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Programs

By Edward L. Schwartz

MOST businesses employ less than
workers. Most businesses pay reason-
ably good wages and provide reason-

ably good working conditions. Should these
businesses be concerned about the current pen-
sion drive which is sweeping the country? Is it
enough for them to shrug off the problem with
a curt statement that they cannot afford pen-
sions, that pensions are only a remote possibil-
ity so far as they are concerned?

Businessmen who adopt such an attitude are
inviting disaster. Pension programs are closer
than they think; the time to study them, to con-
sider their applicability and feasibility is before
union demands are made or before the time
when the pressure exerted by competitive busi-
nesses which have installed pensions can force
a decision.

The problem which faces employers is essen-
tially a practical one. Immense pressures are
being built up from the ranks of the workers
and will continue to accumulate as long as the
workers anticipate an old age of insecurity.
When an employer realizes that our population
will soon number 18 million people over 65
years of age, and that most workers between 45
and 65 years of age are already worrying about
future insecurity, he will stop long enough to
ask: "What does this mean to me, and what can
I personally do?"

What he can do is to take affirmative action
now, to study not only pension plans as they af-
fect his plant but also the over-all problem of
the aged. He can take active part, individually
and through his trade association, to evolve a
national policy to solve the problem. And if

the businessman does act to help evolve an
integrated policy on national, industry, and
community levels, as well as to study the prob-
lem as it affects his own individual plant and
to take whatever action is indicated, he will be
helping to keep the national economy safe from
unwise action designed to obtain security for
the aged. Some of the issues raised by the cur-
rent pension drive and by the over-all problem
of the aged will be discussed in this article.

Nature of the Problem

If labor conceived its current pension drive
(first clearly announced in 1949) as a military
tactic, a diversionary action taken when fourth-
round wage increases seemed doubtful, then we
must now realize that this diversionary tactic
has become a full-scale battle, sparked by a
"people's army." Labor, perhaps unwittingly,
has touched upon a problem which goes deep
into every home in the nation, whether that of
the lowliest unskilled worker or the mansion of
the corporation president — the fear of the in-
security of old age and the need for providing
against it. The reasons are not hard to find.

Long-Range Trend. As a nation, we are
growing older. In the next 25 years, the old-
timers in our population (65 and over) will
grow in number from 11 million to 18 million'..
Some estimates put the proportion at one tMrd
of our entire population by the year 2000-. Not
only is the average span of life longer, but the
population is also due to increase rapidly as the
result of the wartime surge in the biithj
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thus stepping up the number of people who
will reach old age.

Further, we are shifting from a nation of
small independent businessmen to a nation
of workers dependent on others for wages. We
find also a pronounced shift in the population
from the farm to the city and, concomitantly,
the breaking down of the family unit; when the
father becomes too old to work, there is now
no farm for him to potter about on, no son or
daughter to take him in.

Thus, the average person enters retirement
with only three possible sources of support: his
savings, charity, or retirement benefits.

The ability to save enough out of earnings
has become but a mirage to most workers be-
cause of income taxes, high cost of living, and
unusual expenses or loss of income due to sick-
ness, accident, or layoff. With, the average
worker earning something under |2,5oo a year,
he is fortunate if he can save — and hold on to
— $200 a year. If he saves for 30 years until he
is 65, he might accumulate $6,000. But at 65
he may live another 14 or so years. Even with
increased old age security for himself and his
wife, his total income may well be below the
$1,800 a year which the United Automobile
Workers Union (CIO) claims is the minimum
needed for the support of an aged couple in a
city like Detroit. And, of course, very few
people are able to accumulate anywhere near
$6,000 to begin with.

It follows, then, that the "subsistence gap"
must be closed either by charity or by private
pensions or increased federal old age insurance
benefits. Charity is ineffective, unscientific, and
costly. It is abhorrent both to those who furnish
it and to those who receive it. It will not relieve
the worker of his fear of insecurity. It is waste-
ful. It should be avoided wherever possible.
Nor will federal old age insurance benefits close
the "subsistence gap." Such benefits presently
average $26 a month for a retired worker and
$39 a month for an aged couple. They may be
doubled under H.R. 6000, now pending in Con-
gress, but it is unlikely that they will be in-
creased beyond that, at least for a while. Thus,
the workers' urgent, driving need for security
will not be satisfied, and pressure will continue
to be exerted by and on behalf of the aged until
their purposes are accomplished.

It is not difficult, then, to understand why the
current union drive for pensions has given, and
will continue to give, form and expression to a

previously inchoate, indefinable, but neverthe-
less real urge for security on the part of an
overwhelmingly large part o£ our population.
Having thus been given expression by the
unions, the voice of the people will gather force
and volume.

Businessmen cannot afiford to ignore this
pension drive; for if leadership and initiative
are left to the unions, the pressure for im-
mediate action may become so strong that busi-
nessmen may be forced into the adoption of
unsound pension plans. And if labor leaders do
not produce satisfactory results for their mem-
bers, or if unorganized workers do not find their
need for security or the other problems of the
aged adequately met, we may find a large por-
tion of our population turning to political
demagogues, eager to exploit the aged for their
own ends; we may find that honest politicians
may be forced into piecemeal, uncoordinated
action on the legislative front. In either event,
inaction on the part of businessmen can only
lead to grief.

In sum, because charity is unsatisfactory, only
federal old age insurance and private pensions
appear to be satisfactory solutions. What part
should each play in meeting and satisfying the
needs of the worker for security?

