
OASI - Impact on
Private Pension Plans

« Should employers fear or welcome amendments

in the Social Security Act? What is the intelligent

position to take in view of the effect on costs and

benefits in their own companies?

By Samuel N. Ain

Today, more than 7,800,000 persons are re-
ceiving in excess of $400 million a month un-
der Old Age & Survivorship Insurance, part
of the Social Security system. Employer and
employee contributions based on workers' earn-
ings come to more than $ 5 billion a year. Assets
of the system exceed $21 billion.

The economic energy being stored up in
OASI is having an increasingly important impact
on the nation in general and on business in par-
ticular. In addition to providing a degree of
security, which is the system's primary purpose,
OASI influences the working habits of a sizable
segment of our labor force and establishes pat-
terns of benefits in private pension plans which
the employer must take into account and perhaps
even follow.

The Old Age & Survivorship Insurance sys-
tem affects private pension plans in several ways:

C When an employer is analyzing the effective-
ness of his own plan, he must consider the total
benefits which are available to his employees. Con-
sequently, with every change in the OASI system,
the employer has to re-evaluate his own pension
program to make sure he is still moving toward his
retirement objectives.

«When the government moves to introduce
new benefits, workers and employers both become
more aware of the need and desirability of such

insurance. The reaction often is: "This is a good
thing, so let's have more of it." The "more" may
come either through further improvements in the
federal system or through liberalization of private
programs. OASI has been the most important in-
fluence in creating the attitudes necessary- for the
unprecedented growth of pension plans in the last
I 5 years (see EXHIBIT I) .

I. PENSION PLANS APPROVED BY INTERNAL
REVENUE SERVICE, THROUGH 1955

Period
ending

12/31/44
4/30/45
8/31/46
6/30/47
6/30/48
6/30/49
6/30/50
6/30/51
6/30/52
6/30/53
6/30/54

12/31/54
12/31/55*

New
plans

5.265
1.477
2,812
1,054
1.134
1,123
1,034
1.987
2.493
3.780
4.395
1.843

—

Terminations

0

0

49
1 6 0
2 7 5
2 2 7
2 6 3
1 5 1
1 4 6
1 2 3
1 9 1
1 4 9
—

Cumulative
total

5.265
6,742
9,505

10,399
11.258
12,154
12,925
14.671
17,018
20,675
24.879
26,573
30,000

* Estimated.
NOTE: Figures of the Revenue Service include profit-

sharing and stock-bonus plans as well as pension plans,
probably to the extent of about 30% of the total.

Thus, when we consider the effect of pro-
posals to change the OASI system, we should
bear in mind not only the immediate and direct
additional contribution called for, but also the
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effect in ultimate cost — directly to the system
and indirectly through our private pension pro-
grams — and the effect on our national product.

Proposed Changes
Since the passage of the original 1935 version

of the Social Security Act four major sets of
changes have been made in it, three of them
since 1949. They covered increases in benefit
levels, increases in the Social Security wage base
from $3,000 to $3,600 and to $4,200, and
the introduction of drop-out provisions and oth-
er devices for preserving the worker's average
monthly wage.

If one can judge by the action of the present
Congress, a fifth group of amendments to the
Social Security Act lies immediately ahead. Cer-
tain liberalizing provisions passed the House
overwhelmingly on July 18, 1955. And, while
the Senate did not have time to consider them
before adjournment, the best informed opinion
holds that these amendments will be passed,
with minor modifications, during the current
Congressional session.

Since previous OASI moves have set the pace
for the development of private benefit plans,
businessmen would do well to look carefully at
the more important of the proposed amend-
ments: those dealing with benefits for disabled
workers and those which would reduce from 65
to 62 the age at which women become eligible
for benefits.

Disability Standards
The 1954 amendments to OASI included a

"freezing" provision pertaining particularly to
disabled workers. This preserved the benefit ex-
pectation of the worker as of the incidence of
his disablement but made no provision for pay-
ments to the worker to begin any earlier than 65.

The proposed disability changes go a step
further by allowing monthly benefits to disabled
workers after age 50. The benefit is the primary
insurance amount the worker would be eligible
to receive on the basis of his earnings history to
the time of disability, and on the assumption that
he was then entitled to old age insurance bene-
fits. Benefits would continue until recovery or
death. If the worker did not recover before age
65, he would continue to receive benefits as a
regular retiree under the program, rather than
as a disabled person.

