OLD-AGE AND SURVIVORS INSURANCE IN ITS
RELATION TO PUBLIC EMPLOYEES

D. C. Bronson *

Durina 1940, it is estimated, some 4 million per-
sons will be employed by the Federal Government,
States, and localities in services which arec ex-
cluded from coverage under the Federal system of
old-age and survivors insurance. Except for
agriculture and self-employment, sucli services
constitute the largest area of employment excluded
from this program. Some of these 4 million indivi-
duals—probably less than two-thirds of the total—
are in employment covered by special Federal
retirement programs or by similar programs of
States, counties, and municipalitics; many of
these persons may expect to qualify for retirement,
benefits under such plans. Others doubtless will
engage in employment covered by title IT of the
Social Security Act at some time in their lives to
an extent sufficient to qualify for benefits under
that program. Still others may have considerable
periods of employment under one or more of the
special plans for public employees and also under
the general soeial sccurity system without being
able to fulfill the qualifications for benefits under
any of them. It is the purpose of this article to
explore the advantages to public employees and
others of coordination of the special systems with
the general social security program.

In a report made to the President and the Con-
gress in December 1938, the Social Security Board
recommended that the Federal old-age insurance
program be broadened to include services per-
formed in the employ of the United States or its
instrumentalities, adding that in such an exten-
sion ‘it would be necessary to give consideration
to the ecffect on other retirement systems for
Federal employees, with a view either to excluding
employees already covered by these systems or to
adapting these systems so that they would take
account of the basic protection afforded by the
old-age insurance system.”” ! At the same time the
Board expressed the hope that further study might
dovelop some method of extending coverage under
the Federal system to employment by State and
local governments under circumstances “mutually
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advantageous to the States, their employees, and
the old-age insurance system.”

The number of public employces in  jobs
covered and not covered by present retirement
plans is estimated as follows:

Covered
Total | Not
I'ublic emiployces (in thou- covered
sands) | Number | Percent | (in thou.
(in thou-| of totat sands)
sands)

Total. ... ... 3,030 2,400 62 1,830
Federal omployees__.___.._._..__ 1, 200 950 80 250
Publle education employees.... .. 1, %0 K00 a5 430
Btate employees oo ... ... 00 200 10 300
Maunicipal, county, and other

Jocal employees. ............... 1,000 450 45 850

IFrom the standpoint of public employees who
are not now protected by any type of retirement
plan, the advantages of an extension of the social
security program to public employment are ob-
vious. Irom the standpoint of the others, it
should be noted that the recommendations of the
Board did not envisage abolition of any existing
systems but merely an adjustment of them, cither
by excluding from the Ifederal system public
services covered by other plans or by coordinating
the general and special systems, with adaptation
of the latter to take account of a hasic protection
afforded under the Social Security Act.

It is with this second possibility—coordination—
that the present article is concerned. Ior the
purposes of this discussion it is proposed that the
Federal old-age and survivors insurance system
be made a “floor of protection,” with provisions
for a materially higher level of benefits for em-
ployees who stay through to retirement under the
civil-service or other public retirement plans, just
as is done by many private employers. No effort
is made in the present article to outline a specific
plan or to discuss various types of coordination
plans. The purpose is, rather, to indicate prob-
lems which arise because of the existence of these
unrelated plans and principles which might be
used in a coordination of the gencral and special
systems.

Among the large number of existing retirement
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plans for Federal, State, and local employees,
there is anything but uniformity. In qualifying
requirements they range from liberality to harsh-
ness; in financing, from fully reserved systems to
those with shaky structures; in scope of benefits,
from retirement allowances alone to provisions
which include payments to survivors and disa-
bility benefits.  The Federal plans comprise about
a dozen contributory systems and about the same
number of noncontributory ones. Tho latter
represent mainly the “retired pay’” available to
commissioned officers and men of the Army and
Navy. Among the contributory systems by far
the largest——comprising about 600,000 persons—
is that for employees in the classified civil service
of the United States.  Other contributory IFederal
systems are administered for civil-service em-
ployces of the Canal Zone and the Alaska Railroad
and for the Foreign Serviee, and there are speeial
systems for employees of the Tederal Reserve
Board and the Tennessee Valley Authority, for
public-school teachers in the District of Columbia,
and others.?