Respective Roles of Government and Busi-
ness. It is submitted that there is no likelihood
that federal old age insurance benefits will sup-
plant industrial pension programs, nor is such
a development desirable.

The purpose of the federal program is to
provide a minimum retirement income to
covered workers. It is desirable that coverage
be extended to the widest possible extent and
that the benefits payable should also be in-
creased so as to take into consideration the
higher cost of living. The proposals in H.R.
6000 go part of the way, so far as coverage is
concerned, and also would, as already noted,
roughly double the benefits now payable.
There are many reasons for doubting whether
the benefits can or should be raised much
higher than those proposed, not the least of
which would be the excessive tax burden, in
the form of increased payroll taxes and income
taxes, which it would entail. In any event, it
is quite clear that old age insurance benefits,
for a long tim ê to come, will fall far below the
"subsistence" requirements of workers.

Moreover, the benefits payable under the
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federal program do not sufficiently take into
account the accustomed standard of living of
the worker. It is well recognized that if after
retirement a worker's income drops below 40%
of his prior earnings, the adjustment will be
too difficult to make. Thus, any system which
would provide benefits falling substantially
below this figure would leave the worker with
a feeling of insecurity.

It follows, therefore, that pressure will con-
tinue to be exerted from the ranks of the aged
— and all workers — for industrial pensions to
supplement these Social Security benefits.
Unions will continue to spearhead this drive
for pensions. And the successes of victorious
unions will force other unions to demand pri-
vate pension plans. Thus, the needs of the
workers and pressure from unions will result
in keeping alive a dual system of retirement
benefits — federal and private.

What is the employer's interest in this? As
a matter of fact, if he must make a choice, he
should insist upon the dual system. A pension
program wholly sponsored and administered
by the government will not cost him less money;
it may cost him, and the country, much more.
At the same time, there are definite benefits
which accrue to an employer under a private
pension plan, as we shall see later, and more
and more employers are becoming aware of this.
For example, a recent survey by Mill and
Factory (November 1949) shows that 78% of
the employers questioned believed that pension
plans of some sort should be installed for their
production workers.

We must conclude, therefore, that federal
Social Security benefits are, and must continue
to be, only the "fioor" of security, and that
private pensions will be super-added, forming
structures of varying size and height upon the
security landscape.

Private Pension Programs
What about the many employers who refuse

to concern themselves with the pension prob-
lem because they feel that their only obligation
is to pay good wages and provide good working ̂
conditions? They believe that they cannot af-
ford to install a pension plan and that they are
under no obligation to do so. Unfortunately
for themselves, employers who rest their cases
on these grounds have completely overlooked
certain factors.

In the first place, they no longer have a simple

choice of action between "pensions" and "no
pensions." If pension demands are made by a
union, they cannot be ignored, for the Taft-
Hartley Law requires employers to bargain in
good faith whenever a demand is made by a
union for pensions. The obligation to negoti-
ate does not mean that the employer must
capitulate, but it is a fairly safe assumption
that union demands will eventually result in a
pension program of some kind and that, even in
the absence of a union, the pressures of com-
petition with other employers for better help
will force the same result.

Moreover, the argument that the ascertain-
able costs of a pension plan are too high com-
pletely overlooks the "hidden" costs of opera-
tion, caused by inefficiency and other factors,
where there is no pension plan. Thus, the em-
ployer no longer has a free choice, and even the
complaint that the company is too small to
finance a sound program will, if limited to that
objection, be met by a demand for cooperative
pension programs which would link several em-
ployers in a pension plan on an industrial or
regional basis.

It follows, then, that any demand for pensions
cannot be brushed off by an employer with the
mere statement that the proposed pension
program is too costly, or is not suitable to or
feasible for the company. Nor can the employer
expect a union to wait until the necessary data
are gathered or evaluated. Careful research
and intensive and lengthy analysis are necessary
to determine exactly how a proposed pension
program will operate in a particular company,
and impatient unions and workers will not be
kept tethered or quiet while the employer is
"doing research." An employer must be pre-
pared to act quickly in the face of a demand for
pensions, must have the facts and figures to
prove his case, and must^ above all, be able to
get his story across to the workers.

Let us now consider the validity of the vari-
ous union contentions advanced in support of
private pensions. It is important to know the
basic pension philosophy of the union an em-
ployer may have to deal with, not only for the
purpose of predicting the possible scope and
direction of its approach but also to permit the
businessman to form^ulate his own policies.
Again, if we can analyze the basis of the union's
pension philosophy, we may be able to show its
fallacy and thereby cause the union to adopt a
more rational and logical approach to pensions.
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Union Arguments. At the outset, it must be
recognized that the union arguments are very
difficult to meet because they have strong emo-
tional appeal and are very simple to understand,
whereas the counterarguments are not so easy
to grasp and, unless properly understood by
unions and workers, may expose the employer
to unjust criticism on the ground that he is try-
ing to bury the workers' right to live under a
barrage of words.

An example of this type o£ union argument is
that pensions are a "social obligation" of the
employer. There are two answers to this. If
an employer pays good wages and if despite this,
for reasons beyond the control of workers or of
the employer, his workers are unable to ac-
cumulate sufficient funds to carry them through
their years of retirement, that fault should be
laid at the door of society as a whole, rather
than being chargeable to the employer. More-
over, if everyone ought to receive such a pen-
sion, then a system of private pensions is cer-
tainly not the way to provide it since private
pension plans, if they are to remain sound and
solvent, must impose conditions of eligibility
for pensions such as a minimum period of serv-
ice, age of retirement, and so on. Under a sys-
tem of private pensions, therefore, many work-
ers must be excluded from coverage. Accord-
ingly, the "social obligation" to provide pen-
sions should be met by the Federal Government,
and not by the employer primarily, and this
principle is recognized and accepted in our
Social Security legislation.

