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bhQ*D CASE rOh ¢kaTIC JHOVURA-JIT OF THE Phfcfddr
OLD AGE MECUIITY PrtlGiAtt

The present program is defective on both social and economic
grounds* It very obviously fails to meet the social need, as is evi-
denced by the attitude of the overwhelming bulk of the voters. The pre-
sent old-age pensions are totally inadequate in some states, and the
rigid means test as applied to the families of the aged iIs resented.

On economic grounds, the present program is even more open to
criticism. The pressing overall economic problem facing as is that of
excessive capacity to save relative to investment outlets, or stated in
oth< r terms, and acute deficiency of consumer buying po*ver relative to
our capacity to produce. The payment of old age pensions, financed in
part from the general income tax base, provides the obvious solution to
our economic problem. It fits in with the community’s prevailing ideas
as to social justice and involves a minimum of interference with or de-
parture from the set of ideas associated with our system of private en-
terprise and a profit economy. Generalized old age pensions «re a feature
of other capitalistic democracies.

In place, however, of utilising this favorable social attitude

as a mecjis of solving our economic problem, we have actually intensified
that problem by devising a scheme of tax collections in relation to bene-
fit payments that entails a substantial decrease in consumer buying power.
On the old age iInsur nee part of the present program *e will, in the years
1937-39* have withdrawn about 11.7 billion from consumer buying power.
In 1940 the danger of a deficiency In consumption will become especially
acute. In that year, however, the tax rate on old age account will rise
by fifty per cent, coverage will be extended, oiid, assuming no more than
a 1937 level of payrolls, tax accruals will grow to around $900 million,
from #550 million in 1939. The net deduction from buying power will not
only be large in absolute terms, but will be larger than in 1939*

The basic economic defect of our old age program lies in its
failure to take cognizance of the cnanged economic environment relative
to savings ¢jid the outlets for savings. Throughout the major part of our
history our savings were almost automatically translated into capital ex-
penditures and hence added to our standard of iiving. In addition, the
outlets were such the.t ve borrowed from abroad.

The present system of old age insurance, envisaging an excess
of tax collections over benefits for laay years to come and hence a net
addition to the volume of current savings, is based implicitly on the
assumption that such saving will add to our productive facilities, will
add to our annual production of goods «nd services, and hence will permit
the older people to be paid without tending to lower the standard of iiv-
ing of the rest of the community.

The moment it is seen that cidditional savings, so far from re-
sulting in an increase in annual production, merely means that we have
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less of an effective demand for the output of our existing productive
facilities, the economic argument for the existing method of fingoing
old age security collapses.

The remaining argument for the present system is a political-
social one. It is believed that adherence to a particular schedule of
tax rates and increases is necessary for the maintenance of the contribu-
tory principle of old age insurance. The contributory principle, iIn tum,
is regarded as necessary to (&) provide a basis for the differences in
individual oenefit payments necessary in a country with such wide income
differences, (b) do away with the means test and (e) safeguard scales of
benefit payments against reductions by some future Congress.

The various links In tnis argument must be considered separately:

(@ It is difficult to see that the contributory principle
is tied up with any particular schedule of tax payments except
one in which every beneficiary receives back an amount propor-
tional to what he paid in. actually tnis is not now provided,
and further departures were proposed by the Social Security advis-
ory Board. In any case, the bulk of the levy on the employer is
either passed back or passed on to the consumer, so that today
the general consuming public, including farmers, domestics and
people over sixty-Five, is being taxed to provide benefits for
particular workers iIn covered occupations. This is freely ad-
mitted, but it is said that the important thing is that people
snould feel that tney are entitled to an annuity because they
have paid premiums in the form of taxes. The argument at this
point, however, becomes excessively finespun when this psychol-
ogical attitude is tied up with any particular rate of taxes,
and any particular rate of increase in such taxes.

It is doubtless desirable that future beneficiaries should
be conscious of the fact that they are currently paying old age
taxes roughly proportional to their incomes. This helps to
Justify differences In annuity payments and to avoid the test
of dire need to qualify for such annuities. However, a general-
ized percentage payroll or income tax accomplishes this, whether
it covers one-third of the current cost of annuities, as in England,
or a eh larger percentage of the cost, as our present program
provides.

() ¢ ith reference to the argument that adherence to a
particular scnedule of rates and increases safeguards particular
schedules of annuities from change by future Congresses, It may
be pointed out thut the act passed in 1935 is already undergoing
extensive revisions. It is naive to expect that through various
devices we can safeguard an institution or social program from
change, i¢chat people over sixty-five will receive in the year
1960 depends on a host of factors we cannot even visualize.
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