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The striking growth of private pensicn plans during the 1950's is, £, W)'//

by now, a thoroughly femilier phencmenon. At the beginning of the decade
less then 10 million workers were covered by private pension or defer:ed
profit-sharing plans. By the end of 1958, estimated coverage bad increased
to 19 million vorkers and was still expanding epidly. Although the latier
figare represenied only about 28 per cent of the civilian labor force, it
accounted for ap;mmcﬁnteiy b5 per cent of potential private pensiocn plan
coverage -- that ig, of nonagricultural employees in private employment
{excluding railroad workers, who are covered by the Federal Railroad Retire-
mant program).

A good many pensicn experts are predicting that, altﬁough coverage will
continue to grow, the rele of expapsion is likely to slov down cansiderably.
As Bolland Ims put it, "the more likely siituations for the extension of penr-
sion plans have alveady been tapped; and only the berder cases remain.”

My own guess is that, although the rate at which new plsus are adopted
oroldonesamexpanded;_glihelytoslwdbmamee&bly, the proportion
of workers covered by pension plems will probebly continue to grow st e fairly
repid rate, lergely because of the merked shifis that are occurring in the
structure of employment. White collar employment is rapidly geining ground
over blue collar employment, end, indeed, in the last three or four years there
has been no net inecrease in total blue coller employment in the mation: aa
a whagle. Under the influence of autcmation and other teclmologlenl changes,
many of cur large masa production industries have reached a stage at which
total employuent of marual workers is declinimg, During the 1960°s, there
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will probebly be & moderate expansion of blus collar employment in most
wmafae"a‘wine. industries and in & few of the wore rapidly groving
ssctors of mmifacturing, bt there 1s 196416 doubt thst the most rapid
gains are likely to occur in white collar Jobs.
Although the preportion of blue collar workers coversd by pemsion
plans increzsed impressively duving the 1950°s, while collar workers are
s%ill considerably more 1ikely to be covered by a pension plan, ab lesst in
the larger metropolitan aveas, where the Buresu of labor Statistics les
been eollecﬁng éata, Thic means .tmt, even though pensicn plans spresd
at a less rapid wate, the proportica of whars in covered employment is
uknl& to increase. |
Implications for the Aging Worker
thmwtmwmmmmmammm
coverage for the aging worker? With the rapld growth in the mmber of
vm-m aged b5 end older in the labor fovee, this has become a question
of considersble concerne A lass sophigticated auvdience might well wonder
why the quection should even be raiged., If more and nmore older worksrs
can lock forwerd to private pension retirement bemefits tmt will materially
supplement their sceial security benefits, how can anyons doubt that pensio;x
plans are & net adventage to the older worber?
In this audiszee it is scarcely omecessary for me %o point cud that,
in the viev of many labor econcmists and other oxperts, the rapid growth
of private pensiom plans has not been considered an urmixed blessing for
the older werker, One of the firvst labor eccoomists © express grave doubts
about certain implications of the postusr drive for private peansions was
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Clark Kerr, now Fresident of the Upiversity of Califormia. Speaking
vefors the Nabiomal Industrisl Conference Board in 1949, Kerr emphasized

a aumbor of disadvantages of priviite pemnsion plans, scze of which are

perticularly velevant to the problem of the older worker: (1) the impaire
ment of ewplovment opporamitics of oldsr Jjobssekers, since the higher

coste of covering older workers under some types of pemsion plans will
enbance the reluctance of mary coxpenies to hive them; (2) the interference

with labor mobility, growing out of the fact thet workers with pension rights

that ave unot vested will be reluctent to shift jobs; (3) the tendency far

compulsory retirement policies to be asecciated with private peasion plaus;

avd (b) the sericus oustacles to achieving coverage for sizable graupe of
workers -- particularly those in smell firms and those in indusivies char-

acterized by shori-term or casal employment, with the result that there are
wvide disperities in prospective retiremeat income between these groups of
workers and the more fortunate workers vho can be readily covered.

In some respects, Kerr's indictments would be less valid todey than
tmmcinlwnmumwatingmmmnhmm
prevalent; in othevs, they would be equslly forosful. What I should like to
do is to evaluate his fowr points in the light of recent research findings
and of chavges in privete pension provisioms during the 1950"s.

