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rate. The govermment at this time is faced by twe conflicting demands. There 18
& great demand on the part of labour for an luproved social security structure
which would place upon the state a heavy fixed cost burden. Simultancously there
is a great demand on the part of the employing classes for tax relief.from double
taxation of dividends and for reduction of other taxes whiaiz impaily investument
incentives. These oppoeing pressures for increasing government expendlture and
decreasing wawleldy tazation could both be placated if the msoclal security ex-
penditures demanded were tiled to a schems of individual contributions which would
provide benefit sdequacy and equity in cost distribution. It is unlikely that
the government's declsion this year will not be coloured by the requests of the
numerically powerful working classes. More generous bemefits will be provided.
It will then be the governmeni'e duty to do everything in its fiscal and monetary
power to insure that future inflation is prevented from diluting the benefit ree
wards.
Industry's Role.

Industry hes taken & serious interest in its responsibility for worker
retirement. The pension movement in Canada has received a substantisl boost from
business enterprise over the past two decades, a trend which seems likely to cone
ti_mw. A great variety of plans have been developed to meet the diverse industrial
requiremente. As polnted out, two main factors are responsible. First and foree
most, industry has discovered that it 1s good business to provide secure retive-
ment for employees, and that greater efficlency, improved public and labour ree
lations, lowered labouwr turnover, and higher employee morale result. Social en-
lightenment in industry has acted as & minor acceleration to the movement, Seconde
ly, strong pressure has been applied recently to business by organigzed labour
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which feels that its members deserve to be retired on somewhat the same principls
a3 Tixed capital is depreciated. In many cases, industry has approved of labour's
proposals and pension costs have been added to the cost structure of the produce
tion process. From the firm point of view, the pension arrangements have beea
economically sound, costs having been added to business expenses, while roturns
acerue in the forms abave;mtim. The yield to the firm cannot easily be
moasured in monetary tewms, but in terms of improved general efficlency and lowered
labour twmover alone, it would seem to imdicate that such plans are in the nature
of an investment. The worker nontheless beuefits greatly, as the majority of the
plans provide benefits which will permit a respectable retirement. Only a small
proportion of the working force is covered, however, and the benefit scales are
by no means uniform between industiriles.

Because of the increased magnitude of the problem, and industry's evident '
intenticn of bearing a larger part of the responsibility, we must consider the
implications of industrial plans for the economy as & whole. In a consideration
of the economic effects of industrial pension plans, several guestions arise. The
first is one of distribution, and the economic conflicts which characterize exe
changes in a free enterprise economy. Readily apparent is the group, or horizontal
conflict which exists between labour and capital, highlighted as it is by periodic
strikes and collective bargaining. Difficulties arise, not over whether or not
a pension plan will be set up, but over how mmuch will be provided. When m.mm-
butory pensions are at issue and the company concedes, the bargaining victory obe-
viously goes to the union. The vietory is, however, subject to certain qualifications
If the company 1s able to pass the burden on to the consumer in the form of higher
prices, which in twm indicate that future benefits will be pald in cheaper dol~
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lars, the victory is a hollow one. When we consider the employer-gains from
providing pensions, it is difficult to conclude that the firm loses. A case in
point 18 the 1940 agrsement between the United Steelworksre of America and the
United Btates Steel Corporation on a $100 non-contributory monthly pension at 65,
after twenty-five years service. The price of gteel, the most important basie
industrial metal, wes immediately raised. This action, in conjunction with emr-;

rent price trends, indicated that,in effect, the dollars In which the promise
made were begimning to deflate.

When we consider fwrther the effects of industrial pension plans upon the
econony, the less apparent but more important vertlcal confllict between specific
industries and the rest of the economy can be seen. Allocation of the product
as between vertical strata of the economy is likewise the result of a pressure
process. If industry can succeed in ghifting pension costs forward to consumers,
the new pensioners are receiving benefits at the expense of their fellow-workers
in industries vhere such provisions are absent, where such cosis have not been
included in the cost schedule of the enterprise. Thus where the effects of labour

monopolies or price maintenanss, or leadership erising out of industrial combination
' are rampant, in the final analysis the interest of the majority of the people is

subverted. Thus if all organized labour in Canads was successful in pension é’;e-;
mands, the benefits would be confined to this section of the working population.
Benefits would be veceived by approximately 30% of the labour force, while the
unorganized and unprotected majority were foreed to share the cost. A broad’ :
national scheme along contributory lines would do much to reduce the inequitiss
that might develop, for then the strong bargaining groups could seek only the res=
latively smaller galns necessary to supplement the state provisions. O0f cowrse,
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regulation of the monopoly bargaining power of trade unlons would permit a freer
process.of distribution, but such action is not feasible, as politically it is
generally regarded as in abrogation of certain traditional freedoms.

