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An international meeting of actuaries is an ideal 
forum in which to talk of security for the aged. Although 
the issue is universal, I will limit my presentation to the 
problems faced by what we call the western world. I 
will discuss many alternative solutions to the problems 
as they exist under our general social, economic and 
political system, but I will not comment specifically on 
the system of any one country, except to illustrate 
particular points. 

I hope that actuaries from the many countries 
represented in the International Association of Con- 
sulting Actuaries will report on how their own countries 
are dealing with questions of security for the aged. These 
statements will make a valuable contribution to this 
presentation. 

For those who want to go beyond a statement of 
what their own cCun&ries.have been doing or plan to do, 
I have concluded this presentation with a "model social 
program", which will open up an opportunity for 
additional discussion of the problems of providing 
security for the aged. 

Background 
The means of providing security in old age have 

changed radically since the industrial revolution. In the 
"good old days", when agriculture was the main occupa- 
tion, the aged stayed right on the farm and were cared 
for by their children. An individual provided for his 
security in old age by having a piece of land and as many 
children as possible. That pretty much took care of those 
few who lived beyond their productive years and had 
to be cared for by others. 

Conditions have changed significantly with the 
quantum growth of our industrial society. Many of us no 

. longer have close family units. Most of us no longer have 
large families. M reover, people reaching retirement age 
today generally l o  not want to depend on their children. 
They prefer t o  remain independent as long as possible. 

Thus, the burden of caring for the aged has shifted 
from the family unit t o  either the individual or to society 
at  large. 

For the individual, the usual sources of security today 
are personal savings, benefits provided by an employer 
or an employee organization and benefits provided by a 
government agency. Each of these sources of security, 
including the forms (money, goods or services) in which 
this security can be provided, and the methods of 
financing the security will be discussed more fully below. 

Setting Objectives 
A reasonable starting point for our discussion is to 

raise questions about the objectives of programs that 
provide security for the aged. These objectives relate 
primarily to when to offer protection, whom to include 
and how much protection to make available. 

One overall objective that everyone will probably 
agree with is that each individual should be secure in his 
old age. After that objectives vary considerably. 

When should coverage begin? The simplest answer to 
the question is that coverage should begin when one is 
no longer able to work. However, many people believe 

that everyone should retire at  a stated age regardless of 
ability to work. Employees often favor a fixed retirement 
age because then one can "retire in dignity". That is, 
when a person retires it does not automatically mean he 
is no longer useful or able to work. 

Employers often prefer a fixed retirement age in order 
to move older people out of the work force and advance 
younger workers. Many employers also support a fixed 
retirement age because it relieves them of determining 
when a person is no longer able to work at a specific 
job. That seldom is a black or white decision. Rather, a 
person gradually moves from being an efficient producer 
to an inefficient producer - and the rate of movement 
varies from individual to individual. Therefore, a decision 
has t o  be made in each case. 

T o  avoid that problem, many systems have adopted a 
f ~ e d  age for retirement, although considerable flexibility 
generally is allowed. It is not unusual to pcrmit a person 
to decide whether he would like to retire earlier - or even 
later - than the stated retirement age. The right to make 
that decision, however, may be accompanied by both 
incentives or disincentives. A program providing for 
retirement at, say, age 6 5 ,  could allow a person to retire 
earlier than that with some penalty in the form of a re- 
duced benefit. The program might also allow the em- 
ployee to work beyond age 65 ,  but with no increase in 
his eventual benefit. Thus, there would be a strong pull 
toward retiring a t  the stated age of 65.  

In the United States, age 65 is the normal retirement 
age, but the practice of retiring at 65 is far from uniform. 
Social security benefits are available at a reduced level 
from age 6 2 .  On the other hand, if an employee works 
after age 6 5 ,  his social security benefits are reduced - 
or eliminated if earnings are high - by $1.00 for each 
$2.00 of earnings in excess of the annual exempt amount 
($2,760 in 1976) until age 72 .  Thereafter, full social 
security benefits are paid regardless of earned income. 
There is no reduction in these government benefits for 
unearned income (i.e., investment income or private 
pensions) at  any age. In some private industry plans in 
the U.S., the retirement age for full benefits has gone 
down during the past 10 years, to age 62 or 60 or even 
lower. In fact, some major unions have negotiated full 
pensions at  any age after 30 years of service. In the 
government sector, normal retirement age in most cases 
is somewhat earlier than 65.  

