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LETTERS OF TRANSMITTAL

DEcenMBER 9, 1967.

To the Members of the J oint E'conomic Committee:

Transmitted herewith for the use of the members of the Joint Eco-
nomic Committee and other Members of Congress is part II, “The
Aged Population and Retirement Income Programs,” of the com-
pendium of papers entitled “Old Age Income Assurance,” prepared
for the Subcommittee on Fiscal Policy.

The views expressed in this document do not necessarily represent
the views of members of the committee or the committee staff, but are
statements of issues and alternatives intended to provide a focus for
hearings and debate.

WiLLiam Proxmire,
Chairman, Joint Economic Committee.

DeceyBEr 6,1967.
Hon. WirLiaa ProxMIre,
Chairman, Joint Economic Committece, Congress of the United
States, Washington, D.C.

Dear Mr. Cramraran : Transmitted herewith is part IT, “The Aged
Population and Retirement Income Programs,” of the compendium
of papers on problems and policy issues in the public and private pen-
sion system, entitled “Old A ge Income Assurance.”

Part II includes papers by invited specialists. These describe the
aged population and retirement income programs.

The subcommittee is indebted to these authors for their excellent
contributions, which we believe will add much to a general awareness.
of the issues in retirement income policy, particularly as these relate to.
old-age and survivors insurance and tax programs. The time and
learning devoted to the preparation of these papers should do much
to stimulate interest and to assist in policy decisions concerning future
programs for old age income assurance.

Dr. Nelson McClung, consultant to the subcommittee is responsible:
for the planning and preparation of the compendium, with the edito-
rial assistance of Anne McA fee, and the advice and suggestions of other-
members of the committee’s professional staff.

As the executive director’s letter indicates, the compendium should’
not be viewed as an expression of views or conclusions of the committee
staff, nor should it be viewed as an expression of views of the subcom-
mittee or individual members.

MartrA W. GRIFFITHS,
Chairman, Subcommittee on Fiscal Policy.
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Drcemser 5, 1967,
Hon. MarTHA W. GRIFFITHS,
Chairman, Subcommittee on Fiscal Policy,J oint Economic Committee,
U.8. Congress, Washington, D.C.

Drar Mapam CHarrMaN: Transmitted herewith is part IT, “The
Aged Population and Retirement Income Programs,” of the com-
pendium of papers entitled “Old Age Income Assurance.” This study
was prepared at your request in order to bring together current
thinking on the questions of retirement income programs and thereby
contribute to policy decisions by focusing attention on the more prom-
ising solutions of the income problems ot older people.

The compendium, which is being issued in five parts, confirms the
fact that programs to aid older people have grown in number, size, and
complexity, and that the coordination of these programs and their com-
bined impact on the income of older people have received too little
attention. Clearly, public policy issues exist with respect to coordina-
tion of these programs, appraising their effects on the economy, and
improving equity.

Part II contains contributions by the authors listed below. The
committee is indebted to these contributors who have given generously
of their time and expertise to provide the latest available information
and competent analytical perspective on this important subject.

Prof. Donald E. Bellamy Prof. Raymond Munts
Dr. Lenore Epstein Bixby Dr. Janet H. Murray
Dr. Benjamin Bridges, Jr. Dr. Mollie Orshansky
Prof. Lowell E. Gallaway Dr. Erdman Palmore
Dr. Margaret S. Gordon Prof. Donald E. Pursell
Mrs. Elizabeth M. Heidbreder ~ Prof. Gaston Rimlinger
Prof. George Katona Prof. James H. Schulz
Mr. Walter W. Kolodrubetz Prof. Yung-Ping Chen
Prof. Juanita M. Kreps Dr. Alfred M. Skolnik

Prof. James N. Morgan

The major work in planning and compiling this compendium was
undertaken by Dr. Nelson McClung, consultant to the subcommittee,
with the advice and suggestions of other members of the staff. He
was assisted in the editorial work by Anne McAfee. Nothing herein
should be interpreted as representing either the opinions of the staff
or the members of the committee on any of the matters discussed.

JouN R. STARE,
Executive Director,J oint Economic Committee.
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ForeEwORD

This paper excerpts and combines sections from “The Aged Popu-
lation of t}})1e United States,” ** a summary report of the Social Se-
curity Administration’s 1963 Survey of the Aged. In keeping with
the purpose of the compendium, the sections which have been chosen
for inclusion here deal primarily with the income of the aged.

The 1963 Survey of the Aged was planned and the analysis of the
data carried out under the direction of Lenore Epstein Bixby. The
principal authors of the sections in this paper are Lenore Ipstein
Bixby, Janet H. Murray, and Erdman Palmore.

INTRODUCTION AND SUMMARY

The major purpose of the 1963 Survey of the Aged was to measure
the economic and social situation of a representative sample of all
persons aged 62 and over in the United States in order to serve the
detailed information needs of the Social Security Administration and
of the Advisory Council on Social Security appointed in 1963. In con-
sidering adequacy of benefit levels and the retirement-test provisions,
such information was needed not only for beneficiaries under the old-
age, survivors, disability, and health insurance (OASDHI)* program,
but also, on a comparable basis, for other aged persons.

The survey collection took place in early 1963, with most of the in-
formation relating to the year 1962. The Bureau of the Census was
responsible for the sample design and the collection and tabulation of
the data. The universe was composed of the civilian population aged
62 and over residing in the 50 gtates and the District of Columbia.
Institutional residents were included. The basic interview unit for the
survey was an “aged unit,” defined as a married couple, either mem-
ber of which was aged 62 or older,? or a nonmarried person * who was
aged 62 or older. About 8,500 aged units consisting of about 11,000

**Research Report No. 19, Office of Research and Statistics, Soclal Security Administra-
tlon, Washington, U.S. Government Printing Office, 1967, 423 pp.

*In this report, the current terminology ““OASDHI.” has been adopted, although the
health insurance provisions were not enacted until 1965.

2 Couples were classified by age of husband, except for a few couples with a husband
under 62 years of age and wife older; these were classified by age of wife.

3 Divorced, separated, widowed, or never married.
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aged persons was the exgected sample size; altogether, useful ques-
tionnaires were completed for 7,515 aged units, a comy letion rate of
about 88 percent. .

Within the relatively homogeneous group of the agec, there 1s con-
siderable diversity. Even in the one thing that elderly people have in
common—their “age”—there is an extensive range. Of the 22 million
persons aged 62 and over who were covered in the 1963 Survey of the
Aged, 4 million were in the “youngest” group, the 62 to 64 age range,
but 1 million were more than 20 years older. More women than men
live to be very old ; yet 45 percent of those aged 62 and ¢ ver were men.
Although old age is the period of retirement, more than a fifth were
employed. Typically, the aged received benefits under the OASDHI
program ; yet more than a third did not receive such bene!its.

The emphasis is on those aged 65 and over rather than those aged
62 and over, and comparisons are then made with the younger group.
The more restricted aged population, those aged 65 and c ver, contained
relatively more women, more widowed, more nonemployed, more
OASDHI beneficiaries, and more persons with only in elementary
school education than the more broadly defined group that includes
those aged 62 and over.

With regard to the income of the aged, the surves revealed the
low-income status of a majority of the aged. The median income of
married couples aged 65 and over was found to be $2,875, and for
nonmarried men and women, $1,130.

There is, of course, considerable income diversity w-thin the older
population. This is apparent when median incomes of tl.e major popu-
lation subgroups used in the survey are compared. These subgroups
are: the OASDHI beneficiaries and nonbeneficiaries; the three age
groups 62 to 64, 65 to 72, and 73 years and over; and th: three marital
groups (couples, nonmarried men, and nonmarried women). The group
with the highest incomes were the nonbeneficiary married couples aged
62 to 64 with a median income of $5,900 ($2,950 per person). The non-
beneficiary women aged 73 and over had the lowest ircomes, as half
of these women had incomes of less than $720.

Earnings are important in providing a higher level of income for
those in the younger age groups. OASDHI benefits are important, in
keeping income from falling to the lowest levels when, with advancing
age, labor force participation is greatly curtailed.

Earnings decreased with advancing age for both men and women
and for full- as well as part-time workers. It remained the pattern for
each of the age groups even when the number of weeks worked was
held constant, as, for example, among full-time, year-round workers.
Thus, not only did the aged work less with advanciag age, but in
addition they worked at jobs that were lower paid.

In the aggregate, including spouses under age 65, nearly two-fifths
of the income of people aged 65 and over in 1962 was from retirement
programs : 30 percent, social security benefits ; 6 percent, railroad retire-
ment and other Government programs; and 3 percent, private
pensions. With the addition of veterans’ benefits (4 perc:nt )and public
assistance (5 percent), it is evident that public programs provided
nearly half of the income of the elderly (45 percent%. Nevertheless,
earnings were still an important source of income for the aged; they
provided nearly a third of the income; income from sssets—interest,
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dividends, and rents—provided almost half as much. Other miscel-
laneous sources, including small amounts of contributions from
relatives not in the household, made up the remaining 5 percent.

Although money income is the customary and certainly the best
single measure of the economic situation of any population group, the
financial position is better understood if asset holdings and amount of
debt are also known. The survey found that the median value of the
asset holdings of couples aged 65 and over was $11,180 and nonfarm
homes accounted for almost one-third of total assets. When equity in
the home was excluded, the median value of the assets of married
couples was $2,950. Nonmarried men and women had less than one-
third these amounts. Savings in the form of financial assets—deposits
in banks and savings accounts, U.S. savings bonds, marketable secu-
rities, and collectable loans to others—may be especlally important as
a resource if serious illness strikes or other emergencies arise. More
than two-fifths of total assets were in these forms, and more than
half of these were liquid assets. Investment in other real estate and in a
farm (the farm home was treated as part of the value of the farm)
or business constituted the remainder, about a quarter, of asset
holdings. Personal debts were very small in relation to assets— about
1 percent. Approximately 75 percent of the married couples and 90
percent of the nonmarried men and women reported no personal debt.

Asset holdings, especially financial assets, increased as income in-
creased. Because of a difference in the rate of increase between home
equity and financial assets, the relative importance of these forms was
quite different between low- and high-income groups. In the low-income
third, more than half the holdings were in home equity; only a fourth
was in the form of financial assets. In the top-income third, half the
assets were in the form of financial assets and only a fourth in home
equity. In general, the proportion owning assets and the median
amounts of these holdings declined with age.

A measurement was also devised which combined the data on the
income and assets of the survey units, taking account of their age and
sex. Called “potential income,” it involved an arbitrary proration of
assets, plus earned interest, over the expected life of the survey units.
Although a statistical construct, it provided a means of grouping units
with approximately the same economic position when both income and
assets are considered and thus for showing how the size distribution
of current money income would be altered when assets ave taken into
account this way.

Median incomes were increased about 10 percent when prorated
assets excluded the owned home and more than 80 percent when equity
in the owned home was included. The increases in the medians were
appreciably greater for those aged 73 and over than for those aged 62
to 64 or 65 to 72, because of the shorter period of life expectancy for
which assets were prorated. The findings showed that asset holdings
were larger at the higher income levels than at the lower. Inequality
in the distribution of income was greater for potential than for actual
income.

I. GeneraL CHARACTERISTICS OF THE AGED POPULATION

The overall picture of the population aged 65 and over gains per-
spective if it is set against a background of the total population. That
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the aged group has been growing in both numbers and relative impor-
tance has been much emphasized in the last decade. The following
figures show the total U.S. population, the number ani proportion
of persons aged 65 and over 1n each decennial census since 1890, and
the estimate for January 1,1963:

Aged 65 ¢ nd over

Total (th ds)
Number (thousands) Percent
62, 654 2,418 3.9
16,212 3,084 4.0
92,229 3,954 4.3
106, 022 4,940 4.7
123,203 , 64 5.4
132, 165 9, 036 6.8
151, 326 12, 295 8.1
179,323 16, 560 9.2
185, 428 17,470 9.4

Saurce: U.S. Department of Commerce, Bureau of the Census; 1890-1960, U.S. Census of Pipulation: 1960, PC(1)
1B, table 17; 1963, Current Population Reports, Series P-25, No. 334.

Census projections suggest that the aged populaticn will reach
nearly 25 million by 1985 and that this number will amount to about
10 percent of the total population.* The population pr>jections pre-
pared by the Division of the Actuary, Social Security Acdministration,
also suggested that aged persons 65 years old and over v:ill constitute
10 percent or more of the total population by 1985.%

Comparing the 65-and-over population with younge: age groups,
men, in 1960, constituted nearly half the 25-to-44 age g-oup but only
45 percent of the 65-and-over population (table 1). Igr 1960, only 1
percent of the 25-to-44-year-old group and less than 10 sercent of the
45-t0-64 group were widowed, as compared with nearly two-fifths of
those aged 65 and over. More than three-fifths of those under age 65
were employed, as compared with less than one-fifth of those over 65.
There were relatively fewer nonwhites in the older group than in the
younger.

AGED PERSONS

Most of the information given for individuals is provided and
analyzed for 12 groups: the two sexes, the two beneficiary groups, and
the three age groups. The (yopulation in each of these groups 1s sum-

marized below (in thousands) :
Men Women
Beneficiaries Nonb ies Beneficiaries Nonbeneficiaries
Aged 62 to 64 483 1,545 1,163 1,097
Aged 65 to 72 3,101 1,241 3,851 1,294
Aged 73 and over 2,615 806 2,637 1,923

The two largest groups are the men and women ben ficiaries aged
65 to 72, constituting nearly a third of all those aged 62 and over; the

¢U.8. Department of Commerce, Bureau of the Census, Current Population Reports,
Serles P—25, No. 329, March 10, 1966.

S Illustrative United States Population Projections, Actuarial Study Vo. 46, May 1957,
U.S. Department of Health, Education, and Welfare, Social Security d‘ninistration. Divi-

sion of the Actuary. Later, unpublished projections confirm, in genera, such a level for
the aged population.
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two smallest groups are the beneficiary men aged 62 to 64 and the
nonbeneficiary men aged 78 and over, constituting less than 6 percent
of all those aged 62 and over.

People who have earned insured status in covered employment may
draw benefits under the OASDHI program regardless of their earnings
when they reach age 72; below this age, the retirement, or earnings, test
is in operation. T%is was the basis for subclassifying the 65-and-over
population into the two age groups 65 to 72 and 73 and over. Age 73
was used rather than age 72 in order to identi% a group not subject
to the retirement test for at least 1 full year at the time of the survey.
A further advantage is that the population aged 65 and over divides
more evenly at 73 than at the more customary ages 70 or 75, and yet the
difference of 2 or 3 years is not so great but that some comparisons can
be made between the survey findings for persons aged 78 and over and
data from census or other sources for those aged 70 and over or 75
and over.

Lelationship Between Color, Education, and Employment

Some 8 percent of the total aged population were nonwhite, but
the following summary of the percent nonwhite in each of the 12
groups shows considerable variation:
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The proportion of those reporting on their schooling with more
than an eighth-grade education, summarized below, show that the older
groups tend to have less education than the younger, and the men less
than the women:

Men Women
Beneficiaries Nonbeneficiaries Beneficiaries Nonbeneficiaries
Aged62to64._ ... .. ... ... 31 43 41 52
Aged 6510 72 ... ... ......... 32 42 39 42
Aged 73 andover_ ... ___........... 31 25 38 34

Educational attainment is related to employment, and employment
and beneficiary status are related. Nonbeneficiaries in the 62-to-64
age group have both greater employment and a higher level of educa-
tion than beneficiaries. The proportions (percent) employed in each
group are as follows:

Men Women

Aged 62to 64 . . .. .. ... __.... 24 80 16 37
Aged65t072 ... . . ... ... 22 55 12 17
Aged 73 and over. ... ...._..... 18 5 5 2
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Relationship of Age to Marital Status

Information on the differences in the marital status of men and
women and on changes that occur with advancing age i3 basic to an
understanding of many aspects of the social and economic sttuation
of the aged as presented in this report. Of all persons aged 25 to 44,
more than four-fifths were married with spouse present (table 1);
among people aged 65 and over, half were married and nearly two-
fifths had been widowed. Within the range of the agel population
itself, the proportion married with spouse present decrec.sed from 72,
to 59, to 39 percent, in the 62-to-64, 65-to-72, and 73-und-over age
groups, respectively; the corresponding proportions widowed in-
creased from 18, to 30, to 50 percent, respectively, in thse three age
groups (table 2).

Certainly the shift in the predominance of the merried to the
widowed in the aging population is to be expected as the death of
one of the spouses dissolves the marriage. And because men are usually
older than their wives, because they are more apt to remarry, and
because they do not live as long, on the average, as do ‘vomen, there
are more married men than married women 65 years old and older (5.4
million men, 3.4 million women) and more widowed women than
men (5.3 million widows, 1.5 million widowers). In relat ve terms, the
differences are even more striking; more than two-third; of the aged
men, but only about a third of the aged women, were married with
spouse present. Only a fifth of the men were widower:; more than
half the women were widows.

These figures lead directly to the numbers of aged units around
which, as indicated earlier, most of the analyses in this study center.
The subtracting of the 5.4 million married from the 7.8 million men
aged 65 and over yields the 2.4 million units designated as nonmarried
men (table 8), Similarly, the 6.3 million units designated as non-
married women 65 years old and over are obtained by subtracting the
3.4 million married from the 9.7 million total (or, alternatively, by
adding the widows, the divorced or separated, the married with spouse
absent, and the never married).

In order to understand the age composition of the 5.4 million married
units aged 65 and over, or the 7.3 million units aged 6 and over, it
is necessary to analyze the cross-distribution of the ccuples by the
ages of the husbands and wives. The information may be. summarized
for those 65 and over, as follows (in thousands) :

Persons, aged 65 Couples, aged 65
and over and over
(1) N 17,4710 e

Wife 65 and over, husband 62 to 641__ 140

Nenmarried men 2,402 -

Nonmarried women - 6,329 -
Total. e oo e 8,599 5, 445
Husband 65 and over. ... ... .o o oiiooiioioiil. .- 8,515 5,361
Wife less than 62 1,281 1,281
Wile 62 to 64_.__.. . 926 926
Wife 65 and over 6,308 3,154
Wife 65 and over, husband less than 62. ... ... ... .. 84 84

t Classified as "‘married couples aged 62 to 64.""
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Of the 5.4 million couples 65 years of age and over, 42 percent
had one member less than 65. Of the 10.9 million persons in this
group of married couples, about one-fifth were less than 65.

A similar analysis for the married couples classified as aged 62 to
64 shows that 70 percent had one member less than 62 years of age.
Of the 3.6 million persons in this group of married persons, about
35 percent were less than 62 years old, and 5 percent were 65 and
over.

SURVEY UNITS

The numbers of units in the basic 65-and-over groups are sum-
marized below (in thousands) :

Married couples Nonmarried men Nonmarried women
Total .o 5,445 2,402 6,329
Beneficiaries_ _ . .- 4,325 1,599 3,786
Nonbeneficiaries I 1,120 803 2,543

Important differences in the ages of these groups are associated
with many of the differences in their financial situations and living
conditions. These differences are reflected in the median ages, in years,
as follows:

Married couples Nonmarried men Nonmarried women
Total i 71.3 74.1 74.0
71.8 73.8 72.7
69.4 75.1 71.3

The nonmarried men and women were older than the married
couples, as would be expected.

Beneficiary Status and Age

Nonbeneficiaries among the nonmarried, especially women, were
significantly older than beneficiaries. Nonbeneficiary couples, on the
other hand, were younger than those who were receiving OASDHI
benefits. Married couples and nonmarried men and women with and
without benefits are distributed among the three groups, as follows
(in thousands) :

Aged 62 to 64 Aged 65 t0 72 Aged 73 and over
1,782 3,344 2,101
464 2,540 1,785
1,319 804 316
378 1,077 1,325
123 724 875
256 353 350
809 2,797 3,531
401 1,969 1,817
407 828 1,715

A distinction has been made in the income analyses between bene-
ficiaries who had been on the rolls during the full year 1962, and those
whose first benefit had not been received until February 1962 or later.
The comparisons between beneficiaries and nonbeneficiaries become
more clear cut and meaningful when those who retired during the
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course of the year are excluded. Such exclusion also served to max-
imize comparability with data on income of beneficiaries collected in
1957.

Considerable interest attaches to differences in income between those
nonmarried women whose benefits were based on their own work
record and those whose benefits were based on the employment record
of a deceased husband. Accordingly, the data for women 1n each group
are separated in the income tables. Approximately half the full-year
beneficiary women who were widows obtained their benefits on their
own rather than on their husbands’ work records.

Relationship Between Age, Beneficiary Status, and Color

Although the proportion of nonwhites tends to decrease with age,
this was not consistently true for all subgroups. There vrere relatively
more nonwhites among the nonbeneficiary married coiples aged 73
and over than among those 62 and 64, as shown by the fol owing figures
on percent nonwhite by group:

Aged 62-64 Aged 65-72 Aged 73 and over

Married couples. 10 8 8
Beneficiarfes 13 7 7
Nonbeneficiaries. 8 11 13

21 11 11

13 10 8

25 15 16

Nonmarried WOmen._ .. ...oooocaeenmmaaacnanan 13 10 6
Beneficiaries. . ... ooooee oo .- 10 7 4
Nonbeneficiarnies. ..o oo ieeeiaiiaaeaaaas 11 14 7

For the most part, there were proportionately mor> beneficiaries
among whites than among nonwhites, but married couyles aged 62 to
64 were an exception. In this group, nonwhites were more apt to take
actuarially veduced benefits than were whites. On the other hand,
among the nonmarried in each age group, there were relatively
more nonwhites among the nonbeneficiaries than amony; beneficiaries.
The relatively large proportion of nonwhites among :1onbeneficiar,
nonmarried men may lixelp to explain some of the repor. findings with
respect to this group.

Region and Place of Residence

The picture of where the different groups of the aged po ulation
live gains perspective through comparisons with the to:al U.S. popu-
lation. Thus, the Census of 1960 showed the percentase of the total
population and of those aged 65 and over in each region and in each
type of urbanization as follows:

Tota! population Population 65 and over

LT ISP 100 100
By region:
l‘}ortheast .................................................. 25 27
North Central. ... o i iiiaeieeanaaeas 29 3l
Lo R .- 3l 28
L SR, 16 15
By place of residence:
Urban._...... 70 70
Rural nonfarm 23 22
Rural farm___ 7 8

Source: U.S. Department of Commaerce, Bureau of the Census, U.S. Census of Population: 1960. Jetailed Characteristics,
U.S. Summary, table 233.
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Contrary to the popular impression based on the growth of retire-
ment communities 1n the South and West, there were relatively fewer
older persons in these regions than in the North. In the North (North-
east and North Central regions), there were nearly 100 persons aged
65 and over per 1,000 population; in the South and West, fewer than
85 per 1,000. There was about the same proportion of older persons in
the urban and rural areas of the country as in the total population.
However, proportionately more nonmarried women lived in the urban
than in rural areas and proportionately more nonmarried men and
women than married couples lived in the North (table 3).

Except for the increasingly larger proportion of nonmarried women
in the North at more advanced ages, there were no consistent shifts
in residence as age increased. There were, however, some marked dif-
ferences in residence of beneficiaries as compared with nonbeneficiaries.
In general, there were relatively more beneficiaries than nonbenefi-
ciaries in urban rather than rural areas, especially among the non-
married, and more beneficiaries than nonbeneficiaries in the North
than in the South. The pattern was not always consistent and simple,
however. For example, nonmarried men and women who were bene-
ficiaries were more apt to live in the Northeast, but relatively more
beneficiary couples lived in the North Central region. About the same
proportion of beneficiaries as of nonbeneficiaries lived in the West.

I1. IncomeE anp OtraErR MoneYy RErcerprs
THE POPULATION AGED 65 AND OVER
Sources of Income

In 1962, retirement programs provided two-fifths of the aggregate
income of persons aged 65 and over and their spouses. Of these pro-
grams, OASDHI alone accounted for 80 percent of their income;
programs for railroad and Government workers, about 6 percent;
%n}? pri\;ate group pension plans, slightly more than 3 percent

chart 1).

It is perhaps surprising that an age group generally considered as
out of the labor force had aggregate earnings four-fifths as large as
their total benefits under public and private retirement programs com-
bined. This relationship results in large part from the low ratio of
retirement benefits to preretirement earnings that is characteristic of
most retirement programs.

Retirement benefits were reported by 84 percent of the couples; and
earned income, by 55 percent (table 4). For nonmarried persons, the
corresponding figures were 67 percent and 24 percent, with men some-
what more likely than women to have both current earnings and bene-
fits based on earlier employment. More than nine in every 10 of the
units with payments under public or private retirement programs re-
ceived OASDHI benefits. Private group pensions went to 16 percent of
the couples and 5 percent of the nonmarried persons, most of whom
were also OASDHI beneficiaries. About half the persons receiving
payment as retirees or as survivors of workers in railroad or Govern-
ment employment also received OASDHI benefits.
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Chart 1—Shares of aggregate income by source for units aged 65 and over,
1962

OASDHI

Earnings

RETIREMENT
BENEFITS

Other Pub ic
Benefits [

" Private
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Dividends,
Rents

Veterans
Benefits

Public
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Sources

Almost half the aggregate earnings of the aged were reported by
couples and nonmarried persons aged 65 to 72 who wore not on the
OASDHI rolls, although they represented only 14 percent of the
units in the 65-and-over age group. Most of these worksrs could have
drawn benefits had it not been for their employment eirnings which
made them ineligible. For nonbeneficiary units aged 73 or older, on
the other hand, earnings were much less important as . source of in-
come. Presumably, people in the older group did not work because of
health or other personal reasons or because no work was available to
them. Among beneficiary couples, a not inconsiderable portion of the
earnings came from the employment of spouses who vere not them-
selves entitled to benefits.

Next in importance after OASDHI and earnings 1s a source of
funds for the aged was income from assets. Interest, dividends, and
rents made up more than 15 percent of the total income in 1962 for
persons aged 65 and over and their spouses. More than three-fifths of
the couples and almost half the nonmarried men and women reported
some income of this type, but for about half of them it was no more
than $150 per person for the year (table 5).

$2-200—68—pt. II—2
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Public assistance and veterans’ programs, which provided 5 and 4
percent, respectively, of the aggregate money income of persons aged
65 and over and their spouses, followed retirement benefits, earnings,
and asset income in importance as income sources. If agency payments
for medical care made directly to a hospital, nursing home, physician,
or other vendor had been treated as cash income, the total for public
assistance would have been about one-third larger, or somewhat more
than 6 percent. Public assistance was reported more often by the non-
married (17 percent) than the married (8 percent). The reverse was
true for veterans’ compensation and pension payments, which more
often go to men than to women, although many widows do receive such
benefits.

These figures do not reflect the importance of different sources of
income at various income levels. Thus public assistance was received by
a fifth to a third of those with incomes below $2,000, as shown by the
following percentages for married couples and nonmarried men and
women receiving income from this source at the specified income levels :

Married couples Nonmarried men Nenmarried women
Allincome levels_.._...._._..._..... 8 17 17
Less than $1,000___.____. 22 35 23
$1,000 to $1,999___ 23 19 22
$2,000 to $3,999 - 5 3 4

Relatively few of those at the very low income levels received any
income from private pensions, and this source was less important at
the levels above $5,000 than in the $2,000-$5,000 range, as shown by
the percentages receiving income from this source at the specified
income levels:

Married couples Nonmarried men Nonmarried women

—
o
—
o
w

All income levels__.._..............

Less than $2,000.___. - 2 4 2
$2,000 to $2,999.... . 20 26 9
$3,000 to $3,999__.. . 27 30

$4,000t0 $4,999_ .. . . . ....... 23 15 19
$5,000 and over........__ ... 17 9 10

Relatives may provide support by cash contributions, by sharing a
home, or by paying bills. Cash contributions by relatives not living in
the same household, or by friends, amounted to barely 1 percent of the
aggregate income. Only 3 percent of the couples and 5 percent of the
nonmarried reported cash contributions; these included occasional
contributions as well as contributions received regularly. Not included
were lump-sum inheritances and large cash gifts, which are discussed
in the section “Other Money Receipts.”

In summary, it may be noted that about 46 percent of the total
income of couples and nonmarried persons aged 65 and over came
from public income-maintenance programs—social insurance, vet-
erans’, and public assistance programs. Although information is not
available on the exact amount received in the form of unemployment
and temporary disability insurance or workmen’s compensation, it is
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estimated that it was not more than 1 percent. Nearly 90 percent of the
couples and 80 percent of the nonmarried had some income from a
public income-maintenance program. If about one-half million non-
married persons who reported no cash income at all are excluded from
the total, the latter proportion rises to 86 percent.

Size of Income

There is diversity among the aged not only in sources of income, but
in the amount received. At one end of the income scule, 5 percent
of the married couples reported $10,000 or more, and 2 percent re-
ported $15,000 or more. Among the nonmarried, 4 percent had $5,000
or more.

The proportion with income from each of the sou:ces discussed
above was smaller for nonmarried persons than it was for couples,
except for public assistance and contributions from relatives. It fol-
lows, therefore, that the nonmarried were at a considerable disad-
vantage in terms of total cash income; their median income was
$1,130, compared with $2,875 for couples (table 6). A third of the non-
married persons aged 65 and over had less than $810 during 1962,
and a third of the couples had less than $2,200.

Aged widows and other nonmarried women account for the un-
favorable income position of the nonmarried. There were two and one-
half times as many nonmarried women as nonmarried men, because
women tend to outlive their husbands and because widowers are more
likely than widows to remarry. Roughly half the wonien, compared
with one-third of the nonmarried men, had less than $1,000. Two-thirds
of the women and half the men had less than $1,370. On a per capita
basis, the median income position of nonmarried mer was roughly
equivalent to that of couples. For independent living, however, one
person needs considerably more than half as much as two who share a
home. The similarity of income, therefore, does not imply a similar
level of living.

Attention is focused on median rather than mean income figures
(table 5) because the sample estimate of a mean is affected much
more than the sample estimate of a median by a few extremely high
values and also because the median and other measures of the distri-
bution are more relevant to assessment of the well-being of the aged.
The sample mean, on the other hand, is important to estimate aggre-
gate income. Both measures are, of course, subject to scmpling varia-
bility as well as to errors of response and nonreporting.

Careful review of the characteristics of those respondents who
failed to provide complete data on income suggests that total money
income was probably understated by about 6 percent. OASDHI ben-
efit income was well reported except by a few respondents who failed
to report sizable lump-sum payments. The data from this survey on
income from assets are believed to be relatively comp ete, and earn-
ings were relatively well reported. The distribution of the aggregate
by type should therefore not be too far from the fact.

After upward adjustment of the sample data by 6 percent, the
aggregate amount of income received in 1962 by persons aged 65 and
over and younger spouses would have been about $:8 billion. The
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estimated aggregate includes the income of married persons under
age 65 whose spouses were older. If it is assumed that their income
was the same, on the average, as that of half the average for couples,
the aggregate income in 1962 of persons aged 65 and over would be
estimated at $33 billion.

BENEFICIARIES AND NONBENEFICIARIES AGED 65 AND OVER COMPARED

In general, OASDHI beneficiaries were better off in terms of in-
come than nonbeneficiaries if they were not married and less well off
if they were. The differences reflect in large part the degree of attach-
ment to the labor force. The median income in 1962 of beneficiary
couples aged 65 and over was $2,710, compared with $3,580 for couples
not receiving benefits (table 6). Income of less than $1,000 was re-
ported by 4 percent of the beneficiaries and 10 percent of the non-
beneficiaries, and incomes of $5,000 or more, by 15 percent and 35
percent.

Nonmarried men on the benefit rolls had a median income of $1,375
(slightly more than half that of couples), and other nonmarried men
had $1,135. For nonmarried women the median income in 1962 was
about $1,200 for those receiving OASDHI, and only $775 for the
others. Nonmarried women whose benefits were based on their own
work record were better off than those drawing widow’s benefits based
on the employment of a deceased husband ; the median incomes were,
respectively, $1,800 and $1,105.

The differences in income between beneficiaries and nonbeneficiaries
result in large part from the income source and the interrelated fac-
tor of age. Beneficiary couples received half their income in the form
of retirement benefits—40 percent from OASDHI alone and 6 percent
from private pensions (table 7). Earnings made up one-fourth of the
total. Nonbeneficiary couples, on the other hand, received more than
two-thirds of their income from employment, only 12 percent from
retirement benefits for railroad and government employees, and less
than 1 percent from private pensions. Interest, dividends, and rents
accounted for one-sixth of the income of beneficiary couples and one-
tenth of that of nonbeneficiary couples. Only 1 percent of the income
of beneficiary couples came from public assistance, while 4 percent of
the income of nonbeneficiary couples came from this source.

Because public programs are limited in what they can pay, groups
relying on such payments for a substantial share of their support will
have lower incomes, on the average, than those who still rely heavily on
earnings. However, some pension programs pay more than others.
Among the nonbeneficiaries, almost one-fourth of the couples, one-
seventh of the nonmarried men, and one-tenth of the nonmarried wom-
en reported retirement income from railroad or Federal, State, or
local government employee programs. The median amounts received
were substantially higher, on the average, than the median OASDHI
benefits for each marital group (table 5).

Almost two-thirds of the nonbeneficiary couples had earnings, and
half the beneficiary couples had some income from employment.
Among couples reporting earnings, median income from this source
was over $4,800 for nonbeneficiaries, but less than $1,200 for benefi-
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ciaries. Most of the men beneficiaries who supplemented their retire-
ment income by earnings had only part-time or occasional jobs; for a
few, earnings were large enough to require suspension of their benefits.
A few of the men had younger wives with sizable earnings, and a few
married women aged 65 and over who were drawing benefits had
Eounger husbands with full-time employment. The contribution made
y the Kounger spouses is indicated by the fact that the mnedian income
other than benefits was twice as high for beneficiary couples with only
one spouse entitled all year as for couples with both husand and wife
entitled all year—$1,990 compared with $985; © a third of the former
group but only one-seventh of the latter had nonben:fit income of
§3,000 or more in 1962.
_ Because nonmarried persons were older than married persons, earn-
ings were a much less important part of their income. For those not re-
celving OASDHI benefits, public assistance was of great importance,
with cash assistance payments making up 16 percent cf total income
for nonmarried men and 27 percent for nonmarried s7omen. Nearly
one-third of the nonmarried nonbeneficiaries reported some support in
this form. The median amount of the support that they received was
almost $800. By contrast, only one-tenth of the nonmarried beneficia-
ries received any cash payment from a public assistan:e agency, and
such payments accounted for no more than 4 percent of their income.
Because these payments were supplemental to a basic income provided
by benefits, median payments to recipient beneficiaries were substan-
tially less than the average reported by nonmarried nonbeneficiaries.

Relationship of Income Size to Source

OASDHI benefits—OASDHI benefits served to reduce the need
for public assistance, but their importance in this respect should not
be overemphasized. Nearly two-fifths of the persons receiving old-
age assistance in 1962 and about three-fifths of all new applicants in
that year were already receiving OASDHI benefits.” A considerable
number of beneficiaries needed public assistance because of medical
care costs, others because their benefits are low. In 19€2 a substantial
number aged 65 and over received the minimum benefit of $40 then
payable to a worker retiring at age 65 or to an agec. widow. Some
received even less than the legal minimum because they chose an
actuarial reduction in order to obtain a benefit before they reached
age 65.

A large number of beneficiaries had little cash incorie besides their
benefit. In 1962 about one-third of the nonmarried leneficiaries re-
ceived less than $150 in income other than benefits (including public
assistance) during the entire year, and one-fifth of the couples had
less than $300 in addition to their benefits. There had been little im-
provement in this respect since 1957, when the income of beneficiaries
was last studied.

e In some cases the spouse not entitled to OASDHI benefits was pist age 65 but still
employed full time, and in others the spouse was drawing a pension under another program,
In most cases, however, the spouse was under age 65 and employed.

7 David Eppley. “Concurrent Receipt of PA and OASDI by Persons Aged 65 and Over,
Early 1963,” Welfare in_Review, March 1964 ; also, Bureau of Family Services, Reusonsg
for Opening and Closing Public Assistance Cases, July to December 1902, (Mimeographed.)
Data are for 31 States.
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OASDHLI benefits are of particular importance for nonmarried men
and women. The median income received by beneficiaries in 1962
other than their benefits is compared in the following tabulation with
the median total income received by nonbeneficiaries:

Beneficiaries Nonbeneficiaries
$1,225 $3, 580
495 1,135
420 755

OASDHI benefits can be analyzed as a component of “retire-
ment income,” a classification that includes only those sources that
are reasonably permanent, i.e., OASDHI and other public retire-
ment benefits, such as railroad and government employees’ retire-
ment benefits, private group pensions and individual annuities, interest,
dividends, and rents, and veterans’ benefits; excluded are such sources
as public assistance, earnings, unemployment insurance, and personal
contributions. Retirement income other than OASDHI benefits of as
much as $150 per person was received by only 54 percent of the couples
and 40 percent of the nonmarried beneficiaries, compared with 44 per-
cent and 34 percent of those in the 1957 survey. The median retire-
ment income in 1962, including OASDHI benefits, was $2,000 for
couples and about $1,000 for nonmarried beneficiaries. For beneficiaries
in the 1957 survey, the corresponding medians were $1,580 and about
$800. A large proportion of the gain resulted from improvement in
OASSDHI benefits.

Earnings~—When aged units are classified by their work experi-
ence in 1962, it is clear that beneficiaries, whatever their marital status,
generally had higher income than nonbeneficiaries, except for those
with full-time jobs, that is, jobs at which one usually works 85 or more
hours per week.

For couples with either, or both, hushand or wife working in 1962
at jobs that were usually full time, the median income was $4,110 if
one or both was a beneficiary, and $6,060 if neither was a beneficiary.
When the jobs were part, time, the median was $3,000 for beneficiary
couples and $2,400 for nonbeneficiaries. Among those with only part-
time jobs, beneficiaries, married or not, did betfer on the average than
nonbeneficiaries.

Private pensions and public assistance—Persons with private pen-
sions constitute the economically elite among retired OASDHT bene-
ficiaries. Their median total income of $3,400 was only one-sixth less
than that of beneficiary couples with at least one member working at
a full-time job. And for nonmarried beneficiaries a private pension
did as much as full-time employment to raise the average level of
income. At the other extreme among beneficiaries were those who had
turned to public assistance.

The median income for beneficiary couples with private pensions
was about twice the median of $1,780 for couples whose benefits were
supplemented by public assistance money payments. For the non-
married the differences were similar. The median for those with a
private pension was roughly $2,200, and for those receiving public
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assistance it was about $1,150, with only minor differences between men
and women.

Few nonbeneficiaries had private pensions—so few that no analysis
of the income of those who did, based on the sample study, would be
statistically valid. Nonbeneficiary units receiving assistance were at a
considerable disadvantage as compared with beneficiary units who
were receiving assistance to supplement their benefits. Thisis at least in

art because of the maximums placed on assistance paynients by most

tates and the fact that limited funds make it imposs.ble for some
States to meet full need as determined under their own standard.® On
the other hand, some of the cash assistance received by beneficiaries
may have been to meet heavy medical expenses rather than merely for
family living expenses.

Veterans’ pensions.—With payments to veterans vyiag in impor-
tance with private pensions and public assistance as a source of income
for the aged, particularly nonbeneficiaries, it seems usef il to examine
the effect of veteran status on income. Veterans with service-connected
disabilities are entitled to compensation that varies with the severity of
the disability ; those with non-service-connected disabilities are eligible
for pensions subject to an income test.

About half the men covered in the survey, married and nonmarried
alike, who reported themselves as veterans were drawing senefits under
one of the income-maintenance programs of the Veterans’ Administra-
tion, usually the pension program.

Veterans had substantially higher incomes than nonveterans, with
the difference much smaller among those receiving OASDIII benefits
than among those not on the rolls. This is shown by the following
median-income figures for the 65-and-over group:

Married couples Nonrarried men
Veterans Nonveterans Veterans Nonveterans

Total, 65 andover......_._..._. $3,900 $2, 560 $2,075 $1,230

By benefit status:
Beneficiarles. . ... ... .c..... 3,680 2,465 1,900 1,285
Nonbeneficiaries_............... 4,620 2,895 2,680 925

By age:

580 72 .l 3,950 2,920 2,150 1,460
73andover. ... oioiiieanan. 3,500 2,240 1,845 1,110

The pattern reflects, in part, age differences, with nonveterans
heavily concentrated at ages 73 and over, and veterans ut the younger
ages. Income sources likewise differed. Taking all thos> aged 65 and
over as a group, veterans were slightly more likely to work than non-
veterans, slightly less likely to receive OASDHI benefits. Perhaps be-
cause of the veterans-preference provisions of the Federal and most
State and local civil service systems, veterans were about twice as
likely as nonveterans to receive benefits under other public retirement
programs. As would be expected, therefore, veterans rarely turned to
public assistance, although it was a relatively importaut resource for
nonveterans,

8 David Eppley, ‘“‘Concurrent Receipt of PA and OASDI by Persons Aged 65 and Over,
Early 1963,” Weijare in Review, March 1964,
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AGE DIFFERENCES

The Younger and Older Groups Among Those Aged 65 and Over

Comparison of the income situation of the group aged 65 to 72 and
the group aged 73 and over points up the relationship between age
and income. Much of the disparity in income position between bene-
ficiary and nonbeneficiary units or between married and nonmarried
units has been attributed to differences in age distribution. Age is as-
sociated, in turn, with the extent of labor-force participation.

Of the couples aged 65 and over, three-fifths were less than 73 years
old, but of the nonmarried units, almost three-fifths were 73 years old
or older. Relatively more nonbeneficiary couples than beneficiary cou-.
ples were in the younger age group (72 percent compared with 59 per-
cent). For nonmarried men, the age difference between beneficiaries
and nonbeneficiaries was insignificant, with slightly less than half
under age 73. Among women, however, more than half of those with
OASDHI benefits, but less than a third of the nonbeneficiaries, were
under age 73.

Median incomes were smaller for the 73-and-over group than for
the 65-to-72 age group, for each marital and beneficiary status classi-
fication, but the disparitv was substantial only for couples and non-
married men not on the OASDHI rolls: $4,750 compared with $1,680
for couples, and $2,000 compared with $860 for nonmarried men
(table 8 and chart 2). These figures clearly reflect the fact that em-
ployment provided three-fourths of the income of younger nonbene-
ficiary couples but only 18 percent for older ones; the corresponding
figures for nonmarried men were two-thirds and 9 percent. Presum-
ably, most of the younger workers could have drawn OASDHI bene-
fits had it not been for their employment, but those aged 73 and over
were apparently not eligible.?

As previously noted, nonmarried women not receiving OASDHI
benefits were the most seriously disadvantaged of all groups with
respect to cash income. Moreover, those aged 65 to 72 were not
much better off than those who were older. Because neither age
g;‘oup had much employment, the median incomes were $855 and

20.

Among beneficiaries aged 65 and over, those under age 73 were
somewhat better off than the older ones. The difference is not great,
because so much of their income is in the form of benefits. Some
difference in favor of the younger units might be expected, however,
for the following reasons: first, the benefits of younger units generally
started later and consequently were based on employment at higher
average earnings; second, younger units would have had less time
to use up any assets with which they entered retirement, an action
that often reduces current income in later years; and third, they
presumably have an advantage in the current labor market over older
persons.

Earnings made up the same proportion of aggregate income for
each of the two age groups for beneficiary couples (about one-
fourth) and for nonmarried men beneficiaries (one-seventh). The

? The earnings or “retirement’ test under OASDHI does not apply after age 72.



OLD AGE INCOME ASSURANCE—PART II 19

Chart 2 ~Income and earnings for married couples, by beneficiary status
and age, 1962
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median earnings for beneficiary units in each age group reporting
them were almost $1,200 for couples and around $700 for nonmar-
ried men (table 9). Interest, divigends, and rents formed about one-
sixth of the aggregate income of beneficiary couples and nonmarried
women beneficiaries. Moreover, almost as large a proportion of the
older as of the younger men beneficiaries had earnings. This lack of
difference probably reflects the effect of the retirement-test provisions.
The proportion with asset income was likewise as high or higher for
the oldest beneficiaries as for those aged 65 to 72, presumably because
the great majority of older persons make every effort to hold on to
some assets for final contingencies.

Nonmarried women aged 65 and over who were drawing OASDHI
benefits as retired workers had almost the same total incomes as
nonmarried men beneficiaries of that age. This similarity reflects
to some extent a difference in age distribution; 58 percent of the
men were aged 73 or older, compared with 46 percent of the women
retired workers. Within each of the two age groups, women who
were retired workers received less than men but more than women
who received benefits as widows. Although median survivor income
of widows tended to be as high as or higher than the retirement
benefits of the retired women, twice as many retired women as widows
in each age group reported earnings. In addition, median earnings
were substantially higher for retired women than for widows. Many
widows had never worked, or the benefits they could have drawn
on their own earnings record were smaller than those to which they
were entitled as dependents. (Almost three-fourths of the nonmarried
women retired workers were widows.)

Among nonmarried retired workers, the differences in income
between men and women were actually smaller than might have
been expected on the basis of characteristic differences between the
sexes in earnings. Partly responsible is the OASDHI benefit formula,
which is weighted in favor of the worker with low average earnings.
Fewer men than women reported earnings, and the median earnings
of employed men were lower than those of employed women in both
older age groups. Retired men generally had slightly less than retired
women in income other than benefits because, with the exception of
veterans’ benefits and private group pensions, women usually had
either a higher proportion receiving, or a higher amount of income
per recipient from, other income components.

The Group Aged 62 to 64

When the group aged 62 to 64 is compared with the two older
groups, it is immediately apparent that nonbeneficiaries aged 62 to
64 were, in the main, regular members of the labor force. Even among
nonmarried women, 70 percent had worked in 1962, so that earnings
represented more than four-fifths of the total income of the group. It
is equally clear that those who claimed OASDHI benefits before they
reached age 65 did so because they needed the benefit. About one-fourth
of the men who were beneficiaries qualified for disability benefits. For
most of the others, apparently, limited earnings made even a reduced
benefit attractive. About seven out of 10 couples reported some income
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from employment. The median earnings of couples wih one or both
members employed at some time during the year, however, were only
$1,220, essentially the same as for older beneficiary couples who re-
ported earnings (table 9).

The median income of the group aged 62 to 64 was approximately
the same as that of the 73-and-over age group for both beneficiary
couples and nonmarried men and only moderately larger for women
retired workers. In the case of women who receive benef ts on the basis
of their rights as widows, there is no actuarial reducticn imposed for
taking a widow’s benefit at age 62. As a result, medi:n income was
slightly higher for widow beneficiaries aged 62 to 64 :han for those
65 to 72 and substantially higher than for those aged i3 and over. It
was somewhat higher also than the median for all nonmarried retired
workers, men as well as women, in the same age group.

Except among widow beneficiaries, those who claim OASDHI
benefits before they attain age 65 are much less likely than other
beneficiaries to have income from assets, and the amount received is
likely to be lower. Among these early retirees, only two-;hirds as many
couples and half as many nonmarried men had any income from in-
terest, dividends, or rents. Fewer had private group pensions, even
though the growth of private pension plans might leac! one to expect
that a larger proportion of eac{)l successive age cohort rzaching retire-
ment would have rights to a private pension.

OTHER MONEY RECEIPTS

A common question is whether it is realistic to judg: the economic
well-being of aged persons solely in terms of current money income.
If the aged had saved before retirement, it is argued, thoy should draw
on those savings. But, as shown in the next section, the great majority
of the aged have only modest holdings (table 10). They either found
it impossible to put much aside during their working years, or the
used up retirement savings for emergencies, for educaiing their chil-
dren, or to help out when their children established honies and started
their own families.

Lump sums of money that are not classified as current income have
also been considered as a resource. Such sums are larg: for a few in-
dividuals—the inheritance of a “wealthy widow,” for example—but
they cannot be considered as a resource for the great majority. Rela-
tively few aged units had any receipts such as lump-sun. life insurance
payments (including cash for policies surrendered), inheritances or
large cash gifts, proceeds from the sale of a car or other large item, tax
refunds, back pay, or awards for personal injury or damage. Only
one in 14 nonbeneficiaries and fewer than one in 25 beneficiaries had
any receipts of this kind. Also, the average amount of money reported
by recipient units—when there were enough of them to produce a
reliable mean—was less than $1,000 (married beneficiaries, $980; non-
married nonbeneficiary women, $870; married nonbeneficiaries, $710).
As income supplements, these lump sums were more frequently avail-
able to units who, presumably, were least in need of such supplementa-
tion—the high income group—and there is some evidence that these
units were also more favored in the amount received.
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Analysis of the relationship of asset ownership to income, together
with more detailed analysis of the relationship of beneficiary status
and age to assets, follows in the next section.

ITI. Assers anD NET WoORTH

THE POPULATION AGED 65 AND OVER
Amount of Assets

The median assets of units aged 65 and over in 1962 ranged from a
low of $2,900 for nonmarried men and $3,285 for nonmarried women
to a high of $11,180 for married couples. Including equity in a home,
more than one-third of the couples and one-sixth of the nonmarried
persons had assets of $15,000 or more. Approximately one-sixth of the
couples and two-fifths of the nonmarried men and women had either
no assets or less than $1,000 in assets. There were three times as many
married couples with assets of $15,000 or more as with no assets. Among
the nonmarried, in contrast, the number with no assets was more than
50 percent greater than the number with $15,000 or more.

Including home equity among the assets may obscure the picture
of the effective financial resources of a person or family. When equity
in the home is excluded, the proportion of people without assets Is
substantially larger. One-fourth of the couples and nearly two-fifths
of the nonmarried men and women had no assets other than equity in
a home. About the same proportion of couples had $15,000 or more
in assets, excluding the home, as had none at all, but there were only
about one-fourth as many nonmarried persons in the highest asset
ﬁroup as there were nonmarried persons with no assets. The median

oldings for couples aged 65 and over were $2,950 when the home
equity is excluded, compared with $11,180 when it is included.

With regard to beneficiaries and nonbeneficiaries aged 65 and over,
beneficiaries appeared to be less well off among the married, and better
off among the nonmarried. This finding parallels the finding on income
position and reflects to some extent the differences in age distribution.

Composition of Assets

Financial holdings constituted the most important type of asset
(table 11). More than two-fifths of total assets for all persons aged
65 and over are represented by financial assets, of which more than
half were liquid assets. Equity in a nonfarm home was next in im-
portance, making up about one-third of the total.’* Investment in other
real estate and in a farm or business constituted the third form of
asset holdings.

Two-thirds of the married couples aged 65 and over owned non-
farm homes in which they had an equity in 1962. The median equity
of married owners was $10,100. About one-third of the nonmarried
men and women owned nonfarm homes, and their equity was, on the

1A farm home was treated as part of the value of the farm. The category “nonfarm
home” includes. for a few units, equity in a farm home where the value of such home
was reported separately from the rest of the farm and excludes, for a few units. equity
:)n :ii nonfarm home where the value was included in investment in other real estate or
usiness.
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average, somewhat lower. The median equity for men owning homes
was $7,270; for women, $9,070.

Nearly two-fifths of the married couples and half the nonmarried
men and women had less than $500 in financial assets of any type
(table 10). Of the beneficiary couples, nearly half had less than $1,000
in financial assets at the end of 1962 and barely one-fifth had $10,000
or more. Of the nonmarried beneficiaries, about half reported finan-
cial assets of less than $500 and roughly one-fifth had 5,000 or more.
Nonmarried persons not entitled to OKSDHI benefits had even less.
At the other extreme, about one in seven married couples and one in 14
nonmarried men and women had financial assets of $15,000 or more.
About one in seven married couples and one in 10 nonmarried men
and women owned marketable securities.