Certain significant safeguards were attached

to the proposal. Eirst, "disability" was defined as
meaning "inability to engage in any substantial
gainful activity by reason of any medically de-
terminable physical or mental impairment which
can be expected to result in death or be of long-
continued and indefinite duration." Proof of
disability must be furnished. In order to be eligi-
ble for disability benefits, a person must have an
employment history on the basis of which he
would be deemed to be fully and currently in-
sured had he attained retirement age at the time
of disability, and he must have at least 20 quar-
ters of coverage during the 40 quarters of cover-
age ending with the quarter in which the dis-
ability occurred.

Other safeguards include a six-month waiting
period before benefits begin, deduction from the
Social Security benefit of other federal disability
benefits or state workmen's compensation bene-
fits which may be payable to the individual, and
a provision requiring the Secretary of Health,
Education and Welfare to refer disabled persons
to appropriate state agencies for vocational re-
habilitation services. If the individual fails to
cooperate, the Secretary is empowered to sus-
pend his benefits.

There has long been a demand for govern-
ment action in the field of disability insurance.
In this high-tax era, the individual does not find
it easy to accumulate sufficient reserves for his
old age. To make provision for himself and his
family should he become disabled is a virtual
impossibility. In addition to the difficulty of
saving after taxes, suitable contracts providing
for income payments in the event of disability
are not generally available from the insurance
companies.

Despite the seriousness of the disability prob-
lem today, very little has been done on a national
level toward finding a solution to it. The OASI
program has focused its attention on the prob-
lems of old age and death almost exclusively,
concentrating on meeting the basic economic
needs of the worker who retires after 65 and of
the family of a deceased worker whose children
are young.

This is not to say that there have not been
consistent and eloquent advocates of the inclu-
sion of disability benefits. Such benefits have
been recurrently proposed ever since the early
days of Social Security. The first proposals were
loosely drawn, but each succeeding draft tight-
ened up on earlier ones. In fact, the definition
in the last proposed amendment is so narrow



that, if adopted, it will require substantial liber-
alization before long.

Retirement of Women
The second proposed change, reduction of

the age at which women become eligible for
benefits under Social Security from 65 to 62,
would affect all classes of women — those who
retire with benefits based on their own employ-
ment, wives of retired workers, and widows and
dependent mothers of insured deceased workers.

This proposal to lower tbe retirement age for
women is tbe Congressional response to pres-
sures primarily in behalf of wives and widows
wbo would be eligible for benefits except for
being a few years sbort of age 65. Tbe prevail-
ing custom in our society seems to be for men to
marry women younger tban tbemselves. Tbis
means tbat a married man wbo wishes to retire
at age 65 can expect to receive from Social
Security only bis own primary benefit until bis
wife reacbes age 65, at wbich point tbe family
income from Social Security will increase by
50% . Tbe three-year reduction in eligibility age
for women may be taken as an attempt to attain
flexibility in compensating for tbe age differen-
tial between man and wife.

Increased Contributions
It bas been estimated tbat tbe cost of tbese

two cbanges — in disability provisions and in
age for female retirement — as well as certain
otber proposed cbanges, can be met by an addi-
tional Social Securit)' contribution of about 1%
of earnings. Consequently tbere was proposed
an increase in contributions on tbe part of em-
ployer and employee of Vz of i % eacb.

Tbis means tbat employer and employee con-
tributions would increase from tbe present 2%
to 2^2% of tbe first $4,200 of tbe employee's
annual earnings starting January i, 1956; tbe
ultimate rate entailed in tbe proposal is 4V2 % of
the first S4,2oo starting January i, 1975, mak-
ing a total of 9% at tbat time. (Of course, if tbe
proposal is passed during 1956, tbe increase in
rates of contribution to 21/2 % probably will not
begin before January i, 1957.)

Pressure & Progress
The disability situation illustrates particularly

well wbat migbt be called "progress tbrougb
pressures." The 1954 Social Securit)^ "freezing"
provision and tbe new disability proposal can
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only be regarded as a measure of Congressional
awareness of tbe need and desirability of sucb
benefits, and as a reflection of tbe fact tbat to
date private pension plans bave not gone very
far in meeting tbe problem.

