of technological unemployment. Behavioral concepts of op-
erational and organizational unemployment, and skill oblivescence are being used
to plan longitudinal studies of aging and employment. Pilot studies of plant
shutdown and sustained strike action provide suggestive evidence for the validity
of this behavioral approach to problems of aging and unemployment.

THE RETIREMENT ExPERIENCE OF OLDER WORKERS (FORD FouNDATION)

(Project leader: George B. Strother)

The common focus of the studies in this section is the role of personal plan-
ning in retirement. Increasing attention to public and corporate policy with re-
spect to retirement has progressively reduced the scope for individual initiative
in the past 25 years. These studies should redirect attention to the individual
differences in the problems of older people and the consequent importance of the
individual's own role in adjusting to the aging process.

Six studies are now in various stages of completion. They are concerned
respectively with (1) problems of (a) general planning for retirement, (b) sick
leave, medical and hospital benefits; and (c) financial planning for retirement
of present and retired employees of a large midwestern meat packing plant;
(2) employment and other retirement experiences of enlisted USAF personnel:
(3) survey of the literature concerning the disabilities of older people and
their effect on employment; (4) age discrimination not covered by FEPC restric-
tions: (5) various problems of retirees of a machine company; and (6) use
of Wisconsin personal income records both for a sampling base and for eco-
nomic data.

Mr. GAUMNITZ. There is one final statement that your remarks re-
minded me of that I do not have written up. We have in the State
of Wisconsin a State income tax and also there is a rather amusing
feature that is disturbing to some people in the State, interesting
however, to people in the research field, and that is the accessibility
of those returns. WWhat we wish to do-and we have this started-
is to examine the income tax returns on a statistical, not on a personal,
basis of many individuals in the retirement stage of life so that we
can throw quite accurate information on some of the questions that
you raised with Mr. Cohen this morning.

We can analyze by virtue of the use of these income tax records,
various sources of income and changes of income in accordance with
increasing age. I know of no other State in which that would be
possible.
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Senator SM3.ATHERS. Those are things we are interested in, because
those are things that the Congress can take action on. There is
very little we can do in the psychological field. There is very little
we can do in some other fields, but we do make and modify the laws.
That is what we are interested in particularly.

Thank you very much.
The subcommittee will stand in recess until tomorrow at 10: 30

when we will hear Ewan Clague, Commissioner of Labor Statistics;
G. Warfield Hobbs, president, National Council on the Aging; Edwin
Shields Hewitt of Hewitt Associates; Prof. Roger Murray, Graduate
School of Business, Columbia University.

(Whereupon, at 12: 45 p.m., the subcommittee recessed to reconvene
Thursday, July 13, 1961, at 10: 30 a.m.)
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THURSDAY, JULY 13, 1961

U.S. SENATE,
SUBCOm3iITEE ON RETIREMENT INCOME

OF THE SPECIAL COMMriTrEE oN AGING,

Washington, D.C.
The subcommittee met at 10:45 a.m., pursuant to recess, in room 4200,

Nfew SU1nz as)wuete hDunllifg, Senator George A. Smatmers (chairman
of the subcommittee) presiding.

Present: Senators Smathers, Clark, Carlson, Smith of Massa-
chusetts, Neuberger, and Long of Missouri.

Committee staff members present: Dr. Harold L. Sheppard, staff
director; Dr. Frank Atelsek, research director; William G. Reidy, pro-
fessional staff member; Joim Guy Miller, minority staff member.

Senator LONG (presiding pro tempore). The subcommittee will
come to order.

Senator Smathers, the chairman, is detained at another hearing this
morning and has asked me to serve as chairman, and with the assistance
of my distinguished colleague from Oregon, we will proceed this
morning.

The first witness that has consented to be here this morning and
testify is the Commissioner of Labor Statistics in the Department of
Labor, Mr. Ewan Clague.

Mr. Commissioner, would you take over from here and proceed with
your statement or any comments that you care to make.

STATEMENT OF EWAN CLAGUE, COMMISSIONER OF LABOR STATIS-
TICS, DEPARTMENT OF LABOR; ACCOMPANIED BY ARNOLD E.
CHASE, CHIEF, DIVISION OF PRICES AND COST OF LIVING; AND
MRS. HELEN H. LAMALE, CHIEF, BRANCH OF CONSUMPTION
STUDIES

Mr. CLAGUE. Thank you, Mir. Chairman. I have with me two mem-
bers of my staff, Mr. Arnold E. Chase, the Chief of our Division of
Prices and Cost of Living, and Mrs. Helen Lamale, who is the tech-
nician who prepared this budget.

In considering the economic problems of aging, the question is
raised, continual y, as to how much it costs the aged to live. There is
no simple answer to such a question. It depends on many different
circumstances-where they live; how they live; the size and condition
of their inventory of household and personal goods; and the state of
their health-to name a few important factors. However, the standard
budget research of the Bureau of Labor Statistics has shed some light
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on the problem. Last year, we completed a revision of the budget for
a retired couple and published estimates of its autumn 1959 costs in
20 large cities. The origin of this budget and the methods used in
developing the list of goods and services included in it are discussed
in considerable detail in a report which appeared in the November
1960 issue of the Monthly Labor Review. I have copies of this report
for the record but would like to summarize briefly some of the findings
and point out the uses and limitations of such a budget.

The budget for an elderly couple was originally developed in 1946-
47 by the Social Security Administration in cooperation with the
Bureau of Labor Statistics. The Bureau discontinued pricing this
budget after October 1950, because the quantities and qualities of the
goods and services included in the budget were based on standards
prevailing before World War II and were not representative of the
postwar standard of living. The revision completed last year provided
a new list of goods and services which reflect standards prevailing in
the 1950's. The revised budget, like its predecessor, is based on certain
assumptions regarding the circumstances and manner of living of the
elderly couple. The 'udget family" consists of a husband and wife,
aged 65 or over, who maintain their own 2- or 3-room rented dwelling
in an urban area. The couple are assumed to be self-supporting, in
reasonably good health, able to take care of themselves, and manage
the home. The budget is designed to represent a level of living which
provides the goods and services necessary for a healthful, self-
respecting mode of living, and allows normal participation in com-
munity life according to standards prevailing in large cities or their
suburbs in the United States. It provides a "modest but adequate"
level of living-not a luxurious level but one adequate to provide for
more than the basic essentials of consumption. Thus, it is not a "minii-
mum subsistence" budget in the narrow sense of that term. In addi-
tion to the requirements for physical subsistence, the concept of this
budget recognizes psychological and social needs and includes goods
and services which will provide a reasonable participation of the
elderly couple in community life.

The home is assumed to be equipped with the furnishings and
mechanical equipment usually considered to be household necessities,
such as a gas or electric cooking stove, mechanical refrigerator, and
small electrical appliances. The quantities of these items specified for
the budget are primarily replacement rates, since it is assumed that
the family has an average inventory. The wife does all of the cooking
and most of the cleaning and laundry. The budget, however, does
allow for part of the laundry to be sent out and for occasional paid
help.

The goods and services provided by the budget for both housing
and food conform with scientific standards of adequacy and also
reflect actual choices of large-city families of this type. For other
goods and services, where scientific standards do not exist, the budget
level was determined by analyses of the purchasing pattern of retired
elderly families.

As in the original budget, there is no provision for life insurance or
income taxes. This assumes that payments on life insurance policies
have been completed before retirement, and that most of the income
of retired couples at this level is tax exempt because of source and the
remainder insufficient to require payment of taxes.
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In the revision no changes were made in the basic concept or general
procedures previously used, but for two components, food and trans-
portation, methodological changes were introduced which, in effect,
raised the standard of living above that provided by the original
budget. The revised budget provides for the use of an automobile by
about one-fifth of the families, and it also provides a more expensive
list of food items than provided in the original budget. Thus, in the
report (table 2 of the November 1960 Monthly Labor Review) two
estimates of the total annual cost of the budget are shown for each of
the 20 cities.

The total annual cost of the revised list of goods, rents and services
at autumn 1959 prices in 20 large cities ranged from $2,641 in Hous-
ton to $3,366 in Chicago. Costs in 8 of the 20 cities for which esti-
mates were prepared ranged between $3,025 and $3,125; these were
in the center of the 8 cities-costs were under $3,025 in 6 cities and
over $3,125 in 6 cities. The cost was $3,047 in Washington, D.C.,
the base city for intercity comparisons. I hus, washiligiLoi, D.C., i1
approximately at the center of the full 20. In terms comparable to
the original budget with respect to the food and transportation
standard, the total budget costs ranged from $2,390 in Houston to
$3,112 in Chicago. The costs of the three principal components of
the budget (food and beverages; rent, heat, and utilities; and other
goods and services) for each of the 20 cities are shown in table 1,
of the report (page 93). Costs of the various categories included in
these components are shown in table 2 (page 96-97). Relative costs
of the total budget, with Washington, D.C., equal to 100, ranged
from 87 in Houston to 110 in Chicago, or a spread of 23 percentage
points. That's shown in table 3 (page 99).

Since the retired couple's budget is designed to measure the cost
of a specified standard of living for a retired couple residing in a
rental dwelling in a large city or its suburbs, estimates of its total
cost provide a useful tool for measuring changes in the standard of
living of such couples for evaluating the adequacy of their income,
and for measuring didferences in living costs between cities or among
different family types. As such, it is an important benchmark sta-
tistic in social and economic research, and in welfare legislation and
administration. However, there are important limitations on the
use of the budget which arise from its concept, definitions and the
assumptions on which it is based. These must be kept in mind and
evaluated in relation to the conditions of the problem being con-
sidered.

One important limitation results from the fact that the budget
housing costs are limited to rentals for a 2- or 3-room dwelling, al-
though a majority of retired couples live in owned homes, most of
which are free of mortgages. Resources available for the revision
project did not permit the development of satisfactory procedures
Tor estimating comparable housing costs for homeowners. However,
a very rough estimate based on an analysis of expenditure data was
made which indicated that homeowner costs, assuming there is no
mortgage, would be about one-fourth to one-third less than the cost
of rent, heat, and utilities in the budget, and that cost in the budget
ranged from $595 at the low point to $1,067 at the high. In other
words, home owners owning their homes free would have expense
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for that item of one-third to one-fourth less than those figures. An-
other example, the 1957 study of OASI beneficiaries indicated that
homeowner costs averaged about 40 percent less than renter costs."
And so it is that the homeowners are not spending as much as indi-
cated in this budget.

Another limitation of the budget is that it applies to a retired
couple who live alone and in a large city. Thus, it does not provide
a measure of living costs for the substantial number of aged who
are not married, or who live with other relatives. Furthermore,
only about one-half of all aged persons live in large metropolitan
areas. A scale developed from expenditure data indicates that a
single aged person living alone would require about 60 percent of
the cost of the budget for the retired couple, but this does not furnish
the basis for estimating the costs for the different types of goods and
services.

The budget has been priced only in 20 large cities, and cost esti-
mates are not available for other cities or States, nor for the U.S.
average. The budget costs given in this report, therefore, are not rep-
resentative of the costs in all large cities or of those in cities of other
sizes and economic characteristics. Neither are they representative
of costs in these 20 cities at other dates. These refer to 1959. We
have been criticized for limiting the budget cost estimates to these
20 large cities, and especially for not including places older people
are considering for retirement. I would like to point out that we
did not select these cities for this purpose. These are the only cities
where we have an established pricing program which is sufficiently
comprehensive to provide the price data necessary for estimating the
budget costs. In other words, if we had to go out and collect special
prices to estimate the cost of this budget in other cities, it would
cost much more; that is, it would cost more administratively. I am
referring to the fact that we did not have the funds to go out and col-
lect a lot of new prices in a lot of different cities.

The budget provides a measure of differences in living costs be-
tween cities, and not differences in prices only. In addition to differ-
ences in price levels, intercity indexes based on the budget reflect
climatic or regional differences in the quantities and types of items
required to provide the specified standard of living. For example,
in the South you would not need as much heat as you would in a
northern city. Care should be taken, however, in the conclusions
drawn from such comparisons, especially by elderly couples consider-
ing a change in residence after retirement. And this is very im-
portant, we think. The relative differences in costs are those of estab-
lished families in each city and will not reflect differences in cost as-
sociated with moving from one city to another. For example, the
rental cost in this budget is the average for occupied dwellings of a
definite specification and may vary considerably from that of dwell-
ings available for new residents trying to move in. Neither do the

z As reported In the December 1960 issue of the 'Social Security Bulletin. Subsequentlyrevised to "about 30 percent" In "Health and Economic Status of Older Americans," staffreport to Special Committee on Aging, June 2, 1961.
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intercity indexes provide a valid measure of differences in living
costs for homeowners.

The budget cost estimates are used most frequently to measure the
adequacy of income for various purposes. The level of the budget
should not be thought of as a goal, however, for determining the size
of pension or assistance payments since many retired persons have
supplemental income from savings, private annuities, and other
sources. In evaluating the adequacy of income, therefore, special
attention should be given to the concept, definitions, and coverage of
the retired couple's budget. It must be kept in mind that this budget
relates not only to a specific type of family but also to a specified man-
ner of living. Usually some adaptation of the budget is required
before a direct comparison can be made with current money income
of individual families or groups of families, or other resources avail-
able to elderly couples must be considered in the comparison.

The fact that the 1959 budget cost estimates are available only for
no-. - - AV L A ¢ A A-uA A A_ . .k' A ; At " - Ae -A .

limitation in comparisons of the budget costs with available estimates
of the income of the aged. The most comprehensive income data
for families with aged head and for aged persons are from the
Bureau of the Census and were conveniently summarized for 1958
in the "Background Paper on Income Maintenance" prepared for the
White House Conference on Aging. The data for 1959 are similarly
summarized in the attached table.

The 1959 census estimates of median incomes for all families with
age of head 65 years and over are $2,831 for all U.S. families, that
is, urban and rural, and $3,335 for all urban. These figures cannot
be compared directly with the budget, as they relate to all types and
sizes of families and include year-round full-time workers, and they
include small cities.

However, since the budget costs ranged from $2,390 to $3,366,
depending upon the choice of city and the allowance for food and
transportation, it is evident that many retired couples in large cities
had incomes in 1959 which were substantially under the budget esti-
mates. Incomes of the retired elderly single persons were probably
even less adequate to provide this level of living.

(The papers referred to above follow:)
[From the Monthly Labor Review, November 1960]

THE BLS INTERIM BUDGET FOR A RETIRED COUPLE

The Purpose and Methods Used in the Interim Revision
The Quantities of Goods and Services in. the Budget
Its Cost in 20 Large Cities, Autumn 1959

(By Margaret S. Stotz*)

ORIGIN OF THE BUDGET

A budget for a retired elderly couple was originally developed in 1946-47
by the Social Security Administration to parallel the City Worker's Family
Budget developed by the Bureau of Labor Statistics. That budget was based

*Of the Division of Prices and Cost of Living, Bureau of Labor Statistics.
Major contributions to the pricing of the budget were made by the research staff of the

Division ; staff members of the Division of Program Research, Social Security Administra-
tion, and of the Division of Household Economics Research, Institute of Home Economics,
U.S. Department of Agriculture, contributed technical advice in the development of some
sections of the budget.
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on certain assumptions regarding their circumstances and manner of living.
The "budget family" consisted of a husband and wife, aged 65 or over, who
maintained their own 2- or 3-room rented dwelling in an urban area. The
couple was assumed to be self-supporting, in reasonably good health, and able
to take care of themselves. The budget was designed to represent a level
of living which provided the goods and services necessary for a healthful,
self-respecting mode of living, and allowed normal participation in community
life according to standards prevailing in large cities or their suburbs in the
United States. It provided a "modest but adequate" level of living-not a
luxurious level but one adequate to provide for more than the basic essentials
of consumption.

The Social Security Administration published estimates of the cost of this
budget for 13 selected large cities for March 1946, June 1947, and March 1949;
the BLS published cost estimates for 34 large cities based on October 1950
prices.' No cost estimates were published after 1950 because the quantities
and qualities of goods and services included in the budget were based on
standards prevailing prior to World War II and were not representative of the
postwar standard of living. Since the war, the standard of living enjoyed by
most families has increased appreciably. There also have been many changes
in the goods and services available and in consumer purchasing habits.

PURPOSE OF THE REVISION

The concept of the "modest but adequate" level of living represented in the
budget is applicable to any period; the list of goods and services selected to
represent such a level, however, changes over time. The budget, by definition,
is subject to a changing set of values and its compoistion must be redefined from
time to time if it is to reflect changes in prevailing standards.

The purpose of the present revision of this budget by the BLS was to develop
a new list of goods and services which would reflect a modest but adequate level
of living defined by standards prevailing in the 1950's. No changes were made in
the bsaic concept or general procedures previously used. However, in estimating
the cost of two budget components-food and beverages, and transportation-
methodological changes were introduced which, in ffect, raised the standard of
living above that provided by the original budget, as indicated later. These
changes were made in order that the standard of living provided by the retired
couple's budget would be comparable with that provided by the interim revision
of the bureau's city worker's family budget.2 Both revised budgets were priced
in only 20 large cities instead of 34 as formerly.

Although a more comprehensive revision of the budget is needed, such a project
could not be undertaken with available resources. Since the revision did not
include a reappraisal of the previously used concept, definitions, and general
procedures, it is considered an interim revision. It is hoped that a comprehensive
revision can be undertaken when data from the Bureau's 1961-62 consumer ex-
penditure surveys become available. Such a study could not be completed, how-
ever, until 1964.

' March 1946 and June 1947-"A Budget for an Elderly Couple" (in Social Security
Bulletin, February 1948, pp. 3-11) and "A Budget for an Elderly Couple" (Social Security
Administration Bureau memorandum No. 67, March 1948)!; March 1946, June 1947, and
March 1949-Social Security Administration release, Feb. 24, 1950; and October 1950-
"Budget for an Elderly Couple; Estimated Cost," October 1950, and "Estimating a Budget
for an Elderly Couple" (in Monthly Labor Review, September 1951., pp. 304-306, 309-310).

2 For a detailed description of the original city worker's family budget, see "Workers'
Budgets in the United States: City Families and Single Persons, 1946 and 1947" (BLS
Bull. 927, 1948) ; for the revised budget, see "The Interim City Worker's Family Budget"
(In Monthly Labor Review, August 1960, pp. 785-808).
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TABLE 1.-Annual cost8 of the retired couple's budget,' 20 large cities and 8uburbs,
autunmn 1959

City Total budget Food and Rent, heat, Other goods
beverages and utilities and services

Atlanta --- -- $2, 720 $768 $778 $1, 174
Baltimore ----------------------- -------- 2,840 781 802 1,257
Boston - -- 3304 953 1,029 1 323
Chicago - -------------------- 3,366 880 1,067 1.410
Cincinnati -2,925 879 821 1,225
Cleveland -3,244 860 1,018 1,369
Detroit -- ------------------------------ 3,.096 899 858 1,339
Houston -2,641 758 694 1,189
Kansas City -3,034 841 942 1,251
Los Angeles -------------------- 3,111 894 862 1,355
Minneapolis -3,135 846 962 1,327
New York- 3,044 945 849 1,250
Philadelphia -2,909 940 754 1,215
Pittsburgh-3,102 956 863 1,283
Portland, Oreg -- 3,049 887 817 1,345
St. Louis -3,099 870 970 1,259
San Francisco -- --------------------- 3,223 920 919 1,384
Scranton -2,6 81 900 595 1,186
Seattle --------------------- 3,252 938 921 1,393
wasningson, --U - I- ' - - -- 1 9'C- -

I The family consists of a retired husband and wife, aged 65 or over.

NOTE: For costs of major components of the various budget categories, see table 2; for items and quantities
included in the various categories, see tables 4-6.

THE LEVEL AND MANNER OF LIVING

The revised budget provides estimates of the cost of a healthful, self-respect-
ing manner of living which allows normal participation in community life.
Since it takes into account social and psychological as well as physical needs, it is
not a "minimum subsistence" budget. Furthermore, it was not designed to
represent the actual expenditure pattern of an "average" retired couple or to
serve as a spending plan for an individual family.

The autumn 1959 costs of the revised budget reflect the very much higher
standard of living which has prevailed in the 1950's, as compared with prewar
years, the increase In prices since the budget was last priced in 1950, and the
methodological changes described later. The total cost of goods and services
is approximately 70 percent higher than the amounts for these same cities in 1950.
with considerable variation from city to city. The increase in living standards
which has occurred during the postwar period accounts for approximately half
of this change. About one-third of it results from the increase in prices since
1950; the rest from the methodological changes.

The budget assumes that the couple lives alone in a 2- or 3-room rental dwell-
ing, although renting is not the prevailing custom for such families except
in very large cities and at very low income levels in other places. In the
Bureau's Survey of Consumer Expenditures in 1950, 69 percent of the elderly
retired couples whose expenditure patterns were analyzed in the derivation of
the revised budget quantities were owners of homes, largely mortgage free.
Resources available for the interim revision, however, did not permit the de-
velopment of satisfactory procedures for estimating comparable housing costs
for homeowners. This is one of the major problems which must be considered
in a comprehensive revision of the budget, and in the use of the revised budget
cost estimates.

The home is assumed to be equipped with the housefurnishings and mechan-
ical equipment usually considered to be household necessities, such as a gas or

73207-61-7
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electric cook stove, mechanical refrigerator, and small electrical appliances.
The quantities of these items specified for the budget are primarily replace-
ment rates, since it is assumed that the family has an average inventory. The
wife does all of the cooking and most of the cleaning and laundry. The budget,
however, does allow for part of the laundry to be sent out and for occasional
paid help.

The goods and services provided by the budget for both housing and food
conform with scientific standards and also reflect actual choices of large-city
families of this type. For other goods and services, where scientific standards
do not exist, the budget level was determined by analyses of the purchasing
pattern of retired elderly families.

As in the original budget, there is no provision for life insurance or income
taxes. This assumes that payments on life insurance policies have been com-
pleted before retirement, and that most of the income of retired couples at this
level is tax-exempt because of source and the remainder insufficient to require
payment of taxes.

COST OF BUDGET IN 20 LARGE CITIES

The total annual cost of the revised list of goods, rents, and services at
autum 1959 prices in 20 large cities ranged from $2,641 in Houston to $3,366
in Chicago. Costs in 8 of the 20 cities for which estimates were prepared
ranged between $3,025 and $3,125; costs were under $3,025 in 6 cities and over
$3,125 in 6 cities. The cost was $3,047 in Washington, D.C., the base city for
intercity comparisons. The costs of the three principal components of the
budget (food and beverages; rent, heat, and utilities; and other goods and serv-
ices) for each of the 20 cities are shown in table 1. Costs of the various cate-
gories included in these components are shown in table 2. Relative costs of
the total budget, with Washington, D.C., equal to 100, ranged from 87 in Hou-
ston to 110 in Chicago, or a spread of 23 percentage points (table 3).

The costs of rent, heat, and utilities, which represent somewhat more than
one-fourth of the total, ranged from $595 in Scranton to $1.067 in Chicago, but
costs varied less than $125 ($802 to $921) among half of the cities. The inter-
city indexes for rent, heat, and utilities (Washington, D.C.=100) varied 51 per-
centage points, ranging from 65 in Scranton to 116 in Chicago. Excluding the
two highest cities (Chicago and Boston) and the two lowest (Scranton and
Houston), the variation in cost among the other cities was 28 percentage points.

The cost of the budget for food and beverages, which accounts for about 29
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percent of the total budget costs in most cities, was lowest in cities in the South
and generally highest in cities in the Northeast, ranging from $758 in Houston
to $956 in Pittsburgh. These differences in the cost of food reflect not only
differences in prices but, more importantly, differences in regional preference
patterns in the choice of foods to meet the budget standard. The annual cost
of food and beverages in Washington, D.C., where the U.S. pattern was used
in the calculation, was $864.5 Relative costs for food and beverages ranged
from 88 in Honston to 111 in Pittsburglh.

The cost of all other goods and services (excluding rent, heat, utilities, and
food) was lowest in Atlanta ($1,174) and highest in Chicagg ($1,410). This
component of the budget, which includes the cost of clothing, housefurnishings,
transportation, medical care, personal care, household operation, reading, recrea-
tion, tobacco, gifts, contributions, and miscellaneous expenses, represents about
42 percent of the total cost of the budget. Intercity differences in the cost of
this component of the budget ranged from 93 in Atlanta to 112 in Chicago.

Variation in the cost of medical care was an important contributing factor
to these differences. Among these 20 cities, medical costs represented about one-
fifth to one-fourth of the family's budget allowances for other than food and
rent. The overall difference in cost of the medical care budget was $144.

Except for transportation costs, relatively small differences were found for the
other irouDs in other zoods and services. Transportation costs. rann-inz from
$133 to $195, were lowest in Philadelphia, New York, and Boston. In these
cities, where public transportation is used more frequently by this type of
family, ownership of an automobile is specified for 14 percent of the families,
compared with 22 percent in other cities.

The revised budget provides a standard of living comparable in concept with
the Bureau's City Worker's Family Budget, a level of living slighter higher
than described by the original Elderly Couple's Budget. This increase results
from methodological changes in the calculation of the food and beverage and
transportation components of the budget.

a The other cities classifled by region are as follows: Northeast-Boston, New York,
Philadelphia, Pittsburgh. Scranton; North Central-Chicago. Cincinnati, Cleveland, De-
troit, Kansas City, Minneapolis, St. Louis; South-jAtlanta, Baltimore, Houston; West-
Los Angeles, Portland, San Francisco, Seattle.

The U.S. pattern was used for Washington because its population comes from all parts
of the United States. Also, Washington serves as the base city in the computation of
Intercity indexes based on the budget.



TABLE 2.-Annual costs of the retired couple's budget 1 by major components, 20 large cities and suburbs, autumn 1959

Item Atlanta Baltimore lBoston Chicago Cincinnati Cleveland Detroit Houston Kansas Los
City Angeles

Food and beverages $ S768 $781 $953 $889 $879 $860 $899 $788 $841 $894
Food at home 3 

- -- 714 734 900 838 824 806 847 711 797 840
Loew-ost plan -600 610 779 74S 728 715 760 695 706 781
Moderate-cost plan- 827 867 1,0f1 98S 981 897 944 8f7 889 949

Food away from home -29 28 32 33 36 34 32 28 27 32
Housing -1,010 1,067 1,298 1,331 1,062 1,265 1,122 928 1,183 1,105

Rent, heat, utilities 
4- 778 802 1,029 1,067 821 1,015 858 694 942 862

Housefurnishings -98 103 97 100 98 99 106 99 101 106
Household operation and communications 134 162 172 164 143 11 158 135 140 137

Clothing -208 216 213 232 215 233 226 197 221 213
Husband -. 80 79 83 84 82 87 84 76 82 79
Wile - -- ---------------------------- 103 109 100 114 102 113 108 92 106 101
Clothing materials and services ---- 25 28 30 34 31 33 34 29 33 33

Medical care -241 247 316 317 240 327 298 260 250 366
Transportation 5_------------------------------------- 153 180 144 195 168 170 170 161 175 166

Automobile owners- 516 84 656 653 523 566 8361 530 576 579
Nonowners of automobiles -1 66 61 66 67 59 66 57 62 50

Other goods and services -340 349 380 402 361 389 381 337 364 367
Reading and recreation -101 102 111 124 112 122 119 95 105 105
Personal care- 7 75 73 83 75 78 79 75 81 81
Tobacco- 35 37 38 35 35 35 36 41 34 33
Gifts, contributions, etc ---- 129 135 158 160 139 154 147 126 144 148

Total cost of goods and services -- 2,720 2,840 3,304 3,366 2,925 3,244 3,096 2,641 3,034 3,111
Estimated annual cost comparable in content with

original budget 6 --- 2,467 2,571 3,067 3,112 2,698 3,011 2,865 2,390 2,802 2,851

00

00

00

0



Minne- Now Philn- Pitts- lortland, St. Lo, tis San Scranton Seattle Washin!-
apolis York delphia burgh Oreg. Francisco ton, Dfl.

Food and beverages 3 -848i $945 $939 $956 $887 $370 $920 $900 $938 $864
Food at home ' -- -- ----------------------- 795 892 889 899 830 324 866 848 875 816

Low-cost plan- 701 776 769 780 724 729 755 735 763 6R5
Moderate-cost plan -889 1,009 1,008 1,018 936 320 976 901 988 948

Food away from home ----- 31 32 30 39 36 28 32 33 40 29
Housing - 1,216 1,124 1,003 1,116 1,078 1, 210 1,172 838 1,196 1,163

Rent, heat, utilities ' -962 849 754 863 817 370 919 695 921 921 0
Ilousefurnishings -97 99 98 104 102 96 107 105 109 95 M
ltousehold operation and communications 157 176 151 149 159 144 146 138 166 147

Clotbi'ng--- 231 215 213 221 222 213 224 211 222 216
lsI I n i85 83 79 81 82 77 82 85 88 so
Wife-III 101 100 107 105 102 106 100 103 106
Clothing materials and services 35 31 34 33 35 34 36 26 34 30

Medical care -319 262 260 264 326 273 346 222 336 271
Transportation -162 134 133 180 181 183 174 162 169 176

Automobile owners -534 652 589 571 597 595 627 543 574 583 "
Nonowners of automobiles -57 50 58 69 63 66 46 55 55 61

Other goods and services -361 364 361 365 355 350 387 348 391 357
Reading and recreation -100 11 107 105 103 93 114 115 107 102 a
Personal care --- ------ 75 69 79 78 78 76 86 70 91 78 o
Tobacco -37 39 37 34 29 34 34 35 38 32
Gifts, contributions, et -149 145 138 148 145 147 153 128 155 145 N

Total cost of goods and services- 3. 135 3,044 2,909 3,102 3,049 3, 099 3,223 2,681 3,252 3,047 o
Estimated annual cost comparable in content with

original budget 6 
-

2, 906 2. 812 2,684 2,842 2,792 2,858 2, 949 2,429 2,990 2,770

I See footnote I, table 1. ' Weighted average cost of automobllc owners and nonowners. (See footnote 17,
* Includes small allowances for guest meals and for alcoholic beverages. table 6.)
I The cost of food at hone used In the calculation of the total cost of the budget is an 6 Costs based on the low-cost fo, ,d plan, and excluding allowances for automobile owner-

average of the low- and moderate-cost food plans shown In Italics, Including the suggested ship and alcoholic beverages. o
additional allowance of 10 percent for smnoall families. (For explanation, see p. 1145.)

Average contract rent for tenant-occupied dwellings that conform to the housing NOTE: For items and quantiti(s included in the various categories, see tables4-6O.
standards specifled for the budget plus the cost of required amounts of heating fuel, gas, Q
electricity, water, and specifled equipment.

CO
-4
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The allowance for food at home used in the calculation of the retired couple's
budget is an average of the estimated cost of the low- and moderate-cost food
plans of the U.S. Department of Agriculture, adjusted to provide for guest meals
and to exclude meals eaten away from home.' The use of the average cost of
the two plans, rather than the low-cost plan as was done originally, increased the
cost of food at home by $91 to $131, depending upon the city. The budget also
includes a small allowance, about $20, for alcoholic beverages, not previously
included.

The allowance for transportation is a weighted-average cost for automobile
owners and nonautomobile owners, whereas the original budget provided only
public transportation. The allowance for automobile ownership by a small pro-
portion of the families increased the cost of the transportation budget by more
than $100 in most cities.

Altogether, these methodological changes increased the overall cost of the
revised budget about 9 percent. Table 2 shows the estimated cost of the budget
excluding these methodological changes and, therefore, more comparable in con-
tent with the original budget.

SOURCES AND METHODS OF REvISING QUANTITIES

The revised quantities and kinds of goods and services which comprise the
postwar standards for food and rent were derived, as previously, to conform
with scientific standards but within these standards to reflect actual choices
of families as exhibited in postwar consumption data. For other goods and
services where scientific standards do not exist, the revised budget represents an
adequate standard based on the collective judgment of large-city families of this
type, as revealed by analyses of postwar consumer data, primarily the BLS
survey of consumer expenditures in 1950. The revised list of goods and services
and the quantities per year provided in the budget appear in tables 4-6. Ex-
planatory notes on the tables describe variations in the basic budget quantities
as required for use in individual cities.

Food.-The food-at-home component is based on the low- and moderate-cost
food plans developed by the U.S. Department of Agriculture from its 1955 house-
hold food consumption study, in accord with nutritional standards recommended
by the National Research Council (NRC) .r

In these plans, food items are grouped into 11 categories which contain foods
similar in nutritive value and use in the diet. The quantities provided meet
the NRC's recommended allowances for a woman and a man aged 55-74 when
average selections of food within each food group are used. Food consumption
patterns representative of the choices of nonfarm families in the lower and
middle thirds of the income distribution in 1955 provided the guide in specifying
the quantities for the low- and moderate-cost plans, respectively. Regional pref-
erence patterns in the selection of specific foods to meet the nutritional stand-
ards are also provided by the Agriculture study and were used in the budget for
all cities except Washington, D.C., where the U.S. pattern was used.

4 The Institute of Home Economies of the Agricultural Research Service first published
these plans in the October 1957 issue of Family Economics Review.

5 Ibid. -6
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TABLE 3.-Relative intercity differences in the costs of the retired couple's budget,
20 large cities and suburbs, autumn 1959

[Washington, D.C.=1001

City Total budget Food and Rent, heat, Other goods
beverages and utilities and services

Atlanta-. . -- - ---------- -- 89 89 84 93
Baltimore -- ------------------------- 93 90 87 100
Boston ---------- 108 110 112 105
Chicago-110 103 116 112
Cincinnati-90 102 89 97
Cleveland-106 100 110 103
Detroit ------- 102 104 93 106
Houston-87 88 75 94
Kansas City ------ 100 97 102 99
Los Angeles -.-------------------- 102 103 94 107
Minneapolis ------------------------------- - 103 98 104 105
New York -100 109 92 99
Philadelphia -- 95 109 82 96
Pittsburgh ------- 102 ill 94 102
Portland, Oreg -- 100 103 89 107
St. Louis -102 101 105 100

Scranton--- 104. 6 94
Seattle - ----------------- 107 109 100 110
Washington, D.C ---------------- 100 100 100 100

NOTE.-Based on table 1. For Items and quantities included In the various categories, see tables 4-6.

The food plans as published by the Department of Agriculture provide for 21
meals per person per week to be eaten at home. In this budget, the food-at-home
component was adjusted to provide 2,169 meals a year at home for the family, 15
meals away from home, and 95 guest meals. The average cost per guest meal is
assumed to be the same as the average per person cost for the couple's meals at
home. The allowance for this item is 4.4 percent of the annual cost of family food
at home. The costs of both the low- and moderat-cost food plans were calculated
including an additional allowance of 10 percent recommended by the U.S. Depart-
ment of Agriculture to compensate for higher per person food costs for small
families, and their average cost was used in the budget. The total food budget
also provides for occasional snacks eaten away from home. The allowances for
snacks, meals purchased, and guest meals are based on the practices of elderly
couples as reported in the 1950 expenditure survey.

The use of regional preference patterns as well as the choice of specific food
plans affects the level of the food budget. In the original budget, the low-cost plan
of January 1946 for a sedentary man and woman provided the basis for the food-
at-home budget.6 The U.S. preference pattern based on food records for elderly
two-person families from the 1935-36 study of consumer purchases was used to
select the foods to meet the nutritional standards. Thus, the use of the regional
preference patterns and of the average cost of the low- and moderate-cost plans
represents deviations from the procedure followed originally. The introduction of
regional preference patterns in the food component, however, is believed to be

8 Social Security Bulletin, February 1948, p. 6.
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consistent with the original budget concept, since climatic or regional adjustments
were used previously for clothing and fuel. The average cost of the two food plans
was used to provide the elderly couple with a more varied diet and to keep the food
standard comparable with the one provided by the Bureau's revised city worker's
family budget. Costs based on the separate plans are shown in table 2.

Rent, heat, and utilities.-The budget is based on rents for two- and three-room
dwellings which meet standards established by the American Public Health Asso-
ciation and the U.S. Public Housing Administration. The standard for rental
housing specified in the budget was described as follows for pricing:

"Two- or three-room unfurnished dwelling-house or apartment-including
kitchen with sink and stove, hot and cold running water; with a complete private
bath including wash bowl, flush toilet, and tub or shower; electricity for lighting;
and installed heating, either central or other type, such as base burner, pipeless
furnace, or stoves, depending upon the climate of the specific city. (Central heat-
ing required in cities where normal January temperature is 40° F. or colder, and
central or other installed heating for cities with warmer climates.)

"Exclude dwellings needing major repairs, i.e., structural repairs such as roof,
walls, or foundation, but include those needing minor repairs such as painting or
papering.

"Located in a neighborhood with outdoor space-yard or park accessible without
serious traffic hazards; accessible to public transportation; and not adjacent to
either a refuse dump or to more than one of the following hazards or nuisances:
railroad or elevated tracks, noisy or smoke- and fume-developing industrial in-
stallations, main traffic artery, or intercity truck route.

