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REPORT OF THE PRESIDENT'S COMMISSION ON
PENSION POLICY

FRIDAY, MAY 15, 1981

U.S. SENATE,
COMMITTEE ON FINANCE,

SUBCOMMITTEE ON SAVINGS, PENSIONS AND
INVESTMENT POLICY,

Washington, D.C.
The subcommittee met, pursuant to notice, at 9:30 a.m., in room

2221, Dirksen Senate Office Building, Hon. John H. Chafee (chair-
man) presiding.

Present: Senator Chafee.
[The committee press release and Senator Dole's prepared state-

ment follow:]
[Press Release No. 81-127, Apr. 30, 19811

FINANCE SUBCOMMITTEE ON SAVINGS, PENSIONS, AND INVESTMENT POLICY SETS
HEARING ON REPORT OF THE PRESIDENT'S COMMISSION ON PENSION POLICY

Senator Chafee, Chairman of the Subcommittee on Savings, Pensions, and Invest-
ment Policy of the Senate Committee on Finance announced today that the Subcom-
mittee will hold a hearing on May 15, 1981 on the President's Comniission on
Pension Policy's report, "Coming of Age: Toward a National Retirement Income
Policy."

The Committee will hear testimony from the President's Commission on Pension
Policy. The Committee also hopes to receive testimony from various interested
members of the public on the Commission's findings and the issue of pension and
retirement policy generally.

The hearing will be held at 9:30 a.m. on May 15, 1981, in Room 2221 of the
Dirksen Senate Office Building.

In announcing the hearing, Senator Chafee noted that the increasing financial
pressures on the social security system emphasize the need to examine the relative
roles that qualified retirement plans and individual savings should play as sources
of retirement income. "While some of the Commission's recommendations have been
quite controversial, they have certainly focused attention on an issue which gains in
importance as the median age of our population increases."

Requests to testify.-Witnesses who desire to testify at the hearing must submit a
written request to Robert E. Lighthizer, Chief Counsel, Committee on Finance,
Room 2227 Dirksen Senate Office Building, Washington, D.C. 20510, to be received
no later than noon on Friday, May 8, 1981. Witnesses will be notified as soon as
practicable thereafter whether it has been possible to schedule them to present oral
testimony. If for some reason a witness is unable to appear at the time scheduled,
he may file a written statement for the record in lieu of the personal appearance. In
such a case, a witness should notify the Committee of his inability to appear as soon
as possible.

Consolidated testimony. -Senator Chafee urges all witnesses who have a common
position or who have the same general interest to consolidate their testimony and
designate a single spokesman to present their common viewpoint orally to the
Subcommittee. This procedure will enable the Subcommittee to receive a wider
expression of views than it might otherwise obtain. Senator Chafee urges that all
witnesses exert a maximum effort to consolidate and coordinate their statements.

(1)
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Legislative reorganization act.--Senator Chafee stated that the Legislative Reorga-
nization Act of 1946, as amended, requires all witnesses appearing before the
Committees of Congress "to file in advance written statements of their proposed
testimony, and to limit their oral presentations to brief summaries of their argu-
ment."

Witnesses scheduled to testify should comply with the following rules:
(1) All witnesses must submit written statements of their testimony.
(2) Written statements must be typed on letter-size paper (not legal size) and at

least 100 copies must be delivered not later than noon Thursday, May 14, 1981.
(3) All witnesses must include with their written statement a summary of the

principal points included in the statement.
(4) Witnesses should not read their written statements to the Subcommittee, but

ought instead to confine their oral presentations to a summary of the points includ-
ed in the statement.

(5) Not more than five minutes will be allowed for the oral summary.
Written statements.-Witnesses who are not scheduled to make an oral presenta-

tion, and others who desire to present their views to the Subcommittee, are urged to
prepare- a written statement for submission and inclusion in the printed record of
the hearing. These written statements should be typewritten, not more than 25
double-spaced pages in length, and mailed with five (5) copies to Robert E. Light-
hizer, Chief Counsel, Committee on Finance, Room 2227, Dirksen Senate office
Building, Washington, D.C. 20510, not later than Friday, May 29, 1981. On the first
page of your written statement please indicate the date and subject of the hearing.

PREPARED STATEMENT OF SENATOR DOLE

Today we have an opportunity to hear the views of the President's Commission on
Pension Policy and the views of the public on the issue of pension and retirement
policy.

Social security was established in 1939 to provide a minimum floor of retirement
income. It was expected that private pensions and personal savings would supple-
ment these minimum retirement benefits. All three sources were considered neces-
sary to provide adequate retirement income. However, social security has been
increasing as a share of retirement income. In 1950, social security paid28,percent
of all retirement, disability and survivor benefits. By 1980 social security s share
had more than doubled, while the share paid by public and private employee
pension plans decreased.

Thirty-five million people around the country now receive social security benefits.
More than 115 million working people pay social security taxes with an eye toward
receiving future benefits. When the future funding of the system is in question, as it
is today, benefits may be placed in jeopardy for the young and old alike. We can no
longer be satisfied with piecemeal measures that satisfy immediate needs but ne-
glect the long-term fiscal stability of the system.

Currently, only a relatively small proportion of the retired actually receive-
income from employee pensions. In fact, less than 50 percent of the current work
force participates in an employee pension plan. We must continue to provide sub-
stantial incentives for employees and employers to maintain tax qualified retire-
ment plans, in order for employee pension programs to continue to be a major
source of retirement income, Employee pension programs provide a necessary sup-
plement to social security. Employee pension programs are also a form of indirect
individual savings. Even in today's economy, as inflation takes larger and larger
portions of an individual's after-tax income and as after-tax corporate profits fall,
we must develop incentives to maintain employee pension programs because they
are an essential component of the U.S. retirement income system.

Currently, individual retirement saving is not a significant source-of income for
most retirees. We must pay greater attention to the gains to be derived from
encouraging individuals to save for their own retirement. I have introduced legisla-
tion to allow participants in qualified retirement plans to set up an Individual
Retirement Account or receive a deduction for contributions to their qualified plans.
Allowing employees to deduct contributions to their pension plans should be an
efficient way to encourage savings, especially with the use of payroll deduction
plans. In addition, Mr. Chairman, I applaud your efforts in this important area and
the legislation you have introduced on the Individual Retirement Account concept.

In conclusion, Mr. Chairman, this hearing should provide us with useful com-
ments on the President's Commission's report and the issue of pension and retire-
ment policy generally.

Senator CHAFEE [chairman, presiding]. The subcommittee will
come to order. I.
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This is first time the findings and recommendations of the Presi-
dent's Commission on Pension Policy have been presented to a
Senate subcommittee since the work was completed in February.

Likewise, it is the first chance public witnesses have had to
critique the Commission's report in a forum such as this.

There are three ways to accumulate retirement income and all
three of these were addressed to some extent in the report.

The first, of course, is through social security. There is no ques-
tion that the social security crisis is with us right today. Persistent
inflation has brought that fund to the brink of insolvency, barely 4
years after this committee came forward with very substantial tax
increases that were meant to insure the solvency of the fund
throughout the balance of this century.

What did it in, of course, is the inflation, which has devalued
personal retirement savings and pension benefits so seriously that
60 percent of current retirees now find themselves almost entirely
dependent on income from social security, which of course, was
never the objective of the Social Security Fund when it was origi-
nally established. So obviously, we must tackle head on the prob-
lems of the social security system for the benefit of present and
future retirees.

We must not pit one generation against another. This shouldn't
be an either or situation. Our concern with the integrity of the
fund must go further than the immediate crisis confronting the
social security system right now. Of course, this committee will be
addressing the social security problems later in this calendar year.

The second way in which people prepare financially for their
retirement is with personal savings. I have been extremely active
in the effort to increase incentives for personal savings-to encour-
age people to save rather than borrow with an emphasis on saving
for retirement.

One way to increase savings for retirement is with the expansion
of the eligibility and the tax deductions for IRA (individual retire-
ment account). I have introduced legislation along with Representa-
tive Hinson Moore in the House, to accomplish this. We have
proposed a $2,000 deduction for a contribution to an IRA. This
deduction is not a percentage of one's earnings, but the first $2,000,
if one should so choose.

I am increasingly confident that Congress will approve this plan
or, one very similar, during this year.

Now the third way in which people accumulate retirement
income is through private pension plans. The President's Commis-
sion has recommended the substantial expansion to the number of
workers in the amount of coverage afforded by private pension
plans.

That is one consideration as we look at the distressing fact that
only 40 percent of all Americans can expect to have private pen-
sion plan coverage when they retire. I must say, I was shocked by
that statistic.

It isn't that more aren't in plans, it's that one factor crosses the
great mobility of Americans, many of whom failed to stay in a job
long enough to accumulate or divest in a private pension plan. I
might add that I am an example of this type of situation. I have
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held so many different jobs and have never stayed in one long
enough to qualify for the pension.

Examination of the private pension plans in this country is our
purpose here today. The cost is, of course, solely restricted through
pensions generally, but with a stress on private pension plans.

By the end of this century, only 20 years from now, the elderly
will account for an even greater portion of the Nation's population
than they do today.

The number of people over age 65 now is 11 percent of our
population. By the year 2000, this figure Will increase to 13 per-
cent-close to a 20-percent jump, with an increase to 22 percent of
the population soon thereafter when the current baby boom gen-
eration reaches age 65.

It seems to me we should seek an increase in private pension
plan coverage. The problems addressed in increasing this coverage
are substantial, and of course, the report deals with some of those.

Small businesses say they can't afford to provide pension plans.
Americans as previously noted are extremely mobile. How do we
find them when they move? In addition, coverage of dependents
and survivors complicates the issue even more.

I believe it behooves every policymaker to be concerned about
the financial security of our future retirees and to be cognizant of
the change in demographics in the Nation.

We must do more than simply say this is a difficult problem. I
know that each of the subcommittee's witnesses here today has
strong views about these problems and the solutions, too.

It is my hope that this hearing will only be the first of many
that we hold in an effort to improve the retirement prospects for
today's working senior citizen.

So, we welcome the panel. We will start first with Mr. Thomas
Woodruff, Executive Director of the President's Commission on
Pension Policy.

I am glad to have you here, Mr. Woodruff.

STATEMENT OF THOMAS C. WOODRUFF, EXECUTIVE
DIRECTOR, PRESIDENT'S COMMISSION ON PENSION POLICY
Mr. WOODRUFF. On behalf of the Commission, we all appreciate

the opportunity to appear before this distinguished subcommittee
and to review our findings and recommendations.

I feel certain that you and many in the audience have already
seen most of our proposals. We are very grateful for the chance to
present them to you today.

In the context of current concerns in Congress on tax cuts and
solvency of the social security system, which I believe has major
implications for funded employee pension plans as well, I would
like to summarize my remarks but ask that my full testimony be
entered into the records of this hearing.

Senator CHAFEE. Without objection, it is so ordered.
Mr. WOODRUFF. In addition, I would like to submit three addi-

tional documents for the record, so that I don't ,need to discuss
them in my testimony.

The first is an analysis of pension plan coverage in the United
States with figures that we are releasing for the first time today, a
study of the macroeconomic effects of our recommendation, as well
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as a review of legislation currently underway in Congress and all
the matters of concern to the Commission's final report.

Mr. Chairman, the Commission's final report contains recom-
mendations for a number of broad long-range retirement income
goals for the Nation and spells out the relative roles of public and
private pension systems, as well as individual efforts in providing
this income.

In addition, a number of specific proposals are recommended to
meet these long-range goals and to lead us to a transition toward a
more balanced retirement income system.

In its review of the major problems facing our retirement pro-
grams, the Commission made three major findings.

First, our Nation has become dangerously dependent on pay-as-
you-go finance programs. These large tax supported programs have
created an imbalance which has serious implications for the future.

Senator CHAFEE. Do you mean that with respect to the social
security fund, the outgo is dependent upon the immediate income?

Mr. WOODRUFF. That's right.
Senator CHAFEE. And that it disregards the demographics of the

future?
Mr. WOODRUFF. And also current economics is very sensitive. As

we realize, given the current shortrun problems, pay-as-you-go pro-
grams are also extremely sensitive to current economic conditions,
when unemployment rates are high or when inflation is different
than a wage growth we can experience short-term funding prob-
lems as well.

In addition, the Commission looked very carefully at the question
of funded employee pension coverage, and concluded that the lack
of coverage in the private pension area is a serious problem for
future public policy.

We also find, as you mentioned in your opening remarks, that
where individuals are covered, the lack of coordination among
programs sometimes results in low benefits for some and other
people receive excessive benefits.

Senator CHAFEE. I must ask, is anyone complaining about receiv-
ing an excessive benefit? [Laughter.]

Mr. WOODRUFF. Some people I think are complaining, Senator,
about those who are receiving excessive benefits.

Senator CHAFEE. I see. That's subjective judgment, I suspect, of
what is an excessive benefit.

Mr. WOODRUFF. Senator, we also identified a problem that you
mention in your opening statement that inadequate incentives now
exist for retirement savings, and there are major inconsistencies
currently in a tax treatment of pension benefits.

I would like also to add a fourth that the Commission identified
in its final report, and that should bq of concern to us today. And
that is the fragmentation of the policymaking structure in both the
executive and legislative branches of Government makes it very
difficult to provide linkage among the various proposals for
changes to our retirement and tax policy area.

This inability to provide linkage among retirement policy, tax
policy, policy concerned with social security, private pension plans
and savings, makes it very difficult to put together a comprehen-
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sive package that we feel would lead us out of the overdependency
on pay-as-you-go programs.

In response to all of these problems that I have listed and many
more that are contained in our final report, the Commission put
together a list of over 50 recommendations for change.

Also identified in our report, Senator, the Commission identified
the overdependence on Government programs. Last year we esti-
mated about $185 billion in benefits was flowing to about 23 mil-
lion older Americans. A very substantial amount of money.

The problems associated with transferring such amount--
Senator CHAFEE. What was that sum again?
Mr. WOODRUFF. $185 billion.
Senator CHAFEE. All Government?
Mr. WOODRUFF. Not all Government, some private as well. Cur-

rently about 11 percent, I believe, of the population is over the age
of 65 and most of those are in retirement, but there are some below
that age who are in retirement.

The $185 billion is an estimate of direct retirement income trans-
fers to the elderly through private and public programs. It does not
include, Senator, estimates of inkind benefit programs, health pro-
grams and others that are sponsored by the Federal Government.

The problems associated with transferring such enormous sums
will be magnified in the coming years mainly because of the aging
of the population.

Also, a shrinking workforce in the future will be required to
support this much larger aged population.

As the population of the country matures, severe strains will be
placed on our already overburdened programs. As I mentioned, this
is particularly a problem for social security, but it may also be a
problem for funded programs that provide for long periods of amor-
tization of benefit increases.

The trends toward earlier retirement and increased longev-
ity--

Senator CHAFEE. Precious few private plans provide for benefit
increases that are in an' way indexed. Isn t that correct?

Mr. WOODRUFF. That s right. There are very few. I think most
estimates are under 5 percent that provide some form of automatic
indexing.

There are additional numbers-many private plans have what
are called ad hoc benefit increases periodically, though they are
not guaranteed. We can anticipate that these would continue to be
made.

There is a particular problem, I believe, with the funding of flat
benefit plans. Most of these are collectively bargained plans where
every 3 years or how ever often the contracts are renegotiated,
benefit increases are made, and these are usually amortized over a
3-year period-I mean a 30-year period.

This, in effect, means that we are stretching out of past service
benefit increases over many years into the future as well, in these
and some other programs that are called funded programs.

The trends toward earlier retirement and increased longevity
have serious implications as we well know through the solvency of
the social security trust funds. We all know as well that if sched-
uled payroll taxes and benefit payments remain unchanged, the
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social security trust funds would be insufficient both in the short
term and then in the long term when the baby boom begins to
retire.

A Commission househbod-iirvey of 6,100 households chosen ran-
domly across the Nation, reveals that only about 48 percent of all
active workers, 18 years old and older, are presently covered by
some type of employer-based pension plan.

In the private sector, this figure is approximately 45 percent for
all workers and 54 percent of all workers between the ages of 25
and 64.

More than half or 54 percent of all noncovered workers are men,
and 71 percent of noncovered workers work fulltime. Many of
noncovered workers earn moderate income that place them in or
near the middle of the earned income distribution.

Yet, we do recognize that many of these nonparticipants in pen-
sion plans are concentrated in low-wage jobs and in marginal in-
dustries.

A large number of noncovered private sector workers, we esti-
mate it at as much as 79 percent, work for establishments that
employ fewer than 100 employees. While some of these places of
employment are merely subsidiaries of' larger corporations, many
of these employers still are in lower corporate tax brackets and
therefore do not receive the same tax incentives for pension fund
contributions as larger employers.

Senator, it is somewhat a similar situation to the progressive tax
structure for individuals. For those employers who earn a net
income of under $100,000, they receive a tax deduction in effect,
below the 46 percent corporate tax rate for earnings above that
level. That means that every dollar going in the pension plans for
these employers is a little larger bite out of their pockets than
those for employers of higher profit margins.

This uneven distribution of employee retirement income benefits
and provision of pension programs has already caused serious diffi-
culties and promises to create further problems in the future.

We now see that we have problems both with pension plans and
with social security. The question is what should be done.

The Commission concluded that we must as a nation break with
past traditions and create a new Federal initiative that would lead
to a more balanced program of social security funded pension
programs, retirement savings, and earnings as potential sources of
income for the elderly.

What is unique about the Commission's report, unlike many
other study groups, is that it calls for linkage among all of these
areas of concern.

The report calls for greater emphasis to be placed on funded
employee pension plans and individual efforts. And we call for
reduced emphasis on tax supported Government programs. How do
we suggest to do this?

First, we call for a strengthening of the long and short term--
Senator CHAFEE. What do you mean by reduced emphasis on the

Government tax supported programs? You are disturbed that such
a substantial portion of retirees' income now comes from social
security. In other words, they are dependent on social security.
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Mr. WOODRUFF. Not only social security, Senator, but also supple-
mental security income which is a general revenue financed pro-
gram, food stamps, housing assistance, other means tested pro-
grams that primarily flow in large amounts to the elderly because
of their low income.

We suggest the solving of short- and long-term financial condi-
tions of social security in several ways.

First, we recommended, as have other groups, a gradual increase
in the normal age of retirement under social security. We suggest
that this not be done hastily. That it gradually be phased in
beginning in the year 1990.

We also suggest that all workers, Federal, State and local non-
profit institution workers, be covered on a mandatory basis under
social security.

These two proposals by themselves would provide adequate re-
ductions and long-term expenditures by social security and in-
creased money flowing into social security to solve the long-term
funding crisis in that system according to current estimates of the
actuarial deficits.

Senator CHAFEE. You're saying that the problems of social secu-
rity solvency would be saved by the gradual extension of the age.
What did you say-to 68?

Mr. WOODRUFF. That's right, Senator.
Senator CHAFEE. As well as bringing in the very small group that

is now out, such as charitable workers?
Mr. WOODRUFF. Excuse me. Charitable workers, Federal employ-

ees, State, and local-I think about 30 percent of State and local
employees.

The June 1980 actuarial report of the social security actuaries is
the one that is currently being used by the administration in its
proposals states that the long-term actuarial imbalance or deficit is
about 1.52 percent of payroll. For our report, we used a slightly
more pessimistic forecast than that.

These two proposals by themselves, if you made no other changes
in social security, would provide for a long-term payroll tax savings
of about 1.53 was the estimate we received. There is some margin
of error in all of these estimates, but roughly we see the matching
of the deficit to the increases called for just by these two proposals.

There may be others that would be needed. There may be some
benefit improvements that you would want to make that these two
proposals by themselves would take care of the long-term problem
according to current forecasts.

We still, of course, would have a short-term problem.
Senator CHAFEE. What did you do about the current existing

retirement age of 62?
Mr. WOODRUFF. We recommended, Senator, that the current age

of 62-early retirement also be gradually increased to age 65 begin-
ning in 1990.

Our phase-in was a gradual one that would begin in 1990 with
the retirement age being delayed 3 months, and it would continue
to be delayed 3 months a year for 12 years, so that by the year
2002, the early retirement age would be 65 and the normal retire-
ment age would be 68.
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Senator CHAFEE. Would you change the percentage that one's
entitled to for early retirement?

Mr. WOODRUFF. We did not recommend that. I do have a discus-
sion in my later remarks about the current administration propos-
als. We recommend--

Senator CHAFEE. These recommendations are solely financial rec-
ommendations. They don't take into account the view& of the work
force. Apparently, American workers, discouraging though it might
seem, increasingly want to retire early.

Mr. WOODRUFF. That's right, and we believe that we need to
slowly begin the process of changing of that trend.

Senator CHAFEE. Despite the views-you don't address trying to
make work more attractive in any way or more challenging.

Mr. WOODRUFF. Well, we did, I think, take on a lot Senator. But,
we did not suggest specific proposals for making work more attrac-
tive.

However, we did suggest, and did consider it in great detail, the
employment problems of older workers and the problems of em-
ployers in retaining older workers, and suggested some changes-
possible changes in unemployment insurance if it's necessary. To
keep people in the labor force, we suggested a redefinition of retire-
ment away from a notion of full-time work to full-time retirement
to a phaseout of work, so that we keep workers on a voluntary and,
if necessary, mandatory basis in the labor force a little longer, both
for the financial problems in the system and also to just recognize
increased life expectancy among the population.

Senator CHAFEE. As you recall, about 3 years ago we extended
the mandatory retirement age from 65 to 70. What came of that?
Did many stay?

Mr. WOODRUFF. I think the jury is still out on that. I have heard
mixed results. I think most of the studies or just very preliminary
studies indicate at least some change but very little change in
employment practices.

There also is discussion underway about benefit accruals and
pension plans that you may be aware of, between the age of 65 and
70. There are many problems, and I don't think we really know
enough now; it's too early, I think, to tell how significant the raise
in the mandatory retirement age had.

Certainly, we haven't seen a significant change in the pace of
early retirement, though there have been some indications in some
months that people have been delaying retirement a little bit prob-
ably because of economic conditions rather than any other public
policies.

Senator CHAFEE. It seems to me that this is an incredible social
problem that goes beyond the financial challenges we face.

Mr. WOODRUFF. Oh, sure; it certainly is.
Senator CHAFEE. As you mentioned, life expectancy has dramati-

cally increased in this Nation. I believe the life expectancy of
someone who reaches 70 has increased to something like 10 years.
Is that correct?

Mr. WOODRUFF. I'm not that familiar. There may be others in the
room who could answer that question. It is true though that aver-
age life expectancy has gone up and our proposals to increase the
normal retirement age to 68 are actually fairly modest proposals.
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Senator CHAFEE. Does any other nation have that?
Mr. WOODRUFF. Not that I'm aware of. No.
Senator CHAFEE. Please proceed.
Mr. WOODRUFF. OK.
Senator, in addition to these long-term problems, of course, there

are the short-run problems, and we do address that in our report
and I could go into those in question and answer if you care to.

The basic thrust of our report though, doesn't dwell so much on
social security, but we concluded in addition to the problems facing
social security, that we cannot really solve these problems by only
looking at reforms of social security alone. And, as you mentioned
in your statement, we place a great deal of emphasis on other
alternative income sources.

We recommend, as you may be aware, that Federal legislation
should be established to put in place the national minimum funded
pension system. We call it a minimum universal pension system.
Claude Pepper in the House has introduced legislation similar to
our recommendation.

We would finance initially the program- solely with employer
contributions to either employer sponsored plans or a central
clearinghouse. The benefits would be vested after short service and
would be carried from job to job.

In our report, we were very sensitive to the situation of employ-
ees and owners of small businesses, Senator.

The minimum plan proposed by the Commission would signifi-
cantly alleviate the administrative complexities often associated
with pension plans and, to help mitigate the cost, we propose two
things.

That the program be phased in over a 3-year period and that
employers would be able to take a tax credit of 46 percent of their
required contributions to the plans.

The Commission has also called for favorable tax treatment of
voluntary employee contributions to employee pension plans and it
also calls for increasing IRA and Keogh limits.

Combined with the minimum universal pension plan proposal,
tax incentives for voluntary contributions to retirement plans
would, in our opinion, provide a new mechanism for increasing
personal savings for retirement.

Mr. Chairman, I had mentioned the term "linkage" in my earlier
remarks. We at the Commission attempted to estimate the econom-
ic effects of linking all of our major proposals together.

Using a long-term economic growth model that is described in
some detail in the submission that we made for the record to the
subcommittee, we assimilated the following proposals:

Tax cuts-IRA report calls for tax cuts beginning in 1982 of the
order of $30 billion.

A minimum universal pension system-beginning in 1982, we
would provide for a 1-percent required contribution by all employ-
ers into a funded pension plan. By 1984 this would increase to 3
percent.

Increase in retirement ages-all of our employment and retire-
ment age recommendations would begin to take effect in 1990.

Estimates from this forecasting model indicate that our mini-
mum pension proposals and tax cuts would increase savings in
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1985 by as much as $20 billion and by 1990 by as much as $26
billion expressed in 1981 or this year's dollars, so these aren't
inflated numbers.

Investment capital by our estimates would increase initially by
about 2 to 3 percent and eventually by about 10 percent.

Pension fund balances would increase by an additional 13 to 15
percent under these recommendations.

Senator CHAFEE. I'm not sure I understand this. You're referring
to the Commission's tax cut of $30 billion alone. Now how would
that work? What's your tax cut recommendation?

Mr. WOODRUFF. We recommend Senator, several types of tax
cuts.

The first and probably the largest is the-we called for the tax
deductibility of the employees contribution to social security. Next
year if current payroll tax rates stay the same, workers will pay
about $20 billion in taxes on top of their social security taxes.

Most people don't appreciate this in looking at tax reform and
tax cut legislation. We call for people to make a choice between
either a tax credit or a tax deduction that would provide a signifi-
cant tax relief beginning next year.

We also called for the increased IRA and Keogh limits that
would have the effect of providing a significant tax increase.

Senator CHAFEE. How much did you recommend on the IRA?
Mr. WOODRUFF. Well we made a general recommendation that

these limits should be brought roughly in line with other limits
provided by corporate and other pension plans. The Commission
chose not to make a specific dollar amount limitation.

Senator CHAFEE. Hasn't there been concern that by expanding
the contributions to IRA they will then be looked on as an alterna-
tive?

Mr. WOODRUFF. As we emphasized in our report, the notion of
linkage, my own feeling is that to institute such a dramatic in-
crease in IRA and Keogh limits by themselves, without putting
first in place, this minimum universal pension system, could, in
fact, create a very large disincentive for small employers and
others not to set up tax qualified pension plans.

This could in the long run lead to even fewer people being
covered by those plans.

However, in combination with the minimum pension proposals
and the other'proposals in our report, it probably makes a lot of
sense.

So, I guess my answer to that is in isolation, yes. It probably
would create these disincentives and problems, particularly for
workers employed by small- and medium-sized companies.

However, if the Commission's other proposals were put in place,
it probably would not be a problem that we should be concerned
about.

Senator CHAFEE. What does the Commission consider to be ade-
quate retirement income? Is it some percentage of preretirement
income?

Mr. WOODRUFF. We have stated in the report that appropriate
retirement income goals for the Nation should be the replacement
of what we call preretirement disposable income. That is not total
preretirement gross income.

84-763 O-81---2
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We take out of that preretirement income, taxes, work-related
expenses, and also some estimate of what we would expect people
should save on their own for their retirement. What we then get
from this is a scale of replacement rates depending on your prere-
tirement income level. We include that table in our report and
could submit our estimates of what those goals should be for the
record, should you desire it.

Senator CHAFEE. Please continue.
Mr. WOODRUFF. OK, Senator. I'll try to be brief.
The one point I wanted to make on the linkage of the tax cut

and retirement savings proposals, is that we found in our economic
simulations, that by linking tax cuts to these compulsory and vol-
untary retirement savings efforts, we found a much larger so-called
supply side effect to the economy than by providing tax cuts alone.
We found a dramatically higher level of savings and investment
resulting from these combined policies than from a tax cut policy
alone.

We suggest that linkage of tax-cut legislation to compulsory and
voluntary funded retirement savings programs may be a much
more effective way to provide the needed saving and investment in
the economy than tax cuts alone.

I hope that this subcommittee as well as the full Finance Com-
mittee will consider incorporating these proposals in the second
and third year of the tax-cut legislation that you will soon no doubt
consider.

Mr. Chairman, I cannot overemphasize the importance of link-
age. The administration's proposals on social security this week
point out the dangers, I believe, in piecemeal policymaking.

By only looking at the financial problems of social security, these
proposals may lead to unnecessary hardships among the Nation's
older workers approaching retirement age.

In addition, these proposals may be very expensive for private
sector employers. A majority of private sector employee pension
plans are explicitly integrated with social security. The rest, even
collectively bargained plans, are at least implicitly integrated with
social security.

I would expect that when the benefit formula in early retirement
penalties go into effect, the private employers will be forced to
increase dramatically their contributions to funded employee pen-
sion plans.

I believe this subcommittee should demand that the administra-
tion prepare an economic impact statement on the cost to private
employers and the loss in total benefits to employees of these social
security proposals.

I expect that the various employer groups represented here today
might even find that their member firms would be better off under
the Commission's mandatory pension program than under the cur-
rent administration's social security proposals. Certainly the em-
ployees would.

In addition, by selecting changes in retirement age policy, Sena-
tor, to help with the Federal budget deficit over the next several
years, the administration may well have placed the tail on the
wrong donkey. Older workers face special health and unemploy-
ment problems as you mentioned.
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Our Nation's unemployment rate for all workers is currently too
high in general.

Most older workers do not have pension or adequate personal
savings to help them in their retirement years.

The administration's proposals may leave millions of these work-
ers with no other option than to leave work at substantially lower
standards of living.

Yes, we do need, and we emphasize this in our report to begin
the process of reversing early retirement trends.

But we must give individuals adequate warning. We must allow
employers, as well, adequate time to adjust their employment prac-
tices. And we must find alternative sources of income for the
Nation's elderly population, and all of this will take time.

In our report, we proposed some changes to the short-term fund-
ing problem.

In conclusion, I would like to state that I am extremely pleased
with the large number of proposals already introduced' in this
Congress that address most of the areas of concern identified by
the Commission.

While not all of the legislation is consistent with every single
recommendation that we made, they seem to reflect an emerging
consensus in Congress.

Senator CHAFEE. With this 46-percent tax credit, what would the
revenue loss be?

Mr. WOODRUFF. I would have to check my figures on that, but I
believe it's somewhere in the order of about $4 to $6 billion. I
would have to check my--

Senator CHAFEE. $4 to $6 billion? It would have to be more than
that.

Mr. WOODRUFF [continuing]. I'll have to check my figures on
that. I could submit that, Senator for the record.

The reason, Senator, for that is that it would only apply to the
first 3 percent-under our proposals-the first 3 percent of contri-
butions to a funded plan, and employers who currently earn over
$100,000 would essentially have the same deduction.

The 46 percent would primarily benefit small employers who
earn less than $100,000 a year. So, it's primarily a way of targeting
tax relief to smaller employers.

Senator CHAFEE. They would get the credit back at 3 percent and
then they would take a deduction for the balance?

Mr. WOODRUFF. That's right.
Senator CHAFEE. How do you track down an employee who had

vested benefits and then disappeared somewhere?
Mr. WOODRUFF. Well, currently that isn't a problem for pension
ans. We do not currently have adequate portability mechanisms.
e suggested that a portability clearinghouse be established. We

didn't specify where though it may make some sense to have that
clearinghouse established in the Social Security Administration.

Senator CHAFEE. The clearing house is already tracking thesepeople?
Mr. WOODRUFF. Which is already tracking these people.
Senator CHAFEE. That makes sense. Did you address the condi-

tion of municipal pension funds-State and municipal-which are
all in terrible condition?
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Mr. WOODRUFF. Yes, we helped with several other agencies spon-
sor several research projects on this. We found that in general the
large State pension funds seemed to be on track with funding
although there are some who have funding problems, but there is a
great deal of variance from a municipal level, and I think that
congressional and other Federal concern should be placed on this
financial condition of these municipal plans.

Senator CHAFEE. Did you address what's happening in other
countries. What happens in West Germany, for example? Do they
integrate the private pension plans and the public pension plans
with their form of social security?

Mr. WOODRUFF. Yes, Senator. There is a great deal of activity in
Germany and other countries to try to get government more in-
volved in improving the saving also, not only the combination of
social security and funded plans, but also improving individual
savings incentives. There has been some disillusionment, I guess, in
Germany recently with their national savings programs, because
they're finding that people, once they qualify for the minimum
period, which I believe is 7 years, frequently they pull the money
out and go out and buy items rather than saving up for retirement
and other purposes.

I think we should be concerned in this country when we try to
mimmick the experiences of others, be very careful in targeting
our savings programs, limiting them to retirement only. I'm very
concerned about generalizing the use of IRA's and other retirement
accounts for home purchases, education and elsewhere, although I
know that's been an interest of yours.

I think we-we have a very serious retirement crisis in this
country, and though there are other goals we also want to achieve,
we should be very careful in diluting our savings and shifting it out
of retirement savings.

Senator CHAFEE. Thank you very much, Mr. Woodruff. What
happens with your Commission now? Do you have a termination
date?

Mr. WOODRUFF. Yes, Senator. We officially retire on May 24.
After that time, the rest is up to you in terms of what happens to
our recommendation.

Senator CHAFEE. I believe this is a subject that's going to require,
years of national debate. Will we be able to reach you and others
for your expertise? You go off the payroll on the 24th. Is that
correct?

Mr. WOODRUFF. That's right. The chairman of our Commission,
Peter McCullough is chairman of the Board of Xerox and I have
both sort of pledged that we will try to be as available as possible
in the upcoming years to congressional committees and others who
want to consider and discuss these issues.

Some of our other commissioners, Bill Greenough, who's here
today, are also active in these issues.

I think the main challenge to you and to the other congressional
committees will be an attempt to coordinate the consideration of
all of these proposals. As you well know, it's very easy to only
consider one proposal at a time. Some of the proposals that we
made-

Senator CHAFEE. Those aren't so easy either. [Laughter.]
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You modest proposal on integrating the Federal Civil Service
Pension System with the Social Security System represents a very
dramatic change in the pension system of the country.

Mr. WOODRUFF. That's right, and none of the problems are easy,
and I didn't mean to imply that, but I think that some of the
proposals by themselves may not make sense because of the effects
that they would have on people or businesses or whatever, and-I
think that the challenge must somehow try to come to grips with
the fragmentation of decisionmaking, both in the executive branch
and in the committee structure in Congress to try to coordinate
consideration of many of these proposals.

I think now you have before you a real opportunity in the next 3
years, given that many of our proposals are linked to offsetting tax
reductions. It's really a unique opportunity in the next 3 years to
link some of the overall tax cuts that seem desirable now with
targeted retirement savings -

Senator CHAFEE. If there's anything that is targeted, it's the IRA
retirement proposal that Congressman Moore and I have intro-
duced. However, you've indicated your disapproval of this proposal.

Mr. WOODRUFF. No, I indicated Senator, that perhaps in isolation
to some of the other recommendations, if we were to raise the
limits too significantly to approaching, for instance, the corporate
plan limits, then we might have some of these negative--

Senator CHAFEE. Are you referring to the incentives for private
pension plans?

Mr. WOODRUFF. That's right.
Senator CHAFEE. I would suggest that though it may not be

popular this year to talk about compulsory programs, that perhaps
the second and third year of this tax that at least consideration be
given to linking some tax reductions to the minimum universal
pension system.

We appreciate what the Commission has done, Mr. Woodruff, and
your work. Obviously, you and Mr. McCullough are the resident
experts on this. We will certainly be in touch with you.

Mr. WOODRUFF. Thank you very much.
[The prepared statement of Mr. Thomas C. Woodruff and a

report by the President's Commission on Pension Policy follow:]
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I appreciate the opportunity to appear before this distinguished
subcommittee and to review the Commission's findings and recommenda-
tions. While I feel certain that you have already heard some of our
proposals, I am grateful for the chance to present them to you in contex of
current concerns in Congress concerning tax cuts and the solvency of the
social security system.

The President's Commission on Pension Policy was asked to examine
the nation' retirement, survivor and disability systems in order to develop
recommendations which would relieve current problems and help these
systems meet identified goals. Over the past two and a half- years we
have completed some 50 research projects and held over two dozen
hearings on these issues.

In developing our recommendations we sought advice from hundreds
of experts, interested individuals and groups, private and public sector
organizations, Congress, and the many executive branch agencies directly
involved with retirement income programs. Our recommendations are the
culmination of these efforts.

The Commission's final report contains recommendations for a
number of broad, long-range retirement income goals for the nation and
spells out the roles of public and private pension systems as well as
individual efforts in providing this income. . In addition, a number of
specific proposals are recommended to meet these long-range goals and to
lead us through the transition to a balanced retirement income system.

In its review of the major problems facing our retirement income
programs, the Commission made three major findings:

" Our nation's retirement programs are dangerously dependent on
pay-as-you-go programs. These large tax-supported programs
have created an imbalance which has serious implications for the
future.

o Private pension coverage is lacking for many. And, where
individuals are covered, the lack of coordination among programs
results in very low benefits for some, while others receive
excessive benefits.

o Inadequate incentives exist for retirement savings and there are
major inconsistencies in tax treatment of pension benefits.

In response to these problems, the Commission has made nearly fifty
recommendations that would, if adopted, lead to a shifting of dependency
on pay-as-you-go financed federal programs such as social security, wel-
fare and in-kind benefit programs to a balanced system of employee
pensions, social security, and individual effort.
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The Nature of the Problem

Taken together the nation's retirement income systems now deliver
over $185 billion in benefits to about 23 million older Americans.

The problems associated with transferring such enormous sums to the
elderly will be magnified over the next 20 years as the number of people
over age 65 increases sharply in proportion ' to the younger working
population. After the turn of the century, an unprecedented shifting of
older workers into retirement will begin to take place as the so-called
"baby boom" generation grows older. Quite literally, this country's
population will be coming of age.

A smaller shrinking workforce in the future will be required to
support a larger growing aged population. And, pension payments will be
stretched out as greater numbers of retirees live longer in retirement.

As the population of the country matures, severe strains will be
placed on our already overburdened retirement income system. The strain
will be particularly severe for pay-as-you-go systems like social security.
Even under the Social Security Administration's most optimistic estimates,
the worker-retiree ratio by the early part of the next century will cause
severe financing problems for the system. The implications are especially
severe as social security is responsible for a growing proportion of
retirement benefits.

In 1950 social security paid 28 percent of all of the retirement,
disability and survivor benefits. By 1980, its share of benefit payments had
more than doubled.

The trends toward earlier retirement and increased longevity have
serious implications for the solvency of the social security trust funds. If
scheduled payroll tax rates and benefit payments remain unchanged, the
social security trust funds will be insufficient under reasonable economic
and'demographic assumptions to support the retiring baby boom generation.

The nation has become too dependent on pay-as-you-go programs to
provide retirement income for older citizens. In addition, there is an
uneven distribution of retirement savings and employee pensions among
American workers that has prevented these two types of retirement
income from becoming reliable income sources.

A Commission household survey of 6,100 households chosen randomly
nationwide reveals that only 48 percent of all active workers 18 years old
and over are presently covered by some type of employer-based pension. In
the private sector, only 45 percent of all workers (and 54 percent of those
ages 25-64) are currently pension plan participants and only half of that
number are currently vested in employee plan benefits.

More than half, 54 percent, of all noncovered workers are men, and
71 percent of the noncovered worked full-time. Many of the noncovered
earn moderate incomes that place them in or near the middle of the earned
income distribution (see Chart 1).
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Chart 1

WHICH WORKERS ARE NOT COVERED
BY PENSION PLANS?

In 1979, 49.4 mion work were not covered by a pension plan.

*54% of these were mnen. 46% were women

71% of them worked tuu time, z pant-time
*68% were over age 23 and 51% of noncovered were over 23 and have

one or more years of service with their employer

8 6.2 million are employed in the public sector

* 38.1 million are wage and salary workers in the private sector

Of private sctor noncovered wage and salary workers:

- 77.9% worked in three main industries:

0 31.9% from trade

* 27.7% from service

, . * 18.3% from manufacturing

*29.9% earned less than 5.000 in 1978

M I36.4% earned between S5.000 and 510,000 in 1978

19.2% earned between S10.000 and $15.000 in 1978

*14.6% earned over 515,000 In 1978

79.0% were in firms with fewer than 100 employees
* 7.5% were in firms with 50 or more employees

a Approximately 90% were not members of union
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Yet, nonparticipants tend to be concentrated in low-wage jobs and in
marginal industries. A large number of noncovered private sector workers,
approximately 79 percent, work for establishments that employ fewer than
100 workers. Many of these employers are in lower corporate tax brackets
and therefore do not receive the same tax incentive for pension fund
contributions as large employers.

This uneven distribution of employee retirement income benefits has
already caused serious difficulties and promises to create further problems
in the future.

One class of workers fares reasonably well in retirement because it
can count on social security, as well as employee pensions and some
personal savings. Another class of retirees has failed to become eligible
for employee pension benefits and therefore must rely primarily on social
security benefits. Inability to vest is often the result of lengthy pension
plan service requirements, job mobility, or the lack of a pension plan at a
worker's place of employment.

Commission Pro posals

The major objective of retirement income policy should be to insure
that today's retirees and tomorrow's elderly are able to maintain a
reasonable standard of living in their later years. Workers should not have
to experience a sudden drop in their standard of living upon retirement.
The Commission believes that individuals should be able to maintain their
preretirement standard of living during retirement years. A number of
factors, including income tax rates, work-related expenses, and preretire-
ment savings, should be taken into account in determining retirement
income necessary to maintain living standards.

Inflation has a disruptive impact on retirement income. While social
security, federal employee, and military pensions are indexed to the
Consumer Price Index, the impact of inflation on nonindexed forms of
retirement income is devastating. The Commission wants to encourage
private as well as state and local government plans to provide some form
of inflation protection for retirees. However, at this time the Commission
feels that the overall lack of employee pensions for individuals is a far
more pressing problem than providing full inflation protection for the few
who are able to qualify for benefits. The absence of such benefits for a
large segment of the workforce has successfully prevented a coordinated,
balanced retirement income program.

The Commission endorses the concept of adjusting social security
retirement benefits to changes in prices, but questions whether the CPI
accurately reflects the consumption patterns of the retired population.
Therefore, the Commission recommends that the Bureau of Labor Statis-
tics be directed to establish a separate cost-of-living index for the retired.

The Commission believes retirement income should come from a
balanced retirement income program composed of social security,
employee pensions, savings, and earnings. Income from social security
should be available to all retired workers and their families. It should be
supplemented by income from employee pensions. In addition, individuals
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should be encouraged to supplement retirement income through individual
effort in the form of savings and employment. Other sources, such as food
stamp ps, housing assistance or other in-kind benefits, which have attempted
to bridge the income gap in recent years should be utilized only when other
primary sources fail.

Social Security

The Commission endorses the current role of social security in
providing a minimum floor of protection for the aged. The program
combines the goals of individual equity and social adequacy. On the one
hand, there is a relationship between individual earnings and cash benefits.
On the other hand, the program is partly redistributive, targeting benefits
to those most in need.

However, major changes must be made in the social security system.
The social security financing structure must be reinforced. Social
security's benefit structure must be responsive to increases in life expec-
tancy and to social changes which have occurred since its incepion.

The most serious problem facing social security is its ability to pay
for benefits promised by the program. The Commission recommends
raising the retirement age and extending social security coverage as a
means of improving the long-term financing of social security.

A gradual phase-in of an increase in the normal retirement age to age
68 in the year 2002 is urgently necessary and can be justified for several
reasons. First, the average expectation of life has increased substantially
since the social security system was adopted in 1935. Those retiring at age
68 in 2002 will have several more years in retirement than those retiring at
age 65 had in the past.

Second, workers are generally healthier and many jobs for most 65-68
year olds are less strenuous today than in the past.

When the "baby boom" generation retires there would be a severe
strain on the financing of the social security program if the retirement
ages stay as they are today: Raising the retirement age by three years
would substantially alleviate this problem.

Since current workers already may have made plans contingent upon
receiving social security benefits at age 65, the Commission recommends
no change in the retirement age prior to 1990. I

The Commission, I believe, would object strenously to any abrupt
change in the early or normal retirement age benefits as proposed earlier
this week by the Administration. Such a change would penalize the most
vulnerable members of our society: those now approaching retirement who
will soon be dependent on social security as their sole source of income.
Many of these low and moderate income workers face uncertain job
possibilities and uncertain health. The Commission recognizes that the
generalization of vastly improved health will not be enjoyed by all workers.
Therefore the Commission stresses that benefits must be provided for
those who cannot work for health rea"ns.
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By extending social security benefits to those future workers who
would not otherwise be covered, the problem of the much debated windfall
benefit will be eliminated, reducing the system's long-term actuarial
deficit by about 30 percent. Extension of coverage will reduce benefit
gaps for workers who do not remain in government employment for a
sufficient number of years to qualify for benefits.

In response to social security's short-term difficulties, the Commis-
sion has recommended borrowing among the social security trust funds and
accelerating the scheduled social security payroll tax increases. The
allocation of social security taxes between old age and survivor benefits,
disability benefits, and hospital insurance has been changed over the years
and deficits and surpluses have developed in the separate funds in uneven
patterns. Thus, if necessary, interfund borrowing can be used to smooth
out fluctuations. The Commission's recommendations would take care of
the short term problems in social security without the drastic measures
suggested by the Administration.

The Commission believes social security benefits should continue to
be financed solely by equal payroll taxes from the employees and
employers. The Commission recommends against the use of general
revenues to finance social security. This has been the practice since the
start of the social security system in 1935 and has provided employees with
a feeling of direct participation in the program and a right to benefits. But
social security cannot provide all retirement income. Also, keying
expected payments to expected tax revenues provides some restraint on
increasing benefit levels.

Table I shows estimates made by the Social Security Administration's
Office of the Actuary on how the Commission's proposals will help solve
the long-term actuarial deficit facing social security. Long term estimates
such as these are extremely sensitive to changes in economic and demogra-
phic conditions. These estimates show that even with the benefit improve-
ments recommended by our report, most of the deficit is eliminated under
our pro posals. With these suggested improvements the deficit is
eliminated.

The Commission also recommends that employee contributions to
social security receive favorable tax treatment through refundable tax
credits or tax deductions. Inclusion of social security benefits as taxable
income should be phased in. And, as this recommendation takes effect, the
social security earnings test would be eliminated.

Even with the acceleration of the payroll tax rates, the Commission's
proposals would reduce the total social security tax burden facing workers
by about $20 billion in 1982. The Commission clearly recognizes that in
order to eliminate the problem of retirement income benefit gaps and
overlaps , the tax treatment on various types of retirement income and
contributions must be made more consistent.

This effect of this recommendation would be to subject retirement
income from all sources to the graduated income tax and remove the
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Chart 2

ILLUSTRATIVE IMPACT OF
COMMISSION PROPOSALS ON

LONG-TERM SOCIAL SECURITY DEFICIT
(EXPRESSED AS A % OF PAYROLL)'

1. Current Long-term Actuarial Balance -1.58%'

2. Raise Retirement Age (65-68) + 1.20%

3. Universal Coverage (Windfalls eliminated) + .53%

4. Move 1985 Tax Schedule to 1982 + .02%

S. Earnings Sharing at Divorce with Inheitance - .01%e

6. Inheritance - .18%

7. Increase Social Security Special Minimum Benefit - .1 %

8. Remove Earnings Test - .16%'

9. LONG-TERM
ACTUARIAL BALANCE -0.24%
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earnings test which is essentially a 50 percent tax on earned income above
the specified limits. Generally low income retirees receiving retirement
income solely from social security would not pay any new taxes.

Currently, employee contributions to social security are made from
after tax dollars, and all benefits are received tax-free. The tax-free

- nature of the benefits is one of the reasons why many have argued that the
social security earnings test needs to be retained.

Yet the earnings test is a serious work disincentive and discourages
able workers from remaining in the workplace. The Commission belives
that earnings can piay a vital role in providing retirement income and
removal of the test will increase the role of this retirement income source.

In this regard, the Commission has concluded that the definition of
"retirement" itself may need changing. Today, retirement is thought of as
the transition from full-time employment to full-time leisure. This abrupt
change in life-style can dramatically affect individual retirees. In addi-
tion, sudden and complete removal from the labor force, particularly if it
occurs below- the normal retirement age, may create undesirable financial
dependency on our retirement and income transfer programs.

While recognizing the desire of most Americans to full retirement at
a given age, the Commission believes that individuals should be encouraged
to remain in the workplace and therefore has recommended ways to
encourage work opportunities for older Americans.

In addition to elimination of the earnings test, the Commission
recommends that information on alternative work patterns be encouraged
and developed through research and demonstration programs in existing
federal employment programs. 3ob retraining and job redesign for older
workers in private industry also should be encouraged.

The Commission also recommends that the social security system be
amended to recognize the vastly changing role of women in our society.

The Commission suggests that earnings sharing approach be used in
cases of divorce. And, that inheritance of earnings credits be provided to
surviving spouses of two earner couples. The Commission recommends that
earnings sharing should not be used for the purpose of disability.

Divorced and widowed persons are disproportionately represented
among the aged poor. In addition, social security can deliver unequal
retirement and survivor benefits among retired couples who have the same
earnings history. The Commission's two recommendations would simul-
taneously enhance the adequacy and equity of benefits for these groups,
thereby reducing dependency.

The Commission believes that other programs to supplement social
security's basic floor of protection must be substantially increased if
preretirement living standards are to be maintained in retirement. The
most comprehensive recommendations of the Commission are directed
toward strengthening the employee pension system and personal savings for
retirement.
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Strengthening Employee Pensions and Savings

The Commission believes that the financial problems of social
security cannot be solved by looking only at reforms to the social security
financing and benefit structure. The Commission has developed a compre-
hensive package of tax reduction proposals that are specifically linked to
increasing the role of funded employee pension plans and personal retire-
ment savings. Tax incentives, even those proposed by our report, will not
significantly increase the pension plan participation of low-and moderate-
income workers and workers em ployed by small businesses.

Therefore, the Commission recommends federal legislation to estab-
lish a national minimum funded pension system which would be required of
all employers. Such a system, which the Commission called a Minimum
Universal Pension System or (MUPS), would be financed by employer
contributions to either an employer sponsored plan or a central portability
clearinghouse. The benefits would be vested after short service and would
be carried from job to job.

MUPS would increase the number of participants in the private
pension system by 50 percent --female participants would be increased by
70 percent and male participants by about 40 percent. Without MUPS,
250,000 private sector workers may enter retirement in 2000 without
pensions. This number increases to about 460,000 workers who may retire
pensionless in 2025 if no such plan is established.

Thus, nearly 96 percent of those who would have retiied without a
pension retire with one under the Commission's proposals; only 2 percent of
all private sector retirees would enter retirement without a pension
benefit.

Employers who currently provide employee pension plans would be
only minimally affected by this proposal. These employers generally
provide benefits that are much more generous than the minimum standard
called for in the Commission's report. The benefit provisions in their plans
would only be modified to take into account the portability features of a
MUPS.

The Commission is sensitive to the situation of employees and owners
of small businesses. The minimum standards plan proposed by the
Commission would significantly alleviate the administrative complexities
often associated with pension plans. To help mitigate the cost, the
program would be phased in over a three-year period. And, employers
would be able to take a tax credit of 46 percent of their required
contribution to the plan.

Table 2 shows the estimated costs to private sector employers for
this plan. A substantial part of the programs costs are offset by the
special tax credit proposed by the Commission. After the first three years,
employers are expected to shift some costs to employees in the form of
smaller wage and fringe benefit increases. Employees should be able to
absorb this cost without reducing their disposable income because of the
tax savings to individuals that will be provided by the Commission's
proposal to exclude social security contributions from taxable income.
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Chart 3

ESTIMATED COSTS FOR PRIVATE
SECTOR EMPLOYERS OF

COMMISSION'S MINIMUM UNIVERSAL
PENSION SYSTEM (MUPS) PROPOSAL

(IN NOMINAL $ BILLIONS)'

Year MUPS Contribution Current Business Net
Requirements by Size Policy Added Tax Cost
of Establishment Costs Costs Savings' Increae

(Expressed In
1982 DoUars)
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(Expressed In
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In addition, availability of a portability clearinghouse for benefit
records and a portability fund for plan assets would require minimal
recordkeeping responsibility while allowing employers the investment ad-
vantages of large pooled funds.

The establishment of a minimum universal pension system or MUPS
will cause a significant shift in the relative roles of social security,
employee pensions, and savings as sources of retirement income. By
funding a substantial portion of an individual's retirement resources, the
nation will be better pre pered to provide the resources required to support
the retired population.

While some have argued that MUPS will reduce the amount of
individual retirement savings, recently completed Commission research
shows that each dollar increase in social security or private pension wealth
results in a negligible decrease in private savings before retirement.

Furthermore, MUPS would result, in significant improvement in the
incomes of the elderly, particularly those at the lower end of the income
distribution.

This plan would also increase the proportion of total retirement
income financed by funded pension programs. Under the program, benefit
payments from employee pension- plans would increase by 73 percent.
Social security benefit payments would remain about the same, though
social security's share of benefit payments would dro p 13 percent.

The Commission has called for favorable tax treatment of voluntary
employee contributions to employee pension plans. Combined with the
MUPS proposal, tax incentives for voluntary employee contributions could
provide a new mechanism for increasing personal savings for retirement.

By 2010, as the baby boom generation approaches retirement age,
average benefits may be increased over 7 percent by the combination of
the Commissions proposals. During the peak baby boom retirement period
average benefits are predicted to be Increased by about 23 percent.

Moreover, the Commission believes tax policy should treat all retire-
ment saving in a more consistent manner. A uniform tax policy toward
retirement saving would distribute more equitably the tax benefits of
social security and would be a more rational approach to providing
incentives for individual effort. Of course, some limitation would be
needed on the total amount of income an individual could defer. This
limitation should take into account vested benefits in pension plans, IRAs,
Keoghs, stock bonus plans, and other forms of retirement saving.

The Commission's tax incentives for retirem' t saving come at a
time when both the Administration and Congress are seeking ways to
provide tax relief as well as increase savings and capital formation.

Using a 75 year forecasting model, the Commission has estimated the
effects of its proposals. Estimates indicate that MUPS will increase
savings by nearly $20 billion in 1983 and by $26 billion in 1990. Investment
capital will increase by 2 to 3 percent in the early years of the program

84-763 0-81-3
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when all Commission proposals are in effect. Investment capital continues
to increase by over 10 percent by the end of the forecast period.

Pension fund balances are predicted to increase an additional 13 to 1
percent for the duration of the forecase period. By 2040 Commission
programs will add an additional $1 trillion (1981 dollars) to private pension
fund accounts.

MUPS and Commission tax proposals combine to provide an initial
boost to saving that is about $20 billion by 1981. The increase in
investment in the initial years is about $3 billion or 40 percent greater than
under the tax cut alone.

The Commission's tax cut of $30 billion alone would increase savings
by only $.2 billion in the year 2000 and $3.2 billion by the year 2020. The
Commission's full set of proposals would increase savings by $47 billion and
$100 billion during those same years.

Table 3 shows the first year tax savings to businesses and individuals
of all of the Commission's tax recommendations. In 1982, we estimate that
our proposals would lead to a total tax reduction of approximately $30
billion. The tax reductions for individuals and businesses proposed by the
Commission are specifically tied to programs to increase personal savings.
By reducing business and personal taxes and increasing savings, the
Commission's program offers the possibility of relieving some of the
inflationary pressures that exist in the economy.

The Commission believes the tax system provides an appropriate
means of encouraging individual retirement saving. However, current
policies do not sufficiently encourage retirement savings for those in most
need: low and moderate income wage-earners. And, workers who are
participants in pension plans have no incentive under current tax laws to
lessen the impact of inflation on their retirement income by supplementing
employer contributions with their own.

New government policies are needed to provide greater incentives to
all individuals to participate directly in providing for their own retirement
income needs. Individual savings must be strengthened as a source of
retirement income for all workers, regardless of income or form of savings.
The Commission believes this direction for public policy is consistent with
other national goals encouraging and supporting individual effort and
strengthening the economy.

The Commission recognizes that a universal employee pension plan
and savings incentives are, solutions primarily to long-term retirement
Income problems. Therefore, to alleviate interim problems until the
balanced program is fully phased in, the Commission has recommended that
the social security special minimum benefit be increased for long-service
workers to enable them to meet the Commission's retirement income goals.

The special minimum benefit is the most efficient means in the social
security system of ensuring a minimum income for those with long service,
because it does not affect the regular be ,Zlt formula. The CommLsion
feels that in this way additional benefits would be targeted to low-Inco me,



29

Chart 4

ILLUSTRATIVE TAX SAVINGS
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long-service workers without affecting benefits to short-career workers or
to other beneficiaries with moderate-to-high earnings. Under the Commis-
slon's proposal, the special minimum would be integrated with the MUPS-so
that eventually, this program would be phased out.

The Commission further recommends federal SS benefits be
increased to the poverty level to ensure a minimally adequate level of
income for those without significant work histories. The Commission
recognizes that such individuals are unlikely to accrue significant work-
related retirement income benefits. These individuals must rely on welfare
and in-kind benefits.

Further, the Commission believes that In the vast majority of cases,
need can be assessed through income tests alone and the current SSI assets
test is undesirable. We recommend its elimination, thereby reducing
administrative burdens as well as intrusions on individual recipients.

Public Employee Pensions

The Commission's recommendations are cross-cutting and equitable.
Both public and private sector systems have been examined for their
weaknesses and strengths. Yet, the Commission was repeatedly impressed
that public sector retirees often receive more favorable treatment under
their retirement income programs than do their private sector counter-
parts.

In addition to improving the availability of pension benefits to all
workers, the Commission makes several recommendations to eliminate
excessive benefits provided by public pension systems. The Commission
believes that its recommendations for universal social security coverage,
once-a-year cost of living adjustments for federal workers, and increases In
the normal retirement age for public workers will ensure more equitable
treatment of all workers by our retirement programs.

Admintraiton

The Commission has taken a comprehensive approach in its analysis
of the problems of retirement income security programs and its evaluation
of options for addressing those problems. Continuation of this comprehen-
sive approach is the key to the effective implementation of policy
recommendations and to effective national policymaking in the area of
retirement income security.

Therefore, the Commission has recommended consolidation of
administration of all federal retirement systems; consolidation of ERISA
administrative functions in one entity; an nterdepartmental task force to
coordinate executive branch programs dealing with retirement income,
including federal plans; and new committees on retirement Income
security, one in the House and one in the Senate, which would consolidate
jurisdiction over all types of retirement Income programs, including federal
programs.

Responsibility for retirement income policy and the administration of
retirement income programs Is scattered among dozens of federal agencies

-14-
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and congressional committees. The Congress and the Executive Branch are
mirror images of fragmented jurisdictions as they initiate and implement
retirement Income policies and programs. Coordination is essential in both
branches of government. Unless this fragmentation is addressed soon we
wil continue the piecemeal policymaking that has plagued retirement
income policy in the past.

Conclusion

The Commission feels strongly that the problems it has identified
must be addressed without delay. Major changes are necessary and it is
still possible to make these changes on an incremental basis.

The Commission is extremely pleased with the large number of
proposals already introduced in this Congress that address most of the
areas of concern identified by the Commission.

While not all of the legislation is consistent with the Commission's
recommendations, they seem to reflect an emerging consensus in Congress
that a balanced retirement income system is necessary in this country.
Taken as a whole, these bills would place greater public policy emphasis on
the roles of employee pensions, individual savings and earnings as sources
of Income for older Americans.

The burden is now on this Subcommittee and all the others with
jurisdiction over retirement income programs to begin the process coordi-
nating the consideration of all of these bills.' You can begin that process
today by linking your consideration of retirement income policy with the
review of tax reduction legislation that will soon be before the full Finance
Committee in the Senate.

J
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Introduction

The President's Commission on Pension Policy has been charged with

reviewing our nation's various retirement Income systems in an effort to identify

problems and to recommend solutions to the national policymakers.

During its two year life the Commission has undertaken a number of major

research projects in an effort to document dJiffic'ilties in the present system.

The Commission's final report indicated that expansion of pension plan

participation was among its highest priorities. Commission research shows that

eligibility for an employee pension, in addition to social security benefits, if

often the difference between a marginal retirement income and an adequate

standard of retirement living.

In addition, the Commission's final report expressed a desire to insure the

actual delivery of pension benefits for workers who were pension plan

participants through additional policy initiatives.

Anticipating a need to have the most current and comprehensive data

available on pension plan coverage, the Commission initiated a major survey

project in the Fall of 1979.1/
The Commission survey also found that even among full-time private

sector workers aged 25 and over, pension benefit eligibility (vesting) was less

than one-third of the total private work force.

I/ The President's Commission on Pension Policy, the Department of Labor,
the Pension Benefit Guaranty Corporation, the Administration on Aging and the
Social Security Administration sponsored a $1.2 million nationwide random
survey and analysis of 6,100 households on retirement Income issues. The first
wave of the survey was conducted in October, 1979 by Market Facts, Inc. A
follow-up surVey on some questions with the same respondents was completed in
October, 1980. Final survey analyses on the primary questions relating to the
Impact of social security, employer pensions and other forms of retirement
Income on personal savings behavior and capital formation was done by SRI
International.
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In. 1979 the Department of Labor and the Social Security Administration

sponsored a pension coverage supplement to the current population Survey

conducted by the Bureau of the Census.-/ The survey questions were corn able

to those asked in the Commission survey.

In almost all respects the composition of the samples used by DOL/SSA and

the Commission's household survey were the same with respect to age, sex, and

work force characteristics. In almost all categories, the surveys' findings were

comparable.

Therefore, the data from the DOL/SSA and the Commission's survey,

concerning pension plan coverage and eligibility are considered to be extremely

reliable as measures of pension coverage in the United ,States.

Tabulations of the Commission survey arnd the DOL/SSA survey are

included in this report.

Pension Plan Coverage

It is important to carefully define terms used when determining pension

plan coverage. The most frequently used definition of pension coverage means

current participation in a pension or profit-sharing plan.

Using this definition, the Commission study found that 48 percent of all

public and private sector workers are presently covered by some type of pension,

profit-sharing or other retirement plan at their current job, as shows in table 1.

"Survey of Pension Plan Coverage, 1979," DOL/SSA. This survey was based
on a sampling of 27,253 workers, including 19,9--pivate sector employees
aged 16 and over. A similar survey was sponsored by the two agencies in
1972.
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Table I

Pension Coverage Among Total Work Force

Age, Years on Jobi
Average Weekly Hours

Total

Under '%ge 25

Age 25 and Older

Less than one year on job

One or more years on job

-less than 1,000 hours/year.

-1,000 hours/year or more

Percent of M
Workers!

100%

24.2

75.8

12.5

63.3

4.5

58.8

Percentage
All

Employees

48%

29

'3

25

61

36

62

Covered by Pensions

Men Women

56% 39%

34 23

61 43

33 17

68 51

52 26

68 55

IThese figures are based on an ICF analysis of May 1979 Current Population Survey
data. Data in this table include private wage and salary workers and state and local
government workers age 16 and over. This table does not include federal employees,
the self-employed,.unpaid family workers, or workers under the Railroad Retirement
Board.

Source: Special Tabulations of Household Survey, President's Commission on Pension
Policy, October 1980.

Fifty-six percent of all employed men and 39 percent of alk employed womenzare

covered by a pension plan, as shown in table 1. Among workers under age 25, 29

percent of the total work force is covered. Table I shows that among workers age 25

and older, 53 percent of the work force is covered. Among workers approaching

retirement, age 55-64, coverage Increases to 57 percent.

Chart I shows that across all age groups ferrales are less likely to be participants

than male workers.
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Some suggest that it is more appropriate to describe pension coverage among

those employees who currently meet plan participation standards set by the Employee

Retirement Income Security Act (ERISA). -

For the group of public and private sector workers meeting these ERISA criteria,

62 percent are already covered by a plan, as shown in table I. It should be noted,

however, that less than 60 percent of the public and private work force meets the

ERISA criteria of age, service and hours-of-work with the.,' employer.

The incidence of pension plan coverage among private sector workers is less than

that of the total work force, according to the Commission survey. Total private

pension plan coverage is 42 percent, as shown in table 2. For males, the figure is 51

percent. For female private sector workers, pension coverage is 32 percent, as shown

in table 2. For the portion of the private sector work force meeting ERISA minimum

age, service and hours-of-work standards, coverage increases to 58 percent, as shown

in table 2.

The Commission's tabulations of the DOL/SSA survey in regard to pension plan

coverage shows that income plays an important role.

Table 3 shows that pension coverage increases as income climbs.

Characteristics of Noncovered Workers

In 1979, over thirty-four and one-half million private sector workers were not

covered by pension plans on their current jobs. It is generally recognized that younger,

part-time, low-wage earners and workers employed by small businesses generally are

not covered by pension plans. However, the data summarized in table 4 show that

many of the noncovered are "mainstream." full-time workers, earning moderate

incomes that place them in or near the middle of the earned income distribution.

/ERISA does not require private sector employers to provide pension protection to
workers who are under age 25, who work less than 1000 hours a year and who have less
than one year of service with thtir companies. For purposes of the Commission's data,
meeting ERISA participation standards was defined as over age 25, with one or more
years of service and more than 1,000 hours of work annually with the employer.
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Table 3

The Percentage of Workers Covered By Pension
Plans, 1979 by Income

Annual Earnings
Covered

Less than $5,000 12%
$5,OOo-7,500 31%
$7,,500-10,000 45%
$1 0,000-12,500 55%
$L2,jO-15000 63%
$1 ,000-20,000 69%
$20,000-25, 000 73%
Greater than $Z,000 73%

Total 48%

Source: Special Tabulations of DOL/SSA data.
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TABLE IV

WHICH WORKERS ARE NOT COVERED BY PENSION PLANS?

In 1979, 49.4 million workers were not covered by a pension plan:

o 54% of these were men, 46% were women

o 71% of them worked full time, 29% part-time

o 68% were over age 25 and 51% of noncovered were over 25 and
have one or more years of service with their employer

o 8.2 million are employed in the public sector

o 38.1 million are wage and salary workers in the private sector

Of private sector noncovered wage and salary workers:

o 77.9% worked in three main industries;

o 31.9% from trade

o 27.7% from service

o 18.3% from manufacturing

o 29.9% earned less than $5,000 in 1978

o 36.4% earned between $5,000 and $10,000 in 1978

o 19.2% earned between $10,000 and $15,000 in 1978

o 14.6% earned over $15,000 in 1978

o 79.0% were in firms with fewer than 100 employees

o 7.5% were in firms with 500 or more employees

o Approximately 90% were not members of union

Sources ICF, Inc., Analysis of MaP;' 1979 Current Population Survey Data;
President's Commission on Pension Policy staff estimates. These
numbers included imputed values.



Over half, 5 percent, of these noncovered workers are men, and 71

percent of the noncovered worked full-time. Whilemost part-time workers are

not covered, by pension plans, part-time employment comprises a small part of

the total job market. While pension coverage among young workers Is very low,

approximately 68 percent of the non covered population Is over the age of 23.

Nearly all, 90 percent, of the noncovered are not union members.

Many noncovered workers are employed by small firms. Nearly 79 percent

of the noncovered work in establishments employing fewer than 100 workers.

Statistics show a large portion of the noncovered workers earn incomes

that place them in or near the middle of the earned Income distribution. Nearly

thirty percent of the noncovered earned below $5,000 in 1978. Approximately 36

of the noncovered earned between $5,000 and $10,000, and 19 percent earned

bewteen $10,000 and $20,000 in that year. Median earned income in 1978 was

approximately $10,500 in the private sector work force.

Pension Plan Vesting

Even though a person may be a participant in a pension plan, he or she may

not be actually entitled to receive a benefit upon retirement. Pensin plans often

require participants to be covered by the Plan for a number of years before they

are considered "vested", i.e. entitled to receive benefits.

The Commission survey found that of the total public and private working

population over the age of 18, only 25 percent are vested In a pension plan

provided by their current employment. This figure increases with each age

cohort, equaling 32 percent for those 35.and older and 37 percent for those 55

and older.

Again, among the total work for cq,- men are more likely to be vested than

women. And, younger workers are less likely to be vested than older workers.

(see chart 1)
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CHART I

VESTING AMONG THE TOTAL
PRIVATE SECTOR WORKFORCE*

(active workers, both full-time and part-time,
excluding self-employed)PERCENT
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Twenty-three percent of all private sector workers are currently eligible

for a pension with their current employer. Twenty-eight. percent of all male

workers in private industry and 17 percent of all femal workers in the private

sector are vested. Thirteen percent of all private sector workers under age 25

are vested. Among workers over 25 vesting increases to 26 percent. Among

workers over 25 meeting ERISA standards, vesting is further increased to 30

percent. (see chart 1)

Redefining Pension Coverage Data

One of the problems with surveys such as those discussed in this report Is

that some people either do not know their pension participation status or they

refuse to answer the questions when asked.

These "refusals" or "don't knows" are either included or excluded from the

coverage statistics reported from the surveys. The. Commission staff sought to

rectify this problem by contracting with ICF Inc. to developan imputation

methodology for these missing values in the DOL/SSA 1979 Current Population

Survey.

ICF employed standard regression techniques to assign survey

nonrespondents to either the "participant" or"non-participant" categories. In

general, this methodology increased the estimated figures only slightly.

Thorough documentation of this procedure will be included in the Commission

technical aRpendix to its final report.

The results of this effort are reported in Tables 5A of this report. In

addition to including imputed-values these tables show, for the first time in such

surveys, pension plan participation by families as well as by Individual worker.

Tables 5 -2 show participation, and vesting figures for all workers, by age,

sex, industry, income hours worked and'years of service.
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With the amputations pension coverage for all workers over the age of 16 is

45 percent for the private sector and 48 percent for all workers. Pension rian

participation increases to 54 percent for private sector workers ages 25-64.

Tables 7-9 show that pension participation is highly correlated with the

income and sex oi the worker.

Table 12 shows how pension coverage is also correlated to the size of the

workplace. While pension coverage is ve-ry low for private sector workers

employed by small establishments (24 percent are participants), about 78 percent

of those employed at establishments with 50) or more workers are participants in

plans.

Tables 13 and 14 show participation rates for so-called "full-time, full-

year" workers. In this table, these workers are defined as those who usually work

35 or more hours per wek and 48 or more weeks per year. These figures show

that 54 percent of all pivate sector full-time, full-year workers are participants

In pension plans and 59 percent of these public and private workers are

participants in plans. Table 14 shows that 31 percent of private sector full-time

full-year workers are vested in their plan.
Tables 15-20 show estimates of pension coverage and vesting by marital

status. As Table 15 illustrates, married couples tend to have higher pension

coverage than non-married individuals. However, among only 29 percent of

married two-worker couples do both workers have pension coverage; 23 percent

of the two-workers couples have one worker as a participant. In all, 52 percent

of all (privately and publicly employed) couples have some form of pension

coverage. Only 36 percent of non-married individuals are participants in a plan.

Vesting also varies by marital status. Only 14 percent of two-worker

married couples have both workers vested in a plan, while 19 percent have one

worker vested. Overall, 26 percent otfi arried couples have some (one or two

84-7W 0-81-4
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workers) vested entitlement, while only 19 percent of all non-married ndividuals

are vested.

Tables 21-26 illustrate in detail the characteristics of noncovered workers

that were summarized in Table 1.

Myths About Pension Coverage

In the past two years several industry lobbying groupos have asserted, in

testimony before the President's Commission on Pension Poliry and elsewhere

that the "correct" pension coverage figure to use is 70 percent of the workforce

rather than the 45 percent to 60 percent figures contained in most of the

Commission's written material. The fact is that there is no "correct number to

use when discussing pension coverage. The appropriateness of the figures used

depends on the issue being discussed.

The authors of the 70 percent coverage figures have chosen to select only a

portion of the working population for their analysis. Generally, these authors use

phrases such as "full-time workers over the age of 25 who could reasonably

expect to receive a pension" or "full-time public and private sector workers who

meet ERISA standards" to describe the populations.

The figures from the DOL/SSA survey (modified to include imputed values)

indicate the following coverage figures for private sector workers between 25

and 64 years of age.

Particirt ion Rate

Private wage age salary workers
age 25-64, excluding self-employed. 54%

Private self-employed workers age
25-64 A'. 15%

Total private wage and salary
workers age 25-64 50%
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If the group of private sector workers is limited to "full-tme, full-year

workers" (defined as those who usually work 35 or more hours per week and 48 or

more weeks per year) the figures are as follows:

"Full-time Full-year Workers" Participation Rate

Private wage and salary age
25-64, excluding self-employed 60%

Private self-employed workers
age 25-64 22%

TOTAL 56%

The above figures are still significantly different than the sometimes

quoted 70 percent number. Some trade groups, such as the Employee Benefits

Research Institute (EBRI) and the ERISA Industry Gommittee (ERIC) sometimes

exclude agricultural workers (even those who are full-time, full-year workers)

from their analysis. While this exclusion of millions of agricultural wage and

salary workers may be appropriate for an industry group concerned about how

public policy affects non-agricultural businesses, it is inappropriate for policy

discussions concerned with the welfare of the entire noncovered work population.

Forecasting Future Coverage

Sna pshot surveys, while limited by themselves, can be used along with labor

force and pension forecasting models to predict the likelihood of pension

coverage and benefit receipt in the future.

The Commission/DOL forecasting models Indicate that the proportion of

the labor force covered and vested in employee pension plans Is not expected to

increase significantly under current policies. Preliminary forecasting results

predict an Increase of less than three percentage points In the proportion of the

labor force covered by employee pension plans and a growth of only two
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percentage points in the proportion'of the labor force vested in employee pension

plans by the year 1990.

This near stagnation of coverage and vesting growth-less than .3

percentage points and .2 percentage points annual growth respectively--is due to

several factors. Pension plan growth is predicted in those industries, such as

manufacturing and transportation, where coverage is already high, as shown in

table 5. Most economic forecasts, however, predict that these industries will

have a declining share of the labor force in the future. Instead, low pension

coverage industries, such as trade and services, are predicted to grow in the

future.

Conclusion

A comparison of the coverage and vesting figures for the overall work

force vs. the private sector finds that private industry workers are less likely to

be pension plan participants than -are public sector workers. This is due to

increased pension plan participation among government workers at the federal

and the state/local levels.

The Commission's findings also illustrate that other "coverage" criteria,

using alternative definitions, do not significantly increase private sector

coverage figures.

The data illustrates the importance that the Commission has placed on

extending pension coverage to more workers. With less than half of the private

sector workforce covered by a pension plan through their current employer and

less than a quarter of all private industry workers vested, the Commission has

proposed the establishment of a mandatory pension plan for all workers.
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THE PERCENTAGE
IN PENSION PLANS,

TABLE 5 ;
OF ALL WORKERS PARTICIPATING
BY AGE GROUP AND INDUSTRY, 1979

GEu! of Workers 20-64

Mining 72%

Construction 39%

Ift-uo duringg 69%

Trwrirpo:tation 67%

Tradu . 36%

Finance 52%

Services 33%

Agriculture 17%

Subtotal Private,
Wage and Salary 50%

State and Local Government 8or

Federal Government 89%

Subtotal -Public,
Wage and Salary 82%

Self 1nrloyed Workers 14%

Total 52%

Source: ICF analysis of May 1979 CPS data.

25-64

76t

45%

73%

70%

41%

57%

36%

20%

54%

83t

91%

85%

15%

56t

hge Group
35-64 45-64 16 and Over

84%

48%

75%

72%

42%

58%

38%

23%

57t

84t

94%

86%

17%

Soo

82%

49%

77%

72%

41%

56%

38%

22%

58%-

83%

95%

86%

20%

set

71%

37%

66%

66%

30%

50%

30%

14%

45%

77%

87%

79t

13%

48%
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TABLE 6

THE PERCENT EG, OF ALL WORKERS VESTED
BY AGE GROUP AND INDUSTRYs

Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance -

Services "

Agriculture

Subtotil Private,
Wage and Salary

State and Local Government

Federal Government -

Subtotal Public,
Wage and Salary

Self Employed Workers

Total

20-64

42%

27%

37%

46%

21%

29%

20%

13%

291

59%

75%

62%

14%

33%

25-64

49t

33%

420

50%

25%

34%

24%

16%

34t

621

78%

65%

15%

38t

IN PENSION PLANS,
19791

Age Group _

35-64 45-64 16 and Over

63%

41%

51

61%

31%

42%

29%

19%

42%

69%

85%

73%

.17%

450

68%

44%

58%

67%

33%

46%

31%

18%

46%

72%

89%

76%

20%

48%

Source: ICF analysis of May 1979 CPS data.

40%

25%

36%

44%

17%

28%

19%

10%

26t

56%

73%

60%

130-

30%-
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TABLE 7

THE PERCENTAGE OF ALL WORKERS PARTICIPATING IN
PENSION PLANS, BY HOURLY WAGE CATEGORY AND INDUSTRY, 1979

Group of Workers

mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

Subtotal Private,-
Wage and Salary

State and LA>cal -Government

Federal Government

Subtotal Public,
Wage hnd Salary

Self Employed Workers

Total

Hourly Wage Category
Less Than $4.00 $4.00-7.00 $7.01 or More

34% 59t 82%

13% 17% 62%

35% 65% 85%

30% 60% 78%

13% 37% 61%

32% 51% 64%

16% 34% 50%

8% 18% 43%

19%

52%

49%

52%

9_
22%

47%

82t

82%

82%

13%

49%

71%

93%

96%

93%

20%

72%

Sources ICP analysis of May 1979 CPS data.

Total

71%

37t

66%

66%

301

50%

309

14%

45%

77t

87%

79t

13%

48%
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TABLE 8

THE PERCENTAGE OF ALL WORKERS PARTICIPATING IN PENSION PLANS,
BY ANNUAL EARNINGS AND INDUSTRY, 1979

Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

Subtotal Privtte,
Wage and Salary

State and Local
Government

Federal Government

Subtotal Public,
Wage and Salary

Self Employed Workers

Total

Less Than
$5,000

11%

13%

20%

24%

.8%

13%-

* 8%

5%

101

36%

32%

35%

4%

13%

Annual
$5,000-
$10,000

58%

17%

46%

45%

24%

44%

29%

12%

Earnings in
$10, 001-
$15,000

67%

27%

70%

651

44%.

57%

41%

28%

33% 55%

76%

66%

75%

12%

38%

91%

89%

90%

16%

59%

$25,000
Or More

81%

731

87%

79%

68%

77%

60%

23%

Total

71%

37%

66%

66%

30%

50%

30%

14%

Sources ICF analysis of May 1979 CPS data.

4

1978
$15,001-
S25,000

79%

57%

84%

78%

5t

61%

51%

46%

71%

93%

97%

94%

21%

70%

96%

98%

97'

18%

.73%

77%

87%

79%

13%

48%

70 5
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TABLE 9

THE PERNTAGE OF ALL WORKERS PARTICIPATING IN
PENSION PLANS BY SEX, AGE GROUP, AND ANNUAL EARNINGS, 1979

Annual Earnings in 1978

Sex and Mje Group,

Male

Less than 20.'."

20-24
25-34
35-44
45-54
55-64
65 or More

Subtotal

Female

Less than 20
20-24
25-34
35-44
45-54
55-64
65 or More-

Subtotal

Total

Less Than $5,000- $10,001- $15,001- $25,000
$54000 $10,000 S15,OOD $25,000 Or More

".4%

*15%.
" -" :201r'"

. 27%

"12%z2_..%

2t
9t

131;
19%
211
21%
15 %
33

13%

13%
251
39%
37%
41%
42%
27%
33%

171
31%
43%
45%
50%

49%
31%
41%

19%
41%
56%
59%
601
66%
39%
55%

31t
49%
661
71%
72%
70%
63%
66%

38% 59%

37%
58%
69%
73%
72%
74%
36%
70%

19%
58%
69%
74%
80%
82%
45%
73%

71%

47%
41%
68%
74%
74%
80%
53%
72%

NA
49%
76%
84%
93%
67%

100%
79%

Tbta_

8%

34%
57%
63%
63%
63%
22%
53%

7%
29%
46%
48%
51%
48%
23%
411

Source: ICF analysis of May 1979 CPS data.

73% 486
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TABLE 10

THE PERCENTAGE OF ALL WORKERS PARTICIPATING IN
PENSION PLANS, BY HOURS WORKED ANNUALLY AND INDUSTRY, 1979

Hours Worked Annually

Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

Subtotal Private,
Wage and Salary

State and Local

Federal

Subtotal Public,
Wage and Salary

Self Employed

Total

Less Than
500

26%

12%

20%

23%

7%

. 8%

6%

0%

8%

18%

1s%

8%

500-999

15%

17%

20%

38%

9%

12%

7%

3%

1,000- 1,500 or
1, 499

52%

35%

34%

51%

12%

15%

2%

10%

36t

35%

36%

5%

14 %

20%

65%

54%

65%

9%

270

More Total

16% 72%

391 37%

68 661

68% 66%

37% 30%

54% 50%

38% 30%.

20% 14%

52%

87%

91%

88t

17%

55%

45%

77%

87%

79%

14%

48%

Source: ICF analysis of May 1979 CPS data.
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TABLE 11

THE PERCENTAGE OF ALL WORKERS PARTICIPATING IN
PENSION PLANS, BY YEARS OF SERVICE ON CURRENT JOB

AND INDUSTRY, 1979

I
T1

GrouP of Workers

Mining

Manufacturing,'.

Transportation'"

Trade

Finance

Services

Agriculture

Subtotal Private,
Wage and Salary

State and Local

Federal

Subtotal Publict,
Wage and Salary

Self played

Total

*33

an 1

43%

22%

36%

33%

12%

251

13%

6%

20%

47%

48%

47%

4%

22%

Years

1-2

67%

36%

51%

501

22%

371

23%

9%

33%

65%
81.

68%

36%
36%

of Service on

3-5

76%

37%

63%

60%

37%

54%

36%

111

46%

784

83%

79%

12%

49%

6-10

88%

47%

78%

79%

52%

69%

46%

23%

63%

90%

94

91%

17%

65%

Current

11-15

89%

62%

87%

85%

56%

73%

58t

30%

74t

91%

98%

92%

21%

73%

Source: IC? analysis of May 1979 CPS data.

Job
16 or
More

92%

66%

90%

84%

61%

76%

54%

32%

77%

95%

97t

96%

20%

71%

Total

721

37%

66%

660

30%

50t

30%

14

45%

770

87%

79%

14%

480
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TABLE 12

THE PERCENTAGE OF ALL WORKERS PARTICIPATING IN PENSION
PLANS, BY SIZE OF ESTABLISHMENT AND INDUSTRY, 1979

Size of Establishment

Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

Subtotal Private,
Wage and Salary,

State and Local

Federal

Subtotal Public,
Wage and Salary

Self employed

Total

NA: Data not available.

Less 500 Not
Than 25 25-99 100-499 or More Asked Total

48%

29%

33%

46%

20%

341

17%

9%

241

69%

69%

69%

NA

29%

62%

47%

48%

71%

36%

59%

32%

28 %

44V

81%

87%

821

NA

53%

81%

62%

67%

72%

49%

64%

46%

44%

61%

81%

93%

831

NA

650

92% NA 72%

69%

85%

801

66%

71%

57%

45%

78%

77%

94%

84%

NA

79%

Source: IC? analysis of May 1979 CPS data.

NA

MA

NA

NA

NA

NA

NA

NA

NA

NA

NA

14%

37%

66%

66%

301

501

301

14%

77%

87.

791

14

48FA
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TABLE 13

THE PERCENTAGE OF ALL FULL TIME, FULL YEAR
WOMMS PARTICIPATING IN PENSION PNSo

BT AGE =MP AND nDTY, 1979

Age Group
Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

20-64

75%

40%

711

71%

41%

57%

40%

23%

25-64

"77t

47t

75%

74%

46

620

44,

27%

35-64 45-64 16 and Over

87%

50%

78%

77%

47%

64%

48%

29%

got

50%

80%

79%

48

621

50%

30

75%

39%

69%

70%

391

56%

391

20%

Subtotal Private,
Wage and Salary .. 56% 60t 645 65% 54%

State and Local Governmient. 87% 88% 90% 89% 861

Federal Govemment 93% 95% 97% 981 93

Subtotal Public,
Wage and Salary 88% 90% 92% 911 88%

Self Employed Workers 21% 22% 24% 221% 22%

Total 61% 66% 69% 70% 59%

I_/ Full tim, full year workers are those who usually work 35 or more hours
per week and 48 or more weeks per year.

Sources ICF analysis of May 1979 CPS data.
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TABLE 14

THE PEiKZTAGE OF ALL FMLL TIKE, FULL YEAR
WORKERS VESTED IN PENSION PLANS,

BY AGE GROUP AND INDUSTRY, 19791/

Group of Workers

mining

Construction

Manufacturing,

Transportation

Trade

Finance

Services

Agriculture,

Subtotal Private,
Wage and Salry -

State and Local. Government

Federal Government

Subtotal Public,
Wage and Salary

Self Employed Workers

Total

Mge Group _

20-64

44%

29%

39%

49%

241

32%

25%

i8%

331

63%

78%

67%

21%

38%

25-64

51%

35%

44%
.... 4 k

54%

28%

37%

29%

23%

381

66%

81%

70%

22%

44%

35-64 45-64 16 and Over

66%

44%

54%

66%

36%

47%

37%

27%

47%

74%

88%

78%

24%

53%

72%

47%

60%

73%

38%

511

40%

27%

52%

77&

92%

81

22%

581

43%

28%

38%

49%

22%

31%

24%

16%.

31%

62%

78%

66%

22%

371

1/ Full time, full year workers are those who usually work 35 or more bouts
per week and 48 or more weeks per year.

Source: ICF analysis of May 1979 CPS data.

........ 
e Group
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TABLE 15

THE PERCENTAGE OF INDIVIDUALS PARTICIPATING IN
PENSION PLANS BY MARITAL STATUS, 1979

Marital Status

Non-Married Individuals

Male
Female

Subtotal

Married Couples

2 Workers.
1 Worker

Subtotal

All Individuals

Percentage Participating in:
No Plan 1 Plan 2 Plans

65%
64.
64%

49%
47%
48%

54%

35%
36%

23%
53%
34%

35%

NA
NA
NA

29%
NA
18%

12%

Source: ICF analysis 'of May 1979 CPS data.

Total

100%
100%
100%

100%

10ot
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TABLE 16

THE PERCENTAGE OF INDIVIDUALS VESTED IN PENSION PLANS,
BY MARITAL STATUS, 1979

Marital Status

Non-Married Individuals

Male
Female

Subtotal

Harried Couples

2 Workers
1 Worker.

Subtotal

All Individuals

Percentage Vested in:
No Plan 1 Plan 2 Plans

82%
79%
81t

67%
63%
66%

71%

i8%
21%
19%

19t
37%
26%

23%

NA
NA
NA

14%
NA
9%

Total

100t

100%
1000

100%
100%
100%

6% 100t

Source: IC? analysis of May 1979 CPS data.
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TABLE 17

THE PERCENTAGE OF INDIVIDUALS PARTICIPATING IN PENSION PLANS,
BY MARITAL STATUS AND AGE, 1979

Marital Status by Percentage Participating in:

Ae of Primary Earner Io Plan I Plan 2 Plans Total

Non-Married Individuals

Hale
Less than 25 81% 19% NA 100%
25-34 51% 49% NA 100%
35-44 42% 58t NA 100V
45-54 More 39% 61% NA 100%
55-64 ..i 41%. 59% NA 100%
65 oc'HOre 85% 1s% NA 100t
Subtotal' 65% 35% NA 00%

Female
Less than 25" 83% 17% NA 100%
25-34 51% 49% NA 100%
35-44 48% 52% NA 100%
45-54 .. 42% 58% NA 100%
55-64.,: 47% 53% NA 100t
65 or More 15% 25% NA 100%
Subtotal (4% 36% NA 100%

Subtotal. -

Less than 25 82% 8t NA 100%
25-34- . 51% 49% NA 100%
35-44 - 45% 55% NA 100%
45-54 " 41% 59% NA 100%
55-64 45% 55% NA 100%
65 or Mote 78% 22% NA 100%
Subtotal 64% 36 NA 100%

Married Couples- with
One-or More Earners

Less than 25 64% 26% 10% 100
25-34 46% 35% 19% 100%
35-44 44% 34% 22% 100i
45-54 45% 34% 21% 100%
55-64 46% 39% 15% l00%.
65 or More 78% 16% 6% 100
Subtotal 48% 341 8% 100%

Source: XCF analysis of May 1979 CPS data.

84-763 0-81--5
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TABLE 18

THE PEC CT GE OF INDIVIDUALS VESTED 1N PESION PLANS,
BY MARITAL STATUS AND AGZE 1979

Marital Status by
Age of Primary Earner

Im-+arcied Individuals

Male
Less than 25
25-34
35-44
45-54
55-64.-
65 or Nore
Subtotal

Pemale
Less than 25.
25-34
35-44
45-54
55-64
65 or More
Subtotal

Subtotal
Less than 25
25-34
35-44
45-54
55-64
65 or More
Subtotal

Married with One
or More Earners

Less than 25
25-34
35-44
45-54
55-64
65 or More
Subtotal

Percentage Vested ins
No Plan 1 Plan 2 Plans

95t
781
59%
50%
50%
90%
82%

95%
76%
67%
60%
56t
78%
79%

95t
77%
64%
56t
55t
81%
81%

88%
74%
62t
56t
54,
80%-M61

5t
22%
41%
50%
s0%
10%

aet

5%
24%
33%
40%
440
22%
21%

5%

23t
37%
44%
46t
19%
19%

9%
20%
28%
31%
35%
16%
26%

sources iCr analysis of ay.1979 CPS data.

4~4*

Total

10(3%
100%
100%
100%
100%
100%
1001

100t

100%
l00t
100%
100%

100%
100%
100%
100%
100%

100%

100%
100%
100%

100%

100%

NA
NA
NA
NA
NA

NA

NA
NA
NA
WA
NA
NA
NA

NA
NA
NA
NA
NA
MA

2%
5%

10%
13%
l1t

4%
9%
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TABLE 19

THE PERCENTAGE OF INDIVIDUALS PARTICIPATING IN PENSION
PLANS, BY MARITAL STATUS AND FAMILY INCOME, 1979

Percentage Participating in:
Family Income No Plan 1 Plan 2 Plans Total

Non-Married Individuals

Less than $5,000 82% 18% NA 100%
$5,000-9,999 66% 34% NA 100%
$10,000-14,999 54% 46% NA 100%
$15,000-19,999 57% 43% NA 100%
S20,000-24,999 61% 39% NA 100%
$25,000 or More 69% 31% NA 100%

Total 64% 36% NA 100%

Married Couples with
One or More ployed

Less than $5,000 84% 14% 1% 100%
$5,000-9,999 73% 23% 2% 100%
$10,000-14,999 60% 33% 6% 100%
$15,000-19,999 46% 40% 10% 100%
$20,000-24,999 39% 38% 18% 100%
$25,000 or More 36% 33% 24t 300%

Total 48% 34% 14% 100%

Source: ICF analysis of May 1979 CPS data.



62

TABLE 20

THE PACERTAGE" OF INDIVIDUALS VESTED IN PENSION PLAUs.
BY ARTL STATUS AND FAMILY INCOMEr 1979

Family Income

Non-44arried Individuals

Less than $5,000
$5,000-9,999
$10,000-14,999

SS, 000-19,999
$20, 000-24,999
$25,000 or More

Subtotal

Percentage Vested in:
No Plan 1 Plan 2 Plans

831
74%
75%
789
84%
81t

Married Couples with,
One or More Eaployed

Less than $5,000"
$5,000-9M99
$10,000-14,999
$15,000-19,999
$20,000-24,999
$25,000 or More

Total

93%
87%
78%
67%
60%
53%
66%

8%
17t
26%
25%
220

19%

7%
12%
20%,
28%
30%
30t
26%

NP.
MA
NA
NA

NANA

01

3%
5%

10%
17 %

90

Al Vested wage and salary workers are those who would receive some benefits
from their pension or retirement plan if they left their employer. For
the self employed, all workers currently contributing to a *eogh plan are
considered to be vested.

Source: CF analysis of Hay 1979 CPS data.