One of tbe reasons why private pension plans
bave moved so slowly in this area is tbe undue
and exaggerated fear on tbe part of management
as to possible disastrous financial consequences.
Many companies bave completely omitted dis-
ability benefits. Otbers bave taken a backdoor
approacb, providing wbat is in name a disability
benefit but wbicb takes tbe form of an early re-
tirement provision or accelerated vesting scbed-
ule, witb benefits based on tbe credits or reserve
accrued toward tbe normal retirement benefit.
In otber plans a modest flat benefit is provided
for disabled employees wbo meet ratber restric-
tive age and service conditions.

Tbe inadequacy of a disability benefit based
on tbe early retirement or vesting approacb can
be seen by considering tbis case:

A male employee covered under a i % -of-salary-
per-year-of-ser\ice plan becomes disabled after 20
years of service.

If he has had level compensation at the rate of
$7,500 a year, his accrued benefit will be 20%
of $7,500, or $1,500 a year, beginning at normal
retirement age — usually 65. If the benefit is to
begin upon disability, it will have to be reduced
because it starts sooner and will probably ha\ e to be
paid over a longer period of time; it will amount to
about $750 a year if he is 55 years old when dis-
abled, and only about $400 a year if he is 45.

Compare this with the $900 to $1,080 payable
annually, without regard to age, to a disabled
hourly rated employee with 20 years of service
under the terms of plans collectively bargained by
two of the major unions.

Union Achievements
It may be noted tbat much of wbat recent

progress business bas made in meeting tbe dis-
ability problem bas resulted from collective bar-
gaining pressures. In many of tbe negotiated
plans wbicb provide disability benefits, particu-
larly tbose witb tbe steel and automobile unions,
tbere are "offset" provisions wbicb permit tbe
deduction of disability benefits payable under
public programs from tbose payable under tbe
private plan.

If OASI is expanded to include disability in-
come benefits, tbe immediate result of tbe oper-
ation of tbese offset provisions would be to de-
crease employer liability; but, if experience is
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any guide, it can be anticipated that in the long
run the desire of employers for satisfactory pub-
lic and labor relations, coupled with union de-
mands, will lead to an absolute increase in dis-
ability payments.

The trend of developments under the influ-
ence of collective bargaining on benefit provi-
sions of the offset type, as well as the influence
of unions in pushing disability benefits, may be
seen by the changes which have occurred in the
automobile and steel industries since 1949 when
pension plans first became subject to collective
bargaining:

C In the period from 1949 to 1955 the Ford
Motor Company and the United Auto Workers
negotiated a series of pension agreements which
have materially improved worker benefit provisions.
Whereas in 1950 the normal monthly retirement
benefit for an employee with 30 years of service at
the $4,200 annual compensation level was $100
($54.80 from the company and $45.20 from So-
cial Security), as of May 1955 the figure was $166
($67.50 from the company and $98.50 in Social
Security payments).

What is more significant to our discussion, the
disability benefits were substantially increased and
liberalized. In 1950 the disability benefit was $50
a month for employees totally and permanently dis-
abled after attainment of age 5 5 and completion of
30 years of service. By 1955 the requirements for
disability benefits had been changed to i 5 years of
service without regard to age, and the amount of
the benefit was set at $4.50 a month for each year
of service.

A very important additional change was the
1955 provision for a retirement allowance, deferred
to age 65, of $2.25 a month for each year of serv-
ice after age 30 for men whose employment is
terminated after age 40 and 10 years of service.

e Developments in the steel industry follow a
similar pattern. Along with the changes negoti-
ated in normal retirement benefits (see EXHIBIT
I I ) , concurrent improvements were expected in
provisions for disabled workers.

In 1949 the monthly benefit to employees totally
and permanently disabled after i 5 years of service
was set at either (a) $50, or (b) i % of the io-year
final average monthly earnings times years of serv-
ice, whichever was greater. Upon reaching age 65
the retired disabled employee qualified for a normal
retirement benefit based on service and earnings to
the time of his disability.

These agreements remained in effect without
change for five years. Then in 1954 the minimum
monthly disability benefit was increased to $75.

Implications for Future

During the period from 1949 to 1955, Social
Security benefits have been increased three
times. With each increase, there has been an
offsetting change in many private plans — a
shift in the responsibility for providing retire-
ment benefits from the employer to the govern-
ment. Thus, in the steel plan, for instance, the
retired employee's total benefit from both sources
has remained the same.