"Exclude dwellings above the standard, i.e., those with more than one complete
private bath, substantially above the average size for two- or three-room dwellings
in the city, or those located in exclusive residential neighborhoods or in apartment
structures providing 'luxury' services such as secretarial or maid service."

Rental rates for dwellings which meet these standards, however, may result
in an upward bias in estimates of housing costs for the elderly. The sample of
rental dwellings of this size obtained by the Bureau excluded all dwellings that
fell short of the prescribed standards, as well as those which were significantly
above the standard. In some cities, however, rental units of this particular size
which meet the standard are frequently located in modern apartment structures
built in recent years. Rental rates for the newer units are frequently higher than
the older units which the elderly probably occupy. Since the proportion of these
newer units occupied by retired couples was not available, it was decided not to
eliminate them solely on the basis of the rental rate.

In addition to the characteristics specified for the dwelling, the standard
provides the necessary fuel for maintaining a temperature of 70° F. during
the winter, as well as the gas, electricity, and water needed to operate the
mechanical equipment provided. However, since rents in apartment struc-
tures usually include fuel and utilities, the budget allowances for these items
apply only to the proportion of tenants who pay separately for them. In
deriving the quantities of heating fuel, it was assumed that a three-room unit
would require 82.5 percent and a two-room unit 66 percent of the requirements
for a five-room unit."

Quantities of utilities, other than for household heating, are based on esti-
mates obtained from utility companies and associations of amounts required
for households of "typical" size for appliances specified for the budget, adjusted
to fit the needs of an elderly couple.

Other goods and 8ervices.-The budget component called other goods and
services Includes the cost of medical care, clothing, housefurnishings, trans-
portation, personal care, tobacco, gifts and contributions, and miscellaneous
expenses. For these goods and services, there are no generally accepted "scien-
tific" standards comparable to those for food and housing.

' The heat requirements for a five-room unit were derived from an analysis of require-
ments as reported in the Bureau's 1950 survey of consumer expenditures by families
occupying dwellings of the type specified for the budget, In relation to normal annual
degree days as derived from data published by the U.S. Weather Bureau. The quantities
of heating fuels required were expressed In British thermal units convertible to equivalent
quantities of fuel oil, gas, or coal.
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The allowance for medical care accounted for approximately 9 percent of the
family's total budget. Medical care costs for individual families, however,
vary widely from family to family and from year to year. Hence, these costs
cannot be budgeted in the same manner as other segments of family spending.
The allowances included in the budget, therefore, represent average annual
requirements over a period of years for a large group of families. Thus, it
is assumed that budget allowances not required in a given year would be ac-
cumulated for years of greater need.

For the interim revision of the retired couple's budget, medical care costs
for the family were estimated in two alternative ways. One method assumes
that all costs are budgeted on a pay-as-you-go basis as was done previously;
the other, that the family has insurance coverage for hospitalization. The
annual allowance for medical care used in the calculation of the total budget
cost is a weighted average cost which provides hospitalization insurance cov-
erage for 45 percent of the couples on the basis of data from the national sur-
vey of old-age and survivors insurance beneficiaries in 1957. The revised quan-
tities of medical care services were developed from utilization rates. The
OASI survey was used to determine hospital utilization rates. Data from
the U.S. national health survey conducted in 1957-58 provided a guide for
developing requirements for other medical services. The allowances for drugs
anu medicines, eye eare, aunij MicdX~ii, -C'aal Cz:z;z= wcrc baeed ""

data obtained in the BLS survey of consumer expenditures in 1950.
For other goods and services, the revised quantities were derived, primarily,

by examining the quantity-income elasticities of the expenditures of retired
elderly couples, as reported in the Bureau's survey of consumer expenditures
in 1950. This technique, which was used in the development of the original
budget, is objective In that it uses the consumers' collective judgment as to
what is adequate for such items as clothing, housefurnishings, and recreation.

In this technique, the quantities of various items purchased at successive
income levels are examined to determine the income level at which the rate
of increase in quantities purchased begins to decline in relation to the rate
of change in income, i.e., the point of maximum elasticity. The average num-
bers and kinds of Items purchased at these income levels are the quantities and
qualities specified for the budget. This point has been described as the point
on the Income scale where families stop buying "more and more" and start
buying either "better and better" or something less essential to them."

In the analysis of the 1950 consumer expenditure data, a characteristic pat-
tern of changes in the quantities of goods and services within a group of related
items in relation to changes in income was found for most goods and services.
Quantities at first increased relatively more rapidly than income and then
increased at a relatively slower rate than income. This charcteristic pattern
was not found, however, for underwear and nightwear, men's footwear, alcohol,
and tobacco, where the maximum elasticity was in the initial income classes
(that is, under $2,000). Since the original budget total for goods and services
when priced in 1950 was also in the $1,000 to $2,000 range, the revised quantities
for these groups of commodities were determined at that income class. Al-
though the use of this point of maximum elasticity is not believed to represent
a serious deviation from the concept of the original budget, it does demonstrate
the need for a thorough review and reappraisal of the concept and techniques
for any future revision.

Budgets derived by the quantity-income elasticity technique should reflect
changes in the standard of living which accompany changes in the level of real
income. The revised list of goods and services In the budget reflects not only
the higher standard of living of the postwar years but also an increase in the
standard itself resulting from methodological changes discussed earlier in this
article.

PRICING THE BUDGET 9

After the items and quantities to be included in the budget were determined,
it was necessary to price the kinds and qualities of these commodities and
services normally purchased by budget-type families in the types of stores and

8 For detailed description, see BLS Bulletin 927, op. cit., p. 13, and Social Security
Administration Bureau Memorandum No. 67, op. cit., pp. 35-38.

For detailed description, see Monthly Labor Review, August 1960, pp. 804-SOT.
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professional and service establishments customarily patronized by elderly
couples. All items included in the budget could not be priced, but prices were
obtained for most of them. Tables 4-6 include a pricing code which designates
the specification used for those items which were actually priced or for which
prices were estimated from similar items. For other items, values were esti-
mated.

The prices, pricing procedures, reporting stores and service establishments,
and price calculation methods were those used by the Bureau for the Con-
sumer Price Index except that more price quotations were obtained in some
cases to permit calculation of average prices and different qualities were priced
in other cases to represent the budget levels.

Prices were collected personally by Bureau representatives in retail and
service establishments for most goods and services. Prices obtained were those
actually being charged on the day of the agent's visit. Sale prices were accepted
for food items if the sale extended over a period of 1 week and for other items
if the sale extended 2 weeks or more, on the assumption that a large proportion
of the families would take advantage of such sales. In all cases, prices include
State or city retail sales taxes and, where applicable, Federal, State, or local
excise taxes.

Prices used in the budget refer to September, October, or November, 1959,
depending upon the regular cycle for CPI pricing in these 20 cities. The budget
costs, therefore, represent the cost of an annual budget but at autumn 1959
prices. Prices were not adjusted for seasonal variation.

USES AND LIMITATIONS 15

The retired couple's budget is designed to measure the cost of a specified
standard of living for a retired couple residing in a rental dwelling in a large
city or its suburbs. Although it provides for the exercise of individual choice
both within and between major categories, allowances in one category can be
increased only by sacrificing other items, and the omission of certain items or
groups of items will, of course, result in a lower level of living than that repre-
sented by the budget. Differences in the quantities and kinds of items in the
retired couple's budget when compared with allowances in the city worker's
family budget reflect the differential needs and the actual consumption pat-
terns of older persons as compared with those of younger families. The autumn
1959 costs of the budget for a retired couple in 20 large cities ranged from 56
to 62 percent of the cost of the budget for a younger four-person family."

10 Only the broad limitations of the budget are discussed In this section those relating
to particular components have been Indicated In the discussion at appropriate points.
A more detailed statement on the budget's uses and limitations Is available upon request.

2 For detailed scales that measure the relative differences in Income required by fam-
illes of differing composition, see the article on pp. 1197-1200 of this issue.
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Estimates of the total cost of the retired couple's budget provide a useful tool
for measuring changes in the standard of living of such couples, for evaluating
the adequacy of their income, and for measuring differences in living costs
between cities or among different family types. As such, it is an important
benchmark statistic in social and economic research, and in welfare legislation
and administration. It is not, however, a readymade answer to all the prob-
lems which require estimates of budget costs.

TABLE 4.-Food and beverage budget quanttitif8

1. FOOD AT HOME ' (42 MEALS PER WEEK, 2,169 MEALS PER YEAR)
[Quantities of food as purchased, assuming average choices within groups]

Low-cost plan 2 | Moderate-cost plan 2

Group and unit Quantity

Per week Per year Per week Per year

Meat, poultry, fish pound. 5.75 296.9 9.25 477.7
Eggs- - dozen- .92 47.5 1.08 55.8
Dry beans peas nuts -pound_ .50 25.8 .24 12.4
Grain products -do-- 5.75 296.9 5.00 258.2
Citrus fruit, tomatoes -do-- 4.25 219.5 5.00 258.2
Potatoes- do 3.75 193.6 3.50 180.7
Other vegetables and fruits -do-- 9.75 503.5 11.25 581.0
Fats and oils -do-- .87 44.9 1.13 58.4
Sugars and sweets -do- 1.00 51.6 1.38 71.3
Accessories:

Coffee -do .72 37.2 .87 44.9
Tea -bag_ 7.78 401.8 9.06 467.9
Soft drinks -36 ounces- .52 26.9 .63 32.5
Other -$0.10 $5.16 $0.09 $4.65

* Adapted from the low- and moderate-cost food plans published by the U.S. Department of Agriculture.
See text footnote 4.) The quantities do not include allowances for guest meals. See footnote 7.
2 In estimating the cost of food at home for 2-person families, 10 percent should be added to the cost to com-

pensate for the fact that smaller families generally are unable to buy as economically and have more waste
than larger families. See Per Person Food Cost Differential in Large and Small Families (in Family Eco-
nomics Review, September 1960, pp. 3-5).

' Includes fluid whole milk and milk products, for which quantities are converted to units containing
the same calcium content as milk, by using the following equivalents: I cup milk equals 84 pound cottage
cheese (creamed), I pound cream cheese, 1, ounces cheddar cheese, or I scant pint ice cream.

IWeight in terms of flour and cereal. 5I pounds of bread and baked goods are counted as 1 pound flour.
a Estimated cost in 1959 for all cities.
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TABLE 4.-Food and beverage budget quantities-Continued

2. FOOD AWAY FROM HOME, GUEST MEALS, AND ALCOHOLIC BEVERAGES

Item and unit Pricing code 6 Quantity per
year

Food away from home:
Meals -X-704 ------------ ----------------- 15
Snacks 

- -
---------- $4.84

Guest meals provided 7 -- 95
Alconolic beverages -0-300 Reg.; 0-302 Reg.; 0-400 Reg.; $19.90

0-401 Reb.; Reg.; X-705.

' The code numbers indentify the articles and services priced for the budget. A detailed description of
the items is available upon request.

7 The allowance for this item assumes the average cost per guest meal to be the same as the cost per meal
for food consumed at home by family members.

9 Estimated average cost in 1959; differs from city to city.

ETPLANATORY NOTES

The annual allowance for food at home used in the calculation of the elderly couple's budget is an aver-
age of the estimated cost of the low- and moderate-cost food plans adjusted to provide for 95 guest meals and
to exclude 15 meals eaten away from home.

The selection of specific foods which meet the nutritional standard and reflect regional preferences pat-
terns affect the food budget cost. In estimating the unit cost of each of the major food groups for individual
cities, regional preference patterns were taken into account for all cities except Washington, D.C., where
the U.S. pattern was used. (See text footnote 3.) Specifications for pricing the individual food items are
available upon request.

The estimated weekly costs of the low- and moderate-cost food plans, providing 21 meals for each member
of a 2-person family and including the suggested additional allowance of 10 percent for small families men-
tioned in footnote 2, are shown for each of the 20 cities in the following tabulation:

City Low-cost Moderate-
plan cost plan

Atlanta -$11.13 $15.35
Baltimore ----------------------------------------------------- 11.32 15.90
Boston ------------------------------------------------ 14.45 18.94
Chicago - 13. 78 17.31
Cincinnati- 13.50 17.09
Cleveland -13.27 16.65
Detroit ---------------------------------------------- 13.91 17.52
Houston-11.03 15.35
Kansas City----------------------------------------------------------- 13.09 16.50
Los Angeles - ------------------------------------------ 13.56 17. 60
Minneapolis -13.00 16.50
New York -14.39 18. 72
Philadelphia ----------------------------- 14. 27 18. 70
Pittsburgh-14.47 18.89
Portland. Oreg ---------------------- 13.43 17.36
St. Louis- 13.52 17.07
San Francisco -14.01 18.11
Scranton -13.63 17. 82
Seattle -14.15 18.33
Washington, D.C-12.71 17.58
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The budget cost estimates are used most frequently to measure the adequacy of
income for various purposes. The level of the budget should not be thought of as a
goal, however, for determining the size of pension or assistance payments since
many retired persons have supplemental income from savings, private annuities,
and other sources. In evaluating the adequacy of income, therefore, special at-
tention should be given to the concept, definitions, and coverage of the retired
couple's budget. It must be kept in mind that this budget relates not only to a
specific type of family but also to a specified manner of living. Usually some
adaptation of the budget Is required before a direct comparison can be made with
current money Income " of individual families or groups of families, or other
money receipts must be considered in the comparison. The quantities and kinds
of goods and services which make up the budget provide guides for appraising
the content of the budget and establishing needs in various situations. For ex-
ample, for some purpose, the cost of individual categories might prove more
useful than the total cost of the budget. For others, it might be desirable to sub-
stitute homeowner costs for the rental housing provided by the budget since many
older families own their homes; or to exclude the cost of medical care."'

TABLE 5.-Hou8ing budget quantities

i. Fant, njTA7, AND a fiLfIF.SJ-

Group, item, and unit Pricing code I Quantity per
year

Contract rent: Unfurnished 2- or 3-room dwelling
containingspecified installed equipment month X-801 -12

Heating fuel: Most common type heating fuel used
in a given cty---

Water - cubic foot - - 7,000
Electricity:

Lighting, refrigeration, and electrical appli-
ances -kilowatt-hour - -1,020

Power for heating equipment - do ()- -
Gas:

Cooking -therm - -72
Hot water heating -do - -192

Refuse disposal: Trash and garbage removal ()--
Equipment:

Refrigerator-H-730.2 Reg -------------- .06
Range -- ----- - --------------- H-742.1 Alt.; H-747 Alt- .06

See footnotes at end of table.

I Current money Income is defined as regular Income from all sources. It does not
include Inheritances, lump-sum payments from insurance, or sale of property, or occasional
gifts.

"For a detailed description of available data on Income position of older persons and
problems In evaluating Income adequacy see, Backgronnd Paper on Income Maintenance
prepared under direction of Planning Committee on Income Maintenance for the White
House Conference on Aging. Jan. 9-12, 11)61 (Washington, D.C. June 1960); Mar-
garet S. Gordon, Aging and Income Securit, In Aging and Societ: A Handbook of Social
Gerontology (Chicago University of Chicago Press, 1960)1; and Lenore v Epstein, Meas-
uring the Economic Status of the Aged (In Proceedings of the Fifth Congress of Inter-
national Association of Gerontology, San Franclaco, Calif., August 1960).
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TABLE 5.-Housing budget quanltities-Continued

2. HOUSEFURNISHINGS

Group and Item Pricing code 2 Quantity per
year

Household textiles:
Bedding:

Sheets ---------------------------------
Pillow cases --- -------------
Blankets, wool-
Bedspreads-

Towels and other linens:
Turkish towels - --------------------
Other towels ---------------
Table coverings -- --------------

Window coverings:
Curtains -----------------
Draperies - - ----------

Other textiles -- ---------------
Floor coverings-
Furniture:

Living room:
Living room suite-

Chair, fully upholstered-
Chair, other ----
Table -----------------------------------
Sofa bed ----
Desk, bookcase, etc ----

Bedroom:
Bedroom suite - ------
Bed ------------ ---------------------------
Bedsprings-
Mattress-
Chest -- -------

Dinette set - --------------------------

H-410 Reg.; H-411 Alt-
FB-37
H-430.1 Reg. (C); H-431.1 Reg. (C)--
11-420 Reg. (B); El-421.1 Alt-

X-101 - _-----------

1-442 Aux.; 11-433 Klit-

H-470 Reg. (C width, A length)
FB-42

H-01.2 Alt. (A); H4102.2 Reg. (A);
H-603.1 Alt. (A); 1-604.1 Reg. (A,
B); H--605 Reg. (A).

X-102 -----------------------------
X-103
H-618 Aux. (A, B, C)
FB-55 (A, B)-

H-652.2 Reg. (A, B) ---
FB- 61
X-104

.1H-636 Alt. (A)-
FB-62
H-661 Alt. (A, B); H-662 Reg. (A, B);

H-671.1 Reg. (A, B); H-672.1 Alt.
(A, B).

Otherfurniture-
Electrical equipment and appliances:

Washing machine - ------------------------ FB-76
Vacuum cleaner- H-712 Reg ------------------------
Iron- - H-729 Aux-
Toaster -------------------------------------- H-750 Reg-
Food mixer, hand -FB-81.
Other equipment and appliances-

Housewares, tableware:
Carpet sweeper ------- X-106.
Pots and pans-
Light bulbs -E-766 Beg
Clock -H-797 Aux. (A, B)-
Miscellaneous household equipment

Other:
Tools and mending materials
Insurance on furnishings and equipment
Servicing and repairs-

1.40
1. 55
.21
.10

1.61
(7)

.26

.71

.31
(3)

9$7.01

.02

.09
:07

.03
$1. 35

.04
.01
.02
.09
.01
.04

(10)

.07

.04

.06

.03

.01
(I")

.02
'$0. 64

8.64
.10

(12)

("3)(I')

See footnotes at end of table.
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TABLE ,.-flou8ing budeCt qufa) titiC8-COntinteed

3. HOUSEHOLD OPERATION

Group, item, and unit Pricing code ' Quantity
per year

Laundry and cleaning supplies:
Laundry soap:

Bar -9!S ounces.- FB-96 ------------------------------ 7.95
Flakes or chips - 12½j ounces- FB-97 -5. 53
Powder or granules - 20 ounces. - H-801 Reg; H-804.1 Reg-22.44

Starch -pound.. FB-98 - 4. 66
Bleach -quart- FB-W -7.13
Scouring powder -14 ounces-- FB-100 -1-0------------------------- .166
Floor wax- pit- FB-10 1-2.86
Other laundry and cleaning supplies -. - ()

Paper supplies:
Towels- 150-sheet roll FB-95 -7. 36
Napkins -box of 80. H-764 Reg -------------------------- 13.21
Toilet tissue -650-shet roll H-799 Reg -35.00
Shelf, wax paper, loll-(17)

Services and miscellaneous supplies:
Laundry sent out - 20-pound bundle. H-812 Reg-8. 72

, ,, _ __ or nrs~~~s w<M__~------ ----------- _____8.7
Paid help -days. H-840 Reg -2.-79
Miseellaneous supplies - --- (-')

4. COMMUNICATIONS

Item Quantity
per year

Residential telephone service -(-)
Postage --- $7. 20
Stationery- 9 5. 76

Requirements specified for fuel, utilities, and equipment do not apply when the cost of these items Is
included in the monthly rent.

2 The code numbers identify the specifications used in pricing the articles and services for the budget.
A detailed description of the items is available upon request.

3 Heating fuel requirements vary with the length and severity of the cold season, type of structure, and
type of heating equipment. The variation caused by climate is measured in British thermal units (con-
vertible to equivalent quantities of fuel oil, gas, etc.) and the normal number of annual degree days in a
given city, derived from annual data published by the U.S. Weather Bureau. (A degree day is a unit,

ased upon temperature difference and time, which measures the difference between the average tempera-
ture for the day and 65° F. when the mean temperature is less than 653 F.; the number of degree days for
any one day is equal to the number of Fahrenheitdegrees difference between the average and 65° F.). The
average number of B.t.u.'s required in a given city may be computed as follows:

2-room units:
Million of B.t.u.'s=0.66 (-333.405+116.016 times the logarithm of the normal number of annual

degreedays).
3-rooin units:

Million of B.t.u.'s=0.S25 (-333.405+116.016 times the logarithm of the normal number of annual
degree days).

The quantity of any type of heating fuel used In a given can be determined by converting the required
number of B.t.u.'s into quantities of the type of fuel used. In the determination of the total amount of
fuel required, both the average B.t.u. content and an assumed efficiency factor must be taken into con-
sideration for each specified fuel.

4 The kilowatt-hours of electricity required to operate oil or gas heating equipment vary according to the
amount of fuel used. The average required number of kilowatt-hours assumed here is 0.25 per therm of
gas and 0.44 per gallon of fuel oil.

In cities where electricity is the predominant type of fuel used for cooking and hot water heating, it was
substituted for gas. The annual requirements areas foliows: Cooking, 1,080 kilowatt-hours; hot water heat-
ing, 3,480 kilowatt-hours.

6 Cost paid directly by tenants.
7Cost is 33.9 percent of turkish towels.
9 Cost is 9.2 percent of itemized household textiles.
' Estimated cost in 1959 for all cities.
'° Cost is 3.7 percent of itemized furniture.
"I Cost is 15.6 percent of itemized electrical appliances.
"Cost is 13.5 percent of total cost of furniture, electrical equipment, and housewares.
'3 Requirements for tools, mending materials, and garden equipment vary according to the type of dwell-

ing structure occupied by the family. The 1959 dollar allowance for families occupying single unit dweli-
ings ($4.78) was muitiplied by the percent of ali 2- and 3-room units of the budget specification represented
by single family units in each city.

14 Cost is 2.8 percent of bousefurnishings and equipment.
13 Cost is 6 percent of furniture and equipment.
18 Cost is 16.5 percent of itemized laundry and cleaning supplies.
'7 Cost Is 31.1 percent ofitemized paper supplies.
" Cost is 8.3 percent of the total cost of laundry, cleaning, and paper supplies.
' 83 percent of the families were assumed to have telephone service at minimum cost with provision for

95 message units per month.
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TABLE 6.-All other goods and services budget quantities

1. CLOTHING

[Quantities of starred items vary from city to city; see explanatory notes]

Group, item, and unit Pricing code I

- 1 I. I
rISSAND

Outerwear:
Topcoats' -- --------------------------
Jackets:

Woool, ------------------------------------
Other-

Sweaters----- ------ ------------------
Suits:

Wool, heavyweight (3-piece)-
Wool, heavyweight (2-piece)-
Wool, lightweight -------------
Rayon-

Wool sport coats -- -- -------------------
Trousers, slacks:

Woo-
Rayon'-
Work ----------------------

Dungarees ----------------
Shirts:

Dress ----------------------
Work, cotton-
Sports, wool'-
Sports, cotton and other woven, and knit

Other outerwear'-
Underwear, nighwear:

Undershorts, woven -
Undershorts, knit-
Undershirts -------------
Pajamas -- ----------------------
Bathrobe -- ------------------------

Hosiery:
Cotton -pair
Nylon do
Rayon- do
Other -do --

Footwear:
Shoes:

Street -pair
Work -do --
Casual- do --
hlouseslippers -do

Rubbers and boots:
Rubbers -do.----
Rubber boots' - do- -d

Hats, gloves, accessories:
Hats: Felt-- ------------------------
Gloves:

Dress'- pair-
Work'- - do --

Accessories:
Ties --
Handkerchiefs.
Other accessories'-

WIFE
Outerwear:

Coats:
Heavyweight-
Lightweight-

Sweaters'-
Suits:

Wool
Rayon

Dresses:
Wool
Cotton
Rayon-
Housedresses-

Skirts
Blouses:

Dacron
Nylon

Otberouterwear-

See footnotes at end of table.

A-101 Alt-

A-154 Reg. (A) - ----------
A-155 Reg. (A, B)-
X-201 -----------

X 202 -------------
A-110 Reg. (A, B); A-114 Reg. (A, B)
A-110 Reg. (A, B); A-114 Reg. (A, B)
A-120 Reg.; A-121 Alt-
X3203-

A-132 Alt - ------------
A-137 Alt ----
A-170 Reg -
A-178 Reg. (A, B); A-179 Alt. (A).----

A-200 Reg. (A); A-202 Reg. (B)-
A-185 Reg-

A-216 Reg ------ -------------

A-234 Reg.; A-236 Alt-
FB-137-
A-230 Reg
A-220 Reg. (A, B)-
X--204 -------------------------------

X-205-
A-247 Reg. (A, B) .
X-206-
X-207 ------

A-700 Reg.; A-702 Alt.; A-703IReg-
A-71 Reg-
X3208-
X-209 -------------------------------

A-718Aux-
X-210-

X1211 -----------------

X1212 -----------------
X1213 --------------

X1-214 -----------------
X-21 -

A-415 Reg-
A-420 Reg-
A-471 Aux-

A-430.1 Reg.; A-431.1 Alt.; A-435.1 Alt
X-301-

A-490 Reg.; A-491 Alt
A-495 Reg. (A, B)-
A-481 Reg-
A-498 Reg-
A-450 Aux-

A-463 Alt -
A-464 Alt. (C)-

Quantity per
year

108

0.11

.04

.02

.25

* 04
:26
.14
.01
.02

.24

.24

.83

.64

1.50
1.02
.26
.67

(I)

.58
1.00
1.82

.17
.04

2.73
.66

29
.37

.48

.15

.02

.09

.06

.02

.51

.02

.46

.34

.68

0.17
.24
.13

.17

.15

.31

.84
1.04
.86
.18

.20

.08

(I)

(5)
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TABLE 6.-AUZ other goods and services budget quantities-Continued

Group, item, and unit Pricing code I Quantity per

- year

Underwear, nightwear:
Slips:

Nylon-
Other

Corsets-
Girdles -----
Brassieres-
Panties:

Rayon -
Nylon-

Nightgowns and pajamas:
Nightgowns, rayon
Pajamas ---------------

Robes --------------------------------------
Hosiery:

Nylon stockings -pair--
Anklets- do

Footwear:
Shoes:

Oxford- do
rump -u
Casual -do--
House slippers- do

Rubbers, galoshes:
Rubbers -do-
Galoshes -do --

Hats, gloves, accessories:
Hats: Felt and other-
Gloves:

Leather -pair..
Other-

Other accessories-

CLOTHsING MATERIALS AND CLOTsINC, SERVICES

Clothing materials:
Wool -yards..
Cotton -do -
Rayon -do
Other (yarn, pins, thread, etc.) .

Clothing services:
Cleaning and pressing:

Husband -garment-
Wife- do

Shoe repair:
Wife:

Lifts and heels -number
Half soles and heels

Husband:
Half soles and heels - number-
Heels -----------------------------------

Shoe shines, polish, laces, etc
Miscellaneous clothing services

A-532 Reg-
FB-187 -----------------------------
A-540 Reg-
A-541 Sup-
A-545 Aux-

A-536 Reg-
FB-158 -- -------------------------

A-522 Reg. (A, B)-
FB-185 --------------------------------
A-517 Sup-

A-562 Alt. (A); A-5O3 Alt-
X-303-

A-730.1 Reg.; FB-232-

A-740 Rcg-
X-304-

X-305-
FB-242.

FB-192-

X-306 -------
X-307-

A-820 Aux. (B) .
A-810 Reg
A-800 Reg. (B)-

H-831 Alt
H-835 Reg-

A-796 Reg --------------

A-790 Reg.; A-791 Alt

0. 14
.47
.15
.10
.12

.89
.21

.30

.04

.07

6.02
.12

.61

13
.37

.06
.17

1.23

.13

.72
(a)

.04
2.71
.72

(4)

6.00
5.75

2.12
(5)

.69
(6)
(7)
(5)

2. MEDICAL CARE

Group, item, and unit- Pricing code I Quantity per
year

Physicians' visits:
Home -M-30Reg -------------------------- 3.3
Office -M-306 Reg - - ----------- 11.2
Hospital -- X401 -- 2.6

Specialists' fees: Surgical procedures 9 -X-406 -. 125
Dental care:

Fillings -M-350 Reg -. 258
Extractions -M-352 Reg --- ------------ - .366
Cleaning or examination - -405- .558
Denture work and other types of service --. 818

(v isits).10
Eye care -------------------------------------- : " $9. 54
Hospital services: 12

Group hospitalization insurance plan '3 -------- ----------------------- .450
Hospital room (days) -M-200 Reg - ---------------- 5.380
Anesthesia -- 407 -. 125
Other ancillary services :- - $3. 36

Other medical care---- $8.40
Prescriptions 1 - -- ------------------ PB-266; FB-267; FB-268; FB-269; 5. 4

FB-270; M-120 Reg.
Nonprescription drugs 15----M--------------- -150 Reg.; M-1 Alt; M-170 Reg $14. 32
Appliances and supplies ------------- _-('-)

7307_ 1-_ - Se otoet n ftbe
See footnotes at end of table.7320761---8
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TABLE 6.-All otheer goods and services budget quantities-Continued

3. TRANSPORTATION 17

Quantity per year

Group, item, and unit Pricing code I
Automobile Nonautomobile

owners owners

Private transportation-Automobile:
Replacement of automobile - T-2O Reg.; FB-247 -0.130
Operating expenses:

Gasoline- gallon- T-400 Reg - --------- 393.1
Motor oil -quart.. T-410 Re - -27.2
Lubrication -T-510 Reg ----------- 4. 4
Antifreeze 1

8 -
gallon.. X-503 - -1.25

Tires:
New- T-302 Sup - ------------------- .59
Used or recapped - FB-249 --------- .14

Batteries - -------- X-504 - - .47
Repairs and parts- T-500 Reg.; T-520 Reg.; T-530.1 "9$49.66

Sup.; X-SOS.
Registration fees:

State - annual FB-252 - -1.00
Local -do FB-253 - -1.00

Inspection fees -T-654 Sub - -(20) ----------------
Operator's permit --- renewal FB-254 - ------------ 1.50
Insurance:

Annual liability annual.. T-610.1 Alt --- - 1.00
Comprehensive- do FB-250 (a) ---------- .50

Other operational expenses- - - (21) --------------
Public transportation:

Local:
Transit-- ride.. T-801; T-821 - - - 95.00 208.00
Taxi -do X-508 - - .60 350

Trips out of city -mile T-870 - --------------------- 265.00 329.00
Moving household effects within N 507 - -"$1.11 a 1 $1.11

city.

4. READING AND RECREATION

Group, and item Pricing code I Quantity
per year

Reading materials:
Newspapers (subscription) -R-711 Reg - 1. 20
Books ------------------------- 14 $1.24
Magazines ------------- -" $7. 22

Recreation:
Radios, musical instruments, etc.:

Radios -R-300 Reg -- --------- 0.055
Television sets:

Table model - --------------------- R-105 Reg- -_---- 0.042
Console -R-151.1 Aux -0.028

Phonographs-- - -601 ------------------------------ 0.020
Repairs -- $1.22

Movie admissions- R-00 Reg ------ 24.28
Other recreation:

Club dues -- 14 7. 86
Other recreational expenses ---------------- (22)

5. PERSONAL CARE

Group, item, and unit Pricing code Quantity
per year

Services:
Husband:

Haircut - ------------------------------ P-30u Reg -13.49
Shave -- ---------------------------------------- (23)

Wife:
Permanent wave -P-316 Reg -1.01
Wave and shampoo -P-310 Reg -3. 83
Other services --------------------------------------- (24i)

Commodities:
Toilet soap -bar P-101 Reg -52.00
Cleansing tissue -box of 400. P-164 Reg -- -- ----------------- 10.96
Toothpaste -ounce- P-130 Reg -20. 77
Shaving cream -do.---- P-114 Reg -17.92
Shampoo -do.---- P-140 Reg -20.30
Home permanent supplies- refill P-150 Reg ---------------------------. 20
Cosmetics ------ -------------- "- - $60.97
Razors, blades, nail files --- $2.00
Other commodities -- - --------------- ------------------------ (25)

See footnotes at end of table.
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TABI.E 6.-All othter goods and serviCO8 budget quantities-Continued

6. TOBACCO

Item and unit Pricing code I Quantity
per year

Cigarettes -pack 0-100 Reg.; 0-104 Reg.; 0-120 Rcg.; 72.0
0-121 Reg.

Cigars - each-- 0-200 Reg - ---------- 63.0
Pipe tobacco -ounce. FB-291 -73.4
Pipe and smoker's supplies -- (25)

7. GIFTS, CONTRIBUTIONS, AND MISCELLANEOUS

Group Item Quantity
per year

Gifts, contributions, miscellaneous- Christmas, birthday, and other gifts 5.0 percent
to persons outside the immediate of total
family, contributions to church cost of
and charities. and infrequent out- goods and

T lays such as legal fees, bank enarges. services.

I The code numbers Identify the speciflcations used in pricing the articles and services for the budget.
A detailed description of the items Is available upon request.

2 Cost is specified percentage of total cost of itemized outerwear, adjusted for intercity variations due to
climatic differences. The percentages are as follows: Husband, 2.3 percent; and wife, 1.6 percent.

I Cost is specified percentage of the total cost of clothing, adjusted for intercity variations due to climatic
differences. The percentages are as follows: Husband, 2.6 percent; and wife, 7.0 percent.

' Cost is 1.3 times the cost of itemized clothing materials.
5 Cost is 77.0 percent of lifts and heels.

C Cost is 18.0 percent of half soles and heels.
7 Cost is 28.0 percent of total cost of shoe repair.
9 Cost is 19.8 percent of itemized clothing services. This group includes cleaning and blocking of hats,

jewelry and watch repair, tailoring, and clothing repair.
9 The average number of operations per year for an elderly man is 0.072; for an elderly woman, 0.053.

About 60 Percent of the operations among the men involve a genito-urinary condition, repair of hernias,
or operations on the eye. Reduction of fractures and dislocations, operations on the eye, or conditions of
the genito-urinary system accounted for 60 percent of the operations among elderly women.

'° Estimated cost is 98.6 percent of cost of fillings, extractions, and cleaning.
"i Estimated average cost in 1959; differs from city to city.
12 Requirements specified for hospital services do not apply when the cost of these items is covered by a

hospitalization insurance plan.
13 The budget assumes 45 percent of the couples have a family membership in a group hospitalization in-

surance plan. In cities where plans do not fully cover the cost of hospital ward accommodations and speci-
fied ancillary services, an additional allowance covering the cost of these benefits is provided.

14 Estimated average cost in 1959.
i3 Average prices for items selected to represent all types of prescriptions and nonprescription drugs com-

monly required by the family weighted by their relative importances in the category of therapeutic end-use
in which they were classified.

Is Cost is 5.2 percent of total cost of prescriptions and drugs.
I1 The mode of transportation within metropolitan districts is related to location, size, and characteristics

of the community. The average costs of automobile oa ners and nonowncrs were weighted by the following
proportion of families: For 3 cities in the northeast region (New York, Phitadelphia, and Boston) 14 percent
for automobile owners, 86 percent for nonowners; for the remaining 17 cities for which budget costs vwere
computed, 22 percent and 78 percent respectively.

Is Cost excluded in cities with mill climate.
1i Estimated average cost in 1959. This total varies for individual cities according to the differences in

cost of labor and parts.
20 The number of inspections required by law in each city.
S1 Cost is 5.7 percent of allowance for gasoline, motor oil, lubrication, tires, batteries, and repairs.
22 Cost is 21.2 percent of annual allowances for reading materials, admissions, radios, television sets, and

phonographs.
5 Cost is 10.1 percent of annual allowance for husband's haircuts.
I' Cost is 4.6 percent of annual allowance for itemized personal services for wife.
'5 Cost is 14.4 percent of annual allowance for itemized commodities.
25 Cost is 3.1 percent of annual allowance for itemized tobacco products.

See additional notes on page 112.
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The budget provides a measure of differences in living costs between cities,
and not differences in prices only. In addition to differences in price levels,
intercity indexes based on the budget reflect climatic or regional differences
in the quantities and types of items required to provide the specified standard
of living. Care should be taken, however, in the conclusions drawn from such
comparisons, especially by elderly couples considering a change in residence
after retirement. The relative differences in cost are those of established
families in each city and will not reflect differences in cost associated with
moving from one city to another. For example, the rental cost in this budget
is the average for occupied dwellings of a defined specification and may vary
considerably from that of dwellings available for new residents. Neither do
the intercity indexes provide a valid measure of differences in living costs for
homeowners.

In evaluating the differences between the 1959 costs of the revised budget
and the costs of the original budget when last priced in these cities in 1950,
it must be kept in mind that the 1959 costs reflect not only Increases in prices
and sales taxes, but also the higher standard of living provided by the revised
list of goods and services and procedural changes.

The budget has been priced only in 20 cities, and cost estimates are not
available for other cities, States, nor for the U.S. average. The budget costs
given in this report, therefore, are not representative of the costs in all
large cities or of those in cities of other sizes and economic characteristics.
Neither are they representative of costs in these 20 cities at other dates.