. Pension Plans and Older Jobseekers

There is little doubt about the widespresd reluctance of cuployers to
hire older warksrs. &mhmmnmmmtmmmm
that there is litile need to dwell on it heore. There is also little doubt
that pensicn plans tend o enhance the relugtance of emploeyers 1o hire
older workers. But it would eppear thet the influence of pensica plans mey
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have been over-ezphmsized in come discussicns of the problem.

Tye Seven-City Study of preblems of older workers, conducted by the
U. 5. Pureau of Employseat Seeurity in 1955, indicated that 25 per cent
of the workers hired by firme without pensicn plans were aged 45 or older,
es campared with cmly 1% per ceut of those hived by firms with pensfon
plass. But the study also showed that lerger firms were mch less likely
tc hire older vorkers then smelier firms, and that larger firms were
also considerably more likely to have pounsicn plans. It was nod clear to
vhat extent the appavent influcuce of pensicn plams on hiving might have
been ad least partly stivibutsble to differencs in sise of firm.

When the Ipstitute of Industrisl Relaticams (et Berkeley) imterviewed
amhwasanssmmmnmmmmmnmmh
several years ago, wo found timt the infinence of pemsion plans wes one of
the reasons wost frequently meuticved by representatives of the largar fimss
for refuiing to hire older workers. Even 0, it should be noted thet repre-
sentatives of gome of the larger firms indieated that their pension plans
were only a very mivor influencs, if amy, on their hiring practices and
that other considerciicons vere much more ixportant in explaining thelr
reluctance o hive older vorkers. The sady seemed to indicate clearly
that, emong the lerger firms, the whols constellstion of modern personzel
pragtices -- hiving at enlyy rates, treining programs, orderly wage and
gelary inerceses vithin & elessified structure, and euphasis on promoticn
from withio -- tended to militete egainst hiring an experienced clder persan.
Fension plans were simply a2 part, end not necessarily the most importent
pars, of this brosd patiern. .

Heweriheless, it would be & mistake to ignore the fact that pemsion
plans d¢ figwre promipently in the minds of & good many employers as a
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dgtevrent 35 tne hiring of older workors. Soa ranagemend rep:éesen’iﬁﬁimé
smphugise T poeint Uhat pemsion costs teud to te gsubstantially algher for
ThoSe wio RocoRe mexbors of the plan at 2 relaitively late age, waile others
ahphasine the zeiut thet an employer who calers the plen &i an edvanced age
will wob acoumilate ezough years of sevvice under the plen %o @alily for
adeguate retireneal tenelfits or vill not be eligible for retivensat barefits
&t all under sligilodiity requirsments that ell for a minfmws numbsy ysars of
service. -

Pepsien cosic. Oa the matter of pensica cosis, I am impresssd with the liack

of sdegquate and rexzdily available infarmation on the meanor in vhich age
differeniials in pension coste will Giffer under various beuefit formulas

end financing wethols. Ever the supposedly suthoritative report on Pension
Costs in Relaticn to the Hiring of Older Workers, issued by the U. S, Bursan

of Employment Security in 1956, seems to me to e misleading in ceriein resjects.
And most Doolis on pension plans simply ds ot fcous on this iassue directly at

all.

The inescapable fact scems to be thnd pension casts are usually
sumevhat higher for those uao eunter the plzn at a comparatively late age,
zad often substuntially highar -« for & wxder of reasons. Bal the differ
ontial will tead to be less mavked If reiizemcut benefils are reluted to years
of service, .{ e plan hos vesting provisioms; and if the beaefi: formula
calls for ralating benafits to finel emraligs or highest carnings, It is elso
extrezely fmporizat to reecgnise tiat the differsniial will be influenced by
the actuarisl asseuptions on which the eoet estilmtes ave based - particularly
assumpiions 8 to Jutwe interest rates, vwithiraml rates, and changes in life
expeetaacy. Ib i somelizes argued, for ecxmiuple, tiat because mmay actunries
mske little «r vo cllouance for fubure chmrges in life expectancy,  they tend
o understets true pension cosis Pfor rowylhr werkers os caapared xwith oléer