In any specifie proposal to adjust other Federal
plans to take into account the system of old-age
and survivors insurance it would obviously be
necessary to consider the variations in existing
provisions.  Similar  variations and additional
factors would have to be taken into consideration
if it were found feasiblo to propose an extension
to public employment by States and localities.

Anomalies Under Separate Systems

The anomalies in the present situation of public
employees are not unlike those which confronted
many persons in private employment at the time
the Social Security Aet was passed. Then some
business concerns— a relatively small number and,
in general, only large concerns--had established
retirement plans for their own employees.  In
some instances these plans provided soundly
financed and liberal benefits for retiring workers,
though the number of persons they covered was
very limited in relation to the total working
population. Under any individual plan, morcover,
a worker ordinarily could qualify for benefits
only after n considerable period of employment,
which might be as much as 30 years or more with
the given employer.

’l:o: n brief discussion of Federal and other systems, seo Retieker, Ruth,

'Social Insurance Poyments in the United States,” Soclal Sccurity Bullelin,
Vol. 3, No. 3 (March 1010), pp. 35-30.
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Mobility in Employment

A worker who was dropped or quit before he
had served the number of years required by the
plan and had reached the age specified for retire-
ment ordinarily did not retain any right to a
deferred pension on reaching retirement age.
When the plan was contributory, the worker usually
received somo agreed refund of his own contribu-
tions on leaving the employer, and the employer
retained the amount he had contributed in behalf
of that worker. A cash refund is likely to be spent
quickly, especially if the worker has lost or left
his job and is delayed in finding another. An
individual could work for many ycars in concerns
which had individual retirement plans yet reach
retirement age without pension rights and with
little or nothing to represent contributions he
himself had made. Beeause of the mobility which
characterizes employment in industry and com-
meree, relatively few of the individuals covered
by the private plans could count on remaining
with a particular concern for a suflicient number
of years and until the age which qualifies them for
retirement benefits.,

When Congress was considering the social
security legislation in 1935, a proposal was made
to exempt employers who had adequate private
retirement programs for their own workers. In
the discussion of this proposal (the ‘“Clark
amendment”’), it was pointed out that such ox-
clusions would be detrimental to the broad ob-
jectives of the Social Sccurity Act, since large
numbers of employees would, in the course of their
working life, “pass through’ onc or more of such
exempted employments. Thus they would carry
no retirement credits for such employments and,
unless they were in one of those employments at
time of retirement and with enough years of serv-
ice to qualify under that plan, would have no old-
age protection representing those periods. A
remedy to this situation, involving a transfer of
funds, was subsequently proposed but was thought
to be too cumbersome. In view of this and other
considerations brought forward in the discussion,
this proposed amendment was rejected. Many
soncerns which have retirement plans for their
employees have adjusted their programs so as to
provide additional benefits to those of their em-
ployees who fulfill its conditions while at the same
time, of course, all their employces have the basic
protection afforded under the Social Security Act,
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whether tbey remain with the same concern or
obtain jobs elsewhere in covered employment.

A situation similar to that which previously
existed under the plans of private employers now
obtains for many persons covered by public
retirement systems. These systems are likely to
require a long period of service and employment
up to the specified retivement age. An individual
who leaves public service may receive a refund
based on the contributions he has paid under the
plan, but ordinarily he retains no right to the con-
tributions that the public agency has made in
his behalf or to a deferred pension when he reaches
retirement age. In this respect his situation is
wholly different from that of the worker covered
by the Federal system of old-age and survivors
insurance. Under the old-age and survivors in-
surance program all wages received by an indi-
vidual in covered employment at any time in his
life and at any place are considered in determining
his qualifications for benefits.

Family Protection

Moreover, practically all the contributory
systems for public employces, like the plans of
private employers, fail to give the broad protec-
tion of family security that has been established
through the 1939 amendments to the Social Secu-
rity Act.  Under most of these plans the amount
payable in the event of death prior to retirement is
geared to the amount of the employee’s contribu-
tions, often with the addition of accumulated
interest. This form of death henefit provides, of
course, an amount increasing with length of par-
ticipation, which reaches its maximumn just before
the individual’s retirement. For many individ-
uals the need for insurance protection is less
acute at that period of life than in carlier years,
when family responsibilities are likely to be
heavier. Under the usual staff-pension plan,
therefore, the death benefit is in inverse direction
to presumptive neced.

