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The basic safeguard of the American worker
in his old age is Social Security, which assures
a married man on retirement a maximum of
$1,530 a year (if he has had earnings of over
$3,600 per year for a specified number of years
before retirement and if his wife is over 65).
Obviously, this amount provides inadequately
for old age. Therefore, labor has demanded, and
numerous managements have agreed, that pri-
vate industrial pension plans be set up to supple-
ment Social Security. It is to everybody's interest
that these plans should provide maximum bene-
fits at minimum cost.

Of course no plan can be set up that will be
perfect in detail and acceptable to everyone.
Valid difference of opinion about content or the
weighting of specific aspects is bound to exist;
minor points are inevitably subject to revision as
experience develops. But that should not lessen
the possible value of the proposal made in this
article; if anything, it should emphasize the im-
portance of further exploration in the same
direction.

Accordingly, I should like to propose a pen-
sion plan whereby a company can provide each
employee of 35 years of service with a life pen-
sion averaging $ i ,000 per year during his retire-
ment (regardless of age, and of course in addi-
tion to his Social Security), this pension to con-
tinue during the life of the employee's widow,
leaving an estate of between $9,000 and $20,-
000 on her death, and costing less than $2 a
week in premiums during the employee's work-
ing life. The first reaction of most businessmen
and economists may be surprise and doubt; and
certainly no one can foretell the future exactly.
In the following pages, however, I shall try to
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show how a pension plan can be set up along
these lines and why it is reasonable to expect
that so much can be accomplished for so little.

To help guide the reader through the discus-
sion that follows, let me list, very briefly, some
of the salient characteristics of the proposed pen-
sion plan:

(1) The plan assumes a premium of 5 cents
per hour or $100 per year. The premium is in-
vested in shares of an open-end accumulative in-
vestment fund, whose assets will be placed entirely
and continuously in industrial common stocks.

(2) On retirement the employee wifl be entitled
annuafly to 7 % of the shares standing in his name.
Although he is not entitled to specific amounts of
dollar benefits, he can expect to receive more dollars
than he would under a conventional program.

(3) Since the value of the shares can be expected
to increase at an average rate of 7% per annum
or more, subject to 40% fluctuations above and
below tlie average, the employee is assured of a
fluctuating but nondiminishing pool of capital
standing in his name.

(4) This pool can be expected to have a normal
value of about $15,000 for the worker retiring
after the usual service period (35 years) and to
produce a normal pension in the neighborhood of
$1,000, or tvidce what a pensioner vpith the same
service would receive under a conventional plan.

(5) This pension would continue at the same
rate for the worker's widow, and on her death the
S15,000 pool of capital would be available to their
heirs. This is a completely new feature.

Comparison with Other Plans

How does the proposed plan compare with
other plans with respect to costs and benefits?
Any comparison is likely to be unfair, but it is
far easier to evaluate the advantages and disad-
vantages of the plan if it is measured against a
typical conventional plan.

Relative Costs

Most pension plans promise to pay a certain
number of dollars per annum to retired em-
ployees, the amount varying with the individ-
ual's number of years of service. Theoretically,
the cost of the plan in dollars can be accurately
forecast by actuaries, provided their assumptions
on longevity and interest rates prove correct. In
any event, although this cost is usually not part
of a pension agreement between labor and man-
agement, there frequently is an understanding
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that the plan is expected to cost so many cents
per hour, and bargaining goes on as to what the
company can afford. Thus it might be estimated
that the cost would run to 10 or 15 cents per
hour per employee.

Such estimates are misleading to the layman
for the reason that in most cases about two-thirds
of the estimated costs are for past service bene-
fits. When these arrears have been made up in
10 or 15 years, the normal continuing costs will
be about one-third the stated estimate. It is
these current or continuing costs, the most sig-
nificant in the long run, that make the best
basis for comparison. Eor purposes of clar-
ity and simplicity, therefore, only current costs
wHl be considered in the rest of this article.

I believe that a company should, if possible,
pay for a level of benefits similar to that dis-
cussed in the next section. To be sure, that level
is somewhat arbitrary; yet it approaches a rea-
sonably satisfactory solution to the financial-
need problem of most retired employees and is
therefore a good goal at which to aim. To obtain
such benefits would require a normal premium
of $100 per employee, or 5 cents per hour for
2,000 hours. This may be slightly more expen-
sive than current costs of around 4 cents under
a conventional plan, but it is still well within
the capabilities of the average company. In-
deed, when it is recalled that in the recent steel
wage controversy the managements offered an
increase of 20 cents an hour, a total pension
program cost of 5 cents an hour seems like small
change!

Of course, if the company's circumstances
make it inadvisable to pay 5 cents an hour, there
is no reason why it could not pay 4V2 cents or 4
cents. Such a decrease in costs would mean a
corresponding decrease in benefits, but the plan
would in no way be invalidated; a great step
toward providing retirement security would still
be made. There is no reason, furthermore, why
the company could not make some such compro-
mise in costs as paying 4 cents an hour for em-
ployees under 40 years and 5 cents an hour for
employees over 40.

T'he important point, however, is that the
current costs of the proposed plan are actually a
good deal lower as a percentage of henefits than
the costs of any conventional plan. Eor instance,
the same benefits that cost 5 cents an hour
under the proposed plan would cost 12 to 15
cents an hour under the conventional plan.
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Substantial Benefits

Let us turn now to the matter of benefits. As
EXHIBIT I indicates, they are very substantial
indeed when compared with the conventional
plan. But first let me make one observation: the
benefits envisaged in EXHIBIT I are conserva-
tively estimated, I believe. Actually, if this plan
had been in existence during the last half cen-
tury, employees who had retired with 3 5 years of
service would he enjoying henefits 50% larger
than the figures indicate. This is because the
actual return on capital invested in industrial
common stocks during that period has been bet-
ter than 8̂ /2 % — or over a fifth larger than the
7% return I have assumed (note that this 7%
is the annual return on capital underlying the
computations, not the annual withdrawal by the
pensioner shown as such in the table).