B ]
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When contributicons to & pension fund are mde on a £lat centgeper<hour-
per-worker tasis, as under many negotisted plens, there is, of course, 1o
apparent cost differential based on age. Even here, however, the age composi-
tion of the covared group will elsarly influence the sdequacy of the pepsion
benefits thet con be pwrchased with the evailable funds -- along with turnover
rates and other factars. '

If we cre to be in & position to ayrive at sound Judgmeuts cu the guesticn
of pensicn costs, we need far betier infaremtica on how age differentials in
costs will differ uader various combimations of provisions, arnd under verious
sets of actuvarial assumpticas. And thsu, even If it turzs cut that pension
eosts ave scomewbail higher for older workers undsr a perticulsyr plan, we meed
to consider the question as to whether these higher costs may not be offaet
by other factors, @.g., louer turnover rates for clder workers.

This brings me to the poiat at which I'd like to air my “"pet peeve” in
relaticn to the research and writing thet hes been done ca the employment
problems of older worksre. It seems to me thet virtually every discussion of
the lssue is plagued by & piecemeal apprcach, Variocus questions are raised as
if they were toially umrelated to cne suncther. Are pensiom cosis higher or
lowex? What about the cosis of other fringe benefits? What about absenw
teeisn rates? What eboub twruover rates? And whmt can be sald about the
relative pm&ém(iw of yenuger and older workers?

m-awmgumMethmmmmtmmmhw
iefluence of all these variebles. Such studies would have to be baged
careful. epalyses of cost and productivity dste for perticular firms. The
critical difficuliy of developing adequate data om the productivily of
individual woriers -- where incentive payment plans arc not ussed -« night
a2t lenst portislly be overcome by using detelled supervisors' ewaluation

forps. This technigue would probebly bave to be used, io aay eveul, if



such studies were to be made of white collar workers.

I'm not at 21l sure what such studies would show, though I strongly
suspect the results would vary somewhat for different occupation groups.
But suppose, for purposes of discussion, that, for at least some occupas
tion groups, it eppeared to be uneconomical, on the average, to hire job-
seokers above a certain age. Would the employer than be well advised to
enforce a rigid policy of hiring no workers above that age? I would urge
that the answer is no. For if there is one clear finding that seems to
have resulted from research on job performance and age, it is that indi-
vidual variations in productivity m age groups &re likely to be higher
than differences between age groups. A finding that relates to variations
in average job performance in relation to average labor costs by age does
not, logically, provide support for a blanket rule of refusing to consider
highly qualified older jobseekers.

Yoars-of-gervice provisions. I shall deal more briefly with years-of-
service provisions of pension plans and their impact on hiring policies.

The reluctance of a large firm td retire a worker with only a2 token pension,
or with no pension at all, is understandable. But this consideration
carried more weight several decadés ago, when social security benefits

were unavailable, than it does today, when almost every retiree will
qualify for social security retirement benefits, Clearly, also, it would
carry even less welght if social security benefits were more nearly adequate.
Despite the fact that OASDI benefit levels have been substentially improved
during the 1950%s, the average single retired worker receives only about
$72.50 a2 month, and even those who are coming on the rolls at the present

time are receiving only about $82 a month, on the average.



Whether it is wise to include provisions in private pension plans that
require 2 minimum of, say, 10 years of service before an employee will be
eligible for any pension benefits is a debatable question., Even more debe-
table is the que_stion as to whether such reguirements should be used as a
basis for ng:z.d policies of refusing to hire a worker who is less than 10
years beloﬁr the normal retirement age. Our San I‘ranciaco study indicated
that & few large firms with this type of pension=-plan provision were hiring
workers in the critical age bracket but making it qx:gite clear to them that
they would not be eligible for a pension.

The fact that a rising proportion of pension plans are including vesting
provisions will, of course, tend eventually to ease this problem. To the
extent that older jobseekers have pension riéhts that have accrued in
previous jobs, the prospective retirement benefits froin this source can be

added to any prospective benefits from a2 new job.

. Pension Plans and Labor Mobilii:x

In a dynamic economy, the efficlent utilization of manpower resources
depends to a large extent on the willingness of workers to shift from
contracting to expanding industries and from areas of declining employment
opportunities to areas of rapidly expanding opportunities. Yet research on
labor mobility has indicated clearly that most voluntary job-shifting, even
in an era when pensions and other fringe béneﬁta were less prevalent than
they are today, occurred among cor@araﬁively young workers. And the young
worker for whom retirement is a distant prospect is not likely to be overly
concerned ebout pension rights and, in any case, probably has not worked long
enough for any one firm to have accurmlated appreciasble pension rights.

