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The Impact of Social Security

on Retirement
in Relation
to Other Forms of Income

Social Security Program
The basis for the social security pro-

gram is an age -old heritage founded
in America's beginnings, yet the idea
behind it had been misinterpreted
through the years. Social security is
meant only to supplement a retire-
ment income and not to totally com-
pensate for it; therefore, it is neces-
sary to plan a retirement program
which includes social security bene-
fits and other income supplements,
keeping in mind the growing rate of
inflation. The lack of information and
preparation for retirement by the
elderly has become a national con-
cern and will soon become a major
crisis if steps are not taken to re-
evaluate the social security program.

In the past few decades, the indi-
vidual has found it very difficult to
provide for his own security, due
mainly to the Great Depression of the
1930's. In 1934, the Committee of
Economic Security reported to Presi-
dent Roosevelt that a program of
economic security "must have as its
primary aim the assurance of an ade-
quate income to each human being in
childhood, youth, middle age, or old
age - in sickness or in health. It must
provide safeguards against all of the
hazards leading to destitution or de-
pendency. "'

The Social Security Act was signed
by the President in 1935. It contained
the allocation of federal grants to
states for old age assistance and con-
tributory old age retirement insurance
at the age of 65. It is interesting to
note that the age 65 was never in dis-
cussion; it just seemed reasonable. Al-
though there was no economic, social,
or gerontological reason for a retire-
ment age of 65, no alternative age was
ever suggested during the original
drafting of the Social Security Act.
The program was called Old Age and
Survivor's Insurance ( OASI ) . The
first monthly retirement benefits, pay-
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able in January 1942, were based on
the total lifetime covered wages of the
contributors with a minimum monthly
benefit of $10.00 and a maximum
benefit of $85.00.2

The social security eligibility test
stipulated that "for any month in
which the individual received covered
`wages' from regular employment,
monthly old age benefits would not
be paid. "3 Regular employment was
defined as earning more than $14.99
a month. In 1950, that price was raised
to $50.00 a month (or $600.00 a year)
with no exemptions for those 75 or
over. In 1954, the social security test
was changed to increase the basic ex-
emption of $1,000 to $1,200 a year and
to reduce from 75 to 72 years the age
at which full benefits would be pay-
able, no matter how much income was
earned.

In 1969, the President sent Con-
gress some recommendations for social
security legislation. Gerald Ford in-
troduced these to the House as
H.R.24080. This bill was attached to
a tax legislation which was passed by
the House and the Senate as the Tax
Reform Act of 1969. The bill, which
provided a 15 percent increase in
social security benefits, to be effective
January 1970, sets the minimum bene-
fits at $100 a month, reduces benefits
payable at age 60 for workers' wives,
husbands, widows, widowers, and
parents, and increases the allocation
of the contribution income to the dis-
ability insurance trust fund which be-
gan in 1954.

The most important social security
legislation passed since the original
Act of 1934 is H.R.1. After the House
and Senate debated various issues, it
was passed October 17, 1972 and
signed October 30, 1972. The major
components of this bill are:

1. Higher benefits for aged widows
and widowers,
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2. Equalization of payments and re-
quirements for men and women,

3. Increased earnable amounts, be-
fore benefits are reduced, from
$1,680 to $2,100,

4. Special minimum benefits for
those covered but at low earn-
ings.

5. Higher benefits for workers who
wait until after 65 and remain at
work before collecting social se-
curity,

6. Increased social security bene-
fits 20 percent,

7. Provisions for keeping the social
security benefit amounts up to
date automatically in the future
as the cost of living rises,

8. Increased maximum amount
counted toward social security
from $9,000 ( 1972) to $10,800
( 1973 ) to $12,000 ( 1974) .d

Number 7. is the key point to this
bill, for this country's economic situa-
tion is constantly changing, leaving
those people with fixed incomes in-
adequately prepared to face the high-
er cost of living. After signing the bill,
President Nixon remarked that the
value of this act is found in the ". . .

automatic adjustment provisions
which will allow basic payments to
keep pace with the cost of living, thus
protecting our older citizens against
the ravages of inflation. "5

[To exemplify the difficulty in keep-
ing figures up -to -date, this report was
in its final stages when a new bill was
passed in Congress. This social securi-
ty legislation will raise the previous
increased taxable wage base from
$10,800 to $12,200. H.R.1 set the base
at $10,800 for 1973. This figure was to
increase in $12,000 in 1974, but this
new bill will increase the 1974 wage
base to $13,200. As reported in an AP
story in Tucson Citizen, Oct. 31, 1974,
the base for 1975 will be $14,100.)

The mechanics of the social security
program can be briefly stated: em-
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ployees, employers, and self- employed
persons pay social security contribu-
tions which are pooled into three
funds ( hospital insurance, death or
disability, and retirement) with a vol-
untary medical insurance option. In
1939, the social security program cov-
ered only the workers in retirement.
Since then, it has been extended to
cover almost any job in the United
States, including the self -employed,
state and local employees, household
and farm employees, members of the
armed forces and clergymen. Those
not covered in this program are self -
employed doctors of medicine, house-
wives, and certain self -employed
people who are not working in jobs
covered by social security or are earn-
ing less than $50 in a three -month
period.