EXPLANATORY NOTES

The basic clothing budget is the average quantity for large cities and their suburbs. For each city, the
quantity of clothing articles specified in the following tabulation are adjusted upward or downy ard in
accordance with local climatic conditions, on the basis of the normal number of degree days as published
b the U.S. Weather Bureau. The tabulation shows the quantities of specified items of clothing required
"len the normal number of annual degree days average 1,400 and 7,&50. (For definition of degree day, see
lootnote 3, table 5.) The quantities required for specific cities were determined by straight-line interpolation.

Normal number Normal number
annual degree annu de'ree

Item days Item days

7,850 1,400 7,850 1,400

HUSBAND WIFE

Topcoat-0.19 0.02 Coat, heavyweight - 0.25 0.09
Wool iacket ---. 05 .03 Sweater- .10 .09
Sweater ---.------------- 29 .21 Dress, wool -. 38 .24
Suits: Other outerwear I (per- 1.5 1. 7

wool, heavyweight (3- .05 .03 cent).
piece). Galoshes---------------- 27 .07

Wool, heavyweight (2- .31 .21 Hats, felt and other 1.48 .97
piece). Gloves, leather- .16 .09

wool, lightweight- .08 .20 Gloves, other- .90 .53
Trousers, slacks: Other accessories 2 (per- 6.3 7.8

Wool--.---------- 28 .19 cent).
Rayon -. 10 .40

Sports shirt, wool -. 30 .22
Other outerwear I (percent)--- 1.8 2.8
Undershorts, woven 3 .49 .67
Undershorts, knit 3 1. 26 .74
Undershirts ---- 2.08 1.56
Rubber boots -. 09 (4)
Hat, felt -------------------- . 47
Gloves, dress .09 (4)
Gloves, work -2.04 (4)
Other accessories I (percent) -- 2.3 2.8

I The requirements are stated as percentages of total cost of Itemized outerwear.
2 The requirements are stated as percentages of the total cost of clothing.
3 Only lightweight underw ear was priced. The climatic adjustment of the quantities allows for

substitution of heavyweight underwear in cold climates.
' Not required in cities with normal number of annual degree days less than 3,000.
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ToerAL MONEY INOOME IN 1959 For FAMILIES AND UNrBLATED INDIVIDUALS WITH
HEAD AGED 65 YEARS AND OVER FOB THE UNITED STATES, URBAN AND RURAL

Of 6.2 million families with a head 65 and over, one-fourth had less than
$1,620 in money income from all sources; one-fourth had between $1,620 and
$2,830; almost one-fourth had between $2,830 and $5,000; and over one-fourth
had $5,000 or more.

These incomes were for the support of 2.6 family members, on the average,
totaling about 9.3 million aged and about 6.7 million younger persons.

Of 3.6 million aged persons living alone or with nonrelatives, half had less
than $1,000, four-fifths had less than $2,000.

Some 2.3 million others lived in the home of a younger relative; informa-
tion on their incomes is not available.

When the head was a year-round full-time worker (the case with about
two-tenths of the families and one-tenth of the individuals), the medians
were considerably higher: $5,331 for families and $2,688 for individuals. The
median income of urban families was about $1,000 higher than for rural families
($3,335 compared to $2,195 for rural nonfarm and $2,176 for rural farm).

Source: Derived from current population report, series P-60, No. 35, table 4, U.S.
Bureau of the Census.

Mr. CLAGIUE. And in closing, I might just call attention to tne at-
tached table which shows that there were 6.2 million families in 1959,
with a head aged 65 and over. We show there the way in which such
families were divided by one-fourth groups, according to their
incomes.

These incomes were for the support of 2.6 family members, on the
average, totaling about 9.3 million aged and about 6.7 million younger
persons. So a family with head 65 and over frequently has a number
of younger persons in it. Such families account for about 9.3 mil-
lion of the aged.

Of the remaining aged, there are 3.6 million living alone or with
nonrelatives. and you notice their incomes in general are smaller.
Then 2.3 million others of the aged lived in the home of a younger
relative, and there is no information on their incomes. They are
probably being supported by the younger groups.

When the head of the family was a year-round full-time worker-
and that was the case in about two-tenths of the families and one-
tenth of the individuals-the median incomes were considerably
higher: $5,331 for families and $2,688 for individuals. That whole
group would amount to about 1,600,000 aged families and individuals
who would have that type of income. The median income of urban
families was about $1,000 higher than rural families.

I think, Mr. Chairman, that summarizes the basic data we have
in our testimony here.

Senator LONG. Mr. Commissioner, while you were talking about
the various budgets just then, do you have any figures on the income
of the retired families 65 or over? As I understood, those figures you
just gave us include the income of the working family as well as the
retired. Do you have just the incomes of the ones that have retired?

Mr. CLAGUE. The only figures we have on that are those last figures
I read. There are about two-tenths of those families with the head
a year-round worker who had incomes of $5,331. That means that
there is an elderly person working at the head of the family.
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Senator LONG. I am interested in the figures of the family that has
retired and is not working and has no income of any kind.

Mr. CLAGUE. No, there are no income figures for that type of family,
for the retired family.

Senator LONG. No way you can get those figures for us?
Mr. CLAGUE. I understand that figures of that type were collected

in the 1960 census, and when those figures are tabulated, we will have
figures on that point.

Senator LONG. Will that be shortly?
Mr. CLAGUE. This depends on when the Bureau of the Census gets

around to tabulating this, and I am not sure. My staff thinks it will
be this fall or possibly early in the spring. That is a special tabulation,
I might say, Mr. Chairman.

Senator LONG. Senator Neuberger?
Senator NEUBERGER. Yes. These tables interest me a great deal,

partly because my hometown is in the table. You indicate here median
income and then a. budget. Am I to draw from this that these are
urban areas?

Mr. CLAGUE. Yes.
Senator NEUBERGER. The median income is $3,335 for all urban, and

then I look over on page 1142 of the Labor Review and I find that the
budget for someone in my town is $3,049. Now, are there any overall
statistics about the gap between the budget and the actual income for
these people? In other words, do these budgets adhere closely to their
actual income? Is that right?

Mr. CLAGUE. No, not necessarily. This budget is a theoretical budg-
et. It is drawn on how much food is actually needed to get the neces-
sary amounts of vitamins and calories. It is drawn on the assumption
that there is a housing standard, which we said is the renting of a
two- or three-room dwelling. This is a budget which approximates
what a lot of people who are elderly would actually be living at, but
it is a theoretical budget, in the sense it is designed to provide an
adequate standard of living.

Now, quite clearly some families have much more income than this
and live at a much higher standard and have resources far beyond
this. It is also true that there are some families that do not have the
degree of income to fit this budget, and therefore they are living at
less than this standard.

For example, we cited the fact that for one-fifth of these families we
have provided a car. Now, that corresponds to actual fact in the situ-
ation. Many elderly couples now do have a car. In our original budg-
et, we did not provide for a car at all; they had to use other kinds
of transportation. I mean, that is the standard we used. other kinds
of transportation. Now, in that sense, of course, this budget does not
necessarily fit the income of any particular family. When you take
the average income of all elderly couples, even, you can see that some-
times the income of an elderly couple would run above the cost of this
budget and many times, would run below.

Senator NEUBERGER. Yes, because that is not particularly low income
for some people who happen to have any kind of resources at all. I
mean, there must be a great number of people that live on much less
than that.
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Mr. CLAGUE. Yes. Well, you see, if you took the four-fifths of the
families that do not have a car, they would need somewhat lower
incomes. We have used the average of two kinds of food plans in the
budget. If you took some of the families and said they would live
on the low-cost food budget instead of the average, they could live
on the lower income. I might take Atlanta. for example, in table 2,
page 1144. Just looking at the first column, you will see that under
a low-cost plan they would spend $600 a year; under a moderate-cost
plan they would spend $827 a year. So there would be more than a
$200 difference in the expenditures, and we have allowed for that in
our discussion here. In estimating the total cost of the budget, we
have averaged those two kinds of plans; that is, we have averaged the
$600 and the $827, but there would be families living on the $600, and
their budget would cost less. There would be other families not hav-
ing a car, for instance, for transportation, so they would not be spend-
ing the money that the car owners would spend.

Su we IjaVe briun o alitm IUr a ruwabuliaUie IIIdr"111 'ure (UIV
that there are different circumstances in which thisbudget might be
achieved.

Finally, I wish to remind you again, most families of this type-
most elderly couples-own their homes, and a very high proportion
of them own them clear. Thus, you see, they will not have as high
housing costs as the rental costs in our budget.

Senator LONG. What percentage own their homes, Commissioner,
do you know?

Mr. CLAGUE. What is that?
Mrs. LAMALE. About 70 percent in our 1950 study.
Mr. CLAGUE. About 70 percent, and as I understand it, 80 percent

of those homeowners own their homes clear. If you put those to-
gether, you will see that 56 percent of the retired couples in our 1950
survey were owners of mortgage-free homes. Since most of the
families in this group do own their own homes, we clearly recognize
the limitations on the use of the budget cost estimates which result
from our inability to evaluate the cost of home ownership. They
would be able to live somewhat cheaper if they live in their own home
and have the mortgage paid for.

Senator NEUBERGER. And isn't this a wonderful thing to know that
these people have been building up an equity in the home over the
years. I think it refutes the argument that they are just trying to
live to the day when they can get a dole or social security. Most
people do want to establish an equity in a home.

Mr. CL-4GUE. Certainly, and apparently they all look forward to
the fact that, as they reach age 65, that home should be clear so
they have only the operating costs, taxes, and the maintenance and
upkeep. But this, of course, is where some of the housing problems
of the aged arise. This leaves them with this home which they have
had. It is frequently the home in which they reared their family,
frequently a two-story building. It sometimes is not well suited to
them, but, how they get away from this home and into another kind
of home, or how they would move out from this home ownership
to another city, or go South to retire, is an entirely different ques-
tion.

115



RETIREMENT INCOME OF THE AGING

Senator NEIJBERGER. This is borne out in a lot of the mail I get
from elderly people saying, "We have worked hard all our lives, we
have saved our money, we have been prudent to buy our home and
have a place for retirement, but my wife had a terrible operation,
our hospital bills were phenomenal, and it has used up all our sav-
ings and we are likely to lose our home." And this leads into my
interest in the next step for aged people because they tried to get
along but hospital costs are too high.

Mr. CLAGIuE. In this budget, we have allowed 45 percent insurance,
that is, we are assuming that nearly half of these couples have carried
over into retirement some kind of hospital insurance which would
cover ordinary hospital costs. The others are assumed not to have
any excessive or serious illness.

Senator NEUBERGER. You cannot assume that for people of 65 and
over.

Mr. CLAGUE. Illness is frequently the thing that makes a family
needy. The kind of thing you described will pull the family from
self-support or adequate care in their retirement.

Senator NEUBERGER. And if they have had an insurance plan such
as Blue Cross, you cannot even budget that, because it keeps going
up as hospital costs go up.

Mr. CLAGUE. That is right.
Senator LONG. You are assuming on this budget reasonably good

health.
Mr. CLAGIJE. The couple are assumed to have the normal illnesses

of their age, which, of course, are a little more than those of younger
people.

Senator LONG. I think I read in the paper this morning that the
chairman of our full committee said 70 percent of the people over
65 were in need of medical care or hospital care. Do you have any
plans for including medical care or hospital care in your budget?

Mr. CLAGUE. Oh, yes, it is in here in the sense that we have al-
lowed for medical care and hospital care for an average amount of
illness; that is, the average amount of sickness for people of this age.
Neither of this couple is assumed to be bedridden nor in need of nurs-
ing care, nor anything of that sort, and the budget does not include
any terminal illness cost or the costs associated with the death of one
of the members of the family, et cetera, but it assumes they have the
average illness of elderly couples.

Senator LONG. Where is that budget?
Mr. CLAGUE. If you will look again on page 1144, table 2, and read

down the first column, there is food, then housing, then medical care.
You see, it is running about $241 in Atlanta. It runs higher in some
cities, for example, $327 in Cleveland. I believe the highest medical
budget costs are $336 in Seattle, $346 in San Francisco, and $366 in
Los Angeles. That, as I said, includes an assumption of 45 percent
of the couples having insurance for hospitalization and assuming
the rest of them pay their medical costs out of their pockets.

The staff points out to me that that is based on the 1957 health sur-
vey conducted by the Public Health Service and represents the aver-
age experience of these types of families.
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Senator SMATJ1ERS. I would merely suggest to you, very modestly,
that when you run one of these again it would be advisable to include
a Florida city, because of the large number of retired people living
in Florida.

Mr. CLAGUE. It happens that we are revising the Consumer Price
Index now and are studying actual family expenditures at the present
time. We have surveyed the 1960 expenditures of about 5,000 fam-
ilies and this coming year we will be surveying the 1961 expenditures
of about 5,000 families. As a matter of fact, we will also be survey-
ing another 5,000 families in rural farm and rural nonfarm areas.

The data for urban places are to revise the Consumer Price Index
and are designed to give us weights and items that go into the con-
sumer index, but we do get the expenditures of these families, to-
gether with their incomes. The surveys will include such elderly
couples as show up in our sample.

Among the surveys, we are making at the present time. we do have
a city in Florida; we have Orlando, which is one of the cities that
was drawn in the sample. We will have actual income and expendi-
ture data in that particular area.

But you really raise a more serious problem, and that is, should we
be trying to price this type of budget in cities where a large number
of people retire even if they do not show up in our price index sample?
So far, we have not had the money to do that, and it would require
a special appropriation.

Senator SMATHERS. I think it would be important to go to an area
such as Florida and California where there are a large number of
people of 65 and over, where you have a high concentration of them,
because otherwise you really do not get, I think, a representative
picture from cities having a smaller number, and older, than you do
in certain areas in California, in certain areas in Florida.

I think a lot of people-I am not trying to do this to increase the
business of Florida, but if it could be established, for example, that
living in warm weather, which elderly people like to do, without
the need for a central heating system or things of that kind, it might
be that a lot of elderly people would be encouraged by these statistics
in which you show that they could live less expensively and at the
same time more comfortably in one area of the country over another.
I know you are not in the real estate business and you will not get
in it, but I do think, as a fair matter, you ought to have either one
or the other of these areas, California or Florida, in this to get the
total picture. We have, as was demonstrated here yesterday, a larger
percentage of elderly people in Florida than any other State in the
Union.

Senator LONG. You do not need much air conditioning there either.
Mr. CLAGUE. Yes, Senator, it is true. You will notice that Houston,

Tex., away down on the gulf, is the lowest cost city in the group of
cities we have here.

Senator SMATHERS. I do not have any questions, Senator.
Senator LONG. The only other question that I wanted to inquire

about: You mentioned your Consumer Price Index. That applies to
all groups. Has not there been a suggestion made that there be a
consumer price index based on costs just for the elderly? Will you
comment on that?
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Mr. CLAGUE. Yes; there has been. Let me say first, our Consumer
Price Index does not apply to all groups. It covers only employees,
wage-earning, and salary-earning people in the middle-income groups.
It does not include farmers, farm workers, businessmen, or profes-
sional men. We gather the information on all those families when
we make our surveys that I described a moment ago, the family ex-
penditure studies, but we do not use all the data in the index. We
use only the data for the great bulk of people who are employed, the
wage and salary earners. That means the retired elderly are definitely
excluded from the index.

In 1951, when the House Committee on Labor made a study of our
index, they recommended that there should be specialized indexes for
people like this, for elderly couples, for people on relief, or even for
other groups in the population; but recommended they not be included
in the present index because it would cloud the issue of changing
prices. They also recommended that such indexes ought to be paid
for, not by us, but by some of the agencies that would use them. But
that is solely a question of where the appropriation would go.

The answer is that an index could be constructed for elderly couples,
just as it can be for the central group that we have in the index.

Senator LONG. No such index is available now?
Mr. CLAGUE. No such index is available now.
Senator LONG. Do you think it would be desirable that we would

have such an index?
Mr. CLAGUE. I think with respect to that we ought to hear from

the Social Security Administration, from the welfare agencies in the
States and localities, from the agencies which are concerned with
retired elderly people, as to whether they think that kind of an index
would serve their purpose. That is what it would be for, trying to
determine what the cost of living is like, and how it is behaving from
year to year for the retired group.

Senator SINIATHERS. Do you turn your information over to Social
Security?

Mr. CLAGUE. Oh, yes. This whole budget was worked out in col-
laboration with the Social Security Administration. You will notice
that in the work of the original budget, we helped them. Then this
last time, we worked it up ourselves, and they helped us. So there
is the closest association in this.

Senator SMATHERS. We had testimony yesterday by Mr. Wilbur
Cohen with respect to where these people were getting their money,
that is., private incomes, social security, and old-age assistance. Are
these the same figures which you people have?

Mr. CLAGUE. Yes.
Senator NEUEBERGER. Mr. Chairman, I have another question.
Mr. CLAGUE. Pardon. One other point I might mention. Mr.

Chase reminds me that the W11rhite House Conference on Aging this
year recommended that there be a special consumer price index for
elderly couples.

Senator NEUBERGER. I am reminded by what Senator Smathers has
just said. We had some interesting charts yesterday from the social
security agency, but there was one thing they did not show. Is there
a sharp reduction in the percentage of the population which is in the
labor force corresponding to the growing numbers of retired persons?
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Mr. CLAGUE. Yes. Taking men, who are more likely to be in the
labor force, there has been a gradual reduction in the number of men
over age 65 in the labor force over many years-50 or 60 years. I do
not mean an absolute reduction in number, but a smaller and smaller
proportion of men beyond the age of 65 are in the labor force as we
go along, decade after decade. The same thing is true of women,
although their proportion is relatively small. As I recall the latest
figures for men-I don't know what year they refer to-about 36
percent of the men over 65 were in the labor force and 10 percent of
the women.

Senator NEUBERGER. Then it does show that one of the objectives
of the social security was to take some people out of the labor market,
was it not?

Mr. CLAGUE. Oh, yes; it certainly has done that. I do not think
there is any doubt about it. Many of these people would certainly be
in the labor market seeking jobs if they did not have social security.
There are other factors present, of course, such as the movement away
from the farm, where older people can make a living relatively easily,
to the city where they cannot. In addition, there is no doubt about
it that the social security payments are encouraging more people to
leave the labor force after age 65.

Senator NEUBERGER. Well, then, conversely, as people are living
longer, therefore perhaps their years of productivity extending
beyond 65, would there be any conditions that would require that the
age of retirement be raised?

Mr. CLAGUE. Well, perhaps the age of retirement is really going to
work in two directions. You are already lowering it persistently,
you see, for people who want to get out earlier or who need to get out
earlier, for example the recent reduction to age 62. Many people
cannot stay in the labor force either for health reasons, or because
they are not very employable, after age 60, because of the occupation
they are in. On the other hand, we know of many people in the
seventies, and I suppose even up in the eighties, who work. So prob-
ably what will happen is-and this is the most desirable system, it
seems to me-that there would be a retirement are to which people
could retire that might be lower, but there would be nothing to force
them into retirement at that age. Under such a sysem, they can work
as long as they want to, and as long as they can get a job, and many
of them will continue to do that. As you can see from our figures
here, there is a considerable number that are presently working the
year around.

Senator NEUBERGER. Does not industry set up a compulsory retire-
ment? It seems that it is no longer effective after 25 years, because we
have gradually increased the life expectancy.

Mr. CLAGUE. In answer to your first point, yes; some industries do
have compulsory retirement. I do not know exactly how the private
pension plans break between compulsory and voluntary retirement,
but my impression is that a great many of them are compulsory. So
you do get a good many put out at age 65, say, or whatever age the
retirement plan specifies. Then when they drop out under the private
pension plan, they probably will elect to take social security at the same
time, because they may need both incomes.
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Senator SMATHERS. On that point, is it not a fact that the Govern-
ment, probably more so than anyone else, encouraged retirement at
age 65.

Mr. CLAGUE. No. There are so many different Federal Government
retirement plans. In our civil service plan, which is the largest one,
we have until age 70 before compulsory retirement; but we can retire
at age 60 with certain length of service, and age 62 with certain length
of service, and even earlier than that with a reduction in our pension.
So the Federal Government has wide range for retirement possibilities,
certainly, between 60 and 70.

Senator SMATHERS. Do they let people in Government work beyond
65?

Mr. CLAGUE. Oh, yes. In fact, a Federal civil servant cannot be
forced out of his job except for inefficiency or lack of productivity until
age 70 in the Federal civil service retirement. The retirement age
there is 70.

Senator SMATHERS. It is compulsory at 70?
Mr. CLAGUE. Yes; it is really compulsory, because the President of

the United States has to approve your staying on, so it is pretty firm.
Senator SMATHERS. In the military, is it compulsory?
Mr. CLAGUE. There it is younger. I do not know too much about it,

but as I recall it, they have retirement at 64, which, I believe, is com-
pulsory. I had better not try to answer that too certainly, because they
have provisions for younger persons drawing a retirement pension
after a certain number of years of service. The number of years of
service counts very heavily in the military.

Senator SMATHERS. On this particular point, do you have any ob-
servation to make about the fact that if a person is 50 years old and
wishes to come to work for the Government, or for that matter, pri-
vate industry, they have a very difficult time getting employment?

Is that a true statement, and if so, do you have any observations to
make about it?

Mr. CLAGUE. In the experience of the Employment Service, it is
true that an older person does have a pretty tough time getting a
new job when he loses his job. Most firms in private industry take
care of their own older persons. We find that the unemployment
rate among older people is not so very high. Every firm takes care
of its own. But when some disaster occurs, for example, a firm closes
down, and everybody is thrown out, it is hard to get other firms to
employ the older people. They say, "We are taking care of our own,
but we cannot handle any additional ones." The average duration
of unemployment of such elderly people is approximately 6 months.
They often have to drop further down in the work scale before they
find anybody who will take them on. It is tough for anybody who
gets out of work.

In the Federal Government, to answer that point, so far as I know,
we have no absolute scale, or upper age limit, at which we appoint
people. Theoretically, you cannot get very much retirement out of
the Federal service until you have had 15 years of service. So, some
years back, age 55 was quite a crucial age, because after 55, you could
not get in 15 years before age 70. But we even had a fluid arrange-
ment there, so that a person could work beyond age 70 without Presi-
dential approval to get in his 15 years. We have, in our Bureau, an
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instance where a person worked until '72. When he came in he was
aged 57, and he had an opportunity to stay on to qualify.

Senator SMATHERS. I have a large number of people who write me
regularly and talk about the fact that having had to change jobs
once they get above 45 and then try to go out and seek employment,
even with the Government, while there is no law against it. while
there is no regulation against it, they just have a very difficult time
getting employment when they are in their upper 40's or all through
the 50's. I wondered if you have any statistics with respect to the
difficulty that people are having obtaining employment after age 40,
45, and 50.

Mr. CLAGUE. Yes; we are doing a great deal of work in the De-
partment of Labor on that. In the last few years, a great deal of
work has been done. We have made a number of studies in the Bu-
reau of Labor Statistics on the productivity of older people. How
well do they do in jobs, comparable to younger people? We have
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larize them throughout the country. What it shows is many older
persons, even up to 65 years of age, are practically as efficient, on theaverage, as he younger people, say, 30 to 40 years of age, and they
have certain qualities that are advantageous, even. They have less
absenteeism. They do relatively well in stability. They stay, of
course, and are not quitting all the time.

On the other hand, it is true that some of them do not do so well.
The problem is that among older people, say, between 60 and 65, you
will find some very good, some intermediate ones, and some very poor
ones. The reason why some employers hesitate to hire them is that
they do not know how to choose to get the right ones, those that are
really employable, and this is our great problem in this area. With
the younger person, an employer is always willing to take a chance.
At age 25, if he does not work out, you can drop him; as a matter
of fact, he will probably want to drop out anyway. If you hire a
person age 60, you might get a person not readily employable. If
he does not work out, the employer hesitates to drop him.

The problem is to devise ways of testing older people for occupa-
tions so that as many as possible can be satisfactorily employed.
Those that cannot be satisfactorily employed, of course, ought to be
able to retire.

Senator LONG. Mr. Commissioner, there has been some feeling or
some thought perhaps, I gathered perhaps that was something thatyou were touching on, that there is a possibility that our economy
cannot afford too many unemployed or much greater increase in bene-
fits to an unemployed population that is retired, such as we might havehere, and I notice some information we have here that John McConnell
of Cornell University has suggested that on our gross national product
as of now the earning or active working people are contributing about2.6 percent to taking care of the retired segment of our society. It
is estimated that is 1975, that that income will increase, the product
will increase 65 percent while the increase of our retired population
over 65 will only increase 45 percent. Would you care to comment
as to whether or not, in your view, we could even provide better bene-
fits for our retired population than what we are doing now and even
still greater, perhaps, in 1975?
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Mr. CLAGUE. Well, our economy is going to grow. We are going
to get richer in the sense of having more goods and services and a
higher standard of living. This has been occurring in the last 15
years, since World War II. Some recent estimates we made show a
rise of about 25 percent in the real well-being of the average family
in the United States in the last 11 years, and there is no reason for
thinking that will not go on. So resources should be available to
provide more adequately, and I would think it would provide more
adequately for older people as we move along. In that sense, the
main problem, as I see it, is to insure that the elderly people, couples
or single persons, are able to preserve the purchasing power of their
pension for the length of time that they will be drawing it, 10, 15, 20
years, whatever it may be. In that sense, if the cost of living goes
up, if the Consumer Price Index goes up, you will have to readjust
and spend more money out of the total economy. But we ought to
be earning more money, too.

Senator LONG. Giving them the right to work, then, even part time,
would not solve their problem. It would solve it easier by increasing
their benefits.

Mr. CLAGUE. Yes; it would. As a matter of fact in the labor
market we anticipate growing numbers of people trying to work part
time. We already see evidences of that.

I cited here in this table [indicating] the number of year-round
workers, working full time, i.e., holding regular jobs, and, of course,
earning funds, which means they are really in the labor market all the
time. But I find that there are a good many people-we do not know
the exact number yet, but I feel sure it will grow-who want to work
a limited amount of time to earn a limited amount of money to sup-
plement the retirement pension. We are going to have a good deal
of demand for part-time employment by elderly people.

I think now under social security-what is the figure, $1,500, they
are permitted to earn?

Dr. SHEPPARD. $1,700, and then the 1-to-1 ratio.
Mr. CLAGUE. Whatever that figure is, a good many will try to hold

jobs, and I think we will find them in the labor market regularly.
Some of them who declare themselves unemployed, for example, in
the questionnaires of the household survey when we go around sur-
veying employment and unemployment, are looking for work. Some
are healthy, some have attacks of ill-health, and some are retired.

Senator LONG. Mr. Clague, thank you very much, unless some of
the other members of the committee have some questions. Senator
Neuberger?

Senator NEUBERGER. No.
Senator LONG. Thank you very much.
Senator SMATHERS (presiding). Then our next witness will be Mr.

Edwin Shields Hewitt of Hewitt Associates of Libertyville, Ill.
Is Mr. Hewitt here?
Mr. HEWITT. Yes, sir.
Senator SMATHERS. All right, sir; you go right ahead.
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STATEMENT OF EDWIN SHIELDS HEWITT, EDWIN SHIELDS

HEWITT ASSOCIATES. LIBERTYVILLE, ILL.; ACCOMPANIED BY
THOMAS H. PAINE, ASSOCIATE

Mr. HEWITT. Thank you, Mr. Chairman.
Members of the committee, I am a partner in Hewitt Associates.

Ours is a firm of consultants and actuaries, helping organizationsfind answers to problems on pensions and employee benefits. Partici-pating with me is my partner, Thomas H. Paine. Tom Paine is not astranger in Washington. He was formerly in the Department ofLabor. While there he coedited the first report on pension plans incollective bargaining. He then was on the Committee on Retirement,studying pension and insurance plans of Government people. Hewas the expert on private retirement and insurance programs on thatcommittee and cooperated in the principal report of that committee.Incidentally, neither of us is an actuary.
11-A p 1- opportunity to appear here touday alilI discusssome of the asic issues involved in providing retirement income.
We are pleased that this subcommittee is devoting attention to thissubject in its broad form. Frequently it is difficult to consider a prob-lem as significant as this except in terms of a specific piece of legisla-tion which applies to only one part of the issue. We hope the broadframework for these hearings can provide the basis for constructiveapproaches to the whole problem of retirement income. its sources andcharacteristics.
Our remarks will be concentrated on private plans providing re-tirement income involving group action, including pensions, profitsharing, and employee savings plans. With your permission we willillustrate some of the remarks in our statement with visual material.
Senator SMATHERS. You have our permission.
Mr. HEWITT. Three questions appear to merit attention:
(1) What are some of the trends guiding development of privateplans today?
(2) What are the alternative approaches to the proper division ofresponsibility among Government-sponsored forms of retirement in-come, private plans, and individual action?
(3) What conditions are conducive to the continued growth of pri-vate plans?
Due to the time limitations, I will not be able to present the entireprepared statement, but we would like to review the items that areincluded and discuss some of them in detail, but ask that the entirestatement, copies of which we have, be made a part of the record.
Senator SMATHERS. It is all right, sir. Without objection, then, thatwill be the case.
(The statement referred to follows:)
PREPARED STATEMENT OF EDWIN SHIELDS HEWITT AND THOMAS H. PAINE

My name is Edwin Shields Hewitt. I am a partner in Hewitt Associates, afirm of consultants and actuaries helping organizations find answers to problemson pensions and employee benefits. Participating with me is my partner, ThomasH. Paine. We appreciate the opportunity to appear here today and discusssome of the basic issues involved with providing retirement income.We are pleased that this subcommittee is devoting attention to this subjectin its broad form. Frequently it is difficult to consider a problem as significant
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as this except in terms of a specific piece of legislation which applies to only
one part of the issue. We hope the broad framework for these hearings can
provide the basis for constructive approaches to the whole problem of retire-
ment income-its sources and characteristics.

Our remarks will be concentrated on private plans providing retirement in-
come involving group action, including pensions, profit sharing, and employee
savings plans. Three questions appear to merit attention:

1. What are some of the trends guiding development of private plans today?
2. What are the alternative approaches to the proper division of responsibility

among Government-sponsored forms of retirement income, private plans, and
Individual action?

3. What conditions are conducive to the continued growth of private plans?

I. TRENDS GUIDING DEVELOPMENT OF PRIVATE PLANS TODAY

There is little uniformity in plan provisions among private pensions today.
This is not surprising, considering that each employer, perhaps with a collective
bargaining representative, designs a retirement program uniquely suited to the
particular needs of the employee group covered. This lack of uniformity makes
generalization difficult. However, there are certain themes of development
which appear to be occurring with significant frequency. Here are some of
the more important developments we see today which influence amounts of
retirement income.

1. Retirement benefit amounts have been increasing in recent years. A typical
program may now be providing about 45 percent to 50 percent of a worker's pay
at time of retirement, including the primary social security benefit. There are
strong indications that the so-called leaders or pattern setters are aiming at
levels of about 60 percent of preretirement pay for career employees.

We can illustrate the progress made in increasing benefit amounts by exam-
ining one of the big pattern setters-the pension plan negotiated between Gen-
eral Motors and the United Automobile Workers.
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In 1950, prior to negotiation of the original pension, a retired GM employee
received social security of about $45 per month. By 1959, after the most recent
pension negotiations, social security had increased to $110 and a pension was
payable equal to $2.40 for each year of service through 1957, $2.43 for the year
1958, and $2.50 for each year thereafter. Total retirement income had thus
risen from $45 in 1950 to $200 in 1959 after a career of 35 years. This latter
figure represents approximately half pay for the retired hourly employee, not
counting the wife's benefit under social security equal to about $58.

2. We suspect that benefits under some private pension plans have developed
to the point where we may soon see them begin to level off when expressed as a
percent of a person's final preretirement pay. For example, if we return to our

CHART VI
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illustration of the GM hourly pension, we can note that somewhere between
45 and 50 percent of pay is being replaced. The increases in pension and social
security amounts during the last 10 years are not as startling when expressed
in relation to pay since earning rates have been going up along with benefit
increases. We know of many companies which are aiming at a long-range target
of about 60 to 70 percent of preretirement pay for career employees.

This target level can be compared to the amount of money needed to provide
a moderate budget for a retired couple. The Bureau of Labor Statistics meas-
ured such a budget for various cities in the autumn of 1959. At that time, social

73207-61-9
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CHART VII

Monthly Budget for a Retired Couple (Fall 1959)
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security provided a maximum of $174 per month for an elderly couple, which
represented between 62 and 79 percent of a retired couple's needs in different
cities. The monthly amount required to supplement social security to reach the
budget level ranged from a low of about $46 in Houston to a high of about $107
in Chicago. This means that an employee retiring with 35 years of service on
a pension of $2.40 a month per year of service would have a pension of $84 per
month and could live at the budget level or higher in 13 of the 20 areas studied.
This would seem to suggest that in many situations employees will prefer not
to defer additional amounts of current earnings to provide retirement income in
excess of the Labor Department's estimate of an adequate standard of living
for an elderly couple.

Another factor which may influence the leveling off of pension benefits as
a percent of pay is the ability of retirees to earn certain amounts of current
income after retirement without forfeiting social security benefits. A retiree
who combines social security benefits with a moderate pension, his own re-
sources, and/or part-time employment can maintain his full preretirement
standard of living, after taking into account the change in his tax status. For
example, a man earning $400 per month before age 65, who has a wife the same
age but no dependent children, has spendable income of $336 after income and
social security taxes.

126
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CHART VIII
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If he continues working full time after age 65, his spendable income goes up
to $356 because of the decline in income taxes due to double exemptions for him
and his wife. If he retires with a typical pension of $75, his total retirement
income is $265.50. This is only $70.50 per month short of his spendable income
before age 65. And he could make up the remainder by various means. For
instance, $10,046 invested in an annuity would provide the $70.50. Or invest-
ment of $21,150 at 4 percent would meet 'the goal through interest earnings.
In fact,.this person c6uld have income of $390.50 per month and have the entire
amount nontaxable because of personal exemptions and the tax-free status of
social security.

3. Even if pensions as a percentage of pay begin to level off, the problem
facing the retirement plan does not disappear since earnings levels keep chang-
ing. Ways must be found to keep pension amounts increasing so as to protect
the percentage of pay which that pension represents. There is a significant
trend for private pension plans to find methods of offsetting the-'effects of
inflation in prices and wages. There are different methods being followed which
approach this problem:

- -+- -- - --- - ----------------
-------- -- ------------
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CHART IX

Methods of offsetting the effects of inflation

Periodic revisions in benefit amounts
Employer Responsibility Investment Experience

* Final-average pay' plans * Individual account plans
* Cost-of-living pensions * Variable annuities

The most prevalent method is periodic improved revisions of benefit amounts.
In many cases, these changes are extended to retired as well as active em-
ployees. Thus, this type of revision helps to offset changes in the cost of living
for both groups.

There are several ways of offsetting the effects of inflation which are being
incorporated into plan provisions. These methods fall into two categories:

(a) Arrangements under which the plan guarantees to pay the prescribed
benefits, and these benefits may vary automatically without plan amendment.
Examples of this approach include the following:

(1) One is the so-called final pay formula. Under such an arrangement, the
plan guarantees to pay the employee a stated percentage of his earnings based
on his average pay in the years immediately preceding retirement. For ex-
ample, one common formula provides a pension equal to 1 percent of average
earnings during the last 10 years of service multiplied by total years of
service. If a person's pay increases during his working career due to inflation
and promotion, the plan agrees to underwrite the cost necessary to relate
the person's pension to his income in the last 10 years.

(2) Another method used by some companies is the cost-of-living pension.
Under this arrangement, the company guarantees to provide units of pension
which change In value in proportion to changes in the cost-of-living index.
Under this plan the employee Is guaranteed the benefit related to the cost of
living. This provision may affect only postretirement payments, or may also
be extended to the value of benefit units during the accumulation period.

(b) The second type of automatic mechanism to offset the effects of inflation
Is one under which the funds are invested in securities whose value is ex-
pected to change in somewhat the same proportion as living costs. The em-
ployee is given the benefit of changes in investment experience. Examples
of this approach include:

(1) One method is represented by profit sharing and savings plans which
place the company's contributions In individual accounts for each participant.
Earnings and capital gains on invested funds accrue to the benefit of partici-
pants. Thus, to the extent that there is a correlation between changes in
the cost of living and the value of Invested funds, an inflation hedge is provided.

(2) Another method is the variable annuity. Under this type of plan the
benefit is fixed in terms of units rather than dollars. The value of the unit
varies with the value of the invested funds. Thus again, If there is a correla-
tion between investment experience and the cost of living, a hedge against in-
flation is provided.

We certainly would not describe the trend as being toward any particular
one of these devices. In different situations, different methods are appropriate.
However, we would say that there has been a major trend toward finding a
solution to the problem of inflation.
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4. Another significant trend is the movement toward vesting. Defining the
term "vesting" can be accomplished by answering three questions:

(a) When is the credit earned? Under a vesting provision, credits can be
earned under any of these alternatives:

(1) Only at retirement. This is the "purest" form of pension, paying
benefits only at retirement age.