Another union approach frankly admits that
private pensions are merely "stopgaps" against
the day when "adequate" old age security bene-
fits are provided for everyone. If the insurance
principle of Social Security is to be retained, or
excessive taxation is to be avoided, we probably
can never provide "adequate" Social Security
payments for everyone. And if we want to avoid
"Townsendism," we certainly do not want to
pay everyone | i o o or $150 or $200 a month
without regard to past earnings or current need.
But aside from this, it is abundantly clear that
unions and workers will never cease to think in
terms of supplementary private pensions now
that the pension appetite has been whetted. In-
deed, there are many employers who believe in
the soundness and desirability of pension pro-
grams, tailor-made to fit their own businesses,
and super-added to the federal program. It
follows, then, that industrial pensions will con-

tinue always in the category of supplements to
the federal program.

The stopgap argument has been used also in
the sense that there is an immediate and press-
ing need for private pensions and that plans
must be instituted now, even if unsound, be-
cause of this need. But pension plans cannot
be rushed into. They must be carefully thought
out. They must be actuarially sound. Other-
wise, they will not accomplish their purpose;
they will cause financial hardship both for com-
pany and for worker. Obviously then, the rea-
sons given for stopgap pensions are unsound.
But they are not merely unsound; they are
dangerous.

Such a stopgap philosophy, laying emphasis
on the fact that private pension plans now being
negotiated are merely interim arrangements,
invites haste, rejects the need for careful study
and research, creates plans in which employees
and employers can have no confidence, and
defeats the very pension principle the programs
seek to establish. The very fact that such a
philosophy motivates some unions, however, has
its salutary effects since it underlines the ur-
gency of employer preparedness. Employers
should anticipate pension demands by unions
and should have policies worked out long in
advance, so that they can work with the union
outside the atmosphere of the bargaining table
wherever there is a union in the picture.

We turn now to another union argument
forcefully enunciated by John L. Lewis and
adopted by the President's Steel Fact-Finding
Committee in 1949; namely, that pensions
should be part of the normal cost of amortizing
the depreciation of the workers. The doctrine
that workers wear out on the job and, therefore,
that employers should build up a reserve to
meet this "depreciation" has tremendous psy-
chological appeal. It leads to such arguments
as those advanced by Philip Murray, that pen-
sion costs are a first charge upon the company's
funds, a burden which no company can ignore.
The argument is ingenious. It is almost fruit-
less to try to meet it with the statement that the

^analogy to machines is incomplete or that "de-
preciation" and "amortization" are accounting
devices.

But it can be admitted that if a particular
business causes a worker to wear out faster than
he would in another industry or job, due rec-
ognition of this fact should be taken. If we
accept this as a principle, and then ask the union
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to prove that the workers in the particular busi-
ness wear out faster than they would in the
ordinary course of living, this argument may be
effectively met. And, with respect to industries
where shorter life and disability are a natural
incident of the business, then, if a pension plan
is otherwise adaptable to, and can be supported
by, the company, special provision can be made
for the workers by establishing earlier retire-
ment and more liberal disability payments.

Finally, we should examine the analysis being
urged by the United Auto Workers to the effect
that'pensions are merely "deferred wages." De-
ferred wages for whom? If 10 cents an hour per
employee is put into a pension fund, is there
any guarantee that the employee so "credited"
will receive the pension? Obviously not, for
only workers who qualify will receive a pension.
It is a cruel and deceptive philosophy which
can only cause misery, grief, and anger a;mong
the workers if they are led to believe that they
have "x cents an hour" in the pension pot for
every hour they have worked. It is a dangerous
concept if it causes the worker to believe that
he is giving up part of his wages for a pension
which may not materialize.

It is to be noticed, and emphasized, that the
foregoing criticism of the various union argu-
ments advanced in support of pensions is not
based upon a philosophy that private pensions
are unsound or undesirable. The writer be-
lieves that they have very great advantages and
should be installed wherever adaptable to a
particular company, in the light o£ the financial
condition of the company and all other perti-
nent factors. But the union arguments, as long
as they contend that pension plans are the in-
evitable and unavoidable result of the mere
employment of workers, without regard to the
special circumstances o£ each case, must be care-
fully examined and exposed.

Moral and Economic Grounds. If these
union arguments for private pension plans are
found wanting, are there any satisfactory rea-
sons to support them? It is submitted that there
are strong moral and economic grounds which
make a pension plan desirable if a company
finds, after study, that the plan is practical and
not too costly to be installed and maintained.

Certainly a strong moral argument can be
made out for rewarding a worker who has
given years o£ service to a company. He has
helped create or build the "goodwill" of the

company. That goodwill continues on after he
has retired. A grateful company might very
well desire under such circumstances to reward
the worker during his declining years in the
only practical manner that counts — pensions.
There is no scientific way of measuring this
contribution, as there is with wages. But there
is a social approach.

A man's income should not drop too radically
after retirement. It should not go below 4,0%
to 50% of his earnings (average or final).
Knowing this, a company can work out a plan
which, giving due consideration to anticipated
Social Security payments (and contributions by
employees where such are necessary or desir-
able), will accomplish the desired results with-
out being too costly to be borne by the com-
pany. If the plan is properly worked out, it will
give adequate recognition to longer service,
will be properly funded, and will provide
guaranteed benefits and vested rights.