The possibility of even such a moderate amount
of variation may make the plan less acceptable
from the point of view of labor, but I am convinced
that the benefits, when explained, will be seen to
more than compensate for this feature. Eor one
thing, most industrial workers have experienced
some fluctuation in their weekly pay checks, so a
fluctuating pension would probably not be so dis-
turbing to them as to salaried workers.

Still more significant is the fact that living costs
also vary. In the three decades 1920 through 1949
they ranged from 140% of the 1939 level in 1920
to 95% of that level in 1932 — and rose to 170%
in 1950. The fluctuations in living costs cor-
responded in a general way with fluctuations in
stock prices including cash dividends — the basis
of pension pa\'ments under the proposed plan.
There is no precise year-by-year or month-by-month
correlation (in 1920, for example, prices and divi-
dends were down while the cost of living was up),
but there is an unmistakable tendencv for the

EXHIBIT I. BENEFITS UNDER THE SEDGWICK PLAN, BASED ON AN AVERAGE TOTAL INVESTMENT
ACCOMPLISHMENT OF 7 % , COMPARED WITH TYPICAL CONVENTIONAL PLAN

Age at
entrance

( I )

2 0

2 5
3 0
35

4 0

45
5 0
55

Years of
service
in plan

( 1 )

45
4 3
35
30

2 5
2 0

15
1 0

Total
accumu-

lation
(3)

$30,575
21,361
14.791
10,107

6,768
4,387
2,689
1,478

Average
annual

pension *
(4 )

At 7%

$2,140
1,495
1.035

7 0 7

At 8%

5 4 1
3 5 1
2 1 5
1 1 8

Total pension
including

Social Security
Pro- Con-

posed ventional
plan plan
(5) (6)

annual withdrawal hy

$3,670 $2,070
3,025 2,070
2,565 2,070
2,237 2,070

annual withdrawal hy

2,071 1,980
1,881 1,890
1,755 1,800
1,648 1,710

Total widow's
pension including

Social Security
Pro-

posed
plan
(7 )

pensioner

$2,905
2,260
1,800
1,472

•pensioner

1,306
1,116

9 8 0
883

Con-
ventional

plan
(8)

$765
765
765
765

765
765
765
765

Estate or
death benefit

at 79
Pro-

posed
plan
(9 )

$30,575
21,361
14,79^
10,107

5,922

3,839
2,353
1,293

*
Con-

ventional
plan
(10)

0

0

0

0

0

0

0

0

* Subject to an estimated maximum fluctuation of 40% .

The following are some of the features of the
benefit plan set forth in EXHIBIT I that are espe-
cially important:

(1) While the pension paid under the plan
must he considered as subject to a possible fluctua-
tion of 40%, the actual degree of variation would
be much less when combined with Social Security.
Thus, for instance, the total pension paj'ments
which a married man would receive after 3 5 years'
service under the proposed plan could be expected
never to var\' more than 16% from the figure
shown in EXHIBIT I, column 5 (and rarely if ever
would he experience a change of as much as 2%
or 3% in a single month). In other words, his
pension averaging $2,565 per year might fluctuate
at one time up to a maximum of $2,979 ^ t
another time down to a minimum of $2,151.

trends to be parallel. In other words, the record
indicates that under this plan payments would be
up in good times when living costs are high and
down in bad times when living costs are low.

(2) While the conventional pension plan does
not fluctuate in dollars, we should not forget that it
is likely to be utterly unstable in purchasing power.
The cost of living, which has varied so enormously
during the last 32 years, will in all probability con-
tinue to fluctuate. Is there any advantage in an
assured number of dollars 40 years hence when
there is no assurance of what they will buy?

The basic difFerence between the conventional
pension plan and the proposed program might be
put this way: the first makes a promise in dollars;
the second provides more of an assurance of pur-
chasing power. On this score, too, there may be some



doubt in labor's mind. The fact is, however, that
more and more plans are being agreed on which in-
clude a small proportion of common stocks; and
while this is more often than not designed simply to
reduce costs, it does bring the workers that much
closer to the purchasing-power idea.

(3) In order to increase the current pension,
the withdrawal rate for men over 40 at entrance
is raised to 8% instead of the normal 7%. This
would make the pension received under the plan
(column 4) tend to decrease at an annual rate of
1%, which in 14 years (the estimated life span
of a pensioner) would amount to a reduction of
roughly i2V2% in that part of his retirement
income. When combined with Social Security,
however, the shrinkage is insignificant. A man
entering the pension plan at 40 would expect his
total pension to shrink only from $2,071 the first
year to $2,003 the fourteenth year.

EXHIBIT I shows that for the older men, even
with the 8% withdrawal, the proposed pensions
are only slightly under those of the conventional
plan. Since the widow's total pension under the
proposed plan is much larger, and since there is a
provision for death benefits, the older men never-
theless stand to gain.

(4) On retirement two workmen out of three
will usually be found to have worked 30 or more
years for the company retiring them; that is, they
will have begun to work for the company at from
20 to 35 years of age. Eor this reason the figures
for the 20-35 year age groups in EXHIBIT I are
much more significant than those for the older
groups. Since the majority' of men retiring have
worked in the company concerned for 35 years
(have entered emploj'ment there at age 30), the
figures for that age group have been italicized.

A real appreciation of the superior benefits of the
proposed plan can be gained from a glance. Eor
instance, the proposed plan offers 25% more
income for the 30-year age group; for widows of
these men, the differential is even greater —
145% more income. As for death benefits, there
is no comparison; the conventional plan offers none,
while the new plan gives the worker's heirs his
full accumulation. The death benefit may lead to
immense social gain, as I shall show later, in
addition to providing an obvious increase in finan-
cial security' for the worker's family.