(2) Upon early retirement. This is usually expressed in terms of a
right to a reduced benefit in event of retirement 5 or 10 years before the
specified "normal" retirement age.

(3) In event of disability. This benefit may take the form of immedi-
ate payment of benefits upon permanent disability or protection of accrued
rights during the period of disability.

(4) In event of death.
(5) After a specified age and/or years of service. A typical private

pension plan vests after 10 years of service and attainment of age 40.
(6) Unrestricted-at any time.

(b) When and in what form is the vested benefit to be paid? There are vari-
ous alternatives which can be considered:

(1) Immediate cash vesting.
(2) Immediate Income vesting.
(3) Deferred cash vesting.
(4) Deferred income vesting.

(c) How is the benefit determined or measured?
(1) Value of the accumulated amount at time of termination.
(2) Annuity credit earned to date of termination.
(3) Related to a specified number of cents-per-hour or percent of com-

pensation earned during employment.
Unquestionably, there is a trend toward increased vesting. However, it is

possible that vesting may not continue to be liberalized to grant deferred bene-
fits much before the completion of 10 years of service. Obviously, the cost of
vesting increases if it is extended to short-service people among whom turn-
over is characteristically highest. An employer, and perhaps his collective
bargaining representative, may well feel that the amount of money to be spent
for vesting among short-service people can be better spent increasing the bene-
fits for those who stay until retirement.

5. Another major trend is toward providing protection against medical ex-
penses for retirees. Most employers today have medical benefits for active em-
ployees and their dependents. In recent years, considerable effort has been made
toward granting protection to persons after they retire. In some instances, the
employer pays the cost for this continued coverage. In other instances, retirees
share the cost. Another approach is prepayment of medical costs before retire-
ment by the employer or the employee, or both. In still others, the retiree must
bear the cost but has the opportunity to convert without evidence of good health.

Regardless of the source of payment, private industry is moving toward having
money available to meet medical expenses. This is, in effect a movement toward
protecting a person's retirement income against the shock of heavy and unpre-
dictable medical expenses. Of course, this does not mean that medical care is
"free" for retired employees. It is never free, whether the cost is paid by the
individual, his employer, or through a government program. The trend is the
movement toward finding methods of making funds available to meet medical
needs.

II. DIVISION OF RESPONSIBILITY AMONG GOVERNMENT PROGRAMS, PRIVATE PLANS
AND INDIVIDUAL ACTION

The second major question we would like to devote some time to is-What
are the alternative approaches to the proper division of responsibility between
government sponsored forms of retirement income, private employer plans and
action by the individual?

Perhaps we can approach this problem by defining certain levels of retirement
income.
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CHART X

Levels of retirement income
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1. The first level might be described as the "dependency" level. This is the
level of income needed to guarantee the basic needs of postretirement living-
food, shelter, etc. Expressed in another way, the "dependency" level is that
amount of income which is necessary to free the individual from becoming de-
pendent on society for the necessities of life.

2. The second level can be described as the "adequacy" level. This is the
amount of income needed to guarantee to the individual a moderate standard of
living during retirement years. As a measure of living standards, it must, of
course, be related to preretirement income. For example, we could describe the
Bureau of Labor Statistics budget for a retired couple as being the adequate level
for persons with average earnings rates-around $350 per month. For higher
paid persons, this level will be higher. This level will also vary by such factors
as geographical area and by whether or not the retiree has dependents.

3. Beyond the level of adequacy, there is no quantitative measuring point.
However, we can establish this as the "optional" level or standard which the in-
dividual desires in excess of that which could be described as necessary.

There has been considerable controversy about the place of the Government
social security program in providing standards of retirement income. From one
viewpoint, the Government system should attempt to fulfill the needs of the
dependency level. Under this concept a Government program should be based
on the concept of group need.

The old age and survivors insurance program is based on thie concept of group
need, notwithstanding the social insurance features of individual accounts, ad-
vance funding, and cotributions by each member of the system and his employer.
The standard of group need is evident in the levels of benefits, the heavy formula
weighting for low earnings, and the provisions for extra benefits for those with
dependents, who presumably have need for greater income. The idea of group
need differs from the concept of individual need in that policy is determined on
the basis of the needs of the typical member of the group, while a program based
on individual need employs a "means test" to determine eligibility for benefits.
Another point of difference is that the standard of group need requires that
a significant percentage of the group covered be in need of a specified benefit in
order to justify the expenditure of funds for that purpose.

Relating social security to the dependency level of income does not imply that
benefits under the Government program should be static. Instead they should
be changed whenever alterations in living costs change the amount needed to
eliminate dependency. However, it does mean that social security would not in-
crease in the future to try to offset a higher proportion of pay if not needed for
dependency reasons.
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A second theory is that social security should continue to expand until it reaches
the level of adequacy. UTnder this theory the Government program is intended to
be a form of income replacement and should currently do for all citizens what
some of them cannot do for themselves or through their employers.

Frankly we believe that the appropriate role for social security is to replace
needs at the dependency level. There should be room for individual and em-
ployer action in meeting the standards of adequacy.

The basic reason for this view is that the level of adequacy cannot be defined
on a national level. It varies by living costs in each location, by earnings levels
and by individual circumstances which affect specific persons. A private pension
sponsored by an employer can attempt to meet that part of the residual level of
adequacy which is represented by the common needs of the employed group, still
leaving certain areas for individual action, or cooperative action between an
individual and his employer, with respect to those needs which are not common
among the group.

To put it another way, action by an employer or an individual must have an
economic justification. It is not appropriate to try to accomplish national social
goals through private pension plans or individual savings.

Let us look for a moment at the justification for private pension plans. In
addition to heing- n wxiy AvT nrnrinn r inzzmz, zu. apa
a tool for the employer to accomplish certain goals. These goals will be present or
absent for a particular employer depending on his objectives and the conditions
under which he operates. Two of the more common employer goals are the
following:

(a) He may wish to use the pension to accomplish certain personnel objec-
tives, such as building morale among employees, attracting competent people in
competition with other companies, and discouraging turnover.

(b) He may consider a pension. to be a means to effectively retire the older
employee who is no longer competent to perform his job. The plan allows for
retirement to take place in a manner which produces no adverse employee or
community reaction. In effect, the pension benefit is the price the employer pays
to purchase the right to freely take the action of retiring the too-old worker.

Since there are employer needs to be met by a private plan, the level of income
between the dependency and adequacy levels must be left for private action. If
the social security program were to be expanded to provide the level of ade-
quacy, the employer would have two undesirable choices: First, he could provide
more income to the individual than was needed in order to accomplish his goals;
or secondly, he could give up a private plan as a means of securing his objectives.

In considering the question of the proper distribution of responsibility between
Government, employer, and individual, one conclusion which can be drawn is
this: There is an appropriate area of action for each. It is not desirable for any
one of the three to be considered the sole source of retirement income. Planning
must take place in such a way so as to allow each of the three sources to ac-
complish its ohbjetives,

m. WHAT CONDITIONS ARE CONDUCIVE TO THE CONTINUED GROWTH OF
PRIVATE PL4ANSS?

In looking to the improvement of retirement incomes, we must establish certain
perspectives:

(1) Today's levels of retirement income are not an adequate measure of the
progress of private retirement programs. Since we are dealing with present
actions that produce future income, our appraisal must look beyond today's
results to the income being created for tomorrow.

This is not to say we ignore present need. But it does suggest that any action
of other than a temporary nature affecting retirement income should be based
on future projections of the results of present and anticipated practice.

(2) Our present approach contemplates action by the individual, by the in-
dividual and his employer, and by the individual, his employer, and Government.
Consequently, in analyzing each source of retirement income we must view it
in its entirety.

Similarly, in viewing privately provided retirement income, it is necessary to
consider, in their totality, the many and varied devices available to employer
and employee. either separately or jointly. One must be aware of possible over-
lapping of action in seeking the total result.
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In considering an analysis of future growth it may be helpful to establish,
in broad ranges, the various categories with which we deal. A breakdown of
the total work force reveals the extent of coverage under formal retirement
plans (publicorprivate) asfollows:

Covered: Minlion

Under formal private plans---------------------------------------- 20/4
Government workers- - 61/2

Partially covered: Armed services…------------------------------------ 2½/2
Not covered:

Nonagricultural workers- ------------------------------------------- 231/2
Government workers---------------------------------------------- 2
Agricultural workers---------------------------------------------- 4Y2
Self-employed----------------------------------------------------- 6
Unpaid family workers------------------------------------------- 1/2

Unemployed--------------------------------- ---------------------- 4

Thus we can divide our analysis in three parts:
A. Under what conditions can we expect continued improvement of benefits

for individuals now covered?
B. How and to what extent can coverage under private plans be expanded?
C. In what ways can individuals be encouraged to make greater provision for

their own future economic security?

A. Under what conditions can we expect continued improvement of benefits
for individuals now covered?

This question concerns the 2014 million people now covered by private plans.
It can be reasonably assumed that about 60 percent of these 2014 million are
employed by about 750 companies. It is likely that in the long run most em-
ployees covered by private plans who continue to work and to be covered by
these plans will have their retirement income needs met at least to the level
of adequacy, as previously defined.

This conclusion assumes that certain conditions will prevail:
(1) Present trends toward more adequate pension benefits continue.
(2) Vesting provisions continue to increase in prevalence.
(3) Increasing pension benefits continue to have a high priority among union

bargaining demands.
(4) Benefits under Federal social security do not continue to be increased

until their amounts threaten the employer's economic justification for main-
taining a private plan.

(5) Government policy on tax legislation and social security becomes suffi-
ciently stable to allow the employer to plan his actions with some assurance
of future effect.

(6) There is no restrictive legislation enacted which limits the employer's
freedom of action to the point where the private plan becomes a burden to
maintain.

B. How and to what extent can coverage under private plans be expanded?
Here we are concerned with the 231/2 million nonagricultural workers to whom

extension of formal private plans could apply. In addition there are over 6
million self-employed; 41/2 million agricultural workers, and 2 million Govern-
ment workers to whom private plans in their present form can never be
extended.

In reaching for the greatest possible extension of coverage to the 2312 million
workers to whom formal private plans could apply, it should be noted that the
201/4 million covered under private plans is increasing at the rate of approxi-
mately 1,200,000 additional employees a year. This continuing trend can be
expected to absorb a substantial part of the 251/2 million noncovered in future
years.

Yet it is unlikely that the probable potential coverage of private plans ap-
proaches this 231/2 million figure.

Although we have no evidence of number of employees involved, it is esti-
mated that approximately two-thirds of the firms employing these 23½2 million
workers are sole proprietorships or partnerships for whom the inability to in-
clude the proprietors and partners themselves in a qualified plan acts to re-
tard the expansion of coverage to the employees of these firms.
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In addition, there are many firms for whom provision of retirement income
for employees will continue to have low priority. Many marginal firms will
never have financial ability. Many are young enterprises with young workers
for whom retirement plan motivation is too remote. Many are firms with large
percentages of noncareer employees, many of these women.

Most significant, however, is the factor of smallness of size of the businesses
employing many of these 23Y2 million people and the effect of this size on the
extension of coverage.

It is assumed that there are approximately 50,000 companies having one or
more retirement plans, covering 201/, million workers, or an average of 405 em-
ployees per company.

It is probable that substantially all of the firms without retirement plans have
less than 500 employees and a high majority have significantly less than 10
employees.

Further evidence of size of companies employing the 23Y2 million employees
not now covered is the figure of number of employees per plan of plans recently
submitted for qualification.

New profit-sharing plans covered an average of 48 employees per plan, and
new pension plans covered an average of 150 employees per plan.

As coverage is extended the number of employees per company adopting plans
in mne iurure wiii iikeiy c:uninLLUU LV iUUC, cs.

Since the problem obviously is one of finding ways to encourage the adoption
of retirement plans for small groups of employees, it is appropriate to identify
some of the conditions which influence the small employer.

(1) There has been less competitive pressure for pensions on the small em-
ployer than the large, but it can be expected to increase as pensions spread.

(2) Frequently the small employer's economic position discourages considera-
tion of retirement programs.

(3) The small employer's employees are less likely to be organized than those
of the large employer. Hence, he is less subject to union pressure for pensions.

(4) The alternative types of plans offered to the small employer may be
limited.

(5) The small employer may be ill equipped to cope with the intracacies of
different kinds of plans. The cost of dealing with these intricacies is not re-
duced proportionately because of size and may act as a deterrent to action.

(6) The small employer is likely to be uninformed and apprehensive about
the requirements of the Treasury Department in establishing and maintaining
a qualified plan.

Among positive conditions which would tend to encourage small employers
to adopt plans are the following:

(1) Availability of more plans carrying lower acquisition costs.
(2) Further development of multiemployer arrangements, through associa-

tions. community groups or fiduciary institutions, where installations and ad-
ministration costs and/or investment experience and possibly mortality expe-
rience can be pooled.

(3) Simplification of government requirements.
(4) General encouragement of the economic welfare of small business through

government action unrelated to pensions.
(5) Better education of small employers as to the considerations involved in

establishing and operating a retirement program.
C. In what wavs can individuals be encouraged to make greater provision for

their own future economic security?
Here we are concerned with all categories of workers. whether included in

groups to which formal private plans apply or in other categories of the work
force, such as government workers, agricultural workers, and self-employed.

For many of these workers total retirement income will come from individual
accumulations plus social security, and for some, individual accumulations re-
main the sole source of retirement income.

Individual accumulations take many forms, involving complete freedom of ac-
tion and choice by the individual. All can be expected to contribute to financial
security in retirement.
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Beyond the definition of "adequacy" previously expressed, in the final analysis
adequacy must be measured by the individual's personal scale of values, and
expressed by the extent to which he is willing to provide for his future by saving
rather than spending current income.

To the extent that workers are led to believe that their needs somehow will
be met by action of someone else-whether government, employers, or unions-
the motivation for self-provision is reduced. Again, if the expectations of future
policy under social security were clearly expressed and communicated, individuals
could more clearly define the area of their own responsibility and act appro-
priately.

Employer plans or other plans involving group action to which the individual
contributes provide a principal device for encouraging individual accumulations.

The trend toward employer-sponsored supplemental savings plans is evidence
of the desirability of individual accumulations in such plans to meet both em-
ployer and employee objectives.

The deterrent to the maximum extension of such plans is the absence of taxdeductibility of employee contributions.
It would appear that the availability of some tax deferment on all forms of

individual accumulations, would lend substantial encouragement to individual
action toward this end.

If our objective is to provide benefits at the "adequacy" level for all retired
people, then efforts to simulate growth through private means (except for
amounts above the adequacy standard) should be abandoned and the Government
system should be expanded to meet the goal.

But if our objectives are to encourage increases in retirement income, and to
preserve freedom of action and choice of employers and employees in deter-
mining kinds and amounts of benefits. then it is appropriate to consider new
devices.

Any action to achieve these latter objectives would seem to involve encourage-
ment to individuals to provide for their own retirement, encouragement to em-
ployers to assist their employees to provide for their own retirement, and to estab-
lish employer plans.
Tax incentives

One type of encouragement is through the device of a tax incentive.
There are varied viewpoints on the merit, equity, and morality of tax incen-

tives. Their use in encouraging action which may be warranted for social prog-
ress involves questions such as the following:

(1) Is the cost of the Incentive, redistributed throughout the total tax struc-
ture, the most economical and equitable way of meeting the social objective
and does it warrant favoring some at the expense of others?

(2) To what extent would an employer be able to achieve his various con-
structive purposes, if the individual had to pay a current tax on money not
currently received?

Too often tax incentives in qualified plans are considered to be of benefit
primarily to the employer. Since the employer could deduct any contributions
to retirement plans meeting the test of reasonableness of compensation, the bene-
fit of the incentive is primarily to the employee through permitting the defer-
ment of tax on funds set aside under a qualified retirement plan until his non-
earning years. The benefit to the employer arises because, without the defer-
ment of tax to the employee, the employer would not otherwise be able to
achieve the basic business purposes met through a formal retirement program.

(3) Would a device involving individual tax incentive encourage people to
save more than they are already saving, or would it merely provide favorable
tax treatment for present savings?

If tax incentives are considered a logical method of encouraging employer
and individual action, various courses of action can be considered. We do not
have a concrete piece of legislation to suggest. Nor is this an appropriate time
to be concerned with specific details of possible legislation. However, we would
like to describe an idea which might serve as the basis for discussion.
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CnIART XI

An Idea - - a basis for discussion
RETIREMENT ACCUMULATION PLAN

Any employer or individual
may establish a qualified plan.
Contributions... within limits for each individual ... may
be made and deducted by either employer or individual.
Total contributions by or for an individual
in all plans subject to stated limit.
ConiribuTions piaced with approved depository.
Distributions made upon retirement and
under other prescribed conditions.
Taxable as income.

In its simplest terms, the idea is this: Any employer or individual may establish
a qualified retirement plan in a manner that does not encompass the detailed re-
quirements of the present Internal Revenue Code regulations. Contributions to
such a plan, within prescribed limits, could be made and deducted for tax pur-
poses by either the employer or the individual. All employees and individuals
could participate, although the limits on contributions for this purpose would
be reduced for those participating in existing plans by the values of contribu-
tions made to such existing plan. Contributions would be placed with approved
depositories for investment. Distributions to individuals would be permitted
upon retirement or other prescribed conditions, such as permanent disability or
death, and included in taxable income at the time when paid.

CHART XII

What could the
Retirement 4ccamalation /A accomphsh ?

I Encourage employers to adopt plans by providing
simple mechanism for qualification.

2. Give individuals an incentive
to save for retirement.

3. Permit employees to augment
employer- paid benefits.

4. Enable self-employed to accumulate
tax-deferred earnings without
special legislation.
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What could such an idea accomplish?
(1) Employers who have not adopted plans would be given an incentive to

do so by making available a simple mechanism for qualification.
(2) Individuals would be given an incentive for saving for retirement through

deductions in current income taxes.
(3) A degree of equity would be provided among employees covered by differ-

ent private pension plans by allowing those who have lesser employer-paid bene-
fits the opportunity to augment tax-deductible savings for retirement purposes.

(4) A method of accumulating tax-deferred earnings would be made avail-
able to the self-employed without enacting special legislation for their exclusive
benefit.

Perhaps we can describe one set of possible specifications for tax treatment
which implements the idea, to give you a better understanding of some of its
possibilities and limitations.
Allowable deductions

Each individual might have an allowable deduction consisting of two parts:
(1) Retirement accumulation for the current year: up to 7½2 percent of

annual income;
(2) Retirement accumulation for past years for which his allowable

credit was not fully taken: up to 7Y2 percent of annual income.

CHART XIII

Retirement Accumulation Plan
Allowable tax deductions: 15% of pay (including other plans)
CURRENT SERVICE - 7Y/%

Offset for individual account plans:
actual allocation

-Offset for fixed-benefit pension:
assumed value of benefit earned that year

ExamlP/e .
* A man's benefit is being level funded

for 40 years starting at age 25
* Value of fixed benefit = 6 times benefit earned
* If fixed pension is $2.50 X yrs. of service,

deduction = $30 (12 X $2.50) X 6 or $180
* A $4,000-a-year man would have maximum

deduction of 71/2% of $4.000 or $300
$300 - $180 = $120

allowable deduction for
Retirement Accumulation Plan

The maximum allowable deduction, if an individual were eligible for maxi-
mum credit under both parts, would be 15 percent, the present limit for quali-
fied profit sharing plans.

The contribution could be made by the employer, the individual, or shared.
The party actually making the contribution would receive the tax deduction.
Current service

The 7½2 percent of income which would be allowable for the current year
would be reduced by the value of employer contributions to another qualified
plan.

(1) In the case of a profit-sharing or money-purchase plan, the actual amount
of such contribution would be deducted from the 7½2 percent maximum.

(2) In the case of a fixed-benefit pension plan, the deduction would equal an
amount presumed to represent the value of the benefit earned for that year.
Assuming that the individual's total retirement income is being level funded
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for 40 years beginning at age 25, the value of the fixed benefit can be approxi-
mated by an amount equal to six times the annual benefit earned. For example,
under a pension plan providing a monthly benefit of $2.50 times years of service,
the deduction for the pension would equal the annual $30( 12 times the monthly
$2.50 benefit) multiplied by 6 or $180. An employee earning $4,000 per year
would have a maximum deduction of 7Y2 percent of $4,000 or $300. Deducting
the $180 credit for the pension plan would leave him with a net allowable
deduction for a retirement accumulation plan of $120.

CHART XIV

Retirement Accumulation Plan
Allowable tax deductions: 15% of pay (including other plans)
PAST SERVICE

7V2 % of current income
X years from age 25 to present age
- contributions already made

.. with result spread over years
to retirement - - but no deduction
in excess of 7Y/2 % of pay.

Example.
$4.000 man, aged 40.
Maximum post service credit =
7Y2 % of $4,000 or $300 X 15 = $4,500.
Has been in a $2.50 pension 10 years.
Yearly benefit earned to date = $300
$300 X 6 = $1,800 offset
$4,500-$1,800 =$2,700 remaining post service credit.
$2,700 level funded over 25 years -

$108 a year... 2.7% of pay
Past service

The amount which could be an allowable deduction for past service would be
based on a concept of level funding in the future for past contributions not made.
The maximum past service credit would equal 71/2 percent of current income mul-
tiplied by the number of years between age 25 and the individual's present age.
From the maximum past service credit would be deducted the amount of con-
tributions already made, either by the individual or by an employer in his behalf.
The net credit would then be funded over the remaining years to retirement, but
could not exceed 7/2 percent of income deducted per year.

For example, if our $4,000 man were 40 years old today, his maximum past
service credit would be 7Y2 percent of $4,000 or $300 times 15 (his years since
attaining age 25) or $4,500. Let's assume that he had been covered by the $2.50
pension for 10 years by age 40. This would provide a benefit earned to date of
$25 per month or $300 per year. Multiplying by 6, the pension would be an
$1,800 offset to his past service credit. The remaining $2,700, level funded for
the 25 years to retirement, would equal $108 per year. This amounts to 2.7
percent of his pay.
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CHABT XV

| Retirement Accumulation Plan

Example of Self-employed Lawyer
aged 50 ... annuol income $20,000

DEDUCTIBLE

For current service .... 71/2 % of $ 20,000 or $1,500
For post service:

Post service credit: $1,500 X 25 years - $ 37500
Annual contribution = $37500 . 15 = $2.500

Bu this is more thar 7k2 % of ifcoa-we,
so maxknum 4 i5OO

Total deductible $ $ 3,000
Accumulation at age 65 (at 3 Y interest)... .$ 55,800
Monthly retirement income- 400

Let's take another example. A self-employed lawyer, now age 50, has not had
the opportunity of accumulating any tax-deferred earnings in the past. His
annual income is $20,000. How much can he contribute, and how much retire-
ment income can he provide for himself?

For current service, 7% percent of $20,000, or $1,500.
For past service, his past service credit equals 1,500 times 25 years, or $37,500.

His annual contribution equals $37,500 divided by 15 years, or $2,500. Since
this is more than 7% percent of his income, the maximum contribution for past
service is $1,500.

Total annual deductible contribution is $3,000. Accumulation at age 65 with
3 percent interest equals $55,800. His monthly retirement income is $400.

A more complete description of the specifications of this possible approach are
contained in the appendix.

By outlining this idea, our intention has been to stimulate discussion of pos-
sible approaches. We are not attempting to suggest a final proposal for action.
We feel that the problem of extending opportunities for accumulating retire-
ment income to the small employer and the individual is a critical one if the
principle of private action in the retirement field is to prosper and grow. It Is
in the context of this goal that we put forth this idea as one possible basis for
further discussion.
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U.S. population-rnmployrnent and pension coverage

139

Ii.ata in thousandsJ

AU
Total private Agricul- Unem- Govern- Armed

U.S. pop- nonagri- ture ployed ment Forces
ulation cultural

indbstries

Number of business operations- 8, 272. 7 4, 658. 7 3,614.0
Corporations-952. 0 940.0 12.0 l l
Sole proprietorships and partnersbips 7,320. 7 3, 718. 7 3, 602. 0

INumber of employees (paid wage and
salary workers) -60,011. 3 43, 526.0 1, 209.0 4.206.0 8 566.0 2 504. 3Number of self-employed and unpaid
family workers -10,112.0 6,756.0 3, 356. 0

Total -70,123. 3 50, 282.0 4, 65. 0 4, 206.0 8, 566. 0 2,504. 3
Pension coverace:

Employees of large corporations
(FnrlnAs s500n 1nrp'qt Indmitrir.N
plus 250 nonmanufacturing corpora-
tions) -13, 678. 5 13, 678. 5

Multlemployer plans- 3,302. 1 3,302. 1
Unidentifle private Plans ------- 3,219. 4 3, 219.4----------------------
Governmizent employees-6, 500. 0 - - - 6, 500.0

Total covered -26,700.0 20, 200.0 -6 500
Workers not covered:

Employees - -- ----------- 26, 601. 0 23, 326.0 1, 209. 0- 2,066.0Self-employed -10. 112.0 6, 756. 0 3, 356.0
Unemployed- 4 206 0 -4, 206.0

Total not covered -40919 0 30,082.0 4,565.0 4, 206.0 2,066.0
Workers partially covered- 2. 543 = = ,504. 3

Source: Treasury Department; Department of Commerce; Department of Labor; Department of Health,Education, and Welfare; Time, Inc.

Mr. HEwIrr. Returning to our outline on the kinds of things we
have covered in our statement, some of the trends we will review
are-

(1) The amounts of benefit;
(2) Benefits may be leveling off as a percentage of final pay;
(3) Plans are finding ways to offset the effects of inflation;
(4) Vesting is receiving greater enlphasis;
(5) Medical care benefits are being extended to retirees.

Secondly, under the division of responsibility of the Government,
private plans, and the individual, we will suggest a possible definition
of three levels of retirement income. We will attempt to identify
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the roles of the Government, private plans, and the individual in
provision of retirement income, and review the justification for pri-
vate plans.

Under conditions conducive to continued growth of private plans,
we first attempt to project coverage by a rough breakdown of the
numbers in the working population in the various classifications and
then to analyze anticipated growth of private plans by discussing
these following questions:

(1) Under what conditions can we expect continued improvement
of benefits for workers now covered under private plans?

(2) How and to what extent can coverage under private plans
be expanded?

(3) In what ways can individuals be encouraged to make greater
provision for their own economic security?

We focus attention on the area of small employers among whom
most of the extension of private plans must come in the future.

We will discuss the encouragement of expanded coverage through
the device of a tax incentive, and we will use as an illustration the
idea of a program which could cover all categories of individuals,
including those not covered under private plans or those that can
never be covered under private plans, and also including those who
are covered under other plans. Such a program could use a formula
taking credit for other contributions made in behalf of these people.
It is our hope that this kind of program might illustrate a way of
accelerating growth of private plans and action on the part of in-
dividuals in providing for their own retirement income.

Returning to the first point. On trends, Tom Paine will now dis-
cuss some of the trends that are guiding the development of private
plans today.

Mr. PAINE. There is little uniformity in plans for private pensions
today. This is not surprising if you consider that each employer,
perhaps with the collective bargaining agent, designs a program
uniquely suited to the particular needs of his group. This lack of
uniformity makes generalization difficult. But I think there are
certain themes of development which appear to be occurring with
significant frequency. Here are some of the more important ones
that we see influencing the amount of retirement income that pensions
provide.

First, is the amount of increase in benefits that has been occurring
in recent years. A typical program today may be providing about
45 to 50 percent of a worker's pay at time of retirement. That in-
cludes the primary social security benefits. There are strong indica-
tions that the so-called leaders or pattern setters are aiming at levels
of about 60 percent of pay for career people.

Perhaps we could illustrate some of the benefits under these typical
plans. For example, there is the pension negotiated between General
Motors and the United Automobile Workers.

In 1950, a retiring employee from General Motors had only social
security benefits of about $45 a month. By 1959, after the most recent
pension negotiations, the social security level had risen to $116 and the
pension provided another $84, for a total of $200 per month. This
latter figure represents about half pay for the retired hourly people,
not counting the wife's benefits under social security at all. Not
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only are we having the amounts of benefits going up, we see an indi-
eation that benefits may be Ievpling off as a Dercent of pay.

For example, we can take our General Motors illustration again.
We note that somewhere between 45 and 50 percent of final pay is
being replaced for hourly people in the automobile industry. These
increases iii pension and social security benefits are not as significant
when expressed as a percentage of pay as they are when we look at the
dollars, because the pay has been going up at the same time. We
k-lnow of many companies which are planning for total retirment in-
comes somewhere in the are of 60 to 70 percent of pay. That is the
target that they are looking for.

We could compare this target level with the budget for the elderly
couple that Commissioner Clague talked about just a little while ago.
The budget figures, on a monthly basis, vary from $220 a month to
$281 a month in the various cities.

Senator SMATHERS. Are those the figures that the Bureau of Labor

Mr. PAINE. Yes, they are.
Social security for an elderly couple, at the time this budget was

done, provided a maximum of $174 a month. This leaves a balance
to be provided to reach the budget level that varies between a low of
$46 a month in Houston and a high of $107 a month in Chicago.

Now, a person retiring under a typical pension plan, like General
Motors', might have a pension of $80 a month. If this were so, he
could live at the budget level or higher in 13 of the 20 cities which
the Bureau studied. This would seem to suggest that in many cases
employees will prefer to take future increases in compensation in a
form other than increases in pension benefits.

Senator SMATHERS. Say that over again and tell me why that is so.
I do not know that I follow that.

Mr. PAINE. We could express it this way. The amount of money
that has been going into private pensions in the last 10 years has been
very substantial. Collective bargaining contracts have usually in-
cluded a large amount going into pension plans. We suspect that
this effort, in the last 10 years, has raised the benefit levels to a point
that is pretty close to what people want to have. From now on, per-
haps we will not see as much new money going into pension plans.

Senator SMATHERS. I see.
Mr. PAINE. From now on, maybe more of our bargaining is go-

ing to turn to direct wages.
Senator SMATHERS. Fringe benefits other than retirement pro-

grams?
Mr. PAINE. Yes, those too.
Senator SMATZHERS. I see.
Mr. PAINE. We have reached a certain level. Now we may be

beginning to level off on pension benefits.
Senator SMATHERS. That is in certain cities. I think Mr. Cohen

testified yesterday-I forget what percentage of the people do not
get the maximum social security, but it would seem to me it was
more than 50 percent

Senator NEUBERGER. Yes, it was over 50.
Senator SMIATIERS. So I think your conclusion would be right in

certain areas and probably not in others.
73207-61-10
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Would that -be a fair statement?
Mr. PAINE. I think we could say that this is true for people who

are retiring today from the typical company.
Senator SMATHERS. Yes, I see.
Mr. PAINE. The average social security figures, of course, include

many people who have retired earlier, when our benefits have not
been as high, or who are being retired today from companies that
have substantially lower wage rates. But the typical pension-
providing company may develop a situation similar to this.

Senator NEuBEROER. Do you really think it is a typical company,
or is it just typical in the big industrial areas? It seems to me this
is more tvpical of a very large company. I do not believe it is typical
if you examine nationwide companies where people are employed.
It depends on what you mean by typical. If you are thinking of
only the giant automotive companies, perhaps, yes.

Mr. PAINE. Let us say this could be described as She common
pattern. Not all companies are up to the pattern level.

Senator NEUBERGER. Far from it.
Mr. PAINE. But we have had, for example, the influence of many of

the unions, such as the auto unions, steel unions, electrical unions,
who have all established pensions of this pattern. Most of them
are now in the area of providing a benefit of between $2 and $2.60.
There are a great many companies that do not fall into this pattern.

Mr. HEwITr. I think what we are saying is that we have to take
into consideration the factor of time. Things do not move in all
places at all times at exactly the same rate, but nevertheless, there
is a tendency to follow the pattern that is established, and so the
pattern probably has some significance. Historically, it certainly
has, because there is a tendency to follow behind, but the timing
factor makes any comparison at a particular moment different than
it would be if we tried to project what we will come to with the
trend that is apparently established.

Senator NEu-BEROER. Well, continue.
Senator SMATnERs. Of course, this is assuming one other addition

of fact, is it not, that we will not have any material increase in the
cost of living, or, put it another way, we will not have very much
inflation.

Mr. HEwIrr. This is a different question which Tom will talk to
in a minute.

Mr. PAINE. I think this is the third major trend we would suggest
is developing today, that employers are finding ways to offset the
effects of inflation in their pension planning.

The most common technique being use to do this is the periodic
revision of benefit systems. We just raise the levels every time we
have a bargaining session. But we are also finding ways to build this
into the pension provisions themselves. For example, in some cases
the employer takes the responsibility to provide a pension that is
related to a person's earnings just before he retires. Thus, if there is
inflation during his working year or he receives promotions, the pen-
sion level is going to be based on his final standard of living.

We also have the cost-of-living pension being developed by some
companies under which the amount of the benefit will vary in accord-
ance with the CPI index. We have certain kinds of plans in which

142



RETIREMENT INCOME OF THE AGING

the funds are invested in securities that tend to vary in price with the
cost of living. For example, a profit-sharing or savings Dlan will
give to the individual all increases in value and fund earnings. So
will a variable annuity. I do not think we are saying there is a trend
toward any one of these individually, but there very definitely is a
trend in colnpany pensions to find some way of attacking the inflation
problem.

These two other trends that we mentioned, the trend toward vesting
and the trend toward providing more adequate medical protection
perhaps could be omitted at the present time, although later, if you
wish to discuss them, we would be glad to do so.

Senator SMATHERS. I would be interested in seeing the medical care
benefits being extended to retirees. Do you have any figures on that?

Mr. PAINE. No; we do not.
Senator SMATHMRS. All right.
Mr. HEWIrr. I think we may be able to come back to more of these

trends if there are questions and ii we nave tiume bu ;uver Liem. v t

want to skip a good part of the prepared statement, referring to the
division of responsibility among government programs, private plans,
and individual action, merely mentioning as a basis for certain other
remarks, that the pension movement is largely dependent in its growth
on the continuation of the economic justifications for employers to
provide pensions on behalf of their employees.

In conclusion, one point on which we are all agreed is that in con-
sidering the question of the proper distribution of responsibility
among government and the employer and the individual, we can draw
the conclusion that there is an appropriate area of action for each,
and it is not desirable for any one of the three to be considered the
sole source of retirement income. But planning must take place in
such a way as to allow each of the three sources to accomplish its own
particular purposes.

We move on, then, to the discussion of the conditions that are con-
ducive to the continued growth of private plans.

In looking to the improvement of retirement incomes, we must
establish certain perspectives. I think that from the standpoint of
trying to help the committee see some of the problems and the alterna-
tive courses that are available, it is important to emphasize this per-
spective that today's levels of retirement income are not necessarily
an adequate measure of the progress of private retirement programs.
Senator Neuberger has raised the point that we may look today at
what has happened, but in trying to project what will happen in the
future, as a basis for considering the problems as they relate to the
future, it is necessary for us to consider that we are dealing with
present actions that do produce future income and that therefore
our appraisal must look beyond today's results to the income being
created for tomorrow.

This is certainly not to say we ignore present need but it does sug-
gest that any action of other than a temporary nature affecting retire-
ment income should be based on future projections of the results of
present practice.

The second perspective I think we would like to suggest is that
our present approach contemplates action by the individual, by the
individual and his employer, and by the individual, his employer, and
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government. Consequently, in analyzing each source of retirement
income we must view retirement income in its entirety.

Similarly, in viewing privately provided retirement income, it is
necessary to consider in their totality the many and varied devices
available to employer and employee, either separately or jointly. One
must be aware of possible overlapping of action in seeking the total
result. In considering an analysis of future growth it may be help-
ful to establish in broad ranges the various categories with which we
deal. A breakdown of the total work force reveals the extent of cov-
erage under formal retirement plans (public or private) as follows:

Roughly, there are now 201/4 million people under formal private
plans and about 61/2 million government workers. Some part of the
21/2 million in the armed services are partially covered. Not covered
then, are 231/2 million nonagricultural workers, 2 million government
workers, 41/2 million agricultural workers, 6 million self-employed,
one-half million unpaid family workers, and 4 million unempoyed. So
with this as a background, we can divide our analysis in three parts.

Senator SMATHERS. With respect to "not covered-231/2 million non-
agricultural workers," are those the ones who work for the self-
employed?

Mr. HEWETT. No, sir; these are the ones in the group 'who could
probably be covered by the private plans, but are not presently covered.

Senator SMATHERS. They could be covered by private plans, but are
not covered?

Mr.' HEWirr. Yes. In other words, there are only 201/4 million
presently covered under private plans.

Senator SMATHERS. Yes. Now, what about these 2 million govern-
ment workers?

Mr. HEWiTrr. Those would be many of the State and local govern-
ment employees who are not covered in any public plan.

Senator SMATHERS. Those are, I see, State and county and city, and
so on?