The provisions for survivors insurance in the
1939 amendments to the Social Security Act intro-
duced a volume of protection that is not fully
roalized. Private companies now provide life
insurance protection estimated at $110 billion.
The amendments to the act in 1939 provided
protection amounting at the start to perhaps $40
billion in insurance value. Exclusion of public
employment from the old-age and survivors in-
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Table l.—Examples of monthly retirement benefits
under the Federal civil-service retirement ! and the
Federal old-age and survivors insurance ? systems,
and amounts payable, under assumed conditions,
through a coordination of these systems

Years of employment,? from age | Monthly amount | Month.
30 to age 65 at levol annual salary | Payable under ly

of $1,800 present systems | amonnt

. from— payable
Fxample e o _ | under

number as-

snied

A I T coordi-

4 A B Totnl nated

plan ¢

Successive perfods
1 S 35, . $102 $102 10
2. OASI: 35 ... . . ... o) (1) $102
3.. CS8: 25.. ... OABL: 10 .. ... . L] $28 28 60
4. OABL: 25. . 1 C8:10........ ... 48 0 48 00
5. C8:15......{ OASL: 20........_.. S0 42 42 60
6. OASL: 15[ C8: 20, ... ... _ . 37 67 104 104
7.. C8:20.. .| Farming: 16 .. ... . 0 0 0 42
8. OASIL: 20_ .| Farming: 15.._...__. 42 0 42 42
.. CS:20.._._ . State: 715 .. LX) 32 32 74
10 OASIL: 5. ... (C8:20; Farmiog: 10 0 L] [} 48
Alternating periods

)} S esss 0 L OASL: b, ete. . L 50 a7 47 60
12.... . ) OASL: 3. | S: 10, cte. . e 0 LX1] 0 60

' On nonforfeiture basis,

1 Assuming concurrent payment of wife’s insurance benefits,

348" represents cmployment covered by Civil Serviee Retirement Act
COASE” employment covered by title 11 of RBocial Security Act. A’ and
“1” indieate order of given periods of employvment,

4 1t s assunied that any clvil-service employment counts as covered em-
ployment nnder title ITif this procedure resnlts in larger total beneflts,

3 Although no mmullf' is payable, the individual recelves a cash refund,

¢ An annuity would bo payable {f redeposit is made of previous refunds
received, plus interest.

7 Assumes service in a State which has a retirement plan.
surance system  keeps public employees from
sharing in the protection afforded by this system,
which would represent values of many millions of

dollars for those who have wives and children,

Hlustrations of Coordination

In the following pages illustrations are given of
amounts payable and of insurance values, in
specified circumstanees, under separate retirement
systems and under one possible plan which would
coordinuate special provisions for public employees
with the general system of [Federal old-age and
survivors insurance. LFor purposes of illustra-
tion, certain of the basie provisions of the present
Federal civil-service retirement system are used
to represent a special plan for public employees.
It must be emphasized that any one of many other
plans might have been used for illustration and
that amounts eited would vary with choice of the
plan and with characteristics of an individual
(age, salary level, marital status, and the like)
assumed for the examples cited, as well as with
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the specific coordination plan adopted. It is
believed, however, that the situations here as-
sumed give a valid indication of the patterns and
general relationships that would obtain under a
coordination plan which used the social security
system as a “floor of protection.”

Evamples of Retirement Benefits

Table 1 presents examples of the monthly re-
tirement benefits that would be payable, in the
given circumstances, under the Ifederal old-age
and survivors insurance system, under an inde-
pendent system for public employces, and under a
plan coordinating these two systems. In the
examples, the amounts developed under certain of
the cxisting civil-servico retirement provisions
assume a level annual salary of $1,800, on which
contributions are made at 3} percent, with the $1
per month “tontine’’ deduction.  IFor those reach-
ing retirement age the total so accumulated to the
cmployee’s eredit, with 4-percent interest, is used
to purchase such annuity as develops, on a non-
forfeiture basis,? from the tables now in use under
this system.  Added to this amount is the present
Government share, amounting to $30 a year for
each year of service (up to a maximum of 30 years).
The appropriate minimums, as established by the
present. Clivil Service Rotirement Act, are taken
into account in the figures cited.

