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Millions of workers participate in private retirement
plans. These plans have an enormous social and economic
impact on the nation. Retirement benefits increase the
economic security of both individuals and families during
retirement. Retirement contributions are also an important
source of capital funds to the financial markets. These
funds are invested in new plants, machinery, equipment,
housing developments, shopping centers, and other
worthwhile economic investments.

Federal legislation and the Internal Revenue code
have had a great influence on the design and growth of
private retirement plans. The Employee Retirement Income
Security Act of 1974 (ERISA) established minimum pension
standards to protect the rights of covered workers . More
recently, the Economic Growth and Tax Relief
reconciliation act of 2001 increased the tax advantages of
private retirement plans for both employees and
employers. The internal Revenue Service (IRS) also exerts
a significant influence on private retirement plans.
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The IRS continuously issues new rules and
regulations that affect the design and growth of private
retirement plans. The following discussion is based on
current IRS requirements at the time of this writing.

Social insurance

- Reasons for Social Insurance

Although the United States has a highly developed
system of private insurance, social insurance programs are
necessary for several reasons.

* Social insurance programs are enacted to solve
complex social problems. A social problem affects most or
all of society and is so serious that direct government
intervention is necessary for example, the Social Security
program came into existence because of the Great
Depression of the 1930s, when massive unemployment
required a direct government attack on economic
insecurity.

* Social insurance programs are necessary because
certain risks are difficult to insure privately. For example,
unemployment is difficult to insure privately because it
does not completely meet the requirements of an insurable
risk. However, the risk of unemployment can be insured by
state unemployment insurance programs.

* Social insurance programs provide a base of
economic _security to the population. Social insurance
programs provide a layer of financial — protection to most
persons against the long — term financial consequences of
premature death, old age, occupational and non
occupational disability, and unemployment.

- Basic characteristics of social insurance

Social insurance programs in the United States have
certain characteristics that distinguish them from other
government insurance program:

* Compulsory programs

* Floor of income

* Emphasis on social adequacy rather than individual

equity
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* Benefits loosely related to earnings
* Benefits prescribed by law

* No means test

* Full funding unnecessary

* Financially self- supporting.
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