The amount of contributions a per-
son makes depends on his wage or
salary. At the present, employees and
employers pay 5.85 percent on the
employee's wages, and the self -em-
ployed pay three -fourths of the com-
bined employee -employer fund or 8.0
percent. Increases are planned for
1981 and 1986. To receive benefits, a
worker must have credit for a certain
amount of work done after 1946 under
social security. For example, if you
reach 62 in 1975, you need 6 years of
work to receive credit. Benefits are
calculated on the basis of average
earnings covered by social security.
Because of lower maximum earning
levels covered in the past, the full
amount of earnings on the present
level can not be paid but must be
averaged with the lower monthly pay-
ment levels. If retirement is taken be-
fore age 65, monthly benefits are re-
duced to account for more years of
receiving benefits. Social security pay-
ments will be reduced if the retiree
under 72 returns to work and earns
more than $2,100 a year. For every
two dollars earned over $2,100, one
dollar in benefits is withheld. This
means it is possible to earn up to $175
a month without effecting monthly
social security benefits. Income from
savings, investments, pensions, in-
surance, or royalties do not effect
social security benefits.

The Economic Position
Of the Aged

The economic position of the aged
does not portray a happy picture. Of
the 20 million aged in this country,
one -fourth are living below the pover-
ty level, and the rest barely have
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enough income for more than minimal
living. In 1971, the aged poor account-
ed for 20 percent of the total poor
population of the United States; the
aged poor were only 10 percent of the
total population. In 1959, the aged
poor were 15 percent of the total poor
population. This means that the finan-
cial status of the aged has steadily
decreased.

Almost all families are covered by
social security, but financial security
is also determined by income from
earnings, private pensions, insurance,
savings, unemployment compensa-
tions, and /or other assets. The follow-
ing table gives the percentages of the
age population with incomes from dif-
ferent sources.

Table 1 Income Sources of the
Aged

24% employment
73% social security
14% old -age assistance
8% no cash income

Source: "Programs for the Aging" JOURN-
AL OF HOME ECONOMICS, Washington
D.C.: American Home Economics Associa-
tion, Vol. 65, No. 4, April 1973.

The most significant source of in-
come is the retirement program. In
1962, retirement programs constituted
two -fifths of the aged's total income;
30 percent of that was social security
benefits, 6 percent was railroad re-
tirement and other government pro-
gram benefits, and 3 percent was
private pensions. Earnings were one-
third of the retirement income. The
rest came from assets and aid from
relatives.

The median income for retired
couples in 1967 when one person
worked was $2,530. If neither was
employed, the median income was
$2,200. The minimum adequate cost
of living for any aged couple was
$2,699 -$3,200; the moderate standard
of living was $4,000, both of which
were more than the actual median in-
come. All of these figures have in-
creased since 1967. The incomes
earned by the aged in 1958 and 1960
are as follows:

Table 2 Percent of Aged in Dif-
ferent Income Levels

1958 1960 Incomes
12% 53% $1,000 & less
24% 24% 1 -2,000
18% 10% 2 -3,000
44% 13% 3,000 & over

Source: 1958 statistics- Bureau of the Census
Report. 1960 statistics -Orbach, Harold, AG-
ING AND THE ECONOMY, Ann Arbor:
University of Michigan Press, 1963.

The income position of the aged has
been steadily decreasing. Between
1958 and 1960, the percentage of
those living on less than $1,000 a year
increased 41 percent, and those living
on more than $3,000 a year decreased
31 percent.6 It is interesting to note
here that the disposable personal in-
come of the United States in 1958 was
$318.8 billion. By 1960, that had
increased to $350.0 billion.

Marital status has a great affect on
retirement income. The median in-
come was $2,900 a year for couples
and $2,400 a year for the nonmarried.'
A 1963 study by the Bureau of Census
showed that of the married couples
who had no source of income other
than OASI, 32% had median incomes
of $83 a month, 66 percent had $100
a month, but none had more than
$150. The nonmarried retirees with
only OASI benefits had much lower
incomes; 44 percent had median in-
comes of $52 a month, 50 percent had
less than $50 and 90 percent had less
than $75 a month. Widows fared
slightly worse than those not married;
$43 percent had OASI incomes of $44
a month, 66 percent had less than $50
and none had over $75 a month. Only
two percent of the widows had in-
come sources other than OASI.8

Age is negatively related to in-
come. Most of this relationship is due
to the earning ability of the person
which will be discussed later. The
drop in income is "the result of a de-
clining ability to work, lower prob-
ability of earned pension rights asso-
ciated with age, and the fact that re-
tirement benefits for the older age
group are based on progressively out-
dated earnings. "9

Assets also contribute to retirement
income. Only one out of five aged
units had few or no assets (regard-
ed as less than $1,000) . The higher
the income, the more assets held.
Marital status was significant in the
amounts of assets held by couples
and by singles. Those people who
were not married had slightly more
assets to their name, but, in both cases,
the amount of assets held increased as
the level of income earned increased.
Home ownership is considered one of
the most important assets an older
person can possess. More homes are
owned by married couples, but, the
majority of retired persons own a
mortgage -free home.