It has been assumed further in the examples
cited in table 1 that the employee has a wife of
the sume age as his own and that the experience
covers the years from age 30 to retirement at age
65. 'The benefits under the Social Security Act
indicated in table 1 would be lower if the indi-
vidunl did not have a wife of an age which entitled
her to the wife's supplementary beuefit provided
in that program. Farming and State employ-
ment. are used as examples of employment not
covered by the Socinl Sceurity Act; their inclusion,
or other alterations in either program, would, of
course, alter the amounts payable,

It will be observed that in the examples cited
in table 1 there is no change, under the coordina-
mcv mny choose to take a relatively larger ‘“‘pure annuity,”
under which nothing is payablo to his survivors or estate at his death.  An-
other option provides a smaller amount during his lifetimo and an annuity
to hig widow stonld she survive him.  If no election is made, the employco
receives what Is known as the nonforfeiture annuity; this provides that,
should ho die before recelving from the annuity purchased from his own
contributfons as much as his accumulative credit, the balance is payable to
his estate or otherwise. T'ho amount of this annuity must obviously be less

than {f he had taken the pure annuity, sinee a certain amount of death pro-
tection {s included.
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tion plan and the circumstances assumed, in the
monthly retirement benefits payable with respect
to persons whose whole period of service is in em-
ployment covered by the provisions of either the
Civil Service Retirement Act or the Social Security
Act (examples 1 and 2). There is likewise no
change in the instance (example 6) in which an
individual is assumed to have had at least the
minimum period of service needed to qualify for
monthly retirement benefits under each program
and is in a job covered by the civil-service plan
when he reaches age 64.

The changes which would result from use of the
proposed principles arise in circumstances in
which an individual is in the I'ederal civil service
for considerable periods iun his life but not at the
time he reaches retirement age (examples 3, 5, 7,
9, 10, 11) and in which the duration of his employ-
ment under the one system or the other is insuf-
ficient (examples 4, 10, 12) to meet the require-
ment for retirement under one or both.* Under
the conditions assumed in example 12, an indi-
vidual might spend all the years from age 30 to age
G5 in alternating periods of employment covered
by either the civil-service system or the retirement
provisions of the Social Security Act, yet reach old
age with no rights to monthly benefits under
cither. In this instance and in the circumstances
assumed in examples 7 and 10, use of a plan which
provides a mechanism for crediting all employ-
ment covered by cither plan toward the co-
ordinated benefit would result in a substantial
monthly benefit in cases in which at present
nothing is payable; in all other instances cited in
which the proposed coordination would cffect a
change, the result would be to increase the
monthly amount payable under present provisions.

Examples of Survivors® Benefits

Consideration should be given also to the
relative merits of a coordination plan which would
enable public employees to receive the family
protection aflorded to workers under the Federal
old-age and survivors insurance program rather

4 Table 1 relates only to monthly payments at rotiremont. Under tho
clvil-servico rotirement system, specified refunds are made to employocs who
Ieavo the servico without qualifying for rotiremeont; these payments are
discusscd subsequently. Irovision I8 mado also for monthly payments to
persons separated involuntarily after ago 45 with at loast 15 years of sorvioo.
This and other subsidiary provisions and characteristios of both the civll-
servico retirement systemn and thio Fodoral old-age and survivors insurance
systom are for tho sako of simpliclty omitted from the presont discussion of
general prineiples of coordination,
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than the lump-sum death payments generally
made under staff-retirement systems. Such a
comparison is made in chart I, which takes as an
example a family with husband and wife both
aged 30 in 1937 and two children aged 1 and 3 in
that year; it is assumed that the husband has a
level annual salary of $1,800.

The solid line, using the civil-service retirement
plan as an illustration, indicates the amount of
the lump sum payable to the family at the
husband’s death at a given age. This sum is
almost negligible in the early ycars, when the
children are young, but increases to more than
$4,000 in the later years. Since the amount is
payable in a lump sum, the widow or others are
faced with difficult problems of administering it
wisely and at best probably only rarcly is it
translated into old-age protection.