Total

100%
iOOt
100%
1.00%
1001%
100%
100%

100t

100
100%

100%
100%
100%
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TARL7 ?1

CHARACTERISTICS OF NON-PARTICIPATING WORKERS
BY INDUSTRY, AGE, AND WORKFORCE STATUS, 1979
(As Percent of All Non-Participating Workers)

Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

Subtotal Private,
Wage and Salary

State and Local
Government

Federal, Government

Subtotal Public,
Wage and Salary

Self Employed Workers

Total

Age and Workforce Status
Less Than Ae 25

Full-Time Part-Time

* *

1.8%

4.2%

0.7%

5.7%

1.3%

3.5%

0.8%

*

0.6%

*

5.8%

2.9%

*

18.1% 10.4%

0.8%

*

1.0%

0.7%

19.8%

1.2%

12.0%

Age 25 or Older and:
Full-Time Part-Time Subtotal

3.1% * 3.5%

8.5% 0.8% 9.2%

2.31 .2.5%

9.4% 3.5% 13.1%

2.6% 0.7% 3.3%

9.6% 5.4% 15.1%

1.3% * 1.6%

37.1%

2.1%

*

2.4%

11.3%

50.9%

11.4%

1.7t

1.8%

4.1%

17.3%

48.6% 17.2%

3.7%

0.5%

4.2%

15.4%

68.2%

* Indicates less than 0.5 percent.

Source: ICF analysis of Hay 1979 CPS data.

Total

0.5%

5. 7t

14.1%

3.4%

24.5%

4.8%

21.4%

'. 7 

5.6%

0.*8%

6.4%

16.5%

100.0t
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TABLE 22

CHARACTERISTICS OF NON-PARTICIPATING WORKERS
BY INDUSTRY, AGE, AND YEARS Or SERVICE ON CURRENT JOB, 1979

(As Percent of All Non-Participating Workers)

Age and Years on Current Job

Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agr culture

Subtotal Private,
Wage and Salary

State and Local
Government

Federal Government

Subtotal Public,
Wage and Salary

Self Employed
Workers

Total

Less Than Age 25
Less Than One Or
One Year Nore Years

1.3t

2.61r

6.8%

0.7%

3.6%

16.0%

1.1%

1.2%

17.6%

*

0.9%

2.2%

4.8%

0.8%

2.8%

0.7%

12.6%

0.8%

0.9%

0.7%

14.2%

Age 25 Or Older and:
Less Than One Or
One Year More Years

.1

2.4%

0.6%

3.5%

1.0%

4.4

13.5%

1.it

1.2%

2.0%

16.8%

2.5%

6.9%

9.4%

2.3%

10.6%

1.2t

35.1%

2.71

3.0%

13.4%

51.5%

Subtotal Total

* 0.5%

3.5% S.7%

9.2% 14.1%

2.5% 3.4%

13.1% 24.5%

3.3% 4.8%

15.1% 21.4%

1.6% 2.7%

48.6% 77.2%

3.7% 5.61

0.5% 0.8%

4.2% 6.4%

15.4% 16.5%
68.2% 100.0%

* Indicates less than 0.5 percent.

Source: ICF analysis of May 1979 CPS Aata.
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Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

Subtotal Private,
Wage and Salary

State and Local
Government

Federal Government

Subtotal Public,
Wage and Salary

Self Employed Workers

Total

TABLE 23

]ARACTERISTICS OF NON-PARTICIPATINC WORKERS
BY INDUSTRY AND ESTABLISHMENT SIZE, 1979
(As Percent of Non-Participating Workers)

Establishment Size (No. of Employees)
Less

Than 25 25-99 100-499 500 Or More

* * * *

4.4%

3.4%

1.5%

15.7%

3.0%

13.5%

2.2%

43.9%

2.1%

2.6%

NA

46.5%

0.9%

4.0%

0.8%

6.3%

0.9%

3.5%

*

16.9%

1.7%

1.8%

NA

18.7%

*

4.3%

0.8%

2.2%

0.5%

2.4%

10.6%

1.0%

*

1.1%

NA

11.7%

2.4%

2.0%

5.6%

0.9%

NA

6.6%

* Indicates less than 0.5 percent.

Source: ICF analysis of May 1979 CPS data.

Total

0.5%

5.7t

14.1%

3.4%

24.5%

4.8%

21.4%

2.7%

77.2%

5.f%

0.8%

6.4%

16.5%

100.0%
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TABLE 24

THE DISTRIBUTION OF NON-PARTICIPATING WORKERS
BY INDUSTRY AND HOURLY WAGE LEVEL, 1979

Group of Workers

Mining

Construct ion

Manufacturing

Transportation

Trade

Finance

Services -

Agciculture

Subtotal Private,
Wage and Salary

State and Local Government

Federal Government

Subtotal Public,
Wage and Salary

Self Employed Workers

Total

$3.50
Or Less

0,7%

4.*2%

0.7%

13.3%

1 . 31A

9.0%

1.4%

30.7%

2.5

2.8%

4.0%

37.5%

Hourly Wage Level

$3.51-7.00

*

3.40

7.5%

1.6%

8.6%

2.6%

9.1%

1.1%

34.1%

2.4%

2.9%

8.7%

45.70

* Indicates less than 0.5 percent.

Source: IC? analysis of May 1979 CPS data.

$7.01
Or More

1.6%

2.4%

1.2%

2.6%

1.0%

3.3%

12.3%

0.6t

0.8%

3.t7%

16.8%

Total

0.5%

5.7%

14.1%

3.4

24.5%

4.8%

21.4%

2.7%

77.2%

S.6c

0.8

6.4%

16.5%

100.0%
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TABLE 25

THE DISTRIBUTION OF NON-PARTICIPATING
WORKERS BY INDUSTRY AND ANNUAL.EARNINGS,. 1979

Group of Workers

Mining

Construction

Manufacturing

Transportation

Trade

Finance

Services

Agriculture

Subtotal Private,
Wage and Salary

State and Local

Government

Federal Government

Subtotal Public,
Wage and Salary

Self Employed

Workers

Total

Less Than
$5,000

0.8%

1.7%

0.5%

9.9%

0.9%

-8.1%

1.1%

23.1%

2.8%

3.1%

4.2%

30.3%

Annual Earnings in 1978
$5,000-
$10100o,

6.4%

1.0%

8.6%

2.0%

7.3%

1.0%

$10,001-
$15,000

*

1.7%

3.7%

0.9%

3.4%

1.11

3.4%

*

28.1% 14.7%

1.7%

2.0%

4.1%,

34.2%

0.7%

$15,001-
$25,000

1.2%

,-.9%

0.9%

2.1%

0.7%

1.9%

90%

0.8%

3.2%

18.7%

3.6%

13.0%

$25,000
Or More

0.5%

0,T

.7%mm

Total

0.5

5.7%

14.1%

3.4%

24.5%

4.8%

21.4%

2.7%

Indicates less than 0.5 percent.

Source: ICF analysis of May 1979 CPS data.

2.3% 77.2%

5.6%

0.8%

1.4 .

3.8%

6.4%

16.5%

100.0%
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TABLE 26

THE DISTRIBUTION OF NON-PARTICIPATING WORKERS
BY AGE GROUP, SEX, AND ANNUAL EARNINGS, 1979

Less Than
$5,000

Annual Earnings in 1978
$5,000- $10,001- $15,001- $25,000
S1000 $15,000 $25,000 Or More

16-19
20-24
25-34
35-44
45-54
55-64
65 Or More

Subtotal

women
16-19

20-24
25-34
35-44
45-54
55-64
65 Or ire

Subtotal

Men and Women

16-19
20-24
25-34
35-44
45-54
55-64
65 or More

Total

4.5%
1.8

. 1.2

0.5
0,5

0.9
1.5

10.9%

4.5%
2.9%
3.6
2.9
2.4
2.0
1.3

19.6%

9.04t
4.7
4.8
3.4
2.9
2.9
2.8

30.5%

2.0%
4.0
3.2
1.7
1.8
1.6
0.6

14.9%

1.6%
4.7
4.9
3.5
2.6
1.7

19

3.6%
8.7
8.1
5.2
4.4
3.3
0.8

0.5%
2.8
4.0
2.4
2.0
1.4

13.4%

1.0
1.8
1.0
0. P
0. f

5.4%

0,60
3.8
5.8
3.4
2.8
2.0

*

34.10 18.8%

* *

1.0 *
3.'/ 0.9
2.7 1.1
2.4 1.0
1.3 0.4

11.4% 3.6%

0 .

0.6 *

* *

* -- *

1.2
4.3
3.0
2.6
1.4

12.9

*

0.9
1.1
1.0
0.5

6

3.7% 100.00

* Indicates less than 0.5 percent.

Sources ICP analysis of May 1979 CPS data.

sex and
Age Group

menl

7.10
9.7

13.0
8.4
7.7
5.7
2.7

54.3%

6.2%
8.7

10.9
7.0.
6.0
4. b
1.6

13.3%
18.4
23.9
16.2
13.7
10.2
4.3
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FOREWORD

This working paper reports on the major findings of the efforts by the
President's Commission on Pension Policy to measure the effects of recommended
national retirement income and tax policies on the economy. This paper
specifically analyzes the findings of the Commission's macroeconomic growth
model project. In this project, a model of the U.S. retirement income system was
developed and integrated with the Hudson-3orgenson-Anderson (H-3-A) Macro-
economic Growth Model.

The major issue addressed by this paper is whether it is possible to develop
sound retirement income policy which is consistent with the needs of the national
economy. This paper's findings are that not only is it possible but that sound
retirement income policy can have a significant, positive influence on such factors
as national savings, investment, and economic growth.

Using the integrated Commission/H-J-A model, the major recommendations
of the President's Commission on Pension Policy were simulated. These recom-
mendations were to establish a Minimum Universal Pension System (MUPS) to
change the tax treatment of Social Security contributions and benefits and
implement other tax changes to encourage retirement savings; and to raise the
social security retirement age by three years and implement other policies to delay
retirement. The major findings of the simulations were:

o Savings and Economic Growth

- A minimumr universal pension system (MUPS) reduces con-
sumption and directs that reduction into retirement savings.

- MUPS will increase savings by nearly $20 billion dollars in
1985 and by $26 billion in 1990.

- Investment capital increases by 2-3 percent in the early
years of the program when all Commission proposals are in
effect. Investment continues to increase -- by over 10
percent by the end of the forecasting period.

GNP will be increased by 2 percent by the year 2000, 5
percent by 2015 and 8 percent by 2050.

o Labor Market Impact

- Average annual compensation will increase by approxi-
mately 2 percent by 2000 due to the Commission proposals.
By 2020, this increase rises to 4 percent and remains at that
level for the remainder of the forecast period.

- Raising the retirement age will increase the supply of older
workers. This may put downward pressure on the wage; of
older workers. However, if older workers become more
highly substitutable for younger workers, as is likely, this
may not occur. An increased supply of older workers would
help mitigate the effects of the increasing scarcity of

i
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younger workers that will result from the expected slow
down in population growth.

0 Pension Benefit Effects

- MUPS increases the number of participants in the private
pension system by 50 percent -- female participants are
in eased by 70 percent and male participants by about 40
percent.

- Without MUPS, 250,000 private sector workers may enter
retirement in 2000 without pensions. This number increases
to about 60,000 workers who may retire pensionless in
2025.

- Nearly % percent of those who would have retired without a
pension retire with one under the Commission's proposals;
only 2 percent of all private sector retirees would enter
retirement without a pension benefit.

- By 2010, as the baby boom generation approaches retire-
ment age, average benefits may be increased over 7 percent
by the combination of the Commission's proposals. During
the peak baby boom retirement period (2020-2035) average
benefits are predicted to be increased by about 25 percent.

- Private pension fund contributions will increase by over 30
percent initially and are over 60 percent greater by the end
of the forecast period.

- By 200, private pension funds would increase by $300
billion (1981 dollars) -- an additional growth of I I percent.

- Fund balances are predicted to increase an additional 13-13
percent for the duration of the forecast period. By 2040,
Commission programs will add an additional $I trillion (1981
dollars) to private pension fund accounts.

The study also shows that the Commission's proposals may be more effective in
increasing personal savings and investment funds than measures under considera-
tion in Congress which simply provide tax reductions. For example, the estimates
show:

- MUPS and Commission tax proposals combined to provide an
initial boost to saving that is about $20 billion by 1981. The
increase in investment in the initial years is about $3 billion
or 40 percent greater than under the tax cut alone.

- The Commission's tax cut alone would increase savings by
only 0.2 billion in the year 2000 and 3.2 billion by the year
2020. The Commission's full set of proposals would increase
savings by $47 billion and $100 billion during those same'
years, the latter being 30 times as great as under the tax
cut alone.

ii
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The Commission attempted to gather sufficient data and information on
these subjects to aid its own decision-making process and to further develop the
empirical and theoretical findings in these very complex areas. We hope that
researchers and policy makers will make full use of our findings and the extensive
data files and models that we have created.

,~as Woodruff, Ph.
EeuieDirector

President's Commission on
Pension Policy

il
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Part I: DEVELOPMENT OF A DEW)CLAPKIC MACROECONOMIC MODEL

OF THE U.S. ECONOMY

The President's Commission on Pension Policy has developed an economic

growth model that integrates the retirement income system in the United States

with the macroeconomy. The model was developed by ICF Incorporated under

contract to the Commission. Begun in March 1980, the model and studies for the

Commission will be completed in May 1981.* A federal interagency group was

created through a memorandum of understanding and cooperation in which the

participating agencies agreed to undertake cooperative efforts to assist in the

development of the macroeconomic and demographic growth model and to share

pertinent data and analyses regarding the model. The following agencies signed the

memorandum: the Department of Health and Human Services, (National Institute

on Aging, and the Office of Planning and Evalation), the Office of Management

and Budget, the Department of Housing and Urban Development (Office of Policy

Development and Research), and the Department of Labor (Pension and Welfare

Benefit Programs).

The goals of this undertaking are consistent with the Commission's mandate

under Executive Orders 12100 and 12071. First, studies were conducted concerning

the present financial ability of private, federal, state and local government

retirement, survivor, and disability systems to meet their future obligations.

Second, research was done on the relationships among the retirement income

system, private capital formation, and economic growth. Third, some of the impli-

* The Natlorml Intitute on Aging (NI.A.) 'i~ned with the Commission to fund the
model development and will receive all contract deliverables and maintain The
model after the Commission completes its work.
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cations for the economy of policies recommended by the Commission were

examined. This paper reports on the findings of the third area of inquiry: the

effects of the Commission's retirement income policies on the economy.

The Need for a Comprehensive Model

No comprehensive model that depicts interactions between retirement pro-

grams and the economy or population existed. Naturally, the economy and

population affect retirement income programs. For example, the larger proportion

of aged individuals in our population projected for the future will create pressures

to allocate proportionately more of our total income to this group through social

security or private pensions. However, retirement income programs may alter

individual behavior and cause effects on the economy or population. For example,

the social security retirement test affects labor supply and the level of national

income. The lack of feedback from the retirement income system into the

economy represents a major gap in model development for policy analysis purposes.

The New Model's Theoretical Foundations

The theoretical framework of the model is the neoclassical theory of

economic growth. This theory provides an analysis of determinants of long-run

productivity and economic growth. It explains the determination of investment,

consumption, and output; aggregate relative factor shares (labor and capital);

substitution between factors; and productivity change. A central role is given to

the theory of production and capital. Under the theory of production, outputs are

related to inputs in the mathematical expression of a "production function."

Capital Is viewed as a homogeneous, aggregate factor that depreciates and is

replaced and accumulated through investment. Prices and quantities of outputs

and factor Inputs are determined through the interaction of supply and demand in

84-a 0-81--6
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competitive markets. This theory predicts that the lower the rate of interest,

others things equal, the greater the capital intensity of production and the heater

the net national product per worker. Thus, policies which change savings and the

interest rate have direct effects on the net national product per worker. Also,

policies which affect supplies of labor and capital have direct effects on economic

growth.

Use of a long-term model is entirely appropriate for analysis of the

interaction of the retirement income system and the economy. Social security and

other pension systems represent long-term commitments, and the levO, of benefits

depends fundamentally on the productive performance of the nations economy.

Short-run, Keynesian type models are less appropriate because of their focus on the

determinants of aggregate demand given a fixed capital stc-k, rather than the

long-run determinants of the nation's income and wealth.

The Components of the Comprehensive Model

The comprehensive model of the retirement income system and the economy

developed by ICF Incorporated integrates the Hudson-Jorgenson Macroeconomic

Growth Model and the Anderson Labor Market Model and models of each of the

major components of the retirement-income system. The following is a list of all

models included in the comprehensive model:

I. Hudson-3orgenson Macroeconomic Growth Model
2. Anderson Labor Market Model
3. ICF Population Model
4. Private Employee Pension Model
3. Public Employee Pension Model
6. Social Security Model -
7. Supplemental Security Income Model
& Medicare Model

The inetgation of these models Into one comprehensive model represents a

significant and new achievement in the development of macroeconomic models of



77

the U.S. economy. The adminisrative coordination of the partidpating agencies

ensures wide dissemination of this model throughout the federal government and to

the public.

Hudson-Jormenson Macroeconomic Growth Model

This model is a neoclassical model of the U.S. economy. It depicts household

behavior in fornulating spending and work plans and producer behavior in

formulating production, Investment, and employment plans. The model assumes

that the forces of demand and supply determine prices, quantities, wages, and

interest rates. The model permits the investigation of the determinants of long-

term growth, savings and investment, labor and capital supplies, and productivity.

The Hudson-Jorgenson Macroeconomic Growth Model has four sectors. Pro-

ducer and household sector behavior Is modeled endogenously, and government and

foreign sector behavior is given outside the model. The interaction of producer and

household behavior determines the quantities and prices of the Inputs and outputs.

There are two output goods, consumption and investment, and two productive

factors, capital and labor.

The model assumes that producers maximize profits or minimize costs

subject to the available technology that is described by an aggregate cost function.

Linking inputs to outputs, the aggregate cost function permits the demands for

labor and capital and the supply of consumption and investment goods to be

determined, given the prevailing prices that the producer faces. Furthermore,

substitution between capital and labor and the level and change of economic

productivity may be determined.

The household maximizes its welfare over time subject to its available

resources. The household chooses how to distribute its expected wealth over all

years, and, for each year, chooses how much leisure and consumption goods and
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services it desires to consume. Thus, the household determines how much labor it

will supply and how much consumption goods it will demand, given prevailing

prices. Savings is the residual between current income and consunption and

represents the net change in wealth.

The government sector demands goods and labor services, and government

enterprises supply some goods and services. All of these are determined outside

the model. The level of taxes and transfer payments are determined in the model,

with tax rates given and tax bases modeled. In the foreign sector, net exports of

consumption goods and services and of investments goods, purchases of labor

services by the foreign sector, and net private claims on the rest of the world are

given outside the model.

Over time, conditions of each market change in response to changing

technology and availability of factor inputs. As market conditions change, the

household sector alters its labor-leisure choice and its consumption and savings,

while producers alter the mix of inputs and outputs. Investment and capital

accumulation lead to change in the available supply of capital services; population

growth and tastes alter labor supply;, and production efficiency changes over time.

These forces determine the nation's productive capacity. In order to represent the

growth path of the economy, the market system is solved each year within the

constraints of productive capacity and the behavioral characteristics of the

producer, household, government, and foreign sectors. Economists call such a

system a "dynamic, general equilibrium model" -dynamic because of the saving-

investment mechanism, general because it deals with the whole economy, and

equilibriurp because all markets clear in each year.

Hudson and 3orgenson used statistical techniques to estimate the parameters

of this model. They developed a simulation computer program to solve the
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simultaneous system of non-linear equabons which result from such a dynamic,

general equilibrium model.

Anderson Demographic Labor Market Model

In addition to the neoclassical determirnts of economic growth, the model

focuses on changes in population and labor market behavior and the implications

for socal security, the pension system, government transfer payments, and

Medicare expenditures of these changes. In order to model this aspect of the

economy, a population model and a demographically disaggregated labor market

model are integrated with the macroeconomic model.

The demographically disaggregated labor market model depicts the demand

for labor, the supply of labor, the simultaneous determination of labor and capital

service factor inputs, compensation and unemployment by age and sex. The

producer sectors' demand for labor is modeled by disaggregating inputs into four

factors--capital services, age 14-24 labor services, age 25-54 labor services, and

age 55 and over labor services. The household sector's supply of labor is modeled

for twenty age-sex groups. Labor supply in total manhours for each group is

determined by population size, labor force participation, employment and average

annual hours-worked per person employed. The demand and the supply of labor are

integrated and solved with the macroeconomic model.

Population Model

The composition and size of the U.S. population has important implications

for the economy. A population model similar to that of the Census Bureau is

incorporated into the macroeconomic model to project the population.

The population model projects the size and composition of population with a

probability (Markov) structure. Assunlng a fixed set of fertility rates,'mortallty
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rates, and number of immigrants, population is dynamically projected for each year

by race, age, and sex. This population feeds into the macroeconomic model and

labor market model, but there is no feedback from economic activity to the

population model.

The user is able to vary the demographic paramr:ers--cohort fertility rate,

survival rates, and immigration. Starting with a base case population, e.g. a recent

Census Bureau estimate, the implications of changing the demographic assumptions

can be determined. Such flexibility is an important analytical tool in assessing how

the retirement system will be affected by demographic factors.

Private Employee Pension Model

The model of the private pension system permits the study of interactions

between economic ana demographic changes and the pension system. Three

categories of private pensions are modeled-- defined benefit programs, defined

contribution programs, and individual arrangements. The private pension model

estimates the number of workers covered by private pension plans, the number of

retired and separated vested participants, the average benefit per retiree, total

benefits and contributions, and the level of assets, for each category of pension

program. The impact of the pension and social security system on the process of

asset accumulation and savings, on labor force behavior, and on output is depicted.

Public Employee Pension Model

The retirement income programs for public employees include the federal

civil service and militaw- retirement programs, plus state and local government

programs. The models of military and federal civilian programs take into account

the demographic composition of the armed services and the federal civilian work

force. The state and local government retirement systems are modeled for general
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administrative workers, hazardous duty workers, state and local educators, taking

into account the demographic characteristics of the different work forces. The

public employee pension model predicts the number of participants and benefi-

ciaries, average contribution rates, average benefit per retiree, and total benefits,

contributions, and assets. This model permits investigation of changes in the level

and demographic composition of public employment on the overall retirement

income system.

Social Security Model

The model of the Social Security retirement and disability systems explores

the relationship between changes in the U.S. age structure and economy and the

financial flows of the system. The model incorporates not only direct age

structure effects, but also changes in age group incomes and factor shares, savings,

rates of return, and labor force participation and employment behavior that are

affected by age structure and will influence the financial condition of the social

security system. Given the forecast of future wages and incomes, the model

determines the contribution and benefit bases and the total contributions and

benefit payments corresponding to alternative statutory provisions. The model's

capability to show the way these respond to alternative demographic scenarios is

useful for analysis of the actuarial status of OASDI. The Social Security Model

also permits investigation of the impact of social security on the economy,

especially the implications for savings and the interaction between social security

and employee pensons.

Supplemental Security Income Model

The retirement income system must take into account the Supplemental

Security Income (SS) program designed to assist the low-income elderly population.
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This model projects the siw-of the low-income population- at retirementiages and

estimates the number of SSI beneficiaries. Determined by current statutes and

forecast average wage and income levels, the model estimates average 551 benefit

payments and total SS1 benefit payments by age and sex. The 55i Model is

integrated with the macroeconomic model and labor market model.

Medicare Model

The level of Medicare benefits is closely related to retirement income needs

and is modeled to reflect demographic and economic factors. The medicare model

includes information on average Medicare benefit payment by age-sex group for

each of six services, total Medicare expenditures, and total health insurance tax

collections. Thus, outlays and revenues can be compared over time in the context

of the performance of the economy and demographic trends. There is no attempt

to model the complete demand and supply of the health care industry.

Studies

The complete model has been used to study three areas of concern to the

President's Commission on Pension Policy. First, pensions, savings, and investment

has been studied. Second, the relationship of retirement income programs and

labor force participation has been examined. Third, the impact of alternative

pension policy proposals on the pension system and the economy has been

simulated. The complete model will be a valuable tool for other agencies of the

federal government to use in current and future research on the retirement income

system.

The first study examines pensions, savings, and investment. The complete

model depicts the feedback of the retirement income system on the aggregate

economy, as well as the impact of the population and economy on the retirement
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system. Of particular importance to policy analysis is the question of how private

pensions and social security affect savings and the growth of the economy. Given

estimates of the effects of private pensions and social security on savings, the

overall performance of the economy may be evaluated. The investment In the

economy is disaggregated into three components: 1) additions to the productive

capital stock; 2) purchases of housing; and 3) purchases of consumer durables.

Finally, the effect of the changing age structure on savings is examined.

The second study examines the relationship of retirement income programs

and the labor market. In this study, the labor market model plays an important

role because the effect of national wealth is incorporated in the Labor supply

equations. In addition, social security and pension system variables in the labor

force participation equations of younger and retired workers permit an assessment

of their impact on labor force participation Employee compensation and unem-

ployment is also studied.

The third study examines alternative pension policies and economic-

demographic scenarios. As the age-sex structure of the population changes, it has

an impact on the pension system. Also, policies to change vesting rules or expand

coverage of private pensions and implement new retirement age and tax policies is

examined.

Caution Caxerbn the Use a Economic Models

Any mathematical model of the economy by necessity attempts to simplify

economic behavior into quantifiable relationships. This model is no exception. The

building of such mathematical models is a process of blending economic theory

with empirical research. The success of such efforts is often limited by the

appropriateness of both.



84

Commission and ICF staff have attempted to incorporate the finding of

Commission-sponsored research as well as other recent empirical studies into the

model. As more empirical studies are completed, the model will hopefully be

further improved under the guidance of staff at the National Institute on Aging.

This model should prove useful to policymakers in suggesting retirement

policy that is consistent with other objectives of national economic policy. The

specific numerical forecasts of the model, however, should be used with caution.

The primary usefulness of a model such as this one is to predict the order of

magnitude and direction of economic effects, not specific values. Too many

uncertainties exist in the real world that render specific long-term forecasts

unrel able.

In its use to date, however, this model has proved to be extremely useful.

Some of the policy simulations have yielded findings that show that retirement

income policy can have a much larger effect on the macroeconomy than many of us

expected at the outset of the model-building effort. This suggests that further

development of the model by the Federal government might be money well spent

during the next several years as retirement income policy is debated.



85

Part Ze POLICY SIMULATIONS

With the model constructed, Commission and ICF staff performed a series of

policy simulations to estimate the effect of the Commission's proposals on a

number of economic variables. These variables were divided Into three groups:

macroeconomic variables, labor market variables, and pension and social security

variables. The macroeconomic variables studied include savings, investment,

consumption, and Gross National Product (GNP). Labor market variables included

labor input (measured In total hours worked), total compensation, and unemploy-

ment. Pension and Social Security variables included participation, level of

benefits, and pension contributions. A number of additional variables were

estimated but are not discussed in the paper.

The Commission's final report, issued on February 26, 1981, contained over

fifty proposals that would lead to a coordinated national retirement income policy.

The Commission made proposals for national policy with regard to employee

pensions, social security, savings for retirement, and employment of older workers.

The proposals that would have the most significant effect on the economy if

enacted are retirement age policy, the establishment of a minimum universal

pension system and changes in the tax treatment of contributions to and benefits

from retirement income programs. These three areas for policy simulations can be

summarized as follows:

Retirement Ages and Employment. The Commission suggested that the age

of eligiblity for benefits be raised for all retirement programs and that employ-

ment policy be changed to encourage and enable older workers to remain in the

labor force. Specifically, the Commission's major recommendations were:
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o The normal retirement age of 65 for social security should not be

raised for working people who are now' approaching retirement.

However, an increase in the normal retirement age to 68 should

be phased in over a 12-year period beginning in the year 1990.

The social security early retirement age, now 62, should be raised

to 65, in tandem with the changes in the normal retirement age.

Disability benefits should be available through the normal retire-

ment age.

o ERISA should be amended to permit private pension plans, on a

voluntary basis, to increase their normal retirement age in

tandem with social security.

o As in the private sector, public employee pension plans should

increase their normal retirement age in tandem with social

security. A retirement age policy that parallels that of social

security Is recommended for all federal retirement programs.

Under this recommendation, the current social security normal

retirement age of 65 would be phased in for new retirees. This

age would increase in tandem with increases in the social security

normal retirement age. Early retirement benefits would be

actuarially reduced for new retirees.

o The social security earnings test should be removed. The earnings

test limits should be phased out as the Commission's proposal

concerning the exclusion of social security contributions and

inclusion of benefits in taxable income is phased-in.

o Information on alternative work patterns should be encouraged

and developed through research and demonstration programs In

existing federal employment programs. 3ob retraining ana job
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redeslgn for older workers In private industry also should be

encouraged.

For purposes of the model, the net effect of all of these policies was assumed

to lead to a delay of retirement of three months a year for twelve years begining

In 1990 (when the Increase in the age of eligibility for Social Security benefits

begins). By the year 2002, all individuals In the libor force would retire three

years later than they would have without the introduction of the retirement age

and employment policies.

Minimum Universal Pension System. The Commission recommended that a

Minimum Universal Pension System (MUPS) be established for all workers. The

system sho'dci be funded by employer contributions. The Commission further

recommended that a 3 pecent of payroll contribution be established as a minimum

benefit standard. All employees over the age of 25, with one year of service and

1,000 hours of employment with their employers would be participants In the

system. Vestlng of benefits would be Immediate.

To the macroeconomy, the MUPS proposal acts like a compulsory savings

program. Contributions made by employers to funded employee pension plans serve

to reduce consumption.

Taxation of Retirement Contributions and Benefits. The Commission made a-

number of a proposals to provide greater tax incentives to encourage retirement

savings and to make the tax treatment of retirement contributions and benefits

more consistent. The major proposals were:

0 Contributions to and benef Its from social security should receive

the same tax treatment as do those of other retirement programs.

At the time of fling, the employee would choose the hiher of a



88

tax deduction or a tax credit for the social security employee

contribution. Social security benefits would be included in

taxable income. As this tax treatment is phased in, the social

security earnings test should be phased out.

o Favorable tax treatment should be extended to employee contri-

butions to pension plans. A refundable tax credit for low and

moderate income people to encourage voluntary individual retire-

ment savings and employee contributions to plans is recom-

mended. At the time of tax filing, the employee would choose the

higher of a tax deduction or a tax credit.

o Contributions and benefit limitations for all individuals should be

treated more consistently for all types of retirement savings.

o The tax treatment of savings specifically for retirement should be

the same as the tax treatment of pension plans.

o Employers would be eligible for a tax credit equal to 46 percent

of their contribution to a qualified employee pension plan, up to a

limit of 3 percent of payroll.

All of the above tax proposals would lead to a very large tax cut for

individuals and businesses. In addition, the Commission recommended one tax

increase: to move the scheduled January 1, 1985 social security payroll tax to

January 1, [982. The net effect of all of these proposals, if enacted, would be to

reduce federal taxes to individuals and businesses by approximately $30 billion in

1982.

For purposes of the model, effective tax rates were changed such that

federal tax collections were reduced by $30 biUlon in 1982 and corresponding

amounts for years beyond 1982. Separate reductions and taxes on labor earnings
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and capital income were calculated based on estimates provided by the Department

of the Treasury and the Commission, and implemented in the model. For all of the

simulations, government spending was- reduced by an amount equal to the tax

reductions, so that the government deficit was not changed directly.



,r

90
9

PM 31 T FINDINGS

Computer simulations using the model were conducted testing each of the

above sets of proposals separately and all of them together. In its final report, the

Commission indicated that the proposals should be considered as a package rather

than separately, due to the interrelationships among them. In addition, many

proposals were specifically tied to each other by the Commission. For example,

introduction of the Minimum Universal Pension System (MUPS) was specifically

linked to a number of the proposals.

The tables in this paper show the combined effects of all of the proposals..

References will be made, however, to the individual simulations when they help

explain the economic effects of the policy simulations more clearly.

Savknw and Growth Effects

Table 1-7 show the impact of the Commission's policies on savings, consump-

tion, investment, Gross National Product, capital input, labor input and

compensation.

-Tnitroducng a minimum universal pension system has the direct effect of

reducing consumption and directing the reduction into retirement savings. The

Commission's tax reductions, however, more than offset the decreased

consumption. Therefore, the net effect is that total consumption increases slightly

even with the compulsory savings program. The phase-in of the retirement age

policy further increases total consumption. By the year 2000, consumption is upk.

approximately 496, by 2030 over 7%, and by 2035 over 10%.

In the early years (before 1990) savings increases largely due to the minimum

universal pension system. Savings increases by nearly 20 billion dollars in 1985 and
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26 billion dollars in 1990 (all values are in 1981 dollars). While this represents a

large increase. in individual and family savings, it represents a relatively small

increase in total savings in the economy.

Increased savings also makes more capital available for investment purposes.

In the early years investment increases 2-3% due to the proposals. The effect of

the total program is cumulative, however, so that investment continues to

increase--by over 10% by the end of the forecasting period.

The Hudson-lorgenson-Anderson (H-3-A) model is a neoclassical general

equilibrium model. Therefore, when savings and investment capital are increased,

interest rates (a measure of the cost of capital) tend to decline. While this effect

is modest, it is also long-term.

Both capital and labor inputs to the economy are increased by the proposals.

This leads to a modest increase in GNP in the early years and cumulative increases

in the later years. In the early years, the MUPS and tax proposals promote mild

(less than 1%) increase in GNP. As the retirement age policies take effect after

1990, GNP increases considerably, due in large part to increased labor input in the

economy.

By the year 2000, GNP is estimated to grow by an additional 2% due to

Commission recommendations. In 2015 GNP is 5% greater, and in 2050 it is 8%

greater In the simulation of the Commission's recommendations.

84-763 0-81--7
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TALSl I

-GROS PRIVAMT SAVINGS*
USK

1970
1975
1900
1985
1990
1995
2000
2010
2020
2030
2040
2050

502.0
699.4
605.1
880.4

1220.0
1549.5
1919.2
2420.4
2555.4
3074.0
4401.5
5951.6

POLICY

502.0
699.4
605.1
900.0

1246.21386.J0

1965.7
2489.0
2654.9
3209.2
4577.4
6174.1

DITFY Ic PERCENT

0.0
0.0
0.0

19.6
26.2
36.5
46.6
68.6
99.5

135.2
175.9
222.5

0.0
0.0
0.0
2.2
2.1
2.6
2.4
2.8
3.9
4.4
4.0
3.7

*lrpressed in billions of 1981 dollars.

TABLE 2
CONSUMPTION *

BASE ALTERED DIFFERENCE PERCENTCASE CASE DIFFERENCECASu E CuAuuasuuuesuus uS3Suusuuusuauuus uuuuu

1970
1975
1980
1985
1990
1995
2040
OS

2015
2620

2030
2035
2040
2045
2650
toss

1216.776
1462.235
1811.562
2134.549
2454.158
2692.306
2942.914
3244.484
3564.266
3927.199
4285.215
4632.8498
4983.840
5338.250
5679.473
$976.848
6299.887
6648.184

1216.776
1462.264
1811.509
2143.620
2473.219
2747.028
3044.546
3386.778
3752.958
4165.973
4576.064
4968.895
5345.293
$733.645
6142.727
6530.645
6936.176
7324.273

0.0
-0.031

0.052
9.070

19.061
54.721

101.633
142.295
188.692
238.773
290.789
336.647
361.453
395. 395
463.254
553.797
636 .. 89
676.090

0.0-
-0.0
-0.0

0.4
0.8
2.0
3.5
4.4
5.3
6.1
6.8
7.3
7.3
7.4
8.2
9.3

10.1
10.2

*Expressed in billions of 1981 dollars.

w~ ,a m,4t'q mvm i 4 ~ PA4
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TABLE 3

INVESTfIENT*

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

2:: 32SSZB U:3523u3S2:3332332333233SBBS( 88

293.633
361.391
284.412
456.630
663.086
842.212

1026.437
1144.998
1190.867
1184.002
1202.344
1275.045
1409.760
1605. 181
1777.497
1940.312
2093.799
2266.862

293.633361.380
284.391
467.414
676.808
868.466

1068.957
1201.413
1263.023
1273.342
1309.752
1398.668
1543.077
1752.562
1950.345
2147.014
2332.890
2525.832

0.0-0.011
-0.021
10.784
13.722
26.255
42.520
56.416
72. 156
89.340

107.408
123.622
133.317
147-.381
172.848
206.702
239.091
258.969

0.0-0.0
-0.0

2.4
2.1
3.1
4.1
4.9
6.1
7.5
8.9
9.7
9.5
9.2
9.7

10.7
11.4
11.4

*Expressed in billions of 1981 dollars.

GNP *
TABLE 4

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

2:23:22232232 :223 :::::: :23: : 23222:33223322222223338

1970 1985.4281975 2362.084
1980 2660.486

1985 3186.919
1990 3787.295
1995 4286.848
2000 4817.250
2005 5334.004
2010 5810.426
2015 6261.949
2020 6742.418
2025 7274.949
2030 7882.891
2035 8593.980
2040 9286.266
2045 9931.707
2050 10612.273
2055 11358.359

*Expressed in billions of 1981 dollars.

1985.430
2362.042
2660.414
3194.014
3807.137
4354.691
4947.242
5517.609
6055.371
6573.422
7123.203
7716.410
8358.652
9116.934
9901.746
1O670.809
11465.457
12270.418

0.002
-0.042
-0.072

7.095
19.843
67.844

129.992
183.605
244.945
311.473
380.785
441.461
475.762
522.953
6 15.480
739. 102
853. 184
912.059

0.0-0.0
-0.0

0.2
0.5
1.6
2.7
3.4
4.2
5.0
5.6
6.1
6.0
6.1
6.6
7.4
8.0
8.0

1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055
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CAPITAL INPUY * TABLE 5

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

1970 600.895 800.895 6.6 6.0
1975 975.505 975.505 10.0 0.6
1980 1149.354 1149.354 0.0 0.0
1983 1290.423 1299. 140 8.717 0.7

1990 1586.263 1596.623 16.560 1.0

1995 1959.613 1989.823 30.009 1.5

2000 2421.964 2477.100 55.137 2.3
2005 294.470 3040.535 92.116 3.1

2010 3497-380 3634.67t 137.371 3.9

2015 4057.840 4252.379 194.539 4.8

2020 4604.793 4867.660 262.867 5.7

2025 5190.383 5533.602 343.219 6.6
2030 5841.500 6266.344 424.844 7.3
2035 6646.602 7159.668 513.066 7.7
2040 7609.242 8220.340 611.098 8.0
2045 8723.707 9467.180 743.473 8.5

2050 9969.965 10882.281 -'12.316 9.2
2055 11320.363 12417.918 1097.555 9-.

*Expressed in billions of 1981 dollars.

TABLE 6

LABOR INPUT, TOTAL*

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

- U3UUZZS2B~a8SUSUUS.23323uBBBz333233s333
8
ZSRmu

3 3
atu

82
mIu

1970 192.694 192.094 0.8 0.0
1975 211.599 211.599 0.0 0.0
1980 234.986 234.986 0.0 0.0
1985 252.588 252.680 0.693 0.0
1990 268.681 269.733 1.052 0.4
1995 275.370 280.128 4.758 1.7
2000 277.579 285.581 8.001 2.9
2005 275.095 284.297 9.202 3.3
2010 269.846 280.573 10.728 4.0
2015 264.599 -276.677 12.078 4.6
2020 259.943 273.182 13.139 5.1
2025 256.105 269.903 13.797 5.4
2030 253.415 266.582 13.167 5.2
2035 251.183 264.091 12.908 5.1
2040 246.593 260.621 14.028 5.7
2045 239.442 255.067 15.625 6.5
2050 231.773 248.298 16.526 7.1
2055 225.678 246.965 15.827 7.6

*Expressed a millions of hours.
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TABLE 7

AVERAGE ANNUAL COMPENSATION, TOTAL *

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

szuz::.:::2322zz:z:3:z3z2s232:8:8UU:33z23333382233:2zza3s2

1970 14233.625 14233.625 0.0 0.0
1975 14133.562 14133.562 0.0 0.0
1980 14144.891 14144.891 0.0 0.0
1985 14907.641 14934.074 26.434 0.2
1990 15534.457 15577.883 43.426 0.3
1995 16368.953 16565.305 196.352 - 1.2
2000 17252.539 17618.809 366.270 2.1
2005 18187.098 18685.531 498.434 2.7
2010 19329.336 19959.930 630.594 3.3
2015 20564.090 21317.402 753.312 3.7
2020 21864.922 22752.281 887.359 4.1
2025 23167.641 24094.648 927.008 4.0
2030 24525.113 25465.336 940.223 3.8
2035 26007.191 26945.527 938.336 3.6
2040 27572.344 28605.078 1032.734 3.7
2045 29175.254 30370.359 1195.105 4.1
2050 30797.0§7 32109.207 1312.160 4.3
2055 32458.484 33829.172 1370.687 4.2

*Expressed in billions of 1981 dollars.
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Total hours of labor input into the economy are predicted to increase due to

the Commission's proposals, particularly the three yea increase In the retirement

age.

Average compensation to workers also is predicted to Increase significantly.

By the year 2000, average annual compensation has Increased about 2% due to the

proposals. By 2020, this Increase equals 4% and continues at approximately that

level for the remainder of the forecast period.

In earlier Commission research, concern was expressed about potential

increases in unemployment due to Commission recommendations. One set of

concerns centered around the costs of the MUPS program to employers and

employees. The economic literature indicates that, in general, Increased labor

costs are either directly passed on by the employer to workers In the form of

smaller wage Increases or to consumers In the form of higher prices or are

absorbed by the employer, resulting In some degree of unemployment. This

prediction would apply to increases in social security payroll taxes as well as

increased payroll costs due to a MUPS or any other program.

The Commission, therefore, adopted a series of offsetting payrolU-related tax

reductions to individuals and businesses. In each year of the forecast period (1982-

2053) these tax reductions exceed the increased payroll-related costs of a MUPS

program. Therefore, employers and employees should be able to share the costs of

the MUPS program without experiencing either an increase In after tax payroll

costs or a reduction in take-home pay.

While the combined MUPS and tax proposals should not have a significant

effect on total employment, the Commission% retirement age policy might.

Raising retirement ages has the effect of Increasing the labor supply of older
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workers. Unless the demand for the labor of older workers increases by a similar

amount, either unemployment will result or the average wage of these workers will

not Increase as much as they would otherwise.

In Its final report, the Commission expressed concern about the employment

problem of older workers due to its retirement age recommendations. In Its final

report the Commission stated:

"n conjunction with its recommendation to
raise the retirement age, the Commission recog-
nizes the problem of long-term unemployment
among older workers and the use of early retire-
ment under social security to solve this problem.
Rather than utilize the social security system,
consideration should be given to improving unem-
ployment benefits to provide both short-term
income maintenance for these workers and to
keep them in the labor force."

The Commisslon!s concerns about employment conditions among older

workers Is born out by the model. While wages and unemployment of most age

groups are generally unaffected, the model does show the effects of the Increased

supply of older workers. In the simulations for the report, age groups .5-64 and

65+ do experience a significant drop In average hourly wages relative to the base

case. This drop increases significantly (from $% to 13%) as the post-World War II

Baby Boom enters the older age groups and delays its retirement beginning In the

year 2000.

In the policy simulations for this paper, fertility rates were assumed to slowly

increase to 2.1 children per female of child-bearing age by the year 2000.

Currently, the fertility rate equa.lapproxIniately 1.8. The potential older-worker

labor supply problems cited above might be reduced or eliminated if fertility rates

remain at current levels and the total labor force shrinks after the year 2000.

Additional model simulations will test this sensitivity.



For all age grop, excess supply of labor don not apear to be a signleant

problem. Even with an Increase In the fertility rate to 2.1 chUdrenlfemae by th

year 2000, the labor force after yer 2000 is not expected to grow. As the capital

stock grows, therefore, labor will become relatively scarce. .1 the demand for the

labor of older workers could be adJusted.-throuqh public and private pollcles.-to

look more like the demand for workers In general, then the labor supply problems

raised by raising the retirement age would be alleviated. If not, then other

measures, such as those suggested by the Commission regarding special unemploy.

ment benefIts for older workers, may be necessary.
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TABLE 8

AGGREGATE HOURLY WAGES (1981 *)o AGES 55-64

BASE ALTERED DZPPERENCE PERCENT
CASE CASE DIFFERENCES8u8u8mzluszz3au81ualmuluU3Eila3USEUU3EUUUiUUUUSStUSUllIUSU

9.317
9.984

10.588
11.315
12.251
13.609
14.672
15.466
16.401
17.496
18.925
21.208
23.631
25.947
27.680
30.168
33.620
37.303

9.317
9.984

10.588
11.311
12.17913.1ISO
13.854
14.455
t5.202
16.120
17.309
19.014
21.102
23.166
24.727
26.517
29.153
32.519

0.0
0.0
0.0

-0.004
-0.072
-0.429
-0.818
-1.012
-1.199
-1.376
-1.616
-2. 194
-2.549
-2.781
-2.953
-3.651
-4.467
-4.784

0.0
0.0
0.0

-0.0-0.6
-3.1
-5.6-6.5
-7.3
-7.9
-8.5

-10.3
-10.8
-10.7
-10.7
-12.1
-13.3
-12.8

TABLE 9

AGGREGATE HOURLY WAGES (1981 S), AGES 65*

BASE ALTERED - DIFfERENCE PERCENT
CASE CASE DIFFERENCE

zSmzauZSatuguuuuuauaugSga8uuum8mu8uza 8muu88rauauaauaauuugau

5.977
6.387
6.863
7.274
8.050
9.072,
9.910

10.290
10.680
11.268
12.263
13.809
15.474
17.605
18.170
19.794
21.991
24.404

5.977
6.387
6.863
7.265
7.933
8.347.
8.606
8.879
9.261
9.789

10.563
11.724
13.084
14.413
15.417
16.603
18.289
20.387t

0.0
0.0
0.0

-0.009
-0. 117
-0.725
-1.305
-1.410
-1.420
-1.478
-1.699
-2.084
-2.390
-2.592
-2.753
-3. 191
-3.702
-4.018

0.0
0.0
0.0

-0.1
-1.5
-8.0

-13.2
-13.7
-13.3
-13. 1
-13.9
-15.1
-15.4
-15.2
-15.1
-16.1
-16.5--16.5

1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055

1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055
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TABI 10

AOGREGATE HOURLY WAGES (1981 *)o AGES TOTAL

SASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

lslllllllmusllallmlaallallluaallmllluullluaulscleliuusiliusa

1970 8.942 8.942 0.0 0.0
1975 9.179 9.179 0.0 0.0
1980 9.429 9.429 0.0 0.0
1985 9.914 9.920 0.006 0.1
1990 10.460 10.450 -0.009 0.1
1995 11.201 11.139 -0.062 -0.6
2000 12.044 11.943 -0.100 -0.8
2005 12.984 12.876 -0.108 -0.6
2010 14.052 13.915 -0.138 -1.0
2015 15.172 15.004 -0.168 -1.1
2020 16.354 16.143 -0.191 -1.2
2025 17.602 17.394 -0.208 -1.2
2030 18.933 18.736 -0.196 :1.0
2035 20.396 20.192 -0.204 1 0
2040 22.065 21.799 -0.266 -1.2
2045 23.951 23.606 -0.346 -1.4
2050 26.007 25.592 -0.415 -1.6
2055 28.218 27.782 -0.436 -1.5



101

Pensilon and Sock I SecwltY Effects

Introduction of a minimum universal pension system immediately increases

-the number of participants in the private pension system by about 30%. Female

participants are Increased by nearly 70% and male participants by approximately

40%. These increases remain throughout the forecasting period.

Even more significant than the Increase in participants Is the Increase in new

retirees who receive private pension benefits. Under current policy, approximately

60% of new private sector retirees may retire with a pension by the year 2000, and

approximately 40% may not. If there is no change in the existing private pension

system, in the year 2000 about 250,000 private sector workers may enter

retirement without pensions. This number may Increase to about 460,000 private

sector retirees without pensions retiring in 2025. After the year 2000, the number

of private sector retirees without pensions may increase from about 3.5 million

people in the year 2000, to a peak of nearly 6 million penslonless retirees (out of a

total of about 15 million private sector retirees) by the year 2030.

The introduction of a MUPS nearly eliminates the problem of private pension

entitlement. Nearly 96% of those who would have retired without a pension retire

with one under the Commission's proposals. The proportion of those entering

retirement with a pension increases by nearly 50% by the year 2000. During this

period, only about 2% of all private retirees enter retirement without a pension

benefit under the Commission's program.

The reason for the sharp reduction in those without pensions is twofold.

First, pensions are made available to all workers over the of age of 25, with more

than a year of service with the employer and with more than 1,000 hours of work.

Even with these eligibility standards, most workers eventually qualify for benefits.

Second, forefeltures of benefits by workers in existing plans are reduced. Under
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current policy, a private sector worker may have to be employed for 10 years prior

to vesting in a pension benefit. The MUPS proposal would make at least the

minimum benefit vested immediately upon participation.

InitiaLly, the level of benefits under a MUPS program would be relatively

small unless past service credits were granted by the system. For a number of

years, therefore, the average benefit paid by private pension plans would actually

decline. As the system matures, however, average pension benefits would begin.to

Increase significantly. As the baby boom approaches retirement age In the year

2010, average benefits would have increased over 7%. During the peak baby boom

retirement period (2020-2035) average benefits are predicted to be about 25%

greater than they would be without the Commission%s recommendations.

Total berf Its paid by funded private pension plans increase dramatically.

Private pension fund contributions increase by over 30% initially and steadily grow

to an increase of over 60% by the end of the forecast period. The size of the

increase is due to the MUPS as well as the extension of the working years and the

growth of the economy as a whole.

As more contributions are made to private employee pension plans, fund

balances continue to grow. By L985 they would have increased by nearly 60 billion

dollars, an increase of over 3%. By the year 2000 private pension funds would have

increased by an additional $300 billion, additional growth of about 11%. After that

time, fund baances are predicted to increase an additional 13-15% for the duration

of the forecast period. by the year 2040, Commission policies are predicted to

add an additional $1 trillion to private pension fund accounts.

Total benefits paid by funded private pension plans Increase modestly at first,

but by the year 2000 have increased by 40%. The private pension payments

inrease as the baby boom retires peakin at an increase of 83% In the year 2035.
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TABLE 11

PRIVATE PENSION SYSTEM, PARTICIPANTS MALE TOTAL (MILLIONS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

1zgcggtfsuxtfggs gzzguamu. su. 33332233233233 38UZ Z333s 3

20.200
21.800
24.000
2; .900
27.100
27.800
28.200
28.200
28.100
27.700
27.300
27.000
27.000
27.300
27.300
27. 100
26.800
26.800

20.200
21.800
24.000
36.600
38.300
39.000
39.300
39. 100
38.900
38.400
37.800
37.500
37.500
37.900
38.000
37.700
37.500
37.400

0.0
0.0
0.0

10.700
11.200
11.200
11 . 100
10.900
10.800
10.700
10.500
10.500
10.500
10.600
10.700
10.600
10.700
10.600

0.0
0.0
0.0

41.3
41.3
40.3
39.4
38.7
38.4
38.6
38.5
38.9
38.9
38.8
39.2
39.1
39.9
39.6

TABLE 12

PRIVATE PENSION SYSTEm. PARTICIPANTS FE14ALE TOTAL (MILLIONS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

7.800
9.500

11.200
12.400
14.400
15.700
16.300
16.500
16.500
16.700
16.900
6.900

16.800
16.900
16.900
16.900
16.800
16.600

7.800
9.500

11.200
20.600
24.200
26.200
27.100
27.300
27.200
27.500
27.900
28. 100
28.000
28. 100
28.300
28.300
28.200
27.900

0.0
0.00.0
8.200
9.800

10.500
10.800
10.800
10.700
10.800
11.000
11.200
11.200
11.200
11.400
11.400
11.400
11.300

0.0
0.0
0.0

66.1
68.V
66.9
66.3
65.5
64.8
64.7
65.1
66.3
66.7
66.3
67.5
67.5
67.9
68.1

1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055

1970
1975
1980
1985
1990
1995
2000
205
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055
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TABE 13

PRIVATE PENSION SYSTEM, PARTICIPANTS TOTAL (MILLIONS)

5ASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCEaasacsUUUUUUUUZUUSUBsU*3353333333333323353333Ua3U33383313333

197j 28.008 28.000 0.0 t.6
1975 31.300 31.300 0.0 0.0
1980 35.200 35.200 0.0 0.0
1985 38.300 57.200 18.960 49.3
1990 41.600 62.400 20.800 50.0
1995 43.500 65.200 21.700 49.9
2000 44.600 66.500 21.900 49.1
2005 44.800 66.306 21.500 48.0
2010 44.600 66.100 21.500 48.2
2015 44.400 65.900 21.500 48.4
2020 44.100 65.706 21.600 49.0
2025 43.900 65.600 21.760 49.4
2030 43.900 65.500 21.600 49.2
2035 44.100 66.000 21.900 49.7
2040 44.200 66.300 2Z.10O 50.6
2045 44.000 66.100 22.100 50.2
2050 43.600 65.600 22.600 50.5
2055 43.400 65.200 21.800 50.2
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TABLE 14

PRIVATE PENSION SYSTEM, NEW RETIREES WITH PENSIONS (MILLIONS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE33333U33333331331133121l32U332333333332333332333338833833833

0.289
O.323
0.378
0.418
0.417
0.400
0.396
0.461
0.555
0.639
0.709
0.719
0.650
0.610
0.582
0.658
0.704
0.696

0.289
0.323
6.378
0.672
0.670
0.633
0.593
0.628
0.752
0.960
1.033
1.117
1.083
0. 969
0.905
0.934
1.667
1.093

0.0
0.0
0.0
0.254
0.253
0.233
0.197
0.167
0.197
0.321
0.324
0.398
0.433
0.359
0.323
0.276
0.363
0.397

0.0
0.0
0.0

60.8
60.7
58.3
49.7
36.2
35.5
50.2
45.7
55.4
66.6
58.9
55.5
41.9
31.6
57.0

TABLE 15

PRIVATE PENSION SYSTEM, NEW RETIREES WITHOUT PENSIONS (MILLIONS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

32 33 333 33a23223 333S32333338223s 3 3s 3 a332 3 332 22 3333323

0. 185
0.206
0.242
0.267
0.267
0.256
0.253
0.295
0.355
0.408
0.453
0.460
0.416
0.390
0.372
0.421
0.450
0.445

0.185
0.206
0.242
0.013
0.0t3
0.013
0.012
6.012
0.015
0.019
0.021
0.022
0. 022
0.019
0.018
0.019
0.021
0.022

0.0
0.0
0.0

-0.254
-0.254
-0.243
-0.241
-0.283
-0.340
-0.389
-0.432
-0.438
-0.394
-0.371
-0.354
-0.402
-0.429
-0.423

0.0
0.0
0.0

-95.1
-95.1
-94.9
-95.3
-95.9
-95.8
-95.3
-95.4
-95.2
-94.7
-95.1
-95.2
-95.5
-95.3
-95. 1

1970
1975
1980
1985
1990
1995
2000
2605
2610
2015
2020
2025
2030
2035
2040
2045
2050
2055

1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055
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TABLE 16

PRIVATE PENSION SYSTEM, ALL RETIREES WITH PENSIONS MILLIONSS)

4ASE ALTERED DIFFERENCE PERCENT
CASE CASE**

3 33 33
*U'

3 1
333332ASE D3233U133UU3.UzFFRE

4.918
4.867
4.983
5.009
5.305
5.483
5.452
5.534
6.058
7.028
8.128
9.038
9.345
9.085
8.540
8.301
8.629
9.049

4.918
4.867
4.983
5.964
7.366
8.338
8.568
8.113
8.200
9.197

10.703
12.2 16
13.200
13.155
12.579
11.867
11.993
12.634

0.0
0.0
0.0
0.955
2.06f
2.355
3.116
2.579
2. 142
2.169
2.575
3. 178
3.855
4.070
4.039
3.566
3.364
3.585

0.0
0.0
0.0

19.1
38.9
52. 1
57.2
46.6
35.4
30.9
3t.7
35.2
41.3
44.8
47.3
43.0
39.0
39.6

TABLE 17 1

PRIVATE PENSION SYSTEM, ALL RETIREES WITHOUT PENSIONS (MILLIONS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCEEUS33UU.UUUUUUZUUUUS:.UUUSZUUUUKU3USJUUUUUUssUZUU~sZXZUUS~S

4.635
4.114
3.729
3.332
3.393
3.507
3.488
3.540
3.875
4.495
5.199
5.780
5.1976
5.816
5.462
5.309
5.518
5.787

4.635
4.114
3.729
2.164
1.155
0.495
0.167
0.158
0. 164
0.187
0.217
6.247
0.263
0.259
0.246
0.233
0.239
0.253

0.0
6.0
0.0

-f. 168
-2.238
-3.012
-3.321
-3.382
-3.711
-4.308
-4.982
-5.533
-5.713
-5.551
-5.216
-5.076
-5.279
-5.534

6.0
S 0.6

-35. 1
- -64 .0

-85.9
-95.2
-'5.5
-95.8
-95.8
-95.8
-'5.7
o-95.6
-'5.5
-95..5
-95.'
-95.7
-95.6

f970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2043
2050
2055

197

1985
19901995
1995
2000
2005
2010.
2015
2020
2025
2030
2035
2046
2045
2050

-2055
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TABLE 18

PRIVATE PENSION BENEFIT, AVERAO8 BNWIT C1981 DOLLARS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

wa a3 3 3 Ul33181 33t333318811818131 333 3818 33 z tI3I, Uxsx 3 181818133

1728.482
2159.947
2649.770
3173.652
3537.450
3794.709
4068.035
4364.750
4669.605
4948.859
5204.324
5479.898
5795.742
6169.734
6605.465
7145.906
7733.266
8312.242

1728.482.
2159.947
2649.770
2826.958
2948.338
3159.718
3613.650
4269.012
5012. 109
5770.047
6410.645
6884.230
7353.285
7795.852
8186. 156
8614.371
9580.508
9789.746

0.0
0.0
0.0

-346.693
-589.112
-634.990
-454.385
-95.738
342.504
821.187

1206.320
1404.332
1557.543
1626. 117
1580.691
1468.465
1447.242
1477.504

'1.0
0.0
0.0

-10.9
-16.7
-16.7
-11.2

-2.2
7.3

16.6
23.2
25.6
26.9
26.4
23.9
20.5
18.7
17.8

TABLE 19

PRIVATE PENSION BENEFIT* TOTAL BENEFITS (BILLIONS 1981 DOLLARS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE3333 333S333338333333333333333u11u3133333333 *33*133333333133

8.496
tO .516
13. 197
15.897
18.767
20".806
22. 184
24.148
28,.301
34.777
42.310
49.522
54. 167
56.055
56.413
59.321
66.722
75.218

8.496
10.516
13.197
16.860
21.712
26.356
30.963
34.645
41.102
53.072
68.610
84.091
97.062

102.556
102.971
102.235
110. 108
123.683

0.6
0.0
0.0
0. 963
2.9455.551
8.779

10.497
12.801
18.295
26.300
34.569
42.893
46.501
46.558
42.914
43.386
48.465

0.0
0.0
0.0
6.1

15.7
26.7
39.6
43.5
45.2
52.6
62.2
69.8
79.2
83.0
82.5
72.3
65.0
64.4

84-76 0-81-8

19701975
1980
1985
1990

"oZn.0---
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055

1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
240
2045
2055--2055
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TABLE 20

PRIVATE PENSION SYSTEM, TOTAL CONTRIBUTIONS (BILLIONS 1981 DOLLARS>

BASE ALTERED DIFFERENCE PERCENT
CASE CASE - DIFFERENCE3

3333232333S:3u33::aaiuuuag..aauautuuaasuuBuualsuuuusumUumS

1970 37.817 37.817 0.0 0.0
1975 39.96T 39.969 0.0 0.0
1980 42.310 42.310 . 0.0 0.0
1985 45.539 60.303 14.764 32.4
1990 48.880 65.627 16.747 34.3
1995 52.316 71.536 19.220 36.7
2000 39.818 61.587 21.769 54.7
2005 42.990 66.816 23.827 55.4
2010 45.803 71.706 25.903 56.6
2015 48.050 75.992 27.942 58.2
2020 50.202 80.221 30.019 59.8
2025 52.449 84.431 31.983 61.0
2030 55.602 89.340 33.739 60.7
2035 59.472 95.306 35.834 60.3
2040 63.172 101.499 38.326 60.7
2045 66.250 107.371 41.121 62.1
2050 69.195 112.714 43.518 62.9
2055 72.782 118.227 45.444 62.4

TOTAL 21

PRIVATE PENSION SYSTEM. TOTAL FUND)ALANCE (BILLIONS 1981 DOLLARS)

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCEa mS.. aauuauau. 3U 2zS 8luaUSZ:S323333 3232Z333ua8383333388

1970 925.969 925.969 0.0 0.0
1973 1182.605 1182.605 0.0 S.4
1980 1465.729 1465.729 0.0 0.0
1985 1781.403 1838.610 57.207 3.2
1990 2V33.722 2269.791 136.068- 6.4
1995 2529.844 2753.383 223.539 8.8
2000 2912.900 3230.745 317.844 10.9
2005 3329.374 3751.436 422.062 f2.7
2010 3790.518 4329.031 538.514 14.2
2015 4285.437 4943.215 657.777 15.3
2020 4808.316 5570.426 762.109 15.8
2025 5360.t60 6206.023 845.863 15.8
2030 5955.844 6859.383 903.539 15.2
2035 6621.023 7567.836 946.812 14.3
2040 7374.355 8374.410 1000.055 13.6
2045 8220.371 9306.492 1086.121 13.2
2050 9144.109 10349.539 1205.430 13.2
2055 10142;559 11471.312 1328.754 13.1



TABLE 22

TOTAL OASDI BENEFICIARIES*

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

*3 13 82 8 8 3u335 3382333333333U35833333338U8383333838U33338SB

25.898
31.547
36.250
39.911
43.254
45.420
47.175
498.955
52.206
56.995
62.251
66.536
69. 102
69.008
67.503
66.797
67.654
49.051

25.898
31.547
36.230
39.911
43.254
45.660
47.197
48.349
50.425
53.957
58.342
62.668
65.546
65.967
64.888

-63.602
63.880
65.336

6.06.6
6.S
6.0
0

0.040
0.022

-6.606
-1.781
-3.038
-3.909
-4. 168
-3.556
-3.041
-2.615
-3. 195
-3.774
-3.715

0.0
0.3
e.ge.g
6.1
6.0

-1.2

-4.2
-5.1
4.4

-3.9
-4.8

-5.4

*Expressed In millions of people.

TALLE 23

AVERAGE OASI IENEFIT*

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

1970 2567.600 2567.606 0.6 0.0
1975 3077.563 3677.563 0.0 0.6
1980 3660.017 3660.017 0.0 6.0
1985 3778.750 3790.935 12.185 0.3
1990 3691.571 3733.561 41.989 1.1
1995 3578.767 3676.941 98.174 2.7
2000 3499.320 3517,473 18.153 0.5
2005 3521.396 3417.109 -104.288 -3.0
2010 3670.881 3626.545 -44.336 -1.2
2015 3822.734 3953.694 130.359 3.4
2026 3857.264 4114.156 256.892 4.7
2025 3829.342 4172.695 343.353 9.6
2030 3742.227 4148.402 406.176 10.9
2035 3624.506 4021.282 396.776 10.9
2040 3583.255 3982.892 399.637 t1.2
2045 3652.983 4034.474 381.491 10.4
2050 3845.636 4353.602 507.966 13.2
2055 3921.711 4539.141 617.430 15.7
*Expreasod in 1981 dollars.

1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2045
2050
2055
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TABLE 24

AVERAGE DI BENEFIT *

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

1970 3702.954 3702.954 0.0 0.0
1975 4942.352 4942.352 0.0 0.0
1980 5011.687 5011.687 0.0 0.0
1985 4821.656 '822.168 0.512 0.0
1990 4834.930 4839.512 4.582 0.1
1995 4902.539 4872.570 -29.969 -0.6
2000 5032.867 5039.871 7.004 0.1
2005 5172.242 5204.090 31.848 0.6
2010 5319.797 5366.195 46.398 0.9
2015 5494.145 5555.316 61.172 1.1
2020 5683.121 5744.281 61.160 .1
2025 5878.402 5942.957 64.555 .1
2030 6074.797 6141.656 66.859 .1
2035 6269.937 6336.668 66.730 .1
2040 6476.957 6542.711 65.75 1.0
2045 6682.121 6749.988 67.867 1.0
2050 6869.828 6951.871 82.043 1.2
2055 7049.371 7145.023 95.652 1.4
Expressed in 1981 dollars.

TABLE 2.5

TOTAL OASI PAYMENTS*

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE

1970 49.528 49.528 0.0 0.0
1975 69.331 69.331 0.0 0.0
1980 95.952 95.952 0.0 0.01985 112.255 112.617 0.363 0.3
1990 120.838 122.212 1.374 1.1
1995 123.747 125.939 2.192 1.8
2000 123.360 119.718 -3.642 -3.0
2005 127.147 116.223 -10.924 -8.6
2010 141.623 126.843 -14.779 -10.4
2015 163,958 149.514 -14.443 -8.8
2020 185.396 172.431 -12.965 -7.0
2025 202.741 194.107 -8.630 -4.3
2030 207.599 207.295 -0.304 -0.1
2035 200.947 203.156 2.209 1.1
2040 192.072 195.976 3.904 2.0
2045 192.366 191.117 -1.250 -0.6
2050 205.788 207.004 1.216 0.6
2055 215.411 222.741 7.329 3.4

*Expressed in billions of 1981 dollars.
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TABLE 26

TOTAL 0I PAYMENTS*

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCE9813339383JU23333852333BB8988818333833333333U3U

3
I358US8313

7.624
Va. 11
22.633
23.041
24.553
27. 102
31.762
36.865
41.034
43.832
44.742
44.060
44.393
46.099
50.476
53.510
54.724
55.715

7.624
18.414
22.633
23.043
24.576
28.724
38.049
14.812
51. 170
55.596
58.113
57.962
56.851
58.503
62.657
68.191
70.602
71.770

0.0
0.0
0.0
0.002
0.023
1.622
6.287
7.977

10. 137
11.764
13.371
13.901
12.459
12.404
12.181
14.681
15.878
16.056

6.0
0.0
0.0
0.0
0.1•6.0

19.8
21.6
24.7
26.8
29.9
31.6
28.1
26.9
24.1
27.4
29.0
28.8

*Expressed in billions of 1981-dollars.

TABLE 27

TOTAL OASDI PAYMENTS *

BASE ALTERED DIFFERENCE PERCENT
CASE CASE DIFFERENCEUU8S~El8nlSZS2BUUUIIUUUUUUUUUUUUUUS UUUUUU3UU3USUSISUR88

1970
1975
1980
1985
1990
1995
2000
2005
2010
2615
2626
2025'
2630
2035
260
2645
2650
2055

57.152
87.745

118.585
135.296
145.391
150.847
155.122
164.612
182.658
207.788
230.138
216.801
251.991
247.647
242.548
245.876
260.512
271.126

*EZpressod in billious of 1981 dollars.

1976
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030
2035
2040
2015
2050
2055

57.152
87.745

116.585
135.660
116.788
154.663
157.767
161.065
178.014
205.110
230.544
252.069
264.146
261.660
251.633
259.307
277.606
294.511

6.s
0.0
0.0
0.364
1.397
3.816
2.645

-2.947
-4.661
-2.677

6.406
5.268

12. 155
14.6J3
16.186
13.431
17.094
23.385

e.1
6.0
6.0
0.3
1.6
2.5
1.7

-1.8
-2.5
v1.3
6.2
2.1
4.8
3.9
6.6
5.5
6.6
8.6
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Pelon Bereft Effects

While private pension participants increase under the Commission's proposals,

beneficiaries of the Social Security (OASDi) system actually are decreased due to

the retirement age policy. This decrease becomes significant by the year 2005 and

peaks at about a 6 percent decline in beneficiaries by the year 2020.

As a result of the decline in beneficiaries, total OASI (Old Age and Survivors)

payments decline significantly, the largest decline coming by the year 2010. After

that time, however, increased economic growth and labor force input into the

economy lessen the decrease; and by 2033, the total payments actually begin to be

higher than the base case.

The simulations also show that increases in disability benefits (Dl) tend to

offset some of the decreased OASI payments. Disability rates among older workers

are relatively high, and increased disability payments should be expected to result

from a policy to increase the age of eligibility for OASI benefits.

Total OASDI payments, however, decline for approximately a twenty year

period starting shortly after the turn of the century until about 2020. After that

time, total payments increase due to the increase in average OASI benefits

resulting from increased labor input, wages, and economic growth.
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Part % TAX REDUCTIONS AND THE COMMESSONS PROPOSALS

Currently, Congress and the Administration are proposing various measures

to reduce Individual and business taxes. Stated objectives of these proposal

include the increase in personal savings and investment funds.

The Commission has proposed tax cuts that are comparable to those of the

administration. As the following tables show, combining a tax reduction with a

MUPS and the Commission's retirement age policies is a much more effective way

of increasing savings and investment than implementing the Commission's tax

reduction by itself.

Initially, the MUPS and tax programs combine to provide an initial boost to

private savings that is about $20 billion in 198, (in 1981 dollars . The tax program

alone is estimated to increase savings about 1.6 billion dollars in 1983. The

increase in investment in 1983 is about $3 billion (or about 40 percent) greater

under the Commission's proposals than under the Commission's tax cut alone.

In the later years the differences in both savings and investment continue to

Increase. Under the Commission's tax cut alone, savings Increases by only $0.2

blUlon in the year 2000 and $3.2 billion In the year 2020. Under the full set of the

Commission's proposals, savings increases by over $47 bilion in the year 2000 and

$100 billion in the year 2020, the latter being thirty times as great as under the tax

cut alone.

Investment also is much greater under the Commission's combined approach

than under the tax cut alone. More than four times as much ($43 billion) is

Invested in the year 2000 and more than six times as much ($10 billion) in the year

2020.
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In addition to these positive macroeconomic effects, of course, the Commis-

sion's proposals also provide for a greater 'availability of savings for retirement

purposes. Under the Commission's program, a large portion of the additional

savings would be set aside to afeviate the retirement income crisis that will exist

as the post World War 11 Baby Boom enters retirement.
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TABLE 28

Increased Gross Private Savings Due to Tax Reductions
and Other Commission Policies

Tax Reduction Alone

Increased Saving*

1.6

1.2

0.2

1.6

3.2

5.1
8.6

10.8

Tax Reduction with MUPS
and Retirement Age Policy

Increased Saving*

19.6

26.2

46.6

68.6

99.5

135.2

175.9

222.5

*Billions of
savings.

1981 dollars. This includes business and nersonal

Year

1985

1990

2000

2010

2020

2030

2040

2050
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TABLE 29

Increased Investment Due to Tax Reductions
and Other Conmission Policies

Tax Reduction Alone

Increased Investment*

7.5

8.1

10.3

13.9

17.2

20.8

26.7

33.1

Tax Reduction with MUPS
and Retirement Policy

Increased Investment*

10.8

13.9

42.9

72.2

107.3

133.4

173.1
239.2

*Billions of 1981 dollars.

Year

1985

1990

2000

2010

2020

2030

2040

2050
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M.vTOeu Wed b s i Uziathm

1. MUPS Somuktkms

a. Persons not covered by a pension plan may be covered by a MUPS,
according to proportions obtained from the PCPP MUPS microsimula-
tion model.

b. The MUPS is a 3 percent defined contribution plan covering all persons
25 years of age and over, with I year% tenure and 1,000 hours of
service. Vesting Is full and Immediate upon participation. Benefits/
contributions are fully portable.

c. The presence of a MUPS causes an increase in expected pension
benefits for other pension recipients of 19 percent. This estimate is
based on PCUP S microsimulatlon model. -

d. The average number of years tenure for some one solely in a MUPS at
retirement Is 35 years.

e. MUPS participants earn the average wage In their age/sex poups.

f. 9 percent of al new pension contIributons represent new private
savings. This estimate Is based on Professor Mordecai Kurzs work for
the Commission using the Pension and Savings Household Survey. His
final report is entitled "The Effects of Social Security and Private
Pensions on Famly Savings".

2. Delayed Rermetm stlon
In order to Implement the delayed retirement slmulation, indices of probabi-

Uty-of-new.retirement arrays were moved up by an amount tDEC:

'if before I 9O

IDEC iA - If 190-2012
rounded to the nearest integar

3 otherwise

Additionally, the Social Security section of the model keeps track of the
maximum age for disability eligibility. In the base cae, it is 61; in the delayed
retirement cae, it increases with the minimum age to qualify for retirement
benefits.

Labor force participation rates' indices are moved to correspond .to the
change to retirement behavior.
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3. Tax SWnulatom4

a. Corporate Tax Collections

Corporate tax revenues decrease due to the deductibility of MUPS
contributions. The tax revenue changes cited in Table 2 1ot the PCPP
Final Report were adjusted as followst

Year Nominal CPI Real
(f7T. 1.0)

1982 $ 4.4 2.385
1983 7.4 2.595
1984 10.5 2.798
1985-20.5 1984 changes are

corporate tax rates.

1.84
2.85
3.7,
applied

1.75
1.92
2.03

proportionately

3.22
5.47
7.69

to all future

b. Deductibility of Social Security, Contributions

The effective tax rate on personal income is decreased in 1982
sufficiently to decrease income tax revenues $25.6 billion as shown in
table 21 of the PCPP Final Report. In the simulation we adjust tax
rates to decrease revenues $22.6 billion ($25.6 billion deflated to 1972
real dollars then inflated by the exogenous price of labor). The adjusted
tax rate remains In effect n all future years.

c. Favorable Treatment of Retirement Savings

The effective tax rate Is decreased (in addition
from Social Security Deductibility) as follows

Labor
Year Nominal CP! Real Price Index"-- -- (Ir7 1.0)

to the change

Estimates

1982 $ 10.0 2.385
1983 12.1 2.595
1984 14.1 2.798
1995-205 198 changes are

income tax bases.-

4.2 2.11
4.7 2.26
5.0 2.41

applied proportionately

Figures for nominal tax losses were obtained from
done for the Commission.

d. Taxation of Social Security Benefits

8.86
10.62
12.14

to all future labor

Treasury estimates

All Social Seeurity benefits of the previous year are. taxed
beglnnlngin 1982. The tax is phased in - Initally It Is 1/ of the
mugal tax rate (set at 10 percent) and. It, increa In equal
Increments until It equals the marginal tax rale in 1 6.

Capital
Price Index Estimates
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e. Changes in the Social Security Tax Rate

The 1983 payroll tax Increase is Implemented in 1982.

f. 'Phase Out of the Retirement Earnins Test

The effect of the earnings test is phased out In equal Increments.
In 1982 we eliminate 1/15 of all earning test effects. In each
succeeding year we eliminate an additional If, l of earnings test effects
until all effects disappear in 1996. Hours worked for all 65-71 year olds
increases 9.2 percent when the test Is fully phased out. This estimate is
consistent with the analysis of Gordon and Schoeplein in their Social
Secure! Bulletin article of 1979. Social Security benefits are ncre'ased
by 2.65 percent upon full phase out. We obtain this estimate of a 2.65
percent increase when the earnings test is eliminated by dividing $2.1
billion (the OASI Actuary's estimate of the cost of the earnings test) by
$79.2 billion, an estimate of OASDI benefits paid in 1978.

g. Federal Government Expenditures

Federal government expenditures were reduced by an amount
equal to the Commission's tax reductions. The government deficit,
therefore, would not be changed directly by the tax policies.

h. Savings

In the basic H-3-A model, saving is "endogenous", that is, it is a
function of other variables in the model. (Savings is a function of
income, income transfers and consumption.) When corporate and
individual taxes are changed, total saving changes In response.
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Final Edttion

WVashtion--Release of the President's Commission on Pension Policy final
report on February 26, 1981 touched off a series of discussions on pension policy
in Congress.

On the morning of February 26, C. Peter McColough, Chairman of the Commis-
sion, testified before the House Select Committee on Aging. After a lengthy
statement on the Commission recommendations, Mr. McColough was questioned
in detail for over two hours by members of the Select Committee.

On February 27 Mr. McColough testified before the House Ways and Means
Subcommittee on Social Security. This presentation was followed by a briefing
for the senior staff of the Senate Special Committee on Aging.

Thomas Woodruff, Executive Director of the Commission, testified before the
Senate Finance Committee's Subcommittee on Savings Pensions, and Investment
Policy on May lth. His testimony included further explanation of the
Commission recommendations and presented additional Commission findings
contained in two recently released Commission research papers.

There have been a large number of legislative proposals introduced in this session
that pertain to the Commission recommendations.

Most important among the proposals is a comprehensive package introduced on
May 1st by Congressman Claude Pepper, Chairman of the House Select Commit-
tee on Aging. The package of five bills, known as the "Pepper Retirement
Enrichment Pension Annuity Reform Act", H.R. 3393 through H.R. 3397, includes
proposals to establish a minimum universal pension system with portable benefits
for all workers and to encourage individuals to save for retirement.

Congressman Pepper's bills are the first attempt in Congress to package a set of
proposals that address most of the areas of concern identified in the
Commission's final report: employee pensions, social security, new tax
incentives to encourage individual retirement savings, employment policy for
older workers, etc.

A number of additional bills have also been introduced this session that pertain
to the goals outlined in the Commission's final report. All of the proposals
appear to reflect an emerging concensus in Congress that a balanced retirement
income system is necessary in this country. Taken as a whole, these bills call for
greater public policy emphasis on the roles of employee pensions, individual
savings, and earnings as sources of income for the elderly.

C, n" Mo

ThOuWu C.
EnWift nA
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Other proposals includes

Establishment of a Universal Employer Based Pension Plan

H.R. 3396 (Pepper): requires all employers to provide a minimum, portable
pension for employees with fuUl vesting at five years.

Encouraging Individual Savings for Retirement

H.R. 191 (Downey), (Similar bill: Downey - H.R. 1901, Conable - H.R. 2815):
allows a deduction for contributions to individual retirement savings even
though the taxpayer is an active participant in a pension plan.

H.R. 646 (Whitehurst): encourages individual supplemental retirement savings.

H.R. 886 (Jacobs): excludes from the gross income of individuals over age 65
amounts received on the redemption of certain United States savings bonds
which have been held for at least 10 years.

H.R. 1087 (Hinson): allows individuals to compute the amount of the deduction
for payments into retirement savings on the basis of the compensation-of
their spouses, and for other purposes.

H.R. 1250 (Moore): increases the allowable contributions to individual retire-
ment plans and allows employees a deduction for savings contributions to
employees a deduction for savings contributions to employer retirement
plans or to Individual retirement accounts.

H.R. 1316 (Gibbons): allows individuals a 50 percent tax credit for retirement
savings and encourages, expands, and% simplifies independent savings for
retirement.

H.R. 1380 (Frenzel): encourages savings for retirement by making permanent
the funding provisions of employee stock ownership plans through the
investment tax credit, and providing a credit against tax for contributions
to an employee stock ownership plan based upon wages.

H.R. 141 (Minish): reform of tax treatment of qualified dividend reinvestment
plans.

H.R. 1641 (Ferraro): allows a married individual with no earned income to use
the working spouses income to compute the dedication for payments to
retirement savings.

H.R. 2207 (Frenzel): allows employees a deduction for savings contributions to
employer retirement plans or to individual retirement plans.

H.R. 2346 (Cotter): extends and liberalizes the deduction for individual
retirement savings.
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H.R. 2445 (Coughlin): provides a basic $7,500 exemption from income tax, in
the case of an individual or a married couple, for amounts received as
annuities, pensions, or other retirement benefits.

H.R. 364 (Kildee): provides for the exclusion from gross income of a certain
portion of amounts received as annuities, pensions, or other retirement
benefits by individuals who have attained age 65.

H.R. 469 (Roe), (Similar bill: Rousselot - H.R. 820): excludes from the gross
income of individuals who have attained the age of 62 $3,000 of interest
received during any taxable year.

H.R. 38 (Annunzio), (Similar bills: Ashbrook - H.R. 91, Lent - H.R. 372, Long -
H.R. 376): provides a basic $5,000 exemption from income tax, in the case
of an individual or a married couple, for amounts received as annuities,
pensions, or other retirement benefits.

H.R. 3395 (Pepper): rovides tax incentives for retirement savings, (specifically
targets low and moderate income workers).

S. 638 (Bentsen): allows individuals to compute the amount of the deduction for
payments into retirement savings on the basis of the compensation of their
spouses.

S. 486 (Bentien): permits an individual covered by a private retirement plan to
establish a separate individual retirement account or deduct a separate
contribution to the plan.

S. 243 (Chafee): increases the allowable contributions to individual retirement
plans and to allow employees a deduction for savings contributions to
employer retirement plans or to individual retirement accounts.

S. 12 (Dole): allows a retirement savings deduction for persons covered by
certain pension plans.

Earnings Sharing, Inheritance of Credits, Election of Survivor Benefits

H.R. 541 (Roe): rovides that a husband and wife may elect to split their
earnings for social security purposes upon the retirement of either or both
of them, or upontheir divorce.

H.R. 543 (Roe): provides that the combined earnings of a husband and wife
during the period of their marriage shall be divided equally and shared
between them for benefit purposes under social security.

H.R. 539 (Roe): provides that upon the death of one member of a married couple
the surviving spouse or divorced spouse shall automatically inherit the credits
of the deceased spouse.
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H.R. 2445 (Coughlin): provides a basic $7,500 exemption from income tax, in
the deceased spouse's earnings credits to the extent that such credits were
earned during the period of their marriage.

H.R. 1398 (Lehman): provides that any Federal employee who, at the time of
retirement, does not elect a reduced annuity in order to provide a survivor
annuity to a spouse or other person may make such an election within one
year after retiring.

H.R. 1513 (Oakar): provides that the combined earnings of a husband and wife
during the period of their marriage shall be divided equally and shared
between them for benefit purposes.

H.R. 1514 (Oakar): provides that upon the death of one member of a married
couple the surviving spouse or surviving divorced spouse shall atuomatically
inherit the deceased spouse's earnings credits.

H. R. 1515 (Oakar): provides the combined earnings of a husband and wife during
,he ierio-d oi their marriage shall be divided equally a'id shared between
them for benefit purposes if they become divorced and either of them so
elects.

H.R. 1641 (Ferraro): automatic joint and survivor protection unless waived by

both parties, such waiver must be witnessed.

H.R. 3393 (Pepper): provides for earnings sharing and inheritance credits.

Retirement Ages

S. 484 (Chiles): provides for an increase in the social security retirement age
among other provisions.

H.R. 2795 (Green): would improve the long range financing of the social security
system by increasing the normal retirement age from 65 to 68.

H.R. 3207 (Pickle): would raise the normal retirement age beginning in 1990
from 65 to 68.

Universal Social Security Coverage

H.R.. 889 (Levitas), (Similar bill: Levitas - H.R. 903, Conable - H.R. 1018):
provides social security coverage for federal workers.

H.R. 401 (Pickle): provides mandatory social security coverage for Members of
Congress and the Vice President.

H.R. 1018 (Conable)h provides mandatory social security for government
workers.

H.R. 2638 (Gingrich): provides mandating social security coverage for members
of Congress.

84-763 0-81-9
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CPI Index for Elderly

H.R. 578 (Roybal): provides for the monthly publication of a Consumer Price
Index for the Elderly and for studies to be made with regard to utilizing
such index in determining cost-of-living adjustments for individuals who
are at least sixty-two years of age.

Tax Credit/Deduction for Employee Social Security Contributions

H.R. 2350 (Luian): allows a deduction from gross income for certain social
security taxes.

S. 44 (Bradley): provides income tax credit for social security taxes paid in 1981
and 1982.

Earnings Test and Employment Incentive

H.R. 599 (Roybal): increases the social security earnings limitation to $10,000
for an individual under age 65 and earnings test to $15,000 for those over
age 65.

H.R. 706 (Brown): provides for a phasing out of the social security earnings
limitation for individuals age 65 or over.

H.R. 309 (Hansen), (Similar bilh Courter - H.R. 2104): increases the earnings
limitation under social security to $24,000.

H.R. 46 (Archer), (Similar bills. Clausen - H.R. 166, Fuqua - H.R. 239, Hansen -
H.R. 308, Quillen - H.R. 41.6, Roe-- H.R. 470, Rousselot - H.R. 614,
Shumway -H.R. 623, Chapell - H.R. 801, Lehman - H.R. 901, McDonald -
H.R. 995, Lagomarsino - H.R. 1125, Emery - H.R. 1310, Collins - H.R.
1804, Derwinski - H.R. 2531): removes the earnings limitation.

H.R. 3393 (Pepper): eliminates mandatory retirement and provides financial
incentives to employers to hire older workers.

S. 259 (Goldwater): would repeal the earnings ceiling of the Social Security Act
for all beneficiaries age 65 and older.

Research Papers Released

On May 1st, the Commission released a series of economic papers dealing with
various aspects of savings behavior in the U.S. and further assessing the
economic impact of its recommendations for a minimum universal pension
system (MUPS).
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The five papers are entitled, "the Effects of Social Security and Private Pensions
on Family Savings," "Macroeconomic Effects of Retirement Income Policy,"
"Household Savings and Demographic Change 1950-2050," "Review: Social
Security, Pensions and Savings," and "The Relationship Between Pension Wealth
and Riskiness of Family Portfolios."

The first paper, by Professor Mordecai Kurz at Stanford University presents
em pirical effects of social security and pensions on personal savings patterns. It
shows that each dollar increase in social security or private pension wealth
results in a negligible decrease in private savings before retirement. The study
was based on data from a Commission household survey begun in 1979.

A second paper by 'Thomas C. Woodruff titled, "Macroeconomic Effects of
Retirement Income Policy" shows the economic impact of the Commission
proposals over a 75 year forecast period. Estimates have been done on the
recommendations as a package because of the interrelationships among many of
the proposals.

Major findings of this paper show that a minimum universal pensions system
reduces consumption and directs that reduction into retirement savings. MUPS
and the Commission tax proposals combined to provide an initial boost to saving
that is about $20 billion by l99. By 2010, as the baby boom generation
approaches retirement age, average employee pension benefits may be increased
over 7 percent by the combination of the Commission's proposals.

Another paper, "Household Savings and Demographic Change 1930-2050" by Paul
Wachtel focuses on the importance of age and family composition as a factor in
savings behavior. The study concludes that demographic change over the last 20
years has had a depressing effect on savings patterns. However, the study notes
that this trend should reverse itself in the 1980's as the baby boom reaches
middle age. Savings will decline some what after that as the baby boom enters
the retirement years.

The fourth paper entitled "Review: Social Security, Pensions and Savings," by
William Cartwright reviews the range of theories on the effect of pensions on
personal savings. The importance and difficultities in determining the impact of
pension wealth on savings are detailed. This paper was completed prior to the
results presented in "The Effects of Social Security and Private Pensions on
Family Savings."

The last paper "The Relationship Between Pension Wealth and Riskiness of
Family Portfolios" looks at the relationship between a family's pension assets and
the riskiness of its other investments. Results of the study show that an increase
in pension assets does not encourage a family to hold more risky investments.
The author concludes that the accural of pension wealth and the attending
tendancy for safe investments may reflect an aversion to risk taking.

All five papers will be included in the Commission's technical appendix.
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Public Affairs Film

Encouraged by the successful distribution of its first public affairs television
film entitled, "Pensions: Solution or Crisis," the President's Commission on
Pension Policy produced and released a second 28 minute program on March 15.

The second program, titled "Coming of Age," features a candid roundtable
discussion of the Commission's final recommendations. Syndicated T.V. colum-
nist Martin Agronsky moderates the discussion group which includes C. Peter
McColough, Chairman of the Commission; Harrison Givens, Vice Presidint,
Equitable Life Insurance Co.; Howard Samuel, President, Industrial Union
Department, AFL-CIO; and 3ack Ossofsky, Executive Director, National Council
in Aging.

The program is being offered free of charge to television stations throughout the
country.

Pension Library Transfer

Commission documents and records will be transferred to the National Archieves
when the Commission officially terminates operation on May 24th.

The Commission library, consisting of approximately 1,500 volumes and 100
subscriptions to periodicals and business services relating to pension issues, will
be transferred to the Office of Administration Executive Office of the President
on May 24th. These volumes were collected with the assistance of the Pension
and Welfare Benefit Programs, U.S. Department of Labor.

In addition to the items mentioned above, all materials issued by the Commission
are contained in the collection, including: testimony, transcripts of public
meetings, working papers, background and options papers, video tapes and
re pots.

During its existence, the library functioned as a depository and a clearinghouse
for published and ongoing pension research. It has been actively used by policy
makers and researchers in other government agencies, trade associations, labor
unions, universities, law firms and private businesses.

The collection will be housed in the EOP Information Center, Room G102 of the
New Executive Office Building, 726 3ackson Place, N.W., Washington, D.C. The
Center is open to the public.

Final Report Technical Appendix

The Commission has issued a technical appendix to its final report. The appendix
is a compilation of working and research papers prepared by the Commission.
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This comprehensive document will be extremely useful as a handbook for future
research in the pension area. The appendix will be available for reading at the
Information Center.

Research Data Tapes Available

The Commission intends to make the data tape from its 6100 household survey
available to the public through the National Technical Information Service. NTIS
should be contacted for details.

A Closing Note From the Executive Director

The volumes and scope of legislation entered in Congress this session offers some
hope that many of the Commission's recommendations may be enacted in the
next several years.

The enactment process however, remains cumbersome. Each proposal will be
considered separately and, possibly in isolation by the subcommittee(s) having
jurisdiction. Linkages among proposals that the Commssion made in its report
may be lost. A proposal that is good policy when enacted along with two others,
might be bad policy by itself.

It is my hope that those of you who followed the Commission's work will not
permit policymakers to continue the myopic decisionmaking of the past. Those
of you who are involved in writing, research, or public speaking can also increase
public awareness of the dimensions of the retirement income crisis forcing this
nation over the next several decades.

The Commission officially "retires" May 24. Please do not write us after that
date. If you would like to write or share research with me, I can be reached at
Cornell University (School of Industrial of Labor Relations, P.O. Box 1000,
Ithaca, N.Y., 14850) where I have accepted a faculty appointment.
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Senator CHAFE. Our next witnesses are Mr. Salisbury, executive
director of the Employee Benefit Research Institute and Mr. Green-
ough who is a member of the Commission.

Mr. Salisbury, please proceed.

PANEL OF DALLAS L. SALISBURY, EXECUTIVE DIRECTOR, EM-
PLOYEE BENEFIT RESEARCH INSTITUTE AND WILLIAM C.
GREENOUGH, CHAIRMAN, SUBCOMMITTEE ON RETIREMENT
POLICY, COMMITTEE FOR ECONOMIC DEVELOPMENT
Mr. SALISBURY. Mr. Chairman, it's a pleasure to be here today on

behalf of the Employee Benefit Research Institute.
Members of the President's Commission on Pension Policy gave

substantial time and attention to their 2-year study effort.
We are concerned, however, that much of the benefit of this

effort may be lost. Very little of the Commission's detailed data
and research has yet been made public. As part of the prepared
full statement of the institute, you will find attachment 1 which
details the information that we hope sincerely will be made availa-
ble prior to May 24 or definitely thereafter, including the basic
data that underlay the additions to Mr. Woodruffs statement that
he proposed to the record today. Pension coverage of private sector
workers was the central issue in the President's Commission
Report. We have found shortcomings in the Commission's analysis
which raise in our minds serious questions about many other areas
of the report.

As EBRI completes these additional reviews they will be made
available to you.

To analyze the coverage question, EBRI examines what the Com-
mission's document on coverage given to you today, refers to as our
relevant population. Mr. Woodruff, in that document states that
this is an unfair narrowing of the population, because we must be
concerned with providing for all retired individuals.

I would stress that, as you did in your opening comments and as
he did, solutions must be targeted. And that applies to the use of
private pensions and judging their success or failure, as well as the
use of IRA's Keogh social security benefits and other programs.

If one looks at the more limited workforce of fulltime workers,
age 25-64, out of the agricultural workforce and not self-employed,
one finds that 74 percent are currently covered by private plans,
68.3 percent actively participate in those plans, 56 percent of those
participants are currently vested to receive a benefit and of those
in those plans for 10 years or more, in excess of 80 percent of those
individuals are vested.

These are statistics taken from the same data sources used by
the Commission.

Senator CHAFEE. Mr. Salisbury, we've really got a divergency in
'statistics. I'm not sure which page you're on.

Mr. SALISBURY. I'm at the front of my summary statement, which
I was asked to present to you, sir, which is a two-page-three-page
statement that I present provided with my testimony.