While most employers will readily admit that
they should reward their loyal workers for long
years of service, many of them believe them-
selves to be too small or in too precarious a
financial position to set up a formal pension
system. These employers fail to recognize that
they are, in effect, maintaining an informal pen-
sion system if they retain workers in their jobs
at peak, wages when they have passed their
prime, or if they pay severance bonuses in sub-
stantial amounts when the worker retires. It
would seem that each such employer should
examine his situation in the light of these "hid-
den costs," working out a suggested formal
pension plan as an alternative and then making
an intelligent choice between the available
alternatives with a full knowledge of the facts.

If the employer finds that a formal pension
system would be far more burdensome, then
of course he will not be able to adopt it — but
at least he will have prepared all the necessary
data in support o£ his position and will have
made his choice with a full knowledge o£ what
his decision entails.

I£, on the other hand, he should find it prac-
ticable and desirable to enter into a formal
pension plan, he will find, in common with
many employers who have adopted sound pen-
sion plans, that a formal pension plan, which is
accepted by the union where there is a union
and, in any event, is thoroughly understood by
the workers, may produce som:e very practical
advantages, such as these: the elimination o£
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superannuated workers; decrease in labor turn-
over; attraction o£ better workers; increase in
the quality and quantity o£ production; increase
in employee efficiency, morale, and security;
greater sense o£ participation in the business on
the part o£ the employees; and, generally, the
promotion o£ good labor relations and public
goodwill.

The Cost Implications. I suggest that unions
are rendering a disservice by stressing that the
plans which they propose to management cost
only 6 cents or 8 cents or lo cents an hour.
Such figures are merely estimated averages based
on a number o£ assumptions and conditions
which may not be accurate or sufficiently inclu-
sive in the first instance, and, even i£ true to
begin with, will vary £rom year to year. The
emphasis should rather be on the growth o£ the
pension benefit roll.

To look at present estimated costs without
examining and understanding all the "ifs" con-
nected with them is like looking at a distant
iceberg through the wrong end o£ a telescope.
The only way to tell the depth o£ an iceberg,
the area o£ its base, and its volume, is to take
many care£ul soundings. You can derive very
little knowledge or com£ort £rom the fact that
the conical tip o£ the iceberg is only "x" £eet
above water. But the analogy to icebergs is not
complete, £or unlike icebergs pension £unds are
not immediately susceptible to "soundings."
It takes years o£ sailing in the pension seas be-
£ore the ship can come close enough to the "ice-
berg" to take the necessary measurements. It
takes many years o£ actual operation under a
pension plan be£ore the maximum continuing
pension liability can be accurately gauged and
fixed. At the commencement o£ the voyage, the
pension iceberg is floating £ar off in the dis-
tance, its size, area, and volume merely guessed
at (scientifically, it is true, but nevertheless
merely estimated), subject to constant re-
adjustments.

The metaphor is use£ul £or the purpose o£
emphasizing several o£ the important consid-
erations in connection with pension costs. It is
difficult £or a layman to understand the £ull cost
implications o£ a pension prograin. It is diffi-
cult for him also to recognize that present esti-
mates merely represent "averages," or points
on a graph, as o£ a given date. Actuarial com-
putations, because o£ their complexity, are in
an Einstein-like stratosphere to most people.

Why should we not have graphs and diagrams
to chart out, to demonstrate visually, the pro-
jected growth of such m^atters, am ông others, as
the number o£ pensioners, the pension obliga-
tion, annual contributions to be made, the ac-
tive payroll, and the annual pension benefits to
be paid?

Such pictorial illustrations would not only
make it easier £or company executives and
union representatives and workers to see pre-
cisely how a plan will affect the company (and
the workers), but will also point up dramati-
cally the startling effect on costs of such appar-
ently minor changes as the reduction of retire-
ment age from 65 to 62, earlier vesting of rights,
the elimination of employee contributions,
and so on. Above all, such an approach would
emphasize that the preliminary estimate of "10
cents an hour" (if that is the case) will, if the
estimates are actuarially unsound or if all the
factors have not been carefully thought out or
anticipated, be much too low; actually the re-
sult may be a radically increased "cents-per-
hour" obligation of the employer or a bankrupt
pension fund.

Dangers and Disadvantages of Delaying. If
a pension plan is adaptable to a particular com-
pany and will eventually be adopted, is it wise
to delay until circumstances require a plan to
be installed? Think of all the money which
could be saved! Is that argument sound? It is
not only unsound but deceptive, and it may
cause great financial harm to the unsuspecting
employer. A mere enumeration of the reasons
should be sufficient to develop this point:

(1) Pension contributions not paid now do
not necessarily constitute a saving. The fallacy
of thinking that they do lies in a confusion of
"wage" costs with "pension" costs. A wage in-
crease costs the employer nothing unless wages
are in fact paid. And, as production goes up,
the unit labor cost may go down. But pension
costs are not necessarily related to production,
nor are they directly related to the size of the
active payroll. As time goes on, the curve of the
pension roll may climb up and up with increases
in the number of pensioners, but the produc-
tion and active payroll of the company may go
on a straight line across the graph. Pension
costs, then, are not like wages and should be
examined as something unique.