Should a worker in the proposed plan entering
at 30 years of age become totally disabled or die at
60, he or his widow would be entitled to the same
pension that he would have received at 65 had he
entered at 35. In other words, he would have the
benefits accruing from 30 years in the plan.
Similarly, should he become disabled or die after
15 years, he or his widow would have the same
benefits as a pensioner who entered the plan at
50 years of age.
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(5) The proposed plan would not be suitable

for men entering at over 55 since there would be
too little time to build up adequate reserves at an
average price level. This group is naturally small
and statistically, at least, not so important in the
whole picture. A suitable stopgap arrangement
would be to offer men over 5 5 $ i o per month on
retirement for life vdth no death benefit and no
widow's pension. This compares with around $15
per month under the typical conventional plan.

(6) The conventional plan has no vesting. If a
man leaves his employer prior to age 65, he loses
all pension rights. By contrast, under the proposed
plan there is 100% vesting. Thus a man who left
the company's employ at age 5 5 would be entitled
at 6 5 to whatever pension his previous earnings had
assured him. Nonvesting has the efiFect of chaining
a man to his job though he would greatly prefer to
seek other employment. Most sociologists consider
this very undesirable.

(7) To get any compensation for disabihty
under the conventional plan a man must have
reached 50 years of age and have had 15 years of
continuous service. Under the proposed plan he
would be entitled to whatever pension the reserves
he had accumulated would produce.

The question that the reader may quite nat-
urally be asking now is: How can the proposed
plan, at a cost of roughly 5 cents per hour and
using industrial common stocks as the invest-
ment medium, produce benefits that would cost
three times as much under the conventional
type of plan? \\%at grounds are there for be-
lieving that this apparent miracle can ever
be achieved?

Performance of Common Stocks

The investment experience of the 80-year
period between 1870 and 1950 is the basis for
my estimates of the benefits that can be gained
from a fund invested in diversified common
stocks. The Cowles Commission report, Com-
mon-Stock Indexes, 1877-7937^ (regarded as
authoritative and of the highest statistical accu-
racy by competent economists) shows that the
average annual investment accomplishment of
all the industrial common stocks listed on the
New York Stock Exchange during that period
was 8.8% — the average annual increment re-
sulting from income (6%) plus appreciation in
market value (2.8%). EXHIBIT II shows how
a fund invested and reinvested in these stocks
would have grown over the 67-year period. As

' By Alfred Cowles and Associates (Bloomington, In-
diana, Principia Press, Inc., 1938).
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for the years 1938-1951, studies covering the
period point to an average annual investment
accomplishment of better than 12%.

One is impressed by the over-all regularity
of the investment accomplishments during these
80 years. Note that even after the collapse of
1929 and during the great depression of the
1930's it took only four years for the fund to
re-establish its actual market value on the nor-
mal trend line. It becomes clear that for 80
years, during prosperity and depression, during
conservative Republican administration and lib-
eral Democratic administration, during periods

The present-day business executive or union
official who lived through the nightmare of the
big depression will naturally wonder how this
plan would have stood up in the trying period
of the early 1930's. So let us test it in specific
terms. An employee who had joined the plan
on January i, 1898 (supposing it had been in
operation so long), at 30 years of age, would
have accumulated a pension reserve of better
than $14,000 when he retired on December 31,
1932! And his pension the first year of retire-
ment, 1933, would have been close to the esti-
mate shown in EXHIBIT I. (This is due to the

EXHIBIT II. STOCK PRICE INDEXES, 1871-1938
INDO INDEX

0.000

SOURCE: Cowles Commission Industrial Indexes (reproduced by permission).

of advancing retail prices and during periods of
stable prices, during high corporate federal in-
come taxes and 7zo federal income taxes, the
trend of better than 9% has continued with only
temporary interruptions. An amount of $1,000
so invested, with dividends reinvested, would
have grown to $248,360 over the period from
i 8 7 i t o i 9 3 8 ! As noted, despite this record it
has seemed more conservative to assume in the
future a total net investment accomplishment
of 7% for the purpose of this study. This will
allow ample leeway for an investment and ad-
ministrative cost of V4 oi 1% annually.

fact that actual investment accomplishment dur-
ing the 34 years up to 1932 was 8.5% or 1.5%
better than the 7% on which the calculations
are based.) In other words, even in terms of
1932 — and it is unlikely that the future will
hold any more acid test than that year — the
employee would have received the pension
which he had been told was "normal," though
for the sake of prudence he also would have
been warned that he might receive 16% less
than that amount (assuming Social Security also
had been in effect).

In general, as EXHIBIT II indicates, pensions



are unlikely to run either above or below the nor-
mal for more than five or six years at a stretch.
Thus during the average period of retirement —
14 years — the employee would have about as
many years of pension income above normal as
below. Eurthermore, since his pension income
would fluctuate roughly with the cost of living,
it is reasonable to assume that the ups and downs
would not significantly affect his real economic
welfare.

Operation of the Plan
The proposed plan is, as noted, unique in that

it makes two different types of payments — re-
tirement income to the employee and his wife
and an estate to their heirs. Obviously, there
must be some radical departures in the mechan-
ics of operation and system of payment.

Mechanics of Shareholding
The mechanics of the proposed plan are rela-

tively simple and, thanks to modern mechanized
bookkeeping, inexpensive. Presumably, the ma-
chinery would be handled by a bank or trust
company, though a corporation could set up its
own department if it were sufficiently lar^e.
There is no reason why the total cost of opera-
tion, including investment management, should
be more than V4 oi 1% per annum.

At the end of each quarter a company would
turn over to the pension repository a sum equal
to $25 for each of its employees who had worked
400 hours during that quarter. (If a man had
not worked the required 400 hours in a quarter,
the company presumably would make no pay-
ment for him in that quarter; but if during the
year he were to work a total of, say, i ,700 hours,
he would be entitled to a total premium payment
of $ 100 regardless of the fact that in one or more
quarters he had failed to work 400 hours. Of
course, if an industry were extremely cyclical,
it might be necessary to drop the minimum
number of hours to something like 300 per quar-
ter, the added burden being at least offset in part
by those quarters in which employees worked
more than 500 hours.)

