with earnings above the exempt amount would
therefore have his benefits suspended

The percentage of not currently payable awards
to widowed fathers varied with the age of the
father The percentage was highest for those
under age 30, considerably smaller for those aged
50 and’ over, and lowest for those aged 30-49
These variations may reflect differences m family
size Families with fathers aged 30-49 tended
to be larger than those with fathers under age
80 or over age 49, and the benefits were affected
by the family maximum The benefits for all
members of these families were probably proe-
essed as currently payable, even 1f the father had
earnings over the exempt amount *

Time of Enhitlement and Year of Wife’s Death

A father’s entitlement to benefits began in
March 1975 or in the month the wife died Since
about 52 percent of the fathers became entitled
to benefits in April 1975 or later, 1t 15 reascnable
to assume that 1n at least half of the cases proc-
essed 1 1975, the wife died after the Supreme
Court decision (table 3) Generally, 1f the wife
died after the decision, the widower would have
been advised of the availability of father’s bene-
fits when the application was made for survivor
child’s benefits If she died before the date of
the decision, the widowed father would have to
learn of the benefits on his own

Although the Court’s decision was widely re-
ported and the Social Security Admimstration
pubheized the availability of the benefits, some
men, particularly those whose wives died many
years ago, may still not be aware of them Thus,
in 65 percent of the mitial awards m 1975 the
wife died the same year and in 28 percent of
the cases she died from 1970 through 1974 In
only 7 percent of the awards did she die before
1970

Among large survivor families, a father’s
entitlement to benefits would not increase the
total family benefits, whether or not he had
earnings large ehough to offset all of his bene-
fits durmg the year Consequently, he would have
hittle mcentive to file for benefits Nevertheless,
he would be wise to do so, even 1f the family
benefit amount would not increase He would then
be ready to get his benefit if some family mem-
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TaBLE 3 —Benefit awards to widowed fathers Number, per-
centage distmbution, average monthly benefit amount, and
average primary mnsurance amount, by year of wage earner’s
death and by month of entitlement, 1975

Averaga
Per~ Average
Item Num | centage | monthly pirni;nary
ber! | distr{ | bemefit | ‘ISHT
butlon | amount amount
Year of wage earner’s death '
Allawards.... _ .. .. . 4,582 100 0 $99 10| 8176 40
1975 cee ween - - 2,064 847 95 80 176 B0
1974 .. . . . . 493 w07 111 60 188 60
T8ocee v 0w e e . 310 68 108 40 178 20
072 - - - . 197 - 43 10¢ 20 169 10
W-70 .. .. . .. . 07 67 108 20 176,10
1968-69 D 126 27 1050 1a*R0
196785 W e = e e m 105 23 a8 70 149 0}
Before 1965_ . - - 81 18 o1 90 153 80
Month of entitlement

Allawards___. . . . .. 4 582 oo 80810 176 40
Qctober-December 1975, ... 115 25 106 60 185 %0
September 1975 _ ... . .. 220 48 97 40 177 60
Avgust 1972, . . — 811 [i ] 05 40 176 10
July 1975 . e wmm = 367 80 [} 174 90
Junhe 1975 . - . 417 91 94 80 178 80
May 1975 - e - - 452 99 95 20 175 00
ﬁpri] 1975 .. o em 485 10 6 94 70 177 R0
arch 1975 - —— 22 48 3 102 60 175 60

1 Excludes 125 eases for which detailed information was not avaflable

bers had theirs withheld or termmated Among
smaller families, too, 1t would be advisable for
the father to file for benefits even 1f they would
be suspended because of his earnings, since he
wnould then be on the rolls and able to get his
benefit 1f his earnings ceased or declined

Social Security Abroad

Effect of Recession on Financing of
German Penston Program*

The 1mpact of the 1974 recession on the finan-
cial position of the US social security system
has recently been the focus of considerable dis-
cusston 1 this country The situation has also
prompted interest m how foreign programs fared
under stmilar economie conditions

The recession and continuing high rates of
mflation have placed increased demands on the
social security systems of numerous industrial
countries The financial stress 15 largely attrib-

* I'repared by Lois 8 Copeland, Comparative Studles
Staff, Office of Research and Statistles



utable to rising unemployment, which lowers
payroll tax receipts needed to finance the system
at the same time that 1t raises expenditures for
unemployment benefits and job traimming measures
Moreover, costs for other social security pro-
grams have continued to accelerate because bene-
fits have been tied to rising prices and wages
In addition to these automatic adjustments, some
gystems have also added ad hoc benefit increases
to compensate pensioners for the loss of purchas-
mg power that has resulted when price increases
have outstripped wage mcreases