The broken line indicates the “insurance’’ value,
at the time of the husband’s death, of the monthly
benefits payable under the general Federal system
to the surviving members of an insured worker’s
family. This value starts out (in the example at
age 33, since survivors’ henefits were not payable
until January 1, 1940) at more than $9,000. It
gradually decreases at later ages of the worker, as
the children approach age 18, when benefits no
longer are payable on their behalf or to the widow.
Because of the deferred benefit payable to the
widow of a fully insured worker at age 65, the
broken line starts upward again in later years and
rises until age 65, when it is not far below the
value of the civil-service lump-sum death benefit.®

If the nonforfeiture option® under the civil-
service provisions was chosen, a lump-sum amount
may be payable in the event of the husband’s
death after his retirement at age 65. This amount
decreases steadily by the amount of “purchasable
annuity” received prior to his death until it
reaches zero., The broken line, representing
values under the social security system, does not
reduce to zero as long as the wife lives, since it
represents the value of the life income continued
to the widow after her husband’s death.

A program of coordination might provide sub-
stantially for a death-benefit value illustrated by

s An individual whose age and famlly status differ from those given should
not look for his age on thischart and attempt to read values applicable to himn.
For example, an individual at present aged 45 with young ehildren would
materially underestimate the soclal security henefits by reading this chart
for age 45.

¢ Bee footnote 3.
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Chart L.—Falue of survivors’ benefits at death of em.
ployee, under Federal civil-service retirement and
Federal old-age and survivors insurance systems !

VALUE
$10,000 T T I
\ ——=—=~0LD-AGE AND SURVIVORS INSURANGE
\ CIVIL-SERVICE RETIREMENT
8,000 \
\
\
\
\
\
6,000 \
4,000
2,000
(o)
HUSBAND 30 40 50 60 70 80
WIFE 30 40 50 60 70 80
tst CHILD 3 8 13 - - -
2% CHILD | 6 " 16 - -

AGE AT HUSBAND'S DEATH

1 Assuming level annual salary of $1,500.  Famfily comprises employee and
wife, both aged 30 in 10937, and 2 children aged 1 and 3 in 1037, Values repre-
sent lump sum payablo under civil-service retirement system, monthly
benefits payable under old-nge and survivors Insurance; in this examplo
value of monthly benefits starts with age 33, since survivors’ benefits not
payable until 1610,

the broken line in chart 1 plus whatever lnmp-sum
payment would derive from the continued civil-
service plan under the exact method of coordina-
tion worked out. Under the present provisions,
the family of the civil-service employee repre-
sented by the example is losing in insurance pro-
tection the area at the left between the solid line
and the broken line and also the area at the right,
representing the period after retirement. Between
ages 50 and 65 there is a rather small area in which
the insurance values for a family protected by the
civil-service provisions are higher than those which
would obtain if the family had the social sccurity
protection, though the differences in the nature of
the benefits must be recognized.

Values at Withdrawal From Both Plans

Doubtless some individuals may drop out of
cither the general insurance system or a special
gystem for public employees without reentering
employment covered by either. One may con-
sider, therefore, the equity involved in these
relatively rare cases. Ior the civil-service or the
usual staff-retirement plun this equity is measur-
able by the lump-sum cash value paid. Ior the
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gocial security system it is measurable by the
actuarial value of any protection which may con-
tinue after permanent withdrawal from covered
employmont.

Under a contributory stafi-pension plan the
usual surrender value to the terminating employce,
like the death benefit, is geared either to his contri-
butions or contributions plus interest, and is pay-
able in a lump sum. Some of the plans provide
that if the terminating employee has had a certain
period of service, such as 10 or 15 years, he may
lenve his cash value in the system to provide an
annuity at a specified retirement age; in such cases
it is usual that the employer-also recognizes service
rendered and vests in the terminating employce a
deferred annuity to augment that provided by
his own contributions, The ecivil-service plan
does not provide such an arrangement for a
deferred annuity.  There is only the privilege of
cash withdrawal of the amount of the employee’s
contributions (usually less the so-called tontine)
accumulated at interest.

Under the Federal old-age and survivors insur-
ance system no eash withdrawal is permitted; the
employce who permanently leaves all employment
covered by the program receives his value in the
form of continued eligibility to benefits, This
continuation may exist for only a limited period,
during which survivors’ benefits would be payable
in the event of his death; or his qualifications may
entitle him to a permanent status under which,
in addition to continued cligibility of his depend-
ents for survivors’ benefits, he retains cligibility
to old-nge benefits upon reaching age 65 and such
benefits are also payable to his wife or widow at
that age.