The repository would set up an open-end in-
vestment fund whose shares would be originally
priced at $5 each. To illustrate how this would
be handled, let us take the case of a company
whose first payment is $100,000 for the account
.of 4,000 employees:
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The investment fund would immediately invest
the $100,000 in a diversified group of industrial
common stocks, and each employee's account
would be credited with five shares of the stock.

Now, let us assume that the stocks owned by
the investment fund increase i % in market value
(5 cents per share) and that they earn dividends
in the amount of $1,000 (another 5 cents per
share) during the first quarter.

On receipt of the second-quarter check for
$ 100,000, each employee's account would again be
credited with the equivalent of $25. But this time,
with the value of a share now $5.10, the $25 can
buy only four additional shares — $20.40, leaving
a cash balance of $4.60. Thus at the end of six
months each employee would have nine shares of
stock worth $45.90 plus $4.60 in cash.

Suppose, further, that by the time of the next
quarter's payment the shares have risen to $5.30.
The amount credited to the employee's account
would again be five shares — $26.50, purchased
with the $25 just received and $1.50 of the $4.60
cash balance. The employee would then have 14
shares of stock worth $74.20 and a cash balance of
$3.10.

The process would continue as indicated, witb
the idea being to keep an employee's account fully
invested except for a cash balance that is less than
the value of one full share.

Note that changes in the number of employees
would not present any real difficulty. Eor instance,
if the company were to add 100 employees during
the first quarter as outlined above, the company
would simply turn over $102,500 (rather than
$100,000) to the investment fund for purchase
of common stocks, and the new employees would
start ofF with four shares of stock worth $20.40,
and a cash balance of $4.60; at the end of the
following period they would have nine shares of
stock worth $46.90 and a cash balance of $3.10;
and so on.

A possible complication does arise from the fact
that over a period the shares would increase in
value through the reinvestment of dividends and
natural appreciation, though from time to time
they would temporarily shrink. Ultimately, the
value of a share would rise far above $5. Under the
circumstances, it might be more convenient to keep
the value fairly close to the original level — for
instance, by declaring a 20% stock dividend
whenever the value reached $6.

Mechanics of Payment

As noted earlier, under normal conditions an
employee's fund at the end of 3 5 years of work
should be in the vicinity of $15,000 (see EX-
HIBIT i). Eor example, by the date of retirement
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he may have accumulated 3,000 shares each
worth $5 (plus a cash balance of $3.75, which
could be given to him immediately or at least by
the end of the first month). Each year of his
retirement he would be entitled to 7% of the
shares then standing in his name at the begin-
ning of the year, or one-twelfth of 7% each
month. This is the way it would work:

Each month this employee would be entitled to
3,000 shares X 7% X K2. which comes out to
17.5 shares. He would therefore receive the pro-
ceeds of 18 shares (the nearest amount in full
shares). So, assuming that at that date they were
still worth $5 each, he would get a check for $90.
He would then have 2,982 shares left.

On the last day of the second month the shares
might be worth $5.02 each. Applying the same
formula as before to his 2,982 shares, he would
be entitled to 17.395 shares and would receive the
proceeds of 17 shares (again the nearest amount
in full shares), or $85.34; and he would have
2,965 shares left.

After three years of this process — to skip
ahead — the employee would have received the
proceeds of shares amounting to about 20% of
his total holding as of retirement.

However — and this is the important point —
the value of the shares would probably have risen
by virtue of market appreciation and dividends;
and if this increase approximated the long-term
average rate which it seems reasonable to expect
(conservatively), then the remaining shares would
be worth enough more to ofEset their smaller
quantity.

Though three years is too short a period to
average out possible fluctuations, it may be illustra-
tive to point out that, at 7% cumulatively, the
value of each original $ 5 share would have risen to
$6.13, which is roughly a 20% gain to match
the 20% drop in number of shares still held.

Either that, or the tirustees of the fund would
have brought the value down again to S5 by a
20% stock dividend, in which case the pensioner's
holdings would be restored to what they were at
retirement.

Moreover, if total investment results were better
than 7 %, then the value of the pensioner's hold-
ings would be even greater than originally, either
in per-share worth or because of larger stock
dividends — always remembering that over any
short-term period the investment results may be
less than a 7% average, even to the extent of a
temporary loss in the value of the pensioner's
holdings. , , , j .

Obviously, the fact that the pensioner s holdings
would tend to remain intact while he drew his

pension means that the same pension would be
available to his widow and that after her death there
would be an estate for their heirs.

On all these features a good deal of elasticity
is possible. Eor instance, the plan could provide
that the pensioner or his widow could leave his
or her shares to continue to accumulate, or even
that the heirs (after the death of the spouse)
could elect to continue for their lifetime with-
drawing as the pensioner had at the rate of 7%
instead of receiving the principal. Indeed it
could be made optional for the employee's bene-
ficiaries to elect a lower rate of withdrawal per
annum, say 3 % , which would assure them both
a modest return on the capital and a slowly grow-
ing nest egg. It would also be quite practical to-
allow beneficiaries the withdrawal of all or part
of the fund as of the first of each month. Fur-
thermore, rates of return varying between 1%
and 7% could be elected by the beneficiaries „
and even changed from time to time, though
probably the exercise of this option should be
limited to not more than once a year, or even
less often, in order to keep down administrative
expenses.

Policy and Management
Some important questions arise when we turn-

to consider the investment policy and manage-
ment of the proposed pension fund. Should
limits be set on the size of the fund? ^Tiat if
the investment performance of common stocks
in the future falls below 7%? WTio should
operate the fund? Can the company which has
already set up a conventional type plan switch
over? And so on.