Liquid assets made up more than half the aggregate financial
assets of married couples and nonmarried women anc. nearly three-
fourths of the financial assets of men who were not married. One-sixth
of all liquid asset holdings consisted of U.S. savings bor ds; deposits in
banks and other financial institutions made up the balance. The median
amount of liquid assets held by married couples was about $1,000, but
nearly one-third had no liquid assets and two-fifths had less than $500.
About two-fifths of the nonmarried men and women had no liquid
assets, and more than half had less than $500. The median for these
men and women was about $300.

Personal Debt

About 75 percent of the married couples and 90 dercent of the
nonmarried men and women aged 65 and over had nc debts. Among
those having debts, the median amount ranged from $275 for non-
beneficiary women to $470 for nonbeneficiary couples and nonbene-
ficlary men. Medians were lower for beneficiary couples and non-
married men beneficiaries than for nonbeneficiaries, but there was no
significant difference for nonmarried women. As age increases, the
proportion having debts decreases among both couples and the non-
married. This situation may reflect a greater tendency of the younger
group to rely on consumer credit and, perhaps more strongly, the
greater availability of such credit to them. Personal dsbts were small
in relation to assets at each income level. Althougl the relatively:
well to do had personal debts about as often as those with less income,
the amounts represented a smaller proportion of thei: income.

RELATIONSHIP OF AGE AND BENEFICIARY STATUS 'fO ASSETS

Age, employment status, and beneficiary status** all play a role in
the pattern of asset ownership and net worth. In general, the propor-
tion with holdings and the median amount of those hcldings declhined
with the advance in age of the head of the unit. There are several
reasons why the value of asset holdings was higher wmong younger

1 Income data presented for beneficiaries in the preceding secticns related only to
those who had been on the rolls for a full year, because income in th: year of retirement
{3 not meaningful in comparing the income of beneficiaries with that of nonbeneficlaries.
Assets, however, are presented for all beneficlaries, which in effect sh)ws them in a more
favorable gositlon than if only full-year beneficiaries were shown. Data for all benefictarles
have also been used in presenting the data on income with prorated assets.
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units. First, the employment earnings of people aged 62 to 64 were
higher than earnings of the older groups. Second, the older the person,
the more likely he was to have had his holdings reduced by high medi-
cal bills. Furthermore, in a period of relatively high employment, each
age cohort of workers may be expected to reach retirement with a
larger accumulation of assets than the previous cohort.

The effect of retirement upon the assets of the worker would not
be expected to be immediate or dramatic. There were sharp differences
in size of holdings, however, between those who had retired and those
who continued to work and, for those not working, between those re-
ceiving OASDHI benefits and those who were not. Married couples,
for example, who were receiving benefits and, generally, were retired,
had less in assets than did nonbeneficiary couples, who for the most
part were still employed. Among those 73 years old and over, where
retirement is the general rule, beneficiaries averaged greater holdings.

The Younger and Older Groups Among Those Aged 65 and Over

The proportion of married couples with assets was about the same
among beneficiaries as among nonbeneficiaries aged 65 to 72, but clearly
lower for older nonbeneficiaries. The median amount of total assets was
considerably smaller for beneficiaries than for nonbeneficiaries among
couples and nonmarried men aged 65 to 72.

The relatively high holdings of nonbeneficiary couples aged 65 to
72 reflect their higher employment rate and income levels. Although
only 6 percent of all men beneficiaries aged 65 to 72 had had full-time
jobs for 50 weeks in 1962, nearly half the nonbeneficiary men in this
age group had worked full time throughout the year (see table 12).

For couples aged 73 and over, on the other hand, the median asset
holdings for beneficiaries were about twice those for nonbeneficiaries.
In general, the oldest nonbeneficiaries were greatly disadvantaged in
comparison with those aged 65 to 72. Among beneficiaries, however,
this was not the case.

When the equity in nonfarm homes was excluded from assets, the
relationship among the various groups was generally similar to that
described above, even though the size of the holdings was substantially
smaller. The median amount for beneficiary couples aged 65 to 72
was $2,640, compared with $3,810 for nonbeneficiaries in the same age
group and $3,270 for older beneficiary couples. For nonbeneficiary
couples aged 73 and over, the median was only $920. The median hold-
ings exclusive of an owned home were substantially less than $1,000
for the nonmarried.

The pattern of financial assets was similar. A fourth or more of the
beneficiary and nonbeneficiary couples aged 65 to 72 and the same
proportion of the beneficiary couples aged 73 and over had no financial
assets at all; nor did two-fifths of the nonbeneficiary couples aged 73
and over. Two-fifths of the nonmarried men and more than half the
nonbeneficiary men aged 73 and over had no financial assets. Holdings
were nominal for the great majority of the aged. Even among those
with financial assets, the median holdings exceeded $4,000 only for
the nonbeneficiary couples aged 65 to 72 and beneficiary couples over
72 years of age.
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The Group Aged 62 to 64

Up to age 72, when workers first become eligible for OASDHI
benefits regardless of the amount of their earnings, benef ciary status
goes hand in hand with low earnings and low assets. Fortunate by
comparison are those who have employment beyond the general re-
tirement age of 65 with earnings sizable enough to preclude their
receiving OASDHI benefits. Least fortunate are those who must apply
for reduced benefits at age 62 in order to supplement carnings too
meager for subsistence or in order to have any income ut all. Bene-
ficiaries aged 62 to 64 had less in assets than either the beneficiaries
aged 65 to 72 or the nonbeneficiaries in their own age group. Almost
without exception, nonbeneficiaries were better off than beneficiaries
from age 62 to 72.

Under the 1956 amendments, women workers and wives aged 62 to
64 are eligible for actuarially reduced benefits. Widow’s benefits, how-
ever, are payable to eligible widows at age 62 without r>duction. As
three-fourths of the nonmarried women aged 62 to 64 vere widows,
it is not surprising that a relatively large proportion were drawing
full benefits as wigows. Among women in the age group 62 to 64, as
among couples and nonmarried men, beneficiaries appeared to be less
well off than nonbeneficiaries. They had more assets, however, than
nonmarried men in the same age group.

Nonmarried nonbeneficiary women aged 62 to 64 were not only better
off than their beneficiary counterparts but they were also better off
than older women. About 40 percent of the younger beneficiary
women worked in 1962 in comparison with 20 percent of the beneficiary
women aged 62 to 64 and 20 percent of the nonbeneficiary women aged
65 to 72. The higher median assets of the more active, younger women
are therefore to be expected.

Widows and Other Nonmarried Women

Among nonmarried women, those with the largest holdings were
nonbeneficiaries aged 62 to 64 who were not widows, teflecting the
fact that fully two-thirds of them had earnings during 1962. The
following tabulation compares the median total assets for widows and
other nonmarried women:

Widows Oth :r nonmarried women

Benefictaries:

Aged 62 10 BA_ . iiieiieicciiiaaaas $4,765 (2

Aged 6580 72 . i eeeecccceiaeae 4,045 $8,980

Aged 73 and OVer. ... e 3,695 5,120
Nonbeneficiaries:

Aged 6210 64 . it 5,120 11,310

Aged 6510 72 .t 1,395 2,835

Aged 73 and OVer_ o oo ..meeomee e eeaaieaaane 1,165 5, 665

1 Median not shown where base is less than 50,000,

With regard to total asset holdings, widows aged 65 : nd over had
less than the younger widows and also less than other single women
in the same age group.
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Excluding home equity, the median assets for widows and other
nonmarried women, regardless of beneficiary status, were as follows:

Widows Other nonmarried women
Aged 62 to 64 $495 $3,000
Aged 65 to 72 525 2,035
Aged 73 and over. . 435 1,410

RELATIONSHIP OF INCOME TO ASSETS

Not unexpectedly, the 1963 survey found a strong correlation be-
tween income and the amount of assets owned. The higher the income
group, the larger the assets of people aged 65 and over, regardless of
marital or beneficiary status.

The rise with income in the proportion of those holding assets is
most striking if consideration is limited to financial assets. This means
that those most in need of a supplement to current income are least
likely to have assets on which they can draw to provide such a sup-
plement. This inverse correlation becomes apparent when beneficiary
units are classified into three groups on the basis of current income.
Of the beneficiary couples in the low third of the income range, about
three-fifths had less than $500 in financial assets; of those in the
middle third, about two-fifths had so little. Only 5 percent of the
couples in the low third and 15 percent of those in the middle third
had $10,000 or more in financial assets. For a period of a few years,
$10,000, or even $3,000, would contribute greatly to ease of living, but
for those with 10, 15, or 20 or more years ahead, even $10,000 would
do little. In the top third, the proportion with some financial assets
rose to more than nine in every 10 for couples and about eight in 10
for nonmarried persons.

Investments in business, farms, or real estate rise much less sharply
with income than financial assets. The proportion with such holdings
reached as much as one-third only for couples in the top income third,
and about one-fourth for nonmarried persons in the top third. Some
of those in the low income third, particularly the married men, had
small farms or nonfarm businesses that were not very productive.
Even though the incidence of homeownership was positively correlated
with income, as were the other forms of assets, equity in a home con-
stituted a larger share of the total asset holdings of low income units
than it did for the high income group. In the aggregate, equity in a
home was about twice as important and financial assets about half as
important for the low income third as for the high income third,
regardless of marital status. The proportions of assets represented by
financial assets and by equity in a nonfarm home among couples and
nonmarried men and women are shown below for the high and low
income thirds:

Percent in—

Low income group High income group
Nonfarm home equity:
Married couples. .. 50 25
Nonmarried men._ . ... 46 26
Nonmarried women_ __ ... ... ... 58 27

23 52
Nonmarried men...... . ... 22 52
Nonmarried women. _ . ... o eaaeaeee 29 52
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Investments in real estate, farms, or nonfarm business raade up most
of the remainder. There was no consistent relationship to income.

CHANGES IN HOLDINGS
Changes During 1962

Financial assets are particularly important as resources which may
be drawn upon in emergencies—and in the case of the elderly the
chance of illness comes first to mind—or to provide for the maintenance
of living standards when income falls with retirement. The frequency
with which the aged reported a decrease in their holdings. during 1962
affords an index of the extent to which financial assets were serving
such purposes.

About three-fourths of the units reported that the am>unt of their
financial assets was about the same at the end as at the oseginning of
the year. About half of these had no assets or less than $500 worth of
assets. On the whole, the elderly were using up their assets; nearly 17
percent reported decreases during the year; less than lalf as many
were able to increase their financial assets.

The proportion decreasing their assets did not vary ccnsistently or
greatly among marital status, age, or income groups. On the other
hand, a definitely larger proportion of those who had been in any
medical institution during the year reported a decrease in their assets—
about 25 percent—as compared to 15 percent of those who did not have
a_hospital episode. Expenditures for illness or health emergencies,
along with requirements for ordinary living, were given as the major
reasons for a decrease.

Increases in assets were most frequently reported by those in the top
income and younger age groups. These were the people most apt to be
working. Married couples, particularly those in the high-income group,
increased their assets more frequently than the nonmarried women.
Some 20 percent of these high-income married couples reported in-
creases, more than those reporting decreases in this grov p. Although
the need for medical care in an institution affected the proportion who
decreased their financial assets, it did not affect the relutively small
proportion who increased their assets.

Changes for Beneficiaries, 1957 to 1962

From 1957 to 1962 there was little change in the proportion of
beneficiary couples with assets. Comparison of the beneficiaries who
had been on the OASDHI rolls for at least a year at the time of the
survey with a similar group studied in late 1957 shows that for both
periods the proportion reporting assets was nearly 90 percent for cou-
ples. For nonmarried men and women, however, the proportion report-
ing assets increased from about two-thirds to three-fourtls. There was
little gain in the proportion reporting equity in a nonfarm home—
about, two-thirds for couples and one-third for others in both 1957 and
1962. The relative number of married couples with any fir ancial assets
was less than three-fourths in both periods. About three fifths of the
nonmarried had such assets in 1957 compared with nearly two-thirds
in 1962. The median values of the assets, however, did increase during

83-200—68—pt. IT——3
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this period. For couples, total assets and equity in a nonfarm home
were about a fourth greater in 1962 than in 1957 ; financial assets were
a sixth greater in 1962 (unadjusted for price changes).

IV. Income Wit PRORATED ASSETS
POTENTIAL INCOME : CONCEPT AND MEASUREMENT

In order to express the economic position of units with any combina-
tion of income and asset holdings and to group the units with broadly
equivalent positions, “income with prorated assets”—in other words,
potential income—was computed for each unit. The following pro-
cedure was used:

Assets were assumed to be capable of earning a 4-percent annual rate
of return. The principal and the appropriate interest amounts were
divided over the expected remaining years of the unit’s life in equal
annual sums so that the assets would be exhausted at the end of that
period. The annual amount computed in this way was added to the
current money income less income actually received from assets.’? For
couples, proration was based on a joint probability: the number of
years of life remaining for husband and wife together and the number
either spouse might survive alone to draw two-thirds of the annual por-
tion of asset holdings previously available to the couple.’s In a few
cases—usually those in the lower end of the age range, or couples who
had assets other than equity in a home—the actual return was greater
than the 4 percent used in the computation, and the prorated amount
of assets added was less than the amount subtracted.

The adoption of these procedures, although in effect assuming the
conversion of assets into life annuities, does not in any way bear upon
the question of the feasibility or the desirability of this form of asset
management for individuals. The advisability of such conversion
would, indeed, be subject to many conditions and considerations im-
portant for the individuals involved. The conversion of the owned
farm or other business holdings into prorated assets, for example, is
recognized as particularly unrealistic. However, in order to achieve the
objective of measuring equivalence of economic status within broad
population groups, such assets have been included.

As an illustration of the concept and measurement of potential in-
come, some questions may be raised, and answered, about groups of
individuals with different combinations of income and assets. It would
be generally agreed that persons with incomes of, say, $1,500 and assct
holdings of $10,000 are better off than those with the same income
and no assets. But would they be better off than others with an in-
come of $2,000 and with $1,000 in assets? If these persons were all
nonmarried women aged 65 and were currently receiving a 4-percent
return from their assets, all would have about the same potential in-
come—actual income minus the income from assets plus prorated

12 The amounts that were subtracted were interest on deposits in banks, credit unions
etc.; interest or dividends on stocks and bonds; and 4 percent of any amounts reported
as invested in a business or farm.

18 The factors needed in the computation were developed by the Division of the Actuary.
The United States Life Tables for 1959 were used in determining life expectancies by age
and sex. For simplicity in calculation for married couples, the wife was arbitrarily assumed
:g t%ebﬁ ears younger than the husband and the joint life expectancies were computed on

at basls.
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assets—of slightly more than $2,000. For those with $10,(00 in assets,
$900 of this amount would be income from prorated assets. If the
latter group were aged 85 instead of 65, the potential income would,
be appreciably greater—about $3,600, with more than $2,500 from pro-
rated assets.

An owned home, unlike other assets, is not normally a:quired as a
source of future money income or as a reserve for contingencies but
rather for the services and satisfaction it yields as a place of family
living. Accordingly, potential income has been calculated ooth includ-
ing and excluding home equity among the assets prorated. For many
purposes it may be more reasonable and realistic to exclude the owned
home from prorated assets, especially since sale of the 10me would
increase the need for income to cover rental costs. Such costs tend to
run higher than the expense of ownership, particularly for the large
group of the elderly who own their own homes clear of riortgage.

COMPARISON OF POTENTIAL AND ACTUAL INCOME

Distributions of survey units by actual and potential income are
remarkably similar. When the comparison is based upon income with
prorated assets other than the home, the differences that do exist
usually amount to only 1 or 2 percentage points at any inccme interval.
Differences are definitely larger when the owned home is included in
the prorated assets. An indication of the shifts in the clistributions
may be obtained through a comparison of the medians for units aged
65 and over, shown below :

Income with prorated assets

Actual i
Excluding home equity 1ncluding home equity
Married couples. $2,875 $3,130 $3,795
Nonmarried men 1,365 1, 560 1,845
1,015 1,130 1,395

Although the median potential income is about 10 per:ent greater
than actual income when home equity is excluded and a litt e more than
30 percent greater when home equity is included, these shifts in the
medians do not indicate the amounts that prorated assets. would add
in the aggregate to current income. The distributions of potential in-
come are even more skewed to the right than are the distcibutions of
current income, and the inequalities in the distributions are increased.

The greater shift in the distribution when equity in :he home is
includeﬁ among the assets reflects the importance of such equity and
the extent of homeownership as a major form of asset among aged
persons with relatively low incomes. Not that homeowners do not have

igher incomes, in general, than nonhomeowners: the median income
of homeowning couples was nearly $3,000 as compared with $2,500
for nonhomeowners; the median incomes of holders and nonholders
of stocks, for example, would show a much greater discrepancy.

Another way of relating potential to actual income is to :ompare the
percentages of units at less than a given level. About 42 percent of the
couples had actual income of less than $2,500, the low-ir come cutoff
point, which approximates the level of the BLS budget for a retired
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couple at a “modest but adequate” level of living. Thirty-six percent
had less than $2,500 if prorated assets excluding the owned home were
added to income. It is not appropriate to relate to this benchmark the
proportion of couples with less than $2,500 in potential income when
the equity in the owned home is prorated because the $2,500 cost esti-
mate assumes that o majority of units own their homes. If all units
are assumed to rent their homes the cost of the “modest but adequate”
budget would be higher.

For an individual living alone, the estimated amount required to
provide the “modest but adequate” standard was $1,800. Those non-
married men and women having income of less than $2,000 and those
with less than $1,500 as measured by the concepts—actual money in-
come and income with prorated assets excluding the owned home—
are shown in percentage terms in the following tabulation:

Nonmarried men with income Nonmarried women with income
less than— tess than—
$2, 000 $1,500 $2,000 $1, 500
Actual income_ ... ... ... ..o...__. 69 57 83 70
Income with prorated assets (excluding
equity in owned home)._._.__...__. 60 48 79 66

The percentages of the survey units with income (actual and poten-
tial, including and excluding the owned home) of less than $3,000 and
less than $2,000 for couples and, for nonmarried men and women, of
less than $2,000 and less than $1,000 are shown in chart 3. These levels
cover, in general, the critical ranges of concern in much of the dis-
cussion of 1dentification of the “poor.”

The role of assets may also be judged by examining the proportion
of those at each income level who shift into a higher level when the
classification is by potential income. A cross-tabulation of the units by
actual income and by income with prorated assets excluding the owned
home permits the measurement of such shifts. Those units with no
assets, or with assets so small that their potential income falls in the
same $1,000" intervals as their actual income, are classified as having
“no improvement.” The few units whose potential income falls in a
lower interval than their actual income are also classified in this way.
The units who shift into the next higher income class with the addi-
tion of prorated assets are grouped as having “moderate improve-
ment,” and those who shift two or more classes, as having “appreciable
improvement.”

The results reflect the fact that most of the units with low incomes
have little in the way of assets, especially when equity in the home is
excluded. Most of the units—more than four-fifths of the nonmarried
men and women and three-fourths of the couples—with actual in-
comes of less than $3,000 remain in the same income interval when
classified by potential income. The proportion remaining in the same
class is greater at the income levels below $3,000 than in the $3,000 to
$5,000 class. Conversely, the proportion with “appreciable” improve-
ment increased with income, particularly among the nonmarried. Four
percent of the couples with actual income of less than $2,000 showed an
appreciable improvement when classified by potential income; of those
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Chart 3 —Actual and potential income by specified income level for units

aged 65 and over, 1962
Percent
100
Having less than— Having less than— Having less than—
$3,000 $2,000 $2,000 $1,000 $2,000 $1,000
75 -

Couples Nonmarried men Nonmartied women
| Actual . Potentiol income Q Potential income.
income (excluding owned home) BN (including owned home)

with actual income of $3,000 to $3,999, the improvement was substan-
tial for 9 percent. For nonmarried men, on the other hard, 6 percent
of those with actual income of less than $2,000 but 27 perzent of those
with $3,000 to $3,999 showed an appreciable improvement. The pat-
tern for nonmarried women was similar to that for nonrarried men.

V. Worg orR RETIREMENT

To work or not to work is a question faced by increasing numbers
of aged persons. The question is not a real one for many—those who
could not get a job if they wanted one because they hae no salable
skills, because they are disabled, or because the employer wants younger
workers. The growth in public and private retirement kenefits, how-
ever, means that more of the aged have a real choice: work or retire-
ment.

Their decision usually affects their income, their style of life, and
their relations with their family and the rest of society. ()n the aggre—
gate level, their decisions affect the labor force, the market, and the
cost of public and private retirement insurance programs.

Since World War II, there has been a steady trend :oward more
retirement among aged men. Nevertheless, aged workers constituted
a slightly higher proportion of all workers in 1962 thar. they did in
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1950. This apparent contradiction is explained by the increasing pro-
portion of the population who are aged and by the growth in the
proportion of aged women who work.

About a fourth of all persons aged 65 and over were employed at
some time in 1962, and more than one-fifth of all aged men usually
had full-time jobs.?® The men with any work earned an average of
$2,550; for women, the average was $1,283. For men who worked full
time the year around (50 or more weeks), average earnings were $4,259.
Altogether, persons aged 65 and over earned at least $10 billion in
1962. Thus their earnings continue to be important, both to the aged
themselves and to the total economy.

AGE DIFFERENCES
Work Ewxperience

Age is a crucial factor in determining what percentage of the older
population works. As age increases, the proportion employed in any
one week decreases steadily. The proportion working full time the
year around declines even more sharply with age. The primary reason
1s probably the increasing infirmities of old age, although retirement
policies may also be important.

Data on employment by single years of age, based on the 1960 census,
show that there is a sharp drop in employment at age 65, particularly
for men. The proportion of men in the labor force declined by one-
third between the ages of 64 and 66; of all men aged 64 in 1960, 70
percent were in the labor force, as against 46 percent of those aged 66.
Age 65, of course, is the age at which workers may retire and receive
full OASDHI benefits and may become eligible for pensions under
many other retirement plans.

Beneficiaries showed a work pattern in relation to age that was
rather different from the pattern of the total population. Among
men, higher proportions worked full time and worked full time the
year around at later ages than at ages 62 to 64 (table 12). The special
composition of the beneficiary group aged 62 to 64 accounted for
these higher proportions. About one-fourth of the men within this
group were severely disabled and drew disability benefits (at full
rate). The extension of retirement benefits to the group aged 62 to
64 at actuarially reduced rates was designed primarily for those
unable to obtain substantial employment for other reasons besides
disability.’* The extremely low average earnings of this group—
about $700 in 1962—are understandable in view of the special char-
acteristics and low work-experience rates of the people who constitute
this group.

14 Work-experience rates are based on the total aged population, including persons in
institutions. Data on work-experience rates from the Bureau of Labor Statistics exclude
Persous in institutions. The BLS rates are therefore somewhat higher than those shown
o this section. When persons in institutions are excluded from the data used in the Survey
of the Aged, most of the survey rates are within 1 or 2 percentage points of the BLS rates.
These differences result from differences In interviewing techniques, dates of interview,
and welghting procedures, as well as sampling errors,

18 Persons were classified as having worked at full-time jobs if they worked 35 hours or
more a week during most of the weeks they worked, no mafter how few weeks they worked.
For brevity, they are referred to as full-time workers.

18 The actuarial-reduction provision reduces the amount of the OASDHI benefit for each

month before attalnment of age 65 for which a benefit s drawn. The maximum reduction
for workers is 20 percent; for spouses it {s 25 percent; there is no reduction for widows.
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In contrast to men, women receiving OASDHI benefits showed the
same pattern as nonbeneficiaries: decreasing work exoerience with
increasing age. One reason may be that the actuarial-reduction pro-
vision did not apply to the third of the women benefic aries aged 62
to 64 who were drawing benefits as widows.

There was a slight increase at age 73 in the percentage of bene-
ficiary men who worked the year around at full-time jo)s. One of the
main reasons may be that an insured worker who has attained age
72 can become a beneficiary and receive full benefits regardless of his
earnings.’” Therefore, at age 73 some full-time workers who had not
been receiving benefits because of the earnings test becams beneficiaries.

DIFFERENCES AMONG INCOME GROUPS

When work-experience rates for the three income groups—low,
middle, and high—were examined, they showed a strong positive asso-
ciation; that is, the higher the income group the higher the work-
experience rate. This was the finding for men and women and for
beneficiaries and nonbeneficiaries. Part of the association results from
the obvious fact that, in general, those who work will havs more income
because of their earnings than those who do not work. The greater
earning capacity of those in higher income groups accourted only part-
ly, however, for the income differences among the groups. Even after
earnings were subtracted from the mean total incomes,® those in the
high third, because of greater financial assets, larger OASDHI benefits,
higher pensions, etc., had two and a half to five times as much
income as those in the low third, as shown in the following figures:

Married couples Nonmarried men Nonmarried women
Low third.._ $1,377 $648 $400
Middle third 2,317 1,281 972
High third .. 3,683 2,135 2,042

Thus it is clear that other sources of income than earnings them-
selves, i.e., assets and retirement benefits, are associnted with the
same factors that lead to higher earnings; namely, age, health, and
education. The contrast is striking: those who, becaus> of their low
income, were most in need of earnings from work vere the least
able to work and therefore worked the least.

The low-income group had few full-time workers for the reasons
discussed above, and there was little difference between OASDHI
beneficiaries and nonbeneficiaries in this respect. On the other hand,
there were marked differences between beneficiaries and nonbenefici-
aries in the high third, with the nonbeneficiaries among the men three
times as likely as beneficiaries to have full-time work. C ne factor here
was the earnings test, which had little effect on the lower income
workers because their earnings were so low, but a greater effect on the
higher income workers because of their relatively high earnings.

17 The earnings or “retirement” test in effect in 1862 reduced benefits pald to persons
under age 72 by $1 for each $2 earned between $1,200 and $1,700 and by $1 for each $1
in excess of $1,700.

18 Although subtracting earnings had the effect of reducln% somewhat the difference
between the low- and the high-income groups, subtracting OASDHI binefits would have
the opposite effect: the differences would be increased because benefits would represent a
greater proportion of income In the low-income group than in the high-f:icome group.
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Earnings follow a similar pattern: workers in the high third earned
up to 19 times more than workers in the low third, and not merely
because they worked more weeks in the year. The pattern of earnings
for full-time, year-round workers was the same as the pattern for all
workers, although the differences were reduced somewhat. Thus, the
lowest income workers must have been paid less for the same amounts
of work. It is remarkable how small their earnings were. Even men
who worked full time the year around averaged only $444 a year. There
may have been some underreporting in the amounts earned, but these
earnings were so far below any minimum wage standards that many
of these workers must have been unpaid family workers, domestic or
farm workers, or self-employed persons with low earnings.

Beneficiaries in each of the tEree income groups earned less than
nonbeneficiaries, and the difference was greater for the higher income
groups. In the middle and high thirds, nonbeneficiaries earned more
than twice as much as beneficiaries. Again this difference reflects the
fact that higher paid workers generally do not receive benefits.

OCCUPATIONAL DIFFERENCES IN RETIREMENT RATES

Since men in the more highly paid occupations (professional and
technical workers, managers, officials, and proprietors) generally have
more savings and other resources for retirement income than do men
in the jobs drawing lower pay, one might expect that they would be
more likely to retire. The evidence from this, and from other surveys
as well, indicates that the reverse is true: men in the better-paid
occupations have a lower retirement rate than other men.

Fewer than a third of the professional or technical workers, for
example, who had worked at regular full-time jobs within the preced-
ing 5 years had stopped working full time in 1962. In contrast, about
two-thirds of the craftsmen and foremen had stopped working full
time. Similar findings were made in a 1952 study of the aged.?®

Within each occupational group, OASDHI beneficiaries were more
likely than nonbeneficiaries not to be working full time., But among
beneficiaries and nonbeneficiaries, the better-paid occupational groups
had the lowest retirement rates. The 1957 survey made by the Social
Security Administration showed a similar pattern among beneficiaries.
The pattern probably results from a combination of several factors.
The higher paid men, in general, have less physically demanding work,
their jobs are more interesting and more rewarding, and they have
better health. :

Among men aged 62 and over, a substantial majority of those who
were partially retired (working less than 85 hours a week) continued
in the same broad occupational group they were in when they worked
at regular full-time jobs. However, the amount of shifting into new
occupations after partial retirement was considerable. A fourth of the
clerical and sales workers, for example, and about an eighth of the
craftsmen and operatives said they had become professionals, man-
agers, or proprietors after partial retirement. Since professional and
managerial jobs generally require extensive training and experience,

1 Peter O, Steiner and Robert Dorfman, “The Economic Status of the Aged” (Berkeley :
University of California Press, 1957), p. 50.
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most of the reported shifts from the lower-paid occupational groups
were probably into small-farm or small-business owrership. Alto-
%ether, more than a fourth of the part-time workers came from a
different, broad occupational group. The proportion woild have been
substantially greater if a finer occupational breakdown had been used.

WHITE AND NONWHITE WORKERS
Men and Women Compared

In the population as a whole, white men are more likely than non-
white men to have work experience in any given year, but the reverse
is true of women. The aged followed the same pattern: 39 percent
of the white men aged 65 and over had work experience in 1962, com-
pared with 36 percent of the nonwhite men; 14 percent. of the white
women, but 19 percent of the nonwhite women, had worl: experience.*
The lower work-experience rate of nonwhite men probakly reflects the
difficulty they have in securing employment because of such factors as
discrimination, lack of training, or poorer health. The higher work-
experience rate of nonwhite women, on the other hand, may reflect
the large proportion who need to work because of low amily income
and who are willing to work at the low wages so often paid to women
workers.

Aged nonwhite workers, both men and women, likewise earned less
than aged white workers, as indicated by the unit earnings. The cormn-
plex reasons for these lower earnings, such as discrimin:.tion and lack
of training, need not be repeated here.**

Beneficiaries and Nonbeneficiaries Compared

Although substantial, the differences between mean earnings for
white and nonwhite workers were much smaller amony; beneficiaries
than among nonbeneficiaries. This situation was probaoly related to
a complex Interaction between the Social Security Act [ rovisions and
the different socioeconomic characteristics of white :¢nd nonwhite
persons. The OASDHI program probably provides benefits for pro-
portionately more of those nonwhite persons who have had relatively
well-paying jobs and stable work histories. This picture is. dramatically
clear among nonmarried women; in this category, benefiziaries earned
almost two-thirds more than nonbeneficiaries, and ncnwhite bene-
ficiaries had earnings relatively close to the average fcr white bene-
ficiaries. Conversely, OASDHI was providing benefits to more of the
white persons who had low annual earnings. imong white units with
earnings, beneficiaries earned from one-half to less than one-third
as much as nonbeneficiaries. Also, white workers were less likely than
nonwhite workers to claim benefits while still at work, because they
were more likely to have regular employment at reasonably good
wages,

20 Samuel Saben, “Work Experience of the Population in 1962 (Burcau of Labor Sta-
tistics, Special Labor Force Report No. 38), table A-9. The difference in work experience
for women is statistically significant at the .05 level, but it is not significant for men.

2t Qee Mollle Orshansky, “The Aged Negro and His Income,” Social Security Bulletin,
February 1964.
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REASONS FOR RETIREMENT

Men who had stopped working at a regular full-time job within
the past 5 years were asked why they had stopped. Only 28 percent
of the wage and salary workers retired for such voluntary reasons
as desire for leisure, being needed at home, or dissatisfaction with
their job. The rest had retired for such compelling reasons as poor
health, a compulsory retirement age, or being laid off.

Some might argue that the men who retired because of being laid off
or reaching compulsory retirement age should be considered voluntary
retirees on the assumption that they could get another gob if they
wanted, but the assumption is rather unrealistic for most of these men.
Although there are no recent data, a 1952 study *2 found that only
12 percent of the men who had retired under compulsory retirement
systems later returned to work. More than half the retirees were not
well enough to get another job; 11 percent were well enough to work
and interested in working but could not find suitable employment.

Also, some might maintain that those who retired because of poor
health but on their own decision rather than their employer’s should
be classified as having retired voluntarily. Eighty-five percent of those
who named poor health as the reason for retiring considered their
retirement voluntary on this basis.?® Since more than half of these
retirees, however, were not well enough to get another job, poor health
was classified, for this analysis, as an involuntary reason for retire-
ment.

When the reasons for retirement given in the 1963 survey are com-
pared with those reported in earlier surveys, certain trends appear.
In a comparison of the reasons for retirement given by full-year
OASDHI beneficiaries in the 1951 survey made by the Social Security
Administration and in the 1963 survey, 1t was found that the propor-
tion retiring voluntarily had doubled between 1951 and 1963. If the
reasons given in the 1963 survey by men who had retired within the
past 5 years are compared with the reasons given by all retired men in
the 1951 study referred to earlier, the same pattern results: increasing
proportions retiring for voluntary reasons. Although the two samples
are not strictly comparable because the 1963 data exclude men retired
for more than 5 years, evidence from the 1957 survey of beneficiaries
suggests that the inclusion in the 1963 survey of all retired men would
not change these figures by more than a percentage point or two.

Further evidence that voluntary retirement is increasing is the
marked growth since 1951 in the proportion of beneficiary men not
employed but well enough to work who are not interested in going
back to work. This proportion was less than a third in the 1951 survey,
but it had increased to 52 percent in 1957 and to 54 percent in 1963.

The growth in voluntary retirements may partly explain the trend
toward more retirement in general among men. There seem to be more
and more aged men who are well enough to work and who might get
some kind of job if they were interested, but who prefer the leisure
of retirement.

22 Steiner and Dorfman, op. cits, p. 49,
2 See B, Palmore, “Retirement Patterns Among Aged Men.” Social Security Bulletin,
August 1964, table 4.
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TRENDS: LESS WORK AND LOWER EARNINGS

For the population of normal working age (18 to 64), the percent-
age of men with work experience has remained about the same since
1950. In contrast, the percentage of men aged 65 and over with work
experience has shown a marked decline. This percentige was only
three-fourths as great in 1962 as in 1950. Women show the opposite
trend. The percentage aged 18 to 64 with work experience }ms n-
creased by one-sixth since 1950. For aged women the increase was
about the same, although all of it took place between 1350 and 1960.
If these trends continue, the percentage of women who continue to
work will become more like the percentage for men.

In terms of the percentage working at full-time, year-round jobs,
the group aged 18 to 64 showed no change for men and some increase
for women. In contrast, the proportion of aged worker:; in full-time,
year-round jobs has sharply declined for men and remained the same
for women. Not only are more men retiring, but more of those who
continue to work are employed in part-time or intermittent jobs. Al-
though there has been some increase in the proportion of aged women
who do some work, this rise is accounted for by the grawth in part-
time or intermittent work.

The 1957 survey of old-age and survivors insurance beneficiaries
provides data on the earnings and work experience of aged benefi-
ciaries comparable to the data from the 1963 survey. Thase data show
that the proportion with work experience and the proportion with
full-time jobs have declined since 1957 at about the same rate for
beneficiaries as for all aged persons.

Similarly, the percentage of beneficiary units with earnings de-
clined, although to a lesser extent. Usually a higher pecentage have
earnings than work experience because some persons have no work
experience during the year but do have earnmings from roomers or
boarders or as nonworking partners in a farm or a business.

Earnings have become a less important part of the tctal income of
aged beneficiaries. Among married couples and nonmarr’ed men, earn-
ings in 1962 represented only three-fourths as large a roportion of
total income as they did in 1957. Thus, beneficiaries are becoming
less dependent on current employment and more dependent on their
OASDHI benefits and other sources of income.

If the present trends toward less work among the aged were to
continue, the aged, by the end of this century, would e completely
dependent on ASD I, private pensions, other none:.rned income,
and savings; and national production would depend entirely on per-
sons under age 65. Whether this development would be lesirable and,
if not, what should be done to halt the present trends are beyond the
scope of this analysis.

VI. A Loox Aueap 2

The 1963 survey of the aged confirmed the fact that a substantial
proportion of people aged 65 and over not in the labor forze had income
insufficient to meet their needs, even if they were receiving OASDHI

24 The material in this section updates that which appeared under this heading {n the
original publication.
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benefits. In 1965, the amendments to the Social Security Act pro-
vided a 7-percent increase in benefits. This increase was not quite
enough to restore the purchasing power lost since the previous raise,
and made no significant improvement in the economic status of older
people. The 1967 amendments provided an across-the-board benefit
increase of 13 percent. It remains to be seen if living costs will be
stabilized enough for this increase to upgrade living standards for
the retired in the near future.

The 1963 survey findings highlighted an emerging problem ; namely,
the unfavorable situation of the large numbers taking the reduced
benefits, available to women since November 1956 and to men since
August 1961, at ages 62-to 64. The majority of these early retirees
had little income besides their small benefit. The problem of generally
‘Jow benefit levels is thus compounded for a group with -many years

- ahead of them. It appears that a provision intended to ease the way
-for workers forced out of the labor force prematurely may be creating
a new group of very poor people, and this trend is continuing.’ Ac-
cording to a newly developed statistical series,” just over half of the
men retiring in each year 1962-66 accepted an actuarial reduction in
order to obtain a benefit before age 65. For women it was slightly
above 60 percent in 1966, as it had been in 1960-62, but closer to 70
percent in 1963-65. The average monthly benefit awarded in 1966 to
men who elected a reduction was barely $84, compared to $102 for men
awarded a regular benefit (not reduced) payable immediately. For
women the pattern was similar—$64 for those electing a reduction,
compared with $80 for women awarded a regular benefit currently
payable. Research is in progress on the reasons why so many workers
choose early benefits in reduced amounts.

It has been customary to look to the characteristics of the younger
beneficiaries for an indication of the shape of things to come. The oldest
have always been in the worst financial plight. It has been assumed
that, as older beneficiaries died and others entered retirement with
years of higher wage levels behind them, beneficiaries as a group would
be much better off. The small income advantage enjoyed by the age
group 65 to 72 compared with the beneficiaries aged 73 and over
raises a question concerning this assumption, even for those who
retired on full-rate benefits. go, too, does the fact that for beneficiary
couples the asset holdings were about the same for those aged 65 to
72 as for ‘those older. True, persons under 73 and not yet retired

had larger assets than those on the benefit rolls, but in this group, men
aged 62 to 64 had less than those aged 65to 72.

The proportion of the aged who are eligible for OASDHI benefits
is still growing. As of July 1, 1967, an estimated 89 percent of persons
aged 65 and over were either OASDHI beneficiarles or eligible for
OASDHI but not retired. As even more persons become eligible, there
will be fewer with cash incomes as pitifully small as those reported
in 1962 by most nonbeneficiaries aged 73 and over. Moreover, rising
earnings levels will be reflected in slowly increasing basic benefit levels,

2 “Another Dimension to Measuring Early Retirement,” Social Security Bulletin, De-
cember 1967,
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and the growing proportion of women eligible for retirerient benefits
should improve the situation of couples and nonmarried women alike,
unless these gains are offset by the large numbers taking reduced bene-
fits. Also, the almost universal availability of Medicare to those over 65
should release some cash income and free for other liviny costs some
assets that might otherwise have been held for medical >mergencies.
Relativel Y fewer persons should need public assistance.
a

If the

bor-force participation rate for aged men continues down-

ward, however, as it did between 1962 and 1966, the nuinbers of the
aged with relatively high incomes may be decreased. There may be rela-
tively fewer past age 65 who will do as well as the ncnbeneficiary
couples and nonmarried men aged 65 to 72 did in 1962. Al:hough some °

of them received retirement benefits under other prograras, the great
ngorlby were at work in 1962. :

overage of private g
past 15:to 20 years. Age:

ension p

L

Wl

lans has grown sharply during thie"!

persons with private pensions in addifion to .
OASDHI benefits make out comparatively well. Their aumbers are
still small, however, in relation to the size of the aged population. Even
10 or 15 years from now, it is expected that no more than 25 to 30 per-
cent of the aged will be drawing income from private pensions.
Thus, there seems little doubt that OASDHI will remain the major
source of retirement income. The level of benefits under :he program .
will continue to determine the level of well-being of the retired.
A new survey being conducted by the Social Security Administra-
tion this year will provide by early 1969 a general review of the eco-
nomic situation in 1967 of the population aged 65 and over.

TABLE 1.—~DEMOGRAPHIC AND SOCIAL CHARACTERISTICS OF PERSONS AGED 25 AND OVER, B'/ AGE, 1360 CENSUS,

AND OF PERSONS AGED 65 AND OVER, 1963 SURVEY

1960 census

1963 survey

Characteristic

Aged 25 to 44

Aged 45 to 64

Aged 65 and over

Aged 65 and over

Number Percent Number Percent Number Percent Number Percent
(thousands) (thousands) (thousands) ‘thousands)
Total persons......... 46,898 100 36,333 100 16,207 100 17,470 100
SEX
Male_ o oeeeaiccees 22,913 49 17,709 49 7,309 45 7,763 44
Female... oo.oooceeiecaann 23,985 51 18,624 51 8,898 55 9,706 56
. COLOR .
White____ .o 41,725 89 32,897 91 14,959 92 16,093 92
Nonwhite. . ...oooceemcunaan 5,173 1 , 436 9 1,248 8 1,377 8
MARITAL STATUS -
Married, spouse present._... 38,432 82 27,603 . 76 7,984 49 8,739 50
Widowed.__.._........ 588 1 , 303 9 6,032 37 6,877 , 39
Divorced or separated. .. 2,374 5 2,002 6 549 3 477 3
Married, spouse absent. . 993 2 685 2 325 2 108 1
Never married.............. 4,509 10 2,741 8 1,318 8 1,268 7
LABOR FORCE STATUS ! . '
Employed.. .. 29,123 63 22,416 62 2,985 18 2,766 17
Unemployed._.... 1,347 3 1,026 3 162 1 376 .2
Not in tabor force 15, 686 34 12,826 35 13,058 81 13,356 81

+ Base excludes Armed Forces and persons not reporting on labor force status.
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TABLE 2.—PERCENTAGE DISTRIBUT!ON OF PERSONS AGED 62 AND OVER BY DEMOGRAPHIC AND SOCIAL CHARAC-

TERISTICS, BY BENEFICIARY STATUS, SEX, AND AGE, 1963 SURVEY

Total Men Women
Beneficiary status and characteristic Aged Aged Aged Aged Aged Aged Aged ged  Aged
62to 64 65t0 72 73 and 62 to 64 65 to 213 and 62 to 64 65 to 72 73and
over over aver
TOTAL
Number (thousands) 9,487 7,983 2,029 4,341 3,421 2,261 5,146 4,562
Total percent 100 100 100 100 100 100 100 100
Color
White. __. .. 90 91 93 88 91 91 91 92 94
Nonwhite. .. _..coeieeeeae . 10 9 7 12 9 9 9 8 6
Marital Status .
Married, spouse present.___......... 72 59 39 81 75 - 61 64 - 46 23
Widowed ... _..___.... 18 30 50 7 13 28 27 4 67
Divorced or separated. . ... 3 3 2 4 4 3 2 3 2
Married, spouse absent.... 1 1 1 2 1 1 1 1 1
Never marcied.. . ......-......... 6 7 8 6 7 7 6 7 8
Labor Force Status
Employed. .. 45 21 9 67 3l 15 26 13 5
Not employed 1. . 55 79 91 33 69 85 74 87 85
Beneficiary Status
Beneficiaries_. ... . _.....coo... 38 73 66 24 71 76 51 75 58
Nonbeneficiaries. - .cccaveeeocuaaa.. 62 27 34 76 29 24 49 25 42
Years of School Completed 4
8yearsorless .. ... coooioaiao... 52 59 58 52 62 63 52 56 5:
9 to 12 years___.. 30 25 20 28 22 17 32 27 2,
13 years or more...... 13 1t 9 14 1 9 13 11
Not reported....._.... ..., 5 6 13 6 6 10 4 6 1
BENEFICIARIES
Number (thousands)__ . ___...._..._. 1,646 6,952 5,252 483 3,101 2,615 1,163 3,851 2,637
Total percent_.._....__..._.* 100 .4 100 " -'100 160 - 100 100 100 100 100
Color
White_____ .. 90 93 94 85 92 93 92 93 96
Nonwhite___ . ... 10 7 6 15 8 7 8 7 4
Marital Status i
v
Married, spouse present........._. 68 61 49 75 77 67 66 49 31
Widowed. ... 25 30 43 10 14 26 31 43 60
&IVO!C%G or separ%ted.t_ 3 ® 3 ® 2 ; 5 3 % ® 2 ) 2 o 2
arried, spouse absen U
Never mar%ed ........ 2 6 6 6 ( 5 1 ( 6 7
Labor Force Status
Employed. _ ..ot 18 16 12 24 22 18 16 12
Notemployed *. .. ..coeeo...... 82 84 88 76 78 82 84 88 94
Years of School Completed
Byearsorless..............o....... 59 61 59 65 65 64 57 58 55
9to12years.._.. 30 24 21 24 22 19 32 27 23
13 years or more.. 7 10 11 6 8 10 8 11 11
Not reported. .. ............. 4 5 9 6 5 7 3 5 il
) NONBENEFICIARIES )
Number (thousands). ... 2,642 2,535 2,729 1,545 1,241 806 1,097 1,294 1,923
Total percent__. 100 100 100 100 100 100 100 100 100
Color
White_._..._. .. 89 87 91 89 88 86 90 87 93
Nonwhite_ .. oo 11 13 ] 11 12 14 10 13 7

See footnotes at end of table,
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TABLE 2.—PERCENTAGE DISTRIBUTION OF PERSONS AGED 62 AND OVER BY DEMOGRAPHIC AD SOCIAL CHARAC-
TERISTICS, BY BENEFICIARY STATUS, SEX, AND AGE, 1963 SURVEY—Contir ued

Total Men Women

Beneficiary status and characteristic Aged Aged Aged Aged Aged  Aged Agad ged  Aged

62to 64 65 to 7213 and 62 to 64 65t072 73 and 62 tn 64 65 to 72 73 and

over over over

Marital Status
Married, spouse present. .. .......... 75 53 21 83 72 44 63 36 11
Widowed.__...._.._._._.. 13 3t 65 6 13 36 23 48 7
Divorced or separated. ___. 3 5 3 5 4 3 4 1
Married, spouse absent. ... 1 1 1 1 1 1 1 1 1
Never married....._-...........- 8 10 11 6 9 14 11 11 10
Labor Force Status
Employed. ... oot 62 36 3 80 55 5 37 17 2
Not emptoyed 8. . . cooeanaon 38 64 97 20 45 95 63 83 98
Years of School Completed

8yearsorless.. . ....ococcecnoen.s 47 53 54 48 53 60 45 52 52
9tol2years.._.. 30 25 18 29 24 13 31 26 21
13 years or more.. . 17 13 6 16 15 7 18 12 6
Not reported. .. ccceoeenemcncnnnnnsn 6 9 21 7 8 20 5 10 21

t Includes persons not reporting on labor force status.
2 Not shown where 0.5 percent or less.

TABLE 3. —PERCENTAGE DISTRIBUTION OF UNITS AGED 65 AND OVER BY DEMOGRAFHIC AND SOCIAL
CHARACTERISTICS, BY BENEFICIARY STATUS, 1963 SURVEY

Married couples Nonmarried men tlonmarried women
Characteristic ¢ Benefi- Non- Benefi-  Non- Benefi- Non-
Total claries benefi- Total ciaries benefi- Tctal ciarles benefi-
ciarles ciaries ciarles
Number (thousands). .o .coeeeennennn 5445 4,325 1,120 2,402 1,599 803 6,329 3,786 2,543
Total percent. .. c.evueuacannn 100 100 100 100 100 100 100 100 100
AGE - '
65 to 69 years. ... 42 38 57 28 2 31 28 33 20
70 to 72 years.... 20 21 15 16 18 13 16 19 13
73 and 74 years 12 10 12 11 14
75 to 79 years. 18 20 10 20 21 18 21 21 20
80 to 84 years - 6 6 6 15 15 16 15 10 22
85 years and owvi . 3 2 5 11 | SR Y 4 17
Median age (¥ears)..ceoc-woeceaeunnn 7.3 71.8 69.4 741 738 751 40 727 7.3
COLOR - o
92 93 91 84 92 94 90
8 7 11 11 9 16 8 6 10

2 30 23 33 32 34 30 3l 28

kil 30 36 27 22 35 28 24 34

15 15 14 14 14 12 13 14 13

rba 65 66 64 65 69 57 74 78 68
Central city.. 32 33 3t 36 40 29 36 39 32
Urban frlnge 17 17 16 15 18 13 20 21 18
Other urban. 16 16 17 14 13 15 18 18 18
Rural nonfarm... 25 25 26 29 26 34 21 18 26
Rural farm._ . .c.oooeimeeamcnnnnnnan 10 10 10 7 6 8 5 4 6

YEARS OF SCHOOL COMPLETED
Less than 8 years

ears....... 26 27 22 22 23 19 23 27 18
9 to 12 years. . 22 22 24 15 17 11 24 25 22
13 years or mor 1l 10 15 7 7 10 11
Not reported. ... .oooiiae ooan 4 3 5 18 14 26 14 10 20

1 Characteristic of head of unit.



TABLE 4.—SOURCGE OF INCOME FOR UNITS AGED 65 AND OVER—PERCENT WITH INCOME, BY SOURCE AND BENEFICIARY STATUS, 1962

Married couples . Nonmarried persons
Men Women
Source of income Bene- Nonbene-
Total ficiaries ¥ ficiaries Total Bene- Nonbene- Beneficiaries ! Nonbene-
Total ficiaries 1 ficiaries Total ——— ficiaries
Retired Widowed

Number (thousands): - .
Total ..l 5,445 3,743 1,120 8,731 2,402 1,490 803 6,329 1,912 1,502 2,543
p Reporting on source_ .. ... .. . ___.____ 5,443 3,743 1,118 8,612 2,345 1,490 746 6, 267 1,912 1,502 2,481

ercent: .
Earnings._ . . 55 50 64 24 28 24 3t 23 34 17 16
Retirement benefits__.__.__._______. ... _____ 84 100 25 67 72 100 16 64 100 100 11
OASDHI_ .. ... 79 100 ... 62 68 100 .o . 60 100 100 ..
Other public_______ ... ____.____ .. 12 9 24 7 8 6 L. S 7 8 2 10
Private group pensions._...._____ ... ._.._. 16 20 3 5 10 13 3 3 7 2 1
Veterans' benefits._________. 14 14 14 8 11 11 12 6 8 5
Interest, dividends, and rents. 63 65 62 48 45 50 3 50 56 58 38
Private individual annuities. 4 4 4 3 1 2 1 3 5 2 2

Unemployment insurance.__ 3 2 2 1 1 1 (0] 1 2 ®) )

Public assistance_.________ 8 6 14 17 18 10 35 17 10 8 30
Contributions by relatives *__________._ ... ___.. 3 3 3 5 1 2 1 6 4 5 8
Payments under any public program........._.._ 89 100 47 80 87 100 59 78 100 100 45

1 Excludes part-year and parent beneficiaries. Retired women receive benefits based on their own 2 Not shown where 0.5 percent or less.

wage record, regardless of eligibility as widows; widows receive benefits based on husband’s wage 3 Relatives or friends not in household.

record.
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TABLE 5.—~MEDIAN INCOME FOR UNITS AGED 65 AND OVER—MEDIAN INCOME, BY SOURCE AND BENEFICIARY STATUS, 1962

‘Married couples

Nonmarried persons

Men Women
Source of income ene- Nonbene- -
Total aries ficiaries Total Bene- Nonbene- Beneficiaries 12 Nonb
Total ficiaries ! ficiaries Total ficiaries
Retired Widowed
Number (thousands):
Otal oo 5,445 3,743 1,120 8,731 2,402 1,490 803 6,329 1,912 1,502 2,543
Reporting on sOUrce. .. ..oceooiiiiainaaaan 5,443 3,743 1,118 8,612 2,345 1,490 746 6,267 1,912 1,502 2,481
Median income of recipients:

Earnings. oo oo oo icciieeees $1,485 $1,170 $4,845 $900 $1,085 $715 $3,470 $340 $385 $485 $1,025
Retirement benefits._ . 1,605 , 585 2;365 820 980 950 1,595 770 740 785 935
OASDHI___._. 11,405 1,405 (... .. .___. 1780 1905 905 _._.o....... 1740 705 775 oo
Other public_..._. , 030 1, 500 2,460 1,000 1,380 1,000 1,625 895 765 ®) 975

Private group pensions. 775 790 640 630 670 )] 645 675 (O] ®
Veterans’ benefits. . .. ... _.___..o.. 780 785 795 770 770 725 950 765 750 725 820
Interest, dividends, and rents_ 280 280 270 180 180 180 170 175 170 140 230
Public assistance.. . _____._.._ 850 710 1,250 715 650 380 795 735 565 620 795
Contributions by relativesd . _________ . _.._._.._ 75 115 (O] 265 o ® ) 285 590 270 235

Public and private retirement benefits other than

.................................... 980 900 2,365 840 910 745 1,595 810 735 ® 935

1 Excludes part-year and parent beneficiaries.

2 Retired women receive benefits based on their own wage record, regardless of eligibility as widows;

widows receive henefits based on husband's wage record.

