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Summary

* Advance funded pension and retirement savings programs have accumulated over five trillion dollars in
savings. Pension savings are a primary form of personal savings in the ecconomy. Pensions represented 50%
of personal savings between 1976 and 1980; 59% between 1981 and 1985; and, 51% between 1986 and 1990.

* Some estimates indicate that to maintain living standards in retirement—without selling one's home—
would require pension savings to be closer to twelve trillion dollars today. Studies find that boomers are
saving one-third of what would be needed if we do not count housing wealth, but over 80% if we do. The
issues of what we count, what we assume about future economic growth, and what we assume about inflation
in such areas as health care, are at the center of apparent contradictions in the results of different studies of
the retirement income prospects of baby boomers.

¢ (CBO concludes that most baby boomers are likely to enjoy higher real incomes in retirement than their
parents, assuming that real wages continue to grow, Social Security and private pensions remain intact, and
health care expenditures do not outweigh other gains. CBO notes the prospects are not as sanguine for some
demographic groups as others, in particular for the single, the less educated, and non-homeowners. Most
other recent studies confirm the CBO conclusions.

* Policymakers must determine their goals. Should we focus on absolute income levels, on replacement of
final income, or some combination? The differences in conclusions reached by analysts are frequently
attributable to different goals.

* Among all private sector wage and salary workers pension participation has been steady since 1972 at
between 48% (1972,1983,1988) and 50% (1979,1993). This climbs to 56% of all full-time workers.
Participation in 401(k) plans has also grown from 3% in 1983 to 149 in 1988 and 23% in 1993. Among those
offered the opportunity to participate in such a plan, 67% did so in 1993 compared with 39% in 1983.
Changes in the law (five year vesting), work force patterns, and 401(k) growth combined to move the
number of vested pension participants, that is, those with a nonforteitable benetit, to 86% of all
participants, from 77% in 1988 and 52% in 1979,

¢ There is no evidence, however, of a universal emplover “shift” from defined benefit to defined contribution
plans. Of the net decrecase in the number of detined benefit plans, 75 percent involved plans consisting of
two to ninc active participants. Large employers generally continue to sponsor both types of plans, while
redesigning defined benetit plans. There is reason to believe, however, that a shift is in the ofting.

* Pension plans now provide income to 30% of those aged 55 and older; 37% of those aged 65 and older; and,
50% of new retirces. During 1990, pension plans provided $234.3 billion to retirees in annuity payments, and
in 1990 $125.8 billion in the form of lump-sum distributions was paid from all tax qualified programs.

* The most recent data available indicate that more individuals are saving lump sums for retirement—27%
in 1987-1993 versus 7% prior to 1980—and tewer are spending them—23% in 1987-1993 versus 50% prior to
1980—but there is still a great deal of money not being preserved for retirement: nearly $50 billion in 1990.
Preservation of funds originallv saved for retirement with the help of tax incentives 1s a significant issuc.

e A great deal has been written and said in recent vears about tremendous changes in the nature of
employment. One reads constantly about a more job-mobile society. The higher mobility hypothesis is used
to argue for defined contribution plans, portability, lump-sum distributions, and preservation. Census data
from 1963 to 1979 more readily support a hypothesis that our socicty has been job-mobile for decades. The
factors and trends reviewed here are present among both public sector and private sector employers and
workers.
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Introduction

l'am pleased to appear before you this morning to review issues related to savings, cconomic security,
and the long-term growth of the elderly population; the various Federal programs and policies that impact the
elderly; and the degree to which income security is affected by private pensions. 1 ask that the full text of my
submission be included in the record of the hearing.

My name is Dallas Salisbury. | am president of the Employee Benefit Research Institute (EBRI), a
nonprofit, nonpartisan, public policy research organization located here in Washington, DC.

EBRI is committed to accurate analysis of emplovee benefit and economic security issues. Through our
research, we strive to contribute to the formulation of effective and responsible health, welfare, and retirement
policies. Consistent with our mission, we do not lobby or advocate particular policy solutions.

The issues the committee raises today are of extraordinary importance. America is not a nation of
savers. In times past once had to save for cach purchase, but not today. The primary emphasis we sce today is
on consumption and credit; on consumer confidence and what it will mean for consumption and economic growth.
As more recent years have spawned advertising aimed at older Americans, the emphasis has still been on
consumption. As individuals and governments have saved less and spent more, an increasing proportion of
national savings has come from pension and retirement savings programs.

As a result of the growth of advance-funded pension and retirement savings programs we have seen the
accumulation of over five trillion dollars in savings. Recent studies have found that pension savings have been
a primary form of personal savings in the cconomy over the past twenty _vcars.‘I Bosworth, et al., found
pensions to represent 50% of personal savings between 1976 and 1980; 59% between 1981 and 1985; and 51%
between 1986 and 1990. Some estimates, however, indicate that to maintain work life living standards in
retirement—without selling one's home—would require pension savings to be closer to 12 trillion dollars
today.2 The difference is crucial, as studics of this issuce find that boomers are saving one-third of what would
be needed if we do not count housing wealth, but over 80 percent if we do.3 The issues of what we count, what we
assume about future economic growth, and what we assume about inflation in such arcas as health care, are at
the center of apparent contradictions in the results of ditterent studies of the baby boomers' retirement income
prospects.

There is also a necessity to look carcfully at differences within the population. The baby boomers will
be as diverse in economic and social character in retirement as thev are today. There cannot be enough
emphasis on the difference that future cconomic growth—including real wage growth—will make in the
ultimate accuracy of projections, on the importance of future rates of inflation in general, and on health care
costs in particular.

Concern over saving adequacy, combined with an aging population, has begun to produce a new focus on
saving and financial planning. More financial planning columnists have appeared in newspapers. More
magazines have developed with a financial planning focus. Morce television financial networks and shows
have appeared. More attention to encouragement of retirement savings and financial planning by financial
services organizations, unions, and emplovers have begun to appear, including both print and television
advertisements. More regular information on employee benefits is being provided to workers along with more
software for the personal computer that allows regular reality checks: assessing what vour savings to date will
or will not provide in retirement at alternative ages. This information has given new meaning to the concept of
lifelong learning, as boomers face the prospect of later retirement ages if they have not saved enough. A
related issuc is whether there will be jobs for those who need to remain emploved.

What Do We Count As Savings?

The concept of savings, although widely discussed, has not been consistently and clearly defined 4
When considering the issuce of whether individuals are saving enough to support themselves in years when
they do not work or have emergencices, the traditional measure is the full value of all resources they will have
available to them: the value of liquid assets, any real estate they own, the full value of retirement accounts or
lump-sum distributions for which they may be cligible, and the value of any other private or government
benefits. This method is not consistently used in assessments of the prospects of future retirees.



When considering the issue of whether the nation is saving enough to provide for future economic
growth, the measurc must also take into consideration negative savings by individuals, private entities, and
governments as well as asscts noted above. The first step toward increasing the national savings numbers, were
that deemed desirable, would balancing of the federal budget. Until that step is taken, all Americans may be
getting a regular message that going in debt to live better today is deemed appropriate as a matter of public
policy.