Related to the question of who should be covered is 
who should decide when an employee is eligible for 
retirement. Should it be left to the individual or should 
the employer or perhaps the government make this 
decision? In general practice, the decision probably would 
be left to the individual, with a strong shove from the 
employer or the government. 

Who should be protected is an interesting question. 
At first glance, one would say that any program to  pro- 
vide retirement security should cover people as 
individuals. However, should a husband and wife, living 
as a family unit, have twice the coverage of an individual 
living alone? 1s this equitable? Should there be different 
treatment for a married couple if both are working than 
if only one is working? hloreover, what protection should 
be provided to a dependent of a covered individual? In 
other words, should the unit of coverage take into ac- 
count whether the individual is on his or her own or is 
a member of a family unit? 



If we consider benefits in forms other than money - 
public housing, for example - coverage might even be 
broader than the family unit. Retirement housing, 
sponsored by either the government or private individuals, 
could provide protection for the entire community 
rather than for either individuals or family units. 

Next comes the question of the income objectives of 
the security program. In other words, how much should 
be provided? For proper perspective, these terms describ- 
ing the layers of benefits should be defined: 

(1) Minimum floor of protection - the level of 
income necessary to provide for the bare 
essentials of life. The floor is adjusted periodical- 
ly as prices and conditions change. 

(2) Adequate retirement income - the level of 
income necessary to maintain one's standard of 
living during retirement years. Generally, this 
amount is related to an employee's earnings at 
time of retirement. It is not usually a replace- 
ment of wages, but rather a replacement of that 
portion of wages used for living expenses. Funds 
set aside for investment, for example, are ex- 
cluded. Adequate income includes the minimum 
floor of protection plus "something more", 
which is adjusted for changes in the standard of 
living. 

(3) Supplemental retirement income - any pensions 
or benefits in excess of those necessary for the 
"adequate retirement income". 

Since the minimum floor of protection provides the basic 
security for every individual, it must be available to  all. 
Every individual must be assured that he or she will re- 
ceive the basic necessities at any age if he or she is no 
longer able to work. Thus, protection should be available 
if someone is disabled as well as when someone retires. 

The minimum might be payable only upon satisfaction 
of a means test. Any outside income that the individual 
might have could reduce or eliminate the floor of pro- 
tection. This type of welfare protection is found today 
in one form or another in almost every country. It should 
be pointed out, however, that if the only government 
program is a means-test one, the accumulation of private 
savings and the development of private pension plans 
could be deterred. 

But the minimum floor of protection will not satisfy 
the needs of our society. In most countries, an adequate 
retirement income - one that maintains the employee's 
or his family's standard of living during retirement years 
or after his death - is the goal to be reached by retire- 
ment programs. 

Generally, an employee's standard of living is a 
function of his income prior to retirement. Although not 

I directly proportionate, the higher the income, the higher 
the standard of living. Therefore, the rate of income just 
before retirement can be the best reference for determin- 

I ing an adequate retirement income. Those with low in- 
comes will need 100% replacement after retirement, 
while those with high incomes will require only a fraction 
of their pre-retirement income after retirement. 

In setting replacement ratios (ratio of post-retirement 
income to pre-retirement income), consideration must be 
given to the proportion of the pre-retirement income not 
used to maintain the standard of living, the change in 
tax status, if any, and the changes in expense patterns 

(no commuting, but more travelling). The supplemental 
income is, of course, the icing on the cake. 

The table below provides an illustration of the layers of 
benefits related to final income. 

Pension as Ratio of Final Income (1) to 
a Percent Minimum Final Income (2) 
of Final 
Income 

Less 
Than 
1.0 1.4 1.8 2.2 2.6 3.0 3.4 3.8 4.2 4.6 5.0 

Supplemental retirement 
income 

Minimum floor 
of protection 

(1) The income of the individual at time of 
retirement. 

(2) The minimum income a person requires to secure 
the basic necessities of life. 

Finally, it should be recognized that in addition to 
being satisfactory at the time of retirement, layers of 
benefits must be maintained at a satisfactory level. Thus, 
they must be indexed in some way to reflect changes in 
the cost of living and possibly even in the standard of 
living. 