Senator CHAFEE. Is the divergence due to self-employed?
Mr. SALISBURY. It is principally the difference between looking,

as Mr. Woodruffs 40 percent figure in his statement today did, at
the entire work force age 18 to 65, and beginning to narrow that
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population to those individuals that it is reasonable to expect
should and can be included in a private pension program-(a) and
(b) were they included-could be expected to earn a reasonable
benefit based on earnings and years of service.

Since private pensions unlike the redistributional aspects of
social security, provide a benefit only for the time you worked and
only relative to the work that you did at the earnings levels. If you
narrow that total workforce of 18 to 65, which I point out is 95.4
million people, to this narrower group, those 25 to 64, working in
excess of 1,000 hours a year, having been with an employer for at
least 1 year, you take out agricultural workers who tend to build
their retirements security through their farm and their farm work,
and self-employed who generally make use of IRA and Keogh and
other mechanisms and businesses they own. You then get down to
a work force that is closer to 49 million people. A very substantial
reduction.
. But, when looking at this particular mechanism, among all of

the mechanisms earnings and others, that Mr. Woodruff noted, we
feel that this is the relevant group to look at because it is the
group that you can actually get at and benefit most directly
through the private pension mechanism given the direct earnings
and work relationship.

In that, and in our estimates as well as the Commission's esti-
mates, I would note that of those workers now 25 to 29 participat-
ing in a plan by their simulation models, an excess of 70 percent of
those people are likely-definitely likely to receive a benefit before
they retire-at the time they retire.

-Seventy percent of those participants-which puts it in a dynam-
ic light that is very, very different than a static picture which the
40 percent figure is.

From 1950 to 1979 when the total work force increased by 90
percent, participation in employer sponsored plans grew by 263
percent. Yet, the Commission study concluded that based upon its
forecasting models, the portion of the work force covered and
vested in employee benefit plans was not expected to increase
significantly in the future.

We have carefully looked at those models which were received by
us under the Freedom of Information Act in the assumption.

The Commission paid for use and development of two models.
First the Commission placed maximums-absolute maximums on

the level that coverage could grow in the future in their macro-
economic model. The difference here by 1995 is the difference in
pension growth of 72 percent versus 83 percent on constrain.

Second a microsimulation model was developed by the Commis-
sion. The Commission staff had run this model with a specification
that the real wage rate in the future would grow. They changed
that specification, and based on a zero real wage increase projected
this very limited growth in the private pension system.

They then however, used the same model to analyze their man-
datory, universal pension proposal. In analyzing that proposal, they
assumed a 1 percent real wage growth. In other words, using very
different economic assumptions in the two scenarios.
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Running the Commission's own model based on a 1 percent
growth, one finds that it projects very significant future growth in
the private pension mechanism.

We question the appropriateness, therefore, of using contrary
economic assumptions.

Fourth, the Commission's MUP assessment is likely wrong, due
to a number of other built in assumptions in the analysis, which
we hope to explore in the future, since we just received this infor-
mation in the last week.

First, there will be no growth in employer sponsored plans after
1984 as an assumption.

Second, there will be no changes in present plans after 1984 as
an assumption.

Third, that the administrative costs to initiate, operate, and
maintain the MUPS program will be zero.

And, fourth, that the assessment assumes no effects occur by
reason of adoption of its tax treatment changes or other recommen-
dations in the retirement income system.

In short, their assessment of the future analysis of proposals and
what it would do for retirement income principally limits itself to
MUPS plus the change in the social security programs.

We feel that this is an exceptionally partial analysis and not a
sufficient analysis for one to reach the conclusions that they were
presenting to you today.

Because we have found inconsistencies and problems in the Com-
mission's research available to date, we feel it especially important
that all of the items specified in attachment 1, with full documen-
tation and full data tapes be made available to the public and
interested researchers, so it can be evaluated.

Only with full information, can all parties, including this com-
mittee, move toward a national retirement income policy based
upon solid facts in a comprehensive understanding of the conse-
quences for other national needs and priorities.

In closing, I would stress Senator, that as you noted in the
beginning, the provision of retirement income is something that
must come through many vehicles, through individual savings,
through structured retirement programs, through social security,
through individual savings in the form of assets and other accumu-
lation, and through earnings after what would normally be a re-
tirement age.

Therefore, to judge the private pension system or any other
component of that complex of retirement income programs, individ-
ually and independently against the entire working population, in
our view, represents a distortion, and we hope in the future, as you
move forward with hearings in this area, that we will be able to
make available to you, our continued assessments of the research
done to date, as well as our future research in order to aid you in
your decisionmaking.

Thank you.
Senator CHAFEE. Well, Mr. Salisbury, as you recognize, this is

just the opening round on this matter. There will be an adequate
chance for barrage and counterbarrage. [Laughter.] And Mr.
Greenough's waiting eagerly to get out of the box. [Laughter.]
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Let me ask you this, Mr. Salisbury. Is it true that 60 percent of
current retirees are almost entirely dependent on income from
social security.

Mr. SALISBURY. It's an accurate statement.
From our statistics, it matches that what you find is a very

substantial portion of individuals who are currently on social secu-
rity, particularly at the minimum benefit levels, had tenuous at-
tachment to the workforce throughout their careers and worked at
very low wage levels.

In addition, you'll find that substantial numbers of those current-
ly on social security were in the employment setting prior to the
current dramatic growth that has taken place in private pensions.
As I note, the development was a 263-percent participation increase
between 1950 and 1979. A very substantial portion of those abso-
lute growth numbers in participation were between 1970 and 1979.
So to judge the effectiveness of the private pension system or
individual retirement accounts, or iKeoghs, or any of these other
things, against the current retired population is very misleading.

Senator CHAFEE. What has been the effect of ERISA on private
pension plans growth? Has it had a chilling effect?

Mr. SALISBURY. It had an initial chilling effect. By 2 years after
the act, net new plan formations had dropped to just over 3,400
plans as compared to close to 60,000 plans in the year prior to
ERISA.

I think there's an optimistic note, however, that by 1980, accord-
ing to Internal Revenue Service figures, net new plan creations
were again approaching that 60,000 figure.

It is one of the reasons that we were inclined to go back and
carefully assess the Commission's conclusion that future pension
growth could not be expected. That with 60,000 new plans in an
average size of around 70 created in 1980 alone, it was inconceiv-
able to us that that was going to immediately stop, and one could
reasonably not expect future expansion of the private pension sys-
tems.

Senator CHAFEE. In your judgment, what would the effect be of
increasing the attractiveness of IRA through, let's say, a $1000
deduction for everyone-except those in mandatory plans?

Mr. SALISBURY. Well, if you looked at it strictly from the stand-
point of the number of individuals that might reasonably be-who
might be eligible for that-the numbers are obviously into the
neighborhood of 50 million or so people who are in an income
status and a work status that might be able to take advantage of it.

Senator CHAFEE. But what would the effect be?
Mr. SALISBURY. There is a potential effect if you use the IRA and

it may be used as an employer sponsored IRA, but in a very small
plan situation, small employer situation, it is reasonable to assume
that many employers-might choose to sponsor IRA's for their em-
ployees, rather than to create a full-blown retirement income pro-
gram, and that's a tradeoff that one has to look at.

Senator CHAFEE. What do you mean by an employer sponsored
IRA?

Mr. SALISBURY. Well, there are cases now, where many employ-
ers, small employers, will basically set up a plan that is the equiva-
lent of just IRA accounts for all their employees, and they make
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the contribution or the employee can make the contribution as
well, but if they do that and use that as the vehicle rather than
creating what we normally see as defined benefit or defined contri-
bution plans.

Senator CHAFEE. However, if you make the IRA too attractive,
isn't it feasible that the employer would opt for the IRA rather
than his own plan?

Mr. SALISBURY. I would have to doubt that most employers would
view a $2,000 contribution level as so attractive to make the differ-
ence in that particular decision.

Senator CHAFEE. Yes; but there must be a cutoff period. If it was
$10,000 it might make a difference.

Mr. SALISBURY. I think it could. One of the areas of research
we're beginning to explore are those kinds of trade off issues. I
know other groups are as well. I think that one of areas in my full
statement I noted, we regretted that the Commission had done
almost no research, was in the area of assessing what the potential
affects of the tax incentives that they have recommended would be.
Either positive or negative.

Senator CHAFEE. Thank you Mr. Salisbury.
Mr. Greenough, you -may proceed.

OPENING REMARKS OF DR. WILLIAM C. GREENOUGH, CHAIR-
MAN, SUBCOMMITTEE ON RETIREMENT POLICY, COMMITTEE
FOR ECONOMIC DEVELOPMENT AND TRUSTEE, TIAA-CREF
AND CHAIRMAN, CREF FINANCE COMMITTEE ON RETIRE-
MENT AND PENSION POLICY
Mr. GREENOUGH. Mr. Chairman, I will, to conserve time, speak

from notes, if we may put the full testimony of CED in the record.
Senator CHAFEE. Without objection, it is so ordered.
Mr. GREENOUGH. I was a member of the President's Commission

on Pensions. Tom Woodruff was speaking officially for it today. I'm
speaking for the Committee for Economic Development today.

It's a private nonprofit business and academic organization with
200 trustees, top business people and top heads of commissions,
who themselves consider our policy statements and vote on them
as a whole. So we come to you with a very powerful background.

We will be bringing this statement to them this coming week
after many months of committee meetings on them. You're getting
a preview of them a little earlier.

Now, in recent years the effort of the CED has been to develop
strategies to rebuild competitiveness, bolster capital formation, pro-
ductivity, increasing employment, reduce inflation and make policy
statements on those.

Everywhere we turn, of course, we run into the central dominant
position of pensions. They're huge. They're expensive. The effort to
get enough money from the working population to the retired is
very, very expensive. In fact I'll try to cover in my allotted time
about $1 trillion of expense per minute.

The purpose-I'd like to state a purpose. To make all Americans
secure and comfortable with social security, private pensions and
private savings, a three-legged stool, universal social security, vol-
untary extension of private pensions to supply capital to assure the
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productivity to finance social security and retirement. The whole
thing ties together.

One comment on your question on adequacy of benefits. The
President's Commission suggests a goal of replacing preretirement
income, the highest standard of living that most people have ever
had. I personally think that's a very pleasant goal to contemplate,
but pretty unrealistic.

You're suggesting-not you. It's a suggestion that that final
standard of living at the highest level should be maintained in
retirement, while younger families trying at age 30, buying a
house, trying to raise a family, all the rest of it, are living at
perhaps only half the salary that they could look forward to later.

So, it's a very generous goal.
How do we achieve, however, good adequacy in retirement?
For one, I think we-quit mandating everything. With the level

under the social security, which is a very broad, very good mandat-
ed program, telling us all how much to set aside for retirement, we
now need to encourage good action. Your own programs for encour-
aging good action by diverse efforts in the private sector to fit the
pension needs of individuals and particular companies.

Let me sketchily outline the main CED framework.
It parallels in many respects to the President's Commission. It

should because both of them are taking a very long, very compre-
hensive look at it.

One, let's start young. You know the crisis in confidence in social
security that I worry about is not of the old people, it's of the
young. They are heavily burdened by it and they've kind of lost
confidence in it.

Let's exclude the employee contributions from taxable income. It
happened accidentally, but now we're taxing individuals to transfer
the money to retired people and taxing them on the tax.

Untax both the social security and the employee retirement plan
contributions; extend the limits of IRA's and Keogh's as you had
suggested. This is expensive, but overdue and we need to work it
into the tax things we are now working on. This would mean
deferring until the person gets the set asides either to trani3fer
money under social security or on private pensions to transfer
money from himself when young to himself when old.

But then that, of course, means including taxable income on the
benefits when received.

That would mean not taxing the poor. They do not get into a tax
level at all. Concurrent with this, adjust the retirement ages
upward.

The most powerful lever we have is putting the retirement ages
upward and working out efforts to to CED and others to increase
and improve employment opportunities at the older ages. And
then, and then only, get rid of the employment tests.

Employment tests is under pressure again, social security was
never set up to transfer money from working younger people to
working older people. That wasn't its idea at all, or to give a
person a big increase at age 65.

So, until we untax contributions through the benefits in taxes, so
that people who are in higher income because of work or whatever
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do pay taxes on the work that their making, then we should not do
away with the work test.

Now, if we do this whole cycle, and, of course--
Senator CHAFEE. By the work test, what do you mean?
Mr. GREENOUGH. The test set up in social security to determine

whether a person has withdrawn from the work force, and there-
fore gets social security. You can earn $4,500--

Senator CHAFEE. Are you talking about the earnings limitations?
Mr. GREENOVGH. Yes.
Senator CHAFEE. Once you retire?
Mr. GREENOUGH. Yes, that's right.
Senator CHAFEE. Are you proposing eliminating the earnings

limitations? ,
Mr. GREENOUGH. I would not get rid of it until those extra

earnings in retirement are included in the progressive income tax.
Senator CHAFEE. Contrary to what the administration is recom-

mending?
Mr. GREENOUGH. That's right. They're grabbing out the idea that

its unfair after you pay taxes all these years not to get the benefits,
but what they're overlooking is putting in competition with the
younger people also holding jobs, older people who are getting
social security free transfers from the younger people, not taxed,
and then working on top of that.

Senator CHAFEE. Of course, the older person when he's working
would still be paying social security taxes.

Mr. GREENOUGH. He'd be paying social security taxes, but you
know a younger couple with two kids, gets into a taxable income
bracket of about $7,400, an older couple, just a couple alone be-
cause of double exemptions, doesn't get into a taxable bracket until
the same $7,400 even though there s only two people. Yet, to get
social security benefits they can be as much as $11,000 so that it's

possible for an older person not to have any taxable income. up to
$19,000 compared to a younger person, $7,400.

And, it's that imbalance that we really need to take a very hard
look at.

Senator CHAFEE. What you're suggesting, is quite a dramatic
change in the tax policy. What you're suggesting is exactly as the
Commission recommended, that employee's contributions to social
security would be deductible and social security would be taxable.
Is that right?

-Mr. GREENOUGH. Would be included in taxable income.
A great many people wouldn't pay taxes under the present statis-

tics because of the double exemption and under $7,400-they don't
get into taxes.

Senator CHAFEE. How do you work your way into that program?
Where do you start? Would those collecting now be tax free?

Mr. GREENOUGH. You would phase it in. You would have to
phase it in.

Senator CHAFEE. It would take a long time to phase in wouldn't
it?

Mr. GREENOUGH. Yes it would. And it is expensive at the start.
That is why both the President's Commission and the CED suggest
doing that when any major tax reduction is made, because you
make the tax reduction on people for people who are paying a tax
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already and they're merely paying tax on the tax, so you reduce
that. That puts the money into the consumer stream and provides
it for the people who have lost confidence or who are losing it in
social security.

Senator CHAFEE. Thank you very much, Mr. Greenough. Is there
any other major point you wanted to make?

Mr. GREENOUGH. There's a good many of them. The statement
itself., but the main thing is to break the pattern of low savings,
low productivity, high inflation and the financial problems with
social security in order to be able to finance retirement for our
o-dler people through a very productive economy. It all ties in
together.

Senator CHAFEE. I must say, the principal point you made here
doesn't seem to affect the solvency of the social security fund one
way or another, except for the increase in the retirement age you
mentioned.

What difference does it make to the solvency of the fund whether
the contributions are taxable or nontaxable? That has more to do
with the Treasury of the United States as opposed to the social
security funds.

Mr. GREENOUGH. And, with the exceptance to younger people
who are paying the bill of the whole social security system. It has a
great deal to do with that, you see.

Senator CHAFEE. But, you're finding a rebellion out there
amongst younger people.

Mr. GREENOUGH. If you talk with younger people, their confi-
dence in social security is distressingly low.

Senator CHAFEE. You are proposing a complicated way to proceed
in order to restore this confidence,

Mr. GREENOUGH. It's a very fair way. It's hard to accept at the
start. I predict it will be very strongly-it will become the conven-
tional wisdom within two or three years, once people think through
this excessive difference in when younger couples get into taxable
income and when older people get into taxable income. We're not
talking about taxing the older poor or even the older middle class.

Senator CHAFEE. Thank you very much, Mr. Greenough.
[The prepared statements of the preceding panels follow:]
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INTRODUCTION

I am Dallas L. Salisbury, Executive Director of the Employee
Benefit Research Institute (EBRI). It is a pleasure to be here
this morning and I thank you for giving EBRI the opportunity
to appear. EBRI was established in 1978 to meet a need for pro-
fessional analysis and comprehensive, practical, objective
research on employee benefits.

EBRI is not an action-oriented, lobbying organization which takes
specific positions on policy proposals. Rather, the Institute
provides research and basic information that can be of use to
private organizations, the Congress, and others, in reaching
policy conclusions. I should note specifically that EBRI does
not have a position on the policy recommendations of the Presi-
dent's Commission on Pension Policy. EBRI does believe that one
should be allowed, based upon full and open information, to make
an assessment of whether or not a recommended policy course is
the appropriate one. I will briefly review today the Commission
report from the standpoint of research sufficiency. EBRI has
used a number of criteria for this analysis, including:

i. Have major research questions regarding benefits, costs
and consequences been addressed?

2. Does the report provide sufficient information to allow
an understanding of why a particular conclusion was
reached?

3. Does the report provide sufficient information to allow
one to reach an independent conclusion?

4. Were appropriate and consistent assumptions used for
analysis and modeling?

Over the past two years members of the Commission gave substan-
tial time and attention to the study effort. They succeeded in
focusing public attention on the importance of retirement income
issues and in beginning many potentially far reaching research
projects. We are concerned that much of the benefit of this
effort may be lost, for the Commission's detailed work has not
been made public at this time. We hope that the information will
be made public before the Commission's termination on May 24,
1981. 1 submit for the Record as part of this statement Attach-
ment 1 which outlines the products and items that should be made
available in order to serve the public interest.
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INCOME ADEQUACY

The Commission stated the following principal recommendation
as underlying the entire report:

The Commission believes that the replacement of pre-
retirement disposable income from all sources is a
desirable retirement income goal.

While this need may exist, the research criteria are not satis-
fied. Cost and consequences analyses were limited. The amount
of comprehensive and interactive economic analysis needed to
effectively assess the major policy implications would be sub-
stantial. This is made clear in documentation of the Commis-
sion's models. Analysis must include assessing the impact on
other government expenditures as well as private business expen-
ditures. What programs will be cut back to enable retirement
income expenditures to expand?

At a very early stage, the Commission downplayed the potential
success of many alternative approaches to increasing retirement
income. The Commission's Executive Director, speaking in Vancou-
ver, B.C. in June, 1979 (only three months after the first
meeting of the Commission) noted that tax incentives had not
worked in the past and could not be expected to work in the
future. The Commission's report presents no research to substan-
tiate this hypothesis, and no working papers were released during
the life of the Commission that provided additional insights
in this area. The criteria cannot be satisfied. Nonetheless, the
Commission concluded:

Tax incentives, even those proposed by this report,
will not significantly increase the pension plan par-
ticipation of low and moderate income workers and
workers employed by small businesses.

This' hypothesis deserves to be fully researched and tested before
it is used as the basis for justifying major policy changes.
Testing would need to be on a dynamic basis making use of recent
data. While limited analysis has been completed, data fr)m the
Bureau of Labor Statistics indicates that by 1977 curre=i: incen-
tives were having an effect among small employers.

THE COVERAGE QUESTION

The President's Commission on Pension Policy concluded that "the
most serious problem facing our retirement system today is the
lack of pension coverage of private sector workers." The coverage
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question, the common statement that the failure of the employer
pension system is that it covers less than half of the working
population, has been a common measure for the private pension
system atid employer sponsored plans for many years.

Because coverage was the central issue in the PCPP report, it
is the principal focus of our testimony this morning. The short-
comings we have found in the Commission's analysis in this area,
however, do raise questions in many other areas of the report.
As EBRI completes its review in those areas the results will
be made available to the Subcommittee.

The Commission based its conclusion that the lack of pension
coverage was the most serious retirement income problem on
analysis of the total workforce and without regard to employment
stabililty. It concluded that of the total workforce, only 45
percent participate in a private employer sponsored pension pro-
gram.

EBRI Coverage Statistics

Congress established, through the Employee Retirement Income
Security Act (ERISA), minimum standards for participation in
pension programs. The standard, according to the legislative
history, identifies when a worker most readily begins to stay
with an employment situation and when it is financially reason-
able to require participation. There are worker groups in the
population that as a matter choice or the nature of their work
role would not normally be expected to be in employer sponsored
plans. With these adjustments, one can move from the total work-
force to a relevant workforce.

The relevant workforce removes from the total 95.4 million those
under age 25 and over age 64 (24.1 million persons). EBRI also
removes agricultural workers and the self-employed, groups not
likely to be covered by employer plans. or unlikely to generally
need this additional source of income (8.1 million workers).
Finally, when moving to the ERISA standard (25 years of age,
one year of service, 1,000 hours of employment per year), the
number of the relevant workforce drops from the 95.4 million
total to 49.7 million workers.

Of the relevant workforce, 74 percent are currently covered by
employer sponsored programs; 68.3 percent are actively partici-
pating in the plan; 56 percent of participants are currently
due a vested benefit and 80 percent of those who have been in
the plans for more than 10 years are due a vested benefit. In
addition, 9 percent of the participants have benefits that are
vested in pre,rious employers' plans. Of those who are not cur-
rently covered by a retirement program who meet the ERISA minimum
standard criteria, 14 percent are vested in a plan from a pre-
vious employer. These statistics indicate that approximately
two-thirds of the relevant workforce will receive a benefit from
employer sponsored plans.

84-763 0-81-10
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From 1950 to 1979, when the total workforce increased by 90 per-
cent, participation in employer sponsored plans grew by 263 per-
cent. Of those workers not covered by a plan, 65 percent earn
less than $10,000 per year or $5.00 per hour; 46 percent work
for employers who have less than 25 employees; 66 percent work
for employers with less than 100 employees. Of those individuals
working for employers with 1,000 or more employees, 92 percent
are covered by an employer sponsored plan; of those working for
employers with 500-999 employees, 84 percent are covered. These
figures indicate a relatively significant success story since
1950 for private employer sponsored and public employer sponsored
plans. Those who are not covered can be clearly identified and
policies targeted to provide for them.

Coverage Growth

The President's Commission study concluded that its "forecasting
models indicate that the portion of the labor force covered and
vested in employee pension plans is not expected to increase
significantly under current policies." As a result of this
assumption and based on their forecasts of no future growth,
the Commission presented as its keystone recommendation the Man-
datory Universal Pension System (MUPS). The EBRI study has care-
fully attempted to access the Commission's models and assump-
tions. Our assessment raised two questions: First, how can 263
percent participation growth over 29 years be assumed to instan-
taneously stop? Second, how can recent history be such an inaccu-
rate predictor of the future? Dynamic analysis based on recent
data indicates that employer plan coverage is growing and can
be expected to do so in the future. While regulatory uncertainty
caused new net plan formations in the private sector to drop
to 3,494 plans in 1976, 1980 witnessed the formation of 56,063-
net new plans: 14,552 defined benefit plans, 41,511 defined con-
tribution plans.

The Commission assumed that new small plan development was
unlikely. Yet, the average new plan size in 1980 was less than
75. Once a firm views itself as an ongoing business concern and
profitable enough to afford the plan, the employer will probably
create a plan. This is particularly significant since 66 percent
of those individuals not currently covered work for employers
with less than 100 employees. Over the last ten years the small
employer sector has created new jobs at a much faster rate than
larger employers. But the average life of firms with fewer than
20 employers is less than five years. This indicates that it
takes time for small employers to reach a point of profitability
sufficient for plan creation. Economic questions arise as to
when young firms can either voluntarily or mandatorily set aside
more money than is already required by law for retirement
savings.
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PCPP Models

It is important to analyze the means by which the President's
Commission reached its conclusion that coverage growth will be
limited in the future. The Commission paid for the use and devel-
opment of two models. Our assessments find that using reasonable
assumptions in the same models do not support the Commission's
conclusions.

First, the Commission placed absolute maximums on the level that
coverage could grow in the future in their macroeconomic model.
Their cap resulted in a maximum potential coverage of 72 percent
in 1995. EBRI had the same models rerun without those caps. The
result: by 1995 there could be a possible increase in coverage
to 83 percent, an increase of over 11 points or 1 percent per
year. In assessing the reasonableness of the maximums the Commis-
sion assumed, EBRI examined the fact that over the last ten
years, with the exception of the years immediately following
ERrSA, annual growth in coverage exceeded 1.2 percent per year.

Second, a microsimulation model was developed for the Commission.
Microsimulation models focus on individual workers and their
pension protection accruals. The contractor who developed the
model submitted an initial report to the Commission which indi-
cated that there would be substantial future growth in employer
sponsored plans. The Commission staff changed a critical assump-
tion; instead of assuming future real wage growth, they assumed
no growth. Except for the past 2h years, real wage growth has
been common. Further, future real wage growth is assumed by the
Administration, the Congressional Budget Office, the Senate Bud-
get Committee, and others in planning for the future.

MUPS ANALYSIS

The Commission used the same microsimulation model to analyze
the potential effects of the mandatory universal pension system
in the future. However, in running the model to assess "MUPS,"
the Commission staff assumed a 1 percent per year increase in
real wa es. It is peculiar that two contradictory assumptions
were use to assess these two different futures: the future of
voluntary programs:

We submit that this is a highly questionable procedure to use
when attempting to allow a distinguished Commission to reach
reasoned conclusions based upon full information.

The Commission report concludes that the basis for recommending
"MUPS" is the projection of no significant growth in the private
pension system. Yet a positive real wage assumption, if uni-
formly applied, would have shown such growth. The PCPP anaTysis
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of "MUPS" was also based on four other assumptions. First, there
will be no growth in employer sponsored plans after 1984.
Second, as a result of reaction to institution of the Commis-
sion's recommendations, there will be no changes in present
plans after 1984: no freezes, no terminations, no changes in
participation standards. Third, the administrative costs to ini-
tiate, operate and maintain MUPS will be $0. Finally, the assess-
ment includes no effects which may occur by reason of its tax
treatment changes or other recommendations.

A CONSISTENT PUSH FOR MORE

The Commission recommendations include a consistent emphasis
on allocating additional national resources to retirement income
provision.

The Commission believes that other programs to supple-
ment social security's basic floor of protection must
be substantially increased.

The report provided no information on the potential cost of
accomplishing this particular goal. The criteria were not met,
whatever the merits. A staff working paper which was completed
in May, 1979, did provide some estimates of cost. According to
that paper, achieving this goal with a 75 percent spouse benefit
at age 65 retirement would cost:

YEARS OF SERVICE COST AS PERCENT OF PAYROLL

20 45
25 35
30 29
35 24
40 21

There is a tremendous amount of research that would need to be
presented to meet the criteria for evaluation. What would be
the social and economic benefits, costs and consequences? What
benefits might employees lose in order to gain extra retirement
income? What segments of the population would benefit? How would
this goal compare to that set for other segments of the popula-
tion?

Having established an umbrella goal, the report turns to recom-
mendations for increasing retirement program coverage.

We feel that the Commission staff's analysis understates the
future of employer plans under current policy, does not adequate-
ly assess the potential impact of additional voluntary incen-
tives, and may overstate the relative positive effects of "MUPS."
A balanced and consistent analysis would be necessary to allow
a full assessment of the Commission recommendations.
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PRIORITIES FOR THE '80s

The Commission's work represents a monumental effort. Given the
substantive breadth and scope they were asked to study-, a great
deal was accomplished, but not. enough. The Commission's final
report and working papers leave much to be explored. This was
made clear by researchers at the Commission's January "Research
Conference." Substantial behavioral, benefit, and economic
research must still be undertaken. Research regarding the effect
of tax incentives is only now beginning.

If adopted, the Commission's recommendations could have signifi-
cant implications for the public and private sectors in many
areas, including:

* The cost of doing business

* The level of employment and new job creation

* The pattern of new business creation

* The scope of government regulation

* Future prospects for government mandating of programs

* Levels of overall Federal taxation

Distribution of tax incentives amongst and between
government programs

The proportion of gross national product dedicated
to retirement income programs

* Makeup of the total compensation package

The Commission's recommendations set out a framework that should
be analyzed and conceptually tested. All parties must move toward
a national retirement income policy based upon solid facts and
comprehensive understanding, including an understanding of the
consequences for other national needs and priorities.

CONCLUSION

Because we have found inconsistencies and problems in the Commis-
sion research made available to date, we feel it especially
important that all the items in Attachment 1 be released. If
the information is not released, we may never be able to identify
those recommendations for which the analysis stands up under
careful evaluation.
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EBRI's work on coverage is only one of the studies we currently
have underway. It is one that we hope will be helpful to this
Subcommittee in assessing what you feel policy in the future
should be. Our research does lead us to two solid conclusions.
First, judging the private pension system on the basis of half
of the workforce is unfair, unrealistic and unwise. Second,
available research, including reasonable runs of the Commission
models, indicates that significant voluntary employer sponsored
plan growth can be expected in the future.
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Attachment 1EBRI
March 25, 1981

Robert Roeder
President's Commission on Pension Policy
736 Jackson Place, NW
Washington, DC 20006

Dear Mr. Roeder:

I respectfully request copies of the following documents which
we believe should be available under the Freedom of Information
Act. The Employee Benefit Research Institute will reimburse the
Commission for any expenses incurred in duplicating the docu-
ments.

i. The Commission on Pension Policy published a reference list
of 52 papers and projects to be undertaken by the Commission.
I request copies of the following studies, which are pre-
sented exactly as listed in Attachment 1.

2. Copies of the work specifications and compensation and/or
contract specifications signed between the Commission and -
those authors under contract with the Commission, including
but not limited to those listed in Attachment 2.

3. Copies of data tapes and programs specially developed from
the CPS master tapes by ICF, Incorporated to create tables
included in "Potential Effects of a Minimum Universal Pension
System (MUPS)", DRAFT FINAL REPORT, January 23, 1981. Speci-
fically, breakdowns for households versus individuals con-
tained in Tables 19, 20 and 21. If permission were granted,
we would be pleased to work directly with ICF, Incorporated.

Please let me know if there are any difficulties or if full
response will exceed ten days.

Sincerely,

Dallas L. Salisbu'y
Executive Director

DLS/das
Attachments

EMPLOYEE BENEFIT RESEARCH INSTITUTE
I9 N 11 NW ww""a . 0C ZOO)6T u i NJ) 69$4 ?
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Attachment I

Commission Working Papers

Pensions and Personnel/Hun Resource
Mana emnat. Documintled an. Potential
Impacts of Pensions on Human Resource
,M.t3snent Systems and "nditiduaI
Work Behavices by Judy D. Olian.
Stephen J. Carroll. Jr., and Craig E.
Schneier. College of Buil.ess and
Management, University of larqland.
February 1981.

Early Retirement in Public Safety
Organizations by Mica-l J. O'Connell,
February 1981.

President's Commission on Pension Polky

RELEASE DATES

Pipers and Projects

1. WOEA Impact on Alternative
Work Patterns

I4. Index Wonds

15. Bargaining Over Retiree
Benefits

16. Social Security Benefit

Structuce

17. Social Security Financing

13. Tax Policy-Report on Costs

20. Effects of Savings

23. Description of Small Plans,

24. L979 Schedule B Data

Due Date

-%ugust 1980

August 1980

September 1980

* September 1980

September *980

September 1980

September 1980

September 1980

September 1980

Authors

" Portland State

Bob
Schoeplein

Rick Bank

Shelley Lapkoff

Bill Cartwright.

Mary Barth

Bill Cartwright

American Society
ot Pension
Actuaries -

American Academy
of Actuaries

PCPP
Representative

Betty %le.er

Betty %leter

Tom
Woodruff

Shelley Lapkoff

BiU Cartwright

Emily Andrews

8w Cartwright

Michael O'Connell

Preston Basett
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Papers and Projects

Economic ImpLications of
Allocation of Pension Fund
Capital

26. Unisex Tables

27. Implications of Making the
Single Person's Budget 75% of
the BLS Intermediate Couple's

28. Cost 'of Eliminating Earnings
Test

29. Early Retirement, Hazardous
Duty Occupations, etc.

30. Pensions and Personnel
Management

31. %age/Pension Tradeoff

3Z. Disability Studies

Coordination of Pension Programs

37. Alternatives'to Universal
Social Security Coverage

38. Housel.old Survey

39. Description of Private Plans

40. Actuarial and Accounting
Standards

41. Interge-erational Distribution
of Income

42. Description of State and Local
Plans

43. Risk in the System

44. Ownership and Control

45. The Impact of Demographic
Changes on Savings

Appropriate Preretirement
Earnings Base

Due Date

September 1980

September 1980

October 1980

October

October

October

October

October

October

October

1980

1980

1980

1980

1980

1980

1980

October 1980

October 1980

October 1980

November 1980

November 1980

November 1980

November 1980

December 1980

Authors

3im Barth

Preston Bassert

Tom Borzilleri

Betty M eer

Craig Schneier
Stephen Carroll
Judy Oijn

Smith

Monroe Urkowitz

Cynthia Dittmar

Market Fact31SRi

Tom Woodruff

3im Ball

Tom Woodruff
Marcy Avrin

SRI/Urban
tnst i tu te

Rick B ak
Cynthia Dittmar

Paul Wach tel

PCPP
Representative

Emily Andrews

Shelley Lapkoff

Betty Meier

Betty Meier

Betty Meler

Michael O'Connel:

Emily Andrews

Michael O'Connell

Cynthia Dittmar

Leigh McDermott

Eny Andrews

Tom Woodruff

Michael OConnel

Tom Woodruff

Michael O'Connel

Tom Woodruff

Emily Andrews

Emily Andrews

Betty Meier
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Pape's a Projec ts

;7. Setting the Retirement Age

48. Alternative Designs for A
Universal Minimum System

49. Vesting

'0.

51.
.

System administrationn , Enforce-
ment and Monitoring

Pensions and the Labor Market

Implications of Policy for
Capital Formation, Savings
and Investments

Due Date

December 1980

December 1980

December 1980

December 1980

January 1980

January 1980

Authors

Michael O'Connell
Betty Meier
ICF

Michael O'Connell
Betty Meier
ICF

Blaydon, et. al.

Larry Kotlikoff

Bill Cartwright

PCPP
Representative

Betty Meier

Treasury
Michael O'Connell

Treasury
Michael O'Connell

Tom Woodruff

Emily Andrews

BiU Cartwright
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Pipers and Projects

Private Pensions and Capital
Formation

11. -DEA Impact on Alternative
WIork Patterns

I ). Role of I-Kind Benefits

I. Bargaining Over Retiree
Benefits

Due Date

September 1979

August 1980

August 1980

September 1980

Authors

Mordecai Kurz
Marcy Avrin

Portland State

Tom
Bor znller

Rick Bank

Attachment 2

PCPP
Representative

Emily Andrews

Betty Meer

Betty Mteier

Tom
Woodruff

18. Tax Policy-Report on Costs

23. Description of Small Plans

24. 19/9 Schedule 8 Data

27. Implications of Making the
Single Person's Budget 75% of
the BLS Intermediate Couple's

3. Pensions and Personnel
Management

31. Wage/Pension Tradeoff

32. Disability Studies

13. Roles of Income Security
Programs

38. Household Survey

40. Actiarial and Accounting
Standards

42. Description of State .nd Local
Plans

45. The Impact of Demographic
Changes on Savings

50. System Administration, Enforce-
ment and Monitoring

i. Pensions and the Labor Market

September 1980

September 1980

September 1980

October 1980

October 1980

October 1980

October 1980

October 1910

October 1980

November 1980

November 1980

December 1980

Mary Barth

American Society
of Pension
Actuaries

American Academy
of Actuaries

Emily Andrews

Michael O'Connel

Preston Bassett

Tom Borzilleri 8tty Meier

Craig Schneier
Stephen Carroll
Judy Olian

Smith

Monroe Berkowitz

Stanford Ross

Market Facts/SRI

Jim BMl

SRI/Urban
Institute

Paul Wachtel

Blaydon, et. al.

Michael O'Conne:

Emily Andrews

Michael O'Connel

Babara Bowers

Emily Andrews

Michael OConnel

Michael O'Conne:

Emily Andrews

Tom Woodruff

Larry Kothkoff Emily AndrewsJanuary 19$0
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President's Commission on Pension Policy
136 JacISM PIW*. IM, WUgNr. DC 20006

April 8, 1981

Mr. Dallas L. Salisbury
Executive Director
Employee Benefit Research Institute
1920 N Street, N.W.
Washington, DC 20036

Dear Mr. Salisbury:

This is in reply to your letter of March 25th requesting
various materials which we had expected to be available at
this time. Unfortunately, many projects remain unfinished.

Of the 52 papers listed in Attachment I to your letter, only
18 have been issued by the Commission. These are listed on page
105 of the Commission's final report. The paper by Mike
O'Connell was included in this list by mistake as it has not
yet been completed. Copies of these 18 papers are available
from our office if there are any you don't have. All are being
revised, however, and will be included as chapters in the
technical appendix to the final report. Most of the other papers
listed in Attachment 1 will also be incorporated as chapters
in this appendix, which we hope to publish early in May.

Enclosed are copies of work specifications and invoices which
you requested in Attachment 2. Except for the household survey
all work was done on a noncompetitive basis through purchase
orders. In most cases the Executive Director gave work speci-
fications orally to the authors under contract. The following
papers were not funded by the Commission so I am unable to
furnish any information about work specifications or compensa-
tion for them:

18. Tax Policy - Report on Costs
40. Actuarial and Accounting Standards
42. Description of State and Local Plans
50. System Administration, Enforcement and Monitoring.

Rick Bank is on our payroll as an intermittent consultant at
$192.72 per day. The contract file on Market Facts has been
misplaced but the total contract cost was $1,377,408. The SRI
contract was for $487,063.
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The ")US" project was carried out by ICF under contract to
the Department of Labor. Release of public use taped produced
from that work is being controlled by Ian Lanoff's office. I
understand from Wally Kolodrubetz that these tapes are still
under review.

I regret that I could not be more helpful in furnishing the
materials you requested. If you have any more questions, please
give me a call.

Sincerely,

Robert J. Roeder
Administrative Officer

Enclosures
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EBRI
April 20, 1981

Mr. Robert Roeder
Freedom of Information Officer
PCPP
736 Jackson Place N.W.
Washington, D.C. 20006

Dear Mr. Roeder:

This letter shall serve as an official request for
information under the Freedom of Information Act.

i. One copy of all items referred to
in your letter of April 8, 1981 as
not yet available

2. One copy of the final report from PCPP Attt;Ue
contractor ICT, Inc. titled "Background
Analysis of Potential Effects of a

. Universal Pension SysteT. (IM.PS"

One cop" of full documentation and data
tapes from PCPP contractor SRI International
as soon as available.

Let me know should you need additional information.
Thank you in advance for your cooperation.

Sincerely,

Dallas L. Salisbury
Executive Director

DLS/bw

EMPLOYEE BENEFIT RESEARCH INSTITUTE
010 Nd So- NMWm. DC 2C@)4nhIbm 1103) osf?*
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For Release on Delivery
May 15, 1981

TESTIMONY
of

WILLIAM C. GREENOUGH, Ph. D

Chairman, Subcommittee on Retirement Policy
Committee for Economic Development

Trustee, TIAA-CREF
and

Chairman, CREF Finance Committee

on

Retirement and Pension Policy

before

Subcommittee on Savings and Investment Policy

Committee on Finance

United States Senate

May 15, 1981
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Remarks by William C. Greenough

before the

Senate Finance Scbcormittee on Savings, Pensions, and Investment Policy

May 15, 1981

SYNOPSIS

" While not yet formally approved for publication, the forthcoming report of the
Comittee for Economic Development on retirement policy will call for a broad,
comprehensive approach to the retirement question. Far too many of this nation's
retirement financing problems are the result of piecemeal retirement policy
decisions.

" The CED report will recommend a three-tiered national retirement system composed
of Social Security, employer pensions, and personal saving. The goal of this
system is to provide enough saving and productive capital formation to yield both
a decent standard of living for retired workers and a permanent strengthening of
the economy.

" The CED report calls for an approach which will break the current cycle of low
savings, low productivity, and high inflation, and will help raise the real income
of the elderly and workers alike.

* We strongly urge Congress and the Administration to use all of the proposals
being made for retirement reform as the basis of a comprehensive examination
of retirement policies needed to develop an economy that can support the kinds of
retirement programs the nation wants and can provide. In this respect, we endorse
the direction of current proposals to reform Social Security, as one necessary
component of overall retirement reform.

" Social Security should -rovide a basic retirement benefit upon which an individual
can build. The CED report will recommend that:

Any rise in Social Security benefits be linked to the Cons'_ner Price Index or
to the rise in average pre-tax wages, whichever is less. Also, the government
should try to develop a price index which more accurately reflects the consumption
pattern of the elderly.

-- The average retirement age for Social Security be gradually raised to 68 and
the early retirement age to 65.

-- Federal workers and other noncovered workers be brought into the system.

-- Employee contributions to Social security be excluded from current taxable income
and the benefits taxed when received.



" A number of important tax and regulatory actions can be taken to broaden the use
of employer pensions.

-- All employee contributions to private pension plans should be from before tax
income.

-- Employers should be able to raise voluntarily normal retirement ages in tandem
with Social Security.

-- The proposal will encourage more workers and employers to contribute to employer
pension plans which meet the specific needs of their industrial and occupational
structure. We do not believe that a mandatory universal pension system (MUPS)
is feasible or necessary.

" Personal savings can be increased through a variety of tax measures. Specifically,
the CED report will recommend that eligibility and contribution rules governing
individual retirement accounts and related retirement and savings plans be liberalized
and brought more into line with the contribution limits of corporate pension plans.
Employers are also urged to establish a savings portion to their benefit program.

" These recosnnendations for strengthening the employer pension and personal savings
tiers of our retirement system will contribute to increased investment in plant and
equipment. Pension plans and personal savings will therefore make an increasingly
important contribution to the economic growth which is essential to the health of
our retirement system in the future.

84-763 0-81-11
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Mr. Chairman, my name is William C. Greenough. I am a board

member of TIAA-CREF and Chairman of the CREF Finance Committee.

TIAA-CREF provides retirement plans for employees of some 3,500 colleges,

universities, independent schools and related nornprofit research

organizations and educational institutions. But today I am speaking as

Chairman of the Committee for Economic Development's Subcommittee on

Retirement which is completing a comprehensive statement on retirement

policy after over two years of extremely hard work. I am pleased to

have this opportunity today to introduce you to our thoughts on the

important subject of retirement and reform, which I hope you will find

useful to your deliberations.

First, let me give you some background on the Committee for

Economic Development and how this particular statement on retirement

policy came to be. CED is a private, nonprofit business and academic

policy group. It enjoys the active support and participation of over

200 trustees most of whom are top officers in the nation's large

corporations and universities. Unlike a number of other groups the CED

trustees, of which I am one, are directly responsible for CED's published

policy recommendations.

For the past several years, CED has been deeply concerned with

a number of disturbing trends in the U.S. economy. Accordingly, CED

has been turning more and more of its research and policy activities

toward developing strategies to rebuild America's competitiveness,

bolster capital formation, improve productivity, increase employment,

and to-reduce inflation.
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It is within this context that our trustees believe it is crucial

that policy makers examine the future of both public and private retirement

systems. Our trustees have concluded that the nation's retirement

systems have an enormous impact on the future economic health of the

nation. Inflation has made the cost of providing retirement benefits

a substantial burden both on workers and on employers. Declining

birth rates and increased longevity mean that proportionately fewer

young people will be working to pay these higher costs. The report

stresses that unless we curtail the growth of Social Security and

strengthen employer pension plans and encourage individual saving for

retirement, we will place an unbearable burden on future generations.

We will also lose the opportunity to improve the capacity of the economy

to provide growth in real income for the elderly and workers alike.

Our report is drafted and is scheduled to come before CED's

Research and Policy Committee next week for final approval with a view

toward distribution as soon as possible. While not yet officially

voted upon, I welcome the opportunity to give you a preview of our

major recommendations.

A Comprehensive Approach

First, and perhaps foremost, it is our conviction that the

nation requires a comprehensive, broad-based retirement policy and that

any piecemeal approach will not- solve either the long-term problems

facing our retirement system or contribute to a healthy economy.
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In this regard, let me cogent for a moment on the Adminis-

tration's new proposals to reduce certain of the benefits and the scope

of the Social Security system. The CED statement strongly endorses

limiting the growth of Social Security. While our recommendations for

Social Security differ from those proposed by the Administratilp, I

personally endorse the intent of these proposals. But singling out

Social Security as the focus in the retirement form is symtomatic

of the same piecemeal approach that has consistently characterized

years of decisions on retirement policy. Social Security is the most

visible target but it is only one facet of the problems facing the entire

U.S. retirement system. Reducing certain kinds of benefits, adjusting cost of

living increases, and changing benefit formulas are major improvements,

but CED urges the members of this committee to seek and support additional

reforms for the entire retirement system.

In essence, the forthcoming CED report recommends that any

national system should be made up of three tiers -- each building on the

other -- Social Security, employer pensions, and personal savings. The

goal of this three-tier system, which we believe must be a balanced one,

is to provide enough savings and productive capital formation to yield

both a decent standard of living for retired workers and a permanent

strengthening of the economy.

CED's Three-Tier Approach

Social Security is the first tier. We believe that the relative

role of Social Security should be to provide a basic retirement benefit
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upon which an individual can build. However, to insure this basic

level of support for future generations, we recommend a number of changes:

We call for gradually raising the normal retirement age for Social Security

to 68 and the early retirement age to 65. Again, as I have already

stated, I commend the Administration's proposal to reduce early retirement

benefits but do not feel that this goes far enough.

The CED statement will also call for revising the current system

of indexing Social Security benefits to the Consumer Price Index. If

possible, we should have an index which more accurately reflects

consumption patterns of older Americans. We also recommend that any

raising of Social Security benefits be linked to this newly developed

index or the rise in average pre-tax wages for the working population,

whichever is less. In this respect we support the recent indexing

proposals of the Senate Budget Committee.

Perhaps the most sweeping change is the recommendation that we

share with the President's Commission to exclude employee payments into

retirement funds from current taxable income and instead make the

ultimate benefit payments a part of taxable income when received. We

would apply this principle to Social Security as well as to employer

retirement plans. While the cost of this proposal is large -- $25.6

billion in 1982 for Social Security alone, if introduced at once --

this could partially be offset by including such a tax change in the

current proposal for personal tax reductions. Even given the necessary

transition period, I believe that when combined with additional incentives

for individual savings, this type of tax change could have real long-term

advantages for the economy.
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It should be noted that if this policy were adopted, it

is unlikely that those elderly who rely on small pensions or basic

Social Security would have to pay a tax. In most of these cases,

double exemptions and regular exclusions would exclude such

elderly-from paying taxes.

We also believe that excluding pension and Social Securit'

contributions from taxable income and including the ultimate benefits

in taxable income when received would make it possible to eliminate the

controversial earnings test, otherwise it should be continued intact

because Social Security was never designed to tax younger workers in

order to transfer funds to untaxed older workers.

In addition to these major changes the report makes a number

of other important recommendations on Social Security including, for

example, gradually bringing in federal and other noncovered workers to

make the system truly comprehensive.

Employer pensions make up the second tier. Since the development

of employer pension plans in the '50s, an increasing proportion of workers

has become involved and is benefiting from such pension plans. But we

feel certain changes in pension policies and regulations can improve funding,

broaden coverage, help protect pensions from inflation, and increase private

p,.nsion contributions to capital formation.. In this latter regard, CED

trustees believe that funded private pension plans, in addition to serving

the retirement needs of the American people, can serve as a major

source of capital for the economy. Consequently, the CED trustees
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recommend in the upcoming report a number of ways to encourage businesses

to broaden voluntarily pension coverage. These include such means as

simplifying certain ERISA rules, especially for small employers, and

maintaining reasonable vesting periods.

Most importantly, we believe that employee contributions to

private plans should not be included in taxable income, but instead that

the ultimate benefits should be taxed when received. This is a similar

recommendation to that which we made for Social Security taxes. We

believe this would go a long way toward encouraging greater use of private

plans and would make such tax policy consistent in both public and private

efforts.

We agree with the President's Commission report that ERISA

should be amended to permit employer plans to increase their normal

retirement ages to 65 and 68 in tandem with Social Security -- on a

strictly voluntary basis.

Personal saving forms the third tier. We believe that not

enough emphasis has been placed on encouraging personal saving and

investment to provide a significant portion of retirement income. As

I am sure you are all too well aware, the United States hds one of the

lowest personal saving rates in the industrialized world. To repeat

the disturbing litany, between 1973 and 1980, personal savings as a percent

of disposable income declined from 8.6 percent to 5.7 percent. This is

lower than the rates for Canada, Japan, and West Germany. While inflation

is partly responsible for our low rate of saving, there is also a strong

consumption bias built into the U.S. tax structure. In sum there are

inadequate incentives for an individual to save for retirement.
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We believe policies to encourage greater personal saving

and investment through an expansion of private pension programs and

individual savings is one of the essential ingredients to the future

health of U.S. retirement systems and to the economy as a whole. We

believe that specific measures targeted toward saving for retirement

could do much to make saving an attractive option for millions of

workers. Specifically, we recommend liberalizing the eligibility

rules for individual retirement accounts so that even those individuals

already covered by a private pension plan can establish a supplemental

retirement account on their own. In addition, we recommend liberalizing

the upper ceiling on the amount which can be put into such accounts. We

also urge employers who already have pension plans to integrate

some measure of individual savings into their benefit program through

such measures as matching thrift programs, profit sharing and voluntary

employee contributions. Since there is a generally low incidence of

pre-retirement withdrawal from individual retirement accounts (due to

severe tax penalties), we believe these arrangements can generate the

long-term saving the nation so sorely needs to finance increases in

capital plant and equipment.

This is the third and final tier of our three-tier approach.

The key to this strategy is the flexibility it gives individuals to plan

for their own secure retirement, at the same time encouraging essential

levels of savings and investment in capital formation required for a

strong, growing economy. The CED report urges policy-makers to develop

a comprehensive and well-coordinated reform of U.S. retirement policies

which will lead to a better balance among the major components of our
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retirement system. In strengthening the role of employer plans and

personal savings, we do not mean to downgrade the absolutely essential

role that Social Security and other government programs have played in

the impressive development of the U.S. retirement sysLum.

How then does this approach differ from that of the President's

Commission? Let me say first that I had the privilege of serving as

a member of the Commission, and while the CED report may differ from the

President's Commission recommendations in several important respects,

we also share many similarities and our analysis supports several of

their recommendations. Forexample, we agree with the Commission's

findings such as the exclusion of Social SecurLty taxes from taxable

income and the raising of the retirement age to 68. But in several

important respects we disagree. The most fundamental difference between

the CED paper and the President's Commission report is CED's very

strong emphasis on encouraging the voluntary growth of private pensions

and individual saving and investment for retirement. We believe that

these private pension provisions are uniquely designed to create the

necessary capital formation to assure a growing productive economy.

The CED report stresses that the long-term health of all retirement

systems, public and private, and of the economy in general, lies in

encouraging such capital formation. And it is this particular point

that we will continually stress in our future policy statements.

Specifically, the CED report and the President's Commission

differ on setting specific income goals for retirement and on the

minimum universal pension system, or MUJPS as we know it. As you know,
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the President's Commission recommended a national goal of providing

retirement income equal to a worker's disposable income just before

retirement.

In my view, this is a pleasant goal to contemplate, but not

a very realistic one. CED believes that American workers and their

families are too diverse in their needs and circumstances for individuals

to be well served by such a sweeping and costly national goal. While we

believe that Social Security and other government programs should provide

a floor of protection, we do not believe that it is appropriate

for public policy to prescribe a specific standard of retirement living for

all Americans. However, public policy should provide an economic environment

in which individuals have an incentive to set and ineet their own reasonable

retirement objectives.

We also disagree with MUPS -- the concept that each employer be

required to establish a pension program for all of his or her employees. Wile

the goal is well-intended, I do not believe that those who support MUPS

sufficiently appreciate the cost of making private pensions mandatory.

Nor do they comprehend the progress already made in extending private pension

plans to individuals since their relatively recent broadscale introduction

in the 1950s. The CED report makes a number of recommendations which

would make it simpler and more attractive for employers to voluntarily

establish new pension plans. Mandated private pensions are likely to

result in an inflexible pension system which could be inappropriate for

many employers and many workers. it could also have serious consequences
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The policies CED recommtnds, I believe, will provide a

workable, affordable and humane source of retirement income. At the

same time, we believe our policies will help the economy to break

away from the current vicious cycle of low saving, low productivity and

high inflation and move into an era in which the long-term saving

generated in our retirement system can help to bring about the capital

formation that will enlarge the country's productive potential. That in

turn, is the only sound way in which our nation can raise the standards

of living of both its retirees and its workers. Eventually, we feel that

if these policies are enacted now we will achieve the common goal of

providing a decent retirement income and a prosperous, sound economy for

all Americans.

* * * * * * *
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Chapter 1

Introduction and Summary of Recommendations

In the last forty-five years, the United States has built a huge

and complicated assortment of pension and retirement programs in pursuit

of the goal of a decent standard of living in retirement for every American.

While this goal is commendable, efforts in pursuit of it have too often

been uncoordinated, short-sighted, and inconsiderate of other national

objectives. Consequently, unless changes are made this nation now faces

a future in which the cumulative effects of all these retirement plans

can prove disastrous in the long run. Yet with the proper changes, the

United States can evolve a coordinated system of retirement and pension

programs that can be affordable to society, satisfying to the elderly, and

supportive of a healthy and expanding economy.

Progress in extending retirement benefits for the elderly has

been substantial. Since 1960 the incidence of poverty among the elderly

has declined from about 35 percent to 14 percent (measured by cash income only),
1

which is only a slightly higher incidence than for the entire population.

1. O'Neill, June A., Sources of Income of the Elderly, With Special Reference
to Elderly Women, Urban Institute, 1981, DRAFT REPORT.
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Substantial improvement in the income security of the elderly

has resulted from rapid economic growth in the sixties, the expansion of

private pensions and a substantial shift toward a variety of federal

expenditure programs for the elderly, including higher benefit levels for

Social Security. Moreover, when the expansion of in-kind benefits for the

elderly are included in elderly income, the incidence of poverty among the

elderly drops somewhat below the incidence for the rest of the population.

Yet, on their present course the public and private components of the U.S.

national retirement system will be unable to continue to meet their

obligations to the elderly.

Over the next several years the Social Security system will experience

a serious financing problem, with insufficient funds to meet mandated retirement

benefits. Congress can be expected to take action to solve the imminent

financing problem, but, this action may only be a temporary solution. Basic

economic and demographic trends indicate that a potential retirement disaster

is on the way early in the 21st Century, and action is needed now to avert it.

Social Security is not the only part of our retirement system

that is in trouble. The finances of state and local governments have been

.strained as pension fund payments have come to account for a rapidly increasing

share of their expenditures.

Similar problems exist for some private sector pension plans.

Year by year, inflation is eroding their purchasing power, and in some

industries unfunded liabilities pose potential problems.
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In the past decade, policymakers in Congress and successive

Administrations and at the federal, state and local government levels have

failed to recognize the full implications of their policies toward retirement

income for the elderly. The lack of a comprehensive conception of a national

retirement system to guide these policy actions has been a major flaw.

Developing public policy for retirement ought not to be done in a vacuum,

it needs to be done in the context of all programs affecting the retirement

income of the elderly, with full recognition of the growing role of the

private pension system. In the private sector, business executives, labor

leaders, and interest groups have sometimes failed to understand the potential

impact of their retirement policy decisions on the future employment of

their workers, as well as the economic health of their industry and the

overall economy.

We believe that unless basic changes are begun now in the way

this nation views retirement income, and in the public and private systems

that provide it, future working generations will face impossible funding

burdens and future retirees will face insecurity and hardship. But we also

believe that given certain changes, this nation can develop a retirement

system that not only cares adequately for its retirees but also can be a

positive force toward noninflationary economic growth.
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Three Critical Forces

An Aging America

At the turn of this century, only 4 percent of the U.S. population

was over sixty-five. Today this group already accounts for 11 percent of

the population and that proportion is expected to double in the next fifty

years.

Longer life expectancy has resulted in a higher proportion of

the population reaching normal retirement age of sixty-five years. And more

and more people are living and collecting retirement benefits well beyond

sixty-five. In 1900, 29 percent of the elderly population was over age

seventy-five. By 1970, that proportion had risen to 39 percent. By the

year 2000, it is expected to be 43 percent.

Along with this rise in the number of retired workers has come

a steady drop in the birth rate. The current birth rate is only half of

what it was in the 1960s, and it is now well below the rate of 2.1 children

per family needed to sustain the current population level.

Increased longevity coupled with a declining birth rate means that

when the large post war "baby boom" generation begins retiring in the year

2010, there will be fewer and fewer workers to finance retirement benefits.

Estimates suggest that the number of the elderly will increase by 120 percent

by the year 2035, whereas the number in the age 18 - 65 category will rise

by only 6 percent. Projections indicate that by 2035 there will be 52

beneficiaries per 100 workers. Assuming no significant increase in the labor

84-768 0-81- 12
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force participation rate of the elderly, the dependency ratio of the aged

to the active labor force could more than double by the year 2035. Even

a decline in the dependency ratio of young age groups through a reduction

in welfare dependency will fail to offset this dramatic increase in the

proportion of nonworkers to workers in the population.

These trends foreshadow an increasingly heavy retirement burden

on the relatively fewer and fewer workers who must produce the resources

from which retirement income is drawn. For example, if no changes are made

in Social Security, the tax rate needed to finance benefits fifty years

from now could be double or even triple the current rate, thus diverting

more and more resources out of the productive economy.

Inflation

While the overall domestic and international consequences of

inflation have been profound, inflation has inflicted particular damage

on retirement programs. Since Social Security benefits are mandated by

law to rise with the Consumer Price Index (CPI), inflation has driven up

the cost of providing benefits to retired workers. And rising benefits

'have caused a rapid rise in total Social Security taxes, thus serving both

to fuel inflation and further depress the economy.

Retired people used to be the forgotten victims of inflation.

Now, Social Security and other federal retirement systems provide benefits

that are in some ways over-compensated by including rises in some costs that
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do not generally affect older people. Some question whether y,3anger workers,

not so protected, have an obligation to federal employees and to Social

Security recipients to fully protect them from the ravages of inflation.

During the past decade when the real income of elderly was rising, the

real after-tax income for the median family (one full-time employed wage

earner with two children) declined from $8,412 in 1970 to its present level
2

of about $8,000.

Inflation is also severely damaging private pensior. plans, most

of which provide their retirees with a fixed monthly income. prices rose

by an average of 7.4 percent a year during this last decade. Xt this rate --

"modest" by today's standards -- the purchasing power of the private pensions

of workers who retired ten years ago have already been reduced more than

50 percent. In addition, corporations find it increasingly difficult to

predict and fulfill their pension obiligation in a time of uncertain and

rising inflation.

Increased Concern with Social Equity

Policies to improve income security for the elderly have produced

significant and generally appropriate benefits for this major group within

the population. At the same time these improvements have also resulted in

2. Tax Foundation, Inc., Monthly Tax Features, (Volume 24, No. 8, September
1980), p. 1.
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certain inequities. Large increases in the Social Security benefit levels

mean that those retiring now or in the past receive much more out of the

Social Security system than they put in. The reverse may turn out to be

true for those retiring thirty years from now.

Complex problems of equity also arise from policies which protect

a major share of income of the elderly against inflation while most of

those paying for these benefits have no such complete and automatic protection.

But on the other side, despite improvements in retirement policies, there

are still some major coverage gaps in both private and public plans; and

for some elderly groups, especially some elderly women, the incidence of

poverty is still too high.

A Heavy Burden

During the last forty years, this nation has made a commitment

to bringing America from a country that provided little formal protection

for the elderly to a country that now provides a wide variety of both public

and private supports. Until now, both public and private systems have

generally been able to adjust to changing social and economic conditions.

Congress was able to increase Social Security benefits by gradually raising

taxes in a period of economic growth and broadening coverage to workers

previously excluded.

Today, however, the situation is changing dramatically. Inflation

is making the cost of providing retirement benefits a major burden for workers

and employers. Declining birth rates mean that proportionately fewer younger
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people will be working in years to come to pay these higher costs. And

unless there are major shifts in the direction ot the economy, productivity

growth will be insufficient to meet projected benefit levels without a

significant reduction in the real standard of living of the productive

work force. Such a reduction might further depress economic growth.

If the cost of retirement programs continues to rise at the

present rate, it portends serious economic consequences for most groups

in society. Between 1950 and 1977, costs increased from 2.3 percent of

GNP to 8.2 percent, and projections indicate that this could rise to 14

percent by 1990 and even higher by 2020. We believe that if no changes

are made in the current retirement structure, the outlook is grim for future

generations of both workers and retirees.

If current provisions and trends are not changed, the enlarged

total of retirement benefits needed to pay the doubled number of retirees,

retiring earlier and living longer, would have to come out of the GNP that

would have otherwise been consumed by the then working members of the population.

What this means is that by the year 2035, (when the situation would probably

be at its worst) increased taxes, premium payments, and other burdens could

reduce the average real standard of living per worker to as much as one-sixth

below what it is today.

We believe that it is inconceivable that this nation would

deliberately choose to place this kind of burden on future generations

or that future generations would in fact stand for it. While we believe

that Lhis nation must keep its commitment to promoting fair and humane
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retirement policies, we also believe that major readjustments need to be

made not only in what Americans can reasonably expect in retirement but

in whose responsibility it is to provide it.

A Better Balance

What is needed is a comprehensive and well-coordinated reform

of U.S. retirement policies in light of long-term social and economic

trends. Many of the problems of retirement programs, we believe, are the

result of a number of well-intentioned pension and benefit actions aimed

at immediate needs and desires without corresponding attention to costs

and long-term consequences.

Policymakers should first recognize that retirement is not an

isolated phenomenon. It is a key economic and social issue, one that is

directly bound up in the nation's other major problems. Such problems as

inflation, unemployment, lagging productivity, and reduced competitiveness

are mutually aggravating and have all had a significant impact on the financing

burden of the U.S. retirement system. And the vast amounts of money required

to finance public and underfunded private pension payments have, on balance,

inhibited capital formation, thereby reducing investment in the productive

base of the economy.

Once the impact of retirement policies on the economy is fully

realized, then we believe that the nation can take steps to restore a

reasonable balance to the system. We believe that a primary national goal

should be the forging of policies that will provide an assured minimum level

of reitrement income for all workers and their families and at the same
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provide workers and employers with the incentive to contribute to an overall

retirement system which provides. a decent standard of living in retirement

for employees and their dependents.

What we are recommending in this policy statement will not be

easily achieved. We recognize that many view pension and Social Security

benefits as fixed entitlements; therefore strong debate is bound to arise

when any proposals for change are raised.

Nor are the choices involved clear and unarguable. Resources

are limited, and expanding benefits in some areas may mean contracting them

in others. We believe that the key to success in reforming the retirement

system is achieving a proper balance -- a balance aziong existing systems,

a balance among conflicting goals, and a balance between what we want and

what we can afford.

A New Retirement Strategy

We believe there are a number of actions, well-coordinated and

comprehensive in scope, that can be taken now that will assure a workable,

equitable, and economically sound retirement structure for the future.

But we also believe that enacting general policies that will promote a

healthy, growing, productive and noninflationary economy are requisite

companion measures. The United States must break away from its current

vicious circle of low saving, low productivity, and high inflation. No

specific reforms will succeed in solving the retirement problem without

a more effective overall national commitment to productivity, saving, and
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noninflationary economic growth. Only a growing economy can allow the

nation to increase real benefits for retired workers, expand coverage, and

correct the system's inequities and inadequacies.

We recommend that the United States develop a broad-based and

largely self-sustaining retirement system, supported by a healthy economy

and in turn supporting the productive growth of that economy. In this

policy statement we recommend measures which we believe will achieve this

goal. In Chapter 2 we describe the current U.S. retirement system in more

detail and outline what overall changes are needed. In later chapters

we make specific recommendations for reforming Social Security (Chapter 3),

encouraging private pensions (Chapter 4), and developing incentives for

more personal saving (Chapter 5). A summary of these recommendations begins

on page 14.

We recommend a comprehensive U.S. retirement strategy based on

three tiers, each building on the other:

* Social Security is the first tier. We believe that Social

Security should provide a minimum standard of living in retirement for

virtually all working members of society and their dependents, but that

the relative role of Social Security should be restricted to providing this

minimum standard. Defining what constitutes. a "minimum standard" will be

a difficult task. In order to continue to provide this minimum level of

support for future generations, we believe that a number of important changes

are required, including revising the tax status of Social Security taxes and

benefits, gradually raising the normal retirement age, and revising the

-indexing formula.
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e Employer pensions provide the second tier. While most workers

can expect some form of employer pension, certain changes in pension policies

and regulations can improve funding, broaden coverage, help protect pensions

from inflation, and increase private pension contribution to capital formation.

* Personal saving forms the third tier. We believe that not

enough emphasis has been placed on encouraging personal saving and investment

to form a significant part of retirement income. Indeed, many of our current

tax regulations actually discourage personal saving. We call for a

number of policy changes to make saving for retirement an attractive and

achievable goal for more Americans.

While these are the three elements which should be the focus of

any national retirement system, we urge policymakers to recognize that

retirement need not and should not be the goal of all older citizens. We

believe that those individuals who can and want to continue working should

have every opportunity to do so.

On the other side, there will also be some people who through a

variety of circumstances will not be eligible for sufficient retirement

income to sustain even a subsistence level. While policy should be designed

to make this group as small as possible, those elderly who are unfortunate

enough to fall into this group should be cared for through supplemental

benefits, welfare, and other in-kind protections.
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In addition to bolstering financial soundness for the retirement

system and encouraging access to pension coverage, the steps we recommend

will also have broad and positive effects on the economy as a whole. For

example, by providing an incentive for personal saving and restricting the

growth of the Social Security burden, overall disposable income will be

increased. With the proper tax policies this income can be available for

investment in new private plant and equipment, a prerequisite for improving

productivity and assuring real economic growth.

In addition, we believe that by gradually raising the normal

retirement age, the nation can lighten the financing burden on the working

population and at the same time achieve the desirable social goal of providing

older Americans with more opportunities to contribute to the economy. Such

actions could also help increase total real GNP enough to enable a rise in

average real disposable income for both workers and retirees.

If work begins now, we believe that Social Security, private pensions

and individual saving can be developed into workable, affordable, and humane

sources of retirement income while at the same time helping the economy grow

and produce more for all to enjoy. We are optimistic about the prospects

for change. As concern with inflation and rising taxes heightens, we believe

that most American voters will support policies to change the system now

for the long-term benefit of all.
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SHMy and Major Recoiwndations

This Committee believes that if the recommendations presented in

this statement are adopted, they would help the nation forge a balanced,

affordable, and equitable retirement system. In addition, they would

help promote economic growth and help rebuild a productive, noninflationary

economy. The major recommendations, summarized below, would form a three-

tiered system of retirement benefits based on Social Security, private pensions,

and personal saving and investment:

We believe that Social Security benefits have been expanded
as much as they should be. Changes are needed to assure that
in the future, Social Security can be both affordable to
current workers and can provide 4n adequate minimum floor of
benefits to the retired population.

-- The current practice of automatic increases based on the
Consumer Price Index exacerbates inflation, is inequitable,
and is placing an inappropriate burden on the economy. We
recommend that (i) as soon as feasible, benefit payments
should be indexed to a price index that more accurately
reflects consumption patterns of older Americans; (2) in
years when th, annual average wage of workers rises less
than the annual increase in the price index, the annual
automatic increase in Social Security benefits should
increase at the same rate as average wages; (3) policymakers
should review past trends in Social Security benefits and
wages and consider some adjustment to benefit levels, such
as less than 100 percent indexing for a period of several
years, to partially offset the past differential between
average wage rate changes and increases in Social Security
benefits.

-- We reconend that Congress gradually raise the normal retirement
age for Social Security benefits to 68 and early retirement to
65 by the year 2000.

We recommend that all early retirement benefits under governmental
retirement systems be actuarially reduced from normal age benefits.
Retirement systems should not be used to provide severance pay,
hazardous duty premiuds, or other personal benefits different
from the need for income following retirement at normal retirement
ages.
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-- All non-covered workers, including state, local, and federal
employees, should be brought into the Social Security system.

-- Internal Revenue Service regulations should be changed to
permit more effective integration of employer sponsored
disability benefits with Social Security benefits.

* We believe that certain changes can be made with regard to
private pension plans that will not only encourage more employers
to establish plans but will make existing plans better suited
to a mobile labor force and more resistant to inflation.

We reject any proposal to require all employers to provide
pension coverage for their workers. However, we do believe
that certain changes in the tax law would make it more
attractive for more employers to establish plans.

While we reject any government mandate that employers adjust
pensions to compensate for inflation, we urge employers
to voluntarily make partial upward adjustments in pension
payments.

We believe that employers and employee representatives should
be free to establish each company's retirement ages, but
we also believe that, eventually, age 68 should become the
national normal retirement age.

To encourage greater portability of pension benefits, we
recommend that an employee leaving a plan be allowed to
transfer vested benefits into an individual retirement account
or life insurance company.

Because of the uncertainty of the magnitude and incidence
of the inevitable cost increase from earlier vesting, we
do not support any government action to mandate earlier
vesting provisions than currently apply.

* We believe that the importance of personal savings in retirement
income has been greatly neglected and that a number of public
policies actually discourage saving and investment.

-- We recommend that eligibility for such personal retirement
plans as Individual Retirement Accounts and Keogh Plans
be liberalized and that the maximum contribution limits
for all individual plans be raised.

-- We urge companies to establish savings and thrift plans
for all their employers.

(EN V)
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Senator CHAIFE. Now the next panel. Mr. Woodbridge, Mr.
Holmes, and Mr. Hutchinson.

Gentlemen, we welcome you here. Mr. Woodbridge, please pro-
ceed.

Mr. WOODBRIDGE. Mr. Holmes and I have kind of a joint state-
ment here together, so can we have the advantage of two times
through the light.

PANEL OF HENRY S. WOODBRIDGE, CHAIRMAN OF THE
BOARD AND CHIEF EXECUTIVE OFFICER OF RHODE ISLAND
HOSPITAL TRUST NATIONAL BANK, KENNETH L. HOLMES,
SENIOR VICE PRESIDENT AND GROUP EXECUTIVE OF HOSPI-
TAL TRUST NATIONAL BANK, AND JAMES D. HUTCHINSON,
PARTNER, STEPTOE & JOHNSON, WASHINGTON, D.C.
Mr. WOODBRIDGE. My name is Henry Woodbridge. I am the chair-

man and the chief executive officer of the Hospital Trust Corp. in
Rhode Island. We are an old New England financial institution, the
first trust company formed in New England. We have total pension
and profit sharing assets under management of about $600 million
under management and about $1 billion under administration.

We are grateful for this opportunity to appear here today, par-
ticularly since two out of the three of us come from Rhode Island
and we do want to share with you very briefly, some of our real
apprehensions respecting the recommendations of the President's
Commission on Pension Policy, and we will also share with you our
more general concerns respecting our Nation's retirement income
systems.

Before introducing my associates, I would like to point out one
natural but alarming consequence of the effort made by the Presi-
dent's Commission on Pension Policy. Staff and time are limited
quantities for short-lived commissions, member and special interest
viewpoints are always far less limited and forcibly pressed. And, as
a result, rather sweeping recommendations arise without, we
think, an adequate research base.

The Commission has contributed significantly to the retirement
income debate, but its recommendations require far more study if
sound legislation is ever to evolve.

More fundamental, of course, and important is the fact that none
of our retirement systems in this country, either private or public,
will ever be truly viable until we can get inflation under control
and we applaud the efforts of the current administration in that
regard.

We do support several recommendations of the President's Com-
mission. Items strengthening the individual savings efforts such as
deductions for employees contributions to social securities and to
other pension plans certainly are desirable and important.

Some liberalization of the social securities earnings test is a
positive recommendation and respecting related tax matters in-
creasing IRA and Keogh deduction limits to levels which provide
savings incentives and are more equitable in relation to other
private plans is, in our opinion, essential.

With me today, James D. Hutchinson, on my left of Steptoe &
Johnson, attorneys at law here in Washington and Ken Holmes,
group executive of Hospital Trust Investors which is our corpora-
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tion's institutional investment management and administration
arm.

Jim Hutchinson is probably known to many of you as a Labor
Department's pioneer administrator under ERISA and as a leading
contributor to his profession and to the law and literature of fidu-
ciary responsibility. And I'm also pleased to say that he's a
member of our Hospital Trust Investors' Board of Advisors.

Ken Holmes, who will follow me now, has served the pension
fund business for more than 25 years, and has, in that time, had
responsibility for more than $10 billion of public and private em-
ployee bene fits assets. Before coming to us in Rhode Island he had
been a partner with Merrill Lynch and served as a consultant to
both the Department of Labor and the Department of Treasury.
And I've asked him to share with you several additional concerns
that we have regarding the recommendations of the President's
Commission.

Senator CHAF E. Thank you very much, Mr. Woodbridge.
[The prepared statement of Henry S. Woodbridge, Jr., follows:]
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WE BELIEVE 7'HAT RESEAI"2 BY THE STAFF CF THE PRESIDENT'S COM4ISSIN, IN

PART BECAUSE OF TIME AND RESOURC (MNSrRAINTS, LEAVES SERIOUS QUESTIONS

OF AFFORDABILITY TO BE ANSWERED BEFORE ANY PRIVATE OR PERISA LEGISLATION

IS WARRANTED.

WE BELIEVE TlHE REFO CF SOCIAL SECURITY AND RELATED PROGRAMS TO BE THE

SINGLE MEDIATE NECESSITY.

IE BELIEVE 7HE CAPITAL AND SOCIAL UTILITY OF PENSIN FUNDS UNDER PRESENT

ERISA STANDARDS TO BE LIMITED WNLY BY THE IMAGINATION ICF THE MAIWMIJCE,

AND THAT IS SCARCELY LISTED. LEGITIMATE SOCIAL NEEDS WILL BE MET' WITHOUT

CASTING ASIDE THE FIDUCIARY STANDARDS UPCN MHICH THE EN TIRE PENSION

PROMISE RESTS.

FINALLY, WE BELIEVE NC1NE OF CUR RETIREMENT INOCtvE SYSTEMS, OR THE AMERICAN

ECCNLMY ITSELF, WILL BE VIABLE IF INFLATICN IS NOT (XNTJRLLED AN) REVERSED

VEY SOON.
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Mr. Chairman, members of the Committee, I am Henry S. Woodbridge, Jr.,

Chairman and Chief Executive Officer of the Hospital Trust Corporation

in Providence, R. I. Our organization was created in 1867 as New England's.

first trust company and as the primary financial support of what has

become Rhode Island's major hospital complex. Today we are a one bank

holding company with important commercial banking and fiduciary

facilities, and we are expanding rapidly within other financial services

areas.

My associates and I are grateful for this opportunity to share with

you some very real apprehensions respecting the recommendations of

the President's Commission on Pension Policy. We shall also share

more general concerns respecting our nation's retirement income systems,

their roles in our capital markets, and their future economic and

social viability.

We are not here to plead any special cause or to present merely a pro-

vincial view. We shall, however, have something to say about our

region's position in the great pension fund debate.

Before introducing my associates I would like to point out one natural

but alarming consequence of the effort made by the President's Commis-

sion on Pension Policy. Staff and time are limited quantities for

short-lived commissions; member and special interest viewpoints are

far less limited and forcibly pressed. As a result rather sweeping

recommendations arise without an adequate research base. The Commission

has contributed significantly to the retirement income debate, but its
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recommendations require far morr study if sound legislation is ever to

evolve.

More fundamental and important, however, is the fact that none of our

retirement income systems, or our economy itself, will be viable if

inflation is not controlled and reversed. We therefore applaud this

Congress and the current Administration for fighting inflation first.

We can also support several recommendations of the President's Comwis-

sion which promise to be longer-run inflation fighters. Items strength-

ening individual.savings efforts, such as deductions for employee

contributions to Social Security and to other pension plans, certainly

are desirable and important. Removal of the Social Security earnings

test, giving greater freedom for older workers to earn and be productive,

is also a positive recommendation. Respecting relatedi tax matters,

increasing IRA and Keogh deduction limits to levels which provide

savings incentives and are more equitable, in relation to other private

plans, is in our opinion essential.

With me are James D. Hutchinson, Esquire, of Steptoe & Johnson,

Attorneys-at-law here in Washington, and Kenneth L. Holmes, Group

Executive of Hospital Trust Investors, our Corporation's institutional

investment management and administration arm.

Jim Hutchinson is known to many of you as the Labor Department's

pioneer Administrator under ERISA, and as a leading contributor to.

his profession and to the law and literature of fiduciary responsibility.

I'm pleased to say that Jim Hutchinson is a member of our Hospital

Trust Investors Board of Advisors, a body of seven nationally distin-

guished and diversely experienced pension and investment experts.

These are the folks who permit no provincialism on our part.
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Ken Holmes has served pension funds for more than 25 years, and has

in that time had responsibility for more than $10 billion of public

and private employee benefit assets. Before joining us at Hospital

Trust he among other positions had been a Merrill Lynch partner and

had served as a consultant to both the Department of Labor and the

Department of the Treasury. I have asked him to share with you se^ul

additional concerns arising from the recommendations of the President's

Commission or from what we see evolving in our retirement income systems.

KLH

Thank you. Mr. Chairman, I shall readily defer to my old friend

Jim Hutchinson should questions arise concerning ERrSA's legislative

history and construction or the related regulations. And I shall

certainly defer to Mr. Woodbridge, who is also a Director of the

Federal Reserve Bank of Boston, should there be questions about our

economic region.

To explain that region for you, we should note that our business

outreach is not confined to New England. Our economic region encompasses

the entire range of established industrial states. Our region is in

fact properly viewed as co-terminus with the 18 states of the Northeast-

Midwest Congressional Coalition. We call our part of the country

QUADRANT ONE, for that has always been our region's place in the

American industrial economy.

Before referring further to QUADRANT ONE, we want to set down in

priority order the elements we believe to be crucial to any review of

retirement income policy:
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1. Inflation

2. Necessity

.. 3. Affordability

4. Utility

We shall not dwell further upon inflation. However, we do believe

that all of the Commission's recommendation must be researched

thoroughly with respect to inflationary potential.

-- For example, recommended PERISA legislation "covering

the same areas of concern as covered by ERISAit Such

legislation implicitly includes funding standards

applied to states and localities already straining

their tax bases merely to stay afloat.

As to necessity, we agree with almost all Americans. There is only

one immediate necessity respecting our retirement income programs,

and that is the restructuring of Social Security.

-- Social Security is in itself inflationary; it is a

payments transfer system and it is leveraged by indexing

at a rate greater than the core inflation rate.

-- Social Security is already unaffordable; it will be

bankrupt within two years if legislative remedy is not

provided.

-- Social Security is without utility; it does not assist

capital formation or distribution in a nation which has

spewed at least a quarter-trillion dollars of would-have-

--- en savings abroad, and is now seeking capital to restore

internationally competitive productivity.
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We respectfully submit that the Congress, the Administration, and

the nation can no longer live with patch-work remedies for Social

Security. We believe that benefit growth must be scaled back, that

benefits not related to retirement income must be segregated, and

that the harsh reality of funding the program must be faced.

As to affordability, we earnestly recommend that each member of this

Committee, and of the Senate and the House, examine the paper published

by Dallas L. Salisbury of the Employee Benefit Research Institute on

March 25, 1981. That paper is "a commentary on the research suffi-

ciency of the final report of the President's Commission on Pension

Policy". We believe the paper demonstrates that, with the exception

of research in the Social Seurity matter, far more research is required

before any of the Commission's recommendations may stand the tests of

affordability and thus viability.

Respecting the matter of utility, we would point again to our nation's

need for capital. Beyond retirement income itself the greatest utility

of our pension systems lies in capital formation.

I made that point in testimony before the President's Commission last

December. We make it here again, and stress that retirement systems

have become our primary means of capital formation and the foundation

upon which our economic renaissance must rest. Obviously the funding

of Social Security would contribute to that process of capital formation.

Capital distribution is another matter. Respecting it the President's

Commission recommends yet another Presidential Commission because:

"The Commission believes that concerns relating to the ownership and

control of pension fund assets are among the most important social

and economic policy issues facing the nation in the upcoming decades."
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SUMMARY

The Associations believe that the report of the

President's Commission on Pension Policy provides a /
basis for a careful review of our nation's retirement

system. Because of the need to accommodate the income needs
I

of the post World lar II baby boom cohort when it reaches

old age, policy decisions must be made soon.

The President's Commission has shown that it is in

the nation's interest to encourage retirement income

adequacy through the private sector. The Associations share

this belief; however, Congress' position on the Commission's

MUPS approach should not inhibit other basic reforms.

Specifically, improvements must be made in current vesting

and portability practices. Additionally, incentives can be

provided to increase coverage so that the necessity of a MUPS

can be more precisely evaluated.

The Commission's final report also reaffirms the status

of social security as the primary program of income support

for the elderly - a position which the Associations strongly

endorse. However, the Associations, unlike the President's

Commission, believe that social security will have to undergo A

major and fundamental restructuring if it is to continue to

serve the changing needs of the population. Additionally, the

Commission's findings that people should be encouraged to

help themselves through work and voluntary savings should be

implemented by policymakers.
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We can also add, Mr. Chairman, our own Quadrant One real estate
program, now being developed. Beyond what we believe to be

accessible real estate investment values superior to those which

might be found elsewhere, it certainly will play a role in desirable

investment and job retention in our Quadrant One. There are many

other examples of regional funds with legitimate investment objectives

and correlated social" benefit.

In summary, we believe that research by the staff of the President's

Commission, in part because of time and resource constraints, leaves

serious questions of affordability to be answered before any private

or PERISA legislation is warranted.

We believe the reform of Social Security and related programs to be

the single immediate necessity.

We believe the capital and social utility of pension funds under

present ERISA standards to be limited only by the imagination of the

marketplace, and that is scarcely limited. Legitimate social needs

will be met without casting aside the fiduciary standards upon which

the entire pension promise rests.

Finally, we believe none of our retirement income systems, or the

American economy itself, will be viable if inflation is not controlled

and reversed very soon.
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Senator CHAm. You may proceed, Mr. Holmes. We're glad you're
here.

You may proceed, Mr. Holmes. We're glad you're here.

OPENING STATEMENT OF KENNETH L. HOLMES, GROUP
EXECUTIVE, HOSPITAL TRUST INVESTORS

Mr. HOLMES. Mr. Chairman. Thank you very much. I would like
to outline the basic concerns we have. First, however, I would like
to say that should there be detailed questions concerning ERISA
and its construction and its legislative history, I certainly would
defer to Mr. Hutchinson.

I shall also talk a little bit about our home region and respecting
that I certainly would-defer to Mr. Woodbridge, who in addition to.
being a very fine banker in New England, is a member of the
Board of Directors of the Federal Reserve Bank--

Senator CHAFEE. Well, I. think you can skip the description of the
region -I'm very familiar with it. [Laughter.]

Mr. HOLMES. All right. If I may first, I would like to submit as a
part of our testimony a very fine paper by Mr. Hutchinson respect-
ing legal standards, governing investment of pension assets for
social and political goals. We feel that the committee will find it of
very great guidance and value.

Senator CHAFEE. Without objection, it is so ordered.
Mr. HOLMES. Mr. Woodbridge has mentioned that inflation is our

primary concern and we will not dwell further upon that point. I
think there is universal acceptance of it.

We would say that the next major element of concern is that of
necessity or its lack, and as we view the retirement income struc-
ture today, we come to the simple belief that the restructuring of
the social security system is at this point and time the single
eminent necessity.

Finally, I would like to mention in terms of the affordability of
the proposals by the President's Commission, a paper by Dallas
Salisbury which he refers to in part. That paper is a commentary
on the research, sufficiency of the final report on the President s
Commission. And, again, we commend that sir, to your committee-
for its value.

Finally, we would say that pension funds have an addition to
their primary purpose, the most important of fundamental utili-
ties, and that is the creation of capital-the formation of capital in
the United States, and we believe that we are heavily dependent
upon the private retirement systems as the prime source of capital
in this Nation for the decade during which we hope to rebuildour
productivity and international competitive status.

The one thing that retirement systems do not do in another
sense is distribute capital except as the market system permits
that distribution, we respectfully submit that the system itself and
ERISA as it now stands combined provide the imagination and the
opportunity to distribute capital well within the United States
without changing the law in the fiduciary provisions of ERISA.

Thank you very much.
Senator CHAFEE. Is your principal point concerned with the limi-

tations under ERISA regarding the investments that are permit-
ted?

Mr. HOLMES. No, sir. On the contrary. It is our belief that the
current provisions of ERISA the safe harbor provisions as set down
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by the Department of Labor, provide a very wide spectrum, atotally adequate spect rum of investment opporunity that fiduciary
sound should be matained and that legitimate social and political
interests can be met within the current framework.

Senator CHAirn. Well, I'm interested to hear you say that, be-
cause I have set aside the social achievements of pension funds.
Let's project that for a minute. But, I have heard complaints that
ERISA placed such stringent limitations on investments that it cut
off investments in new growth industries. But you don't. find the
limitations overly restrictive?

Mr. HoLms. No, sir. We believe that the safe harbor provisions
can be followed well and that other issues can be dealt with after
those basic fiduciary responsibilities have been met.

Mr. Hutchinson might want to comment upon this.
Senator CHAFEE. That's an interesting point. Does that completes

your testimony?
Mr. WOODBRIDGE. That's our basic comment, but again we would

like to say that the fiduciary structure is the critical element in
the operation of the entire program of retirement income provision
and that that structure must be maintained and should not be
broken.

Senator CHAFEE. In your testimony, Mr. Holmes, you discussed
social security. You say it is in itself inflationary, already unafford-
able, without utility it does not assist in capital formation, the
Nation can no longer live with patchwork remedies for social secu-
rity and believe that the benefit growth must be scaled back,,
benefits not related to retirement income must be segregated.

What specifically would you have us do on social security?
What would you do on extension of the age?
Mr. HoLM.Es. We think that that's a viable response to the need

at this time, if it is coupled with the gradual reduction of the index
benefit increases.

Senator CHAFE. So suddenly you would recommend taking the
lower of the CPI or the wage index?

Mr. HoiMEs. Yes, specifically we think that the CPI tends to
overreflect inflation at times, and of course, at other times it can
underreflect the true rate of inflation.

Senator CHA. Do you have any index of social security?
Mr. HoLMis. I would philosophically prefer not to, but that;

awaits the healing of the inflationary ill of the Nation I'm afraid.
Senator CHAnz. Well, that's been very helpful. Mr. Hutchinson,

do you agree that the ERISA investment rules are adequate now-
not only adequate but not too restrictive?

Mr. JUTCmNSON. Yes, Senator. I think there was a fair amount
of controversy concern back in 1975 and 1976 when the law was
first passed, that it might retard investments in capital formation
activities, like venture capital companies and smaller concerns.
But, I believe that those concerns have been a laid over the last
few years and it's not-

Senator CHAm. Why, have they eased it?
Mr. HUTCHINSON. The interpretations of law have become more

clear, so people feel more comfortable making those kinds of invest-
ments.

Yes, as long as it's done carefully.
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Senator CHArtS. Do you get involved in-for instance--any listed
security acceptable?

Mr. HUrCHINSON. It depends upon the investment needs of a
particular plan, but the mere fact that the security Is listed or not
listed on a national exchange is no longer a cutoff test. Indeed, you
can go to a limited partnership Interest, or a different pool vehicles
as long as they're underlyingly safe and sound and produce the
kind of return your plan is looking for. There are no arbitrary---

Senator CHAF. Is there any percentage factors which regards
venture capital, for example.

Mr. HUTCHINSON. There is none stated in the law or the legisla-
tive history, but I think most funds that approach venture capital
do it at a small enough percentage in the 6- or 10-percent level, so
that it wouldn't dramatically affect the viability of the fund if
something went wrong.

But they often produce a great level of return in that area as
well, as long as they're properly selected.

Senator CHAFE. Well, I'm glad to have your testimony here,
gentlemen, Mr. Woodbridge, Mr. Holmes, andMr. Hutchinson, be-
cause I learned something. I was under the impression that there
was some dissatisfaction on the limitations of ERISA.

Mr. HUTCmNsoN. Senator, you may hear that some people are
concerned about the complexity of what will be called the prohibit-
ed transaction rules which prevent banks and insurance companies
and investment management firms from engaging in transactions
with people who may be related to an employee benefit plan.

That is a morass that is complex, it's tedious and a regulatory
action in that area is slow, but the basic rules on fiduciary conduct
imprudence, we think are quite sound.

Senator CHAEt. Thank you very much for coming here.
Next witnesses are Mr. David and Mr. Moran.
Mr. David, you may proceed.

PANEL OF FRANK H. DAVID, VICE PRESIDENT AND ASSOCIATE
ACTUARY, PRUDENTIAL INSURANCE CO. OF AMERICA, AND
CHARLES A. MORAN, SENIOR VICE PRESIDENT OF MANUFAC-
TURER'S HANOVER TRUST CO. OF NEW YORK, N.Y.
Mr. DAVID. Mr. Chairman, I'm Frank David, vice president and

associate actuary of the Prudential Insurance Co. I m appearing
here today on behalf of the American Council of Life Insurance, a
major trade association of the Nation's life insurance companies.

We request that the full statement be included in the record of
these hearings..

Senator CHAnz. Without objection it so so ordered.
Mr. DAVID. But, in the time that you're allowing me, I just would

like to discuss briefly three subjects the Commission considered.
Social security, a compulsory minimum universal pension system

and tax incentives for savings.
The Commission is to be commended for calling attention to the

severe financial problems now faced by the social security program.
There are both short-range and long-range problems and they're
being aggravated by prices increasing at a faster rate than wages
causing benefit payments to substantially exceed receipts.
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The council believes that prompt action should be taken to re-
solve these problems, and we therefore support the following Com-
mission recommendations.

First, authorizing the retirement, disability insurance, and hospi-
tal insurance trust funds, three separate trut funds to borrow
from each other, if that is necessary to prevent any of them from
dec to inadequate levels.

Second, relying on payroll taxes to finance social security. We
believe that social security should continue to be financed solely
through payroll taxes paid equally by covered workers and employ-
ers. We think that sharing the cost of the program in this manner
is a responsible way of financing it. Also, these taxes have the
virtue of being highly visible, which helps to maintain the vital
link between benefits and contributions.

Third, increasing the normal retirement age for social security
benefits to 68, phasing in the higher retirement age over a period
of time beginning not later than the end of this century.

Senator CHAF". You mention beginning in 1990. Are you refer-
rHnato the phase in?

Mr. DAvD. We think that legislation should be passed.now to
start the phase in beginning in 1990 or possibly the year 2000. I
don't think we feel too strongly about when, but we think
action-

Senator CH"zz. Well, hadn't we better do something before
then, before we run out of funds?

Mr. DAVID. Yes; we feel however, that you can't increase the
social security retirement age to age 68 right now. We also have a
recommendation for the-short-term which is the interfund borrow-in and I have another one that I'm coming to in a moment.

en tor CHAE. I don't understand your saying that we should
extend the retirement age to 68, phase it in beginning in 1990.
Whystart thephase in 8 years from now?

Mr. DAVM. That is what the President's Commission recommend-
ed. Yes, and we are endorsing that recommendation.

We endorse it because there will be a substantial increase in the
future in the size of the retired population relative to the working
population. So, we think this action is necessary in order to main-
tain pyroU taxes at reasonable levels.

We also think it is questionable whether the Nation can afford to
give complete inflation protection to social security beneficiaries or
indeed to any other group of individuals.

So we think measure should be adopted to reduce the heavy cost
of indexing social security benefits for inflation.

This could be done by basing adjustments on the increase in
wages or the Consumer Price Index whichever is lower. We also
think that: the present index should be reexarined to determine
whether revisions are needed to avoid overstating increases inlivin cost for retired people.

Next, the minimum universal pension system. We stronly
oppose the Commission's recommendation that a compulsory mini-
mum system be established. We feel that voluntary means provide
a better way of s.upplementing the basic protection provided by
social security. Private voluntary arrangements, clouding pension
plans and other private savings, offer flexibility to meet different
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needs and circumstances. They are based on the concept that once
a floor of protection has been provided, there should not be a
Government requirement to set aside additional funds for retire-
ment. Instead, individuals, working together with their employers
and through individual savings, should have the freedom to choose
how much of their income should be set aside for additional retire-
ment income and how much should be used for other purposes,
such as savings to meet the expenses of educating children or
buying a home.