It is basically for this reason thet I am inclined to think the impact
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of pensions on voluntary labor mobility' has been exaggerated. Furthermore,

a number of recent studies have cast doubt, in various ways, on the widely
accepted notion that pensions have interfered materially with voluntary
labor mobility. Robert Tilove, in a study for the Fund for the Republic,
emphasizes the point that older workers are not likely to be very mobile,

in any event, and goes on to call attention to the way in which early retire=
ment features of pension plans may actually facilitate shifts of older men
out of jobs that are taxing their strength into lighter jobs. Arthur M. Ross,
in a recent article in the American Economic Review, points out that those
who view the alleged decline in labor mobiliiy with alarm are forced, for
want of more adequate data, to rest their case that a decline has occurred

on changes in quit rates in mamufacturing. Yet, if cyclical fluctuations
and disruptions brought on by major wars are ignored, it is clear that any
long=term decline in quit rates has been quite moderate and can be largely
expleined by (2) the failure of menufacturing employment to expand in recent
years and (b) the associated aging of the manufacturing work force. In a2
very different type of study, based on interviews with workers in firms with
and without pension plans, and as yet unpublished, Herbert Parnes has found
that the influence of accumulated seniority far outweighs any influence of
pension rights as a deterrent to voluntary lsbor mobility.

If it is difficult to demonstrate that pensions have intérfered sppre=
ciably with voluntary labor mobility, it is not difficult to build a strong
case for the vesting of pension rights to protect the economic position of
those older workers who are forced to shift jobs involuntarily. The older
worker who loses his job because of a plant relocation, merger, business
failure, or because the introduction of automation or other technological
improvements has closed out an entire department; is likely to find, in m.ny‘
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cases, that he has lost all his pension rights. And there is a good deal of
evidence that the frequency of such involuntary job separations has been

increasing.

3. Pension Plans and Compulsory Retirement Policies

We come now to the relationship between pension plans and compulsory

retirement policies. There is little doubt that the association is a close
one, and it scarcely needs belaboring in & conference of experts on personnel
problems. Very few firms that have not adopted pension plans have a formal
retirement policy of any sort. Retirement tends to occur on an ad hoc basis,
usually when the worker becomes too old or too ill to keep on with his job.

A few large firms that lack a pension plan provide individual retirees with
pension benefits on a basis of need, but such policies are comparatively
\rare,

The introduction of & pension plan means the inauguration of a formsl
and orderly retirement system, and in the great mejority (one New York study
indicated seven-eights) of single-employer unilateral plans, some type of
mandatory retirement provision is adopted. Furthermore, there is little or
no evidence of any trend away from mandatory retirement provisions in this
type of plan, although there is a good deal of variation from firm to firm
in the rigidity or flexibility with which retirement at the mandatory age is
enforced, |

Negotiated pension plans are somewhat less likely to include involuntary
retirement provisions. Even so, a recent BLS study indicated that three out
of five negotiated plans provided for involuntary retirement, and that there
had been no significant change in this proportion in the previous six years.
However ,A there is some evidence that there had been something of 2 trend away



from compulsory retirement provisions =- and toward later compulsory retirse-
ment ages -- under the so-called "pattern" plans, in the late 1940's and very
early 1950%s.

(n net balance, however, it seems clear that the percentage of workers
affected by compulsory retirement provisions has increased substantially
during the last decade, along with the growth of pension plans, even though
it still represents a minority of all workers.

There is probably no issue of personnel policy on which management
attitudes vary more widely than on the qnestidn of compulsory retirement.