The amount any family can save is
the difference between the income it
receives and the level of basic living



Table 3 Percentage Increase of People Over 65 Table 4 Population Increase of the Aged in 3
and 85.

1920 - 1960 increase of 279 percent of people over 65.
1920 - 1969 increase of 920 percent of people over 85.
Source: Oppenheim, Irene, THE FAMILY AS CONSUMERS, New
York: The MacMillan Co. 1965.

costs. The life cycles usually deter-
mine the best years to accumulate
savings. In general, between the ages
of 40 and 65, the family has become
financially secure; therefore, these are
the best years to save for retirement.
In actuality, most families either do
not plan adequately or an emergency
or inflation destroys all or part of their
savings. In a survey of 15,500 people
receiving social security benefits, less
than half had cash (up to $500) in the
bank, one -third had about $2,000.10
Another report stated that 70 percent
of the aged have less than $5,000 in
savings." One point of interest is that
84 percent of the aged have no install-
ment debt either because they refrain
from accumulating debts or they are
not given credit. On one hand, this
keeps the aged free from the worry
of paying debts, but on the other
hand, it prevents them from enjoying
some things in the present that they
can not afford.

In the past, the population of people
56 and over has increased 3- 4000,000
every year, but with improved tech-
nology, this rate has rapidly been in-
creasing. A few brief tables will clarify
this situation.
The most important statistics to the
concept of employment in retirement
are found in Table 5.

Years.
1967 17,000,000 people 65 and over.
1970 20,000,000 people 65 and over.

Total increase of 3 million in 3 years.
Source: Buckly, Joseph C. THE RETIREMENT HANDBOOK, New
York: Harper and Row Publishers, 1962.

persons.
Although inflation has recently hit

America very hard, the United States
has one of the lowest inflationary rates
of any major industrial society.12 The
rate in August 1973 reached 22 per-
cent, but the average annual rate of
inflation for 1973 was about 8 percent.
The predicted rate of inflation given
in 1964 was about 11/2 percent a year
which meant that by 1989 ( 25 years
later ) one dollar would be worth 67
cents.13 At the current rate of infla-
tion, the dollar will be worth much
less than 67 cents in 1989. This unex-
pected rise in the rate of inflation
found many people in a financially in-
adequate position, especially those in
their 70's and 80's. With the life ex-
pectancy increasing every year ( a
man's life expectancy is 77 years and
a woman's is 79 years ) , a family would
need at least $60,000 for their retire-
ment years at the present cost of liv-
ing. If a family receives the median
retirement income of $2,530 a year, it
must be able to produce $30,000 in
savings or have another source of in-
come to support them during retire-
ment. The real problem lies in the
fact that the rate of inflation can wipe
out any savings if it continues in its
spiralling fashion. No one knows how
much the dollar will be worth in

Table 5 Population Increase Compared to Labor Force.
1950 - 1962 U.S. population increased 24 percent.
1962 -1970 U.S. population increased 12 -15 percent (predicted)
1970 -1980 U.S. population increased 17 -21 percent (predicted)

Total of 32 percent increase.
1962 - 74,000,000 people available for work.
1970 - 84,000,000 people available for work. (predicted)
1980 - 99,000,000 people available for work. (predicted)

Total of 34 percent increase
Source: Orbach, Harold, AGING AND THE ECONOMY, Ann Arbor: University of Michi-
gan Press, 1963.

The United States economy can not
handle the increase of labor for the
population as a whole; consequently,
it can not even hope to absorb the
aged population into its labor force.
The per capita production would not
gain anything if the aged were hired;
it would still increase a little less than
three percent annually with or with-
out the added labor. Again the marital
status influences the decision to work
after retirement. Married couples are
more frequently employed during
their retirement than n o n m a r r i e d

twenty years; no one can tell anyone
how much to have for his /her retire-
ment. A plan must account for a high
rate of inflation. Many people invest
in land or some other resource that is
likely to gain in value instead of lose
in value like the dollar.

There are many opinions on the
success of the social security system
and its effectiveness on those in re-
tirement. The point in question is,
"Does the social security program ful-
fill the goals it set out to accomplish ?"

It has been found that a majority

of retired people are living well be-
low the minimum standard of living.
Many experts in the field ascertain
that our country could afford to raise
the level of living of the elderly with-
out much stress on our economy.
While the United States has a national
level of output of goods and services
equal to $550 billion, it is making pay-
ments of only $15 million to the elder -
ly.i4 This means that OASI payments
are only two percent of the Gross
National Product. Restating the pri-
mary aim of the social security pro-
gram, which is to assure an adequate
income to each human being, recalls
to mind the simple fact that those
people in retirement do not have
an adequate income. Robert Browning
said of old age, "The best is yet to be;
the last of life, for which the first was
made," How much do we have to look
forward to?
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