As has been indicated above, this offset or
"envelope" type of plan has met with opposition
from the unions whenever increased Social Se-
curity benefits have had the effect of reducing
company-provided pensions, and this is under-
standable enough. The employee gets no actual
gain from increases in governmental benefits,
although the government's action has repeatedly
provoked other and beneficial changes in private
company pension plans.

Thus industry is being pushed away from the
offset provisions. In the automobile industry in
1953, there was established a minimum benefit,
independent of Social Security, of $1.75 a
month for each year of service. In steel in 1954,
a flat $85 Social Security offset was agreed on.
Continued movement away from the offset type
of plan is probably to be expected, either in the
form of a ceiling on the Social Security offset or
in the form of a benefit from the private plan in-
dependent of Social Security. It looks, therefore.

EXHIBIT II. MONTHLY BENEFITS FOR EMPLOYEES RETIRING AT 65

Level
compen-

sation

$2,400
3,000
3,600
4,200

Retirement in
1950 with 25

Plan

$ 6 0

54
54
54

-45
. 8 0
. 8 0
. 8 0

January
or more

vears of service
Social

Security

$39-55
45-20
45.20
45.20

Total

$100.00
100.00
100.00
100.00

Retirement in
1954 ^vith 2$

October
or more

years of service

Plan

$ 2 1

I I

I

I

. 5 0

. 5 0

. 5 0

. 5 0

Social
Security

$78.50
88.50
98.50
98.50

Total

$100.00
100.00
100.00
100.00

Retirement
1954 ii'if^

Plan

$51.
45
45.
45

5 0
. 0 0

, 0 0

. 0 0

in November
I 2$

service

Social
Security

$78.
88.
98.
98,

5 0
5 0
5 0
5 0

years of

Total

$130.00
133.50
143.50
143.50

Retirement after
with

Plan

$61.50
55.00
55-00
55.00

30 or more
service

Social
Security

$78.50
88.50
98.50
98.50"

May 1915
• years of

Total

$140.00
143.50
153.50

' 153-50*

These amounts will increase for later retirements by a maximum of $10 for persons retiring after 1956.



as if the proposed OASI changes will eventually
result in great improvements in the lot of the
disabled worker.

The history of pension negotiations in the
automobile and steel industries also indicates
that there will be general improvement among
private plans in the amount of disability retire-
ment benefits. There will probably be relaxa-
tion of the requirements for disability coverage
and an increase in the number of plans provid-
ing such coverage. Perhaps the developments
discussed above will demonstrate to industry at
large that an open-end risk such as disability in-
surance can be administered with care and with-
out undue difficulty.

Private Plan Alternatives
A large part of the hesitation in improving dis-

ability benefits can be traced to the adverse ex-
perience of insurance carriers with disability
provisions in individual life insurance contracts
back in the 1920's and early 1930 s. As a result
of this experience most insurance companies do
not provide any disability income under their in-
dividual life insurance contracts or under their
group annuity contracts. WTiile it has therefore
been difficult and awkward for pension plans
which fund benefits through individual or group
annuity contracts to provide suitable disability
coverage, there is some evidence that insurance
companies are waking up to the problem and will
soon be taking steps to meet it.

Insured Plans
The insurance companies' experience with

temporary disability benefits in recent years has
been favorable. A slowly increasing number of
carriers are writing some sort of total and perma-
nent disability income benefits in connection
with individually issued life insurance policies.
Some thought is also being given to ways and
means of integrating disability benefits with re-
tirement benefits under insured pension plans.
Yet, as Walter Klem, vice president and actuary
of The Equitable Life Assurance Society, stated
at a symposium of the Life Insurance Associa-
tion of America last December:

". . . When all are taken together, there re-
mains a problem of how the life companies can
enlarge the scope of their coverages in this field."

What insurance companies have frequently
overlooked in the past is that the conditions

Impact of OASI 105
which led to their unfortunate experience with
individual disability income provisions and so
provoked their subsequent withdrawal from that
kind of business do not necessarily carry over
into the pension situation of today. A disability
benefit of more than just a nominal amount —
one which will help meet the income replace-
ment needs of the disabled individual — can be
provided without endangering the financial sta-
bility of the pension plan.