Such an examination reveals this startling
fact about pensions: the longer a company waits.
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the more its pensions will cost; the older a
company is, the more expensive is its pension
plan. For example, Ford's plan is tentatively
estimated to cost it something over 8 cents an
hour, whereas Kaiser-Frazer's plan is expected
to cost it something over 6 cents an hour. The
reason is not hard to find. Pension costs are
based upon actuarial estimates which consider
mortality, turnover, length of service, and other
factors. The older the employees in the plant,
both as to age and length of service, the shorter
the period of time during which the employer
has to fund their pension; the shorter the
period, the greater the amount which must be
paid each year into the fund. Thus Prentice-
Hall, Inc., in its Pension and Profit Sharing
Report (Par. 14.1) shows that, under a hypo-
thetical plan, a pension which would have an
annual cost of $319.99 for a 35-year employee
in 1950 would cost I390.06 in 1954, $486.67 in
1958, and $549-97 i" i960.

(2) The "hidden costs" incident to lowered
efficiency due to lowered morale (in the older
worker because he is worried about impending
retirement or has lost his enthusiasm for the
job; in the younger worker because he is dis-
couraged by the lack of employment oppor-
tunities), retention of older workers at peak
wages on jobs they are no longer able to per-
form efficiently, frequent turnover, failure to
attract better help, payment of severance
bonuses out of reserves in amounts dictated by
the employee's need — all continue to mount
as the years go by. These a pension plan can
serve to reduce or eliminate.

(3) A pension plan is very complex; to set it
up involves a host of legal, tax, accounting,
labor relations, economic, financial, actuarial,
statistical, insurance, and other experts. For ex-
ample, the Timken Roller Bearing Company
listed 60 factors that had to be considered in set-
ting up a pension program, all of which related
solely to the cost of the plan. And Murray
Latimer, in criticizing the pension proposal of
one of the steel companies, listed 20 factors
which he claimed had been overlooked!

Given sufficient time, a company can give
thorough study to every phase of the problem,
in the light of its own peculiar requirements
or characteristics. It can anticipate the pattern
which union plans or industry or regional plans
will take and evaluate them in terms of its own
situation. It can develop all the statistical data
which its actuary or insurance company may

need. And it can have available, against the day
when a union may demand a pension program
in contract negotiations, various suggestions as
to the types of plans, or variants within plans,
which it is willing to adopt.

By being ready with a complete study, the
company can divert from the bargaining table
a whole gamut of questions which should be
left to actuaries or other experts and not to the
heat and "give and take" of the bargaining
table. Since employees, and unions generally,
are interested in such ultimate questions as
"how much" will be paid "to whom," and "on
what conditions," controversy over such ques-
tions as how the plan should be funded, whether
the union should have a voice in the plan and
in the determination of pension eligibility (cur-
rently "hot issues" in the Chrysler strike),
whether an employee should be retired at 65
compulsorily or at the employer's discretion,
and so on, may be avoided.

Moreover, if the plan substantially meets all
the benefit and similar requirements of a union,
and seems fair to the employees, the employer
may even avoid such issues as employee contri-
butions, for with no tenseness of labor contract
negotiations to complicate the situation, an
employer can develop all the reasons which
make employee contributions attractive and
desirable. Moreover, a plan offered by the com-
pany, especially if properly introduced and ex-
plained to the workers, will result in employee
goodwill — as against the hostility and lack of
gratitude or goodwill caused by a strike or
protracted negotiations.

Finally, technical problems, requiring thor-
ough and labored study, such as approval of
the plan by the tax authorities, legality of the
program, necessity of stockholders' approval,
and the drafting of legal documents which cover
every possible contingency, may be competently
and carefully worked out. Imagine the chaos
which must follow the execution of a contract
calling for pensions where the legal documents
are hurriedly drawn late at night or over a week
end, subject as they are to subsequent Treasury
approval, stockholders' consent, and a multi-
tude of legal questions such as whether pay-
ments to be made to pensioners immediately
upon execution of the plan are "ultra vires" I

(4) The matter of funding a pension plan
calls for careful thought. Assume that a pen-
sion plan is being considered for a particular
plant and that all the eligibility requirements
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and other factors have been resolved. There
remains the substantial problem of how to pro-
vide the funds to pay the pension benefits as
they come due.

Is it really necessary or desirable to put
money away now against the day when the
benefits become payable? Why not simply ear-
mark a certain reserve on the books for pen-
sions so that the company will have a fairly
good idea of its future liability, and then set up
a "pension payroll" to which employees will be
added as they retire and which will be paid out
of current income or surplus, as in the case of
wages? Or why should not the company do
what some steel companies have done — wait
until an employee retires, compute his life ex-
pectancy as of that time, and then set up a fund
large enough to pay all benefits which will be-
come due and payable to him during his life?
Has not such a method the advantage of sim-
plicity and fiexibility? Does it not eliminate a
great deal of the actuarial, administrative, legal,
and other headaches?

Here is a siren song, and a company which
listens to it, except in certain exceptional cases,
will find, when the day of reckoning comes, that
the pension obligation has assumed such stag-
gering proportions that it will be impossible to
meet pension payments out of current income
or surplus. Such a course of action for all but
the largest corporations must inevitably lead
to insolvency.

Consider, in contrast, the advantages of fund-
ing a plan in advance of the time when benefits
become due. Payments into a plan which meets
the requirements of the Internal Revenue Code
may be deducted from taxable income. In ef-
fect, therefore, under present tax rates the gov-
ernment would be paying 38 cents of every
dollar placed in the fund. Furthermore, the
government's 38% as well as the company's
62% are allowed to earn interest on a tax-free
basis. Thus, every dollar paid into the fund,
plus the interest or other income earned on in-
vestments, will result in a substantially larger
amount's being in existence at the time when
the pension obligation matures.