To some extent these differences are related to differences in the age of

the firm and the rate at which its employment is tending to expand or contract.
The older the firm, and the less its employment is expanding, the more likely
it is to favor compulsory, or even automatic retirement. But differences in
attitudes toward retirement policy cannot be fully. expleined on these rela-
tively objective grounds. Some managements have & strong attitudinal predi-
lection for & fixed retirement age, with few or no exceptions allowed, on

the ground that (a) such a policy is relatively easy to administer, (b) once
esta.b.lished, it tends to be accepted by employees, and (c) there are as yet
no satisfactory objective criteria for determining which employees should be
continued on after the convéntional retirement age. Other employers take an
equally firm position in favor of a flexible retirement policy on the ground
that it (a) contributes to employee morale and (b) permits the employer to
retain the services of those workers who maintain a high degree of effi-
ciency well beyond the conventional retirement age.

If management attitudes toward retirement policy vary widely, so do those
of workers. And yet, despite & good deal of research on this question during
the last decade, we still have an incomplete picture of the factors that



influence employee attitudes toward retirement. One finding that hes been
quite clearly established is that the closer a worker gets to the age of
retirement, the more likely he is to resist the idea. Some studies have
also suggested that attitudes vary widely by occupation, but the Cornell
retirement study =- one of the largest-scale studies to date ==~ suggests that
prospective retirement income has a more important bearing on attitudes
toward retirement than occupation. Those older workers who anticipate a
reasongbly adequate retirement income are much less likely to have negative
attitudes toward retirement than those who expect a seriously inadequte
retirement income,

Union policies toward the issue of compulsory versus flexible retirement
also vary widely, depending to soms extent on the age composition of the union
merbership, the employment situation in the industry, and other factors.

On the whole, most unions have tended to oppose compulsory retiremént provi-
sions during the last decade, or to press for & later compulsory retiremsnt
age. But there has been growing evidence of a recent shift in sentiment
toward compulsory retirement -- and at earlier ages = in union circles in
the last few years, under the influence of heightened concern over unemploy-
ment. In an environment in which the expansion oi‘ blue collar employment has
slowed up appreciably, there are indications of a return to the prevailing
sentiment of the 1930%s, in favor of compulsory retiremsnt of older workers
in order to improve employment opportunities for younger workers.

It is clear that, if present trends continue, the question of how to
meet the problem of impaired employment opportunities for meny groups of
menual workers is likely to be an important issue in labor-msnagement rela-

tions during the next decade, &s yesterday morning's session clearly suggested.
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Whether office automation will result in a similar trend for clerical workers
is not yet clear. In any event, there is likely to be pressure from the
younger merbers of & good many unions to hasten the retirement of older members.

If this occurs, it is to be hoped that the alternatives will be carefully
weighted and examined. What 1s needed, above all, is a flexible approach by
both management and labor to the problems of technological change and declining
employment in particular industries. The mechanization fund recently established
for the West Coast longshoremen, and the agreements recenily negotiated betwsen
the Armour Company and the meatpackers and between the railroads and the
Brotherhood of lMaintensnce of Way Employees represent examples of flexible
approaches.,

And even if it appears in some industries that the retirement of older
workers should be speeded up, alternative methods of achieving this result
should be carefully explored. There is some evidence, for example, that
employees tend ﬁo retire comparatively early in firms that have both flexible
retirement policies and relatively generous retirement benefits, Thus the
question may well be raised whether it is better to encourage earlier retire-
ment through compulsory retirement policies or through more adequate retire~
ment benefits. ‘

(ne point that is frequently overlooked in discussions of retirement
policy is that age 65 has been regarded as the conventional retirement age
pretty much throughout the present century, and yet average life expectancy,
even at age 65, has been increasing., In the face of this trend, does it
seem wise to consider lowering mandatory retirement agesf Or would it not
seen more appropriate to‘ consider gradually increasing them? One advantage
of this procedure, clearly, would be to reduce the cost of pension plans as
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currently constituted and to open up the possibility of utilizing the

released funds for more adequate benefits,

. Incomplete Coverage and the Problem of Ecuity
We come now to the fourth charge levied agsinst private pension plans

in relation to the aging worker == the obstacles to covering workers in small
firms and in industries characterized by short-term, casual, or seasonal
employment. In an environment in which private pension plans have been
encouraged in a variety of ways as a major part of the American effort to
provide income security in old age, the aging employee of a firm that is
unlikely to adopt & pension plan is in a very real sense the "forgotten man."
And in a significant sense his employer is also & "forgotten men." Although
the development of common trusts has made it somewhat more feasible for small
employers to consider pension plans, & good many small employers are caught
in a situation in which assumption of the sizable costs associated with a
pension plan is not very practical‘unlese their competitors are also adopting
plans. I have discussed this situation with & number of small employers who
can see the need for a more adequate retirement income for their employees
but are hesitant to incur the costs involved.