Mr. HEwiTT. Yes.
Senator SMATHERS. 6 million self-employed; these are the ones that

would be covered under the so-called Keogh-Jenkins-Smathers-
Neuberger-Smith bill.

Mr. HEWITT. That is right.
Senator SMATHERS. Half a million unpaid family workers-are

those domestics?
Mr. HEwiTT. In large part, or possibly working without pay in the

store or in some other unpaid occupation.
Then if we tried to break down the problem for analysis, we might

do it by asking three questions. No. 1 would be, Under what conditions
can we expect continued improvement of benefits for individuals now
covered? In other words, we are trying to project into the future. We
are not accepting any conclusion that presently covered people are
covered to the point where we want them to be or think they should be
or we anticipate they will be, but under what conditions can we ex-
pect improvement to take place?

Secondly, how and to what extent can coverage under private plans
be extended to inolude more people?

And, third, in what ways can individuals be encouraged to make
greater provision for their own future economic security?
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Well, now, let us take this first question, Under what conditions can
we expect continued improvement of benefits for indiiduals now.
covered? This question concerns the 2014 million people now covered
by private plans. It can be reasonably assumed that about 60 percent
of these 201/4 million are employed by about 750 companies. In other
words, 60 percent of them are covered by the larger companies. It
is likely that in the long run most employees covered by private plans
who continue to work and to be covered by these plans will have their
retirement income needs met, at least to the level of "adequacy," as
previously defined.

This conclusion assumes that certain conditions will prevail:
(1) It assumes that the present trends toward more adequate

pension benefits continue, and there is a constant movement toward
the improvement of benefits.

(2) It assumes the vesting provisions in plans will continue to
increase in prevalence, and there is a definite trend in this direction.

(i) it assumes that increasing pension benents continues to nave
a high priority among union bargaining demands.

(4) It assumes that benefits under Federal social security do not
continue to be increased until amounts threaten the employer's justifi-
cation for maintaining a private plan. There is a good deal of feeling
on the part of employers

Senator SMATHERS. What do you mean by that?
Mr. HEwIrr (continuing). Of uncertainty about what social secu-

rity will do, which may tend to retard action on their plans. This
delay they feel would not be appropriate if it were not for the tendency
of social security to assume a larger share of provision of income.

Senator SMIATHERS. In other words, in all of these bargaining ar-
rangements that are worked out between labor and management, the
social security program does, of course, have a very tremendous im-
pact on that, the basis of this.

Mr. HEWITT. Of course.
(5) Government policy on tax legislation and social security be-

comes sufficiently stable to allow the employer to plan his actions with
some assurance of future effect.

(6) There is no restrictive legislation enacted which limits the emn-
ployer's freedom of action to the point where the private plan becomes
a burden to maintain.

Senator NEUBERGER. I think we ought to go back to No. 5. It ap-
pears to me something is implied there that I do not exactly see.
What do you mean, "Government policy on tax legislation and social
security becomes sufficiently stable"? How can it become stable in a
time of foment in the world? What do you mean to suggest in that
phrase?

Mr. HEwITT. I think we are referring more to the tax as it relates
to this kind of benefit, and I think we are suggesting that since there
will always be a limit to the amount that can be allocated for any
kind of purpose, if it is going to be allocated through Government
action, then it is not available through private action, and in com-
mitting future income to this kind of purpose there would be uncer-
tainty as to whether the income committed today also would have on
top of it that which would be committed by force of Government
action in the future.
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So it is purely a question of uncertainty, and I think it is a matter
of some concern to many employers in their attempt to try and pro-
vide as adequately as possible. There is concern in not knowing
exactly what might hap pen in the future. I think this is reflected in
some statements of employers concerning the place of the company
providing retirement benefits, and you have it in this statement here
[ indicating] and I would like to have this statement be made a part
of our statement to the committee, as a supplement.

Senator SMATHIERS. We will make that a part of the record.
Mr. HEwrrr. Thank you.
(The statement referred to follows:)

COMMENTS FROM EMPLOYERS R4EGARDINO THE PLACE OF COMPANY-PROVIDED RE-
TIREMENT BENEFITS IN THE OVERALL RETIREMENT INCOME OF INDIVIDUALS

(Supplement to the statement of Edwin Shields Hewitt and Thomas H. Paine)

COMPANY A

The principal area of our concern with retirement Income is its relationship
to social security. As many companies do, we have tied our penson program
to the social security payments and, of course, have supplemental benefits
through a savings program to which the company makes substantial contribu-
tions. Over the years we have been concerned with rising prices and the diffi-
culty of pensioners to live on their incomes, but at the same time we recog-
nize that our plan and many retirement plans are geared to salaries during
the final years of employment. There has been considerable hesitation on the
part of our management to improve our pension payments because of the
steadily increasing social security payments. This, of course, is particularly
significant among lower paid employees. It would seem to us that privately
sponsored pension programs will have a steadily decreasing importance per se
in retirement income as the social security benefits increase. The principal
problem, of course, is that the assumption that social security payments will in-
crease is speculative and based on past performance. The fact that this trend
continues is a serious deterrent as far as our management and, I suspect. many
other companies as well, in terms of modifying or improving their pension
programs. In essence the question comes down to whose responsibility it will
be to provide adequate income-private pension plans or the Government. Since
the cost of any Government-sponsored plan is shared by the companies, it be-
comes even more difficult to project future liabilities in a total retirement pro-
gram for any progressive private company.

A second area of considerable concern, and one in which I can make very
few comments, is the matter of early retirement. The trend via social security
of permitting retirement at age 62 is of considerable concern to us and, I sus-
pect, to many other companies. The question of whether or not this will be-
come a mandatory retirement age in practice or a voluntary one and the effect
of this trend on retirement income is quite serious. Obviously as the time of
service decreases, the benefits from private funds are less. Also, the ques-
tion of whether the new Federal policy will affect or should affect companies.
in terms of voluntary early retirements, merits considerable consideration. It
would seem to us that the problem of retirement is becoming much too auto-
matic in any event. Obviously there are individuals who should, due to physi-
cal deterioration, retire considerably earlier than 65, but usually do not because
of inadequate retirement income. This is coupled with the equally serious prob-
lem of a person who is adequately able to perform his job considerably be-
yond 65. In spite of the complexities of the changing labor market due to
automation, it would seem to me that the matter of retirement should become
much more flexible than it has been to date. It would appear essential that
some method be devised to secure both Government and industry participation
to produce adequate retirement income at both ends of this continuum.

In essence I believe most companies would be interested in long-term trends
of Government thinking, so that adequate planning of their private plans can
be begun.
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COMPANY B

Generally speaking, it is our feeling that total retirement income should pro-
vide a moderate standard of living to the retiree. This should be related to his
previous earnings level and his length of service.

We believe that the Government's responsibility should be to provide no more
than a bare subsistence. Any additional income should be provided by the em-
ployee and the company, contributing together toward his financial security.
This joint effort reflects our philosophy of helping the individual help himself.
In other words, the individual as well as the company has a direct responsibility
to provide for his security. This responsibility of the individual is fundamental
to the American way of life.

We also believe that provision should be made for health care for retired em-
ployees. Accordingly, we have adopted a comprehensive health care program
for such employees. Again, we believe that this kind of program can be most
economically provided by privately administered plans.

As our society grows and develops, wider and better coverage will be pro-
vided by private plans. However, there still will exist a group of people who are
not associated with organizations that have retirement programs and who, to a
large extent, have no provisions for old age. Herein lies the greatest problem.
This. however. is not lnlike the nrohlem which now Pexistq for the npedv neonle of
younger ages. Some form of assistance for this group probably will always be
necessary but how it can be provided we do not feel qualified to say.

COMPANY C

There are a number of problems in connection with the question that occur
to me:

(1) Because of the rapid increase in wages and salaries since the war years,
it is difficult to provide a pension for the long-service employee which is an ade-
quate percentage of his salary at time of retirement, without excessive cost to
the company.

(2) After an employee has retired on a fixed pension and living costs continue
to rise, should the company he has worked for have an obligation to increase
his pension from time to time? (We have already assumed this obligation.)

(3) To provide either or both of the above items without destroying the em-
ployee's initiative to provide at least part of his living after retirement.

COMPANY D

We, of course, feel very definitely that company-provided retirement bene-
fits do play an important part in the overall retirement income of individuals.
This, supplemented by company savings or thrift plans, plays an important
part in providing adequate income.

The trend that we fear is the growing reliance on Government to do the job.
With greater strides in medicine and people living longer, we are opposed
to constantly reducing the retirement age below 65. This simply increases the
burden on the working group, which represents a smaller and smaller per-
centage of the total population. If people are living longer and are healthier,
it would seem to us to make more sense to have them retire at perhaps a some-
what later age and to provide them with a greater income in so doing.

The trends or directions which warrant encouragement and stimulation, as
we see it, should be anything to encourage the growth of industry in our coun-
try so that industry, in turn, can provide for its employees at a far lower
cost than the Government can provide for them in their later years. This,
of course, means more incentives for all types to industry, including the all-
important tax incentive.

This country was built on the self-reliance of individuals and the practicing
of thrift. This seems to be less important as our Government takes over more
and more responsibilities, which cannot help but lead us to more and more
socialism.

The question of the adequacy of income for various categories is, of course,
a complex study in itself and one that constantly changes with inflation. It
does seem important to us that social security be limited to its proper part
and that individuals be made to supplement their own savings with company
pension and thrift plans.
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COMPANY E

We, of course, have been very much interested in the progress of pensions
over the years and the compensation paid to retiring employees. We have
observed the rapidity with which public pensions have increased and the cor-
responding increase in employee-employer deductions to support the public
pensions.

Our private pension plan is integrated with the public (social security) pen-
sion plan since we feel very strongly that with the substantial increase in pay-
ments by both the employee and employer, in the not too distant future, pub-
lic pensions will provide for individual retirement without the need of private
pensions. Of course, I agree private pensions would be very nice to provide;
however, as competition increases within our own country and from outside
of our country, it will be very difficult to provide for private pensions and still
support the very substantial public pensions. (I believe the proposed rate
for 1962 will be approximately 6%4 percent and by 1969 will be approximately
914 percent.) I feel that when an individual provides 9 percent or 10 per-
cent of his income for pension benefits, it is a fair proportion of his income
and when this is supplemented by an additional several percent, it may sub-
stantially reduce his present standard of living. Therefore, we in industry
are faced with much more careful scrutiny of fringe benefits now than we have
been for many years, and as our cold war continues with substantial tax bur-
dens being placed on individuals as well as corporations, it seems to me that
very careful examination needs to be given these problems.

I am very sympathetic to increasing the aid to the aged. I fully realize that
the life span has been greatly increased. I am not one that believes the Govern-
ment should provide all of the benefits for the individual. I believe we should
still encourage individual incentive. Basically, I feel that private pensions should
be more on a voluntary basis so the individual employees who desire to increase
their pension benefits could do so; however, present tax laws discourage these
voluntary contributions which stimulates the company or the Government pro-
viding all without any participation of the individual.

COMPANY F

Our opinion as to the place of company-provided retirement benefits in the
overall retirement income of individuals is as follows:

Every organization is eventually faced with the problem of aging employees
where ability and efficiency to maintain the going work pace becomes impaired.

Company-provided retirement benefits have a definite place in the overall
retirement income of individuals providing economic gains can be accomplished
in order to justify pension costs. We recognize the value of favorable relations
between the company, its customers, employees, and the public at large. If the
company is unable to command such respect, its public relations program falls
far short of its potential effectiveness. From the standpoint of the employee,
the effectiveness is implemented by the company's concern for the well-being of
its employees, not only during his working career, but also after his ability and
ingenuity disappears because of the infirmities of age. This concern for the
welfare of employees, when implemented by a realistic retirement income pro-
gram, creates a peace of mind and favorable attitude on the part of the em-
ployees. Improvements in morale and efficiency cannot, in our opinion, be accom-
plished by means of security programs established through Federal legislation
(social security et al.).

To some extent, profits are the result of efficiency surpluses. A portion of such
profits are not true profits but should in some manner be held as reserves for the
inefficiency losses, which the employees whose abilities and effectiveness become
impaired will eventually bring.

It seems that a pension plan financed with a portion of the economic gains is a
means of keeping a balance between efficiency surpluses and inefficiency losses,
and thereby keeping the company in a good competitive status.

Senator SMATHERS. It is a fact, is it not, that under present tax laws,
a person who receives a pension from a private company pays a tax
on that?

Mr. PAINE. That is right.
Senator SMATHERS. When they receive it?
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Mr. HEwiTr. When they receive it.
Senator SArATHERS. That is ripest. The comnanv originallv set

aside that amount of money for taie pension from its total gross in-
come, so that the company actually gets a tax deduction by creating a
retirement pension plan, but then the pension money that the employee
receives at 65 when he is probably in the lower income bracket, is sub-
ject to payment of tax.

Mr. HEwIrT. This is right, yes.
Senator SMATHERS. If it is of sufficient amount to fall into the tax

classification, is that right?
Mr. HEwirr. Yes, unless it is covered by exemptions.
I think we might go on to the second question as to how and to what

extent coverage under private plans can be expanded. Here we are
concerned with the 231/2 million nonagricultural workers, to whom the
extension of formal private plans could apply.

In reaching for the greatest possible extension of coverage to these
01111ILl WUl'hCl' lb bIvUlUIvU lie IUL~~ IiU UJI Cs v-4SALlVS ~

under private plans is increasing at the rate of approximately
1,200,000 employees a year. This continuing trend can be expected to
absorb a substantial part of the 231/2 million noncovered sometime in
the future. Yet we think it is unlikely that the probable potential
coverage of private plans approaches this 231/2 million figure.

Although we have no evidence of the number of employees involved,
it is estimated that approximately two-thirds of the firms employing
these 231/2 million workers are sole proprietorships or partnerships for
whom the inability to include the proprietors and partners themselves
in a qualified plan acts to retard the expansion of coverage to the em-
ployees of these firms.

Most significant, however, is the factor of smallness of size of the
businesses employing many of these 231/2 million people and the effect
of this size on the extension of coverage.

Further evidence of size of companies employing the 231/2 million
employees, of course, is evidenced by the number of employees in plans
currently being adopted.

As coverage is extended the number of employees per company
adopting plans in the future will likely continue to decrease.. Sinee
the problem obviously is one of finding ways to encourage the adoption
of retirement plans for small groups of employees it is appropriate to
identify some of the conditions which influence the small employer.

(1) There has been less competitive pressure for pensions on the
small employer than the large, but it can be expected to increase as
pensions spread.

(2) Frequently the small employer's economic position discourages
consideration of retirement programs.

(3) The small employer's employees are less likely to be organized
than those of the large employer. Hence, he is less subject to union
pressure for pensions.

(4) The alternative types of plans offered to the small employer
may be limited.

(5) The small employer may be ill equipped to cope with the in-
tricacies of different kinds of plans. The cost of dealing with these
intricacies is not reduced proportionately because of size and may act
as a deterrent to action.
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(6) The 'small employer is likely to be uninformed and apprehen-
sive about the requirements of the Treasury Department in establish-
ing and maintaining a qualified plan.

If we take a look at some of the conditions which we think would
encourage small employers to adopt plans, we include a condition
where there would be greater availability of plans carrying lower
acquisition costs. The tendency is for plans for smaller employers to
have higher acquisition costs than is true for the larger companies.

Senator S-3ATHERS. That would be done through trust companies
and through insurance companies and-

Mr. HEwiTT. It could be, yes, regardless of how it might be done.
Senator SMATHERS (continuing). And pension plans. You just

say that if they had lower acquisition costs more of them would do it?
Mr. HEwirr. Probably so. This may act to retard it.
We think another condition would be the further development of

multiemployer arrangements, and by that we mean arrangements in-
volving more than one company in some way, whether this was done
through associations, community groups, or fiduciary institutions,
but where the installation and the administration costs and/or invest-
ment costs and possibly the mortality experience could be pooled so
the experience of companies would be shared as far as this produces
costs. Multiemployer arrangements might therefore reduce the cost.

We think the growth of pensions among smaller employers might
be encouraged if there were more simplification of Government re-
quirements, particularly as affecting the smaller employer.

Senator NEUBERGER. Which requirements, now, are deterrents?
Mr. HEwITT. Well, the Treasury Department requirements and the

Disclosure Act requirements which, regardless of their merits or
necessity, tend to impose upon the employer additional burdens
which the smaller employer is less able to maintain.

Senator SMATHERS. Will you repeat that answer? You say "sim-
plification of Government requirements," and her question was, "And
what Government requirements are there?"

This is an area in which we might be able to specifically do some-
thing about it, because that is a good question.

Mr. HEwITT. The Government requirements are quite complex and
probably for good reason, in many cases trying to cover the wide
range of considerations and possibilities that might exist. They
have to cover every kind of possibility. This produces a mass of
regulations and procedures which, no matter how necessary, still is
frightening and perhaps burdensome, particularly to the smaller em-
ployer. He is less able to do it; he is less able to understand it; he
has less staff to handle it; he has fewer consultants to advise him.
He does not have many of the things that make it possible for the
larger employer to do this.

But to have to go through the formality of the rather intricate plan-
ning procedure and qualification procedure may act as a deterrent.
And we are just suggesting that if for smaller employers in some way
there could be devices where this could be simplified, this might tend
to encourage more small employers. We are not trying to make any
kind of case; we have no idea to sell; we are merely trying to help
you analyze what are some of the kinds of things that may be helpful
in trying to extend private coverage to do a better job of providing
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more retirement income for more people. We are merely suggesting
these kinds of things to be considered as factors in this problem.

Senator SfXTHERS. About 5 years ago in the Small Business Com-
mittee we were able to get the Treasury Department to prepare a
book which was called "Tax Guide for Small Business." They took
all the tax regulations, and we finally got some people working on
tax advantages that would inure to a small businessman, because it
was evident that the small businessman did not have enough money
to go out and hire any high-priced lawyer and high-priced account-
ants.

That book, of course, has been very successful. There is a con-
tinual demand for it from small business, as you know.

Do you think, as a practical matter, that we might be able to get
the Pension Division of the Treasury Department to get us a book
of some kind, a simplified form, which would show small businesses
hoAw thpv (wa11ld Rat un a nrivatp. nension nropram. what, the reouire-
ments would be, and make certain suo estions to them? Do you think
that something of this nature coulade formulated which would be
helpful to the small businessman in setting up the pension program?

Mr. HEwrrr. We are suggesting that this is something that could
be considered.

Senator SMATHERS. I know, but I want to go further than just con-
sidering the possibility.

Mr. HEWITT. Yes; I realize this.
Senator SMATHERS. You have had a lot of experience in this field.
Mr. HEwrrr. Yes; we think it could be done.
Senator SMATHERS. Can it be accomplished? Can it be made simple

and understandable with all the maze of regulations that we have?
Could a couple of smart fellows get together and out of all this maze
of regulations, devise some simple direct and well-understood method
of small businesses setting up private pension programs?

Mr. HEwrrr. I think so, Senator.
Senator SMATHERS. And you think that would be a good idea?
Mr. HEW`rr. To what extent it might require legislation to modify

any of the present requirements, I think the Treasury Department
people would be very qualified to tell you.

Senator SMATHERS. All right.
Mr. HEwrrr. And the same idea you are suggesting here, we have a

need for-perhaps in many cases, this is an unreal apprehension on
the part of small employers, but it does exist-better education of small
employers as to the considerations involved in establishing and operat-
ing a retirement program.

I think as far as encouraging individuals, we will confine our re-
marks here to those involving employer plans or other plans involving
group action.

Employer plans or other plans involving group action to which the
individual contributes provide a principal device for encouraging in-
dividual accumulations.

The trend toward employer-sponsored supplemental savings plans
is evidence of the desirability of individual accumulation in such plans
to meet both employer and employee objectives.

The deterrent to the maximum extension of such plans is the absence
of tax deductibility of employee contributions.
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Senator SMATHERS. I am not quite clear again on the tax question.
Are you saying that the employee's contributions to the pension
planning-

Mr. HEWITT. Is after taxes.
Senator SMATHERS. It is not tax deductible.
Mr. HEWITT. Yes.
Senator SMATHERS. It is deductible, then, at the time he receives it

if he pays a tax on it originally?
Mr. HEWITT. That is right; yes.
Senator SMATHERS. That is a different plan than the plan which

we talked about with General Motors, for example, whereby the com-
pany establishes the whole thing, though it is not considered a part
of wages that that company puts up for the employee.

Mr. HEWITT. Many companies supplement this with plans they
sponsor which enable the employees to contribute and get the benefits
of group action in supplementing their other retirement income. It
would appear that the avail ability of some tax deferrment on all forms
of individual accumulations, would lend substantial encouragement
to individual action toward this end.

Senator SMATHERS. Why would it not be a good idea to give them
tax exemption at the time that they make the contribution to this
fund?

Mr. HEWITT. Yes; this is done in Canada.
Senator SMATHERS. In Canada? Would you recommend that? Is

that from your experience?
Mr. HEWITT. We are not recommending, we are merely trying to

outline the kind of things that we think are appropriate to the con-
sideration of this important problem.

Senator SMATHERS. You are a very able man. You ought to run
for office.

Mr. HEWITT. I am nowhere near that able.
Senator SMATHERS. I do not mean that unkindly, either for you or

for us, but we would like advice from your basis. You have had a
wealth of experience in this field, and we are just neophytes trying to
learn something about it to see if we can not be helpful. What we
look to is men like yourself, men who have had all this experience,
to make to us specific recommendations.

If you would, we would also appreciate your guidance. We may
not follow it, but we would like to have it.

Mr. HEwITT. I think if we had the responsibilities for making deci-
sions as you do, we would go at it in exactly the same way you are,
going after the viewpoints of a good many people and studying them.

Senator SMATHERS. Thank you.
Mr. HEwITT. I would suggest one type of thing that is in line with

this as far as tax incentives are concerned. There perhaps are some
devices which could do this which perhaps should be considered as
tax incentives in encouraging employers to assist their employees to
provide for their own retirement and to establish employer plans.
You are asking for various courses of action that might be considered.

We do not have a concrete piece of legislation to recommend at this
moment, nor is this an appropriate time, in our opinion, as we under-
stood the assignment for this meeting was not concerned with specific
legislation or of possible legislation.
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However, we would like to very quickly describe an idea which
might serve as a basis for your consideration and discussion which is
along this line. May we take a couple of minutes to do that?

Senator SMATHERS. Certainly.
Mr. HIEwrTT. Tom, why don't you just quickly review this?
I think it is consistent with the questions and suggestions made.
Air. PAINE. This is the idea in its simplest terms. Any employer

or individual can establish a qualified retirement plan that does not
encompass all the detailed requirements of the Treasury Depart-
ment. Contributions to this plan within prescribed limits could be
made, and be deductible for tax purposes, by either the employer or
the individual. All employees and individuals could participate, al-
though there would be limits on contributions for this purpose, and
this would be reduced for those participating in existing plans by the
value of what is going into those plans. The contributions would
be placed with approved depositories for investment. Distributions
co inaiviauais would De permitted upon retirement or other pre-
scribed conditions such as permanent disability or death, and in-
cluded in taxable income at the time when paid.

Senator SMATHERS. Would they be taxed at the time of the dis-
tributions?

Mr. PAINE. Yes.
We would let any employer or individual establish a plan. The

amounts which a person could deduct would be prescribed, and there
would be deducted from these limits the amounts for which he is
already receiving credit through some other pension plan sponsored
by his employer. Then we would give him the same tax treatment
on his own money as he now gets from employer money through
the qualified plans.

If we did that, what might we be able to get from it?
First of all, we think this would encourage employers to adopt

plans by providing a simple mechanism by which to qualify them.
It would give individuals an incentive to save for their retirement.
It would permit employees to augment benefits under an employer
plan, and it would enable the self-employed to accumulate tax-
deferred income without specific legislation for them.

Perhaps we can describe one set of probable specifications for this.
Senator SMATHERS. Do you mean you can accomplish this with-

out special legislation?
Mr. PAINE. No; we are thinking this would be a piece of legisla-

tion, but instead of saying we would have a Keogh bill just for the
self-employed, let us pass one piece of legislation which encom-
passes all these problems at one time.

Senator SMATHERS. That would be desirable.
Mr. PAINE. This is how it might work. This is just an example.

We would have an allowable tax deduction for an individual of 15
percent of his pay. This includes all the forms of plans that he may
have. He can take a deduction of half of this for his current service,
for his earnings in this particular year. From this 71/2 percent
limit, we would deduct what he is getting in individual account
plans and in fixed-benefit plans that his employer is sponsoring.
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For example, let us assume that a man's benefits under this idea
is being level-funded for 40 years, from the time when he is aged
25 to 65.

Senator SMATuERS. Tell us just what you mean by "level funded."
Mr. PAINE. We mean if he puts in a specific amount each year from

age 25 to 65, it will buy a particular benefit. So we can then say we
know how much it costs at any one of those ages to buy this benefit.
We can estimate, then, that if we take the benefit that he earns in any
year and multiply it by 6, this comes out to be this level-funded basis.
So, for example, let us say a person is covered by a $2.50 plan like
General Motors. The value of this benefit is $30-the annual benefit
times six-or $180. So his maximum credit, then, would be 71/2 per-
cent of his pay, in this case 71/2 percent of $4,000, or $300. Subtract the
credit he cannot take from the employer plan, and we will let him
put in the balance, $120.

Senator SMATHRMS. Now, go through that once more, if you don't
mind.

Mr. PAINE. Let us assume we have a person who is self-employed,
or a person working for a small company where there is no pension.

Senator SMATHERM. Right.
Mr. PAINE. Then we would say that either the individual or his em-

ployer can put aside an amount equal to 71/2 percent of his pay.
Senator S31ArHWS. Let us just make it simple. If he gets $100 a

month, he puts aside the 7Y2 percent of that, which is $7.50. All right,
now go from there.

Mr. PAINE. This is a mechanism, the principle of which is to say
that he cannot have 71/2 percent on top of what General Motors is doing
for him.

Senator SMATHERS. You started off talking about a little company
that is just starting a pension plan for the first time.

Mr. PAINE. Yes.
Senator SMATHERS. All right.
Mr. PAINE. Then this would be the rule, 71/2 percent of whatever his

pa IS.
Senator SMATHRS. Fine.

Mr. PAINE. This rather complicated formula is to take into account
another type of person who is already covered by a plan. We do not
want to give them double tax deduction.

Senator SMATHERS. Right.
Mr. PAINE. SO we will set a general rule and make him subtract the

value of what he has under the other plan.
Senator SMATHERS. The example there of 12 times $2.50 and 6 is

to take care of the contingency that he might have two plans, right?
Mr. PAINE. Exactly.
Senator SMATHERS. I see.
Mr. HEwrrIr. Or if his employer's plan was less adequate than some

other plan, this would allow him to adjust for that and get the benefit
which an employee in a larger company is having put aside for him
in his behalf.

Mr. PAINE. Then he can take the other 71/2 percent and apply it to.
the past service. A person, let us assume, is older today, he has not
had a chance to put aside retirement income in the past. Let us give
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him a chance to make deductible contributions for that purpose.
Again this is the mechanism that might be used to do this for him.

Senator SMATHERS. Right. This same principle is in the Smathers-
Keogh bill for self-employed now. I might say the Finance Com-
mittee struck it out the last time, but the original Keogh bill provided
that an individual could go back and pick it up?

Senator NEuiBERGER. There is one premise I do not follow here. It
would appear that all this is based on this tax-deductible item. Is it
not better for a person to pay taxes during his best earning years,
when he is contributing to a plan rather than to have to pay them
when he collects it? Then it is assumed that he is older and it is
harder to pay.

Senator SMATHERS. You go ahead.
Mr. HEWIrT. I think the theory, Senator, is that he is paying it on

top of his earnings currently for one thing. Secondly, after he re-
ceives the retirement income, he does have the benefit of the fact thatthe social security part that he is getting, plus the double exemntions
unat he gets, means that part which comes as retirement income canvery likely come into an area where the tax is substantially less or
not at all.

Senator SMATrEris. In other words, you actually pay much less tax
when your only income is this plus the fact that you have, if you are
a certain age, the personal exemption increase? You would also have
other factors which are in your favor, so that, in point of practical
determination, you would pay much less tax by postponing the tax
and paying it only on the retirement you get.

Senator NEUBERGER. All right, then, let us carry this over to a
private insurance policy. Say I have a policy with the New York
Life Insurance Co. I would like very much to have my contributions
tax-deducted now and I, or my heirs, pay the tax when that policy
comes due. Why do we not do that, too?

Senator SMATHERS. You go ahead.
Mr. HEWITT. I think thatthis would essentially be a possibility with

the exception that this contemplates that it has to be on special kinds
of programs, as you have in your pending legislation, with certain
restrictions.

Senator NEUBERGER. Many people put a great deal of money in life
insurance policies just with the idea of not paying the tax when the
policy comes due. It may amount to $100,000. I think if you would
establish a principle like this, there would be no reason for not carry-
ing it over to private life insurance.

Mr. PAINE. We agree entirely. There will be certain types of these
policies which would be approved, you see, and a person could do
exactly this. If he does not want to he does not need to ask for the
tax deduction, which makes it tax-iree after the retirement. Give
him his choice, let him do it as he sees fit.

Senator SMATHERS. You can buy a policy and then you get another
one which guarantees it, as you suggest, which is taken out for the
sole purpose of paying the tax.

Senator NEUBERGER. What do they call that?
Senator SMATTERS. I do not know, but they are around. People

with a lot of money do that.
Senator NELTERGER. That is why I don't know about it.
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Senator SMATHERS. That is why I am not so well informed on it
myself.

Mr. HEWITT. I think we are consuming too much of the time
allotted.

Senator SMATHERS. You go right ahead, sir.
Mr. HEwIrr. I feel badly that there are others who are waiting.
Senator SMATHMES. We are benefiting by this.
Mr. HEWITT. We feel that outlining this problem will stimulate

some thought or discussion of possible approaches without attempting
to suggest a final proposal for action. We would be happy to discuss
this with this or any other group, at any time, who might be studying
the problem concerning retirement income.

We feel that the problem of extending opportunities for accumulat-
ing retirement income to the small employer and the individual is a
critical one if the principle of private action in the retirement field
is to prosper and grow. It is in the context of this role that we put
forth this idea as one possible basis for further discussion.

Thank you.
Senator SM1ATHERs. Thank you very much, Mr. Hewitt. Your

partner, we are grateful to you, and those are excellent charts and it
would certainly make your suggestions much more understandable to
have copies of them, valuable visual aids.

Senator Neuberger, do you have any questions you want to ask?
Senator NEuBERGER. No further questions. I have asked quite a

few, but I do think it is a very commendable presentation. I am
sure that we in Government would like to see a good many people
really start planning during their most productive years for some
kind of private pension. There is no doubt about it, they should, and
it would be a relief to the employer and the Government, it seems to
me.

Mr. HEWT. It seems to be part of the entire problem.
Senator SMATHERS. The suggestion which you made apparently is

the Keogh idea extended to everybody.
Mr. HEWITT. We are trying to illustrate that possibility.
Senator SMATHERS. And thereby you get rid of the objection to the

Smathers-Keogh bill that it is only designed in point of fact to 6, 8,
or 9 million self-employed.

I think if we could come in with a plan where anybody could quali-
fy, it would be a very useful thing. Would it be possible for you to
develop that a little bit further and give us the benefit of your study'?

Mr. HEWITT. We will try.
Senator SMATHERS. Say, "In supplement of what we said the other

day, here is what we think further about it, and here is the way it
would work, and here is why it would work."

Mr. HEWITT. We think it is very consistent with the objectives you
are trying to reach, and we will see if we can develop it to a feasible
point.

Senator SMATHERS. One of the purposes of this hearing is to make
it possible for more people to be protected in a legitimate and proper
way, for their old age, and this might be a very excellent suggestion.

Mr. HEWITT. We would like to continue to try to work on it, with
no promises as to how successful we might be.
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Senator SrATmm. Thank you very much, and we certainly ap-
preciate it.

Mr. HEwrrr. Thank you.
Senator SMATHmS. Is Professor Murray here I

STATEMENT OF ROGER F. MURRAY, S. SLOAN COLT PROFESSOR
OF BANKING AND FINANCE, GRADUATE SCHOOL OF BUSINESS,
COLUM1BIA UNIVERSITY

Mr. MuRRATY. Yes, sir. My name is Roger F. Murray, and I am the
S. Sloan Colt Professor of Banking and Finance at the Graduate
School of Business of Columbia University. Although I am also
director of the pension research studies being conducted at the Na-
tional Bureau of Economic Research, I am speaking here today as an
individual and not as a representative of the National Bureau since
our studies have not been completed and reviewed by that organiza-
tion.

During the past decade there has been an explosive growth in the
number of people covered by retirement plans designed to supplement
their prospective benefits under the old-age and survivors insurance
system. The number of covered employees in private industry, for
example, is currently about 22 million, representing a growth of close
to 50 percent in the last 5 years. In Federal, State, and local govern-
ments, of course, the coverage is close to completion. Because many
of these plans are relatively new, benefit payments are still in the
state of early growth. Currently, the retired employees of private
organizations are probably receiving about $2 billion a year in pen-
sion benefits, while benefit payments from State and local retirement
systems have almost reached the $1 billion level. The railroad retire-
ment and civil service retirement systems currently disburse another
$1.5 billion, almost twice the level of 5 years ago.

These may seem like small figures in relation to the more than $10
billion a year of OASI benefits, but I know of no safer prediction
than that they will grow at rapid rates in the years ahead. Thus,
even if we take no account of the retirement benefits accorded to
members of the Armed Forces, it is evident that retirement incomes
supplementing OASI benefits are reaching an ever-increasing pro-
portion of American households and will soon become a major source
of economic security of our aged population.

Public policies have, of course, been designed to stimulate these
developments in a number of ways. By providing a minimum scale
of fully tax-exempt benefits for most people regularly in the labor
force, the old-age and survivors insurance system has provided an
incentive to build voluntary pension programs. The tax deferment
features of public and private plans is another important factor in
the growth of supplementary retirement income plans. Our studies
also show that people who obtain pension coverage respond by main-
taining their individual saving in other forms at as high a level as
those without coverage. Apparently, the prospect of a reasonably
good pension benefit encourages them to save for a greater measure
of financial independence in old age. If, as I hope, the Senate passes
H.R. 10, the Self-Employed Individuals Tax Retirement Act of
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1961, comparable incentives will be made available to the self-em-
ployed and their employees.

All of us, I presume, are in favor of greater independence andeconomic security for our older citizens. The major question is howthese objectives can be achieved most effectively for the benefit ofall segments of our society. Does it make any difference what ar-rangements we make for the provision of retirement incomes? Thisis the major question to which I should like to address myself today.The first question to ask ourselves is whether we, individually oras a society, can save in any real sense for our own retirement. Canwe, like a squirrel, work hard, deny ourselves the current enjoymentof real resources during the summer of our productive period, andstore away the fruits of our efforts for the winter of our years? Inan industrial economy like the United States, our retirement wantsand needs are not storable for the most part, so that in a real sensewe cannot save for our own retirement. We can only save in a finan-cial sense. We can only accumulate claims to future output in ex-change for claims to current production of goods and services.
A public or private pension plan which invests an excess of con-tributions over benefits in productive capital formation contributes,as do other saving institutions, to economic growth and a risingstandard of living. Everyone shares in these gains currently; theyare not reserved for the future to honor the claims which we callpensions. When I retire in 1979, I shall cease contributing to cur-rent output and start presenting my claims to the goods and servicesproduced in that year and in subsequent years. Presumably, someoneelse will be willing to forgo current consumption in order to providefor his future and will take over my claims in exchange for a por-tion of his current output.
For this to work out so that my pension claims have a commandover real goods and services which satisfy my needs and wants, it isessential that three conditions be met:
First, my productively employed fellow citizen must be willingto take my place as a saver because he has confidence in the processof saving and investment.
Second, in the interim period my saving must have been employedas productively as possible so that there will be an abundance ofgoods and services to share with me and the other people who haveceased to contribute to current output.
Third, and underlying both of the preceding conditions, the gen-eral level of prices must remain reasonably stable over long periodsof years.
Otherwise, confidence will be lost in the saving and investmentprocess and I shall find that my pension gives me command oververy little real output.
The key questions, therefore, are (1) how the pie of real resourcesis divided between the active and the retired and (2) the size of thepie. It is clear that the volume of pension payments under publicand private pension programs will increase much more rapidly inthe years ahead than we can expect real output to grow. In otherwords, the fraction of the year's pie going to the retired will be in-creasing. However, if the size of the pie is enough larger each year,the remainder may still grow; the active contributors to current
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production may still be receiving more in the way of rewards for their
efforts.

The productivity of the investments made with funds accumulated
in public and private pension systems becomes crucially important,
then, in our appraisal of the functioning of these arrangements. Let
me illustrate by two extreme examples. In one case, a life insurance
company or pension trust lends money to a business corporation to
build a research laboratory, develop a new product, and put the new
development into mass production. We have no difficulty in seeing
that this investment in the present contributes to greater output in
the future.

