SOCIAL SECURITY REFORM AND THE FACTS OF LIFE
Parents’ investments in children are a far more important

source of an economy’s capital stock than are bequests or the life-

             cycle accumulation of physical capital.

                               Gary Becker, Presidential Address

                           American Economic Association, 1988


There is a missing link in public discussion of how the elderly are to be supported.  Reform of Social Security is argued as a choice between unfunded social insurance and funded private investment, each generation supported by the next generation vs. each generation providing for itself in old age. The term “funded,” however, can be misleading if it is defined narrowly.   It’s certainly true that if we want to be taken care of in our unproductive years we have to put resources in place that will be productive when we aren’t, but capital alone can’t provide old-age security.  Given the multi-trillion-dollar dimensions of Social Security and the fact that about two thirds of economic productivity consistently comes from labor, Wall Street can’t generate enough wealth to provide economic security for the elderly by itself.  Someone has to rear the next generation of children.


What both sides of the Social Security debate tend to obscure is that everyone will be poor in old age if a young, productive generation isn’t there to pay the taxes and/or buy the retirement portfolios.  If a competent generation of doctors, managers, farmers and mechanics doesn’t show up in sufficient numbers, it won’t matter very much whether people have political claims on the state or financial claims on the economy because neither will be able to support them very well.  There isn’t any way to take care of an older generation without a younger generation. Reciprocal dependence between young and old is a basic fact of the human condition that no amount of political or financial design can make disappear.


Taking care of the young is a prerequisite for taking care of the old, and the two functions are inextricably linked together through the family.  The biggest flaw of Social Security in its present form is the assumption that it’s possible to socialize one of the caretaking functions (care of the old) while leaving the other (care of the young) to be financed primarily by families. There isn’t any polite way to say this so it has to be said bluntly:  large, socialized retirement systems that depend on the next generation of taxpayers but give no credit to parents for producing the taxpayers on which the system depends are a form of expropriation from the family on a massive scale.


Mothers who sacrifice lifetime earning potential in order to bear and rear children are compensated only indirectly and haphazardly with spousal benefits and progressive benefit formulas with the result that many elderly women live in poverty while their children pay taxes to support everyone in old age but their mothers.  Fathers who support families receive no more from the next generation of children than those who abandon children.  Given the high costs of child rearing in advanced societies (which easily can run over a million dollars per child when the lifetime cost of working part time, intermittently, and/or at less demanding jobs in order to care for children is factored in), it’s not surprising that modern young people are refusing to buy into that kind of deal and that fertility rates in most industrial countries have fallen to levels that threaten the viability of their social and economic systems.


Depending on how they are implemented, personal accounts could aggravate the problem.  The more people have to depend on financial investment for old-age support, the more those who invest time and money in family risk being left out in the cold.  If the point of reform is to tie old-age security to real wealth instead of to unfunded government promises, the logical first step, it would seem, is to move in the direction of re-privatizing the family by returning some of the trillions of dollars of economic equity that have been taken from it.  Is there a practical way to do that?


One way to tell the truth, clearly and transparently, about the supply side of old-age security and, not coincidentally, to rebuild some economic infrastructure for families would be to convert a major portion of Social Security to a parental dividend; i.e., require children to put Social Security taxes into retirement trust funds for their own parents.  Those who collect from the next generation of children would then be those who make the most substantive investments in it.  Parental trust funds would constitute the private savings accounts needed to create tangible capital while tying the demand for old-age security to its major source of supply—the primary producers of human capital.  People who don’t want children can invest in something else. There still would be a need for a safety net for indigent elderly who have neither children nor investments to support them, but transfer payments and investments in the labor and capital needed to support everyone are two different processes that shouldn’t be confused.  


Among the immediate objections to such an arrangement would be that it would require individuals to pay twice—once for their parents’ retirement and again for their own by having children and/or investing for themselves.  True! Requiring people to pay twice, however, would be a return to economic reality. Taking care of both the young and the old is what adults of working age always have had to do within families—it’s what every society has to do one way or another.  Connection between care of the elderly and care of the young has been a missing link in every attempt to replace the family caretaking system since Bismarck, Lloyd George, and Roosevelt.  Given that a younger generation is a sine qua non of everyone’s security in old age, any retirement system that cuts parents out of the benefit loop and presumes to free ride on parental sacrifice is fundamentally unfair and likely to be ultimately destructive of society’s whole caretaking system.


Too many games already have been played with Social Security.  Is it a welfare system or an investment system?  Is the trust fund real or is it not?  Now you see it, now you don’t.  The last thing needed at this point is another peekaboo game that doesn’t deal with the essence of the problem, which is tying the demand and supply sides of old-age support together in an honest, fair, and economically sustainable way.  Financial analysts focus on the proverbial “three-legged stool” of retirement support—government benefits, employer pensions, and individual saving—but the value of all three legs of the stool depends on future workers and taxpayers and, ultimately, the families that produce them.  Strengthening one or more legs of the financial stool will be useless if the floor under the stool collapses.

      Social Security has been called a con game with redeeming social virtues.  The challenge of reform is to retain the virtues, the most important of which is our society’s commitment to take care of our elderly, while replacing the con games  with a system that ties the demand for old-age security to its real sources of supply.  The capital markets have an important role to play in that process; but in the words of an old southern saying, if your mama isn’t happy, nobody is happy.  
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