Sources of Security 
Now let's turn to the sources of security for the aged. 

We must consider the family, personal savings, employer 
and employee organization plans, the government or any 
combination of these. 

We have already reviewed the historical role of the 
family unit as a source of protection. Today, we have 
much looser family ties than we had in the past and, 
generally, individuals who reach retirement agewantto be 
indepcndent. In our industrial society, children often are 
not able to support their parents. So the family unit is a 
very uncertain form of protection for our elderly popula- 
tion and probably should be ruled out as a basic supplier 
in most cases. At best, it can be looked upon as a sup- 
plemental source in some situations. 

In theofy, voluntary personal savings, rather than the 
protection'of the family unit, may be a more practical 
solution to the problem. There are significant advantages 
to using personal savings to provide for a person's retire- 
ment years. The individual retains his independence. The 
amount of the benefit he receives is, in some respects, a 
function of his own productivity prior t o  retirement and , 
his own decision during his productive years to spend his 
money or save for retirement. 

The trouble is that expecting voluntary savings to be 



the sole source of retirement security may not be 
practical in today's economy. First, many workers do not 
earn enough money to be able to set aside sufficient 
funds to provide for their own retirement. They are 
forced to use virtually all of their current earnings to meet 
current expenses. Second, even those who manage to save 
money for retirement may find these savings wiped out 
by unforeseen emergencies. Sickness, disability or loss of 
job can all deplete one's retirement fund. Finally, it.is 
almost impossible to determine how much one should 
set aside for retirement, particularly in an economy where 
inflation is a fact of life. With high inflation and an un- 
certain investment market, the probability of saving an 
adequate income for one's own retirement is slim indeed. 
I might also point out that voluntary savings is easy to 
postpone and may well be put off until it is too late to 
save enough to provide an adequate retirement income. 

Probably the best that can be said for voluntary 
savings is that they can provide the supplemental benefits 
on top of the adequate retirement income layer. This 
will provide the pluses in the retirement years. 

One form of personal savings - home ownership - 
may, however, be a significant retirement factor for a 
reasonably large segment of the population. This, of 
course, does not produce income upon which to live, 
but it does reduce the required outgo for many retired 
persons. But home ownership must be looked upon more 
as a supplement for some than as a primary source for all. 

Even though voluntary personal savings are not the 
universal answer to protection in old age, they do con- 
tribute somewhat to an individual's security. There would 
appear to be, therefore, advantages to the government 
to provide tax or other incentives to encourage personal 
savings. The government could sponsor such programs as 
individual government-regulated accounts and/or tax 
deductions for contributions made to individual accounts. 
The most widespread form of government encouragement 
is allowing an employee to take a tax deduction for con- 
tributions made to an employer-sponsored pension plan. 
In fact, the United States is the only major country in 
the western world that does not allow such tax de- 
ductions. Only recently has the Congress passed legisla- 
tion to permit an employee to make tax deductible 
contributions to a fund for his own retirement if he's 
not covered by an employer-sponsored plan. 

In many countries, particularly outside the western 
world, a common method of accumulating funds for 
pensions is through equal contributions from the em- 
ployee and the employer. These "provident funds" or 
"savings funds" usually provide for a lump sum dis- 
tribution at time of retirement. The amount of money 
accumulated and disbursed is heavily influenced by the 
way taxes are levied or not levied. Thus, through its tax 
policy, a government can strongly influence how security 
is provided to the aged. 

Until recently, the Canadian government took a 
slightly different approach. It encouraged people to save 
for their retirement through favorable rates for the 
purchase of annuities 

An alternative to government encouragement is forced 
personal savings programs. These are difficult to establish 
on a broad individual basis because many employees 

feel they can't afford to set aside money for their old 
age. The closest thing we have to forced personal savings 
are programs under which all employees contribute to 
pooled funds that are then used to provide retirement 
income for the entire aged population. Thus, the 
traditional social security tax on employees might be 
viewed as a form of forced savings. Contributory pension 
plans, sponsored by employers or employee organizations, 
also can be looked upon as a form of personal savings. 
However, employer contributions to these retirement 
programs, other than savings plans, generally are on a 
pooled basis with no individual accounts and, therefore, 
are not usually considered personal savings. 

