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e INSIDE TRACK | BY STEVE SULLIVAN

National Treasure

N THIS ISSUE OF Contingencies, Dimitry Mindlin suggests that one way to fix

America’s ailing private pension system is through its accounting procedures. Last

summer in The New Yorker, best-selling author Malcolm Gladwell proposed an

entirely different approach that, as far as I can tell, hasn’t shown up on too many other

radar screens.

Gladwell starts with something called the
“dependency ratio,” the ratio of the economi-
cally dependent part of a country’s population
to the part that’s actively working. When the
national dependency ratio gets too high, too
few workers are trying to support too many
retirees—the very problem Social Security will
be facing in the not-too-distant future.

When the dependency ratio gets too high in
a specific company, the same thing happens: too
many pensioners, not enough workers to keep
the company profitable. Hence, the company
goes into bankruptcy and the Pension Benefit
Guaranty Corp. gets saddled with the under-
funded pension. Everybody loses. Big time.

As a cautionary tale to illustrate this point,
Gladwell uses the saga of Bethlehem Steel.
At the height of its powers in 1957, when the
union-negotiated pension and health care con-
tracts were relatively new, there were 164,000
workers at the company’s massive Sparrow’s
Point plant in Baltimore. By the time it went
bankrupt in 2001, 12,000 employees were sup-
porting 90,000 retirees and their spouses. “It
had reached,” says Gladwell, “what might be
a record-setting dependency ratio of 7.5 pen-
sioners for every worker”

The problem, according to Gladwell, was
nothing that Bethlehem Steel did wrong; it
actually did almost everything right, at least
from the standpoint of running a steel compa-
ny. It responded to increased competition by
cutting costs and improving efficiency in the
workforce The problem was the system itself,
a system in which individual companies bear
the risk and burden of paying all those benefits
on their own. And it killed them.

And here’s the part of the story that most
people probably don’t know about: It didn’t
have to be that way.

After the Second World War, when
unions and companies were negotiating this
system of pension and health care benefits,
the unions believed the best way to make
everybody’s future secure (workers and com-
panies alike) was to spread the risks. Instead
of one company insuring its own employee’s
health and pensions, companies should pool
their resources. That way, if one company
or industry fell on hard times — or if demo-
graphics changed — it wouldn’t necessarily
spell its demise.

But the major companies, GM foremost
among them, balked at that idea. Too danger-
ous, they said. Too ... communal? (It was, after
all, the era of the two Joes —Stalin and McCar-
thy.) And so the private pension system took
the ruggedly individualistic direction it did.

If anybody understands the value of pooling
risk, it’s the insurance industry. And I've yet to
hear anybody accuse the insurance industry of
being communistic. Yet oddly enough, the idea
never seems to get much attention as a pos-
sible solution to the private pension crisis. The
closest the Pension Rights Center’s “Conversa-
tions on Coverage” seems to get is a proposal
for a multiple-employer plan that would en-
courage more small businesses to offer plans
to their employees.

No doubt there are still those who would
dismiss the pooling of resources to establish
what would amount to a national pension
program as absurd and impractical. But aside
from its political feasibility, is it an idea worth
studying? How does it stack up actuarially?
How does it stack up against the rest of the
world?

If anybody out there wants to take a crack
at answering any of those questions, Contin-
gencies has a few pages reserved for you. @