The financimg problem has been further com-
pounded by the decline in the ratio of contributors
to beneficiaries caused by the growth of the aged
population A smaller work force—reduced be-
canse of unemployment as well as the changing
demographic structure—means that fewer con-
tributors must support 1ncreased benefit costs

The systems were able to cope with moderate
mnflation as long as revenues and pensions were
equally affected The financing problem mten-
sified 1n 1974 as the economic situation began to
deteriorate Because of increasing unemployment,
payroll tax receipts began to taper off to the
point where income derived n bulk from contri-
butions lagged behind expenditures In many n-
dustrial countries, the measures taken to counter
these adverse conditions involved decisions either
to increase payroll taxes or to delay the mtrodue-
tion of new features planned for the social secu-
rity programs

The Federal Republic of Germany provides an
mteresting example of how a social security sys-
tem has coped with economic conditions of this
nature The economic downswing began there in
1974 and quickly triggered marked unemploy-
ment By 1975, the average annual unemployment
rate had chimbed to 3 8 percent, more than quad-
ruple the 0 83-percent average rate for 1960-74 1
As a result, the social security pension system
recerved less income from payroll tax receipts
than previously had been forecast The shortfall
in revenue combined with expanded pension costs
created a defieit of DM 6424 million 1 19752

! Published data for Germany relate to the popula-
tion aged 14 and over The sgeasonally adjusted statisties
from the Division of Foreign Labor Statistics of the
U 8§ Department of Labor apply to the population for
which compulsory schooling has ended—those aged 1%
and over

*As of December 1, 1976, one deutsche mark (DM)
equaled $04142 {n U8 dollars
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Critics have predicted deficits reaching as high
as DM 25 billion by the end of 1977 unless, cor-
rective action 1s taken

In October 1976, the Government announced a
three-part program aimed at meeting the pension
system's mecreased demand for cash in 1977 The
program called for liquidation of bonds from the
penston system’s reserves, reduction of the sys-
tem’s contribution to the sickness msurance fund,
and an advance to the system of a portion of
the annual Government subsidy

* i

BACKGROUND ' '

The German old-age, surviver, and mvalidity
penston program covers manual and nonmanual
workers under 1dentical provisions in separate
msurance components Self-employed persons,
miners, public employees, and farmers are msured
under special systems Health insurance, financed
prmarily from payroll tax receipts and admin-
istered by about 1,900 mndividual sickness msur-
ance funds, 1s compulsory for persons earnmng up
to 75 percent of the ceiling for pension contribu-
tions Pensioners are automatically covered for
health msurance, with the pension program con-
tributing a portion of the costs to the: sickness
msurance funds on behalf of the pensioners

The pension system’s primary source of income
18 an 18-percent payroll tax split equally between
employer and employee The tax 1s assessed on
earnings up to a celing fixed at DM 3,100 a
month currently, or a little more than twice the
wage of an average worker in manufacturing
The penston system also receives an annual Gov-
ernment subsidy equal to approximately 16 per-
cent of total pension expenditures

A contingency fund large enough to cover 3
months’ expenditures is mamntained for each of
the two msurance components—for manual and
nonmanual workers The reserves of the two com-
ponents are combimed when evaluatmmg the size
of the fund Each year, financial forecasts are
made for the 15 followng years, providing a more
rapid evaluation of the pension reserves If these
forecasts determine that the combined reserves
are too small to cover 3 months’ expenditures for
3 consecutive years, the contribution rate must be
changed to increase the reserves accordingly At
the end of 1975, as a result of previous attempts
to build up larger reserves, the pension fund of
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the two components was sufficient to pay benefits
for roughly 74 months?

It should be emphasized that the current moni-
toring system 1s related directly to the economic
conditions prevalling in Germany at the time
of each forecast Consequently, the results of the
forecasts have varied substantially from one year
to the next

In Germany, as m all highly mdustrialized
countries, the ratio of white-collar workers to
blue-collar workers has been increasmg As a
result, the nonmanual-worker component has
gamed additional contributors while the number
of persons contributing to the manual-worker
component has decreased To compensate for the
changing contrmbution pattern, direct financial
transfers between the two pension components
are authorized under 1969 legslation whenever
two conditions are satisfied 1f the coverage level
of one fund dips below 2 calendar months’ ex-
penditures, less Government subsidy, and 1f the
level of the other fund exceeds 4 calendar months’
expenditures* In this manner, the less-well-
endowed reserve can be brought up to the pre-
scribed minimum level For the period 1974-T5,
the nonmanual-worker pension fund transferred
approxmmately DM 122 billion to the manual-
worker fund