Whether the value thus granted under the
Social Sccurity Aect is temporary or permanent
depends upon the amount of the taxable wages the
individual has received and the incidence of his
covered employment.  In general it may be said
that the period or periods during which an individ-
ual continues to have protection for his survivors
is equal to the period or periods during which he
has paid contributions; and that if he attains,
whether in continuous or intermittent covered
employment, 10 years (40 quarters) of such active
participation, he then becomes permanently in-
sured with respect to both survivors’ and old-age
benefits.  In cither case, whether the insurance
is temporary or permanent, the amount of the
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benefits is determined from his legally defined
average wage.

Chart II shows an example of the civil-service
cash value at various ages of assumed withdrawal
and the discounted or “present value” of the con-
tinuing deferred protection to an insured worker
and/or his wife at age 65 under the social sccurity
system. The solid line on the chart indicates the
cash value payable under civil service upon with-
drawal at any given age. The broken line gives
the social sccurity withdrawal equity oxpressed
as “present value” at time of withdrawal.

The individual in this illustration, for example,
who withdraws at age 45, after 15 years of service,

Chart ll.—Insurance value at permanent withdrawal
of employece fram Federal civil-service retirement and
Federal old-age and survivors insurance systems ?

VALUE
410,000 | T l l
=== QLO-AGE AND SURVIVORS INSURANCE (DEFERRED BENEFITS)

e CIVIL SERVICE RETIREMENT (LUMP SUM IN CASH)
8,000
6,000
4,000
2,000
(o)

30 70 80

“AGE AT WITHDRAWAL

! Assuming level annual salary of $1,800; employee with wife same age and
Hving at time of his withdrawal.

would receive a lump sum of a little more than
$1,000 under the civil-service retirement system.
Several possible benefits would have to be eval-
unted under social sceurity, and this evaluation
results at withdrawal at age 45 in a ‘“present
value” of a little less than $2,000. The benefits
evaluated by such figure are the old-age benefit
commencing at age 65, if both the man and his
wife attain that age; the benefit at age 65 in the
event that only the husband is alive; and the
benefit to the widow at age 65 if the husband does
not survive to that age. Thus for this particular
example the chart shows the considerably larger
value of the potential social sccurity benefit against
the lump-sum cash surrender value of the civil-
service retirement plan, Kven so it is an under-
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statement of the social security value, for in many
cases children will also be present and will be
protected for survivors’ benofits after the ter-
mination of covered cmployment. It may be
pointed out also that the benefits under the social
security plan are available to the employee and
his wife or to his widow at the timec—old age—
whon they are likely to be most needed.

Under a program of coordination, it would seem
reasonable to reduce values paid in cash and place
emphasis on the continued protection of the ter-
minating employee for benefits to his survivors
and for his own old age. The full value of benefits
shown by the broken line in chart IT would be
available to this terminating civil-service employee
in addition to such cash value as the particular
plan of coordination would produce.

Conclusion

Until some plan is worked out for coordination
of the various retivement programs for public
employees and coverage of those now not included
in any program, anomalous situations such as
those exemplified in this article will increase
greatly as individuals move in and out of the
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coverage of the separate systems. Among persons
working side by side in government service, some
will have had periods of coverage under the gen-
eral IFederal old-age and survivors system so that
their survivors would be protected in the event of
the employee’s death by thousands of dollars in
“insurance” value, while the survivors of others,
who have not been so covered, would be entitled
to only & small cash death payment. The longer
the independent Tunetioning of the separate plans,
the greater in number and degree will be the
disparities,

The concept of coordination used in the present
discussion is that of a social sccurity “floor of
protection’ with a materially higher level of bene-
fits for individuals who stay through to retirement
under the civil-service or other retirement plan.
As responsible employers in industry have con-
tinued their contributory retirement plans, gen-
erally modified to produce larger combined bene-
fits than were in effect before the establishment of
the social sccurity program, so the civil-servieo
plan and others affected would continue under a
coordinated system, and would provide greater
aggregate protection,
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