Following the family unit and personal savings in 
importance is the employer- or employee-sponsored 
pension program, established to provide benefits to those 
participating in the plan. These programs have been 
successful in generating adequate protection for the 
working population. The benefits, which participants 
consider earned, are based generally on length of service 
in the organization and frequently on a level of pay. 

Under these plans, sponsoring organizations are able 
to define their objectives quite clearly. Moreover, in 
setting their overall objectives, companies can take into 
account any benefits provided by social security. These 
employer plans can be designed to provide only a 
minimum floor of protection, an adequate standard of 
living or a more generous retirement income. Not only is 
there flexibility in the level of benefits, but also in the 
groups to be covered and even in the way benefits are 
financed. 

But flexibility isn't always advantageous. Flexibility, 
for example, is likely to produce an unevenness in the 
benefits, particularly for short-service employees. And 
because flexibility allows variation in the groups covered 
it can result in lack of universal coverage. The lack of 
coverage could be partially overcome if all employers 
were required to provide minimum benefit pension plans, 
just as they now provide a minimum wage. These mini- 
mum pensions could be fully vested and portable, so that 
the employee who moves from job to job would be fully 
protected. 

The simplest type of compulsory employer plan 
might be what is termed a money purchase arrangement, 
under which the employer sets aside each year a certain 
sum of money, either a fixed amount or a fixed per- 
centage of the employee's compensation. In many situa- 
tions, the employee contributes an equal amount, and 
both contributions are tax deductible. These funds are 
accumulated in the employee's account to be available to 
provide income upon retirement. The provident funds 
mentioned earlier fall into this category. 

This form of coverage falls short of the goal of pro- 
viding the minimum floor of protection for all of the 
aged for two reasons: First, coverage is provided to 
workers only while they are working and so is far from 
universal. Second, only by chance will the benefits equal 
the amount considered necessary to live on because the 
benefits will be determined solely by the kind of annuity 
that can be purchased for the lump sum available at 
time of retirement. 

So, while pension plans sponsored by employers or 



employee organizations, whether voluntary or com- 
pulsory, provide only a partial answer for universal 
coverage to meet the minimum floor of protection, they 
are ideally suited to providing the other two layers of 
protection - adequate income or further supplement. 
The employer plan can be designed to provide a benefit 
related to final pay and, at the same time, to take into 
account any benefits from such other sources as govern- 
ment programs. Coordination between the employer- 
sponsored program and a government program is essential 
if the overall retirement objectives are to be met efficient- 
ly and economically. 

The f i a l  source of security for the aged are plans 
sponsored by government agencies - social security. The 
principal advantage of providing protection through a 
government agency is that coverage can be universal. 
There is no need to rely on a family unit, individual 
savings or an employer pension plan. In addition, pay- 
ments can be adjusted for changes in the cost of living 
in order to continue a relative level of benefits. The 
government can also determine the proper minimum 
floor of protection. 

In spite of the obvious advantages to government 
plans, there are some serious disadvantages, most of 
which are related to individual rights. It can be argued 
that if everyone receives a government pension, incentive 
for personal savings is lost, and individual initiative is 
thwarted. There would be little, if any, reward for 
individual effort. On the other hand, many people would 
object to going on government welfare no matter how it 
was set up. Many individuals would feel that welfare is 
contrary to beliefs that underlie our economic and 
political systems. Equally important, the government 
program is subject to political pressures that may well be 
contrary to economic and social goals. For these reasons, 
many people believe social security benefits should be 
kept at the absolute minimum level. 

Since no one source seems to solve all the problems of 
providing security for the aged, perhaps a combination 
of the sources is the best alternative. Given (1) personal 
savings, (2) employer plans and (3) government plans, 
there are seven alternatives: any single source, any 
combination of two sources or all three sources. But, 
not all of the alternatives are really worth considering. 

If a combination is to be used, we have to determine 
which sources should make up the combination and 
whether they should be compulsory or voluntary. We 
must also consider how much emphasis should be given 
to each source because it is not reasonable to give equal 
weight to each. And, too, there probably should be some 
relationship between the benefit and the pay the person 
received at time of retirement. Finally, under a demo- 
cratic form of government, we probably would like to 
leave as much free choice as possible to the individual. 