America is not a nation of individual savers. This fact led to creation of the Social Security program,
the employment-based pension system, and programs such as individual retirement accounts. These programs
seek to create a level of deferred consumption. Since 1986 we have scen a decline in the traditional measure of
personal savings (chart 1). During this same period, however, net housing wealth increased (chart 2), as did
pension wealth (table 1). The Social Security program and federal pension plans have built assets in the form
of Treasury securities, but the "surplus” has been spent on other programs, leading to a net deficit for the federal
government. The Social Security program, when considered with Disability and Medicare, will move to a point
where benefits exceed new tax revenue within 15 ycars.5 The trends and data noted above do suggest, however,
that savings available to individuals will continue to grow through the pension system.

The first issue for policymakers is to determine their respective goals. First, should we focus on
absolute income levels such as two times the poverty rate, on replacement of final income, or some combination.
The Disney Chairman, for example, does not "'need” 70% replacement to meet "The American Dream.” Second,
should our focus be different for what the government views as a must for programs such as SSIand Social
Security, versus where they wish to provide incentives. Should incentives seck 70% replacement in general, or
only 70% for incomes of up to $150,000? The differences in conclusions reached by analysts are frequently
attributable to different goals.

How Much Savings Is Enough?

A second area of definition that leads to apparent disagreements is the concept of adequate savings.
How much income does one need in retirement for it to be adequate? A public policy definition of keeping the
retired out of poverty represents a very different standard than a goal of assuring that those above poverty
have 70% or 80% of final income. Further, is liquid savings what one should consider, or the income potential of
all asscts, including the income benefits that could come from selling a home? The answer makes a very big
difference. The answer for the individual may also be very different from the concern of public policy.

Mandated public action—Social Sccurity, food stamps, S51—has provided an income base. The Federal
government has then acted as an employer to augment savings with both defined benefit and defined
contribution plans for its cmploycees, and has encouraged other emplovers to do the same. Public policy has been
to provide a floor of income with high replacement at low income levels (over 100% for the lowest income), and
low replacement for those with middle and higher income (27% from Social Security for an individual earning
$60,600 in 1994), leaving the rest to employers and individuals. All are therefore saving enough to survive;
many are not saving enough to maintain their final vears income into retirement. Most will want to do more
than survive and will have to save more to do so.

A study by the Congressional Budget Office (CBO)O compares the income and wealth of the baby
boomers with that of their parents’ generations at similar points in their lives to asses how well today's
workers are preparing for retirement. Essentially, the CBO is answering the question: How well will baby
boomers do in retirement compared to their parents based on their financial circumstances at similar points in
their working carcers?

Using data from the 1960 Census, the 1990 Current Population Survey (CPS), and the Survey of
Consumer Finances (SCF) in 1962 and 1989, CBO finds that both real houschold income—that in excess of
inflation —and the ratio of houschold wealth to income are higher on average for baby boomers aged 25 to 44 in
1989 than was truc for young adults of the same age in 1959 and 1962, respectively. CBO notes that the parents
of the boomers, in general, seem to have adequate financial resources in retirement, which is in part due to
government transfer programs and above normal capital gains on housing assets (rather than systematic
financial planning).

CBO concludes that most baby boomers are likely to enjoy higher real incomes in retirement than their
parents, assuming that real wages continue to grow, Social Security and private pensions remain intact, and
health care expenditures do not outweigh other gains. CBO notes the prospects are not as sanguine for some
demographic groups as others, in particular for the single, the less educated, and nonhomeowners.




One criticism of this work regards the assumed standard of comparison, i.c., the adequacy of future
retirees’ finances was judged by comparison in real terms to previous generations, This may be especially
mimportant in a socicty that is accustomed to and expects increased standards of living over time. In this sense,
critics argue that adequacy of retirement income should be judged by a comparison of living standards in
retirement with living standards enjoyed while still working, or maybe even a comparison of the retired to
those currently working. A retirce may have higher real income in retirement than his parents but still have a
lower standard of living than when he was working. Would his retirement income be considered in some sense
inadequate? The answer to this question may very well have different answers, depending on whether it is
answered from a personal financial planning perspective or from a public policy perspective.

It is also important to note, as the CBO report discusses, that the relatively optimistic scenario for
boomers relative to their parents’ generation is dependent on future cconomic growth, more specifically on the
assumption that wages will grow faster than prices over the next 20 to 40 years. Long-term economic growth
may be retarded by low savings and investment and by government fiscal policy.

A study by Lewin-VHI for the American Association of Retired Persons reaches essentially the same
conclusions as the CBO and Easterlin, ct al., noting that most baby boomers should have higher income in
retirement than today's clderly, while stressing that not all will benefit uniformly: "Large numbers will face a
retirement of economic risk and deprivation because of a history of low earnings, intermittent employment, poor
education, discrimination, and an inability to adjust to changing emplover requirements, among other
variables.” 7

The study begins with a note that should be applied to the assessment of all such studies: "At the
outset, it should be noted that these projections at best reflect certain assumptions about the course of future
events, which are incorporated in a mathematical model. Needless to say, these data should not be construed
as a prediction of events to come but rather as a probability, based on our knowledge at prcsont.”8

Another Study9 projects the average resource and consumption levels in retirement of early, middle, and
late baby boomers to determine how well prepared these groups are for retirement relative to current retirees.
The study projects that all three groups of boomers will be able to sustain a level of total consumption in
retirement greater than that of current retirees. The authors argue, however, that Medicare and Medicaid
transfers should be excluded from consumption. With such an adjustment, the consumption of carly and middle
boomers remains greater than that of current retirees, though by a smaller margin, and the consumption of late
boomers in retirement is projected to be just under that of current retirees. The authors note that when medical
transfers are excluded, only the oldest boomers will have a level of consumption in retirement exceeding that of
previous retirees to the extent expected with cconomic growth. However, it is not clear, given the importance of
medical expenditures to the well-being of the elderly, that such transfers should be excluded from consumption
when making such projections. Once adjustments are made in prospective government fiscal policy, t.c., tax
increases and transfer payment reductions, to counter what the authors see as the long-term unsustainability of
current fiscal policy, the prospects for the financial sccurity of the baby boom generation's retirement dim, i.e.,
their level of consumption in retirement is reduced through increased taxes and decreased transfers. Such fiscal
adjustments would have a relatively greater negative impact on younger baby boomers.

Another study focused on the etfects of personal targeted retirement accounts (IRAs, 401(k)s, and
Keoghs) on the financial status of recent retirees and on persons approaching retirement. 1V Based on a
compartison of age cohorts across time, it concluded that the real personat financial assets of younger cohorts
were substantially larger than the assets of their predecessors due to increasing contributions to personal
retirement accounts and duc to the finding that such contributions have not displaced other forms of saving.
While families that are aged 76 currently have an average ot $43,000 in personal financial assets (including
assets in addition to personal retirement accounts), the study projected that families with head of houschold
aged 76 or older 18 years from now will have approximately $25,000 more in assets (this includes both
contributors and noncontributors to personal retirement accounts). The difference among families was projected
to be even greater, $93,000 versus $160,000. The study concluded that "If these trends continue, the baby boom
generation will accumulate substantially larger levels of personal financial assets than their older
counterparts and thus after retirement will have much larger pools of accessible assets upon which to draw to
meet unexpected contingencies.” Whether such outcomes actually materialize will depend to a large degree on
the preservation of lump-sum distributions received by workers as they change jobs, as T will discuss later.