Nct only are there wide disparities in prospective retirement income
between workers who/ac:;lcipate private pension benefits and those who cannot,
but, as you are well aware, there are wide differences between the benefits
availeble under various plans, even for workers at comparable earnings levels,

My guess is that this problem is likely to move into the forefront of
public discussion in this country in the next decads, as it has recently in
CGreat Britain. There are at lsast three alternative ways in which it can be
met: (1) through a policy of drift, in which case pension coverage will
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gradually be extended to & slowly rising proportion of workers now excluded
but will stilllsave sizeble groups uncovered; (2) adoption of a policy similar
to that enacted into law in Great Britain in 1959;-&‘3'-(3) liberalization of
social security benefit levels to the point at which proapective retirement
income for those who must rely almost exclusively on these benefits will
provide a modest, but adequate level of retirement income.

Clearly I am not particularly enthusiastic about the first alternmative.
As between the second and third alternatives, I suspect there will be a good
deal of debate on both sides in the next few years, and I am not prepared at
the moment to argue for or against the British solution.

What the British have dane is to superimpose a supplementary graduated
retirement benefit scheme on their former qygbem of flat benefits., Retire=~
ment benefits that are related to earnings will be paid on that portion of an
individual®’s income betwsen 9 and 15 pounds sterling a week. (Average
earnings are approximately 12 pounds a week.) However, private pension
plans == which cover approximately the same percentage of workers in Rritain
as in this country -- may contract out of the governmment scheme if they
provide supplementary benefits that are at least as generous as those
provided under the government program. Furthermore, private pension plans
mast provide for transferability of pension rights whenever a worker shifts
jobs. It will be readily seen that the contracting out provision is very
similar to the procedures under our California temporary disability insurance
program,

Whatever approach is adopted, it is apparent that socirl security benefits
cannot be substantially increased without an incresse in the costs of the

program. But, in this connection, I would suggest that there are several
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points that are frequently overlooked. In the first place, the original
$3,000 ceiling on annual taxable earnings under the 1935 act included the
total earnings of all but a tiny fraction of Amrican workers, whereas at
present sbout half of all regularly employed men earn more than the current
#4,800 ceiling, while about a fourth of all covered workers earn more than
34,800, This means that as the system has matured and as social security tax
rates have been increased, total social security contributions as a percen-
tage of total payrolls have not risen in the same proportion. This considera-
tion needs to be kept in mind in comnection with discussions of the extent to
which social security costs have increassed and are likely to increase in the
future.

The second == and much more important point ~- is that we rarely stop
to consider, in hardheaded business terms, how mach it costs not to have a
more adequate social security system. —h&qménﬁ-a good many
firms that do not have private pension plans keep a few elderly employees
with failing physical and mental capecities on the payroll long after they
have ceased to be of any real value to the firm, simply because the employer
knows that the social security benefits these employees would receive in
retirement are grossly inadequate. In some cases, as I have previocusly
suggested, the firm will retire the employee with an individually negotiated
pension designed to close the gap between social security benefits and minimal
income needs in retirement ==~ but often this solution is postponed until the
employee is obviougly too old and infirm to continue workep) These proce-
dures clearly coét money, and it is this type of expense that I have in mind
when I refer to the cost of not having an adequate social security system.

Perhaps there is no better note on which to end this discussion than to

look for a moment at the other side of the coin. As a management group, you
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are well aware of the fact that, if adequate social security benefits are
costly, so are adequate privete pensions. Given an economic environment in
which long-run inflationary trends are expected to continue, there will be
increasing pressure for pension benefits that are based on final or highest
earnings, rather than on average earnings throughout the employee®s period
of service. As a member of the Califomia State Employees Retirement System,
I am well aware of the advantages of this type of benefit formula, and I am
glso well aware of its relative cﬁstliness.

What I am suggesting is that during the 1960's there will be strong
pressures in favor of strengthening private pension benefit structures and

also strong pressures in favor of strengthening the social security system,
1 b 4l