Size of Fund
At first glance it might seem wise to form a

joint fund which would embrace an entire in-
dustry, like the steel or automotive industry,
and this could be done without restricting the
individuality of the member plans. It would be
quite possible, for instance, for different com-
panies to have pension plans of differing degrees
of generosity and yet use the same fund. One
could contribute $150 annually per employee,
another the $100 envisaged here, and a third
$80; or one company could allow withdrawals
at the rate of 6% to pensioners, another at 7%.
and a third at 8% — all without disrupting the-
mechanics of the fund's investment manage



ment. However, it might be unwise to put to-
gether enough companies to make a fund any
bigger than the $2 billion which would even-
tually be necessary to take care of one of our in-
dustrial giants such as American Telephone &
Telegraph Company, Standard Oil of New Jer-
sey, General Electric, General Motors, or United
States Steel. Perhaps even a fund of this size
is undesirable because of the amount of power
it concentrates in the hands of its trustees. At
the same time, I see no reason why the same
investment management should not service a
number of funds no matter how much they
amount to in total, so long as the policies con-
trolling individual funds remain independent.

On the lower side, I think a fund should have
a possible goal of at least $10 million. Otherwise
it will be difficult, if not impossible, to secure
competent management. To the extent that
many excellent companies can never expect to
have a pension fund of that amount, the solu-
tion is to join v\̂ ith other companies in the same
area or the same industry or to make use of an
independent fund set up specifically to serve
smaller companies.

On balance, I feel that the ideal size is be-
tween $50 million and $500 million. Eor a $50
million fund it should be possible to secure top-
notch management; and $500 million would not
be so much as to be unwieldy, particularly since
(as developed in the next section) there should
not be frequent changes in portfolio.

Investment Policy

On the basis of my own experience during
the last 25 years as an investment adviser and in-
vestment trust director, I believe that excellent
long-term results may be obtained without many
changes in an investment account. In this con-
nection, it should be pointed out that the Cowles
Commission study, which shows an 8.8% aver-
age annual accomplishment in the 1871-1937
period, assumes no changes of investment except
to acquire shares in new corporations as they
were listed on the New York Stock Exchange.
In other words, the plan is based on a represent-
ative or even across-the-board list of industrial
stocks on the New York Stock Exchange.

The reason for avoiding the rails and public
utilities is simple. The Cowles Commission's
study shows that from 1871 to 1937 the annual
average income plus appreciation amounted to
only 4.6% for railroads and 6.3% for public
utilities. My own personal opinion is that rate
regulation was perhaps the major cause for these
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two groups doing less well than the industrials.
The earning power of a railroad or public utility
has to satisfy both its stockholders and em-
ployees, as does an industrial; but on top of that
the regulatory commissions prevent the manage-
ment from charging all the traffic will bear.
Also, unlike industrials, railroads and utilities
are required to maintain a fixed pricing policy.
Eurthermore, regulation is never sufficiently
flexible to avoid unduly hampering the genius
and enterprise of management; unfortunately,
though regulation may be equitable and neces-
sary (where the public has granted a monop-
oly), it does hamper business profits.

At the same time, though public utilities and
rails have done considerably less well over the
years than industrials, I could not favor forbid-
ding their ever being in the portfolio of a com-
mon stock pension fund. It is always possible
that conditions may change enough to justif}'
their inclusion — particularly in the case of
public utilities, which have recently been mak-
ing a relatively favorable showing.

Values in the Future. More important is the
question whether the profits of industrials will
be as good during the next half century as they
were during the last 80 years. Of course, no one
can say, but there is as much respectable eco-
nomic opinion to the effect that they will be
larger as that they will be smaller.

The business community, to be sure, has usu-
ally forecast diminishing profits. It reasons that
while, on the one hand, we have the continuing^
advance of science (both pure and applied),
improved management and production tech-
niques, and an increasing standard of living, all
tending to raise profits, we also have, on the
other hand, the wage demands of labor and the
increasing burden of taxation. If the reader
studies EXHIBIT II, however, I believe he will be
impressed by the fact that increased wages and
taxation have not in the past adversely affected
the over-all performance of industrial stocks. If
the chart were brought up to date, striking evi-
dence would appear that the performance of in-
dustrial common stocks has improved since
World War II despite wage and tax rates greatly
higher than at any previous time when the coun-
try was not engaged in all-out war.

But suppose that the United States does not
continue to be such a dynamic and expanding
economy. Suppose that the gloomy forebodings
of the technocrats and those disheartened bv the
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great depression, which did not come true dur-
ing the 1930's or 1940's, do yet come true at
some date in the future. In such an event, there
is no doubt that the rosy prognostication in this
article, despite the use of a conservative 7%
growth factor instead of the 8% plus which has
prevailed, will fail to materialize. Suppose over-
all performance is 5% instead of 7%; then a
pension fund accumulated over a period of 35
years at $100 annually would only amount to
some $9,500 at the end of the period. But even
this would obviously provide a more generous
pension than the $5,600 that would be accumu-
lated by orthodox methods in a bond fund with
a net yield of 2V^ %. In other words, should the
over-all performance of industrial stocks be only
55% as good in the next half century as it has
been in the last 80 years, the proposed plan will
still function better than the ortJiodox type.

Moreover, one of the most reassuring things
in connection with the historj' of industrial
stocks is that their investment performance does
not hinge on monetary value trends. It is true
that since 1900 there has been a rising price
level, which naturally tends to help the over-all
performance of industrial common stocks; but
during the 30 years from 1871 through 1901, a
period of static or receding prices, the stock in-
dex performed as well as in the decade 1910-
1920, which saw a very sharp increase in com-
modity and retail prices all along the line. In
other words, the outlook for investment per-
formance in the future does not, apparently,
depend on the outlook for a rising commodity
price level. Also, of course, if we enter a period
of long-term deflation — unlikely as that now
seems — the pensioner will not need so many
dollars to maintain his purchasing power.

On the other hand, if continued inflation is
in fact our prospect, the investment performance
of the proposed fund can be counted on to go
a long way in protecting the purchasing power
of pensioners. While they cannot be promised
protection against inflation, it is generally agreed
on the basis of past experience that the value of
industrial common stocks increases substan-
tially, if not in direct proportion, with an in-
crease in the general price level. In this connec-
tion it is interesting to note that an unpublished
study of the Erench post-World War I inflation
of 1919-1927, made by William E. Morton and
Theodore E. Drury of the State Street Research
& Management Corporation (Boston), shows
that a list of 288 common stocks rose in value in

almost direct proportion to the 150% advance
in the cost of living.