3 Not shown where base is less than 50,000.
4 Relatives or friends not in household.
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TABLE 6.—SIZE OF INCOME FOR UNITS AGED 65 AND OVER—PERCENTAGE DISTRIBUTION OF UNITS BY INCOME, BY BENEFICIARY STATUS, 1962

Married couples Nonmarried persons
Men Women
Income Bene- Nonbene-
Total ficiaries ficiaries Total Bene- Nonbene- Beneficiaries Nonb
Total ficiaries ! ficiaries Total ficiaries
Retired Widowed

5,445 3,743 1,120 8,731 2,402 1,490 803 6,329 1,912 1,502 2,543
4,719 3,289 - 932 7,709 2,173 1,384 685 5, 536 1,690 1,325 2,192
100 100 100 100 100 100 100 100 100 100 100
5 4 10 44 32 26 46 49 36 44 65
10 9 12 22 25 32 13 21 23 27 14
14 15 11 13 12 14 10 13 17 16 7
13 16 8 11 13 6 7 9 6 4
12 14 4 5 6 3 3 5 2 2
16 16 12 4 6 5 4 3 4 2 3
1 11 10 2 3 2 4 1 2 1 1
15 12 24 4 6 2 12 3 4 2 2

5 3 1 (O] 1 @) 1 (©] ® 1 (O]
$2,875 $2,710 | $3,580 $1,130 $1, 365 $1,375 $1,145 §1,015 $1,300 $1,105 $755

! Excludes part-year and parent beneficiaries. Retired women receiye benefits based on their own
wagedrecord, regardless of eligibility as widows; widows receive benefits based on husband’s wage
record.

* Not shown where 0.5 percent or less.
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TABLE 7.—SHARES OF INCOME FOR UNITS AGED 65 AND OVER—PERCENTAGE DISTRIBUTION OF INCOME BY SOURCE, BY BENEFICIARY STATUS, 1962

Married couples Nonmarried persons
Men Women
Source of income Bene- Nonbene-
Total ficiaries ! ficiaries Total Bene- Nonbene- Beneficiaries 1 Nonbene-
Total ficiaries ! ficiaries Total ficiaries
Retired Widowed

Number (thousands): ;
L1 5,345 3,743 1,120 8,731 2,402 1,490 803 6,329 1,912 1,502 2,543
Reporting on income. 4,719 3,289 932 7,709 2,173 1,384 685 S, 536 1,690 1,325 2,192
Mean income. . o ciiceecicaciaaan $4,028 $3,563 $5,233 $1,538 $1,887 $1,690 $2,076 $1,400 $1,631 $1,494 $1,094
Total pereent. oo ceiiiciieae 100 100 100 100 100 100 100 100 100 100 100
EaRMINgS. oot i 39 25 69 22 28 14 48 19 21 7 23
Retirement benefits 39 S0 13 41 44 63 14 39 53 54 10
DHI____.__. 28 40 . 33 33 54 ... 33 46 52 .
Other public R 7 4 12 6 7 4 13 5 ] 1 S
Private group pensions. - 4 6 (0] 2 4 6 1 1 3 1 1
Veterans’ benefits__.._.__... 3 4 3 5 6 6 7 4 3 4 5
Interest, dividends, and rents. 14 17 10 17 12 12 12 19 14 22 23
gub{ig:s;i:tqnzce..l..ﬁ._.;-.. o 2 o 1 o 4 ? o 7 o 3 ®» 16 l% ; .; ZZ

ontributions by relativess. _. 2 2

11 PN 3 3 5 2 2 3 6 3 9 8

1 Excludes part-year and parent beneficiaries. Retired women receive banefits based on their own
wage record, regardless of eligibility as widows; widows receive benefits based on husband’s wage

recora.

2 Not shown where 0.5 percent or less.
3 Relatives or friends not in household,
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TABLE 8.—SIZE OF INCOME FOR UNITS AGED 62 AND OVER—PERCENTAGE DISTRIBUTION OF UNITS BY INCOME, BY AGE AND BENEFICIARY STATUS, 1962

Married couples

Nonmarried men

", Nonmarried women

Income and age

_ Beneficiaries !

Total Beneficiaries 1 Non- Total Beneficiaries - Total Non-
beneficiaries beneficiaries Retired Widowed beneficiaries
Number (thousands):
Aged 62 to 64:
Total..___... e meeeeaen 1,782 224 1,319 378 78 256 809 84 147 407
Reporting on income_..._........... 1,508 196 1,100 34 72 225 741 76 133 370
Aged 65 to 72: -
Total. oo 3,344 2,029 804 1,077 630 - 353 2,797 1,028 724 828
Reporting on income__._______...__ 2,859 1,775 651 987 589 310 2,470 915 646 n3
Aged 73 and over: o
Totab .. 2,101 1,715 316 1,325 860 450 3,531 884 778 1,715
Reporting on income............... 1, 860 1,515 281 1,186 795 376 -3,066 774 679 1,479
Percent:
Less than $1,000:
Aged 62 to 4. . .. .___...... 6 5 5 31 31 - 32 - 31 34 26 34
Aged 65 to 72__ - 4 4 6 22 19 30 38 29 34 56
Aged 73 andover._..__.._.....__._. 6 5 17 41 32 60 58 44 54 70
$1,000 to $1,999:
Aged62toB4.___ ... . ... 10 29 6 24 57 12 29 44 56 13
Aged 65 to 72__ . 17 20 13 35 45 20 38 42 51 22
Aged 73 and over.o_...oooooooo... 33 30 47 39 46 24 30 38 37 21
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$2,000 to $2,999:

Aged 62to B4, . ... ... 10 24 6 12 8 10 15 12 12 11

Aged 65t072___ 23 30 8 21 27 9 14 19 10 9

Aged 73 and over.......___...... 28 30 16 12 14 10 7 10 5 5
$3,000 to $3,999:

Aged62toB4___ .. .. .___..__. 10 9 9 9 6 12 8 4 4 12

Aged 65t072___ 18 18 14 7 6 7 4 3 2 4

Aged 73 andover.._.ocoeoocoooo.. 13 14 4 5 3 2 4 1 2
$4,000 to $4,999:

Aged62to 64 . ______ . _....... 11 9 12 8 ® 11 6 1 1 11

Aged 651072 12 12 13 5 2 8 2 2 1 3

Aged73andover .. ...oooooo.__ 8 9 4 2 2 1 1 2 ) 1
$5,000 to $9,999:

Aged 621064 ... ._........ 33 22 45 15 O] 21 10 4 2 18

20 15 32 10 2 24 5 6 2 4

9 9 6 2 2 2 1 1 1 1
$10,000 or more:

Aged 6210 64_ . __......._.... 13 2 17 1 ® 2 1 ® @ 1

Aged 65t0 72._. R 6 3 15 1 ) 2 @) () @ 1

Aged 73 andover ... .......... 4 4 2 1 1 1 ) ) ®)
Median income:

Aged 621064, ... . ... $5,200 $2,470 $5, 900 $1,775 $1, 265 $2,685 $1,610 $1,220 $1,350 $2,205

Aged 651072 ... . L. 3,340 2,900 , 750 1,765 1,610 1,980 1,280 1,455 1,285 855

Aged 73 and over . _........_........ 2,325 2,430 1,680 1,165 1, 260 860 885 1,120 960 720

1 Excludes part-year and parent beneficiaries. Retired women receive benefits based on their own 2 Not shown where 0.5 percent or less.
wage record, regardless of eligibility as widows; widows receive benefits based on husband's wage

record.
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TABLE 9.—MEDIAN INCOME BY SOURCE FOR UNITS AGED 62 AND OVER—MEDIAN INCOME BY SOURCE, AGE, AND BENEFICIARY STATUS, 1862

Married couples

Nonmarried persons

Men Women
Source of income and age Bene- Nonbene-
Total ficiaries 1 ficiaries Total Bene- Nonbene- Beneficiaries ! Nonb
Total ficiaries 1 ficiaries Total ficiaries
Retired Widowed
Number (thousands):
Aged 62 to 64:
otal ... 1,782 224 1,319 1,187 378 78 256 809 84 147 407
Aged 6gomng ON SOUFCE._ _ o ooo oo e 1,782 224 1,319 1,171 37 78 248 800 84 147 399
ge!
o Al L 3,344 2,029 804 3,874 1,077 630 353 2,797 1,028 724 828
gomng ON SOUFCe._ . oo ooieme . 3,342 2,029 802 3,846 , 062 630 338 X 1,028 724 815
Aged 73 and over:
Total_____..._._. 2,101 1,715 316 4,856 1,325 860 450 3,351 834 778 1,715
Reporting on source. _____.______.._._____. 2,101 1,715 3i6 4,766 1,283 860 408 3,483 884 778 1,666
Median income of recipients:
Earnings:
Aged62to64_________ ... __.__.... gz) $1,220 g‘? 82 305 $3,120 ® $3,480 $1,710 @) ® $3,335
Aged 65t072_ .. ... .. .___... 090 1,150 , 000 1,045 1,350 $675 4,365 950 $925 $575 , 190
Aged 73 and over.__..._._._....._._______. 1,160 1,195 695 "680 750 755 ® 645 810 365 680
Retirement benefits:
Aged62to64__ ... _____ ... ...... 1,010 1,105 1,750 820 915 970 ® 795 665 985 )
Aged 65to 72__ . 1,565 1,540 2,220 890 1,090 1,065 (0] 835 810 840 1,090
Aged 73 and over. 1,655 1,625 2,620 770 905 880 1,490 720 665 740 880
Other than OASDHI:
Aged62tob4_____ . _______._..____.. 1,125 ® 1,750 1,015 ® ® ® 905 ®) ® ®
Aged 65t072___ 990 930 2,220 860 940 835 ® 820 760 () 1,080
Aged 73 and over. 975 850 2,620 825 880 625 1,490 810 680 ®) 880

8V
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Public:

Aged 73 and over.
Other than OASDHI:
Aged62to 64, .. . ...

i Aged 73 and over.
Private group pensions:
Aged 62 to 64 .. ..o oo...
Aged65t072 . . ... .... -
Aged 73 and over......_.._.o...._.. -
Veterans' benefits:
Aged 62 to 64..
Aged 65 to 72
Aged 73 and ov
Interest, dividends, an
Aged 62 to 64____
Aged 65t072_.__
Aged 73 and over .. cooeooiemieoas
Public assistance:
Aged62to B4 . ___ ... .o_......

Aged 73 and over..
Contributions by relatives: ¢
Aged 62 to 64__..
Aged 65t072.._
Aged 73 andover ... .. ...

1,075
1,440
1,540

1,230

785
880
760

1,100
1,035
970

[O
) 720
835

770
755
780

135
175
185

715
645
750

Q@
) 420
160

850
1,070
875

®

1,280
1,435

145
205

335
400
@
Q]
O]

o
1,515

8}, 515
2

0)
® 940
®

150
145
205

3
® 780
800

(O]
Q]
®

765
720
945
940
865
®
625
705
770
140
175
®
655
775
®

410
180

@

155

610
)
@

970
740
®
@

%)
2)
8

@

®

1,130
920

Q)

1,130
920

(O]
®
®

®

®
(O]

835
825

160
215

705
820

145

1 Excludes part-year and parent beneficiaries. Retired women receive benefits based on their own
wage record, regardless of eligibility as widows; widows receive benefits based on husband’s wage

record.

2 More than $5,000.
3 Not shown where base is less than 50,000,

4 Relative or friends not in household.
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TABLE10.—FINANCIAL ASSETS FOR UNITS AGED 65 AND OVER--PERCENTAGE DISTRIBUTION OF UNITS BY VALUE
OF ASSETS, BY BENEFICIARY STATUS, 1962

Married couples Nonmarried men Nonmarried women
Value of financial assets ! Bene- Non- Bene-  Non- Bene-  Non-
Total fici- bene- Total  fici-  bene- Total  fici-  bene-
aries  fici- aries fici- aries  fici-
aries aries aries

5,445 4,326 1,120 2,402 1,599 803 6,329 3,78 2,543
4,998 4,006 992 2,057 1,440 617 5300 3,286 2,014

100 100 100 100 100 100 100 100 100

28 27 32 41 38 49 40 34 50

10 11 9 11 11 9 12 12 12

7 7 5 6 6 6 7 8 6

$1,000to $1,499. . ... ... 5 5 4 4 4 3 5 6 4

$1,500 to $1,999__ ——e- 3 4 3 2 2 2 2 3 2

$2,000t0 32,999 .. ... ... 5 6 4 7 8 5 5 6 4

$3,000t0$3,999_ . _._____._..___.. 5 5 5 3 3 3 4 4 3

$4,000t0 $4,999_ ... ... 3 3 3 2 2 2 3 3 1

$5,000to $6,999_ ... . ... .. 5 6 4 5 5 6 4 5 3

$7,000t0 $9,999__ ... ... ... ...... 5 4 5 4 5 2 3 4 3

$10,000t0 $14,999__________._______. 5 5 6 5 5 5 3 4 2

$15,000 or more____ . 14 13 16 7 8 6 7 7 6

Amount not reported. . ... .. ... __. 4 4 4 3 3 3 4 4 5
Median value:

All reporting units_.._........... $1,340 1,355 §1,270  $390  $525 $3 $400  $170 $20

Units with financial assets..._.__. 3,660 3,490 4,430 2,740 2,710 2,840 2,200 2,350 1,830

t Liquid assets, marketable securities, and the value of collectible loans to others.

TABLE 11.—TOTAL ASSETS FOR UNITS AGED 65 AND OVER WITH ASSETS—PERCENTAGE DISTRIBUTION OF ASSETS
BY TYPE OF ASSET, BY BENEFICIARY STATUS, 1962

Married couples Nonmarried men Nonmarried women
Type of asset Bene- Non- Bene-  Non- Bene- Non-
Total fici- bene- Total fici- bene- Total  fici-  bene-
aries  fici- aries  fici- aries fici-
aries aries aries
Total assets (percent)......... 100 100 100 100 100 100 100 100 100
44 a4 a4 40 42 37 46 45 47
24 24 23 28 26 30 26 27 23
20 20 21 12 16 7 20 18 24
Equity in nonfarm home 31 31 32 32 34 27 k1) 35 32
Investment in other real estate, busi-
ness, orfarm._ ... 25 25 24 28 25 36 20 19 22

tincludes marketable securities and value of collectible foans to others,
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TABLE 12.—WORK EXPERIENCE OF PERSONS AGED 62 AND OVER—PERC ENT WITH WORK XPERIENCE, BY AGE
AND BENEFICIARY STATUS, 1962

Men Women
Extent of work experience and age
Total Benefi- Nonbene- Total B:nefi- Nonbene-
ciaries ! ficiaries ciiries ! ficiaries
Number reporting on work experience
(thousands):
Aged 62t064... ... ... 233 1,627 2,254 664 1,093
Aged 65 and over._ 5,004 2,032 9,661 5 926 3,204
Aged 65t0 72._.... 2,497 1,230 5,127 3 463 1,289
Aged 73 and over 2,507 802 4,535 2 463 1,916
Percent with work experience in 1962:
Aged 62 t0 64__ ... ... .ol 80 27 80 33 22 41
Aged 65 and over._............. 36 30 43 13 14 10
Aged 65t072_. .. oe....o. 47 33 65 20 18 21
Aged 73 and over..._......... 23 27 8 6 8 3
Usually at full-time jobs: 2
Aged62to 64 ... ... 70 7 8 22 9 33
Aged 65 and over_..._.__....... 22 13 36 7 6 7
Aged 651072, . __.._... 3t 14 58 10 7 16
Aged 73 and over........... 10 3 3 3 4 1
Full-time, year-round jobs:3
Aged 62 to 64 ... ... 47 3 60 11 3 20
Aged 65 andover. .............. 13 7 28 3 2 5
Aged 651072 ... .. ... 18 6 a4 5 2 11
Aged 73 and over........... 6 7 2 1 2 i
Usually at part-time jobs:
Aged 62to64_ .. __........ 10 20 6 11 13 8
Aged 65 and over. ___._...._.._. 14 17 6 7 8 3
Aged65t0 72 ... __.._..._ 16 19 7 10 11 5
Aged 73 and over........... 12 15 5 3 4 2

1 Excludes part-year and parent beneficiaries.
2 35 or more hours a week.
350 or more weeks of work in the year.
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ForEworD

The American people over the years have developed a variety of pro-
rams to assure a continuing money income for older people who no
onger have an income from work. This network of income-maintenance
programs has to be considered as a whole, for it is the combination of
grotection which people have and the cumulative effects of the com-
ined arrangements which are significant. Private pension plans can-
not reasonably be considered separately from the public program; for

*Office of Research and Statistics, Social Security Administration, U.S. Depart-
nment of Health, Education, and Welfare.
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those who have private plan coverage, it is the combinition of social
insurance with the supplementary protection of the private plan
which constitutes the “retirement system.”

Primary emphasis in this report is on the old-age i:1come-mainte-
nance aspects of these public and private programs, but some attention
is also given to disability and survivor provisions. Health insurance
programs for the aged are included because of the obvious impact that
medical bills have upon the income status of the aged.

Most of the program descriptions refer to provisions as of the end of
1967. The provisions of the 1967 amendments to the Social Security
Act are included in the discussion of the old-age, survivors, disability,
and health insurance program.

This material was prepared in the Office of Research and Statistics
in the Social Security Administration by Elizabeth M. Fleidbreder and
Walter W. Kolodrubetz under the direction of Alfred M. Skolnik.

I. Pexsions 1N PERSPECTIVE

The Federal social security program is today the major source of
retirement income for aged Americans and the major potential source
of retirement income for the entire working population. It is also an
important source of income for disabled workers and fcr survivors of
workers. Any discussion of pension programs must, the -efore, revolve
around this basic Federal social insurance program--old-age, sur-
vivors, disability, and health insurance (OASDHI), nct only%)ecause
of the large ag%{regate impact but also because of its importance to the
individua% worker. Private retirement plans and separ:.te public pro-
grams have considerable effect on income maintenance for sizable seg-
ments of the population and will also be examined in this: report.

At the end of June 1967, 72.1 million persons or abou 93 percent of
the 77.6 million in paid employment had their major job in employment
covered by the contributory OASDHI program. Of these 72.1 million,
roughly 1.9 million—mainly State and local governmert employees—
had not actually been brought under the program, but were eligible for
OASDHI coverage under the special voluntary coverage provisions
applying in certain employment areas. For the most part, the 5.5 mil-
lion ‘workers not covered in June 1967 were in one of two major
categories: (1) Government workers—primarily Fed:ral—who are
covered under their own staff retirement system (abour; 2.5 million) ;
and (2) persons who were irregularly employed at the tirie or had earn-
ings that did not meet certain minimum requirements (about 8 mil-
lion). The latter include many who will eventually qualify through
additional earnings or as the wives of insured workers.

The above figures on OASDHI coverage include several million
workers who are also covered under other governmental compulsory
retirement systems. About three-quarters of a million workers are un-
der the contributory railroad retirement system whict. is closely co-
ordinated with the OASDHI system. About 8 million military per-
sonnel in the Armed Forces are covered by their own noncontributory
system as well as by OASDHI. More than 6 million Sitate and local
government employees are covered by contributory staff retirement
systems, of whom almost three-fourths are also covered by OASDHI.
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Thus, today all but 4 percent of the people at work are earning pub-
lic retirement protection for the future and many in this 4 percent will
earn protection as they move to other jobs.

The nearly universal coverage of OASDHI assures workers that
their protection will follow them whenever they shift to one job from
another. Earnings with different employers and in different types of
employment are combined and given full credit toward the computa-
tion of an individual’s retirement benefits,

The impact of this continuous coverage and of complete portability
of credits earned is reflected in the fact that 92 percent of the persons
now turning age 65 are estimated to be eligible for monthly cash bene-
fits under the program and 95 percent of all children and their mothers
can count on monthly survivors’ insurance benefits if the family bread-
winner dies.

Supplementing the coverage of the public retirement system are pri-
vate retirement plans in industrial and nonprofit employment. At the
beginning of 1967, about 26 million wage and salary workers, or over
a third of those who were covered by OASDHI, were also covered hy
private pension or deferred proﬁt-sﬁaring plans designed to build on
the Federal social insurance system and provide additional benefits.

Two other sources of income during old age are veterans’ benefits
and public assistance. For aged veterans with service-connected dis-
abilities, compensation is paid without regard to other income or re-
sources. For aged veterans with non-service-connected disabilities, pen-
sions are payable under an income test. Public assistance is available
under the various State laws for those aged needy persons who meet
a means test. The 1963 Survey of the Aged shows that of the aged men
receiving OASDHI benefits, 12 percent were also receiving veterans’
benefits and 7 percent public assistance. Among women beneficiaries,
the respective ratios were 5 and 8 percent.

Largely as a result of the extension and maturing of the OASDHI
program in recent years, the number of the aged (65 and over) who do
not receive any public retirement or other income maintenance bene-
fits 1s relatively small. The Survey of the Aged shows that in 1962,
89 percent of married couples aged 65 and over and 80 percent of non-
married persons had income from social insurance, public assistance,
or veterans’ benefits. Since then, the Social Security Act has been
amended to provide for a partial blanketing-in of certain people aged
72 and over who had insufficient covered employment to qualify for
regular social security benefits.

Table 1 shows the estimated public retirement benefit status of 19.4
million persons 65 and over as of July 1, 1967. By far the largest pub-
lic benefit program was OASDHI. Almost 16 million aged persons
were receiving social security payments. Another 1.3 million of the
aged were eligible for OASDHI but still had substantial income from
earnings and did not meet the “retirement test” which is required to
receive social security retirement benefits. Only about 1.2 million aged
persons, or 6 percent of the total, were not eligible for any public re-
tirement benefit. Of these, 0.9 million were recipients of public as-
sistance.



OLD AGE INCOME ASSURANCE—PART II 55

TABLE 1.—ESTIMATED PUBLIC RETIREMENT BENEFIT STATUS OF THE POPULATION AGEL 65 AND OVER, JULY 1,

1967
[1n millions]

Beneficiary status Persons aged

65 and over
Total aged population 1. .. iiciccieeeeiemaaae. s 19.4
OASDHI beneficiaries 2 15.9
Eligible for OASDHI but not retired____. . 1.3
Receiving other public retirement ben 1.0
Not eligible for any public retirement benefits ¢_ 1.2

1 Office of the Actuary, Social Security Administration.

2 Cash benefit status. .

1 Government employee or railroad retirement beneficiaries not receiving OASDHI.
+ Includes 900,000 recipients of old-age assistance.

Private retirement plans in 1967 were estimated to be pay.in{:
ensions to more than 3 million persons, of whom perhaps 234 mil-
ion were age 65 and over. These annuitants, plus their wives, are

estimated to comprise about 18 percent of the entire population aged

65 and over. It is anticipated that over the next dozen years the pro-

portion of the aged with dual protection—from both OASDHI and

private pensions—may rise to 25-30 percent.

The tremendous growth in coverage and beneficiaries under the
various public and private programs is shown in tables 2 and 3. The
evolution of the dual public-private system is explored in the fol-
lowing sections with brief analysis of the most important features
which characterize the major components. Special emphasis is placed
on the supplementary private retirement plans because they illustrate
the wide variety of arrangements that are available under a nongov-
ernmental system,

TABLE 2.—COVERAGE UNDER MAJOR TYPES OF RETIREMENT PROGLAMS 1
[In thousands]

OASDHI 2 . State
Railroad  Federal  Arm:d andlocal Private
Year Wage Self- retire- civil Forces ¢  govern- plans
Total and employ- ment  service? ment 8

salary ment

30,400° 30, 400 675 472 1, 400 4,100
38,900 38, 2,802 12,235 1,800 6,400
40,400 40,400 1,670 1,483 2,600 9,800
56,700 56,70 2,000 2,564 3,400 15,400
59,300 51,400 2,138 2,5)1 4,400 21,200
66,300 59,700 2,338 2,635 5,800 25,400
69,200 62,400 2,450 3,126 6,400 26,400

1 For OASDHI, State and local %overnment, private pension plans, end of year; for rai road retirement programs,
average employment fiscal years; for Federal retirement systems, number as of June 30.

2 Coverage in effect, including State and local employees for whom coverage has been atranged, railroad employees
and all members of Armed Forces. X

3 Active employees covered by the civil service retirement system.

¢ The Army, Navy, Marines, and Air Force plus the Coast Guard.

s Estimated by the Social Security Administration.

Source: Social Security Bulletin, June 1967, table Q-2; Railroad Retirement Board, 1966 /.nnual Report; Civil Service
Commission; “‘Statistical Abstract of the United States, 1966™*; Skolnik, Alfred M., and Jose h Zisman, *‘Growth in Em-
ployee-Benefit Plans, 1954-57," Social Security Bulletin, March 1959; Kolodrubetz, Walter W., “‘Growth in Employee-
Benefit Plans,”" Social Security Bulletin, April 1967; and unjublished data.
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TABLE 3.—BENEFICIARIES UNDER MAJOR TYPES OF RETIREMENT PROGRAMS!

[In thousands)

Federal Government

Railroad . . Armed Forces and other State Private
Year OASDHI?  retirement2 Civil service Federal and local plans
system government

Total Armed

Forces3
17.2 102.0 47.4 33.4 ‘; 113 160
591.8 129.1 62.5 38.6 ¢ 155 310
1,918.1 174.8 111.0 ) 222 450

5,443.2 329.2 164.9 106.2 98.3 335

10,309.7 444.0 263.3 178.9 168.4 535 1,780
13,918.2 498.4 359.4 387.9 373.4 735 2,750
14,573.5 525.1 400.0 432,2 416.5 785 3,110

! Private plans include survivor and disabled beneficiaries. 0ASDHI totals include disabled beneficiaries and their de-
pendents when they attain age 65. All other plans exclude survivor or disabled beneficiaries. For OASDHI, average monthly
number; for raifroad retirement programs and public employee retirement systems, number on rolls June 30; for private
pensions, number of beneficiaries end of year.

2 Includes dependents of retired workers.

3The Army, Navy, Marines, and Air Force.

+ Not available.

Sources: Social Security Bulletin, Statistical Supplement, 1965, table 7; Dales, Sophie R., “‘Benefits and Beneficiaries
Under Public Employee Retirement Systems, Calendar Year 1966.” (Research and Statistics Note No. 10), Social Security
Administration, May 1, 1967; Skolnik, Alfred M. and Joseph Zisman, ‘‘Growth in Employee-Benefit Plans, 1954-57,”
Sacial Security Bulletin, March 1959; Kofodrubetz, Walter W., “‘Growth in Employee-Benefit Plans,” Social Security
Bulletin, Agril 1867 ; U.S. Committee on Retirement Policg for Federal Personnel, Retirement Policy for Federal Personnel,
Jan. 22, 1954, 83d Cong., 2d sess., S. Doc. 89; and unpublished data.

II. HisroricArL DEVELOPMENT
OASDHI PROGRAM

On August 14, 1935, the Social Security Act was signed into law.
The provisions of the act which pertained to the aged provided a
Federal compulsory system of retirement (old-age insurance) bene-
fits for workers employed in industry and commerce, financed by con-
tributions from employers and employees alike, and administered
by the Federal Government. Federal grants-in-aid to the States were
also provided to help meet the cost of assistance to the needy aged.

Since its enactment, the national old-age insurance program has
undergone rapid expansion and substantial improvement. Tables 2 and
3 illustrate how the number of covered workers and beneficiaries has
grown over the years. Today the OASDHI program provides monthly
cash benefits when earnings are cut off by old age, severe disability,
or death. It has provided health insurance for the aged (Medicare)
since 1966.

Even before the old-age insurance program was actually in full
operation, the Con%ress expanded its scope. In 1939, it became a
family program rather than a (frogram for retired workers only, by
providing for a worker’s dependents and survivors. Also, the basis for
computing benefits was changed from cumulative lifetime earnings
after 1936 to average monthly earnings in covered work, and monthly
benefits were made payable in 1940 instead of 1942, as originally

lanned.
P No major changes were made again in the program until 1950, when
it was broadened to cover many jobs that had at the beginning been
excluded, partly because administrative problems had to be solved.
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Among the groups added by the 1950 amendments were regularly
employed farm and household employees and most persons—other
than farm operators and professional people—who workad for them-
selves. Coverage was made available on a voluntary grouy basis to em-
ployees of State and local governments not under public employee
retirement systems and to employees of nonprofit organizations.

Subsequent extensions of coverage in the next decade krought farm
operators and most self-employed professional people urder the pro-
ﬁram. Members of the Armed Forces were covered on a contributory

asis (previously, noncontributory wage credits were provided for
certain military services).

In the 1950’s, coverage was also made available to State and local
employees covered by their own retirement systems (excet for police-
men and firemen in some States) on a voluntary group basis. In 1965,
self-employed doctors of medicine were covered.

With the exception of most Federal civilian employess, and some
State and local government employees, virtually all gainfully em-
ployed workers are now covereg by the OASDHI retirement pro-
gram. In the private employment sector, only farm ¢nd domestic
workers who do not earn enough or work long enough in their jobs to
be covered, low-income self-employed people, and sonie employees
of nonprofit organizations are excluded.

The original Social Security Act required that the individual reach
the age of 65 before any retirement benefits could be paid. This eligi-
bility age was lowered from 65 to 62 for women in 1956, o 62 for men
in 1961, and from age 62 to 60 for widows in 1965. Tho benefits for
working men and women, wives, and dependent husbands who claim
benefits before age 65 and for widows who claim them 5efore age 62
are reduced to take account of the longer period over which they will
receive their monthly payments. Medicare benefits do not. begin before
age 65.

gThe introduction of disability insurance under the 195¢ amendments
also increased the number of workers under age 65 elirible to draw
OASDHI benefits. Benefits were provided for severely disabled work-
ers aged 50 to 64 and for adult disabled children (if disabled before
age 18) of deceased and retired workers. In 1958 the act was further
amended to provide for dependents of disabled workers benefits simi-
lar to those already provided for dependents of workers retired be-
cause of old age. In 1960 the age 50 limitation for disavility benefits
was removed so that disability benefits could be payable at any age
before 65. The 1965 amendments modified the definitior. of disability
so that a severely disabled person could qualify if his impairment
could be expected to last at least 12 months. The previous requirement
was that the disability be expected to be of long-continued and indefi-
nite duration. Under the 1967 amendments, iisability benefits at a
reduced rate were extended to certain disabled widows ind widowers
aged 50 to 62.

As a result of the 1965 amendments, a special “transitional insured
status” was introduced for those who attain age 72 before 1969 and who
do not meet the usual insured requirements. Aged perscns with from
three to five quarters of coverage, and specified dependents, are pro-
vided a stipulated monthly benefit. A 1966 amendment ¢xtended these
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special monthly payments to certain uninsured people age 72 and over
who could not meet even these minimal requirements.

The social security benefit structure has been revised upward several
times since enactment of the basic law. During the 1940’s, however,
provisions under the program remained unchanged, with a conse-
quent serious loss in the purchasing power of the cash benefits as a
result of wartime and postwar inflation. It was not until 1950 that
Congress reaffirmed old-age and survivors insurance as the Nation’s
basic income-maintenance program by substantially increasing the
value of the benefits for those on the rolls and raising future levels
by adopting a new formula applicable after August 1950. The maxi-
mum amount of annual earnings that could be taxed under the pro-
gram was also increased from $3,000 to $3,600.

Since 1950, benefits and the taxable earnings maximum have been
increased periodically by legislative action in order to provide more
adequate retirement income in the face of rising wages and living
costs. Benefits were increased for all groups of beneficiaries in 1952,
1954, 1958, 1965, and 1967. In 1954, the annual contribution and bene-
fit base was increased from $3,600 to $4,200, in 1958 to $4,800, and in
1965 to $6,600. The 1967 amendments provided for a 13-percent-across-
the-board-benefit increase effective February 1968, and an increase in
the contribution and benefit base to $7,800 beginning in January
1968.

By far the most important provision of the 1965 amendments con-
cerned the establishment of an extensive health insurance program
for the aged, or Medicare. Since hospital and medical costs are often
a serious or even prohibitive drain upon the income of the aged, this
represented a major step forward in the provision of economic se-
curity for older Americans.

PUBLIC ASSISTANCE FOR THI AGED

The original Social Security Act established a program of Federal
grants-in-aid to the States to pay part of the costs of aid to needy
persons 65 and over, blind people, and needy children. The Federal
Government participated in the financing of the payments to recipients
of old-age assistance on a 50-50 basis up to a maximum of $30 per
month. Over the years, the formula for Federal-State sharing of the
costs of the State programs has been changed many times, with the
Federal share now almost two-thirds of the total. Federal sharing
now varies, in part, according to each State’s per capita income.

In 1950, the public assistance program (including old-age assist-
ance) was broadened to provide Federal financial participation in
the costs of medical care paid directly to doctors, hospitals, and other
suppliers of medical services on behalf of assistance recipients (vendor
payments). In 1960, a new program was established providing grants-
in-aid to participating States for medical assistance to aged persons
who were not recipients of old-age assistance, but who had insuf-
ficient income and resources to meet the costs of medical care. This
program is being superseded by the 1965 Social Security Amendments
which set up a single and separate medical-care program to replace
the vendor medical programs provided under old-age assistance and
the other public assistance programs.
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‘When the old-age assistance (OAA) program first became operative,
there were as yet no social security benefits being paid. The country was
still in a depression. Due to economic conditions, the numr.ber of OAA
recipients rose from about 1.6 million in 1987 to abovt 2.1 million
in 1940. World War II checked this rising total as more jobs be-
came available to the aged or their relatives were in a botter position
to provide support. After the war, the total again rose watil a peak of
almost 2.8 million OAA recipients was reached in 195). Since then
there has been a gradual decline—to 2.1 million in 1957, while the
number of insurance beneficiaries age 65 and over has risen rapidly.
By November 1967, the 16.2 million aged beneficiaries receiving
OASDHI benefits outnumbered recipients of OAA by a ratio of more

than 7 to 1.

RAILROAD RETIREMENT SYSTEM

Even before the enactment of the general Federal old-age insurance
system for industrial and commercial workers in 1935, attempts had
been made to establish a national pension system for rail road workers.
The vast majority of railroad employees had been covered under the
railroad’s private pension plans, some of which dated back to the
19th century. During the depression in the early 1930’s, t ese plans had
considerable financial problems and Federal action was sought by
the railroad labor organizations. Congress passed the Ra lroad Retire-
ment Act of 1934, but it was declared unconstitutional. A second
attempt, in 1985, was effective on a rather limited basis after the law’s
tax provisions were declared invalid in a lower court. Amendments in
1937 incorporated a compromise acceptable to both einployers and
employees 1n the industry. One of the items agreed upor. was that the
Federal system should take over the payment of pensions to retired
and disabled employees on the private benefit rolls of the railroads.

The railroad system was first envisioned as a staff resirement plan
similar to private pension plans with emphasis on retirement and
disability annuities to railroad workers. As the progran. expanded to
take account of the economic needs of entire families, close coordina-
tion with the OASDHI system was established by stasute. In 1946,
survivor benefits patterned after OASDHI survivor benefits were
legislated, and in 1951 not only were wives’ and depencients’ benefits
provided, but a new special minimum benefit was introduced which
was directly related to benefits under the Social Security Act. In 1965
health insurance was made available to railroad workers at age 65 and
over on the same basis as aged persons covered by the C ASDHI pro-
gram. The latest change in the program has been the enactment of a
temﬁwomry system.of supplemental annuities for certain cireer railroad
employees who were awarded their regular retirement annuities after
J!lne 1966. .

_The railroad retirement system is a single industryivide program
which covered from the beginning virtually all employee: of interstate
railroads and associated companies and labor and managoment associa-
tions of the railroad industry. Unlike the OASDHI sy stem, little of
its growth is attributable to the broadening of coverag: through the
inclusion of additional occupational groups. Instead, th> railroad re-
tirement system grew by broadening the scope of berefits, and by

83-200-—88—pt. II——8
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increases in the amount of individual benefit payments thfough liberal-
izing eligibility requirements and benefit formulas, as well as by in-
creases in the amounts of earnings creditable toward benefits.

PUBLIC EMPLOYEE RETIREMENT SYSTEMS

Retirement plans in the area of public employment predated the
social security legislation. State and local government employees were
among the first occupational groups covered by retirement systems.
These systems expanded in coverage until, by the early 1940’s, almost
one-half of all State and local employees had some type of retirement
program. Today, about three-fourths of these employees have such
programs.

On the Federal level, the Federal civil service retirement system pro-
viding benefits for age and disability retirement was established in 1920.
Survivors of annuitants first became eligible for periodic benefits in
1940, with election of a reduced annuity by the retiring employee.
Survivors of active employees were first eligible in 1948. Originally,
only permanent competitive employees were included, but the Act of
January 24, 1942, eliminated the requirement for competitive status
and coverage was extended to include all Federal and District of
Columbia employees except those who were then or subsequently ex-
cluded by statute or Executive Order.

PRIVATE RETIREMENT PLANS

Although the first formal private pension plans for industrial work-
ers were introduced about a hundred years ago, it is only since 1940
that they have emerged as a major economic and social factor in the
economy. While some growth took place from 1900 to 1940, most of the
early plans were initiated by employers in large enterprises, with a
few plans established by unions. The employer Fla.ns were typically
noncontributory and unfunded, and they carefully avoided establish-
ing “rights.” The pension was usually discretionary and was consid-
ered a gratuity.

During the 1920’s insurance companies began to sell group annuities,
and following the establishment of social security there was a consid-
erable upsurge in the establishment of insured plans as supplements
to the public program.

Between 1940, when private plans included about 4 million persons,
and 1950, the number of persons covered more than doubled, to almost
10 million. This growth was, in large part, attributable to favorable
Federal tax laws, wartime wage stabilization measures, and high corpo-
rate profits during the war which encouraged the growth of pensions
and other fringe benefits as a substitute for wage increases.

The surge in introduction of plans covering large numbers of work-
ers after 1949 resulted from a number of interrelated influences. First,
union Er.essures for economic security provisions increased after the
favorable decision by the Supreme Court in 1949 supporting the Na-
tional Labor Relations Board’s determination that pensions were a
proper issue for collective bargaining. In addition, the Steel Industry
Fact-Finding Committee in 1949 included the recommendation that
the industry has a social obligation to provide workers with pensions.
Second, wage stabilization policies during the Korean conflict, as well
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as continued favorable tax treatment, provided incentives to establish
qualified plans. Development and expansion of negctiated multi-
employer pension plans, particularly in construction, transportation,
am{) trade and services, opened up coverage to millions of workers
in smaller firms. Many of the plans established durirg the last 15
years were negotiated plans for large groups of production workers, so
the private pensions spread coverage and potential benefits to mobile,
lower income worker groups. By 1967, more than 26 million persons
were covered (see table 2).

III. Orp-AGe, Survivors, DisasiLiTy, anp HeaLrE INSURANOR
COVERAGE

During a typical week, more than 9 out of 10 persons: who work in
paid employment or self-employment are covered or eligible for cover-
age under the OASDHI program. Except for special provisions that
are applicable to only a fgw inds of work, coverage is on a compul-
sory basis. The program covers all kinds of workers ir. a single sys-
tem, whether wage earners, salaried employees, self-emﬁ'loyed persons,
farmworkers, or farm operators, including those work:rs with high
earnings. These workers—numbering over 70 million—are contribut-
ing to their protection while working and are assured of continuous
protection during all phases of their working career. F::om one-third
to two-fifths of these workers are also building up retirement credits
under private pension plans.

Special voluntary arrangements for coverage are in e ¥ect for State
and local government employees and employees of nonprofit orga-
nizations, More than 70 percent of State and local government em-

loyees are now covered by OASDHI through voluntary agreements
Eetween the States and the Secretary of Health, Education, and Wel-
fare. Almost three-fourths of the 70 percent are also covered by their
own pension systems. Others are covered only by OASD.II or by their
own systems. Coverage of employment by States and their political
subdivisions was not made compulsory because of proble:ns relating to
Federal-State relationships that would be raised by iny law that
would levy a tax on the governmental functions of States and localities.

Almost all employees of nonprofit organizations who are eligible
for coverage have now been brought into the program under special
arrangéements which take into account the traditionally tax exempt
status of such organizations. To obtain coverage for its employees
such an organization must waive its exemption from taxes under the
program. When this is done, all current employees who :lect coverage
and all those hired or reemployed in the future are covered.

Veterans are granted wage credits of $160 a month with certain
restrictions for each month of active military service during the period
from September 1940 through December 1956. In generil, for service
before 1957, wage credits are not granted if another Federal periodic
retirement or survivor benefit (other than a benefit from the X}?aterans’
Administration) is being paid based on the same perind of service.
However, servicemen who continued in military service nfter 1956 are
given credit for service after 1950 and before 1957 even if the service
1s used for purposes of benefits paid by the uniformed s:rvices. A fter
1956, military service is covered under the regular contributory provi-
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any age if she has a child in her care under 18 or disabled who is
entitled to benefits; to a dependent parent at age 62; and to a depend-
ent widower at age 62.

Benefits to retired workers and wives (unless a wife has a child in
her care) or dependent husbands who choose to take them before age
65, or widows (unless a widow has a child in her care) who choose
to take them before age 62 are in actuarially reduced amounts with the
reduction continued throughout the period of entitlement. Unreduced
monthly benefits are payable widows, widowers, and dependent
parents beginning at age 62.

Monthly disability benefits are payable to 2 worker under age 65
after a 6-month waiting period and terminate if he recovers or at age
65 when the beneficiary is transferred to the retirement rolls. Disability
benefits are also payable to a widow or dependent widower who be-
comes totally disabled within a specified period after the spouse’s
death. These benefits are payable at a reduced rate, starting at age 50.

A person (for example, a wife or dependent husband) who is eligible
for a benefit based on his or her own earnings—and who also may be
eligible for a benefit as a dependent or survivor—will draw his own
benefit, plus any excess of the other benefit over his own.

Benefits are based on the worker’s average monthly earnings as com-
puted under the law, except for the benefits paid under the transi-
tional insured status provision and special age-72 benefits previously
mentioned. For the majority of workers, monthly earnings are aver-
aged over a period of years beginning with 1951 (or age 22, if later)
and up to the year the worker reaches age 65 (62 for women), becomes
disabled, or dies. Generally, 5 years of the lowest earnings are omitted
when the average is computed. After the worker’s average monthly
earnings have been determined, the benefit amount payable at age 65—
the primary insurance amount (PTA)—is then obtained from a table
in the law. In the interest of social adequacy, the table is weighted so
that a higher benefit rate applies to the lower portion of earnings than
to the higher portion.

Under the 1967 Social Security Amendments, the minimum PIA is
$55 except for the special benefit of $40 paid to age-72 persons; the
possible maximum for a man retiring in 1968 is $156. As a result of
the higher creditable earnings of $7,800 under the new amendments,
the maximum benefit will be $218, though it will not be possible to
qualify for the maximum for many years.

Benefits for dependents and survivors are calculated as a percentage
of the insured person’s PIA. The wife of a retired worker receives one-
half of his PTA if she is age 65 or over, so that an aged couple’s bene-
fit is 114 times that of the worker alone. The aged widow if age 62 or
older receives 82% percent of the deceased worker’s PTA. The law
also provides a maximum family benefit for each PIA. A maximum
family benefit of $82.50 is payable on a minimum PTA of $55. The
maximum family benefits payable on the maximum wage earner’s
PIA of $218 will be $434.40. Table 4 gives some examples of hypotheti-
cal worker and family benefits under different levels of credited
earnings.

Actual benefit awards in November 1967 (before the 1967 amend-
ments went into effect) averaged $91 for retired workers, $44 for wives,
and $78 for aged widows.



TABLE 4—EXAMPLES OF MONTHLY CASH BENEFITS AWARDED UNDER 1967 SOCIAL SECURITY AMENDMENTS

Average monthly earnings of insured workert

Beneficiary-family

$67 or less $150 $250 $300 $350 $400 $550 $650
Retirement at 65 or disability benefit $55.00 $88.40 $115. 00 $127.10 $140.40 $153. 60 $189.90 $218.00
Retirement at62__. ______._._____._____ 44,00 70.80 92,00 101.70 112. 40 122,90 152.00 174.40
Wife's benefit at 65 or with child in her care 27.50 44,20 57.50 63.60 70.20 76.80 95.00 2105.00
Wife's benefitat 62..................__ 20.70 33.20 43.20 47.70 §2.70 57.60 71.30 78.80
Widow, 62 orolder________._______ 55.00 73.00 94.90 104.90 115.90 126.80 156.70 179.90
Widow'at 60, no child.________ - 47.70 63.30 82.30 91.00 100. 50 109.90 135,90 156.00
Disabled widow at 50_ .- 2127’ 33.40 44,30 57.60 63.70 70. 30 76.90 95,10 109.10
Maximum family benefit. .- _.._-00LLTIIIIIIUI 82.50 132.60 202.40 240.00 280. 80 322.40 395.60 434.40

1 Generally, average earnings are figure over the period from 1950 until the worker reaches retire- and $6,600 for 1966-67. The maximum creditable in 1968 is $7,800, but average earnings cannot
ment age, becomes disabled, or dies. Up to 5 years of low earnings can be excluded. The maximum reach this amount until later.

earnings creditable for benelits are $3,600 for 1951-54; $4,200 for 1955-58; $4,800 for 1959-65; 2 Maximum wife's benefit.

II LYVd—HAONVEASSY IWOINI 3DV 410

g9



66 OLD AGE INCOME ASSURANCE—PART II

HEALTH INSURANCE FOR THE AGED

Hospital Insurance

Basic protection, financed through an earnings tax, is provided
against the costs of inpatient hospital services and related post-hospital
care (skilled nursing home and home health visits) for individuals who
are eligible for social security or railroad retirement benefits when
they attain age 65 (whether retired or not). The same hospital in-
surance Frotection, financed from general revenues, is provided under
a special transitional provision for essentially all persons who at-
tained age 65 before 1968, even though they were not eligible for cash
social security or railroad retirement benefits. Those attaining age 65
in 1968 will need 8 quarters of coverage. The number of quarters
needed by persons who reach age 65 in later years increases by 8 for
each year until the regular insured status requirement is met.

Hospital insurancegbeneﬁts include payment in any spell of illness
for the full cost of 60 days’ hospital care after the payment of a de-
ductible amount of $40 and for an additional 80 days of care for which
the patient pays $10 per day. Each beneficiary has a lifetime reserve

eriod of 60 days’ hospital care at a cost of $20 per day to the patient,
or use after the 90 days in any spell of illness are exhausted. Also

included is provision for up to 100 days of recuperative care after at
least 3 days in a hospital during a spell of illness in an extended care
facility such as a nursing home with the first 20 days paid in full
and the last 80 days at a cost to the patient of $5 per day. Finally,
the benefits include up to 100 home health visits by nurses or other
health workers after a 3-day stay in a hospital or extended care facility.

Contributions for financing the hospital plan, paid by employers,
employees, and self-employed persons, are placed 1n a separate hospital
insurance trust fund established in the Treasury from which the
plan’s benefits and administrative costs are paid. The amount of annual
earnings subject to the new taxes is the same as for financing OASDHI
cash benefits. They are in addition to, but collected at the same time as,
the other social security contributions. The cost of basic hospital and
related benefits for aged people who are not eligible for cash social
security or railroad retirement benefits is paid from the general funds
of the Treasury.

Supplementary Medical Insurance

Benefits supplementing those provided under the hospital insurance
lan are available to virtually all persons 65 and over on a voluntary
asis. Aged persons who enroll currently (as of 1967) pay a monthly

premium of $3 ($4, effective April 1968) and this is matched by an
equal amount from Federal general revenues. Aged public assistance
recipients can be enrolled in the supplementary plan by the State
ublic assistance agency which pays the premium for the recipient.
overage may be terminated at any time by the individual filing notice
or by the Government for nonpayment of premium.

Supplementary medical insurance benefits include all medical serv-
ices whether in or out of the hospital, certain outpatient services pro-
vided by a hospital, and certain ancillary hospital or extended care
facility services not covered under the hospital insurance program.
After the patient pays the first $50, the program pays 80 percent of
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the reasonable charges for physicians’ services, with. various de-

ductibles and coinsurance features for certain outpationt and other

services. Also provided are an additional 100 home he:ulth visits per
ear.

Y Individual and Government contributions for the supplementary

medical insurance plan are placed in a separate trust furnd ?rom which

all benefits and administrative expenses are paid. :

IV. RAILROAD RETIREMENT ACT

About 750,000 persons employed by railroads, railroa associations,
and railway labor-management are covered by the Railroad Retire-
ment Act (RRA) which was enacted about the same time as the Social
Security Act. The railroad retirement program is the »nly contribu-
tory program which is declining in coverage, reflecting declining em-
ployment because of automation, mergers, and other factors in the rail-
road industry (see table 2). As in the other programs, however, the
number of beneficiaries continues to rise (see table 3).

The RRA provides retirement, disability, and surviv >rship benefits
which, while separate from OASDHI, have been coordinated with
that system in many important respects. Also, Federa.. health insur-
ance protection for the aged is a,vaila,gle to railroad work>rs on the same
basis as workers covere% by social security.

An employee must have at least 10 years of service i1 covered rail-
road or related work to qualify for RRA benefits. If h has less than
10 years of service, his railroad wage credits are sransferred to
OASDHI and combined with any credits he may have earned under
that system. When an employee who has more than 10 years of service
dies, the wage records are similarly combined, and the benefits are
usually paid by the system under which he last worked. A rail-
road employee can quahf}ylr for retirement benefits under both programs
if he worked long enough under each to be insured, but when he dies
the survivors can qualifgy under only one program bas:d on the com-
bined earnings record.

Under RRA, an employee with 10 years of service may begin to
draw a full lifetime annuity at age 65 if he retires. He may begin
to receive a retirement benefit at age 60 with 30 years of service,
or at age 62 with less than 30 years of service. In :hese cases the
annuity is reduced, except for a woman with 30 years of service.

A spouse’s full annuity is also payable monthly to ~he 65- ear-old
wife or dependent husband of a retired employee aged 85 or o der and
to a younger wife if she is caring for a dependent child of the employee.
The wife without a child may elect a reduced annuity at age 62.

Monthly survivor annuities are payable to a widov’ or dependent
widower of an insured worker at age 60, and to dependent parents at
age 60, provided no qualified widow, widower, or chilc. survives.