In conclusion, the evidence indicates that boomers, in general, will enjoy a standard of living, i.e., real
level of consumption, in retirement that exceeds that of their parents. Whether thev will be able to maintain
the standard of living they enjoved while working once they move into retirement is a different question with a



less clear answer. A key role will be played by wealth accumulation through homeownership. To the extent
that boomers arc willing to tap into this resource to fund their retirement, they would appear at this carly
stage to be in pretty good shape. In addition, a key role will be played by individual savings, particularly
through employment-bascd savings plans such as 401(k)s. Also, fiscal policy decisions made by the federal
government will impact boomers by affecting their disposable income today and thus their ability to save, as
well as benefits they will receive in retirement through Social Security and Medicare. [t is important to
rcalize that many of the things that will impact the boomers' retirement, such as economic growth, economic
developments involving housing market trends, and government fiscal, savings and retirement policy, will
unfold over a period of decades yet to come and are difficult to predict.

Given the heterogeneity of the baby boom generation, more rescarch is needed to identify specifically
which subgroups within the generation are currently at risk and what the size of the problem is likely to be for
them. This involves moving beyond broad sweeping generalizations regarding the boomers. Groups that would
now appear to be at risk to some degree include nonhomeowners, the less educated, the single, and the youngest
boomers.

What Should One Save?

At what age one begins to save makes a great deal of difference. An individual saving 3% of salary on a
pre-tax basis, obtaining a tax deferred investment return exceeding inflation by 2%, would be able to purchase
an annuity at age 65 worth 5% of final salary if they began saving at age 30; 99 of salary if they began at age
40; and 13% of salary if they began at age 30. This assumes that salary increases at a constant 1% above
inflation. Looked at from the opposite direction, to have 60% replacement of final salary would require annual
contributions of 13% of salary from age 30; 20% of salary trom age 40; and, 35% of salary from age 50. Since the
law limits contributions to 25% of salary, waiting to age 50 would not allow the goal to be achieved without
saving cven more outside the qualified plan.1 '

The worker contributing the maximum of 253% allowed tfrom age 30 would replace about 110% of final
salary; beginning at age 40 about 75% of salary; and, beginning at age 50 about 43% of salary.

These examples highlight some relevant issues. First, the individual who has not saved, and does not
settle into a final job until 50, should hope for both a defined benefit and a defined contribution pension plan.
Second, the individual who has a detined contribution plan available should contribute as much as possible
beginning at an carly age and preserve distributions at cach job change. Third, the individual should seck
employment at an organization that offers some type of retirement plan, with the ideal being both defined
benefit and defined contribution. Fourth, the older the individual is when he makes what he hopes will be the
last job change the more advantageous it will be o participate in a defined benefit plan,

Pension Coverage and the Changing Work Force

The American economy and work torce have continued to change along trend lines in evidence since the
1960s. These changes are beginning to show in pension coverage, participation and benefit entitfement as well
(table 2).12 Among all private-sector wage and salary workers, for example, pension participation has been
steady since 1972 at between 48% (1972, 1983, 1988) and 50% (1979, 1993).  This chmbs to 56% of all full-time
workers. Men have experienced a slight decline from 54% to 517, while women have gained from 38% to 48%.
Participation is highest for men aged 45 49 at 63% . Participation in 407(k) plans has also grown from 3% in
1983, to 14% in 1988 and 23% in 1993. Among those offered the opportunity to participate in such a plan, 67%
did so in 1993 compared with 39% in 1983.

Those who work for employers without anv plan work predominantly for small emplovers, where 13%
coverage is found compared with 97% among the largest emplovers.

Among full-time workers not participating in a plan (that their employer sponsors), the most often
cited reasons arc: 24% cite not working cnough to qualify; 31% cite not having worked for the employer long
enough; 25% choose not to contribute; 8% are in a type of job not covered; 2% are too old; 1% are too young,.
Across the work force, 1993 saw gains for the pension system, both in absolute numbers and in percentage terms.
Looking at private-sector workers over the age of 21, with one vear on the job, and working more than 1,000
hours per year (the ERISA work force), 67% worked for an emplover with a plan, 56% participated in a plan,
48% were entitied to a vested benetit, with 86% of participants being vested (table 2).13
The Census documents that female labor force participation has risen dramatically. Women in the



work force in 1993 were nearly as likely to have pension savings as men, compared with a 16 percentage point
shortfall in 1972.1% Women were not as likelv to be participants but were as likelv to be vested when they
participated.

The Census documents that more workers are in professional services and retail jobs, fewer are in
manufacturing. Professional service and retail workers both experienced pension growth since 1988. Twenty-
four percent of private-sector pension participants are now in service jobs, up from 19% in 1988. Manufacturing
now employs 33% of all private pension participants.

The baby boom is now aging, with the effect of moving more workers into ages where available research
indicates higher job stability, higher pension participation, and higher general savings. For example, when
offered a 401(k) plan in 1993, 48% of private-sector workers under age 30 clected participation compared with
72% of workers over age 30. The overall 401(k) participation rate among those offered a plan grew from 60% in
1988 to 67% in 1993.15

Changes in the law (five-year vesting) and work force patterns combined to move the number of vested
pension participants, that is, those with a nonforfeitable benefit, to 86% of all participants, from 77% in 1988
and 52% in 1979.

Pension Participation Over a Lifetime

Workers in the 41-50 age group reported the highest rate of pension coverage for 1993 (72.9 %). This
compares with 58.8 % of workers aged 21-30 who reported coverage (coverage rates are lower for workers
younger than age 21).16 Plan participation was also greatest among workers aged 41-50 (63.5%). Thirty-six
percent of workers aged 21-30 reported participating in their emplover's plan. While the low coverage and
participation rates among the young hold down the rates for the total work force, it can be assumed, based on
past experience, that many of the young will become covered by and participate in employment-based
retirement plans as they become older.

For this reason, analysts argue that when evaluating the potential delivery of benefits by the private
pension system, workers well established in their careers should be focused on. In addition, marital status and
the pension status of a spousc are important considerations because married individuals are likely to have
access to their spouses’ pension benefits.

Policymakers should not be too fixated by relatively low pension participation rates among very young
workers when focusing on future retirement income prospects. Many nonparticipating younger workers will move
into covered employment and participate in an employment-based retirement plan as thev progress through
their working years.

Pension Plan Design Is Changing

It scems that America has a tendency to make public policy based upon the practices of the largest
employers, and to attribute, or desire, the characteristics of those who work for the largest organizations for
the rest of the work force. For purposes of savings and retirement planning the history of small organizations is
quite different from that of large organizations.

* Small organizations have not been able to afford—and frequently do not want—to be paternalistic. That is,
they have not promised the prospect of life long employment and a full plate of benefits.

* They have emphasized defined contribution and individual account retirement programs with lump-sum
distributions on job termination. Since 1980, we have seen large organizations, public and private, begin to
move in these same directions: redesign of defined benefit plans, expansion of defined contribution plans,
and payment of lump-sum distributions from both.