Voluntary retirement programs are continuing to increase their
coverage and their benefits. New plans are being started and old
ones are being improved. Pension plans often start with modest
coverage and benefit levels and increase the protection they offer
later as conditions permit. Over time, therefore, gaps in the protec-
tion offered by voluntary retirement programs can be expected to
diminish. This will be especially true if we concentrate on ways to
improve voluntary programs.

Further, compulsory pension plans would inevitably result in
financial hardship for many employers who cannot afford them.
This contrasts markedly with voluntary plans, whose establish-
ment and development tends to be closely correlated with financial
ability.

Therefore, we urge you not to support the adoption of compul-
sory systems.

Our third point is the encouraging of voluntary retirement plans.
We believe that the retirement needs of Americans will be served
best if private pensions remain voluntary and, if they are to
expand, then we need to create a favorable environment. We are
very pleased that the President's Commission has recommended
adopting tax incentives to encourage savings for retirement
through voluntary programs.

Granting these tax deductions, would give similar tax treatment
to employee and employer contributions. It would encourage ade-
quate financing for pension plans, and would stimulate increased
coverage and higher benefits. Adoption of this proposal we think
would reduce the pressures on social security, increase capital for-
mation, and provide a noninflationary tax cut.

We strongly support legislation that would carry out this recom-
mendation of the President's Commission.

We previously testified on this point before this subcommittee
and also other congressional panels, so I will not go into any
further -details at this time.

Mr. Chairman, I appreciate this opportunity to present the views
of the council and would be glad to try to answer questions you
ma have.

Senator CHAFEE. First, the concern of permitting employee con-
tributions to corporate or H.R. 10 qualifi pension plans as de-
ferred income up to the IRA amount-that's going to cost a lot of
money without really making an incremental addition to savings.

If they are already making the contributions and you now permit
them to take a deduction, how does that help capital formation in
the Nation?

Mr. DAVID. You're discussing now the question of mandatory
contributions.
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Senator CHInz. That's right.
Mr. DAVID. Well we think that first of all if you do permit

mandatory contributions to get the benefit of the deduction, it
would encourage some employers to establish plans and others to
improve plans which they could not otherwise afford to do, so we
think there is a benefit there.

Also, if the mandatory contributions do not get the benefit of the
deduction, I think that would be an incentive for employees to drop
out of qualified plans and set up their own IRA's and get the
deduction in that way, so that the revenue loss might occur
anyway, at least to some extent.

Senator CHAER. All right. I see your point. Proceed, Mr. Moran.
Thank you, Mr. David.

STATEMENT OF CHARLES A. MORAN, CHAIRMAN, EMPLOYEES'
TRUST COMMITTEE, TRUST DIVISION, AMERICAN BANKERS
ASSOCIATION
Mr. MORAN. Good morning, Mr. Chairman. My name is Charles

Moran. I am here in my role as chairman of the Employees' Trust
Committee of the Trust Division of the American Bankers Associ-
ation.

The American Bankers membership has interest in today's hear-
ing, both as employers and as trustees in investment managers of
employee benefit funds.

We appreciate this opportunity to present our views on the
report of the President's Commission.

I draw your attention to the fact that we tend to concentrate on
the attacks leveled on the private pension system. I would like to
share an experience which suggests the underlying strength of the
private system is alive, well, and spreading.

Two months ago, I was in the People's Republic of China. Now
you wouldn't expect to find support for the private sector in their
collective system. Yet, I found not only the equivalent of private
ension plans with benefits, funding, retirement age, et cetera set
y the local committee. But even more startling, profit-sharing

plans with the contributions based on productivity, and locally
administered with part paid directly and part invested by the local
committee in expanding the business plant and equipment, employ-
ee housing, et cetera.

Sounds a little bit like our cash and deferred profit-sharing pro-
grams.

The ABA concurs with the Commission's belief that a sensible
coordinated and comprehensive national retirement income policy
is needed to assure retirees of a reasonable standard of living.

In addition, we agree that an expanded private pension system is
a highly desirable goal. However, the AA opposes the proposed
mandatory system. instead, the Congress should adopt the compre-
hensive program of incentives, sucl as you have propose, to en-
courage employers to establish plans and individuals to save for
their retirement.

Incentives should include increased deductions for Keogh and
IRA plans and broader eligibility. Employee contributions to quali-
fied plans should also be given favorable tax treatment.
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In addition, a way must be found to simplify the numerous,
complicated and technical requirements presently entailed in es-
tablishing and administering employee benefit plans.

The most far reaching of the Commission's recommendation, was
the minimum and mandatory universal pension system (MUPS)
funded by employer contributions. We agree that expanded private
pension systems is a desirable goal deserving of serious considera-
tion. Nevertheless, the ABA opposes that mandatory private pen-
sion coverage.

At the time it enacted ERISA, Congress declined to go so far as
to establish a mandatory system. Further, experience has shown
and the Commission itself acknowledged that many small business-
es terminated their pension plans rather than comply with the
burdensome administrative requirements of ERISA.

The ABA has placed its wholehearted support behind the Presi-
dent's National Economic Recovery Program. The spending cuts
recommended by the President and the priorities he has set or tax
reduction are essential to controlling inflation.

Banks have consistently been leading supporters of IRA and
Keogh plans, both of which encourage savings for retirement. Our
association has so testified before this subcommittee in February
and several times in the past before other congressional commit-
tees.

We believe that at the appropriate time, and within the frame-
work of the President's priorities, the tax deductible amount should
be increased and eligibility should be expanded.

Employee contributions to qualified employee benefit plans
should be given favorable tax treatment. Also, plans should be
permitted to accept contributions from employees, and I stress
permitted.

Senator CHAFEE. And those would be tax deductible too?
Mr. MORAN. Yes.
Senator CiAFEE. In addition to the mandatory contribution.
Mr: MORAN. Yes.
Senator CHAFEE. Up to how much?
Mr. MORAN. Well, I think I would make sure that that was

within the context of what the President's program is. I would not
have it as a separate notion. I think you've got an awfully broad
plate on those issues, and I would include it as an element of it. I
would not want to separate it.

The tax credit approach goes hand-in-hand with the overall ob-
jective of tax deductible contributions.

In our written statement, which I would request be made a part
of the record, we've made suggestions with respect to reporting and
disclosure, prohibited transactions, the use of collective funds to
encourage competition among those who offer IRA and Keogh in-
vestment services.

I won't elaborate on those comments here, but we would pleased
to go into them in further detail with your staff at the appropriate
time.

There is, however, a common theme that runs through these
comments, and that is that while the objectives of ERISA are clear
and valid, they have been eroded in the interpretation and admin-

I-tration of the law. We must establish a bias in administering the
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law that favors the expansion of the private pension system, while
balancing the cost and benefits of the provisions which protect
participants and beneficiaries.

Participants and beneficiaries of retirement income plans will
benefit from your subcommittee's attention on issues such as these.

Senator CHAFVz. Did you hear the testimony of Mr. Woodbridge
and Mr. Hutchinson?

Mr. MORAN. Yes. They were not only uncritical of ERISA but
they were praising ERISA.

Senator C"zz. What do you say to that?
Mr. MORAN. Well, I think if you take a look at their comments,

that they were directed at the fiduciary responsibility provisions of
ERISA. And, I would agree that there are almost no problems with
that. As a matter of fact, I think the clarifications that the Labor
Department came out with was even unnecessary.

However, if you get into reporting, disclosure, prohibited transac-
tions, and I think Jim Hutchinson mentioned that briefly, there
you do have significant impediments.

Senator CHAFirE. Well, I thought that's exactly what they didn't
say. I thought they said there were not impediments as far as
investments go.

Mr. MORAN. The fiduciary standards are not impediments.
Senator CAum. What are the impediments?
Mr. MORAN. The prohibited transaction provisions.
Senator CHAFEE. But, I thought they felt there wasn't a problem

with prohibited transactions.
Mr. MORAN. I think Jim Hutchinson said at the end that that

was not what he was saying.
Senator CHmmz. Well, that went by me then. I thought I asked

him rather specifically if he felt inhibited in the investments. I
don't know what you mean by transactions, but I asked him specifi-
cally about the prohibition on investments and he felt that they
were given considerable latitude. They had a prudent man rule.
But, that they could go into venture capital and-items such as
that.

Mr. MORAN. That's absolutely true under the fiduciary responsi-
bility provision.

Senator CHAFE=. Oh.
Mr. MORAN. The problem is in the prohibited transactions with

the party in interest and the way that that was self-dealing. Now
the appropriate test of the self-dealing would be a test that recog-
nizes some kind of a hind-sight look at it, the so-called fair value
test.

Senator CHAVzz. Do you have any specific recommendations on
those matters? I mean I know this is a little bit afield of the thrust
of this-if you've got specific recommendations on ERISA, we'd be
glad to hear them.

I notice on page 6 of your testimony you have some thoughts
regarding Keoghs and the currently existing inhibitions against
flective investments of Keogh. Is that right?

Mr. MORAN. That's right.
Senator CH"=. That s a good point. I think while we're at it, we

should be doing everything we can to make these individual pen-
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sion retirement accounts-individual IRA's as good as possible. Do
you think that would be a step forward?

Mr. MORAN. Yes, I think it would. I think the more competition
you have among the providers of those kinds of services, I think
that's a definite plus as far as coverage is concerned.

Senator CHAlEE. OK, anything else?
Mr. DAVID. Mr. Chairman, I would--
Senator CHAFEE. Thirty seconds.
Mr. DAVID [continuing]. Mr. Chairman, I would like to make an

addition just to clarify one point that you questioned me on. The
phasing-in of the increase in the normal retirement age under
social security to 68.

Senator CHAFEE. Yes.
Mr. DAVID. Now that is intended to deal with the long-range

problems of social security in the next century when the "baby-
boom" generation, post-World War II, reaches retirement age, and
that is why it makes sense to phase that in beginning toward the
end of the century.

Senator CHAFEE. Yes, but what are we going to do in the inter-
im?

Mr. DAVID. Well, some of the other things, like the interfund
borrowing and cutting back on the--

Senator CHAFEE. That illumination on borrowing-that's not
going to solve our problem.

Mr. DAVID. Not for any length of time, but the cutting back on
the inflation adjustments, I think would do quite a bit.

Senator CHAPEE. That would be helpful. No question about that.
Fine, Thank you very much, gentlemen.
Mr. MORAN. Can I make a quick comment on ownership and

control, social investment--
Senator CHAFEE. If it's less than 20 seconds.
Mr. MORAN. OK, it will be.
The issue of what I would call alternative investing--
Senator CHAFEE. What page are you on?
Mr. MORAN. I'm not on any page.
Senator CHAFEE. Go ahead, you've got 10 seconds.
Mr. MORAN. I'm on my scribbles.
Senator CHAFEE. Go ahead, quickly.
Mr. MORAN. So long as the potential power of pension funds exist

they will tempt those who lack the capital resources to accomplish
their objectives. Commissioner Stephen Friedman of the SEC has
correctly pointed out that pension funds have been allowed to
accumulate sizable assets because of the neutrality of the invest-
ment process.

In other words, the pursuit of investment returns only. The
neutrality fosters the formation of capital and its deployment in
the most attractive of competitive uses.

Before we explode that neutrality, we must look beyond the
immediate motivations to the long-range impact on the private
pension system and retirement income objectives generally.

Senator CHzz. Well no one suggesting-what did you call it-
exploding the neutrality-who's suggesting that?

84-763 0-81-14
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Mri. MORAN. I think a lot of the discussion on social investing
and alternative uses are doing exactly that. They are introducing
additional--

Senator CHAFEE. That's a shot at social investing you're taking,
is that it?

Mr. MORAN. That's a fair statement.
Senator CHAFin. OK, fine. Thank you.
Mr. MORAN. Thank you.
[The statements of the preceding panel follow:]
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SUMMARY OF STATEMENT OF FRANK H. DAVID ON BEHALF OF THE
AMERICAN COUNCIL OF LIFE INSURANCE BEFORE THE SUBCOMMITTEE ON

SAVINGS, PENSIONS AND INVESTMENT POLICY
OF THE SENATE FINANCE COMMITTEE

May 15, 1981

I am Frank David, Vice President and Associate Actuary of the

Prudential Insurance Company of America and Chairman of the Pension

Committee of the American Council of Life Insurance. I am appearing

here today on behalf of the Council, a major trade association of

the Nation's life insurance companies.

We are pleased that your Subcommittee is holding this public

hearing on the recommendations of the President's Commission on

Pension Policy. We have prepared an extensive statement detailing

our views, and I request that this statement be included in the

record of these hearings. In the time allowed me today, I would

like to briefly discuss three subjects considered by the Commission:

Social Security, a Mandatorr Universal Pension System (MUPS) and tax

incentives for savings.

Social Security

The Commission is to be commended for calling attention to the

severe financial problems now faced by the Social Security program.

There are both short-range and long-range problems, and they are

being aggravated by prices increasing at a faster rate than wages,

causing benefit payments to substantially exceed receipts. The

Council believes that prompt action should be taken to resolve these

problems. We therefore support the following Commission recommenda-

tions:
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I. Authorizing the retirement (OASI), Disability Insurance (DI)

and Hospital Insurance (HI) trust funds to borrow from each

other, if necessary to prevent any of these funds from de-

clining to inadequate levels.

2. Relying on payroll taxes to finance Social Security. We believe

that Social Security should continue to be financed solely

through payroll taxes paid equally by covered workers and em-

ployers. Such payroll taxes enable covered workers and

employers to share the cost of the program in a responsible

manner. They also have the virtue of being highly visible,

which helps to maintain the vital link between benefits and

contributions.

3. Increasing the normal retirement age for Social Security benefits

to 68, phasing in he higher retirement age over a 12-year

period beginning in 1990. The future will see substantial in-

creases in the size of the retired relative to the working

population. Therefore, we think this action is necessary to

maintain payroll taxes at reasonable levels.

It is questionable whether the Nation can afford to give com-

plete inflation protection to Social Security beneficiaries, or

indeed to any other large group of individuals. Therefore, the

recommendations of the Commission should be supplemented by measures

designed to revise the present very costly procedures for adjusting

Social Security benefits for inflation. This could be done by bas-

ing benefit adjustments on the increase in wages or the Consumer

Price Index (CPI), whichever is lower. Moreover, the present CPI
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should be reexamined to determine whether revisions are needed to

avoid overstating increases in living costs.

.The Minimum Universal Pension System

We strongly oppose the Commission's recommendation that a

mandatory Minimum Universal Pension System (MUPS) be established.

Voluntary means provide a better way of supplementing the basic pro-

tection provided by Social Security. Private voluntary arrangements,

including pension plans add other private savings, offer flexibility

to meet different needs and circumstances. They are based on the

concept that once a floor of protection has been provided, further

retirement income protection should not be mandated by a government

requirement to set aside additional funds for this purpose. Instead,

individuals, working together with their employers and through in-

dividual savings, should have the freedom to choose how much of

their income should be set aside f&r additional retirement income and

how much should be used for other purposes, such as savings to meet

the expenses of educating children or buying a home.

Voluntary retirement programs are continuing to increase their

coverage and their benefits. New plans are being started and old

ones are being improved. Pension plans often start with modest

coverage and benefit levels and increase the protection they offer

later as conditions permit. Over time, therefore, gaps in the pro-

tection offered by voluntary retirement programs can be expected to

diminish. This will be especially true if we concentrate on ways

to improve voluntary programs.
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Further, mandatory pension plans would inevitably result in

financial hardship for many employers who cannot afford them. This

contrasts markedly with voluntary plans, whose establishment and

development tends to be closely correlated with financial ability.

The additional costs involved in financing the mandatory plans would

be likely to result in reduction of cash wages or other fringe bene-

fits for employees. Mandatory plans could also contribute to un-

employment among the very people who are the intended beneficiaries

of the proposal.

In view of these considerations, we urge you not to support the

adoption of a system of mandatory private pension plans.

Encouragifg Voluntary Retirement Plans

As I previously mentioned, we believe that the retirement needs

of Americans will be served best if private retirement programs re-

main voluntary. However, if voluntary private retirement plans are

to continue to expand, to cover more people and to provide higher

benefits, then it is essential to provide a favorable environment

for them. This is why we are pleased that the President's Commission

has recommended a number of changes in the tax law to encourage

savings for retirement through voluntary pension plans and other

private savings.

In particular, we strongly support the Commission's recommenda-

tion that favorable tax treatment be extended to employee contribu-

tions to pension plans. Granting employees tax deductions for their

own pension contributions would contribute to equality of tax treat-

ment for employee and employer pension contributions. It would also
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provide more adequate financing for pension plans, which would

stimulate increased coverage and higher-benefits. Adoption of this

proposal would reduce the pressures on Social Security, increase

capital formation and provide a noninflationary tax cut.

Accordingly, we strongly urge the adoption of S. 1049, a bill

which would treat employee contributions to corporate and H.R. 10

qualified pension plans as tax-deferred income up to the Individual

Retirement Account (IRA) limits (currently the lesser of 15 percent

of compensation or $1,500).

Moreover, if an employer does not choose to accept employee

contributions to his qualified plan, S. 1049 would permit his em-

ployees to make their own tax deductible contributions to an IRA.

Under S. 1049, the tax deduction for employee contributions to

corporate and H.R. 10 plans would be available regardless of whether

the contributions are voluntary or mandatory under the plan. A de-

duction for mandatory contributions would make it feasible for many

employers, especially small ones, to establish a,plan they could not

otherwise afford by having their employees share in the cost. It

would also enable employers to improve benefits in situations where

they could not bear the full cost of the improvement by themselves.

The Council's views on Employee Retirement Savings Deductions

were set forth in greater detail in testimony before this Subcommittee

on February 24 and before other Congressional panels. Therefore, I

shall not go into any further detail at this time.

I appreciate the opportunity to present the views of the Council

ind would be glad to answer any questions the Subcommittee may have.



210

American Council of Life Insurance

)1850 K Street, N.W.,
Wa4hington D.C. 20006
(202) 8624000

STATEMENT OF FRANK H. DAVID ON BEHALF OF THE AMERICAN COUNCIL
OF LIFE INSURANCE BEFORE THE SUBCOMMITTEE ON SAVINGS,

PENSIONS AND INVESTMENT POLICY OF THE SENATE FINANCE COMMITTEE
May 15, 1981

I am Frank David, Vice President and Associate Actuary of the

Prudential Insurance Company of America and Chairman of the Pension

Committee of the American Council of Life Insurance. I am appearing

here today on behalf of the Council which represents 519 life in-

surance companies. These companies account for 95 percent of the

life insurance in force, 99 percent of the reserves for insured

pension plans and 97 percent of the assets of all life insurance

companies.

We are pleased that your distinguished Subcommittee is holding

this public hearing on the recommendations of the President's Com-

mission on Pension Policy as incorporated in the Commission's final

report, mComing of Age Toward a National Retirement Income Policy",

which was issued on February 26, 1981. We share the Commission's

objective of securing an effective and equitable means of providing

for the retirement income needs of our older population. As I will

indicate in detail, we believe that many of the Commission's recom-

mendations represent important contributions toward this desirable

goal. However, as will be noted below, we disagree with other

Commission recommendations.
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In evaluating the Commission's recommendations, we believe it

is important to keep in mind that at present the retirement needs of

our people are met through two basically different kinds of retire-

ment programs: Social Security, which is compulsory and almost

universal in coverage; and private savings, including pension plans,

which are voluntary. While these two programs supplement each other,

each has a different function to perform. Social Security provides

the basic floor of protection for retired or disabled workers and

for the survivors of deceased workers. Private pension plans and

other voluntary savings then have the job of bringing retirement

income up to levels which more nearly reflect the individual's pre-

retirement standard of living, building on top of the floor of

protection provided by Social Security. Private plans offer flexi-

bility to meet different needs and circumstances.

Social Security

The President's Commission is to be commended for calling,

attention to the severe financial problems now faced by Social

Security. The retirement program, OASI, now faces acute short-range

financial problems which are being accentuated by stagflation which

increases benefits and decreases receipts. According to recent

estimates, unless appropriate remedial action is taken, the OASI

trust fund could be depleted as soon as early 1982 when funds could

become insufficient to pay the benefits that are dueY.- Social

Security also faces long-run deficits on the basis of what now seems

to be the most reasonable economic and demographic estimates. The

le Report of the Subcommittee on Social Security of the Committee
on Ways and Means, Social Security and Econom0ic Cycles , 96th
Congress, 2d Session, November 12, 1980.
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projected deficits increase substantially beginning in the second

quarter of the next century when the ratio of Social Security recipi-

ents to active workers will rise to relatively high levels, placing

heavy financial burdens on the active workers who support the system.

In our opinion, these financial problems should be resolved

promptly by actions designed to assure Social Security adequate fi-

nancing through payroll taxes and by curbing the undue growth in

Social Security benefits which threatens to undermine the financial

stability of the system. We therefore support the following recom-

mendations made by the President's Commission on Pension Policy

which are consistent with this objective:

1. Authorizing the retirement (OASI), Disability Insurance (DI)

and Hospital Insurance (HI) trust funds to borrow from each other,

if this is found to be necessary to prevent any of these funds from'

declining to inadequate levels. In our opinion, such borrowing

authority should be provided as an aid in handling emergency situa-

tions, However, it should be noted that such borrowing merely rep-

resents a bandaid and provides only short-run relief. It does not

resolve the underlying financial problems of the Social Security

system and should not be permitted to distract from the basic actions

that are required to place the system on a sound financial basis.

Social Security is too important for our older population and the

Nation to permit the present financial imbalances to continue.

2. Recognizing the importance of adequate payroll taxes to

finance Social Security. We believe that Social Security payroll

tax rates should be set at levels that are adequate to finance the

benefits provided by law, which should be kept at reasonable levels
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within the Nation's fiscal capacity. Social Security should continue

to be financed solely through payroll taxes paid equally by covered

workers and employers. Such payroll taxes enable covered workers

and employers to share the cost of the program in a responsible

fashion. These taxes have the capability of producing the large sums

necessary to finance Social Security. Moreover, they have the virtue

of being highly visible which helps to maintain the vital link be-

tween an employee's benefits and his or her contributions.

Failure to maintain payroll tax rates at adequate levels would

require the use of general revenues to finance Social Security. In

a sense, there is no general revenue available to finance Social

Security in view of the large budget deficits confronting us.

Accordingly, general revenue financing would reduce confidence in

the Social Security system, as it would be widely construed as a sign

that we are not willing to face up to the hard issues involved in

placing the system on a sound financial basis.
We believe that the advantages to be gained from payroll tax

financing apply to all the major Social Security programs--including

OASI, DI and HI. Moreover, we believe that it would be a serious

error to attempt to single out parts of the Social Security program,

such as so-called welfare elements", for general revenue financing.

Social Security, historically, has taken both equity and adequacy

into consideration in providing benefits and properly so. Moreover,

once general revenue financing is introduced in financing part of

Social Security benefits, there is strong danger that it will spread

to the remaining portions. ,
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3. Increasing the normal retirement age for Social Security

benefits to 68, phasing in the higher retirement age over a 12-year

period beginning in 1990. The Commission further recommends that

the Social Security early retirement age, now 62, should be raised

to 65. These Commission recommendations recognize that Americans

are now living significantly longer and are generally able to work

until a later age than they did in 1935 when the earliest retirement

age for the receipt of benefits was set at 65. As life expectancy

becomes longer, it is appropriate to reapportion an individual's life

span between years of work and years of retirement. The Age Dis-

crimination in Employment Act, as amended in 1978, recognizes this.

by generally prohibiting mandatory retirement prior to age 70.

Unless the retirement age is increased, the future will see

substantial increases in the relative size of the retired population

and relatively smaller numbers of active workers to carry on the

Nation's productive process. This change will be especially marked

in the early part of the next century when the front end of the post-

World War II baby boom will begin to reach 65. At present, there

are about 20 persons aged 65 or over for each 100 persons at the

working ages 20-64. According to the most recent intermediate es-

timates of the Social Security Administration, this *retirement-

dependency ratio" will increase only moderately over the next 25

years, but will then climb sharply, reaching a high of 38 in 2030

and thereafter.

Social Security should recognize these important demographic and

social developments. A gradual increase in the minimum retirement

age for receipt of full benefits would help to stabilize the financial
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position of the Social Security system and would avoid placing undue

financing burdens on the working population. For example, an in-

crease in the normal retirement age under Social Security, which be-

gins to take effect gradually after a long notification period to

avoid any possible hardship, would reduce the ratio of retirees to

active workers in tham next century and would eliminate about two-

thirds of the long-term (75-year) average deficit projected on the

basis of the intermediate assumptions of the 1980 Trustees Report.

4. Extending mandatory Social Security coverage to all new

workers who otherwise would not be covered and eliminating benefit

gaps and unintended subsidies to workers who have not had substantial

Social Security coverage. These Commission recommendations are

essential as a step toward elimination of the present gaps in the

protection of federal government employees and many employees of

State and local governments and nonprofit institutions. Adoption of

the recommendations would permit the Social Security tax burden to

be shared more equitably. It would also avoid the cost increases

for Social Security which now result when employees in government

service not covered by Social Security for most of their work careers

qualify for comparatively large Social Security benefits by taking a

job in covered employment and paying Social Security taxes for a

relatively brief time.

For similar reasons, we also support the Commission's recom-

mendation that the current option of allowing covered government and

nonprofit groups to withdraw from coverage under the Social Security

system be terminated.



216

5. Improving the special minimum benefit for long-service

workers. We are sympathetic to the Commission's objective of tar-

geting additional benefits to low income, long-service workers with-

out affecting benefits to short career workers or to other bene-

ficiaries with moderate to high earnings. The present "special

minimum" benefit amounts to $14.45 times the number of covered years

in excess of 10, but not in excess of 30. One possibility of im-

proving this special minimum would be to give credit for up to 35

years of coverage (instead of 30 years) and to count up to 10 child

care years as years of coverage.

These recommendations of the President's Commission should be

bolstered by measures designed to revise the present very costly

procedures for adjusting Social Security benefits for inflation. It

is questionable whether the Nation can afford to completely insulate

Social Security beneficiaries, or indeed any other large group of

individuals, from inflation. One possible revision would be to

limit the annual increase in Social Security benefits under automatic

indexing to the increase in wages for years when wages increase less

than the CPI. Moreover, the present CPI should be reexamined to

determine whether revisions in the index are needed to avoid over-

stating increases in such living costs. The present indexing pro-

cedure, for example, gives undue emphasis to the increased cost of

home ownership associated with rises in mortgage interest rates,

since the bulk of the Social Security beneficiaries do not purchase

new homes.

In our opinion, it is most essential in dealing with such

indexing problems to prevent benefits from soaring to indefensible
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levels in order to keep benefits within the Nation's financial

capacity.

Finally, we support phasing out the regular minimum benefit,

which has outlived its usefulness, and benefits for full-time

students aged 18-21, which are costly and inefficient means of

providing educational assistance. We also support the concepts in

the Administration's proposals to tighten the administration of

DI benefits to prevent excessive benefits.

The Minimum Universal Pension SYstem

The President's Commission recommends that a Minimum Universal

Pension System (MUPS) be established for all workers. This system

would be mandatory and would be funded by employer contributions

with a 3 percent of payroll contribution as a minimum benefit stan-

dard. The system would cover all employees over the age of 25 with

one year of service and 1,000 hours of employment with their employer.

Vesting of benefits would be immediate.

This proposal, in effect, would impose an additional layer of

required retirement benefits on top of Social Security. It is

supported on the ground that mandatory pension plans would be prefer-

able to a further increase in Social Security benefits as a means of

providing additional retirement benefits to employees. Unlike Social

Security, which is financed on a pay-as-you-go basis, MUPS would be

pre-funded thereby adding to capital formation. Moreover, since

MUPS would be administered by private companies, including insurance
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companies, banks and trust funds, the advantages of private management

would be maintained.

We strongly oppose the adoption of such a system of mandatory

pension plans. Our major reasons for this position are summarized

in the following conclusion of the National Commission on Social

Security which is presented in its final report, "Social Security in

America's Future":

The National Commission does not believe that
the federal government should require employers to
provide pensions. Workers not now covered by pen-
sions tend to be lower-paid employees. Pension
benefits would probably be financed through lower
wages. Low-paid employees may be unwilling or un-
able to afford to forego part of their wages for
pension contributions. Employers who do not pro-
vide pensions tend to be small businesses or less
successful firms that are hard pressed to meet their
current obligations. The added financial and ad-
ministrative burdens of mandatory pensions would be
more than some could bear and still remain in
business.

The Social Security program now covers about 9
out of 10 workers on a mandatory basis. It should
continue to be the primary nationwide program for
assuring workers a basic level of retirement income.
The Commission believes it is neither necessary nor
desirable for the federal government to set up and
enforce a second separate system to achieve similar
goals.2/

The Commission's MUPS proposal is wrong because it uses manda-

tory means rather than voluntary means to supplement the basic

protection offered by Social Security. There are good grounds for

using voluntary means for this purpose. Private voluntary arrange-

ments, including pension plans and other private savings, provide

flexibility to meet different needs and circumstances. They are

2/Final report of the National Commission on Social Security, March,
T981, p. 51.
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based on the concept that once the floor of protection has been

provided, further retirement income protection should not be mandated

by a government requirement to set aside additional funds for this

purpose. Instead, individuals, working together with their employers

and through individual savings, should have the freedom to choose

how much of their incomesshould be set aside for additional retire-

ment income protection and how much should be used for other purposes,

such as saving to meet the expenses of educating children or buying

a home.

Apparently, the Commission's recommendation for MUPS is based in

large measure on the judgment that voluntary private pension plans

are not capable of building sufficient retirement income protection

on top of the basic Social Security benefits to bring total provision

for retirement income to desired levels. However, voluntary private

pension plans have a record of substantial accomplishments. Con-

siderable attention has bee.- given to estimates showing that only

about one-half of all workers are now participating in pension or

profit-sharing plans. These estimates, however, are based on a

working population which includes workers as young as 16 years of

age and part-time as well as full-time workers. The participation

rate is considerably larger when attention is focused on full-time

private sector workers age 2 5 - 6 4 .3/ Generally', these are the workers

for whom the Commission recommended the MUPS. A recent study

estimates that in 1974 between 62 percent and 67 percent of

such workers were participants in pension and profit-sharing

I/Workers in this category represent about 58 percent of the total
work force"

84-763 0-81--is
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plans.4/ Similar findings were noted under a Department of Labor/Social

Security Administration survey.- In our opinion, these are more

pertinent figures than the frequently cited 50 percent participation

rate. Moreover, about 69 percent of all workers are employed by

firms with pension plans so that they have the potential to parti-

cipate in a plan.

In evaluating the need for mandatory pension plans, it is also

important to recognize that voluntary retirement programs have not

yet reached their full potential. There are, it is true, gaps in

the extensive retirement protection now offered by such voluntary

programs. However, voluntary retirement programs are continuing to

increase their coverage and their benefits. New plans are being

started and old ones are being improved. It is fairly customary,

for example, for pension plans to start with modest coverage and

benefit levels and to increase the protection they offer later as

conditions permit. Over time, therefore, whatever gaps exist in the

protection offered by voluntary retirement programs can be expected

to diminish. This will be especially true if we concentrate our

primary attention on ways to improve voluntary programs.

As the National Commission on Social Security has noted, because

mandatory pension plans would be imposed on very large numbers of

employers in widely different economic circumstances, they would

4/See Employee Benefit Research Institute, Retirement Income Policy:
Considerations for Effective Decision Making 1980, p. 25, and ICF
Outline of Study Paper on Retirement Program Coverage, July 2, 1980,
p. 2.

5/See Survey of Pension Plan Coverage, 1972 and 1979, Department of
Labor/Social Security Administration, as described in Preliminary
Findings of a Nationwide Survey on Retirement Income Issues, Presi-
dent's Commission on Pension Policy, May 1980.
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inevitably result in financial hardship for many employers who cannot

afford them. This contrasts markedly with voluntary plans whose es-

tablishment and development tends to be closely correlated with

financial ability.

Even a relatively modest system of mandatory pension plans would

ignore the question of whether the Nation as a whole and the specific

firms involved can afford the supplementary retirement income pro-

tection. The additional costs involved in financing the mandatory

plans would likely result in reduction of cash wages or other fringe

benefits for employees. To the extent that the employees prefer the

cash wages or other fringe benefits, their overall economic position

would be impaired rather than improved. Many workers, particularly

those at the younger ages, prefer higher cash wages and/or more life

insurance and accident and health insurance protection to additional

pension benefits. Mandatory plans could also contribute to unem-

ployment among the very people who are the intended beneficiaries of

the proposal. The overall welfare of employees is likely to be im-

proved if they, working together with their employers, are given as

much choice as possible as to the relative importance of each of the

components in their total compensation package, instead of having

one component, namely pensions, mandated by the government.
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Encouraging Voluntary Retirement Programs

As noted above, we believe that the retirement needs of

Americans will be served best if private retirement programs remain

voluntary. However, if voluntary private retirement plans are to

continue to expand, to cover more people, and to provide higher

benefits, then it is essential to provide a favorable environment

for them. Appropriate tax treatment is a major element, perhaps the

single, most important element, in providing such a favorable en-

vironment for private sector pension plans.

The Council has previously testified before this Subcomnittee

and other Congressional panels in support of legislation that would

encourage-private citizens to save for retirement. We are therefore

pleased that the President's Commission has recommended a number of

changes in the tax law to encourage savings for retirement through

voluntary pension plans and other private savings. We believe that

appropriate tax measures would have much potential for stimulating

increased pension coverage and improved retirement benefits.

There are a number of specific steps that should be taken now

to encourage the development of private retirement programs:

1. We vigorously support the Commission's recommendation that

favorable tax treatment be extended to employee contributions to

pension plans. Present law frequently discourages employee pension

contributions by failing to give any tax allowances for such con-

tributions, thereby, in effect, requiring such employee contributions

to be made with so-called "after-tax dollars", namely, income on

which the employee has previously paid income tax. This differs

markedly from the tax treatment afforded to employer contributions
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to qualified corporate and H.R. 10 pension plans. The employer

receives a tax deduction for such contributions which are not taxed

to the covered employees until actually received or made available

to them as pension benefits. Granting employees tax deductions for

their own pension contributions would contribute to equality of tax

treatment for employee pension contributions and employer pension

contributions. It would also provide more adequate financing for

pension plans, which would be likely to result in increased coverage

and higher benefits.

During the past several years there has been increased realiza-

tion that there is a critical need to increase long-term investment

capital in the United States and to encourage individuals to save

more. Illustrative of this is the fact that as of the fourth quarter

of 1980, Americans saved only 5.1 percent of disposable income, which

is significantly below the savings rate of other industrial actions.

This lack of savings is perceived as a major problem by a

majority of Americans. A recent independent public opinion survey,

commissioned by the Council,6/ indicates that while 63 percent of

all Americans feel they are saving too little, an even higher 72

percent of working Americans feel their savings toward retirement

are inadequate. Moreover, almost half the work force feels they

will not be able to afford to retire.

These concerns are an important reason for the overwhelming

public opinion which favors tax incentives for retirement savings.

Indeed, the survey indicates that Americans support this concept by

an overwhelming 72 percent to 15 percent margin.

V Roger Seasonwein Associates, "Americans and Retirement: The
financial Crisis", February, 191.
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As has been graphically demonstrated during the last several

years, -adequate retirement security for all Americans by Soc lx

Security alone is neither feasible nor desirable. In addition to

private pension plans, individual savings are necessary to reach the

goal of an affordable retirement income system. With the current

low rate of individual savings, tax incentives are needed to increase

individual savings and improve the adequacy of retirement income for

a broad cross section of Americans. It is important to note that

89 percent of the public feels the current level of taxation keeps

people from saving more. Moreover, the Canadian experience with

Registered Retirement Savings Plans (RRSP) indicates that tax in-

centives-will be widely used and can yield effective results.

In addition to increasing savings among people participating in

pension and profit-sharing plans, and thereby improving the adequacy

of retirement income, there are several other advantages to an Em-

ployee Retirement Savings Deduction (ERSD). These include reducing

the pressures on Social Security, increasing capital formation,

providing a noninflationary tax cut, and encouraging new plan forma-

tion:

Increased Capital Formation. Retirement savings are an impor-

tant source of long-term investment in the capital goods so essential

for a growing and dynamic economy. By the end of 1979, $363 billion

in pension assets administered by life insurance companies were help-

ing to create jobs and improve productivity in our Nation. ERSDs

would significantly increase the availability of such capital.

Noninflationary. By encouraging long-term savings and thus

contributing to the capital resources of the Nation, ERSD is one of
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the few individual tax cuts that is not inflationary, since money

saved through this system will not be used for consumption.

Encourage New Plan Formation. By encouraging employee contribu-

tions, employers, who could not otherwise afford the cost of a plan,

will now find a plan more affordable. This will be particularly true

among small and newer employers who find it difficult to form plans

because of costs.

Reduced Pressures on Social Security. By encouraging indivi-

duals to sava more for their retirement and employers to establish

qualified pension plans, ERSD will alleviate escalating pressures

on the Social Security System. The pressures will otherwise become

overwhelming during the next several decades, as fewer workers are

required to fund benefits for a greater number of recipients.

Accordingly, we strongly urge the adoption of legislation that

would provide a tax deduction for employee pension contributions if

the Congress decides to develop a tax bill that will provide more

than the straight rate reduction as proposed by the Reagan Adminis-

tration. Specifically, we support S. 1049 which contains all" the

features we believe are necessary for a meaningful and successful

retirement savings program:

(a) S. 1049 would allow employee contributions to corporate

and H.R. 10 qualified pension plans to be treated as tax-

deferred income up to the Individual Retirement Account

(IRA) limits (currently the lesser of 15 percent of

compensation or $1,500). Within these limits, employee

pension plan contributions would be deductible for federal

income tax purposes when made, and the retirement income

0
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flowing from these employee contributions would be taxable

when received. Making the limits the same for plan par-

ticipants and nonparticipants would eliminate any potential

confusion on the part of employees as to the maximum

amount that may be contributed for retirement savings and

would simplify administration for employers and the govern-

ment. It would also avoid any incentive to drop out of a

plan in order to get a larger deduction.

(b) Moreover, if a particular employer does not choose to pro-

vide for employee contributions to his qualified plan, then

we believe that the employees of that employer should be

free to independently make their own tax deductible con-

tributions to an IRA. S. 1049 allows this option.

(c) S. 1049 provides that the tax deduction for employee

contributions to :corporate and H.R. 10 pension plans would

be available, regardless of whether the employee contribu-

tions are voluntary or mandatory under the plan. A de-

duction for mandatory contributions would make it feasible

for many employers, especially. small ones, to establish

plans they could not otherwise afford by having their em-

ployees share in the costs of their retirement program,

and/or make it possible for them to improve benefits in

situations where the employers would, themselves, be unable

to pay the full cost of the benefit improvement. In

addition, allowing a deduction for mandatory contributions

would discourage employees from abandoning their plans in
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order to contribute to an IRA because of the current tax

benefit and would discourage employers from converting

their plans, which currently require mandatory contribu-

tions, to arrangements where the employees contribute on

a voluntary basis in order to get the tax deduc-

tion.

(d) In addition, the deduction for employee pension contribu-

tions under S. 1049 would not be phased out at a specified

income level or completely denied to a specified income

group. Such a phase-out or other limitation would have the

most severe impact on the middle-income taxpayers, who are

already most heavily burdened by our graduated income tax

system, and are a group that should clearly be encouraged

to save for their own retirement. While the low- or

moderate-income worker can rely in whole, or in large

measure, on pre-retirement income replacement through

Social Security pension benefits, the middle-incoie wage

earner cannot. Moreover, the denial of tax deductions for

employee contributions for those individuals--for example,

the principals of the so-called "Mom and Pop" family

businesses, and other small and moderate-sized corporate

entities--who are in a position to decide whether or not

to establish a pension plan, would clearly reduce their

incentive to set up plans, which will cover their employees

as well as themselves.

2. As the Commission points out, our present tax laws accord

nonuniform tax treatment to different kinds of retirement programs
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described in the Internal Revenue Code. For example, the limits

placed on deductible employer contributions to H.R. 10 qualified

pension plans and on employer-sponsored IRAs established pursuant

to section 408(c) of the Code are generally more severe than those

applying to corporate qualified pension plans. At present, a self-

employed individual's annual tax-deductible contribution--to all

H.R. 10 plans maintained on his/her own behalf--is limited to the

lesser of 15 percent of earned income or $7,500 a year. Tax-

deductible contributions to IRAs are limited to the lesser of 15

percent of earned income or $1,500 a year ($1,750 where a married

individual sets up IRA accounts for the spouse of himself or her-

self).

3. We believe that, at a minimum, the limits in the allowable

tax deductible contributions to H.R. 10 qualified pension plans and

IRAs should be increased to correspond with the substantial increase

in the cost of living since 1974, when the present limitations were

set. Provision should also be made for the automatic indexing of

these limits for increases in the cost of livingin future years.

Actually, it would be desirable to raise the allowable limits on tax

deductible contributions to H.R. 10 plans more than these minimum

increases to reduce or eliminate the artificial disparity with the

limits applicable to other plans. Consideration might also be given

to further increases in the IRA limits. However, a careful balancing

is needed in that, if the allowable tax deductible contributions to

IRAs are made too large, owners and managers of businesses might be

induced to use IRAs only for themselves, thus reducing the incentive

'aI



229

to establish any pension plans at all for the benefit of the rank

and file employees.

Integration of Pension and Social Security Benefits

The Commission recommends that changes be made in the current

integration rules which are applicable to voluntary pension plans

"...so that the result is consistent with the fulfillment of re-

tirement income goals". The Commission notes in this regard that

certain aspects of the present integration rules are consistent

with the goals of coordinating retirement programs while other as-

pects are not. It specifically indicates that the current integra-

tion rules may discourage the fulfillment of retirement income goals,

particularly for low wage earners.

Because the details of the Commission's proposal are not spelled

out, it is difficult to tell what specific changes in integration

would be involved. Accordingly, we would like, at this point, to

set forth some specific comments and principles in regard to inte-

gration.

It seems to us that if overall retirement programs are to be

successful, we must not only utilize both Social. Security and private

programs; we must also coordinate the two kinds of programs so that

the combined benefits that they provide are reasonable in relation

to pre-retirement earnings at different income levels. This in turn

requires that an appropriate method of integrating Social Security

benefits and pension benefits be provided to assure that qualified

pension plans do not discriminate in favor of high-paid employees and

against low-paid employees.
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The approach should recognize that it is the combined amount of

pension and Social Security benefits received by retired employees

and not their pension benefits alone that is pertinent for purposes

of determining whether a pension plan qualifies for the tax treat-

ment associated with qualified plans by meeting the test of not dis-

criminating against low-paid employees. This is crucial since, un-

less Social Security benefits are recognized for this purpose, it

will be impossible to coordinate the private pension system and Social

Security in any coherent manner. Fortunately, our tax laws have

recognized the general principle that Social Security benefits should

be recognized for purposes of applying the nondiscrimination tests

of the Internal Revenue Code since those tests were first adopted.

In effect, this is done by treating employer financed pension con-

tributions or benefits as nondiscriminatory under the tax laws if

such contributions or benefits plus Social Security benefits do not

constitute a higher percentage of pre-retirement pay for high-paid

employees than for low-paid employees.

A pension plan should continue to have the option of taking

Social Security benefits into consideration for purposes of satisfy-

ing the nondiscrimination .ules of the Internal Revenue Code. The

present integration procedures for determining whether a pension

plan qualifies under the Internal Revenue Code have this general

objective in mind, but are overly restrictive and unnecessarily

complicated.

Moreover, in designing an integration procedure, it is important

to guard against a basic philosophy such as seems to be implicit in

the integration proposal made by the Treasury Department in 1978.
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This proposal would require qualified plans to provide many covered

employees in the lower-pay brackets with private pensions large

enough to bring their combined pension and Social Security benefits

above their pre-retirement gross earnings. Such a requirement is

not consistent with the basic objective of pensions--namely, to pro-

vide retired individuals with a replacement of their previous

earnings--and should be avoided. In addition, public purpose would

seem ill-served by forcing employers to provide excessive pensions

to lower-paid employees in order to provide adequate pensions for

higher-paid employees. Money spent on excessive retirement benefits

for any employees may well come at the expense of current wages and

may therefore decrease their present standard of living.

To assure equitable integration procedures, the following three

principles should be followed:

1. No pension plan should be qualified which provides a higher

combined replacement ratio (counting Social Security plus private

pension benefits) for higher-paid employees than for lower-paid em-

ployees.

2. The entire Social Security benefit should be taken into

consideration in determining total retirement income--there should

be no adjustments on the assumption that a portion of Social Security

taxes is paid by employees. Social Security benefits represent an

intergenerational transfer of income, and the benefits paid to the

current retired individuals are, in effect, financed by the con-

tributions of current taxpayers. Accordingly, any attempt to dis-

tinguish between "employer provided" and "employee provided" Social

Security benefits for purposes of integrating Social Security and
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pension benefits is meaningless and should be abandoned as a

component in the integration formula.

3. No plan should be required to provide a benefit which,

together with Social Security benefits, replaces more than 100 per-

cent of pre-retirement earnings of any individual.

Finally, we support the Commission's recommendation that the

current integration rules be made less complex. The Council believes

the integration rules now in use are outdated and lack needed flexi-

bility. However, simplification should not be pursued with such

single-mindedness that current plans are forced to make radical

changes in their contribution or benefit structure or that the basic

rationale for the integration rules is discarded. Therefore, a

grandfather clause should be provided when there is any change in

the existing rules so that plans which met the integration rules

prior to the change will retain their qualification as long as there

is no change in plan benefits.

Vesting

We support the Commission's recommendations that ERISA's vesting-

standars should not be changed for pension benefits above the MUPS

minimum and that private plans should be encouraged, but not re-

quired, to provide faster vesting.

The Employee Retirement Income Security Act of 1974 (ERISA)

already mandates adequate minimum vesting standards for pension plans.

It requires every plan to meet one of three minimum vesting formulas

to help assure workers the right to a future pension benefit.7/

7/Specifically, the three minimum vesting formulas provided by
ERISA are as follows:
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Moreover, in administering the anti-discrimination rules of the

Internal Revenue Code, the Internal Revenue Service requires faster

vesting than the ERISA formulas for most small plans as a condition

for a favorable ruling as to qualification.

We believe that the Commission was wise in not recommending

new tighter vesting standards. Although additional time is needed

to assess their full impact, the present ERISA vesting standards

appear to represent a reasonable balance between the need to protect

employees' pension rights and the need to keep the cost of pension

plans within feasible limits. Mandating new stricter minimum vesting

standards for pension plans would involve the danger of disturbing

this balance and would discourage the adoption of new plans and ex-

pansion of existing plans by increasing their costs for short-term

employees. Reliance on voluntary action to provide further improve-

ments in vesting avoids these undesirable results because it gives

employers the flexibility to provide such improvements when they are

compatible to the firm's financial situation.

Moreover, just the fact that new vesting standards would require

pension plans to be amended again would have a disturbing effect.

During 1976 and 1977, plans were amended to conform to the ERISA

requirements. Recently, plans have been further amended to conform

to final ERISA regulations. The adoption of still another set of

2!Continued:

1. Total vesting after 10 years of service.

2. Vesting of 25 percent of accrued pension benefits after 5 years,
increasing by 5 percent each-year for the next 5 years and
by 10 percent for the following 5 years, resulting in 100
percent vesting after 15 years.

3. Fifty percent vesting when age and length of service totals
45 years with a minimum of 5 years of service, or, if earlier,
after 10 years of service. Vesting is then increased 10 per-
cent a year in each of the next 5 years so that 100 percent
vesting is attained at the end of that 5-year period.
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vesting standards would require present plans to be amended again at

a time when they are still adjusting to the ERISA rules. Further

changes would have an unfavorable impact on the development of pen-

sion plans. The resulting additional costs and administrative

burdens might very well cause an additional number of small employers

to say 'enough is enough" and to simply terminate their plans.

It should be noted that the ERISA vesting formulas are minimum

standards and pension plans frequently provide faster vesting than

is required. Throughout their history, pension plans in the United

States have continued to provide substantial improvements in the

vested rights accorded to covered employees on a voluntary basis.

The usual practice is for pension plans to be adopted with relatively

modest features and then to be continually improved by providing more

desirable features, including more rapid vesting. Judging from past

experience, pension plans will continue to improve vesting through

voluntary action.

The evidence indicates that vesting of pension rights has become

more prevalent in recent years. In a 1979 national survey, jointly

sponsored by the Social Security Administration and the Department

of Labor, 48 percent of the workers covered by retirement plans in-

dicated that they had vested rights to pension benefits.8/ This

compares with 32 percent who stated that they had vested pension

rights in a 1972 survey.

8/Pension Coverage and Vesting Among Private Wage and Salary Workers,
T979.: Preliminary Estimates From the 1979 Survey of Pension Plan
Coverage, Gayle Thompson Rogers, Division of Retirement and Survivors
Studies, Social Security Administration, June 1980. It is probable
that more than 48 percent of the covered employees had vested rights
in 1979 because 18 percent of all workers covered by the survey said
they didn't know whether they had vested rights and some of these
may have had such rights.
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Moreover, vested rights become more prevalent as the age of

the covered workers increases. For example, in the same 1979 survey,

68 percent of the workers aged 55 and older said they had vested

rights.2 / This is highly significant since it indicates that a very

substantial portion of covered workers approaching retirement age

had vested rights. The future will undoubtedly see a considerable

increase in the number of employees with such rights under present

law.

We oppose, however, the Commission's recommendation that cash-

outs of pension benefits over $500 be prohibited unless transferred

to an IRA or the plan of another employer. We believe this proposal

would drastically reduce the ability of pension plans to respond in

a flexible manner to the needs of individual participants. Moreover,

the effectiveness of such a requirement in preserving benefits for

retirement age is questionable when the amount involved is only

slightly in excess of $500. In addition, there would be some adminis-

trative expense and reporting requirements that would outweigh any

benefits to the participants. We prefer the flexibility of the "cash

out" rules currently in ERISA (section 204(d) of ERISA).

Increase in Retirement Ages Under Private Pension Plans

The Commission recommends that ERISA be amended to permit

private pension plans on a voluntary basis to increase their normal

retirement age in tandem with Social Security.

We support this recommendation. It is extremely likely that the

normal retirement age under voluntary private pension plans will

9/More than 68 percent of these workers probably had vested rights
Because 14 percent of the workers aged 55 and older covered by the
survey indicated that they did not know whether they had vested
rights and some of these workers may have had such rights.

84-76 0-81- 16
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increase should the retirement age under Social Security be raised.

However, such increase in retirement age under private plans

should, as the Commission recommnds, be entirely voluntary. Private

pension plans differ substantially from Social Security, which is

provided on a mass basis and is financed through compulsory contribu-

tions. In accordance with their voluntary nature, private plans

should be allowed to adjust their features to accommodate the par-

ticular needs and circumstances of the parties involved.

Ownership and Control of Pension Fund Assets

The Commission believes that concerns relating to the ownership

and control of pension fund assets are among the most important

social and economic public issues facing the Nation in the upcoming

decade. One question to be studied is whether private and public

pension funds should invest to achieve various social goals. The

Commission further believes that not enough is known about these

issues to make any recommendations. Therefore, the Commission recom-

mends that a Presidential Commission be established to study these

issues. In the interim, the Commission recommends that ERISA's pru-

dence standards not be construed so as to prevent pension funds from

making "social investments. We oppose these recommndations.

The Council strongly believes that the prudence standards of

ERISA, which are designed to enhance and protect the retirement

security of plan participants, should not be compromised in order to

accommodate social investments. Jeopardizing yield or safety of

principal would be contrary to the best interests of plan partici-

pants and the underlying theory of ERISA.
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Conclusion

Retirement income for Americans should continue to be provided

through Social Security and voluntary private retirement arrange-

ments. Social Security should provide the basic floor of retirement

income protection. Private voluntary retirement arrangements should

supplement this basic floor of protection in order to bring retire-

ment incomes closer to levels which will enable retirees to maintain

their pre-retirement standards. However, a number of actions are

required in order to make this retirement system work effectively.

Social Security should not be expanded beyond its proper floor

of protection role to provide benefits which can be better provided

by private voluntary retirement arrangements. The system should

continue to be financed by payroll taxes, without general revenue

financing. Social Security costs must also be kept within the limits

of the Nation's fiscal capacity. In particular, ways must be found

to reduce the projected sharp increases in Social Security expendi-

tures in future years. The Commission has made a number of recom-

mendations which would be helpful in this regard, including a later

retirement age under Social Security and coverage under Social

Security of all newly-hired government workers and employees of non-

profit institutions who would not otherwise be covered. In addition,

we urge that present methods of indexing benefits for inflation be

revised to reduce the soaring costs which are in prospect under

present procedures.

The private sector is making an important and indispensable

contribution towards supplementing the basic floor of protection
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provided by Social Security through voluntary private pension plans

and private savings. It is important to create a favorable environ-

ment for such voluntary private retirement arrangements in order to

encourage provision for adequate retirement income and, in so doing,

to supply the capital formation needed for a dynamic economy. For

this it is necessary to have appropriate procedures to integrate

pension and Social Security benefits, which avoid discrimination

against low-wage earners and at the same time do not require the

combined amounts of Social Security and private pension benefits to

provide unreasonably large replacement of wages.

However, we believe that the Commission's proposal for the

adoption of mandatory pension plans (MUPS) would be unproductive and

not in the best interests of employees. Instead, tax policies should

be designed to encourage all individuals and their employers to save

whatever funds are necessary to finance an adequate retirement in-

come, building on top of the floor of protection offered by Social

Security. This involves continuing and expanding the present tax

treatment to encourage the growth of private pension plans and pri-

vate retirement arrangements. We therefore endorse the Commission's

recommendations to allow employees covered by pension plans to take

tax deductions for their contributions to such plans and to give more

consistent treatment to all types of retirement savings.

I appreciate the opportunity to express the Council's views and

would be happy to answer any questions the Subcommittee might have

or to furnish any additional information the Subcommittee might de-

sire.
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ABA concurs with the Couission's belief that a sensible, coordinated

and comprehensive national retirement income policy is needed to assure

retirees of a reasonable standard of living.

In addition, we agree that an expanded private pension system is a highly

desirable goal. However, ABA opposes a mandatory system. Instead Congress

should adopt a comprehensive program of incentives to encourage employers to

establish plans and individuals to save for their retirement. Incentives should

include increased deductions for Keogh aid IRA plans and broader eligibility.

Employee contributions to qualified plans should also be given favorable tax

treatment.

A way must be found to simplify the numerous complicated and technical

requirements presently entailed in establishing and administering employee bene-

fit plans. It is widely recognized that these requirements discourage employers

from establishing plans for their employees. Reporting and disclosure require-

ments should be eased. Restrictions on the use of bank collective investment
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funds, especially for Keogh and IRA accounts, should be removed.

The prohibited transactions provisions should be eliminated in favor of

an "adequate consideration" test. These provisions deprive employee benefit

plans of many first class investments.

With respect to the investment of employee benefit funds, ABA continues

to believe that the "exclusive purpose" of employee benefit plans to provide

retirement benefits to participants and their beneficiaries, together with

the rule of prudence, provides the guidance and flexibility for investment

of employee benefit funds.
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Mr. Chairman and Members of the Committee: My name is Charles A. Moran.

I am Chairman of the Employees Trust Committee of the Trust Division of the

American Bankers Association and Senior Vice President of Manufacturers

Hanover Trust Company, New York.

The American Bankers Association (ABA) is a trade association composed

of more than 13,100 banks - over 90% of the nation's full service banks.

Approximately 4,000 of these banks are authorized to serve as fiduciaries

and many are serving as trustees and investment managers of employee benefit

funds. We appreciate this opportunity to present our views on the report of

the President's Commission on Pension Policy.

The President's Conmission was charged with a large and important mission

to analyze the present retirement systems, review the problems and rake recom-

mendations for change. Our Association concurs with the belief expressed by
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the Commission that a sensible coordinated md comprehensive national

retirement income policy is needed. Only then will today's workers md

beneficiaries be assured of a reasonable standard of living in their

later years.

The most far reaching of the Comission's recommendations was a

minimum (and mandatory) universal pension system (HJPS) funded by employer

contributions. This recommendation results from the Comission's conclusion

that more than 50% of workers are not covered by a private pension plan.

With the result, Social Security bears an.ureasonable proportion of the

pension burden when, in fact, it was established to provide a minimum floor

of retirement income. This conclusion is based on information that has been

interpreted differently by many professionals. We recommend you consider

the professional commentary and not just the Commission's interpretations
and conclusions.

An expanded private pension system is a socially desirable goal de-

serving of serious consideration. An expanded system would assure many

more employees of an additional source of retirement income permitting

them to maintain a standard of living reasonably related to pre-retirement.i

standards.

ABA opposes mandatory private pension coverage. At the time it

enacted ERISA Congress declined to go so far as to establish a mandatory

system yet experience has shown that, even so, the Congress went,too far.

The Coiumission itself acknowledged that many small businesses terminated

their pension plans rather than comply with the burdensome administrative

requirements of ERSIA.

Rather than increasing the presence of the Federal government in the

private pension system, government interference should be reduced. ABA
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continues to believe that if employers are given further encouragement to

establishment pension plans for employees and individuals are encouraged to

save for their later years plan participation will increase.

Rather than mandatory pension coverage, we urge the Congress to adopt

a comprehensive and coherent system of incentives. In addition disincen-

tives in present law and the way it is being administered should be addressed.

Currently, compliance with ERISA requires of employers a great deal of re-

porting and disclosure information which is neither necessary nor used.

Individuals are now encouraged through a tax deduction for contributions

to set up an individual retirement account, but only if they are not already

covered by a plan. Contributions are limited to $1,500 and other restrictions

are imposed. For many lower paid workers tax deductibility is an insufficient

incentive to save. Employees already covered by a plan who contribute to

their retirement whether through an employer plan or separately are not now

given a deduction.

Self employed people have larger contribution limits than other in-

dividuals but must comply with many of the reporting and disclosure reqirements.

For many years the private retirement system has struggled with the

diverse contributions and benefit limitation rules applicable to different

types of pension programs. Citizens generally have extreme difficulty in

understanding the complex rules. This tends to discourage the establishment

of retirement plans. Individuals in all types of pension program should

be treated more equally with respect to contribution and benefit limitations.

A way must be found to simplify the numerous complicated and technical

requirements entailed in establishing and administering pension plans.

Whether centralized administration of all pension laws in a single agency,

as the Commission recouuends, will bring about needed simplification is
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problematical. What is urgently needed is recognition by the Congress

that simplification is necessary and a willingness to work toward the goal.

ABA has recognized and would Ike to suggest a few specific areas for

needed belief. We urge the comittee to consider these as a beginning step

toward creating a regulatory climate which will foster growth of our private

pension system.

Reporting and Disclosure

The ABA urges that ERJSA be amended to streamline the paperwork require-

ments and encourage the Secretary of Labor to exercise greater flexibility

to modify such requirements. We feel that the inflexibility of approach

taken in ERISA. as interpreted by the Department of Labor is fundamentally

wrong, in delineating how, what, where and when information must be reported.

We would suggest eliminating the statutory specifics currently found in

Section 103 and giving the Secretary authority to require such reports as

he deems necessary to carry out the policy of ERISA. Such authority,

however, should be limited by requiring that he recognize that the dis-

closures must be cost-justified and not unduly burdensome and be consistent

with encouraging formation of plans and broadening their coverage. If

Section 103 is amended in this way, Section 104 should also be modified since

it is directly tied to the existing requirements of 103.

If Congress does not favor repealing all the statutory specifics in

Section 103, we would recommend that a serious review of the provisions be

undertaken to determine what information is really of benefit to the regu-

latory agencies and participants.

Further, we strongly support an amendment to Section 103(a)(3)(C)

which would mandate that accountants rely on statments prepared and
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certified by a bank or similar institution. We have been dismayed at the position

taken by the auditing commity that reliance on a bank's certification of assets

does .not meet generally accepted auditing standards and thus further testing and

confirmation uzst be done.

Use of Bank Collective Investment Funds for Keogh and IRA Funds

Under current law the assets of corporate pension plans may be collectively

invested without registration regardless of the size of the companyunder the

exemptive provisions of section 3(a)(2) of the Securities Act of 1933. Collective

trusts for self-employed (Keogh) plans, however, are excluded from this exemp-

tive provision of the 1933 Act. Nevertheless, banks,with very few exceptions

have not registered their collective trusts for Keoghs relying upon the intra-

state exemption of section 3(a)(11). This has resulted in some strange con-

sequences. In multistate communities such as Washington, D.C., New York, Chicago

or St. Louis, Keogh plan trusts that are invested collectively have been tailored

carefully so that the interest of an) participant who resides out-of-state will

not be invested in the collective fund with the others. Rather, the interest

of such a person in the plan normally is invested in an interest hearing deposit

account. Thus, Keogh plans that are collectively invested must be policed con-

tinually to ascertain when any participant moves out of the state so the part-

icipant's interest can be withdrawn from the collective trust and reinvested

in a deposit account. These nonproductive costs are borne by the plan and the

bank trustee. But the really unfortunate aspect is that the participant loses

his ability to have his pension account invested in a diversified, professionally

managed portfolio.
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Many smaller banks do not hold sufficient assets to maintain two separate

collective trusts and have considered collectively investing their Keogh plan

trusts and their corporate pension trusts in one fund under the Securities Act's

common trust fund exemption. However, they have had to decide against such action

because, according to SEC, this exemption is not available to pension trusts. Thus

registration would be required unless all the corporate and Keogh plans to be col-

lectively invested,including all their participants, reside in one state. The

reason for this result is that a pension trustee according to SEC is not a trustee

and the intrastate exemption requires all interests in a fund meet the intrastate

requirement.

When Congress created individual retirement accounts, it attempted to re-

move impediments to the collective investment of such accounts with Keogh plan

assets and other pension plan assets (See IRC Section 408(a)(5)). The SEC,

however, has taken the position that interests in collective trusts for IRAs

are not exempt from the 1933 and 1934 Securities Acts and the trusts themselves

are not exempt from the Investment Company Act. The reason for this is that

the exej tionprovisions of these securities laws are couched in terms of trusts

qualified under Section 401 of the Internal Revenue Code and IRA trusts qualify

under Section 408. There is nothing in the legislative history as to why Congress

utilized an entirely new section in authorizing an entirely new t)pe account.

It is sheer speculation to argue, as some do, it was to avoid the exemptive

provisions of the securities laws. Nevertheless, the SEC holds to the position

that banks may not invest IRAs collectively without registration and compliance

with the 1940 Investment Company Act. As a consequence, banks generally do not

invest IRA accounts in securities except for large rollover accounts where they

can be managed economically on an individual basis. Banks should be able to offer

their IRA customer UJkt same advantage3 of a collective fund as they may offer

their corporate pension customers.
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The same problem exists under the securities laws where a smaller bank wishes

to invest collectively assets it holds as trustee for personal trusts and assets

it holds as trustee for pension trusts because it does not hold sufficient

assets to establish jtwo separate collective trusts. Presumbly, the intrastate

exemption would be available under the 1933 Act to avoid registration if all the

accounts met the residency requirement or, maybe, even the common trust fund

exemption coupled with the corporate pension trusts exemption might be available.

However, according to the SEC such a collective trust would still be caught by the

Investment Company Act because the pension trust exemption and the common trust

fund exemption are found in different subsections of the Act and there is no

intrastate exemption. The common trust fund exemption alone would not suffice

because, as mentioned before, the SEC holds that the trustee of a pension trust

is not a trustee.

It is long past time to straighten out this quilt work created by the

SEC in the application of our securities laws to collective investment of

trusts. The securities laws, as construed by the SEC, contain exemptions under

which personal trusts, corporate pension trusts and Keogh pension trusts may

each be collectively invested without registration. But assets from differ-

ent types of trusts may not be combined in one fund without registration. Thus,

smaller banks often find that they are precluded from using a collective trust

fundnot because of a lack of an exemption for each type of trust the) uould

like to invest collectively, but because they do not have sufficient assets to

establish a separate collective fund for each type of trusts -- personal,

corporate pension and Keoghs. Worse still, the customers of these banks are then

deprived of the benefits of a professionally managed diversified collective

investment portfolio.
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Prohibited Transactions

* As fiduciaries and investment managers, banks have found that their over-

riding problem under ERISA is its prohibited transaction provisions. These

provisions found in almost identical form in both the labor law and Internal

Revenue Code sections of ERISA are prophylactic in nature, prohibiting tranis-

actions or dealings between a plan and "parties in interest." The code pro-

vision imposes excise taxes for such transactions even if they are entered

into without knowledge. These provisions are a clear case of regulatory

overkill.

Section 406(a) of ERISA and Section 4975 of the Internal Revenue Code

prohibit-all transactions between a plan and a party in interest, such as

sales or exchanges of property, lending of money, furnishing of goods or

services and the transfer to or use by a party in interest of any of the

plan assets. Prior to the passage of ERISA, we expressed concern

about the breadth of the application of these prohibited transaction

provisions. We recommended that the law should prohibit only those

transactions entered into for le,;s than adequate consideration when a

plan's assets are being sold, leased or otherwise transferred and those

transactions entered into for more than adequate consideration when

assets or services are being acquired. Regrettably, our concerns have

proven correct.

The significant impact of the enacted provisions on traditional

fiduciary practices can only be understood when the almost limitless
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definition of party in interest is considered. The number and variety of

possible transactions that are prohibited by the statute are enormous, and

the.vast majority of such transactions would not only be innocently entered

into but would be in the plan participant's best interests. For example,

investments in private placements are a nightmare under existing rules. Where

there are significant borrowings by U.S. companies involving major financial

institutions serving a great number of large employee benefit accounts, the

opportunity for interrelationships of interests are endless. Review of these

potential relationships is expensive, time-consuwing and not cost effective.

Frequently the result is to abort participation by fiduciaries in first class

credits.

We were told at the time the prohibited transaction provisions were formulated

that the exemption procedure would be significantly liberal so as to alleviate

any unnecessary severity of these provisions. The ABA has found the exemption

procedure to be practically unworkable. We have obtained four class exemptions.

Our first application was filed in December 1976 and was granted more than four

years later in January, 1981. Our second application filed in January, 1977

only took 3 years, while our third filed in March, 1979 was processed in a

little less than two years except the Labor Department has not yet cleared

banks being compensated for the securities lending service involved.

We urge the Congress to change the basic concept of prohibited transactions

as they relate to dealings with parties in interest. After five years of

struggling with ERISA's prohibited transaction provisions, we feel more strongly

than ever that the proper approach is that only those party in interest trans-

actions entered into for less or more than adequate consideration should be

prohibited. This standard coupled with the duty of undivided loyalty and the

exclusive purpose test of Section 404 would be sufficient to obviate any need

for the prohibitions enumerated in Section 406(a).



250

Based on our. experience, no substantive protection. would be lost to partici-

pants by this change. The breadth and force of the affirmative duties of un-

divided loyalty, exclusive purpose and prudence are more than sufficient to

reach any conceivable misconduct by a fiduciary involving a party in interest

relationship.

It is our firm conviction that Section 406(a) should be repealed, not only

because the burdens it imposes are excessive in relation to the protection it

offers participants, but also because it gives them no substantive protections that

they do not already enjoy under Section 404. There is no overt misconduct that

the Congress would want to see banned under Section 406(a) which would be per-

mitted under Section 404. Conversely, there are many beneficial transactions

and relationships which have been unduly impeded by those prohibitions, to

the detriment of participants and beneficiaries.

Collective Trust Funds and Plan Assets

The Labor Department has taken the position that if a pension plan trust

is invested in a collective trust fund the assets of the collective trust fund

are assets of the plan. As a consequence, collective trust funds are subject to

an additional layer of regulation. It seems clear from the legislative

history of ERISA that Congress did not intend this result. In fact, the

Congress specifically provided that the assets of a mutual fund whose shares

are held by a pension plan are not assets of the plan. Bank collective trust

funds should be treated the same.

Unfortunately, we failed to request such an exemption while ERISA was

before the Congress because we believed it unnecessary. Banks are a

fiduciary to their collective trusts, as well as fiduciary to each of their

individual plan trusts. Thus, it is unnecessary to consider collective fund

assets plan assets to provide fiduciary protection to plan participants.



251

Indeed, it is inconsistent. We urge the Congress to amend ERISA to provide

that the assets of bank collective trust funds are not assets of the plan,

similar to the treatment now accorded to mutual finds.

Other Provisions in ERISA Needing Review

We continue to be concerned about the definition of "fiduciary" in

Section 3(21) of ERISA. Fiduciary is defined in such broad terms that

the definition could even include individual employees of a corporate

trustee. Every corporation must act through individuals but these indi-

viduals do not act in their own right or on their own behalf. We urge

the Congress to add the following language to the Section 3(21) definition

of fiduciary: "(C) If a corporation or an employee organization is a

fiduciary with respect to a plan, under subparagraph (A), a director or

employee of such corporation or employee organization when acting in such

capacity, shall not be a fiduciary with respect to such plan."

We are also concerned about the ambiguous language of Section 405(b)

on the liability created for actions of co-fiduciaries. Section 405(b)(l)(A)

requires a trustee "to use reasonable care to prevent a co-trustee from

comitting a breach." Traditionally, co-trustees exist only when the

instrument creating the trust grants more than one trustee authority to act

in concert over the same assets. A distinct situation exists where each

of several trustees is given responsibilities over a different portfolio of

assets, and in this situation these trustees have not been considered co-

trustees under trust law. We feel Section 405 should be amended to more

accurately assign liabilities, and the co-trustee liability of Section 405

should apply only where trustees are acting in concert over the same trust

assets.

84-763 0-81- 17
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Tax Incentives

The effects of inflation on retirees as it erodes the value

of pensions is well recognized. Inflation has had iuch the same effect

throughout our economy. For this reason ABA has placed its wholehearted support

behind the President's National Economic Recovery Program. The spending cuts

recommended by the President and the priorities he has set for tax reductions

are essential to controlling inflation.

Banks have consistently been leading supporters of IRAs and Keogh plans

both of which encourage savings for retirement. Our Association so testified

before this subcommittee in February and several times in the past before

other Congressional committees. We believe at the appropriate time within the

framework of the President's priorities the tax deductible amount should be

increased and eligibility should be expanded. An increase in the tax deductible

amounts will provide an incentive for greater long term savings and bring these

amounts more in line with their original economic value.

Employee contributions to qualified employee benefit plans should be

given favorable tax treatment. Also, plans should be permitted to accept

contributions from employees. The vast majority of those involved with emploee

benefit plans have strongly supported the concept that tax-free employee

contributions (increasing savings for retirement) will help alleviate future

retirement income problems. At the same time, these additional contributions

to private plans add to the supply of capital needed to strengthen our. economy--

a critical concern today.

The Commission's suggestion of a tax credit for low and moderate income

people to encourage individual retirement savings is noteworthy. The tax

credit approach goes hand-in-hand with the overall objective of tax deductible

contributions. Studies show the low income group is the one most in need of

retiremet supplements. Some form of tax credit would be most helpful for this
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group since presently they might have trouble making contributions without this

assistance.

Treating, for tax purposes, all savings for retirement in the same

manner as the tax treatment given pension plans is a reasonable concept.

Employees should be encouraged to set aside savings to augment the benefits

provided by employers. Obviously, the mechanics of any eventual scheme will

be of paramount importance in this type of situation.

In addition, we suggest that the ERISA limitations be reexamined. The

limits on defined contribution plan contributions (particularly the 25% of

compensation limit) have, in practice, hurt a number of lower-paid employees.

Summarizing, the ABA supports the thrust of the creative and constructive

tax policy recommendations of the Commission. It is important that the major

role played by the private retirement system is recognized ii the overall

retirement scheme. Providing tax incentives to the private sector is the first

step. Hopefully, this will help close the retirement income gap for all .Americans.

The stronger the private retirement system, the less pressure on Social Security.

Pension Fund Investments

There is one additional su'uject we would Like to discuss vhikh was

considered by the Commission and recomended for further study. That ib

the ownership an,; control of pension f-und assets. The Cojanizsin expressed

the belief that this should become one of the most imrortait social ard

economic public policy issues facing the nation in the coming decades.

AL the same ti e, the Cojmoissio, felt that not enough is presently kjowi

to make conclusive reco-imendations ajid rcco,,-rmended that research, public

debate and policy development be continued.

Bank trust dcpartment havc had considerable experience ii, investing

trust funds, personal trusts as well v_- pension ftuds, before and after

the eiactment of ERISA. We liave also given coniderable thought to various
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own behalf. Hcwever, the law is clear that where conflicts umavoidably arise,

the' must be resolved in the interest of the plan participants and beneficiaries.

Beyond the law, the traditions of the trust business compel those of us who serve

as corporate fiduciaries to adhere to the highest standards of disinterested

professionalism, We are proud of our record in meeting these obligations to

employee benefit plan participants.

It must be remembered that the "exclusive purpose" of employee benefit plans,

in the words of ERISA, is to provide "benefits to participants and their benefi-

ciaries". The trustee, in choosing particular investrients, rust take into account

all the present facts and circumstances and the prospects for the future. Addi-

tionallv, ERISA requires that the investments be diversified so that the risk of

loss is mrininHi:ed. Thus, in picking the investments which make uT a particular

portfolio there is no built-in bias toward any particular t. e of security. The

portfolio consists of a mix of securities chosen in such a ial as to balance tie

level of risk of the portfolio in relation to the potential for income and

capital appreciation. ERISA's prudent Pan rule allows for investment in all

types of businesses including small and locally situated ones. If there are local

investments which offer good economic prospects at an acceptable levcl cf risk.

the trustee is free to choose then.

Any plan that wishes to utili:e its inveswnts to pursue social, mor.l er

political goals has the ability to do so, within the limits of the fiduciarY

requirements of ERISA. That some have chosen to interject these non-traditien3l

or "divergent" criteria is evidence of this ability; that more have not is a

tribute to the proper reluctance of plan managers to be distracted froV the
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proposals to utilize pension finds for one or another socially desirable

goal and would like to share our thoughts with the Subcommittee.

When a trustee is given discretion over certain plan assets the standard

he. nust adhere to is prescribed by Section 404 of ERISA. The trustee, as a

fiduciary, must discharge his duties with respect to the plan solely in the

interest of the participants and beneficiaries, and "with the care, skill,

prudence and diligence under the circumstances then prevailing that a prudent

man acting in a like capacity and familiar with such matters would use in the

conduct of an enterprise of a like character and with like aims."

Further, ERISA Section 406 prohibits a fiduciary from dealing as an

individual with trust assets, from acting in his individual capacity or any

other capacity in any transaction involving the plan on behalf of a party

whose interests are adverse to the interests of the plan or its participants

or beneficiaries, and from deriving personal gain from his position other than

a reasonable fee for his services.

Thus, ERISA makes it clear that the assets of the plan are held for

the participants and beneficiaries of those plans, not for the trustee. Under

law, the trustee is required to exercise some of the rights and duties of an

owner. But, the trustee does this sole in his representative capacity in behalf

of the particpants and beneficiaries and not for his own benefit. And not,

for that matter, in futherance of anyone else's interest, no matter how meritous

such interest might be. Thus, the participant's interest is the trustee's

interest.

It has been suggested that the position in which professional trustees

find themselves gives rise to the potential for irreconcilable conflicts of

interest and the possibility of using their authority to wield economic power in

their own behalf. However, the law is clear that where conflicts unavoidably arise.
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compelling financial requirements of plan participants and beneficiaries.

In our view, the conceptual weakness in the argument for non-traditional

criteria is that they invariably involve some financial risk to be measured

against some potential non-financial gain. Very often those whose interests

are exposed to the risk have no commensurate interest in the potential

benefit to be derived. Whether a plan should embark on such a course is

clearly not within the purview of a bank trustee's authority.

Consider, for example, a defined benefit plan. It places the responsibility

of fulfilling the pension promise solely on the sponsor, usually a cOrporation.

The liabilities are funded by corporate contributions. The obligations

are codified in ERISA and future liabilities must be disclosed to the

corporation's shareholders.

Very different from that is a defined contribution plan under which a

participant's benefit is based solely on the investment experience of the

contributions. If such a plan offers a choice of funds, the traditional fixed

income, equity and diversified funds as well as special purpose funds

for residential mortages, regional companies or a fund which excludes invest-

ment in companies which fail to meet some "social" test, then each participant

may elect how to balance his own retirement and social interest.

Unlike the defined contribution plan, where the investment risk is borne

by the employee, the investment risk of a defined benefit plan is borne by

the employer who will have to contribute additional amounts if the fund

cannot meet its pension obligations.
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Further, unlike a defined contribution plan, the employee's beneficial

interest in the defined benefit fund at any given time cannot be determined

since the benefit is a function of future variables: the employee's salary

level at retirement date, years of service, and the date of his death.

We are constantly exposed to the concept that all things being equal,

other incidental social benefits may be properly pursued. That is an

attractive notion. I would submit, however, that directing the investment

of assets on other fundamental investment risk/return considerations has

a very real potential cost that can only be quantified after the fact.

Fund managers are now being called upon to re-examine our duties and

responsibilities. Very simply, do we continue following the "sole benefit"

and "exclusive purpose" rules or should pension assets now be "used" to

achieve other social goals? W which goal takes priority, the interest and

welfare of the participants in those plans or the presumed need to supply

capital for low cost housing, or to rescue a faltering business in a

depressed area of the country, or "???" The list of uses is substantial

and impressive.

Is it possible to achieve both types of objectives? Can we invest

in the best interests of the participants, and at the same time achieve

social goals? Should we attempt to reconcile what may be conflicting

objectives? This is the challenge.

Can these objectives be achieved? Obviously, the control over investments

is vital. To date, most pension fund assets are invested by professionals

who follow economic criteria. The issue arises, should control of

investment decisions be turned over to others.
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Regardless of how we my feel as individuals about the wide variety of

social objectives, and miy are nearly universally accepted, we believe the

greater the number of objectives and the less clear the relationship of each

to the other, the less likely it is that any objective will be met. Adequate

retirement income mist be the overriding objective for a retireent plan, just

as medical care is for a medical plan. The other "social objectives" diminish

the flexibility that investment nagers have to meet the retirement income

objective.

"Oersip and control", "social investing" or "reindustri~lization", whatever

called and however, defined, and whatever our individual perspective, is neither

a simple issue nor an unimportant one. The risk is that conclusions my be

based more on how the issues are presented rather than on their merits, or most

importantly, on how they fit a healthy retirement income scheme. We recommend

the Subcomittee's efforts to meet this objective.

ABA appreciates having had this opportunity to comment on the recommendations

in the Commission's Report. We will be pleased to answer any questions.
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Senator CHAFEE. Mr. Bruce and Mr. Hacking, please.
Alright gentlemen, Mr. Hacking, why don't you proceed.

PANEL OF JAMES M. HACKING, ASSISTANT LEGISLATIVE
COUNSEL, NATIONAL RETIRED TEACHERS ASSOCIATION-
AMERICAN ASSOCIATION OF RETIRED PERSONS; STEPHEN
BRUCE, STAFF ATTORNEY, PENSION.- RIGHTS CENTER, AND
CHARLES M. LOVELESS, COUNSEL ,FOR EMPLOYEE BENE.
FITS, AMERICAN FEDERATION OF STATE, COUNTY, AND MU.
NICIPAL EMPLOYEES
Mr. HACKING. Thank you, Mr. Chairman. I'm here representing

both the National Retired Teachers Association and the American
Association of Retired Persons. These organizations have a com-
bined membership of about 121/2 million persons age 55 and older.
I'd like to submit my statement for the hearing record. I shall
proceed with a brief summary of that.

While the associations disagree with a number of specific recom-
mendations of the President's Commission we do agree with the
general policy directions the Commission took.

Clearly, demographic trends indicate that a greater responsibili-
ty for retirement income must be accepted by advanced funded
pension programs. Additionally, the mix of retirement income
sources must be increased and strengthened. While social security
is and must remain the base of retirement income, there must also
be strong roles for private pensions, individual savings and espe-
cially work effort.

While the President's Commission presents a clear case for the
need to fund in advance a significant element of the future retire-
ment income structure, questions remain about the means of im-
plementing this approach. In general, we agree with the Commis-
sion that the private pension sector must be called upon to provide
a universal, reliable and significant source of income for the future
elderly population. But we urge this subcommittee to review a
number of aspects regarding the effectiveness of private pensions
in providing retirement income.

Significant areas of concern should be: coverage, vesting, porta-
bility, and the effects of inflation on benefits, both before and after
those benefits are awarded.

The response of the President's Commission to the problems in
the private pension area is the minimum universal pension system.
The associations basically agree with the direction taken by the
Commission concerning MUPS, however, the proposal certainly has
its deficiencies and problems, the most important of which is the
cost.

Also, because MUPS takes the form of a defined contribution
plan, consideration must be given to whether it will be able to keep
up with inflation prior to retirement.

While the President's Commission has apparently seen MUPS as
the answer to coverage, vesting and portability problems, it has left
the private pension component above the MUPS virtually un-
changed from present ERISA standards.

We feel the Congress should act now to provide for a fairer and
more efficient private pension system. It should start by shortening
vesting requirements and by designing a portability mechanism in
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order that people can take their credits with them when they
change jobs. The Commission found that individual efforts to save
for retirement should be strengthened through tax policy.

Our associations strongly agree with the Commission's recom-
mendations in the savings incentives area. We believe, for example,
that your bill, S. 243, would be a significant step toward the goal of
encouraging people to save for their own retirement. Also the
legislation would benefit the Nation's economy.

With regard to social security, the President's Commission has
recommended an acceleration of scheduled payroll tax increases
and interfund borrowing as a means for dealing with social securi-
ty's short term financial problem.

Our associations support the Commission's efforts to increase
revenue rather than reduce benefits to address the short-term
problem. We disagree, however, with the source of that increased
revenue, but nevertheless believe it is significant that the Commis-
sion recognized that large, precipitous benefit cuts in the short
term would unfairly disadvantage current recipients as well as
defeat the reasonable benefit expectations of persons who are ap-
proaching retirement age.

Proposals to reduce social security's cost-of-living protection as a
means for addressing the system's short term financial problem
pose a major threat to the elderly's income security and are totally
unacceptable to us.

Over the long term our associations advocate a comprehensive
restructuring of social security's benefits and financing structures.
The major trends with which the system must deal in the future
include the adverse economic trends of inflation, unemployment
and low economic and productivity growth which are curtailing the
system's financial resources, and the combination of demographic
and declining labor force participation trends which portend a
large elderly population heavily dependent upon a relatively small-
er younger work force.

In response to these trends, the President's Commission has rec-
ommended an increase in the normal retirement age from 65 to 68
with a concomitant increase in the early retirement age from 62 to
65.

This age 68 proposal is unacceptable to us. In our view, instead of
getting additional work effort and therefore additional tax revenue
from the future elderly population, the age 68 proposal will merely
cut social security expenditures leaving a very large segment of the
elderly population to subsist on substantially reduced benefits with
an enhanced likelihood of poverty.

Instead of the age 68 proposal, our associations have long advo-
cated, what we call a work incentive concept to deal with social
security's long-term problem.

Our associations were pleased that the administration in an-
nouncing its package of social security changes this week did in-
clude the beginnings of a work incentive concept. We think there is
much to be gained by making changes in social security that are
consistent with the objective of encouraging and rewarding work
effort.

In analyzing older worker employment issues, the Commission
correctly labeled the social security earnings limitation as a major
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disincentive to work. However, in our associations' opinion the
Commission makes a fundamental policy error when it links to
elimination of the earnings limitation to the taxation of social
security benefits.

I'll conclude my remarks with that, Mr. Chairman. I thank you
for having had this opportunity to present them.

Senator CHAFEE. Thank you. First you have said that we should
use the general funds to make up the social security deficits that
arise. Is that correct?

Mr. HACKING. Yes, in the short term.
Senator CHAFEE. In the short term.
Second, you would not increase the age, but what you would do is

have the so-called work incentive, namely, remove the earnings
limitation.

Mr. HACKING. Yes, but in addition we would keep the age for full
benefits at 65, and we would dampen down early retirement bene-
fits to try to reverse the early retirement trend.

Senator CHAFEE. Do you mean that you would reduce the per-
centage of retirement benefits permitted to early retirees?

Mr. HACKING. Yes, now at 62 you get 80 percent of what you get
at 65. We would reduce that to around 70 percent. But that kind of
change would have to be phased in, it couldn't be done immediate-
ly.

Senator CHAFEE. Did you say that in your testimony?
Mr. HACKING. Not in this, but we have said it in reacting to the

administration's proposals that came out on Tuesday.
Senator CHAFEE. I see. Thank you very much, Mr. Hacking.
Mr. Bruce, you may proceed.

STATEMENT OF STEPHEN BRUCE, STAFF ATTORNEY, PENSION
'RIGHTS CENTER

Mr. BRUCE. Mr. Chairman, my name is Stephen Bruce and I am
a staff attorney for the Pension Rights Center. With me today is
Karen W. Ferguson, the center's director.

With your permission, I would like to submit our statement for
the record and proceed to summarize.

Senator CHAFEE. Mr. Bruce, can I interrupt 1 minute?
Mr. Hacking, I would be interested to see if you could submit for

the committee, statements you've made as far as reducing the
benefit levels for early retirees. Did you ever make a formal state-
ment on that?

Mr. HACKING. Most of our statements have been extemporaneous
reactions to press inquiries, but we are going to reduce what we
have been saying to writing for our own volunteer leadership's
information. I would add that we have long emphasized the need to
reverse the early retirement trend.

Senator CHAFEE. Well, I would appreciate it if you would send
that to the committee.

Mr. HACKING. Certainly.
Senator CHAFE. Thank you very much.
Please proceed, Mr. Bruce.
Mr. BRUCE. The Pension Rights Center was formed 5 years ago in

1976 to educate the public about pension issues, specifically ERISA



262

and to represent the interests of people who look to pensions for a
secure retirement.

The President's Commission's report and working papers are
impressive. For the first time we have facts and figures and analy-
ses of retirement income programs, much of which was heretofore
missing.

The report documents what at one time was probably the great-
est secret in America. That social security benefits are not enough.
Everybody in this room knows that and every member of the
working population must be fast becoming aware of it.

The Commission's report also documents, however, that the odds
are very good that for most people there will be precious little
more at retirement than social security.

My remarks will be limited to private pensions as a source of
retirement income. There are five major problems in this area.

The first is that too many people do not have pension plans.
That's the problem of coverage.

The second as the chairman recognizes is that too many people
who are in a pension plan come away without a pension. That's the
problem of vesting.

The third problem is the problem of people who have pension
plans who work long enough to vest but then get little or no
benefits from this plan. Usually this is because their pension bene-
fits have been offset with social security. This goes under the
rubric of social security integration.

The fourth area is the fixed pension. People who are getting
pensions, but the pensions were fixed as of the day they left the
company. These pensions may have been fairly substantial 10 to 12
years ago, but they have not been adjusted for inflation, or if at all,
they have been adjusted on an ad hoc basis of ad hoc and the
increases have been very slight.

Finally, there is the problem of women who stayed at home to
take care of family responsibilities and who find that their hus-
band's pension, which they had counted on, has disappeared with
his death.

The primary focus of the President's Commission as you heard
earlier was on the coverage problem, the people who do not have
pension plans.

The Commission made a judgment that this was the singlemost
important problem. It is extremely important, but it is not, as they
say, the whole ball of wax.

The factory worker who doesn't get a pension because he is laid
off after nine and a half years does not think that coverage is the
only problem. That factory worker thinks that shorter vesting is a
must.

The secretary whose pension is offset by social security after
years and years on the job and she ends up getting practically
nothing from her pension, thinks that social security integration is
the most important problem.

The pensioner-this committee must know-is concerned about
what the last decade's inflation has done to his pension. This is
really one of the areas where the private pension system is the
most vulnerable. Whether or not the private pension system can do
something to adjust the fixed benefit plans for an inflation that
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was not expected when many of these people came into the plans
and was not expected when they retired. The Lou Harris poll in
1979 showed this as the No. 1 concern not only among retirees, but
also among current workers.

Homemakers, particularly the widows whose husbands worked a
lifetime under a pension plan, think survivor's benefits are the
problem. The most tragic kinds of letters we get are from the
widows whose husbands work for, say, 30 years under a pension
plan and the husband had a right to a pension, he was vested.
Then he dies maybe a day or a month or a year before the plan's
early retirement age. In some cases, this can be age 55 and in other
cases it's age 60 or 62. The widow gets nothing under current law,
even though the pension was vested. And the letters almost always
say, "but we thought that the pension would take care of me."

MUPS may be a solution to the coverage problem. It is worth
very serious consideration, particularly if employee options with
regard to portability and investment management are built in.

I'm not going to talk today, though, about whether MUPS is the
best solution to the coverage problem, because it is difficult to tell
at this point. Perhaps there is the voluntary tax incentive ap-
proach that will work and that will yield the needed coverage, and
at the same time not be too costly. And, perhaps there are other
alternatives. Perhaps an advanced funded layer of social security
or some public/private alternative. It is not clear at this point.

With regard to the condition of existing plans, it is notable that
in the MUPS the President's Commission recommended that there
be vesting after 1 year, as opposed to 10 and the so-called integra-
tion with social security would be eliminated.

Mr. Chairman, in conclusion we would ask that when you consid-
er the recommendations in the report of the President s Commis-
sion, that you consider especially the conclusion that employee
pension programs typically reward only long-service, higher paid
employees. These are programs which are largely the creation of
created by Federal tax policy. They are encouraged currently by
revenue losses in excess of $19.8 billion. Surely, we can get more
equity, a better and a more reliable delivery of retirement income
in exchange for this amount of lost tax revenue.

Thank you, Mr. Chairman.
Senator CHAFEE. Thank you, Mr. Bruce, for a fine statement.
Mr. Loveless, you may proceed.

STATEMENT OF CHARLES M. LOVELESS, COUNSEL FOR EM-
PLOYEE BENEFITS, AMERICAN FEDERATION OF STATE,
COUNTY, AND MUNICIPAL EMPLOYEES
Mr. LOVELE.s. Mr. Chairman, I appreciate the opportunity to

present this statement on the final report of the President's Pen-
sion Commission, on behalf of AFSCME, the American Federation
of State, County, and Municipal Employees.

My union, AFSCME, represents approximately 1 million State
and local government workers across the country. On several occa-
sions, we testified before the President's Commission, expressing
our views on various retirement issues of primary concern to our
members.
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With your permission, I would like to submit a written statement
for the record and proceed to summarize.

Senator CHAFEE. Fine.
Mr. LovErEsS. Issued by the Commission was its-enactment of a

Public Employee's Retirement Income Security Act (PERISA) to
correct the major abuses existing in State and local government
retirement plans.

Thus far most of the discussion of this hearing has focused on
problems associated with interpretation and application of ERISA
from encouraging retirement savings and how to encourage the
growth of pensions in the private sector.

But it also needs to be pointed out that governmental employees
are not covered by the substantive provisions of ERISA, and, in
fact, the millions of State and local government workers have no
Federal statutory retirement income protection whatsoever.

We had asked-expressed in the President's report and in the
voluminous report issued in 1978 on Public Employee Retirement
Systems by the House Education and Labor Committee's Pension
Task Force, that there is a major crisis in the operation of the
6,000 State and local government pension plans.

With assets that are conservatively valued at over $120 billion
and that this crisis urgently requires Federal Government reforma-
tion.

Whether you look to the President's Commissions report or the
Pension Task Force report which was mandated by the Congress
when it enacted ERISA in 1974, or in the 1979 and 1978 GAO
reports on public plans, or to a host of other studies both public
and private, we believe that certain conclusions are inescapable.

One, to clear up what I so charitably referred to as the regula-
tory framework applicable to State and local government retire-
ment plans is entirely inadequate to safeguard the billions in
public plan assets, and entirely inadequate to protect the interest
of public plan participants and beneficiaries who, in most cases,
unlike their counterparts in the private sector make sizable person-
al contributions to their pension plans.

And, second, that the Federal Government has largely evaded its
responsibilities for protecting public plan participants and protect-
ing the other vital national interests involved.

Let me state for the record a couple of the findings from the
House Pension Task Force survey of the thousands of State and
local government retirement plans. I'm suggesting that report
makes some very interesting reading.

Approximately 40 percent of State and local government general
employee plans do not regularly furnish members with booklets or
other materials describing basic plan provisions. In fact 18 percent
were unable to furnish plan descriptions to participants even upon
request.

er 70 percent of all public plans do not compute the market
value of assets, and this was just confirmed again, Mr. Chairman,
by a report that was just put out last month by the Urban Institute
on Public Plans.