PROBLEMS OF FINANCING

Varwous statistical reports on the financial
balance of the national pension system have
recently spothighted the problems confronting the
program Though payroll tax receipts rose at an
average rate of about 90 percent a year mn 1974
and 1975, this gam represented a marked drop in
the annual rate of increase in contributions to
the system Concurrently, the rate of expendi-
tures—for pensions, rehabilitation measures, and
health surance contributions combimed—was
growing at an average of 158 percent annually
Previously, the income of the nonmanual workers’
program was greater than expenditures, and the

3Tor a discussion of the historical development of the
funding process, see Leif Haanes-Olsen, “Social Security
Funding Practices in Selected Countries,” Soctal Securiiy
Bulletin, Mav 197G, pages 24-20

¢ See Surtey of Sociwal Security wm the Federal Repub-
e of Germany, Ministry of Labor and Socia! Affairs,
1972, for provisions of financial adjustments prior to the
1969 legislation
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excess wags sufficient to finance deficits in the
other system

By 1975, the =ituation had deteriorated to
the extent that the nonmanual workers’ system
had to withdraw funds from 1its reserves to cover
the other component’s shortfall Some ecritics
estimate that a continuation of these trends eould
mcrease the deficit to DM 19-25 billion by the
end of 1977, thereby reducing the reserves by as
much as 50 percent In that event, the coverage
of the fund 1n terms of current expenditures
would decrease from approximately 74 months
to 3 7 months

Before the 1974 recession, Germany, along with
other West European countries, had enjoyed a
relatively low unemployment rate for a number
of years For the 15-year period (1959-73) pre-
ceding the 1974 economic reversal, the average
annual unemployment rate for Germany was 0 85
percent The rate mounted, however, to 17 per-
cent m 1974 and contmued to chmb steadily,
reaching 3 8 percent in 1975

Two factors helped to minimize unemployment
during the recessionary period First, many for-
eign nationals dropped out of the German labor
force and returned to their home countries Be-
fore the recession, Germany had experienced labor
shortages and consequently was forced to 1mport
foreign workers As employment opportunities
began to decline late in 1973, the (Government
stopped foreign labor recruitment and restricted
work visas for foreigners already in the country
Since autumn 1978, the number of foreign na-
tionals working in Germany has declined by
roughly half a million, leaving about 2 milhon
foreigners still employed there The departure
of foreign workers has tended to improve em-
ployment chances somewhat, although many Ger-
man citizens have been reluctant to do the less
pleasant, menmal tasks performed by the bulk of
the foreigmers

Reduced workweeks, resulting both from layoffs
and a trend toward more leisure time for workers,
have also helped reduce the level of unemploy-
ment During the boom economie period, layoffs
were virtually unknown At the beginning of
1974, however, 900,000 persons were affected by
reduced labor requirements occurring mamly in
the automobile and construction mdustries The
number of layoffs was st1ll as high as 600,000 at
the end of 1975 These factors led to a drop m



the number of hours worked by the average wage
earner In manufacturmg—404 hours per week
m 1975, compared with 43 8 hours n 1970

To the national pension system, the sharp
decline 1n employment as well as more moderate
wage mcreases meant a significant reduction n
the annual growth rate of contributions Because
the pension system is based on payroll taxes and
15 dependent on employment and wage levels, pay-
roll tax recepits m 1969-73 rose rapidly along
with an average annual wage increase of 11
percent The rise i contributions leveled off
considerably m 1974 and 1975 as the unemploy-
ment rate increased sharply and the rate of wage
mcreases fell to about two-thirds of the previous
average rate Furthermore, the flight of foreign
workers—who formerly were a financially sta-
bilizing force to the pension system, contributing
more than they received—and the mcreased num-
ber of lnyoffs resulted in more 1ncome loss to the
system ' '

Whitle 1increases in contributions tapered off
as a result of the slack m economic activity,
expenditures continued to climb at a rapid pace
and began to exceed income The “dynamic”
formula for adjusting pensions to changing eco-
nomic conditions, which was mtroduced n 1957,
was intended to act as a compensating mechanism
that would dampen the effects of recession by
mereasmg benefits, partially financed by the re-
serves New pensions or pension Increases were
to be based on the average wage increases of 214
and 314 years before Average benefits 1n 1974
and 1975 rose, as a result, by a little over 11
percent to compensate for the sharp wage and
price rises of the early 1970’s This mechanism
was expected to work 1n a countercyclical fashion
but functions well only with low inflation rates
and high employment levels