* Many large organizations are sceking to be less paternalistic. They are no longer saying: "Focus on work and
productivity and you will have a job and we will take care of economic security for vou,” providing benefits
as part of a social contract. They are saying: "Focus on work and productivity and you might have a job, and
we will provide benefit opportunities for vou so that you can become self-reliant.” A defined benefit pension
plan (the sponsor contributes whatever it takes to l\ccp the promisce) is being provided when it serves a
work force management purpose, but these defined benefit plans are increasingly taking on new forms, with
a focus on individual accounts and/or lump-sum distributions.

¢ Large organizations arc sccking to be more flexible. Flexibility and reinvention, as now being implemented
by the federal government and many others, means more reliance on defined contribution retirement plans,



on a smaller work force, and on the use of lump-sum buyouts and pension incentives to achieve that smaller
work force. With flexibility comes an end to a psychology of lifctime employment—even though few in
this nation have had lifetime employment with one firm, and a significant number move to other
employment after leaving their "career” jub.] 7

* Large organizations are secking to change employee benetit programs into a torm where expense is more
predictable. The federal government mayv become the only entity that promises benefits with the
presumption that it will always be there. Between 1950 and 1980 this presumption was part of the benefit
programs of most large organizations. Large organizations' recognition that they had to innovate and
reinvent to survive has contributed to new pension forms with more built-in cost control, expansion of lump-
sum payments instead of annuities, reduced retiree medical promises, expanded worker contribution benefit
options, enhanced communications programs, and a common emphasis on individual responsibility.

Large organizations arc beginning a move from paternalism to testing concepts of partnership, shared
responsibility, and increased individual responsibility. Small organizations have historically been at this
end of the spectrum. The Federal government took the first step in this direction as an employer in 1984 with
the introduction of the Federal Thrift Savings Plan and a significantly reduced value defined benefit pension
plan.

Congress has been moving social programs in this direction since 1983 as it has taken actions that will
result in full Social Security benefits being paid at later ages, a decrease in carly retirement benefits, more of
the benefits being subjected to income taxes, and the availability of Social Security Administration individual
statements with projections of what recipients will get, and when,

These movements, and the socictal attention they will command, are likely to motivate more
Amcricans to save more for themselves. These savings are likely to be found increasingly in pension and
retirement savings plans due to work force aging, the structure of pavroll deductions, emplover matching
contributions, the convenient packaging of investment options, and public policy, emplover, service sector and
media attention to the need for savings to achicve a dignified retirement. These trends will also increase the
emphasis on the value of saving and beginning financial planning at an carly age, as the ability to depend on
someone clse doing it for you continues to decline.

A Closer Look at Plan Types

While the number of private emplovment-based pension plans and plan participants has been
increasing, proportionately fewer are defined benefit plans and defined benefit plan participants. [t is often
argued that such trends jeopardize retirement income security because defined contribution plans, which
typically involve explicit worker decision making, are replacing defined benefit plans. There is concern as to
whether workers are typically in a position to make wise decisions with regard to their participation in such
plans.

The total number of private tax-qualitied employment-based plans (both primary and supplemental)
more than doubled from 311,000 in 1975, when the Emplovee Retirement Income Security Act (ERISA) became
effective, to 712,000 in 1990 (table 3). The total number of private defined benefit plans increased from 103,000
in 1975 to 175,000 in 1983, then decreased to 113,000 in 1990. The total number of private defined contribution
plans increased from 208,000 to 599,000 between 1975 and 1990. The number of active participants in primary
defined benefit plans decreased slightly, from 27 million to 26 million between 1975 and 1990, while the
proportion of all active participants in these plans decreased from 87 percent to 62 percent.

There is no evidence, however, of a universal employer "shift” from defined benefit to defined
contribution plans. Of the net decrease in the number of defined benefit plans, 75 percent consisted of two to nine
active participants. Between 1985 and 1990, there was a net decrease in the number of primary defined benefit
plans of 33 percent, or 56,651 plans, and the net decrease in plans with tivo to nine active participants was
42,328. Between 1985 and 1990, the net increase in the number of defined contribution plans with two to nine
active participants was 66,425 plans; this accounted for 45 percent of the net increase of 149,078 in the number of
primary defined contribution plans (table 4). Therefore, the rapid growth in defined contribution plans cannot
simply be explained by a replacement of defined benefit plans with defined contribution plans, because the net
increase in defined contribution plans is far greater than the net decrease in defined benefit plans.]8

The implication is that many workers, particularly those in small firms, now have a defined
contribution plan, very likely a 401(k) plan, when in the past they likely would have had no employment-
based retirement plan. It is implicitly assumed in arguments that defined contribution plan trends jeopardize



retirement income sccurity in that if 401(k) plans were not allowed, workers covered by them would instead
have a defined benefit plan. This assumption is incorrect; many likely would have no employment-based plan
at all. Therefore, they cannot be worse off because of these developments. Whether they are utilizing these
plans in such a manner as to maximize their potential is a separate question.

Such plans do involve explicit decision making on the part of individuals. They must decide whether
to participate in the plan, how much to contribute, how the funds should be invested within choices offered by
the sponsor, and whether to roll over lump-sum distributions received from such plans on job change. Poor
decisions will weaken retirement income security. However, it is important to realize that employees can often
receive a higher benefit from defined contribution plans than they would from comparable defined benefit
plans, assuming the same investment income, particularly if they are young and mobile. It has been documented
that workers with accrued pension benefits (i.e., those in final average defined benefit plans) can experience
pension losses if they change jobs prior to retirement. 19 Participants in defined contribution plans do not
experience the same losscs just by changing jobs. Defined contribution plan participants may have the
opportunity to save more for retirement than they would in a comparable defined benefit plan; however, they
need to recognize their opportunity for retirement planning and make decisions to maximize their retirement
income, such as preserving lump-sum distributions received on job change.

Among workers covered by both defined benefit and defined contribution plans, 60% indicated that the
defined contribution plan was the most important in 1993. This may well prove to be true for most of them, as
the historical turnover rates discussed elsewhere in this testimony cause the defined contribution plan to have
a larger lump-sum distribution valuc for many vears. When an analysis was conducted for EBR], looking at
both types of plans with an identical cost, I was better off under the defined contribution plan until age 55 (28
years of service).

Will Pensions Be a Savings and Income Source Tomorrow?

Pension plans now provide income to 30% of those aged 55 and older, 374 of those aged 65 and older, and
50% of new retirees. 2!

During 1990 pension plans provided $234.3 billion to retirees in annuity pavments (table 5) and in 1990
$125.8 billion in the form of lump-sum distributions was paid from all tax qualitied programs (table 6).2]

The present approach to counting savings does not fully account for the contribution of these programs.
Capital gains and investment carnings are not counted, and public defined benefit plan pension contributions are
also excluded (table 7). Private pension capital gains and investment carnings accounted for net additions to
plan assets of $1.062 trillion over the past ten vears, Public plan contributions totaled $524 billion during the

. . . .. .. . . . 79
period 1987 to 1991, most of which was defined benetit plans and thus not included in savings.<<
A combination of factors raise questions about the tuture role of pensions in savings and retirement

income.
*  What will government policy be toward pensions and what actions will that policy bring? Action taken in
the 1993 budget act to reduce allowable contributions to pension plans will reduce projected pension benefits

for some by over 30%, resulting in lower contributions to plans and smaller asset nccumu]ations:23 Scnate
Finance Committee staff have suggested in recent speeches that further cuts in what can be saved through
pensions are in the offing. Will individuals offset lower pension savings by saving more outside pension
plans?