A oximately one-quarter of the State plans and 40 percent of
plans do not have actuarial valuations performed on a regular

basis. In fact, the report found only 25 percent of the local govern-
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meant plans have not conducted an actuarial valuation within the
past 1 ears.

Well Ithink it's fairly obvious that a regular actuarial valuation
is essential of a true understanding of a plan's emerging costs is to
be reached.

In addition, the report documents numerous conflicts of interest
in public plan management and investment practices and other
clear examples of fiduciary abuse which have occurred due to the
absence of a uniform standard of conduct which is applicable to
public plan fiduciaries.

As a constructive means of addressing the public pension crisis,
Mr. Chairman, my union supports the enactment of Federal report-
ing disclosure, and fiduciary standards for public plans.

In the past Congress, we were strong supporters of H.R. 6525, the
Public Employee Retirement Income Security Act of 1980, which
was sponsored by Congressman Erlenborn, ranking minority
member of the House Labor Management Relations Subcommittee.

We would respectfully submit that this is hardly a radical pro-
posal. It merely accords public plan participants certain minimal
Federal statutory protections. Namely, that their plans be operated
openly and without the discrimination, dishonest or fiduciary
abuse.

It carefully limits the degree of Federal Government intrusion in
State and local government affairs by providing that States will
have responsibility for administration and enforcement of certain
of the act's provisions.

We think it's a bill, Mr. Chairman, that's in the interest not only
of plan participants and beneficiaries, but also of the taxpayers and
the general public, who have every right to know how well State
and local government pension plan assets are being managed.

Thank you very much for the opportunity to present this state-
ment, Mr. Chairman. And I'd be pleased to answer any questions
you may have.

Senator CHAFEE. Well, Mr. Loveless, I share your deep concern.
If you had been here earlier, you would have heard me mention my
concern for municipal, and to some degree State plans, although I
suspect the State plans are in better shape than municipal ones.

The problems you mentioned are very real and I will look into
Mr. Erlenborn's legislation. It may be the kind of thing I'd be
interested in sponsoring. At this time I can't say I definitely will,
because I just don't know enough about it.

One of the problems obviously is' that, as you are well aware,
looking at it from the organization that you represent that the
benefits under the municipal plans are extremely generous. Any
mayor who finds it far easier to permit earlier retirement under a
pension plan, rather than give an immediate wage raise, because it
postpones the impact, and that's one of the reasons that the plans
are in great difficulty. But, unquestionably all the points you made
also are extremely valid, the conflicts, the lack of actuarial atten-
tion, and so forth.

I suppose looking at it nationally the greatest-well, I suppose
the social security has enough problems itself, but I must say those
municipal pension funds are in terrible shape from what I hear.

Well, thank you all very much. I appreciate your coming.
[The statements of the preceding panel follow:]
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SUMMARY

The Associations believe that the report of the

President's Commission on Pension Policy provides a /
basis for a careful review of our nation's retirement

system. Because of the need to accommodate the income needs

of the post World War II baby boom cohort when it reaches

old age, policy decisions must be made soon.

The President's Commission has shown that it is in

the nation's interest to encourage retirement income

adequacy through the private sector. The Associations share

this belief; however, Congress' position on the Commission's

MUPS approach should not inhibit other basic reforms.

Specifically, improvements must be made in current vesting

and portability practices. Additionally, incentives can be

provided to increase coverage so that the necessity of a MUPS

can be more precisely evaluated.

The Commission's final report also reaffirms the status

of social security as the primary program of income support

for the elderly - a position which the Associations strongly

endorse. However, the Associations, unlike the President's

Commission, believe that social security will have to undergo a

major and fundamental restructuring if it is to continue to

serve the changing needs of the population. Additionally, the

Commission's findings that people should be encouraged to

help themselves through work and voluntary savings should be

implemented by policymakers.

WM-I --41---
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Introduction 1

With a membership of 12 million persons over the age

of 55, the National Retired Teachers Association and the

American association of Retired Persons haVe a natural

interest in the nation's retirement policy. The

Associations' concern extends to retirees and to those

who have yet to retire. Because of this interest, the

Associations carefully monitored and at times participated

in the deliberations of the President's Commission on

Pension Policy. We are pleased that the Subcommittee

on Savings, Pensions and Investment Policy is reviewing

the findings of this important Commission.

While the Associations disagree with a number of

specific recommendations of the Commission, we feel that

the direction the Commission offers should be followed

by public policymakers. Specifically, we are impressed

that demographic trends indicate that a greater responsibility

for retirement income must be accepted by advance-funded

pension programs. Additionally, the mix of retirement income

programs must be strengthened. While social security is

and must remain the base of the retirement income structure,

there must also be a role for private pensions, individual

savings and work effort.
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Perhaps the Commission's most controversial recommendation

calls for the creation of a minimum mandatory pension tier.

This recommendation was generated from the Commission's con-

cern that "the retirement income system and federal retirement

policies are contributing to a two-class system of retirement."

Those who fare well by the private pension system appear to

have a more secure retirement than those who rely solely on

social security. While the Associations feel that, because

of inflation, even private pensioners suffer if they stay

retired for any length of time, we believe that the Commission's

premise is basically correct. As we state in the Section on

Private Pensions, the Associations also believe that the

Commission's direction -- strengthening the private pension

component -- is the proper approach to the problem.

In addition to the private pension recommendations, the

President's Commission also suggests improvements in indi-

vidual "self-help" efforts. The position that people should

be encouraged to save on their own for retirement is an

important one if efforts to provide an adequate retirement

income are to be successful. Also, the Commission is perhaps

the first "blue-ribbon" panel to suggest that work effort be

considered a significant part of an older person's income mix.

The Associations hope that this suggestion can be used as a

catalyst to construct a policy that discourages the waste

of the tremendous resources we have in our nation's older

workers.
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Private Pensions

While the President's Commission presents a clear case

for the need to fund in advance a significant element of the

future retirement income structure, questions remain about

the means of implementing this approach. A key issue involves

whether advance funding can best be accomplished through the

private sector or through the introduction of an additional

tier in the social security system.

The arguments in favor of the social security approach

are strong. Social security is the only system presently in

place that provides nearly universal coverage, early vesting,

complete earnings portability, and effective cost-of-living

protection.

Private pensions, on the other hand, do not completely

succeed in providing a reliable amount of retirement income

as presently structured. For one thing, coverage is not

universal. Only about one-fourth of all people over age 65

receive private pension benefits. The President's Commission

found that in 1975 less than half of the nation's work force

was participating in private pension plans. Only 25 percent

of the total working population age 18 and over has a vested

right to a pension provided by their current employer.

People who are presently not participating or vested in

private pension plans may, in later years, acquire the right

to a pension. However, the data from the President's Commission

indicates that many are not being served well or at all by

the private pension sector.
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Judging present accomplishments alone, the Associations

would choose to fund in advance a tier of social security in

order to reach retirement income goals for the future. How-

ever, such a decision must consider other factors; introducing

advance funding into social security would create new problems.

Specifically, a large pool of capital would be centralized

in a single place. If the public funds were to be invested

in the private sector, marketplace considerations might not

govern investment decisions. Resulting investment practices

could prove economically inefficient.

An additional concern is that somewhat higher social

security replacement rates might crowd out the private pension

industry. Employers could assume that the federal government

will provide for the retirement income security of their

employees. If the new social security replacement rates by

themselves do not yield an adequate retirement income and, if

an important component of benefit supplementation -- the private

pension sector -- diminishes in size, retirement incomes would

suffer.

The problems that would result from funding in advance

a tier of social security lead the Associations to agree with

the President's Commission that the private pension sector must

be called upon to provide a universal and reliable source of

income to the future elderly. Keeping pension assets in the private

sector would be economically soun5 since it would decentralize the
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large pool of capital that will be generated from an advance-funded

pension trust. Additionally, the existence of private sector

plans would encourage supplementation by both the employer and

the employee., thereby enhancing retirement planning.

The Atsociations were very pleased that the President's

Commission took the direction of strengthening the private

sector. In light of these recommendations, we feel that the SubccaTdttee

on Savings, Pensions and Investment Policy should review a number of

aspects regarding the effectiveness of private pensions in providing

retirement income. Significant areas of concern should be:

1. averagee - Statistics revealincr the inadequacy of present private pension

coverage were mentioned earlier. It is also important to note that

forecasts conducted by the Commission indicate that, without

any changes in present law,coverage is not expected to increase

significantly in the future.

2. Vesting - The most common means of vesting provides

the right to a benefit only after ten years of work. This

standard conflicts with the reality of a mobile labor force,

and it causes many people to lose the opportunity to receive a

pension.

3. Portability - Even for those who acquire a vested

right to a pension benefit, mobility is still a problem.

Pension rights and credits are very rarely portable from the
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pension plan of one employer to another. As a result, benefits

can become frozen when a person leaves a plan; a vested

benefit owed a person who leaves an employer at age

45 will be worth very little in an inflationary environment

by the time he/she reaches the normal retirement age of 65.

4. The Effect of Inflation - Once a person retires,

the impact of inflation on the pension benefit is often severe.

Only about 5 percent of all private pension plans provide

automatic inflation adjustments, and even then the adjustments

are usually limited to a maximum of around 3 percent a year.

Although many more plans provide ad hoc adjustments, private

pension benefits have not kept pace with inflation.

The response of the President's Commission to the

problems in the private pension sector is the Minimum Universal

Pension System (MUPS). The Commission would have all employers

contribute 3 percent of payroll to the MUPS for all employees

over the age of 25 with one year of service and 1,000 hours of

employment with their employer. This contribution would be

immediately vested and completely portable. Additionally,

the Commission recommends that tax breaks be provided to help

offset the cost of !the MUPS for businesses.

While the Associations fundamentally agree with

the direction taken by the Commission concerning MUPS, the

concerns of its detractors should also be heard on this issue.

For example, cost may be a reason that private
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pension coverage should not be mandated for certain people. For

instance, perhaps the administrative cost of the HUPS for transient

workers would exceed potential benefits. Additionally, the tax breaks

proposed must be analyzed in terms of revenue loss to the Treasury and can-

pensatory effect for business. Also, because the MJPS takes the form of a

defined contribution pension, consideration must be given to

whether it will be able to keep up with infldtion prior to

retirement. If the MUPS were in a defined benefit form,

an implicit inflation adjustment would be made by provid-

ing a pension according to a person's earnings record.

While the President's Commission has apparently seen

the MUPS as the answer to coverage, vesting and portability

problems, it has left the private pension component above the

MUPS virtually unchanged from present ERISA standards. The

Associations believe that the debate centered around the MUPS

is unfortunately detracting attention from additional remedies

to these problems of the private pension system.

Our Associations feel that Congress should act now to

provide for a fairer and more efficient private pension system.

It should start by shortening vesting requirements and by de-

signing a portability mechanism in order that people can take their cr'its

with them when they change jobs. The coverage issue might be

addressed first through a "carrot" to small employers in the form

of tax credits. (More will be said on employee efforts in the

next section.) If the incentive approach fails, then Congress

should be willing to provide mandatory pensions. Congress
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must, however, move quickly on this issue, because the future

elderly generation must begin to save now if their retirement

income is to be adequate.

Although the Associations were generally impressed with

the analysis provided by the President's Commission, we do

not believe that the Commission dealt adequately with the

effects of inflation on a retiree's benefit. Because a con-

stant retirement benefit rapidly approaches worthlessness

in this inflationary environment, it is important to pursue

policies that will help to maintain income adequacy throughout

a person's retirement years.

The Associations know of no mechanism for mandating

cost-of-living adjustments by Congress without causing massive

plan terminations by employers. However, other approaches should

be investigated. The Associations are currently reviewing

the following ways that employers might be encouraged to

provide some inflation compensation: tax incentives, the

extension of federal labor law to specify that retirees'

benefits are a mandatory subject of collective bargaining,

and the issuance by the federal government of indexed bonds.
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Retirement Savinas Incentives

The Commission found that individual efforts to save

for retirement should be strengthened through tax policy.

A tax deduction or an optional tax credit would be provided

for retirement savings.

Our Associations strongly agree with the Commission's

recommendations in the savings incentives area. We

appeared before this Subcommittee on February 24, 1981 to

present our views on the inadequacy of present tax treatment for

retirement savings. We ask that the Subcommittee refer to

that statement for a detailed analysis of current retire-

ment savings problems.

The Associations believe that S. 243, sponsored by

Subcommittee Chairman John Chafee, is an effective response

to the concerns of the President's Commission that people

be encouraged to help themselves. S. 243 would provide tax

deductions for contributions to either an employee's pension

plan or an Individual Retirement Account (IRA). Not only

would this legislation increase a person's ability to plan for

retirement, but the incentive to save created will be a

significant benefit to the nation's economy. The Associations

would like to see S. 243 become law with the nassaae of the

next tax bill.
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While we urge Congress to include the provisions of

S.243 in its tax cut Packaqe, questions remain about uti-

lization rates of these tax benefits amona various income

groups. The Commission's use of an optional credit should

be reviewed with this thought in mind. The tax benefit for

anyone in a low tax bracket making a retirement contribution

would be greater under a credit approach. Therefore, the

incentive to contribute will be larger if a credit is rewarded

to the saver.

If Congress makes the decision that it is affordable,

the credit would be a good addition to the deductible contri-

bution approach. In the meantime, action should be taken to

remove the inconsistencies in the tax law so that incentives

will be provided to all who save for retirement. With the

entire work force eligible for retirement savings devices,

the desire will be far greater for financial institutions to

market them. As the public becomes more aware of IRA's or

pension plan opportunities and the need to save of its own

for retirement, utilization of these instruments should

become more widespread. Success will finally be achieved

when the IRA is seen as more than a tax shelter for the

wealthy.
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Social Security Reform: Short-Term Financing

The President's Commission has recommended an acceleration

of scheduled payroll tax increases and interfund borrowing as

a means for dealing with social security's short-term financing

crisis. Our Associations strongly support the Coriiission's efforts

to increase revenue rather than reduce benefits to address the

system's mafiy problems. We disagree to some'extent with the

source of that increased revenue, but, nevertheless, believe

it is significant that the Commission recognized that large,

precipitous benfit cuts would unfairly disadvantage current

recipients as well as defeat the resonable benefit expectations

of persons approaching retirement age.

Rather than increasing revenue by increasing payroll taxes

(a manner of financing which we believe would feed directly into

the wage-price spiral), we recommend the use of two counter-

cyclical general revenue financing devices that would

specifically shield the system from high inflation on the

expenditure tide and high unemployment on the revenue side.

The social security payroll tax mechanism cannot be expected

to yield enough revenue in our current adverse economic climate.

To prevent the cyclical recurrence of short-term deficits,

general revenues must be used to supplement the payroll tax

mechanism in a manner that isolates and responds to the

causes of social security's financing problems. Additional

payroll taxes would not accomplish this.
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Proposals to reduce social security's cost-of-living protection

as a means for addressing the system's short-term crisis pose

a major threat to the elderly's income security. Social security

is not the only source of income for the elderly -- in fact,

it represents approximately 40% of their total income. Over

one-third of their income comes from private sources such as

private pensions, savings and other dollar-denominated assets.

Not only are these private income sources fixed or not adjusted

for inflation, but their real values have been severely eroded

by a decade of high-rate inflation.

We believe that it is this erosion in private income

sources that precipitated the largest rise in the elderly

poverty rate -- from 13.9% in 1978 to 15.1% in 1979 --- since

the Census Bureau began collecting poverty statistics.

The 1979 poverty data also revealed the degree to which

the elderly, relative to other population groups, are vulnerable

to inflation. While the aged poverty rate escalated, the rate

for persons under 65 remained static at 11.1%. Near poverty

rates (125% of the poverty level) for the elderly are also

disproportionately high; in 1979, 24.7% of the elderly were

concentrated in this category compared to 15.2% of the under

65 population.

Given the elderly's severely disadvantaged and vulnerable

income situation, we believe they cannot sustain any diminution

in the only inflation protection they have.
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Although it has been argued that the current construct

of the CPI overstates inflation's impact on the elderly be-

cause of its exaggeration of mortgage interest costs, most

detailed studies of this issue do not support this contention.

A recent study on this topic conducted by economist Dr. Thomas

C. Borzilleri indicates no significant under- or overcompensation

of social security recipients by the current,.CPI. Although

the CPI sometimes overstates housing costs for social

security recipients, it frequently understates the impact of

the rapidly rising costs of medical care, food, and fuel and

utilities on their budgets. The President's Commission

recognized this inaccuracy of the current CPI and, therefore,

recommended the development of a special index that would

correctly reflect increases in retirees' cost-of-living.

Social Security: Long-Term Financing

Over the longer-term, our Associations would like to

see a comprehensive restructuring of social security's benefit

and financing structures. The major trends which the system

must accommodate in the future include: the adverse economic

trends of inflation, low economic and productivity growth

which are curtailing the system's financial resources, and

the combination of demographic and declining labor force par-

ticipation trends which portend a larger elderly population

becoming heavily dependent upon a smaller work force.
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In response to these trends, the Pension Policy

Commission has recommended on increase in the normal

retirement age from 65 to 68 with a concomitant increase

in the early retirement age from 62 to 65. The age 68

proposal appears to provide a simple, straightforward re-

sponse to the adverse demographic and employment trends.

However, in our opinion, the age 68 proposal would be the

wrong policy option to exercise at this time. Not only would

this proposal substantially decrease and, in some cases,

eliminate benefits to older persons, between the ages of 62

and 65, who are involuntarily unemployed or physically unable

to continue working, but it would also represent a highly

visible benefit cut (and reduction in the expected rate of

return on contributions) for future retirees which could

undermine younger workers' already precarious support for

the system.

As life expectancy rates have been increasing, so has

the incidence of chronic illness. The majority of the

elderly, particularly minority groups, are continuing to

elect early retirement benefits despite the 20% actuarial

reduction in benefits they incur when they elect benefits

at age 62. One recent survey indicated that about half of

the persons surveyed who had recently retired cited impaired

health as the reason for their retirement decision.
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These trends indicate that, instead of getting additional

work effort and therefore additional tax revenue from the future

elderly population, the age 68 proposal would merely cut social

security expenditures, leaving a large segment of the future

elderly population to subsist on substantially reduced benefits

with an enhanced likelihood of poverty.

The major and most visible work disincentive in the current

social security structure is clearly the earnings limitation.

The limitation must be abolished for persons age 65 and over.

We believe that the economic "cost" in terms of lost

production and lost tax receipts that results from having

the earnings limitation is greater than the "cost" of

the additional social security outlays that repeal would

entail.

In analyzing older worker employment issues, the

President's Commission correctly isolates the social security

earnings limitation as the "biggest disincentive to work".

However, in our Associations' opinion, the Commission makes a

fundamental policy error when it links the elimination of the

earnings limitation to the taxation of social security benefits.

The Commission's proposal to tax social security benefits

is one which is not directly related to the issue of older

worker employment. (In fact, the Commission provides little

rationale for its linkage of the recommendation to eliminate

the social security earnings test to the taxation of benefits.)

The taxation issue is more closely related to the social security

benefit structure. Until the social security benefit

formula is unweighted and made into a strictly proportional

one, we believe it would be extremely inequitable to impose
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additional tax burdens on higher-income beneficiaries who

will be receiving the lowest rate of return on their social

security contribution. In addition, given the present high

rate of inflation and its extremely adverse impact on the

present elderly's income situation, we think it is important

to eliminate the test as soon as possible and not make it contin-

gent upon acceptance of any other proposal. Because we are

not likely to witness any benefit improvements in the near

term, wage income offers retirees practically the only

meai _ _._vencing aii .nflation- induced deterioration

of their living standards.

By suggesting elimination of the earnings limit, the

Commission has focused on what we consider the major work

disincentive for the elderly. The Commission, however, must

not ignore the other side of the coin: the need to provide

strong work incentives within the social security system

benefit structure. Additional work incentives within social

security need to be created for two reasons. First, they are

needed to counter the strong work disincentives which exist in

the current procedures used to update wage records of workers

who delay their retirement date past age 65; and second, once

the earnings test is eliminated, particularly strong work

incentives will be needed to encourage older persons to remain

fully employed past age 65 and off the social security rolls.

Therefore, our Associations recommend a substantial increase

in the delayed retirement credit --- at least to the actuarial

84-763 0-81--19
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level of approximately 0 to 10%. Under present law, individuals

who elect not to receive social security benefits because they

continue working beyond age 65 are entitled to a 1-percent

bonus for each full year of delay between age 65 and 72. In

1977, Congress raised the delayed retirement credit to 3-percent

per year for people who become 65 in 1982. We believe this 3%

bonus, however, does not provide sufficient encouragement for

individuals to work beyond 65.

If the question of taxation of social security benefits

is to be raised at all, it should be raised in a way that would

make such taxation a further inducement for persons

to delay the election of social security benefits. In the

context of elimination of the earnings test, the taxation of

benefits could discourage persons from electing to receive

social security benefits while they are still working because

of the higher marginal tax rate that would be imposed. However,

as we pointed out earlier, taxation of benefits would still be

unacceptable to us unless the benefit formula were made

proportional.

In addition to encouraging elderly work effort, Congress

should rationalize the social security financing and benefit

structures to insure that scarce resources are not wasted and

that the financing mechanism used contributes to, rather than

detracts from, our futjire economic health. To achieve these

objectives, social security's earnings replacement function

should be clearly separated from its welfare/social adequacy

function within the system's benefit and financing structure.
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Employment of Older Workers: ADEA and ERISA

As found in the social security system, problems regarding

the employment of older workers also exist in the private pension

sector. Policies contained in the Age Discrimination in Employ-

ment Act (ADEA) and ERISA which discourage or -- in the case of

mandatory retirement, prohibit-- work effort by older persons

must be eliminated.

It is laudable that the President's Commission recognizes

that the 1978 amendments to ADEA which raised the mandatory

retirement age in the private sector from 65 to 70 may not go

far enough (The Commission recommended that consideration be

given to eliminating mandatory retirement completely but only

after sufficient experience in raising the age has been gained).

We, however, continue to recommend that forced retirement based

solely on age should be completely prohibited under ADEA. Ad-

ditionally, statutory sanctions which exist in current law, such

as the bona fide occupational qualification provision, should be

eliminated. Finally, the Equal E.,ployment Opportunity Commission

should enforce the ADEA as vigorously as possible to assure that

the Act's full potential is realized in the case of middle-aged

and older workers who continue to be victims of various discrim-

inatory practices.

In another respect, private pension plans are going to have

to change to treat older workers more fairly than they presently

do.
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Under a current Labor Department interpretation of ERISA and the

ADEA, employers do not have to provide additional pension credits

to workers who stay on the job beyond age 65. This interpretation

discourages older workers by denying them any additional deferred

compensation despite extra years of work. Moreover, these older

workers may actually lose some of their benefits if the plan's

payments do not commence until the worker actually retires. The

Equal Employment Opportunity Commission, which enforces the ADEA,

could change the interpretation in this area, but legislation

appears needed to remedy the problem.

Given demographic trends and the benefits inherent in the

productive capacity of the older worker, policy decisions must

be made to encourage people to remain in the workforce. The

President's Commission took the first step by including wages

as a viable component of the elderly's income. The Subcommittee

should go forward by implementing the key elements of this approach.
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May 22, 1981

Senator John H. Chafee
Chairman, Subcommittee on Savings,
Pensions and Investment Policy

Senate Committee on Finance
2227 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Chairman Chafee:

You had asked, during the course of my May 15 presentation
before your Subcommittee, that I submit for the benefit of
the Subcommittee and for inclusion in the record of those
hearings, the Associations' comments upon the "Work Incentive
Concept" which the Administration incorporated in its May 12
social security proposals.

As I indicated, the work incentive concept, which is one the
Associations have long advocated, has as its objectives:
(1) encouraging and rewarding persons who continue to work
beyond the age of 65; (2) discouraging persons who are able
to work from retiring before age 65; and (3) providing reason-
able options for persons who, either because of chronic ail-
ments or inability to find employment, are unable to continue
to work until that age.

Given the demographic shift that is coming in the population
as the post-World War II baby boom cohort approaches old age,
it makes sense to try to encourage those who can work to con-
tinue to do so. By doing that, much more revenue of all kinds
will be generated (both for the support of social security's
programs and for the support of other government programs).
Moreover, by encouraging these people, in effect, to help them-
selves by supplementing their income in old age with wage income,
they will, as a result of their tax payments, be helping to pro-
vide the resources that will be necessary to fund those programs
that will provide the benefits to those among their peer group
who-cannot continue to work. Thus, the burden of providing for
the elderly will not be thrust solely upon younger workers but
will be shared by a significant segment of the elderly population
,itself. By helping themselves, they will be helping others.

APrldred Moore Oof J Kooso Cyril F BDriceld
- Prewc efw. NRA President. AARP Execinve DCrector

Nonronol Heodqclarters: 1909 K Streer. N. W, %:hingron. D.C 20049 (202) 872-4700
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As you can see from the statement outlining the
Associations' reaction to the Administration's May 12
proposals, the timing and/or substance of many of the
elements that make up the Administration's version of
a work incentive concept were in our view highly object-
ionable. However, the concept itself goes in the right
direction in terms of long-term social security changes.
By retaining age 65 as the age for full benefits, the
Administration has implicitly rejected current proposals
which would move the age for full benefits up to age 68.
The Associations are vehemently opposed to the "age 68"
proposal and continue to advocate a work incentive concept
as a clearly preferable alternative.

S cerely,

dames M. Hacking
Assistant Legislative Co nsel
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NRTA-AARP STATEMENT ON REAGAN SOCIAL SECURITY CUTBACKS

In announcing the details of the Reagan Administra-
tion's proposed social security cuts, Richard Schweiker,
Secretary of Health and Human Services, claimed the massive
cutbacks were necessary to maintain social security's
short- and long-term financial solvency. The main elements
of the Administration's proposal would:

* sharply reduce early retirement benefits begin-
ning in 1982;

* phase-out the social security earnings limit;
* trim payments for all future retirees;
* delay payment of the 1982 cost-of-living increase;

and
* reduce disability protection, particularly for

older workers.

Over the next five-year period, the Administration's
package would cut benefits by $9.1 billion in 1982 and by
over $81 billion cumulatively during the next five-year period,
1982-86. Over the long term (defined as the next 75-year.
period), total social security payout would be reduced by
nearly 25% as a result of these reforms.

The main provisions of the Administration's package
which would more than eliminate the system's short-term deficit
are cutbacks in cost-of-living increases, early retirement
benefits and disability protection. For the long term, the
reduction in early retirement benefits combined with cuts in
basic benefit levels for all future retirees would wipe out
nearly 90% of the system's projected long-term deficit.

NRTA-AARP Reaction. The Associations object to the
proposed package because in the short term it would cut
benefits excessively and far too abruptly. Older persons
--both current retirees and those approaching retirement--
are an economically vulnerable segment of society with few
options. They can least afford substantial cuts in a basic
income Proqram like social security. The Administration's

. ' N r r , ,," ., ve Dvec.c'

, .--- .K. • '-,. 5;r.o N %,V V fs-w.-tot". D C ?2CX 9 t202' 872.4700
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proposals would force the elderly to bear a disproportionate
share of the Administration's budget cuts--in 1982, cuts in
social security represent nearly one-quarter of the total
budget cuts the Administration has recommended.

For current retirees, the proposal to delay pay-
ment of the 1982 cost-of-living increase from July to
October would result in a $3.3 billion benefit loss in
that year. NRTA-AARP remain steadfast in our belief that
cost-of-living protection should not be reduced since it
is so vital to the elderly who are extremely vulnerable to
inflation and, as a result, suffer a higher incident e of
poverty talan any other population group.

Overall, the Associations are pleased that the Ad-
ministration has adopted a work promotion strategy to social
security reform by recommending abolition of the ea..7nings
limit and by maintaining the full benefit retirement age at
65 rather than raising it to 68. However, the Administration's
proposal to reduce drastically early retirement benefits
goes too far--it is too much, too soon. The cut is abrupt
and more punitive than what is necessary to discourage early
retirement. It would also severely and permanently disadvan-
tage workers who retire involuntarily due to unemployment or
poor health. -

A more reasonable strategy for dealing with social
security's short-term financing problem would be to provide,
on a temporary basis, sufficient revenue to the system to
stabilize it over the next five years. Raising revenue
for social security could entail having to reduce other
qovernment expenditures or increasing revenues from
non-payroll tax sources -- as, for example, a temporary
surtax on the income tax. The point here is to avoid
frustrating the effort to balance the budget, one .of the
things that must be done to bring down inflation.

As limited and temporary amounts of general revenue
are used to stabilize social security in the short term,
Congress should move to gradually phase in well-conceived
changes in the system's benefit structure. These changes
should reshape social security so that it will encourage
older and younger persons to increase their work effort
and, over the long term, make the system more equitable
in its treatment of individual workers and more adequate
for retirees.

I. EARLY RETIREMENT BENEFITS CUT

Proposal: A permanent, sharp reduction in early retirement
benefits beginning next year.

Under current law, persons retiring at age 62 receive
80% of the benefit amount they would have received if they
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waited to age 65 to retire. The Administration proposes
to pay only 55% of the age-65 benefit amount to early
retirees who reach age 62 on or after January 1, 1982.
Persons who reach age 62 prior to January 1, 1982 and
who elect early retirement will not be affected by this
proposal. Benefits provided to spouses anJ survivcrs
of early retirees would also be reduced since they will
be equal to one-half of a reduced benefit amount. The
spouse benefit would be reduced from 40% to 27.5%. Bene-
fits paid to the children of early retirees would be
eliminated entirely by the Administration's plan.

Impact: Total social security benefits would be cut by
$19.53billion over the next five years and; over the next
75 years, total social security payout would be reduced -
by 6%.

For a worker who has average earnings and retires
at age 62 in 1982, this proposal would reduce his/her
benefit from the current law level of $372.80 per month
to $246.80 per month. The spouse's benefit (which is
equal to one-half of the retired worker's benefit) would
be similarly reduced from $186.40 per month to $123.40.
Surviving spouses of deceased workers who elected early
retirement would also sustain large benefit reductions.

NRTA-AARP Position: The Associations oppose such a large
and precipitous cut in early retirement benefits. Millions
of older workers approaching age 62 and planning on retire-
ment would find their own benefits and their spouses' bene-
fits slashed by over one-third. This benefit reduction,
because it would be permanent and carried throughout older
persons' retirement lives, is likely to swell the poverty
rolls and create a new class of impoverished older persons.
Such a large benefit cut would also play havoc with workers'
retirement financing plans since many of them are locked in-
to early retirement decisions by collective bargaining
agreements or similar contracts.

Such a large early retirement penalty would be
particularly harsh for older workers who lose their jobs
and have no employment prospects or who are unable to keep
working due to poor health. Surveys indicate that more
than half of workers who involuntarily retire cite poor
health as the reason for retirement and these retirees tend
to be a low-income group.

Maintaining age 65 as the full benefit retirement
age and avoiding an elevation of that age to 68 are im-
portant legislative objectives for the Associations. There-
fore, we would support some reduction in early retirement
benefit levels (from the current 80% to 70% of the full bene-
fit amount) in order to encourage later retirement and help
deal with the system's long- and short-term solvency. However,
such a reduction would have to be phased-in very gradually
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over a period of at least five years and accompanied
by other work incentives (see Earnings Limit Section
for further discussion).

In addition, to ensure that chronically ill
and involuntarily unemployed older workers are not
unduly harmed by such a proposal, the Disability In-
surance and Supplemental Security Income programs
must be made more accessible to these older workers.
For chronically disabled or unemployed and discour-
aged older workers who would continue to have no
other option but to elect early retirement, our Associa-
tions would want the tests for disability under the
DI program liberalized and would want the Federal
Government to guarantee at least poverty-level income
through the SSI program by lowering that program's
eligibility age to 62 and by increasing the SSI pay-
ment standard to the poverty threshold.

II. EARNINGS LIMIT PHASED-OUT

Proposal: Phase-out of the earnings limit for persons
age 65+.

The current earnings limit reduces social security
benefits for persons age 65+ by $1 for every $2 of annual
earnings in excess of $5,500 (the limit will rise auto-
matically to $6,000 in 1982). The Administration's
proposal would phase-out this limit over a three-year
period, moving the ceiling to $10,000 in 1983, $15,000 in
1984, $20,000 in 1985, and eliminating it completely thereafter.

Impact: The proposal is expected to increase social
security benefits by $6.5 billion over the next five-year
period. Persons who have earnings above the limit will
benefit from this provision as well as the many thousands
of low-income older workers who currently keep their earn-
ings below the limit and would be allowed to increase
their wage income.

NRTA-AARP Position: The Associations strongly support
elimination of the earnings limit. It has acted as the
major work disincentive for the elderly and its elimina-
tion must be a key element of any attempt to stabilize
social security financing through a work incentive strategy.

Some analysts argue that higher income persons
would exclusively reap the benefits of eliminating the
earnings limit. These analyses ignore the fact that over
half of workers age 65+ hold their earnings below the
earnings limit and they would also benefit from repeal of
the limit. Their benefit would be in the form of the
higher wag which they could earn, not in the form of
higher social security benefits. SSA statistics indicate
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in 1977, 51% of male workers age 65-71 kept their earn-
ings below $3,000 (the earnings limit in effect at that
time).

In addition, surveys show that persons with low
retirement incomes want to work more than those with
higher incomes. A 1974 Louis Harris survey indicated
that 43% of persons age 65+ with incomes less than $3,000
would like to work compared to 31% of the retired popu-
lation as a whole.

To repeal the earnings limit for persons age 65+,
SSA calculates approximately a $2.5 billion cost in 1982.
This cost calculation, however, does not take into account
increases in payroll and income tax receipts that are like-
ly to result from older workers' increased work effort. A
1979 SSA study calculated that if 10% of workers age 65-69
continued to work full-time, then 79% of the cost of elimi-
nating the limit would be offset by increases in income
and payroll tax receipts.

Our Associations would add another element to the
Administration's work promotion strategy--an increase in
the delayed retirement credit. Beginning in 1982, current
law provides a 3% credit to older workers for every year
they delay their retirement (and collection of social
security benefits) past age 65. In order to act as a
stronger incentive for older workers to remain fully em-
ployed and off the social security rolls, we believe the
credit should be raised to 10% per year.

If a sufficient number of older workers respond to
this more aggressive work incentive strategy and increase
their work effort, then tax revenues (both payroll tax and
general tax revenue) would increase and help to reduce social
security's deficit. Raising revenue in order to offset the
deficit is preferable to cutting benefits. Given the magni-
tude of cutbacks recommended by the Administration, it is
clear that incoming revenue generated by work incentives was
not considered a factor in reducing the deficit. This is
one reason why the Associations believe the Administration
has requested benefit cuts in excess of what is necessary to
stabilize social security financing.

III. REDUCED BENEFITS FOR ALL FUTURE RETIREES

Proposal: Reduce basic benefits awarded to all future
retirees.

Current law provides a worker who has average earn-
ings and who retires at age 65 with a benefit equal to approxi-
mately 41% of his/her pre-retirement earnings. Beginning
January 1, 1982, the Administration ins proposing to reduce
gradually this "replacement ratio" from 41% to 38% of prior
earnings. This will be achieved by altering the formula used
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to calculate the basic benefits of all persons retiring
in and after 1982. This reduction will be phased-in by
changing the benefit formula during the next six years
to take into account only 50% of the growth of wages
(instead of 100% of wage growth as under current law).

Impact: Although total social security benefits
woiube cut relatively slightly (by $4.2 billion)over
the next 5 year period, this provision would reduce
total social security payout by a substantial 9% over
the long-term.

For a worker with average earnings, benefits
payable at age 65 in 1987 would be reduced by 4% (from
$719 to $691.90 per month). For a low earner, benefits
would be reduced by 6% (from $477.10 to $447.40 per month)
and for a maximum earner, benefits would be reduced by
9% (from $942.80 to $860.30 per month). Benefits paid
to spouses, children and survivors of retired workers
would be similarly affected by this cutback.

NRTA-AARP Position: Our Associations oppose this method
of dealing with social security's long-term deficit. The
Administration proposes to perpetuate the current social
security benefit structure and equally reduce everyone's
benefits. Our Associations have long advocated a complete
restructuring of social security over the long-term. We
want to see it comprehensively reformed and reordered so
that the multiplicity of functions it presently performs--
using a single benefit and a single financing structure--
would be sorted out among separate structures each one speci-
fically designed to perform each function and financed
appropriately. In this manner much of the inequity, waste
and duplication inherent in the system's current structure
would be eliminated and we would come to rely on more than
just the payroll tax to finance benefits.

Our reform proposal, in the process, would also
make social security more equitable in its treatment of
individual workers--both men and women. We are recommend-
ing that the payroll tax, which is levied directly on
workers' wages be used solely to finance the cost of
benefits to workers and the amount of an individual worker's
benefit ought to be more strictly related to the prior
earnings/payroll tax contributions of that worker. But
the ratio of that benefit to final average wages of the
worker should be increased to about 55% (from the current
41%).

Those elements of the present social security
system which are now financed by the payroll tax and which
are welfare in nature (i.e. social security's weighted
benefit formula, minimum benefits, etc.) or can be character-
ized as "social adequacy" in nature (i.e. student benefits,



295

dependent and spouse benefits, etc.) should be gradually
phased-out as higher benefits for workers are phased-in).
Simultaneously, new social security programs should be
established to perform these welfare/social adequacy
functions. For example, to assure benefit adequacy for
a worker whose wages were very low or who had sporadic
attachment to the labor force, social security would
have a separate program with a separate benefit structure
financed from general revenues that would supplement the
basic earnings-related benefit.

The Associations support this typ of long-term
restructuring because it will help to relieve cost pres-
sures on the system, and in the process make it a more
equitable and therefore popular program. In addition,
this type of restructuring will provide current young
workers with the assurance that they will get a benefit
from social security that reflects what they earned and
paid for and represents a "good buy" in terms of their
expected rate of return on investment. In addition, they
would have the assurance that, in their later years, they
would have good prospects for achieving income adequacy
and avoiding poverty. This is an assurance that the
system as presently structured cannot provide.

IV. COLADELAYED

Proposal: A one-time delay in payment of the 1982
cost-of-living adjustment.

In 1982, the Administration proposes to shift pay-
ment of the cost-of-living adjustment (COLA) from July to
October, resulting in a one-time reduction in cost-of-
living protection. This proposal is quite different from
other proposals such as Sen. 'Hollings' proposal, which
would result in recurring benefit losses by delaying pay-
ment of the COLA in every year, not in just one year. The
Administration is also proposing to change the CPI com-
putation period to cover a full year, July through June.
This lag-time between the end of this new measuring period
and payment of the COLA would be 3 months, the same as
under current law.

Impact: This proposal would reduce social security benefits
by billionn in 1982 and by $6.3 billion over the next
5 year period. The average retiree with a monthly benefit
of $375 is likely to lose about $100 in benefits in 1982
(assuming a 9% COLA in 1982).

NRTA-AARP Position: The Associations oppose any reduction
in social security's cost-of-living protection since it is
so vital to current retirees. We recognize that the Adminis-
tration's proposal is a temporary,, one-time-only reduction,
and therefore is far less detrimental to retirees' interests
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than other proposals that would make permanent cuts in
cost-of-living protection. Nevertheless, we oppose it.

Despite full COLAs provided by social security,
the elderly have suffered large real income losses as a
result of sustained, high-rate inflation. These losses
have occurred with respect to those private income
sources--private pensions, savings and other dollar-
denominated assets--which represent over one-third of
the elderly's total income and which are not protected
against inflation. We believe it is this situation
which prompted the largest rise in the elderly poverty
rate--from 13.9% in 1978 to 15.1% in 1979--while poverty
rates for the non-elderly remained static.

V. DISABILITY PROTECTION SUBSTANTIALLY REDUCED

Proposal: Restrictions placed on Disability Insurance (DI)
protection, particularly affecting older workers.

The Administration proposes to make it more diffi-
cult for all workers--and particularly older workers--to
qualify for DI benefits. The proposal includes:

* use of "medical" factors only in establishing
entitlement to DI. Under current law, workers
(especially older workers) can quality for DI
based on a combination of medical and non-
medical factors (such as age, education, re-
employment prospects and work experience).
More than one-third of DI beneficiaries age
60 to 65 are determined to be disabled based
on non-medical factors.

* increase the recency of work requirement needed
to be insured for disability. Current law re-
quires a worker to have been employed in five
out of the preceding ten years in order to qualify
for DI. The Administration proposes a work re-
quirement of 7 1/2 years out of the previous 10.
This provision would deny benefits to older workers
who become progressively disabled and thus have
long spells of illness which would prohibit their
being able to meet this increased work requirement.
Women who leave the labor force for child rearing
or other family responsibilities could also lose
disability protection under this provision.

* requirement that a disability be expected to last
at least two years (rather than one year as under
current law).

* lengthening of the waiting period for receipt of
DI benefits from five to six months.
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!:actt The combined impact of these four DI proposals
would reduce disability payments by $21.9 billion over the
next five-year period. These proposals will deny DI bene-
fits to two groups of older workers: those with progress-
ively degenerative diseases and those who are only partly
disabled but, because of their age, lack of education or
up-to-date skills, cannot be expected to be reemployed.

NRTA-AARP Position: The Associations oppose these cut-
backs in the DI program particularly since they are
being proposed along with drastic cuts in early retire-
ment benefits. The combined impact of the DI and early
retirement cuts would leave thousands of disabled older
workers with no option but to take early retirement and
live on extremely low benefit levels for the duration of
their later years. If age-62 benefits are to be reduced
In any manner as part of a work promotion strategy, then
the DI program must be made more, not less, accessible to
older workers.

VI. MISCELLANEOUS PROVISIONS

A. Raise Benefit Computation Point from Age 62 to 65.
This change has the effect of lengthening by three years the
period over uhich earnings must be'averaged for purposes
of calculating benefits. When computing their benefits,
older persons who elect early retirement will be required
to average in zero earnings for every year they retire be-
fore age 65. This proposal would have the effect of reduc-
ing benefit levels for all future retirees and particularly
for early retirees. Social security benefits would be cut
by $1.3 billion over the next 5-year period and by an over-
all 3% over the next 75-year period. I

NRTA-AARP oppose this provision, because, in con-
nection with the proposed stiffening of the early retirement
penalty, it would be overly harsh on early retirees.

B. Impose Lower Family Maximum. Current law limits
total family retirement benefits including those benefits re-
ceived by spouses, children or other dependents to as much
as 188% of a worker's prior earninqs. The Administration proposes
-to lower that family maximum cap to 150% of a worker's primary
benefit amount or 85% of his prior average earnings. This
proposal would reduce social security benefits by $2.9
billion over the next five-year period.

NRTA-AARP would oppose this provision because it
would discriminate against certain social security recipients,
especially those who have dependents. Although the Adminis-
tration argues that such a reform is needed to restore
equity in the social security benefit structure, we believe
inequities are best addressed through comprehensive, not
piecemeal, reform of the benefit structure that does not
single out particular groups of beneficiaries.
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C. Reduce Windfall Benefits. Under current law,
a person who spends the majority of his working career
under non-covered employment (federal, state or local)
can work under social security for a short period of
time and receive disproportionately high benefits. The
Administration proposes to reduce that windfall and give
such retirees a social security benefit that reflects
their payroll tax contribution to social security. This
proposal would reduce social security benefits by $600
million over the next five-year period.

NRTA-AARP believe it is unfair to single out this
group of retirees. Windfall benefits ought to be reduced
through the comprehensive social security reforms we have
outlined earlier. These reforms would move toward treat-
ing all social security recipients in a more fair-and
equitable manner.
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Mr. Chairman and distinguished members of the Subcommittee

on Savings, Pensions and Investment Policy, I am Charles M.

Loveless, Counsel for Employee Benefits of the American Federation

of State, County and Municipal Employees (AFSCME). AFL-CIO. I

am here representing the more than one million members of AFSCME

who work in state and local governments across the nation. I

appreciate the opportunity to appear before your Subcommittee

today to present our views 3n the President's Commission on

Pension Policy's final report, entitled "Coming of Age? Toward

a National Retirement Income Policy", and on some of the major

national retirement issues of primary concern to state and

local government employees.

Public employees, like other members of our society's labor

force, have a need for retirement income sufficient to provide

economic security in old age or in the case of permanent disabil-

ity. Accordingly, AFSCME has worked to secure for its members

retirement benefits which are adequate to maintain an employee's

pre-retirement standard of living. At the same time, we long

have been at the forefront of various federal, state and local

efforts to correct the major abuses existing in state and local

government pension plans.

One of the Commission's most important policy recommendations

was that a Public Employee Income Retirement Security Act (PERISA)

should be enacted. In this regard, the Report states:

The Commission recommends that, because state and
local government employees deserve the same protection
as employees in the private sector, a Public Employee
Retirement Income Security Act (PERISA) should be
enacted covering the same areas of concern as covered
by ERISA.
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In calling for the enactment of federal statutory retirement

income protections for state and local government employees,

the President's Commission's Report thus joins the Pension Task -

eForce-Report on Public Employee Retirement Systems, issued in

May 1978 by the House Committee on Education and Labor (Pension

Task Force Report).

AFSCME strongly endorses the view expressed in the President's

Commission's Report and the Pension Task Force Report that state

and local government pension plans urgently require federal

government reform action. They face problems which threaten

not only their own fiscal stability and the rights of plan par-

ticipants and beneficiaries but also the fiscal integrity of

state and local governments as well. The benefit design of many

of these plans is ill-conceived, and many are dangerously under-

funded. No comprehensive and uniform set of legal principles

exist to adequately regulate state and local government plans.

Conflict of interest problems are pervasive, and the absence

of meaningful reporting, disclosure and fiduciary standards is

the order of the day. A coherent federal regulatory framework

which recognizes the unique problems and characteristics of

state and local plans has yet to be established.

We believe the Federal Government has a responsibility

which heretofore it has largely neglected for regulating state

and local government pension plans with particular emphasis in

the areas of reporting and disclosure, fiduciary conduct and tax

qualification requirements. As noted in the exhaustive Pension

Task Force Report, public employee pension plans with combined
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assets conservatively valued at over $115 billion exert substantial

influence on the political and economic affairs of the nation. We

strongly concur with the central conclusion of the Pension Task

Force Report that current regulation of state and local plans is

inadequate and that federal legislation must be enacted to protect

the vital national interests involved. In our view, the adoption

of uniform federal standards of fiduciary conduct, reporting and

disclosure such as proposed in H.R. 6525 which was introduced in

the 96th Congress by Congressman John Erlenborn, ranking minority

member of the House Labor-Management Relations Subcommittee, is

necessary in order to protect plan participants and the public

from the wasting of plan assets and plan mismanagement and to

conform public plan administration, reporting and investment

practices to the practices expected and required in the private

sector pension community. We set forth below, in greater detail,

our views concerning some of the major problems facing state and

local plans and our recommendations regarding the scope and

substance of federal reform legislation required to rectify

these problems.

I. THE ABSENCE OF MEANINGFUL REPORTING AND DISCLOSURE IS

THE ORDER OF THE DAY FOR STATE AND LOCAL PENSION PLANS.

The Pension Task Force Report concluded that one of the most

disturbing features of most state and local plans is that impor-

tant benefit and financial information is not reported and dis-

closed to plan participants, public officials and taxpayers. In

many instances, the Report stated, plan participants are not even

informed of their basic benefit rights through a simple plan book-

let, not even to mention being apprised of the financial condition
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of the plan. Specifically, the Pension Task Force Report found

that approximately 40 percent of the state and local general em-

ployee plans surveyed do not regularly furnish participants with

booklets or other material describing plan provisions; plan par-

ticipants in approximately 18 percent of the plans were unable

to obtain plan descriptions even upon request. And where plan

descriptions were furnished, the Report noted, their utility as

disclosure devices varies widely; most are either too brief or

elaborate.

The Pension Task Force Report further found that over 70

percent of all public plans and over 60 percent of the federal

and the largest-state and local plans do not compute the market

value of plan assets and thus were unable to supply this infor-

mation for the Task Force survey. In addition, the Report dis-

closed that approximately one-quarter of the state plans and 40

percent of the local plans surveyed do not have actuarial valua-

tions performed on a regular basis; indeed, it was found that 5

percent of the state plans and 25 percent of the local plans have

not conducted an actuarial valuation within the past ten years.

Certainly, as was emphasized in the Report, a regular actuarial

valuation is essential "...if a true understanding of a pension

plan's emerging pension costs is to be realized." Pension Task

Force Report, p. 158.
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While the Pension Task Force.Report cited numerous other

shortcomings in state and local plan reporting and disclosure

practices,1 suffice it to state that the majority of state and

local pension systems do not provide for regular, meaningful

reporting and disclosure. The result has been that such systems

S...are not operated in accordance with the generally accepted

financial and accounting procedures applicable to private pension

plans and other important financial enterprises." Pension Task

Force Report, p.3. Due to the absence of strong reporting and

disclosure requirements, few.pension plan participants and bene-

ficiaries have a realistic assessment of their pension entitle-

ments or of the financial status of their plans.

Two recent studies by public pension experts corroborate

the Pension Task Force's position that reporting by most public

plans, including many of the largest, is inadequate. The na--

tional accounting firm of Coopers and Lybrand, in a survey of

the financial disclosure practices of 46 major municipal public

employee retirement systems, found seriousos deficiencies (to)

exist in the extent to which key information is reported and

reviewed, creating great potential for abuse.'2 Coopers and

Lybrand found that:

o 76% of the annual reports studied did not disclose the

actuarially computed value of unfunded vested pension

liabilities;

1For example, the Report found that nearly one-third of all state
and local plans surveyed, including 37 percent of the larger
plans, do not provide for an annual system audit of any kind.

2Coopers and Lybrand, Financial Disclosure Practices of the
American Cities III: Managing Pension Costs (New York:
Coopers and Lybrand, 1979), p..
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o 63% did not disclose the accounting policies related

to their plans;

o 35% did not disclose their funding policies and

o Actuarial assumptions used in a number of the valua-

tions appeared invalid.

A study released last month by the Urban Institute of the

annual reports of 86 state and local plans representing more than

20% of public plans having 1,000 or more members also expressed

concern regarding the reporting and disclosure practices of
3

state and local plan administrators and sponsoring governments.

The Urban Institute study noted, for example, that "...current

financial reporting does not provide sufficient information to

judge the financial performance of many of the funds".. Many plans

do not disclose the current market value of plan assets, "(n)or

do they typically provide information that would permit the

evaluation of investment manager performance.",
4

It should be emphasized that the lack of regular, systematic

reporting and disclosure practices does not merely pose a problem

for plan participants and beneficiaries; taxpayers, investors and

even government officials are kept in the dark regarding the true

costs and investment practices of the plan. As was noted by

Louis M. Kohlmeier in his study of the asset management practices

of state and local pension funds:

3The Urban Institute, The Future of State and Local Pensions
(1981).

4Ibid., p. 16-17
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Most public pension plans make financial reports
of some kind to the legislature, to the governor
or mayor, to employees and/or to the general pub-
lic. The great majority of such disclosures are
wholly inadequate to allow legislators, employees
or the public to judge the inadequacy of funds
administration... Rarely do reports disclose (in-
vestment information capable of being analyzed).5

Accordingly, the "...potential for abuse is great due to the

lack of independent and external reviews of the operations of

many plans." Pension Task Force Report, p. 3.

II. CONFLICT OF INTEREST PROBLEMS AND OTHER FIDUCIARY

ABUSES ARE PERVASIVE IN THE MANAGEMENT OF STATE AND LOCAL PLANS.

Like those of their private sector counterparts prior to

the enactment of ERISA, the legal rights and remedies of public

plan participants are controlled by state and local law. In

calling for the adoption of a uniform federal standard of fidu-

ciary conduct for public plan judiciaries, the Pension Task Force

Report found that state and local control over the management of

plan assets frequently has been inadequate and that existing

legal protections for public plan participants are far less than

they should be. Conflicts of interest in management and invest-

ment practices and other clear examples of fiduciary misconduct

have occurred due to the absence of a uniform standard of con-

duct applicable to public plan fiduciaries. While (t)here is

virtual unamimity within the pension community that those who

have control of pension plan assets should be held to high stan-

dards of behavior and should face liability upon failing to

satisfy that standard ... throughout the universe of state and

5Louis M. Kohlmeier, Conflicts of Interest: State and Local
Pension Fund Asset Management, (Twentieth Century Fund 1976),
pp. ,-LU
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local government retirement systems there is a virtual absence

of clear guidelines in this vital area." Pension Task Force

Report, p. 188.

Kohlmeier's study of state and local pension asset manage-

ment practices, noted above, documents the pervasive nature of

conflicts of interest in the management of state and local gov-

ernment retirement systems. The study points, in particular, to

a recurring tendency on the part of plan fiduciaries to manage

and invest plan assets in a manner consciously calculated to bene-

fit interests'other than those of plan participants and benefici-

aries. Kohlmeier stated:

One of the most persistent conflict-of-interest
situations in the management of public pension
funds results from the policy, followed by many
plans, of hiring local bankers, brokers and in-
vestment advisors and the practice of investing
in local securities, even though better or lower
cost-services and higher yielding investments
may well be available outside local boundaries.6

And, as noted in both the Pension Task Force and Kohlmeier stud-

ies, "(t)his investment and management proclivity becomes unde-

sirable when plan trustees and fiduciaries favor locally oriented

service providers and investment despite the fact that such in-

vestments may not be in the best interest of the plan and its

participants." Pension Task Force Report, p. 191. Indeed,

whether mandated by custom or statute, this policy frequently

has operated to the substantial detriment of plan participants

and beneficiaries.

6Ibid., p. 23. See also Michael T. Leibig and Robert W. Kalman,
Ho'w Much Federal Regulation do Public Funds Need," Pension

World, August 1978, p. 22, and the Pension Task Force Report,
pp.90-192, which discuss the Kohlmeier study.
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An additional example of widespread fiduciary abuse docu-

mented in both the Pension Task Force and Kohlmeier studies is the

absence in many state and local plans of professional investment

management. Typically, investment professionals are not on the

board of pension fund trustees which under statute is generally

responsible for plan asset administration and investment manage-

ment. Needless to say, the placement of investment management

and asset administration responsibilities in the hands of non-

expert officials "...often produces investment policies and

practice's that are significantly less valuable than that expected

from professional investment advisors and managers, and generally

found in private sector plans." Pension Task Force Report,

p. 190. To the extent that the plan consequently yields a lesser

return on its investments, it is of course the plan participants

and beneficiaries that suffer.

Contrary to the view espoused by some opponents of federal

reform action, reform of state and local pension plan fiduciary

requirements is moving slowly, and the prospects for significant

improvement in the foreseeable future are not encouraging. A re-

view of a recent update of Appendix 5 of the Pension Task Force

Report, prepared by the Congressional Research Service, confirms

the fact that, with a few notable exceptions, the control over

the management and investment plan assets remain inadequate.
7

7Congressional Research Service, An Analysis of the Fiduciary
Responsibility Requirements of the Major Pension and Retirement
Plans For Employees of the 50 States ,April 4, 1979).
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appears to provide significant protection for plans and plan par-

ticipants, the law frequently has been Judicially interpreted in

such a manner as to limit its actual protective effect. 1 0

The Federal Government already has certain important respon-

sibilities for regulating state and local pension plans, but it

has largely neglected its responsibilities. In another article

by Leibig and Kalman, entitled *Federal Policies Toward State

and Local Pensions: Benign Neglect or Negligence?", set forth

below as Attachment B, various of these responsibilities are

catalogued: the Internal Revenue Service's public pension

obligations, the Department of Labor's public pension policies

and other areas of federal involvement particularly in the areas

of preventing fraud and enforcing fiduciary duties. See also

Part IZ of the Peasion Task Force Report, entitled "Federal Law

Presently Affecting Public Employee Retirement Systems," pp. 7-

42. Certainly the most significant body of federal law presently

applicable to state and local plans is the system of tax qualifi-

cation requirements found under Internal Revenue Code Sections

401(a) and 501(a). However, the enforcement of these requirements

1 0See, for example, the Illinois Supreme Court's decision in
People ex rel. Illinois Federation of Teachers vs. Lindberg,
60 111. 2nd. 266, 326 N.E. 2nd. 749 (1975), cert. denied,
423 0.S. 839 (1975) and the Pension Task Forie Report's
discussion of the case. Pension Task Force Report, pp. 45-46.
"Michael T. Leibig and Robert W. Kalman, "Federal Policies Toward
State and Local Pensions: Benign Nealect or Negligence,"
Employee Benefits Journal, Fall 1978, p. 16.



310

II. CURRENT FEDERAL-STATE REGULATION OF STATE AND LOCAL

PLANS IS CLEARLY INADEQUATE.

In their article, 'Now Much Federal Regulation do Public
*8

Plans Need, set forth below as Attachment A, Michael Leibig

and Robert Kalman concluded that the current statutory and com-

mon law framework applicable to state and local retirement sys-

tems has failed to provide an adequate means of protecting the

interests of plan par-ticipants and beneficiaries. They stated.

For the most part, private remedies are techni-
a.ly available. Common law, and often, statu-

tory fiduciary protections do exist. State
freedom of information and consumer protection
systems are available.

These remedies, however, are cumbersome and expen-
sive. They are not designed to provide specific
remedies to pension participants or beneficiary
problems. Fiduciary duty litigation against the
state systs s face difficult separation of power
and sovereign immunity problems. For the most
part, these problems cannot be overcome without
sophisticated, expensive legal skills. 9

Leibig and Kalman's conclusions reinforce the findings of

the Pension Task Force that the states have generally failed

to establish clear fiduciary standards and effective legal rem-

edies for plans and plan participants in the event of fiduciary

misconduct. Even in those instances where state statutory law

8Michael T. Leibig and Robert W. Kalman, *How Much Federal
Regulation do Public Plans Need,* Pension World, August 1978,
p. 22.
Ibid., pp. 24-25.
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generally has been neglected in the public sector; indeed, ac-

cording to the Pension Task Force Report, *enforcement of the

qualification standards against public plans has been for the

most part non-existent." Pension Task Force Report, p. 33.

Leibig and Kalman cited Robert Tilovels discussion of the prob-

lem in his study of public pension funds:

Some difficulty arises when rules designed for
corporate pension plans are applied to public
plans. However, with rare and only very recent
exception, the rules have in fact not been ap-
plied, except when question has been formally
raised. The answer is given, at least in the
first instance, by the local director of the
Zaternal Revenue Service. Consequently, an-
swers differ from one state to another, as is
to be expectiedwhen a. complex set of rules
written to assure even-handed treatment of
corporate executives and the rank-and-file in
private industry is applied to public plans.
Many public systems have never asked for rul-
ings as to whether their plans qualify; they
and their members have simply assumed that
there is no problem.

Nonenforcement by the Internal Revenue Service
has in fact been the rule. If enforcement were
attempted, it would confront the question whether
to assess most state and local judges for thou-
sands of dollars of back taxes because of their
superior benefits. Awkwardness has arisen-- at
least until 1973 - only for those system trustees .
or officials meticulous enough to ask for a ruling.12

The Internal Revenue Service's lack of enforcement of the

non-discrimination and other plan qualification requirements can

12Ibid., p. 19, citing Robert Tilove, Public Employee Pension
ur-nds (New York: Columbia University Press), p. 248F.
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also be graphically illustrated by the Pension Task Force Report's

finding that over 80 percent of state and local systems were

either unfamiliar with the application of the tax qualification

requirements to public plans, or, for whatever reason, neglected

to apply for qualified status. The Task Force survey further

found that only 23 percent of the local plans applied for and

received favorable plan Aetermination letters in the past and

that the great majority of these determination letters were

issued over five years ago, raising the inference that they may

not be up to date.

The Pension Task Force Report included a comprehensive ex-

amination of federal law presently affecting public sector plans.

The Report noted that, in many instances, the precise impact of

these laws on-public plans.is not yet clear and that inconsistent

interpretation and enforcement of various federal legal require-

ments is not uncommon. "The absence of any single federal agency

to coordinate the administration and enforcement of the various

federal laws relating to retirement income," the Report stated,

"has precluded the development of a unified national policy with

regard to either public employee retirement systems or private

pension plans." Pension Task Force Report, p.2.

IV. FEDERAL LEGISLATION MUST BE ENACTED TO PROTECT THE

VITAL NATIONAL INTERESTS INVOLVED.

Federal legislation in the form of a Public Employee Retire-

ment Income Security Act -- PERISA -- must be enacted to regulate
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the operation of state and local government retirement systems.

This legislation which should recognize the unique problems and

characteristics of public pension plans is necessary in order

to effectively deal with the unaJor national problems enumerated

above. Such legislation should not mandate the existence of a

state or local pension plan or the level of benefits to be pro-

vided. Instead' it should seek to provide some assurance that

benefits promised under a voluntarily adopted plan are paid

and that the plan is operated without discrimination, dishonesty

and fiduciary abuse.

In our view, the PERSIA bill introduced by Corlressman

Erlenbori in the past Congress -- H.R. 6525 -- not only serves

as an effective federal response to the public pension crisis

but minimizes the degree of federal government intrusion in

state and local government affairs. Title I of H.R. 6525 would

establish minimum federal reporting and disclosure and fiduciary

standards for state and local government pension plans. The

bill contains specific authorization for state governments to

have responsibility for administration and enforcement of certain

of PERISA's provisions. If a state's laws in the areas of

reporting and disclosure, bonding, civil and criminal penalties

and protection of participant rights are "substantially equivalent"

to the requirements of the federal legislation, the state may

apply for authority to assume the responsibility in those areas.

Public plan compliance with a uniform federal reporting and

disclosure standard, as set forth in H.R. 6525, should be man-
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dated in order to protect the rights and interests not only of

plan participants and beneficiaries but also of the public at

large. While ERISA imposes certain minimal reporting require-

ments on public plans,13 the repor-.ing and disclosure practices

of state and local plans fall woefully short of the standards

established for private plans under ERISA. PERISA must be en-

acted to ensure, at the minimum, that important benefit and fi-

nancial information is regularly reported and disclosed to plan

participants and public officials. Plan participants have an

interest not only in the disclosure of information regarding the

specific provisions of the plan which cover them but also in

information as to whether or not the plan is being efficiently

operated and in a lawful manner.

A uniform federal standard of fiduciary conduct is urgently

required for state and local public employee retirement systems.

We concur with the view shared by the Pension Task Force and

the great majority in the private pension community that "(f)idu-

ciaries should be required to act prudently and for the exclusive

purpose of providing benefits to plan participants and that the

associated plan assets therefore 'belong' exclusively to them

rather than to the sponsoring government." Adoption of the ERISA

fiduciary standard, as proposed in H.R. 6525, is necessary in

order to protect plan participants from the wasting of plan assets

and plan mismanagement. Certainly, no less should be expected

from those individuals involved in the management and disposition

of public funds than that expected and required of fiduciaries

in the private pension community.
1 3See the Pension Task Force Report, p. 34.
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We believe that enactment of federal reporting, disclosure

and fiduciary standards legislation is necessary in order to protect

the vital national interests involved and will overcome any possible

constitutional objection raised by the United States Supreme

Court's decision in National League of Cities v. Usery, 426

U.S. 833(1976).14 PERISA will not only serve to protect the

rights of public plan beneficiaries and participants buc also

will protect a compelling public interest as well.

14The question of the permissible scope of Congress' authority
to reform state and local public employee retirement systems
was carefully examined in-the House Pension Task Force Report,
pp. 17-22. The Report persuasively concluded that federal
legislation limited to such areas as reporting and disclosure
and fiduciary standards would not encounter the constitutional

-barrier recognized in Usery.

In Usery, the Supreme Court, based on its reading of the con-
stitutional relationship of the states to the Federal Govern-
ment under the Commerce Clause, declared unconstitutional the
application of the mandatory minimum wage and maximum hour
provisions of the Fair Labor Standards Act to state and local
governments. The Court held that imposing these provisions on
such governmental entities would "impermissibly interfere with
the integral governmental functions" of the states exercising
their Tenth Amendment rights and impair their "ability to func-
tion effectively in a federal system". Importantly, as was
emphasized in the Pension Task Force Report, federal reporting
and disclosure and fiduciary standard legislation "...would
produce a very slight cost impact in terms of compliance by
state and local governments" and in fact may result in "...a
net reduction in cost..." and thus would not reach the level
of intrusion in integral state government functions which the
Court found objectionable in Usery. See California v.
Blumenthal (No. 5-78-356, August 24, 1978.

84-763 0-81- 21
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CONCLUSION

For the foregoing reasons, AFSCME believes that enactment

of PERISA legislation should be a major priority of the Congress.

We thank the members of the Subcommittee for the opportunity to

present this statement, and we look forward to continuing to

work with you on this matter of utmost concern to state and local

government employees. We will be pleased to answer any questions

you may have.

Senator CHAFEE. The next panel are Mr. Hart, Mr. Pantos, and
Mr. Dearnley.

Mr. Hart, why don't you start.
Mr. Dearnley.
All right, Mr. Hart, why don't you proceed.

PANEL OF JEFF HART, EXECUTIVE DIRECTOR, ASSOCIATION
OF PRIVATE PENSION AND WELFARE PLANS, INC.; GEORGE
J. PANTOS, PARTNER, VEDDER, PRICE, CAUFMAN, KAMM-
HOLZ & DAY; AND IRVINE H. DEARNLEY, VICE PRESIDENT,
CITIBANK, N.A., NEW YORK, N.Y.
Mr. HART. Alright, Mr. Chairman, recognizing the problems that

the Nation is suffering in terms of social security and personal
savings and recognizing that both have been and will continue to
be the subject of separate hearings, I wish to focus my remarks
today on the Commission's recommendations for a mandatory uni-
versal pension system.

Our association is both opposed to the concept that is recom-
mended and disappointed in the manner in which the Commission
has presented the need for such an alternative.

All of us would like to share in the Commission's dream of
providing every American in retirement 100 percent of preretire-
ment disposable income.

However, in the harsh light of reality there is a marked differ-
ence between that for which we would dream and that which can
be.

The association considers the establishment of MUPS is not justi-
fied by the data developed and presented by the Commission.

The report's method of presenting private pension coverage sta-
tistics is potentially misleading in that it takes focus away from
the nature and location of noncoverage.

The report provides a static treatment of coverage and does not
look forward to the increasing probabilities for coverage.

Furthermore, the impact of inflation and the cost involved in the
report's recommendations are treated inadequately. This is not to
say, however, that the association does not favor greater private
pension plan coverage. We do.

- t
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But, private employers must be provided adequate opportunity
through voluntary means to expand coverage and benefits within
the realities of the marketplace.

The private pension system with appropriated incentives and less
burdensome regulation, holds great potential for continuing in-
creases in the benefits it provides and in the percentage of workers
it covers.

However, the system has its natural limitations, as would MUPS,
which, would leave a segment of the population uncovered. But that
segment of the population which remain beyond the natural reach
of the private pension system, the association endorses the appro-
priate role of Government in providing a minimum floor of social
income security for this segment.

However, the private pension system should not be forced beyond
its structural limits in an effort to do so by the imposition of
Federal mandatory standards.

If I might in the interest of time, just close by saying that I've
referred both incentives and less-burdensome regulations. As you
know the association is very supportive of the efforts of the Senate
Finance Committee and other committees in moving forward on
employee deductibility, and I might add that last week the associ-
ation, in terms of S. 243, has seen the light on that aspect that
would provide for retirement savings to be opened up -o other
nonretirement needs such as mortgages and tuition expenses.

It is the considered opinion of the association that, that in fact,
would leverage or increase total new savings.

Second, the association has just completed a 2-year effort in
developing ERISA member proposals that we would seek during
the coming years to have reflected in legislation.

This 2-year effort was going through one of our committees com-
prised primarily of actuaries and attorneys and people that work
the pension area.

Trying to clean up the burdensome aspects of ERISA, not in any
way to weaken its protections, but to make it more fluid in terms
of new plan creation. And that, in fact, covers some of the invest-
ment and prohibited transaction and dialog that was going on
earlier this morning, and we'll soon be contacting your staff in that
regard.

Senator CHAFEE. Have you completed a report on that?
Mr. HART. Yes, we have. It will be of interest, we think.
And, in closing, I would like to log your leadership effort in

maintaining a national sounding board to continue this desperately
needed dialog on retirement income security.

Thank you.
Senator CHAFEE. Thank you, Mr. Hart. I appreciate your coming.
Mr. Pantos.

OPENING STATEMENT OF GEORGE J. PANTOS, PARTNER,
VEDDER, PRICE, KAUFMAN, KAMMHOLZ & DAY, REPRESENT-
ING THE ERISA INDUSTRY COMMITTEE [ERIC]
Mr. PANTOS. Thank ynu, Mr. Chairman. My name is George

Pantos, and I appear today on behalf of the ERISA Industry Com-
mittee, a national association of some 100 major corporations
which are concerned with national retirement issues.
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In the interest of time, I will just concentrate on two issues that
are in the Commission report; namely, incentives for individual
retirement savings, and the MUPS proposal. With your permission,
Mr. Chairman, I would like to reserve the right to file a more
detailed statement for the record. .

If time permits, however, I would like to touch briefly on several
impediments in current law which we believe might be of interest
to this committee.

In developing the principal recommendations, the final report is
focused on needs to increasing pension coverage.

The Commission advocates that gaps in coverage and pension
adequacy can be addressed by a Federal tax system which encour-
ages personal retirement savings. We concur that much can be
accomplished in expanding the role of private savings. Specifically,
ERIC strongly endorses the Commission's view that reasonable
amounts of employee contribution for retirement security should
be deductible from income for Federal income tax purposes, and
taxed instead when withdrawn upon retirement.

This would parallel the present treatment for employer contribu-
tion to qualified plans.

We believe that a change in the tax laws is needed to permit
deductible employee contributions which would spur added pension
coverage. In addition, this approach has the advantage of adding
substantially to the Nation's capital base. In the interest of time, I
shall not comment further on this point, Mr. Chairman, since on
February 24, ERIC submitted some very specific and detailed sug-
gestions regarding certain savings incentive tax bills that are cur-
rently before the subcommittee.

Turning to the MUPS proposal, which is the centerpiece of the
final report, if such a program could create pensions for those who
now are without them and, I would emphasize, at no cost to
anyone, who would not support it? But there is, of course, a price
for every economic benefit, and it is naive to overlook it.

The report appears to expect that the cost of mandated pensions
would be borne by the employer. If so, payroll costs of business
would rise, which would favor the use of machines over people.

To the extent that employment could not be cut to offset its
higher cost, a business would earn a lower economic return, and
the equity capital supporting it would now have a new inducement
to apply itself elsewhere, in a business that is less people-intensive.

Hence, the economic burden of mandatory pensions would fall
most heavily on employers most affected by payroll-related costs.

In other cases, the cost of mandatory pensions could be passed or
to the consumer, thereby adding to inflation.

In still other cases, the cost of mandatory pensions would be
borne by the employees, through wages that fail to rise, or rise
more slowly, so as to offset the new payroll cost. It's questionable
whether employees will appreciate a cut in current -earnings so
that a pension can be accumulated for them that they would not
have chosen to fund voluntarily.

More broadly, the proposal is objectionable because it goes too
far in having the Government determine the allocation of private
objectives. American society has already established, through social
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security, an organized program of a minimum floor of protection to
continue income after retirement, death, or disability.

If now the Government is to require, not a minimum floor of
protection but some higher goal, looking ultimately to full continu-
ation of income after retirement, shall we expect similar proposals
for mandatory purchase of "adequate" life insurance and disability
income coverage? And what further diversions of current resources
should be made, against the will of the producers of those re-
sources, to accord with the better judgment of the Government?

In short, Mr. Chairman, we are deeply concerned that the pro-
posal is, in plain terms, a proposal for compulsory plan coverage.
We oppose compulsion for benefits beyond a concept of a minimum
floor of protection. We believe it would be a mistake to endorse the
concept which diminishes the voluntary character of pension secu-
rity above the mandated minimum level of social security.

In the brief time remaining, Mr. Chairman, I would briefly like
to comment on certain impediments to the expansion of the private
pension system.

Over the past 5 years, ERIC itself has followed very carefully the
development of ERISA regulations and rules and we believe that
there have been fundamental changes that have taken place.

More specifically, we are disappointed that the Commission
failed to address certain impediments to the growth of the private
pension system which could be resolved by a simplification of pres-
ent ERISA requirements.

Complex and burdensome ERISA requirements, particularly in
the reporting and disclosure area, have had an adverse impact on
retirement plans and have precipitated plan termination, particu-
larly by smaller employers.

In addition, Mr. Chairman, fundamental changes have taken
place in the ERISA title IV program in recent years which have
signaled the need to overcome the deficiencies in this termination
insurance program for single employers.

I will close by simply stating that the present law actually en-
courages certain financially troubled plan sponsors who have ex-
tended basic pension promises beyond 30 percent of their net worth
to terminate their plans and pay only a limited liability to the
PBGC which guarantees certain pension benefits under title IV.

Another deficiency in present law is that voluntary plan termi-
nation is now an event insurable by the PBGC. These title IV
problems and others were recently corrected by the Congress in
terms of multiemployer plans, and the relevant principles of the
new multiemployer legislation should be extended by the Congress
to single employer plans.

Senator CHAFEE. OK, well we're aware of that problem. I must
say that is a mare's nest of-but, I think you're right in drawing
our attention to it.

Whether we will do anything about it this year, I don't know-
single employer situation.

All right fine, well, thank you very much, Mr. Pantos.
Mr. Dearnley.
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OPENING REMARKS BY IRVINE H. DEARNLEY, VICE PRESI-,
DENT, CITIBANK, N.A., NEW YORK, N.Y., REPRESENTING THE
NATIONAL ASSOCIATION OF MANUFACTURERS
Mr. DEARNLEY. Mr. Chairman, my name is Irvine Dearnley and I

am a vice president of Citibank. I am before you today representing
the National Association of Manufacturers. The NAM is an organi-
zation of nearly 12,000 members covering every State.

Our members employ a majority of the country's industrial labor
force and produce over 75 percent of its manufactured goods.

Many of our members provide some form of retirement program
for their employees, and have had a vital interest in the activities
of the President's Commission.

Over the past 2 years, the NAM has testified and submitted
statements on several issues under review by the Commission.
They include disability retirement, universal social security cover-
age, ownership and control of pension fund assets, and the Federal
administration of pension programs.

In its final report, the President's Commission recommended that
the Federal Government establish and administer a minimum uni-
versal pension system for all workers.

The system would be funded by employer contributions of 3
percent of payroll as a minimum benefit standard. All employees
more than 25 years of age, with 1 year of service and 1,000 hours of
employment would be participants in the system. Benefits under
the program would vest immediately.

The NAM is opposed to such a system.
Currently, the percentage of wages that is deferred until retire-

ment to pension plans by employers varies from group to group.
Each employer bases his decision on numerous factors that include
external competitive forces, profitability, the absolute level of
wages being paid out in cash, the age and size of the firm, the
nature of its workforce, and the firm's capital investment needs.
The Commission's proposal would impose mandatory coverage on
groups that have decided on the basis of their own pertinent de-
mography that the maximum portion of their labor costs should be
paid out in current wages or current benefits rather than deferring
it to retirement income.

The NAM believes that employers should have the right to make
these decisions for themselves.

The Commission's suggestions, designed to minimize the cost of
MUPS, may still not suffice for a struggling young company with
limited credit lines and a pressing need for capital in order to
preserve the jobs of its present employees.

Further, these attempts to minimize costs might not be enough
for an older company, large or small, paying most of its employees
wages at close to the minimum legal level. The cost may simply be
too much to allow such a company to remain in business and
thereby pay even this level of wages.

One of President's Reagan's most important goals, with the full
support of the American people, is to more clearly define, limit,
and ultimately reduce the scope of Government regulation of the
economy.
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The NAM believes the Commission's proposal would inevitably
lead to another unresponsive and unmanageable Government bu-
reaucracy with excessive regulation and redtape.

The NAM's material submitted for the record indicates there are
some proposals in the Commission's report believed worthy of sup-
port, but they can't be covered in the time available to us here.

They- include, with respect to social security, opposition tr, the
use of general revenues, allowing interfund borrowing, covering all
Federal and State and local government employees, and raising the
normal retirement age beyond 65.

We thank the subcommittee for the opportunity to appear, and
hope our statement will be useful in its work.

I welcome your comments and will be happy to try to answer any
questions you may have.

Senator CHAFEE. Thank you very much, Mr. Dearnley. We appre-
ciate the testimony you've given us and the full statement that you
have submitted.

Thank you all, gentlemen.
[The prepared statements of the preceding panel follow:]
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STATEMENT OF

THE

ASSOCIATION OF PRIVATE PENSION AND WELFARE PLANS, INC.

SUMMARY

e Our inability to expand the Social Security
System is clear--in fact, a phased-in trimming of benefits
is inevitable.

- * The Nation's savings rate is the lowest in
the industrialized world--and Congress must create incentives
to increase personal savings, particularly in regard to
retirement savings.

* The Commission's recommendations' for government-
mandated MUPS is rejected as unrealistic within our current
economic framework, particularly in terms of redirected
working capital and significant revenue losses.

e The Commission has failed to support adequately
the assumptions upon which the "need" for MUPS has been
based.

e The presentation of coverage statistics by
the Commission is misleading in that it does not address
the workforce relevant to the private pension system, does
not elaborate adequately on the uncovered segment of the
population, and does not focus on the potential for coverage
expansion over time.

e Either under a voluntarily expanded private

pension system, or a Federally-mandated MUPS -iternative,
a percentage of Americans who have worked will remain uncovered
by private pensions--this reality must be recognized and
addressed through social income security programs, not through
the "forced expansion" of a voluntary system.
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INTRODUCTION

Mr. Chairman and members of the Subcommittee, my name is Jeff

R. Hart, and I am the Executive Director of the non-profit Association

of Private Pension and Welfare Plans, Inc. (APPWP). I submit this

statement to you today on behalf of the membership of APPWP.

The APPWP is a national association dedicated to the survival and

growth of the private employee benefits and compensation field. The

APPWP represents one of the largest industries in the world, with over

500 firms composing its basic membership. The Association is represen-

tative of the entire private benefits system of this Nation. We are

comprised of a broad spectrum of active and concerned employers--from

some of the very largest through to many of the smallest. Our employer

membership is matched by an equal number of the Nation's leading

actuarial and benefit professionals--from insurance companies, banks,

law firms, accounting firms, investment firms, and actuarial consulting

firms.

APPWP's composition is reflective of its focus on the broad,

benefits funding and delivery policies of this Nation. We are firm in

contending that the best interests of our Nation's citizens are served

when these national policies reinforce the diversified and balanced

sharing of the benefits load among the Social Security system, the

employer-sponsored private system, and the savings, contributions and

investments of the individual citizen. It is within this context that

APPWP submits this statement on the Final Report of the President's

Commission on Pension Policy.

rhe Commission's report addresses a broad spectrum of both

social and retirement income security issues. Given the complexity of

many of the issues, it is, of course, impossible to address them all toda
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I request, therefore, that the Association be afforded the opportunity

to supplement its testimony with a later filing.

When viewing the report in its entirety, the Association finds

itself in general agreement with many of the recommendations relating

to the current Social Security system and with some relating to

increased incentives for personal savings. There are now few who -

would question the severity of the financial strains that face the

Social Security system--rather, the difficulty for many today is in

comprehending the magnitude of the strain, particularly as it relates

to the health care elements of the program. And there are now few who

would question the increasing paucity of the Nation's personal savings

rate. During recent years, our tax laws and regulations have evolved

to discourage personal savings. Wnen coupled with inflation and

a populace intuitively sensitive to present value theory, these

disincentives have made our savings rate the lowest in the industrialized

world.

SUMMARY

Recognizing the problems that the Nation is suffering in terms of

Social Security and personal savings, and recognizing that both have

been--and will continue to be--the subject of separate hearings, I wish

to focus my remarks today on the Commission's recommendations for the

establishment of a so-called "Mandatory Universal Pension System", which

has come to be commonly referred to as "MUPS". Our Association is both

opposed to the concept as recommended and disappointed in the manner

in which the Commission has presented the "need" for such an alternative.

During a time in our history when Americans are coming to recognize

very clearly the inalterable linkage between general economic vitality and

income security, it is unconscionable that recommendations would be
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forwarded that would redirect working capital away from the small

business sector of our economy--the very sector where vitality and

growth is needed in terms of retirement income security. More

specifically, during an economic period when this Committee and

others must struggle with the revenue implications inherent in the

relatively modest step of expanding deductibility for employee

contributions to IRAs and qualified private plans, it is unrealistic

to propose a government-mandated MUPS program that represents such

significant revenue losses.

Virtually all of us in this room today would like to share in the

Commission's dream of providing every American in retirement 100% of

pre-retirement disposable income. However, in the harsh light of

reality, there is a marked difference between that for which we would

dream and that which can be.

This Association considers the establishment of MUPs as not

justified by the data developed and presented by the Commission. The

report's method of presenting private pension coverage statistics

is potentially misleading in that it takes the focus away from the

nature and location of non-coverage. The report provides a static

treatment of coverage and does not look forward to the increasing

probabilities of coverage. Furthermore, the impact of inflation and

the cost involved in the report's recommendations are treated

inadequately. This is not to say, however, that the Association does

not favor greater private pension plan coverage. We do. But private

employers-must be afforded adequate opportunity, through voluntary

incentives, to expand coverage and benefits within the realities of



327

the marketplace. To construct appropriate incentives, the current

and future nature of the potentially uncovered population'must be well

understood. The private pension system, with appropriate incentives

and less burdensome regulation, holds great potential for continuing

increases in the benefits it provides and in the percentages of workers

it covers. However, the system has its natural limitations--as would

MUPS--which will leave a segment of the population uncovered. The

Association would like to see voluntary incentives constructed that would

reduce the uncovered segment. For that segment of the population which

will remain beyond the natural reach of the private pension sytem,

the Association endorses the appropriate role of government in providing

a minimum floor of social income security for this segment. However,

the private pension system should not be forced beyond its structural

limits in an effort to do so by the imposition of federal mandatory

standards.

MANDATORY UNIVERSAL PENSION SYSTEM

MPS is, in part, a product of the Commission's conclusion that

replacement of 100%-of pre-retirement disposable income from all

sources is a desirable retirement goal. The Commission, however, did

not seek to support the feasibility of this position. The Commission's

100% income replacement goal should be examined critically for two

reasons: First, it is generally true that the income level of a person

just prior to retirement represents the highest lifetime earnings level.

The Commission's desire to enable a worker to retire at a level

commensurate with the highest level attained in a working career is

laudable--but not realistic. Second, the Commission expressly acknowledged

that consumption patterns of retirees are different than those for

active workers, but it did not make any offsetting adjustments in its
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income replacement goal to account for such differences. It is

generally recognized that retirees have lower income needs relative

to younger workers. For example, two major expenses of family

life -- child raising and home ownership -- Are likely to be absent

from the income needs of our retired population. Most retirees have

adult children who are, financially independent of their parents. And,

most retirees either own their own homes outright or have small

mortgages with interest rates well below current market levels.

Our Association, therefore, does not agree with the Commission

that a realistic retirement income goal for this country is to

replace fully the pre-retirmeent disposable incomes for all retirees.

The Commission's questionable income replacement goal is relevant in

that the MUPS proposal is a necessary element to the fulfillment of

this goal.

Simply stated, MUPS would require all employers to make a pension

contribution equal to 3% of payroll for all employees over the age of

25 and with more than one year of service (1000 hours of employment)

with their employer. MUPS would further require that: (1) the employee

be fully vested in the employer contribution made on his behalf; (2) the

plan not be integrated with the Social Security program and (3) the

benefit be fully portable. In an effort to mitigate the cost of MUPS,

the Commission recommends phasing it in over three years and giving

small businesses, upon which MUPS would fall the hardest, a tax credit

for MUPS contributions.

It is premature to address the specifics of MUPS because the

basic assumptions which have been cited in support of MUPS are either

flawed or not established by available data. Further, the Commission

failed to investigate alternative solutions. The Commission
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recommended MUPS because it perceived that (1) voluntarily established

private plans do not now, and will not in the future, cover a

sufficient percentage of the Nation's workforce; (2) the level of

Social Security benefits for employees not now covered by private plans

is inadequate; and (3) the personal savings, which low and middle-income

people can be expected to set aside for retirement years, will not be

adequate to cover their needs. We disagree.

The Commission's assumption with respect to coverage is that "about

half of the private work force" currently participates in a private

pension plan and that this percentage is not expected to increase

significantly in the future. These assumptions would lead one to infer

that half of our Nation's workers are not covered by a private pension

plan and will not be covered by one in the future. Upon closer

inspection, however, it is clear that actual pension coverage in the

private system is closer to 75% of the relevant workforce. In addition,

the data shows that this figure is likely to expand as time goes on.

According to a recent study being conducted by the Employee Benefit

Research Institute (EBRI), a non-prbfit educational organization, the

total U.S. "workforce" is made up of 95.4 million workers. Of that

number, 24.1 million are workers who are either under age 25 or over

age 64. These are two groups which ERISA does not generally require

to be covered by private pension plans. Another 13.5 million employees

in the total workforce are either part-time employees or are employees

who have not worked for their employers for more than one year. ERISA

does not require coverage for this group. And finally, when agricultural

workers and self-employeed individuals are considered, anoth-er 8.1

million workers can be eliminated from the total workforce. Thus,

when the "total workforce" is adjusted to the "relevant workforce"

which is more meaningful to the coverage issues, the starting figure of
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95.4 million drops to 49.7 million.

The EBRI study goes on to show that of the relevant population

of 49.7 million workers, 747. are currently covered by a private employer

pension plan and that 56% of all such participants are entitled to

receive a vested benefit at some future date. The study concludes that

the percentage of employee coverage in the private employer pension

system is "well above a majority" and that we are clearly moving towards

a time when two-thirds of the relevant workforce will be entitled to

receive vested benefits from a private employer retirement plan. The

EBRI study, which was developed over a period of two years, will be

completed and published formally in June of this year.

The Co-mission also assumed that employee coverage by the private

pension system is not likely to expand in the futur, Statistics

revealed in the EBRI study, however, point in a different direction.

From 1950 to 1979, a period during which the total U.S. workforce

increased by 90%, the EBRI study shows that participation in employer-

sponsored plans increased by 253%. In addition, the study reveals that

whereas the-uncertain regulatory climate created by ERISA caused new

plan formations to drop to a low of 3,494 plans in 1976, the 1980

figures are much more representative of the vigor of the private pension

system. In 1980, 56,063 new plans were formed. That is more than 15

times the number of new plans formed in 1976. In our view, there will

be even greater expansion of the private pension system if Congress

creates the proper environment: ERISA needs to be scaled-down to more

manageable proportions and tax incentives need to be improved. Legisla-

tive changes which encourage the voluntary establishment of new plans

and the improvement of existing plans will have a dramatic and positive

effect on coverage. Our Association has just completed a two-year
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analysis of the amendments which we believe would be helpful to

eliminate the ERISA created impediments to the adoption of new plans.

We intend to submit this analysis to this Subcommittee for its study

of the present private pension system.

The Commission also assumed, as another reason for MUPS, that the

level of Social Security benefits for groups not covered by a private

employer pension plan was inadequate. The Co mission's own statistics

however, disprove this assumption. According to the Commission's

statistics, 85% of the non-covered population earns $15,000 or less

in annual income. A statistical table which appeared in the Commission's

second Interim Report, but not in the Final Report, showed that for

a married couple, with one wage earner, Social Security benefits would

replace 64 of the wage earner's pre-retirement gross pay. The

Commission's table showed further that a benefit equal to 71. of the

wage earner's pre-retirement gross pay would replace 100% of his dis-

posable income. Thus, for people in the $15,000 and under group, the

Social Security benefit falls only 7 percentage points short of the

Commission's retirement benefit goal of 100% replacement of pre-

retirement disposable income. Clearly, if MUPS were added to the

present Social Security benefit, a large portion of the uncovered group

might receive retirement benefits in excess of 100% of their pre-

retirement disposable income. A mandatory system, such as MUPS,

is not the appropriate mechanism for enabling certain segments of the

population to receive more income in retirement than they did as

wage earners.

The Commission's third assumption supporting MUPS is that

personal savings for low and middle-income individuals are presently

insubstantial and not likely to play a meaningful role in providing

retirement income for such individuals in the future. The Commission,

84-763 0-81- 22
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however, provided little data on the extent or form of personal

savings for the low and middle-income groups. One glaring omission

in the Commission's analysis is the extent to which home equity can

be used in meeting retirement needs. As noted earlier, substantial

home ownership exists among the elderly. However, the possibility for

using "reverse annuity mortgages" or similar mechanisms was never

evaluated by the Commission. Such techniques could permit retired

indivuduals to retain their home ownership but at the same time

utilize their accumulated home equity for their retirement needs.

The Commiscion also failed to identify any of the impediments to

savings by these groups. The most obvious impediment, of course, is

inflation. To the extent MUPS is offered as a response to inflation,

it is a bad response. The best government response to inflation is

to confront it directly, by striving to bring it under control through

sound fiscal and monetary policies.

Personal savings have also been retarded by low interest rates

paid on bank pass-book accounts and the taxation of that interest.

Changes in either or both of these factors will encourage greater

personal savings.

We submit that the Commission's examination of the personal

savings issue is based upon the situation as it currently exists,

rather than on the situation as it could be if inflation were under

control, interest rates on passbook accounts were higher, and tax

incentives for employer and employee savings were enacted by Congress.

Our Association strongly supports one of the tax incentives

discussed in the Commission's report--the provision for a deduction of

employee contributions under a qualified plan. We are pleased that

a number of bills have been introduced in this Congress to provide for
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such a deduction,'and we are hopeful that any tax legislation adopted

this year will include a provision permitting employees to deduct their

contributions under a qualified plan. A similar provision adopted in

Canada several years ago has had the effect of creating substantial

new savings among employees in all income ranges. If this provision

were adopted'and other impediments to personal'savings were removed,

we believe that personal savings would increase to more substantial

levels, thereby eliminating another of the Commission's perceived

Justifications for MUPS.

In conclusion, I wish to say, on behalf of the Association, that

the framework for dialogue that has been built by the Commissiop is of

profound importance, and we would hope that the dialogue continues to

be pursued with the greatest diligence. The Commission's final report

however, is not a complete report. In our judgment the major issues

deserve much mope thorough analysis. More data needs to be developed

and more alternatives must be evaluated. The Commission has not made

a case for MUPS. The basic assumptions which it makes to support MUPS

are either not valid or not proven. The Commission did not test the

MUPS parameters to determine whether they would produce the level of

benefits desired. Before a private employer adopts a pension plan,

it is customary to have the actuary perform numerous calculations, taking

into consideration variations in age of employees, turnover, mortality,

compensation, inflation, etc. In this way, the employer determines

before hand, to the extent possible, whether the pension contribution and

level of benefit promised by the plan will meet the desired objectives.

This type of fundamental testing was not done for the proposal to create

MUPS.

The Commission's report represents a beginning in identifying the

major pension issues which confront us today. Much more work needs to

be done, however, before the difficult and delicate task of their

resolution can-be realized.
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May 15, 1981

Statement of

The ERISA Industry Committee (ERIC)

to the

SENATE FINANCE COMMITTEE

SUBCOMMITTEE ON SAVINGS, PENSIONS & INVESTMENT POLICY

Regarding

PRESIDENT'S COMMISSION ON PENSION POLICY FINAL REPORT

My name is George J. Pantos and I am a partner in the law

firm of Vedder, Price, Kaufman, Kammholz & Day, Washington, D.C.

I appear today on behalf of The ERISA Industry Committee (ERIC),

an association of some 100 major corporations concerned with national

retirement policy issues. ERIC's members include half of the

nation's fifty largest industrial companies and represent a broad

cross-section of the nation's largest retailers, utilities, bankers

and insurers.

The hearing today is focused on the Final Report of the

President's Commission on Pension Policy. ERIC followed the work of

the Commission very closely and appeared before the Commission

on numerous occasions during the past two years to present views

on various issues pending before the Commission. We are happy

to share our views with the Subcommittee today on certain aspects

of the Final Report.
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With your permission, Mr. Chairman, we would like to

concentrate today on two issues in the Commission Report, namely,

incentives for individual retirement savings and the mandatory

pension proposal, and reserve the right to file a more detailed

statement for the record.

We are pleased that the Commission has endorsed the

present aggregate of means for providing retirement income security

- the three-legged stool of Social Security, private pensions,

and individual savings. Further, in seeking to increase retirement

income, the Commission has confirmed the historic rationale of

Social Security as a minimum floor of protection; it has endorsed

the value of private pensions; and it has advocated several measures

that could add greatly to the prospect of an important role for

individual savings.