The amount of the retirement or disability annuity is normall
based on the employee’s years of service and his average monthly raiz
road compensation, with certain maximums. The benefit formula is
weighted to provide that those having lower earnings will have rela-
tively larger benefits than those with high earnings Beginning in
January 1968, the maximum amount of creditable ecrnings is 5650
per month.
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The average annuity awarded in November 1967 to an employee who
retired because of age was $168 a month and to a disabled employee
$133. Retired employees’ wives were awarded benefits averaging $68 a
month. The average annuity awarded to an aged widow was about $92.
The great majority of widows’ annuities are comguted under the spe-
cial guarantee provision which assures that any benefits payable to a
worker and/or his family must be at least equal to 110 percent of the
amount that would have been payable to the family under the
OASDHI program if the employee’s railroad service after 1936 had
been covered by that system.

V. PusLic EmMPLoYEE RETIREMENT PROGRAMS
CIVIL SERVICE RETIREMENT SYSTEM

Most of the approximately 2.6 million Federal civilian employees
are covered by the civil service retirement system, which has been in
operation since 1920. Under civil service retirement, annuities are
payable to qualified employees who retire because of age or disability,
to widows and minor children of employees who die and, in certain cir-
cumstances, to the survivors of annuitants.

Civil service employes may retire at age 62 after 5 years of service
or at age 60 after 20 years of service. They may also retire at age 55
with 30 years of service. They may be retired for disability at any
age after a minimum of 5 years of service. Retirement is compulsory
at age 70 if the employee has 15 years of service.

In cases when an employee dies or leaves Government service before
completing 5 years of service, his contributions to the retirement sys-
tem are refunded with interest. After having served 5 years or more,
employees leaving Government service may either withdraw their
deposits or allow them to remain in the system; in the latter case they
are eligible for pensions at age 62.

The amount of the annuity depends on the employee’s earnings and
length of service. The annuity is based upon t%e annual salary re-
ceived during the 5 consecutive years which afford the highest dollar
average. A formula is used which provides an annuity amounting to
16% percent of high-5 average for 10 years of service, with 2 percent
added for each additional year of service. At 80 years of service, the
formula provides 5614 percent of the high-5 average. Long service
gives a proportionately higher percentage, up to a maximum basic
annuity of 80 percent of the high-5 average.

The disability pension is computed on the same basis as the retire-
ment benefit, with a minimum guaranteed.

An employee upon retirement can accept a reduced annuity in
order to provide a survivor benefit to the spouse upon death. The
widow’s benefit is normally 55 percent of the employee’s annuity. Since
1964 annuities are automatically adjustable for upward changes in the
cost of living. Health benefits, payable and financed under a separate
program, are also continued on the same basis as before retirement,
with the Government and employee sharing the cost.

Employees under the Federal civil service system contribute 614
percent of their regular salary with no ceiling. The law requires cur-
rent matching payments from the employing agency.
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OTHER FEDERAL PROGRAMS

More than 90 percent of the Government civilian work: force is cov-
ered by CSR. There are, however, several other contributory plans cov-
ering civilian employees. FSR covers Foreign Service officers in the
Department of State. The Board of Governors of the Feleral Reserve
System has a separate system for most of its employees. Gther agencies
which have their own systems are the Centraﬁ) Intellig:nce Agency,
the Tennessee Valley Authority, and the Federal judiciary. All of
these systems are relatively small compared to CSR. A report of the
Cabinet Committee on Federal Staff Retirement System: showed that
as of June 30, 1965, there were 2,338,000 employees covered under
CSR and only 24,830 covered under FSR, the Board of Governors,
TVA, District of Columbia school teachers, policemen and firemen,
and the Federal judiciary. The Tennessee Valley Authority was the
largest of the systems, with 11,252 employees, and the ‘Tederal judi-
ciary, with only 363 employees, the smallest.

In addition to the coverage of military personnel by the OASDHI
program, the military retirement system provides noncontributory
retired pay for career men who have at least 20 years of service.
Under military personnel policies, most of the career men are separated
after 20 years of service regardless of age; few are retained
beyond 30 years of service. Pensions equal 214 percent o:} the monthly
base pay at the time of retirement, multiplied by years of service up to
a maximum of 75 percent of basic pay. Pensions are autcmatically ad-
justed for upward changes in the cost of living, as with CSR. Survivor
annuity-type payments may be provided if the member elects a reduced
annuity for himself.

Because of the military policy of early retirement, ser7ice personnel
often start new careers in middle age. At 62 or 65, they r ay then retire
again with their military pensions augmented by OASDHI benefits,
an%lvﬁossibly other retirement benefits from a second job.

Vhile most of the men and women who have served or are now serv-
ing in the Armed Forces do not stay in long enough ro qualify for
military pensions, a substantial number do. Table 3 shows that in 1965
and 1966 the number of Armed Forces beneficiaries cxceeded civil
service retirees.

STATE AND LOCAL GOVERNMENT RETIREMENT SYSTEMS

Retirement systems administered by States or localities are in effect
for more than 6 million employees or about three-fourths of those em-
ployed by these governments. There are many types of systems, in-
cluding those of States, municipalities, counties, and special districts.
Some systems include employees of many government departments,
while others are limited to such groups as public schcol employees,
university teachers, park department workers, policemen and firemen.
Some State systems include only employees of the State government
while others also cover local employees.

The original Social Security Act did not provide for the coverage
of State and local government employees. In the 19.30’s, however,
amendments to the law made it possible for State and lccal employees

17.8. Cabinet Committee on Federal Staff Retirement Systems. Federal Staff Retire-
ment Systems, 90th Cong., 1st sess., 8. Doc. 14, Apr. 6, 1967, p. 300.
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to be covered on a voluntary basis. Agreements are made between the
States and the Secretary of Health, Education, and Welfare regardin
(1) groups composed of employees of the State or one of its politica
subdivisions whose positions are not under a State or local retirement
system, and (2) groups of employees whose positions are covered by
a State or local retirement system. In 1967 approximately 6.2 million
State and local government employees were covered by OASDHI. Of
these, about 4.5 million were also members of staff retirement systems
and thus had dual coverage. Many of these staff systems are considered
to be supplementary to OASDHI, and were modified accordingly at
the time their members were covered under OASDHI.

Provisions of these diverse staff systems are by no means uniform,
but they typically permit normal retirement at less than age 65—
usually at age 60—and also permit early retirement at reduced benefits
before normal retirement age. Usually an employee must have had a
considerable period of service—10 to 20 years—to qualify or to receive
a substantial annuity. Employees in dangerous occupations—such as
policemen and firemen—often have the option of retiring at any age
after 20 or 25 years of service.

Commonly, plans provide for retirement benefits of about 50 percent
of the highest 5-year-average wage after 30 years of service, though
for plans that supplement OASDHI, lesser proportions are more

revalent. Practically all systems provide benefits for a disabled mem-
er if he has sufficient service to meet specified eligibility requirements.

Relatively few systems automatically provide benefit payments to
the widow when the member dies after retirement. However, a member
who is retiring is commonly permitted the option of taking a reduced
annuity in order to provide a benefit for his widow, although surveys
have shown that relatively few retirees elect this option. Payments to
widows (without children) of nonretired members are generally
limited to those who die after long service or at a relatively advanced
age.
For workers covered by both a staff retirement system and OASDHI
the average monthly benefit awarded in fiscal 1964 to age and service
male retirees was $178 (exclusive of OASDHI). For workers covered
by just a staff retirement system, the average benefit awarded to men
in fiscal year 1965 was about $235 monthly.?

State and local government retirement systems typically require
contributions both by the employees and the employing government.
Most members are covered by systems that require uniform employee
contributions—of 8.5 to 5 percent for employees also covered by OAS-
DHI, and of 5 to 7 percent for employees not covered by OASDHI.

VI. VeTERANS’ PROGRAMS

Veterans’ benefits are not primarily conceived of as old-age income
programs, but a sizable number of aged veterans are receiving com-

2 Joseph Krislov, “State and Local Government Retirement Systems—1965, a Survey
of Systems Covering Employees Also Covered by the Federal Old-Age, Survivors, Dis-
abllity, and Health Insurance Programs.” U.8, Department of Health, Hducation, and Wel-
fare, Social Security Administration, Office of Research and Statistics, Research Report
No. 15; and Saul Waldman, “Retirement Systems for Employees of State and Local
Governments—1966, the Findings of a Survey of Systems Whose Members Are Not
Covered Under the OASDHI Program,” U.S. Department of Health, Bducation, and Wel-
%re.zssoclal Security Administration, Office of Research and Statistics, Research Report

0. 28,
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pensation and pension—over 1.1 million. Benefits are also payable to
aged widows of veterans who died of service-connected or non-service-
connected disabilities. The 1963 Survey of the Aged foundl that 6 per-
cent of the nonmarried women aged 65 and over were in receipt of
veterans’ benefits. .

Compensation payments based on service-connected disabilities are
paid without regard to other income or resources. Disabilities are rated
according to a schedule and the monthly compensaticn varies in
amount ﬁepending on the degree of impairment of earning capacity
suffered by the veteran. Compensation payments range from $21 per
month for a 10-percent disability to $300 for total disability. Addi-
tional amounts are allotted to veterans who are housebound or in need
of regular aid and attendance. A veteran who has a disubility of 50
percent or more is also entitled to benefits for his dependents.

Pensions for non-service-connected disability are payable to perma-
nently and totally disabled veterans who meet an incorae test. The
amount of the basic pension is based on a sliding scale :iccording to
income with higher payments going to veterans with low income and
more dependents. Pensions vary from $45 a month to $104 a month,
with additional amounts provided for dependents, for veterans in need
of regular aid and attendance, and for permanently housebound vet-
erans. The veteran’s annual income must not exceed $1.800 if he is
unmarried or $3,000 if he is married or if he has a minor child.

Survivors of servicemen who die from service-connected causes are
also eligible for compensation payments, which vary in relation to the
veteran’s military basic pay. The rate is $120 monthly, plus 12 percent
of the basic pay, with a minimum of $132. Death pensions, ranging
from $29 to $70 for a widow without children, are payab e as a result
of non-service-connected deaths, if the widow meets a specified income
limitation—not more than $1,800 a year.

VII. PuBrLic ASsISTANCE
OLD-AGE ASSISTANCE

For those persons whose source of income during old age is not
sufficient for current living needs, there is the Federal-State public
assistance programs. Under the old-age asistance program, Federal
%'ants are provided to the States for needy persons aged 65 and over.

nlike OASDHI benefits which are granted as a matter of right, OAA

ayments require the individual to meet a “needs” test, as determined
y State standards.

Despite increases in OASDHI benefit levels, assistance payments
are still necessary in some instances to supplement insurance benefits
in order to meet basic living needs. In December 1966, almost 7 per-
cent of those receiving OASDHLI old-age benefits were also on the old-
age assistance rolls. Almost half of aﬁ old-age assistance recipients
also were receiving OASDHI benefits. The average insurance benefit
received by the concurrent QA A recipient was well below the overall
average for OASDHI beneficiaries.

All of the States have old-age assistance programs, but eligibility
requirements and monthly payments vary. Some needy persons are
excluded because of State residence requirements. In No'7émber 1967,
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the average monthly payments for all States was almost $70, and pay-
ments ranged from about $39 per month in Mississippi to $108 in New
Hampshire. A combination of factors account for the wide variations
among States, such as differences in items included in the budget, dif-
ferences in income, and differences in ceilings on the money payments.
Many of the individual States apply maximums or other devices to
reduce payments so that the recipient receives less than the amount he
needs as determined under the State assistance standards.

MEDICAL ASSISTANCE

The 1965 Social Security Amendments established a program of
medical assistance in the form of Federal grants-in-aid to the States
designed to replace the provisions for direct payments to suppliers
of medical care and services under old-age assistance and other public
programs. States may include persons who are able to provide their
own maintenance but whose income and resources are not sufficient
to meet their medical care costs. S

The medical services offered must generally include inpatient and
outpatient hospital services, other laboratory and X-ray services,
skilled nursing-home services for adults, and physicians’ services
whether furnished in the office, the patient’s home, a hospital, or a
skilled nursing home. Other items of medical service such as dental
services, prescribed drugs, eyeglasses, dentures, and prosthetic devices
are optional with the States.

Under the OASDHI supplementary medical insurance program,
State public assistance agencies may “buy in” for their aged recipients
of cash payments and medical assistance. The deductible requirements
are met by the State agencies. :

VIII. Private Prnsion Prans

Private pension plans apply selectively in the economy, in con-
trast to the universal social security system. It must be emphasized
they also differ from the universal system in many important respects
as to their rationale. For example, private pension plans may serve as
a method of dealing with individual problems of an older work force
as well as a method of providing economic security for retiring
workers. ’ _

Because of variations in the impact of public programs, collective
bargaining, types of persons included, financial constraints, govern-
ment regulations, and other underlying forces, private pension plans
have resulted in widely diversified and selective coverage. In addi-
tion, a wide variety of financing arrangements and benefit provisions
have evolved—depending upon, among other factors, the financial
ability and interest of the individual firm or industry, the extent of
collective bargaining, and the nature of industry and labor market
forces. :

Since almost all workers in private f)ension plans may expect to
receive social security benefits, OASDHI provisions and benefit levels
obviously have an influence on the structure and design of the sup-
plementary private pension program. With each improvement in
social security benefits, the interweaving of public-private provisions
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takes on an added significance. The development of benefit levels in
private pension plans has not always taken into account future conse-
quences of changes in social security.

The private pension structure is a relatively young institution. Less
than 5 percent of the plans in existence today were established in the
first 40 years of this century. The period of greatest growth has been
since 1950 and the implications of the programs are difficult to assess,
because the programs are still developing. Historically, most private

rograms had modest beginnings. As they have matured, benefits have
geen improved, new approaches have been devised, and a wide range
of alternative provisions have been added. In recent years, among the
more significant trends in the private plan provisions Lave been im-
provements of benefit formulas, lowering of retirement. ages, earlier
vesting, liberalization of early and disability retirement provisions,
and increased survivors’ protection. These conditions ¢f widespread
diversity, rapid growth, and change have led to a number of associated
problems about the mix of private and public pension systems that
provide similar protection to the same group of workers.

COVERAGE AND BENEFICIARY TRENDS

More than 26 million persons are covered by private pension and de-
ferred profit-sharing plans today, almost all of whom are also building
up credits under the social security system (table 2). In the 16-year
period since 1950, when pension plans first became a raajor issue in
collective bargaining, the coverage more than doubled ; the absolute
growth amounted to 16.6 million workers. However, the last 6 years
accounted for only 5.2 million of the increase. The percentage growth
since 1950 has shown a decline when divided into 5-year intervals:
coverage grew by more than 55 percent in the period 1930-55, 38 per-
cent from 1955 to 1960, and only 20 percent from 1960 to 1965.

Private retirement plans are of two types—pension and deferred
profit-sharing plans. A private pension plan is usually lefined as one
established by an employer, union, or both, that provides determina-
ble cash benefits for life to qualified workers upon retirement. Benefits
are usually financed by regular contributions by the employers, and in
some cases by the employees. On the other hand, contributions and
benefits under deferred profit-sharing plans are not kno'wn in advance
but depend upon the profits of the employer. Most workers are covered
by pension plans. Several million wor{;ers, however, are :overed by de-
ferred profit-sharing plans either exclusively or as a supplement to a
pension plan.

About one-half of the 26 million workers covered by private retire-
ment plans are under collectively bargained plans thathive been nego-
tiated between management and unions. The substant:al number of
workers belonging to plans under collective bargaining results to a
large extent from multiemployer plans which cover more than a third
of the workers under collective bargaining agreements. Multiem-
ployer plans are generally organized on an industry basis to meet sit-
uations where, for example, employers are too small to set up their
own plans. Under these plans, all employers contribute into a pooled
central pension fund from which their employees, who may have
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shifted from one employer to another in the industry, draw pensions.
These plans covered fewer than 1 million workers before 1950. In the
late fifties, they were extended in many industries, so that by 1960 they
included over 3 million persons. At present, about 5 million workers
are in these plans.

A high proportion of those potentially within reach of private
pension coverage have already been included. Since 1950, the annual
growth in coverage has exceeded the growth in the labor force and the
cumulative effects of this difference have been substantial. The pro-
portion of wage and salary workers covered by pension plans in pri-
vate industry has increased by 1-2 percentage points a year since
1950, and now equals more than 45 percent of the employed private
wage and salary work force. There has been some slowdown in the
rates of growth since 1960. This slackening indicates that, under the
existing structure and operation of private pension plans, a large pro-
portion of the employed labor force is having difficulty in securing
supplemental retirement protection. The most accessible groups are
already covered, and future expansion must be in industries in which
small businesses are prevalent. Current trends indicate that the vast
majority of newly established plans are in this category.

One of the more recent changes affecting private pension coverage
was the extension of certain tax advantages to the self-employed (and
their employees) by the Self-Employed Individuals Tax Retirement
Act of 1962 (as amended in 1966). Until now, the experience under
the act has been limited, and only a small number of plans have been
established. According to the Internal Revenue Service, about 37,000
favorable determination letters were processed by the end of June
1967. However, probably no more than 50,000 persons had obtained
coverage under these qualified plans by that time.

The flow of persons into benefit status has been impressive. Reflect-
ing the maturing of many plans, the number of persons receiving
private pension benefits today is 20 times greater than in 1940—
160,000 persons in 1940 and about 3 million in 1966. The number
should grow rapidly, so that it is estimated that the number of bene-
ficiaries will be about 6.5 million in 1980.

Yet, because eligibility requirements for pensions depend in most
cases on completion of substantial periods of service and attainment
of retirement age with the same company, the persons who are
receiving or may expect to receive private plan benefits constitute a
restricted group. The 1963 Survey of the Aged shows, for example,
that private pensions are currently being received by a small per-
centage of the aged—only 16 percent of the couples and 5 percent of
nonmarried persons received them in 19622 Moreover, persons re-
ceiving private pensions are the economically elite among retired
OASDHI beneficiaries. Their median incomes were about $1,000
higher than the medians for those without private pensions. For
OASDHI beneficiary couples having private pensions income, more
than 25 percent of tieir total income was provided through private
pensions, and for nonmarried beneficiaries with private pensions, al-

8 Income Status of OASDHI Beneficiaries With and Without Private Pensfon, Research
g.ggﬁStatistlcs Note No. 17, Social Security Administration, Office of Research and Statistics,
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most 30 percent of total income came from this source, but OASDHI
benefits were still the largest single source of money incom e.

SELECTED CHARACTERISTICS OF PRIVATE PLANS

An overall view of the private pension structure reveals: astonishing
diversity and selectivity in financing and coverage, not possible for
a basic social insurance program. Furthermore, the privite structure
is characterized by wide disparity in types of benefits provided and
in the scope and level of protection afforded, reflecting t:e flexibility
and latitude individual employers and unions have in developing the
provisions to meet special needs and conditions in the firm or industry.

The tabulations in this section of the report were made available by
the Bureau of Labor Statistics, and were based on a samg le of reports
and documents filed with the U.S. Department of Labor’s Office of
Labor-Management Welfare-Pension Reports pursuant tc the Welfare
and Pension Plans Disclosure Act, by private plans covering 26 or
more workers. By the end of September 1966, financial reports for over
30,000 plans had been filed.* The worker coverage figures relate to
1964-65.

About 60 percent of all workers in the study were in plans with
5,000 or more workers (table 5). A fifth of the coverage was accounted
for by 18 large plans, each with 100,000 or more participants, with
a combined coverage of almost 3.5 million. While almost 90 percent
of the plans studied had fewer than 1,000 participants, thy accounted
for only 15 percent of the coverage. Medium-size plans—1,000 to 5,000
persons covered—accounted for another 10 percent of the plans, but
had about a fourth of all covered workers.

TABLE 5.—DISTRIBUTION OF PRIVATE PENSION PLANS BY NUMBER OF ACTIVE WORKERS COVERED, SUMMER

1967
Plans Workers ! (thousands)
Number of workers covered

Number [Percent Number Percent

All plans studied. .. ........... 17,091 100.0 17,485 100.0

Under 200 10,674 62.4 809 4.6
200 and under 500. , 824 16.5 893 5.1
500 and under 1,000.. 1,498 8.8 1,020 5.8
1,000 and under 5,000 1,599 9.4 4,268 24.4
5,000 and under 10,000, .- 246 1.4 1,704 9.7
10,000 and under 25,000 _.......... 147 .9 1,976 11.3
25,000 and under 50,000_ __.......... 65 .4 2,056 11,8
50,000 and under 100,000. . . .cc...... 20 1 1,268 7.3
100,000 and OVer....oocccicecnnmnann 18 1 3,490 20.0

1 Active workers in 1964-65.
Note: Because of rounding, sums of individual items may not equal total.
Source: Unpublished data, U.S. Department of Labor, Bureau of Labor Statistics.

4« The Bureau of Labor Statistics analyzed a stratified random sample o’ these plans on
file, selected on the basis of industry and size of plan. Data for each s:.mple plan were
we{ghted 80 that tables show estimates for all pension plans filing repo:ts. The private
plan and worker coverage in these tables differ from published data for plans on file in
the Office of Labor-Management and Welfare-Penslon Reports for the same date. The main
reason for the differences 18 that the BLS study excludes profit-sharing, savings and thrift
glans. Coverage estimates in the BLS study also differ from estimates of pension coverage

the Soclal Security Administration. The SSA estimates include deferr:d profit-sharing
plans, those of nonprofit organizations, and plans with fewer than 26 workers—all of
which are excluded from the BLS tables,

83-200—88—pt. II—=6



76 OLD AGE INCOME ASSURANCE—PART II

Almost 40 percent of the plans covering over 70 percent of the
workers indicated that the plans were mentioned in collective-bargain-
ing agreements between management and unions. The variations in
the impact of collective bargaining and the other underlying forces
in the development of private retirement plans have resulted in con-
centrations o? coverage in certain industries and occupations (table
6). The high coverage in most manufacturing industries can be at-
tributed, in large part, to the spread of private pension coverage to
unionized workers in mass-production industries since 1950. Three
out of five of all private plans with the same proportion of workers
are in manufacturing industries, so that probably 65-70 percent of all
employed workers—mostly in collectively bargained plans—in manu-
facturing now enjoy private pension coverage in addition to their
basic social security protection. By way of contrast, only a small pro-
portion of employed workers in trade and services are included in
such plans. In some other nonmanufacturing industries, however, such
as motor and water transportation, communication, public utilities,
and finance, pension coverage is almost universal. In the construction
industry, while coverage is below that of these industries, it is more
extensive than found in trade and services. For mining and extractive
industries, coverage has been extended to a high proportion of the
work force, mostly through collective bargaining. '

The growth and development of negotiated multiemployer plans
has been responsible for heavy concentration of pension coverage in
certain industries. The plans have developed, for the most part, in
industries and occupations marked by seasonal employment, fre-

TABLE 6.—DISTRIBUTION OF PRIVATE PENSION PLANS BY INDUSTRY GROUP, TYPE OF EMPLOYER, AND
COLLECTIVE BARGAINING STATUS, SUMMER 1967

[Workers in thousands)

Type of employer unit Collective bargaining status

Mentioned ina  Not mentioned

Industry . X collective bar- i a collective
All plans Single employer Multiemployer gaining bargaining
agreement agreement

Number Workers! Plans Workers ¢ Plans Workers t Plans Workers ! Plans Workers !

All plans studied_...__ 17,091 17,485 15,786 12,555 1,305 4,929 6,341 12,524 10,730 4,952

A4 92 19 4 25 16 35 80 9

[17 T, 334 300 94 18 240 45 248 273 86

1,599 140 55 406 , 944 446 1,569 100 29

Manufacturing 6 10,626 9,524 9,096 412 1,530 4,592 7,750 5,324 2,874

Durable__.... 6,416 5,558 6,161 141 256 2,83 4,906 2,8% 1,510

Nondurable. ... 4,209 3,96 2,936 271 1,273 1,769 2,844 2,468 1,365

Transportation . 1,281 517 530 138 751 338 891 317 390

Communications and public

utlities. .o coo oo 846 1,286 841 1,271 5 15 311 1,058 535 228

Wholesale and retail trade.... 1,004 1,686 616 191 388 456 520 1,421 484

Wholesale trade. 540 1,050 208 130 333 394 362 786 179

Retail trade 697 463 636 408 61 55 62 158 635 305
Finance, insurance, an -

real estate. 787 1,940 27 37 60 23 87 1,954 701

Services.. 523 746 147 94 376 114 366 726 157

1 Active workers in 1964-65.
Note: Because of rounding, sums of individual items may not equal totals.
Source: Unpublished data, U.S. Department of Labor, Bureau of Labor Statistics.
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quent job changing, small firms, and high rates of individ 1al employer
mortality. Tn mining, construction, water and motor tr: msportation,
and wholesale trade, most covered workers are included in collec-
tively bargained multiemployer plans. In manufacturing industries
heavy concentrations of coverage of these plans are fourd in apparef
and food produects. '

About three-fourths of workers in private plans are in plans fi-
nanced in full by the employer, i.e., noncontributory plans (table 7.
The remaining covered workers are in plans which require that a por-
tion of the costs be borne by employees (contributory plans). The em-
ployee’s portion in these plans is usually a fixed amount of percent of
compensation, while the employer pays the balance or cost. A few
union-operated plans are financed in full by workers’ contributions.
There is a close relationship between collective bargairing influence
and full employer financing of retirement benefits. Almost all col-
lectively bar%amed multiemployer plans are noncontributory, and
are typically financed by specified employer contributiors to a central
fund. Similarly, collectively bargained single-employer plans, parti-
cularly those in highly organized mass production incustries, typi-
cally are financed In full by the employer. In indus:ries and for
worker groups in which the influence of collective hargaining is
limited, on the other hand, there are a significant number of contribu-
toxAy plans for salaried personnel.

lthough many early pension plans were limited to salaried workers
and executive groups, the scope of protection of most of these plans
has since broadened to include all employees, or the employer has
established separate plans for production workers. According to avail-
able data, the number of persons in plans covering salar: ed and execu-
tive groups only is limited and probably accounts for about 15 percent

TABLE 7.—DISTRIBUTION OF PRIVATE PENSION PLANS BY INDUSTRY GROUP AND MITHOD OF FINANCING
SUMMER 1967

[Workers in thousands]

Method of firancing

All plans
Industry Noncontributory Contributory
Number Workers 1 Plans Workers ! Plans Workers ¢

All plans studied.........c.... 117,091 217,485 12,517 13,335 4,403 3,855
Agriculture, forestry, and fisheries. . .. 96 44 61 25 35 19
MININGeaneo o eceeememmemnnacences 318 334 282 306 36 28

Contract construction. . 546 1,599 414 1,065 111
Manufacturing......-- . 9,936 10, 626 7,841 8,174 2,050 2,324
Durable_.... - 5,699 6,416 4,392 5,168 1,287 1,246
Nondurable . 4,237 y 3,449 3,005 763 1,078
Transportation___..._.. . 55 1,281 458 983 197 298
Communications and pub - ,286 686 1,097 160 189
Wholesale and retail trade...... . 1,877 1,004 1,389 780 388 218
Wholesale trade. - 1,180 540 889 435 191 101
Retail trade_ - _ .. oceoiaoas 697 463 500 345 197 118
Finance, insurance, and real estate.... 1,977 787 1,208 488 768 294
SOIVICES -« e cceccmceoccccmmmm e 840 523 178 416 658 106

1 Active workers in 1964-65. L, i
2 Includes 141 plans, covering 15,000 workers for which information as to financing is not ivailable, and includes 30
plans, covering 2 9,00(5 workers, which were union sponsored and operated, and financed by the worker alone.

Note: Because of rounding, sums of individual items may not equal totals.
Source: Unpublished data, U.S. Department of Labor, Bureay of Labor Statistics.
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TABLE 8.—DISTRIBUTION OF PRIVATE PENSION PLANS BY INDUSTRY GROUP AND TYPE OF WORKER C;)>€}s .
SUMMER 1967

[Workers In thousands)
Salaried and Production Salaried Workers earning
All plans production workers workers In excess of a
Industry workers only only specified amount

Number Workers! Plans Workers! Plans Workers! Plans Workers! Plans Workers!

All plans studied_. 317,091 217,485 6,974 7,052 5119 7,902 4,247 2,177 649 341

Agriculture, forestries,
and fisheries......... 96 44 69 16 27 2. OO

Manufacturing.

Nondurable 4,237 ,209 1,633 1,779 1,278 1,875 1,25
Durable_.__ 3 6,416 1,322 2,441 2,766 2,783 1,205 1,073
Transportation__...._... 1,281 275 257 35
Communications and
public utilities.___.... 846 1,286 786 1,192 59 87 1 P,
Wholesale and retail
trade___________.___.__ 1,877 1,004 1,005 572 102 328 642 95 28 4
Wholesale trade...... 1,180 540 549 222 69 240 442 72 20 1
Retail trade_....... 697 463 456 350 33 87 200 23 8 3
Finance, insurance, and
real estate. 1,977 787 1,522 446 13 42 436 291 6 8
Services..... 840 523 437 195 162 273 240 49 1 6

1 Active workers in 1964-65. o . ) )
% Includes 102 plans covering 13,000 workers for which information as to type of worker covered is not availsble.

Note: Because of rounding, sums of individual items may not equal totals,
Source: Unpublished data, U.S. Department of Labor, Bureau of Labor Statistics,

of private pension coverage gtable 8). These plans are more likely to
require employee financing of part of the cost of the plan than plans
extended to all employees or those limited to production workers.
Furthermore, as previously mentioned, a separate plan for other
employees is usually made available by the employer. About 30 percent
of the plans with 45 percent of the total workers in the BLS study
were in plans limited to production or blue-collar workers. Another
40 percent of the plans with about 40 percent of coverage included
both salaried and production workers within the plan. Salaried-
worker plans were most likely to require employee contributions—
about a third of the salaried workers were in contributory plans. A
similar proportion of coverage in plans including both salaried and
production workers were in contributory plans, while only 10 percent
of the covered production workers were required to make a contri-
bution. As would be expected, few plans limited to salaried workers
were under collective bargaining, while 9 out of 10 workers in plans
covering production workers were in plans under collective bargaining.

NORMAL RETIREMENT PROVISION

The normal retirement provision is a pension plan’s most important
feature, because it specifies retirement benefits for qualified workers,
and it 1s the framework on which other plan provisions are based. It
indicates the earliest age at which a worker can voluntarily retire and
receive the full benefits based on his credited service and carnings. It
also states the benefit formula for computing benefits and the relation-
ship of plan benefits to social security payments.
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The normal retirement age for most private plans coincides with
the earliest qualifying age for full benefits under the OASDHI pro-
ram, age 65. A substantial number of workers are covere( under some
Targe plans permitting retirement before that age as, for example, in
the telephone company plans and some major multiemployer plans.
Service requirements for regular retirement at age 65 cre typically
10 to 15 years. For plans permitting retirement before age 65, service
requirements tend to be longer.
urthermore, in some plans in manufacturing industries, such as
meatpacking, automobile, farm machinery, aerospace, and rubber
products, the normal retirement age has been shifted to ag> 62 (the age
at which reduced benefits are first payable under OASDHI). Fre-
-quentl{;, longer service is needed than for retirement at age 65. Some
plans have adopted an alternative requirement that pe:mits retire-
ment on full benefits at any age with specified service. For example,
today the Steelworkers’ plans have alternative requirements— in which
full benefits are paid at age 65 with 15 years of service, or at any age
after 30 years of service.

BENEFIT FORMULAS

The benefit formula for computing normal retirement senefits is of
vital concern to all involved in private pension plans. Although there
is no clear consensus as to the “right” level of retirement benefits,
many persons—employers and unions—express the view that the plan
design should aim for a target of between 50-60 percent replacement
(including primary social security benefits) of a worker’: earnings in
the 5-10 years before retirement.

The benefit formulas in private plans are extremely varied, reflect-
ing the needs, financial ability, and desires of a particular employer or
industry, as well as collective bargaining pressures. The basic con-
siderations in computing benefits are credited service, earn:ngs, or both,
and the relationship to social security benefits. In actual p:actice, there
is an almost limitless number of combinations of factcrs used, de-
signed to serve a particular purpose in a specific situation. While there
are these wide variations, in terms of broad categories, formulas ma;
be classified as one of the following types: (1) defined benefits, (2
money purchase benefits, and (8) variable benefits.

Defined benefit formulas are by far the most common type of
formulas used in private pension planning, and are usually based on
years of credited service under the plan, earnings, or both. The formula
may provide different computation factors for service accimulated be-
fore the plan was established or amended, and service after that date.
Furthermore, minimum and maximum limits on benefits :nay be spec-
ified. Finally, the amount of social security benefits to which a work-
er may be entitled is considered directly or indirectly ia the benefit
structure of the plan. Within these general boundaries a wide variety
of methods are used to compute retirement benefits wider defined
formulas, but most can be placed in one of the following categories:

Benefits related to both earnings and service—This is the most
common type of defined benefit formula, and applies to about half the
workers in pension plans. The formulas are usually based on earnings,
credited service, and a percent factor, for example, 1 percent of enrn-
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ings during each year of credited service. About half the workers are
in plans using terminal years, for example, 1 percent of average earn-
ings in the last, or highest 5 or 10, years of employment times years of
credited service.” The remaining workers are in plans using career
earnings. The definition of credited service in these formulas may
relate to all employment or to plan membership; each plan treats
service by its own method. The percentage factors used tend to con-
centrate in the range of 1 to 2 percent.

Many of the plans use a step-rate formula, in which a larger per-
cent factor is used to apply to earnings in excess of a specified amount

usually maximum earnings taxable under social security) than to
those below such an amount. The more usual formulas of this type
aggly a 1 percent factor to earnings up to $4,800, and 1.5 to 2 percent
above for each year of service.

Benefits related to service alone—These defined benefit formulas
include about 30 percent of the workers in private plans, and are most
typically found in negotiated plans for production workers. These
formulas multiply a dollar amount times years of credited service, for
example, $5 a month for each year of credited service. Limits on serv-
ice used to compute benefits are frequently specified, for example,
30 to 35 years.

Benefits unrelated to earnings and service—Formulas providing a
flat uniform amount to those meeting specified requirements are usually
restricted to multiemployer plans, for example, $100 a month for
persons retiring with 25 or more years of credited service. They in-
clude between 10 and 15 percent ot workers in private plans.

Benefits related to earnings, not service—Formulas providing a
uniform percent of earnings to workers meeting specified requirements
(for example, 40 percent of terminal earnings for all workers with 20
or more years of service) are now uncommon in private plans.

Under the second general type of benefit formula found in private
plans, a money purchase formula, a fixed contribution is specified,
usually a certain percentage of earnings, which is used to purchase re-
tirement benefits. The benefit depends upon the age at purchase, as well
as the retirement age specified in the plan. As the worker nears retire-
ment, the benefit purchased per-dollar of contribution becomes smaller
because of the shorter period over which the contribution will earn in-
come. The amount of retirement income can only be estimated before
actual retirement. The money purchase formula is now infrequently
found in private plans.

Finally, other approaches to pension planning envisage wvariable
benefit formulas with built-in features to adjust to changes in liv-
ing costs for retired workers. A variable or equity annuity formula
consists of two parts: (1) a portion which provides a fixed and
determinable benefit following one of the usual formulas dis-
cussed above, and (2) a portion that adjusts the amount of benefit
depending upon the investment experience of the funds allocated.
Plans of this type are relatively uncommon. In the cost-of-living type
of variable formula, the basic computation uses the usual type of for-

8 U.S. Department of Labor, “The Older American Worker.” Report of the Secretary
ggéa_abor to Congress under section 715 of the Civil Rights Act of 1964, Research Materials,
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mulas previously described, but the retirement benefit is adjusted
upon retirement and, periodically thereafter, to changes in the Con-
sumer Price Index. Like the variable annuity benefit formula, this
approach to computing retirement benefits is relatively rare in pri-
vate pension plans.

Mungmuwm benefits—Many pension plans, especially those under
collective bargaining, guarantee a minimum pension (s:milar to so-
cial security) to workers qualifying for normal retiremrent benefits.
The minimum benefit is planned to provide a higher benefit than that
resulting from the application of the basic formula to individuals
with low earnings and long service, while the basic berefit formula
applies to persons with average or above-average earnings. Plans
typically specify a flat minimum amount, or a minimum varying by
years of service for those who qualify. The plans in the steel industry,
for example, provide a retirement benefit based on the larger of two
computations: (1) 1 percent of average monthly earnings in the 120
months before retirement times years of service, reduced by $60 for
the primary social security benefit, or (2) $5 times years of service
up to 35 years. The percentage formula applies, in this example, only
to employees with 85 years of service averaging over $670 monthly
earnings in the last 120 months of employment. For shorter service
periods, substantially higher average earnings would b3 needed for
the percent formula to apply.

PRIVATE PLAN BENEFITS AND SOCIAL SECURITY

The social security system has had a great influence ir shaping the
normal retirement %eneﬁt provisions of private plans (as well as
other provisions), particularly the levels o? retirement b:nefits prom-
ised, since for almost all persons who qualify under private plans,
retirement income will come from both sources. Not many private re-
tirement plans directly coordinate plan benefits with social security
benefits. A1l pension plans, however, presumably take potential social
security benefits into account in setting projected ben>fit levels of
the plan. In earlier years when benefit levels were rolatively low
there was little concern about overlap of protection by public and
private plans. The improvements in both systems, however, are drawing
attention to the overlap.

Some employers choose to integrate their plans directly with old-
age benefits provided by social security through a numb:r of devices.

nder one approach, the “offset method,” the plan provides a retire-
ment benefit including social security benefits, that is, all or a por-
tion of the primary social security benefits payable to t1e individual
worker will be deducted from the amount calculated under the private
plan benefit formula. Future changes in the primary social security
benefit can have an effect on the amount of benefit paid by the plan.
For example, in any plan with a fixed benefit level any iacrease in so-
cial security would result in a decrease in the amount paid by the plan.
Under other alternatives, plan design partially or combletely elimi-
nates this possibility. For example, in plans in which only one-half
of the social security benefit is offset in the benefit formula, the re-
tired worker will benefit to some extent by future increases in social
security. Another approach is to freeze the social security deduction on
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the basis of the law in effect at time of plan adoption (or negotia-
tion), or the law in effect at the time of retirement. Thus, the private
pension of a retired worker will not be further reduced because of in-
creases in social security that may be enacted.

The practice of tying the private plan benefit directly to benefits
payable under QASDHT has been declining in recent years. The effect
of ‘discarding the “offset” type formula has been to raise retirement
income levels, since the retired (or retiring) employee receives the
full benefit of future increase in benefits under social security. While
the majority of collectively bargained plans negotiated in the early
1950’s were directly tied to social security benefits, as will be discussed
later, since that time the trend has been to eliminate any direct social
security tie-in. Today, the typical negotiated plan provides benefits ex-
clusive of social security benefits.

In another approach, the benefit formula may provide a higher
level of benefits for workers with earnings above a specified amount,
usually the OASDHI maximum taxable wage base, than are provided
those whose earnings are below this amount. In formulas of this ste
rate type, a percent rate is applied to earnings of up to a specific
amount, and a higher percent rate is applied to earnings above that
amount—for example, 1 percent of annual earnings up to $4,800 and
1.5 percent above that amount for each year of service. Under the ex-
clusion of earnings approach, or excess plan, employees earning less
than a specified amount are excluded because benefits apply to earnings
above the specified amount. For example, a plan may have a formula
of 1 percent of annual earnings in excess of $4,800 for each year of
credited service. This approach is not common but has been increasing
in popularity.

As an alternative, in a method similar to the step-rate and excess
methods, additional benefits are made available to employees covered
by a basic pension plan (typically financed in full by the employer)
who choose to make contributions to a supplementary plan. While some
supplementary plans are offered to all employees, they are most often
restricted to salaried workers or to those with earnings in excess of a
specified amount, usually the amount subject to social security taxes.

LEVEL OF BENEFITS

Most private plans are based on the premise that retirement benefits
should be a function of years of service, either with a particular firm
or in the case of multiemployer plans, with a group of firms. Gearing
benefits solely to length of employment has the effect of providing
fairly large pensions for the career worker but small benefits for the
'individua,% with a short-term attachment to the particular employer.

Many conventional plans relate benefits to earnings as well as to
service so that benefits tend to be proportionate to earnings. If greater
credit is given for earnings above the OASDHI wage base than for
earnings below this amount, the effect is to provide relatively large
pensions for regularly employed, middle management employees and
executives with above-average earnings.

Under collectively bargained plans, which usually provide uniform
benefits or benefits related to service alone, lower-paid workers tend
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to be in an advantageous position. Minimum berefit provisions in
plans with earnings-related formulas also tend to favor the below-
average wage earner. o

Accordingly to a recent Bureau of Labor Statistics study, workers
in private pension plans can expect the major share of their retirement
income to %e made up from social security benefits.® Only for long-
service workers with high earnings can the expectod private pension
benefit approach primary social security benefit levels.

LIBERALIZATION OF BENEFIT FORMUL.\S

The primary purpose of a retirement plan—public or private—is
to provide a level of benefits which replaces a portion of earnings prior
to retirement. Increasing attention has focused on the levels of benefits
promised under public as well as private plans in light of rising price
and wage levels. The evidence from changes in private pension plans
clearly indicates that some attempts are made (as is true of OASDHI
benefits) to keep the private pension benefits promisad for active work-
ers nearing retirement in pace with the rising wage levels and living
costs. There are various way by which this type of adjustment has
been made for the benefit of those persons who {mvn not yet retired.

First, the levels of benefits under the formulas diveloped in private
pension plans, as under other retirement programs, may adjust auto-
matically to rising wage levels. Under retirement formulas relating
benefits to compensation during the final years of employment, for
example, high or last 5 or 10 years, wage and salar;7 changes are more
readily recognized in the ultimate benefit level, and retirement benefits
are more closely related to preretirement income. Under career average
earnings related formulas and service-related forriulas, on the other
hand, a rise in the earnings of the individual has little effect on the
ultimate benefit level at retirement. There is growing tendency to
base retirement benefits on compensation in terminal years of employ-
ment, especially in plans including white collar and professional
groups.

Second, private plan benefits may be adjusted on an ad hoc basis
through collective bargaining and unilateral emplcyer action. Private
pension plans do not change as frequently as wag>s and other condi-
tions of employment set by collective bargaining agreements and em-
ployer personnel policies that are essentially short-term commitments.
However, the history of bargaining experience o:! the past 15 years
and the favorable experience in private pension financing have clearly
shown that pension plans have not been static programs. Most private
plans began with a much lower level of benefits thaa they now provide.
As they have progressed and developed, they have liberalized benefits
(as well as granted a wider range of other provisions). Furthermore,
plans are subject to pressure for change to meet nes7 goals and needs.

During the period 1950-67, several patterns have emerged in private
plan efforts to keep promised pension benefits in pace with rising wage
levels and inflation during a person’s working Iifetime. Flat dollar
amounts in formulas using length of service as a variable have shown

¢ U.S. Department of Labor, Bureau of Labor Statistics. Privite Pension Plan Benefits
(Bulletin No. 1485). Washington, D.C., 19686.
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a persistent increase over time, especially through collective bargaining
pressures. Furthermore, formulas originally tied to social security
benefits have broken completely away from that pattern, especially
through collective bargaining, and where social security “offsets” have
been retained, the amount has been frozen or reduced. Many plans orig-
inally basing benefits on career compensation have either adopted
minimum benefits based on some final average earnings base, or have
changed the basic formula to some final average earnings base. The
period of service used for computing benefits has been extended and
minimum pension provisions have been adopted to provide higher
benefits for workers with below-average earnings. The use of step-rate
formulas, providing greater benefits for higher paid persons, has in-
creased in prevalence and the percentage factors used in computing
benefits have been increased. Finally, variable annuity formulas have
been adopted in a few cases.

Some rough impression of changes in retirement benefit levels, re-
flecting in part some of these liberalizations in benefit formulas, may
be derived from the aggregates of benefits and beneficiaries. The aver-
age annual amount of payments per beneficiary has moved from about
$900 in 1951 to more than $1,250 in 1966.

Changes in benefit levels can also be illustrated by viewing improve-
ments in well-known major pension plans since 1950. During this
period, other provisions such as early and disability retirement and
vesting also have been added to many of these plans, and some of these
gains have been liberalized over time. Furthermore, changes in ne-
gotiated plans have influenced employer plans not subject to collective
bargaining.

The plans that resulted from the major union push for private pen-
sions in mass production industries in 1950 were typically tied to social
security benefits. In the primary metals industry, for example, the plan
negotiated by the Steelworkers with the United States Steel Corp.
in 1950 called for a monthly pension for workers with 15 years or more
of service at age 65, based on the larger of two computations: (1) 1 per-
cent of average monthly earnings in the 120 months before retirement
times the years of service, or (2) $4 times years of service up to 25
years, both to be reduced by the full amount of the primary social
security benefit. Under this formula, a 30-year worker earning the
maximum wage taxable under the social security program would re-
ceive $20 a month from the plan.

In 1954, the Steelworkers broke away from the pattern by provid-
ing a minimum pension of $2 for each year of service (exclusive of
social security). The offset applied to the percent formula was fixed
at $85. Today, the formula in typical Steelworkers’ contracts (which
cover about a million workers) provides that the social security offset
applied to the percent formula be fixed at $60, and a minimum pension
of $5 per year of service up to 85 years (excluding any social security
benefit) be provided. The private plan provides $100 a month for a
20-year man ($150 a month for 30 years of credited service) earning
the maximum social security benefit.

The Auto Workers’ plans show a similar pattern of development.
In 1950, the UAW-Ford Motor Co. plan provided for workers retiring
at age 65 with 25 or more years of service a $100 monthly pension re-
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duced by any social security benefit to which the worker was entitled.
The benefit wes reduced proportionately for workers with 10 years of
service but less than 25 years. Thus, in 1950 a worker with 25 years
of service and entitled to the maximum primary social security benefit
would have rezeived a private 1pension of $20 a month. Typical Auto
Workers’ pension plans (which cover about a million persons) now
provide a ben:fit that varies by job class in the last 2 years before
retirement. Tte benefits effective in 1969 provide $5.50 times years of
service for workers with hourly earnings less than $3.41; $5.75 times
years of service for those with base hourly rates from $3.415 to $3.54;
and $6 times years of service for those with hourly rates above $3.545.

Since 1950, the benefit formulas of the telephone company plans
(which now involve around a million workers) have been revised by
lowering the social security offset, improving the minimum pension
amount, and ¢ranging the earnings base upon which benefits are com-
puted. The formula in 1950 was 1 percent of average monthly earnings
m the 10 years before retirement times years of service, reduced by
one-half the ainount of the retired-worker benefit under the social secu-
rity program. The minimum pension at age 65 for a worker with 20

rears of service was $100 (also offset by one-half of the social security
i)eneﬁt). Now, the minimum benefit at age 65 with 20 to 29 years of ser-
vice is $115, ar d with 30 to 39 years of service it is $120 (and $125 with
40 years of service) oftset by one-fourth of the primary social security
benefit, as is the basic 1-percent formula. The computed benefit under
the 1-percent formula is based on earnings in the last 5 years of employ-
ment. Furthermore, future changes in social security benefits do not
affect the amount of company-paid pension for workers already retired.

Plans negotiated by the Rubber Workers in 1950 were based on the
larger of two computations: (1) 1 percent of aggregate earnings,
reduced by ore-half of the primary social security benefit, or (2) $4
times years of service, reduced by the full amount of social security
benefit. Under this formula, a 20-year worker earning an average of
$300 monthly (the maximum taxable wage base at that time) would
receive $20 a rionth from the plan. The typical Rubber Workers’ plan
now has a uniform benefit formula of $5.50 times years of credited
service (exclusive of social security), and would provide a 20-year
worker $110 a month retirement income.

Some large multiemployer plans have not changed benefits to any
large extent since 1950, but these are plans that are not directly coordi-
nated with the amount of the social security benefit that the worker may
receive. For example, plans of three large unions—the United Mine
Workers, Amalgamated Clothing Workers, and Ladies’ Garment
Workers—pay uniform flat benefits for qualified workers and have
little or no change in the amount provided in 1950. The bulk of the
Ladies’ Garment Workers’ plans provided $50 a month to eligible
workers in 19:.0. Since that time the individual plans have been merged
into the National Ladies’ Garment Workers Retirement Fund, and the
current, benefi: is $65 a month ($75 for members of the New York Cloak
Joint Board). The typical Amalgamated Clothing Workers’ plan pro-
vided for $50 a month in 1950; some now provide eligible workers $75
a month at age 65. The United Mine Workers’ plan provided benefits
of $100 a month for eligible mineworkers retiring at age 60 in 1950.
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The plan now permits retirement as early as age 55, with a monthly
benefit of $115.

A number of newer multiemployer plans have, on the other hand,
made notable advances, especially those in the motor and water trans-
portation industries. The Central States Teamsters’ plan, for example,
established in 1955, initially provided $90 a month for the first 60
months and $22.50 a month tEereafter for workers retiring with 20
years of service at age 60. The plan (which coyers over a quarter million
workers) now permits retirement at age 57 with 20 years of service, and

ays up to $250 a month for the first 60 months of retirement, and
5110 a month thereafter. .

Hypothetical benefit amounts—A comparison of future benefits
(with and without social security benefits) under the current benefit
formulas of 18 large, well-known private pension plans (covering over
3 million employees and currently paying benefits to about a half mil-
lion retirees) further illustrates the major changes taking place in the
short span of about 15 years (see table 92\. For this purpose, the follow-
ing assumptions were made to compute the hypothetical current-service
retirement benefits that would be payable for workers retiring at age
65. First, benefits were comput,e(f on the basis of selected average
monthly earnings $350, $400, and $550, assumed to be level through-
out a future service period of 30 years. Second, full primary old-age
benefits under the Social Security Act are assumed to be payable at age
65 for each hypothetical employee at each of the assumed earnings lev-
els. In terms of the OASDHI provisions in effect in 1967 (based on the:
Social Security Amendments of 1965), this would mean a maximum
monthly primary old-age benefit of $124.20 for the $350-a-month
worker, $185.90 for the $400-a-month worker, and $168 for the $550-a-
month worker.” In 1952, the maximum benefit was $85 for these earn-
ings categories.

During the period 1952-67, there were several general changes in
the benefit formulas of these plans, which affected illustrative benefits:
flat dolar benefits for each year of service have increased substantially ;.
social security offsets have been reduced or, in some cases, eliminated ;.
Eerlods of service in computing benefits have been increased ; minimum

enefit formulas were introduced and improved in plans with basic:
formulas using earnings and service for computing benefits; plans
with formulas providing higher benefits for workers earning in excess
of the social security maximum taxable wage base typically made
changes in their formulas to correspond with wage base changes in the
Social Security Act.

At the present time, the benefit formulas in five of the 18 plans are
based on a flat monthly dollar amount per year of service; three
plans—all multiemployer plans—pay uniform monthly amounts to
qualified workers; two plans provide flat monthly dollar amounts that
vary by job classification; and the remainder base benefit computa-
tions on some type of earnings and service formula (all of these plans

71t must be emphasized that these computations do not indicate the amount individual
workers would receive today at retirement, because many private plans determine benefits
partly on the basis of past service formulas. Furthermore, current OASDHI benefit
amounts fall far below agsumed amounts because social security benefit computations are
usually based on an earlier earnings history when wage levels and maximum creditable
earnings were lower. The computed benefits, however, provide benchmarks to indicate
broad changes in benefit formulas since 1952,
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‘have alternative or minimum formulas usually based on flat monthly
‘amounts times years of service). Only three plans (all with earnings
and service formulas) have an offset for social security benefits (de-
ducting one-fourth of the amount in one plan, and a fixed amount
in two plans). Two plans provide a smaller benefit for the portion of
earnings up to $6,600 than for earnings above that level, and in one
plan the earnings level has been frozen at $3,000. .