¢ What types of plans will emplovers sponsor in the future? Prior to 1984, Federal employees had a generous
defined benefit pension plan that paid most benefits in annuity form at retirement. Now more than 50% of
Federal employces have a smaller defined benefit plan and a generous defined contribution plan that pays
lump-sum distributions. The private sector has followed this Federal Tead, as previously noted, and has
placed more emphasis on defined contribution plans and lump-sum distributions. Changing attitudes of
both employees and emplovers may cause this movement to continue.

*  What will individuals and employers be able and willing to save though pension arrangements if health
costs continue to absorb increasing levels of compensation? Survey data make it clear that individuals

. N . . 24
worry about health insurance first, pensions second, and other savings last. Small employers have

9



always moved to establish health benefits ahead of any pension arrangement. Large employers deal
increasingly in terms of total compensation and employee flexibitity, which may result in lower pension
savings by individual choice, but with implications for savings.

* What will individuals do with lump-sum distributions? Over $400 billion was paid in distributions
between 1987 and 1990. A total of $219.6 billion was rolled over into a rollover IRA, leaving $180.4 billion
taken into income or directly transferred to a new employer’s plan. The most recent data available indicate
that more individuals are saving lump sums for retirement—27% in 1987-1993 versus 7% prior to 1980—and
fewer are spending them—23% in 1987-1993 versus 50% prior to 1980 but there is still a great deal of money

not being preserved for rCtiI‘CIﬂL‘I‘leS This is not a judgmental statement, but the numbers make clear that
how much is preserved will make a significant difference for both present savings and retirement savings.
This is the case for those Ieaving private plans as well as those leaving Federal and other public
employment. Pension savings would be much larger today had individuals never received lump-sum
distributions but only rollovers while they were still working and annuity payments once they retired.

* Arecent study for AARP projects that between 819 and 84% of baby boomers will have pension income

during retirement. The projection is based on two crucial assumptions: first, that nearly all lump-sum

o . . 4 . . .26
distributions are rolled over cach time one changes jobs; scecond, that all income is paid out as an annuity.

Neither of these assumptions can be relied on duce to turnover, lump-sum distributions, and the decreasing
rate of annuitization. The projection does, however, provide a realistic estimate of the proportion of the
baby boomers who will carn pension wealth and benefit from it ecconomically. Direct pension income
recipiency during retirement is likely to be little higher than the 50% of new retirees we see today, while
far more retirces will have asset income that is attributable to pension Tump-sum distributions taken in the

27
past. Others have recently written of this as "The Pension Anomaly.”™" Some comment on the way this

anomaly lcads to bad data and to misunderstanding of who benefits from the pension system as it functions

2
todayf8

¢ There is a significant gap between individual expectations for emplover-provided retiree medical benefits

. , 29 o ) )
and what will actually be provided. Were individuals to become more aware ot what they will need to
provide for themselves, it could serve to increase the saving incentive. Most of the studics revicewed above
assume limited change in the arca of health cost for the individual in assessing the future, an assumption

that appears unrealistic.

Social Security as an Income Source

Social Sccurity is also an important component of what individuals view as part of their savings for
periods of disability and retirement. The program paid $34 billion to the disabled and $264 billion to the
retired in fiscal year 1993.30

There has been a debate among researchers in the past about the impact of Social Security on
individual savings, but a sceming agreement that the knowledge that it will provide a basc of income
eliminates the feeling of a necessity to save for some. Those working today have watched many parents retire
with near total reliance on Social Security and do well at maintaining a standard of living. Among lower
income Americans there is a belief that the same can be true for them. Public confidence in the program is weak,
however, particularly among the young.}l As the public begins to understand the benefit implications of
increases in the retirement age it could well encourage added savings. As shown by table 8, the decline in
benefits—10% at age 62 when normal retirement moves to 67, 25% were normal retirement age to increase to 70—
will clearly increase the need for supplemental savings for those who choose to retire carly, and for added
years of work for those who do not wish to take a lower benefit than that which is now available at age 65.32

Were Social Sccurity benefits reduced by this further increase in retirement age, through greater
benefits taxation or through a direct reduction in the benefit formula, individual and pension savings would
need to be greater to achieve the same standard of living. Were benefits maintained by finding more revenue—

10



through increases in payroll tax rates and/or expansion ot the taxable wage base—the portion of the total
compensation package available for pension contributions and savings would be reduced with a likely negative
effect on both individual and pengion savings.

What the federal government does with both Social Security and Medicare benefit levels and financing
will have a direct impact on both the ability of employers and individuals to engage in retirement savings and
on the amount of savings they will need to maintain a targeted lifestvle in retirement.

Work Force Patterns And Pensions

A great deal has been written and said in recent years about tremendous changes in the nature of
employment. One reads constantly about a more job-mobile society. The higher mobility hypothesis is used to
argue for defined contribution plans, portability, lump-sum distributions, and preservation. Based on Census
data from 1963 to 1979, an article written in 1982 noted job patterns that more readily support a hypothesis that
our society has been job-mobile for decades:

The typical worker is currently on a job which will Tast about cight years in all, counting the
years it has already lasted. An important minority—about 28% —are currently employed in
near lifetime jobs lasting 20 vears or more, and 17% in jobs which will last 30 vears or more. An
equally important minority arc at work in what will turn out to be very brief jobs—about 23%
will have eventual tenure of less than two vears. A clear majority of workers—58 percent —are
currently holding reasonably long jobs, those which will last five years or more (cmphasis
added).33

This is significant for a discussion of individual and pension savings in a number of ways.

e In what we talk refer to as the "good old days” from a job perspective, only 58% of workers were expected to
be in jobs long enough to meet the current general pension vesting standard of five vears (e.g., the federal
employee pension plan). This tells us that job turnover has interfered with pension accumulation for a long
time. As a result, a requirement for mandatory participation would not significantly increase pension
receipt of meaningful benefits, that is, benefits of significant cash value. And, portability would only be a
clear contributor to retirement savings it preservation were part of the svstem.

* Given the high turnover for 42% of workers, one might have anticipated a higher savings rate to
accommodate transitions. This did not and has not developed. The 287% in jobs of 20 years or more are most
likely to be affected by the retirement incentives, buvouts, and downsizing about which we read so much.
Will workers assume such patterns are permanent and save more? Available data indicate that continuing
to work after one's longest career job ends was the rule prior to 1979, and it likely still is. 34

¢ The notion that, until recently, workers could assume carly attachment to a lifetime job is not supportable
by the numbers. As Hall stated: "At no age is the probability very high of a given job becoming a lifetime
job"'35 More and more workers have historically found good job matches by their late thirties. After age
40, about 40% in any given age group could expect to remain in that job for 20 yvears or more.30 This does raise
the question of whether this number is now on the decline, but there is not vet data to show it. Since 1979,
however, female job tenure has been on the increase as labor foree participation has risen (nearly 75% today
compared with about 40% in 1960 and 627 in 1980). Table 9 and charts 3 and 4 present both the data and a
graphic picture of tenure trends.37 This has brought with it much higher rates of pension vesting and
pension savings, and the promise of far more dual pension houscholds in retirement.