We are pleased that the Commission has not yielded to the

expedient of expanding the role of Social Security, which even now

has long-range problems that must be addressed and solved in this

decade.

Incentives For Retirement Savings

In developing its principal recommendations, the Final

Report is focused on means to increase pension coverage. The

Commission advocates that gaps in coverage and pension adequacy
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can be addressed through a federal tax system which encourages

personal retirement savings. We concur that much can be accomplished

in expanding the role of private savings. Specifically, ERIC

strongly endorses the Commission's view that reasonable amounts

of employee contributions for retirement security should be

deductible from income for federal income tax purposes, and taxed

instead when withdrawn upon retirement. This would parallel the

present treatment for employer contribution to qualified plans.

A change in the tax laws is needed to permit deductible

employee contributions which would spur added pension coverage.

In addition, this approach has the advantage of adding substantially

to the nation's capital base. In the interest of time, I shall not

comment further on this point since on February 24, ERIC submitted

specific suggestions regarding certain savings incentive tax bills

pending before this Subcommittee.

Mandatory Pensions

The centerpiece of the Final Report is the concept of

mandatory pensions beyond the scope of the present Social Security

system. The vehicle suggested for further consideration could be

either a separate tier of the Social Security sysystem, with permis-

sion for employers to "contract out", or a mandatory program of

"private" pensions with a central portability clearinghouse.
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If such a program could create pensions for those who now

are without them, and at no cost to anyone, who would not support

it? But there is, of course, a price for every economic benefit,

and it is naive to overlook it.

The Report appears to expect that the cost of mandated pen-

sions would be borne by the employer. If so, payroll costs of

business would rise, which would favor the use of machines over

people. To the extent that employment could not be cut to offset its

higher cost, a business would earn a lower economic return, and the

equity capital supporting it would now have a new inducement to

apply itself elsewhere, in a business that is less people-intensive.

Hence, the economic burden of mandatory pensions would fall most

heavily on employers most affected by payroll-related costs.

In other cases, the cost of mandatory pensions could be

passed on to the consumer, thereby adding to inflation.

In still other cases, the cost of-mandatory pensions 
would

be borne by the employees, through wages that fail to rise, 
or

rise more slowly, so as to offset the new payroll cost. It is

questionable whether employees will appreciate a cut in current

earnings so that a pension can be accumulated for them that they

would not'have chosen to fund voluntarily.
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A mandatory pension program would have the same helpful

economic effects as any rise in the minimum wage. Its administration,

however, would bring wholly new difficulties; its reduction in

disposable income would bring new pressure for evasion of reporting,

and disrespect for legal process generally; and the financial burden

would fall most heavily on those least able to cope with new

administrative and financial burdens. In this regard, as has been

already noted, many employers terminated their well-funded pension

plans shortly after the enactment of ERISA rather than comply with

the onerous administrative requirements of the Act.

More broadly, the proposal is objectionable becuase it goes

too far in having the government determine the allocation of private

objectives. American society had already established, through

Social Security, an organized program of a minimum floor of protec-

tion to continue income after retirement, death or disability.

If now the government is to require, not a minimum floor of protec-

tion but some higher goal, looking ultimately to full continuation

of income after retirement, shall we expect similar proposals for

mandatory purchase of "adequate" life insurance and disability

income coverage? And what further diversions of current resources

should be made, against the will of the producers of those resources,

to accord with the better judgment of the government?



We are deeply concerned that the proposal is, in plain terms,

a proposal for compulsory plan coverage. We oppose compulsion for

benefits beyond the concept of a minimum floor of protection. We

believe it would be a mistake to endorse a concept which diminishes

the voluntary character of pension security above the mandated

minimum level of Social Security.

A final comment relates to the central assumption of

the-Report that only 45% of the workforce is now covered by private

retirement plans. The evidence is clear from studies presented to

the Commission that coverage varies widely among different

industries, and that differences in coverage can be explained by

differences in size of the establishment and the level of wages.

In effect, these studies conclude that the "uncovered sector" is

largely made up of workers employed by small and marginal

employers, and employees who are low paid and not represented

by unions.
In tnis regard, the following comments taken from page 63

of the Final Report, Additional Views, which includes statements

from seven of the eleven Commissioners, should be noted:

"Unfortunately the President's Commission continues

to use a figure of only 45% of the private sector

workforce actually participating in a pension plan,

thereby showing a large "gap" of uncovered people.

But the "gap" is largely young or short service or
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part timers or low paid workers in small establishments.

Half of the non-covered workers are under age 25 or

have less than one year of service. Twenty-nine percent

are part time. Two thirds earn less than $10,000 a

year. Seventy-nine percent are in firms with fewer

than 100 employees.

The relevent figure to use is that nearly 70 percent

of full-time American workers are already participating

in private pension plans or will be when they reach age

25 and have one year of service. The majority of the

remaining uncovered are part-time or low paid workers in

smaller establishments for whom Social Security

is the crucial coverage."

More can undoubtedly be done, and should be done, to encourage

people to make their own provision for the economic needs of

retirement. As noted, the Final Report makes valuable proposals for

such encouragement, as discussed under the heading, "Tax Policy,"

and they should be given an appropriate opportunity for implementation

before moving forward with further consideration of the concept of

a mandatory program of benefits beyond the scope of the present

Social Security system. -
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Impediments to Growth of Private Pension System

While the Commission acknowledges the important role of

private pensions, we were disappointed with the Commission's overly

pessimistic forecast that little future expansion in the private

systems will occur voluntarily. We were also disappointed that

the Commission failed to address certain impediments to growth of the

private pension system which could be resolved by a simplification

of present ERISA requirements. Complex and burdensome ERISA

requirements, particularly in the reporting and disclosure area,

have had an adverse impact on retirement plans and have precipi-

tated plan termination, particularly by smaller employers.

Certain burdensome ERISA fiduciary and prohibited transaction

provisions have also created a strong disincentive for many plan

sponsors to continue their plans.

In addition, fundamental changes have taken place in the

ERISA Title IV program-in recent years which have signaled the need

to overcome the deficiencies in the termination insurance program

for single employer plans. Present law actually encourages certain

financially-troubled plan sponsors who have extended basic pension

promises beyond 30% of their net worth to terminate their plans and

pay only a limited liability to the PBGC, which guarantees certain

pension benefits under Title IV. Another deficiency in present law
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is that voluntary plan termination is now an event insurable by

the PBGC. These Title IV problems (and others) were recently

corrected by the Congress for multiemployer plans, and the relevant

principles of that solution should be extended by the Congress to

single employer plans.

These present disincentives to plan coverage, and others like

them, must be corrected by Congress so that the voluntary growth

of private plans can resume. We must face the fact that from a

universe of about 100,000 defined benefit plans, terminations jumped

from about 1,200 per year before ERISA was adopted in 1974 to as

high as 7,200 per year in 1976, and are still running at 4,000 per

year. These are mainly small plans, where preservation and expansion

are most needed. They were also financially strong plans -- over

98% of plans terminated since 1974 have been sufficiently funded

to cover their guaranteed benefits. Causing those plans to terminate

was surely a major step backward in achieving a broader pension

coverage. The country needs to reverse the conditions that causes

so many small but strong plans to terminate.

There have been proposals to induce the formation of new

plans, or the liberalization of existing plans, by temporary

tax c:edits for employers. We doubt that such measures would have

much effect, because pension benefits are a long-term undertaking
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for which short-term tax inducements are, or should be, irrelevant.

Of course, the deductibility of employee contributions discussed

earlier should be a most helpful tool in encouraging plan adoption

and liberalization.
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Mr. Chairman and members of the Subcommittee, my name is

Irvine H. Dearnley, and I am a vice president of Citibank, N.A.

I am before you today representing the National Association of

Manufacturers. The NAM is an organization of nearly 12,000

members covering every state. Our members employ a majority of

the country's industrial labor force and produce over 75 percent

of its manufactured goods.

Many of our members provide some form of retirement program for

their employees, and have had a vital interest in the activities

of the President's Commission. Over the past two years, the NAM

has testified and submitted statements on several issues under

review by the commission. They include disability retirement,

universal Social Security coverage, ownership and control of
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pension fund assets, and the federal administration of pension

programs.

In its final report, the President's Commission

recommended that the federal government establish and administer

a Minimum Universal Pension System (MUPS) for all workers.

The system would be funded by employer contributions of 3 percent

of payroll as a minimum benefit standard. All employees more than

25 years of age, with one year of service and 1,000 hours of employ-

ment would be participants in the system. Benefits under the pro-

gram would vest immediately.

The NAM is opposed to such a system.

Currently, the percentage of wages that is deferred until retirement

to pension plans by employers varies from group to group. Each

employer bases his decision on numerous factors that include external

competitive forces, profitability, the absolute level of wages

being paid out in cash, the age and size of the firm, the nature of

its workforce, and the firm's capital investment needs. The

commission's proposal would impose mandatory coverage on groups

that have decided on the basis of their own pertinent demography

that the maximum portion of their labor costs should be paid out in

current wages or current benefits rather than deferring it to

retirement income. The NAN believes that employers should have

the right to make these decisions for themselves.
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The commission's suggestions, designed to minimize the costs of

MUPS, may still not suffice for a struggling young company with

limited credit lines and a pressing need for capital in order to

preserve the jobs of its present employees. Further, these attempts

to minimize costs might not be enough for an older company, large

or small, paying most of its employees wages at close to the minimum

legal level. The cost may simply be too much to allow such a

company to remain in business and therby pay even this level of wages.

One of President.Reagan's most important goals -- with the full

support of the American people -- is to more clearly define, limit

and ultimately reduce the scope of government regulation of the

economy. The NAM believes the commission's proposal would

inevitably lead to another unresponsive and unmanageable government

bureaucracy with excessive regulation and red tape.

' The NAM's material submitted for-the record indicates there are

..some proposals in the-.commission's report believed worthy of

support, but they can't'be covered in the time available to us

here. They include, with respect to Social Security, -- opposition

to the use of general revenues, allowing interfund borrowing,

covering all federal and state and, local government employees, and

raising the normal retirement age beyond 65.

84-768 0-81-28
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We thank the subcommittee for the opportunity to appear, and

we hope our statement will be useful to the subcommittee in its

examination of the commission's final report. I welcome your

comments and will be happy to try to answer any questions you

may have.
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BACKGROUND

In 1978,, then President Carter.appointed a Commission of 11

prominent aitizens-to review our national retirement policy. The

.Commission's final report has been released. In general, the

.Carter Commission. has made some-sensible suggestions regarding

the.strengthening of Social Security finances, the need for

-disability.income coverage, and the simplification of integration

rules and the tax structure. In a number of other important

* areas,.such as the social investment of pension funds and the

*matter, of inflation and its devastating effects on pension plans,

the Commission has not set up any useful suggestions.

The Carter Commission's rec cemendations would include one

extremely -sharp change in federal policy -- the- mandating of

- private pension- coverage for all organizations. This is in sharp
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contrast to the approach taken by the 1965 Report of President

Kennedy's Committee on Corporate Pension Funds and Other

Private Retirement and Welfare Programs. The Kennedy Committee

set out certain fundamental principles, one of which was that

"wide latitude should be permitted in the establishment of

private pension plans consistent with the concepts of the free

economy and the divergent needs and circumstances of various

firms and industries." Expanding on this point, President

Kennedy's Committee observed that, "Private supplementary pension

plans are voluntarily instituted, frequently by collective

bargaining agreements, and their terms vary not only to meet the

needs of particular groups of employees but in consideration of

"ability to pay" factors fashioned by the economic circumstances

of particular companies and industries." In contrast, the report

of the Carter Commission may represent a high water mark in

federal intrusion into private pension matters.

The report is grounded in the general principle that pension

benefits should be measured against the needs or desires of the

individual worker. To the extent that a pension is viewed as a

right stemming from American citizenship, as opposed to a benefit

that is earned through work, there could be little control

exercised over an ever-increasing level of benefits. Indeed, the

Carter Commission concludes that the most appropriate goal is to

replace 100% of pre-retirement disposable income from all
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sources. With a goal so high, it is clear that much of the

existing private system will fall short. Very few workers now

receive this level of pension income because few employers can

afford to set aside the required cost.

The process the Carter Commission followed in developing a

need for mandatory pensions was one of first setting an

essentially un*iealisti- goal -- continuation of full

pre-retirement disposable income for all workers. In the

process, the Commission ignored the variations in ability to pay

by industry, by large or small companies, by profitable or

unprofitable organizations, etc. The Commission also insisted on

full immediate vesting.

Inflation is mentioned in the report and is, of course,

deplored. But other than concluding that there should be no

requirement for indexing all pensions at this time, there is

little-further reference to inflation in the report. Actually,

from the establishment of the Commission in July, 1978, to the

issuance of its final report in-February, 1981, inflation

eliminated about one-third of the purchasing power of accumulated

pension plan benefits -- a loss. that. exceeds., by a factor of ten

times, the total losses that have resulted from the. termination

of all U.S. pension plans that ever have been terminated.

The statedmandate of the Commission was to conduct a

comprehensive review of retirement, survivor and disability



352

programs in the United States, including private, federal, state

and local programs, and to develop national policies for those

programs. It is not expected, therefore, that the Carter

Commission's report should emphasize the need of retirement

income in lieu of alternative uses of such funds. While the

Commission was established with reference to reviewing private,

federal, state and local programs, the Carter Commission report

is couched in terms of the "retirement income system," belying

the fact that our "national system" is a collection of tens of

thousands of individually designed arrangements. Indeed, when

such programs are designed at the level closest to the individual

worker, rather than on a national basis, they are more likely to

reflect the demography pertinent to each employer group.

MINIMUM UNIVERSAL PENSION SYSTEM

The Carter Commission recommendation requires all employers

to contribute 3% of all employee earnings into a defined

contribution pension plan. A basic objection is levelled at this

recommendation, namely, that the federal government, after having

collected a share of workers' earnings in federal income taxes,

would be telling the worker precisely how he could use a portion

of his remaining income, i.e., the mandatory pension contribution

made on the worker's behalf by the employer (if the commission

intends for a 3% contribution to be deducted from the employees'
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payroll). If this direction by a federal commission should be

accepted with regard to pensions, will the American worker next

be required to set aside 5% of his income into personal savings

accounts, or to allocate 10% for medical expenses? The ultimate

end of this process of the federal government directing all

expenditures would be a society with no personal incentives

whatever.

There are objections to a mandatory pension system requiring

a 3% of pay contribution into a defined contribution program (if

the Commission intends for the 3% contribution to be an add-on

cost to the employer as an equivalent to 3% of payroll and not

actually deducted from the employees' payroll). First, the

proposal simply would increase the cost of labor. In marginal

areas, it would have precisely the same effect as an increase in

the minimum wage, i.e., further unemployment and management

decisions in favor of more automation versus human labor. In a

broad sense, therefore, this sort of program may serve to reduce

the work force which it is intended to protect. In so doing,

work-related retirement benefits would become available to a

decreasing number of individua--ls. Second, the imposition of a

required. pension contribution on all companies would have the

greatest adverse effect on those which are not now making pension

.contributions. These companies include many small, marginal

firms which are not making enough money to afford a pension
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contribution. These would be driven into bankruptcy by the added

costs and, consequently, would cease to-pay wages.

Businesses are much like individuals in the sense that their

ability to pay varies over time. At the foundation of a new

business, capital is scarce and wages are lower because of a lack

of funds. To insist in such instanc,3s on setting aside 3% of

wages for retirement income (if it is a deduction from existing

compensation and not an employer equivalent), rather than

permitting the organization to grow, expand, increase wages and

then add pension benefits, is to overlook the real world

limitations on savings. The setting aside of a specified annual

sum to produce retirement income may not best match the pattern

of available resources and required expenses in all instances.

For example, young people who are trying to arrange for housing

and are purchasing furniture and equipment for their future

lifetime as a family cannot be expected to have precisely the

same amount available for retirement savings as the individual

who, at an older age, has already completed the purchase of his

home and furniture and finished educating his children.

The precise details on how the mandatory universal pension

system might work are not available in the Carter Commission

report. This is perhaps to be expected because if many of the

details were to be spelled out, it is probable that too many

problems would arise. For example, it seems clear that the
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intention of the Carter Commission iv that the 3% contribution

should be superimposed as a broad general minimum on all

organizations which already have-pension plans. In these cases,

a 3% contribution carried forward with interest obviously would

have to be paid to employees terminating without vested rights to

benefits under the existing retirement plan.

Finally, the burden of mandatory pensions would fall most

heavily on those organizations in which management or labor has

made a deliberate and reasoned decision not to offer private

pensions. This group consists largely of small businesses, firns

with high labor turnover, and organizations with minimal ability

to maintain records and fill in government forms. While 3% of

total payroll or something approaching that may be siphoned away

from small businesses into a mandatory pension program, it is

unlikely that any-of the amount- would be diverted back to the

small-business community in the form of capital. Pension funds

generally are invested in the securities of larger firms or of

government. The real burden would fall most heavily, therefore,

on the small enterprise.

STRENGTHENING PRIVATE PENSIONS

The- Carter Commission has come up with a number of

recommendations which in its view wouldtserve to strengthen

private pensions. In this regard its point of view is.clearly
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worthy of consideration by all pension practitioners. But if

private pensions are to remain truly private, the goals and the

needs perceived by Washington might not be truly representative

of the goals and needs of any one particular group of employers.

The Carter Commission has recommended that private pension

plans increase their normal retirement age from 65 to 68, along

with Social Security. Similarly, the Carter Commission has

recommended that spouses' benefits be automatically required

(without saying who should pay the cost), has recommended

prohibiting the cash-out of pension rights if they exceed $500,

and has recommended that mandatory retirement at age 70 be

eliminated. Administrators of public retirement plans may be

upset by the Commission's recommendation that some version of

ERISA be adopted to apply to public retirement plans. All of

these things are already recommended in other proposed

legislation.

STRENGTHENING SOCIAL SECURITY

The Carter Commission also has recommended a series of

changes intended to strengthen the Social Security program. In a

number of instances these recommendations conflict with the rAjor

recommendations of the National Commission on Social Security,

whose report was issued in summary form on January 11, 1981. In

other instances the recommendations generally coincide. For
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instance, the Carter Commission would favor inter-fund borrowing

to alleviate the short run financing problem, and would also

favor universal coverage for Social Security. Both of these

recommendations are made by the National Commission on Social

Security. The Carter Commiasion recommends an increase in the

retirement age from 65 to 68 over a 12-year period starting in

1990. The National Commission would phase in this same change

over a 12-year period starting in 2001. On the other hand, the

Carter Commission recommends elimination of the retirement

earnings test, the inclusion of Social Security benefits in

taxable income for the recipients, and a deduction or tax credit

for Social Security contributions among active workers. The

National Commission on Social Security would retain the earnings

test and lower the applicable age from 72 to 70. The Carter

Commission recommends that the special minimum benefits be

extended for longer service, but that it be offset by the amount

of any private pension payable. The National Commission does not

recommend any such offset.

The National Commission on Social Security's members were

appointed by President Carter and Congress. Accordingly, its

views were expected to differ somewhat from those of the Social

Security Advisory Council's, the membership of which is selected

by the Social Security Administration. it is no real source of

embarrassment, therefore, that the National Commission's



358

recommendations differ somewhat from those of the Social Security

Advisory Council's. It is somewhat unusual# however, for a

second Presidential Commission to come out with sharply differing

recommendations in the area of Social Security.

STRENGTHENING INDIVIDUAL SAVINGS

The Carter Commission recommends a simplification of the tax

structure and the allowance of employee contributions to pension

plans as a deduction from taxable income. The Commission also

recommends a uniform tax policy for savings that are specifically

directed toward retirement. In part, the Commission's

recommendations arise from its discovery that capital formation

in America is falling sharply below that of other major

industrial nations. Capital formation, however, depends not only

on savings specifically earmarked for retirement, but on savings

of all types. By recommending a special Lax treatment for

savings that are earmarked solely for retirement, we would again

have the injection of the federal government into the manner in

which savings accounts can be used. The Carter Commission did

not recommend that we encourage savings in general, but rather

that we encourage savings which must be locked up, used only for

retirement income, and on which penalties must be imposed if they

are used for other less worthy purposes, such as the expenses of

one's own final illness, expenses in connection with disabled
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children, elderly parents or natural catastrophes such as fire

and flood. A more simple approach under which investment

earnings on savings would be taxed only upon withdrawal might be

more understandable to the average worker and might actually

encourage saving, despite inflation at so high a level that a

dollar saved may be fifty cents lost.

MISCELLANEOUS

The Commission's study of disability problems did not result

in a specific recommendation as to the types of programs to

offer. In fact, the Commission recommends further exploration of

a universal disability program, a ceiling and floor on

replacement ratios for all disability benefits (suggesting the

possibility of mandatory benefits), the use of rehabilitation,

job redesign, and an occupational disability program for older

workers. Individual industries and companies have already

incorporated all of these items in one form or another in the

design of their existing benefits programs.

The Commission recommends an increase in the level of

Supplemental Security Income to the poverty line level and an

elimination of the asset test. Clearly, this would add to total

government expenditures, but the report does not give an

estimate, and moreover incorporates a statement to the effect

that federal welfare expenditures.would be reduced substantially

if the Commission's recommendations are enacted.
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Finally, the Carter Commission appraised the effect of

inflation on retirement benefits and recommended that the Bureau

of Labor Statistics develop a separate cost-of-living index for

the retired. Rather than mandating full inflation protection,

however, the Commission felt that greater emphasis should be

placed on the expansion of pension coverage to those not now

receiving benefits rather than requiring an improvement in

benefits for those now covered.

CONCLUSION

The recommendations of the Carter Commission seem to run

sharply counter to the principles on which President Reagan was

elected. Therefore, it is likely to be some years, if ever,

before any of the specific recommendations of the Carter

Commission are enacted by Congress. It is also likely that,

after the formal, final report of the Carter Commission on

Pension Policy has been fully analyzed and evaluated, it will be

found that while the Commissioners devoted a considerable amount

of time to the project, it is wanting in many respects.
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Senator CHAnic. The last panel consists of Mr. O'Hara and Mr.
Klose.

Mr. O'Hara, please proceed.

PANEL CONSISTING OF JAMES. OHARA, ACTING CHAIRMAN
FOR THE STANDING COMMITTEE ON RETIREMENT OF LAW.
YERS, AMERICAN BAR ASSOCIATION; AND EDWIN A. KLOSE,
PRESIDENT AND SENIOR CONSULTANT, KLOSE ASSOCIATES,
INC.
Mr. O'HARA. Thank you, Mr. Chairman. In the interest of time, I

will briefly summarize my statement and ask that it be incorporat-
ed in record.

Senator CHAFEE. Without objection, so ordered.
Mr. O'HARA. I am here today on behalf of the American Bar

Association, urging this subcommittee to eliminate the disparity
that exists between qualified plans applicable to corporate employ-
ees and those applicable to employees of unincorporated businesses.

We believe that this objective would be consistent with the Com-
mission's report which recommends a more consistent and equita-
ble distribution of the benefits presently available under retire-
ment plans.

This is an objective that the American Bar Association has been
urging for several years. We have appeared before a number of
congressional committees.

It is one of the highest priorities of the association in terms of
legislative recommendations.

We believe that this discrimination between the two plans is
very blatant and unjustifiable.

In discussing this matter with previous administrations, no
policy explanation was given for this continuing discrimination.
The only objection raised against our proposal was the revenue
loss.

We have no present estimates as to what the revenue loss would
be. We have requested that from -Treasury and expect to receive it
shortly, and if you like, we could furnish it to the subcommittee.

Senator CHAFEE. Are you talking about the Keogh plan, now?
Mr. O'HARA. That is correct, sir.
Senator CHAFEE. Would you still have a percentage of earnings.
Mr. O'HARA. Yes, what we recommend--
Senator CHAFEE. Is that 15 percent up to 7,500?
Mr. O'HARA. Yes, we recommend an elimination of any distinc-

tion between a Keogh plan and a qualified plan applicable to
corporatA employees.

Senator CHAFEE. So, you would have 41.5?
Mr. O'HARA. Yes, $41,500 is the maximum contribution now to a

qualified defined contribution plan--
Senator CHAFEE. Would the man who had earnings from his law

practice and $50,000 he had added with outside income, be permit-
ted to put in $41,500?

Mr. O'HARA. Sir, we would--
Senator CHAFEE. You'd make it as a percentage of earnings?
Mr. O'HARA. Yes, we would still keep the percentage of earnings

as a limitation, consistent with the present policy that there should
not be excess contributions, but that the contributions be geared to
some level of compensation.
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But, right now, not only are we suffering from the gap between
the base contributions allowed under the two plans, but also, the
Keogh contribution is, of course, not indexed. The qualified plan,
which originally had a base in 1974 of $25,000, is indexed and
adjusted for the inflation that we have encountered in the past few
years. The inflationary adjustment alone has accounted for
$16,500-twice the Keogh limit.

We are simply urging that this discrimination between the two
plans be eliminated-that every employee, whether employed by a
corporate employer or an unincorporated business, be treated alike.

What has been happening recently is that there has been a
widespread incorporation of businesses-large firms as well as
small and medium sized businesses. This is putting a real cramp on
a number of businesses that really are better operated as sole
proprietorships. That is increasing the cost of doing business. It is
putting these business men in an awkward position if they are not
familiar with corporate arrangements. The reason they are enter-
ing into some of these cumbersome arrangements is because of the
tax benefits that are available to corporations and which are other-
wise unavailable to unincorporated businesses.

We think of the revenue loss issue as really illusory since we are
not asking, as some of the other proposals do, for enactment of
legislation to provide new benefits. Any increase in IRA, for exam-
ple, would obviously require a change in the law, but the unincor-
porated businessmen under current law can get the benefits that
we are urging by simply incorporating.

This discrimination forces him to choose his form of business
based on tax considerations rather than business considerations.
We believe this discrimination should be eliminated. I thank you
for your time, Senator.

Mr. CHAFEE. Thank you, Mr. O'Hara, very much.
Mr. Klose, please proceed.

OPENING REMARKS OF EDWIN A. KLOSE, PRESIDENT AND
SENIOR CONSULTANT, KLOSE ASSOCIATES, INC.

Mr. KLWs. Thank you, Mr. Chairman. My name is Ed Klose and
I'm president of an IRA consultant firm and I welcome this oppor-
tunity to share my views regarding the final report of the Presi-
dent's Commission on Pension Policy, and I point, with enthusiasm
to the bills, and in particular, S. 243, now under consideration by
your committee which will enable the broad policy goals of that
Commission to be achieved.

S. 243, the Savings and Retirement Income Incentive Act of 1981
will permit Americans to realistically strive for the goal of 100
percent replacement of preretirement disposable income when con-
sidering all probable sources. S. 243 and, moreover, over an ex-
tended period, S. 12 and similar bills are the most important and
positive legislative steps which can be taken in support of thc goals
recommended by the President's Commission on Pension Policy.

The President s Commission was established as I saw it to review
the interrelationships developing among the three elements of re-
tirement income and to provide policy recommendations to assure
that American workers have the opportunity to provide a comfort-
able financial retirement for themselves.
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I followed the activities of the Commission closely and noted that
the social security and employer pension legs of the three-legged
stool of retirement income received much study and I also noted
that there was limited references to the IRA, the new kid on the
block, as a personal savings tool.

Frankly, this didn't come as much of a shock to me after my
experiences with the financial insitutions, pension consultants and
other retirement income professionals because the IRA is not prop-
erly understood-in my book is not properly understood-in myjudgment.

It must be understood or least better understood if it is to pull its
weight in the retirement income tripod.

The IRA is the newest leg but as it matures or is allowed to
mature I believe it will quickly become an equal policy partner
with the other two legs of retirement income.

The IRA is a Federal program which encourages savings with a
double built-in protection for the individual against inflation, be-
cause both the deposit and all earnings are shielded from current
Federal taxes. There does not now exist a better tax-favored con-
sumer program to stimulate individual savings, and it is based on
one of the oldest economic ideas in the world-tax incentives.
These savings, based on tax incentives, also mean that the consum-
er reduces or defers spending which is a bonus for our economy at
this time.

The present and prospective IRA program is also equitable, effi-
cient, its feasible and can be regulated within present structure. It
does not result in a revenue loss to the U.S. Treasury, but rather is
a deferred revenue source and, more importantly, represents an
immediate savings investing in our economy.

An American knows that only he not his Government and not
his employer, knows what the total financial requirements are to
support his comfortable financial retirement. And, herein, is the
problem to be solved.

The concept and structure of the retirement income tripod needs
to be broadened and better communicated at the individual level.
Financial institutions, pension consultants and other retirement
income professionals and specialists need to devote more talent to
the totaleducation or awareness task and the Congress should lead
in this effort with legislation such as S. 243.

The task now is for legislative action and the recent social secu-
rity proposals of the administration reinforce the urgent call for
support to expand the IRA personal savings leg of the three-legged
stool for retirement income.

I support and encourage savings and retirement income incen-
tives, a principal that was endorsed by President Reagan during
the last session of Congress, which is endorsed by the President's
Commission on Pension Policy and by every major financial associ-
ation, by most economists and by both major political parties.

Let's give Americans an IRA personal savings tool to enable
them to work toward the desired retirement income goals outlined
in the report of the President's Commission on Pension Plans.

Thank you for this opportunity--
Senator CHAFEE. Would you permit the IRA to be used for with-

drawals for a first purchase of a home and education of children?
Mr. KLOSE. Absolutely.
[The prepared statements of the preceding panel follow:]

84-763 0-81-24
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SUMMARY

Under existing law, there is a disparity in tax treatment

with respect to contributions and benefits available to employees

and self-employed persons under qualified retirement plans. Con-

tributions to a defined contribution plan may be made for an

employee up to $41,500, while a self-employed person may obtain

equivalent tax benefits only to the extent of $7,500 per year.

In addition, the employee limitation is adjusted for cost-of-

living increases, while the $7,500 limitation is not. The

American Bar Association urges that legislation be passed which

eliminates this unsupportable discrimination against self-

employed individuals by increasing the maximum limitation-on

deductible contributions that are permitted for self-employed

plans, allowing adjustments for cost-of-living increases, and

eliminating the duplicative set of special restrictions that

apply only to self-employed plans.
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Mr.-Chairman and Members of the Subcommittee:

I appreciate the opportunity to present this testimony to

you on behalf of the American Bar Association. I am James T.

O'Hara, Acting-Chairman of the Standing Committee on Retirement

of Lawyers. I am here at the request of Reece Smith, President

.of the American-Bar Association, to urge the elimination of the

..existing disparity in the levels of contribution to qualified

retirement plans for employees and. self-employed persons.

The viewsI am going to express: also reflect those of

John S. Nolan who, as -then Chairman of the Standing Committee

on Retirement of Lawyers, appeared before the House Committee

on Ways and Means in March of 1978.J/ As a member of the

Standing.Committee and Chairman-Elect of the Tax Section of the

American Bar Association, Mr. Nolan-continues to participate in

the effort to pass legislation eliminating the discriminatory

tax treatment of self-employed persons.

The President's Commission on Pension Policy recently

recommended that contributionsos and benefit limitations for

individuals should be treated more. consistently for all types

of retirement savings."2/ The Commission's recommendation

1/ See Statement of John S. Nolan, Chairman, Special Com-
mittee on Retirement Benefits Legislation, American Bar
Association, before the Committee on Ways and Means
(March 7, 1978).

2/ The President's Commission on Pension Policy, Coming of
Age:* Toward a National Retirement Income Policy, 49
(Pebruary 26, 1981).
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recognizes the need for a uniform tax policy toward retirement

savings which would 'distribute the tax benefits more equitably"

and would be a more *rational approach to providing incentives

for individual effort."-2/

One of the most blatant examples of inequitable treatment

among individuals is the severe discrimination that self-employed

individuals suffer in comparison to corporate employees with

respect to qualified retirement plan benefits under Federal and

state income tax laws. This discrimination has increased sub-

stantially in recent years because of inflation, and has been

one of the major causes of the widespread trend of incorporation

of small businesses. The incorporation trend has, in turn, re-

sulted in increases in the cost of doing business. Many small

businesses which have been incorporated would actually be more

appropriately conducted as sole proprietorships. Further, the

discrimination against self-employed plans has created even

stronger pressure to form professional corporations. The

existing discriminatory tax treatment no longer has any tax

policy or other justification, and the tax laws should be

changed to eliminate it.

Background -- H.R. 10 and ERISA

The tax benefits from "qualified" (tax-favored) retirement

plans are extraordinary. They represent by far the most valuable

I/ Id.
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tax benefit allowed by Congress to employees. Employer contri-

butions for the benefit of-employees are not taxable to the

employeeswhen made, even though the. employees' rights are

vest(, and the amounts are held in trust for them.-/ The

investment earnings on such funds held for employees are entirely

tax-exempt, regardless of how invested.5/ The employees are

.taxable on such amounts only when they draw out their benefits,

usually after retirement.-/ -Even.then,-if the amounts are

drawn out as a "lump sum distribution," the income tax treatment

is extremely favorable. The tax deferral effect, whereby no

income tax is imposed on such funds or the investment earnings

thereon for long periods of years, plus the taxation of such

amounts after retirement, often in lower brackets or as lump sum

distributions, provides major tax savings.

In addition, the accumulated funds for an employee, for the

most part, are not subject to estate tax if the employee dies

prior to the time they are fully withdrawn.-2 / This provides

extremely valuable estate planning benefits to persons with sub-

stantial estates. Finally, although such qualified plans must

cover employees on a non-eiscriminatory basis that does not favor

4/ IRC S402(a).

5/ IRC S501(a).

6_/ IRC SS402(a) and 72.

2/ IRC S2039 (c), (f).
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shareholder-employees, officers, or highly-paid employees, this

does not significantly inhibit the benefits that are available

to higher income persons from such plans.

Prior to 1962, self-employed persons could not participate

in such qualified plans to any extent. In 1962, the H.R. 10 or

Keogh provisions were adopted permitting annual deductible con-

tributions by self-employed persons up to $2,500.8/ Congress

also imposed a complex structure of special requirements and

restrictions in addition to those regularly imposed by the In-

ternal Revenue Code on all qualified plans. There was some

justification for these special limitations and restrictions on

self-employed plans at that time because the tax law contained

inadequate provisions to prevent skewing of benefits in favor

of owner-employees.

In 1974, Congress adopted the Employee Retirement Income

Security Act (ERISA), imposing a comprehensive set of restric-

tions and limitations on all qualified retirement plans, in-

cluding self-employed plans. Contributions by an employer to

a "defined contribution plan"9/ on behalf of any employee were

8/ The deduction, though not the contribution, was limited
to $1,250 from 1962 to 1964.

9/ A "defined contribution plan" is a plan such as a money
purchase pension plan, profit-sharing plan, or stock bonus
plan under which amounts contributed for particular employ-
ees are accounted for in separate accounts for them. The
amounts are held in trust, and investment earnings are
credited to employees' separate accounts. The employee
subsequently receives (usually after retirement) an annuity
for himself, or himself and his spouse, or a lump sum pay-
ment, based on whatever his separate account will provide.
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limited to $25,000 per year. This limit is adjusted annually

for cost-of-living increases.L- At present, the limit is

$41,500.-1 Contributions to a "defined benefit plan"-2

were limited so that no employee could receive an annuity after

retirement exceeding $75,000 per year, a limitation which was

also to be adjusted for cost-of-living increases. At present,

this limit is $124,500.13!

In contrast to this, ERISA increased the limit on deducti-

ble contributions by self-employed persons from $2,500 to only

$7,500.I/ This $7,500 is not even adjusted annually for cost-

of-living increases. Also, although an "owner-employee" may

make additional non-deductible contributions, these. additional
15/

contributions cannot exceed $2,500 per year.- Further, although

10/ IRC §415(d).

11/ IRC §415(c).

12/ A "defined benefit plan" is an aggregate-funded pension
plan under which separate accounts are not maintained for
employees. Employees are provided pre-determined annuities
or other benefits after retirement determined by their
earnings level, years of service, age, or a combination
of these factors. The employer must contribute whatever
amount (determined actuarially) is required each year to
fund these future pre-determined benefits. The essential
-difference from a defined contribution plan is that the
employer takes the investment-risk in a defined benefit
plan while the employee does so in a defined contribution
plan.

13/ IRC §415(b).

14/ IRC §404(e).

15/ IRC §4972(c).
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ERISA imposes on all qualified plans a uniform and comprehensive

set of restrictions governing employee participation, vesting,

funding, insurance and benefits, prohibited transactions, and

other matters, Congress failed to eliminate the duplicative and

more severe set of restrictions covering these same subjects

which already applied to self-employed plans.

The result is that, at the present time, contributions to

a defined contribution plan may be made ior an employee up to

$41,500, while a self-employed person may obtain equivalent tax

benefits only to the extent of $7,500 per year. Further, this

disparity will continue to grow as inflation occurs, since the

employee limitation is indexed while the $7,500 limitation is

not. This failure to provide adjustments for cost-of-living

increases is an important omission. For example, in 1974 the

ceiling on employee plans was only $25,000, resulting in an

inflationary adjustment of $16,500 for the following seven-year

period. This adjustment for inflation, even by itself, is more

than double the maximum self-employed plan limit of $7,500, which

cannot be adjusted for inflation. Simply stated, this means that

an employee in a corporation can make deductible contributions

in amounts more than five times greater than his self-employed

colleague.
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An even greater disparity exists with respect to the bene-

fits available under a defined benefit plan.L-6 In addition,

self-employed plans are subject not only to all of the restric-

tions and limitations imposed by ERISA on all qualified plans,

but also to the special H.R. 10 restrictions and limitations as

well. The restrictions that are applicable to self-employed

plans are excessively complex. They unduly complicate the admin-

istration of the national retirement system and are confusing to

small businessmen and businesswomen assessing retirement plan

alternatives. The President's Commission on Pension Policy has

referred to the current tax treatment of retirement contributions

and benefits as "needlessly complex and inconsistent."i17/

American Bar Association Recommendations

There is no tax policy or other justification for this

extraordinary difference in benefits available to employees

16/ This occurs because an owner-employee of a corporation
adopting a plan when the owner-employee is well along in
the span of his working years, say age 50, who adopts a
qualified plan for his corporation may fund an annuity for
himself through the plan up to the general ERISA limit
(presently $124,500) over the limited number of remaining
years to his retirement. The HR. 10 defined benefit plan
limits have special rules to reduce the benefit that can be
funded for a self-employed person (itself far lower in any
case than the employee limit) if the funding does not begin
until an age after 30.

17/ The President's Commission on Pension Policy, supra,
note 2, at 8.



373

versus self-employed persons. It is the position of the Ameri-

can Bar Association that Congress should eliminate all the dis-

criminatory limitations and conditions presently applicable to

self-employed plans.

The American Bar Association is firmly committed to this

objective which is embodied in the following outstanding re-

solution of the Association:

BE IT RESOLVED, That the Internal Revenue
Code of 1954 should be amended by eliminat-
ing all differences in treatment of self-
employed persons with respect to qualified
employee benefit plans and all other em-
ployee benefits; and

BE IT FURTHER RESOLVED, That at the
-least, the limitations on contributions
to, or benefits from, qualified employee
benefit plans should be the same for both
employees and self-employed persons and
should provide for adjustments for in-
creases in the cost of living as is pre-
sently provided with respect to plans
for employees.

The American Bar Association testified before the House

Ways and Means Committee in strong support of this action on

March 7, 1978.18/ The Carter Administration was opposed to

any legislative change along this line, not on grounds of

principle but solely because of revenue losses that would

result. Any revenue loss estimate, however, is to some extent

illusory as more and more self-employed persons organize them-

selves as corporations. The American Bar Association also

18/ See note 1, supra.
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submitteda statement to the Rouse Ways and Means Committee on

this same subject in February.of 1980.19/

This is a matter that vitally affects the financial in-

terests of all professionals. There is a very high level of

interest in the matter at the present time. The President of

the American Bar Association believes this subject is suffi-

ciently important to be one of the major priorities of the

Association. The ABA Standing Committee on Retirement of

Lawyers is currently working on-the enactment of legislation to

increase the benefits on pensions for the self-employed. Other

professional associations are also becoming more interested. In

addition, Mr. Rostenkowski, Chairman of the House Ways and Means

Committee, has recently proposed that the deductible limits for

self-employed individuals should be raised from $7,500 to

$15,000. This is an important first step toward alleviating

the inequitable treatment of self-employed individuals, but such

inequities will not be eliminated until the benefits afforded

the self-employed are equal to those available to corporate

employees.

The current Administration is placing heavy emphasis on

stimulating savings and investment, and thus capital formation,

through the tax system. It is clearly evident that increasing

the tax benefits available to-self-employed persons through

19/ :See Statement of E. Charles Eichenbaum and James T. O'Hara,
Standing Committee on Retirement of Lawyers, American Bar
Association, before the Committee on Ways and Means
(February 7, 1980).
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qualified retirement plans will induce a higher level of savings

than would otherwise occur. Therefore, I now urge the Subcommit-

tee to work toward enacting legislation which eliminates the un-

necessary discrimination against self-employed individuals by

increasing the maximum limitation on deductible contributions

that are permitted for self-employed plans, allowing adjustments

for cost-of-living increases, and eliminating the duplicative set

of special H.R. 10 restrictions that apply only to self-employed

plans. These changes are an important step toward achieving the

goal of the President's Commission on Pension Policy to *provide

all individuals greater incentives to save for retirement and

help attain the goals of an adequate retirement income."2 /

On behalf of the Association, I thank the Chairman and the

committee for permitting me to present these views.

20/ The President's Commission on Pension Policy, supra,
note 2, at 49.
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1hy 15, 1981

Mr. hairrmn and Members of the Subocmmittee,

My name is Ed Koe and my personal and professional interest is to help
establish a valid retirement inoome system in our country that Could
eventually assure rican workers real retirement income security. Over
25 years of exq.rienoe has taught ie and the statistics of the President's
Commission on Pension Policy confirm that real retirement inoui security
is attained when tax-incentive savings are included in an individuals re-
tiet i me program

I am President of an IMA (Individual Retirement Accomt) insulting firm.
I have had almost 25 years experience in executive, administrative and
operational areas relating to pensions and sinoe 1974 have been exclusively
involved with the IM, the tax-sheltered personal savings tool intz d
by EISA (Wloyee fetirememt Lwow Security Act).

I welo P this oportuaity to share my views regarding the final report of
the President's OCmmission a Pelnson Policy and point with enthusiasm to
the bills, and in particular S.243, now under consI at1 by your committee
wiich will mable the brad policy goals to be achieved.

11 Presient's Omniion stated that it *believes that the replit of
preretirement disposable io from all souos is a desirable retirement
ia goal. - ot true. It is 1M desired goal and picy i
of the Ongress hould set no Lwr standard.

S. 243, the "Savings and Rtiearnt Iz Incentive Act of 19810 will permit
Aicans to realistically strive for the goal of 1001 rep m t of ixe
retirement lposable i e ten - all probable coues. S. 243
and, over a more extended period, S.12 and alwlar bills are the mot im-
portant positive legislative steps which can be taken in m4ppcrt of the goals
ronNu-ed by the President's ission an Pension Policy.

ht are the current problem in the U.S. with the basic relatonsnhi mig
public (Social Security) and private (employer) Pensions and M personal
savings?

until ERISA and the creation of the IPA, the basic problem was that a serious
imbalance existed between these three areas because the personal savings seg-
ment enjoyed no favorable tax treamet and employer pensions wre not assured.

Age I
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I, personally, bscum very excited in the fall of 1974 w I first read in
its entirety the ERTSA legislation signed by President Ford. I even read

ISA twice beca I found within it the two elamets iich would permit
balance and therefore make possible a .valid etiremet income system which
omild eventually asare Aterican workers real retiret. inro secrity.

sho. laments emerged and were institutianalized by ERISA as the second and
third leg of the retiriment inacm tripod. 'Itee elements wsre the guaranteect
TAX-FAVOD employer pensions and T2X-FA -perscl savings to go with the
first leg, the TX-FAV Social Security progam.

Five years later the President's Commission on Pension Policy was established,
as I saw it, to review the interrelationshipe developing in these three areas
and to provide policy recommendations to assure that Fiwrican workers have the
opportunity to provide a comfortable financial retireit for themselves.

I followed the activities of that OQmissicn closely and noted that the Social
Security andenftyer pension. legs of the three-legged- stool of retirwmt inoxi
received =m.h study and cement and I also noted that the had been limited re-
ferences to the IPA, the now kid on the block, as a personal savings tool.

Frankly, this didnIt rcue as much of .a shock to me after my experience with
financial.institutions, pension consultants and other retirement income pro-
fessionals and specialists, but I do believe that the "current problems in the
U.S. with the basic relationships atung pblkc (Social Security) and private
(employer) pensions and persnal savings" certainly includes the problem that
the IRA is not properly understood. It mist be.understood or at least better
understood if it is to pill its wight in the retirement om field.

Te IRA is the Tax-Shelter Personal Savings leg to join-the tax-sheltered ema-
player pension leg ad the tax-favored Social Security leg of the retirement

-inomee tripod.

.,The IRA is the net leg but as it natures or is, allowed to mature it will
quickly an equal policy partner. let ' s take a look at where it is

- already.

'le IRA is often thaght of as a retirement.program for persons who don't have
,a pension plan where they work. - It is just not fair or accurate to describe
and aommicate the IRA in only this wmy.

In fact,, the IRA has many forms and is probably the most important single tax-
sheltered.-program available to consumers after the purchase of a hume. Every
IMA results in a current -Federal tax deferral or savings to an individual and
it is ll known. that the -only thing better than a tax deferred is a tax avoided.

a financial institution can offer a variety of IRA forl for eligible oontr*ibticns
= deposits. L pioneered the concept -of identifying-these frm the individual's
point of view as.

1. SEP-IRA For self-employed persms, persons with income
fran self-employment (whether -or not self-employed
full time, and even if an active participant in an
emplyr sponord retirement plan) or employers
without a pension plan. I~aimn annual contribution
- $7,5W_ or 15% of I. e"i l .

11,ge
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2. Transfer IRA

3. Rollover IRA

For a person to transfer an IRA from one fin-
ancial institution to another. No maximum de-
posit limit.

For a person to receive tax free until distri-
Outed otherwise taxable lump sums of money re-
ceived from a qualified employer sponsored re-
tirement fund. No maximn deposit limit.

4. Accurulat ion IRA For a person without a
sored retirement. plan.
bution - $1,500 or 15%
less.

current employer spon-
Maximnum annual oontri-

of incaIo, whichever is

5. Spousal IRA

As you can see, by identifying
for an individual.

For a non-working spouse if the working spouse
makes a current contribution to an Accumulation
IRA. Maximun annual contribution - $875.

five IRA forms the IRA takes on greater importance

According to the latest IRS survey, at least 55,000,000 taxpayers are today eli-
gible for one of the above IRA forms which probably means that more Americans are
eligible for an IRA than are now included in all employer sponsored retirement plans.
This will certainly be a fact if S.243 is enacted which would mean that every U.S.
taxpayer would be eligible for one or more IRA's.

The IRA is a Federal Program which encourages savings with double built-in pro-
tection for the individual against inflation because both the deposit and all
earnings are shielded from current Federal taxes. There does not now exist a
better tax-favored consumer program to stimulate individual savings, and it is
based on one of the oldest ecnic ideas in the world - tax incentives. These
savings, based on tax incentives, also mean that the consumer reduces or defers
spending, a bonus for our ecouy at this time.

The present and prospective IRA Program is also equitable, efficient, and feas-
ible, and can be regulated within existing structures. It does not result in a
revenue loss to the U.S. Treasury, but rather is a deferred revenue source and,
more importantly, represents an imnsdiate savings investment in our econry.

With tax-sheltered personal savings and employer pensions now institutionalized
by ERISA, millions of Americans became instant pension winners and can now look
ahead with self-controlled assurances to a comfortable financial retirement.
Certain of than now have the tools to permit them to coordinate their own re-
tirement income. And all workers will have this opportunity if the policy goal
of the Ozmission is accepted and implementation permitted by proper legislation.

Retirement, regardless of the age at which it ocurs, is a very private and
personal experience. The composite American worker has spent a working life-
time enjoying his own generally improving standard of living and looks forward
to the rewards of a self-defined retirement.

Page 3
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An American worker also knows that the personal savings source of ramWt
which could rot be developed rapidly or potected in the past because of the ab-
@nce of a tax-favored program is now the equal of a corporate pogr .

And finally, the worker knows that only he - not his government and not his am-
ployer - knows what the total firhmial requirements are to port his comfortable
retirement. le now has the structural tools necessary to do the job and he can be
a pension winner.

Te current problem with the tIre-loggad stool of reirsmnt Iz is not its
concept. The crncept, I believe, is sound as it now permits an adequate retire-
ment income based on the individual having the oportunty to develop a retirsiunt
in~re stream from one or more of three forces - one involuntay, one voluntary,
and one a mixture - all of which are now tax favored.

Adequate retiruent income is now self-determined cxoneptnualy and has beooe an
earned right, instead of a birth right.

Herein is the problem. The concept and structure of the retire income tripod
needs to be broadened and better coamdnicated at the individual level. Financial
institution, pension consultants and other ret irrmt income professionals and
specialists need to devote more talent to the total education or awmreuuss task
and the Congress should lead this effort with legislation such as S. 243.

The structure exists for an enlarged population of pension winners, which can only
oM M about if they are provided with bound policy reinfrommnt or sport and
guidance, which I am personally convinced the Omnmission provided with its broad
view.

The task now if for legislated action and the recent Social Security proposals
of the Administration reinforce the urgent call for support to expand the IM
Personal Savings leg of the three-legged stool for retirement Ji .

We have some problems in our economy today but we also have 92.2% of our a force
working and this trenus and vital resource could help solve current and longe
term retirement income problems if eoornac attention is focused through the res-
ponsible use of tax incentives which are anti-inflationary and not a "quick fix".

I sort and enourage Savings and Retirement Incoe Incentives, a principal that
s enorsed by President leagan during the last session of the Congress, which

is endorsed by the President's -o--ission on Pension Policy and by every rajor
financial association, by most economists and by both major political parties.

Let's give Americans the IM Personal Savings tool to enable them to work towmrd
the desired retirement income goals outlined in the Pleport of the President's
QOm dssion on Pension Policy.

Thank you for this opportunity to share ny views with you.
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Senator CHAFEE. Thank you very much, Mr. Klose and Mr.
O'Hara. I appreciate your both coming here. That completes the
hearing this morning.

[Hearing adjourned at 12:08.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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Unlonmutual 4Po-land. Maine04122
(207) 780-2211

May 27, 1981

Mr. Robert E. LUghthizer, Chief Cotalsel
Committee on Finance
Room 2227, Dirksen Senate Office Bldg.
Washington, D.C. 20510
Re: Report of President's Commission on

Pension Policy Hearing on May 15, 1981

Dear Mr. Lighthizer,

I am writing to you in behalf of Union Ritual Life Insurance

Company, Unionmutual Pension and Insurance Corporation, and Union-

mutual Stock Life Insurance Company of America (collectively

"Unionmutual"). Unionmutual is the tenth largest writer of insured

pensions in the United States.

On February 26, 1981, the President's Commission on Pension Policy

delivered its final report to the President and the Congress. The

Commission's mandate had been to study the nation's retirement,

survivor, and disability systems and to recommend specific reforms and

organizational changes in all the present systems including Social

Security and private plans that would be required to meet the goals

the Commission perceived.

Because of the limited behavioral analysis and almost non-existent

cost benefit analysis, we believe the work of the Commission is not

finished and should be carried on by either a reconstituted Commission

Union Mutual Life Insuance Company
Unionmutual Corporauon / Unionmutual Stock UAe Insurance Co. of America
Unionmutual Stock Life Insurance Companyof New York, Unionmutual Devrlopmen, Corporation
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or a new group appointed by the new Administration and Congress.

However, we believe that some of the specific recommendations are

valid. Indeed we support the recommendations for raising the Social

Security normal retirement age from 65 to 68, the recommendation for

universal coverage under Social Security, the recommendation for

deductible employee contributions and various other parts of the

report. Even in those areas the cost to the employer, the employee

and the nation have not been fully explored, and our support for them

is based on work done by other groups.

It should be pointed out, however, that the work of the commission

had enormous breadth and scope, and represented a monumental effort.

Even if the Commission's work is incomplete, it should be supported

for having undertaken and at least laid the ground work for this

enormous project.

Historically, the Federal government has maintained a substantial

ongoing interest in the retirement income area. The Employee

Retirement Income Security Act of 1974 brought Federal regulation to

all private pension and welfare benefit programs. Major amendments to

the Social Security Act were passed in 1977. These amendments were to

have solved the financial problems of the system well into the next

century. Regrettably, they helped to solve the problems for less than

a four-year period. This failure was recognized by mid-1978 when

President Carter moved to form the President's Commission on Pension

Policy.
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At that time, the President stressed the tremendous size and scope

of retirement progrms, the current level of public plan unfunded

liabilities, and the need for reforms aimed at the control of costs.

During its lifetime, the Comission's chairman repeatedly stressed the

need for assessing potential social and economic implications of

reoomendations that might be made by the Comission. Assessing

affordability was spoken of frequently.

The Comission issued its final report on February 26, 1981. The

transmittal letter from Chairman oColough to President Reagan

capsulized conclusions of the Comission: "A crisis exists in our

retirement income programs. The nation's retirement programs are

dangerously dependent on pay-as-you-go systems, such as Social

Security. Large tax-supported programs have created an imbalance in

the overall system which has serious implications for the future. The

lack of private pension plan coverage for many retirees and inadequate

savings for most older Americans places an enormous burden on

programs."

The Commission reached the following conclusions with regard to

the dimensions of the retirement income problem:

(1) The most pressing problem facing the Social Security System is

its inability to meet future commitments.
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(2) The most serious problem facing the retirement system is the

lack of pension coverage among private sector workers. By "retire-

ment system" is meant the entire complex of systems that provide

income to older Americans.

(3) The biggest issue facing public employee pension plans is the

cost associated with early retirement ages.

(4) Employee pension plans can result in seriously inadequate

retirement benefits for spouses of deceased or divorced workers.

(5) A number of problems are caused by the lack of coordination

between disability and retirement programs.

Having identified the principal problems the Commission saw facing

our retirement programs, it moved to recommendations. The Commission

stated the following goal as underlying the entire report: The

Commission believed that the replacement of pre-retirement disposable

income from all sources is a desirable income goal. In other words,

post-retirement income should equal 100$ of disposable pre-retirement

income. The Commission, however, was not saying that pension plans

and Social Security should make up 100% of a worker's pre-retirement

gross income. The replacement goal was 100% of income after taxes and

working expenses. On the average, most pension plans provide this
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level of income, so that the goal is not as idealistic or as

unattainable as it might first appear to be. Unfortunately, the

report provided no information on the potential cost of accomplishing

this goal. There have been some studies to indicate that achieving

this objective for individuals currently well into their careers could

add tens of billions of dollars per year to the cost of doing

business. There is a tremendous amount of research that would need to

be done before actually moving towards such a national policy. The

question of the social and economic costs and consequences was not

addressed by the Commission.

In addition, the Commission stated that in considering income

replacement, income from all sources, namely Social Security, private

pension plans, and personal savings should be considered. Having

stated this, however, the Commission went on to almost completely

ignore the "third leg of the stool", personal savings, in reaching

their conclusions. That is to say, methods of increasing personal

savings, which are at an all time low in the United States, were not

addressed at all.

The same lack of careful analysis can be shown in the principal

recommendation of the Comnission; namely, that a minimum universal

system of pensions be established for all workers, which together with

Social Security would provide the 100% goal. The use of the word

"universal" and the stress on "all workers" would indicate that the
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entire working population would be included in this proposed program.

Such is not the case. Rather than all 95.4 million workers between

the ages of 16 and 64 being included, the Commission chose to qualify

the recoeendation as follows: all employees over the age of 25 with

one year of service and 1,000 hours of employment with their employer

would be participants in the system. Thus, assuming this to be the

non-agricultural work force, the proposed "universal" system would

apply to 49.7 million workers. The difference is significant for many

reasons. Foremost is the fact that in establishing the need for the

minimum pensions system (MUPS) the Commission repeatedly stressed that

lack of private pension coverage was the most serious problem facing

the retirement system. The Commission said that only 45% of the work

force was currently participating in private pension programs. Yet,

rather than proposing a truly universal program, they proposed one

that even under the most optimal circumstances would increase par-

ticipation to 52% of the work force.

This approach brings a number of -questions into focus. First, is

coverage of private pensions really the major problem described by the

Commission? Second, is the use of the word "universal" honest or

appropriate? Third, should the Commission have made it clear that

even if MUPS was enacted, total participation of the work force would

rise from 45% to only 52%? Fourth, when looked at in this way, would

the MUPS be worth the disruptions and costs it might carry with it?

Fifth, are MUPS a solution in search of a problem, or are they not a
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solution at all? It can be fairly suggested that an examination of

these questions could lead one to different conclusions than those

reached by the Commission. This indicates that additional research

and analysis would be appropriate in order to allow decision-makers to

reach their own judgments on the correctness of what the Commission

has reoomended.

Another example of the lack of careful analysis might be the

recommendation of a tax credit of 46% of small business contributions

to a qualified plan. The Commission argue. that this should mitigate

any adverse cost consequences for small businesses. It should be

noted, however, that over 200,000 small businesses paid no taxes

against which a credit could be applied in 1978 and this number is

estimated to be higher in both 1979 and 1980. This implies a gap in

the research undertaken by the Commission. The report provides no

insights into the competitive implications of this proposal, into

potential effects on new business creation, into the potential effects

on business terminations, and no insights into potential implications

for the competitiveness of small businesses versus large businesses.

These gaps have been justified, based on a lack of data which would

make such research possible. The social and economic consequences may

be too great to justify policy changes without that research. The

Comission concluded that tax incentives, even those proposed by their

report, would not significantly increase the pension plan participa-

tion of low and moderate income workers, and workers employed by small
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businesses. Rather than this statement being viewed as a conclusion,

it must more honestly be viewed as a hypothesis. Like any hypothesis,

it deserves to be fully researched and tested before it is used as the

basis for Justifying major policy changes. This is particularly true

when one focuses on the voluntary nature of tax incentives versus the

compulsory or mandatory nature of alternative policy proposals.

Overall, those sections of the Commission's report dealing with

today's structured retirement income programs tend to leave the reader

with more questions than answers. The report represents a statement

of goals that is generally unsupported by detailed analysis. In

addition, the report sets out Its most far-reaching recommendation

based on a presentation that is exceptionally misleading - - the

mandatory program proposed would not apply to all workers. Moreover,

It is appropriate to judge the effectiveness of current retirement

income programs against the same population that would be covered.

Such an analysis might well move on toward very different conclusions

than those reached by the Commission.

The final section of the ComMission report focuses on financing

and phasing in the recommended retirement income programs. The

Commission states that it feels that our nation's retirement income

programs are dangerously dependent on pay-as-you-go systems, such as

Social Security, Supplemental Security Income, and in-kind benefit

programs, and that such programs produced a large tax burden which
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should be reduced. It appears inconsistent that the Commission

ignores the faot that the 3% levy on employers to finance the KUPS

will be viewed by many as nothing more than a tax. As a result, one

must question the Commission's statement that "the only new expense

that the Commission recommends is an increase in 351 benefit levels to

the poverty line." Contrary to this statement, a quick review of the

full set of recommendations made by the Commission would indicate that

many of them would include additional expenses. The following

examples might be included:

(1) Minimum Universal Pension System

(2) Integration changes

(3) Spouse benefit changes

(4) Universal Social Security

(5) Tax treatment and earnings test

(6) Individual savings

(7) Ekoployment of older workers

The Commission further states that Federal expenditures for such
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programs as food stamps, Medlcald and housing assistance could also be

expected to decline as the recommendations take full effect. An

analysis of age and wage demographics of the work force might indicate

that such an assessment is, indeed, optimistic. Further, there is no

analysis provided in the Commission report that would allow one to

assess the validity of the.conclusion. Such an analysis would, of

course, be necessary before elected officials could be expected to

reach conclusions on the reccmendations proposed. A fair and

balanced assessment of the report must include an analysis of added

policy costs in the absence of changes in tax treatment, as well as

net policy cost if tax incentives are adopted. Even in that case,

however, it must be recognized that using tax reduction capacity to

finance retirement income rather than other aspects of our nation's

needs has both implicit and explicit costs. Thib is another area that

would have to be explored by political officials in reaching con-

clusions which was not explored in the Commission's report.

Even the specific recommendations we support have not been

adequately analyzed by the Comission, but rather by other bodies with

specific responsibility for them. In other words, our support for

these three recommendations would not be forthcoming, were we

dependent only on the analysis provided in the Commission report. The

recommendations we support and the reasons for support are as follows:

(1) Raising the Social Security normal retirement age from 65 to



392

68. One of the reasons for the continued perilous financial condition

of the Social Security system is the fact that people are living

longer and collecting benefits for a longer period of time. Raising

the normal retirement age to 68 would overcome the effects of the

improved mortality tables. Since mortality improves very slowly,

raising the age would be of long-term benefit to the system.

Secondly, workers are healthier and many jobs are less strenuous today

for 65 to 68 year olda than in the past. This recommendation has been

examined closely and approved by the National Commission on Social

Security, and a bill embodying it has been reported out by the Social

Security Committee of the House Ways and Means Committee.

(2) Universal Social Security Coverage. We agree with the

recommendation that Social Security be extended to presently non-

covered workers. Most of these noncovered workers are federal, state,

and local government employees and employees in nonprofit organiza-

tions. Universal coverage would tend to eliminate benefit problems

for workers Vho move between covered and noncovered employment, and

would eliminate inequities in the distribution of Social Security

benefits. It is, also, worthy of note that increasing the base of

contributions to Social Seourity cannot help but improve the financial

condition of the system. This recommendation has also been approved

by the National Commission on Social Security.

(3) We also approve the recommendation for deductible employee
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contributions. A limited employee contribution to qualified plans

would have a number of advantages, including reducing the pressures on

Social Security, increasing capital formation, providing a non-

inflationary tax cut and encouraging new plan formation. A number of

bills have been introduced into the 97th Congress that would provide

for such contributions.

We believe these three recommendations to be sound and politically

attainable in the very near future.

The Commission's work represents, as we have admitted, a

monumental effort. However, not enough was accomplished in many areas

so that one could reasonably base decisions affecting the entire

American population. There is still much to be explored. There was

limited behavioral analysis and very limited analysis to assess

overall economic and political implications. The tax analysis was

limited at best as it related to many of the recommendations. Rather

than being an objective presentation of facts, the report in many

places takes on the tone of a highly political document. The foremost

example of this political tone is the presentation on coverage and its

identification as the greatest problem facing the retirement system.

As presented, the coverage figures are misleading and do not lead the

reader to a greater understanding of the American retirement income

system.
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The overall recommendations of the Commission, were they adopted,

would have significant implications for the public and private sectors

in (1) the cost of doing business, (2) the level of employment and new

job creation, (3) the pattern of new business creation, (4) the scope

of government regulation, (5) future prospects for government

mandating of programs, (6) levels of overall Federal taxation, (7)

distribution of tax incentives amongst and between government

programs, (8) the proportion of gross national product dedicated to

retirement income programs.

The recommendations set out a framework that has not been analyzed

or conceptually tested. Before the nation moves to a majQr re-

structuring of present programs, more must be known. We are dealing,

after all, with the future of every American. Therefore, it is our

recommendation that further study and analysis be made into the im-

plications, factors, results of each of the recommendations made by

the Commission. The most direct way in which this can be done is

through the establishment of a reconstituted Comission or a new group

appointed by the new Mministration and Congress composed of experts

with the knowledge of the statistical methods necessary to test each

of these conclusions.

Ruth Sky
Governmental Affairs Associate

RS:rr
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Investment Company Institute
375 X STACE? N VV WASMINGTON. 0 C Z0006

June 15, 1981

The Honorable John H. Chafee
Chairman, Subcommittee on Savings,
Pensions and Investment Policy of

the Senate Finance Committee
2227 Dirksen Senate Office Building
Washington, D.C. .20510

Dear Senator Chafee:

On May 15, 1981, in testimony before the Subcommittee
on Savings, Pensions and Investment Policy of the Senate
Finance Committee during hearings on the President's Com-
mission on Pension Policy, the American Bankers Association
(the ABA) requested legislation exempting bank-sponsored
pooled investment funds for Keogh plans and Individual
Retirement Accounts from regulation under the federal securi-
ties laws. The Investment Company Institute* respectfully
submits the attached memorandum in opposition to the legisla-
tive proposal put forth by the ABA.

The Institute and its members have extensive experience
and expertise relating to Keogh plans and IRAs. We actively
participated in the legislative process which led to the
enactment of the 1962 federal tax legislation which first
permitted self-employed persons to establish Keogh plans,
and in the enactment of the provisions of the Employee Re-
tirement Income Security Act of 1974 (ERISA) relating to
Keogh plans and IRAs. The Institute and its members also
participated in the legislative process which resulted in the
1970 amendments to the federal securities laws relating to
pooled investment funds sold to retirement plans.

* The Investment Company Institute is the national
association to the American mutual fund induetsy. jts
membership includes 574 open-end investment comp-ie.. -
("mutual funds"), their investment advisers and principal
underwriters. Its mutual fund members have asse.__af_abQv _ .
$180 billion, and have approximately 12 million shareholders.

84-768 0-81-28

I
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Adoption of the ABA's proposal would give rise to the
very abuses which Congress has sought to prevent -- the mass-
marketing of interests in bank-sponsored pooled investment
funds to hundreds of thousands of Keogh plans, IRAs and their
individual participants without the protections afforded
by the federal securities laws. Congressional hearings
in the last Congress demonstrated that serious abuses
currently are taking place with respect to bank collective
investment funds sold to Keogh plans, and other retirement
plans due to present exemptions from the federal securities
laws. During those hearings, both the Securities and Exchange
Commission and the Department of Labor testified in opposition
to the ABA's proposal. Indeed, Congress repeatedly has
declined to further exempt bank pooled investment funds from
the federal securities laws.

The ABA's proposal must be viewed in light of a complete
understanding of Keogh plans and IRAs. Most Keogh plans and
IRAs tend to be very small and have very few participants: a
recent Institute study indicates that the average Keogh plan has-
only 1.4 participants, and IRAs typically have only one partici-
pant. Many Keogh plans and all IRAs permit each participant,
and not the employer, to select his or her own investments
from among various alternative funding media. Many, if not
most, Keogh plans and almost all IRAs are not covered by
ERISA. More importantly, ERISA only seeks to protect a
participant with respect to his or her plan; ERISA does not
purport to protect Keogh plans, IRAs and their individual-
participants when they invest in pooled investment funds.

If the ABA's proposal is adopted, banks would be free
to run aggressive advertising campaigns, using the types
of advertisements attached as Exhibit A, advertisements which
led a recent Chairman of the Senate Banking Committee to
express "astonishment" over the present lack of SEC jurisdiction
with respect to bank pooled investment funds sold to corporate
retirement plans. Additionally, hard factual evidence (a study
of the sales literature used by 17 banks pooled funds) indicates
that the ABA proposal will have the affect of denying Keogh plans,
IRAs and the participants in such plans adequate information on
which to base their investment decisions. Finally, adoption of
the ABA's proposal will deny participants in IRAs the substantive
protections provided by the Investment Company Act of 1940.
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For the reasons set forth above and in the attached
memorandum, we strongly urge that the Subcommittee reject
this latest attempt by the ABA to achieve repeal of the
federal securities laws as they relate to bank-sponsored
pooled investment funds sold to Keogh plans and IRAs.

We respectfully request that this letter and the
attached memorandum be included in the hearing record.

We would be pleased to furnish any additional informa-
tion which the Subcommittee or its staff may request.

Sincerely,

William M. Tartikoff
Assistant Counsel

Attachments
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MEMORANDUM OF THE
INVESTMENT COMPANY INSTITUTE

IN RESPONSE TO THE
AMERICAN BANKERS ASSOCIATION'S

PROPOSAL TO AMEND THE
SECURITIES ACT OF 1933 AND

THE INVESTMENT COMPANY ACT OF 1910
BEFORE THE SUBCOMMITTEE ON SAVINGS,

PENSIONS AND INVESTMENT POLICY
OF THE SENATE COMMITTEE ON FINANCE

JUNE 12, 1981

In testimony before the Subcommittee on Savings, Pensions
and Investment Policy on May 15, 1981, the American Bankers
Association (the ABA), in the guise of pension reform, re-
quested legislation exempting bank-sponsored pooled invest-
ment funds sold to Keogh plans and Individual Retirement
Accounts (IRAs) from regulation under the federal securities
laws. For the reasons stated below, the Investment Company
Institute* opposes the ABA's proposal.

In order to assess the ABA's- proposed legislation, it is
necessary to consider the legislative history of the
securities laws as they relate to pooled investment funds
sold to retirement plans; recent Congressional concerns re-
garding bank pooled investment funds sold to retirement
plans; the nature of Keogh plans and IRAs and; the likely
consequences of the adoption of the ABA proposal on Keogh
plans, IRAs and the millions of individual participants
in such plans.

The following discussion of each of these matters
demonstrates that:

i. Congress amended Section 3(a)(2) of the
Securities Act of 1933 (the 1933 Act) in
1970 in order to assure that participants
in Keogh plans investing in pooled invest-
ment funds receive the disclosure pro-
tection of the 1933 Act.

* The Investment Company Institute is the national
association of the American mutual fund industry. Its
membership includes 574 open-end investment companies
("mutual funds"), their investment advisers and principal
underwriters. Its mutual fund members have assets of
about $180 billion and have approximately 12 million share-
holders.
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2. When Congress enacted the Employee Retirement -
Income Security Act of 1974 (ERISA) permit-
ting the creation of IRAs, it sought to pro-
vide IRA participants with both the disclosure
protection of the 1933 Act and the substan-
tive protectiotsafforded by the Investment
Company Act of 1940 (the 1940 Act).

3. Subsequent Congressional hearings have de-
monstrated that serious abuses are currently
taking place with respect to bank pooled in-
vestment funds sold to corporate retirement
plans due to the present exemptions for such
funds from the federal secruities laws.

4. Congress repeatedly has declined to further
exempt bank pooled -investment funds for re-
tirement plans from federal securities re-
gulation.

5. Keogh plans, IRAs and their participants need
the protections afforded by the federal securi-
ties laws since Keogh plans and IRAs tend to
be small; many Keogh plans and all IRAs permit
each participant to select his or her own invest-
ments; many, if not most, Keogh plans and IRAs
are not covered by ERISA; and, in any event
ERISA does not purport to provide the protec-
tions afforded by the federal securities laws.

6. Adoption of the ABA proposal would permit
commercial banks to mass-merchandise interests
in their pooled investment funds to Keogh plans,
IRAs and individual participants in such plans
through aggressive advertising campaigns with-
out providing adequate disclosures on which the
plans and their participants could base their
investment decisions, and would deprive IRA
participants of the substantive protections of
the 1940 Act.

Legislative History of the 1970 Amendements to Section 3(a)(2)
of the 1933 Act.

In 1955, the Federal Reserve Board first authorized
national banks to form collective investment funds for the
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commingling of assets of corporate retirement plans managed
by a bank. * Jurisdiction over these funds was transferred
to the Comptroller of the Currency in 1962. The Comptroller's
regulations prohibited the merchandising and advertising of
interests in these funds to corporate plans.** Therefore,
the Securities and Exchange Commission (the SEC) took the
position that interests in these pooled funds were exempt
from registration under the 1933 Act based on the private
offering exemption.***

However, the enactment of the Self-Employed Individuals
Tax Retirement Act of 1962**** created a new situation. The
1962 Act permitted self-employed individuals for the first
time to create retirement plans ("Keogh plans") covering
themselves and their employees. Since annual contributions
to Keogh plans were sharply limited ($2,500 up to 107. of
self-employed income), banks could only appeal to the Keogh
market using interests in their pooled investment funds on an

* 30 Fed. Reg. 3305 (1955).

A * 28 Fed. Reg. 3312(1963); 12 C.F.R. 59.18(b)(5)(iv) (1964).

• ** See SEC Memorandum re Securities Act Release No. 4552, re-
printed in Hearings on Common Trust Funds--Overlapping Respon-
sibility and Conflict in Regulation Before a Subconl, of the
House Coun. on Government Operations, 88th Cong., 1st Sess.,(1963)
(hereinafter cited as 1963 Hearings): "The Commission has con-
sistently take the position that the commingling of corporate
pension plans and the operation of Zomnon trust funds involves
the issuance of a security--although often in a transaction
not involving a public offering."

**** Pub. L. No. 87-792, 76 Stat. 809.
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"assembly-line approach." * Since banks openly sought to
mass-merchandise shares of their pooled investment funds to
Keogh plans, .the SEC naturally took the position that the -

shares had to be registered and prospectuses provided to
prospective investors.** Committees in both Houses of
Congress repeatedly considered this issue from 1967 through _
1970. SEC Chairman Cohen testified in favor of legislation
codifying the SEC's position exempting interests in bank pooled
investment funds for corporate plans from registration.
However, he opposed legislation which would have removed
the SEC's disclosure jurisdiction over bank pooled investment
funds for Keogh plans: "(Keogh] plans involve a complex

See, e.g . "A Fork in the Road," Address by G. T. Lumpkin,
Jr., Vice President, Wachovia Bank & Trust Co. Before the 44th
Midwinter Trust Conference of the American Bankers Association,
New York City, N.Y. (Feb. 5, 1963):

"(Corporate] plans usually involved large sums well diversi-
fied, to provide future security for their hundreds of benefi-
ciaries. Now comes the opportunity to serve as trustee of
hundreds (or thousands) of very small (Keogh] retirement trusts.

"This is a dramatic change in the nature of trust busi-
ness. We must meet it with a mind open to possible dramatic
change in approach. Rather than the close personal basis on
which other types of trust service have been handled, we must
look toward an assembly-line approach, a semiautomated approach,or even possibly a fully automated approach. Rather than a
daily, weekly, or monthly personal contact with a trust
customer, we must look to an indirect yearly contact, in many
cases through an annual statement mailed to his home or business
address. Rather than a trust customer judging us on his
intimate knowledge of our service to him to fill his personal
needs, he will be Judging us strictly on the investment return
he receives. Rather than a man-to-man relationship, we must
consider a machine-to-man concept of fiduciary service." .

• * "Since it is clear that participations in the pooled
fund will be publicly offered, registration of the security
with this Commission is required under the Securities Act of
1933." Testimony of SEC Chairman William L. Cary, 1963
Hearings, at 7. And as another SEC Chairman, Ray Garrett, Jr.,
stated with respect to bank pooled funds: "If a bank operates
dnd distributes shares of something that is indistinguishable
from a mutual fund for all' purposes except legal form should
it not be subject to the same regualtion as the mutual fund -

itself?" Address of Chairman Ray Garrett, Jr., Before 55th
National Trust Conferences, 15-16 (February 4, 1974).
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arrangement for the investment of funds by self-employed persons,
small businessmen and their employees for retirement purposes
in a diversified portfolio of equity securities. There is a
need for .adequate and understandable disclosure concerning
the risks, obligations, rights and costs which are involved."*

After some three years of hearings in both Houses,
Congress enacted the Investment Company Act Admendments of
1970, which adopted the pattern which the SEC had applied.
Bank and insurance company pooled investment funds for
corporate plans and Keogh plans were exempted from regis-
tration as investment companies (Investment Company Act of
1940, Section 3(c)(11)). Interests in pooled investment
funds sold to corporate plans were exempted from registration
under the Securities Act of 1933 (Section 3(a)(2)). But
interests in pooled investment funds sold to Keogh plans
were required to be registered under the 1933 Act, with the
SEC given authority to issue appropriate exemptions
(Section 3(a) (2)):

"The amendment does not exempt' [from the 1933 Act]
interests or participations issued by either
bank collective trust funds or insurance com-
?any separate accounts in connection with
H.R. 10 plans,' because of their fairly com-
plex nature as an equity investment and because
of the likelihood that they could be sold to self-
employed persons, unsophisticated in the securities
field." (Report to Accompany S. 2224, at 27-28,
May 21, 1960).**

Legislative History of ERISA

In 1974, Congress enacted ERISA which, inter alia,
expanded Keogh plan contribution limits up to$7,00 a year.
ERISA also expanded Keogh plans by permitting low-income

* Statement of SEC Chairman Manual F. Cohen at Hearings
Before the Senate Committee on Banking and Currency on
Amendment No. 438 to S. 1659, 90th Cong. 1st Sess., at 1328 (1968).

** Other provisions in the 1970 legislation reflected
special Congressional concern with pooled investment funds sold
to employee benefit plans. For example, Congress amended
Section 205 of the Investment Advisers Act to permit certain
types of performance fee arrangements for advisory accounts with
over $I million in assets. However, Congress totally prohibited
performance fee arrangements for pooled investment funds for
employee benefit plans.
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self-mployed persons to contribute 1007. of earned income up
to $750 to a "mini Keogh" plan. When it enacted these
provisions expanding the use of and contributions to Keogh
plans, Congress did not change the application of the 1933
Act to bank pooled investment funds sold to Keogh plans.

In addition, ERISA, for the first time, permitted
individuals who are not covered by corporate plans or Keogh
lans to establish and make tax-deductible contributions to
RAs. Congress made it clear that IRA participants need the

full investor protections provided by the federal securities
laws. Page 338 of the ERISA Confecence Report stated:
"The conferees intend that this legislation with respect to
individual retirement accounts is not to limit in any way
the application to them of the laws relating to common trusts
or investment funds maintained by any institution. As a result.
the Securities and Exchange Commission will have the authority
to act on the issues arising with respect to individual re-
tirement accounts independently of this legislation."*
Thus, interests in bank pooled investment funds offered to IRAs
(like interests in bank pooled investment funds for Keogh plans)
must be registered under the 1933 Act and prospectuses must be
given to prospective investors. In addition, bank pooled
nvestment funds for IRAs are subject to the Investment
Company Act of 1940.

It should be emphasized that ERISA was enacted to protect
participants in employee benefits plans. However, ERISA does
not attempt to regulate the matters covered by the federal
securities laws. For example, ERISA seeks to provide a
participant in a plan with information concerning the plan
itself, by requiring that the participant receive a sumary
pl.anescription and an annual plan report. However, when an
employee benefit plan (or a participant in a plan) purchases
shares in a pooled investment fund, be it a bank pooled in-
vestment fund, an insurance company pooled separate account
or a mutual fund, it does so on the same basis as any other
investor. It is the federal securities laws, not ERISA,
which require sponsors of pooled investment funds to provide
Keogh plans, IRAs and their participants with prospectuses
describing the pooled fund. It is the federal securities laws,
not ERISA, which limit the types of advertisements which

* H.R- Rep. No. 93-1280, 93d Cong., 1st Sess. at p. 338.
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sponsors of pooled investment funds can direct at Keogh plans.
IRAs and their participants. It is the federal securities laws,
not ERISA, which provide Keogh plans, IRAs and their partici-
pants with the right to sue sponsors of pooled funds for fraud
and misrepresentations in connection with the purchase of shares
of the pooled fund.

Subsequent Conaressional Concerns With Bank Pooled Investment
Funds for Retirement Flans

Since the enactment of the 1970 legislation which subjected
bank pooled investment funds for Keogh plans to the 1933 Act
registration requirements and the enactment of ERISA which
subjected bank pooled investment funds for IRAs to the 1933 and
1940 Act, the ABA repeatedly has sought legislation which
would remove these requirements. As the following chronology
demonstrates, Congress not only repeatedly has declined to
enact such legislation, but has reaffirmed SEC jurisdiction
over bank pooled investment funds sold to Keogh plans and
IRAs.

First, in 1975, when the Senate Securities Subcommittee
was considering the Securities Acts Amendments of 1975, the
ABA requested amendments exempting bank pooled investment
funds for Keogh plans and IRAs from the federal securities
laws. * The Subcommittee did not report out the legislation
requested by the ABA.

Second, in 1978, the ABA testified before the Sub-
committee on Oversight of the House Ways and Means Committee
urging legislation exempting bank pooled investment funds
for IRAs from the federal securities laws.** The Committee
did not report out the legislation requested by the ABA.

Third, in 1978, major pension reform legislation, S; 3017,
the ERISA Improvements Act of 1978, was introduced by the then
Chairman, Senator Williams, of the Senate Committee on Human
Resources and the ranking minority member Senator Javits.
Section 274 of the bill contained a provision, suggested by

* See Hearings on S. 249 Before the Senate Subcomm. on
Securities, 94th Cong., Ist Sess. (1975), at 463-75.

•* See Hearings on Individual Retirement Accounts and IRS
Plan Termination Survey Before the Subcomm. on Oversight of
the House Ways and Means Comm., 95th Cong.,-2d Sess. (1978),
at 191-93.
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the ABA, which would have removed SEC jurisdiction over bank
pooled investment funds sold to Keogh plans and IRAs. The
visionn was vigorously opposed by both the SEC and the
partment of Labor. SEC airman Williams stated: "

with respect to registration under the Securities Act, it is
important to note that, while ERISA requires pension plans to
make disclosures to their participants, "ERISA generally does
not regulate the disclosures which a bank or insurance com-
pany makes to self-employed individual who wishes to establish
an IRA."* Chairman Williams also added his support for con-
tinuing the protections afforded IRA participants by the 1940
Act.** Secretary of Labor Marshall stated:

"Subparagraphs (b) and (c) deal with banks and
insurance companies investing the assets of benefit
plans through single or collective trusts or through
separate accounts. It is possible that this proposal
might encourage insurance companies and banks to rendergreater-services to plans at a lower cost. However,we are not aware of any study which shows that the

application ofthe securties-laws has discouraged
services to plans or that this proposal remedies
any detrimental effect of the securities law. On
the other hand, the proposal would deprive many plans
of existing and longstanding protections of securities

atraditionall a led to anyone (nclu n small
Plans) In the commingLed funds." (Emphasis added).!

The Investment Company Institute presented graphic
evidence of the actual abuses which would take place if SEC

*Jurisdiction over bank pooled investment funds for Keogh plans
and IRAs was removed.****

First, we discussed abuses in advertising. As noted
above, the SEC administratively had exempted interests in bank
pooled investment funds sold to corporate plans from
registration under the 1933 Act based on the private offering,
exemption (a position codified by Congress in 1970) at a time_

* Statement of SEC Chairman Williams, Joint Hearings on
S. 3017 Before the Subcomm. on Labor of the Senate Comm.on
Human Resources and the Subco-,. on Private Pension Plans and
Employee Fringe Benefits of the Senate Comm. on Finance, 95th
Cong., 2d Sess., at 347 (1978). (Hereinafter cited as 1978 Hearings).

** H.R. Rep. No. 93-1280, 93rd Cong., 1st Sess. at p. 354.
* Submission of Secretary of Labor Ray Marshall to Honorable

Harrison A. Williams, Jr., Chairman, Senate Committee on Human
Resources, September 8, 1978, at 9.

**** Statement of the Investment Company Institute, 1978 Hearings,
at 798.
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when regulations of the Comptroller of the Currency prohibited
merchandising and advertising of these pooled funds to
corporate plans. However, after the SEC and Congress acted
to exempt these interests from the 1933 Act, the Comptroller
suddenly amended his regulations so as to permit national
banks to advertise and publicize their pooled investment
funds sold to corporate retirement plans.* We attached to
our testimony representative advertisements being run by banks
aimed at corporate retirement plans (similar advertisements
are attached to this memorandum as Exhibit A), and stated
that if bank pooled investment funds for Keogh plans and IRAs
were exempted from the 1933 Act. "...banks would be free to
advertise interests in their pooled investment funds to
employee benefit Keogh plans and IRAs, with no restraints
whatever imposed by ERISA or the federal banking laws. These
small plans will be told by United Jersey Bank that "We're
#1 nationally in investment ?erformance'; by Hibernia
National Bank that it is '#1 ; and by the Fifth Third Bank of
Cincinnati that it is 'Entering our second decade of out-
performing the Dow Jones. "'**

Second, we discussed abuses in the area of disclosure.
We stated that if bank pooled investment funds for Keogh
plans and IRAs were exempted from the 1933 Act, banks would
not be required by ERISA or the federal banking laws to provide
Keogh plans and IRAs and their participants with prospectuses,
but would be free to utilize any sort of sales material they
desire. In order to demonstrate exactly what would occur
if bank pooled investment funds for Keogh plans were exempted
from the 1933 Act, we examined material which 17 banks provide
to prospective Keogh plan investors concerning the banks'
pooled investment funds (which take advantage of present
exemptions from the 1933 Act since they allegedly are only
offered to- Keogh plans in one state).*** Our examination of

* 37 Fed. Reg. 24161, at 24162 (1972).

** Statement of the Investment Company Institute, 1978
Hearings at 836.

*** These banks, which we selected on a randon basis, were:
Bank of Southwest (Houston); Capitol National Bank (Houston); The
Central Trust Company (Cincinnati); Citibank (New York); The Fifth*
Third Bank (Cincinnati); First Virginia Bank (Falls Church); First
National Bank (Cincinnati); First Pennsylvania Bank (Philadelphia);
Girard Trust Bank (Philadelphia); Maryland National Bank (Balti-'
more); Mercantile-Safe Deposit & Trust Co. (Baltimore); National
City Bank (Cleveland); New England Merchants National Bank
(Boston); Philadelphia National Bank (Philadelphia): Pro-
vident National Bank (Philadelphia); Shawmut Bank of Boston.
(Boston); ad Southern Ohio Bank (Cincinnati).
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those documents was to determine whether Keogh plans and
Keogh plan participants investing in these pooled funds are
being provided with the most basic kind of information
deemed essential under the federal securities laws. The
lack of such disclosures is startling. None of the 17 banks
describe the fund's investment restrictions; none provide
relevant information describing the bank operating and-advising
the fund; none give background information regarding the bank's
officers and directors; none disclose the total fees paid to
the bank in each of the last three years; none disclose the
amounts of brokerage commissions paid by the fund or to whom;
and over half do not contain the fund's current financial
statements or the fund's current portfolio. In contrast, every
mutual fund registered under the Investment Company Act must
continuously provide all of this information to all prospective
investors, including Keogh plans, and IRAs and their participants.
Thus, this study of 17 bank pooled investment funds which are
exempt from the 1933 Act demonstrated the point made by SEC
Chairman Williams and Secretary of Labor Marshall--it is the federal
securities laws, and not ERISA, which require sponsors of pooled
investment funds to make disclosures to Keogh plans and plan
participants concerning their pooled funds. We noted that the
Federal Trade Commission's Bureau of Consumer Protection recent-
ly had issued a lengthy report critizing the inadequate dis-
closure provided to IRA participants who invest in product which
presently are not subject to the federal securities laws (e.g.,
bank savings accounts and certificates of deposit).* We noted
that exempting bank pooled investment funds for Keogh plans,
and IRAs would place these Keogh plans, and IRAs and their
participants in exactly the same position as the unprotected
IRAs discussed in the FTC report.

Third, following our testimony, we retained outside
counsel to study the impact of the 1970 amendments which
exempted bank pooled investment funds for Keogh plans from
substantive regulation under the Investment Company-Act. Counsel
reviewed the operations of six bank-sponsored pooled investment
funds for Keogh plans based on prospectuses on file with the
SEC. The law firm's report (a copy of which is attached as
Exhibit B) stated:

* Staff Report of the Bureau of Consumer Protection of the
Federal Trade Commission Submitted to the Subcommittee on Over-
sight of the House Ways and Means Committee on Individual Re-
tirement Accounts/Annuities (IRAs), dated March 1978. Also see
the FTC's comments on proposed ERISA Prohibited Transaction
Exemption 77-9, urging increased disclosure requirements.

** Statement of the Investment Company Institute, 1978 Hearings,
at 837-38.
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"The study demonstrates that in many instances in
the bank managers of these unregulated funds arrogate
to themselves completely unfettered discretion to change
investment policies and advisory fees without the
consent of investors. The banks are also able to
obscure their advisory fees by excluding them from dis-
closed expense ratios. The absence of 1940 Act regu-
lation also allows the banks to delay honoring investor
redemption requests, to avoid reporting to shareholders,
and to use the fund's brokerage commissions without
regulatory restrictions."

"Most important of all, the regulatory vacuum
created by the exemption from 1940 Act regulation
allows the banks to profit from self-dealing
tranactions with their funds. Thus, banks can maxi-
mize the funds' interest-free deposits with the banks
by delaying investments of new deposits and by keeping
the funds' portfolios in a 'liquid position.' They
also invest fund assets in certificates of deposit
issued by their own banks. Such self-dealing would
be illegal if the funds were registered under the
1940 Act. Thus, the study makes clear, notwith-
standing registration under the Securities Act of 1933,
disclosure by itself, even disclosure administered by
the SEC, is not sufficient. It is the strongest
evidence that protection of participants in managed
investment funds requires 1940 Act regulation."

We believe that this study raises serious questions about
the continued wisdom of exempting bank pooled investment
funds for Keogh plans from the type of substantive regulation
contained in the Investment Company Act of 1940.*

The testimony of the SEC and the Department of Labor and
the evidence submitted by the Institute at the hearings on the
1978 bill evidently convinced the Chairman and the ranking
minority member of the Senate Committee to conclude that,
rather than decreasing federal regulation over bank pooled in-
vestment funds sold to employee benefit plans, legislation
should be enacted increasing federal regulation in this area.
In 1979, they rein reduced their bill as S. 209, the ERISA
Improvements Act of 1979, and included a provision, Section 154,
providing that, while the SEC was to lose its limited jurisdiction
with respect to bank pooled investment funds sold to retirement

* This problem is not limited to bank pooled investment funds
sold to Keogh plans, but involves tens of thousands of corporate
plans and billions of dollars. The American Bankers Association
recently reported that bank pooled investment funds for corporate
retirement plans had assets of $47.5 billion at year-end 1978.
American Bankers Association 1980 "Collective Investment Funds
Survey Report", at 7.
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plans, the Secretary of Labor vas to be mandated to prescribe
regulations relating to advertising, disclosure and 'such
other standards as the Secretary may specify to protect plan
participants and beneficiaries." Thus, bank pooled invest-
ment funds sold to corporate plans would, for the first time,
have been subject to federal regulation in the areas of ad-
vertising, disclosure and substantive requirements. Federal
regulation over bank pooled investment funds for Keogh plans
would have been expanded to include substantive regulation.

SEC Chairtmn Williams testified that ,hse provisions
represented an improvement over the 1978 bill., but questioned
the fragmentation of securities regulation between the Commission
and the Department of Labor.* Secretary of Labor Marshall
stated that, since the Department lacked expertise in this
area and the SEC possessed such expertise, more study was needed
in this area.** The Institute stated that, while the provi-
sion was a substantial improvement over the 1978 bill,
securities type jurisdiction should be vested in the SEC, the
agency expressly created by Congress to regulate securities
matters.*** Following the hearings, the Senate Committee on
Labor and Human Resources reported out the bill, deleting Section
154.

While the Committee did not report out a bill including
provisions relating to bank pooled investment funds sold to
Keogh plans, IRAs and other retirement plans, the legisla-
tive history of S. 3017 and S. 209 demonstrates that serious
abuses are occurring in this area and that leading members of
the Labor Committee were concerned with increasing federal
regulation over these pooled funds, not wih decreasing exist-
ing regulation.

This view is shared by other members of Congress and by
two recent SEC Commissioners.

In 1978, the Institute testified before the Senate
Committee on Banking, Housing and Urban Affairs on S. 72, a
Bill to Amend the Bank Holding Company Act and the Bank Merger
Act. Our testimony called the Committee's attention to repre-
sentative advertisements being run by banks for their pooled
investment funds for-corporate retirment plans. The following
exchange took place between then Chairman Proxmire and the
president of the Institute:

* Statement of the Securities and Exchange Commission, Hear-
ings on S. 209 Before the Senate Comm. on Labor & Human Resources,
96th Cong., 1st Sess. (1979), 657 at 658. (Hereinafter cited as
1979 Hearings).

** Statement of Secretary of Labor Marshall, 1979 Hearings,
124 at 199.

*** Statement of the Investment Company Institute, 1979 Hearings,
711, at 719-20.
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"The Chairman. Has the SEC indicated any
interest in this because they seem to be so blatant
and so conspicuous, as you say: 'entering our second
decade to outperforming the Dow Jones, 'Your fixed-
income fund has got to deliver superior results,
'Its about time investment managers were judged on
their success instead of their addresses,' in the
Birmingham bank with a crow sitting on a directions
sign, New York to Dallas, Atlanta and Birmingham,
which is a great place. 'Your company's employee
benefit plan can't profit from a bad fit.'