Insurance companies may provide success-
fully for the disabled worker if they will recog-
nize the underwriting difference between dis-
ability coverage of an individual as an ordinary
life policyholder and coverage of the individual
as a member of a group involved in an employer-
employee relationship, and if they will back up
this recognition with sound underwriting prac-
tices. The important underwriting points to
consider are:

• The proper relationship of the disability bene-
fit to the normal retirement benefit and to the earn-
ings level of the individual.

• Careful definition and determination of "total
and permanent disability'."

• Periodic checking of the disabled pensioner.
• Self-restraint in the selling of disability bene-

fits by insurance companies.

Trusteed Plans

Somewhat more progress toward disability
benefits has been made by trusteed plans. These
are plans under which contributions to pay tbe
benefits are turned over to a trust, administered
by a corporate trustee or individual trustees,
rather than to an insurance company; the trustee
invests and reinvests tbe contributions, and tbe
payment of benefits is made directly from tbe
trust.^ While information on trusteed pension
plans as a group bas been completely unobtain-
able until recently, the popularity of such plans
has been increasing, and the best estimates indi-
cate that they now number about 25% of all
private pension plans.

This bardly suggests the full importance of
tbe trusteed vehicle of funding, for it is tbe larger
plans that tend to be trusteed rather than insured.
This is clearly apparent from a comparison of the
25% figure with the estimate that about 70%

• For a general discussion of the basic advantages of
trusteed and insured plans, see Willis D. Gradison, Jr.,
"Key Questions in Pension Fund Investment," HBR July-
August 1955, p. 84.
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of all persons covered under private pension
plans are participants of trusteed plans.

The rapid growth of this type of funding may
be attributed to its advantages of lower cost and
greater flexibility of funding and of planned pro-
visions. That these advantages have been ma-
terial is indieated by the development of forms
of insurance contracts (e.g., deposit administra-
tion and immediate participation guarantee eon-
tracts) which reduee the elements of insurance
and tend to take on more of the eharacteristies
of trusteed plans.

When it eomes to providing disability benefits,
a trusteed plan is not faced with the same diffi-
culties which in the past plagued insurance com-
panies selling individual disability contracts.
Under trusteed plans there is less likelihood of
running into trouble with dishonest elaims and
with expensive and harassing litigations, as the
insurance carriers did 25 years ago. The rela-
tionship between employer and employee is quite
different from that between insurer and insured.
The employer has the right to speeify who is
and who is not a member of his pension plan, as
well as how long and under what conditions an
individual's membership and rights will eon-
tinue. He has the right to define the meaning of
the term "total and permanent disability" for the
purpose of the plan and to establish the proce-
dure for determining whether disability exists
and to empower an administrative committee to
make the final decision.

There is not, with a trusteed plan, opportunity
for disputes between employer and employee
over the terms of the plan — disputes whieh
may ultimately reach the eourts for deeision. In
contrast, on individual contracts the insurance
carriers found that as claims mounted during the
depression, overly sympathetic or prejudiced
eourts and juries, by their decisions, "rewrote"
the total and permanent disability clause in a
way to broaden its scope far beyond what was
originally intended. As was testified before the
Senate Finance Committee in February 1956,
"Total, permanent disability became partial dis-
ability; it became professional disability; it be-
came unemployment insurance; it became retire-
ment insurance." -

Benefit Conditions
Whether management chooses an insured

plan or a trusteed plan, the pending OASI
amendments make it virtually certain that some
type of private provisions for the disabled worker

will become the accepted practice — and this, of
course, means additional employer contributions
to the pension plan. While sound underwriting,
careful drafting, and good planning cannot elim-
inate the cost of a disability benefit, they can
make it possible for the cost to be reasonably
estimated in advanee and held within the finan-
cial limits desired for the plan as a whole. Man-
agement may insist on a reasonable period of
service before an employee becomes eligible for a
lifetime disability benefit, and it should insure
appropriate adjustment of the level of benefits,
in keeping with the level of normal retirement
benefits in its pension plan.

While it is generally true that the earlier the
age at which a disability occurs, the more costly
it is, proper weight ought to be given to the
corollary fact that the younger the individual,
the less probable is the occurrence of disability.
Also, it should be recognized that the cost of a
disability benefit is already being provided for in
part by the reserve accumulated for the normal
retirement benefit.