By contrast, during the last 15 years the 90%
increase in the cost of living has thrown out the
most careful calculations as to the adequacy of
orthodox pensions and has forced certain large
companies and institutions to supplement pen-
sions which were originally assured by compe-
tent actuaries to be adequate.

Distribution of the Fund. Inasmuch as the
over-all total results of the industrial common
stocks reported by the Cowles Commission
were so good, it is significant to observe that at
each stage each company's stock was weighted
according to its total market value. Thus, if the
calculations were continued to today, there
would be roughly ten times the commitment in
a company like Ceneral Motors as in Interna-
tional Harvester.

In terms of future investment policy for a
fund, the implication is that if a company ex-
pands from modest beginnings to an industrial
giant through sound growth, the fund does not
constantly cut back its investment but allows it
to grow in a manner which orthodox investors
might regard as being out of all proportion to
their other commitments. In my opinion, this
practice of allowing investments to grow as far
and as fast as they could, which was in effect
assumed by the Cowles Commission study, was
what made the astonishing record possible de-
spite the fact that it included nearly every indus-
trial stock listed on the New York Stock Ex-
change.

Other Questions
A variety of other questions are likely to arise

at the policy level for a company interested in
the proposed pension plan:

1. Management of funds — Obviously it is of
great importance to obtain the best possible man-
agement for the pension fund — not only in terms
of efficiency but also from the standpoint of
courage, faith in America, and steadiness in the
face of even the sharpest disturbance in the stock
market, which would he essential to the operation
of an all-common stock fund.

Under present federal law, the management of
a pension plan may be selected by the corporation
or it may be agreed on jointly by labor and manage-
ment. A suitable arrangement might be a board
of three trustees, one representing labor, one man-
agement, and one selected by the other two. The
trustees, in turn, might choose a bank to handle



all the mechanical details including custodianship
of the securities, setting up employee accounts, and
the payment of pensioners; and they might entrust
the management of the portfoho to a bank, employ
independent investment counsel, or organize an
adequate investment staff themselves (a procedure
that would be especially appropriate for a fund
likely to run, eventually, into many millions of
dollars).

In the bylaws or prospectus of the pension plan
agreement it should be clearly stated that unless
there were the strongest reasons for a change in
policy, the fund would be kept continuously in-
vested in a large .number of industrial common
stocks, presumably all of them listed on the New
York Stock Exchange; and, furthermore, that re-
liance would be placed primarily on a general list
of stocks, reflecting confidence in the broad growth
of the American economy, rather than on attempts
to concentrate on attractive-appearing industries or
to evaluate the business cycle.

2. Companies with existing pension plans —
Is it too late to change over to the proposed plan
for companies that have had a conventional plan
in operation for 5, 10, or 15 years? My answer
to that is no.

Actually, changing over can be quite simple as
far as tiew employees are concerned. All that is
necessary is to install a second plan along the hnes
proposed in the preceding pages and have all the
new men join it as they enter the company's
employment. I am assuming, of course, that most
new employees would not be over 40; that is, they
would be employed for 25 or more years if they
stayed with the company until retirement. Such
men could look forward to great advantages, and
the extra administrative expense of carrying two
plans for a period would be worth while. Even for
the newcomers over 40, the proposed plan should
offer as much as or more than the orthodox plan.

If a company and a union also wish to change
over the present employees, the task is more com-
plex but still quite feasible. It seems to me that
men who are 10 or less years from retirement
might be allowed to elect whether or not to enter
the new plan, with all others being transferred
automatically.

Whether or not the reserves that have been
built up under the pre\'ious conventional-type plan
should he divided pro rata per employee, so that
those transferring to the new plan could have their
shares transferred, is an open question. If it is
decided in the affirmative, the money should be
used gradually, say over a period of 10 to 15 years,
to buy shares of the common fund. If it is decided
in the negative, the reserves should be used to

^For example, see Laurence J. Ackerman and Walter
C. McKain, Jr., "Retirement Programs for Industrial
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give the retired worker the benefits under the
original pension plan that he had become entitled
to before changing over.

3. Reserves and longevity — In the case of
workers entering the plan at a late age, the pro-
posed program is exposed in part to the same risk
as that which conventional programs face — the
chance that the average longevity of company em-
ployees will exceed expectations.

The situation with regard to increasing longevity
is well known by REVIEW readers.^ Briefly, during
the last half century the hfe expectancy of the
average male at age 20 has increased about 16%.
Whether it will increase a like amount or more or
less in the next half century is a matter on which
it would take a bold actuary to hazard even a
guess. But certainly modern drugs, modern
hygiene, and modern safet}' devices are still per-
forming miracles.

The point here is that the orthodox pension
plan counts on a certain percentage of workers
dying before 65 and the rest living to an average
age of 79 or thereabouts. Should 10% more men
survive to 65, 10% more pensions would have to
be supplied than originally contemplated; should
the average hfe span of a pensioner increase to
85, pension reserves would be utterly inadequate.
This very possibility has led at least one leader in
the pension field to advocate placing the orthodox
pension plan in an insurance company, which can
recoup in its life insurance department the losses
that unexpected longevity' may produce in a pension
plan.

Admittedly, these dangers are not completely
avoided for the older men entering the proposed
plan, because their pensions are calculated to de-
cline I % per year; the benefits cited in EXHIBIT I
would accordingly be less if these men surpassed
their life expectancy. But for the average man,
who enters at age 35 or under, it makes no differ-
ence how long he lives; his pension remains un-
changed. And if he dies in harness, his heirs
receive the capital of his pension; it does not revert
to the general pension fund, and no schedule of
benefits is affected. Therefore, if the anticipated
number of workers fail to die by a certain age, the
proposed plan, unlike the orthodox plan, is not
faced with inadequate reserves.

