
MONETARY EFFECTS OF THE CREDITING OF INTEREST TO WE OLD-AGE RESERVE ACCOUNT

It has been objected that the diminution of consumer purchases
resulting from the operation of the present old-age security program
is limited to the difference between annual payroll taxes and benefits,
and not to the difference between annual payroll taxes plus interest
credited to the reserve account minus annual benefits*

The basis of the objection is that interest credited to the fund
merely replaces interest paid on the publicly-held debt. The amount of
taxes that are raised to pay interest is the same regardless of the
presence or absence of the fund* It cannot be said, therefore, that
the interest credited to the fund represents a diminution of consumer
purchases additional to the diminution resulting from the excess of
contributions over benefits#

The objection can be met as follows: It is true that the amount
of taxes necessary to pay interest op. the debt is the same regardless
of whether the debt is publicly held or is held by the fund. (The
slight difference in interest rates is here ignored.) The difference
lies in the disposition of the taxes* In the absence of the fund
interest is received by holders of the public debt as current income*
The presumption is that, as current income, a substantial portion of
such interest receipts is spent on current consumption* When, however,
interest is credited to the old-age fund, the Secretary of the Treasury
uses the interest to retire publicly-held debt* Hence, certain holders
of publicly-held debt, instead of receiving income in the form of
interest, receive a lump sum of money representing principal* None of
this is spent in current consumption. It is a net addition to the
supply of money seeking investment and must be matched by a net
increase in the expenditure of money for the making of producers*
goods if the monetary circulation is to be kept up* Hence, from the
point of view of diminution of current consumer demands, it is legitimate
to include interest with contributions*

The qualification should be added, however, that a portion of
the interest that would go to individuals in the absence of the fund
would doubtless be saved, so that the interest credited to the fund
and used to retire publicly-held debt does not represent a diminution
of current consumer purchases to the full amount. This is similar
t5o the qualification that, in so far as the payment of contributions
leads corporations and individuals to cut dox-m on savings they other-
wise would have made, contributions do not result in a diminution of
current consumer purchases to the full amount*
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TEE OLD-AGE RESERVE JTOHD AND THE TAXPAYER

The objection has been made that, from the point of view of

the taxpayer, it makes little difference whether a large fund is

accumulated. In one case taxes go as old-age benefits directly.

In the other, they go as old-age benefits via payment of interest

on the fund. The fallacy in this reasoning is that it overlooks

the existence of the national debt. In the case of the accumulation

of a large fund, taxpayers pay no more interest. It just goes to

different people. In the absence of the fund, taxpayers would

still have to pay the interest on the publicly-held debt, plus a

substantial portion of old-age benefits. In other words, taxes

in the future would be higher if contributions now were lower.
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