OTHER CONTRIBUTING FACTORS

Besides the pressure exerted by the economic
conditions, long-range factors have also placed

’ I'nemployment benefits paid to forelgn workers re-
maining in Germany, however, served to increase un-
employment insurance program costs Since the funds
that finance unemployment benefits are not derived from
the national pension system, these added costs had no
effect on the financing of the svstem
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considerable stress on the pension system Most
mmportant have been the social reforms of the
early 1970’s—ntroduced n the Light of growing
social expectations and based on an optimstic
financial outlook—and the increase 1 the number
of older persons mn proportion to the general
population

Beginnmg n 1970, the Government elimmated
the levy of 2 percent on benefits that was first
mmposed 1 1968 to help defray the amount paid
by the pension agencies to the sickness insurance
funds for pensioners’ health insurance Instead,
these agencies themselves were to make the health
msurance contribution, m an’amount currently
equal to about 17 percent of pension outlays With
medical costs also accelerating briskly, the cost
of this measure exceeded origmal expectations
For the years 1974-73, the pension system’s
contribution to health imsurance mncreased by an
average of about 22 8 percent a year

The mnovations of the 1972 pension reform
package mcluded flexibility in retirement choices,
a speeding up of the indexing process, special
“mimmum” pensions for low-wage earners with
long service, and extension of coverage eligibility
to the entire population ®’ Planners had under-
estimated the number of eligible persons who
would opt for early retirement Recently 1ssued
statisties show that 83 percent of the workers
with 85 or more years of old-age insurance credits
applied for pensions at age 63 mstead of post-
poning retirement until age 65 The hberal pro-
visions of the 1972 reform package, especially
the flexible retirement feature, added substantial
cost to the pension system

Demographic patterns are another element con-
tributing to the current financial stramn In the
mid-1950’s, planners recognized that the system
would be faced with more and more pensioners
and that fewer and fewer contributors would be
left to support the increased pension costs Ger-
many has a national guideline plan in the social
field that allows planners not only to project
the potential demographic and financial patterns
but also to mtroduce measures simed at counter-
ing the impact of such patterns Planners fore-
saw, for example, the need to schedule contribu-
tion rate ncreases over a period of years In

8 Bee (isela C Wang, “Flexible Retirement Feature
of German Pension Reform,” Social Security Bullelin,
July 1973, pages 36-39
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practice, however, the plan did not function as
well as anticipated because the economic condi-
tions of the 1970"s could not be foreseen

v i t

PENSION FINANCING CHANGES -

, Despite prospects for some improvement mn the
economic situation, m October 1976, the Govern-
ment mtroduced three measures aimed at tem-
porarily mmproving finances until other solutions
can be found during the spring 1977 session of
the legislature Under the Government plan, (1)
the nonmanual workers’ branch would hquidate
approximately 10 percent (DM 37 billion) of its
reserves, (2) legislative action would be mitiated
to reduce by DM 3 billion the pension system’s
contribution to the sickness msurance funds, and
(3) the Government would pay DM 275 billion
to the pension system as an advance on a portion
of its annual subsidy

The Social Advisory Council, a group com-
posed of labor and management representatives
and mdependent experts who review the programs
of the Labor and Social Affawrs Mmistry, has
proposed several methods of improving the pen-
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sion system’s finaneial situation One 18 to post-
pone the scheduled July 1977 pension increase for
6 months An alternative would be to reduce the
system’s reimbursement to the sickness insurance
funds by six percentage points (from 17 percent
to 11 percent of benefit costs) and concurrently
mcrease by one percentage pomt (to 11-13 per-
cent of covered earnings, according to the fund})
the sickness mnsurance payroll tax contribution
TUnder other approaches, the pension system could
levy an assessment of 5 percent on pension bene-
fits to defray the health insurance cost or mcrease
the current 18-15ercent pension contribution to
19 percent

In addition to the Social Advisory Council’s
proposals, & number of other changes are, also
being discussed One of these measures mvolves
the deferral of annual pension adjustments from
July 1 to January 1, and linking such adjust-
ments to changes 1 net wages, rather than
changes 1n the more rapidly increasing gross
wages, Or I average earnings over a more recent
period (currently average earnings over 3 years)
Another approach would levy higher Federal
taxes to allow for an mcreased Government sub-
aidy to the pension system

1 '