In another case, the pension plan purchases Federal Government
bonds to finance a deficit created by essential outlays for national
security. The goods produced provide for the common defense and
assure the continuance of our free society but they do not add to the
supply of consumable products in the economy. Clearly, such outlays
might better be made trom current tax revenues. Sucn an investment
is "productive" only in some esoteric use of the term.

In between these two extreme examples are many forms of invest-
ment which do not lend themselves to ready classification as to their
contribution to productivity and economic growth. Examples are
residential housing, better roads, and our new graduate school of
business building. All of such outlays are productive in a sense,
although perhaps not as clearly and dramatically as the new product
development project in my first example. As disinterested observers
of the saving and investment proces, how are we to appraise the con-
tribution of individual investments made by our public and private
retirement system? Should we attempt to influence the flow of funds
into particular areas of investment?

In an economy as complex and dynamic as ours, I doubt that we
so-called experts can mastermind the functioning of our broad, re-
sponsive, well-developed capital market. I believe that the best re-
sults will be achieved if we give market forces and the market mecha-
nism maximum freedom to perform their function of allocating real
resources. Specifically, in relation to the investment of retirement
system funds, this point of view suggests that we move in the direction
of less rather than more kinds of specific and detailed regulation of
investment powers. The history of our efforts to legislate invest-
ment judgment is one of dismal failure. I would advocate support of
the recommendations of the CED Commission on Money and Credit
"to provide greater flexibility for portfolio investment" and "in-
creased mobility of funds" by relaxing the restrictions on the loans
and investments of banks and other financial institutions.

Appropriate objectives of public policy might well be, therefore,
to remove obstacles to the free flow of investment funds and to keep
the capital market as free from artificial barriers as possible. This is
the kind of a general statement to which everyone is ready to sub-
scribe wholeheartedly until he sees its application to his favorite area
of investment. The notable example is a residential housing. With
a capital market functioning magnificently to generate a fabulous flow
of mortgage money in the postwar years, there could be no fault found
with the workings of the marketplace. But when other demands from
business, government, and consumers compete with a less buoyant
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housing market, there is a strong temptation to try to do something
for housing. Such efforts to impede the working of market forces
are neither particularly effective nor basically helpful to the segment
of the capital market thought to be in the need of assistance.

It appears, then, that the retirement income programs which we
are designing and encouraging will work just about as well as our
saving and investment process works in the most efficient allocation
of resources. Stable prices, productive investment for economic
growth, and restraint in the printing of claims to future output are
the ingredients of a socially and economically desirable pension
structure for the future. When we come to an institution as broadly
based and all-pervasive as our public and private pension programs,
we cannot conceive of their functioning any better than our economy
as a whole. On the other hand, malfunctions in the general economy
will undoubtedly have an especially severe impact on the pension
programs and their beneficiaries.

Thank you for your attention.
Senator SMATHERS. Thank you very much, Professor Murray. It

is a very interesting statement and one that causes us to make con-
siderable reflection on it.

Do you have any questions, Senator?
Senator SMITH. I have no questions.
Senator SMATHERS. Thank you very much.
We appreciate your kindness in coming down and making a state-

ment to us.
Our next witness is Mr. G. Warfield Hobbs, president of the Na-

tional Committee on the Aging.

STATFJVEMENT OF G. WARFIELD EOBBS, PRESIDENT, NATIONAL
COUNCIL ON THE AGING

Mr. HOBBS. Mr. Chairman, Senators, I have not been asked to make
a statement but to give a few views on some specific questions which
will not take long, which is probably just as well in view of the
hour.

Senator SMATHERs. Can we get you identified a little better? What
is the National Council on the Aging?

Mr. HOBBS. The National Council on the Aging is a nonprofit or-
ganization at the national level which acts as the impartial factfind-
ing, researcher, and sounding board, where all viewpoints on prob-
lems concerning the aged may be expressed, debated, threshed through
to what we hope can be conclusions based upon fact rather than emo-
tions. These findings are then disseminated to the general public as
well as to those having a special interest in the broad field of geron-
tology. The reason I have been asked to testify here is that for the
last 10 years I have been president of the National Council on the
Aging, and in addition to that, until I retired last year, for nearly
25 years, I was the head of the pension department of one of the
very largest banks in the world.

Senator SMATHERs. I see.
Mr. HOBBS. I have been asked questions concerning private pen-

sion plans because my chief job has been advising corporations on
private pension plans.
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The questions that have been asked me are the following: For ex-
ample, to what extent would changes in the retirement policies of cm-
ployers help in meeting the problem of retirement income ?

Well, of course, the first thing that comes to mind is flexibility in
retirement. In other words, pensions are always lower than earn-
ings, so that if a man can continue working past the traditional age
of 65, until he has to quit through some physical disability, he may
gain a few years at full pay rather than try to live on part pay.

Most corporation executives are more or less for compulsory re-
tirement, the reason being it is a rather easy yardstick to judge.
There is no question about it, the calendar says you are 65, and,
being so, you are out.

If you seek other yardsticks, I personally admit that they are pos-
sible but rather difficult to define.

On the other hand, I urge business leaders to become aware of the
fact that permitting fully able-bodied worker to continue working
ftvi v Wvill Deavu unlnl iviituuy. Tou pay a man zplu a month pension

at age 70 costs almost 40-percent less than to pay him $100 a month
at age 65. To me that is a valuable economic consideration. For
those who continue to wish a compulsory retirement age I suggest
68 or 70.

Another economic point I would make is, that over 10 years ago,
Sumner Schlichter of Harvard said that every able-bodied retired
worker who could work but remained in idleness costs this country
some $5,000 in lost productivity. According to the Consumer Price
Index, that would mean each idle worker who could work costs us
now $6,000 or $7,000. Multiply that by 2 or 3 million persons and
you will have a vast number of billions of lost productivity, which is
inflationary itself.

I think also employers could help by adopting the policy of job
readjustment for their older workers.

By that I mean it is customary that when you reach a certain age
you quit doing the job that you have been doing. It is perfectly
possible for a person to shift from a job that had physical require-
ments to something where he could sit, be a night watchman, or some-
thing like that. In other words, it is not necessary to put a person out
of a job just because of age. He may have capabilities that are not
used.

The next thing is indirectly related and was referred to before. I
think you, yourself, made the point that anyone over 40 who becomes
unemployed, has a very difficult time getting back into the active work-
stream. I happen to have served on Secretary Mitchell's Committee
on the Employability of Older Workers some years ago. This commit-
tee found it was between two and three times as hard to get back on
the job if you are over 40.

I think one of the main reasons is the high cost of fringe benefits
for people around 45 or so. Employers feel that they do not want
to pay the higher cost of pensions and other fringe benefits, because
those costs go up with age. They go up with age with their own em-
ployees, but they do not want to employ brandnew employees at a high
cost for fringe benefitb.

I believe that if portability of pensions were to be increased, the
average employer would not mind hiring a middle-aged man if he

161



RETIREMENT INCOME OF THE AGING

came along with a built-in pension. I think that is a very important
point.

Senator SYATHEMS. That, expressed another way, is vesting of
pensions.
- Mr. HOBBS. "Vesting" is a fancy word. It means portability, so
that you might go from job to job and end up with 15 different pen-
sions as a possibility, if you had that many jobs.

Senator SMATHERS. Yes.
Mr. HOBBS. A lot of people say that the bookkeeping is too compli-

cated. I personally do not think so. I know several people that have
more than a dozen insurance policies, and they are not worried that
they will not collect.

Senator SMATHERS. That is good. I would debate you as to which is
the more explicit, "portability" or "vesting."

Mr. HOBBS. I see you are not a neophyte.
Senator SMATHERS. Hardly.
Mr. HOBBS. I would like to see the Government encourage older

workers to accept full or part-time work by raising the earnings
limitation after applying for social security benefits between 65 and 72.

I would prefer seeing the $1,750 raised to a more realistic figure,
and I would also like us to adopt a system that has been used in several
of our friendly Western European countries; namely, that if you work
after you retire you do lose part of your social security, but you do not
lose more than down to one-half. In other words, if you earn a very
high amount after you get to be, let us say, 70, you only lose half of
your social security.

We have a great many people in this country who simply do not
work because the pay they would get would mean they would be work-
ing for "peanuts" when you consider the social security they would lose.
I think that needs a great deal of looking into.

Now, then, here are questions having to do with the various provi-
sions of private pension plans that if our aim is as you stated it, to
protect more people, I think we should study these areas. I believe
you would find that management would not be reluctant to introduce
these features, because the cost isn't great.

I would also like to point out that the private pension system is
rather old. A lot of people think it started during the war, or with,
let us say, bargaining and negotiations. The American Express had
a pension plan in 1865. My bank had a pension plan in 1900, and
there have been many, many private pension plans. It is true that
the great surge came during and after the war.

One of the first provisions is eligibility. Many plans have such
a provision as you must have been employed for 2 years and be aged
25, or even 5 years and age 35. I feel that if these limitations were
reduced to perhaps maybe 6 months of work and no particular age-
and this involves vesting or portability-it would enable the average
worker, even the low-paid worker, to come to the end of the road with
a great deal more of pension credits than now exist when you go from
job to job and in each job you have to be a certain age or work a certain
number of years before you begin accruing any credit at all.

On the provisions of contributions by employees which has already
been discussed, I personally recommend that plans be noncontribu-
tory. As the law now exists, an employee has to put in his contribu-
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tion after paying a tax upon it, whereas the employer gets a tax credit,
usually 52 percent, a normal bracket.

If you take an employee in the very lowest tax bracket of, say, 20
percent, he has to set aside a dollar and a quarter of his gross pay to
get a dollar net after taxes into the pension fund, whereas his employer
only has to put in 48 cents to buy exactly the same benefit. It just
does not make sense to have contributions under the present tax laws.

Now then, some people believe that a contributory feature causes
employees to feel more a part of the organization and a part of the
pension plan. I think that is wishful thinking. Nevertheless, if
the employee did get an immediate tax credit instead of being taxed,
I think many more employees would be quite willing to make such a
contribution, because they might then get a larger pension at the end
of the road than if it was solely noncontributory on the part of their
employer.

One of the questions involves amounts of benefits. I would say that
bile Luildu izt Vury Uumlbuly UUvULLu Ulue "'&I Z.volugv PivY, VviLOLOO dv

years ago all the plans were based on lifetime average pay.
Well, as you can imagine, in the case of a fellow who starts as an

office boy and ends up as president, his average lifetime pay might
be one-quarter or one-tenth of his final average. Even for the lower
paid worker, the lifetime average would probably be less than half of
final pay. So the trend, I am glad to see, is toward either an imme-
diate definite 1-year final average or a 5-year average. I think the
5-year average is better for the very simple reason that the employee
could be subjected to a reduction in pay if it was the last year. He
might be ill and unable to pile up much toward his average. A 5-year
average is what I personally recommend from my experience.

We talk about early retirement and late retirement. One of the
provisions defeating early retirement for some people who want to
.retire early for various reasons mostly physical, is that the actuarial
reduction runs around 6½ to i percent a year. In other words, if
you retired at 60, instead of 65, your pension would be reduced, maybe
35 percent, and that causes an employer to be reluctant to force out
an employee who has lost his ability to pull his weight in the boat.
It also is a great restraint on the employee who wants to quit early.

I think that there should be some compromise, and many corpora-
tions are doing that. They are making maybe a 2-percent-a-year re-
duction or a 3-percent-a-year reduction instead of the full actuarial
amount, and that is aiding the trend toward the flexible retirement,
not only for the later years, after 65, but for the early.

Now, I have mentioned vesting. It does not need any detailed ex-
planation. A vested program is far superior to one in which the
employee, if he loses a job, perhaps through no fault of his own, like
a depression, sees his accumulated pension to date vanish. I believe
the trend is going to be toward vesting with very moderate restric-
tions on how much vesting, and the period of time. I think we are
going ultimately to get probably to complete vesting after a period
of a few months.

One other question was: What changes have you observed over the
last 25 years since social security came in? Well, I think the im-
portant change I have observed, as I remember the arguments, when
it went in, it was considered outright socialism, and I think the big-
gest change is that social security is now accepted as a desirable thing
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in this country and people do not get excited when you mention social
security. It has come to be basic philosophy in this country that peo-
ple need a start in protection.

Another reaction over these years is this: When employers began
looking at social security, after the first shock of seeing it enacted, and
realizing that in the very beginning the benefits were $10, $15 a month,
it became sort of ridiculous to think or talk of retiring somebody who
was earning maybe $100 a week on $10 a month and think that was
it. So that as a matter of fact social security sponsored by the Gov-
ernment encouraged and spurred the spread of private pensions, which
is what those who believe in the capitalistic system think it should
be, a Government tax-supported base plus a private pension supported
by private enterprise.

These private pensions have been increased from about 1,000 plans
in 1940 to over 60,000 today. As to coverage, I heard Mr. Hewitt
mention 201/4 million. I was going to use the broad term 20 million,
but we agree that closely. There are over 20 million people covered
in private pension plans, and the number is increasing better than a
million a year.

This next question has to do with inflation. What do private pen-
sion plans do about inflation?

Well, I had the privilege of working out the National Airlines pen-
sion plan, which was the first plan with automatic cost-of-living ad-
justment after retirement. I think it has spread to a few more cor-
porations, but not widely.

Then there is the variable annuity which adopts the theory that
common stocks would respond to changes in the cost of living. And
that is not always true, but it is more often true than not. So that
there has been a great increase in the variable annuity type pension
plan.

Another question was: Should social security include automatic ad-
justments after retirement?

Now, this has been tried by some nine European countries. Some
used the average wage level as the basis of adjustment. West Ger-
many does that. Holland uses the combination of the cost of living
and the wage level. Sweden, Denmark, and others, use merely the
cost of living. It is perfectly possible that we should do that.

Others feel that the fact that social security must be reviewed at
intervals of not more than 2 years is in fact automatic. In other
words, the theory is that every time it is reviewed, it is brought up to
snuff with what has happened in the economic changes in the world.
I don't know. I personally think it it should be automatic.

I have here, Senator, a little book that White House conference
put out. You know, there were 20 subjects in that conference. This
is the "Impact of Inflation on Retired Persons." I would like to sub-
mit it as an exhibit.

Senator SHATHERs. All right; without objection, it is so ordered.
(The booklet referred to is available at the Government Printing

Office for 20 cents.)
Mr. HoBBs. Now, the last question is: What particular part of the

aging population now and in the future is in most need of improve-
ment?

164



RETIREMENT INCOME OF THE AGING

Today, as I observe, it is the very old, the 75-and-up group who,
perhaps for causes not their own fault, have the least amount of re-
sources.

Let us see why. The working conditions that they came through,
those people who are now 75, 80, 90, were pretty bad. Even though
we think they are pretty good now, they were better than most coun-
tries even then. The average wage was 16 cents an hour in the year
1900, and we know that it is many times that, and even with taxes and
inflation the average worker today is proportionately more than three
times better off than his grandfather.

Education is a direct coefficient of earning capacity. It has been
shown time and again. In the year 1900 people who today are in the
upper age bracket left school on an average of the sixth or seventh
grade. Today there are some seven times as many high school grad-
uates percentagewise as there were then.

The same way with the foreign born. Twenty-five percent of our
SrA old nrn fnrpicm homr-n af% nnnA ton '7 narownf, ri-f thei totfal nnnil1q_

tion. Those people had the handicap of language, poor education,
and so on. Widows are the worst hit, too, because when they are left
by husbands who did not have much it meant they had practically
less than nothing.

Now, let us look at the future.
Due to the spread of pensions, due to the increased ability for sav-

ings, private savings, the average person who is about to retire is
much better off than those that already have, 10, 20 years from now,
my guess is that there will be very few who will be on the old-age
assistance rolls, and I would cite this: In 1948, the peak of the old-age
assistance, about 2,800,000 people received help. There were then 12
million people over 65. Today there has been a reduction of 500,000
and only 2,300,000 people are getting old-age assistance, although the
number of over 65 has increased to 17 million. So I think right there
you have proof of the improving conditions in the economics of the
elderly.

Now, I would say in answer to just this one other question which is
related to the continued purchasing power bond. In other words, the
proposed bond could be redeemed at maturity for the then-existing
purchasing power. I do not think this is as good an answer as relating
social security benefits to automatic adjustments in the cost of living.
I would prefer such an adjustment as part of the recommendations
to the country rather than a bond which is available to everybody,
not just the people who are actually retired. In other words, my ob-
jection to the constant purchasing power bond issue is that anybody
can buy it, whereas if the adjustment to inflation is made it will be
applicable only to those who physically are retired. However, if the
Congress does approve the constant purchasing power bond, I would
suggest the purchase be limited to individuals over age 40 and that
trust companies and insurance companies be excluded. If institutions
are included, they could eliminate the business risk of the pension busi-
ness by purchasing many billions of the new bonds. I don't think
-this is what the authors of the constant purchasing power bond had
in mind.
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Well, that is about the gist of the comments I have to make, Senator,
unless somebody wants to ask some questions.

Senator SmATHERs. Those are very helpful, and we thank you very
much.

Do you have any questions, Senator Neuberger I
Senator NEnBEGER. No questions.
Senator SMATHERS. Senator Smith?
Senator SmiT. No questions.
Senator SMATnERs. Thank you very much. It has been very help-

ful and we appreciate your comments.
The subcommittee will stand in recess subject to call of the Chair.
Thank you very much.
(Whereupon, at 1 p.m., Thursday, July 13, 1961, the subcommittee

recessed to reconvene at the call of the Chair.)



APPENDIX I

Answers submitted by Wilbur J. Cohen, Assistant Secretary of
Health, Education, and Welfare, to questions asked by Senator
Carlson, of Kansas, at hearing held July 12, 1961 (see p. 75).

QUESTION 1

In evaluating the adequacy of a person's economic resources, assets as well
as income must be considered. Are statistics available which give a combined
detailed picture of income and assets for individuals over 65? For individuals
so UtIml SC 5:t Upo aL V- A.vvJ OttvsA, ±. Caafs, An.ay ! Ae ...

many spending units with incomes under $2,000 own real estate, life insurance,
liquid assets, corporate stocks, or other assets in excess of $10,000?

ANSWER

There is only limited information on the ownership of assets in relation to
Income and age. Most studies do not cross-classify these variables.

An unpublished tabulation from the Federal Reserve Board's 1958 survey does
provide data on liquid asset holdings within age groups, within broad income
groups. These findings are shown in the attached table A (data for incomes
of $5,000 and above were omitted because the age group of 65 and over con-
tained too few cases).

The source for the most comprehensive data on assets is the annual Sur-
vey of Consumer Finances, frequently referred to as the Federal Reserve
Board survey. The most recent information appears in the report entitled
"1960 Survey of Consumer Finances," Survey Research Center, Institute for
Social Research, the University of Michigan. The voluminous data therein
do not provide specific data to answer the question because the relationship
of asset holdings to age and to income is considered separately. These data
do, however, clearly indicate the close correlation of asset ownership with the
income of the spending units (see especially the charts on pp. 147 and 148
of the 1960 report), leading to the conclusion that for all age groups com-
bined large assets are likely to go hand in hand with large incomes. The rela-
tionship to age is stated as follows on page 114 of the report: "The older the
head of a spending unit, the larger are the units' total assets. The relation
holds also for most types of assets. The age groups 55 to 64 and 65 and over
are about equal in assets; both exceed the other age groups."

The 1957 survey of aged beneficiaries of old-age, survivors and disability in-
surance provides some information on assets in relation to income. Findings
from this survey and from the Federal Reserve Board surveys are summarized
on pages 16-20 of the "Background Paper on Income Maintenance," prepared
for the White House Conference on Aging, and on pages 19-22 of "Basic Facts
on the Health and Economic Status of Older Americans," a staff report to the
Senate Special Committee on Aging.

167



168 RETIREMENT INCOME OF THE AGING

TABLE A.-Iiquid as8et holdingP within age group8, within broad income
group8, 1958

Age of head

Amount of liquid assets_
Al spend- 18 to 24 25 to34 35to44 45 to 54 55 to 64 65 and
ing units I I I over

All incomes '

Has no liquid assets

Has liquid assets

$l to $99 -
$100 to $199
$200 to $499 - -------------
$500 to $999
$1,000 to $1,999 ----------
$2,000 to $4,9990---------------------
$5,OOO to 9999
$10,000 and over

Total ----------------

Has no liquid assets ---

Has liquid assets - ------

$1 to 099-
SlOt 00 $1099
$200 to $499
$500 to $999
$1,000 to $1,999
$2,000 to $4,999.-----------------
$5,000 to $9,9990
$10,000 and over

Total - ------------

Has no liquid assets

Has liquid assets -

$1 to 099-
$100 to $199
$200 to $499
$101000t 9.9--------------
$1,000 to $1,999.
$2,000 to $4,999
$5,000 to $9999 .
$10,000 and over

Total --------------- _I

26.1 37.01 26.41 22.5 21.0 28.1 27.4

73.9 62.9 73.5 77.5 79.0 71.8 72.6

10.2
6.8

13.9
10. 7
10.4
12.3
5.3
4.3

20.3
6.6

20.8
' 6.9

4.0
4.0
.3

(2)

14.2
10. 7
16.2
10.2
10.2
8.8
2.4
.8

10. 1
7. 7

15.1
12.8
13.9
10.1
5.0
2.8

6. 1
4. 7

12.6
13.2
14.0
16.1
6.3
6.0

7.4
3.8

11.5
8.3
7.9

15.9
9.7
7.3

4.8
4.9
7.3
9.6
6.7

19.6
8.6

11. 1

100.0 99.9 99.9 100.0 100.0 99.9 100.0

Incomes under $3,000

48.6 48.8 66.5 55.1 53.7 49.3 35.4

51.4 51.2 33.5 44.9 46.3 50.7 64.6

8.9 19.0 6.8 6.5 8.2 9.0 6.1
4.8 4.7 4.3 6.7 4.2 4.0 5.7

10.8 20.3 6.0 10.2 7.6 12.0 8.1
7.7 4.9 6.1 7.8 5.5 7.3 11.1
4.7 .5 6.9 10.1 9.0 1.9 4.0
8.1 1.3 3.4 2.5 8.2 9.3 14.6
38 8 13 (S) 4 5 2: 5 4.9 8.0
2.7 (3) ) .7 1.0 2.2 7.0

100.0 100.0 100.0 100.0 100.0 100.0 100.0

Incomes $3,000 to $4,999

28.2 27.8 33.1 32.0 22.1 27.9 9.9

71.8 72.2 66.9 68.0 77.9 72.1 90.1

13.0 28.2 14.5 14.0 7.7 7.9 1.2
7.8 7.6 13.9 9.2 2.8 6.9 2.4

15.9 19.3 18.0 18.0 18.0 11.9 5.9
8.4 6.4 7.1 8.9 11.6 5.0 7.2
9.4 4.6 7.2 7.5 13.9 9.4 16.5

11.9 6.0 5.8 6.6 18.0 18.7 34.5
2.1 ( 5) .6 2.5 2.6 6.0 3.7
3.2 (5) (3) 1.3 3.2 6.5 18.8

100.0 I 100.0 100.0 100.0 100.0 100.0 100.0

I Includes U.S. savings bonds, checking accounts, savings accounts in banks, and shares in savings and
loan associations and credit unions.

2 Includes incomes of $1,000 and over, not shown separately because there were too few cases with head
65 and over.

* Less than 0.05 percent.

Source: Unpublished tabulation of the Survey Research Center, economic behavior program from the
1958 Federal Reserve Board Survey.

QUESTION 2

In determining the economic needs of a person, recognition must be given to
personal, geographic, and other variables.

The standard budget approach is subjective and may tend to imply needs
greater than many people actually have.

The subjectivity is indicated by the statement by the Bureau of Labor Statistics
when it prepared budget costs for retired elderly couples as they would apply in
20 major cities. The statement said: "The budget was designed to represent a
level of living which provided the goods and services for a healthful, self-
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respecting mode of living. It provided a modest but adequate level of living-
not a luxurious level, but one adequate to provide more than the basic levels of
consumption." How much more is not clear.

These budgets are for "renting" couples, although roughly two-thirds of elderly
couples own their own homes. The Bureau of Labor Statistics has stated that
housing is about one-third of the elderly couple's budget where rent is paid for
dwellings of two or three rooms.

What studies have been made of actual expenditures for living expenses byelderly couples and the item-by-item variations in such expenditures? The
geographic variations?

ANSWER
The concept of need

Determining the economic needs of a person-old or young-is difficult,
precisely because recognition must be given to personal, geographic, and other
variables. With the exception of food, for which the National Research Council
recommendations serve as desirable nutritional goals, there are few generally
agreed-on measures of how much is enough. Even food needs are not entirely
outside the realm of controversy because the recommendations are in terms of
calories and essential nutrients, but how to translate these into quantities of
ferwd Anton iR mqttpr n' onininn ond nnt n mntt51r nf fpnit* Will if ha t-ha mnQt
economical way possible as the nutritionist sees it, or will it allow more leeway
for personal likes and dislikes?

The retired couples' budget recently priced by the BLS affords two alternatives,
the low-cost food plan of the USDA which emphasizes economy, or a higher level
of satisfaction midway between that and a plan at moderate cost, allowing for
wider choice and more of the generally preferred foods. The original budget for
a retired couple, developed by the SSA in 1948, priced only the low-cost plan.

In developing any budget standard the primary issue concerns the level of
living to be described. The agreed-on level for the BLS budgets is modest but
adequate. That implies, surely, a level above subsistence, but how much above?
It may be helpful to quote the Social Security Administration about the original
retired couple's budget designed to parallel that for the city worker:

"The level of living represented by the city worker's family budget and the
budget for an elderly couple may be described as one providing the goods and
services necessary for a healthful, self-respecting mode of living, allowing nor-
mal participation in the life of the community in accordance with current Ameri-
can standards. Social and conventional as well as physiological needs are taken
into account. In other words, the budget is intended to provide a modest but
adequate living standard.

The Technical Advisory Committee to the Bureau of Labor Statistics for the
original city worker's budget stated that:

"* * * the budget represents what men commonly expect to enjoy, feel that
they have lost status and are experiencing privation if they cannot enjoy, and
what they insist upon having. Such a budget is not an absolute and unchanging
thing. The prevailing judgment of the necessary will vary with the changing
values of the community, with the advance of scientific knowledge of human
needs, with the productive power of the community and therefore what people
commonly enjoy and see others enjoy."

These, of course, are words to which no one would take objection. It is only
in converting them to goods and services that differences in judgment arise about
where to draw the line between "modest" and "luxurious"-these are relative
terms and what is modest for one will seem luxurious to another.

In the final analysis, in its simplest form, the question of what is reasonable
boils down to the special circumstances of each retired individual or couple.
How much he-or they-will need depends on what they already have, the state
of their health, and the kind of life they were used to before. If they own a home
in good repair, if they are well stocked with household articles and clothing thatdo not need early replacement, if they are willing to cut down spending for some
things they formerly enjoyed, and especially if they are in good health, they will
be able to get by on much less than would otherwise be possible. The decisions
and choices on what is a must and what they can do without are those they make
for themselves. The problem for the budget maker is how to sum up all these
individual decisions and choices into a tenable composite.

It is precisely here that the budgets developed by the BLS made their
greatest contribution: Where standards were not available, instead of relying
only on expert opinion as to what families would, could, or should do, they



170 RETIREMENT INCOME OF THE AGING

elected to rely on evidence as to what families did do, based on analysis of
income and expenditures. Accordingly, for food they relied on food plans
developed by the Institute of Home Economics of the Department of Agricul-
ture; housing was defined to conform to the standards of the Public Housing
Administration and the American Public Health Association; and for medical
care a standard was framed, using as a guide data on the utilization of services
by persons aged 65 and over from the National Health Survey and the Bureau
of Old-Age and Survivors Insurance survey of aged beneficiaries. But for
other items the Bureau of Labor Statistics relied heavily in determining
budget quantities of goods and services on the quantity-income elasticities of
expenditures-the method developed for the original budget.

The Monthly Labor Review for November 1960 describes this technique as
"* * * * objective in that it uses the consumers' collective judgment as to
what is adequate, for such items as clothing, housefurnishings, and recreation.
In this technique, the quantities of various items purchased at successive
income levels are examined to determine the income level at which the rate
of increase in quantities purchased begins to decline in relation to the rate
of change in income, i.e., the point of maximum elasticity. The average
numbers and kinds of items purchased at these income levels are the quantities
and qualities specified for the budget. This point has been described as the
point on the income scale where families stop buying 'more and more' and
start buying either 'better and better' or something less essential to them."

The significance attached to the maximum elasticity point may be ques-
tioned but probably no one would argue that allowing the retired husband
two pair of shoes every 3 years, and a topcoat every 9 is luxurious. And what
husband faced with the prospects of frequent new outfits for the ladies would
not think that allowing the wife a housedress and two other dresses a year
was modest? How much more than the basic levels of consumption the budget
provides overall is difficult to quantify, but a standard that allows the couple
to eat out no more often than seven times a year and go to the movies once
a month is not likely to be described as "overly generous."

Actually as a general measure of cost, the budget has its limitations. It
presumes a couple in reasonably good health: Any major or prolonged illness
or disabling condition and all terminal illnesses fall outside the scope of the
budget standard. If one of the spouses should die, there is likely to be a heavy
legacy for the survivor of expenses for the fatal illness and the funeral.
And if it is assumed that savings-for those who have them-will be used to
supplement income for daily living expenses, it cannot be assumed they will
also be available for heavy medical calamities.

Aotiual expenditut-es
The following statement that Mr. Ewan Clague sent to me In July provides

data on income of retired couples, and of all urban families with aged head in
the year 1950, and how they spent their money. It is apparent that on the
average the families were living beyond their income:

"The most recent information on actual expenditures for living by elderly
couples is that obtained in the Survey of Consumer Expenditures in 1950. The
attached table summarizes these data for all urban families with head aged
65 to 75 years and 75 years and older and for retired couples with head aged
65 years and older who lived in large cities (places of 50,000 population and
over).

"More detailed data for elderly families for individual cities and classes of
cities in broad geographic areas were published in the 18-volume series, entitled
'Consumer Expenditures Study,' by the University of Pennsylvania. These
data are described in the enclosed circular.

"An analytical monograph based on these data, entitled 'Consumption Pat-
terns of the Aged,' by Sidney Goldstein, was published by the University of
Pennsylvania In 1960.

"The Bureau of Labor Statistics is currently conducting a similar survey,
but data for this study will not be available before 1962."
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Survey of consumer exfpenditures in 1950-Summary of family characteristics,
expenditu-res. income and 8avings-urban families with head 65 years of ape
and over

AU urban families with head age-' Budget-type (re-
Item ___________________________ tired) family with

head age 65 years
65 to 75 years 75 and over and over'

Average family size ' 2.1 1.9 2.0
Average number of full-time earners -. 5 .3 0
Percent homeowners 69 60 69

Average Per- Average Per- Average Per-
cent cent cent

Income:
Money Income before taxes '$ 2,893 - $2,297 -$1,882
Money income after taxes -2, 687- 2, 161- 1,814
Other money receipts -20 16 14

Expenditures:
Total expenditure for current consump-

WLon----------,- - LV -UU. U G.-U- U iL-. V , _- A, a,.

Food and beverages- 848 33.0 694 33.4 713 35.6
Tobacco ----------------- 37 1.4 25 1.2 26 1.3
Housing -341 13.3 315 15. 2 267 13.3
Fuel, light, and refrigeration-151 5.9 157 7.6 151 7.5
Household operation -131 S.1 162 7.8 109 &4
Furnishings and equipment -138 5.4 81 3.9 118 5.9
Clothing and clothing services -227 8.8 162 7.8 125 6.2
Transportation- 305 11.9 194 9.3 205 10.2
Medical care -178 6.9 143 6.9 167 8.3
Personal care -- 53 2.1 38 1.8 39 1.9
Recreation, reading and education -113 4.4 74 3.6 61 3.0
Miscellaneous 7 44 1.7 31 1. 27 1.4

Gifts and contributions -160 193 130
Personal insurance -107 57 66
Net change in assets and liabIlities 9 - -98 -- 163 -346 .
Balancing difference -- 28 -14 -30 .

' Including 1-person units and small-city families.
'Retired husband-wife families of 2 persons only, residing in large cities and their suburbs (places of

50,000 population and over).
' Family size is based on equivalent persons, with 52 weeks of family membership considered equivalent

to 1 person, 26 weeks equivalent to 0.5 persons, etc.
' Total money income from wages, salaries, self-employment, receipts from roomers and boarders, rents,

interest, dividends, etc., before payment of personal taxes (Federal and State income, poll, personal prop-
erty).

6 Includes inheritances, large gifts, lump-sum settlements from accident or health policies, which were
not considered current income.

5 Includes rents for tenant-occupied dwellings, lodging away from home, and current operation expendi-
tures of homeowners. Excludes principal payments on mortgages on owned home.

' Includes expenditures not included elsewhere, such as interest on personal loans, funeral expenses,
money lost or stolen, allowances to children at home or at school, which cannot be allocated, etc.

8 Assets: money on hand, in checking and savings accounts; purchase and sales of real estate, stocks and
bonds; mortgages and other loans to persons not members of the consumer unit; investments in business;
improvements on owned real estate; insurance policies surrendered or settled.

' Liabilities: real estate mortgages; loans due banks, insurance companies, individuals, others; bills due,
charge accounts, installment balances, other bills; other items such as taxes due. Principal payments on
home mortgages were considered as decreases in liabilities.

10 Represents the average net difference between reported money receipts and reported money disburse-
ments, i.e., disposable money income, other money receipts and deficit (negative net changes in assets and
liabilities) minus expenditures for current consumption, gifts and contributions, insurance, and surplus
(positive net changes in assets and liabilities).

NOVTE.-Items may not add to totals because of rounding.
Source: U.S. Department of Labor, Bureau of Labor Statistics, Washington, D.C.
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Consumer empenditure study by the University of Pennsylvania in cooperation
with> the U.S. Bureau of Labor Statistics

The Wharton School of the University of Pennsylvania announces the publica-
tion of a series of volumes of statistical data and research studies based in large
part on the survey of consumer expenditures, incomes, and savings in 1950 and
1951 conducted by the Bureau of Labor Statistics of the U.S. Department of
Labor. These data represent the most comprehensive information on consumers'
economic behavior available and virtually the only detailed information on the
pattern of consumer expenditures in the United States in the period after World
War II. This project is being carried out under a grant from the Ford
Foundation.

These materials provide new insights into the purchasing patterns of all types
of families and individuals in each of 91 cities as well as for urban United States
as a whole, indicating the commodities purchased, prices paid, level of inven-
tories, amounts spent, and economic, social, demographic, and other charac-
teristics of the consuming units. Expenditures data are classified by 21 family
characteristics (income, etc.) and combinations of characteristics. The basic
tabulations are available by some classifications (and cross-classifications) for
the first time, while other classifications which have been published in earlier
studies are generally shown in much greater detail.

There are two sets of volumes: First, tabulations of expenditures and related
data for 1950 and 1951 compiled by the Bureau of Labor Statistics from detailed
surveys covering 1,500 items of budget information collected from each of 12,500
families and individuals in all income and occupational classes. The basic tabu-
lations will cover approximately 8,000 pages and require 18 volumes for publi-
cation. The first 10 volumes will be released in June 1956 and the remaining 8
volumes of statistical data through the summer of the year.

Second, a series of research studies of economic and social aspects of con-
sumption and saving patterns by staff members of the Wharton School and other
academic institutions will be published making use of the new 1950 and 1951
data, as well as of other consumer surveys and time series materials. Since
the first research monograph will not be published until late 1956, the order blank
enclosed covers only the 18 volumes of data.

The first 10 of these volumes show average family income, expenditures on
major groups and subgroups of consumption items, savings and other receipts
and disbursements, classified and cross-classified by the following family char-
acteristics: annual net money income, occupation of family head, family size,
family type, race, age of family head, education of family head, number of full-
time earners in family, tenure, length of residence in city, sex, and family living
arrangements for each of 9 classes of cities (large cities, suburbs of large cities,
and small cities, in the North, West and South) and on a more limited basis for
each of 91 cities.

The first volume listed below presents data on the major family accounts, in-
cluding one for the total of current consumption. The second volume presents
a breakdown of the total of current consumption among major groups of goods
and services. Volumes III through X give a breakdown of the major groups
indicated into subgroups.

Volume I-Summary of Family Accounts (income, expenditures, savings,
and other receipts and disbursements).

Volume II-Summary of Family Expenditures for Current Consumption.
Volume III-Food, Beverages, and Tobacco.
Volume IV-Housing and Household Operations.
Volume V-Housefurnishings and Equipment.
Volume VI-Clothing for Women and Girls, and Children Under 2 Years.
Volume VII-Clothing for Men and Boys, Clothing Materials and Clothing

Services.
Volume VIII-Medical Care and Personal Care.
Volume IX-Recreation, Reading, and Education.
Volume X-Transportation.