From this starting position, it appears that there 
should be some form of government protection that 
provides a minimum amount of coverage for the entire 
population. And to maintain an element of individual 
choice and incentive, there also ought to be an arrange- 
ment for personal savings. The government should en- 
courage people to accumulate savings through tax 
incentives. 

Since both government plans and private savings 
should consititue part of any combination, only two 
practical choices are left: (1) government plan plus 
private savings or (2) government plan plus employer 
plans plus private savings. Under either of these alterna- 
tives, the government would guarantee a minimum floor 
of protection for all people reaching retirement age. 
This does not necessarily mean that the government 
would provide the benefit. The minimum benefit might 
be provided by an employer's plan or through personal 
savings with the government providing benefits only to 
those not covered by these sources or to those whose 
other benefits do not reach the minimum floor of pro- 
tection. This point will be discussed later when we talk of 
methods of financing benefits. 

Coverage above the minimum floor can be granted by 
any of the three sources: government, employers or 
private savings. The government in in a position to pro- 
vide or encourage additional protection, directly through 
its own program or indirectly through incentives for 
employers or individuals. In this way, the minimum floor 
of protection can be brought up to an adequate income. 

Supplemental benefits would be the responsibility 
of either the employers or the individuals. 

Alternative Sources of Financing 
The source of financing is related to the source of 

benefits. Thus, we again have to consider individual 
savings, employers and employee groups, and the general 
public as sources of financing. Finally, we have to con- 
sider combination financing from some or all of these 
sources. One might argue that in any case the individual 
is the ultimate source of financing and that the real 
issue is the form of his payments. 

From this perspective, the individual contributes 
either to a pooled fund or to an individual account. The 
pooled fund may be administered by a government, an 
employer or an employee organization. A case could be 
made that individual contributions to an insurance 
company to purchase retirement income are, in fact,. 
contributions to a pooled account. However, I view this 
as an individual account along with individual savings 
accounts. 

There are several issues involved here: 

What portion of the cost should be borne through 
pooled accounts and what portion through individual 
accounts? 

What are the advantages and disadvantages of each? 

What portion should be administered by the govern- 
ment? The employers? Employee organizations? 

What incentives, if any, should be given for individual 
savings? 

How should costs be allocated among generations of 
workers? Or, how much advance funding is desirable? 

In our earlier discussion of benefits provided by the 
individual, we noted that individual savings accounts 
cannot be used as a universal minimum floor of pro- 
tection since not everyone can provide for his own 
security. 

Thus, individual savings accounts must be looked 



upon as a supplement to some basic form of protection 
rather than a major source of financing benefits. They 
may be used to meet either the minimum floor of pro- 
tection or the adequate income level. They are, however, 
a source, perhaps even the primary source, for supplemen- 
tal benefits. 

The government's position on individual savings is an 
important factor. . The government can encourage 
individuals to save for their own retirement through 
incentives, i.e., income tax deductions for savings and 
tax free investment income on the funds. At the other 
end of the spectrum, the government could discourage 
savings by instituting special taxes. After all, significant 
tax incentives to save for supplemental benefits may raise 
political objections. 

Probably, the area in which individual savings accounts 
with strong government incentives would be most 
effective is in providing benefits between the minimum 
floor of protection and the adequate income level. 
Individual savings could be generated through accounts 
maintained by the government, such as government- 
sponsored annuity purchase programs or special govern- 
ment bonds; through savings programs sponsored by 
employers or employee groups, or through accounts set 
up by the individual in banks, insurance companies and 
mutual funds. 

In all of these situations, the retirement benefit would 
be determined by the individual's own contributions 
and the investment income earned on them. It would not 
be possible, however, to provide a predetermined benefit 
related to f i a l  earnings. For the most part, this source, 
while providing something over and above the minimum 
floor, would fall short of attaining a goal of adequate 
income. 

Because individual savings plans cannot be counted 
on to provide an adequate income, pooled accounts - 
sponsored by the government, by employers or by both - 
have been used in most countries. Generally, employees 
contribute directly. to pooled accounts either through 
taxes on wages to government plans or contributions to 
the private pension plan. The plan sponsor contributes 
additional financing to provide the benefits defined by 
the plan. 

Thus, we find that the financing of the benefits to 
bring the program up to the adequate level is often from 
all three sources - the individual, the employer and the 
government (public). 

