10 OLD AGE INCOME ASSURANCE—PART III

vent catastrophic drops in postretirement income. In 1962, the median
amount of investment income of all aged persons was less than $300.7
Not only do people fail to plan ahead carefully for retirement; even
in the later years of their working life, many remain unaware of im-
pending retirement needs.® Unfortunately, the mistakes of youth are
to a large degree irreversible, since it is generally impossible to ac-
cumulate in a short period just before retirement suflicient assets to
provide adequate retirement income. In an urban, industrial society,
Government intervention in the saving-consumption decision is needed
to help implement individual preferences over the life cycle. There
is nothing inconsistent in the decision to undertake through the po-
litical process a course of action which would not be undertaken in-
dividually through the marketplace.?

Even if an individual plans ahead and gages accurately his retire-
ment needs, it is questionable that he has suilicient knowledge about
other relevant considerations to make the necessary saving consump-
tion decisions. The depression of the 1930’s illustrated dramatically
the difficulties that even experts encounter in planning their personal
investments. The information required for intelligent longrun invest-
ment planning is expensive; for small investors, the cost of hiring
professional investment counseling (for example, in the form of pur-
chases of shares in a mutual fund) is frequently prohibitive. De-
ficiencies in Government economic policy that permit depressions and
inflations may sweep away the carefully planned saving of even the
most provident and skillful investors. The available evidence suggests
that the problem of uncertainty may explain why people do not save
enough. Apparently, once a private pension plan has provided a mini-
mum base of retirement income, most people are willing to save more
on their own, rather than less.®®

A person who is saving for retirement generally faces the invest-
ment dilemma of choosing between fixed yield assets that offer little
protection against inflation and other instruments that require finan-
cial sophistication or carry considerable risk. Time deposits in com-
mercial banks and other institutions fall into the first category. Yields
on such deposits offer small returns after allowance for the steady
increase in prices that has occurred since the end of World War I1.
Common stocks fall into the second category; as the major form of
savings, they are beyond the sophistication of the majority of the pop-
ulation. Even if an experience like the stock market crash of 1929 is
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