Reflecting the changes described above, the increase in total pros-
pective benefits (social security plus private plan) in the 18 plans be-
tween 1952 and 1967 ranged from about 30 percent to about 160 per-
cent for the $350-a-month worker; 25 to 170 percent for the $400-a-
month worker ; and 10 percent to over 200 percent for the $!i50-a-month
worker. A major influence in raising combined benefits during this

eriod, of course, were the Social Security Act amendments in 1954,

1958, and 1965, which liberalized primary old-age benefit amounts (as
well as other important changes), and raised the taxable eirnings base
(to $4,800 in 1958, and to $6,600 in 1965). For example, m:uximum pri-
mary social security benefits rose by about 45 percent for the $350-a-
month worker, 60 percent for the $400-a-month worker, an 1 almost 100
percent for the $550-a-month worker. Despite these substantial in-
_creases in social security benefits, private glan benefits ter.d to show a
vastly greater percentage increase in the enefit provided workers in
the lower illustrative earnings categories, while the reverse is true at
the highest illustrative earnings category.

In 1952, the benefit formulas in private illustrative plens typically
provided workers with 30 years of uture service and leve. average an-
nual earnings of $350 and $400 with private pensions ranging from
about 5 percent to 30 percent of Freretirement income. Coinbined bene-
fits (private plan plus OASDHI) were in the range of 30 o 50 percent
at both the $350 and $400 average earnings levels. Wage replacement
_at the $550 earnings level was typically lower.

In contrast, in 1967 these same plans usually replaced from 30 to
.50 percent of preretirement earnings at the $350 and $400 earnings
levels. When plan benefits are combined with OASDHI benefits, the
replacement generally ranged from 60 to 85 percent at <he $350 and
$400 earnings levels. At the $550 earnings level the wage replacement
by the plan was in the range of 20 to 35 percent, and wh:n OASDHI
benefits are added, 50 to 65 percent was the range of wage replacement.

Finally, in 1952 for the 80-year $350-a-month worker, only four of
the plans provided combined benefits of 50 percent or more of pre-
retirement earnings. At the $550 monthly earnings leve., three plans
provided retirement benefits of over 50 percent of preret. rement earn-
‘Ings. Maximum primary social security benefits alone amounted to
-about 24 percent and 15 percent of preretirement earrings of $350
-and $550, ectively. On the other hand, in 1967 all of the plans
‘provided combined benefits of at least 50 percent of preretirement
.earnings at the $350 and $400 earnings levels. All but “wo plans re-
placed at least 50 percent at the $550 earnings level, and even these
‘plans provided over 40 percent. Under the assumed :onditions in
1967 the $550-a-month worker had a lower replacement of preretire-
‘ment earnings, because social security is a smaller fracticn of earnings
at higher (about 30.5 percent of the $550-a-month level) than at lower
earnings levels (about 35.5 percent of the $350-a-month level).



88 OLD AGE INCOME ASSURANCE—PART II

In a number of instances, the private plan benefit now equals, or
exceeds, the primary social security benefit for workers with level
earnings of $350 and $400 a month in 1967. For shorter plan service
periods, of course, social security benefits would generally exceed the
private plan benefits. In 1952, in most cases the private plan benefit
was a good deal smaller than the maximum primary social security
benefit, at $350 and $400 earnings levels, while the difterences were not.
as great at the $550 earnings level.

ADJUSTMENTS FOR RETIRED WORKERS

Interest is also focused on adjustment of benefits for those already on
the pension rolls. While variable annuity plans and other types of
automatic formulas to adjust benefits for retired workers to changes
in the cost of living have received considerable attention, only a hand-
ful of such plans, as has been noted, have evolved in the private pen-
sion sector. Ad hoc adjustments in benefits for those retired have been
secured under a number of collectively bargained plans, and less
frequently, through unilateral employer action. Costs are a deterrent
for such adjustments and, as the numbers in retirement swell, the cost
may become completely prohibitive. For the most gart, retired persons
with income from a private pension plan must depend on increases
in income after retirement through liberalization of social security
benefits.

Examples where unions have negotiated increases in benefits for

ersons already in retirement may be found in the mass production
industries. When the Automobile Workers negotiated pension increases
for active workers in 1953 and 1955 in the automotive industry, the new
benefits were extended to workers already retired. In the 1958 nego-
tiations, pension benefits for workers already retired were increased,
but were not the equivalent of benefits promised active workers.
At the same time, the UAW agreed not to make further demands
for benefit increases for workers already retired. In the 1962
negotiations, future service benefits were raised for active workers,
but no adjustments were made for retired workers. However, in the
1965 and 1967 negotiations, the amounts provided retired workers
were increased, but not to the same level as that for active workers.
The Steelworkers negotiated improved minimum benefits levels in 1957
at $2.25 times years of service, for future retirees, and at the same time
provided the same increases for previously retired workers under the
1954 plan, but a lower amount for those retired under the 1950 plan.
In 1960 and 1965 negotiations, pensions for workers already retired
were adjusted by flat monthly amounts, $5 and $15, respectively.

Similar patterns of negotiated pension increases for retired workers
can also be traced in many negotiated plans (as well as unilateral
plans) in the metalworking, rubber products, electrical and food prod-
ucts industries. : :

OTHER PLAN PROVISIONS

. Although the primary purpose of a retirement plan is to provide
lifetime benefits to qualified workers who retire, other benefits have
been introduced as plans mature and the-benefit levels attain more or
less “adequate” levels. Of course, costs are still an overriding constraint
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on plan improvements. The major auxiliary benefit provisions in pri-
vate plans—early and disability retirement and vesting—have been
added to the pension plans as experience has unfolded, a]thou%h, as
has been indicated, pressure for improving retirement beaefit levels
has never abated. Almost all plans now have one or more of these pro-
tective provisions.

A comprehensive review of private pension plans in effext in 1962
63 made the following estimates: about three out of four plans with the
same proportion of workers had early retirement provisions; one out
of two plans with seven out of 10 workers had disability retirement
provisions; and two out of three with three out of five workers had
vesting provisions (table 10). Furthermore, about 30 per:ent of the
plans studied (with 40 percent of the workers) had all major supple-
mental benefits—early and disability retirement and ves:ing provi-
sions. A large part of this group was accounted for by negotiated
plans. Another 40 percent of the plans (with 20 percent o: the work-
ers) had only vesting, or only early retirement, or both; another 20
percent of the plans (with 30 percent of the workers) had at least a
disability retirement provision and, in some cases, a vestiag or early
retirement provision. About 10 percent of the plans (w:th another
10 percent of the workers, mostly in negotiated multiemployer plans)
had only normal retirement provisions.

Under regular early retirement features, a worker may retire before
the normal retirement age and receive an immediate, thongh usually
reduced, benefit. The actuarial equivalent of accrued benefi:s is usually
payable—amounting to about a one-third reduction for a male retiring
at age 60. In addition to meeting specified age or service require-
ments, or both, in many plans early retirement is contiagent upon
the employer’s consent. The most common requirements to qualify for
benefits are age 55 or age 60 with 10-15 years of credited service.

Disability retirement provisions permit workers who are totally and
permanently disabled (as defined by the plan) before retirement age,
to retire on an immediate benefit. Benefits paid usually are related to
the normal retirement formula, but—in contrast to early retirement
benefits—frequently are in full amount for accrued service. More lib-
eral disability benefits are often provided, especially ror workers
who do not qualify under a public program. Most plans wi'h disability
provisions have no age requirement, but the most comnon service
requirements are 10 to 15 years.

esting provides the worker who terminates before he becomes
eligible for regular retirement benefits an equity in the plan based
on his accrued benefits. The most common requirements for vesting
are & combination of age 40 and 10 or 15 years of service. In plans
without age requirements, longer service periods are usually speci-
fied. The vested accrued benefit is usually payable in the same form
and manner as normal retirement benefits of the plan.

Provisions for survivor or death benefits, on the other hand, have
been slow in developing in private plans, so OASDHI still provides
the only significant protection for most persons who enjoy the sup-
plementary coverage in private industrial plans. Under one approach
used in Frlyate plans, the. employee is allowed a choice of one or more
types of retirement benefits, including continuation of enefits to a
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surviving spouse (joint and survivor), or a guarantee of benefits for
a minimum number of payments (period certain). The pensioner’s
benefit is adjusted (reduced) on an actnarial basis, so that no added
cost is accrued by the plan. These provisions are now fairly common
in private pension plans. In some plans, however, such as some of
those negotiated by the Automobile Workers, the survivors’ option is
subsidized by the plan, so that the adjustment (reduction) is much
less than the added value of the benefit. Limited information on selec-
tion of the joint and survivor option in private plans indicates that it
is infrequently exercised.

Another form of survivor benefit guarantees payments for a speci-
fied period, at no cost to the employee, or provides a lump-sum pay-
ment when the employee dies—either before or after retirement. Ac-
cording to the study of pension plans filed under the Welfare and
Pension Plans Disclosure Act of 1962-63, about a third of the plans,
with slightly more than a third of the workers, had a death or sur-
vivor benefit of this type.® They were more common in plans not under
collective bargaining (about 40 percent of the plans, with 87 percent
of the workers) than in negotiated plans (about 20 percent of the
plans, with 84 percent of the workers). An earlier BLg study of 300
negotiated plans in effect in 196061 showed that about a sixth of the
plans, with a fourth of the workers, had death benefits of the type
under discussion.?

In recent years special early retirement provisions, under which
the employer can compel the worker to retire, have been introduced.
They have been adopted, at least in part, to adjust work force require-
ments to technological change. Despite the heavy costs involved, there
has been a rash of permanent (and temporary) changes in pension
plans, in which early retirement benefits are supplemented to make re-
tirement more feasible or attractive. These provisions have been mainly
adopted in manufacturing industries, such as primary metals, trans-
portation equipment, rubber products, food products, and electrical
equipment industries, and they covered about a sixth of the workers
under private ﬂension plans 1n 1965. They generally apply only to
production workers under collective bargaining agreements.

Although there is wide variation in the requirements to be met to
qualify for these special benefits, age 55 with 10, 15, or 20 years of
service is frequently stipulated. They usually have a further condi-
tion that the request for retirement may be initiated by the employer
or be granted under mutually satisfactory conditions. Other condi-
tions include plant shutdown, permanent layoffs, or disability not
qualifying under the regular disability retirement provisions. In con-
trast fo regular early retirement provisions (found in almost every
private pension plan), which usually provide for a reduced pension,
special early-retirement provisions feature benefits equal to or greater
than the normal benefit for the same service. The benefits under these

rovisions are typically tied to receipt of social security benefits. Since
ull social security benefits will not be paid until age 65, a larger
benefit—often double the normal benefit—is frequently paid until age

8 I'bid.
% Bureau of Labor Statistics. Pension Plans Usnder Collective Bargaining, Benefits for

Survivors, Winter 196061 (Bulletin No. 1296) 1961.
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TABLE 9.—ILLUSTRATIVE HYPOTHETICAL MONTHLY PENSIONS PAYABLE TO HOURLY WORIERS UNDER 18
SELECTED PRIVATE PLANS, SELECTED YEARS 1952-67

Hypothetical benefit at age 65 for workers beglnnmq work in ind cated years
after 30 years of continuous service, assuming level monthly eai nings of—

$350 $400 $550
1952 1959 1967 1952 1959 1967 1852 .959 1967

Plan

Ford Motor Co.:

Planonly, .. oeonceeecnns $40,00 $75.00 ! $165.00 $40.00 $75.00 ! $165.00 $40.00 $75. 1 $165. 00

PIan&OASDHI’._.‘...... 125,00 191,00 289.00 125.00 201.00  301.00 125.00 2)JI. 0 333.00
Firestone Tire & Rubber Co.:

Planonly__.._............ 62.50 75.00 165.00 77.50 75.00  165.00 122.50 75. 165. 00

Plan and OASDHI_.....___ 147.50 191.00 289.C0 162.50 201.00  301.00 207.50 Z01. 00 333,00
Westinghouse Electric Corp.:

Planonly_ . ............. 20.00 67.50 111.00 3500 67.50 120.00 80.00 67.50 147.00

Plan and OASDHI.__....._ 105.00 183.50 235,00 120.00 193.50  256.00 165.00 193,50 315.00
United States Stee! Corp.:

Planonly. .. _............ 20.00 78.00 150.00 35,00 78.00 150.00 80.00 85.00 150.00

Plan and OASDHI_____.___ 105.00 194.00 274.00 120.00 204.00  286.00 165.00 11.00 318,00
Alummum Co of America:

Planonly. . _......c.o.oen 38,90 78,00 150.00 56.60 78.00 150.00 109.70 :26.25 150. 00

Plan and QASDHI.___..._. 123.90 194.00 274,00 141,60 204.00  286.00 194. 70 152,25 318.00
ducPont (E. 1.) de Nemours &

Planonly. ... ...ooo... 81.00 116.00 155.00 97.00 132.00 160.00 146.50 .81.50 181. 50

Plan and OASDHI.._.___.. 166.00 232,00 279.00 182.00 258.00  296.00 231.50 307.50 349.50
General Electric Co.:

Planonly...._.....__..... 102.00 84,00 13500 132.00 96.00 135.00 222.00 186.00 165. 00

Plan and OASDHI..______. 187.00 200,00  259.00 217.00 222.00 271.00 307.00 312.00 333,00
American Telephone &
Telegraph Co.:

Planonly__.__.._........ 62.50 57.00 89.90 77.50 57.00 86.00 122.50 102.00 123.00

Plan and OASDHI... .. 147.50 173.00 213,00 162.50 183.00  222.00 207.50 228.00 291, 00
Armour & Co.:

Planonly__._.... 20,00 45.00 150.00 20.00 4500 150.00 20.00 45.00 150.00

105.60 161.00  274.00 105.00 171.00  286.00 105.00 171.00 318,00

62.50 57.00 2105.00 77.50 57.00 2120.00 122.50 102.00  3165.00
147.50 173.00  229.00 162.50 183.00  256.00 207.50 228.00 333.00

Plan and OASDHI .. .
Western Union Telegraph

Pl .. 1500 7500 127.50 1500 75.00 127.50 15.00 75.00 127. 50

Plan and OASDHI......... 100.00 191.00 251.50 100.00 201,00 263,50 100.00 201,00 295. 50
Pacific Gas & Electric Co.:

Planonly___..._........._ 135.00 172,50 172.50 165.00 210.00 210.00 255.00 322,50 322.50

Plan and OASDRI___...___ 220,00 288.50  296.50 250.00 336.00  346.00 340.00 448.50 490, 50
Sinclair 0il Corp

Planonly. ...oococucen. 105.00 157.50  157.50 135.00 180.00  180.00 195.00 270.00 247.50

Plan and OASDHI____..... 190.00 273.50  281.50 220.00 306.00  316.00 280.00 396.00 415,50

United Mine Workers Welfare
and Retirement Fund: ¢

Planonly. .. _...cooeoooot 100.00 100.00  115.00 100.00 100.00  115.00 100.00 100.00 115. 00
Plan and OASDHI._..._... 185.00 216.00 239.00 18500 226.00  251.00 185.00 226.00 283.00
Amalgamated Clothing
Workers: 8
Planonly. .. _........... 50.00 50.00 75.00 50.00 50.00 75.00 50.00 50,00 75,00
Plan and OASDHI._______. 135.00 166.00 199.00 135.00 176.00  211.00 135.00 176.00 243.00

Ladies’ Garment Workers’
National Retirement Fund:

Plan onl 50.00 ¢65.00 50.00 50.00 ¢65.00 50.00 50.00 ¢ 65. 00
Plan an 166.00  189.00 135,00 176.00  201.00 135.00 176,00 233.00
National Maritime Union:
Planonly._._..__........ 65.00 100.00 250.00 65.00 100.00  250.00 65.00 100.00 250. 00
Plan and OASDHI___.___.. 150.00 216.00  374.00 150.00 226.00  386.00 150.00 226.00 418.00
Western Conference of
Teamsters

Manonly..__.ooooeaee.. g’) 75.00 0180.00 g’) 75.00 3180.00 g’) 75.00 9180.00
Plan an OASDHI...._.... 85,00 191.00 304.00 8500 201.00 316.00 8500 201,00 348,00

1 Benefit formula effective in 1969.

3 Re;:resents maximum old-age (primary) benefits in effect in 1967. In 1963, OASDHI benefits will increase by about 13
percen

3 Benefit formula effective in 1970,

¢ Bituminous coal industry.

8 Men's and bor s clothing lndustr{ pension plan,

$ Benefit formula effective Jan. 1, 1968.

1 Plan was established in 1955.

¢ Assumes benefit contribution rate of 20 cents per hour.

83-200—68~—pt, IT-~—T7
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65, after which the normal benefit is payable. In the steel industry,
for example, a supplement of $75 a month (added to the normal bene-
fit computation basged on accumulated service) is provided workers
retiring early because of plant closings, disability, or long layoff (if
age plus service equal 85). Moreover, voluntary retirement with an
unreduced pension is permitted at any age after 30 years of service.
In the automobile industry, the Auto Workers have negotiated plans
with full retirement benefits at age 62 with 10 years of service. In addi-
tion, special early retirement benefits are provided to supplement bene-
fits until the retiree reaches age 65. A person retiring at age 60 with
30 years of service, for example, could receive up to $400 a month, or
70 percent of final monthly pay—whichever is smaller—until he
reaches age 65, when the regular formula applies.

TABLE 10.—BENEFIT PROVISIONS IN PRIVATE PENSION PLANS BYEPERCENT OF PLANS ANDIWORKERS
COVERED, 1962-63

Plans Workers Normal Early Disability Vesting
(percent) (percent)  retirement retirement  retirement
100.0 160.0

9.4 10.0 X — —_ _
85 4.7 X X — —_
9.9 17.2 X X X —_

21.3 14,5 X X - X

30.9 39.1 X X X X
6.0 4.9 X — X X
5.0 8.5 X —_ X —_
3.1 L1 X — — X

Source: Private Pension Plan Benefits, Bulletin 1485, Bureau of Labor Statistics, 1966.

IX. GENERAL OBSERVATIONS

There have been tremendous advances in the public and private
sectors with respect to providing arrangements for economic security
in old age. More than nine out of 10 workers are currently building up
retirement protection through OASDHI and among those already
aged, 89 percent are receiving or could receive OASDHI benefits. More
than one-third of those covered by OASDHLI are also building up pro-
tection under private pension plans and roughly one-fifth of the aged
h}zlwe a private pension income to supplement their OASDHI monthly
checks. \

Despite the rapid growth in private plan coverage during the past
20 years, continuation of the growth pattern is uncertain. The most
rapid gains to date have been 1n those industries that lend themselves
to coverage most readily. The manufacturing, transportation, public
utilities, and mining industries, which account for less than half the
employment in private nonfarm establishments, have about 80 per-
cent of all workers now covered by retirement plans. These industries
are characterized by large-scale operations and strong unions. It is
estimated that from one-half to two-thirds of the workers in these
industries are covered by private retirement plans.

This is in sharp contrast with the situation in the wholesale and
retail trade and service industries which have many small employers
and high rates of employee turnover. Probably less than one-fifth of
the workers in these industries are covered.
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surviving spouse (joint and survivor), or a guarantee of benefits for
a minimum number of payments (period certain). The pensioner’s
benefit is adjusted (reduced) on an actuarial basis, so that no added
cost is accrued by the plan. These provisions are now fairly common
in private pension plans. In some plans, however, such as some of
those negotiated by the Automobile Workers, the survivors’ option is
subsidized by the plan, so that the adjustment (reduction) is much
less than the added value of the benefit. Limited information on selec-
tion of the joint and survivor option in private plans indicates that it
is infrequently exercised.

Another form of survivor benefit guarantees payments for a speci-
fied period, at no cost to the employee, or provides a lump-sum pay-
ment when the employee dies—either before or after retirement. Ac-
cording to the study of pension plans filed under the Welfare and
Pension Plans Disclosure Act of 1962-63, about a third of the plans,
with slightly more than a third of the workers, had a death or sur-
vivor benefit of this type.® They were more common in plans not under
collective bargaining (about 40 percent of the plans, with 37 percent
of the workers) than in negotiated plans (about 20 percent of the
plans, with 34 percent of the workers). An earlier BLS study of 300
negotiated plans in effect in 1960-61 showed that about a sixth of the
plans, with a fourth of the workers, had death benefits of the type
under discussion.’

In recent years special early retirement provisions, under which
the employer can compel the worker to retire, have been introduced.
They have been adopted, at least in part, to adjust work force require-
ments to technological change. Despite the heavy costs involved, there
has been a rash of permanent (and temporary) changes in pension
plans, in which early retirement benefits are supplemented to make re-
tirement more feasible or attractive, These provisions have been mainly
adopted in manufacturing industries, such as primary metals, trans-
portation equipment, rubber products, food products, and electrical
equipment industries, and they covered about a sixth of the workers
under private {){ension plans in 1965. They generally apply only to
production workers under collective bargaining agreements.

Although there is wide variation in the requirements to be met to
qualify for these special benefits, age 55 with 10, 15, or 20 years of
service is frequently stipulated. They usually have a further condi-
tion that the request for retirement may be initiated by the employer
or be granted under mutually satisfactory conditions. Other condi-
tions include plant shutdown, permanent layoffs, or disability not
qualifying under the regular disability retirement provisions. In con-
trast to regular early retirement provisions (found in almost every
private pension plan), which usually provide for a reduced pension,
special early-retirement provisions feature benefits equal to or greater
than the normal benefit for the same service. The benefits under these
provisions are typically tied to receipt of social security benefits. Since
full social security benefits will not be paid until age 65, a larger
benefit—often double the normal benefit—is frequently paid until age

8 Inid.
o Bureau of Labor Statistics. Pension Plans Under Oollective Bargaining, Benefits for

Survivors; Winter 1960—61 (Bulletin No. 1296) 1961,
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TABLE 9.—ILLUSTRATIVE HYPOTHETICAL MONTHLY PENSIONS PAYABLE TO HOURLY WGRKERS UNDER 18
SELECTED PRIVATE PLANS, SELECTED YEARS 1952-67

Hypothetical benefit at age 65 for workers beglnmn% work in indicated years
after 30 years of continuous service, assuming level monthly jarnings of—

$350 $400 $550
1952 1959 1967 1952 1959 1967 1952 1959 1967

Plan

Ford Moter Co.:

Planonly. ... .cocooooo $40.00 $75.00 1$165.00 $40.00 $75.00 1 $165.00 $40.00 $75.00 1 $165.00

Plan & OASDHI 2 ___...... 125,00 191,00 289.00 125.00 201.00 301.00 125.00 201.00 333.00
Firestone Tire & Rubber Co.:

Planonly_.._...__....... 62.50 75.00 165.00 77.50 75.00 16500 122.50 75.00 165. 00

Plan and QASDHI____.._._ 147,50 191.00 289.C0 162,50 201,00 301.00 207.50 201.00 333.00
Westinghouse Electric Corp.:

Planonly_._...____._... 20,00 67.50 111,00 3500 67.50 120.00 80.00 67.50 147,00

Plan and OASDHI_........ 105.00 183.50 235,00 120.00 193.50 256.00 165.00 193.50 315.00
United States Steel Corp.:

Planonly. .. . .oocoeeen 20.00 78.00 150.00 3500 78.00 150.00 80.00 85.00 150. 00

Plan and OASDHI_________ 105.00 194.00 274,00 120.00 204.00  286.00 165.00 211.00 318.00
Aluminum Co. of America:

Planonly_ ... .......... 38.90 78.00 150,00 56.60 78.00  150.00 109.70 126.25 150, 00

Plan and OASDHI...._.... 123.90 194.00 274.00 141.60 204.00  286.00 194.70 252.25 318,00
ducPont (E. 1.) de Nemours &

Planonly_......co._...__ 81.00 116.00 155.00 97.00 132.00  160.00 146.50 181.50 181, 50

Plan and OASDHI_........ 166.00 232.00  279.00 182.00 258.00  296.00 231.50 307.50 349.50
General Electric Co.:

Planonly. ............... 102,00 84,00 13500 132.00 96.00 135.00 222.00 186.00 165. 00

Plan and OASDHI_....._.. 187.00 200.00  259.00 217.00 222.00 271.060 307.00 312.00 333.00

American Telephone &
Telegraph Co.:
Planonly_______._....._. 62.50 57.00 89.90 77.50 §7.00 86.00 122.50 102.00 123.00
Plan and OASDHI_ . 147,50 173.00  213.00 162.50 183.00 222.00 207.50 228.00 291.00

Armour & Co.:
Planonly_._._..._ 20,00 4500 150.00 20.00 4500 150.00 20.00 45.00 150,00
105,00 161,00 274.00 105.00 171.00  286.00 105.00 171.00 318.00

Plan and OASDHI ...
Western Union Telegraph

Planonly_._._... 62.50 57.00 %105.00 77.50 57.00 2120.00 122.50 102.00 3165.00
Plan and OASDH 147.50 173.00 229.00 162.50 183.00  256.00 207.50 228.00 333.00

Planonly_....... 15.00 75.00 127,50 15.00 75.00 127.50 15.00 75.00 127.50

Plan and OASDHI_...__._. 100.00 191.00  251.50 100.00 201.00 263.50 100.00 201,00 295. 50
Pacific Gas & Electric Co.:

Planonly_ . _.....ccooooon 135.00 172.50 172,50 165.00 210.00  210.00 255.00 322.50 322,50

Plan and OASDHI______.__ 220.00 288.50  296.50 250.00 336.00  346.00 340.00 448,50 490, 50
Sinclair 0il Corp

Planonby. . o.ococaeeo.. 105.00 157.50  157.50 135.00 180.00  180.00 195.00 270.00 247,50

Ptan and OASDHI.___._._. 190.00 273.50  281.50 220.00 306.00 316.00 280.00 396.00 415, 50

United Mine Workers Welfare
and Retirement Fund: 4
Planonly.......__....... 100.00 100.00  115.00 100.00 100.00  115.00 100.00 100.00 115, 00
Plan and QASDHI_._____._ 185.00 216.00 239.00 185.00 226.00  251.00 185.00 226.00 283.00
Amalgamated Clothing
Workers: ¢
Planonly. .. ...__....._. §0.00 50.00 75.00 50.00 60.00 75.00 50.00 50.00 75,00
Plan and OASDHI_...._. 166,00  199.00 135.00 176.00  211.00 135.00 176.00 243.00
Ladies' Garment Workers'
National Retirement Fund:
Plan onl
Plan an
National Maritime Union:

50.00 6500 50.00 50.00 ¢65.00 50.00 50,00 % 65. 00
166.00  189.00 135,00 176.00  201.00 135.00 176,00 233.00

Planonly..._.._......... 65.00 100.00 250.00 65.00 100.00  250.00 65.00 100.00 250, 00
Plan and OASDHI_......_. 150.00 216.00  374.00 150.00 226.00  386.00 150.00 226.00 418,00
Western Conference of
Teamsters:

Planonly._o....____..... (1) 75.00 *180.00 g’) 75.00 #180.00 §7) 75.00 $180.00
Plan an OASDHI......... 85.00 191.00 304.00 8500 201.00 316.00 8500 201,00 348.00

1 Benefit formula effective in 1969.

2 Represents maximum old-age (primary) benefits in effect in 1967. In 1963, OASDHI benefits will ncrease by about 13
percent.

3 Benefit formula effective in 1970.

4 Bituminous coal industry.

8 Men's and boi/ s clothing mdustr{ genslon plan.

$ Benefit formula effective Jan. 1

1 Plan was established in 1955.

¥ Assumes benefit contribution rate of 20 cents per hour.

83-200—68—pt. II——T
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65, after which the normal benefit is payable. In the steel industry,
for example, a supplement of $75 a month (added to the normal bene-
fit computation based on accumulated service) is provided workers
retiring early because of plant closings, disability, or long layoff (if
age plus service equal 85). Moreover, voluntary retirement with an
unreduced pension is permitted at any age after 30 years of service.
In the automobile industry, the Auto Workers have negotiated plans
with full retirement benefits at age 62 with 10 years of service. In addi-
tion, special early retirement benefits are provided to supplement bene-
fits until the retiree reaches age 65. A person retiring at age 60 with
30 years of service, for examp?e, could receive up to $400 a month, or
70 percent of final monthly pay—whichever is smaller—until he
reaches age 65, when the regular formula applies.

TABLE 10.—BENEFIT PROVISIONS IN PRIVATE PENSION PLANS BYEPERCENT OF PLANS ANDIWORKERS
COVERED, 1962-63

Plans Workers Normal Early Disability Vesting
(percent) (percent)  retirement retirement retirement
100.0 160.0
9.4 10.0 X — —_ —
8.5 4.7 X X — —
9.9 17.2 X X X —
21.3 14.5 X X - X
30.9 39.1 X X X X
6.0 4.9 X - X X
5.0 8.5 X — X —
3.1 1.1 X —_ - X

Source: Private Pension Plan Benefits, Bulletin 1485, Bureau of Labor Statistics, 1966.

IX. GeNERAL OBSERVATIONS

There have been tremendous advances in the public and private
sectors with respect to providing arrangements for economic security
in old age. More than nine out of 10 workers are currently building up
retirement protection through OASDHI and among those already
aged, 89 percent are receiving or could receive OASDHI benefits. More
than one-third of those covered by OASDHI are also building up pro-
tection under private pension plans and roughly one-fifth of the aged
have a private pension income to supplement their OASDHI monthly
checks. |

Despite the rapid growth in private plan coverage during the past
20 years, continuation of the growth pattern is uncertain. The most
rapid gains to date have been 1n those industries that lend themselves
to coverage most readily. The manufacturing, transportation, public
utilities, and mining industries, which account for less than half the
employment in private nonfarm establishments, have about 80 per-
cent of all workers now covered by retirement plans. These industries
are characterized by large-scale operations and strong unions. It is
estimated that from one-half to two-thirds of the workers in these
industries are covered by private retirement plans.

This is in sharp contrast with the situation in the wholesale and
retail trade and service industries which have many small employers
and high rates of employee turnover. Probably less than one-fifth of
the workers in these industries are covered.
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The groups left uncovered so far represent in large part those
whose characteristics are least amenable to incurring any long-term
obligations involved in private pension plans. The voluntary nature
of the coverage makes it dubious that many small, margin:l, and sea-
sonal employers will seek pension plans,

Even with the continued growth of coverage, there remains the
question of how many persons will actually build up sufficient credits
with a single employer to qualify for pensions. Many factors tend to
prevent persons with retirement credits from eventually qualifying for
private pensions. The high frequency of job turnover, age and long-
service requirements for benefit eligibility, and lack of ves:ing provi-
sions or restrictions on such provisions combine to limit the number
of persons who will actually receive a private pension in old age.

In addition, adverse economic conditions in individual industries or
firms may result in the curtailment of benefit rights or in the reduction
of the resources that could be devoted to making the plan financially
solvent. There is also much uncertainty as to the rights of individuals
in case of layoffs, abandonment of the plan, sale or merger of the
business, and bankruptey of the employer.

Over the next dozen years, the proportion of the aged with dual
protection—from both OASDHI and private pensions—might rise to
25 or 30 percent, compared with 18 percent today. There is no real
likelihood in the foreseeable future, however, that a majority of older
people will become eligible for supplemental pensions. Tco much of
the problem of income maintenance for old age is a problem of sur-
vivors’ insurance for widows which is seldom covered by private pen-
sion plans; too many jobs are difficult to include in privute pension
plans; and very early vesting would be required to supply protection
to the large number of workers that change jobs frequent'y.

These are the reasons that the President’s Committee on Corporate
Pension Funds stressed that the public OASDHI program is the basic
instrument for assuring adequate retirement income to worl:ers. In ad-
dition to universality of coverage and portability of credits :arned, the
public program has the advantage that its financing rests on the entire
economy rather than on a single firm or industry. The scope of public
program protection is also broader in most cases than in 1he private
plans—it includes cash benefits for survivors in the case o:' the death:
or disability of an insured worker, and virtually all aged persons 65.
and over (whether retired or not) have the protection of Medicare.
Furthermore, a social insurance program can be adjusted w th relative:
ease to rising earnings levels and to changing standards of living,
whereas private plans find it difficult to meet the additional costs in-
variably involved in adjusting benefits for those on the rolls.

Although private pensions cover fewer workers than the public sys-
tem, they are a significant element in the Nation’s total retirement
program. For OASDHI beneficiaries in receipt of such pensions, the
supplementary benefit means the difference between a less than modest
and a reasonably comfortable level of living. This is especia ly the case
with respect to career employees and regularly employed members of
the labor force with average and above-average earnings.

In addition, private plans offer a flexibility not available under a
public program. This flexibility permits employers to adapt :heir plans
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according to special circumstances, needs, and financial ability. For
example, in some occupations and in some industries special types of
provisions, such as lower retirement ages, may be desirable. In other
Instances, retirement provisions may be used to attract and hold good
employees, to reduce labor turnover and its attendant costs, and to
make 1t easier to retire those who are unproductive.

This summary of the scope and complexity of our dual public-
private retirement system has been necessarily brief. Although the
main outlines are fairly clear, adjustment of its components to the
emerging needs of our society is a continuous process. The type of
review and analysis of the system included in this compendium is a
vital part of the adjustment process. We, therefore, welcome the oppor-
tunity extended by the Joint Economic Committee to contribute to this
compendium.



CURRENT REDISTRIBUTIONAL EFFECTS OF OLD-AGE
INCOME ASSURANCE PROGRAMS

BY BENsaMIN Bripces, Jr.*

CONTENTS
Page
List of text tables —- —_—— . 96
Introduction _ _ e 97
I. Methodology - - - oo o eeemeeae 98
A. Programs analyzed. .. _______ - 98
B. The current redistribution aspect and other economic aspeets- 99
C. Data SOUrCeS e e 99
D. The measure of relative economic status_ ______.___._____.. 100
E. Aged and nonaged. - ___ - 101
F. Transfer payments and taxes . - - oo ... 102
G. Measuring progressivity . .- 104
II. Distribution effects of old-age transfer programs___________..____.. 105
A. Public assistance. - oo e e 106
1. Transfer payments_.__________ . ____._._____- 106
2. TaXes _ - o e e e e 106
3. Net benefits_ - - ieieaa- 107
B. Veterans and military programs___._ . ____._ . .-..-- 107
1. Transfer payments.__ - .- 108
2. P aXeS . o e e e 108
3. Net benefit. ..o e 109
C. Social security - - - - e ee e e 109
1. Transfer payments. . . ooo_- 109
2, TaXeS o et e 110
3. Net benefit oo e 111
D. Government civilian and railroad pensions.________._..... 111
1. Transfer payments___ _ __ o imona 112
2. PaXeS - o e — e 112
3. Net benefit______ e 113
E. Private employee pensions____________ ... ____.___ U 114
1. Transfer payments_ . aiaaa 114
2. Contributions_ _ . _ . ceeen 114
3. Net benefit_ oo aaen- 116
F. Comparison of programs. - ... e cceo oo iceman 116
1. Transfer payments____ . _ . .- 116
2. Taxes or contributions__ .. L ._... 117
3. Net benefit ____ oo e eceooa 118
G. Combined old-age income assurance programs. . ... ... 119
1. Transfer payments. .. o u.oooo- 119
2, T aAXeS_ o o o e e memmecee eeeeea 120
3. Net bencfit. . oo e ieccea 120

¢ Kconomist, Long-Range Research Branch, Division of Economie and Long-
Range Studies, Office of Research and Statistics, Social Security Administration,
Washington, D.C.

Note.—The author would like to thank the many persons at the flocial Security
Administration who, in various ways, have helped him with tlis paper; the
list of helpers is too long for this brief footnote. He would esp:cially like to
thank Ronald Hoffman, William Birdsall, John Carroll, and Walter Kolodrubetz
for comments and suggestions, and Marcella Swenson for research assistance.

95



96 OLD AGE INCOME ASSURANCE—PART II

CONTENTS Page
III. Distributional effects of income tax concessions for the aged. . ______ 121
A, Tax exemption for social security and railroad benefits______ 121
1. Tax benefits.. . . . .. 121
2, Taxes. . e 122
3. Net benefits ... o o ___. 122
B. Tax concessions for private pensions______________________ 122
C. Ageexemptions_ ... _____________ ... _.__.__ 123
1. Tax benefits . _ . o oo 123
2. Taxes . oo 123
3. Net benefit- . _ .. 124
D. Retirement income eredit_ .. .___________ . ____.__________ 124
1. Tax benefits___ _ _ __ . 124
2. Taxes. . e 124
3. Net benefit_ .. __ .. 124
E. Extra medical deduction for the aged_ ... ________.______ 125
1. Tax benefits_. ________ . __ . 125
2. Taxes. . e 125
3. Net benefit-___ .. ... .. ___._. 125
F. Combined tax benefits_ - _ . ___ ... __.__________ 125
IV. Summary and concluding comments. _________________._._____.____ 12
Appendix. . . e 155
List of appendix tables__ -~ 155
TABLES
1. Dollar equivalents of welfare ratios for different nonfarm families with
male heads, 1960-61 averages._ _ _ . __ oo _______ 127
2. Amounts of benefits, taxes, and net benefits, by program and age of
head, 1960-61 averages . _ _ _ oo 128
3. Amounts of benefits, by type of benefit and age of beneficiary, 1960-61
AVEIAZOS _ _ & o o e 129
4. Amounts of taxes, by type of tax, 1960-61 averages...__.____________ 130
5. Public assistance: Benefit, tax, and net benefit rates, by welfare ratio
interval and age of head, 1960-61 averages______________.__._.____ 131
6. Veteran and military programs: Benefit, tax, and net benefit rates, by
welfare ratio interval and age of head, 1960-61 averages_._________ 132
7. Social Security: Benefit, tax, and net benefit rates, by welfare ratio
interval and age of head, 1960-61 averages_____________.________ 133
8. Government civilian and railroad pensions: Benefit, tax, and nct bene-
fit rates, by welfare ratio interval and age of head, 1960-61 averages. 134
9. Private pensions: Benefit, contribution, and net benefit rates, by wel-

fare ratio interval and age of head, 1960-61 averages__.____________ 135

10. Progression of benefits, by program, welfare ratio interval, and age of
head; and amounts of benefits by program and age of head, 1960-61
AVeTAZeS . - e 136
11. Cumulative percentage distributions of benefits, by program, welfare
ratio interval, and age of head, 1960-61 averages___._______________ 137

12. Progression of unadjusted taxes or contributions, by program, welfarc

ratio interval, and age of head; and amounts of unadjusted taxes or

contributions by program and age of head, 1960-61 averages._____ 138
13. Cumulative percentage distribution of unadjusted taxes or contribu-

tions, by program, welfare ratio interval, and age of head, 1960-61

AVEIAZES - o o o e e o e e e e 139
14. Progression of adjusted taxes or contributions, by program, welfare

ratio interval, and age of head; and amounts of adjusted taxes or

contributions by program and age of head, 1960-61 averages_ . ____.__ 140
15. Cumulative percentage distributions of adjusted taxes or contributions,

by program, welfare ratio interval, and age of head, 1960-61 aver- .

A e o o o e 141
16. Pro{éression of unadjusted net benefits, by program, welfare ratio

interval, and age of head; and amounts of unadjusted net benefits by

program and age of head, 1960-61 averages___..____.____________. 142
17. Progression of adjusted net benefits, by program, welfare ratio interval,

and age of head; and amounts of adjusted net benefits by program

and age of head, 1960-61 averages_ . - .. .. ______________ 143



OLD AGE INCOME ASSURANCE—PART II 97

18. Ratio of adjusted net benefit for each welfare ratio interval to benefit Pags

for all welfare ratio intervals, by program, 1960-61 averages_. . .._.. 144
19. Combined old-age transfer programs: Benefit, tax, and net benefit
rates, by welfare ratio interval and age of head, 1960-61 averazes_ . __ 144

20. Exemption of social security and railroad benefits: Benefit, tax, and
net benefit rates, by welfare ratio interval and age of head; and
amounts of benefits, taxes, and net henefits, by age of head, (960-61
AVETAZCS e me 145
21. Exemption for social security and railroad benefits: Cumulat ve per-
centage distributions of benefits, by welfare ratio interval anl age of
head, 1960-61 averages. .. o e emmcmm e aaemoa- 145
22. Exemption of social security and railroad benefits: Ratio of ne benefit
for each welfare ratio interval to benefit for all welfare ratio i1.tervals,

1960-61 averages. . oo e e cemmmmmmmmmmmam———n 146
23. Tax concessions for the aged: Amounts of benefits, taxes, ind net

benefits, by tax concession and type of return, 1960-61 averages... 146
24, Age exemption: Benefit, tax, and net benefit rates, by AGI intervals

and type of return, 1960-61 averages________________._____.___. 147
25. Retirement income credit: Benefit, tax, and net benefit rates, by AGI

intervals and type of return, 1960-61 averages______.___.__....._. 148
26. Special medical deduction for the aged: Benefit, tax, and nel benefit

rates, by AGI intervals and type of return, 1960-61 avercges___. 149
27. Cumulative percentage distributions of benefits, by AGI intervals and

type of benefit, 1960-61 averages__ _ ______ o .o.on.-_- 149
28. Ratio of net benefit for each AGI interval to benefit for all AGI inter-

vals, by type of benefit, 1960-61 averages. ... ... __._.__ 150
29. Three tax concessions for the aged combined: Benefit, tax, and r ¢t bene-

fit rates, by AGI intervals and type of return, 1960-61 averuges____ 150

30. Old-age income programs: Progression of benefits, adjusted taxes or
contributions, and adjusted net benefits, by program and welfare
ratio interval; and amounts of benefits, adjusted taxes or contribu-
tions, and adjusted net benefits, by program____.___._.___________ 151
31. Old-age transfer programs: Progression ranks of benefits, taxe: or con-
tributions, and net benefits for all families, by program, 1960-61
AVETAZES _ o e mm e emmmm e e 152
32. Tax concessions for the aged: Progression of benefits, taxes, and net
benefits, by tax concession and AGI intervals; and amounts of bene-

fits, taxes, and net benefits, by tax concession, 1960-61 av:rages._. 153
33. Amounts of old-age transfer payments, unadjusted taxes or contribu-
tions, and tax concessions, 1960-61 average and 1966 ... ___..._ 154
InTRODUCTION

Aged persons have a number of possible sources o purchasin
power: Earnings, prior savings, personal gifts, private charity; ang
public assistance, social security pensions, and other persions. In ad-
dition, they enjoy tax benefits and are aided under a nunber of Gov-
ernment expenditure programs directed expressly toward meeting
their needs. This paper does not deal with all of these old-age incone
sources, but only with the collective old-age money income transfer
programs (public pensions, private group pensions, and public as-
sistance) and with income tax concessions for the aged.

The programs dealt with here can be examined from different eco-
nomic viewpoints (i.e., various of their economic aspects can be
stressed). Each program has a significant element of current redistri-
bution or current transfer and, in addition, most have one or more of
the following aspects: Insurance, saving, deferred compensation, and
lifetime redistribution. This paper does not deal with all of these
characteristics, but only with the element of current redistribution. It
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presents estimates of the distributions of current benefits, taxes, and
net benefits (benefits minus taxes) under old-age income programs
among family groups. Families are classified into groups according to
relative economic status and age of family head. In other words,
estimates are presented of the distributions of gross and net increases
and decreases in currently spendable income resulting from the opera-
tion of the various old-age income programs.

It is recognized that the programs dealt with here differ in a number
of significant ways. Despite their differences, some of these programs
often are considered as possible alternatives for others in this group.
For example, alternative mixes of social security and old-age assistance
benefit increases are being considered as means of reducing poverty
among the aged. Increases in social security benefits and income tax
concessions for the aged likewise can be considered as alternative ways
of increasing the incomes of retired workers. In order to provide bases
for choices among such alternatives, it is useful to analyze these pro-
grams consistently and from each of the relevant viewpoints. In this
paper I have tried to analyze the current redistribution effects of these
various programs in a consistent manner; analysis of the other im-
portant aspects of these programs is beyond its scope.*

It should be emphasized that the distributional estimates presented
here are just that, estimates. They are subject to a number of conceptual
and data limitations. For example, economists’ knowledge concerning
the incidence of some taxes is quite sparse. Moreover, the survey data
used in this study contain sizable response and sampling errors.

In view of the conceptual and data problems that have not yet been
resolved, this paper should be considered an interim report. We at the
Social Security Administration have underway several research proj-
ects that should result in considerably improved current-redistribution
estimates. This work will be discussed later in the paper. It is hoped,
however, that this paper will stimulate others to make further con-
tributions to solving some of these conceptual and data problems.

No policy recommendations are offered in this report. Its primary
purpose is to present an analysis that should prove helpful in evaluat-
Ing certain aspects of the equity or fairness of various old-age income
programs.?

I. MeTHODOLGY

A. PROGRAMS ANALYZED

This analysis deals with some of the old-age income programs, those
that have to do with collective old-age money income transfers and
with the special income tax treatment of the aged.* Each program

10n the basis of this analysis 1t 1s not possible to say anything about the controversial
subject of the extent to which a covered worker gets a ““good buy” under social security or
under some other pension program,

2In addition, these distributional data provide a basis for developing estimates of the
aggregate demand effects of these programs. For example, see John J. Carroll, “Alternative
Methods of Financing Old-Age, Survivors, and Disability Insurance, Michigan Govern-
mental Studies No. 38,” Institute of Public Administration, University of Michigan, Ann
Arbor, Mich. 1960.

2 Excluded from this analysls are in-kind transfer payments to the aged (e.g., medicare
and medicaid benefits), Government goods and_ service expenditures on behalf of the
aged (e.g., expenditures on housing for the ﬂ;;ed), and State and local government tax
concessions for the aged (income tax concessions, property tax concession, etc.). These
programs were excluded mainly because satisfactory data were not readily available. Other
programs were not included mainly because they do not have significant current redistribu-
;i;;n 'ztilspe)cts and do not involve significant amounts of compulsion (e.g., individual

nuities).
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included has important current redistribution effects. Thcse involving
money transfer payments are public assistance, veterans and military
programs, social security, government civilian and railrcad pensions,
and private employee pensions. The tax concessions examined here are
all granted under the Federal personal income tax—the ex:emption for
social security and railroad benefits, the age exemption, tl.e retirement
income credit, and the special medical deduction for the a;zed. In addi-
tion, the tax concessions for private pension plans are discissed briefly.

B. THE CURRENT REDISTRIBUTION ASPECT AND OTHER ECONOMIC ASPECTS

As stated earlier, this paper focuses on the current r:distribution
aspects of old-age income programs. If on an individual basis the link
between individual taxes or contributions (or value of work effort) on
the one hand, and individual benefit payments or protection on the
other, differs considerably from a quid pro quo link, then the par-
ticular program under discussion has significant current redistribu-
tion effects. In this sense each of the programs dealt with in this paper
has significant current redistributional effects. Moreover, many of
these programs involve considerable compulsion. From an equity view-
point it is important to examine the distributions of chinges in cur-
rently spendable income that are caused by programs which deviate
considerably from quid pro quo and/or involve considerable com-
pulsion.* For various old-age income programs this is done in sections
IT and III.

Some of these programs also have significant lifetime redistribution
effects. Lifetime redistribution effects are not dealt with here. Thus,
this paper does not attempt to shed any new light on the zontroversial
subject of whether social security and other pension plans are “good
buys.” ®

Xs noted earlier, most of the programs under consideration also
have one or more of the following features: Insurance, saving, deferred
compensation, and lifetime redistribution.* The importance of the
current redistribution aspect relative to these other aspects differs
significantly among these programs.

C. DATA SOURCES

The primary source of data for this paper is a set of special Social
Security Administration tabulations produced from the master tapes
of the Bureau of Labor Statistics’ 1960-61 Survey of Consumer
Expenditures (SCE).?

These tabulations were not designed specifically for this study, but
for a study of the distributional effects of all taxes and rransfer pay-
ments. This survey gives fairly detailed data on trans:ier payments

4 Another approach would be to attempt to separate the current redistiibution elements
of a program from its other eclements (quid pro quo insurance, ete.). If this approach were
feasible, 1t should be considered as a useful supplement to (rather than as a substitute for)
the approach used in this paper. This supplementary approach would be extremely difficult
from a conceptual viewpolnt and at present even less feasible empirically.

& For a discussion of this tople see pt. III of this Compendium.

8 For a quite different view, see Old Age Income Assurance: An Outlie of Issues and
Alternatives, materials prepared by the Subcommittee on Fiscal Poli:y of the Joint
Tconomic Committee, Congress of the United States, U.S. Government Printing Office,
Washington : 1966, pp. 7-8.

7 These tabulations were designed by the author, programed by Mrs. V .ctorla Kunnecke
of SSA, and were run on an SSA computer in Ball more.
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and taxes and covers both the nonaged and the aged.® Although the
data are not as up-to-date as one would wish and contain response and

sampling errors, they should give a fairly reliable picture of the im-

portant old-age income program redistributive patterns. For three of

the tax benefit programs I had to rely on data from the Internal Reve-

nue Service’s Statistics of Income volume;? the sources of these data

are samples of Federal personal income tax returns.

D. THE MEASURE OF RELATIVE ECONOMIC STATUS

Meaningful empirical estimates of the relative economic status of
persons require some aggregation of persons into units. The literature
reveals that various units have been considered appropriate. In my
SCE tabulations, persons are grouped into families as defined by the
BLS.

In these tabulations the measure of relative economic status used is
the welfare ratio.’® The welfare ratio of a family is the ratio of its
before tax-before transfer income (numerator) to its basic income
needs (denominator). The numerator of this ratio is before tax-be-
fore public transfer income as reported in the BLS survey. Before
tax-before public transfer income is BLS before-tax money income
minus income from public-transfer programs. The denominator of
this ratio is the Social Security Administration’s low-cost level in-
come. These low-cost level cutofts vary (and by sizable amounts) with
family size and composition (which are assumed to reflect family in-
come needs). These cutoffs are similar in nature to SSA’s poverty or
economy-level -income cutoffs, but are about 30 percent higher than
the poverty cutoffs.t

Welfare ratios are used in this paper as ordinal measures of economic
status; it was not necessary to interpret them as cardinal measures
of economic status.'? Here no allowance was made for the possibility
that, at high levels of welfare, the relative income requirements of
the various family types might differ significantly from those at low
levels of welfare.’® The average size of aged families (those with

8 For a description of the BLS survey (definitions, purpose and scope, sample design,
collection and processing of the data, weighting of data, etc.), see U.S. Department of
Labor, Bureau of Labor Statistics. Consumer Ixpenditures and Income: Total United
States, Urban and Rural, 1960-61, BLS Report No. 237-93, Fcbruary 1965, or other reports
in the BLS Report No. 237 series.

9 [J.S. Treasury Department, Internal Revenue Service., Statistics of Income—1960:
Individual Income Tax Returns for 1960, U.S. Government Printlng Office ; Washington,
D.C. 1962 ; and U.8. Treasury Department, Internal Revenue Service, Statistics of Income—
1961 : Individual Income Tax Returns for 1961, U.S. Government Printing Office, Wash-
ington, D.C. 1963.

10 A similar concept was used in Martin David, ‘“Welfare, Income. and Budget Needs.”
Review of Economic and Statistics, 41 (November 1959), pp. 393-399 and in James N.
Morgan, Martin H. David, Wilbur J. Cohen, and Harvey E. Brazer, Income and Welfare
in the United States, McGraw-Hill, 1962.