*  The number of jobs held in a lifetime does appear to be increasing for the voung, but there is no data to show
any change in older worker patterns. Hall reported that "job shopping is most intense in the carly
twenties——by age 24, the average worker has held four jobs out of the ten they will hold in an entire career.
The next 15 years, from age 25 through 39, will contribute another four jobs. Then, less than three more jobs
will be held on avcrago."?’8 A 1992 Burcau ot Labor Statistics report found that, between 1978 and 1990
those between age 18 and age 29 held 7.6 jobs, compared with the five reported by Hall for the earlier

period .39
[n 1980, 51% of baby boomers were counted as being in the labor force atages 16 to 24, All boomers were
under the age of 35, All, in short, were at a very high turnover stage of life and represented such a large
proportion of the total Tabor force that they created the impression of a more mobile work force in general. As



of 1990, 22.7% of boomers were over age of 40, the age at which job change begins to slow. History says that on
average this older group will still hold three morce jobs, The legitimate question arises of whether this
average will increase as the boomers age, i.c., whether—due to changes in the economy—they will continue the
mobility of early years. If it does, it could increase the motivation to save on the one hand, and, on the other,
make it more difficult. On their 30th birthday, over 40% of the young had held their jobs for two years or less,

with about one-quarter holding jobs more than six ycars.d‘() The low savings and voluntary pension
participation rates of the young may well be explained by decisions to change jobs frequently. At the older end
of the age spectrum it is worth considering that in 1979, 26.3% had left their career job by 50; 38.9% by 55; 58.2%
by 60; and 70.6% by age 62.41 New data to assess whether this has changed significantly will allow new
savings assessments.

Conclusion

A conscensus exists in America that we do not save enough as a nation. A review of the income of the
elderly today indicates a population that is doing well relative to prior generations. A review also suggests
that the retired would be doing better had they saved more, and, that most would have had to save more to
maintain the income levels they had prior to retirement.

A review of available evidence indicates that on a total wealth basis, and a pension savings basis,
those in the work force today arc doing better than previous generations. A minority, however, are building the
individual and pension savings that will allow them to mecet the goal of maintaining final employment income
throughout retirement, without using real estate to produce income.

Should the timing and valuce of Social Security benefits, Medicare, and employer-based defined benefit
pension and retiree medical benefits continue to be reduced, the level of necessary savings will increase, not
decline. Should the movement toward voluntary pension participation and lump-sum distributions continue,
increases in participation rates and rates of rollover will be necessary to achieve the income levels projected by
the studies reviewed above.

It should be stressed that the factors and trends reviewed here are present among both public-sector and
private-sector employers and workers. Public opinion surveys indicate that individuals realize that they
should be saving but do not believe they have the capacity or self-discipline to save enough. They favor
savings through Social Sccurity, employer pensions, and possibly, mandatory salary reduction.

The demographic, cconomic, work force and workplace changes now taking place combine to require
savings now, morc than ever.
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Chart 1
Personal Savings as a Percentage of Disposable Income, 1950-1992
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Source: Employee Benefit Research Institute tabulations based on U.S. Department of Commerce, Bureau of Economic Analysis,
Survey of Current Business, July 1993 (Washington, DC: U.S. Government Printing Office, 1993); The National Income and Product
Accounts of the United States: Statistical Supplement, 1959~13988, Vol. 2 (Washington, DC: U.S. Government Printing Office, 1992); and
National Income and Product Accounts of the United States. Vol 1. 1929-58 (Washington. DC* U.S Government Printing Office, 1993).
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Chan 2
Per Household Value of Owner-Occupied Housing, 1960-1992 (in 1992 Constant Dollars)
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Governors of the Federal Reserve System)




Chart 3
Prime Age Male Job Tenure Trends, by Worker A
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Chart 4
Prime Age Female Job Tenure Trends, by Worker A
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Table 1
Pension Assets over Time, Selected Years 1946 to Present

Single Employer

Defined Defined Multi-
End of Benefit Contribution employer Total
($ billions)
1985 $ 648 $ 385 $123 $1,157
1990 848 651 225 1,723
1991 1,032 834 267 2,133
1992 1,065 948 288 2,300
1993 1,135 1,062 308 2,505
93Q2 1,111 1,007 297 2415
93Q3 1,134 1,052 307 2,493
93Q4 1,135 1.062 308 2,505
94Q1 1,086 1,022 298 2,406
Financial Assets at End of Period
(Flow of Funds Detinitions)
Private Private Life State and
Period Trusteed Insurance Local
(% billions)

1946-1950 $ 71 $ 56 $ 49

1951-1955 18.3 1.3 10.8

1956-1960 381 18.9 19.7

1961-1965 74.4 274 341

1966-1970 1120 408 603

1971-1975 225.0 701 104.8

1976-1980 469 6 158 2 196 6

1981-1985 1,087.6 3467 398.1

1986—-1990 1,629.2 636.1 736.6

1991 20555 6781 859.7

1992 21447 694 7 969 2

1993 2,336.5 n‘a 1.065.2

Single Employer

Detined Defined Multi-

Benefit  Contribution employer
(percentage)

56.1% 33.3% 10.6%
492 37.8 13.0
48.4 39.1 12.5
46.3 41.2 12.5
453 42.4 12.3
46.0 417 12.3
455 422 12.3
453 424 12.3
451 425 12.4

Percentage Distribution of Financial Assets
as a Percentage of Total Financial Assets
of Asset Type in the Economy

Taxable Cash
Year Equity Bonds ltems
1950 0.8% 3.2% 0.2%
1955 2.0 6.2 0.2
1960 4.0 9.4 0.2
1965 6.1 12.8 0.2
1970 9.4 13.7 0.3
1975 16.6 15.0 1.8
1980 18.2 14.5 2.5
1985 256 16.1 41
1990 286 14.6 6.0
1991 27.9 14.9 7.2
1992 273 14.7 6.6
1993 275 14.3 7.0

Source: Employee Benefit Research Institute, Quarterly Pension Investment Report, 1st Quarter 1994 (Washington, DC: Employee

Benefit Research Institute, June 1994): tables 3. 20. and 26.




Table 2
Trends in Pension Coverage, Participation, and Vesting Among Civilian Workers
Aged 16 and Over, 1979, 1983, 1988, 1993