The second guestion which arises affects the production process, and as
such is & move fundamental, and & move serious problem. One notéd economist” hes
stressed the general concluslon of economic sclence that the stability of capie
talism 18 a fwnction of the mobility of productive factors. It is pointed out in
this connection that such resource mobility must exist to the extent that tmm-
fers may be facillitated between industiriecs in response %o major chenges in demand
and technology. We are here concernmed with only ome factor of production, bul one
which is in many cases the predominant input in the production process. The moe
bility of labour has lomg been impexfect because specialization is a prerequisite
of individual px‘;aperity; the functlional immobility which has resulted has caused
umemployment during periods of major demand shifts. Mobility of labour is further
restricted by famlly ties, a phonomenon which might be classed as domestic immoe
bility. Now a further dsterrent to labour mobility arises in the form of accumi-
lated credits in an industriel old age insurance fund. This further inflexibility
in the working force which may contribute to umemployment and under-capacity pro-
duction, we may classify es vested~benefit immobllity.

‘ Another aspect of the production difficulties which may arise from indus-
trial pension planning becomes apparvent when we consider -industry's long-run cost
pleture, Business activity is charseterized by the inevitable trade cycle in
weges, prices and profite vary pericdically. Now, however, industry i1s wndertaking
to pay additional heavy "fixed" wages, deferred earnings which will be remlited

’K.B. Boulding, xma Analysis, Harper & Bros. N.Y., 1gh8, p. 211.
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to the worker af"ter superanmuation. When wages and price adjustments are necess
sitated by cyclical swings, the only means of reducing this burden will be by
reducing staffs, a measure which is hardly conducive to maintemamce of high
production levels. Wages are sticky when the downturn MQ place but it will
be even more difficult, if not impossible for enterprise to megotiate a reduction
in benefit scales which have been written into union contracte on a more per-
manent basis. These pension cost rigidities in industry may prove an additional
factor which will seriously undermine the pricing readjustment required as ree
cegslon tendencies set in.

In summing up the effects of industrial pension plans it must be emphasized
that they are a socially desirable supplement to any basic benefite which the go-
vernment provides. The contributory plans ave especially noteworthy, encouraging
the employee to save for the future and finally providing him with a comfortable
retirement. Socially the trend is encouraging, but ites long run economic effects
may produce a capitalist ecomony which is even more vulnerable to cyclical
catastrophe. Establishment of a federal contributory plan is now more than ever
required: d4in providing basic pemsions it would reduce the extent to which sntere
prise can become saddled with greater "fixed" costs, to smalle-benefit pension
plans of a supplementary nature.

Conclusion

Only the traditiomally dogmatic and socially blind capitalist of the
early twentieth century would deny that adequate provision for old age retirement
is a social and economic necessity. It is desirable from the standpoint of the
general national morale that the plan selected be favourably received by vags-
carners and employers alike; in view of principle and experience the contributory
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type is most appropriate. A satisfied soclety is the beet bulwark against the
infiltrations of Communism. The state's responsibility is clear-cut. A federal
plan must be instituted to provide national minima protection levels, to ensure
benefit uniformity, to promote egquity in cost allocation, to reduce the extent of
labour immobility, to restrict the disproportionate gaine which certain strong
economic groups may exact from the weaker, and to limit the degree to which cost
rigldities may disrupt the productive process.

Pensions are generally considered a distribution problem. In our haste
to redistribute the national income we must not forget that the crux of the matter
lies in production. The overall capacity of the econony is a most important
limiting factor; redistribution cannot be the main criterion. There are only
two ways of fulfilling pension promises: out of present or future income, or
by inflation. In the long run the latter is no solution. Therefore, in considering
wvelfare, it is the welfare of the economy which must be our prime concern. Accumm~
lations from the current production stream must be prudently collected so that
the inevitable cyclical fluctuations will mot be acContuabed. The fiscal forces
of govermment must be dilrected toward the promotion of increased productivity,
and a higher national income. Increased production alome will sllow old age
benefits to be paid without a reduction in living standards, or major disruptions
of the nation's economic stability. If we are to redistribute the national income
#o that the pensionmers benefit, in the last analysis, somecne must suffer, unless
the nation's product rises.
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