It is obvious, then, that a funded method
will cost the company far less than an unfunded

' Gustave Simons, "Payroll Flexibility Through Employee
Trusts," HARVARD BUSINESS REVIEW, Vol. XXVI, No. 4 (July
1948), p. 441.

" Cf. A. S. Ostheimer, III, "The Case for Insured Pension
Plans" (Philadelphia, tJnited States Review Publishing

method and will have the added advantage of
spreading the company's contributions over a
long period of time, so that each year's pay-
ments can be easily met. For these reasons, as
well as the guarantee of solvency of the fund
where a sound trust or insurance arrangement
is set up, a funding method of financing a pen-
sion plan is to be preferred. Exceptional cases
where funding is impracticable may of course
arise, for example, where there is a large ac-
crued past service obligation and pension bene-
fits are or will become due and payable too
soon to permit a funding method to be em-
ployed. Such cases should be rigidly scrutinized
and limited in application, and, even here, at
least the interest on the accrued obligation
should be paid into the fund to prevent it from
growing too large.

Let us assume, now, that the company has
decided to fund its pension plan. Should it set
up a trust, or should it buy insurance, or should
it adopt a combination of these methods?

Many outstanding banks, expressing an in-
terest in acting as trustees under a trust method,
argue that such a method is to be preferred be-
cause it is more fiexible and sensitive to the
company's needs than an insured method and
may produce better financial results. It has
also been pointed out that profit sharing may
be readily tied into a trust so that the net effect
of increased production and tax deductions
will be to reduce the employer's obligation to
a very substantial extent.^ Proponents of the
insured plans, on the other hand, contend that
there are many reasons for preferring such
plans, not the least of which, they say, is the
guarantee of annual cost and of ultimate pay-
ment, and the elimination of administrative
detail.2

No one can say in advance which method of
funding should be adopted for a particular
company, or whether the stated arguments
have any real significance in a particular case.
What is practicable or desirable in one case
may be wholly unacceptable in another. As a
matter of fact, in many situations a combina-
tion of methods may be desirable. It follows,
therefore, that the method of funding must, so
far as possible, be tailor-made, and the position

Company, 1948). For a discussion of the various types of
insurance available, and also a discussion of trusteed plans,
see National Industrial Conference Board, The Manage-
ment Record, November 1949.
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of the company and the purposes and require-
ments of the proposed pension plan will dictate
the financing method to be employed. This re-
quires expert, objective, and careful analysis.
Obviously, with such grave and important eco-
nomic questioris to be answered, it is better not
to wait until the pressure for action is so great
that these matters must be extemporized.

(5) A pension plan is worse than worthless if
it is not introduced in an atmosphere of good
labor relations. If there is mutual suspicion and
hostility, there is no point in setting up a pen-
sion plan. It will not accomplish its objective,
it will not improve morale or efficiency, al-
though the cost to the employer may be as much
as that of a plan introduced under proper
auspices, if not more. If a pension is thrust
upon a company with an unhappy or dissatis-
fied crew, it may be too late for it to correct
the situation. Thus, delay is dangerous. If the
situation is studied in advance, this friction may
be eliminated, and in turn efficiency and morale
may be improved. In this connection, where a
union is involved, advance study and consulta-
tion with the union are important, among other
reasons, in order to correlate the operation of
the seniority clause in the contract with com-
pulsory or discretionary retirement of aged
workers.

(6) If the company offers to install a plan, it
presents the union, in a sense, with a fait ac-
compli. If the plan is a good one and provides
in substance what the union could reasonably
demand, then the union must either accept it
or peck away at what must seem to the employ-
ees minor and unimportant phases of the plan.
The company is in the clear. The shoe is on the
other foot when the union presents a demand
on the company for a plan that carries benefits
which the company may be willing to guaran-
tee, but which contains so many undesirable
and unsound features that the company cannot
accept it. In the latter situation, particularly
during a strike, the employees may well think
the employer is being hypocritical or niggardly
in refusing to take the plan as offered.

(7) If pension demands will inevitably be
made upon a company which believes that it
cannot afford a plan, at least at that time, or
that a plan is not adaptable to or feasible for
the company, or that alternatives are available
(such as life insurance, health and accident in-
surance, and so forth) which the company can
and will undertake, then detailed study and re-

search in advance of union demands will en-
able the company to prepare sufficient data to
support the company's contentions. A prop-
erly documented explanation by the company
may succeed in causing the union to withdraw
or postpone its demands, whereas a naked re-
jection may result in a strike or other trouble.

On the National Level
It is distressing to note that national unions

are delegating to their "social and welfare"
committees the problem of pensions as it af-
fects the particular industry while businessmen
and their trade associations stand by, waiting for
the blow to fall or adopting an "it can't happen
to us" attitude. The problem of the aged is one
that cuts through our entire economy and must
be studied on every front. Labor is to be con-
gratulated for its contributions. But manage-
ment must now take up the problem, and solve
it, before unsound pensions and other programs
cause irreparable harm to business and to the
country. To this end, it would indeed be desir-
able if industry set up "economic laboratories"
to study these vexing issues, some of which are
outlined below.