Percentage Percentage Percentage Percentage Percentage

Covered Partici- of of of Covered of of Partici-
Workers Workers  pants Entitted Workers Workers Workers Workers pants
(millions) (millions) (millions) (millions) Covered Participating Participating  Entitled Entitled
Ali Civilian Workers
1979 95 53 44 23 56% 46% 81% 24% 52%
1983 99 52 43 24 52 43 83 24 57
19882 114 62 47 32 55 42 76 28 68
1988P 114 65 49 38 57 43 75 34 77
1993 118 67 51 44 57 44 76 38 86
ERISA Work Force
1988° 53 36 30 22 68 56 83 42 75
1993 58 39 32 27 67 56 83 48 86
Private Wage and Salary
1979 71 38 30 14 54 43 79 20 47
1983 74 37 29 15 49 40 80 20 50
19882 86 44 32 21 51 37 72 24 65
1988P 86 47 34 25 55 39 72 29 73
1993 89 49 36 30 56 41 73 34 84
Public Wage and Salary
1979 16 14 12 7 87 77 88 45 59
1983 16 13 12 8 83 73 88 48 65
19882 17 16 13 9 92 77 83 54 71
1988b 17 16 13 11 g2 77 83 66 86
1993 19 17 14 12 89 75 84 67 89
Unincorporated Self-Employed
1979 9 1 1 1 13 13 1009 13 100¢
1983 9 2 2 2 20 20 1009 20 100¢
19882 10 2 2 2 21 21 100¢ 21 1009
19880 10 2 2 2 21 21 100¢ 21 100¢
1993 10 1 1 1 14 14 1009 14 100¢
Nonagricultural Wage and Salary
1979 85 52 42 21 61 50 81 25 51
1983 88 50 41 22 56 46 82 25 55
19884 102 60 45 30 59 44 75 29 67
1988b 102 63 47 36 62 46 75 35 76
1993 106 66 50 43 62 47 76 40 86
All Males
1979 56 33 29 16 59 51 87 28 55
1983 56 30 26 16 54 47 88 28 60
19882 63 35 28 20 55 45 81 31 70
1988 63 36 29 23 58 46 80 36 78
1993 64 36 30 25 56 45 81 39 86
All Females
1979 39 21 15 7 52 38 73 18 46
1983 43 21 16 8 50 38 76 20 52
19882 51 27 19 13 54 38 70 25 66
1988P 51 29 20 15 57 40 70 30 76
1993 54 32 23 19 58 42 72 36 86

Source: EBRI tabulations of the May 1979, May 1983, May 1988. and April 1993 Current Population Survey employee benefit supplements.

aWorkers who reported that their employer or union did not have a pension plan or retirement plan for any ot its employees were not
counted as covered, even if they did report that their employer offered a profit-sharing plan or a stock plan in a followup question.
Participants who reported not being able to receive some benefits at retirement age if they were to leave the plan now were not counted
as vested, even if they later responded that they could receive a lump-sum distribution if they left their plan now. This allows comparability
with the tabulations from earlier years.

“Workers who reported that their employer or union did not have a pension plan or retirement plan for any of its employees were counted
as covered if they did report that their employer offered a profit-sharing plan or a stock plan in a followup question. Participants who
reported not being able to receive some benefits at retirement age i they were to leave the plan now were counted as vested if they later
responded that they could receive a lump-sum distribution if they left their plan now. This allows comparability with the tabulations from
1998,

dSelf-employed workers who contribute to individual retirement accounts are considered to be covered. participating, and entitled to
benefits




Table 3
Private Pension Plans and Participants

1975 1983 1986 1987 1988 1989 1990

(thousands)

Total Plans 311 603 718 733 730 731 712
Defined benefitd 103 175 173 163 146 132 113
Defined contribution 208 428 545 570 584 599 599
Defined contribution as

percentage of total 67% 71% 76% 78% 80% 82% 84%
(millions)

Total Participants 45 69 77 78 78 76 77
Defined benefit® 33 40 40 40 41 40 39
Defined contribution 12 29 37 38 37 36 38
Defined contribution as

percentage of total 26% 42% 48% 49% 48% 48% 50%

Active Participants 31 39 41 42 42 43 42

Primary plan is defined

benefit 27 30 29 28 28 27 26
Primary plan 1s defined

contribution 4 9 13 13 14 15 16

Source: Employee Benetfit Research tnstitute




Table 4

Primary Defined Benefit and Defined Contribution Plan and Active Participant Trends

Primary Plans

Active Participants (thousands)

Net Net Net Net
change change change change
Active Participants 1985 1989 1990 1985-1990 1989-1990 1985 1989 1990 1985-1990 1989-1990
Detined Benefitt Plans
2-9 88,124 59,866 45796 -42.328 -14.170 353 246 189 -164 =57
10-24 24,267 17,791 15,624 -8.643 -2.167 369 271 244 -125 —27
25-49 14,178 9,736 8,605 -5,573 -1.131 491 340 304 -187 -36
50-99 11,303 9,013 8,346 -2,957 -667 808 645 599 -209 -46
100-249 9,534 7,109 6,563 -2971 -546 1,498 1,135 1,040 —458 -95
250-499 4,670 4,022 3,647 -1,023 -375 1,651 1,430 1,293 -358 -137
500-999 3,149 2,701 2,463 -686 -238 2,222 1,810 1,751 —471 -159
1,000-2,499 2,360 2,220 2,090 -270 -130 3,636 3,434 3,221 -415 -213
2,500—4,999 847 833 798 -49 -35 2,930 2,940 2,802 -128 —-138
5,000-9,999 455 450 434 -21 -16 3,141 3,153 3,015 -126 -138
10,000-19,999 198 213 223 25 10 2,749 2956 3,134 385 178
20,000+ 175 178 161 -14 -17 8.985 8792 8711 -274 -81
None or none reported 10,280 18,485 18.139 7.859 -346 - - - - -
Total 169,540 132717 112.889 -56.651 -19.828 28.834 27252 26,303 -2.531 -949
Defined Contribution Plans

2-9 199,704 334,762 266.129 66.425 -68,633 852 1.410 1.127 275 —-283
10-24 70424 107,113 94,054 23630 -13.059 1,056 1.637 1,476 420 -161
25-49 31,406 48.351 45,748 14.342 -2.603 1.091 1.680 1.585 494 -95
50-99 17,620 29,997  27.434 9,814 -2.563 1.224 2,081 1,909 685 -172
100-249 8,878 13,334 13.658 4,780 324 1,331 1,991 2.070 739 79
250-499 2,552 3.599 4. 144 1,592 545 868 1,239 1,428 560 189
500-999 1,185 1,675 1.838 653 163 808 1,151 1,266 458 115
1,000-2,499 784 1,148 1,103 319 —-45 1,194 1,709 1,671 477 -38
2,500—4,999 219 265 310 91 45 752 907 1,072 320 165
5,000-9,999 97 107 130 33 23 683 726 869 186 143
10,000-19,999 34 59 44 10 -15 460 788 626 166 -162
20,000+ 29 36 27 -2 -9 1.100 1,329 1,151 51 -178
None or none reported 13,082 38,833 40473 27,391 1,634 - - - - -
Total 346,014 579285 495092 149078 -84,193 11,420 16,647 16,250 4,830 -397

Source: Employee Benefit Research Institute tabulations of 1885, 1389. and 19390 Form 5500 annual reports filed with the Internal Revenue

Service.