Sociological Implications
The main sociological implications of the pro-

posed plan spring from the fact that after the
death of an employee who has worked, say, 35
years, and after the death of his wife, their heirs

Workers," HARVARD BUSINESS REVIEW, July-August
1952, pp. 97-98.
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stand to receive an estate of somewhere between
$8,900 and $20,700. If there were four chil-
dren, in other words, each child would receive
an inheritance of from $2,200 to $5,200. Think
what this might mean.

Broadening Ownership

It seems to many competent observers that
our American society has a great weakness in
the fact that the nation's facilities for production
and distribution, which the Cowles Commis-
sion's report shows to be so enormously profit-
able, are almost entirely owned by less than
10% of the families in the country.^ Even our
largest corporation has only a million stockhold-
ers out of 155 million Americans! Were we a
purely agricultural country with nine-tenths of
the arable land owned by one-tenth of the fami-
lies, everyone with an awareness of history and
current events would agree that we were beaded
for trouble if not for disaster. Might not a simi-
lar situation bring a similar danger in an indus-
trial economy? Might not the ownership of our
production and distribution machinery by a
small minority invite Socialism or even Com-
munism?

In the countries behind the Iron Curtain the
state has simply confiscated all industry and all
systems of distribution. In the countries of
Western Europe the state has either pre-empted
from the beginning the ownership of certain in-
dustries, or it has acquired them, as it did re-
cently in England, by forced sale. Had the own-
ership of basic British industries been widely
distributed through large segments of the popu-
lation, I wonder whether the Socialist experi-
ments vv'ould have enjoyed such widespread
popular support.

If the pension plan outlined in the preceding
paragraphs finds acceptance, it should mean that
in 50 years there might be 20 million employees
and pensioners representing 15 million families
(on the basis of a population "guestimate" of 60
million families and 250 million people in 2,000
A.D.) who would ov^n, through the medium of
pension funds, property in common stocks aver-
aging close to $10,000 per family, or a grand
total of $150 billion. If present ownership
trends continue, by contrast, there should be
only about 6 million families owning industrial
common stocks in 50 years.

The significance of the proposed plan, in
° L. H. Kimmel, Share Ownership in the United States

(Washington, D. C., The Brookings Institution, 1952).

Other words, is that the ownership of the pro-
ductive and distributive system of the country
should be more than tripled during the next half
century, so that instead of one-tenth there would
be nearer one-third in the capitalistic class. This
still would be an inadequate proportion, but it
would be a long step in the right direction —
and one which would immensely strengthen the
case of free capitalistic enterprise before the elec-
torate.

Some skeptics may question the above argu-
ment. Will simply owning only a few thousand
dollars' worth of shares in a pension fund make
employees keenly aware of their stake in the
capitalist system? I think so. The man who
owns a $10,000 house looks at real estate prob-
lems very difli'erently from one who lives in a
tenement. As a matter of fact, it is my experi-
ence as an investment adviser that the newer
owners of capital, regardless of the size of their
holdings, are the ones who are most keenly aware
of the benefits of the system and who are its
staunchest supporters.

Need for Investment Money
But, the reader may ask, will there be enough

industrial common stocks available to make pos-
sible the purchase of so large a segment of the
available supply by a totally new group of own-
ers? In my opinion, there is little doubt that
such a stream of new investment money will be
easily absorbed, and that it is, moreover, vitally
needed.

In the first place, it has been estimated that
the plant and working capital of industrial com-
panies will have to expand at the rate of $7 bil-
lion to $14 billion per year over the next half
century in order to secure the increased facili-
ties that our dynamic and expanding economy
requires. If industry, through reinvestment of
earnings, can supply half of this sum, the bal-
ance would have to come from money invested
directly or indirectly by the public. That is a
big bill to fill, and pension money would help
significantly in filling it. To be sure, most of the
premiums and reinvested dividends of pension
funds would be used to buy shares from present
owners. But then these owners, in turn, could
use the money to finance new businesses and
take up rights in established corporations.

In the second place, to the extent that pension
funds add to the stream of available investment
capital, they will relieve the competition for the
investor's dollar. New ventures, which have



been having difficulty securing capital funds, are
likely to be encouraged as a result. Obviously,
pension funds will not be invested in new com-
panies where there is an above-average risk. But
in helping to satisfy the equity needs of estab-
lished companies, they will ease the competition
for the investor's dollar that has made expansion
difficult for so many young enterprises. Thus,
it may even be that pension money would stimu-
late a potential demand for equity money that is
even greater than the present requirements.

Conclusion

Many readers will be startled by a pension
plan that is wholly invested in common stocks.
They must remember that for the industrial
worker a company pension is only a supplement
to that provided by the government. To see the
picture in true perspective, both parts of the pen-
sion must be looked at together. On this basis,
the proportion of common stock represented by
the plan is not so alarming. In fact it is less
radical than a basic position of 50% in stocks
and other equity risk securities balanced by 50%
in high-grade fixed-income-bearing investments,
•which investment advisers and others who in-
vest for individuals consider to be conservative.

At present a married industrial worker on re-
tirement receives a basic pension of $1,530 from
the Eederal Government. If this were an income
from government bonds, it would represent,
when capitalized, about $60,000. The other
source of his income, if he were credited vdth
35 work-years under the proposed plan, would
be capital in common stocks of $15,000.

Most investment advisers, if faced with the
problem of investing for an elderly person who
is the life tenant of a trust fund of $60,000 by
law invested wholly in United States Govern-
ment bonds, and of a separate trust of $15,000
where there were no restrictions, would con-
sider it prudent to place the latter fund wholly
in common stocks. That would leave the client
with 80% of his earning assets in government
bonds — surely a most conservative position.
The proposed pension plan envisages exactly
such an investment policy for the retired indus-
trial worker.

