


Proposition 1. Social Security isnot alarge
private sector pension. Itisinstead, a

macr oeconomic means of wealth transfer,
whereby workerstransfer wealth to the elderly
through their social security contributions.
Thisistruewhether the plan is pre-funded or

pay-as-you-go.






and Ly istheactua nu







Proposition 2. The contribution raterequired
for afully-funded social security system is
highly dependent on thereal ratesof return
realized on invested assets. The contribution
raterequired for a pay-as-you-go social security
system is highly dependent on theratio of
dependentsto workersand therate of increase
In covered wages. Thelatter, inturn, is
dependent on the growth rate of the labour
force and the growth rate of worker
productivity.




Proposition 3: Thereisnothing inherent in
the mechanisms of a fully-funded social
secur ity system to make it any more stable

than a pay-as-you-go system.



Proposition 4: In acountry with a corrupt
gover nment, theonly thing riskier to the
worker than a pay-as-you-go social security
system is a funded social security system.
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Proposition 5: The fact that both the Canadian
and U.S. social security systemswere
essentially started as pay-as-you-go systemswas
not a mistake. Further, just asa funded system
may make mor e sense today, it isentirely
possible that economic variables could shift and
once again favour pay-as-you-go financing.



Proposition 6: A fully-funded social security
system is not demographically immune. A
fully-funded system is as dependent on the next
generation of workersand their productivity as

a pay-as-you-go system.
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Proposition 7. For pre-funding to have any
conseguence on the security of social security,
threerequirements must be satisfied (all three);
namely:

*Pre-funding must increase gr oss national
savings.

*Those increased savings must be invested so as
to increase worker productivity

*Pre-funding must be the best way to achieve
thefirst two requirements.



Growth In Private Pension Assets
Relative to Grass National Savings

1980-1991
Gross saving Pension
Assets
(Y of GDP) (% of GDP) Change
Country 1980 1988 1980 1991  1991-1980
Canada 231 203 187 350 16.3
Denmark 203 150 263 600 33.7
France 254 1938 10 30 2.0
Germany 237 222 26 40 14
Japan 344 312 32 80 4.8
Netherlands 239 223 460 76.0 30.0
Switzedand 280 284 510 700 19.0
U.K. 177 168 281 730 44.9

U.S. 195 161  40.7 66.0 25.3



Proposition 8: The best way to increase
national savingsisnot to moveto a fully-funded
social security system. Rather it isto pay down
the national debt.



Proposition 9: Macro-economically, thereis
very little difference between a pay-as-you-go
social security system and a funded system
wherethe assets are all government bonds.
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Variation in Benefits due to
Market Variations in Stock Values
(Assumes a 6% Contribution Rate)
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Proposition 10: Thereisnothing in the history
of any country’s social security system or in the
literature on social security that supportsthe
contention that more funding of social security
leadsto either:

--higher national savingsrates, or
--improved worker productivity

Thus, one cannot conclude that reform of social
security to a morefunded system isthe best
way to achieve these laudable goals.



Proposition 11: In short, proposed movesto
nigher levels of pre-funding of social security in
poth Canada and the U.S. require further
oublic policy debate. Society should not rely on
fuller funding of social security to solvethe
problemsinherent in providing retirement
Income secur ity to an aging population.




Proposition 12: Thethreeingredientsthat will
provide security for social security are:

1. A healthy and growing national economy.

2. An efficient and accuraterecords
administration system.

3. An honest gover nment.

These cannot be attained by changing the way
you finance social security. In fact, the method
of financing social security may be closeto
Irrelevant to itsfuture security.
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