1 For a description of these cutoffs, see Mollle Orshansky, “Counting the Poor: Another
Look at the Poverty Profile,” Social Security Bulletin, Jan, 28, 1965, pp. 3-29 and Mollie
Orshansky, “Recounting the Poor—A Five Year Review,” Social Security Bulletin, Apr. 29,
1966, pp. 20-37, To some extent taxes whose incidence i1s on consumers increase the
price level. Since these taxes amount to more than one-sixth of total consumption expendi-
tures, after-tax income needs may exceed before-tax income needs by sizable amounts.
The levels of the SSA cutoffs were chosen to reflect after-tax income needs. The above
facts should be kept in mind in interpreting the welfare ratios used in this paper.

12 The terms welfare and economic status as used in this paper differ in meaning from
the term welfare as used in theoretical welfare economics,

13 For example, the low-cost level incomes of a typical one-person family (nonfarm,
male, under age 65) and a typical four-person family (nonfarm, male head, two children
under age 18) are $1,920 and $3,877, respectively, In other words, at this low level of
welfare the four-person family in order to be as “well off”” as the one-person family needs
approximately twice as much Income as the one-person family. At a considerably higher
level of welfare (e.g., an income of $6,000 for the one-person family), the four-person
family in order to be as ‘“‘well off” as the 1-person family might need considerably less
(or more) than twice as much income as the one-person family,
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heads aged 65 or over) is 1.8 persons; the average size of nonaged
families (those with heads under 65) is 3.4 persons. Among aged
and nonaged families, and especially among the latter, there is con-
siderable variation in family size and hence in income needs. For
example, the low-cost-level income of a one-person nonfarm family
is approximately $1,800; for the seven-person nonfarm family with
five children under age 18 it is approximately $6,200. Aged families
receive most of the transfer payments under the old-age ir.come assur-
ance programs, but nonaged families pay most of the old-age income
assurance program taxes. It can be seen that the differences in income
needs between aged and nonaged and between transfer re:ipients and
taxpayers are quite significant, and that differences in income needs
within these groups are also quite significant. Thus it is important to
adjust for these differences and the use of welfare ratios. is one way
of making such adjustments.’*

The use of before tax-before public transfer income as the numera-
tor of the welfare ratio deserves some comment. This paper looks at
part of the distributional effects of introducing the Government budget
and the private pension system into an economy where there is no
Government, budget and no private pension system; this Hart consists
of the distributional effects of the (Government old-age income pro-
grams and the private pension system. This approach is nseful in giv-
ing a global view of the distributional effects of these programs.’ If
one wants to examine the distributional effects of marg nal changes
in some existing program (or the introduction of some ne'v program),
then it is clearly more useful to look at the effects of introlucing these
changes into the existing economy (with the Government budget and
the private pension system) ; in this case the numerator of’ the welfare
atio would be after tax-after transfer income.

As mentioned earlier, for three of the tax benefit programs I had
to use Statistics of Income data. In the Statistics of Inco.ne data per-
sons are grouped nto income tax return units rather than into families.
The measure of relative economic status is adjusted gross income
(AGT) rather than the welfare ratio. Definitionally, AGI is fairly
similar to before tax-before public transfer income. Hcwever, AGI
is not adjusted for differences in unit size and compositio:n.

E. AGED AND NONAGED

In my SCE tabulations, families are classified as nonsged or aged
according to whether the family head is under age 65 or older.** Thus
some aged families include persons under age 65, and scme nonaged
families include persons aged 65 or over. In the Statistics of Income

1 See David, loc. cit., for further discussion of this point.

16 These tabulations were designed for a study of the redistributional e:fect of all taxes
and pubMc transfers. If I had designed tabulatlons espectally for this itudy of old-age
income program taxes and transfers, I would have used a different numerator for the
welfare ratio; I would have used income after all transfers except old-age income program
transfers and after all taxes except old-age income program taxes. Then I would have
looked at the distributional effects of introducing the old-age income programs into an
economy in which the Government budget except for the old-age income programs was
already present. For a related discussion, see W. Irwin Gillesple, “Effect of Public Expendi-
tures on the Distribution of Income,” Richard A. Musgrave, editor, lissays in Fiscal
Federalism, Brookings Institution, Washington, D.C., 1965, pp. 123-132.

10 Alternatively, families could be classified as nonaged or aged accoriing to whether
the family includes or does not include at least one person aged 65 or over.
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data tax returns are classified as nonaged or aged according to whether
or not the return has at least one age exemption. Taxpayers and spouses
aged 65 or over receive age exemptions; dependents aged 65 or over
do not receive such exemptions. Thus some aged returns include per-
sons under age 65, and some nonaged returns include persons aged 65
or over.

F. TRANSFER PAYMENTS AND TAXES

The total amounts of transfer paymentsand taxes distributed among
welfare ratio classes are the amounts actually paid and collected by the
programs (the program totals) and not the totals reported in the SCE
survey.r” The program totals distributed are averages of calendar
year 1960 and 1961 program totals. The SCE survey excludes the
Institutional population, and the program totals do not. However, the
institutional population receives a very small proportion of transfer
payments and pays an even smaller proportion of taxes.

The series used in distributing transfer payments and taxes among
SCE welfare classes are from the SCE, and the series used in dis-
tributing taxes among IRS adjusted gross income classes are mostly
from the IRS Statistics of Income volumes.

It is assumed that there is no shifting of transfer payments. Some
shifting of transfers occurs, but our knowledge about its nature and
extent is so limited that in this study it seemed best to abstract from
this shifting problem. The shifting of transfer payments takes various
forms. Transfer payments cause reductions in earnings via reduction
in work effort, reduction in contributions from relatives, and reduc-
tion in other transfer payments® (e.g., higher social security benefits
may result in lower publhc assistance payments). These types of shift-
ing generally tend to reduce the progressivity of transfer payments.

The tax incidence assumptions used in this paper are described
later. Economists are fairly certain about the incidence of some taxes
and quite uncertain about the incidence of others.!® This paper em-
ploys only one set of tax incidence assumptions. This set of assump-
tions is fairly similar to that used in most other tax burden studies.?®
Alternative assumptions are discussed briefly in footnotes.

This paper attempts to estimate the distributional effects of certain
transfer payments and taxes or contributions. In order to isolate these
distributional effects from the distributional effects of accompanying

17 Most of these program totals are from the national income and product statistics
of the Office of Business Bconomics of the U.S. Department of Commerce.

18 Such reductions may result because of existing benefit formulas or because of changes
in benefit laws. In addition, transfer payments cause changes in prior saving and via
changes in health, ete. cause changes in the productivity of recipients; they also affect
the future productivity of recipients’ children via effects on health, ete. For examples
of studies of these effects, see Lowell E. Gallaway, The Retirement Decision: An Ezplora-
tory Essan. U.S. Denartment of Health, Education, and Welfare, Social Security Adminis-
tration, Office of Research and Statistics, Research Report No. 9, U.S. Government
Printing Office, Washington, D.C., 1965; and George Katona, Privete Pension and Indi-
vidual Saving, Monograph No. 40, Survey Research Center, Institute for Social Research,
University of Michigan. Ann Arbor, Mich., 1985,

19 To get a feel for the conceptual and empirical problems involved In a study such as
this. see Richard A, Musgrave. The Theory of Public Finance: A 'Stndy in Publiec Eeonomy,
McGraw-Hill, 1959, pt. 3, especially, ch. 10, and Musgrave, “Estimating the Distributinn
of the Tax Burden,” Income Redistribution and the Statistical Foundations of Economic
Pollcy, Colin Clark and Geer Stuvel, editors, Income and Wealth : Series X, International
Association for Research in Income and Wealth, New Haven, Coun.. 1964, pp. 186219,

20 For example, see Peter Newman, “An Empirical Study of the Distribution of the Tax
Burden in the United States, 1955-1959,” mimeographed, 1961, Gillesple, op. cit., and
Musgrave, op cit.
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changes in aggregate demand, it is often best to assume that the Fed-
eral Government takes fiscal policy actions to prevent these aggregate
demand changes.?

The trust fund programs analyzed in this paper (social security,
Government and railroad pensions, and private pensions) cause such
aggregate demand changes. Accordingly, here it was assuried that the
Federal Government changes its general taxes proportionclly in order
to offset the inflationary or deflationary effects of these programs.

A trust fund program may add to or subtract from aggregate spend-
able income. On the one hand, the program via benefit payments adds
A to total spendable income; on the other hand, via earriarked con-
tributions, it subtracts B. Moreover, there may be other ndditions to
or subtractions from spendable income. If the program benefits are
taxable under the personal income tax, the income tax paid on this
pension income is a subtraction of C from spendable income. The

ackward shifting of employer contributions reduces wag: and salary
income, which in turn reduces personal tax income colle:tions by D
and increases spendable income by D. Thus, on balance the program
adds E (E=A—B—C+D; E may be positive or negative:) to spend-
able income.

This change in spendable income normally causes a change in the
level of aggregate demand in the economy.? If the program adds to
total spendable income (E is positive), it normally has an inflationary
effect on the economy; on the other hand, if it subtracts from total
spendable income (I is negative), it normally has a deflitionary ef-
fect. Here it was assumed that the Federal Government changes its
tax collections by E (by making proportional changes ir its general
taxes) in order to offset the aggregate demand effects of the trust fund
program.** 28

In this paper, we denote the earnings tax or contribution (B) as
the “unadjusted tax or contribution” and the tax or contribution (B)
plus the income tax paid on the pension income (C) m nus the de-
crease in Federal personal income resulting from backward shifting
(D) plus the change in Federal general tax revenue resulting from
the proportional change in Federal tax rates (E) as tke “adjusted
tax or contribution.” We denote benefit minus unadjusted tax or
contribution as unadjusted net benefit and benefit minus ndjusted tax
or contribution as adjusted net benefit.

For the trust fund programs (social security, governm.ent civilian
and railroad pensions, and for private pensions) this paper analyzes
the distributional effects of both unadjusted and adjusted taxes or
contributions and net benefits.

21 See the discussion of differential incldence in Musgrave, op. cit., ch. 10.

22 Moreover, regardless of the operations of the trust fund programs, the :Tederal Govern-
ment tries to maintain the appropriate level of aggregate demand (the level most consistent
with its employment, price level, and other goals).

2 For purposes of analytical convenience, I am ignoring numerous comp ications.

% 1In ealculating the program-induced change in total spendable incon.e, the interest
income of the fund is not treated as a subtraction from total spendable income. The
reason for this treatment is as follows: Because each year from the beginning of the
program the Federal Government (by assumption) offsets program-indu:ed changes in
total income (E) by changing its taxes by E, the program does not significantly affect the
amount of interest-bearing debt held outside of the fund or the interest Income from this
debt or total spendable income.

% In calculating the program-induced change in_ total spendable incom: the adminis-
trative expense of the fund is not treated as an addition to total spendaltle income as it
probably should be from a conceptual viewpoint.
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It might be argued that the increase in the balance of the trust
funds should be allocated among families by employee contributions,
by benefits, or by some other series. The property rights of individuals
in these trust funds are often quite uncertain; thus the allocation of
these fund increases amon;i); families becomes extremely difficult both
conceptually and empirically. It seemed that in a paper which con-
centrates on the current redistribution aspects of the various old-age
income it was reasonable not to allocate such trust fund increases.*

G. MEASURING PROGRESSIVITY

TIn this paper the tax rate is the ratio of an economic status class’
tax to its adjusted before-tax, before-transfer income (or AGI) ; bene-
fit rate is the ratio of a class’ transfer payment or tax benefit to its
adjusted before-tax, before-transfer income (or AGI) ; net benefit rate
is the ratio of a class’ benefit minus tax to its adjusted before-tax
before-transfer income (or AGI). Here a tax is progressive, propor-
tional, or regressive when the tax rate increases, remains constant, or
decreases, respectively, as the welfare ratio or (AGI) increases; a
benefit is progressive, proportional, or regressive when the benefit rate
decreases, remains constant, or increases, respectively, as the welfare
ratio (or AGI) increases;?” the net benefit is progressive, propor-
tional, or regressive when the net benefit rate decreases, remains
constant, or increases, respectively, as the welfare ratio (or AGI)
increases.®

Adjusted before tax-before transfer income (the denominator of
these tax, benefit, and net benefit rates) is not the same as before tax-
before public transfer income (the numerator of the welfare ratios
used in ranking families according to economic status). The following
steps were involved in going from before tax-before public transfer
income to adjusted before tax-before transfer income. First, the com-
ponents of before tax-before public transfer income as reported in the
survey were inflated (or deflated) to adjust for underreporting (over-
reporting). Second, various items were subtracted from or added to
this adjusted total. Private pension income was subtracted ; corporate
retained earnings, the unshifted portion of the corporate income tax,
and the backward shifted portions of employers’ payroll taxes were
added. This result is adjusted before tax-before transfer income.?

There are various ways of comparing the progressivity of different
taxes or benefits.?® In this paper the progressivity of different taxes

2 In a paper which deals intensively with only one (or two) trust fund programs, it
would be interesting to compare alternative methods of handling the trust fund increases
or decreases. Such an intensive analysis of one particular program is beyond the scope of
this paper.

o7 Gillespie (loc. cit., p. 132) calls a benefit “progressive” when the benefit rate increases
as the measure of economic status increases, Using his terminology, a program with a
“progressive’’ benefit and a progressive tax can have a regressive net benefit. In my view,
this terminology is confusing. If one treats taxes and benefits symmetrically, i.e., if one
considers benefits as negative taxes or tax reductions, then one calls a benefit progressive
when the benefit rate (or negative tax rate) decreases as the measure of economic status
increases.

2 In other words. this paper examines interclass differences in average benefit, tax, and
net geneﬁt rates. It does not examine intraclass varfiations in benefits, taxes, and net
benefits.

2 See table A-11. Capital gains are not included in adjusted before tax-before transfer
income. The inclusion of retained corporate earnings makes the inclusion of capital gains
on corporate stock unnecessary. No satisfactory distributive series was available for capital
gains on assets other than corporate stock.

30 or a discussion of various ways of comparing progressivity, see Richard A. Musgrave
and Tun Thin, “Income Tax Progression, 1929-48,” Journal of Political Economy, 586,
December 1948, pp. 498-514.
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and benefits is compared as follows: First, all families are divided
into two welfare-ratio groups. Of two taxes, the tax with the lower
proportion paid by the lower welfare class is the more progressive
tax.®* Of two benefits, the benefit with the higher proportion received
by the lower welfare class is the more progressive benefit. If A is more
progressive than B independent of where the line between the lower
and upper welfare classes is drawn, then I will call A more progres-
sive than B. This means ‘that overall or on the average A 1s more
progressive than B; A may not be more progressive thaa B over all
parts of the welfare scale.”* On the other hand, if whethcr A is more
or less progressive than B depends upon where the line between the
lower and upper welfare classes is drawn, then A definitely is more
progressive than B over parts of the welfare scale and les: progressive
than B over other parts of the scale; in such a case A on the average
is not clearly either more or less progressive than B.

By looking at cumulative percentage distributions of A and B by
welfare classes, one can easily determine whether A on the average is
(1) more progressive than B, (2) less progressive than Ii, or (3) not
clearly either more or less progressive than B. For example, let us
examine the upward cumulative percentage distributions of tax A
and tax B. If for every  welfare interval (under .50, uniler .75, etc.)
A’s cumulative percentage is greater than (is less than) B’s cumulative
percentage, then tax A is less (more) progressive than tax B. If A’s
cumulative percentage is greater than B’s for some welfare intervals
and less than B’s for others, then tax A on the average i3 not clearly
either more or less progressive than tax B.

II. DistriBeTIONAL LEFFECTS OF OLD-AGE TRANSFER PROGRAMS

In this section of the paper the distributional effects of old-age
transfer programs are examined. The transfer programs analyzed here
are public assistance, veteran and military programs, social security,
government civilian and railroad pensions, and private eraployee pen-
sions. The next section of the paper examines income ta:: concessions
for the aged. '

A good feel for the quantitative significance of the various old-age
programs is necessary if one is to understand the distribu‘ional effects
of this set of programs; tables 2, 3, and 4 should serve this purpose.**

Each of the first five parts of this section (pts. A throtgh E) deals
with an individual old-age program. The sixth part (pt. -¥') compares
the five individual programs, and the seventh part (pt. (x) examines
the combined effects of these programs. The reader who wishes to get
a broad overview before turning to the more detailed analysis may wish
to read parts F and G first, then read parts A through E, and then
reread parts F and G. The reader who is interested only in getting a
broad overview may want to skip parts A through E and read only
parts F and G. .

&1 In effect, this paper uses the measure that Musgrave and Thin call Hability progression.

a2 If A i{s not more progressive than B over all parts of the scale, then in this case the
measure of average progression implicitly treats the welfare ratio as if i1 possesses some
cardinal properties.

83 Or almost every.

s Note that table 2 deals with nonaged and aged familles, and that ta)le 3 deals with
nonaged and aged beneflciaries. .
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A. PUBLIC ASSISTANCE

This section of the paper examines the redistributional effects of
the money payments’ categories of public assistance (PA) programs—
old-age assistance, aid to dependent children, aid to the blind, aid to
the permanently and totally disabled, and general assistance. As the
title implies, old-age assistance is made available only to persons aged
65 or over. Payments under each of the other programs go largely to
the nonaged. Because the SCE distributive series was for all PA
money programs combined, it was decided to include all these programs
in this analysis.

Cash benefits under all these programs are subject to a needs-
test; that is, only the needy receive payments. Each of these programs
is financed from general tax revenues. Thus, the important current-
redistribution aspect of the PA programs is quite obvious.

1. Transfer payments

The $3.3 billion of cash PA payments (average of calendar 1960
and calendar 1961 payments) was distributed among welfare classes
by the “Survey of gonsumer Expenditures” (SCE) public assistance
payments series. As one would expect, PA payments are highly con-
centrated in the lowest welfare classes; and are sharply progressive:
83 percent go to those with welfare ratios of less than 0.50 (tables 5
and 11).3° %

Nonaged and aged families receive 71 and 29 percent, respectively,
of the dollar amount of PA payments (table 2).*” However, the sums
received were much larger relative to income for the aged than for
the nonaged-—the average PA. benefit rate for the aged (PA transfer
payments divided by a(fjusted before tax-before transfer income) of
2.1 percent was 315 times the nonaged rate of 0.6 percent (table 5).
The following two facts explain this difference in average benefit rates.
First, the incidence of poverty is higher among the aged than among
the nonaged. Second, the proportion of aged poor receiving PA benefits
is greater than the proportion of nonaged poor receiving such benefits.
For both the aged and the nonaged PA payments are highly con-
centrated in the lowest welfare classes and are sharply progressive
(tables 5 and 11).

2. Taxes

Public-assistance payments are financed out of Federal, State, and
local general tax revenues. It was assumed that governments finance
PA programs by making proportional increases in their general
taxes.’® iccordingly, the Federal share of these PA taxes was dis-
tributed among welfare classes in proportion to Federal general tax
revenue. State and local shares were distributed by State general tax
revenue and local general tax revenue, respectively.

As can be seen In table 4, the $3.3 billion of PA taxes is made up
of sales and excise taxes (33 percent), Federal personal income taxes

& Because of various errors in the survey process, the SCE data probably somewhat under-
state the concentration of PA payments in the lowest welfare classes,
8 To get a better quantitative idea of the meaning of these welfare ratio intervals, see
e boroaat from the SCE, PA dat t th
ese percentages are from the . program data suggest that the aged receive
almost half of PA money payments (table 3). &
% Proportional to tax payment, not proportional to income.
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(80 percent), corporate income taxes (18 percent), property taxes (11
percent), State and local personal income taxes (5 percen;), and death
and gift taxes (3 percent). Federal and State-local income taxes were
distributed among welfare classes by the SCE Federal in:ome tax and
State-local income tax series, respectively. Sales and exclse taxes, one-
third of corporate income taxes, and one-half of property taxes were
distributed by the SCE total consumption series. Two-thirds of corpo-
rate income taxes were distributed by the SCE dividenis series and
one-half of the property taxes were distributed by the SCE property
tax on owner-occupted Kousing series.®® One hundred percent of death
and gift taxes was allocated to the 3.5-and-over welfar: class; two-
thirds was allocated to nonaged families.

PA taxes are sharply regressive from welfare ratio 0 to welfare
class 0.50-0.74, slightly regressive from class 0.50-0.74 o class 0.75-
0.99, proportional from 0.75-0.99 to 1.50-1.99 and slightly progressive
above 1.50 (table 5).* This pattern of tax rates results from the im-
portance of regressive sales and excise taxes in the lower welfare classes
and the importance of progressive income taxes in the upper welfare
classes.

Nonaged and aged families pay 86 and 14 percent of PA taxes,
respectively (table 2). However, the average PA tax rate for the aged
(PA taxes divided by adjusted before tax-before transfer income) of
1 percent exceeds the nonaged rate of 0.8 percent (table 5;.

3. Net benefits i

Public assistance net benefit equals PA transfer payments minus
PA taxes. For each welfare class under 1.00 the net benelit is positive;
that is, transfer payments exceeds taxes; for each class above 1.00
the net benefit is negative. The net benefit is progressive throughout
the welfare scale (table 5). '

For nonaged and aged families the net benefits are —$0.5 billion and
+$0.5 billion, respectively (table 2). The average net benefit rates
(net benefits divided by adjusted before tax-before transfer income)
are —0.1 percent for the nonaged and 1.1 percent for the aged (table
5). Each dollar of payments mnvolves a net benefit of -~15 cents for
the nonaged and a net benefit of +15 cents for the aged (table 2).
For the nonaged the net benefit is progressive throughout the welfare

scale (table 5).
B. VETERANS’ AND MILITARY PROGRAMS

Programs analyzed in this section are veterans’ compensation for
service-connected disabilities, veterans’ pensions for non-service-
connected disability, other money transfer payments to veterans (not
including veterans’ life insurance), and military pensions. Because
other money transfer payments to veterans were included in the SCE
distributive series, it was decided to include them in this analysis.

» Recent empirical studies of the incidence of the corporate income tar: reach conflicting
conclusions. For a brief discussion of some of these studles, see George F. Break's review of
“Bffects of Corporation Income Tax: Papers Presented at the Symposlum on Business
Taxation” (edited by Marian Kryzanlak) which apge&rs in the “Arnierlcan Economic
Review,” 57, June 1967, pp. 644-648. Only about three-fourths of O3E dividends are
recelved by individuals; the other one-fourth s recelved by nonprofit institutions, fiduci-
arles, noninsured pension funds, etc. Here I abstract from this problem and distribute all
;)fdlthl% u{lshifted corporate income tax by the SCE serles on dividends recelved by
ndividuals.

« Increasing the proportion of corporate income taxes distributed by consumption
decreases the average progressivity of public assistance taxes.

8$3-200—68—pt. 1I—-8
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Veterans’ pensions are needs-tested, but veterans’ compensation
and military pensions are not. All of these programs are financed from
Federal general tax revenues. Thus, the important current redis-
tribution aspect of the veterans’ programs (especially of veterans’
pensions) 1s obvious; although military pensions are in part a form
of deferred compensation, the military pension program has signifi-
cant current redistribution aspects.

1. Transfer payments

The $4.6 billion of veteran and military transfer payments was dis-
tributed among welfare classes by the SCE veteran and military trans-
fer payment series. Of this amount, veterans’ compensation makes up
45 percent, veterans’ pensions 31 percent, other veterans’ transfer
payments 8 percent, and military pensions 16 percent (table 3). Retire-
ment payments, disability income, and survivor benefits accounts
for 11, 60, and 20 percent, respectively (table 3).

Thirty-seven percent of the dollar amount of these benefits goes to
those with welfare ratios of less than .50 (table 11). These benefits are
progressive over most of the welfare scale (table 6). Because they are
needs-tested, veterans’ pensions are more progressive than other vet-
erans’ payments (compensation and miscellaneous) and military pen-
sions. Sther veterans’ benefits are more progressive than military pen-
sions, one reason for this being that many military pensioners retire
from military service in their middle years and then hold civilian
jobs while receiving military retirement pensions.* 2

Nonaged and aged families receive 68 and 32 percent, respectively, of
veterans, and military benefits (table 2). Nonaged families receive
about four-fifths of military pension benefits and about two-thirds of
veterans’ pension and compensation payments (table 3). The average
benefit rates for the nonaged and the aged are 0.9 and 8.2 percent,
respectively (table 6).

Benefits for the aged are much more concentrated in the lower wel-
fare classes than are benefits for the nonaged: 67 percent of aged
benefits go to those with welfare ratios of less than .50, while the
comparable figure for the nonaged is only 22 percent (table 11). The
following facts largely explain this difference. Military pensions (the
least progressive of these benefits) account for about one-fifth of
nonaged benefits, but for only about one-tenth of aged benefits. In
addition, the share of veterans pensions (the most progressive of
these benefits) in total veterans benefits is greater for the aged than
for the nonaged due to the fact that reaching age 65 is considered a
partial disability under the veterans pension program, and because
veterans benefits other than pensions and compensation go mainly to
the nonaged. For the nonaged benefits are progressive from 0 to
2.00-2.49 and irregular above 2. For the aged they are progressive
throughout the welfare scale (table 6).

2. Taxes

Veterans and military benefits are financed out of Federal genera)
tax revenues. It was assumed that the Federal Government finances

| 4 Table A-19 sheds more light on the progressivity of veterans’ pensions and compensa-
tions. ’

42Desglte the fact that the military pension data In table A-20 are considerably more
recent than the data on the other transfer programs, this table sheds some light on the
progressivity of military pensions. : -
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these programs by means of proportional increases in its yfeneral taxes.
Accordingly, taxes to support veterans and military senefits were
distributed among welfare classes in proportion to Federnl general tax
revenue. The $4.6 billion allocated to veterans and military programs
is composed of personal income taxes (56 percent), corporate income
taxes (29 percent), excise taxes (12 percent), and death ¢nd gift taxes
(3 percent).

Military pensions are partially subject to the Federa) personal in-
come tax. My crude estimate of the Federal income tax paid on mili-
tary pension income is $37 million.** The general rever ue needed to
finance the $4,610 million of veterans and military bencfits is $4,573
million ($4,610 million minus $37 million). Veteran and railitary taxes
:u)'e regressive from 0 to 0.75-0.99 and progressive above 0.75 (table
G .44

This tax rate pattern results from the importance of “egressive ex-
cise taxes and of the regressive forward-shi?ted part of the corporaie
income tax in the lower welfare classes and from the importance of the
progressive personal income tax and the progressive uashifted part
of the corporate income tax in the upper welfare classes,

Nonaged and aged families pay 85 and 15 percent of veterans and
military taxes, respectively. The average tax rate for tle aged of 1.5
percent exceeds the nonaged rate of 1.1 percent (table 6).

3. Net benefit

For each welfare class under 1.50 the net benefit is positive; for each
class above 1.50 it is negative. The net benefit is progressive throughout
the welfare scale (table 6).

Nonaged and aged families have net benefits of —$0.8 billion and
+$0.8 billion, respectively (table 2). The corresponding average net
benefit rates are —0.2 and +1.7 percent (table 6). For cach dollar of
payments made the nonaged have a net benefit of —18 cents and the
aged have a net benefit of +18 cents (table 2). Both the: nonaged and
zzgeglhaxse net benefits that are progressive throughout the welfare scale

table 6).

C. SOCIAL SECURITY

The social security system has the following characteristics. There
is no needs test, but there is a retirement test; employees .nd employers
pay earmarked taxes or contributions; on an individua' worker basis
there is a substantial link between amount of lifetime tax payments
and amount of lifetime benefit protection, but the link between taxes
and benefits is far from a quid pro quo link. In other words, the
OASDI system has important current redistribution aspects as well
as important insurance, saving, and lifetime redistribution aspects.

1. Transfer payments

The $11.9 billion of old-age, survivors, and disabi ity insurance
(OASDI) benefits was distributed among welfare classes by the
SCE social security benefit series. Seventy-two percent of this sum is

\ ¢ No attempt was made to estimate the State-local income tax paid o1 military pension
ncome.

4 Increasing the proportion of corporate income taxes distributed by consumption, i.e.,
shifted forward to consumers in the form of higher prices, reduces the avi:rage progressivity
of veteran-military taxes.
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composed of retirement benefits, with the remainder divided among
disability benefits (6 percent), and survivor benefits (22 percent)
(table 3). OASDI benefits are progressive throughout the welfare
scale (table 7). Fifty percent of the dollar amount goes to those with
welfare ratios of less than 0.50 (table 11).

Nonaged and aged families receive 24 and 76 percent of these bene-
fits, respectively, and the average benefit rates for the two groups are
0.8 and 19.4 percent (tables 2 and T). Retirement, disability, and sur-
vivor benefits among the nonaged account for one-fifth, one-fourth,
and one-half, respectively, of benefits received; retirement benefits ac-
count for seven-eighths of the aged benefits, with survivors benefits
making up the remainder (table 3). For both the nonaged and the
aged OASDI benefits are progressive throughout the welfare scale
(table 7).

2. Taxes

OASDI benefits are financed by the earmarked taxes paid by em-
ployers, employees, and self-employed persons, who contributed 47, 47,
and 6 percent, respectively, of the $12.1 billion collected (table 4).

In 1960 and 1961 employees and self-employed people paid OASDI
taxes on annual earnings up to $4,800 and employers paid taxes on the
first $4,800 paid to each of their employees. Contribution rates were
3 percent each for the employee and his employer and 4.5 percent for
the self-employed.

Aniong economists there is no consensus concerning the incidence of
earnings taxes. In this paper it is assumed that there is no shifting of
the OASDI employee and self-employment taxes, that half of the
OASDI employer tax is shifted forward to consumers in the form of
higher prices, and that half of the OASDI employer tax is shifted
hackward to employees in the form of lower wages and salaries.*
Accordingly, the self-employment tax was distributed among welfare
classes by the SCE series on OASDI self-employment taxes, the em-
ployee tax and half the employer tax were distributed by the SCE
series on OQASDI employee taxes, and the other half of the employer
tax was distributed by the SCE series on total consumption.

The backward shifting of one-half of employer taxes reduces wage
and salary income by $2.8 billion which, in turn, reduces Federal per-
sonal income tax collections by $0.6 billion (table 4).%¢

The OASDI system thus added $11.5 billion to Government receipts
($12.1 billion of earnings taxes minus the $0.6 billion reduction in

sersonal income taxes), raised Government expenditures by $11.9
éi]lion, and added $0.3 billion to the Government deficit and to spend-
able income (tables 2 and 4). Let us assume that, in order to compen-
sate for the aggregate demand effects of the OASDI system, the
Federal Government increases its tax collections $0.3 billion by mak-
ing proportional increases in its general taxes (table 4). The rationale

# Musgrave (loc. eit.) and Glllespie (loc. cit.) assume that one-half of Federal social
insurance employer contributions (as defined by the Office of Business Economics) is shifted
forward to consumers and the other half is shifted backward to employees. Newman (op.
cit.) assumes that two-thirds of OASDI employer taxes fall on consumers and one-third
falls on workers.

¢ No attempt was made to estimate the corresponding reduction in State-local personal
income tax collections. Similarly, no attempt was made to estimate the Increase in sales
and excise tax collections resulting from the forward shifting of the other half of employer
taxes.
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behind this assumption was discussed in section I-F. T'otal OASDI
contributions are referred to as the “unadjusted OASDI tax” and
contributions minus the decrease in Federal persona. income tax
(resulting from the partial backward shifting of the employer tax)
plus the increase in Federal general tax revenues (resuliing from the

roportional increases in Federal general tax rates) as he “adjusted

ASDI tax.”

The OASDI unadjusted tax moves irregularly between 0 and 0.75-
0.99 in the welfare scale, is slightly regressive from 0.75-0.99 to 2.50-
3.49, and is sharply regressive above 2.50 (table 7). The sharp
regression at the top of the scale results from the taxable earnings
limit and from the decline in the share of wage and saliry income in
total income as the welfare ratio increases.

The progressivity of the adjusted OASDI tax is very s.milar to (but
not identical with) that of the unadjusted tax. The adjusted tax moves
irregularly from 0 to 0.75-0.99, is slightly regressive from 0.75-0.99 to
2.50-8.49, and is sharply regressive above 2.50 (table 7)

Nonaged families pay 93 percent of all OASDI taxes (table 2). As
might be expected, in view of the difference in employment rates, the
average adjusted tax rate for the nonaged (3.1 percent) exceeds the
aged rate (1.8 percent) (table 7).

3. Net benefit

OASDI unadjusted net benefit equals OASDI benefits minus un-
adjusted OASDI taxes, and OASDI adjusted net henefit equals
OASDI benefits minus adjusted OASDI taxes. Since the redistribu-
tional effects of unadjusted OASDI net benefits and adjisted OASDI
net benefits are quite similar, the following discussion “vill deal only
with adjusted net benefits.

The net benefit is positive for each welfare class under 1.00 and
negative for classes above this level. It is progressive fiom 0 to 1.50-
1.99, proportional from 1.50-1.99 to 2.50-3.49, and regressive above
2.50 (table 7).

For nonaged and aged families the net benefits are —$8.2 billion
and +$8.2 billion, respectively, and the corresponding average net
benefit rates are —2.3 and 17.6 percent (tables 2 and 7). For each dol-
lar of benefits paid, the nonaged have a net benefit of --69 cents and
the aged have a net benefit of +69 cents (table 2).

Tor each welfare class under 0.75 the net benefit of the nonaged is
positive; for each class above 0.75 the net benefit is aegative. The
net benefit for the aged is positive in all welfare classes. The net
benefit is progressive from 0 to 1.00-1.49, proportion\u from 1.00-
1.49 to 2.50-3.49, and regressive above 2.50 for the nonaged and pro-
gressive throughout the scale for the aged (table 7).

D. GOVERNMENT CIVILIAN AND RAILROAD PENSIONS

Analyzed in this section are pensions for Federal Government civil-
ian employees, State and local government employees, and railroad
workers.

These programs have the following characteristics There is no
needs-tests; employees and employers pay earmarked taxes or con-

47 Incrensing the proportion of the employer tax which is distributel by consumption
increnses the average regressivity of the social security tax.
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tributions; on an individual worker basis there is a substantial link
between amount of lifetime tax payments and amount of lifetime bene-
fit protection, but the link between taxes and benefits is certainly not
a quid pro quo link. In other words, these programs have important
current redistribution aspects as well as important insurance, saving,
lifetime redistributive, and deferred compensation aspects. In the
government employee pension programs the current redistribution
aspect probably has less importance relative to these other economic
aspects than in the social security system.

1. Transfer payments

The $3 billion of government civilian and railroad benefits was
distributed among welfare classes by the SCE government civilian
and railroad benefits series. Federal pensions make up 30 percent of
this total, State-local pensions 38 percent, and railroad pensions 33
percent (table 3). Retirement, disability, and survivor benefits ac-
count for 69, 14, and 17 percent of this sum, respectively (table 3).
Fifty-four percent of benefits go to those with welfare ratios of less
than.50 (table 11). The benefits are progressive throughout the welfare
scale (table 8) .48

Nonaged and aged families, respectively, receive 29 and 71 percent of
these benefits and the average benefit rates for the two groups are 0.2
and 4.5 percent (tables 2 ang 8). For the nonaged benefits are progres-
sive from 0 to 1.00~1.49, roughly proportional from 1.00-1.49 to 2.50-
3.49, and progressive above 2.50; for the aged they are progressive from
0 to 0.75-0.99, slightly regressive from 0.75-0.99 to 1.50-1.99, and pro-
gressive above 1.50 (table 8).

2. Taxes

Benefits for government civilian and railroad workers, are financed
out of earmarked contributions by employers and employees. State-
local, Federal, and railroad contributions account for 55, 33, and 12
percent, respectively, of the combined $4.9 billion total (table 4). We
denote these government civilian and railroad earnings taxes as the
“unadjusted government and railroad tax.” Of the $4.9 billion, em-
ployee and employer contributions account for 40 and 60 percent, re-
spectively (table 4). In 1960 and 1961, the railroad tax rates were
applied to earnings up to $400 a month. The tax rate applied to both
employees and employers was 6.75 percent. The Federal civil service
tax rate, applied to total earnings, was 6.5 percent each for the em-
ployee and the Government. Under State-local pension programs tax
bases and rates vary among States; the most usual tax base was total
earnings.

In this paper it is assumed that there is no shifting of the govern-
ment civilian and railroad employee taxes and that all of the employer
taxes are shifted backward to employees in the form of lower wage and
salary income.®® % Accordingly, employee and employer taxes are dis-

48 Table A—18 sheds some light on the progressivity of railroad pensions.

40 Railroad taxes might in part be shifted forward to consumers; government employer
taxes might be shifted in part to general taxpayers via higher general taxes or to the
beneficiaries of general government expenditures via lower real government expenditures.

5 Newman (op. cit.) assumes that these employer taxes fall entirely on employees,
Musgrave (loc. cit.) and Gillespie (loc. c¢it.) assume that one-half of Federal social
insurance employer contributions and all of State-local social insurance employer con-
tributions fall on workers and that omne-half of Federal social Insurance employer
contributions fall on consumers.
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tributed among welfare classes by the SCE series on government
civilian and railroad employee contributions.

Government civilian pensions are taxable in part under the Federal
personal income tax. My crude estimate of the Federal income tax paid
on government civilian pension benefits is $0.06 billion (table 4). The
backward shifting of government and railread employer :axes reduces
wage and salary income by $2.94 billion, which in turn recuces Federal
personal income tax collections by $0.67 billion (table 4).

The government civilian and railroad pension systens thus add
$4.30 billion to government receipts ($4.91 billion of esrnings taxes
plus $0.06 billion of Federal personal income tax minus $0.67 billion
of Federal personal income tax not paid due to the backward shifting),
$2.98 billion to government expenditures, and $1.32 billion to the
Federal-State-local government surplus and subtract $1.3¢ billion from
spendable income (tables 3 and 4). The State-local and Federal civilian
systems contribute $1.2 billion and $0.6 billion, respect.vely, to this
surplus; on the other hand, the railroad system reduces this surplus
by $0.4 billion (tables 3 and 4).

It was assumed that the Federal Government reduces :ts tax collec-
tions $1.82 billion (by making proportional decreases in its general
taxes) in order to offset the geﬂa.tionary effects of the $1.32 billion
surplus (table 4).5* We denote the earnings tax as the “unadjusted
Government and railroad tax” and the earnings tax plus the increase
in Federal personal income tax (resulting from the taxing of Govern-
ment pensions) minus the decrease in Federal personal income tax
(resulting from the backward shifting of the employe: tax) minus
the decrease in Federal general tax revenue (resulting irom the pro-
portional decrease in Federal general tax rates) as the “adjusted Gov-
ernment civilian and railroad tax.”

Unadjusted Government and railroad taxes are progressive from 0 to
2.50-3.49 and regressive above 2.50 (table 8). Because of its limit on
taxable earnings, the railroad tax is probably more rezressive than
the Federal and State-local earnings taxes.

The adjusted tax totals $3 billion, or $1.9 billion ‘ess than the
unadjusted tax (table 2). Like the unadjusted tax, the adjusted tax is
progressive from 0 to 2.50-3.49 and regressive above 2.50 (table 8).
For the two welfare classes under 0.50 the adjusted tax is negative due
to the reduction in Federal general tax revenue.

Nonaged families pay 94 percent of unadjusted taxes and 97 percent
of adjusted taxes (table 2). The average unadjusted and adjusted tax
rates for the nonaged are 1.3 percent and 0.8 percent, resdectively ; the
comparable figures for the aged are 0.6 percent and 0.2 percent, re-
spectively (table 8).

3. Net benefit

For all families the government civilian and railroad unadjusted
and adjusted net benefits are —$1.9 billion and $0 billion (table 2).
For each welfare class under 1.00 the unadjusted or adjusted net
benefit is positive; for each class above 1.00 the net benefit is negative
(table 8). The unadjusted or adjusted net benefit is progressive from
0 to 2.50-3.49 and regressive above 2.50 (table 8).

51 For a discussion of this offsetting action, see section I-F above.
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For nonaged families the unadjusted and adjusted net benefits are
—$3.8 billion and —$2 billion, respectively; the comparable figures
for the aged are +$1.8 billion and +$2 billion (table 2). The average
unadjusted and adjusted net benefit rates for the nonaged are —1 per-
cent and — 0.6 percent, respectively ; for the aged the comparable rates
are +3.9 percent and +4.3 percent, respectively (table 8). Each
dollar of benefits paid represents unadjusted and adjusted net benefits
of —1926 cents and - 68 cents, respectively, for the nonaged; and
+61 cents and + 68 cents, respectively, for the aged (table 2).

The adjusted net benefit of the nonaged is positive for each welfare
class under 1.00; above this level it is negative. The adjusted net benefit
of the aged is positive in eight classes and near zero in the 2.50-3.49
class. For the nonaged the adjusted net benefit is progressive from 0 to
2.50-3.49 and regressive above 2.50. The adjusted net benefit for the
aged is progressive from 0 to 0.75-0.99, proportional from 0.75-0.99 to
1.50-1.99, progressive from 1.50-1.99 to 2.50-8.49, and regressive above
2.50 (table 8).

E. PRIVATE EMPLOYEE PENSIONS

Private employee pensions generally have the following character-
istics. There is no needs test; employees and/or employers make ear-
marked contributions; on an individual worker basis there is a sub-
stantial link between amount of lifetime contributions and amount
of lifetime benefit protection, but the link between contributions and
benefits is typically not a quid pro quo link because of past-service
credits, and so forth. In other words, the private pension system has
important current redistribution aspects as well as important insur-
ance, saving, lifetime transfer, and deferred compensation aspects.

1. Transfer payments

Retirement benefits probably account for more than nine-tenths of
the $1.8 billion of private pension benefits, distributed among welfare
classes by the SCE private pension benefits series (table 3). Only 15
percent of the dollar amount of these benefits goes to those with welfare
ratios of less than 0.50; 21 percent goes to those with welfare ratios of
3.50 or over (table 11). These benefits are progressive from 0 to 1.50—
1.99; above 1.50 benefit rates move irregularly, probably due mainly to
sampling variability (table9).

Nonaged and aged families, respectively, receive 25 and 75 percent
of private pension benefits and the average transfer rates for the two
groups are 0.1 and 2.9 percent (tables 2 and 9). For the nonaged, bene-
fits are progressive from 0 to 0.75-0.99, move irregularly between 0.75-
0.99 and 2.50-3.49, and are progressive above 2.50; for the aged, bene-
fits are generally progressive from 0 to 1.50-1.99 and move irregularly
above 1.50 (table 9).

2. Contributions

Earmarked employees and employer contributions finance private
pensions and account for 13 and 87 percent, respectively, of the $5.4
billion of private pension contributions (table 4).

In this paper it is assumed that there is no shifting of employee
contributions, that one-half of the employer contributions are shifted
backward to employees in the form of lower wage and salary income,
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and that one-half of the employer contributions are shi:ted forward
to consumers in the form of higher prices. Employee contributions
were distributed among welfare classes by the SCE saries on em:
ployee private pension contributions. Assuming employer contribu-
tions to contributory pension plans to be twice employee :ontributions
(before refunds) to such plans, my estimate of such employer con-
tributions is $1.6 billion. One-half of this $1.6 billion was distributed
by the SCE series on employee contributions. The average wage of
firms with contributory pﬁms is higher than that of firms with non-
contributory plans. Thus, casual empiricism suggests that the back-
ward-shifted part of employer contributions to noncontributory plans
($1.6 billion) is less progressively distributed than tle backward-
shifted part of employer contributions to contributory plans, but it
probably is more progressively distributed than total money wage
and salary income. With this in mind, it was decided to distribute
one-half of this $1.6 billion by employee contributions and one-half
by total money wage and salary income. The remainder of employer
contributions ($2.4 billion) was distributed by the SCE series on
total consumption.

Private pensions are in part taxable under the Fedoral personal
income tax. My crude estimate of the Federal income tax paid on
private pensions benefits is $0.13 billion (table 4). The backward
shifting of private pension employer contributions reduces wage and
salary income by $2.37 billion, which in turn reduces Federal personal
income tax collections by $0.54 billion (table4).

On the one hand, the private pension system via bencfit payments
adds $1.76 billion to total spendable income; on the o:her hand, it
subtracts $5.03 billion ($5.44 billion of contributions plus: $0.13 billion
of Federal personal income tax minus $0.54 billion of Fec eral personal
income taxes) from spendable income (tables 2 and ). Thus, on
balance, the private pension system subtracts $3.27 billion ($5.03 bil-
lion minus $1.76 billion) from spendable income.

This $3.27 billion reduction in spendable income normally has a
deflationary effect on the economy. In this study, it was assumed that
the Federal Government reduces its tax collections $3.27 billion (by
making proportional decreases in its general taxes) in crder to offset
the deflationary effects of this $3.27 billion reduction in spendable
income (table 4).52 We denote the earnings contributions as the “unad-
justed private pension contribution,” and the earnings contributions
plus the increase in Federal income tax (resulting from the taxing of
private pensions) minus the decrease in Federal income tax (resulting
from the backward shifting of the employer contributicn) minus the
decrease in Federal general tax revenue (resulting frora the propor-
tional decrease in Federal general tax rates) as the “adjusted private
pension contribution.”

The unadjusted and adjusted contributions total $5.4 billion and
$1.8 billion, respectively (table 2). Unadjusted private pension con-
tributions are regressive from 0 to 0.50-0.74 in the scal:, progressive
from 0.50-0.74 to 1.50-1.99, and proportional above 1.50; adjusted
private pension contributions are regressive from 0 to 0.50-0.74, pro-

52 For a discussion of this offsetting action, see sec. I-F above.
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gressive from 0.50-0.74 to 1.50-1.99, proportional from 1.50-1.99 to
2.50-3.49, and regressive above 2.50 (table 9).%

Nonaged families pay 93 percent of unadjusted contributions and
101 percent of adjusted contributions (table 2).** The average un-
adjusted and adjusted contribution rates for the nonaged are 1.4 and
0.5 percent, respectively; the comparable figures for the aged are 0.9
percent and —0.1 percent (table 9).

3. Net benefit

For all families unadjusted and adjusted private pension net benefits
are —$3.7 billion and $0 billion (table 2). For each welfare class be-
tween 0 and 0.99 the unadjusted net benefit is positive; for each class
above 1.00 the net benefit is negative. For each welfare class under
1.50 and for the 3.50-and-over class the adjusted net benefit is positive ;
for each class between 1.50 and 3.49 the net benefit is negative. The
unadjusted net benefit is progressive from 0 to 2.50-3.49 and regressive
above 2.50; the adjusted net benefit is progressive from 0 to 1.50-1.99,
roughly proportional from 1.50-1.99 to 2.50-3.49, and regressive above
2.50 (table 9).

For nonaged families the unadjusted and adjusted net benefits are
—$4.6 and — $1.3 billion, respectively; the comparable figures for the
aged are +$0.9 billion and +$1.3 billion (table 2). The average un-
adjusted and adjusted net benefit rates for the nonaged are —1.3 and
—0.4 percent, respectively, and for the aged the comparable rates are
+2.0 and +2.9 percent (table 9). For each dollar of benefits paid, the
nonaged have unadjusted and adjusted net benefits of —260 and —76
cents, respectively; the comparable figures for the aged are +52 and
+ 76 cents, respectively (table 2).

The nonaged have a negative net benefit for each welfare class 0 and
over. The net benefit of the aged is positive in each class 0 or above.
Tor the nonaged the adjusted net benefit is progressive from 0 to 1.50-
1.99, roughly proportional from 1.50-1.99 to 2.50-3.49, and regressive
above 2.50. The adjusted net benefit for the aged is roughly propor-
tional from 0 to 0.75-0.99, progressive from 0.75-0.99 to 1.50-1.99, and
moves irregularly above 1.50 (table 9).

F. COMPARISON OF PROGRAMS

1. Transfer payments

Public assistance benefits are sharply progressive; social security
and government employee-railroad worker benefits are progressive
throughout the welfare scale; those for veterans and military person-
nel are progressive from 0 to 2.00-2.49 and irregular above 2.00; and
those paid under private pensions are progressive from 0 to 1.50-1.99
and irregular above 1.50 (table 10). Benefits range from most to least
progressive in the following order: (1) public assistance, (2) and (3)
social security and payments to Government civilian workers and
railroad employees, (4) benefits for veterans and the military, and
(5) private pensions (table 11).

8 Inereasing the proportion of the contributions distributed by consumption decreases
thelr average progressivity.

5 Due to the decrease in Tederal general tax rates, the adjusted contribution of the
aged is negative.
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For nonaged families public assistance benefits are sharply progres-
sive; social security benefits ave progressive throughout the welfare
scale; veterans and military pensions are progressive in the 0 to 2.00-
2.49 range and irregular above 2.00; benefits for government civilian
workers and railroad employees are progressive from () to 1.00-1.49
and irregular above 1.00; and private pension benefits are progressive
from 0 to 0.75-0.99 and irregular above 0.75 (table 10). "“he following
order develops when these benefits are ranked from most progressive
to least progressive: (1) public assistance, (2) social security, (3)
Government civilian-railroad, (4) veteran-military, and (5) private
pension (table 11).

For aged families public assistance benefits are sharply progressive;
social security benefits are progressive throughout the “velfare scale;
government-railroad and veteran-military benefits ar: progressive
over most of the welfare scale; private pension benefits a e progressive
from 0 to 1.50-1.99 and irregular above 1.50 (table 10). The rank of
aged benefits from most to least progressive is as follows: (1) public
assistance, (2) veteran-military, (3) and (4) government-railroad
and social security, and (5) private pension. Note that for the nonaged
veteran-military benefits are fourth most progressive and for the aged
they are second most progressive (table 11).

2. Taxes on contributions
Unadjusted taxes paid by government and railroad >mployees are

progressive except at the very top of the welfare scale. Unadjusted
social security taxes, on the other hand, are roughly proportiona{ over
the lower 1f)art of the scale and regressive over the upper part and
veteran-military and public assistance taxes are regressive over the
lower part and over the upper part they are progressive (table 12).
Private pensions contributions are regressive over the lower fourth
of the scale, progressive over the next fourth, and proportional over
the upper half of the scale. When ranked from most to least progres-
sive over the lower half of the welfare scale (under 1.50) the taxes or
contributions fall within the following order: (1) goverrment civilian-
railroad systems, (2) veteran-military systems, (3) private pensions,
and (4) and (5) social security and public assistance.’® 5> Ranking the
taxes or contributions over the upper half of the scale (.50 and over)
produces the following most-to-least progressive patterr : (1) veteran-
military, (2), (3), and (4) unadjusted private pensicn, unadjusted
government civilian-railroad, and public assistance, and (5) unad-
justed social security tax.5” The latter is clearly the mrost regressive
of these five taxes and contributions (table 13).

After adjustment, the government-railroad tax is progrressive except
at the very top of the welfare scale; the social security tax is roughly
proportional over the lower part of the scale and regressive over the
upper part; the private pension contribution is regressive over the

s In other words for each lower interval (under 0.50, under 0.75, und:r 1.00, and under
1.50) the ratios shown in table 13 are larger for social security and public assistance than
for the other three programs.

& Changes in shifting assumptions can cause major changes in projression rankings,
For example. If full backward shifting of the private pension employet contribution had
been assumed, the private pension contribution would have been more progressive thkan
veteran-military taxes and as progressive as government-railroad taxes.

67 In other words. for each upper interval (under 3.50, under 2.50, and under 2.00) the
ratios shown in table 13 are smaller for veteran-milifary than for the otlier four programs.
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lower fourth of the scale, progressive over the next fourth, propor-
tional over most of the upper half, and regressive at the very top
(table 14). In the lower half of the scale, a most-to-least progressive
ranking lists the taxes and contributions in this order: (1) government-
railroad, (2) veteran-military, and (3), (4), and (5? private pension,
public assistance, and social security. An upper-half ranking results
in the following realinement: (1) veteran-military, (2) and %3) gov-
ernment-railroad and public assistance, (4) social security, and (5)
private pension (table 12). Unlike the case before adjustment, the pri-
vate pension contribution is the most regressive (table 15).