"These are all banks that have fine conservative
reputations. Its astonishing that they can do this
and the SEC has no authority, no jurisdiction, and
they can do that in competition of course with your
industry. It just doesn't seem to be logical at all.
Either what the SEC is doing in restraining the
(mutual fund] industry is wrong, which I think it is
not--I think it's right--or the banks should be re-
strained on the same basis."

"Mr. Silver. I fully agree, Mr. Chairman."

"The Chairman. When you talk about competition,
that obviously isn't fair competition."*

In 1979, the Chairman and other members of the Sub-
committee on Financial Institutions Supervision, Regulation
and Insurance of the House Banking Committee introduced
legislation, H.R. 2747, which would have ended these abuses
by prohibiting national banks from advertising and merchandis-
ing interests in their pooled investment funds to corporate
retirement plans. In his testimony, SEC Chairman Williams
called attention to the fact that Congress had exempted
bank pooled investment funds for corporate retirement plans
at a time when regulations of the Comptroller of the Currency
prohibited merchandising and advertising, but that:

* Hearings Before the Senate Comm. on Banking Housing and
Urban Affairs on S. 72, 95th Cong., 2d Sess. (1978), at 348.
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"In a sharp departure from this historical setting;
however, regulations of the Comptroller of the Currency
were recently amended to provide that general advertising
prohibitions--which embodied the policies underlying-
the exemption provided in the Securities Act--are no
longer applicable to collective investment trust funds
maintained by banks for corporate pension funds. As a
result, many banks have begun to market interests in
those trust funds aggressively through general adver-
tising about the investment performance of those cor-
porate pension trusts. Although these bank trust funds
compete with other collective investment media such as
investment companies and insurance company separate
accounts, which generally are subject to the registra-
tion provisions of the Securities Act, individual plan
participants in the corporate pension plans purchasing
interests in hanlt trust funds may be denied the protec-
tion afforded under the Securities Act to which they
would be-entitled if their corporate pension plan ad-
ministrators had chosen to invest in -these competing
media."*

Chairman Williams also stated that:

"It would would be anomalous if all financial insti-
tutions offering investment advice to the general
public, whether directly through publicly-solicited
individual advisory'relationships or indirectly through
publicly-solicited collective investment management
arrangements like- investment companies, were not sub-
ject to the same regulatory requirements, the same
fiduciary responsibilities, and the same degree of
enforcement presence."**

Subsequently SEC Commissioner Friedman also indicated
the bank pooled investment funds for retirement plans should
be subject to full SEC regulation:

* Statement of SEC Chairman Harold M. Williams Before the
Subco, . on Financial. Institutions Supervision, Regulation and
Insurance of the House Comm. on Banking, Finance and Urban
Affairs. Regarding H.R. 1539, H.R. 2747 and H.R. 2856, October
17, 1979, at 17.

** Ibid at 15-16.

84-768 0-81-27
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"In general, the Investment Company Act and the
Investment Advisers Act should apply to bank invest-
ment management. Why should an independent invest-
ment manager who manages funds for pension funds and
other institutions be regulated by the SEC as an in-
vestment adviser while a bank is not? Why should they
be subject to different rules regarding their ability
to advertise or their fiduciary obligations?

"If banks are managing an entity that is the func-
tional equivalent of a mutual fund or a closed-end
investment company there is no reason to have different
rules regarding self-dealing, pricing, approval of-
investment management fees, and the like. The need for
independent directors is as great as in a mutual fund
complex. This is not simply a matter of competitive
equity. The regulatory pattern for investment manage-
ment is essentially sound. It responds to real problems
that were rife in the investment company industry in
the 1920's and were replicated in the REIT experience
of the 1970s. Its logic and benefits are noless
applicable to banks than to other investment managers.

"Moreover, it is not clear to me that all of the
past regulatory compromises regarding the Securities
Act of 1933 continue to make a lot of sense. In those
plans in which the employee has an investment decision
to make, the result looks very much like an invest-
ment company. Whether or not any of the employee's
money is invested in the employer's securities would
seem to have little to do with what ought to be the
result in terms of disclosure."*

In summary, Congressional hearings since the enactment
of the 1970 Amendments to Section 3(a)(2) of the 1933 Act and
the enactment of ERISA in 1974 demonstrate that there now
exists inadequate regulation with respect to bank pooled in-
vestment funds sold to Keogh plans and other retirement plans
due to present exemptions from the federal securities laws.

* Investment Management and the Glass-Steagall Act-the
Emperor's New Clothes, Remarks to the Association of Bank
Holding Companies, November 13, 1980, at 12-13.
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Therefore Congress has repeatedly refused to enact legislation
which would further reduce existing regulation in this area.
We submit that the Congress should be extremely wary of enact-
ing exemptive laws which decrease existing regulation, there-
by opening the way to even greater abuses than presently exist.

In order to understand the impact of the ABA's proposed
legislation on Keogh plans, IRAs and their millions of indivi-
dual participants, it is necessary to understand some basic
facts regarding Keogh plans and IRAs.

Nature of Keogh Plans and IRAs

(a) Keogh plans and IRAs tend to be very small and cover
very few participants. In 1978, the Institute conducted a
study of Keogh plans funded with mutual fund shares (which
accounted for over 30% of all Keogh plans assets). We found
that at year-end 1977, the average Keogh plan funded with
mutual fund shares had assets of only $8,106 and only 1.4
participants. (In contrast, at year-end 1975, the average
corporate plan had assets of $425,000 and 60 participants).*
IRAs typically cover only one individual, and at year-end
1979, IRAs funded with mutual fund shares had, on the average,
only $5,223 per account.

(b) Many Keoxgr plans and all IRAs, permit each parti-
cipant (rather than the employer) to select his or her own
investments from among various alternative funding media.
Thus, in these cases, it is each participant, and not the
employer, who selects the particular funding media for his
or her own account.

* Statement of the Investment Company Institute, 1978
Hearings, at 845. More recent information confirms the findings
of our 1978 study. At mid-year 1980, the average Keogh
plan funded with mutual fund shares has assets of only
$16,013 and only 1.4 participants, with an average individual
account size of $11,477. At mid-year 1980, the average in-
dividual Keogh account at mutual savings banks was even
smaller, with assets of only $6,496. See Table 4, Analysis of
Monthly Savings Bank Trends, National Association of Mutual
Savings Banks, September 25, 1980.
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(c) Many if not -most, Keogh plans and IRAs are not
covered by Title I ot ERISA.w F.ISA, Title , only applies
to plans which cover empLoyees.** Thus almost all IRAs
are exempt from ERISA. Further, a Keogh plan wfiE6h only
covers a sole proprietor is not covered by Title 1, and
regulations also exempt a Keogh plan which only covers a
sole proprietor and his or her spouse.*** In addition,
regulations exempt a Keogh plan which only covers partners
and not employees.****. Thus, given the small size of
the average Keogh plan (1.4 participants), it is likely
that many, if not most, Keogh plans are not covered by
Title I of ERISA.

These basic facts concerning Keogh plans and IRAs--
the small size of most Keogh plans and IRAs; the fact that
many Keogh plans and all IRAs allow each participant
to select his or her own investments; and the fact that all
IRAS and many, if not most, Keogh plans, are not covered
by ERISA--have an important bearing on the ABXA- legisla-
tive proposal to exempt interests in bank pooled investment
funds sold to Keogh plans, IRAs and their participants
from the federal securities laws.

Consequences of Adopting the Proposed Legislation

If the proposal is adopted, commercial banks would be
free to mass-merchandise interests in their pooled invest-
ment funds to thousands of Keogh plans, IRAs and individual
participants in such plans without any restraints whatever
imposed by ERISA, the federal banking laws or the federal
securities laws.

* Title I of ERISA contains the fiduciary, reporting

and enforcement provisions of the law.

** ERISA 53(2)(A)

* ERISA Reg. 52510. 3-3(c)(1)

**** ERISA Beg. 52510. 303(b). Sqe, e.g., Securities Act
Release No. 59 9, an application filed by a Keogh plan employer
for a Commission order exempting interests in its Keogh plan:
"The Plan (only] covers the Applicant's partners... Applicant
states that because the Plan covers persons, all of whom are
eployees (e.g. partners] within the meaning of Section 401(c)(1 of the Co, the Plan is not an "employee pension plan'
under Title I of ERISA".



415,

Banks would be free to run aggressive advertising:.
campaigns using ads of the type attached.hereto as Exhibit
A. Thus, United Jersey. Bank could run ads aimed at Keogh
plans,. IRAs and their participants stating "We're #1
nationally in investment performancd'; Hibernia National Back
could advertise that it is "#"; and The First National
Bank and Trust Company of Tulsa could advertise that it has
"First Place in the Pension Fund Playoffs."

Further, if the proposal is adopted, banks would. be
free to sell interests in their pooled investment funds to
Keogh plans and IRAs without providing prospectuses and •
using any type of sales literature they desire. Our study
of 17 bank-sponsored pooled Keogh funds (which take advan-
tage of the intrastate exemption from the 1933 Act)
demonstrates the disclosures (or rather the lack of dis-
closures) which will take place, Keogh plansTT" s and their
participants will not be provided with even the most basic
information on which to base their investment decisions.
They will not receive information concerning the fund's
investment restrictions; the bank operating the fund; the
officers and directors of the bank; the fees paid to the
bank; the fund's policy with respect to buying and selling
portfolio securities; and the amounts of brokerage commissions
paid by the fund or to whom. In most cases, they will not
receive any information regarding the fund's current financial
statementsor its current portfolio.

Finally, banks would be free to operate pooled invest-
ment finds for IRAs, in complete disregard of numerous
provisions of the 1940 Act .designed to prevent self-dealint
transactions between the sponsoring banks and the pooled
funds.

Conclusion

From the time that Congress first permitted self-
employed individuals to establish Keogh plans covering them-
selves and their employees, through the enactment of ERISA,
and as recently as 1980, Congress has been concerned that
Keogh plans, IRAs and their individual participants receive
the important investor protection provided by the federal
securities laws. To achieve this result, Congress
determined that interest in bank pooled investment funds
sold- to Keogh plans, IRAs and participants in such plans
should be subject to the disclosure requirements of the
Securities Act of 1933 and, in the case of IRAs, the sub-
stantive requirements of the Investment Company Act of 1940.
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The evidence supports the determination made by Congress.
ost Keogh plans and IRAs are small and have few participants.

Many Keogh plans and all IRAs permit each participant, rather
than the employer, to select his or her own investments from
alternative funding media. All IRAs and many Keogh plans .
are not subject to Title I of ERISA, and, in any event, ERISA
does not purport to protect Keogh plans, IRAs and their,
participants when they invest in pooled investment fumds.
The evidence also demonstrates that bank pooled investment
funds which currently are exempt from the federal securities
laws do not provide investors with adequate disclosures
and are involved in serious self-dealing transactions.

This evidence explains why Congress repeatedly has
declined, and continues to decline, to enact legislation
exempting bank pooled investment funds for Keogh plans and
IRAs from the protections afforded by the federal securities
lave.yts A 
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SUPPLEMENTAL TESTIMONY OF HEARING HELD BY THE

HONORABLE JOHN H. CHAFEE, UNITED STATES SENATOR,

SUBCOMMITTEE CHAIRMAN, SENATE FINANCE COMMITTEE, ON MAY 15, 1981

TYPE OF INVESTMENT SAVINGS TO BE MADE ELIGIBLE

FOR INDIVIDUAL RETIREMENT ACCOUNTS ALLOWING AN INCOME TAX CREDIT

Submitted by: Emmett C. MacCubbin
Chairman of the Board
Home Mutual Life Insurance Company
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Supplemental testimony of hearing held by the Honorable John H.

Chafee, United States Senator, Subcommittee Chairman, Senate

Finance Committee, on May 15, 1981.

TYPE OF INVESTMENT SAVINGS TO BE MADE ELIGIBLE

FOR INDIVIDUAL RETIREMENT ACCOUNTS ALLOWING AN INCOME TAX CREDIT

We heartily endorse the bill that you have introduced that would

allow every worker with earned income to open an Individual Retirement

Account and make tax deductible contributions up to $2,000 a year.

It is recommended that a tax credit be provided up to 15% of

earned income or $2,000 a year, whichever is smaller, each and every year

that earnings qualify. Also, it is desirable that there be some form of

penalty for withdrawal prior to age 59h and a requirement that funds must

be withdrawn by age 70 .

Fixed payment retirement income endowments and annuities should

be included among the vehicles eligible for this contribution toward

pensions similar to what is now being eligible In HRIOs.

Saving for retirement is a long-term endeavor and needs a

systematic monitored method of saving rather than a hit-or-miss occasional

deposit. Fixed payment retirement income endowments and annuities are

ideally suited for this purpose. The endowments provide full retirement

benefits if they live to see the plan completed. The plan is automatically

completed if the future retiree becomes disabled before age 65 or the

beneficiary would receive cash or income in the event death occured

prematurely. The future retiree can set up any frequency of payment that

he or she desires, and receive a very important service of notification

in advance of each payment and if a payment is missed. There are approx-

imately 485,000 qualified life insurance agents to help provide continuity

and assistance.
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As you can see from the enclosed chart, of the 45.4% people

who are eligible, earning between $15,000 and $20,000, only 5.5% have

availed themselves to the opportunity to participate in an IRA. Fixed

payment endowments or annuity plans can help alleviate this neglect.

There is also attached an Individual Retirement Account

prospectus illustrating in detail the results if the worker lives or

if he should die prematurely. There is also a detailed policy schedule

to illustrate all aspects of this vehicle supplementing Social Security

and/or other pension benefits.

The loss of tax revenue should be more than off-set by the

reduction in the supplemental Social Security payments, welfare payments

and the like.

I appreciate your including this as testimony in your hearing

of May 15.



PERCENTAGE OF PEOPLE
WHO ARE ELIGIBLE

WHO HAVE IRA'S
BY INCOME CLASS, 1977

FAMILY PERCENTAGE OF PERCENTAGE OF
ADJUSTED GROSS INCOME PEOPLE WHO ARE ELIGIBLE PEOPLE

(IN DOLLARS) ELIGIBLE WHO HAVE IRA'S

0- 5,000 85.0 .2
5,000 - 10,000 70.0 1.3

10,000 - 15,000 60.0 3.3
15,000- 20,000 45.4 5.5
20,000 - 50,000 24.9 21.7

OVER 50,000 28.6 52.4

Source: President's Commission on Pension Policy
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CASH for you at age .65 .of.. 9$_.i1.623.69

Your total contribution to age_6A.-$A60000.__

less total TAX SAVINGS to age 5L.$j9,952_ _ t
NET contribution .......... ..... $. 40,048.-00-

DIFFERENCE to age.6 5 of .............. $_ 5 1L5 .§_9 
-

or INCOME every month for Life of. . 592.65

Will be invreased by hpghet its rweos
Will De decreased by non-dedouctfibe i k colt,

CASH for your family of not less than..........._0

or INCOME every month of ...... $_ 568.91

for a period of.- 1.0Years
which makes a total of.... $ 68,269.20
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. O L I C Y S C H E

I U P 0 L I C y I N F 0 R ft A T I 0 N

POLICY ISSUE AT MALE AGE 25 NEARESt BIRTHDAY.

POLICY CLASS 8 STANDARD.

POLICY OWNER 18 INSURED.

0 U L E

a E CT% 1 Nu we

PREMIUM PAYMENT MODE IS ANNUAL.

P R E A I U M E F F E C T I V E D A T E S

BEGINNING TOTAL
ON ANNUAL

PREMIUi
NOV 05, 1980 O1000.00

POLICY MATUREB ON NOV 05# 2020

POLICY LOAN INTEREST RATE IS 5.00Z PAYABLE IN ADVANCE

POLICY PAGES: 02135.1v 02001.1, 02002.1, 02003.1# 02304.1, 02218.1, 02248.1,
APP.

AGENT

POLICY NUMBER

8988888

DATE OF ISSUE

NOV 05, 1980

INSURED

AMOUNT OF INSURANCE

059o263
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2. P 0 L I C Y 8 C H E D U L E

W.m.* U N M R S E N E F I T S E C T I 0 N N** *N*

POLICY NUMBER S86088S
'MALE AGE 25

PARTICIPATING EMOOWMENT INSURANCE POLICY
FOR 40 YEARS

INITIAL
DEATH ANNUAL PAYABLE

PROCEEDS* PREMIUM FOR

*59,265 $1,00.00 40 YR8

RETIRENENr IN COME AT AGE 65 I8 $592.

*SEE PROCEEDS AND GUARANTEED VALUES SECTION FOR SUBSEQUENT YEARS PROCEEDS.
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P 0 L I C Y 8 C H E 0 U L "E

PROCEED AND GUARANTEED VALUE 8EC T I ON

PARTICIPATING ENDOWMENT INSURANCE POLICY
FOR 40 YEARS

IF ALL PREMIURS DUE HAVE

AT THE THE
BEGINNING TOTAL
OF POLICY PROCEEDS
YEAR MILL BE

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

(CONTINUED

059,265
$59,265
059o265
$59,265
059,265
$59,265
$59,265
$59,265
059,265
$59,265
059,265
$59,265
$59,265
$59,265
059,265
$59,265
$59o265
$59,265
059,265
$59,265
059.265
$59,265
059,265
$59r265
$59.265
$59,265
$59,265
$59,265
059,265
$59,265

ON NEXT PAGE)

POLICY NUMBER B88899
MALE AGE 25

BEEN PAID ---
THE GUARANTEED POLICY VALUES WILL BE ---

ON
NOV.
05

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2009
2009
2010

CASH VALUE

-0-
$410j.11

*1712.76
$3,055.11
$4#437.76
$5,961.90
07.329.30
$8,840.56

010,397.45
$12,001.16
$13,651.69
$15,350.23
017,097.36
$18,994.27
120,740.38
$22,638.64
024,589.64
$26o595.76
$28,659.96
$30,795.20
$32,972.68
$35,227.12
037,550.30
$39,947.57
$42o423.07
$44p992.14
$47,630.69
$50,375.84
$53,226.49
$56,191.52

$59,265**
PAID-UP EXTENDED TERRY
INSURANCE INSURANCE TO

$1,126
$4o622
$7,941

$11,260
$14,460
$17,601
$20,683
$23,706
$26,609
629,454
$32,299
634v966
$37o633
040,240
$42.789
$45,278
$47.708
$50,078
$52,390
$54,642
$56,894
659s087
$61v290
063,413
$65.547
$67,621
$69.695
$71,769
$73,844

JUN
DEC
JAN
FEB
JAN
APR
FEB
AUG

27, 1985
08. 1994
06, 2002
08, 2007
21. 2011
29, 2014
19s 2017
18, 2019
$2,5495
$7, 704*

$12,683*
017#4835
$22,165*
$26729*
$31,055*
$35,322*
$39,4115
043, 3825
$47,175*
$50.849*
$54,4050
$57,8435
$61,1025
$64,3035
$67.325*
070.2295
$73,0145
075,622*
$78,1715

3. '
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P 0 L I C Y 8 C H E D U L E

P.ROCEEDS AND UARANTEED VALUES SEC TION

PARTICIPATING ENDOWMENT INSURANCE POLICY
FOR 40 YEARS

POLICY NUMBER B888888
MALE AGE 25

IF ALL PREMIUMS DUE HAVE BEEN PAID ---
THE GUARANTEED POLICY VALUES WILL BE

Al II1M
BEGINNING
OF POLICY

YEAR

31
32
33
34
35
36
37
38
39
40

I lit
TOTAL

PROCEEDS
WILL BE

159 283
$62, 466
165.746
669s122
172.601
$76 184
$79 P75
$83,676
087 591
191.624

ON
NOV.

05

2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

CASH VALUE

$59,282.19
$62,465.90
165,745.04
669,121.95
$72,600.81
$76,183.97
079,874.40
$83,675.66
187,590.71
$91,623.69

NON-FORFEITURE FACTOR 1364.077613

INTEREST RATE FOR RESERVES AND VALUES IS 3.00X

*EXTENDED TERN IkBURANCE TO NOV 05, 2020 PLUS PURE
SHOWN PAYABLE ON THE SAME DATE.

$59.v 2650*
PAID-UP EXTENDED TERM
INSURANCE INSURANCE TO

$75,918
$77,933
179r889
$81,785
183,622
$85,400
$87,119
$88, 719
190,260
$91o623

$80,541*
$81,845*
183v0901
$84,275*
$85,460*
$86,705*
$87,890*
$89,075*
190, 379*
$91 ,6246

ENDOWMENT IN THE AMOUNT

NONE OF THE ABOVE FIGURES INCLUDE ANY DIVIDENDS LEFT AT INTEREST, ANY PAID-
UP ADDITIONS, OR ANY DIVIDENDS DUE AND UNPAID.
ANY LOAN OUTSTANDING WILL DECREASE THE AMOUNTS SHOWN.

*IF CASH VALUE I8 LARGER, AMOUNT OF EXTENDED TERN INSURANCE WILL BE THE
CASH VALUE.

3.
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STATEMENT OF POLICY COST AND BENEFIT INFORMATION

HONE MUTUAL LIFE INSURANCE COMPANY
CENTRE STREET AT PARK AVENUE, BALTIMORE* MARYLAND 21201

TELEPHONE (301) 685-7111

POLICY NUMBER B88888 DATE PREPARED% NOV 12, 1980

AGENT NAME,

DISTRICT ADDRESS;

INSURED'S AGE AND SEX: 25 MALE

BASE POLICYo PARTICIPATING ENOOWMENT AT AGE 65 POLICY WITH ADDITIONAL
CASH VALUES PAYABLE FOR AGE 65.

TYPE OF
COVERAGE

BASE POLICY

TOTAL

BEGINNING OF
POLICY YEAR

1

2
3
4
5

10

20

AGE 65

a a * SCHEDULE OF ANNUAL PREMIUMS
BEGINNING OF POLICY YEARS

1THRU 5 10 20

1,500.00 1,500.00 19500.00

1,500.00 1,500.00 1,500.00

a a a SCHEDULE OF DEATH BENEFITS
BASE POLICY

59*265
59,265
59#265
59o265
59,265

59,265

59,265

MATURED

AGE
65

CEASED

0.00

a a a a ,at -a a a



427

POLICY NURSERY 8888988

* n * SCHEDULE OF CASH SURRENDER
END OF CASH SURRENDER

POLICY YEAR VALUE

1
2
3
4
5

10

20

AGE 65

0.00
410.11

1,712.76
3,055.11
4,437.76

12,001.16

30,785.20

91,623.69

VALUES AND DIVIDENDS * u * *
CASH

DIVIDENDS*

0.00
48.00
51.56
56.30
60.45

84.16

152.31

423.15

DIVIDENDS ARE BASED ON THE CURRENT DIVIDEND SCALE OF THE COMPANY AND
ARE NOT GUARANTEED.

POLICY LOANS UP TO THE AMOUNT OF CASH SURRENDER VALUE ARE AVAILABLE.
INTEREST ON THE LOAN AMOUNT IS 5.00% ANNUAL PAYABLE IN ADVANCE.

N * * * * * COST COMPARISON DISCLOSURE INFORMATION * * * * * *

END OF 10 YEARS 20 YEARS

LIFE INSURANCE SURRENDER COST INDEX
LIFE INSURANCE NET PAYMENT COST INDEX
EQUIVALENT LEVEL ANNUAL DIVIDEND

9.08
24.41
0.90

9.09
24.04

1.27

AN EXPLANATION OF THE INTENDED USE OF THE COST INDEXES AND THE EQUIVALENT
LEVEL ANNUAL DIVIDEND IS INCLUDED IN THE LIFE INSURANCE BUYER'S GUIDE.

*iNfNW**NNfEmUIUNN***N*W*ifN*tfN**"NWW**NifmNN*NNNif*"*W********
* if

* UNCONDITIONAL REFUND *

I THIS POLICY, IF NOT SATISFACTORY, MAY BE RETURNED TO THE *

i COMPANY OR ITS AGENT WITHIN TWO WEEK AFTER RECEIPT BY THE i

i OWNER. ALL PREMIUMS PAID WILL BE REFUNDED. i
if i
NififiNIItttItNNt***~fi*WWifiit*f*iN****tNU**Nt*NltNNNNNtiIfUttN**if*Iftt

84-763 0-81-28
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ORDINARY ISSUE PREMIUM HISTORY CARD PRINTOUT

ADDRESS FOLIO AOT NO

POLICY NO. AGE INSURED

eseses 25

DATE OF POLICY DATE OF BIRTH

11/05/1980 04/23/1956

PLAN RIOERS

R165

NUMBER OF umirs

FPS ADS

AMOUNT OF INS. SEX

59,263 n

AMOUNT OF INS. CR.

46#500

MD)
00000

MODE PREMIUMB

LIFE 1,500.00
FPB .00
WP/PB-LIFE .00
WP-FPB .00
ADS .00
10 .00
10-WP .00

IOTAL 1500.00

RATINGS

TABLE FLAT
10 WP/PB
ADS

DIV. OPT. NONF. OPT.

ACCM (4) APL (1)

AGENT NAME

OWNER NAME

MODE PAY

ANNUAL (1)

COMMISSIONS

X .00 1ST
X REN.
X ORKI
x BRKR

OFF DATES

LIFE-PREM 2020
LIFE-BEN 2020
TERM CONV
FPB-BEN
FPB-PREM
WP/PB-LIFE
VP-FPB
ADS-PREM
ADS-BEN
10-PREM
10-BEN
10-WP
TAB RATE
FLAT RATE

ANNUAL PREMIUM

SEX 11500.00

EXTRA PREMIUM

.00

NAME
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Supplementary Statement Of

The ERISA Industry Committee (ERIC)

on the

President's Commission on Pension Policy

FINAL REPORT

The ERISA Industry Committee (ERIC) is an association of

some 100 major employers concerned with employee benefit issues.

Its members include half of the nation's fifty largest indus-

trial companies and represent a cross-section of the nation's

largest retailers, utilities, banks and insurers.

On May 15, 1981, ERIC presented testimony to the Subcommittee

on two issues in the Final Report of the President's Commission

on Pension Policy, namely, incentives for individual retirement

savings and the mandatory pension proposal. In that statement

ERIC also addressed certain impediments to growth of the private

pension system which could be resolved by a simplification of

present ERISA requirements. On February 24, 1981, ERIC also

presented testimony to the Subcommittee concerning incentives for

individual retirement savings.

This statement supplements ERIC's prior testimony with

comments on other subjects contained in the Final Report, including
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retirement income goals, spousal benefits, ownership and control

of pension fund assets, retirement policy administration and

inflation.

Retirement Income Goals

The Commission has recommended that replacement of pre-

retirement disposable income from all sources is a desirable

retirement income goal.

The replacement rates that are illustrated in the Final

Report require further analysis, even though the recognition of

pre- and post-retirement taxes, reduced work-related expenses,

and reduced need for retirement income saving is appropriate.

For example, more than 70% of those beyond age 65 live in their

own homes, and 80% of those homes require no additional mortgage

payments. Home ownership is a form of retirement income saving

that should be recognized.

We regret the Commissioners did not recognize the need to

analyze the cost implications of this recommendation. A funda-

mental economic question is whether our country can afford to

allocate the resources necessary to meet the standards recommended.

The long-term rises in the proportion of our country's

population that is at the older ages will require an ever expanding

share of our resources to be allocated to retirement income.
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In the case of the pay-as-you-go Social Security program,

existing benefit promises alone will require substantially

increasing payroll tax rates. As an indication of the level of

resources that will need to be allocated, the office of the

Actuary recently determined that, if Social Security were required

to meet the minimum funding standards applied by ERISA to

private plans, the required contribution would be more than

24% of taxable payroll for the cash benefit portion of Social

Security alone. Additional taxes would be required to finance

the hospital insurance portion.

In essence, we concur with the Additional Views of

Commissioner William C. Greenough in the Final Report:

"The Commission believes that the replacement

of preretirement disposable income from all

sources is a desirable retirement income goal.'

A pleasant goal to contemplate - yes; a

realistic one - no. If accomplished, it would

mean that a large number of people would live

in retirement better than they ever had before

except just prior to retirement. Fairness in our

society means balancing fairness to young families

at lower early earnings who are buying homes and

educating their children while paying for Social

Security, as well as fairness to the retired.".
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Spousal Benefits

The Final Report includes recommendations on spousal

benefits, with emphasis on issues relating to divorced spouses

of employees. Changes in the law surrounding postretirement

survivor protection under pension plans are proposed. The

Final Report states that in cases of separation or divorce, the

pension "entitlement" earned during marriage should be divisible.

The Commission leaves to courts to decide how to divide such

pensions "entitlements" upon divorce.

Historically, pensions have been considered a private

right and spousal rights in marital dissolutions have been left

to the parties to resolve in the context of state law. Federal

courts have repeatedly declined jurisdiction over divorces that

did not raise a Federal question. Under present law, state courts

have discretion to review the special circumstances of each divorce

case and to render decisions in the light of all the facts

surrounding such cases. Any change in this policy would infringe

on an area that we believe is correctly reserved first to private

decision and then to the state courts to decide in case of dispute.

The Final Report proposes that survivors of employees who

die before retirement With a vested benefit receive survivor

benefits, either under the pension plan or through life insurance.

The choice of vehicle recognizes that, in general, pension plans

are designed to provide pensions, that life insurance plans

are designed to provide death benefits, and that survivor

benefits are in essence death benefits, not pensions. However,

care must be taken not to create a federal requirement that all
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employers who provide pensions provide death benefits, whether or

not through life insurance. Even in enacting ERISA, the federal

government was careful not to require employers to provide any

type of benefit. Government should not interject itself into the

dynamics of employee relations and labor-management collective

bargaining by mandating specific benefits.

Ownership and Control of Pension Fund Assets

The Final Report recommends that issues related to the

ownership, control, and investment of pension fund assets,

including questions of non-traditional investment criteria,

should be further investigated by a new Presidential Commission

and by Congress. We believe that the primary objective of

pension plan funding and asset investment is to ensure that workers

will have financial security in retirement. This is:.itself a

social objective of the highest importance, and the achievement

of this objective should not be compromised or diluted by the

introduction of other and conflicting objectives requiring that

plan assets be applied to promote other interests.

The effect of investment returns of plan assets is

distinctly different for the two major types of plans. In

defined contribution plans, investment results directly affect

plan benefits, and the affect upon plan participants is direct

and visible. In defined benefit plans, investment results flow
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directly to the plan sponsor's obligation to make sufficient

contributions to the plan to pay the promised benefits. The

effects upon plan participants is therefore less direct and

less visible, but nonetheless real in determining how well the

plan sponsor can continue the plan, pay promised benefits, and

improve the plan in the future.

Those who advocate control of plan assets by plan parti-

cipants (or their representatives) typically assert that other

substantial benefits can be obtained, whether for participants,

other employees, or industry, with little or no sacrifice of

investment return on the assets. This is highly improbable.

Pursuit of such objectives abuses the fiduciary principle of un-

divided loyalty to the interests of all participants in a plan,

and will generally impact investment return adversely.

Dictating investments for the purpose of increasing employment

opportunities for active participants can prove to be costly to

the interests of retired participants if investment results are

adverse. Similarly, exclusionary investment rules can result in

quantifiably lower-than-average investment returns, thereby un-

dermining the productivity of plan assets needed to secure

benefits, improve benefits, and facilitate inflation adjustments.-

Those who seek to control plan assets would be on firmer

ethical and legal ground if the purpose were to improve invest-
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ment returns, particularly if such control were to be exercised

by well-qualified and competent investment managers. Even so,

satisfactory investment returns cannot be assured, and it should

be recognized that control of pension plan assets by other than

qualified investment managers must be expected to result in

.inlf.rior investment results, thereby reducing benefits for de-

fined contribution plans, or reducing the plan sponsor's willing-

ness to increase benefits for defined benefit plans.

. Moreover, whatever the type of plan, the ones who make the

basic investment decisions are the ones best qualified to vote

the proxies of common stocks, and all other investment-oriented

subjects.

Administration

We concur with the Commission on the effectiveness of recent

efforts to improve the Executive Branch administration of ERISA.

During the past three years, various proposals have been

advanced to alter the regulation of the private employee beenfit

system. Suggestions have been offered to reduce delays in issuing

regulations, opinions, and exemptions as well as to eliminate

excessive paperwork burdens on plan administrators. Hearings have

been held in the House and Senate, a variety of legislative

proposals have been introduced, and a comprehensive study was

undertaken by the Carter Administration. At the heart of these
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proposals have been recomendations to consoiidote within a

single agency the responsibility for certain regulatory functions

which are now carried out by several agencies.

The principal problems of multiple jurisdiction arose

immediately after passage of ERISA, and in large part were

associated with the creation of new offices within the Labor and

Treasury Departments and the implementation of entirely new

legislation. Many of these problems, particularly the paperwork

burdens, have been reduced significantly by the elimination of

duplicative filings as well as by improved coordination between

the agencies. Moreover, DOL, Treasury, and the PBGC have

developed greater expertise in their respective areas, and this

has resulted in more effective and efficient administration of

the ERISA program.

More specifically, Reorganization Plan No. 4 of 1978 more

clearly divided certain ERISA regulatory responsibilities between

the Labor and Treasury Departments. Generally, the Plan gives

to Labor rulemaking responsibility for fiduciary matters, and to

Treasury responsibility for participation, vesting and

funding standards.

This realignment of responsibilities has clearly helped to

moderate overlapping jurisdiction and to simplify the implementation
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of ERISA. Generally, substantial progress has been made to

reduce delays in issuing regulations and in processing applica-

tion for prohibited transaction exemptions. President Carter's

January 1980 Report to the Congress */ concluded that:

The Reorganization Plan has significantly

alleviated the problems in ERISA administration

to which it was addressed: the processing of

applications for exemptions from prohibited

transaction provisions and the issuing of regu-

lations. In addition, there have been substantial

further reductions in the paperwork burden

associated with the Act, and the Department of

Labor and Department of the Treasury have begun

cooperative agreements to improve the coordination

of their field enforcement activities.

The improved coordination resulting from Reorganization Plan

No. 4 created a greater certainty among plan sponsors concerned

with ERISA compliance, and the problems attributed initially to

multiple jurisdiction have, in the main, been resolved and are no

longer of major concern to plan sponsors.

In addition, we believe the creation of a new "super"

agency would not eliminate the role of Treasury and Labor in employee

benefit administration. It would require a further difficult

realignment of responsibility and would add yet another

*/ Study of the Administration of ERISA, Report to the Congress,
OMB, Executive office of the President, January 1980.
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agency which would have the counterproductive effect of

resurrecting many of the startup and transfer of responsibility

problems that generated the single agency proposal.

Inflation

This is the most important subject facing the nation as

well as the private retirement system. The Interim Report

correctly stated that "Effective national economic policy

provides the only true protection for retirees against prolonged

high rates of inflation," but it is disappointing that the Final

Report does not develop this subject.

It is a fundamental obligation of the federal government

to provide a stable currency which will make it possible for

individuals to plan and provide for their own financial future.

Curing inflation would eliminate the subject of indexing pension

benefits, and would eliminate the escalation of pension costs

caused by inflation's erosion of plan assets.

National action to bring inflation under control is

essential, not only to all participants in private retirement

plans but to all who save and invest. Retirement income goals

will never be met if our entire economic system must continue to

* be based on a dollar that declines in value by 50% in five years,

and by almost 90% over the fifteen-year life expectancy of the

average retiree.
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Federal Pensions

The Commission has recommended that federal pensions

be adjusted on the basis of the lesser of average federal wage

increases or increases in the CPI. We concur with this recommen-

dation and further recommend that this type of approach be

adopted for Social Security. If the 1977 Amendments to the Social

Security Act had provided that benefits be increased by the lower

of wage or price increases, cash flow problems would not have

developed under the program. If future benefit increases were

so limited, we believe this would provide the program with sub-

stantial protection from adverse economic conditions.

* * *



441

POSITION STATEMENT

OF

eTHE ELECTRONIC INDUSTRIES ASSOCIATION

ON THE

MINIMUM UNIVERSAL PENSION SYSTEM

AS RECOMMENDED BY THE

PRESIDENT'S COMMISSION ON PENSION POLICY

The EIA, representing 350 companies that employ more than
1i million workers, voices its strong opposition to the recom-
mendations by the Commission on Pension Policy that the federal
government establish and administer a Minimum Universal PenRion
System for all workers.

EIA believes that the establishment of a universal pension
system would seriously affect or destroy the wide range of
private retirement and pension plans that have been voluntarily
established by employers, employees, financial institutions, and
insurance companies. It would establish unreasonable eligibil-
ity and benefit levels on an employer without regard to an
individual employer's profitability, the age and size of the
company and its workforce, the firm's capital investment needs,
and the degree of competition that the firm faces.

Our member companies believe that each individual firm
makes its own decision to establish and manage a private pension
or retirement program using appropriate funding and actuarial
services in the best interest of its employees under existing
laws.

Employers are already excessively burdened with govern-
ment regulation, and to further impose another governmental pension
system on the private sector would be a backward step. We of
EIA believe that government's role is to encourage employers
in the private sector to voluntarily establish pension or retire-
ment programs by providing tax incentives or credits. Where
an employer is not able to establish a pension program for its
employees, then a tax deduction or tax credit should be provided
to individual employees who voluntarily elect to establish
Individual Retirement Accounts for their own future retirement
income security.

ELECTRONIC INDUSTRIES ASSOCIATION e 2001 EYE STREET, N.W. WASHINGTON, D.C. 20006 0 (202) 457.4900
TWX: 710-8220148



442

.0

III

ELECTRONIC INDUSTRIES ASSOCIATION e 2001 EYE STREET, N.W. WASHINGTON, D.C. 20006 * (202) 457-4900
TWX: 710-822-0148

*
May 13, 1981

HEMRANDL14

TO: EIA' Executive Staff
FTICM: Tom Patton 4 a

SUBJEr.- BIA Position, Pension Policy

The subject position statement, prepared by the Industrial
Relations Coucil, was suhnitted to the Senate Finance QxmOttee
for the record of that cmmittee's hearings on the report by
the President's m(mission on Pension Policy. The report
calls for a mandated minimum universal pension system for all
workers. EIA is opposed.
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PROFIT Sharing Council

May 27, 1981

Honorable John H. Chafee
Chairman, Subcommittee on Savings,
Pensions and Investment Policy

Committee on Finance
United States Senate
2227 Dirksen Senate Office Bldg.
Washington D.C.

Dear Senator Chafee:

Pursuant to your notice of April 30, 1981, the following comments on
the President's Commission on Pension Policy Report entitled "Coming
of Age: Toward a National Retirement Income Policy" are filed for
incorporation in the record of your Subcommittee hearing which was
held on Hay 15, 1981.

The Profit Sharing Council of America (hereinafter referred to as
the "Council") is a non-profit association of approximately 1,400
employers who have established and maintain profit sharing plans
covering some 1,750,000 employees. Council members are located
throughout the United States, and are engaged in practically all
areas of economic activity. The Council's functions include the pro-
motion of the concept of profit sharing and the development of com-
munication materials/technical information to help companies obtain
maximum benefits from profit sharing for employees and employers alike.

General Comments

Before setting forth the specific objections of the Council to the
Report of the President's Commission on Pension Policy, the Council
wishes to offer a comment on the apparent failure of the Commission
to recognize deferred profit sharing plans as an important source of
retirement income to a substantial segment of the working population.*/

-Approximately 14 million employees .are participants in qualified deferred
profit--sharing plans and more than $50 billion is held in trust for
these participating employees.

The Council is concerned that. the Commission may have overlooked this
large source of retirement income. Seemingly, they also overlooked
thrift and savings plans, stock bonus plans, ESOPs and TRASOPs.

*1 "Deferred" profit sharing plans are to be distinguished from
"cash" profit sharing plans. Under a cash plan distributions are made
currently to the participating employees and, except for whatever
retirement savings the individual may make, have no bearing on the
subject of a national. retirement income policy.

84-768 0-81- 29
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The amounts contributed annually to profit sharing trusts are allocated
to the employees on a nondiscriminatory basis. These contributions,
together with the investment earnings and gains, are distributed to the
employee participants at retirement, death or disability -- events which
were of concern to the Commission in its study.

Representatives of the Council appeared before the Commission on several
occasions. In addition, the Council filed several papers with the Com-
mission prepared jointly by the Council and the Profit Sharing Research
Foundation. Copies of two of these statements are enclosed with the
request that they be made part of the record of the hearings of your
Subcommit tee.

Specific Objections

In addition to the foregoing general observations, the Council is particu-
larly opposed to two of the recommendations of the Commission. Briefly,
the objections are these:

(1) Minimum Universal Pension System. -- The Council is opposed to
the recommendation that a Minimum Universal Pension System (MUPS) be
established for all workers and funded by employer contributions equal
to 3% of payroll. It must be a defined contribution plan and must have
full and immediate vesting. There are several reasons why the Council
is opposed to MUPS.

(a) The establishment of KIPS would unduly complicate the retirement
framework. Retirement income security is now provided by the Federal
Social Security program and by private plans established by employers,
either unilaterally or through collective bargaining. The Social Security
System is in financial difficulty at this point and it appears that sub-
stantial readjustments will be required to put the program back on a
sound financial footing. So far as private plans are concerned the
complicated requirements of the Employee Retirement Income Security Act
of 1974, as amended (ERISA) are still a source of confusion even though
the statute has been in effect for over six years. The addition of a
new type of retirement program such as MUPS, which differs in material
respects from both the Social Security System and the pattern of private
plans, will unduly complicate matters for both the Government and private
employers. Features of the proposed MUPS allow for administration through
the Social Security Administration at the employer's election. In view
of the existing strain on Social Security, such an added responsibility
is not warranted.

(b) The imposition of a mandatory pension plan on employers will
discourage the development of new private plans and the improvement of
existing plans. If employers are compelled by law to establish a retire-
ment system with a prescribed fixed minimum contribution, they will tend
to create plans providing no more than such a prescribed minimum. The
level of contributions required by IfUPS (3% of compensation) is far below
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the level of most deferred profit sharing plans according to the
Council's 1980 annual survey of its members. The 1980 survey (based
on 1979 experience) shows that the average contribution for all types
of deferred profit sharing plans was 9.84% of compensation. It is
interesting to note that the small companies (with under, 100 employees)
contributed 10.582 of compensation, on average, compared to 6.66% for
companies with 5,000 or more employees. The somewhat smaller contri-
bution by large employers is probably accounted for by the fact that
such employers are apt to have pension plans as well as deferred profit
sharing plans. It is quite obvious that the encouragement of new profit
sharing plans will result in more liberal retirement benefits than MUPS
would provide.

(c) There is no reason to legislate a mandatory retirement income
program because the private system is expanding and can be expected to
continue to cover new participants each year. A voluntary expansion of
pension coverage is far preferable to one imposed by law.

The growth of private retirement plans in the United States has been
nothing short of spectacular. According to the Report of the Senate
Committee on Labor and Public Welfare accompanying S.4 (Sen. Rep. No.
93-127, 93rd Cong., 2nd Sess.), an estimated 4,000,000 employees were
covered by private pension plans in 1940. By 1950 the figure had more
than doubled; in 1960 over 21,000,000 employees were covered, and in
1973 approximately 30,000,000 workers participated. Indeed, the rapid
growth in the pension area was the very basis for Congress to exert
regulatory control over the plans.

With the enactment of ERISA there was understandably a slow-down in the
growth of plans in the private sector, due undoubtedly to the complex-
ities imposed by that law. However, the figures issued by the Internal
Revenue Service on the number of plans of all types approved over the
years shoirthat the number of new plans being created has againpicked
up and, in fact, exceeds the pre-ERISA rate. Those figures show that
for the calendar year 1978 there were 64,439 new profit sharing and
pension plans approved covering 2,418,427 employees; for the year 1979,
55,963 new plans covering 1,487,212 employees; and- for the year 1980,
68,806 new plans covering 2,739,454 employees. The figures demonstrate
that there are a sizeable number of plans being created and a sizeable
number of employees are being covered each year.

The Commission's conclusions on coverage and growth of plans are open
to question. The interim report of the Commission issued in November
-1980 stated that 58% of the private sector work force meeting the
minimum age and service requirements of ERISA was participating in a
pension plan. The report went on to state that pension plan coverage
has remained static. and that preliminary forecaAting predicts very
slow growth in coverage over the decade until 1990. It is submitted
that the Internal Revedue Service figures do not bear out the. conclusions
of the Commission.
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It is also relevant in this connection to note the remarks of Hr. Dallas
Salisbury, Executive Director of the Employee Benefit Research Institute,
before the Subcommittee-on May 15, 1981. Hr Salisbury's testimony was
directed in part to the conclusions of the Commissioh with respect to
coverage and growth of plans. He pointed out that, after excluding
employees not normally expected to be in employer-sponsored plana, 74Z
of the relevant work force is currently covered by retirement programs.
The testimony also points out some shortcomings in the Commisslon's
research and that, on the basis of the study done by the Employee Benefit
Research Institute, the coverage of employees in the private sector may
be expected to reach 83% by 1995, a sizeable increase over that predicted
by the Commission.

It is quite obvious that the question of growth of coverage in the private
sector- is a key question in considering a mandatory pension system. It
is equally obvious that the Subcommittee should not accept the conclusions
reached by the Commission without further investigation.

(2) Prohibition on Lump Sum Distributions. -- The Council objects
to the Commission's recommendation that all cash-outs of pension benefits
over $500 be prohibited unless transferred to an IRA or to the plan of a
subsequent employer.

It is submitted that the Commission's recommendation would operate to the
detriment of the employee by restricting the ability of the employee to
plan for retirement in the best financial way. The employee should not
be denied the opportunity to receive a lump sum distribution if that best
suits his financial situation at retirement. It is submitted that the
employee, not the Government, is the only one in a position to make such
a determination.

There are valid reasons for distributing an employee's account at retire-
ment in one lump sum. Some time ago the Council had occasion to survey
its membership on the frequency of lump sum distributions from deferred
profit sharing plans and the reasons why such distributions are desired
by employees. That survey showed that approximately 70% of payments from
deferred profit sharing plans at retirement or other termination of service
were in the form of a lump sum distribution. The figure would undoubtedly
hold true today. There were several reasons given by the employees for
taking their account balances in one sum. The predominant reason for
taking a lump sum distribution was the desire of the individual to control
his benefit. The ability to make a tax-free rollover to an IRA is even
more advantageous to the employee. Undoubtedly, the Commission had this
in mind in making its recommendation that the use of IRAs should be
encouraged. However, it should not be mandated by the Government.
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Conclusion

In simary, the Council is-opposed to the. establishment of the Minimum
Universal Pension System recommended by the President's Commission on

-Peasion Policy and is opposed: to:.the recommendation that lump sum distri-
butions from pension and profit sharing plans be restricted.

.The Council believes that encouragement of participation in plans will
do much to provide retirement security for employees. The Council has
gone on record in support of deductible employee contributions for
retirement purposes and is glad to see that the President's Commission
also endorses this general proposal.

Respectfully submitted,

7 PROIT-SHARINQ COUNCIL OF AMERICA

Prlter Holan
President

mc/ -

encl. (2)
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Board of Global Ministries
The United Methodist Church

475 Riverside Drive, New York, N.Y. 10027. (212) 678-6161.
Cable: missions new york

Subcommittee on

Statement for the Record
on pensions

submitted to the
Savings, Pensions and Ir
Comittee on Finance

U.S. Senate
May 29, 1981

vestment Policy

The Women's Division, General Board of Global Ministries of the United
Methodist Church welcomes the opportunity to submit for the record
the portion of a Resolution titled Economic Justice for Women: Retire-
ment Income dealing with pensions passed at the Women's Division Board
meeting on April S, 1981.

"More than S million women over the age of 65 live alone, and half that
number are living their last years below the official poverty level.
Most of these women have not always been poor. What happened to them
is not inevitable but is rather the result of discrimination throughout
their lives which strikes the cruelest blow at the end."

-- Representative Patricia Schroeder

WHEREAS, under private pension plans, women workers, more often than
men, do not qualify for benefits because either their occupation is one
traditionally not covered by pension plans or credits toward vesting*
are forfeited due to greater job mobility;

WHEREAS, the average yearly private pension benefit for a woman worker

is $970 compared to $2080 for her male counterpart;

ThEREFORE, BE IT RESOLVED that the Women's Division:

2) Support private pension reform which would

a) follow the recommendations of the President's Commission for
Pension Policy for a Minimum Universal Pension System;

b) provide for earlier vesting*;

c) provide for portability+;

d) provide for mandatory survivor's benefits for widowed spouses
and for divorced spouses on a pro rata basis;

Women's Division, 15th floor

Q 0 at
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e) support the concept of pensions as part of joint property to
be divided in case of divorce.

*vesting - the right ofan employee to receive accrued pension benefits
after working a specified time period.

+portability - the carrying of pension investments from one job to
another.
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Amriccan Fcdcration of Labor and
Congress of Industrial Organizations

815 Wteer Strew. NW
Wasi ngto, DC 20006

(221 637-5000

May 28, 191

Honorable John Chafee, Chairman
Subcommittee on Savings, Pensions
and Investment Policy

Senate Finance Committee
2227 Dirksen Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

Thank you for the opportunity to present the views of the
AFL-CIO on the report of the President's Commission on Pension
Policy.

Attached are the views of John Lyons, President of the Iron,
Bridge and Structural Workers Union and a Vice-President of the
AFL-CIO. Mr. Lyons was a member of the Commission and represented
the AFL-CIO in that capacity. As you may know, the dissents of
members were limited to 750 words in the Commission's report. For
that reason, I am sending you Mr. Lyon's full views on the report
and respectfully request that it be included in the record of
hearings.

Sincerely yours,

a nson, Director
DEPARTMENT OF LEGISLATION

Attachment

AGmi ini ofdchle,'"ient
M(hilkiO.: Ir die Nithr -
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Following are the dissenting views of Commission Member John H. Lyons, President.
International Association of Bridge, Structural and Ornamental Iron Workers and
Vice-President AFL-CIO, to the report of the President's Commission on Pension

.Policy. These.dissenting views follow the chronological order of the "Sumary
of Recommendations" of the Comission and-use the sru. titles and subtitles with-
out restating the Coumisuion recommendation. d

Retirement Aces:

1. Social Security. This Commission proposal would break faith with younger
workers who would be the ones affected by the future increases in the age
of eligibility and be required to pay larger social security contributions
over their working lifetime since they would, in effect, receive reduced
benefits at the tiae. of retirement if they retired at the ages now recog-
nized in the law. This would undermine confidence in the system for workers
who will begin to feel that they cannot count on promised benefits which
they have paid for. Such proposals would also be at the expense of some of
the poorest and most-deprived of our older citizens-those forced out of the
-labor market because of health conditions or unemployment. Though it is
true that, on the average, older people may be able to work .onger in the
future, there would be many, probably most as is nov the case, who would
have to give up their jobs well before they are eliglule for full benefits.
The Commission proposal puts the cart before the horse by denying benefits
without guaranteeing jobs or providing benefits in the event of ill health.
The solution is not to raise the retirement age but to Implement effective
economic policies that enable people to work. This would result in volun-
tary decisions to work by those who can without taking benefits from those
who can't.

3. State and Local;overnment Plans. The Commission recommends that state and
local-retireent systems should increase their normal retirement age in tan-
den with social--security. The Trade Union movement has sought improved and
more secure- retirement systems for its members over the last several decades.
Our objective has been to gain these systems for all workers throughout the
American economy. Trade unionists stand together in rejecting reco.e--dat---.s
that will result in the destruction of retirement systems that have already
achieved a high- level of coverage and protection for their employees. Most
state and local employees do not enjoy collective bargaining rights which

- cover pay and.all fringe benefits. Therefore, this Commission recoenda-
tion would produce, in most cases, unilateral actions without the consent

- of the employees which would.. substantially diminish and downgrade their cur-
rent retirement system. This proposal would break faith with all employees

.: currently active in the workforce who have not. yet -etired. A great nber
* of employees affectedhave work schedules generally demanding long hours and

shifts of. duty at all hours of the day, and night, on holidays and in all ws-
there,-normal personal and family life for these. professionals Is out of the
question. Therefore, it. follows that their retirement should be allowed to

- recognize that and not be placed in tandem with sectors of the economy that
have a different lifetime.work schedule.

4. Federal Plans. The points made in the Comissiou recommendation on scate =1
. local government plans are equally applicable to federal plans. The only JS-
tification for a recommendation such as this. would be if the working wages =nd
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benefits of any of these groups of employees were vastly in excess of their
private sector counterparts and, therefore, could be construed to be an i=-
appropriate burden on the American taxpayer. However, after carefully st.7-
In& this matter and consulting with the most recent Congressional reports, Z
must reject this as not the case. To clarify th, issues requires considera-
tion of both the pay increases and total compensAtion received by these genera:
schedule federal employee workers. Federal employees have a "meet and cc-er"
right In the process of setting wages. Since the Pay Comparability Act was
adopted back in 1970, federal general schedule employees have seen their Tay
rates increased by only 88.6% while their private sector counterparts (as s-r-
veyed by the Bureau of Labor Statistics) have received average pay Increas3
totaling 109.7%. Incidentally, inflation during this time advance by 125.1.
The point to be made here is that without full collective bargaining rigt3,
these employees are constantly subject to unilateral actions taken by ma=age-
ment or imposed through pay caps. Furthermore, I found the Congressional
Budget Office (CEO) report, "Compensation Reform for Federal Uhite Collar
Employees", showing very close alignment between the total compensation paii
to federal general schedule employees with that for their private sector c:z-
terparts throughout the American economy most convincing. The C30 found *--zt
If President Carter's proposed Total Compensation Bill were adopted wichc-:
change, the impact on these federal workers would be to lower heir next ".aie
Increase by 4.7%. However, after careful study the CBO outlined six areas
entitled, "Potential Impact of Congressional Guidance", each of which woul
result in an increase in total pay to federal workers. These items included
consideration of:
--- Christmas bonuses regularly paid to private sector workers along with

vacation bonuses provided to many of these workers;

-The private sector advantage of tax free social security;

.- Changing the basis for costing social security to reflect the portion not
paid by the employee;

-Adopting different actuarial methods for costing the retirement system amd;

-easuring the paid time off on the basis of leave used by federal workers
rather than leave earned by federal workers.

The CBO concluded that federal p&y for general schedule workers could easy
be advanced by 4.7% if such a total compeasation comparability method were
adopted. This document to me is most persuasive--that the total pay and
fringe benefits being received by federal sector workers is in line with t elr
private sector counterparts.

. Hazardous Occupations. The recommendation on hazardous occupations suffers
W~ltooW narrow a focus in the context of retirement plans in the private
sector. Before expanding the focus it should be noted that one of the un-
derlying and primary reasons for the historical development of all eplayee
retirement plans has been their value as recruitment, retention, and separa-
tion vehicles. While it has not occurred as the result of conscious policy.
decisions, the hazardous duty/public safety retirement plans have of neces-
sity and fairness developed beyond the traditional concept of "retire=ent."
This Is in recognition of the special circumstances surrounding the public
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safety forces. The fact that they are called retirement plans does not sean
that they cannot be used administratively to meet special needs. Early re-

.tireaent has appropriately been provided for these occupations in recognition
of the fact that they require. strenuous physical exertion and frequent exposure

. to danger. Beyond the inherent physical risks and dangers, the more nor--al
demands of these occupations are extremely strenuous in and of themselves.
Vith schedules generally demanding long hours and shifts of duty at all hours
of the day and night,-on holidays and in all months, normal personal and family
-ife for these professionals are out of the question. It is not strictly the
hazardous and arduous nature of the work which leads to lower retirementt"
ages. There are other workers whose work is as arduous but whose plans have
more traditional retirement provisions. It Is the public safety characteris-
tic of this workforce that makes it desirable to have a comparatively young
group. Hazardous duty occupations, by their very nature, demand a total te=
effort. Any one member of the team who is not performing at the most optical
levels, endangers his own life, the lives of his team members, and the lives
and property of the public at.large. There must be some way to maintain the
high efficiency of the public safety group. If members of the public safety
forces could not "retire" until their 50's, they are much more likely to "Pang

around" until their 60's, even though they were no longer fully effective con-
tributors to the organization. There is no reason why administrative needs
should not be met through the "retirement" plan. In sict, where there are
Police and Fire plans that have relatively high and/or service requirements,

-there tends to be a higher incidence of disability retirements. This is a-
uinistrative practicality as much as it is employee utilization. Absorption
of administrative retirements-by the di bility programs is not only ineffi-
Cdent, it is more expensive because of higher benefit levels and more favor-

• able tax treatment of disability benefits as compared to retirement benefits.
The Comission should recognize the special circumstances of the expanded Cca-
capt of "retirement" plans in this context. Therefore, it should encourage
the articulation of specific policy by local governments along these lines.
Early retirement provisions provide vital protections to the employee hl-
self. Early retirement provisions also work to minimize costs to the public
by working-to decrease the number. of personnel that might become eligible for
disability retirement. My point, here is, as the employee ages, his or her
xisk of suffering a disabling injury increases. If early retirement provi-
sions were to be dispensed with, there is little doubt that disability re-
tirements would increase tremendously. The costs associated with disability
retirements are generally higher than those associated with early retire=e-nt.
In this sense, early retirement works to minimize costs to the co=uity.
Early retirement provisions for hazardous duty occupations are the =ost

. efficient means to. achieve the absolute necessity for maximizing the public
safety, for the renewal of personnel and for their health and well-being.

Universal Social Security Coverage:

A most. important part of the Commission recommendation states: "Social security
should not replace an existing pension system for noncovered workers. Rather, an
existing system should be modified to take into account benefits available u=!er
social security." While dissenting overall from the recommendation, I feel this
statement deserves amplification to avoid misdirection of the Comissice reco=en-
datton. It can best be emphasized by the following four points.
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1. "The level of pension benefits nov available to government workers and
their beneficiaries is not reduced. o

2. No additional financial burden is imposed on public employees wIthout

42 a coensurate adjustment In benefits.

3. The Identity-for government workers' retirement plans is not lost.

4. The opportunity for those employees to improve their retirement syst=s
In the future Is not diminished."

Furthermore, in arriving at its recommendation for Universal Social Security
coverage, it has made three errors in analysis:

1. Many of its comparisons and conclusions have resulted from Inadequate
data and from analysis based upon inconsistent assumptions and faulty
methodologies. (See Commission Staff Hearing records at AFL-cro Eea.-
quarters-June 2, 1980.) In addition, I found most persuasive the paper
presented to the Commission on January 23, 1981 criticizing the PCO??
study paper "Federal Pension Programs".

- 2; Government workers are employees and have the ii', retifemeut needs as
-those in other sectors of the economy. These needs are already cet
for most federal civilian sector employees by a retirement system vhich
is rational, soundly financed, and a cost-effective retirement prcgra.-.

3. By focusing solely on the impact of Social Security receipts and ex-
penditures in the Unified Budget, the report fails to recognize that
universal coverage would impose increased costs on taxpayers as the
ultimate employer of public employees.

An example of the first flaw is represented by a January, 1981 Commission work-
iUg paper on "Federal Pension Programs" which maintains that "income replace--.t
rates are generally higher" in the federal sector than in the private sector and
that such programs are "significantly more expensive than those in the private
sector". To support the first contention, numbers-are quoted out of context .ro-
the 1980 Bankers' Trust survey. A proper comparison shrws that federal civil
service replacement rates (even including some social security benefits fr-cn out-
side covered employment) are nearly equal to the private sector coverage rep'-ace-
meant rate from the Bankers' Trust survey. For example, a 30-year private sec:r
employee with final year's compensation of $25,000 receives 62 percent replace-
ment from the average plan and the social security primary insurance amount. A
simltar federal employee would receive 63 percent replacement; assuming that he
had 10 years of covered employment under social security (many federal retirees
have not had such coverage); and taking into account the higher income tax bur-
den borne by the federal retiree because civil service retirement benefits-are
fully taxable while social security benefits are tax free. The second conce-:i.n
.of significantly more expensive benefits disintegrates when a comparison is .'e

after eliminating the use of inconsistent assumptions and mixed mathodblcg-es.
The working paper quotes 13 percent of payroll costs for private sector retire-
sent plans from one context and compares it to 30.8 percent and 79.8 percent for
federal civil service retirement benefits from a totally different context. A
recent Congressional Budget Office study used comparable assumptions and a sin-
gle methodology, to compare the cost of providing retirement and disability !:efits
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using current federal practices on the one hand and representative private prac-
tices on the other. The result was 20.2 percent and 18.3 percent of federal pay-
roll, respectively. This does not even consider the fact that federal pay levels
have been capped for the last few years. The Universal-Social Security Coverage
Study Group report, upon which the Comission heavily relied, exhibits the sa=e
flavs.in analysis demonstrated above; proposes integration formulas which 'reduce
benefits to higher paid individuals whose pay is already limited by pay caps; ati
fails-to take an integrated view of the true cost and impact of Universal cover-
age. We can understand the need to re-examino the Social Security benefit fori.-a
vhich provides a so-called windfall benefit, but we cannot condone any remedy
which would single out public employees for exclusion.

Inflation Protection for Retirement Income:

3. Semi-annual cost-of-living increases are legitimate and desirable: they were,
in fact, recommended for social security by the 1979 Advisory Council on
Social Security. The objective of inflation adjustments is to protect the
buying power of the original annuity. The GAO. has concluded that semi-annua:
adjustments do not over-compensate retirees beyond the Lncrea-t in the C.I.
The formula itself wipes out the possibility of compounding. Furthermore,
this Commission Itself has previously held that. ideally, annuities should be
adjusted to inflation as it occurs. Certainly, seml-annual adjustments are
a practical and realistic approach to this goal.

4. The recommendation to adjust federal pensions on the basis of the lower of
.avrage federal wage increases or the Consumer Price 'Idex places budgetary

• concern above sound retirement policy. The Commission decided that such an
approach was inappropriate and unfair for social security. Is it any less
unfair- to-federal retirees who have the same needs as other retirees? This
"lover of" approach would not only deny to federal retirees the real increases
in standards of living from productivity and economic- growth, it also would
deny them standard of living protection (i. e., maintaining purchasing power
of the original benefit dollars) from inflation.

Social Security Financing:

1." General Revenue. I regret no recomendation was made for general revenue
financing for the social security program. The Comission's reco-endacion
to use Lnterfund borrowing and to speed up the 1985 scheduled increase is
superior to many proposals now being urged on Congress to deal with the pro-
gram's short-term financing problem. It is preferable to cutting benefits,

* using regressive forms of taxation such as the Value Added Tax (VAT), or
postponing adequate financing in a manner that would undermine public con-
fidence in the program. But the introduction of general revenue financing
is the best way to deal with the program'so funding problem. The United

- States is one of the few advanced Industrial nations in the. world in which
the social security system is financed almost entirely from payroll taxes.
In a country committed to progressive taxation based on ability to pay, it
is strange that social security financing remains regressive, that is, low
and middle income workers pay a higher proportion of their income to the
program than do higher income families. This regressive effect is offset
to some degree by a benefit formula which is weighted in favor of those vith



456

lover earnings. But the payroll tax has reached a level where it is a sig..-
ficant burden on low and middle income workers during their working lives a.i
relief is needed. In addition, unlike the.payroll tax, general revenues ,*o
not directly increase employer costs and, therel,1re, are more likely to have
a favorable effect on employment and inflation.:. l believe the Congress sho'..*
turn to general revenues based on the progressive income tax to help finance
the system and avoid future increases in the payroll tax. The best first s:a
toward achieving this objective would be to partially finance Medicare in t -Is
manner since many individuals who oppose general revenue financing of the cash
benefit program do not oppose such financing in Medicare.

2. Student Benefit. Fortunately, the Commission did delete its interim
recommendation to terminate the social security student benefit --
although many on the 'Commission would still like to do so. But even
the final recommendation that the student benefit be re-examined and
put on a more rational basis clearly indicates dissatisfaction with
the program. In my opinion, the value and purpose of the program is
not generally understood or appreciated. The social security student
benefit is not peculiar to the United States. Most industry countries
cover student benefits in their social security programs, often with
more generous age criteria. The purpose is to encourage and enable the
completion of a child's education by insuring against the loss of
family earnings caused by death, disability or retirement. The date
show, because of low family income, most students receiving social
security student benefits can expect little, if any, parental aid in
meting educational costs. These students must supplement social
security benefits with work and means-tested educational grants, loans
and work-study programs. Federally-financed educational grant, loan
and work-study programs are complimentary to the social security student
benefit, not conflicting or competing. These federal program,
generally means tested, count all family income, including social
security benefits, to determine eligibility and amount of aid. The
social security benefit is an insurance program so that all workers
covered and taxed by social security can provide predictable benefits
for their children to continue their education in the event of the
worker's death, disability or retirement. The elimination of this
benefit would greatly increase the demand on and costs for federal
educational assistance programs. Yet, there is every indication the
Administration intends to cut the funding levels of these programs,
not increase them. Without the social security student benefit, tens
or thousands of children would not be able to complete their education
and parents would see destroyed the insurance protection for which they

• had been working and paying taxes for a good part of their working lives.

Tax Policy:

The Comission makes a number of recommendations for national tax policy relatim;
to retirement. Of particular concern are those relating to the taxation of soc'."
security benefits and to the more favorable tax treatment accorded savings for ra-
tirement. Taxation of social security benefits would represent a radical change
in the treatment of these benefits. The majority recomendation may have merit.
but I could support it only as part of or after achievement of genuine tax justiza
and overall tax reform eliminating the many loopholes not enjoyed by the wealth-
and large corporations. It is unfair to place an additional tax burden on the
disabled, retirees and survivors while Congress ignores the extreme Inequities iL



457

the existing tax system. Phasing out the ,earnings test is largely meaningless
an a compensating feature since only an extremely. small number of social secu-
rity beneficiaries are affected by it-only those who are jorking and earning
significant wages. The proposals to provide more-favorable tax treatment for
x etirement-savings primarilybenefit higher income workers and high paid pro-

• fessionals.such as doctors,-.lawvers and corporate executives. The higher the
individual's tax bracket, the greater the benefit. Such proposals would help
very-few low or middle income workers who live so close to the margin that th.el
are unable to save anything or very little out of.their.income for this purp:se.
The recommendation for-a refundable tax credit for low and moderate income workers,
though.helpful, could hardly be expected to be effective in securing signifi:_:
additional savings by them. In short, it is extremely difficult, if not i-p:s-

.-sible,-to accomplish major retirement protection through tax incentives in a ==-
discriminatory manner. In addition, taken together, the proposals wouli res-:.
in substantial revenue loss rurning into tens of billions of dollars. Th.esL ::-
posals shouldn't- even be considered until proponents can demonstrate that the
loss in revenue will not come at the expense of other more important programs
or increased taxes for low and middle income workers.

VAndatory.Unversal Pension System (.UPS):

Considering all approaches to cover workers as A universal group, social secu-
rity is the most feasible and fairest way. It can best provide for unmet re-
tirement needs of those,- predominantly low-wage workers, not now covered by
private pensions. Benefits are kept up-to-date with rising-wages during a
workers' vorkinglife and. increased automatically after retirement to reflect
increases in the cost-of-living. The W{tIPS proposal has no such features and
benefits would be diminished by inflation before and after retirement. Nor dcas
XIPS provide for past service -credits for older workers and, therefore, would
not begin to adequately meet the income retirement needs of the uncovered nati.:
the turn of. the century. Social security Improveents automatically result i
pai service credit for covered workers. All of these advantages could be pr-
.vided- through -social security at less cost. Unfortunately, political realitiLs
make the prospects of.dealing with the problem through the social security sTs-
tem virtually nil. This being the-case, the KUPS proposal may be the next bes:
alternative. But the economic impact of a mandated-private pension plan can
vary greatly between employers. The .(UPS proposal could result in unintended

-consequences,-particularly for small employers and their.employees, since the7
are the groups most affected by the proposal. For example, the report makess :*e
assumption that after- the three-year phase-in, the costs of- the HPS progra= v-"1
be borne by employees, in.the form of lower wages and fringe benefits. Bu: these
employees are the poorest of all workers and most in need of higher, not lcwer,
wages. At the same tine, small employers are to be given a business tax crei:
to ease their burden. In other words, the report recommends a tax subsidy fcr
small-eployers though it assumes that the costs will be borne by the nation's
lowest paid workers in the form of even lower wage and fringe benefits increases.
Cost data are provided in the report but I don't feel they are sufficient in

,view of the complex economic variables involved and the importance of what is
beig recommended. -For, this season, 1 cannot support the proposal until more

•- spec4fics are-known about it-and -it possible economic effects more carefully
anadyzed,-particularly its effect on low paid workers.
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Investment Company Institute
775 K STACCT N W. WAS1O4IN1N. 0 C 20006

June 15, 1981

The Honorable John H. Chafee
Chairman, Subcommittee on Savings,
Pensions and Investment Policy of

the Senate Finance Committee
2227 Dirksen Senate Office Building
Washington, D.C. 20510

Dear Senator Chafee:

On May 15, 1981, in testimony before the Subcommittee
on Savings, Pensions and Investment Policy of the Senate
Finance Committee during hearings on the President's Com-
mission on Pension Policy, the American Bankers Association
(the ABA) requested legislation exempting bank-sponsored
pooled investment funds for Keogh plans and Individual
Retirement Accounts from regulation under the federal securi-
ties laws. The Investment Company Institute* respectfully
submits the attached memorandum in opposition to the legisla-
tive proposal put forth by the ABA.

The Institute and its members have extensive experience
and expertise relating to Keogh plans and IRAs. We actively
participated in the legislative process which led to the
enactment of the 1962 federal tax legislation which first
permitted self-employed persons to establish Keogh plans,
and in the enactment of the provisions of the Employee Re-
tirement Income Security Act of 1974 (ERISA) relating to
Keogh plans and IRAs. The Institute and its members also
participated in the legislative process which resulted in the
1970 amendments to the federal securities laws relating to
pooled investment funds sold to retirement plans.

* The Investment Company Institute is the national
association to the American mutual fund industry. Its
membership includes 574 open-end investment companies
("mutual funds"), their investment advisers and principal
underwriters. Its mutual fund members have assets of about
$180 billion, and have approximately 12 million shareholders.
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Sen. John H. Chafee
June 15, 1981
Page two

Adoption of the ABA's proposal would give rise to the
very abuses which Congress has sought to prevent -- the mass-
marketing of interests in bank-sponsored pooled investment
funds to hundreds of thousands of Keogh plans, IRAs and their
individual participants without the protections afforded
by the federal securities laws. Congressional hearings
in the last Congress demonstrated that serious abuses
currently are taking place with respect to bank collective
investment funds sold to Keogh plan, and other retirement
plans due to present exemptions from the federal securities
laws. During those hearings, both the Securities and Exchange
Commission and the Department of Labor testified in opposition
to the ABA's proposal. Indeed, Congress repeatedly has
declined to further exempt bank pooled investment funds from
the federal securities laws.

The ABA's proposal must be viewed in light of a complete
understanding of Keogh plans and IRAs. Most Keogh plans and
IRAs tend to be very small and have very few participants: a
recent Institute study indicates that the average Keogh plan has
only 1.4 participants, and IRAs typically have only one partici-
pant. Many Keogh plans and all IRAs permit each participant,
and not the employer, to select his or her own investments
from among various alternative funding media. Many, if not
most, Keogh plans and almost all IRAs are not covered by
ERISA. More importantly, ERISA only seeks to protect a
participant with respect to his or her plan; ERISA does not
purport to protect Keogh plans, IRAs and their individual-
participants when they invest in pooled investment funds.

If the ABA's proposal is adopted, banks would be free
to run aggressive advertising campaigns, using the types
of advertisements attached as Exhibit A, advertisements which
led a recent Chairman of the Senate Banking Comittee to
express "astonishment" over the present lack of SEC jurisdiction
with respect to bank pooled investment funds sold to corporate
retirement plans. Additionally, hard factual evidence (a study
of the sales literature used by 17 banks pooled funds) indicates
that the ABA proposal will have the affect of denying Keogh plans,
IRAs and the participants in such plans adequate information on
which to base their investment decisions. Finally, adoption of
the ABA's proposal will deny participants in IRAs the substantive
protections provided by the Investment Company Act of 1940.

84-768 0-81- 30
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Sen. John H. Chafee
June 15, 1981
Page three

For the- reasons set forth above and in the attached
memorandum,"we strongly urge that the Subcommittee reject
this latest attempt by the ABA to achieve repeal of the
.federal securities laws as they relate to bank-sponsored
pooled investment funds sold to Keogh plans and IRAs.

We respectfully request that this letter and the
attached memorandum be included in the hearing record.

We would be pleased to furnish any additional informa-
tion which the Subcommittee or its staff may request.

Sincerely,

William M. Tartikoff
Assistant Counsel

Attachments
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MEMORANDUM OF THE
INVESTMENT COMPANY INSTITUTE

IN RESPONSE TO THE
AMERICAN BANKERS ASSOCIATION'S

PROPOSAL TO AMEND THE
SECURITIES ACT OF 1933 AND

THE INVESTMENT COMPANY ACT OF 1940
BEFORE THE SUBCOMMITTEE ON SAVINGS,

PENSIONS AND INVESTMENT POLICY
OF THE SENATE COMMITTEE ON FINANCE

JUNE 12, 1981

In testimony before the Subcommittee on Savings, Pensions
and Investment Policy on May 15, 1981, the American Bankers
Association (the ABA), in the guise of pension reform, re-
quested legislation exempting bank-sponsored pooled invest-
ment funds sold to Keogh plans and Individual Retirement
Accounts (IRAs) from regulation under the federal securities
laws. For the reasons stated below, the Investment Company
Institute* opposes the ABA's proposal.

In order to assess the ABA's proposed legislation, it is
necessary to consider the legislative history of the
securities laws as they relate to pooled investment funds
sold to retirement plans; recent Congressional concerns re-
garding bank pooled investment funds sold to retirement
plans; the nature of Keogh plans and IRAs and; the likely
consequences of the adoption of the ABA proposal on Keogh
plans, IRAs and the millions of individual participants
in such plans.

The following discussion of each of these matters
demonstrates that:

1. Congress amended Section 3(a)(2) of the
Securities Act of 1933 (the 1933 Act) in
1970 in order to assure that participants
in Keogh plans investing in pooled invest-
ment funds receive the disclosure pro-
tection of the 1933 Act.

* The Investment Company Insoituce is the national
association of the -American'mutual fund industry. Its
membership includes 574 open-end investment companies
("mutual funds"), their investment advisers and principal
underwriters. Its mutual fund members have assets of
about $180 billion and have approximately 12 million share-
holders.
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2., When Congress-enacted the Employee Retirement
Income Security Act of 1974 (ERISA) permit-
ting the creation of IRAs,-it-sought to pro-
vide IRA participants with both the disclosure
protection of the. 1933 Act and -the substan-
tive protections afforded by the Investment
Company Act-of 1940 (the 1940 Act).

3. Subsequent Congressional hearings have de-
monstrated that serious abuses are currently
-taking place with respect- to bank-pooled in-
vestment funds. sold.to corporate retirement
plans due to..the present--axemptions for such
funds from thefederal. secruities laws.

4.. Congress repeatedly has declined to further
exempt bank pooled investment funds for re-

- ti-rement plans from federal- securities re-
gulation.

5. Keogh.plans, IRAs. and their participants need
the protections afforded-by- the federal securi-
ties laws since Keogh" plans and IRAs tend to
Sbw small; many Keogh plans and--all IRAs permit
each participant to select his or her own.invest-
ments; many,.:if:not moat, Keogh plans and IRAs
are not covered by ERISA; and, in any event
ERISA. does not purport, to provide the protec-
tions afforded-by the federal securities laws.

6. Adoption of .the ABA proposal would permit
commercial banks to mass-merchandise interests
in their-pooled investment funds-to Keogh plans,
IRAs and individual participants in such plans

..through aggressive advertising campaigns with-
out providing adequate disclosures on which the
plans and trelr participants could-base their
investment-decisions, and would deprive IRA
.participants of the substantive protections of
the 1940 Act.

Lexislative- History of the 1970--Amendements to Section 3(a)(2)
of .the 1933 Act.

1-n 1955, the Federal Reserve Board first authorized
national banks to form collective investment funds for the
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commingling of assets of corporate retirement plans managed
by a bank. * Jurisdiction over these funds was transferred
to the Comptroller of the Currency in 1962. The Comptroller's
regulations prohibited the merchandising and advertising of
interests in these funds to corporate p plans* * Therefore,
the Securities and Exchange Commission (the SEC) took the
position that interests in these pooled funds were exempt
from registration under the 1933 Act based on the private
offering exemption.***

However, the enactment of the Self-Employed Individuals
Tax Retirement Act of 1962**** created a new situation. The
1962 Act permitted self-employed individuals for the first
time to create retirement plans ("Keogh plans") covering
themselves and their employees. Since annual contributions
to Keogh plans were sharply limited ($2,500 up to 10% of
self-employed income), banks could only appeal to the Keogh
market using interests in their pooled investment funds on an

* 30 Fed. Reg. 3305 (1955).

** " 28 Fed. Reg. 3312(1963); 12 C.F.R. §9.18(b)(5)(iv) (1964).

** See SEC Memorandun re Securities Act Release No. 4552, re-
printed in Hearings on Comnon Trust Funds--Overlapping Respon-
sibility and Conflict in Regulation Before a Subcomm, of the
House Comm. on Government Operations, 88th Cong., 1st Sess.,(1963)
(hereinafter cited as 1963 Hearings): "The Commission has con-
sistently take the position that the commingling of corporate
pension plans and the operation of common trust funds involves
the issuance of a security--although often in a transaction
not involving a public offering."

**** Pub. L. No. 87-792, 76 Stat. 809.
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"assembly-line approach." * Since banks openly sought to
mass-merchandise shares of their pooled investment funds to
Keogh plans,-the SEC naturally took-the position that the
shares had to be-registered and prospectuses provided to
prospective investors.** Committees in both Houses of
Congress repeatedly considered this issue from 1967 through
1970. SEC Chairman Cohen testified in favor of legislation
codifying the SEC's position exempting interests in bank pooled
investment funds for corporate plans from registration.
However, he opposed legislation which would have removed
the SEC's disclosure jurisdiction over bank pooled investment
funds for Keogh plans: "(Keogh] plans involve a complex

* See, e.',. "A Fork in the Road," Address by G. T. Lumpkin,
Jr., Vice President, Wachovia Bank & Trust Co. Before the 44th
Midwinter Trust Conference of the American Bankers Association,
New York City, N.Y. (Feb. 5, 1963):

"(Corporate] plans usually involved large sums well diversi-
fied, to provide future security for their hundreds of benefi-
ciaries. Now comes the opportunity to -serve as trustee of
hundreds (or thousands) of very small [Keogh] retirement. trusts.

"This is a dramatic change in the nature of trust busi-
ness. We must meet it with a mind open to possible dramatic
change in approach. Rather than the close personal basis on
which other types of trust service have been handled, we must
look toward an assembly-line approach, a semiautomated approach,
or even possibly a fully automated approach. Rather than a
daily, weekly, or monthly personal contact with a trust
customer, we must look to an indirect yearly contact, in many
cases.through an annual statement mailed to his home or business
address. -Rather than a trust customer Judging us on his
intimate knowledge of our service to him to fill his personal
needs, he will be judging us strictly on -the investment return
he receives. Rather than a man-toman relationship, we must
consider a machine-to-man concept of fiduciary service."

• * "Since it is clear that participations in the. pooled
fund will be publicly offered, registration of the security
with this Commission is required under the Securities Act of
1933." Testimony of SEC Chairman William L. Cary, 1963
-Hearings, at 7. And as another SEC Chairman, Ray Garrett, Jr.,
stated with respect to bank pooled funds: "If a bank operates
and distributes shares of something that is indistinguishable
from a .mutual fund for all purposes, except legal form should
it-not be subject to the same regualtion as the- mutual fund
itself?" Address of Chairman Ray Garrett, Jr., Before 55th
National Trust Conferences, 15-16 (February 4, 1974).
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arrangement for the investment of funds by self-employed persons,
small businessmen and their employees for retirement purposes
in a diversified portfolio of equity securities. There is a
need for adequate and understandable disclosure concerning
the risks, obligations, rights and costs which are involved."*

After some three years of hearings in both Houses,
Congress enacted the Investment Company Act Admendments of
1979, which adopted the pattern which the SEC had applied.
Bank and insurance company pooled investment funds for
corporate plans and Keogh plans were exempted from regis-
tration as investment companies (Investment Company Act of
1940, Section 3(c)(11)). Interests in pooled investment
funds sold to corporate plans were exempted from registration
under the Securities Act of 1933 (Section 3(a)(2)). But
interests in pooled investnt fund sold to Keogh plans
were required to be registered under the 1933 Act, with the
SEC given authority to issue appropriate exemptions
(Section 3(a)(2)):

"The amendment does not exempt (from the 1933 Act]
interests or participations issued by either
bank collective crust funds or insurance com-
any. separate accounts in connection with
H.R 10 plans.' because of their fairly com-

plex nature as an equity investment and because
of the likelihood that they could be sold to self-
employed persons, unsophisticated in the securities
field." (Report to Accompany S. 2224, at 27-28.
May 21, 1960).**

Legislative History of ERISA

In 1974, Congress enacted ERISA which, inter alia,
expanded Keogh plan contribution limits up to7 O year.
ERISA also expanded Keogh plans by permitting low-income

* Statement of SEC Chairman Kanual F. Cohen at Hearings
Before the Senate Committee on Banking and Currency on
Amendmnt No. 438 to S. 1659, 90th Cong. 1st Sess., at 1328 (1968).

** Other provisions in the 1970 legislation reflected
special Congressional concern with pooled investment funds sold
to euployee benefit plans. For example, Congress amended
Section 205 of the Investment Advisers Act to permit certain
types of performance fee arrangements for advisory accounts with
over $1 million in assets. However, Congress totally prohibited
performance fee arrangements for pooled investment funds for
employee benefit plans.
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self-employed persons to contribute 1007. of earned income up
to $750 to a "mini Keogh" plan. When it enacted these
provisions-expanding the use of and contributions to Keogh
plans, Congress did not change the application of the 1933
Act to bank pooled investment funds sold to Keogh plans.

In addition, ERISA, for the first time, permitted
individuals who are not covered by corporate plans or Keogh
plans to establish and make tax-deductible contributions to
IRAs. Congress made it clear that IRA participants need the
full investor protections provided by the federal securities
laws. Page 338 of the ERISA Conference Report stated:
"The conferees intend that this legislation with reLpect to
individual retirement accounts is-noc to limit in any way
the application to them of the laws relating to common trusts
or investment funds maintained by any institution. As a result,
the Securities and Exchange Commission will have the authority
to act on the issues arising with respect to individual re-
tirement accounts independently of this legislation."*
Thus, interests in bank pooled investment funds offered to IRAs
(like interests in bank pooled investment funds for Keogh plans)
must be registered under the 1933 Act and prospectuses must be
given to prospective investors. In addition, bank pooled
investment funds for IRAs are subject to the Investment
Company Act of 1940.

It should be emphasized that ERISA was enacted to protect
-participants in employee ,benefits plans. However, ERISA does
not. attempt to regulate the matters covered by the federal
securities laws. For example, ERISA seeks to provide a
participant in a plan with information concerning the plan
itself, by requiring that the participent receive a summary
plan description and an annual plan report. However, when an
employee benefit plan (or a participant in a plan) purchases
shares in a pooled investment fund, be it a bank pooled in-
vestment fund, an insurance company pooled separate account
or a mutual fund, it does so on -the same basis as any other
investor. It is the federal securities laws, not ERISA,
which require sponsors of pooled investment funds to-provide
Keogh plans, IRAs and their participants with prospectuses
describing the-pooled fund. It is the federal securities laws,
not ERISA, which limit the types of advertisements-which

* H.R. Rep. No. 93-1280, 93d Cong., 1st Sess. at p. 338.



467

-7-

sponsors of pooled investment funds can direct at Keogh plans,
IRAs and their participants. It is the federal securities laws,
not ERISA, which provide Keogh plans, IRAs and their partici-
pants with the right to sue sponsors of pooled funds for fraud
and uiisrepresentations in connection with the purchase of shares
of the pooled fund.

Subsequent Conaressional Concerns With Bank Pooled Investment
Funds For Retirement plans

Since the enactment of the 1970 legislation which subjected
bank pooled investment funds for Keogh plans to the 1933 Act
registration requirements and the enactment of ERISA which
subjected bank pooled investment funds for IRAs to the 1933 and
1940 Act, the ABA repeatedly has sought legislation which
would remove these requirements. As the following chronology
demonstrates, Congress not only repeatedly has declined to
enact such legislation, but has reaffirmed SEC jurisdiction
over bank pooled investment funds sold to Keogh plans and
IRAs.

First, in 1975, when the Senate Securities Subcommittee
was considering the Securities Acts Amendments of 1975, the
ABA requested amendments exempting bank pooled investment
funds for Keogh plans and IRAs from the federal securities
laws. * The Subcommittee did not report out the legislation
requested by the ABA.

Second, in 1978, the ABA testified before the Sub-
committee on Oversight of the House Ways and Means Committee
urging legislation exempting bank pooled investment funds
for IRAs from the federal securities laws.** The Coumittee
did not report out the legislation requested by the ABA.

Third, in 1978, major pension reform legislation, S. 3017,
the ERISA Improvements Act of 1978, was introduced by the then
Chairman, Senator Williams, of the Senate Committee on Human
Resources and the ranking minority member Senator Javits.
Section 274 of the bill contained a provision, suggested by

* See Hearings on S. 249 Before the Senate Subcomm. on
Securities, 94th Cong., lst Sess. (1975), at 463-75.

• * See Hearings on Individual Retirement Accounts and IRS
Plan Termination Survey Before the Subconm. on Oversight of
the House Ways and Means Comm., 95th Cong., 2d Sess. (197G),
at 191-93.
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.the ABA, which would have removed SEC jurisdiction over bank
pooled investment funds sold to Keogh plans and IRAs. The
provision was vigorously opposed by both the SEC and the
Department of Labor. SEC Chairman Williams stated:
with respect to registration under the Securities Act, it is
important to note that, while ERISA requires pension plans to
make disclosures to their participants, ERISA generally does
not regulate the disclosures which a bank or insurance com-
pany makes to self-employed individual who wishes to establish
an IRA."* Chairman Williams also added his support for con-
tinuing the protections afforded IRA participants by the 1940
Act.** Secretary of Labor Marshall stated:

"Subparagraphs (b) and (c) deal with banks and
insurance companies investing the assets of benefit
plans through single or collective trusts or through
separate accounts. It is possible that this proposal
might encourage insurance companies and banks to rendergreater-services to plans at a lower cost. However,we are not aware of any study which shows that the
application of thi securitie&laws has discouraged
services to plans or that this. proposal remedies
any detrimental ettect ot the securities laws. On
the other hand. the proposal would deprive many plans
of existing and longstanding protections of securities
laws-traditionally apliedto anyone (includnx SmAll
plans) in the commingled funds.' (Emphasis added) .***

The Investment Company Institute presented graphic
evidence of.the actual abuses which would take place if SEC
jurisdiction over .bank pooled investment funds. for Keogh plans
and IRAs was removed.****

First, we discussed abuses in advertising. As noted
above, the SEC administratively had e pted interests in bank
pooled investment funds sold to corporate plans from
registration under the 1933.Act based on the. private offering
exemption (a position codified by Congress in 1970) at a time_
* Statement of SEC Chairman Williams, Joint Hearings on
S. 3017 Before the Subcomm. on Labor of the Senate Comu.on
Human Resources and the Subcomm: on Private Pension Plans and
Employee Fringe-. Benefits of the Senate Comm. on Finance, 95th
Cong., 2d Sess., at 347 (1978). (Hereinafter cited as 1978 Hearings).

** H.R. Rep. No. 93-1280, 93rd Cong., 1st Sess. at p. 354.

*** Submission of Secretary of Labor Ray Marshall to Honorable
Harrison A. Williams, Jr., Chairman, Senate Committee on Human
Resources, September 8, 1978, at 9.

**** Statement of the Investment Company Institute, 1978 Hearings,
at 798.
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when regulations of the Comptroller of the Currency prohibited
merchandising and advertising of these pooled funds to
corporate plans. However, after the SEC and Congress acted
to exempt these interests from t-he 1933 Act, the Comptroller
suddenly amended his regulations so ,as to permit national
banks to advertise and publicize their pooled investment
funds sold to corporate retirement plans.* We attached to
our testimony representative advertisements being run by banks
aimed at corporate retirement plans (similar advertisements
are attached to this memorandum as Exhibit A), and stated
that if bank pooled investment funds for Keogh plans and IRAs
were exempted from the 1933 Act. "...banks would be free to
advertise interests in their pooled investment funds to
employee benefit Keogh plans and IRAs, with no restraints
whatever imposed by ERISA or the federal banking laws. These
small plans will be told by United Jersey Bank that 'We're
#1 nationally in investment performance'; by Hibernia
National Bank that it is '#1'; and by the Fifth Third Bank of
Cincinnati chat it is 'Entering our second decade of out-
performing the Dow Jones."'**

Second, we discussed abuses in the area of disclosure.
We stated that if bank pooled investment funds for Keogh
plans and tRAs were exempted from the 1933 Act, banks would
not be required by ERISA or the federal banking laws to provide
Keogh plans and IRAs and their participants with prospectuses,
but would be free to utilize any sort of sales material they
desire. In order to demonstrate exactly what would occur
if bank pooled investment funds for Keogh plans were exempted
from the 1933 Act, we examined material which 17 banks provide
to prospective Keogh plan investors concerning the banks'
pooled investment funds (which take advantage of present
exemptions from the 1933 Act since they allegedly are only
offered to Keogh plans in one state).*** Our examination of

* 37 Fed. Reg. 241§1, at 24162 (1972).

** Statement of the Investment Company Institute, 1978
Hearings at 836.

A** These banks, which we selected on a randon basis, were:
Bank of Southwest (Houston); Capitol National Bank (Houston); The
Central Trust Company (Cincinnati); Citibank (New York); The Fifth
Third Bank (Cincinnati); First Virginia Bank (Falls Church); First
National Bank (Cincinnati); First Pennsylvania Bank (Philadelphia);
Girard Trust Bank (Philadelphia); Maryland National Bank (Balti-
more); Mercantile-Safe Deposit & Trust Co. (Baltimore); National
City Bank (Cleveland); New England Merchants National Bank
(Boston); Philadelphia National Bank (Philadelphia): Pro-
vident National Bank (Philadelphia); Shawmut Bank of Boston
(Boston); and.Southern Ohio Bank (Cincinnati).
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-these documents was to-determine whether Keogh plans and
Keogh plan participants investing in these pooled funds are
-being provided with the most basic kind of information
deeme& essential under the federal securities laws. The
lack of such disclosures is startling. None of the 17 banks
describe the fund's investment restrictions;.none provide
relevant information describing the bank-operating and advising
the fund; none give. background information-regarding the.bank's
officers and directors; none disclose the total fees paid to
the bank in each of the last three years; none disclose the
amounts of brokerage commissions paid by the fund or to whom;
and over half do not contain the fund's current.financial
statements or the fund's current portfolio. In contrast, every
mutual .fund registered-under the-Investment Company Act must
continuously provide all of this information to all prospective
investors, including Keogh plans, and .IRAs and their- participants.
Thus, this study. of 17 bank pooled investment funds which are
exempt from the 1933 Act demonstrated the point made by SEC
Chairman Williams and Secretary of Labor arshall--it is the federal
securities laws, and not ERISA, which-require sponsors of pooled
investment-funds to make disclosures to Keogh plans and plan

-participants concerning their pooled funds. We noted that the
Fderal Trade Commisson's.Bureau of Consumer Protection recent-
.-lyhad issued a lengthy report critizing the inadequate dis-
. closure provided to IRA-participants who invest in product which
presently are not subject.to the federal-securities laws (e.g.,

- bank savings accounts and certificates of deposit).* We noted
that exempting bank pooled investment funds for Keogh plans,
and IRAs would place these Keogh plans, and IRAs and- their

- participants in.exactlythe same position-as the unprotected
IRAs discussed in the FTC report.**

Third, following our testimony, we retained outside
counsel to study the-impact of the 1970 amendments which
exempted bank pooled investment funds for Keogh plans-from
substantive-rexulation under the Investment Company Act. Counsel
reviewed the. operations of six bank-sponsored pooled investment

. funds-for Keogh plans..based on prospectuses on file with the
SEC.-. The -law firm's report (a copy of which is attached as
Exhibit B) stated:

* .Staff Report of the Bureau of Consumer Protection of the
Federal Trade Commission-Submitted to the Subcommittee on Over-
sight of the House Ways and Means Committee on Individual Re-
t-irement Accounts/Annuities (IRAs), dated March 1978. Also see
the FTC's comments on proposed ERISA Prohibited Transaction
Exemption 77-9, urging.increased disclosure requirements.