Table 5
Retirement Benefit Payments from Private and Public Sources,

8elected Years 18987-1890

Total
Source of Benefit? 1987 1988 1989 1990 1987-1990
($ billions)
Private Pensions $120.8 $1241 $133.6 $141.2 519.7
Federal Employee Retirement® 449 481 50.6 53.9 197.5
State and Local Employee Retirement 31.2 341 36.6 39.2 1411
Subtotal 196 9 206.3 220.8 234.3 858.3
Social Security Old-Age and Survivors
Insurance Benefit Payments® 3183.6 31955 $208.0 $223.0 810.1
Total $380.5 $401.8 $428.8 $457.3 1,668.4
Total 100.0% 100.0% 100.0% 100.0% 100.0%
(percentage of total)
Private Pensions 31.8% 30.9% 312% 30.9% 31.1%
Federal Employee Retirement? 11.8 12.0 118 1.8 1.8
State and Local Employee Retirement 8.2 8.5 85 86 8.5
Subtotal 518 513 515 512 51.4
Social Security Old-Age and Survivors
Insurance Benefit Payments®© 483 487 485 488 48.6

Source: Employee Benefit Research Institute tabulations based on U.S. Department of Commerce, Bureau of
Economic Analysis, Survey of Current Business. January 1992 (Washington, DC. U.S. Government Printing
Office, 1992); The National Income and Product Accounts of the United States - Statistical Supplement,
1959-1988, Vol. 2 (Washington, DC: U.S. Government Printing Office, 1992): and U.S. Department of Health
and Human Services, Social Security Administration, 1991 Annual Report of the Board of Trustees of the
Federal Old-Age and Survivors Insurance and Disability Insurance Trust Funds (Washington. DC: U.S
Government Printing Office, 1991).

gIncludes only employment-based retirement benefits

BIncludes civilian and military employees

Cincludes payments to retired workers and their wives, husbands, and children

Table 6
Lump-Sum Total Distributions from Tax Qualified Plans, 1987-1990

Total
1987 1988 1989 1990 1987-1990

Number of Distributions (millions)

Aggregate 11.4 12.2 1.6 10.8 46.0

Non-IRA%/SEP® 8.8 c c 8.2 c

|IRA/SEP 26 c c 2.6 c
Total Amounts Distributed ($ billions)

Aggregate $80.3 $85.2 $1153 $1258 $406.6

Non-IRA/SEP 659 c c 1072 [¢

IRA/SEP 144 o c 186 c
Average Amounts Distributed ($ thousands)

Aggregate $7.0 $7.0 $10.0 $17 $8.8

Non-IRA/SEP 75 c c 132 c

IRA/SEP 57 c o 70 c

Source: Employee Benefit Research Institute/Internal Revenue Service (IRS) tabulations of IRS
Forms 1099-R, Statement for Recipients of Total Distributions From Profit-Sharing, Retirement
Plans, Individual Retirement Accounts. Insurance Contracts. Etc.. 1987-90

andividual retirement account.

bSimplified employee pension

®Not available




Table 7
Inciusion of Pension Plans in Personal Savings

Included in Personal Savings?

Private Pension Plans
Defined benefit plans

employer contributions Yes
investment income Partially
interest, dividends, rent,
and royalties (imputed) Yes
capital gains No
benefit payments No®@
Defined contribution plans
individual contributions Yes®
employer contributions Yes
investment income Partially
interest, dividends, rent,
and royalties (imputed) Yes
capital gains No
benefit payments No®
Public Pension Plans
Defined benefit plans
employer contributions No
individual contributions No
investment income No
benefit payments Yes
Defined contribution plans
individual contributions Yes®
employer contributions Yes
investment income Partially
interest, dividends. rent,
and royalties (imputed) Yes
capital gains No
benefit payments No?

the period that they occur

2Benefit payments are not included In private plans and public
defined contribution ptans because that would create double
counting in the National income and Product Accounts of the
contributions and investment income that are reported during

Bindividual contributions to private defined contribution plans are
included in personal savings 0 the extent that they are
included in wage and salary disbursements in employers’
reports for unemployment idsurance. Virtually all states require
employers to report employee contributions

Table 8

Monthly Social Security Retirement Benefits: Under
Ditferent Normal Retirement Ages

Assumed Normal Retirement Age (NRA)

Age Age 65 Age 67 Age 70°
Retired  (Current NRA)  (Eventual NRA) (Alternative NRA)
62 $ 707 $636 $530

65 884 766 636

67 955 884 707

70 1.039 877 884

Source: Employee Benefit Research Institute simulation based on monthly
benefits calculated in Witham M. Mercer, Guide to Social Secunity and
Medicare (Louisville, KY. William M. Mercer. December 1993}

aAssumes Iindividuals in each scenario will reach normal retirement age on
January 1, 1995 and begin receiving benefit payments on their 62nd, 65th
87th, or 70th birthday. Normal retirement benefits are based on average
indexed monthly earnings of $2.000

®The reduction in benefits for early retirement and the increase in benefits
for late retrement are calculated according to current law.




Table 9
Median Years with Current Employer

Age and Sex 1951 1963 1966 1973 1978 1983 1987 1991
Both Sexes 3.4 4.6 4.2 3.9 36 4.4 4.2 45
14-17 0.7 0.7 0.6 0.7b a a 0.5 a
18-19 0.6 0.5 0.5 0.6 a a 0.5 a
20-24 1.3 1.1 1.0 1.3 a a 1.6 a

16—24 a a a a 0.7 1.1 a 1.2
25-34 2.6 3.0 2.7 2.8 2.6 3.3 3.4 35
35-44 3.2 6.0 6.0 5.2 5.0 5.8 6.1 6.0
45-54 6.3 9.0 8.8 8.6 8.3 10.3 9.6 10.0
55-64 8.0 11.8 13.0 1.9 1.0 13.6 127 12.4
65 and over 10.0+ 13.8 13.7 12.6 1.0 13.2 12.4 11.1

Males 3.9 57 4.2 4.6 45 5.1 5.0 5.1
14-17 0.8 07 0.6 0.6° a a 0.5° a
18-19 0.6 0.5 0.5 0.6 a a 0.5 a
20-24 1.2 1.1 1.0 1.2 a a 17 a
16-24 a a a a 07 1.1 a 1.4
25-34 28 35 2.7 3.2 2.7 34 37 37
3544 45 7.6 6.0 6.7 6.9 7.7 7.6 7.2
45-54 7.6 11.4 8.8 1.5 11.0 134 123 12.2
55-64 9.3 147 13.0 14.5 14.6 17.0 15.7 15.5
65 and over 10.0+ 16.6 137 13.9 135 14.6 15.0 13.1

Females 2.2 3.0 2.8 2.8 2.6 3.3 3.6 3.8
14-17 0.5 0.6 0.6 0.6° a a 0.5° a
18-19 0.6 0.5 0.5 0.6 a a 0.5 a
20-24 1.4 1.1 1.1 1.2 a a 1.5 a
16-24 a a a a 0.7 1.1 a 1.1
25-34 1.8 2.0 1.9 22 1.6 3.1 3.1 32
35-44 3.1 3.6 35 3.6 3.6 46 4.9 5.0
45-54 4.0 6.1 57 59 5.9 6.9 7.3 7.3
55-64 45 7.8 9.0 8.8 8.5 10.5 10.3 10.4
65 and over 4.9 8.8 11.2 10.9 8.4 11.9 10.8 10.4

Source: (For years 1951, 1963, 1966, 1973, and 1978) Employee Benefit Research Institute compilation; U.S.
Department of Labor, Bureau of Labor Statistics, Monthly Labor Review: September 1952, October 1963, January

1967, December 1974, and December 1979 (Washington, DC: U.S. Government Printing Office, 1952, 1963,

1967, 1974, and 1979); (for 1987, unpublished data from U.S. Department of Labor, Bureau of Labor Statistics,
Division of Labor Force Statistics; (for years 1983 and 1991) Bureau of Labor Statistics News Release, Employee
Tenure and Occupational Mobility in the Early 1990's USDL 92-386 (Washington, DC: U.S. Department of Labor,

June 26, 1992).
@Data not available.
5The data represent individuals aged 16 to 17.
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