3. Net benefit

Public assistance and veteran-military net benefits are progressive
throughout the welfare scale ; government-railroad net benefits, wheth-
er adjusted or unadjusted, and the unadjusted private pension net
benefit are progressive except at the very top of the scale; the adjusted
private pension net benefit and the adjusted or unadjusted social secur-
ity net benefit are progressive over the lower part of the scale, propor-
tional over most of the upper part, and regressive at the very top
(tables 16 and 17).

In this paper the progressivity for all families of different adjusted
net benefits is compared as follows. Let us divide all families into two
welfare ratio groups. Of two net benefits, I denote the net benefit with
the higher ratio of net benefit for the lower welfare class to total benefit
for all welfare classes combined as the more progressive net benefit. If
net benefit A is more progressive than net benefit B, independent of
where the line between the lower and upper welfare classes is drawn,
then I will call A more progressive than B. This means that on the aver-
age A is more progressive than B. On the other hand, if whether
A is more or less progressive than B depends upon where the line
between the Jower and upper welfare classes is drawn, then I will say
that A on the average is not clearly either more or less progressive
than B.

By looking at cumulative distributions by welfare classes of the
ratios of A and B to total benefits, one can easily determine whether
A on the average is (1) more progressive than B, (2) less progressive
than B, or (8) not clearly either more or less progressive than B. For
example, let us examine the upward cumulative distributions of these
ratios for A and B which are shown in table 18. If for every welfare
interval %8 A’s cumulative sum is greater than (is less than) B’s cumu-
lative sum, then A is more (less) progressive than B. For example, the
social security net benefit is more progressive than the private pension
net benefit. If A’s cumulative sum is greater than B’s for some welfare
ratio intervals and less than B’s for others, then A on the average is
not clearly either more or less progressive than B. For example, the
social security net benefit is not clearly either more or less progressive
than the veteran-military net benefit.

Ranking adjusted net benefits over the lower half of the welfare
scale (under 1.50) prodnces the following most-to-least progressive
pattern: (1) public assistance, (2) government-railroad, (3) social
security, (4) veteran-military, and (5) private pension. The following

58 Or almost every.
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order develops when these net benefits are ranked over the upper half
of the scale (1.50 or over) : (1) public assistance, (2) veteran-military,
(8) government-railroad, (4) social security, and (5) private pension.
Clearly, the public assistance net benefit is the most progressive and the
private pension net benefit is the least progressive of these five net bene-
fits (table 18).

When the nonaged are considered separately, the ne: benefits for
public assistance and veteran-military programs are progressive
throughout the welfare scale; the unadjusted or adjusted social
security net benefits are progressive over the bottom par: of the scale,
roughly proportional over most of the upger part, and regressive at
the very top; the private pension net benefit is progressive over most
of the scale before adjustment, and afterward is progressive over the
lower part, roughly proportional over most of the upper part, and
regressive at the very top; the government-railroad net henefit, before
and after adjustment, is progressive over the lower part of the scale
and roughly proportional over the upper part (tables 16--17).

For the aged, (unadjusted or adjusted) social security and veteran-
military net benefits are progressive throughout the welfare scale; the
(unadjusted or adjusted) private pension net benefit is irregular over
the lower part of the scale, progressive in the middle part, and irregu-
lar in the upper part ; the public assistance net benefit is progressive in
the lower part of the scale, proportional over most of tl'e upper part,
and progressive at the top; and the government-railroad net benefit is
progressive in the lower part of the scale, proportional in the middle
part, progressive over most of the upper part, and regressive at the
very top (tables 16 and 17).

G. COMBINED OLD-AGE INCOME ASSURANCE PROGRAMS

1. Transfer payments

Social security benefits account for 48 percent of the combined bene-
fits of $24.5 billion ; veterans and military benefits for 19 percent; pub-
lic assistance benefits, 14 percent; Government employes and railroad
benefits, 12 percent; and private pension benefits, g percent (table 2).
Benefits for retirement, disability, survivors, and public assistance
account for one-half, one-sixth, one-sixth, and one-seventh, respec-
tively, of the total amount (table 3).

Fifty percent of the dollar amount of these benefits goes to those
with welfare ratios of less than 0.50; these benefits ave progressive
throughout the welfare scale (tables 11 and 19).

Sixty percent of these benefits go to aged families and the remain-
der to the nonaged ; the average transfer rates for the two groups are
32.2 and 2.6 percent, respectively (tables 2 and 19). 'The combined
benefits of the nonaged include public assistance benefits (one-fourth),
veterans and military benefits (one-third), social security benefits
(one-third), government, civilian and railroad benefit;s (one-tenth),
and private pension benefits (one-twentieth). Combincd benefits are
distributed among the aged in the following proporticns: public as-
sistance benefits (one-fifteenth), veterans and military benefits (one-
tenth), social security benefits (six-tenths), governmen'; and railroad
benefits (one-seventh), and private pension benefits (one-twelfth)



120 OLD AGE INCOME ASSURANCE—PART II

(table 2). Retirement benefits and those payable to the disabled, sur-
vivors, and public assistance recipients account for one-fifth, one-third,
one-fourth, and one-sixth, respectively, of benefits to the nonaged:
the comparable proportions for the aged are seven-tenths, one-twelfth,
one-tenth, and one-tenth (table 3).

Forty percent of nonaged benefits go to those with welfare ratios
of less than 0.50; the comparable figure for the aged is 57 percent
(table 11). Benefits for both the nonaged and the aged are progressive
throughout the welfare scale (table 19).

2. Taxes

As shown in table 2 social security taxes represent 40 percent of the
$30.4 billion total in unadjusted taxes and contributions and the re-
mainder is accounted for by public assistance (11 percent), veterans’
and military taxes (15 percent), government civilian and railroad
taxes (16 percent), and private pension contributions (18 percent).*®
Seventy-four percent of the total is obtained through payroll taxes or
contributions and 26 percent from general revenues (table 4). The
unadjusted tax is regressive from 0 to 0.50-0.74 in the welfare scale,
progressive from 0.50-0.74 to 1.50-1.99, proportional from 1.50-1.99 to
2.50-3.49, and regressive about 2.50 (table 19).

Of an adjusted tax total of $24.5 billion, payroll receipts, general
tax revenues, the increase in Federal income tax due to the taxing of
pensions, and the decrease in Federal income tax due to the backward
shifting of employer taxes account for 92, 15, 1, and —7 percent, re-
spectively (table 4).%° The adjusted tax is regressive from 0 to 0.50-
0.74 in the scale, progressive from 0.50-0.74 to 1.50-1.99, and regressive
above 1.50 (table 19).

Nonaged families pay 91 percent of unadjusted taxes and 92 percent
of adjusted taxes (table 2). The average unadjusted and adjusted tax
rates for the nonaged are 7.7 percent and 6.3 percent, respectively ; the
comparable rates for the aged are 5.7 percent and 4.4 percent (table 19).

3. Net benefit

For all families the unadjusted and adjusted net benefits are —$5.9
billion and $0 billion, respectively (table 2).5* For each welfare class
under 1 the unadjusted or adjusteg net benefit is positive ; for each class
above 1 the net benefit is negative. The unadjusted or adjusted net bene-
fit is progressive from 0 to 2.50-3.49 and regressive above 2.50 (table
19).

)For nonaged families the unadjusted and adjusted net benefits are
—$18.1 billion and —$12.8 billion, respectively ; the comparable figures
for the aged are +$12.2 billion and +$12.8 billion, respectively (table
2). The average unadjusted and adjusted net benefit rates for the non-
aged are —5 percent and —3.6 percent, respectively; for the aged the
comparable rates are +26.4 percent and +27.7 percent (table 19). For
each dollar of benefits paid the nonaged have unadjusted and adjusted

5 The combined unadjusted tax inclndes the public assistance tax, the veteran-military
tax, the unadjusted social security tax, the unadjusted government-railroad tax, and
unadjusted private pension contributions.

e The combined adjusted tax includes the public assistance tax, the veteran-military tax.
the adjusted social security tax, the adjusted government-railroad tax, and adjusted
private pension contributions, .

6t The combined unadjusted net benefit equals the combined benefit minus the combined
unadjusted tax; the combined adjusted net benefit equals the combined benefit minus the
combined adjusted tax.
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net benefits of —74 cents and — 52 cents, respectively; the comparable
figures for the aged are +50 cents and +52 cents (table 2).

The unadjusted or adjusted net benefit is positive for eich nonaged
welfare class below 0.75; for higher classes the net benefit. is negative.
The unadjusted net benefit of the aged is positive in ecight classes
and negative in the 3.50 and over class; the adjusted net benefit is
positive in all nine classes. Among the nonaged the unadjusted or
adjusted net benefit is progressive from 0 to 2.50-3.49 in the welfare
scale and regressive above 2.50; the unadjusted or adjusted net benefit
for the aged is progressive throughout the scale (table 19'.

ITI. DistrisuTioNAL ErrecTs oF IncoMe Tax CONCESSIONS FOR THE
Acep

In this section of the paper the distributional effects of income tax
concessions for the aged are examined. The tax concessions analyzed
here are the exemption for social security and railroad ber efits, the age
exemption, the retirement income credit, and the special medical de-
duction for the aged. In addition, tax concessions for private pension
plans are discussed briefly. These tax concession programs are all
financed from general tax revenues and clearly have important current
redistribution effects. For three of these tax concession programs (age
exemption, retirement income credit, and special medicil deduction’
for the aged) I had to rely on data from the Internal Reveiue Service’s
Statistics of Income volumes,

Tables 20 and 23 should give the reader a good feel for “he quantita-
tive significance of the various old-age transfer programs. Note that
table 20 deals with nonaged and aged families and that tible 23 deals
with nonaged and aged tax-return units.

A. TAX EXEMPTION FOR SOCIAL SECURITY AND RAILROAD EMPLOYEE
BENEFITS

Social security and railroad employee benefits are exempt from tax-
ation under the Federal personal income tax. Many economists on
equity grounds favor taxing that portion of social security and rail-

- road retirement pension income which is not a return of tl e employee’s
contributions; they disagree as to the proper tax treatment of soeial
security and railroad survivor and disability benefits. This paper
presents some crude estimates of the effects of substitutin,y the present
tax treatment provisions for a representative set of “proper” provi-
sions. This “proper” set of provisions exempt disability benefits and
10 percent of retirement ang survivor benefits; this 10 percent is as-
sumed to be a return of employee contributions, The 1emainder of
retirement and survivor benefits is not exempt from tasation.

1. Tax benefits

Exempting 90 percent of social security and railroad retirement
and survivor benefits decreases Federal personal income tax revenue
by $0.8 billion a year, with the tax loss on social securit:s benefits ac-
counting for about 95 percent of the total (table 20). T iis tax bene-
fit is regressive from 0 to 0.50-0.74 in the welfare scale and progressive
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above 0.50; it is less progressive than public assistance benefits, social
security benefits, veteran-military benefits, and government-railroad
benefits; it is not clearly more or less progressive than private pension
benefits (fables 20 and 21).

Nonaged and aged families receive one-third and two-thirds, respec-
tively, of the money value of this tax benefit (table 20). The average
transfer rates for the two groups are 0.1 and 1.1 percent, respec-
tively. For the nonaged this tax benefit is regressive from 0 to 0.50-0.74
and progressive above 0.50; for the aged it is regressive from 0 to 0.75-
0.99 and progressive above 0.75.

2. Taxes

TFederal tax benefits of this nature are financed out of Federal gen-
eral tax revenues. It was assumed that the Federal (Government fi-
nances this benefit by making proportional increases in its general
taxes. Accordingly, $0.8 billion of taxes was distributed among welfare
classes in proportion to Federal general tax revenue. Federal general
tax revenue is regressive from 0 to 0.75-0.99 and progressive above
0.75 (table 20).

3. Net benefits

This tax concession net benefit is already included as part of the
social security and government-railroad net benefits. Hence, in calcu-
lating combined net benefits, one should be careful not to count it
twice.

For each welfare class from 0.50 to 1.99 the net benefit is positive;
for all others it is negative. The net benefit is regressive from 0 to 0.50-
0.74 and progressive above 0.50 (table 20). It is less progressive than
the public assistance, veteran-military, and government-railroad net
benefits, but it is not clearly either more or less progressive than the
social security and private pension net benefits (table 22).

For nonaged ang aged families the net benefits are —$0.4 billion
and +$0.4 billion, respectively, and the average net benefit rates for
the two groups are —0.1 percent and +0.9 percent. For each dollar of
tax benefits, the nonaged have a net benefit of —52 cents and the aged
have a net benefit of +52 cents (table 20).

The net benefit for the nonaged is regressive from 0 to 0.50-0.74 in
the scale and progressive above 0.50; for the aged it is regressive from
0 to 0.75-0.99 and progressive above 0.75 (table 20).

B. TAX CONCESSIONS FOR PRIVATE PENSIONS

Under present tax law employer contributions to qualified private
pension plans are deducted from employer taxable income and are not
included in employee taxable income. In addition, the investment in-
come of private pension trust funds is not taxable. On tax equity
grounds many economists favor including vested employer contribu-
tions in employee taxable income and disallowing the deductibility
of nonvested employer contributions from employer taxable income;
in addition, they favor taxation of the investment income of the pri-
vate pension trust funds.

In 1960-61 employer contributions to private pension plans totaled
$4.7 billion. Most of these contributions were not vested to employees.
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The tax-exempt investment income of private pension funds amounted
to approximately $1.9 billion. Thus, these tax concessions a e quantita-
tively quite significant.

The distributional effects of these tax concessions or of removing
these concessions are quite uncertain. Removing the deductibility of
nonvested employer contributions from employer taxable income could
have one or more of the following effects: (1) Employers would sub-
stitute vested contributions for nonvested contributions; (2) employ-
ers would substitute wage payments for nonvested contributions; (3)
employers would reduce nonvested contributions without increasing
vested contributions or wage payments; (4) employers vould shift
the increase in corporate income tax due to the removal of deductibil-
ity backward to employees; and (5) employers would shift the in-
crease in corporate income tax forward to consumers. Taxing the in-
vestment income of private pension funds could have one or more of
the following effects: (1) Pension bencfits would be veduced; (2)
pension contributions would be decreased (or increased) ; and (3) fund
balances would be decreased.

This paper does not present any distributional estimatos for these
tax concessions. The reader, if he wishes, can construct such estimates
on the basis of data which appear in the appendix of this paper.

C. AGE EXEMPTIONS |

Taxpayers and spouses aged 65 or over receive additions.] $600 Fed-
eral income tax exemptions. This section of the paper anayzes the re-
distributional effects of these age exemptions,

1. Tax benefits

Age exemptions decrease Federal personal income tax revenue by
$590 million annually (table 23). This tax benefit is regressive for ad-
justed gross incomes (AGI) of from $0 to $2,000-$2,999, progressive
from $2,000-$2,999 to $8,000-$9,999, and regressive above $3,000 (table
24).

Persons filing tax returns with one or more age exemptions receive
100 percent of this tax benefit. For aged returns the benefit is re-
gressive from $0 to $2,000-$2,999 and progressive above $2,000 (table
24).

9. Taxes

It was assumed that the Federal Government finances th’s benefit by
making proportional increases in its general taxes. Federal general
tax revenue is roughly proportional from $1,000-$1,999 to $8,000-
$9,999, slightly progressive from $8,000-$9,999 to $10,000-$14,999, and
sharply progressive above $10,000 (table 24).

Nonaged and aged taxpaying units pay five-sixths and one-sixth,
respectively, of this tax and the average tax rates for the two groups
are 0.17 percent and 0.39 percent (tables 23 and 24). For the nonaged
the tax is proportional from $1,000-$1,999 to $6,000-$7,999, slightly
progressive from $6,000-$7,999 to $10,000-$14,999, and sharply pro-
gressive above $10,000; for the aged it is roughly propor:ional from
$1,)000—$1,999 to $4,000-$4,999, and progressive above $4,000 (table
24).

83-200—68—pt. IT—9
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3. Net benefit

For each income class from $1,000 to $6,000 the net benefit is posi-
tive; for all other classes it is negative. The net benefit is regressive
under $3,000 and progressive above $2,000 (table 24).

For nonaged and aged taxpaying units the net benefits are —$490
million and +$490 million, respectively, and their average net bene-
fit rates are —0.17 percent and +1.97 percent (tables 23 and 24). For
each dollar of tax benefit the nonaged have a net benefit of about —80
cents and the aged have a net benefit of about +80 cents (table 23).

For all income classes the net benefit is negative for the nonaged
and positive for the aged. The net benefit of the aged is regressive
under $3,000 and progressive above $2,000 (table 24).

D. RETIREMENT INCOME CREDIT

This section examines the redistributional effects of the special tax
credit for retirement income.

1. Tax benefits

The retirement income credit decreases Federal personal income
tax revenue by $110 million a year (table 23). This tax benefit is
regressive from $0 to $2,000-$2,999, progressive from $2,000-$2,999 to
$6,000-$7,999, and proportional above $6,000 (table 25). It is less con-
centrated at the bottom and top of the income scale than is true of the
age-exemption benefit (table27).

Nonaged and aged taxpaying units receive one-sixth and five-sixths
of this tax benefit, respectively, and the average benefit rates for the
two groups are 0.01 percent and 0.37 percent (tables 18 and 20). For
the aged this tax benefit is regressive under $4,000 and generally pro-
gressive above $3,000 (table25).

2. Taxes

It was assumed that the Federal Government finances this benefit
by making proportional increases in its general taxes.

3. Net benefit .

For each income class from $1,000 to $5,000 the net benefit is positive;
for the $5,000-$6,000 class it is zero; for all other classes it is negative.
The net benefit is regressive under $3,000 and progressive over $2,000
(table 25).

Nonaged and aged taxpaying units have respective net benefits of
—$75 million and +$75 million, and average net benefit rates of
—0.03 percent and +0.30 percent (tables 23 and 25). Each dollar of
tax benefit involves a net benefit of about —70 cents for the nonaged
and about +70 cents for the aged (table 23).

For the $1,000-$2,000 income class the net benefit of the nonaged is
positive; for the $2,000-$3,000 class it is zero; and for all other classes
1t is negative. Among the aged, each income class between $1,000 and
$15,000 has a positive net benefit, but the class above this amount has
a negative net benefit. For the nonaged the net benefit is regressive
under $3,000 and generally progressive above $2,000; for the aged it
is regressive under $4,000 and generally progressive above $3,000
(table 25).
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E. EXTRA MEDICAL DEDUCTION FOR THE AGED

All taxpayers may deduct medical expenses in excess of 3 percent of
adjusted gross income. In 1960 and 1961, however, aged taxpayers were
not subject to this limitation and could deduct expenses in full up to
certain maximums, a provision that was repealed after the passage of
medicare.

1. Tax benefits

The extra medical deduction for the aged decreases Federal person-
nel income tax revenue by $150 million a year (table 23’ . This tax
benefit is regressive from $0 to $2,000-$2,999 of income, rcughly pro-
portional from $2,000-$2,999 to $10,000-$14,999, and sharply regressive
above $10,000 (table 26). The medical deduction benefit :s more re-
gressive than the age exemption and retirement credit benefits (table
27).

Aged taxpaymg units receive almost all of this tax benefit. In
tables 23 and 26 it is assumed that all of the benefit goes to aged returns.
For the aged thisbenefit is regressive throughout the income scale.

2. Taxes
It was assumed that the Federal Government finances this benefit
by increasing its general taxes proportionately.

3. Net benefit

For income classes under $15,000 the net benefit is negat .ve; for the
$15,000-and-over class it is positive. The net benefit is rougaly propor-
tional from $1,000-$1,999 to $10,000-$14,999 and regressive above
$10,000 (table 25). The medical deduction net benefit is more regressive
than those for the age exemption and retirement credit (table 28).

The net benefits are —$120 million and + $120 million, respectively,
for the nonaged and aged taxpaying units and the corresponding aver-
age net benefit rates are —0.04 percent and +0.49 percent (tables 23
and 26). For each dollar of tax benefit the nonaged have ¢, nct benefit
of ;1bout — 80 cents and the aged a net benefit, of about + 80 zents (table
23).

In each income class the net benefit of the nonaged is negative.
Among the aged, income classes over $2,000 have a positive net benefit;
for all other classes it is negative. The net benefit for the aged is
regressive above $1,000 (table 26).

F. COMBINED TAX BENEFITS

Aged taxpayers receive virtually all of these three tax benefits, which
in the year studied amounted to $850 million. Of the total, age
exemptions accounted for 69 percent, with the retiremen: credit (13
percent) and medical deductions (17 percent) making up the re-
mainder. The combined benefit is regressive from $0 to $2,000-$2,999,
progressive from $2,000-82,999 to $8,000-$9,999, and regrussive above
$8,000. For aged taxpayers the combined benefit is regressive from $0
to $2,000-$2,999 and progressive above $2,000 (table 29).

For each income class between $1,000 and $5,000 the combined net
benefit is positive; for all other classes it is negative. The net benefit is
regressive under $3,000 and progressive above $2,000 (table 29).
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For nonaged and aged families the net benefits are —$690 million
and +$690 million, respectively, and the average net benefit rates for
the two groups are —0.23 percent and +2.76 percent (tables 23 and
29). For each dollar of tax benefit the nonaged have a net benefit of
about —80 cents and the aged have a net Lenefit of about +80 cents
(table 23). ) )

Regardless of income class, the net benefit is negative among the
nonaged and positive among the aged. The net benefit for the nonaged
is roughly proportional from $1,000-$1,999 to $4,000-$4,999 and pro-
gressive above $4,000; for the aged it is regressive under $3,000 and
progressive above $2,000 (table 29).

IV. Suasaary aAND CoNcLUDING COMMENTS

This paper has amalyzed the current redistribution effects of the
collective old-age money income transfer programs (public pensions,
private group pensions, and public assistance) and income tax con-
cessions for the aged. Ifor 1960-61 it has presented estimates of the
distributions of current benefits, taxes, and net benefits under these
old-age income programs among cconomic status groups; estimates
were presented for nonaged and aged families separately as well as for
all families combined. These estimates are summarized briefly in tables
30, 31, and 32.%2 For a more complete summary, see sections II-F and
II-G above; also see scctions ITI-A and ITI-F above.

Over the period from 1960-61 to 1966 the old-age transfer programs
grew rapidly. Benefits and earmarked taxes or contributions increased
56 and 65 percent, respectively (table 33) ; benefits increased from 6.0 to
6.6 percent of personal income; benefits (excluding private pension
benefits) increased from 16.0 to 16.6 percent of Government
expenditures.

This growth reflects hoth legal changes and the growth of the econ-
omy. I'or Government civilian-railroad pensions the increase in aver-
age benefit payment per beneficiary was about 25 percent; for each of
the other transfer programs the increase was 15 to 20 percent. Addi-
tional increases in soclal security benefits (of 13 percent) and in rail-
road benefits (of 14 percent) go into effect in 1968; changes in the
Federal public assistance law also go into effect in 1968. In 1960 and
1961 employees and employers each paid a 8-percent OASDI tax on
annual earnings of up to $4,800; in 1968 they pay 3.8 percent on earn-
ings of up to $7,800. In 1960 and 1961 railroad employees and employ-
ers each paid a 6.75-percent tax on monthly earnings of up to $400;
m 1968 they pay 8.90 percent on earnings of up to $650. The contribu-
tion base and rates for Federal civil service pensions have not changed
since before 1960.

In many respects the redistribution effects of the old-age income pro-
grams of today are rather similar to those of 1960-61, but in some
mportant respects they are markedly different. At the time T agreed
to do this study, I expected to present distributional estimates for
1965 based on special tabulations from the Office of FEconomic Oppor-

e Several examples should help to clarify the meaning of these tables. Column 1 of table
30 indicates that for all families the public assistance tax is regressive from 0 to 0.75-0.99,
proportional from 0.75-0.99 to 1.50-1.99, and progressive ahove 1.50. Column 3 of table 31
indicates that over the upper balf of the welfare ratio scale, the social security tax is the
fourth most progressive of the five transfer program taxes or contributions.
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tunity’s Survey of Economic Opportunity (SEO). Unfortunately, the
SEO data are not yet available, but should be soon. In the near future,
I plan to publish updated distributional estimates based on these SEO
data and on other sources; this work is already in progress; the com-
ments and suggestions of readers are most welcome.

In addition to updating the distributional estimates for these pro-
grams, much remains to be done. The distributional effects of some of
the programs not dealt with here (e.g., medicare, medicaid, expendi-
tures on housing for the aged, etc.) need to be examined. More con-
ceptual work on the relation between current redistribution and other
economic aspects (saving, insurance, deferred compensation, and life-
time redistribution) would be of great value. More detailed distribu-
tive data (e.g., separate data on military pensions, etc.) would be
useful.®® In collecting survey data more effort needs to be devoted to
increasing the accuracy of income source reporting (via more detailed
interviewer instructions, more intensive interviewing, etc.). Compara-
bility of distributional data for transfer programs and for tax conces-
sion programs is highly desirable. Further conceptional an 1 empirical
work on measures of relative economic status (e.g., how fo take ac-
count, of assets, how the rclative income requirements of :he various
family types vary as level of welfare varies, ete.) is certainly needed.
We need to know much more alout the shifting of transfer payments
and taxes (c.g., the social security payroll tax). Much reszarch is al-
ready underway in various places on these problems; economists at
the Social Security Administration are busy working on a number of
these problems.

TEXT TABLES

TABLE 1.—DOLLAR EQUIVALENTS OF WELFARE RATIOS FOR DIFFERENT NONFARM FAMILIES V/ITH MALE HEADS,
1960-61 AVERAGES

Welfare ratio 1-person family with head  4-person family with 2 7-or-mre-person family
under age 85 children under age 18 with 5¢h Idren under age 18

$0.50 $960 $1,939 $3,094

75 1,440 2,9 4,641
1.00 1,920 3,8 6,188
1.50 2,880 5, 816 9,282
2.00 3,840 7,754 12,376
2.50 4,800 9,693 15,470
3.50 6,720 13,570 21,658

@ Of course, the collection of more detailed data would require larger samples of sur-
vey and/or administrative record data,
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TABLE 2.—~AMOUNTS OF BENEFITS, TAXES OR CONTRIBUTIONS, AND NET BENEFITS, BY PROGRAM AND AGE

OF HEAD, 1960-61 AVERAGES

[In millions]
Unadjusted  Adjusted Unadjusted  Adjusted
Program and age of head Benefit tax or con- tax orcon- net benefit net benefit
tribution tribution
Public assistance:
All families._ .. ... e eiiiaiie. 3,318 $3,318 $3,318 $0 $0
Head under age 65 2,343 2,854 ' —511 —511
Head aged 65 orover.. ... .._....... 975 464 464 511 511
Veteran and military programs:
All famidies. oo oo oo 4,610 4,610 4,610 0 0
Head under age 65 3,126 3,932 3,932 —806 -806
Head aged 65 orover............oo..o... 1,484 678 678 806 806
Social security:
All families 11,873 12,126 11,873 —253 0
Head under age 65.. , 897 11,328 11,050 -8,431 —8,153
Head aged 65 orover. . .....cooeeeoeunns 8,976 798 823 8,178 8,153
Government civifian and railroad pensions:
All families 2,981 4,911 2,981 —1,930 0
Head under age 65.... 873 4,631 2,904 -3,758 —2,031
Head aged 65 or over 2,108 280 77 1,828 2,031
Private pensions:
Al families . oo oo oo 1,762 5,437 1,762 —3,675 0
Head under age 65. . R 449 5,036 1,785 —4,587 —1,336
. Head aged 65 or over 1,313 401 —-23 912 1,336
Combined programs:
Al families ... il 24,544 30, 402 24,544 —5,858 0
Head under age 65_. 9,688 27,781 22,525  —18,093 —12,837
Head aged 65 or over. 14, 856 2,621 2,019 12,235 12,837
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TABLE 3.—AMOUNT OF BENEFITS, BY TYPE OF BENEFIT AND AGE OF BENEFICIARY,! 1360-61 AVERAGES

[tn mitlions]

Benefits received by beneficiaries

Type of benefit Total benefits
Under age 65 Aged 65 or over

Public assistance.......... $3,318 $1,642 $1,676
Special assistance. . 2,984 1,341 1,643
Qld-age assistan 1,589 0 1,589
Other.......... 1,395 1,341 54
General assistance._...... 334 301 33
Veteran and military programs...__.. - 4,610 3,204 1,406
Veterans pensions and compensat . 3,491 2,252 1,239
Disability . __ e eeeanan . 2,561 1,670 891
Compensation.. - 1,563 (2) 2)
Pensions...... . 998 (0] 2
SUMVIVOIS .« e e cccecceaean . 930 582 48
Compensation_........ . 495 (O] 2)
Pensions. . ...._..._. . 435 *) 2)
Other veteran programs._...... . 383 345 38
Military pensions............. . 736 607 129
Retirement. ... _........_... R 512 427 85
Disability. - ... . 221 178 43
Survivor. . - 3 2 1
Social SeCUrity . .o veoao oo . 11,873 2,831 9,042
Retirement. .. ... . oo ceoo.o. . , 523 607 7,916
Disability_ . 720 720 0
Survivor.. . . - . 2,630 1,504 1.126
Government civilian and railroad pensions_...... . 2,981 858 2,123
Faderal civilian ... iiiaaaas 88l 308
Retirement. ... .o oioiiiiiieiaaa.o 589 136 453
Disability . - oo 168 66 62
SUPVIVOr . oo ocecemaeaas 124 366 58
State and local government3___ 1,130 366 764
Retirement. .. _.._..._... 221 662
Disability. o oo oooeieeiaeas 99 72 27
SUIVIVOT . oo 148 73 75
Railroad. . - oo 970 184 786
Retirement. ... ... 578 22 576
Disability. o e iiiiieeaaaas 146 65 81
SUPVIVOF . o e e e e eccececaccecceaaaan 226 97 129
Private pensions3_. ... ...l 1,762 441 1,321
Retirements_ ... . .. .- 1,674 52) ®
Disability 4. e iimiieeaan 88 2) g

1 Divided between nonaged and adged on basis of age of beneficizry. In table 2 the division betwee n nonaged and aged
is on the basis of age of family head.

2 Not estimated.

3 Excludes refunds of employee contributions,

41t was assumed that retirement and disabil:ty pensions account for 95 percent and S percent re .pectively, of private
pensions.

Sources: Column 1: U.S. Department of Commerce, Office of Business Economics, ‘‘The National Income and Product
Accounts of the United States, 1929-65: Statistical Tables,”” a surplement to the Survey of Current Business, U.S.
Government Printing Office, Washington, D.C., 1966, pp. 58-59; Walter W. Kolodrubetz, “Growth (f Employee-Benefits
Pla s, 1950-65,"" Social Security Bulletin, April 1967, p. 20; and program data.

Columns 2 and 3: Veterans pensions and compensation, military pensions, social security, Fede a! civilian pensions,
and railroad pensions divided between nonaged and aged on basis of Federal Council on Aging, 1962 Report to the Presi-
dent: How the Government Works for Older Pzople, U.S. Government Printing Office, Washinton, D.C., 1962, pp. 105-108,
Specizl assistance divided between nonaged and aged on bzsis of Welfare Administration surveys. t was assumed that
the nonaged and aged receive 90 percant and 10 percent, respectively, of general assistance; and t1at the nonaged and
the aged receive 90 percent and 10 parcant, respectively, of other veterans benefits. State-locy! pensions divided between
nonaged and aged on basis of Social Security Administration estimates. Private pensions divided b stween nonaged and
aged on basis of SCE data.
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TABLE 4.--AMOUNTS OF TAXES OR CONTRIBUTIONS BY TYPE OF TAX OR CONTRIBUTION, 1960-61 AVERAGES

[tn millions]
Type of tax or contribution Amount Type of tax or contribution Amount
Public assistance_ .. __....... 13,318 | Government civilian and railroad pensions—Con.
Federal employer tax_.. ... ... .__. $867
Federal general tax revenue ! 1,765 State-focal employee tax 3. - 934
State general tax revenue. 1,177 State-local employer tax 1,785
Local general tax revenue._. 376 Railroad employee tax.. 286
. Railroad employertax.... .. ... .. 286
Veteran and military programs.___........._.._. 4,610
Adjustments:
Federal general tax revenue ' ____._._._ ... 4,573 Tax on Government pensions_......_...
Tax on military pensions. . _.._..._.___._. 37 Tax loss due to backward shifting
Social security: = Federal general tax revenue !_______._.
Unadjusted tax_ ... ... .. ... ... 12,126 Adjusted 18X oo vmneee ool
Self-employment tax........_......... 760

Employee tax
Employer tax

Adjustments:

Tax loss due to backward shifting. ... __ —594

Federal general tax revenue 1. __..___.. 341
Adjusted tax_ ... ______ ... ____..... 11,873
Government civilian and railroad pensions: -
Unadjusted tax_ ... .. .. . ... 4,911
Federal employee tax2____._.......... 753

Private pensions:
Unadjusted contribution____....._.._......

Employee contribution 4. ____.___......
Emptloyer contribution...__._ ... _____

Adjustments:
Tax on private pensions. ___._._....._.

Tax loss due to backward shifting .-
Federal general tax revenues . ___..._..

Adjusted contribution. ... .._....

1 Excludes earmarked highway trust fund taxes.
2 Collections minus refunds of $96,
8 Collections minus refunds of $274 000

+ Collections minus estimated refunds of 393 000,000. Refunds estimated as 5 percent of benefits mcludmg refunds.
Sources: The National Income and Product Accounts of the United States, 1929-65: Statistical Tables, pp. 58-59; Kolo-

drubetz, loc. cit., and unpublished data.
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TABLE 5.—PUBLIC ASSISTANCE: BENEFIT, TAX, AND NET BENEFIT RATES, BY WELFARE RA'IO INTERVAL AND
AGE OF HEAD, 1960-61 AVERAGES

[In percent]
Welfare ratio interval and age of head Benefit Tax Net benefit
All famlhes
0 to 0.49 43.0 1.8 41,2
050t0).74.___ 2.0 .8 1.2
0.75t0 0.99_.. 1.0 .7 3
1.00to0 1.49... .3 7 -.5
1.50 to 1.99 0 7 -7
2.00 to 2. .1 .8 -7
2.50t03.49.__. 0 .8 -.8
3.50 and over 0 .9 -.9
0 and over 8 .8 0
Head under age 65:
010049, . o iiiiiiiiiaaas 53.7 1.4 52.4
0.50100.74_ 2.2 .7 1.5
0.75 to 0. 1.1 .6 ~.4
1.00 to 1. .3 .1 —.4
1.50 to 1. .1 .7 -7
2.00 to 2.4 .1 .8 -7
2.50t03.49.... 0 .8 -.8
3.50 and over. 0 .9 -.9
0 and over 6 .8 —1
Head aged 65 orover:
0.49 30.7 2.2 28.5
1.6 1.0 6
.4 .8 -4
0 .8 —.8
0 .8 —-.8
.3 .8 —.6
0 .8 -7
0 1.1 =11
2.1 1.0 1.1

Source: Tables A-4 and A-~11.
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TABLE 6.—VETERAN AND MILITARY PROGRAMS: BENEFIT, TAX, AND NET BENEFIT RATES, BY WELFARE RATIO
INTERVAL AND AGE OF HEAD, 1960-61 AVERAGES

fIn percent}

Welfare ratio interval and age of head - Benefit Tax Net benefit
All families:
0 to 0.49 26.3 1.2 25.2
0.50 to 0.74 4.5 .7 3.8
0.75t00.99.. 1.8 .6 11
1.00 to 1.49_. 1.4 .8 6
1.50 to 1.99__ .9 .9 -1
2.00t0 2.49__ 4 1.1 —.6
2.50 t0 3.49__ .5 1.1 —.6
3.50 and over .2 16 -1.4
Oandover. ... ... ... 1.1 1.1 0
Head under age 65:

010 0.49 20.8 .9 19.7
0.5 3.9 .6 3.4
0.7 1.5 .6 .9
1.0 1.3 7 6
1.5 7 .9 -2
2.0 .4 1.0 —.6
2.5 .5 1.1 —.6
3.5 .3 1.5 -2
Oandover... .. ... .9 1.1 -2
32.9 1.5 3.4
5.6 .9 4.7
3.8 .8 2.9
2.3 1.1 1.1
2.4 1.2 1.2
.4 1.3 -9
.2 1.2 -1.1
1} 2.0 -2.0
3.2 1.5 1.7

Source: Tables A-5 and A-11,
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TABLE 7.—SOCIAL SECURITY: BENEFIT, TAX, AND NET BENEFIT RATES, BY WELFARE RAT O INTERVAL AND
AGE OF HEAD, 1960-61 AVERAGES

['n percent)

Welfare ratio interval and age of head Benefit Unadjusted  Adjusted  Unadjisted  Adjusted
tax tax net binefit  net benefit
All families:
010049 91.9 4.2 4.3 877 87.6
14.6 3.5 3.5 111 11.2
6.0 4.0 3.9 20 2.1
2.5 3.8 3.7 -13 ~1.1
1.2 3.7 3.6 -25 —2.4
1.0 3.5 3.3 -25 -2.3
7 3.1 3.0 ~-24 ~2.4
.3 1.7 L7 -14 -1.4
2.9 3.0 2.9 -1 0
Head under age 65:
010 0.49 28.9 4.5 4.5 244 24,3
0.50 to 0.74 4.4 4.2 4.1 3 .3
0.75t0 0.99.. 2.0 4,2 4.1 —=2.2 =21
1.00 to 1.49. .9 39 3.8 ~3.0 -2.9
1.50 to 1.99... .6 3.8 3.7 -3.3 -3.2
2,00 to 2.49. .5 3.5 3.4 -1 -3.0
2.50t03.49.. .2 3.2 3.1 -0 -2.9
3.50 and over .1 1.8 1.8 -1.7 -17
0 and over 8 3.2 31 —z. 4 -2.3
Head aged 65 or over
0to0 0.49 163.5 4.0 4.1 15¢.5 159.4
0.50 to 0.74_. 39.1 1.9 2.0 3.3 37.2
0.7510 0.99.. 33.7 2.4 2.4 3.3 3.3
1.00 to 1. 18.2 2.3 2.3 1.9 15.9
1.50to 1. 10.2 2.1 2.1 1 8.1
2.00t02.49_. 7.9 2.3 2.3 1.6 5.6
2.50 to 3.49. 5.6 2.1 2.1 .6 3.6
3.50 and over 1.3 .8 .9 .5 .4
0 and over. 19.4 1.7 1.8 1.7 17.6

Source* Tables A-6 and A-11.
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TABLE 8.~GOVERNMENT CIVILIAN AND RAILROAD PENSIONS: BENEFIT, TAX, AND NET BENEFIT RATES, BY
WELFARE RATIO INTERVAL AND AGE OF HEAD, 1960-61 AVERAGES

[In percent]
Welfare ratio interval and age of head Benefit  Unadjusted Adjusted Unadjusted Adjusted
tax tax net benefit net benefit
All families:

L 24.3 0.1 —0.3 24,2 24.6
. 3.0 .3 .1 2.7 2.8
. .8 .6 .4 .2 4
R .5 1.0 .7 —.6 -.3
- .4 1.2 .9 —.8 -4
R .3 1.4 .9 -11 -.6
. .2 1.5 1.0 —1.3 —.8

.1 1.2 .6 ~1.1 -.5
.7 1.2 7 -.5 0
8.4 .1 .1 8.3 8.3
1.3 .3 .2 .9 1.0
.5 .6 A4 -.2 0
.2 1.1 .8 -9 —.6
.2 1.3 .9 ~-1.1 -7
.t 1.4 .9 -1.3 —.8
.2 1.5 Lo —1.4 -.8
0 1.3 7 —1.3 —.6
.2 1.3 .8 —-10 —.6
42.4 0 —-.4 42.3 42.8
7.1 0 -.1 7.0 1.2
2.7 .1 0 2.6 2.8
3.2 .5 .3 2.6 2.9
3.4 .8 .5 2.6 2.9
2.3 .6 3 1.7 2.0
7 1.2 .8 -.5 0
.4 .6 0 -2 .5
4.5 .6 .2 3.9 4.3

Source: Tables A-7 and A-11,
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TABLE9.—PRIVATE PENSIONS: BENEFIT, CONTRIBUTION, AND NET BENEFIT RATES, BY WELFA#'E RATIO INTERVAL
AND AGE OF HEAD, 1960-61 AVERAGES

[n percent]

Welfare ratio interval and age of head Benefit Unadjusted  Adjusted  Unadjusted  Adjusted
contribution contribution net binefit net benefit
All families:
0to 0. 4.2 1.8 0.9 24 3.2
1.8 .9 .4 9 1.4
1.1 1.0 ] 2 .6
.5 1.1 5 -6 .0
.2 1.4 6 -11 -4
4 1.4 6 -11 -.2
.2 L5 6 -13 -.4
.3 1.4 1 -10 2
.4 1.3 4 -9 0
Head under age 65:
Dto0.49_ .. .7 1.6 9 -9 -.3
0.50 to 0.74__ .3 1.0 6 -7 -.3
0.75 to 0.99._ .2 1.0 6 -8 -.4
1.00 to 1.49__ .2 1.1 5 ~10 —.4
1.50 t0 1.99_. .1 1.4 7 -13 -6
2.00 to 2.49__ .2 1.5 6 -13 -.4
2.50 to 3.49... .1 1.6 6 -15 ~.5
3.50 and over 0 1.4 2 -14 —-.1
Oand over oo o iiiiiiiiioo .1 1.4 5 -13 -4
Head aged 65 oF over:
0 to 0.49 8.2 2.0 9 62 1.3
0. 5.5 .7 0 48 5.5
0. 1.7 .6 1 71 1.6
1. 3.9 .8 3 31 3.6
1. 1.6 .6 -1 11 1.8
2. 2.2 .6 -.1 16 2.3
2, 1.2 .9 0 3 1.1
3 1.9 .9 —.4 10 2.3
2.9 .9 -1 20 2.9

Source: Tables A-8 and A-11.
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TABLE 10.—PROGRESSION OF BENEFITS, BY PROGRAM, WELFARE RATIO INTERVAL, AND AGE OF HEAD; AND

AMOUNTS OF BENEFITS BY PROGRAM AND AGE OF HEAD, 1960-61 AVERAGES

Welfare ratio interval

Public
assistance

Veterans

and

military
programs

Social
security

Government
civilian and
railroad
pensions

Private
pensions

Combined
programs !

All families:
Amount (in billions)_....__.._...

0.00-049 .o eeaas

075-0.99. .
1.00-1.49_ .
1.50-1.99. oo
200-2.89_ ...
2.50-3.49 e
3.50 and OV ocemeas

Head under age 65:
Amount (in billions)..._.._....__

0.00-0.49 ...
0.50-0.74 ...l
0.75-0.99 oo
1.00-149. ...
1.50-1.99 .-
2.00-2.49 s
2.50-3.49. ..
3.50andover........o..o..oo...

Head aged 65 and over:
Amount (in billions).._

000-048 .-
10.50-0.74. .
0.75-0.99. s
3.00-1.49 .

S0-199 e
2.00-2.49. .
250-349_ ...
A50andover. . ._.__.......

$4.6

$11.9

$3.0

$1.8

$3.1

$2.9

—

§0.9

.

$0. 4

$9.7

S

—~ 2 v

$2.1

$14.9

|
!
I

!
|
|
’
o
|

‘Il Denotes, for example, that in col. 2 the benefit for all families is progressive from 0.00 to 2.00-2.49 and generally

propartional above 2.00,
P Progressive.
N Proportional. .
GN  Generally proportional.
R Regressive.

! tncludes public assistance, veterans and military programs, social security, government civilian-railroad pensions,

and private pensions.

Source: Derived from tables 2, 5 to 9, and 19,
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TABLE 11.—CUMULATIVE PERCENTAGE DISTRIBUTIONS OF BENEFITS, BY PROGRAM, WELFARE RATIO
INTERVAL, AND AGE OF HEAD, 1960-61 AVERAGES

Jin percent]

Veterans Govern-
Public and Social ment Pr vate Combined
Welfare ratio interval and age of head  assistance military security  civilian and  pensions programs
programs railroad
pensions
All families:
Under 0. .ouoeiinianaaanns 0.7 0.6 1.0 2.3 ] 1.0
Under 0.49.. .. 8.8 36.8 50.1 54.0 1i.0 50.C
Under 0.74. . . 885 45,9 61.6 63.3 247 59,9
Under 0.99.. - 933 52.1 69.8 67.5 312 66.9
Under 1.49__ . 912 67.4 80.6 75.3 9.2 77.6
Under 1.99_. . 982 80.0 87.6 84.6 51.7 85.2
Under 2.49. . .. 995 85.4 92.6 90.5 7.8 90.4
Under 349, ..coeenoimiinaao 100.0 94.4 97.1 96.0 4.7 95.6
Total ... 100.0 100.1 99.9 100.0 9.9 100.0
Head under age 65:
Under .1 .2 7 .5 ) .5
Under 0.49 78.4 22,4 34.4 33.0 1.8 39.7
Under 0.74 84.7 30.8 44.5 42,5 9.4 48.C
91.1 3.5 54.5 50.4 1.0 55.7
96.6 56.6 69.3 59.7 317 69.3
X 71.5 81.5 72.9 4.7 80.0
9.5 78.8 90.2 81,2 75.4 87.3
91.7 96.2 94.4 9.1 95.3
99.9 100.0 99.9 10).0 100.0
1.4 1.2 3.0 ) 1.3
67.0 55.2 62.6 11.4 56.7
71.5 67.2 71.8 219 67.6
82.7 74.8 74.5 4.8 74.2
90.0 84.4 81.7 9.9 83.0
97.7 89.8 89.4 6.9 88.6
98.8 93.6 94.3 6.0 92.4
99.5 97.6 96.6 7.6 95.7
........................ 3 100.0 100.1 100.0 1000 100.0

Source: Tables A-1 and A-9.
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TABLE 12.—PROGRESSION OF UNADJUSTED TAXES OR CONTRIBUTIONS, BY PROGRAM, WELFARE RATIO INTERVAL,
AND AGE OF HEAD; AND AMOUNTS OF UNADJUSTED TAXES OR CONTRIBUTIONS, BY PROGRAM AND AGE OF HEAD
1960-61 AVERAGES

Veterans Government
Welfare ratio interval Public and Social civilian and  Private Combined
assistance military security railroad pensions  programs?!
programs pensions
All families:
Amount (in billions)........._... $3.3 $4.6 $12.1 $4.9 $5.4 $30.4
0.00-0.49. ..o R R GN R 7
0.50-0.74. ... ’ l * T
0.75-0.99 * | ] IL
1.00-1.49 ’ l‘ll )
1.50-1.99
2.00-2.49 l‘ll
2.50-349. . r N ?
3.50andover._.._.............. i l ! |
Head under age 65:
Amount (in billions)_.._..____.__ $2.9 $3.9 $11.3 $4.6 $5.0 $27.8
0.00-049.. .. ... R R }IZ Il?
0.50-0.74_ .. . :
0.75-0.99_ . ... ... * [ ]
1.00-1.49 .. ; ’
1.50-1.99. o o ’
2.00-2.89 .. I\Il
2.50-349. . I ? *
3.50 and over......._........___ : I IIZ
Head aged 65 and over:
Amount (in billiens)...._.._____. $0.5 30.7 $0.8 $0.3 $0.4 $2.6
0.00-0.49. . ... R R R I ll? lli
0.50-0.74_ ... . P ’
0.75-0.99____ - n F T Fl’
1.00-1.49___. R II’ GN N
1.50-1.99. . N *
2.00-249_ ... Iil GN
2.50-3.49 ... ... r ? I GN
350andover......._...___..... l !

’ Denotes, for example, that in col. 1 the tax for all families is regressive from 0.00 to 0.75-0.99, proportional from 0.75-
0.99 to 1.50-1.99, and progressive above 1.50.

P Progressive,

N Proportional.

GN Generally proportional.

R Regressive.

! Includes public assistance, veterans and military programs, social security, government civilian-railroad pensions
and private pensions.

Source: Derived from tables 2, 5to 9, and 19.
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TABLE 13.—~CUMULATIVE PERCENTAGE DISTRIBUTIONS OF UNADJUSTED TAXES OR CONTLIBUTIONS, BY PRO-
GRAM, WELFARE RATIO INTERVAL, AND AGE OF HEAD

[In percent]

Veterans . Govern-
Public and Social ment Pivate Combined
Welfare ratio interval and age of head  assistance military security  civilian and  pensions programs
programs railroad
pensions
All families:
Under 0. ..ooooieoaiaanoe 0.1 0.1 0.1 0 0.1 0.1
Under 0.50_ ... _.......... 3.4 1.7 2.3 .1 2.1 2.0
Under 0.75. - .ceeoemecacaaaas 5.6 3.0 5.0 .6 3.7 3.9
Under 1.00.. ... ...ocoooo.oo 8.9 5.1 10.4 2.6 6.6 7.6
Under 1.50_ . ool 19.7 13.6 26.2 13.2 6.9 19.9
Under 2.00. ... oo.oeeiioi. 34.8 21.2 46.8 30.3 3.8 37.6
Under 250 . ........._.oo.o.... 48.8 40.9 63.8 46.9 19.3 53.4
Under3.50 . _.cooeoeiin 67.7 60.7 84.5 71.3 n.7 74.7
Total. oot 99.9 99.9 100.0 99.9 130.1 100.0
Head under age 65:
Under0....ooeeeemaeiecaen .1 .1 .1 0 0 0
Under 0.50 1.7 .9 1.4 .1 1.0 1.0
Under 0.75_. 3.3 1.8 3.8 .6 2.3 2.6
Under 1.00_. 6.6 39 9.1 2.6 5.2 6.2
Under 1.50_. 17.7 12.6 25.1 13.3 15.5 18.7
Under 2.00__ 34.0 27.1 46.3 30.7 33.2 37.2
Under 2.50_. 49.0 41.7 63.6 47.8 49.5 63.7
Under 3.50. .. ocveememoaans 69.2 62.9 84.6 72.0 72.5 75.5
Totalo oot 100.0 99.9 100.0 100.0 100.0 99.8
Head aged 65 or over:
Under 0 0 .1 .4 0 .3 .2
Under 0.50 14.3 6.6 15.2 .4 15.0 11.2
Under 0.75 20.1 10.3 21.7 .8 19.6 15.9
Under 1.00 23.8 12.8 21.7 1.9 22.6 19.6
Under 1.50 32.2 20.3 41.3 10.8 32.5 29.6
Under 2.00 40.4 28.4 54.0 24.0 39.6 39.5
Under 2.50 48.0 36.4 66.4 33.6 46.0 48.7
Under 3.50 58.8 48.1 83.0 61.8 60.2 63.9
Total i 99.9 99.9 100.0 100.0 .00.1 99.9

Source: Tables A-4, A-5, A-6, A-7, A-8, and A-9.