* * Statement of the Investment Company Institute, 1978 Hearings,
at 837-38.
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"The study demonstrates that in many instances in
the bank managers of these unregulated funds arrogate
to themselves completely unfettered discretion to change
investment policies and advisory fees without the
consent of investors. The banks are also able to
obscure their advisory fees by excluding them from dis-
closed expense ratios. The absence of 1940 Act regu-
lation also allows the banks to delay honoring investor
redemption requests, to avoid reporting to shareholders,
and to use the fund's brokerage commissions without
regulatory restrictions."

"Most important of all, the regulatory vacuum
created by the exemption from 1940 Act regulation
allows the banks to profit from self-dealing
tranactions with their funds. Thus, banks can maxi-
mize the funds' interest-free deposits with the banks
by delaying investments of new deposits and by keeping
the funds' portfolios in a 'liquid position.' They
also invest fund assets in certificates of deposit
issued by their own banks. Such self-dealing would
be illegal if the funds were registered under the
1940 Act. Thus, the study makes clear, notwith-
standing registration under the Securities Act of 1933,
disclosure by itself, even disclosure administered by
the SEC, is not sufficient. It is the strongest
evidence that protection of participants in managed
investment funds requires 1940 Act regulation."

We believe that this study raises serious questions about
the continued wisdom of exempting bank pooled investment
funds for Keogh plans from the type of substantive regulation
contained in the Investment Company Act of 1940.*

The testimony of the SEC and the Department of Labor and
the evidence submitted by the Institute at the hearings on the
1978 bill evidently convinced the Chairman and the ranking
minority member of the Senate Committee to conclude that,
rather than decreasing federal regulation over bank pooled in-
vestment funds sold to employee benefit plans, legislation
should be enacted increasing federal regulation in this area.
In 1979, they reintroduced their bill as S. 209, the ERISA
Improvements Act of 1979, and included a provision, Section 154,
providing that, while the SEC was to lose its limited jurisdiction
with respect to bank pooled investment funds sold to retirement

* This problem is not limited to bank pooled investment funds
sold to Keogh plans, but involves tens of thousands of c orate
plans and billions of dollars. The American Bankers Association
recently reported that bank pooled investment funds for corporate
retirement plans had assets of $47.5 billion at year-end 1978.
American Bankers Association 1980 "Collective Investment Funds
Survey Report", at 7.
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plans,- the Secretary of Labor was-to-be mandated to prescribe
regulations relating to advertising, disclosure and 'such
other standards as the Secretary may.specify to protect plan
participants and beneficiaries.' Thus, bank pooled invest-
ment funds sold to corporate plans would, for the first time,

th&ve been subject to federal regulation in-the areas of ad-
vertising, disclosure and substantive requirements. Federal
regulation over bank pooled investment funds for Keogh plans
would have been expanded to include substantive regulation.

,SEC Chairman Williams testified that these provisions
represented an improvement over the 1978 bill, but questioned
the fragmentation of securities regulation between the Commission
and the Department of Labor.* Secretary of Labor Marshall
stated that-, since the Department lacked expertise in this
area and the SEC possessed such expertise, more study was needed
in this area.** The Institute stated that, while the provi-
sion was a substantial improvement over the 1978 bill,
securities type Jurisdiction should be vested in the SEC, the
agency expressly created by Congress to regulate securities
matters. *** Following the hearings, the Senate Committee on
Labor and Human Resources reported out the bill, deleting Section
154.

While the Committee did not report out a bill including
provisions relating to bank pooled investment funds sold to
Keogh.plans, IRAs and other retirement plans, the legisla-
tive history of S. 3017 and S. 209 demonstrates- that serious
abuses are. occurring in this area and that leading members of
the Labor Committee were concerned with increasing federal
regulation over these pooled funds, not with deasing exist-
ing regulation.

This view is shared by other members of Congress and by
two recent SEC Commissioners.

In 1978, the Institute testified before the Senate
Committee on Banking, Housing and.Urban Affairs on S. 72, a
Bill to Amend the Bank Holding Company Act and the Bank Merger
Act. - Our testimony called the Committee's attention to repre-
sentative advertisements being run by banks for their pooled
investment funds for corporate retirment plans. The following
exchange took place between then Chairman Proxmire and the
president of-the Institute:

• Statement of the.Securities and Exchange Commission, Hear-
ings on S. 209 Before the Senate Comm. on Labor & Human Resources,
96th Cong., Ist-Sess. (1979), 657 at 658. (Hereinafter cited as
1979 Hearings).

• * Statement of Secretary of Labor Marshall, 1979 Hearings,
124 at 199.

*** Statement of the Investment Company Institute,
711, at 719-20.

1979 Hearings,
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"The Chairman. Has the SEC indicated any
interest in this because they seem to be so blatant
and so conspicuous, as you say: 'entering our second
decade to outperforming the Dow Jones, 'Your fixed-
income fund has got to deliver superior results,
'Its about tire investment managers were Judged on
their success instead of their addresses,' in the
Birmingham bank with a crow sitting on a directions
sign, New York to Dallas, Atlanta and Birmingham,
which is a great place. 'Your company's employee
benefit plan can't profit from a bad fit.

"These are all banks that have fine conservative
reputations. Its astonishing that they can do this
and the SEC has no authority, no jurisdiction, and
they can do that in competition of course with your
industry. It just doesn't seem to be logical at all.
Either what the SEC is doing in restraining the
(mutual fund] industry is wrong, which I think it is
not--I think it's right--or the banks should be re-
strained on the same basis."

"?Mr. Silver. I fully agree, Mr. Chairman."

"The Chairman. When you talk about competition,
that obviously isn't fair competition."*

In 1979, the Chairman and other members of the Sub-
committee on Financial Institutions Supervision, Regulation
and Insurance of the House Banking Committee introduced
legislation, H.R. 2747, which would have ended these abuses
by prohibiting national banks from advertising and merchandis-
ing interests in their pooled investment funds to corporate
retirement plans. In his testimony, SEC Chairman Williams
called attention to the fact that Congress had exempted
bank pooled investment funds for corporate retirement plans
at a time when regulations of the Comptroller of the Currency
prohibited merchandising and advertising, but that:

* Hearings Before the Senate Comm. on Banking, Housing and
Urban Affairs on S. 72, 95th Cong., 2d Sess. (1978), at 348.
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"In a sharp departure from this historical setting,
however, regulations of the Comptroller of the Currency
were recently amended to provide that general advertising
prohibitions--which embodied the policies underlying
the exemption provided.in the Securities Act--are no
longer applicable to collective investment trust funds
maintained by banks for corporate pension funds. As a
result, many banks have-begu-r to market interests in
those trust funds aggressively through general adver-
tising about the investment performance of those cor-
porate pension trusts. Although these bank trust funds
compete with other collective investment media such as
investment companies and insurance company separate
accounts, which generally are subject to the registra-
tion provisions of the Securities Act, individual plan
participants in the corporate pension plans purchasing
interests in bank trust funds may be denied the protect
tion afforded under the Securities Act to which they
would be entitled if their-corporate-pension plan ad-
-ministrators had chosen to invest in these competing
media. "*

hairman Williams also stated that:

"It would would be anomalous if all financial insti-
tutions.offering investment advice to the general
public, whether directly through publicly-solicited
individualadvisory relationships or indirectly through
publicly-solicited collective investment management
arrangements like investment companies, were not sub-
ject to the same regulatory requirements, the same
fiduciary responsibilities, and the same degree of
enforcement presence."**

Subsequently SEC Commissioner Friedman also indicated
the bank pooled investment funds for retirement plans should
be subject to full, SEC regulation:

* Statement of SEC-Chairman Harold M. Williams Before the
Subcomm. on Financial Institutions Supervision, Regulation and
.Insurance of the House Comm. on Banking, Finance and Urban
Affairs. . Regarding H.R. 1539, H.R. 2747 and H.R. 2856, October
17, 1979, at 17.

** Ibid at 15-16.
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"In general, the Investment Company Act and the
Investment Advisers Act should apply to bank invest-
ment management. Why should an independent invest-
ment manager who manages funds for pension funds and
other institutions be regulated by the SEC as an in-
vestment adviser while a bank is not? Why should they
be subject to different rules regarding their ability
to advertise or their fiduciary obligations?

"If banks are managing an entity that is the func-
tional equivalent of a mutual fund or a closed-end
investment company there is no reason to have different
rules regarding self-dealing, pricing, approval of
investment management fees, and the like. -The need for
independent directors is as great as in a mutual fund
complex. This is not simply a matter of competitive
equity. The regulatory pattern for investment manage-
ment is essentially sound. It responds to real problems
that were rife in the investment company industry in
the 1920's and were replicated in the REIT experience
of the 1970s. Its logic and benefits are no less
applicable to banks than to other investment managers.

"Moreover, it is not clear to me that all of the
past regulatory compromises regarding the Securities
Act of 1933 continue to make a lot of sense. In those
plans in which the employee has an investment decision
to make, the result looks very much like an invest-
ment company. Whether or not any of the employee's
money is invested in the employer's securities would
seem to have little to do with what ought to be the
result in terms of disclosure."*

In summary, Congressional hearings since the enactment
of the 1970 Amendments to Section 3(a)(2) of the 1933 Act and
the enactment of ERISA in 1974 demonstrate that there now
exists-inadequate regulation with respect to bank pooled in-
vestment funds sold to Keogh plans and other retirement plans
due to.present exemptions from the federal securities laws.

* Investment Management and the Glass-Steagall Act-the
Emperor's New Clothes, Remarks to the Association of Bank
Holding Companies, November 13, 1980, at 12-13.

84-763 0-81- 31
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Therefore Congress has repeatedly refused to enact legislation
which would further reduce existing regulation in this area.
We submit that the Congress should be extremely wary of enact-
ing exemptive laws which decrease existing regulation, there-
by opening the way to even greater abuses than presently exist.

In order to understand the impact of the ABA's proposed
legislation on Keogh plans, IRAs and their millions of indivi-
dual participants, it is necessary to understand some basic
facts regarding Keogh plans and IRAs.

Nature of Keoxh Plans and IRAs

(a) Keogh plans and IRAs tend to be very small and cover
very few participants. In 1978, the nsMtitute conducted a
study of Keogh pLans funded with mutual fund shares (which
accounted for over 30% of all Keogh plans assets). We found
that at year-end 1977, the average Keogh plan funded with
mutual fund shares had assets of only $8,106 and only 1.4
participants. (In contrast, at year-end 1975, the average
corporate plan had assets of $425,000 and 60 participants).*
IRAs typically cover only one individual, and at year-end
1979, IRAs funded with mutu-AT fund shares had, on the average,
only $5,223 per account.

(b) Many Keogh plans and all IRAs, permit each parti-
cipant (rather than the employer) to select his or her own
investments from apiong various a ternative funding media.
Thus, in these cases, it is each participant, and not the
employer, who selects the particular funding media for his
or her own account.

* Statement of the Iaveintment Company Institute, 1978
Hearings, at 845. M.re mr.cent information confirms the findings
of our 1978 study. At mid-year 1980, the average Keogh
plan funded with mutual fund shares has assets of only
$16,013 and only 1.4 participants, with an average individual
account size of $11,477. At mid-year 1980, the average in-
dividual Keogh account at mutual savings banks was even
smaller, with assets of only $6,496. See Table 4, Analysis of
Monthly Savings Bank Trends, National Association of Mutual
Savings Banks, September 25, 1980.
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(c) Many, if not most, Keogh plans and IRAs are not
covered by Title I of ERISA.* ERISA, Title 1, only applies
to plans which cover employees.** Thus almost all IRAs
are exempt from ERISA. Further, a Keogh plan wHY-ch only
covers a sole proprietor is not covered by Title I, and
regulations also exempt a Keogh plan which only covers a
sole proprietor and his or her spouse.*** In addition,
regulations exempt a Keogh plan which only covers partners
and not employees.****. Thus, given the small size of
the average Keogh plan (1.4 participants), it is likely
that many, if not most, Keogh plans are not covered by
Title I of ERISA.

These basic facts concerning Keogh plans and IRAs--
the small size of most Keogh plans and IRAs; the fact that
many Keogh plans and all IRAs allow each participant
to select his or her own investments; and the fact that all
IRAS and many, if not most, Keogh plans, are not covered
by ERISA--have an important bearing on the ABX"- legisla-
tive proposal to exempt interests in bank pooled investment
funds sold to Keogh plans, IRAs and their participants
from the federal securities laws.

Consequences of Adopting the Proposed Legislation

If the proposal is adopted, commercial banks would be
free to mass-merchandise interests in their pooled invest-
ment funds to thousands of Keogh plans, IRAs and individual
participants in such plans without any restraints whatever
imposed by ERISA, the federal banking laws or the federal
securities laws.

* Title I of ERISA contains the fiduciary, reporting

and enforcement provisions of the law.

** ERISA §3(2)(A)
** ERISA Reg. §2510. 3-3(c)(1)

**** ERISA Reg. §2510. 303(b). See, e.g., Securities Act
Release No. 5989, an application filed by a Keogh plan employer
for a Commission order exempting interests in its Keogh plan:
"The Plan onlyl covers the Applicant's partners... Applicant
states that because the Plan covers persons, all of whom are
employees (e.g. partners within the meaning of Section 401(c)

of the Code, the Plan is not an "employee pension plan'
under Title I of ERISA".
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Banks would be free to run aggressive advertising
campaigns using ads of the type attached hereto as Exhibit
A. Thus, United Jersey Bank could run ads aimed at Keogh
plans, IRAs and their participants stating "We're #1
nationally in investment performancd'; Hibernia National Bank
could advertise that it is "#1"; and The First National
Bank and Trust Company of Tulsa could advertise that it has
"First Place in the Pension Fund Playoffs."

Further, if the proposal is adopted, banks would be
free to sell interests in their pooled investment funds to
Keogh plans and IRAs without providing prospectuses and
using any type of sales literature they desire. Our study
of 17 bank-sponsored pooled Keogh funds (which take advan-
tage of the intrastate exemption from the 1933 Act)
demonstrates the disclosures (or rather the lack of dis-
closures) which will take place, Keogh plans,-" s and their
participants will not be provided with even the most basic
information on which to base their investment decisions.
They will not receive information concerning the fund's
investment restrictions; the bank operating the fund; the
officers and directors of the bank; the fees paid to the
bank; the fund's policy with respect to buying and selling
portfolio securities; and the amounts of brokerage commissions
paid by the fund or to whom. In most cases, they will not
receive any information regarding the fund's current financial
statements or its current portfolio.

Finally, banks would be free to operate pooled invest-
ment funds for IRAs, in complete disregard of numerous
provisions of the 1940 Act designed to prevent self-dealing
transactions between the sponsoring banks and the pooled
funds.

Conclusion

From the time that Congress first permitted self-
employed individuals to establish Keogh plans covering them-
selves and their employees, through the enactment of ERISA,
and as recently as 1980, Congress has been concerned that
Keogh plans, IRAs and their individual participants receive
the important investor protection provided by the federal
securities laws. To achieve this result, Congress
determined that interest in bank pooled investment funds
sold to Keogh plans, IRAs and participants in such plans
should be subject to the disclosure requirements of the
Securities Act of 1933 and, in the case of IRAs, the sub-
stantive requirements of the Investment Company Act of 1940.
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The evidence supports the determination made by Congress.
Most Keogh plans and IRAs are small and have few participants.
Many Keogh plans and all IRAs permit etch participant, rather
than the employer, to select his or her own investments from
alternative funding media. All IRAs and many Keogh plans
are not subject to Title I of ERISA, and, in any event. ERISA
does not purport to protect Keogh plans, IRAs and their
participants when they invest in pooled investment funds.
The evidence also demonstrates that bank pooled investment
funds which currently are exempt from the federal securities
laws do not provide investors with .,adequate disclosures
and are involved.in serious self-dealing transactions.

This evidence explains why Congress-repeatedly hasdeclined, and continues to decline, to enact legislation
exempting bank pooled investment funds for Keogh plans and
IRAs from the protections afforded by the federal securities
laws.

Exhibits
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EXHIBIT A

,VEIV.RK ,ST.R.LED;R-Jun. S0. 1978

"WOe#1 national in

oIn a r m Mudt Lynch suWM of• -' I' ocmin"le "tuty ftwAs -a- ed 11 banks
throughot dt oun% uted Jarm Ban

Fires I, the naioa for tkp yea ending
March 1978L

In the top 7 percent In the nation for the
three year ending .March 1971.

in the top 6 percent in the nation (or the
ive years ending March 1978.

During these same penods, United Jersey
Bank significantly outperformed the
Stadard & Poor SOO Inde--he
bewhmark aainst which virtualy al
ivesgeut managers are measured. A, otre

words, superor relative and absolute pedoribnoa ... consistently.
So if you're r onsible for the growth of your

c9M; fs pension and proft Sharing unds or
inw"eud in beter growth for your pernd
invesutnin, Wra to the team with a winning
rick record. For your Copy of the swey
results and a head start in investment
growth, call me, HrS. Stoter, Se..enior
Vice President, at (201) 6465217.

*UnitetdJesey Bank
210 am Stensck. N.J. 07302

,a•m m I' 2. . .m . ,'. .:

.-. . T - . - ,.. _. ..
aw 3%s o z,
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I\V.TITUT/O.\I.L I.V'EST)OR-Auguss. 1978

Hibernia National Bank

Bank Equity Fund Manager for the
five years ended December 31, 1977

as measured by Frank Russell Co., Inc.;
Computer Directions Advisors, Inc.;
and Rogers, Casey, & Barksdale, Inc.

For Information Contact:
Gregory N. Schedler. Trust Officer,

(504) 586-5767. Hibernia National BanK.
Post Office Box 61540. New Orleans. Louisiana 70 161

HIBERNIA
NATIOAL BANK

MOO FMC
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PE.\-SH'.V IVESTWIETS-April 24, 1978

o u
ecod&cade

Ofcteformi&ng
ones,

-Why move your money to one of the
larger investment centers for long-
term investment performance? You
can stay close to home and receive the
superior performance and adminis-
trative services you require!

Where? At The Fifth Third Bank in
Cincinnati. While we don't have an
address in the heart of a major money
center, we do outperform the industry,
year in and year out.

Again in 1977, The Fifth Third Bank
* - Trust Department has outperformed

the Dow Jones and Standard and
Poor's 500 averages!

Our consistency of performance has
a lot more to do with philosophy than
geography. And our philosophy can
work anywhere. For anyone.

We maintain the flexibility needed to
anticipate the market. Our size makes
it easier to be responsive to the needs
of customers, and we provide personal
attention on a ongoing basis.

Are your funds performing as well
as ours? If not, you may want to find a
new home for your pension and profit
sharing investment within the Trust
Management Division of The Fifth
Third Bank in Cincinnati.

: 1,w MM Thd SoWr 1976

Get complete performance Information
from Bob Mitdmll, Trust Officer at (513) 579-5684.

FIFTH THIRD BANK
Cincinnati. Ohio

Better things happen with Fifth Third Trust. k"I PO

8 Is~

BEnie
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PENSIONS & INVESTMENTS-.plember 25. 1978

when yuma ne

you have to do better...
and we have!

.ll*01l 1 fjiii ~
II... . .. . I , .7 , .

kc-ft 0144%

If you are searching for an equity manager that
specializes in indexing. income, risk aversion .. call
someone else. If your Interest is in performance, we
would like to be a part of your asset management
team. Let us explain our investment philosophy.

SAL ALAJA
VICE PRESIDENT
8814353

chlca~o Nos 00643
. 0. $
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PENSIONS & INVESTMENTS -January I, 1979

Godperfornmne
is worth talking about
Superior performance
Is worth looking into

For five years our composite

of 24 Inst~tutional acouts

• N~m 78% of the funds hi the Becker sampl

hI c amnonds- io kj m. te muas
o] YI. * I d 7 % of t funds In fte ekr smple
i bivx*

firoftd~o thIfn hith Beck sample

o8% of fnxs it h Becke sample

In~vlnlAcon fud

ft"mV w mv 00 k"nmah me our 5-yw oerlorllanc. tcdr Wca
ffeaftemeflI 0 m I u 1tt1 act""un a I st Ouanft ftRan AN aM mag
me~astemanqsh caaok-Omw Wrn. co"mWo stocks. boer common I uric

Watd kke o 0 P ShOw u Our reOM SWri Par OW PslOnYfanCO 00ma1 oh w 0
Or call M21355-3648 Wr Mt: Pcmcia Osyt V1C* Presiftot Vt140116
Accouts He 3to gWa to talk 10U ou 10 * O6CMI P~ I flII OU

8@ &000by A 0 . 1 tFj

I -------------------------------------
I C YMa 3 d ldW to No your .YW *6O IP S I OCt W or IlSihuOM ACcoiW4Is 1

I~ Pasb14Your It" emo

M to A rne09.gvfWW

rOu st Oro~

L -*----------------------------
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PENSIONS & INESTfE.TS-May 21. 1979

fund
spnsrs

are j ed
butheir

So Is tbe Trust Dtvison of
The FifhThr Ba in C nntL

We fmage ovw a bona dollars in* acseto Our performance
has-consisnatLplaced us in the ftrt quarutle of the universe
of wveshent aduisorsarainked by the maor-, hestment
mewwret semoces. We. ae conservaov long-term i|as-
tom who build Warwed pod

-Our lc&ft aBovs us to anticipate and react to the market
Our sin agows us to respond to the needs of our customers

If rouareesponsiblefor decisions affect retirement furiw
-YU wAIibe ugedby ter Ibietpeformance.

Som .i we-

* 0urmdofPuoanci.ibxidnt~ourwibtoowhen
vou use th sw cwoF-tlTmsi, Dsidont*The Fifth Third
Bank iu Qnonnat

Cm~ ~b f~ch~t-Trust Oflm*f fmr comphte

A -.

.AAE. P -zient
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PENSIONS & INIEST.IE.'-Augut 4. 1975

PER REAN
PER R

In a time when so many banks have stopped talking
about It...Industrial National still has a lot to say.

• In Pensions and Investments'survey of the 1974 performance of the commingled
equity funds of 33of the nation's major banks. Industrial's ranked 4th. And in 1973,
we outperformed every bank in their survey.

* In both 1973 and 1974, our pooled equity fund outperformed both the S&P 500
Stock Index and the Dow Jones Industrial Average.

-Between July 1. 1962 and December 31, 1974, that same fund ranked in the top
quartile among professionally managed funds monitored by Becker Securities.

-Our total pooled pension fund outperformed 92% of those monitored by Becker
from January. 1973 through December, 1974.
That's performance. the kind our corporate customers have come to expect from
Industrial. So if you're looking for performance, look to the Pension and Profit-Sharing
Department at Industrial National Bank. Give John Hanson a call at (401) 278-6628
He'll be happy to tell you more.

U,

TRUST AND INVESTMENT DIVISION
Provik,". Rhode island 02903

VM



487

PENSIONS & INVESTMENTS-February 2.1976

First Mii-iMcc-Apolis C*)"\,Ccls
in, investment pc->,rformar-icC'1_

a I I I T I I I I
f I xe( I f (-k r h,

Scpten1, U S IN-'r "0-T 'or-thc
1 (KI-75, ,klth a drmu(-1.1 rotimT Of

011
corm III lqlcd

(2(jU1tk,' litil"Id's (it, TT](1'1()r hollk-).
-111k(2d

Tf IND -)tCrTIhCT- 301
J-k If t I I-T I ( )f

-I R S- I f N I I -1Vf-: Y1. \1 -1 x I [N"CONIE

I I N" I I I - N I
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FirstMinneapolis
Trtisiq and Inve-itment Mani(jenient Croup-
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INSTITUTION.AL I.V'E'TIMR -February. 1979

rA,

"-'k

NA

Your fixed-income fund
has got to deliversuperior results

Year. After year After year.
We'H find a way

It's a matter of record: According
to Pensions & Investments. Nov. 20.
1978. out of 98 money management
Institutions, we were the only one in
the top quartile for every reporting
period.

- This is no gurantee of future success.,
It's an indicator that sound Investment
strategies and decisions can deliver
outstanding results.

We specialize In fine tuning fixed-
Incor employee benefit accounts for
consistent perfurman&e. with low volatility
throuuh market cycles, to produce tihe
superior results you're looknu for.

Put our fund to work for you. Or let
us tailor an activelv rmnaed fixed-in:oine
portfolio to ,our individual tlcoa and
oblectves .

Call Tom Patterson. Vice-Presidet. -It
312 '828-7(NXI. Weill find a way.

o, EO NTN'AL BANK
Cn n a Ban k an TEo A iMt t

Continental liinolt-National Bank and 'rruxt.Complony of (Chion;.luo uhltSih t.l.(h;u,,Il~ ts l!:

x

z

E;

| ii i i
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PENSIONS & IN'EST.IENTS-April II, 1979

HEADLINE:

"SMALL BANKS MD
INSURANCE FIRMS

HAD BEST PERFORMANCE IN 1976"

Results of 'Pensions & Investments"
Survey indicates that In 1976 the best invest-
ment performance was found outside the
large institutions.

1976 Results
Out of 128 banks reporting 1976 results:
The First National Sank of Kenosha ranked
first with 38.4% return.
1974-1976 Results
Out of 122 banks reporting 3 yw annualized
results: The First National Bank of Kenosha
ranked first with 21.2% annualized return.

We heve demonstrated our investment exper-
tise. We we also capable of providing equally
expert personal service. We are more concern-
ed with where the investment dollars are ax.
pbsed instead of how large a cash position we
e maintaining.

To learn more about THE FIRST NATIONAL
BANK OF KENOSHA and its management
of employee benefit accounts, contact E. M.
Miller, Vice President, The First National
Bank of Kenosha. P. 0. Box 280, Kenosha,
WI 53141 or by phone (414) 658-2331.

FIRST
National Bank

of Kenosha
5622 th Avenue K hise, Wisconsin 63140

Phone: (414) ON-23e31

LII I I

Mo."e F.D.I.C.
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PEN.SIONS " I S I 1E.T\7"-Mav y I, 1979

Fort-Wbrth Natals among
Peions & Investmewnts

top 25% of equity manages.
Consistently.

Does Fort Woth National know
how to manage equities successfully?
Look at the recorcL

Over the past ten yeas, our an-
nualized rate of return consistently has
placed In Pensions & Investments'
Performance Evaluation Report's top
quartile of bank and Insurance com-
pany equity pooled accounts. In Frank
Russell's 3urrnys, we've ranked even
higher when compared to banks and
insurance companies with funds
larger than Fort Worth Nationals.

We also have outperformed
Standard & Poor's 500. In 1978, for
example, our equity fund return was
14.0% versus 6.54% for SSP's 500.
The charts show how well we've
done over the past five years.

This is only part of the story.
We'd like to tell you more about our
investment philosophy, staff and
comprehensive Plan Administrator
Service. Contact Cary C. Nelson,
'ice President-Trust Officer, at
817/338-8443. When you do. you'll
find out why more and more plan
sponsors say...

FORT WORTH

...A46 !WBANK*lA0
NO rhrOkM*M 3" llan *%ft ir 716101

sa~ us

F 3 N l

iSP

town. 1976-1978

ll m I
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PENSIOVS & I.V'EST.IENTS-December 18. 1978

as seen in Pensions & Inves'fments.
The best nine-year record.
Who, asked Pit.ims & lnvestmnb. are the
managers with consistently good results, year
in and vear out? To find the answer, they
compared the rtums of 363 different bank
and insurance company managers. The
survey covered five different time
perods-nine vesrs, five years, three years,
one year, and the ates quarter.

Consistency in both
fixed-income and equity.
What they found; First Pennsylvania Bank
was "... the most consistent manager in the
survey in both equity and fixed-income. The
First Pennsylvana Bank was in the first
quartile of performers in four of the five tame
periods in fixed-income and in aU five periods
in its management of equities."

We outperformed both
W and Salomon.

In 1977, the S&P 500 declined 7.2%; we
achieved a positive rate of retun of 3.4% on
our pension equity fund.
In the same period, the Salomon Inde
gained just 1.7%; but our fixed-income fund
gined 53%. Over the pa five years, we

ve outperformed 82%of the equity funds
and 89%of the bond fkids swveyed
by A. C. Becket
If you'd like o learn more about FiRt
Peswytyanledx'aordinaa record and how
we a help you adaheve your pedowuav
obetvs, we'd be Slad to discuss our
apprach to investment maiapme tt with
you. Juut tal H. Jery %Wf at (215) 75647.
Or wrieA.

Pfrst Pennsqlvana Bank
Duut& Inveshment Group
Phiadelphia, Pa. 91m
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INSTITUTIONAL INVT)R -AprlI. 1979

-l .a

S Va. $ayma
acUWca #IJA,

if. you'r looking
for top rated

fixed-in e management,
come to a leader:

Continental.

Continental Bank's fixed-income
management continuously produces
outstanding results. As the P.I.P.E.R.
survey of 183 Institutions shows; our
Fixed-income Fund is one of four to
rank in the top quartile for all ten

- reportiag periods.
Of course that's history. not a guar-

antee of future success. But past per-

formance gives every indication that It's a
history our fixed-income management
team will repeat.

If that's the kind of performance you
want, then let us.create an actively man-
aged portfoUo for your employee retirement
plan. Call Tony Wilson. Vice-President, at
312/828-7007. You'll find our past expe-
rience can help your tomorrows. We'll
find a way.

,'Pmem & Im~iins'Pum Ibka Rpw oaled ie d t ?ea
b uib med Cem UW W_ Iziee OmmVb 31. W&

" CONMNENTAL BANK
tTu I M I M tVWE • SEVh WS

Continental Ilinois National Bank and Trust Company of Chicago - 231 South La Salle Street.Chicallo. litnuis t01143
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I

0

le YMa
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For the past eight years,
First Pennsylvania Bank's
Thst and Investment Group
has turned in one impres-'
sive performance after
another-in both equity and
fixed-income management.
- This aggressive and com-
mitted team of professionals
has been compiling one of
the best (and most consis-
tent) records in the business.

You can judge their rec-
ord for yourself. Right on this
page. And you can put their
expertise to work for you by
calling Jerry Wolf at (215)
786-8706. Or write.

p flint

Funds Management Department
Thust & Investment Group
Philadelphia, PA 19101
01071 Fog AweW0 - Ba.. M~W POIC

INSTITUTIONAL INIESTOR-Apri. I
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PENSIONIVORLD-December. 1975

A bank atwork:
pwdudnpo i wesentre

The Philadelphia National Bank's commingled equity
fund for employee benefit trusts has out-performed both
the Dow-Jones Index and Standacd & Poor's Index for the
5 years ended June 30, 1975. as follows:

-M1 M W. CMAoWn amvIra8"

- 08a growth rate-

PNB Philabank Stock Fund +96.1% + 14.7%

Dow Jones mnustri Average + 57.8% + 9.6%

-Stadard & Poou-s "500" + 55.8% + 9.3%

PNB offers a high level of experience and personalized
service to'meet the objectives of each fund. You'll find that
-PNB's investment management services are tailored to your
needs and specific requirements. And we provide the spe-
cialized services of securities' and- economic. research. port-
folio management and close personal account supervision.
We are just the right size to do these -things most efficiently
and to make decisions- with speed and flexibility.

To learn how theseresults were achieved, call Harry
A. Dorian at (215) 629-4031.

[ O]Philadelphia National Bank
PHILADfLM41A NATIONAL ANK. IHILADELPIA - PHILADELIHIA INTERNATIONAL SANK NEW, '.ORK

Ofhcn PdLaMdphit New Vori * anagkok * Caracs London * Lau o 'wr'g* NAju o Poinanu * s5o rjut• ov*ev
I Aa.wOcu Dblen * Hub" * Lonon * Map6a s Puma Pam R., it i[,r - V,.nnu

i)CI.MI,:R 17S
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PENSIONS & IN'ESTJIE\7 S-May 11. 1979

Or Floed icome hnd has
-ay owmn ft

qayus
compaw yor fixed inom
our the perod ending
31, 1972. ameuwed by F
Russell Co.. Inc., the pedo,
o our fixed inome fund I
benefit aomunts was in the
quartile or one, two, three.
eIWht years. At the same wi
fund was in the lowest qua
volatiity for ill thee perti

In fam. for the te-year
ending December 31. 1978

fund with
December

mnance
employee
t"p
five Wnd

mana=of the I11 bank-pooled
fixe n Rouds measured by
Russell delivered a higher return
at a lower rli. Interesting the
sie of the funds handled by these
managers only ranged ht W, to 625
million. Our fund Is $l.O00.O00

oe.our and avraed an 83 percem annual
tle Of return, while mintaning lowest

Iquartile voialft t
peri f your fund's perkxmance doesl
* only five measure up to our shouldn't you

you ought to know a DETROIT BANK-er hotter

turn to Deroit Bak & Trust as your
next ma e We already have over
a b"ion dollars o employee beeft
esto under management. -
Cal or write Terry Keating at

(3131222-38. Dem Ban & Trust.
Box 59. Detroit. 1M g 4232.

S DETROIT
BAN
G TRUST

BANK FIXED-INCOME POOLED ACCOUNTS
UNIVURSE1 QUARTILE RANGES * a TIME PIROo ENDING DEC. 31. WO

-4%

TIME AN

130 yeme'expelence. you can beak on it.

4s14%

4:i
1- 3t

0%

• -3it

V%

as

4%

0%t
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A lot of fund rnanagprs
are ha to equaline

S average.
We start there.

Over the most recent i-year period. Central
National Bank achieved an average 6% return on
its Commingled Equity Fund for Employee Benefit
Plans. That's well above the S&P average for
50W. stocks.

The same kind of above-average performance was
recorded for the most-recent -year and 4-year
periods, too.

Ranked fifth out of 72 equity pooled bank port-
folios by the Frank Russell
C). Inc., we'r prud to have
out-performed some of the C o iti6
best known names in the Contras Ntat nk of L-

cobuntr) In fact. our record of performance clearly
makes us A "little-known big name"

W empky multiple %atgies. The unifying theme
i a rahistic appraisal of potential total return n related
to risk, with an orientation toward quality growth
companies.

You probably don't know us yet, but if you
begin king at who are the consistent performers.
you'll want to talk to us.D&]DuiThe perstin to start with is

tuck Meckes, Vice Pr si-I& .. Trust Depurmen-. Call
"d :11inss11 him at (216) 3444W21I.eve
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OurpastismoreSjustper fmae.
Itt aa hibsophy

RISK-RETURN 10.0

PERFORMANCE C .0
COMPARISONS

8.0

UM41L13 ..a 7.0
0Ar11 If 4gME. All
ITAU3IS O1vl&t1303

•A49. 4472

- $.0

4.0

2.0

2.0

3.0

o

sang *gpaeATg
* cOgsnI$-.

4P P:: IS 3.13.7
4-!-YS I 3.1-II-9

Firs Nstional Bink of Atlanta

SAs. L374
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1 63a

.8 *3 11

14 35,

.0 1
.60

.14
.521,°6

5..

-8.0

-3.0

-4.0

,26 .$1•1 * ,|

.37

3.3I3
4"

10'

* -3.0.

Kf -e.g

-7.0

l.O

34

14.0 36.3

AOinA11111 Is4O3IO OegletIg
9?9 1 wo 1Lw" I

Fb" the past five years The First Nationa Banko" ourselves a consiscendy conservative investment pos-
Adanta has consistently out-performed the other banks ture. And as you can see by the chart this policy has
in the Frank Rusiell Survey. How so? served our dents well over the post five years..

W. the way we figure it. if we're going to optimize Formore information on how we can help you in
our clent' return, then we're going to have to conser- the future, there's no time like the present to contact
vatively manage the risks. Which is why we demand o( red Bets 404/588-6817.

THE FIRST NATIONAL BANK OF ATLANTA
Th & Invesament Deprunent, 2 feachtree St., N.W. Adanta. Georgia 30303

I
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Read
between the lines.

Market Value Index 1967-1976 (Itcluding Income)
2

220

200

ISO

140

1 , ,,0 0

I 0 . . . . . . . . . , . . . .

OVER THE LAST DECADE, THE
NATIONAL BANK OF DETROIT COM-
MINGLED EQUITY FUNDS HAVE OUT-
PERFORMED 97% OF THE BECKER
UNIVERS.

THIS RECORD IS A RESULT OF:
e Consistently superior performance

from peak to peak, trough to trough,
and over full market cycles.

* A uniquely disciplined approach to
investment research and portfolio con-
struction, utilizing modem asset valu-
ation technology.

For some fascinating details on
this process, and how it can benefit
you, please contact RICHARD L.
FOERSTERLING, Vice President,
Trust Investment Department, National
Bank of Detroit (313) 225-2820.

Ust Division
itional inkDeri

1

'1A rt2J 7l4 -1.1) "l01966 '67 "68 "69 10 "11
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PENSIONS & INVESTMENTS -May 10. 1976

It-to olwm , # t, M 'oom M7 on, S A .

Wouldn't you agree?

For more information call Bill Snow
Investment Management Olvfslon
(215) 439-4360 or (215) 439-4209

LjOOM 6jOwtn Fund W40& AepumoIad Oeeo tpo ,100
The u f0 Lh*r Iu0 O 8000 do" d"iwy gndaws"M.
a000a0 Of "YbS by Me Lopp OaSIbsuZboA

~st
NATIONAL

lANK

ALLENTOW PA

84-763 0-81-82

'U

'U

'lb

'U

'U

'10

PO

Money management is where you find it,
ayou f indit.,evem in Allentown, Penn'sytvaniar,,..

has
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To choose a money managei1Ffi6 - -7.
aon verage.

percentage e points fo

the six baestforyear periods, ex-
ceeding the Becker Median by 25
perce nte point.

on i e c y o,.t ca -f w rthe sx Wstm four-yu rlcs Mz
ending the ke" r in by L.S

&l market condition is the produc
o( NBI7s disciplined valuatio, sys-
tem. This system reduces subjective
biss and makes it possible to antc+
paw the value of securities without

No fund can afford exmme vol-
ti in mthe performance ofis mory
managen nor run the Akathat cos
with desperate efforts to foresee
sbort-tem swinp in the mrkwe

Consider a prudent alternative.
Examine Natonal Bank of Detroits
equity percent" ranking in the

Becker Secutieds fnr univere for
periods endin through irn
860060a 12.Da"WoA On 2=01qe
the six latest ten-year perd ex-
ceeding the Becker Medbw yearly
by an average of 2.1 percentage

reard to type ad to position your
portfolio accordingly.

It wiU cost you thing but a few
minutes of your die to learn how
dtese ImpressKv results ame achived.
VW bow we can put our capabilities
to work for you. You begin with s
telephone call to Richard Foer-
sterlint Vice President at 313-225-2820.

a
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PENSIONS & I.\'I'ESTA.lETS -July 31. 1978

Compare your
Fixed Income Fund with the

one manage.
You want your fixed income
manager to earn a high rate of
return, avoid high risk and
deliver consistently good
performance.

Our pooled Fixed Income
Fund for Employee Benefit
Plans has averaged an 8.89
percent annual return over
the last eight years while
maintaining a low level of risk.
In fact, only one manager out
of the 82 bank.pooled fixed
income funds measured by
Frank Russell Co,. Inc.
delivered a higher return at
a lower risk.

The fund managed by
Detroit Bank & Trust has
maintained a rate of return
well above the median for
the six cumulative periods
measured by Russell 48 years.
5, 4, 3, 2 and ), and in the
top quartile four times out of
the six, including the longest
(8 years) and the shortest
(1 year).

If your performance doesn't
measure up to ours, shouldn't
you turn to Detroit Bank &
Trust as your next manager?
We already have over a billion

dollars of employee benefit
assets under management.

Call or write Terry Keating
at 1313) 222-3898, Detroit
Bank& Trust, Box 59. Detroit,
Michigan 48231.

you ought Io know a
DETROIT BANKXer better

DETROIT
BANK
& TRUS'r

RISK VS. RETURN
Time-Period. 8 Year Performance (1-1-70 to 12-31-7)

RISK
Quartldy Standard DOeviatlon

SThe Indian head leads you lu Delroit's first family of banks E'RHOI'HANK :irp:ram.
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PENSIONS & INVESTME.TS-November 6. 1978

CHART YOUR
PENSION FUND'S
PERFORMANCE
RIGHT HERE.
YOU MAY BE SURPRISED Y WHAT YOU DISCOVER.

,puumowc Th flo O" 0"40 A~n ffx~flw n wt w~ ma hdde
.ona careA.d bt nr t hei ~ud t ad

baanm l a Im n~ biv a s
Cppo.d " o sim 1hFNX (V cte

o$aert gah to &at. 9pau IOn IWO m =mnce

Pawokem Yoaiu aie cmsg i

pomwerfler ad 0 u905^ coIs w u plWed
$uadicn Isd eqay wd mwe a**

rWi u by Seoaty Tha. A,
Ptmo lG Prw orm rick .Evuon~po pJ . S "at rared hI uip

* -- qiweof d lakicom. & nd awy i eqtu r" e
"tm. .- •b- e pV~ mmm d bi rmosoee2 re:0 - m s dveb Sao uy~l s,.

.q: i n i~ ll ou.nmm Evakado
=Mmp= S-' m smi m *Ine oo

10 . quart ud prof then fow o urve in Fourm dp mI m Amfor di eqity fund mry.

000m 00 Oureene. w.nreord ouiwed me our

- '414 k rd ow, Ilm h our am. Uour
)x oolwft As a mul o y aw t ui a topid

.s.wd equity d M o bem [w.mp m

our pa skn , o d uArF f ymo u'r

t w -~ us W More dlomils

aE=LwTY TRUST
Memd ymcne
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NEIIA RK STAR-LEDGER -April 24. 1979

Take a longer look at
investment performance...

In evaluating bank.pooled investment IUnAin the only true
measure is to exanineperforni ce over a 3 to 5 year period.
No bank In Newjemrsy surpasses First-jersey in performance
over the current ftU economic cycle.
Here are the cl from a recent looapermn Independent survey
by Computer Directions Advisors.

NEW JERSY IA I QUN " POMUAMI dWM NEW JOW INNW PCMDoi POWin a wMI
LAw LO -L- La L" LOW3YVA 3 YEWA I YKANS " a ,VA IYUA

0"Y4" . Th754b7 117W73 IVmmn fm5u2 tml
Ka. MIX mT. Kj. W.t. WI.

-MEt PA MEM RANK TURN RAW f- MWJR WU AN 1111 RA~ ~NK
FP*Jhwy$a wi f* 87 54 4&.4 11 4.8 15I "jmwYFdanW8W* 2.S 46, 30. i -42A 2

Y~ iCam VA SUN (A) IN 212 110 32 101

OdnStMO#4Wntba* &9 20 2.6 79 4&2 223 oe 0 lS~tf wMA 23 62 29.7 12 40. 33
MMMiftWOOof t 8.S 30 219 "4 3443 6 fktaaik t.4 a 211 17 3A7 2
NowJoWI W Ut 02 VI 13.4 147 WA
SWWWn A *blih TRW V 66 .9 201 192 83 i.lwyN U*17 - 59 3 IA
, jW W k 7.3 K 3. 26 31 23 UAlld Jm SW* .2 150 20.1 117 WA

ft ofm Wd -M oni 2 206 .Me*". 2N1S MP nftf - Ns .Ni 162 1W3 140
F~tft Peregifs - POOgi 2&1% % 80% FJNS Ppefels. Ntid 25.0% 5,2% 17.9%1

*And the First jerseys commingled investment fluad has Thatlatbehadefpow tecaSCUM41d
grown equally dramatically in size - 140.8%, in O..nly by, "us. d UNmletea
common stocks (to 10, 101 460.86) ad 1i4.4% in ,retr e s twh1.S hauL it% thed
fixed income holdlnp(to6000,68615)s hCe tileendpwf. m oiltfe heaam e th edw IfltJwmy
o(1974. ,ete ft sA Iib h fIe e" In New Jese

We Intcycu to parlpme I our siccesa A call toJohn
J. Seueracker wil Introduce yo to a conceded expert

4 w ill Swilde you to a plan that preddy f your
owret wds and obfelft9 pnion- and

o 4t4hat fired Inwstma You can reach John at:
.(20t) 547.7077.

John I. S .wrackft
V.. V.P Mtamgot.

Keadmmt'1I

Z Moatgohbefet Jersey City. NJ. 07303
27. office In Hvo Berom Blom Unio MOnmouOm
"A Ocean Luutfl
Member FDIC uW4dOLR WEERVE SYSTEM



504

PENSIONS & ISNVESTMENT--Aprl M It??

ITS ABOUT TIME INVESTMENT MANAGERS
WERE JUDGED ON THEIR SUCCESSES INSTEAD OF
THEIR ADDRESSES, A

i

In other words, it's abouttime
that vaars of employee bett plans
realized that you don't have to
be located inoneof the great
invesrnergr centers to have a
great investment record.

Take us, for example. TheFirst? atonal Bank of Birm -g
ham. We're certainly not at
the hub of the investment
industry, yet ourTrust Division
has been outpe&rrming theindustry starklards ior years.

1972-76 is agoodexam- -ple. During that time, our Co~r-
porate commingled equity find's I
rateofretum was 7.9 percent
versus only 4.9 percent for
the Starard & Poor's 500.
And for 1976 itself, our
overall return was more than
14 points higher than the S&P-
ahefiy 8.5 percent.How can a bank from Bir-
mingham get this kind of results
for i clients? Because despite all
the myths and misunderstand-
ins, it's still philosophy that
determines investment success.
Not geography.

And we have a philosophy
that would be just as sound no
matter where we had our office.
Which is simply that if you
consistently buy stocks that are

undervalued and then sell them
when they reach ful value,

the results will be con-i ... sistently good.

K (Asa result this
... philosopy, we already have
one ofthe largest ust departments

in the Southeast. And it's stgrowing.
Which just goes to show that there must
be a lot of people out there who are more
interested in our return on investment
than our return address.

If you're one of them, please contact
Davis H. Crenshaw, Vice President

and Trust Marketing Officer, The
First National Bank of Birmingham,
PO. Box 11007, Birmingham, Ala.

35288; tel. (205) 326-5397. mA 

TM PN a M NWAM
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PENSIONS & INVESTMENTS -December 18. 1978

It takes a broad range of investment skills to match retirement
fund objectives today.

- Her's how the people of First Chicago, with investment
responsibility for $8.8 billion; can provide diversification that's
beyond the realm of other major money managers.
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FUNDS EVALUATION SERVICE
INTERIM REPORT

NATION CITY BANK CLEVELN . OHIO
NATIONAL CITY SANK INVESTMENT FUND FOR RETIREMdENT TRUST - FIXED INCOME

TIME.WEIGHTED RATES OF RETURN ANO RANKINGS
PERIODS ENOO JUNE 306 197

YOUR FUND W120 12 MONTHS 24 MONTHS 36 MONTHS
PERCENT PERCENT PERCENT

FIE NOERATE RANK RATE RANK RATE RANK
YOUR FUND 132 12 1.51-L

MEDIA 1o.4 U 97

This rate of return was actomplished through efficient management
of our S1.9 million Fixed Income Collective Fund for Retirement

Trusts without impuiring the quality of the portfolio. 98.45% of the
market value is in Governments. Agencies and AAA Corporate Bonds.
We feel this is the type of bond management you should he looking for.
For further information or to arrange for a fact finding presentation.
call 12161 8614900 or write the Trust Group. New Business Division.

National City Bank. 623 Euclid Avenue, Cleveland. Ohio 44U4.

Nafionan eyOhik
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n ,L U E
mPti.w timid HU~OR.Ii~h.p
M~dem *- - uw kh

Why pension fund sponsors
are choosing Morgan

for fixed-income management
Increasingly, sponsm of employee
benefit plan arm choking The
Morgan Bank to manage their
fixed-income investments. Here are
some of the reasons why

Morgan has a highly skilled
group of investment managers
working exclusively in the fixed.
income field. This team of ten spe-
cialists has consistently achieved
supenor results. outperforming
standard industry indexes, The
chart compares their record over
the pest nine veers with a leading
inlde.

They are agressive. active
managers with -lldefined goals
- maximum return with minimum
risk. consistency rather than volatil-
ity. Their strategy is to combine

high credit quality, a carefully cors-
trolled maturity structure, and slal-
ful timing,

Emploryee benefit plans with
fixed-income assets managed by
Morgan gain added flexibility and
diversificatmion through use of our
eight commingled funds. Each con-
centrates on a specific segment of

hueS. -wa -wM M&W .

the fixed-incmne .markets, incuding
le-aseacks. crpr te private place-
ments. mo tgages. money-marke
investments, as well as publicly
traded hrmds. The newest special-
izes in foreign hnds. using
Morgan's far-reaching international
research cupahilities. In fact, we am
the k-adr in invresing abroad.

Fwr" mre about hNw Morgan's
management of fixed-incxme aets
can he tailored to your needs. send
for the new edition of our detailed
boklet. "The Management of
Fixed-lncnme Investments for Em-
ployee Benefit Funds," Write on
your letterhead to Assistant Vice
President John L C"rifith, Morgan
Guamnty Trust COnmpany. 9 West
VTth'Stret. New YorkrN Y 10012

The Morgan Bank
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BU'SINESS WE'1K-April 2,1919

How international diversification
improves return and reduces volatility

for Morgan's investment clients
%WW- rMe

Alert pension fund spons . rounda-
tox, and other instutions ar dbcov-
ering the advantages of ivesonent
dzverlic;*Jon by country. Through
actively managed Inerrational port.
robs there getting Improved return
and lower %Vlatility.

- Many of them ae cents of The
Morgan Bank. which manages more
than half a blion dollars in overseas
equity and fixed-income securies for
U.S. employee benefit plans. The
chur at right shows the five-year per-
formance of our commingled pension
fund devoted to international equities

At Morgan our investment approach
traditonaffy has been InterAtIonal
Even when U.S. regulations made
new overseas buying Impracdcal. we
kept up our reseach and our contacts.
Today our international investment
team includes professionals based in

LonKon. Paris, Geneva. and Tokyo
Geographic diversilicadon thats

actively managed and based on careful
research broadens the range of invest-

ment options It can smooth the cycb-
c-al bumps that are likely to jar a one-

a" " " 0 "
C1.1 dm" vd a ya".-mb d SI a",aml 1.5
31. 1974 -0 MuW'* cmsdO PWM Sad F
iWMMd 6aluf S&aaOe 6 Pw's So0 smit
tMl x Md he Cdd IsWsa".m todn h
Laumps A~wid e nd Fw Em aL ua,
d m memo"

ecnomv portibllo. It can turn Inflation
differentials and currency fluctuations
into uppertunites rather than hazard.%.

But this kind of fund management
take special resources. Morans
international invesrtment managers draw
on the knowledge ol a multinationaJ
n.,m-arch team. the country-by-country
analyses of the bank's international

mionmitsa. and the Lurrentv judit-
ment% of itsi foreign exchange %pevial-

i,4 an the wl's muney centrs.
Emploving these smrnitt %vssen-wi-
caily. they build International punlliuo.
that balance rsk 'and return in .,cc-wd
with the clit's %pecilhc h jiv ,.

For more information on the ilvar-
tages of international diversificatIon.
please write on your letterhead to Henry
U. Cavanna. Vice President, Morgan
Guaranty Trust Company. 9 West 57th
Street. New York. N.Y. 10019.

The Morgan Bank
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EVEN IF YOUR PENSION FUND
HAD AGOODYEAR

TELL IT TO
THE MARINE

As good as our performance is,
Marine Midland doesn't believe that
performance is the only way to judge
management. We believe there are
other important issues to consider
in addition.

That's why you should ask your-
self these questions -even if your
pension fund had a good year.

Does the performance run hot and
cold as the market runs hot and cold?

Will the investment philosophy
that worked in the past be flexible
enough to work tomorrow?

Do you feel comfortable with the
long-term goals set up for you?

Understanding this total picture
is the way we approach pension funds.
And it's paid off.

Marine Midland had the highest
rate of return on a 5-year basis for

collective equity funds among the
largest 25 U.S. bank trust departments'

We also ranked first in 1-year
performance. And number seven in the
3-year category. I All periods
ending 12/31/77.)1

In fact, Marine Midland is one of
the few major investment managers
whose collective equity fund has beaten
the Standard & Poor's average over
the last 5 years.

If you want the kind of performance
that goes deeper than just a good
rate of return, tell it to the Marine.
Contact Judith M. Trepanowski,
Marine Midland Bank,
250 Park Avenue, N.Y., N.Y. 10017,
telephone 1212) 949-6649., Dw4at4A"# ta ,q 119AMP,44 "I 11,tt frri lbrN.. Aan

P101irwice t (:~, Ak-r , 4 Ow. tCuc m'. FD IC, ant I

: A mdoNO ISVm fats~~' lrr,*W&n rvak&A inn
P I.PI.P.P1- c'4amwVt Da thrimoh ,.1b 1/l to-

MARINE MIDLAND BANK(!)
8afoo. ,Vtw Yor* CUilr. .i m. Ltu~m Air.. Car.. Fraakfurt. H,w Ke, Jakala. Lomtk . Mimb..I. n4a.
Nlexic tC . Noom u. P am i. Pr . Rio de JaAAo,. Rom. .4, Paud. S p ir ,. NIr .'F. p. "fwuntiu
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PENSION JIORLD-November. 1977

Your company's employee benefit plan can't profit
from a bad fit.

Most money managers prefer that your company s adrnintstrative program to meet the performance
pension or profit shanng plan be designed to ft goals of your plan
oe of their standardized investment programs This flexibility has enabled Firstof Tulsa s investment

At First of Tulsa. we don t think that s in your best record to rank in the top 12% or those money managers
interest Thai s why we design our investment and surveyed nationwide by the Becker Securities
administrative programs to fit your individual plan Corporation

We re specaJists in stocks, bonds. oil. real estate. For more informaton about how our adminis-
and the complexities of ERtSA Arid regardless trative and investment capabilities can help your
of the size of your trust. we analyze your particular company (and you). call colect ftr John Heard
requirements. then talo an investment and at (918) 586-5384 Or wnte First of Tulsa today

'Pooi~d eaugy fund #Or O1Y1OiOe6 00iei4 aCuflhl i2Ud*S aeLY I I.70 Iftu 12.1 -i 76

TRISIT SIt"lflk
The Firsi NatioalW SImk & rrus ConVaM Of TuIs * Bol On Tuls. Oklahoma 7493 * 918/586-5384

PiSlWONMAiVIMSIR 1177 t17

84-763 0-81- 33
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To: Investment Company Institute

From: Hill, Christopher and Phillips, P.C.
Subject: Analysis of Prospectuses and Annual Reports

of Collective Investment Funds for Keogh
Plans that have Registered Participations
under the Securities Act of 1933.

Seven bank-sponsored collective investment funds for

Keogh plans have registered participations under the Securities

Act of 1933 (01933 Act). Y These funds are exempted from

regulation under the Investment Company Act of 1940 (01940 Act")3_/
by legislation enacted in 1970. we have reviewed the operations

of six of these funds as described i: their most recent pros- 3/
pectuses on file with the Securities and Exchange CocaLssion.-

1/ The seven collective Investment funds for Keogh Plans
we=e established by American Security and Trust Company
(Washington, D.C.), Com=erce 3a.nk of Kansas City,
Continental IllLnois National Sank (Chicago), The First
National Sank of Bostn, National Bank of Detroit,
United Moisscuri Bank of Kansas City, N.A., and Wells
Fa.qo Bank, N.A. (San Francisco.

2' :..-vestmen. Cc=.any Ame-.dman:s Act cf 1370, Pub. L. ::o.i-54",
34 Sza:. 1493 (9.)

2' .hbe .=:cs=ectuss and re:s:ts f.Co!--e:oe 34n. cf :a.sas
C _4YAve nc ::nee ava.lale from :he . - f_es cf
-.he S.
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Our review focused on ten areas of fundamental

regulatory concern under the 1940 Act, as follows:

(1) limitations on investment discretion; (2) calculation of

advisory fees; (3) per share income and capital changes

information; (4) valuation dates; (5) timely payment of distri-

butions; (6) timely investment of portfolio cash; (7) valuation

of debt securities; (8) purchases of certificates of deposit

issued by fund affiliates; (9) allocation of brokerage comm.ssions

and, (10) reports to participants. Attached is a table pre-

pared for each fund that quotes- the fund's prospectus on each

of the ten matters.

The study'demonstrates that in many instances the

bank managers of these unregulated funds arrogate to them-

selves completely unfettered discretion to change investment

policies and advisory fees without the consent of investors.

The banks are also able to obscure their advisory fees by

excluding them from disclosed expense ratios. The absence of

1940 Agt regulation also allows the banks to delay honoring

investor redemption requests, to avoid reporting to shage-

holders, and to use the fund's brokerage commissions without

regulatory restrictions.

.v.ost importa.. of all, tbh regulatory vacu= created

by tie exeitp on .rom. 1940 Act. regulation allows t he banks "c

profit from sel.-dealin transact. ons wi-h their. funds. Ths,
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banks can maximize the funds Iinterest-free deposits with

the banks by delaying investments of new deposits and joy keeping

the funds' port9bAo in a *liquid position". They also invest

fund assets in certificates of deposit issued by their own banks.

Such self-dealing would be illegal if the funds were registered

under the L940 Act. Thus, the study makes clear, notwithstanding

registration under the Securities Act of 1933, disclosure by

itself, even disclosure admnistered by the SEC, is not suffi-

cient. It is the strongest evidence that protection of

participants in managed investment funds requires 1940 Act

regulation.

The review of prospectuses and annual reports does

not purport to be exhaustive. On the contrary, it reflects a.

number of limitations that result from liabilities to obta7.n

full information. For example, the SEC Public Reference staff

could not find any prospectus files for Co mzerce Bank of nasas4/
City or any annual report files for six of the funds.- In

addition, the current information on financial operations of.

each of the funds was only as of a single date, the end of

t;hei- fiscal years. If any.additional ccnfliCt of Laterest

transacticns occurred between a bank and its fuzd, they could

easily have been elizinated before t.he repc.i:.g daza. Thus

4'_ A.--ual re-o.- files were fcnd n only fr :azi.nal Ea-kof .e:.-oi=.
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a complete study requires going beyond the limited information

in SEC filings and examining the operations of the funds

themselves.

1. TLmitations on Investment Discretion

The 1940 Act requires investment companies to

estAblish and adhere to definite investment policies. The

Act also prohibits investment companies from changing their

fundamental policies without shareholder approval. Thus,

managers of registered investment companies have no power to

unilaterally change the investment policies approved by the

shareholders.

These requiremnts were mandated by Congress to

provide investors with an adequate basis for their investment

decisions, to assure them that material changes in investment

policy will not be made without. their consent, and to give them

an opportunity to withdLraw their investments if those policies

are changed.

Zn contrast, the bank fund managers, in the

absence of 1940 Act regulation, are not subject to any legal

restrictions with respect to their freedom to change even

the most fundamental investment policies. All but one of the

bank fund pros pectuses- make clear that their fund managers

have ta.ken advantage o! the regulatory vacuum by stazL- that

do/ The one exce.=in is the .Natinal a.-sk of Cet-oit which
does appea.r o suZbec i:sel! :o certain rest.ctIons.
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the banks have compLete freedom of action to make any type of

investment, in any amount, for any reason whatsoever. Thus,

without approval or even notification to shareholders, the

banks may change, in their unfettered discretion such fundamental

investment policies as: the percentage of fund assets which may

be invested in any one issuer; the percentage of outstanding

voting securities of an issuer which may be purchased; -:he

concentration of investments in a particular industry; or

engaging in such speculative activities as margin, short-sale

and conmodities transactions.

As a result, employers and employees h&ve a

totally inadequate basis for making their investmnt decisions..

They have no basis on which to distinguish one fund from another.

They have no influence or residual control over a fund's

investment policies once their contributions are invested in

the fund. And they have no assurances that next year (or next

week) the fund is going to resemble in any way the fund they

chose this year or that they will have an opportunity to with-

draw their investments before any policy change.

2. Investment Advisor-X Fee

Section 15(a) of the l940 Act requires a regis-

tered investment company adviser to have a written contract

wit. the investment company. This section also :equi.es that

the advisory fee be precisely describ.ed" i. th-.e co.:rac-.



517

HILL. CRis-roPI ANO PHII.SPS, . C

Investment Company Institute
Page six
January 15, 1979

The fees charged to all six of the bank funds. are

not specifically stated in any agreement. Although the fees

currently being charged axe stated in the fund prospectuses,

they are subject to change unilaterally by the banka. Thus,

participants have no control over fees they pay. Their only

recourse in the event a bank decides to change its fees is to

hire a new trustee - an expensive and complicated task for

an ERISA plan.

Investment advisory fees In the investment company

industry typically are 0.51 or less. Zn addition, the fees

are ordinarily reduced at certain breakpoints as the assets of

an investment company increase. In contrast, only one of the

six fees currently being charged the unregulated bank funds

contains a breakpoint. None of the fees was less than 0.54;

one bank charged 0.75% and another charged 1.0%. In addition,

only one of the banks states that it calculates its fee based

on average assets. The remaining banks calculate their

fees as of a specified date or dates. In two cases, the banks

apparently calculate their fees of 1.0 and 0.75% as of
7/

December 31 of each year.-

6/ That fund prospectus (United Missouri Bank), however,
does not indicae whether an average of daily, monthly
or quarterly asset values are used.

7/ American Security and Trust Company and Wells Fa-o 3a.-.,
.A.
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This practice increases the costs to the funds

and profits of the banks. Since most Keogh plan contzibutions

tz-aditionally have been made in December, the funds axe charged

a full f.. for less than a month of portfolio management.

Fo example, if a Keogh plan sent contributions to Wells

Farg of $1 million on December 26, 1978, a full fee of

$10,000 would be deducted five days later. if that same Keogh

plan requested a distribution of $L million on December 26,

1979, Wells Fargo would not make'a withdrawal until after

another full fee of $10,000 was deducted on December 31, 1979.

This practice also gives the banks an unfair.

competitive advantage. Their prospectus statements appear to

indicate that they charge fees comparable to registered invest-

ment companies. in fact, however, the way they calculate their

fees produces substantially more revenue and is not comparable.

3. Per Share Zncame And Capital Changes Znformation

1940 Act regulation re ires registered investment

companies to include in their prospectuses a table showing

per share income and capital changes for the past 10 years.

One important item required to be included in the table is a

ratio of expenses t~o investment income. The signi.Acance of

this table, in the view of the SEC, is i-dicated b " the re-ire-

Menz that it be placed within the !i.s- !-472 Cages C! an

investme-t co=pa.y prospe-Cs.
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Four of the bank sponsored fund prospectuses do

include per share income and capital changes tables Etnly

two of these were prepared on a basis similar to that required

under the 1940 Act. Thus, it is impossible for an investor

to determine the investment and expense experience of four

of the six funds. And it is impossible to compare their

experience with that of other mutual funds.

Incredibly, two of the banks did not treat their

fees as a fund expense for purposes of these tables or their

statements of operations. None of the banks treated account

charges as fund expenses. As a result, one of the funds reported

an annual expense ratio of 0.01% while another fund with a

similar cost structure reported an expense ratio of 0.8%.

mutual funds subject to the 1940 Act would, in similar situations,

be required to report expense ratios of 1.0t to 1.5t or more.

Thus, because the banks do not include these expenses, their

financial statements purport to show a significantly less

expensive, operation than do mutual funds in similar situations.

4. Valuation Dates

The 1940 Act requires a registered mutual fund

to credit investments and make redetions on a daily basis.

This requirement In effect mandates daily valuation o! mutual

fuj-nd assets. The 1940 Act imposes these requirements to assure

that amounts paid by 1'avestors are invested and redeemed

promptly at appropriate neot asset values.
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These requirements apply to all mutual funds reqistered

with the SEC, even though their advisers do not have the same

incentives to delay crediting investments and making with-

drawals as do banks. Banks, of course, are In a classic

conflict of interest situation with respect to contributions

and withdrawals. They receive substantial direct benefits

from any float they can generate as a result of delaying

investment of contributions or payment of withdrawals.

Nevertheless, banks are not required to value the

assets of their funds on a frequent basis. Thus, none of the

six unregulated funds values on a daily basis. Three state

they -value their funds' portfolios on a monthly basis. One

fund values its portfolio four times a year and another values

five times a year. One of the banks states that it has only

one regular Valuation Date; but indicates it may value more

frequently.

Such infrequent Valuation .Dates allow the banks to

deposit contributions in the non-interest bearing accounts

from the day of receipt until the next Valuation Date. They

also may deposit withdrawals in one of their non--nterest

bearing accounts from a Valuation Dade until the withdrawal

8/ Unit.ed Y.ssci:i 3ar.k of Kansas City.



521

HkI. CHN4STOPHCM AND PHILLIPS. P. M-

TIvestment Company tnsitute
Page ten
January 1S, 1979

check clears. Thus, the valuation procedures of the banks

apparently create significant additional interest free

deposits and directly benefit the banks at the cost of lost

interest to investors. Nevertheless, only one bank even2/
referred to this conflict ,in its fund prospectus.

S. Payment on Redemptions

Section 22(e). of the 1940 Act requires registered

mutual funds to make payment within seven calendar days of

receipt of an order for redemption.

This requirement does not apply to the unregulated

funds. Thus none of the six bank sponsored funds makes a with-

drawal or distribution except on a Valuation. Date. Only one of

the banks even states in its fund prospectus a policy with

respect to making payments within a specified time following

a Valuation Dat e. That prospectus states that payments will

be made within 10 days following a Valuation Date. The lack of

any requirements in this area also permits the creation of a

float to the benefit of the banks.

6. Investment of Fund Cash

An investment company adviser is under an obli-

gation to keep assets as fully invested as possible consistent

with the investment company's -,nvestment objectives and

9/ The firstt National Bank of 3oston.
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policies. As a result, Investment company advisers typically

have procedures to assure that no cash is left on deposit

in a non-interest bearing account unless it is absolutely

necessary.

Unlike Investment company advisers, banks obtain

direct substantial benefit from deposits. Each of the fund

prospectuses, however, indicates that banks may leave uninvested

cash in non-Interest bearing accounts without any responsi-

bility for loss of interest. Thus the banks have established

policies that permit serious conflict of interest transactions-

that benefit themselves at the expense of Keogh plan parti-

cipants. Such practices also create an obvious bias in the

formulation of Investment decisions, e.q.,whether economic

conditions militate in favor of being fully invested.

The frequency and magnitude of these conflict

of interest deposits are great. The bank regulators latest 10/
joint report Trust Assets of Insured Commercial 3anks - 1977

showed that as of December 31, 1977, $2.4 billion of trust •

department assets were held in demand deposits in the trustee

bank. $526 million of that amount represented assets of

employee benefit plans.

10/ Office of &he Comptrollex of the Currency, Federal
Deposit Zns=an.ce Cor.cra-ion, Board of Gcve.r..os of
the Federal 7ser*.e System, Trust Assets Cf n. sured
C:=erial Sa-'s - 13.7, 5 (13,d,.
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7. Valuation of Portfolio Securities

The SEC requires investment companies which hold

a significant aount of short-term debt securities to

value such seclities with maturities over 60 days at market

value rather than at amortized cost . As a result, mutual

funds which wish to purchase such securities risk fluctuations

in their net asset values per share that would place them at

a competitive disadvantage against investment vehicles which

need not value such securities at market. For this reason,

a registered company can maintain a constant neot asset value

only by limiting the amount of portfolio securities with more

than 60 days to mat'zzity. Often, however, the longer term

securities pay higher rates of interest.,

The unregulated bank sponsored funds do not suffer

from this restriction. Each of the fund prospectuses states

that short-term securities are valued at cost rather than

market. Thus these funds can purchase short-term debt secu-

rities without regard to possible consequence on net asset

value of fluctuations in market price, thereby gaining a

competitive advantage over registe-ed funds.

8. Purchase of Certificates of Cecosit

Anti-self dealing provisions of the 1940 Act

proh,Ibit an investment company from purchasing secu-xities from

its investment adviser. They also prohibit an iavesten-

U./ ScMe mutual !,=ds are atte -n-q to ae.suade the SZC
t% to er4m -iation at
specified ULitatons.
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company from loaning money to or purchasing securities

issued by its adviser.

The unregulated bank sponsored funds, however,

are not inhibited by these proscriptions against self-dealing.

Each of the fund prospectuses states that the bank is permitted.

to purchase for the fund's portfolio certificates of deposit

issued by thi bank. Since these are conflict of interest

deposits, the funds may very well be receiving a lower rate

of return than the rate they would receive if the banks were

required to negotiate purchases of certificates of deposit

from independent sources.

The frequency and magnitude of these conflict

of interest deposits are significant. The bank regulators

joint report on Trust Assets of Insured Commercial Banks - 1977

showed that,. as of Cecember 31, 1977, $8.6 billion of trust

account assets were held in time deposits of the trustee banks.

Nearly $2 billion of this amount represented employee benefit
UZ/

plan assets.-

9. Allocation o! Brokerage Commissions

Some L.vest .nt company advisers direct portfolio

transactions to brokers on the basis of research services pro-

12/ :, at fon.znote 10.
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vided the investment company or its adviser. Any formal

arrangements or understandings, however, are carefully limited

so as to avoid serious issues as to whether the adviser has

limited its freedom to obtain bes execution.

The unrequlated funds do not concern themselves

with such issues. The five prospectuses with disclosure
13/

on this subject- state that brokerage transactions are

directed on the basis of best execution and also research received

by the bank. Nevertheless, two banks have formal agreements with

brokers to direct substantial amounts of brokerage commissions14/

to them.L In the case of Weils Fargo Bank, the amounts of

commission subject to these agreements total over $2 million.

10. Petorts to Participants

The 1940 Act requires registered investment com-

panies to send their shareholders semi-annual and annual reports.

The SEC has interpreted this provision to require that separate

fund reports be furnished to each Keogh plan participant.

Only one of the bank sponsored fund prospectuses

discloses that it sends reports to participants of plans. The

other .ve banks state that they send annual reports onl.y to

employers.

1/Nationa: Bank o! Cet-4t di.d not close --*ts colic--
on alloca ion of bro-erage cozm.saions.

3nitad .Ux.=-; 3a:Ik of Ka.sas C.:y and Fr;-
3ank N..A.
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American Secuit±y and Tri. st Company
Self-Employed Retiremm Trust (SZC
File No. 2-51997: ZD No. 47995)

subject

1. Restrictions an Invesment
discretion

2. Description of nvest-
cent Advisory Tee

3. Per Share Performance Data

4. Valuation Date For Purchases

5. Timely Payment of Dis-
tributions

Pospec-u.s Disclosure (Jly 5, 1977)

"Subject to this limitation
(the prudent man rule), American
Security is authorized to invest in
every kind of property, real, personal
and mixed, and every kind of invest-
ment."(p. 9)

"An annual fe of $30.O0 per parti-
cipatinq trust or 0.75 of te net value
of such trust on December 31 of each
year, whichever is the Larger, will be
charged by the Trustee. in addition,
there are several other annual and inci-
dental fees for specific functions,
such as bookkeepLag and distribution
services. See "The Model PLan -
AdministrAtion of Plans" for a descrip-
tion of fees.'(p. 3)

None.

"American Security has established
the last day of each calendar month

Valuation Dates.4(p. 12)

•"American Security has a reasonable
period not to exceed ten business days
following each Valuation Oate to make
the computations necessary to value the
Units and to make payment for Units
redeemed from a Fund."(p. 13)



Prospectus Disclosure

4. zaivestent of Cash

7. Valuation of Portfolio
Securities

S. Purchase of Certificates
of Deposit

9. Allocation of Brokerage
Co missions

10. Reports to Participants

"American Security may ... retain in
C.sn, without Liability for interest,
such pOrtiOn of the assets as it deems
reasonable, until such time as it
selects investumts of the type to which
it expects to qive principal cosi-
derations as suitable for purtchase.6(P. .10)

'Variable note comerciaL paper and
United States Treasu.y securities are
valued at cost.' (P. 42)

UG policy disclosed.

"Subject to obtaining the best price
and execution, American Security may
place a portion of both Listed and over-
th' counter business with brokers who
have provided statistical, wire, quote or
research asaiseance to ArZican Security.
American Security has no agreent with
any broker to allocate any such. business.'
(P. 26)

No policy disclosed.

84-763 0-81--- 34
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continental Illinois National Sank
Self-Eaployed .Rociement Plan and Trust

(SEC File No.2-54362: 'D Ilo.218570)

SUM ect

I. ?estictions on
Discretion

Investment

2. description of Znvestment
Advisory Fee

Prospectus Disclosure (May 31, 1978)

"Contineneal does not intend (W) to invest
in becuJri:-es !or the purpose of obcain-
iLn control of mneqament; (W) to
concentrate the investment of the assets
of a Fund in secu ities of a single
issuer (other than the United States
Governement or its agencies and instru-
metalities) or in securities of
issuers in the same industry; (ii) to
purchase for a Fund securities for
which there is no established trading
market; other than short-ter secu-
rities, such as demand notes of major
corporations; (iv) to purchase secu-
rities for a Fund on margin, except
where necessary for the clearance of
purchases and sales of securities;
(v) to borrow money or pledge, mort-
gage or hypothecate any of the assets
of a Fund; (vi) to underwrite sec-
rities of mutual funds; or (vii) to make
short sales of securities on behalf
of a Fund; (viii) to purchase the
securities of actual funds; or (ix) to
purchase for a Fund commodities or
comdities contracts. The Decla ration
of trust does not require Continental
to observe these general investment
policies and Continental may do any
of the foregoing without amendment
of the Declaration of Trust and without
prior notice to Participants." (p. 15)..

Oontinntal, as trustee of the C1kD,
will chta:ge against the assets of
each Fund of the CIR a fee, accrued
and pa"i monthly, at the annual rate
of one-half of one percent of its fair
market value. In addition, each Fund
will pay the expense of an annual
audit of such F=d, and ther expenses
properly allocable to such Fund. The
cost of such fee and expenses will te
bo.re propo.rtonately by each unit
issued by. a ud. (p, 4).
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SU61ect,

3. Per Sh"ao Performance Data

4. Valuation oats For Purchases

5. Timely Payment of Dis-
tributions

6. Investment of Cash

7. Valuation of Portfolio
Securities

S. Purchase of Certificates
of Deposit

9. Allocation of Brokerage
CiUnissions

L.0. Repo.rts to Participant..

Pros.=eus Disclosure

Table similar to registered investment
companies. (p.5)
O'Valuation Oats' Ls a day as of which
the CM.T is valued and coiac.des with
the last day of each calendar monn."
(p. 8)

No Policy Disclosed.

Continental "has broad and exclusive
powers ... to retain a reasonable portion
of a Fund's assets in cash pending pur-
chase of suitable investments or to
provide necessary liquidity and to
deposit such cash-in any depositaoy,
including the banking department of
Continental .... 4 (p.17)

*Short-term investments are stated at
cost which approximates market.0

'Participants should be aware that appLi-
cable regulations require penalties on
early redemption of certificates of
deposit with a fixed term.* (p.14)

It will be the general practice of
Continental to select brokers and
dealers on the basis of their ability
to provide the best execution orn the
purchase or sale of portfolio securities
for a Fund of the CZIRT. When executing
securities transactions on which com-
missions axe required to be paid to a
broker or dealer, Continental may, In
the allocation of such business, consider
the brokeraqe and research services
provided by competing brokers and dealers,
but Continental has no agreement with
any broker. to allocate any such
business. (p.16)

Within 45 days of the close of each
calendar quarter, the Trustee will mail
to each Participant a statemen: of the
numbe of Units in a r=d held for his
Account, .he fair mar~st value of such
Units, and the Parc.an:%'s it-.%erest
-- sa-i-;s accounts or cec!..":a:ss o.
deos'lt. .. it.n.- , days after "te :2cme
c! each c! the z.:s: three calendar:
q"a--.e:s, - -he Tus • .2 also MAL_..
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LO. Reports to Participants
Cont4d)

each Participant a qa=tezly unaudited
financial report o! the C=R:. Annualy,
within 90 days following the close of
the calendar year, the Trustee wi. mail
to each Particip t annual. audited
fi mancial. statements of the C33T taqethex
with a then current prospectus, if that
prospectus contains material c-hanqes
from the version last sent to the
Pax-'tfc€:pan :." (p.135)
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n. e Frst Nationa Bank of Boston
Pooled P.StiremMnt Fund for R..
Plans (10 No. 327921 (Code 2))

. estrictions
discretion

on investment

2. Description of Investment
Advisory ro

3. Per Share Performance Data

4.* Valuation Oats for Pu.rchases

Prosvectus Disclosure (June. 1j2. 9_8)

'The bank has broad discretion as to the
manner in which the assets of the Trust
Fund Are invested, and is not specifical.
prohibited by the Declaration of Trust
establishiAq the Trust Fund from con-
centratinq Trust fund assets in one
issuer or one industry, purchasing
securities on margin, making short sales,
trading in comodities, purchasing the
securities of new enterprises or engagin
in various other Investment practices
set forth under Oatvestaent of Trust
Fund Assets*. while utilization
of such practices may involve a greater
degree of investment risk, it is not
anticipated that any of them will be
engaged in to any significant extent.
Zn investing the assets of the Trust
Fund, the Rank is required by law to
act prudent.ly.0 (p. 3)

*The Bank is per'titted to cha ge such
reasonable fees for the performance of
its duties as it may from time to time
specify by advance notice to ehe EapLoyes.
Subject to its riqht to change the fee-,
the Bank at present imposes a trust
charge at the rate of It per year on the
first $5,000,000 of assets of the Trust
9und, .80 of It per year on the next
$15,000,000 of assets of the Trust Fund,
and .60 of 11 per year on any balance."
(p. 15)

None.

01,inds contributed under the Plan w14. ha
held by the Bank in trust for the benefit:
of Pa.-.icipants, and w.ll be placed in
the Tru.st Fund on t;'e next suceedlaq
'a.aation Date, which is a date not Is
frequent than quarterly selected by the
3ak. Prior to .. vesent !an the Trust
F.nd, f!.us's wiA-. not be invested or
earn interest. (p. a)



Prospectus Disclosue

. Timely Payment of DiS-
tnibutions

6. zavestment, of Cash

7. Valuation of Portfolio
Securities

8. Purchase of Certificates
of Deposit

9. Allocation of Brokerage
Comssions

10. Rports to Participants

No policy disclosed.

No policy disclosed.

*Varia-ble demand notes and other money
arket obLgations are car-cied at cost

whic approximtaes ma..keat value (p. 26)

No policy disclosed.

"Where equally satisfactory execution
at comparable commission rates at com-
petitive levels can be obtaAned,
transactions may be placed with brokers
who have provided investment advice or
investment assistance for the benefit
of the entire Old Colony Trust Division
of the bank." (p. 13)

*The Bank vill provide quarterly reports
Administrators for distribution to
Participants, showing the value of
Participants' shares of the Trust Fund.
(p. 16)
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National Bank Of Detroit - n0 Retizement PLan
For Self-Employed IndividuaLs (SEC File No.
2-21954; 10 No. 606689)

Sublict Prospectus Disclosure CMay I, 1978)

Restrictions an investment "The .u.-ustee may invest aud reinvest the
Discretion Fixed Income Fund in bonds, notes, do-

bentuces, mortqages, preferred stocks
(including bonds, debentures and prefeoz.ed

stocks convertible into cogon stock or
other securities), Lessors' interests
in leases of either real or personal
property, or both, contacts or other
evidences of indebtedness, or other
tangible or intangible property or Later-
ests in property, either real or personal,
the income return from which is normally
fixed or limited by the terms of the
contract, document or instrument
creating or evidencing such property
or interests in property.

The Trustee may invest and reinvest the
Equity Fund Ln comon stocks, and in
rights, warrants, and options to acquire
coinon stocks; provided, however, that
obligations of the United States and

.short tarm obligations of corporate
or other issuers may be purchased and
held pending the selection and purchase
of other suitable instruments and re-
investments. however, the T.-uutee does
not intend to invest the Equity Fund
in options to acquire coon. stocks.
The Equity Fund is invested in a selected
group of stocks vith the objective of
maximizing total return through appre-
ciation and income.

The Tz-aistee may invest and reinvest the
Salanced Fund in. assets which are suitable
investments for the Fixed :ncme Fnd and
in assets which are suitable investments
for the Equity Fund, in those proportions
which the .ustee deems apropiace to
achieve a balanced collective Lavesteat
fund. The invest=enat objec-ive of the
Ba.Lanced Fund is to provide a fixed
retu- f!.O Goverent and Corporate bonds
with a m:ii=um of mazkt !l uc...n,
tqother wi.- dividend n c me and app:.-
cia:icn from stocks. A%. Zhe Z:esoz:
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sublect

2. Description of
Advisory Fee

In~vestmzent

3. Per Share Performance Data

4. Valuation Date For Puzrc ses

Prospectus Disclosure

time, it is anticipated that the TrUsee
wlJl invest approximately 50t of the
Balanced Fund in assets which are des-
cribed above as suitable investments for
the Equity Fund and approximately 30t
in assets which ace described above as
suitable investments for the Fixed Inconm
fund, although the Trustee may ar any
time determine tat the ratio of one
type. of asset to the other should be
chAngd.*(p. 8)

"The Declaration of Trust provides that
the Trustee may charge to the Trust Fund
the reasonable fees of the Trustee and
the reasonable expenses of the Trustee,
including the costs of services of agents,
attorney, appraisers, and auditors.
Such charges shall be a Lien upon the
Trust Fund until paid. The Trustee is
also permitted by the terms of the
Declaration of Trust to charge additional
sums by agreement with each Employing
Unit to such Employing Unit. The
present schedule of charges is as follows:
A charge for management of the Trust
Fund based upon 3/16 of I per cent
of the market vaLue of the Trust fund as.
of each quarterly Valuation Datei the
annual equivalent of this manaqemet
charge is estimated to be approximately
3/4 of 1 per cent of the market value
of the Trust und (based upon an average
of the market value as of four Valuation
Dates each year).O(p. 13)

*Sim=Iar to registered investment
companies' tables (p. 11)

*A 'Ialuation Oate is one of the dates
upon which te T-"rst fund is evaluated
and the .ota.L vdLue related to the '
number Of u=its in tWe Trust fund then in
existence; under the eclarat.on of
Tz.r"ust, Valuation Dates occu= on the Last
business days of :March, June, Sten,.=be:
and Deocmne- of each year and any other:
date selected by --he Trste.... The
Tu.stee as deter--..ed that the last
buszess daj o! Apr. w.ll be a Val"azi.'.
:at*m ='.' : .'--. er .nat'.:e. "(P.=.



Prospectus Disclosur-e

S. Timely Payment of Dis-
butions

6 . Investment of Cash

7. Valuation of Portfolio
Securities

U. Purchase of Certificates
of Deposit

9. Allocation of Brokerage
Coneissions

Reports to Pa.t.-cipants

OALL income of a Pooled FuA sha.ll be
added to the principal of such Pooled
Fund and invested and reinvested as a
par thereof. Contributions delivered
to the Trustee before a Valuation Oate
will be held in cash in a temporary
suspense account until the next Valuation
Date when they will be credited to the
appropriate accounts in the Trust Fund
for investment."(p. 30)

No policy disclosed.

*Pending the selection and purchase of
suitable investments, and the payment
of expenses or other anticipated
distributions, the Trustee may retain in
cash, without liability for interest,
such portion of any Pooled Fund as it
shall deem reasonable under the cL-
cunstances.0 (p. 9)

"Tvestmants of the Balanrced Fund axe
stated at market value determined by
closing prices on national security
changes, except for ... unlisted bonds
and notes for which market value is
determined by the Trustee on the basis.
of current telephone quotations from
N e York bond brokers."(p. 3)

No policy disclosed.

No policy disclosed.

"Te Cecla.raton o Trust -equies e
Trustee to readerr to.each !3ployfq
chit an annual written account of the
T utee' s transactions relating to the
Trust Fud.*(p. 14)
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United Missouri Bank aster Plan and
Trust for Self-Employed InAdividuals.
(SEC File NLo.2-34362; ID No.218570)

Subject

I. Restrictions on Investent
.Discretion

2. Description of Investment
Advisory Fee

ProSeCtus Disclosure (Dec. 8, 1977)

"NOTWrITSTANIrNG THE RESPECTIVE InVEST.4ma
OBJECTIVES IN TRE THREE SEWARATZ FUNDS,
03B, AS TRUSTEE, MAS BROAD OISC.ETION
ZN THz nmIESTMENT OF THz ASSETS IN THE
FUNDS, AND IS NOT PROKHIBTED BY TKE
UNITED MISSOURI BANK MASTER PLAN AND TRUSTFOR SELF-FJIPLOXEO INDIVIDUALS FROM CON-

CEINTRATING TE ASSETS OF A FmD IN
SECURITIES OF ONE ISSUER OR ONE INDUSTRY,
PURCHASING SECURITIES ON MARGIN, MAKING
SHORW SALES, TRADING IN COMODITIE.S,
PURCHASING THE SECURITIES OF %EW NT ..R-
PRISES OR ENGAGMIG IN VARIOUS INVEST.MNiT
PRACTICES WHICH ARE NOT SPECIFICALLY
SET FOM'S IN THIS PROSPECTUS.*(p. 2)

"The plan provides that the following shaZ
constitute charges under the Plan Trust
and shall be paid by the Trustee out
of the Plan Trust unless otherwise paid
by the Employer: ... fees and other.
compensation of the Trustee for its
services hereunder in amounts agreed t
upon from time to time by the Employer
and the Trustsee. **

At present, UM charges an annual admInis-
trative fee of. $65 per Plan plus an
annual assets charge equal to .5 of 11
($5 per $,000).Of thie average fai&r
market value of Plan Trust assets (cash
values of insurance contracts axe not
considered assets for this purpose.

All fees a:e subject. to change. In the
event the Tr-usnee changes any of the fees,
written notice of the" effective date of
any such change is given to the Employs:
prior to the effective date of such change
Notice of se changes is not given dixec2).
to each Pari~p~t(.18)
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-

Subject

3. s,..dtnq Scale & visory Fee

3. Per Share Per.ormance Data

4. aluation Date For Purchases

6. TimeL4+" Pa ta..'-,t=OL.Di-
r.: LbutiOns

6. investment . Cash

7. Valuation of. Portfolio
Secuities

s. Purchase of Certificates
of Cepost

9. Allocation of arokeraqe
Corissions

Proeectus Osclosuze

Non

Similar to tables of registered i.vest-
ment companies except only the audit
fee is treated as aa expense.

*The reg..ar Valuati.on ats for each Plan
s -th Last business day of the Plan year,

wh.ch date corresponds to the last day
of the sponsoring Employer's fiscal year.
AdditLonal valuation Dates may occur
throughout the Plan Year a ,ecessary or
desixr.ble for administrative purposes,
incluLng the occurrence of a benefit
distribution event and the allocation of
voLuntary contributions. Such additional
Valuation Dates correspond to the Last
busi-ess day of a calendar month or of
a fLical quarter, dependiAn upon the
requw.:ements of the particular Plan
Lnvo:.ved.•

No policy disclosed.

"The Plan gives the 3anc *broad powers
to maintain a portion of the assets of
tho Plan Trust in cash and unproductive
income it may deem advisable or ox-
piedient.... I (p. 23).

"Zfvestments in United States Treasury
aills are valued at cost which approx2-

mates a:ket-(p.. 56)

"The Plan may not pu=chase Cert ficates
of Deposit issued by the Dank..,(p. A1)

IW6 may cause the F*ud to pay a member of
an exc=h&nge, broker or dealer an amounc of
comiLssion for effec!inq a sec-ities
transaction in excess of the amount of
commission another member of an exchange,
broker or dealer wu.Ld havor change for
effecting that transaction, but only when
CM has deterained in gcod faith that
such amount of commission was reascnable
i -elation to the Talue of the brokerage
and research ser-ices ;rvided by such
member, broker or dealer, viewed i :s.-s
e1%ther that ;art4C'_la: %rLnsactiz :

:I t:"Z.6.0 as ..- . it-
axar:.sas ine s--e.% ... S'r':..



Prosvectus DiscLosure

10. Reports to Par-ticipants

tn addition to research services and
information obtained in connection with
specific brokerage tzansactions as
described above, UN c"-zent.y has such
commission agreements and/or under-
standings wit .t ecker Securities Corpor-
ation in the annual. amount of $19,500.00
in commissions, the Frank Russell Company
in the annual a~mt of $20,000.00 in
conissions, Dearche Associates in the
annuL, amount of $15,000.00 in commssions
and Standard & Poor s Securities Carp.
in the annual amount of $20,000.00 in
commission in consideration of providing
statistical reports relative to the
investment performance of various money
managers and data on selected securities
which are considered for purchase in
these funds.* (p. 20).

-within sixty days after the close of
each Plan Year the Trustee shall send to
the Employer and to the Plan Administrator
a written accounting of its administration
of the Plan Trut for such Plan Year.*
(p. 27)
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Wells Fargo Sank master etiremant Plan
and Trust (SEC File MO.2-55249; ID .o.951473)

SubJect Prosuectus Disclosure (April 28, l979)

1. Restrictions on Investment "The Declarations of Trust do not require
discretion Wells Fazqo to observe the .foregoinq

investment res4.ictions.and .wells rgoqc
may do any of the foreqoinq without
amendment of the DecLarations of Trust
and without prior notice to Participants
except as prohibited by law or govern-
mental. regulaion."(p. 18)

2. Description of Investment "Lnvecment managementt Fees. Wells Fargo
Advisory Fee cnazqes each Investment Fund in which

Keoqh Plan contributions are invested
a fee at the following annual rates
and such rates may be Lncreased without
prior notice to Participants:

Equity Securities Fund - 1t of fair
market value of fund assets.*

Fixed Income Fund - It of fair market
value of fund assets.*

Real Estate Equity Fund - 1.2% of
appraised value of real estate
assets and 1/2 of It of market value
of secuJrities.*'[Cp. 7)

*3. Per Share Perforzance Data

4. Valuation Date For Purchases

Similar to tables of registered
investment comp anies (pp. LO-12)

"The Rqular Valuation Date for eac!%
Fund is the close of business on the
last business day of each month and the
investment date is the net succeeding
business day. The Trustee may choose
=re frequent Valuation Dates in its.
discretion." (p. 13).

OThe Trustee has -he -se, i.ts:est-:ee,
of contributions made each month
prior to a reguTar Valuation ,atie.
(p. 15) .
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Subject

S. Timely Payment of Dis-
tributions

6. Investment of Cash

7. Valuation of Portfolio
Securities

8. Purchase of Certificates
of Deposit

9. Allocation of Brokerage
Co=issions

10. Reports to Participants

Prospectus Disclosure

No policy disclosed.

*Occasionally unds may be temporarily
held uninvested awaiting investment or
distribucion.6(p. 16 and p. 17).

*Short-toer securities are valued at cost
which is considered to be fair value
under current market conditions.*(p. 64)

*There are individual certificates of
deposit issued by ells rarqo for the
accounts of Participants who direct
investment of their accounts Or a portion
thereof in certificates of deposit.
(p. 6).

When executing securities transactions
on which commissions are required to
be paid to a broker, wells Fargo may,
in the allocation of such business,
consider the research services provided
by competing brokers. Zn 1977 Wells
FarLgo had agreements or understandings
(mostly verbal) with 85 brokerage firms. tc
allocate to them sufficient business
from the Trust Division to generate
approximately $2,413,000 of comissions
annually in consideration of research
and statistIcal reports. Similar r
arrangements are being entered into
during 1978."(p. 15).

*Reports will be sent annually to
Employers showing the value of the
account of each Participant and the
amount of contributions made on his
behalf or by him. (p. 29)



Prospectus O-sca.osu:e

l.0. .po.rts to PartiAipants

na addition to easea=..h se--.caes and
itlamatian abcAined La connection with.
specific brozcaraqe tznsacions as
described aizve, MI oars-ew.ly has suo
cmLsaaon aqe.enuats and/or .mda-
stun4Lnd s w.th eccer Scu.-i.Les C rpor-
aria La the annual. am=%- of SL9,500.00
ia commission, the rrack Russell. Company
In the annual amAt of $.0,000.00 ia
coALsions, Oemar be Associates in the
annua aiUntm Of $15,000.00 A Co.LSatOnS
and Standard a Poor's Secu.ri.ties Corp.
in the annual amount of $20,000.00 iacouissons to co,,stdera.Lo of ;provtdAnq

statistical reports relative to the
Lavest.eat pe:.or=aaca of variaus money
Uanaqers and data on selected secuXL:tes
which ae considered ftr purchase in
these funds. (p. 20).

*Lwhin sixty days after the alaose of
each Plan Year the Tustee shall send .to
the I~mplcyar and co the Plan Administrator
a written accouattaq of its adanaista.Aon
of the Plan ?ust for such Plan Year."
(p. 27)
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