For benefits between the minimum floor of protec- 
tion and the adequate level, the employer programs 
appear to have many advantages. Programs covering a 
large segment of the population can be designed to 
provide pensions related to participants' earnings at time 
of retirement. Through tax incentives, the government 
could encourage employers to adopt pension plans that 
meet this objective, or the government could make 
employer-sponsored plans compulsory. (If the latter 
should happen, it would be necessary to have strong 
government regulations along with incentives to f i a n c e  
the benefits.) For those employees who work most of 
their careers with their final employers, these types of 
programs will provide pensions that meet the objective 
of an adequate retirement income. 

S h o r t - ~ e ~ i c e  employees have a problem if employer- 
sponsored plans are expected to provide benefits for them 
up to the adequate income level. When an employee 
terminates prior to retirement, he may lose much or all 
of his credited benefits. Thus, if the employee changes 
jobs frequently, he may reach retirement with credited 
benefits considerably under the adequate income level. 

Even if the person is fully vested in all credited 
benefits at the time he terminates, he may still be faced 
with a problem as a result of inflation. Since the amount 
of the vested benefit usually is frozen at the time of 
termination, future inflation could make the benefits 
inadequate. To offset this, vested benefits could be 
adjusted for changes in the cost of living after termination 
of employment. The United Kingdom, in fact, has a 
complicated scheme to deal with this problem. 

Employer-sponsored plans are particularly attractive 
if supplemental benefits are desired. These programs can 
take the form of deferred compensation and may be 
looked upon as a type of incentive pay or bonus. There 
is, of course, a question of whether the government 
should provide tax or other incentives to encourage the 
establishment of programs that provide these benefits. 

For employers or employee organizations to provide 
retirement benefits to an individual, funds will have to 
be built up during the person's working career. These 
funds are not only a source of security to the individual, 
who knows that money will be available to pay his 
benefits when he reaches retirement, but they also are a 
source of capital for the economy. 

If the government is to provide the minimum floor 
of protection, the financing probably must be by some 
form of general taxation. In this situation, people who 
never earned a significant income or who have been out 
of the labor force for many years will be eligible to re- 
ceive benefits, making individual financing impractical. 

One question that must be answered about a 
government-sponsored program is how much, if any, 
pre-funding is desirable. While most people would agree 
that it is not desirable to pre-fund a government plan 
on the same basis as an individual or employer pension 
plan, is pay-as-you-go satisfactory? Perhaps some level of 
funding is desirable even in government-sponsored plans. 

In addition to providing a minimum floor of pro- 
tection, the government could provide benefits up to the 
adequate level. The financing for this additional pension, 
even though sponsored by the government, probably 
should be by a special tax levied on a fairly equitable 
basis on the expected recipients of the benefits. 

There would appear to be no justification for the 
government to be the source of financing of supplemental 
benefits through special or general taxes. 

In summary, we find that a pooled government pro- 
gram financed through some form of taxation is necessary 
to guarantee a universal minimum floor of protection. 
Employer or employee organization plans and individual 
savings accounts are unsatisfactory as the sole source 
for this minimum. At the other extreme, the financing of 
supplemental benefits generally will come from the 
individual, although an employer may sponsor such a 
program if there are tax advantages. 



Many alternatives are available for financing benefits 
up to the adequate income level. These benefits, 
generated by some form of taxation, could be provided 
by the government on a pooled basis. Or they could be 
provided by individuals or employers and either en- 
couraged by government incentives or required by govern- 
ment fiat. In any event, close cooperation between the 
government and employers is necessary to fill this 
objective. 

Model Program 
Having raised many questions and perhaps answered 

a few of them, let me offer a model program covering 
the three layers - a minimum floor of protection, an 
adequate income and supplemental benefits. 

The first part, the minimum floor of protection, is 
a flat dollar or unit of benefit paid to an individual who 
has no other income, starting at a fixed retirement age 
or upon disability. The government periodically 
determines, through statistical study, the minimum 
annual income required by a retired individual for the 
necessities of life. The minimum benefit then is related 
to this minimum annual income. For example, the mini- 
mum floor of protection could be 110% of the minimum 
annual income. For a married couple, the combined 
income would be 1-213 times the basic amount. 