Geriatrics, Economics, and Politics. If even-
tually one third or more of our population will
be 65 or over, various problems which affect the
entire nation become apparent. Shall we retire
one third of the population? At 65 a man has
reached the peak of his skill. He has experience
and maturity of judgment. If the science of
medicine has successfully prolonged his life and
kept him in good health, can we afford to throw
his skill on the junk heap? Fven if he cannot
perform his old job, are there other jobs which
he can perform as well, in his old plant or else-
where? If we discard his skill and his talent,
what will happen to our national product? Can
the remainder of the working population pro-
duce enough to meet the needs of the entire
nation? What will happen to our men and
women who do not feel they are too old to work
and who do not want to retire? The obvious
direction in which these questions point is the
need for a study on an industry-wide level to
determine the maximum use to which the skills
of our aged may be put.

We should also note the increasing concern
of state legislatures over discrimination against
the aged. Massachusetts and New York are con-
sidering laws which attempt to attack the prob-
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lem either by penalizing the employer for dis-
crimination or by setting up procedures to help
employers utilize the skills of the aged. These
are but partial solutions to the problem and
should be integrated with study and action on
the national level. It may even be desirable to
provide special tax deductions for employers
who employ workers who are 65 or over, or to
provide other inducements or aids to business
in order to make maximum use of the skills of
our aged.

As we develop techniques for full utilization
of our aged workers' skills, we must inevitably
consider the contradiction in purpose between
Social Security and private pension programs
which tend to push aged workers out of the em-
ployment force, on the one hand, and the need
for a national policy designed to keep them in
the labor force, on the other. To what extent
is this contradiction real or apparent, and, if
real, how should it be resolved?

If we compel our aged to retire at 65, we
create many financial problems, the most obvi-
ous of which is the need for security previously
discussed. It is obvious that the pressure on em-
ployers for increased pension benefits will be
lessened to the extent that adequate Social
Security benefits are provided. We should,
therefore, give more intensive study to the rela-
tionship between the government program and
private pensions, and the proper function and
role of each of them. We should raise the Social
Security benefits and coverage and improve the
law to the fullest extent practicable, constantly
amending and adapting it to the needs of the
aged. (If we had not let the Social Security
Act lie virtually untouched since 1935, the
present drive for pensions, so precipitous and
so unsound in concept, would not have gathered
such momentum.)

We should also avail ourselves of existing
studies of the savings habits of the nation, the
effect on savings caused by sickness, accident,
layoffs due to seasonal unemployment and to
hard times, and the extent to which the elimi-
nation or reduction of such risks would permit
savings to accumulate. In this connection, we
might well study the feasibility of permitting
tax deductions for money placed by individuals
in retirement annuities and life insurance
(would the loss in tax revenue be offset by the
accumulation of cash reserves for old age and
for dependent survivors?).

Let us turn now to a purely financial aspect

of the problem of our aged. If billions of dol-
lars are poured into pensions and welfare pro-
grams and, in turn, are invested in bonds, will
this drain off much-needed venture capital?
What will be the effect on bonds? On stocks?
Should trusts and insurance companies be per-
mitted and encouraged to invest in common
stocks? ^ These matters must be carefully
studied.

Another series of financial questions is raised
by the retirement problem. As more and more
people become retired, a serious drain on the
purchasing power of the country may result.
To what extent will old age federal insurance
and private pensions, including government,
municipal, and railroad retirement pensions,
offset this drain? This problem, too, requires
special study. A related question, of course, is
the effect on tax revenues of this decrease in
purchasing power and, conversely, of the
growth of pension plans. We may well have
to revam.p our tax structure eventually to cope
with the problem of the aged.

Not the least of the problems to be consid-
ered, of course, is the political power of the
aged. So large a segment of our country could
well force special "class legislation," either with
regard to pensions (witness the recent sugges-
tion that the State of New York make up the
difference between $100 a month and federal
old age insurance benefits) or to other phases
of the problem of the aged. To avoid the con-
sequences of hasty and ill-considered legisla-
tion, businessmen must see to it that an in-
tegrated legislative program covering every
phase of the problem is evolved.

Developing a National Policy. We have, at
various points in this article, stressed the need
of an over-all policy in reaching a solution of
the various problems of the aged, and of the
nation as a whole in connection therewith.
Some further thoughts on the evolution of such
a national policy can now be cited.

Our legislatures should work out the respec-
tive roles to be played by the Social Security
and private pension programs. Minimum
standards should be laid down for private pen-
sion plans as to funding, vesting of benefits,
and so on. The tax, labor, and Social Security
laws should be re-examined and integrated as

= See New York Times, March 12, 1950, Business Section,
"Prudent Man Investing of Pension Money Potential Spur
to New Equity Financing."
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far as purpose and objectives are concerned.
For example, the provisions of the Internal

Revenue Code and the Treasury Regulations,
which permit deductions for employer pay-
ments into a pension plan, make the absence of
"discrimination" an essential test of deductibil-
ity. This test was originally designed to prevent
corporate executives from setting up a plan for
the benefit of a select few. It requires that a
representative portion of the employees be in-
cluded. Now, however, employers may be com-
pelled to install several plans where different
bargaining groups are represented by different
unions, or they may be compelled to have one
plan for union workers and another for non-
union employees. Such separate treatment of
employees under different plans may result in
disapproval by the Treasury on the ground that
there is "discrimination."

Similarly, the Bureau of Internal Revenue
scrutinizes with great care any attempted termi-
nation or substantial modification of a pension
plan. Such a policy was fine when employers
had fairly free rein and might be tempted to
install plans when tax saving and other pur-
poses made it desirable to do so and to modify
or terminate such plans when the original pur-
pose had vanished. But employers no longer
have a free choice in the face of union demands.
Now, employers may be compelled to rush
into a plan and then, in the cold light of the
morrow, find that substantial harm faces them
if the plan is not terminated or substantially
modified.