Now let us turn to a summary of the benefits
and risks of the proposed plan for financing part
of the worker's retirement income:

1. Benefits — While the proposed plan should
benefit employees with over 10 years of future
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service, its merits become outstanding for the man
with 30 or 40 years to go before retirement. The
man who enters such a plan at 25 years of age
has a reasonable expectancy of receiving an aver-
age annual pension (including Social Security) of
better than $250 a month and of leaving an
estate of $13,000 to $30,000. Even if he dies
before retirement, there will be benefits; supposing
he dies at 60, under the proposed plan he would
leave an estate of between $8,900 and $20,700,
and his vddow would derive an income from this
fund varying from $600 to $1,400 per annum.
Under the conventional type of plan, by contrast,
there would be wo continuing f)ension other than
Social Security for his widow and nothing in the
way of a death benefit.

2. Risks — The main risk in the proposed plan
which the employee must accept in return for its
greater benefits lies in the question: Will the
common stocks of American industrial enterprises
during the next 50 years show as large a return,
including dividends and appreciation, as the
assumed rate of 7 % (plus V4 of i % for ex-
penses)? All forecasting is risky, but the following
facts, used as a basis for the assumptions of the
plan, stand out from the record:

(a) The Cowles Commission study shows an
8.8% average total return for 1871-1937.

(b) Over the last 13 years no exactly com-
parable or exhaustive study has been made, but
careful calculations seem to indicate that the
record has been better than 12%.

(c) Thus the over-all results from 80 years
of experience can be stated at about gV4% .

(d) Therefore the calculations in this study
are based on estimates that are roughly 20%
less favorable than the actual experience of the
last 80 years.
Actually, there is much weighty opinion to the

effect that the next 50 years will show an even
greater rate of growth than the last. My own firm
conviction is that the assumption of a 7% return
is far more likely to prove conservative for the
next 50 years than are the current longevity tables
used by actuaries in forecasting group life ex-
pectancy upon which conventional plans are based.

In this connection there is one further element
of a paradoxical nature which should be considered.
It will be recalled that the average yield on indus-
trial common stocks over the period of the Cowles
Commission study was 6 %. It is possible that
over the next half century there might be such a
general increase in business confidence and in
understanding of the investment merits of common
stocks that they would sell to yield 4% rather
than 6 %. If all other factors remained the same,
this would mean that the over-all performance of
9% net over the last 80 years would be cut to 7%
in the future. In other words, good business and
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a wide acceptance of the investment theories advo-
cated in this article might be the very factors
which would bring down common stock perform-
ance to the level I have envisaged as a reasonable
long-term expectation.

Another risk that the employee must accept is
fluctuation of stock prices and income. But the
magnitude of this risk, too, does not seem great.
The only year from 1871 to 1951 in which the
common stock index remained more than 40%
below the normal trend line was 1932 — and the
trend line used was 8.8%. Since the proposed
plan uses only a 7 % trend line, the chances of any
future year bringing a drop of more than 40%
below the line are even less. Also there is reason to
beheve that, with measures like the federal guar-
antee of bank deposits which we now have and with
general acceptance of the idea of government action
to counter future depressions, we are less likely ever
to have a repetition of the drastic condition of the
early 1930's.

T'here is one further risk which logically should
not he a risk at all; but, given human nature, it is
in my opinion the greatest risk of all. It is simply
that in the event of a severe decline in the stock
market in the early years of the initial pension
schemes operating under the proposed plan, the
trustees of the schemes might be under great
pressure from frightened union leaders and man-
agements to ahandon the plan at the bottom of the
market. It is for this reason that I believe trustees
of such plans must be men of outstanding courage
and character, because to abandon a plan during a
depression would, of course, not only be the height
of folly but might mean the loss of a substantial
part of the premiums that had already been in-
vested. As the years went by, this danger would
disappear. Eor example, had there been a plan in
existence for 20 years at the time of the great
depression of the early 1930's, it can be seen that
over one-half of the premiums would have been
invested at levels substantially below those reached,
except for one or two months at the very bottom
of the market.

Now let us turn to some of the risks run by
the conventional plans to which the proposed
plan is not exposed:

(1) The first and most glaring hazard of the con-
ventional plans is that if medical science, personal
hygiene, and safety measures increase the longevity'
of factory workers, very serious difficulties are in
store.

(2) Employees and employers alike will do well
to remember that the cost of living has tripled in
the last half century because of inflation. The
standard pension plan has no defense against this

menace, and many leading economists consider in-
flation to be a long-run probability in the future.
To be sure, the proposed plan would only offer a
partial escape, but it is reasonable to assume that
industrial stocks would rise and yields would be
generous in an inflationary period, as during the
last three years.

(3) Conventional plans are frequently subject
to complicated vesting and other administrative
problems which may cause embarrassment and
strain in labor-management relations.

Now, why is it that a scheme of this nature,
so inexpensive and yet so generous, has not been
thought of and universally adopted long since?
Should the proposed plan be suspect as a result?

The answer, it seems to me, lies in the fact
that even expert financiers and trained econo-
mists are inclined to regard common stocks as
a hazardous form of investment. As for the gen-
eral public, it regards the stock market as simply
a legalized form of gambling. Of course, this
attitude is not inaccurate to the extent that
one confines his investment to a few individual
stocks and expects to obtain spectacular results
in a short period of time. Life insurance, if con-
fined to a few lives, also would be extremely
hazardous. But if wide diversification is coupled
with patience, the Cowles Commission Indus-
trial Stock Indexes show that gratifying results
can be obtained without appreciable risk. To
the extent that this is done, the public's skepti-
cism is not justified.

Actually, tbere simply has been a widespread
ignorance about the investment performance of
stocks, and particularly their resilience after the
depths of depression. In contrast, bonds, which
are popularly supposed to be safe, have in fact
lost almost half (to be specific, 45%) of their
purchasing power in the last 15 years, and about
two-thirds of their purchasing power since the
turn of the century.

Once the merits of industrial common stocks
are recognized, it becomes evident that sufficient
accumulations can be built up over a 35-year
period to finance a generous pension without
necessitating a true invasion of principal. This
in turn makes it possible for the average worker
to leave an estate, turning him and his descend-
ants into capitalists. The way is open, therefore,
to a gradual social and economic revolution of
great benefit and significance to our country,
and it could come about without sacrificing one
segment of society for the benefit of another!