The retirement age is relatively high, say, age 70, but 
the benefit is available to any person unable to work 
before that age. Every individual is covered by this 
program, which the government administers and f iances  
through general taxation. There is no significant funding 
of benefits, but minimum reserves may be built up to 
smooth out fluctuations in income or outgo. Benefits 
are adjusted periodically for changes in economic 
conditions. For every two dollars of outside income, the 
basic benefit is reduced by one dollar. Outside income 
includes the benefits described below. 

The second part of the program is made up of com- 
pulsory pension benefits for all persons with earned 
income. Every employer is required to provide his em- 
ployees with a benefit no less favorable than that which 
would be provided by an annual contribution of 6% of 
the employee's pay, up to an amount equal to four 
times the minimum annual income above. One-half of 
this contribution would be made by the employee and 
one-half by the employer. The self-employed person 
would contribute the full 6%. All contributions would 
be deductible for income tax purposes. There would be 
full and immediate vesting and portability for the 
accumulated fund. 

The accumulated fund would be converted to a life 
annuity starting at the earlier of age 70 or the age at 
which the employee could no longer work. The contribu- 
tion would be deposited in a designated institution such 
as a bank, insurance company or mutual investment 
fund, qualified to hold this type of fund. The choice 
of the type of fund would be left to the individual. 

The third part of the program is a benefit offered 
voluntarily by employers or employee organizations that 
is no greater than 60% of the employee's final pay, 
including one-half the benefit provided in the second part. 
This benefit is available at  the earlier of age 65 or the age 
at which the employee is no longer able to work. This 
benefit, which vests after a short period of service, is 

funded on a sound actuarial basis. The employer or the 
employee organization is responsible for investing the 
funds. 

Those not covered by a voluntary employer or 
employee organization plan may establish individual 
retirement funds. The maximum annual contribution 
they could make to the funds is 6% of pay in excess of 
the pay included in the compulsory program. All contri- 
butions are fully tax deductible and investment income 
is tax free. However, the individual must pay full taxes 
on all benefits when he receives them. 

The fourth part of the program is a benefit that 
supplements all of the others. An employer can provide 
this benefit, but does not receive a tax deduction for 
funding prior to the employee's retirement. The employer 
takes the tax deduction when the benefit is paid to the 
participant who, in turn, is subject to tax on the 
amount. 

Illustrations of Model Program 
Individual A retired at age 70 at which time his pay 

was 1,500 units. He had worked for an employer for 40 
years and participated in the compulsory pension plan 
under which he and the employer each contributed 3% 
per year. The accumulated fund at retirement provides 
him with an annual pension of 660 units. The social 
security minimum pension at this time is 1,100 units. 
This individual receives a total pension at retirement of 
660 units from the private plan and 770 units (1,100 
- % x 660) from social security for a total of 1,430 units 
or 95% of his final pay. (Note that the government- 
determined minimum annual income to meet the 
necessities of life is 1,000 units.) 

Individual B was married at  the time he retired at 
age 70. His pay at time of retirement was 2,500 units. 
He participated in a pension program for 40 years and 
will receive a pension of 796 units from the plan payable 
as long as he or his wife lives. The social security mini- 
mum pension for a married couple is 1,833 units (1,100 
x 1-213). The total pension for this couple is 796 units 
from the private plan and 1,435 units (1,833 - % x 796) 
from social security for a total of 2,231 units or 89% of 
final pay. During the life of either survivor, 1,498 units 
will be paid. 

Individual C was married at the time he retired at  age 
65. His pay at time of retirement was 12,500 units. The 
fund accumulated by his and his employer's required 
contributions of 3% of covered pay for 40 years provides 
a lifetime income for him and his wife of 1,276 units. 
The employer voluntarily set up a supplemental program 
to provide all employees with a pension of no less than 
60% of final pay less one-half the benefits provided under 
the compulsory private plan. The single life benefit under 
the compulsory plan is 1,672 units and thus the benefit 
under the voluntary program is 6,664 units for his life- 
time. If he elected a 50% survivor option for this amount, 
the benefit while both are alive would be 6,138 units. The 
total pension while both are living is 7,414 units or 
59% of final pay. The survivor will receive an annuity of 
4,345 units. No social security is payable. 

This is a brief summary of a model program to provide 
security for the aged. I hope my colleagues will comment 
on the program, offer suggestions to refine it and prepare 
other model programs. Much is still to be done. 