83-200—68—pt. II——10
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TABLE 14.—PROGRESSION OF ADJUSTED TAXES OR CONTRIBUTIONS, BY PROGRAM, WELFARE RATIO INTERVAL,
AND AGE OF HEAD; AND AMOUNTS OF ADJUSTED TAXES OR CONTRIBUTIONS BY PROGRAM AND AGE OF HEAD,
1960-61 AVERAGES

Veterans Government

Welfare ratio interval Public - and Social civilianand  Private Combined
assistance military security railroad pensions  programs t
programs pensions
All families
Amount Cin billions)..eooovnaeoas $3.3 $4.6 $11.9 $3.0 $1.8 $24.5
0.00-0.49. . ... R R GN R R
0.50-0.74. oot l T +
0.75-0.99 .o caiaaan [ ] | p
1.00-149. ..l II‘{ l l
1.50-1.99 . ﬁ
2.00-2.79 e 3 l& L
2.50-3.49 . ieieaan [ ] '
3.50andover. ... _......... JI I !
Head under age 65: ! I
Amount (in billions)......__..... $2.9 $3.9 $iL $2.9 $1.8 $22.6
0.00-0.49. i R R R R
0.50-0.74. . iiiiaieaas l l * +
0.75-0.99. ... d ‘ p
1.00-1.49. e N l
150-1.99. s
2.00-2.49. L. l
250-349. .
3.50andover.........._....... I |
Read aged 65 and over: | I
Amount (in biltions).. ........... $0.5 $0.7 $0.8 $0.0 $2.0
0.00-0.49. ... R R R R R
0.50-0.74. . i a L +
0.75-0.99 .o iiiiiicaaana- [ ] ! P
1.00-1.89.ccme e GN +
1.50-199. e + GN
2.00-249. o eeeeeeeeen N GN ’
2.50-3.49 i iiiiiieeae [ ] ﬁ T
350andover_ ... ... ;’ ll’ I

Denotes, for example, that in column 1 the tax for all families is regressive from 0.00 to 0.75-0.99, proportional from
0.75-0.99 to 1.50-1.99, and progressive above 1.50.

P Progressive.

N Proportional.

GN  Generally proportional.

R Regressive.

tIncludes public assistance, veterans and military programs, social security, government civilian-railroad pensions,
and private pensions.

Source: Derived from tables 2, 5t0 9, and 19,
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TABLE 15.—CUMULATIVE PERCENTAGE DISTRIBUTIONS OF ADJUSTED TAXES OR CONTRIBHTIONS BY PROGRAM,
WELFARE RATIO INTERVAL, AND AGE OF HEAD

fin percent]

Veterans Govern-
Public and Social ment 'rivate Combined
Wellare ratio interval and age of head  assistance military security  civilian and  p:nsions programs
programs railroad
pensions
All families:
Under0..ooooeoeeiiiaenaaes 0.1 0.1 0.1 0 -0.1 0.1
Under 0.50_ . ..o .ocooeioo. 3.4 1.7 2.4 -.5 3.2 2.1
Under 0.75. . ooeeeooiioiinnn 5.6 3.0 5.1 -.1 5.9 4.2
Under 1.00_...__...__....._.... 8.9 5.1 10.4 2.0 10.3 8.2
Under 1.50. . ...o.oooceiaeaaa. 19.7 13.6 26.1 14.1 25.2 21.4
Under 2.00_ ..o oooiiiaaan. 34.8 27.2 46.5 33.5 48.7 39.9
Under 2.50. _..coooiiiiaaaaos 48.8 40.9 63.3 51.4 67.7 56.0
Under 3.50. _..ooiooiiiiieaaas 67.7 60.7 83.8 77.8 93.8 7.3
Total . oo 99.9 99.9 99.8 99.8 99.8 99.9
Head under age 65:
UnderQ . ooooooeaiianns 1 .1 B\ 0 -1 0
Under 0.50. .. ..., 1.7 .9 1.5 .1 1.6 1.2
Under 0.75. .o o.oooii..- 3.3 1.8 3.9 .6 3.8 3.0
Under 1.00_ ... 6.6 3.9 9.2 2.8 8.5 7.0
Under1.50. . _..ooooeeceaas 17.7 12.6 25.0 14.7 22.5 20.3
Under 2.00. . 340 21.1 46.0 33.9 46.1 39.6
Under 2.50. ... 4.0 41,7 63.2 52.0 65.2 56.3
Under 3.50. _. . 69.2 62.9 84.1 7.4 90.6 78.1
Total oo aaae 100.0 99.9 99.9 100.3 100.0 99.9
Head aged 65 or over:
Under Q..o 0 A .4 0 0 .2
Under 0.5 14.3 6.6 15.1 -16.0 -96.4 12.5
Under 0.75. 20.1 10.3 21.7 —20.0 --100.0 17.7
Under 1.00. .. 23.8 12.8 27.5 —21.3 -110.7 21.9
Under 1.50__... 32.2 20.3 40.7 2.6 --164.3 33.3
Under 2.00..__. 40.4 28.4 53.0 28.1 --142.9 43,8
Under 2.50.___. 48.0 36.4 65.0 45.4 --121.§ 53.5
Under3.50. ... oceieenamane. 58.8 48.1 81.0 110.7 -132.2 69.1
Total. o 99.9 93.9 99.7 100.0 199.9 100.1

t Total contribution is negative.
Source: Tables A-4, A-5, A-6, A-7, A-8, and A-9.
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TABLE 16.—PROGRESSION OF UNADJUSTED NET BENEFITS BY PROGRAM, WELFARE RATIO INTERVAL, AND AGE
OF HEAD; AND AMOUNTS OF UNADJUSTED NET BENEFITS, BY PROGRAM AND AGE OF HEAD, 1960-61 AVERAGES

Veterans Government
Welfare ratio interval Public and Social civilian and  Private Combined
assistance military security railroad pensions  programs !
programs pensions

All families:
Amount (in bitlions).........____ $0.0 $0.0 -$0.3 -39 ~$3.7 -%$.9

0.00-0.49_ . ____..........

0.50-0.74_ ... l
0.75-0.99. ... P P P
1.00-149. ..
1.50-1.88. ...
2.00-2.49_ oL
2.50-3.49. . ...

3.50 and over

o

N

rror s
8 -$8.4 -3$3.7 —$4.6 —$18.1

R

!
I

i
| |

|
|

b. Dze%%tes, for example, that in col. 4 the net benefit for all families is progressive from 0.00 to 2.50-3.49 and regressive
above 2.50.

P Progressive.

N Proportional.

GN  Generally proportional,

Regressive, . . i

1 Includes public assistance, veterans and military programs, social security, governmest civilian-railroad pensions,

and private peasions.

Source: Derived from tables 2, 5 to 9, and 19.

—————————

Head under a e 65:
Amount (in billions)..._......... -§

0.00-049. ...
0.50-0.74_ ...
0.75-0.99. . ...
1.00-1.49 ...
1.50-1.99. . ...
2.00-2.49 . ...
2.50-3.49. .

I S i -

|
|
|
|
|

—

’
ot

—=8

Head aged 65 and over:
Amount (in billions)....._.......

0.00-049_ . . ...........
050-0.74. ..
0.75-0.99 o iea.
1.00-1.49 ..
1.50-199. o
2.00-2.49 .o,
2.50-3.49.__.
3.50 and over

8

b=

!
!

[2]

>~z
- -=g—

T
|
|
|

»"
r
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TABLE 17.—PROGRESSION OF ADJUSTED NET BENEFITS, BY PROGRAM, WELFARE RATIO INTERVAL, AND AGE OF
HEAD; AND AMOUNTS OF ADJUSTED NET BENEFITS, BY PROGRAM AND AGE OF HEA[:, 1960-61 AVERAGES

Welfare ratio interval

Public

assistance

Veterans
and
military
programs

Social
security

Government
civilian and
railroad
pensions

Combined
programs t

I'rivate
pnsions

All families:
Amount (in billions).

0.00-0.49..._..
0.50-0.74 .
0.75-0.99 ... ..
1.00-1.49. ..
1.50-1.99. ..l
2.00-2.49. .o
2.50-3.49. .l

3.50 andover ... ... ... ......

Head under age 65:
Amount (in billions).............

$0.0

$0.0

-«
e
o

$0.0

—=— =1

~$8.2

—>

~52.0 --$L.3 -$12.9

0.00-0.49. ... ...
0.50-0.74. ... ..
0.75-0.99. . e

1.50-1.99. ...
2.00-2.49. .
2.50-3.49. .. e
350andover............o_...._

Head aged 65 and over:
Amount (in billions).

0.00-049_ ___ . ___ ...
0.50-074 . .. ...
0.76~0.98. ... ...
1.00-1.49. . ...
1.50-1.99. ...
200-2.49_ ... . ...
2.50-3.49. .

-“
e
o

$0.8

—o- v

$8.2

Ve

N —o—

b
o

-~z

—>-—2|" >3-,

o
=2

>~ B=-F——"

Il Denotes, for example, that in col. 3 the net benefit for all families is progressive from 0.00 to 1.50-1.99, proportional

from 1.50-1.99 to 2.50-3.49, and regressive above 2.50.

Progressive.
N Proportional.
GN  Generally proportional.
R Regressive.

!Includes public assistance, veterans and military programs, social security, government civiliar -railroad pensions, and

private pensions.

Source: Derived from tables 2, 5to 9, and 19.
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TABLE 18.—RATI0 OF ADJUSTED NET BENEFIT FOR EACH WELFARE RATIO INTERVAL TO BENEFIT FOR ALL WELFARE
RATIO INTERVALS, BY PROGRAM, 1960-61 AVERAGES

Veteran Govern-
Public and Social ment Private Combined
Welfare ratio interval assistance military security civilianand  pensions programs
programs railroad
pensions
Ali families:
Negative . ....ooocoooiioo. 0. 006 0. 005 0.009 0.023 0. 001 0. 009
Under 0.50. .794 351 477 . 545 .118 .478
Under 0.75. 829 429 565 634 192 556
Under 1. 00 . 844 470 . 594 . 654 . 249 . 586
Under 1.50. ... ._.o...._.._. 775 .537 . 545 .611 . 250 . 561
Under 2.00__ .. ..o .634 . 527 .410 .510 .101 . 452
Under 2.50_ .. ceenW507 444 . 292 . 390 .032 . 343
Under 3.50. ... ... .323 . 336 132 .181 —.150 .182
Total ..o oiilllo 001 001 0 001 —. 003 801

Source: Tables A-4, A-5, A-6, A-7, A-8, and A-9.

TABLE 19.—COMBINED OLD-AGE TRANSFER PROGRAMS: 1 BENEFIT, TAX, AND NET BENEFIT RATES, BY WELFARE
RATIO INTERVAL AND AGE OF HEAD, 1960-61 AVERAGES

{In percent]

Welfare ratio interval and age of head Benefit  Unadjusted Adjusted Unadjusted Adjusted
X tax net benefit net benefit
All families:
9.0 1.9 180.7 181.8
6.1 5.5 19.8 20.5
6.8 6.1 3.8 4.5
1.4 6.4 -2.2 -1.2
8.0 6.8 -5.2 —4.0
8.1 6.6 —5.9 —4.5
8.0 6.5 —6.4 —4.9
6.8 4.9 -5.8 -39
7.5 6.1 —-1.4 0
Head v
0t 8.4 1.7 103.8 104.6
0.50 6.8 .6.2 5.4 6.0
0.75 7.1 6.4 -19 =11
1.00 7.6 6.6 —4.7 -3.7
1.50 8.2 6.9 -6.5 -5.3
2.00 8.3 6.8 -7.0 -5.5
2.50 8.2 6.6 -7.1 —5.6
3.50 7.0 5.1 —6.5 —4.6
1.7 6.3 -50 3.6
Head aged
OtoO 9.7 8.3 267.9 269.3
0.50 4.5 3.8 54.4 55.1
0.75 4.8 4.1 43.5 44,1
1.00 5.5 4.8 22.0 22.7
1.50 5.4 4.4 2.2 13.2
2.00 5.6 4.5 7.5 8.5
2.50 6.2 4.9 1.5 2.8
3.50 5.3 3.5 ~1.7 1.1
5.7 4.4 26.4 21.7

_Vincludes public assistance, veteran and military programs, social security, government civilian and railroad pen-
sions, and private pensions.

Source: Tables A-9 and A-11.
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TABLE 20.—EXEMPTION OF SOCIAL SECURITY AND RAILROAD BENEFITS: BENEFIT, TAX, AND NET BENEFIT
RATES, BY WELFARE RATIO INTERVAL AND AGE OF HEAD; AND AMOUNT OF BENEFIT;3, TAXES, AND NET
BENEFIT, BY AGE OF HEAD, 1960-61 AVERAGES

Welfare ratio interval and age of head Benefit Tax Net benefit
Rate (percent)
Al !amllles
Oto 0. 0 0.20 -0.20
0.50 t0074. 85 L1 74
0.75 to 0.99 55 .10 45
1.00 to 1.49 33 .13 21
1.50 t 19 .15 04
2.00 t 16 17 —.01
2.50 t 12 .18 —.06
3.50 and over 08 .26 —.18
Oandover.. ... ooioiiiiiiaiel. .19 19 .00
Head under age 65:
010 0.49 0 .15 —.15
0.50 39 .09 30
0.75 24 .09 15
1.00 12 12 00
1.50 .08 15 -.07
2.00 .07 17 —.10
250 to 3.49. .04 18 -.15
3.50 and over. .02 25 -, 23
07 -.18 -1
0 .24 —.24
1.93 .15 1.78
2.76 .15 2.62
2.38 17 2.21
1. 66 .19 1.47
1.44 .21 1.23
L1 .20 .90
.39 .33 06
0 1.08 ) .86
Amount (millions)
Al families. .. oot $753 $753 0
Head under age 65. _. . 251 642 —$391
Head aged 65 or over 502 111 391

Source: Table A-10 and A-11.

TABLE 21.—EXEMPTION FOR SOCIAL SECURITY AND RAILROAD BENEFITS: CUMULATIVE FERCENTAGE DISTRI-
BUTIONS OF BENEFITS BY WELFARE RATIO INTERVAL AND AGE OF HEAD, 1960-t1 AVERAGES

[In percent]

Welfare ratio interval All families Head under age 65 Head aged 65 or over
All families:
Negative . . oo e 0 0 0
Under 0.50. 0 0 0
Under 0.75. 10.5 10.4 10.6
Under 1.00. 22.5 23.9 21.8
Under 1.50. 44,9 46.2 44.3
Under 2,00 . 62.0 66. 1 6".0
Under 2.50. 75.0 80.4 72.4
Under 3.50 88.1 91.6 86.5
Total s 99.9 100.0

Source: Table A-10.
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TABLE 22.—EXEMPTION OF SOCIAL SECURITY AND RAILROAD BENEFITS: RATIO OF NET BENEFIT FOR EACH
WELFARE RATIO INTERVAL TO BENEFIT FOR ALL WELFARE RATIO INTERVALS, 1960-61 AVERAGES

Welfare ratio interval Ratio of net benefit
to benefit
All families:

Negative. ... eeceammecmemmecmamaan —0.001
UNAer 0.50 . . oo e e ce e mm e amceeccacac e —. 017
Under 0,75 . et amcememeaeanean .075
Under 100 e imeeccaceaaaaan 173
Under 1.50. e cmcmcrice e aam—an—an 312
Under 2.00 . . e eeeceeceesmecacemm s emmemanee .348
Under 2,50 . ot e e eemaemececeebeeccammamnaan 355
Under 3,50 . . e aceecmeeecmmcecaacmaann—an 289
TOtal L oo em e iaaccccacmecmcecaecesenseacnaeannn 013

Source: Table A-10.

TABLE 23.—TAX CONCESSIONS FOR THE AGED: AMOUNTS OF BENEFITS, TAXES, AND NET BENEFITS,
BY TAX CONCESSION AND TYPE OF RETURN,! 1960-61 AVERAGES

[In millions]

Tax concession and type of return Benefit Tax Net benefit
All returns:
Age exemption. .. __ ... ... ... $589 $590 -5t
Retirement income credit. 112 111 1
Medical deduction foraged.... ... ........ 147 145 2
Combined tax concessions for aged.._______. 848 846 2
Returns without age exemption:
Age exemplion. . o .. ...iiiiiiaaioao 0 493 ~493
Retirement income credit. 19 94 -75
Medical deduction feraged. ... __________._.. 0 121 —121
Combined tax concessions foraged...._.._.. 19 708 —689
Returns with age exemption:
Age exemption. .. ... ooiiiiiiooao. 589 97 492
Retirement income cri 93 18 75
Medical deduction for aged. 147 24 123
Combined tax concessions for aged. 829 139 690

1 Excludes under $1,000 of adjusted gross income intervals which account for a small amount of tax.
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RETURN, 1960-61 AVERAGES

[In percent]
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TABLE 24.—AGE EXEMPTION: BENEFIT, TAX, AND NET BENEFIT RATES, BY AGI INTELVAL AND TYPE QF

Adjusted gross income intervals Benefit Tax Net benefit
All returns:

Under $1,000. . ... . 0 (? ")

$1,000 to §1,999. .57 0.14 0.43

$2,000 to $2,999. .60 13 47

$3,000 to $3,999 .33 13 20

$4,000 to $4,999 .23 13 10

$5,000 to $5,999 .14 13 01

$6,000 to $7,999 .10 14 —.03

$8,000 to $9,999 .08 15 —.07
$10,000 to $14,999. .10 .18 ~.08
$15,000andover .. ..o .o ... .17 .40 -.21
$1,000 and over........_. Noemem e 1.84 18 0
Returns without age exemption:

Under $1,000_ ... .. iii.i.o 0 O] )
1,000 to $1,999..__._. 0 13 —.13
2,000 to $2,999... .- 0 12 —. 12
3,000 to $3,999.... 0 13 —.13
4,000 to $4,999... 0 12 -.12
5,000 to $5,999._. 0 .13 —-.13
6,000 to $7,999.__ 0 13 -.13
8,000 to $9.999.._.... 0 .15 -.15
10,000 to $14,999.__...._. 0 7 -1
15,000 and Over. .. ... ooiioiiiaiooo 0 .35 —-.35

$1,000 and over_.. ... oo _...... 0 7 -1
Returns with age exemption:

Under $1,000. . .. ..om e 0 [0) (0]
1,000 to §1,999 3.49 A7 3.32
2,000 to $2,999... 4.96 .19 4.76
3,000 to $3,999... 3.89 .15 3.74
4,000 to $4,999. .. 3.34 .19 3.14
5,000 to $5,999._. 2.67 .22 2.45
6,000 to $7,999... 2.34 ) 2,10
8,000 to $9,999._.. 2.10 .30 1.80
10,000 to $14,999 ae- 1.81 .36 1.45
15,000 and over..... . ._...oo.oioaio.o. 1.01 70 .30

$1,000 and OVer.. ... oioooiioiiiaiiooioo 2.36 .39 1.97

1 Not estimated.
Source: Tables A-13 and A-17,
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TABLE 25.—RETIREMENT INCOME CREDIT: BENEFIT, TAX, AND NET BENEFIT RATES, BY AGI INTERVAL AND
TYPE OF RETURN, 1960-61 AVERAGES

[tn percent]

Adjusted gross income intervals Benefit Tax Net benefit
All returns:

Under $1,000. . 0 ( (

$1,000 to $1,999. . 05 0.03 0.02

$2,000 to $2,999..._. 09 .02 07

$3,000 to $3,999... 08 .03 06

$4,000to0 $4,999__._ .06 .02 04

$5,000 to $5,999.... . .03 .03

$6,000 to $7,999. 02 .03 0

$8,000 to $9,999... .. 02 .03 -.01

$10,000 to $14,999. . .02 .03 -.01

$15,000 and over. ... .. .ooiiiiciiiiaann .02 .08 ~. 06

$1,000andover..__.__. . ... .35 .p3 0
Returns without age exemption:

Under $1,000____ . ... ... ... 0 (lg [0)
1,000 to $1,999. .03 .02 .01
2,000 to $2,999. . .02 .02 .00
3,000 to $3,999__. .01 .02 —.01
4,000 to $4,999. ... .01 .02 -.01
5,000 to $5,999..... 0 .02 —.02

$6,000 to $7,999. .. 0 .03 —.02
8,000 to $9,999___. 0 .03 -.02
10,000 to $14,999. - 0 .03 -, 03
15,000 and OVer. o oo 0 .06 —. 06

$1,000 and Over. .. oo eiaaaaas .01 .03 —. 03
Returns with age exemption:

Under $1,000. . oo 0 Q) Q¢
1,000 to $1,999. R 1 .06 .06
2,000 to $2,999... 63 .05 58
3,000 to $3,999_... 85 .05 80
4,000 to $4,999.__. 68 .05 63
5,000 to $5,999.._. 44 .05 38
6,000 to $7,999... 52 .03 49
8,000 to $9,999. .. 36 .06 30
10,000 to 14,999_. 36 .08 28
15,000 and over... 11 .13 —.02

$1,000andover ... .. ... .37 .07 .30

1 Not estimated.
Source: Tables A-14 and A-17.
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TABLE 26.—SPECIAL MEDICAL DEDUCTION FOR THE AGED: BENEFIT, TAX, AND NET BEMNEFIT RATES, BY AGI
INTERVAL AND TYPE OF RETURN, 1960-61 AVERAGES

fIn percent]

Adjusted gross income intervals Benefit Tax Net benefit
All returns:
Under $1,000. .. ... . iiiiiiiiianan. 0 (! ('84
$1,000t081,999. ... ... 0 0.04 =0.
$2,000t0 $2,999. ... .o 01 03 —.02
$3.000t0 83,999 .. ... .iiceiiiiiiaiaoo 02 03 —.02
$4,000t0 $4,999._ .. ... oiioo- 02 03 —. 02
$5,000t0 $5,999_ ... ... 01 03 —. 02
6,000 t0 $7,999. ... ... ... .01 .03 —.02
$8.000 to $9.999_ ... 1IIITIIIIIIITITIIIN .01 .04 -.03
$10,000to $14,999_ ... ... ... .02 .04 —. 02
$15,000 and OVeT.._..oooovmseeea ol .21 .10 11
$1,000andover. ... .o..____..__.___. .46 .05 0
Returns without age exemption:
Under $1,000___._....__. 0 ('8 (‘8
$1,000 to $1,999...._. 0 .03 -.03
¢ $2,00010$2,999._...._. 0 .03 —~.03
$3,000 to $3,999._ . 0 .03 —.03
$4,000 to $4,999... 0 .03 —.03
$5,000 to $5,999.... 0 .03 —. 03
$6,000 to $7,999 0 .03 —.03
$8,000 to $9,999. .. 0 04 —.04
$10,000 to $14,999__ 0 .04 —~.04
$15,000 and over 0 .08 —.08
$1,000 and OvVer.... . oeeiiieeiaeaaaaes 0 04 —. 04
Returns with age exemption:
Under $1,000. . ... . onemi i eaeaas 0 Q (18
$1,000 to $l,999«.. ______ 0 .06 —. 06
$2,000t0 82,999 . ..o .10 .05 .05
$3,00010$3,999 ... . c.eciaiioiiiol. .20 .05 .15
$4,000t0 $4,999. . ... L2 .05 .19
$5,00010 $5,999. . .ieieeiieiaaaas .27 .05 .22
$6,000 to $7,999. . .31 .07 .24
$8,000 to $9,999.. 30 .06 24
$10 000 to $14,999 44 .08 36
$15,000 and over.__. 1.29 7 1.12
$1,000andover. . ...oooioiiiiieiiiaaan .59 .10 .49

t Not estimated.
Source: Tables A-15 and A-17.

TABLE 27.—CUMULATIVE PERCENTAGE DISTRIBUTIONS OF BENEFITS, BY AGI INTERVALS AND TYPE OF BENEFIT,
1960-61 AVERAGES

[In percent)
Adjusted gross income intervals Age exemption Retirement credit Medical deduction
All re

$l 000 to 81,999 e 10.4 4.5 0
31,000 to 32,999 __________ 27.7 18.8 1.4
$1,000 to $3,999_......... 40.9 36.7 4.1
$ 000to$49994..._.____ 52.6 52.8 7.5
$1,000 to $5,999. ... .. .- 60.9 60.8 10.9
$1,000t0 $7,899........_. .. 72.3 75.1 17.0
$1.000 to $9,959. - . 78.2 82.2 20.4
$1,000 to $14,999. T IIIIIIIIIIIITITTT 85.8 91.1 2.9

$1,000 and over ... ... oeceeenaiaiaoaon 99.9 100.0 100.0

Source: Tables A-13, A~14, and A-15.
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TABLE 28.—RATIO OF NET BENEFIT FOR EACH AGI INTERVAL TO BENEFIT FOR ALL AGI INTERVALS, BY TYPE OF
BENEFIT, 1960-61 AVERAGES

Adjusted gross income intervals Age exemption Retirement credit Medical deduction
All returns:

$1,000t0$1,999_ . ... .. ... ... 0.078 0.018 -0.027
$1,000t0 82,999 . . ... .214 125 —.047
$1,0001t09$3,999_ . ... ... .294 . 250 —.074
$1000t0%4,999 .. . . ... ... . 345 .348 -. 108
$1,000 to $5,999. . . 350 . 348 ~. 149
$1,000 to $7,999 314 . 339 —.237
$1,000 to $9,999 260 .294 -.312
$1,000 to $14,999. 197 . 248 -.3713

$1,000 and over... .. .o .. ...l .015 —. 001 015

Source: Tables A-13, A-14, and A-15.

TABLE 29.—3 TAX CONCESSIONS FOR THE AGED COMBINED: 1 BENEFIT, TAX, AND NET BENEFIT RATES BY AGI
INTERVAL AND TYPE OF RETURN, 1960-61 AVERAGES *

[In percent]
Adjusted gross income intervals Benefit Tax Net benetit
All returns:
Under $1,000_____ o 0 (O] (©)]
$1,000 to $1,999_. 61 0.20 0,41
$2,000 to $2,999.. 70 .18 52
$3,000 to $3, 999._ 43 .19 24
$4,000 to $4,999 30 .19 12
$5.000 to $5,999._ 18 .13 —.01
$6,000 to $7,999_ 14 .20 —.05
$8,000 to $9,999.._. 11 .22 -1
$10,000 to $14,939_. .14 .26 =11
$15,000 and over .. .o oo .40 .57 -.18
$1,000 and over....._oooeooeioeaan 2.65 .26 0
Returns without age exemption:
Under $1,000__ .. .. 0 ?) )
$1,000 to $1,999.. .03 .29 —.16
$2,000 to $2,999._. .02 .29 —.15
$3,000 to $3,999.. .01 .25 -.17
$4,000 to $4,999._ .01 .29 —.16
$5,000 to $5,999.. 0 .33 —.18
$6,000 to $7,999_. 0 .29 -.19
$8.000 to $9,999_ ___ 0 .42 -.21
$10,000 to $14,999__ 0 .52 —.24
$15,000 and Over.. .. oo 0 1.0l —.49
$1,000andover. . oo eaeoo .0 .56 -.23
Returns with age exemption:
Under $1,000_ . o 0 ® ®
$1,000 to $1,999.. 3.60 .19 3.32
$2,000 to $2,999. . 5.69 17 5.39
$3,000 to $3,999._ 4.93 .18 4,68
$4,000 to $4,999.. 4,26 .18 3.97
$5,000 to $5,999._ 3.38 .18 3.06
$6,000 to $7,999 3.18 .19 2.83
$8,000 to $9,999 2.76 .21 2.34
$10,000 to $14,9 2.62 .24 2.09
$15,000 and over. 2.40 .49 1.39
$1,000 and over 3.32 .24 2.76

1Includes age exemption, retirement income credits, and special medical deduction for the aged.
2 Not estimated.

Source: Tables A-16 and A-17.
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TABLE 30.—O0LD-AGE INCOME PROGRAMS: PROGRESSION OF BENEFITS, ADJUSTED TAXES OR CONTRIBUTIONS
AND ADJUSTED NET BENEFITS, BY PROGRAM AND WELFARE RATIO INTERVAL; AND ANMOUNTS OF BENEFITS,
ADJUSTED TAXES OR CONTRIBUTIONS, AND ADJUSTED NET BENEFITS, BY PROGRAM, 960-61 AVERAGES

Govern- Exemp-
Veterans ment Combined progiams ! tion of
Public  and mili-  Social  civilian-  Private social
Waelfare ratio assist-  tary pro- security, railroad pensions, With With security-
interval ance, all  grams, all pensions, all All head head railroad
families all families all families  families under  aged 65 benefils,
families families age 65  orover all
families
Benefits (in bil-
lions)........ $3.3 $4.6 $1‘l. 9 $3.0 $1.8 $24.5 $9.7 $14.9 'SOI. 8
0.00-0.49...... R
|
0.50-0.74__.._ .. [ ]
0.75-0.99....... P P P
1.00-1.49_.____.
1.50-1.99.._. .. [ ] P 4 5 P P P P
2.00-2.49 ... [ ]
2.50-3.49....__. N GN
3.50 and over... ‘ le ‘
Adjusted taxes or
contributions
(inbillions)_..  $3.3 $4.6 $11.9 $3.0 $1|. 8 52‘4, 5 $2|2. 6 $2|. 0 $0.8
0.00-0.49..._._. ‘ ' R] R| R| Rl
0.50-0.74.__.... RI RI GIN » [ ] p|
|
0.75-099_...... ? a2 . ] T F; ]
1.00-1.49_ ... P P P P
| | | | *
1.50-1.99....... " ] F ] [ ] GN
2.00-2.49..._._. J P R I‘f ’ P
2.50-3.49....... * i R
3.0 and over... I RI Rl \ R
Adjusted net |
benefits (in
billions)...... $0.0 $0.0 $0.0 $0.0 $0.0 0.0 —$12.9 $12.9 30. 0
0.00-0.49._..... ‘ I
0.50-0.74. ... P 4 - ]
0.75-0.99....... P P P
1.00-1.49. ... P P p
150-1.99____._. sli ii’ P
2.00-2.49....._. I‘: G‘N
2.50-349....... * Ill ? ’ ?
3.50 and over... R R R R R

¥
[

Regressive.

Progressive.
N Proportional.
EN Generally proportional.

Denotes, for example, that in col. 1 the benefit is progressive from 0.00-0.49 to 1.50-1.99 and proportional above

! Includes public assistance, veterans and military programs, social security, government civilian-railroad pensions, and
private pensions. The exemption of social security and ratlroad benetits is already included in the social security and gov-
ernment civilian-railroad distributional eifects.

Source: Derived from tables 2, 5 to 9, 19, and 20.
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TABLE 31.—O0LD-AGE TRANSFER PROGRAMS: PROGRESSION RANKS OF BENEFITS, TAXES OR CONTRIBUTIONS
AND NET BENEFITS FOR ALL FAMILIES, BY PROGRAM,! 1960-61 AVERAGES

Veterans and Government
Benefit or tax Public military Social civilian and Private
assistance programs security railroad pensions
pensions
Benefits._._. 1 4 2.5 2.5 5
Adjusted tax
Under 1.50__ 4 2 4 1 4
1.50 or over. 2.5 1 4 2.5 5
Adjusted net benefits:
Under 1.50_ . .....ooooooooo.. 1 4 3 2 5
1.50 07 OVer. - oevucaecaaecacaaaan 1 2 4 3 5

1 Ranked from most-to-least progressive; i.e., rank 1 is most progressive and rank 5 is least progressive. When two
{Jr{ograhms have the same rank, this means that on the average neither program is clearly more or less progressive than
e other.

Source: Derived from tables 10, 12, and 13,
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TABLE 32.—TAX CONCESSIONS FOR THE AGED: PROGRESSION OF BENEFITS, TAXES, AN) NET BENEFITS, BY
TAX CONCESSION AND AGI INTERVALS; AND AMOUNTS OF BENEFITS, TAXES, AND NET BENEFITS, BY TAX

CONCESSION, 1960-61 AVERAGES

Adjusted gross income interval

Age

exemption,
all returns

Retirement
credit, all
returns

Medical

Combined tax concessions

deduction,
all returns

Rturns Returns
w thout with age

age exemption
eximption

All returns

Benefits (in billions).................

$0.11 $0.15

$0.85 10.02 $0.83

$1,000-$1,999. _
$2,000-$2,999.._._...
$3,000-83,999. . ........o....
$4,000-84,999. ...
$5,000-$5,999_ . ....o.....
$6,000-57,999 .o ooeomnnnnn..
$8,000-39,999. ... oooeene.

$10,000-$14,999__

$15,000 and over. .-
Taxes (in biltions)..__._______._.....

$0. 59

$0. 11 $0.15

R
|

|
3

$0. 85

i
]

10.71 $0. 14

$1,000-$1,999________._____.....
$2,000-82,999. ... ...
$3,000-$3,999. ... ...
$4,000-84,999_ ... . ... ...
$5,000-$5,999_ .. . ...
$6,000-$7,999_ .. _..........
$8,000-$9,999..
$10,000-$14,999. ... .....
$15,000 and over___________.____
Net benefits (in billions). ...._....._.

$0. 00 $0.00

$0.00 -{0.69 $0. 69

$1,000-$1,999 ... ...
$2,000-$2,999 ... ...
$3,000-$3,999_ ... ......._..
$4,000-$4,999 ... . ...........
$5,000-$5,999. .
$6,000-$7,999 ... . ..o
$8,000-$9,999 ... ..ooo..e.
$10,000-$14,999_____ . ........
$15,000 and over................

!

%Denotes, for example, that in col. 1 the benefit is pr
SZ,P 0-$2,999 to $8,000-$9,999, and regressive above $8,

Progressive.

N Proportional.

GN Generally proportional
Regressive.

Source: Derived from tables 23 to 26 and 29.

gggrtional from $1,000-$1,999 to $2,000-$2,999, progressive from
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TABLE 33.—AMOUNTS OF OLD-AGE TRANSFER PAYMENTS, UNADJUSTED TAXES OR CONTRIBUTIONS, AND TAX
CONCESSIONS, 1960-61 AVERAGE AND 1966!

1960-61 average 1966 1966 as percent of
(in miltions) (in millions) 1960-61 average
(in percent)
Transter payments_____ ... .. ... ... $24,544 $38, 398 156
Public assistance____ .. ... ..o 3,318 4,296 129
Old-age assistance. .. . .c........ 1,589 1,624 102
Other assistance._....__.._... 1,729 2,672 155
Veterans and military programs. 4,610 5724 124
Veterans pensions and compensation__ 3,491 4,013 115
Compensation._ __ ... .._........ 2,058 2,154 105
Pensions. .._.....- 1,433 1,859 130
Other veterans programs.. 383 158 4]
Military pensions_____ 736 1,553 211
Social security (OASDI) 11,8673 19,786 167
Government and railroad pensions. . 2,981 4.9 164
Federal civilian_..._........ 881 1,716 195
State-local government. 1,130 1,975 175
Raifroad... ... 1,211 125
Private pensions. _. 1,762 3,600 204
Unadjusted taxes or contributions__ 27,385 45,050 165
Sccial security (OASDI).__..__ 12,126 23,244 192
Government and railroad pensions. 4911 7,303 151
Federal civilian. . _.._.___ 1,620 2,283 141
State local govarnment__ 2,119 4,270 157
Railroad..____.... 572 750 131
Private pensions. ... . cociiiaanaas 5,437 7,200 132
Tax concessions:
Exemption of social security and railroad
benefits .. oo iciaaaan 753 1,100 150
Age exemption.._.___. 621 2700 110
Retirement income credit. _.__ 112 200 180
Medical deduction for the aged._ . ....._.. 147 [ T

1 Part of beneflts received by nonaged and part of taxes paid by aged.
2 Includes extra minimum standard deduction for the aged.
3 Repealed.

Sources; Tables A-22 and A-23.
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TABLE A-1.—DISTRIBUTIVE SERIES FROM SURVEY OF CONSUMER EXPENDITURES: BENEFITS, 1960-61
AVERAGES

[In percent]

K 5 Veterans and Government
Welfare ratio interval and Public military Social civilian- Private
age of head assistance ! programs 2 security 2 railroad pensions §
pensions 4
0.7 0.6 1.0 2.3 0
8.1 36.2 49.1 S1.7 15.0
5.7 9.1 11.5 9.3 9.7
4.8 6.2 8.2 4.2 10.5
3.9 15.3 10.8 1.8 15,0
1.0 12.6 7.0 9.3 8.5
L3 5.4 50 5.9 12.1
0.5 9,0 4.5 5.5 7.9
0 5.7 2.8 4.0 2.2
100.0 100. 1 99.9 100.0 99.9
1.0 .2 .7 .5 0
7.4 22.2 33.7 32.5 4.3
6.3 8.4 10.1 9.5 4,6
6.4 6.7 10.0 7.9 6.6
8.5 19.1 14.8 9.3 17.7
1.4 14.9 12.2 13.2 16.0
1.5 7.3 8.7 8.3 26.7
.5 12.9 6.0 13.2 14.7
0 8.2 3.8 5.5 8.9
Total oo e e 100.0 99.9 100.0 99.9 100.0
0 1.4 1.2 3.0 0
93.3 65.6 54.0 59.6 18.4
4.4 10.5 12.0 9.2 11.5
.9 5.2 7.6 2.7 11.9
0 1.3 9.6 1.2 14.1
0 1.7 5.4 .17 6.0
1.1 1.1 3.8 4.9 7.1
.3 .7 4.0 2.3 5.6
0 .5 2.5 3.4 25.4
Total 100.0 100.0 100.1 100.0 100.0

t Public assistance and private relief. Public assistance accounts for about 98 percent of the reported amount. Reported
9ublic assistance amounted to about 34 of the roughly comparable program total. Nonaged and aged families receive
0.6 and 29.4 percent, resJ)ectiver. of the reported total. X
2Veterans pensions an p tions (retirement, survivor, and service-connected disability pay, educational bene-
fits, and other ailowances to veterans). Excludes lump-sum payments. Reported veterans benefits amount to about 34 of
the roudgl;ly (Izomparable program total. Nonaged and aged families receive 67.8 and 32.2 percent, respectively, of the
reported total.
3 Excludes lump-sum payments, Reported benefits amounted to 97 percent of the program total. Nonaged and aged
families receive 24.4 and 75.6 percent, respectively, of the reported total,
4 Excludes lump-sum payments. Reported benefits amounted to about 110 percent of the roughly comparable program
total. Nonaged and aged families receive 29.2 and 70.8 percent, respectively, of the reported total. .
§ Private pensions and retirement pay from private employers. labor unions, and other private sources, Excludes lump-
sum payments. Reported benefits amounted to about 100 percent of the roughly comparable program total. Nonaged
and aged families receive 25.5 and 74.5 percent, respectively, of the reported total.
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TABLE A-2.—DISTRIBUTIVE SERIES FROM SURVEY OF CONSUMER EXPENDITURES: TAXES 1960-61 AVERAGES

[In percent]

Soclal security tax Govern- Private S:ate- Property
. ‘ment pension Federal 1hcal taxon
Welfare ratio interval  Employeet  Self-em- civilian- emploges personal personal owner-
and age of head ployment?  railroad contribu- income in:ome occu?Ied
employee tion ¢ tax s tixe housing?
tax?
All families:
Negative..__..._._... 0 0.7 0 0 0.1 0.2 0.2
to 0.49. .. .9 L7 .1 .1 .1 .2 6.5
0.50 to 0.74. 2.4 2.7 .5 .4 .3 .4 3.3
0.75t0 0.99... 51 7.2 2.0 1.1 1.1 1.4 3.6
1.00to 1.49__. 16.2 12.9 10.6 6.8 7.0 6.6 1.8
1.50t0 1.99._. 21.6 16.8 17.1 15,3 14.6 12,5 18.5
2.00t0 2.49___ 18.0 12.9 16.6 15.3 16.0 13.2 15.8
25010 3.49... 21.6 19.1 24.4 24.5 23.9 0.9 18,9
3.50 and over. 14.2 25.9 28.6 36.4 36.9 14,6 21.4
Total_._o_oo..... 100.0 99.9 99.9 99.9 100.0 0.0 100.0
Head under age 65:
Negative.._.. 0 7 0 0 .1 .2 .2
Oto 0.49___ .8 1.4 .1 .1 .1 .1 1.8
0.50 to 0.74_ 2.2 2.6 .5 .4 .2 .3 1.8
0.75 to 0.99. 5.0 1.5 2.1 1.2 1.1 1.4 3.1
1.00 to 1.49. 16.2 13.0 10.7 6.7 7.1 6.5 12.0
1.50 to 1.99. 21.9 18.0 17.4 16.1 15.2 12.9 20,1
2.00 to 2.49. 18.1 12.8 17.1 16.1 16.5 3.8 12.5
2.50 t0 3.49__ 21.6 19.2 24.2 25.0 24.4 1.3 21.0
3.50 and over......... 14.1 24.8 28.0 34.4 35.4 +3.4 22.7
Total. eeeoeeoaaaaee 99.9 100.0 100.1 100.0 100.1 9.9 100.0
Head aged 65 or over:
Negative_.........__. 0 L1 0 0 0 0 .4
0t00.49___ 3.4 4.2 .4 0 .5 1.6 30.2
0.50 to 0.74. 4.8 3.2 .3 0 .7 1.2 11,6
0.75t0 0.99._. 5.9 5.3 1.2 0 1.2 10 6.0
1.00 to 1.49... 16.0 12,0 9.0 8.6 6.3 7.1 10.8
1.50t0 1.99___ 16.7 6.2 13.1 4.2 7.8 1.4 10.6
2.00 to 2.49_ 15.9 13.8 9.6 3.8 10.3 6.9 6.9
2.50 to 3.49. 21.3 18,0 28.2 16.5 17.9 ‘1.2 8.1
3.50 and over_ 15.9 36.2 38.1 66.9 55.3 7.4 15.3
Total e eee s 99.9 100. 0 99.9 100.0 100.0 110.0 99,9

1 Reported tax amounted to about 90 percent of the roughly comparable program total. Nonaged and aged families
pay 95.2 and 4.8 percent, respectively, of the reported total.

30n a payments basis instead of on a liability basis. Reported tax amounted to about 75 to 80 ps rcent of the roughly
comparable program total. Nonaged and aged families pay 90.3 and 9.7 percent, respectively, of the reported total.

8 Before refunds, Reported tax amounted to about 90 ﬂercent of the roughly comparable progri m total. Nonaged and
aged families pay 94.3 and 5.7 percent, respectively, of the reported total.

1 Before refunds. Reported tax amounted to about 100 percent of the roughly comparable progran total. Nonaged and
aged families pay 93.9 and 6.1 percent, respectively, of the reported total.

5 0n a payments basis. Federal payments minus Federal, State, and local income tax refunds, Riported tax amounted
to about 80 to 85 percent of the roughly comparable national income and product account (NIPA) total. Nonaged and
aged families pay 92.3 and 7.7 percent, respectively, of the reported total.

90n a payments basis. Before refunds, Reported tax amounted to about 30 percent of the rou thly comparable NIPA
total. Nonaged and aﬁed families pay 91.5 and 8.5 percent, respectively, of the reported total.

7 Nonaged and aged families pay 83.4 and 16.6 percent, respectively, of the reported total.
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TABLE A-3.—DISTRIBUTIVE SERIES FROM SURVEY OF CONSUMER EXPENDITURES: MISCELLANEOUS ITEMS,
1960-61 AVERAGES

{in percent]
QOther before
Total con- Wages and  Net profit tax-before Death and
Welfare ratio Interval and age of head sumption? Dividends® salaries®  minus net public gift taxes
loss 4 transfer
income 8
0.2 0.2 0 -0.8 0.1 0
6.3 1.1 10 .8 7.5 0
3.7 1.8 1.9 1.8 6.4 0
57 1.1 4.1 4.3 6.5 0
15.3 5.9 13.8 9.2 14.1 0
18.5 6.4 19.6 1.8 12.0 0
15.0 7.3 17.4 10.3 9.2 0
18.3 12.3 22,2 17.3 15.0 0
16.9 63.8 20.1 45.4 29.0 100.0
99.9 99.9 1001 100.1 99.8 100.0
.1 .2 0 -.8 ! 0
3.1 .3 .8 .6 3.6 0
3.0 .5 1.8 1.6 4.3 0
5.6 .4 4.1 4.2 6.2 0
15.9 4.7 13.8 9.5 14.8 0
19.7 5.0 19.9 12.3 12,9 0
15.9 7.1 17.6 10.4 9.6 0
19.3 13.8 22.2 17.9 16.7 0
17.3 68.0 19.8 .3 31.8 100.0
99.9 100.0 100.0 100.0 100.0 100. 0
Head aged 65 or over:
Neggaﬁve .7 .1 0 -.9 0 0
0 to 0.49 32.2 2.3 4.2 2.3 16.0 0
0.50 to 0.74 9.4 4.1 4.4 4.1 1.1 0
0.7510 0.99_. 6.4 2.4 4.3 4.5 7.4 0
1tol. 10.9 7.9 12.3 6.6 12.6 0
1.50 to 1. 8.9 8.8 13.7 7.0 10.2 0
210249 7.8 7.4 12.8 9.6 8.5 0
2.50 to 3.49. 10.1 9.9 22,4 1.3 11.2 0
3.50 and over. 13.5 56.9 25.9 85.5 23.0 100.0
T e oo cecccammmmom 99.9 99,8 100.0 100.0 100.0 100.0

1 Reported consumption amounted to about 90 to 95 percent of the roughlr comparable NIPA total. Nonaged and aged
tamilies account for 88.9 and 11.1 percent, respecuveky, of the reported total.

2 Dividends received from stocks and cooperatives. Reported dividends amounted to about }4 of the roughly comparable
NIPA total. Nonaged and aged families receive 62.5 and 37.5 percent, respectively, of the repgrted total.

3 Before occupational expenses. Reported wages and salaries ted to 95 to 100 p of the roughly comparable
NIPA total. Nonaged and aged families receive 85.2 and 4.8 percent, respectively, of the reported total.

4 Reported net profit minus net loss amounted to about 85 to 90 percent of the roughly comparable NIPA total. Nonaged
and aged familles receive 90.5 and 9.5 percent,.respectlvelr, of the reported total. i .

s Beforo tax-before public transfer income minus the following income items: wages and salaries, net profit minus net
loss, dividends, and private pension benefits. Nonaged and aged families receive 68 and 32 percent, respectively, of the
reported total. .

Elt was assumed that the nonaged and aged pay 34 and %, respectively, of these taxes,
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TABLE A-4.—PUBLIC ASSISTANCE: AMOUNTS OF BENEFITS, TAXES, AND NET BENEFITS BY WELFARE RATIO
INTERVAL AND AGE OF HEAD, 1960-61 AVERAGES

[In millions]

Welfare class intervals and age of head Benefits 1 Tax? Net benefit
All families:
Negative $23 $4 $19
01o 0. 2,724 111 2,613
0.50 to 0.74. 189 73 116
0.75 to 0.99. 159 110 49
1tol.4 129 357 —228
1.50 to 1.99. 33 502 —469
2t02.49... 43 463 -~420
2.50t0 3.49... 16 628 ~612
3.50 and over. 0 1,070 -1,070
Total 3,318 3,318 0
Head under age 65

Negative_. . 23 2 21
0to 0.49. 1,813 46 1,767
148 46 102
150 93 57
129 316 —187
33 464 —431
35 428 —393
12 577 ~565
0 879 —879
2,343 2,854 —511
0 0 0
910 66 844
43 27 16
9 17 —~8
0 39 -39
0 38 -38
11 35 =24
3 50 —47
0 190 -190
Total.. .- 975 464 511

' Distributed by column 1 of table A-1.
, 5, 6, 44, 12, and 3 percent of this tax distributed by columns 5, 6, and 7 of table A-2, and columns 1, 2, and 6 of
tabla A—3 resoechvely



160 OLD AGE INCOME ASSURANCE—PART II

TABLE A-5.—VETERAN AND MILITARY PROGRAMS: AMOUNTS OF BENEFITS, TAXES, AND NET BENEFITS, BY
WELFARE RATIO INTERVAL AND AGE OF HEAD, 1960-61 AVERAGES

{tn millions]
Welfare class interval and age of head Benefitst Tax 2 Net benefit
All families:
$28 55 $23
1,669 74 1,595
420 62 358
286 99 187
705 394 311
581 625 —44
249 630 —381
415 914 —499
263 1,806 -1,543
4,610 4,610 0
6 4 2
694 30 664
259 37 222
209 82 127
597 343 254
466 §70 —-104
228 576 —348
403 835 —432
256 1,455 —1,199
3,126 3,932 —806
19 1 18
974 44 930
154 25 129
76 17 59
107 51 56
114 55 59
16 54 ~38
10 79 —69
6 351 —345
1,484 678 806

anstnbuted by col. 2 of table A-1. Includes lump-sum benefit payments.
5 9, and 3 percent of Federal general tax revenue distributed by col. 5 of table A-2, and cols. 1, 2, and 6 of
table A—3 respectively
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TABLE A-6.-—~SOCIAL SECURITY: AMOUNTS OF BENEFITS, TAXES, AND NET BENEFITS, 3Y WELFARE RATIO
INTERVAL AND AGE OF HEAD, 1960~61 AVERAGES

[In millions]
Welfare class interval and age of head Benefits?  Unadjusted Adjusted Unafjusted Adjusted
taxs taxs net benefit net benefit
$l4 $14 {105 $105
269 274 5, 561 5,556
326 323 1,039 1,042
50 35 324
1,91 1,859 - 634 —577
2,499 2,428 —1,668 —1,597
, 061 1,995 ~1, 467 —1,401
2,505 2,438 -1,971 ~1,904
1,883 1,504 —1,551 —1,672
12,126 11,873 -253 0
6 14 14
151 153 825 823
75 270 18 23
600 585 --310 —295
1,806 1,748 —11377 -1,319
2,397 2,326 -2 04 -1,9
, 962 , 896 -1 710 —1,684
2,372 2,305 —2 198 -2,131
1,748 1,750 -1 638 —1,640
11,328 11,050 —8 431 —8,153
3 3 105 105
118 121 4729 4,726
52 54 1025 1,023
48 48 63
108 109 754 753
101 101 334 3
99 99 242 242
132 132 228 228
135 154 70
Total._ 798 823 8178 8,153

1 Distributed by column 3 of table A-1. Includes lump-sum benefit payments.

lSelf-em?onment tax distributed by column 2 of table A-2; employee tax and one-half of emplnyer tax distributed by
column 1 of table A-2; and one-half of employer tax distributed by column 1 of table A-3.

156, 22, 19, and 3 percent of Federal general tax revenue distributed by column 5 of table A-2, and columns 1, 2, and
6 of table'A-3, respectively.
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TABLE A-7.—GOVERNMENT CIVILIAN AND RAILROAD PENSIONS: AMOUNTS OF BENEFITS, TAXES, AND NET
BENEFITS, BY WELFARE RATIO INTERVAL AND AGE OF HEAD, 1960-61 AVERAGES

[In millions]

Welfare class Interval and age of head Benefitst  Unadjusted  Adjusted  Unadjusted  Adjusted
tax? tax3 net benefit  net benefit
All famities:

$69 0 —§1 $69 $70
1,541 $5 -16 1,536 1,557
277 24 1 253 266
125 98 64 27 61
233 521 361 —288 —128
277 840 579 —563 —302
176 815 535 —639 —359
164 1,199 788 —1,035 —624
119 1,404 657 —1,285 1,954
2,981 4,911 2,981 -1,930 0

0 -1 4
284 5 4 279 280
83 23 14 60 69

69 93 63 —24
81 496 347 —415 —266
115 806 857 —691 —442
73 792 525 —~719 —452
115 1,121 739 —1,006 —624
48 1,297 665 —1,249 —-617
873 4,631 2,904 —3,758 —2,031

Head aged 65 or over:

Negative 0 0 63

to 0.49 1 ~12 1,255 1,268
0.50t0 0.74.... 1 -3 197
0.75t0 0.99_.._ 3 -1 52 56
1to1.49.__ ... 25 14 125 136
1.5C t0 1.99 37 23 123 137
2t02.49.____. 27 13 74 88
2.50 t0 3.49.... . 79 49 -3l -1
3.50 and over 107 -8 —35 80

Total.e..... [, 280 77 1,828 2,031