This approach should be changed, and em-
phasis should be placed upon the desire to
promote sound pension programs which meet
minimum standards. Accordingly, the tests of
"discrimination" in connection with the in-
stallation of plans and "business necessity" in
connection with changes in, or the termination
of, plans should be modified. It is desirable,
also, that the tax laws be re-examined, in the
light of this dominant purpose, to determine
whether employee contributions to pension
programs should be deductible by the employee.

The Taft-Hartley Act should also be re-
examined in the light of the present pension
drives, some of which stress area and industry-
wide plans. Consider, for example, the recently
announced "Toledo plan" of the United Auto-
mobile Workers Union. This plan seeks to
force a master plan on 125 shops in Toledo
organized by the UAW under which employees.

at 65 years of age and after 25 years of total
service with one or more of these 125 shops,
would be entitled to $100 inclusive of Social
Security benefits. When it is noted that, in
addition to autos or auto parts, these shops
manufacture electrical appliances, heating
equipment, chemicals, plastics, dental supplies,
and dairy products, it can readily be seen that
this type of plan goes counter to the very essence
and purpose of a private pension plan. Pension
plans must be tailor-made; they must take into
consideration the history of the individual com-
pany; and that history must be projected into
the future in order to determine whether a
particular plan is feasible or practicable.

A program which ignores the peculiar char-
acteristics of a company and throws it into a
plan with other companies which are completely
dissimilar, a program which sets up a master
plan on a geographical basis and ignores the
competitive position of a company, can only
result in great harm to employer and employee
alike. A "watch-dog" committee of Congress,
having in mind the grave danger to the coun-
try's economy which will result from unsound
pension plans, should review the pension drive
and, in cooperation with other Congressional
committees, should work out a definite policy.
As a matter of fact, a master committee, with
representatives from every committee in Con-
gress which may be affected by, or whose actions
may have an effect on, the problem of the aged,
should be formed to study the problem as a
whole.

Conclusion

A pension demand is not like a wage demand.
Wage costs can be readily and quickly estimated,
and their immediate and long-range effects can
be accurately predicted after a minimum period
of study. An employer can usually wait until a
union actually makes a wage demand before
deciding upon his course of action. Moreover,
wage increases instituted today may be elimi-
nated tomorrow if the financial picture changes;
and even if wage increases are kept intact, the
unit labor cost of a product could, conceiv-
ably, be kept unchanged by increasing the
quality and quantity of production. In none of
these respects is a pension plan similar to wages.
The full cost impact of a pension program is
not felt at the beginning but at a later date
when the pension obligation fully matures.
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The costs of a pension program and its suit-
ability to a particular company involve consid-
erable advance study and analysis and the serv-
ices of outside experts, and a plan once installed
cannot be terminated or modified without seri-
ous consequences tax-wise, in labor relations,
and in other respects.

More and more employers will be forced to
consider and adopt pension plans. The complex
nature of these plans and their cost implications
require intensive study by experts in advance
of the time when plans are to be installed. If
a plan is not considered until a demand is made
by a union, delay at that point may cause a
strike, whereas haste in setting up a plan may
result in an unsound program which may cause
serious financial harm to the company. There-
fore, all employers should begin to study the
problem now, as it relates to their business and
their industry, and as a part of that picture
should make extensive and detailed studies of
pension plans in connection with their own

companies, should review their personnel prac-
tices with respect to hiring and layoffs of older
workers, and should set their labor relations
house in order in anticipation of the day when
a pension program will become of immediate
and vital concern to their respective companies,
whether as a result of union demands or com-
pany policy.

Analyzing the pension or personnel problems
of a particular company is not enough. If pen-
sion plans are universally adopted, their effect
on the national economy must be noted and
anticipated. Moreover, it must be realized that
the demand for pensions is but one aspect of
the problem of the aged, which includes,
among other things, the evolution of sound
methods for utilization of the skills of the aged.
Therefore, pensions must be studied as a part
of the entire problem of the aged, and a na-
tional policy with respect to the aged, to be in-
corporated in an integrated program of federal
and state legislation, must be developed.

From: Lewis Meriam, Karl Schlotterbeck, and Mildred Maroney,

The Cost and Financing of Social Security

In the twenties a forecaster could have predicted with a feeling of assur-
ance that a substantial part of the burden of social security benefits could
be placed on the rich and the well to do. In 1949 the evidence indicates
that not much more of the burdens of government could at present be
assessed against the rich and the well to do and that as the burdens are in-
creased in the near future they will bear more heavily on the great body of
workers of moderate means. . . .

Today strong pressures are being exerted in an effort to place a substantial
part of the costs of social security benefits on employers through the use
of pay-roll taxes. These taxes become part of the labor costs and hence part
of the costs of production of goods and services. It is extremely doubtful
whether any substantial part of such taxes actually "stick" to employers, for
in the long run if employers are to stay in business, they must recover their
costs of production, and especially their out of pocket labor costs, including
the pay-roll tax. The pay-roll tax on employment gives a competitive ad-
vantage to em^ployers who make large use of labor-saving devices, and as
between competing industries . . . to the one in which labor is the least
important factor. The conclusion seems inescapable that the tax on the
employer's pay roll has no necessary relationship to his real capacity to pay.
The appearance of making the employer pay does, however, give real
satisfaction to many workers, and hence it has great political advantages.

(Washington, D. C, The Brookings Institution, 1950), pp. 183-183.