The level of disability benefit to be provided
in a private pension plan will depend on a num-
ber of factors such as: what the employer con-
siders the employee's need for income replace-
ment to be; other benefits, both public and
private, that may be available; the employer's
willingness to accept responsibility in meeting
the need and his capacity to carry the cost. To
prevent disability provisions from becoming too
attractive to employees, an upper limit should be
imposed on the benefit to be provided on disabil-
ity. A rule of thumb often used is to keep such
benefits from exceeding 90% of those which
would be available had the employee attained
his normal retirement date. Minimum provi-
sions may be added.

Benefit vs. Burden
The government's proposal to reduce the re-

tirement eligibility age for women from 65 to 62
presents problems much different from those
connected with the disability benefit proposal.
In my judgment, the need and desirability are
much weaker, and the possible burden of costs
relative to advantages much heavier.

First of all, this recommended lowering of
the eligibility age with regard to Social Security

- Daniel J. Rcidy, speaking for the American Life Con-
vention and the Life Insurance Association of America on
H.R. 7225.



benefits runs counter to the trend in prii'ate pen-
sion planning. Private plans have tended to fix
age 65 as the normal retirement age for both
men and women; there has even been public
criticism of setting 65 as the standard — some
people feel this is too low. Plans which had
formerly operated with normal retirement ages
for women below 65 have tended to raise their
age levels.

The earliest retirement plans generally pro-
vided no differential in retirement age. Then,
for a number of years there was some tendency
to permit the earlier retirement of women, usu-
ally five years before men. This tendency
reached its peak in the middle 1920's. The
practice of using the same normal retirement age
for men and women became more pronounced
under the influence of OASI.

Cost Increases
If the pending amendment is adopted, it must

be considered only an invitation for subsequent
demands on Congress to reduce the age for
women to 60 or lower and to make parallel re-
ductions for men. It will also create pressure on
private pension plans to reduce the retirement
age for women from age 65 to 62 or younger.

As it is, the greater longevity of \\ omen makes
it more expensive to provide pensions for them
than for men. The cost of setting up an annuit}-
at age 65 is approximately 16% greater for
women. If women were to retire at age 62 with
the same benefit, it would increase the cost by
an additional 23%; and since these increases
are compounded, the proposal would have a total
effect of providing a woman with a benefit at
retirement costing about 43% more than the
provision for a man.

The cost increases of earlier retirement for
women will of course be greater in those indus-
tries which have a substantial concentration of
female workers. These would include, for ex-
ample, the service industries, wholesale and re-
tail trade, and certain manufacturing industries
such as electrical machinery, tobacco products,
leather and leather products, and particularly
textiles and clothing.

In some of these industries, private pension
plans are much less widespread than they are
in the economy as a whole. It is to be expected
that adoption by the federal government of a
lower female retirement age will result in in-
creased pressure on employers in these indus-
tries to institute pension plans. At the same
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time, this proposal would probably strengthen
the forces which have retarded their growth.

What is more, this type of change may well
lead to acceleration of the rates of retirement
among married males as well as among females
in those plans which permit voluntary retire-
ment. These factors may very well have serious
financial consequences in the operation of pri-
vate pension plans. They could even have sub-
stantial effect on female hiring policies and wage
levels for women, since a differential of more
than 40% in the cost of providing pensions can-
not be disregarded. There is also some feehng
that the proposal would serve as a basis in some
companies for forcing women to retire earlier
than men.

An indication of the difficulties which might
ensue if the female retirement age were lowered
may be obtained from the experience of the
British counterpart of our OASI. In 1940, as a
result of pressures similar to those behind the
present proposal in this country to reduce the
female eligibility age to 62, England lowered
the age for women from 65 to 60, while the age
for men remained at 65. Mounting cost of the
program led to a study by a committee under
Sir Thomas Phillips, which recommended in
December 1954 an ultimate increase in the re-
tirement eligibility age for men to 68 and for
women to 63. At the same time, the committee
commented on the lack of justification for the
differential in eligibility age between the sexes
and cautioned that, once taken, the trend toward
differentiation is difficult to reverse.

Need for Flexibility
On the other hand, the public understand-

ably is concerned about the problem faced by
men who are eligible for Social Security benefits
at age 65 but whose wives, being younger, are
not. However, it would be unfortunate if Con-
gress, in an effort to resolve the problem of re-
tirement for married couples, adopted a solution
such as the proposed one which would tend to
create problems perhaps even more serious.