The next six volumes showing data for detailed items of Income, expenditures
and savings by selected family characteristics, and in many cases showing price
and quantity data as well, are arranged in the following volume order. A much
more detailed breakdown of individual items of expenditures is contained in these
volumes than In the summary volumes listed above, but the data are not shown
by as many cross-classifying variables.
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Volume XI-Income, Savings, Insurance, and Gifts and Contributions.
Volume XII-Food, Beverages, and Tobacco.
Volume XIII-Housing, Household Operations, and kiousefurnishings and

Equipment.
Volume XIV-Clothing for Women and Girls, and for Children Under 2

Years.
Volume XV-Clothing for Men and Boys, Clothing Materials and Clothing

Services.
Volume XVI-Medical Care, Personal Care, Transportation, Recreation,.

and Miscellaneous Services.
Volume XVII shows the ownership of consumer durables, the year of pur-

chase for families owning each of the major types of durable goods in each
of 91 cities, and the year of purchase and characteristics of families owning these
durable goods in the 9 city classes.

Volume XVIII presents a number of selected tabulations for all U.S. urban
areas combined, by appropriately weighting data for the nine city classes pre-
viously shown in the earlier volumes. Thus while the first 17 volumes cover a
wealth of analytical detail for individual cities and major groups of cities,
more restricted data for all U.S. urban areas combined are included in volume
XVIII.

Lne research siuuieS to te pu'v . uu vcute1 ltv ~ -C7Lus azale.;
fields of economics, marketing, social welfare, and finance. These studies all
relate consumption and savings patterns to economic, social, demographic, and
other characteristics of the consuming units. Some of the specific topics include
methodology and appraisal of consumer expenditure studies; consumption pat-
terns in 1950-51 and prior periods; influence of suburbanization upon consump-
tion patterns; consumer credit and consumption patterns; effect of area char-
acteristics on the market for selected consumer goods; expenditures for leisure-
time activities; demand relationships for food, clothing, automobiles, and other
consumer durables; relation between the volume and composition of saving
and consumption patterns for different economic groups; relation between assets
and consumption patterns; entrepreneurial saving behavior; consumption pat-
terns of manual and nonmanual workers; consumption of Negroes and the aged;
and analysis of medical expenditures.

Analysts working on these studies include Dr. Dorothy S. Brady and other
members of the Bureau of Labor Statistics staff; Prof. Irwin Friend, Morris
Hamburg, Irving B. Kravis, Donald F. Blankertz, Carol P. Brainerd, Orin Bur-
ley, Jean B. Crockett, George Fisk, Ervin Miller, Gladys L. Palmer and Stanley
Schor of the University of Pennsylvania; and Prof. Sidney Goldstein of Brown
University, Hendrik S. Houthakker of Stanford University, Lawrence Klein
of Oxford University, Franco Modigliani of Carnegie Institute of Technology,
William S. Peters of Montana State University, and James Tobin of Yale
University.

Prof. Irwin Friend of the University of Pennsylvania is director of the con-
sumer expenditures study. Dr. Dorothy S. Brady and Mr. Abner Hurwitz of the
Bureau of Labor Statistics have supervised the tabulation of statistics by that
agency.

The advisory committee to the study consists of Prof. Neil H. Borden, Harvard
University; Dean Neil H. Jacoby, University of California at Los Angeles; Dr.
Dexter M. Keezer, McGraw-Hill Publishing Co.; Prof. Wassily Leontief, Har-
vard University; Mr. Peyton Stapp, Bureau of the Budget; Prof. George J.
Stigler, Columbia University; Dr. Aryness Joy Wickens, U.S. Department of
Labor; Profs. Raymond T. Bowman, Reavis Cox, and Charles R. Whittlesey of
the University of Pennsylvania.

Volumes I through X, XII, XIV, and XV (over 550 pages per volume) are
priced at $9 each; volumes XI, XIII, and XVII (about 350 pages per volume)
are priced at $6 each; volumes XVI and XVIII (about 150 pages per volume) are
priced at $3.50 each. The cost for the entire set is $125. When ordering
please use the enclosed form.

73207-61-12
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The 91 cities for which data are shown in the consumer ecpenditures study

Albuquerque, N. Mex.
Anna, Ill.
Antioch, Calif.
Atlanta, Ga.
Bakersfield, Calif.
Baltimore, Md.
Bangor, Maine
Barre, Vt.
Birmingham, Ala.
Bloomington, Ill.
Boston, Mass.
Butte, Mont.
Camden, Ark.
Canton, Ohio
Charleston, S.C.
Charleston, W. Va.
Charlotte, N.C.
Cheyenne, Wyo.
Chicago, Ill.
Cincinnati, Ohio
Cleveland, Ohio
Columbia, Tenn.
Cooperstown, N.Y.
Cumberland, Md.
Dalhart, Tex.
Demopolis, Ala.
Des Moines, Iowa
Elko, Nev.
Evansville, Ind.
Fayetteville, N.C.
Garrett, Ind.

Glendale, Ariz.
Grand Forks, N. Dak.
Grand Island, Nebr.
Grand Junction, Colo.
Grinnell, Iowa
Hartford, Conn.
Huntington, W. Va.
Indianapolis, Ind.
Jackson, Miss.
Kansas City, Mo.
Laconia, N.H.
Little Rock, Ark.
Lodi, Calif.
Los Angeles, Calif.
Louisville, Ky.
Lynchburg, Va.
Madill, Okla.
Madison, Wis.
Miami, Fla.
Middlesboro, Ky.
Middletown, Conn.
Milwaukee, Wis.
Minneapolis, Minn.
Nanty-Glo, Pa.
Newark, N.J.
Newark, Ohio
New Orleans, La.
New York, N.Y.
Norfolk, Va.
Ogden, Utah
Oklahoma City, Okla.

QuESTION 3

Omaha, Nebr.
Pecos, Tex.
Philadelphia, Pa.
Phoenix, Ariz.
Pittsburgh, Pa.
Portland, Maine
Portland, Oreg.
Providence, R.I.
Pulaski, Va.
Ravenna, Ohio
Rawlins, Wyo.
Roseburg, Oreg.
St. Louis, Mo.
Salina, Kans.
Salt Lake City, Utah
Sandpoint, Idaho
San Francisco, Calif.
San Jose, Calif.
Santa Cruz, Calif.
Scranton, Pa.
Seattle, Wash.
Shawnee, Okla.
Shenandoah, Iowa
Sioux Falls, S. Dak.
Tucson, Ariz.
Washington, N.J.
Wichita, Kans.
Wilmington, Del.
Youngstown, Ohio

Since 4.1 million of the people over 65 were employed or the nonworking wives
of earners (and many others would like to be), there is a basic question as to
whether retirement income should be the sole consideration in examining the
economic status of older people.

(a) Since people are living longer and have higher levels of health at all ages,
isn't it highly desirable to expand the opportunities for full- and part-time em-
ployment for persons over 65?

(b) Are there elements in presently developing and existing pension programs
which encourage or require persons to retire? Discourage the hiring of older
persons?

(o) Is the decline of employed males over age 65 from 70 percent in 1890 to
34 percent in 1959 a desirable situation?

ANSWER

(a) There is quite general agreement on the desirability of greater opportuni-
ties for full- and part-time employment for persons over 65 so that those who are
able and want to work will be able to do so. However, it Is not clear how ef-
fective expanded employment opportunities for the aged can be as a solution
to the income problems of the aged. Employment is largely out of the ques-
tion for the very old, the severely disabled, and for many of the older women who
have not been in the labor force. This leads to the conclusion that employ-
ment opportunities-even though greatly expanded in the immediate future-
cannot take the place of adequate income maintenance programs for the retired
aged. Much more should be done, of course, to enhance employment opportuni-
ties for middle-aged and older persons.

(b) There are elements, both direct and indirect, in pension programs which
encourage or require persons to retire and which discourage the hiring of older
persons. Foremost among the direct elements is the fixed or compulsory retire-
ment age commonly specified in industrial pension plans and retirement sys-
tems for governmental employees. Most private pension plans provide for man-
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datory retirement at age 05. In recent years, a number of large employers have
raised their mandatory retirement age above 65.

The mere fact that a worker is eligible for a pension or retirement benefit
influences the timing of his retirement, even though he is not compulsorily re-
tired. The basic system of old-age, survivors, and disability insurance has no
compulsory retirement provisions. It only sets a minimum age at which eli-
gibility for benefits begins. This eligibility age undoubtedly affects the compul-
sory provisions incorporated in pension plans and perhaps also retirement policies
followed by employers without pension plans.

Of the men retiring under OASDI, only about one-fifth during the war period
and about two-fifths in more recent periods have claimed their benefits in the
.year they reached 65. Thus, for many workers, the availability of retire-
ment benefits at age 65 has not served as a force for retirement immediately on
eligibility. For others, however, the eligibility age has undoubtedly had its im-
pact, whether used directly as justification for the employer's establishment of
-a mandatory retirement age of 65 or more subtly to persuade older workers to
make room for younger ones, especially when jobs are not plentiful.

The elements in pension programs that many discourage the hiring of older
persons are of two types: (1) belief that the costs of the employer of providing
pension rights will be much greater than for a younger employee and (2) fear
oI adverse public rentLiun if t Zhu any -,Yc G G-'Zzqz-tXy rztirzd wlth

out an adequate pension. Analysis of this problem by the Secretary of Labor's
Committee on Pension Costs and the Older Worker, of which I was a member,
led to the conclusion that these elements need not serve as real barriers to the
hiring of older workers. The committee's report, issued in September 1956
(BES No. E 150), states:

"The fact is that the real cost of pensions is not what appears to be the
-current contribution, but the amount that is ultimately paid to the individual,
duly adjusted and discounted. The evidence indicates that the amount finally
paid to the man hired young will be much higher in proportion to the current
*charges than the amount finally paid to the man hired when older. Addition-
ally, we believe that the report effectively dispels the notion that it is good
policy to reject an older worker simply because he will not be on the payroll
long enough to earn a very sizable supplementary pension benefit. Improve-
ments in coverage and levels of benefits under the old-age and survivors
insurance program, along with the trend toward earlier and fuller vesting of
previously acquired private pension rights, should drastically revise this line
-of policy thinking."

(c) The decline of employed males over age 65 from 70 percent in 1890 to
:34 percent in 1959 is largely attributable to our transition from an agricultural
to an industrial economy. Therefore to say that this decline is an undesirable

-situation would imply that industrialization-and all the accompanying devel-
opments-is undesirable. While an industrialized society provides less employ-
ment of the type in which age is not a serious barrier-jobs on farms, for

-example, or as farmers or proprietors of small nonfarm businesses-it does
-provide the money economy which makes possible a substitute source of income
-when earnings cease. Nevertheless, we should take every reasonable step to
-enable older persons who want to continue to work to do so.

QUEST1ion 4

Analyzing the comparative economic status of people over 65, it is clear
-that a much more favorable picture is produced with the elimination of sta-
tistics of the large number (roughly 2'A million) who are on public assistance.

With the almost universal coverage of presently employed workers by social
-security and the rapidly expanding private pension programs, is it not reason-
.able to assume that the extremely low-income people, Including those on public
assistance, will decline substantially in the years ahead?

ANSWER

It is reasonable to assume that the extremely low-income aged, including
those on public assistance, will decline substantially in the years ahead. I hope
-this will happen.

Predictions as to how rapid and how great this decline will be must take
-account of a number of factors. Basic is the assumption that our total economy
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will be strong and sound and provide the high level of employment which per-mits the accumulation of savings and of rights to future retirement benefits.An important consideration in determining the income position of our futureaged population is the extent to which private pension plans can be expanded
to cover more workers and to preserve their earned pension rights duringchanges in jobs. How well the aged will fare in the future will be determinednot only by the level of income available to them at retirement but by whether
their retirement incomes are safeguarded against price rises and against deple-tion through heavy medical costs. Unless we expand health insurance coveragefor the aged, it is possible that the number of aged persons on public assistancewill increase instead of declining in the years ahead.



APPENDIX II

Roger F. Murray's answers to the questions of Senator Carlson:

QUESTION 1

What portion of the total working force is now covered under public and pri-
-vate pension programs?

ANSWER

The approximate 30 million people covered under public and private pension
programs represent slightly more than 40 percent of the labor force as presently
ueaiuc. 1uvvcv c, bhtic arc avway. p zct nu a c ab.. fzrcz a cub-tant a'
number of young people, housewives, and partially retired people who in a sense
are not regularly employed. Since most pension plans have a minimum age or
waiting period requirement, there are also a substantial number of people in the
process of obtaining coverage.

Self-employed individuals, of whom there are estimated to be approximately
10 million, may not include themselves in formal pension arrangements. As a
consequence, they have little incentive to provide pension coverage for their
employees, of whom there are between 10 and 11 million. The self-employed and
their employees, therefore, represent close to 30 percent of the labor force. For
them pension coverage will remain very small unless new legislation such as the
pending H.R. 10 is enacted.

To be more specific, it is probably fair to say that of the people regularly
employed by governmental units, corporations, and nonprofit organizations, pen-
sion covereage is approaching the 75-percent level.

QUESTION 2

Do you anticipate that private pension plan benefits may sometime exceed
OASDI benefits?

ANSWER

With extension of OASDI coverage and the maturing of the system, it is clear
that benefit payments will continue to grow at a rapid rate. It seems unlikely,
therefore, that private pension plan benefits alone will grow fast enough to catch
up with OASDI payments. However, it is conceivable that the aggregate benefits
paid by private plans and governmental plans other than OASDI might equal or
exceed OASDI payments in the future.

QUESTION 3

In your statement, you emphasized the fact that people's confidence must be
maintained in the process of saving and investment. In your opinion, what are
the factors which are apt to destroy the confidence of potential future savers?
How do these factors relate to Government activities?

ANSWER

The greatest enemy to effective saving and Investment processes is, of course,
either inflation or expectations of inflation. Confidence in the saving and invest-
ment process can also be undermined by the development of speculative fever.
In addition to its responsibilities for price stability, the Government can con-
tribute to the maintenance of confidence in the saving process by restraining
speculation In stocks, commodities, real estate, etc. The regulation of the com-
modities and securities markets has been well developed, but real estate is, still
an area where speculative profits are eagerly sought.
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QUESTION 4

You suggest that the value of pension plans can be enhanced if their funds
are used as productively as possible. Are there any differences in the ways
the different types of pension programs employ the savings they represent?
Are there any fundamental differences between such public programs as OASDI
and private plans?

ANSWER

The civil service retirement system and railroad retirement system are among
the important Federal programs which accumulate funds for investment. These
funds are invested exclusively in U.S. Treasury obligations, which tends to
reduce the amount of financing to be done in the public market. It is difficult
to measure the contribution of this financing to productivity gains because it
is difficult to say just which portion of the entire range of Federal expenditure
programs is being financed in this particular way. This is clearly a different
situation, however, from the private pension plan or the State and local govern-
ment retirement system which lends and invests in business enterprise, public
services, and residential and commercial construction.

The case of OASDI is unique in that the accumulation phase of its activities
is not the significant one. The trust fund is really only a contingency or re-
serve fund. The principal economic impact of the OASDI system is through
the transfer payments from those paying payroll taxes to those receiving bene-
fits. The principal influence, therefore, is on the spending and saving patterns
of economic behavior and only quite indirectly on capital formation.

QUESTION 5

You state that the general level of prices must remain reasonably stable to
make our pension structure work effectively. To what extent do you feel that
Government has a responsibility in assuring success of pension plans by main-
taining price stability?

ANSWER

In my opinion, it is in this area that Government can make its most impor-
tant contribution. It is widely recognized that inflation represents the most
inequitable form of taxation. This is true because only those who are actively
employed are in a position to protect themselves while the retired people are
defenseless against this form of confiscation of their savings.

As has been demonstrated in many parts of the world, it is not possible to
develop financial institutions and stimulate saving habits for capital forma-
tion if people see that their savings will be eroded by persistently rising prices.
Confidence in the future purchasing power of money is essential to confidence
in saving and investment over long periods of years as in saving for retire-
ment. People look to their Government, of course, as the agency with primary
responsibility for maintaining reasonably stable prices.

QUESTION 6

You state that appropriate objectives of public policy might be to keep the
capital market as free from artificial barriers as possible. Does this mean
that you feel that the Government should exercise great care in trying to
influence the kinds of products or services which should be given priority by
our economy? Does this mean that you oppose such activities as the FHA
program?

ANS WEB

To maintain the dynamism and growth of the economy, it is essential that
the flow of funds not be restricted to established channels but that there be
a free flow of capital into new ventures, new processes, and new developments.
Legislative restrictions, while necessary, to assure the stability of financial
institutions, should not be so detailed that innovation is stifled. Furthermore,
whenever one form of investment is subsidized or stimulated by governmental
action, this means that other forms find it more difficult to compete for loan-
able funds. We should be careful, therefore, in tampering with the market
mechanism, which, on the whole, operates quite efficiently in the process of
allocating funds to the most productive areas of the economy.
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In housing we have used insurance and guarantee programs to stimulate the
provision of more adequate housing to people of moderate means. To the
extent that this has diverted funds from the financing of more productive
investment, we might question the desirability of such programs. However,
on balance I believe that the FHA insurance program has been a desirable
one because it has contributed to the broadening of the mortgage market and
it has facilitated the free flow of funds into one of the most important areas
of investment. The FHA program has helped financial institutions to lend on
a national basis and to achieve greater uniformity in the terms for mortgage-
loans.



APPENDIX III

PREPARED STATEMENT OF DR. MARGARET S. GORDON, ACTING DIRECTOR, INSTITUTF
OF INDUSTRIAL RELATIONS, UNIVERSITY OF CALIFORNIA

THE INCOME STATUS OF OLDER PERSONS AND THE ADEQUACY OF RETIREMENT INCOME
PROVISIONS

Despite the remarkable progress that has been made during the last quarter of
a century in developing both public and private retirement income systems in the
United States, the income status of elderly persons is far from satisfactory. In
fact, there is some evidence that, although the money income status of the aged
has improved appreciably in the last decade, the real income status of certain
sectors of the aged population may actually have deteriorated.

This apparent paradox of deteriorating real income for some of the aged in a
period characterized by marked expansion and liberalization of retirement in-
come programs is not particularly difficult to explain. On the one hand, the sharp
decline in the labor force participation of elderly men has been accompanied by
a diminution in the relative importance of earnings as a source of income for the
aged population, thereby exerting a downward pressure on the incomes of elderly
people that has partially offset the effects of more liberal retirement benefits.
On the other hand, older persons have been particularly hard hit by the rela-
tively rapid rise in the cost of certain goods and services that figure especially
prominently in their budgetary requirements.

In order to appreciate fully the significance of these developments, we need
first to take a careful look at some of the factors affecting the money income
status of elderly persons and then to consider what has happened to their living
costs.
Factors affecting the income of older persons

As recently as 1959-the last year for which detailed nationwide income data
are available-15 percent of all persons aged 65 and over in the Nation had no
income, and 55 percent had incomes of less than $1,000 a year. ' Elderly men
fared substantially better than elderly women. Only 3 percent of the men aged
65 or over had no income, as compared with 25 percent of the women. Further-
more, while half of the elderly men with income received less than $1,576 in 1959,
half of the elderly women with income received less than $797. Advance data
for 1960 indicate that the median income figure for elderly men with income rose
slightly, to $1698, and for women to $821.2

Not only is the problem of poverty in the aged population more serious among
women than among men, but there are marked variations in the income status
of elderly persons that are associated with their labor force status and other
factors.

From middle age onward, there is a persistent tendency for the proportion
of persons in the labor force to decline with advancing age. This means that,
within the population of those aged 65 and over, the older an individual is, the
less likely he or she is to be in the labor force. Furthermore, those who are
in the labor force are more likely to be engaged in part-time work as they grow
older.

A striking indication of the influence of labor force status on the incomes of
aged persons is provided by Census Bureau income data for 1960. Although the
median income of all men aged 65 and over with income was only $1,698, those
who were year-round full-time workers (17 percent of the income recipients) had
a median income of $4,115. Similarly, among the women, the year-round full-

I U.S. Bureau of the Census, "Current Population Reports: Consumer Income," series
P-60, No. 35, Jan. 5, 1961.

Ibld., No. 36, June 9, 1961.
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time workers (only 4 percent of the elderly female income recipients) had a
median income of $2,838, as compare with $821 for all elderly women reporting
some income.'

These figures help to explain why the sharp drop in the proportion of elderly
men in the labor force during the last decade has had an adverse effect on the
average income position of the elderly population. Income derived from earn-
ings tends to be much higher, on the average, than income received from retire-
ment systems.

The decline in the proportion of elderly men in the labor force represents a
continuation of a long-run trend that has been greatly accelerated since 1950.
According to the monthly labor force data Issued by the Department of Labor,
only 32.5 percent of all men aged 65 and over were in the labor force in June
1961, as compared with 46.1 percent in June 1950.'

A number of factors have contributed to this marked drop in the percentage
of elderly men in the labor force since 1950. Undoubtedly the expansion and
liberalization of OASDI and other retirement income programs have played a
role. Analysis of labor force and retirement income data for a number of
countries indicates that there is an inverse relationship between the proportion
of elderly men in the labor force and the average level of benefits provided by
national retirement income systems measured in relation to national per capita

o Uvvubtedly, a±so0 , thc .rars1 g.s..th 3f r=17atz po= H !-= h-a
played a role in hastening retirement, since employers rarely require retire-
ment at a fixed age in the absence of a pension plan but tend to impose com-
pulsory retirement provisions once a pension plan has been adopted.

There is little question, however, that the drop in the labor force participa-
tion rate of elderly men has also been strongly influenced, especially in the
last 4 or 5 years, by adverse employment opportunities. In an environment in
which the average unemployment rate, both in periods of prosperity and of reces-
sion, has been creeping upward, elderly men who have lost their jobs have ex-
perienced serious difficulty in finding employment. This problem manifests
itself not so much in a high unemployment rate for elderly men-actually the
unemployment rate for men aged 65 tends to be somewhat below the average
unemployment rate for all men-as in the long duration of their joblessness.
In 1959, for example, 57 percent of the unemployed men aged 65 years were out
of work 15 weeks or more, as compared with 32 percent of the unemployed aged
20 to 34.6

The elderly worker who becomes discouraged about his employment opportu-
nities is likely, in a good many cases, to drop out of the labor force and take
advantage of any rights to retirement income which he may have acquired. Or,
if he does continue to work, there is a strong probability that he will work on
a part-time basis. Liberalization of the retirement test under OASDI has un-
doubtedly played a role in encouraging elderly people to work part-time while
receiving social security benefits. The 1957 national survey of old-age and sur-
vivors insurance beneficiaries showed that 35 percent of the aged beneficiaries
had some earnings in the year preceding the survey, as compared with only 29
percent in an earlier survey conducted in 1951.7 Furthermore, data collected
by the U.S. Bureau of the Census indicate that the proportion of part-time wwk-
ers among employed persons in the 65 and older group has been increasing.8

Nevertheless, the fact that only about a third of the men and slightly over a
tenth of the women in the 65-and-over group are in the labor force at all demon-
strates the extent to which people in this age bracket are now dependent on re-
tirement income. Thus, for this group in the population, the level of retire-
ment income is a critical consideration.

Ibid.
'U.S. Bureau of the Census,, "Current Population Reports: Labor Force," series P-57,

No. 96, June 7, 1950; and U.S. Department of Labor, Monthly Report on the Labor Force,
June 1961.

5 See my paper, "Income Security Programs and the Propensity to Retire," to be pub-
lished In a volume of papers presented at the Social Science Research Seminar, Interna-
tional Association of Gerontology, Berkeley. Calif., August 1960.

6Sophia Cooper, "Work Experience of the Population In 1959," Monthly Labor Review,
83 (December 1960), 1272-1283.

q U.S. Bureau of OId-Age and Survivors Insurance, "More Selected Findings of the
National Survey of Ord-Age and Survivors Insurance Beneficiaries, 1951" (Washington,
D.C., 1954) and "National Survey of Old-Age and Survivors Insurance Beneficiaries, 1957:
Hlgblights From Preliminary Tabulations-Income" (Washington, D.C., 1958).

P U.S. Bureau of the Censur, "Current Population Reports: Labor Force," series P-50
No. 35, October 1951, and No. 86, September 1958.
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Measuring the adequacy of retirement income
How adequate are the retirement incomes received by elderly persons? With

two-thirds of the population aged 65 and over now receiving OASDI benefits,
this program has become by far the most important source of retirement income.
Hence, it plays a critical role in the determination of the income status of elderly
people.

Despite the many increases in OASDI benefit levels that have been adopted
by Congress since 1950, average benefits received by single retired workers in
April 1961 amounted to only about $74 a month. Even those who were awarded
-benefits during that month, though they fared somewhat better than beneficiaries
who had been on the rolls for some years, received an average benefit of only
about $79.9

Although about 20 million workers are covered by private pension and deferred
profit sharing plans, many of these plans are relatively new and comparatively
few workers have retired under them. The 1957 National Survey of Old-Age
and Survivors Insurance Beneficiaries showed that only a fourth of the aged
beneficiary couples were receiving income from employer or union pensions. The
proportion of single retired workers receiving pension income was substantially
smaller (15 percent), while only a negligible fraction of aged beneficiary widows
received any income from this source.' Although the proportion receiving in-
come from private pensions has probably increased slightly since 1957, it is im-
portant to keep in mind the fact that the total number of workers covered
amounts to less than a third of the labor force and that by no means all work-
ers who have ever been covered by a private pension will satisfy the condi-
tions of eligibility for a pension at the time of retirement.

Among older persons in the aged population, there are a good many who are
not eligible for either old-age and survivors insurance or private pension bene-
fits. This is the group that is dependent primarily on old-age assistance pay-
ments or on support from relatives. Although monthly old-age assistance pay-
ments are comparatively generous in a few of the States, they were below $70
a month in about half of the States in February 1961 and below $50 a month
in six States, all in the South. For the Nation as a whole, the average monthly
payment was $68.73, but it ranged from a low of $34.57 in Misssisippi to a high
of $114.67 in Connecticut.=

The mere fact that retirement income received by elderly people is compara-
tively low does not in itself prove that it is seriously inadequate. The critical
problem in appraising the incomes of the aged is to determine what percentage
of elderly couples and individuals have incomes that fall below those required
for carefully defined levels of living.

Unfortunately, data on both the money incomes of elderly people and on their
budgetary requirements are not available in sufficient detail to permit a care-
ful appraisal of the adequacy of incomes of older people. The only study that
ever attempted such an appraisal on a nationwide basis was the Steiner-Dorfman
study, which is based on income data that are now 10 years old.' The authors
of this study utilized 1951 income data collected in a special follow-up survey
of older persons conducted by the Bureau of the Census in April 1952 and also
de'eloped estimates of budgetary requirements for elderly couples and indi-
viduals with a variety of living arrangements in both urban and rural areas.
Their results indicated that 44 percent of the elderly couples and a substan-
tially larger proportion of the men and women without a spouse had total re-
ceipts that were below the amounts needed to maintain a modest but adequate
level of living. More serious was the fact that more than a quarter of the cou-
ples, about a third of the men without a spouse, and approximately half of the
women without a spouse, had less than the amounts required for a bare sub-
sistence level of living.

Although in some sectors of the aged population the proportion with inade-
-quate incomes has probably decreased since 1951, it is not at all clear that
this is true for all, or even the most important, sectors of the population aged
65 and over. Budgetary data recently published by the Bureau of Labor

U U.S. Social Security Administration, "Current Social Security Program Operations,"
April 1961 (Washington, D.C. 1961).

0U.S. Social Security Administration, "National Survey of Old-Age and Survivors In-
surance Beneficiaries, 1957: Highlights From Preliminary Tabulations-Income."

u Social Security Bulletin, 24 (June 1961),.
" Peter 0. Steiner and Robert Dorfman, "The Economic 'Status of the Aged" (Berkeley

and Los Angeles: University of California Press, 1957).
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Statistics shed new light on the degree to which elderly couples in urban areas
have been adversely affected by the price changes of the last decade.

The new BLS data relate to the annual cost of a budget providing a modest
but adequate level of living for retired elderly couples residing in rented
quarters in each of 20 large cities throughout the Nation. They show that,
in the autumn of 1959, annual budgetary requirements of couples of this type
ranged from $2,641 in Houston to $3,366 in Chicago.a

The BLS data also provide an indication of the extent of the rise in living
costs of elderly couples during the 19 50's. They show that, if no allowance
is made for changes in patterns of expenditures during the 1950's, the living
costs of elderly couples in the 20 large cities were, on the average, 57 percent
higher in the autumn of 1959 than they had been 9 years earlier." In other
words, this was the average increase, between 1950 and 1959, in the cost of
the goods and services included in the original elderly couple's budget that
had been developed by the Social Security Administration in the late 1940's. If,
however, allowance is made for changes in patterns of expenditures, and the
cost of the revised budget in 1959 is compared with the cost of the original
budget in 1950, the increase amounted to 71 percent. These heavy increases
were especially attributable to sharp upward movements in the costs of medical
care. transportation, and other services.

How much did the money Incomes or elueriy coupies incrtabc ju~u; Lee
same period? Although appropriate data are not available for 1950, families
headed by an individual aged 65 and over in urban areas experienced an in-
crease in median income between 1951 and 1959 amounting only to 27 percent.
In rural nonfarm areas, such families fared much better, experiencing a rise
in median income of 68 percent, while in rural farm areas the corresponding
increase amounted to 62 percent.1

These data suggest that, at least for elderly couples living in rented quarters
in large cities, money income may have risen substantially less than living costs
during the 1950's. Probably homeowning couples fared somewhat better than
renters. The BLS Consumer Price Index indicates that housing costs have
risen less for homeowners than for renters, and this is probably particularly
true for the elderly, since most aged homeowners own their homes free and
clear and thus have not been affected by the increase in mortgage costs. But
it should be kept in mind that, although the proportion of elderly couples who
own their own homes is high for the country as a whole. it is not as high
in very large cities like New York and Chicago as it is in smaller communities.

It is highly unfortunate that the data available for appraising the income
status of the aged are so inadequate. However, the situation will be somewhat
improved when detailed income tabulations from the 1960 census become
available and when the new BLS Survey of Consumer Expenditures is com-
pleted. It is to be hoped that adequate funds will be allowed for detailed in-
come and budgetary studies on the basis of these more up-to-date income and
expenditure data.
How high s7ould OASDI benefits be?

In relation to the budgetary data considered in the previous section, OASDI
benefits seem seriously inadequate. In 1959. average benefits received by a retired
worker and his aged wife amounted only to $121.60 a month, or about $1,460 a
year." Living costs have risen somewhat since 1959, but, although certain im-
provements have been made in OASDI benefit levels, the basic benefit formula
has not been changed. Even if we make due allowance for the fact that budget-
ary requirements are probably particularly high for elderly couples living in
rented quarters in large cities, and even if we recognize that OASDI benefits are
not necessarily intended to meet all the budgetary needs of beneficiaries, the
data we have been examining suggest that a good many OASDI beneficiaries
must be having great difficulty meeting their living costs unless they can count
on appreciable income from other sources. And, as the 1957 beneficiary survey
showed, income from other sources tends, for most beneficiaries, to be quite small.

Actually, there is widespread disagreement as to how high OASDI benefits

1sMargaret S. Stotz, "The BLS Interim Budget for a Retired Couple," Monthly Labor
Review, 83 (November 1960). 1141-1157.

11 Ibid., and "Budget for an Elderly Couple: Estimated Cost, October 1950," Monthly
Labor Revlwe, 73 (Se tember 1951)., 304-306.

15 U.S. Bureau of the Census, "Current Population Reports: Consumer Income," series
P-60, No. 12, June 1953, and No. 35, Jan. 5, 1961.

10 Social Security Bulletln,gnnual statistical supplement, 1959, p. 43.
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ought to be. A combination of criteria has been used in connection with the
determination of benefit levels, and none of the criteria yields a clearcut answer.
The most important of these criteria have been: (1) the relation of benefits to a
retired worker's earnings under the system, (2) the budgetary needs of elderly
couples and individuals, (3) the extent to which these needs should be met
through other sources of income, and (4) the capacity of the economy to meet
the costs of the program.

The basic principle underlying our OASDI program, and of many old-age
insurance programs throughout the world, is that a retired worker's benefits,
and those of his dependents and survivors, should be related to his earnings under
the system. Indeed, this is the only one of our four criteria that Is explicitly
recognized in the law. Since contributions are based on earnings, this means
that benefits are also related to contributions. Adherence to this general prin-
ciple, however, does not necessarily mean that a retired worker's benefits must
be strictly proportional to his average earnings throughout his period of cover-
age. In fact, virtually every country has found it necessary to modify the
principle of strict proportionality to actual covered earnings because of (1) long-
term inflationary pressures, (2) the desirability of providing benefits for those
covered only a short time before retirement, and (3) the need to provide some
minimum level of benefits for those with particularly low earnings. Some
countries relate benefits to earnings in the last few years before retirement or
adjust them on the basis of a formula which takes account of the upward trend
of wage levels.

Although there is general agreement in this country on the importance of
slanting the benefit formula to favor those with particularly low earnings, one
may seriously question whether the basic OASDI benefit formula now in use
aims at restoring a high enough proportion of the average wage earner's basic
earnings. As revised in 1954, the formula provided for monthly benefits to single
retired workers amounting to 55 percent of the first $110 of the average monthly
wage plus 20 percent of the next $240. In 1958, the ceiling on taxable earnings
was raised to $4,800 and benefit amounts were increased about 7 percent. Then,
in 1961, the minimum monthly benefit was raised from $33 to $40. On the basis
of the current revised benefit table a single worker with average yearly earnings
of $800 or less, retiring at age 65 or older, would receive benefits of $40 a month,
which would represent 60 percent or more of his basic monthly wage. At the
other end of the official scale a worker with average yearly earnings of $4,800
or more would receive $127 a month, or only about 32 percent of his basic monthly
wage. If married (to a wife who starts receiving benefits at age 65) the $4,800-
a-year man and his spouse would be entitled to $190.50, or about 48 percent of his
basic monthly wage.

But earnings have continued their upward climb, and in 1960 the median
income of men who were year-round full-time workers was $5,345. For an in-
dividual earning this median amount, monthly benefits would equal those of the
$4800-a-year man, and would amount to about 29 percent of his previous monthly
earnings, or, counting In benefits for a wife, to about 43 percent. Those with
earnings above the median would, of course, receive even smaller percentages.

The basic benefit formula actually Includes two features contributing toward
built-in rigidity-the $110 line of demarcation between the higher and lower
percentages of the average monthly wage and the $400 limit on earnings that
can be included in the computation. As earnings rise, both of these limiting
dollar amounts contribute to a gradual deterioration in the degree of protection
provided for the average wage earner.

Now let us turn to the second criterion which has influenced the determination
of benefit levels-the criterion of need. Even the provision of benefits for
dependents and survivors, which was not a feature of the original Social Security
Act, involves recognition of the differing needs of individuals with varying num-
bers of dependents. The setting of maximum and minimum benefit amounts is
likewise based on a criterion of need, as is the slanting of the benefit formula to
provide a larger proportion of average monthly wages to those with low earnings.
So are the provisions permitting newlv covered workers to acquire Insured status
in a relatively short period, the provision for dropping out periods of low earn-
ings, and periodic adjustments of the entire benefit structure in response to
changes In the cost of living.

Once the criterion of need is given explicit or Implicit recognition, however,
a number of questions arise. Should need be defined in terms of a bare sub-
sistence level of living, or some higher level? Given the desired level of living,
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should the aim be to set minimum, average, or maximum benefits at a high enoughlevel to meet such a standard? These are just two among the many qieXstlonsthat might be mentioned.

It is impossible to resolve these questions without considering the third crite-rion, the extent to which the needs of aged beneficiaries should be met throughother sources of income. It is frequently pointed out that the social securitysystem is not intended as a substitute for private savings or pension plans, butis intended, rather, as a basic floor of protection which may be supplementedthrough voluntary individual or group efforts to provide income security In oldage. But there are wide differences of opinion as to just what constitutes abasic floor of protection.
Probably relatively few people seriously believe that the average wage earnercan save enough, on an individual basis, to provide effectively for an extendedperiod of retirement. But there is an important school of thought which holdsthat OASDI benefits should be held at approximately their present levels, andthat we should rely on private pension plans to take care of any needs abovethese levels.
One of the chief weaknesses in this line of argument is that not all workershave an equal chance to acquire protection through private pension plans. It isthe worker in the large company and/or the strong union who has the best chance

vZ; cauw cv~vi:d b,.y a rjjivu.u pinu. Lne einpioyee or a smail nrm is not verylikely to be covered, and such groups as farmworkers and domestic workers arecompletely excluded. Furthermore, although pension plans are generous insome industries, the benefits provided are quite minimal in other industries,particularly some of the service industries.
Much of the opposition to any material increase in OASDI benefit levels stemsfrom the fear that such a development would hamper the expansion of privatepensions and the sale of life insurance and annuities to individuals. Yet suchfactual evidence as Is available suggests that this fear may be unfounded.Despite the repeated liberalizing of OASDI amendments enacted by Congress,during the 1950's, private pension plans expanded at an impressive rate through-out the decade. Furthermore, the percentage of personal disposable incomesaved remained generally stable, and life insurance holdings increased consider-ably more rapidly than disposable income.17
What about the fourth criterion, the capacity of the economy to provideretirement income for aged persons? Total old-age retirement and survivor-ship benefits and Government assistance payments under Government programsin 1959 amounted to $15.1 billion, or only 3.8 percent of the national incomesThis included payments under railroad retirement, civil service, and otherFederal, State, and local government programs, as well as OAA payments andold-age and survivorship benefits under OASDI. Although a good many Euro-pean countries are spending substantially larger percentages of their nationalincomes on such programs, and in a number of cases providing more generousbenefits in relation to their average income levels, it can be argued thatmost of them are spending relatively less on, say, defense and foreign aidthan this country and, therefore, can better afford social security programs.On the other hand, it can well be argued that, with our high and risinglevel of real income, we can afford to devote somewhat more to these programswithout any material sacrifice in our standard of living. Certainly this willbe increasingly true as average real income rises. And we are deluding our-selves if we believe that, by holding down OASDI benefits, we are succeed-ing in holding down Government expenditures for the welfare of the aged.In large part, because so many elderly retired persons are having difficultymaking ends meet, increasing pressure has built up for various methods ofproviding them some degree of relief. These methods include everythingfrom special tax exemptions-Federal, State, and local-to housing subsidies,medical assistance for the aged, and reduced bus fares. Furthermore, theless adequate OASDI benefit levels are, the more likely OASDI beneficiarieswill be to seek supplementary old-age assistance payments. Early in 1960,

17 Economic Report of the President, 1961, p. 142, and Institute of Life Insurance, "LifeInsvirance Fact Book." annual.
'8 Social Security Bulletin. annual statistical supplement, 1959, pp. 6 and 76, and Eco.nomle Report of the President, 1961, p. 138.
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676,000 persons were receiving both OASDI and OAA payments, and this.
number had been steadily increasing both in absolute terms and as a percentage
of OAA recipients, though not as a percentage of OASDI beneficiaries.' 9

There are no reliable estimates of the total cost of all these methods of
subsidizing our older population, including special tax exemptions, but there is
little doubt that the cost is large and is growing. This is not to suggest that
some of these programs, for example, housing subsidies, may not be desirable
on grounds other than merely the inadequate level of income in the aged popu-
lation. What it does suggest is that we need to take a broad and searching
look at our whole complex set of programs for the aged, weighing the net
results in relation to reasonable criteria of (1) adequacy, (2) equity, (3)
rational distribution of the financial burden, and (4) preservation, for the older
individual, of a maximum degree of freedom of consumer choice and human
dignity. If we continue to permit the growth of piecemeal and patchwork
methods of meeting the income needs of the aged, we shall find that some
of the important principles that were embodied in the Social Security Act of
1935 have been seriously undermined.
Conclusion8

In conclusion, I would suggest that we need to aim at a substantial improve-
ment in the average level of OASDI benefits during the next decade. We also
need to give serious consideration to the adoption of provisions, similar to
those adopted by certain European countries, which would automatically adjust
benefit levels to changes-in-earnings levels.

In order to minimize the impact on the economy of the increase in con-
tributory taxes that would be required to finance a satisfactory level of
benefits, it would probably be desirable to accomplish the necessary changes in
a series of steps. In connection with the effects of changes in contributory
taxes, however, it is important to keep in mind the fact that increases in the
ceiling on taxable earnings have lagged behind increases-in-earnings levels.
Thus the tax rate measured in relation to total earnings of all covered workers
has not increased as much as the nominal tax rate. It is also important to
take account of the fact that, if OASDI benefit levels are not substantially
improved, and pressure to meet the income problems of the aged through a
variety of other measures continues, the financial burden of these other measures
will fall, to a considerable extent, on the same wage earners who (after allow-
ing for the shifting of the tax burden) are largely meeting the costs of the
OASDI program.

Although we need to work toward a substantial improvement in the general
level of OASDI benefits, a high priority should be placed on adoption of a
program of health benefits for the aged through OASDI before serious steps
are taken to increase cash benefits. There is no question that a program which
would finance a considerable portion of the unusually heavy costs associated
with serious spells of illness would make an important contribution toward
meeting the income problem of many OASDI beneficiaries. After such a pro-
gram has been adopted, however, the need for substantial improvements in the-
entire cash benefit structure will remain.

In stressing the problem of the general level of OASDI benefits, I do not mean
to imply that other types of adjustments in the OASDI program and in other
retirement income programs are not needed. But we are still confronted, as-
I suggested in my statement before the former Subcommittee on Aging, 2 years
ago, with serious problems of inequity growing out of the multiplicity of public
and private income-maintenance programs for the aged in the United States.
The best way of meeting this problem is through improving the basic protection'
offered under OASDI.

There is a serious need, also, for careful consideration of the longrun im-
plications of any and all changes adopted in our retirement income programs.
from this point of view, I am doubtful about the wisdom of the recent action
of Congress in making retirement benefits for men available at age 62. Given'
the longrun trend toward an increase in life expectancy, our longrun objective.
should be a gradual increase in the usual age of retirement. Granted the short-
run desirability of making retirement benefits available for men aged 62 to 64
who have been facing unemployment problems, there are other steps that might
have been taken to meet this problem that would have been less inconsistent:

11 Robert H. Mugge, "Concurrent Receipt of Public Assistance and Old-Age. Survivors,.
and Disability Insurance," Social Security Bulletin, 23 (December 1960), 12-25.



RETIREMENT INCOME OF THE AGING 187
with appropriate longrun objectives. In this connection, a study of Europeanexperience would be useful; for example, a provision in the West German old-ageinsurance program permitting the payment of retirement benefits from age 60on to persons who have been unemployed at least a year, or a provision of theBritish unemployment insurance program permitting substantially extendedbenefits on a graduated formula for persons with at least 5 years of coverage.

In short, it is to be hoped that, in reviewing retirement income systems inthe United States, your committee will concern itself, not merely with im-mediate shortrun needs, but with the broader objectives and longrun goalsof our entire program of income security for the aged, and that, in doing so,it will take into account the experience of other countries as well as our own.The White House Conference on Aging has done much to stimulate interest inthe problems of older people throughout the Nation, and it is time for Congressto give careful attention to the course of development of income-maintenance
programs for the aged during the next decade or so.



APPENDIX IV

THE AGED AND THEIR ECONOMIO POSITION-SOME HIGHLIGHTS OF A SURVEY
TAKEN EARLY IN 1960

Prepared statement of James Morgan and Martin David, program director and

study director, Survey Research Center, University of Michigan

BACKGROUND

This statement contains data on a representative sample of the U.S. popula-

tion. The data were collected by personal interviews taken during March and

April of 1960. They offer unique findings on the economic position of the aged

who live with relatives, as well as aged who maintain separate households. In-

formation on money incomes was collected through questionnaire techniques that

have been developed over the past 16 years in the Survey Research Center's

annual Surveys of Consumer Finances. These data on money incomes were sup-

plemented by information about nonmoney income, gifts, and other resources of

the families and dependents interviewed.
The survey from which these data are taken was supported by funds from the

Ford Foundation and the U.S. Office of Education and the U.S. Office of Vo-

cational Rehabilitation, both of the Department of Health, Education, and Wel-

fare. The primary purpose of the survey was to collect data on determinants of

income distribution in the United States, and to study factors affecting low-

income families. Wilbur J. Cohen and Harvey Brazer both contributed to the

design and analysis of the survey. The preliminary findings in this statement

will be elaborated on in a full report on the survey that will be published dur-

ing 1962.
The survey contains information on. nearly 500 aged persons or couples, from

.a representative sample of 2,997 spending units who reported information for

*3,396 adult units. We attempted to collect data from these aged persons that

-would give a clear picture of their total income, the extent of their dependency

on relatives, the effectiveness of social security and other programs aiding the

aged in their economic problems, and some related attitudes. The sample is not

large, and the sampling error attaching to any absolute statement about the

aged may be as high as 10 percent.' However response errors are held to the

minimum by using a highly trained staff of professional interviewers. Moreover,

the data disclose with relative accuracy relationships between age and other

characteristics of these families. We present this material to the committee with

the hope that it will add to what is presently known about the aged. We do not

attempt to make any policy recommendations, but we hope the data may form

the basis for more expert judgments about what is needed to help low-income

and dependent aged.
INCOME OF THE AGED

Our data are for the noninstitutionalized population; information on the aged

in institutions does not appear in any available survey data, except those from

the decennial censuses.
A clear picture of the economic status of the noninstitutionalized aged must

take account of the following:

1 See 1960 Survey of Consumer Finances, Ann Arbor: Survey Research Center, Uni-

versity of Michigan (1961) for tables of sampling errors appropriate to these data.

188
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(a) Some of the aged live in the homes of relatives. These people disappear

as separate units in the usual survey analysis of families, where families are
classified by the age of the head of the family, and where the incomes of nil
persons in the family are combined into a total income. The aged dependents
who disappear in analysis of family income tend to be those with the least in-
come or resources of their own.

We deal with this problem by treating as a separate unit each adult 18 or
older, with his spouse and minor children, if any. This requires estimating the
transfers that pass from one adult unit to others living in the same family, so
we imputed the value of the free food and rent received by dependent adult
units. Where the dependent unit also received clothing, transportation, and other
aid, we may have understated its economic position somewhat, but we did include
the two items that should account for the bulk of the transfers within the family. '

(b) Income in kind and irregular gifts, in addition to those received as a
result of living with relatives, may comprise an important source of sustenance
for some aged persons and couples.

We have attempted to include these nonmoney incomes by including the value
of free medical care received by the unit, the money saved by home production
of food and home repairs, and by estimating the imputed rental income earned
on the net equity in an owned home.

(c) Many of the aged have fewer requirements for food, housing, and clothing
because they are older and not working, and because their families are smaller.

We deal with this problem not only by looking at the total real income but by
relating it to an estimate of needs based on family budget standards.

The tables that follow build up a picture of the income situation of the units
in various groups, giving the average incomes including more and more com-
ponents. (See chart A.) The first column in table 1 shows the average wage
income of adult unit heads who are not farmers or self-employed businessmen.
The average is calculated on the basis of all adult units in each age group, even
though some may not have any wage income.

The second column adds to this the average earnings of the wife and children
under 18, the estimated earnings (net of a return on capital invested) of farm-
ers and self-employed businessmen, and the value of home-produced food and
home repairs. Column 2 is an estimate of the income earned by the labor of all
earners in the adult unit.

The third column adds to the real earnings the average income from prop-
erty. This includes money income and imputed return on equity in an owner-
operated business, farm, or the unit's own home.

The fourth column adds average transfer incomes, including estimates of free
food and rent received by those living with relatives, and free medical care, as
well as alimony, irregular gifts, veteran's benefits, unemployment compensation,
social security, retirement pensions, and public welfare. At the same time an
estimate of the adult unit's Federal income taxes is deducted." Chart A shows
the cumulation of the income components from wages to gross disposable income.

2 We estimate that there are 10.3 million adult units In the United States not in insti-tutions, where the head of the unit Is 65 or older. Of these, some 200,000 units aredependent on relatives with whom they live and another 60,000 units keep separatefinances but live in a relative's home.
3 We take account of the double exemption available to each person over 65.
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CHART XVI.-Cumulative income components from wage income to gross
disposable income
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It is clear from table 1 that adult units whose heads are 65 and older average
less income from earnings than adult units in any other age group. Their gross
factor income averages less than any group except adult units whose heads are
18 to 24. Income from property is about the same for units whose heads are
aged 55 to 64 and units whose heads are 65 to 74; income from property for
units whose heads are 75 and older is substantially smaller.

The fifth column adds no income components-gross disposable income in-
cludes all income components except capital gains, which we did not try to
measure-but transforms the measure into one which takes account of differ-
ences in family composition and needs. To do this we divide gross disposable in-
come by an estimate of the income required to support such an adult unit at some
fairly low but arbitrary level.

The standard budget which was used for this calculation was prepared by the
Community Council of Greater New York and is used as a basis for administer-
ing assistance to needy families in New York City. The absolute level of the
standard is conservative. For an elderly retired couple the standard is nearly
$600 less than the $3,044 budget allowed by the Bureau of Labor Statistics for
aged couples in the New York area.' As prices vary from New York City to
other areas of the country the budget cannot reflect accurately the well-being
of all families in the sample. Therefore a ratio of 100 percent (income equal
to budget requirement) should be thought of merely as one point along a scale
rauLher lain a wei-defined boundary beiweeu nuequacy ana inaaequacy.

TABLE 1.-Cumulative adult unit income components, within age of adult unit
heads

[Mean for adult units]

(1) (2) (3) (4) (5)

Percent of Average Average Average Average Average
Age of adult unit bead all adult wage in- real earn- gross gross value of

units come of ings of factor disposable welfare
adult unit adult income of income of ratio of

head unit adult unit adult unit adult unit I

18 to 24 -13 $1,939 $2,294 $2,326 $2,602 100
25 to 34 - ----------------- 19 4,457 5, 677 5,915 5,562 150
35 to 44----------------------- 20 4,836 6,336 6,967 6,441 160
45 to 54 -18 4,357 5,862 6,741 5,977 170
55to64 ---------- 14 3,669 4,826 5,891 5,306 180
65 to 74 - 10 983 1,472 2,524 3,452 140
75 and older - 6 14i 271 868 1,935 90

Total, all adult units-. 100 486 4, 560 6,258 4,986 150

I Adult unit gross disposable income as a percent of the budget requirement.

Table 2 presents data Identical to those In table I except that single, widowed,
separated, and divorced women are excluded. Units headed by. men.; that is,
units in which both head and wife are present or which contain only a single
man, clearly average more income than the excluded units. Comparable means
for units headed by women can be estimated from the appropriate averages in
both tables and from the proportions shown in column 6 of table 2.

4 See Stotz, Margaret S., "The BLS Interim Budget for a Retired Couple," Monthly
Labor Review, November 1960, pp. 1141-1157. '
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TABLE 2.-Cumulative adult unit income components, within age of adult unit
heads

[Means for adult units with male heads]

Average Average Average Average Average Proportion
wage of real earn- gross factor gross dis-_ value of of units

Age of adult unit head adult unit ings of income of pesable welfare headed
head adult unit adult unit income of ratio of by males

adult unit adult unit I

Percent Percent
IS to 24 -$2,227 $2,736 $2, 774 $2, 962 110 69
25 to 34 - ---------------- 4, 748 6,100 6,354 5,869 160 90
35 to 44 - 5,345 7,092 7,803 7, 072 170 84
45 to 54 -4,963 6,829 7,835 6,831 190 79
55 to 64 -4,604 6,177 7,433 6, 476 200 71
65 to 74 -1,472 2, 245 3,591 4, 565 170 62
75 and older -252 477 1,293 2,521 110 54

All adult units headed
by males -4,162 5,538 5,191 5,825 170 76

X Adult gross disposable income as a percent of adult unit budget requirement.

One of the most revealing calculations on the economic position of the aged
is displayed in table 3. We show in the stub the gross disposable income of
the adult unit as a percent of the budget requirement of the unit, for the aged
population. Nearly a third of the units with a male head 65 or older have less
than 90 percent of the income necessary to meet the modest budget standard.
More than three-fifths of the units headed by women 65 or older have income less
than 90 percent of their estimated needs. For the national population of all
ages, including the aged, 28 percent of adult units have incomes less than 90
percent of their budget requirement.

TAMi 3.-Distribution of adult gross disposable income as a percent of adult
unit budget requirements, by sewT of head

[Percentage distribution of adult units 65 and older]

Sex of head
Adult unit gross disposable income as a percent of

adult unit budget requirements
Male Female

Percent Percent
80 percent and less -32 63
90 to 100 percent 11 7
110 to 120 percent -_ 8 12
130 to 150 percent -- : --------------------------------- :----------7------ -I.. 1 .: 8
160 to 200 percent -17 5
210 percent and greater -2 5

Total ----------------- -t - --------- . ' '-i-'-.-.-100 100
Interpolated median - 130 . 60
Percent of adult units -- 9 7

Table 4 shows distributions of dollar amounts of some types of income, by
sex, of the adult unit head, for adult units whose heads are 65 and older. The
differences here may exaggerate the inferior status of aged women because they
are usually in single-person units, whereas many of the aged men have wives.
Table 3, with its adjustment for needs according to the number of people in the
unit, is a better measure.

It is interesting to note that adding nonmoney components of income, including
imputed rental income, home production, free medical care, and food and housing
contributed by relatives, increases the averages by only $300 or $400, but reduces
substantially the proportion receiving less than $2,000. It is also important to
note that more than a third of the adult units headed by males report no social
security income, and 57 percent of the females report none. Only a combination
of transfer incomes, money income, and nonmoney incomes makes the economic
position of the aged as satisfactory as it is, and none of the three appears
predominant.
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TABLE 4.-Some types of adult unit income for 1959, by sex of adult unit head
[Percentage distnbution of adult units whose heads are 65 and older]

Social security Other pensions Total money Gross disposable
benefits and annuities income income

Amount of income

Male Female Male Female Male Female Male Female

None -- ---------------- 38 57 68 85 - - - 1
$l to $499; negative-9 14 6 2- . 3, 6
S00 to $999 -19 23 12 6-10 33$i,00 to $1,999 ---------------------- 30 6 7 4- 22 39

Under $2,000- -- 96 100 93 97 46 89 35 79
$2,000to$2,999-~~ ~~~~4 0' 4 3 19 6 .19 15

$3,00 to$4,999- -0 0 2 O 16 4 25 5
$5,000 to $7,499-----------------------. 0 0 11 0
$7,500 to $9,999 -------------------- - 0 I 3 1
$10,000 to $14,999-- . o . 0.4 0
$16,000 and over --- 0 . 3 0

Total -100--- 100 100 100 100 100 100 100
Internolated median--- 1-- 74 n n° n 1.'991 10 0 70 '. ti 9Me
Mea-- ----- --------l--- 3,582 1$1,019 | $3,880.| $1,462

Table 5 shows money income for spending units whose heads are retired
and hence, for the most part are 65 and older. This excludes most of the de-
pendent adult units 65 and older, since the majority of the aged who are de-
pendent live with younger relatives., The table indicates that there has been
a substantial improvement over time in the money incomes of spending units
headed by people 65 or older, though the improvement has been somewhat less
than that in the median incomes for all units.

TABLE 5.-Money income of spending units, 1948, 195-59
[Percentage distribution of spending units whose heads are retired]

Annual money income 1959 1 1958 1 1957 1 1956 X 19.55 1954 1953 1952 1948
before taxes

Under $1,000---------------- 22 25 29 35 35 32 37 37 44
$l,000 to $1,999 - 35 34 33 34 26 35 32 34 28
$2,000 to $2,999 -17 16 16 12 17 16 9 14 18
$3,ODO to $3,999 -------- 7 9 10 7 8 9 12 4 3$4,000Oto $4,Ng -------- 8 5 5 4 4 6 4 4
$5,00O to $5,919 -------- 4 3 3 2 3 31 2
$6,000 to $7,499- 3- 2 2 3 2 32 3 1
£7,lO0to $9,999 2 2 - 2 . 0
$10,000 to $14,000 ----------- I 2 1 1 2 0 2 4 2
$15,000 and over- I I 1 1 1 1

Total---------- 100 100 100 100 100 100 100 100 100
Number of cases ----------- 400 443 348 339 269 212 203 209 176
Percent of sample ----------- 14 14 12 11 10 7 7 7 (C)

I Includes widows and housewives 55 and over.
l Not available.

Source: Survey of Consumer Finances.
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LIVrNG WITH RELATIVES AND DEPENDENCY AMONG THE A:GED

The proportion of' adult units who are living in a relative's dwelling, and
thereby receiving some transfer income, is high at both ends of the age scale:

Proportion of
:units living

i a relative's

Age of head.of adult unit: dwelling

18 to 24-__ __ ________ _ ________________:______61
25 to 34_---------------------------------------------------------- 14
35 to 44__-_________________________------------------------------ 6

45. to 54 6
55 to 64 8
65 to 74 '16
75 'and older- -__________ _________________:___ 29

Some of these units are not dependent upon their relatives, but are secondary

spending units who have income, keep separate finances, and may even pay rent
to the relatives with whom they live. Tables 6 and 7 show, by age and sex of
the adujt unit head, the family gross disposable income and an index of the ade-
quacy of the combined family income, that is: -the ratio of the whole family's
-income to the budget requirements of the -family. Both tables are prepared
for adult units, so that the income of families containing more than one-adult
unit is tabulated several times-once according to the age of the head of each
'idulifbiftlin'te family. ..

TAnfr C6A'MJfedn fd*,i-Py fise dijosraZ iheome, 'iithin aie 'andt A'z df 'adult unit
en " ~~~~~~~head-

adMeans for fdult units]

Faamily gross disposable Income
Age of adult unit bead ' . ._____

Male Female All adult
units

18 to 24- $6,317 $6,308 $6,315
25 to 34 -------------- 6,646 5,104 6,485
35 to 44- 7,479 4,511 6,998
45 to 54 -7,408 4,477 6 794
55 to 64- 7,425 4,039 6, 445
65 to 74 -5,----------------- 5,341 3,691 4,711
75 and older- 3, 534 3,973 3,731
'All adult units -------------- 8,--- 6807 4, 570 6, 280

TABiL 7.-Average value of family welfare ratio, within age and sex of adult

unit heads

[Means for adult units]

Average value of family welfare ratio 1
- ~~~in percent

Age of adult unit head in percent

Male Female All adult
units

18 to 24 -140 140 140
25 to 34 --------- 160 130 160
35 to 44 -170 130 170
45 to 54 -190 130 180
55 to 64 -210 140 190
65 to 74 -180 130 160
75 and older -120 120 120
All adult units -160 130 170

I The welfare ratio is the family gross disposable income as a percent of family budget requirement.
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The figures indicate that on the average the Incomes of families in this coun-
t.y are more than sulclet to provide for dependent aged.

Not all the dependent adult units are aged persons living in the home of
younger relatives. About a sixth of the family heads over 65 themselves pro-
vide housing for their relatives. For them, sharing a home with other units
works two ways. They provide housing, and sometimes food and other things
for relatives, at the same time these relatives may have income of their own.
Table 8 is tabulated only for family heads, that is, adult units who are not
living in a relative's dwelling, but in their own home, whether or not other units
live with them. It shows that when older people provide housing for relatives,
they add on the average 1% additional people to the family, but alsb add nearly
$2,000 to the total family income.

TABLE 8.-Effects on family size and income of houwing extra adult units, by
age of family head

For all families- For families who Wouse
relatives-

Age'of family head | . l

Percent of all 'house rela- number of, disposaile
families tives people aled money in-

'to family come added

18 to 24 -- …----- 67 4 ( . (')
25 to 34 -19 8 1.43 $1,198
35 to 44 -24 16 1.37 1,244
45 to 5-20 25 1.40 1,478
55 to 64 - :16 24 1.36 2,203
65 to 74 -10 16 1.67 2,187
75 and older- 6 17 1.69 1,741

Total -100

I Too few cases for analysis.

It is clear that both the host unit and the dependent units have lower average
incomes than families which do not include more than one unit. The total
family income of multiple-unit families is higher on the average in each age
group than single-unit families, but the income per person is smaller, and the
average incomes both of the adult units who house relatives, and the adult
units who live with relatives are lower in each age group than the average
income of the adult units who live alone.

It is not sufficient to look merely at the financial results of living with rela-
tives; there are also some psychic costs involved. Part of a family's real in-
come is its privacy. We asked two questions to obtain attitudes toward living
with relatives and toward relatives' responsibilities for older people:

"Some older people move in with their children, others try hard to keep a
separate household even when it means pinching pennies. Do you think it is
a good idea or a bad idea for older people to live with their children? Why
is that?

"If the older people don't have enough money, do you think their relatives
should support them, or should the Government take care of them, or what?
Why do you say so?"

The results of these questions are reported in some detail in a paper presented
at a National Bureau of Economic Research Conference in June, and will appear
in a forthcoming book.' . . - ..

We found a sizable,majority of spending unit heads are opposed to having
older people live with their children. We infer that living with relatives may
solve certain problems of economic maintenance, but it is not a generally popu-

F "Voluntarism In Amerfca_~Attltudes and Behavior," by James Morgan, presented at a
National Bureau-Merrill Center Conference on Philanthropy, June 1961 (available from
National Bureau).
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lar or desired solution. However, a majority feel that relatives rather than
the Government should take major responsibility for the support of older
people who cannot support themselves. The inference is that if existing con-
tributory programs are not sufficient, most people feel that relatives have some
responsibility. This does not mean that people are opposed to governmental
responsibility for the aged. Only 30 percent said that relatives should be solely
responsible, and even they probably interpreted the question to mean that
realtives should be responsible where social security and private pensions are
inadequate.

The greater the financial capacity of the respondent, the more opposed he was
to units living together, but the more willing to accept the idea of some financial
responsibility on the part of relatives.

SAVINGS AND B-ETIMENT .

The Income figures which we have presented understate the economic well-
being of some of the aged. Some persons aged 65 and older have substantial
resources in bank accounts, savings accounts, or Government bonds. Table 9
indicates that about a fifth of these spending units whose heads are 65 and older
have $5,000 or more in these liquid assets. Unfortunately the dependent aged
are not included in this tabulation separately, since separate information on
their liquid assets was not obtained in the survey. However, the savings shown
in the table include savings of all members of the spending unit, including
savings of any dependent adult units. The dependent adult units over 65 ex-
cluded from table 9 almost certainly have fewer assets than the financially
independent spending units over 65.

TABLE 9.-Amount of liquid assets held by spending units within education of
spending unit heads -

[Percentage distribution for spending units whose heads are 65 and older]

Education of the head All spending
____ ___ __ ___ ___ ___- __ ___ __ -_ units whose

Amount of liquid assets held by spending units heads are 65
0-11 grades 12 grades Some college and older

training

$5,000 or more - 19 23 37 22
$l,000-$4,999- - 27 30 24 27
1500 to $999 -8 14 4 .8

Less than $500 -41 19 29 37

Had $500 or more within the last 5 years 11 6 9 10
Did not have $500 within the last 5 years - 26 13 17 23
Not ascertained whether. had $500 within last .

years -4 0 3 4

Not ascertained -5 14 6 6

Total -100 100 100. 100
Percent of all spending units -_:11- - 1 3 15

By and large the retired do not draw on their savings to pay for living ex-
penses after retirement. Table 10 indicates that over half of the retired had
not used up savings, while less than a fifth report using more than half of
what they had in the bank at retiremont. Persons who planned to retire drew
on their savings less often than those who did not.

It seems likely that these savings are considered a basic reserve, not to be
used except in the most dire emergency, and that being forced to use them
would be a traumatic experience for an aged person.
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TABLE 10.-Depletion of 8aving8 after retirement within plaennin' of retirement
date

[Percentage distribution of retired spending unit heads]

Planning of retirement date All retired
Depletion of savings after retirement _spending

unit heads I
Planned Did not plan

Used over three-quarters of savings -7 20 15
Used one-half to three-quarters of savings -3 5 4
Used one-quarter to one-half of savings -3 8 6
Used less than one-quarter of savings- 14 6 9
Used some savings; amount not ascertained 6 6
Used no savings; amount of savings same as at retirement- 51 36 40
Used no savings; have increased savings since retirement 13 17 15
Not ascertained whether used savings-0 2 5

Total ---- -------------------------- ------------ 100 100 100

Percent of spending unit heads -4 6 11

I Includes 1 percent of spending unit heads for whom planning of retirement date was not ascertained.

DISABILITY AMONG THE AGED

Nearly half of the aged who were interviewed directly reported that they have
some physical, mental, or nervous condition which limited their ability to work or
to perform the ordinary tasks they were accustomed to perform. Reports of dis-
ability increased systematically with age. (See table 11.)

TABLE 11.-Percent of disabled within age, seT, and relation to spending unit
head

Percent who are disabled:
Heads of spending units Wives of Dependent

Age | spending adults I
unit heads I

Males Females

18 to 24 -- --- --- 7 5 2 9
25 to 34------------------------- ---------------- 5 12 2
35 to 44 - - 12 14 4]
45 to 54: --- 16 16 11 25
55 to 64------------------ 27 32 15
65 and older - -45 46 21 25
All adults - - -- 17 24 7 17

I The percentages shown here reflect some underreporting of disabilities of wives and dependents.

Despite relatively large Incomes from stocks and other assets, social security
benefits which average considerably more than other groups in which the head
is disabled, and low income taxes resulting from the double exemption for persons
65 and older, the aged who are disabled received less disposable income than
any other group of disabled or nondisabled persons. (See table 12.)
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TABLE 12.-Mean income within disabilities of adult unit members, and extent
of limitation (for adult units)

Disabilities of adult unit members

Heads are disabled
Heads are No one

Average income of adult units not dis- is All adult
18 to 64 abled, disabled units

l___ __ __ _ __ __ _ wives or
65 and children

Cor- Severely Some- older are dis-
pletely limited what abled
limited limited

Wage income:
Heads ---------- $464 $1, 433 $3, 301 $274 $4,174 $3, 846 $3, 486
Wives ------------ 365 661 599 115 274 501 475

Real earnings -1, 665 2,697 4, 714 617 5, 310 4,914 4,543
Loss of earnings -- 3, 249 -2,217 -200 -4, 297 +396 0-
Gross factor income 2, 081 3,446 5,354 1, 518 6,194 5, 504 5,169
Transfer income 931 537 306 1, 137 442 340 406

Public contributory trans-
fers-241 216 184 658 189 133 177

(Social security benefits) --- (159) (65) (30) (559) (119) (77) (108>
Nonpublic transfers 193 61 147 284 183 157 164
Public noncontributory

transfers -410 123 79 196 138 41 65
Net family transfers 87 137 -104 -1 -68 9 0

Income tax -332 315 666 107 796 652 612
Gross disposable income -- 2,680 3,668 4,994 2,548 5,840 5,192 4,963
Loss of gross disposable in-

come 
2

-2,525 -1,537 -211 -2,657 +635 0-
Percent of adult units 2 2 8 6 4 78 100

I Difference in real earnings of adult units with disabled persons, and those without.
2 Difference in gross disposable income of adult units'with disabled persons, and those without.

In connection with their disabilities it is interesting to note the proportion of
aged who are covered by some hospitalization insurance program. Less than
two-fifths of the aged spending units are covered completely by such insurance.
The proportions are substantially higher for units which do not contain any
disabled persons. (See table 13.)

TABLE 13.-Percent of spending units in which everyone is covered by hospital-
ization inmeurance, by age of spending unit head, and presence of a disabled
person in the unit

Percent of spending units
in which everyone is
covered by hospitaliza-
tion insurance

Age of head of the spending unit _ _-

Unit includes Unit does not
: , -- ,. ' disabled include dis-

Percent Percenf
18 to 24 -63 65
25 to 34 -46 71
35 to 44 -65 73
45 to 54 - 52 68
55 to 64- 56 68
65 to 74 -36 55
75 and over -- 23 37
All spending units --------- 49 68
Percent of spending units -24 76
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WORK EXPERIENCE OF THE AGED

Adult unnits can be dependent units without separate finances living with rela-
tives, separate spending units with some income and separate finances, whether
living with relatives or not. The first group has almost no earned income. Among
the second group, the extent to which they worked during 1959, and their wages
and hours, are affected by their age as shown in table 14. We have provided
the data separately according to the education level of the head of the unit
because of the high correlation between age and education, and the powerful effect
of education on earning rate and employment opportunities.

TABLE 14.-Labor force participation, hourly earnings, and annual hours
worked, within age and education (for spending unit heads)

Education of spending unit heads

Age of spending unit heads 12 grades plus
0 to 11 12 grades nonacademic College
grades training; degree

some college

Percent of spending unit heads who worked during 1959

55 to 54~ --------------------- 5 4 91 1
65 and older-35 16 } 80
All spending unit heads -- 1 91 90 95

Average hourly earnings for spending unit heads who
worked during 1959

55 to 64 -------------------------- $2.00 $2. 53 l6s and older - 1.52 1.25 I $2.17 $3.25
All spending unit heads -1.90 2 36 2.50 3.43

Average hours worked per year during 1959 by spending
unit heads who worked

55 to 64 -1, 925 1,872 1
6s and older- 1,316 2,009 1,358 2,203All spending unit heads -2, 017 2,191 2,148 2,167
Percent of spending units -53 16 21 10

It is clear that most of the older people who are employed work full time.
Among the uneducated, work is at less than average wage rates.

Of this spending unit, wives 65 or older, only 12 percent worked, as compared
with 38 percent of all wives of heads of spending units. They earned an aver-
age of $1.18 per hour as compared with an average of $1.43 per hour for all
wives, and worked an average of 1,333 hours in 1959.

SUMMARY

We have shown that more careful inclusion of nonmoney incomes of the aged
makes the welfare position of some look dismal. However, taking account
of aged people who live with relatives, and who generally have low incomes even
when we include the transfers of free food and housing, increases the estimated
number of needy aged.

When we discover also that living with relatives Is an almost universally dis-
liked solution, with psychic costs, the problem of the dependent aged living
with relatives becomes even more important.

While some of the aged have assets, it is clear that they cling to them, and are
generally unwilling to use them for living expenses.

Finally, a substantial fraction of the aged report disabilities of one kind or
another which may represent a large financial burden and which would inter-
fere with any effort to find work and thus supplement income from pensions and
assets.

No single source of support is predominant for older people, and only the
combination of social security, earnings, income from capital (particularly the
home), free room and board, and other transfers allows them to get along.
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Letter from Federation of New Hampshire Senior Citizens' Clubs:
U.S. SENATE,

COMMITTEE ON COMMERCE,
July 10, 1961.

Senator GEORGE A. SMATHERS,
Chairman, Subcommittee on Retirement Income, Special Committee on Aging,
New Senate Office Building, Washington, D.C.

DEAR MR. CHAIRMAN: I have been requested by Mr. Harry C. Knox, president,
Federation of New Hampshire Senior Citizens' Clubs, Goffstown, N.H., to trans-
mit for inclusion in the record of hearings that your subcommittee is holding
on July 12-13, his letter of July 7 to Dr. Harold L. Sheppard, the staff director.

I shall appreciate the subcommittee's consideration of the very clear and com-
pelling statement made by President Knox in behalf of those elderly persons who
retired under the Social Security Act prior to the amendments to the act ap-
proved by Congress in 1955. I feel that he is entirely correct in his contention
that those pensioners retiring prior to 1955 are justified in requesting the same
5-year "dropout" provision which was granted to those retiring after that date.

With every good wish,
Very sincerely,

NORRIS COTTON,
U.S. Senator.

FEDERATION OF NEW HAMPSHIRE SENIOR CITIzEss' CLUBS,
Goffstown, N.H., JulV 7,1961.

HAROLD L. SHEPPARD,
Staff Director, Special Committee on the Aging.

DEAR ME. SHEPPARD: I should like to submit the following statement in behalf
of our 2,000 members in regard to the problems confronting us upon retirement.
And this applies to all pre-1955 pensioners.

The large majority of us are on the social security pension program and our
ages range from 65 to 90. In our working years, 20 to 30 years ago our wage
rates were low and therefore our pension rates based on those rates are low.

In 1955 the social security pension rates were increased an average of 15 per-
cent due to the "dropout rule." However, the old pensioners on the program
before that date did not receive that increase although they did receive a small
increase in 1958.

According to statistics taken from the Social Security Bulletin the average
pension of these pre-1955 pensioners is today $59 per month. And there are
about 4 million of them, about one-fourth of whom are widows and their average
is $46 per month.

There have been several special increases in pension rates for certain classes,
that is, when full coverage was reduced from 7 years to 18 months it brought in
many older people that could not otherwise qualify. Also women could retire
at 62 years and the disabled can now receive their pensions after 5 years on the
program regardless of age.

Now, this class of old pensioners who received their pensions before 1955
should receive a cost-of-living rate under a special social security pension
increase. How else are they going to have a decent American standard of living
which they do not now have with a $59-a-month pension.

Are these oldsters deserving of such an increase? In their labors of 20 to 40
years ago, did not they contribute to laying the foundation to the present great
prosperity of our country? And especially in developing theelectriqal age which
is the basis of our electronic and atomic era.

Also in 1936 when President F. D. Roosevelt set up the original, social security
program he wrote into the law that this program "should provide. economic
security through. social insurance." And these old pensioners,, largely by their
contributions, had by 1950, built up a trust fund of $14'billion'.

We earnestly believe that legislation should be passed to increase the pensions
of these pre-1955 oldsters to provide them with a preseat6st-6f-liying~standard
of liying, and we believe they dleserve it. t

H4ARY C. KNox, President.
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