In general there is no clear justification, either
economic or geriatric, for women retiring earlier
than men under public or private programs. The
demand for flexibility in the national program,
which would permit the simultaneous retire-
ment of married couples where the wife is
younger than the husband, could be met by a
device which has been successfully employed
by private plans for many years. This is simply
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a matter of permitting a wife's benefit to begin
before 65 on a reduced basis. For example:

A worker retires at age 66 on a Social Security
benefit of $100 a montb. His wife is 63. Sbe
can be offered a cboice of waiting until 65 to re-
ceive a benefit of $50 a montb or, alternatively,
receiving a benefit of $44 beginning immediately.

This arrangement has the advantage of elimi-
nating the sharp age line between eligibility and
noneligibility under which tbere will always be
pressure to reduce the retirement age, no matter
where it is set. It is certainly to be recommended
over the proposal to lower the retirement age for
women to 62. Farlier benefits on a reduced basis
will solve the problem of retirement for married
couples without disrupting tbe normal opera-
tions of existing private plans and involving tbe
OASI program in increasingly heavy costs.

Conclusion
The original 1935 Social Security Act started

witb rates of employer and employee contribu-
tion of 1% of the first $3,000 of annual earn-
ings witb the intention that an ultimate rate of
3% from eacb party would become effective
January i, 1949. As it turned out, the 1% rate
on tbe first $3,000 remained in effect through
1949, increased to iV2% of the first $3,000
during 1950, to 1^2% of the first $3,600 from
1951 through 1953, to 2% of the first $3,600
in 1954, and now to 2% of the first $4,200.

It seems clear tbat when an employer looks at
the cost of providing retirement benefits for his
employees, he can get a true picture of bis prob-
lem only by considering the cost of bis own plan
together with his contributions to tbe OASI pro-
gram. At the same time, in establishing or re-
viewing rates of employee contribution under a
contributory program, it is important to keep in
mind what tbe employee is required to contrib-
ute under Social Security. In both cases it is
desirable to look at the ultimate rates projected
as well as at current rates. To illustrate:

Under an existing plan employees contribute
2'/2 % of tbe first $4,200 of annual compensation
and 5 % of the excess, while the company contrib-
utes 4% of tbe first $4,200 and 8% of the ex-
cess. By combining these rates with Social Secu-
rity contributions, tbe employees are currently
contributing 41/2% on tbe first $4,200 and 5%
on the excess, and tbe company 6% on the first

$4,200 and 8% on the excess. If the proposed
amendments to OASI should become law, tbe rates
of contribution on tbe first $4,200 after 1974 (as-
suming no change in the plan) would be 7% by
employees and 8V̂  % by employer.

Summary
Tbe Old Age & Survivorship Insurance system

strongly inffuences the working habits of the
nation, tbe hiring practices of employers, and
the provisions and cost of private pension pro-
grams. OASI has achieved wide public accept-
ance and popularity. Public interest in tbe pro-
gram and desire for improvements have been
growing. From the political standpoint, it is
difficult for legislators to resist almost any pro-
posed improvement in the system.

However, it sbould be recognized tbat changes
involve social and economic choices. Improved
benefits and earlier retirement tend to commit a
larger part of tbe national product to tbe non-
gainfully employed, and at the same time to re-
duce the number of producers in tbe economy.
To wbat extent can our expanding economy and
increased productivity permit us to do this?
These are questions for Congress to consider
when studying a change in the OASI system.

While there is already a trend toward tbe in-
clusion of more adequate disability benefits in
private pension programs, we can expect a rapid
acceleration of the move toward such benefits
if tbe disability proposal is adopted by Congress.
On the other hand, there is neither the need
for nor a movement toward a lower retirement
age for women in private pension programs. If
Congress sbould approve tbe proposal to reduce
the age at which women can receive Social
Security benefits, it will be a disrupting influ-
ence on the normal development of private pen-
sion plans.

To a great extent, the national decision on the
female retirement issue will determine tbe direc-
tion in which future productivity increases will
be channeled, i.e., whether toward earlier retire-
ment in general rather tban toward reduced
hours of work or greater individual incomes. If
the Social Security benefits should be provided
at an age earlier than 65, they should be on a
reduced basis. Whatever course Congress takes,
employers may successfully withstand undesir-
able developments in their own pension plans by
permitting correspondingly earlier retirements,
but witb the provision for reduced benefits.






